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1. DEVELOPMENTS IN THE SECOND QUARTER OF 2009

1.1 Introduction

In October, the IMF published its latest
World Economic Outlook (WEO), in which
it concluded that “after a deep global
recession, economic growth has turned
positive, as  wide-ranging  public
intervention has supported demand and
lowered uncertainty and systemic risk in
financial markets” (WEO, October 2009,
p. XIV). Nonetheless, the recovery is
expected to be slow, and risks to a
positive outlook remain. Furthermore, the
IMF notes that the U.S. economy is
showing increasing signs of stabilization
as unprecedented policy interventions
help to stabilize consumer spending and
housing and financial markets. These signs
suggest renewed moderate growth in the
second half of 2009. Recent data from
Europe suggest that the pace of decline
there is moderating. Our region, i.e., Latin
America and the Caribbean, also shows
signs of stabilization and recovery, helped
by improving conditions in global financial
and commodity markets and stronger
policy frameworks that promote resilience
and allow timely policy responses to
support economic activity.

In Aruba, however, there is a clear
indication of a significant slowdown in
economic activity, brought about by
reduced domestic consumption and
investment activity, as well as a marked
decline in exports, particularly tourism

services. The latter occurred despite a

slight increase in tourism arrivals,
indicating that tourists spent less during
their stay on the island. Construction
activities also shrank, as new projects
became scarce, and many ongoing
projects were scaled down and/or delayed.
Nonetheless, the number and the total
value of construction permits granted
grew slightly. For the fifth consecutive
quarter, the utility index was lower than in
the corresponding quarter of a year earlier,
attributable mainly to a reduction in prices
for water and electricity.

A downward pressure on prices
persisted throughout the second quarter
of 2009. The average quarterly price level
was 3.3 percent lower than a year earlier,
due to substantial lower prices of energy,
water and gasoline after the sharp decline
in world oil prices in the second half of
2008. However, the costs of food and
health care were higher compared to the
second quarter of 2008. Indicative hereof
is that when excluding the energy
components from the consumer price
index, an inflation rate of 1.2 percent is
obtained.

Money supply increased by Afl.33.8
million in the second quarter of 2009 due
to an Afl. 46.2 million growth in net
domestic assets that was partially
mitigated by an Afl. 12.4 million net
outflow of funds to abroad. The growth in
net domestic assets was primarily the
result of the drawing down of bank



balances by the public sector in the
amount of Afl. 42.2 million.

The banking system continued to be
characterized by high levels of liquidity.
The aggregated balance sheet total of the
commercial banks grew slightly and all
macroprudential  indicators  remained
sound. On the other hand, nonperforming
loans rose to 8.0 percent of gross loans,
up from 7.1 percent in the first quarter of
2009.

The aggregated assets of the
nonmonetary financial institutions
increased by 3.2 percent. These assets
grew for the second consecutive quarter,
the result of an accumulation in both net
foreign and domestic assets. Balance of
payments data show that these
institutions bought only a small net
amount of foreign assets, indicating that
the increase in foreign assets was
attributed primarily to price gains. Overall,
the aggregate coverage ratio of both
pension funds and insurance companies
stayed above the minimum requirement
coverage ratio of 100.0 percent.

The government registered an Afl. 52.0
million financial deficit on a cash basis,

compared to an Afl. 5.1 million deficit in

the second quarter of 2008, on balance
the result of lower revenues and higher
expenditures on a cash basis. Total tax
revenue declined by 5.2 percent compared
to 2008, while total expenditure on a cash
basis grew by 11.9 percent, mirroring
largely increases in transfers to the
General Health Insurance (AZV). At the
end of June 2009, the government’s debt
had grown by 1.1 percent compared to the
level recorded during the previous quarter,
resulting in an outstanding government
debt to GDP ratio of 44.6 percent.

The balance of payments posted an
Afl.12.4 million deficit, (2008: Afl. 46.2
million surplus), resulting in a net outflow
of funds to abroad of the equivalent
amount. Banking transactions with non-
residents caused a net outflow of Afl. 58.1
million. Consequently, the net foreign
assets of the monetary sector (including
revaluation differences of gold and official
foreign exchange holdings) contracted by
Afl. 70.5 million to Afl. 1,492.6 million,
which is equivalent to 4.8 months of
current account payments.

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



Table A: Main economic indicators

2007 2008 2007 2008 2009
1 1l | 1l
(Percentage change)
Partial Economic Activity Index -0.6 -4.3 -1.8 -4.9 -4.2 n.a.
BBO receipts (in real terms) n.a. 11.0 n.a. 10.2 -4.8 -11.5
Utilities consumption index 2.5 -2.0 1.7 -2.0 -5.5 -1.2
Tourism receipts 16.5 12.6 8.5 20.1 -10.5 -9.2
Stay-over visitors 1.2 71 2.7 9.2 -9.6 0.7
Cruise visitors -18.5 15.4 -26.9 -0.8 4.0 10.8
Merchandise trade balance -7.6 1.2 -6.3 8.9 1.8 1.5
Inflation rate (12-month average) 5.4 9.0 3.5 8.2 5.7 2.4
Idem, excluding energy-related components 4.3 5.1 3.0 4.4 4.4 3.5
Broad money (end-of-period) 3.3 16.5 4.1 6.4 10.7 12.1
Pension fund provisions (end-of-period) 9.0 -4.7 12.2 4.0 -6.0 1.8
Housing mortgages (end-of-period) 6.2 4.2 5.7 4.6 3.3 3.7
Government revenue 5.0 32.0 5.8 8.5 8.6 -4.4
Government expenditures -1.2 19.0 -8.8 9.9 -6.9 1.9
(In percentage of GDP)
Outstanding government debt (end-of-period) 46.6 42.0 44.8 44.6 441 44.6
(In Afl. million; minus [-] sign denotes an outflow)
Current account (net) 347.8  -273.8 173.1 60.1 304.6 -55.8
Capital and financial account (net) -310.3  847.4 -188.6 -17.9 -136.0 42.3
Direct investment in Aruba (net flows) 1) -170.0 325.7 53.2 54.8 36.3 21.4
(In months)

Merchandise Import coverage 2) 5.8 7.2 5.6 6.1 8.6 9.8
Import payments coverage 3) 2.9 3.6 2.9 3.0 4.2 4.8

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 results of the Business Perception
Survey (BPS)'in the second quarter of
2009 continued to be negative, as
indicated by both the indexes on current
and short-term economic condition. The
index on current economic condition has
been decreasing since the first quarter of
2008. As of the second quarter of 2008, it
has been recording an index below 100,
which indicates a pessimistic perception of
the economic condition compared to the
corresponding quarter of the previous
year. Overall, the Business Perception
Index (BPI) was at 93.4 in the second
quarter of 2009 (Chart 1), and the
continued low level of the BPI was visible
across all sectors. Worth mentioning is a

Chart 1: Business perception index
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'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 short-term outlook with regard to conomic
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.

noticeable improvement in the BPI of the
construction sector, which was less

negative (99.0) than in the previous
quarter (94.8).

Tourism

Available indicators reveal sluggish
developments in the tourism sector,
despite an increase in the number of stay-
over tourists (Chart 2 and Table B) of 0.7
percent. Virtually all other Caribbean
tourist destinations suffered declines. The
available data suggests that overall 6.5
percent less tourists visited the
Caribbean.” Despite the growth in the
number of visitors, total nights spent in
Aruba declined, due to a slightly shorter
stay on the island.

Chart 2: Tourism arrivals
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The share of tourism from the United
States decreased somewhat during the
second quarter of 2009 as less than seven
out of every ten tourists originated from
the United States. Approximately 5,100
fewer Americans visited Aruba during the
period under review, which represents a

3.5 percent decline. Comparing this

> From data collected by the CTO (Caribbean
Tourism Organisation).



Table B: Indicators of tourism activity

2007 2008 2007 2008 2009

1 1 | 1l

1. a. Tourism receipts (Afl. miIn) 1) 2,242.0 2,523.5 482.9 579.9 670.7  526.4

b. Tourism expenditures (Afl. mIn) 2) 1,317.2  1,536.0 311.3 343.9 380.3 n.a.

2. Stay-over visitors (x 1,000) 7721 826.8 180.0 194.9 203.8 196.2
3. Market shares (in percentage)

a. United States 67.8 65.3 731 72.5 69.2 69.5

b. Venezuela 1.9 13.6 7.5 8.7 8.5 10.4

c. The Netherlands 4.9 5.0 4.7 5.2 5.0 4.6

d. Canada 3.3 3.9 2.2 2.8 6.9 2.4

e. Colombia 1.7 1.6 1.9 1.6 1.4 2.2

f. Other countries 10.3 10.6 10.6 9.3 9.1 10.9

4. Visitor nights (x 1,000) 5,879.9 6,264.7 1,326.2 1,417.2 1,614.8 1,404.3

5. Average nights spent 7.6 7.6 7.4 7.3 7.9 7.2

6. a. Receipts per visitor night (Afl.) 381 403 364 409 415 n.a.

b. Average daily expenditure (Afl.) 3) 175 173 181 172 165 n.a.

7. Average resort occupancy rate 4) 773 76.6 72.5 73.0 80.7 n.a.

a. Hotel 74.5 73.2 70.5 70.1 76.7 n.a.

b. Timeshare 80.0 80.3 772 76.3 84.8 n.a.

8. Average daily rate of resorts (Afl.) 4) 5) 322 327 299 287 401 n.a.

a. Hotel 326 336 302 297 408 n.a.

b. Timeshare 288 262 282 209 351 n.a.

9. Revenue per available room (Afl.) 4) 5) 151 145 133 122 178 n.a.

a. Hotel 243 246 213 208 312 n.a.

b. Timeshare 32 31 24 22 36 n.a.

10. Room tax receipts (x Afl. million) 6) 33.1 36.0 6.5 7.8 10.8 7-3

11. Cruise visitors (x 1,000) 481.8 556.1 81.6 81.0 278.5 89.8

12. Number of cruise ship calls 315 299 62 39 136 49

13. Contribution to current account 7) 75.5 76.7 75.5 78.1 75.8 75.8

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.



outcome with data from the American
tourism industry, Aruba still stood out
favorably.

Tourists from the United States appeared
less inclined to go to the Caribbean, as in
the second quarter air travel to this
destination declined by 4.2 percent.’ The
total number of American tourists that
flew to the Caribbean in this period was
nearly 1.5 million, meaning that Aruba’s
market share within the Caribbean is 9.1
percent. The number of tourists that
visited Aruba from South America,
particularly Venezuela, grew considerably,
thereby increasing South America’s
market share from 12.8 percent to 15.7
percent. Tourism from European countries
(excluding the Netherlands) grew only
slightly.

The second quarter of the year is
traditionally a low season for cruise
tourism. A total of 49 ships called at
Aruba, bringing in a total of 89,751 cruise
passengers. When compared to the same
quarter in 2008, this number represents a
10.8 percent growth in passengers, a
favorable development given that other
Caribbean destinations generally saw a
decline in the number of visiting cruise
passengers.

On the downside, gross tourism
receipts, as recorded in the balance of
payments of Aruba, fell by 9.2 percent.

Rreceipts from credit cards, the most

3 Source: U.S. Department of Commerce,
International Trade Administration, Office of Travel
and Tourism Industries (www.tinet.ita.doc.gov)

important category  within  tourism
receipts declined even by 15.5 percent.

Construction

Anecdotal evidence suggests that
construction activities were at a low level
in the second quarter of 2009, due to a
decline in the execution of new projects
while many ongoing projects were scaled
down or delayed. Sales of construction
materials declined, and more luxurious
products were replaced by less expensive
materials.

In the second quarter of 2009 the total
weight of imported cement was nearly 50
percent lower (Chart 3) than in the same
quarter of 2008, thereby reaching its
lowest level since 2004. Also, the number
of electrical installations approved
declined significantly, meaning less
building projects were completed in the
second quarter.

Chart 3: Cement imports
(Inkg min.)
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The number of construction permits
granted (261) remained slightly above the
average of the last two years. The average
value of a construction permit was
Afl. 331,000.



Utilities

For the fifth consecutive quarter, the
utility index was lower than in the
corresponding quarter last year (Chart 4),
attributable mainly to a sizeable reduction
in prices for water and electricity. In
addition, consumption of water and
electricity declined fractionally, despite a
slight growth in connected users.
Apparently, consumers cut their usage,

amid sluggish economic activities.

Chart 4: Utilities index
(1996 =100)
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The second quarter witnessed the start
of the construction of the ‘“Vader Piet”
wind farm. Ten wind turbines are
expected to be operational by the end of
2009. With a capacity of 30 Megawatts of
renewable energy, these turbines will
meet approximately 18 percent of Aruba’s
energy demand.

Oil sector

In the second quarter of 2009, the oil
refinery was still in full operation. At 14.7
million barrels, the quantity of oil refined
was comparable to last year’s production.
However, as oil prices were considerably
lower, the value of the exported oil
reached Afl. 1.4 billion, a reduction of 54.3
percent. The value of oil imports

decreased 51.0 percent; the number of
employees at the refinery (excluding
contract workers) fell slightly to 674
(Chart 5).

Chart 5: Direct employment oil sector
(Number of employees, at end of period)
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The oil refinery was temporarily shut
down in July 2009 for economic reasons. A
permanent closure of the refinery would
have serious consequences for the Aruban
economy. First, direct employment
(including contract workers) would be
affected, with an estimated loss of 2,300
jobs. Second, the closure would have
strong negative consequences for the
GDP and foreign exchange holdings (in
2008, the refinery sold Afl. 141.9 million to
the banking sector). Last, the closure
would have indirect effects on the
economy, as local companies would no
longer deliver goods and services to the
refinery, and the spending of the former
employees and contract workers would be

less.

Merchandise trade

Trade statistics data show that the trade
deficit of Aruba improved marginally to
Afl. 371.6 million. Remarkable are the
relatively large declines in the imports of
optical instruments (e.g. watches) and



pearls & other precious stones. As these
goods are sold mainly in tourist shops, a
decline in their imports is also an
indication of, on average, less spending by
tourists. The value of food and vegetable
imports increased, due in part to price
effects.

The wvalue of Aruba’s exports
(excluding oil products) diminished to a
mere Afl. 14.0 million, only 3.6 percent of
total merchandise imports. The main
export products were art objects and

collectors’ items (19.3 percent).

Price developments

Price developments remained subdued
throughout the second quarter of 2009.
The overall price level was 3.3 percent
lower than the level a year earlier
(Chart 6). The sharp decline in world oil

Chart 6: Inflation
(Percentage change)
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prices since July 2008 is reflected in the
reduced price level of housing (including
water and electricity) and transport
(including gasoline). But the prices of
communication and education goods and
services also were lower on average. On
the other hand, the costs of food and
health care were higher compared to the
second quarter of 2008. Indicative hereof
is that when excluding the energy
components from the consumer price
index, an inflation rate of 1.2 percent is
obtained (Chart 7).

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 of world oil prices
and the subsequent upward adjustment of

local energy prices (Table C).

Chart 7: Inflation excluding energy components
(Percentage change)
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Table C: Consumer price index
(Percentage change)

Weight 2007 2008 2007 2008 2009
coefficient ] ] | M
(Period average)
Total index 10,000 5.4 9.0 4.4 9.7 -3.0 3.3
a. Food & non-alcoholic beverages 1,125 13.7 1.2 15.1 9.6 10.6 7.7
b. Alcoholic beverages & tobacco 82 1.2 3.5 12.2 2.7 4.1 5.3
¢. Clothing & footwear 626 4.4 7.1 3.1 10.0 -0.8 -1.5
d. Housing 2,553 5.5 13.8 0.7 17.1 -14.3 -11.6
e. Household operation 741 4.6 3.7 6.5 1.7 3.3 2.5
f. Health 236 2.7 13.1 -4.3 14.4 4.1 2.8
g. Transport 1,815 74 1.3 6.7 12.7 -5.8 -9.5
h. Communications 706 2.3 -0.3 2.8 -0.8 1.1 -1.5
i. Recreation & culture 891 8.7 4.4 9.5 4.0 1.6 3.0
j.  Education 83 6.0 8.0 5.0 8.6 2.2 -4.2
k. Restaurants & hotels 374 6.4 2.3 8.6 -2.0 8.3 10.0
I.  Miscellaneous goods & services 767 -0.2 3.5 -0.5 3.8 3.0 3.0
Ig;?;)g:ee:tgixcl. energy-related 8,262 4.3 5.1 45 4.9 21 .
(12-month average)

Aruba 10,000 5.4 9.0 3.5 8.2 5.7 2.4
Aruba (excl. energy-related components) 8,262 4.3 5.1 3.0 4.4 4.4 3.5
Aruba (excl. food & energy-related
components) 7,300 3.1 4.0 2.1 3.4 3.3 2.3
United States 2.9 3.8 2.6 3.7 2.8 1.4
Curagao 3.0 6.9 2.5 4.6 6.6 5.5
The Netherlands 1.6 2.5 1.4 1.9 2.4 2.3
Real exchange rate index (1995=100) 1) 108.0 115.3  106.2 112.7 112.5 1.9

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

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



1.3  Money and credit

Changes in the money supply

The money supply increased by Afl.33.8
million (Table D), due to a growth of
Afl. 46.2 million in net domestic assets,

Table D: Causes of changes in the money supply

(In Afl. million)

and was partially mitigated by an Afl. 12.4
million net outflow of funds to abroad.
The growth in domestic assets was
primarily the result of the drawing down
of bank balances by the public sector,

which totaled Afl. 42.3 million.

1. Net domestic money creation
a. Net domestic credit
- Public sector
- Private sector
b. Other domestic factors
2. Inflow of foreign funds 1)
a. Oil sector
b. Free-zone sector
c. Rest of the economy 2)
3. Broad money creation
a. Money

b. Quasi-money

Broad money 12-month percentage change

2007 2008 2007 2008 2009
1l 1l | 1l
19.1 -128.4 55.1 -51.0 -123.9 46.2
90.0 -47.4 61.6 -72.0 -112.5 37.3
3.3 -146.1 -4.8 -76.6 -79.7 30.9
86.7 98.6 66.3 4.6 -32.8 6.3
-70.9 -81.0 -6.5 21.0 -11.4 8.9
63.0  552.3 -10.3 46.2 166.2 12.4
95.3 141.8 28.3 72.2 17.8 30.5
5.8 1.2 -1.7 9.0 0.8 -16.5
381 409.3 -36.9 -35.0 147.6 -26.4
82.0 423.9 44.8 -4.9 42.4 33.8
99.7  249.6 44.4 -0.3 105.8 -25.9
-17.7 174.3 0.5 4.5 -63.4 59.6
3.3 16.5 4.1 6.4 10.7 12.1

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).

Claims on the private sector grew by
Afl.
consumer credit and housing mortgages.

6.3 million, attributed to a rise in

In contrast, loans to enterprises declined
marginally for the second consecutive
quarter.

The net increase in the total money
supply allowed broad money to remain
above Afl.3.0 billion at the end of the
(Chart 8).
defined money contracted by Afl.25.9

second quarter Narrowly-

10

million (1.7 percent), largely because of a

decrease in demand deposits
denominated in foreign currency. The
expansion of quasi-money amounted to
3.9 percent and was caused by an increase
in both

denominated in local currency. Notably,

savings and time deposits

demand deposits fell in conjunction with a
rise in savings and time deposits, likely a
reaction to the economic uncertainty, as
individuals be

may postponing



Chart 8: Money supply
(In Afl. million)
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consumption and investment plans in
anticipation of a more favorable economic
outlook.

Interest rates and liquidity

In the second quarter of 2009, the interest
rate margin of the commercial banks
(calculated as the differential between the
weighted average rate of interest on new
loans and the weighted average rate of
interest on new deposits) increased to 7.0
percent, up from 6.7 percent in the first
quarter of 2009 (Chart9). The weighted
average rate of interest charged on new
loans remained unchanged at 10.4 percent,
as the share of consumer credit grew
which offset decreases in the interest rate
charged on loans to the commercial sector
as well as on loans to individuals, as a
result of the high rate of interest applied
to consumer credit loans.* On the other
hand, the weighted average rate of
interest paid on new deposits fell by 0.2
percentage point to 3.5 percent, mainly

* The share of consumer credit grew in the quarter
under review, and, as a result of the high rate of
interest applied to these loans, other decreases in
interest rates were cancelled out. The weighted
average rate of interest on loans remained
unchanged.

1

related to a decline in the interest rate
paid on time deposits with a maturity

longer than one year, as well as on savings

deposits.
Chart 9: Interest rate margin
(Percentage)
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The banking system continued to
exhibit high levels of liquidity. Illlustrative
hereof is that the banks’ risk-weighted
capital asset ratio increased further, from
17.3 percent to 18.0 percent, well-above
the required minimum of 12 percent. The
liquidity ratio rose to 36.4 percent, far
above the minimum requirement of 20
percent, while the loan-to-deposits ratio
fell to 68.5 percent, significantly below the
prudential maximum of 80 percent. The
aggregated balance sheet total of the
banks
Afl. 4,328.5 million at the end of the

commercial amounted to
second quarter of 2009, i.e., 1.8 percent
higher than the level of the previous
the other hand,
performing loans (net of allocated loan

quarter. On non-
loss provision), which consist of all loans
past-due for more than 9o days, rose to
8.0 percent of gross loans, up from 7.1
percent in the first quarter of 2009.



1.4  Nonmonetary financial institutions

Balance sheet
The

nonmonetary

the

institutions

aggregated  assets  of
financial
increased by Afl.74.4 million or 3.2
percent to Afl.2,416.5 million (Table E).
Assets grew for the second consecutive
quarter after the largest decline in ten
years was recorded at the end of 2008.
The increase in assets was the result of an
accumulation in both net foreign and

domestic assets of Afl. 45.0 million (8.2

Table E: Nonmonetary financial institutions 1)

(End of period, in Afl. million)

percent) and Afl. 29.4 million (1.6 percent),
respectively. Balance of payments data
show that these institutions bought only a
small net amount of foreign assets,
indicating that the increase in net foreign
assets was attributable primarily to price
Also that the

aforementioned institutions shifted their

gains. notable s
assets from equity securities (they sold Afl.
9.3 million) to debt securities (they
purchased Afl. 10.3 million), likely in an
effort to reduce their portfolio risk.

2007 2008 2009

1 1l 1] 1\ | 1l

1. Net foreign assets 761.7 748.4 694.5 582.3 547.2 592.2
2. Domestic assets 1,596.1 1,738.1 1,757.2 1,727.4 1,794.9 1,824.3
a. Government 7211 754.8 744.3 678.0 717.3 727.2

b. Private sector 874.9 983.3 1,012.8 1,049.5 1,077.6 1,097.0

3. Total assets = total liabilities 2,357.8 2,486.6 2,451.7 2,309.7 2,342.1 2,416.5
4. Borrowings and deposits 38.4 37.1 37.0 37.0 37.0 37.0
a. Government 36.6 36.6 36.6 36.6 36.6 36.6

b. Other resident 1.7 0.4 0.4 0.4 0.4 0.4

5. Pension fund provisions 1,743.2 1,813.1 1,780.1 1,710.8 1,699.8 1,780.3
6. Insurance reserve fund 435.1 451.4 483.2 510.5 519.1 528.3
7. Other items, net 1411 184.9 151.3 51.3 86.2 70.9

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.

On the liabilities side, the increase in
the balance sheet of the nonmonetary
financial institutions is reflected mainly in
pension fund provisions, which grew by
Afl. 80.5 million to Afl. 1,780.3 million
(Chart10). Reserve funds of the life

insurance companies went up slightly,
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thereby contributing to the mentioned
expansion.

Overall, the aggregate coverage ratio
of both pension funds and insurance
companies, under the supervision of the
CBA, the

requirement coverage ratio of

stayed above minimum

100.0



Chart 10: Pension fund provisions
(In Afl. million)
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percent. However, some individual
pension funds stayed below the required
coverage ratio. These pension funds have
submitted their respective recovery plans,
which are aimed at improving their
financial position and ensuring compliance
with the CBA’s prudential requirements

within a prefixed period.

Mortgage market
Housing mortgage lending grew by
Afl. 18.7 million (Table F and Chart 11) due

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

to increased mortgage lending by
commercial banks, pension funds, and life
insurance companies, which expanded by
Afl. 10.8 million, Afl. 6.1 million, and Afl. 4.2
million, respectively. This growth comes
after the previous quarter recorded the
first decline in housing mortgage loans

since measurement began in 1996.

Chart 11: Housing mortgages market
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Commercial banks issued 211 new

housing mortgage loans with an average
loan size of Afl. 170,000.

2007 2008 2009

1] 1 1l \" | 1]
1. Total 1,238.5 1,295.0 1,318.2 1,329.5 1,324.5 1,343.2
2. Commercial banks 773.6 788.6 794.2 797.0 791.0 801.8
3. Mortgage banks 243.4 243.3 242.7 240.3 238.1 236.4
4. Pension funds 143.0 166.0 177.4 184.4 191.1 197.2
5. Life insurance companies 62.9 78.4 84.6 88.5 84.9 89.1
6. Other 15.7 18.7 19.4 19.2 19.4 18.7
Source: CBA.
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1.5  Government finance

Financial operations

In the second quarter of 2009, the
government’s financial deficit on a cash
basis widened markedly i.e., from Afl. 5.1
million in the second quarter of 2008 to
Afl. 52.0 million (Table G). This was the
result of lower revenues and higher

expenditures on a cash basis.

Tax revenue amounted to Afl. 228.4
million, reflecting a decline of Afl.12.6
million or 5.2 percent compared to 2008,
mostly related to the slowdown in
economic activities in the second quarter
of 2009. The proceeds from income and
profit taxes were substantially lower (Afl.
9.7 million or 10.7 percent) than in 2008.
Turnover tax earnings (22.7 percent of

total tax proceeds) were Afl. 51.9 million,

Table G: Government financial operations 1)

(In Afl. million)
2007 2008 2007 2008 2009
1l 1l | 1l
1. Revenue 1,034.0 1,365.1 260.2 282.4 290.3  269.9
a. Tax revenue 882.2 977.0 216.1 241.0 231.8 228.4
b. Nontax revenue 2) 151.8 388.1 44.2 41.4 58.4 41.6
2. Expenditures 1,084.2  1,290.5 262.0 288.0 279.1 322.2
3. Lending minus repayments 3) 21.3 2341 0.3 -0.5 0.1 0.3
4. Financial deficit (-) -71.4 51.4 2.1 -5.1 1.1 -52.0
5. Net foreign capital 29.7 72.6 1.4 38.0 24.4 8.5
6. Net domestic capital 4) 38.4 22.1 8.3 43.7 44.2 12.7
7. Netrecourse to the monetary system (-) 3.3 146.1 4.8 76.6 79.7 -30.9
8. Memorandum item
a. Unmet financing requirements 5) 192.7 61.8 189.6 157.8 62.0 80.6
b. Expenditures on a cash-adjusted basis 6) 1,138.7 1,182.8 285.2 292.8 279.4 340.7
c. Financial deficit (-) 7) -104.7 182.3 -25.0 -10.3 10.9 -70.7

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.
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Afl. 9.1 million or 21.7 percent higher than
in 2008. However, the higher earnings
were due to an incidental receipt of Afl. 15
million from Valero in the quarter under
review.’ Excluding this receipt, turnover
tax earnings show an Afl. 5.9 million or
13.8 percent decline. Nontax revenue
remained virtually the same at Afl. 41.6
million.

Total expenditure on a cash basis grew
by Afl.34.2 million or 11.9 percent, to
Afl.322.2 million, largely on account of
higher transfers to the General Health
Insurance (AZV). Total expenditure on a
cash-adjusted basis (including net lending
and the change in the unmet financing
requirements) rose by Afl. 47.8 million (16.3
percent) to Afl. 340.7 million. Including the
the

requirements, an Afl. 70.7 million financial

change in unmet  financing
deficit resulted compared to an Afl.10.3

million deficit in 2008 (Chart 12).

Chart 12: Government's financial balance
(In Afl. million)
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>0On April 20, 2009, the Aruban tax court overruled
Valero’s protest regarding the turnover tax
assessed in January and February 2007.
Consequently, Valero agreed to pay Afl. 15 million
(US$ 8.3 million), which was received in June 2009.
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In the quarter under review, total
financing needs of the government were
Afl. 53.9 million, consisting of the Afl. 52.0
million financial deficit on a cash basis
mentioned earlier and Afl. 1.9 million
repayment in maturing debt. The financial
needs of the government were financed by
an Afl. 42.2 million net drawing down of
government deposits, and Afl. 11.5 million in

payment arrears.

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

Afl. 2,176.4 million, i.e., Afl. 24.1 million or
1.1 percent higher than the level recorded
at the end of March 2009 (Table H). This
increase was caused by an Afl. 8.1 million
rise in the domestic debt and a rise in
foreign debt of Afl. 15.9 million. Measured
on an annual basis, total government debt
grew by Afl. 1.3 million compared to the
second quarter of 2008 (Chart 13), pushing
the outstanding government debt to GDP
ratio up by 0.5 percentage point to 44.6
percent.

Chart 13: Outstanding government debt
(In Afl. million)
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Table H: Outstanding government debt

2007 2008 2009
Il Il 1 v | Il
(End of period, in Afl. million)
1. Total debt 2,056.3 2,175.1  2,193.5 2,047.1 2,152.3  2,176.4
2. Domestic debt 1,125.5 1,142.9 1,119.5 1,002.1 1,089.6 1,097.1
a. Negotiable 481.3 556.3 554.4 514.6 601.8 591.8
- Treasury bills 40.0 40.0 40.0 40.0 40.0 40.0
- Cash certificates 8.0 8.0 8.0 0.0 0.0 0.0
- Government bonds 433.3 508.3 506.4 474.6 561.8 551.8
b. Non-negotiable 644.2 586.5  565.0 487.5 487.2 505.3
- Short-term 1) 189.6 157.8 138.8 61.8 62.0 80.6
- Long-term 454.6 428.7 426.2 425.7 425.2 424.7
3. Foreign debt 2) 930.8 1,032.2 1,074.0 1,045.0 1,063.4 1,079.3
4. Memorandum items: (Percentages)
Domestic debt in percent of total debt 54.7 52.5 51.0 49.0 50.6 50.4
Foreign debt in percent of total debt 45.3 47.4 49.0 51.0 49.4 49.6
Total debt in percent of GDP 44.8 44.6 45.0 42.0 444 44.6

Source: DF; APFA.

1) Including suppliers’ credit and short-term debt to the APFA.

2) Atend-of-period exchange rates.
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1.6 Balance of payments

Overall outcome

The balance of payments posted an
Afl.12.4 million deficit, (2008: Afl. 46.2
million surplus), resulting in a net outflow
of funds to abroad of the equivalent
amount (Chart 14 and Table I). Foreign
banking transactions caused a net outflow
of Afl. 58.1 million. Consequently, the net
foreign assets of the monetary sector
(including revaluation differences of gold
and official foreign exchange holdings)
contracted by Afl.
Afl. 1,492.6 million, which is equivalent to

70.5 million to

4.8 months of current account payments.

Chart 14: Balance of payments
(In Afl. million)
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The current account of the balance of
payments registered an Afl. 55.8 million
deficit in the second quarter of 2009
compared to an Afl. 60.1 million surplus in
2008. Notable was the marked drop in oil
sector imports and exports, which fell by
33.7
respectively.

and
These
related largely to the fall in oil prices, as

percent 421  percent,

decreases were
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the quantity of oil refined in the second
slightly
compared to that of 2008. Also, the

quarter of 2009 increased

external transactions of free-zone
companies produced an Afl. 18.5 million
current account deficit for the sector
(second quarter of 2008: Afl. 2.0 million
deficit), as exports declined and imports
rose simultaneously.

The capital and financial account
recorded an Afl. 42.3 million net inflow in
the quarter under review, compared to an
Afl. 17.9 million net outflow a year earlier,
largely attributed to an Afl. 60.9 million
and financial
The

reflected mostly an increase in foreign

surplus on the capital

account of the oil sector. latter
bank account deposits of this sector
following the aforementioned net current

account payments.

Rest of the economy

The current account deficit of the rest of
the economy (i.e., excluding the oil and
free-zone sectors) fell to Afl. 6.9 million
down from Afl. 110.8 million in the second
quarter of 2008. The lower deficit stems
from a 17.4 percent reduction in import
payments and decreased deficits in the
income and current transfers accounts.
The

diminishing

due to

which
dropped by Afl. 53.5 million or 9.2 percent
to Afl. 526.4 million (Chart 15).

services receipts fell

tourism  receipts,



Chart 15: Tourism receipts
(In Afl. million)
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The income account posted a smaller
deficit, i.e., Afl.20.9 million, than the
Afl. 44.8 million deficit in the second
quarter of 2008, largely as a result of
contractions in both income receipts and
income payments. The drop in income
payments was due to a significant fall in
interest payments on intercompany loans
(Afl. -12.6 million) and dividend payments
to nonresidents (Afl. -21.4 million).

The financial account recorded an
Afl. 22.5 million deficit. Inward direct
investment fell to Afl. 21.4 million, Afl. 33.4

million or 60.9 percent lower than in 2008.
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This drop in inward direct investment was
caused primarily by a decline in timeshare
and real estate sales. Outward direct
investment also shrank due to repayments
of intercompany loans and resulted in a
slight divestment of funds to abroad
(Afl. 3.9 million).

The

registered an Afl. 7.2 million net outflow as

portfolio investment account
both the inward and outward portfolio

investments declined substantially
compared to the second quarter of 2008.
Sales of domestic bonds fell significantly
because the government did not issue
new bonds during the period under review.
At the same time, residents purchased
fewer shares abroad.

The

showed a surplus of Afl. 0.2 million, while

financial derivatives account
the other investment account of the rest
of the economy recorded a deficit of
Afl. 32.8 million (2008: Afl. 0.5 million),
following a larger net outflow of funds to

foreign bank accounts held by residents.



Table I: Balance of payments

(In Afl. million)
2007 2008 2007 2008 2009
] 1 | 1l
1. Current account (net) 347.8  -273.8 173.1 60.1 304.6 -55.8
a. Oil sector 620.1  -108.5 270.4 172.8 179.8 -30.4
b. Free-zone 4.9 -8.6 2.4 -2.0 0.7 -18.5
c. Rest of economy -277.2  -156.7 94.8 -110.8 124.0 -6.9
- Private sector -138.7 -6.1 122.8 -72.6 154.8 32.4
- Public sector -138.5 -150.6 -28.0 -38.2 -30.8 -39.3
2. Capital and financial account (net) -310.3  847.4 188.6 -17.9 -136.0 42.3
a. Oil sector -524.9  250.2 -242.1 -100.6 -162.0 60.9
b. Free-zone 1.1 9.8 0.8 1.0 0.0 2.0
c. Rest of economy 213.4 587.3 52.8 71.8 26.0 -20.5
- Private sector 149.1 254.4 51.6 32.2 -30.0 -30.0
- Public sector 64.3 332.9 1.2 39.6 56.0 9.5
3. Items not yet classified 1) 25.5 -21.3 5.2 4.0 -2.3 1.0
4. Overall balance (1+2+3) 63.0 552.3 -10.3 46.2 166.2 -12.4
5. Banking transactions 2) 14.4  -149.1 33.7 -28.2 -38.3 -58.1
6. Increase (-) in official reserves 3) -77.4  -403.2 -23.4 -18.0 -127.9 70.5
Memorandum items:
7. Official reserves (including gold) 4) 828.0 1,247.3 751.1 962.2 1,376.3  1,215.9
a. Total reserves of the monetary sector 5) 859.2  1,427.5 827.3 1,070.5 1,594.8 1,492.6
b. In months of merchandise imports 6)
- End-of-period 5.7 9.4 6.2 7.3 12.1 1.8
- 12-month average 5.8 7.2 5.6 6.1 8.6 9.8
¢. In months of import payments 7)
- End-of-period 2.7 4.8 3.3 3.6 6.1 6.0
- 12-month average 2.9 3.6 2.9 3.0 4.2 4.8
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 ASUMMARY OF THE FINANCIAL AND ECONOMIC POLICY ADVICE 2009 - 2013

On September 28, 2009, the CBA sent a financial and economic policy advice to the Governor of Aruba,

following the parliamentary elections held on September 25, 2009. In this note the most important

recommendations for enhancing financial economic developments are summarized.

1. Introduction

One of the tasks of the Centrale Bank van
Aruba (CBA) is to monitor and contribute
to financial and economic stability of
Aruba. In keeping with its tradition, the
CBA produced a financial economic policy
of Aruba,

parliamentary

the Governor
the
This

recommendations aimed at

advice for
following recent

elections. advice contains
improving

financial and economic developments.

2. Characteristics of the Aruban
economy
Aruba’s income stems largely from

tourism, with a strong focus on the U.S.
market. In recent years, the economy
grew mainly through foreign direct
the

immediately

investments in tourism sector,
Aruba’s
vulnerability to external developments.

Until now, the effect of the global

unveiling

financial crisis on Aruba has been mainly a
decline in both the number of tourists
visiting the island and their spending
behavior, as well as a contraction in
foreign investment and diminishing tax
revenues. These developments have had
negative consequences on employment,
mostly in the tourist and construction
sectors.
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To mitigate the vulnerability of the
Aruban economy, it is imperative for
Aruba to diminish its dependency on a
small number of tourism markets. New
geographical markets should be targeted,
such as other US regions (the majority of
American tourists come from the eastern
part of the country), but also countries in
Europe and South America as well as
Canada. Further diversification should be
through  additional
(including active marketing and arranging

achieved efforts
of complementary facilities) in developing

niche markets with higher spending
patterns such as congresses, medical
tourism, and ecotourism. It is of the
utmost importance to enhance general
security through resolute crime fighting
(including the cleaning up of Oranjestad)
and an effective environmental policy. The
should the
to further the

telecommunication sector by setting up

government investigate

possibilities develop
international call centers, for example, as
the prospects in this sector could be large,
given the language proficiency of the
Aruban population.

The second pillar of the Aruban
economy is the oil refinery. After realized
profits of, respectively, US$ 319 million and
US$ 422 million in 2006 and 2007, the
refining margins currently are too small to
operate the refinery profitably. As a result,
refinery activities have been temporarily



halted as of July 15, 2009 and at the

moment it is uncertain whether
operations will start again in the near
future. A definitive closure would mean
that 673

employed by the refinery, will lose their

some employees, directly

jobs along with approximately 1,000
additional persons, who perform contract
work for the refinery. Therefore, finding a
is of critical

buyer for the refinery

importance for Aruba in case Valero
decides to permanently leave the island.
The government must clarify the issues of
the

payment of sales tax (BBO) on exported

so-called tax-holiday including
oil; a balanced assessment needs to be
made between two conflicting objectives,
being employment and the refinery’s
contribution to the tax revenues of the
government. In anticipation of a
permanent shut down of the refinery, a
“PlanB”  (that

alternative uses for the refinery’s location)

so-called includes
must be formulated. A windmill or solar
energy park has been suggested.

Another Aruba’s
vulnerability is its high dependency on oil

aspect of

for the production of water and electricity
as well as for gasoline. Reducing this
dependency on oil will help guarantee
price stability and can be accomplished by
focusing more on the development of
wind and solar energy and by stimulating
more efficient energy consumption. The
development of alternative energy
sources requires high initial investments
that could be earned back in the long

term. Also, the government could provide
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fiscal incentives to promote a sustainable
and efficient use of energy. Moreover,
companies and individual consumers who
want to invest in alternative forms of
energy should remain linked on the Elmar
electricity net, while a reduction in import
tariffs should stimulate the sale of energy-
efficient cars (hybrids).

The one-sided structure of the Aruban
economy, focusing on labor-intensive
services, brings with it low productivity
growth. Henceforth, substantial economic
growth can only be achieved by increasing
the labor production factor especially in
the tourism and construction sectors.
However, this type of growth cannot
continue with a population density of
already more than 500 inhabitants per
square kilometer. An increase in
productivity without employing more
labor implies that the emphasis needs to
shift from quantity to quality tourism.
Furthermore, = employers must be
stimulated to increase the skills of their
employees through training and education
in, among other things, foreign languages,
communication, and customer friend-
liness. The goal should be to improve the
services rendered, making the Aruban
tourism industry more attractive and
competitive, thereby increasing its value
added. Measures to promote training
must not be confined to the tourism
sector alone. To secure the continuity of
economic growth, it is important to
develop a sustainable growth strategy and
is conducive to

In this

an environment that

investments and diversification.



respect, further tax reforms’and more
efficient financial intermediation are very
important. With regard to diversification,
it is important to start activities that are
not only profitable for the individual
entrepreneur but also profitable on a
which

costs and returns also have to be taken

macro-level, implies that social
into account. Because of scarce land and
labor, Aruba has to focus its efforts
towards the development of capital and
knowledge-intensive growth centers. A
thorough selection of potential growth
centers is needed to prevent future
shortages in the labor market, which will
boost immigration and have adverse
environmental effects.

Targeted training and new job
creation must contribute in providing a
better fit between supply and demand in
the labor market. The supply of high-
skilled labor is expected to increase in the
coming years, but the existing sectors will
not be able to fully absorb these laborers
(who are currently studying). This is an
additional argument for diversifying the
economy towards the high-tech sectors.

To prevent wage-induced inflation
from threatening the value of the Aruban
Aruba’s

competitiveness and employment, wage

florin and undermining
development must remain in line with
labor productivity. Caution is called for

with respect to proposals to substantially

'For instance, (1) a further shift from direct to
indirect taxes; (2) reorganization of the BBO,
particularly the cumulative aspect; and (3) the
simplification of the income and profit tax
structure.
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increase the minimum wage level. These

proposals pose the risk that the group of

minimum wagers will be too expensive
and that the entire wage structure will be
driven upwards. A structural reduction in

the number of working hours without a

proportional salary reduction also should

be carefully considered, because of the
potential negative impact on employment.

This is all the more true in the current

economic situation. Furthermore, it is

imperative that the labor market becomes
more flexible with regard to maximum
allowed working hours, the minimum
wage level, and dismissal and hiring
procedures. An example of such flexibility
is the introduction of part-time labor.

These issues lead to the following
specific recommendations.

e Facilitate the process in finding a
buyer for the refinery. Be transparent
on the issues related to the tax holiday
and the sales tax (BBO) concerning
the refinery, and make a balanced
assessment between the two con-
flicting objectives, being employment
and the refinery’s contribution to the
tax revenues of the government.

e Diminish the dependency on a small
number of markets by identifying new
geographical markets for tourism.

e Develop niche markets for tourism,
including congresses, medical tourism,
and eco tourism.

e Shift the emphasis from quantity to
quality tourism.

e Reduce the dependency on oil by
focusing more on the development of



wind and solar energy and by
stimulating more efficient energy
consumption. Provide fiscal incentives
to promote a sustainable and efficient
use of energy. Diminish the import
tariffs of  energy-efficient cars
(hybrids). Formulate a national energy
policy.

e Stimulate education and training of
employees in all sectors to enhance
productivity.

e Concentrate on developing capital and
knowledge-intensive sectors.

e Promote a better fit between supply
and demand in the labor market by
targeted training and job creation.

e Develop a labor market policy for the
top-side of the market.

e Ensure that wage development
remains in line with labor productivity.

e Increase the flexibility of labor time,
wage level, and dismissal and hiring

procedures.

3. Government finance

Sound government finances contribute to
macroeconomic stability and economic
growth. Given the limited payback
capacity of the Aruban government, a
manageable public debt is an essential
condition for limiting the chances of
unbalanced government finances. In 2008,
the Aruban government recorded a
surplus of 3.7 percent of GDP, after four
years of deficits of between 1 and 6
percent of GDP. This surplus was due to
the proceeds of the sale of the shares of

the Plant Hotel N.V. (Plant) received from
the Dutch government. Nevertheless, the
downturn in economic activities led to a
decrease in government revenues, while
costs increased further thereby
deteriorating the government financial
position. This would cause an additional
Afl. 100 million in financial deficit, thus
pushing up the level of public debt. With
current policies, a substantial increase in
public debt and a financial deficit of
approximately Afl. 100 million is projected.

To improve the government’s financial
situation in the coming years, decisive
actions must be made to effectively
address some politically sensitive issues.
These reforms must be adequately
explained to the social partners and to
Aruba’s population in general, taking into
consideration the need to achieve
structural budget equilibrium. The
‘National Commission on Public Finance’
(NCPF) in its report “Sound Public Finance
and Public Accountability” (February
2007) made several recommendations
that should have led to budget equilibrium
in 2009. Although this goal was not
achieved, the recommendations of the
NCPF are still valid today and should be
taken into account by the next
administration. These recommendations
include the setting of growth limits on
total costs of personnel and total
expenditures on goods and services of
respectively 3 percent and 2 percent. The
NCPF also recommended increasing
government investment to at least 2

percent of GDP, as the level of



government investment is important for
economic activity. Another recommen-
dation was to reduce the debt-to-GDP
ratio to a maximum of 40 percent. To
achieve all these recommendations, the
government should, without delay, take
the necessary measures with regard to the
following three issues.

Wage level and civil servants

The main problem of government finance
is the large share of personnel costs in
total expenditures, caused mainly by the
size of the government®and the costly
civil servants pension fund scheme. The
number of personnel must be diminished
by dismissing redundant and non-active
civil servants, including employees from
that

subsidies. Also, the government must

institutions receive government
function in a professional, competent, and

responsible manner. Furthermore, a
review of the current salary system of the

government is necessary.

General Health Insurance (AZV)
The contributions to the AZV press heavily
on public finances. To reduce these costs,
the government should seriously consider
the introduction of a contribution by the
individuals, as

insured previously

* According to the results of the labor force survey
conducted in 2007 by the CBS, Aruba had 3,983
public servants (7.7 percent of the total employed
population). On average, the share of public
servants to total employed population in countries
of the Western Hemisphere was 4.8 percent
(Source: ILO). In comparison: Curagao had 5,253
public servants (9.7 percent).
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advocated by the IMF.? Furthermore, a
cost-effective premium should be charged,
and reserves should be created to absorb
Also
the
possibilities of reinsurance for foreign

possible  financial setbacks.

recommended is to investigate

medical treatment.

APFA

The introduction of the new APFA pension
scheme, which is so far only valid for civil
servants who entered government service

after May 1, 2005, is an important yet not

sufficient step in curbing the ever
escalating pension costs, which are
becoming unsustainable. More cost

cutting measures actions are needed. For
example, the pension fund scheme for
the
government service prior to May 1, 2005,

civil servants who  entered
needs to be trimmed down and brought in
line with market conditions. The current
early retirement age (55 years), valid for
the latter group of civil servants, should
be raised and a franchise should be
introduced. Finally, the pension should be
based on average rather than final salary,
and the low premium contributions of the
employee in relation to the employer’s

contribution should be increased.

4. Financial stability

Financial stability is an essential pre-
requisite for achieving balanced economic

growth, an important element of which is

3 Concluding Statement of the IMF Article IV
Mission, (December 4, 2007), p. 3.



sound monetary development. Therefore,
prudent monetary policy should continue,
inter alia, to protect the foreign exchange
reserves to guarantee the fixed exchange
rate of the Aruban florin to the U.S. dollar,
partly to maintain investor confidence.

An important element of financial
stability is the presence of a solid and
reputable financial sector. International
standards for effective supervision of
banking and insurance are currently
largely met. Nevertheless, the IMF assess-
ment of September 2008 recommended
enhancing the intensity of supervision and
shifting the emphasis from a compliance-
oriented to a risk-based supervision
system.

Based on a recent assessment of an
FATF-team, Aruba has to take significant
measures to fully comply with the 40+9
FATF recommendations® in the area of
anti-money laundering and combating
(AML/CFT) to

protect its reputation and to prevent from

financing of terrorism

being classified as noncooperative.
Therefore, it is important to install a policy
committee at the ministerial level to help
ensure that the highest priority is given to
obtain full compliance on a very short

term.

*1n 2008, an IMF mission assessed Aruba’s financial
sector supervision and regulation. Its findings are
presented in two reports available on the website
of the CBA.

> The Financial Action Task Force (FATF) is an inter-
governmental body whose purpose is the
development and promotion of national and
international policies to combat money laundering
and terrorist financing. It has published the so-
called 40 + 9 recommendations to meet this
objective.
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the CBA considers it

introduce

Moreover,
desirable to legislation to
regulate the electronic stock exchange,
and brokers of financial products and
services, as well as collective investment
The CBA also advises

legislation to establish detailed rules to

funds. using
prevent excessive lending. In addition,
other (financial) laws need to be revised,
including the Central Bank Ordinance, the
State

Commission,

Ordinance  Foreign  Exchange
and the State Ordinance

Foreign Exchange Transactions.
5. Concluding remarks

The report identifies a number of issues
that require immediate attention through
policy adaptations. Research® has proven
that the
adjustments require adequate preparation,

most successful structural
while policy changes should be based on
solid research and analysis. Moreover,
their should be

transparent and in cooperation with the

implementation

most important stakeholders. It is also
important to clearly communicate the
costs of unchanged policy. Cohesion
within the government and persistence
are important features for successful
structural adjustment programs.

It goes without saying that the CBA is
prepared to contribute to possible
solutions for the problems identified, by,
among other

things, participating in

commissions and further research.

® OECD (2009), The Political Economy of Reform,
Lessons from pensions, product markets and labour
markets in ten OECD countries.
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2.2 INTRODUCTORY REMARKS DELIVERED BY MR. PRAKASH MUNGRA, GENERAL
MANAGER SUPERVISORY ISSUES, ON THE OCCASION OF THE SEMINAR ON RISK-
FOCUSED SUPERVISION, ON NOVEMBER 2, 2009, IN ARUBA.

Dear speakers and participants.

| am delighted to deliver this opening
address on the occasion of the seminar on
risk-focused supervision, jointly organized
by the Caribbean Group of Banking
Supervisors (CGBS) and the Association of
Supervisors of Banks of the Americas
(ASBA) and conducted by the Federal
Reserve System of the United States of

America.

Let me first extend to our foreign guests a
warm “bon bini” or welcome to Aruba.
Also, | would like to take this opportunity
to thank the Federal Reserve System for
kindly offering to share its knowledge and
experience in the area of risk-focused
supervision by providing lecturers with
ample experience in this field. In this
regard, a special thanks goes to Mr.
Kenneth Fulton and Mr. Craig Frascati,
who hold the position of, respectively,
Supervisory Financial Analyst and Senior
Examiner at the FRS, Division of Banking
Last but
certainly not least, | also would like to
thank those at the CBA who took care of

Supervision & Regulation.

all the preparatory work and logistics. As
expected, a job well done.
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Please allow me to provide you now with
some general information on Aruba, its
economy and financial sector, as well as its
regulatory and supervisory framework in
relation to the topic of risk-focused

supervision.

On January 1, 1986, Aruba obtained the
status of autonomous country within the
the Netherlands. Its

framework

Kingdom  of
institutional and political
system are based on the principles of the
The
Governor of Aruba, as representative of
the Queen of The Netherlands, is the Head

of State.

Dutch parliamentary democracy.

After the closure of the Lago oil refinery in
1986, at that time the mainstay of the
Aruban economy, the successive govern-
efforts on

ments concentrated their

further developing what was then a
policy
turned out to be very successful. Over the

modest tourism industry. This
past decades, Aruba experienced a stable
economic growth, largely the result of a
sharp increase in tourist arrivals from the
United States. However, because of the
growth in the tourism sector over the
years, Aruba’s economy has become
highly dependent on this sector. Its

contribution to GDP (direct and indirect) is



estimated to be around 70 percent.
Although Aruba has succeeded to some
extent in diversifying its economic base,
e.g. the re-opening of the oil refinery and
the

international financial services sector, the

establishment of a modest

recent international financial crisis has
made visible the risks of having a highly

one-sided economy.

On the basis of the currently available
indicators, the CBA expects an economic
contraction of around 4 percent for 2009,
mainly the result of a significant decline in
tourist arrivals and tourist spending. It is
that

consumer spending has also decreased

important to note domestic
substantially in 2009. Economic recovery is
highly dependent on the developments in
the United States of America. As you
know, the outlook for the US economy
shows a rather mixed picture. On the one
hand, it is expected to grow in 2010, albeit
at a rather modest pace, while, on the
other hand, unemployment is forecasted
to continue to increase. Consequently,
there is much uncertainty about Aruba’s
This
the

possibility of a permanent closure of the

economic outlook for 2010.

uncertainty is exacerbated by
oil refinery, currently operated by Valero.
Preliminary calculations estimate a slight
economic expansion of around 0.5
percent for 2010. It is evident, however,
that Aruba should continue to strive to
diversify its economy. Given the already
very high population density and the

scarcity of land and labor, growth oppor-
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tunities should be sought in less labor-

intensive sectors.

A positive point is that Aruba’s financial
sector has remained largely insulated from
the international financial crisis, as the
activities of the financial sector are
directed primarily towards the domestic
market. Nonetheless, several pension
funds, including the government pension
fund, suffered significant losses on their
foreign investment portfolios due to the
turbulence on the international financial
markets. Also, the decline in economic
activity and the ensuing unemployment
have caused a notable increase in the
the

commercial banks. At the same time,

nonperforming-loan  ratio  of
however, the commercial banks are highly
profitable and are required to maintain
very high capital buffers. The minimum
risk-weighted solvency ratio imposed by
the CBA is 12 percent, which is substan-
tially higher than the Basel minimum of 8
percent. This brings me to the topic of
financial sector regulation and super-
vision.

The CBA is Aruba’s and

supervisory authority. One of its main

monetary

tasks is to promote the stability of the
financial sector. In this regard, it is also
entrusted with the supervision of the
banking and insurance sectors, company
pension funds, money transfer companies
and, since recently, trust service providers
on the basis of the respective state
ordinances regulating these sectors. It is



noteworthy to mention that our financial
sector is quite small. It consists of four
commercial banks, two offshore banks,
two credit unions, three specialized bank-
like

companies, seven life insurers, four non-

institutions, four money transfer
life insurers, four captives, and eleven
company pension funds. As of February
2009, the CBA has also been entrusted
with the

providers

supervision of trust service
on the basis of the State
Ordinance on the Supervision of Trust
Service Providers. The CBA is currently
reviewing the license applications of the
trust service providers that have applied

for alicense.

In May 2008, an IMF evaluation team
visited Aruba to conduct a follow-up
assessment of, among other things, its
degree of compliance with the Basel Core
Principles for Effective Banking Super-
vision (BCP). The assessment report,
which is available on the websites of the
IMF and the CBA, found a high level of
compliance with the BCP and a notable
improvement when compared to the 2002
assessment. Aruba was found compliant
or largely compliant with most of the BCP.
The

supervision in Aruba is carried out in a

report also noted that banking

manner largely appropriate for the size
and sophistication of the banking sector.

aforementioned
the IMF
recommends that supervision moves to a
this

the

positive assessment,

Notwithstanding
report
risk-focused

more approach. In
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regard, | can inform you that the decision
has already been taken by the Executive
Management of the CBA to gradually
move to a more risk-focused supervisory
that
undertaken to this end. For example, in

approach and work is being
furtherance of this recommendation as
the

strengthen our risk management systems,

well  as recommendation  to
at the end of last year, the CBA began
stress testing of the domestic commercial
banking sector on the basis of an IMF
model adapted to the local circumstances.
Both the model

scenarios

and the stress test
the

assistance of an IMF expert. The stress

were developed with
testing exercise was very useful in
providing good insight into the resilience
of this sector under different stress
scenarios. The CBA plans to conduct yearly
stress tests on the domestic commercial
banking sector.

Risk-focused supervision can be described
as the mechanism whereby the super-
visory authority deploys its scarce capacity
in the supervised domain as efficiently as
In the case of risk-focused
the

resources are targeted at those areas

possible.

supervision, scarce  supervisory
where the risks are or are assumed to be
The

supervision process involves continuous

most  pronounced. risk-focused
monitoring and evaluation of the risk
profiles of financial institutions in relation
to their business strategies and exposures.
The

management

risk
the

existence of adequate

systems, both at



the
regulator and supervisor levels is a key

supervised institutions and at
factor. The consequences of serious risk
management failures or lax regulation or
supervision can be devastating as the
current international financial crisis clearly
demonstrates. The sub-prime mortgage
loan problems in the United States, which
started on a relatively small scale, spread
to other countries around the globe via
securitization and eventually led to the
collapse of Lehman Brothers in September
2008. The failure of this systematically
important investment bank has caused
the equivalent of a financial tsunami and
brought the global financial system to the
brink of a total collapse. Massive liquidity
injections into the financial system by the
monetary authorities and unprecedented
government support in the form of

guarantees, loans, and capital
participations prevented a total break-
down of the global financial system. Most
if not all of the banks that failed or that
had to be rescued had inadequate risk

management systems in place.

The notion of some institutions being “too
big to fail” has now moved in the direction
of “too big to rescue”. The current debate
is whether international banks and other
financial institutions should be allowed to
grow that big, posing thereby enormous
risks to the global financial system in case
of a failure. In light of the recent
developments, it is expected that the
financial and also the regulatory and
supervisory will

landscapes change
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enormously. This region also saw some of
the

financial

regionally systemically important

institutions face problems.
Lessons have to be learnt on how to
prevent this from happening again.
Tighter regulation and supervision can
only be part of the answer. | believe that it
is equally important to develop better risk
management systems both at the financial
the

supervisor levels, and to implement sound

institutions  and regulator and
corporate governance practices and more

transparency.

| have gone through the agenda and see
that many of the topics | lightly touched
upon will be discussed in more depth
during this week. Seminars like these are
very useful to not only enlighten us on the
different
issues, but also to see how other countries

regulatory and supervisory
handle the issues at hand and to discuss
with each other the best practices to be
followed. Also, these types of meetings
are important to foster close cooperation
within our region. The regulation and
supervision of regional and international
players can only be effective if there is a
strong spirit of cooperation and
information exchange between the home
and host supervisors. It is of utmost
importance that we as regulators and
supervisors have a thorough under-
standing of the business models of the
financial institutions we regulate and
supervise and see to it that the risks these
institutions take are within the norms and

limits set and also are properly managed



and disclosed to all stakeholders, including

the regulators and supervisors.

Let me now conclude by wishing you all
stimulating and fruitful discussions in the
days ahead and a very pleasant stay in
Aruba. Even though | recognize that you
have a very busy program, | would like to
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encourage you to find some time to
explore and sample all the wonderful
delights our beautiful “One Happy Island”
Aruba has to offer.

| thank you for your attention.

Aruba, November 2, 2009
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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 (€] e ()} 4) period (€} e @) 4 ®)
2007 January 17.0 98.92 434 1999 January 7 USD 26.9 8.090
January 23.0 98.93 4.35
April 17.0 98.93 434 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 98.84 463
October 17.0 98.86 459 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 98.86 459 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 99.43 231 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
September 12 Afl. 29.0 6.925
December 5 Afl. 40.0 7.000
December 5 Afl. 20.0 7.000
6-month cash loan certificates
2006 March 9 Afl. 24.4 7.250
Date of Amount Average Yield June 12 Afl. 34.3 7.500
issue (Afl. price per  per annum August 10 Afl. 75.0 7.500
million) Afl. 100 (%) November 12 UsSD 92.9 6.550
End of 2007 June 4 Afl. 19.2 6.000
period 1) ) ?3) 4 August 10 Afl. 50.0 7.000
November 12 usD 82.0 6.500
November 11 Afl. 175 7.500
2006 June 8.0 97.96 441
December 8.0 98.46 2.56 2008 March 10 Afl. 339 7.125
May 10 Afl 50.0 7.000
2007 June 8.0 97.75 4.60 September 5 USD 102.6 6.050
December 8.0 97.61 4.89
2009 February 6  Afl 236 5.750
2008 June 8.0 98.55 2.97 February 10 Afl 133.9 6.750
2009 September 8.0 99.51 0.99
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*Including loans which are tradable.

= 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
(CoICcop) 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.

(1) 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.).

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
related to the hotel guarantee issue and the
APFA debt conversion.
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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.ie. (not included
elsewhere) is a residual, and thus includes
errors and omissions. In 2000 and the fourth
quarter of that year, the Afl. 36.7 million



debt settlement resulting from the
separation of funds associated with the
Status Aparte of Aruba in 1986 was
reclassified from a current transfer in the
“items not included elsewhere” to a
repayment of debt in the item “net foreign
capital”.

Lending minus repayments

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

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

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
This table provides a detailed overview of

the total government revenue, subdivided
into taxes, nontax revenue and grants.
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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)
cover all changes in claims on and liabilities to
nonresidents of the Bank denominated in
foreign currencies, as well as changes in
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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 freezone 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





