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REVIEW OF ECONOMIC AND FINANCIAL DEVELOPMENTS

DoMESTIC ECONOMIC DEVELOPMENTS

Preliminary evidence suggests that the Bahamian
economy maintained a positive growth momentum during
the fourth quarter of 2011, supported by further gains in
tourism performance, alongside steady expenditures from
foreign and public sector-led investment projects. How-
ever, in the absence of a broad-based recovery, the
unemployment rate remained elevated, while inflation
firmed over the review period, reflecting the adverse
effects of international price pressures.

Based on preliminary data, the fiscal deficit nar-
rowed over the second quarter of FY2011/12. Revenues
were buoyed by proceeds from the sale of Government
property and an excise tax-led increase in international
trade taxes, while growth in aggregate spending was
broad-based across the main categories. Budgetary
financing to cover the deficit was mainly in the form of a
domestic bond issue.

Monetary developments featured declines in both
bank liquidity and external reserves, associated with the
traditional seasonal increase in consumer demand in the
latter half of the year, as credit to the private sector
advanced modestly. Reflecting the challenging employ-
ment conditions and subdued business sector environ-
ment, banks’ credit quality indicators remained elevated,
occasioning increased provisions against loan losses.

In the external sector, the estimated widening of the
current account deficit was due primarily to the deteriora-
tion in the goods deficit, which overshadowed the tour-
ism-supported improvement in the services account
surplus. The capital and financial account surplus nar-
rowed during 2011, compared to the bank capitalization-
led surge a year earlier.

FiIscCAL OPERATIONS

OVERVIEW

Provisional estimates of Government’s budgetary
operations for the second quarter of FY2011/12 showed a
fall-off in the overall deficit by 37.6% ($41.2 million) to
$68.4 million. This outturn, reflected a broad-based
increase in total revenue, of 40.6% ($124.8 million) to
$432.1 million, inclusive of one-time capital receipts,
which outpaced an expansion in total expenditure by
20.0% ($83.6 million) to $500.5 million.

REVENUE

Tax receipts, at 83.5% of total revenues, advanced
by 33.3% ($90.2 million) to $360.9 million, supported
largely by robust gains in international trade and transac-
tion taxes, of 58.1% ($88.2 million) to $239.8 million. The
largest increase was registered for excise taxes, which
more than doubled to $143.8 million, due mainly to the
payment of outstanding fees on imports by a public
corporation. Export taxes also firmed, by $1.7 million to
$3.7 million, however, both import and excise taxes fell by
$9.4 million and $0.8 million, respectively. Property tax
collections advanced by 21.8% ($7.1 million) to $39.6
million, with smaller gains posted for departure and motor
vehicle taxes, of $1.3 million and $0.4 million, respective-
ly. In addition, selective taxes on services grew by 54.5%
($4.2 million) to $11.8 million, underpinned by a $4.0
million rise in hotel occupancy taxes, reflecting the pass-
through effects of the hike in levies from the previous
quarter. Higher yields were also secured for business
and professional license fees, of 50.1% ($3.2 million) to
$9.6 million, occasioned by growth in receipts from gen-
eral business companies. In a modest offset, collections
of other “unclassified” taxes were lower by 56.1% ($6.7
million) at $5.3 million, while non-trade stamp taxes
declined by 12.0% ($4.5 million) to $33.2 million, reflect-
ing a fall-off in the intake from property sale transactions.



Non-tax revenue, at 12.4% of the total, expanded by
46.2% ($16.9 million) to $53.5 million, as deferred interest
payments boosted capital income by $18.3 million to
$32.4 million. Similarly, revenue from the sale of Gov-
ernment property increased marginally by $0.2 million to
$0.4 million; however, collections from fines, forfeits &
administration fees decreased by $1.6 million to $20.8
million. Reflecting the net proceeds from the sale of a
Government building during the quarter, capital revenues
were higher at $17.7 million.

Government Revenue By Source
(Oct. - Dec.)
FY1011 FYL/12

Property Tax 325 10.6 39.6 9.2
Selective Services Tax 7.6 2.5 11.8 2.7
Busines. & Prof Lic. Fees 6.4 2.1 9.6 2.2
Motor Vehicle Tax 55 18 59 14
Departure Tax 17.6 5.7 18.9 44
Import Duties 97.8 318 884 205
Stamp Tax from Imports 4.7 15 39 0.9
Excise Tax 47.2 15.4 1438 333
Export Tax 19 0.6 37 0.9
Stamp Tax from Ex ports - - - -
Other Stamp Tax 37.8 12.3 332 7.7
Other Tax Revenue 12.0 39 5.3 12
Fines, Forfeits, efc. 224 73 20.8 48
Sales of Govt. Property 0.2 0.1 0.4 0.1
Income 14.1 4.6 324 75
Other Non-Tax Rev. -

Capital Revenue - - 177 4.1
Grants - - - -
Less:Refunds 0.4 0.1 33 0.8
Total 307.3  100.0 4321 100.0

EXPENDITURE

Growth in total spending was largely attributed to a
more than four-fold increase in net lending to public
corporations, to $60.0 million. In addition, recurrent
spending—which constituted 73.2% of the total—rose by
2.9% ($10.2 million) to $366.4 million and capital outlays
(at 14.8% of the total) expanded by $27.8 million (60.1%)
to $74.2 million, when compared to the second quarter of
FY2010/11.

By economic classification, the increase in current
disbursements was primarily explained by a $14.8 million
(7.0%) advance in consumption spending to $227.0
million, as both purchases of goods & services and
personal emoluments rose by 11.2% and 4.8%, respec-
tively. Providing some offset, transfer payments fell by
3.2% ($4.6 million) to $139.4 million, led by a 4.5%
decline in interest payments to $50.0 million, and a 2.5%
reduction in subsidies & other transfers to $89.4 million.
The latter included a fall-off in outlays for subsidies ($7.1
million) and transfers abroad ($2.0 million), which out-
weighed the rise in transfers to households ($3.1 million)
and non-profit institutions ($1.6 million).

By functional classification, recurrent spending for
general public services, representing 28.5% of current
outlays, advanced by 12.1% ($11.2 million) to $104.2
million, due mainly to higher payments for general admin-
istration services, by $7.6 million (14.6%) to $59.2 million.
Spending on economic services firmed by 9.1% ($3.3
million), with more muted increases for education, de-
fense and social benefits & services, of $2.3 million, $0.8
million and $0.9 million, respectively. Conversely, ex-
penditures for health declined by 10.8% ($6.9 million).

Fiscal Operations
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The increase in capital outlays was mainly related to
infrastructure development projects for public works and
water supply, which absorbed nearly three-fourths of the
total and represented as increase of 36.2% ($14.5 mil-
lion) over the previous year's level. In addition, dis-
bursements for asset acquisitions grew more than three-
fold ($13.4 million) to $19.3 million, attributed to broad-
based increases for land purchases ($11.7 million)—
associated with the purchase of a new Government
building, equity investments ($1.1 million) and other
“miscellaneous” assets ($0.6 million). Further, capital
transfers to public corporations steadied at $0.6 million.

FINANCING AND THE NATIONAL DEBT

Budgetary financing during the second quarter of
FY2011/12 consisted of a $60.0 million domestic bond
issue and $36.3 million in external loans. Debt repay-
ments totaled $3.3 million, which went towards retiring
external obligations. As a consequence of these devel-
opments, the Direct Charge on the Government grew by
2.5% ($93.0 million) to $3,805.5 million over the quarter,
and firmed by 2.3% year-on-year. Bahamian dollar debt
constituted the bulk (79.0%) of the total and was held
mainly by commercial banks (37.2%), followed by private
investors (30.0%) and public corporations (22.8%); while
the Central Bank and Other Local Financial Institutions
accounted for much smaller shares of 9.7% and 0.3%,
respectively. By type of instrument, Government bonds—
with an average maturity of 12.4 years—represented the
largest share of domestic currency debt (86.3%), followed
by Treasury bills (10.0%) and loans & advances (3.7%).

Government’s contingent liabilities fell marginally by
1.1% ($5.9 million) to $550.8 million, linked primarily to a
fall-off in the outstanding guaranteed debt of the Baha-
mas Electricity Corporation. As a consequence, the
National Debt increased by 2.0% ($87.2 million) over the
quarter and by 1.7% ($71.4 million) year-on-year, to
stand at $4,356.4 million at end-December, 2011.

PuBLIC SECTOR FOREIGN CURRENCY DEBT

During the final quarter of 2011, public sector foreign
currency debt rose by 7.7% ($100.7 million) to $1,404.2
million, as new drawings of $60.8 million, combined with
a shift of $50.0 million in the outstanding debt of a public
corporation from Government to the private sector, sur-
passed amortization payments of $10.1 million. Account-

ing for the bulk (56.9%) of the total, Government's foreign
currency debt grew by 4.3% ($33.0 million) to $799.4
million, and public corporations’ liabilities advanced by
12.6% ($67.7 million) to $604.8 million.

Total debt service payments were lower at $41.4 mil-
lion from $175.8 million a year earlier year, as the public
corporations’ portion fell to $14.8 million from $149.0
million in 2010, owing to debt refinancing in the amount of
$131.0 million. In addition, the Government’s debt ser-
vice payments fell slightly by $0.2 million to $26.5 million.
As a consequence of these developments, debt service
as a ratio of estimated exports of goods and non-factor
services, net of refinancing operations fell by 1.0 percen-
tage point to 4.8%. Government’s debt service to reve-
nue ratio also contracted by 2.6 percentage points to
6.1%.

Disaggregated by creditor profile, the majority of for-
eign currency debt was held by private capital markets
(42.7%), followed by commercial banks (23.6%) and
other “miscellaneous” institutions (17.3%), while multila-
teral and bilateral organizations accounted for much
smaller shares, of 13.3% and 3.2%, respectively. On
average, the outstanding debt carried a maturity of 14.7
years and approximately 97.6% was denominated in US
Dollars, with the Chinese Yuan and other “miscellaneous”
currencies making up the remaining 2.0% and 0.4%,
respectively.

REAL SECTOR

TOURISM

Tourism sector output in the fourth quarter benefitted
from growth in the high value-added air segment, owing
to increased airlift, steady gains in the key group busi-
ness segment and supported by the ongoing joint pub-
lic/private sector incentive programmes and the hosting of
two internationally promoted sporting events. However,
the sector's performance still lagged behind its pre-
recession levels.

Total visitor arrivals grew by 9.7% to 1.5 million, fol-
lowing on the 12.7% increase in 2010. Sea passen-
gers—which comprised 80.7% of the total—grew by
11.4% to 1.2 million, although behind last year's 16.5%
gain, and benefitted from the weather-related diversion of



a number of cruise ships to Nassau from other interna-
tional ports in October. Air traffic expanded by 3.2% to
0.3 million, compared with the marginal 0.1% rise in
2010.

By major ports of call, visitors to New Providence
rose by 11.9% to 0.86 million, in comparison to the prior
year's 16.3% growth. This reflected more muted increas-
es of 15.1% in the dominant sea segment and a 3.3%
uptick in air arrivals. Gains for the Grand Bahama market
were lower at 3.1% for 0.18 million visitors, from the prior
period’s 11.3% cruise-led expansion, and was associated
with lower expansions in both air (14.0%) and sea pas-
sengers (1.5%). Growth in Family Island arrivals sof-
tened slightly over the year, to 8.6% for 0.45 million
visitors, featuring a 9.9% increase in sea traffic, which
outpaced the 3.3% contraction in air tourists.

Visitor Arrivals
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and average daily rates. Similarly, the Family Islands
reported growth in hotel revenues of 6.5% to $5.6 million,
supported by higher occupancy levels, which oversha-
dowed the slight decrease in average daily room rates,
while hotel receipts in Grand Bahama advanced by a
more muted 5.1% to $4.2 million, as higher average room
rates overshadowed the decline in occupancy levels.

CONSTRUCTION

Construction sector investments during the fourth
quarter continued to be dominated by large-scale foreign
funded projects, alongside public sector infrastructure
developments. However, domestic private sector activity
remained anemic, amid high levels of consumer indeb-
tedness and banks’ more conservative lending posture.
Indicative of private sector trends, total mortgage dis-
bursements for new construction and repairs, as reported
by domestic banks, insurance companies and the Baha-
mas Mortgage Corporation, declined by 2.8% to $33.7
million, although improving on the previous year's 43.3%
contraction. The fall-off in residential disbursements, by
7.0% ($2.3 million) to $30.2 million, slackened from the
41.1% plunge a vyear earlier, however, commercial
amounts recovered by 59.4% ($1.3 million) to $3.4 mil-
lion, from the comparative 62.1% ($3.5 million) contrac-
tion.

Reflecting the gains in long-stay arrivals and in-
creased spending levels, total hotel room revenues, as
reported by the Ministry of Tourism, firmed by 8.9% to
$88.6 million during the fourth quarter, buoyed by gains in
average occupancy rates by 2.9 percentage points to
48.0% and in average daily room rates by 4.5% to
$190.09. New Providence reported the largest gains of
9.2% to $78.8 million, owing to growth in hotel occupancy

Mortgage Commitments:
New Construction and Repairs
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These subdued housing trends are expected to
persist over the near-term, as total mortgage commit-
ments for new buildings and repairs—a forward looking
indicator of construction activity—declined in number, by
19.6% to 197, and the corresponding value fell by 15.7%
to $22.4 million. Both the number and value of residential
loan commitments declined, by 46 and $3.8 million, to
196 and $22.3 million, respectively. Similarly, commer-
cial loan approvals fell in number, to 1 from 3, with a $0.4
million contraction in value to $0.1 million.

Reflecting the pass-through effects of the downward
adjustment in the Prime rate by 75 basis points in the
second quarter, average interest rates on residential and
commercial loans decreased year-on-year, by 40 and 60
basis points to 8.1% and 8.2%, respectively.

EMPLOYMENT

Labour market conditions deteriorated in the latter
half of 2011, as the Department of Statistics’ inaugural
Labour Force Survey for November 2011 placed the
unemployment rate in The Bahamas higher at 15.9%
from 13.7% in May. This outcome was attributed to
several factors, including a shift in a number of persons
previously categorized as self-employed or engaged in
the informal sector to unemployed, a decline in informal
sector workers by 19.0%, and seasonal factors, such as
the entrance of recent high school and university gra-
duates into the labour force after the completion of the
May survey. The deterioration was broad-based, with the
unemployment rates in New Providence and Grand
Bahama rising, by 1.9 and 5.8 percentage points, to
15.1% and 21.2%, respectively.

PRICES

Developments in the international crude oil market
continued to influence the evolution of domestic prices
during the fourth quarter, as the quarterly firming in
consumer price inflation more than doubled to 3.2% from
1.5% in the comparative 2010 period. Accelerated
average price increases were posted for furnishing,
household equipment & maintenance, of 4.0% from 0.7%
and transportation, to 6.7% from 3.7%. Similarly, higher
inflation rates were noted for restaurants & hotels and
medical care & health, in the region of 2.0 percentage
points to 3.87% and 2.94%, while average cost gains
stabilized for alcohol, tobacco & narcotics at 2.0%. After

registering declines of approximately 1.0% last year,
average prices firmed for food & non-alcoholic beverages
(by 3.5%), miscellaneous goods & services (by 2.2%) and
clothing & footwear (by 1.4%). Conversely, inflation rates
moderated for housing, and related utilities—the most
heavily weighted component of the Retail Price Index—to
2.8% from 3.4% and for education, to 2.6% from 3.0%,
while the growth in recreation & culture costs decelerated
to 2.7% from 4.3% in the prior period.

Retail Price Index
(Annual % Changes)

December
210 2011
fems Weht e % ex %
Food & Non-Alcoholic Beverages 1204 97 08 1028 31
Alcohol, Tobacco & Narcotics 6.4 1023 28 1035 12
Clothing & Footwear 37.76 95 02 1003 08

Housing, Water, Gas, Electicity 334.83 1027 30 1054 26
Furn. & Household, Maintenance 64.26 999 -03 1049 51

Health 445 008 20 1031 23
Transportation 1193 037 31 118 79
Communication 41.19 001 01 1001 09
Rec., & Culture 2.13 026 15 1028 02
Education 30.05 1031 34 154 22
Restaurant & Hotels 3.24 1014 16 1054 39
Misc. Goods & Svcs. 140.52 007 07 1005 08
ALLITEMS 1000 005 14 147 32

Energy prices were mixed during the quarter, as the
average retail price of gasoline decreased by 4.9% to
$5.10 per gallon, while diesel costs grew by 1.3% to
$5.08 per barrel. Nonetheless, the upward trajectory in
international oil prices was evident on a yearly basis, as
both gasoline and diesel prices accelerated by 17.2% and
33.2%, respectively. The Bahamas Electricity Corpora-
tion’s fuel charge rose marginally by 0.7% over the quar-
ter to 25.08 cents per kilowatt hour (kWh), but surged by
29.0% on an annual basis.



MONEY, CREDIT AND INTEREST RATES

OVERVIEW

Reflecting the seasonal increase in foreign currency
demand in the latter half of the year to facilitate import
payments, both liquidity and external reserves contracted
during the fourth quarter. This contrasted with last year's
outturn when a bank’s capitalization of a local subsidiary
supported robust growth in both balances. Given the
persistent challenges in employment and business condi-
tions, banks’ credit quality indicators remained elevated.
Further, the weighted average interest rate spread nar-
rowed over the period, as the reduction of the Prime rate
in June contributed to a downward movement in average
lending rates, which outstripped the fall-off in deposit
rates.

LiQuiDITY

Banks’ net free cash reserves declined by $92.9 mil-
lion (20.0%) to $370.6 million, extending the $81.8 million
(32.9%) contraction registered a year ago. At end-
December, free cash balances represented a higher
6.2% of total Bahamian dollar deposits vis-a-vis last
year's 5.6%. Similarly, the broader surplus liquid assets
decreased by $33.2 million (32.6%) to $896.4 million, a
reversal from a $199.0 million (32.7%) gain a year ago,
and exceeded the statutory minimum by a heightened
92.5% versus 85.4% in 2010.

DEPOSITS AND MONEY

Overall money supply (M3) contracted by $42.8 mil-
lion (0.7%) to $6,310.4 million, following on a similar
reduction in the previous year. Narrow money (M1)
firmed by $10.9 million (0.8%), in contrast to a $30.6
million (2.2%) decline a year earlier, as a 1.3% accumula-
tion in the larger demand deposits eclipsed a 2.6% falloff
in the currency component. The reduction in broad
money (M2) moderated to $34.5 million (0.6%) from
$58.9 million (1.0%), with the $26.2 million (2.5%) ad-
vance in savings balances offsetting the $71.6 million
(1.9%) private sector-led abatement in fixed deposits.
Foreign currency balances were lower by $8.3 million
(3.9%) vis-a-vis a $16.0 million (7.7%) gain in the pre-
vious period, reflecting decreases in both private and
public sector deposits.

Liquidity
(BSM)
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The largest share of the money stock comprised
fixed deposits with maturities of three months and over
(57.1%), followed by demand balances (19.6%) and
savings deposits (16.9%). Smaller shares were ac-
counted for by residents’ foreign currency holdings (3.3%)
and currency in active circulation (3.1%).

DoMmesTIC CREDIT

Total domestic credit grew by $122.0 million (1.5%)
during the fourth quarter, outpacing the $3.8 million
(0.04%) increase last year, due to gains in both public
and private sector borrowings. The Bahamian dollar
component advanced by $87.6 million (1.1%), following a
$118.5 million (1.6%) expansion in the preceding period,
and foreign currency claims firmed by $34.4 million
(5.1%), in contrast to last year's $114.7 million (12.4%)
contraction.

Growth in net credit to the Government moderated to
$38.1 million (2.7%) from $67.4 million (5.0%) a year ago,
whereas claims on the public corporations were reversed
to a net increase of $35.9 million (8.7%), from a compara-
tive $60.9 million (11.6%) contraction in the prior period.



Private sector credit increased by $48.0 million
(0.7%), a turnaround from the $2.8 million (0.04%) de-
cline in 2010, reflecting gains in both Bahamian dollars
($41.3 million or 0.7%) and foreign currency credit ($6.7
million or 1.8%). Personal loans—which comprised the
majority (73.1%) of credit outstanding—expanded by
$19.1 million (0.4%) relative to a $13.1 million (0.3%) rise
in 2010, due to gains in consumer lending (by 0.7% or
$14.1 million), residential mortgages (by 0.2% or $6.1
million) and overdrafts (by 4.1% or $3.8 million).

A disaggregation of consumer lending revealed that
growth was concentrated in debt consolidation and home
improvement loans, with decreases registered in most of
the major categories. Notable reductions were recorded
for miscellaneous ($5.8 million), land purchase ($2.5
million), private cars ($2.4 million), education ($1.9 mil-
lion), credit cards ($1.6 million) and travel ($1.0 million).
As banks continued to address the challenges faced by
consumers in servicing their existing liabilities, debt
consolidation loans expanded by $31.0 million and credit
for home improvement purposes rose marginally by $0.1
million.
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In terms of the remaining categories of private sector
credit, increases were registered for loans for miscellane-
ous purposes ($27.4 million) and manufacturing ($5.4
million), while most of the other sectors recorded gains of
under $5.0 million. Conversely, net repayments were
noted for professional & other services ($5.8 million),
entertainment & catering ($4.3 million), fisheries ($2.9
million), tourism ($1.6 million) and mining & quarrying
(0.1 million).

Distribution of Bank Credit By Sector
End-December
2010 2011

BM % B %
Agriculture 15.0 0.2 13.4 0.2
Fisheries 6.1 0.1 8.6 0.1
Mining & Quarry 34 0.0 2.7 0.0
Manufacturing 32.6 0.5 38.8 0.5
Distribution 162.0 2.3 171.1 24
Tourism 1374 19 70.3 1.0
Enter. & Catering 50.5 0.7 67.1 0.9
Transport 352 0.5 37.3 0.5
Construction 439.0 6.2 424.8 6.0
Government 180.3 25 145.7 21
Public Corps. 339.8 48 326.8 4.6
Private Financial 18.6 0.3 21.6 0.3
Prof. & Other Ser. 143.0 2.0 117.2 16
Personal 51155 723 5184 731
Miscellaneous 396.9 5.6 468.9 6.6
TOTAL 7,075.4 100.0  7,103.7 100.0

MORTGAGES

Aggregated mortgage data, as reported by domestic
banks, insurance companies and the Bahamas Mortgage
Corporation, showed that the outstanding stock increased
marginally by $2.4 million (0.1%) to $3,236.8 million, a
slowdown from a $12.3 million (0.4%) expansion a year
earlier. Residential mortgages, which comprised the
majority (94.0%) of the total, gained $6.1 million (0.2%) to
$3,041.8 million, albeit below the $13.5 million (0.5%) rise
in 2010. In contrast, commercial mortgages fell by $3.7
million (1.9%) to $195.0 million, extending 2010's $1.2
million (0.6%) contraction. At end-December, the largest



proportion of outstanding mortgages was held by com-
mercial banks (88.8%), followed by insurance companies
(6.0%) and the Bahamas Mortgage Corporation (5.2%).

THE CENTRAL BANK

Reflecting increased holdings of Treasury bills and
long-term securities, the Bank’s net claims on the Gov-
ernment firmed by $6.4 million (2.3%) to $289.2 million,
extending the $17.3 million (7.1%) increase of 2010. The
Bank’s net liabilities to the rest of the public sector de-
creased by $3.0 million, to reverse the $2.2 million gain of
last year, owing to reduced deposit liabilities. In line with
the typical demand driven drawdown in deposits in the
final quarter of the year, liabilities to commercial banks
contracted by $182.0 million (24.7%), a reversal from a
$103.7 million (19.7%) surge a year earlier, which was
associated with a bank's capitalization of a new subsidi-
ary.

External reserves decreased by $70.8 million (7.4%)
to $884.8 million at end-2011, in contrast to the prior
year's growth of $95.0 million (12.4%). The Bank's
foreign currency transactions yielded a net sale of $71.8
million vis-a-vis a $91.9 million net purchase a year
earlier. In particular, the net sale to commercial banks
was $40.0 million, following a capitalization-led net pur-
chase of $168.2 million a year earlier. Similarly, the
Bank’s net sale to public corporations—mainly related to
fuel payments—accelerated by $24.3 million to $115.2
million. Boosted by receipts from financial asset sales,
transactions with the Government secured a higher net
purchase of $83.5 million, relative to $14.6 million in
2010.

At end-2011, the stock of external reserves was
equivalent to an estimated 14.6 weeks of non-oil mer-
chandise imports, in comparison to 16.1 weeks in 2010.
After adjusting for the 50% statutory requirement on the
Central Bank’s Bahamian Dollar liabilities, ‘usable re-
serves’ increased marginally by $2.2 million to $434.7
million.

DOMESTIC BANKS

The banking sector registered higher claims on the
private sector, although deposit liabilities contracted.
Growth in net claims on the Government slowed to $31.4
million (2.8%) from $50.1 million (4.6%), while net credit
to the rest of the public sector firmed by $0.4 million, to

reverse last year's $31.9 million contraction. Following a
decline of $87.6 million (11.0%) in 2010, banks' net
foreign liabilities rose by $30.5 million (5.3%) to $604.1
million.

External Reserves
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Deposit liabilities firmed by $32.0 million to $6,225.0
million, with the largest portion (96.7%) denominated in
Bahamian currency. The majority of the latter were held
by private individuals (57.8%), followed by business firms
(25.9%), the public sector (9.1%), private financial institu-
tions (3.9%) and other entities (3.3%).

By contractual obligations, fixed balances main-
tained their dominant position, comprising 60.8% of the
total, followed by demand (21.5%) and savings (17.7%)
balances. Analyzed by range of value and number of
accounts, deposits of up to $10,000 represented 89.7%
of accounts, but only 6.1% of the total value. Accounts
with deposits valued between $10,000 and $50,000
comprised 6.7% of the total number and 10.9% of the
aggregate value, while individual balances exceeding
$50,000 constituted a modest 3.5% of accounts, but a
dominant 83.0% of the total value.



CREDIT QUALITY

Lending conditions in the banking sector remained
challenging, as banks’ credit quality indicators improved
only slightly during the review quarter. Total private
sector arrears declined by $5.4 million (0.5%) to $1,208.1
million by end-December, although firming by $69.1
million (6.1%) on a yearly basis. Consequently, the ratio
of arrears to total loans narrowed by 24 basis points over
the three-month period, but expanded by 71 basis points
year-on-year to 19.3% at end-December 2011.

The contraction in arrears was due solely to an im-
provement in the consumer segment, which decreased
by $8.5 million (3.0%) to $271.4 million, lowering the
corresponding ratio to total consumer loans, by 0.3 and
0.1 percentage points over the quarter and year, respec-
tively, to 12.8%. In contrast, commercial loan delinquen-
cies advanced by $2.0 million (0.7%) to $286.7 million,
with the loan ratio softening over the quarter, by 0.38
percentage points, but firming by 2.2 percentage points
year-on-year to 26.6%. Arrears for the mortgage compo-
nent expanded by $1.1 million (0.2%) to $650.0 million,
equivalent to a quarterly 0.2 percentage point contraction
in the loan ratio to 21.2%; although it remained above
2010’s 20.6%.

An analysis of the average age of delinquencies
showed non-performing loans—those in arrears over 90
days and on which banks no longer accrue interest—
contracting by $11.9 million (1.4%) to $816.1 million.
This represented a 0.3 percentage point decline in the
attendant ratio, to 13.0%, albeit 0.9 percentage points
higher than end-December 2010’s value. In a modest
offset, 31-90 day delinquencies rose by $6.5 million
(1.7%) to $392.0 million, for an elevated 6.3% of out-
standing loans—up from 6.2% at end-September, but
below the 6.4% at end-December 2010.

In response to these developments, banks increased
their provisions for loan losses marginally by $1.9 million
(0.6%) to $300.5 million, resulting in the ratio of provi-
sions to total arrears remaining unchanged at 4.7%. In
contrast, both the ratio of provisions to arrears and non-
performing loans rose, by 27 and 76 basis points, to
24.9% and 36.8%, respectively.
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BANK PROFITABILITY

Banks' profitability improved during the third quarter
of 2010—the latest period for which data is available—
owing mainly to a reduction in the value of provisions
applied against revenues. The net interest margin tigh-
tened by $6.6 million (5.2%) to $119.7 million, as a
general reduction in loan rates contributed to the $18.0
million (9.9%) decrease in interest income, which over-
shadowed the $11.4 million (20.2%) contraction in inter-
est expenses. Similarly, commission & foreign exchange
earnings fell by 1.5% to $5.6 million, culminating in a
5.1% contraction in the gross earnings margin to $125.2
million.

Total operating expenses were higher by $7.8 million
(10.9%) at $78.9 million, explained by gains in “miscella-
neous” operating, staffing and occupancy expenses, of
$4.5 million, $2.6 million and $0.6 million, respectively; as
a result, the net earnings margin decreased by 23.8% to
$46.4 million. In a modest offset, losses on non-core
activities were lower by more than half to $12.9 million,
due to reduced provisions for bad debt ($20.3 million) and
depreciation costs ($0.3 million), which offset a fall-off in
non-operating income by $2.8 million. Banks' net income
grew, year-on-year, by $3.4 million (11.2%) to $33.5
million.



Given these developments, most of the banks' prof-
itability measures, as a proportion of total assets, trended
downwards during the quarter. Relative to the previous
year, the gross earnings margin, interest margin and
commission & forex income ratios moderated by 41 basis
points to 5.3%, 40 basis points to 5.1%, and 1 basis point
to 0.24%, respectively. In contrast, the operating cost
ratio firmed by 26 basis points to 3.3%. In combination,
these developments resulted in the net earnings margin
narrowing by 67 basis points to 2.0%. However, after
netting out depreciation and bad debt provisions, the net
income ratio widened by 11 basis points to 1.4%.

Domestic Banks' Profitability
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INTEREST RATES

During the review quarter, commercial banks’
weighted average interest rate spread narrowed on a
quarterly basis, by 29 basis points to 8.5 percentage
points. The average lending rate declined by 37 basis
points to 10.64%, outpacing the 8 basis point softening in
the average deposit rate to 2.19%.

Consistent with the buoyancy in liquidity conditions,
the average rate on demand balances fell by 29 basis
points to 0.86%. Similarly, although there was a modest
widening of spreads, the average range of interest rates
on fixed maturities moderated to 1.89% - 2.75% from
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1.97% - 2.77% in the prior period, and the average
savings rate edged lower by 2 basis points to 1.61%.

On the lending side, the average cost of borrowing
receded for both overdrafts and residential mortgages, by
10 and 7 basis points, to 7.50%, and 9.84%, respectively.
In contrast, modest accretions were noted for average
rates on commercial mortgages, by 8 basis points to
8.12% and consumer loans, by 3 basis points to 13.32%.

In terms of other key rates, the average 90-day
Treasury bill rate fell by 25 basis points to 0.71%, while
the Central Bank's Discount Rate and the commercial
banks’ Prime rate were unchanged at 4.50% and 4.75%,
respectively.

Banking Sector Interest Rates
Period Average (%)
Qtr. IV Qtr. 11l Qtr. IV
2010 2011 2011
Deposit Rates
Demand Deposits 1.43 1.15 0.86
Savings Deposits 1.83 1.63 1.61
Fix ed Deposits
Up to 3 months 3.01 1.97 1.89
Up to 6 months 3.38 2.56 2.01
Up to 12 months 3.88 2.77 2.75
Over 12 months 4.00 2.75 2.59
Weighted Avg Deposit Rate 3.25 2.27 2.19
Lending Rates
Residential mortgages 8.01 7.57 7.50
Commercial mortgages 8.63 8.04 8.12
Consumer loans 13.69 13.29 13.32
Other Local Loans 8.30 7.61 7.55
Ov erdrafts 10.38 9.94 9.84
Weighted Avg Loan Rate 11.43 11.01 10.64

CAPITAL MARKETS DEVELOPMENTS

The Bahamas International Securities Exchange
(BISX) All Share Index fell by 0.8% to 1,365.0 at end-
December 2011, extending the 1.1% contraction posted
in the same period of 2010. In terms of activity, the
quarterly volume of shares traded decreased sharply by
59.6% to 0.8 million from a year-earlier—when the trading
of one company’s stock was responsible for bulk of the



activity—with a corresponding drop in the value of the
shares by 84.9% to $2.1 million. Market capitalization fell
by 0.7% to $2,875.0 million, while the number of securi-
ties traded at end-December rose by 1 to 24.

INTERNATIONAL TRADE AND PAYMENTS

Estimates of external sector developments for the
fourth quarter of 2011 place the current account deficit
higher by $17.0 million (5.2%) at $346.1 million, year-on-
year. This reflected an expansion in the merchandise
trade deficit, which offset a tourism-led improvement in
the services account surplus. The capital and financial
account surplus narrowed more than two-fold ($239.1
million) to $124.3 million, in comparison to the previous
year, when a bank’s capitalization of its local subsidiary
led to a surge in direct investment inflows.

The estimated merchandise trade deficit widened by
20.9% ($105.1 million) to $606.8 million, based on a
22.4% ($149.7 million) rise in imports to $819.5 million,
which overshadowed a 26.6% ($44.6 million) increase in
exports to $212.7 million. A further breakdown of trade
flows showed net non-oil merchandise imports advancing
by 23.9% ($94.8 million) to $491.3 million, buoyed in part
by increases in purchases of foreign investment-related
goods, while payments for previously purchased products
contributed to the almost 50% ($63.8 million) gain in fuel
imports to $191.8 million. Average price increases were
registered for all oil product categories, with the largest
gain recorded for gas oil, of 64.0% to $127.51 per barrel.
Significant cost increases were also noted for jet fuel,
motor gas and propane, of 33.9%, 27.1% and 11.4% to
$132.24, $121.99 and $72.82, respectively.

The services account surplus expanded by an esti-
mated $82.4 million (32.5%) to $336.2 million, as an
improvement in tourism sector earnings led to a 20.0%
($85.7 million) increase in net travel receipts to $514.9
million. In addition, Government service transactions
were reversed to a net inflow of $9.1 million, from a net
outflow of $7.7 million a year earlier, and other “miscella-
neous” services payments contracted by $35.2 million
(37.4%) to $58.9 million. The net outflow for insurance
and transportation services was also lower, by $22.1
million and $0.4 million, at $32.9 million and $59.8 million,
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respectively. Conversely, in line with the acceleration in
foreign investment activity, the net payment for construc-
tion-related services surged to $55.7 million from a mod-
est $0.5 million a year earlier. Offshore companies’ local
expenses declined by almost half to $25.5 million, while
net royalty and license fee payments expanded to $6.1
million from $2.3 million in 2010.

The deficit on the income account grew by 11.5%
($7.7 million) to $74.6 million, due partly to a 10.1% ($5.8
million) advance in net investment outflows to $63.0
million.  This outturn, reflected a $4.3 million rise in
private companies’ interest and dividend payments to
$44.0 million, as commercial banks' net remittances
firmed by $6.4 million to $8.9 million, outstripping the $2.1
million decrease in non-bank entities’ net outflows to
$35.1 million. Similarly, net income proceeds from official
transactions rose modestly by $1.5 million to $19.1
million, inclusive of a combination of lower investment
income by the Central Bank and growth in Government’s
interest payments. Net labour income remittances moved
higher by $1.9 million to $11.6 million.

Net outflows of current transfers decreased sharply
by $13.4 million to $0.8 million, owing primarily to an $8.3
million decline in worker remittances to $13.9 million and
a $4.9 million increase in Government's receipts to $23.1
million.

The contraction in the capital and financial account
surplus was largely explained by a significant reduction in
net direct investment inflows, to an estimated $53.0
million from $320.5 million in the prior period. In particu-
lar, net equity inflows decreased to $73.2 million from
$273.0 million in 2010, when a bank injected some $200
million in capital to fund its local subsidiary. Net real
estate transactions were reversed from a net purchase of
$47.6 million last year to a net sale of $20.2 million, due
in part to a one-time payment by the Government for real
estate. Net portfolio investment outflows doubled, to
$19.2 million from $9.4 million, associated with an almost
four-fold increase in equity investments related to the
Bahamian Dollar Depository receipts programme, to
$12.9 million, along with a slight $0.2 million gain in debt
securities to $6.3 million. In contrast, other “miscellane-
ous” net investment inflows expanded by $38.5 million to
$91.9 million, owing mainly to a reversal in domestic
banks’ short-term transactions, to a net receipt of $30.5



million from a net outflow of $87.9 million. The growth in
“other” private sector net inflows; however, tapered by
$9.9 million to $18.4 million, and net capital account
outflows recorded a marginal $0.3 million uptick to $1.4
million.

As a result of these developments, and after adjust-
ing for net errors and omissions, the overall balance,
which corresponds to the change in Central Bank’s
external reserves, registered a deficit of $70.8 million.
This represented a turnaround from a surplus of $95.0
million in the fourth quarter of 2010.
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INTERNATIONAL ECONOMIC DEVELOPMENTS

Preliminary indications are that the momentum of the
global recovery slowed during the fourth quarter, as the
euro zone sovereign debt crisis intensified and restrained
economic output in Europe. However, economic indica-
tors in the United States continued to strengthen, and
Asian economies maintained high, although moderating
rates of expansion. In the context of a still fragile eco-
nomic environment, labour market conditions remained
challenging, and inflation rates moderated, amid the soft
growth impulses and anemic demand in Europe. Major
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central banks, therefore, either maintained or enhanced
their accommodative monetary measures, while heigh-
tened uncertainty regarding the ongoing debt crisis led to
the US dollar appreciating against all of the major Euro-
pean currencies.

Real GDP growth in the United States advanced at
an annualized 3.0% in the fourth quarter, up from 1.8% in
the preceding three-month period, reflecting gains in
private inventory investment, personal consumption
expenditure, exports and fixed investments. In contrast,
weakness in the production and construction sectors
caused real output in the United Kingdom to contract,
quarter-on-quarter, by 0.2%, a reversal from a 0.6%
expansion in the third quarter. Plagued by growing
concerns over the potential spread of the debt crisis in
several southern states to other European economies
and the continuation of fiscal austerity measures, the
euro area’s real GDP declined by 0.3%, compared to
marginal growth of 0.1% in the previous quarter. In
China, slowing export growth restrained the year-on-year
expansion in real output to 8.9% in the fourth quarter—its
slowest quarterly pace in two years—from 9.1% in the
prior period. Economic output in Japan contracted by
1.0%, extending September’s quarterly decline of 0.5%,
amid lower exports, public investment and domestic
private demand.

Given the softness of the global recovery, unem-
ployment rates remained elevated in the largest econo-
mies. The jobless rate in the United States, which re-
mained above the pre-recession level, moderated to
8.7% in the fourth quarter from 9.1% in the previous
three-month period, as increased hiring by private firms
led to non-farm payroll employment growing by 400,000.
In contrast, the quarterly unemployment rate in the United
Kingdom firmed marginally, by 0.1 of a percentage point
to 8.4%, reflecting a 48,000 expansion in the number of
unemployed persons. The euro area’s unemployment
rate moved higher by 0.2 of a percentage point to 10.4%
in December. Although employment prospects in Asia
were more positive, the unemployment rate for both
Japan and China increased, by 0.1 and 0.5 percentage
points, to 4.1% and 4.6%, respectively.

In the context of a rise in OPEC’s crude oil produc-
tion, alongside a slowdown in global growth, inflationary
pressures remained relatively contained during the fourth



quarter. In the United States, consumer price inflation
moderated to an annualized rate of 3.0% in December
from 3.9% in the September quarter, owing to lower
energy costs. Annualized inflation in the United Kingdom
declined to 4.2% from 5.2% in the third quarter, attributed
to lower costs for petrol, gas and clothing. In contrast,
the euro area inflation rate firmed, quarter-on-quarter, by
0.2 of a percentage point to 2.7%, owing to higher hous-
ing, transport and alcohol & tobacco costs. China’s
quarterly inflation rate narrowed by 2.0 percentage points
from the previous quarter to 4.1%, and was broad-based.
As Japan continued to face deflationary pressures,
average annual consumer prices, which stabilized in the
twelve-months to September, fell by 0.2% in December,
due primarily to lower prices for furniture and household
utensils.

Foreign currency market developments were mixed
during the final quarter, as increased demand for relative-
ly “safe” assets led to the US Dollar appreciating against
the European currencies. The Dollar strengthened
against the euro by 3.3% to €0.77, the British pound, by
0.2% to £0.64 and the Swiss Franc, by 3.3% to CHF0.94.
Conversely, the Dollar weakened vis-a-vis the Canadian
dollar, by 2.8% to CDN$1.02 and, in Asia, the Dollar
depreciated relative to both the Japanese Yen and Chi-
nese Yuan, by 0.2% to ¥76.90 and by 1.3% to CNY6.30.

Despite the heightened debt-driven uncertainty in
global markets, equity indices improved during the quar-
ter, supported by positive US economic indicators. As a
result, the Dow Jones Industrial Average (DIJA) and the
S&P 500 advanced by 12.0% and 10.7%, respectively.
Gains were also registered for European bourses, with
the United Kingdom's FTSE 100 increasing by 8.7%,
France’s CAC 40, by 6.0% and Germany's DAX, by
7.2%. Conversely, both Japan’s Nikkei 225 and China’s
SE Composite decreased by 2.8% and 6.8%, respective-

ly.

Increased geopolitical tensions in the Middle East,
along with a firming in consumer demand during the
winter season, served to elevate the price of crude oil, by
2.7% over the quarter to $107.62 per barrel at end-
December. In terms of other key commodities, both gold
and silver prices declined by 3.7% to $1,563.70 and by
7.0% to $27.84 per ounce, respectively.
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As Europe’s sovereign debt crisis threatened to ad-
versely affect their financial sectors, six major central
banks acted collectively in November, by lowering the
cost for banks to borrow in US dollars and agreeing to
temporary bilateral swap programs to provide funding in a
number of currencies. The US Federal Reserve main-
tained its accommodative monetary policy stance, leaving
the target range for the Federal Funds rate at 0.0-0.25%
and continuing its programme of reinvesting principal
payments from its securities holdings and rolling over
maturing Treasury securities at auction. Although the
inflation rate exceeded its 2.0% target, the Bank of Eng-
land held its bank rate at 0.5% and expanded the size of
its asset purchase program by £75 billion in October to
£275 billion, in an attempt to further reduce long-term
rates. Faced with worsening economic prospects arising
from an escalating debt crisis, the European Central Bank
lowered its main interest rates, by 25 basis points in the
final quarter. Marking a reversal in its policy stance, the
People’s Bank of China reduced the reserve requirement
ratio by 50 basis points—the first time in three years—to
21.0%, in a bid to provide some impetus to the economy.
Meanwhile, the Bank of Japan kept interest rates stable
at 0.0%-0.1%.

Fourth quarter developments in the external sector
were mixed. In the United States, the goods and services
deficit expanded by 3.5% to $139.4 billion, due to a
combination of a 0.1% decline in exports and a 0.6% rise
in imports.  Similarly, Japan’s historic trade deficit rose
threefold, from ¥0.4 billion in the September period to
¥1.2 billion in the final quarter, on net import gains. China
recorded a 24.2% narrowing in its trade surplus to $48.3
billion over the quarter, reflecting a combination of a 2.2%
reduction in exports and a 0.9% increase in imports. In
contrast, the United Kingdom'’s trade deficit narrowed by
36.8% to £6.0 billion, benefitting from a 2.3% boost in the
services surplus and an 11.1% reduction in the goods
deficit. For the euro zone, trade surplus of €17.0 billion
compared favourably with a deficit of €1.1 billion in the
previous period as the 3.8% growth in exports outpaced
the marginal gain of 0.3% in imports.



STATISTICAL APPENDIX
(Tables 1-16)
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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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