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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DOMESTIC ECONOMIC DEVELOPMENTS

Preliminary evidence suggests that economic ac-
tivity remained positive during the fourth quarter, buoyed
by steady growth in construction output and domestic
demand, which offset weakness in the tourism sector.
Fiscal operations were characterized by a slight expan-
sion in the overall deficit, as expenditure gains out-
stripped moderate accretions to revenues. Develop-
ments in the monetary sector featured continued tighten-
ing in liquidity conditions, with commercial banks redis-
counting holdings of short-term Government debt to boost
cash reserves. In this context, credit growth moderated
and, alongside the receipt of public sector foreign cur-
rency borrowing proceeds, occasioned a more tempered
decline in external reserves. Meanwhile, the current
account deficit deteriorated as elevated outflows associ-
ated with tourism-related construction services offset the
improvement in the visible trade deficit. However, this
position was substantially funded by a surge in direct and
other-related investment inflows, which resulted in a four-
fold increase in the surplus on the capital and financial
account. Sustained credit expansion throughout the year
lowered banks’ net free cash balances in the fourth
quarter by $54.1 million (31.6%) to $117.2 million, and to
a reduced 2.4% share of total Bahamian dollar deposits
from 4.2%. Likewise, the broader surplus liquid assets
contracted by 61.5% to $63.1 million, shaving the excess
over the statutory minimum to 7.9% from 19.1% in 2005.

Amid the moderation in credit growth and the
public sector’s foreign currency borrowing proceeds,
external reserves contracted by a lesser $43.0 million
(7.9%) to $499.7 million.

Movements in banks’ average interest rates re-
flected increased competition in the deposit and loan
markets as liquidity tightened.  Consequently, the
weighted average loan-to-deposit spread weakened by
34 basis points to 6.28 percentage points, as the average
loan rate contracted by 14 basis points to 9.79%, and
deposit rates firmed by 20 basis points to 3.51%. The
average 90-day Treasury bill rate trended higher to

1.74% from 0.17% in the corresponding period last year,
whereas benchmark interest rates—Central Bank’s
Discount Rate and the commercial banks’ Prime Rate—
were unchanged at 5.25% and 5.50%, respectively.

Monetary growth (M3) slackened to 1.3% from
3.4% in the corresponding quarter of 2005, placing the
overall stock at $5.15 billion. Accretions were recorded
for local currency fixed and savings balances, of 2.2%
and 1.3%, respectively; whereas demand deposits fell by
1.5%. Currency in active circulation grew by 1.6% and
residents’ foreign currency deposits strengthened by
3.9%.

Domestic credit growth abated to $217.9 million
(3.3%) from the previous year's $275.3 million (4.9%).
Underlying this, the expansion in the dominant Bahamian
dollar component was reduced to 3.1% from 5.2% in
2005, while foreign currency credit increased by 5.4%.
Private sector credit strengthened further by $148.3
million (2.7%), following a $205.7 million (4.3%) rise in
2005, with gains registered for residential mortgages
(3.8%), consumer credit (4.1%), and personal overdrafts
(6.9%). Buoyed mainly by a foreign currency bond issu-
ance, claims on the public corporations advanced more
strongly by 7.8%, while the increase in net credit to
Government slackened to 6.4% from 11.7% in 2005.

During the second quarter of FY2006/07, fiscal
operations turned in a slight deterioration in the overall
balance, as total outlays rose by 8.8% to $352.7 million,
reflecting a 49.6% surge in capital expenditure and a
4.6% increase in current payments; while net lending to
public corporations widened by 26.1% to $18.0 million. In
contrast, total revenues strengthened by 9.4% to $299.1
million, reflecting a 3.1% advance in tax receipts and a
near doubling in non-tax revenues to $40.4 million.
Budgetary financing was predominantly sourced from
commercial banks in the form of $83.0 million in short-
term advances. Debt repayments totaled $17.5 million,
the bulk of which was used to reduce outstanding Baha-
mian dollar obligations. Consequently, the Direct Charge
on Government fell by 0.6% ($15.0 million) to $2,381.7
million over the previous quarter. The Government's
contingent liabilities contracted by 0.8% to $499.1 million;



and the National Debt was 0.7% lower at $2,880.7 mil-
lion.

In the tourism sector, visitor arrivals for the first
ten months of the year weakened by 4.7% to 3.9 million,
extending the 2.3% decline recorded during the corre-
sponding period of 2005. In particular, sea visitors, the
largest segment of the market, fell by 7.0% to 2.7 million,
as increased competition from extra-regional destinations
contributed to a comparable decline in cruise arrivals. In
contrast, air traffic rose marginally by 0.5% to 1.3 million
passengers. By port of entry, total arrivals to the New
Providence market—which accounted for approximately
58.4% of the visitors—contracted by 6.7%. A similar
pattern was observed in both Grand Bahama and the
Family Islands, where total visitor arrivals fell by 1.2%
and 1.8%, respectively. Data from the hotel sector for the
fourth quarter, showed that hotel room revenues declined
by 1.6% to $68.2 million, in contrast to a 17.4% boost in
2005. This was primarily explained by a 5.7% contraction
in average occupancy rates, which overshadowed the
9.1% firming in average nightly room rates.

Construction sector activity continued to be
buoyed by strong levels of commercial and residential
investments. The total value of mortgage disbursements
for the period grew by 7.5% to $146.9 million, with 90.7%
attributed to residential developments. Consequently, the
total value of outstanding mortgages increased by 16.0%
to $2,503.9 million; with a 15.9% rise in the residential
component to $2,288.6 million and a 16.8% increase for
commercial to $215.3 million. Commitments for new
construction and repairs—a more forward looking indica-
tor of activity—fell by 51.7% to $29.7 million, with residen-
tial commitments accounting for roughly 91.4% of the
total. In terms of mortgage financing, the latest combined
data for all three major lenders, showed modest changes
in average interest rates for residential and commercial
mortgages, to 8.4%, and 9.0%, respectively.

Inflation for the quarter, as measured by changes
in the Retail Price Index, firmed to 2.36% from 1.36% in
the comparable period of 2005. Cost increases were
noted for all categories, particularly “other goods and
services”, food and beverages, medical care and health,
recreation & entertainment services, furniture and house-
hold operations and clothing and footwear. Lesser accre-
tions were recorded for housing, transportation and
communication, and education.

In the external sector, the estimated current ac-
count deficit expanded by $157.9 million to $443.3 million,
primarily on account of a marked reduction in the services
account surplus, which dampened improvements in the
merchandise trade deficit. Net service account inflows
contracted by 70.3% to $65.9 million, owing to a three-
fold hike in payments for construction services related to
various foreign investment projects, which outstripped the
moderate gain in travel receipts. Net current transfer
inflows firmed by $2.5 million to $11.3 million. In contrast,
a downturn in imports combined with firming in exports,
resulted in the merchandise deficit narrowing by 3.8% to
$462.9 million. Moreover, net income outflows expanded,
owing to a doubling in net repatriation of investment
income, and notable growth in profit remittances among
banks and other private sector companies.

The estimated surplus on the capital and financial
account surged to $415.4 million from $133.9 million in
the corresponding quarter of 2005. This outturn reflected
higher tourism-related direct investment inflows, which
increased by $155.9 million to $273.2 million, as equity
inflows expanded to $173.7 million. Added to this were
expansions in net loan receipts for private investment
($112.5 million), and net inflows of domestic banks' short-
term financing ($13.4 million) to $125.1 million and $30.3
million, respectively.

FISCAL OPERATIONS I

OVERVIEW

Preliminary estimates of Government's budgetary
operations for the second quarter of FY2006/07 showed a
marginal increase in the overall deficit to $53.6 million
from $50.7 million in the corresponding period of
FY2005/06. This outturn reflected the 8.8% ($28.6
million) growth in expenditures to $352.7 million, which
overshadowed an expansion in revenue receipts by 9.4%
($25.7 million) to $299.1 million. Conversely, for the first
six months of FY2006/07, the budget deficit contracted by
29.6% to $50.0 million—reinforced by a 14.8% improve-
ment in revenues vis-a-vis a 9.7% rise in outlays. Reve-
nue collections for the six-month period, represented
46.8% of the budgeted target and expenditures 46.2%.



REVENUE

During the quarter, tax collections, which comprised
approximately 86.5% of receipts, advanced by 3.1% to
$258.7 million over the corresponding quarter in
FY2005/06. This outcome was the result of a 9.4%
increase in international trade taxes to $153.7 million, as
the general improvement in the economy supported an
11.5% hike in import tax collections and a 6.4% gain in
associated stamp taxes. Selected services taxes rose by
14.8% to $5.9 million, as the 21.7% growth in hotel
occupancy taxes to $4.8 million outpaced the 6.2%
decline in gaming taxes to $1.2 million. Motor vehicle
taxes expanded by 8.2% to $3.8 million, departure taxes,
by 44.7% to $17.4 million, and stamp taxes on all other
local financial and realty transactions, by 0.9% to $44.1
million. Conversely, export taxes fell by 20.6% to $3.3
million, and the 61.7% reduction in business and profes-
sional license fees to $3.7 million, was due in part to the
fall in the yield from international business companies
($1.3 million) and company registration fees ($0.4 mil-
lion). Receipts yet to be classed under their appropriate
revenue categories, as reported under “non-
disaggregated taxes” were lower by 31.7% at $15.3
million—the bulk of which continued to be import duty
related.

Revenue from non-tax sources broadened by
88.3% to $40.4 million, and constituted 13.5% of total
receipts. Collections of fines, forfeits and administrative
fees increased by 48.1% to $26.7 million, boosted by the
receipt of franchise fees from the public telecommunica-
tions company, while income from public enterprises and
other sources rose by $10.6 million to $13.7 million,
owing to the receipt of funds under the sea-bed lease
agreement.

EXPENDITURE

Total expenditures increased by an estimated
8.8% to $352.7 million, led by a 49.6% surge in capital
outlays to $35.2 million, alongside a 4.6% increase in
recurrent spending to $299.5 million. Net lending to
public corporations for budgetary support was higher by
26.1% at $18.0 million.

By economic classification, current expenditures
included a 5.7% rise in consumption to $184.4 million,
owing to a 4.3% increase in personal emoluments, along-
side a 9.5% advance in purchases of goods and services.

A 5.2% hike in interest payments elevated transfer pay-
ments by 2.8% to $115.1 million. Additionally, “other”
transfers rose by 1.8%, largely reflecting increases in
transfers to households ($8.1 million), non-profit institu-
tions ($2.4 million), and non-financial public enterprises
($1.8 million); however, subsidies declined by 21.2% to
$38.9 million.

Government Revenue By Source
(Oct - Dec)

FY05/06 FY06/07

B$M %  BM %
Property Tax 17.8 6.5 219 7.3
Selective Services Tax 5.2 1.9 6.0 2.0
Busines. & Prof Lic. Fees 9.6 35 3.7 13
Motor Vehicle Tax 35 1.3 3.8 1.3
Departure Tax 12.0 44 174 5.8
Import Duties 105.7 38.7 117.9 394
Stamp Tax from Imports 30.6 11.2 325 10.9
Export Tax 41 15 33 11
Stamp Tax from Exports - - - -
Other Stamp Tax 43.7 16.0 441 147
Other Tax Revenue 225 8.2 153 51
Fines, Forfeits, etc. 18.0 6.6 26.7 8.9
Sales of Govt. Property 04 0.1 0.1 0.0
Income 3.0 11 13.7 4.6
Other Non-Tax Rev.
Capital Revenue 0.1 0.0
Grants 1.0 0.4 - -
Less:Refunds 3.8 1.4 7.2 24
Total 2734 1000 299.2 1001

On a functional basis, current expenditures on
general public services (27.2% of recurrent spending)
rose by 3.8% to $81.5 million. Defense outlays rose
marginally by 2.4% to $8.8 million; education, by 25.7%
to $64.5 million; and health, by 8.1% to $50.4 million.
Combined disbursements for social benefits and services,
housing and other community services, decreased by
6.2% to $20.2 million. Similarly, economic services de-
clined by 16.5% to $37.9 million.

Capital expenditures (10.0% of total outlays) fea-
tured growth in spending for the general public service
($3.8 million to $5.4 million); education ($3.5 million to
$10.2 million), and health ($1.1 million to $5.3 million).



Reflecting increased public road and water works, eco-
nomic services firmed by $3.8 million to $13.5 million.

Fiscal Operations
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FINANCING AND NATIONAL DEBT

Budgetary financing for the second quarter of
FY2006/07 comprised short-term advances from com-
mercial banks of $83.0 million and $2.5 million in external
loans. Debt amortization totaled $17.5 million, the major-
ity of which was earmarked for Bahamian dollar obliga-
tions ($15.0 million). Consequently, the Direct Charge on
Government declined by $15.0 million (0.6%) to $2,381.7
million—extending the $7.2 million (0.3%) reduction
registered in the corresponding quarter of FY2005/06.
Bahamian dollar denominated debt, which represented
approximately 87.9% of the Direct Charge, was held
primarily by public corporations (36.5%), followed by
other private and institutional investors (32.5%), commer-
cial banks (21.6%), the Central Bank (9.1%) and other
local financial institutions (0.3%).

During the quarter, Government's contingent liabili-
ties fell by 0.8% ($4.1 million) to $499.1 million, but
increased slightly on a calendar year basis, by 0.4% ($1.9
million), on account of debt accumulated by several
public sector entities. The National Debt contracted by
0.7% to $2,880.7 million when compared to the previous

quarter, and surpassed the December-2005 level by
$148.3 million (5.4%).

PUBLIC SECTOR FOREIGN CURRENCY DEBT

Provisional estimates for the final quarter of 2006 in-
dicated an 8.0% growth in the public sector's foreign
currency indebtedness to $628.2 million, as new drawings
of $59.5 million, outweighed principal repayments of
$12.8 million. This compares to an increase of 0.2% in
the same period of 2005.

The Government's transactions resulted in a
slight net repayment, with the public corporations respon-
sible for net drawings of $46.7 million. Of the outstanding
debt stock, the public corporations were directly account-
able for $339.6 million (54.1%), with the remaining $288.6
million (45.9%) attributed to the Government.

With regards to creditor profile, commercial
banks held the largest share of outstanding foreign
currency debt at 47.6%, followed by private capital mar-
kets and multilateral institutions, which represented
35.8% and 16.6%, respectively. By currency composi-
tion, the majority of the debt (99.7%) was denominated in
US dollars.

Foreign currency debt servicing rose by $2.1 mil-
lion (8.8%) vis-a-vis fourth quarter 2005 to $25.8 million,
with interest and amortization payments at $13.1 million
and $12.8 million, respectively. Debt service as a propor-
tion of estimated exports of goods and non-factor ser-
vices increased to 3.4% from 3.1% in 2005, while the
ratio of Government’s foreign currency debt service to
total revenue was marginally higher at 3.7%.

REAL SECTOR

TOURISM

Preliminary data for the first ten months of 2006
suggested some moderation in tourism output growth,
broadly in line with the downturn in the dominant sea
arrivals. Extending the 2.3% decline noted in the first ten
months of 2005, total visitor arrivals weakened by 4.7% to
3.9 million, reflecting a 7.0% contraction in sea traffic to
2.7 million and a 0.5% advance in air visitors to 1.3
million.

Hotel performance data for the fourth quarter of
2006 indicated a 1.6% weakening in hotel room revenues



to $68.2 million, despite a 9.1% hike in average daily
room rates to $151.24. The downturn in earnings was
attributed entirely to the Grand Bahama market, where
hotel revenues fell by $2.7 million to $8.0 million. An
8.5% firming in average room rates to $156.7 per night,
combined with relatively stable occupancy rates, elevated
room revenues in New Providence by 2.5% to $57.1
million. In the Family Islands, room revenues increased
by 3.7% to $3.1 million, occasioned by a 13.6% gain in
room rates which overshadowed a marginal reduction in
occupancy rates.

Visitor Arrivals
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CONSTRUCTION

Construction activity continued to register positive
gains during the review quarter, although moderating
from the exceptional growth attained in the same period
of 2005. Indications are that output will continue to rise in
2007, buoyed by steady gains in mortgage lending, as
well as tourism-related investment activity.

In particular, total loan disbursements for resi-
dential projects grew by 8.3% to $133.2 million, while
commercial disbursements were stable at $13.7 million.
In line with these trends, outstanding residential mort-
gages at end-December 2006 rose vis-a-vis the previous

year by 15.9% to $2,288.6 million and commercial claims,
by 16.8% to $215.3 million.

Nevertheless, amid a tightening in liquidity, fourth
quarter data on mortgage approvals by banks, insurance
companies and the Bahamas Mortgage Corporation
showed a slowdown in both commercial and residential
commitments. More specifically, the number of residen-
tial mortgage commitments for new construction and
repairs to single family dwellings fell sharply to 238 from
480, with the corresponding value also declining by $28.5
million to $27.2 million. Commercial commitments de-
creased in number by 1 to 13, and were more than
halved in value to $2.6 million.

Mortgage Commitments:
New Construction and Repairs
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Banks accounted for the largest share of new resi-
dential mortgages (89.4%), followed by the Bahamas
Mortgage Corporation (9.3%) and insurance companies
(1.3%). For new commercial construction, banks ac-
counted for the major share at 91.1%, while the remain-
ing 8.9% was attributed to insurance companies. With
regards to average interest rates, marginal softening of
0.1 percentage point was evident for residential loans to
8.4%, while commercial loans, firmed by 0.2 percentage
points to 9.0%.

PRICES

For the fourth quarter, consumer price inflation,
as measured by quarterly variations in the average Retail



Price Index, firmed to 2.36% from 1.36% in the corre-
sponding 2005 period, as the pass-through effects of
rising global costs affected domestic prices. In particular,
higher costs were recorded for “other goods and ser-
vices” (8.19%), food & beverages (4.34%), medical care
& health (2.95%) and recreation & entertainment services
(2.70%), with lessened accretions for all other categories.

For 2006, average consumer price inflation nar-
rowed by 0.11 percentage points to 1.84%, reflecting a
decline in transportation & communication costs by
1.97%, and more modest decreases of 0.44% and 0.15%
for education and recreation & entertainment services,
respectively. In contrast, average price gains were regis-
tered for all other categories, led by “other goods &
services” (6.74%), food & beverages (4.68%) and furni-
ture & household operations costs (2.02%).

Average Retail Price Index
(Annual % Changes)
December
2005 2006
ltems Weight  Index %  Index %
Food & Beverages 138.3 120.5 31 1261 4.7
Clothing & Footwear 58.9 105.5 2.2 106.7 11
Housing 328.2 106.4 2.8 108.1 1.7
Furn. & Household 88.7 120.7 13 1231 2.0
Med. Care & Health 44.1 136.1 34 1385 18
Trans. & Comm. 148.4 110.9 25 1087 2.0
Rec., Enter. & Svcs. 48.7 122.6 0.3 1224 -0.1
Education 53.1 170.6 3.3 169.9 0.4
Other Goods & Svcs. 91.6 124.6 19 1330 6.7
ALL ITEMS 1000 117.4 19 1195 1.8

OVERVIEW

Monetary conditions during the review quarter
featured a significant tightening in liquidity as sustained
domestic credit growth, although moderated from the
previous year, outpaced accretions to the deposit base.
The banking system’s net foreign liabilities expanded,
although the contraction in external reserves was less-

ened on account of the public sector’s foreign currency
borrowings. Interest rate conditions remained favourable
due to increased competition which influenced a narrow-
ing in the average loan-to-deposit rate spread, as the
average deposit rate firmed while the lending rate de-
clined.

Data on domestic banks earnings indicators for
the third quarter of 2006, the latest available, revealed a
significant improvement in profitability ratios, as the
expansion in revenues outweighed the firming in operat-
ing costs. Further, asset quality indicators remained
relatively stable during the fourth quarter.

LIQUIDITY

Net free cash reserves in the banking system
contracted by $54.1 million (31.6%) from $92.2 million
(32.5%) a year ago, for a balance of $117.2 million,
representing a reduced ratio of 2.4% of total Bahamian
dollar deposits versus 4.2% in 2005. The broader surplus
liquid assets also narrowed by 61.5% to $63.1 million,
extending the 40.8% decline in the same period last year,
and exceeding the statutory minimum by a reduced 7.9%
vis-a-vis the comparative period’s 19.1%.

Liquidity
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DEPOSITS AND MONEY

Overall money growth receded during the fourth
quarter to 1.3% from 3.4% last year, reflecting declines in
private sector and public corporations’ deposits. Follow-
ing a 5.4% expansion in 2005, narrow money (M1) con-
tracted by 1.0%, underpinned by a near halving in accre-
tions to currency in active circulation to 1.6% and a 1.5%
decline in demand deposits in contrast to a gain of 5.7%
a year-earlier.

The advance in broad money (M2) narrowed to
1.2% from 3.0% in 2005, as accumulations to savings
deposits slowed to 1.3% from 3.4%. This reflected
reduced gains in private individuals’ balances, while the
public corporations’ balances were relatively stable. More
competitive returns contributed to extended gains in fixed
deposits, of 2.2% from 1.7%, led by a 2.7% hike in
placements by private individuals. Residents’ foreign
currency deposits grew at a slackened rate of 3.9%
relative to 18.8% in 2005, resulting in a more tapered
expansion in overall money (M3) of $66.5 million (1.3%),
to an end-December stock of $5,145.1 million.

By contractual obligations, Bahamian dollar fixed
deposits represented the largest component (54.1%) of
the money stock, followed by demand (20.4%) and
savings (18.5%) deposits, with smaller shares accounted
for by currency in active circulation (3.9%) and residents’
foreign currency deposits (3.1%).

DoMEsTIC CREDIT

Reflecting the tightening in liquidity conditions,
which intensified during the latter half of the year, accre-
tions to domestic credit slowed to $217.9 million (3.3%)
from $275.3 million (4.9%) in 2005. Advances in the
more dominant Bahamian dollar component eased to
$176.4 million (3.1%) from $256.2 million (5.2%), while
public sector borrowing elevated the growth in foreign
currency credit, to $41.6 million (5.4%) from $19.3 million
(2.9%) a year ago.

The banking system’s net claims on the public
sector expanded by 6.9% ($69.6 million), vis-a-vis 7.9%
($69.6 million) in the corresponding year-earlier period.
The outturn was led by a $40.9 million (6.4%) slowing in
net credit to Government, contrasting with an increase of
$67.4 million (11.7%) in 2005. Further, public corpora-

tions’ liabilities firmed by 7.8% ($28.7 million) vis-a-vis
modest growth of $2.2 million (0.7%) a year ago.

Reflecting tapered growth in Bahamian dollar
claims, the expansion in private sector credit was lower at
$148.3 million (2.7%) from $205.7 million (4.3%) in 2005.
However, the foreign currency portion recorded a net
repayment of $3.3 million (0.7%) in contrast to growth of
$15.4 million (3.3%) last year. A disaggregation of the
major components showed that the majority of private
sector lending was concentrated in personal loans
(72.2%), which firmed by $159.5 million (4.1%). Con-
sumer credit, at 46.7% of personal loans, advanced by
$74.9 million (4.1%)—on pace with last year's $73.7
million (4.6%) gain, while residential mortgages, with
50.3% of the total, registered slightly reduced growth of
$74.3 million (3.8%). Personal overdraft balances in-
creased by $5.0 million (6.9%), a turnaround from last
year's decline of $4.9 million (8.4%).

Changes in Credit

0,
20.0 (%)

15.0 +
(K ? A
A )
10.0 4
v A
v ) )
, A '}
? e 4
5.0 . ’
L@ /o) . .
. 4
/ \ Y

5.0
QIV-05 Ql-06 QII-06 QIIl-06 QIV-06

L 4
L 4

Private === G0Vt (Net) = @ = RestofPub.

A breakdown of consumer credit revealed broad-
based increases in miscellaneous credit ($25.5 million),
credit cards ($16.3 million), consolidated debt ($12.3



million), land purchases ($10.8 million), home improve-
ments ($7.3 million) and private cars ($2.1 million).
Meanwhile, net repayments were registered for travel
($1.0 million) and education ($0.2 million).

Among the other private sector credit categories,
net gains were recorded for tourism ($12.6 million),
construction ($5.4 million), manufacturing ($3.8 million),
agriculture ($1.2 million) and private financial institutions
($0.9 million). Conversely, some offset was provided from
net repayments for fisheries ($8.5 million), distribution
($6.8 million), entertainment & catering ($3.5 million),
professional & other services ($3.9 million) and mining &
quarrying ($1.1 million).

Distribution of Bank Credit By Sector
End-December

2005 2006

BSM % B$M %
Agriculture 10.3 0.2 11.3 0.2
Fisheries 147 0.3 132 0.2
Mining & Quarry 15.3 0.3 11.2 0.2
Manufacturing 474 0.9 51.7 0.8
Distribution 178.7 33 217.0 3.6
Tourism 258.6 48 253.7 42
Enter. & Catering 63.6 12 59.3 1.0
Transport 20.9 0.4 22.9 0.4
Public Corps. 265.8 5.0 268.1 44
Construction 312.8 5.9 412.3 6.8
Government 150.7 2.8 156.2 2.6
Private Financial 20.0 0.4 27.8 0.4
Prof. & Other Ser. 1255 23 156.4 2.6
Personal 3,525.8 66.0 4,078.0 67.1
Miscellaneous 332.6 6.2 332.2 5.5
TOTAL 5342.7  100.0 6,071.3  100.0

THE CENTRAL BANK

The Central Bank's net credit to Government
grew marginally by $0.2 million (0.1%) to $182.5 million
during the quarter, reflecting in part increased holdings of
Treasury bills, a reversal from last year's $12.8 million
(9.5%) contraction to $122.0 million. Net deposit liabili-

ties to the rest of the public sector rose to $10.3 million
from $4.2 million at end-September. The slowdown in
domestic credit growth, combined with public sector
borrowing proceeds significantly curtailed the decline in
external reserves to $43.0 million (7.9%) for a year-end
stock of $499.7 million. This was equivalent to an esti-
mated 14.6 weeks of non-oil merchandise imports, ap-
proximately 3.9 weeks lower than the previous year's
level. When adjusted for the statutory required 50% of
the Bank’s Bahamian dollar liabilities, which have to be
supported by external balances, “useable” reserves, or
Central Bank liquidity, contracted to $201.5 million from
$257.8 million in 2005.

External Reserves
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The foreign currency transactions underlying the
movements in external reserves showed the Central
Bank’s net foreign currency sale reduced to $48.0 million
from $104.0 million in the same period last year. Specifi-
cally, total sales were lower by $58.1 million (22.7%) at
$197.9 million, eclipsing the $2.1 million (1.4%) decline in
total purchases to $149.9 million. The net sale to com-
mercial banks increased by $3.3 million to $46.8 million,
while the net sale to other customers—mainly the public
corporations—was reduced to $11.0 million from $72.6
million in 2005. Meanwhile, the net purchase from Gov-



ernment narrowed to $9.8 million from $12.1 million in the
comparative period last year.

DOMESTIC BANKS

Buoyed by a favourable interest rate environment
and robust domestic demand, domestic banks’ claims on
the private sector rose by $148.3 million (2.7%), outpac-
ing the $56.2 million (1.3%) gain in deposit liabilities.
Increases in short-term advances elevated net claims on
the Government, by $40.7 million (9.0%), and claims on
the rest of the public sector strengthened significantly by
8.0%, relative to a lower 0.3% gain in their deposit liabili-
ties. To support the robust growth in credit, banks re-
duced their net claims on the Central Bank by 11.7%, and
increased their net foreign liabilities by 4.2% ($30.3
million) to $754.1 million, mainly on account of the provi-
sion of foreign currency funding to the rest of the public
sector.

Banks aggregate deposit liabilities, including bal-
ances owed to Government, totaled $5,033.5 million, with
the majority (96.8%) denominated in Bahamian dollars.
These amounts were held by private individuals (58.1%),
followed by business firms (24.6%), the public sector
(9.9%), other depositors (4.8%) and private financial
institutions (2.6%). By contractual obligations, the largest
share of deposits was in the form of fixed deposits
(58.0%), followed by demand (22.4%) and savings
(19.6%) balances.

A disaggregation of Bahamian dollar deposits, by
range of value and number of accounts, indicated that the
majority of accounts (90.2%) was concentrated in the up
to $10,000 range and corresponded with only 8.0% of the
total value. Deposits with balances between $10,000 and
$50,000 represented 6.8% of total contracts (13.5% of
aggregate value), and balances exceeding $50,000
comprised 3.0% of accounts and 78.5% of total value.

Adjusted for goodwill, banks’ Bahamian dollar
capital and surplus position, related to equity and provi-
sioning, grew at a quarterly pace of 4.7% to $1,321.0
million, relative to 4.0% in 2005. Profits and retained
earnings represented an elevated 50.7% of capital and
surplus compared to 49.8% a year ago, as general and
specific reserves against loan losses narrowed to 10.4%
from a previous 11.3% of the total. Total reserves and
provisions, as a percentage of the private sector's loan

portfolio, stood slightly higher at 2.7% at end-December
2006.

Banks’ asset quality remained relatively healthy,
with the quarterly total arrears rate for loans with pay-
ments at least 30 days past due remaining on par with
the previous quarter at 7.7%, while registering an im-
provement over the 8.3% rate posted a year earlier. In
terms of the major components, on a quarterly basis the
arrears rate for consumer loans rose by 0.2 percentage
points to 8.0% of outstanding private balances; however,
it represented a slight improvement over the 8.2% rate
registered in the comparative 2005 period. The arrears
rate on residential mortgages receded to 7.2% from 7.9%
at the end of the third quarter and 8.8% for the same
quarter last year. In contrast, the arrears rate for com-
mercial loans advanced to 8.1% from 6.9% at end-
September and 7.5% a year-earlier.

Loan Arrears & Non-Performing Balances
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Bahamian dollar loan-loss provisions of banks
were a stable 2.3% of the total private sector portfolio for
the year, although slightly elevated from the 2.0% end-
December 2005 level. Provisions corresponded to a
reduced 54.2% of total non-performing loans, but an
appreciation from the 44.9% at end-December 2005.
Total non-performing balances, represented by accounts
with past-due payments of at least three (3) months, and
on which banks stopped accruing interest, deteriorated



slightly on a quarter-on-quarter basis by 0.1 percentage
points to 4.2%. However, this was an improvement from
the 4.5% ratio posted a year-earlier.

BANK PROFITABILITY

During the three-month period ending Septem-
ber, the latest quarter for which data is available, domes-
tic banks’ earnings indicators recorded robust growth
compared to the same period in 2005. The gross earn-
ings margin grew by 12.7% to $111.4 million, buttressed
by a 20.9% hike in interest income, which overshadowed
a 25.7% drop in commission and foreign exchange
income. Despite an 8.6% rise in total operating costs to
$55.7 million, a $7.0 million (82.6%) increase in income
from other sources, net of depreciation and bad debt
expenses, contributed to an overall $15.2 million (27.1%)
advance in net income to $71.2 million.

Domestic Banks' Profitability
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Relative to average domestic assets, the net in-
terest margin widened by 21 basis points to 5.49%;
however, the ratio for commission and foreign exchange
income was lower by 18 basis points at 0.35%. The
operating cost ratio was also reduced by 9 basis points to
2.92% and after netting out depreciation and bad debt
expenses, the corresponding ratio for other net sources
of income appreciated by 31 basis points to 0.81%.
Within this context, the net income (return on assets)
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moved higher to 3.73% from 3.29% in the corresponding
period last year.

INTEREST RATES

In interest rates developments, commercial
banks’ average interest rate spread on loans and depos-
its narrowed by 34 basis points to 6.28 percentage points.
Tightened liquidity conditions influenced a firming in the
weighted average deposit rate by 20 basis point to
3.51%, and the corresponding loan rate softened by 14
basis points to 9.79%.

Banking Sector Interest Rates
Period Average (%)
Qtr. Iv Qtr. 1l Qtr. Iv
2005 2006 2006
Deposit rates
Demand Deposits 245 221 2.55
Savings Deposits 2.10 2.16 2.14
Fixed Deposits
Up to 3 months 3.03 3.16 3.25
Up to 6 months 3.56 3.63 3.83
Up to 12 months 3.85 3.88 410
Over 12 months 3.78 4.15 4.32
Weighted Avg Deposit Rate 3.24 331 351
Lending rates
Residential mortgages 7.96 7.84 7.78
Commercial mortgages 7.95 8.30 8.65
Consumer loans 12.07 12.10 11.75
Other Local Loans 7.54 741 7.64
Overdrafts 10.45 10.44 10.23
Weighted Avg Loan Rate 9.99 9.93 9.79

On the deposit side, the average interest rate on
fixed maturities fluctuated within a higher band of 3.25% -
4.32% vis-a-vis 3.16% - 4.15% in the previous quarter.
The average rate offered on demand deposits increased
by 34 basis points to 2.55%, while the average savings
rate declined by 2 basis points to 2.14%.

For loans, the average rate on consumer loans
and overdrafts fell by 35 basis points to 11.75% and 21
basis points to 10.23%, respectively, and the average
residential rate was reduced by 6 basis points to 7.78%.
In a significant offset, the average rate on other local
loans firmed by 23 basis points to 7.64% and the com-



mercial mortgage rate, by 35 basis points to 8.65%,
respectively.

The average 90-day Treasury bill rate advanced
to 1.74% from 0.17% in same period last year. However,
the Central Bank’s Discount Rate and commercial banks’
Prime Rate were unchanged at 5.25% and 5.50%, re-
spectively.

CAPITAL MARKET DEVELOPMENTS

During the fourth quarter, domestic capital mar-
ket developments were relatively subdued, with the
Bahamas International Securities Exchange (BISX) All
Share Price Index, rising by 2.8% to 1,676.19 points at
end-December, which was below the third quarter's 7.3%
gain. Approximately 0.8 million shares valued at $5.4
million were traded, down from the 1.4 million shares at
$7.2 million in the September quarter. Fidelity Capital
Market Limited's broader Findex weighted share price
index—which includes equities traded over-the-counter—
appreciated by 3.7% to close the year at 742.16 points.
Market capitalization on BISX rose by an estimated 1.8%
to $3.2 billion, mostly reflecting share price appreciation.
On the fixed income side, there were no new Bahamas
Government Registered Stock issues during the period.

INTERNATIONAL TRADE AND PAYMENTS

Preliminary estimates for the fourth quarter of
2006 showed that despite an improvement in the visible
trade deficit, the current account deficit deteriorated by
$157.9 million to $443.3 million over the same period last
year. Heightened payments for construction and Gov-
ernment services and net private remittances of invest-
ment income outflows significantly reduced the services
account surplus. However, these trends were strongly
offset by an appreciable widening in the surplus on the
capital account, which narrowed the deficit on the overall
balance.

The merchandise trade deficit improved by $18.2
million (3.8%) to an estimated $462.9 million, due to a
reduction in imports of 1.2% ($7.6 million) to $634.6
million combined with a 6.6% ($10.6 million) rise in goods
exports (inclusive of amounts procured in ports by foreign
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carriers) to $171.7 million. Despite a rise in import vol-
umes, the value of total fuel imports declined, reflecting in
part a decrease in global oil prices during the fourth
quarter, which influenced a contraction in the oil import
bill by 8.3% to $143.8 million. On average, the per barrel
price of propane gas fell by 7.8% to $53.70; motor gas,
by 6.0% to $78.60; jet fuel, by 14.7% to $79.26; bunker
“C", by 1.2% to $23.17 and gas oil, by 8.6% to $74.67.
Reflecting the slowdown in private sector credit growth,
non-oil merchandise imports rose by a modest 1.1% to
$490.0 million, relative to the strengthened 14.5% ad-
vance in 2005.
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Compared with the same period in 2005, the es-
timated services account surplus tapered by $156.1
million (70.3%) to $65.9 million in 2006. Contributing to
this outturn, outflows for “other” services—primarily for
advertisement, management fees and overseas usage of
credit cards—were elevated by $132.1 million to $178.0
million, and increased payments related to various tour-
Ism investment projects underpinned a more than three-
fold hike in construction service outflows to $65.8 million.
Outflows associated with Government services together
with royalty and license fees advanced by $20.5 million
and $1.1 million to $33.4 million and $4.7 million, respec-
tively. Some offset was provided by strengthened gains
in net travel receipts and net inflows for offshore compa-



nies’ local expenses, by 8.1% and 32.0% to $372.0
million and $76.0 million respectively; and the 3.1%
reduction in net insurance services outflows to $29.9
million.

Net income remittances widened by $22.5 million
(64.1%) to $57.6 million, as profit repatriations by banks
and other private sector companies occasioned a more
than two-fold hike in investment income to $41.4 million.
The net official outflow was also higher by $1.4 million at
$3.6 million; whereas net payments of labour income
softened by $2.2 million to $16.3 million.

Net receipt of current transfers rose by $2.5 mil-
lion (29.2%) to $11.3 million, inclusive of a $1.1 million
increase in Government's net inflows to $12.3 million.
The 53.1% decline in labour remittances underpinned a
corresponding drop in private sector current transfers to
$1.0 million.

The capital and financial account surplus im-
proved by $281.4 million to $415.4 million, led by a
$282.0 million upswing in net financial account inflows to
$429.1 million. In particular, tourism-related inflows
bolstered net direct investments by $155.9 million to
$273.2 million, of which $173.7 million (63.6%) consti-
tuted equity inflows, and $99.5 million (36.4%) was by
way of land purchases. In addition, net inflows of “other
investments” mainly in the form of loan proceeds, surged
by $126.0 million to $155.8 million, with approximately
80% associated with the funding of private sector pro-
jects. Public sector foreign currency borrowing raised
short-term capital inflows through the domestic banking
system by $13.4 million to $30.3 million.

Consequent on these developments and after
adjusting for possible net errors and omissions, the deficit
on the overall payments balance, which corresponded to
the change in the Central Bank's external reserves, was
approximately halved to $43.0 million.

INTERNATIONAL ECONOMIC DEVELOPMENTS

Indications are that global economic activity ex-
panded during the fourth quarter, driven by an improve-
ment in the U.S. trade balance, strong business invest-
ment in the Euro Zone and robust growth in the Asian
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economies, especially China. As a consequence, overall
employment conditions improved in most of the major
economies, while persistent inflationary pressures, owing
to the pass-through effects of higher oil prices on other
domestic costs, led several major central banks to tighten
their monetary policy stance. The combination of positive
sentiments concerning future economic growth and
generally higher levels of corporate profits secured robust
quarterly gains in several of the major indices, while the
US dollar depreciated against the major currencies as its
current account deficit remained large.

Despite weakness in the housing sector, the
United States’ economy expanded at an annualized rate
of 2.5% in the fourth quarter, up from 2.0% in the preced-
ing period, and was propelled by accelerated consumer
and Government spending, as well as rebounded exports
and decreased imports. Real GDP growth in the United
Kingdom was maintained at the previous quarter’s 0.7%,
benefiting from sustained expansions in the services
sector. The Chinese economy grew at an impressive
10.4% annualized rate in the fourth quarter, the fastest
pace since 1995, reflecting booming exports and very
strong investments. Economic growth in the euro area
strengthened to 3.3% from 2.7% in the third quarter; while
rebounded consumer spending, alongside strong busi-
ness investment elevated Japan’'s real GDP growth to
1.2% from 0.3%.

Buoyed by sustained economic growth, the job-
less situation improved in several of the major economies
during the review quarter. Unemployment in the United
States was reduced to 4.5% from 4.7% in the third quar-
ter, the lowest quarterly level since 2001, with rapid gains
noted in the service industries. The seasonally adjusted
unemployment rate in the euro area fell by 0.3 percent-
age points to 7.5%, with the rate for Germany and France
improving to 7.9% and 8.5%, respectively, while the
United Kingdom’s rate steadied at 5.5%. In Asia, the
unemployment rates in China and Japan fell by 0.1 and
0.2 percentage points to 4.1% and 4.0%, respectively.

Consumer price inflation in the major economies
remained mild, as central banks’ tightening measures
offset the effects of rising oil prices. Average price gains
slowed in the United States to 0.2% on an annual basis
from 0.8% in the previous quarter. Annualized inflation in
the euro area gained 0.2 percentage points to 1.9% in the
final quarter, mainly on account of higher costs for hous-



ing, education and alcohol and tobacco. In the United
Kingdom, consumer price inflation advanced by 0.6
percentage points to 3.0%, reflecting generally higher
transportation costs.  Despite a booming economy,
China’s inflation remained quite low, at around 1.9%.

The U.S. dollar depreciated against most major
currencies during the fourth quarter of 2006, due in part
to the narrowing of the interest rate spread between the
US and other major economies. In Europe, the dollar
depreciated by 4.4% against the Pound Sterling to £0.51,
by 4.0% vis-a-vis the Euro to €0.76 and by 2.5% against
the Swiss France to CHF1.22. Moreover, the Chinese
Yuan appreciated against the dollar by 1.3% to Yuan
7.80. In contrast, reflecting the extremely low interest rate
environment in Japan, the dollar advanced against the
Yen by 0.8% to ¥119.07.

Renewed confidence in global economic growth
underpinned solid gains in the major equity indexes
during the fourth quarter. Boosted by strong corporate
profits, the Dow Jones Industrial Average Index (DJIA)
increased by 6.7% to 12,463 points and the broader
Standard & Poor’s 500 Index advanced by 6.2% to 1,428
points. Equity markets in Europe posted positive returns,
with Germany’s DAX moving upwards by 9.9%, France’s
CAC 40 by 5.6% and the UK's FTSE 100, by 4.4%.
Likewise, Japan's Nikkei 225 Index rallied by 5.0% to
17,226 points, while the Chinese Shanghai Composite
Index soared by 52.7% to 2675.47 points.

Commodity prices continued to strengthen during
the review quarter, as increased demand from the major
economies led to a tightening in global supplies. Base
metals, such as zinc and nickel, extended earlier price
appreciations by 27.0% and 13.5% in the fourth quarter,
whereas copper prices contracted by 16.1% to reverse
last quarter's 3.1% gain. Precious metal prices also
moved higher, with gold up by 6.4% to $636.70 per troy
ounce; and silver by 12.8% to $12.90 per troy ounce.
However, an accumulation in stockpiles and a general
weakening in global demand, facilitated an easing in oil
prices by 2.8% to $60.79 per barrel, as average daily
production fell by 0.7 million barrels to 30.5 million bar-
rels.

Against the background of reduced energy prices
and lower inflation, the Federal Reserve maintained its
neutral position over the quarter keeping the Primary
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Credit and Federal Funds rates at 6.25% and 5.25%,
respectively. In an attempt to dampen growth and rein in
inflation, the Bank of England raised its key repo rate by
25 basis points to 5.00%. Fears over price stability
prompted the European Central Bank to hike the refi-
nancing rate twice during the quarter, by 25 basis points
on each occasion, to 3.50%. In Asia, the Bank of Japan,
after its first adjustment of the overnight call rate in July,
left the rate unchanged at 0.25 percent; while concerns
over high liquidity levels led the Peoples Bank of China to
raise the minimum reserve requirement ratio of deposi-
tory institutions by 0.5 percentage points to 9.0% in
November.

Fourth quarter estimates of external account de-
velopments were mixed, with the United States’ current
account deficit contracting to $195.8 billion from $229.4
billion in the September quarter, as a result of decreased
imports, higher goods exports, an expanded surplus on
the services account and improvements in the income
balance. China’s surplus expanded to $67.8 billion from
$48.7 billion; while Japan’s current account surplus was
reduced by ¥244.9 million to ¥5,047.8 billion in the fourth
quarter, reflecting a narrowing in the income account.
The United Kingdom'’s trade deficit widened, on a quarter
on quarter basis, by £0.8 million to £13.5 billion; however,
the euro area’s current account balance reverted to a
surplus of €1.1 billion from a deficit of €0.5 billion in the
third quarter.

On the fiscal side, initial data suggest that the
United States’ overall deficit improved to $247.7 billion at
end-2006—equivalent to a reduced 1.9% of GDP relative
to 2.6% in 2005. Estimates for the United Kingdom
revealed that the fiscal deficit stood at $36.0 billion,
representing 2.9% of GDP.
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STATISTICAL APPENDIX

FINANCIAL SURVEY

MONETARY SURVEY

CENTRAL BANK BALANCE SHEET

DOMESTIC BANKS BALANCE SHEET

PROFIT AND LOSS ACCOUNTS OF BANKS IN THE BAHAMAS
MONEY SuPPLY

CONSUMER INSTALLMENT CREDIT

SELECTED INTEREST RATES

SELECTED CREDIT QUALITY INDICATORS OF DOMESTIC BANKS
SUMMARY OF BANK LIQUIDITY

GOVERNMENT OPERATIONS AND FINANCING

NATIONAL DEBT

PuBLIC SECTOR FOREIGN CURRENCY DEBT OPERATIONS
BALANCE OF PAYMENTS SUMMARY

EXTERNAL TRADE

SELECTED TOURISM STATISTICS

The following symbols and conventions are used throughout this report:

n.a.

1
2
3. p= provisional
4

not available
nil

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