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IMF Executive Board Concludes 2018 Article 1V Consultation with
St. Vincent and the Grenadines

On February 15, 2019, the Executive Board of the International Monetary Fund (IMF)
concluded the Article 1V consultation® with St. Vincent and the Grenadines. The 2018 Article
IV consultation focused on policies to achieve stronger and sustainable growth, build fiscal
buffers, bolster resilience to natural disasters, and ensure financial stability

The economy of St. Vincent and the Grenadines has been recovering. The closure of
Buccament Bay Resort (the largest hotel on the main island) and heavy rains with flooding
and landslides slowed down growth in the second half of 2016 and early 2017. Following the
opening of the new airport, however, tourist arrivals have recovered, boosting tourism-related
services (such as hotels, restaurants, and retail). Increased demand for reconstruction
materials from Dominica (struck by Hurricane Maria in September 2017) also helped the
recovery. As a result, quarterly data show that output growth (year-on-year) has turned
positive since the third quarter of 2017. Over the past year, inflation has remained around 2-3
percent.

The growth outlook is positive. Staff expects real GDP growth to rebound from 0.7 percent
in 2017 to 2 percent in 2018, and further to 2.3 percent in 2019, driven by increases in tourist
arrivals, tourism-related activities (including investment in hotels and resorts), and related
local production. Beyond 2020, growth would be sustained at around 2.3 percent, assuming
steady tourism and investment growth.

This outlook is subject to both external and domestic risks. External risks include weaker-
than-expected global growth, tighter global financial conditions, and higher oil prices.

T Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members,
usually every year. A staff team visits the country, collects economic and financial information, and discusses
with officials the country's economic developments and policies. On return to headquarters, the staff prepares a
report, which forms the basis for discussion by the Executive Board.



Domestic risks include more severe and frequent natural disasters, the loss of correspondent
banking relationships, and materialization of financial sector risks. There is also upside
potential stemming from stronger-than-expected tourist arrivals, investor interest,
concessional financing for capital projects, and the successful completion of the geothermal
power plant.

Executive Board Assessment?

Executive Directors commended the authorities for successfully reinvigorating the St.
Vincent and the Grenadines’ economy. Nonetheless, they noted the continuing challenges in
terms of making economic growth more sustainable, reducing public debt, and increasing
resilience to natural disasters.

Directors stressed the importance of advancing structural reforms to raise longer-term
growth. They urged the authorities to capitalize on the growth opportunities created by the
new airport. They recommended vigorously implementing policies to foster private sector
activity, by improving the investment climate and strengthening human and physical capital,
including investing in climate-resilient infrastructure.

Directors emphasized the importance of bolstering fiscal buffers. They welcomed the
authorities’ commitment to meeting the 60 percent of GDP debt target by 2030 and
underscored the need for fiscal consolidation that does not jeopardize economic growth.
They recommended prioritizing capital projects taking into account capacity and budget
constraints and seeking concessional financing. Directors also encouraged taking additional
fiscal measures, including broadening the tax base and reforming the pension system.

Directors welcomed the establishment of the Contingency Fund as an important instrument to
protect public finances from the impact of natural disasters and climate change. They
underscored the need to legislate the Contingency Fund’s governance and operational
framework to ensure its effectiveness and transparency. Directors also suggested expanding
the coverage of disaster insurance, especially against floods. More generally, they
recommended continuing to strengthen disaster preparedness, including reviewing the
National Emergency and Disaster Act, updating river basin flood risk maps, and enhancing
public education and awareness.

Directors encouraged the authorities to strengthen the institutional fiscal framework.
Priorities include adopting a medium-term fiscal framework, strengthening revenue
administration by moving toward a risk-based approach and completing the various reform

2 At the conclusion of the discussion, the Managing Director, as Chairman of the Board, summarizes the views
of Executive Directors, and this summary is transmitted to the country's authorities. An explanation of any
qualifiers used in summings up can be found here: http://www.imf.org/external/np/sec/misc/qualifiers.htm.
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initiatives, issuing regulations to strengthen the oversight of state-owned enterprises, and
establishing a legal and institutional framework to assess potential risks from public-private
partnerships.

Directors highlighted the need to further strengthen financial sector oversight. They urged the
authorities to enact pending legislation to strengthen the Financial Services Authority’s
enforcement power. Directors urged the authorities to move ahead with preparing a crisis
management plan for the non-bank financial sector and setting up a Financial Crisis
Management Committee, building on earlier technical assistance provided by CARTAC.

Directors commended progress in addressing remaining legal deficiencies in the AML/CFT
framework. Going forward, they recommended focusing on ensuring the effectiveness of
AML/CFT preventative measures and completing the National Risk Assessment.



St. Vincent and the Grenadines: Social and Demographic Indicators 2014-2019

Area (sq. km) Adult literacy rate (percent, 2001) 89.0
Population (2016) Health and nutrition
Total (thousands) Calorie intake (per capita a day, 2007) 2,810
Rate of growth (percent per year) Population per physician (per thousand, 2004) 1.2
Density (per sq. km.) Health expenditure per capita (PPP-2011, 2004) 917
Population characteristics Gross domestic product (2016)
Life expectancy at birth (years, 2016) (millions of US dollars) 771
Infant mortality (per thousand live births, 2016) (millions of EC dollars) 2,081
Under 5 mortality rate (per thousand, 2016) (USS per capita) 7,000
2014 2015 2016 2017 2018 2019
Proj.

Output and prices

Real GDP (factor cost)

Real GDP (market prices)
Nominal GDP (market prices)
Consumer prices, end of period
Consumer prices, period average

Banking system 1/

Net foreign assets

Net domestic assets
Credit to private sector

Central government finances (in percent of GDP)
Total revenue
Tax revenue
Grants
Total expenditure and net lending
Current expenditure
Wages and salaries
Interest
Capital expenditure
Overall balance
Overall balance (excl. grants)
Primary balance
Primary balance (excl. grants)

External sector (in percent of GDP)
External current account
Exports of goods and services
Imports of goods and services
Public sector external debt (end of period)
External public debt service
(In percent of exports of goods and services)

Memorandum items
Gross public sector debt (in percent of GDP) 2/
Nominal GDP (market prices; in millions of ECS)

(Annual percentage change, unless otherwise specified)

0.2 0.8 0.8 0.7 2.0
1.2 13 2.0 0.9 2.0
0.9 3.8 2.0 19 5.2
0.1 -2.1 1.0 3.0 2.0
0.2 -1.7 -0.2 2.2 24
11 1.7 8.8 -2.6 -0.9
8.4 12.0 -14.3 3.8 19
-0.2 1.7 1.0 11 -0.1
293 27.9 29.8 30.3 27.8
24.0 23.6 25.5 25.7 24.1
2.0 1.2 1.2 2.1 14
323 30.0 28.7 30.8 29.8
25.9 25.1 24.9 26.7 26.2
12.6 12.6 13.2 133 12.8
2.3 2.2 2.1 2.3 2.6
6.4 4.9 3.8 4.1 3.6
-3.0 -2.1 11 -0.5 -2.0
-5.0 -3.3 -0.1 -2.6 -3.4
-0.7 0.1 3.2 19 0.6
-2.7 -1.1 19 -0.2 -0.8
-25.8 -14.5 -15.2 -17.2 -15.9
35.2 37.4 37.9 36.0 37.2
61.1 54.5 55.7 54.3 55.0
45.5 46.4 56.7 47.4 44.8
12.6 10.3 27.7 51.0 28.4
79.4 79.4 82.8 74.2 73.1

1,965 2,040 2,081 2,120 2,231

2.3
2.3
4.6
2.0
2.0

34
1.8
13

28.2
24.4
14
29.9
26.0
12.7
2.4
3.9
-1.7
-3.1
0.8
-0.6

-15.0
37.9
54.0
45.0

15.2

71.4
2,334

Sources: ECCB; Ministry of Finance and Planning; and IMF staff estimates and projections.
1/ Annual changes relative to the stock of broad money at the beginning of the period.

2/From 2016, reflects additional debt contracted with PetroCaribe but not previously recorded (ECS 112 million or 5.4 percent of
GDP in 2016). It includes debt of central government and state-owned enterprises.
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STAFF REPORT FOR THE 2018 ARTICLE IV CONSULTATION
KEY ISSUES

Context. Following the opening of a modern international airport, signs of an economic
recovery have emerged, with increased direct flights from major cities in the U.S. and
Canada and renewed interests from foreign investors in tourism projects. The overall fiscal
balance has improved over the past few years, and the debt to GDP ratio fell in 2017 for
the first time since 2007. Despite these positive developments, St. Vincent and the
Grenadines faces challenges in sustaining the growth momentum over the longer-term.
Like other Caribbean economies, its high exposure to natural disasters, limited land, narrow
production and exports base, weak business competitiveness, and limited physical and
human capital constrain potential growth. The financial system remains broadly stable but
has vulnerable spots in the non-bank financial sector.

Focus of the consultation. The 2018 Article IV consultation focused on policies to achieve
stronger and sustainable growth, build fiscal buffers, bolster resilience to natural disasters,
and ensure financial stability.

Main Policy Recommendations:

o Implement structural reforms to foster private sector activity, by improving the
investment environment and strengthening physical and human capital.

o Consider taking additional fiscal adjustment measures to increase buffers, by
broadening the tax base and advancing pension reform. Adopt a medium-term fiscal
framework, strengthen revenue administration, and improve the planning and execution of
public infrastructure projects.

o Set up a governance and operational framework for the Contingency Fund for
natural disasters and continue to work on strengthening disaster preparedness, including
the development of a long-term plan for resilient infrastructure.

. Strengthen financial sector oversight, develop a crisis management framework, and
complete the National Risk Assessment.
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Approved By Discussions took place in Kingstown during November 5-15, 2018. The

Patricia Alonso-Gamo €am comprised K. Ishi (head), M. Rosales Torres, C. Castellanos Garcia,

(WHD) and Johannes and J. Moeller (all WHD). Y. Li and M. El Kawkabi provided valuable

Wiegand (SPR) assistance. C. Williams (OED) participated in the discussions. The
mission met with Prime Minister Honorable R. Gonsalves; Finance
Minister Honorable C. Gonsalves; regulators; senior government
officials; labor unions representatives; opposition parties leaders; and
representatives from the financial and business sector.
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ST. VINCENT AND THE GRENADINES

B CONTEXT

1. More favorable outlook. The economy of St. Vincent and the Grenadines underperformed
after the global financial crisis, with real GDP growth averaging only 0.6 percent in 2010-2017
(Figure 1). Public debt rose fast, due to the construction of the Argyle International Airport (more
modern and resilient to natural disasters

than the old one, see Appendix I), which 20 o
started in 2008. Following the long-awaited P growth 100 | LublicDebt

25 |(Percent; annual (Percent of GDP)
average) &3 Other debt

Growth Outlookand Public Debt

opening of the airport in February 2017, . o Airport related debt

however, signs have emerged that the . ? jz ot puble datg

economy has turned the corner, with y ﬁ o

increased direct flights from major cities in N ﬁ -

the U.S. and Canada and renewed interests ' . p’ 40

in tourism projects by foreign investors. The QT — P 20w 2om a01 205 2017

(Staff proj.)

economy has rebounded since mid-2017,
while the debt to GDP ratio fell in 2017 for
the first time since 2007.

2. St. Vincent and the Grenadines, however, continues to face challenges to sustain the
growth momentum. It is a small island
economy, with a population of about

Eastern Caribbean Currency Union: Size of the Economies, 2017

. GDP per Stay-over

110,000 and a GDP per capita of about Population GDP  capita visitors

US$7,100. The economy is highly dependent (000) (uss mil) (ssr (000

on tourism-related activities, but the number
. . . Antigua and

of tourists is relatively modest compared to  |sarbuda 91.2 1524 16,702 247.3

. . . Dominica 70.7 560 7,921 60.9

other economies in the Eastern Caribbean Grenada 107.6 1,115 10,360 146.4

. . . . Ki d i 3 , .

Currency Union (ECCU). Like other countries | o 2nd Nevis B o o .
in the Caribbean, its high exposure to St. Vincent and the

Grenadines 110.2 801 7,271 76.0

natural disasters, limited land, narrow
production and exports base, shallow
financial system, and limited physical and human capital constrain potential growth.

Sources : IMF WEO database; and Caribbean Tourism Organization.

3. The authorities have made progress in addressing these challenges. Fiscal consolidation
has advanced, a Contingencies Fund for natural disaster hazards was established in 2017, and
legislative efforts are underway to strengthen the fiscal institutional framework and the financial
system, broadly in line with staff recommendations from the last Article IV Consultation in December
2017 (Annex ). These reform efforts, however, have sometimes lagged, in part due to capacity
constraints. Against this backdrop, the 2018 Article IV Consultation focused on policies to achieve
stronger and sustainable growth, build fiscal buffers, bolster resilience to natural disasters, and
ensure financial stability.

4 INTERNATIONAL MONETARY FUND
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N RECENT DEVELOPMENTS: RETURN TO GROWTH

4. Output growth rebounded in mid- Contributions to Real GDP (Factor Prices) Growth
2017." The closure of the Buccament Bay (PTCM_P,Mindusmes ———

Resort (the largest hotel in the main island) Pt

and heavy rains which resulted in flooding and z .

landslides slowed down growth in the second 1

half of 2016 and early 2017. However, stay- 0

over visitors have since recovered, boosting ;

tourism related private sector services. 3

Increased demand for recONStrUCtON MAterials | souer et e tonome rarans sosse beviopment s crsin.

Technology, Statistical Office

from Dominica (struck by Hurricane Maria in
September 2017) also helped the economic recovery (Figure 2 and Table 1). Output growth (year on
year) has turned positive since the second half of 2017.

. . Inflation
5. Inflation has remained around 2-3 o (percent
percent over the past year. The inflation rate 3
. . 2
through mid-2018 was driven mostly by |
higher global commodity and fuel prices. The 0
exchange rate peg as a member of the ECCU :; e Housing tiltes, gas & fuls
. . . mmHousehold supplies

has provided an anchor for inflation.2 -3 mwTrensport

4 Others

—All
-5
2015 2016 2017 2018

Source: Ministry of Finance, Economic Planning, i Development, and Information
Technology, Statistical Unit.

6. The external position weakened
. . o . Real Effective Exchange Rates
slightly in 2017. Preliminary estimates by the g ndex 2010100
Eastern Caribbean Central Bank (ECCB) suggest | ..
that the current account deficit widened from o
15. 2 percent of GDP in 2016 to 17.2 percent of | 0
GDP in 2017, largely reflecting lower travel 100
receipts and net private transfer inflows and 95 RteR et IME mermbers)
higher net income payments (Figure 3 and % —REER (incl. only US, Canada, and UK)
Table 2). FDI inflows were the primary source % oo S0t Sors ot sors
of financing. The real effective exchange rate Sources: INS and Fund staff calculations.

has appreciated about 52 percent since the beginning of 2018, due to the U.S. dollar strengthening.
All three EBA-lite models suggest that the external position is weaker than the level consistent with
fundamentals and desirable policies (Annex II).

T Unless otherwise indicated, GDP at factor prices (the authorities’ preferred GDP measure for economic policy
planning purposes) is used to discuss output growth.

2 St. Vincent and the Grenadines is a member of the ECCU, with a common central bank (the Eastern Caribbean
Central Bank) and a currency (the Eastern Caribbean dollar). Since July 1976, the Eastern Caribbean dollar has been
pegged to the U.S. dollar at EC$2.70 per U.S. dollar.
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7. The fiscal position improved in recent years. The overall balance averaged a surplus of
Va percent of GDP in 2016-201 7’ Compared to General Government Overall Balance and Public Debt
a deficit of 3.4 percent of GDP in 2009-2015 Foreent of GbP) o

(Figure 4 and Tables 3 and 4). The improved GEIOveral balance (left scale)
fiscal balance reflects, in part, efforts to

mobilize revenue and contain current expense

©

80
—Period average

—Gross debt (right scale) 7

70

(2016-17ave) - 65

(mostly, wages and transfers), but also reduced Bt

. : ‘Y

interest expense (due to lower interest rates) 4 Hp 55
009-15 ave.) 50

and capital expense (in part due to the
completion of the airport construction).
Including two rounds of debt forgiveness with | = e e om oo we e
Venezuela last year (7% percent of GDP), the

debt to GDP ratio fell to below 75 percent of GDP at end-2017.

45

© & A NV o N s oo

40

8. Lending by credit unions is growing fast. Their lending to the private sector has increased
by over 60 percent since 2010, albeit from a low level (total loans of credit unions were below 15
percent of GDP in 2017). In contrast, banks’ credit activity has remained weak, partly because some
foreign banks have downsized their operations in recent years (Figure 5 and Table 5).

Commercial Banks Credit to the Non-financial Private St. Vincent and the Grenadines: Private Credit Growth
Sector (Percentage points; 3 month moving average) (Percent, year-on-year)
7 14 —
BForeing banks in St. Vincent and the Grenadines —Banks —Credit Unions —Total
6 [JLocal banks 12
5 —Total
§ 10
4 \
3 ’ "““ 8
2 N i ] Ire
| ! el
1 \ J 4
| N i) |
o WNA |} L | Hiilh ,
U 111 11
-1 0
-2
2012 2013 2014 2015 2016 2017 2018 -2
) ) 2010 2011 2012 2013 2014 2015 2016 2017
Sources: Eastern Caribbean Central Bank; and IMF sfaff calculations.

I OUTLOOK AND RISKS: CAUTIOUS OPTIMISM

9. Growth momentum is positive. Real GDP growth is expected to rebound from 0.7 percent
in 2017 to 2 percent in 2018, and further to 2.3 percent in 2019 (Table 6). Over the medium-term,
growth would be sustained at 2.3 percent.? Inflation is projected to stay stable at around 2 percent
(broadly in line with inflation in the United States). Staff's growth projections assume the following:

3 The medium-term growth projections have been revised down from the 2.8-3 percent growth assumed in the 2017
Article IV Staff Report. This reflects downward revisions to the annual average growth rate of real public capital
spending (from 3 percent to 2.4 percent) and net FDI inflows (from 4.2 percent to 3.6 percent), as ongoing
negotiations on large infrastructure, hotel, and resort projects would likely take more time than previously expected.

6 INTERNATIONAL MONETARY FUND
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e The new airport will boost stay-over tourist arrivals and tourism-related activities (including
hotel and resort developments). Production of local products would also be boosted, with the
increased capacity of air cargo.

e Non-traditional crops (e.g., cocoa, and dasheen) and fisheries (e.g., lobsters and tuna) are
expected to pick up gradually, reflecting the authorities’ efforts to promote agribusiness by
attracting foreign investors and supporting local entrepreneurs.

e Construction activity would be boosted by new hotel and resort developments. In addition,
public capital investments are expected to gradually rise, including projects to mitigate natural
disaster hazards.

e The current account deficit is projected to narrow gradually, as tourism receipts increase, and
agriculture and fishery exports take off.

10. Risks to the medium term are tilted to the downside (Table 7 and Risk Assessment Matrix
in Annex ).

e External risks include weaker than expected global growth. In particular, slowdowns in the U.S.
(accounting for about 30 percent of total tourist arrivals) and Canada (about 12 percent) could
considerably affect the tourism sector. A tightening of global financial conditions would lead to
higher funding costs.

e Domestic risks include more severe and frequent natural disasters. St. Vincent and the
Grenadines is exposed to high levels of meteorological (e.g., high wind, excess rainfall, and
hurricane) hazards. These natural disaster risks can be exacerbated by climate change, resulting
in infrastructure damage and disruption of economic activity. As a tail risk scenario, financial
sector risks could also materialize, given that some financial institutions hold high
nonperforming loans (NPLs). The loss of correspondent banking relations (CBRs) could also
impact economic activity.

e There is also upside potential to the medium-term outlook. Investor interest could be stronger
than expected, resulting in more hotel and resort developments and investment in non-tourism
sectors.

I POLICY DISCUSSIONS

A. Advancing Structural Reforms

11. The timing is right for a renewed push on structural reforms to raise St. Vincent and
the Grenadines’ potential growth. As in many other regional economies, per capita GDP growth
has dropped markedly since the global financial crisis, from 6.5 percent in 2001-08 to 2 percent in
2010-2017. The government has accomplished a major upgrade to the airport infrastructure, and its
economic benefits are already visible with the increased number of tourists. For its benefits to reach

INTERNATIONAL MONETARY FUND 7
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broader economic sectors beyond tourism, the 3\5$§DPP$£CV3F“?>
authorities need to foster private sector activity, by 1
improving the investment environment and 2 200008 average ¢ 2010-17 average
strengthening physical and human capital. 12
*

6
12.  The investment and business 4 i
environment can be strengthened further. z TN ERRE

2 *
e The procedural and legislative requirements for 4

. . . GUY GRD LCA KNA HTI JAM BLZ VCT ATG DMA BHS BRB SUR
investment— currently provided in several laws

across different sectors—should be clearly

established in a standalone investment law, and Invest SVG (the government's investment
promotion agency) should become a one-stop-shop to streamline investment procedures and
reduce the administrative burden for potential investors. In addition, to further enhance
transparency and protect fiscal revenues, tax incentives should be streamlined, and their scope
for discretion be minimized.

Sources: IMF World Economic Outlook database

e Efforts should continue to make economic infrastructure more resilient to natural disasters,
particularly irrigation, water supply, roads, and ports. Developing a long-term infrastructure plan,
in collaboration with key stakeholders, would help prioritize projects consistent with the
government's strategic development goals (including building resilience), solicit donors’ support,
and boost investors’ interest.

e There remains the perception that businesses face some difficulties to register property and
access financing.* The ECCU's regional initiative to establish a credit bureau and a collateral
registration system would help facilitate credit activity.

13. The government should continue efforts to improve productivity in the agriculture
and fishery sector. Some locally-grown products (such as fruits, vegetables) and some types of fish
and seafood have the potential to be more competitive, and more can be exported or sourced to
the domestic tourism sector.> Farmers and fishers, however, face challenges in raising productivity
and tapping markets abroad, in part due to poor access to markets, inadequate water supply and
irrigation, and technological weaknesses. The government is participating in the Organization of
Eastern Caribbean States Regional Agriculture Competitiveness Project, with technical support of the
World Bank, aimed at raising agricultural competitiveness, including by enhancing value chains and
marketing, and strengthening linkages between agriculture/fishery sectors and the tourism sector.

4 For example, the World Bank’s 2019 Doing Business Survey shows that “registering property” and “getting credit"
are ranked 171th and 161th position out of 190 economies. Note that the accuracy of these ranks can be biased by
experts’ views.

> See Jansen et. al,, 2015, “Linking farmers and Agro-processors to the Tourism Industry in the Eastern Caribbean,”
Report No. ACS16280, World Bank.

8 INTERNATIONAL MONETARY FUND
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14. Further actions are needed to develop human capital. Over the last decade, St. Vincent
and the Grenadines has achieved universal secondary education. Despite this attainment, the
unemployment rate remains persistently high, reflecting few employment opportunities provided by
large companies but also labor skill mismatches.® The authorities should continue efforts to address
the labor skill problem by improving the labor market policies in place, including vocational
education and training, apprenticeships, and job counseling. In this light, the effectiveness of the
Technical and Vocational Education and Training (TVET) program should be periodically reviewed. In
addition, containing increases in the minimum wage will remain important to improve
competitiveness.

15. The construction of a geothermal project has begun. In June 2018, the government
signed an agreement to develop a 10 MW geothermal power plant with Canadian and Icelandic
energy companies. A power purchase agreement with VINLEC (the domestic utility company) is
expected to be signed soon. Once geothermal electricity production commences in 2021, St. Vincent
and the Grenadines’ dependence on imported fuels would be reduced, and electricity prices would
become more predictable and cheaper over the medium term, enhancing productivity.

B. Boosting Fiscal Buffers and Credibility

16. The fiscal position is expected to weaken

in 2018, albeit slightly. The 2018 budget envisaged Central Government Fiscal Operations, 2017-2018
. ) f h ” f . 1 f (Million EC$ and Percent of GDP)
a widening of the overall deficit to 6% percent o T E——
1 1 i ifi i i i 2017 2018 2017 2018
GDP, primarily due to a significant increase in capital B - L —
spending (more than doubled to 92 percent of Total Reveme 6127 6852 6196 303 304 278
GDP). Preliminary data through the first nine months | Carand grant e el e e e 23
. Grants 44.6 575 315 2.1 2.5 14
Of 2018 SuggeSt that revenue CO”eCt|On was wea ker Total Expenditure 652.6 834.1 664.0 30.8 37.0 29.8
Current 565.0 617.4 584.0 26.6 274 26.2
than the budget forecast, due to larger-than- e w08 ors w87 a3 aa o
expected revenue losses from cuts in the corporate Capial §76 2167 800 41 96 36
Primary Balance 39.9 -86.7 14.2 1.9 -3.8 0.6
and personal income tax rates in the budget. Well- Overall Balance (Before Grants) 545 2064 759 26 92 34
. . Overall Balance (After Grants) -9.9 -148.9 -44.5 -0.5 -6.6 -2.0
Contalned Current Spendlng and IOWer'than' Total public debt 1,572 1,775 1,630 742 78.7 731
budgeted capital spending, however, limited the Nominal GDP (milion ECS) 2120 225 22

Sources: St. Vincent Ministry of Finance; and IMF staff estimates.

deficit. Staff estimates the fiscal deficit for 2018 at 2
percent of GDP, about 4'2 percentage points below the budget forecast.

17. The authorities stressed their commitment to bring the debt to GDP ratio down to the
ECCU regional goal of 60 percent by 2030. Gearing the fiscal policy to meet this target is
important to ensure long-term fiscal sustainability and bolster budget credibility, especially given
the high risk of debt distress (see Debt Sustainability Analysis report). The government’s track record

6 Government statistics estimated the unemployment rate at 25.8 percent in 2017. There is, however, concern that
this number overstates the current unemployment rate, as the survey that year included a large number of students
coming back from studying abroad and seeking jobs. The Ministry of Finance estimates that the unemployment rate
likely remains around 20 percent, broadly unchanged from the previous 2012 Census.
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suggests that although sizable deficits were St Vincent: Overall Fiscal Balance

projected over the past several years, reflecting ;'” percent of GDP)

mainly ambitious capital budgets, the 0 g
government has actually managed to contain the -2 %

overall deficit below 2 percent of GDP since 2015. g §

Accordingly, together with the lower level of debt 8

and the expected growth recovery, the staff's -10 ® Budget
baseline debt sustainability analysis suggests that L"; HActual

the 60 percent goal could be achieved by 2030. 5012 2013 2014 2015 2016 2017 2018
Key assumptions in the staff's baseline scenario Proj.

are as follows.

e The primary surplus position would improve from 0.6 percent of GDP in 2018 to around 1.1
percent of GDP over the medium term by containing the growth of the wage bill to around 3.5
percent (compared to the annual average growth rate of 34 percent over the past decade),
below nominal GDP growth.

o Expected fiscal costs of natural disasters are estimated at 1.4 percent of GDP a year (the average
of the past 15 years), of which 0.7 percent of GDP could be covered by the contingency fund.
The remaining balance could be covered through earmarked expenditure reserves to be
included in the annual budget (see Section C).

St. Vincent and the Grenadines: Baseline Policy Scenarios Public Debt: Baseline Policy Scenarios’
Baseline Policy Scenarios (Percent of GDP)
. 100 100
Baseline, ND h Low
at historical O 9rowth. NDs growth, — Baseline: NDs at historical levels
level at historical level severe ND Low growth, unchanged PB, NDs at historical levels
80 —Low growth, severe ND 80
Real GDP growth (in percent) 23 14 14
Primary balance (percent of GDP) 1.1 1.1 0.6
Public sector debt (percent of GDP) 59 67 74 60 60
(60 percent target)
Natural disaster cost estimates
Gross fiscal costs 14 14 2.0
| . . 40 40
Withdrawal from Contingencies Fund/CCRIF 0.7 0.7 0.7 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031
Use of budget reserves 0.7 0.7 0.7 Source: IMF staff estimates and calculations.
3 7 Baseline: natural disasters occur occur at historical levels (1.4 percent of GDP), growth 2.3 percent, PB 1.1 percent of GDP.
Net fiscal costs 00 00 06 Low growth and unchanged PB: real growth 1.4 percent, NDs at historical level (1.4 percent of GDP), PB 1.1 percent of GDP.
Source: IMF staff estimates and calculations Low growth, severe NDs: 2013-17 (fiscal cost 2.0 percent of GDP). Real growth 1.4 percent, PB 0.6 percent of GDP.

18. However, if downside risks were to materialize, the 60 percent target would not be
achievable by 2030. The most critical risks are: (i) low growth, and () more severe and frequent
natural disasters.

o Lower growth risk scenario. If real GDP growth remains persistently low at 1.4 percent
(comparable to the average growth rate over the last five years), the debt-to GDP ratio would only
fall to around 67 percent of GDP by 2030.

10 INTERNATIONAL MONETARY FUND



. More severe natural disasters scenario. This
scenario assumes that natural disasters hit the
country at the frequency and magnitude of the
last 10 years (i.e. annual fiscal costs of 2 percent of
GDP) and average real GDP growth is low at 1.4
percent (with more severe natural disasters, low
growth becomes more likely). Annual fiscal costs
would increase by 0.6 percent of GDP, which the
government finances through issuing debt. Under
this scenario, public debt would not fall and stay
at around 72-75 percent of GDP.

ST. VINCENT AND THE GRENADINES

Public Debt: Active Policy Scenarios'
(percent of GDP)

90 90
80 80
70 R GG R 70
60 = e 60
== -Active, low growth, severe ND Sea o
50 — — Active: 1.6 percent of GDP PB target, NDs at historical level, Te~a _ 50
growth 2.3 -
Low growth, active 1.6 percent of GDP PB target, severe ND
40 40

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031

Source: IMF staff estimates.

" Active policy: PB target at 1.6 percent of GDP. Real growht at 1.4 percent; NDs at historical level (14 percent of GDP)
Active policy: PB target at 1.6 percent of GDP. Real growht at 2.3 percent; NDs at historical level (1.4 percent of GDP)
Active policy and severe ND: Fiscal cost (2.0 percent of GDP) growth 1.4 percent, PB 0.9 percent of GDP.

19. To guard against such risks, the authorities should consider undertaking a more active
fiscal adjustment. Consideration should be given to balancing the need for building fiscal buffers
and the feasibility of fiscal adjustment without creating an undue drag on growth, given that actual
output would remain below its potential in the near term. Staff view an additional adjustment of %
percent of GDP as feasible, allowing an increase in the primary surplus to 1.6 percent of GDP within
two years. Under these assumptions, public debt would fall to 60 percent of GDP by around 2030
even under the low-growth scenario, and the debt trajectory would remain stable even under the

more severe natural disaster scenario.

20. Both revenue and expenditure measures
should be explored.

e On the revenue side, the scope for raising taxes

could be limited—for example, the standard VAT

rate (16 percent) is among the highest in the
Caribbean region. However, there is scope to
broaden the tax base, including by (i) reducing

exemptions on import duties and VAT on imports’;

(ii) streamlining the list of VAT exemptions or

zero-rated goods and services; (iii) replacing basic

personal income tax exemptions by a tax credit;
and (iv) reducing corporate income tax

exemptions and updating depreciation scheduled.

e On the expenditure side, the growth of the wage

bill could be limited to 2.5 percent a year

(compared to 3.5 percent assumed in the baseline

scenario), while the government vigorously
proceeds with a long-standing pension reform

Options for New Tax and Expenditure Measures

Percent of
GDP
Tax measures
Reduce exemptions on import duties 0.8
Reduce exemptions on VAT on imports 0.5
Streamline zero-rated and exempted goods
and services for domestic VAT
Reform the corporate income tax structure 1/
Reform the personal income tax structure 2/ 0.3
Expenditure Measures
Contain wage bill by limiting wage increases 0.2
and retrenching and redeploying public sector
employees
Reform Public Service Pension System (PSPS) 0.5
and National Insurance Service (NIS) 3/
Total effects 2.3

Source: IMF staff calculations.

1/ Unify tax rates at the standard rate, reduce exemptions, update
the depreciation schedules, introduce thin-capitalization rules
and transfer pricing regulations).

2/ Replace the standard deduction with a tax credit.

3/ Parametric reforms aimed at reducing benefits formula (e.g.,
reduce NIS' maximum pension and PSPS' accrual rate); and
introducing a new 5 percent contribution rate for PSPS and
closing PSPS system to new entrants.

7 Exemptions on import duties and VAT on imports were estimated at about 4 2 percent of GDP in 2017.
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plan (Box 1). Expenditure items that boost the economy’s productive capacity and reduce the
social gap—such as on education, job training, and infrastructure—should be protected or
even enhanced.

Box 1. Public Pension Systems

There are two public pension systems in St. Vincent and the Grenadines. The contributory National
Insurance Service (NIS) covers old-age benefits for public and private sector employees, self-employed, and
voluntary contributors. The Public Sector Pension System (PSPS), which is non-contributory and funded
through budget revenues, provides old-age benefits for civil servants.

The NIS system as currently designed is not sustainable. The NIS’ financial position has deteriorated in
recent years as its expenditure exceeds contribution income. The government reformed its parameters in
2014, including an increase in the contribution rate from 8 percent to 10 percent and an increase in the
normal pensionable age from 60 to 65 over a period of 15 years. This reform improved the NIS' financial
situation, but only temporarily, as its reserves are projected to be depleted by 2033.

The PSPS is viewed as too costly and generous. It supplements civil servants’ NIS pension. Pensionable
civil servants are entitled to receive up to two-thirds of their highest pensionable earnings. This means that
adding the NIS, the maximum combined replacement rate is 126 percent. Budgetary contributions for the
PSPS increased from 2.4 percent of GDP in 2014 to 2.8 percent in 2017.

21. To support the effectiveness of fiscal policy and operations, efforts should continue to
strengthen revenue administration, the fiscal framework, and fiscal institutions and processes.
Although the authorities are working on several reform initiatives, including the medium-term fiscal
framework (MTFF), Tax Administration and Procedures Act (TAPA), and cash management,
implementation has been rather slow.

e Revenue administration. To maximize the effective use of limited resources, the risk-based
approach should be fully adopted. Especially, at customs, this would help facilitate timely
customs clearance, thus enhancing trade, while allowing more resources to be allocated to high-
risk traders. On internal revenue, the single Tax Identification Number (TIN) should be fully
implemented, the tax registration database be kept up-to-date, while the Tax Administration
and Procedures Act (TAPA) should be enacted promptly, which would help increase taxpayer
compliance. Collaboration between the Inland Revenue Department and the Customs and
Excises Department could be further enhanced. In the Inland Revenue Department, information
management system should be upgraded, especially to support the risk management approach.

e MTFF. The Ministry of Finance (MOF) should submit a MTFF to parliament together with the
2019 budget and publish it. Meanwhile, efforts should continue to improve revenue forecasts
and costing of key expenditure items. Going forward, staff encourage the authorities to consider
introducing fiscal rules, which would help anchor the debt target, enhance the government’s
accountability, and thereby strengthen fiscal credibility.
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Public infrastructure management. To improve infrastructure planning process and project
selection, there are merits in developing a long-term national infrastructure plan, which should
be linked closely to the MTFF. Projects should be prioritized based on the government's
strategic development goals, the likelihood of successful implementation, and the certainty of
project funding. The plan should also embed resilient infrastructure projects.

Cash management. The recent establishment of a Cash Management System and a Cash
Management Committee is welcome. Next steps should include preparing cash flow forecasts
periodically. Separately, a full review of the stock of accounts payable should be conducted,
aimed at setting apart long-standing accounts payable (“arrears”) and developing a strategy to
clear the stock of arrears (Box 2).

State-owned enterprises (SOEs) and Public-Private Partnerships (PPPs). There remain
significant weaknesses in oversight over SOEs, whose submission of financial reports is not
always timely. To strengthen oversight over SOEs, the MOF is preparing regulations requiring all
SOEs to submit timely financial and operational information to the MOF, and is also planning to
establish a SOEs monitoring unit. In addition, the MOF should establish a framework to assess
financial risks pertaining to PPPs, aimed at managing better the government’s contingent
liabilities.

Box 2. Budgetary “Arrears” and Classification Issues

Reported budgetary “accounts payable” fell from EC$89 million (4.5 percent of GDP) at end-2014 to
EC$31 million (1.4 percent of GDP at end 2017. The reported figures include: (i) long-standing accounts
payable to suppliers and contractors and (ii) other accounts payable such as funds in transit between
government accounts (e.g., from the consolidated account to the sinking fund and the Contingencies Fund),
invoices due on a future date, and over-budgeted expenses. The former can be considered as payment
arrears.

Work is underway to ascertain the amount of payment arrears. The Accountant General Office is
currently reviewing the stock of accounts payable to separate payment arrears from transitory accounts
payable. The latter will be renamed as “Invoice Clearing Account” to better reflect the government'’s
liabilities.

Outstanding Stock of Accounts Payable/Arrears Stock of Accounts Payable, end-2017

(Percent of GDP) (Millions of EC dollars)
5.0
45 2017
4.0 Vendors 10.7
35 Subventions to SOEs 5.7
3.0 r Contribution to local organizations 0.4

25
20
15
1.0
0.5
0.0

Contribution to foreign organizations 5.9

/ Contribution to Sinking and Contingency Fund 2.9
/ F ? - Utilities and others 3.4
/ r Contracts 0.6

/ A / A VAT arrears to Inland Revenue Dep. 1.0
/4 /! /4 / Total 307

2014 2015 2016 2017 2018 (Sept)

Sources: St. Vincent and the Grenadines’ Ministry of Finance; and Fund staff calculations. Sources: St. Vincent and the Grenadines' Ministry of Finance.
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C. Strengthening Resilience to Natural Disasters Hazards and Climate
Change

22. In recent years, although it has been spared catastrophic hurricanes, St. Vincent and
the Grenadines occasionally experienced heavy rains which led to flash flooding and
landslides. Staff estimates that the annual economic damage of natural disasters is about 2 percent
of GDP, based on St. Vincent and the Grenadine's historical experience over the last 15 years.
Excluding the costs borne by the private sector (e.g., damages to housing), the expected fiscal costs
are about 1.4 percent of GDP (see Appendix II).

23. The establishment of the Contingency Fund constituted a significant step in
protecting public finances from natural disaster risks. To capitalize the fund, the authorities
raised the standard VAT rate from 15 to 16 percent, and the VAT rate for tourism-related services
from 10 to 11 percent in May 2017. They also introduced a climate resilience hotel levy (EC$ 8 per
room night) in October 2018. These measures are estimated to yield annual revenue of around 0.7
percent of GDP.

24. The Contingency Fund’s governance and operational framework, however, needs to be
legislated. Staff supports the authorities’ intention to restrict the use of the Contingency Fund to
costs associated with natural disasters. To assure its effectiveness, however, a specific legal
framework should be established. Most importantly, the law should stipulate (i) the fund’s
investment policies; (ii) the procedure to appoint an independent operational manager; (iii) trigger,
withdraws and replenishment procedures; and (iv) accountability and reporting requirements.

25. Additional fiscal buffers should be sought, in anticipation of natural disasters. There is
significant uncertainty about the timing and expected costs of natural disasters. Besides, the size of
the Contingency Fund is still small. Accordingly, additional fiscal buffers should be sought by
expanding the coverage of disaster insurance to reduce the government’s contingent liabilities,
especially against floods. In addition, the budget framework needs some flexibility to accommodate
unexpected expense in the event of a natural disaster, by setting aside expenditure reserves for
emergency operations. Staff estimated that an annual expenditure reserve of about 0.7 percent of
GDP would be sufficient to fill the gap between the expected annual fiscal costs (1.4 percent of GDP)
and the contingency fund (0.7 percent of GDP).

26. Alongside, efforts should continue to strengthen disaster preparedness. A review of the
National Emergency and Disaster Act of 2006 is encouraged to identify outdated provisions and
update the law consistent with policy developments over the past decade. Other priorities include
conducting a national risk assessment for natural disasters and updating river basin flood risk maps.
Enhancing public education and awareness would be useful to improve compliance with the
regulations on land use planning and the building code. Furthermore, a strategy to relocate
communities facing threats from coastal erosion should also be developed. The National Emergency
Management Office (NEMO) should be provided with resources for immediate emergency disaster
response.
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D. Safeguarding Financial System Stability

27. The financial system remains broadly stable but has vulnerable spots in the non-bank
financial sector. 8

St. Vincent and the Grenadines and ECCU Banks: Key Financial Soundness Indicators

e Commercial banks’ Tier 1 capital to risk (Percent)
weighted assets ratio was reported at
26.1 percent, well above the ECCB w4 2015 2006 2017 2018Q2
average, at end Q2 2018. The NPL ratio v 100 87 9s 82 es

NPL / Total loans
ECCU 176 16.7 109 12.0 113

has fallen but is still high, above the

ECCB's five percent benchmark. NPL net of provisions / Capitl VCT 527 425 446 382 307
. . . . . ECCU 1287 92.8 51.7 517 481

Profitability remains volatile, in part due

to fluctuations of loan loss provisions

VCT 422 429 447 417 399

Liquid assets / current liabilities
ECCU 331 36.5 375 39.7 408

pertaining to large borrowers, and the Tier 1 capital / Risk-weighted assets VeT 201 252 254 241 261
. . ECCU 108 134 154 16.3 15.8
implementation of the new ECCB
prudential standards on collateral Retun on equity Gualaverage) 1/ o 0 00 S 00 48
valuation could lead to higher o or o o5 o1 o4
.. . . Return on assets (annual average) 1/ - : : - !
provisioning requirements and lower U 020809 08 08
profitability.
Source: Eastern Caribbean Central Bank
1/ For 2016 and beyond, the annual average of the quarterly data.
. . Credit Unions: Selected Financial Indicators
e Most of credit unions appear adequately (Percent)
capitalized, with a small amount of NPLs. GEccu Tecu Kecu pccu
. . 2016 2017 2016 2017 2016 2017 2016 2017
However, rapid credit growth over the last
Capital
few years, which in part reflects a shift of E::i:y—to—asset ratio 1/ 135 141 160 160 117 118 97 75
. Liquidity
borrowers away from banks, raises Cashto-asset ratio 147 137 181 56 137 150 38 100
. . Deposit-to-loan ratio 1432 1406 1332 1170 1138 1174 963 1094
concerns, especially because the credit profitability
. ’ ™ . Return on assets 0.5 12 -0.8 03 0.6 08 03 -11
unions’ ability and resources to monitor L . y
oan portfolio composition
H Sh f t I 419 43.6 67.0 60.9 62.7 613 16.0 14.7
and manage risks could be stretched. In Sh:::gf;z;c?::izocaor:sumer S44 528 257 328 338 345 554 554
addltlon, the |mp|ementat|on Of IFRS 9 Non-performing loans
. . L. . . Impaired loans relative to
may raise their provisioning requirements  |gossioens | e 3236 45 sTan e 2T a4

relative to gross loans 54 7.8 4.5 5.1 3.1 77 71 73

and reduce their capital.

Memoranda (in $EC million)

Total assets 2104 2319 1136 1120 918 98.8 12.5 14.9
Net income 1.1 29 -09 0.3 0.6 08 0.0 -0.2
Impaired and past due loans 6.8 11.0 29 38 2.1 52 0.6 0.7
Impairment allowance -3.0 -29 -1.2 -1.8 -1.8 -14 -0.1 -03

Sources: 2017 annual reports published by each credit union.
1/ Equity defined as share capital, statutory reserve, and retained earnings.

8 The domestic system is dominated by four commercial banks and two non-bank financial institutions, supervised by
the ECCB; and four credit unions and one building and loan association, supervised by the Financial Services
Authority. The total assets of the banking sector and the credit union sector are 110 percent of GDP and 30 percent
of GDP (end-2017), respectively. The domestic system also involves several insurance firms, private pension plans,
friendly societies and money services business, all supervised by the Financial Services Authority.
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28. The Financial Services Authority (FSA) has launched several new initiatives to
strengthen its supervisory toolkit. Most notably, the FSA introduced stress testing as one of the
core supervisory tools to assess financial strength of credit unions. The FSA is also planning to
introduce stress testing exercises for insurance firms. Furthermore, reporting requirements of credit
unions and other non-bank financial institutions have been expanded (to include, for example, more
granularity on NPLs, provisioning, and lending distribution).

29. The authorities, however, should continue efforts to strengthen the regulatory and
supervisory framework. Regional initiatives at the ECCU level, including the full operationalization
of the Eastern Caribbean Asset Management Corporation and the enactment of the Harmonized
Credit Union Regulations, would help reduce NPLs, strengthen financial sector oversight, and
promote financial system soundness. For the authorities, the priorities are:

¢ Non-bank supervision. Intensified competition among financial institutions could lead to an
erosion of lending standards, especially given the recent rapid increase in loans by credit unions.
The FSA should continue to ensure that prudential standards, especially on collateral valuation
and provisioning requirements, be fully enforced, and sound risk management practice be
maintained. It should also maintain the enhanced supervision of the Building and Loan
Association. Supervision of insurance firms can be further strengthened by enhancing group-
wide supervision. The review of the adequacy of the FSA's budgetary resources is also
encouraged.

e IFRS 9. The implementation of IFRS 9 may raise provisioning requirements of financial
institutions and reduce their capital. Accordingly, the FSA should remain vigilant.

o Stress testing and financial stability assessment. Stress testing should be extended to (i)
analyze multi-factor shock scenarios for credit unions, (ii) cover insurance firms, and (iii)
incorporate interlinkages among various institutions in collaboration with the ECCB.

e Reporting and transparency. The FSA is encouraged to more periodically communicate its
financial stability assessment to the public. This could take the form of providing a higher-level
assessment of the health of the financial system, including financial soundness indicators of
credit unions and other non-bank financial institutions.

30. The authorities are encouraged to advance the ongoing reform initiatives in the
financial sector. Several draft laws are still pending approval. Most importantly, the approval of the
FSA regulations is key to help the FSA enforce prudential requirements, intervene promptly in
problem institutions, and take corrective actions. Other pending bills include the amendments to the
Building Societies Act and the Friendly Societies Act. In addition, building on technical assistance
provided by Caribbean Regional Technical Assistance Center (CARTAC), the FSA should consider
formulating a crisis management plan for the non-bank financial sector, in consultation with the
MOF and the ECCB, and establishing a Financial Crisis Management Committee, which could involve
representatives from the FSA, MOF, and ECCB.
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31. Progress has been made in addressing remaining legal deficiencies in the AML/CFT
framework. Banks have preserved their correspondent banking relationships, but credit unions have
lost nested correspondent accounts with domestic banks. Last year, the government amended
several AML/CFT related laws, which helped close many of deficiencies identified in the 2010 FATF
recommendations. The authorities should now focus on ensuring the effectiveness of AML/CFT
preventive measures. To this end, the authorities commenced the National Risk Assessment in 2017,
which should help identify sectors and business activities at high risk to money laundering threats
and assess the adequacy of the current legal framework. The authorities are committed to
completing the assessment by September 2019.

E. Other Issues

32. Macroeconomic data is broadly adequate for surveillance, but there remains room to
improve statistics. National accounts, external, and financial sector statistics are adequate and
compliant with international standards. Statistical coverage of public sector entities, however,
remains weak, given that several do not comply with financial reporting requirements, including due
to lack of capacity. Labor statistics should also be strengthened, especially since the accuracy of the
labor force survey conducted in 2017 is in dispute.

33. The last update safeguards assessment of the ECCB, completed in 2016, concluded that
governance arrangements are sound. Recommendations of the assessment have since been
implemented, and the annual financial statements continue to be prepared and audited in
accordance with international practices.

BN AUTHORITIES’ VIEWS

34. The authorities broadly agree with the staff’s macroeconomic outlook. They are
encouraged by the positive growth momentum generated by the new airport, with an increase in
tourist arrivals and investor interest. The authorities expect real GDP to grow at around 24 percent
in 2019 and beyond, supported by steady growth of tourist arrivals and investment in tourism-
related projects. With greater access to international markets, they see the opportunity to boost
agricultural and fisheries exports, which will help diversify the economic structure. The geothermal
project, when completed, will also boost competitiveness. The authorities view risks around the
outlook to be tilted to the downside, due to natural disasters risks, but note the outlook’s upside
potential over the medium term.

35. The authorities broadly agree with staff's recommendations on structural reforms.
They agree that there is room to streamline the approval process of foreign investment. They view
the existing tax incentive scheme as reasonably transparent but agree, that the costs and benefits of
the existing scheme should be reviewed. The authorities also agree that procedural and legislative
requirements on investment (currently specified in several regulations) can be consolidated in one
standalone investment act. Regarding labor market policy, the authorities see the merits of taking
stock of the past experiences of the TVET program, with a view to improve its effectiveness.
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36. The authorities remain committed to meeting the ECCU’s debt-to-GDP target of 60
percent by 2030. To that end, they plan to restrain the growth of the wage bill to around 2>
percent per year over the medium term. They will also seek additional revenue and expenditure
measures to create space for capital expenditure while the overall deficit is contained, consistent
with this target. Progress has been made towards the implementation of the single TIN and the
enactment of the TAPA, which will help strengthen tax and customs administration.

37. The authorities see challenges in allocating expenditure reserves for emergency
operations in the budget. They argue that two revenue measures earmarked for the Contingencies
Fund are already on the budget and an additional expenditure measure for emergency buffers, on
top of those required to achieve the required primary balance to meet the debt to GDP target,
would be burdensome. The authorities also note that in the event of a natural disaster, budget
priorities would change, and they would find resources for emerging operations by reallocating
resources from non-priority items without recourse to deficit financing. The authorities have agreed
to assess the need to purchase more insurance in order to broaden and deepen risk transfer
possibilities. They agree, also, that financial support from donors could be used to build further fiscal
buffers against climate change events.

38. The authorities note that a mechanism to monitor SOEs is already in place. Senior
government officials regularly attend SOEs’ board meetings and report on SOEs’ performance to the
Office of the Prime Minister. To further strengthen oversight over SOEs, however, the authorities are
currently preparing regulations that will require all commercial SOEs to submit to the MOF quarterly
and annual financial and operational performance information within specified periods.

39. The authorities concur that further efforts are warranted to make infrastructure more
resilient to natural disasters. They stress that the new airport is resilient. A new port under
consideration and the ongoing projects on slope stabilization and coastal protection would all
comply with resilient building standards.

40. The authorities broadly agree with staff’s assessment on the financial system. They
note that some locally-supervised financial institutions have high NPLs, and the implementation of
IFRS 9 could raise their provisioning requirements and lower their capital. They, however, stress that
none of these institutions is systemic, while they continue to maintain enhanced supervision of the
BLA. The authorities underscored the progress made by the FSA in conducting stress testing of
credit unions and the overall strengthening of the supervision of this growing subsector. They are
also working to enact several pieces of legislation, including the regulations of the FSA Act, aimed at
strengthening the FSA's enforcement powers. The authorities review and assess the resource
adequacy of the FSA annually and adjust the FSA’s resource requirements, if deemed necessary.

B STAFF APPRAISAL

41. Economic recovery is underway. Growth in 2018 is on track to meet staff's projection of 2
percent. Real GDP growth is expected to further accelerate to around 2.3 percent in 2019 and be
sustained at this level over the medium term, assuming steady tourism and investment growth. Risks
to the outlook are tilted to the downside, largely due to natural disaster risks.
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42. With the economy turning the corner, the challenge is now how to sustain the growth
momentum over the medium-term. The authorities need to advance structural reforms to
capitalize on the growth opportunities created by the new airport and bring its benefits to broader
economic sectors beyond tourism. The policies should focus on fostering private sector
participation. To this end, further improving the investment environment and strengthening human
and physical capital will be critical.

43. Fiscal buffers should be bolstered. The government’'s commitment to meeting the 60
percent of GDP debt target by 2030 is welcome. Staff recommends that the expected fiscal costs of
natural disasters should be incorporated in the budget framework, with expenditure reserves
allocated for emergency operations. To guard against fiscal risks, the authorities should take a more
proactive fiscal policy, aimed at increasing the primary surplus to 1.6 percent of GDP within the next
two years. To this end, additional fiscal measures should be introduced, for example, by broadening
the tax base and moving resolutely with the plan to reform the pension system. The government
should also prioritize developmental project plans, taking into account capacity and budget
constraints, while seeking concessional financing and containing procurement costs.

44. More needs to be done to strengthen the institutional fiscal framework. The authorities
should submit the MTFF together with the 2019 budget as planned. Moving towards a risk-based
approach and completing the various reform initiatives (e.g., the full implementation of the single
TIN and the enactment of the TAPA) are critical to strengthen revenue administration. In addition,
the government's plan to issue regulations to strengthen the oversight of SOEs is welcome, but a
legal and institutional framework to assess potential risks pertaining to PPPs should also be put in
place.

45. The Contingency Fund is an important instrument to protect public finances from the
impact of natural disasters and climate change. The authorities, however, need to legislate the
Contingency Fund’s governance and operational framework to ensure its effectiveness and
transparency. Consideration should be given to expanding the coverage of disaster insurance,
especially against floods to achieve additional buffers. Alongside, the authorities should continue to
work on strengthening disaster preparedness. Priorities include updating the National Emergency
and Disaster Act, river basin flood risk maps, and enhancing public education and awareness.
Resources for the NEMO should be boosted for their effective post-disaster emergency operations.

46. Financial sector oversight should be further strengthened. The implementation of IFRS 9
may raise financial institutions’ provisioning requirements and reduce their capital. To strengthen
the FSA's enforcement power, the authorities should enact pending legislations, including
regulations of the FSA Act. Staff also encourages the FSA to more periodically communicate its
financial stability assessment to the public. Furthermore, building on earlier technical assistance
provided by CARTAC, the authorities should move ahead with preparing a crisis management plan
for the non-bank financial sector and setting up a Financial Crisis Management Committee.

47. Progress has been made in addressing remaining legal deficiencies in the AML/CFT
framework. Last year, the government amended several AML/CFT related laws, which helped close
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many of the deficiencies identified in the 2010 AML/CFT assessment. The authorities should now
focus on ensuring the effectiveness of AML/CFT preventative measures. To this end, the National
Risk Assessment should be completed by September 2019.

48. It is recommended that the next Article IV consultation take place within the next 12

months.
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Figure 1. St. Vincent and the Grenadines: Key Macroeconomic Indicators 1/

GDP growth has been below the median of ECCU ) . )
...with lackluster stay-over tourist arrivals.

economies...
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The current account deficit has been among the largest in . o .
The fiscal position has broadly improved....

the region.
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...and the public debt to GDP ratio fell in 2017 Meanwhile, total external debt remains relatively high.
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Source: Government Statistical Office; ECCB; Caribbean Tourism Organization; and IMF staff calculations.
1/ The ECCU-6 are: Antigua and Barbuda, Dominica, Grenada, St. Kitts and Nevis, St. Lucia, St. Vincent and the Grenadines.
2/ Based on BPM6.
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GDP growth (factor prices) was lackluster in 20177...

Contribution to Growth (Factor Prices) by Sector
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recovery.
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After the collapse of bananas in the early 2000s, the
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Figure 2. St. Vincent and the Grenadines: Real Sector Developments

...with sluggish growth of tourism-related activities.
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Note: Tourism related GDP is comprised by: (i) wholesale and retail trade; (ii) hotels and restaurants;
and (iii) transportation services, which together account for 30 percent of GDP.

Construction picked up last year.
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Inflation has recovered and been hovering around 2-3
percent, partly due to higher commodity and fuel prices.
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Source: Government Statistical Office; ECCB; and IMF staff calculations.
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Figure 3. St. Vincent and the Grenadines: External Sector Developments

Current account deficit is expected to slightly narrow in
2018.
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Starting with the year 2014 data are provided by the authorities in BPM6.

Stayover tourist arrivals are recovering...
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With increased direct flights, tourist arrivals from Canada,
have grown strongly.
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Source: Government Statistical Office; ECCB; Caribbean Tourism Organization; and IMF staff calculations.
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Figure 4. St. Vincent and the Grenadines: Fiscal Sector Developments

Actual deficits have consistently been below budget
targets...
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Source: St. Vincent and the Grenadines Authorities: IMF WEO database; and IMF staff's estimates and calculations.
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Figure 5. St. Vincent and the Grenadines: Financial Sector Developments
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Table 1. St. Vincent and the Grenadines: Selected Social and Economic Indicators, 2014-19

Social and Demographic Indicators

Area (sq. km) 389.3 Adult literacy rate (percent, 2001) 89.0
Population (2016) Health and nutrition
Total (thousands) 109.6 Calorie intake (per capita a day, 2007) 2,810
Rate of growth (percent per year) 0.09 Population per physician (per thousand, 2004) 1.2
Density (per sqg. km.) 281.5 Health expenditure per capita (PPP-2011, 2004) 917
Population characteristics Gross domestic product (2016)
Life expectancy at birth (years, 2016) 73.0 (millions of US dollars) 771
Infant mortality (per thousand live births, 2016 15.2 (millions of EC dollars) 2,081
Under 5 mortality rate (per thousand, 2016) 17.0 (US$ per capita) 7,000
2014 2015 2016 2017 2018 2019
Proj.

(Annual percentage change, unless otherwise specified)
Output and prices

Real GDP (factor cost) 0.2 0.8 0.8 0.7 2.0 2.3

Real GDP (market prices) 1.2 1.3 2.0 0.9 2.0 2.3

Nominal GDP (market prices) 0.9 3.8 2.0 1.9 52 4.6

Consumer prices, end of period 0.1 -2.1 1.0 3.0 2.0 2.0

Consumer prices, period average 0.2 -1.7 -0.2 2.2 24 2.0

Banking system 1/

Net foreign assets 1.1 1.7 8.8 -2.6 -0.9 34

Net domestic assets 8.4 12.0 -143 3.8 1.9 1.8

Credit to private sector -0.2 1.7 1.0 1.1 -0.1 13

Central government finances (in percent of GDP)

Total revenue 29.3 279 29.8 303 27.8 28.2
Tax revenue 24.0 23.6 255 257 241 244
Grants 2.0 1.2 1.2 2.1 14 14

Total expenditure and net lending 323 30.0 28.7 30.8 29.8 29.9
Current expenditure 25.9 25.1 24.9 26.7 26.2 26.0

Wages and salaries 12.6 12.6 13.2 133 12.8 12.7
Interest 2.3 2.2 2.1 2.3 2.6 24
Capital expenditure 6.4 4.9 3.8 4.1 3.6 3.9

Overall balance -3.0 -2.1 1.1 -0.5 -2.0 -1.7

Overall balance (excl. grants) -5.0 -33 -0.1 -2.6 -34 -3.1

Primary balance -0.7 0.1 3.2 1.9 0.6 0.8

Primary balance (excl. grants) -2.7 -1.1 1.9 -0.2 -0.8 -0.6

External sector (in percent of GDP)

External current account -25.8 -14.5 -15.2 -17.2 -15.9 -15.0
Exports of goods and services 352 374 37.9 36.0 37.2 37.9
Imports of goods and services 61.1 54.5 55.7 54.3 55.0 54.0

Public sector external debt (end of period) 45.5 46.4 56.7 47.4 44.8 45.0

External public debt service
(In percent of exports of goods and services) 12.6 10.3 27.7 51.0 284 15.2

Memorandum items

Gross public sector debt (in percent of GDP) 2/ 794 794 82.8 74.2 731 714

Nominal GDP (market prices; in millions of EC$) 1,965 2,040 2,081 2,120 2,231 2,334

Sources: ECCB; Ministry of Finance and Planning; and IMF staff estimates and projections.
1/ Annual changes relative to the stock of broad money at the beginning of the period.
2/From 2016, reflects additional debt contracted with PetroCaribe but not previously recorded (EC$ 112 million or 5.4 percent

of GDP in 2016). It includes debt of central government and state-owned enterprises.
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Table 2. St. Vincent and the Grenadines: Balance of Payments Summary, 2014-23 1/

(In millions of Eastern Caribbean dollars, unless otherwise stated)

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Projections
Current account -506.8 -296.5 -316.0 -365.0 -355.9 -351.1 -343.5 -336.8 -329.9 -319.8
Trade balance -7289 -6709 -680.7 -683.8 -7325 -7440 -7575 -782.0 -805.1 -825.8
Exports f.o.b. 1339 1250 1162 1002 1123 1180 1275 1339 1508 1722
Imports f.o.b. 862.8 7959 7969 7840 8448 8620 8849 9159 956.0 9979
Of which: Mineral fuels 2/ 2056 1083 1062 82.8 1092 96.3 98.3 99.8 1019 1048
Services (net) 219.0 3224 3112 2965 3356 3672 4002 4368 4683 5020
Travel 4165 4962 5232 510.1 5584 5992 6427 6895 7321 77722
Other nonfactor services -1975 -173.9 -2120 -2136 -222.8 -2320 -2425 -2528 -263.7 -2753
Income payments (net) -81.0 -42.4 -58.1 -75.5 -55.0 -68.7 -80.5 -85.9 -88.1 -91.9
Current transfers 84.1 944 1117 97.7 96.1 94.4 94.2 94.4 94.9 95.9
Net private transfers 88.5 85.7 89.7 754 72.7 70.6 69.1 69.1 69.1 69.1
Net official transfers -4.3 8.8 219 223 234 23.8 25.1 253 25.9 26.8
Capital 86.7 31.1 17.2 28.9 31.5 32.7 34.1 35.6 37.2 38.8
Financial (net) -440.8 -221.5 -339.9 -255.6 -304.5 -324.0 -3279 -320.4 -319.1 -311.9
Net Foreign Direct Investment -311.3 -133.8 -4385 -2775 -279.7 -2918 -3043 -317.1 -3305 -3449
Portfolio investment -19.8 -8.8 77 114 -6.9 -3.0 -3.1 -4.3 1.0 4.8
Commercial banks -29.7 -16.1 58.9 -23.8 6.3 138 -1.2 6.3 6.3 3.8
Others (incl. official capital) -80.1 -62.8 320 343 -24.3 -42.9 -19.4 -5.2 42 244
Available financing -60.5 -41.5 -53.9 27.8 19.9 -5.5 -18.6 -19.2 -26.3 -30.9
Change in ECCB NFA -60.5 -415 -53.9 27.8 19.9 -55 -18.6 -19.2 -26.3 -30.9
Change in net imputed reserves (increase -) -62.0 -41.4 -534 29.2 214 -4.0 -17.1 -17.7 -249 -29.4
of which: IMF purchases and disbursements 3/ -15.7 2.8 36 6.2 8.5 6.8 4.1 33 1.6 1.6
Change in SDR Allocation 15 -0.1 -0.5 -1.5 -1.5 -1.5 -15 -15 -15 -1.5
Change in govt. foreign assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other financing 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Errors and omissions 39.8 85.5 12.8 52.8 0.0 0.0 0.0 0.0 0.0 0.0
(In percent of GDP, unless otherwise stated)

Memorandum items:
Current account -25.8 -14.5 -15.2 -17.2 -15.9 -15.0 -14.1 -13.2 -12.4 -11.5
Exports f.0.b. 6.8 6.1 5.6 4.7 5.0 5.1 52 5.3 5.7 6.2
Imports f.o.b. 439 39.0 383 37.0 379 36.9 36.3 36.0 36.0 36.0
Net private transfers 4.5 4.2 4.3 36 33 3.0 2.8 2.7 2.6 2.5
Foreign direct investment -15.8 -6.6 -21.1 -13.1 -12.5 -12.5 -12.5 -12.5 -124 -12.4
Tourism receipts 241 274 28.1 27.0 27.9 28.6 29.2 30.0 30.5 30.9
Terms of Trade of Goods (Index 2002=100) 102.4 99.7 97.6 96.0 97.2 98.0 1004 1005 100.6 100.6
Total trade of goods and nonfactor services 96.3 91.9 937 90.3 92.2 91.9 92.1 92.6 935 94.6
Exports of goods and nonfactor services 35.2 374 37.9 36.0 37.2 37.9 38.7 39.5 40.4 414
Imports of goods and nonfactor services 61.1 54.5 55.7 54.3 55.0 54.0 534 53.1 53.1 53.1

Sources: Ministry of Finance and Planning; ECCB; and IMF staff estimates and projections.

1/ Starting with the year 2014 data are provided by the authorities in BPM6. Data for prior years are converted by the staff from BPM5.

2/ 2014 includes higher fuel imports of about EC$10 million to replace electricity generation due to the damaged hydroelectric plants during the December 2013 floods.

3/ 2014 includes the disbursement of the RCF-RFI blend of EC$17.3 million, and the repayment to the IMF of EC$1.5 million from the 2009 ESF-RAC loan.
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Table 3. St. Vincent and the Grenadines: Summary of Central Government Operations,
2014-2019

(In millions of Eastern Caribbean dollars; unless otherwise stated)

2014 2015 2016 2017 2018 2019
Projections
Total revenue and grants 575.4 569.3 619.8 642.7 619.6 657.5
Current revenue 5352 518.3 592.6 592.2 587.2 623.6
Tax revenue 471.2 482.4 530.1 544.1 538.7 569.4
Of which
Taxes on income and profits 140.0 129.6 155.8 151.1 146.0 153.2
Taxes on property 4.0 4.4 4.0 4.0 4.7 5.0
Taxes on international trade 186.7 199.8 216.7 217.6 228.2 2439
Of Which: VAT 729 76.5 82.1 86.3 87.7 94 .4
Taxes on domestic transactions 140.5 148.6 153.5 171.5 159.8 167.3
Of Which: VAT 65.1 67.3 71.7 74.4 79.6 833
Non-tax 64.0 36.0 62.5 48.1 48.5 54.2
Of which
Fees, Fines and Permits 18.0 18.1 289 17.8 99 10.9
Interest, Rent and Dividends 17.0 6.5 16.9 79 124 14.7
Other Revenue 29.1 114 16.7 224 26.3 28.6
Capital Revenue 0.7 26.2 1.5 5.8 0.9 1.2
Of which : Sale of crown lands 0.7 1.2 0.0 5.8 0.9 1.2
Grants 395 24.8 25.7 44.6 31.5 327
Total expenditure and net lending 634.1 612.1 596.2 652.6 664.0 696.8
Current 508.9 512.1 518.1 565.0 584.0 606.7
Of which
Wages and salaries 1/ 2479 257.2 2751 281.1 285.8 295.7
Interest 45.7 44.6 42.7 49.8 58.7 56.8
Domestic 27.3 26.7 27.8 31.1 33.8 337
Foreign 18.4 18.0 14.9 18.6 249 23.2
Transfers and subsidies 140.8 137.7 1325 156.0 164.5 170.3
Goods and services 74.5 72.6 67.7 78.1 75.0 83.9
Capital expenditure 125.2 99.9 78.2 87.6 80.0 90.0
Current balance (before grants) 26.3 6.2 74.5 27.2 3.2 16.9
Overall balance -58.7 -42.7 23.5 -9.9 -44.4 -39.2
Overall balance (excl. grants) -98.2 -67.5 -2.2 -54.5 -75.9 -71.9
Primary balance -13.1 1.9 66.3 39.9 14.2 17.6
Primary balance (excl. grants) -52.5 -22.9 40.5 -4.8 -17.2 -15.1
Identified financing 58.7 71.7 -235 9.9 444 39.2
Net external financing 91.0 44.6 -10.2 -36.5 -1.0 67.7
Disbursements 138.0 894 453 28.2 73.0 146.3
Amortization 47.0 447 55.4 64.6 74.0 78.6
Change in government assets -7.6 -7.6 -12.1 -14.0 -20.0 -6.3
Net domestic financing 2/ -60.9 63.6 224 894 73.9 -13.7
Sale of Equity (privatization proceeds) 0.0 0.0 0.0 -35.0 0.0 0.0
Change in account payable and arrears 19.0 -29.0 -23.6 5.7 -8.5 -8.5

Sources: Ministry of Finance and Planning; and IMF staff estimates and projections.
1/ Wages and salaries including social security contributions, commissions, rewards, allowances, and incentives.
2/ Includes other non-banking sector domestic financing.
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Table 4. St. Vincent and the Grenadines: Summary of Central Government Operations,
2014-2019
(In percent of GDP; unless otherwise stated)

2014 2015 2016 2017 2018 2019
Projections

Total revenue and grants 29.3 27.9 29.8 30.3 27.8 28.2
Current revenue 27.2 254 28.5 27.9 26.3 26.7
Tax revenue 24.0 236 25.5 257 241 24.4
Of which
Taxes on income and profits 71 6.4 7.5 71 6.5 6.6
Taxes on property 0.2 0.2 0.2 0.2 0.2 0.2
Taxes on international trade 9.5 9.8 104 10.3 10.2 10.5
Of Which: VAT 37 3.8 3.9 4.1 3.9 4.0
Taxes on domestic transactions 71 7.3 74 8.1 7.2 7.2
Of Which: VAT 33 33 34 35 3.6 3.6
Non-tax 33 1.8 3.0 23 2.2 23
Of which
Fees, Fines and Permits 0.9 0.9 1.4 0.8 0.4 0.5
Interest, Rent and Dividends 0.9 0.3 0.8 0.4 0.6 0.6
Other Revenue 1.5 0.6 0.8 1.1 1.2 1.2
Capital Revenue 0.0 1.3 0.1 0.3 0.0 0.1
Of which : Sale of crown lands 0.0 0.1 0.0 0.3 0.0 0.1
Grants 2.0 1.2 1.2 21 1.4 14
Total expenditure and net lending 32.3 30.0 28.7 30.8 29.8 29.9
Current 25.9 25.1 249 26.7 26.2 26.0
Of which
Wages and salaries 1/ 12.6 12.6 13.2 13.3 12.8 12.7
Interest 2.3 22 2.1 23 26 24
Domestic 1.4 1.3 1.3 1.5 1.5 1.4
Foreign 0.9 0.9 0.7 0.9 1.1 1.0
Transfers and subsidies 7.2 6.8 6.4 74 74 7.3
Goods and services 3.8 3.6 3.3 3.7 3.4 3.6
Capital expenditure 6.4 4.9 3.8 4.1 3.6 3.9
Current balance (before grants) 1.3 0.3 3.6 1.3 0.1 0.7
Overall balance -3.0 -2.1 1.1 -0.5 -2.0 -1.7
Overall balance (excl. grants) -5.0 -3.3 -0.1 -2.6 -3.4 -3.1
Primary balance -0.7 0.1 3.2 1.9 0.6 0.8
Primary balance (excl. grants) -2.7 -1.1 1.9 -0.2 -0.8 -0.6
Identified financing 3.0 3.5 -1.1 0.5 2.0 1.7
Net external financing 4.6 2.2 -0.5 -1.7 0.0 29
Disbursements 7.0 4.4 2.2 1.3 33 6.3
Amortization 2.4 22 27 3.0 33 34
Change in government assets -04 -04 -0.6 -0.7 -0.9 -0.3
Net domestic financing 2/ -3.1 3.1 1.1 4.2 33 -0.6
Sale of Equity (privatization proceeds) 0.0 0.0 0.0 -1.7 0.0 0.0
Change in account payable and arrears 1.0 -14 -1.1 0.3 -04 -04
Memorandum items:
Gross public sector debt 3/ 794 794 82.8 74.2 731 714
Central government debt service to revenues
excl. grants 223 21.2 20.5 238 27.9 26.6
Stock of accounts payable/arrears 4.5 3.0 1.8 2.0 1.5 1.1

Sources: Ministry of Finance and Planning; and IMF staff estimates and projections.
1/ Wages and salaries including social security contributions, commissions, rewards, allowances, and incentives.
2/ Includes other non-banking sector domestic financing.
3/ From 2016, reflects additional debt contracted with PetroCaribe but not previously recorded (EC$ 112 million
or 5.4 percent of GDP in 2016). It includes debt of central government and state-owned enterprises.
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Table 5. St. Vincent and the Grenadines: Monetary Survey, 2014-2019
(In millions of Eastern Caribbean dollars)

2014 2015 2016 2017 2018 2019
Projections
Net foreign assets 508.2 531.9 661.8 622.5 608.2 661.0
ECCB 4214 4448 516.2 487.0 465.6 469.7
Of which: Imputed reserves 4214 4448 516.2 487.0 465.6 469.7
Commercial banks 86.8 87.1 145.6 135.5 142.5 191.4
Net domestic assets 900.4 1,069.4 858.9 916.7 946.1 9741
Public sector credit (net) -25.0 -0.5 -38.6 -10.0 27.4 348
Central government 88.6 111.2 60.4 95.2 109.5 89.4
ECCB -8.7 -1.9 -3.5 -2.7 -2.7 -2.7
Commercial banks 97.3 1131 63.9 97.9 112.2 92.2
Net credit to other public sector institutions -113.6 -111.7 -99.0 -105.1 -82.1 -54.6
National Insurance Scheme -61.5 -72.7 -53.5 -71.1 -711 -71.1
Other -52.2 -39.0 -45.6 -34.1 -11.0 16.5
Credit to private sector 1,045.3 1,069.9 1,084.1 1,1701.0 1,098.7 1,119.6
Of which : Net credit to nonbank financial institutions 16.1 15.5 234 32.6 343 35.8
Other items (net) -119.8 -125.5 -186.5 -1743 -180.0 -180.4
Broad money (M2) 1,408.6 1,475.8 1,520.7 1,539.2 1,554.2 1,635.1
Money 426.3 437.8 479.8 475.8 471.0 499.0
Currency in circulation 53.6 64.6 91.7 95.9 839 87.8
Demand deposits 364.3 364.1 379.6 371.2 378.2 401.8
EC$ Cheques and Drafts issued 84 9.2 8.5 8.8 8.9 9.5
Quasi-money 982.3 1,037.9 1,040.9 1,063.4 1,083.3 1,136.1
Time deposits 130.1 126.9 114.2 110.1 112.2 119.2
Savings deposits 7794 820.6 845.2 875.8 892.2 933.1
Foreign currency deposits 72.8 90.4 815 775 789 83.9
(Annual percentage change)
Net foreign assets 2.8 4.7 244 -5.9 -2.3 8.7
Net domestic assets 13.7 18.8 -19.7 6.7 32 3.0
Credit to private sector -0.2 24 13 1.6 -0.2 1.9
Broad money (M2) 9.5 4.8 3.0 1.2 1.0 5.2
Money 13.9 2.7 9.6 -0.8 -1.0 5.9
Quasi-money 1/ 7.7 5.7 0.3 2.2 1.9 4.9
(Contribution to M2 growth)
Net foreign assets 1.1 1.7 8.8 -2.6 -0.9 34
Net domestic assets 84 12.0 -14.3 38 1.9 1.8
Public sector credit (net) 1.9 1.7 -2.6 1.9 2.4 0.5
Of which: Central government 2.1 1.6 -34 23 0.9 -13
Credit to private sector -0.2 1.7 1.0 1.1 -0.1 1.3
Other items (net) 6.8 -04 -4.1 0.8 -04 0.0
Memorandum item:
Income velocity 2/ 14 14 14 14 14 14

1/ Including resident foreign currency deposits.

Sources: ECCB; Ministry of Finance and Planning; and IMF staff estimates and projections.

2/ Nominal GDP at market prices divided by liabilities to the private sector.
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Table 6. St. Vincent and the Grenadines: Baseline Scenario, Medium-Term Projections,
2014-2023
(In percent of GDP, unless otherwise specified)

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Projections

Output and prices

Real GDP growth at factor cost (in percent) 0.2 0.8 0.8 0.7 2.0 23 2.4 23 23 2.3
Nominal GDP 0.9 3.8 2.0 19 5.2 4.6 4.5 43 4.4 4.4
Consumer Price Index, end-of-period (percent change) 0.1 -2.1 1.0 3.0 2.0 2.0 2.0 2.0 2.0 2.0
Consumer Price Index, average (percent change) 0.2 -1.7 -0.2 2.2 2.4 2.0 2.0 2.0 2.0 2.0
Central government finances
Total revenue and grants 293 279 29.8 30.3 27.8 28.2 284 28.4 284 284
Of which:

Tax revenue 24.0 23.6 25.5 25.7 24.1 24.4 244 24.4 24.4 24.4
Taxes on income and profits 71 6.4 7.5 7.1 6.5 6.6 6.6 6.6 6.6 6.6
Taxes on property 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Taxes on international trade 9.5 9.8 104 10.3 10.2 10.5 10.5 10.5 10.5 10.5
Taxes on domestic transactions 71 7.3 7.4 8.1 7.2 7.2 7.2 7.2 72 72

Grants 2.0 12 12 2.1 14 14 14 1.4 1.4 1.4

Total expenditure and net lending 323 30.0 28.7 30.8 29.8 29.9 29.9 29.8 29.7 29.7
Of which:

Wages and salaries 1/ 12.6 12.6 13.2 133 12.8 12.7 12.5 12.5 124 12.3

Transfers and subsidies 7.2 6.8 6.4 74 74 7.3 73 74 7.4 7.5

Capital expenditure 6.4 49 3.8 4.1 3.6 39 3.9 3.9 3.9 39

Overall balance -3.0 -2.1 1.1 -0.5 -2.0 -1.7 -1.5 -14 -1.3 -1.3
Of which: Primary balance -0.7 0.1 32 1.9 0.6 0.8 1.0 1.0 1.1 1.2
Financing 3.0 35 -1.1 0.5 2.0 17 15 1.4 13 13

Net external financing 4.6 2.2 -0.5 -1.7 0.0 2.9 1.6 0.0 0.2 0.4

Net domestic financing -3.1 3.1 1.1 4.2 33 -0.6 0.5 2.0 1.7 1.1

Other 15 -1.8 -1.7 -2.0 -1.3 -0.6 -0.6 -0.6 -0.6 -0.2

Gross public sector debt 2/ 79.4 79.4 82.8 74.2 73.1 71.4 69.7 68.1 66.7 65.6
External sector
Current account balance -25.8 -14.5 -15.2 -172  -159  -15.0 -14.1 -13.2 124 -11.5
Gross public sector external debt (end of period) 455 46.4 56.7 47.4 448 45.0 439 415 39.1 36.9
External public debt service

(In percent of exports of goods and services) 12.6 10.3 27.7 51.0 28.4 15.2 14.3 13.0 14.1 13.8

Sources: ECCB; Ministry of Finance and Planning; and IMF staff estimates and projections.
1/ Wages and salaries including social security contributions, commissions, rewards, allowances, and incentives.
2/ Includes debt of central government and state-owned enterprises.

INTERNATIONAL MONETARY FUND 31



ST. VINCENT AND THE GRENADINES

Table 7. St. Vincent and the Grenadines: External and Financial Vulnerability Indicators,

2014-2017

(Annual percentage changes, unless otherwise specified)

2014 2015 2016 2017
External indicators
Merchandise exports -9.0 -6.7 -7.0 -13.8
Merchandise imports -2.1 -7.8 0.1 -1.6
Terms of trade deterioration (-) -1.8 -2.6 -2.1 -1.6
Tourism earnings 89.7 18.2 4.5 -2.1
Current account balance (in percent of GDP) -25.8 -14.5 -15.2 -17.2
Official net imputed reserves (in millions of U.S. dollars) 156.1 164.7 191.2 180.4
Commercial banks' net foreign assets (in millions of U.S. dollars) 32.1 32.3 53.9 50.2
External public debt (in percent of GDP) 45.5 46.4 56.7 474
External debt service (in percent of exports of goods and services) 12.6 10.3 27.7 51.0
Of which: Interest 32 2.6 24 2.4
Nominal exchange rate (EC$ per US$, end period) 2.7 2.7 2.7 2.7
Real effective exchange rate depreciation (-), end period 0.0 1.7 1.0 -1.8
Financial indicators
Broad money 9.5 4.8 3.0 1.2
Credit to the private sector -0.2 24 13 1.6
Banking system financial stability indicators (in percent)
Regulatory capital to risk-weighted assets 16.0 20.6 20.1 19.9
Nonperforming loans net of provisions to capital 52.7 42.5 46.9 46.7
Nonperforming loans to total loans 10.0 8.7 9.2 9.0
General government loans to total loans 9.2 8.4 8.5 8.6
Return on assets -0.2 0.8 0.7 0.7
Liquid assets to total assets 37.6 38.2 40.0 38.0
Spread between reference lending and deposit rates 6.8 73 7.3 73
Total loans to total deposits 68.1 67.9 66.8 68.8
Foreign-currency-denominated liabilities to total liabilities 7.0 83 7.5 7.0

Sources: ECCB; Ministry of Finance and Planning; and IMF staff estimates and projections.
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Annex |I. Implementation of Previous Key Staff Advice

2017 Article IV Recommendations

Status

Fiscal

Policy

Broaden the tax base by streamlining tax concessions and
exemptions.

Under consideration.

Continue restraining the wage bill

Ongoing. Since January 2016, there has been no base salary
increase.

Curb the growth of public pensions

Under consideration. The government is preparing a
pension reform strategy.

Preparing and implementing legislation on tax
administration procedures, with a provision for assigning a
Tax Identification Number (TIN) to each taxpayer.

In progress. The Tax Administration and Procedures Act is to
be tabled in the parliament in early 2019.

Fiscal reporting should be expanded to cover the widest
possible fiscal perimeter beyond the focus on the central
government budget, and present fiscal risks explicitly.

Not implemented.

A plan for clearing existing arears should be articulated and
executed.

In progress.

Strengthen the capacities of the Ministry of Finance in
internal audit, financial management information systems,
and cash management

In progress. A Cash Management Committee has been
established.

Policies to Address Natural Disasters and Climate Change

Increase resources for the contingencies fund

Implemented. The government implemented a new climate
resilience levy in October 2018.

Promote more resilient infrastructure

In progress. The new international airport is resilient to
natural hazards. Several resilient infrastructure projects,
including slope stabilization, rivers defense, and coastal
protection, are underway.

Strengthen and enforce the Building Code and Physical
Planning Law, enhance the powers of the NEMO, and
articulate and implement a strategy to rezone areas and
relocate populations deemed at risk.

Limited progress.

Structural Policies

Move ahead with the preparation of the Investment Act

Limited progress.

Develop the vocational training program, and enhance
labor market flexibility

In progress.

Improve land title registration, and improve access to credit

Limited progress.

Reorient the agriculture sector from subsistence to
agribusiness and strengthen its link to tourism

In progress.
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Financial Sector Policies

2017 Article IV Recommendations

Status

Approve the FSA regulations

In progress. Draft FSA regulations have been sent to
Attorney General Office for review.

Issue regulations on non-profit organizations to address
AML/CFT shortcomings

In progress. Draft FSA regulations are under preparation.

Continue preparations towards the 2018 implementation of
the Organization of Eastern Caribbean States Harmonized
Credit Reporting Act

Implemented. St. Vincent authorities have completed their
work.
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Annex ll. External Sector Assessment and Competitiveness

St. Vincent and the Grenadines’ current account deficit remains substantial, despite some
improvements in recent years. The external position remains weaker than implied by medium-term
fundamentals and desirable policies. Implementing fiscal consolidation and structural reforms to
strengthen St. Vincent and the Grenadines’ external competitiveness would help ensure external
balance sustainability.

1. The external position weakened slightly Current Account Balance
in 2017. " Preliminary estimates by the ECCB “ [ =Trade balance —
.. . 30 [Services and others methodology

suggest that the current account deficit widened . —Currentaccount balance
to 17.2 percent of GDP in 2017, up from 15.2 10 H H H H H

P . P : miEEEr e
percent of GDP in 2016. However, the current 7
account deficit in recent years is smaller than in 20
the past. 0
° The Current account deﬁc't Widened to over 30 = 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Sources: S. Vincent authorities; and ECCB.

percent of GDP in 2008, when construction of
the Argyle International Airport began, and imports of construction materials increased. Higher
current account deficits in 2008-2014 also reflected increased fuel imports (due to higher
global oil prices), and increased imports of construction materials for rehabilitation and
reconstruction projects following severe natural disasters (e.g., floods in 2013).

e In 2015-2017, the current account deficit halved to around 14-17 percent of GDP. The reduced
import bills (in part reflecting the completion of the airport) contributed to lowering the trade
balance deficit. The increased receipts from tourists and net income inflows also narrowed the
current account deficit.

2. The real effective exchange rate remains Real Effective Exchange Rates

above historical averages. Along with the o5 (OIS0 ,

appreciation of the U.S. dollar, St. Vincent and the 120 napoes et e xcnange ot (ot 0, Consd, 370 UK
Grenadines' real effective exchange rate index "

(calculated by including all IMF members) increased by 1;: W\/\’\ (200018 ave) ﬁ Lo M/,
about 18 percent between mid-2014 and end-2016. 100 Y
The appreciation pressures have since eased, but only % T Vasodsae)
temporarily, as the real effective rate has begun to rise %

again since the beginning of 2018, together with the 852000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Sources: IMF Information Notice System; and IMF staff calculations.

U.S. dollar. The adjusted real effective exchange index
(calculated by including only the U.S., Canada, and the U.K,, which are St. Vincent and the
Grenadines’ most critical tourist source economies) has also been on a rising trend, although the
adjusted index is less volatile.

" The Eastern Caribbean Central Bank (ECCB) has revised the external sector statistics for 2014 onwards using the
BPM6 methodology, which incorporated updated tourist expenditure surveys, and a wider coverage of offshore
universities and their student population.
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3. With large current account deficits
in the past years, net external liabilities
are sizable. The net international

investment position reached a deficit of over
150 percent of GDP in 2016. It widened
further in 2017 to 168 percent of GDP. Over
two-thirds of external liabilities are in the
form of foreign direct investment.

4. St. Vincent and the Grenadines’
imputed share of net international
reserves held at the ECCB fell slightly in
2017. The stock of imputed reserves
declined from 25 percent of GDP in 2016 to
23 percent of GDP in 2017. Nevertheless, the
import cover ratio remained more than
seven months, well above the benchmark of
three months.

EBA-lite assessment

5. IMF’s EBA-lite models suggest an
overvaluation of the exchange rate
between 5 and 12 percent.

e Current Account Model. The cyclically-
adjusted current account balance is
estimated at -17.4 percent of GDP in
2017, while the cyclically-adjusted
current account norm (the level
consistent with medium-term
fundamentals and desirable policies)
was -13.7 percent of GDP. This suggests
a current account gap of -3.8 percent of
GDP, of which 0.2 percent of GDP was
attributed to the policy gaps (which
include both domestic and world policy
gaps) and -4 percent of GDP to the
residual. The domestic component of
the policy gap (-0.5 percent of GDP) was
mostly due to a higher than desirable

1IP Composition, by Instrument
(Percent of GDP)
200

B Portfolio equity assets
150 1 FD! liabilities

m financial derivatives assets
100 — Net IIP

4 B

=3 Portfolio equity liabilities =3 FDI assets
B Debt assets 3 Debt liabilities
[ financial derivatives liabilities EZTIFX Reserves minus gold

- =

-150

-200

-250

-300
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Source: IMF Balance of Payments Statistics, IMF World Economic Outlook

Imputed Net International Reserves
30

o

FdReserves in percent of GDP (left axis)

25 Reserves in months of imports (right axis) F’] :
20 w 7 ﬁ /
2%%
15 W w W % / 5
7 7 ﬁ :
10 - ﬁ / s
5 297
299
0 0
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Sources: ECCB; and staff calculations.
Current Account and Real Exchange Rate Assessments
(In percent of GDP)
I-REER
CA Model  Model
CA Actual -17.2
Cyclically adjusted CA -174
Cyclically adjusted CA norm -13.7
CA Gap -3.8
O.w.: Policy gap 0.2
(Domestic policy gap) -0.5
O.w.: Fiscal policy 04
(Domestic policy gap) -0.5
Public health expenditure -0.3
Change in reserves -0.3
(Domestic policy gap) 0.0
Residual -4.0
Real exchange rate gap' 12.0 5.1

Source: IMF staff estimates.
1/ Positive numbers indicate an overvalued REER.

level of St. Vincent and the Grenadines' fiscal deficit in 2017. The estimated current account
gap implies an exchange rate overvaluation of about 12 percent in 2017.

¢ Index-REER model. This approach indicates an exchange rate overvaluation of about 5 percent

in 2017.
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o External Sustainability model. To stabilize the international investment position at its 2017
level (-168 percent of GDP), the required level of the current account balance (norm) was -
12.2 percent of GDP. This is higher than the actual current account deficit in 2017 (-17.2
percent of GDP) but slightly lower than the projected current account deficit in 2023 (-11.5
percent of GDP). Under the baseline medium-term fiscal scenario, public external debt is
assumed to be reduced by 18.2 percentage points of GDP in the medium term. This implies,
other things equal, an improvement of the international investment position to —149.7
percent of GDP, raising the current account norm to -11.5 percent of GDP. Should this be
done by 2030, the current account norm would be further raised to -10.4 percent of GDP,
pointing to an exchange rate overvaluation of about 3 percent.

External Sustainability Results

CAnorm 2017 CA 2023 CA proj. CA gap REER gap
(% of ( % of
GDP) GDP) (% of GDP)
Scenario 1: Stabilizing net IIP at -168.0 % of GDP -12.2 -17.2 -11.5 0.8 -2.5
Scenario 2: Stabilizing net IIP at -149.7 % of GDP -11.5 -17.2 -11.5 0.0 0.0
Scenario 3: Reaching net IIP at -149.7 % of GDP in 2030 -10.4 -17.2 -11.5 -1.0 3.2
6. Overall assessment. All these results suggest that St. Vincent and the Grenadines’

external position is weaker than its level consistent with medium-term fundamentals and
desirable policy settings.

Policy Implications

7. The external position is expected to improve over the medium term. New flight
connections at the new airport are anticipated to increase tourist arrivals and investment in hotels
and resort facilities. Furthermore, with the improved connectivity and air cargo capacity, export-
oriented businesses would grow faster, contributing to bolstering external competitiveness. The
government’s ongoing initiatives to boost agriculture production and promote geothermal and
renewable energies would also contribute to reducing the country’s import dependency on
necessity goods (e.g., fuels and foods). However, to fully reap the benefits of the enhanced
connectivity, efforts need to continue to improve the investment and business climate by
implementing structural reforms. Fiscal consolidation should continue vigorously to ensure
macro-fiscal stability in the medium term.
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Annex lll. Risk Assessment Matrix®

. Impact
. Risk - " .
Source of risk A Size (time Channels Policy response
likelihood .
horizon)
Downside
. . ) . ) . Continue fiscal lidation. Adopt
Sharp tightening of global financial . Increase external financing onunue fiscal consolidation. Adopt a
L High medium-term fiscal framework to
conditions (ST) costs X . -
improve fiscal credibility.
Weaker than expected global
growth. Especially in the U.S. (most
important tourism source
economy), as capacity constraints Reduce tourist arrivals, Strengthen competitiveness by
become more binding and the MT) negatively affecting implementing structural reforms.
economy pushes further through tourism-related activity Diversify the economy and tourism base.
full employment, the risks of a
sharper-than expected slowdown
increase
An increase in oil prices by
; Advance on the geothermal energy
10 percent would increase . L2 .
. . . Low, project and diversify the energy matrix.
Sizable deviations from baseline . CPI by about 0.5 percent A
. High Continue to allow for the full pass-
energy risks and worsen the current . S .
(ST.MT) through of prices to minimize the impact
account by 0.1-0.2 L
. on public finances.
percentage points of GDP.
Capitalize the contingency fund and
. ) High (ST, Reduce growth and worsen allocate expendlture reserves for
More severe natural disasters High . o emergency operations, and expand the
MT) fiscal and external positions ; . .
coverage of disaster insurance, especially
against floods.
A.conﬂdence .ShOCk could Continue to strengthen financial
. . . - Low (ST, trigger deposit outflows, . L
Financial sector risks materialize 8 . . regulation and supervision, and develop
MT) leading to financial -
. el a crisis management framework
instability
Costs and time to settle . .
. a fm - Conduct National Risk Assessment
Loss of correspondent banking transactions rise, affecting . ) .
. . . ) exercises and strengthen international tax
services relationships (ST, MT) trade finance and .
. . cooperation frameworks
remittance inflows
Upside
To fully reap the benefits of the
Tourist arrivals and more direct . enhanced connectivity, efforts need to
. S . Boost tourism-related . . .
flights from major cities in the U.S. High (ST, S continue to improve the investment and
activities . . . .
and Canada. MT) business climate by implementing
structural reform agenda
Stronger investor interest High (ST, Boost investment in hotels Same as above
MT) and resort developments

" The Risk Assessment Matrix (RAM) shows events that could materially alter the baseline path (the scenario most
likely to materialize in the view of IMF staff). The relative likelihood is the staff's subjective assessment of the risks
surrounding the baseline (“low” is meant to indicate a probability below 10 percent, “medium” a probability between
10 and 30 percent, and "high” a probability between 30 and 50 percent). The RAM reflects staff views on the source
of risks and overall level of concern as of the time of discussions with the authorities. Non-mutually exclusive risks
may interact and materialize jointly. “Short term (ST)” and "medium term (MT)" are meant to indicate that the risk

could materialize within 1 year and 3 years, respectively.
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Appendix I. The New International Airport: A Bid for Growth

1. On February 14, 2017, the Argyle International Airport opened, replacing the much
smaller ET Joshua Airport. The new Comparisons of Old and New Airports

airport can handle about 1.4 million Old ET Joshua New Argyle
passengers per year, more than Airport Airport

four times the capacity of the old Passenger capacity 0.28 mill. per year | 1.4 mill. per year

4,595 ft long by 150 | 9,000 ft long by
ft wide 150 ft wide
ATR 42-600, ATR 72-| Boeing 747-400s

airport. With the runway length of
9,000 feet, it can accommodate a

Runway length

jet airplane as big as the Boeing Largest aircraft capacity 600
747-400.
2. In 2005, the government officially announced its plan to build a new airport,

which aroused some controversy. First, because St. Vincent is a mountainous island, it was
difficult to find flat land, and a flat land was created by levelling out mountains. Second, the
construction costs were estimated significantly high at EC$700 million (about 37 percent of
2008 GDP), and the authorities faced difficulties in securing financing, in part due to tightened
global financial conditions following the 2008 global financial crisis. Nonetheless, the
authorities managed to secure grants (including in-kind) and concessional loans (with the
effective average interest rate estimated at below 1 percent) from both bilateral and
multilateral lenders. The construction of the airport began in August 2008 and was scheduled
to be completed in 2011. But due to the above-mentioned challenges, the construction was
delayed by about 6 years.

3. Nearly two years after its Major New Direct Flights from the U.S. and Canada
opening, the airport is already paying
dividends. Several major international

Beginning in | New Direct Flight From Frequency

Weekly (Thursday),

airlines have begun direct services from December 2017 | Air Canada Rouge| Toronto Jear round
New York, Miami, and Toronto. With the Weelly
improved connectivity, stayover arrivals March, 2018 | Caribbean Airlines| New York | (Wednesday) year
have recovered to 5 percent growth round
(year-on-year) in the first eight months of , Weekly (Sunday),
. December, 2018 | Air Canada Rouge| Toronto seasonal from
2018, from -4.3 percent in 2017." The December to April
airport also includes a modern cargo - | weekiy (saturday),
. . December, 2018| American Airlines Miami
terminal with a large warehouse space year round

and cold storage, which would support
exports of agriculture and fish products. The Ministry of Agriculture estimates that fish and
lobster exports grew by more than 50 percent (year-on-year) in the second quarter of 2018.

T Culiuc (2014) shows that tourism flows respond strongly to changes in the destination country’s real
exchange rate. Tourism to small islands, however, is less sensitive to changes in the country’s real exchange
rate, but more susceptible to the introduction/removal of direct flights.
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4. Tourism will continue to be a key
. . . . St. Vincent and the Grenadines: Stay Over Tourist Arrivals

driver of economic growth in St. Vincent and the and Real GDP (In logarithm)

5.1 34
Grenadines. Tourism has a direct impact on
tourism-related activities (including hotels,
restaurants, transport, and retail trade).? It would it
also have indirect spillovers effects on the economy |,
as a whole: for example, prospects of rising tourism | ¢

5.0 33

49 32
31

30

29

.- —Log(Stay Over Tourists; left scale)

arrivals would encourage investment in hotels and s 28
epey e . - -~ Log(Real GDP; right scale)
resort facilities. Staff estimates that a 1 percent a4 27
. . . . . . 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013 2016
growth in tourist stayover arrivals is associated with , o
Sgurces: Caribbean Tou.nsm Organization; Stal\stlcsloff\(e of Govenrment of St.
a 1 percent increase in real GDP in the Iong_run' Vincent and the Grenadines; and Fund staff calcualtions
5. Nonetheless, tourism growth should not be taken for granted, and a strategy

to leverage tourism to boost potential growth will be needed. Hotel capacity (currently,
about 1,900 rooms) needs to be increased over the medium term, while tourism industry
needs to constantly adapt to the changing preferences and needs of tourists. Meanwhile, the
government should continue to find a way to diversify the economy, possibly by linking
tourism to the local economy, for example, agriculture and light manufacturing (Caribbean
Development Bank, 2017). Further opportunities for regional collaboration should be explored.
This includes concerted efforts to improve transportation links and the standardization of
immigration and customs procedures across the region. Finally, the private sector should have
an important role to play in driving innovation and enhancing competitiveness in the tourism
sector. In this light, the government’s continued efforts to improve the business and
investment environment is critical.

2 In the National Accounts, these tourism sectors, as well as the wholesale sector (which cannot be stripped
out due to data limitation), account for about 30 percent of GDP.
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Appendix Il. Disaster Risk Financing Strategies and
Contingency Fund

1' St' Vincent and the Table 4. Major Weather-related Disasters since 1980
Grenadines is vulnerable to
. . . Y T Total d Est. fiscal cost People affected
natural disasters including floods, = P GGomsGDP) | NumBer % populaTior
landslides, and earthquakes. 4
X 1980 Hurricane Allen 19.8 20,500 20.9
Fortunately, St. Vincent and the 1987  Floods 28 1,000 10
. . 1987  Hurricane Emily 3.0 208 0.2
Grenadines has not been hit by 1999  Hurricane Lenny 05 100 0.1
. . . 2002 Hurricane Lili 24 NA NA
huge hurricanes (like Hurricanes 2004 Hurricane Ivan 10 1,004 09
. . . 2005  Hurricane Emily 15 530 0.5
Irma and Maria in 2017, causing 2010  Hurricane Tomas 37 6,100 5.6
. . . o . 2011 Floods 3.8 275 0.3
major disasters in Dominica) over 2013 Floods 150 17,422 158
the past few decades. However, the 2016 Floods 47 25,000 227
. Annual average
economy has been hit by severe Full sample (1980-2017) 15 11
. . . A . Last 20 years (1998-2017) 1.6 12
rains and hlgh winds resultlng n Last 15 years (2003-2017) 20 14
. . Last 10 years (2008-2017) 2.7 2.0
floods and landslides, several times Last 5 years (2013-2017) 39 29

in recent years. For examp|e’ during Sources: Acevedo, S., 2016, "Gone with the Wind : Estimating Hurricane and Climate Change Costs in

the Caribbean,"” IMF WP 16/199; EM-DAT database; and the St. Vincent authorities.
December 24™ and 25, 2013, a
tropical trough system produced heavy rains, causing flush floods and landslides. This took the
lives of a few people and damaged roads, electricity, and water infrastructure, housing, public
and private buildings (estimated at about 15 percent of GDP).

2. The frequency and severity of natural disasters seems to have intensified in
recent years. The annual average of total natural disaster damages is estimated at 1.5 percent
of GDP for the period 1980-2017. Taking more recent and shorter sample periods, natural
disaster damages averaged 2 percent of GDP for the last 15 years and 2.7 percent of GDP for
the last 10 years.

3. To secure financing for disaster costs, the government created the Contingencies
Fund in 2017. The primary purpose of the Contingency Fund is to provide self-insurance to
cover emergency relief and reconstruction in the event of natural disasters. The fund has
dedicated financing sources: the government increased the standard VAT rate from 15 to 16
percent (and the VAT for tourism sector from 10 to 11 percent) effective May 2017 and
introduced a Climate Resilience Levy (paid by all stay-over visitors in hotels, apartments, and
short-term rentals at EC$8 per night) effective October 2018. Staff estimates that these
measures would generate about 0.7 percent of GDP annually. The fund is expected to grow
only gradually: assuming no natural disasters, staff projects that the size of the fund would
reach 1.4 percent of GDP by the end of 2019. The fund complements insurance coverage
through the Caribbean Catastrophe Risk Insurance Facility (CCRIF) in protecting public finances
from large and volatile expenditures associated with natural disasters.

4. While the establishment of the Contingency Fund is welcome, a robust legislation
framework is necessary to provide safeguards for effective governance and operational
arrangements. The legislation should (i) provide clearly the legal form and structure of the
fund and its relationship with other state bodies (including the MOF); (ii) ensure consistency
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with the broader public financial management framework governing budgetary processes
(especially, the Contingency Fund's operations should be consolidated with budget reports to
allow for a proper assessment of the government'’s overall fiscal position); (iii) support its
effective operation and the achievement of its stated policy objective(s), which should be
economic and financial in nature; and (iv) promote effective accountability and transparency.
Key features which could be specified in the legislation framework are summarized in
Appendix Il Box 1.

Box 1. Key Features to be Articulated in Legislation framework for the Contingency
Fund

e Objectives. To avoid the Contingency Fund being used for events different from natural
disasters, the legislation should clearly stipulate that the objective is to finance emergencies
and reconstruction efforts in the event of natural disasters.

e Triggers for withdrawals. Trigger events should also be defined (such as a declaration of a
disaster emergency by the government).

e Size. The size should be determined by considering (i) expected damages, (ii) likely available
support from the international community, (iii) ability to borrow in an emergency, and (iv)
opportunity costs for building up buffers. Given opportunity costs, the fund should not get too
large because (i) its primary purpose is to "buy time” by covering immediate expenses during
which time longer-term financing can be arranged, and (ii) a large fund will generate pressures
to tap it for other purposes.

e Investment strategy. It is important that the fund should retain a relatively high level of
liquidity to deal with the urgency of disbursement and have a diversified portfolio.

e Accountability and reporting. While some flexibility may be needed (e.g., procurement
processes) to provide emergency relief when natural disasters occur, releases of funds need to
comply with Public Financial Management regulations. The fund balance should appear in
financial statements, and drawdowns from the fund should appear in the budget execution
reports. The Audit Office should also examine and audit the financial statements of the
Contingency Fund and publish its reports.

e Governance structure. The organizational structure should clearly distinguish decision-making
by the owner (i.e., the government) and operational implementation.

5. The authorities should also review whether the current level of insurance
coverage is adequate. For example, in the 2016 floods, the amount of the insurance payout
was only EC$0.8 million (0.03 percent of GDP), as the government chose to keep premium
costs low, given limited fiscal space. While self-insurance through the Contingency Fund can
help reduce funding uncertainty when disasters hit, its size is expected to remain small in the
near future. As a risk transfer tool, insurance would offer an additional layer of projection,
especially against a disaster risk with low frequency but high severity. In this context,
consideration should be given to expand the coverage of disaster insurance through CCRIF
and reduce the government’s contingent liabilities, especially against floods.
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ST. VINCENT AND THE GRENADINES

B FUND RELATIONS

(As of December 31, 2018)

Membership Status:

Joined: December 28, 1979; Article VIII

General Resources Account: SDR Million Percent of Quota
Quota 11.70 100.00
Fund holdings of currency 11.98 102.38
Reserve Tranche Position 0.50 4.27
SDR Department: SDR Million Percent of
Allocation

Net cumulative allocation 7.91 100.00
Holdings 0.27 3.38
Outstanding Purchases and Loans: SDR Million Percent of Quota
RCF Loans 3.86 32.99
Emergency Assistance /! 0.78 6.65
ESF RAC Loan 0.37 3.19
Latest Financial Arrangements: None
Projected Payments to the Fund ?

Forthcoming

2019 2020 2021 2022
Principal 1.82 1.08 0.87 042
Charges/Interest 0.09 0.08 0.08 0.08
Total 1.91 1.16 0.96 0.50

Implementation of HIPC Initiative:
Implementation of Multilateral Debt Relief Initiative (MDRI):

Implementation of Catastrophe Containment and Relief (CCR):

T Emergency Assistance may include ENDA, EPCA, and RFI.

Not Applicable
Not Applicable
Not Applicable

2 When a member has overdue financial obligations outstanding for more than three months, the amount of

such arrears will be shown in this section.
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Exchange Rate Assessment: St. Vincent and the Grenadines is a member of the Eastern
Caribbean Currency Union, with the Eastern Caribbean Central Bank (ECCB) as the common
central bank, and the Eastern Caribbean dollar as the common currency. Since July 1976, the
Eastern Caribbean dollar has been pegged to the U.S. dollar at EC$2.70 per U.S. dollar. The
exchange rate arrangement is classified as a currency board. St. Vincent and the Grenadines has
accepted the obligations of Article VIII, Sections 2(a), 3 and 4, and maintains an exchange system
that is free of restrictions on the making of payments and transfers for current international
transactions.

Safeguards Assessment: Under the Fund's safeguards policy, the ECCB is subject to a full
safeguards assessment on a four-year cycle. An update assessment was completed in April 2016
and found that the ECCB has maintained generally strong controls over its key operations.
External audit and financial reporting practices remain sound. The ECCB financial statements are
compliant with International Financial Reporting Standards and are published on a timely basis.
The internal audit function has since been reformed to align it with leading international
practices and oversight was further strengthened by enhancing the financial expertise of the
audit committee.

Article IV consultation: St. Vincent and the Grenadines is on a 12-month cycle. The last Article
IV consultation was concluded on December 15, 2017 by the Executive Board; Country Report
17/400.

Technical Assistance (TA): TA missions from the Caribbean Regional Technical Assistance Centre
(CARTAC), Monetary and Capital Markets Department (MCM), Fiscal Affairs Department (FAD),
and Statistics Department (STA) in 2012-2018 are summarized as following.

St. Vincent and the Grenadines: Fund Technical Assistance, 2012-2018

Department Areas Main objectives Mission dates

STA External sector statistics Enhance the compilation of the annual balance Sept 17-28, 2018
of payments and international investment
position statistics.

MCM Government securities Develop an investor relations program to Aug 13-17, 2018
market increase the visibility in the regional
government securities market and widen the
investor base.

MCM Risk-based supervision Strengthen financial resilience in the insurance Jun 25-29, 2018
framework sector, including by developing an insurance
sector stress testing framework.

STA National accounts Review and provide advice on improving and Jan 22-Feb 2, 2018
statistics expanding the national accounts.

FAD Medium-term fiscal Strengthen the medium-term economic and Mar 7-15, 2017
framework fiscal outlook statement and better integrate it

into the budget process.
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St. Vincent and the Grenadines: Fund Technical Assistance, 2012-18 (continued)

Department Areas Main objectives Mission dates
FAD Tax policy Review selected issues in tax policy and the Nov 16-25, 2016
status of the suggestions of previous technical
assistance from FAD, and assess the scope for
further TA.
MCM Credit union supervision | Help the Financial Services Authority build Aug 8-12, 2016
analytical capacity for effective credit union
supervision, particularly stress testing and
financial soundness analytical frameworks.
STA National accounts Review and provide advice on improving and Jun 6-17, 2016
statistics expanding the national accounts, particularly
quarterly constant price GDP by economic
activity.
FAD Expenditure arrears Develop a strategy to resolve the existing Apr 27- May 10, 2016
expenditure arrears and to prevent the
reoccurrence of new ones.
FAD Cash basis International Provide technical assistance in adopting cash Mar 29 -Apr 2, 2016
Public Accounting basis IPSAS for reporting the financial operations
Standards (IPSAS) of the government.
STA National accounts Assist with improvements in the annual GDP by Oct 19-30, 2015
statistics economic activity estimation methodology.
FAD Cash basis IPSAS Provide technical assistance in adopting Cash Oct 26- Nov 6, 2015
Basis IPSAS for reporting the financial operations
of the government.
FAD Government finance Assist in implementing the GFS compliant chart Jul 29-Aug 4, 2015
statistics (GFS) of accounts.
FAD Public finance Identify short term PFM reforms as part of the May 26-29, 2015
management (PFM) Fiscal Management in the Caribbean Project.
reforms
STA External sector statistics Help survey respondents in recording external Feb 2-6, 2015
sector statistics, particularly good imports, travel
credits, private transfers and FDI.
STA National accounts Assist the authorities in revising the estimates of | Aug 11-14, 2014
statistics GDP by expenditure.
FAD Medium-term debt Build analytical capacity in the Debt Mar 3-13, 2014
management (MTDS) Management Unit, demonstrate the application
strategy and use of the MTDS toolkit, and support the
authorities in developing a MTDS strategy.
FAD Tax policy Review tax incentives and real property taxation. | Feb 4-19, 2014
FAD PFM Review the PFM technical assistance provided Apr 23-May 2, 2013

under the SEMCAR program.
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St. Vincent and the Grenadines: Fund Technical Assistance, 2012-18 (concluded)

Department Areas Main objectives Mission dates

STA National accounts Assist the authorities in revising the estimates of | Dec 10-14, 2012
statistics GDP by expenditure components.

FAD Budget execution Improve the budget execution and treasury Jun 4-22, 2012

operations.

FAD Public expenditure and Initiate a PEFA assessment exercise. Mar 19-28, 2012
financial accountability
(PEFA)

STA National accounts Assist the authorities in revising the estimates of | Jan 16-19, 2012
statistics GDP by expenditure.

AML/CFT: The last formal AML/CFT assessment for St. Vincent and the Grenadines was
undertaken by Financial Action Task Force (FATF) in 2012 under the 40 + 9 FATF standards. After
the May 2013 Follow-up Report, St. Vincent and the Grenadines was placed in the first stage of
the enhanced follow-up process for not making enough progress to comply with FATF
recommendations. In 2016, the Caribbean Financial Action Task Force (CFATF) Plenary decided to
advance the country to the second stage of enhanced follow-up process. In 2017, the
government amended three laws and published procedures on AML/CFT measures. The 2018
Follow-Up Report noted progress to the AML/CFT framework in respect to the Core and Key
recommendations, enough for St. Vincent and the Grenadines to exit from the third round of
follow-up process. The next formal AML/CFT assessment is planned to be conducted by CFATF in
the third quarter of 2021.
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RELATIONS WITH THE WORLD BANK GROUP

(As of December 13, 2018)

St. Vincent and the Grenadines is a member of four World Bank Group (WBG) institutions: the
International Development Association (IDA), the International Bank for Reconstruction and
Development (IBRD), the Multilateral Investment Guarantee Agency (MIGA) and the International
Center for Settlement of Investment Disputes (ICSID). In 1982, the country joined IDA and IBRD; in
1990 joined MIGA; and in 2003, ICSID. St. Vincent and the Grenadines is not a member of the
International Finance Corporation.

The WBG relationship with St. Vincent are the Grenadines is determined by the ongoing Regional
Partnership Strategy (RPS) for the Organization of Eastern Caribbean States (OECS), which
encompasses St. Vincent and the Grenadines and five other WBG member countries from the OECS.
The RPS, originally expected to cover the FY2015-FY2019 period, was revised in May 2018 through a
Performance and Learning Review (PLR) that extended the closing date through FY2020 (June 30,
2020).

St. Vincent and the Grenadines receives both financial and analytical support from the WBG. The
country is eligible for concessional financing on IDA credit terms through the Small States Exception.
Its indicative allocation for the IDA18 cycle (July 1, 2017-June 30, 2020) is 48.1 million Special Drawing
Rights (SDR), equivalent to US$66.6 million (at the December 13, 2018 exchange rate).

A. Projects

St. Vincent and the Grenadines participates in seven active investment project financing (IPF)
operations for a total of US$97.6 million. Six of these IPF projects are regional, and one is country-
specific. The six regional projects are in: (i) disaster risk management; (ii) information and
communications technology; (iii) energy; (iv) tourism; (v) agriculture; and, (vi) access to finance. The
country-specific project covers the human development areas of social protection and education.
Four of these projects were approved in the last one and a half years. The total amount disbursed to
date is equivalent to roughly three-quarters of the total commitments, and disbursements and debt
service with the WBG, by calendar year is presented in Table 1. The planned WBG's pipeline for the
country under IDA18 comprises the following operations: (i) a US$ 6 million credit for the OECS
Regional Health Project (US$4 million of which are leveraged from a regional IDA fund outside St.
Vincent's national allocation); (ii) a port modernization project, for a total of US$30 million; and a
programmatic series of two Development Policy Credits (DPCs) for a total of about US$33 million.

B. Advisory Services and Analytics (ASA)

The WBG provides a series of ASA to St. Vincent and the Grenadines, both in the context of regional
and country-specific initiatives. There is currently only one country-specific ASA for SVG supporting
the technical assistance for the National Risk Assessment (NRA) for Anti-Money Laundering and
Combating Finance Terrorism (AML/CFT). The regional ASA are very diverse and encompass support
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in several areas and themes around the overarching “resilience building” approach (e.g. renewable

energy, disaster risk management, public sector systems).

Table 1. World Bank Group Projects, as of December 13, 2018

(In millions of US dollars)

Active projects

Principal Available Disbursed

OECS Regional Agriculture Competitiveness Project 2 4.3 4.0 0.3
OECS Regional Tourism Competitiveness 2 5.0 4.9 0.1
OECS MSME Facility Guarantee Project 2 2.0 2.0 0.0
Regional Disaster Vulnerability Reduction Project 2 71.0 52.9 18.1
Caribbean Regional Communications Infrastructure Program 2 6.0 2.6 34
Solar PV Demonstration and Scale-Up Project? 0.6 0.0 0.6
Human Development Service Delivery Project 10.7 10.3 0.4
Total * 97.6 74.7 2.9
Disbursements and debt service
2011 2012 2013 2014 2015 2016 2017 2018°

Total disbursements 31 1.6 5.0 3.4 1.6 1.8 0.9 1.2
Repayments 1.0 1.3 13 13 1.4 1.4 1.4 14
Net disbursements 2.0 0.3 3.7 2.1 0.2 0.5 -0.5 -0.2
Interest and fees 0.4 0.4 0.4 0.4 0.3 0.3 0.3 0.3

1/ Amounts may not add up to principal due to changes in the SDR/USD exchange rate.
2/ Regional project; only includes specific amounts for St. Vincent and the Grenadines.

3/ January to December 13, 2018
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ST. VINCENT AND THE GRENADINES

N RELATIONS WITH THE CARIBBEAN DEVELOPMENT
BANK (CDB)

(As of December 13, 2018)

The strategic objectives of the CDB's country strategy for St. Vincent and the Grenadines (2014-18),
are to: (i) accelerate and sustain inclusive economic growth; (ii) promote human and social
development; and, (iii) enhance environmental sustainability and disaster risk management. The
related assistance program entails financing commitments of up to US$86.7 million inclusive of
US$21 million from Special Funds Resources (SFR), and the remaining US$65.7 million from the
CBD's Ordinary Capital Resources to help the authorities implement selected components of its
National Economic and Social Development Plan for 2013-2025.

Since 2018 to date, the CDB has approved US$22.2 million in new loans and disbursed US$ 7.0
million to St. Vincent and the Grenadines. Against the backdrop of increasing intensity and frequency
of natural disasters and greater vulnerability, disaster risk management and community resilience
building remained center-stage in CDB's strategic responses to the challenges facing St. Vincent. The
country is exposed to high levels of risk to meteorological and geophysical hazards, which have
significant negative impacts on economic and fiscal stability. These natural hazards are being
exacerbated by the adverse impacts of climate variability and climate change, which place increased
stress on water availability, coastal protection investments, food security, national infrastructure and
livelihoods, especially of the poor and vulnerable groups. Following severe meteorological events in
2016 and 2017, additional project financing was approved during 2018 to support climate resilient
and adaptation infrastructure investments, and reduce vulnerability to extreme rainfall, storm surges
and other climate change impacts. Infrastructure works include coastal and river defense works,
bridge and road upgrade and rehabilitation, as well as slope and embankment stabilization.

Grant funds were also approved through CDB’'s Community Disaster Risk Reduction Fund — a multi-
donor trust fund - to implement “Volcano-Ready Communities in St. Vincent and the Grenadines”, a
two-year project to prepare vulnerable communities to manage potential impacts of La Soufriere
Volcano and related hazards. On successful completion, St. Vincent would be the first country in the
Region to hold the “Volcano-Ready” designation. The project targets 12 towns and villages in the
high-risk zones of La Soufriere. It specifically seeks to improve early warning and alert systems; train
early response and risk assessment teams; develop a “Volcano-Ready” framework and toolkit for
communities; and create public education and awareness materials to be shared with schools,
businesses, and residents.

Cumulative loans approved since 1970 stands at US$233.9 million of which US$172.5 million is

disbursed. The disbursed debt outstanding amounts to US$106.7 million. Details of the active loan
portfolio are highlighted in Table 2.
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Table 2. CDB Projects, as of December 13, 2018
(In millions of US dollars)

Active projects

Approved Undisbursed

Disaster Risk Reduction and Climate Change Adaptation 25.7 25.5
Rehab/ Reconstruction —Hurricane Tomas 12.6 5.9
South Leeward Highway Rehabilitation 13.6 3.2
Rehab/ Reconstruction — Dec 2013 Trough 16.7 13.5
Technical and Vocational Education and Training Development 12.3 9.8
Energy Efficiency Measures and Solar Voltaic Plant 4.2 4.2
Total 85.1 62.1
Disbursements and debt service
2013 2014 2015 2016 2017 2018"

Net disbursement 1.5 -0.6 -3.0 -2.8 -5.5 -2.6

Disbursement 7.2 6.6 4.6 7.1 4.7 7.0

Amortization 5.7 6.0 7.6 9.9 10.2 9.6
Interest and charges 4.1 4.4 4.1 3.4 34 3.8

1/ January to December 13, 2018

INTERNATIONAL MONETARY FUND

9



ST. VINCENT AND THE GRENADINES

I STATISTICAL ISSUES

(As of December 13, 2018)

ST. VINCENT AND THE GRENADINES—STATISTICAL ISSUES

I. Assessment of Data Adequacy for Surveillance

General: Data provision has some shortcomings but is broadly adequate for surveillance.

National Accounts: The Statistical Office (SO) has been disseminating annual GDP estimates
by economic activity and expenditure at current and constant 2006 prices since 2011. The SO
commenced releasing quarterly GDP estimates by economic activity at constant prices in July
2018. A CARTAC mission to be undertaken in January 2019 will assist with development of the
quarterly GDP estimates at current prices and the framework for the 2018 Supply and Use
Tables. A medium-term action plan to improve and expand the national accounts aggregates
has been developed. It will be necessary to increase the staffing and other resources of the SO
in order to implement the action plan. In addition, improvements are needed on data used to
monitor labor markets.

Price Statistics: A current CPl index series (with January 2010 as the base) was introduced in
June 2011 with assistance from CARTAC. The current index uses a Household Budget and
Expenditure Survey (HBES) that took place in 2008. As part of the CARTAC's assistance with the
current CPl indey, it helped link the 2001 based to the 2010-based CPI series. The SO has not
produced producer price index (PPI), and export and import price indices (XMPIs). The SO
conducted a HBES in 2018 and the data will be used to reweight the CPI basket during 2019.

Government Finance Statistics: Due to delays in reporting capital expenditures by some
ministries, monthly revenue and expenditure data for the central government are provided to
the International Monetary Fund with some lag. Discrepancies exist between the fiscal and
monetary accounts, between above and below the line for budget data, and between
financing and debt data. The financial reports of public enterprises are not timely, with about a
two-year lag. Fiscal data provided for surveillance are based on the Government Finance
Statistics Manual (GFSM) 1986 framework, and it is desirable for the country to develop
capacity and migrate to reporting based on the GFSM 2014 framework, which would support
enhanced DSA as well as application of intersectoral BSA.

Monetary and Financial Statistics: Monthly monetary statistics are compiled and reported to the
Fund by the ECCB, based on standardized report forms (SRF) for the central bank (SRF 1SR)
and for other depository corporations (SRF 2SR), since July 2006. The main shortcomings of
the monetary statistics relate to incomplete institutional coverage of other depository
corporations. Specifically, mortgage companies, finance companies, building societies, and
credit unions—all of which accept deposits—are not covered by the monetary statistics. Also,
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accrued interest is not incorporated in the value of the interest-bearing assets and liabilities,
and valuation adjustments are included in other liabilities. To achieve better coverage, close
coordination between the ECCB and the Financial Services Authority (which supervises financial
corporations other than those licensed under the Banking Act) is crucial. The ECCB is currently
working on implementing a new reporting system for commercial banks that is envisaged to
address the recommendations made by the past TA mission. It is expected that the new
reporting system would be implemented in the next few years.

Financial Sector Surveillance: The ECCB reports all core and 10 additional financial soundness
indicators (FSls) for deposit takers in St. Vincent.

External sector statistics: Since 2017, annual balance of payments and international investment
position (IIP) data have been compiled and disseminated following the latest international
standard methodology (BPM6). Education-related services provided to nonresident students
by the offshore universities, which were omitted in the former methodology, are now included
as travel services exports. CARTAC continues to assist the SO and the Tourism Authority in
strengthening the visitor expenditure survey. The response rate to the business surveys is one
of the lowest in the ECCU. As advised by CARTAC, the SO is approaching administrative
sources to reduce data gaps. Actions for improvements are coordinated by the SO with the
ECCB, which jointly compile the external sector statistics of St. Vincent and the Grenadines and
the rest of the ECCU.

Il. Data Standards and Quality

St. Vincent and the Grenadines has been participating in the General Data Dissemination
System since September 2000 and currently participates in its successor initiative, the e-GDDS.
The 2007 regional data ROSC provides an assessment on the ECCB’s monetary statistics. No
data ROSC is available for other sectors.

INTERNATIONAL MONETARY FUND 11
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St. Vincent and the Grenadines: Table of Common Indicators Required for Surveillance
(As of December 13, 2018)

Date of latest

Date received

Frequency of

Frequency of

Frequency of

observation data3 reporting? publication?

Exchange rate Fixed exchange rate regime
International reserve as;gts and reserve liabilities September 2018 November 2018 M M M
of the monetary authorities
Reserve/base money September 2018 November 2018 M M M
Broad money September 2018 November 2018 M M M
Central bank balance sheet September 2018 November 2018 M M M
Consolidated balance sheet of the banking system | September 2018 November 2018 M M M
Interest rates September 2018 November 2018 M M M
Consumer price index November 2018 December 2018 M M M
Rev_enue,_ expenditure, balance and composition September 2018 November 2018 M M Q
of financing—central government
Rev.enue,. expenditure, balance and composition September 2014 November 2014 M | |
of financing—general government’
Stock of central government and central

September 2018 November 2018 | I A
government-guaranteed debt?
External current account balance 2017 September 2018 A A A
Exports and imports of goods and services 2017 September 2018 A A A
GDP Q2 2018 November 2018 Q Q Q
Gross external debt 2017 September 2018 A A A
International Investment Position 2017 September 2018 A A A

' The general government consists of the central government (budgetary funds, extra budgetary funds, and social security funds) and state-owned enterprises.

2 Including domestic and external composition and maturity.

3 Daily (D), Weekly (W), Monthly (M), Quarterly (Q), Half-yearly (H), Annually (A), Irregular (1),

SANIAVYNIYD FHL ANV LNIDNIA ‘LS



INTERNATIONAL MONETARY FUND

ST. VINCENT AND THE GRENADINES

mmmmmmmm———— STAFF REPORT FOR THE 2018 ARTICLE IV CONSULTATION—

January 24, 2019

DEBT SUSTAINABILITY ANALYSIS

Approved By Prepared by the staffs of the International Monetary Fund
Patricia Alonso-Gamo, and the International Development Association.
Johannes Wiegand (IMF),

and Paloma Anos-Casero

(IDA).
Risk of external debt distress (current policies): High
Overall risk of debt distress High
Granularity in the risk rating Sustainable
Application of judgement No

The overall assessment is broadly unchanged from the 2017 Article IV Staff Report. After peaking at 83
percent of GDP in 2016, total public debt fell to 74 percent of GDP in 2017. Public and publicly
guaranteed external debt fell from 57 percent in 2016 to 47 percent of GDP in 2017. This reflects
improvements in the fiscal position in the last two years and two rounds of debt forgiveness with a
bilateral creditor in 2017.

Nonetheless, the risk of external and public debt distress remains high. "Public external debt is projected
to decline over the medium-term, but its present value (PV) is projected to stay above the indicative
threshold (40 percent of GDP) until 2020 under the baseline scenario (Figure 1). The PV of total public
debt is projected to stay above the indicative threshold (55 percent of GDP) until 2030 (Figure 2).

The DSA results highlight key risks to debt dynamics stemming from weaker-than-expected growth and
more severe natural disaster hazards due to climate change. The authorities could consider additional
fiscal measures to guard against adverse events and to firmly put public debt on a downward path
toward the Eastern Caribbean Currency Union's (ECCU) regional target of 60 percent of GDP.

1 St. Vincent and the Grenadines’ score in the Composite Indicator is 2.98 pointing that the country’s debt
carrying capacity is classified as medium. The classification determines the corresponding debt and debt service
thresholds for the external public and publicly-guaranteed external debt and for total public debt.
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BACKGROUND ON PUBLIC SECTOR DEBT

1. There are no data gaps in public sector debt coverage (Text Table 1). Public sector debt
includes central government debt and state-owned enterprises (SOEs) debt.? As of end-2017, the
outstanding stock of public debt was EC$1.6 billion (74.2 percent of GDP), of which central
government debt was EC$1.3 billion (62.4 percent of GDP), and SOEs debt was EC$0.2 billion

(11.8 percent of GDP). 3

Text Table1. Coverage of Public Sector Debt
Subsectors of the public sector Sub-sectors covered
Central government X
State and local government
Other elements in the general government
o/w: Social security fund

o/w: Extra budgetary funds (EBFs)
Guarantees (to other entities in the public and private sector, including to SOEs) X
Central bank (borrowed on behalf of the government)
Non-guaranteed SOE debt

2. The stock of public debt has declined as a percent of GDP, reflecting progress with
fiscal consolidation and debt forgiveness. Public debt fell from 82.8 percent of GDP in 2016 to
74.2 percent of GDP in 2017 reflecting a primary surplus position and two rounds of debt
forgiveness with Venezuela (US$85 million in June 2017 and US$81 million in September 2017 equal
to 7% percent of GDP).

Text Figure1. Public Sector Debt

3. The composition of public debt is (Percent of GDP)
dominated by external debt (Text Figure 1). As . B Exemal B Domestic .
of end 2017, the stock of external debt accounted %
. . 80 - 5 80
for around 64 percent of total public debt, while 7 SN % T
60 7 BN \ \ \ \ :\ \ 60
domestic debt accounted for 36 percent of total 50 § % % § % % % S %
. . . 40 \ k e k h [ 40
public debt, in the form of treasury bills and v N

government bonds (53 percent of total domestic
debt); loans in local currency (38 percent); and

2009 2010 2011 2012 2013 2014 2015 2016 2017

Sources: St. Vincent and the Grenadines' authorities and IMF staff calculations.

accounts payable (about 9 percent).* Most of the

government securities are held by the buy-and-
hold national pension system. Additionally, the government has in place a sinking fund (about 1.5
percent of GDP) for the repayment of government securities and to reduce potential rollover risks.

2 Note that there are no local governments. In addition, all of SOEs’ external debt is guaranteed by the central
government.

3 There is a EC$300 million limit on SOEs’ total debt.

4 Debt classification is based on a residency basis, treating local currency-denominated debt issued in the local debt
market and held by non-residents as external debt.
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4. External public debt fell from 56.7 percent of GDP in 2016 to 47.4 percent of GDP in
2017. The decline in external debt was due to improvements in the fiscal position over the last two
years and two rounds of debt forgiveness with Venezuela. Most public external debt is with
multilateral and bilateral donors (47.6 percent and 38.6 percent of total, respectively) on
concessional terms. The remaining 13 percent is on commercial terms (Text Figure 2 and Text Table

2).
Text Table 2. Public Sector External Debt, 2017 Text Figure 2. Public Publicly Guaranteed External
(Percent of total and percent of GDP) Debt
Total 100.0 (Percent of total)
Multilateral Institutions 47.6
World Bank 9.0
Caribbean Development Bank 33.8
IMF 29
Others 1.9
Bilateral Creditors 38.6
USAID 0.7
France 0.4
Venezuela 249
Others 12.6
Private Creditors’ 13.8

o . . . B Multilateral Bilateral M Private
Source: Ministry of Finance, St. Vincent and the Grenadines.
" Includes commercial banks, insurance companies, pension funds,

Sources: St. Vincent and the Grenadines' authorities and IMF staff calculations.
among others.

B CHANGES IN THE MACROECONOMIC FORECAST
RELATIVE TO PREVIOUS DSA

5. The macroeconomic assumptions underlying the baseline scenario are consistent with
the macroeconomic framework discussed in the Staff Report. Main revisions since the 2017
Article IV consultation are as following (Text Table 3).

e The near-term growth outlook is largely unchanged, with real GDP growth (based on market
prices) expected to rebound from 0.9 percent in 2017 to 2.0 percent in 2018, supported by
higher stay-over tourism arrivals and tourism-related activities. However, medium- to long-term
growth projections have been revised down, from the 2.8-3 percent growth assumed in the 2017
Article IV Staff Report to around 2.3 percent, reflecting more moderate and realistic growth rates
of public capital spending and net FDI inflows

e Growth of the GDP deflator is estimated at 3.2 percent in 2018 reflecting increases in oil and
food prices (up from 2.1 percent in the 2017 Article IV Staff Report) but is projected to moderate
to 2 percent in 2020-30 broadly in line with the U.S. inflation.®

> St. Vincent and the Grenadines is a member of the Eastern Caribbean Currency Union, and the exchange rate peg
against the U.S. dollar provides an anchor for inflation.
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4

The current account deficit is projected to narrow over the medium-term from 16 percent of
GDP in 2018 to about 12 percent of GDP in 2022, similar to the path assumed in the 2017 Staff
Report. This reflects improvements in the trade balance driven by rising exports of goods and
services associated with the increase in tourism activity and non-traditional exports and lower
dependence on imported fuels once the new geothermal project comes on stream.

FDI is projected to remain steady over the medium-term at around 12.5 percent of GDP
reflecting the construction and expansion of hotels. FDI will remain the main source of financing
of the current account deficit.

The average primary balance for the public sector is assumed at a surplus of 1.1 percent of GDP
for the projection horizon. This is slightly higher than the DSA scenario in the 2017 report,
reflecting the government'’s positive track record in containing recurrent spending (including the
wage bill and transfers and subsidies in recent years).

Long-term external and domestic financing mix. About one third of the deficit is assumed to be
financed by external sources and the remaining two thirds by domestic sources. External loan
disbursements include those from existing loan contracts (US$170 million) and new loans
(US$100 million). Most of the new financing is expected to come from multilateral and bilateral
donors, including budget support and projects (e.g., geothermal power plant, new port and
ferry, coastal protection, and agribusiness). These reflect the increase in IDA resources, which will
contribute to raise the grant element of new disbursements to an average of 38.5 percent over
the projection period compared to 22.4 percent in 2018.

Text Table 3. St. Vincent and the Grenadines: Selected Macroeconomic Indicators Assumptions
2017 2018 2019 2020 2021 2022
2017 DSA
Nominal GDP (ECS, millions) 2,164 2,255 2,353 2,454 2,566 2,679
Real GDP growth, (percent change), factor cost 1.0 2.1 2.5 2.8 3.0 3.0
Real GDP growth, (percent change), market price 1.1 2.0 2.4 2.6 2.8 2.8
Inflation (GDP deflator, percent change) 3.1 2.1 1.8 1.5 1.5 1.3
Current account balance (percent of GDP) -14.3 -13.6 -13.3 -12.5 -11.6 -10.9
Central government primary balance (percent of GDP) 0.2 0.5 0.6 0.7 0.7 0.7
Central government fiscal balance (percent of GDP) -2.4 -2.0 -1.9 -1.8 -1.8 -1.7
Public sector, primary balance (percent of GDP) 0.3 0.4 0.4 0.5 0.5 0.5
Public sector, fiscal balance (percent of GDP) -1.7 -2.6 -2.6 -2.4 -2.4 -2.3
Total public debt (percent of GDP) 77.5 78.5 78.6 78.4 77.9 77.7
Current DSA
Nominal GDP (ECS, millions) 2,120 2,231 2,334 2,438 2,544 2,655
Real GDP growth, (percent change), factor cost 0.7 2.0 2.3 2.4 2.3 2.3
Real GDP growth, (percent change), market price 0.9 2.0 2.3 2.4 2.3 2.3
Inflation (GDP deflator, percent change) 2.2 3.2 2.3 2.0 2.0 2.0
Current account balance (percent of GDP) -17.2 -15.9 -15.0 -14.0 -13.2 -12.4
Central government primary balance (percent of GDP) 1.9 0.6 0.8 1.0 1.0 1.1
Central government fiscal balance (percent of GDP) -0.5 -2.0 -1.7 -1.5 -1.4 -1.3
Public sector, primary balance (percent of GDP) 1.9 0.6 0.8 1.0 1.0 1.1
Public sector, fiscal balance (percent of GDP) -0.5 -2.0 -1.9 -1.7 -1.7 -1.6
Total public debt (percent of GDP) 74.2 73.0 71.3 69.6 68.0 66.6
Source: St. Vincent and the Grenadines Ministry of Finance and IMF Staff calculations and projections.
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P REALISM OF THE MACROFRAMEWORK

6. Debt dynamics (Figure 3). Over the next five years, the expected increase in direct flights
would boost tourism receipts (contributing to smaller current account deficits) and private
investment (contributing to steady net FDI inflows), which would help to contain an increase in the
external debt-to-GDP ratio. The projected improvement in the primary balance and higher growth
would contribute to reduce the public debt-to-GDP ratio. Public debt is projected to fall faster than
assumed in the 2017 report, mainly because the primary surplus is higher than previously assumed.

7. Staff considers the baseline scenario as realistic (Figure 4). The projected fiscal
adjustment could exert some drag on growth in 2019. However, the expected increase in tourist
arrivals would boost tourism-related activities such as hotels, restaurants, and retail trade,
supporting private-sector led growth. The fiscal adjustment over the medium-term is also assumed
to be moderate. The primary balance is projected to improve from 0.6 percent of GDP in 2018 to 0.8
percent of GDP in 2019, and gradually to 1.1 percent of GDP by 2022 by restraining recurrent
spending. The contribution of public capital to real GDP growth is projected to be slightly negative
mainly because the growth rate of public capital spending in 2018 is negative. Excluding 2018, the
contribution to real GDP growth is neutral.

I COUNTRY CLASSIFICATION

8. St. Vincent's debt-carrying capacity is medium (Text Table 4). St. Vincent's Composite
Indicator (Cl) index (which determines the indicative thresholds to assess a country’s debt
sustainability) is calculated as 2.98, corresponding to a “medium” rating.® St. Vincent's debt carrying
capacity is unchanged compared to the rating under the previous Country Policy and Institutional
Assessment (CPIA) methodology.” The corresponding scores for the Cl index determine the relevant
thresholds for St. Vincent and the Grenadines for both external and total public debt (Text Table 5).

6 The Cl index captures the impact of the weighted average of the World Bank’s CPIA score, the country's real
economic growth, remittances, international reserves, and world growth. The Cl calculation is based on 10-year
averages of the variables including 5 years of historical data and 5 years of projections. The index was calculated
using the October 2018 WEO data and the 2017 CPIA.

7 Countries are rated based on a set of 16 backward-looking criteria grouped into four areas including economic
management, structural policies, policies on social inclusion and equity, and public-sector management and
institutions.
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Text Table 4: Debt-Carrying Capacity Under the Composite Indicator Index

Components Coefficients (A) 10-year average Cl Score components Contribution of

values (B) (A*B) = (C) components
CPIA 0.385 3.600 1.38 46%
Real growth rate
(in percent) 2.719 1.669 0.05 2%
Import coverage of reserves
(in percent) 4.052 39.316 1.59 53%
Import coverage of reserves”2

(in percent) -3.990 15.457 -0.62 -21%

Remittances

(in percent) 2.022 4.375 0.09 3%

World economic growth
(in percent) 13.520 3.579 0.48 16%
Medium

Text Table 5: Composite Indicator Index: Thresholds

Text Table 5. Composite Indicator Index: Thresholds

External debt
PV of external in percent of:

Exports 140 180 240
GDP 30 40 55
Debt service in percent of:

Exports 10 15 21
Revenue 14 18 23

Total debt: PV of total public debt 35 55 70

in percent of GDP

9. The combined contingent liability stress test is aligned to St. Vincent’s specific risks

(Text Table 6). The stress test includes the potential impact from existing Public-private
partnerships (PPPs) and risks pertaining to financial markets. SOEs’ debt is excluded from the stress
test, as SOEs' debt is already included in total public debt.?

Text Table 6: Combined Contingent Liability Shock

1 The country's coverage of public debt The central government, government-guaranteed debt

Used for the
Default analysis  Reasons for deviations from the default settings
2 Other elements of the general government not captured in 1. 0 percent of GDP 0.0
3 SoE's debt (guaranteed and not guaranteed by the government) 1/ 2 percent of GDP 0.0
4 PPP 35 percent of PPP stock 137
5 Financial market (the default value of 5 percent of GDP is the minimum value) 5 percent of GDP 5.0
Total (2+3+4+5) (in percent of GDP) 187

1/ The default shock of 2% of GDP will be triggered for countries whose government-guaranteed debt is not fully captured under the country's public debt definition (1.). If it is already included in
the government debt (1.) and risks associated with SoE's debt not guaranteed by the government is assessed to be negligible, a country team may reduce this to 0%.

There are no local governments in St. Vincent and the Grenadines. 100 percent of current SOEs' external debt is guaranteed by the central government.

8 potential contingent liabilities from the pension system are not included. Parametric reforms introduced in 2014
improved the sustainability of the National Insurance System (NIS), but only temporary, as its reserves are projected
to be depleted by around 2033. Currently, the government is assessing options to further strengthen NIS's financial
position and to reduce the burden from the public service pension system.
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B DEBT SUSTAINABILITY ANALYSIS

A. Baseline Scenario
Baseline Natural Disaster Assumptions

10. The impact of natural disasters is estimated based on St. Vincent and the Grenadines’
historical experience (Text table 7). The average of total natural disaster damage is estimated at
1.5 percent of GDP for the period 1980-2017, at 2 percent for the last 15 years, and 3.9 percent for

the last 5 years. Staff assumes that
under the baseline scenario,
natural disasters would occur at

Text Table 7: St. Vincent and the Grenadines: Major Weather-

related Disasters since 1980

. Year Type Total damage Est. fiscal costs People affected
the magnltUde and frequency Of (% GDP) (% GDP) Number % population
the past 15 years, and about 70-75
1980  Hurricane Allen 19.8 20,500 209
percent of total damage would be 1987  Floods 28 1,000 10
. . 1987  Hurricane Emily 3.0 208 0.2
borne by the public sector (i.e., 1999 Hurricane Lenny 05 100 0.1
. 2002  Hurricane Lili 2.4 NA NA
annual fiscal costs of 1.4 percent of 2004 Hurricans lvan 10 1,004 09
. 2005  Hurricane Emily 1.5 530 0.5
GDP a year). The baseline also 2010 Hurricane Tomas 3.7 6,100 56
assumes that 0.7 percent of GDP of e o8 L o
the fiscal costs could be covered by 2016 Floods 47 25,000 2T
. Annual average
the contingency fund and the Full sample (1980-2017) 15 1.1
.. Last 20 years (1998-2017) 1.6 1.2
remaining 0.7 percent of GDP by Last 15 years (2003-2017) 20 14
. . . Last 10 years (2008-2017) 27 2.0
expenditure reserves included in Last 5 years (2013-2017) 39 29
the annual budget envelope. Sources: Acevedo, S., 2016, "Gone with the Wind : Estimating Hurricane and Climate Change Costs in

the Caribbean," IMF WP 16/199; EM-DAT database; and the St. Vincent authorities.

External Debt Sustainability Analysis

11. St. Vincent and the Grenadines’ risk of external debt distress is high. Under the baseline
scenario, the PV of debt-to-GDP ratio would fall below the indicative threshold of 40 percent of GDP
in 2021 (Figure 1 and Table 1). However, it breaches the threshold for an extended period under
stress test scenarios, including due to shocks to growth, exports, and a hypothetical one-time

30 percent depreciation (Tables 3 and 4). The shock that generates the largest impact on the PV of
debt-to-GDP ratio is the shock to exports. In this case, it breaches the threshold for an extended
period until 2028, longer than in the baseline scenario.

12. Furthermore, the PV of debt-to-exports ratio and the debt service-to-exports
thresholds are breached under standardized stress test scenarios. A shock to exports pushes the
debt service-to-exports ratio above the 15 percent threshold for five years (2019-2023). The shock
to exports temporarily pushes the ratio for the PV of debt-to-exports ratio above its indicative
threshold.
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13. The other indicator of external public debt sustainability remains below its indicative
threshold. The debt service-to-revenue ratio remains at comfortable levels in the baseline and
shock scenarios. (Figure 1).

Public Debt Sustainability Analysis

14. The ECCU debt target of 60 percent of GDP can be achieved by around 2030, but the
overall risk of debt distress is high (Figure 2 and Table 2). The PV of public debt is estimated at
74 percent of GDP in 2018, well above the indicative threshold of 55 percent of GDP. Under the
“most extreme stress scenario,” which assumes real GDP growth equal to its historical average

(10 years) minus one standard deviation for 2019 and 2020, public debt becomes unsustainable, and
its PV would reach 100 percent of GDP by 2024. Under other alternative scenarios including a shock
to exports, a hypothetical 30 percent depreciation, or the tailored test of “one-time natural disaster”
(see below), the PV of public debt (in percent of GDP) would stay constantly above the 55 percent
threshold.

B. Alternative Scenarios

15. Two alternative scenarios are considered consistent with St. Vincent and the
Grenadines’ characteristics and recent experience. These scenarios reflect downside risks to the
medium-term growth outlook and natural disaster risks.

Low Growth Scenario

16. The growth recovery would not be sustained, if global growth slows, dampening
tourist arrivals and tourism-related activities. Medium-term output growth is assumed to stay at
around 1.4 percent (the average growth rate for 2013-2017) (Text Figure 3 and Text Table 8). Despite
lower growth rates, it is assumed that the authorities remain committed to meeting the ECCU’s debt
target and thus would maintain the primary balance position at a surplus of around 1 percent of
GDP on average (unchanged from the baseline scenario).

17. Due to lower GDP growth, the pace of debt reduction would be much slower. St.
Vincent and the Grenadines would not be able to meet the ECCU’s 60 percent debt target by 2030.

Natural Disasters Scenarios

18. Two natural disaster scenarios are conducted which reflect the country’s exposure to
natural disasters: (i) a one-time very severe natural disaster occurring in 2019; and (ii) recurrent
severe natural disasters (less severe but more frequent events than the one-time natural disaster
scenario, but more severe than the baseline scenario).

e One-time natural disaster in 2019. The fiscal costs due to the damages from this severe
disaster are assumed to be 10 percent of GDP, in addition to the 1.4 percent of GDP assumed in

8 INTERNATIONAL MONETARY FUND



ST. VINCENT AND THE GRENADINES

the baseline scenario. The total fiscal cost of 11.4 percent of GDP is similar to the 2013 natural
disaster experience—total damages and losses were estimated at 15 percent of GDP, of which
about 12 percent of GDP were borne by the government. Under this scenario, real GDP growth
is assumed to fall to 0.5 percent in 2019 compared to 2.3 percent in the baseline scenario, but it
rebounds in 2020 reflecting the reconstruction efforts. The government is assumed to finance
the fiscal costs through new debt. The results show that the PV of public debt would jump from
74 percent in 2018 to 86 percent of GDP in 2019 and remain high over the long-term (Top chart,
Figure 2).

e Recurrent more severe natural disasters (less severe than the one-time natural disasters)
(Text Figure 3 and Text Table 8). This scenario assumes that natural disasters hit the country at
the frequency and magnitude of the last 10 years (i.e., annual total damages and annual fiscal
costs of 2.7 percent and 2 percent of GDP, respectively). This implies additional annual fiscal
costs of 0.6 percent of GDP compared to the baseline scenario. Under this scenario, real GDP
growth slows down to 1.4 percent over the projection period reflecting the recurrent nature of
the disasters. It is also assumed that the additional fiscal costs are financed through debt. Under
this scenario, public debt would hover around 72-74 percent of GDP.

Text Figure 3. Public Debt: Baseline Policy Scenario' Text Table 8. Baseline Policy Scenario
(Percent of GDP) (Percent of GDP)

100 100 Baseline Policy Scenarios

—Baseline: NDs at historical levels )
Baseline NDat  Low growth, NDsat  Low growth,

Low growth, unchanged PB, NDs at historical levels P _—
historical level historical level severe ND

80 —Low growth, severe ND 80
Real GDP growth (in percent) 23 14 14
Primary balance (percent of GDP) 1 11 06
60 60 Public sector debt (percent of GDP) 59 67 14
(60 percent target)
Natural disaster cost estimates
20 40 Gross fiscal costs 14 14 20
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 Withdrawal from Contingencies Fund/CCRIF 07 07 07

Source: IMF staff estimates and calculations. Use of budget reserves 07 07 07
1 Baseline: natural disasters occur occur at historical levels (1.4 percent of GDP), growth 2.3 percent, PB 1.1 percent of GDP. Net fiscal costs 00 00 06
Low growth and unchanged PB: real growth 1. 4 percent, NDs at historical level (1.4 percent of GDP), PB 1.1 percent of GDP. . :
Low growth, severe NDs: 2013-17 (fiscal cost 2.0 percent of GDP). Real growth 1.4 percent, PB 0.6 percent of GDP. Source: IMF staff estimates and calculations.

Active Policy Scenario

19. The authorities could aim at a higher primary balance target to ensure debt
sustainability even under the above adverse scenarios (Text Figure 4 and Text Table 9).° If the
authorities raise the primary balance to a surplus of 1.6 percent of GDP by 2020, public debt would
fall below 60 percent of GDP by around 2030 even if GDP growth would remain persistently low at
1.4 percent.’™ The higher level of the primary balance would also ensure that public debt would

% There is a broad set of tax and expenditure measures that can be explored. These include reducing tax exemptions
and streamlining zero-rated goods, containing the growth of the wage bill, and reforming the pension system (see
Paragraph 20 of the Staff Report).

10 Fiscal multipliers are likely small because St. Vincent and the Grenadines is a small and open economy, with
imports accounting for nearly 40 percent of GDP. In addition, many proposed fiscal measures (see Staff Report

(continued)
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stabilize at the current level even if the economy is hit by more severe recurrent natural disasters
and growth is persistently low.

Text Figure 4. Public Debt: Active Policy Scenario' Text Table 9. Active Policy Scenario
(Percent of GDP) (Percent of GDP)
90 %0 Baseine growth Active Policy Scenarios
% " &NDat Low growth, NDs at  Low growth,
historical level historical level severe ND
70 SSILSITIITTTTTTTT T 70 Real GDP growth (in percent) 23 14 14
60 . s e 60 Primary balance (percent of GDP) 11 16 09
= = -Active, low growth, severe ND Tl Public sector debt (percent of GDP) 59 60 70
50 — — Active: 16 percent of GDP PB target, NDs at historical level, Tt-al 50
growth 2.3 . .
Low growth, active 1.6 percent of GDP PB target, severe ND Natural disaster cost estimates
40 40 Grossfiscal cost; 14 14 20
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 ross fiscal costs i i "
Withdrawal from Contingencies Fund/CCRIF 07 07 07
Source: IMF staff estimates.
1 g:\rfiepohcy pi 12rg:21I1n;ap:fenz of GDP. Real growht at 1.4 percent; NDs at historical level (1.4 percent of GDP) Use of bUdget Teserves 07 07 07
e syl e <00 Netfical coss 00 00 08
Source: IMF staff estimates and calculations.

I RISK RATING AND VULNERABILITIES

20. The risk of external and public debt distress is “high,” unchanged from the assessment
in the 2017 Article IV DSA. While the public and publicly guaranteed external debt and total public
debt are projected to decline over the medium-term on the back of the improved fiscal position, the
risk of external and public debt distress is expected to remain high.

21. The stress tests and alternative scenarios tailored to St. Vincent and the Grenadines’
idiosyncratic characteristics and recent growth experience highlight the benefits of taking
more active fiscal policies. The low growth and natural disasters scenarios reflect various downside
risks to the baseline scenario. The results underscore the merits of building fiscal buffers more
actively, in case growth falters or the country suffers more severe natural disasters, to ensure public
debt sustainability. The low growth scenario also underlines the need to address the country’s
binding constraints to growth, including competitiveness and connectivity issues to be able to
sustain growth at around 2.3 percent over the medium-to-long-term.

B AUTHORITIES’ VIEWS

22. The authorities agreed with the debt sustainability assessment under the new
framework and welcomed the tailored stress test on natural disaster. They were encouraged by
their prudent fiscal policies over the last two years, which helped lower the debt-to-GDP ratio to

74 percent in 2017 for the first time since 2013. The authorities, however, recognized the risks that
low growth and natural disasters pose to debt dynamics but reiterated their commitment to put

Paragraph 20) would not most likely affect households with liquidity constraints (e.g., pension reform or containing
wage bill growth). Furthermore, fiscal consolidation efforts would improve investors’ confidence and private sector
activities. Accordingly, these active policy scenarios do not take account of adverse multiplier effects on growth.
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debt on a sustainable downward path to reach the ECCU’s debt target of 60 percent of GDP by 2030
by implementing fiscal consolidation measures. They agreed that additional fiscal reforms would be
needed to create fiscal space to support their capital spending program and, especially if the
country suffers more severe natural disasters, to ensure public debt sustainability.
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Figure 1. St. Vincent & the Grenadines: Indicators of Public and Publicly Guaranteed
External Debt under Alternatives Scenarios, 2018-2028

PV of debt-to GDPratio

PV of debt-to-exportsratio
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10 Most extreme shock is Exports Most extreme shock is Exports
0 0
2018 2020 2022 2024 2026 2028 2018 2020 2022 2024 2026 2028
Debt service-to-exportsratio » Debt service-to-revenue ratio
20
18 18 - .- -------
16 16
14 14
12 12
10 10
8 8
6 6
4 4
2 "Most extreme shock is Exports 2 | Most extreme shock is One-time depreciation
0 0
2018 2020 2022 2024 2026 2028 2018 2020 2022 2024 2026 2028
—_— Baseline - - Historical scenario Most extreme shock 1/ = o o o o ot o o e Threshold
Customization of Default Settings Borrowing Assumptions for Stress Tests*
Size Interactions Default User defined
Shares of marginal debt
External PPG MLT debt 100%
Tailored Tests Terms of marginal debt
Combined CLs Avg. nominal interest rate on new borrowing in USD 2.1% 2.1%
Natural Disasters Yes USD Discount rate 5.0% 5.0%
Commodity Prices a. na. Avg. maturity (incl. grace period) 31 32
Market Financing a. na. Avg. grace period 7 7

Note: "Yes" indicates any change to the size or
interactions of the default settings for the stress tests.
n.a." indicates that the stress test does not apply.

* Note: All the additional financing needs generated by the shocks under the stress tests are assumed
to be covered by PPG external MLT debt in the external DSA. Default terms of marginal debt are

based on baseline 10-year projections.

Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio in or before 2028. Stress tests with one-off breaches are also presented (if any), while these one-off
breaches are deemed away for mechanical signals. When a stress test with a one-off breach happens to be the most exterme shock even after disregarding the one-off
breach, only that stress test (with a one-off breach) would be presented.

2/ The magnitude of shocks used for the commodity price shock stress test are based on the commodity prices outlook prepared by the IMF research department.
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Figure 2. St. Vincent & the Grenadines: Indicators of Public Debt Under Alternative
Scenarios, 2018-2028
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— Baseline — 1Most extreme shock 1/
————— Public debt benchmark — iHistorical scenario
— One-time natural disasters shock
Borrowing Assumptions for Stress Tests* Default User defined

Shares of marginal debt
External PPG medium and long-term 45% 45%
Domestic medium and long-term 49% 49%
Domestic short-term 5% 5%
External MLT debt

Avg. nominal interest rate on new borrowing in USD 2.1% 2.1%
Avg. maturity (incl. grace period) 31 32
Avg. grace period 7 7
Domestic MLT debt
Avg. real interest rate on new borrowing 5.5% 4.0%
Avg. maturity (incl. grace period) 10 10
Avg. grace period 5 5

Domestic short-term debt

Avg. real interest rate 1% 2%

* Note: The public DSA allows for domestic financing to cover the additional financing needs generated by the shocks under the
stress tests in the public DSA. Default terms of marginal debt are based on baseline 10-year projections.

Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio in or before 2028. The stress test with a one-off breach is
also presented (if any), while the one-off breach is deemed away for mechanical signals. When a stress test with a one-off breach
happens to be the most exterme shock even after disregarding the one-off breach, only that stress test (with a one-off breach)
would be presented.
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Figure 3. St. Vincent & the Grenadines: Drivers of Debt Dynamics - Baseline Scenario
External Debt
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Sources: Country authorities; and staff estimates and projections.

1/ Difference betw een anticipated and actual contributions on debt ratios.

2/ Distribution across LICs for w hich LIC DSAs w ere produced.

3/ Given the relatively low private external debt for average low -income countries, a ppt change in PPG external debt should be largely explained by the drivers
of the external debt dynamics equation.
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Figure 4. St. Vincent & The Grenadines: Realism Tools

3-Year Adjustment in Primary Balance Fiscal Adjustment and Possible Growth Paths 1/
(Percentage points of GDP)
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1/ Data cover Fund-supported programs for LICs (excluding emergency 1/ Bars refer to annual projected fiscal adjustment (right-hand side scale) and lines
financing) approved since 1990. The size of 3-year adjustment from program show possible real GDP growth paths under different fiscal multipliers (left-hand
inception is found on the horizontal axis; the percent of sample is found on the side scale).
vertical axis.
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Sources: Country authorities; and staff estimates and projections.
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Table 1. St. Vincent & the Grenadines: External Debt Sustainability Framework, Baseline Scenario, 2015-2038
(In percent of GDP, unless otherwise indicated)

Actual Projections Average 8/
2015 2016 2017 2018 2019 2020 2021 2022 2023 2028 2029 2030 Historical Projections
External debt (nominal) 1/ 464 567 414 448 450 439 415 391 369 3222 319 317 124 380
of which: public and publicly guaranteed (PPG) 464 567 414 448 450 439 415 391 369 322 319 317 224 380
Change in external debt 25 02 12 24 24 22 04 03 02
Identified net debt-creating flows ECEED 8.5 0.6
Non-interest current account deficit 109 109 109 25 1.8
Deficit in balance of goods and services nsoo1s o ms 262 13.1
Exports a6 416 416
Imports 32 2 532
Net current transfers (negative = inflow) 00 00 00 3.0 2.4
of which: official a4 4 4
Other current account flows (negative = net inflow) 07 07 -07 04 11
Net FDI (negative = inflow) . . . . . 5 124 -124f 124 124 124 -16.1 125
Endogenous debt dynamics 2/ . . . . . . . 0.0 0.0 01 .01 -01
Contribution from nominal interest rate 07 06 06 06
Contribution from real GDP growth 07 07 07 07
Contribution from price and exchange rate changes .
Residual 3/ 6.5 0.8
of which: exceptional financing 00 00 00 00
Sustainability indicators
PV of PPG external debt-to-GDP ratio w484 459 442 421 396 370 344 280 274 268 229
PV of PPG external debt-to-exports ratio w1344 1233 1168 1086 1001 914 831 672 658 645 55.1
PPG debt service-to-exports ratio 103 225 121 139 138 129 122 123 113 67 6.2 6.0 5.0
PPG debt service-to-revenue ratio 84 227 95 18 18 12 108 112 105 6.2 5.8 5.6 46
Gross external financing need (Million of . dollars) 820 286 580 589 594 497 440 397 293 50 132 127 95
Key macroeconomic assumptions
Real GDP growth (in percent) 13 20 09 20 23 24 23 23 23 23 23 23 23 09 23
GDP deflator in US dollar terms (change in percent) 24 0.1 1.0 32 23 20 20 20 20 20 20 20 20 1.0 23
Effective interest rate (percent) 4/ 22 19 20 33 21 25 22 23 24 21 21 21 23 52 25
Growth of exports of G&S (US dollar terms, in percent) 103 36 33 87 65 69 65 67 70 43 44 43 43 3.7 7.0
Growth of imports of G&S (US dollar terms, in percent) 75 43 07 66 27 33 38 44 44 43 44 43 43 0.8 42
Grant element of new public sector borrowing (i percent) . 24 418 45 394 379 391 a1 31 401 426 385
Government revenues (excluding grants, in percent of GDP) 456 460 457 38 443 445 w5 5 45 44 w4 ma 445 435 444
Aid flows (in Million of US dollars) 5/ W36 3325 3372 138 M9 343 255 255 268 34 339 366 a7
Grant-equivalent financing (in percent of GDP) 6/ 22 45 35 27 27 26 27 26 26 20 3.0
Grant-equivalent financing (in percent of external financing) 6/ 444 57.0 573 572 561 578 594 587 593 592 55.0
Nominal GDP (Million of US dollars) 755 7 785 826 864 903 942 983 1026 1272 1327 1385 1,950
Nominal dollar GDP growth 38 20 19 52 16 45 43 44 44 43 44 43 43 19 46
Memorandum items:
PV of external debt 7/ 484 459 m2 a1 396 370 344 80 274 268 229
In percent of exports L 1344 1233 1168 1086 1001 914 831 672 658 645 551
Total external debt service-to-exports ratio 103 275 121 139 138 129 122 123 13 67 62 60 50
PV of PG external deb (in Million of US dollars) 3802 3791 3824 3800 3729 3634 3535 3559 3634 3717 w472
(PVA-PVE-1)/GDPL-1 (in percent) -01 04 -03 -08 10 10 05 06 06 07
Non-interest current account deficit that stabilizes debt ratio 126 41 254 170 139 142 147 139 129 12 12 1 11

Sources: Country authorities; and staff estimates and projections.
1/ Includes both public and private sector external debt.

2/ Derived as [r - g - p(1+g) + Ea (1+1))/(1+g+p+gp) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, p = growth rate of GDP deflator in U.S. dollar terms, E=nominal appreciation of the local currency, and a= share of

local currency-denominated external debt in total external debt.

3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.
4/ Current-year interest payments divided by previous period debt stock.

5/ Defined as grants, concessional loans, and debt relief.

6/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).

7/ Assumes that PV of private sector debt is equivalent to its face value.

8/ Historical averages are generally derived over the past 10 years, subject to data availability, whereas projections averages are over the first year of projection and the next 10 years
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Table 2. St. Vincent & the Grenadines: Public Sector Debt Sustainability Framework, Baseline Scenario, 2015-2038
(In percent of GDP, unless otherwise indicated)

Actual Projections Average 6/

2015 2016 2017 2018 2019 2020 2021 2022 2023 2028 2029 2030 2038 Historical Projections

Public sector debt 1/ 79.4 828 74.2 31 714 697 681 667 656 608 599 591 51.8 ns 66.2 - .
) Definition of external/domestic 3
of which: external debt 464 56.7 474 448 450 439 415 391 369 22 319 317 29.6 24 380 e Residency-based
Change in public sector debt -0.1 35 -87 -11 70 A7 16 14 12 09 09 -09 09 o,
= = Is there a material difference
Identified debt-creating flows -2.6 29 11 11 -14 between the two criteria?
Primary deficit -26 -33 -1.9 0.8 -1
Revenue and grants 417 473 478 452 457 459 459 459 459 458 458 458 455 476 458
of which: grants 20 12 21 14 14 14 14 14 14 14 14 14 10 Public sector debt 1/
Primary (noninterest) expenditure 451 40 459 46 49 49 49 438 M7 45 45 45 42 46.8 4.7
-0.1 0.8 1.0 of which: local-currency denominated
Contribution from interest rate/growth differential 05 03 05 -06 08 07 06 04 -0.1 03 03 03 03 )
of which: contribution from average real interest rate 16 19 12 09 08 10 10 12 14 17 17 16 14 W of which foreign-curency denominated
of which: contribution from real GDP growth 11 -15 0.7 -14 -16 -7 -16 -15 -15 -14 -14 -13 12 80
Contribution from real exchange rate depreciation -06 0.5 05 .. .. . 70
00000000 00 00 oo 00 )
Privatization receipts (negative) 00 00 17 00 00 00 00 00 00 00 00 00 00 50
Recognition of contingent liabilities (e.g., bank recapitalization) 00 00 00 00 00 00 00 00 00 00 00 00 00 ©
Debt relief (HIPC and other) 00 54 18 00 00 00 00 00 00 00 00 00 00
Other debt creating or reducing flow (please specify) 00 00 0.0 00 00 00 00 00 0.0 00 00 00 00 0
[ 26 o5 ] o1 o100 0o ool o1 o1 o] oY o1 “
10
Sustainability indicators 0
PV of public debt-to-GDP ratio 2/ 75.2 741 706 679 662 646 632 566 555 543 45.1 2018 2020 2022 2024 2006 2028
PV of public debt-to-revenue and grants ratio 1574 1638 1545 1479 1441 1407 1376 1236 1210 1184 99.1
Debt service-to-revenue and grants ratio 3/ 15.4 288 147 185 209 244 234 22 198 166 170 174 140
Gross financing need 4/ 20 79 52 77 88 102 97 91 79 63 65 67 51 of which: held by residents
Key macroeconomic and fiscal assumptions @ Wof whiftheld by nor-esidents
Real GDP growth (in percent) 13 20 09 20 23 24 23 23 23 23 23 23 23 09 23 70
Average nominal interest rate on external debt (in percent) 22 19 20 33 21 25 22 23 24 21 21 21 23 5.2 23 6
Average real interest rate on domestic debt (in percent) 32 48 43 17 30 29 33 40 46 56 56 57 58 6.0 41 5
Real exchange rate depreciation (in percent, + indicates depreciation) -13 10 09 0.6 0
Inflation rate (GDP deflator, in percent) 24 01 10 32 23 20 20 20 20 20 20 20 20 1.0 21
Growth of real primary spending (deflated by GDP deflator, in percent) -41 -06 53 -10 30 23 23 21 22 22 24 23 22 12 2.0 0
Primary deficit that stabilizes the debt-to-GDP ratio 5/ 25 6.7 6.8 05 09 07 05 02 00 -04 04 -04 -04 0.8 0.1 2
PV of contingent liabilities (not included in public sector debt) 00 00 0.0 00 00 00 00 00 00 00 00 00 00 10
0

2018 2020 2022 2024 2026 2028
Sources: Country authorities; and staff estimates and projections.
1/ Coverage of debt: The central government, government-guaranteed deb. Definition of external debt is Residency-based.
2/ The underlying PV of external debt-to-GDP ratio under the public DSA differs from the external DSA with the size of differences depending on exchange rates projections.
3/ Debt service is defined as the sum of interest and amortization of medium and long-term, and short-term debt.
4/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period and other debt creating/reducing flows.
5/ Defined as a primary deficit minus a change in the public debt-to-GDP ratio ((-): a primary surplus), which would stabilizes the debt ratio only in the year in question.
6/ Historical averages are generally derived over the past 10 years, subject to data availability, whereas projections averages are over the first year of projection and the next 10 years.
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Table 3. St. Vincent & the Grenadines: Sensitivity Analysis for Key Indicators of Public and

Publicly Guaranteed External Debt, 2018-2028
(In percent)

Projections 1/

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
PV of debt-to GDP ratio
Baseline 46 44 42 40 37 34 32 31 30 29 28
A. Alternative Scenarios
A1. Key variables at their historical averages in 2018-2038 2/ 46 49 53 56 60 65 70 75 82 88 94
B. Bound Tests
B1. Real GDP growth 46 47 48 45 42 39 37 35 34 33 32
B2. Primary balance 46 45 43 41 38 36 34 32 31 30 30
B3. Exports 46 50 57 54 51 48 46 44 43 42 a1
B4. Other flows 3/ 46 49 52 49 47 44 42 40 39 38 37
B5. Depreciation 46 56 49 45 42 39 37 35 33 32 31
B6. Combination of B1-B5 46 55 56 53 50 47 45 43 42 40 39
C. Tailored Tests
C1. Combined contingent liabilities 46 50 48 46 43 41 39 38 37 37 36
C2. Natural disaster 46 48 46 44 42 40 38 37 36 36 36
C3. Commodity price na. n.a. na. n.a. na. n.a. na. na. na. na. na.
C4. Market Financing n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Threshold 40 40 40 40 40 40 40 40 40 40 40
PV of debt-to-exports ratio
Baseline 123 117 109 100 91 83 78 74 71 69 67
A. Alternative Scenarios
A1. Key variables at their historical averages in 2018-2038 2/ 123 130 136 142 148 156 168 181 196 211 226
B. Bound Tests
B1. Real GDP growth 123 117 109 100 91 83 78 74 71 69 67
B2. Primary balance 123 118 112 103 95 86 81 78 75 73 7
B3. Exports 123 151 195 182 169 156 149 143 139 135 130
B4. Other flows 3/ 123 130 134 124 115 106 101 97 94 91 88
B5. Depreciation 123 117 100 91 83 75 70 66 63 61 60
B6. Combination of B1-B5 123 145 127 144 133 122 116 111 107 104 101
C. Tailored Tests
C1. Combined contingent liabilities 123 131 124 115 106 98 93 90 89 88 87
C2. Natural disaster 123 129 122 114 105 97 93 90 88 88 87
C3. Commodity price na. na. na. n.a. na. n.a. na. n.a. na. na. n.a.
C4. Market Financing n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Threshold 180 180 180 180 180 180 180 180 180 180 180
Debt service-to-exports ratio
Baseline 14 14 13 12 12 1 10 9 8 7 7
A. Alternative Scenarios
A1. Key variables at their historical averages in 2018-2038 2/ 14 14 14 14 15 14 13 12 12 12 13
B. Bound Tests
B1. Real GDP growth 14 14 13 12 12 11 10 9 8 7 7
B2. Primary balance 14 14 13 12 12 1 10 9 8 7 7
B3. Exports 14 16 19 19 19 17 15 13 12 12 12
B4. Other flows 3/ 14 14 13 13 13 12 10 9 8 8 8
B5. Depreciation 14 14 13 12 12 1 10 8 8 7 6
B6. Combination of B1-B5 14 15 16 16 16 14 13 11 10 10 10
C. Tailored Tests
C1. Combined contingent liabilities 14 14 13 13 13 12 10 9 8 7 7
C2. Natural disaster 14 14 14 13 13 12 10 9 8 8 7
C3. Commodity price na n.a na. na na. na na. na na. na na
C4. Market Financing n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a n.a.
Threshold 15 15 15 15 15 15 15 15 15 15 15
Debt service-to-revenue ratio
Baseline 12 12 11 11 11 10 9 8 7 7 6
A. Alternative Scenarios
AT. Key variables at their historical averages in 2018-2038 2/ 12 12 12 12 13 13 12 12 11 12 12
B. Bound Tests
B1. Real GDP growth 12 13 13 12 13 12 10 9 8 7 7
B2. Primary balance 12 12 11 11 11 11 9 8 7 7 6
B3. Exports 12 12 12 12 13 12 11 9 8 8 8
B4. Other flows 3/ 12 12 12 11 12 11 10 9 8 8 8
B5. Depreciation 12 15 14 13 14 13 1 10 9 8 7
B6. Combination of B1-B5 12 13 13 13 13 12 11 10 9 9 8
C. Tailored Tests
C1. Combined contingent liabilities 12 12 12 11 12 11 10 8 8 7 7
C2. Natural disaster 12 12 11 11 1 11 9 8 8 7 7
C3. Commodity price n.a. na. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
C4. Market Financing n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Threshold 18 18 18 18 18 18 18 18 18 18 18

Sources: Country authorities; and staff estimates and projections.

1/ A bold value indicates a breach of the threshold.

2/ Variables include real GDP growth, GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows.
3/ Includes official and private transfers and FDI.
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Table 4. St. Vincent & the Grenadines: Sensitivity Analysis for Key Indicators of Public Debt,

Projections 1/
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
PV of Debt-to-GDP Ratio
Baseline 74 71 68 66 65 63 62 61 59 58 57
A. Alternative Scenarios
A1. Key variables at their historical averages in 2018-2038 2/ 74 72 72 72 72 73 73 74 75 75 76
B. Bound Tests
B1. Real GDP growth 74 78 85 88 92 95 99 103 106 110 113
B2. Primary balance 74 72 Kl 69 68 67 65 64 63 61 60
B3. Exports 74 74 79 77 76 74 3 72 70 69 67
B4. Other flows 3/ 74 75 78 76 74 73 K4l 70 69 67 65
BS. Depreciation 74 80 73 69 64 60 56 52 48 45 41
B6. Combination of B1-B5 74 70 70 67 66 65 64 63 62 61 60
C. Tailored Tests
C1. Combined contingent liabilities 74 86 83 82 80 79 78 76 75 73 72
C2. Natural disaster 74 81 79 78 77 76 75 75 74 73 72
C3. Commodity price na. na. na. na. na. na. na. na. na. na. na.
C4. Market Financing na. na. na. na. na. na. na. na. na. na. na.
8219178082
Public debt benchmark 55 55 55 55 55 55 55 55 55 55 55
PV of Debt-to-Revenue Ratio
Baseline 164 154 148 144 4 138 135 132 129 126 124
A. Alternative Scenarios
A1. Key variables at their historical averages in 2018-2038 2/ 164 158 156 156 156 157 159 160 162 163 164
B. Bound Tests
B1. Real GDP growth 164 170 185 191 199 207 215 223 231 239 246
B2. Primary balance 164 158 155 151 148 145 142 140 137 134 131
B3. Exports 164 163 172 169 165 162 159 156 153 150 146
B4. Other flows 3/ 164 165 169 165 162 158 155 153 150 146 143
BS. Depreciation 164 175 160 150 140 131 122 114 106 98 90
B6. Combination of B1-B5 164 154 152 147 144 142 139 137 135 132 130
C. Tailored Tests
C1. Combined contingent liabilities 164 189 182 178 175 172 169 166 163 160 156
C2. Natural disaster 164 177 17 169 167 166 164 163 161 159 158
C3. Commodity price na. na. na. na. na. na. na. na. na. na. na.
C4. Market Financing na. na. na. na. na. na. na. na. na. na. na.
Debt Service-to-Revenue Ratio
Baseline 18 21 24 23 22 20 19 17 17 16 17
A. Alternative Scenarios
A1. Key variables at their historical averages in 2018-2038 2/ 18 21 26 25 24 22 22 21 21 20 21
B. Bound Tests
B1. Real GDP growth 18 22 28 28 27 25 25 24 25 26 28
B2. Primary balance 18 21 25 24 23 20 19 18 18 17 18
B3. Exports 18 21 25 24 23 20 20 18 18 17 18
B4. Other flows 3/ 18 21 25 24 23 20 20 18 18 17 18
BS. Depreciation 18 21 27 25 24 22 20 18 17 16 16
B6. Combination of B1-B5S 18 21 25 24 23 20 19 18 17 17 17
C. Tailored Tests
C1. Combined contingent liabilities 18 21 28 25 24 21 21 22 22 21 21
C2. Natural disaster 18 21 27 25 24 21 21 21 21 20 21
(3. Commodity price na. na. na. na. na. na. na. na. na. na. na.
C4. Market Financing n.a. na. na. na. na. na. na. na. na. na. na.

Sources: Country authorities; and staff estimates and projections.
1/ A bold value indicates a breach of the benchmark.

3/ Includes official and private transfers and FDI.

2/ Variables include real GDP growth, GDP deflator and primary deficit in percent of GDP.
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ST. VINCENT AND THE
GRENADINES

STAFF REPORT FOR THE 2018 ARTICLE IV
CONSULTATION—SUPPLEMENTARY INFORMATION

Prepared By Western Hemisphere Department

1. This supplement provides information on the 2019 Budget released on
February 4, 2019." It is based on information that has become available since the staff
report (SM/19/23) was issued on January 28, 2019 and does not alter the staff
appraisal.

2. As in past years, the 2019 budget plan is ambitious. The macroeconomic
assumption underpinning budget estimates is largely consistent with staff's projection,
with real GDP expected to grow by 2.3 percent in 2019 (the same as staff's projection).
The budget, however, assumes a significant increase in capital spending, and as a result,
the overall deficit is projected to widen to 7.3 percent of GDP in 2019, up from 2 percent
of GDP in 2018 and way above staff's projection of 1.7 percent of GDP (Table 1).

* Total revenue and grants are projected at 30.3 percent of GDP in 2019, higher
than staff's projection (28.2 percent of GDP), as the budget proposed new revenue
measures, tax arrears collections, and higher grants. The proposed revenue enhancing
measures include: (i) raising excise taxes on tobacco products, alcoholic beverages, and
petroleum products; (i) introducing a new excise tax on sweetened beverages; (iii)
introducing new fees and export taxes on medical cannabis industry; and (iv) raising
airport landing and parking fees.

e The budget expects capital expenditure at 9.5 percent of GDP, significantly higher
than staff's projection (3.9 percent of GDP), assuming a large increase in donor
financing. More than one-third of the capital budget has been allocated for projects to
build resilience to natural disasters and climate change.

! The fiscal year starts on January 1.
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e On current expenditures, the total wage bill is expected at 13.7 percent of GDP,
compared to staff's projection of 12.7 percent of GDP. Consistent with staff's
projection, the budget assumes modest increases in salary—a retroactive one percent
increase in salary from July 1, 2018 and additional 1.5 percent increase in 2019. In
addition, the budget also assumes hiring of security officers, and healthcare workers.
Other current expenditures, such as interest expense, and transfer and subsidies, are
also higher than staff's projection.

Staff Assessment

3. Over the past few years, the government always presented ambitious
budgets but implemented them prudently in light of available financing. Budgets
typically projected sizable deficits, at around 7-8 percent of GDP, but the government
managed to contain the overall deficit below 2 percent of GDP (Table 1 and see also
paragraph 17 in the staff report). Capital budgets were under-executed, as securing
external financing took longer than expected (while the authorities minimized recourse
to domestic borrowing to finance capital projects). At the same time, current
expenditure included fiscal buffers (e.g., vacancies in the wage bill), which helped the
government contain the deficit.

4. In his budget speech, Finance Minister Gonsalves reiterated the
government’s commitment to ensuring fiscal sustainability and achieving the 60
percent debt to GDP target by 2030. In order to achieve this goal, the government
would need to keep the overall deficit below two percent of GDP in 2019, consistent
with the government'’s track record. Current expenditure is likely to be higher than the
staff report projection, but with new tax and non-tax measures and an execution rate
of the capital budget and the wage bill broadly in line with the historical record, staff
considers that it could be feasible to keep the overall deficit below two percent of GDP.

5. Nonetheless, the budget plan presents risks. If the government were to
spend all allocations to current expenditure, departing from its past practices, the
overall deficit could widen to 3 percent of GDP. In addition, the implementation of new
revenue measures could be delayed. Furthermore, the medium-term budget
framework does not fully incorporate the expected fiscal costs of natural disasters, as
staff recommended. Given the downside risks, the authorities should continue to
implement the budget prudently. Moreover, they should aim at bolstering fiscal
buffers over the medium term, including by introducing additional fiscal measures to
broaden the tax base as well as pursuing pension reform. The authorities should also
step up efforts to accelerate ongoing fiscal reform initiatives, including improvement of
fiscal forecasting, publication of the medium-term fiscal framework, enactment of the
Tax Administration and Procedures Act, and legislation of the Contingency Funds’
governance and operational framework.
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Table 1. St. Vincent and the Grenadines: Summary of Central Government Operations, 2016-2019
(In percent of GDP; unless otherwise specified)

2016 2017 2018 2019
Budget Actual Budget Actual Budget Staff Budget Staff
report report
Total revenue and grants 29.8 29.8 309 303 30.7 27.8 30.3 28.2
Current revenue 27.1 28.5 279 279 279 26.3 28.1 26.7
Tax revenue 243 25.5 24.9 25.7 244 24.1 25.1 244
Non-tax 2.8 3.0 3.0 2.3 34 2.2 3.0 2.3
Capital Revenue 0.0 0.1 0.0 0.3 0.3 0.0 0.1 0.1
Grants 2.6 1.2 3.0 2.1 2.6 14 2.1 14
Total expenditure and net lending 37.8 287 39.2 30.8 374 29.8 37.6 299
Current 28.3 24.9 284 26.7 27.7 26.2 28.1 26.0
Wages and salaries 1/ 14.1 13.2 14.0 133 13.6 12.8 13.7 12.7
Interest 2.5 2.1 2.6 2.3 2.7 2.6 2.9 24
Transfers and subsidies 8.0 6.4 8.0 74 77 74 7.6 73
Goods and services 3.6 33 3.7 37 3.7 34 4.0 3.6
Capital expenditure 9.5 38 10.8 4.1 9.7 36 9.5 3.9
Overall balance -8.0 1.1 -8.3 -0.5 -6.7 -2.0 -7.3 -1.7
Primary balance -5.5 3.2 -5.6 1.9 -4.0 0.6 -4.5 0.8
Memorandum item
Nominal GDP (market prices, EC$ millions) 2/ 2,081 2,081 2,120 2,120 2,231 2,231 2,334 2,334

Sources: Ministry of Finance and Planning; and Fund staff estimates and projections.
1/ Wages and salaries including social security contributions, commissions, rewards, allowances, and incentives.

2/ GDP numbers in 2018 and 2019 are staff's estimate and projection, respectively.
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Statement by Ms. Louise Levonian, Executive Director, and Mr. Courtney
Williams, Senior Advisor to Executive Director on St. Vincent and the Grenadines
February 15, 2019

Our St. Vincent and the Grenadines (SVG) authorities highly appreciate the Fund’s
continued support and thank staff for the productive engagement during the Article IV
consultations. They welcome the report, value staff’s advice, and appreciate the report’s
acknowledgement of noteworthy macroeconomic progress. That said, our authorities are of
the view that the report could better highlight advances on structural reforms.

The government remains focused on transforming SVG into a more vibrant,
competitive, and inclusive economy. In line with this objective, SVG will accelerate
policies geared toward furthering fiscal consolidation, enhancing the business environment,
and strengthening resilience to natural disasters and climate change. These efforts, to be
accompanied by measures to bolster social protection, will be instrumental in diversifying the
economic base and stimulating private-sector led job-rich growth.

Recent Economic Developments

Economic expansion continues to strengthen while inflation remains benign. Preliminary
estimates point to an acceleration of growth in 2018 to 2.5 percent from an average annual
growth rate of 0.8 percent over the previous three years. Growth was hampered in 2016 and
2017 by the closure of the island’s largest hotel and adverse weather conditions - flooding
and landslides. Underpinning the growth uptick was the strong performance of tourism and
construction. The opening of the new Argyle International Airport in early 2017 - an
important pillar of the economic transformation process - buoyed tourism flows. SVG also
benefited from increased demand for construction materials by Dominica following
Hurricane Maria in 2017. At the same time, higher commodity and fuel prices led to an
uptick in average inflation to just over 2 percent, following years of deflation.

Fiscal performance supported debt reduction objectives. The primary balance remained
in surplus and contributed to a reduction in public debt to an estimated 73 percent of GDP in
2018 from over 82 percent in 2016. Revenue collections were behind budget, however,
restraint in current spending and under-execution of capital programs resulted in an estimated
overall fiscal deficit of 2.0 percent of GDP, compared to the budgeted 6.7 percent.



Our authorities have advanced efforts to safeguard the stability of the financial sector.
The sector remains broadly stable, but concerns linger about the loss of correspondent
banking relationships (CBR), and de-risking more broadly. Notable progress in addressing
AML/CFT deficiencies included amendments to several pieces of legislation and ongoing
work on the National Risk Assessment (NRA). Of note, banks maintained high capital ratios
while NPLs continued to decline and remained below the ECCU average.

Economic Outlook & Policies

Steady and sustained implementation of credible policies remain key to strengthening,
diversifying, and inclusively growing the SVG economy. While our authorities consider
the outlook to be favorable, they remain fully aware that SVG, like many small island states,
is highly susceptible to external shocks and adverse weather conditions. Building on steps
already taken to improve its ability to respond to natural disasters, enhance human capital,
and upgrade the physical and legislative infrastructure, the government will continue to
advance a multi-pronged approach geared toward tackling vulnerabilities and transforming
the economy.

The growth outlook is positive but there are downside risks. Real economic output is
estimated to grow at 2.5 percent for 2018 and slightly higher over the medium term. Our
authorities are nevertheless mindful of inherent risks from, inter alia, natural disasters, higher
commodity prices, and weaker than expected global growth. The new climate-resilient
international airport has improved connectivity and is expected to further boost tourist
arrivals and seafood exports, with positive spillovers to connected sectors. Significant private
investment to boost hotel room stock, as well as large public infrastructure projects,
including those related to climate change and upgrading of the road network, geothermal
energy, and port facilities provide the impetus for stronger growth.

Fiscal Policy and Debt Management

Fiscal policy will be shrewdly managed within the context of achieving the ECCU
debt/GDP target of 60 percent by 2030 while supporting economic transformation. Our
authorities agree in principle with staff’s suggestion that accelerating fiscal consolidation will
help to build buffers and reduce debt faster. However, this must be carefully balanced against
the need to stimulate higher levels of growth and reduce high unemployment and poverty. In
this regard, the 2019 budget forecasts a significant scaling up of capital expenditure. While
this may cause the public debt to rise in the near term, the magnitude of increase would be
moderated by faster growth and planned measures to boost revenue and contain current
spending. The medium-term fiscal framework (MTFF) that informs the 2019 budget contains
critical growth-friendly projects to be completed over the next two to three years. These
include climate change-related projects that account for close to 40 percent of the capital
budget, port modernization, and the geothermal plant, which on completion is expected to
raise renewable energy usage to about 80 percent. Given the expected growth dividend
alongside improved fiscal performance, our authorities are confident of remaining on course
with the 2030 Debt/GDP target.



Efforts will be stepped up to drive ongoing and planned fiscal reforms. The
government’s MTFF that underpinned this year’s budget will be tabled in Parliament shortly.
Going forward, the MTFF will be the cornerstone of future budgets. Measures to mobilize
revenue are underway with plans to table the Tax Administration and Procedures Act in
Parliament during the first quarter of 2019. The proposed changes will considerably close tax
loopholes currently being exploited by corporates. Additionally, regulations will be
promulgated to enhance operations and oversight of SOEs. Pension reform also forms a
critical part of our authorities’ program to contain current spending and discussions
surrounding the design of a scheme are advancing.

Financial Sector

Actions to bolster financial system stability will intensify. Recent legislative
enhancements have yielded a more robust AML/CFT regime. Nevertheless, our authorities
will continue to work assiduously to ensure that the framework remains compliant with
international standards and commit to completing the NRA by September this year.
Following good progress in the stress testing of credit unions, the FSA will extend the
exercise to the insurance sector. Our authorities are seized with the urgency of strengthening
vigilance over the financial sector. In this regard, an adequately-resourced FSA remains a
priority, and the government will enact legislation to bolster the FSA’s enforcement powers.
The government also continues to collaborate with the ECCB as part of an ongoing regional
initiative to establish a modern credit reporting system. Our authorities acknowledge that
there are scale economies from consolidation and, in this context, they will pursue strategies
for amalgamating small local banks, including within the wider ECCU region.

Structural Reforms

Our authorities will accelerate implementation of reforms to expand growth potential.
SVG has implemented some key reforms to strengthen fiscal management and enhance
financial sector supervision, but a lot more is required for the country to take advantage of
existing and potential opportunities. The new international airport with direct flights to main
source markets has expanded tourism prospects. To capitalize on these opportunities, our
authorities will forge closer linkages between tourism and other sectors, particularly
agriculture. The geothermal plant promises lower electricity costs, which will enhance
competitiveness. However, the quality of the physical and human infrastructure needs to keep
pace with these developments. Against this backdrop, the government is taking decisive steps
to accelerate project implementation with donor support. They will also move with dispatch
to review the current procedural and legislative framework for investment with a view to
simplifying the requirements. To ensure that the workforce is in sync with labor market
demands, the government will provide additional resources to expand skills training in the
technical and vocational areas. These activities are all crucial to stimulate private sector
investment and generate jobs in various sectors of the economy.

Social protection remains a priority for the government. Broad-based support is integral
to the success of the reform agenda. To ensure that all Vincentians benefit from the economic



transformation, our authorities endeavor to protect social spending, including intensifying
targeted support toward gender development, childcare, and youth empowerment.

Strengthening Resilience to Natural Disasters and Climate Change

Our authorities consider natural disasters and climate change to be their most formidable
near-and long-term threats. They appreciate staff’s tailored stress tests incorporating natural
disasters into the DSA. Strengthening resilience will provide important growth and fiscal
dividends. The establishment of a Contingencies Fund in 2017, strictly for funding expenses
related to natural disasters, was an important step in this regard. Moreover, the 2019 budget
includes a sizeable allocation to climate-related projects, including allocations to the Natural
Disaster Management and the Regional Disaster Vulnerability Reduction projects amounting
to about 2 percent of GDP. This is further demonstration of the significance that the
government attaches to resilience building.
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