


REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DOMESTIC ECONOMIC DEVELOPMENTS

OVERVIEW

Indications are that the domestic economy maintained a measured pace of recovery during the
third quarter of 2021, despite the ongoing spread of the Novel Coronavirus (COVID-19).
Specifically, tourism sector output further strengthened, undergirded by continuing gains in the
high value-added air segment and an uptick in sea traffic, reflecting sustained progress in
vaccination efforts, both locally and internationally. In addition, a number of varied-scale foreign
investment projects, and to a lesser extent continued post-hurricane rebuilding works, provided
some support to the construction sector. In price developments, domestic inflationary pressures
remained subdued over the review period, although the recent uptick in international oil prices
contributed to a firming in the rate.

Preliminary data for the first quarter of FY2021/22 revealed that the Government’s overall deficit
narrowed vis-a-vis the same quarter of FY2020/21. The outturn was underpinned by a rise in total
revenue, attributed to a rebound in value added tax (VAT) collections, which outstripped the
growth in aggregate expenditure. Budgetary financing was primarily sourced from the domestic
market, and comprised a combination of short and long-term debt.

In monetary developments, the growth in domestic credit outpaced the rise in the deposit base,
during the review quarter. Nevertheless, both bank liquidity and external reserves increased,
bolstered largely by the receipt of Special Drawing Rights (SDRs) from the International Monetary
Fund (IMF). Further, banks’ credit quality indicators registered a marginal improvement during
the third quarter, on account of a reduction in non-accrual loans, which overshadowed the rise in
short-term arrears. In addition, the latest available data for the second quarter of 2021 indicated
that banks’ overall profitability increased, due mainly to a significant decline in provisioning for
bad debt.

In the external sector, the estimated current account deficit narrowed considerably during the third
quarter, as the services account position reversed to a surplus from a deficit in the previous year,
owing primarily to a rebound in tourism receipts. In contrast, the estimated surplus on the capital
account decreased markedly, while the financial account inflows reduced notably, explained by a
decline in “other” investment inflows, due to a reduction in net currency and deposit liabilities.

REAL SECTOR
TOURISM

During the third quarter of 2021, indications are that tourism output maintained its positive
momentum, albeit at a slow pace, reflecting widespread vaccination efforts both locally and
internationally.

Preliminary data from the Ministry of Tourism showed that total visitor arrivals amounted to
532,206, vis-a-vis a 97.8% decline to 34,221 in 2020, when global travel restrictions, related to
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year, as air and sea passengers totalled 205,678 and 105,205, respectively. Similarly, visits to the
Family Islands strengthened to 192,403 from a 96.1% falloff to 21,698 in 2020, underpinned by
respective gains in both air and sea traffic to 52,043 and 140,360. In Grand Bahama, foreign
arrivals advanced to 28,920, from only 2,138 passengers a year earlier, reflective of a rise in air
and sea traffic, to 5,741 and 23,179, respectively.

Positive trends were also observed in the short-term vacation rental market, evidenced by the most
recent statistics provided by AirDNA. In particular, total room nights booked increased markedly
to 285,682, relative to 124,568 in the same period in 2020, as uptake of both entire place and hotel
comparable listings more than doubled. In terms of the components, occupancy levels for entire
place listings rose to 52.0% from 34.4% in the corresponding period last year, while the average
daily rate (ADR) grew by 18.1% to $480.50. Similarly, hotel comparable listings recorded a 13.0
percentage points firming in the occupancy rate to 47.7%, as the ADR grew by 23.0% to $177.27.

The most recent data provided by the Nassau Airport Development Company Limited (NAD) for
the third quarter indicated that total departures—net of domestic passengers—amounted to
263,249, recovering from a reduction of 96.7% to 13,598 in 2020, underpinned by the full re-
opening of the borders. Specifically, U.S. departures rose to 244,677, following a 97.0% decline
to 11,003 last year. Likewise, non-U.S. departures strengthened to 18,572, after a 94.4% falloff to
2,595 in the previous year.

CONSTRUCTION

During the third quarter, output in the construction sector continued to be undergirded by a number
of ongoing, varied-scale, foreign investment projects in the capital and the Family Islands.
However, domestic private sector activity remained lackluster.

Total mortgage disbursements for new construction and repairs—as reported by domestic banks,
insurance companies and the Bahamas Mortgage Corporation—decreased by 3.0% ($0.7 million)
to $21.7 million, extending the 2.5% reduction in the prior year. Contributing to this development,
commercial disbursements reduced by 67.1% ($0.9 million) to $0.4 million, extending the 47.5%
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by 26 to 65, with the associated value declining by $4.6 million (26.9%) to $12.4 million. In
addition, two commercial commitments were approved, valued at $2.0 million, vis-a-vis 7, valued
at an estimated $6.4 million last year.

In terms of interest rates, the average financing costs for commercial mortgages firmed to 7.29%
from 5.47% in the preceding year. Likewise, the average interest rate for residential mortgages
moved higher by 9 basis points to 6.36%.

PRICES

Domestic consumer price inflation—as measured by changes in the Retail Price Index (RPI) for
The Bahamas—rose to 0.90% during the twelve months to June, from 0.88% in the comparative
2020 period. In the outturn, average prices for clothing & footwear increased by 12.7%, relative
to the prior year’s 8.4% decrease. Further, average cost gains were recorded for miscellaneous
goods & services (2.7%), food & non-alcoholic beverages (2.3%) and housing, water, gas,
electricity & other fuels (1.3%), vis-a-vis reductions a year earlier. In addition, average inflation
quickened for furnishing, household equipment & routine household maintenance (2.5%).
Providing some offset, inflation slowed for alcohol beverages, tobacco & narcotics (2.5%), health
(0.9%) and restaurants & hotels (0.2%). In addition, average prices fell for recreation & culture
(3.3%) and transport (2.3%), following increases in the previous year; while the decline in average
costs for communication extended to 4.5%. Meanwhile, the average cost decrease moderated for
education (1.6%).

Indications are that domestic energy costs firmed during the third quarter. Specifically, the
Bahamas Power and Light’s (BPL) fuel charge stabilized at 10.50 cents per kilowatt hour (kWh)
over the three-month period. However, year-on-year fuel charge rose by 1.1%.

FiscAL OPERATIONS
OVERVIEW

Provisional data on the Government’s budgetary operations for the first quarter of FY2021/22
revealed that the deficit narrowed to $153.5 million from $345.1 million in the comparative
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by $8.5 million to $14.6 million and in marine license activities by, $0.8 million to $1.1 million.
In a partial offset, motor vehicle taxes declined by $1.3 million (21.7%) to $4.8 million and
company taxes fell by $0.7 million (26.9%) to $1.8 million.

In terms of the remaining categories, taxes on international trade grew by $34.8 million (43.9%)
to $113.9 million. In particular, proceeds from customs & other import taxes, moved higher by



$19.4 million (45.8%) to $61.7 million, and departure taxes, by $8.9 million to $10.6 million,
reflective of the recovery in travel. Similarly, collections from property and export taxes increased
by $12.1 million and $6.3 million, respectively; and proceeds from general stamp taxes, by $0.9
million (71.6%) to $2.2 million.

Non-tax receipts—which comprised the remaining 12.8% of total revenue—more than doubled to
$73.0 million. Underpinning this outturn was a marked increase in revenue from the sale of goods
and services, by $26.2 million (88.7%) to $55.6 million, led by a notable rise in immigration fee
receipts. In addition, property income surged to $15.7 million from just $0.8 million a year earlier.
Further, proceeds from fines, penalties & forfeitures grew by $0.3 million (41.1%) to $1.2 million,
while income from “miscellaneous” and unidentified taxes increased to $0.4 million from $0.2
million in the previous year. Meanwhile, revenue from the sale of non-financial assets and
reimbursements & repayments remained at negligible levels.

EXPENDITURE

The growth in total expenditure was led by a $78.0 million (13.3%) expansion in current spending
to $663.6 million, and a $2.3 million (3.7%) uptick in capital outlays to $62.6 million.

By economic categorization, the rise in current spending largely reflected higher disbursements
for use of goods and services, by $30.8 million (30.5%) to $131.8 million. In addition, subsidies
rose by $18.3 million (18.5%) to $117.1 million, explained by increased allocations to public
health facilities. Interest payments on the public debt also grew by $11.6 million (14.5%) to $92.2
million, on account of higher payments on both internal and external debt. Further, disbursements
for social benefits expanded by $6.3 million (7.9%) to $86.8 million; and employee compensation
costs, by $11.6 million (6.8%) to $180.7 million. Similarly, “other” miscellaneous payments edged
up by $0.3 million (0.6%) to $52.5 million, owing to a $3.9 million rise in other current transfers
to $6.1 million. In like manner, disbursements to non-profit institutions increased by $1.2 million
(45.7%) to $3.9 million, while transfers to financial public enterprises firmed by $0.3 million
(77.3%) to $0.8 million. In addition, insurance premium payments grew by $1.3 million (10.5%)
to $13.3 million. However, allocations to non-financial public enterprises and households declined
by $3.3 million (14.8%) to $18.8 million and by $3.1 million (24.1%) to $9.7 million, respectively.

The rise in capital outlays was largely attributed to a $6.1 million (15.1%) growth in acquisition
of non-financial assets to $46.9 million, owing primarily to an increase in spending on buildings
other than dwellings, transport equipment and land improvements. In contrast, capital transfers
reduced by $3.9 million (19.8%) to $15.8 million.

FINANCING AND THE NATIONAL DEBT

Budgetary financing during the first quarter of FY2021/22, was dominated by domestic sources.
Specifically, internal borrowings amounted to $473.8 million, and consisted of Treasury bills/notes
($265.0 million), loans & advances ($160.0 million) and Government bonds ($48.8 million).
Further, drawdowns on existing external facilities totalled $23.7 million. Debt repayment for the
period totalled $342.9 million, of which the largest portion (89.3%) went towards retiring
Bahamian dollar debt.



As a result of these developments, the Direct Charge on the Government rose by $151.6 million
(1.5%) over the quarter and by $1,182.9 million (13.3%) year-on-year, to $10,087.0 million, at
end-September, 2021. A disaggregation by component, revealed that Bahamian dollar debt
represented 55.1% of the total, while foreign currency liabilities accounted for the remaining
44.9%.

A further disaggregation by creditor revealed that banks held the largest share of local debt
(43.2%), followed by other private and institutional investors (39.3%), public corporations
(10.1%) and the Central Bank (7.4%). A breakdown by instrument type, showed that Government
bonds comprised the majority of the domestic debt, at 67.2% and featured an average maturity of
10.5 years, vis-a-vis 10.3 years in 2020. In addition, Treasury bills & notes and loans & advances
represented smaller shares of 19.6% and 13.2%, respectively.

The Government’s contingent liabilities contracted by $19.4 million (4.6%) over the previous
quarter and by $42.0 million (9.5%), year-on-year, to $401.3 million. As a consequence, the
National Debt—inclusive of
contingent liabilities—expanded

Estimates of the Debt-to-GDP Ratios
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quarter of 2020.

*Preseneted partially net of inter-public sector credit.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

Public sector foreign currency debt declined by $37.5 million (0.7%) to $5,053.2 million during
the third quarter, but rose by $904.5 million (21.8%) relative to the same period last year. In
particular, amortization payments of $59.1 million, outweighed new drawings of $24.6 million.
By component, the Government’s outstanding liabilities—which accounted for 89.7% of the
total—decreased by $15.8 million (0.3%) to $4,532.9 million on a quarterly basis. In addition, the
public corporations’ debt stock reduced by $21.7 million (4.0%) to $520.3 million.

Relative to the same quarter of 2020, total foreign currency debt service payments contracted by
$298.8 million (76.4%) to $92.1 million. Contributing to this outturn, the public corporations’
segment declined significantly by $237.0 million (88.5%) to $30.8 million, with amortization
payments reducing sharply by $235.4 million (91.2%) to $22.6 million, while interest payments
fell by $1.6 million (16.5%) to $8.2 million. Similarly, the Government’s debt component moved
lower by $61.8 million, as amortization payments contracted by $66.3 million (64.5%) to $36.5
million, although interest charges rose by $4.5 million (22.4%) to $24.7 million. As a consequence



of these developments, the Government’s debt service to revenue ratio decreased to 10.7% at end-
September, from 40.9% in the previous year, while the debt service ratio narrowed to 9.5% from
70.3% in 2020, when exports contracted sharply due to COVID-19.

A breakdown by creditor profile revealed that the majority of the foreign currency debt was held
by capital market investors (49.0%), followed by multilateral institutions (23.6%), financial
institutions (20.5%), domestic banks (5.6%) and bilateral agencies (1.3%). A disaggregation by
currency type showed that, the majority of the stock was denominated in United States dollars
(89.1%), with IMF SDRs, the Swiss franc, the Chinese yuan and the euro, accounting for smaller
portions of 5.1%, 3.3%, 1.3% and 1.2%, respectively. At end-September, the average maturity of
the outstanding foreign currency debt stood at 8.9 years, an increase from the 7.8 years in 2020.

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

During the third quarter, the expansion in domestic credit, outpaced the growth in the deposit base.
Nevertheless, liquidity in the banking sector and external reserves expanded over the review
period, bolstered primarily by the receipt of Special Drawing Rights (SDRs) from the International
Monetary Fund (IMF). Banks’ credit quality indicators registered a marginal improvement over
the review quarter, as the decline in non-performing loans outweighed the rise in short-term
arrears. Further, profitability indicators for the second quarter of 2021—the latest period for which
data is available—recorded a surge in banks’ net income, owing mainly to a significant falloff in
bad debt provisioning. As it relates to interest rates, the weighted average spread widened over the
third quarter, as the increase in the average loan rate, overshadowed the firming in the mean deposit
rate.

Liquipity
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end-September, the level of surplus liquid assets exceeded the statutory minimum by
approximately 178.0%, relative to 163.8% a year earlier.

DEPOSITS AND MONEY

The overall money supply (M3) grew by $8.1 million (0.1%) to $8,235.8 million, vis-a-vis a $30.9
million (0.4%) reduction in the prior year. Narrow money (M1) contracted by $20.9 million
(0.6%), a reversal from a $20.6 million (0.6%) growth in 2020. In particular, demand deposits
decreased by $30.2 million (0.9%), after a gain of $17.7 million (0.6%) a year earlier, owing
mainly to a falloff in public sector placements. In contrast, currency in active circulation rose by
$9.3 million (2.5%), accelerating from last year’s uptick of $2.9 million (0.7%). In addition, broad
money (M2) increased further to $36.3 million (0.5%), from $32.2 million (0.4%) in the preceding
year. Specifically, the buildup in savings deposits expanded to $53.5 million (2.9%), relative to
$21.4 million (1.2%) in the previous period. In addition, fixed balances firmed by $3.7 million
(0.2%), following a $9.7 million (0.4%) reduction in 2020. Meanwhile, the decline in residents’
foreign currency balances slowed to $28.2 million (6.2%), from $63.1 million (11.9%) in the
preceding year.

Disaggregated by category, Bahamian dollar demand deposits comprised the largest share of the
aggregate money stock, at 40.4%, followed by fixed balances, at 27.0% and savings deposits, at
22.8%. Further, residents’ foreign currency deposits and currency in active circulation represented
smaller shares, of 5.2% and 4.6%, respectively.

DomEsTic CREDIT
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From a sectoral perspective, net claims on the Government grew by $158.5 million (6.1%),
extending the $85.7 million (3.2%) growth in the previous year, and an average increase of 3.0%,
over the last five years. Inaddition, the decrease in credit to the rest of the public sector moderated
sharply to $3.7 million (1.2%), from $58.2 million (13.0%) in the preceding year. Meanwhile,



private sector credit reduced by $8.8 million (0.2%), contrasting with a $15.3 million (0.3%)
expansion a year earlier.
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million). More muted decreases of less than $1.0 million occurred for furnishings & domestic
appliances, and commercial vehicles. In contrast, net lending rose for land purchases, by $1.6
million, while a small accretion was recorded for education ($0.4 million).

As it relates to other private sector loan categories, credit balances rose for construction ($33.3
million), distribution ($10.4 million), professional & “other” services ($9.4 million), fisheries
(%$4.6 million), transport ($3.3 million), tourism ($1.0 million), agriculture ($0.4 million) and
entertainment & catering ($0.2 million). Conversely, outstanding debt reduced for manufacturing
($5.6 million), “miscellaneous” purposes ($1.7 million) and private financial institutions ($0.6
million).

MORTGAGES

Data obtained from the commercial banks, insurance companies and the Bahamas Mortgage
Corporation showed that the total value of outstanding mortgages rose by $5.1 million (0.2%) to
$2,954.2 million during the third quarter, a reversal from the $3.3 million (0.1%) decline in 2020.
In particular, the dominant residential component—which comprised 94.5% of the total—



increased by $5.5 million (0.2%), after a modest decrease of $2.5 million (0.1%) in the prior year,
for an ending balance of $2,790.4 million. In contrast, the commercial segment reduced by $0.5
million (0.3%) to $163.8 million, albeit a moderation from the $0.8 million (0.5%) falloff a year
earlier. At end-September, domestic banks held the majority of outstanding mortgages (87.3%),
followed by insurance companies (6.4%) and the Bahamas Mortgage Corporation (6.3%).

THE CENTRAL BANK

During the review quarter, the Central Bank’s net claims on the Government rose by $21.1 million
(9.8%) to $235.8 million, extending an $11.5 million (3.5%) increase in the prior year, largely due
to a rise in the holdings of Treasury bills. In contrast, the Central Bank’s net liabilities to the rest
of the public sector contracted by $33.8 million (45.7%), a turnaround from an $11.5 million
(21.8%) growth in 2020. Further, the liabilities to commercial banks decreased by $99.5 million
(5.1%), vis-a-vis a $46.3 million (3.0%) growth a year earlier, bringing the ending balance to
$1,843.3 million, as the reduction in deposits overshadowed gains in notes and coins in circulation.
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purchases of $21.4 million last year. In addition, the net intake from the Government reduced
notably to $18.7 million, from $280.7 million in 2020. In contrast, net sales to commercial banks
moderated sharply to $60.8 million, from $252.5 million in the preceding year.

At end-September, the stock of external reserves was equivalent to an estimated 45.3 weeks of the
current year’s merchandise imports (inclusive of oil purchases), relative to 49.3 weeks during the
same period of 2020. After adjusting for the 50.0% statutory requirement on the Central Bank’s
Bahamian dollar demand liabilities, “usable” reserves grew by $416.9 million (39.3%), to $1,479.0
million, relative to the same period in 2020.

DOMESTIC BANKS

Domestic banks’ net foreign liabilities rose by $19.3 million (17.7%), to $128.7 million, albeit a
moderation from the prior year’s more than twofold expansion, from $34.9 million to $83.3
million, largely reflecting a reduction in non-resident deposits.



Bank credit expansion accelerated to $124.8 million (1.5%) from $31.3 million (0.4%) in 2020.
Leading this development, growth in net claims on the Government strengthened to $137.4 million
(5.7%), from $74.2 million (3.2%), largely attributed to boosted Treasury bill holdings. In addition,
the falloff in credit to public corporations moderated sharply to $3.8 million (1.2%), from $58.2
million (13.2%) a year earlier. Meanwhile, private sector credit reduced by $8.8 million (0.2%), a
switch from a growth of $15.3 million (0.3%) in the prior year.

Meanwhile, total deposit liabilities—inclusive of Government balances—grew by $19.0 million
(0.2%) to $8,013.7 million, a reversal from a decrease of $17.8 million (0.2%) in 2020. In
particular, private sector deposits rebounded by $31.6 million (0.4%), from a $16.6 million (0.2%)
reduction in the preceding year. In addition, deposits of the rest of the public sector rose by $0.9
million (0.4%), following a decline of $28.5 million (8.5%) last year. Conversely, the
Government’s balances fell by $13.5 million (6.1%), a turnaround from a growth of $27.6 million
(12.3%) in the previous year.

At end-September, the majority of banks’ deposit liabilities remained denominated in Bahamian
dollars (94.6%), with foreign currency deposits representing 5.4%. By holder, private individuals
represented the largest share (51.8%) of total local currency accounts, followed by business firms
(32.5%), private financial institutions (6.4%), the public sector (5.6%) and “other” miscellaneous
entities (3.7%).

A breakdown by deposit type, showed that demand balances comprised the largest share (45.2%)
of accounts, followed by fixed (30.0%) and savings (24.8%) deposits. Analyzed by range of value
and number, the majority of accounts (87.0%) held Bahamian dollar balances of $10,000 or less,
and comprised only 5.6% of the total value. Accounts with balances between $10,000 and $50,000
accounted for 8.6% of the total number and 11.0% of the overall value, while deposits in excess
of $50,000 represented only 4.4% of the total, but a dominant 83.4% of the aggregate value.

CREDIT QUALITY
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commission & foreign exchange income rose by $3.9 million (44.3%) to $12.7 million,
contributing to a $5.6 million (4.0%) growth in the gross earnings margin, to $146.9 million.

In terms of expenditure, aggregate operating outlays grew by 5.8% to $103.6 million, owing
largely to a rise in other (non-staff and non-administrative) costs and staff-related expenses, of
14.6% and 4.2% to $58.7 million and $40.5 million, respectively. In contrast, occupancy costs
contracted by 51.1% to $4.3 million. Further, banks registered a net receipt of $22.4 million on
their “non-core” activities, contrasting with the previous year’s net loss of $38.0 million, as
provisioning for bad debt reduced sharply by 75.2%, to $17.5 million. Meanwhile, depreciation
costs and other “non-interest” earnings both rose, by 25.7% to $5.9 million, and by 22.5% to $45.9
million, respectively.

In line with these developments, movements in banks’ profitability ratios, relative to average
assets, were mostly positive. As a percentage of average assets, the gross earnings margin
increased by 7 basis points to 5.05%, as the commission & foreign exchange ratio rose by 13 basis
points, to 0.44%, overshadowing the 6 basis points decrease in the interest margin ratio to 4.61%.
Meanwhile, the operating costs ratio firmed by 11 basis points to 3.56%, leading to a narrowing in
the net earnings margin ratio by 4 basis points, to 1.49%. In contrast, banks’ net income ratio grew
by 2.1 percentage points to 2.26%, attributed mainly to a contraction in provisioning for bad debt.

INTEREST RATES

During the third quarter, the
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As it relates to deposits, the average range of interest offered on fixed deposits widened to 0.27%—
1.34%, from 0.28%-1.17% in the preceding quarter. In addition, the average rate offered on savings
balances moved higher by 5 basis points to 0.43%, while the average return on demand deposits
held steady, at 0.67%.



In other key interest rate developments, the average Treasury bill rate increased by 9 basis points
to 2.70%. Meanwhile, the Central Bank’s Discount rate and commercial banks’ Prime rate were
unchanged at 4.00% and 4.25%, respectively.

CAPITAL MARKETS DEVELOPMENTS

The domestic capital market registered positive developments during the third quarter, in line with
the gradual recovery in the domestic economy. Specifically, the volume of shares traded on the
Bahamas International Securities Exchange (BISX) grew by 32.2% to 2,778,936, a reversal from
the 7.6% contraction to 1,084,256 in the same quarter of 2020. Correspondingly, the aggregate
value of shares traded more than doubled to $26.5 million from $11.5 million in the second quarter,
and the 48.2% growth in 2020.

During the review quarter, the BISX All Share Price Index firmed by 5.5% to 2,081.38 points,
contrasting with a 1.5% falloff a year earlier. Similarly, market capitalization increased by 1.5%,
to $8.4 billion, albeit a slowdown from an expansion of 64.8% in the previous year.

As it relates to market listings, the number of publicly traded securities on the exchange decreased
by 5 to 234, and comprised 20 ordinary shares, 7 preference shares and 207 debt tranches (of
which, BRS and BGS & corporate bonds stood at 196 and 11, respectively).

INTERNATIONAL TRADE AND PAYMENTS
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The estimated merchandise trade deficit grew by $211.9 million (50.5%) to $631.7 million,
explained by a $242.2 million (48.8%) growth in imports to $738.7 million, which outstripped the
$30.3 million (39.5%) rise in exports to $107.0 million. An analysis of the fuel components showed
that the average price per barrel increased for motor gas, by 67.8% to $105.82, propane, by 64.3%



to $74.97 and gas-oil, by 68.8% to, $83.53. In addition, the average per barrel costs for kero (jet-
fuel), aviation gas and lubricants & other moved higher by 54.1%, 17.5% and 4.0%, to $83.73,
$103.91 and $241.51, respectively. Meanwhile, bunker-c recorded an average per barrel price of
$52.21 in the review quarter.

The services account position switched to an estimated surplus of $399.2 million, from a deficit of
$188.5 million in 2020. Leading this outturn, the dominant net travel receipts—Ilargely tourism
driven—recovered to $752.3 million from $46.5 million in the same period last year, as the sector
output registered a healthy rebound, following the COVID-19 related falloff in the preceding year.
Further, net payments for Government goods and services declined by $33.4 million (56.1%) to
$26.1 million. In an offset, net payments for transport more than doubled to $74.0 million from
$33.4 million, on account of a rise in both air ($29.1 million) and sea ($11.5 million) transport. In
addition, outflows for “other business” services rose by $64.4 million (91.0%) to $135.1 million,
while net payments for insurance services were higher by $34.8 million (84.6%) at $75.9 million.
Likewise, net outflows for construction services increased by $7.5 million (52.4%) to $21.9
million, ‘telecommunications, computer and information services’ by $3.9 million (26.4%) to
$18.5 million, and ‘charges for the use of intellectual property’ by $0.3 million (26.9%) to $1.6
million.

During the third quarter, the primary income account deficit (against wages and investment
income) advanced by $9.3 million (12.7%) to $82.5 million. Net investment income outflows grew
by $6.3 million (12.8%) to $55.4 million. In particular, net remittances against portfolio investment
holdings outflows more than doubled to $22.2 million from $8.6 million a year ago, while
remuneration of direct investments reversed to a net payment of $6.1 million from a net receipt of
$4.0 million in 2020. In contrast, “other” net investment income outflows moderated to $34.7
million from $52.3 million in the previous year. Meanwhile, net outflows for employees’
compensation increased by $3.0 million (12.4%) to $27.1 million.

Predominantly reflecting net transfers, the secondary income account deficit narrowed by $7.3
million (13.0%) to $48.8 million, as general Government transfers shifted to a net inflow of $10.7
million from an outflow of $2.1 million in the comparative 2020 period. Likewise, “other” net
private current transfer outflows declined to $8.9 million from $18.1 million a year earlier. In
contrast, various private financial and non-financial net outflows expanded by $14.8 million
(41.2%) to $50.6 million, inclusive of a rise in the workers’ remittances portion.

The capital account surplus, primarily capital transfers—which encompassed financial
corporations, non-financial corporations, households and non-financial institutions serving
households (NPISHs)—decreased notably to $10.0 million from $87.0 million in the prior year,
which had included residual re-insurance inflows from the major 2019 storm.

Over the review quarter, the net financial liabilities (denoting net investment inflows) declined
sharply to $349.5 million from $692.9 million in 2020. In particular, “other investment” inflows
decreased considerably to $428.8 million from $954.5 million in the preceding year, attributed to
a reduction in net currency and deposits liabilities of banks to $289.0 million from $639.0 million
in the prior year. In addition, “other” accounts receivable/payable switched to a net outflow of
$22.9 million from a net inflow of $27.2 million a year earlier. Providing some offset, the net
incurrence of loan liabilities increased to $81.4 million, relative to a decrease of $284.4 million in
the previous year. Meanwhile, the net private direct investment position reversed to a net outflow



of $43.3 million, vis-a-vis a net inflow of $57.4 million in 2020, as equity and investment fund
shares recorded a net increase of $95.7 million, following a $20.0 million net liability incurrence
in the prior year, outstripping the rise in debt instruments liabilities by $15.1 million (40.4%) to
$52.5 million. However, net portfolio investment inflows reduced significantly to $36.1 million
from $319.0 million in 2020, reflecting the notable decline in debt securities inflows, which
overshadowed the falloff in net equity and investment fund exposures.

In line with these developments, and adjusting for net errors and omissions, the surplus in reserve
assets, which corresponds to the change in the Central Bank’s external reserves, expanded notably
to $134.8 million, from $54.1 million in the third quarter of 2020.

INTERNATIONAL ECONOMIC DEVELOPMENTS

The global economy maintained a positive growth momentum during the third quarter, albeit a
moderation from the previous quarter, as the major economies continued to face headwind related
to the ongoing spread of COVID-19. In this environment of widespread vaccination efforts, labour
market conditions improved, while inflationary pressures remained contained. Against this
backdrop, the major central banks maintained their accommodative monetary policy stance, in an
attempt to support economic growth.

During the third quarter, despite increased vaccination efforts and ongoing Government stimulus
initiatives, real economic output moderated in most of the major economies. Specifically, in the
United States, real GDP growth moderated to an annualized rate of 2.0% in the third quarter, from
6.7% in the previous quarter, attributed to a slowdown in gains in personal consumption
expenditures (PCE). Similarly, in the United Kingdom real economic output rose by 1.3% during
the three months to September, but was below the 5.5% expansion in the prior quarter, as the falloff
in manufacturing sector overshadowed the rise in hospitality, arts and recreation and health.
Similarly, in Asia, China’s real GDP growth slowed to 0.2% from the 1.3% in the preceding
quarter. Further, real economic output in Japan fell by an annualized rate of 3.0%, deepening the
1.3% reduction in the prior quarter, primarily due to contractions in private non-residential and
residential investment. Conversely, real GDP expansion in the euro area strengthened to 2.2%,
from 2.1% in the second quarter.

Labour market conditions were mostly positive for the major economies, during the review quarter.
In the United States, the unemployment rate decreased by 80 basis points to an average rate of
5.1% during the third quarter, as non-farm payrolls rose by 194,000 in September, owing mainly
to gains in leisure and hospitality, professional and business services, retail trade, and
transportation and warehousing. Similarly, the jobless rate for the United Kingdom fell by 0.5
percentage points to 4.3%, during the three months to September. Further, in the euro area, the
unemployment rate narrowed by 30 basis points to 7.4%, relative to the prior quarter, as the number
of unemployed persons fell by 255,000. In Asia, Japan’s jobless rate moved lower by 20 basis
points to 2.8% vis-a-vis the second quarter, while China’s unemployment rate remained stable at
4.9% during the review quarter.

Inflationary pressures remained relatively subdued during the review quarter, despite some firming
in rates, owing to the uptick in global energy prices. Specifically, in the United States, the
annualized inflation rate held steady at 5.4% during the review quarter, underpinned by higher
food and energy prices. In the United Kingdom, consumer prices rose by 50 basis points in the



third quarter, to an annualized rate of 2.9%, reflective of a rise in transportation costs. Similarly,
the euro area’s annualized inflation rate quickened by 1.5 percentage points to 3.4%, over the
previous quarter, attributed to elevated energy prices. In Asia, Japan’s consumer prices edged up
to an annualized 0.2% in September, a reversal from the 0.5% decrease in June. However, China’s
year-on-year inflation rate softened by 40 basis points to an annualized 0.7% over the second
quarter.

In the foreign currency market, the US dollar appreciated against most major currencies. The dollar
strengthened against the Japanese yen, by 7.8% to ¥111.3, the euro, by 5.5% to €0.86, the Swiss
Franc, by 5.3% to CHF0.93 and the British pound, by 1.5% to £0.74. Conversely, the dollar
depreciated relative to the Canadian dollar, by 0.4% to CAD$1.27 and the Chinese Renminbi, by
1.3% to CNY 6.44.

Major equity markets developments were mixed during the review quarter. In the United States,
the S&P 500 index edged up by 0.2%, while the Dow Jones Industrial Average (DIJA) fell by
1.9%. Similarly, in the European bourses, both the United Kingdom’s FTSE 100 and France’s
CAC 40 moved higher by 0.7% and by 0.2%, respectively; however, Germany’s DAX contracted
by 1.7%. In the Asian markets, China’s SE Composite declined by 0.7%; however, Japan’s Nikkei
225 advanced by 2.3%.

Reflective of the uptick in global demand, average crude oil prices rose by 8.2% during the third
quarter to $75.17 per barrel over the three-month period. In contrast, in the precious metals market,
the average prices of gold declined by 1.1% to $1,794.92 per troy ounce and silver, by 10.6% to
$23.85 per troy ounce.

External sector trade developments varied during the review quarter. In particular, in the United
States, the trade deficit rose by $29.7 billion (15.3%) to $224.3 billion during the third quarter,
relative to the corresponding period of the prior year, as imports, of mainly capital goods, increased
by 20.7% to $858.4 billion, offsetting the 22.8% rise in exports, of primarily industrial supplies
and materials, to $634.1 billion. Similarly, in the United Kingdom the trade deficit expanded to
£39.9 billion from £32.8 billion last year, reflective of a 3.4% decline in exports and a 2.5% growth
in imports. In the euro area, the trade surplus contracted by €34.6 billion to €32.8 billion during
the review quarter, relative to the same period of 2020, owing to a 22.0% expansion in imports,
which outstripped the 12.7% gain in exports. In Asia, Japan’s trade balance reversed to a deficit
of ¥831.4 billion, during the third quarter, from a surplus of ¥880.6 billion in the same period last
year, on account of a 37.1% growth in imports, which surpassed the 24.9% rise in exports.
Conversely, in China, the trade surplus expanded by US$28.7 billion (18.8%) to US$181.5 billion,
relative to the comparative period last year, explained by a 28.1% growth in exports, which
outpaced the 17.6% increase in imports.

In an attempt to stimulate economic growth in their respective economies, all of the major central
banks maintained their highly accommodative monetary policy stances during the third quarter.
Specifically, in the United States, the Federal Reserve kept its benchmark interest rate at a range
of 0.00%-0.25% and continued with the monthly purchases of $120.0 billion Treasury bonds and
mortgage-backed securities. In addition, the Bank of England sustained its main policy rate at
0.1%, and its Government bond purchase programme at £895.0 billion. Similarly, the European
Central Bank retained its key interest rates on the main refinancing operations (0.00%), the
marginal lending facility (0.25%) and the deposit facility (-0.50%). The Bank also re-affirmed its



previously implemented pandemic emergency purchase programme (PEPP), with the goal of
purchasing a total of €1,850.0 billion net assets, and €20 billion monthly under its asset purchase
programme (APP). In Asia, the Bank of Japan left its policy rate at -0.1%, while the People’s Bank
of China maintained its reverse repo rate at 2.2%.
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