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Letter of Transmittal

The 2021 Fiscal Strategy Report
(2021FSR) is the fourth prepared in
accordance with the Fiscal Respon-
sibility Act, 2018 (the Act) and sub-
mitted to the Cabinet and Parliament
to ensure budget credibility, trans-
parency and fiscal sustainability. This
document outlines the Government's
medium-term fiscal framework which
will inform the FY2022/23 budget,
annual borrowing plan and medi-
um-term debt strategy based on the
macroeconomic projections and fiscal
objectives set out in the 2021FSR.

During the FY2020/21 period, The
Bahamas continued to weather the
fall out of the impacts of COVID-19
on the health & safety, social and eco-
nomic environments across the coun-
try. The country suffered significant
increases in COVID-19 cases, rising

to 23,112 cases and 713 deaths by 18
December 2021. The national vacci-
nation dashboard, as at 11 December
2021, highlighted the rise in total
vaccinations administered to 293,347,
of that total 151,183 people have been
fully vaccinated. While these statistics
have waned, the national strategy to
address this pandemic and adhere to
best practices continues.

In 2021, in the midst of the fight
against the Delta variant of the
COVID-19 virus, the country and the
wider global community began to
relax the lockdown and restrictive

measures and protocols that were
put in place to contain the spread of
the virus. It was understood by the
local and global communities that the
world will have to adapt and learn to
cope with the variants of the corona
virus, while still allowing economic
activity to take place. Without this
approach, extreme pressure will be
brought to bear on economic growth,
small businesses and ultimately the
livelihoods of people. Currently,
businesses are operating at almost full
capacity, borders are open and travel
restrictions are considerably reduced
in comparison to a year ago. The
labour market has also begun to re-
absorb employees, thereby reducing
the unemployment support provided
previously, as workers begin to reen-
gage in meaningful employment.

Presently, the country is on a path to
steady recovery. Preliminary indi-
cators demonstrate a stable increase
in tourism arrivals, room occupancy
levels, healthy reserve levels and
revenue intake that is currently out-
pacing projections. Despite this, we
are still mindful of the presence of the
new Omicron variant, which has now
made its way to the United States.
This indicates that in the short term,
the country will inevitably have to
contend with the effects of this highly
contagious strain. As a result of these
realities, the medium term framework,
quite naturally continues to include
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some level of COVID-19 support, with
the expectation that this support will
decrease over time. It is estimated
that the total amount of COVID-19
support spent by the government on
the health care sector, small busi-
nesses and to provide unemployment
assistances to the populace, to date,
has grown roughly to about $400M.

With the change in government on
September 16, 2021, the approved
May 2021 budget was adjusted via a
supplementary budget in October
2021. The medium term framework
incorporates revised targets for the
main fiscal indicators to address the
downturn experienced in the econo-
my from 2019 and to capitalize on the
recovery in local and global economic
conditions. The underlying assump-
tion remains the same and still as-
sumes a gradual recovery in economic
activity and resurgence of the tourism
economy.

More specifically, the framework now
addresses the losses in revenue expe-
rienced during these times through
an aggressive strategy that has been
implemented to collect outstand-

ing taxes, make necessary changes

to enforcement mechanisms and
implement tax reforms. Expenditure

is expected to become more targeted
for better use and management of
public funds. In particular, priority
projects, such as hospitals and family
islands airports, which will be funded
by PPP arrangements, represents an
intentional effort for containment of
capital expenditure above projects
already disclosed in the FY2021/22
supplementary budget. Conse-
quently, deficit targets are expected
to decline, eventually reaching a sur-
plus in the outer years. It is expected
that the debt to GDP target remains
unchanged and is expected to be
achieved by FY2030/31, due to ele-
vated borrowing for COVID support.
We are seeking to expand the legisla-
tion to include additional metrics that
would provide a more robust moni-
toring and evaluation framework for
accountability. These additions would
include targets for revenue, interest
and capital expenditure.

The government continues to moni-
tor the social and economic situation
and will adjust as necessary to remain
within the fiscal targets established
for the current fiscal year. As with
previous fiscal strategy reports, the
government will review possible
outcomes for the fiscal position, to

JAC

Philip Davis

Prime Minister & Minister of Finance

determine whether more changes
are required to the medium term
fiscal framework at the time of the
mid-year budget presentation, and
to be able to respond with the most
appropriate policy action to address
any emerging events.

The government remains focused

on guaranteeing fiscal consolidation
occurs in a manner that is practical,
targeted and manageable over the
medium-term, as presented in this
Fiscal Strategy Report. To this end,
the policies and strategies outlined
within this document will prioritise fis-
cal risks to ensure economic resilience
and stability over the coming years.

The undersigned attest that, to the
extent feasible and practicable at
the date of publication, the 2021 FSR
contains information that is accurate,
reliable and complete in respect of
requirements of the Act.

/1

Simon Wilson

Financial Secretary
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Report

The 2021 FSR is the fourth such
report to be submitted to Cabinet
and Parliament under the Act. As per
section 10 of the Act, the Minister of
Finance is required to prepare and
submit a Fiscal Strategy Report (FSR)
to Cabinet, for approval no later than
the 1st Tuesday of November of each
fiscal year, in this case November 2,
2021. On approval, the FSR is to be
presented to both Parliament and the
Fiscal Responsibility Council by the
3rd Wednesday of November (i.e.,
November 17, 2021) for their review
and recommendations.

As a result of the September 16, 2021
General Elections which saw a change
in administration, a Supplementary
Budget was tabled in the House of As-
sembly on October 27, 2021. Further,
on November 15, 2021 Parliament was
prorogued until November 29, 2021
when debate on the Supplementary
Budget commenced. On November
18, 2021 the Government issued a
public notice advising that the 2021
FSR would be presented to both Par-
liament and the Fiscal Responsibility
Council immediately after debate of
the 2021 Supplementary Budget to
allow for inclusion of the most current
budgetary information in the fiscal
forecasts.

The 2021 FSR provides the Govern-
ment’'s medium-term fiscal frame-

work to achieve the fiscal targets
mandated in the Act and as revised in
the 2019 Fiscal Adjustment Plan (2019
FAP) and 2020 Fiscal Strategy Report
owing to the devastating impact of
the COVID-19 pandemic on the mac-
ro-economy.

Following this section, and in compli-
ance with the Act, the remainder of
this report is organized as follows:

» Section 2 reports on the econom-
ic and fiscal performance in the
most recently completed fiscal
year, namely 2020/2021;

» Section 3 presents the required
macroeconomic and fiscal fore-
casts for the current and next
four fiscal years—to show the
intended path towards conver-
gence with the fiscal targets;

» Section 4 outlines the proposed
fiscal policy for the next five fiscal
years;

» Section 5 frames an analysis of
fiscal risks and mitigation strate-
gies; and

» Section 6 provides a summary
of Government'’s debt manage-
ment policy and analysis of debt
sustainability.

The information to be included in the
2021 FSR, as specified in the Act, is
presented as Annex A.
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Accounting Principles
and Methods

The budgetary data presented in

the 2021 FSR are prepared using a
modified cash basis of accounting and
guided by the International Public
Sector Accounting Standards (IPSAS)
financial reporting under the cash
basis. As such, revenue is recognized
when received and not when earned;
expenditure is recorded in the period
it is incurred and paid; and purchases
of fixed assets, including immovable
property, plant and equipment, are
fully expensed in the year of pur-
chase.

Data tables are prepared using the
new chart of accounts introduced on
July 1, 2019 which allows for aggre-
gation and presentation of the fiscal
data according to the International
Monetary Fund's (IMF) Govern-
ment Finance Statistics (GFS) 2014
reporting framework for analyzing
and evaluating the performance of
the government finances. The new

framework also lays the basis for the
eventual conversion of the accounting
presentation to the IPSAS financial
reporting under the accrual basis, as
underscored by various ongoing ini-
tiatives to strengthen public financial
management institutional arrange-
ments—including the implementation
of the Integrated Financial Manage-
ment Information Systems and the
supportive legislative frameworks and
technology systems.

As data reconciliation is ongoing,
annual data for FY2019/20 and
FY2020/21 are subject to change,
until audited by the Auditor General;
therefore, their status is provisional.
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National Accounts

Estimates

In considering prospects for the
economy through the medium-term,
the practice to date at the Ministry of
Finance has been to utilize the GDP
forecasts developed by the IMF in the
context of its World Economic Out-
look (WEQ) exercise and the Article IV
Staff Reports on The Bahamas. Aside
from the unavailability of GDP projec-
tions by the Ministry, the rationale un-
derpinning this choice has related to
the desire to develop fiscal projections
that are based on an independent
assessment of economic prospects in
The Bahamas, and that align with the
consensus view of the various interna-
tional agencies.

The National Accounts are compiled
based on data received from a myriad
of sources both survey and admin-
istratively sourced. In an effort to
meet the increasing demand for early
estimates, preliminary GDP numbers
are produced based on data which
themselves are subject to errors and
omissions. It is internationally recog-
nized that all preliminary numbers,
by their very designation, are sub-
ject to change and are impacted by
timeliness and accuracy issues. The

year 2020 was exceptional in that the
Covid-19 pandemic had a negative
effect on the availability of source
data, many data producing agencies
were subjected to reduced hours and
staffing which rendered their data
extremely delayed and also prone to
revisions. Due to issues surrounding
the timeliness and accuracy of data
received, it is anticipated that revi-
sions will be made to the May 2021
National Accounts estimates which
will necessitate future revisions to this
2021FSR.
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Economic

Performance

a. International Economic Context

The weakened economic outturn in
The Bahamas for the 2020/2021 fiscal
year was a consequence of the ongo-
ing spread of the COVID-19 pan-
demic and the evolution of multiple
variant strains. This necessitated the
continuation of a variety of health &
safety containment measures — inclu-
sive of border restrictions and border
closures that impeded the movement
of people and merchandise. This
muted 2020 growth prospects in The
Bahamas due to the resulting reces-
sionary conditions. However, with
continued deployment of COVID-19
vaccines, global economic conditions
continued to improve during the first
half of 2021, although not reaching
pre-pandemic levels.

Based on data from the IMF's latest
World Economic Outlook (October
2021), world output contracted by

31 percent in 2020 during the worst
period of the global pandemic, a
sharp erosion from the 2.8 percent
gain realized in 2019. The growth

of global output is anticipated to
rebound to 5.9 percent in 2021 before
moderating to 4.9 percent in 2022 as

global economies are anticipated to
have rebounded from the impact of
the coronavirus. For the United States,
The Bahamas' largest trading partner,
output declined in line with global
trends at a rate of 3.4 percent in 2020,
outperforming the sharper reduc-
tion that had been projected in the
October 2019 WEO. This enhanced
performance was largely supported
by US federal stimulus efforts that
saw almost every taxpayer receiving
$1,200 cheques in April 2020. With
the passage of the $900 billion federal
stimulus bill in December 2020, mask
mandates, continued vaccine efforts
and other health and safety protocols,
real GDP in the U.S. is projected to
advance by 6.0 percent in 2021 and
5.2 percent in 2022.

Economic conditions in Canada,
another major trading partner for The
Bahamas, fared similarly in 2020 with
an estimated contraction in output of
5.3 percent. For European economies,
output contracted by 6.3 percent
while the contraction in output in the
United Kingdom was even steeper at
9.8 percent. For China, the first coun-
try to experience a COVID-19 out-
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break, the recovery effort is already
underway with output increasing by
8.0 percent in 2021.

Labour market conditions around

the globe in 2020 were significantly
impacted by the COVID-19 pandem-
ic with the decline in hours worked
amounting to a loss of 255 million jobs,
according to International Labour
Organization estimates. This, in turn,
translated to an increase in global un-
employment of 11 percentage points
to 6.5 percent. In major market devel-
opments, the unemployment rate in
the United States more than doubled
to 8.1 percent in 2020. In Canadea, it
reached a level of 9.6 per cent.

Global inflationary pressure remained
subdued in 2020, with the United
States' annual inflation rate falling

to 1.2 percent from 1.8 percent in
2019. Over the same period, infla-
tion in the Euro area declined to 0.3
percent from 1.2 percent; in Canada
inflation fell to 0.7 percent from 1.9
percent. During the first quarter of
2021, inflationary pressures continued
to be contained amidst the firming

of global energy prices. However,

as the economic recovery phase has
continued through 2021, we have
seen a combination of more buoyant
spending internationally, reflecting
pent-up demand and accumulated

savings. At the same time, we have
also witnessed supply chain disrup-
tions across the globe. These factors
combined have resulted in greater
cost and price pressures and a spurt
in inflationary pressures to an extent
unseen in decades. Despite this, the
IMF remains of the view that inflation
should revert to pre-pandemic levels
by the middle of 2022. The Fund
does stress, however, that this view

is shaded in substantial uncertainty
since the economic recovery that is
underway may be atypical of past
recoveries in key respects (primarily
reflecting the ongoing effects of the
global pandemic).

b. Domestic Economic Development

On the domestic front, economic performance during the 2020/21 fiscal year
continued to be dominated by the lingering impacts of category 5 Hurricane
Dorian and the COVID-19 pandemic. As a result of the devastating impact of
Dorian in September 2019, the islands of Grand Bahama and Abaco experi-
enced an unprecedented level of damage to homes, businesses and infrastruc-
ture. Some 26 months later, repairs to critical infrastructure such as hospitals,
roads and airports remain incomplete, thus limiting potential output in these
islands/local economies.

Table 1: Forecast and Actual Economic Performance

2020 2021
ORIGINAL BUDGET

INDICATORS BUDGET - VARIANCE FORECAST
Gr.oss Doomestic Product, current 48 247 199 78
prices (% change)
Gr.oss [?Jomestic Product, constant 1 145 134 20
prices (% change)
Inflation (GDP deflator %) 17 1.2 -05 83

Note: Original forecast is from the 2020/2021 Budget; actual GDP estimates are from the BNSI Gross Domestic
Product estimates released in May 2021; and the 2021 Budget Forecast is as stated in the 2021/2022 Budget.
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In the midst of rebuilding efforts
following Hurricane Dorian, The
Bahamas experienced its first cases of
COVID-19 in March 2020 resulting in
the imposition of lockdowns and other
health and safety measures to halt the
spread of the pandemic. The result
was a near halt of economic activ-

ity for the remainder of fiscal year
2019/20. Despite efforts to reopen

the tourism sector of the Bahamian
economy in July 2020, the spike in
COVID-19 infections immediately
after the reopening necessitated the
re-imposition of curfews and lock-
downs for an additional 4 months,
again resulting in a near standstill in

trade activity. In November 2020, a
second attempt was made to reopen
the tourism sector of the Bahamian
economy with increased safety proto-
cols to prevent viral spread from visi-
tors and citizens alike entering Baha-
mian shores. Included in these health
and safety protocols was the launch
of a COVID-19 vaccine campaign
which commenced March 11, 2021.

As at end-June 2021, 58,122 vaccine
doses (14.8 percent of the population)
were delivered. As at November 19,
2021 the vaccination rate increased to
149,231 doses delivered (37.9 percent
of the population).

Figure 1: Bahamas GDP Growth Trends

=@=Nominal GDP growth

2018 2019 2020

-247%

Real GDP growth
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Figure 2: Key Macroeconomic Indicators
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Official estimates released by BNSI
(May 2021) indicate a contraction in
real output in 2020 of 14.5 percent

to $9,665.5 million from the $11,306.6
million. This represents a significantly
steeper deterioration in economic
conditions as a result of the COVID-19
pandemic as compared to the original
forecast of a 11 percent contraction

in output used in the government's
2020/21 budgetary framework. On

a fiscal basis, this translates to real
output of $9,607 million for 2020/21.
The growth of real output is expected
to improve in FY 2021/2022 to 11.2
percent as vaccination rates improve,
health & safety measures are relaxed
and the economy rebounds from the
pandemic.

Examining the expenditure compo-
nents of 2020 GDP, the contraction in
real GDP was led by a $1,089.2 million
(36.2 percent) loss in gross capital
formation. This was attributed mostly
to contractions in buildings and infra-
structure (36.7 percent) and machin-
ery and equipment (35.7 percent).
Final consumption narrowed by $727.8
million (7.9 percent) due to reduced
outlays on goods and services by

the government (16.9 percent) and
non-profit institutions serving house-
holds (33.7 percent). Exports of goods
and services declined by $1,767.4
(43.7 percent) along with a decline

in imports of goods and services by
$2,374.7 million (43.7 percent) — nar-
rowing the trade deficit by $607.2
million (44.5 percent).

Year-over-year analysis of real GDP
by sector indicates a broad loss in
production across industries, except
for the financial and insurance sectors
which experienced improved gross
value added of $58.2 million (5.5
percent). The loss of economic pro-
duction was primarily experienced by
industries in the accommodations and
food services sector, which declined
by $820.3 million (71.4 percent) due

to the imposition of COVID-19 health
& safety protocols including periodic

travel restrictions. Similarly, nota-

ble reductions were observed in the
transport and storage sector by $316.4
(70.2 percent); the construction sector
by $275.0 million (35.1 percent); the
wholesale and retail trade and motor
vehicle repairs sector by $176.8 million
(12.1 percent); and the administrative
and support services sector by $115.0
million (43.4 percent).

Economic conditions improved during
the first half of 2021 as a result of

a relaxation of COVID-19 health &
safety protocols and travel restrictions
amidst increased vaccination rates in
key tourism source markets and the
launch of the local vaccine campaign.
While visitor arrivals didn't fully return
to pre-pandemic levels, the second
quarter of 2021 saw an increase in
arrivals from 3,998 visitors in 2020 to
297,759 visitors in 2021.

As a result of the limitations on the
movement of persons due to Hur-
ricane Dorian and the COVID-19
pandemic, the collection of specific
employment and labour market data
by BNSI was interrupted for the first
time in more than a decade. In its last
published Labour Force Report (May
2019), BNSI estimated 22,635 unem-
ployed persons (9.5 percent as at May
2019) across all islands. As a result of
the twin disasters, the IMF in its 2020
article IV report noted that the unem-
ployment rate which peaked at 25.6
percent in 2020 is estimated to de-
crease to at least 24.0 percent in 2021.
The deterioration in unemployment
conditions is verified by the 40,258
claimants receiving unemployment

assistance from the National Insurance

Board (NIB) and the Government's
unemployment assistance program
administered by the NIB between
March to December 2020, with an
estimated $203.1 million disbursed.

As evidence of the improvement in
employment conditions in 2021, the
number of claimants still receiving this
unemployment support by October
2021 declined to 17,154.

On the prices front, the impact of
global price fluctuations as the world
rebounds from the coronavirus
pandemic have already begun to
impact domestic prices with inflation,
as measured by the consumer price
index increasing by 2.7 percent for
the first six months of the year. This
represents an increase over the 1.5
percent inflationary rate projected in
the November 2020 Article IV Mission
report from the IMF.

In the monetary sector, for the first
half of the 2021, broad money (M2)
grew by $267.6 million (3.6 percent)
over end-December 2020, to $7,773.3
million. Private sector credit declined
0.7 percent and public sector credit
rose 2.9 percent. The average bank
deposit rate increased by 17.8 percent
to 0.53 percent end-June2021. The
average lending rate decreased by 5.2
percent over end-December 2020 to
9.85 percent end-June 2021.

The overall balance on the exter-
nal reserves remained favorable for
the first nine months of 2021, with a
gain of $334.7 million over end-De-
cember 2020 to $2,716.9 million at
end-September 2021, substantiated
by government's external borrowing
activities and improvements in tour-
ism activity. Consequently, the stock
of external reserves was estimated to
equate 58.1 weeks of non-oil import
cover.
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17

Budget and
Fiscal Performance

FISCAL
INDICATOR

Debt Target'

&

a. Overall Balance

While the Fiscal Responsibility Act
called for attainment of a fiscal bal-
ance target of a deficit of 1.0 percent
of GDP in FY2019/20, the impact

of Hurricane Dorian necessitated

a planned deviation from this tar-

get with a new target of 5.3 percent
established in the January 2020 Fiscal
Adjustment Plan after invoking the
Exceptional Circumstances clause (13)
of the Act. As a result of the impact

of the COVID-19 pandemic reaching
Bahamian shores in March 2020, the
actual outturn revealed a fiscal deficit
of 7.2 percent of GDP. As a result of
the failed restart of the tourism sector
of the Bahamian economy, the 2020
Fiscal Strategy Report (2020 FSR) pro-
posed new fiscal targets (see Table 2).

Table 2: Fiscal Responsibility Targets

OBJECTIVES

Reduce debt from 58.9
percent in FY2017/18 of
GDP to a debt level of no
more than 50 percent of
GDP by 2024/25.

REVISED OBJECTIVES

2020FAP

Reduce debt to GDP ratio to
no more than 50 percent of

GDP by 2028/29.

2020 FSR TARGETS

Achieve a debt to GDP ratio
of no more than 50 percent
of GDP by 2030/31

Fiscal Balance
Target

FY2018/19: 1.8 percent
FY2019/20: 1.0 percent
FY2020/21: 0.5 percent

FY2019/20: 5.3 percent
FY2020/21: 3.8 percent
FY2021/22: 2.2 percent
FY2022/23:1.7 percent

FY2023/24:1.0 percent
FY2024/25: 0.5 percent

FY2020/21:11.6 percent
FY2021/22:7.8 percent
FY2022/23:2.5 percent
FY2023/24: 1.5 percent
FY2024/25: 0.5 percent

Recurrent
Expenditure

After the attainment of a
deficit of no more than 0.5
percent of GDP, the growth
of recurrent expenditure
shall not exceed the
estimated long-term rate of
growth of nominal GDP.

After the attainment of

a After the attainment of a

deficit of no more than 0.5
percent of GDP, the growth
of recurrent expenditure shall
not exceed the estimated
long-term rate of growth of
nominal GDP.

deficit of no more than 0.5
percent of GDP, the growth
of recurrent expenditure
shall not exceed the
estimated long-term rate of
growth of nominal GDP.

'Debt is defined in the Act as central government debt only
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To improve transparency and ac-
countability framework in The
Bahamas, Government has proposed
amendments to the Fiscal Respon-
sibility Act 2018 for tabling in Par-
liament in early 2022. This improved
framework will retain targets for debt,
fiscal balance and recurrent expen-
diture as a share of GDP but also
include targets for interest, revenue
and capital expenditure as a share of
GDP (see Figure 3).

Based on preliminary fiscal data (see
Table 3), the budgetary outturn for
FY2020/21 increased mildly over
original forecasts. The fiscal deficit
widened to $1,347.6 million from $811.7
million the previous year as per the
FY2020/21 budget, an increase from
the previous 7.2 percent of GDP to
the recent 13.6 percent. The wors-
ening of the coronavirus pandemic
during the first half of the fiscal year
resulted in lower than expected level
of economic output, although reve-
nue outturn improved in the second
half of the fiscal year alongside in-
creased COVID-19 support measures
(see Box Tfor an update on Govern-
ment's COVID-19 support measures).

Figure 3: Fiscal Responsibility Achievement Timeline

Recurrent Expenditure
&

Revenue

Capital Expenditure

Debt/GDP

2029/30

2030/31

2031/32

Table 3: FY2020/21Forecast and Actual Fiscal Performance (BSM)

VARIANCE

1. Revenue 1762.6 1,890.8 1283

2. Expenditure 3,089.8 3,2385 148.7
Recurrent 25743 2,868.1 293.8
Capital 5155 370.4 -1451

3. Surplus/(Deficit) [1-2] -1,327.2 -1,347.6 -204

4. GFS Deficit as % of GDP -1.6% -13.6% -21%

5. Govt Direct Charge 9,506.8 99350 428.2

6. Gov't Direct Charge as % of GDP 82.8% 100.4% 17.6%

7. GDP estimate 11,4810 9,895.0 -1,586.0
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Box 1: Government’s Response to the COVID-19 Pandemic

On March 17, 2020, the Government declared a state of emergency as the first case of COVID-19 was
diagnosed on Bahamian shores. Air and sea borders were closed to all incoming passengers, and on March
24 a strict curfew was established requiring full stay-at-home lockdowns during the weekends, with
some differences between various islands. These measures remained in place through end-June 2020.

While borders were reopened on July 1, 2020, beginning July 24, 2020 weekend lockdowns, weekly cur-
fews and limitations on gatherings were reinstated. Effective July 28, 2020, all travellers were required
to obtain The Bahamas' Health Visa and to present a negative COVID-19 RT-PCR test result for both
vaccinated and unvaccinated travellers.

On March 10, 2021, the Government received its first batch of the COVID-19 AstraZeneca vaccines, to
be administered to residents, as a part of its vaccination roll-out plan. Vaccines continued to be acquired
and on August 12, 2021 the first tranche of the Pfizer vaccines arrived. Additional batches of Pfizer and
Johnson & Johnson were received on September 23, 2021 and October 27, 2021. As of October 23, 2021 a
total of 225,085 doses of vaccines were administered with 127,567 residents fully vaccinated. The PAHO
vaccination database November 5, 2021 update places The Bahamas 19th of 25 Non-Latin Caribbean
countries with 32.31 completed dose schedules per 100 people.

Following the onset of the pandemic, measures were taken to reduce the economic effects of COVID-19
with focus on public health and safety, job protection and social and economic support for households
and businesses. These included budgetary allocations through the FY2021/2022 budget. The following
table outlines actual cash outlays through end-September 2021.

SUMMARY OF COVID-19 RELATED EXPENSES (B$M)

FY2019/20 FY2020/21p FY2021/22 Total
July - Sept

Recurrent Expenditure 39.2 268.5 394 3471
Public Health Safety 19 36.6 0 38.5
Unemployment Assistance 10 164.7 29.7 204.4
Goods & Services Acquisition 1.8 2.2 0.4 4.4
Job Retention Programme 214 23 0 44.4
Food Assistance 2 40.4 8.8 51.2
Other 21 1.5 0.5 41
Capital Expenditure 403 47 0 45
Public Health Safety 04 0 0 0.4
Goods & Services Acquisition 0.6 0.1 0 0.7
COVID-19 Unit 0.3 0.5 0 0.8
Small Business Loans 39 41 0 431

Total 795 2733 394 3921
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b. Revenue

Government revenue collections

for the 2020/2021 fiscal year were
estimated to be $1,890.8 million. This
represented an additional $128.3
million (7.3 percent) collected beyond
the budgeted $1,762.5 million, for 191
percent of GDP vis-a-vis the targeted
15.3 percent (see Table 4).

Gradual derestricting of COVID-19
protocols and the advent of relat-

ed vaccines preceded the upturnin
domestic economic activity which
translated into outperforming the
approved estimates. This was mainly
seen in VAT receipts which, at 46.0
percent of tax revenue, were 10.1 per-
cent higher than forecasted. General
stamp taxes, and taxes on internation-
al trade and transactions underper-
formed their forecasts by 65.1 percent,
and 14.0 percent respectively.

Collections from non-tax sources at
$292.6 million surpassed the budget
by 18.4 percent. Despite the overall
increase for this subheading, prop-

erty income was 12.7 percent below
budget - where interest and dividend
earnings in this category was short by
23.4 percent.

Figure 4: FY2020/21 Revenue by Source (%)
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Table 4: Detailed Summary of Provisional Fiscal Outturn, 2020/21(BSM)

(BSM) FY2020/21 As Percent of GDP
Budget | Actual | Variance | Budget | Actual
TAX REVENUE (BSM)
Taxes on Property 104.8 143.5 36.9% 0.9% 1.4% 9.0%
Taxes on Goods & Services 1,063.9 1,160.0 9.0% 9.3% 1M.7% 72.7%
VAT 666.3 733.8 101% 5.8% 7.4% 46.0%
Stamp Taxes (Financial & Realty) 65.2 57.5 -11.8% 0.6% 0.6% 3.6%
Excise Tax 161.8 176.3 9.0% 1.4% 1.8% 1.0%
Taxes on Specific Servcs. (Gaming) 34.2 37.8 10.6% 0.3% 0.4% 2.4%
Motor Vehicle Taxes 330 324 -1.9% 03% 03% 2.0%
Company Taxes 15.9 217 36.6% 0.1% 0.2% 1.4%
License to Conduct Special Bus. Act. 85.5 975 14.0% 0.7% 1.0% 6.1%
Marine License Activities 20 3.2 54.4% 0.0% 0.0% 0.2%
Banks & Trust Companies 0.0 0.0 0.0% 0.0% 0.0% 0.0%
Taxes on Int’l Trade & Transactions 3374 290.2 -14.0% 29% 2.9% 18.2%
General Stamp Taxes 7.3 25 -651% 01% 0.0% 0.2%
TOTAL TAX REVENUE 1513.4 1,596.2 55% 13.2% 16.1% 100.0%
NON-TAX REVENUE
Property Income 40.4 353 -127% 0.4% 0.4% 121%
Sales of Goods & Services 1547 1721 11.3% 1.3% 17% 58.8%
Other 520 85.2 63.8% 0.5% 0.9% 291%
TOTAL NON-TAX REVENUE 2471 2926 18.4% 2.2% 3.0% 100.0%
TOTAL TAX & NON-TAX REVENUE 1,760.5 1,888.8 73% 15.3% 191%
CAPITAL REVENUE
Capital Revenue 0.0 0.0 0.0% 0.0% 0.0%
Grants 20 20 -01% 0.0% 0.0%
TOTAL CAPITAL REVENUE 20 20 -0.2% 0.0% 0.0%
GRAND TOTAL ALL REVENUE 1,762.5 1,890.8 73% 15.4% 191%
EXPENDITURES
RECURRENT EXPENDITURE
Compensation of Employees 748.9 7001 -6.5% 6.5% 71% 24.4%
Use of Goods & Services 5577 610.0 9.4% 49% 6.2% 21.3%
Travel & Subsistence 9.5 71 -253% 01% 01% 0.2%
Rent 64.4 61.5 -4.5% 0.6% 0.6% 21%
Utilities & Telecommunications 920 13.2 231% 0.8% 11% 39%

Supplies & Materials 420 321 -237% 0.4% 03% 11%
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Table 4: Detailed Summary of Provisional Fiscal Outturn, 2020/21(BS$M) cont'd

(BSM) FY2020/21 As Percent of GDP
Budget | Actual | Variance | Budget | Actual
Services 186.5 176.0 -5.6% 1.6% 1.8% 61%
Minor capital repairs 41 31 -253% 0.0% 0.0% 01%
Finance charges 250 66.7 166.8% 0.2% 0.7% 2.3%
Special Financial Transactions 100.6 124.2 23.4% 0.9% 1.3% 43%
Tourism Related 8.4 1.8 -79.0% 01% 0.0% 01%
Local Gov't Districts 133 127 -4.4% 01% 01% 0.4%
School Boards 0.0 01 0.0% 0.0% 0.0% 0.0%
Other 1n9 n7z -2.0% 01% 01% 0.4%
Public Debt Interest 396.9 4225 6.4% 3.5% 4.3% 147%
Subsidies 3709 4741 27.8% 3.2% 4.8% 16.5%
Grants 7.5 6.4 -14.6% 01% 01% 0.2%
Social Assistance Benefits 137.4 2450 78.3% 1.2% 2.5% 8.5%
Pensions & Gratuities 140.9 160.1 13.6% 1.2% 1.6% 5.6%
Other Payments 2141 2499 16.7% 1.9% 2.5% 8.7%
TOTAL RECURRENT EXPENDITURE 2,5743 2,868.1 11.4% 22.4% 29.0% 100.0%
CAPITAL EXPENDITURE 5155 370.4 -28.2% 4.5% 37%
TOTAL EXPENDITURE 3,089.8 3,2385 4.8% 269% 32.7%
FISCAL DEFICIT -13273  -13476 1.5% -1.6% -13.6%
Less: Public Debt Interest 3969 4225 6.4% 3.5% 43%
PRIMARY DEFICIT -930.4 -9251 -0.6% -81% -93%

MEMO: Nominal GDP of $13,578 [BSM]
*Excludes acquisition of financial assets
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c. Expenditure

Aggregate expenditure at $ 3,238.5
million was 148.7 million (4.8 percent)
above forecast and equated to 32.7
percent of GDP as opposed to the
forecasted 26.9 percent (see Table 4).
This growth in primary recurrent ex-
penditure was 11.4 percent above the
budgeted amount of $2,574.3 million.
While employee compensation stood
at 93.5 percent of the budget amount
for this subheading, its comparison to
the GDP improved from 6.5 per-

cent to 7.1 percent of GDP. However,
outlays related to the use of goods
and services was 109.4 percent of the
budgeted amount but represented
6.2 percent of GDP, an increase from
the expected 4.9 percent. Travel and
subsistence, tourism related, rent, and
services were the main drivers for the
lowered expenditure. Conversely, util-
ities and telecommunications, finance
charges, and special financial trans-
actions were higher than previously
expected. Public debt interest and

subsidies were beyond the budget
by 6.4 and 27.8 percent, respectively.
Grants were over forecasted by 14.6
percent ($11 million). Social assistance
benefits exceeded the budget by 78.3
percent ($107.6 million). Pensions and
gratuities also exceeded expecta-
tions, representing 13.6 percent ($19.2
million) above forecasts. Overall, total
recurrent expenditure represented
29.0 percent of GDP.

Figure 5: FY2020/21 Recurrent Expenditure (BSM)
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Capital outlays, at $370.4 million (3.7
percent of GDP) were 28.2 percent
under forecast. Capital transfers were
$95.8 million, 47.2 percent of the
budgeted $203.0 million. Likewise,
fixed assets came up to 89.2 percent
of the budgeted amount at $274.6
million. Expenditure made for land
was forecasted to be $4.8 million, but
there were no outlays for this purpose
within the fiscal year.
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d. Financing Activities

The Government borrowed an
aggregate of $3,075.8 million during
FY2020/21(see Table 5), a large
portion of which was facilitated in
foreign currency ($1,972.3 million).
This comprised primarily of $609.2
million in bank loans, $825.0 million in
international bonds, and $538.1 million
in loans from international devel-
opment agencies. Included in these
calculations were a US$246.0 million
credit agreement from Credit Suisse
(Former BPL Loans) that matured

in July 2021 and a US$115.3 million
term facility agreement with Banco
Santander that matured in April 2021.
Borrowings from various programs fa-
cilitated by the IDB and CDB amount-
ed to $538.1 million that would have
helped with developing water supply,
employment, airport infrastructure,
coastal management, government
digital transformation, among oth-
ers. Bonds in Bahamian dollars were
summed to $559.5 million, of which
$462.5 million was used to refinance
maturing bonds. Treasury Notes and
Bills were $49.1 million and Central
Bank advances $494.9 million.

Repayments in foreign currency bank
loans totaled $378.2 million. Loans
from international development
agencies were $22.8 million. Loans for
defense force ships were repaid to
the tune of $15.6 million over the fiscal
year. For repayments made in Baha-
mian dollars, $462.5 million were paid
in bank loans, and $136.9 million in
Treasury Bills/Notes. Loan repayments
for C.O.B. capital works amounted
$0.7 million for the year. Additionally
in the same period, loans purposed
for Hurricane Dorian recovery efforts
were repaid in the amount of $6.6
million.

Table 5: Financing Activities in 2020/21(B$M)

FY2020/21
Budget Actual
Overall Balance [Surplus/(Deficit] -1,327.2 | -1,347.6 -20.4
Net Incurrence of Liabilities (a-b) [+] 13271 17181 3910
a. Borrowings 2,0237 3,075.8 1,0521
b. Debt Repayment 696.6 13577 6611
Net Acquisition of Financial Assets [-] 46.5 276 -18.9
Sinking Funds 46.5 27.6 -18.9
Equity 0.0 00 0.0
Other 0.0 0.0 0.0
Other Financing & Change in Cash
Balance (incl. Overdraft) [()= increase] 46.6 -342.8 -3894

e. Direct Charge

Analysis of borrowings and debt
repayment activities revealed the
government's net increase in li-
abilities was $1,718.1 million (17.3
percent), bringing the outstanding
Direct Charge at end-June 2021 to
an estimated $9,909.335.0 million or
80.100.4 percent of the revised GDP
estimate. Domestic debt represented
56.2 percent of government liabilities
with $5,567.1 million. Further details
on government debt are provided in
Section 6.

f. Other Financing Activities

Contributions in the first quarter
made to the sinking funds estab-
lished to retire future debt obligations
totalled $13.5 million. At end-Septem-
ber 2021, the three (3) arrangements
earmarked for scheduled retirement
of external bonds held a cumulative
value of $222.9 million, while the
funds set aside for the two (2) local ar-
rangements stood at $13.3 million.
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Macroeconomic Outlook
for the Medium Term

The 2020FSR was released a month
after the first successful opening of
the Bahamian economy post the on-
set of the coronavirus pandemic, the
worst health and economic challenge
to the world in 100 years. At this time,
the country was still in the process of
Hurricane Dorian rebuilding efforts,
halted during COVID-19 lockdown
efforts. The 2021FSR is cast in a time
when global and local COVID-19
vaccination rates continue to improve,
travel & tourism activity continues

to improve to pre-COVID levels and
global economies begin to adjust to
the "new normal”.

In its October 2021 WEO, the IMF
projected global output growth of

5.9 percent in 2021, an increase from
the 5.2 percent forecast a year prior
amidst increased vaccine roll-outs
and increased country specific stimu-
lus activities. For The Bahamas's major
trading partner, the United States,
2021 growth estimates have improved
from 3.1 percent to 6.0 percent,
largely supported by federal stimulus
initiatives and increasing demand as
the country reopens. This increased
output level is despite increasing

spread of the COVID-19 Delta variant
across the US. A similar trend is seen
across the group of advanced econ-
omies with an average increase in
output of 5.2 percent, an advance
from the original real growth rate of
3.9 percent.

The medium-term macroeconomic
forecast for The Bahamas that is pre-
sented in this section may be viewed
essentially as a status quo outlook,
that is, reflecting the projected eco-
nomic outturn in the absence of major
Government policy initiatives. Such

a forecast is instructive as it sets the
stage for section 4 in this FSR in which
we present a detailed discussion of
the objectives and modalities of the
Government's medium-term eco-
nomic and fiscal priorities and strat-
egies that will be implemented in the
upcoming and future Budgets. These
goals and strategies will, of course, be
inspired by the Government'’s Blue-
print for Change as well as the recent
Speech from the Throne.
Underpinning the FY2021/22 forecast
is the assumption of a continued re-
bounding of the tourism sector of the
Bahamian economy to pre-COVID-19
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levels. This rebounding is predicated
on continued vaccine deployment Table 6: Macroeconomic Forecasts
both domestically and abroad in major
source markets. Accompanying the

renewed buoyancy in the tourism INDICATORS 2021 2022 2023 2024 2025
sector is the assumption of a reopen-
ing of the domestic sectors of the

economy, as evidenced by the end October 2020 2.0 85 40 37 1.8
of emergency orders November 13

GDP Growth at Constant Prices (%)

2021, allowing for the end of curfews October 2021 20 80 4.0 34 1.8
and lockdowns. Threatening these GDP Growth at Current Prices (%)
assumptions is the risk of continued

emergence of COVID-19 variants October 2020 34 10.6 61 59 3.8
(such as the most recent Omicron October 2021 78 127 70 6.2 43
strain), however, ongoing vaccination

efforts and the continued production GDP Deflator (%)

of new vaccines and treatments are October 2020 14 20 20 21 20

expected to mitigate this risk. Over
the short-term, however, the re- October 2021 57 4.4 29 27 25
cent travel advisory upgrade of The

Bahamas from a Level 4 to Level 3 on

Inflation Rate - Period Average (%)

November 15, 2021 by the US Depart- October 2020 15 2.2 22 21 21
ment of State signals a positive sign

for future travel bookings to The Ba- October 2021 30 4.2 32 29 27
hamas. Confirming this positive out- Dy -

look for hotel bookings, the Bahamas Historical data are from the Department of Statistics; where noted with an asterisk (*), the data

Hotel Tourism Association confirmed are preliminary. The forecast data are from the IMF World Economic Outlook, October 2021

hotel bookings in excess of 90 percent
from the US Thanksgiving holiday to

early 2022.
Figure 7: Real GDP Growth (in percent)
130 While the BNSI estimated a contrac-
80 tion in real GDP of 14.5 percent in
i /\_\ 2020, real growth is forecasted by
e — l/f | the IMF in its October 2021 WEO to
-20 T

improve modestly by 2.0 percent in
-70 Historic Forecast 2021, rebounding by 8.0 percent in
2022 and then gradually returning

-12.0
0 to pre-pandemic, longer-term trend
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 growth levels of 4.0 percent, 3.4
—e—October 2020 == October 2021 percent and 1.8 percent in 2023, 2024
Note: 2016 to 2020 GDP data are based on Deparment of Statistics estimates. and 2025 respectively (see Table 6

2021to 2025 GDP data are based on the October 2021 WEO.

and Figure 6).
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In line with trends in output, IMF
estimates indicate price inflation is
expected to increase in 2021to 3.0
percent from a minimal 0.039 percent
experienced in 2020 amidst global
supply chain shortages as countries
rebound. In line with output trends,
inflationary levels are similarly ex-
pected to increase to 4.2 percent in
2022 before gradually returning to
historic levels of 3.2, 29 and 2.7 in
2023, 2024 and 2025 respectively.
While recent efforts have been made
to diversify the Bahamian economy,
inclusive of focusing on food security,
The Bahamas remains a net importer
of most items consumed locally. As
such, inflationary levels will continue
to be sensitive to the current supply
chain shortage.

As a result of job losses associated
with the health & safety protocols and
economic downturn attributed to the
COVID-19 virus, IMF estimates place
unemployment at end-December
2020 was estimated at 25.6 percent.
With the implementation of emer-
gency orders after onset of the pan-
demic locally, which allowed for fur-

loughing of staff in lieu of termination,

a large proportion of the Bahamian
labour force also found themselves
underemployed. Notwithstanding ex-
pected improvements in vaccination
rates in major tourism source markets,
relaxed travel restrictions and pent
up demand for travel and leisure; the
recovery to pre-COVID-19 output
levels is expected to be protracted. As
a result, unemployment levels in 2021

are forecast by the IMF to improve to
21.5 percent from an estimated 25.6
percent in 2020, more conservative
than informal estimates generated
based on NIB administered COVID-19
unemployment assistance. Over

the medium term, unemployment
rates are expected to return to pre-
COVID-19 levels improving to 15.2
percent in 2022, 11.5 percent in 2023,
10.6 percent in 2024 and 10.3 percent
in 2025.

Overall, with consideration of the prior
factors, the status quo outlook for the
recovery of the Bahamian economy
remains largely positive. Key to the
success of the achievement of this
goal will be the continued contain-
ment of the COVID-19 infection rates.

Medium Term
Fiscal Outlook

The medium-term outlook for key
fiscal aggregates, developed within
the context of the economic projec-
tions outlined above, is presented in
Table 7.

This updated framework reflects
the Government's revised baseline
macroeconomic projections under-
lying the FY2021/2022 supplemen-
tary budget and the accompanying
medium-term fiscal framework.

These forecasts assume that current
efforts to restore fiscal health to pre-
COVID-19 levels remain successful.
This necessitates achievement of
targeted efforts to improvement
revenue collection and continued
curtailing of expenditure. The projec-
tions also assume the cessation of the
COVID-19 fiscal stimulus and income
support by the end of 2021.

As a result of the national elections on

September 16, 2021 and the change

in administration, the medium term
fiscal outlook reflects a realignment of
economic and fiscal objectives which
include:

» Continued diversification of the
Bahamian economy through tar-
geted Foreign Direct Investment
(FDI) projects;

» A reduction in the quantum and
mix of long term financing, this
includes greater use of PPPs and
green financing options;

» Reduction in the nominal rate
of VAT from 12.0 percent to 10.0
percent while reducing zero
rating categories to improve VAT
yield;

» Attainment of a revenue to
GDP ratio of 25.0 percent by
FY2025/26;

» Attainment of a recurrent ex-
penditure to GDP ratio of 20.0
percent by FY2025/26;

» Maintenance of a capital expen-
diture to GDP ratio of 3.0 percent
by FY2022/23; and

» Attainment of a balanced budget
by FY2024/25.
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Table 7: Medium-Term Fiscal Outlook (B$SM)

BUDGET ';a')'é'é': FORECASTS
2021/22  2021/22  2022/23 2023/24 2024/25 2025/26
Revenue 20869 18908 22465 23388 27003 30577 34283 3,6427
Recurrent 20868 18888 22445 23368 26983 30557 34263  3,6407
Capital & Grants 01 20 20 20 20 20 20 20
Expenditure 28987 32385 31983 31974 31155 32551 33564 34223
Recurrent Expenditure 25264 28681  2,8259 28792 26793 27901 28669 29126
Capital Expenditure 3722 3704 372.4 3182 4362 4650 4895 5097
g:f;ﬂ:z;'zzz:) (8117) (1,347.6)  (951.8) (8586) (415.2)  (197.3) 719 2204
Less: Interest Payments 3771 4225 4418 482.5 505.8 565.8 578.0 567.6
Primary Balance (4346)  (9251)  (510.0) (376) 906 3685 6499 7880
GDP (Current Prices) 11,3010 98950 12,3265 15730 12,4620 132860 139850 14,5630
Government Debt 81912 99350  10,886.8 107936 112336 11,5009 115687 11,5667
Z‘i:r::'gs:"ce 72%  -13.6% 77% 74%  -33%  -15%  05% 1.5%
Revenue as % of GDP 18.5% 191% 18.2% 202%  217%  230%  245%  250%
:;‘;e::'g;: 256%  327% 259% 276%  250%  245%  240%  235%
:°;'Z?é'l”)tp 725%  100.4% 88.3% 933%  901%  866%  827%  79.4%

Note: Quarterly GDP estimates for calendar year 2019 and 2020 sourced from the BNSI Annual Gross Domestic Product report May 2021 were
used in compiling fiscal estimates for FY2019/20 and FY2020/21. For 2021 and beyond based on October 2021 WEO.

a. Revenue Forecast
i. FY2021/2022

» Since the preparation of the » The forecasts also include fulfil-

» On November 13, 2021 the

FY2021/22 budget, the Govern-
ment has seen an increase in rev-
enue collection as the economy
has rebounded more rapidly than
originally forecast. The resultant
increase in revenue collections
during the first quarter of $92
million has been added to the
revenue forecast. See Table 8.

ment of the campaign promise
to reduce the VAT rate from 12
percent to 10 percent beginning
in the second half of the fiscal
year. To ensure maintenance of
the country'’s fiscal health, broad
reductions in the list of zero
rated items is also included in the
forecast which includes elimina-
tion of zero rating on a variety of
breadbasket items.

expiration of emergency orders
allowed for a full reopening of the
Bahamian economy, inclusive of
elimination of restrictive curfews.
The removal of these restrictions
allows for a full reopening of the
domestic economy and should
further accelerate the pace of
economic recovery.
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ii. FY2022/2023 to FY2025/2026

» The re-establishment of the
Revenue Enhancement Unit is
anticipated to increase revenue
collections by $200 million over
24 months over the medium
term by performing key revenue
audits.

» To further improve revenue col-
lections, the Ministry of Finance
has re-established the Revenue
Enhancement Policy Committee
comprising heads of revenue col-
lection agencies across Govern-
ment. The major aim of the com-
mittee is to review Government
policy measures to identify new
sources of revenue. Attention will
also be paid to reducing areas of
revenue leakage.

» Based on financial modelling per-
formed by the University of The
Bahamas, the reduction in the
nominal VAT rate in January 2022
combined with the elimination of
selected zero rating categories is
anticipated to result in increased
consumer spending and overall
increases in revenue collections
over the medium term.

» As part of the project to improve
collection of Real Property Tax
(RPT) in The Bahamas, the up-
date of the real property tax roll
conducted by Tyler Technologies
has completed the assessment of
New Providence properties. The
exercise has identified an addi-
tional $100 million in RPT revenue
for New Providence properties

»

alone. Work is commencing to
update the real property tax roll
on other islands to ensure more
accurate RPT assessments and
revenue collection.

The overall impact of the revenue
enhancement initiatives is a grad-
ual increase in revenue collections
over the medium term toward
revenue targets of 21.5 percent of
GDP in FY2022/23, 23.0 percent
in FY2023/24, 24.5 percent in
FY2024/25 and 25.0 percent in
FY2025/26.

b. Recurrent Expenditure
Forecast

Tables 9, 10 and 11 present the details
of recurrent expenditure by eco-
nomic, administrative and function-
al classifications. Reflective of the
priorities of the new administration,
the recurrent expenditure estimates
include allocations for the creation

of new ministries and departments
and the reallocation of funding based
on new priorities. The expenditure
forecast is prepared with the assump-
tion that the need for incremental
COVID-19 health & safety measures
and income support measures will be
eliminated by end of FY2021/22 and
achievement of Government's recur-
rent expenditure target of 20 percent
of GDP by FY2025/26.

i. FY2021/22

As the country rebounds, recurrent
expenditure is anticipated to begin to
moderate to historic levels. With the
removal of COVID-19 support, recur-
rent expenditure is forecast to trend
to 22 percent of GDP over the period.

» Recurrent expenditure estimates
assume the elimination of income
support after December 2021
as the economy rebounds. The
forecasts also include a one-time
lump-sum payment at the con-
clusion of the program of $500
per person in December 2021.
Similarly, allocations for Govern-
ment's food assistance program
are eliminated, with the expec-
tation that households in need of
assistance will continue to rely on
traditional social services pro-
grams in the immediate term

»

»

With the abating of COVID-19
related economic conditions, a
resumption of promotions and
increment payments are provid-
ed for in the budget as Govern-
ment's fiscal health is restored.

Also provided for is a one-time
permanent increase in public
service pensions on a graduated
scale: As at December 1, 2021, 742
persons receiving less than $500
per month in monthly pension
payment would receive an in-
crease of $100; the 2,012 persons
receiving more than $500 per
month would receive an increase
of $75 and the 4,432 persons
receiving a monthly pension of
greater than $1,000 would receive
a monthly adjustment of $50.

The cost of living adjustment
represents a annual cost of $6.4
million to the Government.
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ii. FY2022/23 to FY2025/2026

By the beginning of the next fiscal
cycle, it is anticipated that funding for
all forms of COVID-19 support would
have fallen away. The forecasts antic-
ipate maintaining a ratio of recurrent
expenditures to GDP of no more than
20.0 percent of GDP over the medi-
um-term horizon.

» Outlays for social assistance
benefits (already narrowed by
approximately $100.0 million
compared to FY2020/21) will
maintain this level of expenditure
over the medium term. As a ref-
erence, FY2020/21 social assis-
tance expenditure was inflated
by an estimated $164.7 million
attributed to COVID-19 support
and $40.4 million in food assis-
tance support.

» As aresult of elevated levels of
borrowing as a result of the twin
pandemics, the national debt
stock increased. The increased
level of debt, in tandem with
the recent sovereign credit
downgrade by Moody's Investor
Services as well as Standard and
Poor will necessitate higher rates
of interest.

c. Capital Expenditure

» After peaking at 3.7 percent of
GDP in 2020/2021 (largely as a re-
sult of transfers to support small
and medium sized businesses),
capital outlays are forecasted to
contract to 2.7 percent of GDP in
2021/2022 as the need for imme-
diate fiscal stimulus lessens with
the expected gradual reflation of
the economy.

» Over the medium term, Govern-
ment anticipates the need for
medium-term growth in capital
expenditures and, as such, capital
outlays are maintained at 3.5
percent of GDP, as presented in
Tables 13 and 14.

» Over the medium-term frame-
work, capital transfers are as-
sumed to level-off by FY2022/23
as COVID-19 related assistance
significantly falls due to continued
economic rebound. Reallocations
are expected to be invested in
buildings other than dwellings
as the government undertakes
greater investments into hospital
buildings and infrastructure. As
a result, capital spending by the
Ministry of Health and Well-
ness is expected to increase by
FY2022/23 and over the medi-
um-term.
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Table 8: Medium-term Revenue Estimates

REVISED
BUDGET

2021/22  2021/22 2022/23 2023/24 2024/25 2025/26
TAX REVENUE (a+b+c+d) 1858.2 1,596.2 1,926.2 20185 23308 26395 29596 31448

BUDGET FORECASTS

a. Taxes on Property 9291 143.5 158.8 158.8 2434 267.7 2929 3074
b. Taxes on Goods & 13468 1160.0 1,358.2 1438.8 16014 18215 2,049.6 2,1817
Services (i+ii+iii)

i. General 1154.6 967.6 11403 12209 13498 1536.6 17302 18422
VAT 879.7 733.8 845.4 926.0 1,009.3 11509 12977 13827
Stamp Taxes 66.9 57.5 58.4 58.4 67.4 76.3 85.6 910
(Financial & Realty)

Excise Tax 208.0 176.3 236.5 236.5 2731 3093 346.8 368.5

ii. Specific 399 37.8 540 540 624 70.6 79.2 841
(Gaming taxes)

iii. Taxes on Use of 1523 154.6 163.9 163.9 189.2 2143 2403 2553

Goods/Permission

to Use

Motor Vehicle Taxes 30.6 324 354 354 409 463 519 55.2
Company Taxes 16.8 217 211 211 244 276 310 329
Licence to Conduct 103.0 97.5 105.7 105.7 1221 138.3 15511 164.8
Special Bus. Activity

Marine License 1.7 3.2 1.6 1.6 19 21 24 25
Activities

Banks & Trust 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Companies

c. Taxes on Int’l Trade & 405.6 290.2 4051 416.8 4813 5451 611.2 649.4

Transactions
Customs & other 2270 187.3 232.8 244.6 282.4 319.8 358.6 3810
import duties
Taxes on Exports 531 920 77.5 775 895 101.4 Nn37 120.8
Departure Taxes 1253 10.7 947 94.7 109.4 1239 138.9 147.6
Other 0.2 0.2 0.0 0.0 0.0 0.0 01 01

d. General Stamp Taxes 6.7 25 40 40 47 53 59 6.3

NON-TAX REVENUE 228.6 292.6 3183 3183 367.5 416.2 466.7 4959

(e+f+g+h+i+))

e. Property Income 304 353 211 211 244 27.6 310 329
Interest & Dividends 109 19.6 6.0 6.0 6.9 7.8 8.8 93
Revenue_Gov't 19.5 157 151 1511 17.5 19.8 222 23.6
Property

f. Sales of Goods 151.2 1721 2375 2375 274.3 310.6 3483 3701

& Services
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Table 8: Medium-term Revenue Estimates cont'd

REVISED

BUDGET BUDGET FORECASTS
2021/22  2021/22 2022/23 2023/24 2024/25 2025/26
i. Fees & Service Charges 1321 1591 2220 2220 2563 2903 3255 3458
General Registration 43 41 37 37 43 49 55 58
General Service 121 1n.4 15.0 150 17.3 19.6 220 233
Immigration 67.2 93.8 130.2 130.2 150.3 170.3 1909 2029
Land & Building 21 2.2 2.2 2.2 2.6 29 33 35
Legal 1.2 1.0 1.0 1.0 11 13 14 15
Customs 40.0 398 60.0 60.0 693 78.5 88.0 935
Port & Harbour 4.4 49 7.4 74 85 9.7 109 1n.5
Health 05 1.2 21 21 2.4 2.7 31 32
Other Fees 03 0.5 03 03 0.4 05 05 05
ii. Other 191 131 15.6 15.6 18.0 203 2238 242
g. Fines, Penalties 48 54 53 53 6.1 7.0 7.8 83
& Forfeits
h. Reimbursements 394 429 47.5 47.5 548 621 69.6 740
& Repayments
i. Misc. & Unidentified 28 36.7 67 6.7 7.8 8.8 29 10.5
Revenue
j. Sales of Other 0.0 01 0.1 01 0.1 01 01 0.2
Non-Financial Assets
TOTAL TAX 2,086.8 1,888.8 2,244.5 23368 26983 30557 34263 3,6407
& NON-TAX REVENUE
Grants 01 20 20 20 20 20 20 20
Capital Revenue 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
GRAND TOTAL 2,0869 1,890.8 2,246.5 23388 27003 30577 34283 36427
(in percent of GDP)
VAT Rev (% of GDP) 7.8 74 6.9 8.0 81 87 93 9.5
Tax Revenue 16.4 161 15.6 17.4 18.5 200 215 222
(% of GDP)
Non-Tax Revenue 20 30 26 2.8 29 31 33 34
(% of GDP)

Total Revenue (% of GDP) 18.5 191 18.2 20.2 215 231 24.8 25.6
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Table 9: Medium-term Recurrent Expenditure Estimates by Economic Classification (BSM)

REVISED

BUDGET BUDGET FORECASTS
2021722  2021/22 2022/23 2023/24 2024/25 2025/26
Compensation of Employees 760.8 7001 778.6 782.6 709.7 7263 747.4 765.7
Wages & Salaries 657.5 613.2 6709 6751 612.2 626.5 6447 660.5
Allowances 761 573 713 71.2 64.5 66.0 68.0 69.6
NIB Contribution 27.2 29.6 36.4 36.4 330 337 347 35.6
Use of Goods & Services 561.8 610.0 6315 626.2 567.9 5811 598.0 6127
of which:
Travel & Subsistence 12.8 71 1.0 10.7 9.7 99 10.2 10.4
Rent 72.4 615 78.0 78.0 70.8 72.4 74.5 76.4
lTJ:;'e'ﬂifn %nunications 80.5 132 104.2 1037 941 9.2 990 1015
Supplies & Materials 50.7 321 372 36.0 326 334 344 35.2
Services 183.9 176.0 2334 2310 209.5 214.4 220.6 226.0
Minor capital repairs 37 31 6.7 5.4 49 50 52 53
Finance charges 237 66.7 30.0 30.0 27.2 27.8 287 294
?f:::'cfg‘j:c'a' 1001 124.2 99.9 99.8 905 926 953 976
Tourism Related 6.9 1.8 4.8 4.8 4.4 4.5 4.6 47
Local Gov't Districts 13.0 12.7 133 133 121 12.3 12.7 13.0
School Boards 01 01 01 01 01 01 01 01
Other 14.0 1n7 131 13.4 121 124 12.8 131
Public Debt Interest 3447 4225 4825 4825 505.8 565.8 578.0 567.6
Subsidies 4275 4741 390.2 390.2 3538 3621 3726 3817
Grants 8.6 6.4 85 8.5 77 79 81 83
Social Assistance Benefits 417 245.0 115.8 1527 138.5 1417 145.8 149.4
Pensions & Gratuities 140.3 160.1 150.9 170.5 154.6 158.2 162.8 166.8
Other Payments 2351 2499 2679 2661 2413 2469 2541 260.3
Current Transfers n.e.c. 158.4 184.9 184.2 182.4 165.4 169.3 174.2 178.5
Insurance Premiums 76.7 64.9 837 837 759 777 799 819
TOTAL 2,526.4 2,8681 28259 2879.2 26793 2,7901 2,866.9 2912.6
Total Recurrent Expenditure 224 290 229 249 21.5 210 20.5 20.0
Compensation of Employees 6.7 71 6.3 6.3 57 55 53 53
Use of Goods & Services 50 6.2 51 51 4.6 4.4 43 42
Public Debt Interest 31 43 39 39 41 43 41 39
Subsidies 38 438 32 32 2.8 2.7 2.7 2.6
Social Assistance Benefits 0.4 25 12 12 11 11 1.0 1.0
Pensions & Gratuities 1.2 1.6 14 14 1.2 1.2 1.2 11

Other Payments 21 25 2.2 2.2 1.9 1.9 1.8 1.8
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Table 10: Recurrent Expenditure Estimates by Administrative Classification (BSM)

BUDGET :‘EJ\IIDI;I;: FORECASTS

2021/22 2021722 2022/23 2023/24 2024/25 2025/26
Governor General & Staff 1.0 1.0 09 1.0 1.0 1.0
The Senate 03 0.2 03 03 03 03 03 0.3
House of Assembly 61 34 37 37 34 34 35 36
Dept. of the Auditor General 23 1.8 25 25 23 24 24 25
Department of Public Service 278.5 2799 3061 3257 2993 3063 315.2 3229
Cabinet Office 6.8 47 5.4 47 43 4.4 45 46
Qti:]‘i’!;jyoffg;;ffﬁiff:e and 197 183 182 1822 168 17.2 177 181
Office of the Judiciary 133 13.0 16.8 16.8 15.4 15.8 16.3 16.7
Court of Appeal 20 21 24 24 2.2 2.2 23 23
Registrar General's Department 2.8 2.8 45 45 41 42 43 44
S:‘gaor:’ra; Ejrf’:rtme”t 263 245 311 309 284 290 299 306
Parliamentary Registration Dept 11 1.6 47 42 39 40 41 42
':'J:;j;’e"rfvrcc:eig” Affalrs and 334 283 301 301 277 283 291 299
Office of the Prime Minister 22.5 21.8 21.2 279 256 26.2 27.0 277
Bahamas Info Service Dept 19 1.8 20 20 1.9 1.9 20 20
Government Printing Dept 11 1.0 1.4 1.4 13 13 1.4 1.4
Department of Local Government 23.6 214 283 271 249 255 263 269
Department of Physical Planning 0.8 0.9 10 10 09 09 09 0.9
Dept of Lands & Surveys 25 1.8 3.6 3.6 33 34 35 3.6
Ministry of Finance 2151 320.8 253.2 284.4 2613 267.4 275.2 282.0
Treasury Department 101.7 150.3 78.2 78.2 719 73.6 75.7 77.6
Customs Department 354 333 357 357 328 33.6 346 354
Department of Statistics 30 31 0.0 0.0 0.0 0.0 0.0 0.0
Public Debt Servicing -Interest 3447 422.5 5125 5125 505.8 565.8 578.0 567.6
Department of Inland Revenue 59 54 6.7 6.7 61 63 6.4 6.6
Ministry of National Security 9.9 9.3 12.2 143 13.2 13.5 139 14.2
Department of Immigration 341 250 317 317 291 29.8 307 314
Royal Bahamas Police Force 1269 1219 1249 1249 na7 Nn7.4 120.8 123.8
Royal Bahamas Defence Force 60.9 57.8 62.2 62.2 57.2 58.5 60.2 61.7
St'nl'::: of Public Works and 731 780 477 55.4 50.9 521 536 550
Department of Public Works 17.4 16.6 18.3 17.8 16.4 16.8 173 177

Department of Education 1981 180.0 202.6 200.5 184.2 188.5 194.0 1987
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Table 10: Recurrent Expenditure Estimates by Administrative Classification (BSM) cont'd

REVISED
BUDGET BUDGET FORECASTS
2021722  2021/22  2022/23 2023/24 2024/25 2025/26

Department of Archives 0.7 07 0.6 0.6 07 07
Ministry of Education 103.0 118.0 141 141 104.8 107.3 110.4 1131
Ministry of Transport & Housing 9.0 9.8 10.2 10.2 93 9.6 9.8 101
Ministry of Social Services 103 99 130 130 119 122 126 129
& Urban Development
Social Service Department 426 85.6 815 815 749 76.6 789 80.8
Department of Housing 20 17 2.2 20 1.8 19 19 20
Ministry of Youth Sports 200 124 190 17 157 161 16.6 170
& Culture
Labor Department 2.2 19 21 21 19 20 20 21
Ministry of Fi ial i

inistry of Financial Services, 15 13 17 00 00 00 00 00
Trade & Industry
Ministry of Economic Affairs 0.0 0.0 0.0 14.2 13.0 133 137 14.0
Post Office Department 59 58 8.4 8.0 7.4 7.6 7.8 8.0
Port Department 7.6 73 8.9 8.9 8.2 8.4 8.6 8.8
Department of Road Traffic 4.6 4.6 55 55 50 52 53 54
Department of Meteorology 2.2 20 2.8 27 25 25 26 26
Ministry of Agriculture & Marine 24 206 277 267 245 251 2538 2.4
Resources & Family Isl.
Department of Agriculture 5.6 49 5.6 5.6 51 5.2 54 55
Department of Marine Resources 21 20 2.8 2.8 26 27 27 2.8
Ministry of Health & Wellness 340.2 3245 2971 2971 273.0 279.4 2875 2945
Department of Environmental 661 551 563 563 518 530 545 558
Health Services
Department of Public Health 0.0 425 475 475 43.6 44.6 459 471
Ministry of Tourism, Investment 1258 1775 1406 1397 1284 1314 1352 1385
& Aviation
Ministry of Labour 56 48 59 52 48 49 50 51
and Immigration
Ministry of Environment 373 392 266 187 17.2 176 181 18.6
& Natural Resources
Department of Transformation 303 540 536 536 493 504 519 532
& Digitization
Ministry for Grand Bahama 7. 6.9 9.8 8.8 81 83 85 87
Ministry of Disaster Preparefiness, 00 193 8.8 15 00 00 00 00
Management & Reconstruction
Office of the Director of Public 00 17 34 34 31 39 33 34

Prosecutions

GRAND TOTAL 2526.4 28681 28259 2879.2 2679.3 27901 2866.9 2912.6
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Table 11: Recurrent Expenditure Estimates by Functional Classification (BSM)

REVISED
BUDGET BUDGET FORECASTS
2021/22  2021/22  2022/23  2023/24 2024/25 2025/26
General Public Service 905.7 993.2 11311 1,150.8 1,070.9 115.2 11459 11641
Defense 61.0 57.8 62.2 62.2 579 60.3 62.0 63.0
Public Order & Safety 2371 220.5 2461 2481 2309 2404 2470 2510
Economic Affairs 3014 343.6 2951 2923 2720 283.2 2911 2957
Evirnomental Protection 150.4 139.2 108.9 108.7 101.2 1053 108.2 110.0
Housing & Community 23 21 92 90 8.4 87 90 91
Amenities
Health 3755 3883 3659 366.0 340.6 3547 364.4 370.2
Recreation, Culture & 318 260 306 283 263 27.4 282 286
Religion
Education 3001 296.2 320.0 317.8 295.7 308.0 316.4 3215
Social Protection 168.0 4025 256.7 296.0 275.4 286.8 2947 299.4
GRAND TOTAL 2,5333 2869.3 2825.9 2,879.2 2,679.3 2,7901 2,866.9 2912.6
Table 12: Capital Expenditure by Economic Classification (BSM)
REVISED
BUDGET BUDGET FORECASTS
2021/22 2021/22 2022/23 2023/24 2024/25 2025/26
Capital Transfers 151.6 95.8 131.2 1037 1421 151.5 159.5 166.1
Acquisition of 206 2746 2412 245 2940 3135 3300 3436
Non-financial assets
Fixed Assets 220.6 274.6 239.2 2125 2913 3105 3269 3404
Buildings other 741 85.0 863 896 1228 1309 1378 1435
than dwellings
Other structures 839 145.6 90.5 7.4 979 1043 109.8 4.4
Transport equipment 34 75 6.7 0.6 0.8 09 0.9 10
Other Machinery 288 16.4 271 206 28.2 301 317 330
& equipment
Land Improvements 13 6.5 8.2 8.2 1.2 12.0 12.6 131
Other fixed assets 291 13.5 20.5 221 303 323 340 354
Land 0.0 0.0 20 20 27 29 31 3.2
TOTAL 372.2 3704 3724 318.2 436.2 465.0 489.5 5097
(in percent of GDP)
Capital Transfers 13 1.0 11 0.9 11 11 11 11
Acquisition of
Non-financial Assets 20 2.8 20 19 2.4 2.4 24 2.4
CAPEX (in percent of GDP) 33 37 30 27 35 35 35 35
CAPEX (as percent 01 01 01 01 01 01 01 01

of total expenditure)
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Table 13: Capital Expenditure by Administrative Classification (BSM)

REVISED
BUDGET BUDGET FORECASTS

2021722 2021/22  2022/23 2023/24 2024/25 2025/26

Ministry of Foreign Affairs

and Public Service 20 13 20 1.5 21 2.2 23 24

Office of The Attorney General 02 00 13 08 - 12 12 13

and Legal Affairs

Customs Department 34 12 21 17 23 24 2.6 27

Ministry for Grand Bahama 13 07 0.8 0.8 1.0 11 12 1.2

Ministry of Finance 147.4 653 107.4 86.4 118.2 126.0 132.6 1381

Ministry of National Security 12.0 n7 135 135 18.4 19.6 20.7 21.5

Royal Bahamas Defence Force 89 9.0 6.6 56 77 8.2 8.6 9.0

Ministry of Public Works 941 1073 108.4 1006 1376 1467 1544 1608

and Utilities

Ministry of Education & Training 523 50.3 53.8 513 70.2 74.8 78.8 820

Ministry of Agriculture

& Fisheries & Family Island 12 05 32 32 4.4 47 49 >

Mnistry of Health and Wellness 221 102.2 50.6 36.6 501 534 56.2 58.5

Ministry of the Environment 43 25 59 38 59 55 58 6.0

& Natural Resource

MInIS.tI’Y of Tourism, Investment 20 40 20 17 23 25 26 27

& Aviation

Department of Transformation 75 2.4 100 90 123 131 138 14.4

& Digitization

Ministry of Transport & Housing 0.56 01 0.4 13 1.8 19 20 21

Mnlstry of Disaster Prepareglness, 00 17 45 04 05 06 06 06
anagement & Reconstruction

TOTAL 372.2 3704 3724 318.2 436.2 465.0 4895 509.7

Table 14: Capital Expenditure by Functional Classification (BSM)

BUDGET /%D FORECASTS

2021/22  2021/22 2022/23 2023/24 2024/25 2025/26
General Public Service 873 50.4 65.3 55.4 759 810 85.2 88.7
Defense 6.6 9.0 6.6 56 77 8.2 8.6 9.0
Public Order & Safety 1n7 1n7 147 143 19.5 20.8 219 228
Economic Affairs 169.9 130.8 163.2 141.0 193.2 206.0 216.8 225.8
Environmental Protection 6.2 40 9.2 6.5 89 9.5 10.0 10.5
Housing and Community Amenities 17 0.0 - - - - - -
Health 343 102.2 516 371 509 543 571 59.5
Recreation, Culture & Religion - 0.0 20 1.0 14 15 1.5 1.6
Education 69.6 50.4 53.8 513 70.3 75.0 789 82.2
Social Protection - 1n9 6.0 6.0 8.2 87 9.2 9.6

GRAND TOTAL 387.2 3704 3724 318.2 436.2 465.0 489.5 509.7
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Overall Fiscal Balance
and Debt Financing

&

The overall fiscal balance and the
financing structure for the me-
dium-term fiscal framework are
outlined in Table 15. As a result of
operations, and the assumptions of a
continued improvement in econom-
ic conditions, the fiscal deficit and
overall position is expected to narrow
from $1,347.6 million in 2020/2021

to $858.6 million in 2021/2022. This
reduced fiscal deficit also benefits
from improved revenue performance
during the first quarter of the year re-
ducing the planned deficit. The deficit
is expected to contract further over
the medium term in line with budget-
ed increases in revenue, declining to
$415.2 million in FY2022/23 and $197.3
million in FY2023/24. A surplus of
$71.9 million is projected in FY2024/25
followed by a surplus of $220.4 million
in FY2025/26.

Table 15: Sources of Budget Financing through the Medium Term (B$SM)

REVISED
BUDGET BUDGET FORECASTS
2021/22 2021/22 2022/23  2023/24 2024/25 2025/26
Overall Balance [Surplus/(Deficit] (811.7) (1,347.6) (951.8) (858.6) (415.5) (415.2) 719 2204
Net Incurrence of Liabilities (a-b) [+] 7144 1334.2 9519 858.6 415.2 197.3 (71.9) (220.4)
a. Borrowings 15413  2,030.8 1,851.6 1,758.6 3,275.2 2,3683 2,2661 1,604.6
b. Debt Repayment 8269 696.6 899.7 900.0 2,860.0 21710 2,3380 1,825.0
Net Acquisition of Financial Assets [-] 71.8 46.5 59.8 59.8 46.5 46.5 46.5 454
Sinking Funds 46.5 46.5 59.8 59.8 46.5 46.5 46.5 454
Equity 103 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 15.0 00 00 00 00 00 00 00
"Other Financing & Cash Balance
Change (incl. Overdraft) (169.1) (59.9) (59.7) (59.8) (46.5) (46.5) (46.5) (45.4)

[()= increase]”

Note: Borrowings and Repayment from CBOB
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In line with the projected overall
balance, the nominal debt level is
expected to increase in FY2020/2021
to approximately $10.8 billion or 93.3
percent of GDP, a decline from the
100.4 percent experienced during the
most recent fiscal year. Debt levels
are anticipated to peak at $11.2 billion
in FY2023/24 before declining to
$10.8 billion or 741 percent of GDP by
FY2025/26.

Based on the current fiscal trajectory,
inclusive of revenue enhancement
and expenditure containment plans,
the Government anticipates main-
taining achievement of its 50 percent
debt target 2030/2031. This is pred-
icated on the assumption that the
accumulation of primary surpluses in

the intervening years would reduce
the need for borrowing. Details on the
Government debt and debt sus-
tainability analysis are presented in
Section 6.

Figure 6: Summary of Fiscal Data (BSM)
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Fiscal Responsibility

In accordance with Section 7 of the
Act, the Government is mandated to
manage its fiscal affairs in line with the
principles of accountability, inter-
generational equity, responsibility,
stability, and transparency. Recent
measures taken to promote these fis-
cal principles are outlined below and
underscore the government's com-
mitment to good governance.

In an effort to maintain the tenets of
fiscal responsibility, accountability and

transparency while also promoting ef-
ficiency in the delivery of government
service, the Government proposes
amendments to: Fiscal Responsibility
Act, 2018; Public Procurement Act,
2021; Public Financial Management
Act, 2021; and Debt Management Act,
2021.

» Such critical amendments provide
for, among other things:

» The expansion of specific fiscal
targets to include measures of

»

»

»

capital expenditure, revenue and
interest to allow for increased
accountability and monitoring of
performance;

The allowance for the publish-
ing of financial information of
Ministries, Government Business
Enterprises and Agencies on the
Government's website, whether
or not such financial information
has been tabled in Parliament;

Improvement in public procure-
ment processes to reduce bottle-
necks in the approval process;

Allow for the creation of an
external private sector debt man-
agement committee; and
Commencement of monthly
reporting on Government's fiscal
performance in July 2022.
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Key Budget Priorities
and Considerations

The fiscal impact of Hurricane Dorian
in September 2019 followed by the
emergence of the COVID-19 virus on
Bahamian shores in March 2020 has
presented significant fiscal challenges
to the Bahamian economy, at a time
when fiscal consolidation efforts were
proving successful in debt and deficit
reduction. The FY2021/22 Supple-
mentary Budget is the first budget
of the current administration which
promises a more people centric bud-
get focused on providing tax relief
and social support, while also ensuring
fiscal responsibility. Over the medi-
um term, the revised fiscal strategy is
designed to ensure:

» restoration of the fiscal health of

The Bahamas;
» afocus on broader health care

support via expansive free
COVID-19 testing;

»

»

»

»

the development of community
centered/bottom up develop-
ment strategies for each island/
community focused on develop-
ment and expansion of intrinsic
areas of development;

exploitation of the Bahamian
blue/green economy in econom-
ic diversification and potential
financing opportunities;

inclusion of alternative financ-
ing mechanisms such as Public
Private Partnerships and blue/
green bonds to finance critical
infrastructure needs; and

fiscal transparency and account-
ability to while providing fiscal
sustainability.
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a. Revenue Strategies

At the core of the Government's plan
to restore the nation's fiscal health is
the inclusion of an aggressive strategy
to improve revenue generation and
revenue administration to achieve
the target revenue collections of

25.0 percent of GDP by FY2025/26.
That, in turn, will require both an
enhancement of the tax base as well
as improved efficiency in tax adminis-
tration, Achievement of this target is
critical in ensuring Government's fis-
cal consolidation efforts, reducing the
increasing debt burden and providing
fiscal headroom to weather unfore-
seen macroeconomic shocks in the
future. While a robust level of eco-
nomic growth is anticipated over the
near term as the economy reflates, a
credible strategy to achieve these fis-
cal goals will also necessitate concert-
ed efforts to increase the longer term
potential growth of the economy.

Tax Compliance Measures

» Strengthen the capacity to con-
duct investigations and revenue
audits by institutionalizing the
Revenue Enhancement Unit. This
exercise will include ensuring
proper staffing and training of

staff is conducted. An emphasis
will be placed on performing Risk
Based Audits to improve efficien-
cies

» Continue exploiting the use of
big data techniques to detect
tax evasion and avoidance with
a focus on entering into agree-
ments for data collection (eg. the
Government already collects data
on AirBnB rentals allowing for
the identification of properties
collecting revenue but not paying
taxes). An independent firm is
being engaged by Government
to track and report to Govern-
ment on activity in the short term
rental market.

» Continue monitoring and ex-
panding the Custom'’s Electronic
Single Window, "Click2Clear”,
launched in September 2019, to
ensure efficient collection and
maximization of custom revenue
intake across the medium term.

»

¥

Expedite progress on the ongo-
ing real property tax roll project
particularly for Family Island
properties to increase the yield in
line with expectations and ensure
all parties pay their fair share of
taxes.

Legal & Administrative Reforms

Review the existing laws to determine
opportunities for modernization and
simplification of tax legislation, having
regard to efficiency, fairness and sta-
bility of taxes, and to achieve confor-
mity with best practices.

Conduct a comprehensive review of
the Government's tax concessions
regime with a view to reducing the
quantum of revenue foregone across
sectors and in line with international
standards. Such as review will also in-
clude the introduction of a monitoring
and evaluation framework to ensure
value for money.

Tax Reform

» Conduct a diagnostic review of
the tax regime to identify and
eliminate revenue administration
gaps and contain leakages.

» Review existing tax regime to
develop a road map of tax system
reform recommendations that
would introduce greater progres-
sivity, fairness and stability to the
government's revenue collection
over the medium-term horizon.

b. Recurrent Expenditure Policy
& Priorities

In tandem with the goal of improving
revenue collection, to achieve fiscal
stability, the Government intends to
curtail expenditure and limit recurrent
expenditure to 22.0 percent of GDP
through the forecast horizon of this
FSR and ensuring efficiency in imple-
menting targeted spending initiatives
to ensure sustainable development.
While areas such as education and
health care remain areas of priority
spending, focus is also being placed
on reducing the debt burden and
financing charges. As part of the plan
to secure fiscal sustainability, areas

of focus will include the following
initiatives.

» Implementing targeted public
expenditure reforms to enhance
the effectiveness and efficiency
of public spending. The recent-
ly completed Public Expendi-
ture Review conducted by the
Inter-American Development
Bank (IDB) outlines several areas
of reform in public spending to
achieve the goals of equity and
sustainable development. Chief
among the recommendations is
the prioritization of primary and
secondary education in public
spending, inclusive of job read-

iness programs. Emphasis is also
placed on the need to ensure
greater redistribution towards the
least advantaged in society, which
will be achieved by the reintro-
duction of the RISE program at
the Department of Social Ser-
vices. Careful attention must be
paid to reducing rising health care
costs, which is achievable with the
focus of the Ministry of Health

in the new budget to include
wellness programs to reduce
non-communicable diseases.

» Continuing to limit the overall
growth in public sector employ-
ment while focusing on improv-
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ing employee efficiency. Except
for priority areas, mainly health,
education, public defence & safe-
ty, and the need to boost capacity
with necessary technical exper-
tise to meet the increasing need
for policy review and support,

the government intends to curtail
overall growth in employment.
Where possible, priority will be
placed on cross-training and pro-
fessional development to improve
the productivity and efficiency of
the existing labour force.

» Resumption of State Owned
Enterprise (SOE) reform agenda.
To avoid suspension of essen-
tial public services provided by
certain SOEs (eg. water, electric-
ity, healthcare) and to provide
economic support to others
during the COVID-19 pandemic,
Government temporarily sus-
pended its SOE reform plan.
With the improvement in eco-
nomic conditions forecast in the
FY2021/22 budget, Government
intends to resume its original SOE
reform agenda, which targeted
$100 million in cost savings over
the medium-term horizon from
the SOEs. In 2019, the Govern-
ment engaged the assistance
of a firm to conduct a review of
several SOEs for the purpose of
identifying cost savings through
either legislative, regulatory, or
institutional initiatives slated to
commence by mid-2022. The

recently concluded overflight
fee agreement to support the
delivery and long-term devel-
opment of air navigation services
in The Bahamas, will also provide
for the elimination of the annual
subventions provided to the Civil
Aviation Authority of The Baha-
mas, budgeted at $15.3 million
for 2020/2021. The Government
intends to resume its SOE reform
agenda in mid-2022.

» Digitization of government
services. The Government will
seek to drive public sector trans-
formation and contain a range
of budgetary costs though the
employment of digital technolo-
gies in the execution and delivery
of key processes and services. To
date, the Government's De-
partment of Transformation and
Digitization (DTaD) has made
significant progress in simplifying
and improving existing online
portal functionality for payments
and services, including the launch
of several services, such as on-

line requests for services from the

Registrar General's Department

(certified copies of birth, marriage

and death certificates); Royal
Bahamas Police Force (character
certificate); Road Traffic (Driver's
licence) and the Passport Office
(e-passport renewal). By deliv-
ering enhanced operational ef-
ficiency and effectiveness, these
activities will have a growing

»

positive impact on the country'’s
competitiveness, innovation

and Bahamians, in general. Over
the medium term, the Govern-
ment will also take steps for the
onboarding of the Central Bank's
digital currency (Sand Dollar) as a
payment method for the collec-
tion of revenue for all govern-
ment agencies. Over the medium
term, Government intends to
launch a National Digital ID to
allow for increased ease of doing
business by issuance of a digital
electronic ID which is interopera-
ble across various platforms.

Reform of Government pension
scheme. An initial review and
assessment of the Government's
existing defined benefit pension
scheme has been completed by
the accounting firm, KPMG, which
outlines the need for reform and
modernization. Pension pay-
ments for FY2021/22 equate to
$124.7 million or 4 percent of total
recurrent expenditure. To limit
the risk associated with future
pension liabilities, Government
intends to pursue a strategy
where all new employees will

only be eligible to participate in a
defined contribution plan, with a
limit on the growth in pensionable
salaries for existing employees.
This strategy is estimated to
improve cash flow by $6.0 million
over 10 years.

c. Capital Expenditure Policy

To ensure the provision of critical
infrastructure, the Government has
increased its medium-term target for
capital expenditure from 2.0 percent
of GDP in the 2020FSR to 3.0 percent.
In addition to continuing residual
rebuilding efforts related to Hurricane
Dorian and Hurricane Ida, the spend-
ing priorities through the medi-
um-term will focus on investments in
health infrastructure, roads, bridges

and airports using creative financing
mechanisms.

» Shore-up the health care sec-
tor. Hurricane Dorian and the
COVID-19 pandemic exposed
many of the vulnerabilities in
the Bahamian public health care
system. Both pandemics demon-
strated the need to expand
and shore-up local health care
resources (inclusive of men-
tal health and national health

»

insurance) to withstand potential
future disasters. Targeted invest-
ments in the healthcare sector are
planned to continue to build out
and upgrade facilities to conform
with best practices

Greater use of Public Private
Partnerships. Public Private Part-
nership (PPP) opportunities will
continue to be explored where
feasible as a mechanism for
delivering priority infrastructure
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needs—building upon the policy
framework established in 2018.
Health care and aviation oppor-
tunities for the use of PPPs have
already been identified, which
represent considerable cost sav-
ings to Government in the deliv-
ery of essential public services. To
this end, the Government intends
to update and institutionalize its
PPP framework inclusive of the
establishment of project evalua-
tion criteria.

d. Structural Reforms and
Economic Policy
At the heart of Government's fiscal
strategy is a reliance on sound and
stable economic policies to drive
growth and allow achievement of key
fiscal objectives. Such economic pol-
icies necessitate structural reform to
improve competitiveness, improve the
ease of doing business and incentivize
investment.

» Institutionalize the National
Development planning process.
With support from the IDB, a
draft National Development Plan
(NDP) for The Bahamas was re-
leased in 2016 charting the vision
for a sustainable and inclusive
development framework for the
nation. This plan, aligned with
the United Nations Sustainable
Development Goals outlines a
bottom-up, inclusive framework
for priority development areas
to ensure long-term sustainable
growth targets are achieved.
Government intends to institu-
tionalize the national develop-
ment planning process, by using
targeted development plans to
guide public investment spending
towards priority areas, which cur-
rently impede long-term growth.
Family island development,
namely development of airports,
and infrastructural upgrades, are
key points of focus for future
investments.

» Continuing to support Micro,
Small and Medium Sized Busi-
nesses (MSMEs) development.
Government recognizes the con-
tribution of MSMEs to sustainable
and more inclusive development,
in terms of contributions to eco-
nomic growth, creation of jobs,
provision of public goods and
services, as well as poverty alle-
viation and reduced inequality.
Ensuring their growth is, there-
fore, important for achievement
of the Government's socio-eco-
nomic objectives. Appreciat-
ing the value of MSMEs to the
Bahamian economy, Government
intends to continue providing
funding of $50 million per year
to further support the growth of
MSMEs. In other funding support
to small businesses, in July 2021
the Securities Commission of The
Bahamas approved new crowd-
funding regulations allowing for
a low cost mechanism for MSMEs
to raise capital. Using this mech-
anism, entrepreneurs can raise
up to $5 million in equity funding
via the use of online platforms
from numerous micro-investors
while maintaining control of their
operations. To date at least one
company has taken advantage of
the new product to commercial-
ize the crowdfunding process for
entrepreneurs.

»

»

Promoting domestic and foreign
investment. The Government
recognizes the need for great-

er efficiency in promoting the
development of larger scaled
investments, which contrib-

ute significantly to new jobs

and spending in the economy.
Renewed focus is being given to
expediting pipeline projects along
the implementation stages—
adding to the already important
foreign direct investment (FDI)
projects either approved or un-
derway. To ensure the alignment
of major investments with the
long-term development goals

of the country, the Bahamas
Investment Authority (BIA) will
have its remit expanded and the
agency transformed to Bahama-
slnvest. This broader entity will be
provided additional support for
monitoring of investment projects
against approved objectives as
well as investment promotion to
encourage investment in priority
sectors.

Increased investments in the
digitization of Government. The
digitization of Government pro-
cesses/services will bring greater
cost efficiency and effectiveness
to Government operations. As
part of the initiatives being un-
dertaken by the DTaD, the Gov-
ernment intends to digitize the
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domestic and foreign investment
processes, providing efficient,
electronic access for businesses
and investors to Government
services.

Encouraging economic diversi-
fication through trade oppor-
tunities. The inherent risk of a
largely single sourced economy
was realized during the onset of
the COVID-19 outbreak when
boarders were closed and tourist
activity ceased. As a means of
encouraging economic diversity
and resilience as well as to pro-
vide additional opportunities for
business growth, The Bahamas, as
part of the CARIFORUM delega-
tion, entered into an economic
partnership agreement with the
European Union in 2008. Despite
entering into this agreement, the
duty free and quota free access
to European markets has re-
mained largely unexploited thus
far with little appreciable increase
in European exports since signing
of the agreement. During the first
half 2021, the Bahamian ambas-
sador to the Kingdom of Bel-
gium and Head of Mission to the
European Union (EU) announced
recent pledged support from the
EU to assist in trade facilitation.
To date, two Bahamian based rum
manufacturers have been named
as recipients of the technical
assistance to aid in increasing ex-
ports to the EU. With the United
Kingdom (UK) departing from the
EU, CARIFORUM countries have
entered into a similar economic
partnership agreement with the
UK to preserve the benefits of
the EU agreement as relates to
the UK. As part of the broader
mandate to exploit trade op-
portunities, during the first half
of 2021, The Bahamas received
assistance from the United Na-
tions to develop a comprehensive
trade policy for The Bahamas. The
aim of this document is to devel-

»

op a comprehensive framework
to guide The Bahamas' approach
to trade in the future. As a means
of establishing employment
opportunities, supporting the
growth and development of the
cultural industry and expanding
trade The Bahamas is receiving
technical assistance to further
develop a comprehensive frame-
work as part of the Economic
Partnership Agreement (EPA).
This legislative expansion will
facilitate increased gains through
exports by providing Bahamian
creators new intellectual proper-
ty rights through trademarking,
copyrighting, patents, etc.
Stimulating the rebound through
specialized tourism. A key priori-
ty of the Government's economic
resilience plan is to maximize
every opportunity for growth and
development. The Government
has committed to relaunching the
Sports in Paradise programme as
a means of encouraging major in-
ternational sports federations and
leagues to use The Bahamas as a
base. Moving beyond recreational
tourism will provide opportunities
for enhanced revenue collection,
increased employment opportu-
nities, and potentially increased
access to professional programs
thus leading to development of
local athletes.

Modernizing the trade industry
through legislative reform. The
latter half of 2021 saw progressive
reform to trade legislation with
the amendment of the 1976 Mer-
chant Shipping Act. The aim of
this Bill is to modernise merchant
shipping, stimulate creative think-
ing and technological innovation
while addressing marine pollution.
Amendments within this Bill are
set to facilitate the ease of fulfill-
ing international obligations by
simplifying the process of incor-
porating standard international
shipping conventions and codes.

»

The Bill gave effect to interna-
tional maritime instruments, the
International Convention on Stan-
dards of Training, Certification
and Watchkeeping for Seafarers
(STCW Convention), the Safety of
Life At Sea Convention (SOLAS)
and the Maritime Labour Con-
vention (MLC) to enhance safety
within the industry. Furthermore
the recent amendment retains
measures of regulation and
development within the indus-
try by incorporating provisions
from earlier Acts of Parliament,
the Limited Liability Act. Such
advancements to local shipping
practices are expected to ampli-
fy trade activity, and ultimately
diversify government revenue.

Promoting energy reform
through the use of renewables.
The Government is committed
to the use of more efficient and
environmentally friendly energy
sources, as a means of improv-
ing energy security and cost. A
key prong of the government’s
socio-economic transformational
agenda and economic resilience
plan is to optimize energy effi-
ciency by incorporating the use of
renewable resources throughout
the Family Islands. This imperative
was reinforced by the passing of
Hurricane Dorian which left the
affected islands without power
for extended periods. To boost
climate resilience, the Govern-
ment intends to utilize proceeds
of the $170 million IDB Credit
Line for Investment Projects to
invest in climate resilient projects
aimed at reducing The Bahamas's
carbon footprint and greenhouse
gas emissions. In a further move
to enhance climate resiliency ca-
pacity and reduce The Bahamas'
footprint in fossil fuel generated
electricity, the Government is
continuing with the streetlight
retrofitting project with solar
installation.
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» Climate and Disaster Budget
Tagging. The Bahamas em-
barked on its first climate tagging
exercise, in conjunction with the
World Bank, during its FY2021/22
budget exercise. Climate and
Disaster Tagging is a method-
ology that extracts information
from the national budget on the
nature, quantity and quality of its
expenditures related to climate
change mitigation and disaster
risk management. This meth-
odology enables countries to
identify, allocate and manage the
levels of these expenditures each
fiscal year. By using this meth-
odology, countries are able to
improve management of spend-
ing on disasters throughout each
phase of the disaster, by sector
and by programme. This exercise
is expected to become a regular
part of the budget process for
future national budgets. This
effort demonstrates the country's
commitment to climate action
and disaster mitigation and im-
proving transparency on climate
related expenditures.

The preliminary report on the first
tagging exercise will be finalized
shortly, however, preliminary
figures indicate that the amount
budgeted for climate change
mitigation and disaster risk
management totalled $66.1M (2.1
percent of total budgeted expen-
diture) in the FY2021/22 national
budget. By category, roughly
$24.7M is budgeted for climate
change mitigation and adaptation
for FY2021/22, of which capital
expenditure accounts for $19.5M
and recurrent expenditure ac-
counts for $5.2M. For disaster risk
management, a total of $41.4M
was budgeted, of which $171M is
budgeted for capital expenditure,
and $17.0M for recurrent expen-
diture, respectively. Recurrent
expenditures across both cate-
gories include budgeted sums for

travel, training, equipment, fuel
and medical and surgical supplies.
Similarly, capital expenditures
across categories include alloca-
tions for large scale infrastructure
projects, such as rebuilding after
Hurricane Dorian and the Ministry
of Health's Sector Improvement
Programme. The tagging for the
upcoming FY2022/23 will com-
mence in the spring of 2022.

Expanding Potential Financial
Sector Opportunities. The Gov-
ernment recognizes the value of
the financial services sector to
economic growth, in providing
significant high-end employment
opportunities for Bahamians, and
the important linkages to tourism
and the second-homes market.
Significant effort has been placed
on ensuring that the jurisdiction
remains competitive, and agile

in the context of the dynamic
changes underway in the financial
technology space. In a signature
piece of legislation, on November
3, 2020 the Government passed
the Securities Commission’s most
progressive piece of legislation

to date, the Digital Assets and
Registered Exchanges (DARE)
Act, 2020. The DARE Act creates
a compliant legislative regime to
regulate the issue and sale of dig-
ital assets, including digital tokens
and digital asset businesses.
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Fiscal risks are driven by develop-
ments or events that may cause the
Government's fiscal performance

to deviate from the expected bud-
get outcome or the medium-term
forecasts, or that threaten long-term
fiscal sustainability. Crystallization

of potential shocks to forecasts of
Government revenue and expendi-
ture could increase the overall deficit
and the public debt. The government
acknowledges the importance of risk
identification, analysis, and mitiga-
tion in its fiscal planning exercise, and
recognizes that sound management
of fiscal risks contributes to macro-
economic stability.

In managing the principal risks, the
Government seeks to identify the

source, scale, and likelihood of the risk
which are disclosed in the 2021FSR to
ensure accountability. The principal
risks over the medium-term horizon
are summarized in Table 17, along
various risk mitigation measures that
the Government has either devised/
or could implement should one or
more of these risks materialize during
the forecast period. The presenta-
tion below groups fiscal risks into the
categories of macroeconomic (which
has feedback effects on both revenue
and expenditure), exogenous/exter-
nal (which includes natural disasters
and other external shocks) and other
Government liabilities (which includes
Government guarantees and other
contingent liabilities).
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Macroeconomic Risks

The preparation of fiscal forecasts
involves the inclusion of assump-
tions regarding the future behavior
of various macroeconomic variables
(e.g., commodity prices, global GDP
growth, interest and exchange rates)
and the impact of these variables on
local aggregates.

Since the onset of the coronavi-

rus outbreak, there has been great
uncertainty surrounding the dura-
tion and intensity of the pandemic.
The rapid pace of viral mutation and
continued rapid pace of viral spread
solidify the significant uncertain-

ty surrounding the impact of the
COVID-19 virus of future economic
conditions. This concern is elevated

if viral mutations persist and should
existing vaccines lose efficacy against
these new strains, significant down-
side risks may materialize. This report
is being prepared at a time when a
new COVID-19 strain, labeled the
Omicron strain, has emerged and

has already been identified in major
markets such as the US, France and
Japan. Under the extreme downside
risk, the new variant may result in the
reimposition of boarder closures and
lockdowns while under the moderate

and more likely scenario, the recov-
ery to pre-COVID conditions may be
further delayed.

In the extreme downside risk scenario,
it is assumed that the Omicron variant
will result in global macroeconomic
conditions similar to during the initial
onset of the COVID-19 virus. This
would necessitate the reimposition

of containment measures such as
boarder closures and travel restric-
tions (even if only temporarily) limiting
or eliminating cross border move-
ment. The reimposition of curfews
and lockdowns would limit domestic
output and supply side economic ac-
tivity. Based on historic performance,
this would result in several months
with revenue losses near 50 percent
of projected and elevated expendi-
tures for unemployment assistance
($13 million per month) and health
expenditure ($2.0 million per month)
over the duration of the lockdowns. In
the extreme downside risk scenario,
the impacts would impact revenue
and expenditure for a minimum of 3
months before reverting to moderate
risk scenario conditions.

In the moderate downside risk scenar-
io, COVID-19 containment measures

are less aggressive and do not include
boarder closures or extreme lock-
downs, limiting the impacts of the
pandemic on the travel and tourism
sector and the domestic econo-

my. This scenario also includes the
reimposition of restrictions on certain
domestic economic activity, however,
such restrictions are not as broad as
full lockdowns. In this scenario, the
impact of COVID-19 containment
measures on fiscal and economic ag-
gregates is more muted, with perfor-
mance at 70 percent of pre-COVID or
current levels.

It is apparent that the longer
COVID-19 persists, the greater the
adverse impacts on economic growth,
investment and the fiscal situation,
and the increased financial stress
for households and businesses. The
government recognizes these risks
and seeks to, inter alia, ensure the
prudent management of the pub-
lic finances, and address structural
impediments to growth to counter
these vulnerabilities posed by global
macroeconomic conditions and the
health pandemic.
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Exogenous

/External Shocks

Natural Disasters

The Bahamas is located in the Carib-
bean, in an area highly susceptible

to hurricanes exposure as evidenced
by the six severe storms which have
made landfall on Bahamian shores

in the past decade which has caused
widespread damage to infrastructure,
businesses and families. Notwith-
standing the fairly inactive hurricane
season in 2021, the increasing fre-
quency and intensity of storms pres-
ent a potential source of widespread
damage to lives and infrastructure,
and increased financial, fiscal and
social costs that may be catastrophic
in scope. In the context of constrained
fiscal space, the Government recog-
nizes the importance of disaster risk
management strategies as indispens-
able for enhancing fiscal and eco-
nomic resilience.

To address these vulnerabilities, the
Government has access to a range
of measures to reduce the financial
exposure and other vulnerabilities to
disaster risk:

» Contingent Credit Line: The
Government continues to main-
tain a contingent credit line with
the IDB of up to $100 million to
provide liquidity in the event of a
natural disaster

Disaster Insurance: The Gov-
ernment maintains a risk trans-
fer mechanism in the form of a
parametric insurance policy with
the CCRIF, which divides cover-
age for The Bahamas into three
zones—the North West, South
East and Central Bahamas, each

¥

with separate parametric triggers.

The Government is also seeking
to explore the use of catastro-
phe bonds similar that of Mexico;
and is supportive of encouraging
private sector risk financing to
limit the potential for unplanned
fiscal costs.

Disaster Relief Fund: The Fund
was initially constituted with
$40 million in proceeds from
the extinguished dormant bank

P

»

accounts, which was utilized to
meet needs arising from Hurri-
cane Dorian. The Fund currently
has a balance of $17.9 million at
December 6, 2021. As originally
contemplated, the Government
remains committed to growing
the Fund to the optimal size—es-
timated by the IMF to be between
2 and 4 percent of GDP—once
budgetary conditions permit.

Coastal Protection and Risk Man-
agement: The IDB funded project
to strengthen The Bahamas'
resilience to coastal risks through
the implementation and adoption
of sustainable coastal protection
infrastructure and management,
is ongoing. The $35 million loan
from the IDB covers activities
related to reinforcing natural
infrastructure, restoring coastal
natural habitat, and improving
coastal flood control measures
particularly in the islands of
Grand Bahama and Andros where
natural banks exist.
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To ensure responsive and compre-
hensive management of disaster

risk, the Government established the
Ministry of Disaster Preparedness,
Management and Reconstruction
(MDPMR) following Hurricane Dorian.

The MDPMR's activities cover preven-

tion, mitigation, and emergency pre-
paredness in the pre-disaster phase
to reduce disaster risks, through to
disaster response, rehabilitation, and
reconstruction in the post-disaster
phase.

Disease and Pandemic
Management

COVID-19 has exposed many of the
weaknesses in the Bahamian health-
care sector. Due to the magnitude
and duration of the disaster, the

pandemic has monopolized health-
care resources and placed a strain on
the capacity of the system to respond
to non-pandemic related healthcare
issues. This experience reinforces the
importance of building resilience in
the healthcare system to effectively
manage health emergencies while
addressing constraints to the continu-
ous delivery of quality essential health
services.

While at the time of preparation of
this report, viral outbreak and new
hospitalizations has been contained,
should the Omicron variant emerge
on Bahamian shores and incite a
fourth viral outbreak, the challenge of
continuing the virus may be signif-
icant. Risks are elevated due to the
continued prevalence of insufficient

isolation rooms and equipment for
the treatment of patients with severe
respiratory diseases; and inadequate
frontline health workers to address
the intensification of demands on the
health system.

To shore up existing infrastructure and
resources, Government intendeds to
construct a new tower at the Princess
Margaret Hospital & Rand Memorial
Hospital and expand the Sandilands
Rehabilitation Center. The planned
upgrades are intended to increase
bed capacity and build greater re-
silience of the healthcare sector to
shocks with planned expenditure to
be funded through a PPP modality.
Commencement of constructing the
additional capacity is scheduled to
begin in FY2022/23.



2021 Fiscal Strategy Report

Government Liabilities

Contingent Liabilities of
Government Agencies and
Government Business Enterprises

Contingent liabilities represent explicit
guarantees provided by the Govern-
ment to assist Agencies and Govern-
ment Business Enterprises (GBEs) in
structuring external debt financing.
Should these financing obligations
not be met by the direct borrowers,
meeting the financial obligation is
then incumbent on the Government
and as such, they pose significant
risk to central Government'’s fiscal
situation. This inherent risk reinforces
the Government'’s goal and require-
ment to ensure proper oversight and
management of these entities.

As shown in Table 16, contingent lia-
bilities are estimated at $397.5 million
at end-June 2022 moving lower to
approximately $372.6 million at end-
June 2023 largely due to a $15.0 million
repayment on debt by the Bahamas
Mortgage Corporation. At the time

of preparation of this document, the
transfer of the $246 million legacy
debt of BEC to the Government's Di-
rect Charge balance persisted as the
planned rate reduction bond (RRB)
issuance had not been completed.

As such, the bridge facility covering
the $246 million facility remained in
place. As opposed to the original plan
for issuance of a RRB to replace the
bridge financing, the Government
intends to convert the bridge facility
to traditional loan financing during
FY2021/22. The back-to-back agree-
ment between the Government and
BEC, obliging BEC to make all debt
servicing, financing and other costs
with respect to the loan, would be
suspended. Contingent liabilities show
a progressively declining outstanding
balances in the forward three years, to
$216.8 million at end-June 2026.
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Table 16: Contingent Liabilities (BSM)

(B$'000)

Bahamas Development Bank

Bahamas Electricity Corporation

Bahamas Water & Sewerage Corporation

Bridge Authority

Bahamas Mortgage Corporation
Education Loan Authority

The Clifton Heritage Authority
Public Hospitals Authority

Small Business Development Center
Lucayan Renewal Holdings Ltd.
Total Contingent Liabilities
Contingent Liabilities as a % of GDP

Projected Forecast

FY2021/22 FY2022/23 FY2023/24 FY2024/25 FY2025/26

40.7 394 381 36.7 353 29.8
0.0 0.0 0.0 00 00 0.0
651 62.5 579 533 49.2 451
16.0 16.0 16.0 80 80 8.0
160.0 160.0 145.0 126.3 115.0 65.0
47.0 47.0 470 20.0 20.0 20.0
240 240 240 240 16.0 16.0
66.5 471 432 39.2 353 314
15 15 15 15 15 15
0.0 0.0 0.0 0.0 0.0 0.0
4207 3975 3726 309.0 280.3 216.8
43% 3.4% 3.0% 2.3% 2.0% 1.5%

Unplanned/Contingent Expenses

Prior to July 1, 2021, under the Finan-
cial Administration and Audit Act,
Government budgets maintained an
allowance equivalent to 5 percent of
recurrent expenditure to provide for
unplanned/contingent expenditures
which may emerge above the bud-
get allocation. For FY2020/21, this
contingency allocation totaled $128.7
million to provide for such occur-
rences. Despite the progress made
on fiscal consolidation efforts prior to
Hurricane Dorian and the onset of the
COVID-19 pandemic, the magnitude
and duration of the COVID-19 pan-
demic and the requirement for pro-
longed economic and social support
augmented unplanned expenditure.

As a result of activities, contingent
expenditure totaled $449.4 million
during FY2020/21 or $320.6 million in
excess of budget, largely associated
with:

» $1471 million in COVID-19 assis-
tance (including unemployment
assistance, health & safety expen-
diture an food assistance)

»

»

»

¥

»

$11.3 million in Hurricane Dorian
debris removal and related ex-
penses,

$133.1 million in additional SOE
allocations (including $58.9 million
additional operating funding for
Bahamasair and $13.7 million ad-
ditional funding for the Bahamas
Public Parks and Public Beaches
Authority),

$79.3 million in miscellaneous
recurrent expenditure (including
$28.0 million in VAT write-offs
and $35.7 million in salary & pen-
sion payment adjustments), and

$68.4 million in capital expendi-
ture allocations for the construc-
tion of a new tower at PMH.

It is clear that despite prior efforts
at fiscal consolidation, in the face
of a natural disaster (pandemic,
hurricane or otherwise) and the
resultant ballooning of contingent
expenditures to restore economic
and fiscal conditions, expenditure
containment poses a significant
risk.

To aid in managing fiscal risk, the
recently passed Public Finance Man-
agement Act incorporates a compre-
hensive reporting and transparency
regime requiring Agencies and GBEs
to submit monthly and quarterly re-
ports to the Ministry of Finance as at
July 1, 2022. This new, more stringent
process will allow for closer monitor-
ing of expenditure of Agencies and
GBEs receiving more than 50 percent
of their revenue from public funds.

Pension Liabilities

The Government has historical-

ly maintained a non-contributory
defined benefit pension scheme for
the benefit of qualifying permanent
public service officials, inclusive of
uniformed branches. The public ser-
vice pension program is separate and
in addition to the defined contribution
pension scheme managed by the
National Insurance Board (NIB) for the
general public.

In 2012, Government engaged a
private consulting firm to review
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the existing public service pension
scheme to determine the sufficiency
of pension reserves to meet future
obligations, estimating any potential
pension deficits and recommend cor-
rective action. Government intends to
proceed with the recommendations
made by KPMG, to limit the risk as-
sociated with future pension liabili-
ties. This strategy involves limiting all
new employees to participation in a
defined contribution plan, with a limit
on the growth in pensionable salaries
for existing employees. This strategy is
estimated to improve cash flow by $6
million over 10 years.

Payment Arrears

As a part of the normal course of
business, due to timing and cash flow
considerations, accounts payables and
arrears are produced from time to
time. The Accounts Payable position
changes daily as invoices are paid or
submitted for settlement.

In September 2021 the Government
engaged an independent account-
ing firm the review the position of all
Government arrears, payables and
outstanding liabilities as at September
30, 2021. The final report remained
pending as at the time of preparation
of this report.

Other

The outstanding second promissory
note (PN) of Bahamas Resolve Limited
(Resolve) to the Bank of The Bahamas,
becomes due in August, 2022, and
represents a fiscal cost to the Govern-
ment which has been incorporated in
the forecasts. Although Resolve has
been able to make this semi-annual
payment on the PN, which is $5.878
quarterly, it estimates being able to
meet at least 40 percent of the $167.7
million liability through loan recov-
eries. Therefore, the Government

has provisioned in the estimates for
2022/2023, an additional outlay of
$100.0 million. The Government con-
tinues to work with Resolve to estab-
lish greater operational transparency
through regular financial reporting
and publication of asset sales infor-
mation.
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Sensitivity
Analysis

6.1 Debt Sustainability Analysis

Figures
Figure 8: Fan Chart Evolution of Debt-to-GDP Ratio

Figure 9: Effect of 1% Negative Growth on Dept to GDP Ratio

Figure 10: Effect of 1% Negative Primary Balance Shock on
Dept to GDP Ratio

Figure 11: Effect of 1% Negative Real Interest Rate Shock on
Dept to GDP Ratio

Figure 12: Effect of a Sudden Stop
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The achievement of Government's
fiscal targets and fiscal strategy is
contingent on achievement of certain
operational goals and the realization
of certain macroeconomic outcomes.
The emergence of the Omicron
strain of the COVID-19 virus and the
possibility of another severe hurricane
o Ly K making landfall in The Bahamas over
D eb t S us talnab lllty the medium term presents a signif-

icant downside risk to the forecasts

A na lyS iS contained herein.

Table 18: Central Government Sensitivity Analysis Indicators

2019/20 2020/21 2021/22 2022/23 2023/24  2024/2025 2025/2026

Total Public Debt (BSM) 8,191.20 993530 1071395 11,238.80  11,536.84 11,576.48 11,451.86
% of GDP 72.48% 100.41% 92.58% 90.18% 86.83% 82.78% 78.64%
Local Currency (BSM) 5,239.90 5,386.60 5,552.05 5,705.30 5,895.74 5947.48 5,971.06
Foreign Currency (BSM) 2,951.30 4,548.70 5,161.90 5,533.50 5,641.10 5,629.00 5,480.80

Short Term Debt (BSM) 969.60 1026.9 1348.65 1,254.00 1,286.44 1,209.46 1,494.36

Medium Term & Long Term Debt (BSM) 722160  8,908.40 936530 998480 10,250.40 10,367.02 9,957.50

Total Revenue (BSM) 2,099.20 1,872.70 2,338.80 2,700.33 3,057.78 342833 3,642.75

Total Non-Interest Expenditure (BSM) 218130  2,42890 2,396.69 223584  2,290.69 2,357.75 2,348.82

Overall Balance (BSM) -426.80 -978.60 -540.39 -4131 201.29 491.48 73015

Primary Deficit (BSM) -82.10 -556.20 -57.89 464.49 767.09 1,070.58 1,293.93

Gross Financing Needs (BSM) 1,199.00 1,769.00 3,260.05 3,212.85 2,417.69 2,313.00 1,430.42
% of GDP 10.61% 17.88% 2817% 25.78% 18.20% 16.54% 9.82%
% of Revenue 5712% 94.46% 139.39% 118.98% 79.07% 67.47% 39.27%

Interest Payments (BSM) 34470 422.40 482.50 505.80 565.80 57910 563.78

Amortization (BSM) 801 879 2,421.60 2,641.50 2,073.40 2,227.38 1,509.52

Effective Interest Rates 4.20% 4.20% 5.00% 5.60% 6.30% 6.40% 710%
Domestic 3.52% 3.80% 478% 5.38% 6.75% 719% 790%
External 5.69% 478% 5.29% 5.80% 591% 6.29% 6.39%

Nominal GDP (BS M) 11,301.00 989500  11573.00 12,462.00 13,286.00  13,985.00 14,563.00

Real GDP (BS M) 10,486.03 9,606.66  10,682.01  11,020.81 11,418.31 11,702.93 11,889.81

Unemployment 25.57% 21.55% 15.22% 11.51% 10.58% 10.32% 9.96%

Note: Estimates of nominal GDP and unemployment are based on the IMF's October 2021 World Economic Outlook forecasts.
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In examining The Bahamas's debt
sustainability in this 2021 FSR, consid-
eration was given to the twin exog-
enous shocks of Hurricane Dorian

and the COVID-19 pandemic during
2019/2020. Despite these challenges,
the government remains committed
to achieving a budget deficit of 0.5
percent of GDP by the 2024/2025 fis-
cal year. It is anticipated that the level
of Government debt and the gross
financing need (calculated as bud-
get deficit plus old and new principal
repayments), will increase slightly
before moving along a steadily de-
clining trajectory in the outer years of
the medium-term framework, as the
government is able to achieve primary
surpluses and reduce the need for
financing.

The data in Table 18 presents The Ba-
hamas' baseline data used to conduct
the debt sustainability analysis (DSA)
using the IMF's Market Access Coun-
try (MAC) analytical tool, and fiscal
year data for the period FY2019/20
to FY2026/27. Given the trajectory of
debt in recent years with the debt/
GDP ratio exceeding 50 percent, the
"higher scrutiny” country classifica-
tion was used in performing the debt
sustainability assessment.

The direct charge (Central Govern-
ment debt) peaked at 100.4 percent
of GDP in FY2020/21 as a result of the
economic contraction associated with
the coronavirus pandemic and the el-
evated levels of borrowing to support
health and social support measures.
As the domestic economy rebounds
and the demand for increased health
and social support payments abates,
the direct charge is projected to

moderate to 74.1 percent of GDP by
FY025/26.

The trajectory of the direct charge is
underpinned by several key factors/
assumptions, most notably:

» COVID-19 virus becoming
endemic. With the continued
vaccine rollout both domestically
and abroad, it is assumed that
heard immunity will be developed
allowing the COVID-19 virus to
become endemic, resulting in
fewer cases of transmission and
lower hospitalization and death
rates. The result would imply
more moderate levels of health
expenditure in line with historic
trends

» Rebound in global output by
2022. Estimates released by the
IMF, IDB and other international
agencies continue to project a
rebound in the global econo-
my to pre-pandemic levels by
2022 inclusive of a rebound in
the travel, leisure and tourism
industry. With the emergence
of the newest coronavirus strain,
the Omicron strain, increased
certainty surrounds the ability to
achieve these forecasts over the
medium term.

» Cessation of further extensive
lockdowns. At the time of prepa-
ration of this report, no cases
of the Omicron viral strain have
been identified in The Baha-
mas, daily infection rates remain
contained and COVID-19 related
hospitalizations remain low and
manageable. As a result of this
positive trend, local emergency

»

»

orders (inclusive of lockdowns)
were allowed to expire in Novem-
ber in favour of more moderate
Health Services COVID-19 Rules.
Given these outcomes, the DSA
assumes that further extensive
lockdowns are no longer neces-
sary to contain viral spread.

No serious deterioration in credit
conditions. Notwithstanding the
downgrade in The Bahamas' sov-
ereign debt rating by the credit
rating agencies in 2021 by both
Moody's and Standard & Poor’s,
the DSA assumes that, at a min-
imum, credit conditions will re-
main firm over the medium term
with the possibility of improving
over the long term.

No major external shocks in the
short term. Given the geographic
location of The Bahamas in an
area prone to experiencing hurri-
canes increasing the risk of dam-
age from natural disasters each
year, the DSA assumes that over
the short-term, such exogenous
shocks do not occur and that the
economy firmly rebounds. The
DSA also assumes that over the
medium term, any such natural
disasters will be minimal in inten-
sity upon making landfall.
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Based on the above assumptions, Fig-
ure 8 displays the baseline debt tra-
jectory over the medium to long term.
Based on the assumptions outlined,
the debt to GDP ratio is anticipated

to improve over the medium term to
pre-COVID-19 levels by FY2026/27
with a continued trend toward the fis-
cal target of a 50 percent debt to GDP
target thereafter. While the threats to
external and macroeconomic shocks
still persist, over the medium to longer
term, the current debt profile places
The Bahamas on a sustainable path.

Figures 9 to 12 show the impact
of shocks to the baseline scenario
presented in Figure 8 below. At its

120
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Figure 9: Effect of 1% Negative Growth Shock on Debt to GDP Ratio
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Figure 11: Effect of 1% Negative Real Interest Rate Shock on Debt to GDP Ratio
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core, the fiscal forecasts presented
are contingent on achievement of
Government's growth forecasts as the
global economy rebounds. As depict-
ed in Figure 9, should output levels be
retarded by a 1 percent contraction in
projections, the subsequent debt to
GDP ratio would exceed 130 percent
by FY2026/27. While more moderate
in its impact, the impact of a 1 per-
cent increase in real interest rates also
presents a threat to the sustainability
of the debt to GDP ratio with levels

of 120 percent being achieved by
FY2026/27. The impact of a negative 1
percent shock to the primary bal-
ance is more muted in its impact and

Fan Chart Evolution of Debt -to-GDP Ratio
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places The Bahamas on a trajectory to
maintain current debt to GDP levels in
excess of 100 percent of GDP over the
medium term.

In the more extreme scenario, should
The Bahamian economy experience

a "sudden stop” in economic activity
similar in magnitude and length as
the boarder closures and reimposition
of curfew measures, the impact on
domestic macroeconomic conditions
would be more severe. As depicted in
Figure 12, reintroducing emergency
order protocols and limiting economic
activity would result in debt to GDP
ratios approaching 140 percent by
FY2026/27.

2027
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Figure 10: Effect of a 1% Negative Primary Balance Shock on Debt to GDP Ratio

80.00 ;

2024 2025 2026

Primary Balance Shock

Figure 12: Effect of a Sudden Stop
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Annex A: Fiscal Responsibility Act, 2018
SECOND SCHEDULE (Section 10)
CONTENTS OF A FISCAL STRATEGY REPORT

1. The fiscal strategy report shall contain a report for the recently concluded financial year which shall include —

(a) analysis of any difference in results from the macroeconomic forecasts and fiscal forecasts in the previous fiscal
strategy report;

(b) a summary of budget execution compared to the appropriations and statutory expenditure;

(c) summary of the performance compared to the general principles in section 6, the fiscal responsibility principles in
section 7, and the fiscal objectives in the previous fiscal strategy report;

(d) reasons for any deviations from the general principles, fiscal responsibility principles and fiscal objectives in the
previous fiscal strategy report with a fiscal adjustment plan to address any such deviations, and the expected time
to achieve this;

(e) report on the extent to which the risks identified in the previous fiscal strategy report were realised and the effect
on fiscal performance; and

(f) other matters on performance the Minister considers relevant.

2. The fiscal strategy report shall contain medium-term macroeconomic forecasts setting out actual, estimated, and
projected values of the following economic variables for no less than the previous two years, the current year, and

the next three years including—

(a) gross domestic product and its components;
(b) inflation;

(c) employment and unemployment;
(d) exchange rates with major trading partners;
(e) interest rates; and

(f) money supply and monetary conditions including credit to the private sector;

and for (a) to (f) the source of the data shall be identified, and for historical information, a statement provided of-
whether it is official or estimated in cases where official data are not available.

3. The fiscal strategy report shall contain information on the longer-term macroeconomic forecasts.

4. The fiscal strategy report shall contain a statement of assumptions and methodologies underpinning the economic
forecasts.

5. The fiscal strategy report shall contain medium-term fiscal forecasts setting out actual, estimated, and projected
values of the following fiscal variables for no less than the previous two years, the current year, and the next three
years including —

a) revenues by type;
b) aggregate expenditures by economic, administrative, and functional classifications;
)

c) fiscal balance for the overall budget;

(
(
(
(d) a summary of the sources of budget financing;

(e) the level of debt by external source, domestic source and total;
(f) level of financial and performance guarantees;

(

g) the accounting principles and methods used in the fiscal strategy report and key assumptions on which the above
numbers are based;

(h) sensitivity analysis taking account of possible changes in macroeconomic conditions; and
(i) any other information the Minister determines is material to the fiscal forecasts.

6. The fiscal strategy report shall contain fiscal forecasts for the longer term that have been used in formulating the
fiscal policies in the fiscal strategy report and such forecasts shall take account of the impacts of changes in demo-
graphics and other factors.
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7. The fiscal strategy report shall contain a statement of intention about the general principles in section 6 of the Act.

8. The fiscal strategy report shall contain a statement of intention about the fiscal responsibility principles in section 7
of the Act consistent with the First Schedule.

9. The fiscal strategy report shall contain a description of the fiscal policy including —

(1) a table containing the fiscal information for the previous two years, the current year and the forthcoming three
years and longer term where relevant including —

a) aggregate Government expenditure as a percentage of GDP and in nominal terms;
b) recurrent Government expenditure as a percentage of GDP and in nominal terms;

c) primary Government expenditure as a percentage of GDP and in nominal terms;

—~ o~ o~ —

d) capital Government expenditure as a percentage of aggregate Government expenditure, as a percentage of
GDP and in nominal terms;

(e) Government expenditure on wages and benefits as a percentage of GDP and in nominal terms for all positions
funded from the annual budget including all positions funded by direct charge on the Consolidated Fund and all
positions funded by appropriation;

f) Government revenues as a percentage of GDP and in nominal terms;

g) overall fiscal balance as a percentage of GDP and in nominal terms;

h) Government debt as a percentage of GDP and in nominal terms;

i) Government arrears as percentage of budget expenditure and in nominal terms;

(

(

(

(i)

(j) Government guarantees as a percentage of GDP and in nominal terms; and

(k) Government net worth as a percentage of GDP and in nominal terms when net worth can be measured; and
2)

(2) Table of fiscal objectives to measure the fiscal position of the government against the fiscal responsibility principles
consistent with the First Schedule for the forthcoming year and each of the next three years which shall at a mini-
mum include measurable fiscal objectives for the fiscal balance, debt, guarantees, expenditure growth rate, wage ex-
penditure limit, proportion of proposed capital Government expenditure as a percentage of aggregate Government

expenditure and any measures for an adjustment plan if in force;
(3) information on the fiscal policies for medium-term including—

(a) the revenue policy with planned changes to taxes and policies affecting other revenues and intentions regarding
revenue collection activities;

(b) policy on the fiscal balance;

(c) debt policy with a summary of the debt management strategy, a summary of the debt sustainability analysis, debt
ceilings, and guarantee ceilings; and

(d) expenditure policy including expenditure priorities linked to ceilings;
(4) an assessment of the consistency of the planned fiscal policy aggregates and measurable fiscal objectives in para-
graph 9(2) of this Schedule with the fiscal responsibility principles, the requirements in the First Schedule and the
requirements of section 8(2);
(5) a medium-term expenditure framework stating the Government's annual and medium-term expenditure inten-
tions and an explanation of any changes in the proposed ceilings from the previous fiscal strategy report including —
(a) the aggregate expenditure ceiling to be used in the preparation of the annual budget which shall include indica-
tive ceilings for two further outer years;

(b) ceilings for central Government expenditure by Ministry and other budget entity for the budget year and next
two years to be used as the basis for the preparation of the annual budget;

(c) forecast non-financial performance information at a suitable level of aggregation linked to the budget to show
what is planned to be provided and achieved for the proposed expenditure, for strategic changes only; and

(d) information on major public investments including priorities and rationale for these and forecast costs for the
forthcoming budget year and two outer years related to expenditure ceilings.
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10. The fiscal strategy report shall contain a fiscal risk statement with quantified risks where practicable including—
(a) contingent liabilities;
(b) any commitments not included in the fiscal forecasts;

(c) all other circumstances which may have a material effect on the fiscal and economic forecasts, and which have
not already been incorporated into the fiscal forecasts; and

(d) risk management intentions.

11. The fiscal strategy report shall contain a statement of responsibility signed by the Minister and the Financial Secre-
tary attesting to the reliability and completeness of the information in the fiscal strategy report and its compliance
with the law.

12. If the Government is unable to provide any of the information required by this Schedule the Ministry shall state in
the fiscal strategy report the reasons for any missing information and shall ensure that such information is available
as soon as practicable for future fiscal strategy reports.

13. For the purposes of this Schedule —

“current expenditure” means spending for acquisition of all goods and services, personnel cost including salaries,
emoluments and other employee benefits; and transfer payments, inclusive of interest payments, subsidies, trans-
fers to non-financial public enterprises, public corporations, to households, abroad and to non-profit institutions
which excludes all outlays that result in debt reduction and the acquisition of financial assets;

“debt” means all direct charge on the central government that require payments of interest and principal to both
resident and non-resident creditor;

“fiscal balance” means total revenues and grants minus total expenditure where revenues and grants are computed
as total revenues less borrowings, refunds, and sales of financial assets;

"Gross Domestic Product” means the nominal value of all goods and services produced in the economy within a
year, as compiled by the Department of Statistics and in the absence of official statistics, estimates produced by
the Ministry of Finance shall be utilized and subsequently updated once the official statistics are available and until
quarterly official GDP statistics become available, estimates for the fiscal year shall be derived by taking the aver-
age of the current and the preceding calendar year.
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