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MONETARY POLICY IN A SMALL, OPEMN DERENDENT
ECONOMY: THE CASE OF THE BAHAMAS.

Monetary policy plays a very important role in economic
growth.and!development, and central-banks, as agents of the
Governmeﬁt, are empowered with various tools of monetary
and credit control which can be apélied singly oxr in combination

to achleve certain policy objectives. These objectives incorporate
not only-therconventiénally accepted goal of influencing the level,
but also the direction of economic activity. The policy in finan-
cially advanced economies is to view the control of the money stock
as the proximate objective of monetary policy, with the underlying
assumption being that the expansion in the rate of growth of the

money stock leads to increases in nominal anome, employment and

the—prlce level. The;apprqprlaterpollcy unden'these circumstances,
‘therefefe# isfte'choosega“ﬁaéireﬂ'rate of grdwtﬂ,for'the-maney
éepply;which:is-consistent.with,the targets for'outéut, employment
andiprices, This underlies the monetarist approach as expounded

‘ by'Mllton Frledman.
| This approach -however, has little or no relevance for..
a small, open, dependent‘ec0nomy-where=the:money stock is not” an
exdgeneﬁs:variable that'ceh;be-manipelated by the monetary authorxities,
but rather an enéogenous variable determined by~the*baiance of payments,
the level of economic activity, the monetary base and the asset
'preference of‘commercial'benKSAand the non-bank public. In such:
ecenomiee} therefore,rany'attempts.by the monetary“authoritieS'tor
control the money stock would be beset Wlth.dlfflcultles. This

zfépaper'w1ll.rev1ew the-Central Bankﬁs experlencerln,the use of

T
X]

J"'monetary pollcy lnstruments over the.perlod.1979 Lo 1985
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with a view to highlighting the objectives of monetary policy in

the Bahamas and: the limitations surrounding its use..

The. structure of the paper will be as follows: In Section T,

we will discuss the basic philoéophy underlying moneﬁar§ policy
inuthé.Baﬁamas; and. the real, mbnetary*and.institutional factors ‘
- ,which5tend:£o complicate thé task of—conductiﬁg.monetary policy.
| Section IT will outline the various tools of monetary and credit

control at the Central Bank’'s disposal. Section ITI will review

monetary and credit developments in the late seventies, which
lgd to the adoption of certain monetary policy measures in late
.l§79 and 1980. Section IV will discuss developments leading up
td-the~various policy measures that.were_taken siﬁce 1980. In

’4—“Segtionzv;;some-concluding comments. will be made on the Ilimi-

tations. of monetary policy in a small, open dependent economy

"}like.tﬁe-Bahamds,'"
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Section I

RN -

The formulatiomn: and conduct of monetary policy is a reflection
}i of the economic and financial system in-which it'éperates. In

: advanced"ecgnomicsr for example, monetary policy is uséé é;imérily
2 .to.contro; inflation; on the assumption that there is a strongr
cﬁrielationnbetween.growth in the money suppiyg credit and infla-
tion. However, in the case of a small open, dependent economy,

I the success with which monetary policy can be used to effect growth

" and stability is very limited. In these economies, monetary policy

decisions are dictated, by and large, by external forces. 1In
the case of the Bahamas, monetary policy decigions are heavily in-
fluenced by developments in the United States, the major trading

“partner. Indeed, having regard to the strong trade and financial

ties that exist between the Bahamas and the United States, any

"attemgﬁs by ‘the Bahamian_aﬁtho#ities to pursue an independentiﬁdnetaiy*

pdlidy-based'on.domesticrconéidefations alone would be most im—

™
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prudent. E
In the exercise of monetary policy, the'Centrai Bank is’

S 7Lmindful:of-tﬁe;needwtqimaintainnbotﬂ intérﬁal and external stability.
However, the ability to achieve the former is-very limited sincer

Einflatidngis:primarilylfimportedﬁ'aﬁ& hencel-isvlargely‘outsidgr

the control of the authorities. The task of achievihg_internal
stability is further complicated by thazfact that thewe is little

: seoPe-for'maﬁipulating the prices of consumer and producer goods. as

:domestlc productlon,ls low. There is,,hOWeverT.somé room for

lnfluenCLng'the price: of?seIVLCes, partlcularly tourism through

fwages and,wagevsettlements.i The extent ho WhLChmthlS is

: done.can,and does_have’a.SLgnlflcant;lmpact on. overall costs and,
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and prices owing to the dominance of the tourist sector.
e Reragnizing the limited use to whichfmonetary policy can be success-

)~ . fully applied to achieve internal stability, and having regard to

the economy's strong reliance on external trade, and hence

f o

;.its:extremenvulnerability'ta external.vaga;ies, the Bank -
.'foeuSeS‘mainly:on'the'external balance. Monetary1policy,
therefore, is primarily geared towards protecting the country's .Q&é
international reserves.

|
(' The success of any monetary policy is determined in the

I

- - - -final analysis by the monetarxry authorities ability to control the
monetary base, hence influencing ‘the liguidity of commercial banks
—_——— T

and their ability to expand credit. The monetary base may bhe

analyzed from the 'source’ or the ‘use’ side. The net source bass,

that_ls, the supply of reserve money, is defined as. the net. forelgn

- assets of the Central Bank; net credit to the Government and commer-
c1al banks by the- Central,Bank- and other assets. of the Bank. The: .
uses: or the demand for the base are the net liabilities of the |
Central Bank, defined.as currency in active circulation and Commerf
cial bahkereserve& It is determined by the demand for eash.

“'of‘éhe.non—bank pubiic and.the:deriVed,demandefor requiredfreservee
and excess reserves of commerc1al banks. |

The unpredlctable 1nfluences on: forelgn exchange:- recelpts

andethe, by and large, uncontrollable impact of the fiscal budgetary

deficit on the source base makes the task of controlling the:money
stock very dlfflcult, if not 90831ble in the case of The Bahamas.
The lnflow of. foreigm. exchange is not under the direct control

of the«Central.Bank 51nce forelgn exchangeerecelpts or"losses

depend uitlmately on developments-ln the.real,sectorykln thls case:

the:tourlst sector'whlch,ls'the major source of the forelgn.exchange
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component,of the moneﬁary'base, Foreign exchange 1nflows from
tourlsm are’ generally unstahle, particularly in the-short run,
since tourist expenditure depends on movements in real incomes in
developed economies, in our case primarily the-Unite&.States,

In a small, open, dependent.ecoﬁGmy like the Bahamas,
excess crédit expénsion.will jeopardise currency stability as it
encourageé increased expenditure, which leads directly to a loss
of Foreign reserves as imports increase, rThe Central Bank may,
therefore, attempt to influence foreign exchange reserves hence,
reserve money by regulating credit; However, there is a limit to
which a restrictive credit policy can be used to protect the
balance of payments because of thezimplications for-érbwthﬂ Money
gﬁaiéiédit bl§y a crucial role In economic activity and increases
in both agqreqates should,reflect and be con51stent with a country's
growth.objectlves Too llttle credlt.wouldAreduce output and
employment, hence developlng countrles ‘like the Bahamas; must be
careful not to be too restrictive in thelr'credlt;pollcles,

- There_a:e—certain monetary'factors which can frustrate o
tﬁéaCentral Bank'sfattémpt_tﬁ'control theﬁsupply of high powered ,A“:“
- money:,. such as, Government expendltnre and the publict ‘s: demand
'for cash. Central Banks have no real con.trol over Government
credit which is determined by~budgetary7operations: While the
' Bahamas is no exception; The Central Bank Act does place a
-Statutoryrlimi§ on crgditrto.Governmenth The Act stiuplates that
' ioaﬁé;andﬁadvénceS'tO‘Government.cannot,axééed.tén'ClOl per cent of

vaernment‘s.average,ordlnaryvreVenue.whlch is deflned.as tﬁe,average

.revenuefover'the'mcst recent,three C3) years ThlS‘prOVLﬂes an
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important instrument of control as Central Bank credit to Government,

-elther-through dlrect advances or purchases of Government'securltles,

is a key determinant of reserve money. Government- expenditure

inéreases.thefmonetary'base'either:by expanding currency in

- circulation and/or deposits.

The impact of Government's budgetary operations on reserve

money is compounded. by the fact that the Government also holds

.depoeits with commercial banks, as well as with the Central Bank,

A drawdown of Government deposits with commercial banks decreases
reserve money, while a build-up increases it, The dinitial impact

of a~government?s registered stock issue, and the manner in which

- the Central Bank arranges for it's :financing. through non-inflationary

L T S

means . When.an-issue iS'floatedﬂthis-has‘the—immediate-impact

,;of decrea51ng resexve money,‘as the proceeds are kept on dep081t

f:,w1th the Central Bank The drawdown of these funds Wlll depend

in. large measure, on the speed.w1th.whlch Govermment's capital

_deveiopment projects are'implemented} If projects are delayed,

the fands:will remain effectively sterilized at the Central Bank,

thusﬁexerting?pressﬁre:dn‘ebﬁmetéfalfBank.liquidity."'The'Central

.Bank.cannot transfer'any part of these dep031ts to commerc1al banks
':to ease thls pressure Wlthout vaernment‘s approval ‘Tt can, of
'course, accommodate commercial banks bylmaklng direct advances to
'_themtagainst Government securities. However, subsequent drawdowne
'bfiGevernment of deposits held with the Central Bank may create

'eXCeés‘licuidity'and increase commercial Banks' ability to lend.

i tme when the C.entral Bank. may. be: pm:sulng a. POllCY of




5 Reserve money is,alsq influenced by several institutional
factors peculiar to The Dahamas, one of which relates to the
duaiistiC‘feature of commercial banking operations. There are ten

i cbmmerciai.banks-in-the-Bahaﬁas, all of which are branches of

T international banks. The dpaljty:in their operatdons relates to

the- fact that they simultaneously conduct domestic and offshore

banking business. These banks -are direct sources of reserve money

Because they have access to foreign exchange which can be sold

to the Central Bank for domestic currency. They are allowed to

) deal in foreign currency against Bahamian dollar within specified

‘s limits, and they are premitted to bring in fund from abroad tb

i - make.- loans ih Bahamian dollars or in foreign currency with Exﬁhange

;ﬁff“_COntral.approvalu_ In fact, a substantial proportion of the

| aomestic.portfolio:of +hese banks cansists of fﬁreign.cmrrency

1tloans:and*adyance3ftc reéidentsﬁ . Of course, the extentrto“which

i baﬁks}wiil.avail themselve%:of'extérnaL funding will depend im

- part on the.spread,betweenithe.exterhal cost:of’fUndé and the,
fetﬁrn.that the fundS'yield locally; and partiy on thei;'oﬁenj

N 9081t10n. )

On: the open position, commer01al banks are requlred,to

'}_maintaln:aeposxtlonpln—Bahamlan-dollars'VlSra-v1§‘fore;gn:currency-

of $500,000 long or short. This means that they can deal inv

foreign currency up te the limit where their Bahamian dollar assets

(liabilities) do not exceed their Bahamian“dellar liabilities (assets)

2

- by more: than $500,000. A.lopg'positionloccurs whe?eIBahandjurdpllar
assetsfexceed.liabilities»aﬂdfany:excess.over“thiéilimit,must be sold
3ito-theﬁLentral Bank.for‘forelgn currency to brlnﬂ the 0pen 9051tlon,

'¥.Converseiy5 lf Bahamlan.dollar'llabllltles eyceed assets
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(i.e., a short position) by more than ,5Cu,0u0, this would reguire §5- i‘%%
— :
a: sale of foreigm currency for Bahamian dollar assets. This.ensuress°+;i;f
] 1 L] > ‘ . U“u:ru-—"—"""{‘*
thHat commercial banks do not bring in two much foreign resources Lot A
ot BV

to fund their domestic }dan opétéfions, If they weﬁe—ta do so, .
this.would be_re£1ected;in;an excessive long position and they

" would then be forced to surrender  the excess Bahamian ddllar aésets
to the Central Bank for foreign currency. This guantitative

1imit imposed by the Bank effectively controls the extent to which

_ comme:cial banks'_foreign borrowing can influence reserve money,
and hence their ability to extend credit at a time when the Central
Bank may be operating a tight monetary policy. It also limits
the extent to which the country can increase its foreign liabilities,
Awd;—fwhichaconstitute a;direct,claim,on.external reserves? in the-
short:ruﬁ; |
- A{ﬁurther in$titutional.éonétraint cn the effectivenegsfof'

monetarYfpolicy'injthe.Bahamas:is.tﬁe National Insurance Boaxrd,

which was created in 1974 to provide national social insurance
beneiits. The substantial.surpluS'that this-public corporation

accumulateq annually constltutes a dlrect source of regerve money,

51nce‘a sizeable. proportlon of this surplus is- held on depOSlt

with:commer01a1.bank¢ " The Board's- surplus is. now: in ezcess of

$200 mllllon, Whlch makes it a dominant force in the system. Pre~

sently,}an informal agreement exists between the Central Bank and

the Baa#d'whereby} to acconmodate- the Bank's moheta;y*policy‘objec4
+tives, the'Boardfhas agreed not to piace funds with commercial banks

w1thout:prlor consultation with the Bank. The Beoard also holds

"SLaeable deyOSltS Wlth the-Central Bankk_ Inﬂordér td«ﬁre?ent'heavyf‘

-downwar-r




ceposits by the National Insurance Board during periods of high
ligquidity, when rates aie already low, the Board is encouraged
pdtholdfthejr'surplus funds at the Central Bank. When liquidity is
Iow, the Bank advises the Board to place deposits at selected
. commercial banks, or the Bank itself places them on the Beard's
behalf. |
From the foregoing, it is clear that it is virtrvally impossible
\ to éffectively control the monetary base in an economy like the
Bahamas owing tc the inability to accurately predict the components
of the source base. The task of successfully conducting monetary
policy through controlling the monetary base is made even wore difficult
in the Bahamas because of the other peculiar features discussed above.

Having regard to this}'thEréfore' the Central Bank Has adopted a

T

_more: dlrect and’ unconventlonal approach towards the fbrmulatlon and %6
L T ST T e SRR

ép_mmapplicatiog,of;monetaryqpolicyp L S S .. B -

--Section IT

The,Bank attempts to lnfluence the level of money and credlt_by
managing. llqu1d1ty rather than by frequently adjustlng interest
rates. However, wnile The Bank does not set targets for the level

of interest rates, 1t seeks ‘to ensure that rates are kept at a level

cbnsistent’with»thexmainemonetary’policy objective of protecting
the balance of paymenfs., ‘

Tc-fa01lltate +the: conduct-of‘mOnetary pollcy, the: Central Bank

at ltS dlsposal;all the tradltlonal 1nstruments‘of'monetary




and credit"control, namely, variable reserve ratio; variable liquid

assets”fatio; discoune rate; selective credit control; open market.
operations and moral suasion. The Bank i1s empowered to vary the
statutory reserve fetio- between 5 per-cent and 20 per'cent and

to allow different ratios for different classes of commercial
banks. However, the. ratio was set at 5 per cent of Bahamian dollar
deposit liabilities in July 1974, snd'has not been changed todate.
The liquid assets ratio may be varied between 10 per.cent and 30
per cent, but has been fixed at 20 per cent of demand deposits and
15 per cent of time and savings deposits, and borrowings since July
1974 _ )

Loans and advances are made to commercial banks against the

Tffsecurlty'of;governmentﬂregistere&?stock5'at ther prevailing bank

}:Jrate ior a.perlod not gxeater than.the maturity da*e of the.securlty

;or 93 days, Whlchever,ls lonqer' From_tlme to- tlmer.a.surcharge
CLomay be 1mposed for heavy and/or frequent borrOWLng; The amounts:
ot any loans. or adVances:tofcommercial banks cannot exceed. 85 per

.cent of,the“ﬁarkét'vaLue-df’the,security-at the date'ofsitsiacquisir__'_

ftlon by*the—Bank Treasury‘bllls are—redlscounted at a. rate of %
'of a percentage p01nt above the average market rate of discount
of txeasury bllls.

The authorities,hase opted not to exercise the power of selective credit

cohtrol' and the absence of Well—developed.money and capltal markets

‘severely llmlts the extent to whlch open market operatlons can be

]

effectlvely'psed+ Moral sua31ontls-w1dely used, andils.undoubtedly

~the: most.effectlve tool lnjansmall.systemusuch as ours.. Ultlmately,

o= hOLCe.of”lnstrumentudependS‘onAthe prevalllng'economlc, monetary
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and. financial conditions and the particular objective that is
‘being. sought. In the final analysis, the Bank prefers to use
the direct approach rather than gquantative controls, as it is
“felt that such measurescould prove to be disruptive and counter-

'productiveu

_Section TIX

The sluggish growth in private sector demand for credit in
the mid~seventies, as shown in Table I, reflectsa sharp fall-off

ln prlvate sector lnvestment. The year'1977 gsaw a turnaround

w1th prlvate sector credit lncreaSLng by $13.7 milliion in Bahamian

L;ldallars- In antattempt to further'stlmulate private- demand.for

:nredlt -and hav1ng-regard to. the strong growth,ln,external resexves,

':the:Central‘Bank.agreed‘to ak percentage;po;nt'reductlon.ln
'the prime rnte in Aprii, 1979 from 9. S%th 9.0%. 1 As seen from

y} Table I, thlS move. 001nc16ed Wlth +he rise in Eurodollar rates,
Durlng the perlod 1976 - 1978 (III), Eurodollar rates were per-
Slstently lower than the rates on_Bahamlan dollar'loans, with

i the differential getting progr3551vely narrower from year to year.
The lower rates on foreign currency loans encouraged the growth
of bu31nesses Wlth a.hlgh‘or'potentlally hlgh.forelgn exchange

- earnlng*capaCLtyﬁ 7

The proportion of foreign currency 1Qan6 to. total loans and !

v nces. was:. relatlvely' tablesug to 1978 (II), when it rose to: 40 6% ... %

fronv35 8%1lnfl976 (IV)

£

,rThe Sﬁlft 1n‘credlt from:f0relgn_currency

. tc Bahamlan dollars started in 1978 (III) and galned.momentum



in 1979, as the interest rate differential between Eurodollar rates

and: local rates;widened- The: impact of the lowering of the prime
rate on the distribution of credit outstanding became increasingly
evident by 1979 (II), witthahamian dollar credit advancing by 8.2%
to $224 7 milliom, from $207.7 million at end - 1978.. Foreign
currency credit over the same: perlod‘decllned by 9.8% to $108.2
million. The shift to Bahamian dollar credit intensified furthex

as the interest rate spread increased, in the wake of monetary
measures taken by the Federal Reserve Board'to protectﬁthe value

of the dollar, which fell almost uninterruptedly on the major foreign
. exchange markets since June, 1979. The Federal Reserve Board increased
the-discount rate from.9.5% t6~1l.5% in July and lZaO%'in October,
{{‘ﬁl979“ Re51dents took.advantage of the increased interest rate spread
-‘to pay'off thelr‘forelgn llabllltles in advance, by 1ncrea31ng

' themn'Baham;an.dollar‘llabllltles By. tha.end.of—l979 Bahamlan

zrdoIlar‘loansfmeved.up By~289 over 1978 whllaufore;gn—currency;

]

loans fell,by-l9s.

‘The authorities were.of ‘the wview that.the w1den1ng 1nterest

rate spread.would be a,temporary phenomenon, as it was ant1c1pated

that.rates abroad would fall-‘ It was also env1saged.that the

)

. unfavourable 1mpact of the.credlt.expan31on orr the,balance of

payments would be cushioned.somewhat.by growth in domestic economic
activity. Consequently;'no(action.was t+aken and market forces were
'allowed,to operate freelyx However, subsequentfdevélopmentsfin the

fiSGal.area?create&-a,furthér'squeeieron.commerciai bank reserves,
!\—
whlch,were.already feellng the.pressure from.the expanSLOn in
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lopment expenditure, However, so as not to compete with the private
sector for the limited supply of skilled manpower and other real
resources, the Government delayed the implementation of its projects.

Consequently,; proceeds of the stock issue were left on deposit

winhﬁthe‘Central Bank. This, coupled with the shérp expansion

in Bahamian dollar credit, exerted severe pressure On reserve

A money and commercial bank liquidity (See Table Ii), as-commercial
banks financed much of the expansion in credit by drawing down

their excess reserves. Excess reserves declined to an unprecedented
low of $5.6 million (1.5% of Bahamian dollar deposit liabilities)

in late November, 1979, thus drastically reducing commercial banks
ability to create credit at a time when the demand for credit is
g __usually at a seasonal hlgh The authorities sought to.deal with.

1thls situation in a manner that would have the least dlsruptlve

,‘effect.on,the banklng system@jil,,,. o ) .'“i &}%_{;;“r,mi.n ..,fT%

A The-CEntral.Bank, ln;consultatlon with the Government, o S,
-nransferrecl $6.5 million from the Govermnent‘s Reglstered Stock |
Account at the Bank tofthose commercial banksrtnat did. not qualify

for a dinect,loan owingutO‘é lack of adequate oollateralr'rThe

rate charged for—these dep051ts was the prlme rate. Tne;Centnél

5Bank.also made a,dlrect.advance of $2 Q mllllon to commerclal banks

galnst Government,securltles at 1% above the prime rate, up from

_the usual 5 percentage-point, This was designed.to give-a;dlrect
fCSLgnal.to banks that they should.be noxe seloctLVe ln thelr credlt pollcy,
By the end,of the.year, COmmerCLal bank excess reserves, as shown in
"Table Ir, stood at $9 6. mllllon (2 9% of’Bahamlan,dollar deposmt

'.Ilahllltles), whlch was: Stlll low by*hlstorlcal standards.,gf

_:free:reserves, deflnedﬁaS'excess reserves less Central.Bank

e op it § A R iy AT 37
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advances and Government‘epecial deposits, declined to the
dangerousiyvlow,level,of.$l,1 million or 0.3% of Bahamian dollar
deposit liabilities.
Atmtﬁe end of 1979,.severel'banks were forced to sell

'treaSury bills to the Central Bank to meet their statutory reserve
reqULrements. The 1mpact of the expanSlon in Bahamlan dollar
credit and the freezing of Government deposlts at the Central
Bank on commercial banks liquidity was particularly acute at

this time of the yvear when excess reserves 1s usualiy at a seasonal
low, The seasonal pattern of exce§s reserves up to 1979 is shown
in Chart T. Commercial banks usuelly accumulate reserves during
the first half of the year as a result of heaﬁy foreign exchange
w*vlnflows-from’tourlsm. The decline in the secood‘half of.-the year
reflects 1n:part a,slowdown,ln,tourlst actLVLty;
77 | The process of‘substmﬁutlon.of Bahamlan dOllar’llabllltleS
iAfor'U Sr dollar llabilltles peaked Ain: the last.quarter'of 1979
,i and early 1980, when U.S. interest rates soared. As shown in:

{Table IV‘ the rate dlfferentlal in favour of Eurcdollar rates

jumped to 6. l% In 1980 BuSLnesses were not only borrow1ng

to prepay thelr forelgn currency debts,but also to. bulld.up

their lnventorles as the cost of Bahamlan dollar credlt droppedn
below the expected rate of 1nflatlon. Also, with the rise in
'othe-oost'of foreign credit, suppliers credit'became'increasingly
_'dlfflcult.to obtza.:.n:.,r thus.lncrea31ng ‘the. demand for Bahamlan dollar

L.

'"credit;z_ Commerc1al banks flnanced thig expan310n in Bahamian

i

dollar credlt ln.part;by selllng government securities to the
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As liguidity worsened, domestic interest rates came under
upward pressures.. The Treasury bill rate rose late in 1979 and
towards the end of the year the bank rate - the rate ét'which the

Central Bank makes advances to commercial banks against government

securities - was raised by % percentage point to 10%. In February

1980,.the Bank took other measures to curb the rapid expansion

in Bahamian dollar credit. Commgrcial banks' liquid assets position
was scrutinized to ensure compliance with the statutory requirements
aﬁd banks were asked to refrain from selling government securities

to the Central Bank. Exchange Control approvals for prepayment

of foreign currency leoans were‘términated and banks were encouraged

to reduce loans to importers for financing inventories. Although

it was- anticipated that these measures would help to reduce the
'préssura on the foreign exchange'reserves, thefauthorities

recogn;zed.that unless the local.lendlng and.dePOSItS‘rates

were ralsed to- more: competltlve levels to dlscourage further-shlfts

in the currency mix of the;publlcgs,flnanc1al assets and liabilities,

" the liquidity position of the commercial banks would continue to -

deterforate. = . S e e e T

Interest rates ianhe.Bahapas remained relatively stable

over the period 1976 — 1979 ° (See Table III). Savings deposits

rates- remained on average. at around 4,75%, while rates on fixed

deposits showed a;genéral.decline since early 1976. The prime
-Qrategrémainedeixed:aﬁ'9n5% until April, 19579 when it was reduced

0 9.0%. Being mindful.of the adverse impact'éhat an uncompetitive

[l

. ' 7 . _
deposit rakte could have.on.commerclal,bank resourcesy‘as:savers




A nlchantlyﬁ The Gentral.Bank,moved to relieve'the'pressure on

with the situation. The Bank agreed to a two percentage point

increase in the prime rate in February 1980 from 9% to-ll%. Con-—

currently, commercial banks were directed to raise the rate of

interest on savings deposits by a similar amount from 4% to 6%,

-The bank rate was.also.raised_at this time by % percentage point
to 11%. Other deposits and lénding rates also moved.ﬁé.

Reflecting the impact of these policy measures taken in
February 1980 and-tﬂe significant £all in Eurodollar rates in
April - May, the liguidity situation improved in mid-1980. However,
as shown in Chart II; the seasonal improvement inrthe—reserves
position of the commercial. banks during this period was less

striking than in previous.years. As Eurodollar rates soared again

'?“towardS'the en&*oﬁ‘l980 (See Table I), liquidity-tightened towards

the end of the year and.the demand.for Bahamlan dollar credit

: contlnued to grow- Dep051t rates*came under lncrea51ng'upward

‘pressur@‘ and although thefprlme:rate remalned unchanged at 11%,

tha effectlve lendlng rates Increased, in some cases quite sig—

liquidity by making direct advances to banks against the security
1 6§'qugxnment,securites,4' Thosa banks which were not eligibie

to- borrow from the Central Bank because of the lack of adequate

collateral‘were forced to borrow on the interbank market:., In an

effbrt to deal with the excesslve expanSLOn 1n.credlt to the private

: sectory the Bank.sought to dlscourage~frequent use of 1ts discount

-]facilitiESm COnsequently;.in.November'L980, the Bank.lmposed a 2%

surcharge—on.frequent and/or heavy users of its accommodatlon'




reserves particularly towards the end of the year when the demand

for foreign exchange is nomally at a seasonal high, became a cause

for grave concern. It was observed also that commercial banks were - -

sélling“much,less:foreign currency to the Central Bank than pre—
vioﬁsly} particularly“those-bankS‘which'were holding most of the foreign
currency accounts of residenﬁs. While Exchange COntrél Regulations
permitted banks to deal among themselves in foreign currency, there

was an understanding between the banks and the Central Bank that
- any foreign balances in. excess of the current requirements of

the holders of these accounts (mainiy the hotedls) should be sold

to the Central Bank for Bahamian dollars. It was observed, haowever,

A? that commercial banks were selling these excess balances on the

i lnterbéhk marketmatfa,rate above par rathexr than.to'the~CEntral,Bank

:?'_7 ', Whlle:the Bank\dld,not want to completely w1thdraw the ‘right

glvem ta commerCLaL bankS'to deal.among themselyes 1n tha.lnterbank
_imarket it took:steps ta ensure that they would not abuse this
pr1v1lege, With this in mind, the Bank sought to Limit the amount

| of lnterbank fOrelgn currency deallngs by reguiring that,banks report
; all:lnterbank'forelgn currency transactions in excess. of Ussasae, 000
‘tO"the-Central Bank Further, im order to compete more effectlvely
w1th commerc1alﬁbanks and.lncrease the inflow of foreign exchange,
the'Bank,agreéd to Buy U.S. dollar balances from commercial banks

at & rata of US§$1.0000 = Bah, $l‘0000“. Also, inzorder,to make it

more attractlve-fot the.buylng banks to deal with. the Central Bank,

the selllng rate.was lowered from. US$1,0000 = Bah. $l 0050 to US$1.0000

= Bah, $1,,oo4o,.




Tinterese>ratesspread.in,favour’of foreign.rateSicaused afsignifi—

Section IV

:Inf1981, domeétic interest rates came under considerable
upward pressure as rates overseas rose sharply and as banks bid
up- deposit rates to attract deposits in the the wake of a sharp

rise in the demand for credit. The increase in credit in November

reflected. seasonal factors as well as purchases by Bahamians of

several small foreign-owned companies, After averaging 8 — B8%%,
interest rates on some fixed deposits rose to as much as 11%%.
However, following a 2.7 percentage point rise in the three-month
Eurodollar rate (See Table;Vl the interest rate differential

between local lending rates and rates overseas rose markedly to

5.5% from 2.8% in 1980 (See Table IV). This widening of the

;_wcant.shlft from.forelgn.currency credlt to Bahamlan dollar credit.
Z:Erlvate sector'credlt.ln.Bahamlan.dollars rose'by-lS 5, Whlleb

.fbrelgn currency credlt fell by 10%. :AS‘Table‘IV‘reveals, the

proportion of foreign. currency creditftb total credit‘dfdpped

to 16 Q% from a year earlier 19. 3% """" In an effort to ease the

upward pressure oa,domestlc-lnterest:raﬁes, thesCentral Bank placed

& celling of 10% on'fixedudeposit,ratés and: dlrected commer01al banks.

ta restrict their expansion of consumer credlt“

There were no fundamental changes inm monetary policy during

= 1982w_‘Comme:cialfbanKS'were encouraged to bring in foreign funds to
i“.supp:i'_erm-:«nt..th.e'.il:'cl'curuezé1‘:3‘.'c:&:esourc:es as' Bahamian dollar credit to

_the:private:sector“continued to rise, in7the wake of a shaxp increase

4

'1nvthe-1nterest rate:dlfferentlal in- the flrst half of the- year. In

_payment'of fbrelgn currency'loansr the Bank‘tlghtened,lts Exchang&
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Control procedures, and in some instances applications for loan-

prepayments were refused. As part of its credit restraint policy,

The Central Bank reinstated the 2% surcharge that was lifted in

November, 1981 on frequentrand,excessive borrowings by commercilal
banks., The écfual rate éharged fluctuated between 10% — 12%
degending on the level and freguency of borrowing.i While this
basic policy was-maintained'throughout the year, its application

was flexible and.depended, in large measure on the prevailing

liguidity situation.

With the fall in international interest rates during the

-second,half of the year and the concomitant lowering of the
_nominal.diffeientiél between domestic interest rates and rates
"~ overseas. from 5.5% to Z.i%, the rate of increase in Bahamian
‘doilaffcredit-tolthe‘priéate sector slowed. ?or the year as a wholer
thhe rata of growth of Bahamlan dollar'credlt to the prlvate sector

'moderated.to 13° from.a\year—earller'IS% (SeeTables:IV and vVI}.

'

_Although;lnterest rates in the Unlted“States.fell Lelow the Bahamian

'dollar prlme rate,. forelgn,currency credit to the prlvate sector

' fell, This indicated some: uncertalnty by the prlvate secter'about

fhture.trendsaln.U}Sr 1nterest rates as apposed to the relative

stability of domestic interest rates. Reflecting an increase in

real interest rates, as inflation dropped to 6.1% from 11.1% in

_.1981;‘priVate sector.depogits ianahamian¢dollars rose by 2
4.14\09 as_againstfa year—earlier:ﬂjﬁ%.(See Table VI). Howevex,
.ﬂllquldlty remained tlght'OW1ng primarily to a marked rise in demand

' fOr'crest;from the publlc-sector, most of Whlch orlglnatéd from

PR

{tﬁe&nonrflnanCLalupubllc:corporatlons’ 5;f5“;54;; IR

H
i -

' In'order'to ease.llquldlty'pressures, the'Bank.contlnued to




sterilize substantial amounts of National Insurance deposits and

"adopted a very selective approach in placing portions of these

deposits with commercial banks, at rates varying between 9-% and 10%,

Liguidity showed some imp;ovement by May with the pick-up in
tourism. However, commercial banks continued to seek éccommodation
from the Central Bankras liguidity was generally low during +the
year. As shown in Table VII, the level of excess reserves stood

at $9.4 million at year-end, down from a year-earlier $10.2 million.

However, net free reserves was a negative $10.1 million, up slightly

from the prévious_year.. Net free reserves as a percentage of

Bahamian dollar deposit iabilities was marginally lower frém last

,year-ét.a;negative-2.2%.
“_HL%WﬁimihErmaln:thrust of monetary-pollcy*durlng 1983 remained that
_;of credlt restraint.. In;the-wake of an.unfavourable.trend in
-:&net.forelgn cufrency purchases, the Centraleank.took,a deClSlon:
.fln Aprll to malntalm domestlc lnterest rates at a level that
would allow a differential of no more-thanrtwo_(Z) percentagé.points
ln favour of local rates compared,to rates in the Unlted States.
TowardS-mld—yearf there was some- pressure: from,the banklng system
‘to increase. interest rates, as. a result of the system's adjﬁstment
to a temporary demonetization of somé $8 millionrfollowing the
Registered Stock issue in 1éte April. In 6rde£ to stem this
up&ardlpréssure~anduto simultaneously maintain rates at the.present
4'levels.generallyy the.Bank temporarlly lowered the ‘bank rate to 9%
(See Table V), but reserved the option to. apply‘a 2% surcharge for
': ;frequent.and/or*heavy borrowers. Tha use-of the surcharge durlng '

'the=latter ﬁalﬁ of the;year~was‘£lex1ble.and depended.for‘the.most

: part.on:kxquldlty-condltiﬂns, Eor'the year'as & whole, the interest

5




rate spread moved to 1.4%, in favour of the Bahamas (See Table IV).

With the fall in U.S. interest rates and the conseguent. shift
in the interest rate differential in favour of the Bahamas, the growth
in Bahamian dollar credit to the-privaﬁe sector eased to 8.0%, from a
ryear-eérlier‘lB%. The continued decline in foreign currency credit
during. the yvear reflected in part ‘the reduction in and completion of
a number of. large investment projects. This moderation in Bahamian
dollar crédit, coupled with the full repayment of borrowings from the
Centrai Bank brought a turnaround in the liguidity position of commercial
banks.z As shown in Table VII} excess reserves moved to a positive §10.4

millioﬁ or 1.5% of,Bahamian dollar deposit 1iabilities, a. sharp turn-

oaround.from;the QI&VlouS year e negatlve posmtlon%a

'3¥~~The:yean-1984 saW—some sxgnlflcant'developments.ln external

ooreserves, domestlcrcreélt:and Ilqulélty, Internatlonar,raserves rose
sharply'by $39 0 million, compared with $10.1 mllllon in the prev1ous

year, whlle:growth in domestic credit slowed to 5%, slightly above the

rate of inflation. One p0551ble explanatlon for the slowdown in credlt

;gfowth{mayjbe the reduced demand for trade credit by local firms whose

cash flow may have increased as economic activity pick-up. As seen in

. Table iv, the growth of Bahamian dollar deposits decelerated sharply

to 6. 0% from 14.4% in 1983. This was due in.part.to intense competition

from. the other'local.flnanCLal lnstltutlons whose dep051ts increased-

31gnlflcantly, as they intensified thelr'efforts £o attract funds to

_expan&.thelrghomeamortgage;flnanclng.
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Therdevelopments in external reserves and Bahamian dollar
h; credit caused a further improvement in liquidity. Average excess
reserves increasedAby $8,9 million in 1984 to $20.3 milliomn.

-4; After reaching a'peek‘of $3I;0 million in May, the absolute level
of excess reserves fell to a year~end level of $11.3 million,
though up from the $10.4 million and $9.4 million recorded for
1983 and 1982 respectively (See Table VII). In view of the
persistently high 1evel ef“iiqui&ity in the system during most

of the vear, the Bank continued to demonetize’e substantial amount
of National Insurance funds. However, as liquiditj began to

tlghten towards the end of the year, commercial banks. sought

accommodatlon from:the Céntral_Bank. In order'to restralnt excessive
M,credlt expanSLOH_and.hence protect the balance: of payments, the
V'Bank.sought to dlscourage-the frequent or exce551ve use of its
_ short—term.accommodatlon Ffacilities by raising the bank rate to
9}5% from.9=d% (Sea: Table V), Simultaneously; the rate applled
to frequent or. heavy. borrow1nq was. reduced to  10%.0% from 11.0%
-fhe_Bank through. moral sua51on; also contlnued its pOllCY of

encouraging'commercial.banks to:lendxmore—to tHe productive sectors

and to limit credit for consumption purposes.

The trends observed in external reserves, domestic credit

and liquidity cantinued into 1985. In the first quarter, external

reserve51rose.by'$40;0?miliion,vup'$30r4~mi11ion.fromjthe.corres-
'ponding'peried lastryearh With the:interest‘rate differential again
;mov1ng 1n-favour'oﬁ U S-ﬂlnterest:rates (See Table IV), Bahamlan .

'fdollar credlt to* the.prlvateﬁsector rose.by‘Q% from the- same perlod

‘w.e B e o T Lsilns mm-w‘—w P i g &ﬁ,m“ o R ;S
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last, year, and foreign currency credit fell by 25%. Liguidity

remained: high in the first quarter, with excess reserves at $20.2

_million or 3.7% of“Behemian dollar depoeit_l;abilities {See Table

VII).
These trends - continued wellintothe . second quarter. In-

1ight.of the strong'growth in external reserves, the high and

rising levels of liguidity and the continued slowdown in credit growth,

the Central Bank moved to promote economic activity by lowering

‘intexest rates. In May, the Bank dropped its bank rate by a full

percentage point, from 9%% to 8%%, ‘Commercial banks in turn,
reduced their prime rate from 11% to 10% and the rate of interest

on; saving‘deposits, by an equivalent amount fromés t0'5% {See Table V).

~_Thls actlon.was predlcated.on,the rationale that.lowerlng'lnterest

rates.Wlll stlmulate.actlvrty ln‘the-1nterestesen51tlve growthw

74or1ented sectorsh_ ReﬁIectlng the 1mpact OE the-Bank‘s 1nterest

rate pollcy and exceSS'llquldlty, lnterest rates moved generally

lower during the second guarter,.and Bahamian dollar credit to

-the:private-sector ;QSé by 9%.

'fgédtiom v

';.whlle the economlc and,finanCLal structure of these: economles allow

‘them:a,certaln measureuof‘success in the use,of’monetary'pollcy,

Monetary policy is used by developed countries'with.varyihg

degrees of success to.effect certain policy objectivee, However,

~they*too“findithat“monetanyjpoIicyrIsfnot.arpanaceam The'economler.




and. financial problems faced by developed and developing countries

are: not fundamentally different, however, there are certain special
circumstances in developlng countries whlch nece551tate a dlfferent

approach towards economic and.flnanc1al-management. The scope for

_success in,applying_moﬁetary policy to achieve growth with stability

in:a,small, open,—dependent economy is extremely limited. Indeed,
the entire policy-foeuStin such economies must necessarily
he different from that of advanced economies.

Economies like the Bahamas cannot use monetary policy
to achieve internal stability since the forces which determined
movements in domestic prices are primarily external. The problem

becomes,eVen-more acute if industrial and agricultural production

lS‘Weak as: tﬁls does not allow for much control over the

lnternal factors that 1nfluence prlce changes.

The success’ Wlth whlch monetary: pollcy may be used to
effect externalestablllty is also problematlc, The-structural'

weaknesses inherent in the Bahamian economy make it heavily

“dependent,on external trade, as ev1denced by a per31stent deficit

'in‘the»trade account. The fact that.the Bahamas has managed to

malntaln a relatively hlgh level of external reserves, over the:-
vears is due more to supply factors rather‘than demand. Tradlt;onally,
tourist has performed well and the strong positive impact of tourist
receipts: on the invisibles account has  been sufficieat,to wipe

out the trade deflCLt and,glve am overall surplus in the current

account. This pattern perSlsted up to 1980, when the current

i

;account shlfted to by def101t.

'“”ﬁ The‘central,Bank‘s main policy stance has been and’

contlnuesato be: one- of credlt restralnt- Through_moral suasion




and its bank rate policy, the Bank encourages commercial banks

to restrict growth in consumer-credit and to increase loans to

the. productive sectors,. However, the extent to which a_central
bank can. restrict credit in: an open, dependent economy like the
Bahamas: is seriously“limitedabecause of. the strong interfelationship
| between the trade deficit and the level of economic activity.
Indeed, in some instances, the line between loans for consumption
vis—a¥vis-productive purposes may be clouded. Consequently,
measures taken to restrict consumer loans may‘advérsely affect
producer loans and lead, in short; to an inefficient allocation

of rasourcesi It is for this reason that the Central Bank has

adopted a more direct and unconventional approach in it's execu—

o tion. of honetary'policyh

7 Belng small doea have ltS advantages, however, in that it
1-,allows for qulck:and contlnuous faedbacks about.developmenta-and
-thelr effects on the-banklng system; hence faCLlltatlng timely
policy. response. ‘Being mindful of the need for a co-ordinated
strategy in pollcy formulatlon and executlon, the Central Bank

always seeks to- ensure that-monetary policy is compatlble w1th

fiscal policy. In its conductuof'a.flscal_pollcyy the- Government
ﬁhas supporteduthe Bank's- efforts to maintainumonetary stability ;
and a favourablerbalance of payments by keeping it's expenditure

-under control.

o
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- FOOTNOTES: -

1. Tnterest.rates in The: Bahamas are not subject to formal
comtrols, but changes in the commercial bank rate and the
savings deposit rate require in practice the concurrence

" of the Central Bank.

2. The rise in import prices, which resulted primarily from
higher inflation in the United States, also contributed to
_ the expansion in Bahamian dollar private sector credit.

3. At this time, the Central Bank's informal policy was to
purchase government registered stocks from commercial banks
at par. The policy was changed in 1982, at which time the
Bank. stood ready to Buy stocks at a discount using the prime

_rate asg the reference rate.

4. Tor 1980 as a whole, outstanding credit from the Central Bank:
" to- the: commercial. Banks increased by BS$® million, following a.
rise of B$2 milliom im 1979. Also, the: bank's holdings of

- Treasury bBills decTined by BS6 million in: 1979 and an addi~- |
tional B$1.4 billion in 1980, to a level of only BS2.6 million.
Bank's holdings of other government securities denominated in’
Bahamian dollars increased by B$6.2 million im 1979 as a '

whole (but they fell by B$1.6 million in the last guarter
of the year), followed by a decline of B$11.3 million.in
1980q. B R o

5. _By endvl982, Mational Insurance:deposits.with,commércial
banks totalled $11 million. ' S
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¥, TABLE I Loang and Advances of Commieréial Binks 1/
;
3 Proportion interest .
X ‘ Foreign Bahamian of Foréign Rate
; End of Period + Totdl Currency Dollars Cirrency Loahs . Spread 2/
: ' | In millions of Bahamian dclla_lrls) %- ’
.f‘ 1976 - 1V " 3703 96.7 173.6 . 35.9 : 4.2
1, 1977 - I 264.2 - 93.9 171.6 35.5 4.4 ' _ i
; 1T 274.6 97.0 177.6 35.3 N
4 111  297.5 115.5 182.0 38.8 _ 3.3
; v 306.6 119.3 187.3 38,9 i 2.4
4 1998~ 1 299.1 116.4 182.7 ELE - 2.2
? Iz 3i9.1 129.5 189.6 0.5 : 1.7
: iTi ; 323.3 127.0 196.3 ' 19,13 0.8
v 327.8 130.0 207.7 36.6 - ~1.6
is79 ~ I 325.0 113.2 211.8 34.8 | -1l
iz 333.9 108.2 © 22407 iz.8 ' -1.6 !
111 © 347.4 107.2 240.2 30,9 ~2.7 ;
1v 363.1 96.9 265.2 26.8 R -5.7
isgo - i 349.9 72,2 ; 272.7 22,1 : -6.1
e 366.1 73.3 : 286.8 2004 . ' 0.2 , , 3
ti 367.2 12.2 | 298.1 14.% S -1 e i
v 3ss.1 76.2 318.9 1.3 b -6.1 - L o
SOURCE: Central Bank of thé Bdhamas ahd International Financial Btatiskica
S

1
{

i. Excludes loans and advances to the public sector ,

2. Percehtage point difference between prime rate or Bahamiafi dollir
lodns &hd 3-moith Eurodollar intexest rate, |

i
I




Total Reserves
Excess Reserveés

Borrowing from Central
Bank -

Placenmetit of:GovernmEnt
Deposits

Net Free Reserves

Exces&s Reserves

Net Fre& Reserves

TABLE II Confnércidl Banks Reéserve Position
.(B$-Miliiénsl

SOURCE: CENTRADL BANK OF THE BAHAMAS

1975 1976 1977 1978 1979 Cig8o ’
19.2 20.1 21.4 24.1 25.5 7 T 2.6
9.5 9.2 ‘ ' _,9.4 10.9 . 5,6 . 8.8
- - - - 2.0 10.0
9.5 9.2 9.4 10.9 1.1 =1:2
(As a per cent of Bahamian dollar deposit lisbilities)
4.9 402 ‘. 3.9 ‘ 4-1 209 2‘33
4.9 4.2 3.9 4.1 0.3 L 20:3
‘E.‘:‘!:
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“TABLE 111 Selected Intérésht Rates .

{Quarterly average, per cent petr &nnum) T ¢ . !
i 9 7 6 1 9 7 7 o 9 7. 8 . 1 9 7 9
Qtr.  Qtr. Qtr. Qtr. Qtr. gQtr. Qtz, Qte. pEE: Qbr. . QEr. . Qerl o fkr. QEr. Qkr. Qtx
I II IXI IV I IX Iz IV I II III v T « I IIxz - Iv
eposit Rates ! . :
;avings deposits 4.60  4.60 4.65 4.73 4.74  4.74 449 4.74 4074 4.5% 4030, 5.20 4.90 4.50  4.72  4.46
 ixed deposits .
" tUp ta 3 months 7.05 6.8% 6.42 6.52 6.€0 5.56 5.5¢ 5.63 5.48  5.71  4.95° 5,06 5.10 4.37  4.83  4.e2
. Up to € months 7.63 7.03 6.85 7.00 6.96 6.16 6.16 6.11 5,95 5,99 5.60 5,66 5.28 5.48° 5.47 5.13 |
Up to 12 months 7.90 7.40  7.25 7.46 7.21 6.60 6.60 6.26 6.20 6.24 5.88 6.02 6.03 5.89 5,71  5.64
over 12 months 8.21 7.87 7.62 7.88 7.78 7.0L 7.00 6.8B8 6.73 6.80 6.25.  6.78 6.17 6.21 6.28 6.19 !
Prime rate 5.50 9.50 $.50 9.50 9.50 9.50 $.50 9.50 §.50 9.50 9.50 - 9.50 9.50 9.00 9.00  9.00
' Drtgages' -
* Residential 12.07 '12.05 12.20 12.18 12.16 12.14 12,13 12.13 12.13 1i2.12 12.04 1i.86 12.05 11.19 1l.80 11.86
| Commercial 12,1z 12,11 11,11 11.16 11.1o 11.11 1i.io 11.11 11.7i 11.95 1i.77 11.83 12.03 11.86 11.64 11.53
>nsumer Loans . : .
i Hire-purchase 17.17 17.i7 17.17 17.17 17.17 17.17 17.17 17.87 17.67 17.67 17.17 17.17 17.17 16.72 16.72 16.72
other 16.24 16.20 16.30 16.26 16.30 16.32 16.30 15.82 15.82 15.79 1s5.79 '15.49 15.43 15.04 15,04 15,04
cher Rates ’ i
reasury Bill Raté 6.60 3.65 4.68 6.85 6.82 3.07 3.77 5.39 4:55 3.28 3.08  2.93 3.03 2.1%9 2:66 4.14
ntral Bk, Fediscount Rate €.56 4.15 5.18  7.36 7.32 4,20 4.27 5.89 5:05 3.78  3.58  3.43 3.80 2.69 3.6 - 4d.6d
diro-doilar Rate 5.84 5.86 5.66 5.25 5.11 5.56 6.21° 7.11 9.458  7.84 8,71 11.08 10.87 10.62 11.66 14.70
3  months) ' . R
JURCE: Centrdl Bank of ‘The Bahamas and International Financial Statisticd




TABLE IV  Loans and Advances of Commeércial ﬁahkél ) . "
(BS Millions)
‘ Proportion - - - © -+ - - Interegt "
End of In Foreign In Bahamian ] of Foreign ) Rate o
) Period Currency Dollars TOTAL Currency Lodnsg Spread
ls ‘ : ‘
a 1980 60.1 318.9 379.0 . 14.3 B o - 6.1
1% dss1 68.7 366.9 138.2 16.0 - 5.5
iss2 . 637 413.5 377.2 ‘13.0 - 2.1
1983 ' 58.1 445.4 503.5 _ 1.5 1.4 .
1984 60.3 . 467.2 527.5 ©11.4 0:3
1984 )
1 77.0 432.6 509.6 - 15.1 _ 1.0
- . . ) ; 3 v . i
I §0.3 141.6 s50l.9 |, .o 12.0 . -D.4 -
III 58.5 454.4 513.% 11.6 0.7 '
v 60.3 467.2 §37.5 15.4 -3.0
1985
1 - 57.4 471.3 528.7 . 1d.9 -2.0

iI '\ 56.9 481.4 ‘ 538.13 ‘ 10.6 ‘ 1.7

SOURCE: Central Bank of the Bahamas and International Financial $tatistics

1. See hotd to Table I

2.  Seé note to Table I




TABLE V _ SELECTED_INTEREST RATHS ' ‘
(average per cank p&r dnnum) b
i
First Quarter | Second Quarter ;
1980 1981 1982 i983 | 1984 { 1584 | 1985 1984 | 1985 S
eposit Rate .
avings Deposits 6.15 6.58 6.05 5.08 6.10 6.09 6. 20 6.09 5.81 o ;
ixed Deposits ’ ' :
Up to 3 months 7-186 8.21 7.91 7.90  7.82 7.86 7.50 . 7.68 6.33 :
Up to 6 months 7.39 8.32 8.16 g.30 8.00 §.23 7.97 . 7.86 7.02 : ;
Up to 12 months 7.62 8.33 8.38 3.42 5:19 B.28 8.04 g.33 6.98 '
Over 12 months 7.79 g.74 8.54 8.47 .38 B.48 g.21 8.23 7.86
prime Rate , 11.00 © 11.00 11.00 i1.00 1l.00 11.00 11.00 i1.00  10.00
_ 12.81 12.11 13.32 13,36 “13.27 13.27 13.79 13.27  13.17
Commercial 12.93 13.13 13.69 13.90 13,70 13.70 14.00 i3.70  13.92
rnsumer Loans .
i Hire-Purchase | 17.20 17.43 17.59 17.99 18.30 18.38 17,09 18.54  1g.86
i other 12.77 13.46 i4.25  14.18 i2.84 13.75 14.44 i4.01 313.23
her Rates . l I
Bank Rate 11.00 10.00 10.040 8.00 §.50 9.00 9.50 9.00. 8.50 '
Treasury Bill Rate ' 7.42 8.98 8.92 9.20 6. 48 7.7L  7.73 §.41 477
iCentral Bank Rediscount Rate 7.92 9.48 9.42 95.70 6.96 8.21 8.23 6.91 5.27
{Luro-dollar Rate {3 months) 13.76  16.51  13.12 9.57 10.75  10.03  9.03 11.35 8.6

Source: Central Bank of ThHe BHahamas
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TABLE V1 SIRCIARY OF COMMERCIAL BANKS' ACCOUTI.

(Ef Xfllion, end of pericd)

1980

Second CQuarter

3/

3

Y

deposits held on escrow accounts
previously held by foreign bamks.

2/ “Includes deposite of the National Insurance Board'

3/ Data for 198D-81 are not cemparakile to those for 1982-85
. owing to change in reporting format effective January 1982..

ﬁ}- Data: for 1980-81 are not comparable: to those for 1982-84.. Since 1982, some -
nonresident deposits have been reclassified as resident deposits; these included
for nonresident clients and bank liabilities

1981 1982 1983 1984 1984 15985
Ket Foreign Assers =91.1 -105.6 ~76.7 ~60.B -52.2 ~65.7  ~76.4
Net cJaims on Central Bank 26.3 12.7 19.1 41,8 41.6 58.8 46.0
Kotes and coins 13.8 13,2 17.5 15,4 19.2 10.0 10.0
Balances 22,5 18.5 21.1 26.4 22.4 4B. 8 36.0
Central Bank credit 1/ -10.0 ~19.0 -39.5 - - - -
Net Domestic Assete 422,88 4785.4  526.5  555.0  564.3 546.3 634.4
Ket claims on Goverament Sk.h 84.8 95.3 117.2 1l16.4 123.6 137.1
Treasury bills 1.0 8.0 8.3 13.0 14.0 . B.1 7.3
gther securities 42,0 35.4 32.4 39.5 41 .6 48.5 58.0
Loans and advances 27.7 £7.5 60,2 72.8 70.8 73.3 60.6
Less: deposits ~15.9 =-6.1 ~5.8 -8.1  ~10.0 -7.3 ~8.8
Net claims on public sector 2/ - 6.8 -19.7. -4.3 ~-10.7 -25.2 -11.5 -5.0
Loans and advences 36,8 22.3 30.7 33.3 - 24.9 . 26.2 15.0
Less: deposits —43.6 =42.0 -55.0 =440 350.1 37.7 24,90
Net claims on other local ) X
financial institutions 1.0 - -5.2 ~6.6  ~3.2 -8.0 ~3.5
Credit to private sector 386.7 443,4  482.4  509.7  534.9 508.6 538.3
Securities 7.7 6.8 5.2 6.2 7.4 6.8 -
Loans. and advances 3/ 379.0  436.6- 477.2 503.5 527.5 - 501.8  538.3
_In loenl currency (318.9) (366.9) {413.3) (445.4) (467.2) (441.6) (481.4)
To- foredgn currency (60.1) (69.7) (63.7) (58.1) (60.3) (60.3) (56.9)
Private capital and surplus -38.4. -33.6 ~38.6 -44.6 =54.5 ~47.0 -37.6
Met unclessified asgets 11.9 3.5 -3.1 -~10.0- - 4. - -18.3 -10.%
Lisbilities to-private  sector 358.0 385,5 468,959 536.0. -553.7 - 538.2 603.3
Demand deposits ) 103.1 103.5 17.1 137.2 137.2 134.4  147.6
In: loce) currency - (92.6) (956.5) (106.1) (123.9) (127.0}- {(123.6) {(136.2)
- In: foreign currency: {10.5) (7.0) (11.0). (13.3)- (10.2) (10.8). (11.4)
Sayings. deposits 84.8 100,7 109.1 124.1 145.3 143.0 15%.3
In local currency (94.6) (100.3) (107.8) {123.0) (140.9) (138.8) (158.9)
In: foTeign currency (0.2) (0.2 (.3} (L.1)° (4.5)° (4.2)  €0.4)
Fixed deposits 160X A81.3  242.7 27407 27,2 ¢ 260.8  296.4
1o local curremcy | (152.1) (3278.9) (213.0) (241.8) {250.1). (240.1) (273.2)
In- foreign currency &/ {8.0) (z.8) (28.7) (32.9) (A.1) (20.7) (23.2)
EOUR(E:r Central Bank-of the Bahamas:
Includes Central Rank fixed-term deposits with commercial banks,.




Total Reserves
Excess Reserves

Borrowings from Central
Bank

Net Free Reserves (2-3)

Excess Reserves

Net Free Reserveés

SOURCE: Central Bank of The

Commmercial Banks Reserve Position

TABLE VII
{B$ Millibns) =

First Quarter Becond Quarter

1581 1982 1983 1984 1984 1 1985 1984 1985
30.8 33.7 37.4 39.4 50.4 49.8 58.2 46.4
10.2 3.4 10.4 11.3 22.2 20.2 29.5 16.1
i9.4 15.5 - - - - - -
- 8.2 -10.1 10.4 11,3 22,2 R0.2 28.5 16.1

(As a percent of Bahamian Dollar Deposit Liabilities)

2.7 2.0 1.8 2.0 ' 4.1 3.7 4.9 2.8
-2.3 ~2.2. 4.9 2.8

Bahamas

1.9 2.9 4.1 3.7
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COMMERCIAL BANKS RESERVE POSITION

miliions of Bahamian dollars.
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Source: Central Bank of The Bahamas,

lAs per cent of Bahamian dollar deposit liabilities.




CHART 11

- ) LCOMMERCIAL BANKS RESERVE POSITION

(4illions of Bahamian Dollars)
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' GOURCE: CENTRAL BANK OF THE BAHAMAS




