C,‘NW

k)
ﬁ'@‘%

)’}7'5' B Ay\?‘

Quarterly
Economic
Review

June, 2010

Vol. 19, No. 2



The Quarterly Economic Review is a publication of The Central Bank of The Bahamas, prepared by
The Research Department for issue in March, June, September and December. It replaces the former
Quarterly Review which was last published for March 1992. All correspondence pertaining to the
Economic Review should be addressed to:

The Manager
Research Department
The Central Bank of The Bahamas
P. O. Box N-4868
Nassau, Bahamas

www.centralbankbahamas.com
email address: research@centralbankbahamas.com



QUARTERLY ECONOMIC REVIEW

Volume 19, No. 2
June, 2010

CONTENTS

PAGE
1. REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS
DoMESTIC ECONOMIC DEVELOPMENTS 1
FISCAL OPERATIONS 1
REAL SECTOR 4
TOURISM 4
CONSTRUCTION 5
PRICES 6
MoONEY, CREDIT & INTEREST RATES 6
CAPITAL MARKETS DEVELOPMENTS 1
INTERNATIONAL TRADE & PAYMENTS 1
INTERNATIONAL ECONOMIC DEVELOPMENTS 12

2. STATISTICAL APPENDIX (TABLES 1-16) 14



REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC EcCONOMIC DEVELOPMENTS

Aided by the sustained—although still fragile—
recovery in the global economy, domestic economic
conditions were broadly stable over the second quarter of
2010, following a contraction in the corresponding period
of 2009. Indications are that tourism output improved, as
several private/public sector promotional programs rein-
forced an increase in air arrivals and hotel earnings, and
sea visitors maintained a firming trend. Notwithstanding
the stimulus from Government’s infrastructural projects,
construction output continued to be sluggish, amid weak-
ness in private housing and foreign-investment led activ-
ity. Inflationary pressures remained subdued over the
twelve-months to May, owing mainly to a moderation in
global oil prices.

Fiscal sector developments over the eleven months
of FY2009/10 revealed a widening in the overall deficit, in
comparison to the same period a year earlier, due to a
combination of reduced tax receipts and higher aggregate
expenditure, earmarked mainly towards capital projects
and net lending to public corporations. Budgetary financ-
ing was sourced from both domestic borrowing and a US
dollar denominated external bond issue.

Monetary conditions featured a continued build-up in
banking sector liquidity albeit at a slower pace, fostered
by constrained consumer demand and augmented by the
receipt of proceeds from the sale of a local business to a
foreign entity. This one-off inflow, together with improved
tourism receipts, supported gains in external reserves.
The modest growth in domestic credit was entirely attrib-
uted to the public sector; as lending to the private sector
contracted. Elevated unemployment levels combined
with the slump in domestic business activity explained a
further deterioration in banks' credit quality indicators over
the quarter, although a widening in the interest rate
spread and a rebound in non-core income secured an
improvement in their overall profitability.

In the external sector, the estimated current account
deficit narrowed modestly, benefitting from lower imports
of goods, an increase in tourism earnings, as well as

reduced net payments for other “miscellaneous” services,
which offset higher income outflows related to banks’
profit repatriations. Despite improved net foreign direct
investment receipts, the surplus on the capital and finan-
cial account contracted, owing to a reversal in net “mis-
cellaneous” investment transactions, to a net outflow, as
domestic banks reduced their foreign liabilities compared
to a year earlier when Government’s short-term borrow-
ings buoyed the surge in these liabilities.

FiscAL OPERATIONS

OVERVIEW

Reflecting the anaemic demand conditions, which
dampened tax receipts and increased spending require-
ments, the fiscal deficit widened by 49.1% to $327.0
million over the eleven months of FY2009/10. Total
expenditures increased by 4.3% to $1,482.0 million, while
revenues contracted by 3.9% to $1,155.0 million.

REVENUE

Tax revenue, which comprised 84.2% of total re-
ceipts, fell by 7.1% ($74.1 million) to $972.4 million,
mainly due to the contraction in non-trade related stamp
taxes, by 26.6% ($46.0 million) to $127.0 million, occa-
sioned by lower property and financial transaction re-
ceipts. Underlying the contraction in imports, taxes on
international trade & transactions fell by 6.3% ($33.7
million) to $503.5 million, reflecting declines in import
taxes by 9.1% ($31.3 million) and excise taxes by 1.9%
($3.3 million); while other “non-allocated” tax revenues—
which are mainly trade-related transactions—declined by
23.1% ($14.4 million). Smaller reductions were noted for
selective taxes on services ($3.0 million) and motor
vehicle taxes ($0.1 million). In contrast, collections for
business and professional licence fees were higher by
13.2% at $97.2 million, for property taxes, by 9.0% at
$87.0 million and departure taxes, by 8.7% at $60.8
million.

Non-tax receipts grew by 17.7% ($27.4 million) to
$182.5 million, mainly supported by growth in income-



related inflows. Proceeds from a private entity’s share
repurchase transaction elevated revenues from other
“miscellaneous” sources by 51.6% to $103.1 million,
while income from public enterprises almost doubled to
$1.8 million. In contrast, fines, forfeits & administrative
fees fell by 9.4% to $77.2 million, and proceeds from the
sale of Government property declined by two-thirds to
$0.3 million.

Government Revenue By Source
(Apr - May)

FY08/09 FY09/10

BSM %  BWM %
Property Tax 10.8 4.0 8.0 3.9
Selective Services Tax 6.4 2.4 10.9 5.4
Busines. & Prof Lic. Fees 31.5 11.6 30.9 15.2
Motor Vehicle Tax 3.9 1.5 3.8 1.9
Departure Tax 11.0 41 17.2 8.4
Import Duties 59.2 21.9 53.2 26.1
Stamp Tax from Imports 2.7 1.0 2.7 1.3
Excise Tax 27.9 10.3 31.6 15.5
Ex port Tax 3.0 1.1 1.4 0.7
Stamp Tax from Exports - - - -
Other Stamp Tax 35.3 13.1 22.7 11.1
Other Tax Revenue 10.6 3.9 2.7 1.3
Fines, Forfeits, etc. 14.7 54 14.3 7.0
Sales of Govt Property 0.1 0.1 0.1 0.0
Income 53.7 19.8 4.7 2.3
Other Non-Tax Rev. - - - -
Capital Revenue - - - -
Grants - - - -
Less:Refunds 0.3 0.1 0.3 0.1
Total 270.6 100.0 204.1 100.0

increase in the wages and salaries bill of 1.1% to $527.5
million.

On a functional basis, the modest growth in current
spending was occasioned by higher outlays for social
benefits & services by 9.8% to $100.5 million; other
community & social services, by 48.3% to $18.0 million;
health, by 4.7% to $238.6 million; and defense, by 12.3%
to $39.6 million. In addition, unallocable outflows ad-
vanced by 16.0% to $171.2 million. Conversely, spending
on general public services fell by 7.0% to $336.1 million
and education, by 2.0% to $234.3 million. Similarly,
housing expenditure contracted by $2.0 million to $2.3
million and outlays for economic services decreased by
7.2% to $126.9 million, owing to lower payments for
tourism and agriculture & fisheries services.

With regard to capital spending, Government's ex-
tensive infrastructure development programme boosted
capital formation outlays by 32.9% to $116.7 million. In
contrast, spending on asset acquisitions decreased by
63.6% ($13.5 million) to $7.7 million, owing mainly to an
$11.8 million decline in other “miscellaneous” spending—
due mainly to a reduction in land purchases—to $3.5
million. Similarly, transfers to non-financial public enter-
prises fell by $1.3 million to $0.6 million.

EXPENDITURE

Total outlays rose by 4.3% ($61.0 million) to
$1,482.0 million over the review period, led by gains in
net lending to public enterprises and capital spending of
60.3% and 15.7% to $86.1 million and $128.3 million,
respectively.  Growth in current spending was more
modest at 0.9% to $1,267.6 million.

By economic classification, the increase in current
expenditure reflected higher transfer and subsidy pay-
ments, which grew by 5.5% to $507.0 million, as the
rising level of Government debt corresponded to a firming
in interest payments by 16.0% to $171.2 million. Notable
gains were also registered for transfer payments to public
corporations (23.8%), households (6.3%) and overseas
entities (4.6%). In contrast, consumption spending fell by
2.0% to $760.6 million, as purchases of goods & services
moved lower by 8.4% to $233.1 million, offsetting the
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FINANCING AND THE NATIONAL DEBT

Financing activities during the eleven-month period
totalled $536.5 million and comprised $224.7 million in
Bahamian dollar debt, the majority of which related to
debt security issues ($209.7 million), with loans account-
ing for the remaining $15.0 million. External borrowings
at $310.2 million comprised a US$300 million bond issue
and loan financing of $10.2 million. Of the $269.3 million
in debt repayments, $160.9 million was earmarked to-
wards short-term foreign currency obligations to domestic
commercial banks, $76.0 million for local currency obliga-
tions, and $32.4 million to satisfy external commitments.

At end-June 2010, Bahamian dollar denominated
debt, at $2,692.5 million, accounted for 79.4% of the
Direct Charge, vis-a-vis 81.1% in the preceding year.
The majority was held by commercial banks (36.6%),
followed by non-bank private investors (29.9%), public
corporations (26.1%), the Central Bank (7.2%) and Other
Local Financial Institutions (0.2%). Long-term securities
represented 85.0% of the Bahamian dollar debt, bearing
an average term to maturity of 12.5 years. Next were
Treasury bills, which accounted for 11.2% of the total,
followed by loans and advances with the remaining 3.8%.

Reflecting modest declines in the guaranteed debt of
the Bahamas Electricity Corporation and the Bahamas
Mortgage Corporation, Government’s total contingent
liabilities contracted by 1.5% to $564.5 million, but stood
28.3% higher than the year-earlier level. As a conse-
quence, the National Debt firmed by 2.1% ($80.6 million)
to $3,957.3 million at end-June 2010, and by 12.3%
($432.5 million) year-on-year.

PuBLIc SECTOR FOREIGN CURRENCY DEBT

Public sector foreign currency debt contracted by
1.0% ($11.7 million) to $1,146.7 million over the three-
month period to June, a turnaround from the 14.7%
($127.5 million) accretion registered a year-earlier, as no
drawings were made by either Government or the public
corporation. However, amortization payments amounted
to $3.6 million and $8.1 million, respectively. As a result,
the Government’s obligations, which represent 61.1% of
the total, decreased by $3.6 million to $700.4 million,
while public corporations’ liabilities narrowed by $8.1
million to $446.3 million.

Debt service payments contracted by 52.1% ($41.8
million) to $38.4 million, on a yearly basis, as Govern-

ment’s amortization payments, which were boosted last
year by refinancing activities, fell by $49.9 million to $3.6
million, to outpace the $10.5 million increase in interest
charges to $22.6 million. Public corporations’ debt ser-
vice narrowed by 16.6% ($2.4 million), owing to declines
in both principal and interest charges, by $1.8 million and
$0.6 million, to $8.1 million and $4.1 million, respectively.
At end-June 2010, total debt service as a percentage of
goods and non-factor services was higher at 4.5% from
an adjusted 3.2% a year earlier.

By creditor profile, private capital markets held the
bulk of the outstanding public sector foreign currency
debt (52.3%), followed by commercial banks (32.0%),
multilateral institutions (10.5%), and bilateral and other
creditors (5.2%). The debt was denominated almost
entirely in US dollars (99.1%), with an average age to
maturity of 19.2 years.

2010/2011 BUDGET HIGHLIGHTS

The Government’s 2010/11 Budget, which was pre-
sented in Parliament on 26th May, 2010 and approved in
June 2010, emphasized the importance of reducing the
fiscal deficit and debt-to-GDP ratios to more prudent
levels. The Government expressed its commitment to
reducing the debt/GDP ratio to 40.0% over the medium-
term, from its projected level of 47.3% at the end of the
FY 2009/10. This policy posture followed a significant
expansion in the debt-to-GDP ratio, which occurred in the
previous fiscal year, when Government sought to utilize
countercyclical policies to mitigate the effects of the
global recession on the local economy and weak domes-
tic demand reduced tax revenues from international
trade. The implementation of these measures is expected
to result in a narrowing of the deficit-to-GDP ratio, to
3.0% in comparison to a projected 5.7% in FY2009/10.
The rate of growth in the debt-to-GDP ratio for FY2010/11
is forecasted to slow by 1.9 percentage points to 49.2%
of GDP, compared to a 5.3 percentage point advance to
47.3% of GDP in the previous fiscal year.

In terms of revenues, the Government plans to in-
crease rates for a number of taxed items, including stamp
tax on realty and bank transactions, tourism-related
activities, and annual fees provided by banks and Interna-
tional Business Companies (IBCs). The implementation
of these initiatives, along with other administrative and
tariff rationalization measures, is expected to yield an
additional 8.6%, bringing tax revenues to $1,343.5 mil-



lion. Non-tax receipts are budgeted to fall by 2.9% to
$136.8 million, for an overall gain in revenue of 8.4% to
$1,517.2 million.

Underlying the forecasted growth in tax receipts is a
7.7% ($50.9 million) hike in taxes on international trade &
transactions to $712.4 million, supported by higher reve-
nues from imports ($19.0 million), excise taxes ($18.8
million) and a doubling in export tax receipts to $24.2
million.  Similarly, both departure and hotel occupancy
taxes are expected to benefit from higher rates and
increases in stopover visitors, securing programmed
gains of 32.7% to $92.3 million and 63.4% to $45.2
million, respectively. Motor vehicle tax receipts are antic-
ipated to rise by 35.3% to $32.9 million, due in part to the
restructuring of the tax regime for vehicles; and stamp
taxes on non-trade transactions are projected higher by
4.7% at $219.9 million. With the two-year holiday from
payment of business licence fees for small businesses,
as defined in the Business Act, business and professional
license fees are projected to grow marginally by 3.3% to
$103.5 million. In contrast, other “miscellaneous” taxes
are expected to fall by a combined 30.5% to $15.3 mil-
lion.

The budgeted decline in non-tax revenue is mainly
associated with a falloff in income from non-public enter-
prises of 18.6% to $36.5 million, as dividend and other
transfers from a few entities are expected to return to
trend levels after a significant projected increase in the
prior fiscal year. Fines, forfeits & administration fees are
anticipated to grow by 3.5% to $98.6 million, and receipts
from Government property sales are set to rise by $0.3
million to $1.0 million.

Expenditures are expected to increase by 2.7% to
$1,733.5 million, as the reduction in net lending offset
gains in both current and capital expenditures. Current
spending, at a projected $1,467.2 million, represent a
2.6% gain over the previous year's budget, amid planned
measures to slow the increase in wages and salaries. By
contrast, the capital budget was boosted by 9.0% to
$227.6 million, reflecting Government's intention to
continue the pace of infrastructure developments.

By economic classification, the recurrent portion of
Government’s consumption is projected to contract
marginally to $879.8 million, as the 1.0% decrease in the
dominant wages and salaries component to $574.0
million is offset by the increase in goods & services

purchases, by 1.6% to $305.8 million. Transfer payments
are set to advance by 6.9% to $587.4 million, owing
mainly to an 18.0% hike in interest payments to $208.4
million, and a more modest increase in subsidies by 1.6%
to $379.0 million.

By function, recurrent expenditure provisions for so-
cial benefits & services are anticipated to rise by 19.0% to
$125.4 million; economic services, by 12.2% to $175.8
million, due to increased outlays for transportation and
labor employment services; and defence, by 5.8% to
$46.8 million. Conversely, approved spending for general
public service is poised to contract by 4.3% to $374.7
million; for education, by 3.2% to $256.3 million; health,
by 2.8% to $257.7 million; other community & social
services, by 15.5% to $19.2 million and for housing, by
18.0% to $2.9 million.

The budgeted capital expenditure is higher by 9.0%
at $227.6 million, buoyed by a 1.7% increase in infra-
structure spending to $184.0 million. Provisions for asset
acquisitions are projected to more than double to $40.7
million, due mainly to higher land purchases. In contrast,
transfers to both non-financial public enterprises and
public corporations are slated to decline by 61.9% to $1.8
million and 66.7% to $1.1 million, respectively.

To cover the financing gap, the Government antic-
ipates Bahamian dollar borrowing of $235.0 million, down
from $309.7 million in FY2009/10, and external drawings
are expected at $55.0 million, compared to a projected
$63.8 million a year ago. Debt amortization payments are
forecasted to absorb a reduced $70.0 million in
FY2010/11, of which the majority ($58.9 million) is ear-
marked for local currency obligations.

REAL SECTOR

TOURISM

Preliminary second quarter data for the tourism sec-
tor suggests sustained improvement in output benefitting
from more favourable conditions in North American
markets, combined with demand generating measures of
several private and public sector agencies. Nevertheless,
the performance of the sector remained below 2008’s
levels.



Total visitor arrivals firmed by 12.3% over the com-
parable period of 2009, as the gains in sea traffic wi-
dened to 17.5% from 9.9% a year earlier; while the key
value-added air segment firmed marginally by 0.8%.
Disaggregated by first port of entry, visitors to New Provi-
dence declined by 6.2% to 686,078, following last year's
19.5% surge, as the 10.0% falloff in sea traffic outpaced
the 0.4% gain in the air segment. By comparison, the
number of tourists to Grand Bahama was boosted by
61.0% to 227,393, benefitting from the repositioning of
one cruise line from Nassau, as well as promotional
campaigns which linked cruise lines with hotel properties,
and translated into a near doubling in sea passengers to
195,410. However, air visitors fell by 13.5%. Strong
double digit gains in both air (12.0%) and sea (39.2%)
visitors boosted Family Islands’” arrivals by 34.1% to
410,242.

Initial data for the hotel sector suggested an im-
provement in revenues for the quarter, reflecting higher
average daily rates and occupancy levels. Information
obtained from a sample of New Providence/Paradise
Island properties showed total room revenue increasing
relative to the previous year by 4.8% to $162.14 million,
as average daily room rates firmed by 2.1% to $235.43
and occupancy levels by 3.0% to 68.4%.

Visitor Arrivals
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CONSTRUCTION

During the second quarter, construction output re-
mained constrained by weakness in both foreign direct
investment activity and domestic funded projects. On the
domestic side, data from banks, insurance companies,
and the Bahamas Mortgage Corporation showed a con-
traction in mortgage disbursements for new construction
and repairs, of 47.8% to $31.8 million, following a 22.9%
falloff recorded a year ago.

Disbursements for commercial developments were
slashed by 54.0% to $3.8 million, exceeding last year's
18.5% decline; and the residential component receded by
47.1% to $28.0 million, following a 23.4% falloff in 2009.

Data for mortgage commitments showed that near-
term prospects for building activity remained lackluster,
as new construction and repairs contracted by 19.1% to
275, on an annual basis, with a corresponding decline in
value of 29.7% to $39.5 million. In terms of the compo-
nents, the residential segment declined in number and
value, by 17.3% and 27.9% to 273 and $38.8 million,
respectively. Similarly, the number of commercial com-
mitments fell to 2 from 10, with an attendant decline in
value, by $1.6 million to $0.7 million.

Interest rate developments revealed a year-on-year
firming of the average interest rate offered on commercial
mortgages by 0.1 of a percentage point to 8.9%; while
residential rates steadied at 8.4%.

Mortgage Commitments:
New Construction and Repairs
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PRICES

Average consumer price inflation for the twelve-
month period to May decelerated to 1.5% from 5.2% over
the same period in 2009. This outturn was led by a
reduction in average price gains for food & beverages,
other goods & services and housing, of 6.8, 6.5 and 4.5
percentage points, to 1.28%, 2.07% and 0.30%, respec-
tively. In addition, inflation for furniture & household
operations tapered by 3.73 percentage points to 2.47%,
for transport & communications, by 2.72 percentage
points to 0.98% and for medical care & health, by 1.62
percentage points to 3.26%. Recreation, entertainment &
services costs fell marginally by 0.68% in contrast to a
3.89% advance a year earlier; however, accretions to
average clothing & footwear prices firmed by 0.64 per-
centage points to 1.71%.

Despite the decline in oil prices, fuel and electricity
costs rose during the June quarter. Data from the De-
partment of Statistics’ survey showed that the prices of
both gasoline and diesel firmed, by 5.0% and 4.5% over
the three-month period, to $4.47 and $3.78 per gallon,
respectively and were 20.8% and 42.2% higher than the
previous year's levels. The Bahamas Electricity Corpora-
tion’s fuel surcharge for energy consumption rose, on a
quarterly and yearly basis, by 6.9% and 47.7% to 11.42¢
per kilowatt hour.

Average Retail Price Index
(Annual % Changes)
May
2009 2010
flems Weght — Index % Index %
Food & Beverages 138.3 1439 81 1456 1.2
Clothing & Footwear 58.9 101 17 1120 1.7
Housing 3282 1131 32 1126 0.4
Fum. & Household 88.7 1412 59 1439 19
Med. Care & Health 4.1 1510 34 1%48 26
Trans. & Comm. 148.4 1170 26 1193 20
Rec., Enter. & Svcs. 87 1324 44 1298 -1.9
Education 53.1 181.0 3.1 1843 1.8
Other Goods & Sves. 91.6 150.8 8.2 1534 1.8
ALL ITEMS 1000 1299 46 1312 1.0

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

During the second quarter, bank liquidity rose ro-
bustly, given the persistent weakness in private sector
demand and supported by an extraordinary inflow, which
contributed to the build-up in external reserves. Despite
the sustained deterioration in the quality of banks’ loan
portfolios, due to subdued employment and business
conditions, overall profitability improved, amid a widening
in the spread between the weighted average loan and
deposit rates.

Liquipity

Net free cash balances of the banking system rose
by $70.6 million (30.3%) to $303.7 million, although
slowing from the public sector borrowing related surge of
$158.4 million a year earlier; while the corresponding
ratio to deposit liabilities fell by 1.2 percentage points to
5.1%. In contrast, accretions to the broader surplus liquid
assets advanced by $5.7 million to $121.5 million, reflect-
ing banks’ increased holdings of Government paper. By
end-June, the surplus stood 67.2% above the statutory
minimum, as compared to 56.2% in 2009.
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DEPOSITS AND MONEY

Overall money (M3) firmed by 2.1%, reversing the
$8.8 million (0.1%) contraction in 2009. Likewise, narrow
money (M1) grew by $99.9 million (7.3%), in contrast to a
$51.2 million (3.8%) decline last year, and was supported
by a broad-based $100.2 million (8.4%) increase in
demand deposits. However, the fall-off in currency in
active circulation was lower at $0.3 million (0.2%), relative
to $2.7 million (1.4%) a year ago.

Broad money (M2) advanced by $138.6 million
(2.3%), in contrast to a $13.4 million (0.2%) decline in
2009. The outturn reflected relatively stable private
sector led increases in fixed and savings deposits, by
$30.9 million (0.8%) and $7.8 million (0.8%); whereas,
foreign currency deposits tapered by $8.8 million (3.8%),
a reversal from last year's 2.2% gain, which was linked to
decreases in both private and public corporations’ bal-
ances. In the aggregate, these developments led to an
advance in overall money (M3), by $129.8 million (2.1%)
to $6,257.3 million vis-a-vis a 0.1% reduction in 2009.

Bahamian dollar fixed deposits comprised the larg-
est share of the money stock, at 58.2%, followed by
demand (19.0%) and savings (16.2%) deposits. The
remaining balances were divided between foreign curren-
cy deposits (3.6%) and currency in active circulation
(3.0%).

DomESTIC CREDIT

Buoyed by increased lending to Government, accre-
tions to total domestic credit accelerated to $104.7 million
(1.3%) from $30.4 million (0.4%) in 2009. The Bahamian
dollar component firmed by $126.9 million (1.7%), follow-
ing an $84.6 million contraction a year earlier. In con-
trast, foreign currency claims retreated by $22.1 million
(3.1%), compared to a $115.0 million expansion in 2009.

Increased holdings of Treasury bills and bonds ele-
vated net credit to the Government by $125.8 million
(10.0%), vis-a-vis a $1.1 million net repayment in 2009.
Credit extended to public corporations rose marginally by
$1.2 million (0.3%), after declining by $1.5 million (0.4%)
a year ago.

Reflective of the anaemic demand conditions, credit
to the private sector contracted by $22.3 million (0.3%)
vis-a-vis a $33.0 million (0.5%) gain last year. This
development encompassed declines in both the local and
foreign currency components, by $8.4 million and $13.9

million, respectively.  Growth in personal loans was
relatively stable at $23.4 million (0.5%), and comprised
the bulk (71.3%) of private sector claims. In terms of the
components, overdraft facilities and residential mortgages
grew by $21.1 million (17.3%) and $15.8 million (0.6%),
respectively, whereas consumer loans fell by $12.4
million (0.6%).

A further breakdown of consumer credit showed net
repayments on loans for credit cards ($4.0 million),
miscellaneous ($3.8 million), travel ($2.9 million), home
improvement ($2.6 million), education ($2.5 million),
private cars ($2.1 million), furnishings & domestic ap-
pliances ($0.9 million), commercial vehicles ($0.8 million),
medical ($0.7 million), and taxis & rented cars ($0.3
million). A modest offset was provided by growth in debt
consolidation—consisting of rewritten obligations—by
$4.5 million and for land purchase loans, by $3.7 million.
With regard to the remaining categories of private sector
credit, significant decreases were recorded for tourism
($24.9 million), miscellaneous ($6.4 million) and distribu-
tion ($5.6 million). In contrast, modest accretions of $0.5
million or less were noted for mining & quarrying, fishe-
ries and professional and other service loans.
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MORTGAGES

Based on information provided by banks, insurance
companies and the Bahamas Mortgage Corporation,
growth in new mortgage loans slowed to $15.2 million
(0.5%) at end-June from $25.7 million a year earlier—for
an outstanding stock of $3,164.2 million. The residential
mortgage component—which comprised 93.5% of the
total—grew by $24.1 million (0.8%) to $2,958.0 million,
vis-a-vis the $28.5 million (1.0%) advance in 2009.
Confirming ongoing weakness in commercial loans, the
value of mortgages outstanding in this segment declined
by $8.9 million (4.1%) to $206.2 million, extending last
years $2.8 million (1.3%) contraction. At end-June,
domestic banks held the largest share of the outstanding
mortgage loan portfolio (88.9%), followed by insurance
companies (6.2%) and the Bahamas Mortgage Corpora-
tion (4.9%).

THE CENTRAL BANK

Following a $10.6 million (5.4%) decline a year earli-
er, the Central's Bank’s net claim on the Government
widened by $7.0 million (3.8%) to $186.3 million for the
quarter—comprising a combination of increased holdings
of debt securities and a build-up in deposits.

Distribution of Bank Credit By Sector
End-June
2009 2010
Agriculture 14.5 0.2 15.6 0.2
Fisheries 7.6 0.1 74 0.1
Mining & Quarry 1.2 0.0 1.3 0.0
Manufacturing 3.7 0.5 28.4 0.4
Distribution 149.0 2.1 157.2 22
Tourism 207.6 3.0 173.3 25
Enter. & Catering 354 0.5 61.5 0.9
Transport 25.8 0.4 29.2 04
Consfruction 4421 6.3 405.2 5.8
Government 219.0 3.1 205.3 29
Public Corps. 299.1 43 325.9 4.6
Private Financial 21.8 0.3 13.2 0.2
Prof. & Other Ser. 139.4 2.0 123.7 1.8
Personal 4999.0 71.3 50142 713
Miscellaneous 413.5 5.9 473.9 6.7
TOTAL 7,006.7 100.0  7,035.3 100.0

The Bank’s net liability to public corporations ad-
vanced by $1.3 million to $7.1 million, while increased
deposit holdings, combined with modest growth in cur-
rency, buoyed the Bank’s liabilities to the commercial
banks, by $51.4 million to $569.7 million.

Amid a climate of muted domestic demand, as well
as some gains in tourism spending and extraordinary
receipts, external reserves grew by $43.1 million to
$862.1 million, although below the $146.6 million build-up
achieved a year earlier, related to public sector foreign
currency borrowings. Despite increased sales in the
latter half of the quarter for commercial banks’ profit
remittances, the net purchase from these entities more
than doubled to $127.7 million. In contrast, the Bank’s
net transaction with the Government reversed to a net
sale of $14.3 million, from a net purchase of $137.4
million a year earlier. Similarly, the net sale to public
corporations firmed by $20.8 million to $75.8 million.

At end-June, external reserves stood higher at
$862.1 million from $770.4 million in 2009, to represent
an improved 18.3 weeks of non-oil merchandise import
cover. Excluding the 50% statutory required adjustment
on the Bank’s demand liabilites—which have to be
covered by external balances—‘useable” reserves grew
by $135.7 million to $468.5 million.
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DOMESTIC BANKS

Reflecting the weakness in the economy and banks’
adoption of more conservative lending practices in the
face of heightened arrears, private sector credit fell by
$22.3 million (0.3%), relative to the marginal 0.5% expan-
sion in 2009. Deposit liabilities of the private sector
gained by $128.0 million (2.3%), to outstrip last year's
0.7% expansion. After contracting by 9.0% last year,
claims on the rest of the public sector recovered by $0.8
million (0.2%) and net credit to Government advanced by
$125.8 million (10.0%), held in the form of higher ad-
vances and Treasury bill holdings. Similarly, banks’ net
external liabilities were reduced by $28.1 million (4.4%) to
$612.1 million.

At end-June, banks’ deposit liabilities—inclusive of
Government deposits—expanded by 2.2% to $6,199.3
million, and were mainly comprised of Bahamian dollar
deposits (96.2%). The majority of these balances were
held by private individuals (57.0%), followed by business
firms (25.2%), public corporations (10.1%), others (3.9%)
and private financial institutions (3.8%).

Disaggregated by range of value and number of ac-
counts, the bulk (89.8%) of Bahamian dollar accounts
held funds of less than $10,000 and accounted for 6.3%
of the total value. Balances ranging between $10,000
and $50,000 accounted for 6.2% of the number and
11.1% of the aggregate value; while accounts with bal-
ances over $50,000 represented 82.6% of the overall
value, but only 4.0% of deposits.

CREDIT QUALITY

Consistent with the overall economic malaise and
elevated unemployment levels, banks’ credit quality
indicators continued to deteriorate, although the rate of
increase has been below its two-year trend in recent
months. Private sector arrears firmed by $44.7 million
(4.1%) over the quarter, and by $303.4 million (36.2%)
over the corresponding period of 2009—elevating the
ratio of arrears to total loans, on a quarterly and annual
basis, by 0.6 and 4.4 percentage points to 18.15%.
Growth in delinquencies was attributed to increases in
both the commercial and mortgage categories. The
commercial segment advanced by $33.5 million (14.3%)
to $268.4 million, resulting in quarterly and annual in-
creases in the ratio to total commercial loans, by 3.3 and
6.9 percentage points respectively, to 26.14%. Mortgage
delinquencies moved higher by $22.4 million to $586.9

million, with the corresponding ratio up modestly by 0.6
percentage points over the quarter to 20.2%—although
7.2 percentage points higher than end-June 2009. In
contrast, consumer arrears declined by $11.2 million
(3.8%) to $285.9 million, and the loan ratio contracted by
0.4 percentage points over end-March, but increased by
0.9 percentage points year-on-year to 13.5% of loans.

Total non-performing loans—those with past due
payments of more than 90 days and on which interest is
no longer accrued—firmed by $35.5 million (6.1%) to
$620.4 million, with a subsequent 50 basis point quarterly
increase to 9.87% of total loans, compared to the 2.2
percentage point advance over 2009. In a sustained
effort to ensure against potential loan defaults, the bank-
ing system increased provisions for bad debts over the
quarter, by $8.5 million (3.8%) to $232.4 million, resulting
in the ratio of provisions to total loans advancing by 0.11
percentage points to 3.70%. However, given the rapid
pace of arrears and non-accrual loan growth, their ratios
to provisions fell by 5 and 77 basis points, to 20.25% and
37.10%, respectively.

Loan Arrears & Non-Performing Balances
(% of Total Loans)
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BANK PROFITABILITY

Despite the challenging economic environment,
bank profitability rose modestly over the previous year,



due to increased interest income and an improvement in
non-core revenues. During the first quarter—the latest
period for which data is available—banks’ net income
grew by 10.0% ($64.4 million) over the corresponding
period of 2009, although it remained 20.1% below 2008'’s
levels. As the spread between loan and deposit rates
widened, net interest income grew by 4.4% ($5.3 million)
to $125.6 million. In contrast, commission and foreign
exchange income was reduced by 32.9% to $5.5 million,
restricting growth in the gross earnings margin, to 2.0%
($131.1 million). Banks’ operating costs rose marginally
by 1.6% ($1.1 million) to $70.2 million, as gains in staff-
related expenses and occupancy costs overshadowed a
decline in other “miscellaneous” operating expenditure.
However, a $2.3 million decrease in provisions for bad
debts, combined with a $2.2 million advance in other
“miscellaneous” income, underpinned a $3.6 million boost
in earnings from non-core activities—the first profit in over
a year.

Commensurate with the improvement in earnings,
banks’ profitability ratios—as measured against average
assets—rose to yearly highs. The interest margin firmed
by 35 basis points to 5.55%, outstripping the 11 basis
point contraction in the commission and foreign exchange
income ratio. In line with the marginal increase in operat-
ing costs, the relevant ratio firmed by 12 basis points to
3.11%; whereas, the improvement in non-core income
resulted in the net income ratio improving by 32 basis
points to 2.85%.

Domestic Banks' Profitability
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INTEREST RATES

As banks sustained their conservative lending prac-
tices, average interest rates on loans continued to ad-
vance over the second quarter, by 10 basis points to
10.73%; while the build-up in liquidity facilitated a steady
reduction in deposit rates, by 27 basis points to 3.46%.
Consequently, the spread between loan and deposit rates
widened by 37 basis points to 7.27 percentage points.
For deposits, interest rates on demand balances fell by
31 basis points to 1.33%; and rates on fixed maturities
moved lower to between 3.23% - 4.01%, from 3.73% -
4.31% in the March quarter. Likewise, the average
savings rate moved lower by 3 basis points to 2.03%.

On the lending side, gains were registered for com-
mercial and residential mortgages, of 11 and 3 basis
points, to 8.71% and 8.25%, respectively. In contrast,
consumer loan costs fell by 16 basis points to 12.74%,
while rates on overdrafts—the smallest category—
declined by 1.12 percentage points to 10.79%.

Among other key interest rates, the average 90-day
Treasury Bill rate firmed by 9 basis points to 2.48%; while
the Central Bank’s Discount Rate and the commercial
bank's Prime Rate were unchanged, at 5.25% and
5.50%, respectively.

Banking Sector Interest Rates
Period Average (%)
Qtr. Il Qtr. | Qtr. Il
2009 2010 2010
Deposit Rates
Demand Deposits 1.45 1.64 1.33
Savings Deposits 211 2.06 2.03
Fixed Deposits
Up to 3 months 3.58 3.45 3.23
Up to 6 months 3.89 3.73 3.51
Up to 12 months 4.37 4.22 4.01
Over 12 months 4.35 4.31 3.83
Weighted Avg Deposit Rate 3.79 3.73 3.46
Lending Rates
Residential mortgages 8.22 8.22 8.25
Commercial mortgages 8.79 8.60 8.7
Consumer loans 12.76 12.90 12.74
Other Local Loans 7.83 8.91 8.07
Overdrafts 11.54 11.91 10.79
Weighted Avg Loan Rate 10.68 10.63 10.73




CAPITAL MARKETS DEVELOPMENTS

Sustained investor uncertainty over the prospects for
the economy led to stock market declines during the
second quarter. The Bahamas International Securities
Exchange (BISX) All Share Index fell by 5.8% to 1,504.81
points, extending last year's 3.6% contraction. However,
buoyed by significant market activity during the month of
April, the volume and value of shares traded on BISX
firmed by 35.6% and 49.4% to 1.4 million and $8.02
million, respectively. Market capitalization declined by
5.3% to $2.92 billion compared to a 3.6% contraction to
$3.05 billion last year; while the number of securities
listed remained unchanged at 24, and consisted of 19
common share listings, 1 preference share and 4 debt
tranches.

INTERNATIONAL TRADE AND PAYMENTS

As challenging domestic economic conditions con-
tinued to suppress private sector demand, preliminary
data for the second quarter of 2010 showed the current
account deficit narrowing by $16.5 million (8.7%) to
$174.0 million. The surplus on the capital and financial
account also contracted, by $189.4 million (50.3%) to
$187.3 million, adjusting to a significant reduction in
Government’s foreign currency borrowings.

The estimated goods deficit contracted by $33.1 mil-
lion (6.5%) to $474.9 million, reflecting a $25.5 million fall-
off in the net import, as the continued softness in private
sector demand scaled back non-oil merchandise pay-
ments by an estimated $21.2 million (6.0%) to $331.8
million, and fuel purchases were lower by $4.3 million
(1.9%) at $217.2 million. The contraction in fuel imports
was attributed to a decline in the price of gas oil—which
accounts for one-third of fuel purchases—by 18.0% to
$116.5 per barrel. However, the per barrel price in-
creased more than two-fold for aviation gas, to $153.33,
with double digit gains for jet fuel, (by 36.5% to $96.55),
motor gas (by 24.0% to $95.27) and propane (by 22.9%
to $57.72).

The services account surplus widened by approx-
imately $30.2 million (9.5%) to $348.3 million, under-
pinned by an expansion in travel-related inflows, by $21.0
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million (4.4%) to $503.2 million, as the tourism sector
continued to improve. The net outflow for other “miscel-
laneous” services declined by $10.5 million (12.9%) to
$71.5 million, and net payments for insurance and con-
struction services also contracted, by $6.7 million and
$1.4 million, to $28.1 million and $1.2 million, respective-
ly. In some offset, the net inflow from offshore companies
for local expenses fell by $6.9 million (15.1%) to $39.1
million, and the net payment for Government services
expanded by $1.5 million (5.5%) to $29.0 million. Net
outflows for transportation services and royalty and
license fees, also rose by $0.7 million (1.2%) to $60.5
million, and $0.3 million to $3.7 million, respectively.

The deficit on the income account grew more than
two-fold to $75.4 million. The outturn was largely the
result of a $45.1 million expansion in net investment
income outflows to $58.9 million, bolstered by a bank-led
$39.9 million hike in interest, dividend and profit pay-
ments. Factor payments for the non-bank sector grew by
$4.6 million to $14.3 million; while net interest payments
on Government transactions doubled to $22.3 million,
reflecting the higher stock of outstanding debt. Net
inflows of current transfers gained by $0.7 million (2.6%)
to $27.9 million, the bulk of which was on account of the
Government; whereas net workers’ remittances softened
by $0.4 million (17.5%) to $1.7 million.

Provisional data attribute the contraction in the capi-
tal and financial account surplus to $189.4 million to a
reduction in the financial account surplus by almost
50.0%, as other “miscellaneous” investments reversed to
a net outflow of $69.1 million from a net inflow of $206.9
million last year. The outcome reflected a $65.4 million
decline in domestic banks’ net foreign liabilities vis-a-vis a
$162.7 million increase a year ago, when Government
obtained short-term foreign currency loans from commer-
cial banks. Public sector transactions shifted to a net
repayment of $2.7 million, following a net borrowing of
$24.9 million a year earlier.

Conversely, other net private investment inflows
grew marginally by $3.5 million, vis-a-vis $19.3 million in
2009. Net direct investments increased by $87.5 million
to $268.9 million, due to a $91.8 million expansion in
equity inflows to $212.1 million, and reflected the sale of
a local company to a foreign conglomerate. However,
inflows from land purchases fell by $4.3 million to $56.8
million. Net portfolio investment outflows increased by



$0.5 million to $4.4 million, as net outflows for the pur-
chase of equity securities expanded from $0.8 million to
$1.3 million; while the net purchase of debt securities
stabilized at $3.1 million. A marginal $0.5 million uptick in
net migrant outflows resulted in the deficit on the capital
account widening by a similar amount to $8.1 million.

After adjusting for net errors and omissions, the sur-
plus on the overall balance, which mainly reflects the
change in the Central Bank’s external reserves, declined
by $103.5 million to $43.1 million.
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INTERNATIONAL ECONOMIC DEVELOPMENTS

Indications are that the pace of the global recovery
slowed during the second quarter of 2010, amid sus-
tained weakness in the euro zone countries due to the
fiscal crisis in several of the southern economies and a
slowdown in the United States’ growth rate, which offset
robust expansions in Asia. In this environment, unem-
ployment rates remained elevated, and sustained soft-
ness in consumer demand resulted in relatively benign
inflation.  Increased investor uncertainty regarding the
outlook for the global economy translated into lower stock
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prices and a bias towards holdings of relatively “safe”
dollar denominated assets. As a result of these devel-
opments, major central banks maintained their accom-
modative monetary policy stance.

Although gains in US consumer spending—which
constitutes over 70% of the economy—remained on par
with the previous quarter, an expansion in imports along
with a sharp reduction in the build-up of private inventory
investment, led to real GDP growth slowing to 1.7%
during the second quarter from 3.7% in the prior period.
Economic output in the United Kingdom strengthened to
1.1%, following a gain of 0.3% in the first quarter, due to
positive contributions from business and finance, gov-
ernment and manufacturing. Buoyed by manufacturing
led growth in Germany, output in the euro zone expanded
by 1.0% in the second quarter, following an increase of
0.2% in the previous period. In China, Government’s
attempts to prevent the economy from “overheating”
constrained real GDP growth to 10.3% from 11.9% in the
first quarter.  Similarly, accretions to Japan’s output
moderated by 1.0 percentage points to 0.1% in the
second quarter, amid anemic domestic demand condi-
tions.

Despite a slight uptick in global growth, unemploy-
ment rates remained at elevated levels during the quar-
ter. In the United States, the jobless rate contracted by
2.0 basis points to 9.7%, relative to the first quarter, as an
estimated 524,000, mainly professional services and
manufacturing jobs, were created. In addition, the unem-
ployment rate in the United Kingdom waned to 7.8% from
8.0%, reflecting a 49,000 decline in the number of unem-
ployed persons to 2.46 million. Given the weakness in
the euro zone economies, the unemployment rate stabi-
lized at 10.0% over the quarter. Asia’s two largest econ-
omies continued to benefit from low unemployment rates,
as the jobless rate held steady at 4.2% in China, and was
lower by 0.1 of a percentage point in Japan to 5.2%.

In line with the general anemic consumer demand
conditions, inflation rates continued to moderate globally.
In the United States, lower energy costs secured an
improvement in annual inflation of 1.2 percentage points
to 1.1% over the twelve months to June vis-a-vis the
previous quarter. Annual inflation in the United Kingdom
slowed by 0.2 of a percentage point to 3.2% in June,
while average consumer prices in the euro zone firmed
by 1.4% over the 12 months to June, in line with the



previous period’s advance. Chinese inflation advanced
by 5 basis points to 2.9%, while Japan’s deflationary
environment persisted, as average prices fell by 0.7%
year-on-year in June, following a 1.1% contraction at end-
March, owing to reductions in furniture and education
related costs.

Buoyed by increased demand for relatively “safe”
assets, the US dollar strengthened against most of the
major currencies. In particular, concerns over potential
contagion of the fiscal crisis in several euro zone econo-
mies into other European countries, led to the dollar
firming by 10.4% and 1.6% against the euro and British
pound, to €0.82 and £0.67, respectively. Similarly, the
dollar gained by 2.2% vis-a-vis the Swiss Franc to CHF
1.08. In contrast, positive developments in Asia resulted
in the dollar depreciating by 5.4% relative to the Japa-
nese yen to ¥88.44 and by 0.6% against the Chinese
Yuan to CNY 6.78, which was unpegged from the dollar
in June, following international pressure over its “artificial-
ly low” exchange rate.

Reflecting the uncertainty that perpetuated many
markets internationally about the pace of the global
recovery, all of the major bourses declined over the
review quarter. In the United States, the Dow Jones
Industrial Average (DJIA) and the Standard and Poor’s
(S&P) fell by 10.0% and 11.9%, respectively. Similarly in
Europe, both the United Kingdom’s FTSE and France’s
CAC 40 weakened by 13.4%, and Germany’'s DAX
declined by 3.1%. The highest contractions were expe-
rienced in Asia, as both Japan’s Nikkei 225 and China’s
SE Composite indices narrowed by 15.4% and 22.9%,
respectively.

Oil price developments remained mixed over the re-
view quarter; however, by end-June, average prices had
weakened by 6.8% to $75.70 per gallon, relative to
March. In contrast, investors increased risk aversion,
prompted a hike in the average cost of gold, by 11.6% to
$1,242.20 per ounce, and silver, by 6.5% to $18.62 per
ounce.

Given the relatively mild inflation environment, and
the anaemic pace of the global recovery, most central
banks maintained interest rates at historic lows. In the
United States, the key Federal Funds rate was held at the
range of 0.00-0.25%, instituted since December, 2008.
The Bank of England left its interest rate unchanged at
0.5% and retained the stock of its asset purchases at
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£200 billion, as the main pillar of its Quantitative Easing
Programme. Similarly, the European Central Bank kept
key interest rates on its Deposit Facility and Marginal
Lending Facility at 0.25% and 1.75%, respectively. In
Japan, a similar sentiment resonated, as the country’s
key Bank rate was stable at 0.1%. Conversely, the Chi-
nese authorities’ focus on curtailing the rapid growth in
the economy, to prevent “overheating”, resulted in the
People’s Bank of China increasing the RMB reserve
requirement for depository financial institutions, by 0.5 of
a percentage point.

Trade among the major economies expanded mod-
erately over the review period. In the United States, the
goods and services deficit widened by approximately
$17.0 billion to $168.9 billion in the second quarter,
underpinned by a 6.2% increase in goods imports, which
overshadowed the 3.6% advance in exports. In the
United Kingdom, the trade deficit rose by £0.8 billion to
£10.5 billion, as a worsening of the goods deficit offset a
marginal improvement in the services surplus. In con-
trast, the trade deficit in the euro area narrowed by €3.5
billion to €0.6 billion, owing to an 11.0% gain in imports,
which overshadowed the 9.9% expansion in exports.
Bolstered by strong export growth, China’s trade surplus
grew by $26.3 billion to $41.2 billion in the second quar-
ter; while Japan’s trade surplus stabilised at ¥2.05 trillion,
as export gains were negated by increases in imports.



STATISTICAL APPENDIX
(Tables 1-16)
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STATISTICAL APPENDIX

Table1 Financial Survey

Table2 Monetary Survey

Table 3  Central Bank Balance Sheet

Table4 Domestic Banks Balance Sheet

Table 5 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. n.a. not available

2. - il

3. p provisional

4. Due to rounding, the sum of separate items may differ from the totals.
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