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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DOMESTIC ECONOMIC DEVELOPMENTS

Indications are that the growth momentum was
maintained during the fourth quarter of 2005, amid a
moderate inflationary environment, as tourism activity
benefited from an upswing in both room revenues and
visitor arrivals and construction output improved. In the
fiscal sector, the preliminary budget deficit widened in
comparison to the same quarter of the previous fiscal
year, as import tax led gains in revenue receipts were
offset by rising expenditures. Monetary developments
featured robust growth in domestic credit which out-
stripped the expansion in the monetary aggregates,
leading to contractions in both liquidity and external
reserves. Apart from the generally improved economic
conditions, credit trends were influenced by some soften-
ing in lending rates. On the external side, higher oil prices
combined with elevated domestic demand resulted in an
expansion in the estimated external current account
deficit, while net capital and financial inflows weakened in
the context of a significant reduction in other private
inflows.

Owing to strengthened private sector credit, net free
cash reserves of the banking system contracted by
32.5% to $191.5 million during the fourth quarter, ac-
counting for a smaller 4.2% share of Bahamian dollar
deposit liabilities compared to 6.5% last year. Reflecting
higher minimum requirements, due to increases in depos-
its, the broader surplus liquid assets narrowed by 40.8%
to $143.4 million, resulting in a reduction in the excess
over the statutory minimum to 19.1% from 34.3% in the
previous year. Given continued buoyant liquidity condi-
tions, domestic banks’ weighted average interest rates
softened on loans, by 70 basis points to 9.99%, but
firmed moderately for deposits, by 13 basis points to
3.24%, for an 83 basis point reduction in the average
spread to 6.75%. The average 90-day Treasury bill rate
decreased by 8 basis points to 0.17%, while benchmark
interest rates—Central Bank’s Discount Rate and com-

mercial banks’ Prime Rate—were unchanged at 5.25%
and 5.50%, respectively.

Growth in business and private individuals’ deposits
reinforced a strengthened 3.4% expansion in the money
supply (M3), placing the overall stock at $4.83 billion.
Demand deposits firmed by 5.7%, after contracting by
0.3% last year, while fixed deposits grew further by 1.7%.
Gains in currency in active circulation were approximately
halved at 3.4%, but were maintained for savings deposits
at 3.4%.

Domestic credit expanded by $275.3 million (4.9%),
in contrast to the year-earlier contraction of $29.7 million
(0.6%). Contributing to this outcome was an 11.7%
($67.4 million) increase in net credit to Government.
Further, private sector credit registered growth of 4.3%,
following an advance of 1.2% in the previous year. The
Bahamian dollar component firmed by 4.4%, up from
1.5% in 2004 and foreign currency grew by 3.3% in
contrast to a 1.5% decline a year earlier. Residential
mortgage and consumer credit rose by 4.5% and 4.6%,
respectively, while personal overdrafts contracted further
by 8.4%. Moreover, claims on the public corporations,
which fell by 0.9% in 2004, expanded by 0.7% in 2005.

On the fiscal side, preliminary estimates indicated
that the deficit on Government’s budgetary operations
widened to $50.9 million for the second quarter of
FY2005/06 from $36.6 million in the year-earlier period.
Total revenue rose by 8.3% to $273.0 million, comprising
a 4.5% growth in tax receipts to $250.9 million, a
$9.1million rise in non-tax revenue to $21.1 million and
grants totaling $1.0 million. However, total expenditure
also expanded by 12.2% to $323.9 million, with a 17.0%
hike in current outlays to $286.1 million, and a 44.1%
increase in capital investments to $23.6 million. In con-
trast, net lending to public enterprises contracted by
almost 50% to $14.3 million. On the financing side,
Government borrowed mainly from local sources in the
form of short-term advances from commercial banks. A
much smaller portion was derived from external creditors,
while repayments, which went mainly towards retiring



Bahamian dollar debt, totaled $11.1 million. Conse-
quently, the Direct Charge on Government declined by
0.4% to $2,234.5 million over the previous quarter. With
Government’s contingent liabilities lower by 0.5%, the
National Debt decreased by 0.4% to $2,731.9 million
compared to the previous quarter, but registered an
increase of $194.2 million (7.7%) over 2004.

Tourism activities were underpinned by an upsurge
in available room nights and hotel occupancy levels.
Following a contraction of 1.5% in the fourth quarter of
2004, total arrivals to The Bahamas advanced by 15.0%
to 1.3 million during the review quarter. Air traffic rose by
15.5% to 329,142 visitors, to reverse last year’s fall-off of
9.6%, and sea arrivals growth strengthened to 14.8%
from 1.7%. New Providence, which received 56.6% of the
quarter's arrivals, recorded a contraction in traffic of
3.2%, primarily due to an 8.9% decrease in the more
dominant sea component which offset the 10.7% growth
in air arrivals. However, Grand Bahama experienced a
36.2% rebound in visitors, based on equally strong per-
formance of both categories of visitors. A similar pattern
was observed for arrivals to the Family Islands, where a
marked expansion in cruise traffic supported a 59.5%
upturn in visitors. With regards to earning indicators,
estimated hotel room revenue rebounded by 17.4% from
a 9.1% downturn in 2004, and the average hotel occu-
pancy rate firmed to 62.0% from 59.0% in the compara-
tive 2004 period. Room night sales were correspondingly
higher by 24.5%, recovering from the 15.5% decline a
year ago. However, the overall average nightly room
rates contracted by 5.7% to $138.60, based on price
softening in New Providence.

Indications are that output in the construction sector
continued to benefit from foreign investment in tourism
related projects and strong domestic commercial and
residential mortgage lending activity. The value of mort-
gage disbursements for the fourth quarter rose by a
combined 51.9% to $136.7 million, the majority of which
was earmarked for residential developments. Similarly,
commitments for new construction and repairs increased
by 43.3% to $61.6 million, with residential loan approvals
representing 90.4% of the total. Based on these devel-
opments, outstanding mortgages grew by 15.9% to
$2,159.4 million over the comparative quarter in 2004,
with the residential component higher by 16.1% at

$1,975.0 million and the commercial component by
13.9% at $184.4 million. Meanwhile, both segments
benefited from reduced interest rates to 8.5% and 8.8%
from 8.8% and 9.6%, respectively.

Measured by quarterly changes in the average Re-
tail Price Index, consumer price inflation firmed to 1.85%
in the fourth quarter from 1.27% in the comparable 2004
period, as broad based cost increases offset decreases
for recreation & entertainment and clothing & footwear.
For 2005, average inflation firmed to 2.2% from 1.0% in
the previous year, led by price gains in the medical care
& health, food & beverages, education and housing
categories.

On the external sector, the estimated current ac-
count deficit widened to $218.1 million from $32.1 million
in the fourth quarter of 2004, which had included sizeable
insurance settlements associated with the September
2004 hurricanes. In particular, higher oil prices and
strengthened domestic demand caused a deterioration in
the merchandise trade deficit by 25.2% to $471.1 million.
More buoyant tourism activities supported an improve-
ment in the estimated services account surplus which
expanded to $222.7 million from $171.8 million. Buoyed
by banking sector income receipts, net income transac-
tions resulted in a net inflow of $21.6 million in contrast to
a $37.3 million net outflow in the year-earlier period. Net
current transfer receipts, which increased to $208.1
million last year owing to insurance inflows, tapered off to
$8.7 million.

The estimated surplus on the capital and financial
account narrowed to $83.3 million from $112.6 million in
2004, led by a 53.5% reduction in other investment
inflows to $29.8 million. Net direct investment inflows
steadied at $66.7 million, while the banking system'’s
transactions were reversed to a net inflow of $16.9 mil-
lion. Other private net loan inflows decreased to $12.6
million from $71.3 million, and there was a modest $0.3
million rise in the external liabilities of the public sector in
contrast to a net external debt repayment of $2.9 million
in 2004,



FISCAL OPERATIONS

OVERVIEW

Preliminary estimates on the Government’s budget-
ary operations for the second quarter of FY2005/06
indicated a widening of the overall deficit to $50.9 million
from $36.6 million in the year-earlier period. Strengthened
revenue growth of 8.3% to $273.0 million was offset by a
12.2% increase in total expenditure to $323.9 million.
However, for the first six months of the fiscal year through
December, the budget deficit narrowed by 15.0% to
approximately $71.3 million, as the 17.1% hike in revenue
collections overshadowed the 12.2% rise in outlays. For
this period, revenue represented 48.1% and expenditure,
47.0% of budgeted amounts.

REVENUE

Tax collections, which comprised the majority of total
receipts (91.9%), grew by 4.5% to $250.9 million. Under-
lying this outcome was a 40.0% increase in taxes col-
lected on international trade and transactions to $140.5
million, derived largely from gains in import duty receipts
(35.2%) and associated stamp tax (50.0%). In addition,
export taxes more than doubled to $4.1 million, and
stamp taxes on local financial and other transactions
registered growth of 17.0% to $43.7 million. The 22.8%
hike in selected taxes on tourism to $5.2 million, com-
prised a 27.4% increase in hotel occupancy taxes to $3.9
million and a 10.3% rise in gaming taxes to $1.3 million.
Revenue gains were also recorded for business and
professional license fees (21.6%) and motor vehicle taxes
(2.4%), whereas other non-disaggregated taxes declined
by more than half to $22.5 million.

Revenue from non-tax sources, which constituted
7.7% of total receipts, increased by $9.1 million to $21.1
million. Receipts from fines, forfeits and other administra-
tive fees rose by $7.1 million to $17.6 million, while
income from public enterprises grew by $1.8 million to
$2.3 million. Approximately $0.4 million was derived from
the sale of government property, and a capital grant of
$1.0 million was used for the Airport Rehabilitation pro-
ject.

Government Revenue By Source
(July -December)

FY04/05 FY05/06

BSM %  BWM %
Property Tax 331 7.1 24.5 45
Selective Services Tax 9.5 2.0 10.4 1.9
Busines. & Prof Lic. Fees 16.0 34 17.9 3.3
Motor Vehicle Tax 6.2 1.3 6.9 1.3
Departure Tax 242 52 28.7 53
Import Duties 158.6 34.1 2101 38.6
Stamp Tax from Imports 42.3 9.1 57.8 10.6
Export Tax 49 1.1 7.8 14
Stamp Tax from Exports 0.5 0.1 - -
Other Stamp Tax 53.9 11.6 80.1 14.7
Other Tax Revenue 99.5 214 60.4 11.1
Fines, Forfeits, etc. 18.8 4.0 334 6.1
Sales of Govt. Property 0.1 - 0.6 0.1
Income 2.0 0.4 5.0 0.9
Other Non-Tax Rev. - - - -
Capital Revenue 0.2 - 2.2 04
Grants - - 1.0 0.2
Less:Refunds 48 1.0 2.1 0.4
Total 465.1 100.0 5448  100.0

EXPENDITURE

In expenditure trends, preliminary indications are
that recurrent spending, which accounted for 88.3% of
the total, rose by 17.0% to $286.1 million. Similarly,
capital outlays, at 7.3% of the total, rose by 44.1% to
$23.6 million, while net lending to public corporations
(4.4% of the total) declined by 48.9% to $14.3 million.

By economic classification, the growth in current ex-
penditure comprised a 12.9% hike in government con-
sumption to $174.4 million, in the wake of a 16.1% rise in
purchases of goods and services, and an 11.7% increase
in personal emoluments. Transfer payments grew by
24.1% to $111.7 million, as a result of a 9.1% rise in
interest payments on debt obligations and a 32.2%
increase in subsidies & other transfers. The expansion in
the latter was occasioned by a 6.6% growth in outlays to
quasi-autonomous agencies, an 18.3% rise in transfers to
households and a more than threefold gain in transfers to
non-profit institutions to $21.1 million associated in part
with hurricane-related assistance.



On a functional basis, expenditure on general public
services, which accounted for 27.4% of recurrent spend-
ing, increased by 18.2% to $78.5 million. Outlays on
defense rose by 9.3% to $8.6 million; education, by 7.6%
to $51.3 million and health, by 7.8% to $46.6 million.
Disbursements for social benefits, housing and other
community services grew by a combined 13.3% to $21.5
million, and expenditure on economic services advanced
by 56.9% to $45.4 million, on account of increased
spending on air transportation services.

The expansion in capital investments was mainly
associated with significant growth in outlays on education,
by $3.2 million to $6.7 million, and for health, by $1.5
million to $4.2 million. Spending increases were also
recorded for economic services, by $3.1 million to $9.7
million and for defense, by $0.4 million to $0.8 million.

FINANCING AND NATIONAL DEBT

Budgetary financing during the second quarter of
FY2005/06 consisted of $66.6 million in short-term ad-
vances from commercial banks and $3.1 million in exter-
nal loans. Debt amortization totaled $11.2 million, of
which $10.0 million went towards retiring Bahamian dollar
obligations and the balance, was used for external debt.
Further, the Direct Charge on Government declined by
0.4% ($8.0 million) to $2,234.5 million, compared to an
increase of 3.7% ($75.7 million) in the second quarter of
the previous fiscal year. Bahamian dollar denominated
debt, which represented 86.4% of the Direct Charge, was
held predominantly by public corporations, (31.3%)—
mainly the National Insurance Board, followed by other
private and institutional investors (23.8%), the commer-
cial banks (23.8%), the Central Bank (7.5%) and Other
Local Financial Institutions (0.2%).

Government’s contingent liabilities decreased during
the quarter by 0.5% to $497.5 million, but increased on a
calendar year basis by $57.6 million (13.1%). The Na-
tional Debt narrowed by 0.4% to $2,731.9 million when
compared with the previous quarter, but exceeded the
December 2004 level by $194.2 million (7.7%).

PUBLIC SECTOR FOREIGN CURRENCY DEBT

Based on provisional estimates for the fourth quarter
of 2005, public sector foreign currency debt increased by

0.2% to $550.5 million, as new drawings of $12.0 million
offset principal repayments of $11.2 million.

Fiscal Operations
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The Government's transactions resulted in a net
drawing of $2.0 million and the public corporations, a net
repayment of $1.2 million. Of the outstanding stock, the
Government was directly responsible for $285.8 million
(51.9%) and public corporations the remaining $264.7
million (48.1%).

By creditor profile, private capital markets held the
largest share of outstanding foreign currency debt
(40.9%), followed by commercial banks (39.2%), while
multilateral institutions and other entities accounted for
the remainder (19.9%). In terms of currency composition,
more than 95% of the foreign currency debt was denomi-
nated in United States dollars, with an average maturity in
excess of 14 years.

Compared to the fourth quarter of 2004, foreign cur-
rency debt servicing rose by $0.8 million (3.5%) to $23.7
million, comprising growth in interest charges of $1.6
million (15.2%) to $12.5 million, and a $0.9 million (7.1%)
decline in amortization payments to $11.2 million. As a
result, debt service as a proportion of estimated exports
of goods and non-factor services was reduced to 3.1%



from 3.5% a year-earlier. The ratio of Government’s
foreign currency debt service to total revenue also de-
clined marginally to 3.6%.

REAL SECTOR

TOURISM

Preliminary data for the fourth quarter indicated a
strengthened tourism outcome, following the hurricanes
in the latter half of 2004. Arrivals outpaced the previous
year’s figures, particularly in the Grand Bahamian market,
which experienced significant improvements in both air
and sea visitors. Total tourist arrivals expanded by
15.0% to 1.27 million in contrast to a 1.5% decline in
2004. Growth in sea tourists improved significantly to
14.8% from 1.7% in 2004, and air arrivals, in a recovery
from the previous year's 9.6% downturn, surged by
15.5% to 0.33 million.

For 2005, total visitors rose by 0.9% following an ad-
vance of 8.9% in the previous year. Although air arrivals
increased by 4.4% to 1.51 million, sea visitors, which
constitute the majority (70.0%) of arrivals, fell by 0.5% to
3.54 million, compared to a 12.3% gain in 2004.

Port of entry data indicated a 3.2% fall off in tourist
arrivals to New Providence, as the 8.9% contraction in
the more dominant sea visitor category to 0.48 million
eclipsed the 10.7% improvement in air arrivals to 0.24
million. Visitors to Grand Bahama, which captured 11.8%
of the market, strengthened markedly by 36.2% to 0.15
million, to completely mitigate the 26.7% downturn posted
in 2004. The recovery reflected double digit gains in both
sea and air visitors, of 29.3% and 54.8%, respectively. A
similar outcome was evidenced in the Family Islands,
where arrivals rebounded by 59.5%, after a 21.9% loss
the previous year. Sea arrivals led with a 67.5% recov-
ery, strongly supported by the 12.3% revival in air arri-
vals.

Based on these positive trends, earnings indicators
were sharply improved for the quarter. Total room reve-
nue firmed by 17.4% vis-a-vis a 9.1% decline a year
earlier, as an expansion in the average hotel occupancy
rate compensated for a fall-off in the average room rate.
The hotel occupancy rate was 3.5% higher at 62%,

supported by gains in all major ports. The average room
rate fell by 5.7% to $138.60, with the decline in New
Providence by 4.6% contrasting with hikes in Grand
Bahama (5.6%) and the Family Islands (1.7%).
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CONSTRUCTION

Construction activity remained upbeat during the
year, surpassing 2004’s levels— reinforced by hurricane
rehabilitation and repairs as well as residential and com-
mercial investments.

As an indicator of construction activity, fourth quarter
mortgage lending, as reported by banks, insurance
companies and the Bahamas Mortgage Corporation,
suggested an increase in residential disbursements by
43.7% to $123.0 million, while commercial disbursements
rose more than three-fold to $13.7 million

Quarterly mortgage commitments for new construc-
tion and repair projects rose by 31.0% to 494, valued at
$61.6 million, for a gain of 43.3%. In particular, residen-
tial commitments were higher by 30.1% at 480, and



valued at $55.7 million; whereas commercial commit-
ments nearly doubled to 14 valued at $5.9 million. Inter-
est rate conditions remained favourable, with rates for
commercial and residential mortgages narrowing by 8
and 3 basis points to 8.8% and 8.5%, respectively.

Mortgage Comittments:
New Construction and Repairs
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At end-2005, mortgages outstanding were valued at
$2,159.4 million, a 15.9% increase over the previous
year, with a 16.1% hike in residential mortgages to
$1,975.0 million and a 13.9% increase in commercial
mortgages to $184.4 million. As a share of the loan
market, domestic banks accounted for the largest seg-
ment (87.1%), followed by insurance companies (8.6%)
and the Bahamas Mortgage Corporation (4.3%).

PRICES

Consumer price inflation, as represented by average
changes in the Retail Price Index, expanded to 1.9%
compared to 1.3% in the same period last year. Price
increases were recorded for food & beverages (3.5%),
housing (3.4%), other goods & services (2.8%), education
(2.5%), furniture & household operation (2.2%) and
medical & health care (0.5%). These developments
overshadowed price declines for recreation & entertain-
ment services (3.8%), clothing & footwear (2.0%) and
transportation & communication (0.2%).

Average Retail Price Index
(Annual % Changes)
December
2004 2005
Items Weight ~ Index % Index %
Food & Beverages 138.3 1168 3.0% 1205 31%
Clothing & Footwear 58.9 1079 03% 1055 -22%
Housing 3282 103.7 0.0% 1064 2.6%
Furn. & Household 88.7 1192  04% 1207 1.3%
Med. Care & Health 441 1316 6.7% 1361 34%
Trans. & Comm. 148.4 1081 20% 1109 25%
Rec., Enter. & Svcs. 48.7 1223 -34% 1226 0.3%
Education 53.1 1654 18% 1706 3.2%
Other Goods & Svcs. 91.6 1223 -05% 1246 1.9%
ALL ITEMS 1000 1149 1.0% 1174 22%

For 2005, domestic inflation firmed to 2.2% from
1.0% in the previous year, mainly attributed to higher
prices for medical care & health (3.4%), food & bever-
ages (3.1%) education (3.2%), housing (2.6%)—the most
heavily weighted category—other goods & services
(1.9%), furniture & household operation (1.3%) and
recreation & entertainment services (0.3%). These
increases were partly offset by reductions in average
costs for clothing & footwear (2.2%).

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

During the review quarter, money and credit aggre-
gates featured robust expansion in domestic credit which
surpassed growth in bank deposits, and resulted in tighter
liquidity and a contraction in external reserves. Following
the removal of the credit restraint policy and favourable
interest rate conditions, private sector credit growth
remained strong.

With respect to earnings indicators, data revealed
that bank profitability continued to improve, linked to
higher levels of lending, commissions and income from
foreign exchange transactions. Asset quality indicators



marginally deteriorated vis-a-vis the third quarter, but
were comfortably improved compared to the 12-month
earlier period.

LIQUIDITY

Net free cash reserves of the banking system con-
tracted by $92.2 million (32.5%) to $191.5 million, in
contrast to the previous year's $115.0 million (73.5%)
expansion to $271.6 million. As a result, the share of
banks’ free cash balances to Bahamian dollar deposits
fell to 4.2%, from 6.5% in the same period of 2004.
Correspondingly, the surplus on the broader liquid assets
declined by $98.7 million (40.8%) to $143.4 million, which
represented a lower surplus over the statutory minimum
of 19.1% compared to 34.3% last year.

Liquidity
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DEPOSITS AND MONEY

The expansion in the money supply (M3) acceler-
ated to 3.4% from 0.5% in 2004. Narrow money (M1)
rose by 5.4%, reflecting growth of 3.4% in currency in
active circulation and a 5.7% private sector led hike in
demand deposits.

Broad money (M2) growth also doubled to 3.0%,
supported by a 3.4% rise in savings deposits and a 1.7%
expansion in fixed deposits. As residents’ foreign cur-
rency deposits rebounded by 18.8% following the previ-
ous year's 29.0% contraction, overall money (M3) ex-
panded by $157.9 million (3.4%) to an end-December
stock of $4,830.2 million. This extended the relatively
moderate growth of $23.2 million (0.5%) registered in the
comparable period of 2004.

Bahamian dollar fixed deposits represented the larg-
est component (52.9%) of the money supply, followed by
demand (21.8%) and savings deposits (18.3%), with
smaller shares accounted for by currency in active circu-
lation (4.0%) and residents’ foreign currency deposits
(3.0%).

DoMESTIC CREDIT

Amid favourable economic interest rate conditions
and a more liberalized credit environment, total domestic
credit surged by $275.3 million (4.9%), reversing the
$29.7 million (0.6%) contraction posted during the same
period last year.

The banking system’s net claims on the public sector
grew by 7.9%, mainly reversing 2004’s decline of 8.4%.
While public corporations’ liabilities posted a moderate
0.7% increase vis-a-vis last year's 0.9% contraction, net
credit to Government expanded by 11.7%, a reversal
from the 12.6% decline registered in 2004.

As observed throughout 2005, growth was particu-
larly strong for private sector credit, which rose fourfold to
$205.7 million (4.3%) vis-a-vis $52.2 million (1.2%) in
2004. Bahamian dollar denominated debt accounted for
92.6% of this amount, while the foreign currency portion
registered growth of $15.4 million (3.3%) in contrast to
last year's net debt repayment of $5.9 million (1.5%).

A review of the sectoral breakdown of private sector
credit revealed that personal lending, at 71.6% of the
total, recorded growth of $141.3 million (4.2%), more than
doubling the previous year's $65.4 million (2.2%) expan-
sion.  Similarly, residential mortgages, which include
some equity loans, advanced by $76.2 million (4.5%),
extending 2004’s increase of $50.8 million (3.5%).
Growth in consumer credit was significantly higher at
$73.8 million (4.6%), while the decline in personal over-



drafts slowed to $4.9 million (8.4%) from $14.7 million
(20.7%) last year.

A further disaggregation of consumer credit show in-
creases for debt consolidation ($21.9 million), miscella-
neous ($19.6 million), credit cards ($15.7 million), land
purchases ($8.9 million), home improvement ($5.5 mil-
lion, and private cars ($2.1 million). Conversely, a de-
cline was posted for education ($1.2 million).

Among the remaining private sector credit catego-
ries, net gains were registered for miscellaneous ($42.3
million), tourism ($18.2 million), construction ($8.4 mil-
lion), entertainment & catering ($4.8 million), and trans-
port ($2.3 million) loans. Categories recording net re-
payments included distribution ($9.0 million), agriculture &
fisheries ($5.2 million), manufacturing ($4.8 million),
professional & other services ($1.8 million) and mining &
quarrying ($1.4 million).

Distribution of Bank Credit By Sector
End-December

2004 2005

BSM % BSM %
Agriculture 9.1 0.2 10.3 0.2
Fisheries 12.3 0.3 14.7 0.3
Mining & Quarry 17.7 04 15.3 0.3
Manufacturing 55.0 1.2 474 0.9
Distribution 205.9 44 178.7 33
Tourism 189.0 4.0 258.6 48
Enter. & Catering 443 0.9 63.6 1.2
Transport 33.7 0.7 20.9 04
Public Corps. 313.6 6.7 265.8 5.0
Construction 248.8 5.3 312.8 5.9
Government 78.2 1.7 150.7 28
Private Financial 20.2 04 20.0 04
Prof. & Other Ser. 115.8 25 125.5 23
Personal 3094.6 65.9 3525.8 66.0
Miscellaneous 259.9 5.5 332.6 6.2
TOTAL 4698.1  100.0 5342.7  100.0

THE CENTRAL BANK

The Central Bank’s net claims on Government de-
creased by $12.8 million (9.5%) to $122.0 million, mostly
explained by maturing registered stock and a $9.6 million
(53.2%) increase in deposit liabilities. Net deposit liabili-
ties to the rest of the public sector fell to $17.8 million
from $25.6 million at end-September.

Amid heightened domestic demand, external re-
serves declined by $86.4 million (13.0%) to $578.8 million
as opposed to a $58.7 million (9.6%) expansion to $667.8
million in 2004. The end-December stock of reserves
was equivalent to an estimated 19.5 weeks of non-oil
merchandise imports, down from 23.3 weeks in the
previous year. Adjusted for the statutory foreign balance
requirement—equivalent to at least 50% of the Bank’s
Bahamian dollar liabilities—usable reserves fell to $257.8
million, 14.2% below the end-December 2004 level.
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In foreign currency transactions, the Central Bank
recorded a net sale of $104.0 million, compared to a net
purchase of $48.0 million in 2004. Transactions with
commercial banks switched to a net sale of $43.5 million
from a net intake of $94.7 million in 2004, while outflows



through the public sector rose by $13.7 million (29.3%) to
$60.5 million. Reflecting the impact of high oil prices and
accelerated domestic credit, which increased the demand
for foreign exchange by the public, total sales grew by
$64.3 million (33.5%) to $256.1 million, while total pur-
chases of foreign currency contracted by $87.7 million
(36.6%) to $152.0 million.

DOMESTIC BANKS

Growth in domestic banks’ deposit liabilities to the
private sector was slightly elevated at $135.4 million
(3.3%) but below the 4.3% gain in credit to the sector.
Banks’ net claims on Government also expanded by
$80.2 million (18.4%), reflecting increased holdings of
treasury bills and overdrafts. Of the $4,697.2 million in
deposit liabilities, the majority (96.9%) was denominated
in Bahamian dollars. The largest share of these place-
ments was held by private individuals (56.1%), followed
by business firms (28.7%), the public sector (8.5%), other
depositors (3.2%) and private financial institutions (3.5%).
By contractual obligations, the bulk of these liabilities was
held in fixed (55.9%), followed by demand (25.3%) and
savings (18.8%) deposits.

An analysis of Bahamian dollar deposits by range of
value and number of accounts showed that the majority
of the accounts (90.1%) was concentrated in the up to
$10,000 range, which corresponded to only 8.2% of the
aggregate value. Deposits over $50,000 comprised
substantially fewer accounts (3.1%), but captured 78.1%
of the total value. In addition, 6.8% of the accounts had
balances in the $10,000 to $50,000 range, which consti-
tuted an estimated 13.7% of the total value of deposits.

With net deposit liability growth pacing behind the
expansion in lending, banks’ liquid resources in the form
of currency and deposit claims on the Central Bank
declined by $99.0 million (20.3%). Further, capital and
surplus resources increased by $37.3 million (3.2%),
mainly attributed to gains in profits and retained earnings.

Despite some sign of deterioration in the fourth quar-
ter of 2005, banks’ asset quality was relatively improved
over the 12 month period. At end-December, the arrears
rate for loans with payments at least 30 days past due
moved higher to 8.3% from 7.9% in the previous quarter—
-but represented an improvement over the 9.4% rate

registered a year earlier. Although increasing slightly to
8.8%, the residential mortgage arrears rate registered a
full 100 basis point reduction over the 9.8% recorded at
end-December 2004. Commercial loans’ delinquency
rate receded to 7.5% from 8.6% in September and
10.9% a year earlier. Non-performing loans, and bal-
ances with past-due payments of at least 3 months on
which banks stopped accruing interest, declined margin-
ally to 4.5% of outstanding claims, from 4.7% in the
previous quarter, and 4.9% in the year earlier period,
largely due to improvements in commercial and mortgage
loan arrears.

Compared to the previous quarter, banks’ average
provisioning level for Bahamian dollar loans fell margin-
ally to 2.0% of the total private sector portfolio at end-
December. Provisions corresponded to 44.9% of non-
performing loans, compared to 46.0% last quarter and
45.0% at December 2004.

BANK PROFITABILITY

For the third quarter of 2005, the latest quarter for
which data are available, domestic banks’ net income
growth slowed by $11.7 million (26.7%) to $55.6 million,
compared to the same period in 2004 when net income
nearly doubled to $43.9 million amid reduced depreciation
costs. Increased interest income (15.8%) outpaced
growth in interest expense (11.4%), to boost the net
interest margin by 18.2% to $92.7 million. The contribu-
tion from commission and foreign exchange income
expanded by more than a third to $9.2 million, and oper-
ating costs also rose by 6.2% to $54.1 million. Income
from other sources, net of depreciation and bad debt
expenses, fell by 23.0% to $7.9 million.

An analysis of the profitability ratios relative to aver-
age domestic assets showed that the net income (return
on assets) ratio improved to 3.27% from 2.79% in 2004.
Moreover, the ratio for the net interest margin was higher
by 46 basis points at 5.45%, and commission and foreign
exchange income by 15 basis points at 0.54%. The
operating cost ratio, on the other hand, fell by 7 basis
points to 3.18% and after netting out of higher deprecia-
tion and bad debt expenses, the corresponding ratio for
other net sources of income fell by 18 basis points to
0.47%.



INTEREST RATES

During the final quarter, domestic banks’ average in-
terest rate spread narrowed by 83 basis points to 6.75%,
reflecting an increase in the weighted average deposit
rate by 13 basis points to 3.24% alongside a fall in the
weighted average loan rate by 70 basis points to 9.99%.

On the deposits side, while the average savings rate
remained unchanged at 2.10%, the tightening in liquidity
was translated into some firming in average fixed deposit
rates to 3.03%-3.78% from 3.04%-3.53% in the previous
quarter. Demand deposits carried, on average, a 2.45%
return during the quarter, a 7 basis point increase over
the level in September.

Average lending rates were generally lower with the
exception of the residential mortgage rate, which firmed
by 14 basis points to 7.96%. For commercial mortgages,
the average rate fell by 20 basis points to 7.95%; for
consumer loans, by 52 basis points to 12.07%,; for over-
drafts, by 39 basis points to 10.45% and for other local
loans, by 33 basis points to 7.54%.

The average 90-day Treasury bill and re-discount
rates both softened by 11 basis points to 0.17% and
0.67%, respectively, while benchmark rates such as the
Central Bank’s Discount rate and the commercial banks’
Prime rate, were unchanged at 5.25% and 5.50%, re-
spectively.

CAPTIAL MARKETS DEVELOPMENTS

During the review quarter, capital market develop-
ments in The Bahamas featured sustained activity on the
Bahamas International Securities Exchange (BISX). The
BISX All Share Price Index rose by 8.6% to 1,350.71
points at end-December, while the broader Findex by
Fidelity Capital Markets Limited, which also captures
over-the-counter trading, appreciated by 10.2% to close
the year at 551.9 points. Approximately 2.9 million
shares with a corresponding value of $12.7 million traded
during the fourth quarter, up from 2.5 million shares at
$19.0 million in the previous quarter. Market capitaliza-
tion on BISX rose by an estimated 12.6% to $2.6 billion,
mostly reflecting share price appreciation. On the fixed
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income side, there were no new Bahamas Government
Registered Stock issues during the review quarter.

INTERNATIONAL TRADE AND PAYMENTS

Preliminary estimates for the fourth quarter indicated
a substantial widening in the current account deficit to
$218.1 million, reversing the $32.1 million improvement
posted in 2004. Higher oil prices combined with in-
creased domestic demand, amid strengthened consumer
spending and foreign investment financed construction
activity, boosted the merchandise trade deficit. There was
also a significant reduction in current transfer inflows
following receipts of hurricane insurance claims in 2004.
The surplus on the services account improved as a result
of increases in net travel receipts.

The merchandise trade deficit widened by an esti-
mated 25.2% to $471.1 million, owing to a 20.7% in-
crease in imports as the oil and non-oil categories rose by
53.6% and 14.5%, respectively. Merchandise exports
(inclusive of goods procured in ports by foreign carriers)
expanded by 14.1% to $162.1 million, and continued
firming in international oil prices led to cost appreciation
for most fuel products. The per barrel cost of propane
gas increased by 34.6% to $58.25; motor gas prices, by
54.2% to $83.66; aviation gas, by 21.6% to $122.33; jet
fuel, by 46.6% to $93.09 and gas oil, by $51.6% to
$81.66. Conversely, bunker ‘C’ fuel fell by 6.4% to
$23.46 per barrel.

The services account surplus improved vis-a-vis the
corresponding quarter of 2004 by 28.3% to $222.7 mil-
lion. Net travel inflows expanded by 23.8% to $349.7
million in contrast to the previous year’s 5.4% decline to
$282.3 million; the net inflow for offshore companies’
local expenses rose by 4.8% to $56.9 million and the net
outflow for other services was reduced by 26.0% to $51.0
million. However, increased net outflows were registered
for transportation services (7.5% to $68.7 million) and
government services ($4.0 million to $12.9 million), and
net payments for insurance services almost doubled to
$30.7 million.
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Net income transactions were reversed to an inflow
of $21.6 million from a net outflow of $37.3 million in the
previous year—attributed primarily to a change in invest-
ment income to a net receipt of $40.1 million from a net
outflow of $10.5 million. In particular, other private inter-
est and dividend net inflows to domestic banks improved
by $54.3 million to $56.0 million and net labour income
remittances declined marginally by $2.5 million to $18.5
million.

The marked decline in net current transfer receipts,
to $8.7 million from $208.1 million last year, reflected the
levelling off in hurricane insurance claim settlements
following the strong receipts registered a year earlier.
Further, net government receipts were reduced by $1.1
million to $11.2 million.

The capital and financial account contracted by
26.0% to $83.3 million, as a consequence of lower in-
vestment inflows for the ‘other investment’ category.
Reduced net remittances associated with migrant work-
ers resulted in a 29.2% decline in capital transfers to
$13.1 million. Financial account transactions also posted
a 26.5% reduction in inflows to $96.5 million. Underlying
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this was a more than halving in net inflows under other
investments to $29.8 million—Ilargely on account of a rise
in domestic banks’ short-term liabilities to $16.9 million,
amid increased funding provided to several foreign in-
vestment projects. Further, private sector inflows re-
ceded by 82.4% to $12.6 million and public sector loan
repayments were reduced to $0.3 million from $2.9
million in 2004. Meanwhile, direct investments were
relatively stable at $66.7 million, as a reversal in real
estate transactions, from a net sale of $2.4 million to a
net inflow of $20.7 million, negated a 33.8% fall in direct
equity inflows to $46.0 million.

As a result of these developments, and adjusting for
possible errors and omissions, the overall balance—
measured by changes in external reserves—recorded a
deficit of $86.4 million. This was a reversal of the $58.7
million surplus registered in the same period of 2004.

INTERNATIONAL ECONOMIC DEVELOPMENTS I

During the fourth quarter of 2005, global trends fea-
tured subdued economic expansion in major developed
countries, amid a more benign inflationary environment
as oil prices eased from a nominal record high of $66.93
registered in the beginning of the third quarter. In this
context, unemployment conditions remained relatively
stable. Supported by the US Federal Reserve’s contin-
ued interest rate tightening policy, the United States
dollar appreciated against most major currencies. How-
ever, renewed interest in US dollar denominated assets
was not fully reflected on equity markets, as European
bourses outperformed their US counterparts and Japan’s
Nikkei 225 index rose significantly during the final quarter
of 2005. With the exception of the oil exporting countries,
generally higher energy costs contributed to the deterio-
ration of the current account balances in several major
developed countries.

Economic expansion in the major developed coun-
tries was relatively restrained in the final quarter of 2005,
in the context of a slowdown in consumer demand and
further global energy concerns. In the United States, real
GDP growth decelerated to 1.6% on an annualized basis,
its slowest rate in three years, from 4.1% in the previous



quarter, owing to a moderation in private consumption,
increased expenditure on imports and contracted federal
government expenditures.  Underpinned by a strong
service sector, annualized real output growth in the
United Kingdom stabilized at 1.8% and Euro zone growth
slackened to 0.3% from 0.7% in the third quarter, con-
strained by a relapse in household spending—although
business investment and exports were sustained. In
Germany, real output growth was flat in the fourth quar-
ter, following the 0.6% expansion in the previous quarter
and the expansion for France moderated to 0.2% from
0.7%. Fueled by strong private consumption and exports,
the Japanese economy strengthened by 1.4%, up from
0.3% in the September quarter, and marking the fourth
consecutive quarter of growth.

Unemployment conditions generally maintained their
seasonal levels registered in the third quarter, with the
jobless rate for the United States falling to 4.9% from
5.1%. The euro zone’s unemployment rate was un-
changed at 8.3% for a second consecutive quarter,
supported by a moderate easing in rates for Germany
and France, to 11.2% and 9.6%, respectively. On the
other hand, the unemployment rate rose steadily in the
United Kingdom, to 5.1% from 4.7% in the previous
quarter and, edged upwards in Japan to 4.4% from a 12-
month low of 4.3%.

Average consumer price inflation in the developed
world eased from elevated levels registered in the third
quarter of 2005, as energy prices receded somewnhat.
The United States’ consumer price index grew by a more
tempered 3.4%, following a 4.7% increase in the previous
quarter. Similarly, the rate of expansion in retail prices for
the United Kingdom subsided to 2.0% from a 12-month
high of 2.5% in the third quarter. For Germany and
France, quarterly consumer price inflation slowed to 2.1%
and 1.5% from 2.5% and 2.2%, respectively. Euro zone
inflation also improved to 2.2% from 2.6%, whereas
average prices in Japan contracted by 0.1% relative to
0.3% last quarter.

In foreign exchange markets, the United States dol-
lar appreciated against the major currencies in Europe
and Asia. The value of the US dollar rose by 3.7%
against the Japanese yen to ¥117.8; by 2.4% against the
pound sterling to £0.6; by 1.5% to CHF1.3; and by 1.5%
vis-a-vis the Euro to €0.84. On the other hand, the US
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dollar depreciated relative to the Canadian dollar by 0.1%
to C$1.2.

Equity markets were upbeat during the fourth quarter
of 2005, as major bourses advanced in value. In the
United States, the Dow Jones Industrial Average (DJIA)
rose by 1.4% to 10,717.5 points and the broader S&P
500 Index, by 1.7% to 1,254.8 points. In Europe, Ger-
many’s DAX Index had the largest percentage gain of
7.2% to 5,408.3 points, followed by the United Kingdom’s
FTSE 100 Index which advanced by 2.6% to 5,618.8
points and by a 2.5% rise in France’s CAC-40 Index to
4,715.2 points. Japan’s Nikkei 225 Index continued its
year long appreciation, posting a double digit gain of
18.7% to 16,111.4 points.

Commodity markets closed the year on a high note,
amid stronger precious metal prices and volatile energy
prices. Responding to stable oil supply by OPEC, which
maintained a daily supply of 30.3 million barrels, coupled
with favorable seasonal conditions, oil prices fell by 9.6%
to $57.63 per barrel during the fourth quarter. Con-
versely, gold and silver prices grew by 10.2% and 18.4%,
to $517.0 and $8.8 per troy ounce, respectively.

On the monetary policy front, major central banks
ended the year with mixed trends in terms of interest
rates. In the United States, the Federal Reserve Bank
raised the key primary credit and target funds rates twice
during the fourth quarter, for a total of 50 basis points
each, to 5.25% and 4.25%, respectively. Similarly, for the
first time in over two years, the European Central Bank
hiked its benchmark refinancing rate to 2.25% from
2.00%, signaling its intent to contain European inflation
beneath the 2.0% threshold. The Bank of England’s repo
rate was unchanged at 4.50%, and the Bank of Japan
continued its zero interest rate policy.

With regards to fiscal sector developments, the defi-
cit in the United States softened to 3.5% of GDP in fiscal
year 04/05 compared to the previous period. In contrast,
the United Kingdom'’s fiscal deficit for 2005 rose to 3.6%
of GDP from 3.4% a year earlier, while the latest data
available for Canada revealed that the federal govern-
ment was again able to balance its budget in 2005.

In external sector developments, trends in world
trade were dominated by persistently high energy costs.
Rising oil prices and heightened consumer demand



combined to widen the United States’ current account
deficit, to $224.9 billion which exceeded 7% of GDP. As
the economy benefited from more exports of higher
priced energy, Canada, one of the world’s largest pro-
ducers of oil and natural gas, registered a substantial
C$5.5 billion quarterly growth in its current account
surplus to C$13.3 hillion. Reflecting a strong currency
and a higher oil bill, the current account deficit for the
euro zone is estimated to have tripled to €15.1 billion
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during the fourth quarter. Among the members, France’s
deficit was almost doubled to €4.5 billion, and Germany’s
current account surplus was trimmed to €6.0 billion from
€7.1 billion, owing to weakness in the export oriented
manufacturing sector. The United Kingdom’s current
account deficit narrowed slightly to £10.9 billion and
Japan’s current account surplus fell marginally to
¥1,748.4 billion from ¥1,850.7 billion in the third quarter.
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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 INSTALLMENT CREDIT

TABLE 8 SELECTED INTEREST RATES

TABLE 9 SUMMARY OF BANK LIQUIDITY

TABLE 10 GOVERNMENT OPERATIONS AND FINANCING

TABLE 11 NATIONAL DEBT

TABLE 12 PuBLIC SECTOR FOREIGN CURRENCY DEBT OPERATIONS
TABLE 13 BALANCE OF PAYMENTS SUMMARY

TABLE 14 EXTERNAL TRADE

TABLE 15 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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