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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Preliminary data suggests that domestic economic
activity contracted during the first quarter of 2009. Condi-
tions were characterized by a sharp decline in tourism
output, softer consumer demand and reduced stimulus to
construction activity from foreign investments. However,
as global price pressures further moderated, inflation
trended lower, continuing to ebb from the peak levels
attained during the middle of 2008. Fiscal operations
remained adversely impacted by the weakness in the
economy, with the comparative deficit widened during the
third quarter of FY2008/09, as a result of a reduction in
revenues and increased outlays. On the monetary front,
the seasonal rebuilding of bank liquidity occurred within a
more subdued private sector credit environment but with
narrowed gains in the deposit base. Meanwhile, the
reduction in domestic demand and lower oil prices contri-
buted to a significant decline in the trade deficit and a
reversal in the estimated current account balance to a
modest surplus. However, the capital account surplus
contracted, based on the slowdown in private foreign
investment inflows.

During the review quarter, net free cash reserves of
the banking system expanded by 22.7% to $201.2 million,
just ahead of the 18.1% advance in the corresponding
period last year. However, this represented a reduced
3.5% of Bahamian dollar deposits compared to 4.1% in
2008. The broader surplus liquid assets, which also
include investments in Government debt securities,
firmed by 57.1% to $404.2 million, exceeding the statuto-
ry minimum by a strengthened 43.5% vis-a-vis 21.7% a
year earlier. With regard to interest rates, the domestic
banks’ weighted average spread between loans and
deposits narrowed by 4 basis points to 6.49%, as the 14
basis point firming in the average deposit rate to 4.00%
exceeded a 10 basis point rise in the corresponding loan
rate to 10.49%. The average 90 day Treasury bill rate
softened by 9 basis points to 2.64%; however, bench-
mark rates, the Central Bank's Discount Rate and com-

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

As support for private sector deposit growth waned,
quarterly expansion in the money supply (M3) tempered
to 1.8% from 2.6% in 2008, bringing the stock to $6,028.7
million. Demand deposit gains accelerated to 6.6% from
1.6%, supported by stronger increases in public corpora-
tions’ deposits. However, slowed accretions to balances
for private individuals and business firms narrowed the
growth in saving deposits to 1.1% from 1.7%, and in fixed
deposits, to 0.7% from 3.2%. Moreover, the increase in
residents’ foreign currency deposits slowed to 3.8% from
9.5%, while currency in active circulation decreased
further by 4.3%.

Owing to the financing activities of the Government,
total credit firmed marginally by 0.3%, following a nearly
unchanged level in 2008. In particular, net claims on
Government rose by 12.9%, overturning the 3.1% reduc-
tion last year. Conversely, the contraction in claims on
the rest of the public sector widened to 9.2% from 2.5% ,
following on a significant year-earlier repayment on
foreign currency debt. Similarly, private sector credit
declined by 0.8%, to contrast with the previous period’s
increase of 0.6%. In particular, added to a more than
halving in residential mortgages growth to 1.1%, con-
sumer credit recorded a comparative downturn of 1.5%
and other claims, mainly of a commercial nature, con-
tracted further by 2.6%.

During the third quarter of FY2008/09, the estimated
shortfall on the Government's budgetary operations
widened to a preliminary $88.1 million from $9.8 million in
the same period a year ago. With the slowdown in the
economy, total revenue fell by 17.1% to $310.9 million,
due mainly to an 18.1% drop in tax revenue to $277.0
million, that was led by a 22.0% slump in levies on inter-
national trade. In addition, non-tax collections decreased
by 85% to $33.8 million, partly reflected in lower
proceeds from the sale of Government property. Con-
versely, expenditure advanced by 3.6% to $399.0 million,
due mainly to a 5.7% rise in current outlays to $358.4
million—including higher payments for salaries, goods &



services and transfers to households. However, capital
outlays contracted broadly by 11.9% to $28.9 million,
encompassing a reduction in spending on infrastructure
works; and net lending to public enterprises fell by 11.0 %
to $11.7 million. Budgetary financing featured net bor-
rowing of $121.1 million in Bahamian dollar and $60.0
million in foreign currency, which raised the Direct Charge
by 6.5% to $2,943.9 million. Also, contingent liabilities
advanced by $2.7 million (0.6%), for an increase in the
National Debt of $182.8 million (5.7%) to $3,383.1 million

Weak stopover trends underpinned a reduction in
tourism output during the first quarter. The projected
moderate decline in total arrivals contrasted with a 2.3%
increase in same period of 2008, with air traffic, which
encompass higher yielding onshore visitors, contracting
by more than 15.0%. This overshadowed an improving
trend in sea visitors. Widespread weakness in stopover
activity was most severe for Grand Bahama and Family
Islands, being characterized by both a reduction in hotel
room sales and discounting in average nightly room
rates. As a result, negative adjustments continued in the
hotel sector, with further employment reduction and
scaling back in the hours worked for retained employees.
To manage costs, some major properties have an-
nounced partial plant closures for the summer months,
which are expected to coincide with vacation leave for
large blocks of employees.

Construction sector output remained constrained by
the softness in foreign investment support; albeit, with
ongoing stimulus from domestic mortgage financing.
Information from banks, insurance companies and the
Bahamas Mortgage Corporation indicated that, in com-
parison to 2008, the value of domestic mortgage dis-
bursements for new construction and building repairs
advanced by 6.7% to $82.0 million during the quarter.
Disbursements for residential projects firmed by 5.8% to
$73.0 million; and for commercial developments, by
14.0% to $9.0 million. Similarly, the forward looking
indicator, mortgage commitments for new construction
and repairs, rose by 15.1% to $53.7 million, as the boost
in residential approvals outweighed the reduction in
commercial commitments. Compared to 2008, the aver-
age residential mortgage loan rate declined by 10 basis
points to 8.5%; while the average commercial rate was
unchanged at 8.8%.

As energy costs further declined, the average Retail
Price Index fell by 0.1% during the quarter, contrasting
with a 0.5% rise in the first quarter of 2008. The outcome
was due primarily to the 1.7% decline in the most heavily
weighted housing component, following an increase of
0.6% in 2008, alongside tapered cost increases for food
& beverages and medical care & health. On a 12-month
basis, inflation remained more elevated at 4.9% from
2.4% in 2008, although moderated from the food and
energy driven high of 6.0% in the summer of 2008.
Relative to the March 2008 quarter, however, annual
increases were still accelerated for food & beverages
(7.8%), housing (3.6%), medical care & health (4.1%) and
recreation & entertainment services (4.3%), but compara-
tively slowed for transportation & communications at
3.0%.

In the external sector, the estimated current account
balance shifted to a surplus of $8.3 million from a deficit
of $214.4 million in 2008. The deficit on the merchandise
account narrowed by approximately one-third to $345.9
million, owing to the sharp decrease in the oil import bill
(52.3%) and a reduction in other goods imports, asso-
ciated with reduced demand for both consumer and
capital goods. Led by a decline in net payments for
foreign services, including construction and transporta-
tion, the invisible surplus improved by 9.9% to an esti-
mated $378.1 million. In addition, net current transfer
receipts increased by 38.4% to $20.3 million; however,
expanded banking sector remittances widened net in-
come inflows by almost one-third to $34.1 million.

The capital and financial account surplus narrowed to
$149.8 million from $229.8 million in 2008, reflecting a
39.0% contraction in net private investment inflows.
Although net equity financing, which supports private
developments, improved to $119.1 million from $97.5
million, net loan proceeds narrowed to $30.5 million from
$158.5 million, and net real estate inflows decreased by
28.2% to $44.2 million. Meanwhile, the public sector
recorded a net external borrowing of $4.4 million, after a
net repayment of $1.6 million last year; albeit, the banking
system tempered the reduction its net foreign liabilities by
nearly half to $38.0 million.



FiscAL OPERATIONS

OVERVIEW

Reflecting a significant downturn in revenue receipts
and modest firming in expenditure, initial data for the third
quarter of FY2008/09 revealed that the deficit on fiscal
operations rose sharply to $88.1 million from $9.8 million
in the same period of the previous fiscal year. Total
revenue contracted by 17.1% to $310.9 million, overturn-
ing a 3.6% expansion in the same period a year earlier.
However, expenditure—including net lending to public
corporations—grew by 3.6% to $399.0 million, after a
marginal decline of 0.7% in 2008.

REVENUE

Tax receipts—which comprised 89.1% of total reve-
nue—contracted by 18.1% to $277.0 million, led by a
$38.1 million (22.0%) falloff in international trade and
transactions taxes. In the revamped structure introduced
in the 2008/09 Budget, import duties represented 67.6%
of the trade total; excise taxes, 30.7%, and export taxes,
1.7%. With the slowdown in financial sector activity,
stamp taxes on financial and other transactions declined
by 46.0% to $39.4 million, while other “miscellaneous”
taxes—mainly unallocated receipts falling into the major
categories—fell by 11.5%. Also, departure taxes de-
creased by 13.7% to $15.7 million, mainly constrained by
the softness in tourism. Although selective taxes on
tourism services rose by $1.8 million (18.0%) to $12.0
million, this was due to a timing-related boost in gaming
taxes, as hotel occupancy taxes also fell by 17.9%.
Revenue gains were also recorded for property taxes, of
29.4% to $27.2 million; business and professional licence
fees, of 16.3% to $35.0 million and motor vehicle taxes,
of 12.2% to $6.1 million.

Non-tax revenue, which represented 10.9% of total
receipts, contracted by 8.5% to $33.8 million. In particu-
lar, income from public enterprises and other sources fell
by 5.7% to $12.3 million and receipts from the sale of
Government property narrowed to $0.3 million from $3.2
million. However, collections of fines, forfeitures and
administrative fees rose by 2.3% to $21.3 million.

Government Revenue By Source
(Jan - Mar)

FY07/08 FY08/09
Property Tax 21.0 5.6 2712 88
Selective Services Tax 10.2 2.7 120 39
Busines. & Prof Lic. Fees 30.1 8.0 35.0 113
Motor Vehicle Tax 54 14 61 20
Departure Tax 18.2 49 156 50
Import Duties 131.9 35.2 81.7 282
Stamp Tax from Imports 37.8 10.1 31 10
Excise Tax - - 412 133
Ex port Tax 33 0.9 29 09
Stamp Tax from Exports - - - -
Other Stamp Tax 72.9 19.4 394 127
Other Tax Revenue 79 21 71 23
Fines, Forfeits, etc. 20.8 55 213 6.9
Sales of Govt. Property 32 0.9 03 01
Income 13.0 35 123 40
Other Non-Tax Rev.
Capital Revenue
Grants - - - -
Less:Refunds 0.5 0.1 04 01
Total 3752 100.0 310.8 100.0

EXPENDITURE

Within the expenditure trends, recurrent outlays—
approximately 90% of the total—increased by 5.7% to
$358.4 million. However, capital spending declined by
11.9% to $28.9 million and net lending to public enter-
prises, by 11.0% to $11.7 million.

By economic classification, the advance in current
outlays was led by a 7.4% increase in Government
consumption, distributed between the 4.8% rise in wages
and salaries to $141.8 million and the 12.0% hike in
purchases of goods and services to $85.1 million. Simi-
larly, transfer payments increased by 3.0% to $131.5
million, as interest payments on the debt firmed by 4.6%
to $37.3 million, while subsidies and other payments rose
by 2.4% to $94.2 million, driven mainly by the Govern-
ment’s intensified effort to mitigate the effects of the crisis
on specific groups. The increases within the latter com-
prised a hike in transfers to households (9.8%), including
social assistance, and in payments to non-profit institu-



tions (12.3%)—which together accounted for almost one-
third of the total. Subsidies—mainly to quasi public
enterprises—represented 52.0% of non-interest transfers,
increasing marginally by 0.5%.
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On a functional basis, current expenditure on general
public services expanded by 2.7% to $97.7 million (27.3%
of the total), reflecting increased payments for public
order and safety. Similarly, outlays for economic services
rose by 13.1% to $45.6 million (12.7% of the total), due to
higher operating expenses in support of infrastructural
developments, and stepped-up tourism promotion.
Spending gains were also registered for other community
& social services (37.0%), social benefits & services
(21.5%), defence (11.8%) and health (8.4%). However,
education outlays were reduced by 4.9%.

The 11.9% decline in capital spending was led by a
27.6% reduction in the acquisition of assets to $7.0

million, as a contraction in fixed asset outlays outstripped
firming in land purchases. Spending on infrastructural
development also decreased by 7.2% to $20.4 million.
However, investment in non-financial public enterprises
expanded marginally by $0.3 million to $1.5 million.

FINANCING AND THE NATIONAL DEBT

Budgetary financing during the review quarter en-
compassed $121.1 million in new Bahamian dollar bor-
rowing and $60.0 million in foreign currency. Debt re-
payment represented only $1.0 million, allocated entirely
to external obligations. As a result, the Direct Charge on
Government grew by $180.1 million (6.5%) to $2,943.9
million, and surpassed the year-earlier level by $319.4
million (12.2%). Bahamian dollar denominated debt
amounted to $2,500.5 million, or 84.9% of the total, with
almost equal shares held by private and institutional
investors (31.4%) and domestic banks (31.5%); the
remainder was owed to public corporations (28.2%) and
the Central Bank (8.9%). In terms of instruments, long-
term securities comprised the largest proportion (87.1%)
of the Bahamian dollar debt, bearing an average maturity
of 12.1 years; with the balance mainly in the form of
Treasury bills (9.8%) and advances from the Central
Bank (2.9%).

During the quarter, the Government's contingent lia-
bilities rose by $2.7 million (0.6%) to $439.2 million.
Consequently, the National Debt widened by $182.8
million (5.7%) to $3,383.1 million, for an advance of
$331.8 million (10.9%) over the previous year.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

Public sector foreign currency debt increased margi-
nally during the quarter, by 0.3% to $838.1 million, as
new drawings of $106.4 million overshadowed amortiza-
tion payments of $104.2 million. The Government owed
52.9% of the outstanding debt, while public corpora-
tions—net of inter-public sector loans—were responsible
for 47.1%. By creditor profile, commercial banks financed
the majority of the obligations (45.3%), followed by inves-
tors in private capital markets (35.8%), multilateral institu-
tions (14.3%) and bilateral institutions and other creditors
(4.5%). Most obligations were denominated in US dollars
(98.6%), with much smaller portions in the euro and yuan;
and the debt carried an average maturity of 12.6 years.



In comparison to the same quarter a year earlier, to-
tal debt service payments rose to $107.6 million from
$15.4 million, as amortization payments expanded by
$94.1 million—dominated by the $86.5 million refinancing
by a public corporation. In contrast, interest charges fell
by a third to $3.4 million. Excluding the refinancing, the
debt service ratio firmed by 2.5% of estimated exports of
goods and services, from 1.6% last year. However, the
Government’'s debt service as a percentage of revenue
was stable at 0.5%.

REAL SECTOR

TOURISM

Tourism output remained depressed during the first
quarter, owing to sustained weakness in major external
markets, with a projected retrenchment in stopover output
outweighing an expected rise in cruise activity. Although
total visitor arrivals for the quarter fell by less than 5.0%,
in contrast to a 2.3% increase in the previous year, the
outturn included a sharp downturn in air traffic of nearly
16%, relative to a 3.5% improvement a year earlier.
Conversely, a modest increase in sea arrivals was pro-
jected, following a 1.8% growth in the corresponding
quarter of 2008.

By port of entry, indications are that all of The Baha-
mas destination groupings experienced sharp contrac-
tions in stopovers, with losses more pronounced for
Grand Bahama and the Family Islands. In line with the
fall in air visitors, projected hotel room revenues declined
markedly, both owing to depressed room night sales and
discounting of the average room rate to below the
$231.95 per night recorded in 2008. Given the operating
strains, employment downsizing continued in the sector,
with work hours for retained workers also contracted in
comparison to 2008. As these conditions are expected
to persist through the summer months, a number of major
properties have signaled the planned temporary closure
of some facilities to reduce fixed operating costs. To
minimize employment impacts, some closures have been
scheduled to coincide with vacation leave for large seg-
ments of employees.

Visitor Arrivals
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CONSTRUCTION

Reflecting the scaled-back support from foreign in-
vestments, construction output remained sluggish during
the review quarter; albeit, with an important contribution
provided from domestic activities. Aggregate mortgage
disbursements for new construction and building repairs,
as reported by commercial banks, insurance companies
and the Bahamas Mortgage Corporation, rose by 6.7% to
$82.0 million vis-a-vis the same quarter of 2008. In
particular, residential loan disbursements strengthened
by 5.8% to $73.0 million, and commercial financing, by
14.0% to $9.0 million.

Compared to 2008, mortgage commitments for new
construction and repairs—a more forward looking indica-
tor—improved in number by 18.9% to 371 and in value,
by 13.6% to $55.8 million. The number of residential loan
approvals rose by 20.3% to 361, with a corresponding
gain in value of 15.1% to $53.7 million. Conversely, the
number of commercial commitments fell moderately to
10, with a 14.4% reduction in value to $2.1 million.



Compared to the first quarter of 2008, the average in-
terest rate on residential loans narrowed by 10 basis
points to 8.50%, offsetting an increase of the same
magnitude last year. Meanwhile, the average interest
rate on commercial loans was stable at 8.80%, following
a 20 basis point decline a year earlier.

Mortgage Commitments:
New Construction and Repairs
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PRICES

Although the annual inflation rate remained elevated
during the review quarter, signs of moderation emerged,
as benefits from the reduction in energy prices further
accumulated in the local economy. In particular, the
average Retalil Price Index fell during the first quarter, by
0.1% vis-a-vis an increase of 0.5% in the same period of
2008. This mainly reflected a reduction in housing costs—
—the largest component—hby 1.7%, after a 0.6% advance
a year earlier, as the surcharge in electricity bills receded
by 47.9% to 10.72 cents per kilowatt hour (kwh). Similar-
ly, average inflation slowed for food & beverages, to 0.8%
from 1.6%, and medical care & health, to 0.7% from
2.3%. However, average cost increases for the remain-
ing components of the Index accelerated modestly.

Average Retail Price Index
(Annual % Changes)
March
2008 2009
fems Weight Index % Indec %
Food & Beverages 1383 120 38 1423 18
Clothing & Footwear 58.9 1080 11 109.7 15
Housing 328.2 1090 06 1129 36
Fum. & Household 88.7 1317 66 1404 66
Med. Care & Health 44.1 1446 35 1506 4.1
Trans. & Comm. 1484 1134 31 1168 29
Rec., Enter. & Svcs. 8.7 1264 15 1318 43
Education 531 1749 25 1199 29
Other Goods & Svcs. 916 1311 11 1505 98
ALL ITEMS 1000 1233 24 104 49

On a 12-month basis, average inflation was still ele-
vated at 4.9% from 2.4% in 2009, but with significant
moderation from the 6.0% boost associated with food and
energy costs during the summer months of 2009. This
included a sharp rise in the average rate of cost increas-
es for food & beverages, to 7.8% from 3.8%; housing, to
3.6% from 0.6%; medical care & health, to 4.1% from
3.5%); recreation & entertainment services, to 4.3% from
1.5% and ‘other’ goods & services, to 9.8% from 1.1%.
Also of note, the average cost increase for furniture &
household operation was stable at 6.6%, but slightly
decelerated for transportation & communications at 3.0%.

Occasioned by reduced global oil prices, the Depart-
ment of Statistics’ surveys revealed that, along with
easing in electricity costs, retail fuel prices sustained their
downward trajectory noted since the middle of 2008. The
average cost of gasoline and diesel abated over the
quarter by 19.9% and 32.4% to $3.35 and $2.73 per
gallon, respectively, and were 27.5% and 37.1% below
the corresponding estimates for 2008.



MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Monetary conditions were characterized by a mod-
erately stronger seasonal build-up in liquidity during the
review period, but a narrowed reduction in the system’s
net foreign liabilities. Amid the weakness in the economy
and deteriorating asset quality, public sector borrowing
outweighed the downturn in private sector lending, for a
marginal upturn in domestic credit which, although sus-
tainable, was supported by less robust gains in the
deposit base. Meanwhile, increased operating costs and
the steady rise in provisioning against bad debts under-
pinned a reduction in overall bank profitability. However,
the weighted average interest rate spread narrowed over
the review period, as the rise in deposit rates outpaced
the firming in lending rates.
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same period of 2008. At end-March, the ratio of excess
reserves to Bahamian dollar deposit liabilities lessened to
3.5% from 4.1% a year earlier. However, as banks
increased their holdings of Government securities, the
broader surplus liquid assets rose by $146.9 million
(57.1%) to $404.2 million, strongly outpacing the $39.7
million (26.2%) rise in the preceding year, and surpassing
the required statutory minimum by 43.5%, compared to
21.7% in the same period of 2008.

DEPOSITS & MONEY

Amid lessened support for private sector deposit
growth, overall money (M3) expansion slowed to 1.8%
from 2.6% a year earlier. However, narrow money (M1)
gains accelerated to $61.9 million (4.9%) from $8.1
million (0.6%) in the previous year, as a strengthening in
public sector balances boosted demand deposit expan-
sion to $70.7 million (6.6%) from $17.5 million (1.6%);
albeit, currency in active circulation narrowed further by
$8.8 million (4.3%).

Changes in Credit
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During the quarter, net free cash reserves of domes-
tic banks firmed by $37.2 million (22.7%) to $201.2
million, following a $34.4 million (18.1%) advance in the
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The increase in broad money (M2) abated to $97.0
million (1.7%) from $126.3 million (2.3%) a year earlier.
A slowdown in private sector placements tempered



accretions to both savings and fixed deposits, to $11.0
million (1.1 %) and $24.1 million (0.7%), from $17.2
million (1.7%) and $100.9 million (12.2%), respectively in
2008. Similarly, gains in residents’ foreign currency
balances slackened to $7.7 million (3.8%) from $19.0
million (9.5%), tapering overall money growth to $104.7
million (1.8%) from $145.2 million (2.6%) in 2008, for an
overall stock of $6,028.7 million.

Bahamian dollar fixed balances comprised the largest
share of the money stock (57.2%), followed by demand
(18.9%) and savings deposits (17.1%); with the remaind-
er divided between currency in active circulation (3.3%)
and residents’ foreign currency deposits (3.5%).

DoMESTIC CREDIT

Despite the significant contraction in claims on the
private sector, increased lending to Government sup-
ported a $24.7 million (0.3%) upturn in domestic credit,
following a virtually unchanged level during the first
quarter of 2008. While the increase in the Bahamian
dollar component slowed moderately to $20.8 million
(0.3%), foreign currency credit recovered by $4.0 million
(0.5%) from a $49.8 million (6.8%) decline last year.

The banking sector’s net claims on the public sector
widened by 5.7%, strongly reversing a decline of 2.9% in
2008. In particular, net credit to the Government re-
bounded by $118.9 million (12.9%), following last year's
$26.7 million (3.1%) net repayment. In contrast, credit to
the rest of the public sector contracted further, at an
accelerated pace of $41.2 million (9.2%), mainly reflect-
ing the repayment of foreign currency obligations.

During the quarter, private sector credit declined by
$53.0 million (0.8%) vis-a-vis a 0.6% accretion last year.
This outturn included a 0.3% contraction in personal
loans—which represent 76.7% of the outstanding claims—
—compared to a 1.1% increase a year earlier; and a
continued reduction in other private sector credit, mainly
of a commercial nature, by 2.6%. Among the major
personal components, overdraft balances and consumer
credit declined by $11.7 million (10.7%) and $32.9 million
(1.5%), respectively, compared to year-earlier increases
of 32.8% and 0.8%. In addition, the growth in residential
mortgages was more than halved to $29.3 million (1.1%).

A further analysis of consumer credit revealed sus-
tained net repayments in most categories. Reductions

were noted in loans for miscellaneous purposes ($12.0
million), private cars ($11.0 million), credit cards ($10.8
million), travel ($5.6 million), education ($2.1 million) and
home improvement ($1.3 million). Most remaining cate-
gories also registered net repayments, of under $1.0
million; albeit, debt consolidation—consisting of rewritten
obligations—firmed by $11.2 million.

Distribution of Bank Credit By Sector
End-March
2008 2009
Agriculture 11.9 0.2 145 0.2
Fisheries 8.6 0.1 8.4 0.1
Mining & Quarry 6.2 0.1 11 0.0
M anufacturing 52.7 0.8 339 0.5
Distribution 198.3 3.0 161.7 2.3
Tourism 230.6 35 204.7 3.0
Enter. & Catering 49.3 0.7 35.8 0.5
Transport 21.7 0.4 26.3 0.4
Public Corps. 2519 3.8 300.4 4.3
Construction 406.1 6.2 442.2 6.4
Government 133.4 2.0 176.2 25
Private Financial 26.6 04 234 0.3
Prof. & Other Ser. 151.8 2.3 167.4 2.4
Personal 4,669.8 70.8 49751 718
Miscellaneous 367.6 5.6 360.1 52
TOTAL 6,592.5 100.0  6,931.2 100.0

As regard private credit for commercial and other
purposes, the outstanding balances decreased further,
most notably for distribution ($16.9 million), tourism ($7.8
million), manufacturing ($7.2 million), construction ($3.8
million), transport ($1.9 million) and fisheries ($1.5 mil-
lion). Contractions of less than $1.0 million were record-
ed in most of the other categories; however, net claims
firmed against private financial institutions ($3.1 million).

MORTGAGES

A broader analysis of mortgage lending, as reported
by banks, insurance companies and the Bahamas Mort-
gage Corporation, showed that the expansion in total



liabilities moderated by $33.9 million (1.1%) from $54.1
million (1.9%) last year, placing the outstanding balances
at $3,080.4 million. Residential mortgages, at 93.0% of
the total, rose further by 1.2% to $2,863.5 million, trailing
a gain of 2.2% a year earlier. However, the contraction in
commercial claims was extended by $0.5 million (0.2%)
to $216.9 million, vis-a-vis the previous year's $2.1 million
(0.9%). At end-March 2009, the majority of outstanding
mortgages originated from banks (89.0%), followed by
insurance companies (6.2%) and the Bahamas Mortgage
Corporation (4.8%).

THE CENTRAL BANK

The net domestic liabilities of the Central Bank rose
by 10.8% during the first quarter, corresponding to sea-
sonal growth in the external reserves of a similar magni-
tude.

This position continued to reflect a net claim on Gov-
ernment, although lowered by $3.5 million (1.8%) to
$195.3 million, as the Bank’s deposit liabilities to Gov-
ernment expanded by $22.0 million, outweighing the
$18.4 million increase in holdings of Government paper.
Conversely, owing to increased deposits, the Central
Bank’s net liabilities to the rest of the public sector firmed
to $9.1 million from $3.1 million. Corresponding to the
seasonal buildup in liquidity, liabilities to domestic banks
rose by $60.9 million (13.9%) to $499.9 million—of which
57.0% represented statutory reserves. These develop-
ments overshadowed the $8.8 million decrease in Baha-
mian dollar currency in active circulation.

The 10.8% advance in external reserves trailed an
$85.3 million (18.8%) boost in 2008. In particular, the
Bank’s net foreign currency purchase declined by 29.8%
to $57.1 million. Indicating lower private sector foreign
currency inflows, associated with tourism and foreign
direct investments and reduced public sector borrowing.
total purchases narrowed by $92.4 million (31.8%) to
$198.1 million, while total sales fell by $68.2 million
(32.6%) to $141.0 million. The net foreign currency
purchase from Government was nearly halved to $37.1
million; however, the net purchase from commercial
banks rose marginally to $88.5 million, while the net sale
to public corporations tapered slightly to $68.5 million.

At end-March, external reserves stood at $623.8 mil-
lion, relative to $539.6 million in the corresponding period
of 2008, and was equivalent to an estimated 16.4 weeks

of non-oil merchandise imports, up from 12.2 weeks a
year earlier. After adjusting for the statutory required
50% of the Bank’'s demand liabilities—which has to be
supported by external balances—‘useable” reserves
stood higher at $253.9 million, compared to $160.9
million at end-March 2008.
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DOMESTIC BANKS

During the review quarter, domestic banks recorded
an accumulation of surplus resources and a reduction in
net external liabilities, after net flows from deposit and
credit activities with public corporations and the private
sector outpaced the rise in net claims on Government.
Amid the downturn in consumer demand and a more
cautious lending stance, credit to the private sector
contracted by $53.0 million (0.8%), offsetting the 0.6%
advance of a year earlier, and contrasting with a $55.5
million (1.1%) increase in deposit liabilities to the sector.
Moreover, the exposure to the public corporations
switched, to a net liability of $89.9 million from a net claim
of $3.4 million at end-December, owing to a combination
of deposit growth (11.9%) and a reduction in outstanding
credit (9.3%)—mainly on foreign currency claims. But-
tressed by increased holdings of debt securities and an
advance in foreign currency loans, net claims on the



Government rose further by $122.4 million (16.9%).
Banks also obtained net funding from an additional $47.0
million (2.5%) in capital and surplus resources (mainly
retained earnings), which facilitated a $38.0 million
(5.4%) reduction in net foreign liabilities and a $60.9
million (13.9%) hike in balances held at the Central Bank.

At end-March, the total value of domestic banks’ de-
posit liabilities, including amounts owed to Government,
stood at $5,831.7 million, an increase of 1.9% during the
quarter. Bahamian dollar accounts comprised 96.4% of
the total. The majority of deposits were held by private
individuals (57.9%), followed by business firms (23.7%),
the public sector (10.8%), other customers (4.0%) and
private financial institutions (3.6%). Disaggregated by
type of contracts, fixed deposits made up the bulk of
accounts (61.4%), followed by demand deposits (20.6%)
and saving balances (18.0%).

Data on the range of value and number of Bahamian
dollar accounts, showed that the bulk (90.9%) of con-
tracts were still against balances under $10,000, which
represented only 7.1% of the aggregate value. Balances
in the range of $10,000 to $50,000 made up 6.2% of the
accounts and 12.4% of the total value; while deposits in
excess of $50,000 represented 2.9% of the accounts, but
the majority of the value (80.5%).

CREDIT QUALITY

During the first quarter, domestic banks’ credit quality
indicators deteriorated further, as the unchecked pres-
sures on borrowers’ ability to repay loans caused more
slippage of obligations into non-performing status. The
total value of private sector Bahamian dollar facilities in
payment arrears of 30 days or more increased more
moderately by $66.9 million (8.7%) to $838.7 million. The
corresponding ratio of arrears to total loans firmed to
13.66% from 12.51% in December 2008 and 9.12% a
year earlier. The most significant increase occurred in
commercial loan arrears, by $33.7 million (20.9%) to
$194.9 million, with the portfolio arrears rate worsening to
18.9% from 15.5% in the previous quarter and 8.4% a
year ago. For consumer credit, balances in arrears rose
by $16.9 million (7.0%) to $257.2 million, representing
11.7% of the respective portfolio and up from 10.8% at
end-December and 8.8% at end-March 2008. Further,
residential mortgage arrears advanced by $16.2 million
(4.4%) to $380.4 million at end-March, pushing the ar-
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rears rate to 13.7% from 13.2% in the previous quarter
and 9.9% at end-March 2008.

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

140 /’_li 70

120 —
6.5

6.0

8.0

Non-Performing Loans

Total Arrears

55

6.0

5.0

4.0

45

2.0

0.0 4.0
Q08  QI-08 QI8 QIV-08  QI-09

Other EEEE Residential —3Consumer —{—NPL

Reflecting a significant increase in the average age of
arrears, non-performing loans—with past due payments
of more than 90 days, on which banks no longer accrued
interest—rose by $59.3 million (16.1%) to $427.0 million
at quarter's end; and, as a share of total claims, in-
creased to 7.1% from 6.1% at end-December and 4.7%
at end-March 2008. In line with the worsening conditions,
banks continued to take a more conservative posture
against losses, increasing provisions for bad debt by
$11.9 million (7.0%) to $181.0 million. The corresponding
ratio of provisions to total loans firmed during the quarter
by 0.21 percentage points to 2.95%; and contrasted with
a lower estimate of 2.21% a year earlier. However,
reflecting more rapid growth in non-performing balances,
the ratio of provisions to non-performing loans decreased
to 42.39% from 45.98% at end-December and 47.89%.
12 months earlier.



Domestic Banks' Profitability
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BANK PROFITABILITY

With the increasing provisions for bad debt and firm-
ing in operating costs, domestic banks’ estimated profits
narrowed to $57.1 million in the fourth quarter of 2008—
the latest period for which data is available—from $71.0
million in the same quarter of 2007. The net interest
margin improved by 8.0% to $128.1 million, supported by
higher loan balances and relatively stable interest ex-
penses. This, added to the 42.8% advance in commis-
sion and foreign exchange income to $7.3 million, in-
creased the gross earnings margin by 9.4% to $135.4
million. However, operating costs rose by 17.6% to $70.3
million, driven in part by hikes in salaries, rent and admin-
istrative expenses. Also, “other” non-operating income,
net of depreciation and bad debt expenses, recorded a
deficit of $8.1 million, due to a more than doubling in
provisions for bad debts.

Profitability ratios, relative to average domestic as-
sets, also weakened over the review period. The net
interest margin fell by 4 basis points to 5.60% of average
assets, while the corresponding ratio for commission and
foreign exchange increased by 8 basis points to 0.32%.
Additionally, the operating cost ratio rose by 23 basis
points to 3.07%, while the reversal in “other income” flows
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reduced this support by 69 basis points. As a result, the
net income (return on assets) ratio declined by 88 basis
points to 2.49%.

INTEREST RATES

In interest rate developments, the weighted average
spread on domestic banks’ loan and deposit rates nar-
rowed by 4 basis points to 6.49%, as the average deposit
rate firmed by 14 basis points to 4.00%, outstripping a 10
basis point rise in the corresponding loan rate to 10.49%.
With regard to deposits, the average savings rate ad-
vanced by 13 basis points to 2.19%, while the range on
fixed maturities widened to 3.64% - 4.67% from 3.63% -
4.35% in the previous quarter. Similarly, the average
demand deposit rate rose by 13 basis points to 1.66%.

Banking Sector Interest Rates
Period Average (%)
Qtr. | Qtr. IV Qtr. 1
2008 208 2009
Deposit Rates
Demand Deposits 141 1.53 1.66
Savings Deposits 2.30 2.06 219
Fixed Deposits
Up to 3 months 3.74 3.63 3.64
Up to 6 months 4.18 4.04 4.23
Up to 12 months 4.83 4.35 4.67
Over 12 months 5.05 411 4.66
Weighted Avg Deposit Rate 4.02 3.86 4.00
Lending Rates
Residential mortgages 8.36 8.25 8.29
Commercial mortgages 8.62 8.64 8.58
Consumer loans 13.00 12.55 12.49
Other Local Loans 8.16 8.22 8.12
Overdrafts 11.34 11.10 12.84
Weighted Avg Loan Rate 11.00 10.39 10.49

On the lending side, the average residential mort-
gage rate gained 4 basis points to 8.29%, and the aver-
age rate on overdraft facilities moved higher by 1.74
percentage points to 12.84%. In contrast, rates on com-



mercial and consumer loans both softened by 6 basis
points, to 8.58% and 12.49%, respectively.

Among other key rates, the average 90-day Treasury
bill rate declined by 9 basis points to 2.64%; however, the
Central Bank’'s Discount Rate and Commercial Banks’
Prime Rate remained stable at 5.25% and 5.50%, respec-
tively.

CAPITAL MARKETS DEVELOPMENTS

As the economic downturn continued to weigh heavi-
ly on investor confidence, both valuations and trading
volumes for domestic equities declined during the period.
The Bahamas International Securities Exchange (BISX)
Share Price Index contracted by 1.8% to 1,638.8 points,
adding to a 5.0% decrease in the same quarter in 2008.
The volume of shares traded on the Exchange was also
depressed, to 0.6 million valued at $2.9 million, compared
to 1.2 million shares at a market value of $7.6 million in
2008. Moreover, market capitalization dipped by 3.9% to
$2.6 billion, extending the 20.5% decline of a year earlier.

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

INTERNATIONAL TRADE AND PAYMENTS

Reflecting lower oil prices and weaker domestic de-
mand, provisional data for the first quarter of 2009 indi-
cate that the current account recorded a surplus of $8.3
million, after a $214.4 million deficit in the comparable
period a year ago. The slowdown in tourism-related
capital inflows, which also contributed to reduced imports
and service payments, underpinned a significant narrow-
ing in the surplus on the capital and financial account.

The estimated merchandise trade deficit decreased
by $190.0 million (35.8%) to $345.9 million, led by a more
than halving in the oil bill to $149.6 million. In particular,
the per barrel cost of imported propane declined by
44.3%; motor gas, by 39.8%; jet fuel by, 48.5%, bunker
‘C fuel,’ by 19.2% and gas oil by 89.1%. Similarly, the
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non-oil trade deficit contracted by $73.8 million (21.9%) to
$262.8 million, reflecting a sharper falloff in demand
(19.8%) relative to the easing in estimated exports.
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The services account surplus improved by $34.1 mil-
lion (9.9%) to $412.3 million. With the moderation in
shipping and travel activity, net outflows for transportation
services decreased by $25.8 million (31.3%) to $56.5
million. Amid the slowdown in investment activity, net
outflows for foreign construction services were nearly
halved to $8.2 million. Similarly, net outflows for other
services, including royalty payments, declined by 15.4%
($14.5 million) to $94.1 million; while net external pay-
ments for insurance and Government services tapered to
$10.7 million and $3.5 million, from $6.4 and $28.7
million, respectively. Partially countering these trends,
net travel receipts fell by $15.6 million (3.0%) to $504.6
million, as estimated tourism inflows declined by more
than the easing in residents’ overseas expenditures.
Also, the offshore companies local expenditure inflows
narrowed by 26.9% ($17.1 million) to $46.4 million.



The net income deficit widened by almost one-third to
$44.2 million, led by the increased repatriation of invest-
ment income to $29.8 million from $18.7 million in 2008.
This contrasted with the 7.1% decline in employees’ net
remittances, to $14.3 million. Within the investment
component, trends were dominated by the elevated net
profit remittances of domestic banks, which oversha-
dowed a decline in other private sector net outflows.
Moreover, the reduction in earnings on the Central Bank’s
foreign reserves led to narrowed inflows from official
transactions, net of interest payment on public sector
debt, to $0.8 million from $4.3 million in 2008.

Under current transfers, net receipts advanced by
38.4% to $20.3 million, boosted by a one-third rise in the
net Government surplus to $22.0 million. Also, workers'
net remittances decreased slightly to $1.9 million.

The estimated surplus on the capital and financial
account narrowed to $149.8 million from $229.8 million in
2008. The reduction in the financial surplus, to $160.2
million from $241.4 million, dominated the marginal
narrowing in migrant worker's net capital outflows, to
$10.4 million from $11.6 million. On the financial ac-
count, net private foreign investment inflows decreased to
$193.8 million, from an estimated $317.5 million in 2008.
Of the total, net equity financing advanced by 22.1% to
$119.1 million; albeit, net real estate purchases fell by
28.2% to $44.2 million and net loan financing tapered
significantly to $30.5 million from $158.5 million in 2008.
In the public sector, external debt operations were re-
versed, to a $4.4 million net borrowing from a $1.6 million
net repayment in 2008; and residents did not undertake
any external portfolio investments during the period,
compared to a net purchase of $2.0 million last year.
Meanwhile, the net repayment of the domestic banks’
short-term liabilities was almost halved to $38.0 million.

After adjusting for possible net errors and omissions,
the surplus on the overall balance, which reflects the
change in the Central Bank’s external reserves, mod-
erated to $60.7 million from $85.6 million in 2008.

INTERNATIONAL ECONOMIC DEVELOPMENTS

During the first quarter of 2009, indications are that
the global economy remained in a deep recession, al-
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though the outlook improved in response to the decisive,
unrelenting policy measures pursued in the major coun-
tries.  Nevertheless, labour market conditions deteri-
orated further, amid continued adjustments by business-
es in the face of reduced demand. However, both the
softness in consumer demand and the downturn in
energy prices had a further moderating effect on inflatio-
nary pressures. On the monetary front, major central
banks sustained their expansionary efforts, reducing key
interest rates and injecting significant liquidity into the
credit markets. While a general improvement in equity
prices was noted during March, major indices remained
lower for the quarter, owing to the sharp price declines
during the first two months of the year. In currency
trends, as investors increased their holdings of US as-
sets, the dollar appreciated against most major curren-
cies. In the external sector, estimates continued to
indicate reductions in the major countries’ trade imbal-
ances, mostly attributed to the persistent slowdown in
imports, due to internal weaknesses.

Except for the United States, most major economies
experienced sharper output declines in the review quar-
ter; albeit, expectations are that economic outlook is
beginning to improve. Real GDP in the United States
decreased at an annualized rate of 5.7%, slightly mod-
erated from the 6.3% falloff in the previous quarter, while
contrasting with weak growth of 0.9% in the same quarter
of 2008. Developments reflected sustained softness in
the housing and construction sectors, but included signs
of some stabilization in private consumption expenditures
Influenced by weaker services and manufacturing output,
real GDP for the United Kingdom contracted further, on a
quarterly basis, by 1.9% vis-a-vis a decrease of 1.6% in
the last quarter of 2008 and a tepid advance of 0.3% a
year earlier. Similarly, output fell further, by 2.5%, in the
euro zone, after a decline of 0.7% in the fourth quarter of
2008, owing to weaker consumer demand. This reflected
broad-based slowing in most countries in the zone, with
Germany and France—the two largest economies—
contracting by 3.8% and 1.2%, respectively. Asian
economies remained moribund, with real output in Japan,
the region’s largest economy, receding by 4.8%, following
a 3.8% decrease in the final quarter and a more upbeat
performance in the first quarter of 2008. China continued
to anchor growth in the region, but experienced a signifi-
cantly decelerated output gain of 6.1% on a year-to-year



basis, vis-a-vis 10.6% in 2008, which was nonetheless
supported by the Government's US$585 billion stimulus
package; exports remained hampered by the slump in
demand from the major industrial countries.

Employment conditions continued to be depressed
among the major countries, amid ongoing private sector
adjustments, including business failures and restructur-
ing. In the United States, the average unemployment
rate accelerated to 8.1% in the first quarter, from 6.9%
the previous quarter and 5.1% in the corresponding
period of 2008. An additional 2.5 million jobs were elimi-
nated, bringing cumulative losses since the beginning of
the recession in late 2007, to 5.1 million. Similarly, the
United Kingdom’s average unemployment rate firmed to
7.1% from 6.3% in the previous quarter and was 1.9
percentage points higher than a year earlier, marked by
the elimination of another 0.2 million jobs. The euro
area’s average unemployment rate increased by 1.5
percentage points to 8.7% over the same quarter a year
ago, also pushing the jobless rate above the 8.0% rec-
orded in the fourth quarter of 2008. Notably, the unem-
ployment rate in Germany and France deteriorated to
7.4% and 8.6% from 7.1% and 8.2%, respectively, in the
previous quarter. The first quarter unemployment rate
edged up to an estimated 4.6% from 3.9% in Japapn, and
for China, to 4.3% from 4.2% in the previous period.

Consumer price inflation in most of the major coun-
tries moderated during the first quarter, given the down-
trend in consumer demand and abated energy prices. In
the United States, the annualized seasonally adjusted
inflation rate stood at 2.2%, contrasting with an average
price decline of 12.4% in the fourth quarter of 2008, when
energy costs plummeted. However, significant modera-
tion continued relative to the advance of 3.1% in the first
quarter of 2008. Similarly, owing to reductions in energy
prices, annual inflation in the euro area fell to its lowest
level on record, of 0.6% in March, from 3.6% a year
earlier and 1.6% in the final quarter of 2008. The United
Kingdom’s annual inflation, estimated at 2.9% in March,
softened from 3.1% in the previous period; but was
slightly firmed from the 2.5% noted a year earlier, reflect-
ing upward pressure from recreation & culture and cloth-
ing & footwear, which offset receding gas and heating oil
bills. As Japan’s economic condition worsened, weaker
consumer spending underpinned a decline in average
consumer prices of 0.1% in the first quarter, from a
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slowed increase of 1.0% last period and a 1.2% rise a
year ago. For China, consumer prices fell by 1.2% for the
first quarter, in contrast to an 8.3% gain last year—also
partly influenced by easing domestic demand.

In foreign exchange markets, the US dollar appre-
ciated against most of the major currencies during the
first quarter, amid signs that the economy might emerge
from the recession more quickly than other developed
nations. The dollar moved higher against the Japanese
yen, by 9.2% to ¥98.98; relative to the Swiss franc, by
6.5% to CHF1.14; the Canadian dollar, by 3.3% to
C$1.26 and the Chinese Yuan,; by 0.1% to 6.83. The
dollar also strengthened against the euro and the British
pound, by 5.4% and 2.12%, to €0.75 and £0.70, respec-
tively.

Although investor sentiments improved significantly
during March, in response to positive earnings signals
and some firming in the global economic outlook, the
sharp contraction in stock prices over the first two months
of the year dominated the quarter's result, for a conse-
quent decline in valuations on the major bourses. In the
United States, the Dow Jones Industrial Average (DJIA)
fell by 13.3% to 7,908.9 points and the broader Standard
and Poor's 500 index, by 11.5% to 794.8 points. In
Europe, the United Kingdom's FTSE 100 share price
index also depreciated, by 11.5% to 3,926.1 points;
Germany’s DAX index, by 15.1% to 4,084.8 points and
France’s CAC 40 index, by 12.8% to 2,807.3 points.
Further, Japan's Nikkei 225 index contracted by 8.5% to
8,109.5 points; however, China’'s Shanghai SE composite
index appreciated by 30.3% to 2,373.2 points.

Commodity market developments featured some re-
bound in crude oil prices during the review quarter, due to
the Organization of Petroleum Exporting Countries’
(OPEC) decision to reduce daily output and evidence of
some stabilization in the outlook for global demand. The
per barrel price of crude oil rose by 26.1% to $49.84 vis-
a-vis end-December 2008. As investors augmented their
holdings of relatively “safe” assets, precious metal prices
increased over the review quarter, with gold higher by
4.5% at $919.15 per ounce and silver, by 13.9% at
$12.97 per ounce.

On the monetary front, major central banks sustained
their expansionary policies, targeting reductions in short
and long-term interest rates, increased financial market



liquidity, and a boost in the direct supply of long-term
credit. In the United States, the Federal Reserve main-
tained the target federal funds rate within an historically
low band of 0.00-0.25% and the primary credit rate at
0.50%. The Fed also either strengthened or initiated new
measures to improve the flow of credit and to reduce
long-term interest rates. The Bank of England, mean-
while, reduced its policy rate by 1.5 percentage points, to
an historic low of 0.50%, and announced a plan to pur-
chase an estimated £75 billion in private and public
sector debt using central bank reserves. Similarly, the
European Central Bank decreased its benchmark rate by
1.0 percentage point to 1.50%, the lowest level since the
Bank’s inception. The Bank of Japan maintained its
relatively relaxed monetary policy stance, advanced over
the previous quarters, holding the rate on its complemen-
tary lending facility stable at a low 0.3%.

The major countries’ external current accounts con-
tinued to be impacted by the decline in global trade flows,
with mixed trends, corresponding to the relative impor-
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tance of domestic versus external demand in the overall
balances. The United States’ trade deficit narrowed over
the first three months of 2009, to an estimated $124.0
billion on a seasonally adjusted basis, from $218.8 hillion
a year earlier, as the demand-related reduction in imports
outweighed the falloff in exports. For the United Kingdom,
the seasonally adjusted deficit on the trade in goods and
services was reduced to £7.8 billion in the first quarter
from £12.2 billion over the same period last year. In
contrast, the euro area’s trade deficit rose by 4.3% to
€12.3 bhillion, as the 22.0% contraction in exports out-
paced the 21.0% decline in imports. Also, China’s quar-
terly trade surplus firmed by US$20.0 billion to $62.3
billion over the corresponding period a year earlier, with a
fall in imports of 30.9% exceeding the 19.7% decline in
exports. However, Japan recorded a trade deficit of
¥2.86 billion in the first quarter, in contrast to a surplus of
¥23.5 hillion a year earlier, as a 47.4% plunge in exports
eclipsed a 38.0% contraction in imports.



STATISTICAL APPENDIX
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STATISTICAL APPENDIX

Table 1  Financial Survey

Table2  Monetary Survey

Table 3  Central Bank Balance Sheet

Table4  Domestic Banks Balance Sheet

Table5  Profit and Loss Accounts Of Banks In The Bahamas
Table6  Money Supply

Table 7 Consumer Instalment Credit

Table 8  Selected Average Interest Rates

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

Table 11 Government Operations and Financing

Table 12 National Debt

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

Table 15 External Trade

Table 16 ~Selected Tourism Statistics

The following symbols and conventions are used throughout this report:
1. n.a. notavailable

2. - nil

3p provisional

4. Due to rounding, the sum of separate items may differ from the totals.
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GR0OSS ECONOMIC CONTRIBUTION OF THE FINANCIAL SECTOR IN THE BAHAMAS (2008)

INTRODUCTION

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

Despite the adverse domestic and international de-
velopments, which particularly impacted The Bahamas’
financial sector during the latter half of 2008, indications
are that the sector, which accounts for at least 15% of the
gross domestic product (GDP), recorded an increased
contribution to the economy in 2008. Gains were noted in
employment, and salaries and other expenditures, partic-
ularly within the banking sector. Less comprehensive
data indicate that developments in several areas of the
non-bank financial sector paralleled those among banks
and trust companies, with increased value added ob-
served, particularly among credit unions, insurance
companies and providers of corporate and financial
services (mainly international business companies (IBC)
activities).

The bulk of the operating and investment expendi-
tures collected in the survey impact the private sector,
with some expenses reflecting payments to Government,
mostly for licence and work permit fees, and import taxes.
The Government also earns revenue from stamp taxes on
financial transactions which, combined with licensing
fees, decreased by 16.4% to $111.1 million in 2008,
mainly corresponding to a drop in the volume of transac-
tions, particularly among domestic banks and insurance
companies. The component of revenues derived from
license fees was further augmented at a healthy pace of
25.1% to $33.2 million, underpinned by the continued
rebound in international business companies (IBCs)
activities.
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BANKING SECTOR

A PROFILE OF THE SECTOR

Banks and trust companies account for the largest
portion of the financial sector’s contribution to the econo-
my, registering modest firming in employment and ex-
penditure levels within both domestic and international
operations during 2008. The number of institutions
licensed to operate from or within The Bahamas in-
creased by 26 to 271. This corresponded to a boost in
the number of restricted licenses by 35 to 130, relative to
reductions in non-active licensees to 10 from 12, and in
public licenses—which provide the bulk of the employ-
ment—to 131 from 138. Of the total licencees, 20 institu-
tions provided services to the domestic sector, inclusive
of 8 commercial banks and 12 other local financial institu-
tions—the latter with a focus primarily on trust operations.

During 2008, assets of international banks and trust
companies advanced by 24.0% ($97.4 billion) to an
estimated $503.0 billion. This corresponded to an ob-
served international pattern benefitting Caribbean finan-
cial centres during 2008, as resources flowed out of the
US credit markets." However, indications are that the
value of fiduciary assets under management (mainly
offshore) contracted for the second consecutive year,
owing to both a decline in deposits and lowered valua-
tions on portfolios invested in capital market instruments.

On the domestic side, buoyed by increased lending
to the private sector and augmented holdings of Govern-
ment debt, total assets rose by $697.5 million (8.3%) to
$9.1 billion, an incremental slowing from the advance of
8.9% in 2007. Institutions operated with a network of 110
branches, an increase of two since 2007. Due to higher
expenditures—particularly bad debt provisions—domestic
banks' net earnings contracted by 10.4% ($32.1 million)
to $275.3 million, for a reduced 2.74% of average assets
compared to 3.05% a year earlier.

1 Source: Bank For International Settlements, Quarterly
Review, June 20009.
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EMPLOYMENT

Preliminary estimates showed employment in the
banking sector grew at slowed pace of 0.6% (31) to 4,954
persons, compared to a gain of 5.6% (261 positions) in
2007. This corresponded to a 0.7% (31 positions) rise in
the number of Bahamians employed to 4,637; albeit,
lagging the previous year's 5.4% gain and the average
yearly increase of 155 jobs (3.7%) over the adjoining five
years. In contrast, the number of expatriate workers in
the sector remained at 317, after a 7.8% hke in 2007.
Given these developments, the respective shares of
Bahamian and expatriate employees were unchanged, at
93.6% and 6.4% of the total workforce.

Banking Sector Employment
(Thousands)

| ———

Il = mm I B Bl

2003 2005 2006 2007 2008

2004

Bahamian . Non-Bahamian —aA— Total

EXPENDITURES

Higher salary payments, administrative costs and in-
creased capital spending underpinned a rise in the bank-
ing sector’s gross expenditures by 8.2% to $553.1 million
in 2008. This lagged the 9.2% increase registered in
2007, but was ahead of the 6.5% average growth be-
tween 2003 and 2007.
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Operational costs, which comprised 94.2% of total
expenditures, trended higher by 7.5% to $521.0 million,
ahead of the average yearly increase of 6.2% during the
adjoining five years. Inclusive of bonuses, the dominant
salaries component rose by 5.9% to $286.5 million,
moderately below 2007’s gain of 6.3%.

Banks' Local Expenditure
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Adding bonuses, the average annual employee
compensation advanced by 5.3% to $57,839 in 2008, with
a 6.2% increase in Bahamians' pay, contrasting with a
0.6% reduction for non-Bahamians. Excluding bonuses,
the average base salary improved by 4.6% to $50,488
per annum, extending the previous year's 0.7% rise and
an average annual 1.1% increase observed from 2003 to
2007. The average base salary for expatriate workers,
mainly in selected top level management positions, rose
by 7.1% to $115,591; and the corresponding estimate for
Bahamians, by 4.2% to $46,012. Conversely, direct
spending on staff training narrowed by 3.2% to $3.0
million, vis-a-vis an upturn of 11.2% in 2007.
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After a 3.5% uptrend in 2007, direct fees paid to
Government rose further by 3.6% to $19.3 million, attri-
butable largely to increased outlays for customs duties,
work permits and license fees. Other administrative costs
rose by 10.2% to $212.1 million, offsetting the 2.9% falloff
in 2007.

Banks' Expenditure Components
(% of Total)
Salaries
48.4%

Govt Fees
3.7%

<

Staff
Training
0.6%

[meee——

Capital Exp.
6.2%

DOMESTIC VERSUS INTERNATIONAL BANKING

It is useful to separately analyse the expenditure
trends and patterns of the domestic and the international
banking and trust operations. Domestic operations
provide more staff intensive, retail services, which ac-
count for the bulk of the incurred expenses; albeit, in most
cases alongside significant international business. The
international licensees specialize in more skills-intensive
wealth management operations, providing private banking
services for high net worth clients—in many instances
depending on operational resources based outside The
Bahamas.

Employment growth in both domestic and interna-
tional operations slowed in 2008, a consequence of the
softer business environment. Among domestic licensees,
employment rose by 0.7% (25 persons) to 3,791 vis-a-vis
a 5.9% rise in 2007. Similarly, jobs in the international
sector grew by 0.5% (6 persons) to 1,163 at end-2008,
after a stronger gain of 4.7% in 2007. As a result, domes-
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tic banks’ share of total sector employment steadied at
76.5%.

As to nationalities, net employment opportunities for
Bahamians in local banks were tempered during 2008, to
29 positions (0.8%) compared to an annual average
increase of 171 positions (4.9%) during the previous two
years. Moreover, the foreign workforce fell for the first
time in six years, by 4 persons (6.7%) to 56. Correspon-
dingly, the ratio of Bahamians to non-Bahamians em-
ployed within local banks firmed to 66:1 from 61:1 a year
ago. In the international sector, employment growth was
registered for both Bahamians and expatriates, of 2
(0.2%) and 4 (1.6%), respectively; albeit, tempered from
the respective increases of 31 (3.6%) and 21 (9.0%) in
2007. However, the ratio of Bahamians to non-Bahamian
in international operations remained at 3.5:1.

During 2008, total expenditures for domestic banks
advanced by 11.3% to $342.7 million, led by gains in
operating costs, of 10.2% to $319.2 million, and salary
expenses, of 9.0% to $182.5 million. Partly driven by
utilities expenses, administrative costs also rose by
13.3% to $125.6 million; however, both Government fee
payments and staff training costs decreased slightly.
Local banks also recorded a 28.3% increase in capital
outlays to $23.5 million, extending last year's growth of
12.7% and the 11.5% average yearly increase over the
five years through 2007. Included in this were higher
renovation expenses and outlays for new buildings.

In the international sector, total spending streng-
thened by 3.9% ($7.9 million) to $210.4 million, as opera-
tional and capital costs firmed by 3.8% and 6.2% to
$201.9 million and $8.5 million, respectively. At 51.5% of
operational outlays, employee compensation grew by
1.7% to $104.0 million; while Government fees moved
higher by 7.4% ($0.8 million) to $10.2 million, inclusive of
incrementally higher payments for licence and work
permit fees. Under investments, increased outlays were
registered for new premises and office equipment and
furniture, which outweighed a reduction in renovation
expenditures.

In a continuation of the 14.3% average annual in-
crease of the preceding five years, capital outlays streng-
thened by 21.6% to $32.1 million, exceeding the 3.4%
advance noted in 2007. Of particular note were signifi-
cantly increased investments on new premises (at $9.1
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million), led by expansion in domestic banks’ branch
networks and marginally higher spending on office
equipment and furniture, of 1.7% to $15.1 million. To-
gether, these outweighed a reduction in renovation
expenditures, by 1.1% to $6.8 million, and investments in
land and other fixed assets, by a combined 11.6% to $6.1
million.

Employment: Domestic & Int'l Banks (2008)

Non-Bah/Off
5.3%

Bah/Off
20.8%

Non-.]

Bah/Dom
1.1%

Bah/Dom
75.4%

Compensation differentials favour jobs in the interna-
tional sector, which require a greater concentration of
specialized skills relative to the domestic banking opera-
tions. However, larger bonus increases in domestic
operations narrowed the total average annual compensa-
tion relative to offshore banks, by an estimated $2,684.
Notably, the 8.3% rise in domestic banks’ average pay to
$48,140 outpaced the 1.3% advance in the average total
pay within international banks to $89,424. Conversely,
average base salaries, excluding bonuses, rose faster in
the international sector, by 6.4% to $74,488 per annum,
compared to an increase of 3.8% to $43,125 per annum
within domestic operations.

OTHER FINANCIAL SECTOR ACTIVITIES

Indications are that the economic contribution from
non-bank financial sector activities also registered gains
during 2008, despite the deterioration in economic condi-
tions in the latter half of the year.
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INSURANCE SECTOR

Based on data from the Office of the Registrar of In-
surance Companies, the number of licensed operations
rose by 5 to 168 in 2008, after a significant consolidation
in 2007. In particular, the number of domestic insurance
companies remained at 54, while local brokers and
agents increased by 3 to 83 and external insurers, by 1 to
20. Although comprehensive estimates were not availa-
ble, indications are that the domestic sector's operational
expenditures rose at a more tempered pace during 2008,
supporting total employment in excess of 1,500 persons.
Bahamians continued to occupy the majority of positions
(98.3%), with non-Bahamians assuming a small number
of highly specialized, technical and managerial posts.
The domestic sector also experienced some boost in
capital spending, related to the expansion of premises
and purchase of office equipment. Meanwhile, average
compensation for full-time employees in the insurance
sector, at nearly $45,000 per annum, remained competi-
tive against those in domestic banks.

Data from the Government's finance statistics re-
vealed that, although insurance companies and brokers
directly paid total licence fees of under $1.0 million in
2008, their underwriting activities generated an estimated
$11.5 million in gross premium taxes, compared to $9.1
million in 2007 The mortgage lending operations of
domestic insurers also generate stamp revenues; howev-
er, the share in the total is not expected to differ signifi-
cantly from the sector’s overall participation in mortgage
lending, estimated at 6.2% of the market in 2008.

CREDIT UNIONS

As credit unions continued to expand their customer
base, estimated assets rose by 3.0% to $244.6 million in
2008; albeit, slowed from an increase of 9.9% in 2007.
Total expenditures for the year firmed by an estimated
4.8% to $6.9 million, supported by a 16.0% hike in admin-
istrative outlays to $3.0 million. Marginal increases were
noted for staff training and utilities expenses, while em-
ployee compensation and Government fees were un-
changed at $2.8 million and $0.1 million, respectively.
The estimated capital expenditures of credit unions were
slightly reduced to $0.3 million in 2008.

Although the number of persons employed by credit
unions declined by 2 to 108 in 2008, staffing has re-
mained relatively stable over the last five years. Given
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the part-time nature of some engagements, despite being
competitive with jobs in the rest of the domestic financial
sector, the average earned compensation stood at
$26,880 in 2008, advancing by 1.2% since 2007.

INVESTMENT FUNDS INDUSTRY

Data from the Securities Commission indicated that
the number of active investment funds registered in The
Bahamas rose by 85 (10.9%) to 867 in 2008. Data was
not available on the net asset value of funds, which stood
at $298 billion in 2007; albeit, the increase in the number
of funds is expected to have countered some of the
valuation declines in the existing portfolios that were
impacted by the global financial crisis. During 2008, the
number of investment fund administrators, the direct
sources of employment within the sector, increased by 1
to 66. Administrators collectively managed the assets of
800 registered funds, an increase of 42 since 2007.
Given these trends, it is expected that employment
conditions stabilized during 2008, with average salaries
remaining competitive against those in the international
banking sector.

INTERNATIONAL BUSINESS COMPANIES (IBCS)

The incorporation and management of IBCs gener-
ate revenue and support employment within the banking
sector and among financial and corporate services pro-
viders (FCSPs)—mainly legal and accounting firms. IBC
activities increased for the second consecutive year, with
the revenues collected by government firming by 40.1%
to $21.3 million in 2008, following an increase of 12.1% in
2007 and a downturn over both 2005 and 2006. Trends
included both registration of new companies and the
resumption of fee payments by some previously inactive
registrants. Based on these trends, it is estimated that
the number of active, fee paying IBCs rose further, to
more than 50,000 in 2008. The projected private sector
benefits from incorporation and company maintenance
services surpassed $50.0 million, from an estimated
$42.3 million in 2007.

CAPITAL MARKET DEVELOPMENTS

During the year, the deterioration in the economy
and depressed investor confidence led to a sharp down-
turn in the domestic equity market, with contractions in
both share valuations and trading volumes. Develop-
ments were highlighted by a 17.2% depreciation in the
Bahamas International Securities Exchange’s (BISX) All
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Share Price Index, compared to a 23.3% gain in 2007.
Similarly, the total market capitalization of the companies
listed on the Exchange fell by 23.9% to $3.0 billion. The
Fidelity Capital Market Limited’s Findex—which includes
over the counter trading—declined by 11.0% to 834.8
points, following a 26.4% advance in 2007. On an ad-
justed basis, net of a significant ownership shift, the value
of the shares traded on BISX fell by 3.1% to 4.6 million;
however, the total cost of the securities exchanged rose
by 11.7% to $31.6 million.

During the year four (4) new tranches of medium
term debt and one (1) preference share issue were listed
on the BISX, bringing the number of publicly traded
securities to 24, including 19 companies.

CONCLUSION AND QUTLOOK

Results from the above analysis suggest that the
Bahamian financial services sector remained resilient
during 2008, in the face of the global economic downturn
and turbulent financial markets developments. Nothwith-
standing, as the adjustments to these events set in, the
pace at which business opportunities expand in the short-
to-medium term could slow. Neither the domestic nor the
international sectors experienced any destabilising effects
from the 2008 upheaval. However, the impact on the
local economy continues to accumulate, owing to real
sector adjustments in tourism and foreign investments,
which have adversely affected balance sheet growth and
led to escalated credit risks among economically affected
households. Greater attention to risk mitigation rather
than business growth is therefore expected to weigh more
heavily on domestic banks’ short-term strategies. Me-
dium-term adjustments are also anticipated in the interna-
tional sector, as licensees adopt a more cautious ap-
proach to operational initiatives amid developing coun-
tries’ ongoing determination of regulatory responses to
the global financial challenges.

The Bahamas’ policy response is expected to fea-
ture expanded international cooperation, through tax
information exchange agreements (TIEAs) and other
information sharing arrangements with countries other
than the United States. Enhanced supervisory and
regulatory efforts will be maintained to preserve the
ongoing stability of both the domestic and international
sectors, inclusive of imminent enabling legislation that
would strengthen the oversight of the insurance sector.



