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FOREWORD

FINANCIAL SUSTAINABILITY AND FINANCIAL MANAGEMENT IN THE ECCU

The Eastern Caribbean currency union
(ECCU) has experienced a most challenging year
in which the economic indicators have mirrored the
difficulties in the international economy. Our
major trading partner, the United States, has been
experiencing slow growth; the Federal Reserve
has made unprecedented cuts in the interest rates to
stimulate growth and is still contemplating further
cuts. Japan has been in recession for over a
decade and Germany, the other major economy, is
acknowledging a significant slowdown in economic
activity.

The international community has been
preoccupied since September 11 with the containment
of terrorism, and two significant wars have been
fought in Afghanistan and Iraq.

The external environment can therefore be
characterised as being very ambivalent, which
clearly puts a dampener on investment and
economic activity. The tourism industry, our main
foreign exchange earner, is susceptible to acts of
terror and general uncertainty, and this will clearly
affect our growth prospects over the immediate
future.

The question for us in the currency union
therefore becomes how do we respond to this
series of events, most of which we have no control
over? The answer lies in identifying those
areas and circumstances over which we have
some control and influence, and applying the
appropriate policies.

The main area over which we have some
control is fiscal policy. Our approach to revenue,
expenditure and debt is therefore critical, particularly
at this point. The responses to downturns in economic

circumstances in any nation state reverberate
throughout the society, from the ordinary citizen
to business firms, to the government itself. In the
absence of growth revenue falls and expenditure
has to be curtailed. If expenditure is not curtailed
the entity has to acquire debt obligations which
have to be repaid out of future income, profits or
revenue. It is interesting to note the relationship
between income, profits and revenue as government
revenues are in fact derived from taxing incomes
and profits either directly or indirectly.

Downturns in the economic cycle are usually
accompanied by adjustments which are either
orderly or disorderly. The process, particularly if
it turns out to be disorderly, is essentially a
Darwinian one, that is, survival of the fittest. An
orderly adjustment requires a deliberate strategy
and vision, political will, societal consensus, technical
and administrative capacity, and the building of
strong institutions. These are necessary to ensure
that the process of stabilisation is not unnecessarily
prolonged, thus leading to further suffering for the
least advantaged in the society.

It is necessary to address with some
urgency and in a comprehensive manner the issues of
technical and administrative capacity, and institution
building in the ECCU. Within the currency union
three sectors - the financial sector, the non-financial
private sector and the public sector will be called
upon to drive the adjustment process, both in the
short and long run. While the adjustment will have
to take place on a country by country basis, the
fact that countries are part of an integration
arrangement - the Organisation of Eastern
Caribbean States (OECS), and a currency union,
would strongly suggest that both positive and negative
cross country effects could be encountered.



The negative effects could spring from
speculation allied to strong transmission mechanisms
between the economies of the countries. The positive
effects could come from a conscious and strategic
policy to devise economies of scale and mitigate
risks by spreading administrative and economic
activities across the currency union.

The financial sector and the non-financial
private sector require a large economic space in
which to maximise their economies of scale and
minimise their risks. The transaction costs of
conducting business in very small country units are
extremely high and have a distortional impact on
the conduct of business. There is a natural tendency
towards monopolies in critical areas with the
resulting high price due to lack of competition.

Even the natural monopolies, particularly
those in the commercial/distributive trades, are in
some difficulties as they experience new competition
from internet buying and from the large number of
informal operators, both of which have very little
overheads. The decline of these firms is further
influenced by their structure as they are mainly
family owned enterprises moving into the second
or third generation and losing or having lost the
drive of the founders. The demise of these firms
have knock-on effects on employment and
incomes, the non-productive loans of commercial
banks and the tax receipts of the government.

The countries of the OECS need new business
models to cope with the new economic environment
both within their own countries and in the regional
and international arenas. New trading regimes, the
World Trade Organisation, Free Trade Area of the
Americas, COTONOU, Caribbean Single Market
and Economy (CSME), will put new competitive
pressures on the non-financial private sector,
which it will not be able to withstand by looking

inward and depending on the public sector for
protection.

The financial sector is in a much better
position to treat with the new challenges as it
starts with a number of significant advantages and
a platform for future development. A stable currency,
low inflation and a safe and sound banking system
are critical for both stabilisation and adjustment.
The financial sector also has the advantage of
being familiar with the use of high technology,
systems of management and financial training, a
cadre of well-educated workers and access to
information from the international system. Its major
disadvantage is fragmentation and fractionalisation
as indicated in a 1997 World Bank Report.

The ECCB’s money and capital market
development programme is trying to address this
by supporting and facilitating the development of
currency union wide markets for currency, bank
liquidity, government securities, secondary mortgages
and equities. This has involved the creation of
institutions such as the Eastern Caribbean Home
Mortgage Bank (ECHMB) and the Eastern
Caribbean Stock Exchange (ECSE). Other institutions
in the pipeline are the Eastern Caribbean
Enterprise Fund (ECEF) and the Eastern
Caribbean Unit Trust (ECUT).

This brings us to the role of the public sector,
which is the critical actor in creating the environment
and facilitating societal consensus on the goals
and objectives of the society. Public sector reform
and development are critical to the efforts at
stabilisation and adjustment. This is so for several
reasons. First, the public sector workforce
accounts for over fifty per cent of the recurrent
expenditure of the government and second, it is
responsible for leading, initiating and facilitating
the development effort.



The ability to manage public finances is the
critical factor in public sector reform. This means
in the first instance paying careful attention to
the institutional arrangements such as the basic
collection of revenues and the efficient and effective
expenditure on government programmes. For
institutional arrangements to be effective they will
require proper organisation, staffing, training,
equipment and business practices carried out by
the ministries of finance, planning and statistics
departments, accountants general departments,
inland revenue departments, customs and excise
departments and the offices of the auditors general.
These offices preside over the fiscal machinery
that encompasses the budgetary process.

The preparation of the budget goes through
the presentation, implementation, monitoring,
evaluating and auditing stages. The need for good
governance by both the public and private sectors
has become an important issue in the determination
of the levels of investment from both domestic
and external sources. The fact that domestic
expectations exceed the capacity of domestic
resources and that both the public and private sectors
require external resources to achieve their
objectives puts a premium on the importance of
good governance.

If one argues that the public sector is the
driving force for facilitating the development
process, then public sector reform based on good
public financial management becomes a high priority.
The budgetary process is a road map, so to speak,
giving a clear indication of the governments’
plans, programmes, and projects and the level at
which government services will be funded and
delivered over the financial year. Governments
need to set clear targets and to put in place the
machinery to implement the programmes over the
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course of the year. One of the missing pieces in
the process, however, is the accounting for financial
resources and successfully implemented projects
at the end of the financial year.

The constitution provides for government
accounts to be sent to the auditor general, who after
auditing them should have them passed on to the
Public Accounts Committee of Parliament. This is
a process of great constitutional and practical
significance. It recognises the role of the parliament
in passing laws to raise revenue and is the
underpinning of the famous slogan “No taxation
without representation.” It goes further to ensure
that such revenue and its usage are properly
accounted for at the end of the financial year. The
equivalent procedure in the private sector is the
certifying of the accounts of the company by public
auditors, and the holding of the annual general
meeting so that shareholders can voice their comments
on the company’s performance.

In the case of a democratic country with an
elected parliament, the members of the legislature
represent the shareholders, that is, the people of
the country, and are bound by the constitution and
the financial rules to undertake this function. The
non-performance of this function has several
implications, both domestic and foreign. On the
domestic side, without this official and parliamentary
scrutiny governments may not be inclined to pay
proper attention to financial management, with
dire consequences for the economy.

This should have a salutary effect on public
confidence in the budgetary process and in financial
management, and satisfy to a large extent the
transparency requirements of the state. This will
also facilitate the investment decisions of local
and foreign portfolio holders of government securities,



and the development of markets for such financial
instruments which are of sufficient depth, breadth
and resilience to stimulate growth in the rest of the
economy.

The governments therefore have to step up
their performance in the area of financial management
in order to ensure fiscal sustainability and the
ability to stimulate economic activity, and to supply
administrative and social services to the community.
The level of analysis required in the ministries to
assess and project the impact of expenditure and
the effects of new and existing instruments of
taxation are more than just part-time or episodic in
relationship to the once a year preparation of the
budget.

Attention to policy conception, analysis
and implementation applied consistently and
strategically over time are going to be the major
factors in the successful management of the
processes of stabilisation and adjustment. It is in
the area of public finance that we in the currency
union have the degrees of freedom and range of
choices for such policy initiatives.

K Dwight Venner
Governor



INTERNATIONAL ECONOMICDEVELOPMENTS

The world economy expanded by 2.6 per cent
in real terms in 2002 compared with growth of 2.2
per cent in 2001. Economic growth was relatively
strong at the beginning of the year, but slowed and
became more uneven as the year progressed. The
strong growth during the first part of the year was
influenced by monetary and fiscal stimulus, which
led to increased public and private spending in the
United States and Europe. The effect of this stimulus
was partially offset by a further slide in world
equity markets and increased geopolitical tensions,
which limited both household and business confidence
and slowed the economic recovery.

The United States economy grew by 2.3
per cent in 2002 compared with a 0.3 per cent
expansion during the previous year when the
Growth during the
year was uneven despite record low interest rates,

economy was in recession.

benign inflation and high government spending.
In the first quarter of 2002 the economy grew at a
5.2 per cent annual rate, but slowed to 1.3 per cent
in the second quarter. There was resurgence in
growth to 4.0 per cent in the third quarter as consumers
took advantage of large price reductions to purchase
cars and other durable goods. During the fourth
quarter growth slowed to a 1.4 per cent annual
pace due to a decline in personal spending which
was caused by a slump in consumer spending to
its lowest level in a decade.

Both household and general government
expenditure in the US drove the growth in real
output during the year. Real disposable income of
households rose 4.2 per cent in 2002 compared
with a 1.8 per cent increase in 2001, and this was
reflected in higher consumption and a surge in
investment in housing. Large tax reductions granted

at the beginning of the year also increased disposable
income and reduced fiscal payments made by
households. While households suffered a negative
wealth effect due to the fall in stock market prices,
this was partially offset by a positive wealth effect
associated with the rise in real estate prices. In
addition, record low long-term interest rates
allowed many households to renegotiate mortgage
loans. Government expenditure, which had
increased at a faster rate in 2001 than in the previous
year, rose at an even more rapid pace in 2002.
This was largely as a result of the battle against
terrorism in the wake of 11 September 2001.

The US labour market, which had stabilised
in 2001, weakened in 2002 when employment fell
by 0.9 percentage point. As a result of the weaker
labour market conditions, the unemployment rate
increased from 4.9 per cent of the labour force in
2001 to 5.8 per cent in 2002, its highest level since
1995. The labour market was also adversely affected
by low or falling prices, which were disincentives to
investment. Inflation, as measured by the consumer
price index, slowed from 2.8 per cent in 2001 to
1.6 per cent in 2002, partly attributable to weak
demand and a decline in capacity utilisation in the
manufacturing sector.

US monetary policy remained expansionary
during 2002. With inflation under control the
Federal Reserve kept the federal funds rate
unchanged at 1.75 per cent for the first ten months
of the year but reduced the rate by 50 basis points
in November. The dollar also depreciated against
the currencies of the main advanced countries and
American industry benefited both from the weakening
of the real exchange rate and from a fall in the
short-term real interest rate.



For the year 2002 real GDP in Canada
grew by 3.4 per cent. This was more than double
the rate for 2001 and marked the strongest growth
in the group of leading industrialised countries.
The economy began the year with unusually
strong growth of 5.7 per cent for the first quarter;
but this declined gradually to an average of 4.7 per
cent for the first three quarters. In the final quarter
growth of 1.6 per cent was recorded. Overall
economic performance was led by an increase in
demand, which was widespread across the country
and boosted real exports. Consumer expenditure
remained strong throughout the year, largely as a
result of increases in employment. The strong
labour market, together with low interest rates,
resulted in solid gains in the housing sector.

Economic growth in the United Kingdom
slowed further to 1.5 per cent in 2002 from 2.0 per
cent in 2001, attributable to developments in final
domestic demand. Household expenditure continued
to be strong as indicated by increases in private
consumption and expenditure on housing by 3.6
per cent and 10.5 per cent respectively. During
the year mortgage interest fell to extremely low
levels and together with the increases in housing
prices, supported spending by consumers. The
positive effect of housing prices on the assets of
consumers offset to some extent the adverse effect
of the fall in stock market prices. Despite the
expansion in the economy the unemployment rate
increased slightly from 5.1 per cent in 2001 to 5.2
per cent in 2002. Labour costs of enterprises rose
as a result of an expansion in per unit labour costs
combined with the smaller increase in labour
productivity. Nevertheless, inflation measured on
the basis of the retail price index, excluding interest
payments on mortgage loans, showed no significant

change in 2002. At 2.2 per cent the inflation rate
remained below the 2.5 per cent target rate.

Following a marked contraction in the second
half of 2001, the Japanese economy contracted in
real terms for the second consecutive year. Real
GDP declined by 0.7 per cent in 2002 compared
with 2001. Japan has been facing a deflationary
situation since 1998 and this worsened in 2002.
Consumer prices declined during the year by 1.1
per cent compared with 0.7 per cent in 2001.
Among the reasons for the fall in prices were
weak domestic demand and declines in domestic
costs and in import prices.

In the Asia-Pacific region, excluding Japan,
economic activity grew at an impressive rate with
real GDP growth estimated at 6.0 per cent. China
led the region with an 8.0 per cent expansion,
compared with a 7.3 per cent growth rate in 2001,
as a strong export performance has been underpinned
by China’s into the World Trade
Organisation. During the year exports from China
increased by 19.4 per cent as a result of the recovery
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in the United States and in the Asian trading partner
countries. There was also a sharp rise in imports,
which provided a boost to regional economies.
The economies of Korea and Thailand improved,
posting real growth of 6.1 per cent and 5.2 per
cent respectively. Despite a severe drought that
affected agriculture, growth in India strengthened to
4.9 per cent.

The economy of the euro area faced a number
of difficulties in 2002. Real GDP grew at an average
annual rate of 0.8 per cent, which was the lowest
since 1993. The main reason for the poor economic
growth was weak domestic demand as purchasing



by households was restrained, particularly in the
first quarter. This was due mainly to sharp price
increases in early 2002, caused by a weather-
induced surge in the prices of seasonal food products
and by higher taxes on consumption. In addition,
the introduction of euro bank notes and coins in
January 2002 was followed by a perceived rise in
inflation, which reduced consumers’ propensity to
buy. While private consumption picked up in the
second quarter, the pace of increase was moderate.
From the middle of the year there was a sharp
increase in real income, but this was counterbalanced
by a number of setbacks for consumer confidence.
These included a renewed decline in stock prices,
the increasing risk of war in the Middle East and
a worsening labour market situation. The decline
in the pace of economic activity in the euro area
was reflected on the labour market in 2002 when
unemployment rose by half a million. Almost all
member countries were affected by the deterioration
in the labour market and the standardised
unemployment rate rose from 8.0 per cent to 8.3
per cent. Consumer prices in the euro area rose at an
annual average of 2.2 per cent, somewhat less than
in 2001 when the measured rate of inflation was
2.5 per cent. Excluding the volatile components -
“unprocessed foods” and “energy” - the rate of
price increase in 2002 was 2.5 per cent compared
with 2.0 per cent in 2001.

Latin America suffered the worst economic
downturn in two decades during the period 2001-2002
but industrial production began a recovery in the
second half of 2002. Overall GDP for the region is
estimated to have fallen by 0.5 per cent in contrast
to the 0.4 per cent increase achieved in 2001. A
number of factors influenced this outturn including
an adverse international environment, slow growth

INTERNATIONAL ECONOMIC DEVELOPMENTS

in the developed countries and a deterioration in
the terms of trade for the region. In addition, there
were a number of country specific problems. The
economic crisis in Argentina had spillover effects
in Paraguay and Uruguay. A political crisis in
Venezuela disrupted oil production and put upward
pressure on oil prices, while Brazil was affected by
a weakening in market sentiment. The economies
of Mexico and Chile suffered least from the
adverse external financing conditions as these
countries are highly integrated with the world
economy and their economic performance was
underpinned by sound policies.

Growth rates for selected countries in
Latin America indicated that real GDP fell by 11
per cent in Argentina, 10.8 per cent in Uruguay
and 8.9 per cent in Venezuela. Growth rates were
highest in Peru and Ecuador, and these were on
average about 4.0 per cent. Real GDP in Brazil,
Chile and Colombia recorded more modest
growth at 2.0 per cent or less. In Mexico, which
emerged from recession during the year, growth
was estimated at 0.9 per cent.

The average rate of inflation in Latin
America increased to 8.0 per cent in 2002 from
6.0 per cent in 2001. This rise in inflation marked
the first increase since 1991 and was precipitated
by sharp devaluations in the exchange rates of
some regional currencies including those of
Argentina, Venezuela and Brazil. These increases
in inflation were partially offset by falling prices
in Ecuador, Colombia and Nicaragua. The rise in
inflation also affected the labour market, which
weakened as a result of stagnation and recession.
Average unemployment is estimated to have
increased to a record 9.1 per cent in 2002, almost



one percentage point more than in the past two
years. The weaker labour market and slow growth
over the last few years have led to an increase in
poverty, reversing the trend of the 1990s.

Prospects

The world economy is expected to grow at
a 2.2 per cent rate in 2003, according to the most
recent projections of the International Monetary
Fund, which revised its initial estimate downward.
The growth prospects reflect concerns about war
and terrorism, which could affect the confidence
of both consumers and investors and limit economic

expansion. The US economy is likely to grow by
2.2 per cent and this slow growth could dampen
world performance. Canada is projected to lead
the Group of Seven industrialised nations for a
second straight year with 2.8 per cent growth.
Japan, the world’s second largest economy, shows
no sign of emerging from decline in 2003 as prices
of goods and services continue to fall. The euro
area is expected to grow at a 1.1 per cent rate com-
pared with 0.8 per cent growth in 2002.
Developing countries in the western hemisphere
are likely to grow at an estimated 0.5 per cent rate
but a number of countries in the region remain
vulnerable.



REGIONAL ECONOMIC DEVELOPMENTS

Overview

Despite the challenging international
economic environment, most of the larger member
countries of the Caribbean Community (CARICOM)
realised growth in real output in 2002, although
the rate slowed in some countries. The available
information on performance indicated that in two
of the countries - Guyana and Trinidad and
Tobago - the growth in real GDP slowed. In
Jamaica the economy increased at a relatively stable
rate, while the Bahamas reported some improvement.
Real GDP continued to contract in Barbados, but
at a lower rate. During 2002 consumer price inflation
moderated in all the member countries with the
exception of Guyana.

The performance of the public finances
was mixed, with improvements reported for the
Bahamas and Guyana, while central government
operations deteriorated in Barbados and Trinidad
and Tobago. Lower inflows on the capital and
financial accounts and a widening of the current
account deficit contributed to a weakening of the
overall balance of payments position in most of
the countries.

Production, Prices and Employment

The economy of the Bahamas showed signs
of recovery in 2002 following a weak performance
in 2001. Economic trends were reported to have
stabilised on the strength of local mortgage
financing for residential investment and a revival
in tourism. Barbados experienced a slowdown in
the rate of decline in economic activity, as real
GDP fell by an estimated 0.4 per cent compared
with the contraction of 2.8 per cent in 2001. A
weak performance in tourism, particularly during
the first half of the year, and a poor sugar cane
crop contributed to the sluggish outcome in 2002.

In Guyana growth in real GDP slowed to 1.1 per
cent from 2.3 per cent in 2001. The slowdown was
influenced by weak performances in production of
bauxite, gold, rice and timber, combined with
domestic security concerns that had an adverse
impact on the services sector. Real GDP growth
in Jamaica was estimated to have remained relatively
stable, in the 1.0 per cent to 2.0 per cent range
recorded in the previous year, while Trinidad and
Tobago reported a slowdown as real GDP
increased by 3.2 per cent compared with the
revised rate of 4.0 per cent in 2001. This outcome
was the result of a weak performance in the
non-energy sector, particularly the manufacturing
and government sectors.

During 2002 the tourism industry in the
larger CARICOM countries performed sluggishly,
particularly during the first half of the year. In the
Bahamas, the tourism industry was reported to
have remained weak relative to the performance
prior to 11 September 2001, despite a revival in
tourism receipts. There was a rebound in hotel
room rates and sustained growth in cruise ship
passengers. Sea arrivals, including cruise ship
visitors, increased by 8.9 per cent, but overall
growth in visitor arrivals was partly dampened by
a 1.8 per cent decline in stay-over visitors.
Tourism in Barbados was adversely affected by a
combination of factors including increased competition
from low-priced destinations, the loss of charter
flights from the UK and Canada, and the impact of
global economic uncertainty on vacation travel.
Value added in tourism was estimated to have
contracted by 2.4 per cent, compared with the 5.9
per cent rate of decline in 2001.

Consumer price inflation moderated in
most of the member countries with the exception
of Guyana where inflation rose to 6.1 per cent.
The increase in the rate of inflation in Guyana was
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influenced by higher food prices and tariff
increases in the communication, electricity and
water services sectors. Of the other countries,
consumer price inflation was reported to have
stabilised at 2.0 per cent in the Bahamas. Lower
import prices and subdued credit demand contributed
to a moderation in retail price inflation in
Barbados. Rates of inflation were also lower in
Jamaica at 7.3 per cent compared with 8.8 per cent
in 2001, and Trinidad and Tobago at 4.2 per cent,
down from 5.5 per cent in 2001.

In 2002 the unemployment rate in Barbados
was above that recorded in the previous year,
attributable to the weak economic performance.
In Trinidad and Tobago the unemployment rate
fell to an average of 10.4 per cent from 10.8 per
cent in 2001. The contraction in the rate was driven
by increased demand for labour in the services
sector, particularly the distribution and transport,
and the storage and communications sectors.

Central Government Fiscal Operations

The Bahamas recorded an overall deficit
of $37.2m for the first half of the fiscal year (FY)
2002/03, down from the deficit of $68.8m in the
corresponding period of FY 2001/02. Despite the
narrowing of the deficit, financing requirements
on a calendar year basis were reported to have
been above the previous year’s level on account of
supplementary requirements during the second
half of FY2001/02. The performance in the first
half of FY2002/03 was the result of a 6.9 per cent
increase in total revenue, attributable to higher
collections from import duties and tourism-related
taxes. In addition, total expenditure fell by 0.6 per
cent, reflecting a decline in capital expenditure
and net lending to public corporations.

In Barbados the government sought to
stimulate real economic activity with a number of
measures including higher capital spending and
more stringent trade requirements to safeguard
domestic production. This policy stance, coupled
with shrinking revenue, led to a widening of the
overall fiscal deficit to 6.3 per cent of GDP from
3.6 per cent of GDP in 2001, representing the
highest deficit to GDP ratio since 1990. The
deficit was financed through a drawdown of special
deposits held at the central bank and from other
domestic sources. Guyana reported an improvement
in the overall fiscal performance of the central
government in 2002, driven by higher current and
capital revenue and lower capital expenditure. In
Trinidad and Tobago the fiscal operations of the
central government resulted in an overall deficit
of $181.Im, in contrast to the surplus of
$1,036.8m realised in 2001. Increased spending,
largely associated with the payment of arrears to
public servants and higher transfers to households,
combined with a decline in revenue, contributed
to the deterioration of the fiscal accounts. The
contraction in revenue was influenced by a decrease
in receipts from the energy sector, attributable to a
fall in oil prices and significant tax write-offs
claimed by the largest oil producer in the context
of extensive exploration activity.

Money and Credit

In 2002 the growth in the money supply (M3)
in the Bahamas slowed to 3.2 per cent following
the increase of 4.7 per cent in 2001. The slowdown
was influenced by a tapering in growth of fixed
deposits to 2.3 per cent from 8.7 per cent in 2001.
Meanwhile, the rate of increase in savings
deposits strengthened to 4.3 per cent and demand
deposits rebounded by 6.0 per cent. Domestic
credit expanded by 5.6 per cent, substantially
below the 11.7 per cent rate in 2001, reflecting a



lower rate of growth in commercial bank credit to
the private sector and net claims on the government.
Most of the increase in private sector credit was
associated with lending for housing development.

In Barbados there was a build-up of
excess liquidity in the banking system in 2002,
largely attributable to sluggish domestic credit
demand together with a drawdown of the special
deposits from the central bank by the government.
Deposit transactions associated with merger and
acquisition activities in the financial sector also
contributed to the excess liquidity. During 2002
the Central Bank of Barbados reduced the minimum
deposit interest rate and maintained its policy
stance of setting indicative targets for the average
lending rate on selected loans. As a result there
was a narrowing of the spreads between the interest
rates on loans and deposits, thereby facilitating a
reduction in the cost of borrowing to the productive
sector.

In Guyana the growth in broad money
slowed to 5.0 per cent, reflecting a deceleration in
credit to the private sector as a result of the cautious
lending policy of the commercial banking sector.
Quasi money expanded by 5.2 per cent in 2002
following growth of 12.6 per cent in 2001. The
spread between the weighted average lending and
savings deposit rates widened, despite a decline in
the average discount rate on 91-day treasury bills
to 3.91 per cent from 6.25 per cent in 2001.

The growth in the monetary base in
Jamaica was restrained at 2.4 per cent in 2002,
partly reflecting the programmed 1.0 percentage
point reduction of the cash reserve requirement of
deposit taking institutions to 9.0 per cent in
March. One of the most significant developments
in the banking industry in Jamaica in 2002 was a
57.2 per cent expansion in loans, largely concentrated
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in tourism, communications and distribution, and
for personal use. At the end of 2002 the weighted
average loan rate fell to 18.3 per cent from 19.5
per cent at the end of 2001, and was 9.3 percentage
points above the weighted average deposit rate.

The Central Bank of Trinidad and Tobago
introduced a new framework for the conduct of
monetary policy in May 2002. This involved the
monthly announcement of the rate at which it
would provide overnight liquidity to the banking
system (the “repo” rate), initially set at 5.75 per
cent. This rate was reduced by 50 basis points at
the end of August in an effort to stimulate demand
in light of the subdued inflationary conditions. As
a result interest rates fell, with prime lending rates
declining to 11.5 per cent from 14.5 per cent at the
end of 2001. Notwithstanding the lower interest
rates, credit growth was sluggish as reflected in
increases of 9.3 per cent and 1.8 per cent in lending
to businesses and consumers respectively, compared
with expansions of 17.4 per cent and 8.2 per cent
in 2001.

External Sector

In 2002 there was some weakening in external
sector performance in most of the countries, with
the exception of the Bahamas. In the Bahamas an
improvement in the external current account was
reported, as the deficit narrowed to $188.1m from
$274.0m in 2001, influenced by reduced net outflows
for imports and higher net inflows from tourism.
A strengthening in private foreign investment
combined with higher inflows of short term
commercial bank capital contributed to an increase
in the surplus on the capital and financial account
to $417.1m from $260.2m in 2001. Barbados
recorded its first overall balance of payments
deficit since 1998 and the second in 11 years. The
deficit of $46.8m was the result of a deterioration
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of the current account balance coupled with a fall
in net long-term capital inflows. In Guyana there
was a weakening in the overall balance of payments
position in 2002, influenced largely by reduced
inflows on the capital account associated with
lower inflows to the non-financial public sector.
The current account deficit narrowed, attributable
to reduced fuel imports. In Jamaica there was a
drawdown of US$238.0m in reserves. This reduction
was the result of a widening of the current account
deficit to US$942.3m, and lower net official
inflows that fell to US$76.0m from US$653.0m in
2001. The foreign reserves position in Trinidad and
Tobago was reported to have remained strong in
2002 with gross official reserves at US$1,923.5m,
equivalent to 5.8 months of imports of prospective
goods and non-factor services. Notwithstanding,
there was a substantial reduction in the current
account surplus to US$48.9m from US$470.6m in
2001, reflecting a fall in receipts from exports of
petroleum, petroleum products and chemicals.

Prospects for 2003

The recent forecasts for some of the member
countries point to an improvement in economic
activity in 2003. In Barbados the economic outturn
is projected to range between a decline of 0.8 per
cent and growth of 0.5 per cent. The original
projection for growth of 2.0 per cent was
revised downwards based on an anticipated weak
performance of tourism in the aftermath of the
war in [rag. Manufacturing output in Barbados is
expected to benefit from an increase in sugar
production and from measures implemented to
improve performance, including the continuation
of the “Buy Local” campaign and the 60.0 per

cent tariff on selected imports. Inflation is projected
to remain low, although an increase is likely as a
result of higher oil prices. The fiscal deficit as a
proportion of GDP is projected to decline as
economic activity expands.

Real GDP in Guyana is projected to grow
moderately between 1.0 and 2.0 per cent in 2003.
During the year efforts will continue on the stabilisation
of the macroeconomic fundamentals. Inflation is
targeted at 5.0 per cent. In 2003 the Bank of
Guyana, the country’s central bank, will focus on
ensuring price stability while creating the monetary
conditions to promote credit growth and a competitive
exchange rate regime.

The outlook for the economy of Jamaica
appears promising, with real GDP projected to
increase between 2.0 and 3.0 per cent. This projection
hinges on the catalytic effect of a number of relatively
large ongoing projects. Construction activity is
likely to be buoyed by major road construction
and rehabilitation projects, while agricultural output
is expected to rebound as a result of favourable
weather. An expansion in capacity by major
processors of alumina is expected to result in an
increase in output and productivity. Growth in
tourism activity is also projected, but this could be
dampened if hostilities in the Middle East have an
adverse effect on world travel.

For Trinidad and Tobago, the forecast is for
real GDP growth to strengthen to 4.0 per cent in
2003. An inflation rate of 4.5 per cent is anticipated.
The external current account balance is projected
to improve as the surplus is projected to increase
to US$359.0m.
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Overview

In 2002 the Eastern Caribbean currency union
continued to be adversely affected by international
developments. Preliminary data and information
for 2002 indicated that overall economic activity
was sluggish although some improvement was
evident, as real GDP grew on average by an estimated
0.2 per cent following the 1.3 per cent contraction
in 2001. The outturn in 2002 was influenced in
part by strong growth in the agricultural sector,
partly on account of favourable weather, that was
almost offset by contractions in output in most of
the other sectors. Among the member countries of
the currency union economic performance differed
widely. Growth rates in real GDP exceeded the
currency union’s average in four of the countries -
Montserrat (4.6 per cent), Antigua and Barbuda
(2.1 per cent), St Vincent and the Grenadines (1.4
per cent) and St Kitts and Nevis (0.8 per cent). In
St Lucia real GDP grew by 0.1 per cent, while
contractions in economic activity were estimated
for the other three -Dominica (4.7 per cent),
Anguilla (3.2 per cent) and Grenada (1.1 per cent).

The fiscal operations of the combined
central governments in 2002 resulted in a current
account deficit equivalent to 1.5 per cent of GDP,
roughly 0.2 percentage point above the level in
2001. The larger deficit position was driven by
increased spending associated with debt servicing
and transfers, as well as the purchase of goods and
services. Higher capital expenditure coupled with
a larger current account deficit led to a deterioration
in the overall deficit, which rose to 6.8 per cent of
GDP from 6.4 per cent in 2001. Developments in
the banking system were characterised by an
increase in commercial bank liquidity, reflecting
strong growth in monetary liabilities relative to
the expansion in domestic credit. The ECCB

reduced the minimum rate on savings deposits
by 1.0 percentage point to 3.0 per cent effective 1
September 2002. The overall balance of payments
for the currency union recorded an increase in the
surplus to $225.1m (2.9 per cent of GDP) from
$173.6m (2.3 per cent of GDP) in 2001. The
outstanding external public debt at the end of
2002 amounted to $4,933.0m, equivalent to 62.7
per cent of GDP.

Output

Preliminary estimates indicated that real
GDP for the Eastern Caribbean currency union
rose by 0.2 per cent in 2002 in contrast to the
revised rate of decline of 1.3 per cent in 2001.
The improvement in 2002 was attributed to
increased value added from the agricultural and
government services sectors. Within the currency
union growth in economic activity was observed
in Antigua and Barbuda, Montserrat, St Kitts and
Nevis, St Lucia and St Vincent and the
Grenadines. However, the overall increase in the
currency union was dampened by contractions in
economic activity in Anguilla, Dominica and
Grenada.

Value added in the agricultural sector, which
accounted for 7.5 per cent of GDP, grew by 6.6
per cent following the contraction of 8.0 per cent
in 2001. The increase in this sector in 2002 was
largely as a result of an expansion in the production
of traditional export crops, in particular bananas.
Output of bananas for the four banana producing
territories - Dominica, Grenada, St Lucia and
St Vincent and the Grenadines - amounted to
98,894 tonnes in 2002, an expansion of 19.6 per
cent when compared with the total in 2001. The
improved performance in 2002 was attributed to
an increase in acreage under irrigation, favourable
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weather particularly in the first nine months of
2002, the ongoing banana restructuring programme,
and the control of crop disease. In 2002 banana
production rose in two of the islands - St Lucia
and St Vincent and the Grenadines - at rates of
41.5 per cent and 12.6 per cent respectively.
However, the strong increase in 2002 masked a
contraction in output in the last quarter as a result
of damage to the banana crop by tropical storm
Lili in September 2002. Activity in the agricultural
sector was also boosted by growth in the output of
cocoa (27.3 per cent), nutmeg (40.8 per cent) and
mace (9.9 per cent) in Grenada. Output of sugar
cane produced in St Kitts and Nevis was 7.6 per
cent above the total in 2001.

Construction activity fell for the second
year in succession, reflecting the completion of
some major public and private sector projects and
a weak investment climate because of international
developments. Value added in the construction
sector contracted by 2.2 per cent, following the
revised rate of decline of 1.8 per cent in 2001.
Five of the member countries - Anguilla,
Dominica, St Kitts and Nevis, St Lucia and St Vincent
and the Grenadines - recorded declines in value
added from this sector. During 2002 construction
activity in the currency union focussed on improving
the economic and social infrastructure. Projects
undertaken during 2002 included road upgrading
and maintenance, rehabilitation of hospitals,
schools, air and sea ports, and the construction of
fisheries complexes. Private sector activity was
driven by expansion and upgrading of the hotel
plant and the construction of commercial and
residential properties.

Tourism activity continued to weaken in
2002, reflective of the global economic slowdown
as well as reduced airlift services and increased

competition from other tourist destinations.
Activity in tourism, as measured by value added
in the hotel and restaurant sector, fell for the third
year in succession, by an estimated 0.9 per cent in
2002 following declines of 5.2 per cent and 1.2
per cent in 2001 and 2000 respectively. In 2002
stay-over visitors to the currency union rose by 1.9
per cent to 870,131; however the number of visitors
staying in paid accommodation was estimated to
have contracted.

The classification of stay-over visitors
by country of origin indicated increases in arrivals
from the USA and the rest of the Caribbean - two
of the major markets. Stay-over visitors from the
USA, the largest market, amounted to 286,610,
roughly 4.3 per cent above the number in 2001,
attributable to increased marketing by some of the
member countries. Arrivals from the rest of the
Caribbean region, the second largest source, rose
by 7.9 per cent to 246,074. By contrast, visitors
from the United Kingdom and Canada declined by
0.3 per cent and 4.8 per cent respectively, associated
with reduced airlift services from these markets.
As a consequence of these developments, the
USA’s share of the market rose to 33.7 per cent
from 33.0 per cent in 2001. The Caribbean’s
share of the market increased by 1.6 percentage
points to 29.0 per cent, while the UK’s share fell
to 22.8 per cent from 23.3 per cent in 2001.

In the rest of the tourism industry the number
of cruise ship passengers fell by 24.0 per cent to
1,206,406 compared with the total in 2001, reflecting
a decrease in cruise ship calls. The downturn in
cruise ship traffic was attributed to changes in the
itineraries of some of the major cruise lines in
the wake of the September 11 attacks and the
cancellation of visits to some member countries
by a major cruise line.



Manufacturing activity remained depressed
in 2002 as the sector continued to experience lower
demand for some products as a result of increased
competition in the domestic and export markets.
Value added in that sector fell by 0.8 per cent in
2002 following the 1.6 per cent decline in 2001.
The outcome in 2002 was influenced in part by
declines in the production of soap and dental
cream in Dominica and sugar in St Kitts and
Nevis. Despite an increase in sugar cane production
in St Kitts and Nevis, the output of sugar fell by
4.8 per cent to 21,398 tons, associated with a
reduction in the sucrose content of the sugar cane.
Output of electronic components fell, reflective of
lower demand for some products as a result of the
slow economic recovery in the USA - the major
market.

In the other sectors, performance was
mixed. There were increases in value added in the
banking and insurance sector (4.5 per cent) and
the government services sector (2.7 per cent). By
contrast value added in the transportation sector
contracted by 1.9 per cent, partly as a result of the
decline in cruise ship traffic and construction
activity, both of which debilitated the road transport
sub-sector. Value added in the communications
sector fell by 2.9 per cent, attributable to lower
profits realised by the telecommunications sub-sector
as a result of increased competition.

Prices, Wages and Employment

Data on consumer price movements in the
member countries (excluding Antigua and
Barbuda for which information was not available)
indicate that inflation in the currency union was
low in 2002. Consumer prices increased on average
by 0.6 per cent compared with 1.8 per cent in
2001. Increases in the consumer price indices
ranged from 0.5 per cent in Dominica to 3.5 per
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cent in Montserrat. These increases were partly
offset by decreases ranging from 0.1 per cent in St
Vincent and the Grenadines to 1.5 per cent in
Anguilla.

The available information on wages and
salaries indicated that in 2002 civil servants in
Montserrat were granted a 10.0 per cent increase.
Bonuses were awarded to public sector
employees in St Vincent and the Grenadines and
to staff of the revenue collection departments in
Antigua and Barbuda.

Complete data on employment were not
available for the currency union. It was likely that
the lower level of economic activity in some member
countries of the currency union would have resulted
in some lay-offs in the private sector, particularly
in tourism and construction.

Central Government Fiscal Operations

The fiscal situation of the combined central
governments deteriorated in 2002 as evidenced by
a widening of the overall deficit to 6.8 per cent of
GDP from 6.4 per cent in the previous year. This
performance was attributed in part to an increase
in capital expenditure and net lending, coupled
with an increase in the current account deficit.

In 2002 the combined fiscal accounts of
the central governments showed a widening in the
current account deficit to $119.7m (1.5 per cent of
GDP) from $97.3m (1.3 per cent of GDP) in 2001.
Total current revenue rose by 6.8 per cent to
$2,047.5m in 2002, while current expenditure
increased by 7.6 per cent to $2,167.2m. In relation
to GDP, current revenue rose by 1.0 percentage
point to 26.0 per cent, while current expenditure
increased by 1.3 percentage points to 27.6 per
cent.
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Among the member countries, higher current
account deficits were recorded for Antigua and
Barbuda, Dominica and Montserrat. In St Kitts
and Nevis the deficit narrowed. Of the other mem-
ber countries, St Lucia and St Vincent and the
Grenadines recorded current account surpluses
that were above the levels in 2001. In Grenada the
surplus fell, while in Anguilla a current account
surplus was recorded in contrast to the deficit in
2001.

Total tax revenue rose by 7.0 per cent to
$1,756.5m (22.3 per cent of GDP) in 2002,
reflecting increases in all its components with the
exception of taxes on income and profits. The
growth in tax revenue resulted in part from an
improvement in tax administration and from new
budgetary measures introduced by some member
governments in 2002. Receipts from taxes on
international trade and transactions expanded by
8.3 per cent to $937.4m, in contrast to the decline
of 2.4 per cent in 2001. As a percentage of GDP,
revenue from this source rose to 11.9 per cent
from 11.3 per cent in 2001. The growth in revenue
was largely reflected in higher collections from
the consumption tax, associated in part with a rate
increase in St Vincent and the Grenadines and

enhanced efficiency at the customs departments in
some of the member countries. Revenue from
taxes on domestic goods and services grew by
10.8 per cent, more than doubling the rate of
growth in the previous year. This improved outturn
was attributed to increased collection of stamp
duties, particularly in St Lucia. Proceeds from the
property tax went up by 51.6 per cent to $43.8m,
partly attributable to higher receipts in Grenada as
a result of improved administration and a property
revaluation exercise. Receipts from taxes on
income and profits fell by 1.7 per cent to $414.8m,
largely reflecting a contraction in proceeds from
the company tax.

On the expenditure side, increases were
recorded in all its categories. Spending on wages
and salaries, which accounted for 48.1 per cent of
current expenditure, increased by 1.8 per cent to
$1,041.4m, equivalent to 13.2 per cent of GDP.
An analysis of individual country performances
indicated strong growth in expenditure on personal
emoluments in Antigua and Barbuda (5.1 per
cent) and St Vincent and the Grenadines (7.5 per
cent). In Antigua and Barbuda the increase
reflected honoraria to staff of the revenue collection
departments, while for St Vincent and the
Grenadines the expansion was attributable to the
bonus to civil servants and growth in employment.
Outlays on the procurement of goods and services
rose by 11.3 per cent to $508.4m compared with
growth of 6.7 per cent in 2001. The increase in
2002 was primarily influenced by higher spending
on supplies and other equipment for the new
office complex in Antigua and Barbuda. Interest
payments in 2002 were 17.9 per cent above the
amount in 2001, reflecting higher external payments,
particularly in Grenada and St Kitts and Nevis,
due to the contraction of new debt. Expenditure
on transfers and subsidies rose by 13.2 per cent to
$330.2m, influenced by higher transport subsidies



in Montserrat. In 2002 responsibility for the
operations of the ferry and helicopter services in
Montserrat was transferred to the central government.

During 2002 capital expenditure and net
lending increased by 9.0 per cent to $661.6m
(equivalent to 8.4 per cent of GDP), largely influenced
by developments in Grenada and St Kitts and
Nevis. Capital revenue and grants together
amounted to $247.9m in 2002, roughly 17.3 per
cent above the total for 2001.

The deterioration of the current account deficit
coupled with higher capital expenditure and net
lending led to a widening of the overall deficit to
$533.5m from $492.9m in 2001. The deficit was
financed largely by external borrowing, including
the issue of bonds by the central governments of
Grenada, St Kitts and Nevis, and St Lucia.
Dominica benefited from loan disbursements
from some of the member governments of the
Caribbean Community, as well as from the
International Monetary Fund (IMF) in support of
the IMF Stand-By Arrangement.

Money and Credit

During 2002 the broad money supply (M2)
of the currency union expanded at a rate above
that recorded in 2001, largely influenced by an
increase in net foreign assets. M2 rose by 6.2 per
cent to $6,711.5m compared with growth of 5.9
per cent in the previous year. The growth in 2002
partly reflected an increase of 5.9 per cent in the
narrow money supply (M1) in comparison to a 2.8
per cent expansion in 2001. Of the components of
M1, currency with the public grew by 5.3 per cent
in contrast to the 3.5 per cent decline in 2001,
while the rate of growth in private sector demand
deposits increased to 6.1 per cent from 5.8 per
cent in 2001. Quasi money, which includes private
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sector savings, time and foreign currency
deposits, went up by 6.3 per cent ($318.8m).
Savings deposits, the largest component of quasi
money, grew by 9.1 per cent ($235.7m), while
deposits denominated in foreign currency rose by
11.8 per cent ($94.2m). Time deposits contracted
by 0.7 per cent ($11.1m).
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During 2002 the growth in domestic credit
decelerated to 1.1 per cent from 4.4 per cent in the
previous year. This slowdown was influenced in
part by a reduced rate of growth in outstanding
credit to the private sector and a decline in net
lending to the combined central governments.
Private sector credit demand increased by 1.6 per
cent, compared with 2.3 per cent in 2001. Of private
sector credit, loans and advances to businesses
went up by 2.6 per cent in contrast to the decline
of 0.2 per cent in the previous year. Outstanding
credit to households, largely for the acquisition of
property, rose by 0.7 per cent compared with the
4.4 per cent increase in 2001.

The central governments’ net indebtedness to
the banking system contracted in 2002. Net credit
to the central governments combined fell by 2.6
per cent to $678.0m, largely associated with an
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expansion of 18.9 per cent in their deposits with the
banking system. The growth in central government
deposits was largely reflective of developments in
Dominica and Grenada during 2002. In Dominica
the expansion in deposits was associated with
inflows of official capital and loan funds in support
of the Stand-By Arrangement, while for Grenada
the increase was attributed to proceeds from the
issue of bonds overseas. At the end of December
2002 the Central Bank’s credit to the central
governments was 20.2 per cent below the level at
the end 0of 2001 as loans and investment in government
securities contracted. By contrast, outstanding
credit from the commercial banks was 8.0 per cent
above the total at the end of the previous year.

The demand for credit by the non-financial
public enterprises was less robust during 2002,
expanding by 7.4 per cent as against 12.4 per cent
in 2001. Their deposits with the banking system
rose by 3.0 per cent, resulting in a decline of 0.2
per cent in their net deposits to $724.4m at the end
of 2002.
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The distribution of credit by economic
activity showed relatively strong increases in
lending for agriculture (11.5 per cent), tourism
(9.2 per cent), manufacturing (7.5 per cent) and

construction (5.1 per cent). Personal credit

expanded by 3.4 per cent.

The net foreign assets of the banking system
rose by 28.0 per cent to $1,847.8m in 2002,
reflecting increases in the net foreign assets of
both the Central Bank and the commercial banks.
The net foreign assets of the commercial banking
system almost doubled to $492.7m. In 2002 the
net international reserves of the Central Bank rose
by 13.7 per cent to $1,355.1m, largely reflecting
an expansion in foreign assets.

During 2002 liquidity in the commercial
banking system increased as evidenced by
improvements in the liquidity ratios. The ratio of
liquid assets to total deposits plus liquid liabilities
rose by 2.5 percentage points to 31.2 per cent,
while the loans and advances to total deposits ratio
fell by 3.3 percentage points to 77.8 per cent.

In September 2002 the Central Bank eased
its monetary policy stance in an effort to induce
lower lending rates and stimulate economic activity.
The minimum rate offered on savings deposits
was reduced by 1.0 percentage point to 3.0 per
cent. As a consequence, prime lending rates fell
to a range of 8.5 per cent to 12.0 per cent at the
end of September 2002 from a range of 9.0 per
cent to 12.5 per cent at the end of June 2002, and
remained at that range at the end of 2002.

Balance of Payments

The overall balance of payments position
of the Eastern Caribbean currency union
improved in 2002 as reflected by the growth in the
overall surplus. An overall surplus of $225.1m
was realised compared with one of $173.6m in
2001. As a percentage of GDP the surplus moved
to 2.9 per cent, up from 2.3 per cent in 2001. This



performance was largely as a result of higher net
inflows on the capital and financial account that
more than offset an increase in net outflows on the
current account.

Net inflows on the capital and financial
account rose to $1,525.1m (19.4 per cent of GDP)
in 2002 from $1,303.2m (17.0 per cent of GDP) in
2001. This performance mirrored developments
on the financial account. The surplus on the
financial account grew by 22.2 per cent to
$1,197.5m (15.2 per cent of GDP), attributable to
an increase in inflows of bond proceeds to the
combined central governments to $586.3m from
$88.3m in 2001. The recipients of the majority of
these proceeds were the governments of Grenada
and St Lucia. Net inflows of other official loans
fell by 43.0 per cent to $207.1m.
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Net inflows of private direct investment
were estimated to have declined by 6.3 per cent to
$669.6m in 2002, largely reflecting lower inflows
associated with hotel development, as work on a
major hotel project in St Kitts and Nevis neared
completion. Commercial banks increased their
stock of net foreign assets by $241.5m in 2002
following an accumulation of $244.4m in 2001.

DOMESTIC ECONOMIC DEVELOPMENTS

This performance is indicative of a weak demand
for credit combined with the relatively strong
growth in deposits.

The surplus on the capital account grew to
$327.6m from $323.4m in 2001, but as a percentage
of GDP remained unchanged at 4.2 per cent. This
outcome was mainly attributed to a 1.2 per cent
increase in inflows of grants to $236.8m (3.0 per
cent of GDP).

The current account deficit was estimated
to have widened to $1,300.0m in 2002 from
$1,129.6m in 2001. As a percentage of GDP, the
deficit rose to 16.5 per cent in 2002 from 14.7 per
cent in 2001. This outcome reflected lower
inflows from services and higher net outflows for
merchandise trade and investment income.

Net inflows from services transactions
contracted by 5.1 per cent to $1,691.7m (21.5 per
cent of GDP), associated in part with lower
inflows from travel. Gross inflows from travel
were estimated to have declined by 1.3 per cent to
$2,326.0m. This performance was partly as a result
of a fall in visitor arrivals and the discounting of
hotel rooms by some hoteliers in the aftermath of
September 11. Net inflows from other business
services fell by 39.2 per cent to $56.2m, reflecting
higher outflows from financial services, associated
with penalty payments as a result of the early
redemption of bonds by a member government.

The merchandise trade deficit grew by 1.0 per
cent to $2,829.9m, but as a percentage of GDP fell
to 36.0 per cent from 36.5 per cent in 2001. The
widening of the deficit resulted from an increase
in payments for imports, which more than offset
the growth in receipts from exports. The import
bill (f.o.b) rose by 1.3 per cent to $3,557.8m in
2002, driven largely by growth in imports in
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Antigua and Barbuda and St Kitts and Nevis.
Receipts from merchandise exports grew by 2.6
per cent to $728.0m or 9.3 per cent of GDP, largely
as a result of an increase in earnings from the
export of bananas. Banana export receipts grew
by 24.6 per cent to $117.7m in 2002, reflecting an
increase in the volume exported. This increase
was partly offset by lower receipts from the export
of dental cream, sugar, nutmeg and electronic
components.

Net outflows of investment income
increased to $556.5m (7.1 per cent of GDP) from
$502.0m (6.5 per cent of GDP) in 2001. This
outcome was primarily associated with increased debt
servicing by the public sector. Interest payments on
the combined public sector external debt, excluding
bonds, increased by 23.2 per cent to $174.5m,
equivalent to 2.2 per cent of GDP compared with
1.9 per cent of GDP in 2001. Interest payments on
bonds issued in Trinidad and Tobago by some of the
member governments amounted to $40.8m in 2002
compared with §18.5m in 2001.

External Debt

Preliminary data indicated that at the end
of December 2002 the total public sector external
debt including arrears for the currency union was
$4,933.0m, representing a 21.9 per cent increase
compared with growth of 14.0 per cent in 2001.
As a percentage of GDP the public sector external
debt rose to 62.7 per cent from 52.7 per cent in
2001. The performance in 2002 reflected a 23.8 per
cent increase in the combined central governments’
debt, which rose to an equivalent of 52.2 per cent
of GDP in 2002 from 43.2 per cent of GDP in
2001. Increases were observed in the outstanding
public sector debt of all the member countries

with the exception of Montserrat, St Vincent and
the Grenadines and Anguilla. This performance
was partly attributed to bond issues by some countries
and increased loan receipts by Dominica. The
outstanding debt of statutory bodies was 13.3 per
cent above the level recorded for the previous year
and reflected increases in Grenada, Dominica,
Antigua and Barbuda and St Kitts and Nevis.

An analysis of the currency composition of
the external debt for the combined member countries
revealed that 71.4 per cent of the debt was
denominated in US dollars. Of the other currencies,
10.4 per cent was denominated in euros, 4.8 per
cent in special drawing rights and 4.1 per cent in
Kuwaiti dinars. An examination of the sectoral
distribution of the outstanding debt revealed that
utilities accounted for 15.5 per cent, while 14.6
per cent was targeted at multi-sector projects.
There were allocations of 9.5 per cent to the
tourism industry and 7.0 per cent for roads and
bridges.

During 2002 external debt service payments
(including interest, principal and other payments)
rose by 13.4 per cent to $372.9m, reflecting the
increase in the outstanding debt of the currency
union. As a percentage of current revenue, external
debt service payments increased to 18.2 per cent
in 2002 from 17.1 per cent in 2001. The expansion
in the debt service ratio was attributed to an
increase in the total public and publicly guaranteed
debt in Grenada (78.9 per cent), St Kitts and Nevis
(24.9 per cent), St Lucia (19.4 per cent) and
Dominica (16.6 per cent), Antigua and Barbuda
(12.6 per cent). As a component of total debt
service payments, principal repayments accounted
for 52.2 per cent of the total, while interest payments
represented 47.2 per cent.



Prospects for 2003

Economic activity in the currency union
is projected to be sluggish during the first half of
2003. This projection is based on a likely contraction
in agricultural output, particularly bananas, and a
weak tourism performance. Banana production is
likely to be below the level in the first half of 2002
as a result of damage sustained by the industry
during the passage of tropical storm Lili. In the
tourism industry, visitor arrivals are likely to contract,
particularly in the first quarter, reflecting the
impact of the war in Iraq on global travel.

The outlook for the second half of 2003
appears promising. Economic activity is projected
to strengthen, influenced in part by a likely expansion
in construction activity and growth in visitor
arrivals based on the prospects for improved
growth in the global economy. Value added in the
hotel and restaurant sector is likely to expand as
growth in tourist arrivals is projected, based on an
improvement in economic conditions in the major
markets, increased airlifts from the USA and UK,
an expansion in hotel room capacity and intensive
marketing and promotion. Construction activity is
expected to improve based on projects to be
implemented in the private and public sectors.
During 2003 ongoing and new projects likely to
come on stream include airport construction and
expansions, the building of a hospital, improvement
to roads and schools, housing development,
construction of a hotel resort, a development bank
and headquarters for a regional airline.

DOMESTIC ECONOMIC DEVELOPMENTS

The current operations of the central
governments combined are likely to result in a
smaller current account deficit, based on efforts to
control expenditure and a projected increase in
revenue as a result of new fiscal measures introduced
in some member countries. These measures
include increases in the rate of the customs service
charge and consumption tax and the introduction
of an environmental levy. Capital expenditure is
projected to increase based on projects planned
for implementation in 2003, while net lending is
likely to be below the level in 2002 when loans to
public enterprises rose substantially. The overall
deficit is expected to be financed by grants as well
as by domestic and external loans. Monetary
liabilities are projected to increase, broadly in line
with growth in nominal GDP. Consumer price
inflation is projected to increase as a result of new
budgetary measures, including an increase in the
fuel surcharge, that are expected to result in higher
prices for some goods.

In the external sector, the current account
balance is expected to be influenced by developments
in the travel and investment income sub-accounts.
Gross travel receipts are projected to increase in
the second half of 2003, consistent with the
anticipated growth in visitor arrivals. Net inflows
of investment income are likely to be above the
level in 2002, as debt service payments are projected
to increase based on the higher debt stock of the
combined governments. Payments for imports are
projected to grow in line with the growth in nominal
GDP.
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ANGUILLA

Overview

The economic recovery experienced in
Anguilla in 2001 was short-lived, as the economy
was estimated to have contracted in 2002. Based on
preliminary data, real GDP contracted by 3.2 per
cent following the revised rate of growth of 2.1 per
cent in 2001 and the 0.3 per cent decline in 2000.
The performance in 2002 was influenced largely by
decreased activity in the hotel and restaurant and
construction sectors that more than offset increases
in value added in some of the other sectors, particularly
communications and government services. The fiscal
position of the central government improved, largely
on account of strong growth in current revenue
relative to the increase in current expenditure and a
reduction in capital expenditure. The liquidity of the
commercial banking system increased. The minimum
interest rates on savings deposits fell by 1.0 percentage
point following the Central Bank’s decision to
reduce the rate to 3.0 per cent effective 1 September
2002. On the external accounts, the overall balance
of payments surplus was reduced, largely as a result
of a decrease in net inflows in the capital and financial
account.

Output

Developments in tourism, a major activity
in Anguilla, were mainly responsible for the 3.2
per cent contraction in economic activity in 2002.
Value added in the hotel and restaurant sector, an
indicator of the level of tourism activity, fell by
8.3 per cent following growth of 9.5 per cent in
2001. Stay-over visitors - the major contributor to
value added in the hotel and restaurant sector - fell
by 8.3 per cent to 43,969 in 2002 and represented
39.6 per cent of the total visitors to Anguilla. The
decline in stay-over visitors was largely associated

with decreases in arrivals from the USA and
Europe, in particular Italy. The number of visitors
from the USA fell by 4.5 per cent to 28,755.
However, arrivals from the USA as a share of
stay-over visitors rose to 65.4 per cent in 2002
from 62.8 per cent in 2001. The number of stay-over
visitors from Italy fell sharply to 707 from 2,746
in 2001, partly as a result of the closure of an hotel
that accommodated visitors from that market.
Increases of 3.4 per cent and 3.6 per cent were
recorded in the number of stay-over visitors from
Canada and the rest of the Caribbean respectively.
During 2002 the number of excursionists grew by 17.8
per cent to 67,149, attributable to an improvement in
tourism activity in the neighbouring island of
St Maarten, the major source of excursionists. In the
previous year excursionists contracted by 17.0 per
cent, reflecting the impact of the slowdown in the US
economy and September 11 on tourism activity in
St Maarten. Excursionists accounted for 60.4 per cent
of visitor arrivals in 2002, up from 54.3 per cent in
2001.

In 2002 activity in the construction sector
contracted for the third year in succession. Value
added in that sector was estimated to have declined
by 14.2 per cent following decreases averaging 14.2
per cent in 2001 and 2000. Consequently, the sector’s
contribution to GDP fell to 10.3 per cent from 11.6
per cent in 2001. The contraction in value added in
2002 was partially attributed to reduced investment
by the public sector. Capital expenditure by the central
government declined in 2002 following the completion
of some major projects in late 2001. These included
the Island Harbour Polyclinic and the West End
Primary School. In 2002 capital expenditure was
associated largely with the construction of roads and
the Welches Polyclinic. Private sector residential
construction activity appeared to have been less



robust in 2002 than in 2001. This assessment is
based on commercial bank data which showed an
18.3 per cent increase in lending for home construction
and expansion compared with the 36.0 per cent
growth in 2001.
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Among the other sectors, value added in the
wholesale and retail trades sector fell by 10.8 per cent,
consistent with the contraction in the economy.
Value added in the transportation sector fell by 5.8 per
cent, partly associated with the fall in construction
activity. The mining and quarrying sector declined by
3.6 per cent, directly associated with the contraction
in the construction sector. In the agricultural sector
value added rose by 15.1 per cent during 2002, after
decreasing by 8.1 per cent on average in the previous
three years. The sector’s contribution to GDP
increased to 3.2 per cent in 2002 from 2.7 per cent
in 2001. Performance in the agricultural sector
was largely influenced by growth of 66.0 per cent
in value added in the livestock sub-sector, reflecting
an increase in egg production. Increases in value
added were also recorded for electricity and water
(9.2 per cent), communications (7.5 per cent),
government services (2.6 per cent) and manufacturing
(1.2 per cent).

ANGUILLA

Prices, Wages and Employment

On an end of period basis the general price
level, as measured by the consumer price index
(CPI), contracted by 1.5 per cent in 2002 after
increasing by 2.9 per cent in 2001. Contractions
in the sub-indices “food” (0.7 per cent), “housing”
(8.6 per cent) and “fuel and light” (5.0 per cent)
were the main contributing factors to the decline
in the CPL. Increases in the sub-indices “clothing and
footwear” (5.3 per cent), “education” (9.4 per cent)
and “personal services” (14.6 per cent) moderated the
overall decline in the price level.

During 2002 there were some increases in
wages and salaries in the public sector based on
performance factors. In the private sector there were
upward adjustments in salaries in some institutions,
following a mandatory salaries review exercise.

Data from the Social Security Board indicate
that in 2002 the number of employees stood at
4,962, roughly 2 per cent lower than the total
recorded in 2001. The data also indicated that the
number of persons with multiple employment
decreased to 952 from 981 in 2001. In the hotel
and restaurant sector, a major contributor to
employment in Anguilla, the number employed
was reported to have decreased by 7.1 per cent to
2,197, primarily on account of the decline in activity
in that sector. Construction related employment
also contracted, as the number fell to 508 from
590 in 2001. Based on the Labour Force Survey
conducted in 2001, the unemployment rate for
2001 was estimated at 6.7 per cent. It is likely that
this rate would have declined in 2002 in light of
the weak economic performance.
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Central Government Fiscal Operations

During 2002 the current account operations
of the central government improved, as a result of
measures implemented in the last quarter of 2001
to strengthen revenue and restrain expenditure
growth.

A current account surplus of $2.9m (1.0 per
cent of GDP) was recorded in 2002, in contrast to
the deficit of $5.5m (1.9 per cent) in 2001. The
improvement in 2002 was influenced by a higher
rate of growth in current revenue relative to the
increase in current expenditure. Current revenue
grew by 15.4 per cent to $83.9m and as a percentage
of GDP rose to 28.0 per cent from 24.7 per cent in
2001. Current expenditure rose by 3.6 per cent to
$81.0m, equivalent to 26.8 per cent of GDP in
2002 compared with 26.5 per cent of GDP in
2001.

The growth in current revenue was reflected
in increases in collections from taxes on domestic
goods and services, and from non-tax revenue.
Receipts from taxes on domestic goods and services
increased by 25.1 per cent to $28.9m compared
with the 27.6 growth in 2001. The increase was
partly attributed to growth of 17.9 per cent to $9.2m
in receipts from the hotel accommodation tax,
associated with an improvement in tax administration.
Receipts from taxes on international trade and
transactions fell by 0.6 per cent to $34.4m compared
with the decline of 13.5 per cent in 2001, reflecting
a contraction in imports. Revenue from import
duties fell by 1.0 per cent to $29.8m, representing
35.5 per cent of current revenue. Non-tax revenue
rose by 39.6 per cent to $20.1m compared with
the 9.9 per cent growth in 2001.

As a percentage of current revenue, non-tax
revenue increased to 24.0 per cent from 19.8 per
cent in 2001.

The increase in current expenditure was
influenced by higher interest payments and outlays
on personal emoluments. Interest payments were 78.9
per cent ($1.5m) above the total in 2001, largely
reflecting growth in domestic interest payments.
Expenditure on personal emoluments rose 3.8 per
cent to $41.1m compared with growth of 7.6 per
cent in 2001, and represented 50.7 per cent of current
expenditure. By contrast, outlays on goods and
services fell by 0.9 per cent to $33.8m following
the 8.3 per cent growth in 2001.
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Capital expenditure contracted by 73.5 per
cent to $3.3m in 2002 compared with the 19.0 per
cent decrease during 2001, and as a percentage of
GDP fell to 1.1 per cent from 4.2 per cent in 2001.
The completion of some major projects in 2001
and the fact that no relatively large new projects
were started in 2002 accounted for the fall in capital
expenditure. Capital expenditure was associated
with the continuation of construction work on a
polyclinic and a primary school that commenced
in 2001. Capital grants fell by 67.7 per cent to



$2.0m in 2002. The improvement in the current
account balance combined with the fall in capital
expenditure contributed to an overall surplus of
$1.7m (0.6 per cent of GDP). This performance
contrasts with the deficit of $11.7m (4.0 per cent
of GDP) in 2001.

The external debt of the central government
stood at $8.4m compared with $8.3m at the end of
2001. As a percentage of GDP the external debt
remained stable at 2.8 per cent.

Money and Credit

During 2002 broad money (M2) expanded
by 12.7 per cent to $545.6m, marginally above the
12.1 per cent rate in 2001. The growth in M2 was
driven in part by a 14.5 per cent (54.2m) increase in
foreign currency deposits. Time deposits increased
by 10.6 per cent ($4.7m), while savings deposits
grew by 6.6 per cent ($3.1m). The narrow money
supply fell by 4.2 per cent ($0.8m).

Domestic credit rose by 3.9 per cent to
$425.7m in 2002 compared with growth of 6.4 per
cent during 2001. The expansion in credit largely
reflected a 4.7 per cent increase in lending to the
private sector, compared with 7.7 per cent in
2001. Lending to businesses accounted for the
major portion of the growth in private sector credit
and increased by 5.6 per cent, up from the 4.4 per cent
rate in 2001. Credit to households grew at the
reduced rate of 3.9 per cent, compared with 11.0 per
centin 2001. In the case of the public sector there was
a 3.5 per cent ($0.7m) decrease in net credit to the
central government, partly attributable to the
improved fiscal performance. The central government’s
deposits with the banking system more than doubled
to $3.0m, while its borrowings rose by 4.7 per
cent ($1.0m). The net deposits of the non-financial

ANGUILLA

public enterprises grew by 15.4 per cent ($8.8m),
while those of the non-bank financial institutions
decreased by 20.1 per cent ($2.8m).

An analysis of credit by economic activity
indicated that lending to households for home
construction and renovation accounted for the major
portion of the increase in credit. Lending for
construction declined by 6.8 per cent ($1.4m), while
loans for tourism increased by 2.7 per cent ($2.5m).
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During 2002 the net foreign assets of the
banking system rose by 38.0 per cent to $209.4m,
following the 48.0 per cent expansion in 2001. A
60.4 per cent ($52.2m) increase in the net foreign
assets of the commercial banks was largely
responsible for the growth in net foreign assets of
the banking system. The expansion in commercial
banks' net foreign assets was reflected in part in a
24.0 per cent ($55.1m) increase in assets held with
banks and other institutions outside the Eastern
Caribbean currency union. Anguilla’s imputed
share of the reserves held at the Central Bank
grew by 8.4 per cent to $70.8m.

Liquidity in the commercial banking system
increased in 2002. The ratio of liquid assets to total
deposits plus liquid liabilities rose by 3.1 percentage
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points to 45.2 per cent. Also reflecting the increase
in liquidity was a 5.5 percentage point decline in
the loans and advances to total deposits ratio to
66.4 per cent.

Interest rates exhibited some downward
movements in 2002. The ECCB reduced the minimum
rate on savings deposits from 4.0 per cent to 3.0
per cent, effective 1 September. There were some
changes in the rates payable on time deposits in
the various maturity categories. The minimum
rate for time deposits between three and twelve
months increased by 50 basis points to 2.5 per
cent. The maximum rates for time deposits of
three to six months fell by 25 basis points and
those for deposits of over six to twelve months fell
by 75 basis points. Time deposits over 2 years fell
from a range of 5.5 per cent to 7.5 per cent at the
end of 2001 to one of 2.5 per cent to 7.0 per cent.
These changes were in keeping with liquidity
management practices as the weak economic
environment reduced the number and quality of
investment opportunities available to banks.
Prime lending rates remained stable in the range
of 10.5 per cent to 12.0 per cent.

Balance of Payments

Preliminary estimates of the balance of
payments for 2002 revealed an improvement in
the current account deficit which fell to $78.6m
from $96.4m in 2001. In relation to GDP, the
deficit contracted by 6.7 percentage points to 26.0
per cent in 2002. Net inflows on the capital and
financial account declined by 21.3 per cent to
$84.1m, the equivalent of 27.8 per cent of GDP.
Consequently the overall surplus fell to $5.4m
(1.8 per cent of GDP) from $10.5m (3.6 per cent
of GDP) in 2001.

The narrowing of the current account
deficit was attributed in part to developments in the
merchandise trade sub-account. The merchandise trade
deficit fell by 12.5 per cent to $153.1m, reflecting
a decline in the value of imports (f.0.b) coupled
with an increase in export earnings. In relation to
GDP, the deficit fell to 50.6 per cent from 59.4 per
cent in 2001. Merchandise imports totalled
$166.1m, roughly 10.1 per cent below the level
recorded in 2001, reflecting the contraction in the
economy, particularly in the construction sector.
Export earnings rose by 35.8 per cent ($3.4m).
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In 2002 the services sub-account continued
to be the major recipient of inflows in the current
account. Net inflows from services transactions
amounted to $82.7m (27.3 per cent of GDP),
down from $88.0m (29.9 per cent of GDP) in
2001. This performance was as a direct consequence
of lower inflows from travel. Gross travel receipts
were estimated to have decreased by 7.4 per cent
to $156.3m, consistent with the decline in stay-over
visitors.

In the case of the capital and financial
account, higher net outflows of commercial bank




short term capital contributed largely to the reduction
in the surplus. Commercial banks’ transactions
resulted in a net outflow of $52.2m compared with
one of $38.7m in 2001. There was a net outflow of
$1.1m in official long-term capital in contrast to
net inflows of $3.2m in 2001. Net inflows associated
with direct investment were estimated to have
increased by 1.7 per cent ($1.5m).

Prospects

In 2003 real GDP is projected to increase by
3.6 per cent, partly on account of anticipated
growth in the construction sector based on plans
for a number of public sector projects. These
projects include the Wallblake Airport expansion
project and road construction and upgrading.
Construction activity in the private sector is
expected to be buoyed by the commencement of a
major resort and golf course during the year. Value
added in the hotel and restaurant sector is projected
to expand, driven by an anticipated rebound in
stay-over arrivals. The growth in arrivals is based
on intense marketing and on activities planned for
2003 including a regatta in May and a jazz festival
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in November. Consumer price changes are expected
to remain relatively low based on inflation expectations
in the US, the major trading partner. Liquidity in
the banking system is expected to remain high.

The current operations of the central
government are projected to improve, influenced
by a likely increase in revenue as a result of measures
implemented in the 2003 budget, including the
introduction of an environmental levy and a customs
service charge. A weakening in the overall fiscal
position is expected, based on an increase in capital
expenditure mainly