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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DOMESTIC ECONOMIC DEVELOPMENTS

OVERVIEW

The economic performance of the Bahamian economy remained mildly positive during the third quarter
of 2014, supported by gains in the high value-added stopover segment of the tourism market combined
with on-going foreign investment-related activity. However, in this environment, the scope for
improvement in employment was limited. Inflation was relatively subdued, although firming in housing
and other related costs contributed to a modest increase in the overall rate.

The Government’s overall deficit deteriorated during the first quarter of FY2014/15, as expenditure
gains outstripped the tax-led expansion in total revenue. Budgetary financing was primarily obtained
from domestic sources—including a $100 million short-term syndicated loan.

Monetary developments featured seasonal contractions in both bank liquidity and external reserves, as
foreign currency conversions were primarily earmarked for imports. Amid the still mild business
environment and relatively high unemployment, banks’ loan arrears worsened, and profitability levels
declined in the three months-ended June, mainly reflecting one entity’s significant one-time good-will
write-down alongside higher provisions for bad debt.

In the external sector, the estimated current account deficit widened, primarily owing to a deterioration
in the merchandise trade deficit, while a reduction in Government’s external financing activities
curtailed the surplus on the capital and financial account relative to the corresponding period of 2013.

FiscAL OPERATIONS

OVERVIEW

Based on initial estimates for the first

quarter of FY2014/15, the overall  gq Fiscal Operations
deficit broadened by approximately 550 1
55.9% (S54.1 million) to $150.9 450
million. This outturn was explained 350 A
by a 16.2% ($65.3 million) increase in 250 1
aggregate spending to $467.4 million, 150 4
which exceeded the 3.7% (S11.2 50 |
million) gain in total revenue to -50 1
$316.5 million. -150 A
-250 -
REVENUE -13/14 I-13/14 I-13/14 IV-13/14 I-14/15

. . . mmm— Rev. m— Exp. Sur./(Def.)
Growth in overall receipts was mainly

associated with a 2.5% ($6.8 million)
rise in tax collections, to $278.5
million, which comprised the bulk (88.0%) of the total. Business and professional license fees were also
higher, by 43.1% ($4.8 million) to $15.9 million, and taxes on international trade, by 3.4% ($4.8 million)



to $143.1 million—reflecting a 21.3% advance in excise taxes which overshadowed declines in both
import and export taxes, of 5.6% ($4.5 million) and 96.3% ($2.5 million), respectively. Gains were also
posted for non-trade related stamp taxes, of 15.5% ($4.7 million) to $34.7 million, linked to property
sales; while the ongoing improvement in the tourism sector supported growth in departure taxes, of
7.3% ($2.0 million) to $29.0 million. In contrast, contracted yields were posted for property taxes, of
35.8% ($6.6 million) to $11.8 million and for other “unallocated” tax receipts, of 4.7% ($1.3 million) to
$27.0 million. Selective taxes on services were also reduced, by 7.4% ($1.0 million) to $12.5 million,
owing to an 18.8% ($2.5 million) drop in hotel occupancy taxes, which eclipsed the $1.5 million increase
in gaming tax collections; and taxes on motor vehicles receded by 4.9% ($0.3 million) to $5.2 million.

Non-tax receipts—at 11.0% of total
revenue—improved by 4.1% ($1.4 million)

Government Revenue By Source

(Jul. - Sep.) o ]
to $34.9 million, due in large measure to a
FY13/14 FY14/15 5.0% ($1.5 million) rise in collections of
0, 0,
ey T % 64(; %Ms 347" fines, forfeits & administrative fees. The
Selective Services Tax 13.5 4.4 12.5 4.0 yield from income related sources, which
Busines. & Prof Lic. Fees 11.1 3.6 15.9 5.0 includes dividends, declined by 9.1% ($0.3
g/'e%t;;:;hgfhx 23'3 é'g zg'(z) ;'g million), while revenue from the sale of
Import Duties 803 263 758 240 Government property was higher by $0.2
Stamp Tax from Imports - - - - million at $0.3 million.
Excise Tax 555 18.2 67.2 21.2
Export Tax 2.6 0.9 0.1 0.0
Stamp Tax from Exports - -- -- - EXPENDITURE
8':::: ?;irgzvzan"ue gg'i g'g 3‘71'(7) 1;2 Spending gains were broadly based,
Fines, Forfeits, etc. 209 98 313 99 Iinclusive of a near doubling in capital
Sales of Govt. Property 0.1 - 0.3 0.1 expenditure, to $60.3 million and a 7.3%
'c’)‘&?m?\l TR 36 12 3.3 1.0 ($26.2 million) hike in current outlays to
er Non-1ax Rev. = S = - arrs ,
Capital Revenue . _ 3.0 0.9 $387.0 million. Central .Governme.nts
Grants = = = - budgetary support to public corporations
Less: Refunds 05 02 0.7 0.2 3lso grew by 80.7% ($9.0 million) to $20.1
Total 305.3 100.0 316.4 100.0

million.

Based on economic classification, the expansion in current spending was dominated by an upturn in
transfer-related payments, of 15.4% ($23.4 million) to $175.8 million. Reflecting the rising debt stock,
contractual interest payments were higher by 26.4% ($12.7 million)—of which $11.7 million was for
external commitments. In addition, subsidies & other transfers rose by 10.3% ($10.8 million) to $115.0
million, attributed to increases in subsidies ($5.6 million) and transfers to households and public
corporations ($3.0 million each). Providing a modest offset, transfers to nonfinancial public enterprises
and abroad narrowed, by $0.6 million and $0.4 million, respectively. Consumption spending, at a
commanding 54.6% of the total, grew marginally, by 1.4% ($2.8 million) to $211.2 million, as higher
expenditures for personal emoluments ($11.1 million) were countered by an $8.3 million contraction in
purchases of goods and services.

By functional categorization, the increase in current spending was mainly associated with a hike in
payments for economic services, of 34.9% ($10.8 million) to $41.9 million, inclusive of higher
disbursements for tourism-related services ($8.8 million) and public works and water supply ($2.8
million). In addition, outlays for general public services advanced by 7.3% ($7.8 million) to $114.5
million, as payments for both general administration and public order & safety firmed by 8.0% ($5.1
million) and 6.2% ($2.7 million), respectively. Social benefit payments grew by 7.4% ($2.2 million) to
$31.1 million, primarily attributed to a 10.1% ($1.8 million) rise in old age and disability services



expenditure. Spending on defense also rose by 12.7% ($1.4 million); payments for other community &
social services and housing registered increases of under $1.0 million, whereas health and education
expenditures decreased by 8.1% ($5.5 million) and 5.7% ($3.5 million), respectively.

Capital spending was led by a $16.4 million upturn in defense outlays, to $16.6 million, explained by the
purchase of ships for the Defense Force. Similarly, payments for economic services firmed by 56.4%
(9.3 million) to $25.7 million, dominated by a 58.9% ($9.5 million) boost in public and water supply
works. In addition, spending on other community and social services increased to $7.0 million, from a nil
position in the previous period, with contrasting declines posted for education ($1.2 million), general
public services ($0.7 million) and health ($0.6 million) outlays.

FINANCING AND THE NATIONAL DEBT

Deficit financing for the third quarter of 2014 totaled $239.4 million, of which internal borrowing
comprised short-term local advances ($209.0 million) and Treasury bills (530.0 million). Meanwhile,
external loan drawdowns amounted to $0.4 million. Government’s debt repayment amounted to $51.5
million, the bulk of which (97.0%) was used to retire Bahamian dollar obligations.

As a consequence of these developments, the Direct Charge on the Government was higher by $187.9
million (3.6%) over the previous quarter and by $452.8 million (9.3%), year-on-year, at $5,345.8 million.
The dominant share (71.0%) was held in local currency; commercial banks were the largest creditors
(39.8%), followed by “other” private and institutional investors (29.3%), public corporations (17.5%), the
Central Bank (13.2%) and other local financial institutions (0.2%). By type of instrument, the bulk of
domestic debt was held in Government long term bonds (75.8%), having an average maturity of 10.7
years; while Treasury bills and loans & advances accounted for smaller shares, of 15.3% and 8.9%
respectively.

Government’s contingent liabilities increased by $12.9 million (2.0%) over the quarter, and by $44.8
million (7.4%), year-on-year, to $651.3 million. As a result, the National Debt—which includes
contingent liabilities—moved higher, by $200.8 million (3.5%) over the three-month period and by
$497.6 million (9.0%) relative to the prior year, to $5,997.1 million.

PUBLIC SECTOR FOREIGN CURRENCY DEBT

Public sector foreign currency debt was up by 0.3% ($8.2 million) over the previous quarter, to $2,387.6
million, as $18.5 million in net drawings exceeded amortization payments of $10.4 million.
Government’s portion, at 65.0%, fell marginally, by 0.1% ($1.1 million) to $1,552.1 million, while the
public corporations’ segment grew by 1.1% ($9.3 million) to $835.5 million.

Relative to 2013, public sector debt service payments rose by 57.9% ($12.5 million) to $34.1 million. The
Government’s share firmed more than four-fold, to $16.5 million, with interest payments boosted by
$12.3 million to $14.9 million and amortizations higher by $0.3 million at $1.5 million. Conversely, the
public corporations’ component was lowered by 0.9% ($0.2 million) to $17.7 million, as a $3.3 million
reduction in interest charges to $8.8 million countered a $3.1 million rise in amortization payments to
$8.9 million. At end-September, Government’s debt service to revenue ratio stood at 5.2%, for a gain of
40 basis points, year-on-year.

By creditor profile, private capital markets accounted for the largest share of foreign currency debt
(37.7%), followed by other “miscellaneous” institutions (31.5%), commercial banks (16.3%), multilateral
institutions (11.6%), and with bilateral companies holding the smallest share (2.9%). The average age of
outstanding debt declined to 12.8 years from 14.2 years in 2013; and the majority (92.7%) of the stock



was denominated in US Dollars, with euros and the Chinese Yuan comprising the remaining 4.4% and
2.9%, respectively.

REAL SECTOR

TOURISM

Preliminary indicators suggest that activity in the

tourism sector was sustained by improvements (000)
in some of the key source markets and increased 2990 1
airline capacity. Visitor arrivals firmed by 3.6% to 1,800 -
approximately 1.0 million visitors during the first 1,600 -
two months of the third quarter, although below 1,400 -
the year-earlier 5.3% expansion. However, this 1,200
outturn was occasioned by a recovery in the high 1,000 -
value added air segment, of 6.6% to 0.3 million, 800 -
coming behind last year's 6.4% contraction. 600 -
Meanwhile, growth in the sea component 400 -
slowed to 2.6% from 9.9% in 2013, for a visitor 200 -
count of 0.8 million. o .

Visitor Arrivals

Qll-13 Qlil-13 Qlv-13 Ql-14 Qll-14

Based on the major ports of entry, visitors to ]
—— Air —— Sea Total

Grand Bahama rebounded by 3.7%, from the

prior year's 0.3% decline, as the opening of a

mid-scale resort and increased airlift from new markets supported an almost two-thirds expansion in air
traffic, to overshadow the 2.8% reduction in the larger sea component. Similarly, Family Island visitors
improved by 4.3%, outpacing the 3.1% gain in 2013, and attributed to firming in both sea and air
passengers, of 4.3% and 3.7%, respectively. In a modest offset, growth in arrivals to New Providence
was lowered to 3.2% from 8.2% in the prior period, as sea arrival gains plummeted to 3.5% from 19.5%,
and eclipsed the 2.8% recovery in air arrivals, behind 2013’s 7.8% reduction.

CONSTRUCTION

Construction sector activity during the third
quarter continued to be supported by ongoing Mortgage Commitments
foreign investment projects in the tourism [HewiconstiuctionizndiRepaiis)

sector—dominated by the multi-billion dollar 180 1 [
Baha Mar project and, to a lesser extent, small- 160 + L 30
scale public sector infrastructure works. 140 -
Meanwhile, domestic private sector construction _120 - 2 =
remained subdued, amid banks’ more élOO | ~20 2
conservative lending practices, in the face of high 2 20 E
levels of mortgage delinquencies and P s
joblessness. 80 1 L 10

40 -
Reflecting these developments, mortgage 20 L5
disbursement for new construction and repairs,

0 - Lo

as reported by domestic banks, insurance
companies and the Bahamas Mortgage
Corporation, was higher by 6.7% to $24.7 million,

Qu-13  Qiv-13 Qi-14  Qll-14  Qll-14

s Num et \/alue



although reversing the 14.1% slump in 2013. In particular, the commercial component firmed to $6.2
million, compared to a flat performance in the third quarter of 2013; while last year’s 11.6% contraction
in residential disbursements, was extended by a further 20.1% to $18.5 million.

Weakness in the domestic sector is likely to persist in the near term. Mortgage commitments for new
buildings and repairs—a forward looking indicator—declined by 19.2% to 101, with the associated value
falling by 50.1% ($13.0 million) to $12.9 million. The outturn was based solely on a decrease in the
residential component, in the absence of commercial commitments.

Regarding lending conditions, the average cost for a new commercial mortgage firmed by 60 basis
points to 8.8%; however, the corresponding residential rate was 10 basis points lower at 8.0%.

PRICES

During the review quarter, domestic
consumer price inflation—as measured by
changes in the Retail Price Index—firmed by

Retail Price Index
(Annual % Changes; September)

1.3 percentage points to 1.37%. Underlying
this development, costs for

average 2013 2014
recrgatlon & culture, furnilshlng, household tems P %
equipment & routine household

: : Food & Non-Alcoholic Beverages 1204 1055 0.1 106.6 11
mamt‘er']ance and housmg, water, ga‘S, Alcohol, Tobacco & Narcotics 6.4 1113 6.1 1144 2.8
electricity & other fuels—the most heavily  ciothing & Footwear 37.76 1008 02 1005 -0.3
We|ghted com ponent in the Index— Housing, Water, Gas, Electricity 334.8 106.6 -1.1 107.7 1.1
. Furn. & Household, Maintenance 64.26 106.7 -0.3 109.2 2.3

o, 0, 0, 4

increased to 7.19%, 1.64% and 1.30%, Health 44c 1063 11 1067 o4
respectively, in contrast to year-earlier Transportation 1191 1150 05 1186 3.1
declines of 3.62%, 0.35% and 1.14%. In  Communication 4119 974 11 971 87
. . . Rec., & Culture 22.73 99.8 0.5 1076 -6.4
addition, accelerated average price gains Education 3005 1094 19 1126 156
were recorded for transportation (by 1.92 Restaurant & Hotels 3824 109.2 -3.6 1095 9.7
. o, . Misc. Goods & Svcs. 140.5 1024 3.0 1034 54

percentage points to 2.46%), miscellaneous ALL ITEMS o I

goods & services (by 78 basis points to

1.15%), food & non-alcoholic beverages (by
41 basis points to 0.54%) and health (by 35 basis points to 1.46%). Some offset was provided by a
slackening of average cost increases for alcohol beverages, tobacco & narcotics, to 2.66% from 6.10%;
restaurant & hotels, to 0.92% from 3.37% and declines in communication costs and clothing & footwear,
to 0.35% and 0.30%, compared to respective increases of 1.94% and 0.17% in 2013. Meanwhile,
education costs stabilized at 3.01%.

Domestic energy price developments were mixed during the review quarter. The average price of
gasoline increased by 0.92% to $5.47 per gallon, while diesel costs declined by 0.91% to $5.07 per
gallon. However, on a yearly basis, the prices of both fuels were still higher, by 1.42% and 2.01%,
respectively. In addition, the Bahamas Electricity Corporation’s fuel charge advanced by 8.3% over the
three-month period, to 25.56¢ per kilowatt hour (kWh), but decreased by 2.3%, year-on-year.

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Money and credit trends during the September quarter featured a reduction in liquidity and external
reserves, amid seasonal increases in foreign currency demand by the public and, to a lesser extent,



banks’ profit repatriations. Given the narrowness of the economic recovery, consumers continued to
face difficulties in servicing their debt, resulting in further deterioration in banks’ credit quality
indicators, while the sector recorded a net loss on its operations for the second quarter, as one
institution took a significant one-time good will charge and provision levels were increased. Lending
conditions featured a broadening of the weighted average interest rate spread, as the persistence of
high liquidity levels and mild credit expansion, underpinned a further softening in banks’ weighted
average deposit rate, with some firming in the corresponding loan rate.

Liquipity

Net free cash balances of the banking
system declined by $89.0 million (16.0%)
to $468.6 million at end- September,  (BSM)
which was in line with the year-earlier 1,600 1
$86.5 million (20.0%) contraction. The 1400 -
ratio of cash reserves to Bahamian dollar 1,200 -
deposit liabilities stood 2.0 percentage g9
points higher at 7.7% at end-September.
Rediscounting of Treasury bills by a
number of institutions contributed to the

broader surplus liquid assets receding 400
sharply, by $206.3 million (15.2%) to 200 l I
$1,153.8 million, outpacing the $40.0 .

million  (3.5%) reduction in 2013. Qlll-13 Qiv-13 Ql-14 Qll-14 Qlil-14
Nevertheless, the surplus liquid assets still
exceeded the statutory minimum, at a
relatively stable 114.3%.

Bank Liquidity

800 -

600 -

M Excess Res. Excess Liq. Ass.

DEPOSITS AND MIONEY

The overall money supply (M3) grew by $22.2 million (0.3%), in contrast to last year’s $25.8 million
(0.4%) decline, for an outstanding stock of $6,444.0 million at end-September. In terms of the
components, narrow money (M1) rebounded by $62.2 million (3.6%), from the year-earlier $14.3 million
(0.9%) reduction, as both demand deposits and currency in active circulation registered respective gains
of $60.8 million (4.1%) and $1.4 million (0.6%). Similarly, the $83.5 million (1.3%) contraction in broad
money (M2) for 2013 was reversed to a $29.2 million (0.5%) gain—benefitting from a 15.6 million (1.4%)
recovery in savings deposits which countered the $48.6 million (1.5%) falloff in fixed deposits. Residents’
foreign currency deposits contracted by $7.0 million (2.6%), following last year’s $57.7 million (22.4%)
boost, as the $19.0 million (7.5%) decline in private savings outstripped the $12.0 million (70.2%) gain in
public sector deposits.

In terms of the components, Bahamian dollar fixed balances accounted for the bulk of the money
supply, at 50.4%, followed by demand (24.0%) and savings (18.0%) balances; while foreign currency
deposits and currency in active circulation represented significantly smaller percentages, at 4.1% and
3.5%, respectively.

DomesTic CREDIT

Buoyed by higher net claims on the Government, accretions to total domestic credit accelerated to
$228.1 million (2.6%) from $128.5 million (1.5%) in the corresponding period of 2013. Specifically,



growth in net credit to the Government advanced to $199.5 million (10.6%) from $113.7 million (6.2%)
in 2013, mainly reflecting the issuance of a $100 million syndicated loan. Claims on the rest of the public
sector softened by $2.3 million (0.5%), to reverse last year’s $16.9 million (3.6%) gain, while credit to the
private sector recovered by $30.9 million (0.5%), from a $2.1 million (0.03%) decline in 2013.

Personal loans, which constituted the majority (80.9%) of outstanding private sector credit, rebounded
by $23.9 million (0.5%) from last year’s

%) Changes in Credit $0.6 million decrease. Underlying this
15.0 outturn, both consumer loans and

overdrafts moved higher by $22.0 million
10.0 (1.0%) and $4.1 million (7.2%),
) respectively, outpacing the $2.4 million

(0.1%) reduction in residential mortgages.

0.0 — ) — <
/ A disaggregation of consumer loans
-5.0 revealed growth in lending for
miscellaneous ($29.0 million), education

100 (54.2 million), credit cards (S4.1 million)
-15.0 and travel ($2.7 million) loans. Gains of
QUL Al Ql-14 Qil-14 Qil-14 less than $1.0 million were recorded for

furnishings & domestic appliances and
medical expenses. By contrast, net
repayments were posted for debt
Distribution of Bank Credit By Sector consolidation ($15.2 million), home improvement (S2.7
million), with more muted declines of under $1.0 million
for the remaining categories.

s Private esfils= Govt (net) Rest of Pub.

(End-September)

2013 2014
BSM %  BSM % Among the other private sector credit components, the
most significant net repayments were for tourism ($4.8
Azl 12702 112 02 yjllion) and construction ($2.4 million). Credit extended
Fisheries 10.1 0.1 13.0 02 iscell Iso fell by $2.2 mill d
Mining & Quarry 02 06 "y 0o for rT1|sce aneous purposes also fe .y .2 million, an
Manufacturing 52.1 0.7 495 0.7 lending for professional & other services was reduced by
Distribution 219.7 3.1 2123 29 $1.5 million. Areas posting net lending positions were
Tourism 2Ll 07365 05 yyjyate financial institutions ($10.3 million, fisheries ($5.0
Enter. & Catering 78.0 1.1 78.5 1.1 illi d il
Transport o e e 0e Million) and transport (4.6 million).
Construction 420.2 59 432.9 6.0
Government 201.8 2.9 408.2 5.7 IMORTGAGES
Public Corps. 357.6 51 2984 4.1 ) o
Prfvene Hramneel 21.2 03 208 03 Based on mortgage lending activity reported by banks,
Prof. & Other Ser. 103.7 15 80.1 1.1 insurance companies and the Bahamas Mortgage
PMe_r5°’|‘|a' 5';;2-2 73; 5;?;; 7:'2 Corporation, growth in total mortgages outstanding
Iscellaneous a d a d
- o .

e 70737 1000 7,2080 1000 slackened to $7.1 million (0.2%) from $18.3 million

(0.6%) in 2013, for an outstanding stock of $3,298.0
million. Residential mortgages, at 93.5% of the total, decreased by $2.6 million (0.1%) to $3,084.2
million—a turnaround from the last year’s $14.3 million (0.5%) gain. Conversely, commercial mortgages
grew by $9.7 million (4.8%), extending the $4.0 million (2.0%) improvement for 2013. At end-
September, domestic banks accounted for the bulk of mortgages (89.0%), followed by insurance
companies (5.9%) and the Bahamas Mortgage Corporation (5.1%).

THE CENTRAL BANK



Buoyed by banks’ rediscounts of Treasury bills, Central Bank’s net claims on the Government surged by
$112.0 million (30.3%) to $481.5 million, outpacing the prior year’s gain of $63.7 million (13.8%).
Similarly, growth in the Bank’s net liabilities to the rest of the public sector rose sharply by $14.1 million
to $17.5 million, while lower deposit balances further reduced the net liabilities to commercial banks, by
$122.0 million to $731.4 million.

Reflecting the seasonal increase in foreign

currency demand to facilitate current
External Reserves

payments, as well as profit remittances, (BSM)
external reserves contracted sharply, by 1,100 -
$214.2 million (21.1%) to $802.6 million, in the 1050 |
third quarter, to surpass the vyear-earlier

$127.9 million (16.0%) decline. In the 200 1
underlying developments, the Bank’s net sale 800 1
to commercial banks expanded by $46.2 700 -
million to $86.1 million, and transactions with o
the Government were reversed, to a net sale

of $27.0 million from a net purchase of $23.6 >00 1

million last year. In contrast, the net sale to the 400 = i = i
public corporations—dominated by fuel sepd3 Decd3 - Mardd  Jundd o Sep-ld
payments—decreased by $15.5 million to

$101.3 million.

At end-September 2014, the stock of external reserves was equivalent to an estimated 17.5 weeks of
non-oil merchandise imports, compared with 14.5 weeks at end-September 2013. After adjusting for the
50% statutory requirement on the Bank’s Bahamian dollar liabilities, “useable” reserves firmed by $95.3
million (45.9%) to $303.0 million.

DOMESTIC BANKS

Paced by an increase in net credit to the Government, growth in domestic banks lending advanced to
$116.0 million (1.4%) from the prior year’s $64.7 million (0.8%). However, claims on the public
corporations declined by $2.3 million (0.5%), vis-a-vis last year’s gain of $16.8 million (3.7%). Reflecting
various promotional campaigns, private sector credit grew by $30.9 million (0.5%), a reversal from the
year-earlier $2.1 million contraction. Banks reduced their net foreign liabilities by $17.2 million (2.7%),
outpacing the previous year’s $3.6 million (0.7%) decline.

The banking system’s deposit liabilities grew by $11.6 million (0.2%) to $6,361.1 million contrasting with
a $23.3 million (0.4%) contraction in 2013, led by a turnaround in public corporations’ balances to a
$16.7 million (4.9%) gain from the previous year’s $2.2 million (0.5%) falloff. Additionally, accretions to
Government’s liabilities moved upwards by $2.9 million; whereas last year’s $23.1 million (0.4%) decline
in the private sector component was extended by a further $9.9 million (0.2%).

At end-September, the majority (95.8%) of deposit liabilities was denominated in Bahamian currency,
being held by private individuals (52.1%), and followed by business firms (30.2%), private financial
institutions (5.7%), public corporations (4.4%), “other” entities (4.1%), the government (2.6%) and public
financial institutions (0.9%). Of the remaining 4.2%, the US dollar accounted for 4.1%.

An analysis by account type showed that fixed deposits comprised the largest share, at 54.6%, followed
by demand and saving balances, at 26.4% and 19.0%, respectively. The bulk of accounts (88.4%) held
balances less than $10,000, and represented only 5.8% of the total value. Accounts with balances



between $10,000 and $50,000 constituted 7.7% of the aggregate number and approximately 10.6% of
the overall value, while deposits exceeding $50,000 represented a mere 3.9% of accounts, but a
commanding 83.6% of the value.

CREDIT QUALITY

Reflecting subdued domestic economic conditions and the ongoing challenges experienced by

households in servicing their outstanding debts, loan arrears of the banking sector deteriorated during

the September quarter. Private sector delinquencies expanded by $20.5 million (1.5%) over the prior

quarter to $1,380.0 million and by $53.5 million (4.0%) relative to the comparative 2013 period—

elevating the ratio of arrears to total loans, on both a quarterly and annual basis, by 0.3 and 1.0
percentage points, respectively, to 22.5% at
end-September.

Loan Arrears as % of Total Loans Growth in delinquencies was led by gains in
the mortgage component of $13.7 million
250 1 o [ 128 (2.0%) to $700.1 million, for a 46 basis point
200 o— ¢ M - L 150 , hike to 24.2% of total loans. The commercial
. r 1;‘3 § component firmed more modestly, by $4.8
Bis0 | oo ®  million (1.3%) to $367.6 million, and by 52
E 110 £ basis points to 36.8% of total loans.
glo.o i :;%OE Meanwhile, consumer loan delinquencies
L g0 § were up by $2.0 million (0.7%) to $312.4
5.0 - 70 < million, for a stable 14.0% of total loans.
- 6.0
00 I I I l 2-8 An analysis by average age revealed that the
Q-3 Qv13 Q-4 Q4 Qiila expansion in arrears was isolated to the non-
performing category—those in excess of 90
s Consumer W Residential Other essgu== NPL

days and on which banks no longer accrue
interest—which rose by $51.2 million (5.1%)
to $1,051.6 million, and by 80 basis point to 17.2% of total loans. In a partial offset, arrears in the short-
term (31-90 day) segment contracted by $30.7 million (8.6%) to $328.4 million and, as a proportion to
total short-term loans, narrowed by 52 basis points 5.4%.

In this environment, banks raised their provisions for bad debts by $24.8 million (5.0%) to $517.1
million, elevating the ratio of provisions to both total loans and arrears, by 0.2 and 1.3 percentage
points, to 8.0%, and 37.5%, respectively. However, given the growth in non-performing loans, the
associated provisioning ratio was relatively unchanged at 49.2%.

BANK PROFITABILITY

Banks’ profitability levels deteriorated significantly during the second quarter of 2014 —the latest
available data. Reflecting a one-off charge by one institution, along with a sharp rise in bad debt
provisioning, banks’ experienced a net loss of $193.5 million, a turnaround from a $45.5 million net
profit in the same period of 2013.

The interest margin contracted by 4.0% (S5.3 million) to $127.8 million, as the $10.8 million (6.6%)
decline in interest income overshadowed the $5.5 million (18.1%) reduction in interest expense.
Commission and foreign exchange fees were marginally lower, by 1.5% ($.09 million) to $5.8 million,
resulting in a decrease in the gross earnings margin, of 3.9% ($5.4 million) to $133.6 million.



Total operating outlays rose more than
two-fold, to $206.9 million from $86.9
million in 2013, reflecting a $122.7 million

Domestic Banks' Profitability
(% of Avg. Assets)

100 -
8.0 - hike in “miscellaneous” operating cost, due
6.0 - mainly to one institution’s goodwill
4.0 - l impairment charge, which offset a slight
2.0 - . decline in staffing and occupancy costs, of
0.0 - $1.9 million and $0.8 million, respectively.
2.0 4 Q13 Qii-13 Qiv-13 al-14 Qil-14 In addition, bad debt provisioning firmed
-4.0 more than five-fold to $142.0 million, while
6.0 depreciation costs declined slightly by 3.0%
-8.0 A (0.1 million) to $3.6 million, as other
-10.0 - income increased marginally by 2.7% (0.7
s Gross Earn. Marg. I Operating Costs ROA

million) to $25.4 million. As a consequence,
domestic banks’ losses on non-core activities accelerated to $120.2 million from $6.6 million last year.

As a percentage of average domestic assets, profitability ratios also weakened, year-on-year.
Specifically, the gross earnings margin ratio fell by 25 basis points to 5.46%, as the net interest margin
ratio narrowed by a similar magnitude, to 5.22%, while the commission & foreign exchange income ratio
was unchanged at 0.24%. In contrast, the operating expense ratio strengthened by 4.9 percentage
points to 8.45% and contributed to the net earnings margin to assets ratio moving to a negative 2.99%
from 2.14% in the prior period. Additionally, the overall net income margin ratio reversed to a negative
7.90% from 1.87% a year earlier.

INTEREST RATES

In quarterly interest rate developments, domestic banks’

. . ) Banking Sector Interest Rates
weighted average interest rate spread on loans and deposits

Period Average (%)
widened by 30 basis points to 10.7 percentage points.
. : o tr. il Qtr.l - Qtr.li
Against the backdrop of persistent above average liquidity Qer-lil-Qtr. 1l Qrr
. . . . . 2013 2014 2014
levels, mild prlvat'e sector credit deman.d and credit quality  oosr RaTES
concerns, the weighted average deposit rate eased by 19 el D 032 029 028
basis points to 1.37%, while the corresponding lending rate Savings Deposits 0.87 0838 076
tightened by 11 basis points to 12.07%. Fixed Deposits
Up to 3 months 144 127 1.19
On the deposit side, the average range of interest earned on i O it e
fixed bal d 1.19% 1.70% f 1.22% Up to 12 months 2.07 184 1.70
ixed balances narrowed to 1.19% - 1.70% from 1.22% - O ——— 259 aE0 S
2.00% in the preceding quarter. In addition, the average Weighted Avg Deposit Rate 168 156 137
rate on savings and demand deposits fell, by 12 and 1 basis | ¢npinG raTES
points, to 0.76% and 0-28%: respeCtWeIV- Residential mortgages 716 7.38 7.07
i Commercial mortgages 840 8.26 7.67
Broad based declines were recorded across the loan Consumer loans 13.90 13.60 1422
categories. Average rate reductions were registered for Other Local Loans 699 827 696
commercial and residential mortgages, of 59 and 31 basis  Overdrafts L BEE B
Weighted Avg Loan Rate 11.28 11.96 12.07

points, to 7.67% and 7.07%, respectively, and for overdrafts,

of 7 basis points at 9.86%. In a modest offset, the average consumer loan rate firmed by 62 basis points

to 14.22%.

Among the other key interest rates, the average Treasury bill rate softened by 11 basis points to 0.49%,
while the Central Bank Discount Rate and commercial banks’ Prime Rate were unchanged, at 4.50% and

4.75%, respectively.
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CAPITAL MARKETSDEVELOPMENTS

Capital market activity was subdued over the review period, as both the volume and value of shares
traded on the Bahamas International Securities Exchange (BISX) decreased by 9.1% and 14.9%, to 0.7
million and $3.2 million. Nonetheless, share price appreciation secured a mild gain in the BISX All Share
Index, of 1.1% to 1577.5 points at end-September, and in market capitalization, by 1.1% to $3.4 billion—
following stable positions in 2013. The number of securities listed on the Exchange steadied at 27, and
comprised common shares (20), debt tranches (4) and preference shares (3).

INTERNATIONAL TRADE AND PAYMENTS

Preliminary estimates for the third quarter of 2014 showed a widening in the current account deficit, by
$46.3 million (9.5%) to $533.0 million, vis-a-vis the corresponding 2013 period. This outturn reflected a
capital-import led deterioration in the merchandise trade deficit, which offset gains in the services
account surplus. In addition, the capital and financial account surplus narrowed by $25.2 million (9.3%)
to $246.5 million, owing to a decline in loan-related investments, which offset the modest growth in
foreign investment-related inflows.

The estimated merchandise trade deficit
deteriorated by $48.3 million (9.1%) to @sm)
$577.3 million, due to a $6.7 million (0.8%) 600 -
rise in imports to $792.9 million combined 400 -
with a $41.7 million (16.2%) contraction in 200 4 . .

exports to $215.6 million. In terms of the o IR [ B
components, net non-oil merchandise

imports—partly related to  foreign 400
investment activity—increased by $82.6 —_—

Balance of Payments

-200 -+

million (22.2%) to $455.0 million, while the ~ °% 7 > * o .
fuel import bill was lowered by $58.0 8% - Wit avas - e o
million (23.7%) to $187.0 million, due to

declines in both volumes and average isible Bl - N

prices. Specifically, average prices per

barrel fell for motor gas, by 12.36% to

$112.57; for propane, by 11.11% to $59.54

and for gas oil, by 1.29% to $125.52. However, average per barrel costs steadied at $387.13 for aviation
gas, but rose by 18.9% to $153.77 for jet fuel.

The estimated surplus on the services account expanded by $7.0 million (4.8%) to $153.4 million—
inclusive of gains in offshore companies’ local expenses of $31.3 million (83.7%) to $68.6 million and in
net travel receipts of $23.3 million (5.4%) to $452.3 million. Smaller increments to net inflows were
noted for Government services, of $4.8 million (78.0%) to $11.0 million, while the net outflow for
insurance and other “miscellaneous” services declined, by $2.5 million (3.6%) and $1.5 million (3.4%), to
$66.9 million and $42.7 million, respectively. In contrast, net payments for construction and
transportation services increased, by $46.7 million (32.8%) to $189.3 million and by $9.7 million (14.9%)
to $75.0 million, respectively.

The deficit on the income account narrowed by $5.7 million (5.6%) to $96.6 million, underpinned by a
reduction in investment income outflows of $12.2 million (13.2%) to $79.6 million. Specifically, private
companies’ interest and dividends payments fell by $23.7 million (25.5%) to $69.4 million, as
commercial banks recorded a net receipt of $1.0 million, following a net outflow of $16.4 million a year

11



earlier; while non-bank entities’ profit remittances decreased by $6.3 million (8.2%) to $70.4 million. In
contrast, official transactions were reversed, to a net outflow of $10.3 million from a net inflow of $1.3
million, owing mainly to a near six-fold rise in the Government’s net interest disbursements to $14.3
million. In a modest offset, net labour income remittances grew by $6.4 million (61.1%) to $16.9 million.

Net current transfer payments moved higher by $10.7 million to $12.5 million, associated with a one-
third rise in private sector net outflows, by $10.2 million to $40.8 million—which mirrored gains in
worker remittances and other “miscellaneous” transfers, of $5.1 million each. Further, the
Government’s net receipt stabilized at $28.4 million.

The reduction in the surplus on the capital and financial account primarily reflected a $19.1 million
(8.0%) decrease in other net loan-related investment inflows, to $219.6 million. In particular, the public
sector’s net inflow contracted sharply to $3.8 million from $106.5 million in the prior year when the
Government received proceeds from a USS100 million equivalent euro-currency loan. In a modest
offset, net private sector receipts, mainly associated with loan financing for a major foreign investment
project, firmed by $76.6 million to $233.2 million and domestic banks net short-term outflows moved
lower by $7.1 million (29.1%) to $17.2 million. Direct investment inflows grew by $1.4 million to $38.4
million, with equity investments up by $1.9 million to $40.2 million, to offset the $0.5 million rise in net
real estate outflows to $1.8 million. Increased investments in equities supported a nearly four-fold boost
in net portfolio investment outflows, to $8.1 million, while migrants’ remittances underpinned a hike in
net capital transfers by $1.5 million to $3.5 million.

As a result of these transactions, and after adjusting for net errors and omissions, the deficit on the
overall balance, which corresponds to the change in the official external reserves, increased by $86.4
million to $214.2 million.

INTERNATIONAL ECONOMIC DEVELOPMENTS

Preliminary data suggests that the global economy sustained its modest recovery trajectory during the
third quarter, supported by positive developments in the United States market and sustained, albeit
reduced, momentum in most Asian economies. In contrast, conditions in Europe remained challenging,
as the pace of growth moderated in several key regions. Against this backdrop, the unemployment
rates in most major economies continued to decline slowly, and inflation remained subdued, as
burgeoning fuel supplies led to a sharp decline in crude oil prices. Faced with relatively weak growth
trends, most of the major central banks either boosted or retained their highly accommodative
monetary policy measures.

Economic activity in the United States rose by an estimated 3.9% in the September quarter, following a
4.6% gain in the previous three-month period, and was attributed to increases in consumer spending,
exports and Government expenditures, while imports contracted. Buoyed by gains in the construction
and services sectors, real GDP in the United Kingdom firmed modestly, by 0.7%, after growing by 0.9% in
the second quarter. The euro area posted a slight firming in output gains to 0.2%, as Germany and
France—the region’s largest economies—showed signs of a slowdown. In Asia, relatively soft domestic
demand and a reduction in real estate activity curtailed China’s real GDP growth by 20 basis points to
7.3%, the lowest level in five years. Japan’s economy fell into recession, as the hike in the sales tax rate
in April led to real GDP contracting by 1.6% for the quarter, although abating from the sharp 7.3%
contraction in the prior period.

Indications are that labour market conditions improved, as unemployment rates fell in most major
economies over the review period. In the United States, the jobless rate narrowed by 10 basis points to
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6.1% at end-September relative to the prior quarter, with a total of 671,000 persons added to employers
payrolls over the three-month period—mainly the professional & business services and retail sectors.
The unemployment rate in the United Kingdom moved lower by 30 basis points to 6.0%, reflecting the
hiring of an additional 112,000 persons, while the euro zone’s jobless rate steadied at an elevated 11.5%
guarter-on-quarter, amid the on-going challenges faced by job seekers in finding employment in several
countries, where rates remained well above the pre-recession levels of 2008. Despite the fall in Japan's
economic output, the unemployment rate was only marginally lower, by 10 basis points at 3.6%, while
China’s jobless rate steadied at 4.1%.

Amid the weakness in global consumer demand and declining energy costs, inflation in most of the
major economies remained relatively mild over the review period. In September, average consumer
prices in the United States abated by 40 basis points to 1.7%, owing to lower prices for energy. Inflation
in the United Kingdom slowed over the quarter, by 70 basis points to an annualised 1.2% in September,
benefitting from a contraction in prices for transport and recreational goods. Falling prices for
telecommunications and fuel, underpinned an easing in euro area inflation, by 20 basis points to 0.3% in
September, while the rate of increase in average consumer prices slowed by 10 basis points to an
annualised 3.2% in Japan and by 70 basis points to 1.6% for China.

Reflecting the relatively strong recovery in the United States’ economy and gradual reduction in its
highly accommodative monetary policy regime, the US dollar appreciated against most of the major
currencies during the three months to September. In Europe, the dollar advanced in relation to the
euro, the Swiss Franc and the British Pound, by 8.4% to €0.79, 7.7% to CHF0.96, and 5.5% to £0.62,
respectively. In addition, the dollar appreciated vis-a-vis the Canadian dollar, by 4.9% to CAD $1.12.
Developments in Asia were mixed, however, as the dollar strengthened against the Japanese Yen by
8.2% to ¥109.65 but declined in relation to the Chinese Yuan, by 1.1% to CNY6.14.

The performance of the major equity markets reflected domestic demand factors. In Asia, the potential
for an interest-rate cut boosted China’s main SE Composite, by 15.4%, while the government’s decision
to postpone its second sales tax hike contributed to Japan’s Nikkei 225 strengthening by 6.7%.
Conditions in the United States’ markets were more tepid, with marginal firming in both the Dow Jones
Industrial Average (DIJA) and the S&P 500 indices, by 1.3% and 0.6%, respectively. In contrast, the weak
economic environment contributed to the broad-based declines in European bourses, including
German’s DAX (3.7%), the United Kingdom’s FTSE 100 (1.8%) and France’s CAC 40 (0.2%).

Crude oil prices plunged by 15.0% to US$96.50 per barrel over the third quarter, reflecting excess crude
oil supplies caused by increased shale gas production in several North American regions and stable OPEC
output, as well as lower demand from Europe and several emerging market economies. Similarly,
precious metal prices contracted, as the cost of silver and gold slumped by 19.3% and 9.0%, to $16.98
and $1,208.16 per ounce, respectively.

Most of the major economies either maintained or enhanced their accommodative monetary policy
regimes over the review period, in a bid to provide further stimulus to their economies. The European
Central Bank lowered its major interest rates, by 10 basis points each, and announced that an asset
purchase programme would be implemented in the near-term; and the People’s Bank of China injected
a USS$81.0 billion “stimulus” package into the banking system. In addition, both the Bank of England and
the Bank of Japan kept interest rates at historic lows and sustained their asset purchase programmes. In
contrast, the improving economic conditions in the United States market prompted the Federal Reserve
to continue the process of ratcheting down its “quantitative easing” programme, with bond purchases
reduced by a further $10 billion per month, while the key interest rate was kept within the 0.00%-0.25%
range.
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External sector developments in the major markets were mixed for the third quarter, reflecting ongoing
divergence in economic performance. The trade deficit in the United States fell by $7.6 billion to $122.7
billion, in comparison to the previous three-month period, behind a 1.0% increase in mainly capital and
consumer goods exports, and a 0.1% fall in imports. Similarly, the euro area’s trade surplus widened, by
€1.9 billion (4.1%) to €48.5 billion, amid a 0.6% increase in exports which eclipsed the 0.3% rise in
imports. Buoyed by a 0.6% increase in fuel-led imports, coupled with a 0.3% reduction in exports, the
United Kingdom’s goods and services deficit deteriorated, by 16.8% to £7.6 billion. In Asia, Japan’s trade
deficit widened by 12.7% (¥324.0 billion) to ¥2,878.2 billion, underpinned by a 4.9% rise in fuel-related
imports, which offset the 3.8% advance in exports. China’s trade surplus nearly doubled, from US$86.0
billion to USS$S128.1 billion in the third quarter, as an 11.3% increase in exports from the manufacturing
sector to mainly developed nations outpaced the 4.6% firming in imports.
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STATISTICAL APPENDIX (TABLES 1-16)
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