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Evident Ambiguity
Page 9, para. 17, line 2: for “post-independence” read “post-autonomy”

Comment: The original formulation could be misinterpreted as suggesting that the two countries
have gained independence.

Factual Errors Not Affecting the Presentation of Staff's Analysis or Views
Page 11, para. 22, line 6: for “February” read “March”
Page 23, Table 1, 2013 CPI (12-month average): for “1.9" read “1.3"
Page 24, Table 2, 2013 CPI (12-month average): for “2.1" read “2.5"

Page 28, Table 6, 2013 Consumer price inflation (harmonized, average): for “1.9" read “1.3"
2013 Consumer price inflation (harmonized, end-year): for “1.9" read “0.7"

Page 29, Table 7, 2013 Consumer price inflation (harmonized, average): for “2.1" read “2.5"
2013 Consumer price inflation (harmonized, end-year): for “2.2" read “2.7"

Page 32, row 4, column 3, line 3: for “majority” read “second largest share”
Page 36, Table 1, 2013 CPI (12-month average): for “1.9" read “1.3"

Page 37, Table 2, 2013 CPI (12-month average): for “2.1" read “2.5"



Typographical Errors
Page 7, line 5: for “Curacao’s the new" read "Curagao’s new”
Page 10, para. 18, line 6: for “Aquaelectra” read "Aqualectra”
Page 12, italics sentence before para. 26, line 1: for "shock” read “shocks”"

Page 13, para. 27, line 3: for “that” read “than”

Questions may be referred to Mr. Lombardo, EUR (ext. 39937) and Mr. Quayyum, FIN
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require a sharp policy tightening, resulting in weaker growth. Upside risks, on the other hand, stem
primarily from stronger than expected growth in the US and Europe and earlier and larger than
expected benefits from ongoing attempts at diversification (catering tourism to faster-growing
developing markets in Asia and Latin America, a revitalization of the dry dock and the ship repair
business, or new activities such as Curacao’s new data center for cloud computing).

10. The peg appears solid but over time could come under pressure if competitiveness-
and flexibility-enhancing reforms are not implemented. Curacao’s (and the union’s) current
account deficit is expected to continue to decline steadily, reflecting rebounding external demand,
COUp'Gd with Sllghtly decIining oil and food prices Flows from the Netherlands' debt relief will reverse in 2019
and still subdued private domestic demand . (% of Union's GDF) .
(Figure 2). It is essential, however, that this
improvement is supported by reforms boosting
both countries’ competitiveness and their capacity
to adjust to shocks, since pressures on I I I I I I 2
international reserves can be expected to increase 0 - 0
over time. In particular, the debt-relief related 2 I
inflows, which have thus far provided significant )

support to international reserves, are slated to 2012 2013 2014 2015 2016 2017 2018 2019 2020
decline gradually over the next few years and to Sources CBCS end P safl el atons

turn into outright net outflows in 2019 (see chart to the right), as the debt issued by Curacao and
Sint Maarten as partial offset for the debt relief begins to mature. In 2019 the lease of Curacao’s oil
refinery to Venezuela—which currently accounts for some 16 percent of FX income—is also set to
expire, as are some preferential tax treatments for companies in Curacao’s IFC (another major
source of FX for the union).

6

4

N

I REDUCING VULNERABILITIES AND CREATING BUFFERS

Macroeconomic policies should be steered towards supporting continued external
adjustment (especially in Curacao) and creating fiscal buffers to deal with possible shocks.

A. Fiscal Policy

Background

11. As a quid-pro quo for the 2010 debt relief, both countries agreed to a rule-based fiscal
framework. This consists of a “golden rule” (i.e., borrowing only for investment) and an “interest
burden rule” (i.e., a cap on the ratio of debt service to revenue). Compliance with these rules is
assessed by the Netherlands-headed Council for Financial Oversight (CFT in Dutch). Only once the
CFT ascertains compliance does it permit borrowing, in which case the Dutch treasury stands ready
to offer financing at long maturities and its own borrowing rates.
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12. Initially both countries failed to comply with the requirements of the framework,
because their budgets were not consistent with a current balance from a multi-annual perspective
and/or because of deep procedural flaws (e.g. Sint Maarten’s budgets for 2011, 2012 and 2013 were
approved by Parliament only very late in the year or even after the year's completion). This led the
CFT to issue a series of advices/warnings and, eventually, injunctions for remedial measures to both
the government of Curagao (mid-2012) and of Sint Maarten (September 2013).

13. More recently, however, the framework has gained traction and helped steer both
countries’ fiscal policies in the right direction:

o Curacao has put its public finances on a sustainable footing, including by addressing
decisively its age-related fiscal pressures. Following the CFT injunction, Curacao reformed
the basic pension system by increasing the general retirement age from 60 to 65 (with very
limited grandfathering and a short transition period) and overhauled the health care system
by (i) introducing a basic medical insurance scheme (now covering some 80 percent of the
population), (ii) raising premiums by 2.9 percent, and (iii) lowering the medicine bill by some
16 percent (by favoring generics and changing the co-pay system). The authorities also
embarked on an ambitious plan to gradually decrease the number of public servants from
around 4200 (in 2011) to a target of 3350 in 2017, to exploit the scope for synergies and
streamlining from the merger of the former Netherlands Antilles government and the
Curacgao island government. The fiscal adjustment was completed on the revenue side by the
introduction of an additional sales tax category of 9 percent for luxury goods and an
overhaul of the property tax, including to increase its progressivity. In its 2013 annual report,
the CFT estimates that this adjustment improved Curagao’s long term fiscal position by some
10 percent of GDP, relative to a no-policy change scenario.

e Sint Maarten has brought its current budget in balance in the context of the 2014
budget, and achieved some improvement in its financial management. Faced with the
daunting task of setting up a new administration, Sint Maarten initially needed some
correction to achieve the current balance, even though it benefited from more benign
demographics.” The government increased the turnover tax rate (from 3 to 5 percent) in
2011, shifted its share of the health insurance premiums onto the employees, and tried to
reign in the wage bill (by freezing bonuses and the cost of living adjustment in 2013) and
expenditures on subsidies. The 2014 budget was also approved by Parliament in January of
this year, which—while still not quite timely—represented a major improvement over
previous years' processes.

14. These improvements have allowed the CFT to certify compliance with the framework
and paved the way for significant borrowing by both countries from the “standing subscription”
window offered by the Dutch treasury. In 2014, Curacao plans to borrow some NA.f 436 million

% n 2001, population aged 20-59 was 8 times larger than that aged 60+ in Sint Maarten, but only 3 times in Curacao.
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(8 percent of GDP) to pre-finance the entire cost of the construction of a new hospital. Sint Maarten
plans to borrow NAf143 million (8 percent of GDP), to finance planned investment (including the
purchase of a new government building, which has laid incomplete and unused for many years) and
to replenish its bank deposits, which were run down over the last three years when the government
was not allowed to borrow by the CFT.

Staff's Views

15. Both countries should entrench recent gains and overperform on the balanced current
budget rule to build fiscal buffers. The current fiscal framework is beneficial for both countries, as
it gives them access to an independent auditor and very cheap funding. However, since the current
level of low borrowing costs cannot be taken for granted, the interest burden rule does not provide
a sufficiently conservative benchmark to ensure continued debt sustainability. Thus both countries
should aim at maintaining current surpluses in the order of 3%-1 percent of GDP over the medium-
term. Based on current investment plans, this would ensure that public debt peaks under the
baseline at about 37 percent of GDP in Curagao and 32 percent of GDP in Sint Maarten (see DSA),
thus creating the fiscal space that both countries need, given their vulnerability to sizeable shocks in
the future (e.g., the renovation/clean-up of the refinery in Curacao, or a weather-related shock to
Sint Maarten). It is also important to ensure that public investments have a sufficiently high internal
social return, irrespective of how low the costs of borrowing might be.

16. Curacao must extend the 2013 reform of the old age pension to the public sector
workers’ pension system in a timely manner, given the latter’s fast deteriorating financial
position.” Sint Maarten's needs in this area are less pressing, given its younger population.*
Nevertheless its government has appropriately set out to increase the general retirement age to 62,
with a motion to this effect currently in Parliament. Considering foreseeable demographic pressures,
a further gradual increase of the retirement age to 65 could be considered.

17. Sint Maarten needs to strengthen tax collection. This is essential to sustain the necessary
expansion of the administration in line with its increased responsibilities post-autonomy. Yet
revenue, which stands at only 18.5 percent of GDP, compared to over 21 percent of GDP for other
Caribbean countries, failed to keep pace with economic growth in the past few years. To tackle this
apparent decline in tax compliance, the tax administration needs more suitably trained tax
inspectors and administrators. Synergies could also be exploited with the strong collection efforts of
social funds.

3 The pension fund APC reports that its coverage ratio, which is currently just below 100 percent, would deteriorate
by some 20 percent over the next 15 years with unchanged policies.

* Sint Maarten's general basic pension fund is actually accumulating surpluses, because the system is based on the
demographics of the former Netherlands Antilles, whereas Sint Maarten has a much younger population. On this
basis the government has recently increased the pension level, as recommended by Sint Maarten'’s Social and
Economic Council. Even with this higher benéefit level, the fund is projected to continue accumulating surpluses until
2020 with a pension age of 62 (2032 if the pension age is increased to 65).
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18. Transparency and oversight of SOEs need to be improved and a clear dividend policy
established. There is an obvious tension between keeping state-owned enterprises (SOEs) at arm'’s-
length, thus minimizing undue political interference, and ensuring that they maximize the interest of
the public shareholder. Some SOEs have in practice soft budget constraints, and translate their
accumulated inefficiencies and above-market wages into higher costs of doing business for the rest
of the economy (e.g., Curagao’s Aqualectra). Even when they are profitable, in the absence of a solid
governance framework, SOEs might gear their operations towards maximizing their own short-term
profits, including by minimizing their contribution to the public budget (this is, for example, the case
for Sint Maarten’s airport and harbor companies). Therefore, the governance of SOEs must be
improved, including—as a start—by ensuring the timely availability of reliable financial statements
and establishing a clear dividend policy.

19. A further shift from direct to indirect taxation in the medium term would be desirable.
To boost competitiveness, both countries should consider a further and gradual shift of taxes from
income to consumption, along the lines of the 2009 FAD technical assistance, and replace the
existing turnover tax—uwith its negative cascading effects—with a value-added tax (VAT). This has
served well many other Caribbean countries.’

Authorities’ Views

20. Authorities in both countries agreed with the need to create fiscal buffers and
strengthen their medium-term fiscal position:

e In Curacao, they emphasized that negotiations on pension reform with public sector unions
are ongoing, and that they see scope for further expenditure savings.® They acknowledged
that SOEs’ continued financial woes, despite the greater and timelier pass-through of their
input costs to retail prices, imply that more work is needed in this key area, which has
important implications for the economy’s overall efficiency and competitiveness.

e In Sint Maarten they see scope to increase revenues by introducing a property tax and a
gaming tax and by further increasing certain excises (e.g., on tobacco and diesel) and fees.
They intend to strengthen tax administration by deploying new IT systems and additional tax
inspectors, and centralizing the tax office. They also expect to enhance administrative
effectiveness (and generate some savings) by moving most government departments into
the new building. Finally, they see merits in staff's suggestion to introduce a further gradual
increase of the retirement age to 65 in the draft pension reform bill, and pledged to consider
it carefully.

> Cebotari, Aliona, et al, 2013, “Enhancing Fiscal Revenue,” in The Eastern Caribbean Currency Union: Macroeconomics
and Financial Systems, ed. by Alfred Schipke, Aliona Cebotari, and Nita Thacker (International Monetary Fund).

® The authorities expect to save an additional NA.f 130 million by 2017 (about 2 percent of GDP) by cutting personnel
expenses (by NA.f 50 million), expenditures on goods and services (by NA.f 50 million), and subsidies (by NA.f 30
million) through such measures as centralizing procurement of goods and moving different ministries to a central
government office (to be built).
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21. Both authorities also agreed in principle with the merits of shifting the tax burden
towards consumption and away from income. In Curacao, however, they indicated that they
intend to fully pursue their efficiency-enhancing reforms first, as these might provide scope for an
overall reduction of the direct tax burden over time. In Sint Maarten they noted that it is essential to
proceed with care, and as much as possible in close coordination with the French side, to avoid any
revenue loss from implementation pitfalls, lack of reliable data, and/or tax arbitrage.

B. Financial Sector Policies

Background

22. Ample bank liquidity has continued to fuel rapid credit expansion, especially in
Curacao, until late 2013 (Figure 3). Absence of government bonds to invest in, low interest rates
prevailing abroad, and continued large inflows from the debt relief operation have resulted in ample
and growing liquidity for domestic banks, fueling rapid credit growth. When this started to exert
pressures on international reserves, the CBCS attempted to induce banks to reduce lending by
raising reserve requirements multiple times (to 17.5 percent as of May 2014) and, as from March
2012, by imposing temporary bank-level credit ceilings, which have since been recalibrated and
renewed every six months. These measures notwithstanding, credit growth continued unabated in
Curacao until late 2013, when it abruptly turned negative. Since banks kept excess reserves
throughout and the ceilings were first not observed and then undershot, it would appear that the
slowdown in credit reflects not CBCS measures per se but a reduction in credit demand (likely
triggered by the reduction in disposable income from the fiscal adjustment) and a more cautious
supply of loans by banks (including because of the acceleration in non-performing loans, NPLs, see
below).

23. Banks still have relatively healthy capital levels, but NPLs are on the rise. At end-2013,
NPLs jumped to 11.9 percent, from 8.6 percent in 2010, and there is a growing concern about asset
quality in general. So far, NPLs seem to be concentrated in certain sectors (tourism and air
transportation), but there is anecdotal evidence—no hard data—that the sustained growth in
mortgages, combined with steady inflows of Dutch retirees and IFC professionals, may have created
froth in some segments of the real estate market in Curagao. As of end 2013, banks report adequate
capital (12 percent tier-1 capital ratio) and liquidity (30 percent liquid asset ratio), but one bank has
been intervened (reportedly because of the stress caused by a defaulting airline). The situation
warrants continued close monitoring by the CBCS.

Staff's Views

24, The CBCS is appropriately trying to slow down credit growth, but should do so more
consistently and rely on more standard sterilization tools:

e Dealing with excess liquidity: The CBCS should be prepared to pay a higher interest rate
on its certificates of deposits even though this would lower its profits. It could also raise
reserve requirements further, while simultaneously increasing the interest it charges banks

INTERNATIONAL MONETARY FUND 11
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for liquidity. Finally, it could use macro-prudential tools to contain growth of specific types
of loans, e.g. reducing maximum loan-to-value ratios to slow down the growth in
mortgages. Over time, it should gradually eliminate remaining limits on outward investments
by pension funds. This would allow the excess liquidity to flow out of the system gradually,
removing distortions on domestic interest rates.

e Refraining from direct financing of non-financial companies: While raising reserve
requirements and imposing bank-by-bank credit ceilings, the CBCS has continued to provide
funding to private corporations and Credit extended by the CBCS created additional liquidity
SOEs (the liquidity thus created is now (HAflion)

800 800

bigger than the banks’ excess liquidity 700 700

Commercial banks' net excess reserves

which the CBCS is trying to control— 600 600
. . . . 500 500
chart to the right). This funding is not 400 200
part of a standard central bank toolkit 300 300
and moreover is not justified in a 200 200
. . . 100 100
situation where the central bank is o 0
. . R Net CBCS credit to private sector
concerned with excess liquidity -100 -100
resulting in overall excessive and ~200 -200

10M10 11M2 11M6 11M10 12M2 12M6 12M10 13M2 13M6 13M10
su bpar lendi ng. Sources: CBCS and Fund staff calculations.

Authorities’ Views

25. The authorities agreed with the thrust of the staff advice. They reported that they do
plan to increase reserve requirements further and raise interest rates on their CDs, as needed, as well
as to further alleviate over time the restrictions on outward investments by pension funds. On the
financing of SOEs, CBCS management indicated that this policy was initially conceived as a way to
facilitate the development of a corporate debt market, but that it has since been discontinued and
that they intend to divest their holdings of non-financial companies’ debt as soon as market
conditions allow.

I INCREASING FLEXIBILITY, COMPETITIVENESS, AND
GROWTH

Increasing growth and resilience to shocks requires dealing with long-standing structural
bottlenecks, including stifling red tape and inflexible and dysfunctional labor markets.

Background

26. Both countries suffer from a rigid labor market and high costs of doing business. Labor
laws are very rigid. For example, laying off workers requires the approval of the labor ministry, even
for bankrupt companies. Welfare support for the unemployed is quite generous (for example, in
Curacao it is reportedly roughly equivalent to what one would earn from a minimum wage job once
free medical insurance, rent and other subsidies are factored in, and can be received for an
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unlimited amount of time). And there are pervasive wage indexation clauses, which can lead wages
to diverge from productivity, thus harming competitiveness. Employers in both countries, as well as
independent observers, decry a cumbersome permit regime, with unclear procedures and
responsibilities, which results in long and unpredictable delays.

27. These structural weaknesses have been detrimental to economic performance,
especially in Curacao, whose more diversified economy needs greater scope for reallocation of
labor from declining sectors to growing ones. Curacao’s growth has been weaker than its regional
peers’ since at least the early 2000’s (see Figure 1), and unemployment higher (currently at

13 percent). But limited price and labor market flexibility also adversely affect the competitive
position of Sint Maarten, as underscored by the recent spell of high inflation, especially vis-a-vis the
US, its key source market (see box).

28. Little progress has been achieved on competitiveness- and flexibility-enhancing
reforms since the previous consultations (Annex I):

e In Curacao, many structural bottlenecks appear to have in fact worsened. The still
incomplete merger of the two levels of government in the Netherlands Antilles’ structure, for
example, has reportedly generated additional uncertainty as to which agencies retain the
responsibility for processing business permits and licenses in the new setup. The capacity of
the administration to audit and control also appears to have weakened, which is potentially
leading to greater abuse of the welfare system.

e In Sint Maarten, there appears to be more focus on monitoring active job search and
to improve training opportunities for unemployed. But the labor market remains overly
regulated, especially when it comes to work permits for foreigners, and receiving permits to
open and operate a business still takes a fairly long time.

Staff's Views

29. Price and labor market flexibility are important avenues through which both
economies are expected to adjust to external shocks, given that the fixed exchange rate regime
and the current fiscal framework—both of which have served the countries well—constrain the
scope for stabilization policies.

30. The labor market must be rendered more flexible and dynamic, especially in Curacao.
Welfare support for unemployed should be limited in time and eligibility requirements (including
active job search) enforced vigorously, as Sint Maarten has sought to do. Both countries should
render labor dismissal laws more conducive to cyclical shifts in labor demand, so as to raise
employment durably, and ease restrictions on hiring foreign workers while enforcing adequate labor
conditions, to facilitate FDI and the associated inflow of financial resources and know-how.

31. The costs of doing business need to be lowered. In particular, the business licensing and
permit regimes should be substantially streamlined. This would also help bringing more activity out
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of the shadow economy. Both governments could consider introducing automatic approval for
some classes of permits/licenses if they are not processed in a set period of time. The efficiency and
governance of public utilities and other SOEs need to be enhanced, to lower direct costs of
production and reduce distortions, including in the labor market.

Authorities’ Views

32. The business environment needs to be strengthened. This is important also to support
external adjustment. In Curacao, the focus is on improving governance and performance of SOEs,
and proposals are being considered to speed up license and permit procedures by tasking the
Chamber of Commerce with the relevant issuing authority (staff cautioned that this may raise issues
of conflict of interests, as incumbents would effectively be called on to authorize the entry of
potential competitors). In Sint Maarten, the authorities are launching an online business license
information system, which they expect will lead to a significant streamlining of the application
procedures. Reduced red tape would also result into stronger competition and put downward
pressures on domestic prices.

33. While labor market regulations do result in suboptimal outcomes, reforming them is
difficult and there is scope to make progress within the current system. Authorities in both
countries, for example, noted that rigid labor dismissal laws in practice result in the proliferation of
short-term contracts, with potential perverse effects on workers’ security. At the same time, they felt
that forging the necessary consensus for reform is politically difficult given both countries’
heterogeneous governing coalitions and thin majorities. Nevertheless, Sint Maarten authorities
reported that soon-to-be-released official survey results will show that unemployment has declined
markedly, to around 8 percent as of 2013, and attributed this progress to their intensified controls of
eligibility for various unemployment benefits (including active search for jobs) and greater focus on
training for unemployed. Both authorities considered that further easing hiring of foreign workers
would aggravate the domestic unemployment situation.

I SOME QUESTIONS AND ANSWERS ON STAFF
ANALYSIS

The question and answer format of this section is intended to probe further into the
reasoning behind staff recommendations.

34. Question: On the call for relaxing constraints on hiring foreign workers, would this not
exacerbate the unemployment problem? Unemployment is already high in both countries.
Making it easier to hire foreign workers would reduce the chances for local unemployed people to
find jobs. Foreign workers also often work long hours in conditions which are not ILO-compliant,
thus undercutting the islands’ social fabric and workers’ rights.

35. Answer: Liberalizing the hiring of foreign workers is necessary to ensure that firms can have
access to all the skills needed in a modern economy, which the two islands are unlikely to produce,
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Table 1. Curacao: Selected Economic and Financial Indicators, 2009-15

Area 444 (km?)  Population, thousand (2013) 152.8
Percent of population below age 15 (2013) 20.5 Literacy rate, in percent (2010) 96.7
Percent of population aged 65+ (2013) 13.7 Life expectancy at birth, male (2012) 74.4
Infant mortality, over 1,000 live births (2012) 11.3 Life expectancy at birth, female (2012) 80.7
2009 2010 2011 2012 2013 2014 2015
Proj.
Real economy (change in percent)

Real GDP 1/ -0.6 -3.6 -0.5 -0.5 -0.6 0.7 0.9
Private consumption -5.5 7.0 0.0 -0.5 -2.5 -1.0 0.3
Public consumption 29 1.6 -2.0 -0.1 -3.8 0.1 0.3
Gross fixed investment 1.3 -2.8 0.4 0.2 0.1 2.5 0.4
Net foreign balance 2/ 1.0 -8.5 3.0 -0.1 1.6 0.4 0.4

CPI (12-month average) 1.8 2.8 2.3 3.2 1.3 1.9 2.0

Unemployment rate (in percent) 9.6 9.7 9.8 11.5 13.0 12.4 11.9

General government finances (in percent of GDP) 3/

Primary balance 10.4 11.5 -2.1 -0.5 -1.1 -1.6 -1.6

Primary balance w/o debt relief 21 5.4 -2.1 -1.5 -1.1 -1.6 -1.6

Current balance 8.1 10.0 -1.5 0.3 1.5 1.2 1.0

Overall balance 7.8 9.6 -3.0 -1.4 -2.0 2.4 -2.4

Public debt 43.6 28.1 34.5 29.9 31.3 37.6 36.2

Balance of payments (in percent of GDP)

Goods trade balance -37.0 -41.3 -39.5 -41.7 -38.3 -37.1 -36.4
Exports of goods 23.5 23.1 30.5 30.3 22.4 22.6 22.5
Imports of goods 60.5 64.4 70.1 72.0 60.8 59.7 58.9

Senice balance 13.7 8.4 14.3 17.4 21.7 23.4 25.3
Exports of senices 371 324 40.4 45.4 49.7 50.5 51.4
Imports of senices 23.4 23.9 26.2 28.0 28.0 271 26.1

Current account -16.7 -30.9 -27.3 -28.1 -21.1 -17.1 -13.3

Capital and financial account 8.5 26.7 26.4 24.8 19.5 18.1 16.1

Net FDI 1.7 24 3.2 1.4 1.0 24 24

Net official reserves (in millions of US dollars) 929.4 1,234.0 1,244 1 1,246.3 1,220.6 1,293.8 1,440.4
(in months of imports of goods) 6.4 7.8 7.0 6.6 7.6 7.9 8.6
(In percent of short-term debt) 76.2 83.8 90.5 109.9 124.6 119.9 122.9

External debt (in percent of GDP) 74.2 107.3 102.8 93.2 103.3 109.6 114.7

Memorandum items:

Nominal GDP (in millions of US dollars) 2,871 2,951 3,039 3,131 3,162 3,282 3,407

Per capita GDP (change in percent) -4.1 2.3 2.5 2.0 0.0 2.8 2.8

Real effective rate (2007=100) 93.8 100.1 97.6 96.3 95.6 ..

Fund position

Exchange rate

Curagao is part of the Kingdom of the Netherlands

and does not have a separate quota.

The Netherlands' Antilles guilder is pegged to the U.S. dollar
at NA.f1.79 = US$1.

Sources: Data provided by the authorities; and IMF staff estimates.

1/ Based on IMF staff estimates of deflators.
2/ Contribution to GDP growth.

3/ Data from 2009-2010 reflect the fiscal operations of the local island government. Data from 2011 onwards refer to the new island
government that has integrated the fiscal operations of the previous central government of the Netherlands Antilles.
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Table 2. Sint Maarten: Selected Economic and Financial Indicators, 2009-15

Area 34 (km?) Population (2012) 39
Percent of population below age 15 (2010) 23.4 Literacy rate, in percent (2010) 95.8
Percent of population aged 65+ (2010) 3.6 Life expectancy at birth, male (2010) 73.1
Infant mortality, over 1,000 live births (2010) 6.0 Life expectancy at birth, female (2010) 78.2
2009 2010 2011 2012 2013 2014 2015
Proj.
Real economy (change in percent)

Real GDP 1/ -5.0 0.0 -1.7 1.3 0.9 1.7 1.8
Private consumption -5.0 -6.9 -2.0 0.5 0.0 1.1 3.0
Public consumption 6.2 -0.9 2.0 1.7 -1.7 1.5 1.5
Gross fixed investment 1.2 -10.7 -1.3 2.8 0.7 1.4 2.1
Net foreign balance 2/ 3.0 7.2 -1.5 0.1 0.8 0.5 -0.4

CPI (12-month average) 0.7 3.2 4.6 4.0 2.5 21 21

Unemployment rate (in percent) 12.2 12.0 12.0 10.4 8.5 8.4 8.2

General government finances (in percent of GDP) 3/

Primary balance -1.0 7.0 -1.0 -0.3 -0.5 -1.6 -1.5

Primary balance w/o debt relief -1.0 29 -1.0 -0.1 -0.5 -1.6 -1.5

Current balance -0.2 7.8 -0.3 0.9 -0.3 0.0 0.5

Overall balance -1.0 7.0 -1.7 -1.0 -1.1 -2.0 2.0

Public debt 33.4 15.4 25.0 24.6 24.3 30.8 31.5

Balance of payments (in percent of GDP)

Goods trade balance -71.0 -66.9 -65.1 -64.8 -73.5 -76.1 -78.5
Exports of goods 15.2 13.8 13.6 13.3 17.3 14.9 14.8
Imports of goods 86.2 80.7 78.7 78.1 90.7 91.0 93.4

Senvice balance 63.4 67.0 71.5 79.4 78.4 82.6 84.9
Exports of senices 89.3 90.7 96.8 105.7 104.2 107.4 109.1
Imports of senices 25.9 23.7 25.4 26.3 25.9 24.8 24.3

Current account -15.1 -6.2 -0.3 9.6 1.4 1.5 2.2

Capital and financial account 12.4 -0.2 -0.2 -18.5 -8.8 1.0 1.3

Net FDI 4.6 3.3 -5.3 1.8 3.0 3.0 3.3

Net official reserves (in millions of US dollars) 293.5 389.7 249.1 249.5 239.6 277.2 333.5
(in months of imports of goods) 4.8 6.5 41 3.9 3.1 3.4 3.8
(In percent of short-term debt) 62.0 82.1 54.7 60.3 63.6 76.3 95.4

External debt (in percent of GDP) 113.2 126.3 111.3 95.1 82.0 75.4 69.6

Memorandum items:

Nominal GDP (in millions of US dollars) 855 892 932 983 1,021 1,070 1,117

Per capita GDP (change in percent) 3.9 7.9 2.7 3.9 1.0 4.1 3.8

Real effective rate (2000=100) 101.4 103.0 103.5 106.2 104

Fund position

Exchange rate

St. Maarten is part of the Kingdom of the Netherlands
and does not have a separate quota.

The Netherlands' Antilles guilder is pegged to the U.S. dollar

at NA.f1.79 = US$1.

Sources: Data provided by the authorities; and IMF staff estimates.

1/ Based on IMF staff estimates of deflators.
2/ Contribution to GDP growth.

3/ Data from 2009-2010 reflect the fiscal operations of the local island government. Data from 2011 onwards refer to the new island

government that has integrated the fiscal operations of the previous central government of the Netherlands Antilles.
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Table 5. Curacao and Sint Maarten: Balance of Payments, 2008-19

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Proj.

(In millions of US dollars, unless otherwise indicated)

Current account -922 -609 -968 -833 -784 -655 -545 -427 -372 -322 -319 -307
Goods and services balance -895 -735 -968 -709 -619 -477 -382 -307 -259 -214 -181 -165
Exports of goods and services 2926 2634 2572 3185 3539 3522 3708 3903 4085 4263 4452 4647

Goods 1076 805 807 1055 1079 886 901 934 960 985 1009 1033
Services 1849 1829 1765 2130 2461 2635 2806 2969 3125 3278 3444 3614
Imports of goods and services 3821 3369 3540 3895 4158 3998 4089 4210 4344 4478 4634 4812
Goods 2989 2474 2622 2863 3022 2848 2934 3050 3176 3301 3444 3604
Services 832 894 918 1031 1136 1150 1155 1161 1168 1176 1190 1208
Income -34.1 -79.2 -43.2 -48.3 -70.4 -69.0 <711 -60.4 -50.9 -46.8 -74.3 -77.0
Compensation of employees -24.6 -13.2 -5.0 1.2 -4.8 7.3 -7.5 -24 -2.8 9.3 -384 -40.3
Investment income -9.5 -66.0 -38.2 -49.5 -65.7 -76.3 -63.6 -58.0 -48.1 -37.5 -35.9 -36.7
Current transfers 74 204.6 435 -75.4 -942  -109.1 -924 -59.2 -62.0 -60.7 -63.0 -65.4
(percent of GDP) 0.2 5.5 11 -19 -2.3 -2.6 -2.1 -1.3 -1.3 -1.3 -1.3 -1.3

Capital and financial account 845 358 809 825 603 549 628 579 590 597 579 488

Capital account 33 34 641 69 39 35 35 35 35 35 35 35

Financial account 812 324 169 756 564 515 593 545 556 562 544 454
Direct investment 218 89 104 49 63 64 114 121 129 127 132 137
Portfolio investment -45 -66 -869 106 333 139 183 185 181 181 150 47
Financial derivatives 0 0 0 0 0 0 0 0 0 0 0 0
Other investment 639 301 934 600 168 312 296 239 246 254 262 270
Reserve assets -77 167 14 -27 155 27 -83 -152 -218 -275 -260 -181

Reserves and external debt

Gross Reserves, excluding gold 1395 1311 1405 1290 1135 1108 1191 1343 1562 1837 2097 2278

Net Official reserves 1123 1223 1624 1493 1496 1460 1571 1774 2063 2423 2765 3004
in months of goods imports 45 5.9 7.4 6.3 5.9 6.2 6.4 7.0 7.8 8.8 9.6 10.0
over short term debt 22 0.7 0.8 0.8 1.0 11 11 1.2 13 14 1.6 1.7

Gross external debt (percent of GDP) 344 83.2 111.7 104.8 93.7 98.1 101.2 103.5 106.0 108.5 110.0 109.6
of which short term debt 13.7 45.4 50.7 46.1 37.6 324 331 336 342 348 351 348

Memorandum item:

GDP at current prices 3684 3726 3844 3970 4114 4183 4352 4524 4680 4848 5024 5197
(In percent of GDP)

Current Account
Curacao and St. Maarten -25.0 -16.4 -25.2 -21.0 -19.0 -15.7 -12.5 -9.4 -7.9 -6.6 -6.3 -5.9
St. Maarten -20.6 -15.1 -6.2 -0.3 9.6 14 1.5 2.2 1.8 1.0 1.0 0.8
Curacao -26.4 -16.7 -30.9 -27.3 -28.1 -21.1 -17.1 -13.3 -11.2 -9.2 -8.9 -8.3

G & S Balance
Curacao and St. Maarten -24.3 -19.7 -25.2 -17.9 -15.0 -11.4 -8.8 -6.8 -5.5 -4.4 -3.6 -3.2
St. Maarten -12.6 -7.6 0.2 6.3 14.6 49 6.5 6.3 5.9 5.2 5.0 4.8
Curacao -27.8 -23.3 -32.9 -25.3 -24.3 -16.7 -13.7 -11.1 -9.3 -7.6 -6.6 -6.0

(In millions of US dollars)
Exports of Goods

St. Maarten 133 130 123 127 130 177 159 166 172 179 187 195

Curacao 943 675 683 928 948 710 742 768 787 806 822 837
Exports of Services

St. Maarten 824 763 809 902 1040 1064 1149 1219 1299 1386 1486 1593

Curacao 1025 1066 956 1228 1421 1571 1657 1750 1825 1892 1957 2021
Imports of Goods and Services

St. Maarten 1065 958 931 970 1027 1190 1239 1314 1404 1503 1609 1724

Curacao 2756 2411 2609 2925 3131 2808 2850 2896 2940 2975 3024 3088

Sources: Central bank of Curagao and St. Maarten; and IMF staff projections.
1/ Overall numbers are the sum of the two countries' BOP.
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Table 6. Curacao: Macroeconomic Framework, 2008-19

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Proj.
(Percentage change, unless otherwise indicated)
Output and demand (volumes)
GDP 35 -0.6 -36 -05 -05 -06 0.7 0.9 11 11 13 13
Domestic demand 31 -1.4 43 -21 -0.3 -2.0 0.1 0.3 0.4 0.5 0.7 0.8
Private consumption 31 -5.5 7.0 00 -05 -25 -10 0.3 0.4 0.6 0.6 0.7
Public consumption -2.0 29 16 -20 -01 -38 0.1 0.3 0.4 0.6 0.8 0.9
Gross fixed capital formation -3.1 13 23 0.4 0.2 0.1 2.5 0.4 0.5 0.1 1.0 1.0
Private investment -2.9 0.9 2.2 0.4 0.2 0.1 0.3 0.4 0.5 1.0 1.0 1.0
Exports of goods and services 124 -74 9.1 238 8.8 1.0 31 39 38 32 3.0 29
Imports of goods and services 95 -71 51 121 6.6 -1.0 20 2.7 25 22 2.2 21
Net exports (contribution to growth in percent of GDP) -0.1 1.0 -85 30 -01 1.6 0.4 0.4 0.4 0.4 0.3 0.2
Prices, costs, and income
Consumer price inflation (harmonized, average) 6.9 1.8 2.8 23 3.2 13 19 20 2.0 21 21 21
Consumer price inflation (harmonized, end-year) 7.9 0.4 19 3.0 2.5 0.7 19 2.0 2.0 21 21 21
GDP deflator 5.5 19 6.6 35 35 1.6 31 2.8 2.0 0.2 2.0 17
Labor productivity -1.0 -0.7 -8.0 -4.9 -1.6 -1.8 -11 -0.5 -0.1 21 0.4 0.4
Labor market
Labor force 21 44 0.5 1.0 15 13 1.0 1.0 1.0 1.0 0.8 0.5
Employment 4.6 0.1 0.0 0.5 1.8 1.8 1.8 15 13 1.0 0.8 0.8
Unemployment rate (in percent) 10.3 9.6 9.7 98 115 130 124 119 117 117 117 115
(In percent of GDP)
General government finances 1/
Overall balance -15 7.8 96 -30 -14 -20 -24 -24 -18 -11 -09 -09
Primary balance 14 104 115 -21 -05 -11 -16 -16 -10 -03 -02 -02
Gross debt 517 43.6 281 345 299 313 376 362 346 346 344 344
Balance of payments
Current account balance -264 -167 -309 -273 -281 -211 ~-171 ~-133 -11.2 92 -89 -83
Goods trade balance -429 -37.0 -41.3 -395 -417 -383 -371 -364 -359 -352 -349 -349
Service trade balance 151 137 84 143 174 217 234 253 266 276 283 289
Net FDI 5.2 17 25 33 14 11 25 25 25 25 25 25
Gross external debt 304 742 1073 1028 93.2 1033 1096 1147 1199 1251 129.2 130.7
Exchange rates (period average)
LCU per US$ 179 179 179 179 179 179

Sources: Central Bank of Curacao and St. Maarten; and IMF staff estimations and projections.

1/ Data from 2008-2010 reflects the fiscal operations of the local island government. Data from 2011 onwards refers to the new

island government that has integrated the fiscal operations of the previous central government of the Netherlands' Antilles.
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Table 7. Sint Maarten: Macroeconomic Framework, 2008-19

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Proj.

(Percentage change, unless otherwise indicated)
Output and demand (volumes)

GDP 03 -50 0.0 -1.7 13 0.9 17 18 22 24 2.6 25
Domestic demand 42 77 -7.2 -0.1 12 -0.3 12 25 27 31 31 31
Private consumption 13.0 -5.0 -6.9 -2.0 0.5 0.0 11 3.0 34 4.0 4.0 4.0
Public consumption -15 6.2 -0.9 2.0 18 -17 15 15 15 15 15 15
Gross fixed capital formation -1.9 12 -107 -13 2.8 0.7 14 21 21 2.0 2.0 2.0

Private investment -0.9 08 -116 -13 0.5 0.8 23 23 23 2.0 2.0 2.0
Exports of goods and services -86  -27 0.5 -0.2 2.0 24 34 38 4.2 43 4.5 4.5
Imports of goods and services -47 5.8 -7.1 15 21 16 31 45 4.7 4.9 5.0 5.0
Net exports (contribution to growth in percentof G~ -3.9 3.0 7.2 -1.5 0.1 0.8 0.5 -04 -0.3 -0.4 -0.3 -0.4

Prices, costs, and income

Consumer price inflation (harmonized, average) 4.6 0.7 3.2 4.6 4.0 25 21 2.1 2.1 2.1 2.1 2.1
Consumer price inflation (harmonized, end-year) -04 6.0 14 5.1 3.6 27 23 21 21 2.1 21 21
GDP deflator 5.5 5.8 4.4 6.3 4.2 29 3.0 25 2.0 1.2 23 23
Labor productivity -1.2 -6.5 -1.7 -3.2 -1.6 -2.5 04 0.3 1.0 21 13 14

Labor market

Labor force 25 25 15 15 13 13 13 13 1.0 1.0 1.0 1.0
Employment 16 16 18 15 3.0 35 13 15 12 11 13 12
Unemployment rate (in percent) 114 122 120 12.0 10.4 8.5 84 8.2 8.0 7.9 7.6 7.5
(In percent of GDP)
General government finances 1/
Overall balance -03  -10 7.0 -1.7 -1.0 -11 -2.0 -2.0 -1.8 -17 -15 -0.8
Primary balance -03  -1.0 7.0 -1.0 -0.3 -0.5 -16 -15 -14 -1.3 -1.1 -0.5
Gross debt 309 334 154 25.0 24.6 243 30.8 315 320 323 323 316

Balance of payments

Current account balance -20.6  -15.1 -6.2 -0.3 9.6 14 15 2.2 18 1.0 1.0 0.8
Goods trade balance -81.7 -71.0 -669 -651 -64.8 -73.5 -76.1  -785 -81.8 -85.2 -88.2 914
Service trade balance 69.1 634 67.0 715 79.4 784 82.6 84.9 87.6 90.4 93.3 96.2
Net FDI 8.3 4.6 33 -5.3 18 3.0 3.0 33 35 3.0 3.0 3.0
Gross external debt 47.7 1132 1263 1113 95.1 82.0 754 69.6 64.1 58.9 53.7 489

Exchange rates (period average)
LCU per US$ 179 179 179 179 179 179

Sources: Central Bank of Curacao and St. Maarten; and IMF staff estimations and projections.
1/ Data from 2008-2010 reflects the fiscal operations of the local island government. Data from 2011 onwards refers to the new
island government that has integrated the fiscal operations of the previous central government of the Netherlands' Antilles.
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Table 8. Curacao: Government Operations, 2011-19

(In percent of GDP)

2011 2012 2013 2014 2015 2016 2017 2018 2019
Projection
Total Revenue 29.2 29.8 285 283 283 28.3 283 283 283
Tax Revenue 26.2 255 253 255 255 255 25.5 25.5 25.5
Taxes on income and profits 129 12.7 11.9 11.9 11.9 11.9 119 119 11.9
Profit tax 3.6 3.6 31 31 31 31 31 31 31
Wage tax 9.3 8.9 8.7 8.7 8.7 8.7 8.7 8.7 8.7
Taxes on property 0.9 0.8 0.8 0.9 0.9 0.9 0.9 0.9 0.9
Taxes on goods and services 9.0 9.0 9.7 9.7 9.7 9.7 9.7 9.7 9.7
Excises 1.9 14 17 17 17 17 17 17 17
Sales tax 5.7 6.6 6.9 6.9 6.9 6.9 6.9 6.9 6.9
Other taxes on goods and services 14 1.0 1.2 1.2 1.2 1.2 1.2 1.2 1.2
Taxes on intenational transactions 33 3.0 28 28 28 2.8 2.8 2.8 2.8
Other taxes 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Grants 1/ 0.3 11 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Other revenue 25 31 29 25 25 2.5 2.5 2.5 2.5
Capital revenue 0.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Expenditure 322 31.2 30.5 30.7 30.6 30.1 29.3 29.2 29.2
Current Expenditure 30.7 29.5 27.0 27.1 27.2 27.3 27.3 27.3 27.4
Wage and Salaries 13.2 128 125 124 123 1222 121 12.0 11.8
Goods and Services 39 3.8 3.6 3.6 3.6 3.6 3.6 3.6 3.6
Social Benefits 2/ 115 10.8 8.8 9.1 9.3 9.5 9.7 9.8 10.1
Subsidies 11 12 12 1.2 12 1.2 1.2 1.2 1.2
Interest Payments 0.9 0.9 0.9 0.8 0.8 0.8 0.8 0.7 0.7
Capital Expenditure 1.5 17 35 3.6 34 2.8 2.0 1.9 1.8
Overall Balance -3.0 -14 -2.0 -2.4 -2.4 -1.8 -11 -0.9 -0.9
Primary Balance -2.1 -0.5 -1.1 -1.6 -1.6 -1.0 -0.3 -0.2 -0.2
Current Balance -1.5 0.3 15 12 1.0 1.0 0.9 0.9 0.9
Memorandum item:
Gross Government debt 34.5 29.9 313 37.6 36.2 34.6 34.6 34.4 34.4

Sources: Data provided by the authorities and IMF staff estimates.
1. Grants in 2012 reflect the debt relief to settle arrears.
2. Includes transfers to cover the deficit of funds not integrated into the central budget, such as those for social security/insurance.
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Table 9. Sint Maarten: Government Operations, 2011-19

(In percent of GDP)

2011 2012 2013 2014 2015 2016 2017 2018 2019
Projection
Revenue 241 25.6 231 231 233 235 237 2338 239
Taxes 187 189 185 185 187 189 191 19.2 193
Taxes on income, profits, and capital gains 16 13 12 12 13 13 13 13 13
Taxes on payroll & workforce 7.3 7.1 7.0 7.0 7.0 7.1 7.2 7.3 7.4
Taxes on property 0.9 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.5
Taxes on goods and services 8.9 9.8 9.7 9.7 9.8 9.9 10.0 10.0 10.0
Other taxes 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Capital Grants 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other revenue 5.2 6.7 46 46 46 4.6 4.6 4.6 4.6
Expense 244 247 234 231 22.8 229 229 22.8 22.8
Compensation of employees 9.5 10.1 10.0 10.0 10.1 10.2 10.3 10.4 10.6
Goods and services 6.1 7.1 5.2 5.2 5.2 5.2 5.2 5.2 5.2
Consumption of fixed capital 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5
Social benefits 1/ 15 14 23 24 25 2.6 2.7 2.8 29
Subsidies 6.2 49 47 45 4.0 39 38 35 33
Interest 0.7 0.7 0.6 0.5 0.4 0.4 0.4 0.4 0.3
Gross Operating Balance 0.2 14 0.2 0.5 1.0 1.2 13 15 15
Net Operating Balance 2/ -0.3 0.9 -0.3 0.0 0.5 0.6 0.8 1.0 1.0
Net Acquisition of Nonfinancial Assets 14 19 0.8 2.0 25 2.5 2.5 2.5 19
Overall Balance -17 -1.0 -11 -2.0 -2.0 -1.8 -1.7 -15 -0.8
Memorandum items:
Current Balance -0.3 0.9 -0.3 0.0 0.5 0.6 0.8 1.0 1.0
Primary Balance -1.0 -0.3 -0.5 -1.6 -1.5 -14 -13 -1.1 -0.5
Gross debt 25.0 24.6 24.3 30.8 315 32.0 323 323 316

Sources: Data provided by the authorities and IMF staff estimates.
1. Includes transfers to cover the deficit of funds not integrated into the central budget, such as those for social security/insurance.
2. Gross operating balance minus consumption of fixed capital.
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CURACAO AND SINT MAARTEN: RISK ASSESSMENT MATRIX (RAM) /*

Nature/source of main risk Relative Potentt'al 1mpa.ct if realized | Suggested policy response
likelihood (high, medium, low)
(high,
medium,
low)
. Medium . .
Protracted period of slower . Any built fiscal margins could
R . Both countries, and Curacao
growth in Europe (larger High . ) be used to buffer the brunt.
. in particular, source a large .
than expected deleveraging ' ) Monetary policy needs to
: . share of their tourists from .
or negative surprises on Furope remain geared to remove
potential growth.) urop distortions.
. . . Medium . .
Financial stress in the Euro . Any built fiscal margins could
. Both countries, and Curacao
area re-emerges triggered . ) be used to buffer the brunt.
. . in particular, source a large .
by stalled or incomplete Medium ' . Monetary policy needs to
. . share of their tourists from .
delivery of national and euro remain geared to remove
. . Europe . .
area policy commitments distortions.
Political and economic High fo.r Curacao
. el Low for Sint Maarten I .
instability in Venezuela . ; . Any built fiscal margins could
. . Venezuela is Curacao’s main
(ongoing protests result in ) . be used to buffer the brunt.
Zo . . trading partner, accounting .
major disruptions of Medium Monetary policy needs to
. . . for the second largest share .
economic activity, requiring ) S remain geared to remove
. . of tourists. Oil price to . .
tightened limits on exports of . distortions.
Curacao may also increase.
hard currency/travel)
. . . Medium
Surges in global financial . . The peg should be defended,
o1 While capital controls should | . . .
market volatility (related to h . if necessary by tightening
UMP exit), leading to prevent immediate large monetary policy and slowing
! High outflows, intensified

economic and fiscal stress,
and constraints on country
policy settings.

pressures on reserves might
raise questions on the peg.

down the planned public
investments to reduce
imports.

1/ The RAM shows events that could materially alter the baseline path discussed in this report (which is the scenario

most likely to materialize in the view of the staff). The relative likelihood of risks listed is the staff's subjective

assessment of the risks surrounding this baseline. The RAM reflects staff's views on the source of risks and overall

level of concerns as of the time of discussions with the authorities.
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The improving global outlook and the recovery in tourism are expected to support economic activity
in the near term, especially in Sint Maarten. Curacao’s economic activity will also benefit from the
construction of a large new hospital. Growth should accelerate in the medium term, especially if
structural bottlenecks hampering investment, innovation, and competitiveness are addressed.

Executive Board Assessment
Executive Directors endorsed the staff's appraisal, as follows:

The authorities of both countries have made important efforts to strengthen their underlying fiscal
position. Looking forward, they should continue to gear fiscal policy toward supporting ongoing
external adjustment and building buffers. Curacao should reform the public sector pension system,
achieve further efficiency gains in the public apparatus, and improve the governance of its public
companies. For Sint Maarten, strengthening the tax administration to tackle declining tax compliance
and fund its newly acquired functions is critical. The latter could also be bolstered by increased
contributions to the budget by public companies. The next government after the coming elections
should build on the current administration’s efforts to keep public wage developments in check,
including by reviewing the existing indexation mechanisms. These policies would allow both
countries to maintain public debt at sustainable levels despite important investment needs, and build
buffers to respond to future shocks. Keeping public sector wage growth firmly in line with
productivity is also important for its signaling effect on private sector wages.

The central bank should encourage prudent lending behavior and closely monitor banks’
deteriorating asset quality. Rather than resorting to bank-level credit ceilings, banks’ excess liquidity
should be sterilized through a more aggressive use of certificates of deposits and further reserve
requirement increases as appropriate. Over time, the existing limits and penalties on outward
investment by pension funds should be removed. As planned, the central bank should divest its
holdings of non-financial corporates’ bonds, and refrain from direct financing of non-financial
companies in the future.

Significantly greater effort is needed in tackling structural impediments to growth and job creation. A
dynamic private sector, which is the linchpin of sustained growth in the medium term, requires
tackling the maze of permits and licenses, which has hampered investment and innovation, especially
in Curacao. Rigid labor laws and the system of welfare payments for unemployed should be
reviewed, to shift emphasis from protecting jobs to protecting workers, facilitate needed cyclical
adjustments in the workforce, and ensure adequate incentives and support for job search by the
unemployed. Restrictions to hiring foreign workers should be removed, while at the same time
ensuring that all workers (local and domestic) are afforded adequate labor conditions. These policies
and reforms would also underpin the currency peg (which has provided both countries with a stable
macroeconomic environment since 1971) via increased flexibility, competitiveness, and capacity to
withstand shocks.

Finally, both governments should improve the statistical infrastructure and data—which are presently
not adequate for effective macroeconomic analysis, surveillance, and policy response—through
greater investment and, where appropriate, technical assistance.
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Table 1. Curacao: Selected Economic and Financial Indicators, 2009-15

Fund position

Exchange rate

Curacao is part of the Kingdom of the Netherlands

and does not have a separate quota.

at NAf1.79 = US$1.

The Netherlands' Antilles guilder is pegged to the U.S. dollar

Area 444 (kmz) Population, thousand (2013) 152.8
Percent of population below age 15 (2013) 20.5 Literacy rate, in percent (2010) 96.7
Percent of population aged 65+ (2013) 13.7 Life expectancy at birth, male (2012) 74.4
Infant mortality, over 1,000 live births (2012) 11.3 Life expectancy at birth, female (2012) 80.7
2009 2010 2011 2012 2013 2014 2015
Proj.
Real economy (change in percent)

Real GDP 1/ -0.6 -3.6 -0.5 -0.5 -0.6 0.7 0.9
Private consumption -5.5 7.0 0.0 -0.5 -2.5 -1.0 0.3
Public consumption 2.9 1.6 -2.0 -0.1 -3.8 0.1 0.3
Gross fixed investment 1.3 -2.8 0.4 0.2 0.1 2.5 0.4
Net foreign balance 2/ 1.0 -8.5 3.0 -0.1 1.6 0.4 0.4

CPI (12-month average) 1.8 2.8 23 3.2 1.3 1.9 2.0

Unemployment rate (in percent) 9.6 9.7 9.8 11.5 13.0 124 11.9

General government finances (in percent of GDP) 3/

Primary balance 10.4 11.5 -2.1 -0.5 -1.1 -1.6 -1.6

Primary balance w/o debt relief 2.1 5.4 -2.1 -1.5 -1.1 -1.6 -1.6

Current balance 8.1 10.0 -1.5 0.3 1.5 1.2 1.0

Overall balance 7.8 9.6 -3.0 -1.4 -2.0 -2.4 -2.4

Public debt 43.6 281 345 29.9 313 37.6 36.2

Balance of payments (in percent of GDP)

Goods trade balance -37.0 -41.3 -39.5 -41.7 -38.3 -37.1 -36.4
Exports of goods 23.5 231 30.5 30.3 22.4 22.6 22.5
Imports of goods 60.5 64.4 70.1 72.0 60.8 59.7 58.9

Service balance 13.7 8.4 14.3 17.4 21.7 234 253
Exports of services 37.1 324 40.4 454 49.7 50.5 51.4
Imports of services 23.4 23.9 26.2 28.0 28.0 271 26.1

Current account -16.7 -30.9 -27.3 -28.1 -21.1 -17.1 -13.3

Capital and financial account 8.5 26.7 26.4 24.8 19.5 18.1 16.1
Net FDI 1.7 24 3.2 1.4 1.0 24 24

Net official reserves (in millions of US

dollars) 9294 1,234.0 1,2441 1,246.3  1,220.6 1,293.8 1,440.4
(in months of imports of goods) 6.4 7.8 7.0 6.6 7.6 7.9 8.6
(In percent of short-term debt) 76.2 83.8 90.5 109.9 124.6 119.9 122.9

External debt (in percent of GDP) 74.2 107.3 102.8 93.2 103.3 109.6 114.7

Memorandum items:

Nominal GDP (in millions of US dollars) 2,871 2,951 3,039 3,131 3,162 3,282 3,407

Per capita GDP (change in percent) -4.1 23 25 2.0 0.0 2.8 2.8

Real effective rate (2007=100) 93.8 100.1 97.6 96.3 95.6

2/ Contribution to GDP growth.

Netherlands Antilles.

1/ Based on IMF staff estimates of deflators.

Sources: Data provided by the authorities; and IMF staff estimates.

3/ Data from 2009-2010 reflect the fiscal operations of the local island government. Data from 2011 onwards refer to the
new island government that has integrated the fiscal operations of the previous central government of the

36 INTERNATIONAL MONETARY FUND




CORRECTED: 7/28/14
KINGDOM OF THE NETHERLANDS—CURACAO AND SINT MAARTEN

Table 2. St. Maarten:

Selected Economic and Financial Indicators, 2009-15

Area 34 (km?) Population (2012) 39
Percent of population below age 15 (2010) 234 Literacy rate, in percent (2010) 95.8
Percent of population aged 65+ (2010) 3.6 Life expectancy at birth, male (2010) 73.1
Infant mortality, over 1,000 live births (2010) 6.0 Life expectancy at birth, female (2010) 78.2
2009 2010 2011 2012 2013 2014 2015
Proj.
Real economy (change in percent)

Real GDP 1/ -5.0 0.0 -1.7 1.3 0.9 1.7 1.8
Private consumption -5.0 -6.9 -2.0 0.5 0.0 1.1 3.0
Public consumption 6.2 -0.9 2.0 1.7 -1.7 1.5 1.5
Gross fixed investment 1.2 -10.7 -1.3 2.8 0.7 1.4 21
Net foreign balance 2/ 3.0 7.2 -1.5 0.1 0.8 0.5 -0.4

CPI (12-month average) 0.7 3.2 4.6 4.0 2.5 2.1 2.1

Unemployment rate (in percent) 12.2 12.0 12.0 104 8.5 8.4 8.2

General government finances (in percent of GDP) 3/

Primary balance -1.0 7.0 -1.0 -0.3 -0.5 -1.6 -1.5

Primary balance w/o debt relief -1.0 29 -1.0 -0.1 -0.5 -1.6 -1.5

Current balance -0.2 7.8 -0.3 0.9 -0.3 0.0 0.5

Overall balance -1.0 7.0 -1.7 -1.0 -11 -2.0 -2.0

Public debt 334 15.4 25.0 24.6 24.3 30.8 315

Balance of payments (in percent of GDP)

Goods trade balance -71.0 -66.9 -65.1 -64.8 -73.5 -76.1 -78.5
Exports of goods 15.2 13.8 13.6 13.3 17.3 14.9 14.8
Imports of goods 86.2 80.7 78.7 78.1 90.7 91.0 93.4

Service balance 63.4 67.0 71.5 79.4 78.4 82.6 84.9
Exports of services 89.3 90.7 96.8 105.7 104.2 107.4 109.1
Imports of services 25.9 23.7 25.4 26.3 25.9 24.8 24.3

Current account -15.1 -6.2 -0.3 9.6 1.4 1.5 2.2

Capital and financial account 12.4 -0.2 -0.2 -18.5 -8.8 1.0 1.3
Net FDI 4.6 3.3 -5.3 1.8 3.0 3.0 3.3

Net official reserves (in millions of US

dollars) 293.5 389.7 249.1 2495 239.6 277.2 333.5
(in months of imports of goods) 4.8 6.5 41 3.9 3.1 34 3.8
(In percent of short-term debt) 62.0 82.1 54.7 60.3 63.6 76.3 95.4

External debt (in percent of GDP) 113.2 126.3 111.3 95.1 82.0 75.4 69.6

Memorandum items:

Nominal GDP (in millions of US dollars) 855 892 932 983 1,021 1,070 1,117

Per capita GDP (change in percent) 3.9 7.9 27 3.9 1.0 41 3.8

Real effective rate (2000=100) 101.4 103.0 103.5 106.2 104

Fund position
Exchange rate

St. Maarten is part of the Kingdom of the Netherlands and does not have a separate quota.
The Netherlands' Antilles guilder is pegged to the U.S. dollar at NA.f 1.79 = US$1.

Sources: Data provided by the authorities; and IMF staff estimates.

1/ Based on IMF staff estimates of deflators.
2/ Contribution to GDP growth.

3/ Data from 2009-2010 reflect the fiscal operations of the local island government. Data from 2011 onwards refer to the new island
government that has integrated the fiscal operations of the previous central government of the Netherlands Antilles.
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