REVIEW OECONOMIC ANBINANCIAL DEVELOPMENTS

mercial bank’s Prime, were unchanged at 5.25% a
DOMESTICECONOMIMEVELOPMENTS 5.50%, respectively.

As support for private sector deposit growth wane
Preliminary data suggests that domestic econontjoarterly expansion in the money supply (M3) tempe
activity contracted during the first quarter of 2009. Cotalit.8% from 2.6% in 2008, bringing the stock to $6,0z
tions were characterized by a sharp decline in tourismilion. Demand deposit gains accelerated to 6.6% ft
output, softer consumer demand and reduced stimulud 26, supported by stronger increases in public corpt
construction activity from foreign investments. Howeviens’ deposits. However, slowed accretions to balan
as global price pressures further moderated, inflatitmm private individuals and business firms narrowed
trended lower, continuing to ebb from the peak levg®wth in saving deposits to 1.1% from 1.7%, and in fi
attained during the middle of 2008. Fiscal operatia#@posits, to 0.7% from 3.2%. Moreover, the increase
remained adversely impacted by the weakness in ti@sidents’ foreign currency deposits slowed to 3.8% fi
economy, with the comparative deficit widened during %%, while currency in active circulation decreas
third quarter of FY2008/09, as a result of a reductiorfurther by 4.3%.

revenues and increased outlays. On the monetary front’Owing to the financing activities of the Governme

the seasonal rebu_ilding of bank liquidity occurred withi[ra | credit firmed marginally by 0.3%, following a ne:
more subdued private sector credit environment but wi hanged level in 2008. In particu’lar net claims

narrovx_/ed _gains in _the deposit base. M_eanyvhile, Bvernment rose by 12.9%, overturning the 3.1% red
reduction in domestic demand and lower oil prices cocrfit(glﬁ last year. Conversely, the contraction in claims

buted to a significant decline in the trade deficit an rest of the public sector widened to 9.2% from 2.5
reversal in the estimated current account balance t oflowing on a significant year-earlier repayment

modest surplus. However, the capltql accpunt surp U?eign currency debt. Similarly, private sector cre
contracted, based on the slowdown in private foreigh.jined by 0.8%, to contrast with the previous peric
investment inflows. increase of 0.6%. In particular, added to a more th

During the review quarter, net free cash reservestaflving in residential mortgages growth to 1.1%, c
the banking system expanded by 22.7% to $201.2 milleanmer credit recorded a comparative downturn of 1.
just ahead of the 18.1% advance in the correspondiamgd other claims, mainly of a commercial nature, c
period last year. However, this represented a redudeacted further by 2.6%.

3.5% of Bahamian dollar deposits compared to 4.1% inDuring the third quarter of FY2008/09, the estimat

'ZO(I)Sd The btroad(;:r s?urpcléjs liquid ass;tz, which ."?‘|§I90rtfall on the Government's budgetary operatio
Include investments In Government debt SeCuriti§yanaq o a preliminary $88.1 million from $9.8 millio
firmed by 57.1% to $404.2 million, exceeding the stat (¥ same period a year ago. With the slowdown in
fy minimum by a strengthen(?d 43.5% vis-a-vis 21'7086%n0my total revenue fell by 17.1% to $310.9 milli
year earlier. With regard to interest rates, the domesji mair;ly to an 18.1% drop in tax revenue to $27
banks’_ weighted average ?pfea}d between loans a llion, that was led by a 22.0% slump in levies on in
dep.osns'nar.rovyed by 4 basis points to 6:49%’ as the jional trade. In addition, non-tax collections decrea
basis point firming n th? average deposit rate o 4-00v0 8 596 to $33.8 million, partly reflected in low
exceeded a 10 basis point rise in the corresponding | Dceeds from the sale of Government property. C

rate to 10.49%. The average 90 day Treasury bill r | it 0 :
softened by 9 basis points to 2.64%; however, bentt‘ﬁ—'se Y, expenditure advanced by 3.6% to $399.0 mill

. ue mainly to a 5.7% rise in current outlays to $35¢
mark rates, the Central Bank’s Discount Rate and CHMNion—including higher payments for salaries, good




services and transfers to households. However, capitalAs energy costs further declined, the average Ret
outlays contracted broadly by 11.9% to $28.9 millid?rjce Index fell by 0.1% during the quarter, contrast
encompassing a reduction in spending on infrastructuiéh a 0.5% rise in the first quarter of 2008. The outcc
works; and net lending to public enterprises fell by 11.0v&s due primarily to the 1.7% decline in the most hea
to $11.7 million. Budgetary financing featured net berighted housing component, following an increase
rowing of $121.1 million in Bahamian dollar and $60.6% in 2008, alongside tapered cost increases for fc
million in foreign currency, which raised the Direct Chadgbeverages and medical care & health. On a 12-mc
by 6.5% to $2,943.9 million. Also, contingent liabilitessis, inflation remained more elevated at 4.9% fra
advanced by $2.7 million (0.6%), for an increase in thé% in 2008, although moderated from the food a
National Debt of $182.8 million (5.7%) to $3,383.1 millemergy driven high of 6.0% in the summer of 20C
%elative to the March 2008 quarter, however, anni
increases were still accelerated for food & beverac
/08%), housing (3.6%), medical care & health (4.1%) .
Leﬁ:reation & entertainment services (4.3%), but comp:s

Weak stopover trends underpinned a reduction
tourism output during the first quarter. The projectJ
moderate decline in total arrivals contrasted with a 2.
increase in same period of 2008, with air traffic, wh v sl d f . L
encompass higher yielding onshore visitors, contract O/y slowed for transportation & communications
by more than 15.0%. This overshadowed an improv 0-
trend in sea visitors. Widespread weakness in stopoverin the external sector, the estimated current accol
activity was most severe for Grand Bahama and Farbdance shifted to a surplus of $8.3 million from a de
Islands, being characterized by both a reduction in hate$214.4 million in 2008. The deficit on the merchanc
room sales and discounting in average nightly roauocount narrowed by approximately one-third to $34
rates. As a result, negative adjustments continued in thilion, owing to the sharp decrease in the oil import
hotel sector, with further employment reduction a(®sR.3%) and a reduction in other goods imports, as:
scaling back in the hours worked for retained employesated with reduced demand for both consumer a
To manage costs, some major properties have arapital goods. Led by a decline in net payments 1
nounced partial plant closures for the summer montfaeign services, including construction and transpol
which are expected to coincide with vacation leave fion, the invisible surplus improved by 9.9% to an e
large blocks of employees. mated $378.1 million. In addition, net current trans

SV 0 N
Construction sector output remained constrained eipts mcreas_ed by 38.4% to $20.3 ml_Illon, howe
2¥panded banking sector remittances widened net

the softness in foreign investment support; albeit, Wi ) : -
ongoing stimulus from domestic mortgage financir?g?.me inflows by almost one-third to $34.1 million.
Information from banks, insurance companies and the The capital and financial account surplus narrowed
Bahamas Mortgage Corporation indicated that, in cadi49.8 million from $229.8 million in 2008, reflectin
parison to 2008, the value of domestic mortgage d88.0% contraction in net private investment inflov
bursements for new construction and building repaiihough net equity financing, which supports priv:
advanced by 6.7% to $82.0 million during the quartéevelopments, improved to $119.1 million from $9
Disbursements for residential projects firmed by 5.8%ntidlion, net loan proceeds narrowed to $30.5 million fi
$73.0 million; and for commercial developments, B%58.5 million, and net real estate inflows decreased
14.0% to $9.0 million. Similarly, the forward lookiB8.2% to $44.2 million. Meanwhile, the public sec
indicator, mortgage commitments for new constructi@sorded a net external borrowing of $4.4 million, afte
and repairs, rose by 15.1% to $53.7 million, as the bawst repayment of $1.6 million last year; albeit, the banl
in residential approvals outweighed the reduction dpstem tempered the reduction its net foreign liabilities
commercial commitments. Compared to 2008, the avezarly half to $38.0 million.

age residential mortgage loan rate declined by 10 basis

points to 8.5%; while the average commercial rate was

unchanged at 8.8%.



(Jan - Mar)
FY07/08 FY08/09
OVERVIEW BSM %  BSM %
Reflecting a significant downturn in revenue recei|property Tax 210 56 27.2 88
and modest firming in expenditure, initial data for the t|{selective Services Tax 102 27 120 3.9
quarter of FY2008/09 revealed that the deficit on fiSgusines. & ProfLic. Fees 301 80  35.0 11.3
operations rose sharply to $88.1 million from $9.8 mil{potor vehicle Tax 54 1.4 6.1 2.0
in the same period of the previous fiscal year. Tqpeparture Tax 182 4.9 156 5.0
revenue contracted by 17.1% to $310.9 million, overt;mport Duties 1319 352 87.7 28.2
ing a 3.6% expansion in the same period a year earl simp Tax from Imports 378 101 31 1.0
However, expenditure—including net lending to pulgycise Tax - - 41.2 133
corporations—grew by 3.6% to $399.0 million, aftel Export Tax 33 09 29 009
marginal decline of 0.7% in 2008. Stamp Tax from Exports - ~ - -
REVENUE Other Stamp Tax 729 194 39.4 12.7
Tax receipts—which comprised 89.1% of total reyO™e" Tax Revenue 92l rles
nue—contracted by 18.1% to $277.0 million, led byFnes: Foreis, etc. 208 55 213 69
$38.1 million (22.0%) falloff in international trade gS&es of Govt Property 3209 03 01
transactions taxes. In the revamped structure introdu|'"c°me 13035 123 40
in the 2008/09 Budget, import duties represented 67.Cther Non-Tax Rev.
of the trade total; excise taxes, 30.7%, and export tayCapital Revenue
1.7%. With the slowdown in financial sector activ{Grans - - T
stamp taxes on financial and other transactions declij-ss:Refunds 05 01 04 01
by 46.0% to $39.4 million, while other “miscellaneo(™°t@ 3752 1000 310.8100.0

taxes—mainly unallocated receipts falling into the major

categories—fell by 11.5%.

million, this was due to a timing-related boost in gam
taxes, as hotel occupancy taxes also fell by 17.9
Revenue gains were also recorded for property taxes

Also, departure taxes de- £y penDITURE
creased by 13.7% to $15.7 million, mainly constrained by,
the softness in tourism. Although selective taxes on
tourism services rose by $1.8 million (18.0%) to $1§’$084 million

0

Within the expenditure trends, recurrent outlays
roximately 90% of the total—increased by 5.7%
However, capital spending declined
9% to $28.9 million and net lending to public ent
pr&es, by 11.0% to $11.7 million.

29.4% to $27.2 million; business and professional licenceBy economic classification, the advance in curre
fees, of 16.3% to $35.0 million and motor vehicle taxestlays was led by a 7.4% increase in Governme
of 12.2% to $6.1 million. consumption, distributed between the 4.8% rise in wa

Non-tax revenue, which represented 10.9% of to?aﬂd salaries to $141.8 mllllqn and the 12'(.)0./0 h'ke.
receipts, contracted by 8.5% to $33.8 million. In parti H[chases fOf goods and services to $85.1 (r)mlllon. S!
lar, income from public enterprises and other sources %JV transter payments increased by 3'(.M) to $13;
by 5.7% to $12.3 million and receipts from the sale BfON: as Interest payments on the debt firmed by 4.

e 37.3 million, while subsidies and other payments r
Government property narrowed to $0.3 million from %ﬁ o - . .
million. However, collections of fines, forfeitures a 2.4% to $94.2 million, driven mainly by the Gove

administrative fees rose by 2.3% to $21.3 million, ~ Ment’s intensified effort to mitigate the effects of the ci

' ) ’ on specific groups. The increases within the latter cc
prised a hike in transfers to households (9.8%), incluc
social assistance, and in payments to non-profit inst



tions (12.3%)—which together accounted for almost oméfion, as a contraction in fixed asset outlays outstrip
third of the total. Subsidies—mainly to quasi publianing in land purchases. Spending on infrastructt
enterprises—represented 52.0% of non-interest transfeisselopment also decreased by 7.2% to $20.4 milli
increasing marginally by 0.5%. However, investment in non-financial public enterpri
expanded marginally by $0.3 million to $1.5 million.

FINANCING AND TINATIONALDEBT

Fiscal Operations Budgetary financing during the review quarter e

(B$M) = ;
500.0 compassed $121.1 million in new Bahamian dollar &
rowing and $60.0 million in foreign currency. Debt
450.0 payment represented only $1.0 million, allocated enti
400.0 to external obligations. As a result, the Direct Charge
' Government grew by $180.1 million (6.5%) to $2,94
350.0 — - million, and surpassed the year-earlier level by $31
million (12.2%). Bahamian dollar denominated d¢
300.0 7 amounted to $2,500.5 million, or 84.9% of the total, v
250.0 1 almost equal shares held by private and institutiol
investors (31.4%) and domestic banks (31.5%); t
200.0 " remainder was owed to public corporations (28.2%) &
150.0 the Central Bank (8.9%). In terms of instruments, lo

term securities comprised the largest proportion (87.!
100.0 - of the Bahamian dollar debt, bearing an average matt
of 12.1 years; with the balance mainly in the form
500 Treasury bills (9.8%) and advances from the Cent
0.0 Bank (2.9%).

During the quarter, the Government’s contingent |
bilities rose by $2.7 million (0.6%) to $439.2 millic
-100.0 Consequently, the National Debt widened by $18:

I07/0  11K07/0. INO7/0 1-08/0°  1108/O  111OE/0C million (5.7%) to $3,383.1 million, for an advance
$331.8 million (10.9%) over the previous year.

-50.0

— ——
I Rev Exp Sur/(De_| PUBLICSECTORFOREIGNCURRENCDEBT

Public sector foreign currency debt increased mar

On a functional basis, current expenditure on genef@lly during the quarter, by 0.3% to $838.1 million,
public services expanded by 2.7% to $97.7 million (27/3@% drawings of $106.4 million overshadowed amort
of the total), reflecting increased payments for pudign payments of $104.2 million. The Government ov
order and safety. Similarly, outlays for economic servieés?% of the outstanding debt, while public corpo
rose by 13.1% to $45.6 million (12.7% of the total), dué@gS—net of inter-public sector loans—were respons
higher operating expenses in support of infrastructui®ll 47-1%. By creditor profile, commercial banks finan
developments, and stepped-up tourism promotidh€ majority of the obligations (45.3%), followed by in\
Spending gains were also registered for other commuff in private capital markets (35.8%), multilateral ins
& social services (37.0%), social benefits & servicé@ns (14.3%) and bilateral institutions and other credi

(21.5%), defence (11.8%) and health (8.4%). Howewér2%). Most obligations were denominated in US dol

o . . and the debt carried an average maturity of 12.6 years
The 11.9% decline in capital spending was led by a

27.6% reduction in the acquisition of assets to $7.0




In comparison to the same quarter a year earlier,

tal debt service payments rose to $107.6 million frc Visitor Arrivals
$15.4 million, as amortization payments expanded Thousands
$94.1 million—dominated by the $86.5 million refinanc 1400
by a public corporation. In contrast, interest charges
by a third to $3.4 million. Excluding the refinancing, 1200 A/
debt service ratio firmed by 2.5% of estimated exports \ /A
goods and services, from 1.6% last year. However, 1000
Government’'s debt service as a percentage of rever \A/
was stable at 0.5%. 800
600
400 — _ —
TOURISM
Tourism output remained depressed during the fi 200 I I I I ] 1
guarter, owing to sustained weakness in major exter
markets, with a projected retrenchment in stopover out 0
outweighing an expected rise in cruise activity. Althot QN-07 Q-0¢ QI-0¢ QII-0f QIN-O€
total visitor arrivals for the quarter fell by less than 5.(
in contrast to a 2.3% increase in the previous year, - m— Air Sea —— Total \

outturn included a sharp downturn in air traffic of nee

16%, relative to a 3.5% improvement a year earlic

Conversely, a modest increase in sea arrivals was pro-

jected, following a 1.8% growth in the corresponding
CONSTRUCTION

quarter of 2008. _ o
Reflecting the scaled-back support from foreign

By port of entry, indications are that all of The BaRasgiments, construction output remained sluggish dut
mas destination groupings experienced sharp CO””&?{@ review quarter; albeit, with an important contribut

tions in stopovers, with losses more pronounced {Qfided from domestic activities. Aggregate mortg:
Gra_nd _Baha_ma and _the Family Islands. In line W'th_ %)ursements for new construction and building repe
fall in air visitors, projected hotel room revenues decln&g reported by commercial banks, insurance compar
markedly, both owing to depressed room night sales apg ihe Bahamas Mortgage Corporation, rose by 6.79
discounting of the average room rate 1o below ”i%z.o million vis-a-vis the same quarter of 2008.

$231.95 per night recorded in 2008. Given the operaigicyar, residential loan disbursements strengther
strains, employment downsizing continued in the sec '5.8% to $73.0 million, and commercial financing,
with work hours for retained workers also contracted;

: - 0% to $9.0 million.
comparison to 2008. As these conditions are expected
to persist through the summer months, a number of majorcompared to 2008, mortgage commitments for ne
properties have signaled the planned temporary clos@@@struction and repairs—a more forward looking ind
of some facilities to reduce fixed operating costs. tg—improved in number by 18.9% to 371 and in val
minimize employment impacts, some closures have b&¥nl3.6% to $55.8 million. The number of residential |

scheduled to coincide with vacation leave for large s@gprovals rose by 20.3% to 361, with a correspond
ments of emp]oyees_ gain in value of 15.1% to $53.7 million. Conversely,

number of commercial commitments fell moderately
10, with a 14.4% reduction in value to $2.1 million.



Compared to the first quarter of 2008, the average in-
terest rate on residential loans narrowed by 10 basis

points to 8.50%, offsetting an increase of the same Average Retail Price Index
magnitude last year. Meanwhile, the average interest (Annual % Changt
rate on commercial loans was stable at 8.80%, following March
a 20 basis point decline a year earlier.
2008 2009
liems Weight ~Index% Index %
Mortgage Commitments: Food & Beverages 138.3 132.0 3.8 142.3 7.8
New Construction and Repairs Clothing & Footwear 589 1080 11 1097 15
450 80 Housing 3282  109.0 0.6 112.9 36
200 - | 2 Fumn. & Household 887 1317 6.6 140.4 6.6
s L Med. Care & Health 441 1446 35 150.6 4.1
1 60 Trans. & Comm. 1484 113431 1168 29
o s s Rec. Enter. & Sves. 487 126415 1318 43
g 250 | % Education 531 1749 25 179.9 2.9
2 200 f S Other Goods & Svcs. 91.6 1371 11 150.5 9.8
150 - 1% ALL ITEMS 1000 123324 1204 49
100 | 12
50 1 10
o 0
QN07 Q08 QI0E  QIKOE QNOE Q-0 On a 12-month basis, average inflation was still e
vated at 4.9% from 2.4% in 2009, but with signific:
\ Num —*—Value moderation from the 6.0% boost associated with food :
energy costs during the summer months of 2009. T
included a sharp rise in the average rate of cost incre
PRICES es for food & beverages, to 7.8% from 3.8%; housing

3.6% from 0.6%; medical care & health, to 4.1% fr
during the review quarter, signs of moderation emergeo, and ‘other’ goods & services, to 9.8% from 1.1
as benefits from the reduction in energy prices furthggo of note, the average cost increase for furniture

average Retail Price Index fell during the first quarter,fa¢elerated for transportation & communications at 3.(
0.1% vis-a-vis an increase of 0.5% in the same period of

2008. This mainly reflected a reduction in housing costs—Occasioned .by’reduced global oil prices, the Dep:
_the largest component—by 1.7%, after a 0.6% advaf¥@Nt of Statistics’ surveys revealed that, along w
a year earlier, as the surcharge in electricity bills rece@§N9 in electricity costs, retail fuel prices sustained t
by 47.9% to 10.72 cents per kilowatt hour (kwh). Simifigwnward trajectory noted since the middle of 2008.
ly, average inflation slowed for food & beverages, to 0.84§rage cost of gasoline and diesel abated over t
from 1.6%, and medical care & health, to 0.7% frdiHarter by 19.9% and 32.4% to $3.35 and $2.73
2.3%. However, average cost increases for the rem&Jalon, respectively, and were 27.5% and 37.1% bel
ing components of the Index accelerated modestly. ~ the corresponding estimates for 2008.



same period of 2008. At end-March, the ratio of exc
reserves to Bahamian dollar deposit liabilities lessene:

MONEY CREDIT ANDNTERESTRATES
3.5% from 4.1% a year earlier. However, as ban

ERVIEW ) ) . o
OV increased their holdings of Government securities, 1

Monetary conditions were characterized by a mogkgader surplus liquid assets rose by $146.9 milli

era_tely stronger seasonal build-up in_quu_idity during E@?.l%) to $404.2 million, strongly outpacing the $3
review period, but a narrowed reduction in the systemsiion (26.2%) rise in the preceding year, and surpas:

net foreign liabilities. Amid the weakness in the econgpy required statutory minimum by 43.5%, comparec
and deteriorating asset quality, public sector borrowg7os in the same period of 2008.

outweighed the downturn in private sector lending, for a

marginal upturn in domestic credit which, although sus- PEPOSITS MONEY

tainable, was supported by less robust gains in the Amid lessened support for private sector depo:
deposit base. Meanwhile, increased operating costs gnawth, overall money (M3) expansion slowed to 1.
the steady rise in provisioning against bad debts undeom 2.6% a year earlier. However, narrow money (I
pinned a reduction in overall bank profitability. Howewsins accelerated to $61.9 million (4.9%) from $¢
the weighted average interest rate spread narrowed avdiion (0.6%) in the previous year, as a strengthenin
the review period, as the rise in deposit rates outpaqadblic sector balances boosted demand deposit exp
the firming in lending rates. sion to $70.7 million (6.6%) from $17.5 million (1.6
albeit, currency in active circulation narrowed further
$8.8 million (4.3%).
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(B$M)
450.0 . .
Changesin Credit
(%)
400.0 - 20
”
350.0 - N AN
IS N
300.0 - ; hY />
10 '/ \‘
250.0 . H L
14 \\\
200.0 5 \ i >
. = = 4 N
/ Q
’ \
150.0 e 0 a : —
\ / \\
4 \
100.0 - =" N
5@ KN
50.0 . N
-10 ®
0.0
QN\-07 Q-08 QI-0¢ QI-0¢8 QNOE Q-0¢ -15
oe = L Acser QI\-07 Q-0¢ Ql-0¢ QII-0¢ QI\-0¢ QKOS
Xcess Res. 1. Assels
Privat —O— Govt (Ne ---@--- Rest of Pu
LIQUIDITY

During the quarter, net free cash reserves of domes-
tic banks firmed by $37.2 million (22.7%) to $20
million, following a $34.4 million (18.1%) advance in

The increase in broad money (M2) abated to $97
llion (1.7%) from $126.3 million (2.3%) a year earl
€slowdown in private sector placements temper



accretions to both savings and fixed deposits, to $1W6re noted in loans for miscellaneous purposes ($1
million (1.1 %) and $24.1 million (0.7%), from $17llion), private cars ($11.0 million), credit cards ($1
million (1.7%) and $100.9 million (12.2%), respectivelynitlion), travel ($5.6 million), education ($2.1 million)
2008. Similarly, gains in residents’ foreign currensgme improvement ($1.3 million). Most remaining c:
balances slackened to $7.7 million (3.8%) from $1Y0ries also registered net repayments, of under $:
million (9.5%), tapering overall money growth to $10#illion; albeit, debt consolidation—consisting of rewri

million (1.8%) from $145.2 million (2.6%) in 2008, foraligations—firmed by $11.2 million.

overall stock of $6,028.7 million.
Bahamian dollar fixed balances comprised the larg

est

share of the money stock (57.2%), followed by demand rTR— .
(18.9%) and savings deposits (17.1%); with the remaind- Distribution of Bank Credit By Sector
er divided between currency in active circulation (3.3%) End-March
and residents’ foreign currency deposits (3.5%). 2008 2009
B$M % BSM %
DOMESTICREDIT - - -
Despite the significant contraction in claims on thyiculture 119 02 145 02
private sector, increased lending to Government Susheries 86 0.1 84 01
ported a $24.7 million (0.3%) upturn in domestic creditping & Quarry 6.2 0.1 1.1 00
following a virtually unchanged level during the fimgtnufacturing 527 08 339 05
qguarter of 2008. While the increase in the Bahamijamstibution 1983 30 1617 23
dollar component slowed moderately to $20.8 millj@ourism 2306 35 2047 3.0
(0.3%), foreign currency credit recovered by $4.0 mil|i©ner. & Catering 493 07 358 05
(0.5%) from a $49.8 million (6.8%) decline last year. |Transport 27,7 04 263 04
. . : Public Corps. 2519 38 3004 43
The banking sector’s net claims on the public sect o orPs
. . . onstruction 406.1 6.2 4422 6.4
widened by 5.7%, strongly reversing a decline of 2.99 g
. . overnment 133.4 2.0 176.2 25
2008. In particular, net credit to the Government fe- e Financial 66 04 34 03
bounded by $118.9 million (12.9%), following last ye g & Tnane ' ' ' '
! by N ' : 9 YEH 3t & other Ser. 151.8 23 1674 24
$26.7 million (3.1%) net repayment. In contrast, credit.to. . 46608 708 49751 718
the rest of the public sector pontract;ed further, at AN cellaneous 3676 56 3601 52
accelerated pace of $41.2 million (9.2%), mainly reflegty o, 65925 100.0 69312 100.0

ing the repayment of foreign currency obligations.

During the quarter, private sector credit declined by
$53.0 million (0.8%) vis-a-vis a 0.6% accretion last year.AS reaard private credit for commercial and oth
This outturn included a 0.3% contraction in personal 9 P

loans—which represent 76.7% of the outstanding clairfaPOS€S: the out_sta_ndir_lg balances_d_ecreasec_l furtf
_compared to ap 1.1% increase a year earlier? andMpst notably for distribution ($16.9 million), tourism (§

continued reduction in other private sector credit, mall} ! !on), manufacturing ($7.'? million), construction (%
of a commercial nature, by 2.6%. Among the maj lion), transport ($1.9 million) and fls_h_enes ($1.5 1
personal components, overdraft balances and consu '?.)' Conttra;:ttlﬁns (t)r]: less tthan .$1..Ohm|II|0n weret relcc_
credit declined by $11.7 million (10.7%) and $32.9 milff§h!" MOSt Of the other categories, however, net clal

(1.5%), respectively, compared to year-earlier increa |g§|ed against private financial institutions ($3.1 millior
of 32.8% and 0.8%. In addition, the growth in residentialMORTGAGES

mortgages was more than halved to $29.3 million (1.1%). A broader analysis of mortgage lending, as report

A further analysis of consumer credit revealed su&¢ banks, insurance companies and the Bahamas M
tained net repayments in most categories. Reductig®ge Corporation, showed that the expansion in tc



liabilities moderated by $33.9 million (1.1%) from $5dflnon-oil merchandise imports, up from 12.2 weeks
million (1.9%) last year, placing the outstanding balangear earlier. After adjusting for the statutory requir
at $3,080.4 million. Residential mortgages, at 93.0%b60% of the Bank's demand liabilities—which has to
the total, rose further by 1.2% to $2,863.5 million, traibogported by external balances—"useable” reserv
a gain of 2.2% a year earlier. However, the contractiostood higher at $253.9 million, compared to $16(
commercial claims was extended by $0.5 million (0.284)lion at end-March 2008.

to $216.9 million, vis-a-vis the previous year’s $2.1 million

(0.9%). At end-March 2009, the majority of outstandi==

mortgages originated from banks (89.0%), followed External Reserves
insurance companies (6.2%) and the Bahamas Mortgi ., (BSM)

Corporation (4.8%).

THECENTRALBANK 650
The net domestic liabilities of the Central Bank ro

by 10.8% during the first quarter, corresponding to s 5%
sonal growth in the external reserves of a similar mag
tude. 450

This position continued to reflect a net claim on G¢
ernment, although lowered by $3.5 million (1.8%) 30
$195.3 million, as the Bank’s deposit liabilities to Gt
ernment expanded by $22.0 million, outweighing t **°
$18.4 million increase in holdings of Government pag
Conversely, owing to increased deposits, the Cent 1%
Bank’s net liabilities to the rest of the public sector firn
to $9.1 million from $3.1 million. Corresponding to i 50
seasonal buildup in liquidity, liabilities to domestic baj DPe?¢:  Ma0dt  Judt  Sefdt  Dedt  Male
rose by $60.9 million (13.9%) to $499.9 million—of wt
57.0% represented statutory reserves. These develop-
ments overshadowed the $8.8 million decrease in Baha-
mian dollar currency in active circulation.

DOMESTIBANKS

During the review quarter, domestic banks record
M accumulation of surplus resources and a reductior
external liabilities, after net flows from deposit &
gré’dit activities with public corporations and the priv

. . . . EHtor outpaced the rise in net claims on Governme
currency inflows, associated with tourism and forei thid the downturn in consumer demand and a m

direct investments and reduced public sector borrow'@&utious lending stance, credit to the private sec
total purchases narrowed by $92.4 million (31.8%) f9ntacted by $53.0 million (0.8%), offsetting the O.

$198.1 million, while total sales fell by $68.2 milligiy,ance of a year earlier, and contrasting with a $5
0 TR . )

(32.6%) to $141.0 million.  The net foreign currengyinn (1 19) increase in deposit liabilities to the sec

purchase from Government was nearly halved to $3K/IEreover, the exposure to the public corporatio

million; however, the net purchase from commerc itched, to a net liability of $89.9 million from a net cl

banks rose margi.nally to $88.5 million, while the. qet S@I’%SA million at end-December, owing to a combinal
to public corporations tapered slightly to $68.5 million. of deposit growth (11.9%) and a reduction in outstanc

At end-March, external reserves stood at $623.8 neiledit (9.3%)—mainly on foreign currency claims. E
lion, relative to $539.6 million in the corresponding peti@$sed by increased holdings of debt securities and
of 2008, and was equivalent to an estimated 16.4 weekiyance in foreign currency loans, net claims on t

The 10.8% advance in external reserves trailed
$85.3 million (18.8%) boost in 2008. In particular,
Bank’s net foreign currency purchase declined by 29.
to $57.1 million. Indicating lower private sector fore



reduced this support by 69 basis points. As a result,

Domestic Banks' Profitability net income (return on assets) ratio declined by 88 bz
(%of Avg. Assets) points to 2.49%.
70 INTERESRATES
6.0 In interest rate developments, the weighted avera
spread on domestic banks’ loan and deposit rates n
50 = rowed by 4 basis points to 6.49%, as the average dep

rate firmed by 14 basis points to 4.00%, outstripping a

+0 basis point rise in the corresponding loan rate to 10.4¢

30 b — With regard to deposits, the average savings rate :

vanced by 13 basis points to 2.19%, while the range

2.0 = fixed maturities widened to 3.64% - 4.67% from 3.63¢

10 L 4.35% in the previous quarter. Similarly, the avera

' demand deposit rate rose by 13 basis points to 1.66%.
0.0

QIV-07 QI-08 QI-08 QIII-08 QIV-08

Banking Sector Interest Rates

Period Average (%)

Qtr. | Qtr. IV Qtr. |
2008 2008 2009

EarningsMarg. msmm Qperating Costs —>— ROA

BANKPROFITABILITY Deposit Rates

With the increasing provisions for bad debt and firmDemand Deposits 141 153 1.66
ing in operating costs, domestic banks’ estimated prafitg8avings Deposits 2.30 2.06 219
narrowed to $57.1 million in the fourth quarter of 2008—Eixed Deposits
the latest period for which data is available—from $7[1.0 Up to 3 months 3.74 3.63 3.64
million in the same quarter of 2007. The net intergst Up t 6 months 4.18 4.04 4.23
margin improved by 8.0% to $128.1 million, supporteg by UP © 12 months 48 435 467

b Y- Over 12 months 5.05 4.11 4.66

higher loan balances and relatively stable interest
1\fge_ighted Avg Deposit Rate 4.02 3.86 4.00

penses. This, added to the 42.8% advance in comn

sion and foreign exchange income to $7.3 million, |in-

creased the gross earnings margin by 9.4% to $138:gding Rates

million. However, operating costs rose by 17.6% to $70.3¢sidental mortgages - 836 825 8.29

million, driven in part by hikes in salaries, rent and admirzommercial morgages  8.62 8.64 8.58

istrative expenses. Also, “other” non-operating incomme; 2"sumer loans 1300 1255 1249

net of depreciation and bad debt expenses, recorded §ther Local Loans 816 82 8l
. Overdrafts 11.34 11.10 12.84

deficit of $8.1 million, due to a more than doubling|in-
. . Weighted Avg Loan Rate 11.00 10.39 10.49
provisions for bad debts.

Profitability ratios, relative to average domestic as-
sets, also weakened over the review period. The net
interest margin fell by 4 basis points to 5.60% of average

assets, while the corresponding ratio for commission andOn tthe Igndi(;ui Eide.’ thg ?V(teragezgr;sidercliti?r: mo
foreign exchange increased by 8 basis points to 0.34439¢€ r? € gaine q ?ts'fs p_?tl_n s loo. q ‘r’l ahn be T‘
Additionally, the operating cost ratio rose by 23 bafC ate on overdraft taciities moved higher by .

) : ) . ' 9
points to 3.07%, while the reversal in “other income” f&pEcentage points to 12.84%. In contrast, rates on c¢
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mercial and consumer loans both softened by 6 basin-oil trade deficit contracted by $73.8 million (21.9%
points, to 8.58% and 12.49%, respectively. $262.8 million, reflecting a sharper falloff in dema

0 . T .
Among other key rates, the average 90-day Treas&?)?'s %) relative to the easing in estimated exports.

bill rate declined by 9 basis points to 2.64%; however, the
Central Bank’s Discount Rate and Commercial Ban
Prime Rate remained stable at 5.25% and 5.50%, resf
tively. 600

400
CAPITAL MARKETBEVELOPMENTS

200 f

(BSM) Balance of Payments

As the economic downturn continued to weigh hea
ly on investor confidence, both valuations and tradi ° I I .

volumes for domestic equities declined during the peri
The Bahamas International Securities Exchange (BI¢ 2%
Share Price Index contracted by 1.8% to 1,638.8 poir e
adding to a 5.0% decrease in the same quarter in 20 -400

The volume of shares traded on the Exchange was a — o /
depressed, to 0.6 million valued at $2.9 million, compa -600 +

to 1.2 million shares at a market value of $7.6 millior

2008. Moreover, market capitalization dipped by 3.9% -soo
$2.6 billion, extending the 20.5% decline of a year earl Q08 Q08 QIO  QIV-08 Q109

Similar trends were observed for the Fidelity Capi
Market Index (FINDEX)—inclusive of securities trad |
over-the-counter—which decreased by 3.4% to end
guarter at 806.7 points.

Invisible Bal. mmmm Curr. Acct . Bal—e— Trade Bal.l

The services account surplus improved by $34.1 r

lion (9.9%) to $412.3 million. With the moderation
INTERNATIONALRADE ANOPAYMENTS shipping and travel activity, net outflows for transporta
services decreased by $25.8 million (31.3%) to $5

illion. Amid the slowdown in investment activity, |
jtflows for foreign construction services were nee
ved to $8.2 million. Similarly, net outflows for otl
vices, including royalty payments, declined by 15.

Reflecting lower oil prices and weaker domestic
mand, provisional data for the first quarter of 2009 i
cate that the current account recorded a surplus of $
million, after a $214.4 million deficit in the compara 4.5 million) to $94.1 million; while net external p

perl_od a year ago. The slow_down n tourlsm-r_elat nts for insurance and Government services taperes
capital inflows, which also contributed to reduced mpgrﬁ 7 million and $3.5 million. from $6.4 and $2¢

gnd. service payments, undgrpinned a significant narr@iion, respectively. Partially countering these tren
ing in the surplus on the capital and financial account. net travel receipts fell by $15.6 million (3.0%) to $50
The estimated merchandise trade deficit decreasedllion, as estimated tourism inflows declined by mt
by $190.0 million (35.8%) to $345.9 million, led by a mitv&n the easing in residents’ overseas expenditur
than halving in the oil bill to $149.6 million. In particuklgo, the offshore companies local expenditure inflc
the per barrel cost of imported propane declined bgrrowed by 26.9% ($17.1 million) to $46.4 million.
44.3%; motor gas, by 39.8%; jet fuel by, 48.5%, bunker
‘C fuel,” by 19.2% and gas oil by 89.1%. Similarly, the
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The net income deficit widened by almost one-thirdbough the outlook improved in response to the decis
$44.2 million, led by the increased repatriation of investrelenting policy measures pursued in the major co
ment income to $29.8 million from $18.7 million in 200&s. Nevertheless, labour market conditions dete
This contrasted with the 7.1% decline in employees’ aedted further, amid continued adjustments by busine
remittances, to $14.3 million. Within the investmest in the face of reduced demand. However, both
component, trends were dominated by the elevated seftness in consumer demand and the downturn
profit remittances of domestic banks, which overstexriergy prices had a further moderating effect on infla
dowed a decline in other private sector net outflowsry pressures. On the monetary front, major cent
Moreover, the reduction in earnings on the Central Batidaks sustained their expansionary efforts, reducing
foreign reserves led to narrowed inflows from officiaterest rates and injecting significant liquidity into |
transactions, net of interest payment on public sectoedit markets. While a general improvement in eqt
debt, to $0.8 million from $4.3 million in 2008. prices was noted during March, major indices remair
er for the quarter, owing to the sharp price declir
ing the first two months of the year. In curren
nds, as investors increased their holdings of US .
sets, the dollar appreciated against most major curr
cies. In the external sector, estimates continued

The estimated surplus on the capital and financiabicate reductions in the major countries’ trade imk
account narrowed to $149.8 million from $229.8 millioar@es, mostly attributed to the persistent slowdown
2008. The reduction in the financial surplus, to $16horts, due to internal weaknesses.
million from $241.4 million, dominated the marginal

narrowing in migrant worker’s net capital outflows, to Expept for the United States,_mos‘; major econom
$10.4 million from $11.6 million. On the financial gperlenced sharper output declines in the review qu

count, net private foreign investment inflows decrease {o albeit, expectations are that economic outlook

$193.8 million, from an estimated $317.5 million in 209g§9'MNINg to improve. Real GDP in the United Sta

I : d at an annualized rate of 5.7%, slightly m
Of the total, net equity financing advanced by 22.1% fgrease : o
$119.1 million; albeit, net real estate purchases fell ed'g‘ted from the 6.3% falloff in the previous quarter, w

38.4% to $20.3 million, boosted by a one-third rise in
net Government surplus to $22.0 million. Also, work
net remittances decreased slightly to $1.9 million.

Under current transfers, net receipts advanced %ﬁz
S

28.2% to $44.2 million and net loan financing taper(é trasting with weak growth of 0.9% in the same qua

significantly to $30.5 million from $158.5 million in 20 .2008'. Developments r_eflected sustalngd softnes_s
In the public sector, external debt operations were € housing and construction sectors, but included si

versed, to a $4.4 million net borrowing from a $1.6 mif fome stabilization in priyate consumption expenditu
net repayment in 2008; and residents did not undert R uenced by weaker services and manufacturing out

any external portfolio investments during the pericfﬁaI GDP for the United Kingdom contracted further, ¢

compared to a net purchase of $2.0 million last yeﬁ{Jarterly basis, by 1.9% vis-a-vis a decrease of 1.6%

Meanwhile, the net repayment of the domestic ban ¢ last quarter of 2008 and a tepid advance of 0.39

short-term liabilities was almost halved to $38.0 millionY2" €arlier. Similarly, output fell further, by 2.5%, in
euro zone, after a decline of 0.7% in the fourth quarte

After adjusting for possible net errors and omissio?®08, owing to weaker consumer demand. This reflec
the surplus on the overall balance, which reflects thgad-based slowing in most countries in the zone, v
change in the Central Bank’s external reserves, m@lermany and France—the two largest economies
erated to $60.7 million from $85.6 million in 2008. contracting by 3.8% and 1.2%, respectively. Asi

economies remained moribund, with real output in Jaf
the region’s largest economy, receding by 4.8%, follov
a 3.8% decrease in the final quarter and a more upb
performance in the first quarter of 2008. China contin

During the first quarter of 2009, indications are tHgt@nchor growth in the region, but experienced a sig
the global economy remained in a deep recession, GRNtly decelerated output gain of 6.1% on a year-to-y
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basis, vis-a-vis 10.6% in 2008, which was nonetheledswed increase of 1.0% last period and a 1.2% ris¢
supported by the Government's US$585 billion stimujesr ago. For China, consumer prices fell by 1.2% for
package; exports remained hampered by the slumpfinst quarter, in contrast to an 8.3% gain last year—a
demand from the major industrial countries. partly influenced by easing domestic demand.

Employment conditions continued to be depressed In foreign exchange markets, the US dollar appt
among the major countries, amid ongoing private sediated against most of the major currencies during !
adjustments, including business failures and restrucfiinst quarter, amid signs that the economy might eme
ing. In the United States, the average unemploymémm the recession more quickly than other develor
rate accelerated to 8.1% in the first quarter, from 6.9%tions. The dollar moved higher against the Japant
the previous quarter and 5.1% in the correspondiggn, by 9.2% to ¥98.98; relative to the Swiss franc,
period of 2008. An additional 2.5 million jobs were elié$% to CHF1.14; the Canadian dollar, by 3.3%
nated, bringing cumulative losses since the beginnindC&.26 and the Chinese Yuan,; by 0.1% to 6.83. T
the recession in late 2007, to 5.1 million. Similarly, thalar also strengthened against the euro and the Bri
United Kingdom’s average unemployment rate firmedotmund, by 5.4% and 2.12%, to €0.75 and £0.70, resp
7.1% from 6.3% in the previous quarter and was ZIigely.
percentage points higher than a year earlier, marked by
the elimination of another 0.2 million jobs. The e

area’s average unemployment rate increased by d some firming in the global economic outlook, 1

i 0
percentage pO'F‘tS to 8'.7A) over the same quarter oa ygﬁérp contraction in stock prices over the first two mor
ago, a!so pushing the jobless rate above the 8.0% "5F the year dominated the quarter’s result, for a con
orded in the fourth quarter of 2008. Notably, the une ent decline in valuations on the major bourses. In

ployment rate in Germany and France deteriorated Q. -
7.4% and 8.6% from 7.1% and 8.2%, respectively, in ?(Fltsf 1%'[?06/:%; h?eg[égv; gg?netz ;r:]c:juts;relaér,g\;?jreargsetégj

previous quarter. The first quarter unemployment raley Poor's 500 index. by 11.5% to 794.8 points
edged up to an estimated 4.6% from 3.9% in Japapn, N ope, the United Ki’ngé/om’.s FTSE 106 s%are .pri
for China, to 4.3% from 4.2% in the previous period. index élso depreciated, by 11.5% to 3,926.1 poin

Consumer price inflation in most of the major cou@ermany’s DAX index, by 15.1% to 4,084.8 points &
tries moderated during the first quarter, given the downance’s CAC 40 index, by 12.8% to 2,807.3 poin
trend in consumer demand and abated energy prices.Fumther, Japan’s Nikkei 225 index contracted by 8.5%
the United States, the annualized seasonally adjus®d09.5 points; however, China’s Shanghai SE compo
inflation rate stood at 2.2%, contrasting with an averageex appreciated by 30.3% to 2,373.2 points.

price decline of 12.4% in the fourth quarter of 2008, WhenCommodity market developments featured some

energy costs plummeted. However, S|gn|f|can_t mod 8'%1nd in crude oil prices during the review quarter, du
tion continued relative to the advance of 3.1% in the £l Organization of Petroleum Exporting Countri

quarter of 2008. Similarly, owing to reductions in ene EC) decision to reduce daily output and evidence
prices, annual inflation in the euro area fell to its low She stabilization in the outlook for global demand. -

barrel price of crude oil rose by 26.1% to $49.84
s end-December 2008. As investors augmented tl

Although investor sentiments improved significan
ring March, in response to positive earnings sign

level on record, of 0.6% in March, from 3.6% a ye r
earlier and 1.6% in the final quarter of 2008. The Unifed:

K|rf1tgdorg’sf annu3all$fl§1t|otnh, est|ma_1ted at 2.'9;/f’ 'Q 'tv'arﬁgrdings of relatively “safe” assets, precious metal pri
softened from o.1% n € Previous period, but Wag eased over the review quarter, with gold higher

slightly firmed from the 2.5% noted a year earlier, reflec % at $919.15 per ounce and silver, by 13.9%
ing upward pressure from recreation & culture and cl 111 ' ' '

ing & footwear, which offset receding gas and heating 0&'97 perounce.

bills. As Japan’s economic condition worsened, weakerOn the monetary front, major central banks sustair
consumer spending underpinned a decline in averdéjeir expansionary policies, targeting reductions in st
consumer prices of 0.1% in the first quarter, fromaad long-term interest rates, increased financial mar
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liquidity, and a boost in the direct supply of long-tetamce of domestic versus external demand in the ove
credit. In the United States, the Federal Reserve mdalances. The United States’ trade deficit narrowed c
tained the target federal funds rate within an historic#tlg first three months of 2009, to an estimated $12
low band of 0.00-0.25% and the primary credit ratebdition on a seasonally adjusted basis, from $218.8 bil
0.50%. The Fed also either strengthened or initiated reeyear earlier, as the demand-related reduction in imp
measures to improve the flow of credit and to reduoetweighed the falloff in exports. For the United Kingd
long-term interest rates. The Bank of England, medme seasonally adjusted deficit on the trade in goods :
while, reduced its policy rate by 1.5 percentage pointsseéovices was reduced to £7.8 billion in the first qual
an historic low of 0.50%, and announced a plan to pwom £12.2 billion over the same period last year.
chase an estimated £75 billion in private and pubtiontrast, the euro area’s trade deficit rose by 4.3%
sector debt using central bank reserves. Similarly, €2.3 billion, as the 22.0% contraction in exports o
European Central Bank decreased its benchmark ratepged the 21.0% decline in imports. Also, China’s qt
1.0 percentage point to 1.50%, the lowest level since tiady trade surplus firmed by US$20.0 billion to $6:
Bank’s inception. The Bank of Japan maintained li#ion over the corresponding period a year earlier, wi
relatively relaxed monetary policy stance, advanced ofadirin imports of 30.9% exceeding the 19.7% decline
the previous quarters, holding the rate on its complemexports. However, Japan recorded a trade deficit
tary lending facility stable at a low 0.3%. ¥2.86 billion in the first quarter, in contrast to a surplu
o¥?_3.5 billion a year earlier, as a 47.4% plunge in expc

The major countries’ external current accounts corf-" AR
J ﬁglpsed a 38.0% contraction in imports.

tinued to be impacted by the decline in global trade flo
with mixed trends, corresponding to the relative impor-
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STATISTICAL APPENDIX
(Tables 1-16)
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STATISTICAL APPENDIX

Table 1 Financial Survey

Table 2 Monetary Survey

Table 3 Central Bank Balance Sheet

Table 4 Domestic Banks Balance Sheet

Table 5 Profit and Loss Accounts Of Banks In The Bahamas
Table 6 Money Supply

Table 7 Consumer Instalment Credit

Table 8 Selected Average Interest Rates

Table 9 Selected Credit Quality Indicators of Domestic Banks
Table 10 Summary of Bank Liquidity

Table 11 Government Operations and Financing

Table 12 National Debt

Table 13 Public Sector Foreign Currency Debt Operations
Table 14 Balance of Payments Summary

Table 15 External Trade

Table 16 Selected Tourism Statistics

The following symbols and conventions are used throughout this report:
1. n.a. not available

2. - nil
3.p provisional
4. Due to rounding, the sum of separate items may differ from the totals.
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GROSSECONOMICONTRIBUTION OF THEANCIAISECTOR INHEBAHAMAL20@®)

INTRODUCTION BANKINGSECTOR

This report summarizes the results of the Central A ProrILE OF THEECTOR
Bank’s 2008 survey on the gross economic contribution of
the financial sector to The Bahamas. Data on the bankj
sector’s involvement in the economy have been colle
from as early as 1977. Over the past eight years,
Bank has sought to expand its coverage to capture
contribution of other financial sector entities, includ
insurance companies, credit unions, mutual fund admigrl
trators and financial and corporate services providers.

Banks and trust companies account for the large
Bion of the financial sector’s contribution to the ecc
, registering modest firming in employment and
nditure levels within both domestic and internatio
rations during 2008. The number of institutio
nsed to operate from or within The Bahamas
gased by 26 to 271. This corresponded to a boos
the number of restricted licenses by 35 to 130, relative
Despite the adverse domestic and international deductions in non-active licensees to 10 from 12, anc
velopments, which particularly impacted The Baham@asblic licenses—which provide the bulk of the empl
financial sector during the latter half of 2008, indicatiomsnt—to 131 from 138. Of the total licencees, 20 inst
are that the sector, which accounts for at least 15% ofttbes provided services to the domestic sector, inclus
gross domestic product (GDP), recorded an increasgdB commercial banks and 12 other local financial inst
contribution to the economy in 2008. Gains were notetians—the latter with a focus primarily on trust operatic

employment, and salaries and other expenditures, partic- During 2008, assets of international banks and tr

ularly within the banking sector. Less comprehens'voempanies advanced by 24.0% ($97.4 billion) to

data in