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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Indications are that the domestic economy main-
tained a stable trajectory during the fourth quarter of
2010, supported by a modest improvement in tourism
output, as the recovery took hold in the main source
markets. However, construction activity remained mild,
owing to subdued foreign tourism-related investment and
domestic private sector projects. In this context, con-
sumer demand conditions were relatively weak, being
further hindered by the continuing high unemployment
levels. On the prices side, inflation was benign, despite
the modest firming in international oil prices.

In the fiscal sector, preliminary estimates of the
Government’s budgetary operations for the second
quarter of FY2010/11 indicated that the deficit widened,
as lower receipts outstripped the contraction in aggregate
spending. Budgetary financing was secured mainly from
internal sources, which included a $135.0 million domes-
tic bond issue.

Monetary developments featured a build-up in both
liquidity and external reserves, associated with the one-
time foreign currency inflow related to a domestic bank’s
capitalisation of a new subsidiary. With consumer de-
mand at anemic levels, private sector credit contracted
marginally in the fourth quarter, while the bulk of bank
lending was directed at the Government. Reflective of
increased loan write-offs, banks’ asset quality indicators
showed a moderate improvement in the review quarter;
however, banks’ profitability declined in the three-months
to September, due to an increase in loan loss provisions.

On the external account, the estimated current ac-
count deficit worsened in the fourth quarter, based on a
deterioration in the goods deficit and a decline in net
service inflows. However, the capital and financial ac-
count surplus expanded, reinforced by increased direct
capital investments.

FiscAL OPERATIONS

OVERVIEW

During the second quarter of FY2010/11, the overall
fiscal deficit expanded by 46.0% to $111.3 million relative
to the comparative period in FY2009/10, as total revenue
contracted by 16.3% to $302.3 million, to offset the 5.4%
decrease in aggregate expenditure to $413.6 million.

REVENUE

Tax receipts, which accounted for 87.9% of total
revenue, expanded by 4.3% ($11.0 million) to $265.7
million. The dominant, taxes on international trade &
transactions (57% of the total), grew by 16.7% ($21.7
million) to $151.7 million, supported by advances in
import, excise and stamp taxes on imports. Reflecting
gains in tourist arrivals, departure taxes rose by 37.2% to
$15.8 million; and selective taxes on services—
dominated by hotel occupancy tax receipts—increased by
16.4% to $7.2 million, following the hike in room tax rates.
Further, motor vehicle taxes firmed by 24.0% to $5.5
million. Conversely, “other” stamp taxes decreased by
19.6% to $37.8 million, due mainly to a 41.0% falloff in
property-related taxes, amid continued softness in the
housing market. More modest declines were noted for
property taxes, other “miscellaneous” taxes and business
and professional license fees, of $3.9 million, $2.2 million
and $1.7 million, to $32.5 million, $9.2 million and $6.4
million, respectively.

Non-tax receipts—at 12.1% of total revenue—
decreased by 65.6% ($69.8 million) to $36.6 million, as
income from other sources receded to $13.0 million from
$84.8 million in 2009, when proceeds from the sale of a
business entity boosted these receipts. Fines, forfeits &
administrative fees grew by 6.9% ($1.4 million) to $22.4
million and collections from the sale of Government
property and income from public enterprises advanced,
by $0.1 million and $0.4 million, to $0.2 million and $1.0
million, respectively.



Government Revenue By Source
(Oct. - Dec.)

FY09/10 FY1011

BM % BM %
Property Tax 36.4 10.1 325 108
Selective Services Tax 6.2 17 7.2 2.4
Busines. & Prof Lic. Fees 8.1 2.2 6.4 2.1
Motor Vehicle Tax 45 12 55 18
Departure Tax 115 32 158 52
Import Duties 839 232 978 324
Stamp Tax from Imports 36 1.0 47 1.6
Excise Tax 385 10.7 472 156
Export Tax 39 11 19 0.6
Stamp Tax from Exports - - - -
Other Stamp Tax 47.0 13.0 378 125
Other Tax Revenue 114 32 9.2 3.0
Fines, Forfeits, etc. 20.9 5.8 22.4 7.4
Sales of Govt. Property 0.1 0.0 0.2 0.1
Income 85.4 23.6 14.1 47
Other Non-Tax Rev. - -
Capital Revenue 0.1 0.0
Grants - - - -
Less:Refunds 0.4 0.1 0.4 0.1
Total 3611 1000 3023 100.0

EXPENDITURE

A reduction in transfers to support public corpora-
tions, of $33.9 million to $14.4 million, was a primary
factor behind the contraction in total outlays. Meanwhile,
current spending grew by 2.9% to $356.2 million and
capital outlays stabilized at $43.0 million. By proportion,
recurrent expenditure accounted for 86.1% of total spend-
ing; capital outlays, 10.4% and net lending, the remaining
3.5%.

Based on economic classifications, the increase in
current expenditure was led by a rise in interest payments
of 25.4% ($10.6 million) to $52.4 million, in line with the
rise in debt obligations. Subsidies and other transfers
receded by a marginal 0.6% to $91.6 million. Contrac-
tions were posted for transfers to public corporations
(28.8%), non-profit institutions (22.4%), non-financial
public enterprises (9.8%) and subsidies (2.2%). Howev-
er, assistance to households rose by 10.5%, amid the
ongoing economic downturn, and transfers abroad grew
by 50.4%. Consumption outlays stabilized at $212.2
million, as the 3.7% reduction in payments for wages and

salaries offset the 8.0% hike in purchases of goods and
services.

On a functional basis, recurrent spending on eco-
nomic services grew by 18.2% ($5.6 million) to $36.6
million, underpinned by higher outlays for tourism and
general public works, which negated declines in spending
on transportation and post office services. Additionally,
social benefits & services, primarily for old age, disability
and services and other “miscellaneous” public assistance,
grew by 11.4% ($3.3 million) to $32.1 million. Converse-
ly, declines were registered for expenditures relating to
education (5.3%), health services (5.0%), community &
social services ($1.8 million) and general public services
($0.8 million).

Under capital expenditure, asset acquisitions firmed
by $3.6 million to $5.8 million, due to equity investments
in small businesses. Transfers to public corporations
were held constant at $0.6 million, while transfers to non-
financial public enterprises declined by $0.13 million to
$0.04 million.

Fiscal Operations
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FINANCING AND THE NATIONAL DEBT

Budgetary financing for the second quarter of
FY2010/11 was denominated mainly in Bahamian dollars
and comprised a $135.0 million domestic bond issue and
$8.6 million in loans and advances. Debt repayment
totaled $22.7 million, of which nearly 86% went towards
retiring local currency obligations.

Collectively, these developments resulted in the Di-
rect Charge on the Government growing by 3.4% ($122.3
million) to $3.7 billion at end-December, 2010. Bahamian
dollar debt represented 78.9% of the total and was held
mainly by commercial banks (36.5%), followed by private
& institutional investors (29.9%), public corporations
(24.0%), the Central Bank (9.4%) and Other Local Finan-
cial Institutions (0.2%). By type of instrument, Govern-
ment securities accounted for the largest share of local
currency debt, at 85.7%, with the average age of maturity
approximating 12.9 years. Next were Treasury bills
(10.3%), short-term advances (3.8%) and loans (0.2%).

Government’s contingent liabilities declined by $8.3
million (1.5%) to $548.1 million. As a consequence, the
National Debt expanded by 2.8% ($114.0 million) over
the quarter, and by 9.0% ($351.7 million) over the year, to
stand at $4.3 billion by end-December, 2010.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

During the final quarter of 2010, public sector foreign
currency debt rose by 1.7% ($22.9 million) to $1.3 billion,
as new drawings of $166.4 million outweighed amortiza-
tion payments of $143.5 million. Public corporations’ debt
firmed by 4.8% ($25.6 million) to $562.3 million, offsetting
the 0.3% ($2.7 million) reduction in the Government's
obligations to $782.5 million.

Compared to the fourth quarter of 2009, total debt
service payments were reduced by over 50% to $171.7
million, following refinancing activities in the previous
year, which fuelled the $420.2 million in payments. As
such, Government’s debt service payments fell by $174.4
million to $27.4 million, and those for the public corpora-
tions were lower by $74.1 million at $144.3 million. Net of
refinancing activities, Government's debt service as a
percentage of revenue firmed to 9.1% from 4.7%, and to
5.8% of estimated exports of goods and non-factor
services, from 3.5% in 2009.

By creditor profile, the largest share of foreign cur-
rency debt was retained by private capital market inves-
tors (44.6%), followed by commercial banks (31.0%),
other creditors (14.4%) and multilateral and bilateral
institutions (10.0%). Foreign currency debt was primarily
denominated in United States dollars (99.2%), bearing an
average maturity of approximately 14.7 years.

REAL SECTOR

TOURISM

Tourism output sustained its upward trend during the
fourth quarter, benefiting from continued growth in the
major source markets and ongoing marketing campaigns
to boost stopover arrivals. Following a 1.0% gain in
2009, total visitors strengthened by 12.7% to 1.3 million.
Buoyed by a 13.1% surge in cruise ship calls, and the
addition of larger capacity vessels, sea arrivals—which
accounted for 79.4% of total visitor traffic—advanced by
16.5% to 1.1 million, exceeding the modest 1.2% growth
of 2009. However, the gains in air arrivals moderated to
0.1% from 0.5% a year earlier.

On a destination basis, visitors to New Providence
increased strongly by 16.3%, after a much smaller 1.9%
rise in the comparative 2009 period, underpinned solely
by a 24.1% expansion in sea arrivals, as the air segment
stabilized. Reflecting an 18.3% hike in sea passengers,
which outpaced the 19.9% contraction in air traffic, the
Grand Bahama market firmed by a further 11.3%, up from
2.1% to 2009. Visitors to the Family Islands recovered by
7.1%, following 2009's 0.8% decline, as increased airlift
boosted air arrivals by 16.8%, while the sea segment
firmed by 6.1%.

Despite the improvement in visitor arrivals, prelimi-
nary hotel performance data from the Ministry of Tourism
showed that total room revenues fell marginally, by 0.2%
to $81.4 million. Average daily room rates declined by
1.3% to $182.0 million, and the average occupancy rate
was flat at 45.0%. By market, the largest decline was
noted in Grand Bahama, where total revenues fell sharply
by 19.9% to $4.0 million, due largely to a significant
contraction in occupancy levels. Hotel receipts in New
Providence decreased by 1.0% to $72.2 million, as lower
average daily rates offset a modest firming in the occu-
pancy rate. In contrast, revenues in the Family Islands



advanced by $1.6 million to $5.3 million, reflecting robust
gains in occupancy rates, which compensated for the
contraction in average daily rates.
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Financing conditions were mixed, as the average in-
terest rate on residential mortgages increased by 10
basis points to 8.5%, whereas the corresponding com-
mercial rate softened by a similar magnitude to 8.8%.

Mortgage Commitments:
New Construction and Repairs
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CONSTRUCTION

During the quarter, construction output continued to
be constrained by subdued domestic private sector
activity and moderate levels of foreign direct investment.
In this context, total mortgage disbursements for con-
struction and repairs, as reported by domestic banks,
insurance companies and the Bahamas Mortgage Corpo-
ration, fell by 43.3% to $34.6 million, extending the pre-
vious year's 13.9% contraction. Both residential and
commercial mortgage disbursements contracted by $22.9
million to $32.5 million and $3.5 million to $2.2 million,
respectively.

Local mortgage commitments for new buildings—a
forward looking indicator of construction activity—fell in
number by 7.9% to 245 and the corresponding value, by
28.9% to $26.6 million. Specifically, residential loan
approvals contracted in number, by 5.8% to 242 and in
value, by 26.0% to $26.1 million. The commercial com-
ponent also declined in number, to 3 from 9, with a
corresponding fall-off in value of 76.6% to $0.5 million.

PRICES

Domestic price pressures, as measured by the De-
partment of Statistics’ revised Retail Price Index!, mod-
erated slightly to 1.5%, for the review quarter, despite the
firming in international fuel prices. Average prices for
food & non-alcoholic beverages fell by 1.1%, in contrast
to a 0.4% increase in the previous year. Similarly, signifi-
cant average cost decelerations were posted for clothing
& footwear, to 1.0% from 1.4% and for “other” goods &
services, to 0.7% from 2.8%. Meanwhile, average price
increases slowed for transport, to 3.7% from 3.9%; for
alcohol and “other” products, to 1.9% from 2.5%, medical
care & health, to 1.0% from 3.0% and furnishing, house-
hold equipment & maintenance, to 0.7% from 2.1%. By
contrast, average price gains for housing, water, gas,
electricity and other fuels—the most heavily weighted
component of the index—advanced to 3.4% from 1.3%;
for education, to 3.0% from 1.1%; recreation & culture, to
1.8% from 0.3% and restaurant & hotels, to 1.6% from
1.5%.

L The new Index has been rebased to February 2010 and features a number
of new categories, covering previously unreported items. The weights of the catego-
ries in the Index have also been adjusted to reflect changes in consumption patterns.
See the Department of Statistics website (www. statistics.bahamas.gov.bs) for further
details.



Reflective of the recent uptrend in international
crude oil prices during the fourth quarter, the average
retail price of gasoline rose by 1.2% to $4.35 per gallon,
following a marginal 0.6% gain in 2009. The per gallon
cost of diesel also advanced, by 6.0% to $3.81, although
a slowdown from the 7.5% increase in 2009. In contrast,
the Bahamas Electricity Corporation’s fuel surcharge,
which is more responsive to short-term changes in inter-
national prices, was boosted by 25.1% to 19.44¢ per
kilowatt hour (kwWh), significantly exceeding the 10.9%
gain in 2009.

Retail Price Index
(Annual % Changes)

December
2009 2010
Food & Non-Alcoholic Beverages 1199 10103 50 998 -12
Alcohol, Tobacco & Narcotics 6.37 9932 30 10126 20
Clothing & Footwear 37.64 9915 09 998 07

Housing, Water, Gas, Electricity 334.68 937 03 10116 28
Furn. & Household, Maintenance 64.93 9949 33 975 03

Health 435 9771 28 10064 30
Transportation 118.86 9955 20 10189 24
Communication 40.96 10058 -1.8 10016 -04
Rec., & Culture 226 10131 15 10040 01
Education 29.88 937 33 10078 14
Restaurant & Hotels 37159 9959 23 10068 11
Misc. Goods & Svcs. 1423 9869 34 10044 18
ALL ITEMS 1000 933 19 10066 13

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Monetary developments during the fourth quarter
were marked by an expansion in both liquidity and exter-
nal reserves, buttressed by a one-off foreign currency
inflow associated with an international bank’s capitaliza-
tion of a local subsidiary, and in the context of ongoing
weakness in private sector credit. Banks’ asset quality
indicators improved marginally, due in part to loan write-
offs, with increased levels of provisions leading to a
contraction in their overall profitability.

LiQuiDITY

Banks' net cash reserves grew by $81.8 million
(32.9%) to $330.6 million, after contracting by $29.1
million (11.2%) to $229.5 million a year earlier. At end-
December 2010, the liquidity position corresponded to an
improved 5.6% of total Bahamian dollar denominated
deposits, compared to 4.0% in 2009. The broader surplus
liquid assets strengthened by 32.7% to $808.4 million,
exceeding the statutory minimum by an elevated 85.4%
in comparison to 53.2% a year ago.

Liquidity
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DEPOSITS AND MONEY

The reduction in the overall money supply (M3) was
extended to $43.5 million (0.7%) from $4.0 million (0.1%)
in 2009. Narrow money (M1) declined by $31.1 million
(2.3%), vis-a-vis 2009's more heavily weighted $5.7
million (0.4%) gain. This was occasioned by a 3.1%
decrease in demand deposits, which offset an equivalent
increase in currency in circulation. Following a 0.2%
advance in 2009, broad money (M2) fell by $59.4 million
(1.0%), as the decline in private individual balances led to
a falloff in fixed deposits of 1.0% ($38.1 million), versus a
0.4% accumulation a year ago, which countered the 1.0%
($9.8 million) rebound in savings deposits from a 1.2%
drawdown. Residents’ foreign currency deposits also
recovered by 7.6%, from the previous year's 5.2% con-



traction, as advances in private savings of 14.2% out-
stripped the 33.2% decline in public corporations’ bal-
ances.

By category, fixed deposits comprised the largest
component of money supply, at 58.4%, followed by
demand and savings deposits, at 18.4% and 16.4%,
respectively. Foreign currency balances and currency in
active circulation comprised the remainder, at 3.6% and
3.1%, respectively.

DoMESTIC CREDIT

After contracting by $134.7 million (1.6%) in the first
quarter of 2009, total domestic credit grew marginally by
$3.6 million (0.04%) during the review quarter, owing
primarily to Government’s borrowing activity. Bahamian
dollar denominated credit advanced strongly by $118.5
million (1.6%), extending the previous year's $12.6 million
(0.2%) gain, while the reduction in foreign currency
claims slowed to $114.9 million (12.4%) from $147.3
million (16.1%).

Banks’ net claims on the Government rebounded to
grow by $67.2 million (5.0%), from a $181.3 million net
repayment in 2009, reflective of a combination of in-
creased holdings of Government bonds and higher loans
and advances. In contrast, credit to the public corpora-
tions fell by $60.9 million (11.6%); following an $8.4
million (2.0%) rise in 2009.

Total private sector credit declined marginally by
$2.8 million (0.04%), after 2009's foreign currency related
$38.2 million (0.6%) boost. In particular, foreign currency
claims were reduced by $42.7 million (9.7%), in contrast
to a $15.3 million (3.7%) advance in 2009, which out-
stripped the $39.9 million (0.7%) growth in Bahamian
dollar credit. Personal loans—which accounted for the
majority of the outstanding credit at 71.8%—grew by
$26.9 million (0.5%), compared to the $11.1 million
(0.2%) falloff in 2009. Residential mortgages—at 55.9%
of the total—rose by $114.4 million (4.2%) and consumer
loans, by $10.4 million (0.5%). In contrast, overdrafts
were lower by $49.3 million (39.8%).

A disaggregated analysis of consumer credit re-
vealed declines in the most of the categories. The largest
contractions were noted for miscellaneous ($9.4 million),
private car ($3.4 million), travel ($2.1 million), land pur-
chases ($2.0 million), education ($1.7 million) and home

improvement ($1.6 million) loans, with the bulk of the
remaining categories registering reductions of less than
$1.0 million. In contrast, reflective of consumers’ attempts
to organize their finances and better service their out-
standing liabilities, debt consolidation loans advanced by
$30.8 million (4.5%), while credit card debt grew slightly
by $1.3 million.

With regards to the remaining private sector catego-
ries, higher net lending was recorded for construction
($51.1 million), professional & other services ($48.5
million), distribution ($5.9 million), private financial ($4.9
million), transport ($4.2 million) and mining & quarrying
($0.8 million). In contrast, net repayments were regis-
tered for miscellaneous ($70.2 million), tourism ($29.5
million), entertainment & catering ($29.1 million), fisheries
($6.3 million) and agriculture ($1.3 million) loans.
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MORTGAGES

Growth in mortgages slackened to $12.3 million
(0.4%) from $37.9 million (1.2%) in 2009, for an outstand-
ing $3,199.8 million. Residential loans—which comprised
the majority (93.4%) of the total—firmed by $13.5 million
(0.5%) to $2,989.2 million, although below 2009's $37.7
million (1.3%) expansion. Conversely, commercial credit



receded by $1.2 million to $210.6 million, compared to an
uptick of $0.2 million (0.1%) in 2009. At end-2010, the
largest proportion of outstanding mortgages was held by
commercial banks (89.0%), followed by insurance com-
panies (6.1%) and the Bahamas Mortgage Corporation
(4.9%).

Distribution of Bank Credit By Sector
End-December
2009 2010

BSM % BSM %
Agriculture 15.6 0.2 15.0 0.2
Fisheries 7.7 0.1 6.1 0.1
Mining & Quarry 0.8 0.0 3.4 0.0
Manufacturing 37.1 0.5 32.6 0.5
Distribution 147.9 21 162.0 2.3
Tourism 198.9 29 137.4 1.9
Enter. & Catering 4.1 0.6 26.9 0.4
Transport 28.0 0.4 35.2 0.5
Construction 409.6 5.9 439.0 6.2
Government 76.5 1.1 180.3 2.5
Public Corps. 305.9 4.4 339.8 4.8
Private Financial 215 0.3 18.6 0.3
Prof. & Other Ser. 124.4 1.8 172.2 24
Personal 5031.8 72.4 5,080.5 71.8
Miscellaneous 501.3 7.2 426.4 6.0
TOTAL 6,951.1 100.0 7,075.4  100.0

THE CENTRAL BANK

Reflecting increased holdings of debt securities, the
Bank’s net claims on the Government advanced by $17.3
million (7.1%) to $261.4 million, following a contraction of
$65.0 million (26.4%) a year earlier. Growth in the Bank's
net claims on the rest of the public sector moderated to
$2.2 million (32.4%) from $5.7 million (14.1%). Mean-
while, liabilities to commercial banks advanced by $103.7
million (19.8%), due mainly to an international bank’'s
capitalisation of a new subsidiary.

External reserves grew strongly by $95.0 million
(12.4%) to $860.4 million at end-2010, up from a $61.1
million (8.1%) gain in 2009. Foreign currency transactions
registered a net inflow of $90.3 million, relative to $57.4
million a year earlier. Supporting this outturn was a
capital inflow-led elevation in the net purchase from
commercial banks, to $168.2 million from $8.0 million in
2009. Conversely, in the absence of the significant bor-
rowings which occurred in the prior period, the net pur-
chase from the Government fell by $119.0 million to

$13.0 million. Further, the net sale to the rest of the
public sector, covering mainly fuel payments, increased
modestly by $8.2 million to $90.9 million. At end-2010,
the stock of external reserves was equivalent to an
estimated 21.7 weeks of non-oil merchandise imports,
compared to 20.8 weeks at end-2009. After adjusting for
the 50% statutory requirement on the Central Bank's
Bahamian dollar liabilities, ‘usable’ reserves stood lower
by $17.0 million at $433.3 million.

External Reserves
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DOMESTIC BANKS

During the quarter, banking sector developments in-
cluded a slight softening in private sector credit of $2.8
million to $6,572.7 million, a turnaround from a $38.2
million hike in the previous period. Deposit liabilities to
the private sector recovered by $53.8 million (1.0%), after
2009's decline of $13.8 million (0.3%). Increased borrow-
ing by the Government elevated the net claim by $50.0
million (4.5%), vis-a-vis a 12.1% reduction in 2009, while
the rest of the public sector recorded a slightly higher net
repayment of $31.7 million. Banks' net foreign liabilities
contracted by $87.9 million to $705.5 million (11.1%),
reversing the prior period's $114.9 million decline; and
capital and surplus resources firmed by $247.5 million
(12.2%).



At end-December, the total value of domestic banks’
deposit liabilities, including public and private sector
balances, fell by $57.2 million to $6,101.8 million, with the
largest portion (96.3%) denoted in local currency. The
majority of Bahamian dollar deposits were held by private
individuals (57.5%), followed by business firms (25.3%),
the public sector (10.0%), private financial institutions
(3.8%) and other entities (3.4%).

Analyzed by range of value and number of accounts,
the majority of Bahamian dollar deposits (90.7%) con-
sisted of balances of $10,000 or less, which represented
6.1% of the overall value. Accounts with deposits valued
between $10,000 and $50,000 comprised 6.2% of all
contracts and 11.2% of the total value, while deposits in
excess of $50,000 constituted only 3.1% of contracts, but
a commanding 82.7% of the overall value.

CREDIT QUALITY

Commercial banks’ credit quality indicators regis-
tered a modest improvement over the quarter, due in part
to increased write-offs of delinquent loans, but deteri-
orated relative to the previous year. Total private sector
loans with payments in excess of 30 days past due
decreased by $6.4 million (0.6%) to $1,146.7 million by
end-December, but were $56.6 million (5.2%) above the
comparative period of 2009. The corresponding ratio to
total loans of 18.3% was relatively unchanged from the
previous quarter, but higher than 2009’s 17.6%.

In terms of the major components, residential mort-
gage arrears registered the largest decline, having con-
tracted by $4.7 million (0.75%) to $617.9 million, although
$4.7 million (16.3%) above 2009's value. As such, the
ratio was 9 basis points lower at 9.9%, albeit exceeding
the 8.6% of 2009. Similarly, consumer loan arrears
declined on a quarterly basis by $2.6 million (1.0%), and
by $49.5 million (15.3%) from the previous period, to
$273.5 million. This resulted in a narrowing in the relevant
ratios, by 5 basis points and 85 basis points to 4.4%. In
contrast, commercial arrears rose by $0.9 million (0.4%)
over the quarter, to $255.3 million, and by $19.7 million
(8.3%) over the year. When assessed against total loans,
the ratio was relatively stable for the quarter, although 27
basis points higher than 2009, at 4.1%.

With regard to average age, delinquencies in the
short-term segment were reduced by $26.4 million (5.1%)
to $495.9 million, for a 0.4 percentage point decrease in
the average ratio over the quarter and the previous year,
to 7.9% of total loans. Conversely, non-performing
loans—arrears in excess of 90 days and on which banks
ceased accruing interest—advanced by $20.1 million
(3.2%) to $650.7 million. This represented an elevated
10.4% of total outstanding loans, up from 10.1% at end-
September 2010 and 9.3% at end-December 2009.

Given these developments, banks increased their
provisioning for bad debts, by $14.9 million (6.1%) to
$261.1 million, resulting in the ratio of provisions to total
loans trending upwards, by 23 basis points to 4.2%.
Similarly, the ratio of provisions to both arrears and non-
performing loans rose by 1.2 percentage points, to 22.5%
and by 0.88 percentage points to 39.9%, respectively.

Loan Arrears & Non-Performing Balances
(% of Total Loans)
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BANK PROFITABILITY

Based on the most recent data available for the third
quarter of 2010, banks’ profitability waned. Net income
receded by $21.3 million to $30.1 million relative to the
same period a year earlier, amid elevated costs asso-
ciated with their loan arrears.



Net interest income grew by 7.3% to $126.3 million,
supported by a 1.1% gain in interest income and a 10.3%
contraction in interest expenses. Commission & foreign
exchange fee income also rose by 6.6%, resulting in a
7.2% rise in the gross earnings margin to $131.9 million.

Total operating outlays firmed by 10.6% to $71.1 mil-
lion, buoyed by higher staffing (2.1%), occupancy
(12.1%) and “miscellaneous” operating expenses
(25.9%). Despite a $1.8 million increase in non-operating
income to $25.5 million, banks losses on non-core activi-
ties increased more than four-fold, to $30.7 million, as
provisions for bad debt almost doubled to $52.1 million,
and depreciation costs rose by $0.8 million to $4.1 mil-
lion.

Given these developments, banks' profitability
measures to domestic assets were mixed. Relative to the
previous year, the interest margin and the commission &
foreign exchange income ratios grew, by 30 basis points
to 5.50% and by 1 basis point to 0.24%, respectively.
Similarly, the gross earnings margin ratio advanced by 31
basis points to 5.71%. This development, coupled with a
25 basis points hike in the operational cost ratio to 3.08%,
resulted in the net earnings to assets ratio increasing by 5
basis points to 2.63%. However, after netting out depre-
ciation and bad debt provisions, the net income ratio
receded by 96 basis points to 1.30% over the review
period.

Domestic Banks' Profitability
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INTEREST RATES

During the review quarter, the commercial banks’
weighted average interest rate spread widened by 10
basis points to 8.18%, relative to the previous three-
month period, as the relevant lending rate firmed by 2
basis points to 11.43%, while the corresponding deposit
rate narrowed by 8 basis points to 3.25%.

For deposits, the average interest rates on demand
and savings balances were marginally lower, at 1.43%
and 1.83%, respectively. Similarly, the average range of
interest earned on fixed deposits softened, to 3.01%-
4.00% from 3.09%-4.00% in the prior quarter.

On the lending side, average rates on consumer and
“other” loans firmed, by 18 and 2 basis points to 13.69%
and 8.30%, respectively. In contrast, the respective
average interest rate on residential and commercial
mortgages tapered by 9 basis points to 8.01% and by 57
basis points to 8.63%; and the average rate on overdrafts
was marginally lower by 2 basis points at 10.38%.

Among the other key interest rates, the average 90-
day Treasury bill rate fell by 23 basis points to 1.91%,
while the Central Bank's Discount Rate and the commer-
cial banks’ Prime Rate were unchanged, at 5.25% and
5.50%, respectively.

Banking Sector Interest Rates
Period Average (%)
Qtr. IV Qtr. 111 Qtr. IV
2009 2010 2010
Deposit Rates
Demand Deposits 1.29 1.44 1.43
Savings Deposits 2.19 1.84 1.83
Fixed Deposits
Up to 3 months 3.46 3.09 3.01
Up to 6 months 3.72 3.62 3.38
Up to 12 months 4.02 3.86 3.88
Over 12 months 4.27 4.00 4.00
Weighted Avg Deposit Rate 3.67 3.33 3.25
Lending Rates
Residential mortgages 8.21 8.10 8.01
Commercial mortgages 8.65 9.20 8.63
Consumer loans 12.46 13.51 13.69
Other Local Loans 8.76 8.28 8.30
Ov erdrafts 10.80 10.40 10.38
Weighted Avg Loan Rate 10.45 11.41 11.43




CAPITAL MARKETS DEVELOPMENTS

Despite the stabilisation in domestic economic activi-
ty, the Bahamas International Securities Exchange
(BISX) All Share Index weakened, on a quarterly basis,
by 1.1% to 1,499.5 in the fourth quarter, a turnaround
from the 4.2% gain a year earlier. Nonetheless, the
volume of shares traded, inclusive of an extraordinary
block trade, steadied at 2.1 million, while the correspond-
ing value of shares traded rose to $13.7 million from
$10.7 million in the same 2009 period. Market capitaliza-
tion fell by 1.1% to $2.9 billion, with the number of securi-
ties listed unchanged at 23.

INTERNATIONAL TRADE AND PAYMENTS

Preliminary estimates for the fourth quarter of 2010
suggest a widening of the current account deficit, by
$126.8 million (50.1%) to $379.8 million, vis-a-vis the
comparative 2009 period. The outcome was mainly
occasioned by an increase in the merchandise trade
deficit, combined with a reduction in the net services
surplus. In contrast, the capital and financial account
surplus rose by over 50% to $353.0 million, owing to a
capital investment-led surge in direct investment, which
overshadowed the sharp downturn in the “miscellaneous”
component.

The estimated goods deficit expanded by $44.4 mil-
lion to $484.6 million, owing to a $23.4 million (3.7%)
increase in payments for imports to $661.5 million, com-
bined with a $21.1 million (10.7%) contraction in exports
to $176.9 million. Non-oil imports advanced by 8.6% to
$379.3 million, while a decrease in volume led to an 8.1%
reduction in fuel imports to $128.1 million. Higher aver-
age import prices were registered for almost all catego-
ries of oil products. The per barrel cost of propane ad-
vanced by 20.3% to $65.34; gas, by $15.8% to $146.87;
motor gas, by 11.6% to $95.96 and jet fuel, by 9.6% to
$98.75. In contrast, gas oil prices were lower, on aver-
age, by 13.2% to $77.78 per barrel.

The surplus on the services account narrowed by
$60.1 million (26.0%) to $171.4 million, reflecting mainly a
two-fold rise in net insurance outflows, to $54.9 million,
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and a 63.2% advance in the net payment of other servic-
es to $94.2 million. The net travel receipt fell by $9.7
million to $347.3 million, as did the net payment for
transportation services, by $11.7 million (16.5%) to $59.5
million, due to increased port-related fees. The net out-
flow for Government services and royalty & license fees
moved lower, by $7.5 million to $7.7 million and by $1.5
million to $2.3 million, respectively. Offshore companies’
local expenses were up marginally by $1.7 million to
$43.1 million.

Net income outflows widened by $17.3 million to
$52.4 million, partly occasioned by a $7.2 million rise in
employee compensation remittances, to $9.7 million from
$2.3 million a year earlier. Similarly, the net official
outflow advanced by $8.4 million to $17.5 million, led by a
firming in Government's interest payments by $10.5
million to $22.7 million.

Net current transfer payments grew by $4.9 million
to $14.2 million. Net private sector outflows were higher
by $7.6 million at $32.4 million, as workers’ remittances
and other “miscellaneous” transfers firmed by $4.4 million
and $3.2 million, respectively. In a slight offset, the
Government’s net receipt increased by $2.7 million to
$18.2 million.

The surge in the surplus on the capital and financial
account was associated with a $200 million capital injec-
tion by a non-resident company to its local branch, which
alongside a modest $24.9 million rise in land purchases,
boosted direct investment inflows by over three-fold to
$327.3 million. In contrast, net inflows from other “miscel-
laneous” investment activities contracted by $125.6
million to $36.3 million. This outturn reflected a reduction
in public sector net inflows, by $186.8 million to $96.3
million, following Government's $300.0 million external
bond issue a year ago. However, other “miscellaneous”
private sector transactions were reversed, to a net inflow
of $27.9 million from a net decrease of $6.5 million, and
short-term outflows through the domestic banking system
narrowed to $87.9 million from $114.9 million. Net portfo-
lio investment outflows expanded by $2.8 million to $9.4
million, while capital transfers declined by $0.4 million to
$1.1 million, mirroring the decrease in the migrant com-
ponent.



As a result of these developments, and after adjust-
ing for net errors and omissions, the surplus on the
overall balance—which corresponds to the change in the
Central Bank’s external reserves—rose year-on-year by
$33.9 million to $95.0 million.
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INTERNATIONAL ECONOMIC DEVELOPMENTS

Indications are that the global recovery was sus-
tained into the fourth quarter, albeit at an unbalanced
pace. The outturn was supported by robust growth in the
export-led Asian economies and modest, although fragile,
improvements in the United States’ market, due to im-
proving consumer demand fundamentals. Conditions in
Europe remained weak amid the continuing fiscal chal-
lenges which negatively affected several economies,
resulting in sustained elevated unemployment rates,
while inflation stayed subdued. To support the recovery
efforts, major central banks either maintained their ac-
commodative monetary policy positions or adopted new
stimulus measures.  Buoyed by positive sentiments
regarding the global economic outlook, most of the major
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bourses registered moderate gains. Meanwhile, the US
dollar depreciated against most major currencies, given
investors’ concerns about the slow pace of the recovery.

The US economy expanded by an additional 2.8%,
following a 2.6% advance in the third quarter, benefiting
from growth in personal consumption expenditures,
exports and non-residential fixed investments. In con-
trast, real GDP in the United Kingdom contracted by 0.6%
in the fourth quarter, a turnaround from a 0.7% gain in the
previous three-month period, reflecting lower output from
construction, business, transport, storage and communi-
cations services. With several economies continuing to
face fiscal challenges—including Ireland, which accepted
a combined €90.0 billion fiscal austerity programme from
the European Union and the IMF in November—output
growth in the euro area was unchanged at 0.3%. Eco-
nomic conditions in Japan remained lackluster, with real
GDP contracting by 0.3%, following an expansion of 1.1%
in the previous three months, due to a slowdown in
exports and weak domestic demand. In contrast, robust
gains in industrial production and higher exports fuelled
the 9.6% expansion in Chinese real output, extending the
10.3% gain in the September quarter.

Labour market conditions stabilised during the re-
view quarter, although the jobless rates remained ele-
vated relative to pre-recession levels. In the United
States, the average unemployment rate softened by 30
basis points to 9.4%, reflecting the marginal increase in
hiring in the leisure and hospitality and health care indus-
tries. For the United Kingdom, the rate firmed by 10
basis points to 7.9% compared to the third quarter, while
the euro area’s jobless rate remained elevated at 10.1%.
Both Japan and China’s unemployment rate improved
marginally, to 4.9% and 4.1%, respectively.

Inflation trends were mixed in the major economies,
reflecting the countervailing forces of the recovery in the
global economy and the uptrend in oil prices. In the
United States, annual inflation firmed to 1.5% from a
1.1% rate in the September period, underpinned by an
increase in fuel prices. Similarly, annual consumer price
inflation in the United Kingdom advanced to 3.7% in the
final three months of the year, from an annualized 3.1%
in the September quarter, attributed to the upward pres-
sure in transportation-related and food prices. Inflation in
the euro area registered a modest uptick, of 0.4 of a



percentage point, to 2.2%, explained by higher prices for
transportation, housing and alcohol & tobacco. In the
Asian economies, China’s inflation rate rose further to
4.6% in December from 3.6% in September, while Ja-
pan's deflationary environment persisted, as average
prices fell by 0.7% in 2010, following a 1.4% contraction
in the prior year.

In foreign currency markets, the United States dollar
depreciated against most major currencies, amid the slow
pace of recovery in the economy. The dollar weakened
against the Swiss Franc, by 4.9% to CHF0.93, and by
3.0% vis-a-vis the Canadian dollar to CDN$0.998. In
Asia, the dollar fell by 2.8% in relation to the Japanese
Yen to ¥81.16 and by 1.5% vis-a-vis the Chinese Ren-
minbi to CYN6.59. Conversely, the dollar appreciated
against the euro, by 1.8% to €0.75, and by 0.7% relative
to the British Pound to £0.64 at end-December.

Equity markets registered increases in most of the
major bourses, reflective of a strengthening in investor
sentiments regarding the global recovery. In the United
States, a strong rebound in December pushed the Dow
Jones Industrial Average (DJIA) and the S&P 500 Index
higher by 7.4% and 10.7%, respectively. Similar trends
were recorded in the European markets, with the United
Kingdom's FTSE 100 index firming by 6.3%; German’s
DAX, by 11.0% and France’s CAC 40, by 2.4%. In Asia,
the Japanese NIKKEI 225 increased by 9.2% and the
Chinese Shanghai SE Composite advanced by 5.7%.

Reflective of the adverse weather conditions in the
Northern hemisphere, as well as a recovery in world
demand, oil prices advanced by 18.0% to $95.42 per
barrel. In line with investors’ increased demand for “safe”
assets, the price of gold and silver also firmed, by 8.6%
and 42.1% to $420.78 and $30.92 per ounce, respective-

ly.

During the final quarter of 2010, major central banks
maintained their accommodative monetary policy posture
in an attempt to sustain the economic recovery. In the
United States, the Federal Reserve kept its key target
rate within the 0-0.25% range. The central bank also
announced the implementation of its latest “quantitative
easing” measure, in which it planned to purchase $600
billion of longer term Treasury securities by end-June,
2011. Similarly, in the United Kingdom, the Bank of

12

England decided to maintain both its bank rate at 0.5%
and its asset purchase programme at £200 billion. Amid
the fiscal sustainability challenges faced by several euro
zone economies, the European Central Bank kept inter-
est rates at record lows. Similarly, the Bank of Japan held
the overnight call rate at around 0.0%-0.1%, and main-
tained its ¥35 ftrillion asset purchase programme. In
contrast, the People’s Bank of China raised the RMB
one-year benchmark loan and deposit rates by 0.25%
each and the reserve requirement ratio for depository
financial institutions by 0.5%, in an effort to curb inflation.

Developments in the external sector were mixed.
The trade balance in the United States narrowed to
$116.7 billion in the fourth quarter of 2010 from $132.6
billion in the prior quarter, supported by a 5.8% gain in
exports which exceeded the 0.8% rise in imports. How-
ever, the trade deficit in the United Kingdom increased to
£11.5 billion, as the 3.2% increase in imports outpaced
the 1.7% growth in exports. In the euro area, higher
imports underpinned a reversal in the trade position, to a
deficit of €7.6 billion, following a surplus of €11.7 billion in
2009. China’s trade surplus also contracted by US$17.0
billion to US$41.0 billion over the previous quarter, as the
9.0% elevation in imports eclipsed the 3.0% boost in
exports. Japan’s trade surplus widened by ¥177.0 trillion
to ¥719.6 trillion in 2010, based on higher net exports
associated with the strong demand from emerging mar-
kets.



STATISTICAL APPENDIX
(Tables 1-16)
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STATISTICAL APPENDIX

Table 1  Financial Survey

Table2  Monetary Survey

Table 3  Central Bank Balance Sheet

Table4  Domestic Banks Balance Sheet

Table5  Profit and Loss Accounts Of Banks In The Bahamas
Table6  Money Supply

Table 7 Consumer Installment Credit

Table 8  Selected Average Interest Rates

Table 9  Selected Credit Quality Indicators of Domestic Banks
Table 10 Summary of Bank Liquidity

Table 11 Government Operations and Financing

Table 12 National Debt

Table 13 Public Sector Foreign Currency Debt Operations
Table 14 Balance of Payments Summary

Table 15 External Trade

Table 16 ~Selected Tourism Statistics

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

2. - nil

3p provisional

4. Due to rounding, the sum of separate items may differ from the totals.
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