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RECENT BQLﬁSCE'OF.;‘YMENTS DEVELOPHMENTS IN THE BAHAMAS

Introduction

* The global ecoriomic 81tuatlon in recent years has been marred

by rﬁslng 0il orlces, DeI51stent high lnflatlon, grow1ng 1nterest

.rate differentials, slhcclsh economic groth “high Lnemployment .

widening current account iwmhalances and 1ncreased Droeectlonlsm in

world trade. -This ngOHy scenario has resulted in larae paxt from
the second oil shock of 1979 - 1980_wnen oil pr1ces rose by an averade

of 150/. The ‘slowdown in ecopaﬂlc act1v1ty was intensi fied by the.

'restrchlve WonEuary and L1scal neasures - taken by the authorities in

.the najor 1naustrlal countries to fight 1nflatlon. The tight monetary

pollcy stance ‘adopted by the United Seates caused interest rates,

nominal and real, to soar to unprecedented 1eve1s. This led to a..

wwdenlng oL the differential between interest rates in the United - -

Staees and the oLher ﬂajor industrial. countries which in turn caused

w1de LluCEuaulons in ezc yange rates in favour of tne U.5. deollar.- .-

The adverse'impact of,these_unfavourable international economic - .-

developments on the balance of payments of the non—oil developing

.countries; though great, has been variéd from country to country.

An open economy Iike The Banamas, which relies heavily on imports for
1ts economic well belng and is tot ally deoendent on oil for its
energy needs, is particularly vulnerable to rlslng 011 prﬂces, and

high inflation especially in the U.8., its major trading partner.’

- Furthermore, owing to the close monetary and financial ties bhetween.

The Bahamas and the U.3., the eifects of interest rates differentials

on the balance of payments is of special importance.
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-Thié papsr will attemﬁt to identify and guantify, where possible,
the 1nternal and external factors Wthh affected the balance of-
payments since 1978 and the sueps taken by Lhﬁ authorities in 1980
to relieve the pressure on the balance of'payments. the papexr will
be organlzed as follows. 1In Section I, é brief,review will be made

of 1nnortant ba1ance of payments trends foxr the. years 1975 - 1980

'withrpartiCular empnas;s on 1980. sSection 1T will examine 'in-

' greater‘detail‘the.quarterly trends to highlight the seasonal factors

that affected the balance of payrents performance for the period

1978 Quartex_(Ij ~ 1981 Quarter (I). 1In Section III, we will attempt

"to guantify the impact of exogeneous influences on the balance of

payments such as, rising 0il prices, inflation and interest rates

-'differentials. The discussion on interest rates spreads will be more
gqualitative as it is practlcally 1nm0551b1e to measure the effect of

this factor. Sectlon IV will conclude. w;th an assessment ol the.

shoxt run and 1ong run 1nollcatlons of a contlnu@d laxrge spread'

between interest rates 1nvthe U.S. and rates in The Bahamas_and its

‘domestic and external effects. *= & Tvo.oo o E o T
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- Foxr the purpOSe-ﬁf this paper; the measure of,balancé'of payménfs
perfornance uéed.is the oveﬁall balance és,this'is the most appropriate .
1ndlcator from the DOlnt of view of short term balance of payments
ma nageﬂent The Bahamas' Dalance of payments recorded a small dellClt
in 1930 (excludlng speciél transactions) of $l.5 million after
~achieving a surplus'of.$15.l million inrl959 and a‘cumulaﬁive surplus
of $7.7 millioﬁ—for*the vears 1975 through ;9?5 (see Table i). The
most 1ﬁportant secular development in the balance of paynpnts was
the -shift from a steady current avcount surolus from 1975 - 1979
to a 6eficit_in 1980.7 The current account, althbugh‘in surplus,

began to show some signs of weakening in 1978. TFor 1875, the surplus

amounted to $29.9 million, increasing to $66.9 million in 1976 with

_a moderate declihe iﬁ}l927 to $59.6 million. . Tn 1978 the surplus
fell to $33.3 million with a shaxp decline in 1979 to $4.§rmiliion.
rThere was a complete, turnaround in 1980 with a deficit of $25.5
mllllon belng recorded,r Tne ﬁosb 51gn1f1cant 1nLlow.on the current

account is the income earned from tourism whlch-snowed a steady

growth since 1975 with some Slgc<en1ng ln 1980 :Tourié£ éxpénditures
rew at an average annual rate of 15.3% forr 1976 —'19?9 but glowed
considerably in 1980 to 5.9%. h
he deflc1t on the merchandise aucount has, however, increased
‘pari passu with tourism receipts TherBaJamas has a somewhatr

o _ unigue. feature in that there is an exceptionally close link between

iay,

imports of merchandise (oil and non-oil) and tourist receipts, while

.
i

:

in other countries the demand for imports and exports are determined

. »

by other factors such as domestic demand and world demand. . The rapid



Tt

%
"

CTABLE I

' Current Account

Merchandise trade
(Net) S

Receipts from Tourism

Other {(Net) -

Recorded capital flows

Net Eryors & Omissions

Dveréll balances

Special Transactionsl

Changes in net official

international reserves
{increase = -)

Memorandum Ttem:

Gross international -

- 4

SUMMARY OF BALANCE OF PAYMEKTS R

(In Millions of Bazhamian Dollaxrs) .

1977 1978 1979

1975 1976 1980 |
29.9 . 66.9  59.6  33.3 4.9 -25.5

(-226.5) (~240.2) (-251.1) (~318.0) (~419.4) (~593.6)

- 317.5)( 368.0) ( 412.4) ( 494.7) ( 561.7) ( 595.5)

(=~ 61.6) (= 60.9) (~101.7) (~143.4) (~137.4) (- 27.4)

16.6 - 3.7 - 26.3 . 23.7

reserves {in months of
imports)

1. Includes valuation adjustments,

gold restitution-and proiits on

50.0 14.4
- -~ 43.3 - 69,4 - 80.0 - 15.9 -~ 33.9 - 9.6
3.2 - 6.2 19.6 -~ .8.9 -15.1 - 1.5°
0.5 0.3 0.1 0.6 4.7 15.5
- 3.7 5.9 -~ 19.7 §.3 - 19.8 - 14.0
1097 als 217 15T 1.6 1.4
SPR allocations, =
gold sales..._..i. .. -
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Net outfleows under interest, dividents and profits were reduced by
- . . . - ¥

wn

increase in imports of o'l "wd non- 011 merchandise as shown in Table

1T, resultéd also:from factors o;hex than growth in tourlsm ~ These

'.1nPluGed Tls1ng oil prices, inflation, increased domestic income and

- V - N - ) X 13 . V V [ . I3 V
-1nvéstment in import intensive areas such as tourism and construction.

Other jitems in the current account showad increased net outflows

Fay

-during this period, specifically in 1978 and 1979 when net payments“

of lnLelest dividends and profits amounted to $114.4 million and

i

$l25.6 million respectively, compared with $75.4 million in11977.

SlD.Szmillion in 1980 to $1i15.1 million. The moderation in net

outflows under "other services” in 1980 was due in large measure to

the substantial idflow,from.offshore companies'- local expenses which

graw from $57.1 million in 1977 to_$119.3“million in 1980. While -

1 [}

these "other items" have always shown net outflows théy comprise a

relatively small proportion of: the current account items, hence,

they have a less éigi;fﬁbéﬁﬁliﬁ§éé£ on the balancé-of_paymenﬁs.-'e
The movenanis in the caoitél account, have been mixed with a .

cﬁmu;ative inflow f'$23 5 ﬂllllon being posted for the period. 1975

l?éQ.(see Table IIX).: : The capltal account shlfted from a surDlus of

4

$16.2 wmillion in 1975 to a deficit of $3.7 million in 1976. In 1977

recorded capital flows rebounded with a surplus of $50.0 million.

Howaver, this trend was reversed in 1978 and 1979 with net outflows

of $26.3 million and $23.7 million respectively.  In 1880 a surplus

of $1 4.m111i@n'was recorded.

The public sector accounted foxr a cumulatlve net outflow durlng

this period of $28.6 million. These_xepresent the amortization of

.-

long term debt.from international agencies and repayment of supplier
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(In #illio
Curréntraécoﬁnt 29.9 EE;E
Non-o0il Meréhandise -’7 . o
Trde - 97.1 - 108.5
Fxports (£.0.b.) (116.2)  (149.3)
Tmports (£.0.b.) = (-213.3) (~257.8)
wet 0il Trader ~i2§.4 ~131.7
Travel (Net) 271.9 324.2
. Receipts (317.5)  (368.0)
Payments © (~45.8) -43.8)
”Laéal-Bxpenses of _
ffshore Companies 80.4 60.2
Other Services (¥et)  ~80.9 _ 60.8
df-which interést;- . |
dividends & profits™~: - - - T
(Wet) (<96.4) (~77.1)
Pransfers {(Net) -~15.0 - 716.5
Private (-14.9)  (16.5)
Officiéii ( -~

~146.0

(135,9)

¢

1978

33.3

-189.7

(146.4)

(~281.9) (~336.1)

-105.1

358.0

128.3

. 433.7

(412.4) (494.7)

(-54.4) .

57.1

~ 86.0

(-61.0)

62.0

~123.9

}—%S.4)k—14é.4)

18. 4
(18.6)

( 0.7)

s

-~ 20.5

(-22.2)

(1.7

1980

-242.6  ~297.0

(170.5) (260.5),

(~413.1) (-497.5)

~176.8  -296.6

. 508.1  524.8
(561.7) (595.5)

(~-53.6) (-70.7)

71.3  119.3

~ 63.0

- 141.3

(-125.6) —-(175.1)

13.8 13.8
~(15.8) (-19.7)
( 1.2) ( 6.7)



TABLE IITX

. {In Millions of Bahamian Dollars)

wt

" Capital Bccount 16.6 - 3.7
' ?rivéte Sector (Net)  29.5 8.6
Private long term . : -
(Het) . 50.9 21.3
.Propeity éurchaser (8.7) (7.1)
Otheﬁ inVesfments '{39.8) (6.9)
Long term loans L (2.4) (7.3)
Commercial‘Bankhand 
Other Financial Inst-
_ itutions (¥et) .  -21.4 -12.,7
[ . . ) .
. 'éublic Sector (XNet) ?—12;9.. ~12.3
| Public Corporations - (~7.8) (47.3)
Centrél'Govern%ent‘ ;(;S:i)-Q-(;556} -
stosd ab $1.1 5 TMinn e

1978
- 15.7
(-2.3)

(1.1)

(-15.5)

—~10.6

-

=)

.2)
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_'e;edit; tha - jorlty of \thh were contracted prior to 1975. It
' sﬂould De-“oted hovever, that mnlle the public sector was amortizing
its forelgn cebts througnout th;s pexiod, there;was a shlft towards
'netrinflowe duriﬁgithe latter years,_némely, 1975 and 1980 as new
ioén5‘were,centracted. In 1975, net outflows on aécount of the éublic
eecter Etatelbish ed to $12 9 m1111on. Thesa stood at $12 7 million 1n-
1976, but in 1977 cwing to the Lloatatlon of general flnance bonds
-by the Cenbral Government, there were net inflows of $3.9 mlllion.
Net outflows in 1978 of $10.6 million were followed in 1979 and 1980
by net inflows of $0.7 willion 2nd $2.6 million vespectively.

‘Private sector-capital flows have been far more substantial
¥ost inward in*estnents have been direct as in hotels, manufacturlng
and %etail esé llsnﬁents, but 11cre351ngly 1ndlrect with the aqvent
of.rore jOlDL ventures 'Lollow;ng Government's announced policy of
jencouiaéing Bahamian’participatidnfiq the economy., Iﬁvestments’,
,cﬁﬁer~£han-£he nurchése of Bahemian'orooertY‘@rovided net infloﬁs of‘
$39.8 ﬂ11110n in 1975 which fell  considerably- to $6.9 million in-
'1976 before rising to-$11.4 mil?iori in 1977: From 1978 when they -
stood at Sl._ million net 1nvesLnents grew. merclnally to - 51.5 million * °
in L919 and §5. 5 million in 1980. Sincde Covernment's recent moves
;LO exercise greater control overxr the dlspoaltlon of Bahamian properuy
.Lheve has been a reduCtlon “in the inflow of foreign exchangé from
rpurchése of land byknonnresidents, and there has also been slight
increase iin net outflow as Behamians repﬁrcﬁased Bahamian property
efrem nenwresiéeﬁte. In 19757 1976 and 1977 net ihflows from thie‘:;
sourcerof-$8.7,million, $7.1 million and $20.0=million respectively

were recorded. This fell to a net outflow of $2.3 million ih'1979,
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after a brief respite in 1979 when net inflows stood at $8.1 milliocn,

het-outflbws of7$0.4 million ﬁere recorded in 1980.

Borrowing by Bahamians from foreign sources have provided for

increasing amounts of both inflows, as loans are disbursed and out-

- flows, as loans are repaid. These loaﬁs accounted for net inflows in

1975, 1976 and 1977 of $2.4 million, $7.3 million and $4.3 million

- respectively. In 1978, there was a r net OutflOW'Of 515.5 mllllon

which fell to $6.1 million in 1979; The year 1980 saw a turnaround

with net inflows of $3.5 ﬂllllon.

In The Bahamas commercial banks are allowéd'tO'make loans to
residents'iﬁ foreign éurrency.. Thesge ldans have been permitted by
the CentralfBénk'in instances where borréwers have subsﬁantial-
foreiénrexchange'incomé and are required to make'frequent payments
in'fo:eign-exchange;,such as hotels and Somé'large retail establish-
ments/es§ecially_t&ose catering to tourists. While soﬁe of these

loans are facilitated by foreign currency deposits of residents held

with comm £Clal banks, the majority is funded by resources obtained

from foreign branches or afifili ates of commelclal banxs or fron their
nen-resident depositors., Shifts in the foreign indebtedness of

cormmercial banks have been substantial.! For the review period, there

were net ocutflows of $46.4 million as the commercial banks reduced
their foreign liabilities in the wake of rising interest rates zbroad.
The reduction in the net foreign indebtedness of the commercial bank-

ing system, however, is also partly explained-by the increase in their

-cépitalization in’ Bahamian dollars where the corresoonding assets,are

‘neld in foreign curxre ncy. Net ouLfloas of commercial banks and othaxr

1ocal f1n¢n01al lWSthdthDS were concentrated 1n 1975 19876 and 1979
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and amounted to $21.4 million, $12.7 million and $27.9 ﬁillidn'

respectively.l In 1977, 1978 and 1980, net inflows of $10.4 million,

A $0.1 million and $4.2 million respectively were posted.
'Ii_t
"
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reserves in Th

Section IX

Having observed that there were signs- of weakenlng in the

balance of payments in 1978 when the Lurrent account SLrplus fell
-substantially from 1977 and the capital account moved from a strong

sﬁrplus in 1977 to a deficit it should be noted that 1t was prlmallly

the higher impoft bill w which brought about the shift desplte the

norﬁal easonal inilcw of foreign exchange. The current account

p051t10n in 19279, on the othex hand, recorded a small surplus. It
is worthy to note that for 1980 the surplus in reserves was due
primarily to the shift in erwrors and ommissions which moved from

a debit to a credit indicating:a possiblé'understatement of capital

inflows. Although the deterioration in the current account in 1979

- may be attribunted to the increase in the import bill, .there were signs

of a slowdown in the growth of tourist receipts. The growth in
visitor expenditures fell from 19.6% in 1978 to 13.7% in 1979. The

vear 1980 em=sxrged as one in which the traditional accretion to

reserves di id not occur. - The accretion to the foreign exchange

e
season in the first half of the year at which time the demand for
imports is at a relatively low level ag' inventories built up in the. ..

x

‘last half of the year are drawnéown. The Central Bank has

traditionally accumulated reserves in the first half of the*year with- -

drawdovwns accuring in the last half (see Table IV). Th his table

shows net foreign exchange transactions of the Central Bank and

reveals that this pattern was not as pronounced in 1980 which showed - .

net outflows of $1.4 million, -as first guarter net inflows of $4.8

jwarter outflows of $6.2 million. This compares

th
+h
1]
D
ﬁ-
b‘
g
V]
i)
o]
]
o]
joF}

were o

2t inflows of $27.8 million'and'$12.3 million for the first half

|...¢.

=
&

wit

of 1978 and 1979 respectively. TIn the first half of 1981, a normal

Bzhamas is seasonal and coincides with the high tourist
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TLBLE IV

KET FOREIGN EXCHINGE TRINSACTIONS

. VWI TH COMMERCIAL BENKS LND GTHERS
(BS Millions)

-,'Net Purdhases/(Sale}

VCommercial'
, Banks Others Total
1975 ) |
otr. I 7.8 ( 0.4) 7.4
IT 7.6 1.5 6.1 "
ITT (9.3) (3.1) (12.4)
IV (3.9) (0. 3) (4.2)
1976 |
Qtr. I 10.3 {0.6) 9.7
1T 2.8 1.2 4,0
1T (20.6) (0.8) (21.4)
TV (7.1) 3.8 (3.3)
1977 ,
Qtr. T 9.9 1.9 - 11.8
R & 5.6 - 5.3 .10.9
CTIT (13.8) 10.0 3.8
v 1.0 9.4 10.4
1978 E ‘
Qtr. T - - i 1103 3.8 15.1
' II : . .13.7 . (2.0). 12.7
ITT - (9.7) {(4.3) (14.0)
IR e (19.8) . | o (8.9) . (28.7)
1979 - ; . . . -
Qtr. I 19:8 (i0.0).. .. 9.8
iT 7.4 5T (4.9) - < 2 2.5
ITT (9.6) (0.9) (10.5)
v (22.1) 4.0 (18.1)
- 1980 S - |
Qtr. I - . .2.8 .. 2.0 4.8
1T (1.3) - o (4,9) (6.2)
1IT (11.3) C(6.3) (17.86)
| TV (12.2) (1.6} ~ °  (10.6)
1981 )
Qtr. I 5.0 (1.8) 3.2
T 5.4 2.1 8.5
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~While ithere is normally growth in the import bill in llne,WLth

~$55.9 million gxowth in

- 13 -

attern was at a reduced level
/evid t7‘1t1 net’ ﬁﬂrlo”s/bf $1x.7 mllllon.

o

" This dindicates an under-—

lywng oressure ‘on the balance of Dayments. 'This pressure is explained

in. part by the much reduced current account surplus in the first half
~of 1930 -~ S 6 9 m1llwon,.c0ﬁpared with $53. 5 mllllon and $46.4

million in the first half of 1978 and 1979 respectively. In 1978

and 1979, oil import ts for the first half of each year accounted for

outflcws of $58.1 million and $74.7 million rcsppctlvely For the

same pericd in 1880, the oil imaort bill 1ncreased by 113.6% over -

139.6 million. Non- 011 merchandise was aTSo nuch hlgher in-

the_fiis* nalf of 1980 than in tpe same peLlOGS in 1978 and 1979,

from the

merchandise lmports at ;220 5 mllllon gxew by 23.6%

stered ;or the flrst half DL 1979,

$178. ~and is much

4 million =«

hi gher than ithe 3152 7 million 1mported for the same perlod in 1978.

growth in’touriSm,win 1980 the grbwth in receipts from fourism over

the previous year cmounted to only $35.5 million compared ‘with the

growth in all m_rchandlse of $127.0'mi11ion;;‘In:fact, f TOm 1978 to

719807tourist receipts grew.by 20% while o0il imporis soared by,1325

and non-oil imports by 47.%%.:: Even when ‘allowance is made for a: =: -

aircraft, the grcwth in

for this period amounts to $35.6 million.' -

2n analvsis of the current account positions for the first -

cuarbers does not 1nd1cabe a favourable outlook for 1981. The ..

.current account showed a surplus of onJy SlO 4 million, con@ared Wth

$50.1 million in 1980, $43.4 million in 1979 and $39.4 million in -

gain the

I

1978, I high level of imports, $68.8 million as against

miilion

..a.
|-

$45.4 mi n the first guartex of 1980 is the primary source of'

the

oil imported for bunkering of forei ships and
i g L .

imports over the growth in - tourism expenditures .
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_presscre.- Tt should be noted that oil impoft payments at $63.5
million were down from the $72.0 million recorded in the first

quarter of 1980. However, this decline was entirely in foreign

“bunkers as imports for domestic conswumption increased over the

first qu'arter'o'f 1980 by $1.4 million (5.5%) to $26.9 million. Note

should also be tuken of Lhe cecllne in tourlst receipts thlcn stcod at . -

$163 8 ﬁ1111on or 8. 3% 1cwcr than a year.carller. In adcltlon, net

'outward factor payments'were higher at $41.1 million, compared with

$27.9 million a year ago. :

While most of the adverse cevclocncncs in the balance of pavmﬂﬂts
since 19?8 were concentraced in the current account it is note-

worthy that the capital account while sufferlng from ceducad inflows

overall at least appeared to have leveled off especially in the areas

of property purchase and commercial banks' foreign indebtedness.

First guarter 1981 saw a surplus on capital account of-514.2 million. -

, compared with deficits of $17.1 mlllaon and $20 0 million for the

same periods in 1979 and 1980 respectlvely. Propertj carchases by

rfcreigners accounted for a net inflow of $1.l million in the fixst

quarter of 1981 as agalnst an outflcw of $10 2 mllllon in the first’

- guarter of 1980 and a net inflow of $2. 3 ﬂllllcn in the first gquarter .

1879. The banklngrsecLor‘ 1ncreased ltS net foreign ind Ledness by
$13.3 million compared with a reduction in this positicn of $11.7

million and $7.6 million in the corresponding periods in 1979 and

- 1980. The more important factors contributing to the pressure .on

the balance of payments will be discussed in the next section.
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QUARTERLY BALANCE OF PRYM&:’NTS 1974 = 188l
‘ 1978 o . 1979 : - 1580 . | e ;'[
Qtr.I_ Qrr.II_ Qtr.IIC  Qtr.Iv | Qtr.f _ Qtr,IT  Qecr.IIX  Qtr.IV | Qtx.T Qee. IT  Qer.III Gtz v | Rer.I |
CURRBAT_ACCOUNT To3sln 14l 10.3 -30.5 a3.a . 3.0 42 . =37.3 50.1 ' -l3.2 = 7.9 '=-55.2  lu.4
Noa il Merchandise ‘ Co ' ‘ .

Tralo £-35.0  -57.8 -31.5 ~63.3 -47.2 =-51.6  =54,2 -89.6  _45.4 -72.3 : = €8.1 =1ll.2 -§0.8
exporks (E.olb.) 0 (32,7) ) (27.2) {40.1) (46.4)  (3658) (42.8) {43.4) {(47.8)  (54.0)  (48.8) - { 53.0)  (44.7) (4L.5)
“tapocts (£, ©. b.) A=67.7) (<85.0} - (-73.7) . {-109.7) {-84.0) («%4.4) (=97.3} . (=137.4} (-99.4) (-121.1) (=121.1) (=155.9) (-L1d.4} -

Het Q1} Trade , ~24.8 -33.3 -34.3 -35.9 -33.7  =ai.0 :-*_M-D -58.1 - =-72.0° -87.6 -68.4  ~ 68i5 - 63.5.
Traval (Met) 123.5 ' 109.3 94.8 106.2 1437 115.3 1227 136.4  160.2  120.9 124.2  118.5 - 145.4
. Receipts (140.5)  {421.1y  (118.3)  (L17.9)  (155.2) (126.4)  {31.3)  (148.8) (178.6) (138.5)  (144.8) (133.8) (163.d)
" Payments = (-17.0} {=11.8), (-20.5) (-11,7) (~11.5) {-11.1)  {-18.6)  (-12.4) (-18.4) ({-16.6)  (-20.6) = (-15.5) (-18.4) °
. N . - . | | . . . . v ~ B '
tocal Expensaes of . ) . . ' o o o oL
© Offshore Companies 14.1 15,9 16,4 15.6 . 16.3  '15.8 16.5 22.7  32.2° - 35,7 -24.3 27,1 43.5
Othar Sezvicos (No€} . =323 -15.8 °  ~26.8  ~49.2  =35.2  -=30.3 -30.6 -44.6 =155 . = 8.1 -16.2 23,7 . ~42.4 .
of «hich inkerest, ‘ ‘ . o ‘
- éivigends & Profics Co : 3 , - o o ’ ‘ R . . o .

(Net) (=25.0) (-2L.8)  (-22.5) (-85.1) {=31.7) {-28.5) (-26.7) (~3B.7) (<27.5) (~3L.7)  {226.3} (-31.0) (-4l.1) -

Transfars (MNet) - 6.1 =~ 4.2 “ 6.2 = 3.8 0.5 - 4.6 =4 -4l =94 - 2.8 - 3.7 3.7 -39
private R 6e2) (e aul) (= 6.6) - 5.3). b 0.8) (& 5.6) (- 4.8) & 4.6)(= 8.7 (=3.2) (- 3.9 (= 3.9} (- 3.8)
dificial (0.5 -0.1) (-0.4) (1.2} [=0.3)  (-1.0) (= 0.2} (= 0.5) (-0.3) (=0.4) (=0.2)  (=5.8) { =)

[

)}
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TARELE VI
QUARNERLY BALANCE OF DAVMENTS 1978 = 1981
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{~ 0.8)
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(=10.0)
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(-0.7}
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7.8 = 9.4 - 9.1 S

U710 (-6.6) {=10.2). [-0.6}
1.4 {-0.2) "t-0.3)

Ce2.6) 0 (L)

to.9) .
(6.8} .

- d.4 <1708 - 1.6 37
- 1.7

L0100 - 2.2 - 3.3

(3.1)0 {0:2) (=11} (- 0.6)

{r2.1)

{(-2.4  {-z,23 (- 1.1} ‘
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(7.0
-6

4.9

- 3.1

(—-o.s)

- 2.3)"

3.2 13,30
0.4
( 12.4) .
- z.0) (- 2.3}
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Sectlon IIXL

_ RlSlng import prlces for oil and non-— 011 melchandlse have aCCCHﬂuEd

years. 0il pflces ‘have risen sharply since 1978 as shown 1n Tables

VII and VIII.

TABLE VII -

NET OIL TIMPORTS

1978
Value (B$ Millions) - 77._ . 54.75
Volume (Millions of Barrels) | 3.48
Average Price (BS$ per Barrel)r ' 15;73.

TABLE VIII

1279

93.81

23.45 -

S , 1978
Propame .. L .. - ¥ 5.2
. P -17.1
;Motor-gasdline: v '; 12,8
B T Y
Aviation.. . o= cow v VOT i wmes = 3505-
- Gasoline : P 5.7
"Keroseﬁe f v 10.2
(Jet Fuel) .- ----. P - 1.9 -
. . i .
Bunker "C" i iz v 63.0
B P -16:2
Gas Oii v 5.9
o - P 7 3.2
Lubricarnts v . 266.0
& Other 2 -38
v=volume

P=Price/bbl - --

_Source. Oll comohny renorts

=

' ANNUAT, & CHANGE IN PRICES AND VOLUME OF OIL. -

- 1979 -

N =
Wk
' e

S
() Y]

h »

. 29.8

=t

in large part for the pressure on the balance of payments 1n recen

1880

126.26

34.41

38.3

6.0
38.3
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Even fewerxr imports would still lead to increased ocutflows of foreign

_which are relatively price_elégtié.

- The impact of rising oil prices on the balance of payments since

1977 may be estimated by expressing the value of Qiliimports in 1977 ..

prices. 1In the absence of an import price index to deflate non-oil

~ imports, the most appropriate deflator that may be used is the index

of finished consumer goods in -the wholesale price index for the

United States, from-which over 70% of the country's non-oil imports.

_originate. Table IX provides crude estimates of the impact of rising

oil and non~oil import prices on the balance of pavments since 1977.

TABLE IX
(3$ Millions)
1978 1979 1980
0il Iﬁporté? Doﬁesfic éonsuﬁétioh o 54,7 93.8 126.3
0il Iﬁports in 1977 prices ($16.11/BBL) - 56.0 } 64.5 - 59.1
Increase due to ?ricé*gr 2o e 1;5‘ - ..29.3 - 67.2 -
'7ﬁon—oil imports: - v v oseota Lo o - -336.1 . 413.1.. 497;5
Non-oil imports .in 1977 prices ©312.1 345.3 ‘367§2f
Increase die to price el ol ' 24,0 69.8 130.3

With the rise in the price of imports, larger amounts of foreien

exchange are needed to méet the cost of a fixed guantity of goods.

exchange since the demand for imports is inelastic.. This higher -

import bill will be passed on -in the form of highex cost to tourists

for goods and services. This price mechanism, aside from operating

with a lagged effect will cause sexrious disruptions to those areas
Higher prices for touristic

_ goods. and services will have an adverse impact on the balance of

payments owing to a loss of competitiveness to other destinations




"
ql‘

incomes. in the United States which accounts for some 75% of,the total

which are able to avoid or absorxb rising import prices. The

Bahamas. must ensure,  therefotre, that it maintains its competitive

" edge in ﬁhis all important area.

The level of real income in the home countries oxr prospective
visitors is another exogenous factor which affects. The Bahamas
balance of payments.. Table X provides data on tourism volume -

(thousands of days), tourist expenditures and the growth in real

stopover visitors. -

1975 1976 - 1977 1978 1979 1280

- Total number of visitors ('000) 1324.3 1344.5 1244.2 _15-32.8 1605.6 1758.¢

Total visitor expenditure (BS Ms). - 317L5-'368JJ: 412.4 - 494.7  561.7 595.%
R . . |

Number of étOpover visitérsCTmD) 503 . - 940 . 891 -.21083 1129 1181

Stopover visitor expenditure (8$ mms) 298.5 351.4 - 394.8: 472.2° 5356.9 563.‘7§

Total visitox days ('000) ~ . - 6228 6310 6721 8192 8592 9141
% Change in total visitor. LT e e e e S
expenditure - . ' - 3.3 15.9 12,1 20.0 . 13.5° 6.C
% Change iﬁ Stopover visitor f_ o ) ,
expenditure : : - 3.9 . 1.7 12.4 19.6 13.7 5.C
% Change in visitor days. --- . .- -39 - 1.3. 6.5 21.9 - 4.9 6.4
% Change in U.S.A. Real G.N.Pv .- 1.1 . S5.4:- 55 - 4,8. 3.2 - 0.1

‘Source:.I.F.S. and Bahamas Ministry of Tourism,

~ An increase in real incomes should lead, a priori, to an increase

in demand for tourist services on the assumption that people will

have more money available for travel. Conversely, when incomes

~decline it 'is expected that this will have an adverse impact on .



- travel, hence on the level of tourist expenditure.

From Table X it may be seen that the Bahamas experienced . K

-négative'grOWth'in its tourism sector in 1975 with total visitor days

off by 3. 9% and total expenditure off by 3.3%. This decline coincided

w1tn'Lhe l 1% decliﬁe in feal G.N.P. in the United States. 'With the‘

recovery in the growth of real incomes in the United States, the

“tourist sector in The Bahamas picked up significantly with annual -

growth in total visitor expenditure of 15.3%} 12.1% and 20.0% from

1976 to 1978 respectively. The robust growth in visitor expenditure .

in 1978 may be explained by the increase in visitors from destinations

other. than the United States. Total visitor expenditure growth

lSlOWed:tO'ia.S% in 1979 reflecting a Sloﬁdowk in the growth of real

'G;VLP..inrthe United States to 3.2%. The growth.in tourist

expenditure-in 1980 . was sharply reduced to 6.0% as the U.S.-economy

“declined by bti%. The outlook for.lBBi contihﬁes~to be overshadowed

by forecasts of economic recession_in the major industrial countries.

‘Also the deore01aL10n of the Puropean currencies against the dollar

is expected to adversely affect tourlst tralec Lrom tne Buro*dan

- iy I N ‘L.,_,,.ﬁ, « - - e - .= - - -

market

The unLavourable EfLECLS of tnese excernal 1nf]uences on the

~ - :

'balance of Dayments was undoubbedly comoounded by the glOWlng 1ntereat

rate dlIIerentlal—Detween domestic 1nteres; rates and 1ntexest rates-

abroad; Table_%i shows the shift in ﬁhe”mix of outstandiné bank

.credlt frOﬂ LOrElGH curlency fo Bahaﬂlan dollars in Lhe vake of the

W1den1ng 1nterest rate soread Thls ShlIt became evident in the

E egcond nalf of 1978
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'I'z-:BLE XTI

LOANS PND ADVFNCES OF COHAPRCTAL BANKS TO THE PRIVATE SECLOR

_ : Proportion

~In . " In . of Foreign Intere:

Foreign Bahamian Currency Rate -

Total Currency Dollars - ZLoans ' . Spread
7 (In millions of'Eahémian sy . 7~——(In per cenb)-"-'

1976 = IV - © 259.7 - 90.8 1es.s 35.0 4.2
1977 - IV 282.1  100.1 182.0 - 35.5 2.4
1978 ~ I 277.4  97.0 130.4 - 35.0 2.2
T 298.1 110.2 187.9 - 37.0 1.7
11T 302.3  108.0 ©194.3 35.7 0.8

v . . 306.1- 101.1 ©205.0° 33.0 . -1.6

1979 - I ©301.1 - 94.2 206.9 . 31.3 . -1.4
T & 309.8 .  89.2 -~ 220.6 - 28.8 . -1.6
IIT - 323.7 87.4 236.3 27.0 - =2.7

v 343.3 79.7  263.7 C23.2 -5.7
1880 - T 349.9 77.2 . 272.7 22,1 . -6.1
I 360.1 - -73.3 286.8 20.4 - -0.2
LIIX 367.2 72.2 -298.r - - 18.7 -1l

v - ©395.1 76.2 318.9 - 19.35- - ~6,1

1981 - I -~ : - 389.1..°  65.4°  323.6 . ° '16.8 .  '=5.3

. Spread calculated using the local prime lending rate and the three--
'nonth nuroao1lar rate. o o ‘ '

: - ’ - - P PP :
By the end Dx 1979 gananlan dollar c1ed1tﬂhad g1own Dy 28/-un11e '

R I

._forelcn currency credlt decllned by 20”‘ Durlng this same Derlod
A - .

the 1nterest rate smread between Lhe 10cal~0:1me.rahe and the 3~

month Euroaollar rqte moved from .a p051tlve 2 29 to a negative 5.7%.

During l980, the sproad ﬁlucLuaLed from a h1ah of 6 1% to a low. of

- 0.2%. Durlng thlS per od LOIElUH curfency 1oans feﬁaWﬂed fa;rly
'constant._rB*h mian dollar credlt eXﬁanded by’ 20s hqwle Jahamlan

dollar credit 1ncreased-oy 1.5% in the flIS% quarter of 1981 and
'foieign=curréncy crédit declined,by 14.2% as iheﬂiﬁteresﬁ.fatérspread  
‘widened by 5.3s. ‘Thisrrapid'éxpénsion-iﬁréahé@ian doliar cfedit'was

directly reflected in an increased demand for imports while the



'—rreoayﬁent of Forevgn currency c1@d1t had a negative impact on reser

The 1mﬂact of the W1den1ng dif erbnulal between :oreﬁgn 1nbere

 rath and Bahamlan dollar rates on the flnancwal assets of tne

Aprlvate sactor, a1thougn dwrflcult 0 measure, was dlscernable from

the deceleration in the growth of commercial banks' Bzhamian dollar

1iabilities in the second half of 1979.  Table XII gives an indication

of the impact of the interest rate differential on the asset side

‘using as representative rates that paid. on local 3 month Bahamlan

ves.

st

dollar fixé&,deposits and the U.S. Treasury Bill rate. The table also -
shows éhanges'in'the'Bahamian-dollar deposit liabilities. of commercial
banks. |
EéﬁLE-Kéi
'BAHAMIAN DOLLAR DEPOSIT LIABILITLES OF COMMERCIAL BANK
- - .. .. . ) -_‘.3"';"10{3%_’.?(1, U-S- )
. . . Total .- Demand Savings Fixed - Fixed Treasury  Spread
B S LTS : P .l _f’ K - T - _’_ L. Aer m ImoLe el - DEPOSit Bills
1976 IV - 214.5 - 55.5 -~ . 48.8-~ : 110.2 - ~6.52 - .- -4.68 - . 1.84
1977 TV 235.6  64:2 . 54.6 . 116.8 ¢ _5.69 - 5.47 - 0.22
1978 T - ~243.1-. .69.0 - -58.8 - 115.3 -  5.48 6.4l -0.93
IT  249.3 69.5 63.2 116.6. 5.71 6.48 - —0.77
. ITIT ©257.2 ©073.9. .0 65.5w = 117.8 . . 4.95  =.7.32 . -2.37
_ IV - 267.0 77.2 66.5  123.3 5.06 '8.68 ~3.62
1979 T+ 278.0  87.0 e T Tils.7 s.10 . 9.36 4.26
. II:  '294.6 ° 95.5° - 80.0-- -~119.1- .-4.87 . - 9.38 —-4.51
IIr 311.6  99.8 80.6 131.2 - 4.83° 9.63 -4.80
IV .. 319.1 102.0 - 83.0 ~ - 134.1.  4.64 = 11.80° -7.16
1980 T .  341.9 . 106.9 89.0 . 146.0 - 6.64 -  13.46 -6.82
© IT - 339.9 99.8 - 93.4 146.7 .91 10.05 -3.14
IIT  358.5 98.5 = 94,2 . 165.8 7.03: - 9.24 -2.33
| IV 367.9 99.6 94.6 173.7 L7.74 0 13.71 -5.97
© 1981 I - 372.4  104.5 99.4 ° 168.5 ~ 7.90 ~ 14.37  -6.47
'The rate moved in favouf ofrU,S. bills ﬁifhra spfead:ofao;BB%

3

th rst quarter of 1978 to 7.16% in the last quarter of 1979.




Cémmercial'banks‘aBahamian dollar liabilities rose by 5%_in tﬁe fi:st
haif of 1979 compérediwiéh 11% and 8% in the Ffirst and seéond half. of
1978'respectively. ' It should also be borne in mind that a significant
porﬁion“bf the:grdﬁtﬁ inrtheée depbsits-pafﬁicuiarly fixed deposits

resulted from the mobilization of the National Insurance Board's

- surplus funds, the exclusion of which would be reflected in a marked

slowdown in deposit growth.

"The differential in interest rates in favour of Bahamian dollar

~liabilities and foreign assats prompted the authorities in February
11980 to raise the prime rate to 11% from 9%. Other lending and
" deposit rates also moved up. However,-whi;e'this move did provide

- for an easing of the tight liguidity position of the commercial banks,

the respite was only temporary &s interest rates in the United States

continued to socar. Although local rates on 3-month fixed deposits

"moved up-in 1980, the inferestrrate—épread in-favour of assets such

as the U.S.,Treasury_Billsr.thoughzreduced from the 7.16% :ecdrded

‘in the last’quafter ofr1979, was still sufficiehtly large {averaging

4.57% in 1980).to be attractive. Short ﬁerm_capital movemants

normally.tend to move.in line with.-a growing interest rate differential
éhd'the_movementslin commercial banks' net foreign indebtedness as-

© shown in Table ITI provides 'some evidence of this as the banks reduced

,their dependence .on foreign funds for domestic asset éreation.’
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Section IV S : ' - S

In considering policy tools available to the authorities for

‘easing balance of payments pressure it has to be kept intmind,that

"The Bahamas cannot avail itself'df'exchangercontrols on current

account payments or excnanae rate adjustments by virtue of the fact

“that it is'an,Artlcle VIII member oF the Internatlonal Honttary Fund, -

-‘and 1t has onted for a fixed exchenge rate cystem with parlty to the

United States dollar since trade with the United States accounts for

some 75% of its total trade. - This leaves essentially two methods

of adjustment, namely, interest rate varietions and aemestic
ebsorption xestreints;_ It wasrmentionei earlier'that'iniFebruery 1980
the prime l te was ralsed by 2 percentege p01nts, at this timeethe'
Central Bankx asked cowme1c1al Denks to- reduce WOans tolcustomers for
carrying large inventories. . The Central_Benk also alted Exchange |

Control approvals for prepayments of fOreign,currency debt. While

the raising of the local prime rate by 2 percentage points in

February 1980-was designed;tO'eaée'the'balance of payments pressure

on the premise that the interest rate differential was an important

initiating factor,-the upward adjustment was.not large enough to

have the desired effect of narrowingrthe;differential owing to the

'contlnued uoward moveﬁent of forelgn rates. Thennolicy option of

1ncrea51ng domestlc 1nterest rates Doses certaln 1nterna1 problens
which must be carefully weighed against'the advantages derived,from

ach1ev1ng Dalance in international payments apd -a healthy foreign

‘reserves 0051t10n. Tne cn01ce ‘of an aooroprlate level and structure

of 1nterest rates. ralses certain- soc1a1 and DOllLlCﬁl questlons. In

deve1oolng countries ‘one of the implicit assumptwops of economnic



e

‘sensitive such as agriculture, low cost housing, small hotel -
- operations and other s

e
" concern.is that economic growth,will be hampered as investment falls, ~q

- term or long term capital inflows. There is also the concern that - 4

¢

- 25 - : _ : T
|
policy seems to be the’desirébility of financing long term .development ‘

programmes with_low.interest rates, However, the notion that low,

3

‘countries where relative prices including interest rates must

necessarily reflect the scarcity of factors and goods. | D |

An increase in domestic.interest rates should mobilize domestic

-savings and increase the supply of loanable funds which would

stimulate production in  the long run and direct idle resources in more .

productive, efficient areas. Higher interest rates will also combat

thé problemrof undér—utilization of capital becaﬁse it forces
existing and hew;y acquired capitairgéods t0o ba used more efficiently.
Theliéﬁourag}é'short‘;unieffécts of high domes%ic interest rates
would be reilected in a Efeady growth in international reserves as
ﬁhé excessive demand for credit and fo?’iméofts of éonsﬁﬁption goqur
eaée‘and as sa?erérincrease inﬁestment in lo¢al‘aésets.'

However;-an increase in domestic interest rqtes-doeé raisér
certain'problemsrfo: Ehe'domesﬁic‘ebonomy.r Sectérs which are credit -

’

mall business will be adversely affected. . The
4 ' .

unemployment rises and inflation increases. - Furthermore, there has
been little or no empirical evidence in developing countries to support.
the proposition that high domestic interest rates will attract an

inflow of capital. In developing countries like The Bahamas, political

' .stability appears to be the most important factor in attracting short'5;

high interest rates will be built into the cost structure and fuel {
inflation and thereby further erode the real return on financial assets.

.
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The 5001a1 1mp11catlons of high 1nterest rates nust a1so be con51cered.

“In- the short ran the lower level of consumotlon that will result from

1ncrea51ng 1nterest rates may:mlse social discontent as consumers are

Vforcea to not only reduce their consumptlon level but also bear the

burden of hlgher-prlces passed on to them byrbu51nesses. ‘A further

;argumentragainst'higher domestic interest rates is that it will

increase the cost of Government borrowing, the level of which is

con51derably hloner in aeveloplng countrles. However, one may argue

-that 1t may not be LEaSlDle or desirable to allow the Government to

enjoy low rates of 1nterest mhen capltal is scarce as thlS ofOﬂotes

’wast Lul investm ent and tends in the long run to Dromote 1nequallty 1n:

incoma distributlon.

Since at present The Bahamas has no other significant source of

foreign exchange earnings besides tourism and because an increase in

tourism leads to an increase in demand for imports, it is the trade

“account which must bear the brunt of adjustment. The ?roduction of .

’ - . V - ‘ L s =g 4 3 ) ) ‘
domestic goods such as food grains, iruits, vegetables, poultry, |

meat,beverages, etc. to service the tourist industry and meet domestic

demand would result in a substantial saving of foreign exchange. In

this vein, effortsrare‘being made'to stimulate agricultural productiOn,rg

food proce551ng and cgnnlng, garment manutacture, llgnt ‘engineering and
metal and plaetic fabrication., These efforts include the'development,
of agrlcultural serv1ces such as the provision of free21ng, storage

and nandllng fac111t1es and the dissemination of marketing 1nformat1on.
|
o

The Develooﬂent Bank and the Develooment Corooratlon have been
established with a view to providing finance'andrlnltlatlve + for -
the development offcommeroia1‘and.industriél ventures. The objectives

of ‘these actions are the achievement of self-sufficiency in food



- production by ihcteasinggthé‘rate of growth of dOﬂpstlc agrlcultural 'k

optpﬁt;i The aim also to develop and exmand the 1nduerlal base of the

~

economy._

| ‘As regaras 1nterest fates,'it is no coincidence £hét ‘the pfessﬁre
on the balance of oayments occurred in a pﬂrlod of rlswng interest
.rates lnternatlonally However, 1nterest_rates'have not been the séle |
cause of thls;deterloration, hence aﬁrincrééSé in iﬁtercSt rates‘may
" not be a éanacea. The appropfiate overall policy should be Baéed oh
é.delicaté balancing of ‘rates realistic enough'to'stimuléte,savings
_bﬁf hoﬁ,so hiéh as té hindef investment ih productive areas. -Iﬁ is +
the - Dollcy of the Cenbral Bank to ensure the avallaoll1ty Of -reason-
 ably prlced CONﬂEICTEI credit and to dlscouraaé consunotlve uses Qi
credxtf n thls regard, 1t_1s the,vlew oflthe Central Bank that it
 ié-not pruéent-to increase 1oca1 intérestkrates, as the disaévéntagéé
to 1nternal eau111br1um would not warrdnt the géins to extefnai;
-equlllbrlum espec1ally as the Bank is not cléérié’able to identify
'the 1mpact of lnterest rates. . ”,J"l - o 7 : g

Altbough 1t 1s exoecced that the current account w1ll come unaer,

'préssure_ln 1981 owlng_to'cycllcal fluctuat;ons-ln‘the Unlted.Statesf
economy and large capital imnorté'assoéiated"with the anticipated'
-;rlse in domestlc 1nvestment the situation is not 1ntractable. In
i fact; recent moves clarifying and revising the promosed leglslatlon.
DnrtQE'dlSpOS%tlon of land_to‘:orelgnérs,rand the restralnﬁ of
fGovéfnment_eXpenditures should offéet/to some aegréé cherrunfévoﬁrgble;

impacts oﬁ'the,balancé'of'payments,



