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Introduction

‘Thus 1ssue includes two long articles that appeared in 1he Tribune
m early Apnl under the byline “/An economist’s perspective™,

Page 2. The Proposed Labour Bill.

This article appeared after publication of ten shorter Letters to
the Editor that began in September 1997, The article restates the
major points made previously, makes specfic proposals for a
new Bill and comments on government policy.

Page 10. The IMFs Annual Report.

‘The Executive Board of the International Monectary Fund on
March 13, 1998 gave an annual report to the government on the
economuc and fnancial weltare of the Bahamas. A synopsis of
this Report was released by the Minister of Finance on April 6,
1998. The Institute provides a perspective that is relevant to the
upcommng 1998/99 Budget.

Pagc 16. Social Virtues and Prosperity by Francis Fuku-
yama.

This 15 a senes of quotations from Mr. Fukuyama’s book, Tt
The Sodal Virtues and the Creation of Prospenity, plus editorial notes.

Page 19. The Caribbean Tiger: A Development Strategy for
the Bahamas.

By popular demand this study, published in February 1995, s
reprinted in an abridged version. The data included in the text s
unchanged from the original.



An economists perspeciive

The Proposed Labour Bill

A bit of theory.

Classical economists like to apply theory to life...and two of their
favorite theories are that people act in their own self-interest and
that they act rationally. The “classicists™ are given a hard tume
about such theories since people seem to act so irmationally i this
world. ..and people differ so much within and between cultures.
Selt-mterest and ravonality secem ar best to be heroic assump

tlons.

The surprise of all surprises is thar these classical theories are
valid. If the price of wheat goes up relative to the price of corn,
farmers shift their output from corn to wheat. They do this
whether they live in China, France, India, or Iran. The dat prove
this...theory predicts behavior...the theory is valid.

‘This approach can be used with the proposed Minimum Labour
Standards Rill.

Let’s start with the minimum wage.

People tend o be paid what they are worth. 1t 15 in the sclf
interest of the employer to pay a4 wage that attracts an employee
oo work but which docs not exceed the value of the work he
produces.

If povernment mandates an even higher wage, as maybe the case
with 2 muninum wage, then the worker is not employed and the
employer seeks an alternative. The worker with inadequare skills
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is particularly vulnerable since he is denied the opportunity to
lcarn higher skills and to learn about other opportunities,

A minimum wage discriminates against the unskilled.
And then there is vacation and severance pay.

The proposed Tabour Bill will apply to every private sector
employee in the country...even if the enterprise has only one
employec, if the employment contract is unwritten or if the term
is as short as one weck.

The Bill entitles every employee after 15 years of employment 60
weeks vacation per year or cash in licu of vacation and 60 wecks
of scvcrance pay. If an cmployer needs the work of such a
long-term employee, by law he will be paying him or her over
two times his basc wage for 40 hours of work. In addition,
because of the way the severance entiiements are calculated, the
employer will now have a financial incentive o hire full ume
employees for 8-1/2 months and then fire them and to hire
half* ume employees for 17 1/2 months and then fire them.

For the employer the proposed Labour Bill raises signifi-
canty the cost of the experienced long-term worker
relatve to the cost of the less-experienced short-term
worker.

For the worker it increases his risk of unemployment
when the financial requirements of a family are highest.

The Bill also raises business costs and risks.

The expressed purpose of the Bill is government regulation of
the workplace. It will saddle all business, large and small, with two

new bureaucratic “empires” dedicated to regulation...including
formal reporting requirements and quasi legal processes.
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Employment law and litigation consume scarce management
time and capstal. This s particulardy critical for small businesses in
the start up phase of opcrations. Manifesto II states that “a
majority of the new jobs required to make the Bahamas a
fully employed sociery will come from small business enter
prises.”

The Bill increases the magnitude of the employer’s risk since it
enhances “Grievance Lotto”, the new industnial relations game.
It's where a grieved worker with the support of a bright lawyer
sceks a punitive damayge award from the Industnial Tribunal. The
good news...the good news for the worker/player. ..is that the
mare affluent the employer is, the bigger the potential award.

Ironically because the Bill raises employment costs and
risks, it creates an cven bigger incentive to hire foreign-
ers.

Is this another case of business “whining™?

No! It is not..because...the data validating it is simply over-
whelming.

® In the Bahamas rght now there is no minimum wage for
pnivate companies ...in the United States and Great Botain
there 5. In the Bahamas all major gas stations offer full
service. .. there's always a young adult there to serve. In the UL
S. and the U. K. there is sclf-service.

® In the United States between 1938 and 1950 the minimum
wage, contained in the Fair Labor Standards Act of 1938, was
mettective because it remained unchanged when all wages
and prices were rising. Thomas Sowell points out that “as of
that fime, teenage unemployment was not appreciably higher
than thar of older workers, and black and white tcenagers
also had very similar unemployment rates.”



Begmning in 1950, however, Congress rased the minimum
and drasucally extended s coverage. “Over the next three
decades, teenage unemployment rose relative to the unem-
ployment of older workers and black teenage unemployment
rose [ar above white teenage unemployment. By the 1970s,
black teenage unemployment had risen to several nmes what
it had been in 1950. At no ume during the three decades afrer
1950. not even in the most prosperous years, was black
teenage unemployment as low as it had been i 1949—a
recession year.”

A major study on labour market regulation and unemploy-
ment by James Gwartney will be released in the next two
weeks. It compares (Germany, Traly and Spain...countries
with grearer government regulated and centrally planned
labour markers.. with the United Seates and Japan...two
countries with less repulated and planned labour markets.
The unemployment rate 15 substantially higher in the former
than m the latter. The Umted Kingdom prior to 1980
experienced the high unemployment rates typical of Ger-
many, Italy and Spain today and with de-regulanion afrer 1980
has a significantly lower level.

Since 1980 governments around the world have been moving
away from government ownership and regulation of their
economues, The cases are grealy different and the results
stunzng,

Chile 40 years ago started wath a national socialism so com
plete that it was called “the fatherland of the state.” Chile then
expenienced communism, a military dictatorship with a plan
that freed the economy and fmally political freedom with
astounding growth m mvesument, labour productivity and
gross domesthe product per person and a reduction m the
fiscal deficits.

New Zealand, in contrast, became one of the most haghly
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regulated countries 1 the free world under 2 parliamentary
democracy. Under a Labour Party in 1984 1e began s senies of
retorms that dramancally reduced government regulation and
management with results that have equaled Chile’s.

Fronomic treedom has bheen dehined, measured and incleded
in an Feonomic Freedom Index. This has been done for
more than 100 countnies gomng back to 1975: and... there s a
positive correlation between cconomie freedom and  eco-
nomic growth. A high or an increasing level of economic
freedom produces high or increasing economic growth. When
cxamined in this system the Bahamas shows a declining
Freedom rating and very recently cconomic stagnation. This
work is impressive and is available to you through the Instimate
for Ficonomic Freedom.

The bottom line is simply this.

The proposed Labour Bill is a bad piece of legislation. The
compassionate and concemned politician...in his desire to pro-
duce justice and equity in the work place...and to get re elected
..will, in fact, create...

® Structural long term unemployment for the unskalled,
® Employment insecurity for the skilled and
® EHeonomic stagnation.

The Bill appcars to benefit the worker...but...in reality it
will do more harm than good. The Bill should be rc-
placed with onc that seeks to accomplish less...but ironi-
cally one that in doing less will accomplish more...
especially when it is combined with other government
initiatives.

What kind of bill will the Minister of Labour dcliver to Parlia-
ment? Will he stress political appearances or economic reality?
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The Minister of Labour should...

preparce a new lahour bill that docs the following:

1

w

It should restate the common law on “dismissal with just
cause.” Statute law tends to take precedence over common
law and the common law 1s being obscured by the 1996 Act
and by the proposed Bill. Disrmissal needs clanfication not
obfuscanon.

1t should require every employer to provide each employee
with a wntten hst of the terms of employment that must be
accepted by the employee.

It should provide no government mandated rmmmum stan-
dards and no restnchons on bargaming, mdividual or collec-
tve. With this the government accepts its inability to frame a
single labor contract...and that is what the Tabour Bill 55...a
single contract for all employees in all industries; and with
this the government accepts the ability of the market to do 2
vahied economic function more cffectively.

It should climinate the ability of the Arbitration Tnbunal to
award punitive damages. The purpose of this 15 to end
“Grievance Lotto” which is necessary to promote a more
civil society.

It should make any changes that will assurc that the dispute
settlement process...conciliation, arbitration and litigation
before the Tabunal. . .1s certamn, fair and low cost. The greater
financial resources of the employer should not allow a

miscarriage of justice.

It should delete entirely the occupational health and safety
provisions from the Bill. ‘These should only be framed for
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discussion after 2 wntten analysis of need has been circulated
o all concerned.

But...what can a government do to improve the lot
of the people?

Fortunately, there is an answer. Important ideas have been
developed by two Nobel Prize winning cconomists, ‘Theodore
Schultz and Gary Becker, and by Francis Fukuyama. According
to them the most important investments that a country can make
are not in business regulation and government planmng. . .not
even in machinery, bricks, mortar and computer software. The
most important are those made i 1 Iuman and Social Capreal.

I'rom theirr extensive work on developed and less developed
countries one can conclude that the Bahamas will not achieve
prosperty and sustaned econome prowth unless it recogmzes its

needs,

e The country needs an Educanon Revolution because such a
large portion ot its populanion leaves school unprepared tor
productive work. The revoluton should not end unnl every
young male leaves school wath certain mumimurns..hke the
ability to add, subtract, mulaply, divide and read engneenng;
drawings. ..unnl every gifted student leaves wath a4 mathermnat-
ics competency that includes caleulus. People tend to be paid
what they are worth and the country needs to be committed
to an Educauon Revolution that raises the worth of every
one. Gary Becker in advising Brazl stated that such invest
ments were necessary to mantan the very labric of their
society.

e ‘The country needs a Legal Revolution...it needs a commit-
ment to civility and the rule of law. This mecans dealing with
the mereasmg threat to personal safety posed by violent
crime. But i addition, there is the perception that justice for
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the white collar thief 15 ar best uncertain. The country cannor
prosper when such uncerrainty prevails...and...the govern-
ment can do something about ie.

¢ The country needs to deal with the breakdown of the family.
Admuttedly m this regard the role of government is limited
while the roles of mdividuals, families and their voluntary
associanions. . .churches, civic clubs, etc..are far more impor-
tant. (Government cannot legaslate a strong and srable family
structure and durable social institutions. . .not as it can create
a central bank or an army. But 1t needs to be conscious of the
problem and refran from pohiaes that exacerbare it

‘These very briel comments on education, justce and the family
mdicate that classical economies does not postulate 2 “do-
nothing” povernment. Rather 1t clearly idennfies the “nght poli-
cles” lor a government that 1s concemed with the economic
wellare of its citizens.

Francis Fukuyama i his book Trust concludes that a
“thriving socicty depends on a people’s habits, customs,
and ethics.”

James McBride, the black author of the best sclling
book, The Calor of Warer, described his parents” model
for raising 12 children as “hard work, no nonsense, a
quest for excellence, a distrust of authority figures, and
a deep belief in God and education.”

These words are worth remembering.

‘The above 1s a speech by Ralph Massey that was ggven to the
Bunkers Institute of the Bahamas on March 26, 1998 and was
printed by The Tribune on April 2, 1998, pages 9 10 and by The
Punch on Apnil 17, 1998, page 25.
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An economist’s perspeciive

The IMF’s Annual Report

On April 2, 1998 Minister ot Iinance William Allen tabled the
Annual Report of the International Monetary und thar
“encouraged the Bahamas to restore a tight fiscal stance”. What
can one make of this talk about “prudent fiscal pobaes™?

The saga of spend and tax.

Government
Spending & Taxes
[
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One can begin by looking ar spending and taxing in perspective.
Manfesto I asserted that the level of taxaton in the Summer of
1992 was “more than sufficicnt to meet the needs of the

country.”

What happened after 1992 is a different story. ‘The FNM never
bved wiathin the 1992 tax levels. Thar would have required an
urnediate pruning of sume spending and/or the sale of assets to
provide the funds for the needed repair of the country. Perhaps
that taryet was unreasonable or a pre-clection over-statement.

But as 15 very clear the record of “spend and tax” has not
changed from the PLP to the FNM administration in 1992,
Between 1990 and 1996/97, for instance, both spending and
taxing grew at 5.1% per annum. The surprising result of this s
that the deficit grew from $72 mulion 10 $140 mulkon. ..t dou-
bled.

The implications of “business as usual™ are alarmung:

® Interest payments are growing at roughly 9% per year and 1n
the future are likely o always exceed capnal expenditures.
This interest is a deferred tax; and unless the debt s retired,
future generatons will be taxed {orever for the malnhey of its

“heroes” to hive within ther means.

® The government’s share of the cconomy has grown and is at
a level that inhibits rapid economic growth.

Total Government Expenditures
as a Percent of
Gross Domentic Product

1980 1992 1996/97

Per Cent 17.2% 204 23.2-23.6%
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The government’s share of the economy 15 moving in the
wrong direction and is too high to promote rapid economic
growth. ‘The povernment share of GDP in Grear Botan
duning the lndlEfnd.l Revoluton and the United Srares
during the 19" Century...when both became leading eco-
nomc powers...was around 10%. In [long Kong govern-
ment spendingr as a share ol GDP ranged trom 13% to 19%
as the GDP in constant dollars per person moved from a
level below Mexico to one above the Umted States in 35
years. For pohcy purposes the HHong Kong government
considered a 20% share as a “never to exceed” limit.

® ‘The continuved growth in Bahamian dollar debt and the
Lulure of the forepn exchange reserves to grow at least
proportionately have increased the vulnerability to interna-
tonal currency nisks... 10 an Asian style financial meltdown.
‘Thus nsk was described by Alvin Rabushka in May 1997 in a
series of lectures in Nassau.

The Budget.

The arithmetic of the government’s positon 1s quite sunple. In
1996/97 it had income of $687 million and it spent $827 mullion
producing a record $140 million deficit.

Now 1t 1s reasonable to expect mncome 1o grow at perhaps 3%
per year. This means that m 1998/99 tax revenues would reach
$729 million. To halance the budget the Government would have
to reduce spending by $100 rmlkon. To avoid an Astan melt-
down...a highly desirable policy objecuve...the Bahamas should
reduce total spending to pre-1996/97 levels.

But that is only the first step i what should be a clearly stated
longer term strategy. All proceeds from s privatization pro-
grums should be used to retire the existng government debt and
a “never to exceed” cap should be put on total spending. Such a
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long term strategy should be clearly proposed in the 1998/99
Budger.

The four points.

In preparing the Budger there are four areas that need special
COMIment:

1. Prnvauzation.

Clearly the government needs to undertake the panful task of
tocusing expendinires on those activities that enhance pros-
penty. To do so it needs to free itself from those busmesses
where it does poordy. Tr should liquidate its ownership of
Bahamasair, Batclco, Bahamas Electricity, Water and Sewer

age and the Post Office...a daunting yet necessary task. It
must do it if the government wants to

a) reduce the cost of government;

b} provide the funds to mvest m public safety, the justice
system and human capital; and

<) cstablish a level of taxation that will encourage economic
growth. These are desirable goals that go beyond the
budget year-

2. Education & Human Capiral.

For Adam Smith in the 18" century and Theodore Schultz
and (.x:n') Becker, two Naobel Prize winners in economics in
the 20" century, the critical investment is the onc in humans.
Human Capital s “the acquired abilities of pcople--their
educanon, work expenence, skills, and health. . .not space,
cropland, encrgy, or other physical properties of the earth...”

The government should concentrate on the education system.
A good dea, for mstance, 1s one described by Gary Becker.
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“It's well recognized that the bottom quarter of.. _high school
students aren't well prepared for employment. An extensive
tramung, and employment programme designed for high
school drupouts could greatly improve their cconomic
prospects.” It could be a three year programme. Incentives
could be a key leawre of the plan: 2 voucher system ro allow
the student Lo go Lo the state licensed public or privare school
thar accepts him and a stipend paid for achievement in the
school portion of the programme.

Such  specralized work/study programmes are costly...bur
successful programmes of dus type can lessen the social
divides of race and class and be more beneficial than a Taw
School, for instance.

3. Trust & Social Capital

‘The government should promote trust rather than distrust.
Trust is a critical factor in the knowledge, habits and ethucs
that determine how  people associate with cach other. Francs
Fukuyama calls this “social capital” The Government de
pletes Social Capital with a Labour Bill that promotes the “we
and them” cthic. Tt should promote the rule of law and should
invest in 2 legal system where justice is certain, swift, fair and
equal.

A high level of trust and social capital are conducive to
economic growth. “Low trust” societies...ones that accept a
low level of honesty, for mstance. . have a restricred capacity
to create efficient organmzanons. In such societies business
genendly does not grow beyond the capital and managenal
limits of a family and incvitably involve higher costs of
operation. Such firms then have difficulty competing with
foreign firms that do not have this handicap.
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4. Private Enterprise & the Marketplace.

‘The major theme of the 1992 INM campagn  was
“Dehverance” from “government” mative, weltare and de-
pendency. Yet the government continues to increase s role
as the mitrator and controller of the economic life. This can
be seen in measures as price controls and the proposed
Minimum Labour Standards Bill, government insurance of
bank deposits and regulation of health services.

For the rest ol the world, the discovery of private enterpnise
and the marketplace as the most ethaent way to ongamze
cconomic life has been the main policy event of the past 20
years. In the Bahamas a fundamental distrust of them remains
imbedded in law and politics. The Bahamas nceds ro creare
frec market opportunitics for privare iniriative and diminish
the dehilitating influence of government on bustuess.

A strategy embracing these four points is difficult for politicians
and voters to accepl It needs committed leaders and an in-
formed electorate to be successful...it is challenging.

The above article was printed in The Trbune. Apnl 8, 1998, pages
2 3
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Social Virtues and Prosperity
by

Francis Fukuyama

Trust.

“Perhaps the most crucial arca of modern life in which culture
exercises u direct ntluence on domestic well being and inrerna-
tional order s the economy...cconomic aclvity represents a
crucial part of soctal hfe and is knit together by a wide variety of
norms, rules, moral obligations, and other habits that together
shape the society. ..

a nauon’s well-being, as well as its ability to competc, is
conditioncd by a single, pervasive cultural characteristic:
the level of trust inherent in the society.

Social capijtal.

“Socul capital 15 a capability that atises [rom the prevalence of
trust in a socicty or in certain parts of it. It can be embodied in
the smallest and most basic social group, the farmily, as well as the
largest of all groups, the nation, and in all the other groups in
between. Soctal capital differs from other forms of human capital
insofar as it is usually created and transmmtred through culmral
mechanisms like religion, tradition, or histoncal habir. ..

Source: Francis Fukuyama, Trwe: The Socad Virtues and the Creatton
of Praspenity, Simon & Schuster, New York, 1995, pages 5- 6 &
26 28.
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“The socal capial needed to create [communitics with shared
ethical values] cannot be acquired, as i the case of other forms
ot human capital, through a rauonal mvestment decision. That is,
an mdividual can deade 1o ‘invest” m conventional human capital
ke a college educaton, or training to become a machinist or
computer programmer, simply by poing to the appropriate
school,

Acquisition of social capital, by contrast, requires [living]
to the moral norms of a community and...the acquisition
of virtues like loyalty, honesty, and dependability.

The cost of distrust.

“The group, moreover, has to adopt common norms as a whole
betore trust can become generahized among its members. In
other words, social capital cannot be acquired simply by individu-
als actng on their own...

“Social capital has major consequences for the nature of the
incdustrial cconomy that society will be able to create. If people
who have to work rogether in an enterprise trust one another
because they are all operating according to 2 common set of
cthical norms, doing business costs less. Such a society wall be
hetter able to innovate organizationally, since the high degree of
trust will permit a wide variety of social relationships to emerge. ..

“By contrast, people who do not trust onc another will end up
couperating only under a system of formal rules and regulations,
which have to be negonated, agreed to, liigated, and enforced,
sometimes by coercive means. This legal apparatus, serving as a
substitute for trust, entails what cconomists call ‘transaction
costs.

Widespread distrust in a society, in other words, imposes
a kind of tax on all forms of economic activity, a tax that

TS



high-trust societies do not have to pay.”
Editor’s notes.

These comments on trust and social capital by Francis
Fukuyarna are contained in his 176 page stwudy, Tt The Socal
L'ittues and the Creation of Prospenity.

‘The author contends that --

e The demise of the Communist and Soctabst systems with
their emphasis on social engineering has been followed by
the universal acceptance of liberal political and cconomic
instinitions that “depend un a healthy and dynamic civil
socicty for their vitality.”

® ‘The inpormant truths about “the nature of money and
markets[,the substance of neo classical economcs,]. . .are
correct about eighty percent of the tune. However, there
is a missing twenty percent of human behavior...that
cannot be understood apart from the customs, morals,
and habits of the society m which 1t oceurs. In short, it
cannot be divorced from culture,”

These conclusions are based on his interpretation of the
historical development of China, Taiwan, Italy, France, Korea,
Japan, the United Kingdom, Germany and the United States.
He exammes the three broad paths to soctability: family and
kinshup: voluntary associations outside kinship such as
schools, clubs and profesional organizations; and the state. He
then relates these paths to 2 range of business organizations
and the social factors determining their success or failure and
the effect of this on the cconomy as a whole.
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A reprint

The Caribbcan Tiger:
A Development Strategy
for the Bahamas

Over the past 25 years the Bahamian government has grown
continuously in absolute size and has "soaalized” the economy.
It has reached the same crisis point as many other countries;
namely, it has exhausted its financial options and the cconomy
has become increasingly non compennve. Unwilling to cut ex
penditures, the government has rased taxes and fees sharply;
many of these have reached the point where they produce
diminishing revenue. More alarrming, tounsm and the financial
scctor became marginal in world markets.

‘The Progressive Liberal Party and then the Free National Move-
ment begn new mitiatives. Tt is the contention of this policy
staternent that the FNM must pursue an entirely new overall
policy. Alone ncither changes in the present duty structure nor
the creation of 2 new sales tax will solve the cnsis.

The country needs to concentrate on those policies that will
convert the Bahamas into the "economic uger” of the Canbbean.
This entails a gigantic change from the liberal/socubst policies
and programs of the past 25 years.

* Reduce and Refocus. The country cannot avord the need
to reduce the total size of government; greater taxation and
borraowing are no longer viable options. It should sell s
interests not only m the hotels but also in Bahamasair,
commercal banking, utilitics and post office. Private enter
prise can manage these activities more efficiently and the
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public interest can be protected. The country must refocus its
efforts on public safety and justice, public works and quality
education tailored to the nation's needs.

* Ventre Capital & Private Enterprise. It must create a
climate that is favorable 1o private capital and toster a public
confidence in the free enterpnise system. It is widely per-
ceived that the Bahamas has a business clinate that is hostile
to both local and foreign private enterpnse. If it wants
greater private enterprise job creation, it must end public
attacks on the investment community and major changes
should be made in every government enuty that deals with
local and forcign investors.

e Labor Productivity. 'The government needs to provide
leadership in improving labor productivity. This means that it
should continue its program to raisc the quality of the
education system. Tt also requires 2 clear public indication by
the government of its commitment to improved labor pro
ductivity in both the government and private sectors.

The Canbbean Tiger policy conlronts reality, directly and hon-
estly. The illusion that the Bahamas was moving {rom "a thurd
world to a first world status” has been shattered. It was shattered
by recession, new challenges, labor problems and faled govern-
ment policics.

The world of the future will not be easier. In face, the povem-
ment is proposing that the Bahamas be an active member m a
morc compentive hemisphere. Ar the same nme legaslaton s
being presented to Parliament that creates more government
repulation and control. Clarity and consistency in policy arc
essennal for long term economic success,

The country desperately needs a straregy for the move into the
next century. The right policy is the Caribbean Tiger strategy.
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Unfortunately, 1t contans no public relations gnouck that may
be sold easdy to voters; and acceptance may come only after
much thought and the passape of tune. Nevertheless, 1t 1s
essential in this mstance for the FNM to take "The Road Less
Traveled".

The FNM’s break from the past?

The FNM mn 1992 published its Manifesto outhning the policies
and objectives that it would carry out if elected. Like all politcal
documents of this type 1t contamed sometiung of mnterest o
every sector of the electorate. 1t contaned, however, statements
thar differed significantly from its predecessor, the PLP. The
FNM declared its infention to provide every citizen "the oppor-
tunity to be all that he or she wants to be, assured of upward
mobility in an open society fuelled by a market-driven economy.”

In the 1994/95 budget the Minister of Finance listed what the
guvernment would do to carry the country in this new direction:

e Release entreprencurial skills,

e Encourage honest endeavor and enterprisc,

e (reare a more hphly skilled and educated work lorce, and
e TProvide incentives for investment mn specific areas,

‘This was a clear break from liberal/soctabst orthodoxy. The
wdividual would have the initiative and means to provide for lus
own needs, not the government. For the FNM "Deliverance”
was from povenument mitiative, welfare and dependency. Also it
was from a party that appeared 10 focus on its own financial gain
as shown in the proceedings of the Commission of Inquiry.

The Mamfesto '92 also stated the FNM conviction thar the
current level of taxauon was "more than sufficient to meet the
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needs of the country.” The budget also sought to eradicate
depnvation and distnibute prospenty more equitably. It used
these goals to justify the planned tax increases.

Financial trends.

In recent times and without exception the government has
mereased spending year after year. Please note the attached graph
and the compounded annual growth of the economy, govemn
ment cxpenditures and revenues shown below (in per cent per
annum):

From 1992
From 1980 (o 1994/95
to 1992 Budget

‘Total Expendstures........... 74% 6.2 %
Total Revenues.....ooooneee.... 5.8% 7.2%
(zross Domestic Product 6.4% Nil

During the PLP years spending grew faster than revenues and the
deficit was consstently financed with ever increasing debt. On
taking office the FNM continued to increase spending, funding it
with sigmificantly increased taxes and further growth in mdebted-
ness. The economy peaked in 1990, declined in 1991, 92 and 93
and appears to have recovered somewhat in 1994.

‘The economic consequences of these trends are as follows:
¢ Interest Payments increascd at an annual compound rate of
9.5% from 1980 to the present [iscal year. They grew from

50% of non current spending, prinapally capital expendi-
tures, to 115%.
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e From 1980 o 1990 guvernment expenditures grew ar the
sarne rate as the economy as a whole, bur grew much faster
after 1990.

e ‘The recession and limits on borrowing forced the FNM ro
increase tax revenues. lax revenues dropped from $5334.2
million in 1992 to $524.6 mullon i 1993, down 2%, but are
planned to rise 16.9% in fiscal 1994.

The recesston and its resultant mnpact on government funding
was m larpe part due to world developments. Its impact  was,
however, clearly exacerbated by the loss of Baharman compen-
uveness m tounsm and mtematnonal bankmng, ‘The travails of
tourisin are well documented, The rapid expansion of cruse ship
vacations, other new tounst destmations, the hgh cost ot Ba-
lanmian vperattons and the poor guabity of its product adversely
affected tourist earnings.

In international financial markers the Bahamas steadily lost
ground to new ofT shore financial centers. This was most clearly
evident after the U. S, invasion of 'anama when the migration of
business was exclusively to the Cayman and the Baush Vigan
Islands. Only the modermzation of Baharman kaws and finanaal
services in the latter years of the Pmdlng adomimstration arrested
the detenoration.

These two international businesses are fiercely competive, The
Bahamas became an increasingly margpnal player but mportant
beginnings of a recovery have been lod m both mdustries,

A bit of theory.

In this country as in all countnes secking the benefits of a free
market economy, there is a policy conthict between economic
reality and political nceds.

Should [1ee markets determine how resources are divided?
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The proponents of free market economies note that every day
there are far too many transactions occurring for anyone even
to describe. The individual, for instance, on any grven day may
decide to consume or alternately to save (delay consumpnon)
and invest. The latter transaction fits M. Scott Peck's concept
ot "disaphne” as descobed in The Road 1255 Traveled: A New
Pyycholsgy of Laove, Traditional Values and Speritsal Grosh. ‘The
proponents observe that in this and in all other transactions
each party generally ends up berrer off, 2 win-win result. Even
crities marvel at how free markets work.

Tu the enucs, such markets appear impersonal and generally
pruduce results that are deemed unequal and unjust.

Should the government take resources from some and give these
resources to others?

To the liberal /socialist such programs are compassionate.

‘To the caucs such programs do not deal with the loss of the
private property rights of the mvoluntary gaver. Nor do they
speak o the long term and often subtle adverse effects on the
program beneficraries, the dimnution of mdvidual respons:-
bility and discipline. To the critic such programs are pubhc
plunder and thievery, acts that help politicians get re elected.

This conflict is not new; in this century it s rooted m the
depressions m (sreat Bntan that began in 1925 and in the US. n
1929. Both were epic events that generated profound and lasting
debates over causes and remedics.

The English economist John Maynard Keynes and The General
Theory of Emplaynrent, Interest and Mongy produced the "solution".
lle observed a hnk between aggregate demand and overall
employment and the existence of unutilized manpower and
prodduchve capacity. lle provided an economic rationale for
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governments to transfer money to consumers and, if necessary,
to borrow the needed funds without levying new taxes. All this
was done for the greater good of the country.

Keynes admtted that intlating demand in this way to increase
production was a short run solution. And, mn fact, such short
tertn measures could produce senous adverse effects m the
long run. When pressed on thes, his reply was that "'Smee
the long run we are all dead, government polcy should be
guided...by shorr-term considerations.”

Although debt could create a problem for future taxpayers, he
claimed that this really was not a problem at all. He dismissed
debt repayment and service with the phrase, "we owe it to
ourselves.”

It 15 easy to see why these ideas were embraced. Without the
need to balance the budget governments could more readily
pursue their hiberal /socialist wdeals. Governments dismissed free
markets as the most ethiaent mechamsin w orgamze producton
and award entreprencurshup, capital and labor. Business cartels
and trade umons were accepted and encouraged. ‘The immediate
income ceffect on wages n union jobs was more unportant than
the adverse impact on product prices and overall employment.
Governments avoided the pressing need for freer markets and
more {lexible cost structures.

What Keynes did not see 1s that—

* Governments would not exercise discipline in spending His
system called for more spending at certain phases of the
business cycle and less at others, creating surpluses or deficits
as appropriate. In the Bahamas, as i most other countries,
spending just connnuously expands.

e Income transfers designed to deal wath short term personal
needs ended up creating social structures, values and behav
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wr that were destructive to both a healthy society and the
economy.

e Govemnment support of powerful frade unions increased
both industrial strife and labor costs while reducing produc-
Livily.

The results of Keynesianism were mtlahon, skyrockenng debr
and/or econormue dechne. The decline was cither absolure, as in
some countries 1n Afnca and Lann America, or relative, as in
(Grear Brirain and the Unired Srates.

It took a long fime to recognize it, but the economic policies of
Keynes talled wherever seniously implemented; and his critics,
prinapally Fredenick Iayek and Milton Friedman, were right.

The eminent cconomist Walter Willlams dealt with these issues
with Bahamian audicnces in April 1994. He discussed the ob
served wealth of some natons and the poverty of others. Ie
concluded that people are poor for one of three reasons:

¢ They do not have the knowledge and skills to produce those
things or services that are valued by others. This implies a
lack of educantion, on-the-job truning or ability to migrate.

¢ They can produce such things or services but are prevented
from doing so. Minimum wage laws, union hiring practices,
licensing and discrumnaton prevent them from getung a job,
ot [rom getting on the bottom rung of the job ladder. Thus
on¢ is not able to benefit fully from onc's labor.

e They can choose to be poor. It is regrettable that govern
ment socual benefits or taxes can make this chowce the

attractive alternatve.

Walter Williams concluded that the Bahamas should--
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e Promote private property nghts,

e Provide for high quality education, and

e Allow and encourage the labor market to function freely.
The Caribbean Tiger Strategy.

Guvernments and electorates consciously and subconsciously
choose the type of country they ultimately get. This s most often
the result of many deasions over a long penod of ume, Today do
the Baharman government and the electorate want to tread water
mn a pack of mediocre performers? Or do they want a country
that 1 a dynanue force of growth and opportunity [or its citizens
and the economc tiger of the Canbbean?

The goals starexd in Manitesto '92 held out that hope for the
future. But the achicvement of that hope will require no less
than the transformauon of Bahamian socicty, government and
the electorate, and not more of the same old politics. This will
require a2 bold program that abandons the liberal /socialist ortho-
doxy of the past. It will need leaders who share the vision and
have the detenmmation w mplement it OF greatest importance
1s the poltical courage o provide leadership for programs that
will bring short term uncertamty and hardship for some just as it
creates new opportumnes for others.

The government cannot continue to do what 1t has done in past,
take ever increasing amounts of money from its taxpayers 1o
secure an ever expanding unproductive povernment share of the
economy. This is basically immoral. Furthermore, it produces
and perpetuates mediocrity.

To become the "economic nger” of the Canbbean the Bahamian
Government must --
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Rexluce the total size of povernment and concentrate govern-
ment expenditures m those areas where 1t has the greatese
chance of bemg produchve.

Do whar it does best.

Public safety. Crune has becomne the society's number one
problem that demands the country’s best etforts. A compre-
hensive program can be crafted wath protessionals agrc:uny
on many aspects. Ior mstance, the constructon of a maxi-
mum secunty prison on a famnily 1sland is necessary to separare
the hardened cnminal from lesser offenders held at Fox TLIL
This would bhe a ng and importanr step.

Public Works. Since August 1992 the Ministry of Public
Works has made very substuntial unprovements that have
egone far to climinate the rrashy look on New Providence.
‘I'his trashy look clearly identificd the Bahamas as a misman-
aged third world country. Tts climination is essental to a
reviving tourist industry; and it is also cnrical to the sense of
pride and identity of cvery Bahamian.

Furthermore, investments in infrastructure can be hughly
productive. But the government should seck to avord "whire
clephant” mvestments by making its investments in roads,
airports, ports, waste disposal tacihtes and parks complimen-
tary 1o private scctor investments. Good examples of the
potential are San Salvador where Club Med has created a new
viable mimi-economy and Abaco where the long overdue
north-south highway should enhance materially both agncul-
nural and tounst development.

Education. The Asmn ugers, South Korea, Japan, etc., are
societies that wvalue teachers and learning. These countries
produce far morc graduates with much higher linguistic,
numerncal and mechanical skills than s the case in North
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Amernica and the Canbbean. The business community finds
the average Baharman graduate lacking 1n this regard. The aim
must be the rusing of pertormance levels of both teachers
and students, This may entail an increased employment of
foreym teachers m the short and intermedrate term.

e ‘The government should hquidate 1ts mterests 1 Bahamasar,
the Hotel Corporation, Batelco, Bahamas Electricity, Water
and Sewerage and the Post Office.

The government should get out of those businesses that have
absorbed so much of its resources in the past. The manage-
ment of these companies should be completely separated
from political considerations and the sale of the entire govern

ment interest in them is likely to achieve this end.

A bit of entrepreneurial reality.

Criucal w the Caribbean “liger strategy s the roll of the private
sector, particularly the process of saving, mnvesting and taking
entrepreneurial risks,

The Bahamas 1s perceved as having a business environment that
ts hostile to the investor, Bahamian and foreign. The barriers
encountered by the prospective mnvestor, Bahamian and foreign,
mnclude too much bureaucracy and mnefficiency; too many poht-
cal agendas, personal considerations and favors; too few wntten
regulations and too hitde enforcement of those regulatons that
do exait. Busmess heensing has been desenbed as "Dickensian 1n
its settng”. The perception is that government hosulity exsts for
all who have not struck the "right deal”. In economic terms a
deal 15 2 pnivate tax that reduces the yield to the mvestor.,

It is very ditficult to dramarnize just what the investor has faced

and just how much the cconomy has lost. One example is the
experience of a charter flight service and air craft maintenance
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center at Marsh Harbor, Abaco. The owner 15 2 U.S. and UK.
qualificd commercial pilot, mechanic and arrcraft mspector who
15 quite possibly the best aircralt mechamce in the country.

In April 1984 he applicd for a lease of crown land at the Marsh
[Marbor Airport for the construction of a hangar. This 1s neces-
sary tor an arcraft maintenance center to meet the requirements
under both Bahamian and U.S. regulations for providing
"cernticd” repairs on commercial aircraft. Under the PLP and the
FNM, Bahamian civil aviation approved only one such center,
Bahamasair.

For ten years the lease application languished mn the Ministry of
Public Works, the Department of Lands and Surveys and Ciwil
Aviation. For ten years the company serviced its customers in 2
rough clearing, in the open air, without public unlines, without 2
paved taxiway to its "service area” and from two Ro-Ro cargo
traflers. In the end the FAA ruled thar repairs made by the
company on its own commercial aircraft were not acceptable
because they were not done in a certified center. Therefore, the
operator's charter aircraft could no longer land in the U.S.

A short tern solution 1o the aircralt servicmy problem came 22
months after the FNM came to power and then only after a
[ront page article in a major newspaper. As of the datre of this
publication the IF'NM government still has not complered the
lease transacuon.

In this case the operator, civil aviation, Abaco and the Baharmian
oconomy were diminished by this ten year bureaucratic delay. Yer
politicians in both partes find it useful to criicize the commer-
cial banks, the "Bay Street Boys" and the "White Knights" for

not NVesting in New ventures.

[t 1s safe to assume, however, that entrepreneurs, both Bahamian
and toreym, wall nvest if free to do so. What s clear is that in a
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hostle environment they will not or will do so on a reduced
scale. Facmg such hosulity the typical capitalist/entrepreneur,
unbke the Abaco entreprencur described above, simply votes
with his feer: he takes his capital and his bn}__lll wea and goes
elsewhere; or he leaves his funds on dcpu:;ll m a commercial
bank, One can ute siuation after siwation where thus has
happened. Unfortunately for the Bahamas no one has con
structed an index or list of investments not made because of
political and bureaucratic intrmidanon. One only perceives a need
for more jobs and investment.

Il a Caribbean Liger stratepy 15 to succeed -

® The government must create a chmate thar is supportive of
risk taking and cease and desist from public attacks on
potenual mvestors, mcluding the "Bay Street Boys" and
"White Knghts".

* This program most certainly will require organizational and
personnel changes at cvery government entity that investors
encounter.

Labor productivity and unions.

How a lubor muarket works 15 very enincal in a country like the
Bahamas. In this case one industry, tourism, produces about half
ol both the gross domesne product and toral government rev-
enues.

Untortunatcly for the hotelier, the government and all Bahami
ans, the international market for vacation services is very com
petitive and periodically seems to produce entirely new competi-
tive threats. The cruise ship is a floating hotel with a casino. Cuba
15 4 re-emerging tourist destination. The past and possible future
impact of these are known to all who are interested. They give
national importance to hotel operating costs and service quality.

In this industry 2 militant union has dominated hotel operations.
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Often this has not been 1o the benefir of the industry, the
country or the government,

Furthenmore, 1t s reported that umoned restaurants have up to
50 more employees than non unwonized.

What is clear is that the price ol labor has been high, service
quality poor and productivity low. In order to be compentive
with tourist destinations in lower wage countnies the Bahamas
must caise productivity to levels higher than the regional average.
This 18 a problem of natonal importance.

The government should do the following:

¢ Allocate a large part of its effort in education at produang
quality candidates for entry level as well as lower and middle
management positions i tourism. The objective must be the
attainment of world class standards.

e ‘lake specific actons symalng a povernment determination
to bring about increased labor producavity. This must be
done by the govenunent m puble corporations, in the civil
service and m any medmanon or arbitmanon of labor disputes
mn the private sector.

The above article was first printed i Lebruary 1995 by The
Foundauon for Economuce Freedom, Nassau, Bahamas and is
reprnted here by popular dermand.
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‘“a nation’s well-being, as well as its ability to
compete, is conditioned by a single, pervasive
cultural characteristic: the level of trust inher-
ent in the society...

“Acquisition of social capital...requires [living]
to the moral norms of a community and...the
acquistion of virtues like loyalty, honesty, and
dependability...

“Widespread distrust in a society...imposes a
kind of tax on all forms of economic activity, a
tax that high-trust societies do not have to

paY'”
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