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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DOMESTIC ECONOMIC DEVELOPMENTS

Indications are that the economy's growth
momentum remained positive, although mild, during the
fourth quarter of 2007, as the improvement in tourism
activity and steady contributions from consumer spending
compensated for the slowdown in construction
investment. However, developments occurred within an
environment of persistent upward pressure on prices
caused by the spike in global commodity prices. In the
fiscal sector, preliminary information placed the budget
deficit slightly lower in comparison to the same quarter of
the previous fiscal year, based on import and stamp duty
related gains in revenue which offset the rise in current
expenditures. The monetary outcome featured a slow-
down in credit growth and an expansion in the monetary
aggregates, which contributed to an improvement in
liquidity conditions and a moderation in the contraction of
external reserves. These conditions also influenced a
softening in the average interest rate spread on bank
loans and deposits; however, there was a modest in-
crease in loan arrears. In the external sector, the reduc-
tion in the estimated external current account deficit was
primarily explained by tourism-led gains in the services
account surplus, reinforced by a decline in net income
outflows. With the sluggishness in foreign investment
inflows, the surplus on the capital account was signifi-
cantly reduced.

Partly reflecting a slowing in credit growth, net free
cash reserves of the banking system rebounded by
27.7% to $190.1 million from a 31.6% contraction in
2006, and accounted for a larger 3.6% share of Baha-
mian dollar deposit liabilities compared to 2.4% last year.
Similarly, the broader surplus liquid assets recovered by
24.0% to $151.9 million from a 61.5% decline, to exceed
the statutory minimum by an elevated 17.7%. Given
these conditions, the weighted average interest rate
spread narrowed marginally by 3 basis points to 6.92%,
as the 12 basis points gain in the weighted average
deposit rate to 3.80%, exceeded the firming in commer-
cial banks’ weighted average loan rate by 9 basis points
to 10.72%. The average Treasury bill rate for 90 day

issues rose by 20 basis points to 2.83%; whereas the
benchmark Central Bank Discount Rate and commercial
banks’ Prime Rate were unchanged at 5.25% and 5.50%,
respectively.

Overall money supply (M3) expanded by 1.7%, sup-
ported mainly by a 9.7% advance in foreign currency
deposits. Buoyed by growth in demand deposits (1.6%)
and currency in active circulation (4.9%), narrow money
(M1) firmed by 2.1%, a turnaround from the marginal
1.0% downturn a year earlier. Slightly higher broad
money (M2) growth of 1.4% was occasioned by gains in
fixed balances (2.3%), which offset the contraction in
savings deposits (2.1%).

The expansion in domestic credit moderated to 2.4%
from 3.3% a year ago, and was primarily explained by
reduced growth in claims on the public sector.
Supported by the repayment of foreign currency liabilities
by the Nassau Airport Development Company, credit to
public corporations contracted by 5.2% ($19.1 million),
following a 7.8% ($28.7 million) expansion in 2006. In
contrast, the incremental growth in net claims on the
Government was slightly higher at $43.2 million, although
at a reduced rate of 5.2%. Credit to the private sector,
which rose at a moderate rate of 2.5%, still represented a
slightly higher actual increment of $151.1 million, com-
pared to the previous year's $148.3 million increase, and
was concentrated in the Bahamian dollar component.

Based on preliminary estimates for the second quar-
ter of FY2007/08, the deficit on Government's
budgetary operations improved by $5.3 million from a
year earlier to $48.5 million. Import and stamp duty
related transactions supported revenue gains of 5.6% to
$315.9 million, which surpassed the 3.3% increase in
total expenditure to $364.4 million. Outlays included
notable increases in payments for the procurement of
goods and services, while both capital spending and
budgetary assistance to public entities were reduced.
Budgetary financing comprised two Registered Stock
issues totaling $66.5 million, a US$20.0 million short-term
credit facility and $0.2 million in external loan drawdowns.
Debt amortization payments were sharply lower by $14.4
million at $3.1 million, of which nearly 90% was in respect



of foreign currency obligations. As a consequent of these
developments, the Direct Charge on Government rose by
3.3% to $2,630.9 million over the previous quarter. With
Government’s contingent liabilities reduced by 2.0%, the
National Debt advanced by $75.1 million (2.5%) to
$3,062.4 million vis-a-vis a $20.0 million (0.7%) contrac-
tion in 2006.

Early estimates suggest a relatively favourable tour-
ism outturn for the quarter, based on improved hotel
revenues and a turnaround in arrivals. Following last
year's 8.2% downturn to 1.10 million, total visitors re-
bounded by 1.6% to 1.12 million, occasioned by a 13.1%
increase in air arrivals which outweighed the 2.7% decline
in sea traffic. By port of entry, visitors to the New Provi-
dence market—which accounted for approximately 54.2%
of all passengers—expanded by 7.4%, recovering from
the previous year's 18.2% reduction. However, growth in
arrivals to the Family Islands slackened to 1.4% from
12.1% a year ago; and Grand Bahama's decline was
appreciably extended to 21.1%.

Preliminary information from the hotel revenue survey
showed revenues strengthening by 21.7% to $82.9
million, partly reflecting the addition of more high-end
rooms to the overall room inventory. The most significant
improvement was noted for New Providence, where
revenues surged by an estimated 27.1%, followed by a
9.3% gain for the Family Islands, which contrasted with a
12.1% weakening for the Grand Bahama market.

Indications are that output in the construction sector
declined during the final quarter of 2007, as mortgage
loan  disbursements  contracted and  foreign
investment activity tapered off. Data collected from
banks, insurance companies and The Bahamas Mort-
gage Corporation revealed that the value of mortgage
disbursements for the fourth quarter decreased by a
combined 9.0% to $133.7 million, with the residential and
commercial components lower by 7.7% at $122.9 million
and by 21.2% at $10.8 million, respectively. Indicative of
future strengthening in the sector, commitments for new
construction and repairs rose by 13.1% to 284, and the
value advanced by 24.8% to $37.1 million.

Inflation for the quarter, as measured by changes in
the average Retail Price Index, firmed to 2.65% from
2.36% in the comparable period last year. Broad-based
gains occurred for all of the categories, with the most

significant increases noted for furniture & household
operation (6.87%), recreation & entertainment services
(4.44%) and transport & communication (4.24%).

On the external side, the estimated current account
deficit narrowed to $269.2 million from $438.2 million in
the fourth quarter of 2006. The outturn benefited from a
more than two-fold hike in the surplus on the services
account to $279.8 million, owing to increased travel
receipts and a contraction in net outflows for insurance,
government and other services. Lower outflows related to
investment income reduced the deficit on the net income
account by 32.5% to $38.9 million; while net current
transfer receipts advanced by 13.4% to $11.9 million. In
contrast, the merchandise trade deficit deteriorated by an
estimated 8.1% to $601.3 million, explained by a rise in
the fuel import bill, which eclipsed the reduction in non-oil
merchandise imports.

The capital and financial account estimated surplus
was more than halved to $207.1 million, as direct invest-
ments—both equity and real estate investments—
contracted by $140.0 million to $146.9 million. Other
investment receipts also decelerated by $95.0 million to
$80.3 million, as domestic banks reduced their net foreign
liabilities by $46.2 million, in contrast to a net inflow of
$30.3 million in the previous year. Reduced inflows were
recorded for other private sector transactions of $27.9
million to $117.8 million, and net inflows to the public
sector increased by $7.8 million to $8.6 million.

FiscAL OPERATIONS I

OVERVIEW

Preliminary data on central government's budgetary
operations for the second quarter of FY2007/08 indicated
a slight improvement in the deficit by $5.3 million to $48.5
million over the same quarter of FY2006/07, as accre-
tions to revenue outpaced the rise in outlays. However,
the deficit for the first six-months of FY2007/08 almost
doubled to an estimated $99.3 million, due mainly to
increased outflows for wages and salaries, interest pay-
ments and subsidies, and coincident with contracted
revenue receipts, associated with a reduction in non-
allocated inflows as well as a timing-related downturn in
non-tax revenue. Total collections to date



represented only 45.5% of the budget target, while ex-
penditures attained the 48.4% mark.

REVENUE

Tax revenue—which represented 91.8% of total re-
ceipts—rose by 12.1% ($31.3 million) to $290.0 million,
compared to the same period of FY2006/07. Taxes on
international trade and transactions expanded by 10.1%
to $169.2 million, reflecting gains in import and related
stamp taxes of $12.8 million and $3.7 million, respec-
tively, while export taxes declined by $1.1 million.

Government Revenue By Source
(Oct - Dec)
FYQ06/07 FY07/08

BSM % BM %
Property Tax 21.9 73 223 7.0
Selective Services Tax 6.0 2.0 7.4 2.3
Busines. & Prof Lic. Fees 3.7 1.2 85 2.7
Motor Vehicle Tax 3.8 13 4.2 13
Departure Tax 174 58 194 6.1
Import Duties 117.9 394 130.7 414
Stamp Tax from Imports 325 109 363 115
Export Tax 3.3 11 2.2 0.7
Stamp Tax from Exports 0.0 - 0.0 -
Other Stamp Tax 441 147 539 171
Other Tax Revenue 15.3 5.1 55 1.8
Fines, Forfeits, etc. 26.7 89 243 7.7
Sales of Govt. Property 0.1 0.0 0.3 0.1
Income 13.7 4.6 13 04
Other Non-Tax Rev. 0.0 - 0.0
Capital Revenue 0.0 - 0.0
Grants - - - -
Less:Refunds 7.2 2.4 0.4 0.1
Total 299.1 100.0 315.9 100.0

Buoyed by increased tax receipts linked to commercial
bank transactions, other stamp taxes expanded by 22.4%
to $53.9 million. Business taxes firmed by $4.8 million to
$8.5 million, as international business companies’ re-
ceipts rebounded by $1.9 million, due to increased annual
subscriptions and registration fees. Selective taxes on
services also grew by 24.3% to $7.4 million, as gaming
receipts more than doubled to $2.7 million. However,
other “non-allocated” taxes contracted by 64.0% to $5.5

million, due in part to decreased revenue from insurance
premiums and undistributed trade-related taxes.

Non-tax revenue declined by 35.8% ($14.5
million) to $26.0 million, reversing the 88.3% gain noted
in the same quarter of FY2006/07. The income compo-
nent contracted significantly by 90.6% to $1.3 million,
reflecting a timing-related delay in the receipt of rental
payments. In addition, revenue from public enterprises
fell by $0.5 million to $0.1 million; receipts from fines,
forfeits and administrative fees were lower by 8.7% at
$24.3 million; while sales of government property in-
creased by $0.2 million to $0.3 million.

EXPENDITURE

Total expenditure for the quarter firmed by 3.3%
($11.5 million) to $364.4 million, paced by a 6.4%
advance in current spending to $318.9 million. However,
capital outlays and net lending to public corporations
were reduced by 5.0% and 33.1%, to $33.5 million and
$12.0 million, respectively.

Growth in current spending included a 14.4% hike in
purchases of goods & services, reflecting timing-related
payments for office rents as well as increased outlays for
environmental health services to $60.3 million, and a
3.3% gain in personal emoluments to $136.0 million or
42% of the total. The 6.4% expansion in transfer pay-
ments to $122.6 million, was mainly on account of a 9.6%
hike in subsidies and other transfers to $86.4 million, as
interest payments were relatively stable at $36.2 million.
Among the main components of the former, subsidies
firmed by 22.7% to $47.8 million, buoyed by an estimated
$9.0 million in increased allocations to health and tertiary
level institutions. Other transfers to households and non-
financial publicent erprises decreased by 5.8% and
17.3%, respectively; while timing-related factors resulted
in transfers to external tertiary institutions rising by $3.1
million to $3.4 million.

By functional classification, strengthened gains were
registered for social benefits and services (42.8% to
$23.7 million), defense (18.0% to $10.3 million), health
(18.5% to $59.7 million) and general public services
(11.1% to $90.1 million), while housing expenditure was
stable at $0.8 million. In contrast, outlays for economic
services decreased by 18.3% to $30.7 million, owing to a
60.8% reduction in payments for transportation services



to $3.9 million. Payments for other community & social
services fell by 20.9% to $2.9 million.

Fiscal Operations
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Capital outlays, which represented 9.2% of total ex-
penditure, were reduced by 5.0% to $33.5 million.
Spending for general public services advanced by 50.4%
to $7.8 million, but was outpaced by declines in outlays
for education (20.4%), health (23.9%), economic services
(10.2%), and public works & water supply services
(9.8%).

FINANCING AND NATIONAL DEBT

Budgetary financing for the second quarter of
FY2007/08 was obtained through the issuance of $66.5
million in Registered Stocks and a $20.0 million domestic
foreign currency credit facility. Debt repayments were
significantly lower at $3.1 million, compared to $17.5
million a year earlier.

As a consequence of these developments, the Direct
Charge on Government increased by $83.6 million (3.3%)
to $2,630.9 million at end-December, outpacing the $15.0
million (0.6%) contraction recorded in the same period of

2006. On a disaggregated basis, Bahamian dollar de-
nominated debt, at 89.0% of the total, was held mainly by
private and institutional investors (31.5%), followed
closely by public corporations (31.2%), commercial banks
(22.3%), the Central Bank (14.9%) and Other Local
Financial Institutions (0.1%). During the quarter, Gov-
ernment’'s contingent liabilities declined by 2.0% to
$431.5 million, bringing the National Debt to $3,062.4
million—for a gain of $74.7 million (2.5%), in contrast to
last year's decline of $21.7 million (0.7%).

PUBLIC SECTOR FOREIGN CURRENCY DEBT

Public sector foreign currency debt rose by 4.7% to
$638.9 million over the review quarter, as new drawings
of $107.2 million exceeded amortization payments of
$78.8 million. Public corporations were responsible for
$348.3 million (54.5%) of the outstanding debt, and
Government the remaining $290.5 million (45.5%).

By creditor profile, the bulk of the outstanding for-
eign currency obligations was held by commercial banks
(50.7%), followed by private capital markets (31.3%) and
multilateral institutions (16.5%). The balance was shared
between bilateral and other creditors. In terms of cur-
rency, approximately 97.9% of the debt was denominated
in US dollars.

Inclusive of the refinancing operations of the Nassau
Airport Development Company, foreign currency debt
servicing increased more than five-fold to $95.3 million,
as public corporations’ amortization payments firmed by
$70.0 million to $84.7 million. In contrast, Government's
debt repayments moderated by $0.8 million to $10.6
million. Debt service as a percentage of exports of goods
and non-factor services, rose significantly by 8 percent-
age points to 11.8%; while the ratio of Government's
foreign currency debt service to total revenue decreased
by 0.5 percentage points to 3.3%.

REAL SECTOR I

TOURISM

Preliminary data suggests a notable improvement in
tourism output during the fourth quarter of 2007
compared to the same period of the previous year, un-



derpinned by robust growth in hotel revenues, and a
recovery in visitor arrivals.

Buoyed mainly by increased arrivals at the start of
the holiday season, total visitors rebounded by 1.6% to
1.12 million, from the 8.2% decline in the comparable
period of 2006. The improvement was solely in the
higher value-added air segment, which accounted for
30.2% of the total, and advanced by 13.1% to 0.34
million, in contrast to last year's 9.6% fall. Following a
7.7% contraction a year ago, sea passengers contracted
by a further 2.7% to 0.78 million.
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By first port of entry, visitors to New Providence re-
covered by 7.4% from last years' 18.2% reduction, as
strengthening in air arrivals offset a downturn in sea
visitors. Growth in travelers to the Family Islands slack-
ened to 1.4% from 12.1% a year earlier, reflecting weak-
ened growth in both air and sea arrivals. Moreover,
visitors to the Grand Bahama market fell by 21.1% versus
a 3.0% decrease in 2006, due to significant declines in
the air and sea components.

Based on the hotel expenditure survey, total room
revenues, increased by 21.7% during the quarter to an
estimated $82.9 million (benefitting from the addition of
hotel rooms to the high-end segment of the market),
Average daily rates were higher by 20.6% at $182.4;
however, hotel occupancy rates fell marginally by 0.3
percentage points to an average 56.0%. Improvements
were noted in Nassau and the Family Islands, where
revenues firmed by 27.1% and 9.3% to $72.5 million and
$3.3 million; respectively, as higher average daily rates
compensated for slight declines in occupancy levels.
However, softening in average rates for Grand Bahama
caused hotel receipts to contract by 12.1% to $7.1
million.

CONSTRUCTION

Indications are that construction output moderated
during the review period, as both domestic and foreign-
investment led activity contracted.

Mortgage Commitments:
New Construction and Repairs
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As evidence of the general weakness in
domestically funded activity, total loan disbursements fell
by 9.0% ($13.2 million) to $133.7 million. For the resi-
dential segment, disbursements for new construction and
repairs decreased by 17.3% and 6.9%, to $73.7 million
and $2.7 million, respectively. Similarly, commercial
disbursements for new construction were reduced by



more than 50% to $4.0 million, while no disbursements
for repairs occurred vis-a-vis $0.2 million a year earlier.

The number of mortgage commitments—an indicator
of future construction activity— for new construction and
repairs to single family dwellings increased by 13.1% to
284 vis-a-vis the corresponding period in 2006. The
commercial component firmed more than three-fold to 45
valued at $5.5 million, with a marginal 0.4% hike in the
residential component to 239 at $31.6 million.

Borrowing costs for residential and commercial mort-
gages were stable at 8.4% and 9.0%, respectively, in
comparison with the same period a year earlier.

PRICES

Higher prices for fuel and food products elevated
consumer price inflation during the review period (as
measured by the average Retail Price Index) to 2.65%
from 2.36% a year earlier. The largest gain was regis-
tered in furniture & household operations (6.9%), followed
by recreation & entertainment services (4.4%), transport
& communication (4.2%), medical care & health (3.9%),
food beverages (3.4%), education (3.0%), and clothing &
footwear (1.4%). Marginal increases were evident for
housing and other goods & services.

Average Retail Price Index
(Annual % Changes)
Dec
2006 2007
ltems Weight Index % Index %
Food & Beverages 138.3 1279 43 1322 34
Clothing & Footwear 58.9 1069 0.9 1083 14
Housing 328.2 1087 1.3 1092 05
Furn. & Household 88.7 1241 17 1326 6.9
Med. Care & Health 44.1 1395 3.0 1449 39
Trans. & Comm. 148.4 1095 0.2 1141 42
Rec., Enter. & Svcs. 48.7 1232 2.7 1286 44
Education 53.1 1717 05 1769 3.0
Other Goods & Svcs. 916 136.1 8.2 1372 08
ALL ITEMS 1000 1206 24 1238 26

A similar pattern was noted for the 12-month
period, as broad-based advances in all of the categories
led to retail prices advancing by 2.5%, up from 1.8% in
2006. Annual average increases ranged from a high of
5.3% for furniture & household operation costs, followed
by descending gains of between 3.8% to 2.3% for recrea-
tion & entertainment services, transport & communica-
tion, food & beverages, medical care & health, other
goods & services, and education. Increases of less than
1.0% were noted for clothing & footwear and housing.

In line with the upward trend in the price of oil on the
international market, the average cost of gasoline and
diesel in New Providence firmed by 1.4% and 13.0%, to
$4.50 per gallon and $4.00 per gallon, respectively,
during the review quarter.

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Moderated credit growth, combined with gains in the
monetary aggregates, supported an improvement in
liquidity during the fourth quarter, and a corresponding
narrowing in the weighted average interest rate spread.
In this context, banks reduced their net foreign liabilities,
and the decline in external reserves was lessened.

Information on banks’ earnings for the third
quarter of 2007, the latest available period, revealed
continued strengthening in profitability, as gains in reve-
nue outstripped accretions to costs. However, asset
quality indicators highlighted some deterioration in credit
conditions, due mainly to increased mortgage arrears.

LiQuiDITY

Net free cash reserves of the banking system ex-
panded by $41.3 million (27.7%) to $190.1 million, in
contrast to the previous year's $54.1 million (31.6%)
contraction to $117.2 million. As a result, banks’ free cash
balances represented an increased 3.6% of Bahamian
dollar deposits, up from 2.4% in the comparative period
last year. The broader surplus liquid assets
advanced by $29.4 million (24.0%) to $151.9 million,
reversing the 61.5% decline which occurred in 2006 when
commercial banks reduced their holdings of Treasury
bills. Likewise, balances exceeded the statutory minimum



by an elevated 17.7% vis-a-vis 7.9% at end-December

2006.

250.0

200.0

150.0

100.0

0.0

Liquidity
(BSM)

il

QIV-06

QI-07 QII-07

QIII-07

B EXxcess Res.

Lig. Assets

QIV-07

DEPOSITS AND MONEY

Growth in the overall money supply (M3) advanced to
1.7% from 1.3% in 2006. Led by a 4.9% increase in
currency in active circulation, narrow money (M1) re-
bounded by 2.1% from the previous year's 1.0% contrac-
tion. Demand deposits also firmed by 1.6%, as accre-
tions to private sector deposits outpaced declines in pubic
sector balances.

Broad money (M2) expansion, at a slightly higher
1.4%, included sustained growth in fixed deposits of
2.3%, which was supported by relatively higher interest
rates, and a 2.1% contraction in savings deposits.
Reflecting a build-up in business balances, residents’
foreign currency deposits strengthened by 9.7%, for a
gain of 5.8 percentage points. As a result, overall money
(M3) increased by $94.5 million (1.7%) to an end-
December stock of $5,637.2 million, exceeding the year-
earlier advance of $66.5 million (1.3%).

Bahamian dollar fixed deposits comprised the major
share of the money stock (55.8%), followed by demand
(19.1%) and savings deposits (17.6%). Smaller shares

accounted were for by currency in active circulation
(4.0%) and residents’ foreign currency deposits (3.5%).

DoMESTIC CREDIT

The expansion in domestic credit moderated to
$175.2 million (2.4%) from $217.9 million (3.3%) a year
earlier, reflecting reduced growth in both private and
public sector credit. Accretions to the more dominant
Bahamian dollar component were relatively stable at
3.0% ($194.0 million), while net repayments by public
entities resulted in a reduction in foreign currency credit
by 2.5% ($18.8 million), in contrast to growth of 5.4%
($41.6 million) in the comparable period of 2006.

Accretions to net credit to the public sector slack-
ened to $24.1 million (2.0%) from $69.6 million (6.9%) in
the same period of 2006, primarily explained by the
repayment of foreign currency loans by the Nassau
Airport Development Company which resulted in a con-
traction in banking sector claims on the public corpora-
tions by 5.2% ($19.1 million), in contrast to the year-
earlier expansion of 7.8% ($28.7 million). The increase in
net credit to Government was also lower at 5.2% ($43.2
million) compared to 6.4% ($40.9 million) a year ago.

Changes in Credit
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The quarterly accretion to private sector credit, at
$151.1 million (2.5%), was relatively maintained vis-a-vis
last year's $148.3 million (2.7%) in 2006. Growth in
Bahamian dollar claims advanced to $166.3 million from
$151.7 million, while the net repayment on the foreign
currency portion rose sharply by $15.2 million (3.0%)
compared to $3.3 million (0.7%) in 2006.

In terms of the major components of private
sector credit, personal loans—which comprised 74.6% of
the total—rose by $155.2 million (3.5%), slightly lower
than 2006's $159.5 million (4.1%) gain. Consumer credit
expanded at a less vigorous $47.7 million (2.3%) relative
to $74.9 million (4.1%), with more stable growth for
residential mortgages of $69.2 million (3.1%)—although
below last year's $74.3 million (3.8%). Personal overdraft
balances were reduced by $7.0 million (8.0%), following
an upturn of $5.0 million (6.9%) in 2006.

Distribution of Bank Credit By Sector
End-December
2006 2007

B$SM. % B$M %
Agriculture 11.3 0.2 11.2 0.2
Fisheries 13.3 0.2 10.7 0.2
Mining & Quarry 11.2 0.2 7.1 0.1
Manufacturing 51.7 0.9 52.5 0.8
Distribution 217.0 3.6 195.4 3.0
Tourism 253.7 4.2 244.8 3.7
Enter. & Catering 59.3 1.0 47.0 0.7
Transport 22.9 0.4 24.8 0.4
Public Corps. 268.1 4.4 243.9 3.7
Construction 412.3 6.8 460.2 7.0
Government 156.3 2.6 120.3 1.8
Private Financial 27.8 0.5 27.2 0.4
Prof. & Other Ser. 156.4 2.6 149.6 2.3
Personal 4,078.0 67.2 46180 705
Miscellaneous 332.3 5.5 340.2 5.2
TOTAL 6,071.3 100.0 6,553.0 100.0

Broad-based expansions were registered across the
various categories of consumer credit, led by double-digit
hikes for other “miscellaneous” credit ($22.9 million) and
credit cards ($13.9 million)—which accounted for a
combined 77% of the overall gain. Increased claims for

private cars ($6.7 million), land purchases ($5.3 million),
furnishings & domestic appliances ($1.3 million), home
improvements ($1.0 million), travel ($0.6 million) and
medical ($0.3 million), contrasted with net repayments for
education ($3.4 million), debt consolidated ($0.6 million)
and taxis & rented cars ($0.2 million).

Among the remaining private sector credit
categories, net growth in bank lending was noted for
miscellaneous purposes ($15.0 million), construction
($4.0 million), agriculture ($1.0 million) and private finan-
cial institutions ($0.9 million). Categories recording net
repayments included tourism ($12.3 million), distribution
($5.9 million), fisheries ($4.7 million), entertainment &
catering ($2.3 million), transport ($2.3 million), mining &
quarrying ($1.2 million), professional & other services
($1.0 million) and manufacturing ($0.1 million).

THE CENTRAL BANK

The Central Bank's net claims on Government ex-
panded by $53.6 million (19.2%) to $332.3 million, up
from $0.2 million (0.1%) a year ago, and reflected
increased holdings of Government bonds and Treasury
bills. On the contrary, net deposit liabilities to the rest of
the public sector contracted by 69.3% ($6.6 million) at
end-December, as surplus balances were invested in
long-term Government debt.

Reflecting the receipt of proceeds from Government’s
US$20.0 million short-term credit facility and a slowdown
in domestic credit growth, the contraction in external
reserves was curtailed to $10.5 million (2.3%) from $43.0
million (7.9%) in 2006. At end-December, external re-
serves stood $45.6 million lower from the previous year at
$454.2 million.

In foreign currency transactions, the more than three-
fold reduction in Central Bank’s net sale to $15.01 million,
was explained by the combined effects of an 8.9% hike in
foreign currency purchases to $163.3million, and a 9.9%
reduction in total sales to $178.4 million. Underlying this
improved position, a net of $28.4 million was purchased
from commercial banks, in contrast to a net sale of $46.8
million in 2006; and foreign currency borrowings boosted
the net purchase from Government more than fourfold to
$42.6 million. In contrast, increased public corporation
payments, mainly for fuel, elevated the net sale to other



customers to $86.0 million from $11.0 million in the
corresponding 2006 quarter.
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The end-December stock of external reserves was
equivalent to an estimated 11.4 weeks of non-oil mer-
chandise imports, compared to 14.0 weeks in the previ-
ous year. When adjusted for the statutory required 50%
of the Bank's Bahamian dollar liabilities, which has to be
supported by the external balances, “useable” reserves
stood at $104.5 million, almost 50% below the $201.5
million registered last year.

DOMESTIC BANKS

Domestic banks’ deposit liabilities to the private sec-
tor rose by $86.8 million (1.8%) in the review quarter,
although trailing the $151.1 million (2.5%) advance in
credit. As decreases in short-term advances outpaced
the fall in deposits, banks’ net claims on the Government
were reduced by $10.4 million (1.9%); while net liabilities
to the rest of the public sector firmed by $18.7 million
(5.2%), based on a contraction in foreign currency credit.
The seasonal increase in notes and coins in circulation
boosted net claims on the Central Bank by $38.2 million
(9.3%). Banks' accumulation of capital and surplus re-
sources, associated with profits and retained earnings,

grew by $53.2 million, while their net foreign liabilities
declined by $46.1 million (6.5%).

Domestic banks aggregate deposit liabilities, includ-
ing Government's balances, totaled $5,508.2 million, with
the majority (96.3%) denominated in Bahamian dollars.
In terms of the major depositors, private individuals
accounted for the highest share (58.6%), followed by
business firms (24.2%), the public sector (9.7%), other
depositors (4.5%) and private financial institutions (3.0%).
By category, the largest proportion was held in fixed
deposit accounts (60.2%), followed by demand (21.1%)
and savings (18.7%) balances.

A breakdown of Bahamian dollar deposits by range of
value and number of accounts indicated that balances up
to $10,000 comprised only 7.7% of the total value, but a
dominant 90.3% of the contracts. Deposits with balances
between $10,000 and $50,000 represented 12.9% of
aggregate value and 6.7% of total accounts. In contrast,
balances exceeding $50,000 constituted 79.4% of the
total value and comprised 3.0% of the accounts.

Loan Arrears & Non-Performing Balances
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Adjusted for goodwill, banks’ Bahamian dollar capital
and surplus position expanded at a quarterly pace of
6.5% to $1,507.4 million, relative to 4.7% in 2006. Profits
and retained earnings represented an elevated 56.8% of
capital and surplus resources, compared to 50.7% a year
earlier, as general and specific reserves against loan
losses narrowed to 8.7% from 10.4% of the total a year



earlier. Total reserves and provisions, as a percentage of
the private sector's loan portfolio, narrowed to 2.3% at
end-December from 2.7% in 2006.

Asset quality indicators for the fourth quarter of 2007
highlighted some deterioration in credit conditions. The
total arrears rate for loans with payments of 30 days or
more past due firmed, on a quarterly and annual basis, by
0.7 and 1.8 percentage points to 9.4% of all outstanding
private balances. In terms of the major components, the
arrears rate on mortgages strengthened progressively to
10.4% of outstanding loans, from 8.9% at end-September
and 7.2% for the same quarter a year earlier. Commercial
loan delinquency rates, however, moderated by 1.3
percentage points to 9.2%, although exceeding the 8.1%
recorded a year earlier. The arrears rate for consumer
loans deteriorated by 0.5 percentage points on a quar-
terly basis and by 0.3 percentage points on an annual
basis, to 8.3% of outstanding private balances.

Non-performing loans—those in arrears for over 90
days—firmed slightly to 4.5% of outstanding bank claims
from 4.3% at end-September and 4.2% at end-
December, 2006. As a result, banks increased their loan
loss provisions by $5.1 million to $120.6 million or 2.2%
of total loans—up from 2.1% in the previous quarter,
although below the 2.3% recorded at end-December
2006. In line with the hike in non-performing loans, the
ratio of provisions to total non-performing loans de-
creased to 48.0% from 48.7% in the previous quarter and
54.7% a year-earlier.

BANK PROFITABILITY

During the third quarter of 2007, the latest period for
which data are available, banks’ net income grew by an
estimated $5.6 million (7.8%) to $76.7 million relative to
the same period in 2006. This development partly re-
flected an 8.8% rise in the interest margin to $114.0
million, as higher loan interest rates and increased credit
levels supported a 15.2% advance in interest income.
With  commission and foreign exchange income
strengthening by 64.5% to $10.9 million, the gross earn-
ings margin firmed by 12.1% to $124.9 million.
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Domestic Banks' Profitability
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However, the net earnings margin expanded by a re-
duced 9.6% to $61.1 million, as total operating costs rose
by 14.6% to $63.8 million, inclusive of a firming in staff
(2.0%) and other operating expenses (56.7%). In addi-
tion, earnings from other sources, net of depreciation and
bad debt expenses, grew by 1.4% to $15.6 million.

An analysis of the profitability ratios relative to the
average level of domestic assets showed the net interest
margin ratio narrowing by 2 basis points over the
corresponding period a year earlier to 5.47%. In contrast,
the ratio for commission and foreign exchange income,
as well as for the gross earnings margin, firmed by 17
and 15 basis points, to 0.52% and 5.99%, respectively.
The operating cost ratio also rose by 14 basis points to
3.06%. After netting out depreciation and bad debt
expenses, the corresponding ratio for other net sources
of income receded by 6 basis points to 0.75%. Within this
context, the net income ratio (return on assets) softened
by 5 basis points to 3.68%.



INTEREST RATES

Commercial banks’ average interest rate spread on
loans and deposits narrowed by 3 basis points to 6.92
percentage points over the previous three-month period,
as the accretion to the weighted average deposit rate, of
12 basis points to 3.80%, surpassed the 9 basis points
gain in the weighted average loan rate to 10.72%.

On the deposit side, the average savings rate wid-
ened by 24 basis points to 2.24%, while more competitive
conditions led to the interest rate on fixed maturities
fluctuating within a higher band of 3.58% - 4.71%
vis-a-vis 3.52% - 4.48% in the previous quarter. Con-
versely, the average rate offered on demand deposits fell
by 94 basis points to 1.41%.

Banking Sector Interest Rates
Period Average (%)
Qtr. IV Qtr. il Qtr. IV
2006 2007 2007
Deposit rates
Demand Deposits 2.16 2.35 141
Savings Deposits 2.14 2.00 2.24
Fixed Deposits
Up to 3 months 3.25 352 3.58
Up to 6 months 3.83 3.85 3.98
Up to 12 months 4.10 4.12 4.47
Over 12 months 4.32 448 471
Weighted Avg Deposit Rate 3.49 3.68 3.80
Lending rates
Residential mortgages 7.78 8.28 8.29
Commercial mortgages 8.65 8.93 9.23
Consumer loans 11.75 12.76 13.05
Other Local Loans 7.64 8.06 7.97
Overdrafts 10.23 11.04 10.87
Weighted Avg Loan Rate 9.79 10.63 10.72

With regard to lending, the average residential mort-
gage rate firmed marginally by 1 basis point to 8.29%,
while commercial mortgage and consumer loan rates
posted gains of nearly 30 basis points each, to 9.23%
and 13.05%, respectively. In contrast, the average rate
on “other” local loans, and the overdraft rate moved lower
by 9 basis points to 7.97% and by 17 basis points to
10.87%, respectively.

11

The average 90-day Treasury bill rate advanced to
2.83% from 2.63% in 2006. Meanwhile, the key interest
rates—the Central Bank’s Discount Rate and
Commercial Banks' Prime—were unchanged at 5.25%
and 5.50%, respectively.

CAPITAL MARKETS DEVELOPMENTS

During the review quarter, the Bahamas International
Securities Exchange (BISX) All Share Price Index rose by
8.2% to 2,066.75 points, extending the third quarter's
5.2% gain. However, activity moderated when compared
to the previous period, as the total volume and value of
shares traded declined by 19.3% to 0.8 million and 36.7%
to $5.7 million, respectively. With average share prices
relatively unchanged, market capitalization on BISX
stabilized at $3.9 billion.

The Fidelity Capital Market Limited’s broader Findex
weighted share price index, which included equities
traded over-the-counter, appreciated by 9.8% to close the
year at 938.30 points. On the fixed income side, there
were two new Bahamas Government Registered Stock
issues aggregating $66.5 million.

INTERNATIONAL TRADE AND PAYMENTS

The current account deficit narrowed by an estimated
$168.9 million to $269.2 million in the fourth quarter of
2007, as gains in tourism, combined with lower foreign
investment outward payments supported an expansion in
the services account surplus, which outpaced the deterio-
ration in the estimated merchandise trade deficit. In
contrast, a significant slowdown in direct and other “mis-
cellaneous” investment inflows, led to a sharp contraction
in the surplus on the capital and financial account.

The merchandise account deficit widened during the
quarter by an estimated $45.3 million (8.1%) to $601.3
million, reinforced by a $35.1 million (5.2%) increase in
the import bill, which negated the $19.8 million (11.6%)
improvement in export receipts. Buoyed by higher inter-
national crude oil prices and an increase in import quanti-
ties, the fuel import bill expanded by $92.5 million
(67.9%) to $228.8 million. All categories of fuel product



imports registered gains; propane gas rose by 44.6% to
$77.63; motor gas, by 14.1% to $89.83; jet fuel, by 38.6%
to $109.97; bunker ‘C” fuel by three-fold, to $68.26; and
gas oil prices, by 39.8% to $101.52. In contrast, non-oil
merchandise imports fell by an estimated $47.3 million
(11.3%).

The surplus on the services account more than dou-
bled to $279.8 million vis-a-vis the $156.7 million (56.7%)
decline to $115.7 million in 2006. The outturn was attrib-
uted primarily to a $58.6 milion (17.7%)
improvement in estimated net travel receipts to $389.3
million. In line with the moderation in foreign investment-
related construction activity, net outflows for construction
services fell by $39.1 million (59.2%) to $27.0 million;
while other “miscellaneous” service outflows contracted
by $33.0 million (40.6%) to $48.4 million. Other positive
contributions to the overall service account expansion
were associated with reduced net outflows for Govern-
ment by $28.9 million, and insurance by $8.8 million
services.
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The deficit on the income account contracted by
$18.8 million (32.5%) to $38.9 million, due to a $26.9

12

million reduction in net investment income outflows to
$14.6 million. Among the main categories, other private
factor payments fell by $26.1 million to $11.7 million, as
commercial bank transactions reversed to a net receipt of
$23.6 million, from a net remittance of $8.7 million a year
earlier. However, net outflows by other non-bank entities
rose by $6.2 million to $35.3 million. Occasioned by a
decrease in Government's net interest payments by $0.8
million to $7.8 million, net outflows from official
transactions moderated by an equivalent amount to $2.9
million. In contrast, net labour income remittances
broadened by $8.1 million to $24.4 million.

Net current transfers expanded modestly by $1.4 mil-
lion to $11.9 million, which included an increase in inflows
to the Government of $3.2 million to $14.7 million, to
offset the $1.8 million rise in outflows for workers’ remit-
tances.

The surplus on the capital and financial account re-
ceded by $241.3 million to $207.1 million. This outturn
was led by an almost 50% contraction in direct invest-
ment inflows to $146.9 million, owing to reductions in
equity investments and real-estate purchases, by $122.6
million and $17.4 million, respectively. Other “miscella-
neous” inflows declined by $95.0 million to $80.3 million,
as domestic banks reduced their foreign liabilities by
$46.2 million compared to a net inflow of $30.3 million a
year earlier. In addition, net inflows to other private sector
entities fell by $27.9 million to $117.8 million, while net
public sector inflows increased by $7.8 million to $8.6
million. As domestic entities utilized funds to invest in
foreign equities, portfolio investment outflows advanced
to $4.1 million from a negligible inflow last year.
Similarly, capital account outflows rose by $2.3 million to
$16.0 million, buoyed by higher net migrant transfer
outflows.

As a result of these developments and after
adjusting for possible errors and omissions, the overall
balance—which corresponds to the change in the Central
Bank’s reserves—contracted to a reduced $10.9 million
vis-a-vis $32.0 million a year earlier.



INTERNATIONAL ECONOMIC DEVELOPMENTS

Economic growth slowed in most major economies
during the fourth quarter of 2007, as the United States
housing crisis deepened and widened to include other
key sectors of the economy. Nonetheless, the Asian
economies of Japan and China were able to maintain
their growth momentum, powered by robust expansions
in exports. With the exception of the United States,
unemployment conditions improved in all major econo-
mies, while higher oil prices contributed to
accelerated inflation rates and deteriorations in several
countries’ trade balances. Faced with severe tightening
in the global credit market, five central banks acted
collectively to inject more than $100 billion in liquidity into
their financial markets. Amid heightened uncertainty in
the world economy, global equity indexes fell, and the
United States dollar slumped to a ten-year low against
several major currencies.

Impeded by deteriorating financial market conditions
and an intensified housing market correction, the annual
growth rate of real GDP in the United States decelerated
to 0.6% in the fourth quarter, down from 2.1% a year
earlier and 4.9% in the previous three-month period. The
outturn reflected a decline in inventory investment and
moderated growth in net exports, personal consumption
expenditure and federal government spending. Prelimi-
nary estimates indicated that real output growth for the
United Kingdom stood lower at 0.6%, relative to 0.7% last
quarter, based on weakening in retail sales, computing
and financial intermediation. Decreased production in the
industrial, service and retail sales sectors led the down-
turn in economic activity in the euro area, from an annual-
ized rise in GDP of 3.2% last year to 2.3% in the current
period. Robust export growth and strengthened foreign
direct investment activity, reinforced the improvement in
real GDP growth in China, to an annualized 11.4%, up
0.4 percentage points from the previous year's expan-
sion. Annualized real GDP in Japan advanced to 3.7%
from 1.3% in the third quarter, occasioned by strong
gains in exports and non-residential investment.

Employment conditions in the United States
deteriorated during the review quarter, especially in the
construction and manufacturing sectors, causing the
average jobless rate to firm to 4.8% from 4.7% in the

13

previous period and 4.5% a year ago. Steady economic
growth in the United Kingdom supported a 0.2
percentage point fall in the unemployment rate to 5.2%,
while sound economic fundamentals and positive growth
trends in Germany and France underpinned the decline in
the euro zone’s unemployment rate to 7.2% in December,
a level not seen for 25 years. The unemployment rate in
China was 4.0% at end-2007, 0.1 percentage points
lower than the previous year. Similarly, the average
jobless rate in Japan improved by 0.2 percentage points
from the fourth quarter of 2006 to 3.8%, reflecting favor-
able business conditions and a high ratio of job offers to
applicants.

Heightened oil and food prices continued to drive in-
flationary pressures worldwide. In the United States,
increases in energy and food costs as well as transporta-
tion and medical expenses contributed to a firming in
average consumer price inflation to 4.1% for the year, up
from 2.5% in 2006. Despite elevated food, clothing and
energy prices, inflation in the United Kingdom moved
lower to 2.1%, from the previous year's rate of 3.0%, due
mainly to utility expenses. In contrast, higher food,
transportation and education costs in the euro area
intensified the upturn in average prices by 1.2 percentage
points on a year-on-year basis to 3.1%. Amid modest
increases in the price of imported raw materials,
Japanese inflation firmed by 0.5 percentage points to
0.7% in December, and strong consumer demand rein-
forced a 6.6% surge in average prices in China, up
sharply from last year's 1.9% expansion.

Exchange rate developments over the fourth quarter
of 2007 were characterized by further weakening of the
US dollar against most major currencies, resulting from
the combination of continued narrowing of interest rate
spreads between the US and other major economies and
the deterioration in that country’s economic and financial
market outlook. The dollar depreciated by 2.62% versus
the Swiss Franc to CHF1.1335, and by 2.21% vis-a-vis
the Euro to €0.6854. In contrast, amid concerns over
economic conditions in the United Kingdom, the dollar
moved higher against the Pound Sterling on a quarterly
basis, by 3.15% to £0.5038. Against major Asian curren-
cies, the dollar depreciated by 2.69% relative to the Yen
to ¥111.71; and by 2.78% against the Chinese Yuan to
7.2971.



Despite a few short-lived rallies, following increased
monetary accommodation by several central banks,
global equity markets fell during the review quarter.
Reflecting investors’ concern that the ongoing US hous-
ing and credit crises would continue to spread to other
areas of the economy, the Dow Jones Industrial Average
(DJIA) and the Standard and Poor’s 500 Index (S&P 500)
recorded quarterly losses of 4.54% and 3.82%, to close
at 13,264.8 points and 1,468.36 points, respectively.
These negative developments in US equity markets were
in contrast to those noted in the last quarter of the previ-
ous year, when the DJIA and S&P 500 improved by 6.7%
and 6.2%, respectively. Similarly, the majority of the
European markets contracted, as the UK's FTSE 100
registered a decline of less than 1% to 6,456.90 points;
while France’s CAC 40 fell modestly by 1.78% to
5,614.08 points. In contrast, Germany’s DAX appreciated
by 2.62% to a high of 8,067.32 points. In Asia, Japan’'s
NIKKEI 225 and China’s Shanghai Composite Index
moved lower by 8.80% and 5.24% to 15,307.78 points
and 5,261.56 points, respectively.

In commodity markets, crude oil prices surged by
20.4% to $94.92 per barrel, in contrast to the 2.8% con-
traction a year earlier. The price increase was the largest
for the year and reflected a number of factors, including
declines in oil inventories, persistent strengthening in oil
demand from emerging market economies and continued
depreciation of the US dollar. In light of concerns over
the uncertainty in global financial markets, investors
increased their holdings of “safe” assets. Consequently,
the price of gold rallied by 12.15% to $833.92 per troy
ounce, while silver prices firmed by 7.48% to $14.80 per
troy ounce.

During the review quarter, the Federal Reserve, the
Bank of England, the Bank of Canada, the Swiss National
Bank and the European Central Bank, in a coordinated
action, auctioned more than $100 billion in short-term
loans in their respective countries to ease tight liquidity
conditions in the global credit markets. Amid the deepen-
ing housing and credit crisis, the Federal Reserve re-
duced the federal funds rate on two separate occasions
during the quarter, by a combined 50 basis points to
4.25%, and lowered the discount rate by 25 basis points
to 4.75%. Complementing actions taken by the Federal
Reserve, the US Government initiated a plan to freeze
interest rates on certain sub-prime mortgages to provide

14

direct assistance to borrowers. Despite inflation rising to
above the Bank of England’s target rate, concerns over
the outlook for economic growth prompted the central
bank to decrease its bank rate by 25 basis points to
5.5%. The European Central Bank maintained its neutral
monetary policy stance, as inflation remained higher than
the Bank's target rate; and in light of modest economic
growth and relatively benign inflation, the Bank of Japan
decided to leave its key overnight call rate unchanged at
0.5%. In contrast, the People’s Bank of China sustained
its monetary policy tightening posture, in an effort to
contain credit-driven inflationary pressures—boosting the
banks’ reserve requirement ratio by 2.0 percentage points
to 14.5%. It also increased the benchmark deposit and
lending rates, by 0.27 and 0.18 percentage points, to
4.14% and 7.47%, respectively.

In external sector developments, weaker export per-
formance combined with the higher fuel costs impacted
the trade balances of major economies over the fourth
quarter. In the United States, the ongoing decline of the
US dollar fuelled a steady increase in exports. However,
export gains were offset by stronger import growth,
resulting in an expansion in the trade deficit, on a quar-
terly basis, by 3.4% to $179.9 billion, in contrast to a
decrease of 11.2% a year earlier.

A sharp decline in exports from the euro zone in De-
cember contributed to a narrowing of the external trade
surplus, by 60.7% to €4.2 billion. Similarly, within the
United Kingdom, the strength of the pound contributed to
a contraction in exports of services and resulted in the
goods and services deficit increasing by £0.3 billion to
£14.2 billion over the review period—although below the
£0.8 billion deterioration during the corresponding period
of last year. Japan’s quarterly goods and services sur-
plus worsened by ¥1.6 trillion to ¥25.9 trillion, significantly
shrinking the current account surplus by 16.8% over the
quarter. Despite oil-related increases in the import hill,
growth in export receipts resulted in China’s trade surplus
rising by $3.3 billion to $76.5 billion, although down from
a $19.2 billion expansion to $67.7 billion last year.



STATISTICAL APPENDIX
(Tables 1-16)
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STATISTICAL APPENDIX

TABLE 1 FINANCIAL SURVEY

TABLE 2 MONETARY SURVEY

TABLE 3 CENTRAL BANK BALANCE SHEET

TABLE 4 DOMESTIC BANKS BALANCE SHEET

TABLE 5 PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS
TABLE 6 MONEY SUPPLY

TABLE 7 CONSUMER INSTALMENT 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

3 p provisional

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