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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DomEsTIC ECONOMIC DEVELOPMENTS

Preliminary indicators suggest mild strengthening in
the Bahamian economy during the fourth quarter of 2003,
in comparison to the same period in 2002 and the com-
parative weakening which occurred in the third quarter.
Increased cruise visitor volumes and appreciated stop-
over pricing underpinned healthy tourism expenditure
growth. The performance, while positively linked to the
sustained expansion in the United States’ economy,
remained constrained by the slowed pace of improve-
ment in US labour markets, where productivity gains, as
opposed to increased payrolls, continued to allow firms to
accommodate output expansion needs. As US employ-
ment conditions strengthen and the households’ financial
position improve, expenditures on recreation and travel
are also expected to firm, with favourable consequences
for The Bahamas’ tourist sector in 2004. Forward looking
indicators for construction also underscored stronger
prospects for 2004, mainly backed by proposed foreign
investments in the hotel sector. However, fourth quarter
investments were weaker than in 2002 owing to reduced
growth in residential mortgages.

Constrained by economic conditions and reflecting
elevated spending requirements, the fiscal situation
featured a marked widening in the estimated budget
deficit during the second quarter of FY2003/04. In the
financial sector, stronger public sector led expansion in
credit, relative to monetary growth, underpinned a sea-
sonal abatement in bank liquidity, which otherwise re-
mained buoyant; and an increase in the system’s net
foreign liabilities. In this context and amid the Central
Bank's continued restriction on increases in financial
institutions’ Bahamian dollar loans, there was some
narrowing in average interest spreads. While inflation
estimates for the December quarter indicated some
softening in consumer price pressures during the fourth
quarter, firming in the annual inflation rate continued,
linked to a combination of domestic and external pres-
sures. On the external side, increased net imports and

reduced net service inflows caused some widening in the
estimated current account deficit, while the capital and
financial surplus declined, owing to abated net private
sector foreign investment inflows.

Banks’ accommodation of increased private sector
currency needs, associated with seasonal retail spending
caused net free cash balances to contract by 7.2% to
$128.9 million during the quarter. However, overall
liquidity remained more buoyant than the previous year's
close of $88.9 million, and was equivalent to an in-
creased 3.4% of Bahamian dollar deposits, compared to
2.4% in 2002. With banks also reducing holdings of
Treasury bills, broader surplus liquid assets declined, on
a seasonal basis, by 11.6% to $156.7 million, which still
represented an enlarged 25.5% of the statutory minimum
as compared to a 16.6% excess in 2002. Buoyant
liquidity conditions and the continuation of the Central
Bank’s tight credit stance influenced a 5 basis points
easing in commercial banks’ weighted average loan rate
to 12.10%. Corresponding deposit rates firmed by 19
basis points to 4.00%, resulting in a 24 basis points
narrowing in the estimated interest rate spread on loans
and deposits to 8.10%. The 90-day Treasury bill rate
also declined by 29 basis points to 1.45%, while base
rates—Commercial Banks’ Prime and the Central Bank'’s
Discount Rate—were unchanged at 6.00% and 5.75%,
respectively.

Led by a recovery in private sector balances, the
money supply (M3) expanded by 1.2% to $4.0 billion
during the fourth quarter, after contracting by 0.7% to
$3.8 billion in 2002. In a turnaround, demand deposits
grew by 2.2%, following last year's 3.1% decline, and
savings and fixed deposits each rose by 0.7%, as op-
posed to respective declines of 1.5% and 0.1% in 2002.
Meanwhile, growth in the currency component nearly
doubled to 6.2% and residents’ foreign currency deposits
recovered slightly by 0.2%. Fixed deposits remained the
largest component (57.8%) in money, followed by de-
mand (18.7%) and savings deposits (17.0%); and ap-
proximately three-quarters of all deposits were concen-



trated in accounts with average balances in excess of
$50,000.

After the year-earlier increase of 1.0%, domestic
credit expansion accelerated to 4.9%, placing the stock
at $4.99 billion. Mainly reflecting the Government's net
financing needs, growth in Bahamian dollar credit was
nearly three-fold higher at $83.1 million (2.0%), while
refinancing of the public corporations’ external debt
underpinned a 28.7% run-up in domestic foreign currency
credit. In particular, net claims on Government increased
by 4.0% following a 4.8% net repayment in 2002, while
the banking sector’s claims on the public corporations
rose by $147.3 million (65.3%), with approximately 94.2%
denominated in foreign currency. Conversely, private
sector credit growth almost steadied at $66.1 million
(1.6%), with a slowed increase in residential mortgages
lending (2.7%) and a further net repayment of consumer
credit (0.7%), outweighed by increases and, in some
cases, resumed net lending for some other private sector
activities, including distribution and construction.

In the fiscal sector, the estimated deficit for the sec-
ond quarter of FY2003/04 widened to $36.2 million from
$5.0 million in the same period in FY2002/03, with weak-
ness in revenue collections occurring alongside in-
creased expenditure obligations. Constrained by eco-
nomic conditions, total revenues fell by 6.0%, with de-
creases in import duties and tourism related taxes caus-
ing a 5.8% decline in tax receipts to $206.9 million; and
non-tax revenue decreased by 8.0% to $21.7 million.
However, total expenditures rose by 6.6% to $264.8
million, including a 7.4% hike in current spending partly
linked to retroactive salary increases. This, and slightly
elevated net lending to public enterprises, outweighed
the 7.2% falloff in capital investments. Budgetary financ-
ing during the period featured new borrowings of $34.4
million, mainly in the form of local currency advances
from the Central Bank, alongside debt repayment-—
predominantly domestic currency--of $24.5 million. As a
result, the Direct Charge on Government increased by
$9.8 million (0.5%) to $1,939.6 million. After a $27.8
million (7.0%) rise in Governments’ guaranteed borrow-
ings to $426.5 million, the National Debt rose by 1.6% to
$2,366.0 million, culminating in a 7.1% increase in the
stock for 2003.

Building on the 2002 recovery, tourism output im-
proved further during the fourth quarter, underpinned by
steady growth in cruise visitors and continued pricing
gains in the stopover market. Total visitor arrivals
strengthened further by 10.0% to 1.127 million, relative to
the 10.9% gain posted in 2002. Sea visitor growth, which
encompasses the cruise segment, advanced to 11.7%
from 7.8%, while air arrivals recorded a more tempered
increase of 5.4%, following a 19.4% recovery in 2002.
As regard major destination groupings, New Providence’s
9.7% rebound in sea traffic supported a 6.7% recovery in
total arrivals. Both cruise and stopover gains under-
pinned the more accelerated growth in visitors to Grand
Bahama of 19.5%, and the Family Islands’ steady gain in
traffic of 12.3%. As regard expenditure indicators, in
addition to increased activity in the cruise segment, the
Ministry of Tourism’s survey of major hotel properties in
The Bahamas suggest that, in the stopover segment,
estimated room revenues increased by 12.2% during the
period. A 3.6% increase in total room night sales was
accompanied by an 8.4% appreciation in average nightly
room rates to $158.70.

While the outlook for construction was favoured by
approved investment projects and increased commit-
ments under domestic mortgage financing, the quarter's
output was weaker than in 2002. Indications are that
foreign investment inflows fell below the previous year's
level, while total disbursements of local residential and
commercial mortgages decreased. Although also en-
compassing equity loans, which finance non-construction
expenditures, total mortgage disbursements by banks,
insurance companies and the Bahamas Mortgage Corpo-
ration decreased by 13.8% to $78.4 million during the
fourth quarter, corresponding mainly to reduced financing
of housing investments (14.9%) which represented 95%
of the total. However, forward looking indicators were
encouraging, as the number of mortgage commitments
for new construction and repairs of residential and com-
mercial structures rose by 51.2% to 313, with total value
increased by 11.6% to $26.9 million. The bulk of the
latter ($21.4 million) represented residential commit-
ments, compared to $17.4 million in 2002. Indicative
financing costs however, suggested a 30 basis point
firming in average interest rates on residential mort-
gages, to 9.0% vis-a-vis 2002, as compared to a 30 basis



point easing in the corresponding commercial rate to
9.5%.

Consumer price inflation, based on quarterly varia-
tions in the average Retail Price Index, was compara-
tively abated to 0.2% from 0.9% in the fourth quarter of
2002. Despite accelerated cost increases, most notably
for education and food & beverages, estimated costs for
housing, the most heavily weighted component, was
approximately unchanged; and only incrementally abated
changes registered for most other components of the
Index. However, the annual inflation rate rose to 3.0%
from 2.2% in 2002, led by firmer increases in average
costs for recreation and entertainment services (9.8%)
and furniture & household operations (9.8%). These
were strongly mitigated by the abatement in average
education cost increases to 1.1%, after a tuition-led hike
of 12.9% in 2002.

In the external sector, the estimated current account
deficit expanded by 31.3% to $157.7 million during the
fourth quarter. Reduced exports caused the merchan-
dise trade deficit to widen to $321.9 million from $309.7
million while, despite slightly improved net tourism re-
ceipts, the services account surplus declined to $200.7
million from $215.6 million in the previous year, owing to
increased net outflows for other external services. Addi-
tional pressure was also exerted from growth in net factor
income outflows to $46.5 million from $30.8 million in the
previous year.

Estimated net capital and financial inflows receded
to $34.8 million from $95.6 million in the fourth quarter of
2002. Most notable was the more than one-third reduc-
tion in net private direct investments, owing to decreased
net equity inflows to $14.7 million from $24.3 million,
which overshadowed expanded net real estate inflows of
$15.3 million vis-a-vis $12.7 million in 2002. Net private
loan financing also declined to $22.1 million from $24.4
million the previous year. Meanwhile, the public sector
featured a significant net external debt repayment of
$123.0 million relative to a net drawdown of $5.2 million
last year, mainly resulting from the $120.0 million refi-
nancing of the electricity corporation’s multilateral debt.
This correspondingly explained the expanded net short-
term inflow through the banking system of $118.1 million,
compared to $32.6 million in 2002.

FISCAL OPERATIONS

Provisional estimates on the Government's budget-
ary operations for the second quarter of FY2003/04
indicate a widening in the overall deficit to $36.2 million
from $5.0 million in the same period of the previous fiscal
year. With both tax and non-tax receipts reduced, reve-
nue collections fell by 6.0% to $228.6 million, while public
sector salary increases underpinned a 6.6% rise in total
expenditures to $264.8 million. For the first six months of
the fiscal year through December, cumulative revenues
of $446.1 million represented 45.0% of projected collec-
tions for the year, while cumulative outlays of $501.8
million approximated a similar share of approved alloca-
tions. Consequently, the six-month deficit was higher at
$55.8 million from $33.1 million in FY2002/03.

Government Revenue By Source
(October-December)
FY02/03p FY03/04p

BSM  BSM  BSM %
Property tax 144 5.9 16.7 7.3
Selective Services tax 5.2 2.2 2.8 12
Bus. & Prof. Lic. Fees 6.5 2.7 9.6 42
Motor Vehicle tax 2.8 12 32 14
Departure tax 8.9 3.7 13.2 5.8
Import duties 96.5 39.7 92.5 40.5
Stamp tax from imports 23.7 9.7 23.0 10.1
Export tax 2.2 0.9 37 1.6
Stamp tax from exports - - - -
Other stamp duty 19.4 8.0 25.9 11.3
Other Tax revenue 40.3 16.6 285 12.5
Fines, forfeits. etc. 9.6 39 9.6 42
Sale of Govt. Property 0.1 0.0 0.1 0.0
Income 13.8 5.7 12 05
Other non-tax rev. - - - -
Capital Revenue
Grants - - - -
Less: Refunds 0.2 0.1 14 0.6
Total 2433 1000 2286 1000




REVENUE

Compared to the year-earlier quarter, tax collections
fell by 5.8% to $206.9 million, constituting 90.5% of the
total revenue. Levies on international trade and transac-
tions decreased by 2.6% to $119.2 million (57.6% of
taxes), largely due to the 4.2% falloff in import duties to
$92.5 million. With only incrementally increased hotel
room night sales, the related taxes on tourism services
fell by 44.7% to $2.8 million, including a 38.8% reduction
in hotel occupancy taxes to $2.1 million. However,
revenue gains were recorded for stamp taxes on financial
and other local transactions (33.2% to $25.9 million),
departure taxes (47.5% to $13.2 million), based on
stronger visitor volumes, business and professional
license fees (49.7% to $9.7 million), property taxes
(15.9% to $16.7 million) and motor vehicle taxes (12.8%
to $3.2 million). Meanwhile, other non-disaggregated
taxes, which reflected broad revenue trends, were more
than halved to $17.7 million.

Representing the remaining 9.5% of total collec-
tions, revenue from non-tax sources fell by 8.0% to $21.7
million.  Although receipts from fines, forfeitures and
administration fees were fairly stable at $9.6 million,
income from public enterprises and other sources de-
creased by a combined 13.1% to $12.0 million.

EXPENDITURE

In expenditure trends, preliminary indications are
that recurrent spending, which comprised 90.6% of the
total, rose by 7.4% to $239.9 million, while capital out-
lays, at 6.1% of the total, decreased by 7.2% to $16.0
million. Net lending to public enterprises, increased by
14.5% to $8.8 million.

By economic classification, current expenditure in-
creases included a 5.9% rise in Government consump-
tion, reflecting the 10.2% growth in personal emoluments
to $111.1 million, following retroactive payments of the
$100 per month civil servant salary increase, effective
from July 2003. This overshadowed the 3.7% reduction
in purchases of goods and services to $44.0 million.
Transfer payments were higher by 10.4%, after respec-
tive increases in interest and subsidy payments of 20.0%
and 6.1%, to $28.5 million and $56.4 million. Growth in
interest payments was consistent with the expanded debt

stock, with the larger concentration in external liabilities,
and reflected the start of coupon payments on the
US$200 million bond issued in July, 2003. Under subsi-
dies and other transfers, higher payments were noted for
general subsidies, including transfers to quasi-
autonomous agencies ($2.9 million), for non-profit institu-
tions ($1.4 million), non-financial public enterprises ($1.0
million) and transfers abroad ($0.2 million). These out-
weighed reductions in transfers to households ($2.0
million) and public corporations ($0.3 million).

Fiscal Operations
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On a functional basis, spending on general public
services, which accounted for the largest share of total
recurrent spending (27.0%), rose by 8.5% to $64.9
million. Increases were also recorded for education,
9.8% to $47.9 million; health, 5.1% to $40.4 million;
social benefits and services, 3.8% to $15.7 million and
defense, 7.6% to $7.5 million. Meanwhile, recurrent
expenditure on economic services decreased by 2.6% to
$32.3 million, including a one-fourth reduction in tourism
outlays to $13.7 million, following some relaxation of



promotional efforts which intensified immediately after
September 11, 2001.

On the capital side, the 7.2% reduction in public in-
vestments to $16.0 million was due mainly to scaled back
investments in public works and water supply projects, by
27.6% to $6.6 million, and in education, by 26.5% to $3.5
million. These more than offset the notable increase in
investments in general public services to $3.1 million.

FINANCING AND NATIONAL DEBT

Budgetary financing during the second quarter of
FY2003/04 included a $34.0 million advance from the
Central Bank, some $0.4 million in external debt pro-
ceeds and utilization of cash balances and overdraft
facilities at commercial banks. Estimated debt repayment
comprised $18.2 million in Bahamian dollars and $6.3
million in foreign currency. Consequently, the Direct
Charge on Government rose by $9.8 million (0.5%) to
$1,939.6 million at end-December 2003. In view of
significant net financing needs throughout 2003, this
culminated in an increase of $133.1 million (7.4%) for the
year and $85.1 million for the first six months of the
Fiscal Year. The Bahamian dollar component of the
Direct Charge accounted for 84.9% of the total and was
held mainly by public corporations (40.9%)—principally
the National Insurance Board—followed by private and
institutional investors (26.2%), domestic banks (25.9%)
and the Central Bank (7.0%). Government bonds, which
represented 84.2% of the Bahamian dollar total, retained
an average term to maturity of 10 years.

With Government's Contingent Liabilities increased
during the quarter, by 7.0% to $426.5 million, the Na-
tional Debt grew by 1.6% to $2,366.0 million, exceeding
the December 2002 level by $157.8 million (7.1%).

PuBLIC SECTOR FOREIGN CURRENCY DEBT

Preliminary estimates are that the public sector's
foreign currency debt increased by $3.7 million (0.7%) to
$563.3 million during the quarter. The Bahamas Electric-
ity Corporation’s $124.0 million external debt refinancing
by commercial banks, underpinned a significant elevation
in both total drawings and repayments, to $136.7 million
and $133.0 million, respectively. Claims against Gov-
ernment represented $292.0 million (51.8%) of the total,

and the balance of $271.3 million (48.2%) was owed by
the public corporations.

Following on refinancing activities, commercial
banks now hold the largest share of foreign currency
debt, 41.6% vis-a-vis 19.4% at the beginning of the
quarter, while multilateral institutions’ share was corre-
spondingly reduced to 18.4% and private and institutional
investors’ was relatively stable at 39.9%. In terms of
currency composition, more than 95% of the foreign
currency debt was denominated in United States dollars,
carrying an average maturity just in excess of 17 years
compared to less than 10 years at end-2002—the latter
reflecting the Government's US$200 million 30-year bond
issued in July.

Compared to the fourth quarter of 2002, interest
charges on the foreign currency debt rose by $3.2 million
(40.8%) to $10.9 million, mainly reflecting the start of
coupon payments on the US$200 million bond issue.
After adjusting for the refinancing activity, the resulting
debt service (approximately $21.2 million), as a propor-
tion of estimated exports of goods and non-factor ser-
vices, softened to 3.3% from 3.9% in 2002. Conversely,
the ratio of Government’s foreign currency debt service to
total revenue was higher, at 5.6% from 3.5% in 2002.

REAL SECTOR

TOURISM

Preliminary indications are that tourism output
strengthened during the fourth quarter, relative to the
industry’s rebound in the same period in 2002, and some
comparative softening, particularly in the hotel sector,
during the previous quarter. The improvement, which
was broadly based across all major island destinations,
featured appreciated stopover pricing and increased
cruised visitors.

After a rebound of 10.9% in 2002, total visitor arri-
vals rose further by 9.9% to 1.127 million tourists. Influ-
enced by stopover trends, gains in air arrivals leveled off
at 5.4%, for 0.32 million passengers, as compared to the
19.4% recovery in 2002. Sea visitors grew by 11.7% to
0.81 million, relative to the 7.8% expansion in the same
quarter of 2002,



Port of entry data showed progress in all of the ma-
jor island destinations. New Providence, which ac-
counted for 57.9% of all visitors, registered a 6.7% re-
bound in arrivals, led by a 9.7% upturn in sea visitors,
relative to just incremental growth in air traffic (1.0%).
Representing 13.4% of the total, arrivals for Grand Ba-
hama grew at a more vigorous pace of 19.5% vis-a-vis
the 7.3% revival in the same quarter last year. Respond-
ing to both increased hotel rooms and airlift capacity, air
arrivals grew further by 12.3%, while sea traffic registered
a healthy 25.8% upturn. In the Family Islands, total
arrivals rose by 12.3%, with thel1.5% uptrend in sea
visitors augmenting robust air traffic growth of 21.3%.

Visitor Arrivals
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Propelled by gains in the stopover sector, estimated
industry expenditures also improved during the fourth
quarter. The Ministry of Tourism’s survey of major hotel
properties in The Bahamas indicated a 12.2% increase in
room revenues, following the 35.2% rebound in 2002.
More moderated growth in total room night sales of 3.6%
vis-a-vis the 17.8% upturn in 2002, was bolstered by the
average nightly room rate hike of 8.4% to $158.70. For

New Providence, estimated room revenues increased by
11.2%, corresponding to a 10.2% improvement in the
average room rate to $183.80 per night, and a 1.1%
firming in room nights sold. Intensified strengthening in
Grand Bahama's room revenues of 23.5%, benefited
from a 13.8% increase in occupied room nights and an
8.5% appreciation in the average room rate to $75.9 per
night. As these improvements outpaced the 6.0% hike in
hotel room inventory, the average occupancy rate on
Grand Bahamas firmed to 42.1% from 38.6%. In the
Family Islands, estimated room revenues grew by 6.8%,
supported only by the average room rate increase of
7.6% to $144.90 per night, as room night sales fell mar-

ginally.

CONSTRUCTION

Construction activity remained subdued during the
fourth quarter as significant foreign investment projects
approved by the Government had not yet commenced
and new mortgages financing for local investments trailed
the 2002 levels. Data on mortgage lending, as reported
by banks, insurance companies and the Bahamas Mort-
gage Corporation, show a contraction in disbursements
during the quarter, although suggesting some firming in
future activity.

Signaling an expected increase in future invest-
ments, lending institutions reported a 5.1% rise in the
number of mortgage commitments for new construction
and repairs on residential and commercial structures, to
313 from 207 in 2002, corresponding to an 11.6% hike in
associated mortgage valuations to $26.9 million. The
majority of these—276 versus 181 in 2002—represented
residential commitments, valued higher at $21.4 million
compared to $17.4 million in 2002, and mostly earmarked
for new housing projects (90.1%). In commercial lending,
some 36 new projects loans were committed, compared
to 24 in 2002; albeit, these represented a lesser $5.4
million in potential financing, as opposed to $6.5 million
last year.

Although data on mortgage disbursements are more
indicative of actual construction expenditure, amounts
reported to the Central Bank do not distinguish between
drawdowns related to equity loans, which represent
expenditures on other economic activities, versus



amounts strictly related to new construction and repairs.
Nevertheless, total disbursements for residential financ-
ing during the period fell by 14.9% to $74.7 million,
outweighing increased commercial loans disbursements
of 19.4% to $3.7 million.

Mortgage Comittments:
New Construction and Repairs
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PRICES

Based on quarterly variations in the average Retall
Price Index, consumer price inflation abated to 0.2% from
0.7% in the fourth quarter of 2002. Accelerated cost
increases for education (2.2%) and food & beverages
(0.7%) and incremental firming for clothing and footwear
were mitigated by stable costs for housing, the most
heavily weighted component, a decline in average costs
for recreation & entertainment services (1.5%) and
reduced price gains, on average, for each of the remain-
ing items in the Index.

Average Retail Price Index
(Annual % Change)

In response to the more abated disbursement levels
relative to ongoing loan repayments, indications are that
total mortgage growth during the fourth quarter slackened
to $19.9 million (1.2%) from $22.8 million (1.5%) during
the same period in 2002. For outstanding residential
mortgages, the increase narrowed to $23.0 million (1.6%)
from $29.2 million (2.2%); albeit, the contraction in com-
mercial loans was halved to $3.1 million (1.9%). For
2003, residential mortgage claims expanded at a reduced
$151.8 million (11.2%), for a year-end stock of $1,506.8
million, while commercial balances decreased further by
$36.5 million (18.7%) to $158.7 million. A comparative
analysis of average interest rates indicate a firming in
borrowing costs for residential mortgages, by 30 basis
points to 9.0%, versus an equivalent softening for com-
mercial mortgages to 9.5%.

2002 2003

ltems Weight Index % Index %
Food & Beverages 138.3 11286 197 11346 0.53
Clothing & Footwear 58.9 107.61 049 10754 -0.06
Housing 328.2 10288 0.07 103.64 0.74
Furn. & Household 88.7 11429 491 11869 3.85
Med. Care & Health 441 11226 120 12326 9.80
Trans. & Comm. 1484 10413 013 106.08 1.83
Rec., Enter. & Svcs. 48.7 11533 248 126.64 981
Education 53.1 160.74 12.89 16247 1.08
Other Goods & Svcs. 91.6 109.75  2.06 12296 12.04
ALL ITEMS 1000 11048 219 11379 3.00

For the twelve months ending December 2003, av-
erage inflation firmed to 3.0% from 2.2% in 2002. This
mainly reflected accelerated price increases for recrea-
tion & entertainment services (9.8%), medical care &
health (9.8%), furniture & household operations (3.9%),
transport & communication (1.8%), and housing (0.7%)
costs, as well as “other” non-disaggregated goods and
services (12.0%). Conversely, the increase in average
education costs abated sharply to 1.1% from the 12.9%
tuition fee led hike during 2002; and was tempered for
food & beverages (0.5%), while average clothing &
footwear costs decreased slightly (0.1%).



MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Despite a fourth quarter upturn, monetary expansion
trailed domestic credit growth, with a consequential
seasonal decline in liquidity and an increase in banks’ net
foreign liabilities.  Although liquidity conditions were
comparatively more buoyant and monetary policy re-
mained restrictive, there was some softening in commer-
cial banks’ average loan rates and firming in average
deposit rates, which caused a narrowing in the average
interest rate spread. Public sector transactions domi-
nated credit trends, marked by significant refinancing of
the corporations’ external debt and the Government's
heightened net domestic financing needs.

Meanwhile, the latest available data on domestic
banks’ performance for the third quarter of 2003 indicated
continued deterioration in profitability ratios, mainly
associated with increases in operating costs and depre-
ciation expenses

LiquipiTy

Banks’ net free cash balances contracted by 7.2% to
$128.9 million for the review quarter, moderating the
39.1% reduction to $88.9 million over the same period in
2002, as deposit balances with the Central Bank were
reduced in line with the private sector's elevated sea-
sonal currency needs for retail spending. Nevertheless,
end-December liquidity was equivalent to an improved
3.4% of Bahamian dollar deposits, compared to 2.4% in
2002. Broader surplus liquid assets were also lower on a
seasonal basis relative to the statutory minimum, by
11.6% to $156.7 million—which constituted an expanded
25.5% of the statutory minimum compared to 16.6% in
2002.

DEPOSITS AND MONEY

Following a 0.7% decrease in the comparative 2002
period, the money supply (M3) recovered by 1.2%,
supported by a 2.2% upturn in demand deposits as
accelerated accumulations of private individuals and
business firms’ balances exceeded the larger reduction in
public corporations’ deposits. Combined with nearly

doubled growth in currency in active circulation of 6.2%,
narrow money (M1) rose by 2.9%, as opposed to the
year-earlier 1.9% contraction.
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Similarly, broad money (M2) expanded by 1.2%, af-
ter declining by 0.7% in 2002. Transactions by private
individuals influenced a 0.7% increase in savings depos-
its, partly reversing last year's 1.5% decline. Accretions
to both private individuals and public corporations bal-
ances contributed to the 0.7% upturn in fixed deposits,
compared to a net withdrawal of 0.1% a year ago.
Meanwhile, resident’s foreign currency deposits grew by
0.2% after contracting by 1.0% in 2002. This culminated
in an overall money stock (M3) growth of $47.4 million
(1.2%) to $4,003.3 million, and contrasted with the year-
earlier reduction of $28.9 million (0.7%) to $3,836.2
million.

Bahamian dollar fixed deposits still constituted the
largest component of the money supply (57.8%), followed
by demand (18.7%) and savings balances (17.0%); with
a smaller fraction represented by currency in active



circulation (4.0%) and residents’ foreign currency depos-
its (2.5%).

Analysis of Bahamian dollar deposits by range of
values and number of accounts indicate that the largest
concentration of accounts (90.5%) held balances under
$10,000, which corresponded to only 9.2% of the aggre-
gate value. Although individual deposits of over $50,000
comprised fewer accounts (2.9%), these represented
76.4% of the total value. Otherwise, some 6.6% of
accounts, valued between $10,000 to $50,000, consti-
tuted 14.4% of total deposits.

By depositor profile, private individuals held the ma-
jority of Bahamian dollar balances (54.0%), followed by
business firms (25.5%), the public sector (10.4%), institu-
tional and other investors (5.2%) and private financial
institutions (4.9%).

DomESTIC CREDIT

Public sector borrowing was the main influence in
the quarter's domestic credit trends, as expansion in the
private sector's indebtedness remained constrained by
the Central Bank’s ceiling on Bahamian dollar lending, in
effect since September 2001. In particular, sharply
accelerated growth in domestic credit, of $232.7 million
(4.9%) compared to $48.5 million (1.0%) in the corre-
sponding quarter of 2002, was led by a $166.6 million
(23.4%) rise in the banking system’s net claims on the
public sector. The refinancing of some $120 million in
external multilateral facilities by the Bahamas Electricity
Corporation explained most of the $147.3 million (65.3%)
increase in claims on public corporations. Net credit to
Government also rose by $19.3 million (4.0%) compared
to the year-earlier decline of $33.2 million (4.8%).

While private sector credit expansion was relatively
steady at $66.1 million (1.6%), moderation in personal
loans growth was offset by expanded net lending for
some other sectors. Growth in the Bahamian dollar
component eased slightly to $53.8 million (1.5%) from
$57.0 million (1.6%) last year, outweighing some firming
in the foreign currency credit advance to $12.3 million
(3.1%) from $7.8 million (1.7%).

On a sectoral basis, personal loans, which com-
prised the largest share (69.2%) of private credit, regis-

tered reduced growth of $35.4 million (1.3%) compared
to $59.4 million (2.2%) last year. Net residential mort-
gage disbursements slowed to $34.2 million (2.7%) from
$54.0 million (4.9%), and personal overdrafts rose at a
moderately reduced pace of $11.5 million (29.0%),
outweighing the downturn in consumer credit of $9.2
million (0.7%).

Changes in Credit
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Notable among the remaining private sector credit
categories, was the doubling in net quarterly advances
for distribution ($14.0 million); resumed net lending for
construction ($11.2 million), miscellaneous purposes
($6.8 million) and professional & other services ($3.6
million); and increased net advances for agriculture ($2.7
million). Included among the reversals was a reduction in
sectoral claims for private financial institutions ($10.2
million) and tourism (1.1 million), alongside further net
repayments for fisheries ($1.9 million), mining & quarry-
ing ($1.2 million) and manufacturing ($1.4 million).

Under consumer credit, the increases were distrib-
uted among land purchases ($3.1 million), miscellaneous



credit ($2.4 million) and home improvement ($1.1 million),
were overshadowed by the net repayments for education
($0.2 million), credit cards ($14.1 million) and private cars
($1.7 million).

Distribution of Bank Credit By Sector
End-December

2003 2004

B$M % B$M %
Agriculture 9.0 0.2 10.6 0.2
Fisheries 53 0.1 14.9 0.3
Mining & Quarry 21.0 0.5 16.7 0.3
Manufacturing 64.4 1.4 59.6 13
Distribution 220.6 5.0 223.7 5.0
Tourism 238.8 5.4 218.8 49
Enter. & Catering 334 0.8 345 0.8
Transport 65.0 15 32.0 0.7
Public Corps. 202.5 46 347.0 7.7
Construction 337.2 7.6 277.6 6.2
Government 170.0 3.8 74.5 1.7
Private Financial 36.6 0.8 28.9 0.6
Prof. & Other Ser. 130.5 29 129.4 29
Personal 2,712.6 61.2 2,809.4 62.4
Miscellaneous 185.6 4.2 218.7 4.9
TOTAL 4,4325 100.0 4,496.3  100.0

COMMERCIAL BANKS

Commercial banks total credit expansion of $202.5
million (4.5%), outpaced the corresponding deposits
growth of $76.4 million (2.1%). Total claims on public
corporations increased by $147.4 million (67.6%), led by
a $138.8 million foreign currency advance, which in-
cluded the refinancing of the electricity corporation's
external loan. Conversely, growth in deposit liabilities to
the corporations trailed at $26.6 million (9.6%). Mean-
while, contraction in net credit to Government was more
moderate at 2.8% compared to 9.3% in 2002. As regard
the private sector, the rise in claims almost steadied at
$66.6 million (1.7%), with deposit liabilities rebounded by
$47.9 million (1.4%) following a $33.7 million (1.0%)
reduction in 2002. Mainly as a result of the foreign
currency debt refinancing, commercial banks’ net foreign
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liabilities increased by $122.9 million (25.7%) during the
quarter.

Proportional analysis revealed that commercial
banks held 97.2% of the banking system’s total deposits,
which were owed mainly to private individuals (53.6%),
followed by private businesses (25.4%), private financial
institutions (5.0%) and institutional investors and other
depositors (5.3%); the remaining 10.7% was owed to the
public sector. By contractual obligations, the bulk of
deposits were held in fixed balances (60.1%), followed by
demand (22.0%) and savings (17.9%) deposits.

OTHER LOCAL FINANCIAL INSTITUTIONS

During the fourth quarter, OLFIS’ private sector
credit and deposit liabilities contracted by 0.3% and
0.5%, respectively. Total mortgages, which accounted
for 92.9% of the loan portfolio, declined by 1.0% to
$136.3 million. After dividend payouts, the OLFIs’ net
foreign liabilities fell by $4.8 million (26.8%) to $13.1
million.

On a proportional basis, deposit accounts with bal-
ances in excess of $50,000 comprised 73.0% of the
aggregate value and 35.2% of the total contracts, while
individual balances of less than $10,000 constituted
19.7% of funds and 33.4% of accounts. An estimated
89.2% of the OLFIs private sector liabilities were held in
fixed deposits, another 10.6% in demand deposits and
the remainder, savings.

THE CENTRAL BANK

During the review quarter, the Central Bank’s net
claims on Government rose by $30.5 million (39.2%) to
$108.4 million, led by increased advances of $34.0
million, relative to a small reduction in bond holdings.
Meanwhile, increased net foreign currency demand from
the public sector underpinned a $38.8 million (7.4%)
contraction in external reserves, slightly greater than the
previous year's decrease of $33.6 million (8.3%). How-
ever, the end-December external reserves level of
$484.1 million represented a $110.9 million (29.7%)
improvement over 2002.



As regard quarterly foreign currency transactions,
the Central Bank's net foreign currency sale was slightly
higher at $42.0 million from $38.3 million in 2002. Con-
sistent with increased foreign currency flows through the
private sector, total purchases rose by 38.2% to $161.3
million, but were outstripped by higher seasonal sales of
31.1% to $203.3 million. In particular, the private sector,
through commercial banks, supported a net inflow of $4.0
million, relative to a net sale of $18.5 million in 2002,
while the public sector's net outflow widened to $46.0
million from $19.8 million last year.

External Reserves
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INTEREST RATES

During the quarter, commercial banks’ average in-
terest rate spread on loans and deposits narrowed by 24
basis points to 8.10%. The weighted average loan rate
softened by 5 basis points to 12.10%, while the corre-
sponding deposit rate firmed by 19 basis points to 4.00%.

On the deposit side, the average interest rate on
fixed maturities fluctuated within a higher band of 3.82% -
4.86% compared to 3.71% - 4.66% in the previous quar-
ter; the average savings rate also firmed by 4 basis
points to 2.60%. Decreases in average lending rates
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were led by the 16 basis point softening in the average
commercial mortgage rate to 9.04% and in the average
consumer loan rate, by 36 basis points to 13.53%.
However, average rates on residential mortgages and
overdrafts firmed by 11 and 79 basis points, to 9.02%
and 12.45%, respectively.

The average 90-day Treasury bill rate softened by
29 basis points to 1.45%, while benchmark rates, the
Central Bank's Discount Rate and commercial banks’
Prime, were unchanged at 5.75% and 6.00%, respec-
tively.

BANK PROFITABILITY

For the quarter ended September 2003, the latest
period for which data is available, domestic banks’ net
income decreased by $11.7 million (34.5%) to $22.3
million, relative to the same period in 2002. The net
interest margin widened by 2.8%, as the increase in
interest income (6.4%) offset higher interest expenses
(12.6%). However, a significant rise in staff outlays
contributed to a 10.6% advance in total operating costs,
resulting in a 5.3% reduction of the net earnings margin
to $28.8 million. Meanwhile, advances in both bad debt
expenses and depreciation costs (inclusive of amortiza-
tion of goodwill), reversed the “other” income (net) posi-
tion, to a negative $6.5 million from the $3.6 million
positive flow in 2002.

Reflecting these trends, profitability ratios relative to
average domestic assets weakened. The ratio for the net
interest margin declined by 11 basis points to 4.69% and
for the gross earnings margin, by 8 basis points to
5.13%, after a 4 basis point rise in the contribution from
commission and foreign exchange income. With the
operations cost ratio higher by 15 basis points at 3.15%,
the net earnings margin ratio was reduced to 1.98% from
2.21%. The negative contribution of “other” income
sources of 0.45% as compared to a 0.21% boost in the
same period last year, resulted in an overall deterioration
in banks’ profitability ratio (return on assets) of 93 basis
points to 1.53%.



CAPTIAL MARKETS DEVELOPMENTS

Reflecting improved investor confidence, based
mainly in response to the more favorable economic
outlook and gradually improved earnings expectations for
some non-financial sector companies, equity valuations
on the domestic capital markets rose further during the
fourth quarter of 2003, and trading volumes continued to
increase. The Bahamas International Securities Ex-
change (BISX) All Share Price Index rose by 3.6% to
868.30 points, cementing a more marginal advance of
0.9% last quarter. Compared to 2002, the volume of
shares traded rose by 17.8% to 3.57 million; albeit,
valued 50.6% less at $7.4 million.

The broader Fidelity Capital Market Limited’s Findex
weighted share price index, which also captures “over-
the-counter” trading, increased further during the quarter,
by 3.1% to 374.26 points, relative to a 1.9% gain during
the previous quarter. Although the Index still showed a
cumulative loss of 0.6% for the year, this was significantly
tapered from the 2002 decline of more than 10.0%.

In contrast to the 13.0% drop in 2002, losses on the
BISX Index narrowed to 2.0% during 2003, incorporating
a 20.9% increase in trading volume and a 50.6% boost in
the total value of trades. Market capitalization of compa-
nies represented on BISX decreased by 5.5% to $1.7
million, partly reversing a 27.1% decrease in 2002. One
new mutual fund security listing, targeting real estate
investments, was added to the Exchange, bringing the
total number of listings to 17, and similarly increasing the
total number of publicly traded securities comprising the
over-the-counter market to 21. Also of note, some $7.6
million in new capital was raised by a distribution sector
company, after a pause in new share offerings of more
than one year.

INTERNATIONAL TRADE AND PAYMENTS

Based on preliminary estimates for the fourth quar-
ter of 2003, the current account deficit on the balance of
payments widened to $157.7 million from $120.0 million
in 2002, reflecting a combination of increased net im-

ports, reduced net services receipts and increased net
profit remittances by the private sector.

The merchandise trade deficit widened by 3.9% to
an estimated $321.9 million during the quarter. Added to
the 7.6% drop in exports to $115.3 million, non-oil mer-
chandise imports rose by 1.5% to $370.4 million, out-
weighing a 4.8% reduction in the estimated oil bill to
$65.7 million. Although pricing data was not available by
product categories, indications are that the fourth quarter
oil bill continued to reflect higher average prices in re-
sponse to pricing pressures in the global market and the
weak US dollar.
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On the services account, the estimated surplus de-
creased by $14.9 million (6.9%) to $200.7 million. Higher
tourism expenditures, which boosted net travel related
receipts marginally by 0.8% to $335.7 million, and the
13.4% contraction net outflows for government services
to $13.0 million, were overshadowed by expanded net
external payments for most other services. In particular,
net remittances for external insurance rose by 13.5% to
$28.4 million; transportation, by 2.8% to $44.4 million and
“other” unclassified services, including construction, by



10.9% to $93.1 million. Also, fourth quarter inflows
associated with offshore companies’ local expenditure
decreased by 11.6% to $44.0 million.

Under the income account, net external payments
rose by $15.7 million (51.0%) to $46.5 million, with labour
remittances higher by $4.7 million (37.0%) at $17.5
million and net investment income outflows nearly two-
thirds higher at $29.0 million. The latter was principally
explained by a 47.6% expansion in private sector profit
repatriation to $26.9 million. In addition, official transac-
tions were reversed to a net interest payment of $2.1
million from a marginal net receipt in 2002.

Net current transfers doubled to an estimated $10.1
million, with general government receipts elevated to
$11.3 million from $7.9 million, and workers’ net outward
remittances halved to $1.6 million.

The estimated surplus on the capital and financial
account narrowed significantly to $34.8 million from $95.6
million in 2002. Migrants’ net transfers rose to $12.2
million from $3.7 million, while net financial receipts
decreased to $47.1 million from $99.3 million in 2002.
Most notable in respect of the latter was the one-fifth
reduction in net private direct investments, as net equity
inflows narrowed to $14.7 million from $24.3 million
offsetting the increased net real estate sales of $15.3
million from $12.7 million in 2002. Net private loan
inflows also slackened to $22.1 million from $24.4 million.
Meanwhile, the public sector recorded a significant net
external debt repayment of $120.0 million vis-a-vis a net
drawdown of $5.2 million in 2002, mainly reflecting the
$128 million refinancing of multilateral debt owed by the
electricity corporation. Given the domestic banks’ facilita-
tion of this transaction, net short-term inflows through the
banking system rose to $118.1 million from $32.6 million
the previous year.

Consequent on these developments and after ad-
justing for possible errors and omissions, the overall
balance recorded a deficit of $38.8 million, relative to
$33.6 million.
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INTERNATIONAL EcONOMIC DEVELOPMENTS

Evidence of strengthening output among the major
industrial economies consolidated during the fourth
quarter of 2003, aided by the accumulated influence of
earlier relaxation of monetary and fiscal policies and
rising global trade. Although still soft overall, improve-
ments also registered in the labor markets; and con-
sumer price inflation trends remained mild. On the
monetary policy front, while most major central banks
maintained their respective key interest rates at relaxed
levels, tightening undertaken by the Bank of England
reinforced expectations that widespread tightening was
likely to begin during 2004. Increasingly favourable
economic data stimulated continued recovery in equity
prices on the major bourses, while currency market
developments featured ongoing decline in the value of
the US dollar against other major currencies, largely in
response to the country’'s mounting trade and budget
deficits. In external sector trends, the dollar's deprecia-
tion caused an erosion in most major countries current
account balances, owing to some loss in export competi-
tiveness.

Further consolidation in the major countries output
trends was evident during the quarter. While the pace of
the United States’ real GDP expansion was more tem-
pered at an annualized 4.3% from 8.2% in the previous
quarter, this reflected strengthening contributions from
business investments and household spending alongside
elevated public sector expenditures, particularly on
defense and homeland security. In the euro area, export
sector improvements contributed to output growth of
1.2% in the fourth quarter compared to 1.7% in the third
quarter, with Germany’'s real GDP gains slackened to
0.2% in comparison to the previous quarter's annualized
rebound of 0.9%, and France adding to the third quarter's
upturn of 1.5%. In the United Kingdom, growth firmed to
3.6% on an annualized basis, from the third quarter's
3.2%, with significant impulse from the continuing expan-
sion in service sector activities. Strong demand for
export goods continued to support the recovery of the
Japanese economy, where growth in the fourth quarter
surpassed the previous quarter's 1.2% expansion, with



both industrial output and exports gains significantly
strengthened.

Labour market conditions in the major countries reg-
istered broad incremental improvements during the fourth
quarter of 2003, albeit trailing growth trends, as firms
continued to benefit from increased productivity, reducing
the pace at which new workers needed to be hired. In
the United States, the average unemployment rate fell to
5.7% from 6.1% in the previous quarter, with the outcome
still impacted by discouraged persons who have stopped
searching for work. Although euro zone average unem-
ployment steadied at 8.8% and France’s at 9.7%, Ger-
many’s jobless rate softened to 10.4% from 10.5% last
quarter. In the United Kingdom, increasing manufactur-
ing and services sector hiring, helped reduce the unem-
ployment rate to 3.0% from 3.1% in the third quarter.
Meanwhile, with rising production among Japanese
exporters, average unemployment was reduced to 4.9%
from 5.1% in the previous period.

Mild consumer price inflation trends in the major in-
dustrial countries continued to be underpinned by soft
labour market conditions and appreciated currencies
which lowered import prices. While the United States’
currency depreciated further, exporters of goods with
prices denominated in dollars absorbed most of the
associated exchange rate losses and this, along with job
market softness, restrained the average consumer in-
crease at 1.9% from 2.3% in the previous quarter, on an
annualized basis. Annualized inflation in the euro area
also decreased marginally, to 2.0% from the previous
quarter's 2.2%, partly driven by the euro’s appreciation.
In this regard, Germany’s consumer price increase was
unchanged at 1.1%, but France’s firmed slightly to 2.4%.
In the United Kingdom, the rise in average retail prices
steadied at 2.8% for the second quarter in a row. While
not signaling an end to deflationary trends, average
consumer prices in Japan were unchanged in the fourth
quarter, after a 0.4% decline in the previous quarter.

In currency markets, the Unites States’ dollar con-
tinued its orderly depreciation against major world cur-
rencies, a reflection of the rising deficits in both the trade
account and the federal budget. So far, the dollar's
depreciation has not placed upward pressure on interest
rates, as the expanded international holdings of US
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dollars generated from the trade deficit have resulted in
increased investment inflows into US domestic debt
securities. The dollar lost 8.1% of its value against the
euro to €0.79, for a 12 month decline of 13.2%. While
fourth quarter depreciation against the pound sterling
moderated to 6.9% to £0.56, this culminated in a 12-
month loss of approximately 11.1%. For the quarter, the
dollar also fell against the Swiss franc, by 6.1% to
SF1.2391; the Canadian dollar, by 1.24% to C$1.30, and
the Japanese yen, by 3.8% to ¥107.22.

In commodities markets, investments in precious
metals continued to provide attractive hedges for finan-
cial assets in lieu of lingering geopolitical tensions. The
respective prices for gold and silver rose by 7.8% and
16.0%, to $415.85 and $5.94 per troy ounce, and were
higher by 23.1% and 33.2% for the 12 months through
December. Affected by OPEC’s September 2003 an-
nouncement to reduce crude oil production, by 3.5% to
24.5 million barrels a day effective November, the per
barrel price of Brent Sea crude rose by 11.4% to $32.52
during the quarter, exceeding OPEC’s targeted price
band of $22-$28 per barrel, and was some 4.2% above
the 2002 close of $31.20 per barrel.

Caught on the wave of favorable economic news,
equity valuations on major bourses continued their up-
ward climb during the fourth quarter of 2003. In the
United States, the Dow Jones Industrial Average (DJIA)
closed the quarter 12.7% higher at 10,453.9 points and
the broader S&P 500 Index gained 11.6% to 1,111.9
points. Positive results among European bourses in-
cluded the United Kingdom’s FTSE 100 Index 9.4% rise
to 4,476.9 points; France’s CAC 40 Index 13.5% gain to
3,557.9 points and Germany’s DAX Index 21.8% appre-
ciation to 3,965.2 points. In Japan, the Nikkei 225 Index
also increased moderately, by 4.5% to 10,676.6 points
during the quarter.

On the monetary policy front, the Bank of England
provided the first evidence of a bottoming out in monetary
policy easing among major central banks. In response to
inflation concerns, which seemed more imminent in the
United Kingdom, the Bank raised its repurchase rate by
25 basis points to 3.75% in October. Inflation concerns
were considered less immediate in the United States,
where the Federal Reserve kept its primary credit and



target Federal funds rates at 2.00% and 1.00%, respec-
tively, as set in June 2003. The European Central Bank
sought to keep the euro area recovery on track, by also
maintaining its refinancing rate steady at 2.00%, where it
has been since June 2003. Continued monetary stimulus
was also considered important at the Bank of Japan,
where, although the official discount rate was kept at the
historic low of 0.1% for the ninth consecutive quarter,
authorities provided ongoing liquidity support to the
financial markets to prevent upward pressures on short-
term money market rates.

In external sector developments, despite steadily in-
creasing global trade, the current account balances of
most major countries deteriorated during the quarter,
hindered by respectively appreciated currencies vis-a-vis
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the US dollar. The United States, which continued to
absorb a significant share of world trade growth, re-
corded a decrease in the estimated current account
deficit from the third quarters’ annualized $135.0 billion,
as net import growth abated. In contrast, increased trade
with the euro area helped support a 7.5% reduction in the
United Kingdom’s current account deficit to £7.5 billion
during the fourth quarter. In the euro area however,
some weakening in exports, as a result of the strong
euro, caused a deterioration in member countries’ net
external positions, including Germany's, where the
current account surplus decreased by 39.4% to €5.7
billion. The yen’s strength also eroded Japan’s current
account surplus below the previous quarter's ¥1,595.9
billion.
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STATISTICAL APPENDIX

TABLE 1 FINANCIAL SURVEY

TABLE 2 MONETARY SURVEY

TABLE 3 CENTRAL BANK BALANCE SHEET

TABLE 4 COMMERCIAL BANKS BALANCE SHEET

TABLE 5 OTHER LOCAL FINANCIAL INSTITUTIONS BALANCE SHEET
TABLE 6 PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS
TABLE 7 MONEY SUPPLY

TABLE 8 CONSUMER INSTALLMENT CREDIT

TABLE 9 SELECTED INTEREST RATES

TABLE 10 SUMMARY OF BANK LiQuiDITY

TABLE 11 GOVERNMENT OPERATIONS AND FINANCING

TABLE 12 NATIONAL DEBT

TABLE 13 PuBLIC SECTOR FOREIGN CURRENCY DEBT OPERATIONS
TABLE 14 BALANCE OF PAYMENTS SUMMARY

TABLE 15 EXTERNAL TRADE

TABLE 16 SELECTED TOURISM STATISTICS

The following symbols and conventions are used throughout this report:
1. n.a. notavailable

2, - nil

3. p = provisional

4. Due to rounding, the sum of separate items may differ from the totals.
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NOTE ON REVISIONS TO THE CURRENT ACCOUNT STATISTICS IN THE BALANCE OF
PAYMENTS

The Balance of Payments (BOP) statistics, in the current issue of the Economic Review
and forthcoming in the Central Bank’s Annual Report for 2003, incorporate revisions for
1999 to 2002 to selected current account estimates for non-oil merchandise trade, and
travel and insurance services. Revisions cover both previously published official data from
other Government agencies, the replacement of advance advance estimates prepared by
the Central Bank with official statisitics, and revisions to the Bank’s remaining advance es-
timates.

Trade Revisions

Prior to these revisions, the official trade statistics series used in the BOP ended at 1999,
as the Department of Statistics (DOS) engaged in an indepth review exercise of more re-
cently published data through 2001. In 2003, DOS released revised data for 1999 and
2000 which, together with initial estimates for 2001, have now been incorporated into the
BOP. Table 1 shows the summary impact on the oil and non-oil merchandise trade series,
including the insurance and freight components.

Table 1: Summary Revisions to Trade Accounts
(B$ Million)

Previous Estimate Revised Estimate New Difference
1999 2000 1999 2000 2001 1999 2000
Oil Trade
1. Exports 36.9 83.0 36.9 83.0 68.8 0.0 0.0
2. Imports 172.5 231.3 172.5 207.5 292.8 0.0 (23.8)
Other Merchandise Trade
3. Domestic Exports 199.1 320.6 194.2 2442 228.5 4.9) (76.4)
4. Re-Exports 192.1 203.1 169.5 227.6 75.5 (22.6) 24.5
5. Total Exports (3 + 4) 391.2 523.7 363.6 471.9 304.0 27.6) (51.9)
6. Imports (See memo) 1,734.7  2,044.7 1,578.8  1,794.9 1,635.9 (155.9) (249.7)
7. Retained Imports (6 -4) 1,542.6 1,841.6 1,409.3 1,567.3 1,560.5 (1333) (274.2)
8. Trade Balance: (3-7) or (5 - 6) (1,343.5) (1,521.0) (1,215.1) (1,323.1) (1,331.9) 128.3 197.9
Memo: Imports as Presented in BOP
Imports (CIF) (of which:) 1,734.7 n/a 1,578.8 1,794.9 1,635.9 (155.9) n/a
Non-Oil Merchandise (@ Cost) 1,576.8 n/a 1,435.1 1,631.6 1,487.1 (143.0) n/a
Air and Freight Services 142.1 n/a 129.3 147.0 134.0 (11.6) n/a
Freight Insurance 15.8 n/a 14.4 16.3 14.9 (1.3) n/a

Source: Department of Statistics Summary Report of External Trade Statistics and unpublished reports.

Note: The Official data for 2000 was not previously included in the BOP presentation.
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Table 2: Trade Data Revisions by Commodity Group

Section: Description
Exports

0:
: Beverages and Tobacco

: Crude Materials, except fuel

: Mineral Fuels, Lubricants & Related
: Animal & Vegetable Oils & Fats

: Chemicals

: Manufactured Goods

: Machinery and Transport Eqmt..

: Misc. Manufactured Articles

: Other Commodities

O 0 3 N AW~

Food & Live Animals

Total Exports

Imports

0:
: Beverages and Tobacco

: Crude Materials, except fuel

: Mineral Fuels, Lubricants & Related
: Animal & Vegetable Oils & Fats

: Chemicals

: Manufactured Goods

: Machinery and Transport Eqmt..

: Misc. Manufactured Articles

: Other Commodities

O 0 1 O i B W N —

Food & Live Animals

Total Imports

Note: Based on Department of Statistics Summary Report of External Trade Statistics and unpublished reports.

B$ Million

Previous Est.

Revised Est.

1999

109.2
34.8
304
36.9
0.0
99.7
9.3
99.5
8.1
0.1

428.1

261.8
49.4
48.1
172.5
3.7
2232
313.2
586.6
222.0
26.7

1,907.1

2000

99.3
22.0
59.0
83.0
0.0
124.6
29.9
148.1
40.7
0.1
606.8

336.8
60.9
67.2

231.3

4.3

212.9

415.2

590.0

318.3
39.0

2,276.0

1999R

83.8
34.8
30.4
36.9
0.0
99.7
72
99.5
8.1
0.1
400.6

261.8
49.4
48.1

172.5

3.7

153.2

313.2

500.7

222.0
26.7

1,751.2

2000R

89.3
32.6
29.1
83.0
0.0
118.1
26.5
143.7
32.5
0.1
554.9

278.7
52.2
60.9
207.5
3.7
1833
371.3
526.5
281.9
36.4

2,002.4

New
2001

71.7
40.8
27.5
68.8
0.0
97.9
9.0
45.2
59
0.0
372.8

273.8
60.1
46.7
292.8
3.5
146.6
297.7
518.0
260.2
29.3

1,928.7

Difference
1999R  2000R
-25.5 -10.0
0.0 10.6
0.0 -29.9
0.0 0.0
0.0 0.0
0.0 -6.5
2.1 3.4
0.0 -4.4
0.0 -8.2
0.0 0.0
-27.6 -51.9
0.0 -58.1
0.0 -8.7
0.0 -6.3
0.0 -23.8
0.0 -0.5
-70.0 -29.6
0.0 -43.9
-85.9 -63.5
0.0 -36.4
0.0 2.7
-155.9 -273.6

Significant changes to the commaodity category of exports included downward revisions for
food and live animals for 1999 and to crude materials for 2001 (see Table 2). In the import
series, earlier estimates for machinery and transport equipment have been reduced for
both 1999 and 2000; and several categories of goods imports (chemicals, food and live
animals, minerals and fuels and manufactured goods and articles) were revised downward
for 2000. In the BOP presentation (see Table 3), the only revisions that can be directly
reconciled with those in Table 1 are those for 1999. The remaining updates show the im-
pact of replacing the Bank's earlier trade estimates for 2000-2001 with the official series,
and revisions to advance estimates for 2002.
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Table 3: Balance of Payments Summary (1999-2002)

1999 2000 2001 2002
Credit Debit Credit Debit Credit Debit Credit  Debit

Previous Estimates

1. CURRENT ACCOUNT 2,706.3 3,112.3 2,969.3 3,501.7 2,704.4 3,124.2 2,736.0 3,035.7
A. Goods & Services 2,417.3  2,730.0 2,691.9 3,106.1 2,533.1 2,818.4 2,625.9 2,757.3

a. Goods 523.2 1,754.9 787.2 2,095.7 765.1 1,858.8 7404 1,759.7

1. Merchandise (of which) 450.0 1,752.8 683.2 2,094.1 649.0 1,855.9 616.6 1,756.5

ii. Non-Oil Merchandise 450.0 1,576.8 6832 1,817.1 649.0 1,583.2 616.6 1,466.3

b. Services 1,894.1  975.0 1,904.7 1,010.4 1,768.0  959.5 1,885.4  997.6

1. Transportation (of which) 60.2 188.0 46.8  200.7 37.8 199.1 49.8 178.8

ii. Air and Sea Freight Services 0.0 142.1 0.0 163.7 0.0 142.6 0.0 132.1

2. Travel 1,582.9 3103 1,719.2 2929 1,636.5 2969 1,673.9 2854

3. Insurance Services (of which) 134.3 61.0 12.7 75.3 0.0 84.2 0.0 92.8

i. Freight Insurance 0.0 15.8 0.0 18.2 0.0 15.8 0.0 14.7

ii. Non-Merchandise Insurance 1343 45.2 12.7 57.1 0.0 68.3 0.0 78.1

B. Income 240.1  369.8 2235 3852 118.6  295.0 54.7 2654

C. Current Transfers 49.0 12.5 53.8 10.5 52.7 10.9 55.4 13.0

2. CAPITAL AND FINANCIAL ACCOUNT 917.5 3323 681.8 2614 407.9  164.6 497.3 116.8
3. NET ERRORS AND OMISSIONS 0.0 114.0 50.5 0.0 146.3 0.0 0.0 20.0

(increase = debit)

Revised Estimates
1. CURRENT ACCOUNT 2,680.4 2,922.2 2,806.3 3,324.0 2,454.2 3,038.4 2,537.8 2,877.0
A. Goods & Services 2,391.4 2,540.0 2,528.9 12,9284 2,282.9 2,732.5 2,427.7 2,598.6
a. Goods 462.3 1,613.2 5759 1,910.2 423.1 1,763.5 446.2 1,597.5
1. Merchandise (of which....) 389.1 1,611.1 4719 1,908.6 307.0 1,759.8 3224 1,594.3
ii. Non-Oil Merchandise 389.1 1,435.1 4719 1,631.6 307.0 1,487.1 3224 1,304.1
b. Services (of which...) 1,929.1  926.7 1,953.1 1,018.2 1,859.8  969.0 1,981.4 1,001.1
1. Transportation (of which..) 60.2 175.3 545 2425 50.2 2509 575 2228
ii. Air and Sea Freight Services 0.0 129.3 0.0 147.0 0.0 134.0 0.0 117.5
2. Travel 1,5829  276.2 1,737.9  260.8 1,647.6 2555 1,762.1 243.9
3. Insurance Services (of which...) 169.3 59.6 34.6 73.4 68.3 83.2 0.0 91.2
i. Freight Insurance 0.0 14.4 0.0 16.3 0.0 14.9 0.0 13.1
ii. Non-Merchandise Insurance 169.3 45.2 34.6 57.1 68.3 68.3 0.0 78.1
B. Income 240.1  369.8 2235 3852 118.6  295.0 54.7 2654
C. Current Transfers 49.0 12.5 53.8 10.5 52.7 10.9 55.4 13.0
2. CAPITAL AND FINANCIAL ACCOUNT 917.5 3323 681.8 2614 407.9 164.6 497.3 116.8
3. NET ERRORS AND OMISSIONS 278.1 35.8 310.6 19.5

Impact of Revisions

1. CURRENT ACCOUNT -25.9  -190.0 -163.0 -177.6 -250.2 -85.8 -198.2  -158.7
A. Goods & Services =259 -190.0 -163.0 -177.6 -250.2 -85.8 -198.2  -158.7
a. Goods -60.9 -141.7 -211.3  -185.5 -342.0 -95.3 -294.2  -162.2

1. Merchandise (of which....) -60.9  -141.7 -211.3  -185.5 -342.0 -96.1 <2942 -162.2

ii. Non-Oil Merchandise -60.9 -141.7 2113 -1855 -342.0 -96.1 -2942  -162.2

b. Services (of which...) 35.0 -48.3 48.3 7.8 91.8 9.5 96.0 3.5
1. Transportation (of which..) 0.0 -12.8 7.7 41.9 12.4 51.9 7.7 439

i. Passenger Services 0.0 0.0 0.0 58.6 4.6 58.6 0.0 58.6

ii. Air and Sea Freight Services 0.0 -12.8 0.0 -16.7 0.0 -8.7 0.0 -14.6

2. Travel 0.0 -34.1 18.7 2322 11.2 414 88.2 -41.5

3. Insurance Services (of which...) 35.0 -1.4 21.9 -1.9 68.3 -1.0 0.0 -1.6

i. Freight Insurance 0.0 -1.4 0.0 -1.9 0.0 -1.0 0.0 -1.6

ii. Non-Merchandise Insurance 35.0 0.0 21.9 0.0 68.3 0.0 0.0 0.0

Source: The Central Bank of The Bahamas
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The official export figure used in the BOP presentation was reduced by 13.5% for 1999,
while replacement of the advance estimates with official data for 2000 and 2001 resulted
in new levels that were 30.9% and 52.7% lower, respectively. In concert with these ad-
justments, the Bank’s advance estimate for 2001 was scaled down by 47.7%. For non-oil
merchandise imports and the related components of freight and insurance, outflows in the
presentation have been revised lower by 9.0% for 1999. Replacing the advance estimates
for 2000 and 2001, resulted in reductions of 10.2% and 6.1% respectively, for these items
and 11.1% for 2002.

Services Account Revisions

Estimates of travel credits in the BOP presentation are obtained from the Ministry of Tour-
ism, with 2001 being the most recent year for which the data is available on visitor expen-
diture. After a series of revisions, the Ministry has now provided new estimates for 2000
2002. Compared to previously replaced data in the BOP, the revised estimates of tourism
earnings are higher by 1.1% for 2000 and by 0.7% for 2001—generally preserving the ob-
served trend in industry performance for 1999 to 2001. However, the 5.3% upward revi-
sion for 2002, constitutes a stronger rebound in tourism expenditures (6.9%) than previ-
ously stated (2.3%). In reconciling this with the observed weak stopover visitor volumes
during 2002, the Ministry’s data indicate that much of this increase resulted from a 9.9%
boost in average spending per stopover visitor.

Travel debits (outflows) are based on the Exchange Control records of residents’ foreign
currency purchases from banks. The Central Bank applies an upward adjustment to this
data to reflect external travel expenditure funded from non-bank foreign currency circulat-
ing within the economy. The Bank however, believes that a greater fraction of residents’
external spending is now being captured through the Exchange Control data and has
therefore scaled down its earlier estimates to reflect lower outflows on the order of 11.0%
to 14.5%, on average, during 1999-2002.

Revisions were also affected to non-merchandise insurance, based on new data received
from the insurance industry, which suggest that re-insurance inflows for property and
causalty claims were more than one-fourth higher than previously reported for 1999, and
that significant inflows continued in 2000 and 2001.

Impact on Current Account and the Errors and Omissions

The total revisions, which were dominated by changes in the trade statistics, had mixed ef-
fects on the magnitude and direction of changes in the current account balance and on the
net errors and omissions. For 1999 and 2000, the downward adjustments to outflow esti-
mates exceeded the decrease in estimated inflows. As a consequence, the estimated cur-
rent account deficit was reduced by $164.1 million (40.4%) in 1999 and by $14.7 million
(2.8%) in 2000. The direction of change was reversed for 2001 and 2002, with the
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Table 4: Summary Impact of BOP Revisions
B$ Millions

1999 2000 2001 2002

I. Current Account Balance (net)

Before (405.9)  (532.4)  (419.8)  (299.7)
After (241.8)  (517.8)  (5842)  (339.2)
Change 164.1 147  (1644)  (39.5)

II. Net Errors and Omissions

Before (114.0) 50.5 146.3 (20.0)
After (278.1) 358 3106 19.5
Change (164.1)  (14.7) 1643 39.4

Note: Debits shown in brackets ()

scaled back estimates of goods exports contributing to a widening of the current account
deficit, by $166.4 million (39.2%) for 2001 and by $39.5 million (13.2%) for 2002.

For the errors and omissions, the net debit position for 1999 was inflated to $278.1 million
from the $114.0 million earlier reported and the estimated credit position for 2000 nar-
rowed to $35.8 million from $50.5 million. For 2001, the previously recorded credit bal-
ance rose to $310.6 million from $146.3 million, and the net position for 2002 shifted to a
credit of $19.5 million from a debit of $20.0 million.

Relevance to Capital and Financial Account

The trade account revisions still preserve the positive relationship that exists between mer-
chandise imports and capital and financial inflows. Exchange Control is the primary
source for capital account data, a significant portion of which is usually captured in the first
quarterly release of the estimates. For large foreign investment projects, which accrue in-
flows over an extended time frame, the data is reported to the Central Bank on a quarterly
basis. Significant lags in the initial recording of capital inflows only occur for projects
which are approved by the Government and subsequently registered with Exchange Con-
trol. Nevertheless, most revisions to capital account transactions occur within two quarters
of the initial publication by the Central Bank.

Conclusion

Periodic revisions to official statistics are often necessary to capture changes in the meth-
odology used to construct aggregate estimates and to incorporate new data previously
omitted. For any given period, the net errors and omissions line in the BOP reconciles re-
corded current and capital account transactions with the identified change in international
reserves, and reflect the extent to which net trade and investment flows are either over-
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stated or underestimated. However, the resulting shifts in errors, particularly for 2001, un-
derscore the extent to which continuing review of the estimation methodologies is war-
ranted. The Bank is therefore continuing its review of the accounts to make further im-
provements where necessary, to the more general categories of services inflows (credits);
and to determine how to optimally capture merchandise trade in the accounts. Estimation
methodologies will also continue to be strengthened for private foreign investment flows.
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