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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DomEsTIC ECONOMIC DEVELOPMENTS

Compared to the first half of 2002, when output was
returning to some level of normalcy following the Sep-
tember 11 setback to tourism, the domestic economy
strengthened further during 2003. Nevertheless, weak
fundamentals in the United States and still dissipating
geopolitical tensions prevented a full recovery, relative to
output levels attained in the first half of 2001. The nearly
flat cumulative position in net foreign investments, also
constrained output, particularly vis-a-vis the construction
sector; albeit, indications are that both tourism and con-
struction could pick up on a comparative basis in the
months ahead.

Amid mild firming in domestic inflation, indications
are that the momentum derived from the comparative
second quarter output gain was marginal, with the nearly
flat position in tourism expenditure, supported only by
higher cruise spending vis-a-vis slightly weakened stop-
over outlays. Tempered mortgage financing suggested
softer support for local construction expenditure, although
quarterly private foreign investment flows were compara-
tively strengthened. Meanwhile, the cumulative fiscal
position for the 11 months through May indicated modest
improvement in revenue collections, which only slightly
outpaced constrained expenditure growth, for a small
reduction in the budget deficit. Financial sector highlights
included a reduction in domestic credit, led by steady
weakening in consumer lending, which outpaced the
marginal fall-off in the monetary aggregates. In this
context, both liquidity and external reserves registered
growth. On the external side, the current account deficit
was reduced, owing primarily to lessened import pres-
sures. Moreover, a sizeable reversal in short-term flows
through the banking sector resulted in a reduced surplus
on capital and financial transactions, despite increased
net private capital inflows.

Banks' net free cash balances decreased marginally
(1.5%) to $127.1 million, remaining below the compara-
tive $143.4 million at the end of the same period in 2002
when net foreign currency inflows to the public sector
underpinned a 25.6% increase. With institutions channel-
ing more resources into Government securities, a more

sizeable buildup occurred in surplus liquid assets, of
20.2% to $148.3 million, exceeding the statutory mini-
mum by 24.7%, albeit remaining below the year-earlier
ratio of 28.9%. Reflecting the composition of lending and
policy influenced credit conditions, commercial banks’
weighted average loan rate rose by 44 basis points to
12.17% during the quarter and, when combined with a 17
basis point easing in the weighted average deposit rate to
3.86%, caused the loans to deposit rate to widen by 61
basis points to 8.31%. Achieving more convergence
towards the average savings rate, the 90-day Treasury
bill rate rose by 13 basis points to 2.02%, although base
rates—commercial banks’ prime and the Central Bank
Discount Rate—were unchanged at 6.00% and 5.75%,
respectively.

During the quarter, the total money supply (M3) fell
by 0.1% to $3,940.9 million, contrasting with the year-
earlier advance of 2.3% to $3,889.8 million. In particular,
fixed deposit balances contracted by 0.3%, vis-a-vis the
previous year's growth of 0.4%; demand deposits fell by
1.1%, reversing last year’s 5.6% advance, and residents’
foreign currency deposits decreased by 17.4%, partly
reflecting foreign currency loan repayments. Conversely,
growth in savings deposits firmed incrementally to 3.6%,
while expansion in the currency component moderated
slightly to 4.6%.

Featuring reductions in claims on both the public and
private sectors, domestic credit declined by 1.4% to
$4,883.2 million, to contrast with growth of 1.8% to
$4,809.2 million in 2002. In particular, after advancing by
11.1% during the second quarter last year, in the context
of foreign currency borrowing, net claims on Government
decreased by 3.6%. Claims on the public corporations
also contracted by 1.1%, following a 0.6% increase in
2002. Meanwhile, accelerated repayment of foreign
currency liabilities, caused private sector credit to con-
tract by 1.0%, following a slowed increase of 0.4% last
year. Residential mortgage lending was the main growth
component, although only marginally higher at 3.9%,
while consumer credit contracted further by 0.7%.

Reflecting some stabilization in economic trends,
preliminary indications are that the fiscal deficit in the first
eleven months of FY2002/03 narrowed to $86.6 million



from $94.2 million in the comparative period in
FY2001/02. With a 4.9% improvement in tax receipts,
total revenue rose by 4.1% to $823.5 million, but in
absolute terms remained below expenditures, which rose
by 2.8% to $910.1 million. In respect of the latter, current
outlays increased by 4.1% to $810.0 million and net
lending to the public corporations intensified by 41.0% to
$34.6 million, partially offset by a reduction in capital
expenditures of 20.9% to $65.4 million. Budgetary fi-
nancing during the eleven months included a net borrow-
ing of $157.4 million in Bahamian dollars and $22.0
million in foreign currency. Taking June into account, the
Direct Charge on Government increased by $61.3 million
(3.4%) during the quarter and by $178.2 million (10.6%)
for the fiscal year, to $1,854.6 million. The comparative
FY2001/02 advance was moderately lower at $156.5
million (10.3%) to $1,676.5 million. Meanwhile, a $9.0
million (2.3%) decline in Government guaranteed borrow-
ings to $388.7 million, produced a quarterly increase in
the National Debt of $52.3 million (2.4%) and capped a
12-month growth of $159.0 million (7.6%) to $2,243.4
million. This contrasted with a more accelerated uptrend
of $196.1 million (10.4%) to $2,084.4 million in
FY2001/02, which was associated with contingent liabili-
ties.

In the tourism sector, visitor volumes for the June
quarter of 2003 strengthened by 5.5% to 1,185,188,
reversing the 1.8% decrease posted in 2002. Sea arri-
vals growth was extended to 7.2% from 4.1% in 2002 and
air visitors, which comprised the higher value-added
stopover segment, rebounded by 2.3% from an 11.3%
fall-off in 2002. Visitor expenditure growth was almost
flat, with modest cruise spending contrasting with weak-
ened stopover outlays. In particular, indications are that
estimated hotel room revenues dipped by 0.3% vis-a-vis
2002. The only positive contribution was appreciated
average room rate pricing, at $167.12 per night, as
compared to $163.14 in 2002. Instead, average hotel
occupancy was lower at 62.6% from 66.9% last year, as
occupied room nights decreased by 2.7%, while available
capacity increased by 4.1%. As to the distribution of the
revenue performance, marginal growth in New Provi-
dence (1.4%) and a stable outturn for the Family Islands
were offset by a more sizeable falloff in receipts on Grand
Bahama (12.4%).

Inflation, measured by quarterly changes in the av-
erage Retail Price Index, rose to 0.4% from 0.1% in the
comparable 2002 period, led by rebounded costs for
transport & communication and resumed increases under
housing. For the 12-month period through June 2003,
average inflation advanced to 2.8% from 2.2%, compris-
ing firmer uptrends in average costs for recreation &
entertainment services (8.5%); miscellaneous goods &
services, (8.8%); furniture & household operation ex-
penses (6.9%) and medical care & health costs (4.4%).
However, more tempered increases were registered in
average costs for food & beverages (1.0%), transport &
communication (0.6%) and housing (0.3%).

In line with the reduction in valuation on both resi-
dential and commercial building permits granted last year,
indications are that construction output softened during
the opening months of 2003, relative to stabilized expen-
ditures in 2002. Data on mortgage lending from banks,
the Bahamas Mortgage Corporation and insurance
companies indicated a general slowing in second quarter
financing for domestic building activity, with commitments
for residential mortgages for new construction, rehabilita-
tion and additions contracted to $18.5 million from last
year's $21.4 million. Similar commercial mortgage com-
mitments also slackened, to $5.7 million from $14.5
million. Meanwhile, the average interest rate on new
residential mortgages was marginally lower at 8.9% but
slightly higher for commercial mortgages at 9.6%, vis-a-
vis the same period in 2002.

In the external sector, the current account deficit nar-
rowed to an estimated $28.0 million from $108.0 million in
the same quarter last year. In particular, the estimated
merchandise trade deficit decreased to $279.2 million
from $345.7 million in 2002, with non-oil and oil imports
reduced by 12.6% and 13.3% respectively, to exceed the
9.2% reduction in exports. Net invisible inflows increased
by 6.9% to $278.1 million, mainly due to reduced net
outflows for external services, alongside the 0.9% in-
crease in net travel receipts.  In addition, net foreign
income remittances narrowed to $38.4 million from $71.8
million in 2002, led by the reduction in profit remittances
by banks and private businesses. Net current transfer
receipts were almost halved to $8.3 million, mirroring a
net decrease in general government inflows.



On the capital and financial account, the estimated
surplus narrowed to $16.1 million from $91.0 million, with
the $58.8 million short-term outflow through the banking
system contrasting with the $51.5 million net inflow in
2002, which was associated with foreign currency lending
to Government. However, net private foreign investment
inflows were moderately increased, with growth in net
loan inflows rising to $56.9 million from $31.1 million, and
more than offsetting the reduction in direct equity (36.6%)
and real estate inflows (19.1%) to a combined $28.2
million from $38.2 million in 2002. In addition, outflows
stemming from the public sector's net external debt
repayment narrowed to $2.9 million from last year's $23.4
million.

FiscAL OPERATIONS

Provisional estimates for the first eleven months of
FY2002/03 indicate that the overall deficit on Govern-
ment's budgetary operations narrowed to $86.6 million
from $94.2 million in the year-ealier period, although
expectations are for a larger overall shortfall for the entire
year. With reduced capital outlays, total expenditure
growth was contained at 2.8% to $910.1 million, trailing
revenue improvement of 4.1% to $823.5 million.

REVENUE

Under revenue collections, tax receipts rose by
$35.4 million (4.9%) to $757.5 million (to constitute 92.0%
of total), outweighing a $3.3 million (4.8%) falloff in non-
tax proceeds to $66.0 million. Compared to the previous
fiscal period, the largest tax revenue gain was recorded
for business and professional license fees, of $13.8
million (31.3%) to $57.7 million, which included increases
in company registration fees and an upturn in collections
from licensing of International Business Companies ($4.0
million).  Similarly, stamp duties on financial and other
transactions rose by $11.4 million (18.7%) to $72.6
million. Levies on international trade and transactions,
which accounted for 57.0% of total tax revenue, improved
marginally by $5.6 million (1.3%) to $432.0 million, with
gains in import duties (1.5%) and stamp tax on imports
(3.1%) outpacing a reduction in export levies (15.4%).
Increases were also recorded for property taxes, of $4.9
million (15.7%), and taxes related to motor vehicle in-

spection and licensing, of $1.7 million (15.3%). Although
visitor volumes improved, selected taxes on tourism-
related services decreased marginally by $0.6 million
(1.9%) to $29.4 million, as reduced casino taxes (12.7%)
exceeded the recorded increase in hotel occupancy tax
receipts (6.7%). Departure taxes also fell by $3.0 million
(6.1%) to $47.1 million.

Government Revenue By Source

YTD - May
FY 01/02p FY 02/03p

BM % BSM %
Property tax 30.9 39 35.8 43
Selective Services tax 30.0 3.8 294 3.6
Bus. & Prof. Lic. Fees 44.0 5.6 57.7 7.0
Motor Vehicle tax 11.0 14 12.7 1.5
Departure tax 50.1 6.3 471 5.7
Import duties 3316 419 336.7 40.9
Stamp tax from imports 81.6 10.3 84.1 10.2
Export tax 13.2 1.7 11.2 14
Stamp tax from exports -- -- -- --
Other stamp duty 61.1 7.7 725 8.8
Other Tax revenue 731 9.2 74.9 9.1
Fines, forfeits. etc. 479 6.1 44.8 5.4
Sale of Govt. Property 0.6 01 1.0 01
Income 20.8 2.6 20.2 2.5
Other non-tax rev. -- -- -- --
Capital Revenue
Grants -- -- -- --
Less: Refunds 45 0.6 46 0.6
Total 7914 100.0 823.5 100.0

The falloff in non-tax receipts corresponded to re-
duced collections of fines, forfeitures and administration
fees, of $3.1 million (6.5%) to $44.8 million, and a $2.6
million (14.2%) decline in income from other sources.
These countered the $2.0 million (96.4%) gain in income
from public enterprises and marginally increased receipts
from sales of Government property, at $1.0 million.

EXPENDITURE

Total expenditure growth, which slowed in compari-
son to year-to-date trends in the previous fiscal year,
comprised a $31.7 million (4.1%) advance in recurrent
outlays to $810.0 million, and a $10.1 million (41.0%)



expansion in net lending to public enterprises to $34.6
million. These were moderately offset by the $17.3
million (20.9%) decline in capital expenditure to $65.4
million. On a proportional basis, recurrent spending
comprised 89.0% of total outlays; capital expenditure,
7.2% and net lending to public enterprises, 3.8%.

Analysis of current spending by economic classifica-
tion indicated an estimated $17.2 million (3.4%) rise in
Government consumption. This combined with a 5.4%
hike in the wage bill to $360.7 million (44.5% of the total),
to offset the 0.7% reduction in purchases of goods and
services to $159.7 million. Although transfer payments
rose by 5.3%, more favourable costs on recently incurred
domestic debt reduced the interest expense portion by
$3.7 million (3.9%) to $92.6 million, in contrast to a 10.2%
upswing in other payments to $197.0 million. The latter
included elevated provisions for the quasi-autonomous
agencies, like the College of The Bahamas and the
Public Hospitals Authority, which boosted general subsi-
dies by 10.0%. Also noteworthy, payments to non-profit
organizations were nearly doubled vis-a-vis increased
support for cultural and civic events, while transfers to
households, including old age pension and disability
assistance, were augmented by 7.3%. These more than
offset the 27.7% reduction in transfers to non-financial
public enterprises.

On a functional basis, expenditures on general pub-
lic services, which accounted for more than one-fourth of
the recurrent total, rose by 8.7% to $225.7 million. Nota-
ble advances were also recorded for education (8.3%),
health (3.3%) and defense (3.3%). The upgraded security
infrastructure at the Nassau International Airport resulted
in increased outlays for transportation (17.0%); and
spending on labour and employment services were more
than four-fold higher since the previous fiscal year. In
contrast, reduced spending was posted for various social
benefits and services (6.1%) and tourism-related outlays,
which fell by 10.3% to $52.1 million—returning to normal
expenditure levels following intensified promotional
spending in the wake of September 11.

The reduction in capital spending was evidenced in
reduced investments in public works and water supply by
$9.7 million (21.2%); in general public services, which
were nearly halved by $5.0 million and in education, at
$5.0 million (29.8%) less than the year-earlier total.

Increases of less than $1 million each were recorded for
health, transportation and housing.

Fiscal Operations
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FINANCING AND NATIONAL DEBT

Budgetary financing during the first eleven months of
FY2002/03, produced net borrowings in both Bahamian
dollars ($157.4 million) and foreign currency ($22.0
million). The former included new bond issues totaling
$186.1 million, ranging in maturity from 13 to 20 years
and attracting interest rate margins above the Prime
Rate, from 0.1875% to 0.4063%.

During the June quarter, the Direct Charge on Gov-
ernment rose by $61.3 million (3.4%) to $1,854.6 million,
an abatement from the increase of $109.5 million (7.0%)
over the same period in 2002 when the bulk of the
US$125 million in supplementary borrowing occurred.
This year, foreign currency obligations increased only
marginally ($1.2 million), with Bahamian dollar denomi-
nated debt—which represented 87.9% of the total—
boosted by $60.1 million (3.8%). The bulk of the Baha-
mian dollar total comprised bonds of $1,360.2 million
(83.4%), with the largest share held by the public corpo-



rations (40.4%)—mainly the National Insurance Board—
followed by commercial banks (25.3%), private and
institutional investors, including pension funds and insur-
ance companies (24.9%) and the Central Bank (7.2%).

When combined with a $9.0 million (2.3%) net re-
payment on guaranteed debt of the public corporations to
$388.7 million, the National Debt increased by $52.3
million (2.4%) to $2,243.4 million at end-June 2003. This
compared with a stock of $2,084.4 million for the same
period last year.

For the fiscal year ended June, the Direct Charge
grew by $178.1 million (10.6%) as compared to a lesser
$156.5 million (10.3%) rise during FY2001/02; albeit, the
rise in the National Debt abated to $159.0 million (7.6%)
from $169.1 million (10.%), incorporating a contraction in
the contingent liabilities.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

Based on preliminary data for the second quarter of
2003, public sector foreign currency debt decreased by
$9.8 million (1.9%) to $497.5 million, following a net
repayment by the public corporations.  Government’s
new drawings of $1.5 million were only partially offset by
amortization payments of $0.3 million, raising Govern-
ment’s total to $224.0 million (45.0% of the total). How-
ever, public corporations’ borrowing of $0.2 million com-
pared to principal repayments of $11.1 million, reducing
outstanding liabilities to $273.5 million.

By creditor profile, the largest share of the foreign
currency debt was held by commercial banks (48.9%),
followed by multilateral institutions (46.1%) and private
institutional investors (5.0%). The average term to matur-
ity remained close to 7 years, with the stock almost
entirely denominated in United States dollars.

Foreign currency debt servicing, at $18.2 million,
represented less than half the comparative 2002 esti-
mate, which had included a development bond maturity,
as amortization payments decreased to $11.4 million
from $35.8 million and interest payments, to $6.8 million
from $7.3 million. As a result, debt service as a propor-
tion of estimated exports of goods and non-factor ser-
vices declined to 2.8% from 6.5% in the second quarter of
2002. Indications are that the ratio of Government’s
foreign currency debt service to total revenue was also
lower, at 1.4% from an above average 13.5% in 2002.

2003/2004 BUDGET HIGHLIGHTS

Presented to Parliament on May 18, 2003 and ap-
proved in June, the Budget for FY2003/04 reiterated the
Government's commitment to pursue prudent fiscal
policies. Emphasis was placed on containing new ex-
penditure growth primarily to essential services. To
supplement incremental revenue growth, associated with
an expected improvement in the economy, the Govern-
ment also foreshadowed aggressive reforms in tax ad-
ministration and increases in some fees.

The budget projects an overall deficit of $123.0 mil-
lion (an estimated 2.2% of GDP) for FY2003/04, some
$23.6 million (16.1%) below the 2002/03 forecast. Reve-
nue and grant collections are expected to increase by
3.0% to $991.5 million, while approved expenditure
outlays, including net lending to public corporations, were
augmented by 0.5% to $1,114.5 million. However, ex-
cluded from the approved estimates was the proposed
$24 million salary increase, which the Government has
indicated will be paid to civil servants before the end of
2003, and would therefore extend the projected deficit by
the same amount.

As regard enhancements in tax administration, the
main focus declared was on countering fraud and com-
bating evasion. The Government also foreshadowed the
installation of a Flight Information Region (FIR) and Air
Traffic Control System for The Bahamas, which is ex-
pected to yield partial year revenue of $5 million in
2003/04. Parliament, meanwhile, approved amendments
to the Fourth Schedule of the Customs Management Act,
to provide duty relief for the elderly, the handicapped,
chronically ill and other socially disadvantaged groups.

In the context of an anticipated firming in economic
activity, taxes on international trade and transactions are
conservatively expected to increase by 0.4% to $576.6
million, constituting the largest tax component (64.8%),
with forecasted import duties higher by 1.0% and export
taxes by 4.9%. Conversely, stamp taxes from imports are
expected to decline by 2.5%. In line with anticipated
growth in visitor volumes, departure taxes are expected
to increase by 3.5% to $65.9 million; albeit, selected
taxes on tourism services are projected to contract by
5.7% to $45.7 million, due to an anticipated falloff in
gaming taxes.



Among other tax categories, the Government pro-
jects an increase in property tax collections by 12.0% to
$45.0 million, based largely on enhanced collection
efforts. Gains are also expected for motor vehicle taxes,
of 14.0% to $20.7 million; stamp taxes on financial and
other transactions, of 2.1% to $68.9 million and “other”
non-disaggregated revenue, of 50.8% to $11.7 million,
due entirely to the increase in the gross premium tax for
insurance companies. In contrast, business and profes-
sional license fees are expected to drop by 8.5% to $54.8
million, including a softening in collections from company
registration (2.8%) and International Business Companies
fees (1.1%).

The Budget projects a 7.7% improvement in non-tax
receipts to $83.8 million. Based on a hike in other fees
paid by insurance companies and user fees for some
Government services, fines, forfeitures & administrative
fees are expected to increase by 11.2% to $61.8 million.
In addition, proceeds from the sale of Government prop-
erty are targeted to rise moderately to $0.8 million, while
the sale of Government’s equity holdings in the Bank of
The Bahamas and Cable Bahamas are anticipated to
generate capital revenues of $18.0 million, compared to
the previous budget estimate of $3.0 million.

On the expenditure side, Parliament approved a
$5.2 million increase in total spending. Although recur-
rent allocations, which accounted for 86.9% of the total,
were increased by 1.6% to $968.9 million, the capital
budget was cut by 6.1% to $119.7 million and provisions
for net lending to public enterprises, by 7.6% to $25.9
million.

By economic classification, Government consump-
tion registered a modest increase of 0.9%, with the salary
provision boosted by 3.1% to $425.8 million—partly to
cover previously contracted public service pay increases—
-as opposed to a 3.4% reduction in the budget for
purchases of goods to $204.7 million.

Budgeted transfer payments grew by 2.9% to
$338.4 million, comprising a projected 7.6% hike in
interest expenses to $112.2 million, consistent with an
increasing debt stock. In addition, provisions for subsi-
dies and other transfers were marginally elevated to
$226.2 million. This includes growth in general provisions
(2.0%)—including those for quasi-autonomous agencies—
—-and increased payments to non-profit organizations

(12.7%) and households (1.6%). An important offset is
the halving in proposed subsidies for non-financial public
enterprises.

On a functional basis, higher current outlays were
approved for defense, by 3.9% to $29.4 million; educa-
tion, by 2.7% to $188.6 million; health, by 3.5% to $160.7
million and social benefits & services, by 0.8% to $65.8
million.  Allocations were reduced for general public
services by 1.8% to $277.3 million, but stabilized for
tourism related services, at $69.4 million.

With the $7.7 million (6.1%) reduction in the capital
budget to $119.7 million, smaller allocations were ear-
marked for public works & water supply (12.5%), at $53.3
million; transportation (0.3%), at $5.5 million; education
(8.7%), at $20.2 million; health (3.5%), at $12.2 million
and general public works (8.9%), at $15.2 million.

Budgetary financing for FY2003/04 includes an au-
thorized borrowing provision of $199.4 million vis-a-vis
forecasted debt amortization of $74.0 million, with 18.5%
allotted to repay foreign currency obligations. Given
these provisions, the Direct Charge on Government is
likely to increase by $125.4 million to approximately
$1,980.4 million by June 2004, boosting the National
Debt to within the region of $2.37 billion.

REAL SECTOR

TOURISM

On a comparative basis, tourism output was only
marginally incremented during the second quarter as a
result of the persistent weakness in the global economy.
The expenditure outcome was largely linked to increased
cruise visitors, as appreciated pricing in the stopover
sector was hampered by reduced hotel room sales, Total
visitor arrivals rebounded by 5.5% to 1,185,158 from a
1.8% falloff to 1,123,377 in 2002. Sea arrival gains
strengthened to 7.2% from 4.1%, for 788,712 passen-
gers, while air arrivals recovered by 2.3% from last year’s
downturn of 11.3%.

Indications are that growth in tourism expenditure
was almost flat during the second quarter, supported
more by modest improvement in cruise activity. Stopover
spending was more reliant on pricing gains, with weak-
ness underscored by a 0.3% dip in estimated hotel room



revenues, following the 2.7% decrease in occupied room
nights, which offset a 2.4% boost in the average nightly
room rate to $167.12. Average hotel occupancy was
consequently lower, at 62.6% from 66.9% last year.

Visitor Arrivals
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4.1%, the average hotel occupancy rate improved to
46.1% from 43.3% in 2002.

PRICES

Inflation, as measured by quarterly changes in the
average Retail Price Index, firmed to 0.4% from 0.1% in
the second quarter of 2002. The most significant influ-
ences included the resumed increases in the most heav-
ily weighted component, housing costs (0.6%), and
rebounded average price hikes for transportation &
communication costs (1.5%). In contrast to a steady
increase in average prices for furniture & household
operations (0.2%) and a marginal decline for recreation &
entertainment services, incremental firming or upturns in
average costs were also recorded for education, clothing
& footwear, and medical care & health.

Average Retail Price Index
(Annual % Change)

Among the various local destinations, New Provi-
dence had the healthiest outturn, with a 1.6% apprecia-
tion in the average nightly room rate to $190.66, which
sustained incremental revenue growth of 1.4%. How-
ever, total room nights sold decreased slightly (0.2%) in
contrast to a 1.3% increase in available room capacity,
marginally reducing the average occupancy rate to
70.5%. Grand Bahama experienced a more intensified
revenue loss of 12.4%, with nightly room sales lower by
11.8% and the average room rate, by 0.7% to $84.03 per
night. As available room capacity rose by 14.6%, the
average occupancy rate retreated to 47.9% from 62.2%
last year. Although average nightly room rates in the
Family Islands fell by 2.1% to $162.64, room night sales
improved by 2.2%, for an approximately stable revenue
outturn. Moreover, since available capacity decreased by

June
2002 2003

Items Weight Index % Index %
Food & Beverages 138.3 111.8 21 1129 1.0
Clothing & Footwear 58.9 107.5 0.7 1074 0.1
Housing 328.2 102.9 02 1032 0.3
Furn. & Household 88.7 110.4 29 118.0 6.9
Med. Care & Health 441 1114 13 1163 44
Trans. & Comm. 148.4 104.8 18  104.9 0.6
Rec., Enter. & Svcs. 48.7 1131 25 1227 8.5
Education 53.1 1545 146 161.2 4.3
Other Goods & Svcs. 91.6 108.1 34 1175 8.8
ALL ITEMS 1000.0 109.2 22 1123 2.8

For the 12-months through June, average consumer
price inflation advanced to 2.8% from 2.2% in 2002. This
outcome was most strongly influenced by accelerated
average price increases for recreation & entertainment
services (8.5%), medical care & health (4.4%), and
furniture & household operations (6.9%). However,
abated price gains were evidenced for transport & com-
munication (0.6%), housing (0.3%), education (4.3%) and
food & beverages (0.2%); while average costs softened
for clothing & footwear (0.1%).



MoNEY, CREDIT AND INTEREST RATES

OVERVIEW

The money supply contracted marginally during the
second quarter, influenced by private sector foreign
currency debt repayment and increased non-bank holding
of Government debt. Also noteworthy was the absence
of the previous year's growth contribution provided by
proceeds from the Government's foreign currency bor-
rowing. Amid these shits and the continuation of the
Central Bank’s credit restraint policy, a more sizeable
reduction followed in domestic credit. As a consequence,
broad-base bank liquidity was improved on a seasonal
basis, and the system reduced its net foreign liabilities.
Commercial banks’ average loan rates firmed during the
quarter, as against easing in deposit rates, for a widening
in the average spread.

Meanwhile, the latest available data for the first
quarter of 2003 indicated further deterioration in domestic
banks’ profitability ratios, associated with increased
operating costs, amid marginally decreased net interest
income.

LiquipiTy

As financial institutions shifted more resources into
Treasury bills, net free cash reserves of the banking
system decreased by $1.9 milion (1.5%) to $127.1
million, in contrast to a $29.3 million (25.6%) increase to
$143.4 million over the same period in 2002. This repre-
sented a reduced end-June ratio of 3.4% of Bahamian
dollar deposits, as compared to 3.9% in 2002. Improve-
ment however, was registered in broader surplus liquid
assets which, relative to the statutory minimum, in-
creased by $24.9 million (20.2%) to $148.3 million—
approximating 24.7% of the statutory minimum, albeit
reduced from 28.9% in the previous year.

DEPOSITS AND MONEY

During the second quarter, the overall money supply
(M3) contracted by 0.1% versus growth of 2.3% in the
comparative year earlier period, corresponding to reduc-
tions in local and foreign currency deposits by public
corporations and private businesses.  While the former
funded an increase in the corporations’ holdings of Gov-
ernment debt, the latter was associated with foreign
currency debt repayment.

In contrast to the 2002 expansion of 5.5%, narrow
money (M1) declined by 0.2%. Demand deposits fell by
1.1%, after increasing by 5.6% in 2002, with the drop
concentrated in public corporations’ balances. Mean-
while, growth in currency in the hands of the public slack-
ened to 4.6% from 5.0%.

Liquidity
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Broad money (M2) growth narrowed to 0.4% from
2.0% last year. Although accretions to savings, held
mainly by private individuals, firmed marginally to 3.6%,
fixed deposits decreased by 0.3% relative to the 0.4%
advance in 2002, affected by a contraction in public
corporations’ balances (6.1%). After accounting for a
17.4% decline in residents’ foreign currency deposits, the
overall money supply (M3) decreased by $5.7 million
(0.1%) to $3,940.9 million, contrasting with the $88.1
million (2.3%) upturn to $3,889.8 million in 2002.

With money comprised predominantly of Bahamian
dollar deposits, fixed balances accounted for the largest
share (58.4%), followed by demand (18.0%) and savings
deposits (17.0%) and lesser shares in currency in active
circulation (4.0%) and residents’ foreign currency depos-
its (2.6%).



A breakdown of Bahamian dollar deposits by range
of value and number of accounts indicated that the
majority of accounts (90.3%) were under $10,000, while
corresponding only to 9.5% of the aggregate value. In
contrast, individual deposits over $50,000 comprised
fewer accounts (2.9%), albeit 75.8% of the total value. In
addition, some 6.8% of accounts, between $10,000 to
$50,000, amassed 14.7% of the total value. An analysis
by depositor profile revealed that private individuals made
up the largest concentration of depositors (56.8%),
followed by business firms (23.8%), public sector
(10.3%), institutional & other investors (5.1%) and private
financial companies (4.0%).

DOMESTIC CREDIT

In the context of continued restriction on Bahamian
dollar credit expansion, and the banking sector’s reduced
holdings of Government debt total domestic credit con-
tracted by $69.2 million (1.4%), following accelerated
growth of $83.8 million (1.8%) during the same period last
year. Net repayments were recorded for both the public
and private sectors.

holdings, net credit to Government decreased by $25.2
million (3.6%) compared to the year-earlier advance of
$66.3 million (11.1%), underpinned by the $125 million
foreign currency loan provided from local banks. In
particular, net foreign currency claims, which were almost
unchanged in the review quarter, rose last year by $95.9
million, while net local currency claims decreased, but at
a decelerated pace of $24.7 million (4.4%). Less signifi-
cant was the $2.4 million (1.1%) downturn in claims on
public corporations, after a second quarter increase of
approximately half this amount last year.

Distribution of Bank Credit By Sector

Changes in Credit
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End-June
2002 2003

B$M % B$M %
Agriculture 6.9 0.2 71 0.2
Fisheries 6.5 0.2 55 0.1
Mining & Quarry 224 0.5 19.2 04
Manufacturing 66.4 15 62.2 14
Distribution 215.3 5.0 218.4 5.0
Tourism 226.3 53 222.5 5.0
Enter. & Catering 30.8 0.7 33.3 0.8
Transport 72.3 1.7 48.0 1.1
Public Corps. 172.6 4.0 206.2 47
Construction 335.0 7.8 261.5 5.9
Government 179.8 4.2 2141 49
Private Financial 33.2 0.8 34.1 0.8
Prof. & Other Ser. 125.4 2.9 128.5 29
Personal 2,607.4 60.6 27,524 62.5
Miscellaneous 199.4 4.6 187.8 43
TOTAL 4,299.7 100.0 44008  100.0

The banking system’s net claims on the public sector
were lower by $27.6 million (3.0%), from growth of $67.4
million (8.6%) last year. Given the decline in Treasury bill

In a continued softening trend, private sector credit,
which registered reduced growth of $16.4 million (0.4%)
in 2002, contracted by $41.6 million (1.0%) during the
June quarter. The outcome was marked by an acceler-
ated net repayment of foreign currency credit of $79.4
million (17.2%) relative to $16.7 million (3.5%). This
overshadowed slightly firmed Bahamian dollar credit
expansion of $37.8 million (1.1%) vis-a-vis $33.1 million
(1.0%) last year.




On a sectoral basis, personal lending, which com-
prised the largest share (68.5%) of private sector credit,
recorded growth of $29.1 million (1.1%). Residential
mortgages remained the only strengthened component,
advancing by $46.1 million (3.9%) vis-a-vis $39.3 million
(3.8%) last year. Conversely, personal overdrafts de-
creased by $8.6 million (17.9%) and consumer credit was
reduced further by $9.7 million (0.7%). Decreases under
consumer credit were mainly distributed among education
($10.9 million), consolidation of debt ($6.5 million), and
private cars ($6.0 million), which were partly offset by net
advances for land purchases ($6.2 million), miscellane-
ous purposes ($5.4 million) and home improvement ($2.8
million).  Among the remaining private sector credit
categories, notable net repayments were registered for
construction of $44.1 million (13.3%); transport, $21.2
million (30.7%); tourism, $9.7 million (4.2%); manufactur-
ing, $3.3 million (5.0%) and mining and quarrying, $1.4
million (6.5%). Meanwhile, miscellaneous credit rose by
$3.6 million (1.9%) and distribution, by $5.3 million
(2.5%).

COMMERCIAL BANKS

During the quarter, commercial bank credit and cor-
responding deposit liabilities contracted by $19.6 million
(0.4%) and $0.8 million, respectively. With a continuation
of the credit restraint measures, claims on the private
sector decreased by 1.1%, in contrast to a tempered
increase in liabilities to the sector of 0.7%. While the
1.1% reduction in credit to the public corporations oc-
curred amidst a more sizeable 7.3% falloff in deposits,
net credit to Government expanded moderately by 4.4%,
behind the 19.9% foreign currency-based expansion in
2002. As a result of these developments, commercial
banks reduced their net foreign liabilities by $67.4 million
(10.5%).

Proportional analysis revealed that commercial
banks held 97.2% of the banking system’s total deposits,
owed mainly to the private sector and representing busi-
nesses (24.5%), private individuals (55.5%), private
financial institutions (4.1%) and others—inclusive of
institutional investors—(5.3%); the remainder was owed
to the public sector (0.6%). By contractual obligations,
the bulk of deposits were held in fixed balances (60.8%),
followed by demand (21.1%) and savings (18.1%) depos-
its.

10

OTHER LOCAL FINANCIAL INSTITUTIONS

For the second quarter, growth in OLFIs’ deposits
slowed to 4.0%, compared to a falloff in private sector
credit of 0.3%. Total mortgages, which accounted for
94.2% of the loan portfolio, remained at $139.9 million.
Nevertheless, after dividend payouts, the OLFIs’ net
foreign liabilities rose to $17.9 million from $9.3 million.

On a proportional basis, deposit accounts with bal-
ances in excess of $50,000 comprised 74.9% of the
aggregate value and 34.1% of the total contracts and
individual balances of less than $10,000 constituted
18.8% of funds and 34.3% of accounts. By account
classification, an estimated 90.9% of these liabilities were
in fixed deposits, another 8.8% were demand deposits
and the remainder, savings.

External Reserves
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CENTRAL BANK

The second quarter reduction in the Central Bank’s
net claims on Government more than doubled to $49.1
million (30.9%), lead by a $55.9 million decrease in
Treasury bill holdings. Meanwhile, quarterly growth in
external reserves slackened to $28.0 million (6.3%) from
$80.6 million (21.2%) in 2002, as foreign currency trans-
actions with the public sector were reversed to a net
outflow during the review period. However, the end-June
reserves of $472.5 million, moderately exceeded the



2002 position of $460.7 million, owing to strengthened net
private sector inflows.

Underlying these transactions, the Central Bank’s
net foreign currency purchase narrowed to $23.7 million
from $74.0 million in 2002. Although the net intake from
commercial banks improved to $58.9 million from $46.7
million last year, the position with the public sector
switched to a net outflow of $35.2 million from a net
purchase of $27.3 million last year, which had included
proceeds from the Government's $125 million foreign
currency loan facility.

INTEREST RATES

During the quarter, commercial banks’ average loan
to deposit rate widened by 61 basis points to 8.31%.
Amid pressures from less lending capacity under the
credit ceiling and some shift to more heavily weighted
categories of lending, the weighted average loan rate
rose by 44 basis points to 12.17%, while the correspond-
ing deposit rate softened by 17 basis points to 3.86%.

On the deposit side, the average interest rate on
fixed maturities fluctuated within a lower band of 3.76% -
4.36% from 3.95% - 4.62% in the previous quarter, while
the average savings rate eased by 2 basis points to
2.72%. Increases in average lending rates were led by a
1.58 percentage point rise in the average commercial
mortgage rate to 10.82%, with average overdraft rates
higher by 5 basis points to 11.09%. Meanwhile, average
rates for residential mortgages and consumer loans were
approximately stable at 9.00% and 13.95%, respectively.

While the average 90-day Treasury bill rate rose by
13 basis points to 2.02%, benchmark rates, the Central
Bank's Discount Rate and commercial banks’ Prime,
were unchanged at 5.75% and 6.00%. Primary activity in
long-term Government debt during the quarter featured a
$61.1 million bond issue, with variable interest yields
above Prime of between 0.25% and 0.375% on maturities
ranging from 16 to 20 years.

BANK PROFITABILITY

For the quarter ended March 2003, the latest period
for which data is available, domestic banks’ net income
declined by $1.7 million (4.8%) to $34.4 million, relative to
the same period in 2002. The net interest margin nar-
rowed by 2.5%, due to a more sizeable but marginal

decrease in interest income relative to interest expense.
A more significant influence was the hike in staff costs,
which contributed to an 8.8% rise in total operating costs.
As a result, the net earnings margin decreased by 17.3%
to $26.2 million. Some offset was provided nevertheless,
from a near doubling in other earnings, net of deprecia-
tion and bad debt, to $8.2 million.

Reflecting these trends, profitability ratios relative to
average domestic assets also weakened. The ratio for
the net interest margin slackened to 4.74% from 5.20%
and for commission and foreign exchange income, to
0.41% from 0.44%. Also underpinning the weakening on
the efficiency side was firming in the operating costs ratio,
by 5 basis points to 3.30%. However, after a 24 basis
point rise in the contribution of other income sources to
0.58% of average assets, the deterioration in overall bank
profitability ratio (return on assets) was capped at 30
basis points to 2.43%.

CAPITAL MARKETS DEVELOPMENTS

Sagging profitability and the sluggish state of the
economy underpinned continued weakness in equity
valuations on the domestic capital markets. During the
second quarter of 2003, the Bahamas International
Securities Exchange (BISX) All Share Price Index de-
clined by 3.3% to 831.19 points, continuing last quarter’s
3.0% weakening. A total of 319,310 shares were traded
for an aggregate transaction value of $1.6 million. This
contrasted with trading of $1.2 million shares in 2002,
when the Index decreased slightly. The broader Fidelity
Capital Market Limited’s Findex weighted share price
index, which also captures over the counter trading,
dropped in value by 2.8% to 356.3 points and was off by
3.0% for the first six months of the year.

INTERNATIONAL TRADE AND PAYMENTS
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Based on provisional estimates for the second quar-
ter of 2003, the current account deficit narrowed to $28.0
million from $108.0 million last year, due largely to a
slackening in import demand. With lower imports more
than offsetting decreased exports, the merchandise trade
deficit contracted by 14.0%. While the surplus on the



services account improved by 6.9%, due mainly to a
lower net payment for some foreign services, net income
outflows were halved relative to the previous year.
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The merchandise trade deficit decreased to an esti-
mated $297.2 million from $345.7 million in 2002. With
continued softening in domestic demand, non-oil mer-
chandise imports fell by 12.6% to $345.8 million; albeit,
estimated exports fell by a larger 9.2% to $121.3. million.
In an offset, the oil bill softened by 11.1% to $72.7 million,
as reduced volumes countered the higher average prices
which persisted relative to 2002. On the pricing side, the
average per barrel cost of gas oil rose by 9.5% to $31.61;
jet fuel, by 10.1% to $33.98; motor gas, by 11.9% to
$40.66 million; aviation-gas, by 4.6% to $82.11 and
propane, by 21.1% to $30.97. In contrast, the price of
bunker ‘c’ fuel declined by 19.8% to $34.23 per barrel.

The estimated surplus on services trade widened by
$17.8 million (6.9%) to $278.1 million, due largely to
reduced net payments for some external services and to
a lesser extent, the $3.5 million (0.9%) increase in net
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travel receipts to $406.1 million. Meanwhile, net pay-
ments for foreign construction services decreased to $1.7
million from $22.8 million, with respective reductions also
recorded in net outflows for government services (32.0%)
and transportation (17.9%), to $17.3 million and $33.0
million. Conversely, offshore companies local expenses
were lower at $18.5 million from $23.5 million, while
higher premium rates for external insurance elevated
associated outflows by 23.7% to $25.2 million; and
payments for “other” unclassified services increased by
20.1% to $63.6 million.

Under the income account, net external remittances
decreased to $38.4 million from $71.8 million in 2002. In
particular, net private sector profit remittances were
broadly reduced to $27.6 million from $59.8 million in
2002. Net official interest receipts rose to $2.3 million
from $1.3 in 2002, while net labour income remittances
were almost unchanged at $13.1 million.

Net current transfer receipts were almost halved to
$8.3 million, as general government net inflows de-
creased to $9.8 million from $17.5 million. Although less
important in the trends, net private sector outflows mod-
erated to $1.5 million.

Compared to the June quarter of 2002, the surplus
on the capital and financial account narrowed to $16.1
million from $91.0 million, influenced by the $58.8 million
short-term capital outflow through the banking system,
relative to the $51.5 million inflow in 2002, which was
associated with foreign currency lending to Government.
In particular, while there was a marginal increase in
migrant workers’ net remittances to $7.4 million, net
financial receipts decreased to $23.5 million from $97.3
million.

As regard the financial account, net private sector di-
rect investment inflows decreased to $28.3 million from
$38.2 million, with net equity inflows falling to $9.5 million
from $15.0 million, and net real estate sales to $18.7
million from $23.2 million. However, the overall net
private sector position was improved, as net loan inflows
rose to $56.9 million from $31.1 million. In the public
sector, net repayments on external debt narrowed to $2.9
million from last year's $22.9 million, which included a
development bond maturity.



After adjusting for possible errors and omissions, the
overall payments surplus narrowed to $28.0 million from
$80.6 million in the year-earlier period.

INTERNATIONAL ECONOMIC DEVELOPMENTS

Output trends in most major industrial countries re-
mained sluggish during the second quarter, constrained
by weakness in domestic demand and exports and
employment sector trends, while correspondingly weak,
were mixed. With fuel prices pressures abated since the
end of the war in Iraq, major economies experienced
some easing in consumer price inflation which, coupled
with less uncertainty in the global economic outlook,
contributed to a significant uptrend in equity prices on the
major bourses. Monetary policy also assisted this out-
come, as major central banks continued to maintain
accommodating postures in short-term interest rates.
The United States dollar was further depreciated against
most major currencies, plagued by the country’s mount-
ing fiscal and current account imbalances. Meanwhile,
with trade flows still weak, major countries current ac-
count positions continued to deteriorate during the quar-
ter.

Persistent softness in domestic demand and exports
dampened output growth trends in some major econo-
mies during the review quarter. In the United States,
however, real GDP growth firmed to an annualized 2.4%
from 1.4% in the first quarter. The main contributors were
increased private consumption and investments, along-
side strengthened business investment and continued
federal spending on the military. Real output gains in
Japan also firmed incrementally to 2.3% from 2.0% in the
first quarter, aided by improving business investments
and household spending. Meanwhile, indications are that
euro area output growth, at a sluggish 0.4% annualized
rate in the first quarter, was virtually flat during the sec-
ond quarter, owing to weakness in manufacturing output
and exports, and underscored by contracted industrial
production in both Germany and France. In the United
Kingdom, estimated GDP growth slackened to 1.2% on
an annualized basis from 2.4% in the previous quarter,
mainly on account of reduced domestic investments and
contracted exports.
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Major countries experienced mixed trends in em-
ployment during the review quarter, which continued to
be weak overall. In the United States, the average
unemployment rate rose to 6.4% from 5.8% in the previ-
ous quarter, with extensive corporate restructuring still
underway. Euro zone unemployment also inched mar-
ginally higher to 8.9% from 8.8% of the workforce, with
Germany’s jobless rate firming to 9.4% from 8.9% and
France’s, to 9.5% from 9.4%. Despite softer output
growth, unemployment in the United Kingdom fell to 5.0%
from 5.1%, and Japan also experienced a slight im-
provement in the jobless rate, to 5.3% from 5.4% last
quarter.

Given abated energy cost pressures, consumer
price inflation among major industrial countries softened
during the second quarter. In the United States, the
annualized inflation rate decreased to 2.1% from a 5.2%
run-up last quarter. Annualized inflation in the euro area
also softened to 2.0% from the previous quarter's 2.3%,
with Germany’s advance moderately eased to 1.1% and
France’s, to 1.9%. For the United Kingdom, the average
increase in retail prices narrowed to 2.8% from 3.0%, with
a significant downward influence from leisure services
costs. Amid soft internal demand, deflation persisted in
Japan, where average consumer prices declined by 3.1%
on an annualized basis vis-a-vis 2.8% in the first quarter.

In currency markets, the United States’ dollar con-
tinued to lose value against most major currencies,
hampered by mounting deficits on both the fiscal and
current accounts. The dollar depreciated against the
Canadian dollar by 8.2% to C$1.35 and vis-a-vis the euro
and British pound, by 5.0% and 4.4% to €0.86 and £0.60,
respectively. While the dollar ended the period un-
changed against the Swiss franc at SF1.35, it appreciated
in value against the Japanese yen by 1.4% to ¥119.80.

In commodity markets, with less uncertainly follow-
ing the end of the war in Iraq, oil prices fell during the
quarter. Despite OPEC’s agreement to cut back oil
production by two million barrels a day in early June, from
the increased levels that prevailed during war, the per
barrel price of Brent Sea crude fell by 2.7% to $30.19,
representing an 11.2% decline from its high in early
March. Meanwhile, the price of gold rose by 2.7% to
$346.40 per ounce and silver by 2.2% to $4.56 per
ounce.



Equity markets surged higher during the quarter, re-
sponding to the winding down of the military offensive in
Iraq and evidence that the global economic outlook was
becoming less uncertain. In the United States, the Dow
Jones Industrial Average (DJIA) rallied by 12.4% to
8,980. 54 points and the broader S&P 500 Index, by
14.9% to 971.6 points. Among European bourses,
Germany’s DAX Index rose by 32.9% to 3220.6 points;
France’s CAC 40 Index, by 17.8% to 3,084.1 points and
the United Kingdom’'s FTSE 100 Index, by 11.6% to
4031.2 points. Japan’s Nikkei 225 Index also registered
a 13.9% advance to 9083.1 points.

Leading central banks either maintained or extended
their accommodating monetary policy stances during the
second quarter. In June, the United States Federal
Reserve reduced both its primary credit and the target
Federal Funds rates by 25 basis points, to 2.00% and
1.00%, respectively. The European Central Bank also cut
its refinancing rate in June, for the second time this year,
by 50 basis points to 2.00%. Meanwhile, the Bank of
England kept its refinancing rate established since Feb-
ruary 2003, at 3.75%, and the Bank of Japan retained its
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official discount rate at the historic low of 0.1% for the
seventh consecutive quarter, while continuing to provide
liquidity support to the financial markets.

Weakness in net exports underpinned a deteriora-
tion in the major countries’ current account balances
during the second quarter. In the United States, marginal
growth in imports outpaced an incremental gain in ex-
ports, causing an increase in the trade deficit vis-a-vis the
previous quarter; albeit, the record high current deficit
was virtually stable, owing to an offsetting improvement in
net investment income and services receipts. For the
United Kingdom, data for the first two months of the
quarter indicated a worsened trade balance position, with
exports declining slightly faster than imports. While the
euro area also faced net export weakness, Germany
experienced a stronger fall-off in imports and an ex-
panded trade surplus; however, the current account
deficit widened following a boost in net invisible outflows.
Rising import volumes in Japan underpinned a retrench-
ment in the current account surplus, in the context of a
marginal decrease in exports.



STATISTICAL APPENDIX
(Tables 1-16)
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TABLE 1
TABLE 2
TABLE 3
TABLE 4
TABLE 5
TABLE 6
TABLE 7
TABLE 8
TABLE 9
TABLE 10
TABLE 11
TABLE 12
TABLE 13
TABLE 14
TABLE 15
TABLE 16

STATISTICAL APPENDIX

FINANCIAL SURVEY

MONETARY SURVEY

CENTRAL BANK BALANCE SHEET

COMMERCIAL BANKS BALANCE SHEET

OTHER LOCAL FINANCIAL INSTITUTIONS BALANCE SHEET
PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS
MONEY SUPPLY

CONSUMER INSTALLMENT CREDIT

SELECTED INTEREST RATES

SUMMARY OF BANK LiQuIDITY

GOVERNMENT OPERATIONS AND FINANCING

NATIONAL DEBT

PuBLIC SECTOR FOREIGN CURRENCY DEBT OPERATIONS
BALANCE OF PAYMENTS SUMMARY

EXTERNAL TRADE

SELECTED TOURISM STATISTICS

The following symbols and conventions are used throughout this report:

. nh.a.

1
2
3. p = provisional
4

not available
nil

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 (2000 & 2001)

The Central Bank of The Bahamas’ latest survey on
private pension arrangements cover results obtained for
2000 and 2001, and extends the available data series
collected since 1992. From just over $300 million in
1992, indications are that assets are on course to sur-
pass the $1 billion mark by 2005. Growth in domestic
savings in pension schemes since 1995 corresponded
chiefly to strengthening in the economy and employment
gains that added to the base of active participants, par-
ticularly within the tourism sector. For most of this period,
invested pension assets also benefited from gradually
firming rates of returns.

At end-2001, accumulated pension fund assets were
equivalent to approximately 16.1% of GDP, a ratio which
rose steadily during most of the last decade. This rivaled
invested domestic savings of the National Insurance
Board of $991.5 million (20.2% of GDP) in 2001, ex-
ceeded the amalgamated assets of domestic insurance
companies which approached $650.0 million (see Table
1) but fell significantly short of private individuals’ savings
in bank deposits of $2,009.1 million (40.9% of GDP) in
2001. Credit unions, which represented the other size-
able pool of savings, had estimated assets of $120.4
million (2.4% of GDP) in 2001.

Private pension benefits are generally expected to
supplement retirement income received from the National
Insurance Board (NIB), and could add significantly to
such disposable income, as the ceiling for insurable

earnings at the National Insurance Board is $20,800.
While the NIB ceiling is currently lower for civil servants,
the Government provides a supplementary pension for
such retirees. Hence, for public servants and the fraction
of the private sector workforce covered by pension plans,
expected retirement income will generally exceed
amounts received from NIB.

A similar generalization cannot be made about the
likely coverage from retirement benefits in the other
savings structures identified above. In particular, the
invested domestic assets of insurance companies mainly
cover future benefits from annuities and life insurance
policies, on which no data exist concerning the average
coverage contracted by private individuals. In the case of
banking sector deposits, savings are unevenly distributed
with the majority of balances (73.9%) concentrated in a
minority of accounts (2.7%), as opposed to an average
balance significantly below $10,000 held in the 90.9% of
accounts, which approximate a majority of individual
depositors.

Against this backdrop, this article reviews the results
of the latest pension survey, highlighting recent overall
trends in the industry and among sector groupings which
sponsor private schemes. The article also examines
selected trends among the various types of private
schemes and concludes with a discussion on the eco-
nomic outlook and regulatory issues facing domestic
private schemes.

Table 1: Selected Indicators of Domestic Savings

Avg. Increase

1998 2000 2001 1998 2000 2001 98-01
(B$ Million) (% of GDP) (%)
Private Pension Funds 628.6 7633 7935 15.0% 15.5% 16.1% 8.1%
National Insurance Fund (Cash and Investments)1 746.2 9594 9915 17.8% 19.5% 20.2% 9.9%
Insurance Companies (Current Assets and Inv)2 483.0 593.6 648.7 11.5% 12.1% 13.2% 10.3%
Private Individuals (Bank deposits)3 1,510.8 1,918.1 2,009.0 36.1% 39.0% 40.9% 10.0%
Credit Unions (Deposit and Shares)4 87.2 1109 1204 21% 23% 2.4% 11.4%

Sources:

'"The National Insurance Board, Annual Statement of Accounts, “The Registrar of Insurance Companies (except 1998, which is

a Central Bank estimate), *The Central Bank of The Bahamas and *“The Department of Cooperative Development
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PROFILE OF PRIVATE SCHEMES AND SURVEY METHODS

The 2001 survey covered 131 pension plans, with
responses obtained from 72. Respondents represented a
broad cross-section of the industry, and provided updated
information that accounted for 85% of the identified
assets of the industry. Broad sectoral trends observed in
these reports provided a base for projecting the assets for
remaining plans. The overall results obtained indicate
that, since 1995, less than 5% of the total dollar increase
in assets in any year was due to the inclusion of new
schemes in the survey.

The surveyed pension funds fall into three catego-
ries, according to the nature of the retirement benefit
offered: defined benefit, defined contribution and provi-
dent funds. Defined benefit schemes offer participants a
guaranteed periodic pension over their retirement lives, or
the same in combination with a lump-sum payment on the
retrement date. Given this guarantee, such plans are
required to maintain an actuarial balance between the
present value of expected future benefits payable (liabili-
ties) and the present value of assets, as accumulated
from historical savings and expected future contributions
and earnings. A plan is said to be fully-funded when it
maintains such actuarial balance; under-funded, when
the actuarial value of liabilities is greater, and over-
funded, when there is an actuarial excess of assets.
Such actuarial valuations are particularly sensitive to
assumptions made about the expected future rates of
return on invested assets, life expectancy of pensioners,
and the maturity of schemes relative to the division
between active plan contributors and pensioners. Hence,
maintaining a fully funded status for guaranteed benefits,
in the context of shifts in these variables, often impose
unpredictably high costs for plan sponsors.

While there is less uncertainty over the cost of main-
taining defined contribution and provident plans, with the
periodic contribution rates specified in advance, the value
of retirement benefits cannot be similarly assured. Such
payouts are based entirely on the accumulated value of
savings in each participant’s account at such date, and
are disbursed as annuities over the life of pensioners in
the case of define contribution schemes, or in a lump sum
payment in the case of provident funds. Given this
similarity on the determination of benefits, the analysis
that follows treats both types of plans as defined contribu-
tion.

34

Defined contribution (provident) schemes appear to
be the most prevalent in The Bahamas, accounting for
64.8% of the 131 plans surveyed, as compared to 35.1%
for defined benefit schemes. Nevertheless, an over-
whelming percentage of the industry participants (87.8%)
were covered under defined benefit schemes. Indicative
of the extent to which these schemes have decreased in
importance over the years, these accounted for only
17.0% of the plans established after 1980 versus some
47.0% of those formed before this date.

As to funding status, of the 23 defined benefits plans
for which new data was obtained, 7 indicated that they
were over funded by an aggregate amount of $24.8
million. Another 5 were under-funded by a total of $26.8
million and the others were fully funded.

Among existing plans in the Central Bank’s survey,
38.9% were administered professionally by insurance
companies and 24.4% by banks and other entities.
Another 36.6% of the private schemes were managed in-
house, corresponding in the majority of cases to plans
sponsored by financial institutions or by accounting firms
that possessed internal expertise. Proper financial audits
and actuarial assessments are also commonly observed.
Some 80.2% of plans indicated that audits were done at
least annually and another 4.6%, at least once every two
years. Remaining plans either did not provide this infor-
mation or did not report new information for 2000 and
2001, Actuarial audit assessments are applied in all
instances where plans offer pre-defined or guaranteed
future benefits.

Employee participation was mandated in approxi-
mately half of all plans, although the incidence was higher
for defined benefit schemes (85.0%), as compared to a
lower occurrence among defined contribution and provi-
dent plans (44.7%). Compulsion also varied according to
size of sponsoring firms. In particular, this incidence for
the 43 sponsors with at least 100 employees was 60.5%,
as compared to 45.5% for the remaining 88 sponsors with
fewer employees.

The largest number of funds in the survey (54) was
established during the 1980s, accounting for 35.9% of
reported pension industry assets. Only 10 funds, inclu-
sive of the three largest sponsored by public corpora-
tions, were in existence since at least 1970, and repre-
sented the largest block of total assets (38.7%). Another



14, controlling 13.7% of industry assets, were established
during the 1970’s and the remaining 53, holding 11.7% of
assets, on or after 1990.
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LABOUR FORCE PARTICIPATION

After ebbing to 18.3%% in 1997, the percentage of
the employed work force covered by surveyed private
pension schemes rose to 18.5% in 2001, compared to
23.3% in 1995. This corresponded to cyclical employment
trends in the hotel sector in particular, which strength-
ened significantly during the second half of the 1990’s.
Since the 1998 survey, the number of participants cov-
ered rose by 7.6% to 33,475 in 2000 and further by 6.6%
to 35,693 in 2001. Approximately 67.0% of all partici-
pants were employed in the hotel and restaurant sector,
where 4,516 contributors were added since 1998.

Although moderately improved, the second largest
share of coverage, accounted for by the financial sector
(10.6%), understated actual participation, since a size-
able number of bank employees, not represented in the
survey, participate in the international plans of parent
companies, for which a local apportionment of assets was
not available. The third largest number of contributors
was in the communications and utilities sector (7.6%),
mainly representing public corporations, where separa-
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tion packages in preparation for the privatization of the
state owned telephone company, reduced active con-
tributors by almost 30.0% since 1998.

Number of Contributors by Sector (2001)
Comm. &
Utilities
7.6%
Others o .
14.8% Fin. Sector
10.6%
Hotels &
Rest.
67.0%
\\

CONTRIBUTION RATIO

Although marginally fluctuating, the average paid in
contribution to plans, as a percentage of participants’
salaries, remained close to 10.0% during the 1990’s and
the most recent survey years. Weighted by asset size,
the combined employer and employee contribution
approximated 9.9% in 2001 as compared to 10.1% in
1998, and 9.5% in 1995. In a pattern that was also
consistent throughout all survey periods, payments into
defined benefit schemes approximated a lower 9.3% of
salaries in 2001 as compared to the 13.4% average being
paid into defined contribution schemes. In the context of
the prevalence of some non-contributory schemes and
the onus placed on employers to make additional contri-
butions to maintain the funded status of defined benefit
schemes, employer payments averaged a larger 8.1% of
the 2001 salary component.

Among defined benefit plans, the weighted average
employer contribution firmed to 8.4% in 2001 from an
average 8.2% in both 1998 and 1995. For defined contri-
bution schemes, employers paid an average amount
equivalent to 6.8% of salary in 2001, relative to a lower
ratio in 1995 (6.5%) but a larger fraction in 1998 (7.6%).
Ignoring weighted average calculations, in all types of



schemes where employees made contributions, it was
most commonly at 5.0% of salary. Instances of employer
payments also frequently occurred at 5.0%, but fluctuated
within a range of 2.5% - 10.0%.
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PENSIONS AND BENEFITS PAYOUT

Since the 1998 survey, the number of pensioners in-
creased by 44.3% to 2,695, as retirees in the communica-
tions and utilities sector nearly doubled. Annual pension
payments rose over the two periods, from $10.8 million to
$12.5 million. With the increase in the number of early
retirees, the ratio of pensioners to active plan participants
rose significantly, to approximately 1:13 in 2001, from a
decade low of less than 1:20 in 1992, and 1:17 in 1998.
As a result, the average dependency rate for pensioners
as a percentage of contributors rose over the decade, to
8.0% in 2001 from 3.3% in 1992 and 6.0% in 1998.
Concentration of the high dependency ratio in the com-
munications and utilities sector suggest that the attendant
issues of liquidity management and sustainability of
funding status, particularly for defined benefit scheme, is
not a general concern for the industry at this time.

ASSET SIZE AND DISTRIBUTION

During 1998-2000, total pension assets rose by
21.4% to $763.3 million and further by 4.0% to $793.5
million in 2001 (Table 3). On an average annual basis,
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the increase was 8.1% since 1998, moderated in com-
parison to the 1995-1998 sub-period average annual
advance of 10.5% when average returns on investments
were higher. In particular, while the average annual
increase in participants was stable at 4.7% vis-a-vis
1995-1998, the weighted average rates of return softened
to 4.0% in 2001, from decade highs of 8.1% and 9.2% in
1998 and 2000, respectively. As returns outpaced the
increase in contributors for most of the period, the aver-
age savings per active participant improved to $22,230 in
2001 from $20,208 in 1998—but was reduced from
$22,801 in 2000.

The sectoral analysis showed that, even though the
corresponding share of active participants in the industry
was much less, communications and utilities sector
schemes amassed the largest amount of assets, at
$277.4 million (35.0% of the total), an outcome favoured
by the longer period of time that these schemes were in
existence.  Conversely, hotel and restaurant sector
schemes accounted for two-thirds of all active partici-
pants, although the respective asset concentration was
only $164.6 million (20.7%). Financial sector plans
reported assets of $195.6 million (24.6% of the total),
more than doubled the participation share. Significant
asset concentration, although less than $20 million in
most instances, was also observed for the remaining
sectors, which represented a combined 19.6% of the total
assets and a less divergent 14.8% of active participants.

The distribution of plan assets by type of investment for
1995-2001 is also shown in Table 3. In recent years,
schemes have become more heavily invested in equities
and loans, which currently account for portfolio shares of
14.4% and 10.0%, as compared to 8.0% and 1.8%,
respectively in 1995. Mutual funds also firmed to 4.6% of
total investments from approximately 1.0% in 1995.
Although still the dominant holdings, investments in public
sector securities (mainly registered stocks) and deposits
at 25.7% and 23.1%, respectively, decreased steadily
since the mid-1990’s. Another noteworthy shift was the
almost halving in the asset share for mortgages, to 10.7%
since 1995. Remaining pension fund assets, including
real estate, investments in employer businesses, and
private companies’ bonds, accounted for 11.4% of as-
sets, slightly below the mid-decade estimate of 12.0%,
but recovered vis-a-vis the intervening period.
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On a sectoral basis, the three largest industry groupings
dominated the portfolio structure observed (see Tables
4A and 4B). Communications and public utilities
schemes held their largest concentration of investments
in loans (25.2%) and mortgages (26.0%), with reduced
investment shares for public sector securities (11.7%)
and bank deposits (18.6%). Conversely, financial sector
plans invested more aggressively in public sector bonds
(31.8%), with a similar distribution for deposits (31.3%),
and the third largest combined concentration in mutual
funds and private equities (21.7%)-—a moderate increase
in importance since the mid-1990s. As a practice, most
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financial sector plans do not provide mortgages and loans
to participants, because such facilities are generally
available from the employer at concessional interest
rates. Meanwhile, hotel sector funds also showed an
increased emphasis on equities and mutual funds, which
more than doubled in portfolio share to 35.8% since
1995. Holdings were also slightly boosted for public
sector securities (39.8%), whereas the fraction of invest-
ments in deposits (20.8%) was reduced by approximately
one-third since 1995. On a combined basis, the remain-
ing private sector schemes, reported enlarged holdings of
public sector securities (28.1%) and equities (21.4%)
relative to the mid-1990s, while the dominance of depos-
its holdings (23.5%) was reduced overall.
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On a locational basis, $123.1 million (15.5%) of the
reported private pension assets were invested outside
The Bahamas, more than doubled since 1995 and 54.2%
higher than the 1998 estimate. As to the portfolio break-
down, holdings were dominated by expanded shares for
foreign government securities (23.9%) and the combina-
tion of mutual funds and equities (48.8%); followed by
‘other uncategorized” assets (15.2%) and deposits
(10.9%), which were both reduced in relative importance.

Pension Fund Assets by Sector (2001)

Hotels &
Rest.
20.7%

Other

19.6%X

Comm. &
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DEFINED BENEFIT vVS. DEFINED CONTRIBUTION

Between 1998 - 2001, total assets invested by de-
fined benefit scheme grew at an average annual pace of
7.6% to $682.0 million, compared to more accelerated
growth for defined contribution schemes of 11.0% to
$111.5 million. In this regard, defined contribution
schemes enjoyed faster growth of 7.4%, in the number of
active contributors as compared to 4.3% for defined
benefit schemes. Both the high average rates of return
and pay-in contribution rates during 1998-2001 allowed
defined contribution schemes to maintain a higher aver-
age savings per participants of $25,508, this compared
with $21,773 for participants in defined benefit schemes,
also having grown at an accelerated average annual
pace of 3.4% vis-a-vis 3.2% for the latter.

In terms of the invested portfolio shares, defined
benefit schemes exhibited a stronger preference for
public sector securities, relative to the other schemes
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(27.6% versus 14.3%); mortgages (11.9% versus 3.2%)
and loans (10.6% versus 6.3%). Conversely, defined
contribution schemes emphasized deposits more (31.1%
versus 21.8%) equities and mutual funds (21.5% vs.
18.6%) and real estate & “other” combined investments
(20.4% vs. 7.3%).

CONCLUSION

As the more recent slowing in pension fund assets
growth underscores, these schemes are extremely sensi-
tive to changes in the general economic climate. Asset
growth and rates of earnings are expected to have re-
mained sluggish during 2002 and 2003. With the outlook
for the economy gradually improving, schemes are likely
to experience stronger asset accumulation beginning in
2004. Hotel sector employment in particular, is expected
to increase over the short to medium term, providing the
bulk of growth to the active participants base.

While private pension schemes remain the most un-
regulated of domestic savings structures in The Baha-
mas, the need for oversight is becoming more important,
particularly given the expanding range of investment
opportunities, touching more frequently on riskier capital
market instruments. If the experience of other regulated
jurisdictions is any indication, legislation is likely to ad-
dress issues related to asset management and fund
administration and affirm international norms, already
widely observed in the local industry.

The portfolio distribution of assets is one of the is-
sues typically addressed in regulations. As the survey
results indicate, funds have, on average, taken on more
risks in capital market investments. While there is no
evidence that average holdings of these investments is
excessive, the issue could become more important for the
industry, as larger allocations and market volatility have a
greater impact on total returns and funding status, par-
ticularly for defined benefit schemes.

Another interesting aspect of the assets distribution,
particularly among non-financial sector plans, is the high

43

concentration of mortgages and other loans which create
significant exposure to the performance of the same
sectors in which participants are employed and to spon-
sors’ business in particular. Weakness on either front
could impede debtors’ ability to maintain loans in good
standing. While from a cashflow perspective liquidity is
still not a serious concern, given the low dependency
ratio and minimal payout requirements against total
assets, faced with mounting non-performance, such loan
exposures could impede earnings flows. Moreover,
forced liquidations on any significant scale could raise
questions about the recoverability rate for exposed
assets.

The portability of savings when participants change
employment might also be considered in legislation. One
of the ways in which the US and Canada achieve such
portability is by allowing employees and employers to
make annual tax-exempt contributions to individually
registered retirement savings plans. However, if done
locally, portability could enhance the dynamics of the
labour force, allowing more flexible flow of skills among
sectors, and enabling uninterrupted accumulation of
retirement savings. While this feature is likely to be more
suited for defined contribution schemes, it could also lead
to the conversion of some defined benefit schemes to this
structure in the future

With regulatory issues addressed, and continued
assets growth, private pension schemes are expected to
play an increasing role in the development of the domes-
tic capital markets, providing additional savings on which
to draw for economic development. Other than facilitating
more private equity issues, these resources could also
provide more avenues for the development of the private
debt market, and marketing of pooled investment instru-
ments. Beyond this, the sector will continue to reinforce
the importance of personal savings, and foster stronger
linkages between domestic savings and broadening of
the ownership base in the economy.



