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I. DEVELOPMENTS IN THE THIRD QUARTER OF 2004

1.1 Introduction

In the third quarter of 2004, available data indicate that domestic output strengthened
further, albeit at a lower pace compared to the corresponding quarter of 2003.
Ilustrative is that the Partial Economic Activity Index (PEAI) recorded a 1.7 percent
increase in GDP, which is 0.6 percentage point lower than in the third quarter of
2003. Output grew in all sectors with the exception of construction and trade. The
results from the Bank’s business perception survey confirm these developments,
showing also a lower gain in the indices for current economic circumstances and
short-term outlook compared to the third quarter of 2003. The main contributor to
economic growth is the tourism sector, which continues to perform exceptionally well
registering further increases in the number of stay-over visitors as well as nights
spent.

For the thirth consecutive quarter, inflationary pressures subsided. Inflation, measured
on a twelve-month basis, slowed down further to 2.3 percent. This was equal to that
of Aruba’s major trading partner, the United States. The deceleration was largely the
result of smaller increases in the energy-related components (water, electricity and
gasoline) of inflation as compared to the third quarter of 2003.

Government transactions resulted in an Afl. 1 million financial surplus (including the
change in unsettled government payment obligations) in the quarter under review,
compared to an Afl. 42 million deficit in the corresponding quarter of 2003. This
improvement was primarily attributed to an incidental Afl. 31 million receipt of funds
from the Dutch government related to the Fondo Desaroyo Aruba (FDA). Tax
revenues, on the other hand, decreased in the period under review. Government
spending continued to rise, mainly fomented by higher wage outlays. Compared to the
third quarter of 2003, government debt rose further to Afl. 1,672 million or 44 percent
of the GDP of 2004 as estimated by the IMF.

The balance of payments posted an Afl. 49 million deficit despite a surge in tourism
receipts following a double-digit growth in the number of stay-over visitors.
Consequently, net international reserves of the monetary sector declined to Afl. 681
million. This development was mainly attributed to the external transactions of the
rest of the economy (i.e., excluding the oil and free-zone sectors). The outflow of
funds to abroad led to a contraction in money supply, which was largely offset by a
rise in claims on the private sector. In the first nine months of 2004, the banking
sector credit went up by 4 percent, remaining thereby within the target set by the
Bank.

Although net international reserves were Afl. 80 million higher than in September
2003, it is noteworthy mentioning that Aruba’s reserve position has weakened during
the twelve-month period up to and including September 2004. The main factor
causing the increase in reserves was an Afl. 200 million rise in government foreign
debt denominated in U.S. dollars, which amounted to Afl. 607 million at the end of
September 2004. On the other hand, other external transactions executed during
mentioned period led to an Afl. 120 million decline in net foreign assets.
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1.2 The real sector

Business Perception Index

The third quarter results of the Business Perception Survey (BPS) show that
businesses continued to be upbeat. Both indices on current as well as expected short-
term economic conditions improved slightly by 1 percent to, respectively, 107.1 and
108.3, reflecting optimism across all sectors, compared to the third quarter of 2003.
However, the construction business units were less positive about the current state of
the economy, while the sector related to electricity, gas and water supply was less
optimistic about the short-term economic perspective. Furthermore, the sector
“transport, storage and communication” was less confident regarding current as well as
expected short-term economic conditions (statistical annex table 1.2).

Partial Economic Activity Index

In the quarter under review, the Partial Economic Activity Index (PEAI) —an indicator
of the variations in the volume of turnover in seven sectors accounting for 71 percent
of the total value added in Aruba— posted a 1.7 percent increase, being 0.6 percentage
point lower than the growth in the third quarter of 2003. The output increase was
mainly brought about by gains in the “hotels & restaurants” sector and the somewhat
tourism-related “transport, storage and communication” sector. However, the sectors
“construction” and “trade” declined in the period under review, the former for the
fifth consecutive quarter (see table A and statistical annex table 1.3).

Table A: Partial Economic Activity Index 1)

Share in GDP 2002 2003 2002 2003 2004
(in percent) I I 1l 1
(Period average)
Total Index 71.3 -3.2 1.3 -3.0 2.3 4.9 1.7
a. Utilities 4.1 1.0 1.9 3.0 -3.1 5.7 33
b. Construction 8.6 -8.9 11.4 16.1 -1.0 -10.7 -12.5
c. Trade 14.2 2.1 -4.4 -5.2 0.1 8.5 -1.3
d. Hotels & restaurants 10.5 -5.6 4.1 -7.0 9.9 15.3 5.0
e. Transport, storage & 8.2 -0.3 =22 0.6 0.8 11.9 14.9
communication

f. Housing 12.6 2.8 2.5 2.7 2.5 2.5 2.6
g. Public adm. & education 13.1 -8.0 0.1 -17.6 2.7 1.7 1.2

1) Percentage changes compared to the corresponding period a year earlier.

Source: CBS.

Tourism

During the quarter under review, growth in number of stay-over visitors accelerated
to 12 percent, up from 3 percent in the third quarter of 2003. This positive
performance was partially related to increased airlift capacity, as well as improved
travel confidence and a positive economic performance in the United States. In
contrast, nights spent on the island went up by only 7 percent compared to 9 percent



Table B: Indicators of tourism activity

2002 2003 2002 2003 2004
111 I I I

1. a. Tourism receipts (x Afl. million) 1) 1,475,3 1,527.1 313.3 3554 424.0 415.8

b. Tourism expenditure (x Afl. million)2) 1,170.8 1,159.5 272.6 274.9 3244 3252
2. Stay-over visitors (x 1,000) 642.6 6419 165.7 171.0 178.1 190.8
3. Market shares (in percentage)

a. United States 67.9 72.4 61.9 67.1 76.1 68.8

b. Venezuela 12.7 8.5 19.9 12.9 6.8 12.7

c. The Netherlands 4.4 5.7 3.8 5.8 438 5.1

d. Colombia 3.6 1.8 3.8 14 1.6 1.5

e. Other countries 11.4 11.6 10.6 12.8 10.7 11.9
4. Visitor nights (x 1,000) 4,862.5 5,097.6 12524 1,360.8 1,301.9 1,458.7
5. Average nights spent 7.6 7.9 7.6 8.0 7.3 7.6
6. a. Receipts per visitor night (Afl.) 303 300 250 261 326 285

b. Average daily expenditure (Afl.) 3) 207 186 194 166 191 186
7. Average hotel occupancy rate 71.7 74.4 70.9 77.6 77.3 80.9
8. Average daily rate hotels (Afl.) 4) 247 239 199 195 229 220
9. Revenue per available room (Afl.) 4) 123 123 98 108 125 129
10. Room tax receipts (x Afl. million) 5) 241 25.6 5.1 6.0 6.2 7.2
11. Cruise visitors (x 1,000) 5822 5423 67.6 69.9 113.2 81.2
12. Number of cruise ship calls 337 315 42 39 53 37
13. Contribution to current account 6) 77 76 74 74 79 79

1) Gross receipts from stay-over and cruise tourism, as well as other tourism-related income as recorded on a cash
basis in the balance of payments. These figures were recently retroactively adjusted downwards as additional
information became available, mainly on debit card transactions of residents.

2) Travel-related expenditures by stay-over visitors, before (e.g., pre-paid packages), during and immediately after a
trip as estimated by the CBS via a special survey.

3) Expenditure in Aruba only (thus, excluding e.g. payments for pre-paid packages), as calculated by the CBS.

4) Including time-share.

5) Excluding tax receipts related to previous periods.

6) Tourism receipts as a percentage of current account receipts, excluding the oil and free-zone sectors.

Source: CBA; CBS; Aruba Tourism Authority; Cruise Tourism Authority; Tax Collector’s Office.

in the third quarter of 2003, because of a shorter stay averaging 7.6 nights compared
to 8 nights in the corresponding quarter of 2003. Even so, the average hotel
occupancy rate increased markedly by 3.3 percentage points to 80.9 percent.

The U.S. market showed the strongest growth in the quarter under review. U.S. stay-
over visitors and their nights spent on the island jumped by 14 percent (third quarter
2003: +12 percent) and 15 percent (third quarter 2003: +11 percent), respectively.

After a 33 percent decline in the third quarter of 2003, the performance of the
Venezuelan market improved notably. Tourism from this destination rose by
10 percent, after the allowed maximum dollar amount purchase when traveling abroad
was raised. However, their nights spent on the island fell by 13 percent (third quarter
2003: -16 percent), due to a shorter stay on the island. In contrast to the U.S. and
Venezuelan markets, the Dutch stay-over arrivals fell by 2 percent, after a 56 percent
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expansion in the third quarter of 2003. The latter was the result of an increase in seat
capacity to Aruba. However, total nights spent by Dutch tourists on the island went up
by 2 percent (third quarter 2003: +38 percent). Consequently, the U.S. market share in
terms of stay-over visitors expanded by 1.7 percentage points to 68.8 percent, while
the Venezuelan and Dutch markets contracted by respectively 0.2 percentage point to
12.7 percent and 0.7 percentage point to 5.1 percent.

In the third quarter of 2004, cruise passenger arrivals soared by 16 percent (third
quarter 2003: +3 percent) to 81,210, despite a 5 percent decline in the number of port
calls. In contrast to the third quarter of 2003, more mega ships visited Aruba in the
period under review.

Preliminary survey data from the Central Bureau of Statistics indicate that the average
daily rate of the hotel sector and revenue per available room rose by respectively
13 percent to Afl. 220 and 19 percent to Afl. 129. Room tax receipt surged by
20 percent to Afl. 7 million. Gross tourism receipts, as recorded in the balance of
payments, climbed by 17 percent to Afl. 416 million. As a result, its share in total
current account receipts (excluding the oil and free-zone sectors) strengthened by
5 percentage points to 79 percent (table B and statistical annex tables 1.4 and 1.5).

Construction

Reflective of the sluggishness in the construction sector, the imports of cement fell for
the third consecutive quarter, i.e., by 2 percent. Additionally, electrical installations
approved by the Department of Technical Inspection dropped by 21 percent,
particularly in the categories “houses” and “others”. The outlook for the construction
sector remains weak, as both the number of construction permits granted by the
Department of Public Works and the corresponding construction value decreased by
5 percent and 31 percent, respectively. The latter was due largely to a decline in the
category “others”, which included a timeshare resort in the third quarter of 2003
(statistical annex table 1.8).

Utilities

During the third quarter of 2004 water consumption grew by 1 percent, after incurring
a 2 percent decline in the corresponding quarter of 2003. Furthermore, both electricity
and gas consumption went up by 3 percent in the quarter under review, compared to
increases of 2 percent and 3 percent, respectively, in the third quarter of 2003. On
balance, the weighted utilities consumption index rose by 2 percent to 136.8 against a
1 percent decline to 133.5 in the third quarter of 2003 (statistical annex table 1.9).

Oil sector

The refinery’s throughput volume expanded further by a notable 53 percent,
compared to 20 percent in the third quarter of 2003. Export revenues from refined oil
products surged by 157 percent to Afl. 1,449 million (third quarter 2003:
+34 percent). The amount of crude oil imports also increased, i.e., by 113 percent to
Afl. 1,270 million (third quarter of 2003: +50 percent). At the end of September 2004,
781 persons were directly employed at the refinery, i.e., 119 persons more than a year
earlier (statistical annex table 1.12).



Merchandise trade

Trade figures on a transaction basis, as compiled by the Central Bureau of Statistics,
indicate that merchandise imports (excluding mineral fuels and free-zone goods)
declined by 9 percent to Afl. 341 million. This decline was mainly attributed to lower
importation of “machinery and electrotechnical equipment” and “base metals and
derivated works”. Exports increased by 17 percent to Afl. 11 million largely because
of a trade expansion in the category “other goods”, which includes among other
things base metals and derivated works, real pearls and other precious stones, and
chemical products. The value of exports is equal to about 3 percent of total imports.
On balance, the trade deficit narrowed by Afl. 36 million or 10 percent to Afl. 330
million (statistical annex tables 1.10 and 1.11).

Price developments

The quarterly average increase in the consumer price index decelerated further by
0.2 percentage point to 2.9 percent, reflecting lower price increases in all categories,
except “food”, “transport & communication” and “recreation & education” (table C
and statistical annex tables 1.6 and 1.7). On a twelve-month basis the pace of inflation
slowed down by 1.8 percentage points to 2.3 percent. When adjusting for energy-
related components (water, electricity, and gasoline), inflation fell by 0.7 percentage
point to 2.0 percent.

Table C: Consumer price index
(Percentage change)

2002 2003 2002 2003 2004
I 1 I I
(Period average)
Total index 33 3.6 3.7 3.1 2.4 2.9
a. Food 3.3 3.1 3.1 3.6 4.1 3.7
b. Beverage & tobacco 2.4 44 1.8 52 0.7 0.0
c. Clothing & footwear 6.8 4.5 7.0 44 37 4.1
d. Housing 4.1 5.7 5.4 3.6 1.7 3.5
e. Housekeeping & furnishing 4.0 2.7 35 2.6 1.8 2.0
f. Health 0.0 0.0 0.0 0.0 0.0 0.0
g. Transport & communication 0.8 2.8 1.4 24 24 2.7
h. Recreation & education 2.7 24 2.8 22 2.5 29
i. Other 2.5 2.6 2.7 2.5 1.3 1.5

(Twelve-month average)

Aruba 33 3.6 29 4.1 24 23
United States 1.6 2.3 1.5 23 22 23
Curacao 0.4 2.1 0.2 2.3 1.1 1.1
The Netherlands 34 2.1 3.8 24 1.7 1.4
Real exchange rate index (1995=100) 1) 103.8 105.2 103.3 105.1 105.0 105.1

1) Relative to the U.S.A. Based on CPI 12-month averages.

Source: CBA; CBS Aruba; CBS Netherlands Antilles; U.S. Bureau of Labor Statistics; IFS.



The twelve-month average price differential with the United States—Aruba’s main
trading partner—narrowed from 1.8 percentage points to zero. The real exchange rate
index of the Aruban florin against the U.S. dollar remained unchanged at 105.1. The
inflation differential with Curacao declined by 0.6 percentage point to 1.2 percentage
points and that with the Netherlands shrank by 0.8 percentage point to 0.9 percentage
point.

1.3 Money and credit

Changes in the money supply

In the third quarter of 2004 money supply shrank by Afl. 5 million or less than
1 percent to Afl. 2,255 million compared to the preceding quarter (table D and
statistical annex tables 2.1, 2.2 and 2.3). Narrowly-defined money fell by
Afl. 27 million or 3 percent, mainly because of a drop in demand deposits
denominated in Aruban florin. In contrast, quasi-money—comprising time and
savings deposits and treasury bills held by the public—went up by Afl. 22 million
or 2 percent, reflecting increases in all three components. The developments in these
deposits are partly explained by shifts from demand to time deposits.

The contraction in money supply was brought about by an Afl. 49 million net outflow
of funds to abroad, which was almost completely offset by an Afl. 45 million increase
in net domestic assets. The outflow of funds to abroad resulted largely from current
account transactions of the rest of the economy (i.e. excluding the oil and free-zone
sectors) with nonresidents, which more than offset a EUR 14 million (Afl. 31 million)
receipt in grants from the Dutch government in favor of the Fondo Desaroyo Aruba

Table D: Causes of changes in money supply

(In Afl. million)
2002 2003 2002 2003 2004
111 111 II 111

1. Net domestic money creation 154.0 241.7 322 97.4 -67.5 448
a. Net domestic credit 159.0 218.5 423 88.6 -51.8 51.6
-Public sector -36.2 19.3 -0.7 27.1 -54.4 4.8
-Private sector 195.2 199.2 43.0 61.5 2.6 46.8

b. Other domestic factors -5.0 232 -10.1 8.7 -15.7 -6.8

2. Inflow of foreign funds 1) 39.0 -61.2 -17.7 -38.2 61.2 -49.4
a. Current account transactions -585.0 -253.5 -102.2 -179.1 -190.6 -5.8

b. Net foreign capital 2) 624.0 192.3 84.4 140.9 251.8 -43.6

3. Broad money creation 193.0 180.5 14.5 59.2 -6.3 -4.6
a. Money 143.5 88.7 2.2 48.8 4.7 -26.7

b. Quasi-money 49.5 91.8 12.2 10.4 -11.0 22.1
(12-month percentage change) (10.5) (8.9) (7.6) (10.2) (6.4) (3.3)

1) Revaluation differences of gold and official foreign exchange holdings are excluded in order to approximate the net
import of foreign funds by the nonmonetary sectors.
2) Including items not yet classified and errors and omissions.

Source: CBA.



(FDA). Consequently, the official reserves of the Bank declined by Afl. 28 million
(4 percent) to Afl. 610 million, which is equal to 90 percent of the aggregated net
foreign assets of the banking system. In addition, net foreign assets held by
commercial banks fell by Afl. 22 million (24 percent) to Afl. 70 million. At the end of
September 2004, total net foreign assets (excluding revaluation differences of gold
and official foreign exchange holdings) stood at Afl. 681 million. The ratio of net
foreign assets to money supply dropped to 30 percent, down from 32 percent in the
previous quarter (statistical annex table 2.4).

The Afl. 45 million increase in net domestic assets was mainly the result of an
Afl. 47 million rise in banking sector credit granted to the private sector. Loans to
enterprises, housing mortgages, and consumer credit went up by Afl. 24 million
(3 percent), Afl. 20 million (3 percent) and Afl. 11 million (2 percent), respectively.
The Afl. 20 million increase in housing mortgages was partly due to a commercial
bank’s purchase of a mortgage portfolio from a nonresident bank. Additionally, net
claims on the public sector rose by Afl. 5 million, reflecting an Afl. 7 million net
purchase of government bonds by the commercial banks and a net drawing down of
Afl. 3 million by the public sector from its bank deposits. In contrast, non-credit-
related balance sheet items fell by Afl. 7 million. During the first nine months of
2004, growth in banking sector credit lessened to 4 percent, down from 11 percent in
the corresponding period of 2003.

Interest rates

The commercial banks’ interest margin, measured as the difference between the
weighted average lending rates and savings and time deposit rates of new transactions,
widened by 1.1 percentage points to 7.6 percentage points, compared to the previous
quarter (statistical annex table 6.1). Rate of interest on deposits dropped by
0.6 percentage point to 4.2 percent, reflecting lower interest rates on both short- and
long-term time deposits. The lending rate, on the other hand, edged up by
0.5 percentage point to 11.8 percent.

The central bank interest rate on time deposits, which is linked to corresponding rates
of the Federal Reserve Bank of New York, remained at the historically low levels of
2003 (statistical annex table 6.3). On the other hand, the cost of short-term
government borrowings rose during the course of the year, compared to a year earlier.
For example, the yield on the Afl. 8 million six-month cash loan certificates re-issued
in December 2004 increased to 3.30 percent, up from 2.29 percent in the June 2004
issue. Also, the yields on treasury bill issues during 2004 were also consistently
higher compared to the corresponding issues a year earlier. In September 2004,
Afl. 25 million in 7-year bonds were issued on the local capital market at 6.3 percent
(statistical annex table 6.5).

1.4 Nonmonetary financial institutions

The balance sheet

In the quarter under review, the aggregated assets of nonmonetary financial
institutions expanded by Afl. 34 million or 2 percent to Afl. 1,639 million compared
to the previous quarter. This was due to an Afl. 19 million (4 percent) increase in



Table E: Nonmonetary financial institutions 1)
(End of period, in Afl. million)

2003 2004
I I 111 v I I 1
1. Net foreign assets 330.6 336.6 3351 3779 4243 4223 4254
2. Domestic assets 1,067.5 1,082.2 11,1229 1,153.3 11,1445 11,1825 1,213.1
a. Government 454.8 470.2 506.9 498.4 491.5 526.2 544.7
b. Private sector 612.7 612.0 616.0 654.9 653.1 656.4 668.4

3. Total assets=total liabilities 1,398.1 1,418.7 1,458.0 1,531.2 1,568.8  1,604.8 1,638.5

4. Borrowings and deposits 58.4 58.8 60.4 62.0 61.9 63.2 63.9
a. Government 36.8 36.7 36.7 36.8 36.7 36.7 36.7
b. Other residents 21.6 22.1 23.6 25.2 25.2 26.5 27.2
5. Pension fund provisions 1,140.5 1,151.8 1,186.6 1,201.1 1,2684 12699 1,311.2
6. Insurance reserve fund 263.6 265.1 268.1 273.3 287.3 291.9 295.6
7. Other items, net -64.4 -56.9 -57.2 -5.1 -48.8 -20.2 -32.1

1) Comprise mortgage banks, pension funds (including the APFA), life insurance companies, finance
companies, the Aruban Investment Bank, and the Social Security Bank.

Source: CBA.

domestic claims on the government and an Afl. 12 million (2 percent) rise in claims
on the private sector. In addition, net foreign assets of the nonmonetary financial
institutions strengthened by Afl. 3 million (1 percent) to Afl. 425 million, which is six
times the net foreign assets held by the commercial banks. On the liability side,
pension fund provisions grew by Afl. 41 million (3 percent) and the insurance reserve
fund increased by Afl. 4 million (1 percent) (table E and statistical annex table 5.1).

The mortgage market

In the third quarter of 2004 housing mortgage loans granted by pension funds and
specialized mortgage banks grew by Afl. 3 million (3 percent) and Afl. 2 million
(1 percent), respectively, compared to the preceding quarter. The mortgage loan
portfolio of life insurance companies, on the other hand, declined by Afl. 1 million
(1 percent). In contrast, housing mortgage lending of the commercial banks went up

Table F: Housing mortgages
(End of period, in Afl. million)

2003 2004
I I I v I I 111
1. Total 954.1  966.7 973.8 9844 1,004.1 1,007.1 1,030.4
2. Commercial banks 504.4 5254 538.7 543.7 556.9 554.6  573.7
3. Mortgage banks 288.1  279.8 2742 2759 2775 278.7 2804
4. Pension funds 86.1 873  89.1 91.2 97.5 102.1 104.7
5. Life insurance companies 67.5 66.0 634 62.3 61.1 60.4 59.9
6. Other 8.1 8.2 8.3 11.2 11.2 11.2 11.7

Source: CBA.



by Afl. 19 million or 3 percent in the third quarter of 2004 compared to the preceding
quarter, partly due to the earlier mentioned purchase by a commercial bank of a
mortgage portfolio from a nonresident bank. As a result, the market share of
nonmonetary financial institutions in the total housing mortgage portfolio fell by
1 percentage point to 44 percent (table F).

1.5 Government finance

Financial operations

In the third quarter of 2004, total government revenues on a cash basis rose by
Afl. 32 million or 16 percent to Afl. 236 million compared to the third quarter of
2003. This resulted mainly from a EUR 14 million (Afl. 31 million) contribution by
the Dutch government to the Fondo Desaroyo Aruba (FDA) for the financing of
development projects. In 2003, this contribution was received in the fourth quarter. In
addition, non-tax revenue rose by Afl. 5 million or 25 percent compared to the
corresponding quarter of 2003. On the other hand, tax revenue declined by
Afl. 4 million or 2 percent (table G and statistical annex tables 7.1 and 7.2).

Table G: Government financial operations 1)
(In Afl. million)

2002 2003 2002 2003 2004
I 11 I I
1. Revenue and grants 751.2 803.5 161.8 203.6 171.3 235.8
a. Tax revenue 610.0 687.4 141.9 182.6 158.1 178.6
b. Nontax revenue 103.8 86.1 19.9 21.0 13.2 26.2
c. Grants 374 30.1 0.0 0.0 0.0 31.1
2. Expenditure 816.4 873.9 191.1 213.2 252.8 233.8
3. Lending minus repayments 2) -3.0 -71.1 233 18.0 41.4 6.1
4. Financial deficit (-) -62.2 0.8 -52.6 -27.6 -122.9 -4.1
5. Net foreign capital 96.0 -29.0 46.5 0.4 123.3 -0.1
6. Net domestic capital 3) 2.5 9.0 6.8 0.1 54.0 -0.6
7. Net recourse to the monetary 36.2 -19.3 0.7 -27.1 54.4 -4.8
system (-)
8. Memorandum item
a. Unmet financing requirements 4) 275.8 300.9 269.3 344.1 315.0 310.2
b. Financial deficit (-) 5) -68.7 -24.3 -30.3 -41.6 -122.0 0.6

1) Preliminary figures and estimates on a cash basis.

2) Includes payments due to loans made and equities purchased from official entities, minus receipts from
repayments and equities sold to these entities. A (-) sign indicates that extended loans were less than the
repayments received.

3) Net capital attracted from nonmonetary sectors. Commercial banks’ loans to the government are included in item 7.

4) At the end of the period. The unmet financing requirements comprise all unsettled payment obligations to other
sectors, irrespective of the time frame in which they mature, registered by the Department of Finance.

5) Including the change in unmet financing requirements.

Source: Department of Finance; Tax Collector’s Office; APFA; CBA.
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The decrease in tax revenue was mainly brought about by an Afl. 15 million
(36 percent) drop in profit tax earnings compared to the third quarter of 2003,
reflecting the faster tax collection in 2003. Furthermore, receipts from property tax
declined by Afl. 4 million (28 percent), mainly because of a decrease in land tax
income. These lower revenues were partially offset by an Afl. 12 million increase in
proceeds from foreign exchange tax and an Afl. 2 million rise in taxes on services due
to increased hotel room tax and gambling licenses revenues.

Total expenditures on a cash basis, as estimated by the Bank, grew by Afl. 21 million
or 10 percent to Afl. 234 million compared to the corresponding quarter of 2003.
Provisional data provided by the Department of Finance show that this increase was
mainly the result of an Afl. 16 million or 16 percent surge in wage-related expenses.
Furthermore, investment-related expenses grew by Afl. 9 million, largely due to
higher outlays for infrastructural projects. Interest payments and the category “items
not included elsewhere” rose by Afl. 2 million and Afl. 6 million, respectively. In
contrast, outlays for goods and services dropped by Afl. 11 million. Net lending
amounted to Afl. 6 million, mainly reflecting outlays related to students’ loans.

In the third quarter of 2004, government’s financial deficit on a cash basis narrowed
to Afl. 4 million, down from Afl. 28 million in the corresponding quarter a year
earlier. Total financing needs of government, comprising the cash deficit of
Afl. 4 million and the repayment on maturing loans amounting to Afl. 18 million,
were covered by the proceeds from an Afl. 25 million bond issued in September 2004.
The remainder of the proceeds was deposited on bank accounts of government.

In the third quarter of 2004, outstanding government obligations declined by
Afl. 5 million to Afl. 310 million compared to the preceding quarter. When including
the change in these obligations, a financial surplus of Afl. 1 million was recorded
against a deficit of Afl. 42 million in the third quarter of 2003.

Notwithstanding an Afl. 51 million increase in total government revenues during the
first nine months of 2004, the financial deficit (including the change in unsettled
government payment obligations) widened to Afl. 175 million, up from
Afl. 96 million in the corresponding period in 2003. This widening is to some extent
explained by a largely mitigated deficit in the first three quarters of 2003, following
an Afl. 87 million incidental receipt from the telecommunication company SETAR in
connection with its acquisition of a corporate status in the first quarter of 2003.
Government spending (including net lending and the change in outstanding
government obligations) amounted to Afl. 776 million during the first nine months of
2004, against Afl. 646 million in the same period in 2003. This higher spending was
mainly associated with increases in wage-related expenditure, outlays for goods and
services, and net lending. The latter was the result of the earlier mentioned receipt
from SETAR in 2003.

Outstanding debt

In the third quarter of 2004, outstanding government debt grew by Afl. 173 million or
12 percent to Afl. 1,672 million compared to the corresponding quarter a year earlier.
This debt is equivalent to 46 percent of the estimated GDP for 2003 (table H). This
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Table H: Outstanding government debt
(End of period, in Afl. million)

2003 2004
I 11 111 1A% 1 11 111

1. Total debt 1,473.9 1,439.0 1,498.9 1,499.8 1,5024 1,676.7 1,671.7
2. Domestic debt 744.0 799.6 855.6 769.6 783.7 835.8 836.6
a. Negotiable 189.1 218.5 253.5 218.5 218.5 272.4 282.9

- Treasury bills 40.0 40.0 75.0 40.0 40.0 40.0 40.0

- Cash certificates 8.0 8.0 8.0 8.0 8.0 8.0 8.0

- Government bonds 141.1 170.5 170.5 170.5 170.5 2244 234.9

b. Nonnegotiable 554.9 581.2 602.1 551.1 565.2 563.4 553.7

- Short-term 1) 302.3 330.0 344.1 300.9 3159 315.0 310.2

- Long-term 252.6 251.1 258.0 250.2 249.3 2484 243.5

3. Foreign debt 2) 729.9 639.4 643.3 730.2 718.7 840.9 835.1

1) Including suppliers’ credit and short-term debt to the APFA.
2) Atend-of-period exchange rates.

Source: Department of Finance; APFA.

upsurge was caused by an Afl. 192 million (30 percent) increase in the foreign debt
component, which on its turn resulted from a US$ 55 million (Afl. 98 million) private
placement by the government in October 2003 and a US$ 67 million
(Afl. 120 million) government bond issue in April 2004 on the international capital
market. Proceeds from both loans were used to finance budgetary deficits of the
government and to repay maturing debt. Consequently, the foreign debt component
reached Afl. 835 million, which represents 50 percent of the total debt of the
government.

In contrast, domestic government debt fell by Afl. 19 million (2 percent) to
Afl. 837 million compared to the third quarter of 2003, mainly reflecting an
Afl. 48 million drop in non-negotiable debt, which was partly offset by an
Afl. 29 million rise in negotiable debt. The fall-off in the non-negotiable debt resulted
largely from an Afl. 32 million decline in payment arrears to other government-
related institutions, excluding the civil servants pension fund APFA. Furthermore,
suppliers’ credit and private loans declined by Afl. 11 million and Afl. 10 million,
respectively. The Afl. 29 million rise in negotiable debt was the result of the
repayment of Afl. 35 million in maturing treasury bills in October 2003, the
subsequent issuance of Afl. 58 million and Afl. 25 million in bonds in June and
September 2004, and the repayment of maturing Afl. 15 million bond in September
2004. The proceeds of the June 2004 bond issue were used to finance part of the AZV
deficits incurred during the years 2001 to 2003.

1.6 Balance of payments
Overall outcome
During the quarter under review the balance of payments deficit widened to

Afl. 49 million, up from Afl. 38 million in the third quarter of 2003. This was due
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mainly to an Afl. 44 million deficit on the capital and financial account (including
items not yet classified), against an Afl. 141 million surplus in the third quarter of
2003. In addition, the current account registered an Afl. 6 million deficit (third quarter
of 2003: Afl. 179 million deficit). Net foreign assets of the monetary sector (excluding
revaluation differences of gold and official foreign exchange holdings) dropped to
Afl. 681 million, which is still Afl. 80 million or 13 percent higher than a year earlier.
The latter increase in reserves was brought about mainly by an Afl. 200 million rise in
the government’s debt denominated in U.S. dollars, which amounted to
Afl. 607 million at the end of September 2004. When excluding the latter rise in
government’s debt, Aruba’s net foreign assets position shows a significant weakening
during the twelve-month period up to and including September 2004, because other

Table I: Balance of payments
(in Afl. million)

2002 2003 2002 2003 2004
11 11 1I I
1. Current account (net) -585.0 -253.5 -102.2 -179.1 -190.6 -5.8
a. Oil sector -299.0 64.7 86.4 -64.3 -118.4 105.0
b. Free zone -68.0 11.5 -62.3 -4.5 7.4 -0.9
c. Rest of economy -218.0  -329.7 -126.3 -110.3 -79.6 -109.9
- Private sector -108.7 -205.6 -94.8 -66.9 -53.4 -72.6
- Public sector -109.3 -124.1 -31.5 -43.4 -26.2 -37.3
2. Capital and financial account (net) 592.6  160.6 79.2 140.5 256.6 -48.9
a. Oil sector 372.1 79.4 -67.3 148.3 128.1 -92.0
b. Free zone 64.3 -1.2 65.6 -0.1 -1.9 -0.2
c. Rest of economy 156.2 824 81.0 -7.6 130.5 433
- Private sector 22.8 98.9 345 -8.0 7.2 12.0
- Public sector 1334 -16.5 46.5 0.4 1233 313
3. Items not yet classified 1) 314 31.7 52 0.4 -4.8 53
4. Overall balance (1+2+3) 39.0 -61.2 -17.7 -38.2 61.2 -49.4
5. Banking transactions 2) 32.9 -3.8 -13.5 12.6 9.4 21.7
6. Increase (-) in official reserves 3) -71.9 65.0 31.2 25.6 -70.6 27.7
Memorandum items:
7. Official reserves (including gold) 667.9  608.9 601.0 589.3 694.2 673.1
8. a. Total reserves of the monetary sector 4) 755.5 700.3 7574 653.5 786.3 743.5
b. In months of merchandise imports 5)
- End-of-period 6.5 6.0 7.9 59 6.9 6.3
- Twelve-month average 7.3 6.7 7.2 6.9 6.4 6.5
c. In months of import payments 6)
- End-of-period 35 32 35 3.1 3.7 34
- Twelve-month average 3.9 3.7 3.9 3.7 35 35

1) Including errors and omissions.

2) Minus (-) sign denotes an increase in assets and a decrease in liabilities.

3) Excluding revaluation differences of gold and official foreign exchange holdings.
4) Including gold.

5) Excluding the oil sector.

6) Total current account payments (excluding oil sector).

Source: CBA.
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external transactions caused on balance an Afl. 120 million decline in net foreign
assets during this period. Of this amount Afl. 77 million resulted from transactions of
the government with nonresidents other than earlier mentioned increase in
government’s debt (table I and statistical annex table 8.1).

Oil sector

In the third quarter of 2004 the current account of the oil sector posted an
Afl. 105 million surplus, compared to an Afl. 64 million deficit in the corresponding
quarter a year earlier.This was the outcome of an Afl. 552 million or 85 percent surge
in export receipts from refined oil products and goods procured in ports (third quarter
2003: +Afl. 66 million or +11 percent), following an increase in the refinery’s
throughput volume in the quarter under review. This increase was partially offset by
an Afl. 355 million or 57 percent rise in import payments for crude oil and other
goods (third quarter 2003: +Afl. 185 million or +42 percent). In contrast, the capital
and financial account registered an Afl. 92 million deficit in the quarter under review,
compared to an Afl. 148 million surplus in the third quarter of 2003, mainly because of
a substantial increase in deposits held with foreign banks. The oil sector, on balance,
sold Afl. 13 million in foreign exchange to the local commercial banks.

Free-zone sector

In the period under review, the external transactions of free-zone companies led to an
Afl. 4 million decrease in its overall deficit to Afl. 1 million. The smaller deficit was
the outcome of an Afl. 4 million increase in net receipts from services. In contrast, the
trade account deficit widened by somewhat less than Afl. 1 million, reflecting an
Afl. 8 million (38 percent) drop in merchandise export receipts and an Afl. 7 million
(32 percent) decline in merchandise import payments. The free-zone sector
purchased, on balance, Afl. 1 million in foreign exchange from the local commercial
banks.

Rest of the economy

In the third quarter of 2004, the current account deficit of the rest of the economy (i.e.
excluding the oil and free-zone sectors) remained virtually unchanged at
Afl. 110 million, compared to the corresponding quarter of 2003 despite an
Afl. 48 million or 24 percent increase in net receipts from services, reflecting largely
an Afl. 57 million or 16 percent rise in gross tourism receipts. The higher net receipts
from services were offset by increased deficits on the trade, income and current
transfer accounts.

The trade account deficit broadened by Afl. 26 million or 10 percent, largely because
of a rise in merchandise import payments. The deficit on the income account
expanded by Afl. 11 million (68 percent) to Afl. 27 million compared to the third
quarter of 2003, attributed to higher interest and dividend payments to nonresidents,
while the deficit on the current transfer account rose by Afl. 10 million (39 percent)
largely on account of higher non-life insurance premiums paid to nonresidents.

In the third quarter of 2004, the capital and financial account of the rest of the
economy recorded an Afl. 43 million surplus against an Afl. 8 million deficit in the
corresponding quarter of 2003. This turnaround resulted mainly from a drop in the
deficit on the other investment account from Afl. 67 million in the third quarter of
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2003 to Afl. 16 million in the period under review, largely mirroring a decrease in
repayments on loans by the private sector and a decline in balances of residents’
foreign accounts. On the other hand, foreign loans received by the private sector fell
in the quarter under review. Furthermore, the receipt of the EUR 14 million
(Afl. 31 million) in grants from the Netherlands mentioned earlier resulted in a capital
account surplus. The portfolio investment account recorded an Afl. 2 million surplus
against an Afl. 16 million deficit in the third quarter of 2003, due mainly to the net
sale of foreign securities by residents. In contrast, the surplus on the direct investment
account narrowed by Afl. 50 million to Afl. 26 million, partly because of repatriation
of equity capital to nonresidents and a decline in the net inflow of other direct
investment in Aruba.

During the quarter under review, the net outflow of funds to abroad attributed to

external transactions of the rest of the economy narrowed to Afl. 61 million, down
from Afl. 118 million in the third quarter of 2003.
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II. Notices and articles






2.1 MONETARY POLICY FOR 2005

A press release of March 11, 2005

In 2004, the credit portfolio of the commercial banks grew by Afl. 119.4 million or 6.1
percent. Compared to 2003 credit growth remained subdued, partly due to the take-over
of Interbank N.V. (IB) by Aruba Bank N.V. as a result of which part of the assets of IB
was also transferred to a recovery bank and to the former shareholder of IB. While the
aggregated credit growth was in line with the 6 percent target set by the Centrale Bank
van Aruba (the Bank) for 2004, it is noteworthy to mention that consumer credit grew
at a stronger pace in that year (Afl. 46.8 million or 10.1 percent), compared to a year
earlier (Afl. 37.9 million or 8.7 percent). This was partly because of a sharp increase in
car loans.

Total net international reserves stood at Afl. 649 million at end-2004, being Afl. 11.1
million or 1.7 percent higher than a year earlier. The increase in reserves was brought
about mainly by the government’s acquisition of a foreign loan amounting to Afl. 120
million, which largely pushed up outstanding government foreign debt in U.S. dollar
denominated to approximately Afl. 607 million. When excluding this increase, Aruba’s
net international reserves position weakened significantly during the twelve-month
period up to and including December 2004, because other external transactions caused
on balance an estimated Afl. 108.8 million decline in net international reserves during
2004.

The weakening trend in foreign reserve position, which started in 2002, occurred
despite the fact that tourism performed quite satisfactorily during 2004, resulting in a
22 percent increase in tourism receipts, and investments in both the private and public
sector continuing at a high level. Noteworthy is that although the current account
deficit (excluding the oil and free-zone sectors) narrowed by almost Afl. 104 million,
the current expenditures increased by 9 percent, contributing to a substantial Afl. 225.7
million deficit. These developments underline the urgent need for a significant
reduction in overall government expenditures, being the source of excess liquidity
creation within the Aruban economy, in order to bring about a strengthening of the
international reserves.

Based on available data, in 2005 the economy is projected to grow by nearly 6 percent
in nominal terms, with an inflation rate of about 2.5 percent. Therefore, real GDP
growth is estimated at 3.2 percent. Considering the aforementioned, and based on
article 12 paragraph 1 of the State Ordinance of the Supervision of the Credit System,
the Bank has decided to maintain the 6 percent aggregate credit growth ceiling for
2005. In case of any excess above this ceiling, again a penalty of 6 percent (on an
annual basis) will be levied on those individual commercial banks that exceed
mentioned aggregate lending limit. However, the facility to create additional credit
room by attracting foreign funding has been discontinued.

Given the economic outlook for 2005, and the expected narrowing of the current
account deficit of the rest of the economy (excluding the oil and free-zone sectors) in
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combination with developments in the local capital market, the Bank sees, for the time
being, no immediate need for further monetary tightening. The monetary cash reserve
requirement will, therefore, remain at the present level of 8 percent until further notice.
However, this requirement will be subject to revision on a quarterly basis instead of on
an annual basis. In this respect, the Bank will closely monitor inflation, current account
trends in the balance of payments, and liquidity requirements within the banking
system during 2005, and will raise the monetary cash reserve requirement and thus
tighten monetary policy if developments require such a measure. In addition, the
present arrangements on the banks’ so-called B9-position and compensating fee for any
deficiency in monetary cash reserves will remain unchanged.
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2.2 INTERNATIONAL MONETARY FUND
KINGDOM OF THE NETHERLANDS-ARUBA: 2005 ARTICLE IV
CONSULTATION

Concluding Statement of the Mission
January 19, 2005

This document contains the conclusions of the IMF mission that visited Aruba during
January 12-19. We would like to thank the authorities and other participants at our
meetings for their cooperation. The warm hospitality extended to the mission is also
appreciated.

The hard work of Aruban people, strong public institutions, stability-oriented
macroeconomic policies, and a well-chosen development strategy have made
Aruba a developed service economy. Following a deep crisis sparked by the closing
down of the Lago oil refinery in 1985, Aruba has built a competitive tourism industry,
revitalized the oil refinery, and developed a sizable service sector. Uninterrupted
growth until 2000 helped the country to reach one of the highest income levels in the
region. Openness to foreign investment, a liberal trade policy, and a responsible local
business community were also key to the success. Rapid growth and development
attracted large inflows of immigrants who greatly contributed to and shared the results
of Aruba’s success. Social cohesion and tolerance were important building blocks of
economic development cemented by a modern social support system, including
universal health care and state pension.

The recession in 2001-02 combined with a rapid increase in public sector
employment and an ill-designed health care reform, however, set off an
unfavorable fiscal trend. While the economy is pulling out of its first postautonomy
recession, the fiscal stance has remained loose. Central government deficit including
AZV rose to an estimated 5% percent of GDP in 2004 and central government debt
including AZV reached an estimated 45.9 percent of GDP, up from 28)% percent in
2000. With unchanged policies, public debt will continue to rise rapidly, which will
endanger economic stability.

Wide-ranging policy and institutional reforms are needed to meet the challenges
of the 21* century and secure prosperity. The key tasks are to consolidate public
finances in the medium term, to find a new strategy both to enhance the long-term
growth potential of the country and to address the problems of rapid population aging,
and to improve the quality of public institutions.

I. Short-term outlook and the macroeconomic policy mix

With a strong rebound in tourism and vibrant private investment, the short-term
economic outlook is favorable. The mission projects growth of 3% percent in 2005,
following an estimated growth of 3% percent in 2004. Investment is expected to remain
the engine of growth, supported by robust private consumption and a strong growth in
the tourism sector.
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The favorable cyclical position provides a good opportunity for the government to
rein in fiscal deficit. Without additional measures, the mission projects the central
government deficit (excluding AZV) at about 4'% percent of GDP in 2005, well above
the target in the budget, and the deficit of the AZV at 1 percent of GDP. The higher
projected deficit of the central government is mostly attributable to overly optimistic
revenue projections. This outcome would result in further fiscal expansion and a
continued rapid increase in government debt. The mission projects the central
government debt, including the debt of AZV, to grow to about 48’2 percent of GDP in
2005. With a strong economy, a fiscal stimulus is not only unnecessary, but it is also
detrimental, because it keeps the non-oil current account deficit wide and generates
inflationary pressures. The mission recommends taking measures to meet the original
budget deficit target of 1.9 percent of GDP in 2005. This would appropriately tighten
the fiscal stance and, thus, reduce the need for the central bank to keep monetary
conditions tight. Additional measures should concentrate on curtailing expenditure on
purchased goods and services, wages and health care.

The monetary stance is appropriately tight, and, with a gradually narrowing
output gap, it should not be loosened before a tighter fiscal stance has been firmly
established. The mission projects a year-average inflation rate of 2’2 percent in 2005,
broadly unchanged from 2004. Given a favorable inflation outlook and a considerable
narrowing of the part of the current account deficit of the non-oil sector which is not
financed by foreign direct investment, the mission sees no immediate need for further
monetary tightening. Nonetheless, the CBA should closely follow inflation and current
account trends and stand ready to tighten the monetary policy stance if the need arises,
in particular if the fiscal stance is further loosened. Although the reintroduction of
credit ceilings seems to have been a success, the mission recommends an increasing
reliance on market-based monetary policy instruments in the future.

Aruba has preserved its competitiveness and the peg to the U.S. dollar remains
appropriate, but international reserves need to be strengthened to increase
Aruba’s capacity to withstand external shocks. A strong rebound in tourism, also
helped by the weak dollar, and large planned investments in the tourism sector and the
oil refinery suggest that the exchange rate has remained at a competitive level. Wage
discipline and restructuring in the private sector during the recession positioned well
the private sector to fully benefit from the recovery. While still broadly adequate, the
international reserve position has somewhat weakened since 2002. Given Aruba’s
vulnerability to external shocks, the rapid increase in public external debt since 2000,
and the contingent liabilities of the government, reserves should be increased to fully
reverse the erosion. The recommended fiscal consolidation, together with some
additional external public borrowing in 2005, would achieve this without injecting
excess liquidity into the economy.

IL. Developing a New Medium-term Fiscal Framework

Without fiscal reforms, public debt will continue to increase rapidly and reach
over 60 percent of GDP by 2009, which would be a dangerous territory for Aruba.
Fiscal policy in the medium-term needs to be geared towards arresting this alarming
trend and reducing public debt to a safe level. The mission, therefore, has
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recommended to the government a medium-term fiscal path that would reduce public
debt to 40 percent by 2009. This path involves a sizable reduction in non-interest
current expenditure, also to allow for reallocating resources to public investment and
education.

Aruba needs a smaller and less expensive civil service. A close to 10 percent
increase in the civil service between 2001 and 2003—partly attributable to granting 13
days of additional annual leave to civil servants—has not only increased the
government payroll, but it has also made future fiscal consolidation more difficult and
put pressure on the labor market. Moreover, salaries in the public administration are
close to 40 percent higher than in the private sector. These trends, combined with a
minimum wage which is about 37 percent of the average wage in the private sector,
will generate wage pressures in the economy and may hurt Aruba’s competitiveness in
the medium run.

A medium-term fiscal framework together with a fiscal responsibility act would
promote fiscal consolidation and enhance the transparency and credibility of
macroeconomic policies. As a first step, an expenditure policy review is
recommended to set new budget priorities and identify wasteful expenditure. Based on
this, the government could set rolling three-to-five-year nominal ceilings on main
expenditure categories—underpinned by a set of well-identified fiscal reforms, such as,
for example, civil service, health care and pension reforms—to ensure an orderly fiscal
consolidation. A fiscal responsibility act, stipulating a transparent and flexible fiscal
rule, would further enhance the credibility of a new fiscal framework by creating the
right incentives for disciplined fiscal policies. The mission is convinced that Aruba
would greatly benefit from introducing such fiscal framework at this juncture.

The recent reforms in the management of the health care system are encouraging,
but more needs to be done to solve the problems AZV faces. The sharp increase in
health care costs after the creation of AZV was in large part attributable to design flaws
which created incentives for family doctors to refer patients to specialists and loosened
control over the costs of health services delivered by specialists. The benchmarking of
family doctors seems to have been an effective measure to reduce expenditure on
prescription drugs, laboratory test, and referrals to specialists. The establishment of a
positive list has further reduced the pressure on the budget for prescription drugs.
Further efforts are needed, however, to reduce the markup on imported drugs and to
ensure that specialists keep costs within their negotiated budgets. Moreover, measures
to rationalize demand for health care services, in particular a co-payment system, need
to be introduced.

Further tax reforms are needed to broaden the tax base, reduce the tax wedge on
labor, and simplify taxes. The introduction of a broad-based consumption tax, also
recommended by previous IMF missions, is key to achieving these goals. A
simplification of the personal income tax regime, including a reduction of the number
of tax brackets and the elimination of all tax exemptions and deductions other than the
child tax credit, would greatly enhance the efficiency of this tax and reduce the burden
on the tax administration. A lower marginal rate for high-income tax payers would also
make Aruba a more desirable location for skilled people and, thereby, facilitate the
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development of high-value added service industries. The outdated import tariff
structure— which hinders the required upgrading of hotels and puts unnecessary
burden on the customs administration—also needs to be simplified.

We welcome the government’s recent attempt to create a more client and service
oriented tax administration. A successful implementation of the restructuring of the
Tax Department is expected to improve tax services and, through this, the efficiency of
tax collection. We encourage the Tax Department to set up focus groups of different
types of tax payers to monitor the implementation and assess the results of the
restructuring. A simplification of the personal income tax and the import tariff structure
would make the advantages of this restructuring even more apparent to tax payers.
Moreover, further efforts are needed to improve the information sharing with SVB to
strengthen the efficiency of the collection of pension contributions.

Recent measures have significantly reduced previously accumulated expenditure
arrears of the central government budget. Looking forward, it is important to gear
cash and debt managements towards securing the necessary funds for the budget to
meet its financial obligations on time, including contributions to APFA.

I11. The Future of Aruba

Unless labor productivity growth increases significantly, the pace of economic
growth will sharply decline in the long run and the pressure on the budget will
mount. The rapid growth of the 1990s was highly labor intensive and relied on a
continuous inflow of immigrant labor. Labor productivity growth remained below 1
percent a year in the 1990s, which is considerably lower than in countries with similar
income levels. This strategy, however, is not viable in the long run because population
density is already rather high and a new wave of large immigration would create severe
economic and social problems. Therefore, the rate of labor productivity growth needs
to be increased to maintain Aruba’s long-term growth potential at a sufficiently high
level. This will require a gradual shift towards higher value-added economic activities.
According to our calculations, if net immigration is reduced to zero and labor
productivity growth remains unchanged, economic growth will drop to below '2
percent by 2020 as population aging accelerates.

One of the biggest challenges for the government is to create the conditions for a
stronger labor productivity growth and diversification into high value added
services. This will in the first place require a more skilled labor force. While Aruba has
made considerable progress with improving and extending public education, its labor
force is still considerably less skilled than in countries with similar income levels.
Renewed efforts will therefore be needed to improve public education, including adult
education and retraining of unemployed. The representatives of the private sector we
met expressed interest in forming private-public partnerships for retraining their
employees to enable them to provide new, higher quality services, for example in
conference tourism. Public infrastructure will also have to be improved and the
regulatory and tax environment will have to be made more conducive to the required
structural changes.
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Policies to maintain adequate labor supply and high labor utilization will also be
essential. At present labor utilization in Aruba is significantly higher than in most
developed countries. To maintain this in the face of an expansion of enrollment in
higher education and a natural trend to prefer leisure over work at higher income
levels, incentives need to be created for old-age people to continue working. Pension
reform, in particular measures that result in an increase in effective retirement age, is of
vital importance in this regard. The recommended streamlining of the public sector
would also release skilled labor to the private sector, thereby increasing aggregate labor
productivity.

Pension reform is also essential to reduce the fiscal burden of population aging.
Given the large share of public sector employment, the interactions between pension
schemes, and the political economy of pension reforms, the public sector (APFA) and
the universal (AOV) pension schemes should be reformed in a coordinated manner.
The most important measure to be taken is to increase the effective retirement age to
bring it in line with increased life expectancy. Setting the proper incentives to
participate, also by making the schemes actuarially fair, is also an important step that
needs to be taken. The recent reform of the public sector pension scheme for new
participants was an important step in this direction. It is, however, equally important to
reach an agreement with the trade unions on the reform of the rules for the old
members of APFA. This would allow APFA to fully comply with prudential
regulations and to be supervised by CBA. The vulnerability of the economy to external
shocks and the expected rapid population aging seem to justify a large funded
component also in the universal pension system, which is at present a pay-as-you go
system. Moreover, the regulatory and tax environment should be conducive to higher
private pension savings. Risk diversification will require a continuous increase in the
share of pension assets invested abroad. This and an increase in the number and size of
pension funds will require continued strong effort on the part of the CBA to maintain
high quality supervision.

While Aruba has made considerable progress with alleviating poverty, available
data suggest that income inequality is still considerably larger than in countries
with comparable income levels. Further research is needed to design policies that
would lift the most disadvantaged groups out of poverty without creating disincentives
to work and putting excessive burden on the budget.

The cost of postponing reforms is prohibitive. The mission’s calculations suggest
that with unchanged labor productivity trends and pension rules, aging related costs for
the budget would escalate soon after net immigration is halted. Without reforms, public
debt would reach over 250 percent of GDP by 2030 under such assumptions, which is
clearly unsustainable. The size of the long-term fiscal problem is one of the most
compelling arguments in favor of highly disciplined fiscal policies in the coming years.

IV.  Improving the quality of public institutions

Reforms are needed to improve the efficiency of public companies. The
incorporation of SETAR was an important step in this direction, which should be
followed by the privatization of public sector utility and telecommunication companies.
Moreover, wherever it is possible, competitive pressure on public companies should be

23



increased by opening up these sectors to private companies. International experience
suggests that competition and privatization can lead to major efficiency improvement
in these sectors. Recent developments in the mobile phone industry in Aruba attest to
this general finding. Competitive pressure and privatization, combined with proper
regulation, would also restore wage discipline in these sectors.

We encourage the government to initiate a review of the central bank law with a
view to adopt the best practices on central bank independence. Best practices on
central bank legislation define the term of the governor, strictly limit the reasons for
dismissal, exclude government officials from the central bank’s policymaking bodies,
and prohibit direct financing of the government. These are among the areas where
Aruba’s Central Bank Ordinance could be strengthened.

The government should reinvigorate its efforts to improve statistics. A continuous
separation of experts has forced the Central Bureau of Statistics to abandon its attempt
to produce proper price deflators and endangered the compilation of the national
accounts at current prices. We encourage the authorities to seek technical assistance
and external training for the staff at CBS to strengthen national accounts, government
finance, and labor market statistics, and to reallocate sufficient funds to CBS to
conduct regular labor market and family budget surveys. The latter would also allow
the CBS to compile a data base for a core set of social indicators to support research on
poverty and social policy formulation.

V. Financial Sector

The banking sector has weathered the recession well and seems well-capitalized
and highly profitable. The share of nonperforming loans seems to have been brought
under control and the acquisition of Interbank Aruba by Aruba Bank in late 2003 has
further strengthened the banking system. The lack of competition in banking, however,
keeps lending rates high and hinders product innovation. Looking ahead, given the
importance of shifting to higher-productivity industries, the mission encourages the
authorities to promote the development of the financial services industry and attract
foreign investors. Doing so would also increase the competitive pressure on banks and
lower lending rates.

A severe bottleneck in drafting legislation hinders supervisory reforms. Several
important supervisory and anti-money laundering legislations, including the State
Ordinance on the Supervision of Company Service Providers (CSP), have been stuck in
the system for a long while. In addition, the legislative framework for the supervision
of the financial sector should be strengthened and extended to other sectors not yet
supervised (e.g., insurance intermediaries, and investment companies). We urge the
government to reallocate resources to this area to alleviate the problem.

The Aruban economy is emerging from its first postautonomy recession with strong
economic fundamentals. The macroeconomic policy mix, however, is unbalanced. The
fiscal stance needs to be tightened to allow the central bank to loosen monetary
conditions. The recent measures to control health care costs and tackle the problems of
the public sector pension system have demonstrated the government’s commitment to
reforms. More needs to be done, however, to sustain the recovery in the medium term.
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The government needs to take measures to meet its 2005 budget target and should
renew its efforts to act on its reform plans and on the recommendations of international
organizations and credit rating agencies. Regarding longer-term developments, public
discussion should start on the reforms Aruba needs to enhance its long-term growth
potential and address population aging pressures. Early action, based on a broad social
consensus, is needed to ensure fast and uninterrupted economic and social development
in the long run.

Oranjestad, January 19, 2005
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General note to the tables of the statistical annex

Figures in the statistical annex are quoted in millions of Aruban florin (Afl.), unless
otherwise stated. The sum of separate items may differ in the final digit from the total
shown, due to rounding.

Data are subject to revision if additional information becomes available.

The following symbols and conventions are used throughout the statistical annex:

blank: not available

0.0: nil

(d):  discontinuity in the series; this sign will be accompanied by an explanatory note
in the back section of the report.
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Explanatory notes to the tables of the
statistical annex

Table 1.1 Gross domestic product and its
components

Gross Domestic Product (GDP) and its
components are calculated on the basis of the
United Nations publication “A System of
National Accounts, 1993”. The Central Bureau
of Statistics has published GDP figures for
1995 up to and including 2002.

Exports and imports of goods and services
exclude crude oil and refined oil products. An
estimation of the net value added of the oil
sector is included in the data on exports.

The real GDP is calculated using the change in
the consumer price index (1995 = 100) as a
proxy for the deflator.

Population data refer to the average of this
variable at the beginning and at the end of
each respective year.

Table 1.5 Consumer price indices

The consumer price index, produced by the
Central Bureau of Statistics, is a Laspeyres
type of index and is based on the results of
household expenditure surveys conducted by
this Bureau. The latest survey was conducted
during the period October 1998 through
January 1999.

The base of the index was replaced from
August 1994 to September 2000.

To convert the indexes prior to September
2000 to the new base period, these indexes
should be multiplied by the ratio of the new
and old index. For instance, the indexes in
column 1 “Total index” prior to September
2000 should be multiplied by the ratio 0.8410,
ie.,

September 2000 (New index) ~ 100.0
September 2000 (Old index) 118.9

=0.8410

Table 1.8 Utilities

The table Utilities reflect the consumption of
water, electricity and gas. The consumption of
water is excluding sales to Coastal Aruba
N.V., Valero Aruba Refining Co. N.V. and
vessels. Each category is presented on the
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basis of its standard unit of measure. The
utilities index is calculated as a weighted
average of the indexed consumption of water,
electricity and gas. The weights used here are
dynamic and fluctuate according to the
relative significance (during a period) of the
value of each consumption category in the
aggregated value. Annual data are based on
the year 1996 (=100), while quarterly data are
based on an average of that year, since the
quarterly data reflect only the consumption
during a quarter, while the annual data is
cumulative.

Table 1.9 and Table 1.10 Merchandise
foreign trade, respectively by country and by
product category

The data for these tables (by country and by
product category) are derived from the
automated customs system Asycuda. In this
system, about 8,000 documents related to
export and import are registered on a monthly
basis. The Central Bureau of Statistics
processes this data using the International
Special Trade System. Certain types of goods
are excluded from the data, e.g., monetary
gold, securities, bank notes, coins in
circulation, and postal items. Furthermore,
goods consigned by a government to its armed
forces and diplomatic representatives abroad
(including embassies, consulates, the Cabinet
of the Netherlands-Antillean and Aruban
Affairs (KABNA), the Cabinet of the
Governor of Aruba representing the Queen of
the Kingdom of the Netherlands, and the
Marine Corps) are also excluded from the
trade statistics. These exclusions are in
accordance with the recommendations of the
United Nations. Mineral fuels are also
excluded.

The country from which goods are imported is
the country of consignment or provenance
from which goods are dispatched to Aruba
without any commercial transactions in
intermediate countries. The country of export
is the country of destination known at the time
of dispatchment as the final country to which
goods are delivered.

Table 2.1 Monetary survey

The monetary survey consolidates the accounts
of the Centrale Bank van Aruba (the Bank), the
commercial banks, and the Government, related
only to the issuance of components of money
supply, i.e., coins and treasury bills. This survey



shows the financial relationship between the
monetary sectors, whose liabilities include the
money supply, and other sectors of the
economy.

Net claims on public sector:

Gross claims

Resulting from the issuance of coins and
treasury bills. Gross claims include loans
granted as well as government bonds in the
hands of the monetary sector.

Net foreign assets:

Centrale Bank van Aruba

Revaluation differences of gold and official
foreign exchange holdings are excluded in
order to calculate the net import of foreign
funds by the non-monetary sectors.

Table 2.2 Components of broad money
"Money" consists of bank notes, coins and
demand deposits of the private sector. It does
not include government deposits, neither the
deposits of the commercial banks with the
Bank, nor their cash holdings. "Quasi-money"
comprises time and savings deposits with the
commercial banks and the Bank, as well as
treasury bills held by the private sector. This
table shows the total liquid claims of the
domestic private sector on money-creating
institutions.

Table 2.3 Causes of changes in broad money

Inflow of foreign funds

Revaluation differences of gold and official
foreign exchange holdings are excluded in
order to calculate the net import of foreign
funds by the non-monetary sectors.

Table 2.4 Foreign assets

Aruba's net foreign assets consist mainly of
convertible claims on nonresidents and gold.
Aruba has no accounts with the International
Monetary Fund, because it participates in this
institution as part of the Kingdom of the
Netherlands. In contrast to Table 2.1, net
foreign assets in this table include revaluation
differences of gold and official foreign
exchange holdings. Until the end of 2000, the
valuation of gold was determined once every
three years at the lowest yearly average market
price of gold, converted into florin, in the three
calendar years preceding the date of valuation,
less 30 percent. Since December 31, 1998, gold
has been valued at Afl. 368,58 (previously: Afl.
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450,74) per fine troy ounce. Effective
December 31, 2001, gold is valued on a
quarterly basis at the prevailing market rate.
Changes in the valuation of gold are included in
the revaluation account.

Column:

(9) Revaluation differences
Revaluation differences of gold and official
foreign exchange holdings.

Table 3.1 Consolidated balance sheet of the
money-creating institutions

Money-creating institutions
These are the Bank, the Government and the
commercial banks.

Claims on money-creating institutions:
Monetary authorities

These are institutions (the Bank and the
Government) that create base money.

Other domestic assets
Mainly equipment and miscellaneous items.

Revaluation differences

These are revaluation differences of gold and
official foreign exchange holdings. In
accordance with the Central Bank Ordinance as
revised in December 1989, changes in the value
of gold and foreign exchange due to changes in
the price of gold and exchange rates are
accounted for in a revaluation reserve.

Other domestic liabilities
Money in custody, miscellaneous items and
other liabilities.

Table 3.2 Detailed balance sheet of the
Centrale Bank van Aruba

Columns:

(2) Other
Mainly equipment and miscellaneous items.

(5 and 6) Foreign assets:

Claims on banks

Balances with foreign central and commercial
banks in convertible and other currencies.

Claims on governments

Treasury bills and other securities issued by
foreign  governments and international
organizations in convertible and other
currencies.



(10) Bank notes issued
Bank notes held by the public and commercial
banks.

(13) Official entities
Includes the post office.

(16) Other financial institutions' deposits

These institutions are banklike financial
institutions, such as mortgage and investment
banks, licensed by the Bank to operate in the
domestic market. Other nonbank financial
institutions, among which are insurance
companies and pension funds, are included
under column (17) "private sector".

(17) Private sector
Includes business enterprises, individuals,
nonbank financial institutions and foundations.

(18) Other
Money in custody, other liabilities and the
Bank's current net income position.

Table 3.4 Coins issued

The Government issues coins, which are,
therefore, its liability. The Bank buys the coins
and resells them at face value to the commercial
banks and to the public.

Table 4.1 Commercial banks:
account

summary

Commercial banks are financial institutions
licensed to carry out banking operations with
residents. These banks grant loans, and have
among their liabilities deposits transferable by
check or otherwise usable in making payments.

Commercial banks' transactions resulting in
claims on, and liabilities to, nonresidents are
included in this balance sheet only if these
transactions are an integral part of their total
activities. Offshore businesses sheltered in a
separate accounting unit (where claims on
nonresidents are kept equal to liabilities to
nonresidents so that no net open position arises)
are not included in this balance sheet.

Column:

(7) Capital and reserves:
Includes subordinated debt.
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Table 4.2 Commercial banks: prudential
ratios

The risk-weighted capital ratio is derived by
dividing the banks' capital base by the total
amount of the risk-weighted assets, including
both on-balance and off-balance sheet
activities. As of June 1989, the internationally
adopted risk-weighted capital ratio was
introduced.

Table 4.3 Commercial banks: detailed
balance sheet

Columns:

(6 to 9) Loans and advances:

Enterprises

Commercial loans and advances to private and
public enterprises and official entities. Public
enterprises, among which the
Telecommunications Company (SETAR), are
companies producing goods and nonfinancial
services, whose shares are fully or largely
owned by the Government.

Mortgages
Loans and advances to enterprises
individuals secured by real estate.

and

Individuals
Loans and advances to individuals, excluding
mortgages.

Government
Loans and advances to the Government,
excluding official entities.

(10) Premises
The commercial banks' own buildings, other
real estate, and equipment.

(11) Subsidiaries
Holdings of at least 10 percent of the equity
capital of other companies and advances to
these companies.

(12) Accounts receivable

Costs, commissions, dividends, rents, and other
income earned or accrued, but not yet collected,
as well as prepaid expenses not included in the
banks' current profit and loss accounts.

(21) Total assets

The balance sheet total does not correspond
with that of table 4.1, because in this table
interbank assets and liabilities have been netted



out; the net figure is recorded in column (13)
"other (net)".

(22 to 25) Demand deposits

Deposits withdrawable on demand, in the form
of balances on checking and similar accounts.
Also included are time deposits matured but not
renewed.

(26 to 29) Time deposits
Deposits with a specific original maturity.

(30) Savings deposits
Deposits with certain withdrawal restrictions,
but with no specific maturity condition.

(31) Other liabilities
Accounts payable, provision for loan losses and
items not included elsewhere.

(32) Capital and reserves

Paid-up capital by residents, reserves, retained
profits, and the banks' current net income
position.

(33) Subordinated debt
Liabilities subordinated to claims of depositors
and other creditors.

Table 4.4 and Table 4.5 Commercial banks’
loans to domestic sectors by kind of
economic activity

These tables provide a distribution of resident
commercial loans to economic sectors
according to the third revision of the
International Standard Industrial Classification
of all economic activities (ISIC) of 1990 of the
United Nations. Table 4.4 gives an overview of
the outstanding commercial loans, loans to
government and to individuals of the banking
sector, divided in three categories, i.e., current
accounts, term loans and mortgages, and their
contribution in total loans, for the period under
review. Table 4.5 gives a historic overview of
the outstanding loans of the banking sector
provided in Table 4.4.

Table 5.1 Financial survey

The financial survey provides an overview of
the activity of the financial sector as a whole. It
covers financial positions and transactions of
the financial sector with other domestic sectors
and with the rest of the world. It comprises the
accounts of the Centrale Bank van Aruba, the
Treasury (the government, related only to the
issuance of components of money supply, i.e.,
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coins and treasury bills), the commercial banks,
and the aggregated accounts of the
nonmonetary financial institutions, comprising
mortgage banks, pension funds, life insurance
companies, finance companies, the Aruban
Investment Bank and the Social Security Bank.

Table 6.1 Interest rates of commercial banks

As of September 1998, the Bank introduced a
new method to report and calculate the interest
rates on deposits and loans of the commercial
banks. The interest rates shown represent the
period weighted average rates of these banks on
new loans and deposits for domestic activities.
Nominal interest rates are used for the deposits.
An annual percentage rate (APR) is calculated
for the interest rates charged on consumer
credit. A weighted average rate of interest is
calculated for both deposits (i.e., time and
savings) and loans (i.e., individual and
commercial). Subsequently, a margin between
the credit and debit rate is computed.

Table 7.1 Government financial operations

This table provides summary of the financial
operations of the government on a cash basis.

The government as defined by the Bank
comprises all departments, including the
Department of Public Works (DOW),
“Landsbedrijf Ontwikkelingsprojecten” (LOP)
and the Fondo Desaroyo Aruba (FDA). Thus,
excluded are the social security sector, which
comprises mainly the Social Security Bank
(SVB) and the General Health Insurance
(AZV).

Revenue and grants

Comprise receipts recorded by the Tax
Collector’s Office, the Department of Finance
and the Bank. Tax and nontax revenue are
classified according to the nature of the base
on which the tax is levied or the kind of action
which creates the obligation concerned. Grants
are unrequited, nonrepayable, non-compulsory
receipts from other governments or
international institutions.

Expenditure

The level of expenditure is derived as a
residual of total registered revenue (including
grants minus net lending) and net financing.
The Department of Finance provides
information on the nature of the expenditure.
Items n.ie. (not included elsewhere) is a
residual, and thus includes errors and



omissions. In 2000 and the fourth quarter of
that year, the Afl. 36.7 million debt settlement
resulting from the separation of funds
associated with the Status Aparte of Aruba in
1986 was reclassified from a current transfer in
the “items not included elsewhere” to a
repayment of debt in the item “net foreign
capital”.

Lending minus repayments

This category covers government payments
leading to financial claims upon others or to
government equity participation in the
ownership of enterprises, minus receipts
reducing or extinguishing such claims or
equity holdings undertaken for public policy
purposes.

Net Financing

Net financing comprises net foreign capital,
nonbank domestic capital, and the net recourse
to the monetary system of the government.

Memorandum items
The unmet financing requirements comprise
all registered payment obligations to other
sectors, irrespective of the time frame in
which they mature.

The financial deficit includes the change in the
unmet financing requirements.

Table 7.2 Government revenue

This table provides a detailed overview of the
total government revenue, subdivided into
taxes, nontax revenue and grants.

Table 7.3 Government position with the
monetary system

This table covers the government’s financial
position with the Centrale Bank van Aruba
(the Bank) and the commercial banks. It gives
an overview of the government’s deposits with
the Bank and the local commercial banks and
its liabilities to the monetary authorities and
local commercial banks.

Table 7.4 Outstanding government debt

Table 7.4 gives a detailed overview of the
outstanding government debt based on
information provided by the Department of
Finance, the APFA and the Centrale Bank van
Aruba. The total debt, excluding the
outstanding government guarantees, is divided
into a domestic and a foreign debt component.
The former comprises negotiable and non-
negotiable debt, which is further divided into
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short- and long-term. The foreign debt,
valuated at end-of-period exchange rates,
includes the debt to the Netherlands, the
European Investment Bank, the United States
and a residual category, comprising among
others to the Netherlands Antilles.

Table 8.1 Balance of payments

Current and capital and financial account

The balance of payments records payments and
receipts between residents and nonresidents on
goods, services, income, and current transfers,
as well as changes in Aruba's claims on, and
liabilities to the rest of the world. The basic
data to compile the balance of payments are
obtained from residents, who are (with the
exception of companies with a nonresident
status, i.e., offshore companies) legally obliged
to report to the Bank their transactions with
nonresidents. In practice, licensed foreign
exchange banks, operating either as
intermediaries or on their own behalf, report the
bulk of the transactions. Enterprises holding
accounts with nonresidents are also obliged to
report. Changes in the balance on these
accounts are registered by the Bank either as an
increase or a decrease in currency and deposits,
as well as in other direct investment capital and
other investment capital, respectively. As from
the fourth quarter of 1990, foreign transactions
of the Refinery and its related businesses,
which are settled through an intercompany
account with the parent company abroad, are
incorporated in the balance of payments.
Changes in the balance on this account are
registered as other direct investment capital.

Items not yet classified

Within the balance-of-payments system of
closed and consistent returns, these items
related to transactions which have already
resulted, within a given recording period, in
payments or settlements within the monetary
sector but of which the nature of the underlying
transactions in the nonmonetary sectors is not
yet known. As soon as this information is
available these items are entered in the current
or capital and financial account. Profits and
losses on foreign exchange transactions of the
Bank and the commercial banks as well as
revaluation differences of foreign claims and
liabilities of the commercial banks are also
included.

Banking transactions
Banking transactions cover all capital
transactions of authorized foreign exchange



banks carried out for their own account. These
transactions comprise, among other things,
loans to and from foreign banks and nonbanks
and their redemptions, the placement of notes
with nonresidents issued for their own account
and changes in their liquid claims and
liabilities.

Increase (-) in official reserves

The official reserves comprice all claims and
liabilities of the Bank vis-a-vis nonresidents.
Changes in the foreign exchange holdings
(excluding revaluation differences of gold and
foreign exchange holdings) cover all claims on
and liabilities to nonresidents of the Bank
denominated in foreign currencies. Changes in
Aruban florin accounts held with the Bank by
nonresidents are also reflected in the foreign
exchange holdings.

Table 8.2 Components of the current
account

Goods

Goods comprise import and export related
payments of crude oil and oil products as well
as import and export related payments by free-
zone enterprises and by sectors other than the
oil and free-zone sectors effectuated through
the banking system and notified foreign
accounts.  Non-oil  merchandise  import
payments by the oil sector, goods procured in
ports and repair goods are also included.

Services:

Transportation

Transportation contains, among other things,
harbor dues and fees, and passenger fares. Data
on transportation are based on the relevant
payments. However, adjustment are made to
allow for the fact that in the balance of
payments goods are recorded consistently as a
f.0.b. basis.

Travel

Registered tourism receipts from transactions in
foreign currency, traveller's checks, and credit
cards as recorded by the foreign exchange
banks, as well as the enterprises holding
accounts with foreign banks. Goods taken out
of Aruba by tourists paid for in foreign
currency, traveller's checks or credit cards and
flows related to medical treatment and
expenditures of students are also included under
"travel".
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Government n.i.e

Payments by the Government of the
Netherlands  in  connection  with  its
representative office in Aruba (including the
Netherlands Royal Navy) are included as
inflows, while payments by the Aruban
Government related to its representative office
in the Netherlands ("Aruba Huis") and its
tourism offices abroad are, among others,
recorded as outflows.

Other

These services mainly include management
fees, transactions for industrial maintenance,
contracting works, royalties, postal and
telecommunication charges, insurance services,
rents and leases.

Income

Income covers dividends received on equity
investments and participations, as well as
interest on public and private sector loans, debt
securities, and foreign assets and personal
earned income.

Current transfers

Private and official transfers, i.e., workers'
remittances and other current transfers of
individuals as well as pension, alimony and
other support remittances and grants.

Table 8.3 Components of the capital and
financial account

Capital account

Capital account consists of capital transfers and
acquisition/disposal of non-produced
nonfinancial assets. Capital transfers cover
private transfers being migrants' transfers, and
official transfers, being payments in connection
with development aid (capital grants).

Financial account

Financial account covers direct investment,
portfolio investment, and other investment. The
latter is subdivided into loans and other
financial transactions.

Banking transactions
See note for Table 8.1.

Table 8.4 Balance of payments by sectors

This table summarizes the balance of payments'
transactions by sectors.

Columns:



Oil sector

Transactions of Aruba’s Refinery and its related
businesses and Barlock/Texaco (the former
Barlock/Shell), which are settled through the
banking system as well as the accounts held
with foreign banks and the parent company
abroad are registered in this column.

Free-zone sector

This column covers the international
transactions of the free-zone companies through
the banking system and their foreign bank
accounts.

Other sector

This column contains transactions of the rest of
the economy (excluding the oil and free-zone
sectors), which are settled through the banking
system and accounts held with foreign banks.

Table 8.5 Breakdown of merchandise trade

Exports and imports are recorded on f.0.b. basis
and are divided into general merchandise,
goods for processing, goods procured in ports
by carriers, repairs on goods and non-monetary
gold.

Table 8.6 Official foreign exchange rates
(selling)

Banks' minimum selling rates for officially
quoted currencies for customers. The foreign
exchange banks' selling rates of the currencies
shown in the table are fixed daily by the Bank
on the basis of middle market rates quoted for
those currencies against the U.S. dollar.
Officially quoted rates for other currencies are
determined by means of a fixed percentage
margin on either side of the middle rate for each
currency. Offshore customers, or customers
with larger amounts of foreign currency to be
bought or sold, may negotiate an exchange rate
to settle transactions with their banks.

Rates at which foreign exchange banks will buy
and sell the U.S. dollar from and to the public:

minimum maximum
buying selling
rates rates
as from: bank  cheque and
notes  cable-
transfers

Jan 1, 1986 1.77 1.79 1.81
May 18, 1987 1.77 1.78 1.80
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