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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS 

 

DOMESTIC ECONOMIC DEVELOPMENTS 
 
Indications are that the strengthening in the Baha-

mian economy observed in the first half of the year was 
maintained during the third quarter, reinforced by a 
continuation of strong consumer demand.  Construction 
output also expanded as bank lending supported in-
creased housing investments; however, weakness in both 
air and sea arrivals suggested a softening in tourism 
output.  In the fiscal sector, extraordinary gains in tax 
revenues supported a turnaround in the overall balance, 
to a modest surplus for the first quarter of FY2006/07.  
Monetary developments featured sustained expansion in 
credit and a concomitant tightening in bank liquidity and 
decline in external reserves.  On the external side, the 
estimated current account deficit widened, mainly linked 
to a decline in tourism inflows; however, the capital and 
financial account surplus improved, on account of in-
creased funding of tourism related investments by over-
seas and domestic sources.  

Reflecting the strong pace of credit expansion, net 
free cash balances of the banking system contracted by 
7.4% to $171.2 million during the third quarter, which 
represented a smaller 3.6% share of Bahamian dollar 
deposit liabilities compared to 6.4% last year.  Broader 
surplus liquid assets also narrowed by 15.1% to $163.8 
million, for a reduction in the excess over the statutory 
minimum, to 20.5% from 33.1% a year-earlier.  The 
weighted average interest rates for deposits and loans 
were only marginally higher at 3.31% and 9.93%, respec-
tively, resulting in a slight up-tick in the average loan-to-
deposit rate spread to 6.62%.  Meanwhile, the 90-day 
Treasury bill rate and benchmark rates—Central Bank’s 
Discount rate and commercial banks’ Prime—were all 
unchanged at 0.69%, 5.25% and 5.50%, respectively. 

The overall money supply (M3) contracted at a 
slower pace of 1.5% compared to 2.1% in 2005, placing 
the overall stock at $5,078.6 million. Developments 
included a 16.2% decline in residents’ foreign currency 
deposits, consequent on public sector withdrawals to 
meet operational expenses, and a 7.8% fall-off in demand 

deposits. In contrast, currency in active circulation, fixed 
and savings deposits rose by 0.4%, 1.2% and 1.0%, 
respectively. 

Buoyed by healthy economic conditions and a rela-
tively low interest rate environment, domestic credit 
expansion was sustained during the review quarter.  Total 
claims outstanding firmed by 3.6% to $6,525.0 million, 
compared to modest growth of 0.8% last year.  The 
uptrend was associated with extended gains in private 
sector credit of 4.4% relative to 2.6% a year ago.  The 
Bahamian dollar component increased by 4.6%, up from 
3.8% in 2005, and private sector foreign currency credit 
by 1.9%, in contrast to a 7.5% contraction a year-earlier.  
Residential mortgages, personal overdrafts and con-
sumer credit rose by 4.7%, 6.6% and 3.9%, respectively.  
Conversely, claims on the public sector were marginally 
reduced by 0.2%, as the 0.9% decline in net credit to 
Government offset the 1.1% rebound in claims on the 
public corporations. 

In the fiscal sector, preliminary estimates of Gov-
ernment’s budgetary operations for the first quarter of 
FY2006/07 showed a surplus of $3.7 million, a turn-
around from a deficit of $20.3 million in the previous year.  
Total revenue improved by 20.3% to $326.9 million, as 
tax receipts gained 21.5% to $305.8 million, supported by 
a 38.8% surge in non-financial stamp taxes associated 
with real estate transactions.  Developments were rein-
forced by a 17.3% advance in non-tax earnings to $21.1 
million.  Total expenditure expanded by 10.7% to $323.3 
million, explained by an 8.6% increase in current outlays 
to $283.3 million, a 14.6% hike in capital investments to 
$30.3 million and a more than doubling in net lending to 
public corporations to $9.7 million.  Budgetary financing 
for the first quarter of FY2006/07 included a $100.0 
million Registered Stock issue and short-term advances 
from the Central Bank of $15.0 million.  Borrowings, 
alongside total debt amortization of $36.3 million, which 
was almost entirely denominated in Bahamian dollars, 
resulted in a 3.5% quarterly rise in the Direct Charge on 
Government to $2,396.7 million.  Inclusive of a 2.0% 
($10.2 million) reduction in guaranteed borrowings of the 
public corporations, the National Debt expanded by an 
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estimated $70.1 million (2.5%), placing the outstanding 
stock at $2,893.1 million. 

Tourism developments during the review quarter 
were marked by a 8.5% downturn in visitor arrivals to 
1.04 million, which reversed last year’s growth of 3.5%.  
In particular, air traffic fell by 7.0% to 333,737 vis-à-vis a 
12.8% gain in 2005; and sea arrivals, which accounted 
for 67.8% of visitors, decreased by 9.2% to 702,789.  Port 
of entry data revealed that New Providence, which re-
ceived 60.3% of the quarter’s arrivals, recorded a fall-off 
of 9.4%, as air and sea visitors declined by 7.1% and 
10.7%, respectively.  A similar pattern was observed in 
Grand Bahama, where traffic was reduced by 24.5%, 
based on downturns in both air and sea arrivals, of 9.5% 
and 30.5%, respectively.  Benefiting from an upswing in 
sea traffic, visitors to the Family Islands rebounded by 
2.9% from last year’s 0.5% downturn. 

In the construction sector, output continued to bene-
fit from elevated residential mortgage lending activity.  
Data collected from banks, insurance companies and The 
Bahamas Mortgage Corporation revealed that the value 
of total mortgage disbursements for the third quarter 
increased by 11.3% to $179.5 million.  The bulk was 
earmarked for residential projects, which experienced an 
increase of 15.4% to $165.6 million, while commercial 
activities fell by 21.9% to $13.9 million.  The number of 
mortgage commitments for new construction and repairs, 
a forward looking indicator, contracted by 36.9% to 335, 
with a corresponding 35.3% decrease in value to $39.4 
million.  Residential loan approvals declined in number by 
36.5% to 323, with a similar abatement in value to $35.9 
million, while commercial loan commitments fell in num-
ber by 45.5% to 12 and in value by 23.4% to $3.4 million.  
Meanwhile, total outstanding mortgages advanced by 
18.3% to $2,432.8 million, with comparable percentage 
expansions in both the residential and commercial com-
ponents.  In terms of interest rates, average residential 
and commercial rates declined by 1 and 2 basis points, to 
8.1% and 8.8%, respectively. 

Fisheries data for the third quarter of the year fea-
tured a decline in export volumes of 35.0% to 1.0 million 
pounds, with a corresponding fall-off in earnings of 41.1% 
to $16.8 million, when compared with the same period 
last year.  Crawfish export receipts, which accounted for 
97.0% of total sales, slackened by 40.9% to $16.3 million, 
with a 33.9% drop in volume.  A similar pattern was 

observed for the first nine months of 2006, as fisheries 
export volumes decreased by 28.3% to 2.8 million 
pounds, while receipts were reduced by 31.7% to $41.5 
million. 

During the review quarter, consumer price inflation, 
measured by changes in the average Retail Price Index, 
moderated to 2.11% from 2.29% in the comparable 2005 
period, primarily influenced by decelerations in average 
costs of transport & communication and education ser-
vices.  For the twelve-months through September, infla-
tion also narrowed to 1.59% from 2.05%, attributed to 
declines in average prices for transport & communication 
and recreation & entertainment services. 

In the external sector, the current account deficit 
widened by $160.8 million to $425.2 million in the third 
quarter of 2006.  Weakness in tourism receipts, combined 
with increased outflows for other services, construction, 
insurance and government services, led to a contraction 
in the services account surplus by 59.0% to $89.7 million.  
Also, the merchandise trade deficit deteriorated by 8.5% 
to $486.6 million alongside the 30.4% decline in inflows 
from net current transfers to $6.3 million, which offset the 
20.7% reduction in net foreign income remittances to 
$34.6 million. 

The capital and financial account’s estimated surplus 
expanded to $244.0 million from $147.6 million in 2005, 
mainly reflecting domestic banks’ funding of tourism 
related projects and other net foreign investment inflows.  
However, net direct investment inflows (net equity and 
net real estate inflows) were reduced by $51.7 million to 
$139.8 million.  Portfolio investment net outflows 
amounted to $6.3 million, compared to a negligible bal-
ance a year ago.  

FISCAL OPERATIONS 

OVERVIEW 
Preliminary estimates of the fiscal situation for the 

first quarter of FY2006/07 revealed an improvement in 
Government’s overall position, to a surplus of $3.7 million 
from a deficit of $20.3 million a year-earlier.  Growth in 
imports combined with significant stamp tax receipts, 
elevated revenues by 20.3% to $326.9 million, offsetting 
a 10.7% hike in total expenditure to $323.3 million.  
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Compared to budgetary estimates, revenues approxi-
mated 24.4% and outlays, 22.1%.   

REVENUE 
Tax collections, which constitute the bulk of receipts 

(93.5%), rose by 21.5% to $305.8 million.  Underlying this 
outcome was a 14.8% hike in taxes on international trade 
and transactions to $155.3 million, associated with in-
creases in import duties (13.5%) and related stamp taxes 
(21.9%).  Import duties also accounted for the majority of 
the 60.0% hike in yet “unclassified” receipts to $60.6 
million, while realty-related transactions boosted other 
stamp tax receipts by 38.8% to $50.6 million.  Collections 
of business and professional licence fees advanced by 
12.6% to $9.4 million, and property taxes, by 5.5% to 
$7.1 million.  However, revenue declines were registered 
for selective taxes on tourism services (9.5% to $4.8 
million)—inclusive of a timing-related 84.7% reduction in 
hotel occupancy tax proceeds; departure taxes (10.3% to 
$15.0 million) and motor vehicle taxes (3.9% to $3.3 
million). 

Non-tax revenues at 6.5% of total receipts were 
higher by 17.3% at $21.1 million, mainly due to a 19.8% 
gain in fines, forfeitures and administration fees to $18.9 
million.  Income from public enterprises and other 
sources was relatively unchanged at $2.1 million; and no 
capital revenues were recorded in the review quarter, 
compared to $2.1 million in the previous year. 

EXPENDITURE 
Recurrent outlays, which accounted for 87.6% of to-

tal spending, registered growth of 8.6% to $283.3 million.  
Similarly, capital expenditure, at 9.4% of the total, rose by 
14.6% to $30.3 million, while net lending to public corpo-
rations more than doubled to $9.7 million for a 3.0% 
share. 

By economic classification, growth in recurrent ex-
penditure was led by an 11.5% rise in Government con-
sumption to $180.7 million, which included a 12.1% 
advance in personal emoluments and a 9.9% rise in 
purchases of goods and services.  Transfer payments 
also grew by 3.8% to $102.6 million, with the 10.0% falloff 
in interest expenses on Government debt offset by an 
8.6% advance in subsidies and other payments.  The 
higher level of subsidies reflected increased provisions to 

The College of The Bahamas (35.3%) and the Public 
Hospitals Authority (11.4%), which boosted general 
subsidies by 14.6%.  Transfers abroad moved higher by 
13.3%; those to households, by 4.4% and to non-profit 
institutions, by 1.3%. 

 
  

Government Revenue By Source  

(Jul - Sep) 

  FY05/06 FY06/07 
  B$M % B$M % 
Property Tax 6.7 2.5 7.1 2.2 
Selective Services Tax  5.3 1.9 4.8 1.5 
Busines. & Prof Lic. Fees 8.3 3.1 9.4 2.9 
Motor Vehicle Tax 3.4 1.3 3.3 1.0 
Departure Tax 16.7 6.1 15.0 4.6 
Import Duties 104.4 38.4 118.5 36.2 
Stamp Tax from Imports 27.3 10.0 33.3 10.2 
Export Tax 3.6 1.3 3.6 1.1 
Stamp Tax from Exports -- -- -- -- 
Other Stamp Tax 36.5 13.4 50.6 15.5 
Other Tax Revenue 37.9 13.9 60.6 18.5 
Fines, Forfeits, etc. 15.8 5.8 18.9 5.8 
Sales of Govt. Property 0.2 0.1 0.1 0.0 
Income 2.0 0.7 2.1 0.6 
Other Non-Tax Rev. -- -- -- -- 
Capital Revenue 2.1 0.8 -- -- 
Grants -- -- -- -- 
Less: Refunds -1.7 -0.6 0.2 0.1 
Total 271.8 1000 326.9 100.0 

  
 
        

On a functional basis, recurrent spending on general 
public services advanced by 7.1% to $89.2 million.  
Notable hikes were also recorded for education (17.9%), 
health (15.0%) and defense (6.9%).  Spending on social 
benefits and services was higher by 10.3% at $17.5 
million, while expenditures on economic services, of 
which 33.7% represented tourism-related outlays, gained 
3.1% to $32.2 million. 

The 14.6% expansion in capital spending to $30.3 
million was mainly associated with increased outlays for 
education ($7.5 million), health ($1.8 million) and general 
public service ($0.8 million) projects.  Expenditure on 
economic services declined by $4.8 million to $8.9 million, 
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as major public works and water supply outlays neared 
completion. 

 
Fiscal Operations
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FINANCING AND NATIONAL DEBT 
Budgetary financing during the review quarter was 

obtained mainly from domestic sources and included a 
$100 million Registered Stock issue in September, Cen-
tral Bank advances ($15.0 million), and external borrow-
ings ($1.0 million). Debt amortization totaled $36.3 mil-
lion, the majority of which ($35.0 million) went towards 
retiring Bahamian dollar obligations.  As a consequence, 
the Direct Charge on Government rose by $80.3 million 
(3.5%) to $2,396.7 million, on pace with the $74.3 million 
(3.4%) increase to $2,242.5 million in the corresponding 
quarter last year.  Bahamian dollar denominated debt, 
which constituted 88.0% of the total, continued to be 
largely held by public corporations (35.5%), followed by 
private and institutional investors (32.6%), commercial 
banks (22.3%), the Central Bank (9.4%) and Other Local 
Financial Institutions (0.2%).  Long-term government 
securities remained the largest component of Bahamian 

dollar debt (86.8%), with an average term to maturity of 
12 years; next were Treasury bills (9.1%), advances 
(3.7%) and loans (0.4%). 

During the quarter, Government’s contingent liabili-
ties contracted by $10.3 million (2.0%) to $496.4 million, 
while the National Debt advanced by 2.5% to $2,893.1 
million—5.5% above the end-September 2005 level.  

PUBLIC SECTOR FOREIGN CURRENCY DEBT 
Public sector foreign currency debt was reduced by 

1.3% to $582.2 million during the third quarter, with new 
drawings and principal repayments contracting by $1.0 
million and $8.9 million, respectively.  Government bor-
rowed a net of $0.3 million, while the public corporations 
repaid a net of $8.2 million.  At end-September, Govern-
ment’s outstanding debt stock stood at $288.6 million 
(49.6% of the total), while public corporations accounted 
for the remaining $293.6 million (50.4%). 

By creditor profile, commercial banks held the larg-
est share of foreign currency debt (43.3%), followed by 
private capital market investors (38.6%) and multilateral 
institutions and other entities (18.1%).  In terms of cur-
rency composition, more than 97% of outstanding obliga-
tions were denominated in United States dollars, with an 
average maturity of approximately 13 years. 

Foreign currency debt servicing contracted by $2.0 
million (12.9%) to $13.4 million compared to the same 
period of 2005, as the $1.2 million rise in interest charges 
was overshadowed by the $3.2 million decline in amorti-
zation payments.  Debt service as a proportion of esti-
mated exports of goods and non-factor services de-
creased to 1.9% from 2.1% last year. Similarly, the ratio 
of Government’s foreign currency debt service to total 
revenue decreased marginally to 0.3%.    

REAL SECTOR 

TOURISM 
Preliminary data suggests a comparatively weak-

ened tourism performance during the September quarter, 
occasioned by downturns in both air and sea visitors.  
Following a 3.5% advance in 2005, total visitor arrivals 
declined by 8.5% to 1.0 million.  Air arrivals, at 32.2% of 
total visitors, fell by 7.0% in contrast with last year’s 
12.8% increase; and the extended decline in sea visitors 
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to 9.2% from 0.3% was primarily explained by a combina-
tion of fewer passengers aboard cruise liners and re-
duced cruise calls.  

 

 Visitor Arrivals
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Port of entry data revealed that the weakness was 

concentrated in Grand Bahama, where the decline in 
arrivals increased more than threefold to 24.5% for 0.12 
million visitors and comprised contractions in both the air 
(9.5%) and sea (30.5%) segments.  Similarly, the 9.4% 
reduction in total arrivals to New Providence, to 0.63 
million, was due to a downswing in air (7.1%) and sea 
(10.7%) traffic.  In contrast, visitors to the Family Islands 
exhibited a modest 2.9% upturn, as the 4.2% improve-
ment in sea tourists offset the 3.4% decrease in air 
arrivals.   

For the first nine months of 2006, total arrivals fell by 
3.8%, led by a 5.8% drop in sea arrivals to 2.4 million 
which eclipsed the 0.7% rise in air arrivals to 1.19 million.  
This broader pattern was evidenced through the major 
ports of entry.  In particular, in Grand Bahama, the mod-

est recovery in sea arrivals was not sufficient to offset the 
protracted downturn in air visitors, as total arrivals fell by 
0.8%.  A 0.9% gain in air tourists to New Providence was 
countered by the 8.7% downturn in sea visitors while the 
Family Islands contended with a 3.5% decline in sea 
arrivals which outpaced the 2.8% increase in air visitors. 

CONSTRUCTION 
Indications are that construction activity continued to 

expand during the third quarter, buoyed by growth in both 
tourism-related and residential investments.  Mortgage 
data from banking institutions, insurance companies and 
the Bahamas Mortgage Corporation, showed an increase 
in residential and commercial mortgage lending for the 
period under review. 

The total value of mortgages outstanding expanded 
by 18.3% to $2,432.8 million during the quarter, with a 
comparable rise in residential mortgages which ac-
counted for 91.1% of the total.  In terms of major lenders, 
domestic banks comprised the largest portion of the 
market (87.5%), followed by insurance companies (7.7%) 
and the Bahamas Mortgage Corporation (4.8%).   

 

Mortgage Commitments:
New Construction and Repairs
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For the review quarter, the number of mortgage 
commitments for new construction and repairs declined 
by 36.9% to 335, vis-à-vis the corresponding period in 
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2005.  Both the residential and commercial components 
registered reductions in excess of 35%, to 323 at $35.9 
million and 12 at $3.4 million, respectively.  Total loan 
disbursements were higher by 11.3% at $179.5 million, 
as the 15.4% broadening in the residential component 
offset the 21.9% drop in commercial disbursements. 

In interest rate developments, the average rate for 
commercial loans moderated by 2 basis points to 8.8% 
compared to a 6 basis point decline to 9.0% in 2005, 
while average residential loan rates fell by 1 basis point to 
8.1%, vis-à-vis a 6 basis point decrease to 8.2% for the 
third quarter a year earlier. 

PRICES 
During the third quarter, consumer price inflation, as 

measured by variations in the average Retail Price Index, 
slowed to 2.1% from 2.3% in the corresponding period of 
2005—notwithstanding price gains for other goods & 
services (8.7%); food & beverages (4.9%); medical care 
& health (2.6%); furniture & household operation (1.8%); 
housing, the most heavily weighted category, (1.5%); 
clothing & footwear (1.0%) and recreation & entertain-
ment  services (0.6%) categories.  Some offset was 
provided by average cost declines for transport & com-
munication (1.3%) and education 1.0%. 

Similar trends were noted for the twelve-months to 
September, as the rate of inflation softened to 1.6% from 
2.1% in the comparable period.  Price increases were 
posted for other goods & services (5.4%); food & bever-
ages (4.5%); housing (2.4%); furniture & household 
operation (2.1%); medical care & health (1.2%); clothing 
& footwear (0.4%) and education (0.2%).  Conversely, 
average cost decreases were recorded for transport & 
communication (2.1%) as well as recreation & entertain-
ment  services (1.8%).  

Developments in the oil market indicated an in-
crease in fuel prices for New Providence.  Data available 
to end-August, showed that over the two-month period, 
gas and diesel prices at the pump firmed by 5.6% and 
5.7% to $4.49 and $3.53 per gallon—bringing the annual 
(point-to-point) gains to 21.8% and 17.8%, respectively.  
Regarding electricity generation, the fuel surcharge 
added by The Bahamas Electricity Corporation (BEC) 

grew by 4.4%, over the review period, from 10.36¢ in 
June to 10.82¢ in September. 

Items Weight Index % Index %
Food & Beverages 138.3 119.4 3.1 124.8 4.5
Clothing & Footwear 58.9 106.0 -1.6 106.5 0.4
Housing 328.2 105.3 1.6 107.8 2.3
Furn. & Household 88.7 120.0 0.8 122.6 2.1
Med. Care & Health 44.1 135.9 4.8 137.5 1.1
Trans. & Comm. 148.4 110.9 3.3 108.6 -2.1
Rec., Enter. & Svcs. 48.7 123.8 1.2 121.6 -1.8
Education 53.1 169.4 2.7 169.7 0.2
Other Goods & Svcs. 91.6 123.8 1.2 130.5 5.4
ALL ITEMS 1000 117.0 2.0 118.9 1.6

Average Retail Price Index
(Annual % Changes)

2005 2006

September

 

FISHERIES 
Third quarter data from the Department of Fisheries 

indicated a reduction in both the volume (35.0%) and 
value (41.1%) of fisheries exports, to 1.0 million pounds 
valued at $16.8 million.  Crawfish exports, which com-
prised over 90% of both volume and value, contracted by 
33.9% to $16.3 million; while conch exports, the second 
largest category, declined by 60.8% to $0.2 million.  
Other “miscellaneous” fisheries exports decreased in 
value by 22.3% to $0.28 million.   

For the first nine months of the year, total fisheries 
exports fell by 28.3% to 2.8 million pounds, and earnings 
deteriorated by 31.7% to $41.5 million.  Underlying this 
outturn was a 31.7% fall in the volume of crawfish exports 
(84.6% of total exports) to 2.3 million, and a correspond-
ing 33.1% ($19.1 million) in value to $38.6 million.  Conch 
exports (6.4% of total exports) waned by 41.6% to 0.2 
million pounds with a 42.6% reduction in revenue to $1.1 
million.  In contrast, the volume of other “miscellaneous” 
fish export categories nearly doubled to 0.3 million, 
corresponding to a 49.5% ($0.6 million) rise in earnings to 
$1.9 million. 
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OVERVIEW 
During the review quarter, money and credit trends 

were characterized by tightened liquidity conditions, in the 
context of strong private sector credit expansion for both 
mortgages and consumer loans.  As a consequence, 
external reserves declined but the weighted average 
interest rate spread remained relatively unchanged.  
Preliminary estimates for the second quarter, the latest 
period for which data are available, showed strengthening 
in banks’ earnings indicators as the expansion in the net 
interest margin surpassed growth in operating and bad 
debt expenses.  Asset quality indicators for the third 
quarter showed marginal increases in bad debt provisions 
and arrears rates over the previous quarter. 

LIQUIDITY  
Amid tightened liquidity conditions, net free cash re-

serves of the banking system contracted by $13.7 million 
(7.4%) to $171.2 million, extending last year’s $7.5 million  
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(2.6%) fall to $283.7 million, and representing a reduced 
3.6% of Bahamian dollar deposit liabilities relative to 6.4% 

in 2005.  Similarly, the surplus on the broader liquid 
assets fell by $29.1 million (15.1%) to $163.8 million and 
exceeded the statutory minimum by a lesser 20.5% 
compared to the 33.1% in the same month last year. 

DEPOSITS AND MONEY 
Total money supply (M3) contracted by 1.5%, follow-

ing a reduction of 2.1% in the previous year, and largely 
reflected utilization of foreign currency deposits by public 
corporations.  The decline in narrow money (M1) was 
marginally lower at 6.6% versus 8.3% in the same period 
last year, and included a substantial slowing in accretions 
to currency in active circulation to 0.4% from 11.2% in 
2005, alongside a public sector led reduction in demand 
balances of 7.8% vis-à-vis 11.2% in 2005. 

Modest gains in savings (1.0%) and fixed deposits 
(1.2%) moderated the contraction in broad money (M2) to 
0.9% from 1.2% a year ago.  Taking into account the 
16.2% falloff in residents’ foreign currency deposits, 
overall money (M3) decreased by $76.6 million (1.5%) to 
an end-September stock of $5,078.6 million. 

On a proportional basis, Bahamian dollar fixed de-
posits remained the largest component of money 
(53.6%), followed by demand deposits (21.0%), savings 
(18.5%), currency in circulation (3.9%), and foreign 
currency balances (3.0%). 

DOMESTIC CREDIT 
Favorable credit conditions and sustained consumer 

demand underpinned a strengthening of domestic credit 
expansion to $229.7 million (3.6%) during the third quar-
ter, ahead of the $42.8 million (0.8%) advance in the 
corresponding 2005 period.  By currency, growth in the 
Bahamian dollar component accelerated to $205.1 million 
(3.7%) from $77.2 million (1.6%), and foreign currency 
credit rebounded by $24.6 million (3.3%), from last year’s 
$34.5 million (4.9%) contraction.  

The banking system’s net claims on the public sector 
grew by $71.1 million (7.6%), reversing 2005’s decline of 
2.8%.  In a turnaround from the previous year’s 2.3% 
reduction, public corporations’ liabilities rose by 15.9%.  
Meanwhile, banks’ higher holdings of Government securi-
ties elevated net claims on Government by 3.4%, in 
contrast to 2005’s 3.0% contraction. 

 

MONEY, CREDIT AND INTEREST RATES 
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As foreign currency credit levelled off, private sector 

credit expansion moderated to $172.8 million (3.4%) from 
$248.8 million (5.7%) in 2005.  Dominated by Bahamian 
dollar credit (3.7%), lending was concentrated in personal 
loans (71.5%), which had moderated growth of $129.8 
million (3.6%).  The outturn reflected extended gains in 
consumer credit of $55.8 million (3.3%), and residential 
mortgages of $70.4 million (3.9%).  Personal overdraft 
balances also recorded a $7.3 million (12.0%) accretion.  

The $68.4 million rise in consumer credit reflected 
increased lending for miscellaneous purposes ($25.3 
million), credit cards ($13.6 million) and to a lesser extent 
debt consolidation ($7.5 million).  Gains were also re-
corded for travel ($4.8 million), education ($4.7 million), 
land purchases ($4.5 million), private cars ($3.6 million), 
and home improvements ($3.3 million). 

Across the other categories of private sector credit, 
net increases in bank lending were evident for distribution 
($38.3 million), construction ($8.6 million) and agriculture 
& fisheries ($6.7 million), miscellaneous ($6.0 million), 
tourism ($5.5 million) and private financial institutions 
($5.2 million).  Smaller upturns were registered for pro-
fessional & other services ($3.0 million), transport ($2.0 

million), and entertainment & catering ($1.6 million); while 
net repayments were recorded for manufacturing and 
mining & quarrying of $1.9 million and $1.8 million, re-
spectively. 

 
  

Distribution of Bank Credit By Sector 
End-September 

  2005            2006 
  B$M  % B$M % 
       
Agriculture 10.0 0.2 10.1 0.2 
Fisheries 20.2 0.4 21.7 0.4 
Mining & Quarry 16.7 0.3 12.3 0.2 
Manufacturing 52.1 1.0 47.9 0.8 
Distribution 187.7 3.7 223.7 3.8 
Tourism 240.4 4.7 241.1 4.1 
Enter. & Catering 58.8 1.2 62.8 1.1 
Transport 18.6 0.4 23.0 0.4 
Public Corps. 272.1 5.4 326.1 5.5 
Construction 304.3 6.0 406.9 6.9 
Government 72.2 1.4 70.9 1.2 
Private Financial 19.5 0.4 26.8 0.5 
Prof. & Other Ser. 127.3 2.5 160.3 2.7 
Personal 3384.4 66.7 3918.5 66.5 
Miscellaneous 290.3 5.7 336.0 5.7 
TOTAL 5074.6 100.0 5888.1 100.0 

      

THE CENTRAL BANK 
During the review period, the Central Bank’s net 

claims on Government rose by $52.4 million (40.3%) to 
$182.3 million, reflecting a combination of new advances 
to Government and seasonally higher holdings of gov-
ernment paper, which exceeded the increase in deposits 
held for the Government.  Net liabilities to the rest of the 
public sector declined by $65.8 million to $4.2 million, as 
deposits were shifted to the banking sector.  

As a consequence of heightened imports, weakness 
in the tourism sector, as well as the funding of extraordi-
nary transactions, external reserves contracted by $101.5 
million (15.8%) to $542.7 million.  At end-September, the 
stock of reserves was equivalent to an estimated 14.8 
weeks  of  non-oil  merchandise  imports,  compared  with 
20.8 weeks last year.  After adjusting for the statutory 
required  50%  of  the  Bank’s  Bahamian  dollar  demand 
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liabilities, which have to be supported by the external 
balances, useable reserves stood at $219.6 million, 
relative to $299.5 million in September 2005. 

Foreign exchange transactions underlying the exter-
nal reserves outcome featured a reduced overall net sale 
of $107.4 million relative to $132.9 million in the corre-
sponding 2005 quarter.  The Bank’s net sale to the public 
sector was lower by 39.7% at $44.0 million but increased 
for commercial banks, by 5.8% to $63.4 million.  Corre-
spondingly, commercial banks’ total sales to their cus-
tomers rose by 28.8% to $939.7 million, while total pur-
chases increased by a lesser 26.3% to $849.4 million. 

Domestic Banks 

Domestic banks’ deposit liabilities to the private sec-
tor fell by $16.5 million (0.4%), and contrasted with the 
$231.9 million (4.4%) hike in total credit to the private 
sector.  Net claims on the Government contracted by 
11.4%, as banks significantly reduced their Treasury bill 
holdings and other short-term advances to the Govern-
ment.  With regards to the rest of the public sector, their 
net liabilities fell as a $5.2 million (1.4%) firming in deposit 
liabilities surpassed the $4.0 million (1.1%) hike in fund-
ing.  In this context, the net foreign liabilities of banks 
expanded by $73.2 million (11.3%) to $723.8 million, 

reflecting funding of various domestic investment pro-
jects. 

Inclusive of Government’s balances, banks’ total de-
posit liabilities amounted to $4,966.4 million, with the 
majority (96.9%) denominated in Bahamian dollars, and 
spread over private individuals (57.2%), business firms 
(25.7%), the public sector (9.6%), institutional and other 
depositors (4.3%), and private financial institutions 
(3.2%).  By contractual categories, fixed deposits main-
tained the largest share (56.0%), followed by demand 
(24.9%) and savings (19.1%) balances. 

An analysis of Bahamian dollar deposits by range of 
value and number indicated that accounts with balances 
of less than $10,000 comprised 90.2% of the contracts 
and 8.2% of the total value.  Accounts with balances 
between $10,000 and $50,000 represented 13.5% of the 
total value and 6.7% of the total contracts, while balances 
exceeding $50,000 represented 3.1% of accounts and 
78.3% of total value. 

Adjusted for goodwill, banks’ Bahamian dollar capital 
and surplus position improved further by 10.9% over the 
quarter, to $1.26 billion.  Profit and retained earnings 
represented 51.1% of capital and surplus compared to 
48.4% in the previous year, as general and specific 
reserves against loan losses fell to 10.3% from 11.7% of 
the total.  Total reserves and provisions represented a 
relatively stable 2.6% of private sector loans.   

At end-September, the arrears rate for balances with 
payment past due 30 days or more was higher at 7.6% of 
all outstanding balances, compared to 7.0% at end-June, 
although remaining below end-December’s level of 8.0%.  
Total arrears for residential mortgages moved up to 7.9% 
from 7.5% at end-June 2006, but represented an im-
provement over the end-2005 level of 8.8%.  A similar 
pattern was evident with consumer and commercial loan 
arrears, which advanced to 7.8% and 6.9% from 7.4% 
and 6.1%, respectively.  Non-performing loans, defined 
as loans with past due payments of at least three months, 
and on which banks had stopped accruing interest, 
increased by 1 percentage point to 4.1% of outstanding 
claims. 

Banks’ average provisioning levels for Bahamian 
dollar loans rose to 2.3% of the total private sector portfo-
lio from 2.1% at end-September 2005, but were un-
changed from the June position.  Total provisions repre-
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sented a higher 56.5% of non-performing loans relative to 
46.0% at end-September 2005, albeit 1.2 percentage 
points lower than the June 2006 level. 
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BANK PROFITABILITY 
Banks’ earnings indicators improved during the sec-

ond quarter, the latest period for which data were avail-
able.  Estimated net income grew by 29.8% to $65.4 
million, versus the comparable quarter in 2005.  Underly-
ing this development was a 23.7% increase in interest 
income, which outpaced the 22.9% expansion in interest 
expense and led to a 24.1% hike in net interest margin to 
$102.8 million.  In addition, contributions from commis-
sion and foreign exchange income advanced by 3.1% to 
$7.0 million.  Operating costs were comparatively higher 
by 6.7% at $54.3 million, while net income from other 
sources fell by a further 15.3% to $9.9 million, following 
higher provisions for bad debt and other income. 

Profitability ratios, relative to average domestic as-
sets, also strengthened during the second quarter. The 
net interest margin ratio widened by 60 basis points to 
5.54 percentage points, coupled with a 57 basis point 
increase in the gross earnings margin to 5.91%.  An 11 
basis point drop in the operating costs ratio to 2.93% 
suggests some improvement in banking sector productiv-
ity. 

Domestic Banks' Profitability
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Interest Rates 

During the review quarter, domestic banks’ average 
interest rate spread on loans and deposits was slightly 
higher by 2 basis points at 6.62 percentage points, as the 
weighted average loan rate firmed by 3 basis points and 
the deposit rate moved marginally higher by 1 basis point, 
to 9.93% and 3.31%, respectively.  
Compared to the preceding quarter, the average rate on 
fixed deposits fluctuated within a higher range of 3.16% - 
4.15% compared to 3.13% - 4.10% in the previous pe-
riod.  The  average  savings  rate  rose  by  3 basis points 
to 2.16%, while the demand deposit rate narrowed by 11 
basis points to 2.21%.  With regards to lending, the 
average rate on commercial mortgages and other local 
loans softened by 12 and 23 basis points to 8.30% and 
7.41%, respectively.  Conversely, the average residential 
mortgage and overdraft rates firmed by 2 and 6 basis 
points to 7.84% and 10.44%, respectively, and consumer 
loans, by 13 basis points to 12.10%. 

With regards to benchmark rates, the average 90-
day Treasury bill rate, the Central Bank’s Discount and 
the Commercial Banks’ Prime, were unchanged at 
0.69%, 5.25% and 5.50%, respectively. 
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Qtr. III Qtr. II Qtr. III
2005 2006 2006

Deposit rates
Demand Deposits 2.38 2.32 2.21
Savings Deposits 2.10 2.13 2.16
Fixed Deposits

Up to 3 months 3.04 3.13 3.16
Up to 6 months 3.28 3.60 3.63
Up to 12 months 3.53 3.88 3.88
Over 12 months 3.53 4.10 4.15

Weighted Avg  Deposit  Rate 3.11 3.30 3.31

Lending rates
Residential mortgages 7.82 7.82 7.84
Commercial mortgages 8.15 8.42 8.30
Consumer loans 12.59 11.97 12.10
Overdrafts 10.84 10.38 10.44

Weighted Avg Loan  Rate 10.69 9.90 9.93

Banking Sector Interest Rates
Period Average (%)

 

During the quarter, the fixed income market regis-
tered increased activity as the Government raised $100 
million in a registered public bond issue in September.  
The issue was fully subscribed and was mainly taken up 
by Bahamian owned private and institutional entities.     

On the equity side, there were no new initial public 
offerings and the number of listed securities fell by one to 
19 as one tourism related company’s outstanding Baha-
mian Depository Shares (BDRs) were repurchased at 
$8.09 per BDR share, versus an initial listing price of 
$5.14 per share.  Overall, the BISX All Share Index 
moved higher to 1,630.05 points from 1,519.11 at end-
June, which is a 20.68% appreciation on a year-to-date 
basis.  The biggest gainers were in the banking and 
industrial sectors, while the wholesale & retail and utilities 
sectors registered the highest percentage point losses.  
In addition, the broader Findex Index, which also includes 
three over-the-counter traded securities, registered a 
7.1% gain to close the quarter at 715.99 points. 

Provisional data for the third quarter highlighted a 
deterioration in the current account deficit, by $160.8 
million to $425.2 million, attributed primarily to a narrow-
ing in the surplus on the services account, as net travel 
receipts declined and other service outflows expanded.  
Additionally, net income outflows tapered while current 
transfers’ inflows were reduced and the merchandise 
trade deficit deteriorated as the firming in imports 
eclipsed the growth in exports.    
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During the review period, the merchandise trade 
deficit expanded by $38.0 million (8.5%) to $486.6 million.  
Payments for fuel imports advanced by 39.0% to $209.3 
million; however, non-oil imports fell moderately by 1.5% 
to $446.3 million and exports rose by 9.1% to $169.9 
million.  Increases in fuel costs were broadly based 
across the various oil products; the average per barrel 
cost of gas oil rose by $10.30 (13.0%) to $89.51; jet fuel, 
by $9.74 (12.0%) to $91.15; motor gas, by $9.95 (11.3%) 
to $98.35 and propane, by $10.16 (19.5%) to $62.40. 

Developments on the services account point to an 
estimated 59.0% contraction in the surplus to $89.7 

CAPITAL MARKETS DEVELOPMENTS 

INTERNATIONAL TRADE AND PAYMENTS 
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million, led by a $59.6 million (15.8%) reduction in net 
travel receipts to $318.8 million as tourism activity weak-
ened. Concurrently, net payments for other services and 
construction services expanded by $37.7 million and 
$32.7 million to $116.4 million and $43.0 million, respec-
tively.  Higher net payments were also registered for 
Government (41.6% to $11.0 million) and insurance 
(52.3% to $34.3 million) services and, to a lesser extent, 
for offshore companies local expenses (5.0% to $45.6 
million).  These were partially mitigated by reduced net 
outflows related to transportation services (16.5%) and 
royalties and license fees (17.5%). 

Data for the income account showed a reduction in 
the net outflow of $9.0 million (20.7%) to $34.6 million, 
due mainly to a $9.5 million (34.2%) decline in investment 
income outflows by banks and other private companies.  
Net remittance of labour income rose marginally by 2.9% 
to $16.3 million.  Net current transfer receipts were 
reduced by $2.8 million (30.4%) to $6.3 million, led by a 
$3.0 million fall in transfers to the general government to 
$9.0 million.  Net transfers of workers remittance were 
marginally lower by $0.2 million. 

The capital and financial account surplus broadened 
sharply during the quarter, by $96.5 million to $244.0 
million.  On the financial account, the turnaround in other 
investments, to a net inflow of $132.3 million from a net 
outflow of $21.6 million, reflected a higher level of loan 
funding for ongoing foreign investment projects by do-
mestic banks and overseas entities.  In particular, short-
term capital transactions, through the domestic banking 
system, reversed to a net inflow of $40.5 million from a 
net outflow of $12.5 million a year ago, and the net 
borrowing from external entities was $92.5 million vis-à-
vis a net repayment of $5.2 million last year.  Under direct 
investments, net equity inflows fell marginally to $98.0 
million and net real estate purchases declined by 54.2% 
to $41.8 million.  Further, the public sector’s debt repay-
ment was lower by $3.2 million to $1.1 million, while net 
portfolio investment outflows were comparatively higher 
at $6.3 million. 

As a result of these developments and after adjust-
ing for possible errors and omissions, the deficit on the 
overall balance expanded to $101.6 million from $95.9 
million a year ago.   

Indications are that global economic growth slowed 
in the third quarter, as the housing market downturn 
moderated US GDP expansion and efforts by the Chi-
nese authorities to curb capital investment eased the 
rapid surge in that country’s growth.  Unemployment in 
the major economies remained relatively stable during 
the quarter and inflationary pressures subsided amid 
softening oil prices.  Improved inflationary fundamentals 
contributed to the US Federal Reserve’s decision to keep 
interest rates stable; however, several central banks 
raised short-term interest rates in a bid to contain future 
price pressures.  In response to the positive outlook, the 
main stock indices posted quarterly gains, while the US 
dollar appreciated against the major currencies. 

Real GDP growth in the United States slowed to an 
annual rate of 2.0% in the third quarter, from 2.6% in the 
previous quarter, due largely to the 18.7% retreat in 
residential investments and weakened net exports.  The 
United Kingdom’s economic expansion was maintained at 
0.7% in the three months ending September, benefiting 
from a rise in the services sector and manufacturing 
output by 0.8% and 0.6%, respectively.  Measures aimed 
at curbing capital investments dampened China’s GDP 
growth to 10.4% on a year-on-year basis from 11.3% in 
the second quarter.  In the Euro area, the economic 
expansion slowed marginally to 2.6%, when compared to 
the same period of 2005, and down from 2.7% in the 
previous quarter. Driven by firming non-residential in-
vestments and increased net exports, real GDP in Japan 
expanded at an annual rate of 2.0% from 1.0% in the 
June quarter. 

The unemployment situation remained relatively un-
changed in the major economies during the review pe-
riod.  In the United States, the unemployment rate stabi-
lized at 4.7% in the third quarter, as expansions in service 
sector jobs counteracted declines in the manufacturing 
sector.  The Euro area’s seasonally adjusted unemploy-
ment rate steadied at 7.8% in September, with the unem-
ployment rates in France and Germany at 8.9% and 
8.7%, respectively.  The United Kingdom’s jobless rate 
rose marginally by 0.1 percentage points over the Sep-
tember quarter to 5.6%, whereas rates for Japan and 
China stabilized at 4.2% each. 

INTERNATIONAL ECONOMIC DEVELOPMENTS 
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Weakened fuel costs contributed to a deceleration in 
average consumer prices in all of the major economies.  
Consumer price inflation in the United States moderated 
slightly to 3.7% from 3.8% in the previous quarter.  In the 
Euro area annual inflation slackened to 1.7% at end-
September from 2.5% in June––moving below the au-
thorities’ target rate of 2.0% for the first time this year; 
and core annual inflation in the United Kingdom moder-
ated by 0.1 percentage points to 2.4% in the third quarter. 

In currency markets, the performance of the US dol-
lar was mixed during the review period.  The dollar gained 
most against the Yen, rising by 2.2% to ¥118.18 and 
advanced by 1.7% to CHF1.24 and by 0.9% to €0.78.  
However, the dollar weakened against the Pound Sterling 
and Chinese Renminbi, by 3.1% to £0.52 and by 1.1% to 
7.90 Yuan, respectively. 

Most major stock indices performed well during the 
third quarter, reflecting investors’ improved confidence in 
the outlook for global economic growth.  As inflation 
concerns diminished and the Federal Reserve paused its 
tightening cycle, the Dow Jones Industrial Average Index 
(DJIA) rallied by 5.4% to 11,679 points—the best gain in 
seven quarters, and the broader Standard and Poor’s 500 
Index, by 5.7% to 1345.4 points.  In Europe, France’s 
CAC 40 advanced by 5.7%, Germany’s main index, the 
DAX, gained 5.7%, while the UK’s FTSE 100 index ended 
higher by 2.2% at 5,961 points.  Japan’s Nikkei 225 Index 
also increased by 4.0% to 16,128 points. 

In the commodities market, the easing of geopolitical 
tensions in the Middle East, combined with the build up of 
oil stockpiles and lower seasonal demand, led to a 13.6% 
decline in oil prices to $62.57.  OPEC’s crude oil produc-
tion also increased by 0.1 million barrels during the 
quarter to 29.7 million barrels per day.  With regards to 
precious metals, the price of gold declined by 2.9% to 
$598.30 a troy ounce; however, silver prices rose by 
3.1% to $11.44 per troy ounce. 

 
 
 
 
 

Given the slowdown in the economy and the rela-
tively benign inflation environment, the Federal Reserve 
kept the Primary Credit and Federal Funds rates at 
6.25% and 5.25%, respectively.  However, as inflation 
and money growth still remained above target, the Euro-
pean Central Bank continued to raise its key interest 
rates, by 25 basis points.  Similarly, with inflation above 
the Bank of England’s target, the authorities raised their 
key rate by 25 basis points to 4.75%, and the Bank of 
Japan ended its zero interest rate policy in July—raising 
the overnight call loan rate to 0.25 percent. 

In the United States, the current account deficit ex-
panded by $8.5 billion to $225.6 billion in the third quar-
ter, reflecting deteriorations in the goods and income 
deficits, which offset gains in net services inflows. China’s 
trade surplus for the July-September quarter widened to 
$48.72 billion from $37.98 billion in the previous period,  
while Japan’s current account surplus rose on a quarterly 
basis by a third to ¥5,311.4 billion, due to improvements 
in the trade and income balances.  Reflecting a reduction 
in net income receipts, the United Kingdom’s current 
account deficit deteriorated by £1.1 billion to £9.4 billion; 
however, the Euro area’s balance of payments deficit was 
halved to €0.5 billion from the previous three-month 
period.  
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STATISTICAL APPENDIX 

 

TABLE 1 FINANCIAL SURVEY 

TABLE 2 MONETARY SURVEY 

TABLE 3 CENTRAL BANK BALANCE SHEET 

TABLE 4 DOMESTIC BANKS BALANCE SHEET 

TABLE 5 PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS  

TABLE 6 MONEY SUPPLY 

TABLE 7 CONSUMER INSTALLMENT CREDIT 

TABLE 8 SELECTED AVERAGE INTEREST RATES 

TABLE 9 SELECTED CREDIT QUALITY INDICATORS OF DOMESTIC BANKS 

TABLE 10 SUMMARY OF BANK LIQUIDITY  

TABLE 11 GOVERNMENT OPERATIONS AND FINANCING  

TABLE 12 NATIONAL DEBT  

TABLE 13 PUBLIC SECTOR FOREIGN CURRENCY DEBT OPERATIONS  

TABLE 14 BALANCE OF PAYMENTS SUMMARY  

TABLE 15 EXTERNAL TRADE  

TABLE 16 SELECTED TOURISM STATISTICS 
  

The following symbols and conventions are used throughout this report: 
1.   n.a.    not available 
2.   --        nil 
3.   p         provisional 
4.   Due to rounding, the sum of separate items may differ from the totals. 
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