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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DOMESTIC ECONOMIC DEVELOPMENTS

Preliminary data indicate that the Bahamian econ-
omy maintained its positive momentum during the second
quarter of 2006, benefiting from strengthened tourism
output, construction activity and domestic consumer
demand. Although the pass-through effects of higher
international oil prices resulted in broad-based increases
in domestic costs, inflation remained at relatively modest
levels. The fiscal situation for the first eleven months of
FY2005/06 was appreciably improved as higher tax and
income-related receipts surpassed growth in expenditure,
to occasion a sharp contraction in Government’s deficit.
In the monetary sector, public sector foreign currency
borrowings augmented money supply growth which
outpaced the sustained expansion in domestic credit. In
this context, lower levels of accretion were achieved for
both liquidity and external reserves. However, buoyant
consumer demand conditions supported a narrowing in
the loan-to-deposit spread. In the external sector, the
escalation in fuel costs combined with heightened import
demand resulted in a near doubling of the current ac-
count deficit, while increased investment inflows for
tourism related projects led to a modestly higher surplus
on the capital and financial account.

Net free cash balances of the banking system de-
clined by 2.1% to $184.9 million, representing a smaller
3.9% share of Bahamian dollar deposit liabilities com-
pared to 6.6% in 2005. However, increased holdings of
Government paper elevated the broader surplus liquid
assets by 13.9% to $192.8 million, although representing
a reduced 24.2% over the statutory minimum relative to
42.3% last year. Amid a more competitive credit frame-
work, the weighted average interest rate for loans sof-
tened by 35 basis points to 9.90%, and the comparative
deposit rate was relatively stable at 3.30%. Conse-
quently, the average loan-to-deposit spread narrowed by
34 basis points to 6.60%. Less buoyant liquidity condi-
tions were reflected in the average 90-day Treasury bill
rate gain of 33 basis points to 0.69%, while benchmark
rates—Central Bank's Discount rate and commercial

banks' Prime—were unchanged at 5.25% and 5.50%,
respectively.

Favorable economic conditions alongside proceeds
from public foreign currency borrowings underpinned
accelerated growth in the monetary aggregates of 4.5%
relative to 3.4% last year, for a stock of $5,155.2 million.
Strengthened expansion in narrow money of 6.9% from
3.8% a year ago reflected faster pace growth in demand
deposits (8.2%) and stable currency in circulation follow-
ing last year's 3.3% fall. The expansion in broad money
(M2) was extended to 3.3% from 2.7% in 2005, based on
healthy gains in private individuals’ fixed deposits as
savings deposit growth slowed.

Domestic credit advanced by $243.9 million (4.0%),
broadly in line with last year's $221.6 million (4.1%)
expansion—and was supported by sustained strong
upswings in both residential mortgages (3.9%) and
consumer credit (3.3%), and a firming in personal over-
drafts (12.0%). Meanwhile, net claims on the public
sector strengthened by $71.1 million (7.6%), reflecting
increased liabilities of both Government (3.4%) and public
corporations (15.9%).

On the fiscal front, preliminary estimates for the first
eleven months of FY2005/06 showed the deficit on the
Government's operations contracted by $65.6 million
(45.5%). Increased import demand, associated with the
expanding economy, reinforced growth of 19.5% to
$1,087.6 million, and outpaced the 10.6% hike in expen-
ditures to $1,166.0 million. Following a $75.0 million
bond issue in January, budgetary financing consisted
largely of Government bond issues ($201.6 million)
alongside foreign currency loan drawings ($9.1 million).
With debt repayment at an estimated $62.0 million, the
Direct Charge on Government rose by 1.2% to $2,316.8
million and the National Debt, by 1.2% to $2,823.5 million
at end-June 2006.

Developments in the tourism sector featured a 1.1%
recovery in total visitor arrivals to 1.31 million, from last
year's 7.9% decline. The 4.2% expansion in air arrivals

offset the 0.5% contraction in cruise visitors, as traffic to
both the Grand Bahama and New Providence markets



strengthened by 10.9% and 0.4%, respectively. In con-
trast, visitors to the Family Islands fell by 2.2%. The
latest earnings indicators for the first two months of the
review quarter, point to continuing expansion in room
revenues, reinforced by firming in both room occupancy
and average daily rates. Led by New Providence, aver-
age occupancy rates rose by 1.4 percentage points to
75.3%, and average daily room rates advanced by 8.5%
to $183.81, mainly on account of developments in Grand
Bahama and the Family Islands. As a result, total earn-
ings expanded by an estimated 13.6% to $76.9 million.

Preliminary indications are that construction sector
output continued its upward momentum during the sec-
ond quarter, benefiting from sustained investments in
tourism and residential developments. Mortgage data
from banking institutions, insurance companies and the
Bahamas Mortgage Corporation, which tend to be corre-
lated with construction activity, indicated a 10.1% hike in
total loan disbursements to $123.7 million. Amounts
earmarked for residential projects advanced by 7.1%,
with a more significant 61.3% gain for commercial activi-
ties. In contrast, mortgage commitments fell by 11.1% to
$50.9 million, as the contraction in residential loan ap-
provals countered the improvement in the number of
commercial loan commitments.

During the review quarter, consumer price inflation,
as measured by changes in the average Retail Price
Index, moderated to 1.7% from 2.5% in the comparable
2005 period. The most significant cost increases were
recorded for other goods and services (6.9%) — mostly
owing to price hikes for professional services, and aver-
age food and beverage costs rose by 4.3%. The most
dominant component, housing, recorded a modest 1.9%
gain, whereas average costs for transport and communi-
cation declined by 2.9%, partly reflecting the continuing
volatility in energy costs.

In the external sector, preliminary estimates for the
June 2006 quarter, point to a further widening in the
current account deficit to $362.9 million from $186.6
million over the comparable period of 2005. Rising
international oil prices engendered a 55.6% upsurge in
the value of oil imports which, combined with a modest

2.6% expansion in non-oil imports led to a deteriora-
tion in the merchandise account deficit by 8.1% to $537.6
million. Moreover, the services account surplus con-

tracted by 31.6% to $223.5 million, as accretions to net
travel receipts were offset by higher net outflows for
offshore companies’ local expenses and other “miscella-
neous” outflows related to construction services. Net
foreign income outflows were relatively stable at $66.1
million, as the slowdown in domestic banks’ outflows
negated accretions to remittances by other local compa-
nies. Net current transfer receipts slackened by 9.3% to
$17.4 million, reflecting the decrease in Government
inflows which countered the reduction in private sector
remittances.

The capital and financial account surplus strength-
ened by $9.7 million to $206.4 million during the review
quarter, partially offsetting the widening of the current
account deficit.  This development mainly reflected a
$110.5 million increase in private sector inflows associ-
ated with tourism sector construction projects. In con-
trast, direct investment net inflows softened by $15.5
million to $92.8 million, while domestic institutions in-
vested an estimated $12.5 million in non-resident debt
securities during the quarter.

FiscAL OPERATIONS I

OVERVIEW

Preliminary data for Government's budgetary opera-
tions during the first eleven months of FY2005/06, fea-
tured a $65.6 million (45.5%) improvement in the overall
deficit from the corresponding period last year to $78.4
million. Buoyed by strong consumer demand, which
fuelled tax revenues, total receipts advanced by 19.5% to
$1,087.6 million to outpace the 10.6% hike in expendi-
tures to $1,166.0 million.

REVENUE

Revenue collections for the first 11 months of
FY2005/06 grew by an estimated $177.2 million (19.5%)-
=significantly extending the $42.8 million (4.9%) expan-
sion recorded in the comparable period last year. This
was attributed mainly to the tax component, which ac-
counted for 90.7% of total receipts and advanced by

$146.7 million (17.5%) to $986.9 million. Non-tax re-
ceipts, at 9.0% of total revenue, increased by $37.5
million (62.5%) to $97.5 million. Capital revenue, repre-
senting a much smaller 0.2% of the total, was reduced by



8.0 million to $2.2 million, and a $1.0 million grant was
received by the Government.

Government Revenue By Source
(Jul - May)
FY04/05 FY05/06

B$M %  B$M %
Property Tax 52.3 5.7 51.6 4.7
Selective Services Tax 42.7 4.7 32.9 3.0
Busines. & Prof Lic. Fees 55.7 6.1 59.6 55
Motor Vehicle Tax 15.2 17 16.8 15
Departure Tax 58.1 6.4 63.2 5.8
Import Duties 3600 395 4203 386
Stamp Tax from Imports 97.7 107 1146 105
Export Tax 11.5 13 13.2 12
Stamp Tax from Exports - - - -
Other Stamp Tax 1171 129 1435 132
Other Tax Revenue 445 49 75.5 6.9
Fines, Forfeits, etc. 477 5.2 70.1 6.4
Sales of Govt. Property 1.7 0.2 1.7 0.2
Income 10.6 1.2 25.7 2.4
Other Non-Tax Rev. - - -
Capital Revenue 10.2 11 2.2 0.2
Grants - - 1.0 0.1
Less: Refunds 14.6 1.6 4.2 0.4
Total 9104 100.0 1087.6 100.0

Consistent with the favorable economic momentum,
gains in tax revenue were led by a $78.8 million (16.8%)
hike in international trade-related taxes to $548.1 million.
Import and stamp-related taxes accounted for a com-
bined double digit improvement of nearly 17% to $534.9
million, and an increased level of realty transactions
supported a $26.4 million (22.5%) boost in other stamp
taxes to $143.5 million. Partly reflecting gains in stopover
visitor arrivals, departure taxes grew by $5.2 million
(8.9%) to $63.2 million, and hotel occupancy taxes ad-
vanced by $2.7 million (13.9%) to $22.3 million. Receipts
from business and professional license fees were higher
by $3.9 million (7.1%) at $59.6 million and motor vehicle
taxes, by $1.6 million (10.6%) at $16.8 million. In con-
trast, property taxes declined by $0.8 million (1.5%) to
$51.6 million, and gaming taxes, which were boosted by

arrears payments last year, levelled off by $12.6 million
(54.2%) to $10.6 million.

With regards to non-tax receipts, income from public
enterprises and other sources more than doubled to
$25.7 million, reflecting in part property income from
leases. Fines, forfeits and administrative fees registered
healthy growth of $22.5 million (47.1%) to $70.1 million,
mainly on account of increased immigration fees. Mean-
while, proceeds from sale of Government property de-
clined marginally, by $0.1 million (3.4%) to $1.7 million.

EXPENDITURE

Recurrent spending grew by $86.5 million (9.3%) to
$1,020.5 million during the first 11 months of FY2005/06
vis-a-vis an expansion of $59.3 million (6.8%) a year
earlier. Capital expenditures were markedly higher by
$42.9 million (74.4%) at $100.6 million, while net lending
to public corporations decreased by $17.8 million (28.4%)
to $44.8 million. On a proportional basis, recurrent ex-
penditures accounted for an estimated 87.5% of total
spending; capital outlays, 8.6%; and net lending to public
corporations, the remaining 3.9%.

An analysis of current spending by economic classi-
fication revealed that Government consumption ex-
panded by $52.7 million (9.0%) to $638.7 million—
inclusive of gains in outlays for both goods and services
(12.9%) and personal emoluments (7.3%). Transfer
payments advanced by $33.8 million (9.7%) to $381.9
million, led by a $31.8 million (13.5%) increase in subsi-
dies and other transfers. Contractual interest payments
expanded by 1.7% to $113.6 million.

From a functional perspective, expenditures on gen-
eral public services, which accounted for the largest
share of recurrent spending, rose by $25.1 million (9.3%)
to $293.8 million. Outlays on economic services in-
creased by 25.0% to $151.6 million; housing, by 20.8% to
$5.8 million; health, by 8.4% to $170.6 million; education,
by 5.9% to $187.0 million; social benefits and services, by
4.9% to $60.1 million and defense, by 0.2% to $29.1
million.

The strong growth in capital outlays was mainly as-
sociated with ongoing public works and water supply
projects, which more than doubled in value to $37.9
million.  Expenditures on housing also rose by $1.4
million to $2.3 million; economic services, by 91.7% to



$45.0 million; general public services, by 72.0% to $18.0
million; education, by 56.3% to $21.0 million; health, by
53.5% to $11.8 million; and defense, by 50.4% to $2.4
million.

Fiscal Operations
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FINANCING AND NATIONAL DEBT

Budgetary financing for the first eleven months of the
FY2005/06 was largely in the form of increased issuance
of bonds ($201.6 million), with $3.4 million in internal
foreign currency advances and $5.7 million in external
loans. Debt amortization provided an offset of $62.0
million, the bulk of which was in Bahamian dollars.

The Direct Charge on Government grew by $26.4
million (1.2%) over the review quarter to $2,316.8 million.
Bahamian dollar debt constituted 87.5% of the total, with
the majority held by public corporations (34.4%), followed
by other institutions (32.3%), commercial banks (26.3%),
the Central Bank (6.8%), and other local financial institu-
tions (0.2%). Long-term securities maintained the largest
share of Bahamian dollar debt (87.0%), with an average
maturity of 11 years, followed by Treasury bills (9.5%)

and advances from the Central Bank and commercial
banks (3.5%). Incorporating a $7.5 million (1.5%) in-
crease in contingent liabilities to $506.7 million, the
National Debt rose by $33.9 million (1.2%) to $2,823.5
million at end-June. This compared with last year's $91.6
million (3.6%) increase to $2,641.9 million.

PUBLIC SECTOR FOREIGN CURRENCY DEBT

Public sector foreign currency debt grew by $22.8
million (4.0%) to $593.6 million during the June quarter.
Developments were led by the $21.8 million net borrow-
ing by the public corporations, bringing their outstanding
debt obligations to $305.0 million or 51.4% of the total.
Government’s component rose by less than 1% to $288.7
million, to account for 48.6% of the total foreign currency
debt stock.

By creditor profile, the largest share of foreign cur-
rency debt was held by commercial banks (44.1%),
followed by private capital markets (37.9%), multilateral
institutions (17.9%), and others (0.1%). The majority of
the debt was denominated in United States dollars, and
the average term to maturity was approximately 12.6
years.

Total debt service (amortization and interest pay-
ments) for the quarter was 39.8% higher at $22.3 million,
and constituted an estimated 2.6% of exports of goods
and non-factor services.

2005/2006 BUDGET HIGHLIGHTS

The FY2006/07 Budget, which was presented to
Parliament on May 31st, 2006, and approved in June
2006, envisaged a continuation of the positive economic
growth momentum underway which, alongside further
enhancements to revenue administration, would contrib-
ute to an improved revenue performance. In this context,
the budget targeted progressive reduction in the GFS
deficit to Gross Domestic Product ratio, to under 2.0%
from an estimated 2.8% in the previous fiscal year, and
reaffirmed Government's medium-term commitment to
reduce the debt-to-GDP ratio from the current 38.0% to
30.0%.

The budget deficit for FY2006/07, at $125.4 million,
was some $52.0 million (29.3%) below that for
FY2005/06, with the anticipated $206.2 million (18.2%)
increase in revenue collection to $1,339.0 million ex-



pected to eclipse the $154.2 million (11.8%) expansion in
planned outlays to $1,464.3 million. On the expenditure
side, increased allocations were announced for the
Police, Defence Force, Immigration, Customs Depart-
ment, the judicial system and for social services which
encompass education, training, disaster relief, housing
and health. The Urban Renewal Program was also
highlighted as an area of expenditure priority for the
Government in FY2006/07.

The budget did not provide for any new tax meas-
ures, instead relying on the additional tax buoyancy
provided by an expanding economy, and on an enhanced
revenue compliance framework to be overseen by the
operations of the Revenue Compliance Unit of the Minis-
try of Finance. Taxes on international trade and transac-
tions are expected to grow by $98.2 million (15.6%) to
$725.7 million, led by a $95.6 million (15.7%) increase in
import-related receipts. Stamp taxes on financial and
other transactions and business and professional license
fees are also budgeted to increase by 42.4% to $140.9
million and 11.3% to $78.7 million, respectively. Further,
tourism taxes are projected to grow by 12.7% to $54.1
million; property taxes, by 9.5% to $70.7 million and
motor vehicle taxes, by 3.9% to $23.7 million.

Projected growth in non-tax revenue of $31.7 million
(30.5%) to $136.0 million is largely based on an esti-
mated $21.3 million (68.9%) boost in income from public
enterprises and other sources. A notable increase of
13.6% is also budgeted to be derived from fines, forfeits
and administrative charges.

On the expenditure side, recurrent allocations rose
by $123.9 million (10.8%) to $1,269.6 million; capital
outlays, by $29.5 million (22.2%) to $162.4 million; and
net lending to public corporations, by $0.9 million (2.9%)
to $32.4 million. By economic classification, the budget
provided for a 9.5% increase in personal emoluments to
$553.7 million and a 13.0% hike in purchases of goods
and services to $275.4 million. Transfer payments were
projected to rise by $44.1 million (11.1%) to $440.5
million, comprising increments in both interest payments
(5.9%) and subsidies and other transfer payments
(13.8%).

Based on the functional breakdown of recurrent ex-
penditures, the allotment for general public services
expanded by 15.3% to $407.6 million, representing

27.8% of total expenditure. Higher allocations were also
budgeted for other community and social services, by
44.4% to $11.1 million; defense, by 18.9% to $40.7
million; health, by 11.3% to $205.5 million; education, by
9.7% to $234.3 million; economic services, by 6.6% to
$153.6 million; and social benefits and services, by 5.6%
to $71.5 million. In contrast, allocations for housing are
expected to be reduced by almost a quarter to $3.9
million.

On the capital side, allocations for public works and
water supply were increased by 14.2% to $63.6 million;
for education, by 24.3% to $24.3 million; general public
services, by 27.8% to $28.9 million; and for defense, by
51.1% to $7.5 million.

REAL SECTOR I

TOURISM

Indications are that tourism output strengthened dur-
ing the second quarter, supported by higher earnings in
the hotel sector as the stopover segment of the market
continued to be buoyed by growth in the US economy.
However, persistent weakness in the demand for cruises
resulted in lower levels of cruise tourists.

Total visitor arrivals advanced by 1.1% to 1.31 mil-
lion, a turnaround from the 7.9% decline experienced in
the corresponding quarter of 2005. Air visitors, which
accounted for 34.4% of total arrivals, rebounded by 4.2%
to 0.45 million from the 0.8% decline last year. Repre-
senting 65.6% of total visitors, sea arrivals registered a
more moderate 0.5% reduction to 0.86 million, relative to
11.1% in 2005.

Data by first port of entry revealed a modest 0.4%
increase in visitors to New Providence, following a
stronger 6.9% cruise-led contraction in 2005, as air traffic
firmed by 3.4%. Weakness in sea visitors (4.8%) over-
shadowed the rise in air arrivals (8.5%), leading to con-
tinued softening in Family Island arrivals by 2.2%. For
Grand Bahama, the visitor count strengthened markedly
by 10.9%, following a 20.0% contraction last year—
benefiting from resumed growth in both air (2.6%) and
sea (15.0%) segments.
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Based on preliminary indicators, tourism output was
sustained by growth in room revenues—on account of
higher occupancy and average daily room rates. For the
first two months of the quarter, total room revenue in-
creased by 13.6%, as the number of available room
nights expanded by 2.7%, and occupancy rates improved
to 75.3% from 73.9% last year. Moreover, average daily
room rates were 8.5% higher at $183.81. In New Provi-
dence, available room nights remained unchanged, while
occupied room nights and occupancy rates both rose by
5.4% and 4.3%, respectively. The average daily room
rate also advanced by 6.0%, resulting in a comparative
11.7% improvement in room revenues to $61.8 million. A
similar pattern was observed for the Family Islands,
where occupancy rates firmed to 49.8% from 47.4%, and
appreciated average daily room rates supported a healthy
15.4% gain in room revenues. In Grand Bahama, the
14.3% rise in available room nights outstripped demand,
to occasion a 10% contraction in occupancy rates to
59.3%. Notwithstanding, the 21.7% increase in the
average daily room rate to $140.09 facilitated a 25.2%

upturn in room revenues to $10.6 million for the first two
months of the quarter.

CONSTRUCTION

Construction activity continued at a brisk pace during
the quarter, supported by ongoing investments in both
residential and tourism-related commercial projects. As
an indicator of residential construction activity, mortgage
data reported by banking institutions, insurance compa-
nies and the Bahamas Mortgage Corporation, showed a
10.1% rise in loan disbursements to $123.7 million over
the second quarter last year. Specifically, residential loan
disbursements increased by 7.1% to $113.7 million, while
the commercial component expanded by 61.3% to $10.0
million.

Mortgage Comittments:
New Construction and Repairs
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Mortgage commitments for new construction and
building repairs fell 11.1% in number to 418, valued at
$50.9 million for the June quarter. In particular, residen-
tial loan commitments were 13.5% lower at 397, with a
corresponding value of $49.7 million. Commercial mort-
gage loans gained in number by 90.9% to 21, valued at
$1.2 million.

The total value of mortgages outstanding rose by
15.9% to $2,313.8 million during the second quarter, with



similar gains registered for both residential and commer-
cial components at respective shares of 90.8% and 9.2%.
In terms of lender profile, the largest proportion was
accounted for by domestic banks (87.9%), followed by
insurance companies (8.1%) and the Bahamas Mortgage
Corporation (4.0%). Interest rate data indicated that the
average cost of commercial mortgages softened by 6
basis points to 8.8%, whereas the average residential
mortgage rate was relatively stable at 8.3% vis-a-vis the
corresponding quarter of 2005.

PRICES

Consumer price inflation during the quarter, as
measured by the average Retail Price Index, softened to
1.7% from 2.5% in the corresponding quarter of 2005.
Cost increases were noted for other goods & services
(6.9%), partly attributed to higher legal and other service

Average Retail Price Index
(Annual % Changes)

June
2005 2006
ltems Weight  Index %  Index %
Food & Beverages 138.3 1185 3.0 1233 41
Clothing & Footwear 58.9 1065 -12 1062 -0.3
Housing 328.2 105.3 14 1074 2.0
Furn. & Household 88.7 1195 05 1220 2.1
Med. Care & Health 44.1 134.7 47  136.6 14
Trans. & Comm. 148.4 110.1 29  109.0 -1.0
Rec., Enter. & Svcs. 48.7 123.7 0.1 121.4 -1.8
Education 53.1 168.6 27 1701 0.9
Other Goods & Svcs. 91.6 123.1 06 1277 3.8
ALL ITEMS 1000 116.3 17 1182 16

costs; food & beverages (4.3%); furniture & household
operations (2.3%); housing—the most heavily weighted
category (1.9%); medical care & health (1.7%), and
clothing & footwear (1.3%). In contrast, price gains were
tempered by reduced costs for transport & communica-
tion (2.9%), education (1.0%) and recreation & entertain-
ment services (0.9%).

Annual data to June, which captured longer term
trends in fuel prices, indicated a decrease in average
inflation to 1.6% from 1.7% in 2005. Accelerations in
costs were noted for food & beverages (4.1%); other
goods & services (3.8%); housing (2.0%); furniture &
household operations (2.1%); medical care & health
(1.4%), and education (0.9%). Conversely, cost declines
were registered for recreation and entertainment services
(1.8%), transport & communication (1.0%) and clothing &
footwear (0.3%)

Oil market developments highlighted amplified aver-
age fuel prices for New Providence during the quarter. At
end-June, average gasoline and diesel prices had posted
quarterly gains of 10.0% and 6.38%, to $4.25 per gallon
and $3.34 per gallon, respectively. On a June point-to-
point basis, gasoline prices expanded by 26.7% and
diesel costs, by 25.6%. Oil price pressures also influ-
enced developments in the electricity generation market,
as The Bahamas Electricity Corporation (BEC) increased
fuel surcharges over the three-month period, by an
estimated 55.9% to 10.40¢.

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Monetary developments featured a sustained ex-
pansion in Bahamian dollar private sector credit and an
increase in public sector foreign currency borrowings.
The latter contributed to faster growth in the money
supply aggregates. However, the strong pace of domes-
tic demand resulted in a slowing in external reserves and
liquidity levels.

Despite higher operating costs, first quarter’s esti-
mates indicate ongoing gains in banks’ profitability ratios,
linked to increased net interest income. Asset quality
indicators improved for the second consecutive quarter in
the three-months ending June, as the proportion of loan
arrears in banks’ portfolios decreased.

LiQuipITy

During the second quarter, net free cash reserves of
the banking system contracted by $4.1 million (2.1%) to
$184.9 million, in contrast to a $59.8 million (25.8%)
expansion in the comparable period last year. As a
consequence, the ratio of net free cash reserves to total



Bahamian dollar deposits was reduced to 3.9% from
6.6% in 2005. However, the broader surplus liquid assets
rose by 13.9% to $192.8 million, which exceeded the
statutory minimum by 24.2% vis-a-vis a more robust
42.3% for June 2005.

Liquidity
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DEPOSITS AND MONEY

The overall money supply (M3) expanded by 4.5% to
$5,155.2 million, compared with a 3.4% advance in the
comparative year-earlier period. A buildup in public
corporations’ demand balances underpinned acceleration
in narrow money (M1) growth, to 6.9% from 3.8%,
whereas currency in active circulation was relatively
unchanged compared to a 3.3% contraction in 2005.

Broad money (M2) growth advanced to 3.3% from
2.7% in 2005, facilitated by gains in private individuals’
fixed deposits, as the rate of increase in savings deposits
was more than halved to 2.2%. Bolstered by public
sector loan proceeds, residents’ foreign currency deposits
surged by 51.3%, surpassing last year's rise of 28.6%.
On a proportional basis, Bahamian dollar fixed deposits
represented the largest component (52.1%) of the money
stock, followed by demand (22.4%) and savings (18.1%)
deposits. Smaller shares were accounted for by currency

in active circulation (3.8%) and residents’ foreign cur-
rency deposits (3.6%).

DoMESTIC CREDIT

Robust consumer demand, combined with a favour-
able credit environment, facilitated domestic credit growth
of $243.9 million (4.0%) in the second quarter of 2006
compared with $221.6 million (4.1%) in 2005. The ex-
pansion was concentrated in Bahamian dollar claims, and
advanced to $208.2 million (3.9%) from $115.2 million
(2.4%) a year ago. In contrast, accretions to foreign
currency credit tapered to $35.6 million (5.0%) from
$106.3 million (17.8%) in the previous period, when
banks financed the acquisition of properties associated
with a major tourism investment.
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The banking system’s net claims on the public sector
grew by $71.1 million (7.6%), reversing 2005’s decline of
2.8%. In a turnaround from last year's 2.3% reduction,
public corporations’ liabilities rose by 15.9%. Meanwhile,
banks’ higher holdings of Government securities elevated
net claims on Government by 3.4%, in contrast to last
year's 3.0% contraction.

As foreign currency credit levelled off, private sector
credit expansion moderated to $172.8 million (3.4%) from
$248.8 million (5.7%) in 2005. Dominated by Bahamian
dollar credit (3.7%), lending was concentrated in personal



loans (71.5%), which had moderated growth of $129.8
million (3.6%). The outturn reflected extended gains in
consumer credit of $55.8 million (3.3%), and residential
mortgages of $70.4 million (3.9%). Personal overdraft
balances also recorded a $7.3 million (12.0%) accretion.

Distribution of Bank Credit By Sector
End-June
2005 2006

B$M % B$M %
Agriculture 10.0 0.2 10.4 0.2
Fisheries 13.6 0.3 14.7 0.3
Mining & Quarry 17.4 0.3 14.2 0.3
Manufacturing 54.5 11 49.8 0.9
Distribution 202.1 4.1 1855 33
Tourism 268.1 54 2355 4.2
Enter. & Catering 61.2 1.2 61.2 11
Transport 26.0 0.5 21.0 0.4
Public Corps. 302.0 6.1 322.2 5.7
Construction 290.7 5.8 398.3 7.0
Government 80.5 1.6 75.7 13
Private Financial 20.8 04 21.7 0.4
Prof. & Other Ser. 120.8 24 157.3 2.8
Personal 3,239.1 65.0 3,760.7 66.5
Miscellaneous 275.5 5.5 330.0 5.8
TOTAL 4,982.3 100.0 5,658.2 100.0

Trends among the other private loan categories
were mixed, with reduced claims registered for fisheries
(4.6%), mining & quarrying (0.5%), tourism (0.4%),
distribution (0.3%), entertainment & catering (3.8%), and
professional & other services (1.4%). In contrast, credit
advanced for manufacturing (9.2%), private financial
institutions (4.2%), miscellaneous and transport (3.5%)
each.

Increases were evident across all categories of con-
sumer credit, led by more significant gains in loans for
miscellaneous purposes ($12.3 million), debt consolida-
tion ($10.3 million), credit cards ($9.8 million), land pur-
chases ($8.4 million), and private cars ($5.9 million).
Smaller net increases were registered for home im-
provements ($4.2 million), travel ($2.7 million) and medi-
cal purposes ($1.3 million).

THE CENTRAL BANK

During the review quarter, the Central Bank’s net
claims on Government registered reduced growth of
$18.7 million (16.8%) to $129.9 million, reflecting a com-
bination of increased holdings of bonds and lower deposit
liabilities for the Government. Amid heightened domestic
demand, growth in external reserves slackened to $6.4
million (1.0%) from $42.5 million (5.9%) last year, which
was partly boosted by proceeds from the sale of proper-
ties related to a major tourism development project.
Consequently, at end-June, external reserves stood lower
at $644.2 million, compared to $761.1 million in 2005.

An analysis of foreign currency transactions underly-
ing movements in external reserves showed a reduction
in the Central Bank's net foreign currency purchase to
$7.4 million from $32.1 million a year earlier. The Bank's
net intake from commercial banks narrowed to $59.5
million from $62.0 million, while higher oil payments
influenced a near doubling in the public sector's net
outflow to $52.1 million.

External Reserves
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At end-June, external assets approximated a lessened
17.7 weeks of non-oil merchandise imports, as compared
to 23 weeks in the corresponding period last year. When



adjusted for the statutory required 50% of the Bank's
Bahamian dollar liabilities, which has to be supported by
external assets, useable reserves stood $15.9 million
lower at $299.8 million.

Domestic Banks

For the second quarter, growth in domestic banks’
deposit liabilities to the private sector of $144.0 million
(3.3%) was relatively on par with the $145.3 million
(3.6%) expansion recorded in 2005, but below the $172.8
million (3.4%) advance in credit to the private sector.
Banks’ net claims on the public corporations also ex-
panded by $2.7 million (23.7%), and claims on the Cen-
tral Bank were incremented by $1.9 million. Additional
funding for the excess credit growth over deposits was
provided by a $20.8 million (1.6%) increase in bank’s
capital and surplus, associated with higher profits, which
also permitted a reduction in their net foreign liabilities by
$3.5 million (0.5%).

Of the $4,985.2 million in deposit liabilities, the ma-
jority (96.3%) was in Bahamian dollars. Of the latter, the
largest share was held by private individuals (57.3%),
followed by business firms (26.2%), the public sector
(9.4%), other depositors (3.9%) and private financial
institutions (3.2%). By contractual type, most predomi-
nant was fixed (56.9%), followed by demand (23.7%) and
savings (19.4%) balances.

An analysis of Bahamian dollar deposits by range of
value and number of accounts, indicated that accounts
which held balances of $10,000 or less made up 90.0%
of the contracts but held a mere 8.3% of the total value.
Accounts with balances between $10,000 and $50,000
represented 6.9% of total contracts and 13.5% of aggre-
gate value. However, individual balances exceeding
$50,000 comprised 3.1% of accounts and constituted
78.2% of total deposits.

The Central Bank’s most recent survey revealed that
the asset quality improvements noted during the first
quarter were preserved in the second quarter, with banks
maintaining their Bahamian dollar loan loss provisions at
2.3% of the total private sector portfolio at end-June
2006.
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Nevertheless, banks adopted a more conservative
position against credit risks, raising total non-performing
loan provisions to 57.7%, compared to 51.8% in the first
quarter of 2006 and 47.0% at end-June 2005. The
improving economic situation was highlighted by a nar-
rowing in total non-performing balances, represented by
accounts with past due payments of at least three (3)
months on which banks stopped accruing interest, to
4.0% of outstanding claims from 4.3% at the end of the
March quarter and 4.6% at end-June 2005. Similarly, the
total arrears rate, including balances affected by at least
one month’'s past due payment, moderated to 7.0% of
outstanding claims on the private sector compared to
7.7% at end-March 2006 and 8.0% for end-June 2005.
Compared to the previous quarter, the arrears rate on
consumer loans narrowed to 7.4% from 7.7%, but was
slightly higher than the 7.3% recorded a year earlier. For
residential mortgages, the arrears rate improved to 7.5%
from 7.8% in the first three months and from 8.9% in the
same quarter last year. Commercial loans delinquency
rates also receded to 6.1% from 8.4% at end-March and
8.2% a year earlier.



BANK PROFITABILITY

Buoyed by the increased level of economic activity,
domestic banks’ earnings indicators showed robust
growth during the first three months of the year. An
appreciably expanded loan base combined with gains in
commission and foreign exchange income underpinned a
27.6% hike in the gross earnings margin to $105.1 mil-
lion. These gains were sufficient to offset the 23.4% rise
in operating costs, with the net earnings margin higher by
32.3%. In addition, growth in other “miscellaneous”
income exceeded the increase in provisions for bad debt
expenses and depreciation costs, for a $18.6 million
(37.2%) rise in net income to $68.5 million.

Domestic Banks' Profitability
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Reflecting these trends, profitability ratios relative to
average domestic assets strengthened. The net interest
margin ratio widened by 89 basis points to 5.62%, ac-
companied by a 5 basis points increase in the ratio of
commission and foreign exchange income to 0.41% of
average assets. The ratio of operating costs in proportion
to average domestic assets also firmed, by 40 basis
points to 3.11%. Consequently, the improvement in the
overall profitability ratio (return on assets) widened to
3.93% from 3.08% in the corresponding 2005 period.
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INTEREST RATES

During the quarter, domestic banks’ average interest
rate spread on loans and deposits narrowed by 34 basis
points to 6.60%, as the weighted average loan rate
softened by 35 basis points to 9.90%, amid a more
competitive lending environment, while the corresponding
deposit rate declined by 1 basis point to 3.30%.

With regards to savings, the average interest rate on
fixed maturities fluctuated within a slightly lower band

Banking Sector Interest Rates
Period Average (%)
Qtr. I Qtr. | Qtr. I
2005 2006 2006
Deposit rates
Demand Deposits 2.10 2.24 2.32
Savings Deposits 2.26 2.19 2.13
Fixed Deposits
Up to 3 months 3.06 3.15 313
Up to 6 months 3.19 3.44 3.60
Up to 12 months 3.25 3.85 3.88
Over 12 months 347 413 4.10
Weighted Avg Deposit Rate 3.09 331 3.30
Lending rates
Residential mortgages 8.02 7.94 7.82
Commercial mortgages 8.13 8.12 8.42
Consumer loans 11.81 12.01 11.97
Overdrafts 11.14 11.18 10.38
Weighted Avg Loan Rate 10.03 10.25 9.90

of 3.13% - 4.10% compared to 3.15% - 4.13% in the
previous quarter. The average rate offered on demand
deposits firmed by 8 basis points to 2.32%; however, the
average savings rate fell by 6 basis points to 2.13%.

Average loan rates were broadly lower, narrowing
for consumer and other local loans, by 4 and 2 basis
points to 11.97% and 7.64%, respectively. The average
rate decreased by 80 basis points to 10.38% for over-
drafts; softened by 12 basis points to 7.82% for residen-
tial lending, but widened by 30 basis points to 8.42% for
commercial mortgages. In other interest rate develop-
ments, the average 90-day Treasury bill rate tightened by



33 basis points to 0.69%, while the two key benchmark
rates, the Central Bank’s Discount Rate and commercial
banks' Prime Rate were unchanged, at 5.25% and
5.50%, respectively.

CAPITAL MARKETS DEVELOPMENTS

During the second quarter, there were no new list-
ings on the Bahamas International Securities Exchange
(BISX); however, positive economic fundamentals and
investor confidence translated into appreciated average
equity prices on domestic capital markets and increased
trading activity. The BISX All Share Price Index firmed by
10.4% to 1,519.1 points in the second quarter, extending
the first quarter's 1.8% gain. The first six months in-
crease of 12.5% was slightly below the comparative
13.0% for 2005. However, over the same period, trading
volume advanced to 4.80 million shares from 1.37 million
shares, and the value of shares traded was considerably
higher at $14.9 million relative to $5.0 million in 2005.

Fidelity Capital Market Limited’s broader Findex
weighted share price index, which includes equities
traded over-the-counter, appreciated by 12.3% to 668.41
points during the second quarter compared to an in-
crease of 7.2% in the same period last year. On a year-
to-date basis, the Findex advanced by 21.1% compared
to 15.4% a year earlier.

INTERNATIONAL TRADE AND PAYMENTS

Provisional estimates for the second quarter of 2006
indicated a widening in the current account deficit to
$342.3 million from $186.6 million over the same period
last year. Influencing this outcome was an expansion in
the merchandise trade deficit which resulted from higher
oil prices and accelerated domestic credit growth. There
was also a narrowing in the services account surplus,
partly due to a significant increase in other services
outflows, which countered the expansion in net travel
receipts. Additionally, investment income outflows in-
creased marginally, while net current transfers’ receipts
contracted.

The merchandise trade deficit widened by 8.1%
($40.4 million) to an estimated $537.6 million. Merchan-

dise exports increased by 30.9% to $164.8 million, and
imports rose by 12.7% to $702.4 million, reflecting growth
in both oil and non-oil components by 55.6% and 2.6%,
respectively. On an average price basis, the price per
barrel cost of propane gas advanced by 36.6% to $57.47;
motor gas, by 43.4% to $101.01; aviation-gas, by 6.6% to
$134.25; jet fuel, by 27.9% to $91.42 and gas oil, by
32.1% to $88.65. However, the cost for bunker “C” fuel
remained relatively unchanged at $29.34.

The estimated surplus on the services account nar-
rowed vis-a-vis the corresponding quarter of 2005, by
31.6% to $244.1 million. Net travel receipts rose by $6.9
million (1.3%) to $531.8 million, and net inflows for off-
shore companies’ local expenses by 29.6% to $30.9
million. Net outflows for transportation services were
reduced by 9.9% to $79.6 million, and net payments for
Government services were lower by more than half to
$6.8 million. Conversely, net outflows associated with
other services increased to $142.1 million from $48.8
million, partly due to increases in management and other
business services fees. Insurance services outflows
expanded by 57.2% to $33.8 million, and royalty and
license fees grew by 24.3% to $4.6 million. Further,
construction services net payments expanded more than
fivefold to $51.7 million, reflecting higher payments to
non-resident companies for tourism projects.

Balance of Payments
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Under the income account, net factor remittances
registered a modest increase to $66.1 million, with net
repatriation of investment income relatively stable at
$47.0 million, as the decrease in domestic banks outflows
by $12.7 million offset growth in profit and dividend
remittances by other local companies. Additionally,
labour remittances were higher at $19.2 million, while
official transactions net outflows were relatively stable at
$1.3 million.

Net current transfer receipts fell by $1.8 million
(9.3%) to $17.4 million, with general Government net
inflows decreasing by $2.9 million (13.5%) to $18.4
million. This countered the contraction in private sector
net outflows by $1.1 million to $1.0 million, associated
with lower outward workers remittances.

During the second quarter, the capital and financial
account continued to be influenced by higher net invest-
ment inflows, with the surplus widening to $181.4 million
from $172.7 million in 2005. Increased net remittances
associated with migrants’ transfers resulted in a 4.2% rise
in capital transfers to $14.2 million. Meanwhile, the
financial account posted a 5.0% upturn in net inflows to
$195.5 million, associated with a significant expansion in
net inflows under “other investments” to $115.2 million
from $78.0 million. Underlying this development was a
strong upswing in net private sector inflows, to $122.1
million from $11.6 million, as investments in the tourism
sector broadened.

In contrast, short-term capital transactions through
the domestic banking system were reversed, to a net
outflow of $3.5 million from a net inflow of $68.5 million in
the previous year, associated with the financing of the
Cable Beach Redevelopment project. Further, the public
sector recorded a 54.5% increase in net repayments to
$3.4 million. Net direct investments receded to $92.8
million from $108.3 million last year, as direct equity
inflows fell by 6.0% to $68.8 million and real estate trans-
actions decreased by 31.6% to $24.0 million. Further,
domestic institutions invested approximately $12.5 million
in non-resident debt issues during the review period

Consequent on these developments and, after ad-
justing for possible errors and omissions, the overall
balance—measured by changes in external reserves—
recorded a lower surplus of $6.4 million vis-a-vis $42.5
million a year-earlier.
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INTERNATIONAL ECONOMIC DEVELOPMENTS

Despite rising fuel and energy costs, major econo-
mies achieved relatively healthy growth rates during the
second quarter of 2006, reinforcing the positive outlook
for the global economy. The US and Japan experienced
a slowdown in the rate of economic expansion in the
second quarter compared to the first quarter, contrasting
with a strengthened outturn in the euro area as the influx
of over one million tourists into Germany for the FIFA
World Cup boosted that country’s performance. Amid
concerns over inflation, two of the major central banks,
the Federal Reserve and the European Central Bank,
tightened their monetary policy stance. Notwithstanding,
labour market conditions were generally improved, but
the hike in oil prices eroded the current account balances
in several economies. Global commodity markets were
very volatile as investors’ concerns about the rise in
interest rates, inflation and slowing economic growth
triggered a sharp contraction in major equity indices.

In the US, softened consumer spending combined
with a downturn in business investment and lower export
growth, precipitated a slowdown in second quarter real
GDP growth to 2.9% from 5.6% in the previous quarter.
Buoyed by continued firming in services sector output,
which makes up two-thirds of the economy, economic
activity in the United Kingdom rose by an annualized
2.6%, relative to 2.3% in the March quarter. China’s
meteoric rise in the past 10 years has made it the world’s
fourth largest economy, and in the second quarter real
GDP growth accelerated to 11.3% on a year-on-year
basis, from 10.3% in the first quarter. Driven by invest-
ment and net export growth, the euro-area economic
expansion improved to an annualized 2.6%, from 2.1% in
the March quarter. Germany's output firmed to 2.4%
from 1.7%, and for France, to an estimated 2.6%, from
1.4% last quarter. With strengthening housing starts and
industrial production trends, the Japanese economy
continued to show signs of recovery; real GDP rose by
2.5% on a year-on-year basis from 3.6% in the first three
months of the year.

Employment in the major industrial countries im-
proved during the second quarter, as economic condi-
tions remained buoyant. The unemployment rate stead-
ied at 4.7% in the US, and moderated slightly to 7.9% for
the Euro area, with Germany's rate registering a more



significant reduction, to 10.9% from 11.3%. The jobless
rate for Japan also eased to 4.2%, China’'s was un-
changed at 4.2%, while in the United Kingdom, the rate
deteriorated to 5.5% from 5.2%.

Consumer prices rose in the major economies dur-
ing the review quarter, as continued firming in interna-
tional oil prices exerted additional pressure on domestic
costs. The US seasonally adjusted annual inflation rate
increased to 5.1% from 4.3%, driven by a surge in energy
prices and rising food costs. Similarly, the ongoing
effects of higher fuel prices resulted in the United King-
dom’s core inflation rate accelerating to 2.3% from 1.9%
in the previous quarter. Annualized inflation in the euro
area advanced to 2.5%, with average prices in both
Germany and France rising by 2.0% and 2.2%, respec-
tively. Consumer prices in Japan also trended upwards,
following a rise of 0.5% in the first quarter, and the infla-
tion rate in China increased to 1.5%, propelled by higher
prices for raw materials.

Despite the recent spate of interest rate hikes, the
continued deterioration in the US current account deficit
combined with the slowdown in economic growth, re-
sulted in the dollar depreciating against most of the major
currencies during the second quarter. The dollar fell by
6.2% against the Swiss franc to CHF1.22. It also weak-
ened against other European currencies, contracting by
6.0% against the British pound and 5.2% vis-a-vis the
euro. With respect to the Asian currencies, the dollar lost
2.9% versus the Japanese Yen and 0.4% against the
Chinese Renminibi.

Global equity markets weakened during the second
quarter, as investors remained concerned over the poten-
tial dampening effects of rising interest rates and inflation.
In the US, the Standard and Poor’s 500 Index, a broad
measure of market activity, contracted by 1.8% to 1,279.4
points, while the Dow Jones Industrial Average (DJIA)
was the only major stock average to post a gain—a mere
0.4% to 11,150 points. Japan's Nikkei 225 Index loss
9.1% to 15,505 points; the United Kingdom’'s FTSE 100
Index, 2.2% to settle at 5,833 points; Germany's DAX
Index, 4.8% to 5,683 points and France’s CAC 40 Index,
4.9% to 4,966 points.

Growing geopolitical tensions in the Middle East and
supply disruptions in Nigeria resulted in sustained firming
in the price of oil. Average prices rose by 9.4% to $72.44,
while production by OPEC decreased marginally by 0.1
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million barrels to 29.6 million barrels. In other commodity
markets, the story was mixed; the price of gold rose by
5.5% to $615.85, whereas silver prices decreased by
3.6% to $11.10. Prices of other base metals, such as
copper, increased by 35.9% to $7,431.0 per metric tonne,
due in part to surging demand, especially from China.

Amid concerns over rising inflation, several major
central banks reduced the level of monetary accommoda-
tion in their respective economies. In the United States,
the rise in core consumer prices above the Federal
Reserve's “comfort level” prompted the authorities to
tighten monetary policy twice, raising the federal funds
target rate and the discount rate to 5.25% and 6.25%,
respectively. This represented the 17t one-quarter point
rate increase by the Federal Reserve over the past two
years. The European Central Bank also increased its
main refinancing rate by 25 basis points in June to
2.75%, as the level of inflation remained above the ECB’s
target rate of 2.0%. However, the Bank of England held
its repo rate unchanged at 4.5%, noting that risks to
growth and inflation were balanced. The Bank of Japan
kept its overnight call rate at near zero percent, but
signalled a tightening in the coming months. In contrast,
the People’s Bank of China raised the benchmark one
year rate by 27 basis points to 5.85% over the quarter, in
an effort to dampen the acceleration in private invest-
ment.

In the external environment, the rising cost of im-
ported fuel along with other economic factors resulted in
mixed effects on the major economies current account
balance performance during the quarter. The US trade
deficit widened in the second quarter, to $193.1 billion
from $190.7 billion in the first quarter. However, China’s
trade surplus increased significantly by 62.8% in the
quarter ended June from $23.3 hillion in the first quarter.
The most recent quarterly data for Japan showed that the
current account surplus firmed to ¥5.5 trillion in the first
three months of the year from ¥4.7 trillion in the fourth
quarter, reflecting improvements in the services and
income balances. The United Kingdom’s trade deficit
deteriorated to £4.0 billion from £3.6 billion at end-March,
owing mainly to a 2.5% increase in imports. The euro
area’s quarterly current account deficit slowed, to €13.3
billion from €15.2 billion deficit in the March quarter, as
the income and transfer balances declined by €15.3
billion and €15.6 billion, respectively.
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STATISTICAL APPENDIX

FINANCIAL SURVEY

MONETARY SURVEY

CENTRAL BANK BALANCE SHEET

DOMESTIC BANKS BALANCE SHEET

PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS
MONEY SUPPLY

CONSUMER INSTALLMENT CREDIT

SELECTED AVERAGE INTEREST RATES

SELECTED CREDIT QUALITY INDICATORS OF DOMESTIC BANKS
SUMMARY OF BANK LIQUIDITY

GOVERNMENT OPERATIONS AND FINANCING

NATIONAL DEBT

PuBLIC SECTOR FOREIGN CURRENCY DEBT OPERATIONS
BALANCE OF PAYMENTS SUMMARY

EXTERNAL TRADE

SELECTED TOURISM STATISTICS

The following symbols and conventions are used throughout this report:

1. na.

2
3. p
4. Due to rounding, the sum of separate items may differ from the totals.

not available

provisional
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Survey of Private Pension Plans in The Bahamas (2004)

Introduction

The Central Bank of The Bahamas’ latest survey on
sponsored (mainly private) pension arrangements ob-
tained results for 2004 and extends the available data
coverage, which begins at 1992. Indications are that
assets have grown nearly three fold since 1992, from just
over $300 million to $833 million in 2004. Growth in
pension assets remains strongly correlated with periods
of heightened expansion in the economy and the tourism
sector in particular, supporting steady increments in the
share of the labour force participating in such schemes.
Results from the 2004 survey reveal that the share of
sponsored pension assets invested in public sector
securities and in private capital market instruments
continued to increase, while the proportion allocated to
bank deposits and holdings such as real estate de-

creased further. Plans,meanwhile, benefited from steady
firming in the average rate of return on investments.

Private pension benefits are generally intended to
supplement retirement income received from the National
Insurance Board (NIB). However, as opposed to NIB's
coverage capped at a wage ceiling of $400 per week,
private schemes vary benefits without such limits, in
proportion to the earnings of the individual. A non-
contributory supplementary scheme also exists for retired
civil servants, which is funded by the Government.
Grouping the approximately 17,000 central Government
employees with those covered by private schemes,
therefore, placed the estimated share of the employed
Bahamian workforce entitled to supplementary retirement
income near 36.0% in 2004.

Table 1: Selected Indicators of Domestic Savings

Avg. Growth

2001 2002 2003 2004 2001 2002 2003 2004 01-04

(B$ Million) (% of GDP) (%)

Private Pension Funds 728.1 748.6 795.6 833.6 14.2% 13.9% 145% 14.7% 3.6%

National Ins. Board (Cash and Inves.tments)l 991.5 1,069.3 1,152.8 1,242.7 19.3%  19.8% 20.9%  22.0% 6.7%
Life & Health Ins. Cos.(Current Assets and

Inv)2 530.41 551.3 617.2 666.5 10.3% 10.2% 112% 11.8% 8.4%

Private Individuals (Bank deposits.)3 2,009.0 2,059.7 2,100.3 2,383.4 39.2%  382%  382% 42.1% 5.6%

Credit Unions (Deposit and Shares)* 120.4 1325 150.1 170.2 2.3% 2.5% 27%  3.0% 11.3%

Sources:

The National Insurance Board, Annual Statement of Accounts (Except 2004, which is a Central Bank estimate), 2The Registrar of
Insurance Companies (except 2004, which is a Central Bank estimate), *The Central Bank of The Bahamas and “The Department of

Cooperative Development
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Private or sponsored pension funds are gradually
gaining in importance as vehicles for domestic savings
(see Table 1).

The accumulated assets in these schemes repre-
sented a relatively stable 14.7% of GDP in 2004. While
these were appreciably less than the collective savings
held by NIB, estimated at 22.0% of GDP in 2004, they
exceeded the corpus held by insurance companies, which
approximated 11.8% of GDP. A smaller share of domes-
tic savings, representing some 3.0% of GDP is attributed
to credit unions.

By far, nevertheless, the bulk of financial savings of
private individuals are held in deposits at banks, equiva-
lent to an elevated 42.1% of GDP in 2004 compared to
38.2% in 2003. However, total deposits reflect a signifi-
cantly skewed savings pattern, as approximately three-
quarters of the balances are held in less than one quarter
of the accounts. Although based on individuals’ salaries,
the distribution of savings in private pension funds is
much less skewed, while average NIB benefit entitle-
ments are almost evenly distributed among eligible
contributors.

Against this backdrop, this article analyzes the re-
sults of the 2004 pension survey, highlighting overall
trends in the industry and various sub-groupings accord-
ing to the nature of funds and sectors of sponsors. First,
a brief overview of the survey and estimation methodol-
ogy is discussed, followed by an outline of the character-
istics of the various schemes. The article then reviews
trends in investment patterns among pension plans and
concludes with a discussion on the outlook for the indus-

try.

Categorization of Sponsored Plans

Fund pension schemes commonly fall into three
categories, according to either the nature of benefits
provided or how they are financed. These are defined
benefit, defined contribution and provident funds.

Defined Benefit plans guarantee the payment of
specified benefits at retirement, proportionate to partici-
pants’ earnings age, and the number of years employed
with the sponsor. To determine adequacy of funding or
long-term solvency of such plans, actuarial estimates of
the present value of future benefits payable are sub-
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tracted from the present value of assets, represented
from expected contributions and earnings on accumu-
lated assets. Fully-funded plans are those for which the
present value of assets equals or exceeds that of liabili-
ties, while under-funded plans are those for which actuar-
ial liabilities exceed the present value of assets. Although
defined benefit schemes maintain the certainty of retire-
ment benefits, annual costs can vary significantly, as
shifts occur in actuarial assumptions about workforce
demographics, and the expected future rates of return on
investments. Costs differentials normally fall within the
ambit of the plan sponsors, who are responsible for
maintaining their funded status.

Having features in common, both defined contribu-
tion and provident fund plans establish savings and
contribution rates upfront, but offer no guaranteed retire-
ment benefit. The costs of maintaining these plans are
therefore more predictable than for defined benefit
schemes. However, uncertainty arises over future value
of benefits, which depend entirely upon the contributions
to the schemes and related investment returns. The only
difference between the two types of schemes is that
provident schemes disburse participants’ benefits as
lump sum payments upon retirement, while the defined
contribution plans convert at least some of this entitle-
ment into annuities, payable in installments. Since lump-
sum benefits from provident schemes can also be con-
verted to annuities, this subtle distinction is ignored and
these are grouped with defined contribution plans in the
analysis below..

Survey and Estimation Methodology

The 2004 pension survey was sent to 150 existing
and potential plan sponsors in The Bahamas. This
excluded some 137 companies, mostly offshore banks
and trust companies which, according to the Central
Bank’s 2003 survey, either did not sponsor local plans or
enrolled their employees in globally sponsored schemes,
for which a separate apportionment of local employees’
entittement was not possible. Some 88 returns were
received, of which 79 respondents revealed some level of
local plan sponsorship and 9 firms disclosed that they did
not sponsor such schemes. The respondents that re-
ported schemes were responsible for total plan assets
which approximated 72.5% of the estimated aggregates
for 2004. From these responses, the average sector
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growth rates were calculated and used to estimate the
remaining 27.5% of plan assets for 2004. Estimation
through this methodology does not carry forward the
assets from discontinued schemes, which occurred most
frequently from ceased operations among offshore manu-
facturing companies and in the financial sector.

Characteristics of Local Pension Plans

Defined contribution (including provident fund) plans
are the most commonly used sponsored pension ar-
rangements in The Bahamas, accounting for 71.0% of the
surveyed schemes, as compared to 29.0% for defined
benefit schemes. Nevertheless, individuals covered by
such plans only accounted for 11.8% of overall private
pension participants in 2004; and the respective assets,

schemes was less, at 53.0%. Defined benefit
schemes were therefore utilized more frequently in the
earlier mix (47.0%) relative to the latter period (13.9%),
and included those sponsored by the public corporations
and a few large financial institutions. Both this longer
average period of existence and the larger average
number of employees help to explain why, over the years,
defined benefit schemes have amassed the majority of
private pension assets.

As regard asset management arrangements, ap-
proximately two thirds of sponsors (mainly outside of the
financial sector) have their plans professionally adminis-
tered. An estimated 42.8% of pension plans were admin-
istered by insurance companies, while 17.9% were
managed by banks or trust companies and 7.6% by other
professional managers.

Plans are also distinguishable on the basis of how
funding is shared between the employee and employer
and whether employee participation is compulsory or
voluntary. Of the schemes surveyed, almost half (49.0%)
required mandatory participation by employees. Defined
benefit schemes had a compulsion rate of 59.5% while
for defined contribution plans, participation was compul-
sory in 44.7% of the cases. Meanwhile, larger compa-
nies with more than 100 participants were more likely to
require mandatory participation of their employees
(58.5%), as compared to a smaller percentage of compa-
nies (45.2%). Contributory schemes, which share fund-
ing between employers and employees represented
89.0% of all schemes surveyed, and made participation
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only 18.3% of the industry’s total. Given the less costly
nature of funding, these plans are more favoured by
smaller size companies. In particular, the average num-
ber of employees in firms reporting defined contribution
plans in 2004 was approximately 213, relative to 71 for
defined benefit schemes (excluding the amalgamated
hotel sector plans).

Use of defined contribution plans has increased in
popularity over the years, as more private firms added
this benefit for employees. The majority of the sponsored
schemes surveyed (54.4%), were started after 1989, with
the proportion of defined contribution plans in this total at
86.1%. Among plans established during or before 1989,
the fraction classified as defined contribution or provident

compulsory in only 46.5% of the cases while non-
contributory schemes (11.0% of plans) had a compulsion
rate of 68.8%.

Labour Force Participation

During 2004, the estimated number of participants in
private pension schemes increased by 3.9% to 39,554.
Over this period, the employed labour force rose by 2.2%
to an estimated 158,340.

Pension Fund Participation
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As such, the estimated labour force participation in
private pension schemes firmed incrementally to 25.0% in
2004 from 24.6% in 2003, and extended the gradual



annual improvement noted vis-a-vis the 2001 coverage
rate of 23.1%. The largest share of pension participants
(70.8%) were employed in the tourism sector (hotels and
restaurants), followed by employees in the financial
services sector (10.4%), and the communication and
utilities sector (7.0%), while the other eleven (11) sectors
identified accounted for 11.8% of participants.

Contribution Ratios

Amid strengthened returns on plan investment, the
average funding rates for pension plans, as a fraction of
salaries, softened further during 2004. Weighted by
asset size, the combined employer and employee contri-
butions approximated 11.6% of participants’ salaries,
compared to 11.9% in 2003 and 12.0% in 2002. How-
ever, the rate stayed well above the estimated range of
8.0% - 10.0% for 1992-2001, when plans experienced
higher returns on investments.

Number of Contributors by Sector (2004)

Comm. &
Utilities
7.0%

Fin. Sector

/ 10.4%

Others
11.9%

Hotels & Rest.
70.8%

Contributions paid into defined contribution schemes
during 2004 decreased to an average 11.0% of salary,
compared to 12.9% in 2003 and 13.3% in 2002. For the
third consecutive year, the average funding rate defined
benefit schemes remained near 11.7%, continuing to be
elevated against average rates estimated during the
1990s.
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The average employer’s portion of the funding con-
tribution softened to 9.8% of salaries from 10.4% in 2002
and 10.3% in 2003, but stayed well above the 8.0% level
observed for earlier periods. For defined contribution
schemes, the average employer funding rate eased
further to 5.8% of average salary from 7.1% in 2003 and
7.4% in 2002. Conversely, the corresponding contribu-
tion rate for defined benefit plans was lowered slightly to
10.8% from 11.0% in both 2002 and 2003, while remain-
ing above the average rate observed prior to 2002 of
around 8.0%.

For employees, the average contribution rate firmed
incrementally to 1.8% of salary from a slight drop to 1.6%
in 2002 and 2003. Those in defined benefit schemes
paid at a slightly higher average rate of 1.0%, outweigh-
ing an easing in the comparative rate for defined contribu-
tion schemes, to 5.2% from approximately 5.8% in each
of the previous three years.

The weighted average return on investment among
plans which reported new data advanced to 7.3% in 2004
from 5.9% in 2003 and 4.0% in 2002. Trends continued
to be favoured by the upturn in valuations on equity
investments. For the second year in a row, defined
benefit plans experienced an improved average return on
investments of 7.4% vis-a-vis 6.1% in 2003 and 4.0% in
2002. This outperformed the average rate of return for
defined contribution schemes which was, nevertheless,
estimated at an improved 6.7% in 2004, from 4.0% and
4.8% respectively, in 2002 and 2003.

Pension Benefits and Payouts

Compared to 2003, the number of pensioners in-
creased by 7.9% to 3,134 during 2004, with the majority
of new retirees added in the tourism and communications
& utilities sectors. Annual pension payments rose by
almost a third, from $13.3 million to $19.6 million in 2004,
mainly due to termination packages in the tourism sector.
Consequently, the dependency ratio, which measures the
average number of pensioners as a percentage of active
plan participants, rose slightly to 7.9% from 7.6% in 2003
and 7.4% in 2002. Similarly, the average dependency
rate, or pensions paid as a percentage of funding contri-
butions, firmed to 30.8% from a relatively stable 21.7% in
the previous two years.
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Pensioners and Dependency Ratios
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Asset Size and Distribution

During 2004, private pension assets increased by an
estimated 4.8% to $833.6 million. While pacing below a
stronger gain of 6.3% in 2003, this resulted in an average
yearly uptrend of 5.5% over the two years, significantly
improved from the slowdown to an average annual 1.7%
during the recessionary period of 2001 and 2002.

Pension Fund Assets
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Added to strengthened rates of return on plan as-
sets, these trends continued to be favoured by growth in
the economy and in increased participation rates, espe-
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cially within the tourism sector. As asset growth still
outpaced the increase in the number of participants
(3.9%), average savings per active participant rose
marginally to $21,074 from a revised $20,891 in 2003.

A sectoral analysis (see Table 2) reveals that plans
sponsored by the communications and utilities sector
retained the largest share of total estimated assets
(32.8%), closely followed by financial (24.0%) and tour-
ism sector (23.7%) plans; while the other sectors ac-
counted for a combined 19.5% of assets.

Pension Fund Assets by Sector (2004)

Other

19.5% Hotels & Rest.

23.7%

Fin. Sector J
24.0%

The distribution of assets by type of investment is
shown in Table 3. On average, the portfolio allocated to
government securities, which remained the largest,
increased further to 40.4% from 36.4% in 2003. Influ-
enced by capital appreciation and higher dividend yields,
more risky private capital market investments (mutual
funds, bonds and equity) collectively moved into the
second position in the asset mix at 25.3%, compared to
21.3% the previous year. Correspondingly, the invest-
ment share was further reduced for bank deposits, to
20.2% from 24.6% in 2003. Remaining assets, which
included investments in real estate, employers’ business,
loans to participants, mortgages and contribution arrears,
also occupied a reduced portfolio share of 14.1% com-
pared to 17.7% in 2003.

In line with overall trends, the 2004 survey revealed
a further 6.3% increase in reported investments outside
of The Bahamas to $114.5 million (13.7% of total esti-
mated assets), largely representative of savings accumu-
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lated in financial sector sponsored plans. These holdings
continued to be dominated by capital market investments,
where the allocation share was boosted to 63.3% from
55.1% in 2003. Holdings of foreign government securi-
ties accounted for a rebounded asset share of 27.9%,
while the reduced emphasis was placed on deposits,
which represented less than 4.6% of the total, compared
to being moderately above 10.0%, on average, for years
surveyed prior to 2001.

Pension Fund Assets by Investment (2004)

Other
16.7%

Mutual Funds

Equities J

15.9%

Govt. Bonds
40.4%

|

\ Bank Deposits

20.2%

The investment patterns continue to differ according
to the sector of the plan sponsors (see Tables 4A and
4B). Assets sponsored by communications and utilities
sector firms were invested most heavily in public sector
securities (44.5%), which increased in importance; and in
bank deposits, with a modestly reduced share (31.4%)
vis-a-vis 2003. Reallocations also marginally increased
the collective amounts in capital market investments
(10.5%), while residual allocations to other assets
(13.6%) were reduced relative to 2003. As regards
financial sector plans, assets shares in public sector
securities (33.7%) and bank deposits (18.3%) retained
generous positions, with similar portfolio shifts as in the
communications and utilities sector plans. The invest-
ment share for capital market instruments (35.6%) rose
slightly, whereas other investments decreased in impor-
tance (12.4%). For tourism sector plans, aggregate
portfolios remained almost evenly split between modestly
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raised fractions in public sector securities (46.7%) and
private capital markets instruments (43.9%). However,
the shares for deposits and residual portfolio investments
were more than halved to 5.9% and 3.5%, respectively.
For all remaining sectors combined, public sector securi-
ties (34.0%) dominated the portfolios, followed by bank
deposits (21.1%); while private capital market invest-
ments constituted a slightly decreased share (15.0%).
These schemes collectively placed greater emphasis on
residual investments (29.9%), such as lending to partici-
pants and investments in real estate.

Defined Benefit vs. Defined Contribution

During 2004, total assets within defined benefit
schemes rose by 5.0% to $681.3 million, pacing moder-
ately below growth of 6.9% in the previous year. How-
ever, this exceeded estimated gains for defined contribu-
tion schemes, which stabilized at 3.7% to $152.2 million.
Relative to 2003, some of the slowing for defined benefit
plans was due to a mild softening in funding contribution
rates, which outweighed an increase in the number of
participants (4.8%) and firmer average return on invest-
ments. For defined contribution schemes, stable growth
was attributed to improved returns on assets, which
countered some decrease in the number of participants
(2.5%, mainly among financial sector plans) and in the
average contribution rates. On an annual basis, average
savings per participant increased for both schemes—
marginally in defined benefit schemes by 0.2% to
$19,525, and by 6.4% to $32,679 for defined contribution
schemes.

Portfolio allocation patterns in both plans mirrored
the general trend observed for the industry (see Table 5).
However, this was more obvious for defined benefit plans
where the share represented by government bonds
(44.5%) increased and the share for deposits (18.8%)
softened. The portfolio share in private capital market
investments (26.1%) was also augmented, whereas the
balance of the assets (10.6%), held in real estate, em-
ployers business, and loans, was reduced in importance.
Among defined contribution plans, the largest allocation,
albeit reduced, continued to be in the form of banks
deposits (26.6%), with an increased allocation for public
sector securities (21.9%) and capital market instruments
(21.6%).



Conclusion

Growth in sponsored pension assets and labour
force participation in these schemes is expected to con-
tinue over the medium term, consistent with the antici-
pated firming in economic expansion linked to tourism
sector developments. While this should support added
coverage among new entrants to the workforce, coverage
is also expected to increase among existing employees in
smaller businesses. The latter trend is being encouraged
by the growing availability of individually tailored retire-
ment plans marketed by domestic insurance companies
and investment management firms. These plans impose
minimal administrative costs on sponsors and are port-
able in many instances, allowing uninterrupted savings as
individuals change jobs. However, reforms anticipated in
support of the National Insurance Fund, could moderate
trends in private sponsorship, as these would provide for
an increase in the insurable wage ceiling and, conse-
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quently, employer costs associated with such funding.
NIB funding would nevertheless increment the level of
retirement security provided to the portion of the work-
force not covered by supplementary schemes.

While a formal regulatory structure does not yet exist
for sponsored pension plans, management of existing
schemes in The Bahamas generally adhere to interna-
tionally accepted standards. These include prudential
guidelines on the manner in which assets are invested
and standards for the financial accounting and auditing of
plans. However, regulation could eventually address,
inter alia, whether the provision of such plans ought to be
mandatory for all private sector employers and the extent
to which pension savings would be become portable.
Regulation, within the overall context of pension reform,
could also stimulate and increase the level of domestic
savings and the proportion of such savings which support
productive investments and capital markets development.
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