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I. introduction

1. The Federation of St. Kitts and Nevis is a small Commonwealth Caribbean Island State which forms part of the Lesser Antilles chain of islands.  It has a total area of 269 km1 and a population of 44,000, making it the smallest independent country in the Western Hemisphere.  The GDP is EC$682.5 million2 with Government revenue totalling EC$294.4 million.  Government revenue per head is estimated at EC$6,542.60.

2. Originally settled by Carib Amerindians and by the British in 1623 who fought the French for possession, the Island was finally ceded to Britain in 1783 and gained independence in 1983.

3. Volcanic in origin, the islands lie in the direct hurricane path.  Battered by several hurricanes in the 1980's and 1990's,ÿ the Islands experienced on different occasions, structural damage to coastal roads, and other economic infrastructure, housing, hotels and  agricultural crops.  Hurricanes further affected the tourism sector, which is the main area of economic activity.  The rehabilitation of infrastructure in one year is often undone by damage from hurricanes the following  year as evidenced by the damage caused by hurricanes Georges and Lenny to Port Zante, a deep water port being constructed in 1998 and 1999.  The devastating effects of these natural disasters on exports, government revenue and expenditure, balance of payment, public debt and the overall social system are immense.

4. In a fundamental sense, the challenges faced by St. Kitts and Nevis have to be viewed in the context of the constraints placed upon it by its multi‑island nature, small size, population, market, limited range of resources and vulnerability to external shocks including natural disasters.  At the same time, the country has had to focus on the diversification of an essentially agricultural economy and on ongoing programmes of social and economic development in a rapidly changing global environment.  As with other small states, the survival and continued progress of St. Kitts and Nevis will depend on its ability to rapidly adjust to the ever changing requirements of a fiercely  competitive world and the attitude and policies of the international community.

II. Recent Economic and Trade Developments

5. The economic structure of St. Kitts and Nevis is similar to that of the other northern members of the Organisation of Easter Caribbean States (OECS).  Tourism is now the most significant contributor to economic activity.  The Government  has identified the tourism sector as one of the engines of economic growth.  To this end, several programmes and projects aimed at improving the physical infrastructure have been implemented in recent years.  In 1999, the tourism industry experienced a downturn which was directly attributable to the closure of at least three major hotels for prolonged periods during the year, and the destruction of berthing facilities at a recently rehabilitated port by Hurricane ‑ Lenny.  The berthing facilities were severely damaged by hurricane Georges the previous year.  The impact on the tourism sector of hurricane Lenny extended to 2000.  Notwithstanding these problems, the Government will continue to pay special attention to tourism, especially in the areas of product development and marketing and promotion in an effort to increase visitors’ arrival in the Federation of St. Kitts and Nevis, to maintain the industry as one of the critical planks of future development strategy.

6. The contribution of agriculture to GDP has declined during the 1990's, falling to just 3.6% of GDP in 1999.  The decline in agriculture is directly related to the effects of hurricane Hugo in 1989, Luis and Marilyn in 1995, Georges in 1998, Jose and Lenny in 1999.  The damage resulting from these disasters has also contributed to the increase in the cost structure of the agricultural industry.  Costly rehabilitation works had to be repeatedly undertaken.  Sugar, the main agricultural industry, has been severely affected as a result of the passage of hurricanes over the last five years, due to extensive soil erosion in the cane fields, significant damage to sugar cane plants and widespread damage to the infrastructure in the industry.  In 1998 and 1999, the sugar industry contracted by 21% and 28% respectively.  This was exacerbated by price pressures in the international market.  The price of sugar decreased from EC$1,364.00 per tonne in 1998 to EC$1,257.00 in 1999.  The 2001 crop is projected to produce 20,850 metric tonnes of raw sugar.

7. The St. Kitts Sugar Manufacturing Corporation ( SSMC ) is the sole producer and exporter of raw sugar in St. Kitts and Nevis.  St. Kitts and Nevis sells sugar to four markets: the domestic market,  the United Kingdom,  under the Lome/Cotonou Agreement, the United States of America, and other CARICOM countries.  While the country has been allocated export quotas for Special Preferential Sugar (SPS) in the EU and in the USA, in recent times it has been unable to utilise these markets.  For the past five years, the SPS quotas were allocated to other CARICOM suppliers, especially Guyana.  The quota of 16,000 tonnes to the US market has never been reached.  Sales to other CARICOM countries are under a quota system but quantities have not been fixed by CARICOM since 1981.  The Government does not reimburse the SSMC for sugar sold at a controlled price.  The problems in the sugar industry illustrate the dilemma of a small state in the face of limited alternatives for diversification.  The Government has engaged the population in dialogue on the future of the industry.  It is estimated that a total of EC$26 million would be required to close the industry and an estimated 6% of the country’s labour force would be made redundant.

8. The expansion in economic growth experienced in 1999 was largely due to increased activities in construction, manufacturing and housing sectors.  A number of public sector projects in housing development, road improvements, hospital development, sporting facilities and import and export projects were undertaken.  These activities were related significantly to disaster reconstruction, attempts at disaster mitigation and the development of a greater capacity for coping with repeated hurricanes.

9. The strategy for economic diversification has included a greater emphasis on other services such as financial services and informatics.  These sectors showed good prospects but are now threatened by the “tax competition” policies of the Organisation for Economic Cooperation and Development (OECD).  St. Kitts and Nevis is one of the thirty‑five small jurisdictions targeted by the OECD as providing “unfair tax competition” to them.

10. At the beginning of 2001, the local industries producing for export and the industries in the enclave sector appeared to be experiencing a decline, largely due to the increased uncertainty in the US market.

III. Output, Employment and Prices

11. The unprecedented pressure for reconstruction of economic and social infrastructure over the last five years has led to a decline in the fiscal balance.  The Government intends to move towards fiscal balance.  It hopes to curtail the rate at which debt is accumulated by maintaining a solid fiscal position and the encouragement of higher levels of domestic savings. The Government intends to maintain macro‑economic stability through projected growth of 6% per annum and a rate of inflation that is no greater than the average increase in the consumer price index of its major trading partners including the USA, Canada and the United Kingdom.  The Government hopes to implement a number of development projects. It will also be  pursuing a comprehensive programme of poverty eradication aimed at the 30.1% of the population which earns less than US$1,234.00 per year ‑ well below the poverty line according to a recent study undertaken by the Caribbean Development Bank. 

IV. Fiscal Policy

12. The fragility of the fiscal position is a central feature of all OECS countries.  Although there may be small variations in the mix of policy measures, the broad overall picture is one of fiscal fragility.  This fiscal position is a function of their vulnerability.

13. The fiscal position of St. Kitts and Nevis has weakened over the period 1995‑1999.  This was due to the rapid increase in spending on goods and services as a result of external shocks such as higher oil prices and hurricanes.  Construction to meet hurricane and earthquake resistant building standards increased expenditure.  An inescapable factor contributing  to the overall fiscal position is the cost of running a federal system of government with two administrations.  

14. In July 2000 and January 2001, the Government adopted measures to reduce the size of the deficit, but the fiscal position remains weak.  It has sought to improve the efficiency in tax collection and strengthen the tax collection system through computerisation and modernisation of the Inland Revenue Department.  In addition, the Government had proposed to reduce the corporation tax from 38% to 36% on incomes in 2002 towards a target of 35%.  This is an important element of the  government strategy of enhancing competitiveness.

15. As a result of the OECD initiative, St. Kitts and Nevis, along with a number of Caribbean countries have found it necessary to revisit their existing strategy with respect to fiscal policy.  The OECD has adopted a coordinated strategy against countries which have a  low or zero rate of corporate taxation on either the onshore or offshore financial sector.  In this regard the OECD has also deemed as tax havens,  countries that have no corporate tax on either onshore or offshore activities.  The stance of the OECD is particularly important for small economies such as St. Kitts and Nevis with limited competitive advantage vis-à-vis financial centres in the OECD.  The OECD should not attempt to impose its tax policies on countries like St. Kitts & Nevis which are not members of the organisation.

16. Reform of the tax system in CARICOM countries has become urgent because their tax base is being eroded as a result of the implementation of the CARICOM CET which lowers import taxes, as well as the tariff reduction commitments made in the context of  trade liberalization under the WTO.

V. Monetary Policy

17. St. Kitts and Nevis is a member of the Eastern Caribbean Currency Union (ECCU) which is administered by the Eastern Caribbean Central Bank (ECCB).  The bank is responsible for monetary policy for the OECS as a whole.  The Eastern Caribbean Dollar (EC$) which is pegged to the US dollar at a rate of EC$2.71 per US$ has remained stable for 25 years.

VI. Developments in Trade

18. St. Kitts and Nevis is a highly open, trade dependent economy.  Foreign merchandise trade ‑ exports and imports ‑ amounted to 60% of GDP in 1999 with imports amounting to 51%.

19. The US is the major trading partner of St. Kitts and Nevis accounting for more than 50% of total trade.  The United Kingdom accounts for 33.3% of the exports mainly due to one product, raw sugar.  This high level of dependence on one market and one product is a significant feature of the mono‑crop economies of the Caribbean, and demonstrates the extent to which small Caribbean economies are vulnerable to external shocks. The Federation of  St. Kitts and Nevis also trades with other countries in the European Union and sister CARICOM Member States, with Trinidad and Tobago being a major source of imports.

20. St. Kitts and Nevis as a member of CARICOM has been involved in a number of initiatives to facilitate and accelerate the deepening and widening of the regional integration movement as one mechanism for interfacing with an ever‑changing and increasingly demanding global environment. The rapid changes at the international level, in particular globalizing of economic activities and the development of conglomerates indicate the urgent need for Member States to accelerate the process of integration in order to increase competitiveness and to take advantage of the opportunities resulting from globalisation and trade liberalisation. 

VII. Trade Policy Formulation and Implementation

21. St. Kitts and Nevis is committed to the process of market liberalisation, as a means of achieving sustained economic growth and development.  To achieve this it has been recognised that there is need to mobilise resources to enhance programmes of financial and technical support to the small productive enterprises in the key sectors in the economy to make them more competitive.

22. It has been also recognised that there is need to diversify from the existing products and markets.  The Government has decided on a policy of enhancing the technology component of the education system and enacted legislation to reflect the high priority being placed on the development of the capacity to provide technology ‑ based services.  It is anticipated that in so doing, the country could attract investors and encourage a greater use of new technologies in the private sector.  One sub‑sector on which much emphasis will be placed is information technology.  However, a critical issue which could impede the expansion of information technology services in the country is the relatively high cost of telecommunication services.  The Government shares the view with many other CARICOM countries that given the rapid process of globalisation fuelled by the current forces of liberalisation, the maintenance of a monopoly in telecommunication is not in the country’s economic interest.  With technology changing so rapidly, there is need for a greater degree of competitiveness in this sector, where the market forces will determine the price of services provided to the consumers.  This issue is being addressed as a matter of high priority in conjunction with other OECS States.3
23. St. Kitts and Nevis, like several developing countries, is concerned about the problems of implementation and its inability to meet in a timely manner, its commitment under existing trade agreements and therefore participate effectively in the multilateral process.

24. The capacity constraints of small states are manifested, among other ways, in the limited  human resources available for the formulation and implementation of the country’s trade policies.  There are nine professionals in the Ministry of Foreign Affairs, International Trade and CARICOM Affairs of St. Kitts and Nevis.  These nine persons are required to deal with the concluding and signing of all  treaties and other trade related agreements with foreign countries, all international trade issues, including coordination of internal discussions with the stakeholders and in the formulation of trade policies.  They are also responsible for negotiation and  implementation of the WTO and CARICOM Agreements, the Cotonou Agreement and when concluded, the FTAA Agreement, in addition to  a number of Bilateral Trade Agreements.

25. It is extremely difficult, in the face of such limited capacity, to undertake and supervise the implementation of the full range of WTO Commitments without assistance. This is particularly the case where the benefits to be derived are  not easily discernible.  The implementation of the range of WTO Agreements impose significant strain on existing limited resources, and sometimes requires additional financial and human resources; resources not readily available to small countries.

26. To illustrate, one of the commitments which has  not yet been fully  implemented by St. Kitts and Nevis is the TRIPS Agreement.  New legislation has been passed but not yet entered into force.  The administration of intellectual property laws in St. Kitts and Nevis is currently under the responsibility of the Office of the Attorney‑General.  The registration of patents, trademarks and industrial designs is administered by the High Court Registry.  However, when the new legislation enters into force, a Registrar of Intellectual Property as distinct from the General Registrar is required to be established.  The Act also requires the appointment of a Deputy Registrar of Intellectual Property, as well as a number of Assistant Registrars.  The administration of this Registry will be very taxing on  the human and financial resources of a small state.  The Registrar will be responsible for processing all applications made under the Act, grant patents and register utility model certificates, administer granted patents, and provide patent information services.  Under the 1907 Patents Act, the records indicate that, up to the end of 2000 only one (1) patent application has been granted in St. Kitts and Nevis.

27. Such implementation burdens must be given serious consideration within the WTO, in the management of the multilateral trading system.  A compelling case has already been made for the special concerns of small countries to be taken into account.  It is particularly important to make provisions in the WTO rules for countries like St. Kitts and Nevis to be granted special and differential treatment, in order that they might participate more fully and attain their developmental objectives.

VIII. Conclusion

28. As a small, open and highly liberalised economy, St. Kitts and Nevis has been attempting to adjust to the rapid changes in the global economy.  It has been trying to restructure the economy by radically changing the sugar industry and diversifying into other forms of productive activities.

29. Given the experience with, and the potential of the services sector, as the major contributor to GDP, concerted efforts are being made to enhance and expand activities in this sector, with particular emphasis being placed on Tourism, Information Technology and Financial Services.  As the country seeks to develop these sectors, it has created an environment conducive to foreign direct investment, and to private sector development and participation generally.

30. However, the country’s prospects for economic growth and development in the medium to long‑term will depend fundamentally on the outcome of the current  negotiations at the hemispheric and multilateral levels in which, along with other CARICOM countries it is involved as well as the resolution of the dispute arising from the challenge of the OECD to the taxation policies of small countries such as St. Kitts and Nevis.

31. While the Federation of St. Kitts and Nevis is committed to the process of market liberalisation, it has been facing insurmountable challenges in ensuring that its interests are safeguarded in the process.  There is little ground for optimism.  As the country continues its efforts at the national level and at the regional level with other OECS and CARICOM countries, to achieve economic development, it is becoming increasingly clear that small states will find it extremely difficult in a totally liberalised global environment for investment and markets.  Small size, relatively weak and high cost infrastructure and high vulnerability must be given recognition if they are not to  be completely marginalized in the global process.

32. The inherent vulnerabilities and peculiar circumstances of St. Kitts and Nevis, like other small states, must be taken into account by the WTO in the assessment of their trade policies and provisions for special and differential treatment strengthened in future rules to allow the country to be an active participant in the global environment.

__________

1 EC$2.71 = US$1.00.


2 St. Kitts and Nevis was affected by several hurricanes during that period; Hugo in 1989, Luis and Marilyn in 1995, Georges in 1998, Jose and Lenny in 1999.


3 Agreement has been reached with Cable & Wireless for full liberalizing of the telecommunication sector to take place within 12 � 18 months beginning April 1, 2001.





