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ST. LUCIA

INTRODUCTION

The Economy of S. Lucia can be described as highly open and consequently heavily dependent
on foreign trade. Exports of goods and services averaged about 65% of GDP, while imports of
goods and services exceeded 70% of GDP. The economy was heavily dependent on agriculture
during the 1970s and 1980s with agriculture contributing 16% of GDP in 1977, has shown some
degree of diversfication in recent years. Agriculture’ s contribution was reduced to 9% in 1998.
On the other hand growth in the services sectors was fairly rapid egpecidly in the area of
tourism, condruction and communication servicess The growth of the tourism sector has
contributed to the structural transformation of the economy to a more service oriented one.

. Lucia faces a difficult period of trandtion to a more liberalised internationa environment.
The emerging internationd order is less accommodating, even hodile to smdl developing
countries and hence it cdls for more focussed policy-making and drategic planing.  The
authorities are largely aware of the gravity of the circumdtances they face and have sought to
address the dtuation in a variety of ways. Recent Medium Term Economic Strategy Pepers
which set out the near-term drategy for deding with the chdlenges of globdisation represent the
national responses to these difficult circumstances.

RECENT MACROECONOMIC PERFORMANCE

During the period 1986-1998 the economy of St. Lucia grew at an average of 4.9% annudly.
However, this datisic masks the variety of peformances achieved over that period. The
economic performance over the period can be divided into three distinct periods. The period
1986-1989 was a period of high growth during which the economy experienced red growth
averaging 8.3% annudly. Growth was driven largdy by smultaneous expanson in both the
banana and tourism indudries.  High prices on the European market and favourable movements
in the nomind exchange rate of the pound serling vis-a-vis the EC dollar resulted in expansion
of production of bananas and dgnificant increases in foreign exchange earnings. During this
period the contribution of agriculture to GDP was a its highest in recent times averaging about
14% of GDP. This wasfudled largely by expansion in banana production.

Meanwhile tourism aso expanded a a rate of 19.46% in 1986 and 10% in 1987. Growth in the
sector fell to just over 4% in 1988 and 1989 as the international recesson began to take root.
Communications services expanded a a fast clip averaging 22% over the period 1986-1989.
Smilarly the condruction sector expanded rapidly a a rae of 26% annudly fueled by
expangon of the tourism plant to cater for the increased demand in the tourism sector.

During this period, the deficit on the current account of the baance of payments widened from
2.2% of GDP in 1986 to 19.3% in 1989. Exports grew a an annua rate of 17% while imports
grew a 24.6%. Never the less, the overdl balance of payments recorded an overdl surplus
during this entire period. Capitd transfers amounting to 4% of GDP and Foreign Direct
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Invesment (FDI) averaging 58% of GDP were able to offset the widening current account
balance.

The period 1990-94 was a period of much lower gowth as the economy could only muster an
annud growth rate of 2.1% annudly over this period. Growth in the agriculturd sector turned
negative due to the uncertainty of the banana industry consequent on the completion of European
Single market. In addition the pound derling exited the European Exchange Rae Mechanism
(ERM) precipitating a fdl in the locd price pad to the famers of bananas and, consequently,
export earnings.  Similarly, manufacturing and the congtruction sectors recorded negative growth
as the recesson in the USA softened the market for garments and eectronic products. During
this time a number of manufacturing concerns closed their doors as the added threat of the entry
of Mexico into NAFTA made its presence felt. Congtruction declined on the heds of a dow
down in the expangon of tourig arivas. The intengfication of competition and the decline of
offica assgtance resulted in some dampening of the growth rate.  Although the expangion in the
raee of growth of tourism fell it was dill podtive and dsrong enough in conjunction with
expangon in the growth rate of communication services to prevent a decline in the economy
except in 1991 when a growth rate of -0.86% was recorded.

This period saw a dight improvement in the current account of the balance of payments as it
narrowed from 15.4% of GDP to 11.6%. The negative growth rate in banana production coupled
with the fdl in the domedtic currency price of bananas consequent on the exit of the pound
gealing from the ERM resulted in an EC$84m reduction in earnings from merchandise exports.
Merchandise export earnings declined from EC$353.6m in 1990 to EC$269.7 in 1994. However
this poor performance in merchandise exports was more than offset by improvement in the
export of sarvices especidly tourism services which dmost doubled during the period. The
average tourism expenditure for the period 1990-94 was EC$440m compared with EC$225m for
the period 1986-1989. FDI flows amounting to 9.6% of GDP and other flows on the cpitd and
financid account were insufficient to fully offset the current account deficit and hence overdl
surpluses approximating 1.5% of GDP were recorded for the years 1992-1994.

The period 1994-1998 represented a dight deterioration from the marked dow down experienced
during the firs pat of 1990s. The growth rate averaged about 1.7%. Agan the poor
performance of the agricultura sector was the most important contributor to the dow growth
rate. The agricultura sector declined 19.4% in 1994 and by a further 17.9% in 1997 after modest
recovery in 1995 and 1996. These declines resulted from -20.5% and -23% declines in the
vaue added in bananas, in 1994 and 1997 respectively. Moreover the 1997 performance was
exacerbated by a 32% reduction in the value added from other crops. Fisheries and livestock
were the only two agriculturd activities that exhibited robust growth during this period.

The manufacturing sector continued to be beset by lack of competitiveness in the regiona market
and experienced declines in every year during this period except 1995. Meanwhile the tourism
sector recorded relatively strong growth averaging 5.8%. The communications sector turned in a
mixed performance, aternating between relatively strong growth and dight declines.

The current account Balance of Payments deteriorated during the period as a result of the poor
performance of merchandise exports - principdly related to the developments in the banana
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industry and the continued increases in the import of goods and services. By 1998 the current
account had widened to 16% of GDP. However, these current account deficits were largely
offset by inflows on the capitd and financid account as . Lucia 4ill aitracts Sgnificant
amounts of foreign direct invesment (8.2% of GDP). In addition, STABEX transfers from the
European Union and officid borrowing of the Centrd Government augmented capital account
inflows.

RECENT FISCAL PERFORMANCE

Fiscd performance in &. Lucia improved remarkably between 1984 and 1998. The current
account balance, which was in deficit equivdent to 1.7% of GDP in 1984 improved steadily to a
surplus of $99.0 million dollars or 8.7% of GDP at the end of 1993. However, it declined to
$49.9 dollars or 3.8% of GDP by 1997 before recovering to $82.7 million dollars or 5.8% of
GDP in 1998. The overdl deficit which stood a 5.0% of GDP in 1984 dso improved to 2.7% of
GDP in 1998 despite increesingly large outlays on capitd spending and a reldive decline in
grant funding. Improvements in the fisca account began in 1986 in which year 43.0% of the
investment programme was financed from locd revenue, increasing to 53.9% by 1993 before
declining to 48.0% in1998.

Recurrent revenue which averaged 28.6% of GDP over the review period grew a an average rate
of 9.2% with an average buoyancy rate of close to 1.2. The buoyancy rate for tax revenue was
consstent with this average. Taxes on internationa trade, however, exceeded the average a 1.3;
but lapsed towards the end of the period o less than 1.0 as a result of a fdl in petrol revenue and
generous duty-free concessions.

Taxes on internationd trade as a per cent of totad revenue dso grew in importance from 51.8% in
1984 to 56.7% in 1998. Domestic taxes reduced its share of total revenues from 38.8% in 1984
to 35.5% in 1998. Non-tax revenue aso declined in importance from 9.4% of totd revenue to
only 6.8% by 1998. As a per cent of GDP, domestic taxes increased from 9.9 in 1984 to 10.4 by
1998, taxes on internationd trade from 13.2 in 1984 to 16.1 by 1998 and non-tax revenue
declined from 2.4 in 1984 to 1.9 in 1998.

Recurrent expenditure averaged 23.6% of GDP during 1984 to 1998 with high ratios prevailing
in 1984 and 1985 a 27.1% and 28.4% respectively and substantiad reductions during 1986 to
1992 averaging just over 21.5%; but risng seadily to 25.0% by 1997. Annua growth rates of
recurrent expenditure averaged 6.9 during the period compared to 9.2% for recurrent revenues.

Growth in wages and sdaries averaged 7.8% with intermittent substantial wage awards up to
1995. Recent wage awards have been moderate and growth in wages and sdaries have levelled
off to an average 1.8% over the three years 1996 to 1998. Goods and services averaged 7.0%
annuad growth but have been subjected to srict economies since 1998 with the introduction of
progranme and peformance budgeting. Interest payments, on the other hand which aso
averaged 7.0% annua growth has shown a tendency to rise sharply since 1995 as more extensve
use was made of short term non-concessona financing.  Growth in expenditure on transfers
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which averaged 8.2% has been declining since 1997 as a result of a reduction in trandfers to the
private sector.

The share of wages and sdaries in tota recurrent expenditure increased from 51.9% in 1984 to
55.7% by 1998. The share of interest payments increased margindly from 5.6% to 5.9% while
the share of transfers declined from 22.7% to 20.3% over the same period. Goods and services,
on the other hand, fell from 24.6% to 17.7%. This classfication of expenditure is the only true
vaiable cogt showing much greater flexibility to budget adjusments than do the other
classfications,

Sectord  dlocation of recurrent expenditure has shifted towards higher outlays on education,
hedth and genera adminigration. The share of expenditure on education moved from 24.3% in
1990 to 25.3% in 1998 and on hedth from 11.0 to 12.3%, indicating grester emphasis on human
resource development. Except for general adminigration which increased its share margindly
from 315 to 33.2%, most other services declined in relative importance. Economic services, in
particular, declined from 18.1 to 13.0%, while other socid services together fdl from 10.7 to
9.4%.

. Lucids drong fiscd peformance and dgnificant flows of foreign grants have supported
subgtantial  outlays on its public sector invetment programme. However, between 1988 and
1998, its public externa debt rose from 15.1% of GDP to 26.2% of GDP. The largest share of
externd borrowing went to public utiliies which accounted for 32.7% of debt outdanding in
1998. This sector has responded with fairly strong growth during the entire period. Internd
communication (roads and bridges) dso accounted for a mgor share of the debt a 18.6%
followed by industrid development a 17.9%. Growth response to borrowings for indudtrid
development, however, was less than adequate.

Domestic borrowing increased by more than 32.0% in 1998 due mainly to the absorption of the
. Lucia Banana Growers Association (SLBGA) debt. This as well as other non-concessiond
borrowing has put strong pressure on debt servicing costs which increased by 43.2% in 1998. As
a result of increased use of non-concessona borrowing the debt service ratio increased from 3.1
in1995t0 4.1 in 1998.

STRUCTURE OF REVENUES

. Lucia continues to be heavily dependent on taxes on internationa trade which conssted of
56.7% of tota recurrent revenue during 1997. Domedtic taxes accounted for 36.5% while
non-tax revenue contributed 6.8%. Taxes on income and profits as a per cent of tota recurrent
revenue stood at 21.9% while taxes on domestic goods and services accounted for 14.3%. Taxes
on property were minima a 0.3% as trandtional arangements are in process for reform and
consolidation of thistax.

The basic dructure of taxes is Smilar to those obtained in other OECS countries and are
classfied broadly as taxes and charges on domestic goods and services and taxes on internationa
trade. These conag of the following:
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Taxes and Charges on Domestic Goods and Services -

personal income tax with graduated rates from 10.0 to 30.0%, the latter rate applying to
income over $30,000 after a threshold of $10,000 plus a number of quaifying alowances,

acorporate tax at 33.33% of net income;

withholding tax a 25.0% levied on payments of roydties rents management fees,
premiums, commissions, annuities and other payments to non-residents;,

property tax at 7.0% of annua renta vaue;

land tax on bBnds over 10 acres at graduated rates risng from 25 cents per acre on lot Szes
between 10 to 50 acres to $1.00 per acre on lot sizes exceeding 500 acres,

property transfer tax on the sde vaue of properties at rates risng from 2.5% of properties
over $50,000 to 5.0% on properties valued at over $75,000 with a specid rate of 10.0% for
foreigners,

consumption tax at rates ranging form 4.0% to 30.0% on locally produced goods,

excisetax a $2.35 per litre of localy produced acohal;

hotd accommodation tax a 8.0% of hotd hills in the case of dl-inclusve hotds, a head tax
of $27.00;

insurance premium tax at rates ranging from 1.5 to 3.0% of premium;
entertainment tax at 15.0% of gate receipts,
telecommunications tax at 10.0% of net income of telephone company;
various licenses on trade professions and vehicles.
Taxes on Internationa Trade and Transactions -
import duties a raes ranging generdly from 5.0 to 35.0% with higher rates a 40.0% on
agriculturd imports and agro-processed goods as wel as sdected luxury items such as
jewdlery, motor vehicles, record discs and dectronic music players,
consumption tax at rates ranging form 4.0 to 30.0%;

an export tax on bananas at 5.0% of gross export saes;

acustoms service charge at 4.0% of c.i.f vaue
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arport departure tax levied on departing passengers at $35.00 per passenger for nationals and
$40.00 per passenger for non-nationds,

trave tax a 7.5% of ticketsissued by carriersin St Lucia.

S. Lucias tax dructure, as in other OECS dates, reflects a strong emphasis on income and
goods. Thee ae few expenditure taxes on sarvices, notably insurance premium tax,
entertainment tax, telecommunications tax and professond licenses.

Basicaly, the tax dructure is consgtent with WTO rules except for an diens land holding license
fee and an embarkation tax that appear to discriminate against non-nationals. The remova of the
diens landholding license fee and downward equdisation of the embarkation tax could be done
without sgnificant loss of revenue. However, in the case of the diens landholding license, socid
condderations demand a cautious agpproach to deregulation. Concerns about the demand/price
effect of complete and immediate deregulation and the possble dienation of lower income
nationas from lands needed for basic shelter and smdl farming in a society where poverty levels
are high suggest a gradua gpproach and the devisng of physcd dructure plans and policies that
ensure the basic needs of nationals are provided for.

The customs service charge was recently increased form 3.0% of CIF to 4.0% of CIF. Thisis a
condderable revenue earner with annud yidd estimated & over $34.0 million. Since the tax is
an additiond impostion directly on imports, it may be consdered a potentid violation of WTO
rules, but only in so far as it exceeds the permissble limit for cost recovery. Immediate
adjustment of the tax would result in consderable revenue loss of revenue. The dternative to
commensurately and immediately adjust the consumption tax as a compensatory measure would
put additional pressure on domestic production. Such an adjussment would be more vigble over
a period of trangtion and within the framework of a generd tax reform programme that shifts
taxes from imports downstream to a broadened expenditure base.

RECENT TAX CHANGES

Since the redtructuring of its income tax in 1986 and the implementation of the CET in 1993,
St. Lucia has not made any mgor changein its tax system except:

a) theabalition of the foreign exchange tax;
b) increasing the customs service charge from 3.0 to 4.0%;
c) anupward revison of trade, liquor and drivers licenses.

Government introduced a 5.0% levy on tdephone bills and a 20.0% surcharge on fud for
electricity generation.

The government announced a number of additiona tax changesin its 1998/99 budget including:

the abolition of vehicle licenses and the redtructuring of the consumption tax on petroleum
products;
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increases in learners and vistors drivers permits and vehicle regidration with a new charge
for the transfer of vehicle ownership and a specid license for tandem axle vehicles;

a head tax on dl-inclusive hotd guests a $27.00 per head;

redesign and strengthening the adminigtration of property tax;

exemption of imports of medica equipment from import duty and consumption tax;
derogation of liquor license feesto village coundils,

increase of 10.0% on consumption tax on cigarettes and 5.0% on cigars,

achange in the method for determining capital alowances,

an interest dlowance for persons servicing sudent loans;

alowances for premiums paid towards retirement plans,

the abalition of chargesfor tax exit certificates.

MEDIUM TERM PROSPECTS

The improvement in economic policy and busness environment achieved in recent years has laid
a srong basis for robust expangon of the economy. The S Lucian economy is projected to grow
a 3.6%, 3.1% and 3.0% in 2000, 2001 and 2002 respectively, compared with 1.7% experienced
during the period 1994-1998. This forecadt is based on anticipated developments in the tourism
industry and the agricultura and condruction sectors.  Growth in the tourism industry is
anticipated as both day-over arivads and cruise ship passengers are expected to increase
throughout the period. Agricultura production is expected to incresse in 2000 and thereafter
reman reaively fla. An expanson in condruction activity is anticipated from both the public
and private sectors.  The fiscal podtion of the central government as represented by the current
account baance is likdy to remain favourable throughout the period being forecasted. The
externa current account deficit is expected to worsen throughout the three-year period. The rate
of inflation is projected to reman low, but will be influenced by price movements in the mgor
trading partners. Liquidity in the banking system is expected to tighten.

During the years 2000 to 2002 growth in the hotd and restaurant sector is projected as a result
of an expected increase of 48% in stay-over arrivas in 2000, and 5.0% and 2.0% in 2001 and
2002 respectively. There is likely to be an increase in room capacity in light of the expansion of
some exigting hotd facilities and the expected completion of a 100-room hotel in 2001.

Banana production was expected to increase to 70,000 tonnes in 2000 reflecting the replanting
exercise a the end of 1999. Theresfter production is likely to remain flat based on the continued
uncertainty within the industry particularly on the domedic Sde The output of the agriculturd
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sector is expected to move in line with banana production, which is likely to account for about
50.0% of totd agricultura production.

The avaldble information indicaies that there is unlikdy to be any Sgnificant improvement in
the manufacturing sector.  The leve of activity in the sector is expected to reman reaively
dable during the medium term as the problems that beset the sector are unlikely to be dleviated
in the short-run. The output from wearing appard indudry is expected to remain farly stable.
The production of paper products will be influenced in pat by deveopments in the banana
indudtry.

The mgor gimulus to growth during the forecast period is likely to be the condruction sector.
This forecast is based on the number of ongoing and proposed government projects, including
the national sadium, national cricket grounds, road improvement management project school
condruction under the basic education reform project, the correctiond facility ($44.7m), a multi-
sory car park ($21.6m) and government offices ($14.1m). Congruction activity in the private
sector is expected to remain strong based on planned hotel devel opment projects.

The annud rate of inflation was expected to be 5.0% in 2000 and 3.0% in 2001 and 2002,
broadly in-line with inflation expectation in St Lucid s mgor trading partners.

The current account deficit on the balance of payments is expected to deteriorate throughout the
forecast period to an estimated $400.9m in 2002, due mainly to a projected worsening on the
merchandise account which is forecasted to widen from a deficit of $671.3m in 1999 to a one of
$1,006.4m in 2002. Imports are projected to incresse due to the anticipated growth in
congruction activity, and buoyancy in tourism, while exports are likdy to reman flat, based on
expected outturn in the banana industry and the manufacturing sector.

Gross vidtor expenditure is projected to increase by 10.4%, 8.4% and 5.1% in 2000, 2001 and
2002 respectively, based on the expected growth in stay-over visitors and cruise ship passengers.

Net inflows in the capitd and financia account is expected to increase throughout the period
being forecasted. In 2000 the surplus is projected at $344.2m, based on increases in capitd
grants of $21.3m. In 2001 the surplus is projected to increase to $399.2m, largely as a result of
growth in centra government borrowing and government guaranteed loans totding $31.5m. A
further increase in the surplus is expected in 2002 as a result of an 18.7% increase in foreign
direct invesment inflows. At the same time inflation is expected to increase dightly in 2000 but
settle around 3%, in line with St. Luciads trading partners, for the remainder of the period.

FISCAL PROSPECTS

The fiscd outlook is for continued growth in centrd government savings if the proposed revenue
enhancement measures are fully implemented, firm control is mantaned on recurrent
expenditure, in paticular wages and sdaries, investment spending is carefully prioritised and
less reliance is placed on non-concessond short term borrowing. A number of initiatives have
aready been taken to strengthen tax administration and improve expenditure management:
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a dandard integrated government tax adminigration system (SIGTAS) has been introduced
to improve tax assessment, collection and accounting which has dready achieved a 95.0%
collection rate for corporate taxes,

improvements in cusoms adminigration through the CRM and ASYCUDA designed to
strengthen management and provide data for policy formulation and anayss,

budget reform to rationdise the alocation of resources and control spending — Sgnificant
savings have dready been achieved through more andyticd review of outlays on goods and
SEVICeS,

enhancing the procurement, payments, accounting and reporting systems (SIGHS) to support
effective financid management.

Other policy issues to be consdered include the updating of user charges and public utility rates,
the commecdisation/privatistion of sdected activiies and continued divestment  of
government as=ts.  Rationdisation of tax incentives will aso be of primary importance for
St. Lucia's fiscd prospects. The extent of revenue forgone as a result of duty-free concessons
has been estimated at close to 30.0%.

Although revenue buoyancy has been high in St Lucia there are deficiencies in the tax sysem
which need to be corrected to improve efficiency and equity in burden sharing and to make the
fiscd system more responsve to changes in the domestic and externd environment.

The unequa digtribution of the tax burden among sectors encourages non-compliance as wel as
shifting resources to preferred sectors where rents in the form of tax incentives are more readily
avallable. Non-compliance is often countermanded by arbitrary assessments resulting in large
accumulation of arears. Tax officids are often condrained in enforcing tax laws because of
their complexity and a lack of lega support to pursue defaulters in court. The incentive regme
adso creates digortions in burden sharing and provides opportunities to evade tax liahilities in
respect of taxable income.

Cugoms revenue suffers amilaly from undervduation of imports and smuggling.  E-commerce
and dectronic transactions have introduced new dimensons to customs adminidration in a
dtuation where most customs officids have received only basic training in cusoms procedure.
The dtuaion becomes even more difficult with the diverson of officers to undertake drug
prevention and survellance work.  The dilution of cusoms revenue from dl these factors
necessitate high rates of customs duties and taxes to maintain the revenue yield.

Additiondly, generous concessons and exemptions result in subgantid revenue leskages
edimated at close to 30.0% of potential customs revenues. A Smilar Stuation exists with respect
to the granting of tax exemptions under the fiscad incentives scheme. In addition to the direct
revenue loss arisng from these exemptions and concessions, lack of transparency in incentives
policy and the absence of any system of accountability on the part of beneficiaries under the
fiscd incentives scheme undermine the authority of tax officids and ther &bility to enforce
observance of the tax laws. There s urgent need to review the incentives framework as gpplied
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under the fisca incentives scheme and discretionary grants by government to determine thelr
gopropriateness in the current dStuation in which dl sectors become important in the drive
towards overdl expanson and divergfication of the economy especidly in non-treditiond
sectors such as the services sector.

Recent initiatives have been taken to srengthen the inland revenue and cusoms. The SIGTAS
progranme has assded in dreamlining operations, computerising assessment and collection
processes and improving the technicd skills of tax officids with encouraging results. It is
esimated that the compliance rate for companies has now reached 95.0%, a traditiondly difficult
area. The programme has aso helped in accderating the tracking and collection of arrears.

ASYCUDA and a programme for inditution strengthening supported by DFID has helped to
improve operations at the customs, but much work requires to be done on ASYCUDA to redise
its full potentia.

Although the two principa revenue depatments have undergone mgor reorganisation and
drengthening, their capacity is gill dretched by the number of taxes to be adminisered. A lot
could be ganed in tax efficiency if the entire tx system should be streamlined to focus more on
fewer and broad based taxes with wide coverage that can be administered with greater cost
effectiveness.

The high levd of transfers in the government budget at 20.3% of recurrent expenditure draws
atention to the peformance of public enterprises and the need to make them commercidly
vidble.  Utility tariffs should be reviewed and brought to economic levels s as to generate
savings and diminate tranders from the centrd government. St Lucia has established a good
record on its divesment of public assets Condderation should be given to extending the
divestment programme especidly to loss-making enterprises.

The ratio of recurrent expenditure to GDP at 22.6% compares very favourably with smilar ratios
for the rest of the OECS region. Placed againgt a revenue to GDP ratio of 28.4%, this level of
expenditure if prudently controlled holds good prospects for growth in current account savings
from the present levd of 58% of GDP. However, an examination of both the economic
classfication and sectord dlocation of recurrent expenditure brings into question the efficiency
with which resources are utilised.

The share of wages and sdaries in total recurrent expenditure was at 55.7%, while the cost of
generd adminidrative services took up 33.1%. Notwithgtanding the persstent problem of
diseconomies of scde in the delivery of public services due to the smdl and scattered population,
employment in the central government service a over 7,700 is consdered high, even on a per
capita basis. The fact tha St. Lucia has gone ahead of the other OECS dates in maintaining
competitive wage rates for higher levd public servants makes it imperative that the numbers
employed should be raiondised. Public sector reform and budget reform should focus on
redefining governments principal objectives and priorities and determining the optima resources
required to implement them. Reduction in numbers may be achieved within a programme of
retraining for aternative employment and attrition by naturd wastage.
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The budget reform programme has been desgned to drengthen the process of reviewing
expenditure, enhance accountability for procurement and spending and to generate management
information for policy review and reformulation.  Although the sysem has introduced new
methods of trandating government's plans and programmes into effective annua budgets and
brought trangparency in the programming of expenditure, the system operates within the
framework of rigid organisational gtructures which reduces the dynamics of change that is
inherent in the concept. There is a danger that over time annua budgets will merdy be
incremental  adjustments to pre-established programmes.  This could change if the dement of
strategic planning that is part of the process takes precedence over indtitutiond interests.

The effectiveness of programme and performance budgeting has the potentid to provide the
level of andyss tha will hep to determine the unit cost of sarvice ddivery and the leve of
charges required for cost recovery. This will dso ad decisons leading to commercidisation of
services or divestment of activities with commercid potentid.

The high levd of public sector invesment a 12.7% in 1998 has been asssted by substantia
grants edimated a 6.0% of GDP. To sudan this levd of investment in the medium term will
require stronger efforts to increase recurrent revenue and control recurrent spending as the leve
of grant funding diminishes. More careful sdection and prioritisation of projects will dso assst
this effort.

The relatively high savings rate and dgnificant grant flows have helped to keep the public debt
within moderate bounds. St. Lucia's public debt in 1998 was the lowest among OECS countries
at 26.2% of GDP. Interest payments took up only 5.9% of recurrent expenditure.

Overdl the prospect for strong fiscd performance appears to be favourable; but with declining
concessiona flows there will be need to improve the efficiency of taxes and tax adminigration,
and enhance the process of selection and programming of investment projects.

M EDIUM TERM POLICY OBJECTIVES

The medium term macroeconomic policy objectives are rdaed to the implementation of
messures to enhance the competitiveness of the economy to face the compstitive pressures in the
new internationa environment. The most important of these are:

() Increesing the level of nationd saving in the economy: Over the period 1986-98 gross
capitd formation averaged about 25% of GDP while gross nationd saving averaged about
15%. The saving invesment gap was therefore financed by foregn inflows largdy in the
form of foreign direct invesment especidly in the tourism sector. However, government
invesment in physcd infradructure was financed largdy by officid  borrowing
internationdly.  In recognition of the need the reduce the saving-invesment gep, the
government is committed to increasing the level of public sector saving to 7% of GDP and
the centrd government saving to 5% of GDP, in line with the framework for mutud
obligations conditioning the disbursement of STABEX resources. Among the measures
being implemented to try to achieve the level of public sector saving are:
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(@ rationdistion of tax incentives,

(b) implementation of comprehensive reform, including income tax, property, tax, indirect
taxes and the reduction of the Common Externd Taiff;

(©) Improvement in tax adminigtration;
(d) Extendon of the granting of Capitd Allowances,

(e) Increesng the efficiency of public enterprises in particular the Water and Sewage
Authority.

(i) Private sector saving would be enhanced by the development of money and capita markets
being developed on a regiond basis by the Eastern Caribbean Centrad Bank, and the
crestion of specialised saving vehicles to encourage contractud savings

(i) Retiondisation of the incentive regime  The incentive framework in S. Lucia is centred
around four pieces of legidation; viz., The Tourism Incentives Act, Hotel Aids Ordinance,
The Fiscd Incentives Act and the Consumption Tax Ordinance. The first two reae to
hotels and guest-houses under which tax deductions are alowed for capitd expenditure
involved in the condruction or expanson and generd repar of thee fadlities The
manufacturing sector recelves incentives under the  Fsca Incentives Act and the
Consumption Tax Ordinance. They are entitled to tax holidays lasting from 5 to 15 years
and digible enterprises are permitted to import equipment, spare parts and raw materias
free of duty from outsde of the CARICOM region. Further rationdisation of the incentive
regime and the reduction in discretion in the granting of  incentives are criticdl eps in
improving the investment environment. These would support the redructuring of the
National Development Corporation which has been undertaken.

SECTORAL STRATEGIES

The authorities in . Lucia are focussng on five mgor aress for the development of the
economy over the medium-teem.  These are tourigm, agriculture, offshore financid services,
manufacturing and other services including informatics.  The specific Strategies for these sectors
will be discussed under the appropriate sub-headings. However there are some cross cutting
issues that affect dl four sectors that can be discussed at this point. These are related to
economic infrastructure, socid infrastructure and  the  environment. These ae potentid
congraints to the development of the productive sectors and would need to be addressed if the
country is to take advantage of the opportunities afforded by trade liberdisation.

ECONOMIC INFRASTRUCTURE
The infrastructure of S. Lucia has undergone significant improvement in recent years. There is

a progranme for the continuous improvement of the 5 officid Segports in the country. Port
Cadries will be progressvely developed into a cruise ship Termind while the cargo activities
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would be moved to an enhanced container port a Cul de Sac. View Fort is targeted to become
the mgor transshipment port in the Eastern Caribbean with the development of a Free Zone in
that area. The other leisure ports would aso be upgraded. Similarly the arport facilities have
been upgraded with the expanson of the Hewanorra Internationa arport and the continued
enhancement of the facilities a the George F. L. Charles Airport.

Electricity generation capacity has dso been improved with the inddlaion of two new 9.3 MW
generators and the commissoning of another 30 MW of plant. This will increase the generding
capacity to 63.5 MW compared to the estimated pesak-load demand of 35 MW, and provide for
the projected demand that would come from the increase in the hote room capacity and
household and industrial demand that is expected in the next few years.

The road network in St. Lucia is good as dgnificant improvements have taken place during the
last ten years. Under the CDB financed Road Improvement and Management project, the
Ministry of Communications, Works and Transport established a road inventory and database
sydem. The sysem has the capacity to generate comprehensive road maintenance plans.  In
addition new roads have been condructed and planned. The magor project completed is the
Cadtries Cul de Sac Highway. However less spectacular but no less important progress has been
achieved in the congruction of feeder roads to service the agriculturad sector and enhance the
geographica concentration of production infragtructure in the sector. A 21 million dollar
multigory car park is being condructed and this dong with the migration of some fadilities out
of Cadries and the condruction of the inner rdief road would enhance the functiondity of the

City.

Rapid expanson of the tourism sector creates increasing demand for potable water. The North
of the idand would be comfortably serviced by the recently constructed John Compton Dam
until the year 2025. Pans are dso in train to complement this cgpacity by the improvement in
the trangtion mains and digribution network. The South of the idand has dso been targeted for
dgnificant development initiatives. However, the isolated nature of the rurd water sysems will
render the supply inadequate to service the increase demand for water. Plans are dready being
lad to implement the appropriate infrastructure to satisfy these needs. The Water and Sewage
Authority is being restructured and the tariff is being dructured to ensure the financid viability
of the Authority.

SOCIAL INFRASTRUCTURE

The devdopment of human resources has been identified as a criticd prerequiste for the
improvement of the competitiveness of the economies. In addition, it is dso a socid service to
the society and one of the more effective avenues for the redistribution of wedth. The output of
the education system - both in terms of quantity and qudity - is inadequate to build sustainable
competitiveness. Hence much effort and finance would need to be expended to upgrade the
qudity of the education sysem. The Government of St. Lucia spends about 25.3% of current
expenditure on education. However mog of it is on personnd emoluments and not much is left
over for supplies and materias.
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The Badc Education project which was officidly launched in 1996 is amed a improving the
qudity education through teecher training, curriculum development, condruction of new schools
and the refurbishing of the exising sock. The Ministry of Education was used as the pilot for
the programme budgeting exercise and the edablishment of an education planning divison
daffed with a qudified education planner has greetly enhanced the management of the education
sector.

Access to and improvement in the qudity of education would be enhanced by the following
initigtives identified in the 1998 MTESP.

()  Theestablishment of minimum standards via an emphass on qudlity assurance;

(i) Improvement in the efficency and effectiveness of educatiion management a al leves of
the sector, by drengthening the planning, statistics and database capacity of the Ministry
of Education and the empowerment of principals and teachers in the areas of policy and
decision-making;

(i)  Improvement in technicd and vocationd education training programmes,

(iv) Expanson of access to secondary education by the condruction of new secondary schools
to address the perennia shortage of secondary school places;

(v) The enhancement of the qudity of learning through the upgrading of basic teacher training
and the expangon of in-servicetraining for dl teachers;

(vi) Exploration of financing options such as cost recovery in the sector, particularly in the area
of tertiary education.

The provison of adequate level of primary hedth care a a reasonable cost is one of the mgor
chdlenges of the authorities. It would require significant enhancement of the hedthcare ddivery
gydem.  This would involve improvement in both, the management of the sysem, and the
physicd infrastructure. At present expenditure on hedth accounts for 12.3% of the recurrent
budget. The 1998 MTESP observes that the reform of the sector is a prerequisite for effective
hedthcare sysem. The reform process will embrace areas such as reorganising and restructuring
of dl hedth inditutions, desgning appropriate hedth management systems and hedth ddivery
systems, and developing a naiond hedth information system to dlow for proper monitoring and
evauation.

In order to make hedth care more accessble the authorities have been looking at cost recovery
mechanisms and gregter private sector participation in the provison of hedth services A
Nationa Hedth Insurance scheme is being proposed. To this end a Nationa Hedth Insurance
Board has been established with the following tasks:

() formulaion of aplan of action for the implementation of the National Hedth Insurance;
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(i) preparation of a Patients Charter/Bill of Rights that articulates the benefits and expectations
of the scheme;

(iii) introduction of a programme for upgrading the management systems of hedth inditutions
involved in the scheme.

THE ENVIRONMENT

Like mogt smdl idand economies, &. Lucia must aways be awae of the fragility of its
ecosystem. This is paticularly so snce one of its mgor industry, tourism, is heavily dependent
on the presarvation of the environment but a the same time can be heavily destructive of the
environment. Thus greater atention has to be pad to environmenta issues including protection
of the fragile ecosysem, bio-diverdty, environmentd impact assessment and generd
environmenta issues. It is possble to turn the emphasis on environmenta issues into profitable
opportunities for these economies.

The environment issues faced by the country are related to the use of its naturd resources for
agriculture and touriam.  Some of the specific issues highlighted in the Nationd Environmentd
Action Plan (NEAP) are watershed manegement, coastal zone management, marine resource
management, solid waste management, liquid waste management, water resources and forestry
resources.

There ae severd initiaives a vaying dages of implementation to address these criticd
environmenta issues.  The Watershed Management project was implemented as a result of the
flood damage from tropical storm Debbie. Its objectives are to rehabilitate the hydraulic systems
of the country, develop of a watershed management plan to enhance sustainable watershed
devdopment and to drengthen Government's capecity in environmentd management and flood
preparedness. The implementation of the World Bank Solid Waste project and the
environmenta levy for its finance is another initigtive to protect the naud environment. A
comprehensve plan for coasa zone management has aso been developed in conjunction with
the OECS Naturd Resource Management Unit and the introduction of measures amed at
protecting forestry resources are other postive steps being teken by the authorities to try to
presarve the environment.  In addition, user fees and incentive mechanisms for agriculture,
tourism and indudtrid uses of forest resources to reflect environmenta costs would promote
sustainable practices and discourage the unsustainable ones.

However dl of this investment in economic and socid infragtructure will go to wage if the
private sector does not step up into its role as the engine of growth. The economic and socid
infragtructure will provide growth while they are being constructed but the end result is that
private sector investment is undertaken to complement the economic infrastructure.  Severd
dudies, eg. a recent UNDP study suggest that a ddiberate policy of private sector development
would need to take place to prepare them for the role.

Enhanced public sector management and consensus building will dso be criticd.  The

inditutional framework for the dsate to become a facilitator of development would need to be
effected by cvil sarvice reform to engender a change in the mindset of the civil service The
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forging of consensus on the main dements of a drategy for development, among the socid
patners  (Government, private sector, labour and non-governmental organisations) would
provide afirm bass for going forward.

AGRICULTURE SECTOR
Contribution of Agriculture

The Agriculturd sector remains an important component of St Lucids economy. In 1999
dthough banana production was down 52% from its pesk 1990 leve, Agriculture accounted for
over 7% of rea GDP (Table 1.1). In fact, during the 1985-1998 period, the sector contributed an
annua average of nearly 13% of GDP. Agriculture plays an even greater role in the country's
trade baances and hence its foreign exchange earnings. Agricuturd exports in 1999 amounted
to EC$98 million, or 62% of dl exports.  Notwithsanding income multiplier effects, the
employment contributions of agriculture are far reaching. The banana industry done is sad to
employ (directly and indirectly) roughly 30,000 workers, which represented over 40% of the
idands 1999 labour force.

Table1.1.
The Agriculture Sector, Selected Indicators, 1999

Indicators Values
GDP (factor cost EC$M) 1,497
Total Export (EC$M) 159
Agricultural Output (EC$M) 110
Agricdtura Export (EC$M) 98
% Agriculture of GDP 7.4%
%Agriculturd Export of Totd 61.8%

Source: St. Lucia Government Statistics Dept.
Structure of Agriculture
Agriculture in St. Ludia is characterised by smdl and middle sze holdings In 1996 fams of
under 5 acres accounted for 26% of agricultura lands, those 5 to 10 acres occupied 21%, while
10 to 25 acre holdings occupied another 18% (Table 1.2).

Table1.2. Total Areaby Size of Holdings, by Census Year.

Group Sze 1973/74 1986 1996
Acres Totd % Totd % Totd %
Area Area Area
upto5 10,204 14 | 12,350 21 13,521 26
5t09.9 7,068 10 7,802 13 10,899 21
10to 24.9 6,396 9 7,763 13 9,375 18
25 and over 48,333 67 | 30,101 52 17,528 34
Total 72,001 100 | 58,017 100 | 51,323 100

Source: 1996 Census of Agriculture Report
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Another feature of S. Lucian agriculture is that while the number of farm holdings is on the rise,
totd agriculturd acreege is declining. The 1996 agriculturd census reported 13,336 farm
holdings, representing an increase of 15.7% from the previous census (1986). In contradt, tota
land on agricultura holdings decreased by 11.5%, from 58,017 to 51,323 acres (Table 1.2).
Notwithstanding the overdl increase in holdings, there was a 12.8% dedline in holdings of 25
acres or more, thus al of the observed increases in land holdings were holdings of fewer than 25
acres (Table 1.3). This has meant a more even didribution of agriculturd land ownership, as
reflected in the fact that the acreage share of holdings of fewer than & acres increased from 47%
in 1986 to 65% in 1996 (Table 1.2).

Table1.3
Number of Holdings by Acreage Size, by Census Year.
Group Size 1973/74 1986 1996
Acres Holdings % Holdings % Holdings %
Landless 502 4.6 830 7.2 1630 12.2
upto5 8558 78.2 8770 76.1 9166 68.6
5t09.9 1082 9.9 1191 10.3 1713 12.8
10t0 24.9 475 4.3 560 4.9 700 5.2
25 and over 321 2.9 180 1.6 157 1.2
Tota 10938 100.0 11531 100.0 13366 | 100.0

Source: 1996 Census of Agriculture Report

Lands devoted to crops represented 80% of agriculturd lands, and as to be expected, bananas
followed by coconuts accounted for the leading share of croplands. In 1996 bananas occupied
the equivdent of 44% of al croplands, and coconuts 29%. Mangoes with the equivaent of 6.8%
of croplands had the third largest share (Table 1.4).

Tablel1l.4

Crop Acreage

1986 1996
Crop Acreage % Acreage %
Banana 15,786 40.3 15,163 44.0
Coconut 15,111 38.6 10,013 29.1
Mangoes 1,671 4.3 2,355 6.8
Citrus 1,178 3.0 1,379 4.0
Breedfruit 667 17 1,350 3.9
Aantan 470 12 863 25
Avocado 433 11 492 1.4
Cocoa 548 14 323 0.9
Tota 39,169 100.0 34,428 100.0

Source: St. Lucia Government Statistics Dept.
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Population growth, improvements in standard of living and growth in the hospitaity sector have
expanded the domestic market for localy grown food. Producers of nonttraditiond crops now
have a number of outlets for ther products, including the marketing board, village and city
markets, hotels and supermarket chains. However, in spite of the rise in domestic consumption
of locadly grown foods, the country's food import bill rose from $97 million in 1987 to $200
million in 1998, and the food trade baance changed from an $82 million surplus in 1987 to a
deficit of $109 million in 1998.

Over the past five years the banana industry has met with considerable change. Prior to 1994,
the St. Lucia Banana Growers Association (SLBGA), a datutory inditution establish under the
S. Lucia Banana Growers Association Act of 1967, was responsible for purchasing al export
qudity bananas from famers, and boxing, ddivering and sdling the bananas to Geest. In
addition, the SLBGA controlled diseases affecting bananas and organised and administered the
banana extenson servicew Each of the Windward Idands had a smilar banana growers
asociation (BGA).

The Windward Idands Banana Growers Association (WINBAN) was the umbrdla organisation
of these BGAs. WINBAN negotiated and monitored marketing and shipping contracts for
bananas, represented the growers on the UK Banana Trade Advisory Committee in London,
initiated research and supplied farmers with technica assistance and needed banana inputs. Then
in 1994 the governments of the Windward Idands replaced WINBAN with the Windward
Idands Banana Deveopment and Exporting Company (WIBDECO). Two yeas later,
WIBDECO and Fyffes Plc., each purchased a 50% dsake in the buyout of Geest Bananes.
WIBDECO'’s functions were to (1) negotiste marketing and freight arrangements for windward
idands fruit, (2) manage the industry's invesments, (3) reinforce the Windward Idands and
Caribbean banana lobby in Europe, (4) arange payments from export sdes and other trading
activities to the BGA, (5) manage recelving and loading operations in the windward idands, (6)
co-ordinate the Geest shipping agency and branch operations in these idands, and (7) provide
technical services to the industry to enhance productivity and fruit qudlity.

Contribution and Performance

Over the 1988-1993 period banana production averaged 126 thousand tons per year and earned
annuad export revenues of $165 million. In contrast, during the 1994-1999 period, annua
productions fell to 85 thousand tons, and export earnings to $106 million. Production reached a
low of 65 thousand tons in 1999, representing less than haf of 1990's output, and earning only
$87 million in export revenues. It is estimated that between 1992 and 1997, 49% of farmers left
the industry, and many others reduced their level of on-farm investment.
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Tablel5
Crop Production and Exports, 1985-1999, St. Lucia
Production Exports
NonTrad. Non
Trad.
Bananas Copra Cocoa Crops | Bananas Cocoa Crops
Y ear (tons) (tons) (tons) ECHM ECSM EC$M ECSM
1985 83,532 4,393 50 89.53 0.37
1986 112,540 3,836 47 150.55 0.35
1987 93,028 4,382 46 113.74 0.34
1988 135,277 3,516 44 177.43 0.33
1989 126,634 3,992 29 158.00 0.20
1990 135,367 4,618 47 186.90 0.33
1991 100,877 3,655 44 139 146.40 0.32
1992 135,291 3,046 62 15.6 184.80 0.38
1993 122,927 3,764 53 16.0 137.90 0.40
1994 90,909 2,867 51 19.8 115.70 0.33
1995 105,658 2,221 28 185 128.10 0.30 3.39
1996 105,547 2,053 29 19.1 125.80 0.19 4.25
1997 71,395 2,859 30 18.1 85.94 0.19 N/A
1998 73,219 1,508 23 22.3 91.50 0.10 3.95
1999 65,196 2,900 21 19.6 87.00 0.15 5.55

Source: Government Statistics Department, Economics and Socid Review

Other traditiona crops have aso experienced smilar declining fortunes in recent years. Cocoa
production fel from a 1985-1994 average of 47 tonnes, and annua export earnings of $335
thousand to 26 tonnes and export earnings under $184 thousand between 1995-1999. Tropica
Storm Debbie in 1994, which destroyed an estimated 141 acres of cultivated cocoa, was largely
reponsble for the decline which occurred in the post-1995 period. The exisence of a
guaranteed export market for polished cocoa beans offers some incentive for farmers to increase
production and exports. The industry has been determined to have the potentid to earn at least
$2 million in export revenues. However, in 1999, output was far below its potentid, explaining
the relatively low levd of export earnings, averaging $150 thousand. Copra production has aso
been on the decline. Between the 1985-1994 and the 1995-1999 periods annual output fel by
63%, from 3911 to 2401 tonnes. The increasing popularity of the domestic trade in jely
coconuts suggests that reversing this downward trend may prove a difficult task.

The nonttraditiond crop, livestock and fishing sub-sectors reported encouraging, dbeit variable
performance over the review period. Since the mid-1990s, the value of non-traditiona crop
output has held at about $19 million and exports have averaged at about $4.3 million. However,
in 1999 exports jumped by 41%, from $3.95 million in 1998 to $5.55 million. This recent
growth in exports was partly due to a 33% rise in exports of green bananas to regiona markets
and sgnificant increases in the prices of hot peppers and breadfruit.
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Growth has aso occurred in the domestic food market due to population growth, improvements
in the sandard of living and growth in the hospitdity sector. The expanson in domestic demand
for localy grown food and the increase in the number of market outlets for locad producers of
non-traditiond crops, incuding the marketing board, village and city markets, hotes and
supermarket chains, has increased opportunities for loca producers.

Agriculture continues to be of mgor importance in the economic devdopment of S Lucia in
teems of contribution to nationd output, foreign exchange earnings, badance of payments and
employment. Notwithganding income multiplier effects, the employment contributions of
agriculture are far reaching, and are particularly important given the predominance of smdl and
middle sze farm units. In 1996 fams of under 5 acres accounted for 26% of agriculturd lands,
those 5 to 10 acres occupied 21%, while 10 to 25 acre holdings occupied another 18% (Table
18). The banana industry done, is sad to employ (directly and indirectly) roughly 30,000
workers, which represented over 40% of the 1999 labour force.

Agriculture in &. Lucia has been declining, both in terms of reldive percentage share in GDP
and real growth. Between 1995-1999 agriculture contributed on average, 8.4% of GDP growth,
down from an average of just over 13% between 1985-1994. The decline in tota agriculturd
acreage may dso be another explanatory factor accounting for the declining share of agriculture
in GDP. This dedline in totd acreage was led by a 12.8% decline in holdings of 25 acres or
more. In contrag, the share of farm holdings within the under-25 acre category increased from
47% in 1986 to 65% in 1996, suggesting a more even digtribution of agricultural land ownership.
In 1996, area under crop production represented 80% of total arable agricultural lands,
dominated by bananas (44%), coconuts (29%) and mangoes (6.8%). This structure of production
holds far-reaching implications for the performance of both the export and food production
agricultural sector.

In 1997, the sector entered its fifth consecutive year of decline, a trend largdly reflective of the
continued contraction in the banana sub-sector (Table 19). Banana production peaked in 1990 at
135.4 thousand tonnes. The wide spread use of field packing, the construction of feeder roads,
the appreciaion of the British pound againg the US dollar, and a rehabilitation program that
sought to raise yields through increased gpplication of fertilisers and pedticides, are some of the
factors that helped spur the expanson of the banana industry during the late eighties and early
nineies However, snce the mid-nineties the banana industry has experienced a reversd in
fortunes that was brought about by the sharp depreciation of the British pound in 1993 and the
ingahility and uncertainty that continue to surround the EU banana regime.
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Table 19
. Lucia, Shareand Growth Indicators Agriculture
Real Prices (1990) 1990-94 | 1995 | 1996 | 1997 | 1998 | 1999
Avg.
Agriculturd GDP 130 | 11.16| 1110 9.06| 9.14 7.4
Share Per Cent
Agricultural GDP -3.34 4.94 0.79| -17.92| 3.86
Growth Per Cent
- Bananas -454 | 1655| -4.61| -32.04| 230
- Other Crops 4.62 | -20.17 6.91 401 124
- Livestock -729 | -655| 31.17| 12.02| 16.21
- Hshing 15.46 1568 | 21.43| 14.89| 11.60
- Forestry -7.71 | -9.85| -1092| -7.55| -9.69
Total GDP Growth Rate 3.53 1.03 0.82 0.92
Source: St. Lucia Government Statistics Dept.
The decline in banana production adversdy affected banana exports (Table 20). Agriculturd

exports in 1999 amounted to EC$98 million, or 62% of totad merchandise exports, and has
traditionally been dominated by bananas, earnings of which dropped from $187 million in 1990

to $87 million in 1999.

Table 20
Crop Production and Exports, 1985-1999, St. Lucia
Production Export
S

Non- Non-

Trad. Trad.

Bananas Copra Cocoa  Cropg Banana Cocoa  Cropg

S
Year (tons)  (tons) (tons) EC$M| EC$M EC$M  ECIM
1985- 91,835 3,353 36 - | 11488 0.27 -
89AvQ.

1990 135,367 4,618 47 -1 186.90 0.33 -
1991 100,877 3,655 44 139 | 14640 0.32 -
1992 135,291 3,046 62 156 | 18480 0.38 -
1993 122,927 3,764 53 16.0 | 13790 0.40 -
1994 90,909 2,867 51 19.8 | 11570 0.33 -
1995 105,658 2,221 28 185 128110 0.30 3.39
1996 105,547 2,053 29 19.1| 12580 0.19 4.25
1997 71,395 2,859 30 181 | 8594 019 na
1998 73,219 1,508 23 223| 9150 0.0 3.95
1999 65,196 2,900 21 196 | 8700 0.15 5.55

Source: Government Statistics Department, Economics and Socid Review
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Agriculture in &. Lucia faces a number of condraints which limit the naure and pace of
production. These condraints have been rdaivey less manifested in the traditional crop sub-
sector due to the relatively more organised support sructure.  Within recent times, this support
dructure has undergone sgnificance change. This change was precipitated by the establishment
of the Windward Idands Banana Development and Exporting Company (WIBDECO) to replace
the Windward Idands Banana Growers Association (WINBAN) in 1994. WIBDECO's function
ranged from undertaking market negotiations and marketing of Member country banana exports,
to the provison of technicd sarvices to the indusry to enhance productivity and fruit qudity.
The Company represented and important medium through which the Windward and Caribbean
idand banana lobby could be strengthened in Europe.  In 1996, WIBDECO and Fyffes Flc., each
purchased a 50% stake in the buyout of Geest Bananas, which increased the Windward Idands
control and share in the returns in the banana marketing business.

At the nationd leve, the dissolution of the SLBGA in September 1998, through the St. Lucia
Banana Growers Association (Dissolution) Act, resulted in a transfer of the assets, liabilities,
privileges and obligations of the SLBGA to the St. Lucia Banana Corporation (SLBC). The
SLBC was a new privately owned company formed by registered banana growers. Since then,
two other private companies have been established and are dso engaged in the buying of
famers fruit for sde to WIBDECO the sole exporter. These are the Tropicd Qudity Fruit
Company (TQFC) and the Agricultural Commodity Trading Company (ACTCO). The SLBC,
with an 85% share, dominates domestic buying, followed by the TQFC, with a 15% market
share. Given its recent entry in the market, it is bo soon to determine the share of the ACTCO.
Indications are that further change in the organisaion of the naiond indusry may be imminent.
Recently, the SLBC has expressed intentions to bypass WIBDECO and sdll directly to Geest.
WIBDECO has dso indicated its intention to undertake direct purchasng from growers.

The regtructuring which occurred in the adminidration of the banana industry over 1995-1999
peiod should further drengthen the podtion and dtractiveness of bananas redive to
nonttraditional crops.  The exidence of such an organisational Structure has been one of the
mgor reasons cited why famers who reman in agriculture have generdly remained in banana
production as opposed to cultivation of other crops despite the difficulties faced by industry.
Some of the other mgor condrains that the non-traditiond agriculturd sector faces have been
identified as limited land space, low levd of technology, an unfavourable land tenure system,
poor infrastructure, inadequate finance, poor marketing, unrdigble and inconsstent domestic and
export markets, and lack of reliable and cost effective shipping to export markets. The success
of the banana industry in the 1980s and early 1990s further exacerbated these condraints in that
land (sometimes unsuitable), capitd and labour were diverted from food to banana production.
Also, the growth of the tourism and other service sector indudtries has pushed up the cost of
labour and thus has made the agriculturd sector a less attractive source of employment. These
reasons thus explain the declining share and growth of agricultural GDP in the 1990s.

Policies and Prospects
In response to declining banana production and the uncertainties surrounding the banana

industry, the government is taking steps to improve the competitiveness of the industry, diversfy
the agriculturdl sector, and implement a rurd program that would arrest the socid and economic
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didocation that may result from attempts a tranforming the banana indudtry. The
Government’s efforts a improving the competitiveness of the industry centre around the Banana
Production Recovery Plan endorsed in August 1998 by the governments of the Windward
Idands and representatives of the banana industry. Through improved drainage, new irrigation
gystems and onfarm finance, the plan envisons that by the year 2000 and beyond banana
production will be maintained at 110,000 tons per yesr.

In 1996 the Certified Grower Program was adopted to develop a pool of farmers who
consgently produce fruit of the quaity and under the conditions required by British
supermarkets.  Under the Banana Production Recovery Plan certified farmers will receive
resources that will dlow them to recapitdise ther fams, expand their acreage, improve farm
dranage and implement new irrigation systems. About 40% of production now comes from
cetified famers, and as a result fruit qudity has improved congderably. Besides encouraging
cetified farmers, the government anticipates that about 2200 inefficient farmers, those who are
fringe producers or are operating on margind lands, will move out of bananas. By the end of
this restructuring, it is expected that fruit quality and yidd would be such as to enable St. Lucian
bananas to compete, if not on the bass of price, on the bads of quality and other non-price
factors (environmenta and labour friendly production, for example).

With a diversfied agriculturd sector the government hopes to stabilise the economy, increase the
net foreign exchange derived from the agricultura sector (by reducing the food import bill and
by exporting a wider range of food commodities), and simulate growth in the whole economy
through the linkages that exist between agriculture on one hand and tourism and manufacturing
on the other. More specificdly, by the year 2005, the government plans to reduce the trade
deficit balance on food by 10%, reduce the food import bill by 15%, raise the volume of non
agricultura exports by 20%, and incresse by 20% the tourist sector's consumption of locdly
produced food.

The government has taken severd initiatives to ad in the accomplishment of these gods. It is
revitdisng the . Lucia Agriculturd Association to provide assstance to the declining cocoa
sub-sector.  Assistance is being given to the Coconut Growers Association to hasten its recovery.
The governments is planning on privatisng the retall functions of the marketing board, and
establishing a marketing agency within the Minidry of Agriculture that would be responsble for
advancing exports of agricultur commodities ~ The minigry is currently implementing the
Rurd Economic Diverdfication Incentives Project as a vehicdle for providing credit to
agriculturdl enterprises. . With recent improvements in the idand's fishery infrastructure and the
upgrading of associated inditutions the government is expecting the idand to become sdf-
aufficient in fish products. Also, besdes encouraging the production of non-traditiond crops
such as cabbage, lettuce, tomato, sweet pepper, aicumber, dasheen, sweet potato, yam, plantain,
and cut flowers, the government has embarked on a media campaign, encouraging resdents to

buy locdl.

The European Community has promised the government 8.5 million Euros to asss the country
in a five-year plan to further commercidise the banana indudry, to diversify the agricultura and
rurd economy, and to implement a rurd recovery program. Over hdf of the money is earmarked
for onfam irrigation and drainage, and $4.69 million will be used in the firs year to establish
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an agriculturd diverdfication program that will seek to enhance the marketing of agricultura
commodities, facilitate technology transfer, and drengthen farmer organisations. In anticipation
of the exit of some 2,200 banana farmers, another $40.3 million of the funds will be used over
the duration of the program to buffer the economic and socid didocation that may resullt.

Among the initigives contemplated to dimulale and achieve nonbanana agriculturd
development include:

- the revitdistion of the &. Lucia Agriculturd Association to provide assstance to the
declining cocoa sub- sector;

- provison of assistance to the Coconut Growers Association to hasten its recovery;
- plansto privatise the retail functions of the marketing board; and

- edablisment of a maketing agency within the Minidry of Agriculture responsble for
promoting exports of agricultura commaodities.

The Minidry of Agriculture is currently implementing the Rurd Economic Divergfication
Incentives Project as a vehicle for providing credit to agriculturd enterprises. With recent
improvements in the fishery infragtructure and the upgrading of associated inditutions, the
government is expecting to increese the sdf-sufficdency levds in fish products. In addition to
encouraging the production of non-traditional crops such as cabbage, lettuce, tomato, Sweet
pepper, cucumber, dasheen, sweet potato, yam, plantain, and cut flowers, the government has
embarked on a media campaign, encouraging residents to increase purchases of localy produced
foods.

Non-traditional Sector

As pat of its plans to expand the economic base of the country, the government has identified
tourism and services as the leading growth sectors of the economy. In this regard, the god isto
increase the country’s share of the Caribbean tourism market to 5% from its current leve of
1.3%. To fadlitae the atainment of this objective, $16.7 million of the 2000 budget was
dlocated to the marketing of tourism, and gaming would be permitted a some of the idand's
hotels. To further encourage tourism-related activities, car rentals will be included on the ligt of
items for tax exemption, and new cars used for taxi services may aso be afforded duties and
consumption taxes exemption.

The economic diverdfication programme aso includes the establishment of an internationd
financid service sector to facilitate the recently opened goods didribution free zone.  Within this
zone, busneses will enjoy exemption from custom duties, taxes ad related charges on goods
entering the free zone, exemption from dividend taxes for twenty years and from income taxes
the firg five years Plans to edablish a second informatics park to provide employment in
informatics, including telemarketing, are dso in the pipeline.
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To comply with the find phase of the Common Externd Tariff (CET), 1,453 of 6,337 taiff items
will require tariff rate increases, while 1,140 will require reductions. Import duties and
consumption taxes are important sources of government revenues, and reductions in the CET may
result in a decline in tariff revenues by $4.70 million or 7% of 1998's totd ($67.2m), and a decline
in consumption tax by $0.43 million, a loss of 4% of 1998 totd ($120.1m). Accordingly, the
government is planning to impose incresses in consumption taxes on targeted import items, to not
only offset loss of revenue arising from tariff rate reductions, but aso, to generate a net import tax
revenue gain of $10 million.

The government has recognised that although its sysem of import licensng provides protection
for domegtic production, it is inherently inefficient and is a odds with the WTO and CET.
Consequently, plans are on the way to phase out the import licenses and replace them with tariffs
that are consastent with the CET. The recent passage of the Environmenta Protection Levy Act
imposes a fee on imported goods (excluding clothing, footwear, foodstuffs and pharmaceuticals)
to be used to help cover the cost of protecting the environment.

With a diversfied agriculturd sector and economy, the government hopes to dabilise the
economy, increase the net foreign exchange derived from the agriculturd sector (by reducing the
food import bill and by exporting a wider range of food commodities), and dimulae growth in
the whole economy through the linkages that exist between agriculture on one hand, and tourism
and manufacturing on the other. More specificdly, by the year 2005, the government plans to
reduce the trade deficit balance on food by 10%, reduce the food import bill by 15%, raise the
volume of non agriculturd exports by 20%, and increase by 20% the touris sector's
consumption of locally produced food.

FiscAL PoLicy

The government has identified tourism and sarvices as the leading growth sectors of the
economy, and as such its god is to increase the country's share of al Caribbean tourism to 5%
from its current level of 1.3%. To help achieve this god, $16.7 million of year 2000's budget
was dlocated to the marketing of tourism. The government's plan to dlow gaming & some of
the idand's hotels is another indication of its tourism focus. Also, as further encouragement, car
rentd will join grauities and tips on the lig of items on which taxes have been abolished, and
new cars to be used for taxi services will soon be exempted from import duties and consumption
taxes.

As part of its plans to expand the economic base of the country, the government has established
an internationd financial service sector, and has opened a new goods didtribution free zone
where busnesses will enjoy exemption from custom duties, exemption from taxes and related
charges on goods entering the free zone, exemption from dividend taxes for twenty years, and
exemption from income taxes the firg five years. The government dso has plans to establish a
second informatics park that will provide employment in informatics, including telemarketing.
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M ANUFACTURING SECTOR

The manufacturing sector in S Lucia accounts for gpproximately 6% of GDP declining from
8% in 1986. It has fluctuated between that range over the period 1986-1998. The sector consists
of some comparaively large foregn-owned gopard and eectronic component producing firms
and smdler locdly owned operations producing import subgtitution goods and agro-processing
firms. The range of products from the manufacturing sector include, processed foods, soft
drinks, beer, mdt, stout, rum, garments, paper products and detergents. The fortunes of the
sector were closdy tied up with intraa CARICOM trade. Like intraa CARICOM trade, It went
through a period of rapid growth during the seventies, pesked in 1990 and since then the sector
has been relatively stagnant contributing on average of 6-7% of GDP.

Contribution to the Economy

In light of the banana dtuation great emphass is being placed on tourism, but heavy reliance on
tourism could be just as problematic as the current dependence on bananas. A growing and
vigorous manufacturing sector could provide a needed counterweight and therefore play a criticd
role in the country's drive towards diverdfication. In 1999 the manufacturing sector accounted for
$85 million (vaue added) or 5.7% of GDP and exports of manufacturing products generated $47
million or 6% of dl exports Employment in the sector totalled 4,325 workers, representing over
7% of dl employed workers. However, the importance of the manufacturing sector in the future
will depend on the willingness to invest and the international competitiveness of the indudtry.

Table1.6. The Manufacture Sector, Selected Indicators, 1999

Indicators Values
GDP (factor cost EC$M) 1,497
Total Export (EC$M) 159
Totd Employment 59,850
Manufacture Output, Vaue Added, (EC$M) 85
Manufacture Export (EC$M) 47
Manufacture Employment 4,325
% Manufacture of GDP 5.7
% Manufacture Export of Totd 29.4
% Manufacture of Employment 7.2

Source: . Lucia Government Statistics Dept.

Industry Structure

Based on ther potential to be internaiondly competitive and to contribute to the economy the
manufacturing indudry in St Lucia can be divided into enclave, traditiond import subtitution,
and agro-processing firms. The enclave sector produces mostly appard, textile, and eectronic
components for export, mainly to the US. The enclave firms could themselves be a source of
economic ingtability since they tend to be footloose and cater for volatile export markets where
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technologicd changes, recessons and lower wages elsewhere can quickly erode their
competitiveness.

The production of the import subditution sub-sector is geared mainly to the locd and regiond
markets, and includes beverages, paper and paperboard products, chemicads, and plastic and
rubber products. This sector is consdered to be highly uncompetitive and depends on high
levels of effective protection for its survivd. The protections in turn are anti-export bias and
encourage inefficient production.

The agro-processng sector makes use of mostly localy produced agriculturd products for its
rav materid.  Fruit jams, sauces, condiments, confectioneries, banana chips, milk and meat
products, spring water, pasta products, copra and its derivatives are some of the products that are
being processed. The sector is said to be suffering from excess capacity, outdated technology,
and low level of technica skills. However, because of the sector's backward linkages with
agriculture and forward linkages with tourism it is in a good postion to sour sustained indudtrid
development.  Moreover, the potentid may exist for the sector to become internationaly
competitive in certain niche markets.

The manufacturing sector in St Lucia comprises mogily of smdl firms. Of the 173 enterprises in
operation, 94 employ less than 10 workers. Many of the smdler firms are found in the furniture
and agro-processng sectors.  For example, in the furniture sub-sector there are 40 firms
employing an average of 6 workers, while in agro-processing there are 19 firms employing an
average of 18 workers. In contradt, there are only 7 firms employing more than 100 workers, and
most of them are concentrated in the eectronics and garment sub-sectors. During the 1994-1999
period agro-processing represented 37% of manufacturing, paper and paperboard  27%,
electronics 13%, gament and textile 9%, chemicals, plasic and rubber 8% and lumber and
lumber products 1.0%. In recent years there has been notable declines in the garment, and paper
and paperboard sub-sectors (Table 1.7).
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Tablel.7
Share of Manufacturing Production, 1985-1990, 1994-1999, St. L ucia.
Sectors 1985 1986 1987 1988 1989 1990 1994 1995 1996 1997 1998 1999

Manufacturing Production EC$000

Agro-processing 37791 41846 47714 49030 56413 53652 39662 47882 47119 55917 50944 63596
Apparel and Textile 13033 14191 18396 20571 20663 17906 11940 11850 16086 11162 11118 11625
Paper and Paperboard 41241 37260 38948 53518 47324 47736 37101 50173 45039 29618 30818 26031
Electronics 5728 8393 8262 9167 10740 12081 13990 14725 16578 16291 21553 23905
Chemicals, Plastics, and 1308 2583 2466 2498 2844 2433 8377 7055 12407 16034 12668 12115
Rubber

Lumber and Lumber 63 57 3 20 18 19 0 0 1954 2382 2548 2778
Products

Misc. Manufacture 1987 1733 194 1905 1877 1925 7551 6486 2495 3635 9636 9181

Percent of Total Manufacturing

Agro-processing 374 39.5 405 359 40.3 39.5 334 347 333 414 36.6 42.6
Apparel and Textile 12.9 134 15.6 15.0 14.8 13.2 10.1 8.6 114 8.3 8.0 7.8
Paper and Paperboard 40.8 35.1 331 390.1 33.8 35.2 313 36.3 318 219 221 17.4
Electronics 5.7 7.9 7.0 6.7 7.7 8.9 11.8 10.7 11.7 12.1 155 16.0
Chemicals, Plastics, and 13 2.4 2.1 1.8 2.0 1.8 7.1 51 8.8 11.9 9.1 8.1
Rubber

Lumber and Lumber 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 14 1.8 1.8 1.9
Products

Misc. Manufacture 2.0 16 17 14 1.3 14 6.4 47 1.8 2.7 6.9 6.2

Source: Economic and Socia Review
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Contribution and Performance

Based on the experience resulting from the over-dependence of agriculture on the banana
indudtry, the economic diversfication programme recognises the need to place equa emphasis
on other sectors of the economy. While tourism has received much attention, in recent years
gmilar emphasis was to be placed to develop a growing and vigorous manufacturing sector. The
manufacturing indugtry in St. Lucia can be divided into enclave, traditional import subgtitution,
and agro-processing firms. The enclave sector produces mostly appardl, textile, and eectronic
components for export, mainly to the US. The enclave sub-sector is consdered internationdly
competitive, but its contribution to the economy is limited since (because mogt of ther inputs are
imported) the vaue it adds to red output is low. This feature of the enclave sub-sector increases
its vulnerability to externd indability and ther longevity is dosdy tied to ther ability to keep
pace with rapid technologicd change in export markets and maintain their low-cost labour—based
competitive advantage.

These features of the manufacturing sector largely explain its relatively low contribution to gross
vaue added (Table 21). Since the 90's the performance of the manufacturing sector has been
lackluster. Between 1990-1995, annud rea growth averaged 1.5%. During this period, the
sector reported negative growth between 1991 and 1994, recovering somewhat to achieve a 5%
increase in activity in 1995 from 1994. This recovery was short-lived as the sector registered a
negative growth between 1996 and 1999. As a consequence, manufacturing as a share of GDP
declined from ahigh of 8% in 1990 to 5.7% in 1999.

Table21: S. Lucia, Shareand Growth Indicators, Manufacturing Sector

Real Prices (1990) 1990-94 | 1995 | 1996 | 1997 | 1998 | 199
Avg. 9

Manufacturing GDP Share Per Cent 749 7.02 645 6.39| 6.08| 5.7

Manufacturing GDP Growth Per Cent -223| 593| -6.78| -0.33]|-211

Total GDP Growth Rate 913| 1.03| 0.82| 092| 287

Source: . Lucia Government Statistics Dept. |

PRODUCTION AND EXPORT PERFORMANCE

Since the 90's the peformance of the manufacturing sector has been lackluster. During the
1985-1990 period the sector grew by an annua average of 12%. The following five years, 1991-
1995, growth dowed to 3%, and in the latter haf of the 90's the sector registered a negative
growth rate of 1.0%. As a consequence manufacture's shere of GDP declined from a high of
8.2%in 198510 5.7% in 1999 (Table 1.8).
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Table1.8
Manufacturing Output, 1985-1999, St. Lucia

GDP Manufacturing 9 Manuf. Manufacture
Of
Year ECSM EC$M GDP Growth %
1985 527.3 434 8.2
1986 631.8 50.0 7.9 15.2
1987 677.4 55.5 8.2 11.0
1988 763.6 62.2 8.1 12.0
1989 866.7 69.5 8.0 11.8
1990 951.1 77.6 8.2 11.7
1991 1,019.6 82.2 8.1 59
1992 1,129.7 82.0 7.3 -0.3
1993 1,137.3 82.3 7.2 04
1994 1,191.1 76.7 6.4 -6.8
1995 1,280.4 88.8 6.9 15.8
1996 1,298.8 87.7 6.8 -1.3
1997 1,337.9 84.9 6.3 -3.1
1998 1,425.7 82.4 58 -3.0
1999 1,496.6 84.9 57 3.0

Source: . Lucia Government Statistics Dext.

Contraction in the Garment and paper and paper sub-sectors has been mostly responsible for the
recent decline in the manufacturing sector. Garment and textile production declined from over
$20 million in 1989 to under $12 million in 1999. Similarly, between 1988 and 1999, output of
paper and paperboard products fell from $535 to $26 million. In sharp contrat, the
agro-processing and dectronic sub-sectors showed steady growth. For example, between 1995
and 1999 the agro-processng sub-sector grew in vaue terms by an annud average of 10.8%,
while the eectronics sub-sector grew by 11.8%.

The dedline in the paper and paperboard sub-sector is a result of recent contractions in the
banana industry, the sector's largest customer of cardboard boxes. On the other hand, the
garment industry's performance can be explained by (1) the eroson of CBI preferences as a
result of the North American Free Trade Agreement and the resultant transfer of foreign-owned
garment assembly firms to Mexico; and (2) the shifting of production to lower wage and lower
unit labor cost CARICOM, Latin American and Asan countries. As aresult of sharp declines in
exports of garments, as a whole, exports of manufactured products have fared even worse than
production. Between 1995 and 1999 exports of manufactured products contracted by an annua
average of 16%, and the sectors share of tota exports fell from 35 to 29% (Table 1.9).

The smdl share of manufacturing in GDP is dso a factor of the predominance of smdl szed
firms. In 1999, the sector accounted for 7% of the employed labour force, representing 4,325
workers. Of the 173 enterprises in operaion, 94 employ less than 10 workers. Many of the
gndler firms ae found in the furniture and agro-processing sectors. For example, in the
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furniture sub-sector, there are 40 firms employing an average of 6 workers, while in
agro-processing there are 19 firms employing an average of 18 workers. In contradt, there are
only 7 firms employing more than 100 workers, and most of them ae concentrated in the
eectronics and gament sub-sectors.  During the 1994-1999 period, agro-processng had the
largest share (37%) of the manufacturing sector, followed by paper and paperboard (27%). With
the exception of the eectronics, the other industries averaged less than 10% of the manufacturing
sector (Table 22).

The decline in the garment, and paper and paperboard sub-sectors within recent times have been
the most evident, and was largdy responsible for the decline in the manufacturing sector. In
sharp contrast, the agro-processng and eectronic sub-sectors showed steady growth.  For
example, between 1995 and 1999 the agro-processing sub-sector grew in vadue terms by an
annud average of 10.8%, while the e ectronics sub-sector grew by 11.8%.

The decline in the paper and paperboard industries resulted from the recent contractions in the
banana indudtry, the industry’s largest consumer. On the other hand, the garment indudry’s
performance can be explained by (1) the eroson of CBI preferences as a result of the North
American Free Trade Agreement and the resultant transfer of foreign-owned garment assembly
firms to Mexico; and (2) the shifting of production to lower wage and lower unit labour cost
CARICOM, Latin American and Adan countries. As a result of sharp declines in garment exports,
exports of manufactured products have fared even worse than production. Between 1995-1999
exports of manufactured products contracted by an annua average of 16%, and the sectors share of
total exportsfell from 35% to 29% (Table 19).

Tablel.9. Manufacturing Exports, 1995-1999, St. Lucia
Totd Manufacture % Manuf. Manufacture
Exports Exports Exports of Export

Y ear EC$M EC$M Totd Growth %
1995 294.2 1035 35.2
1996 214.7 55.8 26.0 -46.1
1997 165.4 52.4 317 -6.0
1998 167.9 489 29.1 -6.6
1999 159.1 46.7 294 -4.5

Source: St. Lucia Government Statistics Dept.

Constraints to the Development of Manufacturing
The manufacturing sector in St. Lucia operates under severa congraints. Theseinclude:

Finance.  Although large firms have access to foreign finance or can atract locd financing
quite essly, indigenous firms face great difficulties in accessng finance. The commercid banks
have a penchant for short term less risky lending and hence lend more for mercantile activities,
rather than for manufacturing and agriculture.  The percentage of loans to the persond and
digributive sectors account for more than 60% of loans outstanding while the manufacturing
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sector receives less than 10%. Moreover indigenous firms do not have the requisite expertise in
the conceptudisation of projects and presenting them to commercid banks as projects for
financing. Nether do the commercid banks have the expertise to assst in thistype of activity.

In addition, the high cost of finance in the face of high price dadicities of consumer demand,
regional trade and payments problems, excess production capacity, primitive technology,
deficient technicd <kills, unrelidble transgport and qudity of raw materids al condran the
development of the sector.

Technology and technical skills are two other sources of concern. The rapid pace of
technologicad development worldwide hastens the obsolescence of capitd and erodes the
competitiveness of less technologicaly dynamic countriess  The high cost of upgrading capita
and the inadequacy of technical capability to speed up the trandfer and diffuson of technology
retards the export competitiveness of the firms.  Hence their ingbility to penetrate extra-regiond
markets and even its ability to hold on to domestic markets. The paucity of technicd training
results in wadtage of raw materias, inadequate maintenance leading to loss of production during
down times, and the need for foreign technica assgtance to diagnose and solve some very
sample problems.

High labour costs. &. Luciais by no means a low wage area. The boom in prices of traditiona
agricultural exports during the 1980s pushed up the price of agriculturd and had a demongration
effect on the other sectors. Thus the type of manufacturing sector which emerges must teke this
as a given. Moreover higher remuneration in the tourism sector has tended attract workers away
from manufecturing.  Although the differentid between wages in the two sectors is not very
large, in tourism, tips and other gratuities increase the earnings of workersin touriam.

Inadequate transportation links. The paucity and rdiability of transportation links is another
congraining factor. Sea trangport is not only scarce but sometimes unreliably. In addition, the
cogt of sea trangport is not dgnificantly lower than ar trangport which is usudly more religble.
Due to the redively high vaue to volume of the products it produces, the enclave sector
depends heavily on ar transport to get raw materids in and the fina product out. Even with
superior ar access, St. Lucia ill suffers from a shortage dedicated cargo space resulting in
delays and additional cost due to roundabout routing of final products.

The size of firms and local market. As mentioned earlier, most of the manufacturing firms in
the country employ less than 20 employees. This limits the ability of the firms to regp
economies of scae and soread overheads. Moreover the mgority of indigenous firms are
contented to produce for protected local markets which are extremely smdl. The markets are
protected by the CARICOM CET and in some cases by Article 56 of the CARICOM treaty”.

The regulatory framework for businesses. The regulatory and legd framework in which
business operate may have impeded the development of the manufacturing sector. The process
by which projects are gpproved is too long and circuitous. In addition, there is the perception

1 Article 56 allows the less developed CARICOM countries to impose quantitative restrictions and suspend origin
treatment for goods of the more developed countries in an effort to develop the manufacturing sector in the less
developed countries.
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that the process favours foreign investment over locd invetment. Some regulaions and legd
requirement tend to impede the flexibility of the firms.

The effects of protection. The protection accorded by the CET adong with an incentive regime
which treats production for the loca market and production for export in the same way create an
anti-export bias. There is no incentive to produce for the more competitive, more risky export
market, while production for the protected locad market is quite profitable. The reduction in the
CET would tend to redress this bias to some extent but specific incentives have to be put in place
to encourage production for export. However the regime of quantitative redtrictions is being
phased out via a process of taiffication which would initidly increase the import duty. The
incentives regime reflects the earlier inward looking policy of indudtridisation and need to be
given athorough overhaul to reflect an externd orientation.

Fiscal charges. The dze of the country and the inadequacy of transportation links aready
impose severe disadvantages on the countries in terms of ther ability to compete internationaly.
Thus it is essentid that no inordinate charges are imposed to prevent the firms from sourcing
ther inputs a internationa prices.  Additiond charges like high port charges impose further
redrictions the ability of the firms to compete internatiordly. The consumption tax on inputs
which is not rebated on export goods creates a disadvantage for St. Lucian firms vis-avis ther
CARICOM counterparts whose exports are zero-rated under the VAT.

Non-tariff barriers in export markets. The exigence of non-taiff barriers in the export
markets especidly the USA has tended to impede the growth of manufacturing exports. St
Lucian exports face a myriad of regulations which only experience in the markets can help to get
aound. Many firms are seeking 1SO and other internationa certification to facilitate entry into
international markets.  Although the grester transparency under the new WTO rules may have
reduced the uncertainty of entry, many indigenous firms may be unable to finance the cost of the
barrage of legd chalenges, which they may face in these markets.

Knowledge of export markets. The paucity of knowledge about export markets is another
sgnificant obgacle to export devdopment. Basic information regarding the structure of markets,
changes in taste, import regulaions in the foreign country, appropriate technology, new
processes, new products and potential competitors has to be assembled. Market intelligence is a
codly exercise for the individua producer and there are dso externdities associated with this
activity. This suggest the need for co-ordinated action a the OECS level. The activities of
Export Devedopment and Agriculturd Diversfication Unit (EDADU) ae amed a reducing
some of these difficulties, but the organisaion remains largey under-funded and suffers from a
lack of clear commitment and drategic focus. In addition tapping into internationd producer and
market information networks would reduce dggnificantly the cost of gahering market

intelligence.

A recent study conducted by UNCTAD identifies a amilar lig of condraints affecting the
compstitiveness of the manufacturing sector. These include (1) Human Resources. poor work
ethic and shortage of skill workers. (2) Government Inditutions. arbitrary dlocation and dow

granting of fiscd incentives, condderable ddays in customs clearance and issuing work permits;
wesk technical assgtance for smal firms, export promotion, and qudity control. (3) Finance
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lack of working capitd financing which hampers buk imports and purchases of good qudity
inputs, and lack of medium-term  capitd, hindering technologicd  improvements. 4
Infrastructure: high cost of utilities (electricity, water, and telecommunicetions); high port and
shipping charges, poor mantenance of factory shells and roads in indudrid edates. (5)
Productivity--diseconomies of scde for domestic firms producing exclusvely for domestic
market; obsolete machines, lack of proper production records, inventory of raw materids,
tracking of work in progress and machine mantenance records, operators performance
hampered by cramped space, poor layout of work areas. (6) Quality Control: lack of standards
specifications, and purchasing of low quality inputs.

Among its recommendations, the study advises tha the country needs a new industrid policy
that focuses on exploiting posshilities for efficent import subditution; that promote industria
deepening through technologica upgrading and increasng linkages with other sectors, namdy,
agriculture and tourism; that engages in indudriad targeting, by identifying and encouraging the
mogt promisng sub-sectors, in terms of thelr market prospects and potentia contribution to the
economy's vaue added, employment, and exports. In this regard, the study suggests three
sub-sectors for indudrid targeting.  The firg is informaics, especidly the high-end side of it.
Second, agro-processing, patly because of its strong backward linkage to agriculture and its
forward linkage to tourism. Third, eectronics, because of its high employment effect, moreover,
it isdready an internationaly competitive sector.

Strategy for Revitalisation of Manufacturing

The 1998 MTESP identifies three broad areas in which action will be taken to revitdise the
manufacturing sector.

) Establishment of linkages between manufacturing and other sector. The provison of
incentives for the forging of linkages between tourism operators and agro-processors via
the establishment of demand/supply contracts.

(i) Enhancement of the capacity of the Small Enterprise Development Unit (SEDU). To
encourage the trend toward the development of locally owned enterprises the SEDU was
grengthened to provide assigtance in the areas of marketing and sourcing of specidised
technicd asssance. But this just pat of the inditutiond drengthening which is being
financed by STABEX resources. Other agencies include, the Chamber of Commerce, the
Smadll Business Association and the National Devel opment Corporation.

@iii)  Provison short-term Protection. Recognisng that many firms would not be adle to
immediatdy withdand the competiive pressures of a changing internationd
environment, the Government has promised to use legitimate mechanisms under the
exiding tresty arangements to provide breathing space for firms in the embaitled
manufacturing sector.
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Fiscal Policy

For its part, in recent years, the government has put in place a number of initiatives to promote
manufacturing activity on the idand, and has severa other proposds under condderation. An
informatics park has been esablished in the north on which there are now four firms, employing
a total of 335 workers. Plans are under way to establish another Informatics Park, this time in
the south of the idand. Import duties and consumption taxes have been removed on machinery,
equipment, and raw materias imported by new busness dart-ups. Such duties and taxes have
aso been removed from busness surveillance and security equipment, and from dl building
materials and equipment purchased to repair, rehabilitate and renovate places of business.

To better serve busnesses and the manufecturing sector, plans are underway that would
grengthen and expand the role of the Smal Business Enterprise Devdopment Unit, the . Lucia
Smdl Busness Association, the Chamber of Commerce, the Nationd Research and
Development Foundation, and the Nationad Development Corporation. In addition, the
govenment has plans to edablish an Internationd Busness Information Centre within the
Minigry of Commerce, International Financid Services and Consumer Affairs. It is hoped that
the newly edtablished goods didribution free zone will help spur indudrid development,
egpecidly in the south of the idand. Assgance is now being given to the Coconut Growers
Asociation in an attempt to hasten the recovery of the copra and derivatives manufacturing
sub-sector.  The government has embarked on a Buy Local campaign that encourages locas to
patronise the products of loca farmers and manufacturers.

The government has taken steps to improve the efficiency of severd key inditutions that have a
direct impact on the functioning of the manufacturing sector. The customs department is now
being overhauled. Water supply provison has been privatised. The telecommunication industry
is being reformed and the process has dready resulted in sgnificant Internet and telephone rate
reductions. A commisson of inquiry has been st in mation to find ways of improving the
quality and reducing the cost of dectricity services.

Among CARICOM countries, St. Lucia is said to have the largest number of product categories
under import licensess These licenses were indituted to provide protection for domestic
production. However, these licenses are inherently inefficient, they undermine the drive towards
international competitiveness, and they are a odds with WTO and CET rulings. In recognition,
the government is planning to phase out the import licenses and replace them with tariffs that are
consgtent with the CET.

Polices and Prospects

The ability of the manufacturing sector to expand and increase its contribution to GDP depends,
in pat, on the willingness to invest and the ability to increase the internationa competitiveness
of its products. In recert years the government has put in place a number of initigives to
promote manufacturing activity and has severa other proposds under consderation.  An
Informatics Park has been edtablished in the north on which there are now four firms, employing
a totd of 335 workers. The establishment of another Informatics Park in the southern part of the
idand is adso on the development agenda.
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Incentives to manufecturing are in the form of the remova of import duties and consumption
taxes on machinery, equipment and raw materids imported by new busness dat-ups. Such
duties and taxes have ds0 been removed from business surveillance and security equipment, and
from al building materids and equipment purchased to repair, rehabilitate and renovate places of
business.

In terms of inditutional capacity, the government has aso taken deps to improve the efficiency
of saverd key inditutions that has a direct impact on the functioning of the manufacturing sector.
The customs department is now being overhauled. Water supply provison has been privatised.
The tdecommunication indugtry is being reformed and the process has dready resulted in
dggnificant Internet and telephone rate reductions. A Commission of Inquiry has been st in
motion to find ways of improving the quaity and reducing the cost of eectricity services.

Measures are being taken to strengthen and expand the role of the Smdl Business Enterprise
Devdopment Unit, the St. Lucia Smdl Busness Association, the Chamber of Commerce, the
Nationa Research and Development Foundation, and the Nationa Development Corporation to
improve services to the commercid and manufacturing sectorss.  The Coconut  Growers
Association has been provided with assstance in an attempt to hasten the recovery of the copra
and derivatives manufacturing sub-sector.  The government has embarked on a Buy Local
campaign that encourages locas to patronise the products of local farmers and manufacturers. In
addition, the government plans to edablish an Internationd Business Information Center within
the Minigtry of Commerce, International Financia Services and Consumer Affars. It is hoped
that the newly edtablished goods didribution free zone will hdp spur indudrid development,
epecidly in the south of theidand.

TOURISM

Stay-over vidtors arivas grew condgently over al periods of andyss. During the 1986-89
period stay-over vistors grew by 84% to 120,756. Cruise-ship passenger arivas aso grew
grongly during this period by 19.2% during this period to 82,745. As a result of this robust
growth in vigitor arrivads, vistor expenditure rose by 10.2% to $224.9m.

During the 1990-94 period, stay-over vistors recorded postive growth of 10.9% to 177,231
while cruise ship passengers arivas decderated to 12.44% or 152,004. The dowdown in cruise
ship passenger arivas reflected an impasse in negotigions with the Forida Cruise ship
Asociation over passenger head tax rates.  The dronger growth in stay-over vigtor arivas
compensated for the lower growth in cruise ship passenger arrivas and contributed to a 16.9%
risein visitor expenditures to $440.4m.

A sustained marketing and promotiona effort during the 1995-98 period including the annud
daging of a Jazz Fedivd contributed to the 15.4% increase in Stay-over vistors to 285,529.
Cruise ship passenger arivas to the destination aso rose on average by 24.3% 264,600. Vistor
expenditure grew on average by 7.6% to $673m.

36



S Lucia

The increased role of tourism, which accounted for the mgority of service exports revenues
resulted in a risng service penetration index. This index increased from 1.1 during 1986-89 to
3.9 by 1995-98.

The USA mantaned its leadership share of day-over vidtors to the dedtination across Al
periods. This share however declined over time as other destinations increased in importance.
During 1986-89 Stay-over vidtors from the USA accounted for 31.3% of al stay-overs, followed
by the Caribbean and UK (22.0%), and Canada (11.5%). During 1990-94 the USA’s market
share declined to 29.0% but sill maintained leadership. This was followed by vigtors from the
Caribbean 23.9% and the UK a 23.4%. The Canadian market accounted for 7.9% during this
sub period. By 1995-98 the USA, Caribbean, UK and Canadian market shares were 29.3%,
20.7%, 20.1% and 4.8% respectively.

Contribution to GDP

The tourism indusry as represented by the hotels and restaurant sector incressed its reative
contribution to GDP from 9.8% to 10.3% to 12.3% respectively over the three periods of
andyss. Red GDP growth reflected the maturing of the tourism product with highest growth
being experienced during 1986-89 (9.6%). This growth declined over the subsequent two sub
periods of analyss to 7.2% and 5.4% respectively. This outturn reflected in part the internationd
recesson of the early 1990s and the evolution of the product towards being more dl-indusve
which has alower level of value added.

S. Lucia condderable of competitive advantage in Tourism, by virtue of its naturd, higorica
and culturd resources; its reldively prisine environment; and its proximity to the mgor North
American market. However, the sector is plagued by some mgor wesknesses Included among
these weaknesses are the following:

() Vulnerability to economic shocks in the source markets, as wel as its susceptibility to
natural disasters.

(i) An over-rdiance on foreign arlines to bring vigtors to the region; the attendant
unpredictability of the services provided by these arlines and the unreasonable
restrictions placed by these airlines, on seet availability;

@iii)  The high import content of tourism expenditure leading to leskage of precious foreign
exchange earnings,

(iv)  Insufficency of rooms,
(V) Inadequatelingppropriate  policy, planning and inditutiond mechanisms to enable the
adoption of integrated agpproaches to tourism development, that balance economic growth

with human and socid development, and preserve the naturd environment, cultures, and
heritage of locd communities,
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(vi)  The absence of effective measures to strengthen backward and forward linkages between
Tourism and other productive sectors of the economy;

(vii) A lack of divergty in the entertainment content of the tourism product;
(viii)  Limited opportunities for meaningful participation by the loca populace in the indudtry;
(ix)  Sow rate of technology transfer to sector.

The tourigt indudtry in &. Lucia is interestingly poised to redly take off with the ad of effective
planning and the adoption of new technology. Technology can be used to enhance the naturd
atributes of the country. The advantages of adoption of new technology can come from
improvement of the product offered, marketing and improving the value-added by the sector.
Modern technology can dlow hotels to recreste the office environment of business executive
right in his room via the use of the Internet and tedlecommunications. Thus opportunities for
extended working vacations and even long disance tdecommuting are possbilities than can be
investigated. Few hotel rooms offer Internet services on demand or even data ports on the
dandard tdephone system. These ancillary services add vdue to the tourism product but
technology can aso be used to capture and market aspects of the culture of the country and made
avalable to the itinerant population which serves to extend the locd market severd times the
permanent population.

The marketing of the sector via the Internet has only scratched the surface of the potentid of this
media A recent presentation by the Internet firm Travelocity was met with much scepticism by
the regiond tourism officids a a CTO conference in 2000. The Internet affords smdler hotels
the opportunity to have globa reach that will be too expensve to obtain via other media \V-SAT
technology dlows for easer making of hotd reservations which can be used for internationa
hotd chans smila to the cdl-centre activity. The liberdisation of the telecommunications
sector and the consequent reduction in the price of teecommunications services is a prerequiste
for exploiting these advantages.

Role of Foreign Direct I nvestment

Foreign Direct Investment (FDI) has been criticd to the development of the tourism indudtry.
These inflows rose as a per cent of GDP from 5.9% during 1986-89, to 9.6% during 1990-94 and
declining dightly to 82%. Equity inflows were highes during the infancy of the tourism
industry a 68.6% of total inflows. These declined to 4.5% during 1990-94 but rose to 18.2% by
1995-98. The varidhility in these flows reflects the cyclicd nature of the FDI related projects.

Land sdes in FDI ae highly corrdaed with hotd congruction dthough they aso reflect
investment by nationads adroad and norrnationas in resdentia congruction. These sdes rose
from 10.2% to 14.7% during 1986-89 and 1990-94 respectively. However there was a decline by
1995-98 to 7.9%.
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CONSTRUCTION
Recent Economic Developments

The congtruction sector has dso increased its role in the economy over time. As a percentage of
real GDP this sector contributed 6.9% and grew at 18.9% during 1986-89. Magjor projects during
this period included the development of the Cadries harbour, the Pointe Sergphine tourist
complex and the West Coast Road and related feeder road projects. There was aso strong
activity in resdential and commercid property development.

Although the congtruction sector’s relative contribution rose to 7.9% during 1990-94, red growth
fdl to 4.0%. This reflected completion of a humber of large public and private sector investment
projects. In the private sector, two large hotels (Royad S. Lucian and Jaousie) and a shopping
mal were completed while in the public sector congruction work at the air and segports were
completed.

Despite an increase in relative contribution to 84% of red GDP the congtruction sector
demonstrated very weak growth a 0.6% during 1995-98. This decline in growth reflected the
project cycle as a number of large projects were completed during the previous period. These
included the improvements to the Hewnaorra and Vigie arports, the congruction of the John
Compton Dam, the West Coast Road and a liquid waste disposd facility.

TRANSPORTATION

Activity in the transportation sector is highly corrdated to developments in the tourism industry
and the project cycle in both the private and public sectors. The transportation sector grew by
9.6% during 1986-89 and accounted for 11.2% of rel GDP. This was also a period of robust
growth in both stay-over and cruise ship passenger arrivals.

The redive contribution of the sector however declined to 10.3% during 1990-94 but rose to
10.8% by 1995-98. Growth in the sector in these two periods was 1.9 and 2.2% respectively.
The dower growth in the early 1990's reflected the impact of a recession on vigtor arivas as
well alower number of cruise ship passenger calls.

COMMUNICATIONS

The liberdisation of badc tdecommunications under the Generd Agreement on Trade in
Savices (GATS) dgned in 1997 has unleashed a wave of compstitive pressures which has
resulted in a spae or internationd mergers, as formerly protected nationd telecommunications
companies scramble to postion themsdlves to be players in the globad market. No doubt this
devdopment has forced the monopoly provider of tdecommunications services in the
Organisation of Eastern Caribbean States (OECS) countries to soften its stance and agree to
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renegotiate its contract with five of the independent OECS countries”. Many of these contracts
date well into the new millennium.

At the same time, technologica advances in the tdecommunications indudry is threstening to
cregte a glut of bandwidth internationdly that would force the price of telecommunications
savices to near zero levels. These advances are taking place a dl three criticd points in
telecommunications networks, i.e, internaiond/long disance carrying capecity, switching gear
and the locd loop. Cogt reduction in the loca loop is criticd for 75.0 to 80.0% of the cost of a
cdl condsts of the cogt of the link in the last couple of miles. About two thirds of the assets of
telephone companies is invested in this ssgment hence making them a candidate for natura
monopolies.

The tdecommunications reform occasoned by the re-negotiation of the licenses and continued
advances in technology will usher in mgor changes in the industry for which the country needs to
be prepared.

Recent Performance

The communications sector increased in relaive contribution from 4.0% during 1986-89 to 6.9%
during 1990-94 to 8.6% by 1995-98. The late 1980’s recorded the strongest growth at 21.3%.
Re-invested earnings in FDI flows during the period accounted for 8.6% of dl inflows.

The sector maintained double-digit growth (17.2%) during 1990-94 as re-invested earnings
increesed its share in FDI inflows a 32.3%. Although re-invested eanings rose in ther
contribution to FDI flows (47.6%) during 1995-98, real growth dowed to 2.2%.

Tdecommunications is dready the fastet growing aea in S Luca and its increased
contribution to GDP has largdy offset the decline in the contribution of agriculture in recent
years. For the OECS as a whole, over the period 1977 to 1998, the contribution of agriculture to
GDP declined from 19.8% to 85% while the contribution of communications have grown from
2.1% to 9.7%. Hence any prices stimulus that increases demand and hence the equilibrium
quantity of telecom services would be adding to an dready dynamic leading sector. In
examining the effect which the reform process would have on the GDP for the OECS, it is
important to recognise the role which tdecommunications play in economic development. In
doing s, it is imperative that one examines the sector’s contribution to GDP over a given period
of time.

. Lucia like the other OECS countries which have a comparaive advantage in the provison of
savices. The information infrastructure is the pillar on which many of these services are ddlivered.
Therefore, the fdl in the cogt of internationa and regiond communicaions which liberdisation of
the tdecommunications sector is expected to achieve, will in fact increase the potentid for trade in
sarvices and consequently improve the regions vaue of services produced. As was mentioned

2 Five of the independent OECS countries are involved in a World Bank financed project to reform the
telecommunications industry. The five countries are Dominica, Grenada, St Kitts-Nevis, St Lucia and St Vincent
and the Grenadines.
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ealier, expangon in areas such as the informatics industry would have a postive impact on the
regions Gross Domestic Product.

FINANCIAL SERVICES
Offshore Financial Services

The term Offshore Financid Services refers to a variety of activities which take place between
corporaions regisered in a country with resdents in the ret of the world and with little
interaction with domedtic residents. It is rather limiting for offshore financid services does not
accurately describe the range of activities undertaken in these centres and may dso limit the
scope of opportunities consdered when one is trying to visudise the future development of the
industry. A more accurate descriptor would be International Business Fecilitation Centres.  Not
only does this nomenclature cover the wide range of services provided by the offshore sector, it
aso makes for a much neater classfication of the activities and would ultimady as3ds in
resolving some of the ticklish regulaiory issues, snce different types of activities do not
necessarily need the same leve of regulation.

The offshore sector was developed to provide services which are normaly provided in the
domestic economy at lower cost or under a less demanding regulatory environment. Thus, dl of
the activities which take place in the offshore sector have counterparts in the domestic economy
and it is quite naurd that any such dassfication would be equdly applicable to the offshore
sector.  The Internationd Monetary Fund dong with the other internationd ingiitutions has
recently revised its classfication of financid inditutions and this framework can be useful in the
development a taxonomy of International Business Facilitation Services (IBFS).

The IMF Classfication divides corporatiions/enterprises into five mutudly exclusve sectors,
Households, Generd Government, Financia Corporations, Non-financid Corporations and Non-
profit Ingitutions. IBFS ae concened with Financiad Corporations and Nonfinencd
Corporations and the bulk of the activity is concerned with the former.

The offshore Services Sector in the OECS territories is currently a varying stages of
development ranging from Antigua and Barbuda which is the most established, dating back to
1982 and St. Lucia where the legidation was passed in 1999 (see agppendix 1). The oldest
offshore centre is St. Vincent and the Grenadines which had offshore banking and ship regisry
legidation enacted in 1976. However the activities, promoted by the S. Vincent Trust Authority
Limited based in Liechtendein have not redly teken off. The legidaion was modernised in
1996 to give the sector a new lease on life. The most dynamic centres are Nevis and Anguilla
which have recently passed modern legidation cregting fiscal consumer products which are on
the leading edge of the industry.

The legidation of mogt of the OECS countries is patterned on tha of the British Virgin Idands
which is reputed to be one of the most successful emerging offshore financid services centres.
The sector is usudly exempt from dl forms of corporation taxes in the jurisdiction of
incorporation.  These include income taxes, corporate taxes, cepitd gans taxes, inheritance
taxes, withholding tax, other indirect taxes levied on internationd business activity.  Offshore
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activities are dso exempt from indirect taxes such as stamp duties and customs duties.
Government revenue from these activities is generated by modest licence fees A variety of
products are offered but countries seem to be operating in specific niches as shown in Appendix
l.

Severd opportunities exig for the countries in the ECCB jurisdiction to develop offshore
financid centres. The opportunities can be discussed under seven broad categories.

Tax Advantages - Individuds of high net worth and multinationa corporations are attracted to
offshore jurisdictions because of the many tax advantages they offer. These jurisdictions offer
legitimate deferment, reduction or avoidance of taxes on certain profits earned abroad. Most of
the OECS countries have chosen to be no tax jurisdictions. This factor makes them attractive to
externd investors as possble tax havens. However, this nontax dStuation may meke these
offshore jurisdictions reluctant to enter into bilateral double taxation agreements with other
nations because the initid benefits ae not adways gpparent. These bilatera agreements do
however have cetan diginct advantages for the developing financid services provider
jurisdictions. Some of the benefits may be that the home country provides the developing host
offshore jurisdiction with avenues for resolving disputes, procedures for exchanging information
regarding drug abuse and other illegd activities, favourable tax trestments for resdents or
companies organised under Sgnatory laws.

Product Development - Offshore financid product and laws can be viewed as fiscd consumer
goods. The range of legal products offered can be as broad as the jurisdiction so desires and
goans the fields of banking, brokerage and other "traditiond” financid services, immigration and
nationdity, manufacturing ad generd law services Emerging jurisdictions are advised that the
more readable, and understandable the laws, the more sdeable is the jurisdiction. Putting the
gopropriate legidation in place is a therefore a necessary, abeit not sufficient, condition for the
development of the offshore sector. Jurisdictions have to be vigilant to ensure that ther legd
products always remain on the leading edge of the industry.

Niche Postioning - Since it may not be possble or advissble for an emerging centre to
dmultaneoudy develop the full range of financid services to the same degree, countries should
seek to develop niches and therefore postion themselves and gain an internationd advantage. In
the development of a niche profile countries should seek to render quick, efficient and
professona service, and be innovative in meeting the needs of a niche dientde in a changing
and dynamic environment. It is advisable for emerging centres to develop niches and to seek to
gan an internationd advantage in a particular segment of the maket. This drategy may,
however, prove difficult to pursue given that other more established and resourceful jurisdictions
are competing to diversfy into new and different products.

Marketing and Promotion - A continuous marketing and public reations programme is
necessary to support the legidation in place.

Private-public Sector Co-operation - Other successful Caribbean jurisdictions have identified
the need to have co-operation between the private sector professonas and government officids.
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Communications Technology - Private banking and other financid services increasing Utilise
high technology communications sysems and dectronic payments sysems, which offer
opportunities for emerging centres to compete globdly. Moreover an offshore jurisdiction
cannot compete effectively if it does not offer twenty-four hour online searches and regigtration.

Supervisory and Regulatory System - Those juridictions with effective sysems for
supervison are increasingly the choice of reputable indtitutions and individuds. The threats of
money laundering and other illegd activities require that countries put in place a competent and
efficient regulatory system.

Among the mgor chalenges facing the offshore industry in the OECS are the following:

Limited Professonal Expertise - To atract dedrable investors OECS countries must have in
place an infrastructure accompanied by highly trained professond accountants, bankers, taxation
specidigts and lega experts.

Telecommunications and Air Transportation - The cost of telecommunicetion service in the
region is generdly regaded as high and in some cases prohibitive  The irregularity or
unavailability of internationd flights also inhibits efficient travel services

Regulation and Supervison - Unregulated or inadequatdly regulated financid services centres
pose a threat to globd financid dability. Hence the need for new regulatory standards for their
operation. The new regulatory standards will condrain growth of new centres due to increased
financid and human resources requirements. At the same time the need for a good reputation
should ensure that laxity in regulation frameworks is not encouraged.

Financial Liberalisation in Developed Markets - In the 1980's many of the regulaions which
encouraged inditutions to move offshore were dismantled as developed countries have
liberalised and deregulated their economies. New threats are dways emerging from the anti-tax
haven pogture of the U.S Government and new laws are being continuoudy passed which serve
to redrict the development of offshore centres. The recent threat by the OECD countries on
harmful tax competition follows in this same vein. Such chdlenges are likely to increase in the
future. It is therefore incumbent on newly- emerging offshore centre like the OECS countries to
maintain the highest standard of regulation and propriety

In spite of these condraints the offshore sector provides sgnificant opportunities for economic
divergfication. The globa offshore sector is growing at a rapid pace propelled by the growth in
the World?economic wedth.  Countries embarking on this pah however need to reman
cognisant of the many responsbilities they face to uphold the integrity of the financid system.

Offshore Financial Servicesin St. Lucia
. Lucia is a reative newcomer to the offshore financid services indudry.  Although the
legidation has been under condderation for some time, it was only passed in 1999. The

legidation provides for the edtablisiment of Trusts, IBCs Insurance, Registered Companies,
Banking and Mutud Funds.
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Hence when the offshore centre is fully operationd, the services would be provided through a
network of Licensed Registered Agents who will be responsible for due diligence with respect to
therr clients The regidration services would be provided by the through an online Regigry
offering 24-hour service. The Webste will be hogsted in S. Lucia and would festure advanced

encryption.

There will be a strong regulatory framework which accompanied by the Ant-money Laundering
Act should measure up to international standards.

Domestic Financial Services

Due to the unavalability of informaion on other financid sarvices this section would
concentrate on the banking sector.  The role of banks in the financia sector rose in prominence
over the periods of andyss. Banks contribution to red GDP was 6.8%, 7.7% and 9.4%
respectively across the three periods of anadyss. Red growth in the sector reflected
developments in the macro economy with the strongest growth being redised during 1986-89
(16.5%). Tota banking sector assets rose by 17.0% to $645.4m. Loans accounted for over 65%
of total assets.

By 1990-%4 growth in the banking sector however dowed to 4.7% due to the impact of a globa
recesson and a deterioration in the terms of trade for primary exports. Despite a lower overal
growth, banking sector assets grew by 10.2% while loans share in total assets increased to
74.3%.

By 1995-98 red growth increased to 6.9% with a surge in resdentid and commercid
congtruction. Total assets of the banking sector grew by 7.9% while loans further increased its
share to 81.2%.

Growth in domestic credit rose by 15.2% during 1986-89 and was alocated mainly to the private
sector.  Net credit to the Centrd Government declined during this period. The Centrd
Government generated Sizesble current account surpluses that were utilised in financing public
sector investment. By 1990-94 growth in domestic credit athough in double digits (11.5%) grew
a a dower rate than in the previous period. Growth in private sector credit rose by 10.7% while
that to Centrd Government declined due to the continued strong fiscal performance. The Centrd
Government was a net depoditor to the banking sysem. There was a further deceleration in the
growth in domestic credit during 1995-98 to 8.5%. Most domestic credit was alocated to the
private sector as the Centrd Government, non-bank financid inditutions and other public sector
were net depositors to the banking system.

Totd Moneary liabilities (M2) grew by 19.4% during 1986-89 and stabilised between 7.0-8.0%
during 1990-94 and 1995-98. Savings deposits accounted for the mgority of depodts in the
banking sysem. The faster growth in credit rdaive to monetary ligbilities resulted in an
increased  tightening  in liquidity conditions over time form 79.1%, to 865% to 96.7%
respectively over the three periods of andysis.
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TRADE LIBERALIZATION

S. Lucia is smultaneoudy taking part in a number processes of trade liberdisaion. The firg
results from the deepening of the CARICOM Integraion movement which has resulted in a
phased reduction of the CET. At the same time the country is participating in a number of
international negotiations which would lead to freer trade. These include the FTAA, the post
Lomeé 1V, the millennium round of the WTO and a number of CARICOM sponsored trade
liberalisation negotiations.

STATUSOFTHE CET

As pat of the regiond integration movement and towards the dructurd adjusment of the
economies of the CARICOM countriess a common externd taiff was adopted for
implementation in 1991. The taiff was later reviewed in the light of developments in the
internationd  economic  environment with greater emphads on trade liberdisation and
competitiveness as wel as the formulation and expanson of regiond economic groupings. A
number of factors were taken into account in formulating policies for the new tariff structures:

differencesin the levels of development of member dates;
differencesin their indudtrid sructures,

their respective exchange rate regimes,

the nature of their fiscal regimes;

their respective adminidrative capabilities.

These factors determined the principles guiding the design of the new tariffs

I internationa competitiveness,
ii. efficient production for the regona market;
iii. the presarvation of government revenues;
iv. contralling inflation so as not to increase the price of basic foods and socid services,
V. duty exemptions regime should be reducedremoved so as to foster uniform treatment of
production inputs across the common market;
vi. there should be uniform rates for the same items notwithstanding their economic use;
vii. the specia needs of LDCs should be taken into account;
viii. the tariff sructure should be smplified with fewer rate bands with less room for
discretionary gpplication.

The phasing of implementation of the new common externd tariff for the OECS was as follows:

January — June, 1993 0 — 5% to 30/35%
January — June, 1995 0 — 5% to 25/30%
January — June, 1997 0 — 5% to 20/25%
January — June, 1998 0 — 5% to 20%
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. Lucia has implemented Phase Il of the CET and intends to move directly to Phase IV.
Proposdls for putting Phase 1V into effect are presently being reviewed. A committee has dso
been set up to review proposals for compensatory measures to recover revenue lost.

No action has been taken regarding Article 56 items. The issue of tariffication has aso not been
addressed and should be considered following the outcome of a study to be undertaken.

. Lucia has implemented the ASYCUDA sysem. However, a number of difficulties have been
experienced with its functiondity:

current cgpacity precludes processing during normal working hours,

commodity ligts are not available in a format usable by the sysem and have to be compiled
online separatdy;

considerable processing time is required since two data bases covering haf year's data have
to be maintained because of inadequate storage capacity;

To overcome these problems source documents were re-entered in the datistica system as trade
data from which smulaions were made of the effect of tariff adjustments. Problems were dso
encountered in converting from HS93 format to HS96 format because of imperfect correlations
between the two.

The proposds for putting Phase IV into effect took account of the following guiddines

revenue loss from the reduction of import duty would be compensated for by an
increase in consumption taxes,

the opportunity should be taken to smplify the consumption tax by reducing the number
of bands from nineteen to eight and the range of rates from 0% - 95% to 0% - 35%;

the effect on food items, clothing, medicines, basc education materid and petroleum
fuels should be revenue neutrd,;

the inflationary impact should be low;
there should be a reasonable degree of protection for domestic production.

The proposds contained two recommendations that would yield an estimated $10.0 million, $4.9
million over the actud revenue loss, asfollows:

1. A gened 5.0% increase in the consumption tax, including computers which were formerly
zero rated, and higher increases for items in which the import duty loss exceeded the vaue of
the genera increase.

2. Broadening the excise duties to include motor vehicles, dcohol and explosves.
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Import duties and consumption taxes are important sources of government revenues. In 1998 the
government collected $67.2 million in import duties and $120.1 million in consumption taxes,
together, representing 47.6% of tax revenues. To comply with the find phase of the Common
Externd Taiff (CET), 1453 of 6337 tariff items will require tariff rate increases, while 1140 will
require reductions. Government economic planners edimate that the CET will cause tariff
revenues to fal by $4.70 million or 7% of 1998's total, and consumption tax to decrease by $0.43
million, a loss of 4% of 1998 consumption tax revenues. Accordingly, the government is
planning to impose increases in consumption taxes on targeted import items not only to offset loss
of revenue arisng from tariff rate reductions but aso to generate a net import tax-revenue gain of
$10 million.

The government has recognised that dthough its sysem of import licensng provides protection
for domegtic production, it is inherently inefficient and is a odds with the WTO and CET.
Consequently, plans are on the way to phase out the import licenses and replace them with tariffs
that ae consgent with the CET. Additiondly, the government recently passed the
Environmental Protection Levy Act whereby a fee to be used to help cover the cost of protecting
the environment will be imposed on imported goods (excluding clothing, footwear, foodstuffs and
pharmaceuticas).

REVENUE EFFECTSOF THE CET

The following smulations were undertaken to determine the impact of varying the rates of the
CET on the agricultura sector consequent on the tariffication of the quantitative redtrictions
(QR).

The Common Externd Tariff (CET) represents an attempt by CARICOM countries to promote
indudridisation in the region and to harmonise their trade policies as a firg gep in meeting the
chdlenges of globa competition and trade liberdisation. The CET proposes that dl CARICOM
members should gpply common tariffs on imports from nonCARICOM countries.  Starting in
1993, the CET was to be implemented in four phases.

By the end of the last phase, which was adopted for implementation by1998, adl CARICOM
countries should have had the following CET rates (on non-CARICOM imports) in place: (1) a
0-5% import tariff on nortcompeting, primary, intermediate, and capitd inputs, (2) a 10% tariff
on competing primary inputs and cepita goods (3) a 15% tariff on competing intermediate
inputs, (4) a 20% tariff on non-competing find goods, and (5) a 20% tariff on garments, generd
manufactures and agro-industry commodities. For most CARICOM countries to meet the
requirements of the CET, they would need to decrease import tariffs on some items and increase
it on others. Dedines in imports arisng from tariff rate incresses may suggest the extent to
which CARICOM production is being subgtituted for nonrCARICOM imports. On the other
hand, tariff rate decreases imply loss of tariff revenues that member countries may need to make
up for by increesng non-CET import taxes.

This section andyses the effect of changes in CET rates on OECS tariff revenues, and nor:

CARICOM agricultura imports. OECS imports were grouped in accordance with seven CET
rate brackets: 0%, 35%, 510%, 10-20%, 20-30%, 30-45%, and >45%. The Anayss will help
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OECS policy planners to anticipate, in the presence of CET rate changes, the extent to which
CARICOM production would subgtitute for non-CARICOM imports, and the amount by which
non-CET import taxes would have to rise to keep net import tax revenues unchanged. To
conduct the andyss, the sudy employed a smulaion exercise in which the CET rae on
non-CARICOM agricultural imports was increased by 5, 10 and 15%. Next, CET rates were
adjusted to ensure that commodities in each rate group faced a CET rate of 100%.

For the purposes of this exercise, the CET rate increases and adjustments were applied only to
commodities that fell within the CET rae brackets of >20% (20-30%, 30-45%, > 45%). The
sudy assumes that nont CARICOM imports entering the OECS face symmetric unitary import
demand dadicities. The dadicities are symmetric in tha a given percentage increese or
decreasein CET rates (or in import prices) would produce the same magnitude of change.

In 1997, OECS (excluding Antigua) imports of agriculturd commodities from non CARICOM
countries amounted to $232.62 million. About 54% of these imports faced no import tariffs,
21.4% faced import tariffs of 5% or less, 4.9% faced rates ranging between 5 and 10%, 4.2%
faced rates between 10 and 20%, and another 15% faced tariff rates in excess of 20%. Over $15
million in CET revenues were collected, representing 41% of dl import taxes. Commodities
faling in the >20% rate groups accounted for a disproportionate 80% of the CET revenues.

The smulation results suggest that the CET rate increases on commodities in the >20% rate
groups would cause imports to fdl, CET taiff revenues to rise, and the resulting decline in
imports would cause nonCET import tax revenues to decline. However, increases in CET
revenues would more than offset non-CET revenue losses. For example, a 10% increase in the
CET rate would cause OECS imports to fal by 1.2%, CET revenues to rise by 15.3%, or $2.40
million, and net import tax revenues to rise by 6%, or $2.25 million

In 1997 S. Lucia imported $83 million worth of agriculturd commodities from non-CARICOM
countries, representing a dight incresse of 1.6% from the previous year. The share of imports
fdling in the various tariff rate groups remaned relatively condant. For example, the share of
imports associated with tariff rates of 5% or less increased by only 1.0% to 68.8%, while the
share accounted for by the >20% rate groups decreased dightly from 235 to 23.3%.
Consequently, there was very little change in CET and tota import tax revenues. CET revenues
totaled $7 million, or 54% of dl import taxes. The >20% rate groups accounted for 89% of al
CET revenues.

Among the >20% rate groups, in 1997 the 20-30% rate group had an average tariff rate of 27.6%,
the 30-35% group an average rate of 35.8% and the >45% group had an average rate of 48.5%.
These average rates were quite Smilar to those obtained in 1996.

A 5% increase in CET rates among the >20% commodity rate groups would cause imports to fall
by 0.9%, CET revenues to rise by 9.9%, and net import tax revenues to increase by 5.3%, from
$13.1 million to $13.8 million. Similarly, a 10% CET rate increase would induce a 1.8% decline
in imports, an 18.8% rise in CET revenues and net import taxes would increase by $1.3 million,
arise of 10%. Regarding the 15% CET rate increase, imports would fal by 2.7%, CET and net
import tax revenues would rise by 27 and 14%, respectively.
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As a reault of these tariff amulation exercises, the average tariff rate associated with the 20-30%
rate bracket ranged from 31.3% in the presence of the 5% rate increase to 37.6% when it was the
15% increase.  Similarly, for the 30-45% rate group the average tariff rate ranged from 39.3% to
45.2%, and the average rate for the >45% rate group ranged from 51.7% t057.2%. Imposing a
CET rate of 100%, would lead to a 12% decline in imports, but CET and net import tax revenues
would rise, respectively, by 44 and 18%. According to Figures 3.a and 3.b, the 20-30% rate
group followed by the 30-45% group accounted for the greaster share of imports and tariff
revenues, and, among the smulation scenarios, the 100% tariff impogtion produced the grestest
effect on both imports and tariff revenues.

TRADE LIBERALISATION NEGOTIATIONS(FTAA & WTO)

S. Lucia is to conduct negotigtions on trade liberdisation through the Regiond Negotigtion
Machinery established by CARICOM to represent the interest of the region at WTO and FTAA.

The impact of trade liberdisation on a globd scde is likdy to have much greater sgnificance as
far as St. Lucia's fiscd dtuaion is concerned than the changes that have taken place on its tariffs
s fa. Despite a high revenue buoyancy ratio and its relaively srong fisca performance, its
fiscd regime is dill deficent in many respects The tax sysem needs a mgor overhaul to
remove inefficencies both in terms of its dlocative efficiency and its cost effectiveness.
Although the recurrent expenditure/GDP ratio is moderate, there is need to examine the
efficiency of its resource use.  Furthermore, its savings ratio has been supported by large grants
which may be unsugainable in the medium term. In this Stuation there are a number of factors
to be considered in moving towards complete trade liberdisation. Among these are;

the importance of import duties as a share of total recurrent revenue;

the deficencies in the current fiscd regime;

the market structure of the import trade and its response to changes in border prices;

possble contraction in the economy aisng from negaive sector response to externd
competition which could have an impact on revenue generating capacity.

S. Lucia depends on international trade for a consderable part of its recurrent revenue. Overdl
taxes on international trade account for 56.7% of its total recurrent revenue of which import
duties account for 14.2%. A one-off remova of import duties would destabilise its fisca
gtuation, especidly in view of the deficiencies that presently exist in itsfiscd system.

In generd, reductions in tariff do not necessarily result in loss of revenue. Price dadticity of
demand, in theory, simulates growth in import volumes with usudly low inflationary effects
However, if the market sructure does not favour price competition, then the reverse will be
experienced. Budgness in S Lucia is generdly competitive and there is no evidence of cartdiamn
as in the case of most of the other OECS countries. But given the magnitude of the adjustment
required there will be opportunities for windfal profits which could frugtrate opportunities for
expangon in trade.

Moreover, while price dadticity of demand could stimulate short-term increases in the volume of
imported goods and keep revenue buoyant, they could aso reduce demand for import substitute
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goods and cause the domestic economy to contract in the long term. The use of exchange rate
adiugments as a mechaniam for price redignment may have minima impact given the high
import content of domestic production, especialy import substitute goods.

The net effect could be a fall in demand and contraction in both the economy and government
revenues.

The magnitude of the adjusment as indicated above requires firdly that the fiscd regime be
drengthened to remove inefficiencies in the current tax sysem and improve resource alocation
and use in the government budget. Secondly, the dimination of tariffs should be done on a
phased bads that would have minima disruption to the flow of revenues into the government
budget.

In order to address the latter smulations of the effect of the reduction in tariffs were conducted
using the World Bank 123 modé!.

SIMULATIONSOF A REDUCTION IN TRADE TAXES

This section proposes to andyse the impact on the fisca accounts, the sequentid reduction in
tariff rates based on trade liberdisation. The bads of the exercise is premised on a given st
savings investment baance of the economies in question. By how much would indirect taxes
have to increase in order to maintain this baance. The adjustment is therefore entirdy fisca and
congstent with the economic foundations of the Eastern Caribbean Central Bank Currency
Union. Given the limits placed on the degree of Centrd Government borrowing from the
monetary authorities, there is a binding congrant on governments ability to moretise thelr
deficits.  This adjusment is further reinforced by the choice of nomina anchor whereby the
exchange rate is pegged at a fixed rate to the United States dollar. Given our degree of openness
the economies of the Currency Union have been heavily dependent on taxes on internationd
trade and transactions as a magor source of revenue. This degree of dependence increases the
vulnerability of the economies to shocks arisng from increased trade liberdisation. The likey
edablishment of Regiond Economic Partnership Arrangements (REPAS) under the new Lomé 5
protocol and accesson to the Free Trade Area of the Americas (FTAA) will dter tariff rates
among the membership in these regiond trading blocks.

Member countries of the Currency Union therefore must take a proactive and anticipatory stance
in mitigating the cods of adjusment arising during the tranditiona period.

The One Country, Two Sector, Three Good (123) Model

This modd refers to one country with two producing sectors and three gods. The sectors are
the traded and non traded goods sectors while the goods produced are the export good, a
domestic good and an import good. The three agents involved in the modd are a producer, a
household and the rest of the world. There are a totd of twenty equations and two accounting
identities.  Five equaions decribe the underlying reationships that generate red flows. Six
explan price redionships.  Four describe nominad flows while the remainder describes
equilibrium or market cdearing conditions. These market clearing conditions State that supply
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must equa demand and that the balance of trade condraint must be satisfied. The model does
not assume that al tradables are perfect substitutes with domestic goods. The modd is static and
does not yield a dynamic solution but a one period result based on the type of shock that is
selected.

Transmission Mechanism of A Reduction In Tariffs

One of the key assumptions underlying the modd is imperfect subdtitution between tradables and
nonttradables.  This assumption enables deviations from the law of one price which is standard
in classicd trade theory. By relaxing the assumption of perfect subgtitution between traded and
non traded goods the modd reflects the body of empirica evidence that indicates that changes in
the price of imports and exports are only partidly transmitted to the prices of domestic goods.
Product differentistion of both imports and exports given the level of aggregation permits an
extenson of the Sdter Swan modd and gives rise to normaly shaped offer curves. All domedtic
goods that are not exported are effectively treated as nontradables (semi-tradables). Another
key assumption in the mode is the smdl country assumption whereby the country is a price taker
in both import and export markets.

In this model, consumers consume a composite good (Q) that is comprised of imports (M) and
domedtic good (D). Reaedy dl income is spent on the composte good to saisfy the
equilibrium condition that the vaue of goods demanded must equal aggregete expenditure. The
desred ratio of imports to the domegtic goods is a function of reative prices for a given degree
of subditution. This dlows for the reative demand functions to be linearly homogeneous of
degree zero thus mitigating issues of “money illuson’.

When the import tariff rate is cut this changes the rdative price of imports to the domestic good.
Imports become cheaper and there is a real appreciation of the exchange rate. There are two
effects that arise: the income effect and the subdtitution effect as imports become relatively more
atractive.  For a given propengty to import, consumers maximise utility by consuming more of
the import good as red income is now higher. For most developing countries such as those of
the currency union the income effect is likedy to dominate given low dadticities of subditution.
Both exports and the domestic good will be more expensive relative to imports.

In the dmulatiion the condraint that the overal savings invetment bdance should reman the
same is imposed.  The smulation bascaly asks the question by how much would sdes tax/vaue
added tax or excise tax revenues have to be raised in order to ensure revenue neutrdity. The
current revenue has three components related to (@) tradable sector; (b) non-tradable sector and
(c) oveadl income. Revenue is therefore a function of the product of the import tariff rate times
the real exchange rate times the value of imports plus the product of the salesexcise/value added
tax rate times vaue of demand for the composite good plus the product of the direct tax rate
times tota income. Hence when the import tariff rate is cut it, the income effect results in more
imports hence the quantity effect dominaes the price effect for a given propendty to import in
the revenue function. The second effect is traced through the sdledexcise or value added tax rate
as it is applied to demand for the composite good which is comprised of both imports and
domestic goods. The sdes or excise tax provides a compensatory mechanism that ensures that
the savings invesment baance is maintained for a given cut in the import tariff rate. Waras
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Law ensures that the sum of the price-weighted excess demands summed over dl markets must
be zero.

SIMULATIONS

The smulations were based on a 25.0%, 50.0% and 100.0% reduction of import tariff rates in the
face of increasing trade liberdisation. The method of adjustment assumed was internd based on
a change in the tax regime. It was assumed that given the reliance on trade taxes for most
revenue that indirect tax rates would have to change in order to maintain the existing savings
investment balance. The indirect taxes could take the form of a sdes tax or some other form of
indirect tax on consumption. The basdline year chosen was 1998.

During the 1980's trade taxes accounted for 51.8% of current revenue. The degree of
dependence on these taxes increased during the 1990’'s to 54.0% of current revenues. The yield
from these Bxes as a per cent of GDP rose from 12.3% to 13.1%. Arisng from a higher growth
in nomina GDP, the revenue and trade eladticities in the 1980's were 1.16 and 1.26 respectively.
Slower GDP growth arisng from a weaker export sector in both goods and services in the 1990's
resulted in arevenue and trade eadticities of 0.92 and 0.88 respectively.

St. Lucia Revenue and Trade Tax Elasticities

1980-98 1980's 1990's

Revenue 1.07 1.16 0.92
Trade Tax 1.13 1.26 0.88

For a 25% reduction in tariff rates indirect taxes would have to be increased to 3.0% of GDP and
for a 50.0% reduction these taxes would have to rise to 6.0% of GDP. For the full liberdisation
scenario these taxes would have to rise to 13.4% of GDP

St. Lucia Smulations

. Indirect Tax Rate
Taiff Rate Per Cent GDP
25% reduction in Import Tariff 3.0
50% reduction in Import Tariff 6.0
100% reduction in Import Tariff 134
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Table1.10: St. LuciaBasdinelndicators

1998 Badine
ECSM  Per cent of GDP

GDP Market Prices 1698.2
Consumption 1414.7 83.3

Private 1101.7 64.9

Public 313.0 18.4
Domestic Saving 283.5 16.7
Investment 418.48 24.6
Imports of Goods 878.0 51.7
Exports of Goods 169.22 10.0
Foreign Saving 181.1 10.7
Av. Taiff Rae/l 0.260 -
Current Revenue 4244 25.0

Trade Taxes 228.4 134
Current Expenditure 333.2 19.6
Current Account Bdance /2 90.18 5.3
Ovedl Bdance -90.32 -5.3

1 /Defined as theratio of Trade Taxes to Imports of Goods

2 / Denotes Current

Account After Grants

Fig. 3.a St. Lucia, Simulation Results on Imports, 1997
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CONCLUSION

The peformance of the S. Lucian economy during the 1990's has reflected the chdlenging
times in which the country operaies. Growth averaged only 1.7% annudly towards the end of
the decade of the 1990s compared to 5% during the last few years of the 1980s.

In the coming years the country faces the chdlenge of adjudting to the changed circumstances in
the internationa environment, but it faces these chdlenges better equipped than nost of the other
OECS countries. A garts out with a strong fiscd podtion, a more diversfied economy and a
stronger human resource base.

In the area of agriculture the competitiveness studies suggest that the country is most export
compstitive in the production of bananas, mangoes, pinegpple, plantains, coconuts, avocado,
yams sweet potato and ginger. Among the beverages and processed foods, . Lucia was shown
to have a competitive advantage in coconut oil, beer, but competitive disadvantage in acoholic
beverages.

The manufacturing sector that has developed with the ad of high levels of protection. The agro-
processing sector has grong linkages with the agricultural sector and has the potentid to be
competitive in sdected niche makets but the survivd of some firms in the sector may be
doubtful without the protective arrangements. In this regard the authorities may need to dlow
the least efficient firms to exit the sector in an orderly manner while providing support to those
firms that have the potential to be export competitive. A package of assstance would need to be
provided to these firms and may include, finance and technicd assgtance in  product
development, factory layout, marketing etc. Given the tight budgetary condraints facing the
country and the expected loss of revenue from trade liberdisation it may be necessary to access
the required resources from external sources.

The tourism industry has been the man source of growth in the economy. Occupancy rates
which have been variable have averaged approximately 67%. Although the USA, UK and
Caribbean markets have accounted for, on average, over 70% of al stay-over vigtors, there is a
need to increase arivas from the Canadian market. European vigtors stay an average of two
weeks in contrast to 37 days by vigtors from the USA. Increased marketing and promotion and
arlift capacity from Europe would enhance the foreign exchange earnings of the dedtinaion.
There is ds0 a need for increased integration of this industry with the agriculturd sector in order
to increase the locd content in vaue added in the industry. As the tourism product become
increedangly dl indusve (60% of dl rooms) this will have implications for foreign exchange
retention, value added and the degree of government revenue derived from the industry for the
purposes of marketing and promation.

The recent granting of a subsdy to American Airlines to ensure arlift cgpacity to the dedtination
speaks to a need for focussed marketing and promotion. The staging of the St Lucia Jazz
Fedtivd has increased Stay-over vidtor arivas from the three leading markets but this may not
be sufficient in atracting more long day vistors. Targeting a room capacity of 5000 by the year
2000 highlights the need to integrate FDI inflows into increesng hotd plant with a medium term
drategic plan to enhance air lift capacity to the destination.
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Differentition of the tourism product is possble given the increesng number of smdl hotes.
These can be marketed in a manner that didinguishes them from the severd of the larger hotels
that are owned or operated by international chains. The role of the cruise ship industry has to
evduate in the context of the subgtantid costs of infradructure and low average daly
expenditure of this type of passenger. The Tourig Board will have to evduae usng market
intelligence the number of day-over vistors that were once cruise ship passengers. The move
towards mega cruise liners may warrant additiona investment in infrastructure.

. Lucias tax gructure is generdly compliant with WTO rules except for differentiation in rates
of embarkation tax applied to nationads and non-natiionas and the diens landholding license fee
required of non-nationds entering into land transactions which appear to discriminate againgt
non-nationds.  The main concern is not the revenue loss involved in a downward leveling of the
embarkation tax or the deregulation of land transactions, which can be absorbed with dight
budget modifications. With regard to the diens landholding license fee, however, there are
socid condderations involved principdly the possble dienation of deserving nationds from
lands criticaly needed for basc shelter and smdl faming. A phased gpproach to deregulation
should be consdered. A customs revenue charge a 4.0% appears to be in violation of the limit
st for cost recovery. Downward adjusment to the permissble limit of 1.0% would result in
consderable revenue loss and compensatory messures that could disrupt domestic production
unless it can be done within the framework of an overdl tax reform amed a shifting taxes from
imports downstream to awider base of expenditure.

. Lucias fiscd peformance has been farly sable with current savings equivaent to nearly
6.0% of GDP in 1998. Although revenue buoyancy has been high, there are deficiencies in the
tax sysem which need to be corrected, principaly inequdities in the didtribution of the tax
burden and wesk enforcement capacity. The incentive regime creates didortions in burden
sharing and resource alocations and also provides opportunities for tax evason or avoidance.
There is urgent need to review the structure of taxes, the incentive framework and discretionary
concessions policy aswell asto strengthen tax adminigtration.

On the expenditure side, improvements are needed to rationalise budget alocations, especidly
with regard to the outlay on wages and sdaies The leve of invesment spending in a Stuation
of dedining fiscd savings has cdled for grester attention to project seection and resource
mobilisation. The steep rise of St. Lucids public debt and the large share of domegtic financing
sgnas the need for prudence in the structure and cost of investment financing.

. Lucia has implemented Phase Il of the CARICOM CET and intends to move directly to
Phase IV. This further step towards trade liberdisation and any future movements towards the
dimination of tariffs are likey to result in high revenue cogts unless adjusments are made within
a comprehengve tax reform amed a shifting border taxes downstream to expenditure and
broadening the tax base to capture more of the services sector. There may be need for
consderable internationd support and a period of trangtion that takes account of S. Lucids
indtitutiona strengths and possible economic disruptions.

The study suggests that the market for services in & Lucia is dready characterised by sgnificant
liberdisation further liberdisation would benefit the country more than it would lose. Thus a
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negotiating drategy would move to further liberdise the services sector in exchange for
concessions in agriculture.  The study could not identify a case for the St. Lucia as pat of the
OECS grouping to pursue a negotiating drategy that was different from the rest of CARICOM
except in 0 fa as the sequencing of adjusment measures and the trangtion period for
liberdisation are concerned. Action to be taken and the trangtion period required are indicated
in the Section on the Way Forward in the Overview.

Table1.11: St. Lucia Tourism Statistics

M ean M ean M ean
1986-90 1990-94 1995-98

Stay-overs 120,756 177,231 285,529
Cruise ship Passengers 81,475 152,004 264,600
Stay over growth 841 10.93 15.37
Cruise ship Passenger growth 19.21 12.44 24.31
Totd Vistor Growth 12.08 11.30 19.28
Vidtor Expenditure EC$m 224.90 440.36 673.00
Vigtor Expenditure Growth 10.21 16.89 7.64
Service Penetration Index /1 1.12 1.73 3.89
USA Market Share 31.29 28.99 29.32
UK Market Share 21.96 23.36 20.11
Caribbean Market Share 22.04 23.89 20.65
Canadian Market Share 11.51 7.87 4.81

1/ Defined as the ratio of service exports to merchandise exports
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Table1.12: St. Lucia Real Sectoral Growth and Real Relative Contribution

M ean M ean M ean
1986-89 1990-94 1995-98

Tourism
Contribution 9.81 10.26 12.25
Growth 957 7.17 5.44
Construction
Contribution 6.87 7.87 8.35
Growth 18.88 4.01 0.57
Communications
Contribution 3.99 6.87 8.56
Growth 21.25 17.20 2.15
Transportation
Contribution 11.19 10.30 10.83
Growth 9.59 1.87 2.22
Banks
Contribution 6.80 7.73 9.43
Growth 16.49 4.72 6.94
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Table 1.13: St. Lucia Foreign Direct Investment (FDI) Profile

M ean M ean M ean
1986-89 1990-94 1995-98

FDI as Per Cent of GDP 5.85 9.6 8.2
FDI as Per Cent of ECCB 16.74 24.65 20.81
Inflows

Equity Share of FDI 68.62 4.45 18.21
Land Sales Share of FDI 10.24 14.67 7.9
Reinvested Earnings Share of FDI 8.61 32.33 47.59
Other Investment Share of 12.53 48.45 6.98
FDI
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Table1.14: St. LuciaMonetary Survey (EC$M)

S Lucia

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

Net Foreign Assets 107.73 14240 179.07 14510 15224 19643 176,57 115.06 71.93 92.14 11.78 (7.04) 92.61
Central Bank (net) 67.81 83.12 88.15  103.16 11567 150.28 14489 15725 147.83 163.14 146.07 159.38 185.05

Commercia Banks 39.91 59.28 90.93 41.94 36.57 46.15 31.69 (42.19) (75.90) (71.00) (134.29) (166.41) (92.44)
(net)
External (net) 40.46 58.64 77.34 4461 38.58 38.22 35.14 (17.37) (52.01) (54.65) (105.37) (88.63) (78.82)

Other ECCB Territories  (0.55) 0.64 13.58 (2.67) (2.02 793 (3.46) (2482 (23.89) (16.35) (28.92) (77.78) (13.62)

(net)

Net Domestic Assets 197.00 22175 26147 366.68 433.09 43523 463.92 59225 676.85 724.69 820.72 895.60 903.84
Domestic Credit 243.09 27198 32060 41940 46495 48115 516.56 659.26 < 714.27 773.07 864.34 953.13  989.94
Central Government 71.77 72.50 45.50 44.02 34.01 15.03 (10.44) (12.66) (16.16) (20.19) (15.21) (23.37) (38.89)

(net)
Other Public Sector (48.39) (61.40) (104.48) (116.13) (127.90) (137.81) (109.04) (99.56) (100.08) (112.77) (125.91) (134.73) (171.30)
(net)
Non-Bank Financial  (55.44) (49.32) (21.94) (27.91) (19.65) (19.85) (44.11) (35.00) (29.97) (40.13) (61.48) (45.31) (49.95)
Ingtitutions (net)
Subsidiaries (net) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.08 (0.27) (4.32) (15290 (8.12
Private Sector 27515 31021 40152 51942 57848 623.78 680.14 806.47 860.41 946.42 1,071.26 1,171.82 1,258.19
Other Items (net) (46.10) (50.24) (59.13) (52.72) (31.86) (45.92) (52.64) (67.00) (37.42) (48.37) (43.62) (57.53) (86.11)
Money Supply (M2) 30472 36415 44054 51179 58533 63166 64049 707.31 748.78 816.84 83250 888.56 996.44
Currency 39.05 52.06 56.28 67.28 64.23 62.88 64.26 67.15 65.24 73.56 70.30 69.61 77.52
Demand Deposits 46.34 55.33 70.67 78.90 90.99 86.31 134.77 147.20 146.62 164.61 155.37 169.65 170.38
Savings Deposits 12398 15273 19279 230.61 25758 287.08 287.71 326.33 359.11 400.82  417.22 42743  467.90
Time Deposits 9502 103.79 11926 13397 17145 19383 15262 16441 17441 17359 186.10 217.63 27357
Foreign Currency 0.34 0.26 154 1.03 1.07 151 114 222 3.40 4.25 351 4.25 7.07
Deposits
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Table 1.15
St. Lucia Savings Investment Profile

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Sour ce of Funds 150.0 161.6 221.3 291.3 276.6 288.2 306.4 3234 327.7 330.2 341.8
Gross Nationd Savings 135.7 127.2 177.2 123.6 130.2 101.2 164.9 197.0 215.3 259.3 191.8
Gross Domestic Savings 118.4 1035 185.9 1331 180.4 144.3 218.2 263.1 257.2 312.7 247.4
Public Sector 64.8 84.0 36.4 42.3 22.5 122.0 143.0 154.0 148.0 124.0 128.0
Private Sector 53.6 195 149.5 90.8 158.0 22.3 75.2 109.1 109.2 188.7 119.4
Transfers from Abroad 30.3 37.3 20.5 19.1 20.5 36.9 24.4 25.0 48.2 51.8 35.6
Net Factor Income -13.0 -13.6 -29.2 -28.6 -70.7 -80.0 777 -91.1 -90.1 -105.2 -91.2
Foreign Savings 14.3 34.4 44.1 167.7 146.4 187.0 141.5 126.4 112.4 70.9 150.0
Use of Funds
Domestic Investment 150.0 161.6 221.3 291.3 276.6 288.2 306.4 3234 327.7 330.2 341.8
Public Sector 87.6 92.8 146.6 158.7 183.0 155.0 174.0 187.0 194.0 136.0 156.0
Private Sector 62.4 68.8 74.7 132.6 93.7 133.2 1324 136.4 133.7 194.2 185.8

(In percent GDP Market Prices)

Sour ce of Funds 20.6 20.2 24.3 28.3 24.6 23.8 22.8 24.1 234 221 222
Gross Nationd Savings 18.6 15.9 19.5 12.0 11.6 8.4 12.3 14.7 154 17.3 12.4
Gross Domestic Savings 16.2 12.9 204 12.9 16.1 11.9 16.2 19.6 18.4 20.9 16.0
Public Sector 8.9 10.5 4.0 41 2.0 10.1 10.6 115 10.6 8.3 8.3
Private Sector 7.3 2.4 16.4 8.8 14.1 18 5.6 8.1 7.8 12.6 7.7
Foreign Savings 2.0 43 4.8 16.3 13.0 155 105 9.4 8.0 47 9.7
Use of Funds
Domestic Investment 20.6 20.2 24.3 28.3 24.6 23.8 22.8 24.1 234 221 222
Public Sector 12.0 11.6 16.1 15.4 16.3 12.8 13.0 13.9 13.9 9.1 10.1
Private Sector 8.6 8.6 8.2 12.9 8.3 11.0 9.9 10.1 9.5 13.0 12.0
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