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A fund mission held the 1983 Article IV consultation discussions
with representatives of the Bahamas in the period February l-16, 1983;
the Bahamas accepted the obligations of Article VILI, Sections 2, 3, and
4 in December 1973, The Bahamian representatives were led by Mr. Arthur
D. Hanna, Deputy Prime Minister and Minister of Finance, and Mr. William
€. Allen, Governor of the Central Bank of the Bahamas. They also in-
cluded senior officials from the Ministries of Finance, Labor and Home
Affairs, Tourism, Agriculture and Fisheries, Works and (tilities, and
Education and Culture; the Central Bank of the Bahamas; the Department
of Statistics; and the National Insurance Board. The staff met with
officials of the public corporations and with representatives of the
labor unions and of the financial and business community. Mr. Robert
Joyce, Executive Director for the Bahamas, participated in the final

round of pelicy discussions. The Fund m1551a" consisted of Ernesto

Hernandez-Cata (Head), Yusuke Horiguchi, Lloyd R. Kenward and
Fredesvinda G. Pham (all WHD), and Valerie Rowles (Secretary-WHD).

I. Kecent Economic Developments

Following a decline in 1981, overall economic activity appears to
have risen moderately in 1982. Activity in the tourist sector had drop-
ped sharply in 1981 owing to the weakness of demand in the United States
and other industrial countries and to the adverse effects on competi-
tiveness of the appreciation of the U.S. and Bahamian dollars since mid-
1980, Tourist activity is estimated to have shown a modest Increase
in 1982 (in spite of continued unfavorable conditions abroad), apparent—
ly in reflection of the aggressive marketing strategy pursued by the
Bahamas. The rate of growth of construction has been coming down from
the very high rates recorded in 1979-80, but commercial construction was
well sustained in 1981-82 by work on two large projects by the publicly
owned Hotel Corporation. Activity in the relatively small, export-
oriented, manufacturing sector picked up in 1982 from the depressed
level of the previous year, but there are indications that agricultural
output declined rather sharply.
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The rate of price increase has moderated considerably since the
spring of 1981, broadly in line with the slowing of inflation in the
United States. The l2-month rate of increase in consumer prices, which
reached more than 13 per cent in May 1981, was down to 4-1/2 per cent
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settlements although the rate of increase in wages in most sectors re-
mains well above the current rate of price inflation. The wage contract
signed in the hotel industry in May 1982 called for an average annual
increase in total compensation of just under 8 per cent for the period
1982-84, down from about 12 per cent during the preceding three-year
period. It may be noted that the rate of increase of hourly earnings

in the !.S. hotel sector came down from a yearly average of about 10 per
cent from 1978 to 1981 te less than 4 per cent in 1982, The salaries

of government employees increased by 7 per cent and 9 per cent in 1980
and 1981, respectively; no general salary increase was granted in 1982
although there was a substantial increase in earnings stemming from
annual salary increments and bonuses. A general salary adjustment aver-
aging a little less than 7 per cent has been proposed for 1983.

With regard to the balance of payments, there was a substantial
improvement in the current account in 1982, but at the same time there
was a large decline in long-term capital inflows; net official interna-
ticnal reserves registered a small increase. The current account shif-
ted from surpluses of B$25-35 million a year in 1976-77 to deficits of
B330-40 million in 1979-80. The deficit widened to B$80 million in
1981, owing largely to a decline in the value of merchandise exports
and to a sharp drop in the growth of tourist receipts. 1In 1982 the
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(about §-1/2 per cent of the staff's estimate of GDP). The drop in

the deficit resulted largely from a substantial I{mprovement in the

trade balance; there was a strong rebound of exports from the depressed
levels of 1981 1/ and a small decline in the value of imports reflecting
a tall in the volume and price of imported oil.

Net inflows of private capital fell from more than BS1J0 million
in 1931 to about B$35 million in 1982. There was a sharp decline in
long-term borrowing abroad by private companies from the unusually high
levels registered in 1981 in connection with the financing of several
large projects. There was alsoc a significant reduction in the value of
property purchases by nonresidents; this reduction may have been related
to administrative delays in authorizing purchases under the Government's
iznd policy. The outfiow on net errors and omissions declined from
3572 million in 1981 to BS49 million in 1982, perhaps reflecting the
narrowling of interest rate differentials between 1.%. and Bahamian dol-
Lar assets. Net extarnal borrowing by the public sector {mainly to

1/ To some extent, the decline in exports in 1981, as well as the
pickup in 1982, reflected temporary factors. Also, as explained 1in
Chapter IV of the recent economic developments paper, the estimating
method currentlv in use mav have exaggerated movements in werchandise
exports in the past two years,




finance investments bv the Hotel Corporation) amounted to B547 million
in 1982--a small reduction from 1981, but still very large by historical
standards,

Following an increase of BS$8 million duriang 1981, official inter-
national reserves rose by B513 million during 1982 to a year-end level
of B5113 million. International reserves rose during the first half
of 1982, and by June they were nearly B350 million higher than in June
of 1981. Since mid-1932, however, the reserve position has tended to
weaken and at the end of March 1983 reserves were a little below the
level registered a year earlier.

The foreign currency debt of the public sector (which includes
Adirect external borrowing as well as foreign loans channelled through
commercial banks in the Bahamas) rose by less than BS510 million from
1975 to 19817. However, in the last two years it went up by alnost
B5130 million, and by the end of 1982 it stood at B$229 nilliion (ap-
proximately 16 per cent of GDP), A large part of the increase in the
foreipn currency debt in 1981-82 reflected drawings by the Government
on the B5150 million Eurodellar loan negotiated in 1980-81 to finance
the investment program of the Hotel Corporation. The undisbursed por-
tion of the loan (some B$20 million) will he drawn this year, and re-
payment of principal is scheduled to begin in 1985.

II. Econonic Policies and Prospects

1. Short—term economic prospects

The outlook for 1983 is for a moderate pickup in the growth of
tourism and economic activity together with continued abatement of cost
and price pressures. The growth of tourist expenditure in real terms
is likely to increase in 1983 as a result of the projected recovery of
the U.S5. economy and the intensification of pronotion efforts by the
Ministry of Tourism. Activity In other sectors of the economy would
benefit from the improved performance of tourism and from the reduced
cost of external bnrrowing. Moreover, cnmmercial construction will be
sustained by work on the final phase of the Hotel Corporation's hotel-
casino corplex and a fairly large increase in fixed investment by the
other public corporations seems to be in prospect. Government spending
on goods and services prohably will rise a little in real terms.

The current account of the balance of payments is likely to show
a nodest deficit in 1983, probably of the same order of magnitude as the
one registered last vear. Travel receipts are expected to rise substan-
tially and the value of oil imports would fall owing to a decline in
prices. However, merchandise exports are likelv to be relatively sling-—
zish (following the unusually rapid increase registered in 1982), and
non—oil imports are expected to pick up with the rise in economic activ-
ity and tourism.



2. The public finances

Followlng an improveument from 1973 to 1980, the fiscal position
weakened substantially in the period 1981-82; the overall balance of the
public sector shifted from a surplus of BS1N million in 1980 tn deficits
of B338 million in 1981 and BS$AS million in 1982 (some 4-1/2 per cent
of GDP in 1982). Public sector savings, which had been rising steadily
for several years, fell markedlv from 1980 to 1982; this decline was
associated with a sharp drop 1in the growth of governrment revenue that
reflected the relatively poor nerformance of tourism and econonic activ-
ity in general. Investment by the public sector has heen growinyg very
rapidly for a number of years, although there was a considerable slow-
down in 1982,

The overall financial position of the Government moved from a sur-
plus of BSS5 million in 1980 to a small deficit in 1981 and to a deficit
of about BS522 million in 1982.1/ The current surplus of the Government
{which had been rising rapidlv for a number of vears) declined somewhat
in 1981 and fell by a sizable amount in 1982, As had heen the case in
the previous year, the growth of tax revenue in 1982 was affected ad-
versely by the weakness of economic activity. Moreover, the growth in
nontax revenue (which had been boosted in 1980-81 by Increases in fees
collected from offshore industrial companies) dropped sharply in 1982,
Current expenditures increased nuch faster than revenues last year.
However, the rate of increase 1in current spending declined from 1931
to 1982; the rise in wages and salaries slowed down, and there was a
reduction in the level of expenditure on other goods and services as
a result of government efforts to control such outlays. The rate of
increase in spending on capital formation came down in 1982, following
rapid increases in previous vears.

The overall deficit of the nonfinancial public corporations wWidened
substantially from 1980 to 1982, mostly because nof 'a large increase in
capital expenditure. After rising sharply in 1981, investment by the
Electricity Corporation declined in 1982, but this decline was nore than
offset by a large rise in capital outlays by the lHotel Corporation., The
current surplus of the corporations fell in both 1931 and 1982; in re-
cent years, the revenues of certain corporations have been affected
adversely by stagnant or declining sales and hy delavs in the implemen-—
tation of price adjustments. However, late last vear the Governnment
authorized the Bahamas Electricitv Corporation and the Water and Sewer-
age Corporation to increase their rates; this should lead to a sipnifi-
cant improvement jin the operating results of these enterprises and thus
to a reduction in their reliance on government transfers and subsidies.

1/ These estimates exclude HSCQrnmw{E‘i;;EE7;;?155;;&;;§"E3 the
puElic corporations, particalarly the large foreign borrowing that was
channelled through the government accounts to the lotel Zorporation in
1931-82. 1Including lsans and advances, the povsirnment debicit noved
from B52 million in 19%0 to £355h nillion ia 1931 and to B364 million
in 1982,




According to the budget for 1983, the current surplus of the
Government would rise to BS24 million this year from B$20 million in
1982, Revenue would increase by nearlv 7-1/2 per cent in 1983 compared
with a rise of 4 per cent in 1982; the acceleration would result largely
from measures announced bv the Government in December 1982, These mea-
sures included increases in custons duties on gasoline, diesel fuel,
and certain consumer goods; an increase in the fees payable by bank ang
trust companies in the Bahamas; a rise in the departure tax for tour-
ists; and a rise in motor vehicle licenses and fees. The vield of these
measures is projected at about BS$8 million in 1983, or some 2-1/2 per
cent of total government revenue.

The budget envisages a reduction in the growth of current expendi-
ture (ro 6-1/2 per cent in 1983, compared with 11-1/2 per cent in 1982
and 16-1/2 per cent in 198]1), Although a general salary increase of
BslU million has been proposed for 19873, the rate of increase in total
wages and salaries would decline (from 8-1/2 per cent in 1982 to
7-1/2 per cent this vear) as a result of efforts to restrict emplovment
growth, overtime pay, and annual salary increments. Spending on other
goods and services would pick up in 1933, but interest payments would
rise at a more moderate pace (owinyg partly to declines in foreign in-
terest rates) and transfers and subsidies would decline, n the basis
of the hudget, capital expenditure would rise from BS4l nillion in 1982
to BS57 million in 1983. The overall government deficit (excluding
loans and advances to the public corporations) would be B533 nillion
in 1983, an increase of RKS1ll million from 1982,

The staff's estimate of the fiscal outcome for 1933 suggested that
the overall government deficit will be smaller than has been budgeted.
n the basis of the outlook for U.S. interest rates, interest paynents
on the Government's foreipn currency debt would reach B317 million in
1983, or about 335 million less than the amount budgeted. With respect
to capital formation, there has been.a tendency in the past for govern-
ment investment to fall short of budgeted levels. 'm the hasis of the
exXpenditure plans of the various ministries, it appeared that actual
expenditure on capital aceount might he of the order of HS$42 nillion
{or some BS15 million less than the amount contemplated in the budget).
After adjustinyt the hudeet numbers for the factors just referred to,
the staff estimated that the overall deficit of the Government in 1983
would he of the order of BS12 milltion., In addition, BS$23 million would
be required to amortize the government debt, and it is estimated that
in 1983 the Hotel Corporation would need as much as BSS58 million in
governrent loans in econnection with the final stage of its investment
program. Thus, the pgross financing requirament of the Government would
amount to B593 million in 1983, By wav of comparison, the pgross finan-
cing requirement in 1982 had heen BS3A7 nmillion; however, it had been
largely covered by drawings from foraign currency loans that had pre-
vinusly been arrvanged.



The staff inquired into the means for coverineg the Government's
financing requirement in 1983, The Bahamlan authorities said that they
were contemplating a BS35 million issue of long-term government securi-
ties to be subscribed by the National Tnsurance Board and by private
financial institutions. Bahamian officials also indicated that some
B$25 million would be available in the form of drawings from existing
foreign currency credits but they added that they were not inclined to
resort to new external borrowing this year. The mission noted that, in
view of the tight liquidity position of the commercial banks and of the
need to protect the international reserve position of the Central Bank,
it would be difficult to satisfy the remaining financing requirement of
B833 million from the domestic hanking system.

The Bahamian authorities recognized that action was needed to re-
duce the Government's financing requirement to manageable levels. They
said that, as a result of ongoing efforts to improve tax collection
{particularly in the area of real estate taxes), government revenue
might increase considerably faster than was envisaged in the budget,
and that the growth of current expenditure would continue to be re-
strained. Thev added that, if these measures proved to be insufficilent,
the Government would hold capital expenditures not only below budgeted
levels, but even below the level projected by the staff, If necessary,
the Government was prepared to restrict investment to a few high prior-
ity projects that would not exceed BS35 million.

Concerning the financial outlook in the longer term, the staff dis-
cussed with the Bahamian authorities a set of projections for the fiver
year period extending through 1987, bv which tirme the Government would
have begun repayments on the B35150 million loan related to the Hotel
Corporation's investment program. On the assumption that there would
be no further external borrowing by the Government, the domestic finan-
cing requirements of the public sector in 1986-87 would be very large
by historical standards. Moreover, the external environment might turn
out to be less favorable than had been assuned by the staff, in which
case the prospective financing problem could become quite serious. On
the basis of these projections, the staff suggested that a tightening
of the fiscal position would be necessary over the medium term. The
Bahamian representatives answerad that, for the time bheing, the Govern-
ment had gone as far as it could in the divection of Increasing taxes.
The objective of restructuring the revenue base of the Bahamas would be
pursued, bhut this would be a lengthv process. <ver the medium term, .,
they added, tiscal tighteninyg would have to enphasize expenditure res-
traint and increased revenue from existing taxes.

3. Monetary developments and policies

In the period from 1980 to mid-L1982 the Raha=ian banxing svstem was
influenced by the emergence of a large differential between U.S. and
Bahamian dollar interest rates. The rate of pgrowth of the conmercial
hanks' deposit liabilities declined narliedlv and local residents substi-
tuted borrowing in domestic currency for loans denoninated 1in $.5. dol-
lars (which ar: channelled from abroad throush commercialt banks in the



Rahamas). These davelopments were reflected in a tightening of the
Bahamian dollar liquiditv position of the commercial hanks, and these
banks borrowed heavily from the Central Bank in order to meet their re-
serve requirements. In January 1982 the monetary authorities increased
the discount rate from 9 to 10 per cent and introduced a surcharge cf
1-2 percentage peoints for frequent or large borrowers. The growth of
commercial banks' deposit liabilities picked up during 1982, but the
liquidity position of the banking svstem remained tight, owing in part
to a large increase in the demand for Bahamian dollar credit by the
nonfinancial public corporations. Commercial bank borrowing from the
Central Bank subsided after the measures of January 1982 but rose again
toward the end of the year.

In the discussion of monetary and credit policy for 1983, it was
noted that official internmational reserves were equivalent to a little
more than two months' imports. Central Bank officials acknowledged
that the reserve position was barely adequate given the Government's
objective of maintaining a fixed exchange rate between the Bahamian and
H.8. dollars, and that it would be prudent to increase the level of re-
serves, The staff noted that, in view of this objective, there would
be little or no room to expand Central Bank credit to the public sector

and that reserve provision to the commercial banks would have to be
restrained.

As a result of the decline in U.S, interest rates since mid-1982,
yield differentials have been moving in favor of assets denominated
in Bahamian dollars. 1In particular, the commercial banks' prime rate
on Bahamian dollar loans, which was neot adjusted in 1982, is now some-
what above comparable U.S. dollar rates. Notwithstanding these changes
in relative interest rates, foreign currency lending bv commercial bhanks
to the private sector declined during 1982. An increase in such lend-
ing appeared to be desirable as it would encourage commercial banks to
raise funds abroad, thus alleviating the pressure on the financial sys-
tem. Central Bank officials said that they had not discouraged commer-
cial banks from borrowing abroad, but that there had been some reluc-—
tance on the part of the private sector to borrow U.S. dollars because
of uncertainty concerning the future course of 1.5, interest rates, and
also because of a perception of exchange risk. The staff indicated
that, in these circumstances, it might be desirable to allow a widening
of the differential between Bahamian and U.S. dollar rates. It would
seem that the best way to achieve the appropriate differential would be
to allow interest rates on Bahamlan dollar assets to be determined by
market conditions.

4. External policies and issues

The Bahamas maintains very close financial and commercial ties
with the United States, and U.S. tourists account for more than three
fluarters of all foreizn visitors to the Bahamas. 1In view of the impor-
tance of the economic relations between the two countries, the Bahamian
authorities consider that it is appropriate and useful to maintain fthe



parity between the Bahamlan dollar and the U.S. dollar. Of course,
this objective implies that the underlying cost-price situation of the
Bahamas should not deteriorate relative to that of the United States.
As was indicated earlier, consumer price inflation in the Bahamas has
been declining in 1line with developments in the United States. The
rate of Increase in wages in certain important sectors is still higher
in the Bahamas than in the United States. However, recent multi-year
lahor contracts--many of which were heavily front-loaded--suggest that
there will be a significant moderation of wages in the period ahead.

The external debt of the public sector has increased sharply in
the past two years in connection with the investment programs of cer-
tain public enterprises (particularly the Hotel and Electricity Cor-
porations)., In the discussion of the public external debt situation
over the medium term, it was noted that the ratio of debt service to
exports of goods and services in 1982 was less than 5 per cent and
that, on the basis of existing commitments, this ratio was unlikely to
rise much over the next four to five years. However, because of the
high import content of tourism in the Bahamas, the debt service ratio
may not be a very meaningful indicator of the adequacy of the external
debt position. Other measures provide a different reading of the debt
situation; for example, the ratioc of government and government-guaran-
teed foreign currency debt to GDP may have risen from about 8 per cent
in 1980 to 16 per cent at the end of 1982, The staff indicated that
further substantial increases in the external debt to finance government
deficits would only postpone the necessary fiscal adjustment, might gen-
erate uncertainty concerning future policies and have adverse effects
on the credit standing of the Bahamas.

Forelgn banks and trust companies (including of fshore financial
institutions) have continued to make a significant contribution to the
Bahamian economy, particularly in the areas of government revenue and
employment creation.l/ Following several years of very rapid expansion,
the Eurocurrency operations of offshore banks in the Bahamas declined
significantly during the course of 1982, largely as a result of the
establishment since December 1981 of Internaticnal Banking Facllities in
Hew York and other financial centers in the United States. This decline
has not affected the fees pald to the Government by offshore financial
institurfons in the Bahamas and has had virtually nn impact on domestic
emplovyment.

3. NDeve lopment policies and issues

Tourism is by far the most important industry of the Bahamas (it
1:00unts for approximately one third of GDP) and the expansion of tour-
ism continies to be a najor element of the country's development stra-
tegv. The Ministry of Tourism is presently involved in a large expan-
sinn of its promeacinnal activities; its budget has been increased from

- l/ The rnle of Fforeizn financial institutions in the economy is dis-
zussed in Appendiz T of the recent economic developments paper.




BS21 million in 1982 to BS29 million in 1933, The additional funds

will be used to finance new marketinyg initiatives desiyned to develop
untapped markets (particularly in Canada and in the United States) and
increase the number of charter flights., The Government is also involved
in the tourist industry through the operations of the iHotel Corporation
which presently owns properties containing about 1,100 roons (9 per cent
of the industrv's total capacity). The capacitv of the Corporation will
increase substantially in 1983 with the completion of its BS150 million
investment program. A 250-roon property in JSrand Bahama is scheduled

to reopen by mid-1983, and work on the 730-room hatel-casinn cemplex in
New Providence is expected to be completed by the end of the year,

For some time the Government has pursued an agricultural develoap-
ment strategy almed at diversifying the economy, increasing local food
supplies and creating emnplovment opportunities in the outer islands.
The Government has indicated that in 1983 it will intensify its efforts
to expand agro-industrial activity by encouraging several large invest-
ment projects that are expected to involve foreign private investment
and will be located in the outer islands. 0Dver the past five years, the
government-owned Bahamas Development Bank has contributed to the finan-
cing of development projects, particularly in the areas of fishing and
marine transportation. The resources of the Bahamas Development Bank
will be augmented in 1983 with a BS3 million line of credit from the
Caribbean Development Bank; in addition, a BS$3-1/2 million contribution
from the National Insurance Board is expected nver the next five vears.

The Bahamian authorities felt that progress in promoting indus-
trial ventures had been slow and a specific ministry had been created
to stimulate development in this area. Efforts would continue to be
directed to the encouragement of industrial activities that would rely
relatively heavily on locally avallable resources. 1In addition, the
Government has announced the estahlishment in 19483 of a free-trade zone
that is expected to provide a framework for new export oriented, labor
intensive industries. The recently established Bahamas Agricultural
and Industrial Corporation is expected to play a central role in the
development of the free—-trade zone and will recelve financial assistance
from the World Bank. The Bahamian authorities also drew attention to
their continued efforts to attract forelgn companies in other areas of
;the economy. In December 1932, the Government introduced an External
Insurance Bill which is intenderd to encourage the location of insurance
businesses in the Bahamas. Moreover, there was a significant increase
in the number of foreiyn ships registered in the Bahamas following the
passage of new lepislation in April 1982,

II[l. Staff Appraisal

For the past two and a half vears the Bahamian economv has been
affected hy unfavorable conditions abenad, including the slow growth of
incomes in the United States and other industrial countries, Fallowing
a sharp decline in 1981, activitv in the tourist sector increased a
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little in 1982 and total output appears to have risen moderately. The
outlook for 1983 1s for a further pickup in the growth of tourism and
economic activity in general, owing largely to the expected recovery of
the U.S. economy., Inflation has declined substantially during the past
two years in reflection of the slowdown in import prices; last year
there was also a deceleration in wage settlements, although in certain
sectors wages Increased more rapidly in the Bahamas than In the United
States. The outlook for 1983 is for some further moderation in the rise
of prices and wages. With regard to the balance of payments, there was
a substantial narrowing of the current account deficit in 1982, wnich
was accompanied by a sizable reduction in private long-term capital in-
flows. The current account is not likely to change much in 1983, but
the net inflow of public sector capital 1s expected to decline substan-
tially. The international reserve position of the Central Bank lmproved
during the first half of 1982 but it has weakened since then; at the end

of March 198} international reserves were a little below the level regis-
tered a year earlier.

In view of the objective of the Bahamian authorities to maintain
the parity between the Bahamian and the U.S. dollars-—-an objective that
is endorsed by the staff--it would be desirable to strengthen the inter-
national reserve position of the Central Bank. Furthermore, the foreign
currency debt of the public sector (which had been falrly stable for
several years through 1980) has risen from 8 per cent to 16 per cent of
GDP in the past two yvears, and further substantial increases in the debt
would not be appropriate at this time. These considerations suggest
that policies should be aimed at improving the fiscal performance.

In late 1982, the Government acted to increase certain taxes and
fees and to ralse the prices charged by some public corporations. Fur-
thermore, the Government has taken steps to improve revenue collection
and restrain the growth in current spending. As a result of these mea-
sures and of the projected recovery of the economy, there should be a
significant rise in government savings in 1983. Moreover, the authori-
ties have indicated that they were prepared to hold down government
investment this year well below budgeted levels. Nevertheless, the
staff envisages that the gross financing requirement of the Government
in 198} will be very large, mainly because the Hotel Corporation will
need considerable financial assistance from the Government in orvder to
complete its investment program. It should be recalled that the major
element of this program is the construction of a large hotel-casino com-
plex, and that delays in the completion of this project would have ad-
verse effects on the financial position of the public sector in 1984,

In the view of the staff, the financing available may not be suffi-
cient to cover the estimated government requirements for 1983, At the
same time, the financial system onf the Bahamas is not in a position to
absorb a very large volume of government deht without causing an unduly
large squeeze in the avallability of credit to the private sector or
endangering the international reserve position of the Central Bank. 1In
these cirecumstances, the staff belleves that the Government's efforts



to increase tax collection and to curb current expenditure should be
intensified. In particular, it would seem that efforts should be made
to hold down the rate of increase in government salaries; this would
contribute to an improvement in the fiscal position and alsn would have
a favorable influence on wage settlements in nther sectors of the econ-
omy.

Looking bevond 1983, the financial position of the Govermment is
expected to improve temporarily; government lending to the public cor-
porations is likely to decline substantially in 1984 as the current in-
vestment programs of several corporations are completed. However, the
fiscal position is expected to come under pressure again by 1386-87,
when payments to amortize the public sector's foreign currency debt will
amount to about BS45 million a year. To a large extent these payments
would reflect amortizations on the BS$150 million loan negotiated by the
Governmment in 1980-81 to finance the investment program of the lotel
Corporation, and it seems that the cash flow of the Corporation will
not be sufficient to cover the cost of servicing the debt by 1986-87,
This prospect would seem to call for a significant tightening of the
fiscal position over the next several vears.

The Bahamian authorities recognize that expenditure restraint
should play a major role in the strengthening of the public finances
over the medium term. However, the extent to which capital formation
by the Government can be held down without impaliring the development
of infrastructure and hence the country's growth prospects appears to
be limited. Therefore, it would seem that the fiscal adjustment may
require further action on the revenue side. Also, it may be necessary
for the Government to reconsider the level of financial assistance to
certain public corporations. In this regard the staff believes that
the corporations should make every effort to curb increases in wages
and other costs and that, in the future, authorizations for price ad-
justments should be granted without delay.

The current investment plans of the Government and of certain pub-
lic corporations (particularly the Flectricity and Telecommunications
Corporations) appear to be consistent with the countrv's development
priorities. As has been mentioned earlier, however, questions remain
ahout the rate of return on the Hotel Corporation's hotel-casino com-
plex. The long-term prowth prospects of the Bahamas—-as well as the
outlook for the public finances——clearly will continue to be affected
by the quality of public sector investment. It is therefore important
to improve the efficiency of the public administration as regards the
selection and the implementation of investment projects.

Government actions affecting the private sector also will influ-

ence the performance of the Bahamian economy in the long rum. The
Government has continued to promote the development of the financial

sector and has adopted measures designed to encourage foreilgn invest-
ment in other areas. The Bahamian authorities have indicated that
changes in the legislation pertaining to land purchases bv nonresidents



will be announced in the near future and the effects of these changes
on private investment and the balance of payments could be substantial.

With regard to monetary policy, the balance of payments objectives
of the authorities imply that the Central Bank will have little or no
room to expand net credit to the public sector in 1983, and that reserve
provision to the commercial banks may have to be curtailed. Given the
present levels of domestic interest rates, the liquidity position of
the banking system is likely to be quite tight and this might reduce
the avallability of Bahamian dollar credit to the private sector. An
increase in foreign currency lending by commercial banks to the private
sector {which, as is customary, would be funded from abroad) could
alleviate the tightness of credit markets. The monetary authorities
have indicated that they would readily grant exchange control approval
to requests for such lending. 1Tn present circumstances, however, an
apprecliable expansion in private demand for U.S. deollar loans may re-—
quire a widening of the differential between Bahamian and U.S. dollar
interest rates. In the view of the staff, this would be best achieved
by allowing interest rates on Bahamian dollar assets to be determined
by market conditions.
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Fund Relations with the Bahanas

(Data as of March 31, 1983)

August 21, 1973,
Article VIII.

SDR 49.5 million,

SDR 42,85 million or B8h,5%b per cent »f quota.

The Bahanmian dollar is pegged tn the U.S.
dollar at BS1 per U.S. dollar. The official
buying and selling rates are BS1.0025 per
U.5. dollar and BS1.004 per U.9. dollar, re-
spectivelr.

There are no restrictions on the making of
payments or transfers for current interna-
tional transactions. Capital transfers re-
quire exchange contrnl approval and outflows
of resident-owned capital are restricted.

17,117 fine nunces (in four distributions).

USS3.1h million {July 1, 1976-July 31, 1980),

The Bahamas' haldings of SDRs armounted to
SUR .75 mitlion or 54,17 per rcent of its
cumilative allocation of SDR 110,23 million.

The previous consultation discussion with the
Bahamas took place in February 1992 and the
Staff Report (SM/#2/59, 3/1/52) was consid-
ered by the Executive Board at EBM/82/60,
April 28, 1982,
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BAHAMAS

Area and population :
Area 5,382 sq. miles (13,939 sq. kilormeters)

Population {mid-1980) 209,505
Annual rate of population increase (1970-30) 2.1 per cent
Ratios to GDP (1982)1/ (per cent)
Exports of goods and services T
Imports of goods and services 87
Government revenue 22
Government expenditure 26
Public and publicly-guaranteed debt denoninated

in foreign currency (end of year) 16
Money and quasi-money {end of year) 44
Annual changes in selected economic 1980 1981 19R2

indicators (per cent)
Consumer prices (annual averape)2/ 12.1 11.1 6.l
Government revenue 22.9 12.3 3.9
Govarnment expenditure 15.3 32.5 5.6
Money and quasi-money {end of year) 15.8 9,8 14,9

Maoney l.4 6.3 9.9

Muasi-monev 20.3 11.0 16,5
Net domestic financial assets 3/ 11.1 11.2 12,5

Credit to public sector (net) -1.4 -2.8 3.9

Credit to private sector 16.8 14,7 1n.8
Merchandise exports {(f.o.b., in U.S.

dollars) 17.6 -12.1 25.8
Merchandise imports (f.o.b., in U.S.

dollars) 23,2 1.2 -0.1
Travel receipts {gross, in U.S. dollars) 14.3 9.5 h.t)
Government finances 1980 1981 1982

{nillions of Bahamian dollars)

Revenue 261.0 293,1 304.6
Expenditure 263.3 349,10 308.7
Current account surplus or deficit (-) 41 .4 37.1 19,7
Overall surplus or defiecit (+) ) -2.5 =21.6
Net financing requirement 4/ 2.3 55.9 64.1
Financing in foreign currvencies (net) -14.4 4b.4 5/ 59.0 5/
Financing in Bahamian dollars (net) 1h.7 9.0 6.5
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Balance of payments 1980 1981 1982
Merchandise exports (f.o.b.) 200.5 17,2  221.6
Non-o0il merchandise imports (f.o.b.) =-497.5 =51n.3 =519.0
0il imports ~128.6 ~123.4 -1l14.1
Travel (net) 506.9 541.0 5h5.8
Other services and transfers (net) -114.4 -164.7 =173.5
Balance on current and transfer accounts -33.1 -81.2 -19.,2
Of ficial capital (net) 7.6 3l.1 46.4
Private capital (net)o/ 14.9 125.3 35.2
Net errors and omissions 24.3 -71.6 -49.1
Special transactions 7/ 15.5 4.3 -
Met official international reserves
{increase =) -14.0 -7.9 -13.3
International reserve position 1980 1981 1982
{millions of $DRs)
Central Bank (gross and net, end of vear) 72, 86.1 102.9

1/ Based on an estimated GDP of B31,413 million in 1982.

2/ Retail price index in New Providence.

3/ In relation to money and quasi—money at the bheginning of the

period.

4/ Including loans and advances to public corporations,

5/ Including foreign borrowing channelled through the government ac-
. counts to the Hotel Corporatinn.

b/ Includes public corporations,

7/ SDR allocations, IMF pold restitution, and profit from gold sales.



