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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Preliminary indicators suggest that the Bahamian
economy continued to expand during the fourth quarter of
2004, as intensification in construction output, partly
fuelled by re-insurance inflows, compensated for the
capacity constrained decrease in tourism expenditures.
Although price trends firmed incrementally, significant
moderation was evident in the annual inflation rate. In
the fiscal sector, the provisional budget deficit was rela-
tively stable in comparison to the same quarter of the
previous fiscal year, signaling broad seasonal recovery in
revenue collections that were adversely impacted by
Hurricanes Frances and Jeanne in the previous quarter.
Financial sector trends featured a robust buildup of the
system’s net foreign assets and liquidity, amid expansion
in the monetary aggregates, in contrast to a decrease in
domestic credit. Conditions influenced broad softening in
lending rates and some narrowing in average interest
spreads on new loans and deposits. On the external
side, sizeable reinsurance inflows reduced the deficit on
the estimated current account balance, while net private
capital and financial flows continued at a significantly
strengthened pace.

Robust foreign currency inflows combined with a re-
duction in Government liabilities to banks boosted net
free cash balances by 73.5% to $271.6 million during the
quarter—equivalent to an increased 6.5% of the system’s
Bahamian dollar deposits, compared to 3.4% in 2003.
Surplus liquid assets also expanded by 19.6% to $232.8
million, and represented an enlarged 34.4% of the statu-
tory minimum, compared to 25.5% in 2003. As regard
interest rates, competitive credit conditions influenced a
47 basis point decrease in banks’ weighted average loan
rate to 10.84%. The weighted average deposit rate
firmed by 7 basis points to 3.75%, resulting in a 54 basis
point narrowing in the estimated interest rate spread to
7.09%. The 90-day Treasury bill rate also declined by 71
basis points to 0.25%, while base rates—commercial

banks’ Prime and the Central Bank's Discount Rate—
were unchanged at 6.00% and 5.75%, respectively.

Despite strong support from foreign currency inflows,
non-bank participation in the Government's bond issue
and financing of public corporations’ investment in treas-
ury bills contributed to a slow-down in money supply (M3)
growth to 0.5% from 1.2% in the fourth quarter of 2003,
placing the stock at $4.4 billion vis-a-vis $4.0 billion in
2003. Demand deposits contracted by 0.3%, following
last year's 2.2% increase, while placements by busi-
nesses and private individuals elevated savings and fixed
deposits growth to 3.4% and 1.2%, from 0.7% each in
2003. The increase in currency in active circulation
firmed slightly to 6.9%, however, residents’ foreign cur-
rency deposits fell by $39.6 million (29.0%), reversing the
third quarter 2004 gain. Fixed deposits remained the
largest component (54.5%) of the money stock, followed
by demand deposits (21.7%) and savings (17.6%).

After the year-earlier increase of 4.5%, domestic
credit contracted by 0.6% in the fourth quarter, placing
the stock at $5.23 billion. Mainly reflecting the public
sector's net repayment, the Bahamian dollar component
contracted by 0.4% compared to last year's 1.6% expan-
sion, and foreign currency credit by 1.9%, from a 28.7%
increase in 2003. Net claims on Government decreased
by 12.6%, reversing an advance of 4.0% in 2003, which
reflected non-bank proceeds from the $100 million bond
issue and a shift in Treasury bill holdings towards public
corporations. Claims on the public corporations also fell
by 0.9%, following a 65.3% rise last year when the corpo-
rations refinanced $125 million in external multilateral
debt. Private sector credit growth steadied at $52.2
million (1.2%), with accelerated increases in residential
mortgages (3.5%) and consumer credit (1.7%), but
slightly reduced claims for the other components.

Preliminary estimates reveal that the deficit on the
Government's operation was marginally higher at $34.6
million during the second quarter of FY2004/05 from to
$33.5 million in the same period in FY2003/04. Benefit-
ing from broadly favorable economic conditions, total



revenues grew by 9.9%, inclusive of a 9.9% increase in
tax receipts to $241.6 million and a 9.7% rise in non-tax
revenue to $12.4 million. Total expenditure also rose by
9.1% to $288.8 million, with a 1.9% hike in current spend-
ing and more than doubled capital investments, as op-
posed to a 4.2% decrease in net lending to public enter-
prises. On the financing side, the Government borrowed
$101.8 million, mainly in domestic currency, and repaid
$26.1 million, mostly towards Bahamian dollar debt. As a
result, the Direct Charge on Government increased by
$75.6 million (3.7%) to $2.1 billion. After a 1.2% drop in
Government’s contingent liabilities, the National Debt
rose by $70.6 million (2.9%) to $2.5 billion, culminating in
a 5.1% increase for 2004.

Indications are that tourism output decreased in the
fourth quarter, as visitor capacity was constrained by
property and infrastructure damages, on which repairs
commenced in Grand Bahama and the Family Islands.
After gaining 9.9% in 2003, total visitor arrivals fell by
1.5% to 1.1 million in the final quarter. The year’s results
were still upbeat, however, with a further 8.9% growth in
arrivals vis-a-vis 4.3% in 2003. For the quarter, air
arrivals fell by 9.7%, while sea arrivals recorded a small
increase of 1.7%—both following respective advances of
5.4% and 11.7% in the corresponding quarter of 2003.
Not significantly affected by the hurricanes, New Provi-
dence, with two-thirds of all visitors, experienced robust
visitor growth of 14.5%, supported by gains in both the air
(4.0%) and sea (19.5%) components. The Grand Ba-
hama market, responsible for 10.0% of the quarter's
arrivals, recorded a contraction of 26.7%, encompassing
a sharp decrease in air arrivals (54.8%) and a moderate
falloff in sea traffic (4.6%). In the Family Islands, arrivals
contracted by 21.9%, reflecting modest softening in air
arrivals (6.4%) and a sharp decrease in sea traffic
(24.1%).

When compared to the same period the previous
year, construction sector output gained further momen-
tum during the fourth quarter, as hurricane rebuilding
efforts intensified and residential mortgage lending
strengthened. A continuation of these trends is expected
to sustain stimulus to the sector in the short- and medium
terms, augmented by foreign investment activities.
Although only partially financing building activities,

residential mortgage disbursements by local banks,
insurance companies and the Bahamas Mortgage Corpo-
ration increased by 7.7% to $85.6 million during the fourth
quarter. Commercial disbursements also rose by 21.4%
to $5.1 million. Regarding forward looking indicators, the
value of mortgage commitments for new housing con-
struction and repairs more than doubled to $44.6 million,
overshadowing a softening in commercial loan approvals
to $1.5 million from $5.5 million in 2003. Financing
conditions for borrowers remained favourable, as evident
from the approximately stable average interest rate of
9.6% for commercial mortgages, and the 20 basis points
softening in residential mortgage rates to 8.8%.

Consumer price inflation, based on quarterly varia-
tions in the average Retail Price Index, rose to 0.6% in
the final quarter of 2004 from 0.2% in the corresponding
period last year. Despite a decline in the most heavily
weighted housing component, a larger advance was
recorded in average costs for medical care & health,
along with an upturn in the quarterly indexes for transport
& communications and clothing & footwear items. The
annual inflation rate through December eased broadly to
0.9% from 3.0% in 2003, owing to tempered increases in
medical care & health, and furniture & household costs,
alongside a reduction in average costs for housing,
recreation & entertainment services and ‘other’ goods &
services, which all trended upwards at a faster pace in
2003.

In the external sector, the current account deficit nar-
rowed sharply to an estimated $20.7 million from $157.5
million in the same period in 2003. An escalation in the
oil bill increased the merchandise trade deficit by 6.0% to
$341.3 million. Despite an 18.7% drop in net travel
receipts, the services account surplus expanded to an
estimated $393.3 million from $200.9 million, largely
owing to the $179.4 million in net insurance inflows from
a more normal seasonal outflow of $28.4 million last year.
Net income outflows also decreased by 23.2% to $35.7
million while current transfer receipts firmed to $14.1
million from $10.1 million.

Estimated transactions on the capital and financial
account registered an enlarged surplus of $107.5 million
compared to $46.2 million in the fourth quarter of 2003.
Leading this result was a more than doubling in net



private capital inflows, mainly in tourism and infrastruc-
ture developments. Net private equity inflows were
boosted to $68.5 million from $24.6 million and net loan
financing extended to $69.2 million from $22.1 million.
These more than offset net outflows under real estate
transactions of $6.4 million, following an inflow of $15.3
million in the previous year. In the absence of any signifi-
cant net external debt refinancing, the public sector debt
repayments stood at $1.0 million compared with $123.0
million last year. The banking sector recorded a short-
term capital outflow of $4.0 million as opposed to the
$119.6 million net receipt in 2003, which supported the
public sector’s refinancing activity.

FiscAL OPERATIONS

Preliminary estimates on the Government’s budget-
ary operations for the second quarter of FY2004/05
indicated some stabilization, following the previous quar-
ter setback from the September hurricanes, with a result-
ing deficit of $34.6 million compared to $33.5 million in
the year-earlier period. Alongside strengthened revenue
growth of 9.9% to $254.2 million, total expenditure in-
creased by 9.1% to $288.8 million. The hurricanes’
impact was still evident in the position for the first six
months of the Fiscal Year, through December, with a
larger deficit of $83.8 million relative to $53.1 million in
FY2003/04. Cumulative revenues of $465.0 million
represented 44.2% of projected collections for the year,
while outlays of $548.9 million approximated 45.2% of
approved allocations.

REVENUE

Compared to the year-earlier quarter, tax receipts
grew by 9.9% to $241.6 million, representing 95.1% of
total revenue. Underlying this outcome was a 54.6%
improvement in selected taxes on tourism, including a
46.6% increase in hotel occupancy taxes to $3.1 million
and nearly doubled gaming taxes of $1.3 million. In
addition, property tax receipts strengthened by 52.9% to
$25.5 million and stamp taxes on local financial and other
transactions, by 43.8% to $37.3 million, amid a pickup in
economic activity. Gains were also recorded for business
and professional license fees of 16.2% to $7.9 million;

motor vehicle taxes, 6.9% to $3.4 million and departure
taxes, 2.6% to $13.6 million. Conversely, the largest
revenue component, taxes on international trade and
transactions, decreased by 17.0%, reflecting declines in
import duties (16.5% to $78.2 million), stamp taxes on
imports (13.3% to $20.4 million) and export taxes (65.3%
to $1.3 million). However, these were offset by “other”
non-disaggregated taxes which, reflecting broad revenue
trends, rose by $19.1 million (60.6%) to $50.7 million.

Revenue from non-tax sources, which constituted the
remaining 4.9% of receipts, increased by 9.7% to $12.4
million. Collections from fines, forfeiture and administra-
tive fees rose by 8.7% to $10.9 million, while income from
public enterprises and other sources grew marginally to
$1.5 million.

Government Revenue By Source
October - December

FY 03/04p FY 04/05p

BSM %  BM %
Property tax 16.7 7.2 255 10.0
Selective Services tax 2.8 12 44 17
Bus. & Prof. Lic. Fees 6.8 2.9 8.0 31
Motor Vehicle tax 3.2 14 34 13
Departure tax 133 5.8 13.7 54
Import duties 93.7 40.5 78.2 30.8
Stamp tax from imports 235 10.2 20.4 8.0
Export tax 3.7 1.6 13 0.5
Stamp tax from exports - - 0.1 -
Other stamp duty 26.0 11.2 374 147
Other Tax revenue 316 13.7 50.8 20.0
Fines, forfeits. etc. 10.0 43 10.9 43
Sale of Govt. Property 0.1 0.0 0.1 -
Income 12 0.5 15 0.6
Other non-tax rev. - - - -
Capital Revenue - - 0.2 0.1
Grants - - - -
Less: Refunds 14 0.6 1.7 0.7
Total 2312 100.0 254.2 100.0




EXPENDITURE

In expenditure trends, indications are that recurrent
spending, which accounted for 84.7% of the total, rose by
1.9% to an estimated $244.5 million; capital outlays, at
12.4% of the total, more than doubled to $35.8 million,
while net lending to public corporations decreased by
2.9% to $8.4 million.

By economic classification, current expenditure
growth was influenced by a 5.8% rise in transfer pay-
ments to $89.8 million. In particular, interest payments
on Government debt rose by 10.1% to $31.4 million,
concentrated in rate related hikes in costs on foreign
currency obligations to $8.6 million from $6.3 million.
Others transfers rose by 3.7% to $58.7 million, including
higher subsides to quasi-autonomous agencies, which
absorbed more than half of this total. However, Govern-
ment consumption outlays fell by 0.2%, as the 5.7%
contraction in purchases of goods and services to $41.5
million, offset the 1.9% growth in personal emoluments to
$113.2 million.

Fiscal Operations
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On a functional basis, quarterly spending on general
public services, which accounted for 27.3% of recurrent
outlays, increased by 2.9% to $66.7 million. Outlays on
defense also rose by 3.7% to $7.8 million and on health,
by 6.9% to $43.2 million. Disbursements for social bene-
fits, housing and other community services grew by a
combined 3.3% to $19.0 million. However, expenditure
on education and economic services declined by 0.4%
and 11.2% to $47.7 million and $28.7 million, respec-
tively.

Growth in capital expenditures was highlighted by the
boost in investments under general public services, to
$22.5 million from $3.1 million, mainly due to the acquisi-
tion of land for eventual transfer to the Clifton Cay Heri-
tage Foundation. Also noteworthy were higher invest-
ments in health, of $2.7 million compared to $0.9 million
last year, and an incremental boost in defense spending
to $0.5 million from $0.3 million. Conversely, outlays
under economic services contracted by 13.5% to $6.5
million, as a result of a slowdown in infrastructure devel-
opments, and capital spending on education fell by 1.9%
to $3.5 million.

FINANCING AND NATIONAL DEBT

Budgetary financing during the second quarter of
FY2004/05 included a $100.0 million domestic bond issue
and a $1.8 million drawdown in external loans. Sched-
uled amortization covered $25.0 million of Bahamian
dollar debt and $1.1 million in foreign currency. As a
result, the Direct Charge on Government rose by 3.7%
($75.7 million) to $2,101.0 million, compared to an in-
crease of $9.8 million (0.5%) in the second quarter of the
previous fiscal year. For Bahamian dollar denominated
debt, which represented 86.3% of the total, the majority
was held by public corporations (39.5%), followed by
other private and institutional investors (28.4%), domestic
banks (23.8%) and the Central Bank (8.2%). Registered
Stocks were the largest component of the Bahamian
dollar debt (85.6%), with an average term to maturity of
11 years. The remainder consisted of Treasury bills
(9.9%), Central Bank advances (3.9%) and loans from
domestic bank loans (0.6%). The Direct Charge, however
excludes short-term advances from domestic banks,
which decreased by $44.6 million to $39.1 million during
the period.



Government’s contingent liabilities decreased during
the quarter, by 1.2% to $421.6 million, capping the in-
crease in the National Debt at 2.9% to $2,552.6 million,
as opposed to smaller quarterly advance of $44.4 million
(1.9%) in 2003. On a calendar year basis, growth in the
National debt moderated to $122.3 million (5.1%) from a
larger increase of $194.3 million (8.8%) in 2003.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

Provisional estimates indicated that the public sec-
tor's foreign currency debt declined by 1.6% to $558.7
million during the fourth quarter of 2004, in comparison to
an increase of 1.5% during the same quarter of 2003.
Principal repayments of $11.0 million outweighed new
drawing of $1.8 million. The Government's transactions
resulted in a net drawing of $0.7 million and the public
corporations, a net repayment of $9.9 million. Govern-
ment was directly responsible for $287.7 million (51.5%)
of the outstanding debt and public corporations, the
remaining $271.1 million (48.5%).

Private capital markets held the largest share of the
foreign currency debt (40.3%), followed by commercial
banks (40.2%), multilateral institutions and other creditors
(19.5%). In terms of currency composition, more than
95% of the debt was denominated in United States
dollars, with an average maturity in excess of 14 years.

On the basis of comparisons adjusted for the $125
million in debt refinancing which occurred in 2003, foreign
currency debt servicing decreased to $22.0 million from
$26.4 million in 2003. Of this amount, $11.0 million
represented interest expenses, as opposed to $9.5
million in 2003. These trends and rising foreign currency
inflows resulted in a decrease in the ratio of debt service
to estimated exports of goods and non-factor services, to
2.8% from 3.6% last year. The ratio of Government's
foreign currency debt service to total revenue also sof-
tened, to 3.8% from 5.5%.

REAL SECTOR

TOURISM

Despite evidence of some recovery in the monthly
seasonal trends for October-December, the infrastructure

and facilities damaged by hurricanes Frances and
Jeanne, constrained fourth quarter visitor arrivals to
Grand Bahama and the Family Islands and resulted in a
decline in the sector's earnings during the period. With
steady progress in facilities repair, most of the sector's
capacity is expected to be restored by the end of the first
quarter of 2005. Nevertheless, the visitor contraction in
Grand Bahama and the Family Islands had a lesser
proportional impact on the sectors’ total earnings, since
the growth recorded in New Providence captured higher
average spending per visitor.

Visitor Arrivals
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Fourth quarter visitor arrivals decreased by 1.5% to
an estimated 1.11 million, in contrast to an increase of
9.9% in 2003. This reflected a 9.7% downturn in air
arrivals to 0.28 million, and a weakened 1.7% uptrend in
sea visitors to 0.83 million.

According to port of entry information, New Provi-
dence accounted for 67.3% of total visitors, with growth
of 14.5% inclusive of air arrivals gains of 4.0% and a
19.5% advance in sea traffic. Grand Bahama, which was



most directly impacted by the two hurricanes, welcomed
26.7% fewer arrivals, with declines recorded in both air
and sea arrivals of 54.8% and 4.6%, respectively. The
Family Islands experienced a 21.9% falloff in arrivals, as
sea visitors (85.5% of the total) decreased by 24.1% and
air traffic weakened by 6.4%.

As to the outlook, industry trends are expected to be
fully recovered from the hurricanes by the end of the first
quarter of 2005, with more balanced participation resum-
ing for the three major destinations. Healthy prospects
for the US economy and the depreciated value of the
dollar both favor more demand strengthening in the short
and medium terms. The stopover sector, meanwhile,
also continues to attract new investments in capacity
expansion throughout the Islands, supported by improved
prospects for increased airline lifts.

CONSTRUCTION

The onset of hurricane repairs and increased resi-
dential mortgage lending reinforced construction activity
during the fourth quarter. The stimulus from repair activi-
ties is expected to last through most of 2005, with mort-
gage financing steadied and augmented by robust foreign
investment inflows.

Although inclusive of equity loans, which do not in-
volve building activities, total mortgage disbursements by
banks, insurance companies, and the Bahamas Mortgage
Corporation for residential financing increased by 14.4%
to $85.6 million, relative to the same quarter last year. A
less important stimulus, commercial loan disbursements,
also rose by 37.8% to $5.1 million.

Signaling a robust short-term outlook, fourth quarter
mortgage commitments for new construction and repairs
on residential and commercial structures increased by
35.1% to 423 units, valued at $46.1 million, as compared
to 313 units at $26.9 million in 2003. Residential loan
approvals accounted for 98.8% of commitments, with an
increased value of $44.6 million, compared to $21.4
million for the same quarter last year—the majority
(72.4%) of which was earmarked for new construction
projects. Loan approvals for local commercial projects
remained weak, however, with 10 commitments recorded
during the quarter valued at $3.9 million, as compared to
39 at $5.8 million in 2003.

The importance of mortgage stimulus during 2004
was also evident in firmer annual growth in outstanding
residential claims, of $183.3 million (12.1%) to $1,695.8
million at end-December, compared to an increase of
$157.5 million (11.6%) in 2003. Outstanding commercial
mortgages were approximately unchanged at $162.6
million.

Financing conditions remained favourable, as the
quarterly average interest rate for commercial borrowing
was unchanged at 9.6%, but 20 basis points lower at
8.8% for residential mortgages.

Mortgage Comittments:
New Construction and Repairs

450 50

400 } * 145
350 40

300 | %2
o} / 30 &
8 250 |— — @
g 25 o
Z 200 | — 1 =
>
150 — — 15
100 +— — 10
50 | .

QIV-03 QI-04 QII-04 QIllI-04 QIV-04

I Num —&—\/alue |

PRICES

Inflation, as measured by the quarterly change in the
average Retail Price Index, firmed to 0.6% during the
fourth quarter, from 0.2% in the same period last year.
Larger average cost increases in medical care & health
(2.9%) and food & beverages (1.2%) items were accom-
panied by costs upturn for clothing & footwear (0.3%) and
transport and communication (1.3%). Also noteworthy
was the steady rise in recreation & entertainment ser-
vices costs (2.0%), as opposed to a smaller increase for
education (0.7%) and a decrease in average housing
costs (0.2%).



Average Retail Price Index
(Annual % Change)
December
2003 2004
ltems Weight Index % Index %
Food & Beverages 138.3 11346 053 11681 295
Clothing & Footwear 58.9 107.54 -0.06 107.89 0.32
Housing 3282 10364 074 10350 -0.13
Furn. & Household 88.7 11869 3.85 119.15 0.39
Med. Care & Health 441 12326 9.80 13158 6.75
Trans. & Comm. 148.4 106.03 1.82 10813 1.9
Rec., Enter. & Svcs. 48.7 126.64  9.81 12228 -3.44
Education 53.1 16247 1.08 16513 1.64
Other Goods & Svcs. 91.6 122.96 12.04 12233 -0.51
ALL ITEMS 1000 11380 3.00 114.83 0.90

For the twelve months ending December 2004, aver-
age inflation softened to 0.9% from 3.0% in 2003. De-
clines in average costs for the most heavily weighed
housing component (0.1%), recreation & entertainment
services (3.4%) and “other” goods and services (0.5%),
followed more accelerated gains in 2003. The average
price increase moderated for furniture & household items
(0.4%) and medical care & health (6.8%), in contrast with
more firming for education (1.6%) and food & beverages
(3.0%), and an upturn in clothing and footwear (0.3%)
costs.

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

During the fourth quarter of 2004, monetary and
credit aggregates featured a contraction in domestic
credit, in contrast to an expansion in the money supply,
that was partly supported by significant re-insurance
inflows. As a consequence, both the system’s net foreign
assets and liquidity were appreciably improved. Underly-
ing the contraction in domestic credit was a decline in net
Bahamian dollar claims on Government and the rest of
the public sector, relative to nearly stable growth in
private sector credit. Meanwhile, competitive private
sector credit activity influenced some softening in the
average interest rates on loans, in contrast to firming in

average deposit rates, with a consequent narrowing in
the loan-to-deposit rate spread.

As regards earnings indicators, data for the third
quarter of 2004, the latest available period, revealed
continued recovery in bank profitability, linked to an
increase in the net interest margin and moderated levels
of non-cash expenses. Asset quality indicators, which
improved steadily, also strengthened on a 12-month
basis, as evidenced by a reduced proportion of loans in
arrears in banks’ portfolios.

LIQuIDITY

Private sector foreign currency inflows and a shift in
Treasury bill holdings outside of banks, figured impor-
tantly in the $115.0 million (73.5%) boost in free cash
balances of the banking system to $271.6 million. This
contrasted with the 7.2% decline to $128.9 million over
the same period in 2003, and was equivalent to a larger
6.5% of Bahamian dollar deposit liabilities, up from 3.4%.
These resources, which accumulated in balances with the
Central Bank, also represented a sizeable share of
surplus liquid assets, which rose by 19.6% to $232.8
million and exceeded the required statutory minimum by
a more robust 34.4%, compared to 25.5% the previous
year.

DEPOSITS AND MONEY

During the fourth quarter, money supply growth (M3)
slowed to 0.5% from 1.2% in the comparative 2003
period, largely reflecting increased investments by public
corporations in Government securities.

Narrow money (M1) growth decreased to 0.8% from
2.9% in the corresponding period last year. Despite a
healthy buildup in business balances, demand deposit
contracted by 0.3% relative to a 2.2% increase in the
previous year, mainly on account of reduced public
corporation balances. Conversely, the rise in currency in
active circulation strengthened incrementally to 6.9%
from 6.2%. Growth in broad money (M2) firmed to 1.5%
from 1.2% as accretions to savings balances, held mainly
by private individuals, were higher at 3.4% from 0.7%.
The buildup in fixed deposits advanced to 1.2% from
0.7%, amid increased private and business placements.



Liquidity
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The banking system’s net claims on the public sector
decreased by 8.4%, from a 23.4% expansion last year. A
reduction in Treasury bill holdings alongside higher
expansion in Government's deposits contributed to a
$78.9 million (12.6%) decrease in net credit to Govern-
ment compared to the year-earlier advance of $19.3
million (4.0%). Less significant was the $3.0 million
(0.9%) decline in claims on the public corporations, which
had broadened by $147.3 million (65.3%) in 2003 as a
result of the refinancing of $120.0 million in external
multilateral debt during the fourth quarter of 2003.

Residents’ foreign currency deposits contracted by
$39.6 million (29.0%), reversing inflows posted during the
previous quarter. Consequently, the increase in overall
money was pegged lower at $23.2 million to $4,421.5
million, compared with the year-earlier expansion of
$47.4 million to $4,003.3 million.

On a proportional basis, Bahamian dollar fixed de-
posits represented the largest share of the money stock
(54.5%), followed by demand deposits (21.7%) and
savings (17.6%), with smaller shares for currency in
active circulation (4.0%) and residents’ foreign currency
deposits (2.2%).

DoMESTIC CREDIT

In the context of the banking sector’s reduced hold-
ings of Government debt, domestic credit contracted by
$29.7 million (0.6%) during the quarter, following growth
of $215.7 million (4.5%) during the same period last year.
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Private sector credit growth steadied at $52.2 million
(1.2%), relative to $49.1 million (1.2%) in 2003. How-
ever, this featured a nearly doubled expansion in the
Bahamian dollar portion, at $58.1 million (1.5%), which
outweighed a downturn in foreign currency claims of $5.9
million (1.5%), following an advance of $12.3 million
(3.1%) in 2003. On a sectoral basis, personal loans,
which comprised the largest share (71.9%) of private
sector credit, rose more than threefold by $ 65.9 million



(2.2%). Of this amount, net residential mortgage lending
firmed to $50.8 million (3.5%) from $34.2 million (2.7%),
and consumer credit rebounded by $25.0 million (1.7%),
from a decline of $22.6 million (1.6%) in 2003. Con-
versely, personal overdraft balances decreased by $14.7
million (20.7%), to reverse last years' increase of $11.5
million (29.0%).

Distribution of Bank Credit By Sector
End-December

2003 2004

B$M % B$M %
Agriculture 10.6 0.2 9.1 0.2
Fisheries 14.9 0.3 12.3 0.2
Mining & Quarry 16.7 0.3 17.7 0.4
Manufacturing 59.6 13 55.1 1.2
Distribution 2237 5.0 205.9 4.4
Tourism 218.8 49 189.0 4.0
Enter. & Catering 345 0.8 44.3 0.9
Transport 32.0 0.7 33.7 0.7
Public Corps. 347.0 7.7 3135 6.7
Construction 271.6 6.2 248.8 5.3
Government 74.5 1.7 78.2 1.7
Private Financial 28.9 0.6 20.2 04
Prof. & Other Ser. 129.4 29 115.8 25
Personal 2809.4 62.4 3094.6 65.9
Miscellaneous 218.7 49 259.9 55
TOTAL 4,496.3 100.0 4698.1  100.0

Accelerated personal lending, in the context of stable
aggregate trends, corresponded to reduced outstanding
claims on other private sector borrowing activities. Larger
net repayments were recorded for fisheries ($6.6 million),
transport ($7.0 million) and manufacturing ($3.7 million),
with a downturn in net lending for miscellaneous pur-
poses ($24.2 million) and construction ($2.1 million).
Private financial institutions recorded a smaller net re-
payment ($8.6 million) while net lending for distribution
was lessened ($5.1 million), in contrast to an upturn in net
flows for tourism ($13.7 million) and expanded net lend-
ing for entertainment & catering ($8.3 million).

THE CENTRAL BANK

In a more moderate trend, the Central Bank's net
claims on Government advanced by $18.7 million
(15.2%) to $141.9 million during the review quarter,
reflecting a larger holding of bonds (30.9%) and a reduc-
tion in Government deposits (1.5%). The Bank’s net
deposit liabilities to the rest of the public sector declined
by 46.3% to $79.1 million. In the context of increased
liabilities to banks and the private sector, there was a
$58.7 million (9.6%) expansion in external reserves to
$667.8 million, contrasting with a decrease of $38.8
million (7.4%) to $484.1 million in 2003.
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At end-December 2004, the stock of reserves was
equivalent to an estimated 26.2 weeks of non-oil mer-
chandise imports, significantly improving on the 16.6
weeks averaged in 2003. Adjusted for the statutory
requirement to hold foreign balances equivalent to at
least 50% of the Bank’s Bahamian dollar liabilities, use-
able reserves, or the Central Bank’s liquidity, stood higher
at $300.3 million compared to $227.5 million in 2003.

In foreign currency transactions, which underlie the
growth in external balances, the Central Bank recorded a
net purchase of $48.0 million, reversing net sales of



$42.0 million in 2003. The net intake from commercial
banks was markedly higher at $94.7 million from $4.0
million in 2003, while outflows through the public sector
were nearly stable at $46.8 million. Despite weakness in
tourism receipts, private sector re-insurance inflows
augmented total foreign currency purchases, which
increased by $78.4 million (48.6%) to $239.7 million.
This compared to an $11.6 million (5.7%) falloff in total
sales to $191.7 million in 2003.

DOMESTIC BANKS

Profit and balance sheet developments of domestic
banks resulted in a buildup of domestic banks’ liquid
resources during the fourth quarter and a 0.7% reduction
in net foreign liabilities. Growth in the deposit liabilities to
the private sector accelerated to $114.3 million (3.0%)
from $47.4 million (1.4%) in 2003, more than sustaining
the 1.2% rise in credit to the sector. In the public sector,
net claims on Government declined by $97.6 million
(19.6%), in line with a reduction in overdrafts and Treas-
ury bill holdings. Total claims on public corporations
decreased by $3.0 million (0.9%), which was lower than
the $35.9 million (13.0%) drop in deposit liabilities.

For the fourth quarter, banks’ total deposit liabilities,
including amounts owed to Government, amounted to
$4,250.2 million, with the majority (97.6%) in Bahamian
dollars. The largest share of these placements was held
by private individuals (56.5%), followed by business firms
(28.0%), the public sector (7.9%), private financial institu-
tions (3.8%) and other depositors (3.8%). By contractual
obligations, the largest share of the deposits was held in
fixed deposits (57.9%), followed by demand (23.6%) and
savings (18.5%)).

An analysis of Bahamian dollar deposits by range of
value and number of accounts, indicate that accounts of
less than $10,000 made up 90.1% of the contracts and
held 8.3% of the deposits value. Conversely, individual
balances exceeding $50,000 comprised 3.0% of total
accounts and 77.4% of value. Accounts with balances
between $10,000 and $50,000 represented 14.3% of the
aggregate value and 6.9% of total contracts.

With net deposit liabilities pacing ahead of lending,
banks’ liquid resources in the form of currency and
deposit claims on the Central Bank rose by $134.9 million
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(41.3%). Of lesser importance, non-deposit flows also
included an increase in capital and surplus resources, of
$40.7 million (4.5%), attributed mainly to gains in profits
and retained earnings.

Asset quality indicators continued to improve, in re-
sponse to the favorable economic environment. At end-
December, the arrears rate for loans with payments past
due of at least 30 days was pegged at 9.4% of out-
standing private balances, a softening from 10.1% at end-
September, directly following the hurricanes, and notably
improved from an estimated 10.4% at end-December
2003. The residential mortgage portfolio experienced a
lower arrears rate of 9.8% compared to 10.9% at end-
September 2004, and 11.5% 12-months earlier. A similar
pattern was evident in consumer loans, with the arrears
rate softened to 8.0% in December from 9.0% at end-
third quarter. However, commercial loans recorded a
slightly higher delinquency rate over the end points of the
two recent quarters, to 10.9% from 10.5%. Non-
performing loans, and balances with past-due payments
of at least 3 months on which banks stopped accruing
interest, declined to 4.9% of outstanding claims from
5.0% in the previous quarter, and 5.3%, largely impacted
by trends in consumer and mortgage loans.

Compared to the previous quarter, banks’ average
provisioning level for Bahamian dollar loans was stable at
2.2% of the total private sector portfolio at end December,
but slightly higher than the 2.1% averaged at the end-
2003. Provisions corresponded to 44.9% of total non-
performing loans, compared to 42.8% last quarter and
40.2% at December 2003.

INTEREST RATES

During the quarter, domestic banks’ average interest
rate spread on loans and deposits narrowed by 54 basis
points to 7.09%, as the weighted average loan rate
softened by 47 basis points to 10.84%, while the corre-
sponding deposit rate rose by 7 basis points to 3.75%.

On the deposit side, the average interest rate on
fixed maturities firmed on the upper end, to fluctuate
within a band of 3.61% - 4.35% compared to 3.61% -
4.12% in the previous quarter. The average savings rate
narrowed by 3 basis points to 2.46%. For loans, the
average residential mortgage rate declined by 12 basis



points to 8.69%; the average commercial mortgage rate,
by 13 basis points to 9.22%; consumer loan rate, by 55
basis points to 12.40% and the overdraft rate, by 6 basis
points to 11.71%.

Banking Sector Interest Rates

Period Average (%)
Qtr. IV Qtr. 1Nl Qtr. IV
2003 2004 2004
Deposit rates
Demand Deposits 2.38 2.39 1.72
Savings Deposits 2.58 2.49 2.46
Fixed Deposits
Up to 3 months 3.82 3.61 3.61
Up to 6 months 433 412 3.99
Up to 12 months 4.55 412 4.25
Over 12 months 4.79 3.87 4.35
Weighted Avg Deposit Rate 4.02 3.69 3.75
Lending rates
Residential mortgages 8.91 8.81 8.69
Commercial mortgages 9.23 9.35 9.22
Consumer loans 13.39 12.95 12.40
Overdrafts 11.78 11.77 1171
Weighted Avg Loan Rate 12.04 11.31 10.84

The average 90-day Treasury bill rate softened by
125 basis points to 0.32%, while benchmark rates, the
Central Bank's Discount Rate and commercial banks’
Prime, were unchanged at 5.75% and 6.00%.

BANK PROFITABILITY

For the quarter ended September 2004, the latest
period for which data is available, domestic banks’ earn-
ings indicators strengthened in comparison to the same
period of 2003, with estimated net income higher at to
$43.9 million from $22.3 million. Increased interest
income (9.0%) and a marginal decline in interest expense
(0.9%) boosted the net interest margin by 15.0% to $78.4
million. The contribution from commission and foreign
exchange income slowed by 4.9% to $6.2 million, while
operating costs were comparatively higher by 11.3% at
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$51.0 million. Income from other sources, net of depre-
ciaton and bad debt expenses, provided a positive
contribution of $10.3 million, as compared to the resulting
net expense of $6.5 million in 2003, principally on ac-
count of a net reversal of depreciation and non-cash
expenses.

Reflecting these trends, profitability ratios, relative to
average domestic assets, also strengthened. The net
interest margin ratio widened by 30 basis points to
4.99%, outweighing a 5 basis points reduction in the ratio
for commission and foreign exchange income to 0.39%.
Consequently, the gross earnings margin ratio rose by 25
basis points to 5.38%. Although the operating costs ratio
increased by 10 basis points to 3.25%, the positive
0.65% contribution from other income sources net of
depreciation reversed a negative influence of 0.45% in
2003. This lifted the overall bank profitability ratio (return
on assets) by 1.26 percentage points to 2.79%.

CAPITAL MARKETS DEVELOPMENTS

Equity valuations on the domestic capital market re-
corded further gains during the fourth quarter. The Ba-
hamas International Securities Exchange (BISX) All
Share Price Index increased by 2.7% to 1,039.4 points,
compared to the December 2003 quarter advance of
3.6% and further extended the cumulative appreciation of
3.8% to 868.30 points during the first nine months.
Fourth quarter trading volume was some 25.2% shares
higher, at 1.37 million shares, with an equivalent value of
$9.0 million. For the year, the Index increased by 19.7%,
reflecting a more than doubling in trading volume to 8.0
million shares, associated with a more than three fold
hike in value to $24.2 million.

Fidelity Capital Markets Limited Findex share price
index, which include equities traded over-the-counter,
rose by 0.4% to 420.1 points during the fourth quarter,
culminating in a 12-month appreciation of 12.3%. In the
fourth quarter of 2003, the Findex rose by 31% and
capped the annual loss in the index at 0.5%. Market
capitalization of the index stood at $1.95 billion compared
to $1.66 hillion at December 2003.



During the quarter, BISX attracted the listing of the
Bank of The Bahamas International (BOB), previously
traded over-the-counter, bringing the total number of
public securities listed on the Exchange to 19. With the
July addition of the Kerzner International BDRS, these
represented two additional listing since end-2003.

The only domestic funding raised during the fourth
quarter was the Government's $100 million Registered
Stock in October, 2004. The issue was oversubscribed
by 107%, and offered variable yields above the Baha-
mian dollar Prime of 0.0313% to 0.3125% for 7 tranches,
which carried maturities spaced between 10 and 20
years.

INTERNATIONAL TRADE AND PAYMENTS

Preliminary estimates for the fourth quarter indicated
that the current account deficit narrowed significantly to
$20.7 million from $157.5 million in the same period in
2003. Although the trade deficit increased by 6.0%,
reinsurance inflows elevated net invisible receipts by
more than two-thirds, and net income outflows decreased
by 22.7%.

The fourth quarter trade deficit widened by $19.4 mil-
lion (6.0%) to $321.9 million. While the 1.6% rise in non-
oil merchandise imports, to $376.4 million, was nearly
matched by the 18.4% increase in estimated exports to
$103.3 million (inclusive of goods procured in port by
foreign carriers), higher prices boosted the oil bill by
52.7% to $100.3 million. In particular, the per barrel cost
for propane gas rose by 50.5% to $43.28; motor gas, by
35.8% to $54.25 and jet fuel, by 88.3% to $63.49. These
outweighed the decline in the average cost of aviation
gasoline, by 8.4% to $100.57; bunker ‘C’ fuel, by 28.22%
to $25.08 and gas oil, by 27.7% to $131.21.

The estimated services account surplus rose by
$141.3 million (70.3%) to $342.2 million. Although net
tourism-related receipts were reduced by 17.7% to
$276.2 million, insurance services recorded a net inflow
of $179.4 million, compared to the outflow of $24.8
million in 2003, owing to re-insurance settlements arising
from the September hurricanes. Net outflows for gov-
ernment services were reduced by 69.5% to $4.0 million
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and inflows under offshore companies’ local expenses
rose by 5.9% to $46.7 million, but these were offset by a
32.0% rise in net external payments for “other” services,
to $123.0 million.
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Net income outflows narrowed to $35.7 million from
$46.5 million in 2003, led by a reduction in net profit
repatriation and interest payments by private companies
and banks to $11.4 million from $26.9 million. In con-
trast, net labour income remittances rose by 19.7% to
$20.9 million, and the public sector’s net external interest
expenses increased to $3.3 million from $2.1 million.

Net current transfer receipts advanced to $14.1 mil-
lion from $10.1 million, as net government receipts ex-
panded by 8.5% to $12.3 million and the net private
receipt of $1.8 million contrasted with a net payment of
$1.3 million in 2003.

On the capital and financial account, the estimated
surplus rose to $107.5 million from $36.4 million. Of less
significance, outward migrant net transfers were higher at
$18.6 million from $12.2 million in 2003. However, net
financial receipts increased appreciatively to $126.1



million from $58.4 million. Concentrated in tourism and
private infrastructure developments, net private direct
investments rose significantly, with net equity inflows
strengthened to $68.5 million from $24.6 million in 2003,
eclipsing a net real estate outflow of $4.7 million as
opposed to a net sale of $15.3 million last year. In addi-
tion, net private loan financing increased to $69.0 million
from $22.1 million in 2003. Meanwhile, the public sector
net loan repayment was reduced to $5.7 million from
$123.0 million in 2003, when $125.0 million in public
corporation’s debt was refinanced by domestic banks.
For domestic banks, their net foreign liabilities contracted
by $4.0 million, after the $119.6 million increase in 2003,
which was linked to the public sectors’ refinancing activ-
ity.

After adjustments for possible errors and omissions,
the overall balance recorded a surplus for the quarter of
$58.7 million, relative to last year's deficit of $38.8 million.

INTERNATIONAL ECONOMIC DEVELOPMENTS

Preliminary indications are that output growth weak-
ened in most major industrialized countries during the
fourth quarter of 2004, constrained by sluggish export
performance and other varied factors. Labour market
conditions remained positive, with average unemploy-
ment rates stable during the period; albeit, a firmer up-
trend was noted in quarterly consumer prices owing to
higher energy costs. Although monetary policy decisions
continued to be framed by inflation expectations, the
outlook assessments only motivated further interest rate
tightening in the United States. Major equity markets
responded positively to the favourable projections for the
global economy; however, the US dollar depreciated
against the major currencies, reflecting investors’ con-
cerns over the widening fiscal and trade imbalances. In
the external sector, softer global demand for exports and
higher fuel costs produced deteriorated trends in major
countries’ current account balances.

Growth in most major economies slowed during the
fourth quarter. The United States’ real GDP grew at a
more moderate 3.1% annualized pace from 4.00% in the
third quarter, owing to slower export growth and weak
consumer spending, which outweighed firmer business
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investments in inventory and capital goods. The euro
zone also registered incrementally slower growth of 1.0%
from an annualized 1.3% in the third quarter, as the
appreciated euro constrained exports. In this regard,
France’s performance remained weak, relative to the
previous quarter's decline of 0.1% and real output for
Germany fell by 0.9%, from an almost flat third quarter
outcome. In Japan, real GDP contracted further, follow-
ing a 0.8% decline last quarter, amid softening in indus-
trial output and housing investments, alongside continued
decrease in public sector investments. A more favour-
able outturn was registered for the United Kingdom when
real output growth firmed to 2.8% in the final quarter of
2004 from 2.0% in the third quarter, steadied by services
sector expansion and a pickup in manufacturing output.

With medium term prospects improved, unemploy-
ment conditions stabilized in most major countries during
the fourth quarter. In the United States, the unemploy-
ment rate steadied at 5.4% of the workforce and for the
United Kingdom, at 4.7%. Euro zone average unem-
ployment was stable at 8.9%, with Germany’s jobless rate
softened marginally to 10.7% but France’s was un-
changed at 9.9%. Conversely, with the demand for
labour rising in the services sector, Japan’'s average
unemployment rate softened to 4.4% from 4.6%.

Consumer price inflation edged higher in the major
countries during the fourth quarter, mainly underlined by
higher energy prices. In the United States, the quarterly
consumer price increase intensified to an annualized
3.0% from 0.6% in the third quarter, attributed to an
upsurge in energy costs and increased pressures from
non-durable consumer commodities. Despite apprecia-
tion of the currency, energy euro zone inflation rose to
2.4% from 2.1% in the third quarter, with Germany's
average firmed to 2.1% from 1.8% and France’s, to 2.1%
from 2.0%. However, deflationary pressures persisted in
Japan, where consumer prices declined by 0.8% on an
annualized basis, partly owing to lower import prices
linked to the appreciation of the yen.

In currency markets, the United States’ dollar lost fur-
ther value against the major currencies, amid evidence of
continued deterioration in the country’s fiscal and trade
deficits. The dollar fell by 8.2% against the euro to €0.74;
by 4.7% against the Canadian dollar to C$1.20; by 5.5%



against the pound sterling to £0.52; by 6.7% against the
Japanese yen to ¥102.63 and by 8.5% against the Swiss
franc to SF1.14.

Commodity market developments featured mixed
quarterly price trends in precious metal and oil. The price
of gold rose by 4.8% to $438.45 per troy ounce, in con-
trast to a marginal 1.0% softening in the price of silver, to
$6.82 per troy ounce. However, both prices were higher
by 9.0% and 9.5% respectively, for the 12 months
through December. As regard petroleum, in November
OPEC implemented its earlier agreed daily production
ceiling increase of 3.8%, to 27.0 million barrels. In De-
cember, however, cartel members responded to stabiliz-
ing oil prices by agreeing to rollback their daily quota
production by 1.0 million barrels, effective 1 January
2005. With the easing of supply concerns, the per barrel
price of Brent crude oil fell during the quarter, by 13.7% to
$39.90, after surpassing a nominal record high in the $50
range in October.

Factoring in economies’ growth outlook, major equity
bourses recorded relatively robust gains during the fourth
quarter. In the United States, the Dow Jones Industrial
Average (DJIA) ended the year at 10,783.0 points, up
7.0% from its September close and by 3.1% for year.
Adding 8.9% of its value since September, the broader
S&P 500 index closed higher by 9.2% for the year to
1,213.7 points. In Europe, the United Kingdom’'s FTSE
220 Index rose by 5.3% to 4,814.3 points in the last
quarter of 2004; France’s CAC-40 index, by 5.0% to
3,821.2 point; and Germany’'s DAX index, by 9.3% to
4256.1 points. In Japan, the Nikkei-225 index appreci-
ated by 6.1% during the fourth quarter and finished the
year up by 7.6% at 11,488.8 points.
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On the monetary policy front, except for the United
States, major central banks left official interest rates
unchanged during the fourth quarter. In its continuing
gradual attempt to fight off inflationary pressures, the US
Federal Reserve Bank raised its key target funds rate and
the primary credit rate twice, by 25 basis points in both
November and December, to 2.25% and 3.25%, respec-
tively. Concurrently, the Bank of England kept its repur-
chase rate at the 4.75% level set in August, still viewing
the outlook for inflation as consistent with its 2.0% me-
dium range target. The European Central Bank also
maintained its refinancing rate at the 2.00% established
in August 2003, opining that, outside of fuel costs, under-
lying price pressures from domestic demand were not
expected to increase. The Bank of Japan’s discount rate
was unchanged at 0.1%, although significant liquidity
support continued for the financial markets.

In external sector developments, weaker demand for
exports and the high cost of oil resulted in deteriorated
positions in major countries’ current account balances. In
the United States, a further widening of the trade deficit
by 10.4%, to a seasonally adjusted $171.8 hillion, in-
creased the projected current account deficit beyond the
estimated $164.7 billion recorded in the third quarter.
Owing to higher prices on imported fuel, the euro zone’s
estimated current account surplus contracted to below
€13.4 billion, and was significantly lower on a 12-month
basis through November, at €39.9 billion, compared to
the annual €21.8 billion in 2003. Incremental firming in
net exports reduced the United Kingdom's trade deficit to
£14.3 billion from £14.6 billion in the third quarter, with
the opposite trend causing a contraction in Japan's
current account surplus.



STATISTICAL APPENDIX

(Tables 1-16)
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STATISTICAL APPENDIX

TABLE 1 FINANCIAL SURVEY

TABLE 2 MONETARY SURVEY

TABLE 3 CENTRAL BANK BALANCE SHEET

TABLE4 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. notavailable

2. - nil

3. p = provisional

4. Due to rounding, the sum of separate items may differ from the totals.
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Survey Of Private Pension Plans In The Bahamas (2002 & 2003)

Introduction

This article provides an update on private pension
plans in The Bahamas, based on the latest survey by the
Central Bank, which covered the years 2002 and 2003.
Preliminary data indicate that the value of domestic
savings in private plans increased steadily since 1992,
from just over $300 million to in excess of $800 million in
2003. The strongest growth episodes were correlated
with similar periods in the economy, supporting steady
improvements in labour force participation and coverage.
What is evident from these results is that labour force
participation in private schemes is most concentrated in
sectors related to tourism, financial services, and com-
munication and utilities (mainly public corporations).
Savings have traditionally been invested in public sector
securities and bank deposits, with a growing component
earmarked for private capital markets instruments. On its
present trend, the value of private pension assets could

surpass $1 billion by 2006, with further medium term
growth fuelled by the positive outlook for employment
and incomes.

At end-2003, the estimated value of pension assets
was equivalent to approximately 16.0% of GDP, which
was slightly higher than the 15.6% estimated from the
2001 survey. Comparatively, this pool of domestic
retirement savings ranked second in importance to the
invested assets of the National Insurance Board (NIB),
which approached $1,152.8 million (22.2% of GDP) in
2003, and exceeded the invested assets of domestic life
and health insurance companies, estimated close to
$570.0 million (11.0% of GDP) in 2003. Although less
evenly distributed, the largest share of private individuals’
savings is still held in bank deposits, equivalent to
$2,100.3 million (40.5% of GDP) in 2003. Credit unions
also facilitate personal savings, estimated at $150.1
million (2.9% of GDP) at end-2003.

Table 1: Selected Indicators of Domestic Savings

Avg. Growth

1998 2001 2002 2003 1998 2001 2002 2003 01-03

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

Private Pension Funds 628.6 766.8 7826 8325 15.0% 15.6% 15.5% 16.0% 4.2%
National Ins. Board (Cash and Investments)* 746.2 991.5 1,069.3 1,152.8 17.8% 20.2% 21.1% 22.2% 7.8%
Life & Health Ins. Cos.(Current Assets and Inv)? 365.5 530.414 549.0 568.3 8.7% 10.8% 10.9% 11.0% 3.5%
Private Individuals (Bank deposits)3 1,510.8 2,009.0 2,059.7 2,100.3 36.1% 40.9% 40.7% 40.5% 2.2%
Credit Unions (Deposit and Shares)* 87.2 1204 1325 150.1 21% 24% 26% 2.9% 11.7%

Sour ces.

“The National Insurance Board, Annual Statement of Accounts, “The Registrar of Insurance Companies (except 1998 and 2003, which are
Central Bank estimates), *The Central Bank of The Bahamas and “The Department of Cooperative Devel opment
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Outside of the civil service, private pension plans
are expected to provide the main supplementary retire-
ment income alongside National Insurance for most
persons in the labour force. As such, the related benefits
are also correlated with rising incomes since, compara-
tively, the NIB’s coverage is capped to an annual wage of
$21,000. Although civil servants are eligible for an NIB
benefit that is 10% less than private sector beneficiaries
for the equivalent wage base, they also receive supple-
mentary retirement benefits through the Central Govern-
ment’s pension arrangement. Hence, it is only the work-
force which falls outside of these two groups that is most
likely to be entirely dependent on NIB for retirement
support.

Participants’ entitlement to average financial savings
in pension plans is less skewed than for savings repre-
sented in most, if not all, other private sources. For the
insurance companies, not much detail is available on the
average coverage or participation in life polices and
annuities that fund the bulk of the sectors invested as-
sets. However, in the case of private individuals’ depos-
its in banks, about three-quarters of such savings are
held in less than 5.0% of the accounts, while more than
four-fith of accounts represent less than 10.0% of the
total value.

In analyzing the results of the latest pension survey,
this article focuses on the developments in the industry
since 2001, with an emphasis on sector groupings. A
brief overview of the survey and methodology is pro-
vided, followed by a discussion of the profile of private
schemes, and various plan features. The article then
highlights the latest trends in investment patterns among
pension plans and concludes with a discussion on the
outlook and regulatory issues facing the industry.

Profile of Private Schemes and Survey Methods

The 2002-2003 survey was sent to 300 existing and
potential plan sponsors, including all banks and trust
companies. From these, 236 responses were received,
including 137 from mostly offshore banks and trust
companies, which either did not sponsor a local plan or
enrolled their employees in globally sponsored schemes
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for which a separate apportionment of local employee’s
entitlement was not possible. As such, these plans are
not analyzed in the results that follow.

The remaining 99 respondents were a subset of the
157 sponsors either providing data in previous surveys or
for the first time. New data reported by these plans
accounted for 81.1% of the estimated assets for 2003.
From these returns, average sector growth rates were
calculated and used to estimate the remaining 17.1% of
plan assets for 2002 and 18.9% of the assets for 2003.

Surveyed funds fell into the categories of defined
benefit, defined contribution and provident funds. De-
fined benefit plans provide a specified or guaranteed
level of retirement benefit over the life of retirees, linked
to the pre-retirement income history of the participants.
To meet this obligation, these plans are required to
maintain an actuarial balance between the present value
of expected future benefits payable (liabilities) and the
present value of assets, determined from accumulated
savings and expected future contributions and returns.
While fully-funded plans are those that maintain this
actuarial balance, under-funded schemes are ones in
which actuarial liabilities exceed the present value of
assets, and over-funded schemes, one where such
assets exceed liabilities. Higher, commonly unpredict-
able maintenance costs are associated with defined
benefits plans since, to ensure retirement benefits,
employers have to adjust periodic contributions, as less
or more favourable demographic trends and return
expectations dictate.

In comparison, defined contribution and provident
plans have more predictable cost structures, but impose
significant uncertainty on the expected future benefits,
which are determined on the basis of the accumulated
savings and returns during working years of the partici-
pant, based on contribution rates set in advance. The
only difference between provident funds and defined
contribution schemes is that the former disburse partici-
pants’ benefits as single lump sum payments upon
retirement, while the latter converts at least some of this
entitlement into annuities, payable in installments. Since
lump-sum benefits from provident schemes can also be
invested and paid out as annuities, this distinction be-
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tween the two types of plans is ignored, and both are
grouped together in the analysis that follows.

According to the survey results, defined contribution
(provident) plans remain the more commonly sponsored
scheme in The Bahamas, accounting for 112 of the
surveyed plans with analyzed returns, compared to 45
defined benefit plans. Most of these, however, are more
recently established schemes among smaller businesses
and correspondingly, only enlist 12.4% of all covered
participants. As evidence of this increasing preference,
approximately 24.1% of the plans established before
1981 were contribution-based schemes, rising to 82.0%
of plans established since 1981.

Pension Fund Participation

26
MO f-

25
42.0

N
=~

40.0

23
38.0

36.0

% of Labor Force

34.0

Contributors (000)

32.0

30.0

28.0

26'0 L L L L L 17
1997 1998 2000 2001 2002 2003

‘—O—Contributors ('000) == of Labor Force ‘

New data obtained on defined benefit plans showed
that, of the 24 plans that provided information on funding
for 2003, 6 were over-funded by an aggregate $13.2
million. Of the remainder, 5 were under-funded by a total
of $12.3 million and 13 were fully funded.

Private arrangements surveyed were mostly admin-
istered through insurance companies (40.6%) and by
banks and specialized private pension managers
(26.5%). A significant fraction of plans also fell under
self-management (32.9%), and were generally sponsored
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by financial institutions or accounting firms which pos-
sessed in-house investment management capabilities.

Of the schemes surveyed, approximately half re-
quired mandatory employee participation. Based on the
type of plan, defined benefit schemes had a higher rate
of compulsion (63.6%), as compared to defined contribu-
tion and provident funds (43.2%). Approximately 25% of
the smaller companies, having a profile of less than 100
employees and with predominantly defined contribution
schemes, made it mandatory for their employees to
participate, as compared to nearly 60.0% of the other 43
sponsors, having more than 100 employees.

Assets accumulated in the various plans were
closely linked to length of period for which schemes
existed, with large plan sponsors more likely to have
schemes of longer existence. Some 50 of the schemes
surveyed were established during the 1980s, amassing
36.4% of the reported industry assets. Only 7 funds were
established before the 1970s, including the two largest
plans sponsored by public corporations, and accounted
for 30.0% of total assets. Of the remaining companies,
17 schemes were established during the 1970s, amass-
ing 14.5% of the industry’s assets; 62 during the 1990s,
with 12.4% of assets and 21 within the recent 13 years,
with less than 1.0% of total assets.

Labour Force Participation

Labour force participation in private pension
schemes, which reached 23.3% of the employed work-
force in 2001 increased to 24.5% in 2002 and 24.8% in
2003. Since the 2001 survey, the number of participants
covered increased by 4.6% to 37,352 in 2002 and further
by 2.9% to 38,422 in 2003. Just over two-thirds of the
participants were employed in the hotel and restaurant
sector, where, 2,274 participants were added since 2001.
Financial sector schemes accounted for 11.3% of local
participants, followed by the communications and utilities
schemes (7.3%) and private distribution companies
(2.8%). On average, each of the other sectors accounted
for less than 2.0% of the industry’s total participants.



Contributions Ratios

Weighted by total assets, the average contribution
paid into pension plans decreased as a fraction of em-
ployee salaries, to 11.9% in 2003 from 12.0% in 2002,
while remaining above the 9.8% contribution rate for
2000 and 2001. The trend was mainly affected by higher
employer payments into defined benefit plans, which
averaged 11.7% of salaries in 2003, almost unchanged
from 2002, but notably higher than the 9.2% for 2001.
For defined contribution schemes, the 12.9% average
contribution rate for 2003 was less markedly changed
from within the 12.0% range for 2000 and 2001, but
slightly eased from 13.3% in 2002, when more sponsors
would have had to offset negative returns from domestic
equity investments.

Number of Contributors by Sector (2001)
Comm. &
Utilities
7.3%

Fin. Sector

/ 11.3%

Others
13.3%

Hotels & Rest.
68.2%

Employers generally funded the largest fraction of
plan contributions, equivalent to 10.3% of salary in 2003,
compared to 7.9% in 2001. The difference was more
sizeable for sponsors of defined benefit schemes where,
because of additional payments needed to offset lower
returns, the average employer contribution rate rose to
11.0% during 2002 and 2003, compared to 8.2% in 2001.
For defined contribution schemes, the employer pay-
ments averaged 7.1% of salaries in 2003, only slightly
increased from 2000 and 2001.

As for the portion of contributions made by employ-
ees, these averaged some 5.8% of salary, for defined
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contribution and provident schemes, but remained close
to 1.0% for defined benefit schemes, where non-
contributory schemes were more commonly featured.
Despite this variance on a consolidated basis, in in-
stances where plans were contributory, the most com-
mon rate for employees was 5.0% of salary. Some
schemes also had a voluntary component that allowed
participants to contribute more than the minimum.

Pension and Benefits Payout

Since the 2001 survey, the number of pensioners
increased by 2.7% to 2,928, with most of the retirees
added in the hotel sector. Over this period, annual
pension payments rose from $12.5 million to $13.5
million. However, the dependency ratio, as measured by
the average number of pensioners to active plan partici-
pants softened to 1:13 in 2003, as compared to almost
1:12in 2001. As to the net financial burden of supporting
pensioners, the ratio of pension payments to the esti-
mated $69.8 million in contributions for 2003 was 19.3%,
close to the 21.0% for 1998, but much less than the
elevated ratio between 27.0% and 30.0% in 2000 and
2001, when downsizing and early retirements increased
the required outlays for the public sector telecommunica-
tions company.

Pension Fund Participation
26

MO f-
25
420

N
=~

40.0

23
38.0

36.0 22

% of Labor Force

34.0 21

Contributors (000)

32,0 20

30.0 19

28.0 18

26'0 il il il il il 17
1997 1998 2000 2001 2002 2003

=O==Contributors ('000) ==>==0 of Labor Force




S9JBLIISA Mueg [ellua)) 79 Spun UoISUsd Uo A3AINS Seweyeg auy) Jo Yueg [24jua) 8yl :324n0S

€6'TT 20et 8.6 116 60°0T aley "quIu0) "BAY palybIapn «
98'S 007 107 616 18 uinay Jo arey “BAY pajybiaa «
‘SWwig]] wnpueJows|N
L 1S9 €€'9 19'L G6'S JusWISBAU] JaYIO
YA LET Ge'T 0€'T €T spuspiAlg
62T 89°0 190 87°0 A SJeally JoINqLIu0D
8e'T 62T 02T 0€'T ZST sueo]
98'c 08'€ 6L 09°€ IST spund [emnip
L0°LT 26'91 68'9T G/'9T 1127 saninb3
LE0 o 60°0 60°0 82°0 spuog
Gg'e A7 86 60°9 1€72T sayeBLON
G8'0 G8'0 €6°0 00T 650 ssauisng s Jakojdw3
vS'T 29T 260 20T G0 ajels3 [eay
69'7C 10°92 G/'8Z L¥'12 A4S susodsQ yueg
04°9¢ G6'SE 0T'€e 62°€E G6'62 SYog
Ya1ym jo
00T 00T 00T 00T 00T pun4 [e101
(uonnqgLisIa %)
€002 2002 1002 0002 866T
98009 'S 825'8Y €915 T.€'L€ JUBWISBAU] JaYIO
G2z'0T vTL'0T zee'0T Gve'6 YAN) spuspIAlg
89¢£'0T 062'G €0T'S 08Y'S G00'6 SJeally JoINqLIu0D
0TS'TT ZAN)! 9£2'6 65<'6 295'6 sueo]
G60'2E 20L'6¢ T0L'9E 668'GC G88'6 spund [emniy
280°ZPT LSY'ZET GYS'62T 205021 ZeT'9L saninb3
GOT'S £52's £99 %9 67L'T spuog
1202 0/£'GE L02'8E G6L'S G/E'.) sayeBLON
1102 v19'9 T, 912, 869'C ssauisng s Jakojdw3
88.'7T G/9'ZT 090°L zee'L 9TL'Y ajels3 [eay
215602 11G€02 981022 809'26T £21'€02 susodaQ ueg
TSG'G0E 785182 16L€5C LEG'6ET 2€7'881 SYog
2yo1ym Jo
08Y'Z€8 1€9'28. 86.°99/ 08Y'6T.L 1/5'829 pun [e101
. oosE)
€002 2002 100¢C 0002 866T
|e101

SJUBLWISAAU| UOISUdd 81eAlld
colgeL

38



Asset Size and Distribution

During 2001-2003, average annual growth in private
total pension assets slowed to 4.2%, from an average
annual 10.5% during 1998-2001. This placed estimated
assets at $832.5 million, from a revised $766.8 million in
2001. Yearly trends however, indicate that by 2003,
some pickup in growth was evident at 6.4%, compared to
the low point of 2.1% in 2002. The average annual rate
of return on investments which, along with increased
numbers of contributors, influenced asset accumulation,
registered a rebound to 5.86% in 2003, following more
depressed levels near 4.00% in both 2001 and 2002.
With returns continuing to outpace the increase in con-
tributors and the average contribution rates also ele-
vated, average savings per active participant rose further
to $21,667 during 2003, from $21,483 in 2001.

Pension Fund Assets
17.0 23.0
16.0 220 _
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o 14.0 2
o <
0 200 g
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An analysis of the concentration of pension assets
by sector of employment, indicate that plans of communi-
cations and utilities companies amassed the largest
share of assets, at $271.0 million (32.6% of the total), a
result of both the size of these companies and the longer
period for which plans were in existence (Table 2).
Financial sector sponsored plans held 23.9% of the total
assets; hotel and restaurant sector plans, 22.2% and
other private sponsors, a combined 21.3%.

39

The investment distribution of plan assets for 1998-
2003 is shown in Table 3. Since the mid-1990s, the
schemes have become more heavily invested in equities
and mutual funds, which together accounted for an
almost stable 21.3% of investments. However, the
dominant share of investments continues to reside in
public sector securities—mainly Government bonds—
which gradually increased in importance since 1998, to
36.7% of the 2003 assets. Conversely, bank deposits,
the second most important asset group, steadily de-
creased in share to 24.7% of investments in 2003. The
remaining assets were spread among other investments,
including real estate, loans and mortgages to partici-
pants, accrued dividends and contribution arrears and
were equivalent to a marginally increased 17.3% of the
total.

Pension Fund Assets by Sector (2001)

Other
21.3%

Hotels & Rest.
22.2%

Comm. &

Utilities
— 32.6%

Fin. Sector j
23.9%

On a geographic basis, reported plan assets in-
vested outside of The Bahamas totaled $125.7 million (or
15.1% of the industry total), increasing at an average
annual pace of 2.2% since 2001 (Table 3B). These
belonged for the most part to financial sector sponsored
plans, with approximately half of such portfolios com-
posed of private capital instruments and one quarter, of
foreign government securities.  The next significant
category was “other” uncategorized assets (17.1%) which
increased in relative share since 2001.
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Significant differences continued to exist in the in-
vestment strategies employed among various sectoral
sponsors (Tables 4A & 4B). Relative to 2001, the com-
munications and public utilities plans remained heavily
invested, and to a greater extent, in public sector securi-
ties (38.1%), with a slightly reduced, but second most
important share in deposits (34.2%) and a smaller but still
significant fraction in private capital instruments (9.9%).
The most important concentrations for financial sector
plans was the increased investment share in public
sector securities (34.2%), with a lessened fraction in
deposits (24.5%), and a slightly greater portion in private
capital instruments (24.3%). For hotels and restaurants,
the largest proportion of assets was held in public sector
securities, decreased in share to 43.6%, followed by a
stable share for private capital instruments (33.5%), and
a slightly higher allocation for deposits (14.8%). On a
combined basis, remaining private sector schemes held a
slightly expanded asset share in public sector securities
(30.2%), and slightly lesser proportions in private capital
instruments (22.6%) and bank deposits (20.8%).

Defined Benefits vs. Defined Contributions

Based on the type of plan, the majority of domestic
pension savings were accumulated in defined benefit
schemes (82.4%) which covered 87.6% of participants
(Table 5). During 2001-2003, defined benefit schemes
registered average annual growth in contributors of 4.0%
and experienced average annual returns on investment
just above 6.0%, exceeding comparative results for
defined contribution plans, with a 1.8% average yearly
increase in contributors and slightly less than 5.0%
average annual return on investments. Nevertheless, the
latter’s relatively higher contribution rates against salaries
supported faster average growth in total assets of 9.0%
during 2001-2003 compared to 3.3% for defined benefit
schemes.

At end-2003, defined benefit schemes accounted for
estimated assets of $685.7 million, compared to $146.8
million for defined contribution schemes. However, the
average savings per participants in defined benefit
schemes was slightly less than in 2001, at $20,381,
weighed lower by new participants added in the hotels
and restaurant sector.  Since 2001, corresponding
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average savings for defined contribution plans rose by
14.6% to $30,724.

Although the portfolio shares invested in various as-
set groups differed between the two plan types, the
proportion in public sector securities was generally
increased since 2001, with correspondingly softened
emphasis on bank deposits and private capital instru-
ments. Defined benefit plans showed the strongest
preference for public sector securities, accounting for
40.5% of the asset allocations, followed by bank deposits
(23.5%), private capital instruments (21.7%) and with the
combination of other assets (4.3%), inclusive of loans to
participants, real estate holdings and investments in
employers’ business.  For defined contribution and
provident plans, bank deposits were the largest asset
class (30.3%), followed by private capital instruments
(19.7%), public sector securities (18.9%) and other
combined investments (31.1%).

Conclusions

As the latest survey results reveal, labour force par-
ticipation and accumulated savings in private pension
plans continue to increase in The Bahamas. On their
present path, assets could surpass $1 hillion by the end
of 2006, with growth strengthening in the medium term,
because of the healthy outlook for the economy. While
the strongest growth in labour force coverage is expected
to remain in the tourism sector, plan sponsorship among
small and medium sized businesses is also expected to
increase, retaining a stronger preference for define
contribution schemes.

The intensified focus on the long term sustainability
of the National Insurance Scheme that led to the Gov-
ernment’s establishment of the Social Security Reform
Commission, has heightened awareness of the impor-
tance of supplementary retirement savings and in a
positive manner, focused more attention on the impor-
tance of establishing a regulatory framework for private
pensions. One area that regulation would be expected to
address is the prudential guidelines that govern the
investment of assets. To the extent that domestic plans
are formed and managed along fiduciary lines, invest-
ment policy guidelines already exists for most, if not all
schemes, modeled along established international stan-
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dards. Nevertheless for defined contribution and provi-
dent plans, which are not subject to actuarially deter-
mined funding liabilities, the risk for more aggressive and
varied investment strategies is greater than for defined
benefit schemes, and it is in this regard that regulations
could establish broad parameters in the interest of par-
ticipants. A more defined regulatory structure is also
expected to spur development of portable pension prod-
ucts and increased availability of products marketed to
smaller businesses, thereby broadening the labour
force’s participation.
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