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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS 

 

DOMESTIC ECONOMIC DEVELOPMENTS 
 
Preliminary data suggests that the economy’s 

growth momentum moderated somewhat during the first 
quarter, as evidenced by a slowing in tourism output and 
consumer demand.  However, key drivers of growth 
continued to be foreign financed projects in the tourism 
sector and steady residential construction investments.  
Price developments were less favourable during the 
quarter, owing to the pass-through effects of higher 
commodity prices.  The fiscal position for third quarter 
FY2006/07 featured a widened deficit, as elevated levels 
of recurrent and capital expenditures completely offset 
the stamp and realty related led gains in revenue.  On the 
monetary side, the observed consumer led slowdown in 
credit growth, alongside a strengthening in deposits, 
reinforced a recovery in bank liquidity from the trough of 
late 2006, and a corresponding strengthening in external 
reserves.  In the external sector, the estimated widening 
of the current account deficit reflected the import inten-
sive nature of ongoing foreign direct investment projects 
on the services account surplus, although significantly 
offset by related investment inflows.   

The banking system’s net free cash reserves recov-
ered by $81.1 million (69.2%) to $198.3 million from the 
$2.5 million (1.3%) downturn a year earlier, and repre-
sented a slightly lower 3.9% of Bahamian dollar deposit 
liabilities.  A similar improvement was registered for the 
broader surplus liquid assets of $112.3 million to $175.4 
million, which exceeded the statutory minimum by a 
relatively stable 21.6% margin and were invested mainly 
in Government paper.  Reflecting the impact of the tight 
liquidity conditions prevailing into the early weeks of the 
year, the weighted average interest rate on deposits 
advanced by 15 basis points to 3.66%, and the weighted 
average loan rate firmed by 56 basis points to 10.35%.  
Consequently, the interest rate spread moved higher by 
41 basis points to 6.69 percentage points.  Moreover, the 
Treasury bill rate rose by 81 basis points to 2.55%; while 
the benchmark commercial bank’s Prime and the Central 
Bank’s Discount rate remained at 5.50% and 5.25%, 
respectively.  

Increased net inflows of foreign currency, alongside 
more tempered credit expansion, led to strengthened 
growth in the monetary aggregates (M3) to 3.5% from 
2.2% in 2006, placing the stock higher at $5,323.4 million.  
Increased interest rate yields prompted extended growth 
in fixed deposits, to 4.5% from 3.1%, and influenced a 
corresponding deceleration in demand deposit gains to 
0.4% from 1.4%.  Saving deposits growth stabilized at 
3.5%, whereas the currency component surged by 6.9%, 
after a marginal 1.5% rise last year.   

Easing domestic demand impulses contributed to a 
slowdown in total credit growth to 0.9% ($60.1 million) 
from 2.6% ($151.9 million) in 2006, with the expansion in 
the private sector component more than halved to 1.6% 
($90.1 million).  Apart from residential mortgages, which 
grew at a steady 3.3%, accretions to consumer credit 
slackened to 1.9% and for overdrafts, to 7.8%.  Net credit 
to Government, which fell by 3.3% a year earlier, weak-
ened further by 1.9% and net claims on the rest of the 
public sector contracted by 4.3%, to reverse last year’s 
3.7% advance. 

On the fiscal side, the overall deficit firmed by $10.8 
million to $35.6 million during the review quarter, as the 
13.1% gain in revenue was surpassed by the 15.3% 
growth in expenditure.  Tax receipts firmed by 13.0%, 
buoyed by higher revenue from other stamp taxes and 
real property taxes, which offset some softening in inter-
national trade and tourism related tax receipts.  Recurrent 
spending was 15.5% higher at $334.5 million, owing to 
increased outlays for wages and salaries, goods and 
services and transfer payments.  Capital expenditures 
also grew by 15.4% to $36.1 million, reflecting higher 
spending for infrastructure projects; and net lending to 
public corporations strengthened by 11.4% to $16.9 
million.  Budgetary financing included a $50.0 million 
Registered Stock issue and $1.4 million in external loan 
drawdowns.  Debt amortization payments amounted to 
$11.3 million, of which $10.5 million went towards servic-
ing Bahamian dollar liabilities and $0.8 million to external 
debt obligations. Consequently, the Direct Charge on the 
Government advanced by 1.7% ($40.1 million) to 
$2,422.7 million and, inclusive of a 1.5% contraction in 
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public sector debt guaranteed by the Government, the 
National Debt rose by 1.1% to $2,914.1 million.  

Tourism developments were marked by a 0.9% con-
traction in total visitors during the first quarter, reflecting 
primarily the continuing impact of intensified competition 
in the sector.  The higher spending air arrivals declined 
by 5.0%, whereas there was a 1.0% firming in sea tour-
ists.  Visitors to New Providence fell by 3.2%, with de-
clines in both air (7.1%) and sea (0.8%) arrivals.  A 
similar pattern was obtained in Grand Bahama, where 
both air and sea passengers fell by 3.5% and 10.2%, 
respectively.  In a more positive outcome, visitors to the 
Family Islands strengthened by a further 8.0%, compris-
ing improvements in air (3.8%) and cruise (8.9%) visitors. 

Consumer price inflation―as measured by changes 
in the Retail Price Index― accelerated to 3.1% over the 
first three months-to-March, from 1.2% in the correspond-
ing quarter of 2006.  The global effects of higher oil and 
other commodity prices influenced significant cost in-
creases for ‘other’ goods & services, recreation & enter-
tainment services, transportation & communication, 
medical care & health, and food & beverages.  Similar 
trends were observed for the 12-month period ending 
March, as average prices firmed to 2.30% from 1.82% in 
the previous year, occasioned by a marked upturn in 
costs for ‘other’ goods & services, food & beverages, 
medical care & health and recreation & entertainment 
services. 

Preliminary data suggests that growth in construc-
tion output moderated during the first quarter, with weak-
ened domestic expenditures mitigated by steady contribu-
tions from foreign financed projects.  Information provided 
by banks, insurance companies and The Bahamas 
Mortgage Corporation revealed reductions in both the 
number and value of commitments for new construction 
and repair projects, by 47.8% and 49.2%, respectively.  
Similarly, total mortgage disbursements fell by 8.3% to 
$133.8 million, led by weakness in the commercial com-
ponent which overshadowed improvements in residential 
disbursements.  As a result, growth in total mortgages 
slowed by 4.7 percentage points to 13.5%, for an end-
March balance of $2,564.4 million.  Average borrowing 
costs for both commercial and residential mortgages 
were marginally higher by 1 basis point each at 9.0% and 
8.5%, respectively.  

In the external sector, the current account deficit 
widened by an estimated $41.8 million to $454.9 million 
during the first quarter.  This development reflected a 
$31.4 million contraction in the surplus on the services 
account, owing to higher net construction and transporta-
tion payments and reduced receipts from tourism activity.  
Moreover, higher outflows related to income and profit 
repatriations resulted in an expansion in the deficit on the 
income account by $13.8 million, while net current trans-
fer receipts retreated by $3.0 million.  In contrast, the 
deficit on the trade account softened by an estimated 
1.2% to $520.9 million, as lower fuel imports negated 
increases in non-oil imports.  

The surplus on the capital and financial account rose 
by an estimated $46.5 million to $308.6 million, mainly on 
account of a significant increase in private sector invest-
ments.  Reflective of these developments, direct invest-
ment inflows strengthened by $22.0 million to $200.6 
million.  Moreover, other miscellaneous investment 
inflows rallied by $32.0 million to $129.4 million, as net 
inflows to the private sector firmed by $72.2 million to 
$127.0 million, countering the $40.3 million contraction in 
domestic banks net inflows to $2.8 million. 

 

FISCAL OPERATIONS 
 

OVERVIEW 
Preliminary data for the third quarter of FY2006/07 

indicates that Government’s fiscal deficit widened by 
43.7% to $35.6 million, relative to the comparative quarter 
of FY2005/06. This outturn reflected a 15.3% hike in total 
expenditure to $387.5 million, which outstripped the 
13.1% advance in total revenue to $351.9 million. 

 REVENUE 
Tax revenue, which represented 92.4% of receipts, 

grew by 13.0% to $325.3 million. Commercial real estate 
transactions contributed significantly to the $38.4 million 
growth in “other” stamp taxes to $75.7 million, as well as 
the near doubling in real property taxes to $32.5 million.  
Gains in business and professional licence fees of 10.0% 
to $17.9 million were primarily linked to increases in 
banks & trust licences (32.7%) and general business fees 
(17.5%). Conversely, levies on international trade and 
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transactions, which accounted for some 49.1% of tax 
revenue, tapered by 3.4% to $159.7 million, reflecting a 
timing related falloff in import tax receipts (5.6%).  How-
ever, some offset was provided from improvements in 
stamp taxes from imports (2.9%) and export taxes 
(25.0%).  Selective taxes on tourism services were 
reduced by 2.6% to $7.8 million, as the weakness in 
tourist arrivals contributed to a 38.9% decline in hotel 
occupancy taxes. A similar pattern was observed for 
departure taxes, which contracted by 10.1% to $19.7 
million;  while  motor  vehicle  taxes  were  1.0%  lower at  
 

  

Government Revenue By Source  

(Jan - Mar) 

  FY05/06 FY06/07 

  B$M % B$M % 
Property Tax 17.8 5.7 32.5 9.2 
Selective Services Tax  8.0 2.6 7.8 2.2 
Busines. & Prof Lic. Fees 16.2 5.2 17.9 5.1 
Motor Vehicle Tax 6.1 2.0 6.0 1.7 
Departure Tax 21.9 7.0 19.7 5.6 
Import Duties 128.8 41.4 121.6 34.6 
Stamp Tax from Imports 33.6 10.8 34.6 9.8 
Export Tax 2.8 0.9 3.5 1.0 
Stamp Tax from Exports -- -- -- -- 
Other Stamp Tax 37.3 12.0 75.7 21.5 
Other Tax Revenue 17.0 5.4 6.5 1.9 
Fines, Forfeits, etc. 20.8 6.7 9.9 2.8 
Sales of Govt. Property 0.8 0.2 0.1 0.0 
Income 1.9 0.6 16.6 4.7 
Other Non-Tax Rev. -- -- -- -- 
Capital Revenue -- -- -- -- 
Grants -- -- -- -- 
Less:Refunds 1.8 0.6 0.6 0.2 
Total 311.3 100.0 351.9 100.0 
          

 
$6.0 million.  Receipts of “other taxes”, representing 
amounts not yet distributed among the specific revenue 
categories, fell by 61.6% to $6.5 million. 

Revenue from non-tax sources, which constituted 
7.6% of total receipts, improved by 13.1% to $26.6 mil-
lion. The upswing reflected a significant gain in income 
from other sources, to $16.2 million from $1.6 million in 

the corresponding fiscal period, attributed to receipt of 
dividend income. 

EXPENDITURE 
In expenditure trends, preliminary data placed recur-

rent spending 15.5% higher at $334.5 million, for 86.3% 
of total outlays. Capital expenditure, at 9.3% of the total, 
advanced by 15.4% to $36.1 million, and net lending to 
public corporations (4.4% of the total) grew by 11.4% to 
$16.9 million. 

 
Fiscal Operations
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By economic classification, current expenditures in-

cluded a 17.6% advance in  Government  consumption to  
$220.6 million, occasioned by a 26.3% increase in pur-
chases of goods and services to $85.9 million and a 
12.6% hike in the salaries and wages bill to $134.8 
million.  Transfer payments were enlarged by 11.7% to 
$113.9 million, in the wake of a 12.5% rise in interest 
payments on debt obligations to $31.3 million and an 
11.5% increase in subsidies & other transfers to $82.6 
million. The expansion in the latter was largely explained 
by growth in transfers to households related to increased 
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old age pension payments (23.7%) and in contributions to 
non-profit institutions (40.5%). Further, transfers abroad 
more than doubled to $4.4 million; while those to public 
corporations rose by $0.3 million to $0.8 million. 

On a functional basis, current outlays on general 
public services, which accounted for 31.2% of recurrent 
spending, advanced by 23.7% to $104.4 million during 
the fiscal quarter. Expenditure on education rose by 
15.9% to $60.8 million, on health, by 7.0% to $52.9 
million and on defense, by 4.1% to $9.2 million.  Dis-
bursements for social benefits, housing and other com-
munity services grew by a combined 13.1% to $25.5 
million, due mainly to increased old age and disability 
payments, and outlays for economic services registered a 
14.4% upturn to $50.3 million (15.0% of the total), largely 
due to a hike in tourism-related outlays (40.6%). 

Growth in capital spending of 15.4% to $36.1 million 
was led by a 21.9% hike in capital formation activities 
related to the continued maintenance and construction of 
roads and buildings. Similarly, outlays for the acquisition 
of assets grew by 15.5% to $12.6 million, mainly on 
account of Government’s ongoing computerization and 
technological upgrade projects. 

FINANCING AND NATIONAL DEBT 
During the review quarter, budgetary financing in-

cluded a $50.0 million Registered Stock issue in March, 
and a $1.4 million drawdown on existing external loans. 
Debt amortization payments of $11.3 million reduced 
external and Bahamian dollar obligations by $0.8 million 
and $10.5 million, respectively.  As a result, the Direct 
Charge on Government rose by $40.1 million (1.7%) to 
$2,422.7 million over the previous quarter, but was below 
the $54.7  million (2.4%)  gain  to $2,289.9  million  in  the  
comparative period last year.  Bahamian dollar denomi-
nated debt constituted 88.0% of the total, with the major-
ity held by public corporations (35.7%), followed by other 
private and institutional investors (32.6%), commercial 
banks (22.0%), the Central Bank (9.5%) and Other Local 
Financial Institutions (0.2%). Government securities 
remained the largest component of Bahamian dollar debt 
(87.7%), with an average term to maturity of 20 years, 
and lesser proportions in the form of Treasury bills (9.0%) 
and loans and advances (3.3%)––mainly from the Central 
Bank. 

Government’s contingent liabilities, comprised pri-
marily of debt guaranteed for public corporations, nar-
rowed during the first quarter by 1.5% to $491.3 million. 
Consequently, the National Debt grew by 1.1% over the 
quarter to $2,914.1 million, and exceeded the March 
2006 level by $124.9 million (4.5%). 

PUBLIC SECTOR FOREIGN CURRENCY DEBT 
Initial data for the first quarter of 2007 revealed a 

decline in public sector foreign currency debt, by 1.4% 
($8.8 million) to $620.9 million, as new drawings of $3.2 
million were outstripped by amortization payments of 
$12.0 million. The Government accounted for $290.6 
million (46.8%) of the outstanding debt stock and the 
public corporations, the remaining $330.2 million (53.2%). 

By creditor profile, commercial banks held the larg-
est share of foreign currency debt (45.9%), followed by 
private capital markets (36.2%) and multilateral institu-
tions and other agencies (17.9%). In terms of currency 
composition, more than 95% of the foreign currency debt 
was denominated in United States dollars, with an aver-
age maturity of approximately 12 years. 

Relative to estimates for the first quarter of 2006, 
foreign currency debt servicing rose to $16.5 million 
(3.8%), comprising a 17.9% rise in interest payments to 
$4.5 million and a 0.6% reduction in amortizations to 
$12.0 million.  As a result, debt service as a proportion of 
estimated exports of goods and non-factor services was 
marginally higher at 2.0%, and with modest accretions to 
revenue, the ratio of debt service to total revenue stabi-
lized at 0.4%. 

 

REAL SECTOR 

TOURISM 
Preliminary indications are that tourism output mod-

erated during the first quarter of 2007, owing mainly to 
the impact of increased competition facing the industry. 
Total visitors decreased by 0.9% to 1.27 million, extend-
ing the 0.4% falloff in the corresponding period last year. 
Air passengers, which comprised 30.6% of total visitor 
arrivals, declined by 5.0% in contrast to a 3.9% expan-
sion in 2006; and the more dominant sea component 
rebounded by 1.0% from a 2.3% contraction.  
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According to port of entry data, the drop in arrivals to 
New Providence was halved to 3.2%, as the decline in 
sea visitors tapered off sharply to 0.8%, and mitigated the 
pronounced 7.1% downturn in air arrivals.  After register-
ing a 13.0% recovery in 2006, arrivals to the Grand 
Bahama market weakened by 8.1%, featuring a resumed  
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decline in sea traffic of 10.2% and the extended drop in 
air visitors of 3.5%. Conversely, continued improvement 
and expansion to room capacity helped to boost arrivals 
to the Family Islands by 8.0%, comprising an 8.9% hike in 
sea visitors and a 3.8% upturn in air traffic. 

CONSTRUCTION 
Preliminary data suggests that construction output 

expanded at a more subdued pace during the first quar-
ter, as growth in commercial led foreign investment 
activity offset a slowdown in domestic expenditures which 
continued to be paced by steady gains in housing in-
vestments.  

 

Mortgage Commitments:
New Construction and Repairs
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According to information from banks, insurance 
companies and the Bahamas Mortgage Corporation, total 
mortgage disbursements receded by 8.3% to $133.8 
million, as the more than three-fold contraction in 
amounts advanced for commercial purposes, overshad-
owed a 6.2% expansion in residential outlays. Extending 
last year’s 18.2% rise, the total value of mortgages 
outstanding rose further by 13.5% to $2,564.4 million.  At 
91.9% of the total, the residential component led with 
growth of 14.3%, compared to 4.5% for commercial 
mortgages. Relative to the total size of the mortgage 
market, domestic banks accounted for the largest share 
(88.1%), followed by insurance companies (7.3%) and 
the Bahamas Mortgage Corporation (4.6%). 

The more forward looking indicator, mortgage com-
mitments for new construction and repairs, contracted by 
47.8% to 258, with a corresponding downturn in value of 
49.2% to $30.3 million. In particular, the residential com-
ponent decreased in number by 48.9% to 247, with a 
52.4% falloff in value to $27.9 million. However, commer-
cial obligations were unchanged at 11, but doubled in 
value to $2.4 million. 

Despite some tightening in credit conditions, borrow-
ing terms remained generally favourable, as the average 
rate on both commercial and residential mortgages rose 
by 1 basis point to 9.0% and 8.5%, respectively.   
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PRICES 
Consumer price inflation, as measured by quarterly 

variations in the average Retail Price Index, strengthened 
to 3.1% in the first quarter from 1.2% in the same period 
last year, largely reflecting the pass-through effects of 
higher   global   oil,   commodity  and  food  prices.   Price  
 

            
Average Retail Price Index 

(Annual % Changes) 
March 

            

   2006 2007 
Items Weight Index % Index % 
Food & Beverages 138.3 122.0 3.8 126.1 4.2 
Clothing & Footwear 58.9 105.8 -1.2 106.7 1.0 
Housing 328.2 106.9 2.9 108.1 1.4 
Furn. & Household 88.7 121.3 1.7 123.1 1.9 
Med. Care & Health 44.1 136.0 2.1 138.5 2.7 
Trans. & Comm. 148.4 109.8 0.8 108.7 0.2 
Rec., Enter. & Svcs. 48.7 121.7 -1.0 122.4 2.3 
Education 53.1 170.5 2.5 169.9 0.0 
Other Goods & Svcs. 91.6 125.6 2.6 133.0 7.9 
ALL ITEMS 1000 117.7 1.8 119.5 2.3 

            
 
 
accelerations were evident across all  components  of the 
Index, with the most significant advances recorded for 
‘other’ goods & services (7.9%), recreation & entertain-
ment services (7.2%), transportation & communications 
(5.0%), medical care & health (3.6%) and food & bever-
ages (3.4%). The remaining categories registered aver-
age price gains of below 2.0%.  

For the twelve months to March 2007, average con-
sumer price inflation gained 0.48 percentage points to 
2.3%. Significant price upturns were registered for “other” 
goods & services (7.9%), food & beverages (4.2%), 
medical care & health (2.7%) and recreation entertain-
ment & services (2.4%). More modest cost accelerations 
were posted for furniture & household operation (1.9%), 
housing (1.4%), clothing & footwear (1.0%), and transport 
& communication (0.2%). 

FISHERIES 
Estimates from the Department of Fisheries on ex-

ports for the fourth quarter 2006, the latest period for 
which data is available, indicated that improved average 
prices boosted the total value of fisheries exports by 
14.7% to $42.2 million; however, the volume declined by 
2.2% to 2.3 million pounds.  Crawfish exports, which 
accounted for 97.0% of quantity and 98.4% of the esti-
mated value, rose by 15.5% to $41.6 million, supported 
by a 13.6% rise in the average price per pound to $18.55.  
In contrast, earnings from other “miscellaneous” fisheries 
exports declined by 19.5% to $0.7 million, led by a 58.5% 
reduction in quantity. 

Provisional data for 2006, showed that the volume of 
fisheries exports declined by 2.5% to 5.9 million pounds, 
with the associated value lower by 0.3% at $96.5 million. 
Crawfish exports (88.1% of total volume and 95.6% of 
total value) contracted by 1.5% to $92.2 million, reflecting 
lower export quantities. Similarly, conch exports, which 
comprised the second largest category, decreased by 
19.7% to $1.6 million; whereas higher volumes resulted in 
a more than twofold hike in other “miscellaneous” export 
earnings to $2.7 million. 

 

MONEY, CREDIT AND INTEREST RATES 
 
OVERVIEW 
Monetary developments during the first quarter of 

2007 featured a slowing in domestic credit growth, occa-
sioned mainly by an easing in private sector demand.  
This moderation, together with sizeable inflows of pre-
dominantly foreign investment related funds, boosted 
liquidity levels and led to a reduction in net foreign liabili-
ties.  In this environment, accretions to deposit interest 
rates slowed somewhat; however, borrowing rates firmed 
to occasion a widening in the weighted average loan to 
deposit interest rate spread. 

LIQUIDITY 
Net free cash reserves of the banking system recov-

ered strongly by $81.1 million (69.2%) to $198.3 million, 
following a $2.5 million (1.3%) downturn to $189.0  
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million in the corresponding period of 2006, and were 
equivalent to a reduced 3.9% of deposit liabilities vis-à-vis 
4.1% a year earlier.  Likewise, the broader surplus liquid 
assets advanced significantly by $112.3 million to $175.4 
million, with the increment invested mainly in Government 
paper. Balances exceeded the statutory minimum by a 
marginally lower 21.6%. 

DEPOSITS AND MONEY 
Growth in the monetary aggregates firmed to 3.5% 

from 2.2% a year earlier.  The narrow measure of money 
(M1) grew by a stable 1.4%, reflecting accretions to both 
demand deposits (0.4%) and currency in active circula-
tion (6.9%).  The expansion in broad money (M2) was 
extended to 3.6% from 2.7%; while improvements in 
average rates of return reinforced a pickup in fixed de-
posits growth to 4.5% from 3.1% in 2006.  Moreover, 
accretions to saving deposits edged up marginally to 
3.5%. 

Foreign currency deposits increased by $1.3 million 
(0.8%), a reversal of the 16.2% contraction in 2006, 

linked to a fall in public corporations’ balances.  Conse-
quently, overall money (M3) advanced by $178.3 million 
(3.5%), up from $104.0 million (2.2%) in 2006, for an 
outstanding stock value of $5,323.4 million.   By composi-
tion, Bahamian dollar fixed deposits accounted for the 
largest proportion of the money stock (54.6%), followed 
by demand deposits (19.8%), savings deposits (18.5%), 
currency in active circulation (4.1%) and foreign currency 
deposits (3.0%).   

DOMESTIC CREDIT 
Easing consumer demand pressures, following ear-

lier tightening in liquidity and a firming in average lending 
rates, restrained credit growth to 0.9% ($60.1 million) vis-
à-vis 2.6% ($151.9 million) in 2006.  Although the accre-
tion to Bahamian dollar claims was relatively stable at 
2.4%, the expansion in the dominant private sector 
component was approximately halved to 1.7% ($88.2 
million).  This contrasted with a near doubling in the 
banking sector’s claims on the public sector, as the public 
corporations increased their indebtedness by $41.4 
million   (34.6%)––a   turnaround   from  last  year’s  3.7%  

Changes in Credit
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repayment, coupled with the increase in Government’s 
liabilities by $11.9 million (1.9%), to reverse the $20.7 
million (3.3%) contraction last year.  Reflecting net re-
payments by the public sector, foreign currency lending 
declined by 10.0% ($81.3 million), in contrast to an ad-
vance of 3.2% ($21.9 million) recorded a year earlier.  

Except for residential mortgages, which continued to 
expand at a steady rate, all other categories of personal 
loans, the largest component of private sector credit at 
72.4%, registered lower rates of expansion. Consumer 
credit grew at a less brisk rate of 1.9% ($35.9 million), 
relative to 2.5% last year; and the firming in overdrafts 
slackened to 7.8% from 13.1%.  

Growth in net lending for business and other private 
sector activities was constrained to 0.9% from 4.1% in 
2006, occasioned mainly by larger decreases in mining 
and quarrying (15.2%) and agriculture (9.1%), as well as 
downturns in entertainment and catering (11.4%) and 
distribution (4.4%), which overshadowed upward adjust-
ments in  fisheries and other “miscellaneous” categories 
by 17.2% and 13.1%, respectively. 

 
  

Distribution of Bank Credit By Sector 
End-March 

  2006 2007 
  B$M  % B$M  % 
       
Agriculture 9.9 0.2 10.3 0.2 
Fisheries 14.1 0.3 15.5 0.3 
Mining & Quarry 14.1 0.3 9.5 0.2 
Manufacturing 45.6 0.8 51.1 0.8 
Distribution 184.9 3.4 207.5 3.4 
Tourism 234.6 4.3 246.3 4.0 
Enter. & Catering 63.7 1.2 52.5 0.9 
Transport 20.3 0.4 22.6 0.4 
Public Corps. 283.6 5.2 253.7 4.2 
Construction 371.2 6.8 410.9 6.7 
Government 122.6 2.2 107.7 1.8 
Private Financial 20.8 0.4 26.6 0.4 
Prof. & Other Ser. 159.5 2.9 154.0 2.5 
Personal  

3,631.0  
66.1  4,154.8  68.1 

Miscellaneous 318.8 5.8 375.8 6.2 
TOTAL 5,494.5 100.0 6,098.8 100.0 

        

Regarding consumer credit, the largest increases 
were registered for miscellaneous purposes ($15.9 
million), land purchases ($11.2 million), debt consolida-
tion ($10.0 million), private cars ($2.8 million), and home 
improvements ($1.3 million).  Some offset was provided 
by net repayments for travel ($3.0 million), credit cards 
($2.6 million) and education ($0.6 million), respectively.  

THE CENTRAL BANK 
During the review quarter, the Central Bank’s net 

claims on Government advanced by $11.7 million (6.4%), 
relative to a $10.8 million (8.9%) repayment in the corre-
sponding period of 2006, and was mainly in the form of 
increased holdings of bonds.  In addition, net liabilities to 
the rest of the public sector fell by $4.5 million, reflecting 
higher deposit balances with the Bank.  

External Reserves
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Robust foreign investment related inflows, amid 

slackened credit growth, supported a hike in domestic 
banks’ claims on the Central Bank by 31.1%. By end-
March, the stock of reserves stood $123.9 million higher 
at $623.6 million, considerably in excess of the $59.1 
million accretion registered a year-earlier.  The level was 
equivalent to 14.6 weeks of non-oil merchandise imports 
versus 18.5 weeks a year earlier. Useable reserves, at a 
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statutory minimum of 50% of the Central Bank’s deposit 
liabilities, was $30.3 million below the previous year’s 
balance at $259.2 million.Foreign currency transactions 
underlying developments in external reserves consisted 
of a sharp rise in the net purchase to $117.5 million from 
$54.2 million in 2006, as total purchases grew by 16.3% 
to $254.5 million and total sales fell by 16.7% to $137.0 
million.  Leading this outcome, the net intake from do-
mestic banks improved significantly by 79.4% to $178.7 
million, whereas, the net purchase from the Government 
was 9.3% lower at $8.8 million, and the net sale to public 
corporations broadened by 27.0% to $70.0 million. 

DOMESTIC BANKS 
Buoyed by increased foreign currency inflows and 

restrained domestic credit growth, banks’ deposit liabili-
ties and corresponding liquidity measures posted appre-
ciable gains.  Private sector credit expansion abated to 
$90.1 million (1.6%) during the quarter, and was outdis-
tanced by the $180.0 million (4.0%) hike in deposit liabili-
ties. Reversing the previous year’s growth of $11.2 million 
(3.8%), the net claim on public corporations decreased by 
$17.0 million (4.4%), and the decline in net credit to 
Government broadened more than two-fold to $24.5 
million (5.0%).  Consequent on these developments, 
banks’ claims on the Central Bank, in the form of excess 
cash balances, advanced strongly by $113.3 million 
(30.9%). The gap between growth in domestic claims and 
liabilities was bridged by a $23.7 million accumulation in 
capital and surplus resources, linked to increased profits 
and retained earnings, and by the $2.1 million (0.3%) 
expansion in net foreign liabilities. 

Total resident deposit liabilities rose by 3.0% to 
$5,186.2 million by end-March 2007, with the majority 
(96.9%) denominated in Bahamian dollars.  Specifically, 
the largest share of local currency deposits was held by 
private individuals (58.5%), followed by business firms 
(25.0%), public corporations (7.1%), and private financial 
institutions (2.9%); with the remaining combined balance 
(6.5%) attributed to Government and the ‘miscellaneous’ 
categories.  After fixed balances at 57.5% of the total, the 
next largest component was demand (23.5%) followed by 
saving deposits (19.0%).  A further analysis of deposits 
by number of accounts and range of values indicated that 
the majority of accounts (91.0%) had balances of $10,000 
or less, which represented roughly 8.2% of the total value 

of deposits.  Some 6.2% of the accounts, with balances 
ranging between $10,000 – $50,000, represented 13.6% 
of the deposit base.  Accounts with balances in excess of 
$50,000 constituted only 2.8% of the number of accounts, 
but a sizeable 78.2% of the value of deposits. 

Banks continued to adopt a conservative posture 
during the review quarter, as evidenced by their asset 
quality ratios.  The Bahamian dollar loan-loss provision 
ratio declined marginally to 2.1% by end-March from 
identical 2.3% ratios at end-December and March 2006. 
The ratio of provisions to non-performing loans was 
reduced slightly to 51.0% from 54.7% in the previous 
quarter and 51.8% in March 2006.  Total non-performing 
loans―represented by accounts with past due payments 
of at least 3 months on which banks stopped accruing 
interest, were a reduced 4.1% of total loans relative to 
4.2% at year-end and 4.3% at end-March 2006.  

Loan Arrears & Non-Performing Balances
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The arrears rate for balances represented by loans 
with past due payments of at least one month, grew 
marginally to 7.6%.  Developments were largely influ-
enced by a firming in the commercial loan arrears rate, by 
1.7 percentage points to 9.8%, as the rate for residential 
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mortgages was unchanged at 7.2%, and softened for 
consumer loans to 7.2% from 8.0%. 

BANK PROFITABILITY 
The most recent data available on the earnings of 

domestic banks, for the fourth quarter of 2006, showed 
that profits remained relatively unchanged at $71.1 
million, compared to the same quarter of 2005.  Despite 
the $20.4 million (43.8%) increase in the interest ex-
pense, owing to  growth  in  deposit  levels and generally 
higher interest rates, the expansion in banks’ asset base 
combined with higher loan rates, elevated interest income 
by $29.9 million.  Consequently, the net interest margin 
widened by 8.9% ($9.5 million).  Banks also recorded 
strong gains in commission and foreign exchange income 
of 22.7% to $8.8 million, while non-interest operating 
expenses rose by 9.2% ($4.8 million) to $57.5 million, 
inclusive of higher staff (5.6%) and other operating 
(25.5%) costs.  Occupancy expenses fell by 11.3% and 
the ‘other’ net income category registered a notable 
58.9% ($6.2 million) decline, due mainly to an almost 
three-fold advance in bad debt expenses to $18.2 million, 
as some banks’ new provisioning models produced more 
conservative estimates. 

Domestic Banks' Profitability
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Reflecting in part stronger growth in average assets, 
profitability ratios (to average assets) for the review 

period softened.  The net interest margin declined by 0.74 
percentage points to 5.97%, while the contribution from 
commission and foreign exchange earnings was un-
changed at 0.45%.  Similarly, the operating cost ratio fell 
by 0.36 percentage points to 2.97% and the net income 
ratio declined by 0.82 percentage points to 3.68%. 

INTEREST RATES 
Interest rate conditions reflected the progressive 

tightening in liquidity observed in the final quarter of 2006 
and the opening weeks of 2007.  The quarterly weighted 
average spread broadened by 41 basis points to 6.69 
percentage points, based on a 15 basis points gain in 
banks’ average interest rates on new deposits to 3.66%, 
alongside a 56 basis points rise in the corresponding 
average loan rate to 10.35%.  

Qtr. I Qtr. IV Qtr. I
2006 2006 2007

Deposit rates
Demand Deposits 2.24 2.16 2.07
Savings Deposits 2.19 2.14 2.01
Fixed Deposits

Up to 3 months 3.15 3.25 3.44
Up to 6 months 3.44 3.83 3.88
Up to 12 months 3.85 4.10 4.32
Over 12 months 4.13 4.32 4.84

Weighted Avg  Deposit  Rate 3.13 3.51 3.66

Lending rates
Residential mortgages 7.94 7.78 7.93
Commercial mortgages 8.12 8.65 8.56
Consumer loans 12.01 11.75 12.15
Other Local Loans 7.66 7.64 7.82
Overdrafts 11.18 10.23 11.47

Weighted Avg Loan  Rate 10.25 9.79 10.35

Banking Sector Interest Rates
Period Average (%)

   
For deposits, the average savings rate was re-

duced by 13 basis points to 2.01%, and the comparative 
longer term fixed deposit rate strengthened to within a 
range of 3.44% - 4.84%, from 3.25% - 4.32% in the 
preceding quarter.  On the lending side, the average rate 
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on overdraft facilities firmed by 1.24 percentage points to 
11.47%, and advanced significantly for consumer loans 
and residential mortgages, by 40 and 15 basis points to 
12.15% and 7.93%, respectively.  In contrast, the aver-
age rate charged on commercial mortgages declined by 9 
basis points to 8.56%.  Continuing the firming observed in 
2006, the average Treasury bill rate for 90-day issues 
trended upwards for the quarter, by 81 basis points to 
2.55%, and was 2.19 percentage points higher than in 
March 2006.  The benchmark rates, commercial banks’ 
Prime and Central Bank’s discount rate, were unchanged 
at 5.50% and 5.25%, respectively. 

 

CAPITAL MARKETS DEVELOPMENTS 
 
Buoyed by heightened investor confidence, local 

capital market indicators posted positive gains during the 
first quarter of 2007.  The Bahamas International Securi-
ties Exchange All Share Price Index (BISX) rose 6.3% to 
1,780.6 points, surpassing the 1.8% increase for the 
corresponding quarter of 2006.  The Fidelity Capital 
Market Limited’s Index (FINDEX)―which includes over 
the counter trading information―advanced by 6.1% to 
787.6 points, although below last years’ 7.9% rise to 
595.3 points. 

The volume of shares traded fell by 61.4% to $0.8 
million, with a corresponding 49.2% contraction in value 
to $5.07 million.  Despite the elimination of Kerzner 
International Ltd.’s Bahamian Depository Receipts 
(BDRs), market capitalization was 26.6% higher at $3.4 
billion, benefiting from the combined effect of improved 
share prices for the majority of the companies listed on 
the exchange, and the issuance of a total of $17.4 million 
new shares by two listed companies. 

 

INTERNATIONAL TRADE AND PAYMENTS 
 

Preliminary estimates for the first quarter of 2007 in-
dicated a widening in the current account deficit by 10.1% 
to $454.9 million, compared to $413.1 million in 2006. 
Payments associated with ongoing foreign investment 
projects reduced the surplus on the services account and 
elevated net labour income outflows; while the merchan-
dise trade deficit softened marginally. 

The trade deficit decreased by 1.2% to an estimated 
$520.9 million, as lower oil import volumes reduced the 
fuel import bill by 8.5% to $144.5 million and, although 
non-oil imports expanded by 5.6%, this was considerably 
below the 22.1% growth registered a year-earlier.  In 
terms of fuel costs, the average price per barrel of gas oil 
decreased by 8.6% to $64.68; jet fuel, by 5.4% to $76.86; 
bunker ‘c’ fuel, by 52.6% to $23.24; and propane fuel, by 
1.3% to $53.43; however, motor gas increased by 10.3% 
to $87.00.   
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The estimated services account surplus declined by 

19.0% ($31.4 million) to $133.7 million, owing mainly to a 
near doubling in net payments for foreign investment 
related construction services to $74.2 million. In line with 
the weakening in air arrivals,  net travel receipts narrowed 
by 2.1% to $477.2 million; while net transportation out-
flows firmed by 8.7% ($6.8 million) to $85.4 million, on 
account of higher payments for both passenger and 
freight services. However, there were a number of miti-
gating developments, including an increase in offshore 
companies local expenses by 33.1% ($10.8 million) to 
$43.3 million, a $7.4 million decline in net payments for 
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insurance services to $14.5 million, and smaller reduc-
tions in the levels of outward payments for Government 
and other “miscellaneous” services. 

Buoyed by higher payments to temporary workers 
engaged in various tourism-related building projects, the 
income account deficit rose by $13.8 million to $80.9 
million.  The increase attributed to investment income 
outflows was a mere $2.3 million, largely associated with 
an expansion in non-bank companies’ outflows of $3.1 
million to $41.4 million.  Official net investment inflows 
softened by $0.5 million to $5.5 million. 

Net current transfer receipts were $3.0 million lower 
at $13.2 million, led by a $2.7 million fall-off in Govern-
ment’s net inflows to $15.1 million and an expansion in 
net worker remittances by $0.3 million to $2.2 million. 

Partial estimates indicate that the surplus on the 
capital and financial account rose by $46.5 million to 
$308.6 million, due largely to increases in direct and other 
“miscellaneous” investment inflows. Capital transfers by 
migrant workers firmed by $7.5 million to $21.4 million, 
and direct investment inflows advanced by $22.0 million 
to $200.6 million, as the $44.0 million reduction in equity 
investments was surpassed by the $66.0 million expan-
sion in receipts from land sales. 

Further, other investment inflows strengthened by 
$32.0 million to $129.4 million, based on a $72.2 million 
advance in the private sector’s net receipt of loan pro-
ceeds to $127.0 million. In contrast, domestic banks’ 
capital inflows related to short-term borrowings deceler-
ated to $2.8 million from $43.0 million, and the public 
sector’s net repayment of debt was relatively unchanged 
at $0.5 million. 

After adjusting for net errors and omissions, the sur-
plus on the overall balance increased to $123.8 million 
from $59.1 million. 

 

INTERNATIONAL ECONOMIC DEVELOPMENTS 
 
Despite some moderation in growth among the ma-

jor economies, the global economy remained resilient in 
the first quarter of 2007 and supported relatively stable 
labor market conditions.  However, inflation trended 
upwards, amid strengthening crude oil and other major 

commodity costs, influencing several central banks’ 
decision to reduce their level of monetary accommoda-
tion. In the currency markets, the US dollar weakened 
further, as the interest rate differential between the United 
States and other major economies’ narrowed, and that 
country’s current account deficit remained high. Never-
theless, investor confidence in the global economy―in 
spite of a sizable pullback in February―resulted in global 
equity indices rising over the quarter. 

The United States economy lost some momentum in 
the opening quarter of 2007, as real GDP growth cooled 
to a 0.7% annual rate from 5.6% in the same period of 
2006.  The slowdown was attributed to less vigorous 
consumer spending, the continued drag from residential 
investment and a decline in federal spending. The ser-
vices sector remained a key driver of the United King-
dom’s economy where output grew at a quarterly rate of 
0.7% for the third consecutive quarter, but the level was 
up 2.9% from a year ago.  Supported by exports and an 
ongoing investment boom, especially in Germany, the 
euro zone achieved an annualized 3.1% rate of expan-
sion in the first quarter, which exceeded the 2.1% of last 
year, but was below the 3.3% of the final quarter of 2006.  
Japan’s quarterly economic growth weakened to an 
annualized 2.3% from 2.7% a year ago, and a staggering 
5.3% in the previous quarter, reflecting softened business 
investment and exports, and a lull in housing spending. 
Buoyed by a rapid rise in exports, investment and con-
sumption expenditures, output growth in China continued 
unabated at an annual rate of 11.1% in the first quarter, 
0.7 percentage points higher than last year. 

Despite some employment gains, the unemployment 
rate remained unchanged at 4.5% during the quarter, 
while the jobless rate for the United Kingdom remained in 
the region of 5.5%.  Favourable employment trends in the 
euro zone have been underpinned by the progressive 
improvement in Germany’s labour market, where the 
unemployment rate declined by 2.1 percentage points in 
the past twelve months to 9.2%.  In Asia, Japan’s jobless 
rate was slightly improved to 4.0%. 

Amid a rebound in energy and commodity prices, 
consumer prices rose in most of the major economies 
during the first quarter.  Average consumer price inflation 
in the United States accelerated to a 4.7% annualized 
rate for the review quarter, relative to a low of 0.2% last 
quarter.  Average prices in the United Kingdom firmed by 
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3.1% in the year to March, compared to 3.0% in the 
previous quarter, while some softening in accretions to 
housing costs moderated the annual inflation rate in the 
euro area, to 1.9% in March from 2.2% in 2006.  Given 
the softness in the economy, Japanese inflation contin-
ued to decline, with the year-on-year rate turning negative 
in February; whereas higher food and housing prices 
pushed average prices higher in China, on a year-on-year 
basis, to 3.3% in March, following growth of 1.5% in the 
previous year. 

In exchange rate developments, the narrowing in the 
interest rate spreads between the United States and 
other major economies, along with signs of weakness in 
the US market, resulted in the dollar depreciating against 
most of the major currencies. On a quarterly basis, the 
dollar depreciated against the Pound Sterling by 0.45% to 
£0.51, by 1.16% to €0.75 versus the Euro. In Asia, the 
dollar softened against both the Japanese yen and Chi-
nese yuan by 1.04% and 1.02%, respectively.   

Global equity markets generally posted positive re-
turns in the first quarter, although masking the short but 
significant market correction in February.  The United 
States’ Dow Jones Industrial Average (DJIA), which 
attained a new closing high in February, lost 0.9% overall 
to 12,354.35––its first quarterly drop since the second 
quarter of 2005.  The meager 0.18% gain in the Standard 
and Poor’s 500 Index (S&P 500) to 1,420.86 points 
concealed the dramatic sell-off that began in late Febru-
ary in China, amid speculations that the authorities were 
planning to limit the demand for stocks, and was further 
fuelled by worries about the impact of sub-prime mort-
gage lending.  Robust economic activity and a stream of 
positive earning reports buoyed European markets, with 
the United Kingdom’s FTSE 100 up by 5.8%, France’s 
CAC 40, by 7.9% and Germany’s DAX by 4.8%.  In Asian 
markets, Japan’s Nikkei 225 finished the quarter higher 
by 1.34%, while China’s Shanghai Composite index 
soared by 145.2% to 3,184 points. 

In commodity markets, crude oil prices were volatile; 
plunging in early January amid weak demand and high 
petroleum product inventories.  However, by February, 
escalating geopolitical tensions and short-term supply 
bottlenecks placed oil prices on an upward trajectory, 

breaking through the $60 per barrel mark in early March.  
At end-March, oil prices had settled at $66.70 per barrel, 
for a 9.7% hike over end-December 2006.  In the pre-
cious metal market, the price of gold rose by 4.1% to 
$661.75, and silver prices were up 3.4% to $13.35 per 
troy ounce. 

Faced with the countervailing forces of slowing eco-
nomic growth and firming domestic prices, the Federal 
Reserve maintained the primary credit and federal funds 
rates, at 6.25% and 5.25%, respectively. The European 
Central Bank increased both its marginal lending and 
deposit rates, by 25 basis points each to 4.75% and 
2.75%, respectively in response to rising inflationary 
pressures.  The uptrend in average prices above its 2.0% 
target rate prompted the Bank of England to raise its key 
rate in January, by a further 25 basis points to 5.25%.  As 
the Japanese economy continued to recover from a 
period of prolonged recession, the Bank of Japan raised 
both the overnight call rate and complimentary lending 
facility by 0.25 percentage points to 0.5% and 0.75, 
respectively. In its ongoing attempt to stem the build-up in 
liquidity, occasioned by massive trade surpluses which 
fueled external reserve growth, the People’s Bank of 
China increased the reserve requirement ratio by 0.5 
percentage points and the benchmark deposit and lend-
ing rates by 0.27 percentage points each, to 2.79% and 
6.39%, respectively. 

External account developments showed the United 
States’ quarterly current account deficit higher by 2.5% at 
$192.6 billion in the first quarter of 2007, and reflects 
increased transfers to foreigners as the trade and ser-
vices deficit was virtually unchanged.  The euro zone’s 
current account gap intensified more than three-fold to 
€35.4 billion from €11.6 billion in the fourth quarter of 
2006.  In the United Kingdom, the goods and services 
trade deficit widened to £12.9 billion in the first quarter, 
from £12.2 billion in the previous period.  Amidst im-
provements in the export sector, Japan’s current account 
surplus widened in the first quarter on a year-on-year 
basis by 25.4% to ¥6.9 trillion.  In China, the trade surplus 
decreased on a year-on-year basis, by $4.33 billion to 
$6.87 billion for the first quarter. 
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STATISTICAL APPENDIX 

 

TABLE 1 FINANCIAL SURVEY 
TABLE 2 MONETARY SURVEY 
TABLE 3 CENTRAL BANK BALANCE SHEET 
TABLE 4 DOMESTIC BANKS BALANCE SHEET 
TABLE 5 PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS 
TABLE 6 MONEY SUPPLY 
TABLE 7 CONSUMER INSTALLMENT CREDIT 
TABLE 8 SELECTED AVERAGE INTEREST RATES 
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.    not available 
2.   --        nil 
3.   p =  provisional 
4. Due to rounding, the sum of separate items may differ from the totals. 
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GROSS ECONOMIC CONTRIBUTION OF THE FINANCIAL SECTOR IN THE BAHAMAS (2006) 
 

INTRODUCTION 
The Central Bank has compiled annual data on the 

gross economic contribution of the financial sector to the 
Bahamian economy, dating back to 1973. The current 
exercise focuses primarily on an analysis of the licensing, 
employment and expenditure trends of banks and trust 
companies operating in The Bahamas and summarises 
important developments in the insurance sector, invest-
ment funds industry and capital markets over the review 
period.  To provide a more comprehensive sectoral 
assessment, efforts are ongoing to obtain greater speci-
ficity with respect to the contribution of corporate and 
financial service providers.  

As the second pillar of the Bahamian economy, the 
financial sector contributes, on average, an estimated 
15%-20% of the Gross Domestic Product (GDP).  A 
combination of factors continue to support The Bahamas’ 
success in financial services, principal among which are 
the diverse pool of skilled professionals, a commitment to 
remain up-to-date in the provision of financial products, 
and strong emphasis on ensuing compliance with interna-
tional standards and regulations. Traditionally, banking 
and trust activities account for the largest share of the 
sector, with domestic banks offering retail banking ser-
vices, and international institutions specializing primarily 
in wealth and portfolio management. 

 

BANKING SECTOR 
The 2006 survey data indicates that the financial 

sector continued to contribute positively to the growth of 
the Bahamian economy, as evidenced by sustained 
improvements in employment, salaries and capital in-
vestments by banks and trust companies. 

During the year, the total number of banks and trust 
companies licensed to operate from or within The Baha-
mas declined by 2 to 248 compared to the previous year, 
with public bank and trust licensees reduced by 6 to 143, 
while restricted and non-active licenses increased by 4 to 
105. Public institutions included 90 Bahamian incorpo-
rated entities, 31 euro currency branches of foreign banks 
and trust companies, and 22 domestic banks. Of the 

latter, 9 were Authorized Agents and Dealers (commercial 
banks), and 13 Authorized Agents, which primarily pro-
vide trust and wealth management services.  The number 
of entities licensed to operate under the Central Bank’s 
physical presence policy rose by 2 to 215, while the 
remaining 33 licenses functioned under restrictive man-
agement agreements with the approval of the Central 
Bank.  

Preliminary data for the first nine months of 2006 on 
the asset base of international banks and trust companies 
indicated an improvement of $35.6 billion (11.7%) to 
$339.4 billion at end-September 2006.  Total assets of 
the domestic banks expanded by 12.1% to $7.8 billion; 
and profits were up by 27.9% to $300.8 million. Conse-
quently, the sector experienced an improvement in its 
average return on assets ratio, from 3.57% in 2005 to an 
estimated 4.02% in 2006. 

EMPLOYMENT 
Reflecting the continued recovery in the banking 

sector, the total number of persons employed rose for the 
third consecutive year, by 211 (4.74%) to 4,662 in 2006. 
Specifically, the number of Bahamians employed in-
creased by 158 (3.8%) to 4,368 and accounted for 93.7% 
of the total workforce. The number of expatriate employ-
ees rose by 22% (53) to 294, to represent 6.3% of the 
workforce, a turnaround from the 4.0% decrease regis-
tered in 2005. This development reflected expansions in 
banking operations, as the range of services provided to 
clients increased, coupled with continued efforts by the 
sector to comply with the Central Bank’s physical pres-
ence requirements. Moreover, employment growth sup-
ported the industry’s pressing need for high-skilled, 
bilingual employees, for both front and back end office 
functions. 

EXPENDITURE 
Higher operational costs and capital expenditures 

elevated banks’ total spending in 2006 by 10.5% ($44.6 
million) to $470.5 million. This outturn completely re-
versed 2005’s decline of 7.2% ($32.9 million), and was 
significantly above the average outlay of $421.7 million 
over the past five years. 
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Following 2005’s 3.7% contraction, operational ex-
penditures strengthened by 9.0% to $445.0 million, 
although accounting for a slightly reduced 94.6% of total 
outlays. Administrative costs rose by $19.4 million to 
$195.9 million, reversing the $18.4 million decline in 
2005. This was largely explained by generally higher 
wages and employment levels, which boosted salary 
expenses by 8.1% to $228.2 million––outpacing both the 
previous year’s increase of 1.6% and the 2.0% average 
growth for the five years through 2005.  Reflecting a 
return to the upward trend observed over the 2000–2004 
period, the average salary paid to employees rose by 
3.2% to $48,958, in contrast to a 0.9% decline in 2005, 
which followed on a general fall in the number of persons 
employed in the offshore sector.  Expenditures related to 
staff training were marginally increased to $2.8 million, 
and Government fees stabilized at $18.0 million. 

 
Banking Sector Employment
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Capital spending escalated by 45.0% to $25.5 mil-
lion, a rebound from the 49.4% contraction recorded 
during 2005. In particular, investments in land and office 
equipment purchases rose strongly by 61.3%, along with 
a 28.4% expansion in investments related to new prem-

ises, as the number of bank branches rose by 16 (16.8%) 
to 111. In contrast, renovation expenses declined by 
6.6%. 

 

Banks' Local Expenditure
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DOMESTIC VERSUS INTERNATIONAL BANKING 
The disaggregation of banking institutions into do-

mestic and offshore operations allows for the comparison 
of the more labor intensive, retail banking operations of 
the domestic sector with the generally more skill inten-
sive, high value-added services of the international 
banking sector.  

Reflective of efforts by banks to expand their market 
presence and increase the range of services provided, 
employment within domestic banks and trust companies 
rose by 3.9% (133) to 3,557.  Employment growth in the 
offshore sector was comparatively stronger at 7.6% (78 
persons) to 1,105.  Consequently, domestic entities’ 
share of total employment in the banking sector fell 
marginally by 0.6 percentage points to 76.3%. The num-
ber of Bahamians employed in the domestic sector rose 
by 124 persons to 3,499, and expatriate employment, by 
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9 to 58.  As a result, the ratio of Bahamian to non-
Bahamian employees fell from 69:1 in 2005 to 60:1. 

 

Banks' Expenditure Components
(% of Total)
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In the offshore sector, Bahamian employment was 

up by 4.1% to 869 persons, behind the 22.9% hike in 
non-Bahamian employment to 236. However, the ratio of 
Bahamians to non-Bahamians was unchanged at 4:1. 

Total expenditures by domestic banks and trust 
companies recovered strongly by $26.0 million (9.8%) to 
$292.1 million during 2006, compared to an average 
annualized growth of 0.9% for the previous five years and 
a decline of 4.2% in 2005.  Much of the increase was 
concentrated in operational expenses, which grew by 
$22.2 million to $275.9 million, as salary disbursements 
and other administrative costs rose by some $11.0 million 
each to $153.6 million and $111.9 million, respectively.  
Outlays for Government fees at $8.8 million and staff 
training at $1.5 million were on par with the previous 
year’s levels.  Capital investments increased by $3.8 
million to $16.3 million, reflecting outlays for land ($1.5 
million) and office furniture and equipment ($2.6 million); 
however, renovation expenses declined by 7.4% to $2.4 
million.  

On the offshore side, the 11.7% expansion in total 
spending to $178.3 million was broadly-based among the 
major expenditure categories, and represented a reversal 
from the 1.9% decline registered in the five years ending 

2005. Buoyed by growth in salary expenses (8.7%), staff 
training (12.1%) and other administrative (11.2%) costs, 
total operational payments were 9.4% higher at $169.1 
million.  In addition, capital investments almost doubled to 
$9.2 million, based on increased outlays for land, equip-
ment and furnishings and new premises, which negated a 
4.5% decrease in renovation expenses to $1.11 million. 

Employment: Domestic & Int'l Banks (2006)

Bah/Off
20.8%

Non-Bah/Off
5.1%

Non-Bah/Dom
1.2%

Bah/Dom
75.1%

 
In 2006, the spread between offshore and domestic 

average salaries narrowed by an estimated $908 to 
$24,312, as the 3.8% rise in domestic banking average 
salaries to $43,195 outpaced the 1.0% expansion in 
offshore sector salaries to $67,507.  

 

OTHER FINANCIAL SECTOR ACTIVITIES 

INSURANCE SECTOR 
Statistics compiled by the Central Bank and the Reg-

istrar of Insurance Companies indicate that the insurance 
industry continued to perform well during 2006, with the 
total number of insurance companies advancing by 15 to 
205. Among the major categories, companies operating 
locally rose by 14 to 169 and external insurers firmed by 1 
to 36.    

Provisional data from the Central Bank’s survey re-
veal that the sector employed approximately 1,391 per-
sons, a slight 1.8% downturn from the previous year, as 
Bahamian employees (98.3% of the total) contracted by 
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22 to 1,367; while non-Bahamians were lower by 3 at 24.  
Companies’ aggregate expenditure advanced marginally 
by 0.28%, to $116.4 million, reflecting a $3.0 million rise 
in operational outlays to $110.4 million. In contrast, other 
“miscellaneous” capital expenditures and payments for 
renovation expenses softened by $1.08 million and $1.6 
million, to $5.1 million and $0.9 million, respectively. 

CREDIT UNIONS 
Preliminary estimates from the Department of Coop-

erative Development revealed that total assets in the 
sector strengthened by 14.2% to $201.0 million. 

Meanwhile, partial results from the Central Bank’s 
2006 survey, point to a marginal reduction in total expen-
diture by $0.7 million to $6.2 million. This outturn reflected 
a slowdown in fixed asset acquisitions, following substan-
tial capital investments in office equipment and furniture 
in 2005. Consequently, total spending on fixed assets fell 
by nearly 50.2% to $0.6 million. Moreover, despite a 2.0% 
expansion in salary payments to $3.0 million, decreased 
outlays for “miscellaneous” administrative expenses 
resulted in total operational expenditures contracting by 
1.4% to $5.5 million.  

Data on employment showed that the number of 
workers in the industry was virtually unchanged at 106; 
while the increased use of full time resources resulted in 
average salaries firming by 1% to $28,594 per person. 

INVESTMENT FUNDS INDUSTRY 
Based on information compiled by the Securities 

Commission of The Bahamas, the number of active 
mutual funds under management rebounded to 725 in 
2006 from 699 in 2005. Correspondingly, asset valuations 
firmed by US$29.8 billion to US$205.0 billion.  A net 
increase of four (4) investment fund administrators 
brought the total to 63 by end-2006. 

CAPITAL MARKETS DEVELOPMENTS 
Buoyed by the general improvement in economic 

conditions, which strengthened investor confidence, the 
BISX All Share Price Index appreciated by 24.1% to 
1,676.2 points in 2006, following a 30% expansion in 
2005.  A healthy 34.5% to 742.2 points gain was also 
registered in the broader Fidelity Capital Market Index 
(FINDEX)—which captures over-the counter trading—
compared to 28.4% in 2005. The total market capitaliza-

tion of shares traded on BISX rose by 20.9% to $3.2 
billion; however, the volume of shares traded on the 
Exchange declined by 21.9% to 5.3 million, with value 
correspondingly lower by an equivalent percentage to 
$28.7 million. 

In other capital market developments, Kerzner Inter-
national Ltd. (KZL) completed its “going–private” transac-
tion on August 28, 2006. All issued and outstanding 
shares were cancelled and repurchased at a cash price of 
$81.00 per share. Consequently, the Bahamian Dollar 
Receipts (BDRs) of KZL, which commenced trading on 
the Exchange in July 2004 at a ratio of ten BDRs for each 
KZL share, were repurchased at a price of $8.09 per 
share, representing a capital appreciation of 57.4% over 
the initial $5.14 listing price.  Despite the withdrawal of 
KZL from the Exchange, the listing of Consolidated Water 
Company in January 2006 left the number of companies 
registered on BISX at 19. Regarding mutual funds, Fidel-
ity Bank Limited listed its second mutual fund, Fidelity 
Prime Income Fund Ltd, in December of 2006.   

RECENT REGULATORY DEVELOPMENTS 
Aside from an ample pool of skilled labor, other im-

portant features of a successful and competitive financial 
sector are its regulatory framework and product offerings, 
transparency and the level of sophistication. During 2006, 
the Central Bank of The Bahamas, in consultation with 
local financial service providers, continued efforts to 
enhance the regulatory infrastructure under its supervi-
sion and to ensure industry compliance with local and 
international standards.  In this regard, several pieces of 
legislation proposed by the Bank were brought into effect.  
Among these were the Banks & Trust Companies (Large 
Exposures) Regulations 2006, which define large expo-
sures as generally those which are greater than or equal 
to 10% of a licensee’s capital base. These regulations 
prescribe the maximum permissible single exposure and 
the maximum permissible exposures to related parties of 
licensees.  They also limit a licensee’s aggregate large 
exposure, describe the conditions under which large 
exposures may be allowed and include penalties for non-
compliance.  

Public private partnership continues to figure promi-
nently in initiatives to improve the competitiveness of the 
industry. As an example, at the start of 2005 steps were 
taken to lay out the infrastructure for the operation of 
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Private Trust Companies (PTCs). This involved collabora-
tion between the Central Bank and a number of agencies 
including, the Bahamas Financial Services Board (BFSB), 
the Association of International Trust Companies (AIBT) 
and the Society of Trust and Estate Practitioners (STEP).  
As a result, in 2006 amendments were made to the 
Central Bank of The Bahamas Act, 2000 and the Banks 
and Trust Companies Regulation Act, 2000, to facilitate 
the operation of Private Trust Companies (PTCs). These 
companies, which do not conduct business with the 
general public, are normally used to administer the assets 
of high net worth families, and are subject to a more 
moderate supervisory framework than trust companies 
that offer services to the public, including exemption from 
the licensing requirements of the Banks and Trust Com-
panies Regulation Act, 2000.  Though exempt from 
licensing, PTCs are required to have resident Registered 
Representatives, which are also the Central Bank’s 
primary point of contact for supervision of PTCs.  They 
provide the services of secretary, director or other admin-
istrative services to PTCs and are subject to know-your-
customer and record keeping compliance measures 
under the new legislation.    

There was also an evaluation exercise carried out by 
the Caribbean Financial Action Task Force (CFATF), to 
assess the local financial services industry along with its 

regulatory bodies, with the objective of measuring their 
compliance with the Financial Action Task Force’s (FATF) 
40 Recommendations on Money Laundering and nine 
Special Recommendations on the Financing of Terrorism. 
The results of this exercise are expected to be dissemi-
nated in 2007. 

In other regulatory developments, the Bank Supervi-
sion Department of the Central Bank issued five new 
guidelines and two consultative papers during the year. It 
also proposed amendments to the Banks and Trust 
Companies (License Application) Regulations, 2002 and 
responded to thirty-three regulatory requests from foreign 
regulators. 

CONCLUSION 
The review of the financial sector’s activities re-

vealed a trend of continued strengthening, as improve-
ments noted in 2005 were extended into 2006.  The 
outlook for the sector remains optimistic, as institutions 
continue to employ high caliber individuals and strive to 
maintain a competitive advantage over other jurisdictions. 
In this vein, the Central Bank will continue to collaborate 
with domestic and international agencies to fine-tune, 
adopt or develop regulatory mechanisms and initiatives to 
ensure that the sector remains properly regulated.  
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