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ECONOMIC REVIEW OF 2001
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The Ministry of Agriculture and Marine Resources (MAMR) announced that Pakistan has
lifted the seventyear-old ban it imposed on the imports of copra from Seychelles in 1994.
With the lifting of the ban, Seychelles could now export its copra to Pakistan, which has
been its main market for that product, albeit, under a series of conditions imposed by the
Plant Protection unit in Pekistan. It is to be noted that an in-depth study carried out by
the FAO in 1995 indicated that Seychelles' coprawas free of any kind of diseases.

The Public Utilities Corporation (PUC) secured a loan amounting to US$25 million from
two internationa banks to finance the ingtalation of four water desalination plants in
Seychelles. South Africa's Nedbank has contributed US$14 million whilst Malaysa's
Bumiputra Commerce Bank financed the balance of US$11 million. The loan agreement
with the two banks was signed by the Executive Chairman of the PUC board, Mr Mukesh
Vaabhji, the Executive Vice-President of the London branch of Malaysa Bumiputra
Commerce Bank Mr Hashemi Albakri Bin Abu Bakar and the Senior Manager of South
Africa s Nedbank Mr Johan Oelofse.

The Vice-President, Mr James Michel signed a letter of Commitment to the Organisation
of Economic Cooperation and Development (OECD) that the country would work
towards the establishment of internationa standards to diminate harmful taxation
competition. Hence, Seychelles becomes one of the offshore-industry countries that is

recognised as a cooperating jurisdiction under OECD.

President Rene announced ministeria and principal secretary changes. Minister Patrick
Pillay became the new Minister for Hedlth. Minister Jacquelin Dugasse, moved to the
Ministry of Industries and International Business. Mr. Joel Morgan, the Principa
Secretary for Industries and International Business, moved to the Ministry of Land Use
and Habitat. Mr. Joseph Nourrice from Land Use and Habitat became the new Principal
Secretary for Industries and International Business.

In April Air Seychelles new Boeing 767-300ER arived. The nationd airline's Chief
Executive (CEO), Captain David Savy, described it as a boost to the country’s tourist
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market in Europe. The new 246-seat aircraft, carries the name “Aldabra’ from the older
Boeing 767-200ER.

Education Minister Danny Faure inaugurated the University of SeychellessAmerican
Institute of Medecine (USAIM) in a ceremony attended by other government ministers,
the new ingtitutions administrators, top medical personnel and members of the diplomatic
corps.

The Nationa Assembly supported the Government’s effort to ensure equitable
digribution of foreign exchange earned in the country’s economy by approving
amendments to strengthen legidation governing al transactions that ded in foreign
exchange. The amendments were: the Foreign Earnings (Regulations) Act, Exchange
Control Act, Central Bank of Seychelles Act, Trades Tax Act and Licences Act.

President France Albert Rene announced the appointment of three controllers under the
amendments to laws governing foreign exchange transactions in Seychelles. Mr Pierre
Laporte was appointed as Exchange Controller, Dr Peter Larose as Banking Controller
and Mr Patrick Vel as Price and Import Controller. He also announced the appointment
of Mr Francis Chang-Leng as Governor of the Centra Bank, and Mr Mukesh Vaabhji as
Presidential Economic Advisor.

Vice-President Mr James Michel inaugurated the R100 million Greater Victoria sewage
Treatment works at Providence. The system has a capacity to treat as much as 7000 litres
of sewage daily and is designed to cater for the needs of Victoriafor the next 20 years.

President France Albert Rene inaugurated Pradlin Airport at Amitie. He said the rebuilt
state-of -the-art airport is a key tool for tourism development on the island and represents

another important achievement by the Government for the people of Seychelles.

Seychelles acquired its biggest inter-idand cargo ship, Pradin Dolphin, which has a cargo
capacity of 200 tonnes. The 34-metre long and 8.2-metre wide vessel belongs to
company Pradin Dolphin Ltd and was built by idand Network in Sibou, Maaysia
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Yve's Pty Ltd, local distributor of UK- made Topaz made history in Seychelles when it exported
itsfirst eight-tonne consignment of beauty products and toiletriesto Madagascar. The co-owner of
the company, Mrs Y vette Breithaupt, expressed hope that the new venture would contribute in

increasing foreign exchange inflows.

South African company Biwater and the Government of Seychelles signed a contract to
build desdination plants on dl three main idands within 16 months. The US$29 million
project, to which the government is contributing R22 million, will deliver an additional
daily total of 20,900 cubic metres of water into Seychelles's distribution network.

The Seychelles Government issued an indemnity worth US$750m to the nationa airline's
insurers. This was required to keep the carrier air-borne in the wake of the September 11
terrorist attacks in the United States. The Seychelles Government has made it clear that it
will do everything possble to ensure the continued viability and surviva of the airline,

which carries 70 per cent of all tourist traffic to and from the country.

Air Seychelles acquired the services of a new Boeing 737-700 aircraft, named Amirantes.
The new aircraft is to be used on regional routes and thus release the other two Boeing
767-300s to longer distance journeys to Europe.

The Seychelles Marketing Board (SMB) ingtdled a new R2 million pasta manufacturing
plant at its Bois de Rose premises. SMB is expected to meet the country’s growing
demand for the wheat products, currently estimated to be 18-22 tonnes per month.

The Budget for 2002 was approved by the National Assembly. In his Budget speech Mr
James Michel, the Minister for Finance announced a new housing scheme to dlow
families to buy their homes at a discount, a reduction in the airport tax for residents from

R500 to R250 and the intensification of the war on price increase.



SECTION ONE

World Economic Conditions

1. Overview

In the year 2000, there were bright
prospects for the world economy after
attaining its fastest pace of growth for over
adecade and a haf. With the exception of
Japan, hedthy growth figures were being
recorded in dl the man industriaised
economies. The world's largest economy,
the United States was growing at 4.0 per
cent annudly, simulating demand from
around the world and inspiring exports
particularly from Asa. However, towards
the end of the year and during 2001, globa
activity  dowed
sgnificantly. Firgtly, this was due to the

economic down
downturn in the performance of advanced
economies, particularly the US. Secondly,
there was a moderation in growth in a
number of emerging market countries. It
was estimated that in general, in 2001, no
growth was recorded in per capita world
output.

Growth eased in response to the impact of
higher prices on purchasing power (oil
prices) and weaker business confidence in
addition to spill over effects of the US

dowdown. In the year 2001, of the Group
of Seven (G7)
economies, initia

leading high-income
indications were that
only the UK had a reasonable chance of
performing in line with its long-term trend
and escape the recession that was first

experienced in Japan.

In attempts to boost the economy and limit
the impact of the downturn, the main
industrialised  economies, eased

monetary policy.
highest level the preceding yesr, interest

thelr
After attaining its

rates were reduced significantly with the
hope globd liquidity
conditions. Nevertheless, some tightening

to improve
of monetary policy were however found
appropriate, largely reflecting the growing
like

financiad problems in countries

Argentina.

With the contraction of the previoudy
booming  IT-related globa
demand was severely affected, athough

industry,

the recent decline in oil prices were
boosting some other industries by helping

to contain inflationary pressures.  Qil
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prices and production outlook however
remained highly uncertain. During 2001,
the world price of petroleum fell to US$
20.48 per barrel from US$ 32 a barrel at
the start of the year.

To add to the world economic difficulties,
on September 11, there was a terrorist
attack in New York and Washington that
resulted in an immediate blow to future
growth  prospects, the
consequential increase in uncertainty and

following

dip in confidence. Surprisingly, in spite
of the globa dowdown, countries like
Ching, India and Russia, recorded rapid
economic growth over the period, proving
that some parts of the world were rather
resilient to international events.

11 Developed Countries

1.1.1 United States

In the USA, since the beginning of the
year, there were aready indications of
That,
prompted the Federa Reserve Open
Market Committee (FOMC) to reduce
interest rates on January 3, for the first

time since late 1998, in a bid to improve

weskening economic activity.

globd liquidity condition and confidence
amid weakening sales and production. As
early as in the first quarter, there were
reports that the world most powerful
economy dowed to a near standdtill.
Consequently, these were expected to lead
the rest of the world to recession, given
that globa activity remained dependent on
developmentsin the US.

Based on some initid findings, up to mid-
year consumer spending and earlier
increase in government expenditure were
supporting
expansion

the economy
in GDP.
business confidence however deteriorated

in ataining
Consumer and

thereafter, which led to faling imports as
well
weakening business profits and capital

as exports. There was aso
spending, athough household expenditure
was relatively stable.  Even if the long-
term prospect for domestic economic
expanson and productivity was dill
favourable, the economy started to show
signs of wesk employment, productivity
and corporate investments.
Notwithstanding the fact that the US
officid GDP figure from January to June
was dill showing expansion, there were
aso ealy digns that the world largest

economy would enter into arecession.

The persistence weakness in business and
consumer confidence was unfortunately
aggravated by the terrorist attacks on
September 11. The event had immediate
adverse effects on world economic
conditions, forcing policy-makers to adopt
urgent policy adjusments. In a bid to
limit the effects of the attacks, the Federal
interest
prompting other maor centra banks to

Reserve cut rates further,
make a Similar move in less than one week
after the event. There was a significant
blow to confidence and increase in
uncertainty about the US that led to

contraction in household and business
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expenditure. Neverthdess, the main
industry to be severely affected was
tourism and travel. The aftermaths of the
incident forced leading travel and tourism
industry  associations  worldwide  to
collaborate and seek the assistance of
to collectively address

concerns that were being faced by the

governments,

industry — a US$ 15 hillion aid package
was subsequently approved in the US.
Many airlines were forced to reduce
employment as the globa arline industry
contracted with the repercussions of the
event spreading within the USA and
internationally. Hundred of thousands of
travel-related employments were lost with
arlines reported to be operating 40 per
cent — 50 per cent below capacity.
Estimated job losses in New York City
alone were 100,000, amongst which, many
were in financia services, the state' s main
economic engine. There was a significant
reduction in the hotel occupancy rate in
Washington DC. The loss of business to
travel agents after the attacks was
estimated a US$ 51 million per day. The
national economy is expected to have lost
US$ 639 hillion, based on reduction in
annual GDP.

In the year 2001, the month of September
was believed to be the poorest monthly
performance in economic activity for the
US economy. Not surprisingly therefore,
GDP for the third quarter declined in
output by 0.4 per cent, to represent the

worst achievement in US quarter  three

GDP since 1991.
the US economy was going to follow

Mary viewswere that

Japan to recession predicting a continued
fdl in GDP, dthough the long-term
growth prospects remained favourable.
Towards the end of the year, the US was
unexpectedly showing signs of an upturn
in activity. These were attributable to a
fal in and  benéfit

payments in addition to increases in

unemployment

income that was boosting consumer
spending,
sgnaling

restoring confidence and

rise in investments.
December’'s unemployment figure fell by
5.8 per cent, to represent the first drop
since May 2001.

remained wesak,

Even if job markets

overdl job losses
moderated and in December, persona
income rose for the first time in four
months.

Consumer spending, productivity and
demand for services that were on a
declining trend picked up towards the end
of the year, after being boosted by the
aggressive interest rates cuts — by 11 times
in 2001

that accounts for

However, consumer spending
two-thirds of US
economic activity, recorded the weakest
increase in the States annual retail sales
since 1993. During the year, price index
fell by 1.8 per cent after ataining an
increase by 3.6 per cent the preceding
year. Inflation remained low and stable
with a recorded rise in CPI by only 1.6 per
cent.
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In the financid market, the US equity
market fell,

earnings reports, a downward revison in

due to weak corporate

technologica vauation, tightening credit
conditions and increase in expectations of
the US dowdown in light of increasing
uncertainty. However, confidence was
expected to have been on the upward trend

towards the end of the year.

In the three months ending December,
GDP recorded a surprise expansion by an
This
implied that if one was to gick to the

annualised rate of 0.2 per cent.

definition of recession of two consecutive
quarterly contractions in GDP, then, the
US was not in recesson during 2001.
the
dternative view was that the technical

However, arguments supporting

definition does not give a correctly enough
representation of economic performance

since it covers a “long” time period and

may ignore performance of many
important variables. It was argued that
other indicators like movements in

unemployment as well as that in income
and prices on a monthly bass, for
example, would give better indications of
economic activity as opposed to the GDP

figure on its own.

1.1.2 European Union

1.1.2.1 Eurozone economies

An ealy sgn of the dowdown in the
eurozone was visble in the decline in
business confidence, even if consumer
confidence, being backed by growth in

disposable income, remained strong at the
dat of the year. Bearing in mind
monetary movements and inflationary
pressures, the Governing Council of the
European Centra Bank (ECB) made its
first interest rates cut during the second
guarter of the year. In tota the key ECB
rates were revised downwards on four

occasions during 2001.

In the second half of the year, growth
prospects weskened as the world

economic sdowdown became more
pronounced and unfolding development in
the US folowing the September 11
incident was taking its own course. With
weak externa demand, lower investment
confidence and dow moving domestic
demand, commodity prices followed a
downward trend and economic indications
were pointing to a lower than expected
real GDP growth rate. The easing of
monetary policy amid low inflationary
pressures was expected to stimulate
domegtic demand, following improvement
in financing conditions in the euro area.
Nevertheless, throughout 2001, economic
activity the

expectation of an upswing in 2002.

remaned weak with

All through the year, euro area rea GDP
growth rate year-on-year at the end of each
quarter maintained a downward trend.
The figure was expected to have declined
from 3.4 per cent in 2000 to between 1.3
per cent — 1.7 per cent in 2001 while
estimated inflation was around 2.6 per cent
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— 2.8 per cent. Contractions in imports
and exports were also expected. Although
long-term  growth prospects remained
relatively strong in other regions, those in
larger EU accession countries gradualy
deteriorated. In Poland, the weaker
exports demand was aggravating the
abating domestic economic environment.
With regards to the outlook in the Czech
Republic and Hungary, the dStuation
relatively  benign
evidence of

even if
in  growth

remained
deterioration
prospects was cropping in. On the other
hand, in Turkey according to the ECB,
economic dtuation “remains particularly
difficult” on expense of persstent high
inflation
consumption and investment demand.

amid shap decline in

In Russa however, economic outlook
remained positive. There was stronger
than expected influence on the economy
owing to the favourable terms of trade and
improved competitiveness  experienced
the  previous
Nevertheless,  short

over three  years.
to medium-term
growth was expected to be hampered by
the worsened globa environment in

addition to the recent decline in oil prices.

In the world third largest and euro ared's
largest economy, outlook deteriorated
amid the world dowdown. The downturn
that became more pronounced in the
second haf of the year, which had
hindered activity in Germany, was helping

to drag the euro areato arecession. At the

end of 2001, the German economy grew
by a mere 0.6 per cent, compared to 3.0
per cent the previous year, and
representing its poorest performance since
1993

aspect was nearing the politically sengitive

in paticular the unemployment

point. There was aso concerned over the
budget deficit that had widened to 2.6 per
cent of GDP, from 1.2 per cent in 2000. It
was believed to be a result of the tax cut
implemented at the start of the year, in
additon to the dowdown in globd
activities.  On the other hand exports
growth dowed to 5.1 per cent, from 13.2

per cent the previous year.

1.1.2.2 Non-eur ozone economies

A preliminary overview of the UK’s
tha in generd,
performance in 2001 was above that of
many industrialised economies. However,
according to the recent data released by
the Office of National Statistics (ONS),
GDP grew by just over 1.7 per cent,

economy  concluded

compared to 2.2 per cent the previous
year. Unfortunately it was Britain’s worst
the

economy was recovering from its last

performance since 1992 when

recession.

In the firt haf of the year, signs of
weakening in investment growth, fal in
equity market and the forecasted effects of
the foot and mouth disease on demand,
output, and confidence were negatively
impacting on
Notwithstanding these, the effects of the

the economic activity.
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world dowdown were beieved to be
softening in outlook. Persuaded by the
weaker than expected indicators of world
economic activities and in line with
ataining its long-term economic targets,
monetary policy was substantialy eased
throughout the year whereby the Bank of
England cut interest rates seven times to a

37-year low of 4.0 per cent.

The seven cuts in interest rates helped to
restore business and consumer confidence
in addition to investment growth. Strong
performance in activity was apparent in
retail spending, household borrowing and
Rdatively high
spending by the public and private sectors,
gimulated growth and unlike some of the
world main economies, the UK recorded

the housing market.

no quarterly contraction in GDP during
2001. Nevertheless, some members of the
Monetary Policy Committee saw the
strong spending as being “unstable’ as it
financed
borrowing, and consequently expected to
be held back with
indebtedness.

was directly being from

increase  in

On the production side, performance
declined during the year, with the most
affected being the hi-tech industry and
investments in that sector originated from
the US, while in addition, the services
sector recorded duggish performance.
The dowing global Stuation and week
firm domestic demand, encouraged output

to be simulated in the more sheltered

sectors, while those in the internationaly
exposed areas contracted.

international
competitions and also to some extent the

In consideration of

perssent strong vaue of the serling,
downward pressures were being exerted
on prices. There were reports of reduction
in prices by companies of dl sizes and in
al sectors resulting in declining profit
margin. Nevertheless, inflationary
pressure stayed within its target and long-

term trend, near 2.5 per cent.

In the labour market, unemployment was
contained, although a moderate increase
was recorded, especially towards the end
of the year. The percentage of people out
of work and claming benefit was in
genera steady at 3.2 per cent and stayed
below the European Union average, and
the lowest among the G7 indudrid

countries.

1.1.3 Japan

From the start of the year, Japan showed
signs of declining business and consumer
confidence, which left little hope for
improvement in growth prospects. The
deteriorated
consumption weakened in addition to a

economy as  privae
reduction in net exports and business fixed

investments.

Industrial declined
substantially and these had adverse effects

production

on employment and income indicators.
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Japanese industrid output dropped by 7.9
per cent, to record the biggest fdl in 26
years, when Japan’s industry was shaken
In December, the
recorded decrease in year-on-year output

by the oil criss.
was 149 per cent. Recent indicators
support the view that manufacturing
activity stayed frail for some time. In
addition, housing investment was duggish
while public invesment maintaned a

downward trend.

With falling sales figures, Japanese stores
chose to dice prices there were

increasing  evidence of  persistent
deflationary pressures as both consumer
and wholesdes prices maintained a
downward trend. Import prices rose
towards the end of the year due to
continuing depreciation of the yen that
was however insufficient to exert
inflationary pressures. Deflationary forces
are expected to persist during 2002 and
year 2001 figures indicated that consumer
prices fell by 0.7 per cent, for a record

third year in arow.

In year 2001, Japan’s trade surplus
plunged 38 per cent to 6,611 bn yen, the
biggest decline since 1970. The drop in
December year-on-year was 18.4 per cent,
reflecting the dower demand for Japanese
exports amid the dowing globa economy
and relatively wesker domestic demand
imports as Japan struggled with
recession. Japanese companieswere faced
with contracting demand in both the

for

-10 -

domestic economy & well as in the US,
and a the same time, with increasing
competitions from neighbouring Asan
countries. A number of companies were
forced into bankruptcy after domestic
demand failed to reach profitability levels.
Some exporters (like carmakers) were
however helped by the preceding falling
vaue of the yen. Nevertheless, the US,
China and South Korea were of the view
that Jgpan may be using the yen
depreciation to “exports its way out of

recession’.

Unemployment for the year rose steadily,
increasing to 5.6 per cent in December as
companies restructured or collapsed while
deflation domestic
demand Increases

and
persisted.
bankruptcies and insecurity about jobs
were having damaging effects
Spending by
salaried households fell by 4.4 per cent in
December on the year contrary to the 0.8

diminishing

in

on

consumer confidence.

per cent decline recorded the previous
year.

In the financial market, in bids to inspire
the economy out of recession, the Bank of
Japan intervened when necessary (and
changed the guidelines for money market
fund

settlement and effective functioning of

operations) to ensure smooth

markets.  More importantly, after the
September 11 event, to make sure that
ample liquidity was available, the Bank of
Japan in effect returned to a zero-interest-
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rate policy. The Bank also adopted a
framework for further monetary stimulus;
consequently, the overnight inter-bank
interest rates and longer-term bond yields
fell.
lowered and at the end of the year, the
officia discount rate had been reduced to

0.1 per cent.

In addition, interest rates were also

1.2
In the face of the globa economic

Developing Countries

dowdown, growth in developing countries
fell to 2.3 per cent in 2001, in comparison
to 5.8 per cent the previous year, mainly
due to external factors. Growth in Africa
remained amost unchanged in 2001 at
around 3.4 per cent and is expected to
increase dightly to about 3.5 per cent in
2002.
improved agriculturd conditions and more
politica stability were expected to boost
growth figures. It is expected that an end

From the UN’'s point of view,

to violence in some African nations would
revive investors and consumer confidence,
while some of the poorest African
countries, including Benin, Ethiopia, Mali,
Niger and Senegal, are expected to benefit

from debt relief.

In year 2001, the contraction of the
communications and technology sectors,
and the region’s trade relationship with the
US had significant adverse effects on most
East Asian economies. It was forecasted
that a recovery in exports and smulative
policies would push economies of the

region into achieving posgtive growth

-11-

figures by mid-2002. In China however,
albeit the globa downturn, the Chinese
economy, finished the year 2001 with a
positive growth figure of 7.3 per cent, with
expectation of the economy remaining

robus during 2002. An exceptiond
achievement.
1.2.2 Asa
In the dowing globd economic

environment, imports in the Philippines
declined at its fastest pace in aimost three
years in November. The fal in imports
was associated with the contraction in the
technological industry.  Imports plunged
by 23.6 per cent compared to the previous
year to about USS$ 2 hillion, to represent
the biggest drop since December 1998.
The decline in imports was due to
reduction in orders from the US and Japan
by manufacturers.  Faling imports of
electronic components aso resulted in a
direct contraction in exports of eectronic
goods. The government estimated that the
drop in exports (by 15 per cent in 2001)
slowed the economy to about 3.3 per cent
in 2001, from 3.9 per cent in 2000. The
economy was however expected to grow

by about 4.5 per cent in 2002.

Singapore, one of Asas strongest
economy suffered its worst recession in
four decades — the trade dependent
economy shrunk by 20 per cent in 2001,
contrary to a 9.9 per cent growth the
previous year that made it Asias best

performer. The year 2001’ s outcome was
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associated with the contraction in global
electronic industry that contributes to more
than half of the output in the al-important
manufacturing sector, that itself accounts
for 22 per cent of GDP. The situation has
been worsened by the sharp sowdown in
the US, drop in globad demand for IT-
related products and contraction in Asian

€conomies.

During 2001, Malaysia recorded a trade
surplus of 53.7 bn ringgit (about 14bn
US$), despite
dowdown. The recorded figure was 13.1

the globa economic

per cent lower than the previous year.
Both exports and imports fell in 2001, by
10.4 per cent and 9.9 per cent respectively.
Exports in comparison to main exporting
partners declined, with the exception of
exports to China and France, where arise

was attained. Nevertheless, imports from

(%)
Argentina -3.5
Brazil 16
Chile 31
Colombia 18
Educator 4.2
Mexico -0.9
Peru -0.7
Venezuela 35

Source: EIU

China rose, continuing the trend, which
started since March 2001.

1.2.3 Latin America

Overdl, the year 2001 was a disappointing
one for Latin American bloc. The regiona
GDP estimates for the region was flat and
therefore, in consgderation of population
growth, this implied
standards. These countries were affected
by
developed economies, particularly the US,
ingtability in world financia markets and
falling prices for commodities. However,

fdling living

the economic dowdown in the

during the year 2001, the Argentinean
criss overshadowed other developments
in the region. The table below shows the
estimated Real GDP growth and inflation
forecast for some Latin  American
countries, based on a country briefing

from the Economist Intelligent Unit (EIU).

Year 2001
Red GDP Growth

Inflation Forecast
(consumer prices, average % change)
-0.8
6.7
3.6
8.0
37.7
6.5
2.0
12.6
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In Argentina, the effects of worsening
performance following ncreasing years of
negative growth became more pronounced
in 2001

declined considerably as a result of cutsin

Consumption and welfare
public wages and pendons, while
investments and employment leve fdl due
to deterioration in business environment.
Ovedl, activity
stagnant as domestic demand weakened.

economic remained

In the financid market, the stuation
worsened as confidence in the peso
deteriorated and the market collapsed.
The Government was forced to impose
restrictions on withdrawals from banks
and on access to US dolars from
transactions  abroad. Shocks  from
Argentina’s financial market were spread
to the Asan markets classified or placed in
the same investment basket by overseas
investors. Consequently, fund manager’s
attentions were switched from Argentina
to countries having the same economic
profile, like the Philippines for example.
International investors confidence was
reduced ggnificantly when Argentina
failed to receive financia assistance from
the IMF after the former could not meet
the origindly proposed fisca
While monitoring the country’s economic

target.

plans, the IMF has in recent years paid
US$ 40 billion to Argentina  Throughout
2001, the country deferred payments on its
foreign debt and was adso “forced” to
delay other payment obligations — at the

-13-

end of December, total debt suspended
gtood at US$ 141 hillion.

In Brazil, dowing deflationary pressures
triggered by lower fud prices and
strengthening of the domestic currency,
created
reduction in interest rates in year 2002.
This was after the central bank had raised
interest rates five times, by 375 bass
The

tightening of monetary policy during 2001

favourable conditions for a

points since February 2001.

was to reduce the upward pressures on
prices, triggered by a tumble in the
currency, by 30 per cent in the first three
quarters of the year.

inflation

In Mexico, low

improved investment prospects, especidly
in the agricultural sector. The country’s

higtoricaly

annual inflation rate fell from 9.0 per cent
to 4.4 per cent in 2001, the lowest level

since inflation information first recorded
in 1968. This was believed to be
associated with the stronger currency and
a dowing economy that helped to restrain
the rise in consumer prices. The inflation
target for the year was 6.5 per cent and the
attained
consderable drop in red and nomina

rate was accompanied by

interest rates. The currency (peso) gained
5.08 per cent against the US$ even as the
economy contracted. The faling inflation
reduced financid risks, athough

some smal business owners

aso
and
consumers awaits recovery in the US, to
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which 90 per cent of Mexican exports
goes. It was however forecasted that a
weaker Mexican peso could reverse the
dowing inflation trend. The Bank of
Mexico estimated that GDP for the year
contracted by 0.3 per cent in rea terms
and the economy experienced its first

recession since 1995.

1.2.3 TheMiddle East and Africa

Two of the main factors that continued to
influence economic activities in the
Middle East and Africa were the price of
oil, a legacy of economic policies and
structures that had emphasised a leading
role for the states. The economically
that includes oil-rich

economies of the gulf to resources-scares

diverse region
countries in relation o population was not
isolated
dowdown. More importantly, the decline
prices had direct effects on

from the world economic
in ol
performance of many of these countries.
Africa, economic and socid
developments continued to be affected by
the AIDS epidemic, which had directly
offset the recent dight

expectancy.

In

rise in life

In South Africa, the economic engine of
the African continent, economic growth in
year 2001 was 2.9 per cent and was
expected to be 3.1 per cent the following
year. Nevertheless, development in the
globa environment resulted in dowing
growth red vaue-added by the
manufacturing sector, while agricultural

in
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output declined compared to the previous
year. There were also signs of faling
employment that was more subdued than

in any of the preceding five years.

In Ghana, the positive macro-economic
trend that started at the beginning of the
year continued, while inflationary pressure
was on a declining trend. Growth figures
was estimated at 5.8 per cent in 2001 and
expected to be maintained at 5.3 per cent
the preceding year.

However, in Zimbabwe, growth prospect
in 2001 deteriorated compared to the
previous year, and was expected to worsen
2002. Faced with
inflationary ~ pressures

in increasing

and  rising
unemployment in addition to worsening
political crisis, the economy contracted by
6.6 per cent, compared to 5.5 per cent the

previous year.

Given the year 2001 performance, the very
diverse nature of the African continent and
improvement in investment environment,
growth prospect was expected to improve
in 2002. Based on a joint report by the
Organisation for Economic Cooperation
and Development (OECD) and the African
Development Bank (ADB), growth in
Africa in 2002 is expected to be at least
two percentage points above that of
industridlised nations. This was believed
to be atainable from increasing foreign
investment inflows. The study stated that

athough many African countries have not
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capitdised on the benefits of globalisation,
some have been able to do so which could
be equally successful elsewhere in Africa.
Nevertheless, growth figure for the whole
was edimated by the
Organisation for Economic Co-operation
and Development (OECD) and the
African Development Bank (ADB) at 3.4
per cent in 2001 compared to 3.2 per cent

continent

the previous year.

2. World economic outlook
following the September 11 event
Unfolding developments following the
September 11 event the US,
deteriorated globa economic  outlook

on

shaply and consequently hampered
growth prospects in al maor regions of
the world.  Following the immediate
increase in uncertainty and confidence, the
projected world outlook was re-assessed
and the IMF, like many organisations,
revised its growth forecast downwards.
The attacks had sudden impact on demand
and activity, especidly in the US; it
weakened consumer and  business
confidence further and in the financid
market, there was a general shift away
from risky assets. There was a huge
deterioration in financia conditions of
emerging countries and a fal in
commodity prices as busness activity

shrunk and unemployment swelled.

However, according to an IMF specia
report released after the incident, many

factors exist in the global environment to
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hep dimulate an upturn in  activity:
policy-makers intervention to help boost
activity had been quick with aggressive
easng of monetary policy in al magor
economies, oil prices have fallen sharply
even if not to the advantage of vulnerably
poor ail-exporting countries;, and the
favourable  economic

exisence of

conditions like low inflation, generdly
many
emerging markets, especidly in Asia, and

improved fiscd pogtions in
other supportive factors to domestic
demand. Nevertheless, the question of
uncertainty and possible external shocks
has not been ruled out. Furthermore, the
time lag in implementation of structura
reforms, particularly in Japan and the euro
areamay help to retard the eventual upturn
in activity. The IMF projected a deeper
than expected and more prolonged global
dowdown in GDP growth rate of about
2.4 per cent, 0.2 per cent less than the

origind forecast.

3.  Currency movements
3.1 Movementsof world’s major
currencies

At the dsart of the vyear,
uncertainty surrounding growth prospects,
particularly the duggish activity in the US
and Japan, resulted
exchange markets being characterised by
relaively high voldtility.

euro, the common currency of the 12

increasing

in the foreign

However, the
member countries of Western Europe,

remained fairly stable at the start of the

year and was around its average of the
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year 2000, at US$ 0.92.
against the Japanese yen, it appreciated

Nevertheless,

due to depreciation of the yen.

After a bright start, the euro inevitably fell
to a year low of US$ 0.837 in early July.
According to anadysts, the drop reflected
of the

monetary Stuation in the US and euro

the “unfavourable comparison”

area.  Unlike the traditiona expectations
that lower interest rates weaken a currency
as it becomes less attractive to investors,
due to the market's focus on economic
growth, each cut by the Federal Reserve
gave a temporary boost to the dollar.
These were associated with views that the
ECB’s decision-making was unpredictable
in comparison to that of the Federd
Reserve.

However, like in recent years, the euro
recovered in the summer months and
appreciated by about 9.0 per cent, to US$
0.92 towards the end of August, which
provoked speculations about the strength
of the US dollar. There were views that
the demand for US dollar fell asthe earlier
expected recovery before July faled to
materialise.

In September, developments in the foreign
exchange market were dominated by the
September 11 incident in the US, which
resulted in a temporary upsurge in market
uncertainty. At that moment, according to
the ECB, this appeared to “have shifted

the markets' sentiment on exchange rates’.
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Consequently, some downward pressures
were being observed following the urgent
intervention by the Japanese authority to
avoid further unanticipated depreciation of
One of the
currencies to gain from these movements

the domestic currency.

was the Swiss franc, which in generd
strengthened.  The depreciation of the US
dollar however caused weskening in
currencies of emerging markets because of
their  dependent the US dollar.
However, in the third week of September,
the yen rose against the US dollar to its
highest in sx months, which

prompted further interventions by the

on

leve

Japanese authority.

Following the terrorist attacks, the euro
appreciated above US$ 0.93, six days later
when the US equity markets reopened,
subsequent to their first suspension since
the Great Depression. Nevertheless, with
investors' focus on growth prospects, and
seeing the US as the economy to lead the
upturn in activity, the US dollar regained
its strength.

In year 2001, the US dollar appreciated
against most of the main currencies and
was associated to the rising long-term US
bond yields. At the end of December, the
euro remained broadly stable against the
US dollar and Swiss franc but depreciated
against the pound sterling. During 2001,
the foreign exchange market was marked
by the steady depreciation of the Japanese
yen againgt the euro and the US ddllar,
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which portrayed the protracted weakness
of the Japanese economy.

The table below summarises the average
exchange rate against the US dollar for
year 2000 and 2001.

Average rates of exchange in year 2000/2001

(Currency unit per US$)

Currency 2001
M ovements

Depreciation (%)

Augtrdian Dollar 1.9346
Canadian Dollar 1.5487
Chinese Yuan 8.2770
Danish Krone 8.3323
Euro 11171
Hong Kong Dollar 7.7997
Japanese Yen 121.6
Singapore Dollar 1.793
South African Rand 8.6093
Pound Sterling 0.6946

Source: Federal Reserve

4, Trade and investment

4.1. World trade

The dowdown in globd activity was
associated with an extensively anticipated
deceleration in world trade. Expenditure
on information technologica products,
boosted the

performance in many regions the previous

which outstanding

year, contracted considerably to trigger the
This

was subsequent to the sharp decline in

sharper-than-expected downturn.

share prices on major stock exchanges, the
impact of which was apparent
sectors.

on

invetment and production

Fdling oil prices have however helped
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2000 Currency
1.7197 125
1.4855 4.3
8.2784 -0.02
8.0953 29
1.0832 313
7.7924 0.09
107.8 12.8
1.725 39
6.9468 23.9
0.6598 5.3

improve trade dtuation for some oil
importing countries and kept inflationary
pressures contained. The September 11
event, which hampered growth prospects
internationally, unfortunately deteriorated
trade outlook. In Japan for example, the
year 2001 recorded its worst performance
in years, following contraction in exports
while imports recorded moderate growth.

The prices of internationally traded goods
were nevertheless dropped due to low-
level inflation of the maor trades in
Western Europe and in Asia. As early as
in the first half of the year, world trade had
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dready contracted compared to the
previous year. Exports and imports of
office and telecommunication equipments
reported above 10 per cent drops in value.
Trade in Japan and developing countries
of Asa reduced even if in other more
like China for
example, trade situations remained robust.

fortunate  countries,

Towards the end of the year, uncertainty
trade growth
developments expanded amid lower
growth forecast. At the end of the year,

surrounding and

world merchandise exports were expected
to grow by only 2.0 per cent in contrast to
the 7.0 per cent earlier forecasted. In

Western Europe and the trandtion
economies, the projected growth in trade

was around the 2.0 per cent global forecast

while that of North America was expected
to be below this average.

4.1. World investment

Due to the sharp globd downturn in
addition
Argentina and Turkey, the year 2001
experienced a  subdued
outlook, especidly

In the developing economies,

to the economic criss in
investment
in the emerging
markets.
this has been affected by politica
ingtability and uncertainty, which have
been aggravated by the September 11
incident.  However, the gtuation was
expected to improve, subsequent to an
upturn in activity in the US, on which the
globa economic performance remained

dependent.
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SECTION TWO

Highlights of the Seychelles Economy

Overview

A current review of the performance of the
economy in 2001 reveds some signs of
recovery and further strengthening of
some key economic activities in the redl
economy relative to the past year or so.
However, it should be noted on the outset
that both externa and domestic influences
affected the overal outcome for the year
under review. Externaly, the continued
recession in many parts of the world,
coupled with the terrorist attacks inthe US
in September had an adverse effect on our
main industry, tourism. This resulted in a
0.2 per cent fdl in arrivals for the whole of
2001. Degpite the fall in arrivas, there
was an increase in revenue and it is
expected that the industry would rebound
in the coming year. On the domestic front,
the foreign exchange shortage remained
the
particularly to the industrial sector, which

one of underlying  problems

is now the second main economic activity.
With the introduction of the foreign

exchange laws in June, it has helped to
curb down a sgnificant portion of the
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parallel market activities and there has
been an increase in the leve of inflows
going to the banking system.

Monetary Developments

In terms of monetary developments in
2001, there was a worsening in the
movements of the man monetary
aggregates, namdy liquidity and credit,
compared to 2000.
acceleration in the rate of growth of
liquidity in 2001. The broad money

aggregate, M2(p), rose by 11 per cent per

There was an

cent compared to 8.2 per cent in the
previous year. For domestic credit, the
pace of growth was only marginaly higher
than in 2000. For the year 2001, credit
grew by 11 per cent, an increase of 1
percentage point over that of last year's
growth rate.

During the year, the Centra Bank aso
changed one of the interest rates under its
As of November 1, 2001, the

maximum lending rate was abolished and

control.

it is now up to the commercia banks to set
their own lending rates based on their
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perceived risks. The only interest rate
under the ambit of the Central Bank was
the which

minimum  savings  rate,

remained fixed at 3.0 per cent.

Budgetary Outcome

The process of fiscal adjustment, which
was st in a momentous drive in 1999
continued to be a focad point of the
government’s macroeconomic policy for
the year 2001. Though the budgetary
outcome was above what had been
forecasted, when compared to the previous
year, there has been some improvement,
The
outcome is aso the third consecutive year
of areduction in the budget deficit, which
put the government well on course to

even though it was margina.

achieve a surplus in the next couple of
years. Thefiscal balance for the year 2001
amounted to a shortfal of R340 million,
which was R1.8 million or 0.5 per cent
below last year's outcome. The outcome
was 9.3 per cent of the estimated GDP for
2001.

Balance of Payments

The year 2001 saw a deterioration in the
Seychdles as
indicated by the Balance of Payments
(BOP) estimates for the year. Following

external  postion  of

the significant improvement in the externa
sector in 2000, the widened gap between
domestic demand and supply as indicated

by the overdl baance moved from a
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aurplus of R108 million in 2000 to a
deficit of R101 million in the year under
review. It was the higher growth in the
deficit in the current account over the
expanson in the capital and financia
account, which caused the overal outflow

of hard currency.

The worsening of the current account is
explained by a one-off transaction under
the Balance of Trade account. During the
year under review, the national airline, Air
Seychelles increased its fleet by replacing
one of its Boeing 767-200 aircraft with
another one of 767-300 in April and took
one 737-700 in November. The April
procurement was under a financia lease
agreement for which the transaction has to
be accounted for in the BOP calculations.
It is for this inclusion that has caused the
deterioration of the current account.
Without this transaction
account amounts to a shortfal of only R73
million a decline of R202 million relative
to the previous year.

the current

For the “capitd & financial account”, the
net balance amounted to R542 million, for
which a large proportion was accounted
for by net foreign direct investment. Net
FDI flows amounted to R283 million, was
atributable to investment in Seychelles

through equity capital. Equity capita
represents investment mostly in  the
tourism  industry in the S5-star
establishments.
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Exchange Rates

During the year under review, the Central
Bank made a second revision to its pegged
basket of currencies. The revison was
made to reflect the changes in the two
indicators of the basket,
namely tourism and trade. Secondly, the

underlying

change was effected to incorporate the
Euro currencies, the French franc, ltalian
liraand German mark into one single euro
This meant that the basket of
currencies reduced from eight to Six.

weight.

New Foreign Exchange measuresin
2001

In June 2001 the government introduced a
set of measures aimed at boosting foreign
exchange earnings and to curb activity in
the pardle market.
measures involved the amendment of the

The crux of the

existing foreign exchange laws which
provided for certain class of earners to
accept payment for goods and services
from non-residents in hard currency only
and for these earnings to be routed through
the domestic banking system. To this end,
there has been a general increase in the
amount collected through the system.
Since July 2001, there has been a monthly
average growth of 26 per cent in revenue
collected through the banking system.

The Real Economy

Compared to the year 2000, the early
indications showed that there has been an
increase in output in the magjor economic
sectors during the year under review. This
has been the result of a combination of
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stronger nominal growth and a moderation
in the rate of inflation though the latter
reman relaively high compared to the
previous years. Central Bank estimated
that real growth for the year under review
was 0.9 per cent. Across the economy —
from the primary, secondary and tertiary
sectors — nomina output continued to
expand despite the generdly difficult
conditions. Whilst most sectors of the
economy continued to grow, the secondary
and tertiary sectors proved to be the
locomotives of growth during the year

under review.

The pillars in the secondary sector
remained the industrial sector, particularly
which the most

manufacturing  for

important  activities have been tuna
processng (canning) and building and
condruction. The tuna-canning factory,
operated by the Indian Ocean Tuna Ltd
(10T), remained the country’s biggest
manufacturing  entity in  terms  of
employment, output and revenue, with a
workforce of just over 2500 employees
and turnover of R406 million. The latter
was 33 per cent above the amount earned a
year earlier. The company is expected to
continue to perform well in the coming
year through an increase in its output and
revenue through exports of its different

range of tuna products.

In the "building and congtruction” industry
the ongoing housing projects of the
government, the reclamation and private
invesment in new buildings, particularly
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in the town area, have been among key
factors enabling this industry to grow.
Nevertheless, it depends to a significant
extent on foreign exchange to maintain a
dable leve of activity.

In relation to the tertiary sector, which
consists mainly of service activities, the
most positive development in 2001 has
been the continued growth of the tourism
industry in terms of its vaue added,
employment and foreign earnings, as a
service-exporting  activity. Tourism
remained the principal service activity in
2001 generating 55 per cent of the
country's foreign exchange earnings. The
industry was not severely affected as
previoudy thought as the fdl in tourism
arivas sood a only 0.2 per cent
compared to a 30 per cent decline in world
Prior to the September 11
terrorist attack, the two most notable
indicators of that sector had posted
postive growth. With regards to visitor

tourism.

arrivals, a growth of 3.0 per cent was
registered for the first nine months in
relation to the same period in 2000.
Likewise the second indicator, tourism

income, posted an increase of 5.4 per cent.

Nevertheless, a new milestone was
attained in 2001, as there was an 8.1 per
cent growth in tourism income through
banks, with inflows risng to a record
R649 million.
partly from the new foreign exchange laws

This increase stemmed

that were introduced in June and also the
higher yielded hotels such as Lemuria. As

a result, the average per diem expenditure
increased to R480. With the favourable
outcome, the industry remains optimistic
that there will be a rebound in activity in
2002.

Prices

As noted above, there was a genera
moderation in prices in 2001, which gave
an average inflation rate of 6.0 per cent.
This decederation in the rate of inflation
was mainly attributed to a sSignificant
decline in the prices of fish and to a lesser
extent the prices of local non-fish products
(food & non-food). A growth of 4.7 per
cent was registered in the price of the local
goods index, representing a dowdown,
compared to a 7.2 per cent increase in the
previous year. However, there was an
increase in import prices from 4.4 per cent
in 2000 to 8.4 per cent in the current year
under review. The mgority of imported
products are invoiced in US dollars, and
the year 2001 saw a further depreciation of
rupee againg the dollar. This explained
partly the genera increase in the prices of

imports.

Offshore Developments

During the year, the offshore sector
continued to flourish. Managed by the
Seychelles
Authority (SIBA). Another 1,854 IBCs
were registered with the authority.
addition, the Authority licensed eeven
new companies to operate within the
Industrial Trade Zone and aso registered
the same amount of trusts.

International Business

In



SECTION THREE

Financial Survey

1. Overview

The two monetary aggregates that the
Centrd Bank monitors more closdy are
liquidity and credit growth. 1n 2000, these
two indicators grew a a much slower pace
and their growth rates were below double
digits. However, during the year under
review, both these aggregates registered an
acceleration in their growth pattern, but it is
worth noting that they remaned below
what were recorded in 1999 (Charts 3.1 &

3.2).

During the year under review, the rise in
liquidity was influenced by the movement
in both net foreign assets and domestic
assets. Net foreign assets grew by 2.2 per
cent, whilst domestic assets grew by 11 per
cent. In terms of the movement in credit, it
edged up by 1.0 percentage point relative to
the previous year's growth. The rise in
domestic credit in 2001 was influenced by
both agents in the financid market, namely
commercial banks and Central Bank. Their
debt portfolios increased by 11 per cent.

Loans and advances from the Development
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bank however, grew less rapidly due to the
contractions in credits to most economic
sectors, portraying dowing activity in those

smadll to medium size businesses.

As regards policy, which targets the
financial system, there were a few changes
last year. These changes were related
mostly to two main indicators under the
ambit of the Monetary Authority, both of
the changes taking effect on November 1.

The first one is related to the maximum
lending rate. As of that date, the maximum
lending rate of 10.0 per cent no longer
exists The commercia banks are free to
charge their interest rates on loans based on
their perceived risks, except for loans under
specia status. The minimum savings rate

was maintained at 3.0 per cent.

The second indicator that was changed is
the local asset ratio (LAR). This
requirement  dictates of
government securities that commercia
banks must hold in their portfolio of assets.

the amount
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Since September 1998, this ratio stood at 70
per cent. Asof November 1, it wasreduced
to 50 per cent.

2. Monetary Policy Instruments
Centrd Banks use monetary policy
instruments to meet certain objectives, and
in most cases, the main am is to attain an
environment of stable and low inflation.
The Central Bank of Seychelles uses such
instruments mostly to achieve a manageable
liquidity level; to manage foreign currency
flows, and to fine-tune interest rates.

2.1 Interest ratefloor

Interest rates in Seychelles are generaly
stable, particularly those that are set by the
monetary authority, namely the minimum
savings rate and the maximum lending rate.
The last time that the Central Bank made
major revisons to the level of those two
respective rates was in 1998. The Central
Bank lowered these rates twice in that year,
which brought the savings rate to 3.0 per
cent and the maximum lending rate to 10.0
per cent.

In 2001, the Centra Bank made a revision
the
maximum lending rate. As of November 1,

to one of those two rates, namely

the ceiling of 10.0 per cent no longer exist.

The commercial banks are free to set their
own lending rates based on the perceived
risks of theloans. As regards the minimum
dsatutory  savings rate, it
unchanged at 3.0 per cent.

remained

22 Minimum Reserve Requirement*
One of the statutory requirements on the
commercia banks is the minimum cash
reserve ratio held at the Central Bank. This
ratio, which is the percentage of a
commercial  bank’s liagbilities, remained
unchanged at 2.5 per cent. During the year,
adl banks were able to maintain that
directive.

2.3 Local Assetsratio®

The local assets ratio is an instrument that
is used by the Centra Bank to influence
liquidity a commercia banks. In
September 1998, in a monetary policy
package, which involved a change in
interest rates, the Bank also adjusted the
local asset ratio. It was increased to 70 per
cent from 50 per cent. In 2001,
anticipation of a new government housing
scheme, which would be taken up by the
commerciad banks in the coming year, the
Centra Bank has as of November 1,
reduced his ratio to 50 per cent. During
2001, dl commercia banks operating in
Seychdlles were able to maintain this ratio.

in

! The minimum reserve requirement isaminimum ratio of cash reservesto eligible deposits that commercial banks are
required to hold at the Central Bank. The higher isthisratio, the lower isthe money multiplier, thus the monetary
impact of new injections of liquidity. The minimum reserve requirement was set at 20 per cent on 16 November 1992.
Asfrom 15 September 1998, this ratio was lowered to 2.5 per cent (see Section Eight in this report for further details).

2 With effect from 15 September 1998, the local assets ratio was raised from 50 per cent to 70 per cent.
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24 Central Bank advancesto banks®
Commercial banks can from time to time be
in need of short-term liquidity. In order to
meet these shortfdls in  liquidity
requirements, the commercia banks have
recourse to the Central Bank short-term
advances against their securities, which is
repayable in fourteen days. In 2001, totd
advances to commercia banks fell by R231
million, or 48 per cent relative to the
previous year.

This represents a significant reduction in
the level of advances after attaining a
growth rate of 53 per cent the year before.
This has been the most recent contraction in
advances to banks since 1998. From the
totd of R256 million disbursed by the
Central Bank in 2001, R277 million was
repaid over the period, leaving an average
outstanding stock of R4.0 million. The
banks actualy repaid al of the advances
taken during the year together with the
outstanding amount of the previous year.

The fdl in Centra Bank’s advances during
the year under review represents an
improvement in banks liquidity pogtion,
which was aso indicated by the fal in the
ratio of credits to deposits.

2.5  Open-market operations®
Open market operations is a monetary tool
used to control the levd of liquidity in an
economy. In 2001, a new government bond
was issued and the existing government
stock remained opened for subscription. In
September, the government through the
Central Bank issued a new Treasury bond
with an authorised limit of R450 million.
This bond has a maturity of three years and
carries an interest rate of 7.5 per cent per
annum.

3. Money Supply

In 2001, there was an upsurge in liquidity
growth compared to the previous year.
Movements in liquidity as measured by the
changes in the broad money aggregate
M2(p) showed arise of 11 per cent, after
having reduced significantly by 8.2 per cent
a the end 2000 (Tablet 3.1 & Chart 3.1).
The main influential factor explaining this
acceleration in liquidity growth was due to
a R4.2 million or 2.2 per cent increase in
the country’s net foreign assets in contrast
to the R126 million reduction registered in
the previous year. Domestic assets also
influenced monetary growth during the year
despite expanding at a slower pace than in
2000. In 2001, domestic assets growth
dowed to 11 per cent down from 10 per
cent ayear earlier.

3 Thisisthe sole standing facility offered by the Central Bank of Seychelles. Since September 1993, the rate on
advances has been set at 50 basi s points above the average of the last tender rate, rounded to 1/8 of 1 per cent.

4 Open market operations are purchased/ sales of financial securities by Central Bank in the open economy to regulate
the money supply. Such instruments frequently used to mop up excess liquidity. The securitiesinvolved can be both

short and long term.
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Table3.1
Monetary Survey;' 1996-2001
1996 1997 1998 1999 2000 2001
(R million)

Net Foreign Assets® 93.3 499 -87.0 -68.9 -194.6 -190.5
Central Bank (net) 86.7 624 -579 -510 -1323 -162.6
Commercia banks 66 -125 -291 -179 -623 -278

Domestic Assets 1982.6 2291.7 29985 3442.7 3864.3 4280.9
Claims on private sector 3146 3876 4600 5034 5656 6435
Claims on parastatals 75.9 71.8 55.9 42.6 20.2 10.8
Claims on government (net) 1592.1 18324 24827 2896.7 32785 3626.6

Total Assets 2075.9 2341.6 29115 3373.8 3669.7 4090.4

Money Supply, M 2(p) 1847.6 22059 2567.8 3056.9 3306.5 3682.5
Money Supply, M2 15305 1987.8 23895 29089 31742 35548

Money, M1 4738 6487 780.6 10712 11375 1290.6
Currency with public 1639 1922 2064 2479 2644 2799
Demand deposits 3099 4565 5742 8233 8731 1010.7

(of which parastatals) 80.1 1178 1245 1744 1827 2327
Quasi-money 1056.7 1339.2 16089 1837.7 2036.7 2264.2
Time deposits 6995 926.6 11239 12536 1394.6 1540.0

(of which parastatals) 60.8 107.0 1190 1265 1775 1839
Savings deposits 3573 4125 4849 5841 6427 7242
Pipeline deposits 3171 2180 1783 1480 1323 1277
Other items, net 228.3 135.7 343.7 3169 363.2 407.9

Figures do not necessarily add up due to rounding.

! End-of-period data.
? Excludes government balances abroad.

With the exception of pipeline deposits that
contracted due to continuous clearing, all
the other components of the money supply
registered growth. M1, which comprises of
"currency with the public® and "demand
deposits’, picked up pace and grew by 14
per cent compared to 6.2 per cent in 2000.
The movement in M1 was related to the
sgnificant increase in demand deposits,
which expanded by 16 per cent, compared
to 6.0 per cent in the previous year. The

expansion in demand deposits was itself
influenced by that of the private sector,
which accounted for 77 per cent of tota
demand deposits. Private sector’s demand
deposits rose by R88 million or 13 per cent

compared to the previous year.

However, for the second consecutive year,
adower growth rate of cash with the public
At the end of 2001,
“currency with the public" grew by 5.9 per

was recorded.
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cent compared to 6.7 per cent in the
previous year. This reduction might be an
indication that economic agents are using
more the facility of e-money with the
increasing outlets accepting debit cards as a
means of payment.

The M2 definition of money, which is M1
plus quasi-money, increased by 12 per cent
compared to 9.1 per cent in 2000. The
growth in M2 was due to an 11 per cent

expansdon in quas-money, triggered by the
growth in savings deposits, which increased
by 13 per cent compared to 10 per cent in
the preceding year. Nevertheless, time
deposits, the mgor component of quas-
money, grew less rapidly, expanding by 11
per cent, which was about the same pace of
growth than in the previous year and its
ratio to quas-money has remained farly

stable.

Chart 3.1. Growth rates of the money supply aggregates for 1996 to

2001
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4. Net Foreign Assets
During 2001, there was a dight
improvement in the postion of the

country's net foreign assets compared to the
previous year.  Although it remained
negative, at the end of the year, the
country’s net foreign assets was negative

R191 million, compared to negative R195

million in 2000.
improvement of R4.2 million or 2.1 per

This represented an
cent compared to the preceding year.

The positive movement in the net foreign
assets was due to the relatively significant

improvement in foreign reserves held by
the commercia banks, while that of the
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Central Bank’s declined.
banks net foreign assets bettered from

Commercid

negative R62 million in 2000 to negative
R28 million in 2001, representing an
improvement of R35 million, or 55 per
cent. The Central Bank’s foreign reserve
however, dropped by R30 million, or 23 per
cent over the same period. Consequently,
its net foreign assets fell from negative

R132 million, to negative R163 million.

5. Domestic Credit

5.1 Central Bank and commercial
banks' credit

Domestic credit has been one of the

primary factors affecting monetary growth
in the Seychelles economy. Therefore,

limiting its growth generdly is a step in
containing the liquidity overhang.

The government succeeded in reducing the
pace of credit growth to 10 per cent in
2000, namely through the reduction of its
budget deficit, which thus led to less
In 2001,
total credit in the economy expanded by
R440 million or 11 per cent (Chart 3.2,
Chart 3.3 & Table 3.2). Thisgrowthinthe
year under review continued to portray the
relative stability in credit growth over the
past few years as witnessed in Chart 3.2.
The credit expansion in 2001 was due to the
increase in both commercia banks and

recourse to financia resources.

Centra Bank’s lending, which grew by 11
per cent.

Chart 3.2. Growth rates of credit of the banking system - 1996 to 2001
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Being the case in recent years, the security holdings. Nevertheless,

government remained the main borrower
from commercia banks, and accounted for
83 per cent of banks credit in 2001. This
continued to be in the form of government
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government borrowing from banks grew
less rapidly in 2001, by 50 bass points
below the 11 per cent in the preceding year.
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Growth in commercial banks credit to the
private sector picked up pace and expanded
by 14 per cent compared to 12 per cent in
2000.
continued to decline sgnificantly, and at
the end 2001, it had been reduced

Borrowing by the parastatals

consderably by 47 per cent, (see Table
3.2).

contraction eased when compared to the

Nevertheless, the pace of the

former year, and moreover, clams on
parastatals consisted of a mere 0.3 per cent
of commercia banks' total credit.

Chart 3.3. Growth rates of credit held by the economic agents - 1996 to 2001
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Unlike with the commercid banks, lending
by the Centra Bank is only to the
government. At the end of 2001, the
increase in government borrowing stood at
11 per cent, compared to 9.2 per cent in
2000. The growth in borrowing by the
government from the Central Bank was
mainly in the form of advances. After
having been significantly reduced by 37 per
cent a the end of the year 2000, Centra

Bank’s advances to the government picked
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up pace and grew by 19 per cent by the end
of 2001.

The Government remaned the largest
borrower in the economy, with the bulk of
its debt portfolio being in the form of
commercid bank cdams, primaily in
holdings of securities. At the end of the
year, the government accounted for 86 per
cent of tota loans, while the private sector
and the parastatals accounted for 14 per
respectively.

cent and 0.2 per cent,
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Table 3.2
Credit;Y? 1996-2001

1996 1997 1998 1999 2000 2001
(R million)
Total Credit 2139.8 2473.0 3197.6 37128 4090.3 4529.9
Commercial banks 1349.4 1546.2 2622.6 3072.7 33915 3755.9
Claims on private sector 314.6 387.6 460.0 503.5 565.6 643.5
Claims on parastatal's 75.9 71.8 55.9 42.6 20.2 10.8
Claims on government 9589 10869 2106.7 2526.6 28057  3101.6
Of which:

Dev. Fund Stocks (68.6) (82.0) (89.1) (96.2 (100.7)  (139.7)
Treasury bonds (3080) (326.1) (1130.7) (7706) (903.6) (940.4)
Treasury bills (471.9) (6088) (8322) (1621.6) (1777.1) (1771.0)
Central Bank 790.5 926.8 575.0 640.1 698.8 774.0
Claims on government 790.5 926.8 575.0 640.1 698.8 774.0

Of which:
Advances (5036) (9232) (469.0) (6239) (395.8) (4724)
Treasury bonds (23.4) (32 (0.05) (005  (300.7) (300.7)
Treasury bills (259.9) 04)  (106.0 (16.2) (2.3 (1.0)

Figures do not necessarily add up due to rounding.

! End-of period data.

2 Al figures for stocks, bonds and bills are at cost value.

52 Sectoral Development of Credit to
Private Sector and Parastatals
A closer look at commercia banks credit
to the non-government sector by economic
indication of the
digtributions of loans in the economy. In
year 2001, a totd of R654 million worth of
credit was disbursed to the non-public
sector, compared to R586 million the

activities gives an

previous year.

Gross commercid banks loans and
advances therefore picked up pace and
accelerated by 12 per cent comparedto 7.3

per cent at the end of the preceding period.
Mixed developments were once agan
observed in the distribution of commercia
banks credit to the various sectors of the
economy. Loans to the “transportation”
“wholesdle & retail trade” sectors
contracted while those to the remaining
sectors  increased.
expansion in these two sectors, particularly
the “wholesdle & retail trade’ sector,
reflects the dowing activity associated with
the persistent foreign exchange shortages

and

The lower credit

experienced in the first half of the year.
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Table3.3

Commercial Banks— Loans and Advances
To Non-Gover nment Sector by Economic Sectors;* 1997-2001

1997 1998 1999
(R million)
Total Advances 459.3 515.8 546.0
Agriculture & fishing 26.7 26.6 26.6
Of which;

Refinance scheme 188 183 18.8
Manufacturing 90 338 34
Of which:

Refinance scheme 7.0 29.0 0.0
Construction 15.8 229 206
Transportation 146 8.6 48
Tourist facilities 822 75.1 874
Wholesale & Retall 64.0 58.8 51.3

trade
Other businesses 69.8 819 1046
Private households &
Non-profit organisations 1773 2082 2473
Of which

M ortgage loans 93.0 805 1142

2000

585.8
116

31
4.8

0.0
298
4.7
107.7
38.7
9.5
288.9

156.6

2001 | 1997 1998 1999 2000 2001
(per cent)

654.1 | 100.0 100.0 100.0 100.0 100.0
139 5.8 5.2 4.9 20 21
15 41 35 34 05 0.2
6.1 20 6.6 0.6 0.8 09
00 15 56 00 00 00
30.3 33 34 44 38 46
45 32 17 09 0.8 0.7
1408 179 146 16.0 184 215
377 139 114 94 6.6 5.8
102.7 152 159 192 17.0 157
3180 38.6 404 453 493 486
1774 20.2 156 209 26.7 271

Figures do not necessarily add up due to rounding.

! End-of-period data.

The most significant decrease in credit was

to the “transportation” sector, which

contracted by 5.4 per cent, reducing the
share of credit to that sector dightly by 10
basis points to 0.7 per cent.
advances to the “wholesale & retail trade”

Loans and

sector however, continued to shrink and fell
by 2.6 per cent, bringing its share of total
credit down from 6.6 per cent to 5.8 per

cent.

The most notably increase was observed in
credit granted to the “tourist facilities’
sector, to which loans and advances
expanded by 31 per cent in comparison to
23 per cent the previous year. The sector’s
share of total loans and advances was

increased from 18 per cent to 22 per cent.
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The next mgor increase in credit was
experienced by the “manufacturing” sector.
L oans and advances to that sector expanded
by 27 per cent compared to the preceding
year. Nevertheless, this represents a slower
pace of growth compared to 42 per cent
recorded in the previous year and, in
addition, credit to that sector accounted for
only 0.9 per cent of commercia banks
total loans and advances.

Loans and advances to the “private
household and non-profit organisations’

sector, which accounted for the majority of
commercial banks' credit, increased by R29
million or 10 per cent. This however was
less rapid growth compared to the 17 per
cent recorded at the end of the previous
year.
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53 Development Bank’s Credit®

The Development Bank of Seychelles
(DBS) caters for the implementation of
economicaly sound, financidly viable and
productive projects, which are mainly
undertaken by smadl to medium sized
enterprises. Since these enterprises would
not necessarily receive advances from the

commercial banks because of the risks

involved, DBS offers an dternative and
cheaper avenue for financial sources. This
is advantageous to these enterprises because
DBS normaly lends for a longer duration
than commercial banks. The development
bank invests in industry-promoting sectors
fishing,
industries, as well as other sectors as shown
in Table 3.4.

such as agriculture, tourism,

Table3.4
L oans by Development Bank by Economic Sectors;* 1997-2001

1997 1998 1999 2000 2001 | 1997

(R million)
Total Advances 196.0 209.2 205.3 2233
Agriculture 6.4 7.3 6.8 6.2
Fishing 21.7 239 95 212
Industry 271 255 205 182
Tourism 1038 994 980 89.9
Other services 372 531 705 878

1998 1999 2000 2001
(pper cent)

230.8| 100.0 100.0 100.0 100.0 100.0
51| 32 35 33 28 22
188| 111 114 46 95 81
156| 138 122 100 81 6.7
1038 529 475 477 403 450
876| 189 254 344 393 379

Figures do not necessarily add up due to rounding.

End-of-period data.

From the Table 3.4, it can be observed that
a the end the year 2001, total DBS's
advances increased by R7.5 million or 34
per cent, compared to the previous year.

However, this expansion in credit was due
to the incresse in borrowings by the
“tourism” sector only, which expanded by
R14 million, or 15 per cent compared to the
preceding year, while loans to al the
remaining sectors contracted.

With the exception of loans to the “other

services’ sector, the contraction recorded in

DBS's credit by economic sector was above
10 per cent in al cases. The most
significant decrease was in the “ agriculture”
sector, to which credit fell by 18 per cent at
the end of 2001, compared to the previous
year. Nevertheless, as can be seen from the
pie chart 3.4, agriculture continued to
account for the least percentage of DBS
total advances — 2.2 per cent. Nonetheless,
it can be observed that during the year, in
most of the small
enterprises, activity dowed sgnificantly in

to medium Szed

the mgjority of economic sectors.

° From 17 January 1994, the Development Bank of Seychelles provided credit to Seychellois investors at concessionary
rate of 12 per cent per annum. To qualify as ‘Seychellios', Seychellois nationals must own at least 50 per cent of the
investment. The minimum contribution for the investor was raised to 25 per cent from 15 per cent at the same occasion.
The Development Bank does not provide credit for purposes of working capital. Previously it had lend at 12 per cent per
annum for loans in excess of R50,000, rates varied between 9 per cent and 11 per cent depending on economic sector.

This rule had been implemented on 17 July 1991.
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As has been the case in recent years, the
“tourism” sector remained the dominant

sector in terms of borrowing from DBS,

and in year 2001, it accounted for 45 per
cent of the bank’ s total advances.

Other Services
38%

Chart 3.4. DBS Loans and Advances by Economic Sectors,
2001

Agriculture

2%
Fishing
8%
Industry
7%

Tourism
45%

6. Commercial Bank’sLiquidity

During the year 2001, both commercid
banks credits and deposits increased in
The
growth in credit was achieved by 11 per

comparison to the previous year.

cent, while the expansion in deposits over
the same period was by 13 per cent. At the
end of 2001, the credit to deposit ratio of
commercia banks contracted compared to
the preceding year.  After increasing
dightly from 107.3 per cent in 1999 to

108.9 per cent the year after, in 2001, the

figure fell to 107.2 per cent, to about the
same level attained in 1999. The decrease
in the credit/deposit ratio sgnified the
improvement in the liquidity pogtion of
commercia banks, which was aso reflected
in the reduction in Central Bank’s advances
taken by banks during the year. As shown
in Chart 3.5, there were fluctuations in the
credit/deposit ratio, but the overdl trend
was downwards. Chart 3.6 shows the
movement in credit and deposits on a
monthly basis during the year.
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Table3.5

Liquidity Indicators of Commercial Banks;' 1996-2001

1996 1997 1998 1999 2000 2001
(R million)

Credit 11814 1546.2 2622.6 3072.7 3391.5 3755.9
Deposits 13115 1958.9 2364.0 2864.5 3114.3 3505.1
(per cent)

Credit-depost ratio 90.1 78.9 110.9 107.3 108.9 107.2

Figures do not necessarily add up due to rounding.

! End-of-period data.

Chart 3.5. The movement in Chart 3.6. The movement in the
Credit/Deposit Ratio in 2001 commercial credit and deposits in 2001
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7. Interest rates other time deposits improved compared to

As daed ealier, during 2001, the
minimum savings rate remained at 3.0 per
cent per annum, while as of November 1,
there was no maximum lending rate. There
was however, no movement in the yield on
government treasury hills, as dl three bills
(91-day, 182-day and 365-day) continued to
be issued on tap.

With the exception of interest rates on time
deposits above twelve months, yields on dl

the previous year. The biggest increase was
by 220 basis points on deposits above three
months to six months, while interest rates
on deposits above six months to a year
The
decrease in the weighted average interest
rates on deposits above twelve months

grew by a mere 2 basis points.

maturity was by 42 basis points to 4.72 per
cent.
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Since there was a change in the policy in
relation to the interest rates ceiling, this was
expected to have an effect on the average
lending rates. However, as the change took
effect on November 1, and the growth n
credit was fairly stable towards the end of

the period, this did not have a maor

influence on the average lending rate during
the year. Furthermore, given that some
loans were taken prior to the change in
policy,
lending rate in 2001 was farly stable at
11.1 per cent, when compared to the 11.5

the volume-weighted average

per cent figure for the year 2000.

Table 3.6
Interest Rates;* 1996-2001
1996 1997 1998 1999 2000 2001
Jan-Sep Oct-Dec
(per cent)

Volume-weighted average
deposit rates:
Savings rate 8.00 8.00 711 3.00 3.00 3.00 3.00
Time deposits

7 days 8.36 7.86 711 2.75 293 2.79 2.89

> 7 days < 3 months 9.90 9.20 8.03 6.03 513 4.77 4.92

> 3 months < 6 months 9.44 911 8.77 6.94 471 4.76 4.98

> 6 months< 12 months ~ 10.50 991 931 7.64 5.05 4.29 4.31

> 12 months 11.30 8.46 7.18 5.23 513 514 472
Volume-weighted
Average lending rate 16.21 14.88 1488 1292 1201 1145 1114
91-day treasury hill rate 11.33 10.50 10.50 450 450 450 450

' Averages of quarterly data, compiled on an end-of-period basis, whereasthat of the 91-
day bill rate is the average of monthly data, compiled on an end-of-period basis.




SECTION FOUR

Government Finance

1.
The process of fiscal adjustment, which

Overview

was st in a momentous drive in 1999
continued to be a focad point of the
government’s macroeconomic policy for
the year 2001. Though the budgetary
outcome exceeded the forecasted figures
when compared to the previous year, there
has been some
marginad. The outcome is also the third

improvement, adbeit

consecutive year of a reduction in the

budget deficit, which put the government
well on course to achieve a surplusin the
next couple of years. As shown below in
Chart 4.1 and Table 4.1, thefiscal balance
for the year 2001 amounted to a shortfall

of R340 million, which was R1.8 million
or 0.5 per cent below last year's outcome.
In relation to the revised budgeted target,

the outcome was above by R75 million or
28 per cent.

2500

Chart 4.1. Government finance outcomes for
1998 to 2001
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Table4.1

Government Budget; 1999- 2002
Summary

1999 1999 2000 2000 2001 2001 2002
Revised Revised Revised
Budget Actual’ Budget Actual’ Budget Actual’ Budget

(R million)
Total Receipts 1484 1440 1528 1333 1405 1289 1516
Current receipts 1400 1400 1477 1283 1389 1275 1488
Of which:

Trades tax [602] [577] [591] [578] [610] [596] [604]
Transfers from Social Security [125] [77] [80] [80] [95] [105] [110]
Business/income tax [182] [223] [205] [244] [219] [228] [240]
Grants 84 41 51 50 16 14 28
Total Outlays 1822 1788 1947 1675 1670 1630 1765
Current outlays 1314 1352 1440 1358 1488 1421 1625
Appropriation items 1060 1019 1149 1083 1244 1139 1306

Of which:
Ministries/departments [731] [705] [735] [712] [731] [735] [757]

Social Security contributions  [119] [119] [119] [119] [125] [125] [131]
Current outlaysto parastatals ~ [32] [32] [33] [35] [72] [46] [101]

Charges 254 333 291 274 243 282 319
Of which:

Interest payments [243] [322] [280] [263] [231] [265] [307]
Capitd outlays 457 402 461 463 263 197 219
Net lending 52 33 46 -145 -80 12 -80

Of which:

Parastatals [22] [7] [171 [-47] [-80] [16] [-80]
Primary Balance” 95 26 -139  -79 -3 -75 59
Overall Balance -338 -348 -419  -342 -265 -340 -248
Financing 338 348 419 342 265 340 248

Foreign loans (net) 47 -65 208 461 92 -62 552
Domestic loans (net) 271 447 210 9 173 429 -304
Cash movements 20 -34 o -127 0 -27 0
Memorandum ltems:
Amortisation of loans 849 876 390 645 679 780 526
Foreign loans 91 100 112 40 90 220 306
Domestic loans 758 776 278 604 589 560 219

Figures do not necessarily add up due to rounding.

! These series are subject to audit and might be revised accordingly.
% The primary balance is obtained by excluding interest payments from the overall balance.

Source: Ministry of Finance
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The R340 million deficit was the result of
expenditure, which amounted to R1,630
million, exceeding revenue, which totaled
R1,289 million. However, it was the
shortfdl in  receipts that was the
determining factor in  explaining the
overal outcome as spending came in
below to the budgeted target. Tota
receipts were R116 million beow
expectations, which
outweighed the savings in expenditure.

completely

The lower inflow for revenue was due to
both of its components, namely current
receipts and grants. Current receipts came
in a R114 million below target, whilst
grants were marginaly lower by R1.8
million. The reduction in spending on the
other hand was mainly due to two of its
man headings — current and capita
outlays — which were below their targeted
levels by R67 million and R66 million
respectively.

The only overrun was in net lending,
where instead of a net repayment of R80
million, the government made a net
lending of R12 million. One of the man
reasons why the net repayment did not
materialised during the year was because
the government did not implement its
proposed “home ownership scheme’.

The main source of budget financing came
from the domestic market. Domestic
borrowing amounted to R429 million on a

net basis whilst the government made a net

repayment on its stock of foreign debt by
R62 million. The remaining balance was
made up for by an increase of R27 million
in government’s cash balances, which is
mainly held with the Centrd Bank.

Compared with the previous year, the
shortfal in receipts over outlays narrowed
by R1.8 million. The decline though
marginal was due primarily to acutback in
government expenditure as receipts were
lowered than in the previous year.
Provisona government finance data
shows that there was an abatement of R45
million in tota spending compared to the
2000 level, mainly on account of capital
expenditure.  Contrary to the postive
developments on the expenditure side,
revenue declined by R43 million. This
reduction was the result of lower revenue
flows in both current and grant receipts.
There were nonetheess, improved
performances in certain categories of
current revenue, most notably in the
collection of transfers from Socid Security
Fund, trades tax and fishing licence fees,
which exceeded their 2000 aggregate
levdls by R25 million, R18 million and

R12 million respectively.

As mentioned above, the reduction in the
deficit in the year under review was
margind, but it is gradualy being reduced
to a more sustainable level.  The year
2001 is the third consecutive fiscal year
whereby the government has been able to
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maintain this reduction and this shows the
drong government's commitment in
reducing the shortfal further and thus
achieving a surplus. It is imperdtive
therefore, that the other ministries and
government agencies continue to give full
support to the Minigtry of Finance in its
endeavour to bring down the deficit to a

more sustainable level.

2. Revenue

Tota government revenue amounted to
R1,289 million, which was R116 million
or 8.2 below forecast (Table 4.2). Thefall
in receipts was due to current receipts and
grants. Nevertheless, the current receipts
explained most of the decline, which stood
at 98 per cent. At the outset, the fal in
current revenue was mainly attributable to
lower inflows from “dividends &
interests’ and “miscellaneous  receipts’,

which together accounted for the bulk of

the shortfall. Grant receipts, which consist
mainly of capital project grants, came in at
R14 million, only R1.8 million beow
budget.

Trades tax remained the primary source of
current income in 2001, totdling R596
million.  “Income and business tax” also
continued to account for an important
share of totad income, as did
“adminidtrative fees & charges’ and
“transfers from Socia Security Fund”.
Through these channels, the government
collected R228 million, R132 million and
R105 million respectively. The evolution
of the importance of these flows is shown
below in Chart 4.2. It can be seen that the
contribution of “transfers from Socia
Security Fund” and “adminigtrative fees &
charges’ increased during the year when
compared to the past three years.

Chart 4.2. Major revenue flows in current receipts in 1998 to 2001
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Whilst trades tax continued to account for
the largest share of fiscal revenue, the
amount collected fell R14 million short of
the budgeted R610 million. This shortfal
was attributable to inflows from trades tax
on localy manufactured goods and import
duties, though trades tax on services aso
fel short of budget. At R172 million tax

Notwithstanding shortfall,
trades tax collection for 2001 exceeded the
2000 levd by R18 million.
mainly explained by the increase in trades

the ovedl

This was

“miscellaneous
Tax collected on

tax revenue  on
manufactured articles’.
this group of goods amounted to R30
million compared to R9.0 million in the

on locally manufactured goods represented previous year.
a shortfdl of R7.6 million whilst import
duties fel by R4.9 million. Tax on
services fdl marginadly by R1.2 million.
Table4.2
Government Budget; 1999-2002
Revenue
1999 1999 2000 2000 2001 2001 2002
Revised Revised Revised
Budget Actual® Budget Actualt Budget Actua®  Budget
(R million)

Total Receipts 1484 1440 1528 1333 1405 1289 1516
Current receipts 1400 1400 1477 1283 1389 1275 1488
Transfers from social

security fund 125 77 80 80 %5 105 110
Trades tax 602 577 591 578 610 596 604
Income/business tax 182 223 205 244 219 228 240
Other indirect taxes 4 52 41 44 41 41 45
Fees and fines 81 93 87 84 96 89 97
Administration fees and

Charges 126 123 126 126 126 132 130
Rent and royalties 13 13 12 15 12 14 18
Income — public service 10 10 10 9 10 8 10
Dividends and interest 160 190 144 58 102 26 122
Reimbursements 45 32 26 38 36 33 40
Miscellaneous 2 11 156 5 42 3 72
Grants 84 41 51 50 16 14 28

Figures do not necessarily add up due to rounding.
! These series are subject to audit and might be revised accordingly.

Source: Ministry of Finance
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Contrary to trades tax, “income & business
tax” was R9.2 million or 4.2 per cent
above the targeted R219 million. The
higher amount collected relative to budget
owed largely to the corporate sector for
which the government received the bulk of
the revenue. However, compared to last
year, there was a decline in the revenue

from this heading. In 2000, the
government gained R244 million in
“income & business tax”, which

represented a fall of R16 million when
compared with this year's outcome. This
was because there was a reduction of R18
million in business tax revenue received
from companies, which outweighed the
increases in the other headings of business
tax.

“Administrative fees & charges’ collected
in 2001 totaled R132 million, surpassng
the forecasted level by R5.8 million or 4.6
per cent. This occurred largely on account
of higher inflows from “fees and charges’
levied by the Ministries of Hedth and
Tourism & Transport. For the Ministry of
Health, the higher revenue earned was in
respect of medical fees for which the
government collected an amount of R3.1
million compared to the budgeted R1.7

million. For the Ministry of Tourism &
Transport, the government gained
increesed revenue through  “arline

passenger fees’ and “air navigation fees’.
These headings recorded inflows of R43
million and R17 million. These outcomes

were above their respective targets by

“41-

R7.8 million and R1.2 million. Compared
to last year, as shown above in Chart 4.2,
“administrative fees & charges’ increased
in the current year under review. This
revenue item has risen by R5.7 million
above the aggregate of 2000.

After fdling short of budget in 1998 and
1999 and being on target in 2000, there
was a higher than anticipated inflow in the
year under review for “transfers from
Socia  Security Fund".
budgeted revenue of R95 million, the
government recelved a total of R105

Agang a

million, representing an increase of R10
million or 11 per cent. The increase in this
revenue flow represents to some extent the
increase in sdaries in the public sector,
This

year's outcome is aso an improvement

which came into effect in June.

over
“transfers from Socia Security Fund”. It
rose by R25 million, which has thus

increased the share of this revenue itemin

last year's aggregate total for

total current revenue. From 6.2 per centin
2000, it rose to 8.2 per cent in the year

under review (see Chart 4.2 above).

As noted above, it was the shortfdls in
“dividends & interests’
“miscellaneous receipts’ that caused total

and

current revenue to fall short of the target.
“Dividends & interests’ fel by R77
million and “miscellaneous receipts’ fdll
by R39 million, which together make up
for the bulk of the decline in current

revenue relative to budget. The factor that
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“dividends &

revenue on

caused the decline in

interests” was lower
government’s investment, which came in
a R25 million compared to a target of
R101 million. The lower than budgeted
revenue was because flows from the
Seychelles Marketing Board (SMB),
Seychelles Petroleum (SEPEC) and State
Assurance Corporation (SACOS) did not
materidlised as  anticipated. For
the reduced
revenue compared to budget was due
entirely to the “sales of assets’ related to
the “homeownership scheme’, which the
government should have collected R40

With the scheme not being

“miscellaneous  receipts’,

million.
implemented during the year, this revenue
was not received. Compared to last year,
these two headings of current revenue
continued to decling, this time by R32
million for “dividends & interests’ and
R2.6 million for “miscellaneous receipts’.
For “dividends & interests’, it meant that
its share in total current revenue became
smdler, standing at 2.0 per cent compared

to 4.5 per cent a year earlier and 13 per
cent in 1998 and 1999 (see Chart 4.2

above).

Relaive to 2000, total revenue (current
receipts plus grants) declined by R43
This
reduction stemmed primarily from a R36
million and R32 million decine in
“grants’ and “dividends & interests’ and
to some extent a R16 million fdl in

million to amount R1,289 million.

“income & business tax”.
shortfalls,
increases. These were in terms of inflows
from “transfers from Socia Security Fund,
“trades tax” and “administrative fees &
They exceeded the 2000
aggregate level by R25 million, R18
respectively.
This has also meant that their respective

Despite these

there were some notable

charges’.

million and R5.7 million

shares in total revenue have also increased
over the four-year period of 1998 to 2001.
These changes can be observed in Chart
4.2 above and the respective shares over
the period are shown in the table below.

1998 1999 2000 2001
Sharesin total revenue (in %)
Transfers from SSF 4.9 54 6.0 8.1
Trades tax 40 43 46
Adminigtrative fees
& charges 7.3 8.5 9.5 10

42
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3. Expenditure

The government’s efforts to curtall the
growth in expenditure have been a success
as is witnessed through the continuous
reduction in total spending since 1999
(Chart 4.1, Chart 4.3, & Table 4.3). For
2001, expenses
amounted to R1,630 million and this
represented a saving of R41 million or 2.4

government  overall

per cent relative to the budgeted target of
R1,670 million. It was savings in current
and capitd expenditures that explained
this favourable performance. However,
spending in relation to net lending was less
encouraging. Compared to a targeted net
repayment of R80 million, the government
made a net lending of R12 million.

Chart 4.3. Government expenditure by main headings; 1998

to 2001
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3.1
As mentioned above, current spending was

Current outlays

one of the headings of expenditure that
came in below budget. It amounted to
R1,421 million, which was 4.5 per cent
below expectations (Table 4.3). This
demmed primarily from lower than
expected payments under the subheading
of “gppropriation items’, which declined
by R105 million or 8.5 per cent relative to

the revised budget. The main

appropriation items that explained the
“centralised
outlays on

reduced spending was

payments’ and “current
parastatals’, which were below their
respective budgets by R81 million and

R26 million.

However, despite the overal savings in
current outlays, there were instances of
excess spending, the main heading being
that of “charges’ and to some extent
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expenditure by “ministries &
departments’. For “charges’, therewasan
overun of R39 million, which was
explaned by higher than expected
“interest payments’ and aso “salaries of
congtitutional appointees’.  They were
above their budgets by R34 million and
R4.6 million respectively. In terms of
“interest payments’, the rise in interest
paid compared to budget is explained by
the higher leve of foreign loan
amortisation and domestic debt payments
during the year. The amount of public
debt nterest paid to foreign creditors and
in the domestic market stood at R41
million and R224 million, which were
R7.5 million and R27 million above their
respective budgets. As for “ministries &
departments’, the excess spendings were
minima & R4.7 million. For the other
main headings of expenditure under
current outlays, spending was below or on

target.

A comparison of current expenditure in
the year under review with that of 2000
reveals that there has been an increased in
this heading of spending in 2001. From
R1,358 million in 2000, aggregate current
expenditure increased to R1,421 million.
This rise of R64 million or 4.7 per cent
was primarily attributable to an increase in
payments in relation “appropriation items’
and “charges’, which rose by R56 million

and R7.9 million respectively. In
“approprigtion  items’, there were
increases in terms of “ministries &
departments’, “socid security
contributions” by government and in
“centralised payments’. They were above
their 2000 levds by R24 million, R6.0
million and R17 million respectively.

3.2 Capital outlays

The mogt influentid factor, which has
determined the overall outcome on total
expenditure in the year under review, has
been capital spending. Compared to a
budgeted expenditure of R263 million, the
government spent only R197 million, a
saving of R66 million or 25 per cent
(Chart 4.3 & Table 4.3). Ashasbeenthe
norm in recent years, capitad projects
accounted for the bulk of spendings under
capital budget. In 2001, a total of R186
million was spent on capita projects,
which represented a saving of R64 million
relaive to the budgeted R250 million.

In terms of other capital expenditure items,
there was aso a reduction in payments for
land acquigitions, which amounted to R4.6
million againgt the budgeted R6.5 million.
Devdopment grants made by the
government during 2001 were grictly in
line with the budget, totaling R6.0

million.
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Table4.3

Government Budget; 1999-2002
Expenditure

Total Budget Outlays

Current Outlays
Appropriationitems
Ministries/departments
Tourism & Civil Aviation
Education
Health
Defence
Internal Affairs
Pension & Gratuities
Subventions ,
Regulatory bodies®
Parastatals
Socia Security Contributions
Pension Scheme Contributions
Other appropriations®

Charges
Public debt interest
Other charges’

Total Capital Outlays

Development grants to
parastatals

Land acquisitions

Capitd projects

Net Lending

BTL advances — parastatals
BTL advances — others
Capita subscriptions

Equity participation

1999

Revised
Budget Actual®

1999 2000 2000 2001

(R million)
1822 1788
1314 1352
1060 1019
731 705
51 47
143 134
141 141
60 61
61 60
31 37
81 71
49 39
32 P
119 119
7 7

ol 81
254 333
243 32
11 11
457 402
10 10
12 7
435 386
52 33
22 7
29 26

1 0

0 0

Revised

Budget Actual®

1947

1440
1149

119
127

274
263

463

401

-145
-47
-99

0
0

Revised
Budget

1670
1488

263

2001

Actual®

1599

1421
1139

282

17
197

131
222
319

11
219

Figures do not necessarily add up due to rounding.

! These series are subject to audit and might be revised accordingly.

2Dueto areclassification, thereis a break in the series of thisitem. Road and building maintenance,
contributionsto political parties, and housing improvement grants are examples of items that were
recorded under “ other current transfers’ in previous Reports, but are included in various
“ ministries/departments” or “ other charges’ in this Report.
3 Regulatory bodies are Seychelles Licensing Authority, Seychelles Fishing Authority and Seychelles
Bureau of Standards. For 1995 Seychelles International Business Authority is also regulatory body.
4 Examples of “ other appropriations” are contributions to a training fund and international

organisations.

®« Other charges” consist of : salaries of constitutional appointees; contribution to political parties;

and execution of elections.

Source: Ministry of Finance
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Compared to the previous year, capita
spending fell by a sgnificant margin of
R266 million. Capitd  projects and
development grants to parastatals were the
main expenditures that came in below
their 2000 aggregate levels. They were
below ther 2000 levels by R215 million
and R52 million respectively. In terms of
compensation for land acquisitions, there
was a dight excess spending of R1.0
million,  which  was  nevertheless
outweighed by the savings of the other

main headings.

3.2.1 Public Sector Capital Project
Expenditure
Capital project expenditure of the
government for the year 2001 reached a
tota of R186 million, showing a decline of
R215 million or 53 per cent reletive to the
previous year (Table 4.4). In sectora
terms, the fal in total capita project
expenditure was mainly attributable to
lower spending on “infrastructure and
utilities’ and on “services’. They were
below their 2000 levels by R205 million
and R33 million respectively. The only
increase was in the subgroup of “economic
sectors’, which rose by R23 million to
amount of R27 million.

3.2.1.1 Economic Sectors

As noted above, outlays on “economic
sectors’ rose by R23 million compared to

the previous year. The increase was

mainly attributable to the large rise in
expenditure on the fishing sector, which
represented spending on the coasta
fisheries development project during the
year. For the other sectors, expenditures
declined in comparison to prior year. This
reflected completion of projects that have

been undertaken.

3.2.1.2 Infrastructure and Utilities

This category of capital spending saw a
major decline in its level compared to the
previous year. It accounted for 95 per cent
of the fdl in totad capita project
expenditure. Totd spending in this
category amounted to only R64 million
compared to R269 million in 2000. The
decline in the level of spending was
explaned by dl sub-headings with the
exception of expenditure on
“communications’. The “Seychelles
Satellite Project” explained the increase in
the latter. Again the reduced expenditure
under the heading of “infrastructure &
utilities’ is explained by the completion of
some of the magor projects in 2000,
namely the new Pradin airport, the
highway link on Mahé and the ingtallation

of the new electricity generators at

Providence.
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“services’ adso fell compared to a year
earlier. Tota spending in that category
amounted to R96 million, a decline of R33
million. The fal was attributable mainly
to spending on housing. The government
continued to spend money on its socia
particularly
projects. The decline

programme, on

reflected

housing
the
completion of some of the housng

projects and adso the increased

“47-

In spite of fdls in other subheadings of
in
The

increase spending on capital expenditure

“services’, there were increases

“education” and “youth & sports’.

in “education” was attributable mainly to
the refurbishment of some schools and
aso the condruction of a new primary

school at Anse Aux Pins.

Table4.4
Public Sector Capital Project Expenditure
1996 1997 1998 1999 2000 2001
(R thousand)
Total 185,023 213,983 390,008 385,561 400,986 185,981
Economic Sectors 19,267 25,941 35,463 15,380 3,930 26,588
Agriculture 4511 2,991 9,055 9,605 1,112 1,070
Fisheries 1,139 2,195 8,776 522 18 24,980
Tourism 949 2,372 882 2,823 2,674 477
Outer idand devel opment 1,882 708 2,500 500 - 0
Craft & home industries 595 1,393 2,515 - - 0
Trade & commerce 10,191 16,283 11,735 1,929 126 62
Infrastructureand Utilities 38,405 67,022 172,018 166,191 268,694 63,608
Transport 6,531 21,988 29,201 53,223 49,267 14,663
Water supply & sanitation 14,331 13,533 60,621 26,34 64,805 1,374
Communications 842 358 1,679 4,657 4581 6,650
Land Reclamation 1,701 315 45,521 63,738 137,317 32,532
Land Bank 15,000 30,827 34,996 18,179 12,725 8,388
Services 127,351 121,020 182,527 203,990 128,362 95,785
Education 31,861 16,721 40,481 25,440 13,057 18,504
Hedlth 15,575 15,593 14,04 4,190 6,726 9,379
Housing 41,280 41,748 63,377 82,195 58,826 21,725
Socia development 17,525 27,102 34,878 15,658 8,934 6,830
Culture 172 197 99 276 908 96
Sports 180 1,567 3,089 2,063 1,915 15,324
Information & media 46 452 918 39,046 4,157 924
Internal affairs 8,456 7,008 9,817 5,012 4,226 677
Public sector management 798 4972 4832 9,850 17,910 13,656
Environment 11,458 5,659 10,982 20,259 11,704 8,670
Source: Ministry of Finance
Services participation of the private sector in
Total capita outlays in respect of providing for housing development.
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3.3 Net Lending

The only heading of government
expenditure that recorded an overrun was
in net lending. Compared to a forecasted
net repayment of R80 million, the
government made a net lending of R12
million.  The budgeted outcome was
atributable to one subheading of net
lending, namely advances to paragtatals, to
which the government provided advances
worth R16 million over the year. The
excess pending was due to a R20 million
advance made to the Seychelles Housing
Development Corporation (SHDC) for
housing improvement. The net repayment
of R80 million did not materialised due to
the non-redisation of the “home
ownership scheme” as it was expected to
be implemented in 2002. Nevertheless, it
is worth noting that there was a net
repayment of R3.4 million in relation to
“other paragtatals’ and a R4.8 million in
relation to “advances to other”, which
comprises mainly of advances to civil
sarvants including motor vehicle and

generd purpose loans.

Anaysing the 2001 outcome relative to
the previous year, it was observed that net
lending increased during the year. From a
net repayment of R145 million in 2000,

net lending amounted to R12 million in the
current year. The difference between the
two comparative periods is that in 2000,
there were net repayments in the two main
headings, namey  “advances  to
parastatals’ and in “other loans’ which are

advances made to public servants.

4. Financing
The R340 million deficit was financed

mainly through the domestic markets as
have been the case in recent years (Chart
4.4). Domestic loans net of repayments,
stood a R429 million. Gross borrowings
totaled R989 million and this conssted
primarily of treasury bonds (R612
million), government deposits (R219
million) and advances (R114 million).
Amortisation amounted to R560 million.

Foreign loan drawdown amounted to R158
million, representing a shortfal of R24
million relative to the budgeted R182
million. With amortisstion amounting to
R220 million, the net outcome was a
repayment of R62 million. With net
domestic and foreign loans totaling R367
million, this resulted n a baance of R27
million, which was met by the movement

in cash balances of the government being

held mainly with the Central Bank.
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SECTION FIVE

The External sector

1. Overview

On the actua external sector outcome,
provisonal data for the transactions
undertaken by the economy with the rest
of the world in 2001 as measured by the
Balance of Payments (BOP) showed that
there has been a worsening outcome
relative to the previous year. Following the
dgnificant improvement in the externa
sector in 2000, the widened gap between

domestic demand and supply as indicated
by the overdl balance moved from a
surplus of R108 million (US$19 million)
in 2000 to a deficit of R101 million
(US$17 million) in the year under review.
It was the higher growth in the deficit in
the current account over the expansion in
the capitad and financia account, which
caused the overdl outflow of hard
currency (Chart 5.1 & Table 5.1).

Chart 5.1. The overall balance, current account and capital &
financial account of the BOP for 1995 to 2001
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The apparent worsening of the current
account position during 2001 was largely
influenced by a one-off transaction in the
“Balance of Trade account". This was
related to the aircraft acquired by Air
Seychdles in April, which was classified
as an import. This procurement by the
national carrier was made under a
financia |ease agreement, for which under
the IMF BOP Manual 5 (IMF BOPMb5)
guidelines such a transaction should be
included in the BOP calculations (for more
details on the incorporation of financial
lease transaction, seesubsection2.1). If
the financial lease factor is removed, the
current account will remain in deficit, but
reduction in the

shortfal, which amounts to only R73

it shows a further

million, hence is a marked improvement
relative to 2000. The other headings in the
showed

movements as observed

current  account positive
the

and

under

accounts of "services', “income’,
"current transfers’. The surplus in respect
of services in the year under review was
manly boosted by the heading of
"trangportation”. For the income account,
there was a contraction in its shortfal,
while the surplus under current transfers

expanded after falling in the previous year.

On the other hand, there was a reversal of
the decline in the "capital & financia
account” in 2000, where in the year under
review, it increesed by RS55 million
attributable to both of its accounts. The

-51-

"capital account” rose by 10 per cent to
amount R55 million for the year. Interms
of the second account, there was an
increase of R50 million in the financia
account to aggregate at R487 million. The
expansion was attributable to the rise of
R199 million in net direct investment
relative to the previous year. The net
inflow of FDI in the country in 2001 came
principaly through new investment in the
form of equity capital and also re-invested
earnings. The flow of FDI is presently
being targeted in the tourism trade where
the high end of the market is being tapped.

The overdl externa deficit on the overall
balance was financed partly from a R61
million draw-down on reserves with the
balance representing accumulation of

arrears of R40 million.

In 2001, there was also a change in the
related

transactions. At the start of the year, there

laws to foreign exchange
continued to be a shortage of hard
currency entering the banking system,
which prompted the government to put
forth a series of measures that will on one
hand increase the number of agents that
accept foreign currency payments for their
services and dso to curb the pardle
market activity, thus channeling hard
currency flows into the banking system
(for moredetails, see Box 5.1 at the end of

this chapter).
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Table5.1
Balance of Payments;Y? 1996-2001
1996 1997 1998 1999 2000 2001
Provisional
(R million)

CURRENT ACCOUNT -289.9 -334.5 -566.9 -693.8 -247.5 -567.7
Goods, -846.6 -957.1  -11144  -1223.1 -625.0  -1005.5
Receipts (of which) 480.4 568.5 646.4 778.2 1112.8 1260.9
Merchandise exports (f.0.b) 315.1 358.7 490.9 596.6 740.8 948.0
Payments (of which) 1327.0 1525.6 1760.8 2001.4 1737.8 2266.4
Merchandise imports (f.0.b) 1238.5 1454.5 1713.2 1931.0 1658.7 2194.0
Services 580.8 644.5 607.2 636.7 521.6 529.2
Receipts (of which) 1178.2 1285.9 1302.3 1473.9 1538.8 1658.9
Tourism income thru’” Commercial banks 524.5 612.5 583.8 596.2 600.0 648.8
Payments 597.4 641.4 695.1 837.1 1017.2 1129.7
Income -73.6 -62.0 -110.3 -133.0 -185.8 -110.9
Compensation of employees 1.7 -0.7 -7.6 -6.0 -18.7 -17.2
Credit 3.5 1.1 0.6 1.0 1.0 1.0
Debit 1.8 1.8 8.2 7.0 19.7 18.2
Investment income -75.3 -61.3 -102.7 -126.9 -167.1 -93.7
Receipts 49.7 50.0 29.3 47.0 61.1 53.1
Payments 125.0 111..3 132.0 173.9 228.2 146.7
Current transfers 49.5 40.1 50.6 255 14.7 19.5
General government 79.9 72.3 91.3 62.1 49.5 53.3
Receipts 85.1 75.8 91.6 62.2 50.0 55.4
Fishing license fees 51.1 41.7 32.2 32.8 24.8 37.7
Overseas grants 13.8 10.0 25.3 13.3 18.8 8.5
Educational grants 20.1 24.1 34.1 16.1 6.4 9.3
Payments 5.2 35 0.3 0.1 0.5 2.1
Other sectors -30.4 -32.2 -40.7 -36.6 -34.9 -33.8
Receipts 24.4 29.9 19.2 21.1 21.7 23.9
Payments 54.8 62.1 59.9 57.7 56.6 57.7
CAPITAL AND FINANCIAL ACCOUNT 186.5 213.1 453.7 611.1 487.1 542.2
CAPITAL ACCOUNT 28.1 34.0 114.0 88.0 50.0 55.0
FINANCIAL ACCOUNT 158.5 179.1 339.7 523.1 437.1 487.3
Direct investment 126.3 193.0 210.0 246.9 84.0 283.5
Abroad 64.6 75.4 70.0 48.1 60.0 65.0
In Seychelles (of which) 190.9 268.4 280.0 295.0 144.0 348.1
Sale of Assets (Privatised enterprises) 23.1 0.5 0.0 0.0 0.0 0.0
Equity capital 135.2 247.9 260.0 275.0 114.0 313.1
Re-invested earnings 32.6 20.0 20.0 20.0 30.0 35.0
Portfolio investment 33.0 15.3 10.8 2.9 5.4 6.8
Assets -33.1 -0.4 4.1 0.1 0.5 -0.4
Liabilities 0.0 14.8 14.9 3.0 6.0 6.4
Other investment -0.9 -29.2 118.9 273.3 347.7 197.4
Assets 58.6 64.0 29.8 69.3 84.9 51.3
Liabilities 57.7 34.8 148.7 342.6 432.6 248.7
Net errorsand omissions 19.3 86.5 44.8 60.7 -104.8 -75.3
OVERALL BALANCE -84.1 -34.9 -68.4 -22.0 107.9 -100.7
Financing of overall balance 84.1 34.9 68.4 22.0 -107.9 100.7
Reserve assets’ 24.2 -25.7 115 -45.0 -110.9 60.5
Arrears 59.9 60.6 56.9 67.0 3.0 40.3

Memorandum items:
Current account (percentage of GDP) -11.9 -9.7 -19.3 -22.0 -7.3 -15.5
Trade Balance (f.0.b) -923.5  -1095.9 -1222.2  -1334.4 -917.9  -1245.9
Sock of Reserves (Gross)(R million) 103.4 129.1 118.2 160.2 271.1 210.6
Sock of Reserves (Gross) (Weeks of cif imports) 3.7 3.9 3.1 3.7 7.2 4.2

T Contrary to the exchange record, this seriesis recorded on an accrual basis.
? Data series differ from previous publications due to revisions
3 (-) signindicates increase in reserves.

-B52-



ANNUAL REPORT 2001

THE EXTERNAL SECTOR

2. Current account
2.1
Following the 49 per cent contraction in

Trade in goods

the deficit on account of transactions on
goods, which was regisered in the
previous year, provisona indicators show
that the year 2001 posted an expansion in
the deficit by R381 million or 61 per cent.
The widening goods deficit was attributed
to a R529 million increase in payments to
R2,266 million, compared to the R264
million or 13 per cent contraction
registered in 2000. The 2001 outcome
was weighed againgt a 13 per cent rise in
receipts by R148 million to R1,261 million
in contrast to a considerable R335 million
or 43 per cent increase in the previous

year.

It should be noted on the outset that the
apparent worsening of the goods account
was attributable to a one-off transaction
during the year affecting merchandise
trade.  In 2001,
acquired two new aircrafts, the first one a
Boeing 767-300 to replace the 767-200 in
April. The other, a Boeing 737-700 was
received in November. The aircraft was

the nationa airline

acquired in April under a financid lease
agreement for which the transaction has
been taken into account both in the goods
account and financial account as outlined
in the IMF BOPM5 for which the Central

Bank isfollowing.

According to the BOPM5, financial leases
or similar arrangements represent aform
of financing akin to a secured loan. Itisa
long-term agreement, which gives the
lessee the right to decide on what to do
with the item at the end of the agreement.
The lessee is responsible for operation,
repair and maintenance of the item, and in
this case the aircraft. The lessee also has
the first option on disposa of the item
being leased a the termination of the
agreement. With the latter argument, the
value of the aircraft has been taken into
account both in the goods account as an
import and in the financid account falling
under "other investment” on the lidhility,
asit states that Air Seychelles has the right
of ownership.

Due to the above, the merchandise trade
balance of the goods account was the one
that was affected by the financia lease
transaction. Without it, the balance on the
goods account though remaining in deficit
showed a decline relative to 2000, fdling
by R51 million.

Apart from the widening deficit in respect
of imports and exports (Chart 5.2), the
goods account was influenced aso by a
R58 million or 19 per cent contraction in
the surplus under “goods procured in ports
by carriers’, while the deficit in respect of
“repairs on goods’ fdl from R12 million
to R6.4 million.
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Chart 5.2, Tradein Goods, 1995 - 2001
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2.11 M erchandise exports

Traditiondly, Seychdles exports have
been mainly from the agricultura and
marine resources sectors, or goods whose
raw materials originated from those
sectors. With the authority’s continua
atention to these areas, the country’s
income from exports has been on the
increasing trend. In 2001, total exports of

merchandise (f.0.b.) stood at R948 million.
This represents growth of R207 million or
28 per cent compared to the previous
year's 24 per cent rate. With the exception
of exports under “Fresh & Frozen Fish”
and “Frozen Prawns’, which declined, all
other exported items registered growth in
2001.

Tableb.2
Domestic Exports; 1996-2001

1996 1997 1998 1999 2000 2001

(R million)
Total 315.1 358.7 490.9 596.€ 740.8 948.C
Copra 0.C 0.C 0.0 0.0 0.C 0.3
Cinnamon bark 4.7 34 2.7 2.2 1.3 1.3
Frozen and fresh fish 11.2 204 13.2 28.3 20.7 10.7
Canned tuna 169.8 286.2 413.3 531.¢ 606.2 7712
Shark Fins (Dried) 2.4 0.8 0.2 0.3 " .
Frozen Prawns 10.¢ 22.7 341 7.7 18.2 12.1
Other exports 116.1 25.2 27.3 26.2 94.3 152.5

Source: Management and Information Systems Division
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Canned remained the

component of exports and accounted for

tuna major
above 81 per cent of total export receipts
(see Chart 5.3). Income received from
exported canned tuna grew by R165
million or 27 per cent to R771 million.

This represents an increase in the pace of

growth compared to the 14 per cent risein
2000, and reflects the promising exporting
potentiadl of the Indian Ocean Tuna
Canning Factory, following its expansion
in the last couple of years. The company
remained

adso the country’s biggest

manufacturing entity.

Copra
0.03%

Other exports
16.1%

Chart 5.3. Exports, 2001
Frozen and fresh

) Frozen prawns
fish 1.28%
1.13%
Cinamon bark

0.14%

Canned tuna
81.34%

Exports of items under “other exports’
grew by R58 million or 62 per cent to
R153 million. This was on account of the
growth in exports of “other processed
fish” and “other re-exports’, which rose by
R26 million and R28 million respectively.
Items under the former category include
shark’s fins, towards which fishermen's
preference rose in relation to other catch,
confirmed by the increase in fishing of
sharks.

There was a further contraction in exports
of “Fresh & Frozen Fish”. After declining
by R8 million or 27 percent in the

previous year, the figure dropped by R10
million to R11 million in 2001. This result
summarises the disappointing performance
in fishing activity in teems of catch.
Statisics  from  Seychelles  Fishing
Authority (SFA) indicated that compared
to the previous year, there was a decline in
cach of fish from artisana, semi-
indudtrial  for which a portion of ther
output is targeted for export. The lower
catch and exports of fresh and frozen fish
reflects,
preference for other fishes, under other

to some extent, fishermen's

categories for reasons such as higher
revenue per catch.
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Following the pick up in exports of frozen
prawns recorded in 2000, the year 2001
posted a decline, dthough the movement
was not as dramatic as that of 1999. In
2001, the vaue dropped by R6.2 million
or 34 per cent to R12 million in contrast to
the R11 million increase registered in the
preceding year. According to SFA, the
drop was mainly due to the lower
production of post larvae by the hatchery
and the prablem of obtaining brood stock.

2.1.2
In spite of the impostion of import

Merchandise imports

restrictions and new regulations in regards
to foreign exchange transactions in mid-

2001, the year registered an increase in the
vaue of merchandise imported (c.i.f.).
Subsequent to the 14 per cent contraction
recorded in 2000, imports grew by R630
million or 32 per cent to R2,581 million in
2001. This growth, however, as explained
above was largely influenced by the
financia lease of the new aircraft to the
Air Seychelles fleet, which pushed up the
figure under “machinery and transport
equipment”.  Furthermore, the improved
foreign exchange situations toward the end
of the year encouraged the increase in
imports. Nevertheless, mixed movements
were registered in the vaue of the items
imported in 2001.

Imports (cif) — by HS' Sections; 1996-2001

1996

Description

Total imports

1457.1 1711.2

Table 5.3
1997 1998 1999 2000 2001
(R million)
20155 2271.8 19514 2581.1
Food and live animals 3222 4168 455¢ 4842 5178 6412
Beverages & tobacco 23t 27.t 30.C 29.¢ 27.1 22.2
Minerd fuels etc. 2112 252C 189t 229.C 4237 4127
Chemicals 90.6 125€ 1291 1382 1287 145.C
Manufactured goods &
Misc. manufactured articles 3525 462C 564t 7144 472C 4587
Machinery & transport equipment* 415¢ 3847 6034 6387 334C 862¢
Other commodities 40.8 41.7 43.1 37.3 47.3 384

* Harmonised System

* |nclude the value of the Boeing 767-300 acquired by Air Seychellesin April 2001 under

a financial lease agreement.

As sated above,

development was in the increase in

the most notable

imports under “Machinery and transport
equipment”.  Following the 48 per cent
contraction in imports of items under this

category in the previous year, the figure

grew by 158 per cent or R529 million to
R863 million in 2001. Consequently, its
share of tota imports was exceptionally
raised to above 33 per cent ee Chart
5.4), in contrast to 17 per cent the previous

year. Excluding the financial lease of the
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new Boeing by the loca airline, which
aggregate the figure by a significant R508
million, imports under “Machinery and
transport equipment” was more or less
normal and have grown by R21 million or
6.3 per cent and in general, remained more

or lessin line with its trend. Furthermore,
without this transaction, total imports
would have been raised by only R123
million or 6.3 per cent, influenced ly the

improvement in foreign earnings.

18%

Chart 5.4. Imports, 2001

Other Food, live
, commodities animals &
Machinery and 1% vegetable oils
trapsport 25%
equipment
33% Beverages and
tobacco
1%
Manufactured Mineral fuels
goods & misc. 16%
man. Chemicals
6%

The next most noticesble growth in
imports was under “food, live animals &
vegetable oils’,
significant increase in the pace of growth.

From 6.9 per cent in 2000, the figure grew

which registered a

by 24 per cent in 2001, to end the year a
R641 million. Amid soaring demand on
the loca market for those products, this
development was related to the relatively
poorer performance of the domestic
agricultural sector due to the dry season of
2001 in the second hdf of the year (see
section six). Furthermore, apart from
meeting domestic consumption, movement
in imports of foodstuff reflected the
increese in consumption by tourism-
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related establishments, confirmed by the
upsurge in the number of such businesses
in 2001.

The imported vaue of the other remaining
items posted a lower figure compared to
the previous year. The most noticeable
contraction was registered under imports
of “other commodities” which declined by
R8.9 million or 19 per cent to R38 miillion.
Imports of “Beverages and tobacco”
contracted further and dropped by R4.8
million or 18 per cent to R22 million.
Other drops were registered in imports of
minera fuels and manufactured goods,
which declined by 2.6 per cent and 3.0 per
cent respectively. The lower vaue of
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imports was likely to be related to the
persistent foreign exchange shortage,
which was more evident in the first half of
the year.

The only increase apart from "machinery
& equipment was the imports of
chemicals. Following the 6.9 per cent
contraction in imports of chemicas the
previous year, in 2001, the totd vaue
expanded by 13 per cent or R16 million to
R145 million.

2.1.3 Goodsprocured in ports
Subsequent to the significant 167 per cent
rise in the net inflow under “goods
procured in port by carriers’ at the end of
2000, the surplus contracted by R58
million to R247 million in 2001. The
movement was on account of the R59
million or 16 pe cent reduction in
receipts, weighed againg a dight 2.3 per
cent decrease in outflows to R62 million.

The lower receipt was associated with the
decline in re-exports of petroleum

products, which contracted by R60 million
to R297 million and brought its share to 96
per cent of revenue. This fdl in al re-
export revenue is related mainly to the fall
in il prices in 2001 relative to 2000. Re-
exports of food and beverages declined by
17 per cent to R7 million. Receipts in
respect of other re-exports posted an
increase of R25 million to R5.4 million
and represents outflow of nationalised
goods which are repatriated following
completion of various projects during the
year.

With the exception of petroleum products
in respect of Air Seychelles, which rose by
16 per cent growth, al the remaining
items under “payments’ registered a dight
decline and remained more or less stable.
The rise in the consumption of oil by the
national carrier is related to the increase in
the number of aircraft in its fleet, which at
the end of 2001 was three compared to
two at the end of the previous year.

Table5.4
Goods procured in Ports; 1996-2001

1996

Goods procured in port, net 104.5

Receipts 163.6
Petrol 151.3
Food and beverages 105
Others 1.8

Payments 59.1
Petrol 56.9
Food and beverages 2.3

1997 1998 1999 2000 2001

(R million)

148.9 105.1 1142 304.4 246.8

208.4 152.7 178.8 368.2 309.1
200.1 140.2 169.5  356.€ 296.€

6.1 6.3 6.8 8.8 7.1
2.2 6.1 2.4 2.8 5.4
59.5 47.7 64.6 63.8 62.3
50.2 42.8 54.€ 94.2 53.C
9.3 4.8 10.C 9.t 9.3

Source: Management and Information Systems Division
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214 Repairs

Whilst repairs of foreign ships and aircraft
in Seychelles remained constant at R3.8
million when compared to the previous
year, payments for repairs on goods
abroad declined by R5 million to R10
million.  Consequently, net income on
“repairs’ posted a marked improvement,
whereby the shortfall dropped from the
R12 million in 2000 to R6.4 million in
2001.

were associated with the significant 40 per

The lower payments for repairs

cent reduction in payments for repairs of
Air Seychelles aircraft abroad, which fell
to RO million. This lower payment was
related to the by Air
Seychelles, of one of its older aircraft with

replacement

a new one, towards which prior to
replacement, maintenance costs increased
in the preceding year. With regards to
Seychelles ships abroad,
however, the figure grew by 146 per cent

repairs of

to R14 million, in connection with the

increase in the number of vessas

registered in Seychelles.

2.2
After recording a contraction of R115

Services

million or 18 per cent the preceding year,
the services account balance expanded, by
R75 million to R529 million. The
increase was related to the notable upsurge
in the net inflows under “transportation”
and an increase in net surplus under

“government  services’, while the
remaining items under other mgor
headings recorded worsened
performances.

- 59-

Net inflow under “transportation” was
boosted by the R53 million or 14 per cent
increase in passenger receipts, which
soared to R391 million compared to R340
the preceding year. This
development was partly associated with

million

the increase in the number of seats on
offer by the national carier, Air
Seychdles, following the introduction of
two additional planes to its fleet, and
smultaneoudy, offering flights to new
destinations. This was marked by the
arlines R46 million or 12 per cet
increase in ticket sales to non-residents.

“other
registered

However, items under

trangportation services’
worsened performances, whereby the net
inflow declined by R6.5 million to R83

million.

The drop in net inflow under “other
transportation services’ was in connection
with the larger fall in receipts relative to
the drop in payments of arcraft landing
fees. Receipts shrunk by R7.7 million to
R115 million, compared to the R3.7
million or 2.9 per cent drop registered the
previous year. The decline in 2001 was as
a result of the fal in al categories of
receipts under “other transportation
services’, with the exception of airport
handling fees, which increased dightly by
2.0 per cent. The most noticeable fall was
registered in income from stevedoring,
which fell by R4.3 million to R45 million.
Payments of aircraft landing fees
contracted by R1.9 million or 5.6 per cent
to R32 million compared to the 18 per cent

decline recorded the previous year.
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Tableb.5
Services;' 1996-2001

1996 1997 1998 1999 2000 2001

(R million)
SERVICES, NET 580.8 644.5 607.2 636.7 521.6 529.2
Transportation 123.8 122.9 203.0 248.2 3234 393.9
Passenger 191¢  201.8 3122 345C 3401 390.€
Receipts _ 2385  218C 326.1 38lL€ 383¢C 437.2
Ticket sales to non-residents
by Air Seychelles 2021 188¢ 296¢ 3HlE 3711 417.C
Others 36.4 29.2 29.2 30.C 12.¢ 20.2
Payments (tickets to foreign
airlines by residents) 16.1 16.3 13.¢ 36.7 43.8 46.3
Freight -152.2 -156.1 -175.2 -181.€ -150.2 -79.7
Receipts 274 45.C 581 1024  138.7 179.5
Pavments 179€ 2011 23323 284C 243¢ 259.2
Other transportation services 84.C 77.3 66.C 84.8 88.E 82.7
Receipts (of which) 109.7 1118 93.€ 1264 1227 115.1
Marine and port charges 214 26.5 25.6 27.C 28.3 27.C
Income from stevedoring 42.C 23.C 24.3 534 49.2 44.¢
Aagency service income 14.3 21.1 18.C 16.2 16.C 14.€
Airport handling fees 17.3 13t 14.C 14.3 15.1 154
Aircraft landing fees 14.€ 27.7 114 14.€ 14.2 13.1
Payments of aircraft landing
Fees abroad 25.6 34.5 27.7 41.€ 34.3 324
Travel 558.6 647.8 5746 611.3 617.7 599.2
Receipts 699.2 787.1 709C 724C 761.2 7717.4
Tourism earnings 696.C 783.C 703.C 717E¢ 754.¢€ 770.C
(of which income thru’

Commercia banks) 5245  612F 583.8 596.2 600.C 648.€
Others 3.3 4.1 6.C 6.1 6.7 7.4
Payments 140€ 13923 1343 1127 143€ 178.3

Foreign travel expenditure 1134  115.C 98.C 95.C 118¢ 139.¢
Training of residents abroac 27.2 24.3 36.3 17.7 24.7 30.8
Others 0.0 0.C 0.C 0.C 0.C 0.C
Insurance, net -33.3 -37.1 -49.1 -183  -191 -11.7
Rovaltv pavments -3.1 -3.0 -2.0 -2.5 -2.5 -2.5
Financial and Business Services -1064 -119.2 -140t  -1471 -252.2 -297.4
Receipts (of which) 18.€ 30.7 38.¢ 47.8 47.8 52.€
Telecommunications Seychelles 174 25.3 28.C 40.8 40.8 42.C
Payments 125 150.C 179.4 193t 300.C 350.C
Government services 41.2 33.1 31.0 64.8 51.1 56.1
Receipts 69.3 53.2 56.1 86.¢ 77.7 79.€
USAF Tracking Station 19.1 0.C 0.C 0.C 0.C 0.C
Foreign embassies in Seychelles 10.C 2.7 2.2 3.C 3.C 3.C
Licences and other fees 40.2 50.5 53.8 83.¢ 74.7 76.€
Pavments , 28.2 20.2 25.1 22.C 26.7 23.E
Expenses by Sevchelles embassies 3.2 3.2 4.5 6.7 6.8 6.4
Tourism promotion 25.C 17.C 20.8 15.3 19.8 17.1
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With regards to “travel”, the single most
important service component, net inflow
contracted by 3.0 per cent to R599 miillion,
following the dight 1.0 per cent increase
registered the prior year. The movement
in 2001 was associated with the R35
million rise in payments, balanced against
a R16 million increase in receipts. Under
the receipts component, tourism earnings
maintained the increasing trend, which
started at the end of 1999 while in-flight
sdes by Air Seychelles grew by 11 per
cent to R7.4 million. In 2001, tourism
earnings stood a R770 million, of which
R649 million was through the commercia
banks.  Tourism income through the
commercia banks swelled by R49 million
or 81 per cent in comparison to the
the
implementation of foreign exchange
regulations, which took effect in mid-2001
and at the same time reflects the higher

previous year, manly due to

yield from the tourism trade, namely five-
dar establishments. On the payments side,
the expanson was associated with the
risng foreign travel expenditure, which
grew by R21 million to R140 million.

Net outflow from insurance payment
improved from R19 million in 2000 to
R12 million in 2001. This was associated
with
receipts, which expanded by 166 per cent

the dgnificant improvement in
to R18 million, while payments increased
by 14 per cent to R29 million. The
favourable movement in 2001 related to
the reinsurance of higher claims that was

due.
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Net outflow in relaion to “financid and
business services’ recorded an upsurge of
R45 million to R297 miillion, dthough the
rate of the increase declined from 72 per
cent to 18 per cent over the period 2000 to
2001. The outcome in 2001 was mainly
due to the upsurge in other payments while
that under “operational lease” grew by 4
per cent to R107 million. Items under
“others’, related to payments such as
management fees, accounting fees, lega
fees, cost of advertising (mainly by five
stars hotels), management and consultancy
fees, expanded by 23 per cent to R243
million.  Nonetheless, this represent a
lower rate of growth compared to the 96
per cent rate recorded at the end of the

previous year.

Unlike in 2000 when the surplus in
“Government services’ attained a 21 per
cent drop, a the end of 2001, the figure
enlarged by 10 per cent to R56 million.
This movement was associated with te
2.4 per cent increase in receipts to R80
million whilst payments contracted by 12
per cent to R24 million. The higher
receipts is explained by the increase under
“licences and other fees’, which grew by
2.5 per cent to R77 million, in contrast to
the 11 per cent contraction recorded the
previous year. Payments fell at the
by Seychelles
embassies abroad” which contracted by
R400 thousand or 5.8 per cent to R6.4
million and “tourism promotion” fel by

expense of “payment

R2.8 million or 14 per cent to R17 million.
The fdl in tourism promotion reflects the
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effot made by STMA
promotiona costs by effective means of
advertising.

to reduce

2.3 Income
In 2001, net income flows accruing to the
Seychelles economy increased

sgnificantly as reflected by the narrowing
of the deficit to R111 million (US$19
million). This improvement was attributed
to the better postion of both maor
headings of income *“compensation of
employee’” and “investment income”.

Firgly, the narrowing of the shortfdl in

“compensation of employees, which
amounted to R17 million, was due to a fdll
in payments whilst receipts remained
unchanged relative to the previous year.
Therefore, the reduction in the deficit in
income was ascribed

to investment

income. The movement in “investment
income” showed a reduction in its shortfall
by R74 million or 44 per cent reldtive to
the previous year. This was explained by
the fal in payments, which outweighed the
reduction in receipts. The decline in
outflows was due to lower payments made
to non-residents on account of “dividends

& distributed profits’ and “interest paid”.

2.4
Net transfers continued to reman in

Transfers

surplus in 2001 amounting to R20 miillion
(US$3.3 million), representing an increase
of R4.9 million relative to 2000. This rise
was explained by the larger increase in
revenue over payments during the year.
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Receipts rose by R5.4 million, whilst
payments increased by R1.6 million.

Current transfers to the government, which
represents the bulk of the flows, recorded
Of this totd

amount, R38 million was on account of

a surplus of R55 million.

fishing license fees. This was R13 million
higher than the level of 2000. For the
other grant receipts, there was an increase
of R29 million in “educationd grants’,
whilst there was a decline of R10 million
in “overseas grants’ relative to 2000.

Net transfers to the private sector
remained in deficit in 2001, totaling R34
million compared to R35 million the year
before. This dight improvement reflected
the higher increase in receipts compared to
the rise in payments. Receipts amounted
to R24 million compared to R22 million in
2000 whilst payments increased by R1.1
million to R58 million.

3. Capital and financial account
3.1
There was a dight increase in inflows n

Capital account

respect of the capital account. According
to data from the Ministry of Foreign
Affars, capitd grants to Seychelles in
2001 from bilatera and multilateral donors
R55  million. This
represented a rise of R5.0 million or 9.9

amounted  to
per cent relative to the previous year.

3.2
The financial account

Financial account
is the largest
component of the “capital and financia
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account” and it is made up of four main
“direct
“portfolio investment”, “other investment"

headings, namely investment”,
— which consst largdy of loans — and
“reserve assets’. The latter is shown as a
“below the ling’ item as these flows go
towards financing the overal balance of
payments.

Provisona indicators for 2001 show that
the net capital flows (excluding reserve
assets) dood a a net of R487 million. At
this level, the financid account surplus
represented a rise of RS0 million or 11 per
cent relative to the previous year. A net
direct investment inflow of R283 million
was recorded whilst the surplus in “other
investment” amounted to R197 million.
Portfolio investment, which is minima in
the context of Seychelles, registered a
surplus of R6.8 million.

Net foreign direct investment in the
Seychelles economy reached an estimated
R283 million (US$48 miillion), an increase
R199 million redive to 2000.
Investment in the form of equity capita
reached R313 million (US$53 million), a
The further
growth in capital investment occurred in a

of

growth of 175 per cent.

number of sectors, however, the bulk of it
represented investment in the tourism
sector, namely in the building of new five-
star establishments. Based on current
information available, one can expect
investment in the tourism industry to
continue to grow. Re-invested earnings by
foreign in

companies the country

amounted to R35 million, a growth of 17
per cent.

Outward foreign direct investment totalled
an estimated R65 million (US$11 million),
an increase of R5.0 million or 8.3 per cent
relative to 2000. Outward FDI represent
investment of equity capital by Seychdlois
residents or resident firms abroad and re-
investment of resident’s funds abroad.

Portfolio
mainly commercial banks

investment, which represents
investment
abroad, remained in surplus in the year
under review. It rose for a second
consecutive year, this time by R1.4 million
to amount R6.8 million. The surplus was
a culminaion of inflows (liabilities)
totdling R6.4 million and outflows
(assets) in the order of negative R0.4

million.

The last heading of the financial account —
other investment — remained in surplus in
the current year review. Nevertheless, the
net postion declined by R150 million or
43 per cent relative to the previous year.
At the aggregate level it amounted to R197
million (US$34 million). On the asst
(debit), currency and deposits fell by R34
million. However, the bulk of the change
in “other investment” is accounted for on
the ligbility side (credit). Inflows totalled
R249 million (US$42 million), a decline
of R184 million or 43 per cent relative to
2000. This fal represented mainly net
repayments made on foreign loans. It
should be noted that in 2001, the financia
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lease of one of the new aircraft of the
nationa airline is taken into account in
“other investment”. Based on the
guidelines of the IMF BOPMS5, such an
agreement represent a form of financing
akin to a secured loan.

During the year, the Central Bank made a
totd draw down of R143 million whilst
repaying R93 million. This gave a net
inflow of R50 million, which was dmost
half what was received in the previous
year.

Loan disbursed in favour of the
government totalled RO.6 million, a fal of
R216 million. In contragt the leve of
amortisation stood a R187 million, an
increase of R110 million. On a net basis,
the government made a net repayment of
R187 million on its foreign commitments.
Other net repayments were in respect of

parastatals and private organisations.

4, External reserves

After two consecutives years of increasing
reserves, gross official reserves declined in
the year under review. Gross officid
reserves, which comprise Centra Bank
and Government reserves, fel by R61
million or 22 per cent to close the year a
R213 million equivdent to US$37 million
(Table 5.6). This was equivaent to 4.3
weeks of 2001 imports (c.i.f.). On the
other hand, after increasing for the past
four years, short-term liabilities decreased
by R30 million or 7.5 per cent to stand at
R373 million (US$64 million).

Despite the decline in liabilities, on a net
official basis, reserves deteriorated by R31
million. This adverse movement in the net
position reflected the larger margin of the
fal in gross reserves. At the end of the
year, the net official reserve position stood
at negative R160 million (US$27 million).

Table5.6
External Reserves:” 1996-2001
(R million)
1996 1997 1998 1999 2000 2001
Gross officia reserves 1034 129.1 117€ 1627 274.2 2134
Central Bank 99.2 1272 1152 160.2 271.1 210.€
Government 4.2 1.8 24 2.5 31 2.8
Central Bank’s short-term
Borrowings 125 648 1731 2112 4034 3732
Net official reserves 90.¢ 642 -B5E  -48E -129.2 -159.8
! End-of period data.
5. Exchangerates basket (STTWB) during 2001. At the

The Seychelles rupee remained pegged to
the Seychelles trade and tourism weighted

beginning of the year, the Centra Bank

announced a revision in the weights of the
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currencies in the basket. This new set of
weights came into effect on January 3.
The revision was effected to reflect the
significant changes in tourism and trade
patterns over the past three years. The
basket was also revised to incorporate the

the light of this, the weights of the three
euro-zone currencies, namely the ltaian
lira, German mark and French franc, have
been amalgamated into the new euro
weight. Thus, the STTWB now comprises

of six currencies instead of the previous

euro, the common currency of the eight. The new revised basket is shown

European Monetary Union countries. In below.
Currency Weight (%)
Euro 37.7
USdallar 25.7
UK sterling 157
South African rand 105
Singapore dollar 7.7
Japanese yen 2.7
Total 100.0

Table5.7

Exchange Rates;1 1996-2001

1996 1997 1998 1999 2000 2001
(Seychelles Rupees per currency unit)
US dollar 49699 50269 52638 53418 57132 5.8585
Pound sterling 77991 82379 87229 86415 86446 84397
Deutsche mark 32899 29029 29989 29217 26917 26851
Japanese yen 00455 00416 00404 0.0471 0.0530 0.0483
French franc 09676 0.8624 08945 08710 0.8026 0.8004
Italian lira 00032 0.0030 00030 00030 0.0027 0.0027
South african rand 11602 10915 09572 0.8742 08248  0.6925
Singapore dollar 35066 33921 31481 31515 33132 32714

* Period averages.
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In terms of the movement in the exchange
rate of the rupee in the year under review,
there has been a genera appreciation of
the domestic currency vis-a-vis mgor
world currencies with the exception of the
US dollar and the Swiss Franc (Table 5.7
& Chart 5.). Against thesetwo currencies
the rupee depreciated by 2.5 per cent and
2.8 per cent respectively. Nevertheless,

the magnitude of the changes during 2001
has reduced compared to the previous
year. The largest gain was against the
South African rand, where the rupee
appreciated by 16 per cent. This was
followed by the Japanese yen of 8.9 per
cent and the UK Pound sterling by 2.4 per
cent. The other movements ranged

between 0.2 per cent and 1.3 per cent.

Chart 5.5 Exchange rates
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Box 5.1 — New foreign exchange laws

At the end of 2000 and at the beginning of the year, foreign exchange flows through the
commercia banks continued to decline. In a bid to prevent this Situation to deteriorate much
further, the government legidated amendments to the existing foreign exchange laws. In May
2001, the Nationa Assembly approved these new legidations for amendments of the Foreign
Earnings Regulations Act, Exchange Control Act, Licensing Act, Trades Tax Act and Central
Bank Act. The new regulations were aimed at; increasing the inflow of foreign currency
through the banking system and thus control illegal foreign exchange transactions, controlling
imports in addition to maintaining price stability.

In brief, the amendments to the respective acts were as follows,

Foreign Earnings (Regulations) Act

This was to dipulate that unless exemption is granted otherwise, for certain categories of
goods and services, rendered to or on behaf of “non-resdents’, payments have to be in
foreign currency. Prescribed businesses or authorised dealers to which this change in policy
applied was stated as follows, Hotels, Guesthouses, Self-catering Establishments, Luxury
Villas, Tour Operators, Travel Agents, Car Hire Operators, Helicopter Seychelles, Air
Seychelles, Hirecraft Operators (of a minimum length of six metres), Diving Businesses,
Casinos and Cruise Ships temporarily operating in Seychelles waters under licence issued by
the Seychelles Licensing Authority.

Exchange Control Act

The Act was amended to address the illegal foreign exchange activities and make sure that al
foreign exchange transactions are those authorised and be at a rate determined by the Central
Bank of Seychelles. In addition, it states that without Exchange Control exemption, export
from or import into Seychelles more than R2,000 in Seychelles currency is an offence.
Penalties relating to failure to comply with this Act is afine of not less than R250,000 and not
exceeding R500,000 and to imprisonment for aterm of 5 years.

Licensing Act
Amendments to this act in summary relates to the new reporting regquirements of licensed
businesses in relation to foreign exchange transactions and pendlties relating to failure to

comply to this recommendations.
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Trades Tax Regulations

This amendment was to dipulate that in addition to the Commissioner of Taxes and
Controller of Prices, a Controller of Imports and Exports is appointed. Moreover, for each
import and export of commodities, the importer/exporter must obtain a permit.

Central Bank Act

This act was amended to allow for the appointment of an Exchange Controller, whose
responsibility is to enforce the Foreign Earnings (Regulations) Act and include making sure
that al foreign exchange entering the country goes through the banking system.




SECTION SIX

The Real Sector: Production, Employment and Prices

1. M acr oeconomic developments
in 2001 - Overview
The year 2001 saw a moderation in the
inflation rate, faling from 6.3 per cent in
2000 to 6.0 per cent. With a further
growth in nomind Gross Domestic
Product (GDP), it induced a further growth
in the real economy despite the prevailing
condraints on the supply of foreign
exchange. Preliminary estimates made by

the Centra Bank of Seycheles (CBS)
pointed to a 0.9 per cent increase in red
GDP, a dowdown of 0.5 per cent,
compared to a growth of 1.4 per cent in
the preceding year (Chart 6.1 & Table
6.1). Most economic activities registered
increases in value added, with the
exception of “agriculture, forestry &
fishing" and "other services'.

Chart 6.1. Real GDP growth
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The performance of the primary sector
was more or less encouraging in 2001.
Agriculturd  level  of

affected by the drought although there was

production was

an increase in demand. This increase in
demand has encouraged the Ministry of

Agriculture and Marine Resources to focus
on enhancing production to achieve food
The

security for the next ten years.

Ministry is aiming to produce 80 per cent
of fruit and vegetables locdly, whilst all
livestock needed should aso be produced
locally. On a more positive note, a growth
was recorded in the number of cottage

Another
relates
whereby the Ministry are targeting a niche

industry. sgnificant

development to cash crops,

in the world market.

Table6.1
Gross Domestic Product by Kind of Economic Activity
at constant market prices

1996

Per centage change 4.9

GDP at constant market prices 2029.0

1997 1998 1999 2000* 20012

4.6 55 2.9 1.4 0.9
(R million)

2122.1 2238.8 2303.7 2336.0 2358.2
65.C 64.4 67.5 67.2 67.C
368.C 3893 4334 4398 4347
128.6 1385 1497 1561 160.2
148 159.7 167.7 175S¢ 182¢
5974 6571 690.C 721.C 7327
75.8 76.3 72.8 76.C 79.C
250.C 2427 2448 2452 24973
2241 245C 239¢ 2375 2387
2645 2657 237C 2172  214€

Agriculture, forestry and fishing 64.1
Mining, manufacturing and

Handicrafts 280.C
Electricity and water 107.€
Building and congtruction 133.C
Transport, distribution and

Communications 612.7
Hotels and restaurants 89.2
Financia and business services 240.9
Government services 242.C
Other services 259.3

! Provisional

2 Egtimate

Source: Management and Information Systems Division and Central Bank of Seychelles.

The fisheries sector aso registered a
decline in relation to 2000. In terms of
catches, all the existing methods, namely
industrial
fishing, registered declines.  Similarly, the

artisanal, semi-industrid  and

lobster season registered a drop in
landings when compared to the previous
year. The only improvement relating to

2000, was an increase in shark fishing,
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which also accounts for the lower level of
predatory recorded in 2001.
exports of fish were on the up, especialy

However,

through the cannery, athough in terms of
catch the industrial sector experienced a
decline.

With regards to manufacturing, a growth
was registered mainly on account of the
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Indian Ocean Tuna canning factory.
the foreign exchange
shortage, continued to affect growth in the
industrial  sector,
manufacturing input depends on imports.
This  sector,

importance over the past few years, has

Nevertheless,

a a substantial  of

which has grown in
again performed below its full potentia.
The severe drought that prevailed during
the second haf of the year dso had a
negative impact on production of that
sector. The production of soft drinks, beer
& stout, and mineral water were directly
affected by the drought. Adverse effects
were also felt in the production of jams, as
loca output
congtrained by the

fruits were aso
rainfall.
However, the main manufacturing activity

for
lack of

of tuna canning continued to improve in
performance with increases in both output

Table 6.2

and revenue earned from its exports. On
its own, the production of canned tuna
increased by 29 per cent compared to the
preceding year, and was the main impetus
for the recorded growth in manufacturing
during 2001.

Following the expanson phase over the
past couple of years, the Indian Ocean
is now
biggest
manufacturing entity in terms of its value

Tuna (IOT) canning factory

regarded as the country's

added contribution to the economy. By
the end of 2001, exports had risen to R771
million, with IOT becoming one of the
major exporters of canned tuna in Europe.
Furthermore, 10T has also become the
magor employer with a total of more than
2500 employees at the end of the year.

Gross Domestic Product by Kind of Economic Activity
a current market prices

1996 1997 1998 1999 2000° 20017
(R million)

GDP at market value 2588.7 2829.6 3201.0 3330.2 3397.7 3633.7
Agriculture, forestry and fishing 974 98.8 842 1032 100.1 99.1
Mining, manufacturing and

Handicrafts 321.7 406.86 4821 5034 4917 585.1
Electricity and water 52.5 69.5 80.1 76.1 61.3 63.S
Building and congtruction 2081 2127 264S 3235 3411 3547
Transport, distribution and

Communications 799.€ 8167 963.€ 10431 10858 1150.
Hotels and restaurants 2472 2688 289t 2647 295€ 31332
Financial and business services 2875 3208 3417 302 355C 376.2
Government services 351.C 376.C 410C 423C 4403 469.C
Other services 2237 2504 284S 242S 2268 2214
! Provisional
? Estimate

Source: Management and Information Systems Division and Central Bank of Seychelles.
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On the construction front, there was a
further increase in the sector in 2001,
mainly on account of activities relating to
the star
establishments, namely Banyan Tree and

construction of five

Beachcomber. As noted earlier, the
drought aso affected the number of
activities, but again the foreign exchange
shortage was the mgjor constraint. Despite
the fact that a significant portion of raw
materials for the congtruction industry is
locdly available, the industry remans
largely dependent on imported inputs,
notably cement, steel and most of the
finishing materidls.  Among the magor
condruction projects in 2001, were the
continuation of housing projects, both by
the government and the private sector, and
other works relating to the continuation of
the East Coast Reclamation Project.

In spite of the country experiencing a
further period of drought, the combined
output of electricity and water increased in
2001. In nomina terms it registered a
growth of 4.2 per cent over 2000. Therise
was largely influenced by growth in
eectricity, primarily due to improved
capacities following the completion of the
ingtallation of the new generators. In
terms of production, there was a 41 per
cent growth in eectricity output.

For the third segment of economic

activity, the tertiary sector, which

-72-

comprises of "financia & business
services' and "hotels & restaurants’, there
continued to be strong growth (Table 6.1-
6.3).
business services' grew by 6.0 per cent.

With the effect of faling prices, it is an

At current prices "financid &

area where real growth was achieved in
2001.

Output of the tertiary sector, the largest
component of gross domestic product,
produced positive resuts. In terms of
tourism activities, the country's main
economic activity, there was a 0.2 per cent
decline in tourist arivals in 2001. This
was patly influenced by the terrorist
attack on the United States. Nevertheless,
not everything was gloom as there was a
substantial increase in tourism earnings.
Compared to 2000,
through the banking sector increased from
R600 million to R649 million in 2001,

tourism income

which represented a growth of 8.1 per
cent.  Furthermore, the higher yielded
market targeted by the government has
started to have the desired effect on the
economy. The Lemuria five-star resort
has contributed 12 per cent of total tourism
income on its own. Repercussons on
other areas of the economy such as
"trangportation” and “other services',
contributed to the increased activity in the

tourism sector (see tourism).
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Table6.3
Gross Domestic Product by Broad Productive Sectors
a current market prices

1996 1997 1998 1999 2000 20012
(R million)
GDP 2588.7 2829.5 3201.3 3330.2 3397.7 3633.7
Agriculture, forestry and fishing 97.4 98.8 842 103Z 1001 929.1
Industries 5606 666.1 800.2 8782 8657 9754
Tourism 370.7 4154 5494 538.7 573.€ 620.5
Government 351.0 376.C 410.C 423.C 440.3 469.C
Other services 1209.C 12732 13574 13871 1417.7 1469.€
! Provisional
2 Estimates

Source: Management and Information Systems Division and Central Bank of Seychelles

The R49 million increase in income was a
result of the new foreign exchange laws,
which alow proper channelling of foreign
exchange earnings. Secondly, the newly
built five star establishments offer a higher
yielded level of revenue. Despite the drop
in arrivals, there was minimal negative
impact on transportation services, as there
ar
the
acquisition of two aircrafts, a Boeing 767-
300 in April and a Boeing 737-700 by Air
Seychelles. There was aso a growth in
terms of tour operating activities during

was a growth in terms of

trangportation, manly due to

the year under review.

Other factors boosting transportation were
increased activities in the port in relation
to both tuna handling following the return
of norma wesather conditions and an

increase in merchandise imports.

There was a further rise in output in the

communication sector. The increased
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dynamism of this sector reflects stronger
competitions between Airtel and Cable &
Wireless, the two rival operators. Both
companies registered increases in their
output.  Through a larger choice of
products and cheaper communication
charges, the competitive spirit in the sector
has stimulated the upward trend since
1999. There was aso a further growth in
mobile services during 2001, which played
alarge part in these companies output.

relation to financid and busness
services, the
maintained in 2001. Firdly, this reflected

the rise in banking activities during the

In

growing trend was

year. There was also a further investment
in ATM facilities, especidly through the
Seychelles Savings Bank (SSB) offering
such services on a larger scae. The
second argument relates to insurance
the
between Harry Savy and the wel
established State Assurance Corporation

activities,  whereby competition
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of Seychelles (SACQS) intensified over
the course of the year.

Outlook for 2002 for the economy will
depend much on the policies that
government  pursues. Given present
circumstances, the primary focus will
remain on addressing the foreign exchange
shortage, as it still remains the core of the
distortions to economic efficiency. Access
to raw materials and other inputs required
in the production process has been a
constraint especialy for producers. This
in itsdf is hampering the export prospects
of the country.

For the medium term, a lot will depend on
the tourism industry, through the five-star
establishments.  The early indications are
very promising, with most of these hotels
operating a near full capacity. With the
construction of other such establishments,
the industry is expected to boost further
the country's foreign exchange revenue.

the tourism the
government would be hoping that its effort

Besdes industry,
in promoting increased activity in the area
of fisheries would be further exploited to
the full.
canning factory, which attained a new

Much hope relies on the tuna-

record in terms of exports during the year
under review. The government's plan to
have its own purse seigning fleet, whereby
discussons darted with a  German
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shipping yard, would aso be a mgjor boost
to the economy in future. The acquisition
of an ail tanker, The Seychelles Pride, is
envisaged to make a dgnificant eonomic
contribution.

2. Tourism

In 2001, the tourism sector continued to
play a mgor role in the economy with an
ever-increasing interest
potential. With about 55 per cent of the
country's foreign exchange earnings,

in its future

tourism remained one of the principa
economic activities in 2001, accounting
for an increasng number of employees.
For the industry itself, it has been very
fruitful, despite suffering a setback after
the September attacks in the United States.
The two main indicators, which portray
the economic vigour of the sector, namely
tourigt arrivals and income, were generaly
postive.

Tourism arrivals for the year stood at
129,762, which represented a decline of
only 0.2 per cent relative to 2000 (Table
6.4).
data for the year clearly showed an

It is worth noting that the tourism

increase up to September, where it had
risen by 3.0 per cent in relation to the
same period in 2000. Following the
September 11" attacks there was a
negative impact to the extent that there
was a decline in bookings for the
following months.



ANNUAL REPORT 2001

THE REAL SECTOR: PRODUCTION, EMPLOYMENT AND PRICES

Table 6.4
Tourism
1996 1997 1998 1999 2000 2001
Vigtor nights — thousands 1270 1340 1347 1299 1352 1350
Vigtor arrivals — thousands 131 130 128 125 130 130
Average length of stay (nights) 9.7 10.3 10.t 104 104 104
Tourism income — R million 524 612 584 596 600 649
Average expenditure
Per diem — Rupees 413 457 434 460 445 480
Memorandum
Hotel bed occupancy rate (%) 57 56 53 53 52 51

Source: Management and Information Systems Division (except tourism income, which is
compiled by Central Bank based on commercial bank purchases of foreign exchangefromthe

tourism sector)

In terms of geographica digtribution,
Europe remained the primary supply of
visitors with a market share of 79 per cent
despite the terrorist treat. Nevertheless,
the September 11" events did have a
negative influence on its market share as it
fell by 0.1 per cent. France remained the
most important market with a 20 per cent
share of totd arrivals. This amounted to
25,459 vigtors, which is 10 per cent short
of the previous year's record.

Regarding the other maor European
countries, there were mixed movements in
terms of their market shares. For instance,
France, Germany, Scandinavia and other
European suppliers al posted declines.
On the other hand, the United Kingdom,
Ity and Switzerland contributed more
tourists in 2001, and thus enhanced their
respective market shares. The increases

were mainly 6.3 per cent, 6.0 per cent and
4.8 per cent respectively.
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All other major markets posted increases
in their market share with the exception of
Oceania, which remained the same. The
number of vistors from Africa, Ada,
America and Oceania increased relative to
2000. Increases of 1.0 per cent, 2.8 per
cent, 9.9 per cent and 12 per cent were

recorded for all these respective markets.

For the second indicator, tourism income,
the year registered a new record. Income
coming through the banking system rose
by 8.1 per cent relative to 2000 to amount
to R649 million (Table 6.4). Thisincrease
was two fold. On the one hand, there are
the hgher yield hotels, which have come
online during the year. On the other hand,
the government introduced new measures
relaion
transactions. The new amendments to the

in to foreign  exchange
Foreign Earnings (Regulations) Act make
provison for an increase number of
services to accept payment in foreign

currency. The laws also make sure that
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the earnings are channelled through the
banking system. These new set of laws
were put in place as of June 1.

One of the main developments in the
tourism industry during the year has been
the continued role of the Seychelles
Tourism Marketing Authority (STMA) to
promote Seychelles as a safe destination.

Through a more focused marketing
approach, it helped enhanced and upgrade
The
prospects of the coming years look

the contributions of the sector.

positive, especidly after it launched its
Vision 21, which highlighted the tourism
development until 2010.

Acknowledging the advantages of the
industry for the economy, the
challenges ahead, STMA has set some
targets to boost the overal contribution of
that sector. In the coming years, tourism
in the Seychelles will be expanded
gradually, with facilities, services and

and

infrastructure developed to a higher
qudity level and more activities provided
for tourists.

The tourist markets will be broadened to
include more nationdities and both
genera and specia interest tourists, and
access will be improved to reach more
On the other hand,
be
increased and there will be more vaue-

market areas.
expenditures per tourist day will

added in the country, which will enhance
economic benefits to the Seychelles.
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Tourism will aso be deveoped on a
sustainable basis and not exceed carrying
capacities, and the unique land and marine
environment and cultural heritage of the
Seychelles will continue to be protected
and conserved. Seychdlois will continue
to be senditised to the importance of
tourism and providing vaue for money to

tourists.

Some of the main tourist projects that were
being undertaken in 2001 was a new 100
room 5-star resort, owned by Banyan Tree,
which was nearing completion by the end
of the year, with approvals awarded for
further luxury projects. The Beachcomber
investors purchased the Reef Hotel in
order to train prospective workers for the
industry and are also congtructing a five-
star resort on Ste Anne isdland. Other five
star projects are adso being considered.
These new hotels would further enhance
bed capacity in Seychelles and cater for
the expected increase in visitor arrivals.

The second notable development is the
expanson and upgrade of the Air
Seychelles fleet following Air Seychelles
acquistion of a new Boeing 767-300
aircraft, which replaced the Boeing 767-
200. There was aso the acquidition of a
third arcraft a Boeing 737-700 that would
This
development boosted capacity, service its

operate on regional routes.

present markets more effectively and

dlow the tapping of new potentia

markets.
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The airline continued with its code sharing
agreements  with other airlines during
2001.
with Condor of Germany, which launched

In October, it sSigned an agreement

a joint flight operation between the two
countries. Air Seychellesis also expected
to do wdl financidly in the fisca year
2000-2001. This
profitable year of profit estimated at US$
1.5 million.

follows another

The year was the fourth

consecutive year of good performance.

On the domestic side, the new airport on
Pradin was officialy opened on June 23,
thus enabling better services and facilities.

The overadl
industry for 2002 look bright, especidly

prospects for the tourism

upon the completion of the major projects
It is expected to
improve the employment leve

within the industry.
in the
country and increase the economic output
further, which would have multiplier
effectsin the rest of the economy.

3. Agriculture
Overview

During 2001 agricultural output was again
on the increasing trend. However,
production level was hampered by one of
the most severe droughts in recent times.
One encouraging note was a genera
in demand for fruits and
livestock. This has

encouraged the minigtry to focus on

increase
vegetables and

enhancing production and thus achieve
food security within the next ten years.
Increases were also recorded in the
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number of cottage industries. For the
future the main am of the government is
to try and produce at least 80 per cent of
al fruits and vegetables locdly, whilst al
livestock for loca consumption should be
produced 100 per cent by loca
entrepreneurs.

Another major development is the new
interest relating to cash crops, such as
cinnamon and essentid oils. The Ministry
of Agriculture and Marine Resources
(MAMR) is targeting a niche in the World
market where the demand has definitely
gone up. The copra industry has been
relatively disappointing as it is labour-
intensve and aso not too profitable.
Concerning livestock, the main concern is
to bring in new breeds of pigs to re-orient
the bloodlines for better quaity pork.

The Ministry of agriculture, through the
assistance of the Food and Agriculture
Organisation (FAO) and the European
Union (EU) has benefited in improving the
facilities such as roads, water systems and
aso the control of fruit flies and pests.

On a more encouraging note, a New
Agriculture Policy (NAP) has been drafted
for the next decade to achieve a higher
food security through a sustainable
agricultural production. The government
would be the facilitator of this policy, with
the co-corporation of private entrepreneurs
a crucia dly in achieving the necessary

targets.
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Fruit and Vegetables

Data of purchase of fruits and vegetables
by the SMB - the traditional measure for
local production of fruits and vegetables -
showed an overal decline during 2001.
During the first haf of the year there was
an increase in locally produced items,
influenced by a general increase by loca
entrepreneurs.  However, the severe
drought that prevailed in 2001, particularly
in the second half of the year hampered
the locad production of
vegetables, which fell by 26 per cent
relative the
Nevertheless, there was an increase in

fruits and

to previous  yedr.
demand for fruits, which encouraged the
MAMR to increase the capacity of
provision of planting materias in order to
increase supply. During the year, there

was aso the notion whereby there was an

increase in the number of cottage industry.
the production of
cassava, papaya, banana, to be used for

This encouraged

chips and jams. So generdly, there were
more individuals interesting in crops and
planting methods.

The output for vegetables was aso very
satisfactory.
account for total supply of vegetables.

However, imports dill
This is because of certain environmental
conditions, which constrain the production
of certain vegetables. Nevertheless,
production of tomato, lettuce and cabbage
dill relies on loca output.  With the
reduction loca the

opportunity cost was an increase in

in production,

imported items, which was 4.4 per cent
higher in relation to the previous year.

Table6.5
SM B Purchases of Vegetables and Fruits
1996 1997 1998 1999 2000 2001
(tonnes)

Total 5,481 5,409 5964 6,097 6,349 6,545
Local 333 160 247 388 278 206
Change (%) 51 -52 54 57 -28 -26
Imported 5148 5,249 5717 5710 6,071 6339
Change (%) 17 2.0 8.9 -0.1 6.3 44
Source: Seychelles Marketing Board
Cinnamon per cent. From an output of only 25

Cinnamon production, which is one of the
country's major traditiona cash crops
increased relative to the previous year.
indicators
published by MISD, cinnamon warehouses

According to  production

deliveries increased by a staggering 648
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tonnes in 2000, it amounted to 187 tonnes
in 2001. As for exports, there was a 17
per cent decline relative to 2000. There
the

were aso some promoters in

production of essentid ails, like vanilla
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Copra

Unlike cinnamon, copra experienced an
increase in both deivery to warehouses
and exports. According to the indicators,
deliveries rose by 12 per cent whilst
exports increased by 38 per cent. Interms
of exports, the year's output was higher
than in 2000, but al exports were in the
firss nine months, whilst there was no
exportation in the fourth quarter. There
are two setbacks that have been identified
as the downfall of copra production. The

first e is that it is labour intensve and
secondly, it is not profitable in the world

market.

Tea

The year 2001 was another setback for tea
production, which resulted from the
persistent drought throughout the year.
Reative to 2000, production fel by 6.1
per cent totalling 231 tonnes (Table 6.6).
Prospects for the year will again depend

on improvement of the weather conditions.

Table6.6
Crops
1996 1997 1998 1999 2000 2001
(tonnes)

Copra (exports) 0 0 0 0 52 72
Copra (warehouse deliveries) 393 314 259 301 377 421
Cinnamon bark (exports) 318 220 289 214 177 147

Cinnamon bark (warehouse
Ddiveries) 280 241 478 385 25 187
Tea, green leaf (processed) 223 270 250 236 246 231

Source: Management & Information Systems Division

Other developmentsin agriculture
In the year 2001,

Agriculture continued to improve farm
infrastructure. This led to improved roads

and irrigation reservoirs. There was also
the African Development Bank (ADB),
which financed integrated agricultural
project, which was

December 2001. This project resulted in

completed
improved water systems and roads
paticularly a La Gogue, Anse Boileau,
Pradin and Va D'en Dor. Foreign

assistance was aso received from the

the Ministry of

in
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Food and Agriculture Organisation (FAO)
for projects relating to farm development
systems. This includes new approaches
for higher productivity, and making
research and production become closer so
that individual farmers can fare on thar
own. Another foreign assistance was from
the European Union (EU), which was for
the control of infestation of fruit flies and
pests. This particular project, which has
two different stages sarted in 2001
Findly, the

financed the importation of new blood

Seychdles  government
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lines for pigs. This project was to induce a
new breed of pigs, as a solution to in
breeding.

4. Livestock

During the fisca year 2001, livestock
reflected the general trend in agriculture,
The
impetus for livestock production was again

with an increase in production.

centred towards local production. Firstly
in relation to chicken production, it can be
said that the output from broiler chicken
wasfairly stable. Therewasanincreasein
demand for meat according to prevailing
trend. As regards layer chickens, the

outcome was more encouraging, with

the market. Nevertheless, it is difficult to
relating
production athough there is a higher

change policies to chicken
demand with the extra hotels and specific
demand for chicken products. The total
production thus is still made up of 20 per
cent of imported products, with the rest
accounted for by locd production.

In relation to pork, there was a general
increase in production. Loca demand is
catered for by 60 to 70 per cent of tota
production, with the rest being imported
for processing. There has been an increase
in farm gate prices which has encourage

people to go in the industry, and thus has

production increassing. There was also increase  the total participation in

increase in the supply of eggs fuelled by production.

increasing demand, thus creating a glut in

Table6.7
Livestock (slaughters)*
1996 1997 1998 1999 2000 2001
(units)

Cdtle 162 91 123 139 147 129
Pigs 5302 5165 6430 6629 8619 8648
Chicken (*000) 720 806 634 695 734 700

* Le Rocher Abattoir only

Plans for 2002

The Ministry responsible for agriculture
has outlined a New Agricultura Policy
(NAP) 2000-2010 for the coming decade
to replace the current Agricultural Sector
Policy formulated in 1992/93. The man
target of the NAP is to present new

opportunities and chdlenges in nationa

food security. This means that new targets
have to be set in national agricutura
production. This development is to bridge
the gap in knowledge and understanding
of al factors that constrained national
agricultura production. The Ministry aso
believes that to achieve its overdl

objective of a higher food security through
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sugtaingble agricultural  production, it
would have to entail both arable crops and
livestock production, primarily in domains
where there are comparative advantages.
At the end of the planned period, it is
envisoned that al the poultry meat and
pork that is to be consumed should be
produced locdly, whilst 80 per cent of
fruit and vegetables would be produced
localy. The other two important facets of
national food security, import and storage
would be dedt with by other government
policies and inditutiona mechanisms.
The new policy also spells out the role of
government as facilitator, whilst the
private sector would be encouraged to
directly engage in nationd agricultural

production.

On a shorter time period, for the coming
year 2002, the ministry has targeted an
increase in the volume of fruit and
vegetables production.  Increasing the
consumption of these two commodities
the hedth of the
Seychellois as illustrated by current trends.

Secondly, production needs to increase

would enhanced

because of the increase in demand,
especially for vegetables. To increase the
production of fruits, the Ministry would
aso be encouraging the entrepreneurs of
cottage industry. The high demand has
aso derted the Ministry to review its land
policy, whereby it will try to increase area

for production. The need for an increase
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in pig production is yet another aim of the
ministry, especidly with the intention to
inject new blood lines.

Findly, the ministry has identified the
need to exploit cash crops and essentia
oils production. They will need to create a
niche, as demand exists on the world

market.

5. Fisheries

The year 2001 was not a particularly good
year for the fisheries industry. According
to the datistics obtained from the
Seychelles Fishing Authority (SFA), catch
through al the existing methods of fishing,
namely artisanal, semi-industrial and

industria, al registered declines.

Similarly, the lobster season, which was
opened from November to January for the
third consecutive year, indicated a sharp
drop in landings estimated at between 4.5
to 5.0 metric tonnes compared to 10 metric
tonnes in the previous year. The fishery
was aso closdly monitored with night
patrols organised, and catch and effort data

collected on aregular basis.

On the other hand, there was an increasein
shark fishing, as there is a high value for
their fins on the international market. The
opportunity cost of these landings was a
reduction incurred in tuna and swordfish

landings, especidly vialong-lines.
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5.1  Artisanal and semi-industrial
fishing sector

In 2001, landing through artisand fishing

catch which represents fishing aong the

coast (including through the use of traps)

decreased dightly to 4,290 metric tonnes.
This represents a 474 metric tonnes
decrease or 10 per cent fal over the
previous year's leved when landings
totalled 4,764 metric tonnes (Table 6.8).

Estimates of Fish Landed

1998 1999 2000 2001
( Metric tonnes)

3,334 4,842 4,764 4,290
280 457 290 238

252,595 331424 330340 277,000

Table 6.8
1996 1997
Artisanal method 4,510 4,095
Semi-indugtria (longline) 210 311
Industrial method
- Caught 265658 271,095
- Transhipped 163,657 200,279

151592 257,447 269:673 235,000

Source: Seychelles Fishing Authority

The fuel voucher scheme was agan
renewed last year with certain alocation to
individual fishermen reduced. Other
fishermen who did not meet the required
criteria had the allocation cancelled
dtogether.

During the last month of 2001, dl the
various components of the Japanese Grant
Aid project was received and preparation
was started to begin selling the engines
and equipment in early January 2002. The
project, vadued a R25 million, involves
the acquisition of an ice plant of 5 metric
tonnes daily capacity Stuated a Anse
Royade, which became operationa in
December 2001, 60 inboard engines, 5
fishing vessels and an assortment of
fishing gears and equipment to be sold to
locdl fishermen.
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Besides artisanad fishing, SFA continued
to concentrate its effort to promote the
development of the semi-industrid long-
line fishery targeting tuna and swordfish.
One more vessel from S Lanka, a 22-
metre long-liner financed under the EU
disbursement project joined the existing
fleet. This brought the total number of
long-line fleet to 10.

During the year, the fleet landed a total of
238 metric tonnes of tuna and swordfish
compared to 290 metric tonnes in 2000.

The year's output comprised of 51 per cent
swordfish and 30 per cent tuna. The year
aso saw a decline in the predation rate,
dropping from 11 per cent in 2000 to 6.0
per cent. On the other hand, several of the
semi-industridl boats carried out trips
specifically targeting sharks due to the
high vaue of their fins on the internationa
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market, and this explains the decline in the
landings of tuna and swordfish.

5.2 Indugtrial fishing

The purse seining fleet remains the most
important fleet in industrid fishing, which
at the moment is done entirely by foreign
vessels. The policy of the government
with regards to this type of fishing is to
the vessls, whilst
attempting to derive maximum benefit

licence foreign
from using Port Victoria. During the year
2001, 52 vessals were licensed to fish in
the Seychelles EEZ, compared to 51 in the
previous year. The total purse seine catch
for last year was 277,000 metric tonnes
compared to 330,000 for the year 2000,
representing a decline of 16 per cent
(Table 6.8). There was an increase in
transhipment activity. 1n 2001, 85 per cent
of the total catch (235,000 metric tonnes)
was transhipped compared to 82 per cent
(269,000 metric tonnes) in the previous
year.

Furthermore, the Seychelles government
over the past years has recognised the
advantages of having their own fishing
fleet, which would generdly reduce
importation. In 2001, discussions between
the Seychelles government and a ship
building company, Lindenau GMB, darted
for Seychelles to own its own purse

seining fleet.

As regards industrid long-lining activity
the number of licences increased
drastically for the year 2001. Over R9.0

million in licence fees were collected
compared to R5.8 million in the previous
year.

Outlook

In 2002, the SFA would continue to
implement the projects initiated during the
year 2001, of which the most important
are the fisheries management measures for
monitoring and control of the Fishery
Reserves in the Southern I1dand Groups,
the fuel voucher scheme and the Vessd
Monitoring System (VMS) programme.
The the VMS
programme would continue to receive high
priority and it is planned that the program
would be operationa by mid-2001.

implementation  of

It is dso planned that the Japanese Grant
Aid project would become
implemented during the course of the year

fully

in order to promote the development of the
local artisanal fishing industry.

5.3 Aquaculture (Prawn Farming)

The year 2001 was the seventh year that
the aguaculture industry, more specificaly
the production of prawns, has been in
operation. The industry, which started in
the mid-1990s by the Seychelles
Marketing Board (SMB) as pat of its
endeavour to diversfy its operations,
especidly its export-oriented activities is
recognised for its high business risks and
the corresponding high returns. The profit
margins are among the highest compared
to other industries due to the ever-

expanding demand in the globa market.
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At the outset, production was reatively
high as the environment on Coetivy was
well endowed for prawn farming. With
increases in world demand, the project
induced increases in revenue. However, in
1999, production suffered a setback due to
uncontrollable environmenta factors. The
overal production was hindered by a non-
availability brood stocks,
Mozambique (floods) and Madagascar
(disease). This also resulted in a drop in
2000 both
production and exports picked up again.

of from

exports. However, in
During 2001, the Coetivy prawn farm
produced 281 metric tonnes of shrimps,
which is 34 per cent less than the previous
year. This is mainly attributed to the
hatchery not producing enough post larvae
and again the problem of obtaining brood
stock. On the other hand, there was a 12
per cent increase in the export of prawns.
A total of 279 metric tonnes was exported
in 2001. The SMB feed factory aso
exported 4,500 metric tonnes of shrimp
feed. The plant has a capacity of 6000
metric tonnes.

6. Industries

The fisca year under review was yet
another difficult year for the industria
sector, particularly in the first half of the
year and for the smal to medium sized
industries.  The main reason being the
shortage of hard currency for imports one
of the man components for industria
activity. Mogt of these entities produced
below their potentid level. Information on
industrial development in 2001, based on

surveys from the maor enterprises,

indicated that this was another difficult
year for industry. The survey showed that
the foreign exchange shortage was the
main factor hindering growth prospects
across industries.  Amongst other factors
affecting output in 2001 was the severe
drought, particularly in the latter part of
the year. Industries, which consume a
considerable amount of water, particularly
the brewery was the one principaly
affected by this constrain.

the
the outcome of the

Despite the gloomy picture for
industrial  sector,
Indian Ocean Tuna (IOT) canning
factory was a success story. The canning
factory remained the country’s biggest
manufacturing  entity terms  of
employment, output and revenue. On the

in

employment front, the company now
provides employment for just over 2500
employees whilst with regards to revenue
for the first haf of the year, a turnover of
R406 million was achieved which was 33
per cent above the amount earned for the
same period a year earlier. By the end of
2001, the tota value of exports increased
in line with production, risng by 27 per
cent to R771 million in reation to the
preceding year. The factory was able to
meet most of
particularly in the European market. The
United Kingdom
market with a 41 per cent share of tota
exports.  During the year, Seychelles
became the magor exporter of tuna to

its external demand

remained the magor

Europe with both France and Italy, moving
to IOT astheir main supplier.
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On the other hand, Kreol' Or, an entity,
which produces gold jewellery and craft
items, experienced contrasting outcomes
athough it registered a genera decline in
its turnover.
reduction

Its gold section saw a
in production and thus its
turnover due to the foreign exchange
problem. This was compensated by its
craft section whereby sales increased from
R815,297 in 2000 to R914,726 in 2001.

The level of production of gold jewelery
fell compared to the preceding year, which
followed the same trend as the value of
sales. As for the craft section, the
increasing trend was maintained in its
production, thus explaining the rise in
sales figures.  Compared with 2000
figures, there was a 40 per cent drop in the
exports of the company, as it is difficult to
purchase raw materials for its gold section
and aso to offer proper marketing
campaign oversess. In terms of
investment, Kreol'Or was considering to
purchase the premises where the factory is

located or even purchase a new factory.

7. Employment

During the year 2001, there was a further
growth in employment according to the
records of the Socia Security Fund.
Relative to 2000, employment grew by
882 or 2.2 per cent, as illustrated below in
Table 6.9. Compared to 39,381 people

employed in 2000, the totad number of
people officialy employed in the year
under review stood at 40,263. The overal
growth in employment was reflective of
both the private and parastatal sectors,
which posted growth of 6.0 per cent and
5.8 per cent respectively.
sector

The private

accommodated 1,191 new
employees, whilst 322 employees joined
the parastatal sector. This was at the

expense of government employment,
which declined by 4.5 per cent or by 631
workers. By the end of the year, the stock
of employment pool a the private,
parastatal and government sectors stood at

20,944, 5, 872 and 13, 447 respectively.

In the private sector, the increasing pace of
growth in the manufacturing, tourism and
other related services was the main factor
in the expansion of job creation. Further
intakes by the Indian Ocean Tuna Canning
factory, pardld to further expansion, was
the dynamo in the new placements in
manufacturing. In the tourism sector, the
opening of new hotels increased the
number of vacancies in that economic
activity, which thus caused a
corresponding effect for the other related

services.

These developments in the labour market
had certain effects on the share of each
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sector in total employment, dbeit only
margind. With the growths, the private
sector rose by two-percentage points from
50 per cent to 52 per cent. Likewise the

parastatal sector's share rose by one

percentage point to 15 per cent. As a

result, the opportunity cost was a three-

percentage
government's share of total employment,

points decline in the

which |eft its share at 33 per cent.

Table6.9
Employment

Dec. Dec. Dec. Dec. Dec. Dec.

1996 1997 1998 1999 2000 2001
30,935 33,328 36,207 37,465 39,381 40,263
Private Sector 13534 16,486 17,675 17,908 19,753 20,944
Parastatals 4,836 5,368 4,921 5,100 5,550 5872
Government 12,565 11,474 13,611 14457 14,078 13,447

Source: Social Security Fund

8. Earnings

According to data from MISD, for 2001
the average monthly earnings rose by 1.6
per cent compared to last year. In 2001
the ‘al sectors average monthly earnings
at current prices reached R3,385 compared
to R3,332 in the previous year (Table
6.11).

attributed to the private and government

This rise in earnings was mainly

sectors employees whose average monthly
earning grew by 3.1 per cent and 0.6 per
cent respectively. On the other hand,
parastatal sector employees saw a 1.2 per
cent fall in thelir average earnings. From
an average of R3,693 in 2000, it fel to

R3,648 in the year under review.

The growth in earnings was induced by

increases in - most of the industries

involved with the exception of “wholesale
& which posted a decline in
average earnings by R105. The highest

retail”

increases were recorded in respect of
wholesale and retail trade, and restaurants,
which grew by 5.7 per cent and 5.4 per
cent respectively. The latter reflects the
increased activities in the tourism industry
over the past year particularly with the
introduction of 5-star establishments.

During 2001, private sector employees
working within the non-tourism related
‘transport  storage and communication’
industry registered the highest average
earnings at R4,937. The lowest earning in
the sector was in relation to wholesale and
retail trade, which earned R2,390 on

average.
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In the government sector, public

administration employees were the highest

earners with an average of R3,949, whilst

in the parastatal sector, tourism related
employees were the top earners with

R5,475.

Table 6.10
Average M onthly Earnings
1996 1997 1998 1999 2000 2001
(rupees — current prices)

2911 2,954 3135 3,250 3332 3385
Private Sector 2,719 2,651 2,829 2,990 3094 3189
Parastatals 3,180 3429 3,725 3,669 3693 3648
Government 3,103 3,251 3410 3474 3561 3581

9. Prices By the end of the year under review, there

Since 1982, through a stable economic
environment and a system of price control,
the Seychelles economy was characterised
by low and stable inflation for a period of
eighteen years. This trend ended in 1999,
inflation, which
prompted a concerned reaction by the
authorities. The retail price index (RPI),

which measures movements in prices,

following a surge in

indicated a 6.3 per cent increase by the end
of that year. This was the highest growth
since the early 1980s.

Throughout the year 2000, this high level
of prices persisted, averaging 6.3 per cent,
thus maintaining the same level of prices
as in the previous year. The government
had as one of its priorities to curb this
At the
beginning of 2001, no mgor change

prevalling level of inflation.

occurred, prompting the authorities to find
ways of cutting down the average inflation
rate.
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was a dight fall in prices, with the year's
average standing at 6.0 per cent (Chart
6.2). This deceleration in the rate of
inflation was mainly atributed to a
significant decline in the prices of fish and
to a lesser extent the prices of loca
products (food & non-food). A growth of
4.7 per cent was registered in the price of
the loca goods index, a dowdown,
compared to a 7.2 per cent increase in the

previous year.

In actual fact there was a decline in the
prices of certain imported items, as the
government targeted private merchants to
sl a the right retail prices. The mgjority
of imported products are invoiced in US
dollars, and the year saw a further
depreciation of rupee against the dollar.
This explained the general increase in the

prices of imports.
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Chart 6.2. Inflation rate for 1996 to 2001
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The index of fish prices, which fel in
2001, influenced the dowdown in the
prices of local items. As there was a
return to norma weather patterns, the
supply of fish was relatively high which in

turn induced the fall in the price of fish.

A more detalled analysis of the different
components of the price index shows that
there was a genera increase in the prices
of both the 'other food' and the'non-food'
categories. This implied that the price of
fish was the pivotal factor in the dight
drop in overdl prices. Nevertheless,
certain components of the other two major
categories did register declines in prices

relative to the year 2000.

For the 'other food' category, the prices of
"dairy products, oil & fats' and that of
"other food & non-alcoholic beverages'
rose by 1.2 per cent and 0.9 per cent
respectively. On the other hand, a 0.8 per
cent rise in "housng costs' was the
component relating to the 'non-food'
category. These drops in prices aso
played a part in the improvement in prices,
albeit adight influence.

As mentioned above, the price of fish was

a key dement in the improvement of the

inflation rate. Reative to the previous
year, it fell by 14 per cent. This was
atributed to the norma  climatic

conditions, which had caused an increase

in fish landings.
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Table6.11
Composition of Retail Price Index

1996 1997 1998 1999 2000 2001

Weights
(percentage change)

All Items 1,000 -1.1 0.6 2.7 6.3 6.3 6.0
Local 656 -1.3 04 3.2 44 7.2 4.7
Imported 344 -0.5 1.2 1.3 10.2 44 8.4

Fish 32 -7.3 12.0 10.8 -15.3 -6.5 15.5

Other Food Items 234 -2.2 0.7 1.0 1.9 2.9 3.2
Local 119 1.9 1.C 1.5 0.¢ 4.5 2.7
Imported 115 -2.6 0.3 0.3 3.3 0.7 3.8

Non-Food Items 734 -04 0.0 2.7 8.6 7.7 6.1
Loca 505 -0.9 -0.5 3.C 6.7 8.€ 4.€
Imported 229 0.3 14 1.8 12.¢ 5.5 9.8

! Period averages.
Source: Management & Information Systems Division
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SECTION SEVEN

Offshore and I nvestment Developments

1. Overview

During the year, activity in the offshore
sector, the
Seychelles
Authority (SIBA) improved further when
compared to 2000. Firstly, there was an

which is managed by

| nternational Business

increase of 503 International Business
the tota
registered in the previous year. Since
1996, this has been the highest recorded
growth. Secondly, each quarter of the year

Companies (IBCs) above

recorded the highest ever number of
registration to date, which brought the
total registered IBCs for the year to 1,854.

Furthermore, a total of eleven new
companies were awarded licences to
operate within the Industrial Trade Zone
(ITZ). The year dso saw the registration
of eleven new trusts, with the fina quarter

accounting for six of them.

The companies that were licensed in 2001

were involved in a wide range of

activities.  One such activity is the re-

digribution of EPSON point of sae
equipment to African states. Furthermore,
the SIBA screening process ensures that
only projects with a high-value added
detrimental the
environment should be accepted. There

nature and not to
were aso some significant expansion on
existing companies, such as Chdle
Medicd and Planus Dental Technology.

There was a record R309 million in
revenue generated from tuna industria
fishing in 2000. This left the net revenue,
which includes expenditure in Port
Victoria, fishing vesHds
expenditure and license fees payments, to
around R170 million.

foreign

In February, SEYSAT Limited, a joint
venture company between the Seychelles
government and a foreign company, leased
the SEYSAT-1A dot to a sadlite
operating company, NEWSAT-1. The
SEY SAT dot project was firgt initiated by

the government in 1988, following the
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availability of commercidly atractive, but
unclaimed dots.

DISTAFRIC Company Ltd started its
operations within the SITZ. The company
gpecidises in importing IT products in
bulk, store them in Seychelles, and then
re-export them to Zimbabwe, Kenya and
South Africa

A workshop involving the commercia
implications of interconnection was held at
the Berjaya Beau Vallon Bay Resort in
July. Forty delegates the
Commonwedlth Telecommunication
Organisation (CTO) attended the five-day

from

workshop, which was officidly launched
by Mr Errol Dias, the Principal Secretary
for and

Information ~ Technology

Communication.

Seychelles first Internet Service Provider,
ATLAS, announced plans for
its stakeholders. The
expansion, which involves the acquistion
of 60 additional modems to add to the
existing 30 analogue ones, was expected to
make ATLAS one of the fastest hubs in

its
expansion to

the region. Further expansion by ATLAS
included the added internationa roaming
services to its customers.

The Savings Bank of ®ychelles became
the fourth loca bank to become a member
of VISA Internationa network. The
project, which became operaiona in
September, was expected to be followed

-01-

by another venture, which involves the
issue of its own VISA EFTPOS terminas
to retal outlets.
payments to be made by credit and debit
cards.

This would enable

The Banque Francaise Commercia (BFC)
adopted a more professona approach
following a change in management. The
bank has also increased its staff by 25 per
cent. Two further developments is the
launching of Internet banking in October,
and the expansion in its ATM facilities
from 5 to 6 machines by the end of the
year. The bank has also agreed to cater for
the needs of IBCs, ITZ companies and

other offshore corporate customers.

The Investment Desk issued an additional
21 ‘certificates of approval’ under the
Investment Promotion Act (IPA) 1994. At
the end of 2001, a tota of 119 companies
had attained the IPA stature after their
gpprovad by this body, with companies in
relation
investment’ receiving the bulk of these

to ‘tourism  development

certificates.

During the year, the Seychelles Industrial
(SIDEC)
reported that it had approved 57 cases for
assstance at a vaue of R78,000, whilst
total disbursement stood at R597,300. The
European Credit Line Project, which is

Development  Corporation

also under SIDEC's auspices, sanctioned a
total of R629,100 worth of loans, whilst
disbursing R594,000 in 2001.
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2.
The registration of International Business
Companies (IBCs) by the Seychelles
International Business Authority (SIBA)
was a key component of the country's
offshore sector.
incorporated in Seychedles through 18
registered agents, and these agents offer

Offshore developments

These IBCs are

the marketing for the country's offshore
An IBC could be
registered in less than 2 hours, which is the

services abroad.

minimum reported time for registration.

During the year, a record 1,854 new

International Business Companies (IBCs)
the Seychdles
Relative to the

was registered with
offshore

aggregate figure of 1,351 for 2000, there

industry.

was an increase of 503 IBCs in 2001,
representing a 37 per cent growth in
regigtration. Since 1995, there has been an
increasing the number of
registered IBCs (Chart 7.1), bringing the

trend in
aggregate number of IBCs registered with
SIBA to atota of 8,013 at the end of the
year under review.

2001 1854

2000 1351

|

1999 1340

1998 3468

|

1090

2378

1997 1134

1244

1996 909

|

4808

Chart 7.1. Number of IBCs registered per year and their cumulative totals

8013

6159

Cumulative total

Total vearly registration

Furthermore, the year was a record
breaking one for SIBA. All the respective
quarters of the year recorded the highest
number of registration to date. The
recorded number of registered IBCs from
guarter one to quarter four were 440, 513,
422, and 479 respectively. This
performance is an indicator of SIBA's
established position as an offshore centre.
Over the past year, 11 new companies

were licensed to operate within the

Seychelles Internationd Trade Zone
(SITZ).
accounted for the lion's share of activity
with 3 companies being licensed.
Nevertheless, it can be said that the limited

number of activites and the delay in

The fourth quarter agan

completion of infrastructure of the zone
are constrains that are holding back the
applications of prospective companies for
their

setting  up respective  projects.

Furthermore, eleven trusts were registered
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during the course of the year, bringing the
total number to 32 by the end of the year.
During the fourth quarter, the company
registered six trusts, the highest figure in
one quarter.

Since the establishment of the SITZ in
1995, the year 2001 has been the most
successful year on record. The companies
that were licensed were engaged in awide
range of activities. One notable activity is
the redistribution of EPSON point of sde
equipment. This involves the seato-ar
redigtribution  concept, whereby  the
products are imported in bulk by sea,
stored in Seychelles and exported to

African countries by air.

There are currently 24 active SITZ
the
screening process of the SITZ Authority.

companies, which have passed

This screening ensures that accepted
projects are those, which will have a
positive impact on the local economy, of a
high-value  added
detrimental to the environment.

nature and not

Some existing companies, namely Chelle
Medical and Planus Denta Technology
were undergoing significant expansion
process. The former is involved in the
light assembly of laryngeal masks, whilst
the latter deals with the manufacturing of

dentures and other products.

- 03-

The SITZ with US$150 million per annum
accounts for 22 per cent of al exports
from Seychelles. It is expected that once
the newly licensed companies are in place,
there will be a significant improvement in
total exports.

After experiencing a drop in 1998, revenue
indugtril  tuna  fishing  activity
Total
revenue reached a record R309 million
(US$56m) in the year 2000, with net
revenue danding a R170 million
(US$31m). By the end of 2001, it was
expected that the same pattern would be

from

experienced an upward trend.

maintained. Net revenue comprised vessel
expenditure in Port Victoria, spending by
foreign fishing companies and payment of
licenses for access to the Exclusive

Economic Zone (EEZ).

The commerciadising of a satelite orbita
dot network, SEYSAT, first initiated by
the government in 1988, started during the
year. The project was initiated when there
were a few unclaimed but commercidly
attractive orbital dots. SEYSAT is to be
developed into a project,
SEYSAT-1A, up SEYSAT-4A.
According to SEYSAT Limited Generd
Manager, Dr George Ah-Thew, SEY SAT
is a joint venture between the Seychelles

four-dot
to

Government and a foreign company,
which ams to maximise the commercia
benefits from the dots and spectrum
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resources made available to Seychelles.
The foreign company, which specialises in
orbital operations and provides the satellite
to commission the dots, holds 80 per cent
of the shares. Since February 2001, dot

SEYSAT-1A has been leased to
NEWSAT-1, a sadlite operaing
company. The satellite dot leasing is

expected to generate joint venture revenue
in the coming years.

DISTAFRIC Company Ltd, begun its
operations from its facilities in the SITZ.
The company was set up for the re-
distribution of IT products to the African
markets. It is the regiona distributor for
Sub Saharan Africa of EPSON point of
sade and technology products.  Such
products are stored in the SITZ, after
being
Philippines and Japan by sea

imported in bulk from Ching,
The
products are then air freighted to countries
such as Zimbabwe, Kenya and South

Africafor delivery.

the
Telecommunication

In July forty delegates from
Commonweslth
Organisation (CTO) member countries
attended a five-day workshop at the
The
workshop was officidly launched by Mr
Errol Dias, the Principal Secretary for

Information

Berjaya Beau Valon Bay Resort.

Technology and

Communication. The theme of the

discussons involved the commercia

implications of interconnection.

The country's first Internet Service
Provider (ISP), ATLAS, marked its 5"
year of

operations by assuring its

customers and stakeholders of its
commitment to further upgrade its systems
and services. It is expected that it will
become one of the fastest hubs in the
region, increasing its 64Kbps and 30
anadogue modems with the instalation of
60 additiona modems. This will increase
ATLAS bandwidth of incoming cdls to
AMbps.  During the middle of 2001,
ATLAS dtarted to offer the services of

international roaming to its customers.

The Seychdles Savings Bank (SSB)
invested over Rsl million (US$182,000)
in a mgor VISA project, which became
operational in September. This follows
the bark's ongoing endeavours to keep
abreast of technologica innovation and
upgrade its customer services.  This
development has made SSB the fourth
local bank following Nouvobang, Barclays
and Banque Francaise, to become a
member of VISA international network.
Another venture to issue its own VISA
EFTPOS terminds to retal outlets is
currently underway.

Banque Francaise Commercia (BFC) has
taken a new focus on professonalism,
better services and improved efficiency
following a change of management. This
has resulted in a 25 per cent increase in its

staff, and has selectively recruited
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professonals a managerial and clerica
It was also expected that the
number of its ATM would be increased
from 5 to 6 by the end of 2001. The bank
adso darted their Internet banking in
October. The bank is aso dedicated to
cater for the specific needs of Internationd
(IBCs), I1TZ

companies and other offshore corporate

levels.

Business Companies

customers.
3. I nvestment
3.1 The I nvestment Desk

During the year 2001, the onshore
investment in Seychelles maintained its
growing trend, which darted in the
previous year. The investment desk
accorded 21 the
Investment Promotion Act (IPA) status,

compared to 14 in 2000. Furthermore,

new businesses

there were two tourism related businesses,
which renewed their IPA certificates. Out
of these 21 new businesses, 15 were
‘tourism development’ investment, 3 were
marine  resources

‘industrid and

‘agriculture  and
investments, 2 were
and 1 was
The

the ‘'yachts and

manufacturing  sector’
‘professional services investment.
'‘boat charter' and
liveaboard' categories had the bulk of the
'tourism development projects with 5 new
businesses being granted IPA status each.

Since the IPA came into effect in 1995,
there has been 108 Certificates of
Approva that has been issued. The bulk

of these certificates were issued to

companies in reaion to ‘tourism
development investment’ category with
69, which reflects the government’'s

persistent attempt to provide incentives to
develop and promote the country’s main
service industry.  The other 47 companies

issued with certificates were as follows:

17 were  ‘professiond services
investment; 13 were ‘industriad and

manufacturing sector’ investment; and 17
were ‘agriculture and marine resources
investment. The remaining one was on
latest category, the

‘professiona services investment'.

account of a

3.2 SIDEC

321 Young Enterprise Scheme
During 2001, a tota of 1,109 applications
for financia assistance were received by
the Smal Business Bureau (SBB), which

manages the Young Enterprise Scheme

(YES), under the patronage of the
Seychelles Industrial Development
Corporation  (SIDEC). The Loans

Committee reviewed 466 viable cases, of
which only 57 were approved for
assistance at a total vaue of R78,000.
However, disbursement during the year
amounted to a tota of R597,300, which
comprised partly of loans approved during
the year and outstanding loans approved
prior to 2001.

Since it was launched in 1996, a tota of
R51.1 million in loas for 1,513 smdl
enterprises have been approved, of which
a tota of R49.3 million has aready been
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disbursed. Interms of financial assistance,
the "fishing" sector remained the major
beneficiary with a share of 20 per cent of
the
scheme. This reflected the government's

the aggregate borrowing under
effort to enhance the artisanal and semi-
indugtrial ~ fishing  sector, thus
highlighted the role of fisheries in the

economy.

and

Other major beneficiaries of
the YES scheme includes the “retailing",
"socid services', "maintenance” and the
"agricultura" sectors with shares of 14 per
cent, 11 per cent, 10 per cent and 9.0 per
cent respectively.

322 European Union Credit Line
Proj ect

Under the European Union Credit Line
Project a tota of R629,100 in loans were

sanctioned, whilst disbursement stood at
R594,600. Since the project was
inaugurated in 1995, a tota of R4.1
million has aready been disbursed out of
the R7.0 million grants available under the
credit line at a concessionary rate of 30

per cent per annum.

Carpentry and handicraft businesses have
received the main assistance under the
project's finance with a combined share of
53 per cent of dl tota loans under the
project. The districts of Mont Fleuri has
benefited the most under the project with a
share of 7.9 per cent of total loans.
However, English River and Anse Boileau
remained major beneficiaries under the
project with a share of 7.2 per cent of total
loans each.




SECTION EIGHT

Operation and Administration
Of the Central Bank'

1. Overview

In its ongoing role as the monetary
authority, the Central Bank continued to
ensure that the financia system was
working efficiently throughout the year.
This was done through the compliance of
financia ingtitutions to the respective acts,

namely the Financid Indtitutions Act.
Furthermore, the Bank continued to assist
the government in monitoring the

economic performance and to implement
new measures for further progress.

In terms of policy measures during the
year, there were changes to two key
indicators under the ambit of the Bank.
The first one is related to interest rates.
The last change in interest rates was
effected in September 1998 when the
Bank reduced the minimum savings to 3.0
per cent and that of the maximum lending
rate to 10.0 per cent. Since then, these two
rates have remained stable.  As of
November 1, 2001, the Centrd Bank
abolished the maximum lending rate and

L All the data presented in this section is actual.
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the banks are now allowed to set their own
lending rate. The second main indicator
that was changed relates to the local assets
ratio. This ratio dictates how much the
commerciad banks have to investment in
government paper. Since November 1,
2001, this ratio has been reduced to 50 per
cent, down from 70 per cent, implemented
in September 1998.

2. Banking Services
21 Currency and Banking
Operations

The Banking Services Divison is
responsible for the issuing of currencies;
managing accounts held with the Bank on
behaf of the government, commercid

banks, other locd financid ingtitutions,

foreign  government  agencies  and
international  agencies. It is a0
accountable for the daly financia

transactions of the Bank and administers
the
government, whilst closely monitoring the
the

temporary advances made to

externad reserves. The sade of
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numismatic coins and dedings in notes
and coins with deders abroad remained
another responsbility of the Divison.

211 Government accounts

The government continued to rely to some
extent on the Central Bank to finance its
budget deficit. Tota advances at the end
of the year averaged to R494 million,
which is R436 million higher than the
average amount of the previous year

was a 19 per cent increase in the end of
period advances for the year amounting to
R472 million.
outset that
government
components, namely short-term advances;

It is worth noting at the
total advances the
is made of two man

to

and foreign loans borrowed by the Centra
Bank on-lend to the government. At the
end of the year, short-term advances
to R116 million and the
difference was the foreign loan component

amounted

(Table 8.1 & Chart 8.1). Likewise, there on lending.
Table 8.1
CBS Advances to gover nment; 1996-2001
1996 1997 1998 1999 2000 2001
(R million)
Advances' 5424  734.€ 8748 5472 58.2  493¢
Advances’ 503.€ 923.2 469.C 623 395 4724

! Yearly averages of monthly data compiled on an end-of-period basis.
% End-of-period data.

Chart 8.1. Advances to Government
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2.1.2 Currency issues

Total currency in circulation at the end of
the year increased by 6.0 per cent or R17
million amounting to R299 million relative
to R282 million in the previous year
(Table 8.2 &Chart 8.2). Out of the R299
million, R280 million worth was "currency
with the public", while the rest was cash at

circulation represented a dowdown
compared to the previous year. The total
notes increased by 5.9 per cent standing at
R281 million while, coins had the largest
increase of 7.9 per cent relative to the
preceding year reporting an amount of
R18 million.

notes declined whereas that of coins

Furthermore, the share of

banks. This year's growth in currency in increased by 0.1 per cent.
Table 8.2
Circulation of Notes and Coins;* 1996-2001
1996 1997 1998 1999 2000 2001
(R million)

Total 17420 202.97 219.24 264.27 28223 299.24
Notes 16050 189.07 20429 24794 26527 280.94
Coins 13.70 13.90 14.95 1633 1696 1830

(per cent)

Share
Notes 92.1 93.2 93.2 93.8 94.C 93.¢
Coins 7.8 6.8 6.8 6.2 6.C 6.1

* End-of-period data

Chart 8.2.Currency In Circulation
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2.1.3 Numismatic I ssues

The sale of numismatic coins both loca on
the market and abroad accumulated a total
revenue of R52,893, which was 39 per
cent lower than the level recorded in year
2000.

2.1.4 Accounts of commercial banks
The commercia banks have a mandatory
cash reserve ratio of 2.5 per cent of all
eligible deposits that they have to maintain
a the Centra Bank. This requirement
remained unchanged during 2001 and al

the six commerciad banks operating in
Seychelles were able to meet this

directive.

The activities of the banker's clearing
house remained under the ambit of the
Central Bank. The total number of items
cleared stood at 609,284 showing a decline
of 1.8 per cent relative to the previous
year. As a result, the total amount cleared
showed a decline of 10 per cent standing
a R1.7 billion at the end of the year 2001
(Table 8.3).

Table 8.3
Bankers Clearing House Activities; 1996-2001

1996 1997

Number of itemscleared 577,923 591,415

1998 1999 2000 2001

(Totd)

623,749 644,593 620,492 609,284

Amount (R'000) 1,161,2 1327170 1543457 1641388 1861626 1,676,372
(Daily average)

Number of items cleared 2,309 2,34 2,536 2,568 2533 2447

Amount (R'000) 4621 5373 6,274 6,539 7598 6,732

2.1.5 Other Accounts

The Central Bank continued to administer
two other groups of accounts on behalf of
the government in addition to the accounts
of government and those of banks. The
first set of account includes those of local
and internationa financid ingtitutions,
foreign government agencies and accounts
in respect of the pipeline scheme. The
second group of accounts consisted of
severa interest bearing “ specid funds’ of
the government (labelled specia deposits).
For the financial year ending December
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2001, the balance on these accounts was
R814,305 showing an increase of 4.8 per
cent relative to the preceding year.

2.1.6 Annual Balances

At the end 2001, the net operating profit
reached an aggregate of R11 million
representing a fall of 43 per cent relative
to 2000. Tota income declined by 30 per
cent mainly due to a R16 million declined
in "other income". Furthermore, there was
a fdl of 23 per cent in total expenditure
regardless of the increase in administrative
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EXPenses, currency expenses, depreciation
and maintenance of property and finance
and interest charges. In accordance with
Section 16 (1), Section 16(3) and Section
16(4) of the Centra Bank of Seychelles
Act, as amended, the net profit was
appropriated to the General Reserve
Accounts in amounts determined by the
Board. The Revaluation and Reserve
Account, showed a credit balance of R20
million reflecting a gain on the revauation
of Central Bank external reserve.

2.1.7 External Reserves

The official external gross reserve at the
end of the financid year 2001 stood at
R211 million, representing a decline of
R60 million relative to 2000. The SDR
holdings was SDR 18,336 equivdent to
R132,639 after accounting for the Genera
Reserve Account of IMF, whereas the
balance of the reserve tranche with the
Fund stood at nil at the end of December.
The SDR allocated to Seychelles by the
Internationa Monetary Fund declined by
11 per cent to reach an amount of R2.9

2.2 Administration and Public Dept
In accordance with the Local Loans Act,
1960, as amended in 1985 (stocks and
treasury bonds) and the Land Acquisition
Compensation Act, P97 (land acquisition
bonds), the man function of the
Adminigration and Public Debt Divison
remains the management of domestic
public debt instruments on behdf of the
government.

The mgjor development for the year was
the introduction of a 7.5 per cent, 3year
Treasury bond in September. With a limit
of R450 million, the bond was fully
subscribed by the end of the vyear.
Altogether four bonds reached maturity
during the year and this comprised of the
11 per cent 3-year bond issued in 1998,
6.75 per cent 2-year bond and 7.5 per cent
3-year bond both issued in 2000 and the
6.75 per cent 2year bond issued in 1999.
The last bond was fully redeemed during
the year. Chart 8.3 shows the total stock
of the three different types of government

paper.

million.
Chart 8.3. Stock of Public Debt I nstruments
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221 Treasury Bills

Since the introduction of the tap system in
September 1998, there has been no new
issues of treasury bills. Hence the 91-day
bills, 182-day hills and 365-day hills
remained with their actual limits of R700
million, R650 million and R650 million
respectively.

There were aso no change in the rates
with annua yields for 91-day, 182-day and

(Table 8.4). The totd vaue of hills sold
during the year amounted to R4.6 hillion,
showing a dight increase of 1.3 per cent
when compared to fiscal year 2000. This
was accounted for by the 1.1 per cent and
1.7 per cent increase in the sales of the 91-
day and 182-day bills respectively, whilst
the sde of the 365-day bills declined by
1.0 per cent. The dight change in the
amount of bills sold reflected the near

subscription  for  this  government

365-day hills remaining at 4.5 per cent, 5.0 instrument.
per cent and 55 percent respectively
Table 8.4

Treasury Bill Yields;” 1996-2001

I ssues 1996 1997 1998 1999 2000 2001
(per cent)

Tender
91-day 1151 - - - - -
182-day 11.67 - - - - -
365-day 11.71 - - - - -

Tap
91-day 10.50 10.50 8.00 450 450 450
182-day - - 5.00 5.00 5.00 5.00
365-day - - 5.50 5.00 5.50 5.50

" Yearly averages of monthly data, compiled on an end-of-period basis.

Tota redemptions outweighed sdles by 0.2
per cent to stand a R4.6 hillion. At this
leve it was R139 million or 3.1 per cent
higher than the R4.5 billion reported
during the previous year.

Despite redemptions outweighing saes,
the average stock outstanding at cost value
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continued to increase standing a R1.9
billion, representing a 2.3 per cent increase
(Table 8.5). Commercia banks remained
the main subscribers, holding a share of
R1.8 hillion.
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Table8.5
Treasury Bills;* 1996-2001
1996 1997 1998 1999 2000 2001
(R million)

Stock outstanding V¥ 766.0 757.7 876.4 1388.8 1889.8 1933.9
91-day hills (tap issue) 41.€ 6231 628.€ - - -
91-day hills” 187.1 - 117.1 599.¢ 679.3 689.F
182-day hills” 271.2 31.7 99.1 474.¢ 606.€ 630.E
365-day hills” 265.6 102.¢ 31.7 314.1 603.8 614.1
Stock outstanding ¥ 830.9 788.9 897.1 1424.7 1945.7 1991.1
91-day hills (tap issue) 43.C 639.¢ 644.C - - -
91-day hills* 198.2 - 118.2 606.€ 687.C 697.2
182-day hills” 291.7 33.3 101.€ 486.7 621.7 646.C
365-day hills” 297.C 115.€ 334 3314 637.C 647.¢
Held by

Centra Bank 158.4 53.5 9.4 59.E 18.€ 6.3

Commercia banks 502.€ 581.C 124.7 1180.2 1709.t 1813.€

Savings Bank® 43.2 - - - - -

Other financid indtitutions 9.t 7.9 2.9 8.5 18.C 104

Others 117.C 127.3 147.2 1764 199.7 160.7

Citibank NA - 19.3 12.8 - - -

1 At cost value.
2 At face value.

® Annual and quarterly data are averages of monthly data, compiled on an end-of-period

basis.

* With effect from September 15, 1998, new issues of 91-day, 182-day and 365-daybillswere

placed on tap.

> Savings Bank hol dings have been incor porated in that of commer cial banks asit becamea

commercial bank in 1997.

2.2.2 Treasury Bonds

As noted above, a new issue of a 7.5 per
cent, 3-year bond was introduced in
September with a limit of R450 million.
This accounted for the high increase of
R174 million in sdes of Treasury bonds,
amounting to a total R612 million for the
whole year compared to R438 million in
the previous year (Table 8.6). The bulk of
the sale was recorded in third quarter with
atota of R411 million sold.

Tota redemptions rose by more than R300
million, danding a R555 million. Yet
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again, the highest redemption was in the
third quarter of the year with R284
million. This was mainly due to the fact
that the 6.75 per cent 2-year bond issued in
1999 was fully matured in September.

Hence, stock outstanding for the year
averaged to R1.2 hillion, compared to the
average R1.1 million in 2000. This
represented an increase of 6.8 per cent. As
in previous years, commercia banks il
held the largest share of the tota, with
R931 million.
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Table 8.6
Treasury Bonds;' 1996-2001
Authorised 1996 1997 1998 1999 2000 2001
Date I ssued Limit
(R million)

Stock outstanding 3475 438.9 707.3 1255.8 1141.2 1218.7
03/08/01 7.5%, Z-yr - - - - - 146.3
25/09/00 6.75%, 2-yr - - - - 382 271.0
07/02/00 7.5%, Z-yr - - - - 2101 300.C
15/09/99 6.75%, 2-yr 250.C - - - 833 250.C 166.7
01/09/98 6.0%, 1-yr 500.C - - 1397 3604 - -
01/09/98 6.75%, 2-yr 200.C - - 443 1996 157.3 0.4
01/09/98 7.5%, Z-yr 150.C - - 175 1491 150C 132k
01/09/98 8.0%, E-yr 50.C - - 2.3 34.6 50.C 50.C
01/02/97 11.0%, S-yr 200.C - 19.6 1595 200C 180.2 404
01/02/97 11.5%, E-yr 150.C - 13.€ 853 1055 1055 105kt
01/10/95 12.0%, S-yr 250.C 128€ 250.C 2422 1233 - -
01/09/93 12.5%, 2-yr 250.C 64.7 134 - - - -
15/11/92 12.0%, E-yr 150.C 150.C 1412 16.5 - - -
01/08/90 16.5%, 2-yr 10.C - - - - - -
01/08/90 16.5%, E-yr 10.C 4.2 0.¢ - - - -
Held by

Central Bank 235 20.0 1.8 0.1 0.1 0.0
Commercia banks 1954 3179 565.6 1040.1 903.7 930.8
Savings Bank® 38.6 - - - - -
Other financial ingtitutions 8.1 2.5 1.5 0.0 0.0 -
Others 819 985 1385 2157 2374 2879

! Annual data are averages of monthly data, compiled on an end-of-period basis.
?Savings Bank holdings have been incor porated in that of commercial banks asit became a
commercial bank in 1997.

2.2.3 Seychelles Stocks transactions in the redemptions of stocks

For the current year, the only government for the year, resulting in a 20 per cent

stock available on the market was the 8.0
per cent stock redeemable in 2009, which
recorded a total sde of R39 million. At
this point it was R35 million higher than

the level recorded in 2000. There were no

-14 -

increase in the stock outstanding averaging
to R124 million (Table 8.7). This was
being held entirdly by commercial banks,

which indicates an increase of R24 million

relative to the preceding year.
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Stock outstanding
8.00%, 2009
8.50%, 2005/07
8.00%, 2004
9.50%, 1993/97

Hdd by
Central Bank
Commercial banks
Savings Bank®

Authorised
Limit

50.0
300
60.0
147

Other financia institutions

Table8.7
Government Stocks;*'? 1996-2001

1996

73.6

58.8
147

3.6
62.1
54

25

1997 1998 1999 2000 2001

(R million)

78.7 86.5 91.9 99.9 124.2

- - 21 9.9 342
187 26.5 298 300 300
60.0 60.0 60.0 60.0 60.0

0.0 0.0 00 00 0.0
78.7 86.5 919 9.9 124.2

0.0 0.0 0.0 0.0 0.0

! Yearly averages of monthly data, compiled on an end-of-period basis.

2 At cost value.

3savings Bank holdings have been incor porated in that of commercial banks asit became a
commercial bankin 1997.

2.3 Banking Supervision

The Bank Supervision Divison was again

upholding its duties of

conducting

ingpections to al the commercial banks
operational in the country. Altogether, the

divison caried out nine

ingpections

during 2001. The Divison completed the
on-site ingpection of one bank and aso

carried eight spot inspections in al other
banks including the Bureau De Change.

Capital Funds
Assianed capital
Reserve fund

231 Minimum Required Capital and

Investment of Capital Funds
For the year under review, no dteration
was made in the minimum reserve
requirement of the commercia banks and
al of them were able to meet this
requirement. At the end of the year, the
capital funds ratio averaged R211 miillion,
2.6 per cent higher than the R205 million
reported last year (Table 8.8). This
comprised the assigned capital and reserve
fund, which accumulated R111 million
and R100 million respectively.

Table8.8
Capital Fund Ratios of Commer cial Banks;* 1996-2001
1996 1997 1998 1999 2000 2001
(R million)

Minimum required capital funds

(5% of A) #¥

Memorandum item

Eligible depositliabilities (A)

12771 14777 17054 18848 205.16 210.60
79.04 90.75 100.97 104.45 110.75 110.80
48.73 57.03 69.57 84.03 .41 99.80

57.56 83.67 112.08 124.10 - -

115118 16733 224164 2482.05 - -

1

2 Figure for 1999 relate to the first four months only.
3 As of May 1999, the Minimum required capital was replaced by a new requirement known as the Risk
Weighted Capital Adequacy Ratio (RWCAR) set at a minimum of 8.0 per cent.
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Annual averages of monthly aggregates compiled on a monthly basis.
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232 Minimum Reserve
Requirementsand L ocal Assets
Ratio

During the year 2001, the minimum

reserve requirement eligible deposits to be

the Central Bank remained fixed at 2.5 per
cent (Table 8.9). However, the outcome at
the end of the financid year 2001 was 4.8
per cent, an increase of 1.0 per cent

relative to the 3.8 percent of the previous

maintained by dl banks as deposits with year.
Table 8.9
Minimum Reserves and L ocal Assets Ratio;" 1996-2001
1996 1997 1998 1999 2000 2001
(per cent)
Minimum reserve requirement
Statutory limit 2000  20.00 14.62 2.50 250 250
Outcome 2101 2149 21.62 3.56 3.79 4.76
Minimum local assets
Statutory limit 50.00 50.00 55.83 70.00 70.00 66.54
Outcome 6041  60.53 71.85 97.11 95.83 95.03

! Yearly averages of weekly data.

Note: Minimum local assets ratio was reduced to 50 per cent in November 2001.

As regards the local assets ratio, again al
the commercia banks were able to meet
the directive and it was even higher than
the prescribed limit. For al the banks
together, the actual outcome stood at 95
per cent. From January to October the
local asset ratio was maintained at 70 per
cent. Asof November 1, 2001, the Central
Bank reduced it to 50 per cent to alow the
banks to subscribe to the housing loan

scheme.

2.3.3 Advances against government
securities
Advances against securities is a facility

extended to commercia banks in times of
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liquidity shortage. Total advances for the
year declined by 48 per cent or R231
million ganding a R255 million (Table
8.10). With a maturity of 14 days, most of
the advances were repaid during the year.
Hence, tota repayments stood a R277
million, R22 million higher than totd
advances. The stock of credit for the year
averaged to R4 million showing a decline
of 34 per cent compared to the R6.1
million of the previous year. The reduced
level of advances taken by banks during
the year reflected to some extent their
increased liquidity position.
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Table 8.10
Temporary Advances against Gover nment Securities; 1996-2001

1996 1997 1998 1999 2000 2001

(R million)
Advances 315.€ 189.E 151.3 318.C 485.4 254.7
Repayments 317.3 189.E 141.2 328.C 463.4 276.7
Stock of credit* 84 4.9 35 6.6 6.1 4.0

! Yearly data are averages of monthly data, compiled on an end-of-period basis.

234 Government of Seychelles
Concessionary Re-finance
Scheme

The scheme provides finance to export-

oriented and import-substitution industries

and is administered by the Bank on behalf
of the Ministry of Finance. During the
year, the Ministry of Finance approved
only one line of credit worth R2.0 million.
There was a drop of 49 per cent in tota

advances disbursed under the scheme with

an overdl amount of R3.5 million (Table
8.11). In addition to that, total repayments
fell by 77 per cent standing a R5.1
million. It is worth noting that the decline
in advances under the scheme reflects the
introduction of other schemes, which are
targeting this group of economic activity
and a the same time with the maturity
profile of these loans standing at 5 years,
most companies under the scheme are near

the end of their loan repayment.

Table8.11
Government of Seychelles Re-finance Scheme; 1996-2001

1996 1997 1998 1999 2000 2001

(R million)
Stock of credit* 25.7 26.1 38.4 21.3 4.9 2.2
Of which:

Export-oriented:

Private sector 7.7 10.E 234 6.3 3.7 2.2

Public sector 18.1 15.7 15.C 15.C 1.3 0.C

Advances 56.4 55.5 89.5 43.1 6.¢ 35

Repayments 52.C 57.7 68.C 71.€ 22.€ 5.1

! Yearly data are averages of monthly data, compiled on an end-of-period basis.

- 107 -
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2.3.5 Advancesto non-Seychellois
The Central Bank was again reporting the

total advances disbursed to non-

sgychellois  investors and  private

individua by commercia banks. During

the course of the year, total advances

amounted to R47 million, representing an
increase of R26 million compared to the
preceding year (Table 8.12). Thetourism:
related sector was the main beneficiary of
the scheme with R36 million covering 76

per cent of the total advances distributed.

Table 8.12
Commercial Bank Advances to Non-Seychellois;' 1999-2001
199 9 2 00 O 2 001
Limit Outstanding Limit Outstanding Limit Outstanding
R million % Rmillion % R million %
Advances 30.5 20.6 46.7

Tourism 159  (523) 128 (61.9) 355  (758)
Wholesale/retail 0.0 (0.0) . 0.2) 02 (0.4)
Building and construction 01 (0.2 0.2 0.9 09 1.9
Manufacturing 0.0 (0.0 0.0 (0.0 12 (2.6)
Agriculture 0.0 (0.0 0.0 (0.0 0.0 0.0
Fishing 0.2 0.7) 0.2 1y 05 12
Real estate 0.7 (23 00 (0.0 00 (0.0
Individuals & households 15 (4.8 12 (5.7 20 (4.9
Other businesses 121 (39.7) 6.2 (30.2) 6.4 (13.8)

! End-of-period data

235 Advancesto parastatals

Credit extended to parastatals
organisations, jointly controlled by the
Central Bank and the Ministry of Finance
was set up d a celing of R40 million at
the end of the year 2001 (Table 8.13).
However, the outstanding balance stood at

R11 million compared to R21 million in
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the year 2000. The largest share of the
commercia banks credit to such economic
entities was accredited to the tourism
industry with an aggregate of 62 per cent,
foloved by the "buildng and
construction” sector with 32 per cent of

the total.
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Table 8.13
Commercial Bank Advancesto Parastatals;’ 1999-2001
1999 2000 2001
Limit Outstanding Limit  Outstanding Limit Outstanding
R million % R million % R million %
Advances 68.6 27.6 449 20.8 404 105
Tourism 55 31 (112 110 69 (333 75 66  (621)
Whol esale/retail 0.0 00 (0.0 0.0 00 (00 00 00 (0.0
Building and construction 345 202 (732 300 118 (56.7) 300 34 (324
Manufacturing 25 15 (54) 25 10 (47 25 04 (4.1)
Agriculture 04 04 (14) 04 04 (21 04 01 (1.4)
Fishing 10 08 (29 10 07 (32 00 00 (0.0)
Transport 137 16 (5.8) 0.0 00 (00 00 00 (0.0)
Communications 110 00 (0.0 0.0 00 (00 00 00 (0.0)

! End-of-period data

2.3.6 Advancestowholesaleand retail
trade

The Central Bank continued to monitor
commercial banks credits to wholesale and
retail traders. Following that of the
previous year all activities were on the
account of the private sector with total
advances standing a R22 million.

237 Pipeline

payment scheme

foreign  exchange
Throughout the year 2001, the monetary
authority  focused
improving the foreign exchange inflows.

its priorities on
The main target was to increase the
foreign exchange receipts through the
official channel and to reduce the activities
of the parald market. As afirst step, the
government together with the Centrd
Bank introduced a set of foreign exchange
measures on June 1, 2001 to achieve this
am. As aresult of the new implemented

laws, totd inflows into the commercid
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banks increased by 11 per cent to amount
to R835 million compared to R755 million
reported in the previous year. The highest
revenue increase was recorded during the
second half of the year representing a 37
per cent increase relative to the same
period in 2000. The bulk of the tota
foreign echange inflow was recorded in
September with an amount of R99 million.
this  objective

successfully, the government expects to

Having achieved
intensify its efforts to increase the foreign
exchange inflows in the coming year for
the benefits of the country.

238 BankingLicences

The commerciad banks operating in
Seychelles renewed their
accordance with the Financid Indtitutions
Act 1984, as amended and the Licences
Act 1986, and with
Ingtitutions (Domestic Banking Business)

Regulations, 1996.

licences in

the Financid

Only one new
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licensed
Investment Banking Business.

institution was to conduct

3.
For the period of the year 2001, the main

Research and Statistics

duties of the Research and Statistics
Divison was to advise Government and
the Board of

economic issues. It was aso responsible

Directors on genera

for the dissemination of information to the
public through the Bank's quarterly

reviews and annual reports.

During the year, the Division also created
new initiatives. With the internet medium
becoming a platform for the exchange and
dissemination of information, the Bank
through the Divison decided to create its
own web-site. Through training from the
South African Development Community
(SADC) IT Forum, staff from the Division
were able to design the website for the
Centra Bank of Seychelles which
officidly came online in mid-September,
2001 with the
www.chs.sc. From then on the public was

following address:

able to acquire information such as the
publications of the Bank, which include
reviews and annud

recent quarterly

reports, daily exchange rates, important

economic statistics and other
adminigtrative matters.  The Divison is
dso the liason office with most
international organisation for which the
Bank has to provide datigtica
information.
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4.
4.1 Higher Education and Training
411 Genera

Miss Juliette Bertin, Data Processing
Supervisor, atended the SADC Central
Banks IT Forum Training Programme on

Administrative M atters

web-dgte design, which was held in
Pretoria, South Africa during the period of
January 29 to February 2. She aso
attended the Networking Course, which
was held at the same venue from March 19

to 23.

Mr. Darell Edmond, Senior Bank Clerk
attended the SADC Centrad Banks IT
Forum Training Progranme on Service
Level Management, which was held in
South Africa, during the period September
10to 14.

In September, Miss Juliette Bertin, Data
Processing Supervisor was granted study
leave for three academic years to undergo
a course at Coventry University, in United
Kingdom leading to a Bachelor’s Degree
in Business Computing.

Mr. Philip Moustache, Bank Supervison
Officer was nominated to attend the Sub-
Workshop
combating money laundering which was
held in Switzerland during the period
November 19 to 23.

Regiona Training on

Mr. Philip Pierre and Miss Dorotha Michel
resumed duties both as Research Officers
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on June 13 and December 17 respectively
after successfully completing their degree
in Economics. Miss Dorotha Michd was
on a 6-months study leave at La Trobe
University, Mebourne, Audtrdia while
Mr. Philip Pierre, was at the University of
Waes, Aberystwyth, UK on a 3-year
study leave.

4.2 Courses, Wor kshops and
Seminars

Ms Maryline Joseph, Bank Supervison
Officer attended the Eastern Southern
(ESAF)
Supervisors  Group-Regional  Workshop,
which was held in Cgpe Town, South
Africafrom January 8 to 12.

Africen  Forum Banking

Ms Jennifer Morel, Director Genera
Supervision attended a seminar on on-site
and off-ste supervison, which was held in
Basdl Switzerland from June 26 to 28.

Mr. Patrick Stravens, the Monetary and
Banking Advisor atended a workshop in
Pretoria, South Africa from July 2 to 3.
The subjects covered were the strategic
framework for payment, clearing and
settlement  systems, exchange controls,

legal and operational framework of SADC

Centra Banks and Information
Technology.
Mr.  Philip Moustache the Bank

Supervison Officer attended the Risk
Based Bank Supervison
Nairobi, Kenya from July 9 to 13. The

course in
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objectives of the course were to expose
participarts to the practical and hands-on
bank supervison practices and aso to
discuss contemporary bank supervision
policies, practices and procedures that will

contribute to efficient examination
process.
Mr. JeanClaude D’Offay, Director

Generd Adminigtration and Public Debt
atended the T&D Forum and SADC
Conference on Human Resources, which
was held in Windhoek, Namibia during the
period August 6 to 9. The objective of the
conference was to share experiences on
loca and international best practices of
human resources policies and procedures
in order to improve the management of
human resources in SADC Central Banks.

Ms Jennifer Morel, Director General Bank
Supervison attended a workshop on
Banking and Finance which was held in
Malta from 1 to 12 October. The am of
the workshop was

to disseminate

knowledge and provide training on
banking and finance, covering a variety of
themes with a focus on smal states.
Another objective of the course was to
enable the participants to benefit from the
sharing of ideas and experiences during

discussions.

Mr. Jacques Berlouis, Treasurer, attended
a one-week work attachment at the Bank
of Mauritius from October 10. The aim of

the attachment was to work into the
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sysem of collecting, sorting and
digribution of soiled and mutilated notes
and discuss measures againgt forging and

counterfeit currency.

Mr. Pierre Laporte, Director General of
Research and Statistics was nominated to
attend a workshop on Financid Markets
and Derivatives which was held during the
period October 15 to 19 in Pretoria, South
Africa. The purpose of the workshop was
to familiarise participants with  practica
aspects of financia market activities such
as stock exchange trading, the basics of
derivatives and dso financial market
activitiesin aMonetary Union.

Mr. Philip Pierre, Research  Officer
attended the 4" Workshop on Statistics for
SADC Centrd Banks held during the
period October 17 to 26 in South Africa
Baance of Payments, monetary statistics
and government datistics were topics
being discussed during the workshop,
which were dl based on IMF manuals.

Ms Jennifer Morel Director
Banking Supervision attended the focused
seminar: Offshore Banking Centres held in
Basd, Switzerland during the period
November 28 to 29.

Generd

Mr. Patrick Stravens, Director General of
Banking Services, Monetary and Banking
Advisor attended the Euro presentation,
which was held in Nairobi, Kenya on
November 29.
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4.3 Official meetings and visits

Mr. JeanClaude D’Offay, Director
General Administration and Public Debt
attended the COI Banking and Finance
meeting in Mauritius from November 8 to
0.

44
Mr.

Resignation and Appointment
Patrick Stravens, Director Generd
Banking Services, resigned from his post
in February and was subsequently
appointed as Monetary and Banking
Advisor to the Bank with effect from

February 9.

Mr. Bernard Ve, Director Genera of

Adminigtration and Public Debt, resigned
from the services of the Bank and Mr

Jean-Claude D’Offay became his

successor on January 16.

Mr. Norman Weber, Governor, resigned
from the services of the Bank. With his
departure, the President announced the
appointment of Mr. Francis Chang-Leng,
General Manager as his successor. With
Mr. Chang-Leng assuming the office of
the Governor, Dr. Peter Larose, Advisor in
the Ministry of Finance, was appointed
Genera Manager of the Bank.

Miss Caroline Abel, Research Officer, was
promoted to the post of Senior Research
Officer in the Research & Statistics
Divison, effective June 1.
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5. Board of Directors the Board. Mr. Errol Dias and Mr. Francis
With the departure of Mr. Norman Weber Chang-Sam remained as Directors.  Mr.
as Governor of the Bank early in the year, Jean-Claude D’ Offay was appointed as the
the Board of Directors changed. With Mr. new secretary to the Board, replacing Mr.
Francis Chang-Leng appointed as Patrick Stravens. During the year, the
Governor, he became the new Chairman of Board held three meetings.
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