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SAINT LUCIA - DATA SHEET

Area (Squareml)................. 238.0
(Square km)................ 616.0
(Squareml)................. 207.9
Habitable Area (Square km)................ 539.1
Revised Preliminary
2010 2011
POPULATION AND DEMOGRAPHICS
Population 165,595 167,123
Population Density! - Per sq. ml 796.5 803.9
- Per sq. km 307.2 310.0
Birth Rate (per 1000) 13.8 13.7
Death Rate (per 1000) 7.6 7.6
Infant Mortality Rate 20.1% 20.1%
Revised Preliminary
GDP at Basic Prices 2010 2011
Constant Prices ($M) 2,511.0 2,537.0
of which: - Hotels and Restaurants 260.7 267.0
- Agriculture 87.1 81.4
Rate of Growth 0.6% 1.0%
GDP per capita (US$) 6,211.6 6,192.1
CENTRAL GOVERNMENT FISCAL OPERATION?2 FY 10/11 FY 11/12
($M) ($M)
Total Revenue & Grants 874.5 928.8
Current Revenue 787.8 836.0
Total Expenditure 1,041.0 1,183.3
Current Expenditure 742.5 780.7
Capital Expenditure 298.6 402.6
Current Balance 45.3 55.3
Primary Balance -64.8 -143.3
Overall Balance -166.5 -254.4
DEBT ($M) ($M)
Public Debt 2,036.6 2,273.19
of which: External Debt 1,063.4 1,124 .4
Debt Ratios
Central Government Debt Service/Current Revenue 23.1% 23.8%
Public Debt/GDP (rebased) 64.8% 68.5%
of which: External Debt /GDP 32.5% 33.9%

Change
(%)

0.9%
0.9%
0.9%
-0.9%

Change
(%)
1.04%
2.4%
-6.5%

-0.3%

Change
(%)
6.2%
6.1%
13.7%
51%
34.8%
22.1%
121.1%
52.8%

11.6%
5.7%

1 The Population density is equal to the population divided by the habitable area.

2 Figures relate to fiscal years 2010/11 and 2011/12.




MONEY AND CREDIT ($M)
Total Deposits

Money Supply (M1)

Money Supply (M2)

Bank Credit to Public Sector
Bank Credit to Private Sector

Bank Credit By Sector:

Agriculture

Manufacturing, mining and quarrying
Tourism

Distributive Trades

Personal

Transport

Public Utilities

Construction and Land Development
Public Administration (Gov’t Services)
Professional and other services

Total Credit

AGRICULTURE
Banana Exports to UK
UK Banana Exports Revenue (EC$ M)

TOURISM
Total Visitor Arrivals
of which: -  Stay-over Tourist
- Excursionists
- Cruise Ship Arrivals

- Yacht Passenger Arrivals

MERCHANDISE FOREIGN TRADE($M)
Imports (c.i.f. value)
Domestic Exports

PRICES AND UNEMPLOYMENT
Inflation Rate (period average)
Unemployment Rate

EDUCATIONS?3

Primary School Student Enrollment
Secondary School Student Enrollment
Tertiary School Student Enrollment (SALCC)

RATE OF EXCHANGE (US$)

2010
3,458.8
644.5
2,559.2
269.4
3,787.6

33.1
97.9
761.8
315.0
1,260.8
105.7
105.2
371.3
136.1
705.3
4,004.8

21,701
41.9

1,015,645
305,937
7,613
670,043
32,052

1,789.1
249.3

3.25%
20.6%

AY 09/10
18,594
15,655
2,929

EC$2.70

2011
3,560.3
675.4
2,729.8
286.9
3,887.5

27.4
103.3
779.2
310.8

1,312.0

92.6

85.3
401.8
133.9
740.7

4,057.9

6,556
13.2

976,216
304,639
8,134
630,304
33,139

1,889.9
238.4

2.77%
21.2%

AY 10/11
17,892
15,255
3,797

EC$2.70

% Change
2.9%
4.8%
6.7%
7.2%
2.6%

-17.3%
5.5%
2.3%
-1.3%
4.1%

-12.3%

-18.9%
8.2%
-1.6%
5.0%
1.3%

69.8%
-68.6%

-3.9%
-0.4%
6.8%
-5.9%
3.4%

5.6%
-4.4%

% Change
-3.8%
-2.6%
29.6%

® Figures relate to the academic years 2009/2010 and 2010/11




CHAPTER ONE
EXTERNAL ECONOMIC DEVELOPMENTS

International

Led by robust growth in emerging and developing economies, the global economy,
although challenged, continued to recover gradually from the “great recession” which
began in 2008. However, against a backdrop of unresolved structural fragilities, global
economic activity slowed in 2011, owing to major shocks including the Japan earthquake
and anemic growth in advanced economies. The steady progress experienced in the
global economy in the first half of 2011 was stalled in the second half of the year by
intensified financial instability and the debt crisis in the euro area coupled with rising
commodity prices. Increases in oil prices were associated with uncertainty and supply
disruptions due to mounting unrest in the oil producing countries in the Middle East

and North Africa.

Table 1: Selected Global Economic Indicators

Growth% Inflation %

Country 2007 | 2008 | 2009 | 2010 | 2011 | 2007 | 2008 | 2009 | 2010r | 2011
World 52 130 |-06 |52 |38

United States 22 0.4 26 /30 |18 |29 42 [-04 |16 3.0
Euro Area 2.6 0.6 | 41 |19 |16 |21 |35 |03 1.6 2.6
United Kingdom | 3.1 0.5 | -49 (21 |09 |23 |38 |19 3.3 4.5
Canada 27 104 | 25 (32 (23 |21 |25 |01 1.8 29
Japan 24 -1.2 | -63 (44 |-09 |0 16 |[-11 |-07 -0.4
China 119 |96 | 92 1104 (92 |48 64 |-01 |33 5.5
India 9.3 7.3 | 57 199 |74 |64 |79 |87 12.0 10.6

Source: IMF World Economic Outlook (September 2011 and January 2012)

The global economic performance was characterized by substantial differences in the
pace of economic growth across regions and economies. Growth in advanced economies,

though supported by the easing of monetary policy, decelerated due to lingering




weaknesses in credit, labour and housing markets associated with the global financial
crisis. Growth was adversely affected by weak underlying demand, heightened fears of
a “double-dip” recession and the persistence of large fiscal imbalances and high debt
levels, particularly in the European Union. In contrast, emerging market economies,
particularly the BRICS! nations, registered strong growth, albeit lower than that of 2010,
partly attributed to the effects of accommodative macroeconomic policy. Inflationary
pressures persisted as most of these economies were faced with overheating on account

of resilient domestic demand and strong capital inflows.

During 2011, the US economy lost some of its momentum, registering tepid growth due
to a sluggish transition from public to private demand and mounting fiscal challenges.
This is reflective of a protracted job recovery despite the drop in the unemployment rate
to 8.5 percent at the end of 2011 from 9.4 percent in 2010. Growth was also constrained
by continued weaknesses in the housing market and household finance, the spill-over
effects of the euro crisis and reduced inventory investment and government spending.
Nonetheless, these developments were partly offset by a pick-up in business investment,
consumer spending and an increase in net exports. While inflation was elevated in 2011
on account of increasing commodity and fuel prices, interest rates were kept at

historically low levels.

Notwithstanding supportive high commodity prices, growth in Canada remained
moderate following the recovery in 2010. This was attributed to the withdrawal of the
fiscal stimulus and the effects of the slowdown in the US. However, Canada remained in
a relatively sound fiscal and financial position. In 2011, Canada recorded higher inflation
stemming from rises in fuel and food prices. The unemployment rate fell slightly to 7.5
percent from 7.8 percent in 2010 as business spending and real estate activity improved.
Export growth was strong while interest rates remained low at 1.0 percent during the

review period.

! BRIC refers to Brazil, Russia, India, China and South Africa.



The economic recovery in the UK stalled in 2011. The slowdown in growth was partly
influenced by fiscal tightening undertaken by the government to address the severe
fiscal imbalance of the country. As a result, the unemployment rate rose to 8.3 percent,
the highest since 1995. Constrained demand and sluggish economic activity resulted in

lower inflation of 4.2 percent in December 2011 compared to 4.8 percent in November.

In the euro area, the recovery experienced in the first quarter faltered during the rest of
2011 brought about by major financial turbulence, fiscal austerity amid rising
commodity prices. While monetary policy was accommodative, policy-makers front-
loaded fiscal consolidation in an attempt to resolve the debt crisis as concerns intensified
about large fiscal imbalances and debt sustainability. Interest rate spreads reached new
highs on sovereign debt, especially in Greece, with contagious effects within the euro
zone. These sharp economic adjustments including bank deleveraging, led to tight
liquidity conditions which reduced confidence and private consumption and dampened
growth. Germany recorded growth of 3.6 percent while the performance of the other
economies was sluggish. Some countries, notably Spain, Italy, Ireland and Portugal,
continued to grapple with the sovereign debt crisis and the vulnerabilities in their

banking and financial systems.

Real GDP growth remained buoyant in emerging Asian economies in 2011. However,
growth in China decelerated over the course of the year, reflecting macroeconomic
policy tightening in response to inflationary pressures and earlier signs of overheating.
In addition, lower export demand, the unwinding of the fiscal stimulus and a reduced
pace of investment growth moderated economic activity. Similarly, in India, investment
was sluggish due to corporate sector governance issues and a less favourable external
financing environment. In Japan, the overall economic contraction was led by a notable
downturn in the second quarter, following the earthquake and tsunami in March.
However, fiscal policy measures supported reconstruction efforts and contributed to an
easing of supply constraints. This resulted in the commencement of a rebound in

economic activity observed later in the year.



Regional

International developments resulting in decelerated growth in the global economy in
2011, adversely influenced the performance of regional economies. However,
preliminary estimates indicate that some Caribbean countries are gradually emerging
from the effects of the global downturn as they recorded expansion in GDP growth in
2011. However, rising international oil and food prices served to dampen the growth

resurgence.

Barbados registered marginal growth of 0.5 percent which was partly constrained by
expenditure containment in the public sector. This performance was attributed to
growth of 0.3 percent in the tourism sector which reflected a 7.0 percent increase in
tourist arrivals accompanied by reduced lengths of stay and average daily spending.
Expansions were also recorded in the construction sector (4.4 percent) and the transport
& communications sectors (0.6 percent). In line with the revised targets established by
the Government’s Medium Term Fiscal Strategy (MTFS), there was a narrowing of the
fiscal deficit to 4.8 percent of GDP for the period April to December 2011 from 7.4
percent one year earlier. The average unemployment rate increased to 11.5 percent for
the first three quarters of the year compared to 10.5 percent in 2010. As of October 2011,

inflation reached 8.7 percent, associated with an increase in the VAT rate in late 2010.

The economic downturn in Trinidad &Tobago deepened, following a negligible decline
in 2010. This performance is attributed to a decline in energy production due to technical

disruptions and lower levels of growth in the other non-petroleum sectors. Influenced

Table 2: Selected Regional Economic Indicators

Country Real Growth % Inflation%

2008r | 2009r | 2010r | 2011pre | 2008 | 2009 | 2010r | 2011pre
Barbados 0.1 -3.7 0.2 0.5 8.6 3.1 5.5 8.7
ECCU 2.7 5.7 -2.2 -0.6 7.5 1.2 2.7 3.5
Guyana 2.0 3.3 3.4 54 64 | 3.0 3.7 3.3
Jamaica -0.9 -3.0 -0.1 1.5 168 | 10.2 | 114 6.0
Trinidad and Tobago 3.5 -3.5 | -0.02 -1.3 120 | 70 | 102 5.8

Source: Country and IMF Reports
r=revised pre=preliminary




partly by greater stability in the exchange rate, headline inflation receded from its peak
in 2010 when prices were fuelled by weather-related shocks to food supply. The
unemployment rate increased to 5.8 percent in the first half of 2011 from 4.8 percent in
2010. The fiscal balances worsened due to higher recurrent expenditure, resulting in a
fiscal deficit for the third consecutive year of approximately 5.5 percent of GDP in 2011.
As a result, public sector debt increased by 2.1 percent but remained Ilow.
Accommodative monetary policy resulted in a further reduction in the interest rate from

3.75 percent in 2010 to 3.0 percent between January and August 2011.

Private activity was complemented by strong public investment in Guyana, leading to
higher employment. This led to robust growth in 2011, emanating from expansions in
the productive sectors, including manufacturing. Yields in agriculture (sugar and rice)
were boosted by favourable weather and capital investment while high international
prices led to increased bauxite and gold extraction. Reflecting strengthened economic
activity, the budget deficit fell to 3.5 percent of GDP in 2011 and the debt to GDP ratio
stood at 47.0 percent. There was a tightening of monetary policy as the Bank of Guyana
continued to focus on stabilizing prices and to mop up liquidity as a result of strong
growth in domestic credit. The exchange rate was relatively stable in the first half of

2011 with a marginal devaluation to reach G$203.5 to the US dollar.

Jamaica recorded its first annual expansion in real GDP since 2007, reflecting increased
mining and agricultural production supported by modest recovery in manufacturing
and construction. This performance was due largely to a boost in output of bauxite and
alumina which was driven by higher world prices. Favourable weather conditions and
support from the EU Cane Expansion Fund contributed to an improved performance in
the agricultural sector. Despite fiscal adjustments and debt restructuring under an IMF
programme, the fiscal situation deteriorated and the public debt to GDP ratio remained
high at 140.0 percent. The trade deficit at the end of 2011 stood at US$4.5 billion,
increasing by 29.6 percent when compared to 2010. This was attributable to increased
imports of fuel, machinery and food. The outflow of foreign exchange was partly offset

by increases in remittance inflows. Inflationary pressures subsided in 2011 due in part to



increased stability in the exchange rate. The unemployment rate as of October 2011

stood at 12.8 percent.

Preliminary indications are that economic activity in the member countries of the ECCU
continued to contract in 2011, largely influenced by weak domestic and external
conditions. However, the rate of GDP decline of 0.6 percent recorded in 2011 was lower
than the 2.2 percent decline of 2010. The fall in output was mainly influenced by a
decline in construction of 5.6 percent coupled with the continued fall in banana
production. The decline in the construction sector reflected a contraction in public and
private sector construction while the banana industry in Saint Lucia was severely
impacted by the black sigatoka disease. Developments in the tourism sector resulted in

growth of 4.6 percent although this performance remains below pre-crisis levels.

The financial sector remained stable with liquidity and capitalization within acceptable
norms. However, the challenges faced during the year with rising non-performing loans
resulted in lower commercial bank profits. Weak employment and disposable income
also reduced demand for bank credit which grew by 1.0 percent, below historical norms,
while total deposits rose by 3.0 percent. The continued rise in non-performing loans has
contributed to further tightening in the terms and conditions offered by commercial
banks on credit. Some financial institutions and individuals remained exposed to the
collapse of CLICO and BAICO. Discussions are ongoing on the various options
proposed by the judicial management for resolution of the problems of the insurance

companies.



CHAPTER TWO

SUMMARY OF DOMESTIC
ECONOMIC DEVELOPMENTS

The domestic economy continued to recover from the effects of the global crisis albeit at
a subdued pace. Provisional estimates indicate that real GDP expanded by 1.0 percent
in 2011, up from a revised growth rate of 0.6 percent recorded in 2010. This performance
was influenced by growth in the hotel & restaurants and construction sectors and

supported by increased value added in distributive trade services, real estate, renting

and business activities.
- Real GDP Growth R
8% A
= A l \ Growth in the construction sector
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- ~/ predominantly by activity in the

public sector. Public sector construction activities focussed partly on road
reconstruction, hurricane Tomas related infrastructure rehabilitation and the
construction of the national and St. Jude hospitals. The completion of major projects

resulted in slower private sector construction with just a few major on-going projects.

After experiencing a creditable performance in 2010, value-added in the hotel industry
declined in the review period as lower foreign exchange earnings from tourism
coincided with increases in operating costs. However, driven by robust growth in the
restaurant sub-sector, real growth in the hotel and restaurant sector is estimated to have
increased by 24 percent in 2011. The performance of the hotel industry was
underpinned by a decline in stay-over arrivals of 0.4 percent to 304,639. This outturn

was primarily driven by a turnaround in US arrivals coupled with a continued decline



in Caribbean arrivals, despite appreciable increases in arrivals from the UK and Canada.
In addition, cruise passenger arrivals decreased further by 5.9 percent to 630,304,
reflecting the re-routing of shipping itineraries closer to the North American mainland,
spurred by rising oil prices. Total stay-over and cruise passenger expenditure fell by 7.8
percent in 2011 to an estimated $1.4 billion, the combined result of a reduction in

arrivals, shorter lengths of stay and reduced daily spend by tourists.

Amid the challenges associated with the damage caused by hurricane Tomas in late
2010, the agricultural sector suffered further setbacks to recovery, mainly attributed to
crop disease. Output in the agriculture sector declined for the third consecutive year,
resulting in a contraction of 6.5 percent in its value-added in 2011. Production in the
banana industry fell markedly owing to widespread field infestation of black sigatoka.
Most other sub-sectors were estimated to have declined in 2011 mainly on account of
higher input costs. Nonetheless, there was a notable expansion in value added of the

other crops sub-sector.

Following a contraction in 2010, value added in the manufacturing sector is estimated to
have increased by 2.5 percent in 2011. Reflecting expansions in output in most sub-
categories, the value of total production grew by 1.6 percent to $315.7 million. Increases
in the value of the two largest sub-categories, namely food and beverages, contributed
most significantly to the growth recorded in output. However, there was a 10.3 percent
contraction in the value of paper products attributable to substantial declines in banana

and commercial boxes.

Notwithstanding the incipient pick-up in overall economic activity, the prolonged
effects of the global recession and high unemployment continued to adversely affect the
performance of the financial sector. Real growth in financial intermediation contracted
for the third consecutive year, by 0.2 percent in 2011, reflecting a further decrease in
value-added in banking and auxiliary financial services. Commercial bank profitability
continued to decline partly due to increasing levels of non-performing loans and larger

provisioning for bad debt. Domestic credit grew by 6.0 percent while broad money



supply increased by 6.7 percent. Increases in bank deposits relative to credit growth
have resulted in increased liquidity in the commercial banking system while interest
rates remained largely unchanged in 2011. During the review period, options for
resolution of the CLICO and BAICO debacle were proposed and discussions with
potential investors are ongoing. Progress on financial sector strengthening and
regulation were underway with the formation of the Financial Services Regulatory

Authority (FSRA).

Following inflation of 3.3 percent in 2010, prices were elevated by 2.8 percent in 2011,
reflecting higher fuel and food prices. Upward movements in the sub-indices for
transport, food, miscellaneous goods & services and housing, water, electricity, gas & other fuels
contributed most significantly to the overall increase in inflation while there were

pronounced increases in clothing & footwear and education.

Preliminary estimates suggest that the fiscal position of the central government
deteriorated in 2011/12, with a widening of the overall deficit to $254.4 million
equivalent to 7.6 percent of GDP from $166.5 million or 5.1 percent of GDP in 2010/11.
The larger fiscal deficit was attributed to substantial increases in capital expenditure of
34.8 percent to $402.6 million or 12.0 percent of GDP, including continued spending on

hurricane Tomas related rehabilitation works.

Revenue and grants increased by 6.2 percent to $928.8 million while total expenditure
grew at a faster pace of 13.7 percent to $1,183.3 million. Current revenue rose by 6.1
percent while current expenditure was up by 5.1 percent, resulting in a higher current

account surplus of $55.3 million, equivalent to 1.6 percent to GDP.

The official public debt continued on an upward trend, increasing by 11.6 percent to
$2,273.2 million or 68.5 percent of GDP from 62.2 percent in 2010. Of this amount, central
government debt rose by 13.7 percent to $2,082.9 million while government guaranteed

and non-government guaranteed debt fell by 9.3 percent and 2.3 percent respectively.



The current account deficit of the balance of payments deteriorated significantly to an
estimated $789.3 million or 23.8 percent of GDP, driven by a larger merchandise trade
deficit. Reflecting the expansion in economic activity and rising prices, import payments
grew by 5.6 percent to $1,889.9 million or 56.9 percent of GDP. Total exports fell sharply
due to a large decline in re-exports. Domestic exports also declined, by 4.4 percent to
$238.5 million in 2011. A notable decline in tourism receipts resulted in a 12.2 percent

reduction in the surplus on the services account.

Despite a decline in foreign direct investment, the surplus on the capital and financial
accounts increased from $438.6 million to $756.3 million. This was influenced by a
substantial increase in inflows to commercial banks and debt flows to the central
government to a lesser extent. Accordingly, Saint Lucia’s imputed share of reserves at
ECCB rose by 4.1 percent to $512.4 million, reflecting an overall surplus in the balance of

payments.

Short-Term Prospects

The anticipated slowdown in the global economic recovery is expected to weigh down
on Saint Lucia’s growth prospects in 2012, particularly in the tourism sector. Any
impetus for growth in 2012 is expected to be led by developments in the construction
sector. The construction sector is expected to pick-up in 2012, led by public sector
activity, including continued infrastructure reconstruction. The prospects for
agriculture, particularly the banana industry, depend on progress made in controlling
the spread of the black sigatoka disease and the ability of banana producers to recover
from the effects of the disease. The rate of inflation is expected to remain moderate in
2012, notwithstanding the introduction of VAT, while unemployment is expected to
remain high. Implementation of VAT is likely to boost revenue and contribute to a

containment of the growth of the overall fiscal deficit and public debt.
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CHAPTER THREE

REAL SECTOR DEVELOPMENTS
TOURISM

In the review period, value-added in the hotel industry declined as lower foreign

exchange earnings from tourism coincided with increases in operating costs. However,

driven by robust growth in the = Hotels and Restaurant N
restaurant  sub-sector, real |5y Real Growth and Contribution to GDP
growth in the hotels and |15%
restaurants sector is estimated |10% \¥ —=
to h i d by 24 N //\\
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percent, following  strong 5
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Declines were recorded in both the stay-over and cruise sub-sectors, resulting in a 3.9
percent reduction in total visitor arrivals to 976,216 in 2011. Moreover, total visitor
expenditure fell by more than the proportionate decline in arrivals as accommodation
rates were discounted. This performance was influenced by the sluggish global

economic recovery coupled with other adverse developments such as rising oil prices.

Stay-Over Arrivals

Deteriorating economic conditions in advanced economies and higher air fares
considerably dampened demand for travel and vacation over the review period.
Preliminary estimates indicate that stay-over arrivals in 2011 decreased by 0.4 percent to
304,639. Notwithstanding a pick-up in the last quarter, this outturn was influenced by a
noticeable drop in arrivals in the prior months. Monthly declines were posted in the
period May to September, in contrast to the strong performance registered in the
summer months of 2010. However, while the passage of Hurricane Tomas led to flight
cancelations and resulted in a fall of 8.8 percent in arrivals in the last quarter of 2010,

stay-over arrivals increased by 23.2 percent in the corresponding period of 2011.
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The overall dip in arrivals emanated mainly from the United States and Caribbean
markets which together account for roughly 60.0 percent of stay-over arrivals. However,
this was offset by considerable increases in arrivals from the United Kingdom and

Canadian markets.

In 2011, preliminary estimates indicate that tourist arrivals from the United States fell by
4.2 percent to 123,599. Despite this outturn, the United States remained St. Lucia’s
largest source market, accounting for 40.6 percent of total stay-over arrivals. This weak
performance is attributable to the slow economic recovery in the United States,
compounded by increases in airfares and a reduction in airlift into Saint Lucia. More
specifically, contributing to this unfavourable outturn was the cancellation of direct
flights from New York by American Airlines from June 2011 and reduced flights by

Delta, despite increases in the number of air seats by Jet Blue.

conditions, arrivals from the
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to 71,635. Key to this positive === United States =@ Canada
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performance of Saint Lucia’s
second largest market is the additional weekly flight by British Airways which
commenced in March 2011. This was supported by a strategic marketing campaign in
the UK by the Saint Lucia Tourist Board. However, much of the annual increase
reflected a significant increase of 26.4 percent in the last quarter which offset the 1.6

percent growth recorded in the first three quarters.
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There were mixed performances in arrivals from the rest of Europe. Despite the euro
crisis, arrivals from France increased by 20.3 percent to 7,002, as a result of the
introduction of direct flights by XL Airways during the period January to March.
German arrivals fell by 26.1 percent to 3,063 in 2011, occasioned by a suspension of

flights by Condor Airways between May and November of 2011.

Arrivals from the Caribbean continued to trend downward, falling by 3.2 percent to
52,279 in 2011. This performance was affected by further increases in airfares for intra-

regional travel, which stems from higher oil prices.

The Canadian market continued to show encouraging signs of growth, contributing
35,359 visitors to Saint Lucia in 2011, an increase of 10.0 percent from the previous year.
This was due to the continued marketing efforts undertaken by the Saint Lucia Tourist
Board and enhanced airlift from the major air carriers. This included the additional
direct flight introduced by Air Canada from Montreal in the middle of 2011 and an
additional flight from West Jet. Accordingly, arrivals from Canada performed creditably
during the summer period and recorded growth of 28.3 percent in the last quarter of

2011.

The developments in the global economy encouraged consumers to be more vigilant in
their spending. Preliminary data show that stay-over visitor expenditure fell by 7.4
percent to $1,350.9 million in 2011. Consistent with the performance of stay over arrivals,
spending by all major source markets declined with the exception of the UK and Canada
which expanded by 4.7 percent and 2.4 percent respectively. Average daily spending
from the US market fell by 0.3 percent and resulted in an overall fall of 2.0 percent

during the review period.

Hotel Occupancy
Reflecting lower stay-over arrivals and shorter lengths of stay, the average occupancy
rates fell from 58.1 percent in 2010 to 56.8 percent in the review year. Occupancy levels

at all-inclusive hotels dropped to 63.5 percent in 2011 reflecting temporary closure of
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some properties due to renovation works. Occupancy at conventional hotels remained
unchanged at 55.4 percent while small properties experienced lower occupancy of 53.7

percent.

Cruise & Other Arrivals

The cruise sub-sector contracted further in 2011, as cruise arrivals registered a decline of
5.9 percent to 630,304. This was on account of reduced cruise calls resulting from the
cyclical rescheduling of vessels away from Saint Lucia, particularly in the summer
months. Driven by rising fuel costs, cruise lines re-routed ship itineraries closer to the
North American mainland. Weak incomes and high unemployment in advanced
economies, which reduced demand for cruise vacations, were other contributory factors
to this outturn. Consequently, expenditure by cruise visitors is estimated to have

declined by 18.7 percent to $47.7 million in the review period.

Yacht passenger arrivals grew by 3.4 percent to 33,139 in 2011. The revised yachting
policies including more relaxed immigration procedures contributed to increased

arrivals, particularly in the last quarter of the year.

CONSTRUCTION

Preliminary indicators for the review period suggest that there was some recovery in

construction activity, following the declines registered in the previous two years. Value

added? in the sector is estimated to Construction
have increased by 21 percent, |gou Real Growth and Contribution to GDP
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the level of construction activity in the private sector is estimated to decline reflecting
the completion of major projects and was constrained by continued softening of tourism-

related foreign direct investments and domestic credit conditions.

Public Sector Construction

Following the devastation caused by hurricane Tomas, government remained
committed to rebuilding and upgrading the country’s damaged infrastructure.
Preliminary data indicate that public spending on construction increased by $112.3
million in 2011 relative to 2010. This was led by considerable growth in spending on
economic infrastructure3, particularly by the central government, largely occasioned by
hurricane Tomas related rehabilitation projects. Similarly, spending on social
infrastructure grew by 35.8 percent, mirroring higher outlays by the central government

and by statutory bodies to a lesser extent.

Table 3: Summary of Public Sector Construction (EC$ Million)

2009 2010 2011
Economic Infrastructure
Central Government 40.8 49.7 127.9
Statutory Bodies 3.3 1.9 44
Sub-Total 44.0 51.7 137.8
Social Infrastructure
Central Government 60.6 87.5 112.3
Statutory Bodies 5.0 1.3 8.4
Sub-Total 65.9 88.9 120.7
Total Central Government 101.4 137.3 240.1
Total Statutory Bodies 8.3 3.3 12.8
Grand Total 109.6 140.6 252.9

Economic Infrastructure
Central government spending on economic infrastructure more than doubled, increasing

by $78.2 million in 2011. This was indicative of the government’s priority to improve

% Refers to basic facilities that enable growth while social infrastructure involves physical structures for human
development.
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and rehabilitate the country’s road network. Construction expenditure on road and
infrastructure, accounted for a dominant share (78.8 percent) of central government
construction expenditure, totaling $100.8 million. Of this amount, a significant amount
was spent on hurricane Tomas related repair, including stabilization works.

Table 4: Central Government Construction Expenditure on Economic Infrastructure
2011 (EC$ Millions)

Central Government, of which: $127.9
Disaster & Emergency Recovery $28.9
Reconstruction and Rehabilitation of Roads $23.0
East Coast Road Rehabilitation $14.6
Community and Agriculture Feeder Roads $10.5
Urban and Community Infrastructure Enhancement $8.9
Post Hurricane Rehabilitation $6.5
West Coast Road Overlay $5.5
Desilting of Rivers and Drains $3.1
Water Sector Improvement $2.0

Central government construction expenditure on agriculture increased from $8.1 million
to $13.2 million in 2011, owing mainly to works associated with post-hurricane
rehabilitation and improvements to farm access roads. During the review period, work
continued on the agro-processing facility, the national marketing infrastructure and the
meat processing plant which together amounted to $4.3 million. In 2011, there was also

notable spending on upkeep, drainage and water by the central government.

Spending by statutory bodies on economic infrastructure rose to $4.4 million in 2011
from $1.9 million in 2010. As a result of the damage caused by hurricane Tomas to the
water infrastructure, the Water and Sewerage Company expended $3.5 million on
reconstruction works in 2011. Capital expenditure by the St Lucia Air and Seaport

Authority amounted to $0.9 million, reflecting refurbishments to one of its buildings.
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Social Infrastructure

In the review period, spending on social infrastructure increased by $31.7 million to
$120.7 million, and accounted for 47.7 percent of total public construction expenditure.
Of this amount, expenditure by the central government grew by $24.7 million, mainly

directed at community development and the public health infrastructure.

Table 5: Central Government Expenditure on Social Infrastructure
2011 (EC$ Millions)

Central Government, of which: $112.3
New National Hospital $36.5
St. Jude Hospital Reconstruction Project $17.2
Constituency Development Programme $16.4
Labour Absorbtion Programme (HOPE) $10.7
Basic Needs Trust Fund $4.9

Disaster Mitigation $2.6
Local Government Community Projects $2.5

Central government expenditure on community works increased by 83.6 percent to $38.4
million. A significant share of this amount was spent on the constituency development
programme which focused on improving community infrastructure with the
construction of roads, footpaths and drains. There was increased spending on social
protection and job creating programmes geared towards providing training and
encouraging self-employment. These included the labour absorption programme,
Holistic Opportunities for Personal Empowerment (HOPE), particularly targeted
towards unemployed youth and the activities funded by the Basic Needs Trust and
Poverty Reduction Funds. During 2011, spending on construction of human resource

development centers (at Chase Gardens and Vieux-Fort) also increased to $2.2 million.

Reflecting expenditure on the construction of the national and St. Jude hospitals, 50.6
percent of the central government construction expenditure on social infrastructure was

spent on health infrastructure. Construction works intensified on the ongoing EU funded
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national hospital and on the reconstruction of the St. Jude Hospital, amounting to $34.9
million and $17.2 million respectively in 2011. However, declines were recorded in
public spending on other infrastructure such as sports, education and disaster

preparation.

Construction expenditure by statutory bodies increased by $7.1 million, with the main
focus on facilitating the development of the housing sector. The National Housing
Corporation (NHC) spent $2.5 million on completion works at the Marigot Housing
Development and National Insurance Property Development and Management
Company (NIPRO) spent $3.2 million on the infrastructure at the Emerald Housing
Development. The National Development Corporation (NDC) spent $2.6 million mainly

on road works at Cedar Heights in Vieux-Fort.

Private Sector Construction

Private sector construction activity is estimated to have declined during the review
period, attributed to the winding down and completion of some major commercial
projects. Tighter credit conditions and a reduction in foreign direct investments

inhibited growth in private sector construction.

Notwithstanding this performance, work continued at the Jalousie hotel and on phase 3
of the Landings. At the Jalousie hotel, renovations were undertaken as well as
preparatory works for the construction of luxury beach front villas. In addition,
rehabilitation works continued at some hotels, following the damage caused by
hurricane Tomas as well as notable expansion of a few tourism establishments,

including Le Sport.

Construction continued on a number of commercial buildings, including the Bank of
Saint Lucia building, the Johnson Superstore and the KJ Morgan building, all located at

Rodney Bay. Other less sizeable projects under construction in 2011 were the FB
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Armstrong building in Odsan, the Sol gas station and other commercial buildings in

Cul-de-Sac and Vide Boutielle.

Indicators of Overall Construction Activity

Data on imports of building materials for 2011, the leading indicator of total
construction activity in the domestic economy, reflected the increase in public sector
construction expenditure. In addition, increased disbursements by the commercial
banking system for construction purposes also supported the uptick in construction

activity in 2011.

Imports of Construction Materials

Preliminary data indicate that the value of imports of construction materials grew by 2.2
percent to $192.8 million while the quantity increased by 13.9 percent. This outturn
reflected mixed movements in the imports of the major categories of construction
materials. Reflecting higher prices and reconstruction works undertaken during the
year, the cost of imports of steel grew by 24.6 percent. However, the value of imports of

cement declined by 6.7 percent due to a decline in the volume imported.

Table 6: Value of Imports of Construction Materials (EC$ Millions)

Materials 2007 2008 2009 2010 2011
Wood and wood products | 58.8 54.2 46.5 448 50.1
Sand 3.8 24 24 3.1 3.8
Cement 26.8 29.3 25.3 228 21.3
Prefabricated Materials 9.8 221 6.9 5.0 21
Steel 14.1 20.7 11.5 9.0 15.7
Other 144.9 149.9 106.1 104.0 99.8
TOTAL 258.2 278.7 198.9 188.7 192.8
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MANUFACTURING

During the review period, the manufacturing sector grappled with continual increases
in operating costs, mainly fuelled by rising oil prices. These adverse developments
contributed to the closure of two established enterprises. However, the sector benefited
from increased fiscal incentives aimed at cushioning the impact of the challenges faced

in 2011.

Preliminary estimates suggest that the sector rebounded in 2011, registering growth in

value-added of 2.5 percent, after declining by 3.0 percent in 2010. This improved

performance resulted in an increase in 4 Manufacturing A
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The value of manufacturing production is estimated to have increased by 1.6 percent to
$315.7 million in 2011, reflecting improved performances in the key sub-sectors. In
keeping with recent trends, production within the manufacturing sector remained
concentrated in a few sub-sectors, namely food & beverages, paper & paper board products,
metal products and chemicals, which together accounted for 83.5 percent of total

production in 2011.
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Table 7: Value of Production of Manufacturing Output (EC$ Millions)

COMMODITY 2008 2009 2010 2011 Change
Food Products 49.8 51.7 52.8 56.5 7.0%
Beverages 165.6 140.1 130.0 131.8 1.4%
Paper Products 241 29.4 249 22.3 -10.3%
Chemicals 26.2 254 245 255 3.8%
Fabricated Metal Products 34.4 31.2 26.2 27.7 5.8%
Other 48.7 43.6 52.5 51.9 -6.1%
Total 348.8 321.4 3109 315.7 1.6%

Source: Statistics Department

Food and Beverages

Preliminary data suggests that the value of food and beverages produced increased by 3.0
percent in 2011, after decreasing by 4.8 percent in 2010. This outturn was driven by
increases in the value of output for both food and beverages. The value of food
production grew by 7.0 percent, primarily due to increased output of bakery products,
seasonings and spices. However, growth in the food sub-sector was dampened by the
challenges faced by St. Lucia Coconut Growers Association and the closure of Carib

Pasta plant in the second half of 2011.

The value of beverages increased by 1.4 percent, maintaining a share of 41.7 percent of
total production in the review period. Distilled alcoholic beverages increased by 11.6
percent to $19.9 million on account of a pick-up in the last quarter of 2011. An expansion
in export sales and the introduction of three new alcoholic beverages into the domestic
and extra-regional markets contributed to this improved performance of alcoholic
beverages. Similarly, production of mineral water and soft drinks grew by 6.4 percent to
$33.7 million. On the other hand, the value of production of brewed beverages fell by 2.8
percent to $78.1 million due to lower domestic demand, partly due to the contraction in

the tourism sector.
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Paper and Paperboards

The value of production of paper & paperboard products contracted by 10.3 percent in
2011 to $22.3 million, after falling by 15.3 percent in 2010. This performance was
attributed to substantial declines in the production of both commercial and banana
boxes. Owing to the general slowdown in business in both the domestic and regional
markets, the value of containers of paper produced, which comprises commercial and

banana boxes, fell by 12.4 percent to $19.1million in 2011.

Other Products

Reflective of the growth in the construction sector, the value of production of metal
products grew by 5.8 percent to $27.7 million during the review period. Additionally, the
value of chemicals, which include paint products, expanded by 3.8 percent to $25.5
million. However, the value of furniture produced declined by 3.8 percent to $16.9
million. In keeping with the closure of Fenwall in the first half of 2011, the value of

electrical products fell by 3.9 percent to $4.8 million.

AGRICULTURE

Preliminary estimates reveal that the agriculture sector continued to decline in 2011,

partly reflecting the deleterious effects of the passage of hurricane Tomas in late 2010.
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industry’s contribution to GDP which fell to 0.8 percent, was overshadowed by that of
other-crops which stood at 1.4 percent in 2011. Rising inputs costs, widespread
infestation of black sigatoka disease and limited access to affordable credit were also

responsible for the outturn in the agriculture sector.

Bananas

Production and Export

Following a prolonged drought in the first half of 2010 and the devastation caused by
hurricane Tomas later in that year, banana production declined substantially in 2011.
The recovery of the industry was further undermined by a number of challenges,
including high and rising input costs, pest infestation, loss of farmer confidence and

limited access to affordable financing.

After two consecutive years of sharp declines, banana exports to the UK declined by 69.8
percent to 6,556 tonnes, reaching a record low in banana exports. This level of
performance primarily reflected the cessation of exports to the United Kingdom during

the first four months of 2011, with exports resuming in the third week of May. The
[

45,000 Banana Exports to UK A downturn in output was also attributed
40,000 to the island-wide spread of the black
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- -~/ compared to 504.7 tonnes weekly in the

previous year, as farmers were forced to destroy the majority of their banana plants. In
addition, the unavailability of fungicides to combat and avert the further spread of the

disease compounded the situation.

The abandonment of infected farms by disenfranchised and financially strapped

farmers, coupled with the blockage of farm access roads following the passage of the
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hurricane, were other contributory factors to the decline recorded. During 2011, the
number of active farmers fell considerably to approximately 500 from a pre-Tomas level
of 1,500. Correspondingly, acreage under cultivation fell to 4,000 acres from the 6,500

acres before hurricane Tomas.

In keeping with the drop in production, receipts from banana exports to the UK declined

markedly to $13.2 million, $68.6 percent lower than the year before.

However, banana exports to the region (Barbados & Trinidad and Tobago) rose by 21.4
percent to 4,047.0 tonnes in 2011. This led to higher export earnings from the region by
19.8 percent to $4.0 million in 2011. Domestic purchases of bananas increased by 11.4
percent to 1,173.5 million tonnes, valued at $3.0 million in 2011. Of this amount, sales to
supermarkets grew by 12.4 percent to 944.0 tonnes while hotel sales rose by 8.4 percent

to 229.8 tonnes.

Non-Banana Crops

Production of non-banana crops, as measured by exports and domestic sales to hotels
and supermarkets, is estimated to have increased by 2.4 percent to 8,790.5 tonnes in
2011. Notwithstanding, output in the first quarter was affected by the damage caused by
hurricane Tomas in late 2010. In addition, black sigotoka infestation led to reduced

output of plantain, which accounts for a significant share of non-banana crops.

Boosted by the post-Tomas vegetable crop rehabilitation programme, the continuation
of the CFL Farmer Certification Programme and stronger demand for non-banana crops,
supermarket purchases, which accounted for 67.1 percent of domestic purchases, grew
by 31.9 percent to 2,806.8 tonnes. Similarly, revenue earned from supermarket purchases
rose to $9.0 million in 2011, compared with $7.5 million the year before. Recorded hotel
purchases* show a 14.5 percent expansion to 990.2 tonnes, increasing revenue by 17.2

percent to $4.9 million.

4 Data for 2011 included hotels not previously covered as data for 2010 was not available.
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In 2011, exports of non-traditional crops fell by 10.7 percent to 4,993 tonnes, reflecting
contractions in all the major export markets with the exception of Barbados which
posted a 31.6 percent increase. In keeping with lower volumes, export earnings of non-

banana crops declined to $5.6 million compared to $8.4 million in 2010.

Fisheries

Valued-added in the fisheries industry recorded another year of decline, albeit of a
smaller magnitude of 0.5 percent in 2011. After decreasing by 3.1 percent in 2010, fish
landings fell by 5.9 percent to 1,692.7 tonnes. However, reflecting increases in prices of
some species, the ex-vessel value of fish landings rose by 2.1 percent to an estimated

$24 .8 million in 2011.

During 2011, persistently strong currents and large sea swells minimized the
effectiveness of the use of fishing aggregate devices (FADs). The decline in fish landings
was occasioned by reductions in the number of fishing trips (13.4 percent) by most fishers
of the major landing sites, also due to unfavourable weather conditions. Growth was
also constrained by the lack of enhanced fishing capacity and adoption of available

technology.

A review of fish catches by

species show declines in all

categories with the exception of  Flying
dolphin. In 2011, declines were =
posted for most of the migratory
pelagic fish species; kingfish (1.2
percent), tuna (11.7 percent),
flying fish (79.7 percent) shark ~ S
(68.3 percent), and others (11.7 percent). In contrast, dolphin, which on average
accounted for about 25.0 percent of total fish landings over the past five years, grew by
34.4 percent to 472.7 metric tonnes. This was attributed to unusually high quantities of

sargarrusm which is a safe haven for juvenile dolphin fish.
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Fish landings at the major sites in the calmer waters of the west coast registered growth
during the review period. Increases were recorded for Castries (24.2 percent), Choiseul
(5.8 percent) and Vieux-Fort (13.2 percent), while Anse-La-Raye and Soufriere both
posted declines of 6.8 percent and 26.3 percent respectively. On the other hand, fish
caught at major landing sites in the rougher Atlantic waters posted contractions; Micoud

(7.3 percent), Dennery (25.1 percent) and Gros-Islet (39.4 percent).

Livestock

Value added in the sub-sector is estimated to have declined by 5.2 percent in 2011.
However, available data indicates that there were mixed performances within the
livestock sub-sector in 2011. Similar to other agriculture industries, output was
adversely affected by a confluence of factors, including high input costs, operational,

systemic and structural issues.

Notwithstanding an expansion in productive capacity, the negative effects of hurricane
Tomas in the first quarter, rising costs of feed and an associated decline in the number of
birds mitigated against growth in the broiler industry. Following noticeable growth a
year ago, chicken production fell marginally by 0.2 percent to 1,392.5 tonnes in 2011,
valued at $16.3 million. Pork production fell by 18.6 percent to 172.7 tonnes in 2011,
similarly influenced by a steady increase in the cost of pig feed. This induced the exit of
some farmers from the industry despite government’s support, in the form of duty-free
importation of feed, aimed at cushioning the impact of these increases on producers.
This development prompted a reduction in the number of sows reared by active
farmers. In 2011, pork production generated revenue of $2.2 million, down by 9.7

percent over the previous year.

Owing to increases in the laying brood, egg production grew noticeably by 9.6 percent
to 1.3 million dozens, resulting in double-digit growth in earnings to $7.6 million.
Despite the soaring cost of feed, the price of eggs remained unchanged during 2011 at
$6.50 per dozen. During the review period, Saint Lucia remained self-sufficient in

consumption of eggs.
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TRANSPORT

Value-added in the transport sector contracted by 2.9 percent in 2011, following growth

of 1.7 percent in the previous year. This outturn reflects the lower value added in all the

sub-sectors including road and Transport )
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Air Transport
Total aircraft movements, as measured by aircraft arrivals and departures at Saint
Lucia’s two airports, contracted by 4.6 percent to 35,723. Despite the drop in aircraft
movements island-wide, air traffic at the Hewanorra International Airport increased,
moving to 13,525 from 12,741 in 2010. During 2011, there were reductions in weekly
flights by American Airlines, Delta and Condor. However, these reductions were offset
by increased weekly flights by Jet Blue, British Airways, Can Jet and the introduction of
Red Jet in December of 2011. In contrast, aircraft movements at the George F L Charles
Airport decreased to 21,748 flights compared with 22,553 in 2010. This downturn in
aircraft traffic at the George F L Charles Airport was occasioned by a fall in the number

of weekly flights by American Eagle.

In keeping with a drop in aircraft movements, total number of passengers handled at
both airports fell by 1.6 percent to 778,979 relative to 2010. Notwithstanding increased
aircraft traffic at the Hewanorra International Airport, the number of passengers that
embarked and disembarked contracted by 2.6 percent to 233,162 relative to the previous
year. This outturn was attributed to the reduction in the overall load factor during the

review period, as many major carriers decreased their seating capacity to Saint Lucia.
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Similarly, air cargo handled at both airports dipped by 4.0 percent, to 2,791,159

kilograms, influenced by increased cost of freight during the review period.

Sea Transport
During 2011, sea transport, which forms part of auxiliary transport, fell by 4.7 percent
compared with 2.1 percent growth for the previous year. Total cargo handled at the two

major ports, Port Castries and Port Vieux-Fort, fell by 6.4 percent to 587,743 tonnes.
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the fall in banana exports to the United Kingdom as a result of the contraction of the
sector in the aftermath of hurricane Tomas and the outbreak of the black sigatoka

disease.

Port Castries, which handled 77.0 percent of total cargo, posted a 6.2 percent decline in
cargo handled. Similarly, cargo handled at Port Vieux-Fort contracted by 7.1 percent
during the review period. This outturn reflects declines in a number of key commodity
items; paper rolls (31.6 percent), lumber products (6.7 percent), banana exports (58.3

percent) and petroleum products (6.2 percent).
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COMMUNICATIONS

Value added by the communications sector contracted for the second consecutive year
with a more noticeable drop of 7.3 percent in 2011. This resulted in a fall in the sector’s
contribution to GDP to 6.3 percent from 6.8 in 2010, reflecting the performances of the

telecommunications and courier sub-sectors.

Telecommunications
Activity in the cellular and internet sub-sectors, represented by the number of
subscribers and mobile minutes, slowed in 2011 relative to 2010. The mobile sub-sector

grew by 9.2 percent to 216,530 subscribers in 2011. The steady shift towards mobile

phones is evidenced by a further Communications
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period, traffic increased by 6.1

percent in 2010, mirroring business activity on the island. The number of internet
subscribers grew by 4.1 percent to 21,663 as the companies continued their intense

efforts to penetrate the market with offers such as laptop packages upon sign-up.

Capital investment in telecommunications infrastructure was estimated at $13.6 million
in 2011, a 22.6 percent reduction from the previous year. The outturn in the
communications sub-sector was reflected in lower revenues for the companies as income

fell in 2011, following an increase in the previous year.
Postal Services

Notwithstanding the increase in electronic communications, the postal service continues

to play a significant role in the communications sector. During 2011, this was evidenced
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by a marginal increase in postal activity of 0.2 percent while its share to GDP has

remained flat at 0.1 percent for the past 4 years.

ENERGY

Unfavourable developments in the international petroleum market during the review
period presented economic challenges to oil importing countries such as Saint Lucia. In
2011, world crude oil prices continued to trend upward due to supply concerns arising
from political unrest and violence in the Middle East and North Africa, particularly the

turmoil in Libya.

Furthermore, despite the sluggish recovery in advanced economies, the Euro zone crisis,

the dampening effects of the - pwm— N
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in 2011. The international petroleum prices captured by the US benchmark, West Texas
Intermediate (WTTI), rose by 20.1 percent in 2011 to an average of US$95.41 per barrel.

In order to partly protect consumers from these high world oil prices by limiting its full
impact on domestic retail prices of gasoline and diesel, the Government of Saint Lucia,
as of May 2011, reduced its monthly excise tax intake from the $3.00 per imperial gallon.
Notwithstanding, domestic consumers faced increases in the retail prices on all
petroleum products, with the exception of kerosene, partly reflecting international price

movements.
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Electricity

The soaring global oil prices also filtered through the domestic electricity sector,

notwithstanding the price hedging

J
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an average of 6.54 cents per unit in 2010 to an average of 11.31 cents in 2011.

Electricity generated by LUCELEC continued to trend upward, increasing from 380,888
kilowatt hours (KWh) in 2010 to 385,210 KWh in 2011. Of the amount generated,
electricity sold rose by 0.8 percent to 333,377. This expansion stemmed mainly from
growth in consumption by the commercial sector which offset declines by other key
sectors. Electricity demanded by the commercial sector rose by 4.5 percent to 122,098

KWh in 2011 due to an additional 90 consumers in this category.

An increase in the number of industrial consumers also contributed to the 2.1 percent

rise in the consumption of electricity by Composition of Electricity Sales A\

this sector to 18,761 KWh.  Street 2011

Street
\ [Lights

lighting, provided to the general public, I“‘;u:;ﬂal
grew by 3.1 percent to 10,263 KWh in

2011 while  LUCELEC’s internal

consumption increased by 3.3 percent to

14,599 KWh.

- 4

® Under the price hedging programme, implemented in August 2010, 75 percent of the price is hedged. The other 25
percent reflected prices on the international market. Opportunities to lock in lower prices could have been foregone while
LUCELEC awaited the necessary approval from its Board to hedge prices.

¢ The fuel surcharge is the difference between the current world market prices and the base price (which is equal to the
average of the preceding 12 months) expressed over the total sales of a given month (in cents per KWh).
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Notwithstanding an increase of 1.6 percent in the average number of domestic
consumers, household consumption declined by 0.2 percent to 113,506 KWh during the
review period. In keeping with its generally weak performance and a drop in the
number of registered consumers, electricity consumed by the hotel sector fell by 4.3
percent to 68,749 KWh. Loss in transmission increased by 3.3 percent in 2011, resulting

in a higher line loss rate of 9.7 percent.

PRICES

Prices in the domestic economy grew at a decelerated pace in 2011, largely reflecting
upward movements in international commodity prices, particularly food and fuel. The

rate of inflation, as measured by the percentage change in the 12-month moving average

of the consumer price index (CPI),
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on average in the second half of 2011.

The inflation outturn was driven by rising demand resulting from the ongoing recovery
in the global economy and improvements in supply which were affected by weather-
related disruptions in 2010. The rate of increase of non-fuel commodity prices slowed to
17.7 percent in 2011 compared with 26.3 percent a year earlier’. In contrast, international
oil prices gained momentum, growing by 31.9 percent in 2011 relative to 27.9 percent in

2010.

Given Saint Lucia’s small and highly open economy, domestic inflation is generally

transmitted through changes in imported prices from the country’s main trading

7 Source: IMF World Economic Outlook, January 2012
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partners. The US and the UK recorded inflation rates of 3.0 percent and 4.5 percent
respectively in 2011. Saint Lucia’s key regional trading partners, Trinidad & Tobago,
Jamaica and Barbados registered higher rates of inflation relative to that of Saint Lucia in

2011.

The overall consumer price index was driven primarily by the transport, food & non-
alcoholic beverages, miscellaneous goods & services, housing, utilities, gas & fuel, and
communication sub-indices. During the year under review, the cost of transportation rose
by 4.1 percent and contributed most significantly to overall inflation. This upturn mainly
emanated from increases in the purchasing cost of motor vehicles, air fares, fuel and

lubricants.

Food & non-alcoholic beverages, which accounts for 25.0 percent of the consumer basket,
increased by 2.4 percent, relative to the previous year, on account of upward movements
in international food prices. In 2011, the FAO’s food price index accelerated by 23.2
percent, up from the 17.8 percent recorded in 2010. Within the food sub-index, increases
were recorded for all the sub-components. There were noticeable increases in the price
of meat & dairy products, particularly lamb, beef, cheese and butter. Retail prices of
alcoholic beverages, tobacco & narcotics rose by 1.5 percent, reflecting a higher tax rate on

tobacco products from August 2011 and a rise in the price of some alcoholic beverages.

Sustained increases in international oil prices accounted for most of the 2.5 percent
increase observed in the housing, utilities, gas & fuel sub-index. Notwithstanding
Government'’s policy interventions, the average price of gasoline and diesel were up by
17.4 percent and 20.5 percent respectively while the cost of the 100 pound cylinder and
the 20 pound cylinder of LPG rose by 22.3 percent and 18.6 percent respectively. In
addition, the cost of electricity was 14.9 percent higher relative to a year earlier.

Increases in home maintenance costs also contributed to the rise in this sub-index.

There was an increase of 7.2 percent in the sub-index for miscellaneous goods and services,

led by a jump in the cost of personal effects and insurance. Higher cost of tertiary
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tuition, educational equipment and supplies led to a 5.2 percent increase in the education
sub-index in 2011. The highest rate of increase of 9.1 percent was recorded in the clothing
& footwear sub-index, due to rising cost of men’s and women'’s clothing resulting from
higher cotton prices. Additionally, increases were registered in the sub-indices for

communication (2.8 percent) and health (2.1 percent).

Inflationary pressures were dampened somewhat by downward movements in two of
the remaining sub-indices, notwithstanding their small weight in the overall CPI basket.
The household furnishing, supplies & maintenance and recreation & culture sub-indices fell
by 5.6 percent and 0.7 percent respectively while the hotel & restaurants sub-index

remained unchanged.
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CHAPTER FOUR
CENTRAL GOVERNMENT FISCAL OPERATIONS

Preliminary estimates suggest that the fiscal position of the central government
deteriorated in fiscal year 2011/12 reflecting a surge in capital expenditure. The overall
fiscal deficit widened to $254.4 million equivalent to 7.6 percent of GDP in 2011/12 from
$166.5 million or 5.1 percent of GDP in 2010/11. Similarly, the primary deficit increased
to 4.3 percent of GDP from 2.0 percent of GDP in 2010/11. The expansion in capital

expenditure  was  principally
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percent of GDP compared to 1.4 percent of GDP in the previous fiscal year.

Revenue Performance

Reflecting the expansion in economic activity, total revenue and grants grew by 6.2
percent to $928.8 million in 2011/12, representing 27.6 percent of GDP. Of the total,
capital grants increased by 7.5 percent to $92.2 million, including receipts of roughly
$30.0 million from the European Union for the continuation of work at the national
hospital and assistance received from friendly governments for post- hurricane Tomas

rehabilitation.
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Current Revenue

Current revenue recovered fully from the downturn experienced in 2009/10, increasing
by 6.1 percent in 2011/12 to $836.0 million. Higher collections from all major tax
categories were partly attributed to continued tax collection efforts by the main tax
collecting agencies, the implementation of revenue enhancing policies coupled with the
full year’s impact of measures implemented during the previous fiscal year. Current

revenue was also influenced by a
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for 28.8 percent of the current

revenue intake. Tax revenue on income and profits, net of tax refunds, increased by 7.5
percent to $240.9 million. This was entirely due to appreciable increases in collections of
withholding and individual income taxes. Revenue collections from withholding tax on
interest paid to non-residents resulted in an increase of $11.0 million in withholding
taxes to $25.3 million. This performance was associated with the introduction of this
category of withholding tax in 2010. Receipts from taxes on personal income continued
to trend upward, rising by 9.2 percent to $91.0 million, reflecting increases in salaries

and better compliance.

In contrast, lower profits by major business entities, particularly the commercial banks,
led to a $2.2 million reduction in revenue collections from corporation income tax to
$92.5 million in 2011/12. Collections from tax arrears decreased by 1.7 percent to $40.8
million, owing to deferred payments of outstanding amounts assessed based on the

forensic audits undertaken by the Inland Revenue Department.
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Collections of property tax, exclusive of collections by the Castries City Council,
increased from $3.3 million to $4.4 million, significantly below approved budget
estimates for 2011/12. This was due to ongoing administrative challenges and the
delayed implementation of the change in the assessment of residential properties to a

market valuation basis which came into effect in January 2012.

Taxes on Goods and Services

Revenue from taxes on goods and services increased by 3.3 percent to $132.6 million in
2011/12 associated with increases in hotel accommodation tax (HAT), insurance
premium tax and cellular tax which were offset by reduced collections in other revenue

lines.

Receipts of HAT increased by $5.4 million to $39.6 million reflecting payments of arrears
and the balance of the outstanding deferred remittance of HAT which was approved for
hoteliers in 2009. There was a 16.6 percent improvement in the intake from insurance
premium tax to $8.2 million, owing to receipt of outstanding arrears. Cellular tax
receipts continued to increase, rising by $0.9 million to $18.6 million due to a full year’s

collections since the increase in the tax rate to 15.0 percent.

However, a decline of 5.6 percent was recorded in collections from licenses to $23.9
million, attributed to the cyclical decline in collections of drivers’ licenses which is paid
every three years. In addition, excise tax on domestic production and passenger facility
fee both fell by just under $0.9 million in 2011/12 on account of delayed payments by

beverage manufacturers and airline companies respectively.

Taxes on International Trade and Transactions

Revenue from taxes on international trade and transactions increased by 1.6 percent to
$386.7 million in 2011/12, contributing 46.3 percent to current revenue. The performance
of the various revenue items were mixed during the review period. Consistent with an
increase in the value of imports, receipts from service charge and import duty increased

by 9.9 percent to $69.2 million and 4.7 percent to $106.1 million respectively.
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In contrast, receipt of consumption tax on imports fell by 1.6 percent to $111.9 million.
This was primarily attributed to a new budgetary measure involving the replacement of
the consumption tax on cigarettes and tobacco related products with a higher yielding
specific excise tax, made effective August 2011. Consequently, excise tax on non-
petroleum imports rose by $13.3 million to $35.9 million, reflecting the collections from
cigarettes and tobacco related products at a rate of $125.60 per kilogram. However, as a
result of lower receipts from taxes on petroleum products, total collections of excise tax

on imports decreased by 3.6 percent to $65.2 million in 2011/12.

Non-Tax Revenue?

Notwithstanding lower receipts from ECCB profits, there was a marked improvement in
the performance of non-tax revenue from $51.1 million in 2010/11 to $71.4 million. This
is primarily due to a sizeable increase in revenue from interest & rents which almost
tripled to $31.5 million. Of this amount, $19.7 million is associated with a one-off receipt
of interest accrued over a ten year period on an overseas investment in which
government locked in the prevailing favourable interest rates. Additionally, receipts
from fees, fines & sales grew by 16.9 percent to $24.7 million, attributable to the increase
in gaming fees and in NIC’s contribution (by $2.0 million) to the Ministry of Health to

offset cost of public health services provided to its contributors.

Expenditure Performance

Preliminary estimates indicate that central government expenditure continued to grow
steadily, reflecting efforts at stimulating growth, including the rehabilitation of damaged
infrastructure caused by hurricane Tomas. The central government’s total expenditure
rose by 13.7 percent to $1,183.8 million in 2011/12, representing an increase to 35.2
percent of GDP in 2011/12 from 31.7 percent in 2010/11. The acceleration in total
expenditure was driven primarily by higher capital spending. Growth in current

expenditure moderated reflecting slower growth in salaries and wages.

® The series has been adjusted to exclude the operating deficit of the government departments from 2006/07, namely the
Supply Department and the Post Office. The deficit is captured as subsidies under current expenditure.
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Current Expenditure
Based on preliminary data, current expenditure grew by 5.1 percent to $780.7 million in
2011/12, following an increase of 8.6 percent in the previous fiscal year. This translated

to an increase in current expenditure to 23.2 percent of GDP from 22.6 percent in
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After increasing by 7.3
percent in 2010/11, current transfers increased by 8.1 percent to $173.6 million. The
increased outlay was led by higher spending on subsidies and retiring benefits.
Expenditure on subsidies is estimated to have increased from $18.4 million in 2010/11 to
$25.0 million in 2011/12. This sharp rise in spending was mainly due to the subsidies on
bulk food items (rice, flour, and sugar) sold by the Government Supply Department
which amounted to $17.8 million. In addition, a one-off payment totaling $2.5 million
was made to the National Council on Public Transportation (NCOPT) as a fuel rebate to

compensate for the adverse impact of rising fuel prices during the fiscal year 2011/12.

In tandem with the growing numbers of pensioners, payments of retiring benefits
increased by 8.7 percent to $61.3 million. This was primarily attributed to an increase in
the numbers of employees opting for early retirement. Payment to the National
Insurance Corporation (NIC) on behalf of Government’s employees rose by 13.8 percent
to $9.1 million while transfers to public sector institutions recorded a marginal increase

to $69.5 million in 2011/12.
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Salaries &Wages

Expenditure on wages and salaries continued on an upward path, rising by 2.3 percent
to $350.3 million, accounting for 44.9 percent of current expenditure. This category of
expenditure was equivalent to 10.4 percent of GDP and 42.6 percent of current revenue
in 2011/12. While wages increased by 1.0 percent, spending on salaries grew by 3.5
percent to $302.9 million on account of increased numbers employed, including police
officers, nurses and fire officers, and increased remuneration awarded to top
management. However, retroactive payments fell to $5.8 million, reflecting payments to

top management compared to $8.6 million paid to other civil servants in 2010/11.

Goods and Services
Expenditure on goods and services grew by 5.6 percent to $145.6 million in 2011/12,

primarily owing to increases in the cost of utilities and supplies & materials. Mirroring

the increase in oil prices and an [ Expenditure on Goods & Services 2011/12
expansion in office accommodation,
expenditure on utilities increased by
20.5 percent to $26.4 million. This
expenditure line represented the largest
increase under goods and services.

Spending on supplies & materials

totaled $23.4 million, 12.7 percent higher

hN __/
than in the previous fiscal year. Outlays on operating & maintenance and
communications both increased by just under $1.0 million in 2011/12. There were little

movements in expenditure on other major sub-categories.

Interest Payments

In 2011/12, interest payments expanded by 9.3 percent to $111.2 million, in keeping with
the increase in the stock of central government debt. Interest payments on domestic debt
grew by 11.3 percent to $64.7 million, reflecting the increase in borrowing on the
regional government securities market. Similarly, interest payments on external debt

rose by 6.6 percent to $46.4 million.

40



Capital Expenditure

In keeping with the Government’s policy to rehabilitate and upgrade the country’s
infrastructure, particularly in the wake of the devastation of hurricane Tomas,
substantial growth was recorded in capital spending. Central government capital
expenditure is estimated to have increased to $402.6 million in 2011/12 from $298.6
million in 2010/11. Accordingly, capital expenditure as a share of GDP increased to 12.0
percent in 2011/12 from 9.1 percent in 2010/11.

Capital expenditure comprised largely of projects and investment programmes
undertaken by the Ministry of Communications & Works, the Ministry of Health and
Ministry of Tourism, as shown below. Hurricane Tomas-related expenditure accounted

for approximately $45.5 million of total capital expenditure.

Table 8: Central Government Capital Expenditure
Main Projects

Project Title EC$ Millions
National Hospital $36.5
Reconstruction and Rehabilitation of Roads $23.0
St. Jude Hospital Reconstruction Project $17.1
Constituency Development Program $16.4
East Coast Road Rehabilitation Phase 3 $14.6
Community and Agriculture Feeder Roads $10.5

During the review period, a significant proportion (77.1 percent) of capital expenditure
was financed by borrowing. Of this amount, bonds financed an estimated $234.7 million
or 58.3 percent of capital spending while loans accounted for $75.6 million or 18.8
percent of the required financing. Grant financing increased by 7.5 percent to $92.2
million, of which roughly $40.0 million were disbursements from the European Union.
Grant funding contributed 22.9 percent of capital expenditure while the share of local
revenue was negligible. The rate of implementation of the approved capital programme

increased to 91.0 percent in 2011/12 from 81.4 percent in 2010/11.
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PUBLIC DEBT

Saint Lucia’s total outstanding public liabilities rose by 11.7 percent to $2,298.2 million?
at the end of December 2011. Of this total, the official public debt grew by 11.6 percent to
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government debt stood at $2,082.9 million or 62.7 percent of GDP as at December 2011,
accounting for 91.6 percent of the official public debt. In contrast, government
guaranteed and non-guaranteed debt fell by 9.3 to $120.5 million and by 2.3 percent to

$69.8 million respectively at the end of 2011.

The central government’s debt increased by $250.7 million, led by a 20.7 percent
expansion in its stock of domestic debt to $1,036.0 million. This stemmed mainly from
increased issuance of treasury bills, held mainly by institutional investors, totaling
$108.0 million. However, central government external debt also grew, by 7.5 percent to
$1,046.9 million in 2011. At the end of 2011, 36.0 percent of the central government’s
outstanding debt was derived from the RGSM while 10.4 percent was directly
contracted from commercial banks. The remaining 39.0 percent of the central

government portfolio largely represented concessional debt.

During the review period, bonds, including treasury notes, remained the most dominant
financial instrument in the central government’s debt portfolio, accounting for 53.0

percent. This is reflective of the $135.0 million raised on the capital market in Trinidad &

9 Includes payables of $25.0 million to the domestic commercial sector.
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Tobago in the last quarter of the year. However, the share of the central government’s
debt denominated in treasury bills increased from 7.0 percent to roughly 12.0 percent in
2011. Correspondingly, there was a reduction in the proportion of debt contracted in

loans from 41.0 percent in 2010 to 35.0 percent in 2011.

Influenced in part by continued low interest rates on the international market, the
weighted average costs of debt (WACD) dipped by 6.0 basis points to 5.48 percent in
2011. The average interest rate on loans continued to trend downwards, reaching its
lowest level in recent times to 2.79 percent in 2011. This was driven by an appreciable
drop in the average rates on loans from the CDB coupled with favourable movements in
the variable component of interest rates on funds from other multi-lateral and bilateral
sources. In addition, there was a reduction in the cost of treasury bills by 3 basis points
to 5.45 percent. Nonetheless, the interest rates on bonds increased by 6 basis points to

7.26 percent in 2011.

Table 9: Weighted Average Cost of Debt (WACD)
2006 2007 2008 2009 2010 2011
Bonds 7.28% 7.25% 7.17% 7.26% 7.20% 7.26%
Loans 5.26% 4.85% 4.24% 3.86% 3.49% 2.79%
Treasury Bills 4.18% 4.30% 5.73% 5.04% 5.48% 5.45%
WACD 5.87% 5.74% 5.77% 5.55% 5.54% 5.48%

Total debt servicing by central government increased to $194.1 million from $179.3
million in 2010. Principal repayments during the review period grew by 7.8 percent to
$92.0 million while interest payments moved from $93.9 million in 2010 to $102.1 million
in 2011. Consequently, the ratio of debt service to current revenue moved up from 23.1
percent in 2010 to 23.8 percent in the calendar year 2011. Similarly, the ratio of external
debt servicing to exports of goods & services increased from 6.6 percent to 7.9 percent in

2011, reflecting lower export earnings.
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Domestic Debt

At the end of 2011, the stock of public sector domestic debt increased by 18.0 percent to
$1,148.8 million primarily driven by a 20.7 percent increase in central government
domestic debt to $1,035.9 million. This expansion in domestic central government debt
was associated with the issuance of treasury bills, held by mainly domestic institutional
investors. However, domestic government guaranteed and non-guaranteed debt

declined by 0.3 and 2.3 percent respectively.

External Debt

Public external debt increased by 5.7 percent to $1,124.4 million at the end of 2011. This
growth is predominantly attributed to higher central government external debt which
grew by 7.5 percent to $1,046.9 million or 31.5 percent of GDP. Notwithstanding a
decline of 26.7 percent in the stock of externally held treasury bills, there was an increase
of 34.5 percent in central government bonds held by non-residents. There was also
additional borrowing from the IMF and the World Bank, related to hurricane Tomas
recovery efforts. External debt with long-term maturities, largely from multi-lateral

institutions, accounted for 26.1 percent of total central government debt.

External Debt by Currency

At the end of 2011, 79.1 percent of the external public debt stock bore no exposure to
exchange rate risk, being denominated in currencies with fixed exchange rates such as
the US and Barbados dollars as well as EC dollar debt. Similarly, in keeping with the
government’s debt management strategy to reduce risks, 77.6 percent of the central
government’s debt faces no adverse currency shocks, with 58.6 percent denominated in
US dollars, 18.3 percent in EC dollars and 0.6 percent in Barbados dollars. Of the
remaining 22.4 percent which faced exchange rate risks, 17.7 percent was denominated

in SDR’s, 3.0 percent in euros and 0.6 percent in Kuwaiti dinars.

External Debt by Creditor
Concessional funding from multi-lateral sources continued to account for a significant
proportion of Saint Lucia’s stock of external public debt at the end of 2011. Central

government debt from multi-lateral sources grew by 1.6 percent to $614.3 million in 2011
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and represented 58.5 percent of external debt. Despite a 4.3 percent reduction in
outstanding debt, CDB remained the government’s largest single creditor, accounting

for 32.5 percent or $340.4 million of central government external debt.

Loans from the IMF totaled $51.2 million, reflecting disbursements of the Emergency
Natural Disaster Assistance and the Rapid Credit Facility received in the first quarter of
2011. The World Bank Group (IBRD and IDA) contributed 21.0 percent ($220.3 million)
to the central government’s outstanding external debt, including proceeds from the
hurricane Tomas recovery loan. The growth in multi-lateral lending was partly offset by
a decline of $8.4 million in bi-lateral debt in the review period. The central government’s
commercial debt totaled 11.2 percent ($117.5 million) of its external debt portfolio.
During the review period, the central government accrued external debt of $121.5
million from the Trinidad & Tobago capital market. A sizeable amount ($102.5 million)

of central government bonds raised on the RGSM was also held by non-residents.
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CHAPTER FIVE
MONEY AND CREDIT

While remaining stable and adequately capitalized, indicators point to continued
weaknesses in the financial sector which is still reeling from the effects of the global
financial crisis. Value-added in financial intermediation contracted by 0.2 percent in
2011, reflecting reduced value-added in banking and auxiliary financial services whereas

the insurance sub-sector expanded by 2.2 percent.

Monetary Developments

Value-added in the banking and auxiliary financial services sub-sector declined for the
third consecutive year, by 0.9 percent in 2011, reflecting a reduction in profits. This
outturn was spurred by income Financial Sector
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and employment factors which led | 15.00

to rising delinquency rates on | ;54
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existing loans and subdued &
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demand for new loans. However, \
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liquidity in the banking system 2004 2005 2006 2007 2008 2000 2010 2011

improved during the review 50
~4— Financial Intermediation (Total)

p eriOd' Additionally, some ~@— Banking and Auxiliary Financial Services
financial institutions were Insurance
adversely affected by the default of the Government of St. Kitts and Nevis in meeting its

interest payments on a maturing bond in December 2011.

Money Supply

Total monetary liabilities (M2) expanded by 6.7 percent to $2,729.8 million in 2011,
indicative of increased liquidity in the banking system. However, this trend was not
homogenous across the banking sector. While monetary liabilities of indigenous banks
rose by 15.0 percent, foreign-owned banks recorded a marginal contraction of 0.1

percent in their monetary liabilities.
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Of the components of M2, quasi money grew by 7.3 percent to $2,054.4 million, driven
by strong growth in private sector time, savings, and foreign currency deposits of 10.7
percent, 5.6 percent, and 11.8 percent respectively. There was also growth of 4.8 percent
in the narrow stock of money (M1), mainly owing to a 9.1 percent growth in currency

with the public and a 3.1 percent increase in private sector demand deposits.

Domestic Credit

After declining by 1.8 percent in 2010, domestic credit rebounded by 6.0 percent to
$3,597.6 million in 2011, signaling an uptick in economic activity. Credit to the private
sector increased by 2.6 percent to $3,887.5 million, up from the 1.1 percent recorded in
2010. The increase was driven by a 2.3 percent increase in business credit together with a

3.2 percent increase in household credit.

However, the net deposit position of central government fell from $45.7 million to $0.8
million at the end of 2011, as government drew down on its deposits at commercial
banks to finance its expenditure programme. Net deposits of non-financial public
enterprises also fell by 15.1 percent to $288.9 million, mainly attributable to an 11.9

percent decline in their deposits.

Credit by Economic Activity

During the review period, loans & advances increased by 1.3 percent to $4,057.9 million,
despite available liquidity at commercial banks. Given the increasing incidence of non-
performing loans, lending requirements continue to tighten despite an environment
characterized by weak demand for loans due to uncertainty in the economy. These
conditions have propelled some banks to become more aggressive and pursue
unconventional strategies to attract existing viable loans from competitors while being

more cautious with new and risky business ventures.

The distribution of credit to the various economic sectors remained relatively unchanged
as compared to the previous year. Personal loans grew by 4.1 percent to $1,312.0 million,
accounting for the largest share of all loans. This included a 5.2 percent increase in loans

for home construction & renovation. Loans for construction & land development rose by
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8.2 percent to $401.8 million, indicating increased construction activity during the year.

Lending to the tourism sector and Sectoral Distribution of Credit

professional & other services rose by Agriculture
1%

23 percent and 5.0 percent Construction

respectively. Loans for manufacturing o
also grew by 7.7 percent to $77.6
million while credit to agriculture
continued to decline, falling by 17.3
percent to $27.4 million. This reflects
the high credit risk associated with the

agriculture sector despite the need for fin.ancing to aid with its recovery.

Foreign Assets

Net foreign liabilities of the banking system increased significantly by 62.8 percent to
$494.7 at year end, following a decline of 37.3 percent in the previous year. This was on
account of a deterioration in the net foreign position of the commercial banks as they
continued to borrow from overseas to finance domestic credit. Most significantly, this
included lending by foreign banks from their head offices 