s>y

CENTRALE BANK VAN ARUBA

QUARTERLY BULLETIN

2009-111

February 12, 2010
Issue no. 93



Correspondence related to this report should be
addressed to the Research Department of the
Centrale Bank van Aruba

J.E. Irausquin Boulevard 8

P.O.Box 18

Telephone: (297) 5252-100

Telefax: (297) 5252-101

Website: www.cbaruba.org

E-mail: cbaruba@setarnet.aw

© 2010 De Centrale Bank van Aruba
The information contained in this report may be
published and copied for educational and

noncommercial purposes, provided the source is
acknowledged.

ISSN: 0920-9905



CONTENTS

List of abbreviations

1. Developments in the third quarter of 2009
1.1 Introduction 1

1.2 Real sector 5
- Business Perception Survey
- Tourism
- Construction
- Utilities
- Oil sector
- Merchandise trade
- Price developments

1.3 Money and credit 12
- Changes in the money supply
- Banking sector

1.4 Nonmonetary financial institutions 14
- Balance sheet
- Mortgage market

1.5 Government finance 16
- Financial operations
- Outstanding debt

1.6 Balance of payments 19
- Overall outcome
- Oil sector
- Freezone
- Rest of the economy

2. Notes and articles

2.1 Financial action task force (FATF) mutual evaluation report Aruba 25
Opening remarks by Mrs. Jeanette R. Semeleer, president of the
Centrale Bank van Aruba, in connection with the information
session on the findings contained in the FATF Mutual Evaluation
Report Aruba dated October 16, 2009, as well as the required
follow-up.

3. Statistical annex



List of abbreviations frequently used in the Quarterly Bulletin of the Centrale Bank van

Aruba
AAA
Afl.
AlIB
APFA
ATA
AW
AZV
BBO
BLS
BPS
CBA
CBS
CBSne
CBSna

CPI
CTA
cTo
DEZHI

DF
DNB
DTI
ECB
ECLAC
ELMAR

ESCB
FAO
FATF
FDA
FRB
FRL
GDP
IMF
RCUT
NCPF
OECD
SETAR

SOSCS
SOSMTC
SVB

TCO
WEB
WEO

Aruba Airport Authority N.V.

Aruban florin

AIB Bank N.V.

Stichting Algemeen Pensioenfonds Aruba, the civil servants pension fund
Aruba Tourism Authority

Aruba Vrijgestelde Vennootschap, the Aruba Exempt Corporation

Algemene Ziektekostenverzekering, the general health insurance

Belasting op Bedrijfsomzetten, a turnover tax

U.S. Bureau of Labor Statistics

Business Perception Survey

Centrale Bank van Aruba, the Central Bank of Aruba

Centraal Bureau voor de Statistiek, the statistical office of Aruba

Centraal Bureau voor de Statistiek, the statistical office of the Netherlands
Centraal Bureau voor de Statistiek, the statistical office of the Netherlands
Antilles

Consumer Price Index

Cruise Tourism Authority

Caribbean Tourism Organization

Directie Economische Zaken Handel en Industrie, the Department of
Economic Affairs, Commerce and Industry of Aruba

Department of Finance

De Nederlandsche Bank N.V., the Dutch central bank

Dienst Technische Inspecties, the department of technical inspections
European Central Bank

Economic Commission for Latin America and the Caribbean

Naamloze Vennootschap Electriciteitmaatschappij “Aruba”, the electricity
provider of Aruba

European System of Central Banks

Food and Agriculture Organization

Financial Action Task Force

Stichting Fondo Desaroyo Aruba, the development fund foundation of Aruba
U.S. Federal Reserve Board

Fiscal Responsibility Law

Gross Domestic Product

International Monetary Fund

Reporting Center for Unusual Transactions

National Commission on Public Finance

Organization for Economic Cooperation and Development

Servicio di Telecomunicacion di Aruba (Setar) N.V., a telecommunications
company

State Ordinance on the Supervision of the Credit System

State Ordinance on the Supervision of the Money Transfer Companies
Sociale Verzekeringsbank, the social security bank of Aruba

Tax Collector’s Office

Water- en Energiebedrijf Aruba N.V., the water and power company of Aruba
World Economic Outlook



1. DEVELOPMENTS IN THE THIRD QUARTER OF 2009

1.1 Introduction

In its latest economic outlook, ' the
Organization for Economic Cooperation
and Development (OECD) states that the
recovery that began earlier in 2009 in a
number of non-OECD economies has now
spread to the OECD area at large.
However, the OECD expects that this
growth is likely to fluctuate for some time
to come and will face substantial
headwinds. Consequently, unemployment
is expected to move up further, while
inflation will be under continued
downward pressure.

With regard to the U.S. economy, the
OECD believes it is recovering on the back
of policy stimulus, improving financial
conditions, non-OECD demand growth,
normalization of stock-building, and
stabilization of the housing market.
Although economic growth has started off
as a jobless recovery, it is predicted that
just as quickly as jobs were shed during
the downturn, they will be created when
economic activity picks up, causing the
OECD to forecast that unemployment
should peak in the first half of 2010. In the
euro area, the economy will benefit from
many of the same growth-drivers as the
United States, but safety nets which
cushioned employment in the downturn
also may weaken the intensity of
employment growth going forward.

'OECD Economic Outlook No. 86, November 19,
2009.

The Economic Commission for Latin
America and the Caribbean * (ECLAC)
expects that the economic recovery from
the international crisis in the region will be
quicker than expected, after suffering
significant economic contractions.
Additionally, the ECLAC reports? that in
2009 exports from Latin America and the
Caribbean fell by 24 percent due largely to
significant drops in the value of exports.
However, with rebounding commodity
prices and other improving economic
indicators, overall economic growth is
projected at 4.1 percent in 2010. South
America and Central America (with the
exception of Mexico) will likely have the
most  notable improvements, with
projected growth rates of 4.7 percent and
3.0 percent, respectively. Economic
growth in the Caribbean is expected to be
lower (1.8 percent) and, as in other
regions, unemployment in the region will
remain at a rather high level.

These mainly positive, albeit cautious,
projections give hope that the economy of
Aruba may follow suit and begin the
process of recovery. However, obstacles
such as the temporary closure of the oil
refinery and the ensuing increase in
unemployment may hold back a recovery.

Furthermore, in the third quarter of 2009,

* Preliminary Overview of the Economies of Latin
America and the Caribbean, ECLAC, December 10,
2009.

3 International Trade in Latin America and the
Caribbean 2009: Crisis and Recovery, ECLAC,
January 7, 2010.



the performance of the tourism sector
was lackluster as gross tourism receipts
recorded in the balance of payments of
Aruba, fell by 6.0 percent. The number of
stay-over tourists visiting the island
resulted in a small increase of 1.6 percent.
Despite the small gains in tourism arrivals,
anecdotal evidence indicates that hotel
operators have been cutting prices in
order to sell their rooms, suggesting that
although tourists are still traveling, they
continue to hold tight to their wallets and
shop around for the best deals.

Though the available tourism data do
not give much indication of a recovery,
some optimism can be drawn from the
fact that this marks the second
consecutive quarter of growth and, most
important, this growth was driven by a
rebound in U.S. arrivals. The recovering
U.S. economy is particularly encouraging
to the island, as the United States remains
by far Aruba’s main tourist market (more
than 60 percent market share). However,
until unemployment in the United States
stops rising, a strong rebound in the U.S.
tourism market is less likely to occur while
U.S. tourists will continue to spend less
per stay.

Construction activities were scant in
the third quarter of 2009. The slowdown
in construction activity is related to the
global recession and the resulting poor
performance of the local economy, which
has generated timid investment behavior
by both local and international investors
with little appetite for risk. The utility

index was at its highest level since the
corresponding quarter of 2007, attributed
to an increase in consumption of all
utilities. Apparently, the lower tariffs
drove up the consumption of utilities
during the current period of economic
slowdown.

The oil refinery, which has remained idle
for economic reasons since mid-July 2009,
refined only 2.0 million barrels of oil during
the period, equivalent to 12.0 percent of
the amount recorded in the corresponding
quarter of 2008.

Trade statistics data show that the
trade deficit of Aruba improved marginally
(0.2 percent) compared to the same
period a year earlier. Imports declined by
only Afl. 0.3 million, while exports
(excluding oil products) grew by Afl. 17.1
million.

In the third quarter of 2009, prices rose
2.7 percent when compared to the
previous quarter. Prices went up as a
result of higher housing and transport
costs, fueled by a pick-up in oil prices and
the subsequent upward adjustment of
local utility prices. However, at the end of
September the overall price level was 3.7
percent lower than the level recorded a
year earlier, as oil prices have not yet
reached the levels recorded in the
corresponding period of 2008.

In the third quarter of 2009, the money
supply increased by Afl. 60.8 million,
largely reflecting a drawing down of the
government’s deposits to cover its
financing needs. Credit from the banking



sector to the private sector contracted,
mirroring declines in both loans to
enterprises and consumer credit. Housing
mortgage lending grew, particularly due
to a rise in mortgage lending by the
commercial  banks. However, the
annualized growth rate of housing
mortgage lending was 2.8 percent, which
is below the overall average growth rate
measured since 2007.

Developments in the commercial
banking system were uneventful, as the
prudential ratios indicated that the
banking system remained sound. With
respect to interest rates, the interest rate
margin of commercial banks increased to
7.9 percent in the third quarter, up from
7.0 percent in the second quarter of 2009.

The aggregated assets of the
nonmonetary financial institutions
expanded by Afl. 98.1 million. Their net
foreign assets grew by Afl. 76.4 million, as
financial markets recovered and foreign
assets were revalued upward. Domestic
claims went up, mainly due to a rise in
claims on the government. On the liability
side, the increase in the balance sheet is
reflected in the level of the pension fund
provisions.

The government’s financial deficit on a
cash basis continued to grow, largely the

result of significantly lower revenues.

However, at the end of September 2009,
the government’s debt amounted to
Afl. 2,135.1 million, i.e. Afl. 41.3 million less
than the level recorded at the end of June
2009. This was possible, as the
government used deposits to repay debt
and cover its financing needs in the third
quarter of 2009. The outstanding
government debt to GDP ratio amounted
t0 46.4 percent.

The balance of payments posted an
Afl. 3.9 million deficit in the third quarter
of 2009 (2008: Afl. 101.9 million surplus),
resulting in a net outflow of funds to
abroad of the equivalent amount. The
current account of the balance of
payments registered a surplus of Afl. 44.5
million, compared to an Afl. 229.7 million
surplus in 2008. The surplus on the current
account was mitigated by an Afl. 31.4
million deficit on the capital and financial
account *. The net inflow of direct
investments amounted to Afl. 92.9 million’
but was more than offset by net outflows
of both portfolio investment and other
investments.

A selection of the main economic
indicators for Aruba is presented in
Table A.

* ltems not yet classified resulted in a net outflow of
Afl. 17.0 million.

> Primarily due to investments intended for the
“Vader Piet” wind energy project.



Table A: Main economic indicators

Partial Economic Activity Index
BBO receipts (in real terms)
Utilities consumption index

Tourism receipts

Stay-over visitors

Cruise visitors
Merchandise trade balance

Inflation rate (12-month average)
Idem, excluding energy-related components

Broad money (end-of-period)
Total banking credit to the private sector
Housing mortgages (end-of-period)

Government revenue
Government expenditures

Outstanding government debt (end-of-period)

Current account (net)
Capital and financial account (net)
Inward direct investment (net flows) 1)

Merchandise import coverage 2)
Import payments coverage 3)

2007 2008 2007 2008 2009

1l 1l 1l 1l
(Percentage change)
0.0 -1.7 3.4 -4.8 -4.3 n.a.
n.a. 11.0 n.a. 0.5 -10.8 -0.5
2.5 -2.0 3.5 -1.6 -1.1 1.4
16.5 12.6 23.8 9.5 -9.5 -6.0
1.2 741 13.6 2.1 0.7 1.6
-18.5 15.4 -47.3 -14.2 10.8 23.1
-7.6 1.2 10.0 8.6 -1.5 -0.3
5.4 9.0 3.8 10.0 2.4 -1.5
4.3 5.1 3.7 5.0 3.5 2.0
3.3 16.5 3.2 1.6 12.1 9.9
3.7 4.0 5.8 2.8 1.4 -0.1
6.2 4.2 6.4 4.8 3.7 2.6
5.0 32.0 79 12.6 -4.4 -14.7
-1.2 19.0 -4.7 1.6 1.9 -5.8
(In percentage of GDP)

46.0 41.5 44.0 44.4 47-3 46.4

(In Afl. million; minus [-] sign denotes an outflow)
-192.5 -269.0 134.8 229.7 -58.1 44.5
230.0 842.6 -245.5 -134.7 4541 -31.4
171.7 331.6 57.9 46.4 17.2 92.0

(In months)

5.8 7.2 5.8 6.5 9.8 10.5
2.9 3.6 2.9 3.2 4.8 5.3

Sources: CBA; CBS; CTA; ATA; DF.

1) Total inflow minus total outflow of direct investment in Aruba by nonresidents, as recorded on a cash basis in the

balance of payments.

2) Excluding the oil sector (12-month average).

3) Total current account payments excluding the oil sector (12-month average).



1.2 Real sector

Business Perception Survey

The latest results of the Business
Perception Survey (BPS)® reveal that
although the Aruban business community
still experienced an unfavorable economy
in the third quarter of 2009, it was a little
less pessimistic about the short-term
future. As a result, for the first time in two
years, the Business Perception Index
showed an upward movement, albeit very

cautious (Chart 1).

Chart 1: Business perception index

110

105

______________________

95

90

‘ ==:2007 ==—2008 =#=2009 ‘

The index on current economic
conditions decreased to 92.9, a (low) level
not reached in the previous seven years.
However, the perception of short-term
future economic conditions was markedly
better than the index of the previous
quarter, although the level of the index
(95.8) indicates that the business sector

® The BPS is conducted on a quarterly basis by the
Centrale Bank van Aruba (CBA). Via a short
questionnaire, the CBA collects relevant
information on current economic developments
and the shortterm outlook with regard to
economic conditions. The outcome of this survey is
based on the experience, judgment, and opinion of
the respondents. A description of the method used
to calculate the index can be found in the CBA’s
quarterly bulletin for the second quarter of 2002.

did not expect an improvement compared
to last year. The sectors with upward
expectations were the tourism (hotels and
restaurants) and trade sectors and finan-
cial intermediation. The manufacturing
sector, real estate and other services
sector were still very pessimistic about

short-term economic developments.

Tourism

The Caribbean as a whole continued to
struggle, as virtually all Caribbean
destinations incurred declines in tourism
arrivals. The available data for the third
quarter of 2009 indicate a fall of 5.6
percent in stay-over tourists for the region
as a whole, when compared to the third
quarter of 2008.

Although Aruba fared relatively better
than the rest of the Caribbean, the
performance of the tourism sector was
still uninspiring as gross tourism receipts,
recorded in the balance of payments of
Aruba, fell by 6.0 percent. That said, the
number of stay-over tourists visiting the
island resulted in a small increase of 1.6
percent (Chart 2), suggesting that tourists

Chart 2: Tourism arrivals
(In thousand)
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are still willing to travel but on tighter
budgets. Anecdotal evidence indicates
that hotel operators have been cutting
prices to keep their rooms full. Although
the available tourism data do not give
much assurance that a full recovery is
underway, some optimism can be drawn
from the fact that this marks the second
consecutive quarter of growth. Most
important, this growth was driven by a
rebound in U.S. arrivals, which increased
by 1.6 percent after four consecutive
quarters of contraction. The recovering
U.S. economy is particularly encouraging
to the island, as the U.S. remains by far the
island’s main tourist market (more than 60
percent market share).

The number of visitor arrivals from
Europe grew by 6.0 percent during the
third quarter of 2009 to 21,588 visitors, of
which 11,591 came from the Netherlands, a
growth of 4.5 percent after a drop of 11.7
percent during the previous quarter. This
growth represents the highest number of
visitor arrivals registered in a single
quarter for both the Netherlands and the

other European countries as a whole. This

increase can be partly attributed to higher
airlift via charter flights and a favorable
Euro exchange rate. On the other hand,
visitor arrivals from Latin America fell by
0.4 percent, largely due to a 1.9 percent
drop in visitors from Venezuela.

Twenty-six cruise ships called at Aruba,
bringing in a total of 35,697 passengers.
When compared to the same quarter in
2008, this number represents a 23.1
percent growth in passengers, a favorable
development given that Caribbean
destinations as a whole have been having
a hard time maintaining the number of
cruise passengers visiting the region.

Data on the total nights spent in Aruba
and the average occupancy rate of hotels
were not available at the time this
publication was written. Given that
tourism is the mainstay of Aruba’s
economy, it is worrisome that, besides
these data, information on average daily
rates and revenue per available room have
not been published since May 2009. The
available data is collected in Table B.



Table B: Indicators of tourism activity

2007 2008 2007 2008 2009

1 11 1l 1l

1. a. Tourism receipts (Afl. miIn) 1) 2,242.0 2,523.5 522.2 571.8 526.4 537.7

b. Tourism expenditures (Afl. mIn) 2) 1,317.2  1,536.0 311.4 405.1 n.a. n.a.

2. Stay-over visitors (x 1,000) 7721 826.8 198.2 202.3 196.2  205.6
3. Market shares (in percentage)

a. United States 67.8 65.3 63.4 61.0 69.5 61.0

b. Venezuela 1.9 13.6 15.6 16.5 10.4 16.0

c. The Netherlands 4.9 5.0 4.8 5.5 4.6 5.6

d. Canada 3.3 3.9 2.3 2.5 2.4 2.9

e. Colombia 1.7 1.6 1.7 1.6 2.2 1.8

f. Other countries 10.3 10.6 12.2 12.9 10.9 12.7

4. Visitor nights (x 1,000) 5,879.9 6,264.7 1,515.4 1,561.8 1,404.3 n.a.

5. Average nights spent 7.6 7.6 7.6 7.7 7.2 n.a.

6. a. Receipts per visitor night (Afl.) 381 403 345 366 n.a. n.a.

b. Average daily expenditure (Afl.) 3) 175 173 161 163 n.a. n.a.

7. Average resort occupancy rate 4) 77-3 76.6 76.2 74.7 n.a. n.a.

a. Hotel 74.5 73.2 75.5 71.6 n.a. n.a.

b. Timeshare 80.0 80.3 80.8 7841 n.a. n.a.

8. Average daily rate of resorts (Afl.) 4) 5) 322 327 266 270 n.a. n.a.

a. Hotel 326 336 267 276 n.a. n.a.

b. Timeshare 288 262 259 235 n.a. n.a.

9. Revenue per available room (Afl.) 4) 5) 151 145 126 120 n.a. n.a.

a. Hotel 243 246 202 198 n.a. n.a.

b. Timeshare 32 31 24 34 n.a. n.a.

10. Room tax receipts (x Afl. million) 6) 33.1 36.0 7-5 7-9 7-3 7.6

11. Cruise visitors (x 1,000) 481.8 556.1 33.8 29.0 89.8 35.7

12. Number of cruise ship calls 315 299 36 10 49 26

13. Contribution to current account 7) 75.5 76.7 74.7 72.5 75.5 74.5

Source: CBA; CBS; ATA; CTA; TCO.

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.

2) Travel-related expenditures by stay-over visitors, before (e.g., prepaid 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 prepaid packages), as calculated by the CBS.

4) Contains both hotels and timeshares. Due to the business structure of timeshare properties in Aruba, the
theoretical link between the average hotel occupancy rate, the average daily rate of hotels, and the revenue
per available room is not valid for timeshares and, thus, cannot be calculated from the aggregated figures
presented in the table.

5) Comprising both hotels and timeshare units.

6) Excluding tax receipts related to previous periods.

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



Construction

Construction activities were scant in the
third quarter of 2009 as both the number
of construction permits granted and the
total value of these permits fell
significantly, i.e., by 33.6 percent and 44.4
percent, respectively. The fall occurred
across all categories, with apartment
projects, store and shopping mall projects
taking the largest hit. As a result, the value
of construction permits was at its lowest
level since the fourth quarter of 2004.

The total weight of imported cement
was 7.8 percent lower (Chart 3) than in the
same quarter of 2008, thereby also
reaching its lowest level in more than five
years. The number of electrical
installations approved declined by 28.5
percent, meaning fewer building projects
were completed in the third quarter of
2009.

Chart 3: Value of construction permits granted
(In Afl. million)
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The slowdown in construction activity
is likely the product of the global
recession, the inactivity of the oil refinery,
and the resulting poorly performing local

economy, which  generated timid

investment behavior by both local and
international investors with little appetite
for risk.

Utilities

In the third quarter of 2009, the utility
index was at its highest level since the
corresponding quarter of 2007 (Chart 4),

Chart 4: Utilities index
(1996 =100)
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attributed to an increase in consumption
of all utilities when compared to the third
quarter of 2008. However, the value of
water and electricity consumed declined
significantly, i.e., by 14.3 percent and 19.6
percent, respectively, caused by relatively

lower tariffs” resulting from lower oil

prices (Chart 5).
Chart 5: Oil Prices
(WTI)
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7 Water and electricity tariffs have been rising since
the first quarter of 2009; however, the tariffs of the
third quarter of 2009 remained below the level of the
corresponding quarter of 2008.



Apparently, the lower tariffs drove up the
consumption of utilities during the current
period of economic slowdown.
Consequently, the utility index grew by 1.4

percent to 149.3.

Oil sector

In the third quarter of 2009, the oil
refinery was no longer in full operation.
The oil refinery has been idled since mid-
July 2009 for economic reasons, and only
2.0 million barrels of oil was refined during
the period. This is only 12.0 percent of the
amount refined in the corresponding
quarter of 2008. During the period under
review, no crude oil was imported, and
only Afl. 229 million of refined oil was
exported, compared to Afl. 3.1 billion
during the same period of 2008. The idling
of the refinery resulted mainly in the layoff
of contract workers. The number of
directly employed workers at the refinery
fell only slightly, from 674 to 661 (Chart 6).

Chart 6: Direct employment oil sector
(Number of employees, at end of period)
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As stated in the previous quarterly
bulletin of the CBA (Q2 2009), a
permanent closure of the refinery would
have serious consequences for the Aruban

economy including a marked decrease in
employment, strong negative conse-
quences for the GDP as well as foreign
exchange holdings and depressed private
consumption. As of the publication date of
this bulletin, the government has agreed
to a settlement that would end a tax
dispute with Valero, the owner of the
refinery. Valero has agreed to pay Afl. 200
million, and will keep its employees on the
payroll until at least June 1, 2010. The
company would also make a minimum tax
payment of US$ 10 million per year as long

as it owns the plant.

Merchandise trade

Trade statistics data show that the trade
deficit of Aruba improved marginally (0.2
percent) compared to the same period a
year earlier. Imports declined by only
Afl. 0.3 million to Afl. 490.7 million despite
notable drops in all categories except for
the category “machinery and electro-
technical equipment”, which rose by
Afl. 90.2 million to Afl. 163.0 million
compared to 2008. This large increase was
due primarily to the import of the
equipment for the “Vader Piet” wind-farm
project.

Aruba’s  exports  (excluding  oil
products) grew by 3.9 percent to Afl. 17.1
million, which is only 3.5 percent of the
total merchandise imports. The main
export products were art objects and
collectors’ items (24.8 percent).



Price developments

Price developments remained subdued
throughout the third quarter of 2009. The
overall price level at the end of September
2009 was 3.7 percent lower than the level
a year earlier (Chart 7).

Chart 7: End of period inflation
(Percentage change)
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The sharp decline in world oil prices
since July 2008 (Chart 5) is reflected in the
reduced price level in the housing
(including water and electricity) and
transport (including gasoline) categories.
But the prices of communication and
education goods and services were also
lower on average. On the other hand, the
costs of food and health care were higher
compared to the third quarter of 2008,
although a downward trend over the past
three quarters should be noted. When

excluding the energy components from

10

the consumer price index, an inflation rate
of 0.1 percent is obtained (Chart 8).

Chart 8: Inflation excluding energy components
(Percentage change)
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The real exchange rate index relative to
the United States fell 3.2 points to 111.3,
when compared to the corresponding
quarter of 2008. The fall indicates a larger
contraction of prices in Aruba than in the
United States, i.e.,, Aruba has become
relatively cheaper.

Although the price level is lower than 12
months ago, the actual price level has been
increasing since January 2009 mainly
because of the rebound in world oil prices
and the subsequent upward adjustment of
local energy prices (Table C). In the third
quarter of 2009, prices rose 2.7 percent
when compared to the previous quarter.



Table C: Consumer price index
(Percentage change)

Weight 2007 2008 2007 2008 2009

coefficient ]| ] ] 1]

(Period average)

Total index 10,000 5.4 9.0 5.2 12.2 -3.3 -3.7
a. Food & non-alcoholic beverages 1,125 13.7 1.2 14.9 12.7 7.7 2.0
b. Alcoholic beverages & tobacco 82 1.2 3.5 12.7 2.4 5.3 5.3
¢. Clothing & footwear 626 4.4 71 0.5 9.9 -1.5 1.3
d. Housing 2,553 55  13.8 6.5 19.8 1.6 -10.3
e. Household operation 741 4.6 3.7 3.8 5.4 2.5 2.1
f. Health 236 -2.7 13.1 -4.1 17.1 2.8 0.2
g. Transport 1,815 71 1.3 5.7 16.9 -9.5 -9.1
h. Communications 706 2.3 -0.3 2.4 -0.5 -1.5 1.1
i. Recreation & culture 891 8.7 4.4 8.5 4.7 3.0 2.2
j.  Education 83 6.0 8.0 5.6 10.7 -4.2 -7.5
k. Restaurants & hotels 374 6.4 2.3 4.8 2.8 10.0 7.1
I.  Miscellaneous goods & services 767 -0.2 3.5 0.0 3.1 3.0 2.7
Total index (excl. energy-related components) 8,262 4.3 5.1 4.3 6.5 1.2 0.1

(12-month average)

Aruba 10,000 5.4 9.0 3.8 10.0 2.4 -1.5
Aruba (excl. energy-related components) 8,262 4.3 5.1 3.7 5.0 3.5 2.0
Aruba (excl. food & energy-related components) 7,300 3.1 4.0 2.6 4.0 2.3 1.1
United States 2.9 3.8 2.3 4.4 1.4 -0.3
Curacao 3.0 6.9 2.7 5.8 5.5 3.6
The Netherlands 1.6 2.5 1.4 2.4 2.3 1.5
Real exchange rate index (1995=100) 1) 108.0 115.3 106.9 114.5 1.9  111.3

Source: CBA; CBS; CBSna; BLS; CBSne.

1) Relative to the United States. Based on CPI 12-month averages.

1



1.3  Money and credit
Changes in the money supply
In the third quarter of 2009, the money
supply increased by Afl. 60.8 million
(Table D). The increase was due to a
growth of Afl. 64.7 million in net domestic
assets that was slightly mitigated by an
Afl. 3.9 million net outflow of funds to
abroad.

The rise in domestic assets was caused

largely by an Afl. 106.0 million decrease in

Loans to enterprises fell by Afl. 10.4 million
because of decreases in short-term loans
and current account credit, while at the
same time consumer credit contracted by
Afl. 5.4 million. Non-credit-related balance
sheet items dropped by Afl. 30.9 million,
largely because of clearing transactions.

Chart 9: Claims on private sector
(In Afl. million)
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reflecting the drawing down of :z:
government deposits. On the other hand, ' ! " Y
growth of credit to the private sector e B B
remained subdued as claims on the private
sector shrank by Afl. 10.3 million (Chart 9).
Table D: Causes of changes in the money supply
(In Afl. million)
2007 2008 2007 2008 2009
11 11 1l 11
1. Net domestic money creation 19.1 -128.4 87.6 10.1 46.2 64.7
a. Net domestic credit 90.0 -47.4 64.7 -2.9 41.4 95.6
- Public sector 3.3 -146.1 46.8 -28.8 30.9 106.0
- Private sector 86.7 98.6 17.9 26.0 10.5 -10.3
b. Other domestic factors -70.9 -81.0 22,9 12.9 4.8 -30.9
2. Inflow of foreign funds 1) 63.0 552.3 -105.8 101.9 -12.4 3.9
a. Oil sector 95.3 141.8 9.1 17.3 30.5 14.4
b. Free-zone sector 6.0 1.2 -4.8 -1.2 -16.5 8.5
¢. Rest of the economy 2) -38.3  409.3 -110.2 -85.8 -26.4 -26.9
3. Broad money creation 82.0 423.9 -18.2 11.9 33.8 60.8
a. Money 99.7  249.6 3.2 79.7 -25.9 59.3
b. Quasi-money -17.7 174.3 -15.0 32.2 59.6 1.5
Broad money 12-month percentage change 3.4 16.5 3.2 11.6 12.1 9.9

Source: CBA.

1) Revaluation differences of gold and official foreign exchange holdings are excluded to approximate the net
import of foreign funds by the nonmonetary sectors.
2) Including items not yet classified (which also covers errors and omissions).
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The net increase in the total money
supply allowed broad money to reach
Afl. 3.1 billion at the end of the third
quarter (Chart 10).

Chart 10: Money supply
(In Afl. million)
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Narrowly defined money (currency in

circulation and demand deposits)

59.3 million (4.0
percent), mainly because of an increase in

expanded by Afl.

demand deposits. Quasi-money remained
virtually unchanged.

Banking sector

The aggregated balance sheet total of the
commercial banks was Afl. 4,411.3 million
at the end of the third quarter of 2009,
i.e., 2.0 percent higher than the level in the
previous quarter. Assets grew as a result
of significant growth in time deposits held
at the CBA as well as claims on foreign
banks, while on the liability side the
growth was reflected primarily by an
from

increase in demand deposits

domestic companies.  Nonperforming
loans ® (net of allocated loan loss
provision) remained elevated at 7.9

percent of gross loans (Chart 11).

® Loans with a past-due status greater than 90 days
on the payment of interest or principal are
considered to be nonperforming.

13

Chart 11: Non performing loans
(Percentage)
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In the third quarter of 2009, the
interest rate margin of the commercial
banks the differential
between the weighted average rate of

(calculated as

interest on new loans and the weighted
average rate of interest on new deposits)
increased to 7.9 percent, up from 7.0
percent in the second quarter of 2009
(Chart 12). The weighted average rate of
interest charged on new loans went up to
11.3 percent, as the interest rate charged
on all type of loans, with the exception of
consumer credit, rose. On the other hand,
the weighted average rate of interest paid
on new deposits fell by 0.1 percentage
point to 3.4 percent.

Chart 12: Interest rate margin
(Percentage)
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The banking system continued to
exhibit high levels of liquidity. Illlustrative
of this pattern is that the liquidity ratio
rose to 38.2 percent, far above the
minimum requirement of 20 percent. The
banks’ risk-weighted capital asset ratio
increased further, from 18.0 percent at the
end of June to 18.7 percent at the end of
September, well above the required
minimum of 12.0 percent, while the loan to
deposits ratio dropped to 66.1 percent,
the

maximum of 80.0 percent.

significantly ~ below prudential

1.4 Nonmonetary financial institutions

Balance sheet
The  aggregated assets of the
nonmonetary financial institutions

increased by Afl. 98.1 million or 4.1 percent
to Afl. 2,512.2 million’ (Table E). Foreign
assets grew by Afl. 76.4 million to
Afl. 668.6 million as financial markets

recovered and foreign assets were
revalued upward, after falling sharply with
the onset of the international financial
crisis at the end of 2008 (Chart 13).
Domestic claims increased by Afl. 21.7
million (1.2 percent), due mainly to a rise in

claims on the government.

% As of the third quarter of 2009, non-life insurance
companies also are accounted for in the balance
sheet of nonmonetary financial institutions. For
comparability reasons, they are excluded from this
analysis.
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On the liability side, the increase in the
balance sheet total of the nonmonetary
financial institutions is reflected in pension
fund provisions, which grew by Afl. 82.9
million to Afl. 1,863.2 million in the third
quarter of 2009.

Chart 13: Net foreign assets of non-monetary financial
institucions
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Overall, the aggregate coverage ratio
of both pension funds and insurance
companies, under the supervision of the
CBA, improved and remained above the
minimum required coverage ratio of 100.0
percent during the quarter under review.
However, some individual pension funds
still do not meet the required coverage
ratio. These pension funds have submitted
recovery plans to achieve compliance with
the CBA’s prudential requirements within
a specified period.



Table E: Nonmonetary financial institutions 1)

(End of period, in Afl. million)

2007 2008 2009

11 1 m | 1 1

1. Net foreign assets 802.5 748.4 694.5 545.3 592.2 668.6
2. Domestic assets 1,637.5 1,738.1 1,757.2 1,794.7 1,821.9 1,843.6
a. Government 747.5 754.8 744.3 718.3 727.2 741.6

b. Private sector 890.0 983.3 1,012.8 1,076.4 1,094.6 1,102.0

3. Total assets = total liabilities 2,440.0 2,486.6 2,451.7 2,340.0 2,414.1 2,512.2
4. Borrowings and deposits 38.4 371 37.0 37.0 44.8 39.0
a. Government 36.6 36.6 36.6 36.6 44.4 38.6

b. Other residents? 1.8 0.4 0.4 0.4 0.4 0.4

5. Pension fund provisions 1,786.4 1,813.1 1,780.1 1,700.2 1,780.3 1,863.2
6. Insurance reserve fund 446.9 451.4 483.2 519.1 528.3 535.2
7. Other items, net 168.4 184.9 151.3 83.8 60.7 74.8

Source: CBA.

1)  Comprise a mortgage bank, pension funds (including the APFA), life insurance companies, a consumer
finance company, the AIB Bank N.V., the SVB, and the IBA Corporation N.V.

Mortgage market

Housing mortgage lending grew by
Afl. 9.4 million (Table F and Chart 14)
particularly due to a rise in mortgage
lending by the commercial banks. During
the third quarter of 2009, commercial
banks issued a total of 268 new housing
mortgage loans, a significant increase

when compared to the previous quarter.

Chart 14: Housing mortgages market
(In Afl. million)
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However, the annualized growth rate of
housing mortgage lending amounted to
only 2.8 percent, which is below the
overall average growth rate measured
since 2007 (4.1 percent). It is also notable
that the annualized growth rate of

housing mortgage lending has been
showing a declining trend, (Chart 15). This
may be an indication of a weakening

housing market.

Chart 15: Annual growth rate in housing mortgages
(Percentage)
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Table F: Housing mortgages
(End of period, in Afl. million)

2007 2008 2009

1] 1l v | 1l 1]
1. Total 1,257.8 1,318.2 1,329.5 1,324.5 1,343.2 1.352.6
2. Commercial banks 783.2 794.2 797.0 791.0 801.8 808.0
3. Mortgage banks 245.3 242.7 240.3 238.1 236.4 235.1
4. Pension funds 146.6 177.4 184.4 191.1 197.2 200.8
5. Life insurance companies 66.2 84.6 88.5 84.9 89.1 89.7
6. Other 16.5 19.4 19.2 19.4 18.7 19.1
Source: CBA.
1.5 Government finance Nontax revenue amounted to Afl. 29.7

million, i.e., a drop of Afl.16.2 million, as

Financial operations no grants were received during the period
In the third quarter of 2009, the under review.

government’s financial deficit on a cash
basis reached Afl.56.6 million, up from
Afl. 21.2 million in the third quarter of 2008
(Table G). This increase was the result of
significantly lower revenues.

Tax revenue amounted to Afl. 227.7
million, reflecting a decline of Afl. 28.1
million or 11.0 percent compared to 2008,
related to the
economic activities in the third quarter of

mostly slowdown in
2009. The proceeds from income and
profit taxes, taxes on commodities, and
property taxes were all substantially lower
than in 2008. Turnover tax earnings (17.9
percent of total tax proceeds) were
Afl. 40.7 million, Afl. 1.6 million or 3.8
percent less than in 2008. Furthermore,
income from taxes on services declined by
4.3 percent, while revenue from foreign

exchange tax increased by 28.4 percent.
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Total expenditure on a cash basis fell
by Afl. 17.7 million or 5.8 percent, to
Afl. 285.8 million. The

spending was primarily the result of lower

decrease in

expenditure on goods and services
(Afl. 14.5 million), and a reduction in the
transfer of funds to the General Health
Insurance (AzV) (Afl. 9.5 million). Total
expenditure on a cash-adjusted basis
(including net lending and the change in
the unmet financing requirements) rose
by Afl. 3.2 million (1.1 percent) to Afl. 307.0
million. Including the change in the unmet
an Afl. 495

million financial deficit resulted in the third

financing requirements,

quarter of 2009. This figure compares to
an Afl. 2.1 million deficit in 2008 (Chart 16).



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

2007 2008 2007 2008 2009

11 111 1l 111

1. Revenue 1,034.0 1,365.1 268.0 301.7 269.9 257.4

a. Tax revenue 882.2 977.0 225.2 255.8 228.4 227.7

b. Nontax revenue 2) 151.8 388.1 42.8 45.9 41.6 29.7

2. Expenditures 1,084.2  1,290.5 272.0 303.5 322.2  285.8

3. Lending minus repayments 3) 21.3 2341 16.9 19.3 -0.3 28.2

4. Financial deficit (-) 71.4 51.4 -20.9 -21.2 -52.0 -56.6

5. Net foreign capital 29.7 72.6 -52.5 57.3 8.5 -27.6

6. Net domestic capital 4) 38.4 22.1 26.6 -7.3 12.7 -21.9

7. Netrecourse to the monetary system (-) -3.3 146.1 -46.8 28.8 -30.9  -106.0
8. Memorandum item

a. Unmet financing requirements 5) 192.7 61.8 166.1 138.8 80.6 73.6

b. Expenditures on a cash-adjusted basis 6) 1,138.8  1,182.7 265.4 303.8 340.5 307.0

c. Financial deficit (-) 7) -104.7 182.3 2.5 -2.1 -70.7 -49.5

Source: DF; TCO; APFA; CBA.

1) Preliminary figures and estimates on a cash basis, including imputed noncash transactions.

2) Including grants and debt forgiveness.

3) Including 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.

4) Net capital attracted from nonmonetary sectors. Commercial bank loans to the government are included in

item 7.

5) At the end of the period. The unmet financing requirements comprise all unsettled payment obligations to
other sectors, irrespective of the timeframe in which they mature, as registered by the DF.
6) Expenditures on a cash-adjusted basis, including net lending and the allocation of changes in unmet financing

requirements.

7) Including the change in unmet financing requirements.

Chart 16: Government's financial balance on a cash adjusted
basis
(In Afl. million)
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At the end of 2009, the parliament of
Aruba
turnover tax (BBO) rate from 3 percent to

enacted a law reducing the
1.5 percent as of January 1, 2010. With this
policy measure, the government intends
to alleviate the high costs of living in
Aruba and at the same time stimulate
the tax

reduction will result in lower tax revenues,

economic activities. However,
which the government plans to partially
compensate for by increasing the room

tax rate on hotel and timeshare and



certain excise taxes. Furthermore, as
mentioned earlier, in January 2010, the
government reached a settlement with
Valero, the owner of the oil refinery,
whereby Valero has agreed to pay Afl. 200
million to the government of Aruba.

In the quarter under review, total
financing needs of the government were
Afl. 103.3 million, consisting of the Afl. 56.6
million financial deficit on a cash basis and

a Afl. 46.7 million repayment in maturing

Table H: Outstanding government debt

debt. The of the
government were primarily fulfilled by the

financing needs

drawing down of government deposits.

Outstanding debt
At the end of September 2009, the
government’s  debt amounted to

Afl. 2,135.1 million, i.e., Afl. 41.3 million or
1.9 percent lower than the level recorded
at the end of June 2009 (Table H).

2007 2008 2009
1 111 \" | 1 111
(End of period, in Afl. million)
1. Total debt 2,042.2 2,193.5 2,047.1 2,152.3  2,176.4  2,135.1
2. Domestic debt 1,156.1 1,119.5 1,002.1 1,089.0 1,097.1 1,078.4
a. Negotiable 531.3 554.4 514.6 601.8 591.8 580.7
- Treasury bills 40.0 40.0 40.0 40.0 40.0 40.0
- Cash certificates 8.0 8.0 0.0 0.0 0.0 8.0
- Government bonds 483.3 506.4 474.6 561.8 551.8 532.7
b. Nonnegotiable 624.8 565.0 487.5 487.2 505.3 497.7
- Short-term 1) 166.1 138.8 61.8 62.0 80.6 73.6
- Long-term 458.7 426.2 425.7 425.2 424.7 4241
3. Foreign debt 2) 886.1 1,074.0 1,045.0 1,063.4 1,079.3 1,056.6
4. Memorandum items: (Percentages)
Domestic debt in percent of total debt 56.6 51.0 49.0 50.6 50.4 50.5
Foreign debt in percent of total debt 43.4 49.0 51.0 49.4 49.6 49.5
Total debt in percent of GDP 44.0 44.4 41.5 46.7 47.3 46.4

Source: DF; APFA.

D)

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



This decrease was caused by a fall in both
debt  of,
respectively, Afl. 18.7 million and Afl. 22.7

domestic and  foreign
million. Measured on an annual basis, total
government debt declined by Afl. 58.4
million, compared to the third quarter of

2008 (Chart 17)."

Chart 17: Outstanding government debt
(In Afl. million)
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1.6 Balance of payments

Overall outcome
The balance of payments posted an
Afl. 3.9 million deficit in the third quarter
of 2009 (2008: Afl. 101.9 million surplus),
resulting in a net outflow of funds to
abroad of the equivalent amount (Chart 18
and Table 1). On

transactions of

balance, foreign

residents caused an
Afl. 49.9 million increase in the net foreign
assets of the commercial banks. In
contrast, the official reserves contracted
by Afl. 53.8 million. Nevertheless, because
of positive revaluation differences of gold

and official foreign exchange holdings of

'°Early in the fourth quarter of 2009 (October 2),
the Aruban government issued a 10-year bond in the
amount of Afl.19.9 million with the purpose of
covering the financial deficit of the General Health
Insurance (AZV) for the fiscal year 2008.
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Afl. 85.7 million. total net foreign assets
rose to Afl. 1,504.5 million at the end of
September 2009, which is equivalent to
5.3 months of current account payments
(excluding the oil sector).

Chart 18: Balance of payments
(In Afl. million)
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The current account of the balance of
payments registered a surplus of Afl. 44.5
million in the third quarter of 2009,
compared to an Afl. 229.7 million surplus
in 2008. This surplus was generated solely
by the services account. As usual, the
goods account showed a large deficit,
while the income and the current transfers
accounts performed relatively well but still
showed deficits of, respectively, Afl. 15.1
million and Afl. 27.8 million.

The surplus on the current account was
mitigated by an Afl. 31.4 million deficit on
the capital and financial account. The large
net inflow of direct investments was more
than offset by net outflows of both the

portfolio and other investments.

Oil sector

Due to the closure of the refinery around
mid-July, both oil sector imports and
exports were only a fraction of the volume
of the transactions of the third quarter of
last year. Nevertheless, the oil sector



imports and exports resulted in a goods
account surplus of Afl.158.0 million.
Freight payments are directly related to
the level of oil imports and constitute the
large majority of the services account of
the oil sector. Therefore, the level of
transactions of the services account also
declined substantially and with it, the
accompanying deficit.

The resulting current account surplus
of the oil sector (Afl.133.9 million) was
used mainly to increase its foreign bank

account balance.

Free zone
The goods transactions of free-zone
sector resulted in an Afl.6.9 million
surplus (third quarter of 2008: Afl.2.9
million deficit), as imports declined more
than The

recorded a deficit of Afl.3.3 million,

exports. services account
compared to a deficit of Afl. 3.1 million in
the third quarter of 2008. The capital and
financial account of the free zone sector
recorded an Afl.5.4 million surplus
partially due to net sales of foreign equity
securities. A slight surplus was also
registered at other investments, mainly

because of the receipt of a foreign loan.

Rest of the economy

The current account deficit of the rest of
the economy (i.e., excluding the oil and
free-zone sectors) decreased slightly to
Afl. 92.6 million in the third quarter of
2009, down from Afl. 92.8 million in the
third quarter of 2008. Both the goods and
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services accounts worsened, but,
improvements in the income and in the
current  transfers  accounts largely

mitigated this effect.

The deterioration of the goods account
is mostly explained by the Afl. 86.4 million
growth in the imports of investment
goods, related primarily to the “Vader
Piet” wind energy project. The value of
the imports of consumer goods was
substantially lower (Afl. 61.2 million) than
for the corresponding quarter of 2008.

Tourism receipts also were lower in the
quarter under review (-6.0 percent).
Especially, the transfers of foreign funds
(for instance for hotel reservations) to
Aruba declined significantly (-11.4 percent)
compared to the third quarter of 2008
(Chart 19).

Chart 19: Tourism receipts
(In Afl. million)
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The income account improved

significantly as virtually no interest
payments to non-residents were made on
intercompany loans. Payments of interest
on debt the

government) decreased slightly to Afl. 16.2

securities (mainly by

million.



The balance on the current transfers
account strengthened as the Aruban
government did not make payments with
respect to contributions or subsidies to
the

remittances was

nonresidents.  Furthermore, net
outflow of workers’
slightly less.

The financial account recorded an
Afl. 78.8 million surplus. The net inflow of
investment increased
to the third

quarter of 2008 (from Afl. 46.4 million to

Inward  direct
substantially compared
Afl.92.0 million), mainly because of

financial lease transactions related to the

aforementioned ‘“Vader Piet” windmill
park project (Chart 20).
Chart 20: Inward intercompany loans
(In Afl. million)
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Real estate  transactions also
contributed slightly to the higher net
inflow of inward direct investment.
Timeshare purchases remained at the level
of the corresponding quarters in the last
two years. Outward direct investment
recorded a net inflow of Afl. 0.9 million
and consisted mostly of intercompany
loans.

investment

Portfolio registered an

Afl. 28.6 million net outflow, caused
mainly by the Aruban government’s
redemption of issued debt bonds in the
amount of Afl. 28.0 million. New bonds
were not issued in the third quarter of
2009. Gross transactions in foreign
securities of nearly Afl.200 million by
Aruban investors led to a net inflow of
Afl. 0.1 million. Generally, foreign long-
term debt securities and, to a lesser
extent, foreign equity securities were
bought, while foreign short-term debt
securities were sold.

Financial derivatives showed a surplus
Other

recorded a surplus of Afl.13.6 million

of Afl. 0.9 million. investments

(2008: Afl. 0.3 million).



Table I: Balance of payments

(In Afl. million)
2007 2008 2007 2008 2009
1] 1] 1 1l
1. Current account (net) -192.5 -269.0 134.8 229.7 -58.1 44.5
a. Oil sector 79.8  -108.5 260.7 323.3 -30.4 133.9
b. Free zone 4.9 -8.6 -8.9 -0.8 -20.4 3.2
c. Rest of economy -277.2 -151.9 -117.1 -92.8 -7.3 -92.6
- Private sector -138.7 -1.3 -80.1 -36.5 32.0 -54.0
- Public sector -138.5 -150.6 -37.0 -56.3 -39.3 -38.6
2. Capital and financial account (net) 230.0 842.6 -245.5 -134.7 45.1 -31.4
a. Oil sector 15.5  250.2 -251.6 -306.0 60.9  -119.4
b. Free zone 1.1 9.8 4.1 -0.4 3.9 5.4
c. Rest of economy 213.4 582.6 2.0 171.7 -19.6 82.7
- Private sector 149.1  249.7 40.9 99.6 -29.1 110.7
- Public sector 64.3 3329 -38.9 721 9.5 -28.0
3. Items not yet classified 1) 25.5 -21.3 4.9 6.9 0.5 -17.0
4. Overall balance (1+2+3) 63.0 552.3 -105.8 101.9 -12.4 3.9
5. Banking transactions 2) 14.4  -149.1 55.4 -29.3 -58.1 -49.9
6. Increase (-) in official reserves 3) -77.4  -403.2 50.5 -72.6 70.5 53.8
Memorandum items:
7. Official reserves (including gold) 4) 828.0 1,247.3 719.4 1,024.9 1,215.9  1,178.0
a. Total reserves of the monetary sector 5) 859.2  1,427.5 740.2 1,162.4 1,492.6  1,504.5
b. In months of merchandise imports 6)
- End-of-period 5.7 9.4 5.6 8.3 1.8 10.2
- 12-month average 5.8 7.2 5.8 6.5 9.8 10.5
¢. In months of import payments 7)
- End-of-period 2.7 4.8 2.6 3.8 6.0 5.3
- 12-month average 2.9 3.6 2.9 3.2 4.8 5.3
Source: CBA.
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 revaluation differences of gold and official foreign exchange holdings.
5) Including gold, and the revaluation differences of gold and official foreign exchange holdings.
6) Excluding the oil sector.
7) Total current account payments (excluding the oil sector).
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2. NOTES AND ARTICLES






2.1.  FINANCIAL ACTION TASK FORCE (FATF) MUTUAL EVALUATION REPORT ARUBA
Opening remarks by Mrs. Jeanette R. Semeleer, president of the Centrale Bank van Aruba,

in connection with the information session on the findings contained in the FATF Mutual

Evaluation Report Aruba dated October 16, 2009, as well as the required follow-up.

Good morning ladies and gentlemen,

First of all, | would like to welcome you to
this
regarding the Financial Action Task Force
(FATF) Mutual Evaluation Report Aruba
dated October 16, 2009. We are very

important information  session

pleased to see many stakeholders here,
taking crucial business time to attend this
gathering.

The main goals of this information session
are threefold: to provide you with a broad
picture of, first, the findings contained in
the Mutual Evaluation Report, second, the
action plan to address the numerous
shortcomings identified in this report, and
third, the AML/CFT risk strategy report.
The latter topic will be covered by Mrs.
Helen Hatton, who is Managing Director
of Sator Regulatory Consulting Limited,

based in Jersey.

This company is assisting the Aruban
authorities in preparing an AML/CFT risk
strategy report and also in developing a
detailed follow-up action plan, which is
based upon a methodology developed by
the World Bank that meets the FATF
requirements. Representing the CBA, Mr.
Prakash
Supervisory Issues, will give you a general

Mungra, General Manager

overview of the main findings and
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conclusions contained in the report as well
as the planned follow-up to comply with
the FATF recommendations.

Without going into too much detail, and as
you probably already know, the outcome
of the

compliance

2008 evaluation of Aruba’s
with FATF
recommendations was not at all favorable.
Aruba
partially compliant with 13 of the 16 key

the 49

was found noncompliant or
and core recommendations. Furthermore,
Aruba’s AML/CFT framework was assessed
in the Mutual

incomplete, incoherent, and ineffective.

Evaluation Report as

The report identified serious weaknesses
in the AML/CFT legislation, compliance

with UN resolutions in the area of
AML/CFT, company registration, law
enforcement, supervision, and

international co-operation. Based upon
this assessment, Aruba will be referred to
the International
Group, the so-called ICRG, of the FATF for

a prima facie review, possibly during the

Co-operation Review

upcoming Plenary Meeting that will take
place in mid-February of this year, 2010.

If the prima facie review concludes that
Aruba is not moving quickly enough to
address the numerous deficiencies in a

short period of time or that it poses a



significant risk to the integrity of the
global financial system, then the ICRG may
decide to undertake a comprehensive
review. In that case, the imposing of
countermeasures by the FATF is likely.

It is also important to note that the G-20
countries recently called upon the FATF to
publish a list of countries that pose a high
risk to the integrity of the global financial
system. Reference is made here to the
Pittsburgh Statement of the leaders of the
G-20. Financial transactions with persons
or entities in the countries designated
high risk will be hampered as enhanced
due diligence must be applied in such

institutions
with
countries. The economic effects of such a

cases by all financial

conducting  transactions these
blacklisting could be devastating for our

island.

| know that many of you have asked why
we scored so badly as a country. | am not
very good at the blaming business, unless
it serves the purpose that we learn from
our mistakes and can move forward in an
effective way. What | have concluded so
far is that there was a general lack of
awareness, coordination, prioritization,
and ownership. All these weaknesses

should be addressed on a very short term.

It is clear that swift actions are necessary
from all of us, particularly the regulatory
bodies, public institutions, government
this
respect, it is very important that some of

authorities, and parliament. In
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in the
legislation, including the absence of a

the most serious deficiencies

separate article in the law to punish
terrorist financing and noncompliance
with the UN terrorist resolutions 1267 and
1373, are addressed before the upcoming
FATF Plenary Meeting.

Other measures that should be taken in
the very short term are the prohibition of
operating electronic stock exchanges, the
phasing out of the AVV, a complete
overhaul of the company laws and the
very deficient

company registration

system, an extensive revision of the

unusual transaction and identification
ordinances, and last but certainly not
least, the strengthening and broadening
of the supervisory laws, regulations, and
the AML/CFT oversight. In this regard, |
would like to point out that supervision
must be extended to investment
businesses and insurance brokers in the

very near future.

In view of the massive operation needed
to bring Aruba’s AML/CFT framework in
line with the FATF 49 recommendations, it
is important to establish a high level
strategy group at the ministerial level. |
can report that a strong commitment has
already been made at this level. This
strategy group should consist of the
executives of the government agencies
with a substantial task in the AML/CFT,
the
Prosecuting Office, Customs, the MOT,

including but not limited to

and the CBA. Failure to demonstrate



significant progress over a rather short

period of time may have serious

consequences, as | already mentioned.

Let me now touch briefly on some issues
brought forth in the Mutual Evaluation
Report that may be of special interest to
you as financial institutions or non-bank

financial institutions or professions.

With regard to the state ordinances on the
reporting of unusual transactions and
identification requirement, the Mutual
that
ordinances are not sufficiently broad in
that they

inconsistencies. They do not encompass

Evaluation Report notes these

scope and contain
all financial service providers and financial
activities mentioned in the FATF glossary.
Also, they do not cover all the issues
FATF

recommendations. For example, the trust

contained in the 49

company service providers and
investment business activities do not fall
the the

transaction and identification ordinances.

under scope of unusual
In short, a complete overhaul of both

ordinances is required.

The report also found that the AML/CFT
the CBA
incomplete in comparison to the FATF

directives issued by are
recommendations. The language used in
these directives was found to be too
weak, and the report concluded that they
were not mandatory, mostly because one
sector indicated to the FATF assessment

team that they did not consider the CBA’s
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directives as mandatory. In short, these

directives must be  strengthened
considerably and executed in a way that
qualifies them, in the FATF terminology, as

“other enforceable means.”

In effectively enforcing these directives,
the FATF recommends early remedial
actions by the CBA in the case of
noncompliance, and a substantial increase
in the amount of the monetary penalties.
The maximum penalties contained in the
different AML/CFT laws are much lower
than the FATF requirements. In the case of
the

persistent noncompliance, issued

license must be revoked.

Also, the FATF review of the on-site
conducted at the
the CBA
concluded that the systems, policies, and

examinations
institutions  supervised by
procedures in place at these institutions
should be
nearly all

improved substantially. At
the
compliance department is not adequately

financial institutions,
staffed, while the analysis on transactions
and clients is not up to par in either

quantity or quality.

Swift improvement is necessary. To this
end, we will act more vigorously than
before in the case of noncompliance with
the issued AML/CFT directives. We are
currently drafting a policy concerning the
imposition of administrative sanctions. All
relevant institutions will receive a copy of

this policy next month.



With respect to the institutional set-up of
the AML/CFT oversight, the report notes
that the current division of tasks between
the CBA and MOT is
The  FATF,
recommends transferring the complete
AML/CFT oversight to the CBA for
institutions supervised by the CBA. In the
the CBA
compliance with the sectoral AML/CFT
issues while the MOT is

responsible to oversee compliance with

inefficient and

ineffective. therefore,

current  set-up, oversees

directives it

the State Ordinance on the obligation to
report unusual transactions. With regard
to the Identification Ordinance, the CBA
and the MOT have a shared oversight
both
institutions have decided to execute the

responsibility. In the meantime,
FATF recommendation, thus transferring
the complete task of the AML/CFT
oversight to the CBA insofar as it concerns
the organizations supervised by this
institution. A legislative change is also
necessary to accomplish this transfer of
task.

Last but certainly not least, | would like to
mention the FATF’s conclusion on the lack
of awareness and training in the AML/CFT
area. Some sectors showed a great
their

obligations. To address this problem, the

shortage of awareness of
FATF report noted that intensive reach out

and training programs must be
established by the CBA and the MOT in the

area of AML/CFT.
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This information session is part of the
CBA’s aim to help enhance awareness with
regard to the importance of effectively
combating money laundering and terrorist
financing. | can also inform you that the
CBA, with  the
incorporated Financial Training Institute

together recently
Aruba, will take a leading role in providing
AML/CFT training. Participation in these
trainings will be mandatory.

To conclude, substantial work needs to be
done in the area of AML/CFT, at both the
public and private sector levels. All parties
involved must take their responsibilities
very seriously. We, as the central bank and
regulator of the financial sector, are ready

to take up the many challenges ahead.

We have established an Integrity Unit
within our Supervision Department. This
integrity unit will be responsible for
overseeing compliance with the AML/CFT
laws and regulations. We are now hiring
additional qualified staff to take on new
assigned tasks and to strengthen our
oversight in the area of AML/CFT. | trust

that you will do the same on your side.

| can imagine that these necessary actions
seem like a huge liability to all of us right
now. But once we are fully compliant as a
country and combating money laundering
and terrorist financing is a way of life, | am
convinced that the benefits will surely
exceed the costs.

| thank you for your attention.
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TABLE 6.5: GOVERNMENT SECURITY MARKETS

3-month treasury bills Government bonds and other debt securities*
Date of  Amount Average Yield Date of ~ Maturity Currency Amount Yield
issue (Afl. price per  per annum issue in years (Afl. per annum
million)  Afl. 100 (%) million) (%)
End of End of
period (@) 2 (©)] 4) period (€} 2 (©) 4 ®)
2007 January 17.0 98.92 4.34 1999 January 7 USD 26.9 8.090
January 23.0 98.93 4.35
April 17.0 98.93 4.34 2000 |April 5 Afl. 30.0 8.250
April 23.0 98.90 4.48 September 5 USD 35.8 8.680
July 17.0 98.87 4.48 September 7 USD 35.8 8.780
July 23.0 98.84 4.63
October 17.0 98.86 4.59 2001 July 7 USD 37.6 7.870
October 23.0 98.83 4.78 December 7 USD 24.9 7.125
2008 January 17.0 98.86 4.59 2002 September 7 Afl. 30.0 6.250
January 23.0 98.85 4.64 September 10 UsD 53.7 7.375
April 17.0 99.23 3.06 October 10 USD 62.7 6.190
April 23.0 99.33 2.69
July 17.0 99.39 2.43 2003 June 7 Afl. 54.0 6.000
July 23.0 99.43 2.31 October 10 USD 98.5 6.710
October 17.0 99.41 2.35
October 23.0 99.43 2.33 2004  April 10 USD 119.9 6.800
June 12 Afl. 57.5 6.800
2009 January 17.0 99.71 111 September 7 Afl. 25.2 6.300
January 23.0 99.84 0.63 December 12 Afl. 34.0 6.700
April 17.0 99.81 0.75
April 23.0 99.82 0.73 2005 |February 4 Afl. 40.0 6.000
July 17.0 99.84 0.64 April 6 Afl. 40.0 6.500
July 23.0 99.85 0.60 September 10 USD 166.5 6.400
October 17.0 99.85 0.59 September 12 Afl. 29.0 6.925
October 23.0 99.86 0.58 December 5 Afl. 40.0 7.000
December 5 Afl. 20.0 7.000
2010 January 17.0 99.86 0.57
January 23.0 99.88 0.48 2006 March 9 Afl. 24.4 7.250
June 12 Afl. 34.3 7.500
August 10 Afl. 75.0 7.500
November 12 usD 92.9 6.550
6-month cash loan certificates
2007 June 4 Afl. 19.2 6.000
Date of  Amount Average Yield August 10 Afl. 50.0 7.000
issue (Afl. price per  per annum November 12 USD 82.0 6.500
million)  Afl. 100 (%) November 11 Afl. 175 7.500
End of 2008 March 10 Afl. 339 7.125
period (1) ) ®3) (4) May 10 Afl. 50.0 7.000
September 5 USD 102.6 6.050
2006 June 8.0 97.96 4.41 2009 February 6 Afl. 23.6 5.750
December 8.0 98.46 2.56 February 10 Afl. 133.9 6.750
October 10 Afl. 19.9 6.250
2007 June 8.0 97.75 4.60 December 7 Afl. 34.7 6.000
December 8.0 97.61 4.89 December 12 Afl. 63.3 6.500
2008 June 8.0 98.55 2.97
*Including loans which are tradable.
2009 September 8.0 99.51 0.99

= matured.
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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 2006.

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 1.6 Consumer price indices

As of December 2006, the consumer price
index (CPI), produced by the Central Bureau
of Statistics (CBS), is based on the
household expenditure survey conducted
by the CBS during the months of April and
May of 2006.

The CBS has also changed the classification
system used in the household expenditure
surveys from a national to an international

agreed  C(lassification ~ of  Individual
Consumption  according to  Purpose
(CoICop) system for consumer

expenditures and prices, which provides a
suitable classification for CPI purposes.

In order to calculate consistent annual rates
of change with the new classification, the
CPI has to be calculated retrospectively for 2
years. Therefore, December of 2006 has
been chosen as the new base period for the
CPI. Subsequently, the CPI figures for 2007
and 2008 have been revised accordingly.

To convert the indexes prior to December
2006 to the new base period, these indexes
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should be multiplied by the ratio of the new
and old index. For instance, the indexes in
column 1 “Total index” prior to December
2006 should be multiplied by the ratio
0.8306 i.e,,

December 2006 (New index) 100.0
= =0.8306

120.4

December 2006 (Old index)

Table 1.9 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 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 1.10 and Table 1.11 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, official
foreign exchange and security holdings are
excluded in order to calculate the net import
of foreign funds by the nonmonetary 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
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liquid claims of the domestic private sector
on money-creating institutions.

Table 2.3 Causes of changes in broad money

This table reflects the causes of changes in
broad money broken down in net foreign
assets and net domestic assets. The latter
include the non-credit-related balance sheet
items of the money-creating institutions.

Inflow of foreign funds

Financial flows arising from changes in
market prices and exchange rates of gold,
official foreign exchange and security
holdings are excluded in order to calculate
the net import of foreign funds by the
nonmonetary sectors.

Table 2.4 Foreign assets

Aruba's net foreign assets consist mainly of
convertible claims on nonresidents and gold
less convertible liabilities to nonresidents,
including revaluation of gold. Aruba has no
accounts with the International Monetary
Fund, because it participates in this
institution as part of the Kingdom of the
Netherlands. Until the end of 2000, the gold
holdings of the Bank was valued 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. 450.74) per fine troy ounce.
Effective December 31, 2001, gold is valued
on a quarterly basis at the prevailing market
rate. Financial flows arising from changes in
these market prices and exchange rates of
gold, official foreign exchange and security
holdings of the Bank are included in the
revaluation account.

Column:
(9) Revaluation differences

Revaluation account for gold, official foreign
exchange and security 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

Revaluation account for gold, official foreign
exchange and security holdings. In
accordance with the Central Bank Ordinance
as revised in December 1989, financial flows
arising from changes in the market prices and
exchange rates of gold, official foreign
exchange and security holdings 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
commercial banks.

and
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(13) Official entities
Includes the Post Aruba N.V. the former 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.
banks:

Table 4.1 Commercial

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.

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 and
individuals secured by real estate.

Individuals
Loans and advances to
excluding mortgages.

individuals,

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.
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(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
depositors and other creditors.

claims of

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 (ISIC) of all economic activities
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 nonresidents. It comprises the
accounts of the Bank, the Treasury (the
government, related only to the issuance of
components of money supply, i.e., 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, the Social Security Bank
and IBA Corporation N.V (established in
October 2003 to support the settlement of
the take-over of Interbank Aruba (N.V.) by
Aruba Bank N.V.) . As of the third quarter of
2009, also the nonlife insurance companies
are included.

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 a summary of the
financial operations of the government on a
cash basis, including imputed noncash
transactions such as the transactions
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related to the hotel guarantee issue and the
APFA debt conversion.

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).

In December 2004, following the approval
by the Parliament of Aruba of the
privatization of the civil servants pension
fund, APFA, an agreement between the
government and the APFA was reached on a
debt conversion pertaining to existing
payment arrears in premiums and cost of
living allowances and private loans
extended by the APFA to the government.
The conversion consisted of a 12-year bond
and a 35-year annuity loan, while a small
part will be settled against future tax
liabilities of APFA to the government.

The government finance data for the period
between 1992 and 2003 were also revised to
include the government’s debt assumption,
including a debt forgiveness, related to the
hotel guarantees issued in the past.

Revenue and grants

Comprise receipts recorded by the Tax
Collector’s Office, the Department of
Finance and the Bank. Tax and nontax
revenues 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. Grants and debt
forgiveness are also included in nontax
revenue.

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..e. (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.

Net foreign capital

Includes net-borrowing on behalf of public
institutions, bonds issues and private
placements on international markets.

Net domestic capital

Includes net-borrowing from nonmonetary
sectors, mainly by issuing government
bonds and the reclassification of the debt
settlement mentioned in the heading
expenditure.

Net recourse to the monetary system
Includes commercial banks loans to the
government and purchases of government
bonds by those banks.

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

In March 2003, a debt forgiveness
amounting to Afl. 171.7 million granted by
the Italian export credit insurer, SACE, to
the government as part of the settlement of
the hotel guarantees issued in the past was
classified as a capital transfer and registered
in the item other nontax revenue.

Table 7.3 Government position with the
monetary system

This table covers the government’s financial
position with 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 Bank. 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 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 the Netherlands Antilles.

Data on outstanding government debt for
the period between 1992 and 2003 were
revised to reflect the government’s debt
assumption related to the hotel guarantees
issued in the past.

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,
including the Refinery, 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.

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 reserves
(excluding revaluation differences of gold,
foreign exchange and security holdings)
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cover all changes in claims on and liabilities to
nonresidents of the Bank denominated in
foreign currencies, as well as changes in
Aruban florin accounts held with the Bank by
nonresidents.

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 af.o.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".

Government n.i.e

Payments by the Government of the
Netherlands in  connection with its
representative office in Aruba (including the
Dutch 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, financial services, computer and
information 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 transfers, i.e., workers' remittances
and other current transfers of individuals as
well as pension, alimony and other support
remittances and official transfers, i.e., grants
for social and cultural projects and
contribution to the Solidarity fund.

Table 8.3 Components of the capital and
financial account

Capital account

Capital account consists of capital transfers
and acquisition/disposal of non-produced
nonfinan-cial 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, financial derivatives,
and other investment. The latter is
subdivided into loans and other financial
transactions.

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
through foreign accounts are registered in
this column.
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Free-zone sector

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

Table 8.5 Breakdown of merchandise trade

Exports and imports are recorded on f.o.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)

The 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

Jan1,1986 1.77 1.79 1.81
May 18,1987 1.77 1.78 1.80
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