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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Key performance indicators suggest a relatively flat
outcome for the Bahamian economy during the fourth
quarter, as tourism output softened, due to weather-
related disruptions in travel itineraries, and foreign in-
vestments sustained steady growth in construction sector
activity. In this context, labour market conditions im-
proved only slightly over the six months to November,
while inflationary pressures were relatively subdued.

Based on preliminary estimates, the fiscal deficit de-
teriorated during the second quarter of FY2012/13, in
comparison to the previous year, as a tax-related contrac-
tion in total revenue, negated a fall-off in aggregate
expenditure. Budgetary requirements were met through
a combination of short and long-term domestic borrowing
and external loan financing.

Monetary developments featured modest gains in
both bank liquidity and external reserves, buoyed by
proceeds from the Government's external borrowings.
Reflecting anemic consumer demand and high unem-
ployment, private sector credit contracted marginally, and
the deterioration in banks' credit quality indicators
prompted an increase in their loan loss provisions.
Further, the Government's use of funds from its external
borrowings to reduce Bahamian dollar liabilities, lowered
banks’ credit to the public sector.

On the external side, the estimated current account
deficit deteriorated in the fourth quarter, as a decline in
the services account surplus, along with a worsening in
the income account deficit, overshadowed a reduction in
the goods deficit. The capital and financial account
surplus narrowed, reflecting mainly a reduction in the
outstanding foreign liabilities of both banks and private
companies, which overshadowed gains in net direct
investment and public sector inflows.

FiIscCAL OPERATIONS

OVERVIEW

The fiscal situation worsened, as the overall deficit
for the second quarter of FY2012/13 widened by $56.9
million (83.1%) to $125.3 million. Total revenue fell by
14.8% ($64.1 million) to $368.0 million, to eclipse a
contraction in aggregate expenditures of 1.4% ($7.2
million) to $493.3 million.

REVENUE

Tax receipts, at 84.3% of the total, decreased by
$50.5 million (14.0%) to $310.4 million. Underlying this
outturn was a decline in taxes on international trade
transactions, by 36.7% ($88.1 million) to $151.8 million,
as excise tax receipts, which were boosted by extraordi-
nary arrears payments last year, receded by 59.1%
($85.0 million) back to trend levels. Import and export tax
collections also fell, by $2.4 million and $1.2 million,
respectively, outpacing the incremental $0.4 million gain
in associated stamp taxes. Declines were also registered
for non-trade stamp taxes, of 4.9% ($1.6 million); “non-
allocated” taxes, of 14.8% ($0.8 million), and selective
taxes on services, of 1.1% ($0.1 million). In a partial
offset, arrears payments boosted departure tax collec-
tions more than two-fold, to $44.2 million, with apprecia-
ble gains also recorded for property taxes, of 23.0% ($9.1
million) and business & professional license fees, of
41.7% ($4.0 million).

Non-tax revenue, which accounted for 15.7% of total
receipts, rose by $4.1 million (7.6%) to $57.6 million, led
by a $6.1 million (29.5%) timing-related gain in fines,
forfeits & administrative fees. In contrast, property-
related income, inclusive of interest, dividends and rents,
waned by $1.8 million (5.5%), after being boosted in the
previous year by the receipt of deferred interest pay-
ments. However, income from public enterprises firmed
to $7.0 million from $0.2 million in the prior period, reflect-
ing timing-related factors. Capital revenue was negligible



during the quarter, in contrast to the previous period’s
$17.7 million value, associated with the sale of property.

Government Revenue By Source
(Oct. - Dec.)
FY11/12 FY12/13

Property Tax 39.6 9.2 487 132
Selective Services Tax 11.8 2.7 11.6 3.2
Busines. & Prof Lic. Fees 9.6 2.2 13.6 3.7
Motor Vehicle Tax 5.9 14 6.0 16
Departure Tax 18.9 4.4 44.2 12.0
Import Duties 88.4 20.5 86.1 23.4
Stamp Tax from Imports 3.9 0.9 4.3 12
Excise Tax 143.8 333 58.8  16.0
Export Tax 3.7 0.8 2.6 0.7
Stamp Tax from Exports - - - -
Other Stamp Tax 33.2 7.7 316 8.6
Other Tax Revenue 5.3 12 45 12
Fines, Forfeits, etc. 20.8 4.8 26.9 7.3
Sales of Govt. Property 0.4 0.1 0.1 0.0
Income 324 7.5 30.6 8.3
Other Non-Tax Rev. - -

Capital Revenue 17.7

Grants - - - -
Less:Refunds 3.3 0.8 16 0.4
Total 432.1 95.9 368.0 100.0

EXPENDITURE

Reflecting a leveling-off in infrastructure projects,
capital outlays contracted by 28.8% ($21.3 million) to
$52.8 million. This contrasted with gains in current
spending, of 3.6% ($13.3 million) to $379.7 million, and in
net lending to public entities, of 1.4% ($0.8 million) to
$60.8 million.

Based on economic classification, the growth in cur-
rent disbursements, which accounted for 77.0% of the
total, was led by an increase in transfer payments of
$13.2 million (9.4%) to $152.6 million. Of significance,
were the gains in subsidy payments and transfers to
public corporations, of $7.7 million and $4.3 million,
respectively, alongside reduced transfers to households
($3.0 million) and abroad ($0.8 million). Interest payments
rose by 7.3% ($3.6 million) to $53.7 million, due mainly to
a 13.6% ($3.2 million) increase in external obligations.

Consumption spending was relatively unchanged at
$227.1 million, as the 0.9% ($0.7 million) reduction in
purchases of goods and services negated a similar gain
in wage & salary payments.

Analyzed by functional classification, the growth in
recurrent outlays was attributed to a 10.8% ($6.2 million)
hike in health-care expenditure to $63.4 million, combined
with a rise in spending for general public services (gener-
al administration and public order & safety) of 4.4% ($4.7
million) to $110.2 million. Social benefits & service-
related outlays grew by 5.5% ($1.8 million) to $33.4
million and for defense, by 5.2% ($0.6 million) to $12.2
million. Conversely, expenditures for economic services
contracted by $2.2 million (5.6%) to $37.7 million, mainly
due to timing-related reductions in disbursements for
tourism ($2.3 million), public works & water supply ($1.7
million), and labor employment services ($1.0 million),
which offset the $2.5 million hike in transportation outlays.
Spending on education decreased by 1.3% ($0.9 million)
to $64.0 million, and on “other community and social
services”, by 8.9% ($0.4 million) to $4.4 million.

Under capital expenditure, disbursements for infra-
structure projects were lower by 13.1% ($7.1 million) at
$47.2 million, and asset purchases contracted by three
quarters to $4.8 million, following the acquisition of new
premises last year. In contrast, transfers to non-financial
public enterprises rose to $0.3 million from negligible
levels, while those to public corporations were a stable
$0.6 million.

FINANCING AND THE NATIONAL DEBT

Budgetary financing for the second quarter of
FY2012/13 included new borrowings of $315.1 million,
dominated by $210.1 million in external funding, which
comprised a US$180.0 million loan and project-based
drawings of $30.1 million. Approximately $105.0 million
was sourced from the domestic market in the form of
Treasury bills ($50.0 million), loans & advances ($30.0
million) and bonds ($25.0 million). Debt repayment
amounted to $95.6 million, of which 94% was used to
retire local currency obligations.
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As a result of these developments, the Direct
Charge on the Government grew by 5.3% ($219.5 million)
over the quarter and by 15.5% ($590.0 million) year-on-
year, to $4,394.6 million at end-December, 2012. Baha-
mian dollar debt represented the majority (76.4%) of the
total and was held largely by commercial banks (35.4%),
followed by private investors (30.5%), public corporations
(21.7%), the Central Bank (12.1%) and Other Local
Financial Institutions (0.3%). By instrument, Government
bonds—with an average 11.8 years to maturity—
constituted the bulk of domestic currency debt (85.6%),
followed by Treasury bills (10.4%) and loans & advances
(4.0%).

The Government's Contingent Liabilities were re-
duced by $4.3 million (0.7%) to $592.1 million, while the
National Debt expanded by 4.5% ($215.2 million) over
the quarter and by 14.5% ($631.4 million) relative to last
year, to $4,986.7 million at end-December, 2012.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

Buoyed by Government's external borrowings, public
sector foreign currency debt expanded by $197.8 million
(11.9%) to $1,863.0 million over the fourth quarter, as

new drawings of $210.1 million outweighed amortization
payments of $12.3 million. In particular, the Govern-
ment's component—at 55.7% of the total—surged by
$204.5 million (24.6%) to $1,037.3 million, in contrast to a
$6.7 million (0.8%) reduction in the public corporations’
obligations to $825.7 million.

Compared to the previous year, total debt service
payments rose by $12.1 million (32.1%) to $49.6 million.
The public corporations’ portion was higher by $5.6
million (46.6%) at $17.5 million, and the Government's,
by $6.4 million (25.3%) at $32.1 million. As a result of
these developments, the public sector debt service ratio
firmed by 1.3 percentage points to 5.6%, and the ratio of
Government's debt service to revenue receipts advanced
to 8.7% from 5.9% in 2011.

By creditor profile, the largest share of foreign cur-
rency debt, at 34.6%, was held by miscellaneous credi-
tors, such as international financial institutions and insur-
ance firms, followed by private capital markets (32.2%),
commercial banks (18.4%), and multilateral and bilateral
institutions (14.8%). The outstanding debt carried an
average maturity of 15.4 years and was denominated
principally in US dollars (97.6%), with the balance shared
between Chinese Yuans (2.2%) and euros (0.2%).

REAL SECTOR

TOURISM

Indications are that tourism output contracted over
the review quarter, partly reflecting the dampening impact
of Hurricane Sandy on stopover arrivals.

Growth in total visitor arrivals, of 0.7% to 1.5 million,
was significantly below the 9.7% gain achieved in 2011.
Following an 11.4% expansion a year ago, sea passen-
gers—at 80.9% of the total—increased by a mere 1.1% to
1.2 million. Air traffic contracted by 0.7% to 0.3 million, to
reverse the 3.2% improvement in 2011, as harsh weather
conditions disrupted travel itineraries for visitors originat-
ing from several key United States markets.

By major ports of call, visitors to New Providence
rose by 2.9% to 0.88 million, considerably less than the
previous year's 11.9% growth, based on moderated gains
in both the sea (3.5%) and air (1.1%) segments. In



Grand Bahama, the 9.4% increase in arrivals to 0.2
million, outpaced 2011's gain of 3.1%, and featured a
12.8% rise in the dominant sea segment, which out-
weighed the 10.9% falloff in air visitors. Reflecting, in
part, the brief disruptions caused to several hotels’ opera-
tions by the hurricane, visitors to the Family Islands fell by
7.0% to 0.4 million, explained by contractions in both air
(3.9%) and sea (6.7%) arrivals.

Preliminary data from a sample of the largest hotels in
New Providence and Paradise Island showed a decline in
hotel revenues in comparison to the corresponding 2011
period. Total earnings contracted by 1.3% over the
quarter, based on a reduction in the average daily room
rate by 0.9% to $211.73, and a relatively unchanged
average occupancy rate of 57.3%.

Visitor Arrivals
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CONSTRUCTION

Quarterly construction sector output was supported
mainly by foreign direct investments, namely the multi-
billion dollar Baha Mar project, where work continued on
the core segment of the development. Less stimulus was
derived from ongoing public sector infrastructure activi-
ties, as earlier projects neared completion, and domestic

housing sector developments remained anemic, amid
weak business and labour market conditions.

As a partial indicator of private construction activity,
total mortgage disbursements for new construction and
repairs—as reported by domestic banks, insurance
companies and the Bahamas Mortgage Corporation—
contracted by 27.5% to $24.4 million, extending the 2.8%
decline posted in the same period of 2011. Underpinning
this outcome was a 19.7% ($6.0 million) reduction in
residential mortgages to $24.3 million, while the commer-
cial component decreased by $3.3 million to a mere $0.1
million, following growth of $1.3 million a year earlier.

The sluggish performance of the domestic private
sector is poised to continue over the near-term, as total
mortgage commitments for new buildings and repairs—a
forward looking indicator of construction activity—
declined in number by almost 50% (91) to 106 and the
corresponding value fell by 31.9% to $15.3 million.
Specifically, residential loan approvals decreased by 92
in number and by $7.4 million in value, to 104 and $14.8
million, respectively. In contrast, commercial loan ap-
provals doubled in number to 2, with a $0.3 million ex-
pansion in value to $0.4 million.

Mortgage Commitments:
New Construction and Repairs
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Mortgage costs increased modestly during the re-
view quarter, as average interest rates on both the resi-
dential and commercial components firmed, by 10 and 20
basis points, to 8.2% and 8.4%, respectively.

EMPLOYMENT

Reflecting gains in most of the key industries, la-
bour market conditions improved slightly in the second
half of 2012. According to the Department of Statistics’
most recent Labour Force Survey, for the six-month
period ending November 2012, the unemployment rate
fell by 0.7 of a percentage point to 14.0%, in contrast to
a 2.2 percentage point gain to 15.9% a year earlier. The
number of unemployed persons decreased by 1,175,
while job payrolls—inclusive of previously discouraged
workers and new entrants—firmed by 1,925 persons.
An estimated six (6) of the nine (9) industries surveyed
noted employment gains, led by the manufacturing
sector, where payrolls widened by 22.0%; albeit from a
low base. In terms of the major job centres, the unem-
ployment rate in New Providence fell by 0.9 of a percen-
tage point to 13.1%; however, Grand Bahama's rate
firmed to 18.0% from 17.3% in May. In addition, em-
ployment prospects for recent graduates remained chal-
lenging, as the jobless rate among persons aged 15-24
was estimated at 30.7% at end-November, 2012.

PRICES

Domestic inflation for the twelve months to October,
as measured by the Retail Price Index for The Bahamas,
softened to 2.35% from 2.90% in the corresponding 2011
period. This outturn included a significant reduction in
average cost gains for transportation, to 2.64% from
8.70% in the comparative period and a reversal in aver-
age costs for clothing & footwear, from a slight 0.58%
contraction in 2011 to a 1.17% expansion. Notable
average price declines were registered for restaurant &
hotels (by 1.0 percentage point to 1.81%); furnishing,
household equipment & maintenance (by 90 basis points
to 2.80%); and education (by 90 basis points to 2.36%).
After recording year-earlier increases of 1.31% and
2.56%, average prices decreased for communication and
recreation & culture, by 1.43% and 0.68%, respectively.
Conversely, accelerated average price gains were posted
for food & non-alcoholic beverages, to 3.07% from
1.23%; miscellaneous goods & services, to 0.92% from
0.22%; medical care & health, to 1.93% from 1.69%;
housing, water, gas, electricity & other fuels, to 3.38%

from 3.17% and alcohol, tobacco, & narcotics, to 1.65%
from 1.50%.

Domestic energy prices generally moved higher dur-
ing the fourth quarter, with the average retail price of both
gasoline and diesel up by 2.1% to $5.46 per gallon and
6.7% to $5.28 per gallon, respectively. The annualized
gains in the respective prices for these two fuel products
were 7.0% and 4.0%. In contrast, the Bahamas Electrici-
ty Corporation’s fuel charge fell on a quarterly basis, by
3.7% to 26.30¢ per kilowatt hour (kWh), but surged year-
on-year by 15.3%.

Retail Price Index
(Annual % Changes)

October
2011 212
fems Wegh Index % Index %
Food & Non-Alcoholic Beverages 1204 1028 33 1062 23
Alcohol, Tohacco & Narcofics 6.4 1036 08 1050 14
Clothing & Footwear 3176 1003 01 1009 06

Housing, Water, Gas, Electicity 334.83 1046 21 1083 35
Fum. & Household, Maintenance 64.26 1050 68 1068 16

Health 445 1028 14 1049 21
Transportaion 119.13 1121 85 1161 35
Communication 4119 017 21 %6 60
Rec., & Culture 273 1033 48 1009 23
Education 30.05 1052 19 1065 12
Restaurant & Hotels 3.2 1054 39 1057 03
Misc. Goods & Svcs. 140.52 1015 04 1007 02
ALLITEMS 1000 1045 32 1064 18

MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Monetary developments during the review quarter
featured expansions in both bank liquidity and external
reserves, fuelled by proceeds from the Government's
external borrowing in December. The mild economic
environment continued to constrain the recovery in



private sector credit growth and any definitive improve-
ment in banks’ credit quality indicators. The resultant
increases in loan loss provisioning, contributed to a
decline in banks’ overall profitability. The weighted
average interest rate spread increased modestly over the
period, as the fall in the average deposit rate outweighed
the softening in the corresponding lending rate.

LIQuIDITY

Banks' net free cash reserves grew marginally by
$2.4 million (0.7%) to $322.8 million over the quarter. At
end-December 2012, the ratio of free cash reserves to
deposit liabilities stood slightly lower at 5.4% from 6.2% in
2011. However, the broader surplus liquid assets—
which includes holdings of Government paper—
advanced by $46.9 million (5.1%) to $967.1 million, a
reversal from the prior year's $33.2 million (3.6%) con-
traction. The system’'s surplus exceeded the statutory
minimum by 99.6%, up from 92.5% a year ago.

Liquidity
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DEPOSITS AND MONEY

The contraction in the overall money supply (M3)
slowed to $36.4 million (0.6%) from $42.8 million (0.7%)
in 2012, for an end-December balance of $6,303.7 mil-
lion. Narrow money (M1) expanded by $65.1 million
(4.3%), outpacing the year-earlier $10.9 million (0.8%)
gain, and reflecting a $56.8 million (4.4%) upturn in

demand deposits, alongside a $8.3 million (4.0%) rise in
currency in circulation. In contrast, broad money (M2) fell
further by $20.4 million (0.3%), following last year's $34.5
million (0.6%) contraction, explained by declines in fixed
and savings balances, of $44.4 million (1.3%) and $41.1
million (3.7%), respectively. The fall-off in foreign curren-
cy deposits was extended by almost two-fold, to $16.0
million (6.9%), owing primarily to a $20.1 million (9.4%)
reduction in private sector placements, which outpaced
the $4.1 million (23.7%) increase in public sector depo-
Sits.

As a proportion of the overall money stock, fixed de-
posits constituted the largest share at 54.6%, with de-
mand and savings balances accounting for 21.5% and
17.0%, respectively. Foreign currency deposits and
currency in active circulation comprised the smallest
proportions at 3.4% each.

DOMESTIC CREDIT

Following a $122.0 million (1.5%) advance a year
earlier, total domestic credit contracted by $112.2 million
(1.3%), reflecting Government's use of proceeds from its
foreign financing to repay short-term debt. By currency
composition, Bahamian dollars, which comprised an
estimated 91.6% of total credit, contracted by $89.7
million (1.1%), to reverse last year's $87.6 million (1.1%)
gain. Similarly, foreign currency claims declined by $22.5
million (3.0%), vis-a-vis a $34.4 million (5.1%) rise a year
earlier.

Net credit to the Government fell by $85.8 million
(5.1%), in contrast to a $38.1 million (2.7%) advance a
year ago, as the Government utilized proceeds from its
$180.0 million external loan to reduce mainly short-term
bank credit. Growth in banks’ net claims on the rest of
the public sector slackened to $6.1 million (1.3%) from
$35.9 million (8.7%) in 2011.

Amid weak consumer demand conditions and en-
hanced borrowing requirements, private sector credit
contracted by $32.5 million (0.5%), reversing the $48.0
million (0.7%) increase of last year. Both the foreign
currency and Bahamian dollar components declined, by
5.1% ($20.9 million) and 0.2% ($11.6 million), respective-
ly. Underlying the latter, personal loans, at a dominant
78.7% of outstanding credit, decreased by $12.8 million
(0.2%), in contrast to a $19.1 million (0.4%) gain in 2011.



This was explained by a $25.0 million (1.2%) contraction
in the proportionally larger consumer credit component,
which surpassed subdued gains in both residential mort-
gages and overdrafts, of $10.5 million (0.4%) and $2.9
million (3.2%), respectively.
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A disaggregated analysis of consumer credit showed
a concentrated decline in debt consolidation loans, of
$22.8 million (2.8%), while more muted reductions were
recorded for miscellaneous ($7.4 million), medical ($1.9
million) and education ($1.2 million) loans. In contrast,
gains were registered for home improvement ($3.4 mil-
lion), travel ($2.3 million), credit card ($1.6 million) and
private car ($1.3 million) lending.

Among the other private sector loan categories, sig-
nificant net repayments were posted for miscellaneous
loans and construction, of $45.9 million and $10.7 million,
respectively, alongside smaller declines in credit ex-
tended for entertainment & catering ($4.7 million) and
fisheries ($2.4 million). In a modest offset, gains were
recorded for distribution ($38.2 million), transport ($3.7

million) and private financial institutions ($1.6 million)
loans.

Distribution of Bank Credit By Sector
End-December
2011 2012

BM % BWM %
Agriculture 134 0.2 143 02
Fisheries 8.6 0.1 84 01
Mining & Quarry 2.7 0.0 24 00
Manufacturing 38.8 05 4.7 06
Distribution 1711 24 216.1 30
Tourism 70.3 1.0 65.3 09
Enter. & Catering 67.1 0.9 641 09
Transport 373 05 20 06
Construction 424.8 6.0 422.2 59
Government 145.7 2.1 152.4 2.1
Public Corps. 326.8 4.6 3385 48
Private Financial 21.6 0.3 185 0.3
Prof. & Other Ser. 117.2 1.6 1161 16
Personal 5,189.4 731 52057 733
Miscellaneous 468.9 6.6 3981 56
TOTAL 7,1037 1000 7,106.0 100.0

MORTGAGES

Based on the data provided by banks, insurance
companies and the Bahamas Mortgage Corporation, total
mortgages outstanding rose by $4.4 million (0.1%) to
$3,279.6 million, extending the previous year's $2.4
million (0.1%) expansion. Residential mortgages—which
comprised the majority (93.9%) of the total—advanced by
$11.4 million (0.4%) to $3,078.9 million, exceeding 2011's
$6.1 million (0.2%) upturn. In contrast, the contraction in
the commercial component broadened to $7.0 million
(3.4%) from the prior year's $3.7 million (1.9%). At end-
December, the largest share of outstanding mortgages
was held by commercial banks (89.0%), with substantially
lower proportions attributed to insurance companies
(5.9%) and the Bahamas Mortgage Corporation (5.1%).



THE CENTRAL BANK

Reflecting a build-up in Treasury bill holdings—due
to commercial banks’ rediscounting activities—and long-
term Government securities, the Bank’s net claims on the
Government firmed by $37.6 million (10.5%) to $394.7
million, outpacing the $6.4 million (2.3%) expansion
registered in 2011. Net liabilities to the rest of the public
sector almost doubled to $9.1 million, on account of
higher deposit balances, and the Bank’s liabilities to
commercial banks also recovered to post growth of $87.9
million to $680.0 million, owing to a combination of in-
creased deposits and currency holdings.

External reserves grew by $64.3 million (8.6%) to
$810.2 million, as the uplift from the $180.0 million in
foreign currency debt proceeds, was tempered by ongo-
ing demands to meet external payments. In the underly-
ing transactions, the Banks' foreign exchange position
reversed to a net purchase of $59.7 million from a net
sale of $71.8 million a year earlier. Supporting this
outturn, the net purchase from the central Government
firmed by $125.1 million to $208.6 million, which was
partially countered by the relatively stable $113.7 million
in net sales to the rest of the public sector, primarily for
fuel payments. Transactions with commercial banks also
resulted in a net sale of $35.2 million, not substantially
different from the year-earlier $40.0 million.

At end-December, the stock of external reserves
was equivalent to an estimated 16.0 weeks of non-oil
merchandise imports, compared to 19.7 weeks at end-
2011. After adjusting for the 50% statutory requirement
on the Bank's Bahamian dollar liabilities, “useable” re-
serves rose by $15.0 million to $347.9 million over the
quarter.

DOMESTIC BANKS

Commercial banks experienced a decline in private
sector credit of $32.5 million (0.5%), a turnaround from a
$48.0 million (0.7%) build-up last year. Private sector
deposit liabilities also decreased by $40.5 million (0.7%),
extending 2011's $14.6 million (0.3%) reduction. Similar-
ly, net claims on the Government fell by $123.4 million
(9.3%), vis-a-vis an increase of $31.7 million (2.8%) in
2011, while accretions to net claims on the rest of the
public sector slowed to $6.3 million (1.4%) from $36.1
million (8.8%). After posting a $30.5 million (5.4%) rise in

2011, banks’ net foreign liabilities decreased by $25.9
million (4.2%) to $596.3 million in the review quarter.
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In terms of liabilities, total deposits fell by $40.1 mil-
lion (0.6%) to $6,207.7 million, exceeding the prior year's
contraction of $32.0 million (0.5%). A dominant 96.5% of
deposit liabilities was held in Bahamian currency, with
private individuals accounting for the largest share
(53.8%); followed by business firms (30.4%); the public
sector (8.5%); private financial institutions (4.0%); and
other entities (3.3%).

By contractual type, fixed balances continued to ac-
count for the bulk of banks’ deposit liabilities, at 58.4%,
followed by demand (23.8%) and savings (17.8%) depo-
sits. Analyzed by range of value and number of ac-
counts, the majority of Bahamian dollar balances (89.3%)
held less than $10,000, and represented only 6.0% of the
total value. Balances between $10,000 and $50,000
constituted approximately 7.1% of the number and ac-
counted for 11.0% of the total value, while those with
values in excess of $50,000 comprised 3.6% of the total,
but made up a commanding 83.0% of the aggregate
value.



CREDIT QUALITY

Given the mild and narrow nature of the economic
recovery, and the dampened opportunities for job gains,
both businesses and individuals continued to face chal-
lenges in meeting their debt obligations. As a result,
banks’ credit quality indicators deteriorated during the
review period, as total private sector loan arrears rose by
$87.7 million (7.5%) over the quarter and by $42.4 million
(3.5%) on an annual basis, to $1,250.5 million. The
corresponding ratio of private sector arrears to total loans
firmed by 1.4 percentage points for the quarter and by 0.8
of a percentage point to 20.0% at end-December, 2012.

Growth in total delinquencies was led by a $39.5 mil-
lion increase in the mortgage component—which ac-
counted for 55.4% of the total—to $699.5 million. Accor-
dingly, the relevant ratio to total loans firmed by 1.3 and
1.4 percentage points, on a quarterly and annual basis,
respectively, to 22.6% of total loans. Consumer arrears
also moved higher, by $23.1 million to $280.2 million, with
the attendant loan ratio rising by 1.1 percentage points
over the quarter and by 63 basis points year-on-year to
13.4%. For the commercial segment, arrears rose by
$25.0 million (10.2%) to $270.8 million, the equivalent of
25.6% of total loans. This represented a 2.6 percentage
point gain over the three-month period, but a 1.0 percen-
tage point contraction on an annual basis.

An analysis of the average age of delinquencies
showed that the increase was concentrated in the short-
term (31-90 day) component, which advanced by $57.1
million (17.5%) to $382.9 million—representing a 92 basis
point gain in the quarterly loan ratio to 6.1%. For non-
performing loans—those in excess of 90 days and on
which banks stopped accruing interest—increases in both
the consumer and mortgage segments elevated arrears
by $30.6 million (3.7%) to $867.6 million, and the corres-
ponding ratio to total loans, by 51 basis points on a
quarterly basis, to 13.9%.

In response to these developments, banks increased
their provisions for loan losses, by $5.3 million (1.6%)
over the quarter to $339.3 million, although the ratio of
provisions to total loans steadied at 5.3%. Given the
pace of growth in delinquencies and non-accrual loans,
their respective ratios to total loans fell by 2.5 and 2.1
percentage points, to 27.1% and 39.1%, respectively.
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BANK PROFITABILITY

Based on the latest data available for the third quar-
ter of 2012, banks’ profitability softened, as increased
expenses related to bad debt provisions, overshadowed
the improvement in revenue. The widening in the net
interest margin, by 6.6% ($7.9 million) to $127.5 million,
reflected the impact of generally lower interest rate costs,
which translated into a 21.0% ($9.5 million) reduction in
interest expense, and outpaced the 1.0% ($1.6 million)
falloff in interest income. In addition, with commission
and foreign exchange fee income rising by 2.4% ($0.1
million) to $5.7 million, the gross earnings margin firmed
by $8.0 million (6.4%) to $133.2 million.

Total operating expenses contracted by $3.7 million
(4.7%) to $75.1 million. This was occasioned by a de-
crease in non-core operating costs and staff-related
expenses, by 11.9% and 2.8%, respectively, which
eclipsed a 14.7% ($1.0 million) rise in occupancy outlays.
However, losses on non-core activites more than
doubled, to $28.5 million, due largely to a 52.7% ($16.8
million) expansion in provisions for bad debts, which
outstripped a 1.9% ($0.4 million) gain in other income and
a $0.7 million (19.5%) decline in depreciation expenses.
As a result of these developments, net income contracted



by $3.9 million (11.5%) to $29.6 million, relative to the
same period a year earlier.

Similarly, banks’ profitability ratios—as measured
against average assets—were mixed over the quarter.
The interest margin ratio firmed by 20 basis points to
5.27% and the commission & foreign exchange income
ratio steadied at 0.24%, while the gross earning margin
ratio increased by 21 basis points to 5.51%. The decline
in the operational cost ratio, by 23 basis points to 3.11%,
contributed to an uplift in the net earnings margin ratio, by
44 basis points to 2.40%. However, significant increases
in non-core expenditures resulted in a narrowing in the
net income ratio by 19 basis points to 1.23%.

Domestic Banks' Profitability
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INTEREST RATES

During the fourth quarter, the commercial banks’
weighted average interest rate spread edged up by 3
basis points to 9.27 percentage points. This reflected, in
combination, the reduction in the average deposit rate, by
11 basis points to 1.83%, and an 8 basis point drop in the
average lending rate to 11.10%.

Amid the persistently high levels of bank liquidity,
almost all deposit rates declined. The average rate on
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savings deposits contracted by 6 basis points to 1.25%,
and the average interest rate on fixed balances moved
lower, with a widened range, to 1.43% - 2.58% from
1.56% - 2.52% last year.

On the lending side, the average overdraft and con-
sumer loan rates fell, by 55 and 18 basis points, to 9.36%
and 13.66%, respectively. However, residential mortgage
rates stabilized at 7.40%, while the average commercial
mortgage rate firmed marginally by 7 basis points to
8.40%.

With respect to other key rates, the average Treasury bill
rate rose over the quarter, by 52 basis points to 0.6%,
whereas the Bank's Discount Rate and commercial
banks’ Prime Rate were unchanged at 4.50% and 4.75%,
respectively.

Banking Sector Interest Rates
Period Average (%)
Qtr. IV Qtr. 1 Qtr. IV
2011 2012 2012
Deposit Rates
Demand Deposits 0.86 0.33 0.33
Savings Deposits 1.63 131 1.25
Fixed Deposits
Up to 3 months 1.89 1.56 1.43
Up to 6 months 2.01 1.89 1.72
Up to 12 months 2.75 2.49 2.30
Over 12 months 2.59 2.52 2.58
Weighted Avg Deposit Rate 2.19 1.93 1.83
Lending Rates
Residential mortgages 7.50 7.43 7.40
Commercial mortgages 8.12 8.33 8.40
Consumer loans 13.32 13.84 13.66
Other Local Loans 7.55 7.87 8.29
Overdrafts 9.84 9.91 9.36
Weighted Avg Loan Rate 10.64 11.18 11.10

CAPITAL MARKETS DEVELOPMENTS

Conditions in local equity markets were subdued
during the review quarter, as investors remained cautious
regarding their portfolio allocations. As a result, the
volume of shares traded moved lower by 19.0% to 0.7
million, and the corresponding value contracted by 26.1%



to $3.6 million. A leading market indicator, the Bahamas
International Securities Exchange (BISX) All Share Index
fell by an additional 1.4% to 1,346.26 points at end-
December, after the previous year's 9.0% contraction.
Similarly, market capitalization fell marginally by 0.5% to
$2.8 billion, reflecting reductions in the prices of several
entities. At end-December, the number of securities
listed on BISX stood at 27—an increase of 2 over the
prior year's level.

INTERNATIONAL TRADE AND PAYMENTS

Preliminary data on external sector developments for
the fourth quarter of 2012 suggest that the current ac-
count deficit expanded by an estimated $6.1 million
(1.89%) to $352.0 million, year-on-year, as a reduction in
the goods deficit was overshadowed by the fall-off in the
services account surplus and an increase in the income
deficit. Further, the estimated capital and financial ac-
count surplus fell by $69.9 million (57.2%) to $52.3
million, as higher net inflows for direct investment and
Government's borrowings were offset, inter alia, by net
reductions in both bank and private sector liabilities.

The estimated merchandise trade deficit decreased
by $37.9 million (6.2%) to $570.3 million, as the decline in
imports by $40.3 million (4.9%) to $779.2 million, out-
paced the slight $2.3 million (1.1%) decrease in exports.
Further, a reduction in import volumes, which outpaced
the increase in average prices, led to a $4.7 million
(2.5%) contraction in net fuel imports to $187.1 million.
Average cost increases were registered for most oil
product categories, with the largest price gains posted for
jet fuel, of 20.3% to $159.06 per barrel. Motor gasoline
and gas oil rose by 4.0% to $126.82 and 1.3% to
$129.23, respectively, whereas the average price of
propane fell by 22.8% to $56.20 per barrel.

The services account surplus narrowed by $29.1 mil-
lion (8.6%) to $308.3 million, mainly on account of a
$20.8 million (35.3%) hike in net outlays for “other” mis-
cellaneous services, to $79.8 million, and a $12.4 million
(37.9%) advance in net reinsurance payments to $45.3
million. The net outflow for construction-related services
moved higher, by $4.3 million (7.7%) to $60.0 million,
while the falloff in air arrivals contributed to net travel
receipts softening by $3.1 million (0.6%) to $511.8 million.
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The surplus on Government services lessened to $5.5
million from $9.1 million in 2011, and net payments for
royalty and licenses rose marginally by $0.6 million to
$6.7 million. By contrast, the net inflow for offshore
companies’ local expenses increased by $10.4 million
(38.9%) to $37.2 million, while net transportation outflows
slowed by $5.4 million to $54.4 million, due primarily to a
reduction in payments for passenger services and a falloff
in receipts from port & airport charges.

The deficit on the income account grew by $15.0 mil-
lion (20.2%) to $89.3 million, vis-a-vis the same period of
2011, occasioned by an $18.2 million (29.1%) growth in
net investment outflows to $81.0 million. This outturn
reflected a $14.5 million (33.0%) expansion in private
companies’ interest and dividends payments to $58.4
million, as non-bank net remittances almost doubled to
$65.4 million, to outstrip a reversal in commercial banks’
transactions to a net inflow of $7.0 million from a net
outflow of $8.9 million in 2011. Similarly, net payments
for official public sector-related transactions rose by $3.7
million (20.0%) to $22.5 million, reflecting a decline in the
Bank’s investment income and a slight increase in Gov-
ernment’s external interest payments. In addition, net
labour income remittances decreased by $3.2 million
(27.7%) to $8.4 million.

Net current transfer outflows contracted to $0.2 mil-
lion from $0.8 million in the prior period. A $6.5 million
decrease in other “miscellaneous” net transfer outflows to
$3.5 million, countered a combined $4.9 million gain in
workers' remittances to $18.8 million and a $1.0 million
decrease in Government's transfer receipts to $22.1
million.

The contraction in the capital and financial account
was mainly due to a shift in “other” miscellaneous invest-
ments, to a net outflow of $7.7 million from a net receipt
of $89.3 million in 2011. In particular, domestic banks
reduced their short-term liabilities by $26.2 million, vis-a-
vis a $30.6 million net inflow a year earlier, while a signifi-
cant loan repayment reversed other private net transac-
tions to an outflow of $36.5 million. In a modest offset,
public sector net inflows rose by $14.7 million to $55.1
million, reflecting the net impact of the Government’s
$180.0 million loan proceeds and the reversal in other
public sector transactions to a $149.2 million net outflow,
reflecting an almost equivalent shift in the mix of external



assets from Special Drawing Rights (SDRs) to US dol-
lars. Net direct investment inflows rose by $22.8 million
to $76.4 million, as net real estate transactions reversed
to a $19.1 million net inflow from a $20.2 million net
payment associated with property acquisition by the
Government; however, net equity investments decreased
by $16.5 million to $57.3 million. Net portfolio investment
outflows declined by $4.6 million to $14.6 million, reflect-
ing a significant slowdown in outward equity investments
to $2.1 million from $12.9 million a year ago, which
outweighed the $6.3 million increase in debt securities to
$12.5 million.  Further, net outflows from the capital
account rose marginally by $0.4 million to $1.8 million,
due to higher migrant remittances.

As a result of these developments, and after adjust-
ing for net errors and omissions, the overall balance,
which corresponds to the change in the Bank's external
reserves, recorded a surplus of $64.3 million, vis-a-vis a
deficit of $70.7 million in the final quarter of 2011.
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INTERNATIONAL ECONOMIC DEVELOPMENTS

Indications are that the global recovery was sus-
tained in the fourth quarter, benefitting primarily from
ongoing growth in the export-driven Asian economies. In
contrast, the momentum in the United States’ market
faltered and conditions in Europe remained weak, as the
unfolding debt crisis constrained economic output.
Against this backdrop, labor market conditions stayed
challenging and inflationary pressures were relatively
subdued. To stimulate growth, most major central banks
maintained their key interest rates at historic lows,
prompting investors to seek higher returns from “riskier”
assets. This contributed to gains in most major stock
exchanges and a fall in the value of the US dollar against
other major currencies.

Real GDP for the United States fell by an annualized
0.1% in the fourth quarter, relative to a 3.1% upturn in the
previous period, driven by a sharp fall in Government
expenditure, as well as private inventory investment and
exports, which overshadowed an increase in housing and
consumer spending. Reflecting reductions in the produc-
tion and services sectors, output in the United Kingdom
contracted by 0.3% in the fourth quarter, a reversal from
a 1.0% gain three months earlier. The austerity meas-
ures implemented in the euro area continued to have a
dampening impact on output, as real GDP declined by
0.6%, extending the 0.1% fall-off in the preceding period,
with weakness concentrated in the region’s three largest
economies—Germany, France and ltaly. In contrast,
robust gains in agricultural and industrial production
supported China’s economic expansion of 7.8% year-on-
year in the review period, marginally above the preceding
quarter's 7.4% gain. Economic output in Japan grew
slightly by an annualized 0.2%, vis-a-vis a 3.7% decrease
in the September quarter, supported by gains in personal
and government spending, which overshadowed a con-
traction in exports.

Labor market conditions stabilized during the final
quarter of 2012, although the jobless rate remained
above pre-recession levels. The United States’ job
market maintained its upward trajectory, as non-farm
payrolls increased by a further 472,000, and the unem-
ployment rate stabilised at 7.8% at end-December.
Similarly, the United Kingdom’s jobless rate fell marginal-



ly by 10 basis points to 7.8%, as the number of unem-
ployed persons declined by 14,000. In Europe, de-
pressed conditions—particularly in the southern region—
led to a further 20 basis point increase in the unemploy-
ment rate, to 11.8% at end-December. Employment
outcomes were significantly better in Asia, where the
jobless rate in Japan fell by 10 basis points to 4.2%, while
China’s rate stabilized at 4.1%.

Inflation remained relatively subdued over the quar-
ter, reflecting the softness in global demand. In the
United States, inflation narrowed to an annualized 1.7%
in December from 2.0% in September, due to a reduction
in gasoline prices. Similarly, average annual price in-
creases in the euro area moderated by 40 basis points to
2.2% at end-December, owing to a decline in communi-
cation costs, as well as a slowdown in price gains for
transportation and housing. In contrast, annual consumer
price inflation in the United Kingdom firmed by 50 basis
points to 2.7% in the final quarter, led by higher prices for
food & non-alcoholic beverages and housing & household
services. China’s inflation rate trended upward on a
yearly basis, to 2.5% from 1.9% in the third quarter, due
to a rise in food costs, while deflation in Japan persisted,
with average prices decreasing by 0.1% in the fourth
quarter, following a 0.3% contraction in the prior three-
month period.

In foreign currency markets, the United States dollar
recorded broad-based declines against most major
currencies. In Europe, the dollar moved lower relative to
the Swiss franc, by 2.6% to CHF0.92; against the euro,
by 2.5% to €0.76 and the British pound, by 0.5% to £0.62.
Similarly, the dollar fell by 0.9% vis-a-vis the Chinese
Yuan to CNY6.23. However, the dollar gained by 11.3%
against the Japanese Yen to ¥86.75, buoyed by the
expectation that the country’s central bank would imple-
ment measures to reduce the value of the Yen. In addi-
tion, the dollar advanced by 0.9% relative to the Cana-
dian dollar to CDN$0.99.

As investors maintained their focus on increasing
portfolio returns, most of the major bourses registered
increases during the quarter. In Europe, gains were
reported for France’s CAC 40 (8.5%) Germany’s DAX,
(5.5%) and the United Kingdom’s FTSE (2.7%). In Asia,
the election of a new pro-stimulus spending government
led to Japan’s Nikkei 225 surging by 17.2%, while China’s
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SE Composite grew more modestly by 8.8%. Converse-
ly, concerns over US policy makers’ plans to reduce the
fiscal deficit contributed to losses on both the Dow Jones
Industrial Average (DIJA) and the S&P 500, of 2.5% and
0.5%, respectively.

In commodity markets, tepid global consumer de-
mand led to the price of crude oil declining marginally by
0.8% from the previous quarter to $110.62 per barrel at
end-December.  Similarly, investors’ increased risk
appetite contributed to a decline in the price of gold and
silver, by 5.5% and 12.0%, to $1,675.35 and $30.35 per
ounce, respectively.

In an attempt to support their respective economies,
most major central banks either maintained or enhanced
their accommodative monetary policy stances during the
final quarter of 2012. The United States’ Federal Re-
serve kept its purchases of mortgage-backed securities at
a rate of $40.0 billion per month and held its key interest
rate at a historically low range of 0.0%-0.25%. The Bank
also set a target floor of 6.5% for the unemployment rate,
before any monetary policy tightening measures would be
undertaken. Despite inflation remaining above its 2.0%
target, the Bank of England left the size of its asset
purchase programme at £375 billion and the official bank
rate at 0.5%. Similarly, in light of the deterioration in
several euro zone economies, the European Central
Bank kept its main interest rates at the lowest levels since
the institution’s inception. In Asia, the People’s Bank of
China held its key interest rates steady and continued to
inject liquidity into the banking system to undergird lend-
ing to key sectors, while the Bank of Japan boosted the
size of its asset-purchase programme, from ¥80 trillion to
¥91 trillion in October, and held its uncollateralized over-
night call rate constant within the 0.0%-0.1% range.

External sector developments in major economies
were mixed in the final quarter of 2012. The United
States’ goods and services deficit expanded by $2.6
billion to $129.2 billion, due primarily to a reduction in
exports.  Similarly, in the United Kingdom, the trade
deficit grew to £10.2 billion from £8.5 billion in the preced-
ing quarter, as the deterioration in the goods deficit
eclipsed the rise in the surplus on the services account.
Buoyed by gains in exports, which exceeded the expan-
sion in imports, the euro area’s quarterly trade surplus
strengthened to €34.0 billion from €29.6 billion in the



September quarter. With exports continuing to be ad-
versely impacted by strained trade relations with China,
and softer demand from Europe, Japan’s trade deficit
widened by 16.4% to ¥2,154.4 billion in the final quarter,
as exports contracted by ¥284.8 billion, outweighing the
¥18.4 billion decline in imports. In contrast, an accelera-
tion in exports boosted China’s trade surplus by 4.6% to
US$83.2 billion.
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(Tables 1-16)

15



STATISTICAL APPENDIX

Table1  Financial Survey

Table2  Monetary Survey

Table 3  Central Bank Balance Sheet

Table 4  Domestic Banks Balance Sheet

Table5  Profit and Loss Accounts Of Banks In The Bahamas
Table 6  Money Supply

Table 7 Consumer Installment Credit

Table 8  Selected Average Interest Rates

Table9  Selected Credit Quality Indicators of Domestic Banks
Table 10 Summary of Bank Liquidity

Table 11 Government Operations and Financing

Table 12 National Debt

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

Table 15 External Trade

Table 16 Selected Tourism Statistics

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

2. - il

3.p provisional

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