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FOREIGN DEBT OF THE BAHAMAS; 1965 - 1978

1. Introduction
Forelgn Indebtednass of developing countries 1s generally

explained In terms of thelr economlc growth and development. Economic
growth depends\to a large extent on domestic_capital accumulatlon but
there ware severe limitations to this in developing countrles owlng,
Inter alla, to a low level of productivity and savings, Forelgn loans are,
therefore, needed to complement domestic savings for flnancing the large
Investments In infrastructure and industry that the growth process demands,
However, it has to be recognized that the inficw of foreign resourcas
will give rise in the near future to a return flow of amortlzation payments,
causing a prassure on the balance of payments.

As the production base ls narrow, the additional Income accruing
from thase Invastment ex;enditu}es will fﬁrther stimylate demand for
Imports. Also, awing éo tha inequitable structure of income distributlon
In developling countrles, the demand for luxury imports increasss. The
-dual problem facing developing countries, thersfore, |sthat of accelerating
demestlc capital formation torpromote self-sustaining growth and that of
expanding exports of gcods and sarvices to earn the necessary foraign.
axchangea to finance thelr growlng demand For imports and to meet
amortization payments.

Howaver, experlence has shown that developing countries can
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never rely solely on domestlc savings to finance thelr davelopment.

Also thelr [mport requirements cannot be financed completely by export’
earnings as the growth of the latter is subject to wide fluctuations
caused by external Tactors such as changes in the structure of demand In
advancad in&ustriai countries, tariffs and othar protective barriers to
International trade; and internal forces in the form of domestic structural
barrlers to the axpansion of exports. Foreign borrowing makes it possible,
In principle, to finance heavy investments that are crucial to thé -
growth process by incraasing the c;pacity to Import capital goods and
other Inputs Including technical expertise,

3

The central objectives of this paper Is to show how foreign borrowing

1

has sustalned the econamic deve lopment of The Bahemasrand contributed -
gignificantly to the foreign exchange earning?capacity of the country.
The study Qil] anaiysefthe stru;ture and growth of public sector
foreign debt over the period 1965 to 1978 and the management of the debt over ~t .
the five year period 1973 to 1978, No attempt Is made to discuss debt
management pricor to 1973 owing to- the naucity of data on public sector
debt operatlons prior to this date. )
The structure of the paper is as follows: Section two axamines
the budgetary operations of the Government and non-flnancial public
enterprises tao establish the underlying rztionale for foreign borrowing.
Sectlion three dlscusses the structure and ccmpasition of the fordign

debt, Section four axamines growth trends in the outstanding

debt. Sectlon flve deals with debt management In general terms and
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then relates it more speciflcally to The Bahamas. The foreign debt l
operatlons of the Government and the public co;porations are lookad at
separately for the years 1973 to 1978. In section six we will try to
assess the benefits of foreign indebtedness by examining the impact of
forelgn borrowing on domestlic employment, on Government finances and
on the balance of payments, Section seven concludes with a discussion
of the teed for continued access to foreign loans for 2 country such as

The Bahamas with its limitaed domastic resources,

111 Public Sector Budgetary Operations

The publlc sector expanded its role in economic activity for the
period under study both in terms of providing improvad public¢ services
and of maintaining existing ones. The Government also Increasad its
Involvement in other key areas of economic actlvity such as the tourist
Industry. An analysis of the Government's budget from 1969-1978 shown
In Table 1 reveals that the luIrent account recorded a surplus for
all years except 1971, However, when capital expenditures are added the buget
shows a deflcit for every year excapt 1973.! The daficit is compounded
when net lending to public corporations is taken Into account..

An important part of the public sector!s activity is performed
by pubifc corporations which Include Bahamas Broadcasting Corporatlon,
Bahamas Electricity Corporatlon, Bahamas Telecommunications Corporations,
Water and Sewaerage Corporation, Bahamasair, Hotel Corporation,

the Agricultural Corporation and the Development Corporatlon,



For the period 1973 - 1977, public corporations showed a combined
current surplus of $16,9 million. Capltal outlays for the same
pericd of $§75.6 ml11lon lad to net borrowing of $56.7 miliifon,

For 1978, capltal expenditures Is estimated to be of the order of
§16.2 million which will require flnancing in the amount of $14.0m;
Budgetary deficit ;bgg%zyLe viewed as a consclous attempt

on the part of the public sector to promote economic and social
development through improved infrastructural facilitles, better
education, housing and health facilities and through increased
exployment opportunities, Fforeign loans are required to flnance
Imports resulting from large capltal expenditure for infrastructural,
industrial and commercial projects undertaken directly by Government
or indirectly through public corporations which provide the natbn

with essential social services. The country!s dependency on

—.

foreign borrowing, therafore, should not be explained In terms Qf

—

the inabillity of Government to control expenditure or to Increase

——

the sources of revenue but rather in terms of a dellberate pattern

—— ~

of development adopted by the Government.
-

111, The Structure of Publlic Sector Forel gn Debt

Forelgn Indebtedness may arise for a varfety of reasons namely
to cover a current account deficit; to flnance a budgetary deficit;
to flnance expenditures of a capltal nature of publfc corporations
or to meat the foreign exchange needs of the prlvate demestlc
sactor for Investment and operating capltal. The need to borrow

to resolve flnancial difflculties associated with balance of payments
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has not arisen In the case of The Bahamas as the surplus reallzed
in the invigible trade accaunt, due primarily to forefgn exchange
recelpts from tourism, have traditionally teen sufficient to
offset to a significant extent the visible trade defliclit, The
private sector no doubt constitutes an important source of fareign
borrowing but this sudy is concerned with foreign indebtedness
originating in public sector borrowing.

There are wwo sources of foreign loans in the case of The
Bahamas - dlrect borrowing from International institutlons and
foreign currency loans raisad from demestic banks, hgreafter,
referred to as 'i{nternal foreign currency loans‘.- Bemestlc banks
provide Government with forelgn currencyloans to purchasae.
forelgn=held property directly or indirectly through pub{Ic
corporatlons.

Details of the terms and condtions and purposes of Govern-
ment foreign loans are given in Table 11, External loans had
maturities of five to Tifteen years with interest rates ranging
from 53% to 10 3/#%._ Internal forelgn curre;cy loans ranged
in ma£urities of‘five to twenty years with interest rates of 63%
to 10 3/b% for the four loans shown in the table, Repayments, in
the main, were on a semi=~annual basis. The consortium loan was
obtainad in domestic currency as well as in foreign currency and
the forelgn currency portlon was pegged at a rate of 11% above
the London interbank cfferirate., With regard to the foreign
currency portion of the Registered Stock issue, these were available
In the range of maturity dataes shown, The first Interest rate

was payable on May 1, 1978 and subsequent payments on



November 1, and May 1| of each subsequent year at a2 rate of 13%

Fl

per annum above the MNassau interbank offer rate obta!ningﬂtwo
days prior to the respective Interest rate dates,

[nternational 1oaqs_raised in 1966, and 1967 and 1972 with
twelve to fifteen years maturity were at rates between 5%% and
7%. While the rates on loans obtained-in 1973 and 1977 were
higher at between 5% and 10 3/b% owing to tighter credlt conditions
in the intarnational market, Ratas on internal iocans were also!
high due to the fact that Government had t0 compete with the
private sector for cradit, therefore, having to pay rates of up
to 10% or higher,

Admittedly, the rates charged on cartain loans are high but
they may be justified by the expected flow of income and social
benefits that the nation will derive from the Investment of these
loans [nto productiﬁe aconomic activities.

The purpose for which the loans were obtaired are clearly
cutlined in Table 11, |In the cases whare funds were earmarked
for a variety of capital grojects, the purpose Is cited as
'seneral budget finance', The first foreign loan, the revolving
loan which was obtained frem a domestic benk was used to flnance-
imports and services from abroad. All other loans were for
financing various capital development projects or for purchasing
forelgn-held property in the agricultural and tourist sectors.

Details relating to the terms and conditions and purposes
of Government Guaranteed debt |s shown in Table 111,

External loans were gquaranteed for three public enterprises
- Bahamas Electricity Corporation (B.E.C.), Dahamas Telecommuni-

catfons Corporation (Datelco) and Water and Sewerage Carporation,

T mperm e mae T wmpe - -
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The first two corporations had to resort to foreign borrawing to
finance the Import ccmponent of their extensive capital development
projects as outlined in Table 111.in view of Inadequate surpluses
or transfers from the Government. Loans ta 3.E.C. and Batelco
carried longer maturities of 8 - 20 years with intarest rates
ranging from 53% to 10% as shown in the tabls,

The Watar and Sewerage Corporation obtained external financing
frem the World Bank in the amount of $10,0 million and from
the Caribbean Development Bank a sum of $3.2 milllon to implement
an expansion project a2imed at increasing the supply of potable-
water for New Providence. Both loans werea granted for a
beriod of 20 years at a rate of interest of 8.9%. In addition,
co-financing to the extent of US 56 million was available from
local commercial banks.

In ;ggard to internal financing, foreign currency loans
ware made to the Broadcasting Corporation and the Hotel
Corporation. In respect of the former, a loan for $0.4 million
was recelved from a domestic bank for eight years to finmance
the expansion of the radio statlon, A further loan of $2.3
million was obtained frcm another commarcial bank for the building
of the television station. In 1977 the Hotel Corporation, which
now controls some 14% of total hotel capacity, obtained a loean
of $11.0 million from a local coemmercial bank which it used for
tha extension and renovation of government owned hotels and
for the renewal of hotel equipment and the building up of working
capital. No interest rates are quoted on these loans which are
In the form of an overdraft facliity.

From the foregoing, it 1s clear that foreign currency loans
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were ralsed malnly for development of infrastructure, the tourist

Industry and for the upgrading of hmman resources.

1V, The Growth of Public Sector Foreign Debt

| As an introudction to the growth of public sector foreign
debt, mentlion will be made of the ownership structure and asset-
type compostion of the debt, detalils of which are depicted in
Table 1V, With respect to portfolio sharas, the table reveals
that loans comprised the major proportion of the sxternal debt
and the internal foreign currency debt. I[n fact, the portfolio
of external debt consisted only of loans up until 1973 with the
introduction of government securities issued under the Registered
Stock Act of the same year., In regard to the internal foreign
currency debt, the amount of 30,3 miilion and $2.1 milllon

shown for government securities for the years 1968 and 1971
represent treasury bills,

The ownership structure of the debt is heavily skewed In
favour of ig}érnal financial instltutions in the case of the
external dabt and in favour of commercial banks with regards to
the intearnal foreign currency debt, Priéfhto 1972 the entire
external debt was held by internaticnal financial institutions,
thereafter the structure of ownership changed with the introduction
of commercial banks and offshore financial institutions in 1972
and 1973 respectively, The pattern s reversed for the Internal
foreign debt., Commercial banks were the only debt holders up
untll 1973 when other local flnancial institutions became part holders

of a small proportion of the internal forsign currency debt,
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A more detailed cnalysis of the growth in pgblic sector
forei gn debt will be given looking first at the Government
forelgn debt and then at the Government Guarantsed debt.

(1) Governmént Foreign Debt

The historical pattern of Government foreign debt is shown
In Table V., The only Toreign currency loan obtained in 1965 was
the revolving loan of ;6.5 mi1lton from a domestic bank to
flnance imports and services from abroad. The total Government
foreign debt rose to 20,9 milllion by the end of 1966 with
the addition of one external loan in the form of a bonded debt
'n the United States amounting to $14,3 million., Government
farasign indebtedness incregsed further to $28.1 million in 1967
with two naw external loans - a supplier credlt from the Export
- import Bank of $4,2 million for the hartour development project
and a loan of $3.0 million frem the Canadian Export Credit
Insurance Corporation to go towards financing the expansion of the
water supply soystem in New Providence. Government's foreign debt
outstanding at :the end of 1967 showed an increase of 3$21.,5 milllon
ovar 1965, Foreign indebtedness ross b '{—.5 million iﬁr1968
primarlly as a result of additonal drawings on the inltial credit
advanced by the Export-import Bank.

Regular zmortization payments on external loans decreased
outstanding external debt by some $2.0 million per year from
1968 to 1971. However, internal foreign currsncy debt for the
same period thowed no change as the new loan of $2.0 million for
the purchase of the Royal Victoria Hotel was whally offsat by a

repayment in the same amount on the revolving loan. Total
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Government debt outstanding at the end of 1972, therefore, stood
at $29.2 million,

In 19?3 a refinancing loan of $30.0 million was obtainad
from a consortium of banks, $17,2 million of which was In foreign
currency. Of this (17,2 million, $10.3 million representing the
external ocortion was raised from offshore Tinancial institutions
and the remaining $5.9 million was obtained locally frem
commercial banks and other local financial institutions. With
the addifon of the consortium loan and the first instalment of
$3.1 million of supplier credit From the Export-import Bank for
the school building project, external debt outstanding for 1973
totalled §33.5 million, an increasse of $2.7 milllon over 1972,
The intarnal foreign currency debt increased by 56,1 million as
the consortium loan of $6.9 million was partially offset by
repayments of $0.8 million on other intarnal foreign currency
loans, Total Government foraign debt outstanding for 1973,
therefore, stocod at $46,0 million.

Repayments on sxisting loans accounted for the decline in
external debt between 197% and 1976, The marked rise in the
internal foreign currency debt batween 1973 and 1976 was primarily
due to the $20,0 million loan obtalned Trom 2z commercial bank in
1974 for tha purchase of the three Cable Beach Hotels and the
$2.5 mi1lion recsived {rom another commercial bank in 1975 for
the Hatchet Bay Plantation purchase, Overall Government foraign
Indebtedness between (S74 and 1976 showed a decline of $11,6 millicn
to $56.3 million at year-end 1976.

On October 21, 1574 the Govermment under the Reglsterad
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Stock Act issued stocks in the sum of $40 milljon, 510 million of
which was recefved in foreign currency. Of this $10 million,
$8.5 million was taken up by external sources and $1.5 million
by local financial institutions. A further axternal loan of
$4,8 million was granted in 1977 bringing total external loans
outstanding to $34.& million, Th internal foreign currency debt
peaked in 1977 at ;3.5 million with the addition of the 51,5
million Reqistered Stack issue and the new loan of 36,5 million
from a commercial bank., Total Government foreign debt reached a
record level of $69.4 million in 1977 falling to 359.9 million at
vear-end 1978 as a rasult of periodic amortization payments on
existing loans.

(11) Government Guaranteed Foraign debt

The features to note about the Govarnment Guaranteed
debt shown in Table Y1 are that up until 1574 all loans were from
external sources and up to 1976 all axternal loans were made to
only two corporations, that is, E.E.C, znd Catelco. As mentimed
earlier, both corporztions went through 2n expansionary phase‘
during the early seventies which required axtensive axternal
financing.,

External loans grew frem $21,5 million in 1968 to $32.7
million in 1973, an increase of $11.2 million (52,1%) aver 1968,
However, the need for foreign financing bty these two corporations
was tremendously reduced with the and of their respective expan-
sionary phases. The surpluses generated by these enterprises
during the later ysars sent toward servicing the debt, hence

the continuous decline in external indebtedness from $26,1 million
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in 1974 to $9.6 million at year end 1975, Repayments made during
1977 and 1978 more than offset the new loans of $1.5 million and
$2,5 million to the Water and Sewerage ilorporation in thess two
respactive vears.

The first internal foreign currency loan of $0,3 milllon
was made in 1974 to ths Groadcasting Corporation and this brought
the total Government “uaranteed debt outstanding to $26.4 million:
in 1974, In 1976, a loan of %6.0 million wes made to the Water
and Sewerage Corporation and the only other internal debt incurred
was an account of the Hotal Corporation in the amount of $11.0
mitiion In 1977. |nternal foreign indebtadness grew by §18.9
million between 1974 and 1978, However, owing ta the marked
decline in external loans during this period, total Government
Guaranteed foreign debt outstanding only increased by s2.4 million
to $28.8 million at the end of 1978.

The overall trend in the public sector foriean debt as
revealed by Teble 1¥ is an upward one. The debt grew at a
phencmenal rate betwean 1965 and 1968 from 36.6 million to $51.1
million, with a nominal decltine of §1.5 million in 1969, From 1969 to
1974, foreign debt increased by §$44.7 million to $94,3 million
reaching a peak level of $101.3 millicn in 1977 to and 1978

at $88,7 million,

¥, Forelan Debt Service

To achieve a positive rate of aconcmic growth it is essential
that borrowed foreiqn financial resources be so deployed that the
raturns fromt he investment are not only sufficient to meet future

debt service obligations but also to sustain the growth process,



Resources should e investad among projects in such a way

as to generate foreign exchange since the capacity ta

ot

n
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generate sufficient funds to ssrvice Zebt depends nar-
tially an the productivity of activities fimanced with the
aid af external capital.

The income accruing from investment in infrastruchural

industrial gr zammercisl activities will g2 available ta

sa2rvice the Z2ebt or such income may itself constituzse an in-
FTlow aof foreign exchsnge tg the extant that the gutput of the

preject can Ze sxpartecd. Howsver, the anility ta canvers
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income saved inte the fareign axcnamge required %o service

[T

A
the deht raises grablems sinc2 Fareign ex:hagﬁéﬁhas 3l tar-
native and competitive uses. It can be used, inter alia,
far sarvicing the debt ar for purchasing
tial tg the grawth =nd develaopment of the =2canamy. However,
with preper nationsl planning such conflicts aver aliernative
wses that may arise can bhe resolved.

The Tareign cdzht service agerazians af the public
sgctor in the dahcomas for tne periad 1973-1978 is daaictec

in Tables VII and VIII and summerized in Taoles IX,
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(i) Gagvernment Fcreign Debt

The rate of axpansion af Gavernment forelgn dedt was

less than thst af estimated GDP. The nominal cdebt grew at an

average annual rata of &4.5% compared with 7.3% far G0P. Canse-

puently, the ratio of Government foreign cebt to GOP as shown



in Table X declined for all years except 1974 and 1977. Gavern-

ment indebtedness also fell bhehind the growth in internatianal

(" .
regarves and -expgarts, but increased faster than imports. The
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afficlial regerves grew at an average annual rate af 5.6%, ex-
ports at 2 rete of 10.8% and imparts at a rate aof 1.1%. The

ratias of Foreica oebt so the wvarious. indicagtars are shown in

Table IX zhowe sthat Gavernment denht ‘gervice increased
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From 36.3 million in 1973 %o an =2stimstad -

interegt paymente). Amgriization paymenss oy Gavernmment grau
steadily between 1973 %o 1978 fraom $3.8 millian ta 210.7
millian. Th2 movementas in intarest paymenis wWere mare varied.
Governmant ﬂébt garvice increasedfaster than ithe growih
in GDP, international reservzs and the valumeg of trede. DOeot
geTvice grew at an avarage annual rate of 17.2%. Noi surpri-
singly, therefgarz, the zTatio aof debt service tao GDP, inter-

national reserves and irade volumes showed, in the main, an

averaged 1.5%. The disperity in the growin -ote of exports
and imparts on the ane hand ancd of imporis and cebt servica an

the ather indicatzs thot there was sufficient fareign exchange
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ta pay for imports as well as service the debt thus no conflict
arose between the sliernative uses of foreign exchange. Tha
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(wy
ct
(5]
M
=
<
] J
3
D]
L]
Ju]
ct
’ A
a
(i
3
gw}
J—
1~
18]
]
cF
pt
(W)
cf
n
8]
T
ct

relatively icw d=
imposed nma resl hurden on the Toreign exchenge =zarnings af &ne

cauntry.



]
N3
\n

1

Government Tuture debt ssrvice commitments are out-
lined in Table XI;

The Dattern af debt service egstimated for the near
Future snows a gradual decline in debt servicing fram the

gecond quarter aof 1979 up ta 4983 uwith rige af J2.2 millian
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While =zght or deidt service rasiogs gn their awn may
be insufficieni 40 cetermine unether ar not 2 country's
debt 1s beinc wmanagec aroperly, control of the nationis
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1980 ane 1985. Hawever, Table XI depicts a reszsanable pattern
af deght retirement during this period. A4lthough Gaoverament
debt sarvice gver 3he periaod 1973 to 1978 grsw at a remarkaibly

rata, the debt cervice ratia of i.5% was lawer snan that of

mast developing ccuntries.



(ii) Government Gusranteed Deot

The Gavernment Suarantead debt and debt service faoll
berinag the growih of BDP, $he couniry'g fareign exchange

regarveg ancd ithe volume af trade. The danot, in {act, daclined

at an average znnueal rate of 2.1% and debt service by 1.5%.
As expected the ratios in Tables X shawed a merksd deeline
far all years barring 1977 in 2acn case. In reqard ta deot

garvice, the cdecline ip thz ratias hegan =ftcr 1974% and cen-
tinued thrgugqhout 1973 =xczat in tne case af the rstia af
degt service to international raogarves far 1978. Howevar

H
we must Gear in mind shat the figures far 1978 sre anly gro-
visianzl gastimetes and to this extent the anslysis cannat ae
tan definitive. Tha guaranteed debt service ratia averagad
0.9% for the pericd 1973 to 1878,

dverall, in view af 3she judicious deployment af
borrowed foreilgn currency resaurces in agrojects winich dirsctly
earn fcrelign exchsnge ar in arojzcts which complement tha
fareign axchange zarning induatry nublic cectar debit s=Ervicing
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debt sver peEriocd grew ot =zn svergge annuzl -zte af 2.00%

campared with a growth rete af 7.3% in GOP, 10.8% in expart

garnings, 1.9% in imports and 6.6% in Toreign sxchange re-
serves, J1atal deat service @t an avarags annual rate of J.b4%
grew faster then GDOP, faoreign axchange reserves and lmparis,

but glower than zxpart receipts and the total debt service
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ratia amountad.ic an average of 2.4%.
The country's capaciliy tc earn foreign exchange can-

tinues t0 grow awing %o its vibrent tourist incustry, thereoy

incressing itz zbility ta repay its debt. With an average
public debt service ratia of 2.4%, it is not surprising that
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borrowino directly or incirectly fthrough nublic carparatians
not ta meei recurrent expenditures, but rather ta finance in-
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vestments vital o the growith praocess. ghart run benafits

of foreign credit is readily zpoparent in the farm af the avail-
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ability of foreign exchange but the qost in terms af ths impact
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mestic amplaoyment.

Fublic sector agrrawing inm itne dahamas has had ¢ signi-
ficent effecy an emplayment. The declinz in taurism curing
the years 1974 and 1975 owing to warld wide ccznamic recession
N

and inflation zlgwed our ecaonamic activiity tremendously lazoding

to a snarp rise in unemployment. The sharp reduction in domestic
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incame plsoo 2 aurain an Gaovernment Tinances gne ine
Governmegnt wes farced to curteil itc expenditure sven at the

caogt af delaying the implementation af impartant investment
prajects. Howevar, being cagnizant af ihe aoverricing import-
attce af touriasm to the Bahemian nnonamy, the Gove=rnment daciced
to perticipete cirectly in the taurist indusgery o sustain domes-
tic emelayment zZnd crowith oy surcnacinmg three luxury hotelz froom
fareign srivate investors with 2 520 wmillicn laan

tic bank. Thic timely maove by the Gaovernment 2revented s
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possible unemplicyment criszis and maintesined smaoloyment in She
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tourist industry. With world economic rscavary the senefifs af
this investment ty Gaovernment hegan to Tlsw Tco the zcanomy.
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axtznt that when new capital projects Tor which
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tianal-murkers fgr canstruction snd oiher acuvivities thus gencro-
ating secend and third round employment. As W.A. Lauwis
abserves, ait increase in infrastructure dozs not imply an in-
crease in--cutput af cammodities. It is haoped that the initial
investment by Government will stimulote further iavestment 5y
the private sectsr thus increasing amployman
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With regsrda the GQavernment Tinanceg,
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foreign debt leods pari passu to tising debt charges. Also ue
must hear in wmind that capital expenditure alsoc carrias wiih it

TECUTTIng
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Conseguently, any new capitsl preojecis which

1]
|
1]
o]
4]
@

X

are finanecgd by fareign resources will result in fursner ia-

cregses in recurrent exponditure. The praogpeciive income yield

(1) See W.A. Lewis (3) pp. 407
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from new caaoital investments must, therefare, bezsufficient

fad

to acequately service the debt as wall as ta cgver any re-
current axpenses arising $therefram if Tareign borrowing ig

ta be profiiable.

Table XIII shows Government farszign debt zharges in

absalute terms and =5 a zercentage af total Government sxpen-
iturz. ©Debt charzos ac 2 percantage aof total axpenditure grew
from 2o low af 3.8% im 1972 to a nigh of 10.3% in 1575, Talling

gracually inm 1976 2nd 1978 to rise again glighily in 1578 to
8.5%. ¢ garvicing aof the dept has, thereforz, not caused
tao mueh precsure an Gavernment Ffinances. The casts af fareign

horrowing in terme of hign cdebt charges must be weighed against

ok

thes benefizs wo the ecaonomy in the form of rising emp}oyment and
grawth. The price the Savernmens pays for foreign indebtacdness
in terms aof deht charges, i1s relatively small in camparisan wiih
the 1aﬁg run benefits that this and Tuture gensration will derive
from the assets creasec from investments in infrastructural, com-
mercial and agricultural projects. Besides, by using farezign
currency leanz to surcnaga industrial groozriy Ffarmerly awned

by fareigrazc, that incame whionwuld aarmally bhe trensferred

abr2ad will naow remain in the domestic scanomy end will, therae-

farz, be ovaillable %o go towards the servicing of this debs.

1

borrowing =zagses the immedizie pressure on the balcnce af nay-
ments thet would have resultecd Fram cdamestic Sorrowing. Althaugh

gamea

ta)
)

stic dcrrawing may obhsaoro some §F the excess liguidity that

chargacterises the banking system, if Gavernment Sarrows 7Tom



this scurce and spends the wmaney for copital projscts the
cauntry's bolcnce of payments will be adversely affected in
view of the cauntry's depencdence an imports. Admittadly, the

cast af foreign hborrowing ig higher than that of comestic

barrowing, but this would not pose = prablem if the foreian

[N

[

funds are invested in caerefully selecied nigh incaome yielding
OTO0jECtS.
The inflow af funds will alsz relieve wne arassurz an

~term Fluctuations

ot

nar

i)

L]
m
tn
o
or
m
3

QuT reservas and f: For meeting

in aur aslance af payments. The demand 7ar our exparts, which
ar2 moinly of 2 service nature, is 2n esxagenecus ane gver which

H
D
!

e have na cantral. The a

i

e, in ihe gvant ai g

ghartfall in exports earnings, we con draw dn Jur rEgerves Lo

]
-

caver the bzlance nayments ceficit =g well as to meet amorii-
zaticn peyments. If the need arises, we can also croaw gn medium

ta

]

m Financing fzcilities fram the International Monetary Fund.

e

If capitel oraojects gre financed by forzign loans, assum-

ing a gracg oeriod af 2 to 3 yaars ithen the pressure g our

reserves on accagunt.af dzbt szrvi will be delayed. Heanwhile,

i

3=
N
V]

o
I

the accretion fao the cauntryls ign sxcnhang2 regerves primarily

n

fram gur buayant iouristindustry cduring this corace periad will
cllow the Gavernment to meet fufure debt service abligatiaons. The

inflgw af foreign currency from a2xtarnal saurces gna the fareign
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mect future £zo0t servicing and as lang as &ne inflgows aof fareica
exchange on the current as well as an tne capital account 2xceeds

the outilaws -epresentingiinte

[41]

martizatlon noayments then

-
ok

gur Balance af ggyment pasition should reamin nelazhy.
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zarmarked gy ihe
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ugh the oublic corporation

a toreign Sorrowing reiner ihan domes-

tic financing frauwdown af

gxchange reserTves.

econamy such gurs € financino wouldllead

as

i

-

Xpen abroad with a concaomitant Tel

change greign borrowing, aon thi

TCSEeTVES.
indebtednass should not be consicdered

1
abvlionag.,

Motwishstanding this, 7ous

should managed so In it woeld nat
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gsome ts future generations. s laono

used to finance oroductive sconamic 2ciivi
Ne country's capacity to
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Given the nature of zur ecanamic system, cantinued

foreign indebtedness seems inevitable for the development

of ths
Hazhamasg
terms 1

gnsur=

gcanamy .

A borrowing policy which abtains far the

a zustzinable flaow of farzign losns at favaurahle

8 to be

thatanl

ancauraged. All efforss should be made to

the mast gracuctive anc i crigriity ara-

jecte whicn will generaste additional incoms znd 2mplayment

anould

. (2
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o minim

m
v}
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]
Lerme
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allaocg

L

gcd the limitad Tarsign reszources. What

]
cr

'mrogtige expenditures' sheould be kapt at
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