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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Preliminary data signalled persistent weakness in
economic output during the third quarter of 2009, based
on the lacklustre performance of the high value-added
stopover segment of the tourism market, combined with
muted foreign-investment related construction activity and
generally depressed private sector demand. Under these
circumstances, the Government's revenue performance
remained under pressure, causing the overall deficit to
deteriorate further over the first three months of
FY2009/10, and increasing the reliance on domestic bank
financing. Monetary conditions also featured markedly
retrenched private sector credit growth, and contracted
levels of liquidity and external reserves, partly owing to
the seasonal pattern of net foreign currency outflows
associated with inventory rebuilding activities. With no
improvement in employment, banks’ credit quality indica-
tors deteriorated further, resulting in higher levels of loan
loss provisions and more conservative lending conditions,
as partly evidenced by the expansion in the weighted
average interest rate spread. However, the pass-through
effects of lower global fuel prices contributed to a soften-
ing in average consumer prices. On the external side,
the estimated current account deficit narrowed, buoyed
by a significant improvement in the merchandise trade
deficit, while equity-related direct investment inflows
supported a widening in the capital and financial account
surplus.

Monetary developments featured a reduction in net
free cash reserves of the banking system, of 28.3% to
$258.6 million, although the corresponding ratio to total
Bahamian dollar deposits improved to 4.5% from 3.9% in
the same period in 2008. As banks augmented their
investments in Government bonds, the falloff in the
broader surplus liquid assets was limited to 11.0%, for an
ending balance of $463.6 million, which exceeded the
statutory minimum by an enlarged 50.0%. In interest rate
developments, banks' weighted average interest rate
spread widened by 11 basis points to 7.0 percentage
points, based on a firming in the weighted average loan

rate, by 2 basis points to 10.69%, and a corresponding
decline in the deposit rate, by 9 basis points to 3.70%.
Conversely, the average Treasury bill rate for 90-day
Issues contracted by 28 basis points to 2.49%; while the
benchmark Central Bank Discount Rate and commercial
banks’ Prime Rate were unchanged at 5.25% and 5.50%,
respectively.

Reflecting the general downswing in economic condi-
tions, gains in the overall money supply (M3) receded to
0.3% from 1.1% in the corresponding quarter of 2008, for
an end-September stock of $6,036.3 million. In a turna-
round from a year earlier 1.1% gain, narrow money (M1)
contracted by 0.6%, as accumulations to demand depo-
sits tapered to 0.3% and currency in active circulation
declined further by 5.2%. Similarly, broad money (M2)
fell by 0.2%, reversing last year's 1.1% upturn, linked to
slackened growth in fixed deposits and an extended
decline in saving deposits.

Domestic credit expanded by 2.6% to $8,174.4 mil-
lion during the review quarter, after a 2.3% gain a year
earlier, and continued to be reinforced by increased
public sector requirements. Growth in banks’ net claims
on the Government accelerated to 15.7% from 4.1%,
although the increase in credit to public corporations
slowed to 1.5% from 8.2%. Private sector credit expan-
sion slackened by 1.2 percentage points to 0.6%, as
overdrafts and consumer indebtedness were reduced by
18.2% and 0.5% respectively, outstripping the modest
1.4% rise in residential mortgages.

Based on preliminary estimates of Government’s
budgetary operations for the first quarter of FY2009/10,
the overall deficit widened by 67.1% to $101.0 million.
Sluggish domestic demand conditions translated into a
14.8% contraction in total revenue to $267.8 million, led
by a 15.7% reduction in tax receipts which was broad-
based across the various categories. Similarly, non-tax
revenues fell by 4.8%, associated with a falloff in collec-
tions from fines, forfeits and administration fees. In a
slight offset, total spending was 1.6% lower at $368.7
million, explained primarily by a 3.5% decrease in recur-
rent expenses which was linked to reduced outlays for



purchases of goods & services. Spending relating in part
to the port dredging project, elevated capital outlays by
31.5%. Budgetary financing for the first quarter of
FY2009/10 comprised a $150.0 million domestic bond
issue, combined with domestic and external loans of
$15.0 million and $2.9 million, respectively. Debt amorti-
zation payments totaled $16.0 million, the majority of
which was utilized to reduce outstanding Bahamian dollar
obligations. For the quarter, the Direct Charge on Gov-
ernment increased by $151.9 million (4.9%) to $3,236.7
million; however, the 0.3% contraction in contingent
liabilities, to $438.5 million, slowed the expansion in the
National Debt to 4.3%, for an end-September stock of
$3,675.2 million.

Despite the surge in cruise arrivals, provisional data
suggests an anaemic tourism sector performance during
the third quarter of 2009, due to a sustained downturn in
stopover visitors.  Aggregate arrivals rebounded by
12.5% to 1.0 million, following a 15.1% falloff during the
comparative 2008 period. The outturn was occasioned by
a 23.5% boost in sea traffic—the largest segment of the
market at 65.4%—a reversal from the 16.9% downturn a
year earlier. In contrast, air visitors—which account for
the majority of the stopover market—decreased by 8.4%,
although improving on last year's 11.5% contraction.

In terms of the main ports of entry, visitors to New
Providence recovered by 10.5% from the previous year's
16.7% reduction, as strong gains in the sea segment
outweighed the deterioration in air visitors. A similar
trend was observed in the Family Islands, where sea
passengers supported a 27.7% upturn, to completely
offset the year-earlier 20.8% contraction. Conversely,
sustained weakness in air arrivals occasioned a 2.9%
decrease in traffic to Grand Bahama, a turnaround from
the 3.1% increase achieved in 2008.

Lacklustre activity in both foreign investment-led and
domestic private sector projects constrained output in the
construction sector during the third quarter. Data col-
lected from the main mortgage lending institutions re-
vealed that the contraction in the value of mortgage
disbursements for new construction and building repairs
deepened to 17.1% from 3.9% in the same period of
2008. The rate of decline was more than five times
higher for residential mortgages at 17.8%, and up by less
than three percentage points for commercial disburse-
ments to 10.3%. Mortgage commitments for new con-

struction and repairs, a more forward looking indicator of
activity, receded by 39.3% to $34.8 million, comprising
downturns in both the residential (40.9%) and commercial
(4.5%) components.

In terms of mortgage financing, the average cost of a
residential mortgage was relatively unchanged at 8.4%,
vis-a-vis the same period of 2008, to contrast with a 1.3
percentage points firming in the commercial rate, to 8.8%.

Benefitting from the moderation in international fuel
costs, inflation, as measured by average changes in the
Retail Price Index eased, on a quarterly basis, to 0.4%
from 1.6% in the comparative 2008 period. Price gains
for the largest component of the index—housing— dece-
lerated to 0.5% from 2.2% last year, were flat for food and
beverages, following last year's 3.48% upturn, and were
reversed to a decline of nearly 1.0% for recreation and
entertainment services from a comparative 2.5% expan-
sion.

Over the twelve-month period ending September, the
rate of increase in average consumer prices narrowed to
3.1% from 3.9% in 2008, led by a softening in the aver-
age costs for furniture & household operations, by 2.87
percentage points to 4.12%; medical care & health, by
2.37 percentage points to 2.57% and transport & com-
munication, by 2.20 percentage points to 1.45%. Howev-
er, cost gains for food & beverages and clothing & foot-
wear advanced by 1.84 and 0.22 percentage points, to
7.04% and 1.75%, respectively.

In the external sector, the current account deficit de-
clined by an estimated 32.4% to $283.9 million during the
review quarter. The combination of lower payments for
oil imports and non-oil imports linked to the generally
recessed levels of economic activity, influenced a reduc-
tion in the merchandise trade deficit, by 29.6% to $419.9
million; and the surplus on the services account improved
by 8.3% to $203.0 million, associated with decreased
outflows for “other” services—inclusive of professional
and technical fees—transportation, insurance and royalty
and licence payments. Net receipts of current transfers
advanced by 63.3% to $21.7 million, owing mainly to
increased inflows for the Government sector; whereas,
the income account deficit rose by $64.8 million to $88.8
million, buoyed by a hike in private sector net interest and
dividend remittances.



The surplus on the capital and financial account in-
creased slightly to $295.4 million from $235.0 million in
the corresponding quarter of 2008. Developments were
marked by a firming in net foreign direct investment
inflows, to $214.4 million from $160.7 million, as net
equity investments expanded by 35.7% to $171.7 million
and net real estate purchases, by 25% to $42.7 million.
In a slight offset, "other investment” inflows fell by $3.8
million to $92.5 million, as domestic banks’ short-term net
external financing switched to a net repayment of $31.7
million from a net borrowing of $66.6 million. Other
private sector net outflows related to loan financing
contracted by $92.7 million, behind a $29.2 million net
inflow in 2008. In contrast, buttressed by an expansion in
the Central Bank’s net foreign assets as a result of in-
creased Special Drawing Rights (SDR) allocations under
the recent IMF global initiative, public sector net inflows
rose sharply to $187.3 million, from $0.4 million in 2008.

FiscaL OPERATIONS

OVERVIEW

Preliminary estimates of the fiscal outturn for the
opening quarter of FY2009/10, showed a further deteri-
oration in the deficit, by 67.1% to $101.0 million, as the
prolonged downturn in domestic demand conditions
continued to adversely affect Government’s revenues
performance.

REVENUE

Tax revenue—which comprised 91.4% of total collec-
tions—declined by 15.7% to $244.6 million. The largest
decrease was posted for “miscellaneous” stamp taxes, of
47.3% ($27.2 million) to $30.4 million, due to a significant
curtailment in revenue from property sales linked to the
softness in foreign real estate transactions, which offset
gains from financial transactions. Collections from busi-
ness and professional licence fees contracted by 25.9%
($2.6 million) to $7.5 million, while taxes on international
trade & transactions were reduced by 1.4% ($2.1 million)
to $146.4 million, as the 5.8% short-fall in the more
dominant import taxes eclipsed the 8.2% accretion to
excise tax receipts. However, other “unclassified” taxes,
which also include yet to be allocated revenue from
international trade transactions—declined by 29.8% ($9.4
million) to $22.1 million. Reflecting the downturn in the
tourism sector, taxes on selected services fell by 22.1%

($1.8 million) to $6.4 million, with hotel occupancy taxes
decreasing by $2.9 million, to outstrip the $1.1 million
gain in gaming taxes. Lower receipts were also registered
for property (12.0%) and motor vehicle (7.8%) taxes.

Non-tax revenues, at 8.6% of total receipts, nar-
rowed by 4.8% ($1.2 million) to $23.2 million. This outturn
reflected an 8.5% ($1.9 million) falloff in fines, forfeits &
administration fees, which overshadowed a combined
$0.9 million accretion in income from public enterprises
and other sources. Revenue from the sale of Govern-
ment property was 54% lower at $0.1 million.

Government Revenue By Source
(Quarter 1)

FY08/09 FY09/10

BSM % BSM %
Property Tax 131 4.2 11.6 43
Selective Services Tax 8.2 26 6.4 2.4
Busines. & Prof Lic. Fees 10.1 3.2 75 2.8
Motor Vehicle Tax 38 12 35 13
Departure Tax 174 5.5 17.0 6.3
Import Duties 96.2 30.6 906 338
Stamp Tax from Imports 38 12 31 11
Excise Tax 457 14.6 495 185
Export Tax 2.7 0.9 3.2 12
Stamp Tax from Exports - - - -
Other Stamp Tax 57.6 18.3 304 114
Other Tax Revenue 315 10.0 221 8.3
Fines, Forfeits, etc. 229 7.3 21.0 7.8
Sales of Govt. Property 0.3 0.1 0.1 0.1
Income 11 0.4 2.1 0.8
Other Non-Tax Rev.
Capital Revenue
Grants - - - -
Less:Refunds 0.3 0.1 0.3 0.1
Total 3143 100.0 267.7 100.0

EXPENDITURE

Total expenditure fell by 1.6% ($6.0 million) to $368.7
million, as current outlays trended lower by 3.5% ($11.5
million) to $320.0 million, and net lending narrowed by
$3.5 million (23.7%) to $11.3 million. Conversely, spend-
ing on capital projects advanced by 31.5% ($9.0 million)
to $37.5 million. On a proportional basis, recurrent
expenses comprised the majority (86.8%) of total expend-



iture, followed by capital outlays (10.2%) and net lending
to public corporations (3.0%).

By economic classification, the decline in current
spending reflected a 5.2% ($10.4 million) falloff in con-
sumption expenditure to $188.9 million, owing to reduced
outlays for goods and services (15.9%), personal emolu-
ments (1.0%), and transfer payments (0.9%). The latter
was led by a 7.3% ($4.0 million) decline in subsidies.
Additionally, smaller decreases were recorded for trans-
fers to non-profit institutions ($1.9 million), nonfinancial
public enterprises ($1.5 million) and transfers abroad
($1.4 million). Buoyed by the build-up in outstanding
domestic debt, interest payments firmed by 19.9% to
$41.8 million, of which Bahamian dollar payments consti-
tuted 95.7%.

Fiscal Operations
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On a functional basis, current expenditures on gen-
eral public services (26.8% of the total), fell by $8.9
million to $85.6 million, occasioned by reduced payments
for general administration as well as public order & safe-
ty. Similarly, spending on education—the third largest

component at 19.1% of the total—fell by $10.5 million to
$61.1 million. In contrast, expenditures on health care
(19.9% of the total) increased by $2.7 million to $63.7
million, and outlays for social benefits and services
steadied at $23.5 million.

Capital spending firmed by 31.5% ($9.0 million) to
$37.5 million—absorbed by several infrastructure devel-
opments—including the sea port dredging project, which
outpaced the $1.6 million falloff in asset acquisitions.
Government recorded a net capital transfer ($1.6 million)
to public corporations over the review period, compared
to a negligible amount a year earlier.

FINANCING AND THE NATIONAL DEBT

Budgetary financing for the review quarter was se-
cured mainly through a $150.0 million domestic bond
issue, alongside a $15.0 million local currency loan and
$2.9 million in external borrowings. Debt repayments
totalled $16.0 million, which were almost entirely utilised
to reduce Bahamian dollar obligations.

As a result, the Direct Charge on Government firmed
by 4.9% ($151.9 million) over the quarter and by 17.0%
($469.8 million) vis-a-vis the same period of 2008. Ba-
hamian dollar obligations represented 81.9% of the Direct
Charge, and were held by commercial banks (32.3%),
private and institutional investors (29.8%), public corpora-
tions (27.7%) and the Central Bank (10.2%). At end-
September, Government securities accounted for the
largest component of the local currency debt stock, at
86.4%, with an average age to maturity of 13 years. Next
were Treasury bills, at 9.2%, followed by advances
(3.7%) and loans (0.8%).

Accounting for the $1.5 million (0.3%) contraction in
contingent liabilities to $438.5 million, the National Debt
advanced by 4.3% to $3,675.2 million over the quarter,
and by 14.5% in comparison to the end-September 2008
position.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

The public sector’s foreign currency debt rose margi-
nally by $0.4 million (0.04%) to $996.1 million during the
quarter, as $10.2 million in principal repayments offset
the $10.6 million in new drawings associated mainly with
public corporations’ activities. At end-September, Gov-
ernment accounted for the majority (58.9%) of the out-
standing obligations at $586.2 million.



By creditor profile, commercial banks held the largest
share of the foreign currency debt (52.4%), followed by
private capital market investors (30.1%), multilateral
institutions  (12.4%), and bilateral & other creditors
(5.1%). The average maturity of the debt was approx-
imately 11 years—denominated almost entirely in United
States dollars (98.6%).

In comparison to the same period last year, debt
service contracted by 10.7% to $15.7 million, with amorti-
sation payments declining by 23.5% to $10.2 million,
based on lower payments by public corporations. In
contrast, higher obligations of the Government boosted
interest charges by 28.9% to $5.6 million. As a result of
these developments, both the debt service ratio and the
ratio of the Government's debt payments to revenue
increased, by 0.1 and 0.5 percentage points to 2.2% and
1.0%, respectively.

REAL SECTOR

TOURISM

Indications are that weakness in tourism output per-
sisted throughout the third quarter, as anaemic consumer
demand impulses in key source markets tempered de-
mand for long-stay vacations, although improvements
were realised in the cruise visitor segment. To support
activity, hoteliers continued their discounting and other
incentive programmes.

Total arrivals grew by 12.5% to 1.0 million, a turna-
round from the 15.1% falloff in visitors a year earlier. This
outturn was underpinned by the robust 23.5% gain in sea
passengers to 0.7 million, in contrast to the previous
year's 16.9% contraction, reflecting both the return and
rerouting of a number of cruise ships following health
concerns in other ports of call. The falloff in air tourists,
which comprised the majority of the key stopover seg-
ment, abated to 8.4% from 11.5% in 2008.

By ports of entry, total visitors to New Providence re-
bounded by 10.5% from last year's 16.7% decline, bene-
fitting from a significant increase in sea passengers
(22.3%), which overshadowed the falloff in air traffic
(4.8%). Similarly, following a decline of 20.8% in 2008,
Family Island arrivals recovered by 27.7%, as sharp
gains in the sea component (38.2%), offset the contrac-
tion in air tourists (14.9%). In contrast, total visitors to

Grand Bahama fell by 2.9%, reversing the 3.1% growth a
year earlier, as air traffic was down by nearly one-fourth.

Hotel sector indicators pointed towards significantly
retrenched earning levels, as the weakness in the sto-
pover segment of the market translated into lower occu-
pancy rates, and the industry’s aggressive incentive
programmes reduced average daily rates.

Visitor Arrivals
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CONSTRUCTION

Construction output receded during the quarter, ow-
ing to the downturn in foreign investment led activity and
ongoing weakness in the housing market. Total mort-
gage disbursements for new construction and building
repairs, as reported by domestic banks, insurance com-
panies and the Bahamas Mortgage Corporation, fell by
17.1% ($43.5 million), compared to the same quarter of
2008. This outturn reflected declines in both residential
and commercial lending, by 17.8% ($40.8 million) and
10.3% ($2.7 million), respectively.

Mortgage commitments for new construction and re-
pairs, a more forward looking indicator, contracted by
39.3% for both number and value to 235 and $34.8



million, respectively, as the dominant residential compo-
nent receded by 39.5% to number 225, valued 40.9%
lower at $32.3 million. Correspondingly, commercial
mortgages fell in both number (33.3%) and value (4.5%),
for 10 projects estimated at $2.4 million.

In terms of mortgage costs, the average interest rate
for residential mortgages was marginally lower at 8.4%,
while the commercial rate gained 1.3 percentage points
to 8.8%.

Mortgage Commitments:
New Construction and Repairs
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PRICES

The easing in global oil price pressures relative to
the previous year had a favourable impact on domestic
consumer price inflation, as on average consumer price
gains moderated to 0.4% from 1.6% in the same period
2008. Significant slowing in cost accretions—ranging
from 0.5 to 3.5 percentage points were registered for food
& beverages, housing, and furniture & household opera-
tions, with more modest tapering recorded for clothing &
footwear (9 basis points to 0.3%) and transport & com-
munications (2 basis points to 1.05%). Also, recreation &
entertainment costs declined by 0.96%, compared to a
2.53% gain a year earlier, while moderate price gains
were posted for medical care & health and other goods &
services.

For the twelve months to September, inflation sof-
tened marginally to 3.1% from 3.9%, occasioned by a
slowdown in cost accretions for furniture & household
operations, by 2.87 percentage points to 4.12%; medical
care & health, by 2.37 percentage points to 2.57% and
transport & communication, by 2.20 percentage points to
1.45%. In contrast, average price gains firmed for food &
beverages, clothing & education and footwear, by 1.84,
1.08 and 0.22 percentage points, to 7.04% and 3.61%
and 1.75%, respectively.

Average Retail Price Index
(Annual % Changes)
September
2008 2009
Items Weight ~ Index % Index %
Food & Beverages 1383 1363 52 459 10
Clothing & Footwear 589 1089 15 1108 18
Housing 328.2 1113 26 1126 11
Fum. & Household 88.7 1364 70 1420 41
Med. Care & Health 4.1 1483 49 1521 26
Trans. & Comm. 1484 1156 36 173 15
Rec., Enter. & Svcs. 48.7 1295 30 317 1
Education 53.1 1769 25 1832 36
Other Goods & Svcs. 916 1438 53 1513 52
ALL ITEMS 1000 1265 39 1304 31

Although average domestic fuel costs remained sig-
nificantly lower than their prior year's highs, prices for
diesel and gasoline increased by 22.0% and 11.4% to
$3.24 and $4.12 per gallon for the quarter, following hikes
of 8.5% and 5.7% to $5.83 and $5.59, respectively in
2008. In addition, the Bahamas Electricity Corporation’s
average energy fuel surcharge rose by 32.6% to 10.25
cents per kilowatt hour (kWh), although slightly below last
year's 34.3% upturn to 23.11 cents per kWh.



MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Reflecting the seasonal elevation in demand for for-
eign currency, bank liquidity contracted during the review
quarter and the bulk of lending continued to be directed to
the public sector. With the ongoing economic recession
curtailing borrowers’ ability to service their outstanding
debts, the credit quality of banks’ loan portfolios contin-
ued to deteriorate. Consequently, banks increased their
levels of provisioning against loan losses, resulting in
generally reduced levels of profitability. The adoption of a
more conservative lending posture by banks was evi-
denced in a slight increase in average lending rates
which, in combination with a modest decline in the cor-
responding deposit rate, buoyed an expansion in the
weighted average interest rate spread.

LIQuIDITY

Net free cash reserves—the narrow measure of liquid-
ity—contracted by $101.8 million (28.3%) to $258.6
million, extending the 11.9% decrease recorded in 2008.
At end-September, the ratio of free cash reserves to
Bahamian dollar deposit liabilities stood at 4.5%, approx-
imately 0.6 percentage points higher than the previous
year's rate. Although banks increased their holdings of
Government bonds, the broader surplus liquid assets
declined by $57.3 million (11.0%) to $463.6 million,
reversing the $11.9 million (3.7%) rise in the correspond-
ing period last year. Notwithstanding, liquid assets still
exceeded the statutory minimum by 50.0%, compared
with 36.5% in 2008.

DEPOSITS & MONEY

Occasioned by reduced accretions to private sector
balances and stable public sector deposits, growth in the
overall money supply (M3) weakened to 0.3% from 1.1%
in the corresponding quarter of 2008. Narrow money
(M1) contracted by 0.6% ($7.3 million), with the decline in
the currency component extended to 5.2% from 2.3%;
while demand deposit gains slowed by 1.4 percentage
points to 0.3%.

Liquicity
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Broad money (M2) fell modestly by 0.2% ($14.5 mil-
lion), in contrast to the year-earlier 1.1% ($63.1 million)
gain. Saving deposits were lower by 3.2%, while fixed
deposit balances grew by a reduced 0.8%. Increases in
business foreign currency accounts supported a 14.5%
($30.9 million) hike in foreign currency deposits, to re-
verse last year's marginal 0.4% falloff. As a result of
these developments, the overall money stock (M3) re-
ceded by $16.4 million to $6,036.3 million. Bahamian
dollar fixed deposits constituted the largest share of the
money supply (58.1%), followed by demand (18.1%) and
savings (16.7%) deposits; while the remainder comprised
residents’ foreign currency deposits (4.1%) and currency
in circulation (3.0%).
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DoMmEsTIC CREDIT

Growth in domestic credit advanced to $210.2 mil-
lion (2.6%) from $175.7 million (2.3%) in the correspond-
ing 2008 period, with increased public sector borrowing
activity prompting a more than twofold hike in the Baha-
mian dollar component. In contrast, net repayments by
private sector firms achieved a $15.4 million (1.8%)
contraction in foreign currency credit, which expanded by
$66.4 million (9.5%) last year.

Reflecting increased holdings of securities, following
Government's $150 million bond issue, banks’ net claim
on the Government advanced strongly to $163.4 million
(15.7%) from $31.2 million (4.1%) in 2008. In a slight
offset, the rate of growth in credit to public corporations
slackened to $5.9 million (1.5%) from a comparative
$33.0 million (8.2%).

The combination of subdued consumer demand, in
the face of weakened economic conditions and the
adoption of more stringent requirements by domestic
banks, continued to constrain private sector credit growth,
to $40.9 million (0.6%) from $111.5 million (1.8%) a year
earlier. For personal loans, which accounted for the bulk
of outstanding claims at 77.3%, the expansion was
significantly lower at $43.9 million (0.9%), compared with

$125.6 million (2.6%) in 2008. This included a near
halving in residential mortgage gains, to 1.4%, a higher
net repayment position for overdraft facilities, up 18.0
percentage points to 18.2%; and a reversal in consumer
credit, to a 0.5% decline from a 2.5% upturn a year

earlier.

Distribution of Bank Credit By Sector
End-Sep
2008 2009

BSM. % BSM %
Agriculture 145 0.2 14.7 0.2
Fisheries 12.9 0.2 10.6 0.1
Mining & Quarry 2.7 0.0 0.9 0.0
Manufacturing 443 0.6 317 04
Distribution 186.6 2.7 154.0 2.2
Tourism 208.1 30 181.3 26
Enter. & Catering 333 0.5 35.2 0.5
Transport 28.5 0.4 25.7 0.4
Construction 421.9 6.2 414.4 59
Government 65.0 1.0 238.6 34
Public Corps. 339.3 5.0 305.0 43
Private Financial 249 04 21.6 0.3
Prof. & Other Ser. 147.6 22 137.9 20
Personal 4,880.8 715 50429 713
Miscellaneous 412.7 6.0 456.6 6.5
TOTAL 6,823.1 1000 7,071.1 100.0

A further analysis of consumer lending revealed

broad-based reductions in the majority of categories. Net
repayments were recorded for private cars ($8.2 million),
miscellaneous ($6.7 million), home improvement ($2.4
million) and credit card ($1.1 million) loans, and less
pronounced declines of under $1.0 million, for most of the
remaining components. As the economic downturn
continued to affect borrowers’ ability to service existing
obligations, the demand for debt consolidation loans
increased, resulting in this category firming by $5.8
million, albeit, a significant slowdown from the $32.4
million advance posted in 2008. In addition, loans for
educational purposes expanded by $4.2 million over the
review quarter.



Regarding other private sector credit categories,
modest strengthening was recorded for miscellaneous
loans ($43.2 million), with lower accretions for distribution
($4.9 million), fisheries ($3.0 million) and agriculture ($0.3
million). Conversely, significant net repayments occurred
for the construction ($27.7 million), tourism ($26.4 million)
and professional and other services ($1.5 million) sectors;
while comparatively smaller declines, of under $1.0
million, were noted for mining & quarrying, entertainment
& catering, transport and private financial institutions.

MORTGAGES

Based on an analysis of mortgage trends, as re-
ported by domestic banks, insurance companies and the
Bahamas Mortgage Corporation, total disbursements fell
by 33.0% ($53.4 million) to $108.6 million, reflecting
declines in both the residential and commercial compo-
nents, by 32.6% and 36.1%, respectively. Mortgages
outstanding advanced by $40.2 million (1.3%) to $3,146.3
million, below the $48.1 million (1.6%) gain in the corre-
sponding period last year. The expansion in the residen-
tial segment—representing 93.1% of total mortgages—
moderated to $37.0 million (1.3%) from $57.2 million
(2.1%) a year earlier. However, commercial mortgages
rebounded by $3.2 million (1.5%), from last year's net
reduction of $9.1 million (4.0%). At end-September,
domestic banks held the majority of outstanding mort-
gages (89.1%), followed by insurance companies (6.2%)
and the Bahamas Mortgage Corporation (4.7%).

THE CENTRAL BANK

Rediscounting of Treasury bills by commercial
banks—reflecting a shift in their investment portfolios
towards long-term instruments—alongside a modest
falloff in Government's deposits, led to the Central Bank's
net claims on the Government expanding by $61.2 million
(33.1%) to $245.9 million—up significantly from the $6.8
million (3.8%) increase of last year. The Bank's net
liabilities to the rest of the public sector tapered by $6.9
million (68.1%), and those to commercial banks fell by
$119.3 million (18.9%)—in line with the decline in liquid-
ity.

Dominated by the general weakness in the major
foreign exchange earning sectors, and despite the one-
time $178.7 million boost provided by the increase in
SDRs, external reserves contracted over the quarter, by
$15.5 million (2.0%) to $754.9 million, following a 3.6%

decrease a year ago. The Central Bank's net foreign
currency sale rose sharply by $170.1 million to $200.2
million, as the net transaction with commercial banks was
reversed, to a net sale of $117.8 million from a net receipt
of $35.1 million a year earlier. This supported banks' own
sales to their customers, which more than doubled to
$169.6 million, as purchases plunged by $59.4 million to
$51.9 million. The position with Government was re-
versed, to a net sale of $21.6 million from a net purchase
of $16.5 million a year earlier; while the net sale to public
corporations moderated by more than a third to $60.8
million.

With external reserve balances still well above the
comparative 2008 levels, and non-oil imports moderately
lower, the benchmark ratio of external reserves to non-oil
imports improved to 16.4 weeks at end-September from
15.5 weeks in 2008. Similarly, “useable” reserves were
$108.8 million higher at $388.3 million.

DOMESTIC BANKS

Domestic banks’ credit expansion slowed to 1.9%
($149.0 million) from 2.3% ($169.0 million) a year earlier,
as the moderation in accretions to private sector and
public corporations’ claims, overshadowed heightened
growth in net credit to Government. Banks utilised in-
creased capital and surplus resources, as well as the
build-up in deposit balances, to advance credit, while
foreign currency debt repayments by private entities
facilitated the reduction in their net foreign liabilities.
Growth in credit to the private sector slackened to $40.9
million (0.6%) from $111.5 million (1.7%); and their
deposit placements also registered lessened gains of
$21.3 million (0.4%) relative to $41.2 million (0.8%). In
contrast, net liabilities to public corporations expanded by
$6.4 million to $53.6 million, as a 2.7% advance in depos-
its negated a 1.5% hike in claims; and net credit to Gov-
ernment firmed by $102.2 million (11.9%), vis-a-vis last
year's $24.4 million (4.2%). With the sustained deteriora-
tion in credit quality and falloff in transaction volumes
continuing to negatively impact profitability, banks’ capital
and surplus reserves grew marginally by 0.6% ($11.0
million), significantly below the 2.3% ($40.7 million)
increase of 2008. Amid net repayments by private sector
firms, banks decreased their outstanding net foreign
liabilities, by 3.8% ($31.7 million) to $796.8 million.



Deposits denominated in Bahamian dollars—which
accounted for 95.9% of total balances—stood at $5,744.2
million at end-September. The majority of these balances
were held by private individuals (58.1%), followed by
business firms (24.5%), the public sector (10.3%), other
entities (3.9%) and private financial institutions (3.2%). In
terms of type, fixed deposits comprised the largest seg-
ment (62.5%), followed by demand (20.0%) and savings
(17.5%) deposits.

An assessment of Bahamian dollar deposits by
range of value and number of accounts showed that
balances of $10,000 or less were most prevalent, at
90.5% of total accounts, but represented a modest 7.0%
of overall value. Accounts with balances between
$10,000 and $50,000 constituted 6.4% of the total and
approximately 11.8% of overall value; whereas deposits
greater than $50,000 represented a mere 3.1% of ac-
counts, but in excess of four-fifths (81.2%) of total value.

CREDIT QUALITY

As the ongoing recession continued to diminish busi-
ness profits and employment prospects, curtailing bor-
rowers’ ability to meet debt service payments, further
deterioration was observed in banks’ credit quality indica-
tors during the review quarter. The value of private
sector loans in arrears for more than 30 days rose by
$151.4 million (18.1%) to $989.2 million by end-
September, and the corresponding ratio of arrears to total
loans firmed by 2.26 percentage points to 16.0%, com-
pared to 13.74% at end-June and 10.39% at end-
September 2008.

The deterioration in credit quality reflected broad-
based declines across the major categories of arrears.
Most significant was the expansion in residential mort-
gage delinquencies, by $98.3 million (26.9%) to $464.4
million, to account for an increased 16.3% of total mort-
gages outstanding, up from 13.0% in the prior three
months and 10.5% a year ago. Similarly, commercial
arrears rose by $35.4 million (18.1%) to $231.3 million
and, as a proportion to total commercial loans, expanded
over the quarter and year, by 2.62 and 8.19 percentage
points respectively to 22.1%. Consumer loan delinquen-
cies advanced by $17.7 million (6.4%) to $293.5 million
and the corresponding ratio, to 13.4% from 12.6% last
quarter and 9.1% at end-September 2008.
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As the average age of loan arrears continued to in-
crease, non-performing loans—those in arrears for
greater than 90 days and on which banks no longer
accrued interest—grew by $63.5 million (13.5%) to
$533.3 million. At end-September, non-accrual loans
stood at 8.8% of total outstanding claims, an estimated
0.94 and 3.16 percentage points higher than the rates
prevailing at end-June and end-September 2008. In
response to these developments, banks have adopted a
more conservative approach to their lending portfolios
and increased provisions for bad debts by $9.3 million
(4.6%) to $210.7 million—raising the ratio of provisions to
total loans by 0.11 percentage points over the quarter
and by 0.84 percentage points year-on-year, to 3.4% at
end-September.  Nevertheless, as the gains in non-
performing loans outpaced increments to provisions, the
corresponding ratio to non-performing loans was lowered
to 39.5% from 42.9% last quarter and 46.7% a year
earlier.



BANK PROFITABILITY

Reflecting sustained increases in non-operating
costs—particularly bad debt expenses—banks’ net
income declined by $32.1 million (40.9%) in the second
quarter of 2009 to $46.5 million, in comparison to the-
same period of 2008. Amid a 13.5% contraction in
interest expense, which outpaced the 3.6% erosion in
interest income, the net interest margin rose by 2.0% to
$123.6 million. The falloff in banks’ foreign exchange
transactions with clients, reinforced a two-thirds contrac-
tion in earnings from commission and foreign exchange
services to $3.6 million, contributing to a 2.5% narrowing
in the gross earning margin to $127.2 million. Total
operating costs fell marginally by 1.8% to $64.4 million,
as modest reductions in “miscellaneous” payments—
inclusive of Government and professional fees—
outpaced increased staff and occupancy costs. However,
occasioned by the three-fold increase in provisions for
bad debts, to $36.3 million, domestic banks recorded a
loss of $16.3 million on non-core activities, a reversal
from the gain of $13.6 million a year earlier.

As a percentage of average domestic assets, banks’
profitability ratios also deteriorated year-on-year, with the
26 basis point downturn in the commission and foreign
income ratio to 0.16%, resulting in a similar tightening in
the gross earnings margin, to 5.57% of average assets.
A slight offset was provided by the 11 basis points reduc-
tion in the operating cost margin, which stemmed the fall
in the net earnings ratio to 15 basis points, for an ending
ratio of 2.75%. In contrast, the ratio of net income to
average assets receded by 1.47 percentage points to
2.04%, due mainly to the surge in non-operating ex-
penses.

INTEREST RATES

In interest rate developments, domestic banks’
weighted average interest rate spread on loans and
deposits widened by 11 basis points to 7.0 percentage
points, owing to the combination of a 9 basis point decline
in average deposit rates to 3.70% and a marginal 2 basis
point rise in the average lending rate to 10.69%.
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The softening in the weighted average deposit rate
reflected broad-based reductions in most categories.
Rates on savings balances decreased on average, by 2
basis points to 2.09%, while the spread on fixed deposits
narrowed from 3.57%-4.33% to 3.54%-4.21%. Converse-
ly, the average rate on demand deposits increased by 13
basis points to 1.56%.
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On the lending side, the average rate for consumer
loans rose by 37 basis points to 13.09%, and for com-
mercial and residential mortgages, by 26 basis points to
8.72% and by 3 basis points to 8.26%, respectively. In a
slight offset, the average overdraft rate eased by 17 basis
points to 11.43%.

Amid increased competition among institutions for
Treasury bills, as evidenced by the high volume of bids
for the various issues, the average rate charged on 90-
day issues softened by 28 basis points to 2.49%. How-
ever, other key rates, the Central Bank's Discount Rate
and the Commercial Banks’ Prime lending rate, steadied
at 5.25% and 5.50%, respectively.



Banking Sector Interest Rates
Period Average (%)
Qtr. Il otr. Il Qtr. Il
2008 2009 2009
Deposit Rates
Demand Deposits 1.42 1.43 1.56
Savings Deposits 2.17 211 2.09
Fixed Deposits
Up to 3 months 3.71 3.57 3.54
Up to 6 months 4.00 3.88 3.93
Up to 12 months 4.48 4.38 3.96
Over 12 months 4.31 4.33 421
Weighted Avg Deposit Rate 3.90 3.79 3.70
Lending Rates
Residential mortgages 8.25 8.23 8.26
Commercial mortgages 8.37 8.46 8.72
Consumer loans 13.07 12.72 13.09
Other Local Loans 8.83 7.76 7.57
Overdrafts 11.57 11.60 11.43
Weighted Avg Loan Rate 11.00 10.67 10.69

CAPITAL MARKETS DEVELOPMENTS

Although most international indices registered gains
over the quarter, domestic market activity remained
relatively subdued, as moribund economic conditions
continued to negatively impact investor sentiment.
Consequently, The Bahamas International Securities
Exchange (BISX) Share Price Index declined by a further
4.9% to 1,501.78 points, extending the 0.7% decrease
noted in the same period of 2008; while market capitaliza-
tion fell by 5.8% to $2.4 billion, a reversal from a 1.8%
advance to $2.9 billion registered a year ago. The ab-
sence of any significant transactions over the review
quarter, in contrast to a foreign-based firm's purchase of
50% of the outstanding shares of a utility a year earlier,
resulted in the volume of shares traded on the exchange
trending lower by 5.4 million at 1.0 million, with the corre-
sponding value contracting sharply by $44.0 million to
$4.7 million.
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INTERNATIONAL TRADE AND PAYMENTS

For the third quarter of 2009, provisional data
showed the current account deficit improving by approx-
imately $135.9 million (32.4%) to $283.9 million, com-
pared to the same period in 2008, as weakened private
sector demand, alongside a general decline in oil prices,
led to lower merchandise imports. In addition, the capital
account surplus expanded, as the increase in direct
investment inflows outweighed modest declines in other
“miscellaneous” investments.

The estimated merchandise trade deficit declined
significantly by $176.8 million (29.6%) to $419.9 million.
Reduced volumes combined with the impact of lower
international fuel costs, resulted in a contraction in the oil
import bill, by 52.2% to $163.4 million, corresponding to
per barrel price declines in jet fuel, motor gas and pro-
pane by in excess of 40%. The general weakness in
economic activity occasioned a decline in non-oil imports
of 10.9% to $446.2 million; however, total exports fell by
22.9% to $190.9 million.

The services account surplus rose by 8.3% ($15.5
million) to $203.0 million, and was associated with a
ratcheting down of outflows related to other “miscellane-
ous” services—inclusive of decreased payments for
professional and technical fees. Net transportation
payments also fell by $19.2 million to $50.4 million,
benefitting from higher inflows for port and airport
charges; and marginal declines were recorded for net
insurance service outflows and royalty payments, of $4.1
million and $2.5 million, respectively. Weak tourism
performance translated into a contraction in net travel
receipts, by an estimated $30.6 million to $364.2 million,
while offshore companies trimmed local expenses by
33.5% to $36.4 million. Outflows directly related to
foreign investment construction projects—although well
below their recent peaks—rose by 50.5% to $4.8 million,
and outflows to non-residents, related mainly to cruise
and port dredging services, underpinned the $20.6 million
increase in net Government service outflows to $38.6
million.



The net income outflow surged by $64.8 million to
$88.8 million, as commercial banks’ reversed the flow of
their interest and profit income, from a net receipt of $7.8
million, to a net outflow of $61.1 million. Amid a general
downturn in foreign interest rates, the Central Bank's
investment income fell by $2.2 million to $3.9 million, with
a slight offset provided by non-bank entities, which rec-
orded a decline in net dividend remittances, of $3.4
million to $20.2 million.
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The net inflow under current transfers advanced by
$8.4 million (63.3%) occasioned mainly by a $7.7 million
increase in net Government receipts to $23.1 million. In
addition, net private sector outflows were 33.6% lower at
$1.4 million, due solely to a contraction in workers’ remit-
tances.

The estimated surplus on the capital and financial
account rose by $60.4 million to $295.4 million during the
third quarter, led by a 19.9% ($50.4 million) advance in
net financial account receipts to $303.8 million; while the
capital account deficit narrowed by $10.1 million, occa-
sioned by a reduction in migrant-related outflows.
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In terms of the financial account, increases in equity
financing of $45.1 million to $171.7 million, and land
purchases of $8.5 million to $42.7 million, bolstered the
net direct investment inflow by $53.7 million to $214.4
million.  Other “miscellaneous” investment net inflows
tapered by $3.8 million to $92.5 million, as both domestic
banks and private entities recorded respective net re-
payments of $31.7 million and $63.5 million on their
foreign liabilities, in contrast to net borrowings of $66.6
million and $29.2 million a year ago. However, the boost
to the Central Bank's foreign assets provided by the
IMF's SDR allocations, contributed significantly to the
$187.3 million increase in the net foreign liabilities of the
the public sector; while domestic investors increased their
external portfolio investments by an additional $3.1
million, following a $3.6 million net investment abroad in
2008.

As a result of these transactions and after adjusting
for net errors and omissions, the deficit on the overall
balance improved by $9.2 million to $15.5 million.

INTERNATIONAL ECONOMIC DEVELOPMENTS

The global economy showed the first tentative signs
of recovery from the year-long recession during the third
quarter, supported by the pass-through effects of fiscal
“stimulus” programmes on consumer spending, combined
with aggressive monetary policy easing measures.
Consequently, several developed countries emerged
from recession, while the contraction in other economies
slowed significantly. Nevertheless, the anaemic pace of
the rebound, combined with uncertainty regarding the
sustainability of the recovery, contributed to private sector
job cuts and firming unemployment rates in many coun-
tries. Inflation remained relatively subdued, as the soft-
ness in consumer demand reduced commodity price
pressures. However, one notable exception was gold
prices, which firmed significantly over the three-month
period, as investors sought to hedge their portfolios
against the sustained depreciation in the US dollar vis-a-
vis other currencies. Stock market indices—which are
generally forward looking indicators—continued to rally
over the quarter, supported by the favourable economic
outlook and prospects of higher corporate earnings.



During the third quarter, the US economy expe-
rienced a rebound in real output of 2.2%, coming from a
0.7% decline in the second quarter, as the sustained
effects of fiscal incentive programmes propelled gains in
consumer spending. In addition, inventory investment
expanded, as businesses prepared for the holiday sea-
son; while a federal tax credit programme supported the
first expansion in residential fixed investment for three
years. The United Kingdom’'s economy remained mired
in recession, under the weight of declines in services,
transportation and business activity—although the quar-
terly contraction in output slowed by 0.4 of a percentage
point to 0.3%. In contrast, the euro zone emerged from
recession, with gains in Germany and France—the two
largest economies—underpinning the 0.4% rise in eco-
nomic output in the third quarter. In Asia, fiscal infrastruc-
ture stimulus programmes restored China’s economic
expansion to pre-crisis levels, as output firmed by 8.9%
vis-a-vis the previous three-month period. Economic
growth in Japan was sustained over the review quarter,
with advances in private consumption spending and
exports reinforcing real GDP growth of 1.3%, following
gains of 2.7% in the previous three-month period.

Amid sustained efforts to reduce costs, employment
levels registered broad-based declines over the review
quarter. In the United States, the unemployment rate
rose to a twenty-year high of 9.6%, up from 9.2% in the
June quarter; and worsening conditions in the United
Kingdom led to a quarterly upturn in the rate of 0.1 of a
percentage point to 7.8%. Reflecting weakness in the
Spanish and French markets, the jobless rate in the euro
zone rose to 9.7% at end-September from 9.4% at end-
June. Improved business conditions in the Japanese
market supported a modest decline in unemployment to
5.3%, while indications are that the jobless rate in China
stabilised at 4.3%.

Inflation moderated across almost all of the major
markets during the quarter, reflecting generally lower
energy prices. In the United States, average consumer
prices declined by an estimated 1.3% in the twelve-
months to September, following a 1.4% contraction in the
corresponding period a year earlier. Similarly, inflation in
the United Kingdom slowed by 0.7 of a percentage point
to 1.1%, benefitting from lower costs for electricity and
food & beverages. Buoyed by decreases in transport,
housing and food costs, consumer prices in the euro
zone fell by an annualized 0.3% in September, extending
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the marginal 0.1% decline in June. In Asia, deflationary
conditions persisted in Japan, with the fall in consumer
prices accelerating, on a quarterly basis, by 0.4 percen-
tage points to 2.2% in September. In contrast, the quar-
terly rate of decline in China’s average consumer prices
slowed to 0.8% at end-September.

Buffeted by investors’ increased appetite for risk and
concerns over the rapid expansion in the US’ fiscal deficit
and corresponding debt, the dollar continued its slide
against most major currencies over the review period. In
Europe, the dollar depreciated against the euro and
Swiss Franc by 4.29% and 4.97%, respectively, wea-
kened by 6.95% against the yen, and fell marginally by
0.13% against the Yuan. In contrast, persistent uncer-
tainty in the UK market led to a 2.75% appreciation in the
dollar, relative to the British pound.

Investors’ positive sentiments regarding the outlook
for global recovery reinforced gains in most of the major
equity markets during the review quarter. In the United
States, the Dow Jones Industrial Average (DJIA) rose by
15.0% to 9,712.28, with a similar firming in the Standard
& Poor's 500 index to 1,048.40 points. European
bourses recorded comparable gains; the UK’s FTSE 100
increased by 20.8% to 5,133.90 points; the German DAX,
by 18.0% to 5,675.16 points and France’s CAC 40 index
surged by 20.9% to 3,795.41 points. The performance of
the Asian markets was mixed, with the Japanese NIKKEI
225 up 1.8% to 10,133.2 points; however, China’s
Shanghai SE Composite index fell by 6.1% to 2,779.43
points, amid investors’ reported concerns over the timing
of the withdrawal of Government's stimulus measures
and its impact on the domestic economy.

Reflecting a sustained moderation in global demand
pressures and increased stockpiles, crude oil prices
contracted by 6.7% to $65.27 per barrel in the third
quarter. In contrast, investors’ concerns over the depreci-
ation of the US dollar and heightened prospects for
inflation buoyed gold prices by 8.8% to $1,007.70 per
ounce and silver, by 22.3% to $16.65 per ounce.

As the economic recovery remained relatively fra-
gile, the major central banks maintained their loose
monetary policy stances over the review quarter. The
Federal Reserve kept its key federal funds rate at a range
of 0.0% to 0.25%; however, as a sign of the improving
economic outlook, the authorities announced their intent
to end the almost $2.0 trillion debt purchase programme



by year-end. The Bank of England maintained its official
bank rate at 0.5%, and also increased its UK Government
bond purchase facility, by £50.0 billion to £175.0 billion.
Faced with stable prices and modest economic growth,
the European Central Bank (ECB) left its main interest
rates unchanged and announced a plan to buy €60 billion
worth of covered bonds. In Asia, the Bank of Japan
maintained its uncollateralized overnight call rate at
around 0.1% and extended the length if its corporate
credit facilities to support the economic expansion. The
Peoples Bank of China also retained its accommodative
monetary policy stance, amid a surge in commercial bank
lending and the Government's US$586 million “stimulus”
programme.
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External sector developments were mixed during the
third quarter. In the United States, the trade deficit wi-
dened by $5.8 billion to $33.1 billion over the previous
three-month period, reflecting the Government's incentive
programmes, which boosted demand for imported auto-
mobiles and fuel. In contrast, the deficit on trade in
goods and services in the United Kingdom narrowed
marginally, to £8.4 billion from £8.6 billion in the second
quarter, owing to an improvement in the goods deficit,
which outweighed the modest fall in the services account
surplus. In the euro zone, the external trade surplus
improved on a quarterly basis, by €4.5 billion to €13.8
billion in the three-months to September. Japan’s export-
based economy benefitted from the uptick in global
demand, as evidenced by the doubling in the surplus on
the goods and services account, to ¥8.9 trillion. Similarly,
despite a general year-long downturn in exports, indica-
tions are that China’s trade surplus remained at relatively
robust levels in the third quarter.



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 total
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