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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS 

 

DOMESTIC ECONOMIC DEVELOPMENTS 
 
Indications are that the Bahamian economy contin-

ued to strengthen during the first quarter of 2005, in a 
climate of subdued inflation.  Increased construction 
stimulus, from intensifying foreign investment inflows, 
residential investments and hurricane repairs, out-
weighed the comparative decrease in tourism output, 
which remained constrained mainly by the reduced 
capacity in Grand Bahama.  While the fiscal outlook was 
improved, expenditure growth outpaced the rise in reve-
nue, resulting in a widening in the budget deficit for the 
third quarter of FY2004/05.  Financial sector trends 
featured accelerated expansion in domestic credit, which 
trailed growth in the monetary aggregates, for further 
improvement in bank liquidity.  In the context of the 
Central Bank’s more accommodative policy stance, 
interest softened broadly, albeit with some widening in 
the average loan-to-deposit rate spread.  On the external 
side, the estimated current account deficit widened, partly 
on account of an increase in the oil import bill.  Mean-
while, a more than two-fold hike in net private foreign 
investments underpinned a significant boost in the sur-
plus on the capital and financial account. 

Following a shift of surplus resources into Treasury 
bills, net free cash balances of banks decreased by 
14.8% to $231.5 million at end-March 2005; however, 
with liquidity constituting a larger 5.5% of Bahamian 
dollar deposit liabilities, compared to 4.8% last year.  
Broader surplus liquid assets, which reflected support 
from foreign currency inflows, increased by 13.3% to 
$263.4 million, exceeding the statutory minimum by 
38.1%, relative to the year-earlier ratio of 37.3%.  The 
stable outlook for external reserves growth and continued 
buoyancy in liquidity, led to the Central Bank’s decision in 
February to reduce the Discount Rate, by 50 basis points 
to 5.25%.  This was followed by an equivalent reduction 
in Prime by commercial banks to 5.50%. Reflecting these 
trends, the weighted average interest rate on loans and 
deposits softened by 20 and 31 basis points, to 10.64% 

and 3.44%, respectively, with the corresponding average 
spread widened by 11 basis points to 7.20%.  Meanwhile, 
the average 90-day Treasury bill rate decreased by 7 
basis points to 0.18%. 

Healthy growth in private sector deposits supported 
an almost stable rate of monetary expansion (M3) of 
4.4%, compared to 4.6% in 2004, and placed the overall 
stock at $4.62 billion vis-à-vis $4.19 billion in 2004.  
Accretions to demand deposits firmed to 11.6% from 
14.1%, nearly offsetting moderated savings and fixed 
deposit gains of 4.4% and 0.7%, relative to 4.7% and 
2.2% respectively, in 2004.  Although currency in active 
circulation decreased by 0.6%, resident foreign currency 
balances recovered by a third. 

While trailing money growth, domestic credit expan-
sion accelerated to $132.6 million (2.5%) from $70.8 
million (1.4%) the previous year, resulting in outstanding 
claims of $5.36 billion.  Firmer growth in net claims on the 
public sector (10.5%) was led by a more than doubled 
increase in net credit to Government of 16.8% ($92.0 
million), with marginally rebounded credit to the public 
corporations of 0.4%.  The pace of private sector credit 
expansion was steadied at 0.9%, with moderate firming 
in Bahamian dollar claims (1.2%) outpacing a downturn in 
foreign currency credit (2.4%).  Personal loans, the 
largest share of private claims (71.2%), grew at a more 
tempered pace (0.4%), encompassing softening in resi-
dential mortgages growth (3.0%) and an unchanged level 
of consumer loans.  However, net lending was resumed 
for claims against most business and other private sector 
activities. 

On the fiscal front, the estimated deficit for the 
March quarter of FY2004/05 widened to $33.2 million 
from $24.2 million in the year-earlier period.  Total reve-
nue rose by 0.4% to $254.3 million, trailing the 3.6% 
expansion in expenditure to $287.5 million.  On the 
revenue side, the 19.1% strengthening in tax receipts, 
was nearly offset by the significant shift in the timing of 
flows, which reduced non-tax revenue by more than half, 
and the absence of capital revenue, as compared to a 
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significant inflow in 2004.  Expenditure trends included 
increases in both current outlays (4.5%) and net lending 
to the public corporations (28.1%), which masked a 
reduction in capital outlays (20.0%).  Budgetary financing 
during the quarter was sourced from an increase in 
outstanding Treasury bills of $13.1 million, and in ad-
vances from the Central Bank of $5.7 million.  After 
principal repayment of $20.4 million, mainly on domestic 
debt, the Direct Charge on Government declined by 0.1% 
to $2,099.6 million.  Nevertheless, a 0.7% increase in the 
guaranteed liabilities of the public corporations to $435.2 
million, caused the National Debt to rise by 0.1 % to 
$2,534.9 million.   

Capacity constraints, which remained concentrated 
in Grand Bahama following the September 2004 hurri-
canes, contributed to a decline in tourism earnings during 
the first quarter of 2005.  First quarter visitor arrivals fell 
by 3.0% to 1.35 million, following robust growth of 13.3% 
in 2004.  Both air and sea arrivals contracted, by 4.2% 
and 2.5%, from the year-earlier advances of 7.9% and 
15.7%, respectively.  In addition to some falloff in cruise 
earnings, indications are that stopover spending also 
declined.  The Ministry of Tourism’s survey indicate that 
the average nightly room rate gains among large hotel 
properties, of 9.4% to $177.88, was partly offset by a 
6.1% decrease in nightly room sales, consequently 
constraining estimated room revenue growth at 2.8% 
from 10.9% in the first quarter of 2004.  While both New 
Providence and the Family Islands operated with less 
rooms and the Family Islands experience reduced room 
sales, the capacity constraint was most marked by the 
one third fewer rooms in Grand Bahama, as  a major 
hotel remained closed since September 2004.   

Construction sector activity was significantly 
strengthened during the first quarter, as stimulus from 
foreign investments intensified, and local building expen-
ditures remained firmly supported by re-insurance claim 
inflows and mortgage lending for both residential and 
commercial developments.  Data collected from banks, 
insurance companies and the Bahamas Mortgage Corpo-
ration revealed that the value of quarterly mortgage 
disbursements, mainly against residential developments, 
increased by 14.5% to $86.0 million.  More forward 
looking, the value of local commitments for new construc-

tion and repairs more than doubled to $47.1 million, with 
residential loan approvals accounting for 96.8% of the 
total.  In line with these trends, outstanding mortgages at 
quarter’s end were 11.5% higher than the previous year, 
with residential claims elevated by 12.2% to $1,747.0 
million and commercial claims, by 3.9% to $164.0 million. 

When compared to the same period in 2004, con-
sumer price inflation, measured by changes in the aver-
age Retail Price Index, stabilized at 0.1 % during the first 
quarter.  Declines in average costs on clothing & foot-
wear and housing, and subdued increases in average 
costs on food & beverages, medical care & health and 
education were counter-balanced by a comparatively 
firmer uptrend in the other components in the Index.  
During the 12 months through March 2005, average 
inflation eased to 0.9% from 2.5% in 2004, paced by 
reduced average costs on housing, clothing & footwear 
and recreation & entertainment services.  The annual 
cost increase softened for most other items in the Index. 

In the external sector, the estimated current account 
deficit widened to $76.2 million from $12.9 million in the 
first quarter of 2004.  An elevated oil bill extended the 
trade deficit by 3.3% to $363.7 million, while a decrease 
in net tourism receipts led the contraction in the services 
account surplus by 18.2% to $290.0 million.  The income 
account recorded an approximate doubling in the net 
outflow to $50.9 million, owing to increased net repatria-
tion of private sector earnings, concentrated in the bank-
ing sector.  Meanwhile, continued insurance settlements 
related to the September 2004 hurricanes boosted net 
current transfer receipts to $48.4 million from $9.0 million 
in 2004. 

The estimated surplus on the capital and financial 
account widened to $128.5 million from $49.0 million in 
2004.  Within this, estimated net private investment 
inflows were boosted to $167.8 million from $66.4 million, 
with net direct equity inflows elevated to $71.9 million 
from $18.9 million; net real estate sales, to $24.3 million 
from $19.9 million and net loan financing, to $71.6 million 
from $27.6 million.  Meanwhile, the public sector’s net 
external debt repayment narrowed to $2.6 million from 
$7.8 million, and the banking system recorded a net 
short-term outflow of $25.3 million, in contrast to an 
approximately balanced outcome in 2004. 
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FISCAL OPERATIONS 
 

OVERVIEW 
Preliminary estimates are that the Government’s 

deficit in the third quarter of Fiscal Year 2004/05 widened 
to $33.2 million from $24.2 million in the same quarter of 
the previous fiscal year.  Total revenue rose by 0.4% to 
$254.3 million, lagging a 3.6% increase in total expendi-
tures, to $287.5 million. 

REVENUE 
Revenue growth was due to a 19.1% gain in tax re-

ceipts, to $237.5 million, representing 93.4% of the total.  
This outweighed a 56.9% decrease in non-tax collections 
to $16.8 million.  Lags in the recognition of cumulative tax 
flows, over-emphasized the growth in some categories, 
as evidenced from a $30 million net reduction in the 
amount recorded under “other” unidentified sources.  
These shifts, and improved collections boosted taxes on 
international trade and transactions, to $167.7 million 
from $94.0 million the previous year.  After adjusting for 
the delayed recognition of import taxes, indications are 
that actual receipts during the period remained at least 
7.0% higher than in 2004.  Meanwhile, business and 
professional license fees were boosted by 29.1% to 
$23.0 million, inclusive of a one-third hike in International 
Business Companies fees.  Increased collections were 
also noted for property taxes, by 31.0% to $13.8 million, 
while motor vehicle taxes doubled to $5.4 million and 
stamp taxes on financial transactions rose significantly to 
$36.7 million––partly reflecting increased activity in the 
sector.  Although departure taxes rose by 29.8% to $19.0 
million, constrained tourism activity was more evident in 
the 21.8% decrease on selected taxes on tourism ser-
vices to $8.8 million, owing principally to a decline in 
gaming taxes. 

Accounting for 6.6% of total revenue, the decrease 
in non-tax receipts during the quarter, partly reflected a 
shift in the timing of some important flows.  In particular, 
Government income from public enterprises and other 
sources softened to $1.7 million, from $19.4 million in the 
previous year, when annual lease receipts were concen-

trated in this quarter.  Also, fines, forfeitures & adminis-
trative fees decreased by 24.2% to $14.8 million 

Also noteworthy, was the approximate absence of 
capital revenue in comparison to the $15.0 million pro-
ceeds last year, which were associated with the sale of 
Government equity holdings in Cable Bahamas and the 
Bank of The Bahamas. 
 

     
Government Revenue By Source                

(January -March) 

 FY03/04  FY04/05  
 B$M % B$M % 

Property Tax 10.5 4.1 13.8 5.4 
Selective Services Tax  11.3 4.5 8.8 3.5 
Busines. & Prof Lic. Fees 17.8 7.0 23.0 9.0 
Motor Vehicle Tax 2.7 1.1 5.4 2.1 
Departure Tax 14.6 5.8 19.0 7.5 
Import Duties 71.4 28.2 128.4 50.5 
Stamp Tax from Imports 18.4 7.3 34.9 13.7 
Export Tax 4.2 1.7 4.3 1.7 
Stamp Tax from Exports 0.0 0.0 0.0 0.0 
Other Stamp Tax 17.2 6.8 36.7 14.4 
Other Tax Revenue 32.7 12.9 -32.0 -

12.6 
Fines, Forfeits, etc. 19.4 7.7 14.8 5.8 
Sales of Govt. Property 0.1 0.0 0.3 0.1 
Income 19.4 7.7 1.7 0.7 
Other Non-Tax Rev. 0.0 0.0 0.0 0.0 
Capital Revenue 15.0 5.9 0.0 0.0 
Grants 0.0 0.0 0.0 0.0 
Less:Refunds 1.5 0.6 4.8 1.9 
Total 253.2  100.0  254.3  100.

0  
     

 

EXPENDITURE 
During the review quarter, total expenditures in-

creased by 3.6% to $287.5 million, reflecting a 4.5% hike 
in current outlays to $260.6 million, a decrease in capital 
expenditure of 20.0% to $15.3 million and elevated net 
lending to public enterprises of 28.1% to $11.6 million. 

Analysis of recurrent expenditure by economic clas-
sification revealed that consumption outlays rose by 
2.9%, inclusive of a 3.4% increase in personal emolu-
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ments to $113.1 million and a 1.9% rise in purchases of 
goods and services to $54.5 million.  Transfer payments 
also increased by 7.6 %, with interest payments on 
Government debt higher by 7.1% at $28.0 million, and 
subsidies and other payments by 7.8% at $65.1 million.  
Under the latter, subsidies to quasi-autonomous agen-
cies increased by 6.6% to $34.1 million; payments to 
households, by 19.4% to $19.7 million and to non-
financial public enterprises, by 13.7% to $2.5 million.  
Conversely, transfers abroad fell by 42.7% to $1.4 mil-
lion, while payments to non-profit institutions were ap-
proximately unchanged at $7.0 million.   

 
Fiscal Operations
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On a functional basis, expenditure on general public 

services, which represented the largest share of recur-
rent spending (29.7%), rose by 13.4% to $77.4 million.  
Also noteworthy, quarterly spending on education de-
creased by 2.8%, while outlays for health and defense 
rose by 8.0% and 3.8%, respectively.  Expenditures on 
social benefits and services were approximately stable, 
but spending under economic services fell by 5.1%, led 
by an 11.1% reduction in tourism-related expenses. 

The decline in capital outlays included a 27.1% de-
crease in acquisition of assets to $4.7 million, and a 
75.0% reduction in transfers to non-financial public 
enterprises, to $0.5 million.  Capital formation, although 
approximately stable at $10.2 million, included decreased 
outlays on public works and infrastructure projects. 

FINANCING AND NATIONAL DEBT 
Budgetary financing during the fiscal quarter com-

prised a $18.8 million increase in Treasury bills out-
standing and $5.7 million in net advances from the 
Central Bank.  Debt amortization was divided between 
$20.0 million in Bahamian dollars and $0.4 million in 
foreign currency.  As a result, the Direct Charge on 
Government fell by $1.3 million (0.1%) to $2,099.6 mil-
lion.  Bahamian dollar debt accounted for 86.3% of the 
total, with the majority held by public corporations 
(36.2%), followed by local banks (27.7%), institutional 
and other private investors (27.5%) and the Central Bank 
(8.6%).  Bonds continued to be the largest share of the 
Bahamian dollar debt (84.6%), with an average term to 
maturity of 10.3 years.  Remaining Bahamian dollar 
obligations consisted of Treasury bills (10.6%) and loans 
and advances (4.8%), mainly from the Central Bank. 

The contingent liabilities, vis-à-vis debt owned by 
the public corporations, rose during the quarter by 0.7% 
to $2,534.9 million.  As a result, the National Debt in-
creased  by 0.1% to $2,534.9 million and compared to a 
stock of $2,401.5 million a year earlier. 

PUBLIC SECTOR FOREIGN CURRENCY DEBT 
During the first quarter, public sector foreign cur-

rency debt declined by $4.0 million (0.7%) to $553.5 
million, as drawings of $12.3 million were exceeded by 
repayments of $16.3 million.  The Government’s transac-
tions resulted in a net repayment of $0.4 million (0.1%) to 
$287.3 million and the public corporations, $3.6 million 
(1.4 %) to $266.2 million. 

The creditor profile of the foreign currency debt indi-
cated that a marginally increased 41.0% was held by 
private capital markets and other investors, a reduced 
38.7% among local banks, and 20.2% by multilateral 
institutions. 
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Compared to 2004, quarterly foreign currency debt 
servicing fell by 3.2% with debt amortization decreased 
by 4.4% to $16.3 million and outweighing increased 
interest payment of 3.8% to $3.1 million.  Debt service as 
a proportion of estimated exports of goods and non-factor 
services stabilized at 2.8%; however, the Government’s 
debt service as a proportion of revenue declined to 0.4% 
from 1.6% in 2004. 

 

REAL SECTOR 

TOURISM 
Preliminary estimates suggested that tourism inflows 

softened during the first quarter of 2005, owing to re-
duced output in Grand Bahama. Both New Providence 
and the Family Islands, however, experienced stopover 
spending gains which contributed to overall earnings 
growth in the respective sub-economies. Compared to 
the same quarter in 2004, total visitor arrivals decreased 
by 3.0% to 1.35 million, contrasting with last year’s 
growth of 13.3%. Sea visitors, which constituted 70.8% of 
the total and closely track cruise activity, decreased by 
2.5% to 0.96 million, compared to robust growth of 15.7% 
in the first quarter of 2004. Similarly, air arrivals fell by 
4.2% to 0.34 million, after a 7.9% increase in 2004. 

Broken down by port of entry, growth in arrivals to 
New Providence slowed to an estimated 5.0% from 
10.0% in 2004, with an abated 5.2% hike in sea traffic 
and a steadied 4.8% increase in air arrivals.  Visitors to 
the Family Islands registered a 5.0% downturn, with a 
6.0% decrease in sea arrivals overshadowing a 0.9% 
upturn in air traffic.  For Grand Bahama, where capacity 
was reduced following the September 2004 hurricanes, 
total arrivals decreased by 27.2% relative to a 46.6% 
uptrend in the first quarter of 2004, and included respec-
tive declines of 34.7% and 22.4% in air and sea arrivals.  

The cruise spending decline and weaker stopover 
inflows contributed to a reduction in estimated tourism 
earnings during the first quarter.  The Ministry of Tour-
ism's survey of large hotel properties in The Bahamas 
indicates that estimated room revenues rose by 2.8% 
during the first quarter, significantly less than the robust 
10.9% advance in 2004.  Although room night sales 

decreased by 6.1%, the average nightly room rate appre-
ciated by 9.4% to $177.88. The extent of capacity con-
straint however, was marked by the 17.8% decrease in 
available hotel rooms throughout the islands, led by a 
one-third reduction in available rooms nights in Grand 
Bahama.  However, Grand Bahama only experienced a 
revenue decline of 11.4%, as the remaining room inven-
tory experienced a 29.8% higher average nightly room 
rate of $123.25.  New Providence, also operated with 
fewer rooms (12.2%), but posted a 3.1% rise in total 
sales and a 1.8% appreciation in the average nightly 
rates to $190.12, for a 5.0% gain in estimated room 
revenues. For the Family Islands, average room revenue 
at large properties rose by 10.1%, as the average nightly 
room rate firmed by 13.1% to $197.57, countering both 
the 13.9% reduction in available rooms and a 2.7% 
decrease in room night sales.  

 

 Visitor Arrivals
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CONSTRUCTION 
Construction output strengthened significantly during 

the first quarter, as stimulus from foreign investments 
increased, supplementing ongoing hurricane rebuilding 
activities and support from local mortgage lending.  

According to first quarter data from banks, insurance 
companies and the Bahamas Mortgage Corporation, the 
number of mortgage commitments for new construction 
and building repairs almost doubled to 384, with the 
corresponding value higher at $47.1 million compared to 
$22.7 million in the first quarter of 2004.  Residential 
commitments, comprising mainly new housing projects, 
accounted for an increased 377 of the total, compared to 
189 in 2004, and were valued higher at $45.6 million vis-
à-vis $19.3 million the previous year. On the commercial 
side, 7 commitments were reported, estimated at $1.5 
million, compared to 4 valued at $1.4 million in 2004. 

 

Mortgage Comittments:
New Construction and Repairs
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Total disbursements against approved residential fi-

nancing during the first quarter, while also supporting 
some non-construction expenditures, rose by 12.9% to 
$82.1 million. Similarly, commercial disbursements 
increased to $3.9 million from $2.4 million. In line with 
these trends, outstanding residential mortgages at end-
March 2005 rose vis-à-vis the previous year by 12.2% to 
$1,747.0 million and commercial claims, by 3.9% to 

$164.0 million.  As regards average interest rates, soften-
ing was evident for both residential and commercial 
loans, to 8.6% and 9.5% from the respective 8.8% and 
9.7% in the same period last year. 

Relative to the total size of the market, banks ac-
counted for the largest share of loans (85.8%), followed 
by insurance companies (9.3%) and the Bahamas Mort-
gage Corporation (4.8%).  

 
            

Average Retail Price Index 
(Annual % Changes) 

March 
            
   2004 2005 

Items Weight Index % Index % 
Food & Beverages 138.3 114.3 1.1 117.5 2.8 
Clothing & Footwear 58.9 107.7 0.1 107.2 -0.5 
Housing 328.2 103.8 0.8 103.3 -0.4 
Furn. & Household 88.7 118.8 2.3 119.3 0.4 
Med. Care & Health 44.1 125.8 10.1 133.2 5.9 
Trans. & Comm. 148.4 106.7 2.3 109.0 2.2 
Rec., Enter. & Svcs. 48.7 125.1 5.1 122.9 -1.7 
Education 53.1 163.3 1.5 165.7 1.5 
Other Goods & Svcs. 91.6 122.6 7.9 122.4 -0.2 
ALL ITEMS 1000 114.1 2.5 115.1 0.9 

            

 

PRICES 
Consumer price inflation, measured by the quarterly 

change in the average Retail Price Index, was approxi-
mately stable at 0.1% during the first quarter, relative to 
the same period in 2004. Of note were downturn in 
average housing (0.7%) and clothing & footwear (2.7%) 
costs, alongside subdued average cost increases for 
food & beverages (2.4%), medical care & health (5.0%) 
and education (1.4%). These countered firmer average 
price increases for recreation & entertainment services 
(2.2%), furniture & household operations (0.5%), trans-
portation & communication (3.3%) and ‘other’ goods & 
services (0.1%).  

For the 12 months ending March 2005, average in-
flation softened to 0.9% from 2.5% in 2004.  Trends were 
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marked by downturns in average costs on housing 
(0.4%), clothing & footwear (0.5%), recreation entertain-
ment & services (1.7%) and ‘other’ goods and services 
(0.2%). The average cost increase was stable for educa-
tion (1.5%), but subdued for furniture & household opera-
tions (0.4%), medical & health care (5.9%) and transpor-
tation & communication (2.2%). Conversely, the average 
price increase for food & beverage items accelerated by 
2.9%. 

 

MONEY, CREDIT AND INTEREST RATES 
 
OVERVIEW 
Credit expansion  accelerated during the first quarter 

of 2005, contrasting with nearly stable growth in the 
monetary aggregates.  Although the seasonal buildup in 
bank liquidity consequently softened, the financial system 
recorded a larger increase in net foreign assets.  Domes-
tic credit growth was concentrated in Bahamian dollar 
claims, particularly to the private sector, which featured a 
resumption in net lending for some business activities, 
and continued but moderated expansion in residential 
mortgages. 

Amid the persistent high levels of liquidity and the 
stable outlook for these resources and external reserves 
growth, the Central Bank reduced its Discount Rate by 50 
basis points to 5.25% on February 14.  This was followed 
on February 15, by a similar reduction in commercial 
banks' Prime Rate to 5.50%, and contributed to overall 
softening in average rates.  Nevertheless, the resultant 
spread between the weighted average loan and deposit 
rates widened slightly, as average deposit rates de-
creased by more than lending rates.   

LIQUIDITY 
During the review quarter, net free cash reserves of 

the banking system contracted by $40.2 million (14.8%) 
to $231.5 million, as banks shifted resources into Treas-
ury bills.  This compared to a $61.6 million (47.7%) 
buildup during the corresponding period in 2004; albeit, 
equivalent to an enlarged 5.6% of the system's Baha-
mian dollar deposit liabilities, relative to 4.8% in 2004.  
Reflecting underlying support from foreign currency 

inflows, broader surplus liquid assets rose by 13.3% to 
$263.4 million at end-March, exceeding the required 
minimum by a marginally elevated 38.1% compared to 
37.3% in the same quarter last year.   

DEPOSITS AND MONEY 
Quarterly growth in the monetary aggregates stabi-

lized at 4.4% compared to 4.6% in 2004.  Expansion in 
narrow money (M1) moderated slightly to 9.7% from 
10.9%, corresponding to marginally eased demand 
deposit gains of 11.6%, which were more concentrated in 
accretions to public corporations’ balances.  The reduc-
tion in currency in active circulation abated to 0.6% from 
4.2% a year earlier.   
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Broad money (M2) expansion narrowed to 3.7% 

from 4.7%.  Gains in fixed deposits slackened to 0.7% 
from 2.2%, with a further incremental reduction in public 
corporations’ balances and a lessened buildup in private 
sector deposits.  Savings deposit growth also slowed to 
4.4% from 4.7% last year.  Meanwhile, replenishment of 
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business holdings boosted residents’ foreign currency 
deposits by 34.7%, as compared to a 0.7% gain in 2004.  
As a result, growth in overall money (M3) reached $194.3 
million (4.4%) compared to $182.3 million (4.6%) the 
previous year.   

As regard the major components, Bahamian dollar 
fixed deposits represented the largest share of money 
(52.6%), followed by demand (23.2%) and savings 
deposits (17.6%).  The remainder represented currency 
in active circulation (3.8%) and foreign currency deposits 
(2.8%). 
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DOMESTIC CREDIT 
Domestic credit expansion advanced strongly during 

the quarter, to $132.6 million (2.5%) from $70.8 million 
(1.4%) in 2004 and remained concentrated in Bahamian 
dollar claims, which strengthened by 23.0%, as com-
pared to a further marginal decrease in foreign currency 
credit (1.0%).  The increase in claims on the public sector 
firmed to 10.5% from 3.4%, led by an accelerated rise in 

net credit to Government of $92.0 million (16.8%) com-
pared to $37.4 million (7.4%) in 2004. Claims on the 
public corporations rebounded incrementally by 0.4%. 
 

  
Distribution of Bank Credit By Sector 

End-March 
  2004               2005 
  B$M  % B$M  % 
       
Agriculture 9.3 0.2 10.7 0.2 
Fisheries 11.7 0.3 12.7 0.3 
Mining & Quarry 20.1 0.4 17.3 0.4 
Manufacturing 76.4 1.7 56.6 1.2 
Distribution 208.4 4.6 197.4 4.1 
Tourism 206.6 4.6 178.1 3.7 
Enter. & Catering 27.7 0.6 45.5 1.0 
Transport 44.0 1.0 31.4 0.7 
Public Corps. 336.4 7.4 311.8 6.5 
Construction 236.1 5.2 272.0 5.7 
Government 81.4 1.8 111.2 2.3 
Private Financial 27.3 0.6 21.0 0.4 
Prof. & Other Ser. 120.2 2.6 116.1 2.4 
Personal 2875.0 63.4 3107.5 65.0 
Miscellaneous 256.3 5.6 293.1 6.1 
TOTAL 4536.9 100.0 4782.4 100.0 

        

 
Private sector credit growth was steadied at $39.4 

million (0.9%), with firming in the Bahamian dollar com-
ponent by $48.6 million (1.2%), outweighing a downturn 
in foreign currency credit of $9.2 million (2.4%).  On a 
sectoral basis, personal loans still comprised the largest 
share of private sector credit (71.2%), increasing at a 
more tempered pace of $13.0 million (0.4%) compared to 
$65.6 million (2.3%) in 2004.  Of this amount, net resi-
dential mortgage lending slowed to $45.6 million (3.0%) 
from $54.4 million (4.2%); personal overdraft balances 
decreased by $33.1 million (58.6%), following an expan-
sion of $7.6 million (14.9%) in 2004, and net consumer 
lending was unchanged. 

As regard consumer credit, notable but offsetting 
trends featured net repayments for private cars ($3.1 
million), travel ($2.2 million) and credit cards ($5.5 mil-
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lion), relative to net increases for home improvement 
($1.3 million), land purchases ($4.9 million) and consoli-
dation of debt ($3.6 million). 

Net lending rebounded for business and other pri-
vate sector activities, inclusive of a $27.6 million (11.1%) 
upturn in outstanding claims for construction; and mar-
ginal recovery in combined lending for agriculture and 
fisheries ($2.0 million), entertainment & catering ($1.1 
million), private financial institutions ($0.8 million) and 
professional & other services ($0.2 million).  Growth in 
net lending for miscellaneous purpose eased slightly 
($33.3 million) and was significantly slowed for manufac-
turing ($1.5 million).  Also noteworthy was a sizeable net 
repayment for distribution ($27.3 million), a steady de-
cline for tourism ($10.9 million), and a downturn in credit 
for transport ($2.3 million) and mining & quarrying ($0.4 
million) activities.   

THE CENTRAL BANK 
 The Central Bank’s net claims on Government de-

clined marginally by $0.5 million (0.4%) to $141.4 million 
during the first quarter. The 2.6% increase in holdings of 
Registered Stocks and in advances to Government, was 
offset by a 57.5% rise in the corresponding deposits held 
at the Bank.  Net deposit liabilities to the rest of the public 
sector nearly doubled to $155.6 million, partly reflecting 
balances transferred from commercial banks’ in anticipa-
tion of investment opportunities.  This, and a seasonal 
reduction in currency in circulation, resulted in a 5.5% 
decline in liabilities to domestic banks and the private 
sector.  Meanwhile, reduced tourism inflows and acceler-
ated domestic credit expansion slowed the seasonal 
growth in external reserves to $50.8 million (7.6%) from 
$108.9 million (22.5%) in 2004, for end-quarter stock of 
$718.6 million vis-à-vis $593.2 million in 2004.  

At end-March 2005, the stock of reserves was 
equivalent to an estimated 25.7 weeks of non-oil mer-
chandise imports, relative to 20.7 weeks at the same 
point in 2004.  Adjusted for the statutory foreign balances 
requirement equivalent to at least 50% of the Bank’s 
Bahamian dollar liabilities, useable reserves, or the 
Central Bank’s liquidity, also stood higher, at $324.0 
million compared to $276.7 million in 2004. 
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Net foreign currency transactions, which under-

pinned the reserves growth, comprised a halving in the 
net purchase from commercial banks to $62.5 million in 
comparison to the year earlier period, with total sales 
increased by 21.9% to $83.7 million, and a falloff in 
purchases of 28.1% to $146.2 million.  Meanwhile, the 
net sale to the public sector was approximately halved  to 
$13.8 million.  

DOMESTIC BANKS 
The improving economic environment supported fa-

vourable profit and balance sheet trends for domestic 
banks during the first quarter.  Growth in deposits and 
other resources outpaced seasonal credit expansion, 
supporting a further buildup in liquid resources and a 
4.5% reduction in net foreign liabilities.  The increase in 
deposit liabilities to the private sector eased to 2.8% from 
4.1% in 2004, contrasting with nearly stable rise in claims 
of 0.9%.  The gap nevertheless more than offset the 
$92.6 million (22.8%) hike in net claims on Government, 
concentrated in increased holdings of Treasury bills and 
extended overdrafts.  Claims on public corporations rose 
incrementally by 0.6%, but lagged the 3.6% growth in 
deposit liabilities.  Banks also recorded a steady net 
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accumulation of capital resources from profits, retained 
earnings and loan loss reserves of 1.3%. 

For the first quarter, banks’ total deposit liabilities, 
including balances owed to Government amounted to 
$4,377.4 million, with the majority (96.9%) in Bahamian 
dollars.  The largest share of these placements was held 
by private individuals (56.1%), followed by business firms 
(28.0%), the public sector (8.0%), private financial institu-
tions (3.9%), and other depositors (4.0%).  By contractual 
obligation, the majority of the liabilities were fixed bal-
ances (56.8%), followed by demand (24.5%) and savings 
(18.7%) deposits.   

An analysis of Bahamian dollar deposits by range of 
value and number of accounts indicates that accounts of 
less than $10,000 made up 90.0% of the contracts and 
8.5% of the value.  Conversely, individual balances 
exceeding $50,000 comprised 3.1% of the total accounts 
and 77.3% of the value.  Remaining accounts with bal-
ances between $10,000 and $50,000 represented 14.2% 
of the aggregate value and 6.9% of total contracts.   

Banks experienced further improvement in asset 
quality measures.  Indications are that at end-March, the 
arrears rate for loans with payments past due of at least 
30 days softened to 8.6% of outstanding private bal-
ances, from 9.2% at end-December, albeit  this was 
incrementally higher than the 8.7% averaged at end-
March 2004.  The residential mortgage portfolio featured 
a further decline in arrears rate to 9.6% from to 9.8% at 
end-December 2004 and 9.8% 12-months earlier.  Com-
mercial loans also recorded a softening in the arrears 
rate, to 8.2% from 10.9% in December and 8.6% at end-
March 2004.  However, the incidence of distressed 
borrowers in the Northern Bahamas following the hurri-
canes, influenced a firming of the arrears rate on con-
sumer loans, to 8.7% from 8.0% at end-December 2004 
and from 8.4% a year earlier.  Non-performing loans, 
identified as loan balances with past-due payments of at 
least 3 months, and on which banks have stopped accru-
ing interest, were stable at 4.9% of outstanding claims, 
compared to the previous quarter, and softened 5.0% 
from 12-months earlier.   

Compared to the previous quarter, banks’ average 
provisioning levels for losses against Bahamian dollar 
loans was stable at 2.2% of the total private sector portfo-

lio at end-March, but slightly higher than the 2.0% aver-
aged at end-March 2004.  Provisions corresponded to 
45.0% of total non-performing loans, also unchanged 
from last quarter but up from 39.7% at end-March 2004.  

BANK PROFITABILITY 
For the quarter ended December 2004, the latest 

period for which data are available, domestic banks’ 
earnings indicators strengthened, with estimated net 
income higher at $47.3 million from $27.1 million in the 
same period of 2003.  The gross earnings margin rose by 
22.5% to $89.3 million, reflecting a 21.9% increase in net 
interest income and a 31.0% rise in commission & foreign 
exchange income.  A partial offset was provided from the 
1.8% increase in operating costs to $51.4 million, arising 
mainly from higher staffing costs (10.5%).  Meanwhile, 
softening in depreciation and bad debt expenses boosted 
other net income to $9.4 million from $4.7 million. 

These developments were also reflected in elevated 
profitability ratios relative to average domestic assets.  
The ratio for the net interest margin rose by 59 basis 
points to 5.21% and relative flows from commission and 
foreign exchange income were higher by 7 basis points 
at 0.40% of average assets.  Favourable gains were 
noted from the reduction in the operating costs ratio, by 
20 basis points to 3.23% while, after the netting out of 
lower depreciation and bad debt expenses, the corre-
sponding ratio for other net sources of income rose by 27 
basis points to 0.59%.  Within this context, the net in-
come (return on assets) ratio rose to 2.97% from 1.84% 
in the corresponding 2003 period.  

INTEREST RATES 
Interest rate trends were influenced by respective 

reductions in the Discount Rate and Prime to 5.25% and 
5.50%, respectively in mid-February.  While both loan 
and deposits rates were lower, on average, the weighted 
average spread firmed by 11 basis points to 7.20%, as 
the weighted average deposit rate declined by 31 basis 
points to 3.44%, and the corresponding average loan rate 
eased by  20 basis points to 10.64%.   

On the deposit side, rate softening was led by eas-
ing on the average bound on fixed deposits to 3.39% - 
3.71% from 3.61% - 4.35% last quarter.  However, the 
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average rates on savings and demand deposits  firmed 
by 13 basis points and 40 basis points, to 2.59% and 
2.12%, respectively.  

 
        

Banking Sector Interest Rates 
Period Average (%) 

  Qtr. I Qtr. IV Qtr. I 
  2004 2004 2005 
Deposit rates     

Demand Deposits 2.32 1.72 2.12 
Savings Deposits 2.77 2.46 2.59 
Fixed Deposits     

Up to 3 months 3.80 3.61 3.39 
Up to 6 months 4.74 3.99 3.62 
Up to 12 months 4.44 4.25 3.70 
Over 12 months 4.84 4.35 3.71 

Weighted Avg  Deposit  Rate 4.02 3.75 3.44 
      

Lending rates     
Residential mortgages 8.91 8.69 8.50 
Commercial mortgages 9.23 9.22 8.18 
Consumer loans 13.39 12.40 12.42 
Overdrafts 11.78 11.71 11.00 

Weighted Avg Loan  Rate 11.57 10.84 10.64 
  

 
On the lending side, the respective residential and 

commercial mortgage rates fell by 19 and 104 basis 
points, to 8.50% and 8.18%.  The average rate on over-
drafts also decreased by 71 basis points to 11.00%, 
however, the average consumer loan rate firmed by 2 
basis points to 12.42%.   

The average 90-day Treasury bill rate moved lower 
by 7 basis points to 0.18%.  Although there was no 
Government long-term borrowing during the review 
quarter, the average coupon yield on existing Bahamian 
dollar Registered Stocks softened by 50 basis points, in 
line with the reduction in Prime, to which such costs are 
linked. 

 

CAPTIAL MARKETS DEVELOPMENTS 
 
The upbeat economic environment and improving 

earnings indicators in the private sector stimulated further 
appreciation in average equity valuations on the domestic 
capital markets during the first quarter of 2005.  The 
Bahamas International Securities Exchange (BISX) All 
Share Price Index increased by 5.6% to 1097.08 points 
compared to the last quarter’s advance of 2.7% to 
1,039.4 points, and a 5.4% gain in the first quarter of 
2004.  Total trading volume was 0.6 million shares with 
an equivalent value of $2.7 million versus 1.6 million 
shares at $10.6 million in the same quarter last year.  
Market capitalization on BISX rose to $1.95 billion from 
$1.66 billion a year earlier, reflecting both valuation gains 
and the listing of Kerzner International BDRs and shares 
of the Bank of The Bahamas since then.   

Fidelity Capital Markets Limited’s Findex share price 
index, which includes equities traded over-the-counter, 
rose by 1.3% during the first quarter, as compared to a 
4.0% appreciation in the same period last year 2004.  
Market capitalization of the index stood at $2.21 billion.   

During the quarter, there were no new listings on 
BISX.  While there were new public bond issues, net 
Treasury bills outstanding rose by 7.3% to $192.5 million. 

 

INTERNATIONAL TRADE AND PAYMENTS 
 

Preliminary indications are that the current account 
deficit increased to an estimated $76.2 million during the 
first quarter of 2005, from $12.9 million in the same 
period last year.   This was explained by a 3.3% rise in 
the trade deficit alongside an 18.2% softening in net 
invisible receipts and a doubling in net income outflows. 

The estimated trade deficit widened by 3.3% to 
$363.7 million. Although non-oil merchandise imports fell 
by 4.8% to $394.6 million, and goods exports rose by a 
third to an estimated $92.8 million, the oil bill strength-
ened  by 47.1% to $87.5 million.   

Developments in the oil bill corresponded entirely to 
firmer international fuel prices, as there was some de-
crease in the estimated volumes imported.  The per 
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barrel price of propane fuel increased by 15.7% to 
$41.98; motor gasoline, by 24.9% to $60.83; jet fuel, by 
40.2% to $60.41; bunker ‘C’ fuel, by 1.4% to $23.23 and 
gasoline oil, by 29.8% to $54.22. 
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On the services account, the estimated surplus de-

clined to $290.0 million from $354.6 million in 2004.  
Firming in residents overseas spending and the softening 
in tourism receipts resulted in a 7.4% decrease in net 
travel receipts to $442.6 million.  Also, net external 
payments for foreign transportation services rose by 
44.9% to $72.7 million; for insurance services, by 19.8% 
to $21.9 million and government services, by 68.9% to 
$8.5 million.  Equally noteworthy was the decline in 
offshore companies’ local expenditures to $21.0 million 
from $36.5 million in 2004.  Conversely, net outflows for 
foreign construction services narrowed by 47.9% to $5.1 
million and for “other” services, by 14.9% to $61.8 million.  
Net external royalty payments were almost stable at $3.5 
million.   

Under the income account, estimated net outflows 
doubled to $50.9 million.  In addition to a 51.9% increase 
in net labor income outflows to $20.0 million net invest-

ment income remittances more than doubled to $36.5 
million––mainly due to a hike in net interest and divi-
dends remittances by local banks.  Meanwhile, net official 
interest income rose by three-fourths to $5.6 million, due 
to higher earnings on external reserves.   

Net current transfer receipts widened to $48.4 mil-
lion from $9.0 million in 2004. General government net 
inflows rose by 24.7% to $14.6 million, while the con-
tinuation of the insurance claim settlements resulted in 
net private receipts of $33.7 million, compared to last 
year’s outflow of $2.8 million.   

The surplus on the capital and financial account 
rose to an estimated $128.5 million from $49.0 million in 
2004.  Migrants net outward transfers were higher at 
$11.4 million from $8.7 million, however, net financial 
inflows widened to $139.9 million from $57.6 million. 
Within the latter, net private foreign direct investments 
increased to $96.2 million from $38.8 million, with net 
equity investments strengthened to $71.9 million from 
$18.9 million in 2004, and real estate sales of $24.3 
million compared to $19.9 million. In addition, net private 
loan financing was extended to $71.6 million from $27.6 
million last year.  For the public sector, the net external 
debt repayment narrowed to $2.6 million from $7.8 million 
in 2004, while the banking sector’s net short-term outflow 
of $25.3 million contrasted with an approximately bal-
anced outcome in 2004. 

After adjusting for errors and omissions, the overall 
balance recorded a reduced surplus of $50.8 million, 
relative to the 2004 outturn of $109.1 million.  

 

INTERNATIONAL ECONOMIC DEVELOPMENTS 
 
While high energy costs continued to constrain 

global economic activity, indications are that there was 
some consolidation in the pace of real output expansion 
among the major industrial economies during the first 
quarter.  Although labour market trends were marginally 
mixed, the outlook for employment creation continued to 
be more favourable.  On the prices front, inflation trends 
were also mixed, but with some countries experiencing 
increased demand pressures which added to mounting 
energy costs.  However, only the United States continued 
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to tighten monetary policies to moderate these trends.  
Investors remained concerned about crude oil prices, 
which rebounded during the quarter, but still demon-
strated confidence in the improved economic outlook, vis-
a-vis an appreciation in average equity prices on major 
bonuses.  Favourable economic trends in the United 
States and rising interest rates also led to some recovery 
in the value of the dollar.  In the external sector, sluggish 
exports contributed to some deterioration in most major 
countries current account balance. 

Indications are that first quarter output growth per-
formance was more broadly improved among the major 
economies. Although moderated, the United States 
experienced robust real GDP gains of 3.5% on an annu-
alized basis, compared to 3.9% in the fourth quarter of 
2004.  The outcome, which matched consensus expecta-
tions, was bolstered by increased consumer spending, 
firming in business and residential investments and 
continued public expenditures on defense and homeland 
security.  Growth in the United Kingdom was estimated at 
a preliminary 2.7% compared to 2.9% in the previous 
quarter, reflecting strong growth in services and financial 
sector activity, in contrast to a decrease in manufacturing 
output and some slowing in consumer spending in-
creases.  In Japan, rising exports and business invest-
ments, alongside steady private consumption, under-
pinned accelerated first quarter growth of 1.2%, relative 
to the marginal 0.6% gain in the final quarter of 2004.  
For the euro area, real output growth strengthened above 
the 0.6% annualized rate of the previous quarter, with 
Germany’s output recovering by 4.2% from the weaken-
ing trend exhibited in both of the previous quarters.  
France’s expansion continued at a healthy but moderated 
pace. 

Except for euro zone trends, labour markets condi-
tions in the major economies were marginally improved 
during the first quarter.  Healthy output trends in the 
United States reduced average unemployment to 5.3% of 
the workforce from 5.4% in the previous quarter and 
5.7% in the first quarter of 2004. Although average 
unemployment in the euro-zone stabilized at 8.8%, there 
were signs of marginal deterioration on a monthly basis, 
to 8.9% at end-March, which partly reflected quarterly 
deterioration in both Germany and France’s average 

jobless rate to 11.7% and 10.1% from 10.7% to 10.2%, 
respectively. In the United Kingdom and Japan, average 
unemployment remained at 4.7% and 4.5%, respectively. 

Consumer price inflation firmed in most major 
economies as higher energy prices were joined by in-
creased demand pressures from employment and firming 
growth.  In the United States, both energy and non-
energy costs contributed to the intensified rise in average 
consumer prices, to 4.4% from 3.3% in the previous 
quarter.  In particular, the energy component recorded an 
accelerated rise of 22.0% vis-à-vis 15.4% in the previous 
quarter.  In the United Kingdom, rising food and energy 
costs contributed to firming in the annual inflation rate to 
1.9% through March as compared to 1.6% at the end of 
the previous quarter.  However, average  inflation in the 
euro area eased to 2.0% from 2.2%, with softening in 
Germany to 1.7% from 2.2%, and in France, to 2.1% from 
2.3%.  Meanwhile, Japan recorded an average consumer 
price decline of 0.2% after rising by an identical amount 
in the fourth quarter of 2004. 

In commodities market, developments were under-
scored by some reintensification of oil price pressures, as 
supply concerns resurfaced.  The price of crude oil rose 
by an estimated 49.7% to $59.72 per barrel, reversing 
the 13.7% moderation registered during the final quarter 
of 2004.  To ensure added price stability, OPEC re-
sponded to market conditions by agreeing, in March, to 
raise its daily crude oil production ceiling by 1.9% to 27.5 
million barrels.  Actual production, however, remained 
significantly above the ceiling.  For precious metals, more 
buoyant equity market conditions diminished the attrac-
tiveness of investments in gold, as the price decreased 
by 2.3% to $428.35 per ounce for the quarter. Con-
versely, the price of silver rose by4.3% to $7.11 per 
ounce.  

The monetary policy stance at most major central 
banks was unchanged during the first quarter, as policy 
makers still viewed higher non-oil inflation expectations 
as being consistent with medium range inflation targets.  
However, gradual tightening continued in the United 
States, with the Federal Reserve increasing its target 
funds rate and the discount rate twice, by a total of 50 
basis points, to 2.75% and 3.75% respectively.  At the 
Bank of England, the repurchase rate was maintained at 
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4.75%, and the European Central Bank held its refinanc-
ing rate steady at 2.00%.  In Japan, the official discount 
rate was also left unchanged but liquidity support contin-
ued to be provided for the financial markets. 

Although superior growth trends and rising interest 
contributed to some appreciation in the United States 
dollar during the quarter, the outlook for the currency 
remained weak, owing to the sizeable budget and trade 
deficits that are expected to persist over the medium-
term.  Nevertheless, in the first three months of the year, 
the dollar rose in value against the Swiss franc, by 4.3% 
to CHF0.77; against the Canadian dollar, by 0.7% to 
C$1.21; the Japanese yen, by 4.4% to ¥107.15; the 
British pound by 1.5% to £0.53 and the euro, by 4.6% to 
€0.77.   

Increased investor confidence buoyed the perform-
ance of major equity markets during the first quarter.  
Although the United States Dow Jones Industrial Index 
(DJIA) decreased by 2.6% to 10,503.8 points, the 
broader Standard & Poor’s 500 Index appreciated by 
5.8% to 1180.6 points.  In the United Kingdom, the FTSE 
100 Index rose by 1.6% to 4,894.4 points; Japan’s 

NIKKEI 225 Index, by 1.5% 11,669.0 points; France’s 
CAC-40 Index, by 6.5% to 4067.8 and Germany’s DAX 
Index by 2.2% to 4348.8 points.  

In the external sector, most major countries experi-
enced some deterioration in their respective current 
account balances during the first quarter.  With imports 
still paced ahead of exports, the United States’ trade 
deficit rose marginally, and maintained the current ac-
count deficit close to the seasonally adjusted $187.9 
billion recorded in the previous quarter.  Japan experi-
enced slower export growth, particularly vis-à-vis China, 
and a consequent reduction in the trade surplus, on a 
seasonally adjusted basis; however, the current account 
balance increased due to higher net income inflows.  
Softer net export growth and a reduction in the trade 
surplus contributed to a narrowing in the euro area 
current account surplus for the 12 months through Feb-
ruary 2004.  In the United Kingdom, the trade balance 
benefited from increased earnings on oil imports and, 
consequently, the current account deficit narrowed during 
the first quarter of 2005.. 
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STATISTICAL APPENDIX 

 

TABLE 1 FINANCIAL SURVEY 
TABLE 2 MONETARY SURVEY 
TABLE 3 CENTRAL BANK BALANCE SHEET 
TABLE 4 COMMERCIAL BANKS BALANCE SHEET 
TABLE 5 OTHER LOCAL FINANCIAL INSTITUTIONS BALANCE SHEET 
TABLE 6 PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS 
TABLE 7 MONEY SUPPLY 
TABLE 8 CONSUMER INSTALLMENT CREDIT 
TABLE 9 SELECTED INTEREST RATES 
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 (2004) 
 

INTODUCTION 
This report summarizes the results of the Central 

Bank’s 2004 survey on the gross economic contribution 
of the financial sector to The Bahamas.  The data series 
on the banking sector’s activities within the economy 
extends more than two decades into the past.  In 2001, 
the Central Bank began surveying other segments of the 
financial sector to draw more comprehensive conclusions 
about sector trends.  The quality of this information 
continues to improve, and the Bank expects to be able to 
consolidate this picture soon, particularly as regards the 
insurance sector, investment funds activities and credit 
unions.  More extensive work is still needed, however, to 
assess the contribution from the activities of corporate 
and financial services providers. 

The financial sector is the second most important pil-
lar of the Bahamian economy, contributing to approxi-
mately 15 to 20 percent of the gross domestic product 
(GDP).  The international sector, which represent a 
sizeable share of this total, is still undergoing a transfor-
mation, as it adjusts to regulatory reforms initiated in 
2000.  External economic trends have returned to a more 
favorable position for growth, but the policy environment 
is still adjusting. 

The financial sector’s contribution to the economy 
was moderately increased in 2004.  In the banking sec-
tor, the number of licensed operations continued to 
decline in adjustment to the new physical requirement 
policy for licensees; however, employment and expendi-
tures increased.  Expenditure contribution from credit 
unions and insurance companies also rose during the 
year, with a more stable outcome for employment.   While 
the business outlook was improved for investment fund 
management activities, operations outside of banks 
recorded some reduction in total employment and expen-
ditures, owing to the relocation of a major licensee out-
side of the jurisdiction. 

BANKING SECTOR 
Although licensing activity continued to adjust to the 

Central Bank’s physical presence policy, the banking 

sector's economic contribution increased during 2005.  
Under the Central Bank’s physical presence policy intro-
duced in 2001, all licensed operations were required to 
establish a physical presence in The Bahamas by end-
June 2004.  Other than exceptions outlined in the policy, 
most institutions had completed this process by the end 
of the year, including a further number of licensees which 
choose to close down their operations.  As a result, the 
number of banks and trust companies licensed to operate 
from or within The Bahamas stood lower at 266 com-
pared to 284 in 2003.  Licensed public banking and trust 
operations fell by 12 to 157 and restricted and non-active 
operations by 6 to 109.  The public licensees in the 
international sector comprised 38 euro-currency 
branches of foreign banks and trust companies and 95 
Bahamian incorporated institutions.  Of the remaining 24 
institutions, which represented domestic operations, there 
were  8 Authorized Dealers (mainly commercial banks), 
15 Authorized Agents (trust companies) and 1 active 
Authorized Agent and Dealer. Impacted both by closures 
and merged operations, the number of entities with 
established physical presence in The Bahamas stood at 
213 at end-2004, down from 216 at end-2003..  Some 47 
institutions continued under restricted management 
arrangements approved by Central Bank, and 6 were still 
in transition to comply  with the policy. 

The asset base of the international banking sector 
was stable, near $300 billion at end 2004.   Business 
generated from company registration and management 
increased, as evident from a disclosed 18,601 companies 
(mainly IBCs) under management, compared to 15,147 in 
2003 and 16,115 in 2002.   In the domestic sector, the 
more favourable business climate also supported in-
creased profitability, as the estimated net income of local 
banks rebounded by 36.6% during 2004, and the aver-
age return on assets ratio firmed to 2.71% from 2.14% in 
2003.  The institutions operated with a net domestic 
asset base of $6.4 billion. 
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EMPLOYMENT 
Employment conditions among banks and trust 

companies were more ameliorated during 2004.  The 
average annual employment growth of 0.4% during 1999-
2003 strengthened further by 113 (2.6%) to 4,366 per-
sons in 2004.  Total Bahamian staff recovered by 104 
(2.7%) to 4,092 in 2004, following a 239 (5.7%) reduction 
in 2003.  The gain in non-Bahamian staff of 9 (3.4%) to 
274 contrasted with a decrease of 18 (6.4%) expatriate 
jobs in 2003.  The  slightly firmer increase in the latter 
marginally boosted expatriates’ respective share of 
employment to 6.3% from 6.2% in 2003. 
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EXPENDITURE 
Employment growth, average salary gains and in-

creases in other operating and investment outlays 
boosted banks' total expenditures in the economy by 
16.5% to $463.1 million in 2004, outpacing the five years 
average annual uptrend through 2003 of 3.6%. 

Operations costs, which comprised a moderately 
decreased 92.5% of total expenditures, rose by $46.3 
million (12.1%) to $428.3 million, augmenting an esti-

mated 1.4% increase in 2003, and pacing ahead of the 
average yearly gain of 5.0% during 1999-2003.   

Given employment trends, banks’ total salary out-
lays rose by $12.6 million (6.4%) to $209.1 million in 
2004, recovering from a 3.1% decline in 2003.  Average 
annual compensation per employee also firmed, by 3.7% 
to $47,893, pacing marginally below the 4.7% average 
annual increase during 1999-2003.  Adjusted for inflation, 
the average real increase in salaries, since 1999, was 
pegged at 2.7% per annum.   For Bahamians, average 
annual pay was augmented by 3.9% to $43,760 during 
2004, relative to a 1.2% rise in 2003.  Average compen-
sation for expatriates rose by 1.9% to $109,620. 

 

Banks' Local Expenditure

0.0

50.0

100.0

150.0

200.0

250.0

300.0

350.0

400.0

450.0

500.0

2000 2001 2002 2003 2004

(B$M)

Salaries Govt Fees Capital Exp. Total Exp.

 
 
Non-staff administrative expenses in the banking 

sector increased by 18.6% to $197.8 million during 2004, 
continuing the previous year’s 7.1% advance and the five 
year average annual growth of 5.2% through 2003.  The 
sector’s contribution to Government revenue increased 
by $2.5 million (15.0%) to $18.9 million, partly extending 
a 6.0% increase in 2003, and was due to higher outlays 
for work permits, real property taxes, stamp duties and 
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license fees.   During 1999-2004, total direct revenue 
benefits to Government from the banking sector was 
estimated at approximately $100 million. 

Banks and trust companies also increased outlays 
on staff training by 5.6% to $2.5 million in 2004, restoring 
some of the estimated 19.0% reduction which occurred 
the previous year.  In addition to these direct outlays, 
emphasis on training in the financial sector is also re-
flected in institutions' support of tertiary level programmes 
at local institutions, and training provided by the Baha-
mas Institute of Financial Services.  These programmes 
also feature significant self-funded study, by persons 
already employed within or aspiring to careers in the 
financial sector. 

 

Banks' Expenditure Components
(% of Total)

Govt Fees
4.1%

Staff Training
0.5%

Capital Exp.
7.5%

Admin.
42.7%

Salaries
45.2%

 
 
In contrast to the previous two year's slowing, banks 

intensified their capital expenditure programmes in 2004, 
with investments elevated to $34.8 million from $15.4 
million in 2003, and $19.4 million in 2002.  Contributing to 
added support for the local construction sector, invest-
ments in new premises were boosted by 57% to $2.6 
million and renovation expenses rose by 59% to $6.6 
million.   

DOMESTIC VERSUS INTERNATIONAL BANKING 
It is also useful to analyze banks’ contributions 

separately, relative to activities in the domestic and 

international sectors.  While there is some overlap, 
because some institutions have local and international 
operations, the latter are distinguished by the more skill 
intensive private banking and investment functions 
undertaken, relative to the labor intensive, retail focus of 
domestic operations.   

 
 

Employment among domestic banks increased by 
60 (1.9%) to 3,252 during 2004.  With stronger job growth 
among international operations, this marginally reduced 
the local operations' share in total employment to 74.5% 
from 75.1% in 2003; albeit, maintaining it slightly above 
the estimated 74.2% employment share for the five years 
through 2003.  Bahamian employment in local operations 
rose by 59 (1.9%) to 3,208 and the number of expatri-
ates, by 1 to 44. Consequently, the ratio of Bahamians to 
non-Bahamians in domestic banks remained near 73:1 in 
2004. 

 
Employment: Domestic & Int'l Banks (2004)

Bah/Off
20.2%

Non-Bah/Off
5.3%

Non-Bah/Dom
1%

Bah/Dom
73.5%

 
Partly in response to staffing requirements of the 

physical presence guidelines, employment among inter-
national banks and trust companies recovered partially by 
53 (5.0%) to 1,114 vis-à-vis a 165 (13.5%) decline in 
2003 which was mainly due to closure and consolidation 
of some operations with physical presence.  The sector 
recorded growth in Bahamian positions of  5.4% to 884 
and non-Bahamian jobs of 3.6% to 230.  
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Influenced by investments, domestic banks’ gross 
expenditures recovered by 20.6% to $285.0 million during 
2004, and represented a moderately elevated share of 
the sector’s aggregate (61.5%).  Operating costs in-
creased by 14.5% to $257.2 million, with salaries, the 
largest component (51.5%), advancing by 2.7%.  The 
Government benefited from a 12.9% hike in direct re-
ceipts, while non-staff administrative expenses firmed by 
7.7%.   Capital outlays rose significantly to $27.9 million 
from $11.8 million the previous year. This was partly 
attributed to land purchases, following a two year ab-
sence of spending on this area; a sizeable hike in in-
vestments in office equipment and boosted construction 
outlays on renovation of premises. 

Total expenditures attributed to international opera-
tions continued to rebound, increasing by 10.6% to 
$178.1 million, and outpacing the 6.3% average annual 
increase for 1999-2003.  Operational costs rose by 8.6% 
to $171.1 million (96.1% of the total), inclusive of a 13.3% 
rise in salaries and a 3.7% hike in non-staff administrative 
costs.  Also, international banks’ capital expenditure 
nearly doubled to $7.0 million, representing marked 
increases in spending on renovations, new premises and 
fixed assets.  

In comparison to the domestic banks, the higher 
skills content of international operations continued to be 
rewarded with above average salaries.  Average pay in 
international operations rose by 7.9% to $68,840, outpac-
ing the domestic sector’s average gain of 0.9% to 
$40,723 per annum.  The premium on average earnings 
per employee in international operations consequently 
firmed to 69.0% from 58.0% in 2003. 

 

OTHER FINANCIAL SECTOR ACTIVITIES 
Table C summarizes selected information on other 

financial sector activities, including some results from the 
Central Bank’s expenditure and employment survey for 
2004. 

CREDIT UNIONS 
The Department of Cooperative Development re-

ported that the number of registered credit unions re-
mained at 19 during 2004.  Total assets of these coop-

eratives increased by 13.4% to $170.2 million, 86.1% of 
which was shared among the five largest unions, which 
had memberships drawn from the hotel and public sec-
tors.   

Based on the Central Bank’s survey, credit unions 
employed an approximately stable 105 persons in 2004.  
Following increased investments in land, which resulted 
in a more than three-fold boost in capital spending, 
estimated expenditures among credit unions rose by 
31.3% to $8.0 million in 2004. Operational expenses 
were extended by 6.9% to $5.8 million, with salaries, 
which accounted for 49.8% of these outlays, higher by 
24.4%.  In this regard, the cooperatives utilized more full-
time resources, which elevated the average annual salary 
expense per employee to $27,602 from $22,394 in 2003.  
Although this remained lower than the average estimate 
among other financial institutions, indications are that 
credit unions continue to operate, nevertheless, with 
competitive pay scales, and use a significant number of 
part-time resources. 

INSURANCE COMPANIES 
Information from the Office of Registrar of Insurance 

Companies reveals that the number of licensed insurance 
companies, brokers, agents and managers rose by 8 to 
161 in 2004.  The number of external insurers rose by 3 
to 29, while locally licensed operations increased by 5 to 
132.  It is projected that total assets of the domestic 
sector trended above the $870.0 million estimated at 
end-2003, indicating further expansion within the sector, 
when compared to $740.7 million in 2002.  Life and 
health insurance companies' balance sheets accounted 
for two thirds of this total.  

Indications are that there was a moderate increase 
in total expenditures and employment, with average 
salaries estimated 3.1% higher at $42,120.  As regard 
employment and cost structure, the average share of 
insurance sector jobs held by Bahamians remained near 
98.0%, while operating outlays approximated 94.6% of 
total expenditures as compared to 96.9% in 2003. 

The domestic insurance sector continued its ongo-
ing consolidation activities, with the Government approv-
ing Colina Insurance Company Limited’s application to 
purchase the operations of Imperial Life Financial, a 
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branch of the Desjardins Financial Security Life Assur-
ance Company of Canada. This decision was made 
following an extensive review by a committee of financial 
services regulators, including the Office of the Registrar 
of Insurance Companies, the Central Bank, the Securities 
Commission and the Ministry of Finance.  

SECURITIES INDUSTRY 
The Securities Commission reported an increase in 

the number of active investment (mutual) funds operating 
from or within The Bahamas, to 838 in 2004 from 721 in 
2003.  The corresponding value of assets under man-
agement rose to an estimated $163.4 billion from $107.4 
billion in 2003.  The Central Bank’s survey obtained 
results from 17 of the 24 of the investment fund adminis-
trators which operate on a physical basis in The Baha-
mas, outside of licensed banks and trust companies.  

Total employment and expenditures were negatively 
impacted by the relocation of one of these administrators 
outside of The Bahamas.  For the sub-sector, average 
compensations remained the highest in The Bahamas; 
however, a reduction in the share of non-bahamians 
employed softened average salaries by an estimated 
4.6% to approximately $57,099 the n 2004.  Salaries and 
other operating expenses accounted for 96.8% of the 
total costs incurred by the surveyed firms, with the re-
mainder expensed on investments. 

CAPITAL MARKETS 
During 2004, the domestic capital market registered 

increased activities, as the pickup in the economy stimu-
lated higher trading volumes and values on local equities.  
Partly influenced by the Government's divestment of 
holdings in Cable Bahamas, The Bahamas International 
Securities Exchange (BISX) witnessed a doubling of its 
trading volume, to 8.0 million shares, with share values 
higher at $24.3 million compared to $7.5 million in 2003.  
The BISX All Price Share Index rebounded strongly by 
19.7% to 1034.9 points, following a 2.0% decline in 2003. 
Continuing this recovery trend, the Fidelity Capital Market 
Limited’s Index (Findex), that captures over-the-counter 
trading, recovered by 14.9%, following a tappered decline 
of 0.6% in 2003.  

New private capital activity was highlighted by the 
July 2004 offering of Bahamian dollar depository receipts 
by Kerzner International Limited (KZL), which raised $4.3 
million, against shares of KZL listed on the New York 
Stock Exchange (NYSE). A total of ten BDRS was issued 
for each KZL share, with pricing fixed against the closing 
value of the shares for the previous day on the NYSE.  
The number of publicly traded companies on BISX in-
creased to 19, with the addition of the Bank of The Ba-
hamas, which previously traded over-the-counter, and the 
KZL BDRS. Consequently, total market capitalization was 
boosted by 17.2% to $1.9 billion. 

RECENT REGULATORY DEVELOPMENTS IN THE 
FINANCIAL SECTOR 

 
There were no major regulatory developments dur-

ing 2004, as compared to the 2003 when amendments to 
the legal framework for combating money laundering 
were introduced, and more legislation was adopted for 
the investment funds industry.  In the banking sector, 
progress continued on the introduction of regulatory 
guidelines to extend the effectiveness of the new legisla-
tion introduced since 2000, and with the Central Bank's 
oversight of the transition of managed banking and trust 
operations to physical presence.   

While domestic regulators continued to coordinate 
their responses to requests for assistance from foreign 
supervisory authorities, the Central Bank provided direct 
assistance in 28 cases originating from 19 foreign au-
thorities.  The Bank advanced negotiations and formal-
ized additional Memorandums of Understandings (MOUs) 
with several foreign authorities to facilitate future coop-
eration in supervisory issues, continued to monitor inter-
national policy developments of importance to the finan-
cial sector, and represent The Bahamas in several impor-
tant forums addressing such issues. 

CONCLUSION 
 
The outlook for financial services remains positive, 

providing ongoing opportunities for income and employ-
ment growth.  The potential to extract increased benefits 
remains concentrated in the international sector.  To-
wards this end, The Bahamas will continue to be chal-
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lenged to respond effectively to policy developments 
originating in the major industrial economies that could 
affect the sector's viability.  From an economic perspec-
tive, the improved global outlook and more stable finan-
cial markets already provide a stronger basis for business 
growth.  However, continued innovations in product 
development, an effective regulatory framework and 
further strengthening of human resources and other 
domestic supports are also vital to ensuring that The 
Bahamas maintains a competitive global edge.  

Meanwhile, ongoing developments in the domestic 
sector are also expected to have more positive long term 
impact on the economy.  In particular, the sector is being 
positioned for efficient intermediation of local savings via 
deepening of the capital markets and modernization of 
the payments system.  When viewed in the context of 
steady tourism and foreign investment activity, these 
trends suggest a stable outlook for employment and 
other opportunities in the domestic financial sector. 

 

41


