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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Preliminary indications are that domestic economic
activity was subdued during the second quarter of 2008
as compared to the same period in 2007, with softening
in tourism output and moderated consumer demand
contrasting with relatively flat construction activity.
Meanwhile, sustained increases in international commod-
ity prices continued to have an accelerated effect on the
domestic inflation rate. Fiscal data for the initial eleven
months to May of FY2007/08 revealed some reduction in
the deficit, reflecting modest growth in revenue, along-
side restrained expenditure trends. Monetary develop-
ments were dominated by the Government's US$100
million external borrowing which, along with abated net
private sector lending, supported a strong build-up in
liquidity and external reserves. In the external sector, the
current account deficit narrowed considerably, amid a
reduction in both net non-oil import demand and private
sector profit remittances. Otherwise, the surplus on the
capital and financial account widened significantly, led by
increased net public sector borrowing that augmented
almost stable net private inflows.

Net free cash reserves of the banking system im-
proved by 12.2% to $252.0 million during the second
quarter, remaining at a stable 4.5% of Bahamian dollar
liabilities, in comparison to 2007. The broader surplus
liquid assets, which absorbed more of the quarter's
liquidity flows, advanced by 66.8% to $319.6 million,
evident in a sizeable increase in banks’ Treasury bill
holdings. This elevated the excess over the statutory
minimum to 35.7% versus 26.7% in 2007. In interest rate
developments, banks recorded a widening in the
weighted average rate spread on loans and deposits, by
53 basis points to 7.51%, with the weighted average loan
rate firming by 42 basis points to 11.42% and the corres-
ponding deposit rate softening by 11 basis points to
3.91%. The average 90-day Treasury bill rate also rose
by 14 basis points to 2.83%, whereas benchmark rates—
the Central Bank’s Discount Rate and the commercial

bank's Prime rate—remained at 5.25% and 5.50%,
respectively.

Growth in the money aggregates (M3) tapered to
1.3% from 4.0% in the corresponding quarter of 2007, for
an end-June stock of $5,859.2 million. Narrow money
(M1) expansion slackened to 0.2% from 5.0% a year ago,
as slowed accretions to business and household bal-
ances reduced demand deposit gains to 0.7%, while
currency in active circulation contracted by 4.7%. Simi-
larly, M2 growth eased to 1.5% from 3.9%, amid less
robust additions to savings and fixed deposits of 0.9%
and 2.3%, with the latter influenced by more subdued
business placements.  Foreign currency deposits of
residents also declined by 2.2%.

Domestic credit expansion during the review quarter
was considerably lower at $72.9 million (1.0%) from
$246.3 million (3.6%) last year. This included a decelera-
tion in the advance in net private sector lending to 1.4%
from 37.1%, as the respective uptrend in residential
mortgages and consumer credit slackened to 2.0% and
1.8%. Concurrently, claims on the public sector fell by
$13.7 million (1.2%), in a sharp reversal from the 12.6%
acceleration in 2007, as Government's net repayment
position was facilitated by proceeds from the external
bond issue.

Fiscal trends indicated a narrowing in the deficit, by
an estimated 31.7% to $37.1 million, over the first eleven
months of FY2007/08. Revenue collections firmed by
6.7% to $1,279.7 million, surpassing the restrained
expenditure growth of 3.2% to $1,359.5 million. In par-
ticular, recurrent expenses rose by 5.4%, while capital
outlays and net lending to public enterprises were scaled-
back by 10.0% and 9.8% respectively, vis-a-vis the same
11 months of FY2006/07. Net of amortization payments,
budgetary financing featured net foreign currency borrow-
ing of $99.8 million and a net increase in Bahamian dollar
debt obligations of $137.9 million. For the review quarter,
financing activities culminated in an increase in the Direct
Charge on Government of $53.0 million (2.0%) to
$2,678.9 million. Inclusive of Government's contingent



liabilities, which decreased by 1.0% to $419.8 million, the
National Debt rose during the quarter by $49.0 million
(1.6%) to $3,098.7 million.

In comparison to 2007, softer arrivals numbers un-
derscored a weakened tourism outturn for the second
quarter. Visitor arrivals fell by 7.2% to 1.1 million, al-
though below the 12.1% reduction posted in 2007.
Losses in the air segment were significantly curtailed to
1.3%, while the continued falloff in sea arrivals mod-
erated to 10.4%. By port of entry, New Providence
experienced an extended loss of 11.3%, albeit inclusive
of an upturn in air arrivals, relative to an accelerated
falloff in cruise visitors. Grand Bahama traffic contracted
further by 15.8%, with an intensified reduction in air
arrivals and slightly moderated losses in sea visitors. In a
turnaround from last year's 19.3% decrease, visitors to
the Family Islands advanced by 7.2%, with the uptick in
sea arrivals outpacing a large decrease in the air compo-
nent. Against these developments, preliminary indica-
tions are that industry earnings were stable to slightly
increased during the quarter, with average hotel room
rate appreciations continuing to cushion average occu-
pancy declines, particularly among large properties in
New Providence.

Construction sector data for the quarter suggested
that the level of activity was unchanged from 2007, with
modest gains in domestic outlays contrasted with tapered
foreign investment support. Mortgage data from the
banking system, insurance companies and the Bahamas
Mortgage Corporation indicated a nearly one-quarter
increase in total disbursements for new construction and
repairs, to $100.1 million, as the respective residential
and commercial components firmed by 22.4% to $91.4
million and by 57.4% to $8.7 million. Similarly, on a
forward looking basis, total mortgage commitments for
new construction and repairs more than doubled to $75.9
million. Notably, loan approvals for residential projects
rose two-thirds to $52.6 million and for commercial
developments, by $20.7 million to $23.2 million.

Both the quarterly and annual inflation rates contin-
ued to be elevated, owing to influences from higher
international fuel and commodity prices. As measured by
the changes in the average Retail Price Index, inflation
accelerated on a quarterly basis, to 2.7% from 0.6% in

2007. Food and energy related price gains were largely
captured in more firmed advances in average costs for
food & beverages (1.9%), housing (4.9%) and transporta-
tion & communications (1.4%) components of the Index.
The increase was also elevated for “other” goods &
services (9.2%), reflecting, among other factors, ad-
vances in legal fees and jewelry costs; as well as for
furniture & household operations (4.9%) and medical
care & health (1.0%) costs. Meanwhile, the 12-month
inflation through June firmed to 3.0% from 2.4% in 2007,
led by accelerated increases for food & beverages and
transportation & communications. Average price gains
were also noted for furniture & household items and
medical care & health costs.

In the external sector, the current account deficit nar-
rowed by almost half to $148.6 million. In particular, the
32.8% falloff in net non-oil imports more than absorbed
the 38.1% hike in payments for imported fuel, leading to
a decline in the merchandise trade deficit of 11.7% to
$468.8 million. The improvement was mitigated by a
6.1% decrease in the services account surplus, partly
owing to a downturn in net travel receipts of 3.3% to
$527.1 million and a reduction in offshore companies’
local expenses. Having a positive effect on the outcome,
net income outflows fell sharply by 70.2% to $29.2 mil-
lion, mainly associated with a reduction in private sector
net interest and dividend remittances; while net current
transfer receipts declined by 12.6% to $15.0 million.

The estimated surplus on the capital and financial
account widened to $343.8 million from $182.0 million in
2007. This was supported by a net public borrowing of
$97.0 million, which strongly reversed the net payment of
$21.6 million in 2007. In the private sector, net direct
investment receipts improved significantly, as net equity
inflows strengthened to $108.8 million from $81.3 million
and net real estate purchases, to $103.1 million from
$8.2 million. However, net private sector loan financing
decreased to $14.4 million from $99.7 million, whereas
external support from domestic banks’ short-term financ-
ing rose to $17.9 million from $4.3 million in 2007.



FISCAL OPERATIONS

OVERVIEW

Provisional data on the Government's budgetary op-
erations for the first eleven months of FY2006/07 indicate
a 31.7% narrowing in the deficit to an estimated $79.9
million. Revenue collections rose by 6.7% to $1,279.7
million, outweighing slowed expenditure growth of 3.2%
to $1,359.5 million.

REVENUE

Revenue gains benefitted from the 7.2% hike in tax
receipts to $1,164.5 million (91.0% of total receipts),
overshadowing a slight reduction in non-tax flows of 0.1%
to $115.2 million.

Increased tax receipts included a 5.3% boost in le-
vies on international trade and transactions, to $617.7
million (53.0% of total tax revenue), concentrated in
higher import duty yields. Also, collections of business
and professional license fees rose by 21.4% to $81.7
million, inclusive of a healthy gain in annual fees for
international business companies.

Underscoring a cumulative boost in hotel room reve-
nues in the 11 months through May, selective taxes on
tourism services advanced by 16.3% to $35.1 million.
Motor vehicle taxes rose by 7.8% to $18.7 million and
stamp taxes on financial & other transactions, by 12.7%
to $224.1 million. Other uncategorized taxes were aug-
mented by almost one-third to $68.8 million. In contrast,
property taxes receded by 4.9% to $69.5 million and
departure taxes, by 1.6% to $66.3 million, reflecting a
softer trend in the number of visitor arrivals.

The marginal falloff in non-tax revenue was charac-
terised by a one-third reduction in property income to
$29.5 million, after a sizeable boost in dividend flows
during FY2006/07. This outweighed increased collec-
tions of fines, forfeitures & administrative fees, of 21.1%
to $81.8 million, and the modest gain from the sale of
Government property to $3.9 million.

Government Revenue By Source
(Jul - May)
FY06/07 FY07/08

BEM % BSM %
Property Tax 73.1 6.1 695 54
Selective Services Tax 30.2 25 3Bl 27
Busines. & Prof Lic. Fees 67.3 5.6 817 6.4
Motor Vehicle Tax 17.4 15 187 15
Departure Tax 67.3 5.6 66.3 5.2
Import Duties 447.7 37.3 4731 37.0
Stamp Tax from Imports 126.1 10.5 1335 104
Export Tax 12,5 1.0 111 09
Stamp Tax from Exports - - - -
Other Stamp Tax 198.8 16.6 2241 175
Other Tax Revenue 52.4 4.4 68.8 54
Fines, Forfeits, etc. 67.6 5.6 818 6.4
Sales of Govt. Property 04 - 39 03
Income 47.3 3.9 295 23
Other Non-Tax Rev. 0.1
Capital Revenue
Grants - - - -
Less:Refunds 8.4 0.7 174 14
Total 1199.8  100.0 1279.7 100.0

EXPENDITURE

Under spending, the 3.2% overall advance was led
by a 5.4% increase in current outlays to $1,192.9 mil-
lion—representing 87.7% of the total. In contrast, capital
outlays contracted by 10.0% to $118.9 million and net
lending to public enterprises, by 9.9% to $47.7 million.

By economic classification, Government consumption
rose by 2.9% to $738.1 million, including a 3.0% increase
in personal emoluments to $500.3 million and a 2.5%
advance in purchases of goods & services to $237.8
million. Additionally, transfer payments rose by 9.8%,
with an 8.4% extension in subsidies and other transfers
to $318.3 million and a 13.2% rise in interest payments
on debt to $136.6 million.
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On a functional basis, spending on general public
services fell by 0.1% to $336.8 million. However, compa-
ratively larger outlays were recorded for social benefits &
services of 28.9% to $83.0 million; housing, 46.6% to
$4.3 million; health, 16.4% to $219.4 million; defence,
12.8%, to $38.1 million and education, 4.7% to $234.6
million. Otherwise, a reduction in spending was noted for
economic services, of 13.4% to $126.1 million, as opera-
tional responsibility for certain expenses was transferred
to the autonomous Airport Authority.

As regards capital expenditure, investments were
broadly scaled-back, with the moderation in infrastructure
works reflected in the 9.3% decrease in capital formation
to $80.7 million. Acquisition of mainly land and fixed
assets also fell by 10.2% to $35.3 million. Functionally,
the general public service and defense registered in-

creased outlays; whereas, notable reductions were
evident for education, health and housing.

FINANCING AND NATIONAL DEBT

Financing activities during the first eleven months of
FY2007/08 included $106.7 million in external borrowing,
encompassing the US$100 million bond issue and inter-
nal borrowing of $214.5 million. Total debt repayment
amounted to $83.5 million, of which $78.4 million ser-
viced internal obligations.

Reflecting quarterly financing activities, the Direct
Charge on Government advanced by 2.0% to $2,678.9
million during the three months through June, and was
$237.7 million (9.7%) higher than the corresponding
period in 2007. Bahamian dollar denominated liabilities
accounted for 86.0% of the Direct Charge. Further
disaggregation revealed that the majority of this debt was
held by non-bank private investors (31.4%), followed by
public corporations (30.9%), domestic banks (28.8%) and
the Central Bank (8.7%). Long-term  securities
represented 86.6% of the Bahamian dollar debt, with an
average term to maturity of 11.9 years. Otherwise, short-
term Treasury bills comprised 10.0% of the total and
domestic bank loans, the remaining 3.4%.

The National Debt, inclusive of the Government's
contingent liabilities, rose by $49.0 million (1.6%) to
$3,098.7 million over the previous quarter, and on a 12-
month basis, by $208.6 million (7.2%) since June 2007.

PuBLIiC SECTOR FOREIGN CURRENCY DEBT

During the review quarter, public sector foreign cur-
rency debt increased by $88.2 million (12.9%) to $773.7
million, as new borrowings of $120.8 million exceeded
the $32.6 million in amortization payments. The Gov-
ernment’s liabilities rose by 26.3% to $374.5 million
(48.4% of the total), while public corporations’ obligations
advanced by 2.6% to $399.6 million.

By creditor profile, the largest share of the debt was
held by commercial banks (46.6%), followed by investors
in private capital markets (38.8%), multilateral institutions
(13.5%) and bilateral institutions & other lenders (1.2%).
The majority of the obligations were denominated in



United States dollars, with an average term to maturity of
13.2 years.

Total debt service for the June quarter fell to $45.7
million from $91.7 million in 2007, when the public corpo-
rations refinanced $40 million. Correspondingly, amorti-
zation payments were reduced to $32.6 million from
$77.2 million, while interest payments fell marginally to
$13.1 million. As a result, debt service as a proportion of
estimated exports of goods and non-factor services
declined to 5.4% from 10.0% in the comparable period of
2007.

2005/2006 BUDGET HIGHLIGHTS

The Government's FY2008/09 Budget was presented
to Parliament in May 2008 and approved in June 2008.
The Budget introduced countercyclical measures to
mitigate the adverse impact of international develop-
ments on the local economy and to shift more of the tax
burden away from low income households. Revenue
measures also included further rationalization and simpli-
fication of the tariff regime, and incentives to promote
energy conservation behaviour. Against this background,
the Budget projected a 32.2% increase in the deficit for
FY2008/09, and firming in the deficit to GDP ratio to 2.5%
from a budgeted 1.7% in FY2007/08. The debt to GDP
ratio is also expected to rise incrementally to 35.2%.

New revenue generating measures comprised in-
creases in bank license and work permit fees, and the
elimination of the ceiling on real property taxes. With
these increases supplementing forecasted growth in the
rest of the tax base, the Budget projected total revenue
gains of $85.2 million (5.7%) to $1,569.3 million, featuring
advances in both tax and non-tax flows of $65.0 million
(4.8%) and $20.0 million (16.3%), respectively.

Among tax receipts was the forecasted growth in
property taxes of 13.6% to $97.3 million, while business
and professional license fees were expected to rise by
30.6% to $112.0 million, owing to a general hike in an-
nual fees, including those for domestic banks. Based on
anticipated visitor growth, departure taxes are expected
to improve by 10.7% ($86.2 million). With the removal of
the $250,000 ceiling for the stamp assessment on real
estate transactions, stamp taxes on financial & other
transactions are targeted 34.3% higher at $268.0 million;

and motor vehicle taxes are forecasted to increase by
11.3% to $28.5 million. The anticipated decline in taxes
on international trade and transactions of 5.4% to $762.3
million, brings expectations more in line with realized
collections during FY2007/08, against which some
growth is still likely. This category also featured the
unification of all stamp taxes into the respective import
duty rates, and the reclassification of significant import
levies as excise taxes.

Improvement in non-tax revenue is expected to be
driven by gains in income from dividend and other
sources, of 27.1% to $48.1 million, and a projected
increase in fines, forfeitures & administration fees of
11.6% to $91.8 million.

Budgeted expenditures rose by $125.5 million (7.8%)
to $1,735.0 million, due primarily to the 7.1% increase in
recurrent allocations to $1,484.2 million, as planned
capital outlays were relatively unchanged at $188.7
million.

Under the economic classification, the recurrent al-
lotment for Government consumption rose by 6.2% to
$949.0 million, with an approved extension for personal
emoluments of 5.2% to $618.3 million and for purchases
of goods and services, of 7.9% to $330.7 million. The
allocations for transfer payments also rose by 8.9% to
$535.2 million, encompassing larger provisions for both
subsidies and interest payments.

On the functional basis, recurrent expenditure provi-
sions for general public services rose by 4.1% to $431.2
million; education, by 3.7% to $248.4 million; health, by
6.2% to $259.3 million; social benefits & services, by
19.8% to $99.4 million; “other” community & social ser-
vices, by 13.0% to $22.3 million; defence, by 0.9% to
$45.8 million and housing, by 7.8% to $8.1 million.
Approved spending for economic services also increased
by 8.6% to $168.6 million.

While planned capital outlays were approximately
unchanged vis-a-vis FY2007/08, allocations for infra-
structural works, under capital formation, were boosted
by 21.8% to $147.0 million. This countered a planned
scale-back in the acquisition of assets, of 41.1% to $35.1
million, and a more than halving in proposed capital
transfers to public enterprises, to a combined $26.8



million. On a functional basis, budgeted allocations were
increased for education, but curtailed for the general
public service, defence and health.

On the financing side the Government projected do-
mestic borrowing requirements totalling $207.3 million
during FY2008/09 and external drawings of $27.9 million.
Debt amortization is provisioned at $60.1 million, mainly
for Bahamian dollar obligations. As a result, the Direct
Charge on Government is expected to increase by some
$175.0 million over the fiscal year, and the National Debt
to advance by at least this amount, to just in excess of
$3.3 billion.

REAL SECTOR

TOURISM

Preliminary data suggests that gains in tourism out-
put were significantly dampened during the second
quarter of 2008, despite appreciation in average hotel
pricing, as the sector experienced a further contraction in
visitor arrivals.

Visitor Arrivals
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Total visitor arrivals declined further by 7.2% to 1.1
million, although moderating a steeper downturn of
12.1% in the comparative 2007 period. Air traffic, domi-
nated by stopover visitors, experienced a more tempered
decline of 1.3% to 0.4 million, relative to an 8.8% falloff a
year earlier. Following a reduction of 13.8% last year,
the number of cruise and other sea-based travelers
decreased by a more moderate 10.4% to 0.7 million.

In terms of ports of entry, the falloff in arrivals to New
Providence widened to 11.3% from 7.6% in 2007, with an
intensified reduction in sea visitors (21.1%) outstripping
the recovery in air travelers (3.6%). The decline in visits
to Grand Bahama continued at 15.8%, with more accele-
rated losses in air traffic (14.0%) and a slightly tempered
contraction in sea visitors (16.7%). In contrast, arrivals to
the Family Islands recovered by 7.2%, from a 19.3%
decrease last year, with an upturn in the sea segment
(13.2%) outstripping an extended loss in air visitors
(9.0%).

Earnings indicators suggest that overall industry in-
take firmed marginally, primarily on the basis of stopover
pricing gains, as major properties in New Providence
experienced healthy average room rate increases. The
latter eclipsed an estimated overall softening in receipts
in Grand Bahama. In the Family Islands, it is expected
that the cruise segment improvement nearly overturned a
projected softening in stopover earnings.

CONSTRUCTION

Construction sector output was comparatively flat
over the review quarter, as the increased domestic
mortgage financing activities contrasted with compara-
tively curtailed work on foreign investment projects. On
the domestic side, data from banks, insurance compa-
nies and the Bahamas Mortgage Corporation showed
quarterly mortgage disbursements for new construction
and repairs rising by 24.8% over the previous year to
$100.1 million. Related disbursements for commercial
developments grew by 57.4% to $8.7 million, and for
residential projects, by 22.4% to $91.9 million.

Total mortgage commitments for new construction
and repairs—a leading indicator of future activity—rose in
number by 59.6% to 415, with a corresponding increase
in value of $42 million to $75.9 million. Significant firming



occurred within the commercial segment, with the value
of commitments extended to $23.2 million from $2.5
million, and a corresponding boost in the number of
projects to 94 from 15 in 2007. In the residential sector,
the number of commitments increased by 31.0% to 321,
valued 67.4% higher at $52.6 million.

With regards to financing costs, the average interest
rate on residential mortgage loans softened by 30 basis
points to 8.50%, in contrast to a 50 basis point increase
over the corresponding quarter a year ago. A similar
pattern was observed for the average interest rate on
commercial loans, which narrowed by 30 basis points,
following an equivalent gain to 9.10% in 2007.

Mortgage Commitments:
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PRICES

The pass-through effects of rising international prices
for crude oil and commodities continued to elevate the
level of domestic inflation. In particular, the quarterly rate
of increase in the average Retail Price Index accelerated
to 2.7% from 0.6% in the comparable period of 2007.
Average cost increases for food & beverages firmed to
1.9% from 1.1% in 2007; housing—inclusive of electric-
ity—to 2.0% from 0.1%, and transportation & communi-
cation—including freight and airline travel—to 1.4% from
0.3%. Average price firming was also noted for furniture

& household operations, to 4.9% from 4.2% and for
medical care & health, to 1.0% from 0.5%. Influenced by
hikes in legal fees and jewellery prices, average costs for
“other” goods & services rose by 9.2% as compared to
0.3% last year, while the 3.1% uptick in recreation &
entertainment services costs contrasted with an easing of
2.3% last year. Meanwhile, more moderated inflationary
pressures were observed in the marginally abated quar-
terly rise in average costs for clothing & footwear to
0.2%, and almost stable educational costs.

Average Retail Price Index
(Annual % Changes)
June
2007 2008
tems Weight Index % Index %
Food & Beverages 1383 1303 4.2 1369 50
Clothing & Footwear 58.9 1074 0.7 1090 15
Housing 3282 1083 03 1119 33
Furn. & Household 88.7 1293 54 1393 77
Med. Care & Health 44.1 1411 13 1498 6.2
Trans. & Comm. 148.4 1122 3.2 116.3 3.6
Rec., Enter. & Svcs. 48.7 1259 24 1299 32
Education 53.1 1728 23 1768 23
Other Goods & Svcs. 916 1366 2.0 1500 9.8
ALL ITEMS 1000 1221 22 1218 47

As evidence of the direct impact of higher fuel costs,
the Department of Statistics’ surveys indicated that the
average retail price of gasoline in New Providence—
captured in transportation costs—moved upward by
14.3% over the quarter to $5.29 per gallon, and the cost
of diesel rose sharply by 23.7% to $5.37 per gallon. In
the comparative 2007 quarter, gas averaged $4.40 per
gallon and diesel, $3.32. Similarly, the Bahamas Elec-
tricity Corporation per kilowatt hour fuel surcharge for
energy consumption rose during the quarter by 8.0% to
17.21¢, further exceeding the second quarter 2007
estimate of $9.97 per kilowatt hour.



MONEY, CREDIT AND INTEREST RATES

OVERVIEW

While monetary expansion was comparatively slowed
during the second quarter, credit growth trailed deposit
gains. This development, alongside inflows from Gov-
ernment’s external borrowing and increased profit reten-
tion, supported a healthy boost in bank liquidity and the
system’s net foreign assets. Although more liquid condi-
tions led to easing in the weighted average deposit rate,
the average interest spread widened, as the weighted
average lending rate firmed.

Asset quality indicators showed some deterioration
during the June quarter, as loan servicing difficulties
increased within the commercial credit portfolio. Mean-
while in the latest available data for the first quarter of
2008, bank profitability indicators weakened on a year-
over-year basis, due in part to higher operational costs
and increased provisions for bad debts.

LiQuiDITY

Buttressed by foreign currency inflows, net free cash
reserves rose by 12.2% to $252.0 million, although lower
than the 17.6% growth registered in the same period of
2007. Free cash balances, as a percentage of total
Bahamian dollar deposits, remained unchanged at 4.5%
at end-June, compared to a year ago. As surplus re-
sources also accumulated in Treasury bill holdings, the
broader excess liquid assets grew by $127.9 million
(66.8%) to $319.6 million, far above the $52.3 million
(29.8%) improvement in the previous year. Consequent-
ly, liquid assets exceeded the statutory minimum by
35.7% vis-a-vis 26.7% in the same period of 2007.

DEPOSITS AND MONEY

Steadied buildup in household and public corpora-
tions’ balances was offset by more constrained increases
in business deposits, resulting in a slowing in the quarter-
ly growth in the monetary aggregates (M3) to 1.3% from
4.0% in 2007. Narrow money (M1) declined marginally
by 0.2%, countering last year's 5.0% advance; as de-

mand deposit growth tapered to 0.7% from 5.9% and
accretions to business and private individuals’ holdings
were dampened. Currency in active circulation also
contracted by 4.7%, following a marginal increase of
0.4% in 2007.

Liquidity
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Broad money (M2) expanded at a tempered pace of
1.5% versus 3.9% in the comparable period of 2007.
Alongside moderated household accumulations, which
constrained savings deposits gain to 0.9% from 4.4%,
notable easing in net placements by businesses checked
the advance in fixed balances to 2.3% from 3.3%. More-
over, residents’ foreign currency deposits decreased by
2.2%, after growth of 6.2% in 2007.

At end-June, the money supply (M3) stood at
$5,859.2 million, compared to $5,533.0 million in 2007.
Bahamian dollar fixed deposits comprised the largest
component of the stock (56.7%), followed by demand
balances (18.8%) and savings (17.4%); while residents’
foreign currency deposits and currency in active circula-
tion accounted for the remaining 3.7% and 3.5%, respec-
tively.
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DoOMESTIC CREDIT

The Government's use of external loan proceeds to
repay domestic obligations and the moderation in net
private sector credit lending, underpinned a slackening in
domestic credit growth to $72.9 million (1.0%) during the
review period, from $246.3 million (3.6%) in 2007. The
Bahamian dollar component, which comprised 90.7% of
the total, rose at a significantly curtailed pace of $54.0
million (0.8%), compared to $242.0 million (4.0%) last
year. In contrast, the expansion in foreign currency credit
firmed to $18.9 million (2.8%) from $4.3 million (0.6%) in
2007.

Overall, claims on the public sector contracted by
$13.7 million (1.2%), contrasting with the $132.0 million
(12.6%) uptrend last year. In particular, the Govern-
ment's net repayment of $76.3 million (9.1%), partly
reversed the year-earlier expansion of $109.5 million
(16.5%) and eclipsed increased claims on the public
corporations of $62.6 million (18.4%).

Private sector credit growth narrowed to $86.6 million
(1.4%) from $114.4 million (2.0%) in 2007, encompassing

a slightly slowed expansion in the Bahamian dollar
component of $114.5 million (2.0%) and an extended net
foreign currency repayment, mainly by tourism-sector
entities, of $28 million (6.1%).

Personal loans, which comprised 75.4% of outstand-
ing claims on the private sector recorded an abated
increase of 1.8% relative to 3.5% a year ago, with slower
growth in all of the major categories. Notably, net resi-
dential mortgage lending narrowed to $46.6 million
(2.0%) from $67.7 million (3.2%) and net consumer
lending to $38.0 million (1.8%) from $46.2 million (2.4%).
However, the net extension in overdrafts steadied at $2.5
million (2.4%).

Distribution of Bank Credit By Sector
End-June
2007 2008

B$M. % BSM %
Agriculture 10.3 0.2 124 0.2
Fisheries 14.9 0.2 9.3 0.1
Mining & Quarry 9.4 0.1 4.3 0.1
Manufacturing 51.8 0.8 49.7 0.7
Distribution 207.9 3.3 192.1 2.9
Tourism 252.9 4.0 2111 3.2
Enter. & Catering 47.0 0.8 32.4 0.5
Transport 25.7 0.4 28.6 0.4
Public Corps. 278.6 4.4 300.3 4.5
Construction 413.9 6.6 462.3 6.9
Government 139.7 2.2 57.2 0.9
Private Financial 26.1 0.4 24.8 0.4
Prof. & Other Ser. 148.8 2.4 144.8 2.2
Personal 4,299.1 68.6 47552 714
Miscellaneous 341.0 5.4 376.2 5.6
TOTAL 6,267.2 100.0  6,660.7 100.0

Across economic sectors, credit growth firmed for
construction (13.8%), miscellaneous purposes (2.3%),
agriculture (4.7%) and fisheries (9.1%). However, these
were tempered by net repayments within transportation
(34.9%), entertainment & catering (34.3%) and mining &
quarrying (30.8%). Otherwise, smaller contractions in



claims were recorded for tourism (8.4%), private financial
institutions (6.7%) and manufacturing (5.8%) activities.

A disaggregation of consumer installment credit
showed that the largest increase occurred for debt con-
solidation ($26.3 million), followed by credit cards ($6.1
million), private cars ($3.7 million), travel ($2.5 million),
home improvements ($2.3 million), land purchases ($1.4
million) and medical care ($1.0 million). In contrast, the
“miscellaneous” category registered a net repayment of
($5.8 million).

MORTGAGES

More comprehensive data for banks, insurance
companies and the Bahamas Mortgage Corporation
indicate that total mortgages outstanding increased on a
quarterly basis at a slightly moderated pace of $63.6
million (2.2%), to stand at $2,928.1 million. Residential
claims, which comprised 92.3% of the total, rose by
$64.8 million (2.5%), while commercial mortgages con-
tracted marginally by $1.2 million (0.5%). At end-June,
the largest share of surveyed claims remained within the
portfolios of domestic banks (89.4%), followed by insur-
ance companies (6.6%) and the Bahamas Mortgage
Corporation (4.0%).

THE CENTRAL BANK

During the review period, the falloff in the Central
Bank's net claims on Government was extended to
$116.4 million (39.5%) from $31.0 million (16.0%) in the
same period of the previous year. This mainly reflected a
net sale of Treasury bills of $117.6 million, which over-
shadowed a marginal reduction in deposits held for the
Government. Net deposit liabilities to the rest of the
public sector declined by $1.0 million (9.1%); however,
currency and demand liabilities to domestic banks and
the private sector also rose by $13.1 million (2.1%).

The net effect of these flows was a more robust ac-
cumulation in external reserves of $135.2 million (25.1%),
as compared to $19.2 million (3.1%) in the previous year.
In particular, the Central Bank's net foreign currency
purchase widened to $129.9 million from $12.3 million a
year earlier. Transactions with the Government were
reversed to a net purchase of $134.6 million from a net
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sale of $15.9 million, reflecting the impact of the external
bond issue. This outweighed the increased net outflows
via the public corporations of $27.1 million to $89.5
million, and a $5.8 million decrease in the net purchase
from commercial banks to $84.8 million.

The end-June stock of external reserves, at $674.8
million, approximated 16.4 weeks of non-oil merchandise
imports, compared to the previous year's level of $642.9
million that was equivalent to 14.1 weeks of imports. By
law the Central Bank is required to hold sufficient foreign
reserves to support the equivalent of 50% of the value of
its Bahamian dollar demand liabilities. After excluding
this amount from the external balances, the remaining
“useable” reserves stood slightly higher at $289.7 million
vis-a-vis $281.7 million in 2007.
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DOMESTIC BANKS

While the slowdown in credit growth was less marked
than the easing in domestic deposit gains, the increase in
internal resources from profit retention and expanded net
foreign liabilities contributed to the improvement in bank



liquidity during the second quarter. Growth in bank credit
to the private sector eased to $86.6 million (1.4%) from
$114.4 million (2.0%) and the advance in net claims on
Government slackened to $40.2 million (7.4%) from
$140.6 million (29.9%) in 2007. Only the expansion in
credit to public corporations strengthened, by $40.1
million to $62.6 million (18.8%). Meanwhile, the increase
in bank deposits slackened considerably to $86.8 million
(1.6%) from $203.3 million (4.0%). However, banks
recorded an increase in capital and surplus resources
(mainly accumulated profits) of 4.0% ($68.1 million) and a
rise in net external liabilities of 3.0% ($17.9 million).

At quarter's end, banks’ domestic deposit liabilities
totaled $5,767.8 million, of which 96.2% was denomi-
nated in Bahamian dollars. The largest share of Baha-
mian dollar deposits was held by private individuals
(58.4%), followed by business firms (24.1%), the public
sector (10.1%), other depositors (4.1%) and private
financial institutions (3.3%). Alternatively, fixed deposits
accounted for 60.0% of the total, while demand and
savings balances comprised 22.2% and 17.8%, respec-
tively.

An analysis of Bahamian dollar contracts by number
and range of value, showed that balances of $10,000 or
less comprised the majority of accounts (90.2%), albeit
only 7.5% of the total value. Deposits of between
$10,000 and $50,000, accounted for 6.7% of the ac-
counts and 12.5% of the overall value; while those valued
over $50,000 constituted 80.0% of the total funds, but
only 3.1% of all contracts.

Asset quality indicators registered some deterioration
during the second quarter. In particular, the proportion of
private sector loans in arrears—those with past due
payments of at least one month—increased to 10.1% of
the corresponding claims, compared to 9.1% at the end
of the previous quarter and 7.6% a year earlier.

By debtor grouping, the arrears rate for consumer
credit eased slightly to 8.7% from 8.8%. However, the
commercial arrears rate, which accounted for the majority
of the asset deterioration, rose to 13.3% from 8.4% last
quarter and the rate for residential mortgages to 10.2%
from 9.9%. In addition, total non-performing loans, for
which banks no longer accrued interest, firmed as a
percentage of the private sector portfolio to 4.9% from
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4.7% in the previous quarter and 4.1% at June 2007. In
response to the deterioration in loan quality, banks
increased provisions for loan losses to 2.4% from 2.3% of
total loans at end-March. Albeit, as a proportion of non-
performing loans, the provisioning rate remained at
47.9%.

Loan Arrears & Non-Performing Balances
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BANK PROFITABILITY

During the first quarter of 2008, the latest period for
which data is available, banks’ net profit decreased by
6.7% to $80.7 million over the same quarter of 2007.
Against the $11.2 million (22.0%) rise in operating costs,
the net interest margin improved by only $1.3 million
(1.1%) and commission & foreign exchange income by
$1.9 million (24.3%). Higher expenses also muted the
$2.4 million rise in the net margin on “miscellaneous”
income, which included a large increase in bad debt
expenses that almost eclipsed boosted earnings from
“other” sources.

Developments were correspondingly reflected in a
softening in profitability ratios relative to average domes-
tic assets. The net interest margin ratio narrowed by 41



basis points to 5.3%, and while the contribution from
commission and foreign exchange income rose by 5
basis point to 0.44%, it was negated by the 4 basis point
increase in “other” net income to 0.86%. After a 32 basis
point hike in the operating cost ratio to 2.90% of average
assets, the net income (return on assets) ratio fell by 62
basis points to 3.74%.

Domestic Banks' Profitability
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INTEREST RATES

Domestic banks’ weighted average interest spread
on loans and deposit rates widened by 53 basis points to
7.51% during the quarter, as the average loan rate firmed
by 42 basis points to 11.42% and the corresponding
deposit rate softened by 11 basis points to 3.91%.

On the deposit side, the average band on fixed ma-
turities moved broadly lower to 3.71% - 4.57% from
3.74% - 5.05%. Similarly, the average savings and
demand deposit rates declined by 5 and 7 basis points,
to 2.25% and 1.34%, respectively.

The largest increase in average lending rates was
registered for commercial mortgages, of 62 basis points
to 9.24%. The average residential mortgage rate rose by
22 basis points to 8.58%; for consumer loans, by 49
basis points to 13.49% and for overdrafts, by 45 basis
points to 11.79%.
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The average 90 day Treasury bill rate firmed by 14
basis points to 2.83%; while the Benchmark rates—the
Central Bank’s Discount Rate and Commercial Banks’
Prime Rate—were unchanged at 5.25% and 5.50%,
respectively.

Banking Sector Interest Rates
Period Average (%)
Qtr. 1l Qtr. | Qtr. I
2006 2007 2007
Deposit rates
Demand Deposits 2.32 2.07 2.45
Savings Deposits 2.13 2.01 1.96
Fixed Deposits
Up to 3 months 3.13 3.44 3.50
Up to 6 months 3.60 3.88 3.86
Up to 12 months 3.88 4.32 419
Over 12 months 4.10 4.84 4,05
Weighted Avg Deposit Rate 3.30 3.66 3.63
Lending rates
Residential mortgages 7.82 7.93 8.13
Commercial mortgages 8.42 8.56 8.26
Consumer loans 11.97 12.15 12.82
Other Local Loans 7.64 7.82 8.02
Overdrafts 10.38 11.47 12.39
Weighted Avg Loan Rate 9.90 10.35 10.82

CAPITAL MARKETS DEVELOPMENTS

Domestic capital markets recorded continued depre-
ciation in equity prices during the second quarter, ac-
companied by a decrease in trading volume. The Baha-
mas International Securities Exchange (BISX) All Share
Price Index fell further by 7.2% to 1,823.0 points, extend-
ing the previous period’s decline of 5.0% and overturning
last year's gain of 1.9%. As to trading volume, an esti-
mated 1.16 million shares changed ownership, valued at
$7.9 million, compared to 2.1 million valued at $6.6
million in 2007. Moreover, market capitalization on BISX
moved lower by an estimated 9.1% to $2.9 billion.



Meanwhile, Fidelity Capital Market Limited's
share price index (FINDEX)—which also captures over
the counter trading—decreased by 4.9% to 877.8 points
during the review quarter, as opposed to the 2.3% ap-
preciation achieved in the second quarter of 2007.

INTERNATIONAL TRADE AND PAYMENTS

Preliminary estimates for the second quarter of 2008
indicate that the current account deficit narrowed by
42.0% to an estimated $148.6 million over the compara-
tive 2007 period. A tempering in demand pressures led to
a reduction in the merchandise trade deficit and com-
bined with lower net income outflows to offset the modest
falloff in net services receipts. Moreover, elevated public
sector borrowing contributed to an almost 90% increase
in the surplus on the capital and financial account.

The merchandise trade deficit narrowed by 11.7% to
an estimated $468.8 million. In particular, the almost
one-third decline in net non-oil imports to $279.8 million
cushioned a 38.1% hike in oil payments to $260.8 million,
with the latter associated with continued firming in inter-
national fuel prices. In particular, the average cost of
imported fuel rose broadly, with gas oil up, on a per
barrel basis, by 75.9% to $126.61; propane fuel, by
36.1% to $82.10 ; bunker ‘c’ fuel, by 35.7% to $74.18;
motor gas, by 31.8% to $133.40 and jet fuel, by 19.2% to
$160.04.

The estimated surplus on the services account con-
tracted by 6.1% to $334.3 million. As tourism output
softened and residents’ expenditure on travel firmed, net
travel receipts fell by 3.3% to $527.1 million. In addition,
net inflows from offshore companies’ local expenses
receded by 7.2% to $43.1 million; while net outflows
associated with ‘other miscellaneous’ transactions rose
by more than a third to $112.9 million and for Govern-
ment services, by $17.5 million to $9.0 million. Providing
support to the surplus, net transportation outflows ta-
pered by 15.9% to $70.3 million; net insurance payments,
by 28.0% to $24.9 million and net outflows for construc-
tion services, by 86.3% ($31.4 million) to $5.0 million, due
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to a slowdown in works on foreign investor sponsored
projects.

On the income account, net factor remittances nar-
rowed by more than two-thirds to $29.2 million, with
wage-related payments lower by 13.9% to $16.9 million.
As non-bank profit remittances decreased, net repatria-
tion of investment income fell by 84.3% to $12.3 million,
while the public sector's net interest payments rose by
$0.7 million to $1.8 million.
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Net current transfer receipts narrowed by 12.6% to $15.0
million, owing to a 21.3% falloff in net receipts by Gov-
ernment, to $15.5 million. In addition, the private sector's
net outflows decreased moderately to $0.5 million, to
mirror trends in workers’ net remittances.

The estimated surplus on the capital and financial
account improved to $343.8 million from $182.0 million in
the same period a year earlier. Developments were
marked by a $155.8 million expansion in the financial
surplus to $354.6 million. In particular, after a net re-
payment of $21.6 million last year, the public sector



recorded a net external borrowing of $97.0 million, asso-
ciated primarily with the Government's US$100 million
bond issue. Net private direct investments advanced by
$92.4 million to $212.0 million, with healthy gains in net
real estate purchases to $103.1 million from $38.2 mil-
lion, and in net equity inflows, to $108.8 million from
$81.3 million. Conversely, the private sector's net exter-
nal borrowing narrowed to $34.4 million from $99.7
million and residents’ net portfolio outflows doubled to
$6.7 million. Net short-term inflows through the domestic
banking system increased to $17.9 million from $4.3
million in the corresponding quarter last year.

As a result of these developments, and after ad-
justing for possible net errors and omissions, the surplus
on the overall payments balance, which corresponds to
the change in the Central Bank's external reserves,
widened to $135.2 million from $19.2 million a year
earlier.

INTERNATIONAL ECONOMIC DEVELOPMENTS

During the second quarter, global economic activity
continued to be hampered by fallout from the United
States’ sub-prime mortgage crisis, tighter credit market
conditions and escalating prices for fuel and primary
commodities which accelerated consumer price inflation.
As a consequence, several major economies recorded
flat or negative growth, contrasting with a fiscally stimu-
lated strengthening in the United States. While these
developments continued to frame monetary policy deci-
sions, interest rate easing only occurred in the United
States and the United Kingdom. Although the relatively
improved position of the United States economy sup-
ported some rebound in the value of the dollar, persistent
uncertainty over the global economic outlook had a
depressing effect on equity market valuations. Mean-
while, trends in external sector balances remained mixed.

The output momentum slowed in most of the major
economies during the second quarter. As an exception,
growth in the United States’ firmed to 3.3% on an annual-
ized basis from 0.9% in the first quarter, largely reflecting
a stimulus to personal consumption from the Govern-
ment's $100 billion tax rebate and strengthening in net
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exports. In the United Kingdom, output was flat after
slowed growth of less than 2.0% on an annualized basis
in the first quarter, with household consumption un-
changed and business investments contracted. After a
gain of 0.7% last period, economic activity in the euro
zone weakened by 0.2%, due to softness in investments
and consumption. In this regard, real GDP in Germany—
the largest economy in the bloc—fell by 0.5%. Amid a
contraction in private consumption and export weakness,
Japan’s real output fell by 2.8%, compared to expansion
at approximately the same pace during the previous
quarter and a decline of 1.2% a year earlier. While
China’s economy stayed robust, growth moderated to
10.6% from 11.1%, as export weakness and tightened
credit policies constrained domestic investment.

In light of the deteriorating economic conditions, la-
bour markets in the major economies remained soft. The
average unemployment rate in the United States rose by
0.4 percentage points to 5.5%, due mainly to layoffs in
the construction, manufacturing and employment servic-
es sectors. The United Kingdom's jobless rate also
firmed to 5.4% from 5.2% in the previous quarter. De-
spite marginal easing in the unemployment rates of both
Germany and France, the uptick in Spain’s jobless rate
contributed to overall firming in the euro area’s unem-
ployment, by 0.1 percentage points to 7.3%. Japan’s
quarterly average unemployment rate also rose slightly
over the review period, to 4.0% from 3.9%, mainly reflect-
ing subdued labour demand among small businesses.

The sustained rise in oil and food prices continued to
push global inflation higher during the second quarter. In
the United States, the average consumer price inflation
accelerated to 5.0% from 4.0% in the first quarter, with
more than half of the increase due to energy costs and
one-sixth owing to rising food prices. The United King-
dom’s core inflation quickened to 3.8% from 2.5% and
the increase in euro zone average prices intensified to
4.0% from 3.6%. China’'s annual inflation softened to
7.2% in June from 7.8% in March, but remained sharply
accelerated from the previous year's 4.2%. Similarly,
consumer prices in Japan firmed by 1.5% on a 12 month
basis, exceeding the 1.0% advance through the end of
the first quarter.



Expectations of an improved near-term outlook for
the US economy supported a rally in the dollar against
most major currencies during the review quarter. The
dollar rose against the Japanese yen, by 6.5% to
¥106.21; the Swiss franc, by 2.8% to $1.0211 and the
euro by 0.2% to €0.6347. The currency stabilized
against the pound at £0.50, in the wake of the flagging
UK economy, but fell against the yuan by 2.2% to RMB
6.8591, amid continued robust growth in China.

The subprime mortgage crisis and weakness in the
short-term outlook for the global economy had further
negative effects on equity valuations on the major busi-
nesses. In the United States, the Dow Jones Industrial
Average (DJIA) and the Standard and Poor's 500 (S&P
500) slumped by 7.4% and 3.2%, to 11,350 points and
1,281 points, respectively. In Europe, France’s CAC 40
index deteriorated by 5.8% to 4,435 points; Germany's
DAX index, by 1.8% to 6,418 points and the United
Kingdom’s FTSE 100 index, by 1.3% to 5,626 points. In
Asia, China’s Shanghai Composite index plunged by
21.2% to 2,736 points; however, Japan's Nikkei 225
index firmed by 7.6% to 13,481 points, reflecting contin-
ued recovery in stock prices after several years of weak-
ness.

Commodity prices sustained their upward momen-
tum, driven by ongoing geopolitical tensions and the
comparatively weak US dollar. In particular, oil prices
surged by 35.3% to $140.91 per barrel, to stand at more
than double the end June 2007 price of $70.77 per
barrel. Meanwhile, demand for assets to hedge against
the weak dollar and unstable financial markets pushed
the price of gold up by 0.9% to $925.40 per ounce and
silver, by 1.0% to $17.75 per ounce. As regard food
prices, the World Bank’s index of grain prices for middle
and low income countries rose by an estimated 22.4%
during the quarter and was almost 200% appreciated on
a 12-month basis, as more attention shifted towards crop
cultivation for alternative fuel production.

The monetary policy stance remained stable to ac-
commodative at the major central banks, with inflationary
concerns balanced against the soft outlook for economic
activity. In a continued effort to stimulate economic
activity, the United States’ Federal Reserve lowered its
primary credit and federal funds rates, by 25 basis points
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each, to 2.25% and 2.00%, respectively in April. The
Bank of England reduced its bank rates by 25 basis
points to 5.00% in April, to offset tightened credit condi-
tions and the slump in the United Kingdom’s economy.
Faced with significantly elevated inflation, the European
Central Bank kept its key marginal lending rate and
deposit rate at 5.00% and 3.00%, respectively, in light of
the downside risk of higher prices in the medium term.
The Bank of Japan also left its basic loan rate and over-
night rate unchanged at 0.75% and 0.50%, respectively.
In contrast, the Bank of China maintained a tight credit
stance, raising the reserve requirement for depository
institutions to 17.5% from 15.5%.

Most major economies experienced mixed trends in
their external sector balances during the review quarter.
In the United States, the goods and services deficit
balance increased by $1.6 billion to an estimated $176.5
billion. For the three months to May, the deficit on the
goods and services account in the United Kingdom
contracted to £12.3 billion from £14.5 billion in the first
quarter. Meanwhile, the euro zone’s current account
deficit fell marginally to €4.1 billion from €4.3 billion,
supported by a slight gain in net exports and a decrease
in net transfer outflows. China’s trade surplus contracted
by 12.8% to US$57.5 hillion, as net import demand
accelerated, while deterioration in Japan’s net exports
reduced the current account surplus by 41.0% to ¥3.9
trillion compared to the same quarter of last year.



STATISTICAL APPENDIX

(Tables 1-16)
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STATISTICAL APPENDIX

Table 1  Financial Survey

Table2  Monetary Survey

Table 3  Central Bank Balance Sheet

Table 4  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

3 p provisional

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