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Population (1981)
Of which:
- Curagao
Aruba
.+ Bonaire
Windward Islands
Population density

D= dve -

Basic Data

231,932

i 147,388 1 ..
60,312 ¢ .o
8,753
15,479
234 iphabitants' per- square
kilometer

Average annual population’increase” (1972-81)* -0.4.percent "*

Consumer price index
(Leeward Islands)
Percent increase, December
to December
Period average

Selected indices of economic
activity
Refining output
Electricity production
Shipping activity
Stayover tourism (arrivals)
Cruise tourism (arrivals)

Balance of payments
Non-oil trade balance
Services
Private transfers and

investment income’

Current account
Official capital
Private capital

Errors and omissions

'Change in net internatiomnal
reserves, increase (-)

Memorandum item:
Net international reserves

1977 - 1978 1979 1980 1981 1982
6.3 9,7 12,2 16.0 8.6 4,7
5.5 8.1 11.4 14.7 12.2 6.0

(Annual percentage change)

_8- 7 4.2 -800 —1-1 -303 -1306
0-9 7.4 4.3 1-7 0-8 —0.8
8.7 -6.6 7.8 =10.7 6.6 =24.4
6-0 16.8 903 _0-4 602 803

11.7 _307 608 -9-O -8.6 —12.1

(In millions of NA guilders)

-800 -963 -1,092 -1,364 -1,328 -1,451
922 1,055 1,234 1,445 1,606 1,726

=147 =142 =145 -186 -181 ~122
=25 -50 -3 -105 97 153

42 61 73 151 111 62
=23 -105 -78 -18 -132 ~140
8 16 21 24 20 16
2 78 -13 =52 -96 -91
259 181 194 246 342 433




Public finance

(Central Government and
Island Governments of Aruba
and Curagao combined)

Expenditure

Revenue

Financial balance
(as percent of expenditure)

Monetary data
Money and quasi-money (M2)
Net foreign assets
Domestic credit
Claims on governments 1/
Claims on Central -
Government 1/
Claims on island
governments 1/
Claims on private sector

Exchange Rates
Central rate: NA f, 1.79 =
Us$l1
NA guilder per SDR
(period average; end of
period)

-y -

1977 1978 1979 1980 1981 1982

(In millions of NA guilders)

551 651 706 758 936 1,134
501 589 629 746 911 1,118
=50 -62 =77 -12 =25 -16

(99 (10 @b (2) (3 @

(Annual percentage change; end of period)

17.6 14.2

9.3 10.0 12.9 13.7
-0.6 ~-30.2 6.9 26.9 39.2 26.5
27.7 37.3 11.3 6.0 8.7 9.1
45.8 54.7 56.2 -28.1 -71.1 ~-1l1l.1

(15.1) (40.2)(-18.2) (-3.4) (-5.0) (50.8)

(30.7) (14.5) (74.4)(-24.7)(-66.1)(-61.9)
l6.7 29.7 4.1 11.8 20.0 11.0

2,090 2.241 2.313 2.330 2.111 1.976

1/ Changes in millions of NA guilders.






I. Domestic Economic Developments

1. Production.

a. Industrial activity

Manufacturing is dominated by the o0il industry, but a ship repair
industry and a light-manufacturing industry specialized in local consumer
goods have also developed.

The o0il industry comprises mainly two large refineries (one each
in Curagao and Aruba) which in the early seventies also expanded in
oil transshipment business. These two companies were originally
established to import and refine crude oil from Venezuela for export
to Notth America and Western Europe. Refining activity peaked in
the mid-fifties when they accounted for about 40 percent of GDP and
provided one third of total employment, or nearly 20,000 jobs. Since
then, the relative importance of the oil sector has declined steadily
and it is now estimated to contribute only 15 percent of GDP, while
employment has fallen to about 3,700 jobs. In recent years this decline
accelerated; output fell from over 500 thousand barrels a day (bbl/d)
in 1980 to 450 thousand bbl/d in 1983, while capacity shrank from one
million barrels a day in the mid-1970s to about 782 thousand bbl/d
currently. Although the second oil price shock brought a temporary
improvement in the financial situation of refineries, underlying
factors suggest that a long-term recovery is unlikely. Refineries
lack both a significant natural market and an own supply of crude,
and face the excess refining capacity on a worldwide basis. Both
refineries plan continued rationalization investment programs, but
they expect that the gradual reduction in employment will continue or
even accelerate.

Another component of the oil sector 1s the transshipment and
storage of crude oil from the Middle East and Africa to the U.S..
These operations started in the early 1970s and there are currently
four terminals in the country. During the mid and late seventies the
natural geographical advantages of the islands, especially their deep
water harbor, the complementarity of these activities with the oil
refining business and the trend toward increasingly larger oil tankers
all contributed to a period of sustained growth. This period now
appears to be over as the same factors that caused the downtrend in
refining activities also adversely affect transshipment business.

Aside from the oil sector, the wain industrial activity in the
Netherlands Antilles consists of a ship repair and drydock firm. This
firm has one of the largest drydock facilities in the world and employs
about 1,200 full-time workers and about 400 part-time workers. Follow
ing a reorganization in 1977, the drydock's favorable geographic loca-
tion, and a reputation for quality work, led to sustained growth in



turnover in spite of a generally depressed market. This situation
changed in 1982 under the combined effect of declining regional
shipping activities and eroding competitiveness. The number of
manhours sold declined by 17 percent, resulting in a loss of.

NA f. 16.7 million and the firm had to be supported by a government
subsidy of NA f. 15 million. The financial situation continued to
deteriorate in 1983, with losses amounting to NA f. 24 million during
the first eight months, requiring further public support and raising
the prospect of large wage and' employment cuts.- -Although-the overall’
situation of the firm may improve with an upturn in regional shipping
activities, a significant reduction in its labor force must still be
expected and continued subsidies may be necessary for several years.

Domestically oriented manufacturing activities consist. almost’
exclusively of the production of consumer goods and.simple intermediate
goods, in particular those favored by high freight costs, high import
tariffs or import restrictions. . In general, however, growth of manu-
facturing continues to be inhibited by high wage costs, the"geographic
fragmentation of the economy and the very small domestic market which
limits the Scope for import substitution.v :

Available indications suggest that the construction activity has
slowed down considerably in 1982 (Table 2). . The retrenchment of 1nvest—
ment programs in.all major sectors -of the economy and the effects of
high interest rates on housing demand have led to-a noticeable slowdown (‘\
and perhaps a decline of new completions. The decline in construction
was a. major ‘cause. for the rise in unemployment. S

< [}
=

b._ The tourism sector

v PR
- N

. The tourism sector which surpasses oil refineries’ as the main °

source of private employment and of gross foreign exchange earnings,

has also shown signs of weakness lately. Stay-over tourism which,

except for a brief stagnation in 1975 and 1980, had been consistently ,

growing in the last decade (Table 3)- appears to have abruptly declined .

in the early months of 1983; meanwhile, the downtrend in cruise tourism .
which had begun in 1980 accelerated (Table 4), As in previous years,

however,. there were marked differences between the islands. ‘

Curacao, where most of the tourism activity'is‘generated by B
shopping trips: from neighboring Latin American countries, was adversely
affected in February 1983, when the Venezuelan authorities introduced
a three-tier exchange system -with a free'market rate for tourism as
part of an adjustment program aimed at restoring external equilibrium.
This action led to the virtual disappearance of Venezuelan tourism in
Curagao, which in 1981 had ‘accounted for 47 percent of the total number .
of visitors there. Tourism activity ir-Aruba was also affected by the
devaluation of the bolivar, but the decline was ‘less than in Curagad ~
and Venezuelan tourists’ account for a smaller share——about 30 percent




in 1981--of the total number of visitors. In addition, several initia-
tives were taken to expand tourism from the U.S., and the number of
U.S. tourists rose by 9 percent in the first half of 1983 over the

same period of 1982, St. Maarten, which mainly caters to U.S. tourism,
appears to be enjoying a high level of activity.

2. Labor market

In recent years the labor market has been characterized by rapid
growth in the labor force which, combined with a stagnation of employ-
ment, has led to a sharp increase in the unemployment rate, particularly
among youth and women. Employment conditions differ substantially
among the islands, with the highest rate of unemployment being recorded
in Curagao (Tables 5 and 6). ‘

As a result of high birth rates in the 1950s and early 1960s and
rising participation rates of women, the rate of growth of the labor
force has exceeded the rate of growth of the population in recent years
and it is estimated that approximately 2,500 new workers enter the labor
market each year. New job creation has been insufficient to absorb
these workers; in fact, partial data suggest that employment stabilized
after 1980 and might decline significantly in 1983 as a result of
we akening economic activity.

3. Consumer prices

There was a considerable decline in the rate of inflation in the
last three years. As measured by the 12-month increase in the CPI,
inflation peaked in December 1980 at 16.6 percent and has since steadily
declined to 3.3 percent in May 1983 (Table 8). With the exception
of services, very little consumer goods are produced domestically.
Consumer prices, therefore, are determined mainly by external factors
principally inflation abroad and currency movements. Price controls
in the form of a maximum retail margin exist for a number of essential
products, including medical supplies, food and beverages. In addition,
rents for dwellings and commercial property are also controlled and
the government subsidizes public utilities, the telephone company and
the desalination plants.

4, Wages and labor earnings

Most private collective agreements provide for some form of
automatic cost of living adjustment. The nature of this adjustment
varies, but collective agreements generally run for two to three years
and provide for partial cost of living adjustments (80 percent) every
six months. Recently, however, greater awareness of the problems
caused by high wages (Table 9) have led to a trend away from automatic
indexation and in most of the collective agreements which have come
for renewal cost of living adjustments have been dropped in return for
a one time lump sum payment.




In the public sector, tapered indexation amounting to a maximum
of 80 percent of cost of living increases was in effect from 1975 to
1980 for Central -Gover nment employees. A catch-up correction took
place in 1981 and full compensation for: inflation was granted on
January 1, 1982 and 1983. However, in view of the mounting budget
deficit it was decided in the spring of 1983 that future adjustments
would be limited to that part of inflation in excess of 5 percent.

Minimum wage legislation, consisting of a fairly complex system of
four minimum wage levels depending on sectoral categories each fully
indexed (Table. 10) was introduced in 1972. Dissatisfaction with this
system, notably with the fact that, inflation: tended to increase sectoral
wage differentials, has led the authorities to introduce on January 1,
1983 a new system to gradually merge the four wage levels. The lowest
wage level will continue to be fully indexed, but adjustment in the
highest level will only.reflect 20 percent .of .inflation; in this way,
it is estimated that, assuming an average. annual inflation rate of’-

8 percent, it would take about 8 years:to merge the minimum wage levels.

5. Development assistance and policies

The Netherlands Antilles received foreign development aid amounting
to NA f. 103.6 million in 1982 and an estimated NA f. 110 million in
1983, equivalent to approximately 2 percent of estimated GDP, Virtually .
all of this was provided by the Netherlands and, to a lesser extent, by
the European Development Fund (Table ll) -

Tables 12 and 13. show the, breakdown of development aid by sector. ‘.
In recent years»nearly half of all disbursements went to infrastructure
and public utilities projects. Social housing also received a large
share, equal to 27 percent of total aid. Approximately 14 :percent of
Dutch assistance was allocated through the Central Government and the
remaining through the island Governments, approximately in proportion to
their population with 22 percent for Aruba and 52 percent for Curacao.‘~

As regards development policies, the Central Government recently
decided to .establish a national development bank to provide medium- and
long-term financing to small- and medium-sized enterprises. Authorized
capital of this bank, which started operations on February 1, 1983 was
initially set at NA f. 15 million, of which 60 percent is held by the
central and island Govermments (except Aruba which decided to establish
its own bank) and the rest by, the private sector. Additional resources
were also provided by the European Investment Bank, and future funding
is expected to come from several Dutch development banks and from the
issue of 1ong—term bonds with government guarantee. -

s




Table 1. Netherlands Antilles:

Economic Activity, 1978-82

(Annual percentage change)

‘Selected Indicators of

1978 1979 1980 1981 1982
Refining output volume 1/ 4,2 -8.0 -1.1 -3.3 -13.6
Electricity production 2/ 7.4 4,3 1.7 0.8 -0.8
Shipping activity 3/ -6.6 7.8 -10.7 6.6 ~-24.4
Construction 4/ 45.9 -9.3 3.6 23.4 5.1
Stay-over tourism 5/ 16.8 9.3 -0.4 6.2 8.3
Cruise tourism 5/ -3.7 6.8 -9.0 -8.6 -12.1
Of fshore financial activities 6/ 16.0 40.1 14.4 44,6 41.1

Sources: Bank of the Netherlands Antilles, Quarterly Bulletin; and staff

calculations.

_l/ Central Bank index:
2/ Central Bank index:

volume of refined products.
volume of electricity sold.

3/ Anmal tonnage of shipping traffic in Antillean ports.
4/ Value of completed building deflated by the consumer price index.

5/ Number of arrivals.

6/ Outstanding assets deflated by the CPI.



Table 2... Netherlands'Antilles:“-Construction.Activity,fl/ 1971-82

(Ahnual pércehtage éhange)

.

1971-77 1978 = 1979 1980 1981 1982
Number of building permits
issued .
Curagao : o 0.2 8.1 10.5 "33.5 - '=33.3.° =
Aruba -1.7 -4.7 14,2 ~-0.8 11.8 cee
“Tot al -0.6 3.1 -1.7 19.2  -17.7 .o
Number of completions -
Curagao B —408 13.7 1400 _1307 4202 -3200
Aruba ' -t -505 14-3 _7.8 5.4 ' -603 o see -
Of which: dwellings -9.0 72.7 -3.9 -13.0 - vos
Total . —501 1309 . 507 :"‘7.4 27-8 .o
Value of combletions (in v
millions of NA guilders) .
Curagao 1.6+ 63.8 - 3.7 “18.7 48.2. .00 7.6
Aruba . 2.5 . 6304 . 9.1 S 24.1 —0.5‘ - o..o'
Tot al 1.8 63.7 5.2 20,2 9340 . ...
Source: Buréau of Statistics, Statistische Mededelingen, July 1982.

1/ Excludes lower income housing projects.
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. Table 3. Netherlands Antilles : Basic Data on Stayover Tourism, 1977-82

1977 1978 1979 1980 1981 1982

(Number of visitors in thousands)

Aruba . 151.2 163.9 185.1 188.9 221.3 220.2
Bonaire 8.1 11.6 12.0 14.6 19.7 20.3
Curagao 133.6 173.8 178.9 " 178.6 166.2 174.4
St. Maarten 142.0e8t 158,78t 179,2 170.7 179.8 204.8
Tot al 434.9 508.0 555.2 552.8 587.0 635.9

" Average stay (nights)

Aruba 7.
Bonaire 4,
Curagao 4
St. Maarten e cee cee e ces cee

(O, - e )]
O W W

National origin of
. visitors

Aruba
USA & Canada 66.
Venezuela 23
Other Latin America 6
Eur ope 2
Other 0

Bonaire
USA & Canada 59
Venezuela 13
Netherlands 9
Other 17

Curacgao
USA & Canada 2
Venezuela 4
Other Latin America 1
Europe 1
Other

St. Maarten
USA & Canada cee oo 70.9 6
Continental France cen cee 10.7 1
Other Caribbean 1/ .o cee 6.5

‘ Other e cee 11.9

Source: Bank of the Netherlands Antilles, Quarterly Bulletin.

1/ 1Including Guadeloupe and Martinique.



" Total

"Table 4._ NethexlandS‘Antilles‘: Basic Data on Cruise‘Tourism, 1977-82
1977 1978 1979 1980 1981 1982
(In thousands of-visitérs)'
Aruba” 88.7 - 98.0  95.6  73.4° 547 511
" Bonaire L1 2.6 5.0 2.9 12.8 6.8est
Curacao 193.6 - 172.0  174.0  169.0  129.4 - 110.0
. St. Maarten 97.5°  94.2  117.0  105.5  106.0 _ 98.3
'380:9  366.8  391.6  350.8

302.9  266.2

Source: Bank of the Netherlands Antilles, Qﬁérterly Bulletin.




Table 5. Netherlands Antilles: Labor Market Indicators, 1981

(Number of persons)

Netherlands
Antilles Aruba Curagao
Employed 80,731 23,572 47,290
Unemployed S 15,462 2,454 12,006
Other non-working 135,736 34,286 88,092
Students 1/ 21,547 5,601 14,513
Pensioners 10,745 2,792 6,607
Other 103,447 25,893 66,972
Of which:
Voluntary inactive (38,071) (10,414) (25,087)
Population below 14 (62,376) (14,519) (40,380)
231,932 60,312 147,388
. Memorandum items:

Rate of unemployment 2/ 16.1 9.4 20.2
Employment ratio 3/ 34.8 39.1 32.1
Labor force participation 4/ 52.6 56.4 48.5

Source: Data provided by the authorities.,

1/ Fourteen years old and above.

2/ Number of unemployed as percent of total labor force.
3/ As percent of total population.

4/ As percent of total population age 14-64.
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.Table ‘6. Netherlands Antilles:  Labor -Force Composition:
and Geographic Distribution, 1981

(Number of personéf

Total labor Unemployment

Em?ioyment ‘Upgmbloyﬁent - force ~_ rates 1/

Aruba 23,577 2,454 26,031 9.4-
Bonaite 3,031 395 3,426 T 1.6
Curacao 47,290 12,006 59,296 20,2
St. Maarten - 5,998 499 6,497 - -, . 1.7
Saba and ; '

St.. Eustatius ~+ 835 108. 943 11.5
Total = 80,731 15,462 96,193, - - . - 16.1 .

Source: 1981 Census.

1/ In percent of total labor force. :




Table 7. 'Netherlands Antilles:
Aruba and Curagao, 1978-80

- 11 -

Employment by Sector,

(Number of persons, end of period, unless otherwise indicated)

1978 1979 1980 1980

(percent of
total)
Agriculture, fishing 153 ‘145 154 0.2
Mining, industry - 10,954 11,137 11,073 15.9
Utilities 1,132 1,152 1,155 1.7
Construction 5,313 5,700 6,059 8.7
Trade, Hotel, etc. 18,310 18,638 19,413 28.0
Transport, communication 3,361 3,474 3,511 5.1
Finance, insurance 4,231 4,384 4,768 6.9
Other services - 6,149 6,507 6,350 9.2
Gove rnments 12,489 13,303 13,278 19.2
Education 3,478 3,457 3,523 | 5.1
Total 65,570 67,897 69,284 100.0

Source: Data provided by the authorities.
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Table 8., x(Ne)ther«land»s,Ant&ilgles a«Change's ai‘nutihewConsume\'r Prirce Index
for Aruba},—iBonfairevand;:Curagaro!,ml@ 77-83

(belsoibni Sélm%@:l;?} _pg_;rgé_:gn‘t s sendrof §_P§;‘i1’9;d ) amorisq o 1sdmuM)

19%7%1 1978 85el979

oRel uéel 1980 1981 1982 1983 1/
1o 1o9oiusa)
(Is302 . o .
Food 13.2 12.4 15.9 7.9 5.4 2.5
Clothing €.0 al 6.3¢c21 7.1 11.7 gakd0:39  oawillaivgh 7.3
Housing . e.2] EX0, 11 Vo2 i1 10.2 pee 2153 25.9 Gubaubnt OBr M 2.0

Housekeeping{ and furnishimng

Health 1.8 20,0

Transport an;d,(g:iommuni.cé'-.tﬂ.;bp}j, v

0L | 8.2 SE[I6.2
B2 14.8 £1€,86.5

8.8,81 5.801£20.2

15.2 11.2 28t/ 10 5.1
11.3 22.7 not1é4si3anod 7.0

13.2 539, 1930135 Osbs1T 2.5

Recreation |,2 i1e,.¢ WS, € 8.519¢€ .87.2 196801 mde® o (33Zs0837.3.1
Education @,y 8a%, A O 8 5.8 1£5,.44.0 2.8  sordrbsant Smbremi§ 0.4
Other [N . oeL,e "(5:.'@,5 6.5 94\1.110.9 13.5 7.L6§gxw$;.8;gggo 2.7
Overall index, ¢] 8%¢S,&4 3,61 9.7 08 122 16.0 8.6 sindinr/tewvod 3.3
(anmual average change) (8.1) (11.4) (14.7) (12.2) (6.0) (4.5)
i.Z £SE.¢ YEo‘-. € 8\a.L ' golisoybd
Source: Bank of the Netherlands Antilles, Quarterly Bulletin.
- 0.001 185,00 (08.%9 ova.ca Is 30T

1/ Year ending May 1983.

.a9l3i1ofi3us s ¢d bsbivoiq £3s8d :9oivod
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Table 9. Netherlands Antilles: Selected Hourly Wage Indiczit:ors, 1982

Minimum Wage Average Wage
NA U.S. NA U.S. Comparative
guilder dollar ~guilder dollar index 1/
Skilled industrial jobs 3.43 1.91 6.84 3.82 1.44
Transportation 3.43 1.91 7.81 4,36 1.61
Hotel and restaurahts 3.43 1.91 4,26 2.38 1.53
Office clerks S 3.43 1.91 5,41 3.00 1.50
Masons | 4.09 2,29  7.08  3.95 1.77
Electricians 3.64 2.03 6.12 3.42 1.18 |
. | Sources:' Netherlands Antilles authorities; and staff estimates.

1/ Ratio of Netherlands Antillean wages to'correspondi'ng wages in Barbados.




Table 10. Netherlands Antilles : Recent Evolution of Minimum Wages, 1977-83

(In annual pereentage change)

1977 1978 1979 1980 1981 1982 1983 1983
C (In NA guilders
- per month)
Agriculture, commerce, and textile -
industry . 4.l 6.0 9.7 12.5 14.7 11.4 1.2 921.70
Manufacturing and construction ' 4.1 6.0 9.7 12.6 14.7 1l.4 3.7 678.75
Transportation, tourism and o ’ , : ' - : o
financial services _ 4.2 5.9 9.7. 12.5 14.7 11.4 6.2 . 583.30
Household personnel 4.1 6.0- 9.7 12.5 147 . 11.1 6.2 1 278.30°
" Memorandum Item: » : ' T
Consumer price index 2/ 6.3 9.7 12,2 16.0 8.6 4.7 cee 7 ees

. Source: Bank of the Netherlands Antilles, Annual Report 1979 80 and data provideq by the Netherlends
: Antillean authorities. L o : o S . -

1/ Minimum wages are adjusted on January 1 of each year.
2/ Through the year.

- f]'[ -
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Table 1l. Netherlands Antilles: Total Flow of

Development Aid, 1977-82

(In millions of NA guilders)

1977 1978 1979 1980 1981 1982
Multi-year plan W7 4h8 60.2  157.1  87.8  86.7
Social, educational, _
and cultural funds 4.2 13.9  12.1  13.2  11.2  12.0
Eur opean Communities 1.7 6.4 8.4  13.2 5.7 4.9
Total 63.6 65.1  80.7 183.5 104.7 103.6

Sources: Bank of the Netherlands Antilles, Quarterly Bulletin; and
figures provided by the Netherlands Antillean authorities.




Table 12. Netherlands Antilles: Multi-Year Plan Interim Phase;j.
Disbursements by Sectors and Authorities, 1977-82

(In percent of total) . A o ;j )

t

1977 1978 - 1979 1980 1981 ° 1982  1977-82

N

Public utilities 29.1 37.6 49,7 34,4 7.5  20.4 . 9.9
Airports 5.0 2.0 3.0 8.2  13.7 0.7 - 5.4
Harbors _ 10.3 4.0 2.0 9.5 "23.7. 23.2- 12.1
Roads and bridges 11.1 10.7 - S.1 1.1 1.6 ‘1.0 . 5.1
Education 6.9 3.1 | 1.5 0.6 1.9 2.3, © 2.7
Health 6.1 3.6 . 1.0.° 0.2 0.7 . ,0.6... 2.0
Housing 22.0 19.6 21.6 ~ 18.1  .41.6 39.0 - :27.0
Tourism 2.6 6.0 : 2.5 0.6 0.1 20,70 1241
Agriculture, animal husbandry, and fishing 0.6 2.7 . 1.5 0.2 0.3 Je— 0.9
Trade, industry, and other services 1.1 4.2 6.5 - 1.6 J3.4 - 9.2 " 4.3
Other 5.2 6.5 5.6 . 25.5 .55 2.9, 8.5
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(in millions of NA guilders) 47.7 44,8 - 60.8 152.4 87:1 86.7 484.5

Of which: - : N .
Central Govermment 9.5 6.5 ' 3.8 31.5. .20.4 11.4 13.9
Aruba 9.1 34.6 20.8 ; 19.7 22.5 22.4 21.6
Curagao 69.4 40.1 ° 54.1 . 4I.2 ©47.1 60.8 52.0
Bonaire 9.5 12.3 ' 7.5 3.5 . 5.1 2.9 6.8
Windward Islands 2.5 6.5 . 13.8 4.1 . 4.9 2.5 5.7

Source: Bank of the Netherlands Antilles, Quarterly Eulietin.

- 9T -



Table 13. WNetherlands Antilles: Aid from the European Development Fund;
: Disbursements by Sectors and Authorities, 1977-82

(In percent of total)

1977 1978 1979 1980 1981
Airports - 92.2 . 90.5 . 65,7 1.7
Harbors - Co-—- - 3.8 -=
Roads - ; _ - - -~ -- -
Education ' : 100.0 7.8 9.5 - 25.2 70.7
Other : - - - 5.3 27.6
Total "'100.0 100.0 100.0 100.0 100.0
(In millions of NA guilders) 1.7 - 6.4 8.4 13.1 5.8

Of which:
Central Govermment _ - - 1.2 6.1 37.9
Aruba ' , 100.0 7.8 8.3 27.5 57.0
Curagao o -- - 32.8 64.3 43.5 -
Bonaire - 54,7 21.4 17.6 3.4
' 4.7 4.8 5.3 1.7

Windward Island -

- LT -

Sources: Bank of the Netherlands Antilles, Quarterly Bulletin; and figurés provided by the
Netherlands Antilles authorities.
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II. Public Finance

1. Institutional framework

The division of responsibilities and the inter-governmental
relations between the Central Government and the island Governments
of Aruba, Bonaire, Curagao, and the Windward Islands (St. Maarten,
St. Eustatius, and Saba) are formalized in the Island Regulation of
1951. While all major taxes are levied by the Central Government--
leaving the island authorities to set only some minor taxes and fees
as well as surcharges on income and profit taxes--the responsibility
for collecting taxes are divided between the Central Government and
island Govermments. The island Govermments generally collect direct
taxes, while the Central Government collects indirect taxes. According
to the Island Regulation, 35 percent of the principal amount of income
and profit taxes collected by the island Governments of Aruba and Curagao
had to be transferred to the Central Government in the second half of
the year following the one in which they were collected, while 45 percent
of import duties, gasoline duties, and excise taxes collected by the
Central Government had to be transferred to the island Governments of
Aruba and Curagao. These percentages of revenue sharing were revised
in 1981, although not through a change in the respective law, but based
on agreements reached between the Central Government and the island
Governments of Aruba and Curagao (see below).

With regard to financing, the Island Regulation provides that the
island Governments of Aruba and Curagao are allowed to borrow in the
domestic markets and from commercial banks as is the Central Government,
but only the Central Government is allowed to borrow abroad or from
the Central Bank. The provisions for revenue sharing and financing do
not apply to Bonaire and the Windward Islands. The autliorities of these
1slands are entitled to keep all direct and indirect taxes, and expen-
ditures have to be covered by their current revenues and by annual
transfers from the central govermment budget.

A social security scheme provides health, acnident; old age, widows'
and orphan benefits. Both employer and employees have to contribute
to this scheme which is administered by the Social Insurance Bank (SUB).

The revenue-sharing arrangement, as provided for in the Island
Regulation, resulted in substantial and increasing obligations for net
transfers on the part of the Aruba and Curagao Governments. Already in
the early 1970s, when the island Government of Curagao was confronted
with strongly increasing expenditures, requests were made to change the
arrangements in favor of the two island Governments. As no definitive
adjustments were made, the island Government of Curagao withheld all
net payments due to the Central Government in the period 1973-75, and
met only part of its obligations in this respect during the years 1976
to 1978. Aruba, on the other hand, stopped transferring tax revenues to
the Central Govermment in 1975 and 1976, while in 1977 only part of the




_19_

amount was paid. Consequently, the cumulative arrears of Aruba and
Curacgao to the Central Govermment at the end of 1978 under the revenue-
sharing arrangement were NA f, 26.5 million and NA f£. 94 2 million,
respectively.

In September 1978 and in March 1979, the Central Government reached
tentative agreements with the island Governments of Curagao and Aruba,
respectively, to revise the revenue-sharing formula in favor of the
islands. The new formula reduced to 25 percent transfers of direct
taxes to the Central Govermment, while the latter's transfer of the
receipts  of indirect taxes to the two island governments was increased
to 50 percent. It was also. agreed that the resulting net transfers from
the two. island Governments to the Central Government would be made in
12 equal monthly installments, instead of 6 as previously, and that the
mode of settling arrears as of the end of 1978 would be decided at some
point in the future.

The new revenue-sharing arrangement which was made retroactive as
from the year 1978 initially did not work satisfactorily (Table 14).
Despite the adjustment in their favor, the island Governments continued:
to transfer less than the net amounts due, thus depriving the Central
Govermment of a major source of revenues and, while in 1979 and 1980
Aruba incurred only minor arrears, Curagao met less than half of its
obligations. In turn, the Central Govermment withheld the transfer of
taxes on civil servants' wages to Curacao. ~Renewed negotiations in 1981
and 1982, however, appear to have settled the issue and, in the wake of
a buoyant revenue performance, the island Governments practically kept
up with their current obligations to the Central Govermment in the last
two years. The new agreement also provided that arrears, accumulated
between 1973 and 1977, would be frozen for the time being, while arrears
an Curagao,.related to the period 1978-80, would be consolidated into
‘a’ 20-year anmity loan.

2. Consolidated government operations, 1978—82_1/

ae. Introduction

. Following a substantial deterioration during the 1978-79 period,
‘the budgetary performance of the consolidated government improved
strongly from 1980 to 1982, This development was brought about by a
reduction in the growth of public spending in 1980 and by a strong
progression of revenue in 1981 and 1982; consequently, the combined
deficit which had risen to about 10 percent of total expenditure in
1978-79 fell to less than 3 percent of expenditure on average in
1980-82. . . :

_l/ The definition of the consolidated government here covers the
budgets of the Central Govermment and the two island Governments -of
Aruba and Curacgao, but.excludes the two island Governments of Bonaire
and the Windward Islands.
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b. Revenues

Revemues rose on average by .22 percent per year in 1981 and 1982
(Table 15). This steep increase reflected mainly large profit tax
payments from the oil refineries and from the financial offshore
sector, and, to a lesser extent, a buoyant withholding tax on wages
and . a steady growth in receipts from import duties., . Other tax receipts
however did practically not increase. o

Tax revenues from the offshore financial center rose from
NA f. 77 million in 1978 to NA f. 220 million in 1982 and despite this
rapid increase a large backlog in the collection of these taxes of “
between NA f, 300 million and NA £. 500 million is thought to have
developed. Profit tax payments from the two o0il refineries, after
remaining at the statutory minimum of NA f. 60 million from 1978 to
1980, briskly rose to NA f. 136 million in 1981 and to NA f. 181 million
in 1982. Wage tax revenues increased by 32 percent to NA f. 263.2 mil~
lion in 1982 reflecting the steady growth of labor income. Import duties
rose by 42 percent in 1981-82 to NA f. 105.2 million, as a consequence
of both sustained growth in merchandise imports and a 10 percent increase
in import duties in 1981. ~

In contrast, the performance of other tax revenues was disap-
pointing. Receipts from personal income tax, from profit taxes other
than on the refineries and offshore sector, and from indirect taxes on
goods and services, all stagnated or even declined despite inflation.
There appears to have been various reasons for this, including the
automatic adjustment of income tax rates to inflation, which was first
used in 1978 and has been in force on a regular basis since 1981. Also,
and perhaps more significantly, these tax revenues appear to have been'
adversely affected by recurrent difficulties with regard to tax assessing
and collecting procedures. :

C, Expenditures

After a marked slowdown to an annual growth rate of 7 percent on
average in 1979-80, a strong growth in expenditure amounting to 20 per--
cent’ on average was recorded in 1981-82. Wage outlays appear to have
been one of the more buoyant components. :

Table 20 shows the main trend in Central Govermment expenditures.
The wage bill which accounts for approximately 55 percent of total
expenditures rose on average by 20 percent in 1981-82. Wages in the
public sector have been adjusted for inflation since 1978, but, in.
.addition to inflation this rapid increase also reflected the upgrading
of functions and the hiring of 300 new civil servants. As a result of
the large borrowing requirement in the late 1970s, interest payments
on the public debt rose fivefold in 1981-82, and presently account for
about 6 percent of total expenditure. Finally, exceptional capital
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transfers of NA f. 23 million to the national airline and to the Drydock
Company explain the large increase registered in 1982 under the item
other current expenditures (Table 20).

Less detailed information is available on expenditures of the two
major island Governments, but both Governments also showed sustained
increases in their wage bill (Tables 21 and 22). The increase for
Curagao—--11 percent on average in 1981-82--appears to have been more
moderate than for  Aruba--nearly 20 percent on average. Part of this
difference is accounted for by the fact that in recent years the
Govermment of Curagao has steadily reduced its personnel (by 850 persons
since 1975). Another significant component of expenditures are income
support payments provided by the island govermments. Indications are
that in the wake of increasing unemployment these payments have risen

rapidly in recent years. 1In 1981, the latest year for which figures are
"available, the Government of Curacao paid NA f. 21.5 million under this
item and supported mre than 7,000 persons. Finally, included under
‘other current expenditures of the island's budget (Tables 21 and 22) are
subsidies to public utilities. These subsidies have been especially
large for the desalination plants, particularly in Curagao where they
rose from NA f. 21 million in 1979 to NA f. 40 million in 1982.

3. vFinancing of government deficits

Although some foreign financing was provided from changes in the
balance of the clearing account in the Netherlands between the Central
Govermment and the Dutch Govermment, the financing of the combined
deficits of the Central Govenment and the island Governments of Curagao
- and Aruba has been-assured almost exclusively from domestic sources

during the period under consideration (Table 17). '
3T -
The pattern of overall domestic financing however changed dramat-
ically in 1980. - While previously two thirds of total financing came
from monetary sources, since that year the government sector became a
net supplier of funds to the banking system. The change in the
domestic financing pattern observed over the period affected all three
governments. -

In 1979 a ceiling of NA f, 125 million--later lowered to
NA f. 90 million--which was set on Central Bank advances to the Central
Govermment, forced the Central Government to reduce its reliance on
Central Bank financing and to borrow increasingly from nonbank sources
notably by stepping up issues of Treasury paper in the nonbank public.
From end-1978 to end-1982, the central government debt rose by .
NA f£. 252 million of which NA £, 150 million is owed to the nonbank
domestic sector.

In contrast to the Central Govermment which ran deficits over the
entire period, the island Governments of Aruba and Curagao registered
from 1980 on rising surpluses (Tables 18 and 19). As a consequence,
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these governments were able to increase dramatically their cash balances
with the banking system while at the same time improving their net
position with the nonbank public. Furthermore, their large surpluses
also enabled them in the last three years to purchase NA f. 60 million
of Treasury paper issued by the Central Government. ' .

S

4. | 1983 budgets~

The 1983 central government budget which was presented to Parliament
only in August 1983, targets a NA f. 60 million reduction in the net
financing requirement to NA f. 10 million (Table 17). This reduction is
to be achieved on the one hand by a 2 percent cut in overall expenditures-
and on the other hand by a prOJected 14 percent increase in revenue
sharing receipts.

In support of these objectives the Government has announced a series
of expenditure reducing and revenue raising measures. As regards expen~
diture cuts, a hiring freeze was imposed and the .cost of living adjust-

“menty'of civil service wages, which should have been effective on July 1.
was suppressed. Also, transfers to Bonaire and the Windward Islands will
be held back; the rate of growth of capital spending will be slowed and
cuts will be implemented on purchases of goods and services. Additional
tax revenues will come from an increase in the excise tax on gasoline,
ef fective July 1, 1983 which is expected to yield NA f. 10 million in
new revenues, and from an increase in' the foreign exchange tax, effective
Sep tember 6, 1983. : : - ‘

No information is available on the 1983 budget for Curagao and there '
is only limited information on the budget .for Aruba. The latter projects
a N f. 50 million decline in revenues and provides for a NA f. 10 million
cut in expenditures, implying a NA f. 40 million reduction in the surplus
to NA f. 16.1 million.:. Preliminary indications, however, suggest that
these figures might be too pessimistic, as the July tax payment of the oil
refinery exceeded budget projections by about NA f. 50 million. ~




Table 14. Netherlands Antilles:
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Tax Revenue'Sharing

Between the Central Government and the Island
Govermments of Aruba and Curagao, 1978-82

(In millions of NA guilders)

1978 1979 1980 1981 1982
Islaﬁd Government of Aruba
Obligations and claims )
Obligations 18.8 21.6 23.1 26.0 45.0
Claims 12.8 14,0 19.1 '18.6 22.0
Payments 1/
Payments due 10.4 6.8 5.8 5.7 15.2
Actual payments - 7.2 4.7 2.8 13.7
Arrears :
Increase/decrease (=) 10.4 -0.4 1.1 2.9 1.5
z Stock 26.5 26.1 17.2 2/ 20.1 21.6
Island Government of Cufagao
«Obligations and claims |
a Claims 24,2 28.2 32.3 36,0 40.6
" 1jPayments : v
Payments due 37.6 26.2 26.7 31.5 43,7
- Actual payments 6.0 9.2 13.1 28.2  37.8
- Arrears )
Increase 31.6 17.0 13.6 3.3 5.9
Stock 94,2 111.2  110.1 2/ 113.4 85.6

Source: Department of'Finance,'Central Government.

1/ The payments have' to be made in 12 monthly installments starting

in July of the following calendar year.

2/ In 1980 the Netherlands Antilles received an amount of NA f. 34.3

million special foreign exchange aid from the Netherlands, part of

which was used to reduce the tax revenue sharing arrears of the island

governments. .

3/ 1In 1982, part of the tax revenue sharing arrears of the Island
Government of Curagao was consolidated into a 20-year annuity loan.

,7:-\\.%}7
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Table 15. Netherlands Antilles: Tax Receipts of the Central Government
and the Island Governments of Aruba and Curagao, 1978-82

(In millions of NA guilders)

1978 1979 1980 1981 1982
Taxes on income and profits 359.7 376.7 = 464.5 638.2 758.2
Income tax 41.5 45.5 44,4 48.6 43,9
Wage tax 132.4 140.3 198.4 248.4 263.2
Profits tax - 185.8 190.9 221.7 341.2 451.1
0f which: ,
From of fshore businesses (77.0) (62.4) (100.5) (137.0) (220.4)
From oil refineries (60.0) (60.0) (60.0) (136.0) (181.0)
Taxes on property 25.4 31.3 37.0 14.6 "25.6
Land tax 3.1 4.9 6.0 7.6 4.1
Occupancy tax 0.8 1.0 0.8 1.2 1.2
Death and gift taxes 0.8 0.7 0.5 2.0 1.1
Property transfer tax 1.8 2.3 3.4 3.3 1.9
Tank tax 14.9 18.2 22.3 - -—
Bullenbaai tax 4,0 4.2 4,0 0.5 17.3
Taxes on goods and services 41.1 52.2 64.7 67.0 65.1
Excise on liquor 10.5 13.9 13.3 14,2 13.4
Excise on beer 7.6 10.3 11.5 13.0 12.5
Excise on tobacco 6.1 8.7 11.2 11.4 12.7
Excise on gasoline 4.6 4.7 5.1 5.3 . 4.4
Motor vehicle fee 6.3 6.7 11.8 12.6 13.0
Gambling licenses 4,3 5.3 7.7 5.8 4,8
Hotel room tax 1.7 2.6 4,1 4,7 4.3
Taxes on international transactions 68.2 79.8 85.7 101.6 “121.0
Import duties 58.5 68.6 74.2 86.1 105.2
Foreign exchange commission 9.7 11.2 11.5 15.6 15.8
Other taxes 11.8 13.6 14.0 13.0 10.9
Stamp duties A 11.7 9.2 7.9 7.8 8.1
Other 0.1 4.4 6.1 5.2 2.8
Total tax receipts 506.2 553.6 665.9 834.0 980.8
Sources: Data provided by the Netherlands Antillean authorities.
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Table 16. Netherlands Antilles: Budgetary Operations‘of the
Central Government and the Island Governments of
Aruba and Curagao Combined, 1978-82

(In millions of NA guilders)

11978 1979 1980 1981 1982

Total revenue _ 589.2  628.5  746.1 911.7 1,118.2
Tax 1/ . " 510.9 543.3 663.5  832.2 981.3
Nont ax 78.3 85.2 82.6 79.5 136.9
Total expenditure 651.0 705.8 758.1 936.3 1,133.9
Current 585.6  688.8 786.0° 878.7 1,094.6
Other (net) 65.4 17.0  +27.9 57.6 39.3
Overall deficit. (=) . - -61.8 -77.3 -12.0 . ~24.6 . -15.7
Financing 61.8 77.3 12.0 24.6 15.7
Foreign 17.8 $ 0.9 -14.2 14.1 -7.4
Domes tic 44,0 76.4 26.2 10.5 23.1
Bank (46.3)  (57.2) (-27.6) (=52.7) (-6.6

Nonbank ©(=2.3) (19.2) (53.8) - (63.2) (29.7

Sources: Tables 17, 18, and 19.

1/ The difference between this time series and that of total tax
revenue shown in Table 14 is due to statistical discrepancies.

£
L




~ Table 17.
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Netherlands Antilles:
of the Central Government,

Budgetary OperationS’A

1978-83

(In millions of NA guilders)

of Finance, Central Government. .

1/ Preliminary.
2/ Budget.

1978 1979 1980 1981 1982 1/ 1983 2/
Total revenue . 174,8 199.3 219.2 246.3 353.2 - 402.6
Tax -- 115.5 133.0 140.8 161.1 178.8 " 210.8
Revenue sharing (net) 6.0 16.4 17.8 31.0 51.5 79. 4
Nontax . 53.3 49.9 60.6 54.2 122.9 - 112.4
Total expenditure 222.0 208.2 268.4 323.3 422.8 412.7
Current » 192.0 231.8 251.2 305.2 378.7 - - 394.8
Other (net)_g/ 30.0 +23.6 17.2 18.1 44.1 17.9
Overall deficit (-) —47.2  -8.9  -49.2  -77.0  -69.6 -10.1
Financing- 47.2 8.9 49.2 77.0  69.6 - 10.1
Foreign. 175'8 0.9 -1402 14.1 -704 s e
Domestic 2904 8.0 6304 62.9 77.0 PO s e
Bank (39.9) (-18.0) (5.9) (25.5) (37.8) e
Nonbank (-1005) (26.0) (57-5) (3704) (39.2) B e
A ~ -

Sources: Bank of the Netherlands Antilles, Quarterly Bulletin, and Department

3/ Including domestically financed development expenditure, capital transfers,
net lending, adjustments from expenditure on a commitments basis to expenditure

on a cash basis, along with statistical discrepancies.

o

.
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Table 18. Netherlands Antilles:
of the Island Government of Aruba, 1978-83

(In millions of NA guilders)

Budgetary Operations

1978 1979 1980 1981 1982 1/ 1983 2/
Total revenue . 118.3 126.6  149.0  241.1  283.5 232.7
Tax : ’ 107.8 10808 136.6 234.1 276.5 L)
Nontax . 10.5 17.8 12.4 7.0 7.0 oo
 Total expenditure 119.1  149.5  142.3  199.7 .  232.6 .ee
Current 120.0 124.5 132.2 161.1 227.5 216.6
Revenue sharing (net) , - 7.2 4.7 2.8 13.7 cee
Other (net) 3/ +0.9 17.8 5.4 35.8 +8.6 ces
Overall surplus/deficit (=)  =0.8 =22.9 6.7  4l.4 . 50.9 cee
Finandng ’ . . . 0.8 ’ 22.9 ""6- 7 -4 104 -50-9 eo e
Forei@ v ) - - o= - - see
DOmeStic . X 0.8 22.9 -607 —41-4 "'50.9 ) so e
Nonbank (-102) (_400) (-11-1) (_202) (-108) (ooo)

Sources: Bank of the Netherlands Antilles, Quarterly Bulletin; and Department

of Finance, Central Government.

1/ Preliminary.
2/ Budget. ‘

3/ rIncluding domestically ‘financed development expenditure, capital transfers,
net lending, adjustments from expenditure on a commitments basis to expenditure on
a cash basis, along with statistical discrepancies.
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Table 19. Netherlands Antilles: Budgetary Operations
of .the Island Government of Curagao, 1978-82

(In millions of NA guilders)

1978 1979 1980 1981 1982 1/
... Total revemue , , - 302.1 319.0 395,.7 455.3 533.0 .
Nont ax L .1 14,5 17.5 9.6 18.3 7.0
Total expenditure. 315.9 364.5 365.2 444,3 530.0 .
Current . . - 273.6 . 332,5 @ - 402.6 412.4 ~ 488.4 "
Revenue sharing (net) 6.0 9.2 ~ 13.1 . 28.2 37.8°
Other”(net).g/’ N 36.3 22,8  +50.5 3.7 3.8 o
Overall_surplus/deficit (=) -13.8 =45.5. 30.5 . 11.0 - 3.0
' Foreign - ) R —_— - - - ==
Domes tic oo 13.8  45.5. -30.5 -11.0 -3.0 ' ° <‘\
Bank _ " , (4.4) (48.3). (-26.0) (-11.1) (-2.9) -

Sources: Bank of the Netherlands Antilles, Quarterly Bulletin and
Department of Finance, Central Government.,

1/ Preliminary. :
2/ Including domestically financed development expenditure capital
transfers, net lending, adjustments from expenditure on a commitments .

"“ basis to expenditure on a cash basis, along with statistical discre— o .
‘pancies. S
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Table 20. Netherlands Antilles: Central Government Expenditure, 1978-83

" (In millions of NA guilders)

1978 1979 1980 1981 1982 1/ 1983 2/

Total expenditure | 222.0 208.2 268.4 323.3 422.8 412.7

Current expenditure 192.0 231.8 251.2 305.2 378.7 394.8
Wages and salaries _ 117.3 135.8 '156.0 193.0 232.0. 232.6
Goods and services 3.9 372 39.6 49.4 ... 66.5

" Interest payments - 3.0 2,0 5.2 14.2 . 26,6 - 26.7

. Subsidies ‘ . 3.7 7.8 4.2 3.6 ces 3.3
Transfers to households 4.7 6.9  10.0  10.6 ...  10.1

’»Transfers to Bénaire | V ‘ . :

3?' and Windward Islands 9.0 - 12.1 20.7 16.9 25.8 22.4

" other | | 17.8 . 15.4  15.5  17.5 e 3302

Other (net) 3/ | 30,0 23.6 17.2  18.1 441  17.9

Sourcé: Department of Finance,'Central Government.

1/ Preliminary.

Z/ Budget. - .

3/ Including domestically financed development expenditure, capital
transfers, net lending, adjustments from expenditure on a commitments
basis to expenditure on a cash basis, along with statistical discre-
pancies. :
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of Aruba, Expenditure, 1978-82

(In millions of NA guilders)

. Netherlands Antilles: . Island Government

1978

1979

1980 1981 1982
Total expenditure 119.1  149.5  142.3  199.7  232.6
 Current expenditure 120.0  124.5  132.2  16l.1  227.5
' Wages and salaries 40.6 42.2 53.0  60.8 75.9
Goodsland sérvices 15.3 22.4 )
. . |
Interest payments 5.6 6.2 )
N ‘ : ) 79.2  100.3  151.6
Subsidies 1.1 0.7 )
o c : )
Other 53.4 48,2 ) \
Of which: ()
Transfers to paro= . . , S . T -
chial schools (19.4) (19.9) (21.1) (28.8) (36.4)
“Révenue sharing (net) - v J:: 7.2 4.7 2.8 13.7
Other (net) 1/ '-0.9  17.8 5.4 35.8 8.6

Source: Staff calculations based upon data provided by t

Antillean authorities.

<

he Netherlands

1/ Including domestically financed development expenditure,.capital
transfers, net lending, adjustments from expenditure on a commitments
basis to expenditure on a cash basis, along with statistical discrepancies.
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III. Money and Credit

1l.- The framework of monetary policy

In view of the openness of the economy and the need to quickly
respond to external developments, monetary policy is the traditional
instrument of demand management in the Netherlands Antilles. Its
principal objective is to ensure a stable exchange rate within a free
trading system. Responsibility for administering this policy is with
the Bank of the Netherlands Antilles which has supervisory power over
the country's bank and nonbank financial institutions as well as over
the offshore financial institutions; much of this supervisory power,
however, is exercised through mutual agreement with the commercial banks
rather than thrOugh legal power.

To implement its policy the Central Bank does not set explicit
quantitative targets for monetary expansion, but rather monitors external
development and regulates domestic credit expansion so as to preserve an
adequate level of foreign exchange reserves. The instruments it has
used for this purpose have included, inter alia, voluntary ceilings
on bank credit to the household sector, limitations on the net foreign
asset position of commercial banks, regulation of central bank credit
to the Government, and adjustments in the discount and pledging rates.
Credit ceilings were lastly used from July 1979 to September 1981 and
presently are not in force, but the Bank is prepared to reintroduce them
if the need arises. The limitations on the net foreign asset position
of banks are considered to have several advantages: they allow better
-control of liquidity in the banking system, they permit to a certain

‘- extent to isolate domestic interest rates from developments abroad, and
{they prevent sudden turnarounds in capital flows that might destabilize
~the currency. Central government borrowing from the Central Bank was
limited in 1979 to NA f. 125 million, later reduced to NA f. 90 million
~—to take into account special aid from the Netherlands, and at the
.-time of the consultation, discussions were under way to raise it to
’NA f. 117 million. Finally, although the Bank in principle acts as
a lender of last resort to the banking system, the discount facility
has not been used by the commercial banks in recent years; accordingly,
the discount rate does not enter directly as an element in the cost of
B:bank credit, but rather has a signaling effect as to the intended
course of monetary policy.

2, Monetary and credit developments

Monetary policy and consequently monetary and credit developments
have in recent years been strongly influenced by external developments
as the Central Bank initially sought to restrain domestic demand to
correct a large external disequilibrium and then progressively relaxed
its restrictive stance when a large balance of payments surplus appeared.
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Large losses of reserves which threatened the exchange rate forced
the Central Bank to sharply tighten its policy stance in early 1979;
credit ceilings were negotiated with commercial banks, discount rates
were ralsed, limits were set on central government borrowing from the
Bank, and exchange controls were imposed. The subsequent turnaround in
the balance of payments from a deficit of NA f. 18 million in 1978 to a
surplus of NA f. 91 million in 1982 gave the Bank more leeway to provide
support to the economy and it progressively relaxed its stance. Credit
ceilings were removed in mid-1981, inducing a brisk acceleration of
loans to the private sector, which rose by more than 20 percent in-
that year (Table 22).

The first sign that this rapid private credit expansion was coming
to an end, appeared in mid-1982. As the international recession reached
the islands, business began cutting back on stockbuilding and capital
expenditure, while at the same time the declining inflation lessened
the need for working balances., As a result and despite continued
high bank liquidities, from mid-1982 on, the rate .of growth of loans to
business steadily slowed down, and by June 1983 outstanding bank loans
to the business sector were only 3 percent higher than a year earlier.
In contrast loans .to households, comprising mortgages and consumer
credit, continued to soar in 1982 (Table 24), rising by 19 percent in
that year; mortgage demand however began to slacken in the last month
of the year and then virtually ceased to grow in the first half of
1983, but consumer credit continued to expand by 12 percent. at annual
rates in the first half of 1983. All told over the 12 months ending
in June 1983 the rate of growth of credit to the private sector sharply*s
declined to 4.5 percent, compared with 18.4 percent in the previous
12 months.

E
L]

HF

A remarkable development over the period 1980-82 was the steep e
reduction in net credit outstanding to the public sector. During this ="
period, and in marked contrast with the years 1977 to 1979 when new -1
loans to the public sector accounted for nearly 40 percent of domestic*5”
credit expansion, large increases in deposits of island, Governments "“f
despite continued monetary financing of the Central Government, led to ¥
a NA f. 110 million decline in monetary financing of the government
sector. Altogether therefore, in the year to June 1983, domestic
credit expansion sharply decelerated to a rate of growth of 5 1 percent.

In contrast to the pattern of credit aggregates, monetary aggre— '
gates continued to show sustained growth. M2 rose by 13.7 percent in
1982, considerably above the 4.0 percent rate of inflation in that
period and about. the same rate of growth as that experienced in 1981.
The increase ‘was particularly strong in the early months of 1982 and
became more subdued thereafter, but in the first half of 1983, M2
nevertheless was still expanding at a rate of 8 percent per year,
still well above the prevailing inflation rate. Steady progression of
real wages and the related advances of disposable income and savings,

/
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in turn linked to the large inflows through the balance of payments,
appear to be the principal causes for this sustained demand for
liquid assets. Also contributing, was the fact that, as a result of
the decline in inflation with unchanged savings deposit rates, there
was for the first time since 1977 a small positive real return on
savings deposits. As evidence of this, savings deposits registered
the strongest progression among the components of M2, rising by

17 percent or about 12 percent in real terms through 1982.

One consequence of the steady progression of bank deposits is
that, combined with the deceleration in credit demand, it led to ample
liquidities in the banking system. In mid-1982, the authorities became
concerned that such large and growing liquidities would lead to an
excessive decline in domestic interest rates and eventually to capital
outflow and renewed pressure on the balance of payments. To counter
this trend and absorb the excess liquidities, the Central Bank took
two steps; first, it negotiated with the island Government of Aruba
the transfers of its deposits from commercial banks to the Central Bank
and second, it began remunerating commercial banks for their deposit
at the Central Bank. Initially an interest rate of 6 percent was paid
on the banks' average monthly balance in excess of the normal working
balance. This remuneration was later reduced to 5 percent on the
monthly minimum rather than the average excess balance. Despite these
measures, at the time of the consultations, the authorities considered
that bank liquidities were still excessive.

3. Interest rates

The aims of the Central Bank's interest rate policy are to insure
an adequate remuneration of domestic savings while not hampering invest-
ment and real growth. Savings deposits which account for some 60 per-
cent of the resources of commercial banks are the principal form of
financial savings. The Central Bank has no legal power to set interest
rates on these deposits, but since 1970 it has persuaded commercial
banks to keep them at 5 percent. Time deposit rates however have shown
some flexibility to market conditions.

As noted above discount rates have a signaling effect but do not
directly influence the cost of credit. 1In 1979 the Central Bank raised
its discount rate and pledging rate, in two steps, to respectively
9 percent and 10 percent but thereafter did not follow the continuous
increase of U.S. and Eurodollar rates. As a result and contrary to
normal historical patterns, interest rates abroad rose well above
domestic rates. Therefore, when dollar interest rates began declining
in the second half of 1982, and in order to restore a more normal
pattern, the Bank did not lower its discount rates. Only in March 1983
after the devaluation of the bolivar and the resulting adverse impact
on the Antillean economy, did the Bank decide to lower its rates by
1 percent to 8 percent and 9 percent, respectively, as a signal to
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commercial banks to provide more support to businesses. The initial
response of the banking sector, however, was disappointing; time deposit
rates were adjusted downward but the prime lending rate practically did
not decline and remained at about 11 percent.

4, Financial institutions

These institutions consist mainly of pension funds and 1life
insurance companies. Their combined assets are estimated to have risen
by 11 percent. or about NA f. 100 million in 1982. Normally pension
funds have 50 percent of their funds invested in foreign assets, and
life insurance companies about 75 percent. This high proportion of
foreign assets is explained by the absence of a domestic market for high
quality long-term negotiable securities. Domestic investment includes
mainly loans to the island Governments and mortage lending. -




Table 22. Netherlands Antilles: Monetary Survey, 1977-83

(End of period; in millions of NA guilders, unless otherwise indicated)

) ' June
1977 1978 1979 1980 1981 1982 1983
M, 688.7 786.5 859.4 945.3 1,067.6 1,214.1 1,265.8
(percent change) (17.6) (14.2) ~(9.3) (10.0) (12.9) (13.7) (5.2) 1/
Counterparts to My -
Net foreign assets 259.3 181.2 193.8 246.0 342.3 433.1 363.9
Domestic credits 524.9 721.0 802.7 850.2 - 923.2 1,007.0 1,120.5
(percent change) (27.7) (37.3) (11.3) (6.0) (8.7) (9.2) (0.7) 1/
Claims on government 49.7 104.4 160.6 132.5 61.4 50.3 123.5
Central government 71.6 111.8 93.6 90.2 85.2 136.0 142.4
Claims on the private sector 475.2 . 616.6 642.1 717.7 861.8 956.7 997.0
(percent change) (16.7) (29.7) (4.1) (11.8) (20.0) (11.0) (5.4) 1/
[ : ) -
Miscellaneous other -95.5 -115.7 -137.1 -150.9 -197.9 -226.0 -218.6

Sources: Bank of the Netherlands Antilles; and staff estimates.

1/ Twelve months ending in June.

_S‘E_



Table 23. Netherland Antilles: Monetary Survey, 1978-83

(In millions of NA guilders, unless otherwise indicated)

© 1978 1979 1980 -:1981 1982 1983

o B & ¥ w1 1II
Total liquid assets (M2) 1/ - .786.5 859.4 945.3 1,067.6 1,200.9 1,214.1 1,248.4 1,265.8
Of which: - == -~ - T e By o S Lo D
Notes and coins. o el 125,80 - 137.7 139.1 160.9 1572 167.1 - 174.6° 172.2_
Demand deposits - 242.,5 - 255.3 263.9 279.9: 315.1 » 319.0, -. 317.1 - 326.3 . :
Time deposits - - . - 31.6 54.6 " 67.9 96.4 128.2 . 106.7- . 113.0. ., 114.5 .
Savings deposits 386.6  411.8 474.4 530.3 600.3 621.2 643.7° 652.9
Counterpart to M2 : o B . o o o ‘ _
Foreign assets, net 181.2 193.7 245.9 342.3 165.9 433.0 _ 418.8 = 363.8
Domestic credit 721.0 802.7 850.2 923.2 957.0 1,007.1 1,040.3 1,120.5
Of which: : : ' A ,
Central Government 111.8 93.6 90.2 85.2 156.7 -136.0 155.0 142.4
Island Government - -7.4 . 67.0 42,3 ~-23.8 -138.2. -85.7 = -73.3 -18.9 .
Private sector ‘ 616.6 :642.1 - 717.7 861.8 - 938.5. 956.7 .. 967.6 997.0 - .
Other items, net . o .~ -115.7 -136.9 = -150.8  -198.0_ -222.1  -225.9  -219.7  -218.5

. = BN

Sources: Bank of the Neﬁherlands Antilles, Quarterly Bulletin, and data provided by the autﬁorities.'.f

_l/' Exciﬁ&e dépbsitsvof iélahd deernments. ‘ T L T T
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Table 24. Netherlands Antilles: Bank Credit, 1979-83

(In millions of NA guilders)

1979 1980 1981 1982 = 1983 1983

ITI Iv June
Loans to enterprises ~ . . 464 499 585 610 620 621
Mortgages . | o 70 104 129 148 150 153
Consumer loans - : 96 104 125 145 152 135
Total private sector - 630 i 707 839 903 922 909
Loans to the public sector | .13 9 12 16 ' .15 10
Total loans 0 eas 716 8s1 919 RSV, 919

' Source: Bank of the Netherlands Antilles.
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IV. External Sector

- R ~

1. Introduction

(S M ~
¢ R ..'. .

Three features characterize the balance of payments of the
Netherlands .Antilles; a high level of. imports compared to the size =
of the, economy, relatively low merchandise exports which cover only
approximately. 20 percent of imports and which consist mostly of
‘re~exports through the free trading zone, and the dependency on a
. small number. of service sectors for foreign exchange earnings. _Foreign
. exchange earnings are nevertheless more diversified than other Caribbean

countries, and, althdugh special factors also contributed, this diver- :
sification recently has given them more resiliency to the international

‘ ‘recession. In this respect a remarkable development was the strong

improvement in the current account from a deficit of NA f. 105 million
"in 1980 to a surplus of NA f.'96.6 million in 1981 and NA f. 152.6 mil=
lion in 1982, despite an unfavorable international env1ronment.

S R T

The capital account typically records large and relatively stable
inflows under- development aid, but private capital flows-‘are' sensitive
to interest rate differentials and lately have shown a great deal of
volatility. Capital outflows in recent years, however, have been amply.
covered by .the. current account surplus._and as a result. international
reserves have been steadily growing 31nce 1979. o ,

B P IR AL A Y

2. Current account : o S

)

Table 25 presents the main trends in the current account for thewu:
period 1977-83 on a cash flow basis. It shows that the sharp improve-
ment in the current account from 1981 on, occurred despite a slowdown.in
the rate of growth of service receipts and reflected mainly a sharp
deceleration in the rate of growth of merchandise imports.

After rising by 25 percent in 1980, merchandise imports declined-
slightly in 1981 and then resumed growth at a rate of 9 percent in .-
1982, but preliminary data suggest that this growth rate eased back -
to 4 percent at anmual rates in the first half of 1983. A number of
factors may have contributed to this slowing import growth., First the
absolute decline in 1981 was an adjustment to the exceptionally high .-
growth in 1980, which itself seems to have been partly due to spurious

~factors, such as high development aid and settlement figures inflated by
a change in the terms of payments. Second, although price indices are
not available, the lower growth rate probably also reflects the slower
rate of increase of import prices induced by declining inflation in the
Netherlands Antilles' main trading partners. Finally, more recently,
generally weaker domestic demand conditions, including the fall off in
tourism expenditures and reduced stockbuilding, probably led to a
stabilization, if not a decline, in import volumes,
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Service receipts which have registered a gradual slowdown since
their rate of growth peaked in 1979-80 are dominated by four sets of
activities; oil refining, tourism, transportation and the offshore
financial sector. Table 26 shows the contribution of each of these
sectors., As can be seen, tourism is by far the largest contributor
on a gross basis. As noted in the first chapter, the rapid rate of
- growth experienced in 1979-80 gradually abated in the last two years
and preliminary indications are that receipts actually declined in
the first half of 1983. The gross figure also largely overstates
this sector's contribution to the country's foreign exchange earnings
since tourism outlays are estimated to induce imports equal to nearly
half the original inflow. Against this, receipts from oil refineries,
which are determined mostly by the amount of profit tax paid by this
sector have risen considerably in recent years--by approximately 40 per-
cent on average in 1980-82 to NA f. 511.4 million., Receipts from the
of fshore financial center also rose strongly by 32 percent on average
in the last two years. Among the factors that contributed were high
international interest rates, increased borrowing by U.S. firms on
Eurodollar markets due to more favorable terms there, and sustained
growth of foreign investment in the United States. Earnings from
transportation services include mostly receipts from the operations
of the drydock, of the storage and transshipment operations of oil
products, and revenue from harbor and port traffic. Growth in this
area was sustained in 1980 and 1981 on account of increased activity at
the drydock, but in 1982 reflecting the difficulties of this company and
of the transshipment operations, inflows declined by 20 percent and this
decline accelerated to an estimated 36 percent in the first half of 1983

compared with the corresponding period of 1982.

3. Capital account

From a surplus of NA f. 132.8 million in 1980, the capital account
turned to a deficit of NA f. 20.8 million in 1981 and NA f. 78 million
in 1982 (Table 25). This turnaround is explained by the combination of
lower official captial inflows and a sharp acceleration of private
capital outflows.

Official capital inflows consist mainly of development aid received
from the Netherlands and the European Community (see Chapter I1). Due to
special assistance-—-consisting mostly in foreign exchange assistance and
special aid for the purchase of aircraft--development aid in 1980 more
than doubled to NA £, 151 million., A return to a more normal pattern
led to a decline to NA £, 111 million in 1981 and NA f. 62 million in
1982 ; however, also contributing to this decline was the appreciation
of the Netherlands Antillean guilder relative to the Netherlands
guilder in which most of the development aid is denominated.

Private capital flows have traditionally been highly sensitive to
interest rate differentials. Contrary to normal historical patterns a
large differential in favor of foreign interest rates has developed in
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recent years (see Chapter II); this together with the small size of.
domestic capital markets appears to have been the principal cause for
the large'outflows of NA f. 132 million in 1981 and NA f. 139. 8 million
in 1982. - .

4. Foreign reserves -

The 1arge current account surplus ‘since 1980 has more than offset
capital . outflows; as.a ‘result, after reaching a low of less than ’ )
one month of imports in mid- 1979 reserves steadily increased to
NA f. 433 million or about 2.6 months of imports of goods and services
at the end of December 1982 (Table 29). Seasonal factors led to some
decline in the first half of 1983, nevertheless total reserves amounted
to .NA f. 364 million or about 2.2 months of imports at the .end of June
1983. )

- . Lo n

5. Exchange rate

The Netherlands Antillean guilder has been pegged to. the U, S. .' y
dollar since December 1971 at the rate of NA f. 1.79 per US$l. -The .. . .
of ficial.: selling rate is NA f. .1.81 per US$1l, and the Bank of the =
Netherlands Antilles deals with commercial banks at NA f. 1.80. per,i;'
US$1l.. There is an exchange tax of 1.3 percent on sales of foreign
exchange. - :

.

i

6;_: bfficial foreign debt and'debt servicing.

The relatively small official foreign debt is owed for about
95 percent to the Netherlands and most of the rest to the European
Community (Table 30). This debt which consists mostly of short-term
loans for development projects has grown relatively moderately in recent
years—-by .about 6.5 percent per year on average over the 1978-82 period,
to NA:f. 340 million at the end of 1982, The debt is denominated mostly
in Netherlands guilders, and the appreciation of -the dollar and conse-
quently of the Netherlands Antillean guilder has tended to lessén the
debt burden.

7. - Exchange and trade arrangements

A description of the Netherlands Antillean exchange and ‘trade
arrangements up to the end of 1982 is contained in the Fund's 1982 ‘
Annual Report on Exchange Arrangements and Exchange Restrictions. The ,
principal recent changes consisted in the introduction, on August 13,
1983 of import quotas on 15 locally manufactured products such as beer,:
soap, paint and matresses. Monthly imports of these products cannot ,
exceed by more than 15 percent average monthly imports of these products
in 1982. Furthermore, on September 6, 1983 the tax on sales of foreign
exchange was raised from 0.8 percent to 1.3 percent. . .. o




Table 25.

Netherlands Antilles:

Balance of Payments, 1977-83

(Net cash flow basis, in millions of NA guilders)

1979

January-June

1977 1978 1980 1981 1982 1982 1983
Mer chandise ~799.5 -963.0  -1092.0  -1363.6  -1328.4  -1451.0 -755.7 -722.6
Services ' 922.2 1055.1 1233.9 1445.0 1605.7 1726.0 804.8 717.2
Investment income ~101.5 294.4 -91.9 -97.1 -80.7 -5.9 91 ~6.1
Private remittances -45.8 ~47.6 -52.8 -89.0 -100.0 -116.5 -49.4 -59.9
Current account balance -24.6 ~49.9 -2.7 -104.7 96.6 152.6 8.8 -71.4
Of ficial capital 41.7 61.4 72.8 151.2 111.2 61.8 5.4 . 344
Private capital -26.8 -105.8 -78.5 -18.4 -132.0 -139.8 -60.2 -35.6
Capital account balance  14.9 ~44.4 -5.7 132.8 -20.8 -78.0 -54.8 -1.2
Errors and omissions 8.2 16.0 21.0 24.1 20.5 16.2 9;7, 3.4
Overall balance -1.5 ~78.3 12.6 52.2 96.3 90.8 -36.3 -69.2
Net change international ‘
reserves, increase (-) 1.5. 78.3 - -12.6 - -52.2 -+ =-96.3 -90.8 36.3 69.2
0f which: _ _ _ :
of ficial reserves (-10.1) ©  (55.6) (-10.7) (-38.5) (~74.8) (-89.7) (50.2) (52.3)

}

Sources:

Central Bank, Quarterly Bulletin,

and Netherlands Antillean authorities.
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Table 27, Netherlands Antilles: Cash Flow Statement, Outflow, 1977-83

(In millions of NA guilders)

January—-June

1977 1978 ' 1979 - 1980 - - 1981 . 1982 1982 . 1983 .
Mer chandise 1,002.6. ©1,192.9 1,329.9 1,626.6 1,590.9 1,654.4 . . 841.0 771.1
Services 171.8 189.8 241.3 279.1 354.6 367.3 173.0 179.8
Travel 73.8 77.6 93.0 104.0 118.0 141.3 63.5 87.5
Transporation 61.8 74.4 98.7 113.3 165.6 153.9 70.4 58.4
Government n.l.e. 7.7 79 8.6 1207 13.4 : 12.9. 7.9 3.4
Other services 28.5 29.9 41.0 49.1 ‘ 457.6; 59.2 - -31.2 - . 30.5
Investment income  131.4 134.8 143.1 159.3 181.8 122.4 46.0 50.6
Private remittances 78.3 83.7 93.6 136.1 151.4 162.3 73.8 8l1.2
Totél current .
out flows 1,384.1 1,601.2 1,807.9 2,201.1 2,278.7 2,306.4 1,133.8 1,082.7

Sources: Central

Bank Quarterly Bulletin; and Netherlands Antillean authorities.
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Table 28. Netherlands Antilles: Balance of Payments on a

- Tadd -

- Transactions. Basdiss; 197780
k3 ghbamc | H
& (In millions of °NA. glillders )
= &
P .
1977 1978 |& 1979 1980
> = 5 vmproso | I3
#n ™ a o O e oo
Non-0il exports = 71889 T D% 200.8 191.6 224.3
Non-o0il imports - -1,025.6 -1,276.2 -1,329.5 ~1,627.4
™
e o]
Non~o0il balance -840.7 -1,025.4 -1,137.9, -1,403.1
> e or o repoor | g <
0il exports & i 9524kl T4 5,187.7 . 7,533.% 10,672.4
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. - - S
4] m oy o
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Table 29. Netherlands Antilleg : Net International Reserves, 1977-83

(In millions of NA guilders,end of period)

1977 1978 1979 1980 1981 1982 1982 1983
. : I II 1 11
Total Net
International Reservs 259.3 181.2 193.8 246.0 342.3 433.1 341.3 306.0 418.8 363.9
- Commercial banks )
Foreign assets (net) 42,2 19.5 21.3 35.1 _ 56.6 57.7 80.2 70.6 45.4 40.7
Foreign Assets 1,052.0 1,596.5 2,752.6 4,741.4 5,499.3 6,014.2 6,904.0 6,035.3 5,890.0 4,597.7
Foreign .
liabilities_i/ 1,009.8 1,577.0 2,731.3 4,706.3 5,442.7 5,956.5 6,823.8 5,964.7 5,844.6 4,557.0
Central bank 217.3 161.7 172.4 210.9 285.7 375.4 261.1 235.4 373.4 323.2
Short-term foreign : : :
assets (net) 175.9 120.3 130.0 169.5 244,2 334.0 219.7 194.0 332.0 281.8
Gold 41.4 41.4 41.4 41.4 41.4 41.4 41.4 41.4 41.4 41.4

Sources: Bank of the Netherlands Antilles, Quarterly Bulletin and Selected Monetary Figures, and data provided by
the Netherlands Antillean authorities, ’

1/ Excluding special borrowings.
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- 47 - APPENDIX I

- The Offshore Sector in the Netherlands Antilles

The origin of offshore financial activities in the Netherlands
Antilles which are almost entirely located on Curagao, goes back to
the late 1930s when in anticipation of -war, financial assets were moved
there. But significant expansion only began with the development of the
Eurodollar market in the mid-1960s. Since then growth of offshore
activities has paralleled the volume of Eurocurrency issues and more
generally that of international capital flows. :

The mainstay of offshore activities are low profit taxes for firms
not imvolved in domestic trade and tax treaties with other countries.
There are approximately 25,000 offshore firms of which some 60 percent
are active. Most of these firms are managed by one of the five large
of fshore bank and trust companies and they comprise two main groups;
those dealing with international trade, and who mainly take advantage
of the low local profit tax rate; and those whose principal reason for
existence is related to favorable: provision in tax treaties. :

No data are available to assess precisely the relative importance
of each group but by far the largest consists of those firms set up to
take advantage of tax treaties. Especially important in this regard is
the tax treaty with the United States, the purpose of which is to avoid
double taxation on interest and dividends. The original treaty was
concluded in 1948 between the U.S. and the Netherlands and extended
by protocol to the Netherlands Antilles in 1955. The protocol was
somewhat modified in 1963 when some of the more favorable provisions
were removed. Its main characteristic is that under certain circum-
stances it allows a reduced rate for the withholding tax to which
non-U.S. residents who have an income in the U.S. are normally subject.
One group of firms which has especially benefited from this provision
are the so-called finance subsidiaries. By establishing finance
subsidiaries in the Netherlands Antilles to borrow on Euromarkets, a
U.S. corporation can avoid paying withholding tax on foreign interest
payments and hereby lower its borrowing cost; recently, easier terms on
Eurocurrency markets and the strength of the dollar have led to a strong
increase in this type of offshore activity. Other treaty-related firms
are investment firms set up to channel foreign investment into the
U.S. (mainly real estate investment) who especially take advantage of
provisions favoring reduced capital gain taxes in the U.S. Altogether,
it is estimated that 7 percent of all foreign investment in the U.S.
occurs through the Netherlands Antilles.

Of fshore companies dealing with international trade include off-
shore trading companies, shipping companies and factoring companies.
Among the factors that contributed to their expansion were the country's
traditionally liberal trade policies, its geographic location, in
particular proximity with Latin American countries, the country's status
as an associate member of the EC and the complementarity of these
activities with some of the other traditional activities on the islands
such as 0il refining and transshipment, ship repair and entrepot trade.
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Benefits to the economy. from the offshore sector -derive mostly
from the direct and secondary effect of the activities associated with
the management of offshore activities, from tax payments and from
foreign exchange receipts. Direct employment in the offshore sector has
risen by about threefold since mid-1975 to approximately 1,300 persons.
including about 130 expatriates, but.overall employment generated by
this sector is estimated to be around 5,000 persons or 7 percent of
total employment.- Even more remarkable was the growth in foreign
exchange and tax revenues generated by this sector. - Foreign. exchange
revemies rose from NA f. 115 million in 1979 to NA f. 349 million in

'1982. and in that year covered- approximately 24 percent of the import

bill. Similarly tax revenues rose, from NA f. 62.4 million in 1979 to
NA f. 220.4 million in 1982 and .amounted to 22 percent of total tax
receipts. . .

Future prospects for this sector are clouded by the uncertalnty
regarding the tax treaty with the United States.. This treaty formally:
expired at the end of June 1980 and at the request of the United States
is currently being renegotiated; meanwhile the existing treaty is
automatically extended for one-year periods so long as -a new agreement
is not reached. : o . - ‘1 .

Ve
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