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REGIONAL ECONOMY

Overview

Economic activity in the Eastern Caribbean
Currency Union is estimated to have increased in the
first quarter of 2005, abeit at arate below that in the
corresponding period of 2004. The expansion was
driven by growth in tourism and construction activity.
Output in the agricultural sector declined, as banana
and sugar production fell. Consumer prices rose in
most member countries, reflecting the impact of rising
internationd oil prices. The combined overal fisca
deficit of the central governments widened, reflecting
an increase in capita outlays. In the banking sector,
monetary ligbilitiesincreased and liquidity remained high,
while interest rates fell dightly. In the externa sector
the merchandise trade deficit is estimated to have
widened.

The outlook for the second half of 2005 is
favourable. Growth in economic activity is projected,
underpinned by an expansion in construction. \Work on
some ongoing projects are expected to intensify and
new projects are scheduled to start in the second half
of 2005. Thenumber of visitorsis projected to surpass
that of 2004, as a result of increased marketing and
airlift and assuming favourable economic conditionsin
the major markets. However, the growth in stayover
arrivasislikely to be below the rate of increasein the
second half of 2004. The overal fisca deficit of the
central government is projected to widen, based on
larger capital expenditure. Increased imports of
construction related materias, rising oil prices and a
likely fall in domestic export receipts are expected to
contribute to a widening of the merchandise trade
deficit.

The projections are, however, subject to downside
risks. Theseinclude, adverse weather, particularly

hurricanes, as well as rising geopolitica tensions and
oil prices which can dampen growth in the global
economy and the ECCU. High and rising international
oil prices are also expected to have an adverse effect
on consumer prices in the ECCU member countries.

Output and Prices

In the tourism industry, the number of stay-over
visitors grew by 7.2 per cent to 282,961 in the first
quarter of 2005 compared with that in the corresponding
period of 2004. All the ECCU countries, except
Montserrat and Grenada, reported growth in stay-over
arrivals. Rates ranged from 1.2 per cent in Antigua
and Barbuda to 31.0 per cent in St Vincent and the
Grenadines.

ECQU
Thousands Vidtor Arrivals
900.0
800.0
700.0 1
600.0 1 m
5000 1 1
4000 1
3000 i 1F
2000 1
et EEEEELT, :
0,0+t e Vi Ve Tl [Vew [ |l [l 1
000202 ® ® BB B ®BHMUMUUOA®
BAUAALRBAUAALRBAUAALRBAQA
| 0 CuiseShp B Say-oves Excursonists |

Growth wasrecorded in stay-over visitorsfrom all
the major markets except the UK, which showed a2.3
per cent decline. Arrivals from the USA, which
accounted for 39.6 per cent of total stay-over visitors,
rose by 8.6 per cent. Arrivals from Canada and the
Caribbean grew by 11.7 per cent and 14.4 per cent
respectively. The increase in stay-over arrivas is
attributed to marketing and other promotional efforts
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by the member countries, increases in airlift and the
improved performance in the economies of some magjor
markets. The number of excursionists and yacht
passengers rose by 13.9 per cent and 11.9 per cent
respectively. However, cruise ship passengersarrivals
fell by 5.1 per cent to 788,576 in contrast to growth of
54.8 per cent recorded in the first quarter of 2004,
reflecting a decline in the number of cruise ship calls.
As a consequence the total number of visitors to the
ECCU countriesfell by 1.2 per cent to 1.1m compared
with that in the corresponding period of 2004.

Activity in the construction sector is estimated to
have expanded in the period under review compared
withthelevel in the corresponding period of 2004. The
focus of activity in the quarter under review ws on
post hurricane reconstruction work in Grenada, road
rehabilitation and construction of hotel and other tourism
rehabilitation and construction of hotel and other tourism
related facilities, an international nursing school,
commercial buildingsand private residential properties.

Output in the agricultura sector isestimated to have
declined in the quarter under review, attributed to a
39.4 per cent fdl in bananaproduction to 14,753 tonnes.
Thisoutturn contrasts with the performancein thefirst
quarter of 2004 when banana production increased by
38.3 per cent. The declinein the quarter under review
reflects the lagged effects of damage to crops in
Grenada, St Luciaand St Vincent and the Grenadines
by hurricane lvan in September 2004, and the presence
of leaf spot diseasein St Lucia. Of the other traditional
crops, decreases in output were recorded for sugar
cane as aresult of afall in acreage under cultivation
and for cocoa, nutmeg and mace in Grenada, attributed
to the hurricane.

Output in the manufacturing sector is estimated to
have declined in the quarter under review relative to
the level in the corresponding period of 2004. St Kitts

and Nevis reported a 57.1 per cent decline in sugar
production, reflecting the fall in sugar cane output.
Production of manufactured goods in Grenada fell
substantially due to hurricane damage in September
2004. In & Vincent and the Grenadines output of beer
increased, while decreaseswererecorded in production
of rice and flour.

Data on consumer prices for the ECCU member
countries (excluding Antigua and Barbuda) show
increases in all member countries, except Montserrat,
during thefirst quarter of 2005. Increasesranged from
0.1 per cent in Anguillaand Grenadato 2.0 per centin
St Kitts and Nevis. Higher international oil prices
contributed in part to the rise in consumer prices.

Trade and Payments

The merchandise trade deficit is estimated to have
widened, asimport paymentsincreased whilethevaue
of exports declined. Provisiona data for the ECCU
(excluding Antigua and Barbuda for which data are
unavailable) indicate that the vaue of imports grew by
18.4 per cent, associated in part with the expansion in
economic activity and the increase in oil prices. The
value of exports declined by 23.1 per cent, reflecting a
fall in domestic exports attributed to decreases in the
volume exported. Banana export earningsfell by 34.7
per cent to $19.9m. Decreaseswere also recorded in
export receipts rose by 6.7 per cent to $863.1m,
cons stent with the increase in the number of stay-over
visitors. External interest payments by the central
governments declined by 26.6 per cent to $43.0m,
reflecting debt restructuring by some member
governments.

Net disbursements to the central governments
amounted to $22.8m; in the first quarter of 2004 these
were substantial, partly associated with inflows of
offical bond proceeds to the government of Grenada.
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Commercia bank transactions resulted in a net out-
flow of $314.3m in short term capital, compared with
one of $190.6m one year earlier.
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Central Government Fiscal Operations

The combined fiscal position of the central
governments show an overdl deficit of $107.2minthe
first quarter of 2005 compared with one of $58.6min
the corresponding period of 2004. Thewidening of the
deficit was influenced by strong growth in capita
expenditure. Capital outlays grew by 85.4 per cent,
reflecting increases in al countries except Dominica
and Montserrat. Mgjor capita projectsin the quarter
under review included post hurricane lvan rehabilitation
in Grenada, road works in Antigua and Barbuda, St
Luciaand St Vincent and the Grenadines and airport
expansonin Anguilla Capital grantsincreased by 20.5
per cent, associated with the post hurricane lvan
recovery in Grenada. The primary balance shifted to
a deficit of $35.1m from a surplus of $33.0m in the
first quarter of 2004, reflecting the increase in capita
expenditure.

The operations of the centra governments resulted
in acurrent account surplus of $21.9m, in contrast to a

deficit of $17.8m in the first quarter of 2004. This
performance was the result of an increase in current
revenue (6.7 per cent) and a decline in current
expenditure (0.3 per cent). The growth in revenue
stemmed in part from improvementsin tax collections
and compliance, particularly for incometax. Collections
from taxes on income and profitsrose by 24.9 per cent,
largely reflecting a higher level of receipts from
company tax. Revenue from taxes on international
trade and transactions increased by 11.2 per cent,
reflecting the growth in import payments. Receipts
from taxes on domestic goods and servicesfell by 4.4
per cent, attributed to a decrease in revenue from
licences; in the first quarter of 2004 there was a one-
off windfdl increase in collections from licences in
St Lucia, associated with the collection of arrears.
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Thedeclinein current expenditure stemmed mainly
from a 21.4 per cent fdl in interest payments, largely
externa payments. Reductions in interest payments
wererecorded for Antiguaand Barbuda, Dominicaand
Grenada as aresult of debt restructuring. Outlays on
personal emoulments rose by 1.6 per cent, reflecting
sdary increases in St Kitts and Nevis and St Vincent
and the Grenadines in 2004. Expenditure on goods
and services rose by 6.0 per cent.
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Money and Credit

Total monetary liabilities (M2) expanded by 5.3
per cent to $8,805.5m during the first quarter of 2005,
influenced in part by the increase in economic activity.
Narrow money (M1) grew by 6.0 per cent, reflecting
a 9.4 per cent increase in private sector demand
deposits. Currency with the public was 3.9 per cent
below the level at the end of 2004, as cash holdings
fell following the end of the Christmasseason. Quas
money rose by 5.1 per cent, reflecting increases in
private sector foreign currency deposits (12.2 per cent)
and private sector savingsdeposits (5.0 per cent). Time
deposits, which accounted for 25.0 per cent of quas
money, grew by 0.4 per cent.

ECCU
Monetary Survey
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Domestic credit rose by 0.7 per cent to $6,393.9m,
partly attributed to growth in private sector outstanding
credit (0.7 per cent). Of private sector credit,
outstanding loans to households rose by 2.3 per cent,
while credit to business entities declined by 1.4 per
cent. Net credit to the non-bank financial enterprises
increased by 2.6 per cent.

The net indebtedness of the central governments
rose by 0.9 per cent. Credit to the central governments
from the banking system increased by 4.8 per cent.
Government depositswith the Central Bank increased

by 55.2 per cent ($55.4m), reflecting the proceeds of
a Treasury hill issued on the Regiona Government
Securities Market (RGSM) by the government of
St Lucia Intherest of the public sector the net credit
of th non-financial public enterprises declined by 8.2
per cent.

Thedidribution of credit by economic activity show
that outstanding loansfor persona use, largely for home
construction and renovations, increased by 4.2 per
cent. Increases in outstanding credit were also
recorded for agriculture and fisheries (5.4 per cent)and
construction (5.9 per cent). Credit for tourism related
activitiesfell by 3.2 per cent.

ECCU
Commercid Bank Credit Digtribution
asa March 2005
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The net foreign assets of the banking system grew
by 11.0 per cent to $3,199.8m during the quarter under
review. Anincrease of 26.7 per cent was recorded in
commercial banks net foriegn assets, reflective of
strong growth in Anguilla, Antigua and Barbuda and
St Kittsand Nevisand St Lucia partly associated with
higher inflows of foreign direct investment funds. The
Central Bank’ snet foreign assetsincreased by 0.2 per
cent to $1.7 hillion.

Commercid bank liquidity remained at ahigh level
during the quarter under review. The ratio of liquid
asats to total deposits plus liquid liabilities edged up
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by 0.5 percentage point to 38.8 per cent, reflecting an
increase in liquid assets. The ratio of loans and
advancesto total depositsfell by 1.6 percentage points
to 68.2 per cent.

Interest rates remained generally stable during the
period under review except for those on 3-month time
deposits, and 6-month to one-year time depositswhich
fell by 0.5 percentage point and 1.0 percentage point
respectively.

Prospects

Economic activity in 2005 is projected to expand
based on current trends and prospectsfor theremainder
of the year. The growth will be driven largely by
congtruction and tourism activity.

Congtruction activity is expected to be buoyed by
ongoing tourism related investment projects, road
rehabilitation and by preparations for Cricket World
Cup 2007. Other public sector projectsinclude housing
in Montserrat, post hurricane re-building in Grenada,
and schools and a hospital in St Lucia. Private sector
activity is expected to focus on hotels in Antigua and
Barbudaand St Lucia. Other tourism related projects
include golf course development in Anguillaand villas
in St Kitts and Nevisand St Lucia

The number of stay-over visitors is expected to
surpassthat of 2004. Intense marketing and promotion,
expansion in and improvementsto hotel room facilities
aswell as an increase in airlift from the major source
markets are expected to contribute to the growth in
stay-over vistors. Following strong growth in 2004,

cruise ship passenger arrivals are projected to decline
in 2005 as fewer ships are scheduled to visit.

Output in the agricultural sector is projected to
decline. This projection is based on a fdl in banana
production, attributable to the lagged effect of hurricane
Ivan on productionin Grenada, St Luciaand St Vincent
and the Grenadines and the effects of |eaf spot disease
in St Lucia. Production of sugar cane is projected to
decline as acreage under cultivation decreases. Cocoa
and nutmeg production is expected to contract due to
damage to crops by hurricane Ivan.

The current fiscal operations of the central
governments are projected to strengthen, as growth in
revenueis expected to increase based on an expansion
in economic activity, ongoing improvements in tax
administration and new revenue measures, particularly
inAntiguaand Barbuda. Growth in capital expenditure
is projected, reflecting the expected increase in public
sector construction activity. The increase in capital
expenditureislikey toresultinawidening of theoverall
fiscal deficit in 2005.

The merchandisetrade deficit is progjcted to widen
based on an increase in import payments as aresult of
the expansionineconomic activity and arisein oil prices
on the international maket. Gross travel inflows are
expected to increase, consistent with the growth in
vigitor arrivals. Inflows of grants are projected to be
larger reflecting the reconstruction efforts in Grenada
coupled with the inflows to finance public sector
construction projects in some of the other member
countries.
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ANGUILLA

March 2005 Economic and Financial Review

ANGUILLA

Overview

Economic activity in the first quarter of 2005 is
estimated to have expanded compared with the
performance in the corresponding period of 2004. The
expansion was led by increased activity in tourism and
congtruction. Consumer prices increased by 0.1 per
cent during the quarter under review. The merchandise
trade deficit widened, largely associated with an
increase in import payments. The central government
recorded an overall deficit in contrast to a surplusin
thefirst quarter of 2004. Developmentsin the banking
system were characterised by strong growth in net
foreign assets and a high level of commercia bank

licicity.

Economic activity is projected to increase for the
remainder of 2005, based on expected developments
in the congruction sector and the tourism industry.
However, ashortage of construction labour could delay
the start of some projects.

Output and Prices

Totd vigtor arrivas grew by 28.5 per cent to 44,388
inthe quarter under review compared with the number
in the corresponding period of 2004. Based on first
quarter comparisonsthisisthelargest number of vistors
recorded in ten years. Intense marketing, including
promotional partnerships with travel agents and travel
writers, and anincreasein airlift following the reopening
of theairport with extended runway in December 2004
contributed to the growth. Stay-over visitor arrivals
rose by 16.5 per cent to 18,635, reflecting increases
from al the magjor markets. Arrivals from the USA
market, which accounted for 73.6 per cent of total stay-
overs, increased by 18.7 per cent. The number of

visitors from the Caribbean and the UK grew by 73.7

per cent and 31.9 per cent respectively. The number
of excursionists rose by 38.9 per cent to 25,753.

Anguilla
Thousands Vigtor Arrivals
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Performance in the construction sector is estimated
to have improved, influenced by private sector
construction activity, which focussed on a hotel and
18-hole golf course to be opened in November 2005.
Private sector residential construction activity is
estimated to have increased marginally, based on
growth of 0.9 per cent in commercia bank credit for
home construction and renovation. Ongoing road
development was the focus of public sector activity in
the quarter under review.

The consumer price index rose by 0.1 per cent
during the quarter ended March 2005. The sub-indices
"housing" and "transport and communications' rose by
0.2 per cent and 0.1 per cent respectively. These
increases weretempered by declinesin the sub-indices
"food" (0.5 per cent) and "household furnishings and
equipment” (1.1 per cent).
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Anguilla
Consumer Price Index
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Trade and Payments

The merchandise trade deficit rose by 42.5 per
cent to $71.1m in the first quarter of 2005 compared
with the deficit in the corresponding quarter of 2004,
largely as aresult of an increase in import payments.
The major contributors to the growth in imports were
food products, furniture and building materiasincluding
wood, cement, aluminium and steel products. Outlays
on capital goods increased by 85.6 per cent to $20.8m,
associated with various public and private sector
developments. Import of primary goods grew by 37.3
per cent.

Grossinflowsfrom travel are estimated at $72.0m,
or 31.8 per cent above the tota recorded in the first
quarter of 2004, reflective of the growth in visitor
arrivals. Commercial bank transactions resulted in a
net outflow of $127.6m compared with one of $52.4m
in the corresponding period of 2004.

Central Government Fiscal Operations

The fiscal operations of the central government
resulted in an overal deficit of $7.6minthefirst quarter
of 2005, in contrast to a $1.0m surplus recorded in the
corresponding quarter of 2004. This performance was

influenced by an increase in capital expenditure. A
current account surplus of $9.0m was recorded
compared with one of $4.2min thefirst quarter of 2004.

Current revenue amounted to $30.4m in the quarter
under review, representing a 20.6 per cent increase on
collections in the corresponding quarter of 2004. The
growth in current revenue can be traced to increases
in receipts from taxes on international trade and
transactions (23.5 per cent) and taxes on domestic
goods and services (14.8 per cent). Collections from
import duties rose by 33.6 per cent, reflective of the
expansion inimports. Of taxes on domestic goods and
services, revenue from the accommodation tax
amounted to $5.3m, marginally above the tota in the
first quarter of 2004. Receipts from stamp duties
declined, in contrast to strong growth in 2004 associated
with the sale of severd acresof land and largeresidential
properties. Non-tax revenue rose by 28.3 per cent to
$5.3m.

Current expenditure increased by 1.8 per cent to
$21.3m in the first quarter of 2005 compared with the
tota in the corresponding period of 2004. Expenditure
on personal emoluments rose by 6.1 per cent ($0.5m).
This increase was partly offset by a 6.9 per cent
decreasein paymentsfor goods and services, reflective
of the government's efforts to contain expenditure.

Anguilla
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Capitd expenditure is estimated at $16.6m in the
period under review, well above the tota of $3.3m
recorded in the corresponding period of 2004. The
increase was mainly associated with road devel opment.

Money and Credit

Monetary liabilities (M2) grew by 5.1 per cent to
$746.1m, partly attributable to the expansion in economic
activity. The growth in M2 was reflected in a 5.8 per
centincreaseto $723.5minquas money. Private sector
foreign currency deposits, which accounted for 82.3
per cent of quasi money, rose by 6.1 per cent supported
by growth in visitor expenditure and inflows of
investment fundsfor tourism related projects. Increases
were also recorded in private sector time deposits (6.8
per cent) and savings deposits (2.7 per cent). Narrow
money (M1) declined by 13.4 per cent ($3.5m),
attributableto decreasesin both currency with the public
and private sector demand deposits.

Domestic credit fell by 1.0 per cent to $546.8m, in
contrast to the 1.2 per cent increasein the comparative
period of 2004. The decrease reflected areduction of
1.3 per cent in outstanding loans to the private sector,
mainly business entities, as credit to households
increased by 2.6 per cent. Net credit to the central
government rose by 29.5 per cent to $47.5m, reflecting
increased borrowing to finance the capital expenditure
programme. Central government’s borrowings from
the banking system grew by 20.1 per cent, while its
deposits decreased by 9.8 per cent.

A review of credit by economic activity reveaed
that outstanding loans for construction increased by
7.8 per cent, while declineswere recorded in credit for
agriculture and fisheries (4.1 per cent), manufacturing
(2.7 per cent), tourism (3.2 per cent) and distributive
trades (0.5 per cent). Outstanding loans for personal
userose by 0.9 per cent during the period under review.

The net foreign assets of the banking sector
increased by 36.3 per cent to $474.5m during the
quarter under review, partly associated with inflows of
investment fundsfor tourismrelated projectsand larger
inflows from travel. Commercia banks net foreign
assets rose by 49.9 per cent to $383.3m, reflecting
growth of 46.5 per cent in assets held with banks and
other ingtitutions outside the currency union. Anguilla's
imputed share of the reserves held at the Central Bank
declined by 1.4 per cent to $91.2m.

Anguilla
Monetary Survey
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Liquidity in the commercial banking system
increased during the first quarter of 2005. This was
evidenced by arisein theratio of liquid assets to total
depodts plus liquid liabilities from 49.3 per cent at the
end of December 2004 to 61.2 per cent at the end of
March 2005. Theloansand advancesto total deposits
ratio decreased by 2.6 percentage points to 63.5 per
cent. Interest rates remained stable during the period
under review. Therates on time deposits ranged from
1.0 per cent to 8.0 per cent, and those on savings
depositsfrom 3.0 per cent to 4.0 per cent. Primelending
rates ranged from 10.0 per cent to 12.0 per cent.
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Prospects

Economic activity is projected to expand in 2005
based on developments in the tourism industry and
construction sector. Tourist arrivals are projected to
increase as a result of the re-opening of the airport,
intense marketing and the likely favourable economic
conditionsin the magor markets. Construction activity
is projected to expand, as work on the hotel and golf
course is expected to intensify.

Onthefiscal accounts, current revenueis projected
to be above the level in 2004, based on the expansion
in economic activity. Current expenditureis projected

to increase, largely due to higher outlays on personal
emoluments associated with increases in saaries and
in civil service employment.

On the externa accounts, the merchandise trade
deficitisprojected to widen dueto anincreaseinimports
associated with the expansion in tourism and
congtruction activity. Growth in net inflowsfrom travel
is expected, attributable to the increase in visitor
arrivals. However, there are some downside risks to
the projections for 2005. These include unfavourable
wesather and rising oil pricesthat can adversely affect
economic activity, consumer prices and the merchandise
trade balance.
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ANTIGUA AND BARBUDA

Overview

Economic activity in Antigua and Barbuda is
estimated to have expanded marginaly in the first
quarter of 2005 relative to the performance in the
corresponding period of 2004. Growth was led by
tourism and construction activity. The consumer price
index declined by 1.5 per cent during the period under
review. The central government's fiscal operations
resulted in alarger overal deficit, primarily reflecting
anincreasein capital expenditure. Interest rateswere
generdly stableand commercid bank liquidity remained
high.

For the remainder of 2005 output is projected to
increase, with tourism and construction fuelling the
expansion. This outlook is contingent on favourable
developments in the economies of the maor tourism
markets. On the central government's fiscal accounts,
asmaller overal deficit is expected as aresult of new
revenue and expenditure measures.

Output

Provisiona datafor thefirst three months of 2005
indicate that activity in the tourism industry increased,
abat at adower pacethan theleve inthe corresponding
period of 2004. The number of stay-over visitorsrose
by 1.2 per cent to 69,857, down from the 18.8 per cent
rate of growth recorded in the first quarter of 2004.
The breakdown of visitors by market source shows
that arrivals from Canada accounted for the largest
increase (15.1 per cent). Lower rates of growth were
recorded in the number of stay-over visitorsfrom some
countriesin Western Europe, particularly Germany and
France. Increased marketing in Canada and Western
Europe contributed to growth in arrivals from those
destinations. These increases were partly offset by

declines in arrivas from the two major markets the
USA (3.9 per cent) and the UK (0.5 per cent).

Antiguaand Barbuda
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The number of cruise ship passengers totaled
206,368 in the first three months of 2005. This
represented an increase of 1.7 per cent, compared with
that in thefirst quarter of 2004. The number of cruise
ship calsrose by 2.5 per cent to 161.

Activity in the construction sector was above the
level inthefirst quarter of 2004. In the private sector,
work intensified on refurbishing and expanding amajor
hotel and continued on ahotel, four business complexes,
the parliament building and residential properties.
Public sector activity focussed on aroad devel opment
project in Barbuda, a fisheries complex, a cricket
gtadium and a new public library.

Trade and Payments

Complete trade statistics are not available for the
first quarter of 2005. The available data on cargo
throughput show that the volume of imports rose by
6.2 per cent, in contrast to a decline of 3.9 per cent in
thefirst quarter of 2004. The growth in the volume of
imports was largely attributed to a higher level of

Eastern Caribbean Central Bank
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imports of fuel and vehicles. The volume of exports
grew by 33.0 per cent, primarily reflecting the re-export
of fud.

Gross travel receipts are estimated to have
increased by 1.2 per cent to $237.2m relative to the
total recorded in the corresponding period of 2004,
consistent with the growth in visitor arrivals.
Commercia bank transactionsresulted in anet outflow
of $90.6m in contrast to a net inflow of $14.9min the
first quarter of 2004. Inflows of grants, associated
with central government's projects, were estimated at
$5.8m compared with $0.3m in thefirst quarter of 2004.

Central Government Fiscal Operations

Preliminary data on the fiscal operations of the
central government show that an overall deficit of
$21.1m was recorded in the first quarter of 2005,
compared with one of $11.5m in thefirst three months
of 2004. Thelarger overall deficit was attributed to an
increase in capita expenditure and a widening of the
current account deficit. A current account deficit of
$10.1m was recorded compared with one of $6.4min
2004. The overdl deficit was largely financed by the
accumulation of external arrears.

Capitd expenditure more than doubled to $18.6m
at theend of March 2005. Theincreasewas primarily
associated with afisheries project and work on drains
and roads, particularly road development in Barbuda.

The widening of the current account deficit was
the result of faster growth in expenditure relative to
the increase in revenue. Current expenditure is
estimated to haveincreased by 3.4 per cent to $130.3m,
driven by larger outlayson transfersand subsidies (34.3
per cent) and goods and services (14.5 per cent). The
growth in expenditure on transfers and subsidies was
associated with an increase in the minimum level of

pension from $500 to $750 and the transfer of fundsto
a new public corporation. Insurance premium
payments on government buildings, and additiond office
furniture and equipment contributed to the larger outlays
on goods and services. Expenditure on personal
emolumentsincreased by 1.2 per cent. Thoseincreases
were partly offset by a24.9 per cent declinein interest
payments. Externa interest obligations fell by 26.1
per cent, attributable to debt forgiveness by two
creditors at the end of 2004. Domestic interest
payments decreased by 23.3 per cent; inthefirst quarter
of 2004 interest payments had risen as some arrears
were settled.

Antiguaand Barbuda
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Current revenue rose by 0.5 per cent to $120.3m
compared with the total in the first quarter of 2004.
The yield from taxes on international trade and
transactions grew by 6.9 per cent, driven by increased
collections from import duty (27.1 per cent) and the
customs service charge (20.9 per cent), reflecting to
some extent an improvement in tax administration.
These increases were partly offset by a 6.6 per cent
decline in revenue from the consumption tax. Higher
internationd ail pricescontributed tothefdl in collections
of consumption tax, asthe government absorbed some
of theincreases in prices of gasoline and diesdl on the
domestic market.
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Revenue from taxes on domestic goods and
services rose by 1.5 per cent, reflecting increased
receipts from the hotel and guest tax. Of the other
taxes, declines were recorded in revenue from the
property tax and taxes on income and profits.

Money and Credit

Monetary ligbilities(M2) grew by 5.4 per cent
t0 $2,150.6m during thefirst quarter of 2005 compared
with the total at the end of December 2004. Narrow
money (M1) rose by 14.2 per cent, reflecting a 20.5
per cent increase in demand deposits, associated with
the inflow of funds to two private companies. The
increase was partialy offset by a4.2 per cent decline
in currency with the public. Quas money rose by 2.9
per cent, reflecting increases in savings deposits (6.4
per cent) and foreign currency deposits (2.7 per cent).
Time deposits fell by 0.1 per cent, continuing the
downward trend observed over the past four quarters.

Domestic credit contracted by 2.0 per cent to
$1,525.1m, partly influenced by adeclinein lending to
the private sector, mainly to business entities. Credit
to the non-financial enterprises increased by 2.4 per
cent and deposits grew by 5.1 per cent, resulting in an
increasein net deposits. Increasesin net depositswere
also recorded for subsidiaries and affiliates. Net
borrowing by the central government increased by 1.8
per cent during the first quarter of 2005. This outturn
was attributed to an 18.7 per cent decline in deposits
with commercia banks, as government drew down
on its deposits to finance some of its operations.

The breakdown of credit by economic activity
shows that commercial bank credit for home
congtruction and renovation grew by 19.7 per cent.
This increase reflects the expansion in residential
construction, influenced by mortgage promotions by
some banks. Decreaseswere recorded for lending to

tourism (15.6 per cent), manufacturing (14.6 per cent)
and distributive trades (4.7 per cent).

Antigua& Barbuda

Monetary Survey
(DMC & M2)% Percentage Change NFA(%0)
200 1000
150 *\ = r 800
100 [ 800
\ A 0o

R T ,m"l‘wr =
of N - \\/ il

o ® 2 ® ® B (3 0304 04 044 6
QG QLR BQAUQA@QEBAAQRRBAQA

||:| Domedtic Credit E==9 Money Supply (M2) —@— Net Foreign Assets|

The counterpart to the growth in M2 was a 15.2
per cent increase to $840.5min net foreign assets. The
growth in net foreign assets was partly influenced by
theinflow of fundsto two companies. The net foreign
assets of the commercia banks rose by 22.3 per cent
to $496.1m, reflecting a build up of assets with banks
and other financia ingtitutionsin therest of the ECCU.
Antigua and Barbuda's imputed share of the Centra
Bank'sreserves stood at $344.4m at the end of March
2005, a6.2 per cent increase on the level at the end of
December 2004.

Commercid bank liquidity remained high during the
first three months of 2005. Theratio of liquid assetsto
total depositsplusliquid ligbilitiesrose by 0.8 percentage
point to 38.2 per cent. Theloans and advancesto total
depositsratio fell by 4.4 percentage pointsto 70.5 per
cent, while the cash reserve to deposits ratio stood at
9.0 per cent.

Interest rates remained generaly stable during the
period under review. The rates on saving deposits
ranged from 3.0 per cent to 5.0 per cent. Therateson
time deposits remained in the range of 1.0 per cent to
7.0 per cent. However, the maximum rate offered on
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time deposits over two years increased by 0.6
percentage point to 4.6 per cent. Prime lending rates
ranged from10.0 per cent to 11.5 per cent.

Prospects

Growth in economic activity is projected in 2005,
based on developmentsin the tourism industry and the
construction sector. Additiona airlift and the return to
full-scale operations by alarge hotel will boost tourism
activity.

Ongoing and new projects are expected to
contribute to increased construction activity. Work on
afisheriescomplex and the World Cup cricket stadium
isexpected to intensify. Public sector projectslikely to
begin during the rest of 2005 include the airport terminal
and runway expansion and the transport board
headquarters. In the private sector, work on the
expansion of two major hotels is expected to begin in
the second quarter. Residential construction isprojected
to increase as some commercial banks continue to
promote home mortgages.

The current account deficit of the central
government i s projected to contract as current revenue
increases and therate of growth of current expenditure

declines. Growth in current revenue is based on the
re-introduction of persona income tax in April 2005
and continued improvementsin tax administration. The
dower rate of growth of current expenditure will be
influenced by a decrease in interest payments and
smaller outlays on persona emoluments aswell asthe
results of public sector reform efforts. Capital
expenditure, financed primarily by grants, is projected
to increase associated with the construction of a
fisheries complex and the World Cup cricket stadium.
Theoverdl deficit is projected to decline asthe current
account deficit narrows.

In the external accounts, gross travel receipts are
expected to increase as the number of visitor arrivals
grows. The merchandise trade deficit is projected to
widen, based on higher import payments, in line with
the expansion in economic activity and high internationa
oil prices.

The downside risks to these projections include
unfavourable developmentsin the globa economy and
high oil prices. These could have an adverse impact
on economic activity, the merchandise trade balance,
consumer prices and the central government's fiscal

position.
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DOMINICA

Overview

Economic activity in Dominicais estimated to have
contracted in the period January to March 2005 relative
to the performancein the corresponding period of 2004.
This outcome was associated in part with declinesin
agricultural and construction activity. Performancein
the tourism industry was mixed. The consumer price
index rose by 0.8 per cent on an end of period basis
during the period under review. The merchandisetrade
deficit widened. The central government's fiscal
operations resulted in an overall surplus, in contrast to
adeficit inthefirst quarter of 2004. Commercia bank
liquidity increased, whileinterest rateswere unchanged.

Real output isprojected toincreasein theremainder
of 2005 compared with the performance in the
corresponding period of 2004. Manufacturing and
congtruction activity is likely to expand. In addition,
the filming of a movie and redlity series during the
second quarter of 2005 is expected to boost economic
activity. The central government's fiscal operations
are likely to result in a lower overal surplus. Risng
internationa oil prices are likely to have an adverse
effect on consumer prices and on tourist arrivals.

Output and Prices

The decline in agricultural output was largely
influenced by a decrease in banana production, the
dominant activity in the sector. Production of bananas
fell by 12.2 per cent to 2,799 tonnes, in contrast to
growth of 14.3 per cent in the corresponding quarter
of 2004. The contraction was attributed in part to a
declinein the number of farmers, and damageto crops
asaresult of heavy rain and flooding during November
2004. Datafor non-banana agricultural production are

not avallable. Itislikey, however, that output decreased,
mainly due to unfavourable weather.

Condtruction activity is estimated to have declined
in the firgt three months of 2005 compared with the
level in the corresponding period of 2004, partly
reflecting the completion of amgjor public sector project.
The focus of activity in the public sector was on road
rehabilitation and congtruction, airport improvement and
enhancements to eco-tourism sites. In the private
sector, residential construction activity is estimated to
have declined. This was evidenced by a decrease in
the number and vaue of housing starts and by a 2.2
per cent fall in commercial bank credit for home
construction and renovation during the period under
review.

Output in the manufacturing sector is estimated to
have been below the level in the first quarter of 2004.
Soap production, a major activity in that sector,
contracted by 27.7 per cent as export demand -
particularly for laundry bars - declined. Output of
beverages rose by 18.2 per cent, primarily as a result
of anincrease in loca demand. Production of dental
cream and other toiletries expanded by 21.0 per cent
and 27.3 per cent respectively, reflecting an increase
in export demand.

In the tourism industry, the number of stay-over
visitorsisestimated to haveincreased by 15.2 per cent,
largely reflecting growth in arrivalsfrom the Caribbean
(30.3 per cent) and the USA (3.7 per cent) - the mgjor
markets. Increased arrivals from nearby Martinique
and Guadeloupe largely accounted for the growth in
vigitors from the Caribbean. The number of cruise
ship passengersfell by 25.1 per cent, consistent with a
22.2 per cent decrease in cruise ship calls.

Eastern Caribbean Central Bank
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Consequently, totd vigitor arrivals declined by 20.9 per
cent to 128,591 in the first quarter of 2005 compared
with the outturn in the corresponding period of 2004.

Dominica
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The consumer price index rose by 0.8 per cent on
an end of period basis during the first quarter of 2005.
Theriseintheindex waslargely influenced by increases
in the sub-indices "fuel and light" (17.5 per cent) and
"food" (0.9 per cent). Higher oil prices on the
international market contributed to an increase in the
fuel surcharge and consequently to arise in pricesin
the "fuel and light" sub-index. Decreases were
recorded for the sub-indices "transport and
communication” (2.7 per cent), household furnishings
and supplies (0.9 per cent) and housing (0.1 per cent).
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Trade and Payments

A merchandise trade deficit of $83.5m was
recorded in thefirst quarter of 2005, substantialy above
the deficit of $63.9m in the corresponding period of
2004. Thisoutturn mainly reflected growth of 19.4 per
cent in import payments, associated in part with
increases in the value of chemicals and mineral fuels.
The value of exportsfell by 5.7 per cent, duein part to
a decrease in domestic export receipts. Of domestic
exports, receipts from soap fell by 20.0 per cent
($1.7m), attributable to the fall in demand. Banana
export receipts declined by 8.6 per cent ($0.4m),
reflecting a lower volume exported as a result of the
fal in production. Receipts from other agricultural
exports decreased by 2.5 per cent ($0.1m), while
earnings from dental cream rose by 11.6 per cent
($0.5m), attributable to higher demand.
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Gross receipts from travel are estimated to have
increased by 16.3 per cent to $50.7m, reflecting the
growth in Stay-over arrivals, the largest spending group
of visitors. The transactions of commercia banks
resulted in anet outflow of $1.5m in short-term capital,
in contrast to a net inflow of $34.6m recorded in the
first quarter of 2004. Net disbursementsto the central
government amounted to $6.5m compared with $13.0m,
while inflows of official grants totalled $13.0m, a
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reduction of 41.4 per cent on the amount for the
corresponding period of 2004.

Central Government Fiscal Operations

The fiscal operations of the central government
continued to benefit from stabilisation and structural
adjustment measures. Dominica entered into a three-
year Poverty Reduction and Growth Facility (PRGF)
arrangement with the International Monetary Fund in
December 2003. In the quarter under review the
country successfully completed the third and fourth
review of the PRGF, having met most of the
performancetargets. Asaresult SDR 1.2 millionwas
made availableto the authorities. Aspart of the PRGF
the government remained committed to increasing
revenue, particularly through enhanced tax
administration and enforcement, and to reducing
expenditureby controlling thewagebill and restructuring
the debt.

The central government realised an overall surplus
of $6.8m in the quarter under review, in contrast to a
deficit of $4.6m in the corresponding period of 2004.
The outturn reflected growth in current revenue coupled
with a decline in current expenditure.

Current revenue grew by 10.1 per cent to $59.0m;
the increase was broad based. Receipts from taxes
on international trade and transactions rose by 6.5 per
cent, due mainly to growth in revenue from the import
duty, in linewith theincreasein import payments. The
yield from taxes on domestic goods and services grew
by 11.0 per cent, attributable in part to a 15.2 per cent
($1.2m) increase in receipts from the sales tax.
Revenue from taxes on income and profit was 6.5 per
cent ($0.7m) above collections in the corresponding
quarter of 2004. The yield from property tax more
than tripled to $1.4m, associated with an increase in

land transfers. Non-tax revenue was 13.1 per cent
($0.8m) above the level in the first quarter of 2004.
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Current expenditure contracted by 17.9 per cent
to $48.4m, largely reflecting a 69.3 per cent ($10.0m)
decrease in interest payments. Interest payments on
external commitments, mainly with bilateral and
commercia creditors, fell by 71.9 per cent ($6.7m), on
account of the restructuring of some externa loans
through the issue of bonds. The government issued
three bonds - short, intermediate and long term - with
lower fixed interest rates of 3.5 per cent. Domestic
interest payments contracted by 64.7 per cent ($3.4m),
as a result of an agreement with foreign owned
commercial banks to reduce the interest rate on
government debentures with a maturity of 10 yearsto
3.5 per cent from 7.5 per cent. In addition, interest
payments on the overdraft fell, reflective of the
government's commitment to reduce the level of the
overdraft. Outlays on goods and services fell by 27.1
per cent ($2.2m), while expenditure on transfers and
subsidies rose by 18.8 per cent ($1.7m), mainly
associated with an increase in gratuity payments.

Capital expenditure and net lending amounted to
$17.1m compared with $22.8m in the first quarter of
2004. The decline was largely associated with the
completion of the Japanese-funded Marigot Fisheries
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Complex which was under congtruction in 2004. Of
capitd expenditure, $13.0m was financed by grants.

Money and Credit

Broad money (M2) increased by 3.6 per cent to
$608.5m during the first quarter of 2005, reflecting
increasesin both narrow money (M 1) and quas money.
M1 grew by 3.0 per cent, influenced by an expansion
of 10.4 per cent in currency held with the public. The
relatively strong growth in currency with the public
could belinked to carnival celebrations, which generdly
result in increased demand for cash. Quas money
rose by 3.7 per cent, attributable to an increase in
private sector savings deposits (6.8 per cent). This
increasewas partly offset by reductionsin private sector
time deposits (1.6 per cent) and foreign currency
deposits (17.4 per cent).

Domestic credit contracted by 4.4 per cent to
$346.9m during the first quarter of 2005, mainly
influenced by the transactions of the private sector and
the non-financid public enterprises. Credit totheprivate
sector declined by 0.2 per cent, associated with a 2.7
per cent reduction in outstanding loans to households.
This decrease was partly offset by a 3.5 per cent
increase in business credit. A 33.2 per cent reduction
in outstanding credit to the non-financial public
enterprises combined with a 9.4 per cent increase in
their deposits resulted in growth of 51.9 per cent in
their net deposits. Thefal in credit to the non-financial
public enterprises was associated with the transfer of
debt from apublic enterprise to the central government.
Credit to the non-bank financial ingtitutions declined by
12.5 per cent, while their depositsrose by 5.1 per cent,
resultinginab5.7 per centincreasein their net deposits.
By contrast, the net indebtedness of the central
government to the banking system rose by 5.2 per cent
to $15.3m. The expansion in net lending to centra
government reflected a 70.3 per cent ($11.2m) increase

in loans and advances from the commercia banks, as
the government assumed the debt of apublic enterprise.
The central government's deposits grew by 20.2 per
cent ($10.1m), partly associated with grant receipts.
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The composition of credit by economic activity
shows increases in outstanding loans for distributive
trades (2.0 per cent), manufacturing (1.5 per cent) and
construction (0.2 per cent). Declines were recorded
in credit for agriculture (0.5 per cent) and tourism (5.3
per cent), while credit for persona use, which accounts
for roughly half of tota credit, remained flat during the
period under review.

The net foreign assets of the banking system rose
by 4.5 per cent to $373.0m during the first quarter of
2005. The expansion largely reflected an increase of
12.7 per cent ($14.5m) in Dominicasimputed share of
the reserves held at the Central Bank. At the end of
March 2005 the commercia banks net foreign assets
were 0.6 per cent ($1.5m) above the level at the end
of December 2004.

Liquidity in the commercial banking system
remained a ahighleve during the quarter under review.
The ratio of liquid assets to tota deposits plus liquid
liabilities increased by 3.9 percentage points to 56.9
per cent, primarily reflecting growth in liquid assets.
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The loans and advances to deposits ratio fell by 1.3
percentage points to 56.2 per cent, largely attributable
toanincreasein deposits. The cash reserveratio rose
to 9.2 per cent at the end of March 2005 from 8.5 per
cent at the end of December 2004.

Interest rates were unchanged during the first
quarter of 2005. The rates on savings deposits ranged
from 3.0 per cent to 3.5 per cent. Time deposit rates
ranged from 1.0 per cent to 6.0 per cent, and the prime-
lending rate from 8.5 per cent to 10.0 per cent.

Prospects

Red GDPis projected to increasein 2005, largely
based on the prospects for manufacturing, construction
and tourism. Growth in manufactured productswill be
supported by higher output of beverages and household
cleaners as export demand increases. Construction
activity will bedriven by road and infrastructurerepairs
following storm and earthquake damage in the latter
part of 2004, the continuation of the first phase of the
air access improvement project, as well as the start of
the Roseau - Méville Hal road improvement project
and the Windsor Park Stadium. In the tourism industry,
growth in stay-over visitor arrivals is projected as a

result of increased marketing, additional hotel
accommodation and the production of a Disney Film.

Growth in the current revenue of the central
government is projected based on anincreasein recei pts
from taxes on goods and servicesand internationd trade
and transactions, facilitated by the ongoing PRGF
programme and the expansion in the economy. The
central government's fiscal operations are aso likely
to benefit from a reduction in interest payments
following debt restructuring. Theimpact of the decline
in interest payments is likely to be mitigated by an
increase in wages and salaries. Expenditure on that
category is projected to increase asthe wage cut which
was enforced during the fiscal year 2003-04 as part of
the ongoing stabilisation programmeisreversed. Capita
expenditure, financed largely by grants, is projected to
exceed the 2004 total based on an expansion in
construction activity. The fiscal operations are
therefore likely to result in a lower overal surplusin
2005. Import payments are projected to increase,
reflecting growth in economic activity and high
internationa oil prices.
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GRENADA

Overview

Economic activity in Grenadais estimated to have
increased in the first quarter of 2005 relative to the
outturn in the corresponding period of 2004, influenced
by an expansion in construction activity. Agricultural
and tourism activity contracted, reflecting the lagged
effect of the damage by hurricane Ivan in September
2004. The consumer priceindex rose by 0.1 per cent
during the period under review. The fiscal accounts
of the central government yielded a larger overall
surplus, as aresult of an increase in grants.

In the banking system broad money rose, while
interest rates trended downwards as commercial bank
liquidity remained high. The merchandise trade deficit
widened, largely attributable to higher imports.

The outlook for the next three quartersis positive.
Construction activity in both the public and private
sectors is expected to remain buoyant. However, the
pace and level of grant disbursements will influence
public sector construction activity. The number of
cruise ship passengers will be above that in the last
three quarters of 2004, as the tourism industry is
expected to benefit from visits by larger cruise ships.
An overall fiscal deficit is projected based on a
decrease in grant receipts. Sustained high oil prices
ontheinternational market will have an adverseimpact
on consumer prices and on the merchandise trade
balance.

Output and Prices

The expansion in construction was driven by both
private and public sector investment activity. Private
sector congtruction included renovations to hotels as
well as residential and commercia properties. The

increasein residential construction was partly reflected
in growth of 2.5 per cent in commercial bank credit for
home congtruction and renovations. Inthe public sector,
thefocuswas on reconstructing roads, bridgesand public
buildings damaged during the hurricane as well as on
ongoing work on phase Il of the Melville Street cruise
project and headquarters for a statutory body.
Consistent with the growth in congtruction, activity in
transport and mining and quarrying is estimated to have
increased.

Agricultura output contracted in the period under
review compared with the total in the corresponding
period of 2004. Data show that the production of
traditional crops was negligible, attributable to the
lingering effects of hurricane damage. Data on the
production of non-traditional crops are not available.
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Tourism activity is estimated to have decreased in
the period under review, reflecting a decline of 29.7
per cent to 24,861 in the number of stay-over visitors.
This performance was attri buted to the closure of some
hotel sthat were damaged by the hurricane. Decreases
were recorded in arrivals from all the major markets -
USA (23.4 per cent), UK (63.0 per cent), Canada (42.5
per cent) and the Caribbean (12.2 per cent).
Excursionist arrivals are estimated to have contracted
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by 10.8 per cent to 1,020. The number of cruise ship
passengersrose by 18.7 per cent to 144,363, reflective
of vigts by larger ships.

Production in the manufacturing sector fell in the
period under review, partly reflecting the impact of the
hurricane. Estimates of industrial production show
declinesin the output of flour (89.4 per cent), soft drinks
(82.6 per cent), poultry feed (43.3 per cent) and beer
(31.9 per cent).

The consumer price index increased by 0.1 per
cent during the first three months of 2005 (on an end
of period basis). The"food" sub-index rose by 0.1 per
cent. Increaseswere aso recorded in the sub-indices
"alcoholic beverages and tobacco" (0.6 per cent) and
"housing” (1.6 per cent). These increases were partly
offset by decreases in the sub-indices "clothing and
footwear" (0.7 per cent) and "fud and light" (0.4 per
cent). The fdl in the "fuel and light" sub-index was
largely reflective of a decrease in the electricity
surcharge.

of 2004. The widening of the deficit was partly
attributed to growth of 46.1 per cent to $200.4m in
import payments. The value of exportsis estimated to
have decreased by 30.2 per cent to $19.1m, reflecting
afal in domestic exports, particularly manufactured
exports, associated with the fall in production.

Receipts from nutmeg exports increased by 25.7
per cent. The volume exported rose, despitethefal in
nutmeg output, as stocks held were reduced. Gross
receipts from travel are estimated to have decreased
by 35.3 per cent to $53.1m, consistent with the fall in
the number of stay-over vidtors, the largest spending

category.

Commercia bank transactions resulted in a net
outflow of $5.7m compared with one of $31.4minthe
first threemonths of 2004. Externa loan disbursements
to the central government amounted to $6.7m, well
below the total of $116.5m recorded in the
corresponding period of 2004 when an externa bond
was floated to facilitate debt refinancing.
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Trade and Payments

Preliminary data for the period under review
indicate a merchandise trade deficit of $181.3m,
compared with one of $109.8min thefirst three months
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Central Government Fiscal Operations

The operations of the central government resulted
inacurrent account surplus of $10.6m in thefirst three
months of 2005, compared with one of $17.4m in the
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corresponding period of 2004. The smaler surplus
reflected growth of 6.8 per cent in current expenditure
and a 3.1 per cent decrease in current revenue.

Of current expenditure, outlays on goods and
servicesadmost doubled to $15.3m, primarily attributable
to post-hurricane Ivan rehabilitation. Expenditure on
personal emoluments grew by 2.7 per cent, while
transfers and subsidies contracted by 12.8 per cent.
Interest payments fell by 29.8 per cent ($2.0m),
reflecting lower externa payments.
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The reduction in current revenue was influenced
by a 16.7 per cent decline in proceeds from taxes on
income and profits, mainly company tax. This
performancewas attributed to the decreasein economic
activity in the previous quarter in the aftermath of the
hurricane. The yield from taxes on domestic goods
and services contracted by 11.5 per cent, partly due to
afall in receiptsfrom consumption tax. Revenue from
taxes on international trade and transactions rose by
16.0 per cent, associated with a higher intake from
import duty (18.0 per cent), consumption tax (10.2 per
cent) and the customs service charge (37.8 per cent).
Those developmentswerelargely asaresult of ahigher
level of importsof building materials and other consumer
goods for the economic recovery programme. Non-

tax revenue fell by 70.0 per cent ($4.3m), mainly
reflecting adecreasein receipts of profitsand dividends.

Capital expenditure amounted to $31.3minthefirst
quarter of 2005 compared with $10.6m in the
corresponding period of 2004. The higher level of
outlays was associated with the restoring of
infrastructure. Grants, mainly for budgetary support,
amounted to $43.7m compared with $0.7m in the first
quarter of 2004. Theincreasein grants contributed to
an overall surplus of $23.1m, well above the surplus of
$8.6m in the first quarter of 2004.

Money and Credit

Broad money (M2) expanded by 0.6 per cent to
$1,491.9m during the first quarter of 2005, below the
2.5 per cent rate of increase recorded in the
corresponding period of 2004. The dowdown in the
rate of growth reflected to some extent the weak
performance of the productive sectors. Quasi money
rose by 1.0 per cent, reflecting increases in private
sector savings deposits (2.2 per cent) and foreign
currency deposits (1.4 per cent). Time deposits
decreased by 3.9 per cent, partly attributable to afall
in interest rates. The narrow money supply (M1) fell
by 0.9 per cent, reflecting a decrease in currency with
the public.

Domedtic credit declined by 3.3 per cent to $395.7m
during thefirgt quarter of 2005, mirroring devel opments
in both the public and private sectors. Outstanding
credit to the private sector fell by 1.3 per cent, in contrast
toanincrease of 2.3 per cent during thefirst quarter of
2004. A 5.3 per cent decrease was recorded in credit
to businesses, while loans to households rose by 1.1
per cent. The net indebtedness of the central
government to the banking system fell by 53.4 per cent
to $33.4m. Thisoutcome reflected growth of 81.3 per
cent in deposits, associated with loan disbursements
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and grant receipts for budgetary support. In the rest
of the public sector, the net deposits of the non-financia
public enterprisesfell by 24.9 per cent, attributableto a
fal in deposits and an increase in borrowing.

Thedigribution of loans by economic activity shows
that commercial bank credit for construction grew by
6.9 per cent, consistent with the expansion in activity
in that sector. Credit for personal use rose by 1.9 per
cent, attributable to an increase in loans for home
congtruction and renovation. Outstanding credit for
tourism and agriculture declined by 22.2 per cent and
2.5 per cent respectively, reflecting the decreasein the
leve of activity.

Grenada

Monetary Survey
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The net foreign assets of the banking system
contracted by 3.2 per cent to $604.4m during the period
under review. Grenadadsimputed share of thereserves
held by the Central Bank declined by 7.7 per cent.
The net foreign assets of the commercial banks rose
by 1.9 per cent, attributable to an increase in assets
held outside the Eastern Caribbean Currency Union.

Commercid bank liquidity fel, but it remained a a
high level. The ratio of liquid assets to total deposits
plusliquid ligbilities declined to 40.9 per cent at the end
of March 2005 from 42.7 per cent at the beginning of

the year. The loans and advances to deposits ratio
rose by 0.5 percentage point to 58.1 per cent.

Interest rates on time deposits trended downward
during the period under review. The maximum rate on
deposits over six months to twelve monthsfell by 3.75
percentage points to 8.0 per cent and that on deposits
over two years by 1.0 percentage point. Lower rates
of declines were recorded for the maximum rate on
deposits up to three months and over three to six
months, which fdl by 0.5 percentage point and 0.25

percentage point respectively.
Prospects

Rea GDP is expected to increase in 2005, based
on current trends and expected developments in the
construction sector over the next nine months.
Condruction activity will be dominated by ongoing work
on infrastructure rehabilitation, phase |1 of the Melville
Street cruise project, phase Il of the new general
hospital and the headquarters of a statutory body. In
the private sector, construction is expected to be driven
by ongoing repairs to homes and hotels that were
damaged during the hurricane. With the anticipated
growth in congtruction activity, value added in the mining
and quarrying, and thewholesale and retail trade sectors
is expected to increase.

A decreasein stay-over visitor arrivasisprojected
due to the closure of some of the magor hotels for
refurbishment. The number of cruise ship passengers
isexpected to increase, based on callsby larger vessals
and the schedule for cruise ship vidts. Vaue added in
the sea and road transport sub-sectors is expected to
increase. Hurricane damage to the traditiona crops
will continue to have a negative impact on agricultural
output over the next nine months.
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Inthefiscal accounts, growth in current expenditure
isexpected as aresult of increasesin outlays on goods
and services and on persona emoluments. Current
revenue is projected to increase, contingent on the
implementation of measures announced in the 2005
budget. These measures include an increase in the
retail price of fuel and the introduction of a
reconstruction and development levy. Capital
expenditure is expected to be above the level in 2004
based on the public sector investment programme. It

is expected that debt service payments will be below
the level in 2004 due to continued effortsto restructure
the public debt.

In the external sector, gross travel receipts are
projected to decrease as aresult of the declinein stay-
over arrivals. Higher import payments are projected,
based on the expansion in construction activity and high
internationa oil prices.
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MONTSERRAT

Overview

Economic activity in Montserrat is estimated to
have contracted in the first quarter of 2005 relative to
the performance in the corresponding period of 2004.
This assessment is largely based on decreases in
construction and tourism activity. The consumer price
index declined by 0.3 per cent. The deficit on the
merchandise trade account narrowed as a result of
lower import payments. The fiscal operations of the
centra government resulted in an overdl deficit, in
contrast to a surplus in the first quarter of 2004,
influenced by afal in grants. In the banking sector,
total monetary liabilities decreased and liquidity
remained high.

Contingent on subdued volcanic activity, the
economy is projected to expand in the remainder of
2005. This projection is based on a higher level of
construction activity and growth in visitor arrivals,
reflecting increased marketing. The current account
operations of the centra government will likely result
inasmaller deficit.

Output and Prices

The decline in construction activity in the first
quarter of 2005 was reflected in decreases in the
number (46.7 per cent) and value (40.7 per cent) of
building starts. Decreases were aso recorded in the
imports of building materids, particularly cement (21.4
per cent), steel (21.0 per cent) and aggregate (20.5
per cent). Public sector activity declined as some
projects were completed. Ongoing activity focussed
on the airport project and housing infrastructure. In
the private sector work continued on the headquarters

for a bank and on a new cultura centre. Residentia
construction is estimated to have increased based on
commercia bank datawhich show growth of 10.8 per
cent in loans for home congtruction and renovation, in
contrast to a 3.5 per cent decline in thefirst quarter of
2004.

Tourism estimates show a 2.9 per cent contraction
in the number of visitorsto 3,673, in contrast to an 18.5
per cent increase in the corresponding period of 2004.
This performance was influenced by a 50.8 per cent
declinein the number of cruise ship passengers, asthe
ships visiting were smaller. The number of stay-over
visitors fell by 1.3 per cent, reflecting decreases from
al the major markets. A 2.7 per cent increase was
recorded for excursionists.

In the agricultural sector, output of vegetables and
root cropsisestimated to have decreased by more than
half, dueto unfavourable westher. Inthefisheries sub-
sector, fish landings rose by 60.6 per cent, partly dueto
a 12.5 per cent increase in the number of boats being
operated.

The consumer priceindex declined by 0.3 per cent
on an end of period basis, largely dueto a 1.6 per cent
fal in the food sub-index. This performance was
influenced by price reductions for chicken, white
potatoesand cooking oil. The"services' sub-index also
fell by 0.1 per cent. By contrast, increases were
recorded for al other categories with the exception of
"rent" which remained unchanged. Thelargest increase
was recorded for the sub-index "household goods' (4.5
per cent), partly reflecting higher prices for paint and
roofing material.

Eastern Caribbean Central Bank
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Montserrat
Consumer Price Index
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Trade and Payments

A merchandise trade deficit of $16.5m was
recorded in the first quarter of 2005 compared with
one of $18.9m in the corresponding period of 2004.
The lower deficit was influenced by a 13.6 per cent
decline in import payments, largdly reflecting afdl in
construction related imports. Grossreceiptsfrom travel
are estimated to have contracted by 2.5 per cent to
$5.8m, in linewith afdl in visitor arrivals.

Receipts of capital grants stood at $3.3m,
representing a 75.6 per cent decrease on the total in
the corresponding period of 2004. The fdl in grants
reflected the completion of some public sector projects.
Commercial bank transactions resulted in a net inflow
of $13.2m in short term capital.

Central Government Fiscal Operations

The fiscal operations of the central government
resulted in a current account deficit before grants of
$6.3m in the first quarter of 2005 compared with one
of $14.5m in the corresponding period of 2004. The
lower deficit reflected a 37.4 per cent decline in
expenditureto $14.7m. Spending on goods and services
fell by 71.7 per cent compared with thetota in thefirst
quarter of 2004, when outlays rose associated with an

ash-cleaning programme. Expenditure on personal
emoluments rose by 6.2 per cent, the result of a10.0
per cent salary increase to civil servants effective 1
January 2005.

Thecentral government generated $8.4min current
revenue, 6.7 per cent less than the amount in the first
quarter of 2004. This performance was largely on
account of a10.4 per cent fal in tax revenueto $7.7m.
Theyield from taxes on income and profitsfell by 18.8
per cent, partly reflecting a decline of 40.2 per cent
($0.4m) in collections from company tax, associated
with alag in payments by some companies. Receipts
from personal income tax decreased by 25.8 per cent
($1.0m), reflecting an increasein thetax band, achange
intherate structure, and the exemption of socia security
payments from income tax effective 1 January 2005.
Collections from taxes on international trade and
transactions fell by 9.8 per cent ($0.3m), reflecting a
fdl in receipts from customs service charge $0.4m, as
the rate was reduced from 8.0 per cent to 5.0 per cent
in June 2004.

Montserrat
ECsM Public Finance
300
250
200

150
10.0 1
501
007
-50 7
-10.0
-15.0
-20.0

00 02 02 2 02 0B B3 03 BB ¥4 04 4 M
A4 Q1 2 Q3 4 A1 Q2 B 4 Q1 @ B 4 Q1

| D Recurrent Revenue B Recurrent Expenditure Balance |

Capital expenditure contracted by 20.0 per cent to
$6.3m with the completion of some public sector
projects. The transactions on the current and capital
accounts resulted in an overall deficit of $4.4m, in
contrast to a surplus of $8.7m in the first quarter of
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2004. The deficit was financed by drawing down on
depositswith the commercia banks. A primary deficit
of $4.3m wasrecorded in contrast to asurplus of $8.6m
in the first quarter of 2004.

Money and Credit

Broad money (M2) contracted by 0.2 per cent to
$119.3m at the end of March 2005 compared with the
total at the end of December 2004, consistent with the
fall in economic activity. The decline was associated
with a 13.0 per cent decrease in the narrow money
supply (M1), influenced by contractionsin private sector
demand deposits (13.1 per cent) and currency with the
public (12.8 per cent).

Credit to the private sector grew by 8.0 per cent,
reflecting increasesin lending to business entities (14.4
per cent) and households (6.4 per cent). The net
deposits of the central government fell by 20.2 per cent,
attributable to a draw down of deposits to finance the
fiscal operations. The breakdown of credit by economic
activity shows a 6.7 per cent increase in credit for
personal use, mainly for mortgages, reflecting the
expansion in residential construction. Credit for
distributive trade grew by 3.7 per cent.

Montsarrat
Monetary Survey
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The net foreign assets of the banking system
contracted by 7.3 per cent to $160.6m during the period
under review. Commercia banks reduced their net
foreign assets by 9.8 per cent, attributable to a decline
ingrossforeign assets. Montserrat'simputed share of
the reserves held by the Central Bank rose by 1.6 per
cent.

Commercia bank liquidity remained high at theend
of March 2005. The ratio of total liquid assets to total
deposits plus liquid liabilities was 107.1 per cent, up
from 102.9 per cent at the end of December 2004.
The loans and advances to total deposits ratio rose by
0.8 percentage point to 14.2 per cent. During the quarter
under review, the maximum interest rate on time
deposits over six to twelve months fell by 1.25
percentage points to 4.0 per cent.

Prospects

Real GDP is projected to increase in 2005,
influenced by public and private sector congtruction
projects. Theseinclude homes, road works, and apublic
market. Work is expected to continue on the airport,
infrastructure development at the new commercial
centre (Little Bay), headquarters for a bank, and the
cultural centre.

Vigitor arrivals are projected to grow based on
increased marketing efforts, which include a
photographic exhibition in the UK.

The current fiscal operations of the central
government are expected to result in a lower deficit
(beforegrants). Thisprojection isbased on areduction
in expenditure, influenced by a fall in outlays on
transfers and subsidies as the ferry service is
discontinued. Higher outlays on persona emoluments
are projected based on the 10.0 per cent salary increase
to civil servants.
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In the external sector, the merchandise trade  residential construction. Travel receipts are projected
deficit is expected to widen based on a projected  to grow, consistent with theincreasein visitor arrivals.
increase in import payments in line with increased
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ST KITTSAND NEVIS

Overview

Available datafor thefirst quarter of 2005 suggest
that economic activity increased compared with the
performancein the corresponding period of 2004. The
expansion was supported in part by favourable
devel opmentsin the construction sector and the tourism
industry. Output in the agricultura and manufacturing
sectors decreased as a result of aweak performance
in the sugar industry. The consumer price index rose
by 2.0 per cent during the period under review. The
overal fiscal deficit of thefederal government declined,
largely influenced by growth in revenue. Monetary
liabilities increased and commercia bank liquidity
remained at a high leve.

The prospects for economic growth in the rest of
2005 are favourable, based on the projections for
congtruction and tourism activity. Rising international
oil pricesand geopoalitical tensons, however, could have
an adverse impact on the domestic economy.

Output and Prices

Growth in the construction sector in the quarter
under review was spurred by both public and private
sector investments. Activity included ongoing work on
the redevelopment of a sporting complex for cricket,
housing, villa and road development, construction of a
golf course, racecourse and a university of nursing.
During the quarter civil servants continued to access
loan funds under the civil service schemeintroducedin
2004 to assist with housing development, contributing
to an increase in residential construction.

Complete gatigtics on visitor arrivals to St Kitts
and Nevis are not available for the period January to

March 2005. Based on passenger movements at both
airports, stay-over arrivals are estimated to have
increased by 12.1 per cent compared with the total in
thefirst quarter of 2004. Cruise ship passenger arrivals
are estimated to have decreased by 0.2 per cent to
121,814 vigitors, in contrast to strong growth in thefirst
three months of 2004. The decline was attributed to a
fal inthe number of cruiseship calls. Thetota number
of vistors is estimated to have increased by 2.5 per
cent to 163,286 in the period under review.
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Agricultural output is estimated to have contracted
inthe quarter under review. Production of sugar cane,
amgor activity, fell by 55.3 per cent to 18,016 tons,
partly as a result of less acreage under cultivation.
Output of vegetables and root crops declined by 4.7
per cent, reflecting decreases in the production of
carrots, white potatoes and sweet peppers. Production
of beef, mutton and pork declined, while output of eggs
rose, influenced by an increase in domestic demand.

The weak performance of the sugar industry had
an adverse effect on the manufacturing sector. Output
in that sector is estimated to have declined, influenced
by a 57.1 per cent decrease to 1,484 tons in sugar
production, which more than offset increases in other
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manufactured goods. Output of el ectronic components
islikely to have increased in the period under review.
Statisticson USimports of electronic componentsfrom
St Kitts and Nevis show growth of 16.8 per cent
compared with the total imported in thefirst quarter of
2004. The production of blocks and pre-mixed concrete
is estimated to have increased based on the expansion
incongtruction. Thiswas supported by alarger volume
of cement imported during the quarter. Output of
beveragesrose, reflecting an increasein export demand
on account of marketing initiativesby amajor company.

The consumer price index rose by 2.0 per cent on
an end of period basis. This outturn was partly
influenced by an increase in the sub-index "fuel and
light" (1.4 per cent), associated with arise in the retail
fuel price from $6.60 to $8.30 per galon, effective
February 2005. The higher fuel prices led to an
increasein bus fares and consequently an 8.0 per cent
rise in the "trangport and communication” sub-index.
The sub-index "food", the highest weighted category,
rose by 0.2 per cent.

S Kitts& Nevis
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Trade and Payments

Complete trade statistics are not available for the
first quarter of 2005. Data on cargo throughput for

St Kitts show growth of 7.2 per cent in the volume of
imports, partly associated with increasesin the volume
of vehicles, genera cargo and cement. The volume of
exports rose substantially, attributed in part to an
increase in molasses, reflecting the timing of shipment.
The volume of acoholic beverages exported also rose,
as aresult of intense marketing.

Gross travel receipts are estimated at $97.0m, an
increase of 12.9 per cent onthetota for thefirst quarter
of 2004, reflecting the growth in stay-over arrivals.
Disbursements of external loans to the central
government amounted to $1.4m, while amortisation
totdled $20.4m. Commerciad bank transactionsresulted
in a net outflow of $33.9m in short-term capital,
compared with one of $55.5m in the first three months
of 2004.

Central Government Fiscal Operations

The fiscal position of the federal government
improved in the first quarter of 2005 compared with
thelevel inthe corresponding period of 2004. Anoveral
deficit of $6.9m wasrealised, well below the deficit of
$23.9m recorded in first quarter of 2004, mainly
attributable to an expansion in revenue. The shortfall
was financed from domestic sources, mainly from the
commercia banking sector. A primary surplus of
$10.8m wasrealised in contrast to adeficit of $1.5min
the first quarter of 2004. The federal government's
current operationsresulted in asurplus of $1.0m. Based
on first quarter comparisons, thisis the first surplusin
eight years, as current account deficits were recorded
inthefirs quarters of 1997 through 2004. The outcome
in 2005 resulted from growth of 29.3 per cent to $94.5m
in current revenue, reflecting increased tax revenue
(43.1 per cent).

Of tax revenue, proceeds from taxes on income
and profits more than doubled, attributableto increased

29

Eastern Caribbean Central Bank



ST KITTSAND NEVIS

March 2005 Economic and Financial Review

receipts from corporate income tax as establishments
responded favourably to quarterly invoices issued by
the Inland Revenue Department. Increaseswere aso
recorded in collectionsfrom taxes on internationd trade
and transactions (27.7 per cent) and from taxes on
domestic goodsand services (17.8 per cent), reflective
of the higher leved of activity during the period under
review. Non-tax revenue was 0.5 per cent above the
level in the first quarter of 2004.

StKitts& Nevis
Public Finance
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Current expenditure at $93.6m was 7.3 per cent
above the tota in the first quarter of 2004 due to
increased spending on goods and services and personal
emoluments. Outlays on goods and services grew by
47.9 per cent, reflecting increased operating and
maintenance cogts, partly as a result of higher fuel
prices. Expenditure on persona emoluments rose by
13.9 per cent, mainly reflecting the impact of saary
increasesto civil servantsin August 2004. By contrast,
interest payments decreased by 21.2 per cent ($4.7m),
as both domesgtic and externa payments fell, mainly
reflecting the timing of payments. Expenditure
associated with transfers and subsidiesfell by 17.9 per
cent ($2.2m).

Capital expenditure and net lending, which
amounted to $14.0m, was 18.2 per cent abovethelevel
in the first three months of 2004. The increase was

mainly associated with housing and road devel opment,
community centres and sporting complexes and
upgrading the electricity and water supply. Capital
grants amounted to $4.1m, associated with the
redevelopment of a sporting complex.

The disaggregated fiscal accounts show that the
operations of the central government resulted in an
overdl deficit of $10.7m compared with one of $24.3m
in the first three months of 2004. Strong growth in
current revenue (35.5 per cent) relativeto theincrease
in current expenditure (6.6 per cent) led to a current
account deficit of $3.8m, well below thetotd of $18.4m
realised in the period January to March 2004. Current
revenue benefited from improved tax administration.
The growth in current expenditure was attributed to
larger outlays on goods and services, reflecting therise
in oil prices and a higher level of expenditure on
persona emoluments, attributable to the 10.0 per cent
salary increase. Therewere decreasesin expenditure
on interest payments ($5.4m) and transfers and
subsidies ($1.9m). Capital expenditure and net lending
totalled $12.9m, while capital grantsamounted to $4.0m.

The fiscal accounts of the Nevis Island
Administration show an overdl surplus of $3.8minthe
first quarter of 2005, in contrast to a deficit of $0.3m
recorded in the corresponding period of 2004. This
outcomewaslargely theresult of alower level of capitd
spending. Capital expenditure amounted to $1.0m
compared with $4.0m in the first three months of 2004.
A current account surplus of $4.8m was realised
compared with one of $4.4min thefirst quarter of 2004.
Current revenue rose by 11.2 per cent to $20.6m,
reflecting increased collections from taxes on
international trade and transactions, and taxes on
income and profits. Current expenditure grew by 11.4
per cent, partly reflective of the salary increase in
August 2004.
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Money and Credit

Broad money (M2) grew by 11.6 per cent to
$1,226.7m during the first quarter of 2005, consistent
with the expansion in the economy. The growthin M2
was influenced by increases in both quas money and
narrow money (M1). Quas money rose by 10.8 per
cent, reflecting increasesin private sector savings, time
and foreign currency deposits. Growth of 23.9 per
cent in demand depositswasresponsiblefor a 16.3 per
cent increasein M1, as currency with the public fell by
4.5 per cent.

Domestic credit stood at $1,016.9m at the end of
March 2005, an increase of 2.6 per cent on thelevel at
the end of December 2004. The net indebtedness of
thefedera government to the banking system grew by
7.3 per cent, reflecting a10.6 per cent increasein credit
to the central government and a 12.4 per cent decrease
initsdeposits. In the rest of the public sector, the net
deposits of the non-financial public enterprises fell by
48.8 per cent, mirroring an expansion in credit.
Outstanding loansto the private sector rose by 1.1 per
cent, reflecting growth in lending to households (2.3
per cent) which was partly offset by a decrease in
credit to business enterprises (1.1 per cent).
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The distribution of credit by economic activity
indicates a higher level of outstanding loans for
construction (6.0 per cent) and tourism (1.4 per cent),
reflecting the expansionin activity. Credit for personal
use, including the acquisition of property, rose by 0.6
per cent.

The net foreign assets of the banking system
increased by 5.3 per cent to $298.6m during the period
under review compared with the total at the end of
2004. Growth of 47.0 per cent wasrecorded in the net
foreign assets of commercial banks, asbanksincreased
their net assets held at financial ingtitutions abroad. St
Kitts and Nevis imputed share of the reserves at the
Centra Bank fell by 8.9 per cent to $192.7m.

Liquidity in the commercial banking system
remained at ahigh level during the period under review.
The ratio of liquid assets to tota deposits plus liquid
ligbilities was 43.1 per cent, roughly 3.2 percentage
points below that at the end of 2004. The loans and
advancesto depositsratio fell by 3.4 percentage points
to 72.2 per cent.

Prospects

The outlook for real GDP growth in 2005 is
favourable. Increased marketing, including extensive
coverage in leading travel magazines, and additional
airlift from the USA are expected to lead to growth in
vigtor arrivas. However, high oil prices, fudled by
buoyant demand, supply bottlenecks and the disruptions
of oil suppliesin some areas, pose some downsiderisks
to the prospects for growth in the domestic economy.

Construction activity is expected to intensify,
influenced by ongoing and new projects in both the
public and private sectors. These projects include
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housing, villaand road development, sea defence work
at New Guineaand Old Road; a stadium for the World
Cup Cricket 2007; a golf course; a racecourse; a
fisheries complex; and four commercia buildings at
Port Zante. Agricultural output is projected to contract
based on a decline in acreage under cultivation, while
manufacturing output is likely to remain flat.

On thefiscal accounts of the federal government,
growth in current revenue is expected, in line with the

increase in economic activity and ongoing improvements
intax administration. Current expenditureis projected
to rise, mainly influenced by higher fud costs and
outlays on personal emoluments. Capita spending is
expected to be abovethelevel in 2004, based on ongoing
and new projects.

Eastern Caribbean Central Bank
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ST LUCIA

Overview

Economic activity is estimated to have increased
in thefirst quarter of 2005 relative to the performance
in the corresponding period of 2004. The expansion
was driven by increases in tourism and construction
activity. Output inthe agricultural sector fll, reflecting
a decline in banana production. The consumer price
index (CPI) increased by 0.6 per cent during the first
quarter of 2005. The merchandise trade deficit is
estimated to have widened dueto an increasein import
payments and adeclinein export receipts. The central
government's fiscal operations resulted in an increase
in the overdl| deficit, influenced by growth in capita
expenditure. Monetary liabilitiesand commercia bank
liquidity increased, whileinterest rates on time deposits
declined.

The economic expansion is projected to continue
in the remainder of 2005, contingent on developments
in the construction sector and the tourism industry, and
favourable conditions in the world economy.
Notwithstanding, high internationd oil pricescould pose
some downside risk to the projections.

Output and Prices

In the tourism industry the number of stay-over
visitorsrose by 15.6 per cent to 83,546, well above the
3.0 per cent rate of growth in thefirst quarter of 2004.
The growth in arrivals reflected in part increases in
marketing and promotions, as well as in airlift out of
the major markets, and a depreciation in the US dollar
relative to the pound sterling and the euro. The
classfication of stay-over visitors by market sources
shows that arrivals from the USA and the UK, the
main markets, increased by 8.3 per cent and 12.7 per
cent, respectively. Arrivas from the Caribbean, the

third largest source, were 31.1 per cent above the
tota in thefirst quarter of 2004, as St Luciawas host
to a number of meetings. The estimated average
occupancy for hotels was 77.0 per cent, roughly 9.8
percentage points above the rate in the first quarter
of 2004.
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The number of cruise ship passengers declined
by 6.8 per cent to 179,840 in contrast to growth of
25.0 per cent in the corresponding quarter of 2004.
The decrease was associated in part with a 16.5 per
cent fal inthe number of cruiseship cals. Excursionist
arrivals contracted by 68.8 per cent to 1,117. The
declines in the number of cruise ship passengers and
excursionists contributed to a 0.8 per cent decrease
to 273,332 in tota vigtors.

Construction activity is estimated to have
increased relative to the level in the first quarter of
2004, driven by public sector investment in
infrastructure development. Activity in the public
sector focussed on rehabilitation of the East Coast
Highway and a sea defence project at Dennery. In
the private sector it islikely that resdential congtruction
activity rose, based on commercia bank data which
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show a 1.4 per cent increase in lending for home
construction and renovation.

Activity in the agricultural sector is estimated to
have contracted during the period under review
compared with the level in the first quarter of 2004.
Production of bananas, the primary activity, fell by 40.2
per cent to 7,485 tonnes in contrast to an increase of
34.7 per cent in the first quarter of 2004. The decline
reflectstheincidence of leaf spot disease and thelagged
effect of damage to the crop by hurricane Ivan in
September 2004. Dataon other agricultural cropsshow
increasesin production of some crops, partly attributed
to ongoing efforts by the government to diversify the
agricultural sector.

Consumer prices rose on average by 0.6 per cent
during the period under review, influenced by a1.1 per
cent increase in the "food" sub-index. The increase
reflected higher prices for cornflakes, salted snout,
frozen beef, various chicken partsand tuna. The"fuel
and light" sub-index fell by 0.6 per cent as dectricity
rates decreased.
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Trade and Payments

A merchandise trade deficit of $277.6m was
recorded in the first quarter of 2005, roughly 20.8 per

cent abovetheleve inthe comparative period of 2004.
The outturn was due to the combined effect of a 10.9
per cent rise in import payments and a 36.6 per cent
fal in the vadue of exports.

The larger import payments were mainly
atributable to increases in imports of intermediate
goods, particularly oil related imports; capital goods,
largely machinery and transport equipment; and
consumer goods. The decline in the value of exports
was attributed to a39.2 per cent fall to $10.1min revenue
from banana exports, due to a decrease in the volume
exported.

Grossvigtor expenditurein thefirst quarter of 2005
is estimated at $272.1m, representing a 14.1 per cent
increase on the tota in the corresponding quarter of
2004. This increase was attributed to the growth in
stay-over arrivals. Commercia bank transactions
resulted in anet outflow of $34.3m during thefirst three
months of 2005. Disbursements of externd loans to
the central government amounted to $31.2m and
amortisation totaled $4.2m.

Central Government Fiscal Operations

The operations of the central government resulted
in a current account surplus of $19.4m in the quarter
under review in contrast to a deficit of $0.1m in the
first quarter of 2004. This outcome was the result of
anincreasein current revenue and adeclinein current
expenditure.

Current revenue amounted to $156.9m, anincrease
of 11.2 per cent on thetota in the corresponding period
of 2004, influenced by growth of 12.9 per cent in tax
revenue. Of tax revenue, increases were recorded in
receipts from taxes on income and profits and taxeson
international trade and transactions. Revenue from
taxes on income and profits rose by 54.6 per cent,

Eastern Caribbean Central Bank



March 2005 Economic and Financial Review

ST LUCIA

reflecting larger receipts from corporation taxes as a
result of increased compliance and a higher level of
corporate profits. Collections from taxes on
international trade and transactions rose by 12.8 per
cent ($8.8m), mirroring increasesin revenuefromimport
duties ($2.6m), service charge ($2.2m) and excisetaxes
($2.1m), consistent with the growth inimport payments.

The yield from taxes on domestic goods and
servicesdecreased by 25.0 per cent, reflecting adecline
in revenue from licences. In the corresponding period
of 2004 collections from licences rose sharply,
associated with the collection of arrears. Non-tax
revenuefell by 6.9 per cent ($0.8m), partly attributable
to adecline in embarkation fee collections from cruise
ship vigitors, in line with the decrease in arrivals.
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Current expenditure amounted to $137.5m, roughly
2.6 per cent less than the amount collected in the firgt
quarter of 2004. Expenditure on persona emoluments,
which accounted for 40.4 per cent of current
expenditure, fell by 10.1 per cent. This performance
contrasts with the outturn in the first quarter of 2004
when outlays rose by 15.7 per cent, associated with
retroactive payments. Expenditure on goods and
services fell by 0.7 per cent, while interest payments
grew by 14.6 per cent, influenced by larger domestic
interest payments. Externa interest paymentsdeclined

by 14.8 per cent ($1.6m), as government issued
Treasury bills to refinance some of its externa debt.
Outlayson transfers and subsidiesrose by 1.6 per cent,
associated in part with increased contributions to
overseas missions.

Capita expenditure more than doubled to $94.1m,
associated with continuing work on road rehabilitation
and disaster mitigation projects. An overall deficit of
$74.7m was recorded on central government's fiscal
operations compared with one of $37.0m in the first
quarter of 2004. Thedeficit wasfinanced by domestic
and external loans.

Money and Credit

Broad money (M2) grew by 7.3 per cent to
$1,619.9m during the first quarter of 2005, partly
influenced by the expansion in economic activity. Quad
money rose by 9.6 per cent, as private sector foreign
currency deposits more than doubled and savings
deposits increased by 6.3 per cent. However, time
deposits decreased by 6.7 per cent, reflecting afall in
interest rates. The narrow money supply (M1) grew
by 2.6 per cent, attributable to growth in private sector
demand deposits.

Domestic credit increased by 4.3 per cent to
$1,528.6m, mainly reflecting growth in private sector
credit. Outstanding credit to the private sector grew
by 3.6 per cent, mirroring increases in credit to
households (4.4 per cent) and businesses (2.8 per cent).
Those developments are indicative of an increase in
consumer and business confidence. The net deposits
of the non-financia public enterprises fell by 9.4 per
cent as the growth in credit outpaced that of deposits.
The central government's indebtedness to the banking
system rose by 18.4 per cent, largely reflecting
increased holdings of Treasury bills by the commercial
banks. However, the central government's deposits
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increased by 12.8 per cent, resulting in a4.7 per cent
increase in its net deposits.

The breakdown of credit by economic activity
indicates an increase of 4.9 per cent in outstanding
loans for persond use, primarily reflecting growth in
credit for house and land purchase. Outstanding credit
for tourism and digtributive trades was up by 9.8 per
cent and 6.4 per cent respectively.

St Lucia
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The net foreign assets of the banking system
increased by 3.4 per cent to $329.4m during the first
quarter of 2005, reflecting developments in the
commercia banking sector. The commercia banks
shifted to a net assets position of $1.5m from a net
ligbilities pogtion of $32.9m at the end of December
2004, as assets increased at a higher rate relative to
the growth in liabilities. St Lucias imputed share of
the reserves held with the Central Bank fell by 6.7 per
cent to $327.9m.

Liquidity in the banking system improved during
the quarter under review. Thiswasindicated by a1.0
percentage point decrease to 26.0 per cent in theratio
of net liquid assetsto total depodtsplusliquid liabilities.
The loans and advances to deposits ratio fell to 80.6
per cent from 80.7 per cent at the end of 2004.

Interest rates remained stable during the first
quarter of 2005, except for the maximum rates on
some time deposits. The maximum rate on three-
month time depodts fell to 3.0 per cent, from 5.25
per cent at the end of December 2004. Therate on
deposits over three months to six months decreased
by 2.5 percentage points to 3.0 per cent and that on
depositsover six monthsto twelve monthsfell by 1.75
percentage points to 4.0 per cent. The rates offered
on savings deposits remained in the range of 3.0 per
cent to 4.75 per cent. Prime lending rates ranged
from 9.5 per cent to 10.0 per cent.

Prospects

Growth in real GDP in & Luciais projected in 2005
athough at arate below that recorded in 2004. The
expansion is expected to be supported by
developments in the tourism industry and the
congtruction sector. In the tourism industry, growth
in arrivals will be spurred by intense marketing and
an increase in airlift out of the major markets.
Congtruction activity in the public and private sectors
is expected to intensify in the latter part of 2005.
Public sector construction will include new schools
and hospitals, road development, expansion of the
Beausgjour cricket ground and facilities, and other
infrastructure development in preparation for the
Cricket World Cup 2007. Inthe private sector, activity
is expected to be led by two new resorts and
refurbishing and expansion of the hotel plant. In the
agricultura sector, banana production is expected to
decline on account of leaf spot disease.

Inthefiscal accounts, current revenueis projected to
increase based on the expansion in economic activity
and an improvement in tax compliance. Expenditure
on persona emolumentsislikely to be below thelevel
in 2004, when retroactive payments were made.
Capital expenditure will grow as spending increases
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on infragtructural development projects. The overall
deficit is expected to widen and islikely to be financed
largely by the issue of bonds and Treasury bills on the
RGSM.

In the external sector, the merchandise trade deficit
will widen, largely influenced by an increase in import
payments, associated with higher internationa oil prices

and the expansion in construction and tourism activity.
Lower earnings from banana exports are projected.
There are some downside risksto the outlook for 2005.
Theseincluderising internationa oil prices, which can
adversely affect the trade balance, consumer prices
and tourist traffic. Unfavourable weather could aso
dow economic activity.
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ST VINCENT AND THE GRENADINES

Overview

Developments in congtruction and tourism in the
first quarter of 2005 indicate an increase in economic
activity relativeto the level in the corresponding period
of 2004. Output in the agricultural and manufacturing
sectors is estimated to have declined. The consumer
price index increased by 1.9 per cent. The centra
government's fiscal position weakened, as an overal
deficit was recorded in contrast to asurplusin thefirst
quarter of 2004. Intheexterna sector, themerchandise
trade deficit widened due to an increase in import
payments. Liquidity inthecommercia banking system
remained at ahigh level. Therewere some movements
in interest rates on time deposits during the quarter
under review.

The economic outlook for the remainder of 2005is
positive, based on likely developments in tourism and
construction. However these prospects are predicated
on favourable conditions in the external environment
and good weather.

Output and Prices

In the construction sector activity expanded, driven
by public sector investment in housing and
infrastructure development. Activity included the start
of congtruction of a power plant and ongoing work on
the new headquarters for the St Vincent and the
Grenadines' National Insurance Services (NIS),
renovations to the Victoria Park, low-income housing
development and rehabilitation of the Windward
Highway. Work was completed on the new corporate
headquarters for the National Lotteries Authority
(NLA), the George Mclntosh Community Market
funded by NLA and two day centres for the elderly
funded by NIS.

The performance of the tourism industry improved
compared with the outturn in the first quarter of 2004,
influenced by growth inthe numbersof stay-over visitors
and yacht passengers. Stay-over arrivals are estimated
to have increased by 31.0 per cent to 23,044, mainly
attributable to additional hotel accommodation with the
reopening of aresort on Canouan in mid-2004. A 300-
member film production crew from the USA also
contributed to the increase in the number of stay-over
visitors. Of the major markets, increases were
recorded in stay-over arrivals from the USA (40.7 per
cent), UK (35.0 per cent) and Canada (29.9 per cent).
Intensified regional marketing efforts, including
promotion of a Blues Fegtival in January and Union
Isdand's Easterval in March, contributed to a 20.7 per
cent increasein stay-over arrivasfrom the Caribbean.
Yacht activity showed signs of recovery in the first
guarter of 2005. The number of yacht passengers
increased by 10.0 per cent to 33,190, in contrast to
declinesrecorded in the corresponding quarters of 2001
to 2004. Therecovery reflected the success of various
promotional activities and heightened security
measures.
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The increases in stay-over and yacht passenger
arrivals were more than offset by reductionsin cruise
ship passenger arrivalsand excursionists. The number
of cruise ship passengersfel by 30.9 per cent, consstent
with a reduction in cruise ship calls. There were 42
fewer calls during January to March 2005 compared
with the number in the corresponding period of 2004.
Excursionists decreased by 29.6 per cent to 3,092.
Those developments resulted in a 6.6 per cent fal to
89,471 in the total number of visitorsto St Vincent and
the Grenadines.

Output inthe agricultura sector isestimated to have
been below theleve inthefirst quarter of 2004. Banana
production decreased by 41.4 per cent to 4,469 tonnes,
in contrast to the 41.2 per cent increase reported inthe
first quarter of 2004. The decline in output was the
combined result of hurricane damagein September 2004,
extensverain and land-dippagein November 2004 and
drought in the first quarter of 2005. In the case of
other crops, output of dasheen, eddoes and plantain
increased at rates in excess of 10.0 per cent.

Manufacturing activity isestimated to have declined
in the quarter under review compared with thelevel in
the corresponding quarter of 2004. Flour production, a
major activity, fell by 2.4 per cent and output of rice
decreased by 2.9 per cent. By contrast, beer production
rose by 27.3 per cent, reflecting anincreasein demand.
Output of feedswas 0.3 per cent above thetotd inthe
first quarter of 2004.

Consumer prices rose on average by 1.9 per cent
during the first quarter of 2005, partly reflecting
increases in the prices of food, fuel and light. The
"food" sub-index rose by 2.7 per cent, attributable to
increases in the prices of fish and breadfruit. A 13.7
per cent rise in the "fuel and light" sub-index was
reflective of price increases for petroleum products
and electricity services in response to higher

international oil prices. There were decreases in the
sub-indices "household furnishings and supplies’ (2.7
per cent) and "transport and communications’ (2.2 per
cent).

S.Vincent & the Grenadines
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Trade and Payments

Preliminary data show amerchandise trade deficit
of $109.9m in the period January to March 2005,
roughly 2.5 per cent above the deficit in the
corresponding quarter of 2004. Thelarger deficit was
primarily the result of growth of 3.6 per cent in import
payments, associated with increased payments for
minera fuels, lubricantsand related materids, reflecting
theriseinail prices. Importsof machinery and trangport
equipment also increased, partly associated with the
Disney film production and the expansion in
construction.

The value of exports increased by 8.0 per cent,
driven largely by the re-export of machinery and
construction equipment following the completion of
some projects. Receipts from domestic exportsfell by
2.4 per cent, primarily attributable to developmentsin
the banana industry. Banana export earnings totalled
$6.1m, representing a decline of 37.2 per cent on
receipts in the first quarter of 2004. The lower value
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was reflective of a reduction in export volume
consequent upon the fal in banana output.

Gross visitor expenditure is estimated to have
increased by 17.0 per cent to $84.3m, supported by the
higher numbers of stay-over visitors and yacht
passengers.  There were net inflows of $22.7m in
commercia bank short-term capital in thefirst quarter
of 2005, dightly above those of $21.5m recorded inthe
corresponding period of 2004.

Central Government Fiscal Operations

The central government'sfiscal operationsresulted
inacurrent account deficit of $12.3minthefirst quarter
of 2005 in contrast to a surplus of $1.0m in the
corresponding period of 2004. The deterioration was
the combined result of afall in current revenue and an
increase in current expenditure.

Current revenue decreased by 10.3 per cent to
$62.8m, mainly reflecting declines in non-tax revenue
and tax receipts. Reduced receiptsfrom interest, rents
and dividends contributed to a 30.5 per cent ($4.4m)
decreasein non-tax revenue; inthefirst quarter of 2004
non-tax receipts rose substantially as arrears were
collected. Tax revenue fell by 4.8 per cent during the
quarter under review, mirroring declinesin al the mgor
categories except taxes on income and profits, which
rose by 0.3 per cent. Receiptsfrom taxes on domestic
goods and servicesfell by 11.7 per cent ($1.5m). This
outturn reflected a 31.2 per cent ($2.0m) reduction in
revenue from stamp duties, which was unusually large
in the first quarter of 2004 because of property
transfers. Collectionsfrom taxeson international trade
and transactions declined by 4.1 per cent ($1.2m),
attributed in part toa9.1 per cent ($1.6m) fal in receipts
from consumption tax; in the first quarter of 2004
revenue from the consumption tax rose sharply,
influenced by increased importation of

telecommunications equipment. Increases were
recorded in collections from the import duty (4.0 per
cent) and the customs service charge (2.8 per cent).
Current expenditure amounted to $75.1m,
representing an 8.9 per cent increase relative to the
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total in the first quarter of 2004. This performance
was partly the result of a higher level of spending on
personal emoluments (9.0 per cent), associated with a
3.0 per cent salary increase paid to civil servants,
effective January 2005. Outlays on transfers and
subsidiesincreased by 12.7 per cent. Interest payments
rose by 18.4 per cent ($1.2m), reflecting increases in
both domestic and external obligations.

Capita expenditure doubled to $12.8m, associated
with increased spending on infrastructure projects.
Capitd grants amounted to $0.8m, roughly 66.2 per
cent below the leve in the first quarter of 2004. The
fal in capital grants was in part attributed to reduced
spending on the fisheries complex as it neared
completion. Thetransactionsin the current and capital
accounts resulted in an overal deficit of $22.5m in
contrast to a surplus of $0.2m in the first quarter of
2004. Thedeficit wasfinanced from domestic sources.
Money and Credit
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Broad money (M2) increased by 3.4 per cent to
$840.1m during the quarter under review, supported in
part by the expansionin economic activity. Thegrowth
in M2 reflected increases of 6.5 per cent and 1.8 per
cent in narrow money (M1) and quasi-money
respectively. Of M1, private sector demand deposits
rose by 8.8 per cent, while currency with the public
decreased by 1.4 per cent. Of the componentsof quasi-
money, increases were recorded in private sector
savings (3.8 per cent) and time deposits (0.9 per cent)
but these were partly offset by a 22.5 per cent fdl in
private sector foreign currency deposits.

Domestic credit grew by 4.3 per cent to $578.2m,
partly influenced by increased borrowing by the private
sector and a drawdown of deposits by the central
government. Credit to the private sector rose by 1.2
per cent, mirroring increases of 2.1 per cent and 0.9
per cent in outstanding loans to businesses and
households respectively. The central government's
accounts moved from a net deposits position of $4.7m
a the end of December 2004 to anet credit position of
$0.4m at the end of March 2005. The shift was the
result of a 16.3 per cent reduction in its deposits at
commercia banks, in part to finance its overal deficit.
Central government's borrowings from the banking
system decreased by 8.4 per cent, as it continued to
use the Regional Government Securities Market
(RGSM) as a source of funding. The net deposits of
the non-financial public enterprises declined by 16.6
per cent, mainly reflecting afal in deposits, whilethose
of the non-bank financia ingtitutions increased by 5.9
per cent.

The classfication of credit by economic activity
indicates decreases in outstanding loans for most of
the categories. Credit for construction decreased by
12.0 per cent, reflecting a decline in borrowing by the
private sector. Outstanding loansfor distributive trades
and tourism fell by 3.7 per cent and 2.9 per cent

respectively. Personal loans decreased by 1.3 per cent
during the quarter under review. Of personal loans,
credit for home construction and renovations fell by
4.7 per cent, whilethat for property purchaseincreased
by 3.7 per cent. The growth in credit for property
purchase could be linked to the government's low-
income housing programme. Outstanding loans for
agriculture and fisheries quadrupled as farmers were
advanced credit to facilitate the replanting of crops
damaged by severe weather in the latter part of 2004.
Credit for manufacturing (including mining and
quarrying) rose by 7.7 per cent.

The net foreign assets of the banking system rose
by 0.3 per cent to $430.5m compared with the total at
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the end of 2004. An expansion of 12.0 per cent was
recorded in St Vincent and the Grenadines imputed
share of ECCB's reserves. This increase was partly
offset by a decline of 9.9 per cent in the net foreign
assets of the commercia banks.

The commercia banking system continued to
exhibit ahigh leve of liquidity. Theratio of liquid assets
to total depodts plus liquid liabilities rose to 43.5 per
cent at the end of March 2005 from 41.4 per cent at
the beginning of the year. The loans and advances to
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depositsratio was 70.7 per cent, roughly 0.5 percentage
point below that at the end of 2004.

There were some movementsin commercia bank
interest rates on time deposits during the quarter under
review. The maximum rates on time deposits of less
than one year fell by 0.25 percentage point. Interest
rates on savings deposits remained stable in the range
of 3.0 per cent to 4.5 per cent. Prime lending rates
ranged from 9.0 per cent to 11.0 per cent.

Prospects

The economy is projected to expand in 2005 on
the basis of growth in tourism and construction activity.
Anincrease in stay-over arrivalsis projected in 2005,
with additiond airlift from Puerto Rico, the opening of
theresort in Canouanin August 2004 and the production
of aDisney film by a300 strong crew. The number of
yacht visitors is expected to increase for the first time
infour yearsbased on intense marketing and heightened
security measures. Ongoing and new projects, including
rehabilitation of the Windward Highway, low income
housing, a power plant, a public library complex and a
cross-country road, are expected to contribute to an
increase in construction activity. In the case of
agriculture, banana production is projected to contract
due to adverse wesather.

Fiscal projections for 2005 show a weakening in
the overall balance, as the rate of increase in
expenditureislikely to exceed that in revenue. Growth
in current expenditure is projected, based in part on
larger outlays on persona emoluments as a result of
salary increases to civil servants. Interest payments
are expected to increase, on account of the larger stock
of the centra government's debt. Growth in capital
expenditure is projected, associated with the
implementation of infrastructure development projects.
New tax measures and a strengthening of tax
administration are expected to contribute to an increase
in current revenue. These measuresinclude a 5.0 per
cent tax on mobile calls and a 10.0 per cent tax on
winnings in excess of $500 from games of chance.
Increases in the retail price of petroleum products
effective 01 January are expected to result in alarger
intake from taxes on these products.

The merchandisetrade deficit isexpected to widen,
based on the expansion in construction and high
international oil prices. Gross travel receipts are
expected to be above the level in 2004 as a result of
growthinvistor arrivas. M2islikely to increase based
on the prospects for economic expansion. Liquidity in
the commercia banking system is expected to remain
high.
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