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A fund mission held the 1983 Article IV consultation discussions 
with representatives of the Bahamas in the period February 1-16, 1983; 
the Rahamas accepted the obligations of Article VIII, Sections 2, 3. and 
1, in December 1973. The Bahamian representatives were led by Mr. Arthur 

D. Hanna. Deputy Prime Minister and Minister of Finance, and Mr. William 
C. 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 Lltilities, 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 policy discussions. The Fund mission consisted of Ernest0 
Hernandez-Cata (Head), Yusuke Hortguchi, 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 oE the U.S. and Bahamian dollars since mid- 
1980. Tourist activity is estimated to have shown a modest increase 
in 19fl2 (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-R: by work an 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 1581. broadly in line with the slowing of inflation in the 
United States. The l?-month rate of increase in consumer prices, which 
reached more than I3 per cent in Nay 1981. was down to 4-l/2 per cent 
in December 1981. Recently, there has also been a deceleration in wage 
settlements although the rate of increase in wages in most sectors re- 
mains well above the current rate of prtce 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 U.S. hotel sector came down from a yearly average of about 10 per 
cent from 1978 to 1981 to 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- 
agony 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; “et oEficia1 interna- 
tional reserves registered a small increase. The current account shif- 
ted from surpluses of BS?5-35 million a year in 1976-77 to deficits of 
BS30-40 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. In 1982 the 
current account deficit is estimated to have narrowed to BS20 million 
(about l-1/2 per cent of the staff’s estimate of GDP). The drop in 
the deficit resulted largely from a substantial improvement in the 
trade balance: there was a strong rebound of exports from the depressed 
levels of 1981 11 and a small decline in the value of imports reflecting 
a fall in the volume and price of imported oil. 

Net inflows of private capital fell from more than HSlljO million 
in 19dl to about BS35 million in 1982. There was a sharp decline in 
long-term borrowing abroad by private companies from the unusually high 
levels registered in 19Rl in connection with the financing of several 
large projects. There was also 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 
land policy. The outflow on “et errors and omissions declined from 
JS71 million in 1981 to RS49 million in 1982. perhaps reflecting the 
Inarrowing Qf interest rate differentials between !J.S. and Bahamian dol- 
lar assets. Net external borrowinp by the public sector (mainly to 

l/ To some extent, 
pickup in 1982, 

the decline in exports in 1981. as well as the 
reflected temporary factors. 41s0, as explained in 

(Chapter IV of the recent economic developments paper. the estimating 
methrrd currently in use may have rxaegerstrd movement5 in merchandise 
*ex;loris in the past tw,, years. 
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finance investments by the Hotel Corporation) amounted to BS47 million 
in 1982--a small reduction from 1981, hut still very large by histQricz.1 
standards. 

Following an increase of BS8 million during 1981. official inter- 
national reserves rose hy 8513 million during 1982 to a year-end level 
of 5Sll3 million. International reserves rose during the first half 
of 1982, and by June they were nearly BS50 million higher than in June 
of 1981. Since mid-1982, 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 
direct external borrowing as well as foreign loans channelled through 
commercial hanks in the Bahamas) rose by less than RSlO nillion from 
1975 to 198’1. However , in the last two years it went up by alnost 
BS130 nillion, and by the end of 1982 it stood at BS229 nillion (ap- 
proximately 16 per cent of GDP). A large part of the increase in the 
foreign currency debt in 1981-82 reflected drawings by the Government 
on the RS1511 nillion Eurodollar loan negotiated in 1980-81 to finance 
the investment program of the Hotel Corporation. The nndisbursed por- 
tion of the loan (some BS2O nillion) will he drawn this year, and re- 
payment of principal is scheduled to hrgin in 1985. 

II. Econooic Policies and Prospects 

1. Short-term econonic 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.S. econony and the intensification of prorlotinn efforts by the 
?linistry of Tourism. tktivity in other sectors of the economy would 
benefit fron the improved perfornance of tourisn and fron the reduced 
cost of external borrowin?. MO~eOVtTr. commercial construction will be 
sustained by wark on the final phase of the Hotel Corporation’s hotel- 
casino conplex and a fairly large increase in fixed investment by the 
other ouhllc corporations seems to be in prospect. !:ovemment spending 
on goods and services prnhahly will rise a little in real terns. 

The current account nf the halance of payments is likely to show 
a modest deficit in 1943, prohably of the same order of magnitude as the 
tone registered last year. Travel receipts are expected to rise suhstan- 
tially and the value of oil inports would fall “win: to a decline in 
prices. However , merchandise exports are likely to be relatively s111g- 
gish CfollowinE the un~~sunlly rapid increase registered in 1982), and 
non-oil i.nports art? expected to pick up with the rise in economic activ- 
itv 2~1~1 tourism. 



2. The public finances 

Following an improvement frun 1973 to 1980. the fiscal position 
weakened substantially in the period 1951-82; the overall balance of the 
public sector shifted from a surplus of BSln million in 1980 t,, drficlts 
of BS38 million in 1981 and BSh5 million in 1982 (some 4-l/2 per cent 
of GDP in 1982). Public sector savings, which had been rising steadily 
for several years, fell markedly from 1980 to 19X2; this decli,le was 
associated with a sharp drop in the growth of govrrnnent roven~~ that 
reflected the relatively poor nerfornance of tourism and econonic activ- 
ity in s:eneral. Investment by the public sector has hecn growing very 
rapidly for a number of years, althourh there was a considerable slow- 
down in 1982. 

The overall financial position of the Government moved from a sur- 
plus of BS5 million in 1980 to a small deficit in 1981 and to a deficit 
of about BS22 million in 1982.11 The current surplus of the Government 
(which had heen rising rapidly-for a number of years) 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 19R2. 
Current expenditures increased much faster than revenues last year. 
HOWeVer, the rate of increase in current spending declined from 1981 
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. l-he rate of 
increase in spending on capital formation cane drrwo in 1982. following 
rapid increases in previous years. 

The overall deficit of the nonfinancial public corporations widened 
substantially from 1980 to 1982, mostly hecause of ‘a large increase in 
capital expenditure. After rising sharply in 1981, investnent by the 
Electricity Corporation declined in 1982, but thts decline was nore than 
offset hy a large rise in capital outlays by the Hotel Corporation. The 
current surplus of the corporations fell in both 1981 and 1982; in re- 
cent years, the revenues of certain corporations have been affectt?d 
adversely by stnmant or declining sales and hy delays in the inplemen- 
tation of price adjustments. However, late last year the Gnvemnent 
authorized the Bahanas Electricity Corporation and the IJatrr and Sewer- 
age Corporation to increase their rates; this should lead tn a sicnifi- 
cant inprovement in the operating: results of the?,, enterprises and thus 
to a reduction in their reliance on governmat transfers and subsidifzs. 



AccordinK to the budget For 1983. the current surplus of the 
Government woul~i rise to P,S?4 nillion this year fron B$?I~l million in 
1982. Revenue woulrl increase hy nearly 7-l/? per cent in 1983 conpared 
‘with a rise of 4 per cent in 1982; the acwleration would result largely 
fron measures announced hv the Gowrnnent in Ikcenher 19R?-. These mea- 
sures included increases in custons duties on gasoline, diesel fuel, 
and certain consumer goods; an increase in the fees payable by hank and 
trust companies in the Bahamas: a rise in the departure tax for tour- 
ists; and a rise in motor vehicle licenses and fees. The yield of these 
pleasures is prniected at about BS8 nillion in 1983, or ~o”e 7-l/? per 
cent of total C”“?rnment re”P”“e. 

The budget envisages a reduction in the growth of c!~rrent expendi- 
ture (to h-112 per cent in 1983. compared with 11-l/2 per cent in 1982 
and 16-l/2 per cent in 19X1). Although a general salary increase #of 
BSlO million has been proposed for 1983, the rate of increase in total 
wages and salaries would decline (fron 8-l/? per cent in 1982 to 
7-l/? per cent this year) as a result of efforts to restrict employment 
growth, overtine pay, and annual salary increments. Spendin): on other 
goods and services wnuld pick up in 1983. hut interest payments would 
rise at a more moderate pace (win< partly to declines in foreign in- 
terest rates) and transfers and suhsidies would decline. Oa the hasis 
of the budget, capital expenditure would rise fron RS41 nillion in 1982 
to B$57 nillion in 1983. The overall govemwnt deficit (excluding 
loans and advances to the public corporations) would be 8533 nillion 
in 1983, an increase of HSll million from 1982. 

The staff’s estinate of the fiscal outcone for 1983 suggested that 
the overall government deficit will be snaller than has been hudeeted. 
On the hasis of the outlook for U.S. interest rates, interest payncnts 
on the Governnent’s foreim currency dzht woul,j reach BS17 million in 
1983, or about 3S6 nillion less than the amount budgeted. rlith respert 
to capital fornation. there has heen.a tendency in the past for govern- 
ment investment to fall short of hudpeted levels. Ih the hasis of the 
rdpenditure plans of the various nioistries, it appeared that actual 
expenditure on capital account might he of the order of bS42 nil.lion 
(or some RS15 million less than the amount contemplated in the budget). 
After ad,justinb: the hudcet nllnhers for tile factors just referred to, 
ttie staff estimated that the overall deficit of the Government in 1983 
would he of the order of RSl? million. In addition, HS13 million would 
he required to amortize the >:ovemnent debt, and it is estinated that 
iri 1983 the Hotel Corporation would need as nuch as RS58 million in 
govem?nent loans in c?nnection with the Finn1 staEe of its investment 
program. Thus. the gross financin): requirement I,f the .Government would 
amount to BS93 nillion in 1983. By way of comparison, the zr~ss finan- 
cing requirement in 19% had heen tiSr17 llillion; however, it had been 
largely covered hy drawinps from fora?ifl? currency loans that had pre- 
,/i,:usly been arranjicd. 
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The staff inquired into the means for covering the Government’s 
finnnciny: requirement in 1983. The Rahamian authorities said that they 
were contemplating a BS35 million issue of long-term government securi- 
ties to be subscribed by the National Insurance Board and by private 
financial institutions. Rahanian officials also indicated that some 
RS25 oillion would be available in the form of drawings from existing 
foreign currency credits hut 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 conmercial banks and of the 
need to protect the international rriserve position of the Central Bank, 
it would be difficult to satisfy the remaining financing requirement of 
RS33 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. They added that, if these measures proved to be insufficient, 
the Government would hold capital expenditures not only below budgeted 
levels, hut even below the level projected by the staff. If necessary, 
the Governwznt was prepared to restrict investment to a few high prior- 
ity projects that would not exceed RS35 million. 

Concerning the financial wtlook in the longer term, the staff dis- 
cussed with the Bahamian authorities a set of projections for the five: 
year period extending through 1987, by which tine the Government would 
have begun repayments on the RS150 nillion loan related to the Hotel 
Cnrporation’s investrent program. Gn the assumption that there would 
he no further external borrowing by the Government, the domestic finan: 
cing requirements of the public sector in 1986-87 would he very large 
by historical standards. Moreover, the external environnent night turn 
out to be less favorahle than had brcn assuned by the staff, In which 
case the prospective financin): problem could becone quite serious. On 
the basis of these orojectlons, the ntaEf suggested that a tightening 
of the fiscal position would he necessary over the nediun tern. The 
Hahanian representatives answered that, for the time heing, the Govern- 
nont hnd gone as Far 4s It could in the direction of increasing taxes. 
The objective of restructuring the revenue base of the Bahanas would he 
pursued, hut this wnuld he a lengthy process. ,.)ver the medium tern, ., 
they adsil?fl, fiscal tight,tninr: would have to enphasize expenditure res- 
tr.xint .?nd Increased rewnue ~roq existing taxes. 

3. IMonetary developments and policies 

In the period from 19Hll to mi;l-1982 the Rahalian hmkiny system was 
influenced by the emergence of a lar,+ diffrrrnti~.,l hecwefn U.S. and 
Hahanian dollar interest rates. The rate of growth of the corvlercial 
hanks’ deposit linhilitles declined narl:rdly au1 Local residents suhsti- 
tuted borrowing in domestic currency For lwns drnoninat4 in ‘J.S. dol- 
lars (which ar’: channelll?d r‘ron ahrca;lrl throllch ~onnercial hanks Fn the 
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Rahamas). These developments were reflected in a tightening of the 
Rahamian dollar liquidity position of the commercial hn”ks, and these 
banks borrowed heavily from the Central Rank in order to meet their re- 
serve requirements. I” January 19x2 the monetary authorities increased 
the discount rate Erom 9 to 10 per cent and introduced a surcharge cf 
l-2 percentage points for frequent or large borrowers. The growth of 
commercial banks’ deposit liabilities picked up during 19X?, but the 
liquidity position of the banking system remained tight, owing in part 
to a large increase in the demand for Bahamian dollar credit by the 
nonfinancial public corporations. Commercial bank bqrrowing 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 international 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 
1U.S. 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. In particular. the commercial banks’ prime rate 
on Bahamian dollar loans, which was not adjusted in 1982, is now some- 
what abnve comparable U.S. dollar rates. Notwithstanding these chanRes 
in relative interest rates, foreign currency lending by commercial banks 
to the private sector declined during 1982. 4” increase in such lend- 
ing appeared to be desirable as it would encourage commercial banks to 
raise funds abroad. thus alleviatinc 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 U.S. 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 Bahamian dollar assets to be determined by 
market conditions. 

4. External policies and issues 

The Rahamas maintains vev close financial and commercial ties 
with the United States, and U.S. tourists account for more than three 
quarters of all foreign visitors to the Bahamas. ln view ,>f the impnr- 
tance of the economic relations between the two countries, the Bnhnmisn 
authorities consider that it is appropriate and useful to maintain the 
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parity between the Bahamian 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 line 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 
labor 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 ElcctricIty 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 ratio of government and govrrnment-~uaran- 
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 <overnment 
deficits would only postpone the necessary fiscal adjustment, might g:en- 
crate uncertainty concerning future policies and have adverse effects 
on the credit standing of the Bahamas. 

Foreign banks and trust companies (including offshore 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 Eur”currency 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 International Banklne; Facilities in 
New York and other financial enters in the United States. This decline 
has not affected the fetes paid to the Governnent by offshore financial 
institutions in the Bahamas and has had virtually no impact on domestic 
employnent. 

5. Qevelopment policies and issues 

Tourism is hy fnr the m”st important industry of the Sabnmas (it 
‘+xount.; fnr anproxiqately one third of GDP) and the expansi~x~ of tnur- 

i;n ,:,,ntin.lc; t:.~ be J 1?j,?r element of the country’s development stca- 
teay. mtt !.linistry oi Tourism is presently involved in a large expnn- 
sion of its or,-Dnocionnl aclivi ties; its budget has been increased from 

.-___ 
11 The rolp of F~reizn financial institutions in the economy is dis- 

cll,jsed in .4ppendi:i I of the recent economic developments paper. 



RS21 million in 1982 to RS29 million in 1933. The additional funds 
will he used to finance new marketing initiatives designed to develop 
untapped markets (particularly in Canada and in the United States) and 
increase the number of charter flights. The ~ovcmmrnt is also involved 
in the tourist industry through the operations of the ilotel Corporation 
which presently owns properties containing about l.l’JU roons (9 per cent 
of the industry’s tr?tal capacity). The capacity of ths Corporation will 
increase substantially in 1983 with the conplrtion of its BS1511 million 
investment oro~ram. A 250~roan property in ‘.Grand Bahama is scheduled 
to reopen by mid-1983, and work aon the 73il-room hntrl-casino conpler in 
New Providence is expected to be completed by the end of the year. 

For sane tine the Government has pursued an axricultllral devrlop- 
ment strategy ained at diversifying the econony, increasing local food 
supplies and creatin,? enployment opportunities in the aluter islands. 
The Government has indicated that in 1983 it will intensify its efforts 
to expand agro-industrial activity by encouraging several large invrst- 
ment projects that are expected to involve foreign private investment 
and will be located in the outer islands. Over the past five years. the 
government-owned Rnhnmas Developrent Rank has colltrihuted to the finan- 
cing of development projects, particularly in the areas of fishinz and 
marine transportation. The resources of the Bahamas Development Rank 
will be augmented in 1983 with R BS3 million line of credit fron the 
Caribbean Ceveloprlent Bank; in addition, a US3-l!? million contribution 
from the National Insurance Roard is expected over the next five years. 

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 available resources. In addition, the 
Government has announced the establishment in 1983 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 receive financial assistance 
from the World Bank. The Bahanian authorities also drew attention to 

,their continued efforts to attract foreign companies in other areas of 
.;the economy. I” kcrnber 1982, the Government introduced an External 
Insurance Rill jrhich is intended to encourage thr? location of insurance 
businesses in the Hahanas. Moreover, there was a signlficcant increase 
in the nunher of forfiiF ships registered in the Bahamas f<lllowing the 
passage of new legislation in April 1982. 

111. Staff Appraisal 

For the past two and a half vears the Rahanian economv has been 
affected hy unfavorahle conditions ahrrjad, inclwli~~q the slow grnwth of 
incomes in the I!nited States and other inilustrial <countries. Following 
a sharp decline tn 1981, activity in the tourist srctur increased a 
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little in 1982 and total output appears to have risen moderately. The 
outlook For 1983 is 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, which 
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 is expected to decline substan- 
tially. The international reserve position of the Central Bank improved 
during the first half of 1982 but it has weakened since then; at the end 
of March 19f0 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 fairly stable for 
several years through 1980) has risen from 8 per cent to 16 per cent of 
GDP in the past two years, 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 raise 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. 4s 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. Yoreover, 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 1983 will be very large, mainly because the Hotel Corporation will 
need considerable financial assistance from the Government in order 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 posttion 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 ttme, the financial system nf the Bahamas is not in a position to 
absorb a very large volume of government deht without causing an unduly 
large squeeze in the availability of credit to the private sector or 
endangering the international reserve position of the Central Bank. In 
these circumstances, the staff believes that the Government’s efforts 
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to increase tax collection and to curb current expenditure should he 
intensified. In particular, it would seem that efforts should he made 
to hold down the rate of increase in government salaries; this would 
contribute to an improvement in the fiscal position and also would have 
a favorable influence on wage settlements in other sectors of the econ- 
only. 

Looking beyond 1983, the financial position of the Government is 
expected to improve temporarily; government lending to the public cnr- 
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 1986-87, 
when payments to amortise the public sector’s foreign currency debt wil 
amount to about BS45 million a year. To a large extent these payments 
would reflect amortisations on the BS150 million loan negotiated by the 
Government in 1980-81 to finance the investment program of the Hotel 
Corporstion, and it seems that the cash flow of the Corporation will 
not he 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 years. 

The Bahamian authorities recognise 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 he held down without impairing 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 puh- 
lit corporations (particularly the Electricity and Telecommunications 
Corporations) appear to he consistent with the country’s development 
priorities. As has been mentioned earlier, however, questions remain 
about the rate of return on the Hotel Corporation’s hotel-casino com- 
plex. The long-term growth prospects of the Rahamas--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 run. The 
Government has continued to promote the development of the financial 
sector and has adopted measures designed to encourage foreign invest- 
ment in other areas. The Bahamian authorities have indicated that 
changes in the legislation pertaining to land purchases hy nonresidents 



- 12 - 

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 availability 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. In present circumstances, however, an 
appreciable expansion in private demand for U.S. dollar 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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Aujiust ?I. 1973. 

Article VIII. 

SDR $9.5 nillton. 

SDR $?.A5 nilliori or 8h.?b per cent OF quota. 

The Bnhaaian ~dollar is peg&e,1 to the U.S. 
dollar at RSl per U.S. dollar. The official 
huyin,s and selling rates are BSl.O~lZ5 per 
11.‘;. dollar and HSl.00; per U.S. dollar, r?- 
spectively. 

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

17,117 fine ounces (in four distributions). 

LlSS3.16 nillion (July 1, 1976-July 31. 19801. 

The Snhanas’ ho1din.g~ of SDRs amounted t,) 
SS? 5.75 nillion or 56.17 per cent of its 
cul.lulative allocation of SDK 11.1.23 nillion. 

The previous consultation discussion with the 
Ha!mnas took place in February lY9L and the 
Staff heport (Sti/82/59. i/1/82> wss consid- 
ered by the Execljtiv” Board “t i;B’l!A?lhO, 
April 33, 1932. 
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HAHAMAS 

Area and population 
Area 5.382 so. niles (13.939 s”. kiloneters) 
Population (mid-1980) 
Annual rate of population increase (197lJ-80) 

Ratios to GDP (1982)1/ -- 
Exports of goods and servlcrn 
Imports of goods and services 
Government revenue 
Government expenditure 
Public and publicly-guaranteed debt denoninated 

in foreign currency (end of year) 
?loney and quasi-money (end of year) 

Annual changes in selected economic - 
indicators 

Consuner prices (annual nverafle)Z/ - 
C.ovemmnt revenue 
Governwnt expenditure 
Money and quasi-money (end *IF year) 

:Yon e y 
~?“asimoney 

Hrt nonesctc financial assets 31 
Credit to public sector (“et) 
Credit to private sector 

Merchandise exports (f.o.b., In U.S. 
dollars) 

Merchandise imports (f.o.b., i,~ U.S. 
dollars) 

Travel receipts (gross. in U.S. dollars) 

(per cent) -__ 
55 
87 
22 
26 

I6 
44 

19HO 1981 19R2 -- - __ 
(per cent) 

12.1 11.1 6.1 
22.9 12.3 3.9 
15.3 32.5 5.6 
Ii.8 9.5 14.9 

1.4 6.3 9.9 
20.3 Il.0 16.5 
11 .l 11.2 12.5 
-1.4 -2.8 3.9 
15.8 14.7 10.8 

17.6 -12.1 25.8 

23.2 1.2 -0.1 
14.3 Y.5 5 . 0 

Government finances 
I 111 

Rizvenue 

1980 1981 1982 --- 
(nllllons of Bahamian dollars) 

261 .I) 293.1 304.6 
Expenditure 263.3 349.0 308.7 
Current RCCO”?t surplus or deficit (-) 41.4 37.1 19.7 
fJverall s”rp111s or deficit (-) /r . 6 -2.5 -21.5 
Net financing reqllirement 41 2.3 55.Y 64.1 
Financing in foreign alrrr;cies (net) -14.4 4h.4 51 5Y.h 51 
Financing in Bahamian dollars (net) lh.7 9.0 - 6.5 - 
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Balance of payments 
Merchandise exports (f.o.b.) 
Non-oil merchandise imports (f.o.b.) 
Oil import 5 
Travel (net) 
Other services and transfers (net) 
Balance on current and transfer accounts 
Official capital (net) 
Private capital (net)b/ - 
Net errors and omissians 
Special transactions 7/ - 
Net official internat tonal rrserves 

(increase -) 

International reserve position 

Central Bank (rross and net, end of year) 

1980 1981 
200.5 176.2 

-497.5 -sin.3 

-128.5 -123.4 
506.9 541.0 

-114.4 -164.7 

-31.1 -81.2 
-7.6 31.1 
14.9 125.3 

24.3 -7l.h 
15.5 4.3 

1982 

221.6 
-519.n 
-114.1 

565.8 
-173.5 

-19.2 
46.4 
35.2 

-49.1 
-- 

-14.n -7.9 -13.3 

1980 1981 1982 
(millions of SD- 
72.3 85.1 1n2.9 

l/ Based on an estimated GDP of BS1,413 million in 1982. 
71 Retail price index in New Providence. 
73/ 1” relation to money and quasi-money at the beginning of the 

period. 
41 Including loans and advances to public corporations. 
T/ I lncludi nc foreiE!n borrowing channelled through the government ac- 

counts tr, the Hotel Corporation. 
r;! Incltldes public corporations. 
if SDR al locations. IMF gold restitution, and profit from gold sales. - 


