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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Indications are that the Bahamian economy contin-
ued to expand at a modest pace during the first quarter of
2012, benefitting from sustained recovery in tourism’'s
high-value-added stopover business, and ongoing foreign
and public sector investment projects. However, em-
ployment conditions remained constrained, and consum-
er price inflation firmed, amid the continued strengthening
in international oil prices and the corresponding adverse
impact on domestic fuel related costs.

On the fiscal side, Government’s budgetary opera-
tions reversed to a deficit in the third quarter of
FY2011/12 from a surplus a year earlier, as revenues
returned to trend levels after extraordinary stamp tax-led
gains, and coincided with increases in both current and
capital outlays. Budgetary financing was secured mainly
from domestic sources, including short-term advances
from the domestic banking system and a Treasury bill
iSsue.

Monetary developments featured a sharp slowdown
in accretions to both liquidity and external reserves, after
one-off public sector related foreign inflows led to robust
gains a year ago. In the context of moderate domestic
demand, private sector borrowings remained relatively
anemic, while a combination of seasonal factors and debt
restructuring measures resulted in an improved outcome
for banks’ asset quality indicators. However, consistent
with their ongoing cautious stance, banks continued to
augment loan loss provisions.

In the external sector, the estimated current account
deficit widened slightly, as the increase in the merchan-
dise trade deficit, associated with a combination of higher
oil and construction-related payments, outpaced the
tourism-led growth in the services account surplus. On
the capital account, higher private sector loan financing
inflows, combined with reduced net investment remit-
tances by domestic banks, supported an expansion in the
surplus relative to the year-earlier position.

FiscAL OPERATIONS

OVERVIEW

Government's budgetary operations recorded a defi-
cit of $74.7 million, compared with a $23.9 million surplus
in the third quarter of FY2010/11. This reflected a 19.0%
($85.3 million) reduction in revenues to trend levels,
following an extraordinary tax receipt led increase a year
earlier, alongside a 3.1% ($13.3 million) hike in total
spending.

REVENUE

Tax receipts—which accounted for the bulk (90.5%)
of total collections—declined by 22.3% ($94.7 million) to
$329.7 million. The intake from non-trade stamp taxes,
which were boosted by $141.0 million last year, on ac-
count of one-off revenue inflows relating to the sale of an
oil company, was more than halved to $39.0 million.
Selective taxes on services also fell by 36.9% ($8.1
million) to $13.8 million, as gaming taxes returned to
typical collection levels of $4.0 million, after the receipt of
substantial arrears payments in 2011. Other miscellane-
ous taxes declined by $8.6 million to $3.5 million, and
departure tax receipts were 7.2% ($2.2 million) lower at
$27.7 million. Reflecting the modest gains in domestic
demand, tax revenue from international trade & transac-
tions—at 48.8% of the total—expanded by 18.4% ($24.9
million) to $160.8 million, explained by a 32.3% ($16.2
million) rise in excise taxes and a 9.1% ($7.2 million)
increase in import taxes. More modest hikes were rec-
orded for business and professional fees and motor
vehicle taxes, of 7.3% ($3.8 million) and 6.0% ($0.5
million), to $55.2 million and $8.6 million, respectively.

Non-tax collections—at 9.5% of total revenue—grew
by 37.4% ($9.4 million) to $34.5 million, primarily ex-
plained by a timing-related increase in dividend pay-
ments, which boosted income from *“other” sources
almost six-fold to $11.4 million. Proceeds from the sale
of Government property were up slightly by $0.2 million to



$0.5 million, while collections of fines, forfeits & adminis-
tration fees steadied at $22.3 million.

EXPENDITURE

Current spending, which accounted for 85.4% of to-
tal outlays, grew by 2.9% ($10.7 million) to $375.0 million,
and capital expenditures rose by 14.6% ($6.8 million) to
$53.5 million. However, net lending to public corpora-
tions declined by 28.4% ($4.2 million) to $10.5 million.

An analysis of current outlays by economic classifi-
cation showed growth being driven by a 6.5% ($14.3
million) hike in consumption related spending, to $233.3
million, occasioned by gains in both purchases of goods
& services (12.1% or $10.1 million) and personal emolu-
ments (3.1% or $4.3 million). In contrast, transfer pay-
ments declined by 2.5% ($3.7 million) to $141.6 million,
as the June 2011 interest rate reduction contributed to
the 12.0% ($5.7 million) decrease in interest payments to
$41.6 million. However, subsidies & other transfers
advanced by 2.0% ($2.0 million) to $100.0 million, as
increased transfers to public corporations ($6.2 million)
and subsidies ($2.2 million) outstripped contractions in
assistance to households ($3.6 million) and non-profit
institutions ($2.7 million).

On a functional basis, the rise in current outlays re-
flected higher tourism and transportation-led expenditures
for economic services, of 22.4% ($9.0 million) to $48.9
million. Similarly, spending on healthcare firmed by 4.6%
($2.9 million) to $65.7 million and for general public
services, by 1.4% ($1.5 million) to $106.1 million. More
muted increases were registered for education ($1.3
million), social benefits & services ($1.0 million), defense
($0.5 million), other community & social services ($0.2
million), while housing outlays were unchanged.

Capital expenditure gains were fuelled mainly by the
Government's ongoing infrastructure development pro-
gramme, which resulted in an 11.9% ($5.0 million) rise in
capital formation to $47.0 million. Similarly, outlays for
asset acquisitions were higher by 33.5% ($1.3 million) at
$5.2 million, as land and other “miscellaneous” asset
purchases firmed by $2.0 million to $3.6 million, while
outlays for equity investments fell by $0.7 million to $1.6
million. Capital transfers to nonfinancial public enterpris-
es increased more than three-fold, to $0.7 million, and

those allocated to public corporations steadied at $0.6
million.

Government Revenue By Source
(Jan. - Mar.)

FY10/11 FY11/12

B$M % B$M %
Property Tax 314 7.0 327 9.0
Selective Services Tax 22.0 49 138 38
Busines. & Prof Lic. Fees 514 114 552 152
Motor Vehicle Tax 8.2 18 8.6 24
Departure Tax 29.9 6.7 21.7 7.6
Import Duties 78.3 174 855 235
Stamp Tax from Imports 38 0.8 51 14
Excise Tax 50.4 112 66.6 183
Export Tax 34 0.8 3.6 1.0
Stamp Tax from Exports - - - -
Other Stamp Tax 141.0 314 39.0 107
Other Tax Revenue 12.1 2.7 35 1.0
Fines, Forfeits, etc. 22.3 5.0 22.3 6.1
Sales of Govt. Property 04 0.1 0.5 0.1
Income 24 0.5 11.6 32
Other Non-Tax Rev. -
Capital Revenue
Grants - - - -
Less:Refunds 73 16 117 32
Total 4496  100.0 364.3 100.0

FINANCING AND THE NATIONAL DEBT

Budgetary financing for the third quarter of
FY2011/12 was primarily obtained from domestic
sources, comprising increments in advances from com-
mercial banks ($43.6 million),a new issue of Treasury bills
($20 million) and advances from the Central Bank ($20.0
million). An additional $16.4 million was secured by way
of drawings on existing project-related external loans,
against debt repayments of $2.0 million.

As a consequence of these developments, the Direct
Charge on the Government was higher by 1.4% ($54.3
million) over the quarter and by 3.2% ($119.7 million)
year-on-year, to $3,860.5 million at end-March, 2012.
The bulk (78.9%) of the Direct Charge was denominated
in Bahamian dollars, being held primarily by commercial
banks (37.3%), private investors (29.5%) and public
corporations (22.5%), and with smaller shares for the
Central Bank (10.4%) and Other Local Financial Institu-



tions (0.3%). By type of instrument, Government securi-
ties constituted the largest component of local currency
debt (85.1%) and carried an average maturity of approx-
imately 11.4 years, followed by Treasury bills (10.6%)
and loans & advances (4.3%).

The Government's contingent liabilities were higher
by 0.8% ($4.5 million) at $555.2 million, owing to an $8.2
million rise in the guaranteed debt of the Bahamas Mort-
gage Corporation. As a result of increases in both the
Direct Change and contingent liabilities, the National Debt
grew by 1.4% ($58.9 million) on a quarterly basis, and by
2.4% ($104.4 million) on an annual basis, to $4,415.8
million at end-March, 2012.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

Public sector foreign currency debt rose by 3.6%
($50.7 million) to $1,455.4 million during the first quarter
of 2012, as new drawings of $58.9 million outpaced
amortization payments of $8.2 million. Comprising 56.0%
of the total, the Government's foreign currency debt
expanded by 1.8% ($14.3 million) to $814.4 million,
compared with a 6.0% ($36.3 million) hike in the public
corporations’ component to $641.0 million.

Relative to the same period a year ago, total debt
service payments declined marginally by $0.6 million to
$15.8 million. Public corporations’ payments fell by $1.2
million to $12.8 million, eclipsing the $0.6 million gain in
the Government's component to $3.0 million. Conse-
quently, the debt service ratio was reduced by 0.2 of a
percentage point to 1.8%, while debt service as a propor-
tion of total Government revenue increased by 0.3 of a
percentage point to 0.8%.

Disaggregated by creditor profile, private capital
markets accounted for the largest proportion of foreign
currency debt (41.2%), followed by commercial banks
(25.0%), other “miscellaneous” firms (16.7%) and multila-
teral institutions (13.4%), respectively, while bilateral
organisations held the remaining 3.7%. At end-March
2012, the stock of outstanding debt carried an average
maturity of 14.4 years, with US dollars accounting for the
majority (97.6%), followed by Chinese Yuan (2.1%) and
euros (0.3%).

Fiscal Operations
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REAL SECTOR

TOURISM

Supported by a combination of expanded airlift, on-
going travel incentive programs and continued recovery
in the key group business, output in the tourism sector
improved during the first quarter of 2012. Overall tourist
arrivals were up by 10.8% to approximately 1.7 million, in
line with the year-earlier comparative 10.4% gain. Air
arrivals, which declined by 7.0% last year, recovered
strongly by 11.2% to 0.4 million, while the increase in the
sea component moderated to 10.7%, for 1.3 million
visitors, from last year's 16.2% hike.

Segmented by major ports of entry, visitors to New
Providence—which accounted for 53.7% of the total—
increased by 11.7% to 0.9 million, benefitting from double
digit improvements in both the air (11.6%) and sea
(11.8%) components. Arrivals to the Family Islands
firmed by 12.4% to 0.6 million, led by a 13.4% hike in sea



traffic and supported by a 3.3% gain in air visitors.
Despite a 21.9% surge in air traffic, due to increased
airlift, growth in tourist arrivals to Grand Bahama was
limited to 3.6% for 0.2 million visitors, given the modest
1.0% rise in the dominant sea segment.
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Survey data obtained from the Bahamas Hotel Asso-
ciation covering first quarter performance of fourteen (14)
large hotels in New Providence and Paradise Island,
indicated that gains in air arrivals translated into improved
hotel earnings. Total room revenue was higher by 9.1%,
reflecting a 4.6 percentage point rise in the average
occupancy rate to 71.2% and a more muted 0.8 percent-
age point gain in the average daily room rate (ADR) to
$254.77.

CONSTRUCTION

First quarter 2012 construction sector activity contin-
ued to be shaped by large-scale foreign investments in
the hotel sector and, to a lesser extent, public sector
infrastructural projects, whereas domestic private sector
construction activity remained comparatively lackluster.

Mortgage disbursements for new construction and
repairs, as reported by domestic banks, insurance com-
panies and the Bahamas Mortgage Corporation, were
lower by 32.4% at $27.5 million, extending the prior
year's 15.4% fall-off. In particular, residential activity
contracted by 33.4% to $26.7 million, relative to last
year's 2.8% decrease, while there was a marginal expan-
sion in the commercial segment of $0.2 million to $0.8
million, to reverse the year-earlier $6.2 million decline.

Data on mortgage commitments for new buildings
and repairs—a forward looking indicator—suggest that
the weakness in the sector is likely to persist over the
near-term. Total commitments declined by 44.2% in
number to 126 projects, valued 28.1% lower at $19.1
million. Reflecting these developments, the residential
component—at approximately 99% of the aggregate—fell
by 43.6% in number to 124 and by 25.8% in value to
$19.0 million. Similarly, commercial loan commitments
fell in number from 6 to 2 and in value, by $0.9 million to
$0.2 million.

Mortgage Commitments:
New Construction andRepairs
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On balance, lending conditions were more favourable
for the sector, with the average residential loan rate lower
by 30 basis points from the previous year at 8.1%, due in
part to the 75 basis point reduction in the Prime Rate in
June, 2011. The average rate on commercial loans,
however, moved upwards on a quarterly basis, by 10
basis points to 8.8%.

PRICES

Buoyed by continued increases in international oil
and commodity costs, average consumer prices firmed by
2.53% over the first quarter, in line with the previous
year's expansion. Average price gains accelerated for
food & non-alcoholic beverages, by 1.38 percentage
points to 2.58% and for miscellaneous goods & services,
by 1.30 percentage points to 1.40%; and was reversed
from a 0.88% contraction to a 1.31% upturn for clothing &
footwear. In addition, inflation rates firmed by 0.39 of a
percentage point for housing, water, gas, electricity and
other fuels, communication and alcohol, tobacco & nar-
cotics, to 3.35%, 0.58% and 2.06%, respectively. Some
offset was provided by slackened average cost increases
for transportation (from 6.87% to 4.00%), furnishing,
household equipment & maintenance (o 2.15% from
3.36%) and healthcare (to 1.31% from 2.30%). The rate
of average cost gains for education and restaurant &
hotel services costs also slowed, by 0.76 and 0.13 of a
percentage point, to 2.53% and 2.17%, respectively,
whereas average costs for recreation & culture de-
creased by 0.80%, a reversal from last year's 2.62% gain.

Higher international oil prices also resulted in gains in
domestic energy costs. The average price of gasoline
and diesel rose by 4.4% to $5.33 per gallon and by 2.8%
to $5.22 per gallon over the three-months ended March,
with sharper annualized increases of 11.4% and 18.8%,
respectively. Similarly, the Bahamas Electricity Corpora-
tion’s fuel charge advanced over the quarter, by 3.7% to
26.00 cents per kilowatt hour (kwh), and surged by
30.1% year-on-year.

Retail Price Index
(Annual % Changes)
March
2011 2012
Items Weight ~Index % Index %
Food & Non-Alcoholic Beverages 120.4 1002 06 1024 22
Alcohol, Tobacco & Narcotics 6.4 1007 21 1031 14
Clothing & Footwear 37.76 996 0.1 999 03
Housing, Water, Gas, Electricity 334.83 1019 28 1052 32
Furn. & Household, Maintenance 64.26 1006 07 1046 40
Health 445 1012 28 1030 17
Transportation 119.13 1036 37 1126 86
Communication 41.19 1002 01 1016 14
Rec., & Culture 22.73 1021 10 1028 08
Education 30.05 1016 20 1046 30
Restaurant & Hotels 38.24 1013 14 1044 31
Misc. Goods & Svcs. 140.52 1005 12 1012 08
ALL ITEMS 1000 1013 16 1045 32

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Monetary developments featured a significant mod-
eration in accretions to both bank liquidity and external
reserves during the first quarter of 2012, occasioned by a
return to trend following last year's extraordinary foreign
currency inflows. Banks' credit quality indicators im-
proved modestly over the three-month period, reflecting
to some extent seasonal factors, as well as increased
write-offs and debt restructuring. The most recent bank
performance indicators for the fourth quarter of 2011,
showed a contraction in overall bank profitability, due to a
significant reduction in interest income, while the
weighted average interest rate spread narrowed during
the review quarter, on account of an increase in the
deposit rate and a contraction in the lending rate.



LIQuIDITY

Banks' net free cash reserves were higher by $6.2
million (1.7%) at $376.8 million, markedly below the
$114.0 million expansion posted in 2011. At end-March
2012, the ratio of free cash reserves to deposit liabilities
fell to 6.1% from 7.4% a year earlier. Similarly, the
broader surplus liquid assets increased by $34.9 million
(3.9%) to $931.3 million, representing a slowdown from
2011's $91.5 million upturn, although a more elevated
95.2% above the statutory minimum, vis-a-vis 93.8% last
year.

Liquidity
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DEPOSITS & MONEY

The overall money supply (M3) expanded by $119.4
million (1.9%) to $6,429.8 million, up from a $37.1 million
(0.6%) gain a year earlier. In particular, narrow money
(M1) advanced by $51.9 million (3.6%), relative to 2011's
$5.0 million (0.4%) increase, owing to a $45.3 million
(3.7%) rise in demand deposits and a more muted ex-
pansion in currency in circulation of $6.5 million (3.3%).
Broad money’s (M2) expansion, at $63.8 million (1.0%),

was slightly above 2011's $60.9 million (1.0%) increase,
with a private sector-led $21.1 million gain in savings
deposits eclipsing a $9.2 million reduction in fixed bal-
ances. Following a 10.6% ($23.8 million) contraction a
year earlier, foreign currency deposits firmed by 27.0%
($55.6 million), reflecting gains in both public and private
sector placements.

As a proportion of the overall money stock, fixed de-
posits comprised the largest share, at 55.9%, followed by
demand balances (19.9%) and savings deposits (16.9%).
Foreign currency deposits and currency in active circula-
tion represented much smaller shares of 4.1% and 3.2%,
respectively.

DoMESTIC CREDIT

During the quarter, total domestic credit expanded
by $129.6 million (1.5%), in contrast to a $146.2 million
(1.7%) contraction in 2011. Bahamian dollar claims—
which comprised the majority (91.5%) of the total—grew
by $101.0 million (1.3%), following last year's $59.0
million (0.8%) reduction. The foreign currency compo-
nent also rebounded by $28.6 million (4.0%), from a
comparative $87.2 million (10.8%) decrease in 2011.

Growth in domestic credit was largely dominated by
increased claims on the public sector, led by a turnaround
in the Government’s position, to a 5.9% ($85.6 million)
net increase in claims from a 3.3% ($47.0 million) reduc-
tion in 2011. Credit to the rest of the public sector also
firmed by 5.4% ($23.8 million), to reverse last year's 2.5%
($11.6 million) falloff.

Banks provided additional net credit of $20.2 million
(0.3%) to the private sector, in contrast to an $87.6 million
contraction in 2011, when a local tourism entity repaid an
outstanding foreign currency loan. The expansion was
solely in the foreign currency component, which grew by
7.2% ($26.4 million) to outpace the 0.1% ($6.3 million)
reduction in domestic currency claims. Growth in per-
sonal loans—at 72.1% of the total—declined by $4.2
million (0.1%), following a $7.6 million (0.2%) rise in
2011. This outturn was explained by a $9.4 million
(0.4%) decrease in consumer loans, which eclipsed more
moderate gains in residential mortgages and overdrafts,
of $5.0 million (0.2%) and $3.0 million (3.2%), respective-

ly.



A breakdown of consumer credit showed decreases
for credit card ($9.6 million), land purchases ($5.0 mil-
lion), debt consolidation ($4.5 million), home improve-
ment ($3.7 million), private car ($1.8 million), education
($1.5 million) and travel ($1.4 million) loans, with smaller
contractions of less than $1.0 million registered for fur-
nishings & domestic appliances, medical and commercial
vehicle categories. Reflecting the continuation of debt
consolidation activities, “miscellaneous” loans grew
strongly by $19.4 million, while lending for taxis & rented
cars was relatively flat.
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Among the remaining private sector loan categories,
decreases were registered for private financial institutions
($6.7 million), tourism ($4.3 million), transport ($2.4
million) and fisheries ($1.9 million). In contrast, signifi-
cant gains were noted for miscellaneous, professional &
other services and construction lending, of $16.9 million,
$11.4 million and $8.4 million, respectively, with lesser
increases for distribution ($2.9 million), manufacturing
($2.5 million) and agriculture ($0.4 million) credits.

Distribution of Bank Credit By Sector
End-March
2011 2012

BSM. % BSM %
Agriculture 13.3 0.2 13.8 0.2
Fisheries 54 0.1 6.7 0.1
Mining & Quarry 25 0.0 2.6 0.0
Manufacturing 34.7 0.5 41.3 0.6
Distribution 162.9 2.3 174.1 24
Tourism 56.9 0.8 65.9 0.9
Enter. & Catering 66.7 1.0 66.2 0.9
Transport 35.2 0.5 34.9 0.5
Construction 441.3 6.4 433.2 6.0
Government 147.9 2.1 189.3 2.6
Public Corps. 328.2 4.7 348.7 4.8
Private Financial 17.1 0.2 14.9 0.2
Prof. & Other Ser. 137.4 2.0 128.6 1.8
Personal 5,123.0 73.8 51852 721
Miscellaneous 372.9 54 485.8 6.8
TOTAL 6,945.4 100.0  7,191.2 100.0

MORTGAGES

Consistent with the softness of the economic recov-
ery, mortgage data provided by banks, insurance compa-
nies and the Bahamas Mortgage Corporation, showed
marginal growth in the outstanding stock, of $3.3 million
(0.1%) to $3,240.1 million, compared to a $27.2 million
(0.9%) accretion in the same period of 2011. Gains in
both the residential (93.9% of the total) and commercial
components slowed to $0.6 million (0.02%) and $2.7
million (1.4%), from $20.9 million and $6.3 million in
2011. At end-March, commercial banks held the bulk
(88.9%) of outstanding mortgages, followed by insurance
companies (6.0%) and the Bahamas Mortgage Corpora-
tion (5.1%).

THE CENTRAL BANK

Buoyed by higher advances, the Central Bank’s net
claim on the Government rose by $15.7 million (5.4%) to
$304.8 million, in contrast with a $16.8 million (6.4%)
contraction a year ago. The Bank’s net liabilities to the
rest of the public sector also increased by $7.6 million to
$8.8 million, reflecting a build-up in their deposit bal-
ances. Liabilities to commercial banks contracted by
$76.0 million, a turnaround from a $100.9 million (16.1%)



surge last year, which was associated with a bank’s
capitalization of a new subsidiary.

External reserves rose modestly by $5.2 million
(0.6%) to $890.0 million, significantly below the previous
year's $114.7 million expansion, which featured several
one-off public sector related foreign currency inflows.
Following a $105.9 million net purchase in 2011, the
Bank's foreign exchange transactions reversed to a net
outflow of $0.6 million, with the net sale to public corpora-
tions—principally for fuel payments—firming by $14.9
million to $103.9 million. In addition, the Bank's net
purchase from the Government was significantly lower at
$4.8 million from $96.8 million a year earlier, while net
receipts from commercial banks—Ilinked mainly to real
sector activities—rose slightly by $0.4 million to $98.5
million.

External Reserves
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At end-March 2012, the stock of external reserves
represented 18.3 weeks of non-oil merchandise imports,
compared to 24 weeks in the same period of 2011. After
adjusting for the 50% statutory requirement on the Bank’s
Bahamian dollar liabilities, “useable” reserves declined by
$68.7 million to $430.8 million.

DOMESTIC BANKS

Credit to the private sector rose by $20.2 million
(0.3%), in contrast to an $87.6 million (1.3%) contraction

in 2011. Net claims on the Government and credit to
public corporations also advanced, by $69.9 million
(6.1%) and $23.8 million (5.4%), a turnaround from
respective declines of $30.1 million and $11.6 million a
year ago. The reduction in commercial banks’ net foreign
liabilities was lower at $22.9 million (3.8%), from $43.0
million (6.2%) a year earlier.

Banks' deposit liabilities at end-March—inclusive of
Government balances—rose by 1.7% to $6,331.3 million,
of which 95.8% represented local currency deposits. By
holder, the largest share of Bahamian dollar balances
was due to private individuals (57.3%), followed by busi-
ness firms (26.5%), public corporations (6.0%), private
financial institutions (3.8%), other “miscellaneous” entities
(3.6%), Government (2.0%) and public financial institu-
tions (0.8%).

In terms of the broad classifications, fixed deposit
balances comprised the bulk (60.1%) of banks’' deposit
liabilities, followed by demand (22.0%) and savings
(17.9%). Analyzed by range of value and number of
accounts, the majority of Bahamian dollar balances
(89.4%) was below $10,000 and constituted 6.2% of the
total value. Accounts ranging between $10,000 and
$50,000 comprised 7.0% of the number and 10.9% of the
total value of balances. However, accounts of over
$50,000 represented 3.6% of total deposits, but the bulk
(82.9%) of aggregate value.

CREDIT QUALITY

Banks' credit quality indicators were slightly im-
proved during the first quarter, influenced by a combina-
tion of seasonal factors and debt restructuring activities.
Total private sector loan arrears declined, on both a
quarterly and annual basis, by $15.7 million (1.3%) and
$70.9 million (6.3%), to $1,192.4 million—which was in
line with the $17.5 million (1.5%) contraction registered in
2011. The corresponding ratio of arrears to private sector
loans narrowed by 30 basis points over the three-month
period and by 69 basis points year-on-year, to 19.0%.

In terms of the major categories, the reduction in to-
tal arrears was primarily attributed to the $17.4 million
(6.4%) falloff in consumer delinquencies to $254.0 million,
reducing the attendant ratio over the quarter and year, by
0.73 and 0.22 percentage points, respectively, to 12.1%.



Mortgage arrears, which formed the bulk (53.4%) of the
total, fell by $13.8 million (2.1%) to $636.3 million, and
the corresponding ratio to total loans decreased over the
quarter, by 47 basis points but rose on an annual basis,
by 74 basis points to 20.7%. In contrast, commercial loan
delinquencies deteriorated by $15.5 million (5.4%) to
$302.2 million, and firmed by 0.7 of a percentage point to
27.3% during the three month period, and by 1.7 percen-
tage points on a yearly basis, to 27.3% of total loans.

Loan Arrears & Non-Performing Balances
(% of Total Loans
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By average age, non-performing loans—arrears in
excess of 90 days and on which banks stopped accruing
interest—rose modestly by $5.4 million (0.7%) to $821.5
million, increasing by 5 and 59 basis points over the
quarter and year, respectively, to 13.1% of total loans.
The rise in non-accrual loans was associated with an
$8.5 million (1.9%) growth in mortgage delinquencies, to
$458.6 million, which outpaced respective declines in
both the consumer and commercial segments, of 1.7%
and 0.1%. However, the short-term 31 — 90 days catego-
ry contracted by $21.1 million (5.4%) to $370.9 million,
owing to reductions in both consumer and mortgage
delinquencies, of 13.9% and 11.1%, respectively, which

contrasted with a 17.9% expansion in the commercial
segment.

Despite the improvement in arrears, commercial
banks maintained their conservative posture, expanding
provisions for bad debts by $27.7 million (9.2%) to $328.2
million over the three-month period. This incremented the
ratio of provisions to total loans by 39 basis points to
5.1%. As a proportion of arrears and non-performing
loans, total provisions firmed by 2.7 and 3.1 percentage
points, to 27.5% and 40.0%, respectively.

BANK PROFITABILITY

Reflecting the reduction in lending rates, bank’s net
income contracted during the fourth quarter of 2011, by
$4.2 million (6.5%) to $60.1 million, in contrast to a 24.1%
gain in 2010. Banks’ net interest earnings fell by 6.3%
($8.7 million) to $129.3 million, as lower rates contributed
to a 12.3% ($23.7 million) reduction in interest income,
which outpaced a 27.4% ($15.0 million) decrease in
interest expense. Some offset was provided by a rise in
commission & foreign exchange fee income, by 4.6%
($0.3 million) to $6.1 million, moderating the decline in the
gross earnings margin to 5.9% ($8.5 million) for a total of
$135.4 million.

Total operating outlays fell by $3.5 million (4.4%) to
$75.1 million, as a 15.6% reduction in “miscellaneous”
operating expenses eclipsed gains in staffing and occu-
pancy costs, by 1.7% and 12.9%, respectively. Losses
on non-core operating activities moderated by $0.8
million to $0.1 million, attributed to reductions in deprecia-
tion expenses ($1.6 million) and provisions for bad debts
($0.7 million), which overshadowed a $1.4 million (5.2%)
contraction in other “miscellaneous” income.

As a result of these developments, the majority of
banks’ profitability ratios—as measured against average
assets—declined in comparison to 2010. The interest
margin narrowed by 40 basis points to 5.47%, while the
commission & foreign income ratio grew slightly to 0.26%,
for a 39 basis points decrease in the gross earnings
margin to 5.72%. With the operating cost ratio declining
by 16 basis points to 3.18%, the net earnings margin ratio
was lower by 22 basis points at 2.55%. After accounting
for depreciation and bad debt provisions, the net income
ratio was reduced by 19 basis points to 2.54%.



Domestic Banks' Profitability
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INTEREST RATES

During the March quarter, commercial banks’
weighted average interest rate spread narrowed by 43
basis points to 8.02 percentage points. The average
lending rate decreased by 39 basis points to 10.25%,
while the average deposit rate rose by 4 basis points to
2.23%.

Among deposits, the average rate declined by 17
basis points to 0.69% for demand balances, but broa-
dened for fixed maturities, to 1.71% - 2.96% from 1.89% -
2.75%. Rates on savings deposits rose on average, by
27 basis points to 1.88%.

Broad-based reductions were registered for average
lending rates. Average consumer and overdraft loan
rates moved lower by 50 and 48 basis points, to 12.82%
and 9.36%, respectively. Commercial mortgage rates fell
marginally by 3 basis points to average 8.09%, while
residential mortgage rates firmed on average, by 8 basis
points to 7.58%.
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The buoyancy levels in bank liquidity further de-
pressed the average 90-day Treasury bill rate, by 61
basis points to 0.1%, while the Central Bank's Discount
Rate and commercial banks’ Prime Rate stabilized at
4.50% and 4.75%, respectively.

Banking Sector Interest Rates
Period Average (%)
Qtr. | Qtr. Iv Qtr. |
2011 2011 2012
Deposit Rates
Demand Deposits 1.76 0.86 0.69
Savings Deposits 1.85 161 1.88
Fixed Deposits
Up to 3 months 2.82 1.89 171
Up to 6 months 331 2.01 2.08
Up to 12 months 3.92 2.75 2.69
Over 12 months 3.89 2.59 2.96
Weighted Avg Deposit Rate 3.18 2.19 2.23
Lending Rates
Residential mortgages 8.07 7.50 758
Commercial mortgages 8.75 8.12 8.09
Consumer loans 1351 13.32 12.82
Other Local Loans 7.98 7.55 8.04
Overdrafts 10.21 9.84 9.36
Weighted Avg Loan Rate 11.18 10.64 10.25

CAPITAL MARKETS DEVELOPMENTS

Conditions in the domestic equity markets resulted in
a 4.1% reduction in the Bahamas International Securities
Exchange’s (BISX) All Share Index, to 1,308.9, extending
the 1.7% contraction of 2011. The volume of shares
traded was higher by $0.5 million at $0.9 million, although
the corresponding value contracted by $2.2 million to
$3.8 million. Market capitalization fell by approximately
6.9% to $2,723.8 million, while the number of listed
securities rose by 2 to 25.



INTERNATIONAL TRADE AND PAYMENTS

Provisional data for the first quarter of 2012 showed
a widening in the estimated current account deficit, by
$70.7 million (25.0%) to $354.1 million, in comparison to
the corresponding quarter a year earlier. The outcome
was attributed to an expansion in the merchandise trade
deficit, linked to increases in both fuel and non-oil im-
ports, which offset the tourism-led strengthening in the
services account surplus. In a partial funding of the
current account deficit by foreign investment inflows, the
capital and financial account surplus firmed by $13.5
million (3.8%) to $366.2 million.

The merchandise trade deficit deteriorated by
$175.1 million (38.4%) to an estimated $631.5 million.
Increased imports related to foreign investment activity
and domestic demand requirements elevated net non-oil
imports by $154.8 million (45.0%) to $498.6 million, while
higher international oil prices contributed to a $24.0
million (12.3%) gain in net fuel purchases to $219.1
million. Growth in oil imports was broadly based among
the major components, with the highest increases being
registered for jet fuel, aviation gas and motor gas, of
47.7% to $139.08, 36.4% to $171.87 and 14.8% to
$134.71 per barrel, respectively. The average cost of
propane firmed more modestly by 2.6% to $74.2, while
the cost of bunker “C” gas was slightly lower by 0.2% to
average $87.21 per barrel.

The estimated surplus on the services account was
extended by $50.1 million (18.1%) to $327.2 million,
owing mainly to a $47.1 million (9.4%) improvement in
net travel receipts to $548.1 million. Government service
transactions were reversed, to a net inflow of $9.2 million
from a $4.7 million net outflow in 2011, while net receipts
of offshore companies’ local expenditures grew by $2.9
million (7.6%) to $40.9 million. Another positive factor in
the overall outcome was the incidence of lower net out-
flows for insurance and other ‘miscellaneous’ services,
down by $22.8 million (35.2%) and $16.4 million (18.2%)
to $41.9 million and $73.6 million, respectively. Net
payments for construction services, however, grew by
$24.8 million (37.9%) to $90.3 million, linked to ongoing
foreign investment projects, and higher import volumes
and costs contributed to the upturn in net outflows for
transportation services, by $28.4 million (84.7%) to $61.9
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million. The net payment for royalty and licenses fees
was relatively unchanged at $3.3 million.

The income account deficit narrowed by an esti-
mated $3.8 million (6.1%) to $59.1 million. There was a
reduction in the net investment outflow by $6.2 million to
$47.3 million, as net interest and dividend payments by
private companies fell by $5.5 million (9.9%) to $50.4
million, and commercial banks' transactions were re-
versed to a net inflow of $16.0 million from a marginal net
payment of $0.8 million. However, the net outflow by
non-bank entities increased by $11.3 million to $66.5
million. In addition, net inflows from official transactions
firmed marginally by $0.6 million to $3.1 million. Com-
pensation payments to non-residents rose by $2.3 million
(24.2%) to $11.8 million.

Net current transfer transactions were reversed to a
$9.4 million net inflow from a $41.0 million net payment in
2011. This was explained by a decline in net “miscella-
neous” outflows, by $51.9 million to $5.2 million, amid
relatively stable worker remittances of $17.4 million. In
contrast, net receipts of the Government abated slightly
by $1.3 million (3.9%) to $32.0 million.
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The expansion in the capital and financial account
surplus was solely attributed to a $37.1 million (37.4%)
advance in net “miscellaneous” investment inflows.
Some $17.8 million was attributed to increased external
loan financing inflows, while the net repayment by do-
mestic banks fell by $19.4 million, and public sector
capital transactions steadied at $19.5 million. In a mod-
est offset, net direct investment inflows, contracted by
$22.0 million (8.5%) to $237.8 million, as the net receipt
from equity investments and real estate sales declined by
$10.7 million and $11.3 million, to $235.2 million and $2.6
million, respectively. In addition, capital transfers rose by
$1.0 million to $1.6 million, and net outward portfolio
investments, mainly under the Bahamian Dollar Deposito-
ry Receipts programme, were higher by $0.5 million.

After adjusting for net errors and omissions, the sur-
plus on the overall balance, which corresponds to the
change in the Central Bank's external reserves, was
significantly lower at $4.6 million from the extraordinary
transaction-led $114.7 million in 2011.

INTERNATIONAL ECONOMIC DEVELOPMENTS

Sustained turbulence in the euro area, due to the
continuing debt crisis, served to slow the pace of the
global recovery during the first quarter of 2012. As a
consequence, employment conditions remained challeng-
ing in several developed markets, while anaemic con-
sumer demand contained inflationary pressures. Faced
with weakening economic prospects, most major central
banks either maintained or enhanced their accommoda-
tive monetary policy stance, boosting investor confidence
and supporting broad-based gains in the major stock
indices.

In the United States, real GDP growth slackened to
1.9% from 3.0% in the previous quarter, and was attrib-
uted to reductions in the build-up of private inventory and
non-residential fixed investment. The United Kingdom’s
economy slipped back into recession, as weak construc-
tion and production output occasioned a second consecu-
tive quarterly decline in GDP of 0.3%. Despite steady
improvements in Germany—the largest euro area econ-
omy—ongoing Government austerity programmes in-
duced recessions in several southern states, leaving real
GDP flat during the first quarter, following a 0.3% contrac-
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tion in the previous three-month period. Economic condi-
tions in Asia were mixed, with China’s year-on-year GDP
growth maintained at a buoyant 8.1%, although slowing
by 0.8 of a percentage point from the previous period’s
expansion, due to decelerated growth of real estate
developments and investments in fixed assets. Following
a flat fourth quarter, Japan’s output advanced by 4.1%,
benefitting from increased consumer and reconstruction
spending, as the country continued to recover from the
devastating events of 2011.

Reflecting the sluggish global recovery, employment
conditions continued to show considerable slack within
most of the major economies. In particular, the unem-
ployment rate in the United States narrowed marginally
by 0.4 of a percentage point to 8.3%, linked to gains in
the manufacturing and food services sectors. United
Kingdom'’s jobless rate softened to 8.2% from 8.4% in the
final quarter of 2011, as the number of unemployed
persons declined by 45,000. With countries such as
Spain and Greece recording double-digit unemployment
rates of 23.8% and 21.6%, respectively, the jobless rate
in the euro area firmed by 0.3 of a percentage point to
10.8% at end-March. More favourable growth dynamics
within the major Asian economies held jobless rates in
both Japan and China stable at 4.5% and 4.1%, respec-
tively.

Inflationary pressures remained relatively subdued
over the review quarter, amid weak consumer demand.
Annual inflation slowed by 0.3 of a percentage point to
2.7% in the United States, as gains in food and energy
prices abated. Higher costs for food, clothing and enter-
tainment elevated average prices in the United Kingdom,
by 3.5%, although subsiding from the 4.2% increase in
the previous quarter. Euro area inflation steadied at
2.7%; however, increased costs for food and fuel resulted
in a marginal 0.3% hike in Japan’'s average consumer
prices, relative to a contraction of the same magnitude in
the previous quarter. In China, year-on-year inflation
tapered by 0.5 of a percentage point to 3.6% at end-
March.

Despite the increased global uncertainty, the US dol-
lar recorded broad-based declines against most of the
major currencies over the March quarter. In Europe, the
dollar retreated against the euro, the Swiss Franc, and
the British Pound, by 2.9% to €0.75, 3.8% to CHF0.90



and 2.9% to £0.62, respectively. The Canadian currency
also appreciated against the dollar, by 2.2% to
CDN#$1.00. In contrast, the outcome was mixed for Asian
currencies, with the Chinese Renminbi down by 0.1% to
CNY6.29, while the Japanese Yen strengthened by 7.2%
relative to the dollar, to ¥82.87.

Buoyed by a series of monetary policy measures
aimed at supporting economic growth, all of the major
equity bourses rallied over the period. In Europe, Ger-
many’s DAX, France’s CAC 40 and the United Kingdom’s
FTSE 100 advanced by 17.8%, 8.4%, and 3.5%, respec-
tively. In the United States, the Dow Jones Industrial
Average (DJIA) and the S&P 500 rose by 8.5% and
12.0%, respectively. Asian markets also rebounded, with
Japan’s Nikkei 225 surging by 19.3%, and China's SE
Composite by a more subdued 2.9%.

Spurred by unfolding geopolitical tensions in the
Middle East, alongside indications of improved economic
conditions within the United States, oil prices grew by
14.9% to $123.67 over the quarter. As investors in-
creased their demand for relatively “safe assets”, the
average cost of silver and gold firmed, by 15.8% and
6.7%, to $32.24 and $1,668.15, respectively.

In a bid to support the fragile global recovery, most
central banks within the major economies either sus-
tained or enhanced their expansionary monetary policy
measures over the quarter. The United States’ Federal
Reserve kept its key Fed Funds rate within the range of
0.00-0.25% and maintained the measures implemented
in the third quarter of 2011, to lower long-term interest
rates and support the economic recovery, by purchasing
$400 billion in Treasury bonds with 6-30 year maturities
and selling the same value of bonds with maturities of 3
years or less. The Bank also reinvested principal pay-
ments from its holdings of agency debt and mortgage
backed securities and rolled over maturing Treasury bills
to bolster mortgage conditions. With inflation on a down-
ward trajectory, the Bank of England held its policy rate at
0.5% and increased the size of its asset purchase pro-
gramme, by £50.0 billion to £325.0 billion. Similarly, the
European Central Bank kept its key interest rates un-
changed and lent an additional €530.0 billion to euro area
banks under its long-term refinancing facility, to ensure
the stability of the financial sector. In China, the country’s
central bank left the main lending and deposit rates
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unchanged but, in a bid to spur economic activity, re-
duced the banks’ reserve requirement ratio by 50 basis
points. The Bank of Japan sustained measures to sup-
port the country’s economic recovery, by increasing the
amount of credit available through its Growth-Supporting
Funding Facility, from ¥3.5 trillion to ¥5.5 trillion, and
expanding its Asset Purchase Programme by ¥10 trillion
to ¥65 trillion. The Bank also left its uncollateralised
overnight call rate between 0.0% - 0.1%.

External sector developments were mixed, as the
weakness in Europe led to worsening terms of trade
among its major trading partners during the first quarter,
in comparison to the December period. In the United
States, the trade deficit deteriorated by 6.2% to $149.8
billion, as the 3.3% advance in imports outpaced the
2.6% improvement in exports. Similarly, the United
Kingdom’s trade deficit widened by 3.3% to £25.0 billion,
due solely to a rise in imports by £0.8 billion, as exports
were unchanged. In the euro area, a surge in net exports
resulted in an €11.8 billion reduction in the trade surplus
to €2.6 billion. The export driven Japanese economy
recorded its fourth consecutive trade deficit, as recon-
struction efforts supported a 1.1% gain in imports which,
when combined with a similar contraction in exports,
resulted in a ¥360.6 million expansion in the trade deficit
to ¥1.5 billion. The Chinese trade situation deteriorated
significantly during the review period, owing to a reduc-
tion in demand from Europe—the country’s largest trad-
ing partner. As a consequence, exports plunged by
15.1% against a 6.5% hike in imports, to occasion a
US$47.6 billion reduction in the trade surplus to US$0.67
billion.



STATISTICAL APPENDIX
(Tables 1-16)
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STATISTICAL APPENDIX

Table 1  Financial Survey

Table2  Monetary Survey

Table 3  Central Bank Balance Sheet

Table4  Domestic Banks Balance Sheet

Table5  Profit and Loss Accounts of Banks in The Bahamas
Table 6  Money Supply

Table 7 Consumer Installment Credit

Table 8  Selected Average Interest Rates

Table9  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. na.  notavailable

2 nil

3.p provisional

4. r revised

5. Due to rounding, the sum of separate items may differ from the total
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GROSS ECONOMIC CONTRIBUTION OF THE FINANCIAL SECTOR IN THE BAHAMAS (2011)

INTRODUCTION

The Central Bank's 2011 survey on the gross eco-
nomic contribution of the financial sector—which consti-
tutes an estimated 15% of the country’s gross domestic
product—captures the sector's ongoing importance to
the domestic economy in terms of job opportunities and
direct outlays. Generally, banks and trust companies’
operations remained relatively stable during 2011,
despite continuing challenges posed by mild domestic
economic conditions for the commercial banks, and
higher market volatility, compounded by an onerous
global regulatory environment for international banking
activities. The non-bank financial service providers,
inclusive of insurance companies, credit unions, mutual
fund administrators and financial and corporate service
providers also registered stable outcomes during the
year.

THE BANKING SECTOR

Banks and trust companies account for the largest
segment of the financial sector's contribution to the
domestic economy, in terms of employment, spending
and the scale of their operations and assets.

During 2011, the total number of banks and trust
companies licensed to operate in The Bahamas in-
creased by a net of 2 to 278, following a gain of 4 in
2010. Growth was limited to the restricted trust and
nominee trust licensees, which rose by 5 to 155, while
public banks and trust licensees fell by 2 to 116 and
non-active licensees decreased by 1 to 7. The public
licensee group included 74 Bahamian incorporated
entities, 24 euro-currency divisions of foreign banks and
trust companies, and 18 domestic banks. Among the
domestic banks, there were 10 authorized agents,
largely providing trust and wealth management services
and limited Bahamian dollar business, and 8 authorized
dealers or commercial banks.

In 2011, the operational environment for the eight
(8) domestic commercial banks was shaped by persis-
tently high liquidity and anaemic private sector credit
growth, amid very mild consumer demand. Total assets
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of the domestic banking system expanded by 1.1%
$106.4 million) to $9.5 billion, supported by moderate
gains in loans and holdings of Government securities.

As Dborrowers experienced persistent difficulty in
meeting loan commitments, the level of domestic arrears
and non-performing loans remained elevated, at 19.3%
and 13.0% of total private sector loans, respectively.
However, banks' average capital ratios rose by 1.6
percentage points to 27.6% of total risk weighted assets
during the year, considerably in excess of the Central
Bank's requirements. Overall, profitability levels were
maintained during 2011, mainly as a result of lower
provisions against loan losses, while the downward
adjustment in interest rates, in June, had only a marginal
effect on average rates on new loans.

On the international side, firms had to contend with,
inter alia, renewed volatility and uncertainty in market
conditions, weakened investment allocations and re-
turns, and a stepped-up global regulatory agenda, which
necessitated strategic reviews and adjustments to
business models. Despite the challenges faced by the
sector, total assets of the international banks and trust
companies rose by 12.6% ($65.7 billion) to $588.3
billion.

EMPLOYMENT

Employment outcomes in the banking sector con-
tinued to reflect measures taken by firms to consolidate
and rationalise operations, amid slowed growth oppor-
tunities. Preliminary data placed total employment in the
banking sector lower by 2.3% (113) at 4,795 persons,
compared to a slight 0.1% gain in 2010 and an annual
average growth of 1.1% over the preceding five (5)
years. Bahamian employees declined by 2.3% (108) to
4,500 and non-Bahamian employees, by 1.7% (5) to
295—leaving their respective proportions of total em-
ployment unchanged at 93.8% and 6.2%. Nearly 71% of
Bahamians were engaged in local banking activities, and
the remainder in offshore banking, trust administration
and related wealth management services.
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Banking Sector Employment
(Thousands)
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EXPENDITURES

Despite the moderation in employment levels, high-
er outlays for salary, administrative costs and Govern-
ment fees led to total spending rising by an estimated
$13.6 million (2.3%) to $595.2 million—following the
$27.8 million (5.0%) gain in 2010.

Operational costs, at some 96.2% of total expendi-
tures, grew by 2.9% to $572.8 million, a slowdown from
the 4.5% expansion of the prior year and 5.7% average
growth for the preceding five years. Salary payments
accounted for more than half of these outlays, and were
up by 0.6% ($1.7 million) at $288.2 million, compared
with a 2.1% rise in 2010. Base salaries steadied at
$253.6 million, while bonuses rose by 5.5% ($1.8 mil-
lion) and staff training outlays were higher by 11.2%
($0.2 million) compared to 13.4% for 2010.

Approximately 5.1% of outlays represented fees
paid to Government, which grew by 15.1% ($3.8 million)
to $28.9 million, in contrast to a 2.7% falloff in 2010.
Reflecting recent hikes in fees payable by domestic
banks, licensing costs increased by $4.3 million, to
negate a $0.7 million decline in other “miscellaneous”
fee payments. In addition, administrative expenses
totalled $253.3 million, inclusive of lease payments and
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management fees for outsourced operations, and ac-
counted for some 44.2% of the aggregate—up $10.3
million (4.2%) from 2010. Utility payments grew by 1.9%
to $25.1 million, and contributions to charitable organisa-
tions firmed by 3.2% to $2.1 million. Amid a sharp
decline in expenditures for new premises, as banks
focused their attention on renovating existing properties,
capital spending fell by 9.7% to $22.4 million, a turna-
round from the 18.1% boost a year earlier.

DOMESTIC VERSUS INTERNATIONAL BANKING

A disaggregated analysis of domestic and interna-
tional banking operations emphasizes the more retalil
oriented and staff intensive nature of the domestic
banks. This compares with the specialized focus of the
international banks in wealth management operations
and other high value-added services, which tend to be
more relationship focused and require a highly trained
workforce.
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EMPLOYMENT

Employment in domestic banks declined by
0.3% (11 persons) to 3,705, relative to a 0.7% gain in
2010. For the international banking sector, the broad
based contractions resulted in employment falling by
8.6% (102) to 1,090 persons, exceeding the 2.0%
decline a year earlier. As a result, domestic banks’
share of total sector employment firmed by 1.6 percen-
tage points to 77.3%, while the international banks share
declined by an equivalent percentage to 22.7%.

A further breakdown showed a reduction in the
number of Bahamians employed by domestic banks, by
approximately 12 persons (0.3%) to 3,657, vis-a-vis a
0.4% increment in 2010 and a more elevated average
annual growth rate of 1.2% in the five years to 2010.
The number of non-Bahamians was incremented by 1 to
48, after a net gain of 11 persons a year earlier; howev-
er, on average, non-Bahamians employed in the sector
declined by 5.1% between 2006 and 2010. As a result,
the ratio of Bahamians to non-Bahamians trended
downwards, to 76:1 in 2011, from 78:1 in 2010.

In the international sector, the decline in Baha-
mian employees was higher at 10.2% (96 persons), to
843 persons, from a 1.1% (10 persons) contraction in
2010. Non-Bahamian workers also decreased by 2.4%

35

(6 persons), following the prior year's 5.2% reduction.
Correspondingly, the ratio of Bahamians to non-
Bahamians fell to approximately 3:1 from 4:1.

During 2011, total expenditure of domestic firms in-
creased by 4.0% ($13.9 million) to $363.6 million, or
61.1% of the banking sector's total spending, although
moderating from the 6.2% ($20.5 million) rise in 2010.
Operational costs, at 95.7% of the total, were higher by
5.7% ($18.9 million) at $348.0 million, due mainly to
growth in other administrative costs of 9.6% ($13.6
million). Increased license fees led to higher payments
to the Government, by 37.2% ($5.4 million), a reversal
from a 2.0% ($0.3 million) decline in the prior period.
Staff training outlays also advanced by 36.4% ($0.4
million) to $1.5 million, whereas reduced construction
activity lowered capital expenditure by 24.3% ($5.0
million) to $15.6 million. In contrast, salary payments fell
marginally by 0.3% ($0.6 million) to $171.2 million, as
the gain in average salaries by 0.6% at $42,024.00, was
outpaced by the 6.3% decline in bonus payments to
$4,184.00.

Employment: Domestic & Int'l Banks (2011)

Non-Bah/Off

19.4%

\

Non-
Bah/Dom
1.0%

Bah/Dom
76.3%

In the international sector, total outlays declined
marginally by 0.2% ($0.4 million) to $231.6 million.
Operational expenditures fell by 1.3% ($3.1 million) to
$224.7 million, with employee compensation up by 1.9%
($2.2 million) to $117.0 million, a reversal from a 1.8%
($2.1 million) decline a year earlier. Reflecting the
improvement in salaries, the average base wage grew



by 8.7% ($7,183.00) to $89,817.00 and bonus payments
firmed by 28.1% ($3,848.00) to $17,523.00. However,
Government-related fees fell by $1.7 million (15.9%) to
$9.0 million and outlays for staff training decreased by
$0.2 million to $0.9 million. Other administrative ex-
penses were lower by 3.3% ($3.3 million) at $97.9
million, relative to the 10.7% rise in 2010. Capital
spending grew by $2.6 million (62.0%) to $6.8 million in
2011, to reverse the year-earlier 8.7% contraction.

OTHER FINANCIAL SECTOR ACTIVITIES
INSURANCE SECTOR

Preliminary indications are that activity in the insur-
ance sector continued to expand at a modest pace,
despite some consolidation within the industry aimed at
achieving greater cost efficiencies. Based on data from
the Insurance Commission of The Bahamas, the number
of licensed operations was lower by 51 at 127, partly
due to declines in domestic agents & brokers, by 31 to
57, general (non-life), by 24 to 11 and life insurance
companies, by 6 to 11.

Domestic insurers’ performance indicators were
mixed. The total value of assets held fell marginally by
0.3% ($3.7 million) to $1,323.9 million, as the decline in
the assets of life insurance companies, by 1.5% ($14.1
million), outpaced an increase in the non-life component
of 2.9% ($10.3 million).

Provisional statistics from the Central Bank's an-
nual survey revealed that, despite the reduction in
licensed operators and assets, employment in the sector
grew by 4.5% (69 persons) to 1,608. Growth was solely
in the Bahamian component, which accounted for 98.3%
of the sector's employment, at 1,581, while the number
of non-Bahamian employees steadied at 27. Salaries
for the sector—excluding bonuses—were up by an
estimated $1.6 million to $57.3 million; however, the
average compensation for full-time employees con-
tracted by 1.9% to $43,828.00. Government fee pay-
ments increased by 20.2% ($2.8 million) to $16.6 million,
while miscellaneous administrative costs were up by
3.3% to $30.6 million. Capital outlays, public utility
payments and staff training costs were relatively stable
at $11.3 million, $9.8 million and $2.5 million, respective-

ly.
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CREDIT UNIONS

Preliminary reports on the credit union sector
showed steady gains in activity in comparison to 2010.
Total assets of the ten (10) entities in the sector in-
creased by an estimated $25.7 million (10.3%) to $274.3
million, following a 5.6% expansion in 2010. The out-
come was buoyed by gains in loan portfolios, by 5.2% to
$178.6 million, and liquid investments by 53.0% to $46.3
million. Estimated revenues for the sector expanded
slightly by 1.7% ($0.4 million) to $25.0 million, while
operational outlays rose by 9.4% ($1.0 million) to $11.8
million, occasioned mainly by higher salaries and occu-
pancy costs, of 13.5% and 19.3%, respectively.

According to the Bank’s survey of these institutions,
at end-2011 credit unions employed 108 Bahamians—a
net reduction of 4 from 2010.

INVESTMENT FUNDS INDUSTRY

Data compiled by the Securities Commission of The
Bahamas showed a mixed outcome in terms of licensing
activity. The number of approvals granted for Securities
Investment Advisors increased to twenty-one (21), from
seven (7) a year earlier, due in part to the advantages
which companies obtain from utilising management
representatives rather than establishing a physical
presence. Significantly fewer licenses were granted for
Broker Dealers Class | (3) & Il (1) and Facilities (1),
compared to 2010 when only two (2) licenses were
issued for Broker Dealers Class Il and none for the other
categories. The number of individuals licensed rose by
nineteen (19) to one hundred and six (106) and were
broken down into Principals (48), securities investment
advisers (33), associated persons (15) and brokers (10).
In terms of investments, a total of 138 funds and 5
investment fund administrators were licensed in 2011,
representing increases over the one hundred and twenty
(120) and three (3) recorded in 2010. Further, the
number of financial and corporate service providers’
licenses fell by three (3) to thirty-three (33)—the bulk of
which (22) comprised company registrations.

Active investment funds declined in number by
5.3% (40) to 713, exceeding the 4.4% contraction of
2010. This outturn, reflected significant reductions in the
number of Recognized Foreign Funds and Standard
Funds, by 54 to 104 and by 20 to 50, respectively, which



outpaced gains in SMART funds (by 23 to 305) and
Professional Funds (by 11 to 254).

Indications are that employment within the sector
stabilized, as the total number of investment fund admin-
istrators—the major source of employment—held steady
at 65, with the unrestricted segment accounting for the
bulk (52%) of the total. In addition, the number of active
funds under management by administrators firmed by
1.6% (11) to 680.

INTERNATIONAL BUSINESS COMPANIES (IBCS)

Despite the challenges facing the international
business sector, preliminary data showed a total of
2,438 new IBC registrations for 2011, bringing the total
number to 163,231 at end-2011, slightly above 2010’'s
2,388 new registrants. However, fees paid to the Gov-
ernment, largely for annual renewals, declined by 3.8%
to $17.6 million, extending the 8.8% reduction for 2010.

OTHER FINANCIAL SECTOR DEVELOPMENTS

The Bahamas continued to progress initiatives
aimed at enhancing the resiliency of the financial servic-
es sector, including its compliance with international
regulatory standards and codes.

In the area of information exchange, The Bahamas
executed an additional six (6) Tax Information Exchange
Agreements (TIEAs) in 2011, having concluded agree-
ments with Japan, India, the Republic of Korea, Guern-
sey, Aruba, and South Africa. This brings the number of
TIEAs to twenty-eight (28)—including eleven (11) with
members of the G20 group of countries.

On the regulatory and legislative front, there were a
number of changes to enhance supervisory and over-
sight activities. For the Central Bank, progress was
made towards the full implementation of the Risk Based
Supervision Framework (RBSF), as a means of enhanc-
ing the Bank’s understanding of firms’ business strate-
gies, risk management and internal control functions,
and achieving more effective and efficient use of its
supervisory resources. Work on the implementation of
the Market Risk Amendment also progressed, and the
stress-testing model was expanded to include liquidity
and interest rate risks along with credit risks, and tests
were conducted to estimate both the resilience of indi-
vidual domestic banks’ capital levels and the system as
a whole, to a combination of extreme, yet plausible,
stress scenarios.
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In an effort to enhance the regulatory and legisla-
tive oversight framework for its licensees, in 2011, the
Central Bank brought into force: The Banks and Trust
Companies (Amendment to the Third Schedule) Regula-
tions, 2011, the Banks and Trust Companies Regula-
tions (Amendment) Act, 2011 and the Banks and Trust
Companies (Large Exposure) (Amendment) Regula-
tions. Further, the schedule to the Banks and Trust
Companies (Money Transmission Business) Regula-
tions, 2008 was modified to establish a new fee payable
by money transmission service providers for each
location where a money transmission agent operates on
behalf of the service provider. Other new pieces of
legislation implemented included the Banks and Trust
Companies (Auditors) (Facts and Matters of Material
Significance), 2011, and Banks and Trust Companies
(Liquidity Risk Management) Regulations.

Another important sector development was the
coming into force of the Securities Industry Act, 2011, on
30th December 2011, which included new standards
and requirements for all participants in the securities and
capital market, as well as non-participant entities. It
strengthened, inter alia, provisions to enable the Securi-
ties Commission to act and respond to issues arising
within domestic securities markets.

Among the initiatives aimed at streamlining the reg-
ulatory space regime was the commencement of the
project to transition credit union supervision from the
Department of Cooperatives to the Central Bank. The
project commenced in September 2011, with the en-
gagement of a Credit Union Technical Adviser, under a
three-year technical assistance programme sponsored
by the Commonwealth Secretariat. Since then, steady
progress was made towards achieving the two overarch-
ing project objectives, the first of which is the institutional
strengthening of credit unions’ operations through a
comprehensive assessment of their operations, and the
delivery of appropriate training to ensure consistency
and compliance with international standards. The
second mutually reinforcing project objective focuses on
strengthening the regulatory regime, which includes the
formulation of the transition plan, reviewing and making
changes to the existing regulatory framework and the
provision of other capacity building opportunities for the
regulator and the credit union boards and management.



During the year, regulators worked closely on prep-
arations for the International Monetary Fund’s Financial
Sector Assessment Programme (FSAP) mission sche-
duled for July, 2012. The objectives of the FSAP are to
identify financial system strengths, vulnerabilities and
risks, and seek, inter alia, to transfer expertise and best
practices, and to help the authorities design policy
responses to improve the stability and resiliency of the
financial system. One aspect of the FSAP is an as-
sessment of The Bahamas’ observance with internation-
al standards, codes and guidelines in the quality of
supervision of the banking [the Basel Core Principles for
Effective Banking Supervision (BCP)]; insurance [Inter-
national Association of Insurance Supervisors’ (IAIS)
Insurance Core Principles] and securities [International
Organization of Securities Commissions’ (I0SCO)
Objectives and Principles of Securities Regulation]
sectors. Earlier self-assessments completed in 2009,
and updated by the regulators, were used to identify
gaps in their respective legal and regulatory frameworks
and develop action plans for addressing such gaps. The
FSAP exercise will also examine potential financial
stability risks, using stress testing models. Among the
documents to be produced at the end of the FSAP, is a
Financial System Stability Assessment (FSSA) report,
which will contain a summary of the financial sector risks
and vulnerabilities, along with a summary of The Baha-
mas’ observance of the various international standards
and codes governing regulated activities.
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CONCLUSION AND OUTLOOK

The Bahamian financial services industry continues
to demonstrate resilience in the face of ongoing chal-
lenges brought on by the global crisis, which have
heightened regulatory requirements and squeezed
operating margins. Prospects for growing the sector
remain favourable, as private/public initiatives focus on
exploiting increasing wealth management business
opportunities in the emerging markets. The Bahamas’
commitment to maintaining a competitive enabling
environment, in terms of quality services, a robust, yet
adaptive, regulatory and legislative regime, and align-
ment with international best practices in the an area of
transparency, should support this broadening growth
objective.
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