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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DomEesTIC ECONOMIC DEVELOPMENTS

Indications are that the Bahamian economy contin-
ued to strengthen during the second quarter of 2004, led
by more firmly established tourism expenditure growth.
In particular, the improving US economy continued to
provide healthy stimulus for stopover visitor gains, while
cruise line business rose substantially.  Construction
output, while poised for a significant pickup in activity
during the remainder of 2004, remained sluggish during
the second quarter; albeit, with initial signs of increased
expenditures on major resort developments planned for
New Providence. On the fiscal side, provisional esti-
mates foreshadowed some consolidation in the budget
deficit during both the second quarter and the entire
Fiscal Year, based on modest revenue growth and cur-
tailment in public sector investments. In the financial
sector, stronger net foreign currency inflows supported a
rebound in the monetary aggregates which coincided,
however, with an upturn in domestic credit. As a result,
bank liquidity was marginally reduced but financial institu-
tions’ net foreign liabilities decreased and average inter-
est rates softened on both loans and deposits. Despite
increased energy costs, average inflation eased during
the second quarter as internal cost pressures abated. On
the external account, gains in net travel receipts contrib-
uted to a reduction in the current account deficit, while a
decrease in net private loan and real estate inflows
narrowed the estimated surplus on the capital and finan-
cial account.

The economic expansion is expected to continue at
a healthy pace in the medium term, owing to the upbeat
outlook for the United States’ economy, the primary
market for tourism, and a steady pick up of construction
activity connected with major hotel and industrial sector
developments. However, damage caused by Hurricane
Frances during September 2nd — 4th could disrupt tour-
ism inflows over portions of the third and fourth quarters,
particularly in Grand Bahama and the Family Islands. As
the impact will be felt during the slowest months of the
tourist season, the industry is still expected to experience
cumulative growth in 2004 and to resume its robust

uptrend in 2005. The economy should experience some
offsetting upsurge in construction expenditures on re-
building activities, with the corresponding balance of
payments impact tempered by re-insurance inflows.

During the second quarter, intensified local currency
lending curtailed further build-up in bank liquidity, as net
free cash balances decreased marginally by 0.5% to
$189.6 million and surplus liquid assets by 4.6% to
$226.8 million. However, excess balances constituted a
larger 4.7% share of Bahamian dollar deposit liabilities
compared to 3.4% last year, and liquid assets exceeded
the statutory minimum by a greater 34.5% as compared
to 24.7% in 2003. Buoyancy in liquidity supported some
narrowing in the average interest rate spread on banks’
loans and deposits, by 16 basis points to 7.39%; the
softening in the weighted average loan rate, by 34 basis
points to 11.23%, outpaced the counterpart 18 basis
points decrease in the average deposit rate to 3.84%.
The average 90-day Treasury bill rate also fell by 23
basis points to 0.71%, while base rates—commercial
banks’ Prime and the Central Bank Discount Rate—were
unchanged at 6.00% and 5.75%, respectively.

During the quarter, the money supply (M3) ex-
panded by 4.1% to $4,355.7 million, reversing the year-
earlier contraction of 0.1%. More sizeable gains in busi-
ness and private individuals’ holdings resulted in respec-
tive rebounds in demand and fixed deposits of 11.3% and
1.3%, from reductions of 1.1% and 0.3% last year. Also,
savings deposit growth firmed to 4.3% from 3.6%, and
resident’s foreign currency deposits recovered by 5.7%,
while growth in currency in active circulation firmed to
4.8%.

Domestic credit also rebounded, on a comparative
basis, by 2.0% to $5,144.6 million, following the 2003
decline of 1.4%. After a net repayment of 1.0% in 2003,
claims on the private sector rose by 2.0%, with a 1.7%
upturn in consumer lending, while improved credit condi-
tions for businesses and productive ventures bolstered
the slowed increase in residential mortgages of 3.3%. In
the public sector, a revival in net Bahamian dollar borrow-
ing raised the banking sector’s net claims on Government



by 6.3%, reversing a 3.6% decline in 2003. However,
public corporations claims were further reduced by 5.1%.

Signs of some stabilization emerged on the fiscal
front, with the comparative deficit for the first eleven
months of FY2003/04 slightly narrowed, by 0.8% to $85.6
million. Partly underpinned by improved economic condi-
tions, revenue collections rose by 5.4% to $867.6 million,
maintaining pace with growth in total expenditures of
4.8% to $953.2 million. Revenue gains were largely
impacted by $15.0 million in capital receipts, following the
sale of Government equity investments in the capital
markets, while the increase in tax receipts narrowed to
2.5% from 4.9% last year. On the spending side, current
outlays rose by 7.1% to $867.6 million, exceeding both
the 14.6% reduction in investments and the 14.2% de-
crease in net lending to the public corporations. Budget-
ary financing for the eleven months through May 2004
included net borrowings of $20.3 million in Bahamian
dollars and $68.7 million in foreign currency. Taking
account of June’s transactions, the Direct Charge on
Government rose by $2.0 million (0.1%) during the quar-
ter, culminating in a narrowed $88.9 million (4.7%) ad-
vance to $1,943.4 million during FY2003/04. Govern-
ment guaranteed debt decreased by $21.0 million (4.9%)
during the quarter, while increasing by $22.9 million
(6.0%) to $408.1 million for the Fiscal Year. As a result,
the National Debt was reduced by $19.0 million (0.8%) to
$2,350.3 million during the quarter, and registered a
tapered rise of $111.8 million (5.0%) for the Fiscal Year
vis-a-vis $154.2 million (7.4%) in the comparative period
a year ago.

Rising hotel occupancy levels and a strong upsurge
in cruise activity sustained robust tourism expenditure
growth during the second quarter. Visitor growth quick-
ened to 18.7% from 5.5% last year, for 1.4 million arri-
vals. Gains in both air and sea traffic exceeded year-
earlier advances, at 9.8% and 23.2% from 2.3% and
7.2%, respectively. Broad-base improvement included
the cruise-led 21.5% surge in visitors to New Providence,
a 26.0% recovery in arrivals to Grand Bahama and a
steady 10.0% uptrend in the Family Islands. On the
expenditure side, double digit growth in the cruise sector
was accompanied by healthy stopover inflows, mainly
boosted by increased hotel occupancy. Quarterly data
for New Providence revealed a 4.9% rise in estimated
room expenditures, attributed to a similar hike in occupied

room nights, while in the first two months of the quarter,
Grand Bahama recorded a strong revenue improvement
of 37.1% for similar reasons. In the Family Islands, room
revenue gains of 6.6% during April and May were mainly
supported by the 11.9% appreciation in the average
nightly room rate, which countered some softening in total
room night sales.

Although construction expenditures remained sub-
dued during the second quarter of 2004, the reduced
mortgage financing of local housing developments was
offset by a pickup in commercial outlays, including the
start of work on the Atlantis Phase Ill expansion on
Paradise Island. Mortgage data from banks, insurance
companies, and the Bahamas Mortgage Corporation
indicate that, compared to last year, the estimated value
of commitments for new construction and building repairs
decreased by 12.8% to $19.5 million. A more than two-
thirds falloff in commercial commitments outweighed a
2.4% rise in residential loan approvals, which still repre-
sented the bulk of the total (92.1%).  Although only
partially indicative of actual construction activity, also
containing equity-based drawdown for other purposes,
mortgage disbursements rose by 5.6% to $75.7 million,
with higher outlays against commercial loans exceeding
the reduction in residential advances. Meanwhile, aver-
age interest rates were incrementally more favourable on
both residential and commercial borrowing, at 8.8% and
9.4% compared to 8.9% and 9.6% respectively, during
the second quarter of 2003.

Inflation, as measured by the quarterly change in the
average Retail Price Index, eased to 0.2% during the
second quarter from 0.4% in 2003, mainly influenced by
stable housing costs, a smaller rise in transportation &
communications costs and a marginal decrease in aver-
age education costs. On a 12-month basis, inflation
moderated to 1.8% through June from 2.8% in 2003.
Significantly slowed average price gains for recreation &
entertainment services, furniture & household operations,
education and "other” unclassified goods & services,
countered the sharp run-up in average costs for medical
care & health services (10.6%) and the fuel-related rise in
transportation & communications costs.

In the external sector, the quarter's current account
deficit narrowed to an estimated $68.7 million from $83.3
million in 2003. Stronger import demand exceeded the
improvement in export receipts, broadening the trade



deficit by 8.6% to an estimated $334.5 million. This was
more than offset by the 14.4% widening in the services
surplus, led by a 15.3% upswing in tourism-related net
travel inflows. Also, reduced profit repatriations lowered
net income remittances by 15.8% to $33.7 million, out-
weighing the increase in net transfer payments of 7.4% to
$19.5 million.

The capital and financial surplus narrowed to $4.1
million from $41.8 million in 2003, with net private foreign
investment inflows approximately halved to $57.5 million.
Although net direct equity inflows strengthened to $56.1
million from $11.5 million, net real estate sales softened
to $2.1 million from $30.8 million and a net private loan
financing repayment of $0.8 million was recorded, con-
trasting with net financing of $69.6 million last year. The
financial outcome also included a reduction in the public
sector’s net external debt repayment to $3.7 million from
$3.9 million and a decrease in net short-term outflows
through the banking system to $40.8 million from $58.8
million.

FISCAL OPERATIONS

Provisional estimates for the first eleven months of
FY2003/04 indicated a cumulative budget deficit of $85.6
million—a nearly similar outturn registered in the com-
parative period a year ago. Strengthened revenue
growth of 5.4% to $867.6 million, slightly exceeded the
4.8% increase in total expenditures to $953.2 million.
Compared to the budget for FY2003/04, the 11 months
revenue and expenditure estimates represented a re-
spective 87.5% and 85.5% of the estimates. Indications
are that the final results for FY2003/04 will reveal some
consolidation from the previous year's fiscal deficit of
$187.7 million, based on the slower advance in the Direct
Charge.

REVENUE

Revenue collections during the first 11 months
strengthened by $44.1 million (5.4%), following a 4.1%
advance the previous year. Despite an abated $19.2
million (2.5%) increase in tax collections to $776.7 million,
non-tax receipts recovered by $9.9 million (15.0%) to
$75.9 million and the Government realized capital reve-
nue of $15.0 million from the sale of equity investments in

the Bank of The Bahamas and Cable Bahamas. On a
proportional basis, tax receipts comprised 89.5% of
revenue, followed by non-tax flows at 8.8% and capital
revenue, the remaining 1.7%.

Noteworthy developments under tax revenue in-
cluded a $9.0 million (19.1%) upturn in departure taxes to
$56.0 million and improved property tax collections of
0.7% to $36.0 million. Taxes on international trade and
transactions (mainly import duties) decreased by $12.1
million (2.8%) to $419.9 million, constituting 48.4% of the
total and although visitor volumes improved, recorded
taxes on selected tourism services decreased by $1.9
million (6.5%) to $27.5 million, with declines in both
gaming (11.6%) and hotel occupancy taxes (3.1%).
However, these were mitigated by the $21.6 million
(26.3%) rise in “other” unclassified proceeds to $104.0
million, which include revenues yet to be distributed to
their respective categories. Among other tax categories,
collections from motor vehicle inspection and licensing
decreased by $2.0 million (16.0%) to $10.7 million;
whereas stamp taxes on financial and other transactions
rose by 7.4% to $77.9 million and the 19.1% hike in
departure taxes to $56.0 million, was more in line with
increased visitor volumes.

The rebound in non-tax flows, which accounted for
8.8% of total revenue, was due to a $6.7 million (15.0%)
upturn in collections of fines, forfeitures and administra-
tion fees to $51.6 million and a $5.9 million (36.6%) boost
in income from other sources to $21.9 million. These
exceeded the $2.2 million (52.1%) falloff in income from
public enterprises to $2.0 million and a halving in revenue
from the sale of Government property to $0.5 million.

EXPENDITURE

Higher recurrent spending of $57.9 million (7.1%) to
$867.6 million, contributed to nearly doubled expenditure
growth of 4.8%, compared to 2.7% over the same period
the year before. This contrasted with a $9.6 million
(14.6%) reduction in capital outlays to $55.9 million and a
$4.9 million (14.2%) decrease in net lending to public
corporations to $29.7 million. On a proportional basis,
recurrent expenditures accounted for 91.0% of overall
spending; capital outlays, 5.9% and net-lending, 3.1%.



Government Revenue By Source
YTD - May
FY 02/03p FY 03/04p

B$M  BSM  BM %
Property tax 35.8 4.3 36.0 4.1
Selective Services tax 294 3.6 275 3.2
Bus. & Prof. Lic. Fees 57.7 7.0 50.6 5.8
Motor Vehicle tax 12.7 15 10.7 12
Departure tax 47.1 5.7 56.0 6.5
Import duties 336.7 40.9 327.1 31.7
Stamp tax from imports 84.1 10.2 80.8 9.3
Export tax 112 14 119 14
Stamp tax from exports -- -- 0.1 --
Other stamp duty 725 8.8 779 9.0
Other Tax revenue 74.9 9.1 104.0 12.0
Fines, forfeits. etc. 44.8 5.4 51.6 5.9
Sale of Govt. Property 1.0 0.1 0.5 0.1
Income 20.2 2.5 23.9 2.8
Other non-tax rev. -- -- -- --
Capital Revenue -- -- 15.0 17
Grants -- -- -- --
Less: Refunds 4.6 0.6 6.0 0.7
Total 8235 100.0 867.6 100.0

Analysis of current spending by economic classifica-
tion indicated a 6.3% increase in Government consump-
tion to $553.2 million, with a further $25.8 million (7.2%)
hike in the wage bill and a $7.0 million (4.4%) rise in
purchases of goods and services. Transfer payments
rose by 8.7%, led by a $13.1 million (14.2%) increase in
interest payments to $105.5 million, triggered by the start
of servicing on the US$200 million bond issued in July
2003. Additionally, subsidies and other transfers grew by
$11.9 million (6.1%) to $209.0 million. In this regard,
subsidies paid to quasi-autonomous agencies rose by
4.6%; transfers to non-financial public enterprises, by
25.3% and payments to non-profit institutions, by 16.4%.
However, transfers to households decreased slightly
(1.8%), corresponding to reduced gratuity payments for
new civil service retirees.

On the functional side, expenditures on general pub-
lic services rose by 6.1% to $239.5 million, constituting
the largest share of the recurrent total (27.6%). Esti-

mated spending also increased for housing, by 39.5% to
$3.6 million; other community and social services, by
19.4% to $6.9 million; education, by 7.9% to $171.4
million; economic services, by 7.4% to $116.0 million;
defense, by 5.9% to $25.1 million; health, by 3.6% to
$145.3 million and social benefits and services, by 3.5%
to $54.4 million.

Fiscal Operations
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The reduction in capital expenditure, to a level which
represented only 46.7% of the approved allocation for the
year, was led by a $14.1 million (39.1%) decrease in
investments in public works and water supply projects to
$22.0 million. Outlays were also significantly scaled back
for education, by 17.2% to $9.7 million and defense, by
23.3% to $1.1 million. However, important increases
were recorded for health, 34.3% to $8.3 million; general
public service, 24.9% to $7.4 million and transportation,
83.1% to $3.4 million.

FINANCING AND NATIONAL DEBT

Budgetary financing during the first 11 months of the
fiscal year consisted of net borrowing in Bahamian dollars
and foreign currency of $20.3 million and $68.7 million,



respectively. Bahamian dollar financing included new
bond issues of $98.3 million, with maturities ranging from
11 to 20 years and interest rate margins above Bahamas
Prime, ranging from 0.0938% to 0.375%. Among the
foreign currency transactions was the refinancing of the
US$125.0 million loan obtained from domestic banks in
July 2002, utilizing most of the proceeds from the
US$200.0 million 30-year international bond issue.

The Direct Charge on Government grew by $2.0 mil-
lion (0.1%) to $1,943.4 million during April to June, mark-
edly below the $61.3 million (3.4%) increase registered
over the same period in 2003. This reduction mainly
reflected repayments of foreign currency obligations, as
the Bahamian dollar component, which represented
84.9% of the total, was unchanged at $1,650.9 million.
The latter was comprised mostly of bonds ($1,390.2
million), with holdings distributed among public corpora-
tions (37.7%)—mainly the National Insurance Board—
domestic banks (28.1%), private and institutional inves-
tors, including pension funds and insurance companies
(26.9%) and the Central Bank (7.1%).

Given these developments, and a $21.0 million
(4.9%) reduction in Government guaranteed debt of
public corporations to $408.1 million, the National Debt
fell by $19.0 million (0.8%) to $2,350.3 million at end-
June 2004, relative to $2,238.5 million at the same point
last year. Indicating some reduction in the overall deficit
in the 12 months through June, growth in the Direct
Charge decreased to $88.9 million (4.8%) as compared
to $178.1 million (10.6%) in FY2002/03. This outweighed
the $22.9 million (6.0%) upturn in contingent liabilities and
consequently, the increase in National Debt also nar-
rowed to $111.8 million (5.0%) from $151.6 million (7.3%)
during FY2002/03.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

During the second quarter, public sector foreign cur-
rency debt fell by $12.8 million (2.2%) to $558.5 million.
The Government's debt operations comprised new draw-
ings of $2.5 million versus amortization payments of $0.5
million, while the net repayment by public corporations
featured borrowing of $2.5 million less principal repay-
ments of $17.3 million. The Government's obligations at
end-June 2004 of $292.6 million accounted for 52.4% of
the overall stock, and the public corporations’ balance, at
$266.0 million, the remaining 47.6%.

By creditor profile, the largest share of foreign cur-
rency debt was held by commercial banks (41.2%),
followed by private and institutional investors (40.3%) and
multilateral institutions (18.5%). Nearly all of the out-
standing debt was denominated in United States dollars,
and the average term to maturity was approximately 16
years.

Compared to the previous year, debt servicing for
the quarter rose by $10.6 million (60.3%) to $28.2 million.
Amortization payments were two-thirds higher at $17.7
million, while interest expenses increased by $3.3 million
(47.1%) to $10.4 million. As a result, estimated debt
service as a proportion of exports of goods and non-
factor services rose to 4.3% from 2.9% in 2003. How-
ever, the ratio of Government's foreign currency debt
service to total revenue is expected to have decreased
marginally from the 1.3% estimated in 2003.

2004/2005 BUDGET HIGHLIGHTS

The Government's Budget for FY2004/05 was pre-
sented to Parliament on May 26, 2004 and approved in
June. In line with priorities to reduce the fiscal deficit over
the medium term, the authorities established a target for
the debt-to-GDP ratio of 30%, despite having increased
net financing requirements in the short-term—partly to
support infrastructure developments and unplanned
recurrent commitments taken on midway through
FY2003/04. The Government expects to achieve im-
provements in revenue collections based on strength-
ened administration and enforcement of existing tax
measures, and modest gains from robust expansion in
the tax base, linked to growth in the economy.

The Budget projects an overall deficit of $163.4 mil-
lion for FY2004/05, equivalent to an estimated 2.9% of
GDP, and up by $40.4 milion (32.9%) from the
FY2003/04 projection, which corresponded to 2.2% of
GDP. While modest relative to the previous year's fore-
cast, the projected $60.1 million (6.1%) increase in reve-
nue collections to $1,051.6 million, suggest expectations
of a more significant improvement over the likely final
outcome for FY2003/04, which noted some underperfor-
mance in collections. For outlays, the Budget contained
an additional $100.6 million (9.0%) in approved expendi-
tures to $1,215.0 million.



In support of its commitment to modernize and
strengthen revenue administration, the Government
foreshadowed measures to revamp the existing stamp
duty collection system and the introduction of a Trade
Information Management System, to improve the custom
duty collection process. Combined, these adjustments
are expected to generate some $27.3 million in additional
receipts, roughly half of the projected $53.4 million (6.0%)
increase in tax collections. Although these changes,
alongside increased economic activity, are only expected
to boost taxes on international trade and transactions
above last year's projections by 0.5% to $579.5 million,
the yields reflect stronger optimism relative to the actual
outcome for FY2003/04, in which collections were below
expectations. Relative to last year's forecast, import
taxes are only expected to rise by $13.4 million (3.0%),
but to reflect more substantial gains against the revised
results for FY2003/04. Scaled-back expectations from
previous year forecast also explain the anticipated $11.2
million (10.1%) decrease in stamp taxes on imports.

More in line with the realized outcome for
FY2003/04, departure taxes are projected to rise by $3.9
million (5.9%) to $69.8 million, while taxes on selected
tourism services are expected to fall by $1.3 million
(2.8%) to $44.5 million, correcting for some underperfor-
mance relative to the 2003/04 projections. Conversely,
stepped up enforcement is expected to boost property tax
yields by $17.8 million (39.5%) to $62.8 million. Also,
motor vehicle taxes are projected to increase by $1.3
million (6.2%) to $22.0 million, and stamp taxes on finan-
cial and other transactions, by $14.4 million (20.9%) in
anticipation of a firming in the domestic activity. With
higher international business companies registration and
an increased fee structure for banks and trust companies,
business and professional license fees are pegged to rise
by $14.6 million (26.7%) to $69.5 million.

Revenue from non-tax collections is projected to
strengthen by $13.8 million (16.5%) to $97.6 million, with
an $11.2 million (54.5%) gain in income from other
sources, which includes dividend payments from public
corporations. Receipts from fines, forfeitures & adminis-
trative fees are expected to improve by $3.2 million
(5.2%) to $65.0 million. The Budget also forecasts new
capital revenue of $11.0 million, mainly from the antici-
pated sale of a Government owned hotels.

On the expenditure side, budgetary allocations re-
flect a combination of adjustments undertaken during the
course of FY2003/04, amid less robust revenue results,
attempts to restore curtailed capital outlays, and the
impact of the unbudgeted salary increase provided during
FY2003/04. Current outlays, which represent 87.8% of
the allocations, rose by $98.3 million (10.1%) to $1,067.3
million and provisions for net lending to public corpora-
tions were raised by $4.6 million (18.0%) to $30.5 million.
Despite a $2.4 million (2.0%) reduction in the capital
budget, the $117.3 million provisioned contained signifi-
cant commitments carried over from FY2003/04 and
therefore a higher targeted level of investments than
actually occurred during the last fiscal year.

By economic classification, budgeted Government
consumption rose by 10.4%, with a provisioned increase
for personal emoluments of $43.6 million (10.2%) to
$469.4 million, partly driven by the continuing impact of
the $24 million salary increase provided in December
2003. Higher allotments were also made for purchases
of goods and services, of $21.9 million (10.7%) to $226.6
million.

Parliament approved a 9.7% hike in allocations for
transfer payments, which comprised an $11.1 million
(9.9%) projected increase in interest payments on Gov-
ernment debt to $123.3 million and a $21.7 million (9.6%)
boost in subsidies and other transfers to $247.9 million.
The subsidies budget featured increased provisions for
quasi-autonomous agencies (7.9%), non-profit organiza-
tions (16.8%) and a nearly three-fold rise in transfers for
non-financial public enterprises.  However, transfer
provisions for households decreased by 2.1%, in anticipa-
tion of reduced gratuity payments for new civil service
retirees.

Under the functional breakdown of the recurrent ex-
penditure, the budget for general public services in-
creased by 10.7% to $307.0 million (28.8% of the total);
education, by 10.3% to $208.1 million (19.5%); health, by
8.9% to $174.9 million (16.4%); economic services, by
12.8% to $139.4 million (13.1%); other community &
social services by 52.6% to $10.3 million (1.0%); defense,
by 12.6% to $33.1 million (3.1%); and housing by 20.4%
to $5.5 million. Conversely, provisions for social benefits
& services were slightly reduced (0.3%) to $65.7 million
(6.2%).



With total capital spending approximating only
46.7% of budgeted outlays during the first 11 months of
FY2003/04, the reduced 2004/05 provisions still repre-
sented a significant hike in planned investments. Relative
to last year's budget, allocations for public works & water
supply decreased by 3.2% to $51.7 million; transporta-
tion, by 21.4% to $4.3 million and education, by 13.2% to
$17.5 million. Conversely, investments earmarked for
general public services increased by 17.7% to $17.9
million.

On the financing side, Parliament authorized new
borrowing of $260.3 million vis-a-vis debt amortization of
$94.4 million, of which 10.4% is earmarked to repay
foreign currency obligations. A netting of these provi-
sions, suggest that the Direct Charge on Government is
likely to rise by $165.9 million to approximately $2,109.3
million at end-June 2005. Accordingly, the National Debt
could increase by at least this amount to more than $2.52
billion.

REAL SECTOR

TOURISM

Preliminary estimates indicate continued growth in
tourism output during the second quarter of 2004, driven
by increased occupancy levels in the hotel sector and
robust cruise passenger traffic. ~Activity remained fa-
voured by the deepening of the US economic expansion,
with its consequent boost to consumer confidence and
household spending.

Second quarter visitor arrivals advanced by 18.7% to
1.4 million solidifying the 2003 recovery of 5.5% which
followed a contraction of 1.8% in 2002. Visitor growth
was particularly strong in New Providence, while encom-
passing a healthy upturn in Grand Bahama and steady
expansion in the Family Islands.

Sea arrivals, which constituted 69.1% of visitors,
registered accelerated gains of 23.2% to 0.97 million,
benefiting from significantly increased cruise line calls on
the Islands. This exceeded the cumulative increase of
the three previous years (2001 — 2003) and was the most
significant gain since 2000 (31.3%). In the context of a
continued upswing in stopover visitors, air arrivals
strengthened by 9.8% to 0.44 million, extending 2003's

marginal turnaround (2.3%) and contrasting with 2002’s
sizeable falloff of 11.3%.

Visitor Arrivals
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Based on port of entry data, visitor arrivals for New
Providence, including Paradise Island, rose by 21.5%,
cementing last year's 3.3% turnaround. Approximately
two-thirds arrived by sea, which featured strongly accel-
erated growth of 30.6% alongside a more than doubling
in air arrivals gains to 6.8%. Following three consecutive
years of second quarter declines, the 26.0% recovery in
arrivals to Grand Bahama was bolstered by 37.3% im-
provement in the sea component and a 12.3% upturn in
air arrivals. Family Island arrivals rose further by 10.0%,
following growth of 16.1% in 2003, with sea visitors
augmented by 8.0% and air traffic growth stable at
19.0%.

Indications are that expenditure growth also
strengthened relative to 2003, with a projected double
digit increase in receipts from cruise passengers reinforc-
ing healthy occupancy-based expansion in stopover
spending. Second quarter data for New Providence
evidenced a 4.9% rise in occupied hotel room nights



which, in the context of a stable average nightly room rate
of $174.59, boosted estimated expenditures by 4.9%.
Nevertheless, the average room occupancy rate, which
consequently improved to 76 % from 70%, also contained
a 3.9% reduction in available rooms following the closure
of a major property on Paradise Island for renovations. In
Grand Bahama, data for the first two months of the
quarter revealed a 37.1% boost in estimated room reve-
nues, as occupied room nights rose by 38.1%, offsetting
a marginal decrease in the average nightly room rate to
$91.30. For the Family Islands, occupied room nights
declined by 4.8%; however, the average nightly rate rose
by 11.9% to $180.87, supporting estimated room revenue
growth of 6.6% in April and May.

As to the outlook, tourism growth is expected to con-
tinue at a strong pace in the medium term, with the
expanding US economy supporting rising travel demand.
The stopover sector meanwhile, continues to benefit from
an expansion in airline routes from the US and the UK,
which are both expected to result in more competitive
ticket pricing. Nevertheless, the September 2nd — 4th
damage caused by Hurricane Frances, particularly on
Grand Bahama and the Family Islands, should disrupt
output during September through November as repairs
are made. The net impact on overall industry growth in
2004, however, will not be significant given the timing of
the disruption during the slowest point in the tourist
season.

CONSTRUCTION

Despite more imminent signs of a pickup in com-
mercial investments, including the startup of a major
resort expansion in New Providence, construction expen-
ditures were still subdued during the second quarter of
2004, and mortgage lending in support of local building
activities slightly reduced. However, expenditures on
rebuilding activities following Hurricane Frances, are
expected to provide a strong boost to construction during
the remainder of 2004, with a sizeable financing provided
by re-insurance inflows.

According to second quarter data on mortgage lend-
ing by banks, insurance companies and the Bahamas
Mortgage Corporation, ongoing weakness in commercial
building financing outweighed the marginal firming in
domestic residential investments. Indicative of this, the
number of mortgage commitments for new construction

and repairs decreased by 2.5% to 196, with the corre-
sponding value also lower by 12.8% at $19.5 million.
Residential commitments, comprising mainly new housing
projects, accounted for 190 of the total, up from 185 in
2004, and valued 2.4% higher at $18.0 million. On the
commercial side, only 6 commitments, estimated at $1.5
million were recorded, compared to 16 at $4.9 million in
the year-earlier period. With loan disbursements only
partly indicative of actual construction activity, as they
contain equity-based advances for other purposes,
commercial drawdowns were more robust, at $13.7
million compared to $2.8 million in 2003, while residential
mortgage payouts decreased by 10.0% to $62.0 million.

Mortgage Comittments:
New Construction and Repairs
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More in line with the cumulative picture, residential
mortgages outstanding at end-June 2004 rose vis-a-vis
the previous year by $136.4 million (9.3%) to $1,596.3,
while commercial claims remained lower by $6.2 million
(3.7%) at $161.4 million. Relative to the total size of the
mortgage market, banks accounted for the largest share
of these loans (84.8%), followed by insurance companies
(10.3%) and The Bahamas Mortgage Corporation (4.9%).
As regard average interest rates, softening was evident
for both residential and commercial loans, to 8.8% and
9.4% from the respective 8.9% and 9.6% in the same
period in 2003.



PRICES

Based on quarterly variations in the average Retalil
Price Index, inflation moderated to 0.2% during the
second quarter from 0.4% in the corresponding 2003
period. Major influences included the unchanged level of
the housing index, the most heavily weighted component,
the softened advance in transportation & communications
costs (0.5%) and a marginal decrease in average educa-
tion costs (0.1%). These outweighed firmer average cost
advances for food & beverages (0.3%) and medical care
& health (1.2%); and the incremental upturn in the aver-
age price for recreation & entertainment services. The
rate of increase in the other items of the Index was
approximately unchanged, on average, at less than 0.1%.

Average Retail Price Index
(Annual % Change)
June

2003 2004

ltems Weight Index % Index %
Food & Beverages 138.3 112.9 1.0 1151 19
Clothing & Footwear 58.9 107.5 0.1 1078 0.3
Housing 328.2 103.2 0.3 1038 0.6
Furn. & Household 88.7 118.0 69 1189 0.7
Med. Care & Health 44.1 116.3 44 1281 106
Trans. & Comm. 148.4 104.8 06 107.0 2.1
Rec., Enter. & Svcs. 48.7 122.7 8.5 123.6 0.1
Education 53.1 161.2 44  164.1 1.8
Other Goods & Svcs. 91.6 117.6 8.8 1223 4.0
ALL ITEMS 1000 112.3 28 1142 1.8

In the twelve months through June, average con-
sumer price inflation abated to to 1.8% from 2.8% in the
comparative 2003 period. Of particular note was the
slowed rise in the average cost of recreation & entertain-
ment services, to 0.7% from 8.5%; furniture & household
operations, to 0.7% from 6.9% and education, to 1.8%
from 4.4%. Average price gains for “other” unclassified
goods & services also slackened to 4.0% from 8.8% last
year. These trends were partly countered by the sharp
run-up in average costs for medical care & health ser-
vices (10.6%), fuel-related firming in transportation &
communications costs (2.1%), larger increases for food &
beverage items (1.9%) and housing (0.6%), and the

marginal upturn in the average index for clothing & foot-
wear.

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Growth in the monetary aggregates was buoyed by
comparatively stronger foreign currency inflows from
tourism during the second quarter, and was closely
matched by a revival in domestic credit, which otherwise
remained constrained by the Central Bank's lending
restrictions.  Conditions supported a reduction in the
banking system reduced its net foreign liabilities, and a
softening in the average interest rates on both deposit
and loans with a consequent narrowing in the loan-to-
deposit rate spread. Meanwhile, the expansion in do-
mestic credit was led by the accelerated advance in
private sector Bahamian borrowing and increased net
claims on the Government.

As regards profit and balance sheet developments of
domestic banks, data for the first quarter of 2004 sug-
gested some upturn in earnings indicators, owing both to
efficiency gains and increased net interest flows. The
previous quarter's improvement in asset quality indicators
was preserved during the second quarter as the propor-
tion of loan arrears in banks’ portfolio decreased slightly.

LiquipiTy

In the context of intensified credit expansion, banks
directed less additional resources to liquid assets during
the second quarter. Net free cash reserves fell margin-
ally by $0.9 million (0.5%) to $189.6 million, relative to a
$1.9 million decline (1.5%) to $127.1 million in the com-
parative quarter in 2003. However, this represented a
larger 4.8% share of Bahamian dollar deposit liabilities,
compared to the respective 3.4% in 2003. Surplus liquid
assets, which exceeded the required minimum by 34.5%,
vis-a-vis 24.7% at the end of June 2003, also declined by
4.6% to $226.8 million.

DEPOSITS AND MONEY
Amid stronger accumulation of deposits held by pri-

vate individuals and businesses, overall money supply
(M3) recovered by 4.1% during the second quarter,



following a marginal contraction of 0.1% in 2003. Narrow
money (M1) rebounded by 10.3% from the year-earlier
decline of 0.2%, with placements of businesses and
private individuals supporting a 11.3% upturn in demand
deposits, after a decrease of 1.1% last year. Growth in
currency held by the public was also slightly higher at
4.8% from 4.6%.

Liquidity
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Broad money (M2) expansion firmed significantly, to
4.0% from 0.4% last year. Of note, fixed deposits recov-
ered by 1.3% from a 0.3% reduction in 2003, as larger
business and individual holdings outweighed reduced
public corporation balances. In addition, accretions to
savings balances, mainly personal account holders,
strengthened to 4.3% from 3.6% last year.

With the 5.7% upturn in residents’ foreign currency
deposits vis-a-vis last year's 17.4% contraction, overall
money (M3) expanded by $170.1 million (4.1%) to
$4,355.7 million. Bahamian dollar fixed deposits com-
prised the largest share of the overall stock (55.0%),
followed by demand (21.8%) and savings (17.0%) depos-
its, currency (3.7%) and foreign currency deposits (2.5%).
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Meanwhile, the Central Bank’s liabilities to the public and
private sectors represented 6.7% of the money stock as
compared to a 93.3% share for banks.

DomESTIC CREDIT

A Domestic credit also rebounded by $99.8 million
(2.0%) during the quarter, relative to the previous year's
contraction of $69.2 million (1.4%), and more closely
resembled the 2002 uptrend of $83.8 million (1.8%). The
increase was concentrated primarily in recovered private
sector credit claims of 2.0% from a 1.0% net repayment
in 2004. A key component was the accelerated rise in
Bahamian dollar claims of $93.0 million (2.5%) as com-
pared to $37.8 million (1.1%) in 2003, alongside a smaller
reduction in private foreign currency credit of $8.9 million
(2.1%) relative to the $79.4 million (17.2%) in 2003 which
was linked to industrial sector repayments.

Changes in Credit
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Private sector credit expansion was led by acceler-
ated growth in personal lending to 2.6% from 2.0% last
year, representing approximately 70.2% of outstanding
private claims. Although the advance in residential



mortgages slackened to $45.2 million (3.3%) from $71.4
million (6.0%), consumer credit rebounded by $24.4
million (1.7%) from a $8.0 million (0.6%) net repayment in
2003 and overdraft balances were extended by $7.0
million (11.9%) following the $8.6 million (17.9%) pay
down last year.

Noteworthy trends in consumer credit included larger
net lending for miscellaneous purposes ($13.1 million),
land purchases ($6.1 million) and credit cards ($1.9
million); and rebounded net flows for travel ($1.4 million),
private cars ($1.8 million) and furnishing and domestic
appliances ($0.4 million). The only sizeable net repay-
ment was for home improvement loans ($1.6 million).

Distribution of Bank Credit By Sector

End-June
2003 2004

BSM % B$M %
Agriculture 7.1 0.2 9.5 0.2
Fisheries 55 0.1 10.2 0.2
Mining & Quarry 19.2 04 19.4 04
Manufacturing 62.2 14 75.9 1.6
Distribution 2184 5.0 208.2 45
Tourism 2225 5.0 172.4 37
Enter. & Catering 333 0.8 334 0.7
Transport 48.0 11 45.8 1.0
Public Corps. 206.2 4.7 317.9 6.9
Construction 2615 5.9 2456 53
Government 2141 4.9 111.2 24
Private Financial 34.1 0.8 29.3 0.6
Prof. & Other Ser. 1285 29 1232 2.7
Personal 27524 62.5 2949.9 63.7
Miscellaneous 187.8 43 280.6 6.1
TOTAL 4400.8 100.0 46325  100.0

Outside of the personal sector, private sector credit
trends also featured a larger increase in bank claims for
miscellaneous purposes ($24.3 million) and marginal net
financing flows for most business and productive activi-
ties. These included reversals from net repayments to
increases for entertainment & catering ($5.7 million),
construction ($9.5 million), professional & other services
(3.0 million), transportation ($1.8 million) and private
financial institutions ($2.0 million). Most remaining sec-
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tors recorded net repayments, inclusive of fisheries, ($1.4
million), distribution ($0.1 million) and tourism ($34.2
million).

External Reserves
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The banking sector’s net claim on the public sector
rose by 1.7%, after declining by 3.0% over the compara-
tive 2003 period. Net lending to Government resumed by
$34.3 million (6.3%), following a $25.2 million decrease
(3.6%) last year, and outweighed the reduction in claims
on the rest of the public sector, which was extended to
$18.6 million (5.1%) from $2.4 million (1.1%) in 2003.

THE CENTRAL BANK

For the June quarter, Central Bank’s net claims on
Government fell by $12.0 million (10.2%), which was
considerably below the year-earlier contraction of $49.1
million (30.9%). This included a $5.5 million decrease in
the Bank’s holdings of Government bonds and a more
than doubling in Government deposits by $6.5 million.
Net deposit liabilities to the public sector almost doubled
to $121.7 million. This build-up, alongside expanded
currency and other deposit liabilities—mainly to domestic
banks—was correlated with more robust external re-
serves growth of $59.3 million (10.0%) to $652.5 million



as compared to a $28.0 million (6.3%) gain to $472.5
million last year.

External balances approximated 23.5 weeks of non-
oil merchandise imports for the 12 months ending June
2004 as compared to 19.1 weeks for the previous year.
When adjusted for the 50% statutory backing for the
Bank’s Bahamian dollar liabilities, the resulting useable
reserves, or Central Bank liquidity, stood at $308.8 million
compared to $218.2 million in 2003.

Underpinning the reserves growth was an expanded
net foreign currency purchase of $54.6 million, up from
$23.7 million last year. The net intake from commercial
banks rose by $20.6 million (35.0%) to $79.5 million,
while net outflows via the public sector narrowed to $24.9
million from $35.2 million last year. Reflecting the contin-
ued rebound in tourism, total purchases advanced by
$24.7 million (14.4%) to $195.6 million as compared to a
$6.2 million (4.2%) falloff in total sales, to $141.1 million.

DOMESTIC BANKS

During the review quarter, growth in domestic banks’
deposit liabilities to the private sector accelerated to
$136.8 million (3.7%) from $28.4 million (0.8%) in 2003,
more than sustaining the upswing in credit to the sector.
This also accommodated the $46.3 million (11.0%)
rebound in net claims on Government, and the gap
between the further $18.6 million (5.2%) reduction in
claims on public corporations relative to a larger $29.0
million (7.2%) falloff in corresponding deposits. Alongside
a $34.0 million (4.0%) rise in capital and surplus, these
developments allowed banks to reduce their net foreign
liabilities by $40.1 million (6.4%).

Relative to the total portfolio, lending to the public
sector was proportionately higher in foreign currency at
36.4%, as total net credit to the public sector—held
mainly in government bonds—comprised 16.1% of
banks’ total claims on the domestic economy.

The June quarter recorded a stronger accumulation
of banking sector deposits, inclusive of gross liabilities to
the public sector, of $107.7 million (2. 7%) to $4,163.1
million, as compared to a $10.1 million (0.3%) accretion
in 2003. Holders of Bahamian dollar deposits, at
$4,053.5 million, included private individuals (55.7%),
business firms (26.4%), the public sector (9.0%) and
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private financial institutions and others (8.9%), mainly
insurance companies and private pension funds.

An analysis of contractual obligations indicated that
fixed deposits remained the largest share (59.3%) of the
total, followed by demand (22.8%) and savings (17.9%)
deposits. The breakdown by range and value revealed
that approximately 90.2% of Bahamian dollar accounts
held balances of less than $10,000 but represented a
disproportionately lower 8.7% of the total value. Con-
versely, 2.9% of accounts comprised balances over
$50,000, which accounted for 77.3% of the value. The
remaining accounts with balances between $10,000 and
$50,000 constituted 6.8% of the total accounts and a less
disparate 14.0% of the aggregate value.

Asset quality improvements noted during the first
quarter of 2004 were preserved during the review period.
The Central Bank’s latest survey indicate that, the ratio of
loan balances in arrears relative to total Bahamian dollar
claims on the private sector stabilized at 8.7%, after rising
to as high as 10.1% at the end of both second and final
quarters of 2003.  The consumer credit portfolio main-
tained the most significant improvement, with an arrears
rate of 7.9% compared to 8.4% at the end-macrh 2004
and 10.0% at end-April 2003. For the residential mort-
gages portfolio, where arrears were most recently as high
as 11.5% in December, the rate at end-June remained
close to the 9.8% recorded in March. Nevertheless,
commercial facilities experienced some temporary set
back, with an arrears rate of 9.3% compared to 8.6% in
March, but still improved from 10.5% at end-2003.
Private loans on which banks have stopped accruing
interest also decreased slightly to 4.8% of the estimated
Bahamian dollar portfolio in June, partly reversing the
increase incidences of non-accruals noted during the
second half of 2003.

Banking sector provisioning and loan write offs
against bad debt, indicate a slowdown in balance sheet
discounting of risk. Realized bad debt expenses de-
creased incrementally during the second quarter, remain-
ing significantly below average quarterly provisions taken
during the first nine months of 2003. Banks also wrote off
significantly less doubtful loans, after undertaking a very
aggressive cleanup during the first quarter of 2004.
Average provisioning levels for Bahamian dollar loans
remained slightly lower at 2.0% of the estimated loan
portfolio at end-June as compared to 2.1% at end-



December 2003. This decrease was mainly as a result of
further consumer loan write-offs from specific bad debt
provisions and an abatement in the rate of provisioning
against new consumer credit.

A breakdown of total deposits by contractual catego-
ries revealed that fixed balances maintained the largest
share (60.0%), followed by demand (22.4%) and savings
deposits (17.6%). Analyzed by number of accounts and
range of values, the majority of Bahamian dollar funds
(77.0%) were concentrated in the fewest number of
accounts (3.0%) valued at $50,000 and higher. The
largest number of accounts (90.3%) held balances under
$10,000, which corresponded to only 8.7% of the aggre-
gate value, while some 6.7% of accounts, valued be-
tween $10,000 to $50,000, constituted 14.3% of total
deposits.

Banking Sector Interest Rates

Period Average (%)
Qtr. Il Qtr. | Qtr. I
2003 2004 2004
Deposit Rates
Demand Deposits 2.67 2.32 2.54
Savings Deposits 2.72 2.77 2.55
Fixed Deposits
Up to 3 months 3.76 3.80 3.73
Up to 6 months 4.19 474 497
Up to 12 months 4.39 4.44 413
Over 12 months 438 484 4.14
Weighted Avg Deposit Rate 3.91 4.02 3.84
Lending Rates
Residential Mortgages 9.01 8.91 8.84
Commercial Mortgages 10.04 - 8.86
Consumer Loans 13.93 13.39 13.08
Overdrafts 11.13 11.78 11.40
Weighted Avg Loan Rate 1213 11.57 11.23

Adjusted for goodwill, banks’ Bahamian dollar capital
and surplus position rose at a reduced quarterly pace of
1.0% to $854.8 million during the quarter, relative to a
4.3% rise to $754.4 million in 2003 when profitability
conditions were more robust and financial institutions

13

retained a larger share of profits. In this regard, profit and
retained earnings represented a lesser 43.9% of capital
and surplus relative to 51.8% last year, while general and
specific reserves against loan loses were increased to
12.4% of the total from 11.6% the previous year—
indicative of a more conservative risk treatment for loans
exposures. Correspondingly, total reserves and provi-
sions, as a percentage of the private sector loan portfolio,
stood at 2.9% at end-March compared to 2.5% in 2003.

As regard asset quality, which has had some influ-
ence on recent provisioning trends, indications are that
outstanding private sector Bahamian dollar loans re-
ported in arrears at end-March 2004 decreased to 8.7%
of the corresponding loan portfolio from 10.1% in the
previous quarter. This suggests that the improving
economic climate was enabling more borrowers to satisfy
their servicing obligations. For arrears of 90 days or
more, which account for the majority of the distressed
facilities (55.3%), these decreased as a share of total
loans, to 4.8% from 5.1% in December 2003. In terms of
value, the most sizeable exposure reduction occurred in
more upfront arrears balances, less than 90 days in
distress.  Overall, the residential mortgages portfolio
maintained the highest percentage of exposure to arrears
(9.8%) versus lesser shares for commercial (8.6%) and
consumer loans (8.4%), where financial institutions follow
a more aggressive write-off policy for non-performing
loans, in view of the comparatively weaker quality of
collaterals. Some balance sheet clean up was evident
during the period as banks wrote off a larger amount of
loans than in any of the previous six (6) quarters sur-
veyed. The profit and loss impact, however, was nearly
two-thirds less, since some of these losses were already
provisioned.

INTEREST RATES

During the second quarter, an 18 basis point reduc-
tion in the average deposit rate to 3.84%, as opposed to
the 34 basis point drop in the counterpart loan rate,
narrowed domestic banks’ average loan-to-deposit
spread by 16 basis points to 7.39%.

Compared to the previous quarter, the average
range on fixed deposits widened to 3.73% — 4.97% from
3.80% - 4.84%, while the average savings rate softened
by 22 basis points to 2.55%. Average lending rates
eased for overdraft facilities, by 38 basis points to



11.40%; consumer loans, by 31 basis points to 13.08%
and residential mortgages, by 7 basis points to 8.84%.
Conversely, average interest rates on other local loans
firmed by 5 basis points to 8.57%, while rates on re-
sumed commercial mortgage lending averaged 8.86%.

Similar to deposit rate trends, the average three-
month Treasury bill rate softened by 23 basis points to
0.71%. However, benchmark interest rates--commercial
banks' Prime and the Central Bank Discount Rate re-
mained at their respective July 1999 levels of 6.00% and
5.75%.

BANK PROFITABILITY

More expansionary credit conditions, improved asset
quality and abated operating cost pressures supported
marginal improvements in domestic banks’ earnings
indicators.

For the quarter ended March 2004, the latest period
for which data are available, profits recovered by $5.1
million (15.1%) to $38.7 million, following a $2.5 million
(6.8%) decline over the same period in 2003. As interest
income paced moderately ahead of interest expenses,
the net interest margin improved by 6.9% to $71.1 million.
When combined with a one-fourth gain in commission
and foreign exchange income, this extended the resulting
gross earnings margin by 8.3% to $78.5 million. The net
earnings margin also strengthened by 27.2% after operat-
ing costs fell by 2.5% to $45.2 million, as a result of
reduced staff expenditures—owing to a more rationalized
labour force. Partly offsetting, the net contribution from
other income sources was reduced, by 27.9% to $5.4
million, as increased depreciation costs exceeded the
reduced offset from bad debt expenses.

Profitability ratios relative to average domestic as-
sets were also improved compared to the first quarter of
2003. The ratio for the net interest margin firmed incre-
mentally by 1 basis point to 4.71%, while the comparative
ratio for commission and foreign exchange income ratio
rose by 7 basis points to 0.49%. Efficiency gains, repre-
sented by the 28 basis points reduction in operating costs
as a percentage of average assets to 2.99%, placed the
earnings margin 36 basis points higher at 2.21%. Never-
theless, a 17 basis points reduction in the net contribution
from other income sources resulted in a more modest 19
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basis points increase in the net income (return on assets)
ratio to 2.56%.

CAPTIAL MARKETS DEVELOPMENTS

Activity in the domestic capital markets increased
steadily during the second quarter, amid signs of some
upturn in earnings indicators within the private sector and
a sizable sale of Government equity holdings. While no
new capital was raised during the second quarter, both
the Government and private sectors tapped the market
during July and August.

In the second quarter, the Bahamas International
Securities Exchange (BISX) All Share Price Index rallied
by 5.6% to 973.2 points, extending the first quarter’s
5.8% gain. For the first six months of the year the Index
was up by 12.1%, in contrast to a cumulative decline of
6.2% during 2003. Compared to the first half of 2003,
trading volume rebounded to 2.25 million from 0.69
million shares, valued considerably higher at $12.8 million
from $2.3 million. Although the sale of 1 million Cable
Bahamas shares held by the Government to the National
Insurance Board (NIB) accounted for more than half of
the value exchanged, other private sector transactions
were also significantly elevated.

Fidelity Capital Market Limited’s broader Findex
weighted share price index, which also includes equities
traded over-the-counter, rose by 3.7% to 403.6 points
during the second quarter, compared to a decline of 2.8%
in the same period last year. On a year-to-date basis,
Findex gained 7.8% in contrast to a loss of 5.4% in 2003.
Government transactions also dominated over-the-
counter trading, with 1 million shares of Bank of The
Bahamas sold to NIB.

INTERNATIONAL TRADE AND PAYMENTS

Based on preliminary estimates for the second quar-
ter of 2004, the current account deficit narrowed to $68.7
million from $83.3 million over the same period last year.
In particular, the expansion in net merchandise imports
was countered by a widening in net tourism inflows



combined with modestly improved goods exports, and
reduced net factor income remittances.

The merchandise trade deficit rose by 8.6% to an
estimated $334.5 million. While export receipts increased
by $8.1 million (9.0%) to $98.1 million, non-oil imports
were higher by $17.2 million (6.7%) at $273.7 million,
amid continued firming in domestic demand. Outflows for
oil imports also advanced by 18.7% to $86.3 million, as
pressures from higher global prices outweighed the
reduction in the domestic quantity consumed. Compared
to the second quarter of 2003, the average per barrel cost
of gas oil rose by 27.3% to $40.23; jet fuel, by 33.5% to
$45.35; motor gas, by 41.3% to $57.45 million and avia-
tion-gas, by 20.2% to $98.67. Conversely, the average
per barrel price of propane and bunker ‘c’ fuel decreased
by 40.7% and 32.0% to $18.38 and $23.28, respectively.
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The estimated surplus on the services account wid-
ened by $33.3 million (13.5%) to $280.0 million, associ-
ated largely with the 15.3% rise in net travel receipts as
the sector’s recovery strengthened. Also noteworthy was
the more than halving in net outflows for various govern-
ment services to $8.2 million, while inflows from offshore
companies’ local expenses increased by 2.3% to $20.5
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million. Conversely, net external payments for “other”
services rose strongly by $31.5 million (39.2%) to $111.9
million, attributed largely to higher external expenses of
the public corporations, and net insurance remittances
rose by 4.2% to $26.1 million.

Net income outflows narrowed by $6.3 million
(15.8%) to $33.7 million, as banks and other private
sector net repatriation of investment income were more
than halved to $13.3 million. In a partial offset, net labour
income remittances rose by 29.9% to $17.0 million, and
official transactions were reversed to a net interest pay-
ment of $3.3 million from a net receipt of $2.2 million in
2003.

Net current transfer receipts fell by 7.4% to $19.5
million, with general government net inflows lower by $0.7
million (3.7%) at $20.5 million. This exceeded the reduc-
tion in net private transfer payments of $0.6 million
(40.3%) to $0.9 million, which was explained by a de-
crease in workers’ net remittances.

The capital and financial account recorded a smaller
surplus of $4.1 million, compared to $41.9 million in 2003.
Outward migrants’ net transfers rose to $9.7 million from
$7.4 million, while net financial inflows narrowed to $13.8
million from the year-earlier $49.2 million. Underlying this
outcome was the reduced net private foreign investments
of $57.5 million compared to $111.9 million last year,
mainly corresponding to a net loan repayment of $0.8
million as opposed to a net financing of $69.6 million in
2003. Likewise, the net real estate inflow decreased to
$2.1 million from $30.8 million in 2003. However, signs
of the anticipated recovery in foreign investment flows
were suggested from the widening net direct equity
inflows to $56.1 million from $11.5 million last year.
Short-term capital outflows through the domestic banking
system declined to $40.0 million from $58.8 million and
the public sector's net external debt repayment de-
creased to $3.7 million from $3.9 million.

Consequent on these developments and after ad-
justing for possible errors and omissions, the overall
balance recorded a larger surplus of $59.3 million as
compared to $27.8 million in the year-earlier period.



INTERNATIONAL ECONOMIC DEVELOPMENTS

Export-led strengthening in output was more broad-
based among major industrial countries during the sec-
ond quarter of 2004, benefiting particularly from expendi-
tures in the United States and China. Although margin-
ally mixed during the quarter, labour market conditions
stayed on an improving trend; however, increased con-
sumer price pressures from higher fuel costs and demand
pressures further tilted the monetary policy stance to-
wards tightening in some major economies.  Average
equity prices continued to rally across major financial
markets, in the context of upbeat economic expectations.
External sector developments were characterized by
improvements in most major countries’ current account
balances, due to increased exports. While the global
recovery was expected to broaden over the remainder of
2004 and into 2005, the outlook was still hampered by
unpredictable fuel prices.

Export growth and increasing internal demand sup-
ported stronger expansion in most major economies
during the second quarter. However, while the United
States’ medium-term prospects remained strong, rising
fuel costs slowed the second quarter uptrend to an
annualized 3.0% from 4.5% in the first quarter. In particu-
lar, abated consumer spending and moderated inventory
investments partly countered accelerated investments
outlays on housing and business technology, and rising
exports. China’s annualized growth rate, which along
with the United States provided a steady underpinning for
global export demand, continued at a robust 9.6% during
the second quarter, compared to 9.8% in the first quarter.
Benefiting from this upturn, Japan, experienced a
strengthened expansion of 4.4% relative to 1.6% in the
first quarter, also supported by rising business and
household demand. In the United Kingdom, real GDP
gains firmed to 3.6% on an annualized basis from 2.8%
during the first quarter, with manufacturing registering the
strongest quarterly increase since the third quarter of
1999, and services sector output rising at a steady pace.
In the euro area, rising consumer confidence and export-
led expansion in industrial production supported real
output gains of 2.0% on a annualized basis, compared to
2.4% in the previous quarter, with Germany’s growth
firmed to 2.0% from 1.5%, and the rate of economic
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expansion for France exceeded the previous quarter's
2.0%.

Despite incremental setbacks in some major
economies, labour market conditions remained on an
improving trend. In the United States, the average un-
employment rate softened to 5.6% from 5.7% as the pace
of business hiring increased. Similarly, with the improving
situation in Japan, the second quarter jobless rate de-
creased marginally to 4.6% from 4.7% of the workforce.
However, in the United Kingdom, average unemployment
rose marginally to 4.8% from 4.7%. The euro zone's
annual growth rate firmed to 9.0% from 8.9%, with the
French and German estimates both marginally higher at
9.9% and 10.5%, respectively.

Rising oil prices produced intensified inflationary
pressures in the major industrial countries during the
second quarter, which could linger in the short-term as
concerns persist about potential disruptions to supplies.
In the United States, annualized inflation nearly doubled
to 3.3% from 1.7% in the first quarter, with the respective
advances in energy and food prices accelerated at 17.0%
and 3.7% from 0.4% and 3.2% in the previous quarter. In
the euro area, annualized inflation rose to 2.4% from the
previous quarter's 1.7%, with estimates for Germany and
France firming to 1.6% and 2.4%, from 1.1% and 1.7%,
respectively. For the United Kingdom, the average retail
price increase moved higher to 3.0% from 2.6% in the
previous quarter, whereas Japan experienced additional
deflation, with consumer prices further reduced by 0.4%,
in the second quarter, despite upward pressure from oil
and non-food items.

In currency markets, the United States dollar contin-
ued to appreciate against major world currencies, re-
sponding to rising short-term interest rates and the rela-
tive strength of the US economic expansion. Consolidat-
ing its recovery from the two-year long slide, the dollar
rose by 0.9% against the euro to €0.82; by 4.4% against
the Japanese yen, to ¥108.77; by 1.4% against the pound
sterling to £0.55 and by 1.8% vis-a-vis the Canadian
dollar to C$1.33. Conversely, the dollar depreciated
against the Swiss franc by 1.4% to CHF1.25.

Equity market valuations on the major bourses
firmed moderately during the second quarter as investors
responded to the improving global economic outlook. In
the United States, the Dow Jones Industrial Index Aver-



age (DJIA) gained 0.8% to 10,4355 points and the
broader Standard and Poor’s 500 Index, 1.3% to 1,140.8
points. Positive results among the European bourses
included advances in the United Kingdom’s FTSE 100
Index’s by 1.8% to 4,464.1 points; France’s CAC 40
Index, by 3.0% to 3,733.0 points and Germany’'s DAX
Index, by 5.1% to 4,052.7 points. In Japan, the Nikkei 225
Index increased by 1.2% to 11,858.9.

In commodity markets, ongoing concerns about out-
put supply disruptions exerted upward pressure on oil
prices during the second quarter and remained a key
uncertainty in the global economic outlook. This deterio-
ration occurred despite OPEC’s June decision to raise its
daily production ceiling by 8.5%, with effect from the
beginning of July 2004, and by another 3.9% to 26 million
barrels, with effect from August 1st 2004. The per barrel
price of Brent Sea crude oil rose by 3.7% to $33.45
during the second quarter, well above OPEC's price band
of $22-$28 per barrel. As some confidence returned to
financial markets, precious metals functioned less as
hedging alternatives, with the price for gold decreasing by
7.6% to $394.55 per troy ounces and silver, by 27.1% to
$5.77 per troy ounce.

Amid strengthened growth prospects,, monetary pol-
icy in the United States and the United Kingdom was less
accommodating and the respective central banks
adopted a more defensive stance against inflation. In
June, the United States’ Federal Reserve approved 25
basis points increases for both the discount rate and
target Federal funds rate, to 2.25% and 1.25%, respec-
tively. The Bank of England raised its repurchase rate
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twice during the quarter, by 25 basis points to 4.25% in
May and further to 4.50% in June, in a bid to keep infla-
tion within the government's 2.0% target range. The
policy stance elsewhere was unchanged, with the Euro-
pean Central Bank’s refinancing rate remaining at 2.00%,
although with a more guarded view of rising liquidity in the
financial markets. The Bank of Japan also kept its official
discount rate at the historic low of 0.1% for the tenth
consecutive quarter, while taking added steps to enhance
liquidity by providing the markets with access to govern-
ment securities held by the Bank.

In external sector developments, most major econo-
mies current account benefited from stronger net export
demand, although this had the opposite effect in the
United States and China, the two largest importing
economies. Indications are that the United States re-
corded an 8.5% increase in the estimated trade deficit to
a seasonally adjusted $163.6 billion during the second
quarter. In the United Kingdom, the seasonally adjusted
estimated trade deficit was almost stable at $27.9 billion,
as demand for manufacturing continued to increase.
Export demand sustained a sizeable euro area trade
surplus of $30.6 billion, well above the quarterly average
of $20.4 billion in 2003, led by a widening in Germany's
second quarter trade surplus by an estimated 6.9%, to a
seasonally adjusted $52.4 billion. In Japan, the season-
ally trade surplus was only marginally reduced to $29.1
million; although, still expanding relative to the quarterly
average of $21.9 hillion in 2003.



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

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. notavailable

2. - il

3. p = provisional

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