© 2012 International Monetary Fund July 2012
IMF Country Report No. 12/196

St. Kitts and Nevis—Second Review Under the Stand-By Arrangement and
the Financing Assurances Review, and Request for Waivers of Applicability—Staff
Report and Press Release

The following documents have been released and are included in this package:

. The staff report for the Second Review Under the Stand-By Arrangement and the Financing
Assurances Review, and Request for Waivers of Applicability, prepared by a staff team of the
IMF, following discussions that ended on March 16, 2012 with the officials of St. Kitts and
Nevis on economic developments and policies. Based on information available at the time of
these discussions, the staff report was completed on May 4 2012. The views expressed in the
staff report are those of the staff team and do not necessarily reflect the views of the
Executive Board of the IMF.

. A press release.

The documents listed below have been separately released.

Letter of Intent sent to the IMF by the authorities of St. Kitts and Nevis*

Memorandum of Economic and Financial Policies by the authorities of St. Kitts and Nevis*

Technical Memorandum of Understanding*

*Also included in Staff Report

The policy of publication of staff reports and other documents allows for the deletion of market-sensitive
information.

Copies of this report are available to the public from

International Monetary Fund e Publication Services
700 19" Street, N.W. o Washington, D.C. 20431
Telephone: (202) 623-7430 o Telefax: (202) 623-7201
E-mail: publications@imf.org Internet: http://www.imf.org

International Monetary Fund
Washington, D.C.



INTERNATIONAL MONETARY FUND

May 4, 2012

ST. KITTS AND NEVIS

SECOND REVIEW UNDER THE STAND-BY ARRANGEMENT
AND FINANCING ASSURANCES REVIEW, AND REQUEST
FOR WAIVERS OF APPLICABILITY

KEY ISSUES

Context. St. Kitts and Nevis' economic activity registered the third consecutive year of
decline in 2011, reflecting an adverse global environment. Despite the weaker context,
the authorities have steadfastly implemented their home-grown economic program
and begun to achieve positive results. The outlook is for a moderate economic
recovery, supported by FDI-related construction projects and an improvement in
tourism activity. However, uncertainty regarding the global economic outlook
highlights ongoing downside risks.

Stand-By Arrangement (SBA). On July 27, 2011, the Executive Board approved a
36-month SBA for St. Kitts and Nevis for SDR 52.51 million (590 percent of quota) to
support the authorities’ program (IMF Country Report No. 11/270). A tranche of
SDR 3.161 million will be made available upon completion of this review.

Program Performance. All quantitative performance criteria for end-December 2011
were met, and the structural benchmarks were completed. The authorities have made
progress in a comprehensive debt restructuring, including a successful completion of
the restructuring of bonds and external commercial debt on April 18, 2012, and
agreement on a debt-land swap. The authorities requested waivers of applicability for
quantitative performance criteria (PC) for end-March 2012.

Review. In the attached supplementary Letter of Intent and Memorandum of Economic
and Financial Policies, the authorities elaborate on their policies for 2012, which are in
line with the program, and propose corresponding quantitative performance criteria.
Staff supports the authorities’ request for the completion of the second program
review and the financing assurances review under the SBA.
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A. Recent Developments

1. Reflecting sluggish growth in
trading partners, economic activity
continued to contract in 2011 while the
current account balance improved and
banks remained sound.

J The weak outturn in tourism and the
persistent slump in construction since 2008
continued to depress growth while
inflationary pressures eased up at end year.
Real GDP contracted by an estimated

2 percent in 2011, the third consecutive year of
decline. Inflation averaged 5.4 percent during
the year, reflecting the introduction of the VAT
at the end of 2010, adjustments in electricity
tariffs, and increases in food and oil prices.
Towards the end of 2011 inflation abated, with
the December rate slowing to 1.2 percent
compared to 5 percent at end-2010.

o The external current account deficit
is estimated to have narrowed despite
relatively weak tourism receipts. The
citizenship-by-investment program boosted
services receipts beyond program expectations
while the impact of relatively sluggish tourism
activity was mitigated by a weakening of
imports and a rebound in goods exports,
particularly in electronics. A slowdown in real
estate FDI inflows deteriorated the financial
account.
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2 PERFORMANCE UNDER THE PROGRAM

2. Credit growth has been relatively
subdued owing to the more uncertain
environment, but the financial sector
remains generally healthy. The domestic
banking sector remains well capitalized and
liquid and oversight of the nonbank financial
sector is being reinforced (MEFP 1 2). The
banks’ capital adequacy ratio (CAR) was

42.2 percent and their ratio of net liquid assets
to total deposits was 52.6 percent at end-
December 2011, exceeding regional standards.
Given this continued resilience, there has been
no request to date to access the Banking
Sector Reserve Fund set up under the SBA.
Updated stress tests confirmed that the
banking sector would have sufficient capital to
absorb the impact of the ongoing government
debt restructuring. However, although the
reported ratio of nonperforming loans (NPLs)
remains relatively low on a regional scale,
albeit above the ECCB benchmark of 5 percent,
it increased from 5.3 percent at end-2010 to
5.8 percent at end-2011. The more uncertain
environment led to a general tightening in
lending standards, causing credit growth to
slow to 3.7 percent while deposit growth
remained robust at over 10 percent.
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St. Kitts and Nevis: Selected Financial Indicators, September 2009-December 2011

Dec-09 Dec-10 Mar-11 Jun-11 Sep-11 Dec-11

Broad money
Private sector deposits
Private sector credit

Net foreign assets
Net domestic assets
of which:
Private sector credit
Net credit to public sector

Capital adequacy ratio
NPLs/Total loans
Provisioning/NPLs

Net liquid asset/Total deposit
Return on Equity

Return on Asset

(Annual percentage change)

59 8.9 3.3 5.6 3.8 11.2
4.4 7.9 29 5.7 3.7 10.5
5.5 3.5 5.8 3.8 5.6 3.7

(Percentage change relative to broad money at beginning of period)

-8.4 1.1 -1.0 7.6 11.4 16.7
14.3 7.8 4.2 -2.2 -7.6 -5.5
41 26 3.9 27 3.9 27
1.5 4.9 0.9 -7.3 -13.5 -9.0

(Indigenous banks; In percent)

49.3 43.9 46.3 48.5 41.6 42.2
41 53 5.6 5.6 55 5.8
7.7 58.1 55.8 55.5 55.2 53.0
554 50.4 52.3 52.5 52.6 52.6
11.3 4.6 4.3 9.0 10.2 14.1
24 0.9 0.9 1.8 2.0 2.7

Source: ECCB

B. Program Performance

The St. Kitts and Nevis authorities continued to implement their home-grown
macroeconomic program despite the adverse global environment. All the performance
criteria (PCs) for end-December 2011 and the structural benchmarks (SBs) for
end-December 2011 and end-March 2012 were met.

St. Kitts and Nevis: Quantitative Performance Criteria and Indicative Targets

(In EC$ millions)

End-Dec 2011

Prog. Adjusted Actual Difference Status

Performance Criteria:

Central government overall balance including grants (floor) 1/ 2/ -60 -35 42 77 v
Stock of central government budget expenditure arrears accumulation (ceiling) 3/ 0 0 -23 -23 v
Stock of external short term debt 0 0 0 0 v
Central government or guaranteed external arrears accumulation (ceiling) 4/ 0 0 0 0 v
Indicative Target:

Central government primary balance (floor) 1/ 2/ 76 101 168 68 v

1/ Cumulative within each calendar year.
2/ See the TMU for a description of adjustors.

3/ Including the stock of arrears related to fuel purchases audited by international auditors.

4/ To be monitored on a continuous basis.

INTERNATIONAL MONETARY FUND 5



ST. KITTS AND NEVIS

3. Despite the weaker-than-projected
economic outturn, the authorities met all
program fiscal targets for end-December
2011. The overall fiscal balance at end-2011
reached a surplus of EC$42 million,
significantly above the adjusted program floor
of EC$-34.8 million (the primary fiscal surplus
also exceeded the program'’s indicative floor).
Tax revenue was broadly in line with
expectations while non-tax revenue far
exceeded the projection made at the time of
the first review, due to strong performance of
the citizenship-by-investment program,
transfers from the Sugar Industry
Diversification Foundation (SIDF)*, and
dividend receipts. Overall, expenditure was
lower than what had been projected at the
time of the first review, with restraint in current
outlays, especially on goods and services,
offsetting higher capital spending. The
authorities fulfilled their program commitment
to freeze the wage bill at or below its 2010
level. Even excluding the extraordinary non-tax
revenues, the overall fiscal balance was in line
with the adjusted program target.

4, All other performance criteria were
met. The authorities successfully reduced
central government expenditure arrears by
EC$23 million?, compared to end-2010, despite
some accumulation in domestic debt service
arrears related to the ongoing debt

! The Sugar Industry Diversification Foundation was
established in 2006 to assist the transformation of

St. Kitts and Nevis from a sugar industry-dependent to
a service-oriented economy. The foundation is funded
by contributions stemming from the citizenship-by-
investment program, and invests in social and
infrastructure projects directly as well as in conjunction
with the government.

2 Mostly related to the clearance of non-fuel
budgetary arrears.
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restructuring. The stock of external short-term
debt was maintained at zero, and there has
been no accumulation of the central
government or guaranteed external arrears
except those due to the debt restructuring
(excluded from the PC).

5. The program is consistent with the
Fund’s arrears policy. In staff's view, the
authorities are in compliance with the Fund'’s
policy of lending into arrears, based on their
good faith efforts to engage with their private
creditors. The arrears accumulated to a

Paris Club creditor through end-2011 were
cleared in January; since then some new
arrears have been accumulated to a Paris Club
creditor. For program purposes they are,
however, carved out from the continuous PC
on the non-accumulation of arrears to external
creditors as exemptions, given that a
rescheduling agreement is being sought for
the debt service concerned.

6. The authorities’ structural reforms
progressed as planned and all structural
benchmarks for end-December 2011 and
end-March 2012 were met. The review of the
borrowing capacity of public enterprises, which
included a classification according to their
financial risk, was completed by
end-December as scheduled. It confirmed that
many public enterprises are facing financial
challenges that could present eventual
contingent liabilities for the government.’ The
update of banks’ stress tests was completed in
early 2012, ahead of its end-March schedule.
Finally, and in order to enhance the efficiency

* The government assigned a high risk rating to
several public enterprises, resulting in the imposition
of limits on their short-term financing.



of public spending by improving the targeting
of social expenditure, both the proposal to
rationalize the Liquid Petroleum Gas (LPG)

ST. KITTS AND NEVIS

subsidy and the strategy to reform the social
safety net were submitted to Cabinet on
March 26 2012.

St. Kitts and Nevis: Fiscal Outturn for 2011
(percent of GDP)

Total revenue
Tax revenue
Non-tax revenue
Capital revenue

Total expenditure and net lending

Wages and salaries
Goods and services
Interest

Transfers

Capital expenditure and net lending

Grants

Overall balance 2/
Primary balance 2/

2011

Proj. 1/ Actual
30.9 33.7
21.3 211
9.6 12.5
0.1 0.1
36.5 35.4
11.7 11.5
10.1 9.3
6.7 6.5
3.8 3.7
4.2 4.4
3.5 3.5
=21 1.8
4.6 8.3

Sources: St. Kitts and Nevis authorities; and Fund staff projections.
1/ First Review under the SBA, Country Report 12/51.

2/ Measured from above-the-line.

St. Kitts and Nevis: Structural Benchmarks for December 2011 and March 2012

Action

Target Date Status

Review borrowing capacity of public enterprises

Submit to Cabinet proposal to rationalize the subsidy on liquefied petroleum gas (LPG)

Submit social safety net reform strategy to Cabinet
Update the existing stress tests of banks

End-December 2011 completed
End-March 2012 completed
End-March 2012 completed
End-March 2012 completed

Sources: St. Kitts and Nevis authorities; and Fund staff.

C. Debt Restructuring

7. The authorities concluded a
successful debt exchange with bondholders
and external commercial creditors on April
18, 2012 (Box). The exchange offer covered
EC$369 million (US$135 million) of eligible
claims, representing about 13 percent of the
total debt portfolio and 19 percent of GDP.
Participation by creditors, in the end, was
universal. Commercial creditors were given two
options, an EC$-denominated par bond or a
US$-denominated discount bond, the latter
benefiting from a partial guarantee of the
Caribbean Development Bank (CDB). Both

entailed a significant net present value haircut
for creditors of 73 and 61 percent
respectively.*

8. Further progress has been made
with respect to the resolution of domestic
loans, including on the conversion of loans
secured with land. A shareholders’ agreement
has been signed which determines the
parameters of an exchange of land for debt

4 Assuming an 8 percent discount rate.
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Box 1. Update on the Debt Restructuring

Bondholders and external commercial creditors

On February 27 2012, the authorities launched an exchange offer for external commercial creditors
and bondholders, including all domestic holders but excluding Treasury Bills. On March 7 2012, a
creditor committee representing a significant proportion of external commercial creditors issued a
statement indicating their intention to accept the offer. The offer was successfully concluded on
April 18 2012.

A total of EC$369 million (or US$135 million) of debt was eligible to be exchanged.

Participation amounted to 97 percent of the eligible amount; the activation of collective

action clauses (CACs) allowed the few hold-outs to be included in the exchange.

About one third of creditors opted for the par bond. This is an EC$ denominated 45-year

mortgage style bond with a 15-year grace period on principal payments that carries a
1.5 percent coupon.

The remaining two thirds of creditors, including the holdouts, chose the discount bond,
taking a 50 percent cut in the face value of their claims. This is a US$ denominated 20-year

mortgage style bond with the following features:

1

Step-down coupon. 1t carries a 6 percent coupon for the first four years which then steps
down to 3 percent.

Partial guarantee from the CDB. The CDB will guarantee on a rolling, reinstatable but
non-accelerable basis, payments of principal and/or interest due, subject to an
aggregate guarantee limit of US$12 million. A similar type of guarantee was provided
by the African Development Bank in the context of the Seychelles debt restructuring
offer in 2009.

“Clawback” provision. This feature, which was used only in the case of the debt
restructuring in the Seychelles and St. Kitts and Nevis, provides for creditors to be
issued additional par bonds (equal to 40 percent of the face amount of discount bonds
issued in the exchange offer) if the authorities fail to complete the sixth review under
the SBA by March 31, 2014. It should be noted that, if this provision was to be
triggered, the impact of this on the total stock of debt would be very marginal

(+2 percent of GDP) which, per se, would not change the debt sustainability outlook.

8
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Box 1. Update on the Debt Restructuring (cont.)
Domestic Creditors

Discussions with domestic creditors on a restructuring of loans other than bonds are well advanced
and the authorities envisage that they will be concluded shortly.

e  The debt-land swap forms an important part of the debt restructuring, including through the
establishment of a special purpose vehicle (SPV). The SPV will be tasked with selling the assigned
land; as revenues are generated, they will be passed to the relevant creditors in settlement of the
original claim. Given the amount of land in question, this process is likely to take several years.
Once all claims are settled, any residual lands will be transferred back to the authorities.

e The offer to banks will take account of the specifics of the respective banks' balance sheet and the
need to preserve financial stability. Any new debt instruments will also be designed in view of the
terms of the offer to external creditors and the authorities’ need to secure substantial debt relief.

e The overall offer for the Social Security Board will take into account its long-tem sustainability and
the contingent liability it represents to the government.

Overall, taking into account the central assumption about the likely outcome of the restructuring
negotiations with domestic creditors, the immediate impact of the restructuring exercise sees a sharp
step-down in the level of debt from 154 percent of GDP to around 100 percent of GDP. This has scope
to fall further depending on the outcome of discussions with bilateral creditors, although limited
overall by their relatively small share in the total debt (3.8 percent of GDP).

St.Kitts and Nevis: Elements of the Debt Restructuring Package
(in percent of GDP)
180
| T-bills B Loansand advances Domestic others Bonds (external)
160 - Bonds (domestic) Multilateral | Official bilateral External others
140 - _
2 [ [REREEEETTS EES
< I ;
9 Exchange offer of a parbond Possible
120 - Fr] w/o cutin face value and relief from
discount bond with 50% cutin treatment of
facevalue. Paris Club
L and other
100 - Bilateral debt
I
80
Asignifican;\\\
60 - 2 portion of
g — domestic debt
o to be swapped
40 - o for land.
20 1 | BB 00000 BT
O I T T
Pre Restructuring Restructuring to date Eventual Restructuring
Source: St. Kitts and Nevis authorities and Fund staff estimates.

INTERNATIONAL MONETARY FUND 9



ST. KITTS AND NEVIS

between the government and a major
domestic creditor. Next steps involve the
establishment of the special purpose vehicle
(SPV) and the transfers of the land
extinguishing related government debt.
Discussions with other domestic creditors are
also progressing.

9. Overall, staff anticipates that the
eventual scale of the debt restructuring will
lead to a reduction in total public debt from
154 percent of GDP at end-2011 to about
100 percent of GDP at end-2012. This will set
debt on a trajectory to fall within the Eastern
Caribbean Currency Union (ECCU) target of

60 percent of GDP by end-2020. This
projection is based on the parameters of the
agreed debt exchange and debt to land
exchange, combined with corresponding
assumptions on the outcome of the
negotiations on the remaining domestic and
the official bilateral debt, respectively.

I POLICY DISCUSSIONS

10. Discussions centered on the critical
importance of sustaining the pace of both
fiscal and structural reforms to further
secure debt sustainability and provide an
impetus to inclusive growth in an uncertain
external context. Under baseline projections,
growth is projected to pick up slightly to

1 percent in 2012, due to improved tourism
activity and FDI-related construction projects,
before rising to 1% percent in 2013 and
reaching 4 percent over the medium-term.’
However, despite the debt restructuring and
current plans for fiscal consolidation, the

> Some stimulus to growth is expected to come from
the lower debt burden.
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sluggish global environment continues to
present downside risks to growth and in terms
of the realization of the ECCU debt target. To
help achieve it, the authorities reaffirmed their
commitment to maintain their fiscal strategy
for 2012 in line with the program even if these
risks were to materialize (MEFP T 3) and to
follow their ambitious planned pace of
structural reforms (MEFP 1 12-14).



A. Debt Restructuring

11. The authorities need to sustain the
current momentum and conclude
negotiations with domestic creditors and
bilateral official creditors. Negotiations with
Paris Club creditors are expected to be
completed by end-May 2012. The authorities
are moving forward with completing the
operational arrangements for the SPV (the
draft proposal for the establishment of an
asset management company is a SB for
end-June 2012), including sustaining progress
on land valuation and registration (updating
the registry and undertaking the valuation of
an additional 600 acres of land, SBs for
end-June 2012). A good pace of resulting land
sales will be a critical element in ensuring that
the debt-for-land swap does not impair the
resilience of the domestic financial sector. Staff
emphasized and authorities agreed on the
need to set appropriate management
incentives and that the principles of

C. Fiscal Policy

13. The authorities remain committed to
the 2012 program target for the overall
fiscal deficit of EC$60 million, even if
downside risks to the macroeconomic
outlook were to materialize (MEFP 1 8). In
this context, the authorities have identified
contingency measures equivalent to 1 percent
of GDP, including enhancing the
administration of the Housing and Social
Development Levy and rationalizing further
capital spending relative to the approved
budget as needed, in addition to those
measures identified during the first review
under the SBA (Country Report No. 12/51
MEFP 1 9).

ST. KITTS AND NEVIS

transparency and accountability are adhered
to in determining the operating provisions of
the SPV.

B. Financial Sector

12. The authorities are committed to
promoting the health of the financial sector
(MEFP 16), a key objective of the program.
Given the importance of preserving the
stability of the financial sector—and in line
with current practice—the ECCB will continue
to undertake regular stress tests, which are
now a quarterly benchmark under the
program. Going forward, it will be important
for the ECCB to monitor the impact of the
debt-for-land swap on banks’ balance sheets
and verify that banks dispose of the land in
line with prudential guidelines and norms.

St. Kitts and Nevis: Fiscal Outturn for 2011 and Projection for 2012
(in percent of GDP)

2011 2012

Excl. Elec.
Actual Dept 1/ Prog.
Total revenue 337 312 26.1
Tax revenue 211 211 20.9
Non-tax revenue 125 10.0 52
Capital revenue 0.1 0.1 0.0
Total expenditure and net lending 35.3 30.8 33.0
Wages and salaries 11.5 11.5 11.2
Goods and services 9.2 47 54
Interest 6.5 6.5 6.4
Transfers 3.7 3.7 4.2
Capital expenditure and net lending 4.4 4.4 5.8
Grants 3.5 3.5 4.0
Overall balance 2/ 20 3.9 -3.0
Primary balance 2/ 8.4 10.4 3.4

Sources: St. Kitts and Nevis authorities; and Fund staff projections.
1/ Revenue and costs related to the Electricity Department were removed for Jan-Jul.
2/ Measured from above-the-line.
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14. The authorities intend to enhance
tax revenue by broadening the tax base and
consolidating the revenue administration
(MEFP 1 9). The measures include amendments
to the Corporate Income Tax Act to limit the
scope of admissible deductions (which were
submitted to the National Assembly in

March 2012) and ensuring that all granted
temporary VAT and customs duties
exemptions, with the exception of those
related to the construction sector, will be
terminated by their scheduled date. Relief on
construction materials imports and contracts
will be extended to end-2012 in an effort to
stimulate activity in the sector. The authorities
also plan to extend the scope and powers of
the Inland Revenue Department’s (IRD)
Taxpayers Intelligence Unit, allowing it to be
responsible for other taxes than the VAT and
to conduct on-site inspections. Finally, the
authorities intend to undertake a review of the
tax exemptions regime with the objective of
their rationalization (MEFP T 10). They are
requesting technical assistance (TA) from their
development partners to build capacity to
conduct risk-based auditing and enhance
strategic planning and performance.

15. The authorities intend to maintain
tight control over expenditure, in line with
the 2012 fiscal target (MEFP T 11). Key
measures include a continued freeze on the
wage bill and containing the growth of
expenditure on goods and services. The
authorities are taking steps to rationalize the
subsidy on liquefied petroleum gas (LPG) (SB
for end-March 2012), by negotiating in the first
instance a lower price paid to suppliers prior to
improving targeting to the most vulnerable.
Budgetary transfers are expected to increase
by ¥ percent of GDP from the previous year,
as the government covers the external debt

12 INTERNATIONAL MONETARY FUND

service of three public corporations on their
behalf.® To contain eventual contingent
liabilities and related fiscal risks, the authorities
are strengthening the monitoring of the public
enterprises based on their risk ratings and
enforcing financial discipline by limits on their
short-term financing and requirements for
developing strategic reform plans.

16. Structural reforms will help expand
the fiscal space for growth-promoting
spending by enhancing the efficiency of
public outlays (MEFP T 12). The authorities are
preparing a procurement law covering
government-funded projects, planning an
overhaul of the civil service and improving
public expenditure planning by elaborating a
medium-term expenditure framework (MTEF);
all by end-June 2012 (SBs).

17. The authorities plan to conduct a
review of the social security scheme (SB for
end-September 2012) and to develop a
medium-term debt management strategy
that would be published in the 2013 budget
(updated SB for end-December 2012). They
also intend to improve the efficiency of public
investment by upgrading their capacity for
project evaluation which will allow better
prioritization of the Public Sector Investment
Program (PSIP) and improve its integration
with the MTEF.

18. Intensified commitment to
expenditure control is limiting the
accumulation of arrears while improved
reporting on government activities is
enhancing efficiency. In these regards, the

® This was already envisaged at the time of the first
SBA review, after the authorities agreed to reclassify
the debt service paid by the government on behalf of
these enterprises from a financing item to expenditure,
as transfers.



authorities are strengthening their cash
management system (MEFP T 13) and plan to
improve the transparency of government
operations, which will facilitate a more
comprehensive assessment of government
activities (MEFP 1 14).

D. Program Design

19. The authorities laid out in the
attached Letter of Intent (LOI) and
Memorandum of Economic and Financial
Policies (MEFP) their continued
commitments to the program objectives.
The Technical Memorandum of Understanding
(TMU) is being modified to provide a
clarification by setting the Euro/US$ exchange
rate used for program purposes and an update
of the stock of budgetary expenditure arrears
used as a benchmark for end-2010.

20. No significant safeguards risks were
identified by the updated safeguards
assessment of the ECCB which was
completed on April 16, 2012. The ECCB has
already taken steps towards implementing
recommendations to maintain and advance its
safeguards framework. In addition, the
authorities are committed to formalize the
safeguards policy requirement to hold foreign
exchange balances, used for the government’s
budget financing purposes, only with the
central bank (MEFP 1 16)

E. Program Risks

21. The successful program
implementation to date and progress in
debt restructuring have further improved
the capacity of St. Kitts and Nevis to repay
the IMF (Table 8). Debt service to the Fund
will peak in 2016 at 3.6 percent of GDP and
11.9 percent of exports of goods and services
before falling significantly in the following
years. St. Kitts and Nevis should be in a solid

ST. KITTS AND NEVIS

position to repay the IMF, based on the
maintenance of a strong fiscal framework and
by the savings generated by the debt
restructuring. Successful implementation of
structural reforms to enhance fiscal space
should further strengthen that position.

. Sensitivity of debt dynamics to
exogenous shocks and policy slippages.
While the restructuring of the public debt is
placing it on a declining path under the
baseline scenario, the debt sustainability
analysis (Figure 5 and Table 10) indicates that
an adverse growth shock could flatten the
debt trajectory over the medium-term. This
stresses the importance of safeguarding the
implementation of the program and planning
for contingencies on an ongoing basis.

o Expenditure pressures. The region is
susceptible to natural disasters, which might
entail unforeseen relief outlays. In that respect,
it is important to improve the efficiency of
government spending to create the needed
fiscal space to address such eventualities.

o Public enterprises’ contingent
liabilities. Many public enterprises have
challenging financial positions and present
contingent liabilities for the government's
budget. Staff underscored the need to bolster
measures to address this situation and limit
related budgetary risks.

. Financial sector vulnerabilities. The
financial sector of St. Kitts and Nevis should
continue observing strict prudential
requirements. Delays in land sales through the
SPV could add to vulnerabilities of the banking
system, both in terms of liquidity and
profitability. The authorities are appropriately
expanding regulations pertaining to non banks
to minimize the impact of a potential
contagion from adverse financial
developments arising in the rest of the region.

INTERNATIONAL MONETARY FUND 13
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IISTAFF APPRAISAL

22. In a difficult global environment,
the authorities of St. Kitts and Nevis have
successfully implemented their economic
program to date and undertaken the first
phase of their debt restructuring. Despite
continued lackluster growth, and in a context
of higher inflation partially brought on by
sound but politically difficult economic
decisions, such as introducing the VAT and
raising electricity tariffs, all program
performance criteria and the structural
benchmark were met at end-December 2011.
Furthermore, as additional testimony to the
strength of their program, the authorities
concluded a successful debt exchange with
bondholders and commercial external
creditors in mid April 2012.

23. Strictly adhering to the planned
pace of structural reforms and a proactive
response to exogenous shocks is key to
fostering growth. Building on the momentum
from the ongoing restructuring of public debt,
lasting gains in the fiscal position must be
achieved through continued and timely
reforms to expand the tax base and enhance
the efficiency of tax collection, improve the
prioritization and cost-effectiveness of public
outlays and contain contingent liabilities from
public enterprises. In addition, plans for
contingency measures must be continuously
updated and ready to implement, in order to
prevent shocks from derailing the path of fiscal
balance outlined in the program.

24. The soundness of the financial
sector needs to be preserved by minimizing
the impact of the debt restructuring on the
institutions’ balance sheets. The debt-land
swap, which is paramount to a successful
completion of the restructuring of public debt,
must be engineered in a way minimizing the

14 INTERNATIONAL MONETARY FUND

impact on earnings of financial institutions.
The diligent implementation of the SPV
according to international best practices and
the timely sale of land assets are critical in this
respect. Furthermore, great caution and strong
collaboration between the ECCB and financial
institutions will be needed to manage the
impact of the debt-land swap on prudential
indicators.

25. Based on the authorities’
demonstrated commitment to the program
and successful implementation, staff
supports the request for completion of the
second review under the SBA and the
financing assurances review. Staff is of the
view that the observance of the

end-March 2012 PCs is achievable
notwithstanding the unavailability of
information to date necessary to assess
observance. Accordingly, staff supports the
request for waivers of applicability. Finally, staff
supports the technical rephasing of the fourth
purchase by a few days.
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Figure 1. St. Kitts and Nevis: Selected Economic Indicators

St. Kitts and Nevis, like other countries in the
region, has been severely impacted by the global
economic crisis...

...as the major sectors, including tourism and
construction, continue to underperform.
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External competitiveness has improved very
modestly, reflecting in part the depreciation of the
U.S. dollar and a reduction in real wage growth in
the local economy.

122
Trade weighted nominal (Index
effective exchange rate 2000=100)1/
112
102

CPI-based real effective
exchange rate

92
1996

1999

2002 2005 2008 2011
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Exports and tourism receipts show signs of picking
up toward the end of 2011, although imports
remained on a downward trend.
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Figure 2. St. Kitts and Nevis: Fiscal Developments

The fiscal outturn exceeded expectations due to Current spending was contained in 2011.
strong non-tax revenue and expenditure restraint.
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Source: St. Kitts and Nevis authorities; ECCB; and Fund staff estimates and projections.
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Figure 3. St. Kitts and Nevis: Banking System Developments, 2005-11
(In percent, unless otherwise indicated)

Banks' exposure to the public sector remains high.
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Figure 4. St. Kitts and Nevis: External Debt Sustainability: Bound Tests

(External debt in percent of GDP)
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1/ Reflects the outcome of the debt exchange offer to bondholders and external commercial creditors.

2/ Shaded areas represent actual data. Individual shocks are permanent one-half standard deviation shocks. Figures in
the boxes represent average projections for the respective variables in the baseline and scenario being presented. Ten-

year historical average for the variable is also shown.

3/ For historical scenarios, the historical averages are calculated over the ten-year period, and the information is used to

project debt dynamics five years ahead.

4/ Permanent 1/4 standard deviation shocks applied to real interest rate, growth rate, and current account balance in

2013.
5/ One-time real depreciation of 30 percent occurs in 2013.
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Figure 5. St. Kitts and Nevis: Public Debt Sustainability: Bound Tests/*/*/

(Public debt in percent of GDP)
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Sources: International Monetary Fund, St. Kitts and Nevis authorities, and staff estimates.

1/ Reflects the outcome of the debt exchange offer to bondholders and external commercial creditors.
2/ Shaded areas represent actual data. Individual shocks are permanent one-half standard deviation shocks. Figures in the
boxes represent average projections for the respective variables in the baseline and scenario being presented. Ten-year
historical average for the variable is also shown.
3/ For historical scenarios, the historical averages are calculated over the ten-year period, and the information is used to
project debt dynamics five years ahead.
4/ Permanent 1/4 standard deviation shocks applied to real interest rate, growth rate, and primary balance.
5/ One-time real depreciation of 30 percent and 10 percent of GDP shock to contingent liabilities occur in 2013, with real
depreciation defined as nominal depreciation (measured by percentage fall in dollar value of local currency) minus domestic

inflation (based on GDP deflator).
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Table 1. St. Kitts and Nevis: Basic Data

1. Social, Geographic and Demographic Indicators

Area (sq. km) 269.4 Adult literacy rate (percent, 2009) 97.8
Population Health and nutrition
Total (thousands, 2001) 46.1 Calorie intake (per capita a day, 2011) 2,452
Rate of growth (percent per year, 2001) 0.02 Population per physician (thousand, 2000) 0.9
Density (per sq. km., 2001) 171.2 Access to safe water (percent, 2008) 99
Net migration rate (per thousand, 2002) -9.8 AIDS incidence rate (per 100,000, 2011) 32
Population characteristics (2008) Gross domestic product (2011)
Life expectancy at birth (years) 73 (millions of U.S. dollars) 715
Infant mortality (per thousand live births) 14 (millions of E.C. dollars) 1,932
Under 5 mortality rate (per thousand) 15 (US$ per capita) 12,728
1. E ic and Fil | Indi 2007-13
Proj. 1/ Prel. Proj. Proj.
2007 2008 2009 2010 2011 2011 2012 2013
(Annual percentage change; unless otherwise specified)
National income and prices
Real GDP (factor cost) 5.0 4.0 -5.6 27 0.0 -2.0 1.0 18
Consumer prices, end-of-period 29 6.5 1.2 5.0 14 1.2 21 25
Consumer prices, period average 4.5 53 21 1.0 6.3 5.4 2.8 22
Real effective exchange rate (period average) 2/ -1.2 -1.8 74 -2.8 0.4
Banking system
Net foreign assets 3/ 6.9 116 -8.4 11 4.7 10.5 29 0.7
Net domestic assets 3/ 5.0 -10.0 143 7.8 13 -0.5 11 3.8
Of which
Credit to private sector 3/ 4/ 8.6 43 41 26 20 27 26 4.5
Broad money 4/ 119 16 59 89 6.0 10.0 4.0 45
Of which
Money 12.2 114 -3.1 43.1 6.0 347 4.0 4.5
Quasi-money 119 0.0 75 33 6.0 4.4 4.0 45
(In percent of GDP)
Public sector 5/
Primary balance 27 26 37 -0.8 4.6 83 34 44
Overall balance -3.5 -3.9 -2.9 -7.8 -2.1 18 -3.0 -11
Revenue 278 27.2 29.0 282 30.9 336 26.1 27.0
Grants 15 14 36 2.8 35 35 4.0 21
Current expenditure 26.7 27.3 304 317 324 31.0 27.2 25.2
Capital expenditure and net lending 6.1 53 51 7.1 4.2 44 5.8 5.1
Foreign financing 6/ -1.2 35 0.2 0.3 0.7 0.3 -6.3 -4.5
Domestic financing 28 -2.5 31 7.5 -4.4 -4.6 -53 -0.3
Change in arrears 1.2 13 1.0 3.2 16 -1.6 0.0
Sale of assets 2.0 31 17 0.7 25 0.4 0.2 0.2
Potential extraordinary financing 134 40
Statistical discrepancy 0.0 -1.4 -3.3 -17 - 04 - -
Financing gap 0.0 26 18
Total public debt (end-of-period) 1340 1310 1485 163.6 1513 1544 1439 1385
Of which
Central government 7/ 101.5 100.5 115.0 129.1 120.0 123.2 115.4 1113
Public enterprises 7/ 325 30.5 335 344 313 312 28.5 27.3
Public debt service (percent of total revenue and grants) 6/ 30.1 284 25.2 29.1 29.3 223 62.2 24.5
External sector
External current account balance -18.1 -25.6 -25.7 -20.6 -225 -14.0 -18.9 -17.8
Trade balance -26.4 -29.3 -31.2 -30.0 -27.4 -247 -26.2 -25.4
Services, net 10.3 5.5 5.2 7.5 5.2 10.2 7.0 7.4
Of which
Tourism receipts 18.1 149 121 134 127 125 12.6 13.0
Transfers, net 4.2 4.5 6.6 8.5 4.7 5.6 4.9 44
Net capital inflow 8/ 191 264 263 245 20.6 145 5.4 12.2
FDI (net) 19.5 24.0 19.0 19.9 16.4 159 16.0 17.2
External financing gap 9/ 0.0 1.0 0.7
External public debt (end-of-period) 419 446 48.1 49.2 46.5 50.7 452 42.1
(In percent of exports of goods and nonfactor services)
External public debt service 21.0 18.8 239 228 33.2 224 26.2 25.2
External public debt (end-of-period) 125.3 1434 195.6 175.3 163.9 161.9 160.5 147.0
Memorandum items
Gross international reserves, end-of-period
(in millions of U.S. dollars) 95.6 110.2 1229 155.7 1711 196.0 194.2 1924
(in percent of broad money) 159 18.0 19.0 22.1 229 253 241 229
Holdings of SDRs, in millions of U.S. dollars 133 12.8 12.8 12.8 12.8 13.8
Nominal GDP at market prices (in millions of EC$) 1,862 1,998 1,859 1,818 1,927 1,932 2,009 2,098

Sources: St. Kitts and Nevis authorities; ECCB; UNDP; World Bank; and Fund staff estimates and projections.

1/ First review under SBA, Country Report 12/51.
2/ Weights given by the average trade share during 1999-2003. Depreciation (-).
3/ 1In relation to broad money at the beginning of the period.
4/ Data from 2009 includes non-bank financial institutions and subsidiaries and affiliates as parts of private sector to reflect the changes in definition

in Jan 2009.

5/ Central government unless otherwise noted. Primary and overall balances are based on above-the-line data.
6/ 2012 disbursement includes financing to regularize the external arrears related to fuel purchases.
7/ SSMC debt included in central government debt since 2006.

8/ Includes errors and omissions.
9/ Net of IMF financing and debt forgiveness.
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Table 2. St. Kitts and Nevis: Central Government Fiscal Operations, 2008-17"
(In millions of Eastern Caribbean dollars)

Proj. 2/ Prel. Program Proj.
2008 2009 2010 2011 2011 2012 2013 2014 2015 2016 2017
Total revenue 544.4 539.4 513.5 596.1 651.1 524.1 566.0 596.7 631.1 669.4 709.8
Current revenue 544.4 5394 513.5 594.6 650.0 524.1 566.0 596.7 6311 669.4 709.8
Tax revenue 422.0 396.1 3424 409.9 408.1 420.2 448.6 4733 503.8 538.1 574.6
Taxes on income 1357 148.7 92.6 85.3 86.6 815 89.1 94.0 100.1 106.9 1141
Taxes on property 6.6 8.8 9.4 81 8.8 10.6 11.9 125 133 14.2 15.2
Taxes on domestic goods and consumption 3/ 83.9 69.6 84.2 209.6 2083 216.8 2314 244.2 259.9 277.6 296.5
Taxes on international trade and transactions 1959 169.0 156.3 106.9 104.4 1113 116.2 1226 1305 1394 1489
Nontax revenue 1225 1433 1710 1847 2419 104.0 1174 1235 127.2 1313 135.2
Capital revenue 0.0 0.0 0.0 15 11 0.0 0.0 0.0 0.0 0.0 0.0
Total expenditure and net lending 650.4 661.1 706.1 704.1 684.5 663.9 634.3 648.8 685.6 734.5 786.8
Current expenditure 5453 565.6 576.3 623.6 598.8 546.4 527.8 536.5 563.1 603.7 643.8
Wages and salaries 204.5 2335 224.0 2255 2220 2251 2251 230.7 2419 257.7 275.2
Goods and services 4/ 1518 150.1 169.1 1954 179.7 108.7 109.4 1124 119.7 127.8 136.5
Interest 128.7 1232 127.0 129.8 126.0 127.8 116.3 1153 120.2 1313 1393
Domestic 86.8 81.6 86.7 103.4 91.6 101.7 95.1 98.4 104.6 1175 126.9
Foreign 419 41.6 40.3 26.4 344 26.1 212 169 156 137 124
Transfers 60.3 58.9 56.2 728 711 84.8 77.0 78.0 813 86.9 92.8
Net lending 154 76 58 10 -0.6 0.8 0.8 0.8 0.8 0.8 0.6
Capital expenditure 89.7 87.9 124.0 795 86.3 116.7 105.7 111.5 121.8 130.0 1424
Current balance -0.9 -26.2 -62.8 -29.0 51.2 -22.3 38.2 60.3 68.0 65.7 66.0
Overall balance (before grants) -106.0 -121.7 -192.6 -108.0 -333 -139.8 -68.3 -52.0 -54.6 -65.1 -77.0
Grants 283 67.5 50.7 67.5 68.3 80.1 446 176 17.6 176 176
Overall balance (after grants) -77.7 -54.2 -141.9 -40.5 35.0 -59.7 -23.7 -34.5 -37.0 -47.6 -59.4
Primary balance 510 68.9 -14.9 89.3 160.9 68.1 92.6 80.8 83.1 837 79.9
Financing 106.4 115.4 172.87 40.5 -42.4 8.1 -13.4 -34.2 -89.2 -78.5 -25.5
Net foreign financing 70.3 29 5.0 143 6.4 -127.1 -95.2 -47.5 -101.3 -99.0 -39.4
Disbursements 5/ 104.3 322 41.9 1127 1433 65.5 129 21 0.0 0.0 0.0
Amortization 339 292 36.9 98.4 1369 192.6 108.1 495 1013 99.0 394
Net domestic financing -49.3 57.1 136.8 -84.7 -88.6 -106.6 -6.0 -6.5 -7.1 -65.5 -9.7
Banking system -1339 171 1017 -99.3 -124.6 -106.6 -6.0 -6.5 -7.1 -65.5 -9.7
Nonbanks and other 45.4 226 114 146 -2.0 0.0 0.0 0.0 0.0 0.0 0.0
Financing arrangement on fuel purchase 39.2 174 236 38.0 0.0 0.0 0.0 0.0 0.0 0.0
Change in arrears 231 24.0 183 486 317 -314 0.0 0.0 0.0 0.0 0.0
External 0.0 0.0 0.0 63.8 -31.4 0.0 0.0 0.0 0.0 0.0
Amortization 0.0 0.0 0.0 49.1 -24.2 0.0 0.0 0.0 0.0 0.0
Interest 0.0 0.0 0.0 147 -7.2 0.0 0.0 0.0 0.0 0.0
Domestic 231 24.0 183 -32.1 0.0 0.0 0.0 0.0 0.0 0.0
Sale/purchase of assets 623 314 128 62.3 81 39 4.1 8.6 9.2 66.7 10.5
Exceptional financing 269.4 83.7 111 10.0 19.3 131
Statistical discrepancy -28.7 -61.2 -30.9 0.0 7.4 0.0 0.0 0.0 0.0 0.0 0.0
Financing gap 6/ 0.0 515 37.1 68.7 126.2 126.0 85.0
Memorandum items:
GDP (market prices) 1,998 1,859 1,818 1,927 1,932 2,009 2,098 2,214 2,357 2,517 2,688
Public sector debt (end of period) 2,617 2,762 2,973 2,916 2,982 2,890 2,907 2,935 2,966 2,949 3,002
Of which
Central government 2,008 2,138 2,347 2,312 2,379 2,318 2,335 2,363 2,394 2,377 2,430
Domestic 1,351 1,455 1,641 1,524 1,555 1,552 1,583 1,642 1,765 1,830 1,903
External 657 683 706 788 824 766 752 721 630 547 526

Sources: St. Kitts and Nevis authorities; and Fund staff estimates.

1/ Combined accounts of the Federal Government of St. Kitts and Nevis and the Nevis Island Administration. Reflect the outcome of the debt exchange offer to bondholders and external

commercial creditors.

2/ First review under SBA, Country Report 12/51.

3/ The sharp drop in international taxes and concurrent rise in taxes on domestic goods and services reflect the introduction of VAT in Novermber 2010.
4/ Decline in goods and services expenditure from 2012 reflect the corporatization of the Electricity Department from August 2011.

5/ 2012 disbursement includes financing to regularize the external arrears related to fuel purchases.

6/ From 2012 onwards, to be closed by prospective disbursement from the Fund and donors, and restructuring of domestic debt.
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Table 3. St. Kitts and Nevis: Central Government Fiscal Operations, 2008-17"

(In percent of GDP)

Proj. 2/ Prel. Program Proj.
2008 2009 2010 2011 2011 2012 2013 2014 2015 2016 2017
Total revenue 27.2 29.0 28.2 30.9 33.7 26.1 27.0 27.0 26.8 26.6 26.4
Current revenue 272 29.0 282 30.9 336 261 27.0 27.0 26.8 266 26.4
Tax revenue 211 213 18.8 213 211 209 214 214 214 214 214
Taxes on income 6.8 8.0 51 4.4 4.5 41 42 42 4.2 4.2 4.2
Taxes on property 0.3 0.5 0.5 04 0.5 0.5 0.6 0.6 0.6 0.6 0.6
Taxes on domestic goods and consumption 3/ 4.2 37 46 10.9 10.8 10.8 11.0 11.0 11.0 11.0 11.0
Taxes on international trade and transactions 9.8 9.1 8.6 5.5 5.4 55 5.5 5.5 5.5 5.5 55
Nontax revenue 6.1 7.7 94 9.6 125 5.2 5.6 5.6 54 52 5.0
Capital revenue 0.0 0.0 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0
Total expenditure and net lending 325 35.6 38.8 36.5 35.4 33.0 30.2 29.3 29.1 29.2 29.3
Current expenditure 273 304 317 324 310 272 25.2 24.2 239 240 24.0
Wages and salaries 10.2 126 123 117 115 11.2 10.7 104 103 10.2 10.2
Goods and services 4/ 7.6 81 93 10.1 9.3 54 5.2 5.1 51 5.1 51
Interest 6.4 6.6 7.0 6.7 6.5 6.4 5.5 52 51 52 5.2
Domestic 43 4.4 48 54 4.7 51 4.5 4.4 44 4.7 47
Foreign 21 22 22 14 18 13 1.0 0.8 0.7 0.5 0.5
Transfers 3.0 32 31 38 37 4.2 37 35 35 35 35
Net lending 0.8 04 03 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Capital expenditure 45 47 6.8 41 4.5 5.8 5.0 5.0 5.2 5.2 53
Current balance 0.0 -1.4 -3.5 -1.5 2.7 -11 18 2.7 29 2.6 2.5
Overall balance (before grants) -5.3 -6.5 -10.6 -5.6 -1.7 -7.0 -3.3 -2.3 -2.3 -2.6 -2.9
Grants 14 36 2.8 35 35 4.0 21 0.8 0.7 0.7 0.7
Overall balance (after grants) -39 -2.9 -7.8 -2.1 1.8 -3.0 -1.1 -1.6 -1.6 -1.9 -2.2
Primary balance 2.6 37 -0.8 46 83 34 44 37 35 33 3.0
Financing 5.3 6.2 95" 21 -2.2 0.4 -0.6 -1.5 -3.8 -3.1 -0.9
Net foreign financing 35 0.2 0.3 0.7 0.3 -6.3 -4.5 -21 -4.3 -39 -15
Drawings 5/ 52 17 23 5.8 74 33 0.6 0.1 0.0 0.0 0.0
Amortization 17 16 20 51 7.1 9.6 5.2 22 43 39 15
Net domestic financing -2.5 31 75 -4.4 -4.6 -5.3 -0.3 -0.3 -0.3 -26 -0.4
Banking system -6.7 0.9 5.6 -5.2 -6.4 -5.3 -0.3 -03 -0.3 -26 -0.4
Nonbanks and other 23 12 0.6 0.8 -0.1 0.0 0.0 0.0 0.0 0.0 0.0
Financing arrangement on fuel purchase 20 0.9 13 20 0.0 0.0 0.0 0.0 0.0 0.0
Change in arrears 12 13 1.0 25 16 -1.6 0.0 0.0 0.0 0.0 0.0
External 0.0 0.0 0.0 33 -1.6 0.0 0.0 0.0 0.0 0.0
Amortization 0.0 0.0 0.0 25 -12 0.0 0.0 0.0 0.0 0.0
Interest 0.0 0.0 0.0 0.8 -04 0.0 0.0 0.0 0.0 0.0
Domestic 12 13 10 -17 0.0 0.0 0.0 0.0 0.0 0.0
Sale/purchase of assets 31 17 0.7 3.2 0.4 0.2 0.2 04 04 2.7 0.4
Exceptional financing 0.0 0.0 0.0 0.0 0.0 134 4.0 0.5 0.4 0.8 0.5
Statistical discrepancy -1.4 -3.3 -1.7 0.0 0.4 0.0 0.0 0.0 0.0 0.0 0.0
Financing gap 6/ 0.0 0.0 0.0 0.0 0.0 2.6 18 31 5.4 5.0 3.2
Memorandum items:
Public sector debt (end of period) 1310 1485 163.6 1513 1544 1439 1385 1326 1259 117.2 1117
Of which
Central government 100.5 115.0 1291 1200 1232 1154 1113 106.7 1016 94.4 90.4
Domestic 67.6 783 90.3 791 80.5 773 754 74.2 749 727 70.8
External 329 36.7 38.8 40.9 427 381 35.8 326 267 217 19.6

Sources: St. Kitts and Nevis authorities; and Fund staff estimates.

1/ Combined accounts of the Federal Government of St. Kitts and Nevis and the Nevis Island Administration. Reflect the outcome of the debt exchange offer to bondholders and external

commercial creditors.
2/ First review under SBA, Country Report 12/51.

3/ The sharp drop in international taxes and concurrent rise in taxes on domestic goods and services reflect the introduction of VAT in November 2010.

4/ Decline in goods and services expenditure from 2012 reflect the corporatization of the Electricity Department from August 2011.

5/ 2012 disbursement includes financing to regularize the external arrears related to fuel purchases.

6/ From 2012 onwards, to be closed by prospective disbursement from the Fund and donors, and restructuring of domestic debt.
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Table 4. St. Kitts and Nevis: Balance of Payments, 2008-17"

Proj. 2/ Prel.  Program Proj.
2008 2009 2010 2011 2011 2012 2013 2014 2015 2016 2017
(In millions of Eastern Caribbean dollars)
Current account -510.8 -478.0 -375.2 -432.9 -270.7 -380.1 -373.9 -378.7 -383.9 -391.7 -407.9
Trade balance -585.6 -580.9 -546.0 -527.3 -477.0 -527.2 -534.1 -548.3 -575.6 -606.9 -648.3
Exports, f.o.b. 186.2 1016 1055 166.9 1474 1525 160.8 1712 1819 1959 2115
Imports f.o.b. -771.8 -682.5 -651.5 -694.2 -624.4 -679.7 -694.9 -719.6 -757.5 -802.8 -859.9
Of which
Mineral fuel -80.3 -45.1 -51.3 -45.9 -67.3 <751 736 714 -70.6 <712 =729
Services and transfers (net) 74.7 102.9 170.8 94.5 206.3 1471 160.2 169.6 191.8 2151 2404
Services (net) 110.7 96.4 136.2 100.3 196.7 1412 156.2 174.0 194.2 2158 240.1
Services (receipts) 435.0 356.1 404.7 3794 458.0 412.9 440.0 4735 513.0 556.2 603.7
Of which
Tourism receipts 2972 2254 2431 245.2 240.7 2526 272.0 296.3 324.0 354.0 387.3
Services (payments) -324.3 -259.7 -268.5 -279.1 -261.3 -2717 -283.8 -299.4 -318.8 -340.4 -363.5
Factor income (net) -125.4 -1154 -119.1 -97.3 -98.0 -91.8 -88.5 -86.3 -87.6 -89.4 -923
Of which
Public sector interest -55.6 -533 -50.7 -32.9 -40.4 -31.8 -25.8 -20.2 -17.3 -143 -12.0
Transfers (net) 89.4 1219 1537 915 107.7 97.8 924 819 85.2 88.8 926
Official (net) 124 416 61.9 221 15.6 183 107 2.9 -2.9 -2.9 -2.9
Private (net) 77.0 80.3 91.8 93.6 92.0 79.4 818 84.8 88.0 917 95.5
Capital and financial account 479.2 505.2 399.1 396.8 279.5 107.8 257.0 370.9 398.8 421.3 422.8
Official 335 -119 139 89.5 65.2 -103.0 -77.0 =279 -33.9 -352 -214
Capital transfers (net) 49.1 119 37.1 67.5 310 50.1 223 88 88 8.8 8.8
Long-term borrowing (net) -15.5 -23.8 -232 220 342 -153.1 -99.3 -36.6 -42.7 -44.0 -30.2
Disbursements 45.7 323 422 170.5 1296 61.9 266 158 6.2 6.1 12.8
Amortization -613 -56.1 -65.4 1485 -95.3 -116.2 -1259 -524 -49.0 -50.1 -43.0
Debt forgiveness -98.8 0.0 0.0 0.0 0.0 0.0
Private capital 445.6 517.2 385.2 3073 2143 210.8 3339 3987 4328 456.5 444.2
Capital transfers (net) 111 119 122 125 123 123 122 120 11.8 116 114
Foreign direct investment (net) 480.3 353.0 361.2 315.7 308.0 3213 360.7 406.9 444.6 476.6 498.0
Portfolio investment (net) 283 -30.1 -40.2 -28.4 -33.0 -35.0 -25.0 -20.0 -20.0 -25.0 -25.0
Short-term capital (net) -149.6 1735 54.7 119 -90.0 -65.0 -20.0 -20.0 -25.0 -30.0 -30.0
Other private (net) 75.5 89 -2.8 -4.3 17.0 -228 6.1 198 213 233 -102
Errors and omissions 48.0 -17.0 46.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance 16.3 10.3 70.1 -36.1 8.8 -272.2 -116.9 -7.8 15.0 29.6 14.9
Financing -16.3 -10.3 -70.1 36.1 -8.8 272.2 116.9 7.8 -15.0 -29.6 -14.9
Net international reserves -394 -343 -88.4 -41.6 -108.9 23 0.1 -3.4 2.9 -2.8 -32
Change in arrears 231 24.0 183 316 43 -29 0.0 0.0 0.0 0.0 0.0
Net use of IMF resources 95.7 90.5 28.0 0.7 =715 -88.0 -38.8
Purchase 957 90.5 280 127 0.0 0.0 0.0
Repurchase 0.0 0.0 0.0 -12.0 -715 -88.0 -38.8
Financing gap 0.0 1823 88.8 10.6 59.5 61.3 27.1
Debt forgiveness (flow) 4/ . . 0.0 63.0 748 2.8 16 8.5 49
Debt forgiveness (stock write-down) . o 0.0 98.8 0.0 0.0 0.0 0.0 0.0
Other 0.0 20.5 14.0 78 57.9 52.8 222
(In percent of GDP)
Current account -25.6 -25.7 -20.6 -225 -14.0 -18.9 -17.8 -17.1 -16.3 -15.6 -15.2
Exports of goods and nonfactor services 311 246 281 283 313 281 286 291 29.5 299 303
Merchandise exports 93 55 5.8 8.7 7.6 76 7.7 77 7.7 7.8 79
Nonfactor services 218 191 223 197 237 20.6 21.0 214 218 221 225
Of which
Tourism receipts 149 121 134 127 125 126 13.0 134 137 141 144
Imports of goods and nonfactor services -54.8 -50.7 -50.6 -50.5 -45.8 -474 -46.6 -46.0 -45.7 -45.4 -45.5
Merchandise imports -38.6 -36.7 -35.8 -36.0 -323 -33.8 -331 -325 -32.1 -31.9 -32.0
Nonfactor services -16.2 -14.0 -14.8 -145 -135 -135 -135 -135 -13.5 -13.5 -135
Foreign direct investment (net) 240 19.0 19.9 16.4 159 16.0 17.2 184 189 189 18.5
Stock of unpaid fuel expenses 12 25 23 7.8 0.1 0.0 0.0 0.0 0.0 0.0 0.0
External financing gap 0.0 0.0 1.0 0.7 0.4 25 21 0.8
External public debt 446 481 49.2 46.5 50.7 452 421 380 313 25.6 228
(Annual percentage change)
Merchandise exports 195 -45.4 39 73 39.6 35 55 6.5 6.2 7.7 8.0
Tourism receipts -11.8 -241 7.8 103 -1.0 5.0 77 89 9.4 9.2 9.4
Merchandise imports 193 -116 -4.5 159 -4.2 89 22 36 53 6.0 71
Terms of trade -24 34 -39 -3.2 =27 11 05 08 0.9 0.5 03
(In percent of exports of goods and nonfactor services)
External public debt 1434 195.6 1753 1639 1619 160.5 147.0 130.5 106.3 85.8 753
External debt service 188 239 228 332 224 26.2 252 131 191 16.6 7.5
Of which
Interest 86 110 9.6 57 6.4 54 41 3.0 24 18 14
(Millions of US dollar)
ECCB imputed reserves 110.2 1229 155.7 1711 196.0 194.2 1924 1928 1939 1949 196.1

Sources: ECCB; and Fund staff estimates and projections.

1/ Reflect the outcome of the debt exchange offer to bondholders and external commercial creditors.

2/ First review under SBA, Country Report 12/51.

3/ Negative indicates repayment to IMF.

4/ The NPV of consolidated amounts under the debt service reduction option was reduced by 6.6 percent.
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Table 5. St. Kitts and Nevis: Monetary Survey, 2008-13

Prel. Proj. Proj.
2008 2009 2010 2011 2012 2013
(In millions of EC$)

Net foreign assets 850.7 711.5 730.1 929.0 989.3 1004.4
ECCB imputed reserves 297.6 3319 420.3 529.2 524.5 519.5
Crown agents 10.6 10.6 10.6 10.6 10.6 10.6
Commercial banks 542.4 369.0 299.2 389.3 4543 4743

Net domestic assets 799.8 1036.4 1172.6 1163.2 1186.6 1268.4

Net credit to the public sector 366.3 390.9 476.4 305.7 274.5 259.1
Net credit to central government 337.2 4274 850.8 726.2 726.2 726.2
Net credit to St. Kitts 263.0 298.9 676.6 521.4 521.4 521.4
Net credit to Nevis 74.2 1285 1743 204.8 204.8 204.8
Net credit to non-financial public sector 29.1 -36.5 -374.5 -420.5 -451.7 -467.1
Credit to the private sector 1/ 12427 13111 1356.6 1407.2 1461.7 1559.0
Net other assets 2/ -809.2 -665.6 -660.4 -549.6 -549.6 -549.6

Broad money (M2) 1650.5 1747.9 1902.7 2092.3 2176.0 2272.9

Money 251.7 2439 349.0 470.2 489.0 510.8
Currency in circulation 70.1 783 101.1 102.0 106.1 110.8
Demand deposits 1/ 181.6 165.5 248.0 368.2 383.0 400.0

Quasi-money 1/ 1398.8 1504.0 1553.7 1622.0 1686.9 1762.0
Savings deposits 602.6 638.5 638.4 684.8 712.2 743.9
Time deposits 398.1 491.0 552.4 581.3 604.5 631.5
Foreign currency deposits 398.1 374.5 362.8 356.0 370.2 386.7

(Percentage change relative to broad money at beginning of period)

Net foreign assets 116 -8.4 11 10.5 29 0.7

Net domestic assets -10.0 143 7.8 -0.5 11 38
Net credit to the public sector -1.7 15 49 -9.0 -1.5 -0.7

Net credit to central government -7.9 5.5 24.2 -6.5 0.0 0.0
Net credit to non-financial public sector 6.2 -4.0 -19.3 -24 -1.5 -0.7
Credit to the private sector 1/ 43 4.1 2.6 2.7 2.6 4.5
Net other assets 2/ -12.6 8.7 0.3 5.8 0.0 0.0
(Annual percentage change)
Broad money (M2) 16 59 8.9 10.0 4.0 4.5
Money 114 -3.1 431 34.7 4.0 4.5
Currency in circulation 24.8 11.7 29.0 0.9 4.0 4.5
Demand deposits 1/ 6.9 -8.8 49.8 48.5 4.0 4.5
Quasi-money 1/ 0.0 7.5 33 4.4 4.0 4.5
Savings deposits 6.5 6.0 0.0 7.3 4.0 45
Time deposits 5.4 233 12.5 5.2 4.0 4.5
Foreign currency deposits -12.6 -5.9 -3.1 -1.9 4.0 45

Credit to the private sector (in nominal terms) 5.9 5.5 35 37 39 6.7

Credit to the private sector (in real terms) 14 43 -1.5 24 1.8 4.0

Memorandum items:

Income velocity of money 7.9 7.6 5.2 41 41 41
Income velocity of broad money 12 11 1.0 0.9 0.9 0.9
Private sector credit/GDP (in percent) 62.2 70.5 74.6 72.8 72.8 74.3
Foreign currency deposits/GDP (in percent) 19.9 20.1 20.0 18.4 18.4 18.4

Sources: ECCB; and Fund staff estimates and projections.

1/ Data up to 2008 is revised to reflect the changes in the definition of private sector in January 2009.

2/ Includes capital accounts.
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Table 6. St. Kitts and Nevis: Indicators of External and Financial Vulnerability, 2006-11

(12-month percentage change, unless otherwise stated)

Prel.
2006 2007 2008 2009 2010 2011
External indicators
Merchandise exports -8.2 -1.0 19.5 -45.4 3.9 39.6
Merchandise imports 18.6 9.1 19.3 -11.6 -4.5 -4.2
Terms of trade deterioration (-) -3.8 -1.5 -2.4 34 -39 -2.7
Tourism earnings 8.7 -5.2 -11.8 -24.1 7.8 -1.0
Current account balance (percent of GDP) -15.8 -18.1 -25.6 -25.7 -20.6 -14.0
Capital and financial account balance (percent of GDP) 1/ 13.8 14.6 24.0 27.2 22.0 19.4
Of which
Foreign direct investment 17.5 19.5 24.0 19.0 19.9 15.9
Gross international reserves of the ECCB
In millions of U.S. dollars 696.0 764.5 759.0 800.8 926.1 1007.3
In percent of broad money 18.6 18.6 17.0 17.5 19.7 21.2
Commercial banks’ net foreign assets (millions of U. S. dollars) 115.7 145.5 200.9 136.7 110.8 144.2
External public debt (percent of GDP) 50.4 41.9 446 48.1 49.2 50.7
External debt service (in percent of exports of goods and services 227 21.0 18.8 239 22.8 224
Of which
Interest 8.8 7.9 8.6 11.0 9.6 6.4
Nominal exchange rate (E.C. dollars per U.S. dollar, end period) 2.7 2.7 27 2.7 2.7 2.7
Real effective exchange rate depreciation (-), end period 2/ 2.2 -5.5 12.8 -3.8 -5.6
Financial indicators
Broad money 13.6 11.9 1.6 5.9 8.9 10.0
Credit to the private sector 11.5 11.9 5.9 5.5 35 37
Share of nonperforming assets to total assets of banks (percent) 4.8 4.1 45 43 5.5 6.6
Provisions for loan losses/nonperforming assets (percent) 243 23.9 20.0 48.9 422 383
Provisions for loan losses/total loans (percent) 1.2 1.0 0.9 21 23 2.5
Gross government exposure/total assets (percent) 31.0 29.1 28.2 26.1 26.6 243
Total loans/total deposits (percent) 85.1 86.9 88.7 774 78.1 73.0
Net liquid assets/total deposits (percent) 384 379 42.5 42.9 41.6 44.2
Foreign currency deposits/total deposits (percent) 25.0 234 229 30.2 27.5 25.6
Liquid assets/total asset (percent) 39.9 38.0 39.5 437 419 44.2
Liquid assets/current liabilities (percent) 453 47.5 484 50.9 51.5 51.8
Total capital/total assets (percent) 3/ 13.0 15.0 16.8 19.3 184 16.3
Total Capital/Risk Weighted Assets (percent) 3/ 39.8 438 427 47.6 424 394
Tier 1 Capital/Risk Weighted Assets (percent) 3/ 36.0 37.7 40.1 42.0 36.8 388
Ratio of bank’s before-tax profits to average assets (percent) 34 4.0 4.7 21 11 14

Sources: ECCB; Ministry of Finance; and Fund staff estimates.

1/ Includes errors and omissions.

2/ Estimated on the basis of weights given by the average trade share during 1999-2003.
3/ For locally incorporated banks only.
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Table 7. St. Kitts and Nevis: External Financing Requirement and Sources, 2010-17

(In millions of U.S. dollars)

Prel.  Program Projection
2010 2011 2012 2013 2014 2015 2016 2017
Gross financing requirement 176.7 203.3 246.9 186.1 157.8 160.1 165.6 182.9
Current account deficit 139.0 100.6 1399 136.9 1385 140.6 1445 150.9
Amortization 5.0 62.3 107.9 49.2 18.0 18.4 20.1 30.8
Official (public sector and central government) 24.2 35.3 79.6 46.6 194 18.1 18.6 15.9
of which, debt forgiveness 36.6 0.0 0.0 0.0 0.0 0.0
Private sector (net) -19.2 27.0 28.3 25 -14 0.3 15 149
Commercial banks -20.3 333 241 74 74 9.3 111 111
Other private 1.0 -6.3 42 -4.9 -8.8 -9.0 -9.6 3.8
Reserve accumulation (+: increase) 327 40.3 -0.9 0.0 13 11 1.0 1.2
Sources of financing 152.8 165.9 147.8 144.3 155.4 166.1 176.1 187.4
Capital grants and transfers 183 16.1 231 128 7.7 7.6 7.5 7.5
Foreign Direct Investment (net) 1338 1141 119.0 1336 150.7 164.7 176.5 184.4
Net inflow of equity and other capital -14.9 -12.2 -13.0 -9.3 -74 -74 -9.3 -9.3
New borrowing 156 48.0 187 7.2 44 12 13 47
of which: public sector 156 48.0 187 7.2 44 12 13 47
Errors and omissions 171 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Accumulation of arrears 6.8 16 -11 0.0 0.0 0.0 0.0 0.0
Exceptional external financing 0.0 35.9 92.6 36.5 -0.4 -27.5 -30.0 -12.7
IMF net disbursement 0.0 35.9 327 8.8 -1.5 -28.1 -33.2 -14.5
Fund disbursement 0.0 354 335 104 47 0.0 0.0 0.0
Repurchases 0.0 0.0 0.0 0.0 -4.4 -26.5 -32.6 -14.4
Interest due 0.0 0.5 -0.8 -15 -17 -16 -0.6 -0.2
Debt forgiveness 1/ 0.0 0.0 59.9 27.7 1.0 0.6 31 18
Other residual 0.0” 0.0 7.6 5.2 2.9 21.4 19.6 8.2

1/ Includes flow and stock write-down.

Sources: St. Kitts and Nevis authorities; Eastern Caribbean Central Bank; and Fund staff estimates and projections.

26

INTERNATIONAL MONETARY FUND




ANN4 AYVLINOIN TYNOILYNYILNI

Lz

Table 8. St. Kitts and Nevis: Indicators of Capacity to Repay the Fund, 2012-21"

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Fund obligations based on existing credit
(in millions of SDRs) 0.87 1.51 3.72 15.67 14.14 143 0.00 0.00 0.00 0.00
Principal 0.56 111 333 15.38 14.04 1.43 0.00 0.00 0.00 0.00
Charges and interest 0.31 0.40 0.39 0.29 0.10 0.00 0.00 0.00 0.00 0.00
Fund obligations based on existing and prospective credit
(in millions of SDRs) 1.08 2.07 4.42 17.54 20.73 9.09 313 0.71 0.00 0.00
Principal 0.56 111 333 16.56 20.38 8.98 3.10 0.71 0.00 0.00
Charges and interest 0.52 0.96 1.09 0.98 0.35 011 0.03 0.00 0.00 0.00
Fund credit outstanding based on existing and prospective
credit (in millions of SDRs) 44.8 50.1 49.7 33.2 12.8 338 0.7 0.0 0.0 0.0
Total Obligations based on existing and prospective credit
in millions of U.S. dollars 2/ 17 33 7.1 281 33.2 14.5 5.0 11 0.0 0.0
in percent of exports of goods and services 0.8 15 3.0 10.9 11.9 4.8 1.6 0.3 0.0 0.0
in percent of external debt service3/ 3.1 5.6 184 36.4 417 39.1 20.8 59 0.0 0.0
in percent of GDP 0.2 0.4 0.9 3.2 36 15 0.5 0.1 0.0 0.0
in percent of quota 121 233 49.7 197.1 2329 102.1 35.2 8.0 0.0 0.0
in percent of net imputed reserves 0.9 17 3.7 14.5 17.0 74 26 0.6 0.0 0.0
in percent of revenue and grants 0.8 15 31 11.7 13.0 5.4 1.8 0.4 0.0 0.0
Outstanding Fund Credit
in millions of U.S. dollars 2/ 71.6 80.2 79.6 53.1 20.5 6.1 11 0.0 0.0 0.0
in percent of exports of goods and services 34.2 36.0 333 20.6 74 2.0 0.4 0.0 0.0 0.0
in percent of external debt service 3/ 130.7 142.8 254.2 108.1 44.2 26.9 6.0 0.0 0.0 0.0
in number of months of imports of goods and services 24 2.7 25 16 0.6 0.2 0.0 0.0 0.0 0.0
in percent of GDP 9.6 10.3 9.7 6.1 22 0.6 0.1 0.0 0.0 0.0
in percent of quota 503.0 563.4 558.9 372.8 1438 42.8 8.0 0.0 0.0 0.0
in percent of net imputed reserves 36.9 417 413 274 10.5 31 0.6 0.0 0.0 0.0
Net use of Fund Credit (in millions of SDRs) 204 5.4 -04 -16.6 -20.4 -9.0 -3.1 -0.7 0.0 0.0
Disbursements 21.0 6.5 29 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Repayment and Repurchases 0.6 11 33 16.6 204 9.0 31 0.7 0.0 0.0
Memorandum items:
Nominal GDP (in millions of US dollars) 744.1 777.2 819.9 872.9 932.2 9955 1,063.1 1,1353 1,2124 1,2947
Exports of goods and services (in millions of US dollars) 209.4 2225 238.8 2574 278.6 3019 319.8 339.0 359.2 380.6
External debt service (in millions of US dollars) 54.8 56.2 313 49.1 46.3 22.7 19.1 18.1 15.2 12.8
Imports of goods and services (in millions of US dollars) 352.4 362.5 3774 398.6 4234 453.1 475.8 499.6 524.7 551.2
Net imputed reserves (in millions of US dollars) 194.2 192.4 192.8 193.9 194.9 196.1 196.1 196.1 196.1 196.1

1/ Assumes a 3-year SBA with access in the amount of SDR 52.5 million (590 percent of quota)

2/ US$1 = 0.625 SDR (program exchange rate in TMU)
3/ Including prospective repurchases/repayments
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Table 9. St. Kitts and Nevis: External Debt Sustainability Framework, 2007-17"
(In percent of GDP, unless otherwise indicated)

Actual Projections
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Debt-stabilizing
non-interest
current account 7,

Baseline: External debt 41.9 44.6 48.1 49.2 50.7 45.2 421 38.0 313 25.6 22.8 -18.8
Change in external debt -84 2.6 36 11 15 -5.5 -3.1 -4.1 -6.7 -5.7 -2.8
Identified external debt-creating flows (4+8+9) -5.0 -2.5 11.0 4.2 -1.7 3.8 1.0 -1.5 -2.9 -35 -33
Current account deficit, excluding interest payments 153 22.8 22.8 17.9 119 175 16.7 16.2 155 149 15.0
Deficit in balance of goods and services 16.0 2338 26.1 225 145 19.2 18.0 16.9 16.2 155 15.2
Exports 335 311 24.6 281 313 281 286 29.1 29.5 29.9 303
Imports 49.5 54.8 50.7 50.6 45.8 474 46.6 46.0 45.7 45.4 45.5
Net non-debt creating capital inflows (negative) -17.6 -25.5 -17.4 -17.7 -14.2 -14.3 -16.0 -17.5 -18.0 -17.9 -17.6
Automatic debt dynamics 2/ -2.6 0.2 5.5 4.0 0.6 0.6 04 -0.2 -0.4 -0.5 -0.7
Contribution from nominal interest rate 238 2.8 2.8 2.8 22 1.0 1.2 11 1.0 0.8 0.3
Contribution from real GDP growth -2.3 -1.6 26 13 1.0 -0.5 -0.8 -13 -14 -1.2 -1.0
Contribution from price and exchange rate changes 3/ -31 -1.0 0.0 -0.1 -25
Residual, incl. change in gross foreign assets (2-3) 4/ -3.5 51 -74 -3.2 32 -9.3 -4.2 -2.6 -3.8 -2.2 0.5
External debt-to-exports ratio (in percent) 1253 1434 195.6 1753 161.9 160.7 147.0 1304 106.1 85.5 75.1
Gross external financing need (in billions of US dollars) 5/ 0.2 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.2 0.2 0.2
in percent of GDP 26.9 32,5 335 29.2 234 10-Year 10-Year 36.5 244 239 247 226 19.4

Scenario with key variables at their historical averages 6/ 45.2 42.6 41.3 38.8 37.6 39.2 -17.0

Historical ~ Standard
Key Macroeconomic Assumptions Underlying Baseline Average Deviation

Real GDP growth (in percent) 5.0 4.0 -5.6 -2.7 -2.0 13 4.6 1.0 18 3.2 3.8 4.2 4.2
GDP deflator in US dollars (change in percent) 6.6 25 -0.1 0.2 5.3 29 43 25 25 22 2.5 2.5 2.5
Nominal external interest rate (in percent) 6.1 7.1 6.0 5.7 4.5 6.4 0.9 21 2.7 2.8 2.7 2.6 11
Growth of exports (US dollar terms, in percent) -2.1 -0.3 -26.3 115 18.6 4.8 135 -6.6 6.3 7.3 7.8 8.2 8.4
Growth of imports (US dollar terms, in percent) 6.4 19.0 -14.0 -2.3 -3.7 36 10.6 7.4 29 4.1 5.6 6.2 7.0
Current account balance, excluding interest payments -15.3 -22.8 -22.8 -17.9 -11.9 -17.4 5.6 -17.5 -16.7 -16.2 -15.5 -149 -15.0
Net non-debt creating capital inflows 17.6 25.5 17.4 17.7 14.2 17.8 5.9 143 16.0 17.5 18.0 17.9 17.6

1/ Reflect the outcome of the debt exchange offer to bondholders and external commercial creditors.
2/ Derived as [r - g - r(1+g) + ea(1+1r)]/(1+g+r+gr) times previous period debt stock, with r = nominal effective interest rate on external debt; r = change in domestic GDP deflator in US dollar terms, g = real GDP growth rate,

e = nominal appreciation (increase in dollar value of domestic currency), and a = share of domestic-currency denominated debt in total external debt.
3/ The contribution from price and exchange rate changes is defined as [-r(1+g) + ea(1+1)]/(1+g+r+gr) times previous period debt stock. r increases with an appreciating domestic currency (e > 0) and rising inflation (based on GDP deflator).

4/ For projection, line includes the impact of price and exchange rate changes.
5/ Defined as current account deficit, plus amortization on medium- and long-term debt, plus short-term debt at end of previous period.

6/ The key variables include real GDP growth; nominal interest rate; dollar deflator growth; and both non-interest current account and non-debt inflows in percent of GDP.
7/ Long-run, constant balance that stabilizes the debt ratio assuming that key variables (real GDP growth, nominal interest rate, dollar deflator growth, and non-debt inflows in percent of GDP) remain at their levels

of the last projection year.
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Table 10. St. Kitts and Nevis: Public Sector Debt Sustainability Framework, 2007-17
(In percent of GDP, unless otherwise indicated)

Actual Projections
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Debt-stabilizing
primary
balance 9/

Baseline: Public sector debt 1/ 1340 131.0 1485 1636 1544 1439 1385 1326 1259 117.2 111.7 -0.9
o/w foreign-currency denominated 419 446 481 492 50.7 446 415 374 307 251 223
Change in public sector debt -113 -30 175 15.0 -9.2 -10.5 -5.3 -5.9 -6.7 -8.7 -5.5
Identified debt-creating flows (4+7+12) -13.5 -7.1 9.2 11.2 -6.9 -2.2 -4.8 -5.8 -6.6 -85 -5.3
Primary deficit -33 -3.2 -4.6 -1.5 -104 -4.1 -5.8 -5.2 -5.0 -4.7 -4.3
Revenue and grants 360 353 396 380 442 370 360 347 344 342 339
Primary (noninterest) expenditure 32.7 32.2 35.0 36.5 33.8 329 303 29.5 294 29.5 29.6
Automatic debt dynamics 2/ -8.3 -0.8 154 134 4.0 21 11 -0.2 -1.2 -11 -0.6
Contribution from interest rate/growth differential 3/ -8.3 -08 154 134 4.0 21 11 -0.2 -1.2 -11 -0.6
Of which contribution from real interest rate -1.8 42 7.7 9.3 0.8 3.6 3.6 4.0 3.6 3.8 4.0
Of which contribution from real GDP growth -6.5 -5.1 7.8 41 32 -15 -25 -4.2 -4.8 -4.9 -4.6
Contribution from exchange rate depreciation 4/ 0.0 0.0 0.0 0.0 0.0
Other identified debt-creating flows -2.0 -31 -1.7 -0.7 -0.4 -0.2 -0.2 -0.4 -0.4 -2.7 -0.4
Privatization receipts (negative) -2.0 -31 -1.7 -0.7 -0.4 -0.2 -0.2 -0.4 -0.4 -2.7 -0.4
Recogpnition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Residual, including asset changes (2-3) 5/ 22 41 8.4 38 -2.3 -83 -0.5 -0.2 -0.2 -0.2 -0.2
Public sector debt-to-revenue ratio 1/ 3723 3707 3750 4303 3493 3887 3845 3825 3657 3428 3291
Gross financing need 6/ 55.5 54.3 51.1 52.2 47.9 47.9 43.4 43.0 44.1 435 40.4
in billions of U.S. dollars 0.4 0.4 0.4 0.4 03 0.4 0.3 0.4 04 0.4 0.4

Scenario with key variables at their historical averages 7/ 143.8 145.5 147.3 149.1 1484 150.2 25

Scenario with no policy change (constant primary balance) in 2012-2017 143.9 140.1 135.2 129.2 121.0 115.7 -1.0

Key Macr ic and Fiscal A pti Underlying Baseli

Real GDP growth (in percent) 5.0 4.0 -5.6 =27 -2.0 1.0 18 3.2 38 4.2 4.2
Average nominal interest rate on public debt (in percent) 8/ 5.5 6.0 5.5 6.3 5.7 49 5.2 5.3 5.5 5.8 6.3
Average real interest rate (nominal rate minus change in GDP deflator, in -11 35 5.5 6.1 04 24 27 31 3.0 33 38
Nominal appreciation (increase in US dollar value of local currency, in per 0.0 0.0 0.0 0.0 0.0
Inflation rate (GDP deflator, in percent) 6.6 2.5 -0.1 0.2 53 2.5 2.5 2.2 2.5 2.5 2.5
Growth of real primary spending (deflated by GDP deflator, in percent) -39 3.0 14 17 -6.7 -1.2 -6.2 0.6 36 4.4 45
Primary deficit -33 -3.2 -4.6 -1.5 -104 -4.1 -5.8 -5.2 -5.0 -4.7 -4.3

1/ Public sector covers general government and gross debt is used. Reflect the outcome of the debt exchange offer to bondholders and external commercial creditors.

2/ Derived as [(r - p(1+g) - g + ae(1+n)]/(1+g+p+gp)) times previous period debt ratio, with r = interest rate; p = growth rate of GDP deflator; g = real GDP growth rate; a = share of foreign-currency
denominated debt; and e = nominal exchange rate depreciation (measured by increase in local currency value of U.S. dollar).

3/ The real interest rate contribution is derived from the denominator in footnote 2/ as r - (1+g) and the real growth contribution as -g.

4/ The exchange rate contribution is derived from the numerator in footnote 2/ as ae(1+r).

5/ For projections, this line includes exchange rate changes.

6/ Defined as public sector deficit, plus amortization of medium and long-term public sector debt, plus short-term debt at end of previous period.

7/ The key variables include real GDP growth; real interest rate; and primary balance in percent of GDP.

8/ Derived as nominal interest expenditure divided by previous period debt stock.

9/ Assumes that key variables (real GDP growth, real interest rate, and other identified debt-creating flows) remain at the level of the last projection year.

IVNOILVNY4LNI

UNMd AYVLINOW

SINAN ANV SLLIX 1S



ST. KITTS AND NEVIS

ATTACHMENT

Basseterre, St. Kitts
May 2, 2012

Ms. Christine Lagarde
Managing Director
International Monetary Fund
Washington DC, 20431

Dear Ms. Lagarde:

Since the approval of the Stand-By Arrangement in July 2011, economic activity has contracted in
St. Kitts and Nevis, hampered by global economic headwinds. However, with a number of major
construction projects in the pipeline and an improvement in tourism activity, there are prospects
for a mild recovery in 2012. In addition, given our prudent macroeconomic management, we are
well positioned to meet our 2012 fiscal targets under the program. This achievement has been
possible thanks to the sacrifice and efforts of the people of St. Kitts and Nevis, and with strong
support from our commercial creditors, the donor community and international financial
institutions, including the Caribbean Development Bank and the IMF.

The Government of St. Kitts and Nevis reaffirms its commitment to the success of its
home-grown medium-term reform program (supported by the Fund’s Stand-By Arrangement
(SBA)), which will benefit the people of St. Kitts and Nevis and become a model for other
countries in the region. Since the SBA was approved in July 2011, we have been determined to
advance our reform agenda and successfully implement our policies. This is reflected in having
met our fiscal target and all other quantitative performance criteria and the structural benchmark
for end-December 2011, as well as the structural benchmarks for end-March 2012. Furthermore,
after successfully concluding the first phase of the debt restructuring process with almost
universal participation by both domestic and external creditors, the domestic debt for land swap
is under way. We welcome your continued strong support for these initiatives.

In the attached Memorandum of Economic and Financial Policies (MEFP) and the Technical
Memorandum of Understanding (TMU), we present our plans to achieve the 2012 objectives of
our program supported by the IMF. Based on the strength of these policies, and given our
performance under the program and our continued commitment, we request the completion of
the second program and financing assurances reviews, waiver of applicability for the
end-March 2012 performance criteria, and the release of the third tranche of SDR 3.161 million.
We request that the availability date related to the fourth purchase be moved to May 25, 2012.
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We are confident that the policies that we have committed to are adequate to achieve the
objectives of our program. However, we need to remain vigilant to downside risks of lower-than
expected growth in the global economy and the impact on government'’s revenue and
unemployment, public enterprises’ contingent liabilities and their impact on government
spending, and financial sector vulnerabilities in the region. We stand ready to take additional
corrective actions that would be needed to address these risks if they materialize. We will
continue to consult with the Fund on the adoption of such actions in advance of necessary
revision of policies contained in this letter and the attached Memorandum, in accordance with
the IMF’s policies.

The Government authorizes the IMF to make public the contents of this letter, the attached MEFP
and TMU, and the Staff Report to clearly communicate our policies and to signal the seriousness
of our commitment to the program to the people of St. Kitts and Nevis and to the international
community.

Sincerely,

/s/
Rt. Hon. Dr. Denzil Douglas
Prime Minister and Minister of Finance
St. Kitts and Nevis
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MEMORANDUM OF ECONOMIC AND FINANCIAL POLICIES

1. St. Kitts and Nevis has made significant advances in implementing its home grown
economic program supported by the IMF Stand By Arrangement (SBA). Our economic reform
program continues to focus on putting public finances on a sustainable trajectory, implementing
a comprehensive debt restructuring to address the debt overhang, and further strengthening the
financial system. This Memorandum of Economic and Financial Policies (MEFP) updates these
policies in the context of the second review under the SBA.

I. PERFORMANCE UNDER THE PROGRAM

2. We remain committed to successfully implementing our policies since the SBA was
approved in July 2011 and have fulfilled our commitments under the program at
end-December 2011 as detailed below. In addition, we are on track to meet the program’s end-
March 2012 quantitative and structural reform targets. In this context, we request completion of
the second program and financing assurances reviews and the waiver of applicability for end-
March 2012 performance criteria. We also request that the Technical Memorandum of
Understanding (TMU) be modified to specify the Euro/US$ exchange rate used to evaluate EU
grants and loan disbursements.

. Growth and inflation. Real GDP contracted by an estimated 2 percent in 2011, the third
consecutive year of decline, reflecting a weak outturn in tourism and a continued slump
in construction activity due to sluggish growth in advanced economies and in FDI
inflows. Inflation averaged 5.4 percent during 2011, following the introduction of the VAT
at end-2010, adjustments in electricity tariffs, and higher food and oil prices, but abated
to 1.2 percent (y/y) at end-December 2011.

o External sector. The current account narrowed from 20.6 percent of GDP in 2010 to
14 percent in 2011, as import compression dominated weak exports and tourism receipts.
FDI inflows slowed down, particularly high-end real estate investments from the
US. During 2011, there was an accumulation of international reserves of about
EC$110 million, of which the Banking Sector Reserve Fund (BSRF) was EC$46.1 million.

. Fiscal performance. Despite the weak global environment, the government’s economic
program has yielded positive results. The overall fiscal balance at end-2011 reached a
surplus of EC$42 million, significantly above the adjusted program floor of
EC$-34.8 million (the primary surplus also exceeded the program'’s indicative floor). Tax
revenue was broadly in line with expectations combined with strong non-tax revenue
from the citizenship-by-investment program and transfers from the SIDF, a foundation
that supports the Government in its efforts to diversify the national economy and
maintain economic stability in the country following the closure of the sugar industry.
The foundation does not conduct commercial activities. Overall expenditure was lower
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than what had been projected at the time of the first review, with restraint in current
outlays offsetting higher-than-expected capital spending.

o Other performance criteria. The ceilings on central government budget expenditure
arrears accumulation, the stock of external short-term debt, and the central government
or guaranteed external arrears accumulation have all been met (Table 2).

o Debt restructuring. We have made significant progress in our comprehensive debt
restructuring by:

» Launching a debt exchange offer for bonds and syndicated loans due to commercial
creditors which was completed on March 14 and provided the opportunity to
exchange claims for a new discount or par bond. After the completion of
bondholder meetings on 18 April 2012, a total of EC$369 million of claims were
exchanged for a total of EC$133 million par bonds and US$44 million discount
bonds (EC$118 million equivalent). The Caribbean Development Bank supported
this endeavor by partially guaranteeing debt service payments of the new
discount bonds.

» Signing agreements covering the vast majority of domestic commercial debt, which
envisage the exchange of approximately EC$900 million of secured loans for land
and equity in a new special purpose vehicle (SPV) that will manage land sales. The
terms of other loans to domestic financial institutions will be changed so that the
debt servicing burden will be reduced significantly, in particular through a
significant extension of maturity and reduction in interest rate.

These operations, combined with our fiscal efforts, will lead to an immediate reduction in
total public debt from 154.4 percent of GDP’ at end-2011 to around 100 percent at
end-2012 and help reduce it to 55.2 percent by end 2020, below the ECCU target of

60 percent.

. Financial sector. The domestic banking sector remains well capitalized and liquid (with a
CAR of 42.2 percent and a ratio of net liquid assets to total deposits of 52.6 percent, at
end-December 2011, exceeding regional standards) while the ratio of NPLs (5.8 percent)
has remained low. There has been no request to date to access the Banking Sector
Reserve Fund (BSRF) set up under the SBA. Updated stress tests as of December 2011,
completed by the Eastern Caribbean Central Bank (ECCB), confirm that the domestic
banking sector is resilient to a range of shocks, including a government debt
restructuring of the order of the one undertaken. The Financial Services Regulatory
Commission has also taken important steps in enhancing the oversight of the non-bank

/ Including budgetary arrears of 4.9 percent of GDP and interest rate arrears of 0.8 percent of GDP.
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financial sector, including on-site inspections of insurance companies, quarterly reporting
by credit unions, registration of pension funds and monitoring compliance with AML.

o Structural benchmarks. The review of the borrowing capacity of public enterprises,
which included a classification according to their financial risk, was completed as planned
at end-2011. The update of banks' stress tests was completed ahead of its planned date
of end-March 2012. We submitted to Cabinet the proposal to rationalize the subsidy on
LPG and the strategy for social safety net reform at end-March 2012, as initially
envisaged at the first review under the SBA. Concerning the social safety net, we aim to
consolidate the main cash assistance programmes, establish objectively and transparently
defined means test and create a centralized beneficiary registry.

II. PoLICIES DURING 2012

3. The outlook for 2012 is for a mild economic recovery that would gather
momentum over the medium term. Growth is projected to pick up slightly to 1 percent in
2012, supported by improved tourism activity and FDI-related construction projects, before rising
to 1% percent in 2013 and reaching 4 percent over the medium-term. However, the sluggish
global environment presents continued downside risks. Our plans, as outlined below, should
ensure that our fiscal strategy for 2012 is aligned with the program.

A. Debt Restructuring

4. Building on the recent debt exchange offer, we are finalizing the implementation of
the agreements with domestic creditors. In particular, we expect to complete the final steps
necessary to establish the SPV for managing the related land disposals (draft proposal by June
2012 (SB)). After finalizing the Shareholder Agreement, which will determine the governance
structure, we will operationalize the SPV, including the appointment of key personnel. We intend
to follow best practices in the set up of the SPV, including with respect to transparency,
accountability and the design of management incentives. We will set operational goals with
respect to a targeted pace of land sales consistent with maintaining bank profitability. We will
also ensure that an additional 600 acres of land are evaluated and registered by end-June 2012
(SB). It is expected that the ECCB, as regulator, would carry out the required monitoring of the
transaction and the bank’s financial sector indicators.

5. We are engaging with the Paris Club to further restructure our official bilateral
debt, since negotiations with external commercial creditors have now concluded. The Paris
Club negotiations are scheduled for May 24 2012.
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B. Financial Sector

6. We are committed, in conjunction with the ECCB, to continue to safeguard the
stability of the financial sector. This has been a key consideration in determining the nature of
the exchange offer with domestic creditors and we welcome the ongoing support from the ECCB
in undertaking quarterly stress tests of the banking sector to ensure its continued resilience. The
Banking Sector Reserve Fund (BSRF) will remain in place as an insurance policy. Finally, consistent
with the IMF's safeguards policy requirement and current practice, we will continue to maintain
all foreign exchange balances at the ECCB.

7. Together with regional partners we are currently exploring a number of pension
reforms that would help ensure long-term sustainability. The reformed system will improve
the framework and administration of public and private pension arrangements and social
assistance. In particular, we are currently exploring a transition of the system to one with more of
a defined contribution element. We anticipate having a firm proposal on these reforms
developed by end-June 2013 (SB).

C. Fiscal Policy

8. We are committed to the 2012 program target for the overall fiscal deficit of
EC$60 million, even if downside risks to the macroeconomic outlook were to materialize.
This objective, along with appropriately prudent fiscal policies in the coming years, will be
instrumental in reducing our debt to within the ECCU target of 60 percent of GDP by 2020. We
are prepared to implement specific contingency measures, as identified during the first review
under the SBA, and additional measures such as enhancing the administration of the Housing
and Social Development Levy, and rationalizing capital spending relative to the approved 2012
budget.

Revenue

9. In support of the program’s revenue targets for 2012, we intend to finalize
amendments to the Corporate Income Tax Act and continue to implement measures to
improve tax compliance. The amendments, which were submitted to the National Assembly on
March 29, 2012, are expected to enhance revenue through limiting to one cost center per
business the eligible threshold of deductible remuneration paid to an employee from the
corporate income tax. Furthermore, we intend to update the methodology for calculating taxable
income of insurance companies. We also plan to strengthen the revenue administration by
extending the scope of the Inland Revenue Department'’s (IRD) Taxpayers Intelligence Unit to
other taxes than the VAT. We continue our efforts to harmonize the taxpayers’ identification
numbers of the IRD and the Customs and Excise Department (CED) and sensitize large taxpayers
to the importance of tax compliance. We seek to build capacity to conduct risk-based auditing
and enhance strategic planning and performance with the assistance of our development
partners. We also intend to enhance the administration of the Housing and Social Development
Levy.
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10. In addition, we will continue to broaden the tax base. All temporary VAT and customs
duty exemptions will be terminated by their scheduled date, except those related to construction,
which will be extended to end-2012, to enhance the stimulus in that sector. We will also review
all existing customs duties exemptions by end-June 2013 and tax exemptions by end-2013 in
order to streamline them over the medium-term.

Expenditure

11. Maintaining tight control over expenditure is critical to meeting the 2012 fiscal
target. As detailed in our 2012 budget, we are committed to continue the freeze on the wage bill
and constrain the growth of expenditure on goods and services. We also intend to refine our
targeting mechanism for subsidies with a view to minimizing the fiscal burden. Concerning
transfers, following the review of the borrowing capacity of the public enterprises (SB for end-
December 2011), we are strengthening the monitoring of the enterprises based on their risk
ratings and enforcing financial discipline through limits on their short-term financing facilities
and through requiring that they develop strategic reform plans. We will work with the St. Kitts
Electricity Company (SKELEC) to ensure that electricity tariffs adjust in line with international oil
prices. The rationalization of the subsidy on liquefied petroleum gas (LPG) is progressing and we
submitted a proposal to Cabinet on March 26 2012. In particular, the existing universal price
subsidy will eventually be replaced with a targeted demand side subsidy following further
analysis of the current price system.

Fiscal structural reforms

12. In order to create sufficient fiscal space for priority spending, we are enhancing the
efficiency of public outlays. We have finalized the strategy for reforming the social safety net,
and submitted it to Cabinet on March 26 2012 (SB). We are moving ahead with preparations of:
the draft procurement act to be submitted to parliament; the plan for civil service reform, with
World Bank assistance, to be submitted to Cabinet and the medium-term expenditure framework
(MTEF); all planned by end-June 2012 (SBs). We are also continuing to prioritize our Public Sector
Investment Program (PSIP) and to improve its integration with the MTEF and our capacity for
project evaluation.

13. We are tightening our control over expenditure commitments. We are strengthening
our cash management system by limiting purchases to purchase orders issued to avoid the
accumulation of arrears.

14. We are improving fiscal transparency. We are progressing towards quarterly
publication of reports on fiscal operations by end-2012 and gross financing needs starting in
June, 2013. We remain committed to ensuring that all expenditures and revenues are reported in
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the budget on a gross basis, including duties and taxes collected on petroleum products and
related subsidies. While we appreciate that the Sugar Industry Diversification Foundation (SIDF) is
a private foundation, we welcome the ongoing strengthening of its administrative structure in
line with best practices.

Table 1. St. Kitts and Nevis: Schedule of Review and Purchases

Amount of Purchase

Availability date Millions of SDR Percent of Quota Conditions
July 27, 2011 22.150 248.9 Approval of arrangement
January 25, 2012 11.470 128.9 First review and end-September 2011 performance criteria
February 15, 2012 3.161 35.5 Second review and end-December 2011 performance criteria
May 25, 2012 3.161 35.5 Third review and end-March 2012 performance criteria
August 15, 2012 3.161 35.5 Fourth review and end-June 2012 performance criteria
November 15, 2012 3.161 355 Fifth review and end-September 2012 performance criteria
February 15, 2013 1.105 12.4 Sixth review and end-December 2012 performance criteria
May 15, 2013 1.105 124 Seventh review and end-March 2013 performance criteria
August 15, 2013 1.105 124 Eight review and end-June 2013 performance criteria
November 15, 2013 1.105 12.4 Nineth review and end-September 2013 performance criteria
February 15, 2014 0.913 10.3 Tenth review and end-December 2013 performance criteria
May 15, 2014 0.913 10.3 Eleventh review and end-March 2014 performance criteria
Total 52.510 590.0

Source: Fund staff estimates

Table 2. St. Kitts and Nevis: Quantitative Performance Criteria and Indicative Targets
(In EC$ millions)

End-Dec 2011

Prog. Adjusted Actual Difference Status
Performance Criteria:
Central government overall balance including grants (floor) 1/ 2/ -60 -35 42 77 over performed
Stock of central government budget expenditure arrears accumulation (ceiling) 3/ 0 0 -23 -23 over performed
Stock of external short term debt (ceiling) 0 0 0 0 met
Central government or guaranteed external arrears accumulation (ceiling) 4/ 0 0 0 0 met
Indicative Target:
Central government primary balance (floor) 1/ 2/ 76 101 168 68 over performed

1/ Cumulative within each calendar year.

2/ See the TMU for a description of adjustors.

3/ Including the stock of arrears related to fuel purchases audited by international auditors.
4/ To be monitored on a continuous basis.
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Table 3. St. Kitts and Nevis: Quantitative Performance Criteria 2012
(In millions of Eastern Caribbean dollars)

Proposed
Performance Criteria Performance Criteria
End-Mar. End-Jun. End-Sep. End-Dec.
2012 2012 2012 2012
Performance Criteria:
Central government overall balance including grants (floor) 1/ 2/ -24 -53 -91 -60
Stock of central government budget expenditure arrears accumulation (ceiling) 3, 0 0 0 0
Stock of external short term debt (ceiling) 0 0 0 0
Central government or guaranteed external arrears accumulation (ceiling) 4/ 0 0 0 0
Indicative Target:
Central government primary balance (floor) 1/ 2/ 7 19 8 68
1/ Cumulative within each calendar year.
2/ See the TMU for a description of adjustors.
3/ Including the stock of arrears related to fuel purchases audited by international auditors.
4/ To be monitored on a continuous basis.
Table 4. St. Kitts and Nevis: Structural Benchmarks
Action Target Date Objectives Status
I Fiscal and Public Sector Reforms
Public financial management
Submit to Cabinet proposal to rationalize the subsidy on liquefied petroleum gas (LPG) End-March 2012 Streamline social safety nets completed
Update the registry of additional 600 acres of land End-June 2012 Strenghten public financial
management
Undertake valuation of additional 600 acres of land End-June 2012 Strenghten public financial
management
Submit draft of new Procurement Act to Parliament End-June 2012 Strenghten institutional
framework
Draft proposal for the establishment of an asset management company End-June 2012 Strenghten public financial
management
Establish a medium-term expenditure framework with agreed fiscal targets End-June 2012 Improve medium-term
orientation of the budget
Civil service reform
Cabinet to approve a plan for civil service reform covering human resource policy, reviewing End-June 2012 Strenghten public financial
the organization and structure of the civil service and addressing wage policy and payroll management
management
Actuarial review of Social Security
End-September 2012 Strenghten public financial
Regular review of the Social Security Scheme. management
Public enterprise reform
Review borrowing capacity of public enterprises End-December 2011 Strenghten public financial
management completed
Rationalize public land sales and development agencies End-September 2012 Strenghten public financial
management
Strengthen social safety net
Submit social safety net reform strategy to Cabinet End-March 2012 Streamline social safety nets completed
Il. Financial Sector Reforms
Update the existing stress tests of banks To be monitored on a quarterly Financial sector stability
basis completed

lll. Medium-term benchmark
Develop an explicit medium-term debt management strategy that takes account of the cost-
risk tradeoff of alternative financing options, within the context of the overall macroeconomic
environment

Draft proposal for a comprehensive pension reform

End-December 2012

End-June 2013

Improve medium-term
orientation of the budget

Strenghten public financial
management

Sources: St. Kitts and Nevis authorities; and Fund staff.
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TECHNICAL MEMORANDUM OF UNDERSTANDING

1. St. Kitts and Nevis' performance under the Stand-By Arrangement (SBA) will be assessed
on the basis of the quantitative performance criteria and indicative targets, as well as the
structural benchmarks. This Technical Memorandum of Understanding (TMU) defines the
variables set out in Table 2 of the Memorandum of Economic and Financial Policies (MEFP). It
also lays down the reporting requirements to adequately monitor the program.

2. For the purposes of the program, the exchange rate of the East Caribbean dollar (EC$) to
the U.S. dollar is set at EC$2.70 = US$1 and the exchange rate of the Euro to the U.S. dollar is set
at EUR1 = US$1.3. Foreign currency accounts denominated in currencies other than the

U.S. dollar and the Euro, excluding SDRs, will be first valued in the U.S. dollar at actual end-of-
period exchange rates used by the ECCB to calculate the official exchange rates.
SDR-denominated accounts will be valued at the program exchange rate of U.S. dollar 1.6 per
SDR.

I. COVERAGE

3. For the purpose of the program, central government will cover all items included in the
government budgets of the Federation (both St. Kitts and Nevis).

4. The nonfinancial public sector is defined as the total central government and
nonfinancial public enterprises. Public enterprises consist of the Development Bank of St. Kitts
and Nevis, Financial Services Regulatory Commission, Frigate Bay Development Corporation, La
Vallee Greens Ltd, National Housing Corporation, Nevis Air and Sea Port Authority, Nevis Cultural
Development Foundation, Nevis Electricity Corporation, Nevis Housing and Land Development
Corporation, Nevis Solid Waste Management Authority, Nevis Tourism Authority, St. Christopher
and Nevis Solid Waste Management Corporation, St. Christopher Tourism Authority, St. Kitts
Urban Development Corporation, St. Christopher Air and Sea Ports Authority, WhiteGate
Development Corporation, and ZIZ Broadcasting Corporation.

5. External debt is defined as all debt owed to creditors residing outside of St. Kitts and
Nevis, while domestic debt covers all debt owed to residents of St. Kitts and Nevis. The latter
covers all T-bills, including those held by creditors residing outside of St. Kitts and Nevis, and the
bond issued at the Regional Government Securities Market (RGSM).

II. QUANTITATIVE PERFORMANCE CRITERIA
A. Central Government'’s Overall Deficit (PC)

6. The central government overall balance will cover all of its revenue, grants,
expenditure, and transfers. Revenues will exclude any proceeds from the sale of public assets
such as land, which will be considered as financing below the line. Expenditures will exclude
clearance of arrears, which will be considered as financing below the line.
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7.

The central government’s overall balance will be measured from the financing side as the

sum of the net domestic financing, net external financing, plus proceeds from the sale of public

assets, minus clearance of arrears.

8.

(%]
(%]

40

Net domestic financing of the central government is defined as the sum of:

net domestic bank financing as measured by the change in the domestic banking
system credit to the central government net of deposits, as reported by the
consolidated balance sheet of the monetary authorities and commercial banks,
including special tranches from the ECCB;

net nonbank financing as measured by the net changes in holdings of
government securities by nonbanks, and net borrowing from nonbank
institutions;

the changes in the stock of domestic arrears of the central government defined
as net changes in unpaid checks issued, unprocessed claims, pending invoices,
plus accrued interest payments, and other forms of expenditures recorded above
the line but not paid;

gross receipts from divestment defined as proceeds received from any
privatization, divestment, and sale of asset (land); and

any exceptional financing, including rescheduled principal and interest.

Net external financing of the central government is defined as the sum of:

disbursements of project and non-project loans, including securitization;

proceeds from bonds issued abroad (with an original maturity of one year or
greater);

net changes in short-term external debt (with an original maturity of less than
one year), excluding exceptional financing;

net changes in cash deposits held outside the domestic banking system;

any changes in arrears on external interest payments and other forms of external
expenditures recorded above the line but not paid;

any exceptional financing, including rescheduled principal and interest;
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o payments of principal on current maturities for bonds and loans on a due basis,
including any prepayment of external debt.

10. The floor on the overall balance of the central government will be adjusted as
follows:
o downward (i.e., a larger overall deficit target would apply) to the extent that
budgetary grants fall short of the programmed amounts by less than
EC$3 million.
o upward to the extent that budgetary grants exceed the annual amounts specified

in the program.

o downward by the cumulative amount of up to EC$15 million spent on bank
recapitalization and support to the British American Insurance Companies or
CLICO as part of a regional solution—any amounts spent in excess of this
programmed contingency will need to be funded within the program limit on the
overall deficit.

o upward to the extent that clearance of arrears fall short of the amounts specified.

o upward to the extent of exceptional financing achieved through debt
restructuring.

Table 1. Programmed Disbursements of Budgetary Grants in 2012
(in EC$ millions)

Quarters I Il [} v

Grants 0.0 0.0 0.0 27.4

Sources: St. Kitts and Nevis authorities; and Fund staff estimates.
Note: Values presented are cumulative and Euro 1 = US$1.3.

B. Stock of Central Government Short-Term External Debt (PC)

11. The limit on short-term external debt applies to debt owed or guaranteed by the
central government of St. Kitts and Nevis, with an original maturity of up to and including one
year. Excluded from the limit are any rescheduling operations (including the deferral of interest
on commercial debt) and normal import-related credits. Normal import credit is understood to
be a self-liquidating operation where the proceeds from sales of imports are used to retire the
debt. Debt falling within the limit shall be valued in U.S. dollars at the time of the contract or
guarantee becomes effective.
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C. External Arrears of the Public Sector (PC)

12. The non-accumulation of arrears to external creditors will be a continuous
performance criterion under the program. This performance criterion applies to arrears
accumulated related to debt contracted or guaranteed by central government. External payment
arrears consist of external debt service obligations (principal and interest) falling due after
December 31, 2010 that have not been paid at the time due, taking into account the grace
periods specified in contractual agreements. Arrears resulting from nonpayment of debt service
for which a clearance framework has been agreed or a rescheduling agreement is being sought
are excluded from this definition.

D. Budget Expenditure Arrears (PC)

13. A ceiling is set on central government budget expenditure arrears, equal to the stock of
such arrears as at December 31, 2010 (Table 2). The ceiling applies to the increase in the sum of:
(1) any invoice that has been received by a spending agency from a supplier of goods, services,
and capital goods delivered and verified, and for which payment has not been made within the
contractually agreed period, or in the absence of a grace period, within 60 days; and (2) unpaid
wages, pensions, or transfers, pending for longer than 60 days to domestic or foreign residents,
irrespective of the currency denomination of the debt. Interest and amortization arrears on
domestic debt resulting from nonpayment of debt service for which a clearance framework has
been agreed or a rescheduling agreement is being sought are excluded from this ceiling. For
ease of monitoring, all debt issued on the Regional Government Securities Market (RGSM),
irrespective of who holds it, will be regarded as domestic debt.

Table 2. Stock of Budget Expenditure Arrears at end-December, 2010
(in EC$ millions)
Stock of arrears 1/ 133
Unpaid check issued
Unprocessed inwices
Pending invoices
Interest and amortization arrears on domestic debt 0

Total 133
Source: St. Kitts and Nevis authorities.
1/ Including the stock of arrears related to fuel purchases audited by international auditors.

III. INDICATIVE TARGET ON THE PRIMARY BALANCE OF THE CENTRAL GOVERNMENT

14. The central government’s primary balance is defined as revenue and grants minus
non-interest expenditures. As in the definition of the overall balance, revenue will exclude any
proceeds from the sale of public assets. Net lending is a non-interest expenditure item (negative
net lending is a revenue item). Interest expenditures include interest payments on outstanding
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arrears, as defined above in sections IIC and IID (at their contractual rates) converted to a cash
basis.

15. The floor on the primary balance of the central government will be monitored from
the financing side as the sum of the net domestic financing, net external financing, proceeds
from the sale of public assets, plus domestic and external interest payments on a due basis.

16. The floor on the primary balance of the central government will be adjusted as follows:
o downward (i.e., a smaller primary surplus target would apply) to the extent that
budgetary grants fall short of the programmed amounts by less than
EC$3 million.
o upward to the extent that budgetary grants exceed the annual amounts specified

in the program.

o downward by the cumulative amount of up to EC$15 million spent on bank
recapitalization and support to the British American Insurance Companies or
CLICO as part of a regional solution.

o upward to the extent of exceptional financing achieved through debt
restructuring.

IV. DATA AND INFORMATION

17. To enable monitoring of performance relative to the above quantitative performance
criteria and indicative targets, the St. Kitts and Nevis authorities will provide Fund staff with the
following specific data and information within 8 weeks after the end of each month.

Fiscal sector

. Central government budgetary accounts.
o Capital expenditure.
o Total monthly disbursements and grants receipts, disaggregated into: (a) budgetary

support (by type—either loans, external “bonds” and/or other securities); (b) project
loans; (c) budgetary grants; and (d) project grants.

° Central government domestic debt data (St. Kitts and Nevis).

o Stock of domestic arrears, including unpaid checks issued, stock of unprocessed claims
due and invoices pending; interest and amortization on domestic debt.

o Stock of external arrears by creditor.
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J Detailed monthly external debt report from the Debt Unit in the Ministry of Finance,
showing fiscal year-to-date disbursements, amortization, interest payments and
outstanding stocks, for the central government and public enterprises.

o Copies of loan agreements for any new loans contracted, including financing involving
the issue of government paper, and of any renegotiated agreements on existing loans.

Financial sector

o Monetary survey for St. Kitts and Nevis as prepared by the Eastern Caribbean Central
Bank.

Real sector

o Consumer price index.

18. Reporting on a quarterly basis will include the following:

Fiscal

o A detailed overview of capital expenditures on a project by project basis and the

composition of financing.

o Financial position of the public enterprises (as listed in paragraph 4).
Real sector
o Economic indicators under the real sector.

External sector

o Economic indicators under the external sector.

19. Reporting on an annual basis will include the following:
External and real sectors

o GDP and its components.

o Balance of payments accounts.

20. Other reporting will include:

o Reports of legislative changes pertaining to economic matters.
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Notification of any establishment of new public enterprises.

All disbursements and outstanding balances from the use of the Banking Sector Reserve
Fund on a weekly basis.
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Press Release No. 12/186 Washington, D.C. 20431 USA

FOR IMMEDIATE RELEASE
May 21, 2012

IMF Executive Board Completes Second Review Under Stand-by Arrangement
with St. Kitts and Nevis and Disburses US$4.83 million

The Executive Board of the International Monetary Fund (IMF) today completed the second
review of St. Kitts and Nevis’ economic performance under a program supported by a 36-month
Stand-by Arrangement (SBA). The completion of the review allows the immediate disbursement
of an amount equivalent to SDR 3.161 million (about US$4.83 million), bringing total
disbursements under the arrangement to SDR 36.781 million (about US$56.21 million).

The Executive Board also approved a request for waivers of applicability for three

end-March 2012 performance criteria. These waivers were necessary because the Executive Board
meeting was scheduled to take place after end-March but before the data for the overall balance
of the central government, the central government budget expenditure arrears, and the stock of
short-term external debt becomes available.

The SBA was approved on July 27, 2011 (see Press Release No. 11/295), for an amount equivalent
to SDR 52.51 million (about US $80.25 million), or 590 percent of St. Kitts and Nevis' IMF quota.

Following the Executive Board's discussion, Mr. Naoyuki Shinohara, Deputy Managing Director
and Acting Chair, made the following statement:

“The authorities are to be commended for the strong implementation of their home-grown,
Fund-supported program. Notwithstanding an adverse global setting, the fiscal target was met
by a comfortable margin, and the authorities’ structural reforms progressed as planned.
Following three consecutive years of decline, the domestic economic outlook is positive,
supported by FDI-related construction and an improvement in tourism activities, although the
global environment continues to present downside risks.

Washington, D.C. 20431 e Telephone 202-623-7100 o Fax 202-623-6772 « www.imf.org



"The authorities successfully concluded a debt exchange with bondholders and external
commercial creditors, the first phase of the comprehensive restructuring of the public debt. They
have also made further progress in the resolution of domestic loans, including on the conversion
of loans secured with land. It will be important to minimize the impact of debt restructuring on
banks' balance sheets to preserve financial sector stability. The Special Purpose Vehicle should be
implemented according to international best practices.

‘The success of the program hinges on a proactive policy response to safeguard achievement of
the fiscal targets and strict adherence to the planned pace of structural reforms. In this regard,
the authorities are proceeding with efforts to enhance tax revenue, maintain tight control over
expenditure, and prepare contingency measures. It will be important to continue to make
progress on other fiscal reforms to expand space for growth-promoting spending.”



