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1. DEVELOPMENTSIN THE THIRD QUARTER OF 2005

1.1 Introduction

Available information indicate a general favorable development in the economic
activities in the third quarter of 2005. In the Bank’s Businesses Perception Survey,
conducted in the same quarter, businesses again reported being optimistic about the
current state of the economy, as well as the short-term economic outlook. However,
the level of optimism is lower when compared to the third quarter of 2004. In
addition, activities in the construction sector remained upbeat. On the other hand, the
tourism sector performed less favorably. Both the number of stay-over visitors and
their nights spent on the island declined by 5 percent and 2 percent, respectively.
Furthermore, the hotel occupancy rate recorded a dight decline of 1.3 percentage
points to 79.6 percent in the third quarter of 2005, while growth in gross tourism
receipts slowed down to 8 percent, from 18 percent ayear earlier.

Rising energy pricesled to a 3.7 percent jump in the quarterly average consumer price
index, the highest rate in the past nine quarters. Consequently, the inflation rate,
measured on a 12-month basis, accelerated by nearly 1 percentage point to 3.2
percent, compared to a year earlier, and is dightly below that of Aruba’s maor
trading partner, the United States. Excluding the energy-related components and
compared to a year earlier, the inflation rate slowed down by 0.4 percentage point to
1.7 percent.

In the external sector, transactions led to an Afl. 16 million surplus, following an Afl.
49 million deficit in the third quarter of 2004. The current account deficit widened
further to Afl. 260 million, up from Afl. 13 million a year earlier. The capital and
financial account (including items not yet classified), on the other hand, recorded a
significant turnaround from an Afl. 36 million deficit to an Afl. 276 million surplus,
largely resulting from transactions in the oil sector as well as higher surpluses in
direct and portfolio investment accounts. Consequently, the net international reserves
of the monetary sector increased by Afl. 16 million to Afl. 659 million at end-
September 2005, but were still Afl. 22 million or 3 percent smaller than a year earlier.
This lower level of international reserves resulted despite on 11 percent rise in
tourism receipts in the twelve-month period up to and including September 2005. The
inflow of foreign funds in the third quarter of 2005 was the main factor causing the
Afl. 24 million or 1 percent increase in money supply, which stood at Afl. 2,439
million at end-September 2005.

Thus, alower level of international reserves as of end-September 2005 was registered
despite the sale of Afl. 58 million in foreign exchange by the oil and free-zone sectors
to the commercia banks, and an inflow of foreign funds related to the receipt by the
government of part of the proceeds from a US$ 93 million (Afl. 166 million) bond
issue on the international capital market, in addition to grants received from the Dutch
government in favor of the Fondo Desaroyo Aruba (FDA) and the sale of sharesin a
local hotel to nonresidents. On balance, the transactions of the rest of the economy
(excluding the oil and free-zone sectors) caused an Afl. 80 million decline in
international reserves during the twelve-month period up to and including September
2005, in spite of a still positive growth in tourism receipts during this period, thus

1



indicating a serious imbalance in our monetary sector through excessive government
spending.

Government finances weakened in the third quarter of 2005. The financia deficit
widened markedly to Afl. 54 million in the quarter under review, compared to an Afl.
4 million deficit in the third quarter of 2004. This deterioration happened because,
amongst other, less grants were recelved from the Dutch government for the FDA,
while more was spent on wage-related expenses, outlays for goods and services, and
interest expenditures. The latter is partly the result of a continuing increase in
government borrowings to finance already excessive consumptive spending. When
including the change in the unmet financing requirements, a financial deficit of Afl. 5
million was posted compared to a surplus of Afl. 2 million in the third quarter of
2004.

Compared to the third quarter of 2004, total government debt surged by Afl. 177
million (or 11 percent) to Afl. 1,836 million, which reflected largely the
aforementioned bond issue on the international capital market in September 2005. As
a result, even while the economy is still showing a positive growth rate, the debt-to-
GDP (2005) ratio rose further to 45 percent (third quarter 2004 : 43 percent).

1.2 Thereal sector

Business Perception Index

Businesses in general continued to be confident about the economy in the quarter
under review, although to a lesser extent than in the corresponding quarter a year
earlier. The indexes on current and short-term economic condition both decreased by
4 percent to respectively 102.5 and 104.1, reflecting subdued optimism across most of
the sectors, in particular “electricity, gas and water supply, manufacture of refined
petroleum products’, “construction”, and “transport, storage and communication”.
This subdued outcome can be indicative to the uncertainties surrounding the
parliamentary elections of September 2005. Consequently, the overall BPS index fell
by 4 percent to 103.3 (statistical annex Table 1.2).

Tourism

In the third quarter of 2005, the number of stay-over visitors decreased by 5 percent
(third quarter 2004 : +12 percent) and their nights spent on the island by 2 percent
(third quarter 2004 : +7 percent). The U.S. market shrank by 8 percent (third quarter
2004 : +14 percent), while the Venezuelan and Dutch markets grew by 1 percent and
2 percent, respectively (third quarter of 2004 : +10 percent and —2 percent,
respectively). Information gathered by the Central Bureau of Statistics on the hotel
sector indicates a 1.3 percentage points decrease in the average hotel occupancy rate
to 79.6 percent in the third quarter of 2005. Preliminary estimates by the Central
Bureau of Statistics indicate that the average daily rate of the hotel sector surged by
22 percent to Afl. 268, while the revenue per available room rose by 7 percent to Afl.
138, compared to the third quarter of 2004. Nonetheless, room tax receipts decreased
by 1 percent to Afl. 7 million, which isin line with the decreased occupancy rate of the
hotels. Gross tourism receipts, as recorded in the balance of payments, grew by 8
percent to Afl. 449 million, compared to an 18 percent increase in the corresponding
quarter a year earlier. Their share in total current account receipts (excluding the oil
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and free-zone sectors) remained unchanged at 78 percent (Table A and statistical
annex Tables1.4 and 1.5).

The number of cruise passengers dropped markedly by 31 percent in the third quarter
of 2005, in contrast to a 16 percent increase in the corresponding quarter of 2004.
Despite this significant decrease, port calls went up by 14 percent, because more
smaller ships included Aruba into their itinerary compared to the corresponding
guarter ayear earlier.

Table A: Indicators of tourism activity

2003 2004 2005
2003 2004 " " I "

1. a Tourism receipts (x Afl. million) 1) 15223 18773 354.6 4169 4662 4492

b. Tourism expenditures (x Afl. million) 2) 1,159.5 14542 2749 3252 3466 n.a
2. Stay-over visitors (x 1,000) 6419 7282 1710 1908 1830 1809
3. Market shares (in percentage)

a  United States 724 735 67.1 68.8 77.0 66.7

b. Venezuda 8.5 81 12.9 12.7 5.8 135

c. The Netherlands 5.7 5.2 5.8 5.1 5.2 55

d. Canada 2.7 2.8 17 17 2.2 15

e. Colombia 18 15 14 15 1.3 2.1

f. Other countries 8.9 8.9 111 102 85 10.7
4. Visitor nights (x 1,000) 5097.6 56399 13608 14587 13459 14234
5. Average nights spent 79 17 8.0 7.6 74 7.9
6. a Receipts per visitor night (Afl.) 299 333 261 286 346  315.6

b. Average daily expenditure (Afl.) 3) 186 207 166 186 210 n.a
7. Average hotel occupancy rate 74.4 80.7 77.6 80.9 80.4 79.6
8. Averagedaily hotel rate (Afl.) 4) 239 259 195 220 269 268
9. Revenue per available room (Afl.) 4) 123 147 108 129 139 138
10. Room tax receipts (x Afl. million) 5) 25.6 30.5 6.0 72 72 71
11. Cruisevisitors (x 1,000) 5423 576.3 69.9 812 1122 56.2
12. Number of cruise ship calls 315 318 39 37 64 12
13. Contribution to current account 6) 75 79 73 78 79 78

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

1) Gross receipts from stay-over and cruise tourism, as well as other tourism-related income as recorded on a cash
basisin the balance of payments.

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

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

4) Including time-shares units.

5) Excluding tax receipts related to previous periods.

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



Construction

The activities of the construction sector showed some strengthening in the third
guarter of 2005, despite the flattening of the import of cement. The number of
electrical installations approved by the Department of Technical Inspection grew by
10 percent, due mainly to the category “other”, which includes schools and
government buildings. The number of construction permits granted soared by 27
percent, primarily because of an expansion in the category “houses’. In contrast, the
construction value of the building permits shrank by 28 percent, reflecting an increase
in intended construction of lower cost housing (statistical annex Table 1.8).

Utilities

The weighted utilities consumption index for the third quarter of 2005 could not be
calculated for this publication, because the information on gas consumption was not
yet available. Other available indicators show that electricity consumption rose by 6
percent, in the third quarter of 2005, compared to 3 percent in the corresponding
quarter of 2004. Water consumption went up by 1 percent (third quarter of 2004: +1
percent) (statistical annex Table 1.9).

Oil sector

In the third quarter of 2005, the refinery’s throughput volume rose by 2 percent.
Export revenues from refined oil products jJumped by 56 percent to Afl. 2,266 million
(third quarter of 2004: +157 percent), as a result of higher oil prices on the
international market. Also, payments for imported crude oil went up significantly, i.e.,
by 47 percent to Afl. 1,804 million (third quarter of 2004: 113 percent). At the end of
September 2005, 686 persons were directly employed at the refinery, i.e., 24 persons
more than in the corresponding period of 2004 (statistical annex Table 1.12).

Merchandise trade

Trade figures on a transaction basis, as compiled by the Central Bureau of Statistics,
indicate that merchandise imports (excluding mineral fuels and free-zone goods)
surged by 23 percent to Afl. 418 million, largely because of increased imports of
“machinery and electrotechnical equipment”, “base metals and derivated works’,
(both related to special construction activities), “transport equipment” (mainly cars),
and “ other goods’. Merchandise exports decreased by 1 percent to Afl. 11 million. On
balance, the trade deficit widened significantly, i.e., by Afl. 78 million or 23 percent
to Afl. 407 million (statistical annex Tables 1.10 and 1.11).

Price developments

In the third quarter of 2005, the quarterly average increase in the consumer price
index reached 3.7 percent, which is 0.8 percentage point higher than the
corresponding quarter a year earlier. This increase was mainly attributed to a steeper
price increase in the category “housing”, which on its turn was influenced by higher
water and electricity tariffs (Table B and statistical annex Tables 1.6 and 1.7). Price
increases in the categories “food” and “transport and communication” were also
major contributors to the rising inflation. The latter was in part attributed to increased
prices for gasoline (and related products), following steep increases in petroleum
prices on the international market. On a twelve-month basis, the inflation rate
accelerated further by almost 1 percentage point to 3.2 percent. When adjusting for



Table B: Consumer priceindex

(Percentage change)
2003 2004 2005
2003 2004 Il Il 1 Il
(Period average)
Total index 36 25 31 29 35 37
a Food 31 3.9 3.6 3.7 33 3.7
b. Beverage & tobacco 4.4 0.6 5.2 0.0 12 20
c. Clothing & footwear 45 3.8 4.4 4.1 1.0 -0.1
d. Housing 5.7 21 3.6 35 7.1 7.7
€. Housekeeping & furnishing 2.7 20 2.6 20 21 17
f. Hedlth 0.0 0.0 0.0 0.0 0.0 0.0
g. Transport & communication 2.8 24 24 2.7 3.0 34
h. Recreation & education 24 25 22 29 23 26
i. Other 26 15 25 15 22 23
(Twelve-month average)
Aruba 36 25 41 23 30 32
United States 23 27 23 23 30 33
Curacao 20 14 23 11 22 28
The Netherlands 21 12 23 14 14 15

Real exchangerateindex (1995=100) 1y 1052  105.0 105.1 105.1 1050 1050
Source: CBA; CBS Aruba; CBS Netherlands Antilles; U.S. Bureau of Labor Statistics; CBS the Netherlands.

1) Reativetothe U.SA. Based on CPl 12-month averages.

the energy-related components (water, electricity, and gasoline), the inflation rate
slowed down by 0.4 percentage point to 1.7 percent.

In the third quarter of 2005, the 12-month average inflation was virtually equal to that
of the United States, i.e.,, Arubas main trading partner. Consequently, the real
exchange rate index of the Aruban florin against the U.S. dollar remained
practically unchanged at 105.0. The inflation differential with Curagao narrowed by
0.8 percentage point to +0.4 percentage point, while the inflation differential with the
Netherlands widened by 0.8 percentage point to +1.7 percentage points.

1.3 Money and credit

Changesin the money supply

In the third quarter of 2005, money supply grew by Afl. 24 million or 1 percent to
Afl. 2,439 million compared to the preceding quarter (Table C and statistical annex
Tables 2.1, 2.2 and 2.3). This rise was due to an Afl. 49 million or 4 percent increase
in quasi-money, as both savings and time deposits denominated in Aruban florin went
up. In contrast, narrowly-defined money contracted by Afl. 25 million or 2 percent,
due to decreases in demand deposits denominated in both Aruban florin and foreign
currency.

The increase in money supply was primarily caused by an Afl. 16 million (2 percent)
net inflow of funds from abroad. This inflow was related to the partial receipt of the
proceeds from a US$ 93 million bond issue by the government on the international
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capital market, grants from the Dutch government in favor of the Fondo Desaroyo
Aruba, and the sale of its shares in a local hotel to nonresidents. Still, the official
reserves of the Bank decreased by Afl. 7 million (1 percent) to Afl. 617 million. The
latter amount is equal to 94 percent of the aggregated net foreign assets of the
monetary system. Net foreign assets held by the commercial banks rose by Afl. 22
million (115 percent) to Afl. 41 million. At end-September 2005, total net foreign
assets (excluding revaluation differences of gold and officia foreign exchange
holdings) amounted to Afl. 659 million, which is 3 percent lower than at end-2004,
even though gross tourism receipts increased during this period. In the quarter under
review, the ratio of net foreign assets to money supply stood at 27 percent, similar to
the ratio in the second quarter of 2005 (statistical annex Table 2.4).

The increase in the money supply was also attributed to an Afl. 8 million increase in
net domestic assets. Commercia bank credit granted to the private sector went up by
Afl. 57 million or 3 percent, because of increases in consumer credit, housing
mortgages and loans to enterprises of Afl. 22 million (4 percent), Afl. 18 million (3
percent), and Afl. 4 million (0.5 percent), respectively. Also, non-credit-related
balance sheet items rose by Afl. 12 million. On the other hand, net bank claims on the
public sector fell by Afl. 61 million, because of an Afl. 34 million decrease in gross
claims on the public sector, following the repayment of two bridge loans in August
2005, and an Afl. 27 million rise in its deposits, which resulted from an Afl. 12
million (EUR 6 million) receipt in grants from the Dutch government in favor of the
Fondo Desaroyo Aruba (FDA) and the deposit of the government’s own part in this
fund amounting to Afl. 20 million.

Table C: Causes of changesin money supply

(In Afl. million)
2003 2004 2005
2003 2004 11 11 ] 11
1. Net domestic money creation 2417 51.3 974 44.8 75.2 80
a Net domestic credit 218.5 117.1 88.6 51.6 69.6 -4.5
-Public sector 193 213 271 48 394 -61.4
-Private sector 1992 958 615 468 302 56.9
b. Other domestic factors 23.2 -65.8 8.7 -6.8 5.6 12.4
2. Inflow of foreign funds ) -61.2 199 -38.2 -494 -62.6 15.6
a. Current account transactions -269.1 23.2 -177.3 -13.1 -83.2 -260.4
b. Net foreign capita 2) 207.9 -3.3 139.1 -36.3 20.6 275.9
3. Broad money creation 180.5 711 59.2 -4.6 125 235
a Money 88.7 27.6 48.8 -26.7 -10.7 -25.2
b. Quasi-money 91.8 435 104 221 232 48.8
(12-month percentage change) (8.9 (3.2 (10.2) (3.3 (6.9 (8.2

Source: CBA.

1) Revauation 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 and errors and omissions.



Interest rates

In the third quarter of 2005, the commercial banks' interest margin, measured as the
difference between the weighted average lending rate and deposit rate of new
transactions, remained virtually unchanged at 7.1 percent, compared to the second
quarter of 2005 (statistical annex Table 6.1). The average lending rate stood at 11.4
percent (second quarter of 2005: 11.2 percent), while the average interest rate on
depositsincreased slightly by 0.4 percentage point to 4 percent, because of an increase
in interest rates on long-term time deposits.

The Bank’s interest rates on time deposits, which are linked to corresponding rates of
the Federal Reserve Bank of New York, continued to increase moderately (statistical
annex Table 6.3). The cost of short-term government borrowings on 3-month treasury
bills showed an increasing trend during the course of 2005. The weighted average
yield on this paper amounted to 2.50 percent in the period January-October 2005,
compared to 1.97 percent in the corresponding period of 2004. The short-term
borrowing costs on cash loan certificates mitigated somewhat in June 2005, when Afl.
8 million in this paper yielded 3.21 percent, against 3.30 percent for the December
2004 issue. The average yield of long-term government financing stood at 6.3 percent
in 2005, compared to 6.8 percent in 2004. The government also issued a 10 year US$
93 million in bonds at an annual fixed rate of 6.4 percent on the international capital
market in August 2005.

1.4 Nonmonetary financial institutions

The balance sheet

In the third quarter of 2005, the aggregated assets of nonmonetary financial
institutions expanded by Afl. 67 million or 4 percent to Afl. 1,915 million compared
to the previous quarter. This increase resulted mainly from an Afl. 46 million or 9

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

2004 2005
| ] I v | ] I
1. Net foreign assets 4454 446.4 446.4 489.8 491.0 488.5 534.9
2. Domestic assets 1,260.3 1,300.0 1,3334 1,347.4 1,3044 13595 1,380.1
a. Government 499.9 534.0 553.2 551.1 571.2 602.2 620.5
b. Private sector 760.4 766.0 780.2 796.2 733.2 757.3 759.6
3. Total assets=total liabilities 1,705.7 1,746.4 1,779.8 18372 1,7955 11,8480 1,915.0
4. Borrowings and deposits 61.9 63.2 63.9 64.0 39.7 394 395
a. Government 36.7 36.7 36.7 36.7 36.7 36.7 36.7
b. Other residents 25.2 26.5 27.2 27.3 3.0 2.7 2.7
5. Pension fund provisions 1,285.8 1,287.3 1,3286 1,379.1 14099 1403.0 1,468.8
6. Insurancereserve fund 287.3 291.9 295.6 288.4 296.4 300.2 301.2
7. Other items, net 70.7 104.0 91.8 105.7 495 1055 1055

Source: CBA.

1) Comprise a mortgage bank, pension funds (including the APFA), life insurance companies, finance
companies, the AIB Bank, the Social Security Bank, and IBA Corporation N.V.
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percent rise in the net foreign assets of the nonmonetary financial institutions and an
Afl. 18 million increase in claims on the public sector. The net foreign assets of these
institutions amounted to Afl. 535 million, which is nearly thirteen times higher than
the net foreign assets of the commercial banks. On the liability side, pension fund
provisions rose by Afl. 66 million (5 percent), while the insurance reserve fund
remained virtually unchanged (Table D and statistical annex Table 5.1).

The mortgage market

In the third quarter of 2005, housing mortgage lending by commercial banks and
pension funds went up by Afl. 18 million (3 percent) and Afl. 4 million (3 percent),
respectively, compared to the previous quarter. The housing mortgage loan portfolio
of life insurance companies remained virtually unchanged. Consequently, the share of
nonmonetary financial institutions in the total housing mortgage portfolio decreased by
one percentage point to about 37 percent (Table E).

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

2004 2005
I I Il v I I Il
1. Total 1,009.8 1,012.3 1,035.9 1,052.0 1,062.0 1,075.6 1,095.2
2. Commercial banks 556.9 554.6 573.7 580.6 663.7 6729 690.8
3. Mortgage banks 2715 2787 2804 2835 2101 2101 2101
4. Pension funds 975 1021 104.7 1134 113.9 119.0 122.9
5. Life insurance companies 611 604 509 574 56.9 559 553
6. Other 169 164 17.2 17.1 175 17.7 16.2

Source: CBA.

1.5 Government finance

Financial operations

In the third quarter of 2005, total government revenues decreased by Afl. 9 million or 4
percent to Afl. 229 million compared to the corresponding quarter of 2004. This
decline resulted mainly because the Fondo Desaroyo Aruba (FDA) received 9 million
euros (Afl. 19 million) less in contribution from the Dutch government for the
financing of certain development projects compared to the corresponding period a
year earlier. The decrease is according to the phase-out arrangement between the
Dutch and Aruban government, whereby the annual contribution from the
Netherlands will be reduced over a 10-year period and that of Aruba will increase
accordingly. In addition, receipts from foreign exchange tax declined by Afl. 6
million (46 percent). These decreases were offset in part by rises in revenue from
income and profit taxes, commodity taxes, and property taxes of Afl. 7 million (9
percent), Afl. 7 million (12 percent), and Afl. 3 million (26 percent), respectively
(Table F and statistical annex Tables 7.1 and 7.2).

The increase in income and profit tax receipt resulted mainly from an Afl. 8 million or
14 percent expansion in wage tax revenues. Moreover, the higher revenues from taxes
on commodities were owed primarily to an Afl. 6 million or 20 percent rise in income
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TableF: Government financial operations 1)

(In Afl. million)
2003 2004 2005
2003 2004 Il Il 1 Il

1. Revenue 986.5 829.6 207.8 238.3 2384 2294

a Tax revenue 687.4 707.1 182.6 178.6 203.0 189.3

b. Nontax revenue 2) 299.1 1225 252 59.8 35.4 40.0
2. Expenditures 9171 1,1739 2224 2364 2781 2811
3. Lending minus repayments 3) -103.1 10.2 13.0 6.1 14 21
4. Financial deficit (-) 1724  -3545 -27.6 -4.2 -411 -53.8
5. Net foreign capital -200.6 96.5 04 0.0 0.3 79.4
6. Net domestic capital 4) 9.0 236.7 01 -0.6 14 35.7
7. Net recourse to the monetary -193 -21.3 -27.1 -4.8 -394 61.4

system (-)
8. Memorandum item

a Unmet financing requirements 5) 281.7 152.9 325.8 288.2 178.0 129.1

b. Financid deficit (-) 6) 150.9 -225.7 -40.7 15 -81.6 -4.8

Source: Department of Finance; Tax Collector’s Office; APFA; CBA.

1) Prdiminary figures and estimates on a cash basis, including imputed noncash transactions such as the transactions
related to the hotel guarantee issue and the APFA debt conversion.

2) Including grants and debt forgiveness.

3) Includes payments due to loans made and equities purchased from officia 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 capitd atracted from nonmonetary sectors. Commercid bank loans to the government areincluded in item 7.

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

from import duties. In addition, the growth in property tax income was ascribed
mainly to Afl. 2 million (47 percent) higher land tax receipts.

Total expenditures (including net lending), as estimated by the Bank, rose by Afl. 45
million or 19 percent to Afl. 281 million in the period under review, compared to the
third quarter of 2004. Provisional data provided by the Department of Finance show
that this increase was mainly the result of an Afl. 42 million surge in contribution to
the Genera Health Insurance (AZV), reflecting largely a transfer in the third quarter
of 2005 to cover the institution’s operational deficit incurred in 2004. Furthermore,
outlays for wage-related expenses, interest costs and goods and services went up by,
respectively, Afl. 4 million (4 percent), Afl. 4 million (30 percent), and Afl. 2 million
(5 percent). On the other hand, the categories “items not included elsewhere” and net
lending fell by Afl. 7 million and Afl. 4 million, respectively. The latter category
shrank because an increase in lending was offset completely by the sale of
government-held sharesin alocal hotel.

As aresult of the lower government revenues and the higher spending, the financial
deficit of the government widened markedly to Afl. 54 million in the quarter under
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review, up from Afl. 4 million in the third quarter of 2004. Outstanding unmet
financing requirements fell by Afl. 49 million to Afl. 129 million compared to the
preceding quarter. This decrease was caused mainly by an Afl. 28 million decline in
payment arrears to government-related institutions (including the AZV). Moreover,
payment arrears to the APFA, consisting mainly of premiums and cost of living
allowance, decreased by Afl. 13 million, while suppliers’ credit shrank by Afl. 8
million. When including the change in the unmet financing requirements, a financial
deficit of Afl. 5 million was posted compared to a surplus of Afl. 2 million in the third
quarter of 2004.

In the quarter under review, total financing needs of the government reached Afl. 173
million, consisting of the Afl. 54 million financial deficit mentioned earlier and the
repayment of Afl. 119 million in maturing debt. The latter included an Afl. 81 million
bridge loan. These financing needs were covered largely by an US$ 93 million (Afl.
166 million) bond issue on the international capital market in September 2005. Part of
the proceeds of this bond issue, i.e. US$ 24 million (Afl. 42 million), was deposited
on aforeign bank account of the government. In addition, an Afl. 29 million private
loan was acquired in the quarter under review. Government’s deposits at the local
banking system rose by Afl. 27 million to Afl. 141 million at end-September 2005,
due to contributions from the Dutch and Aruban governments.

Outstanding debt

In the quarter under review, outstanding government debt surged by Afl. 177 million
or 11 percent to Afl. 1,836 million compared to the third quarter of 2004. This
outcome was brought about mainly by an Afl. 98 million (12 percent) rise in foreign
debt, due largely to the aforementioned US$ 93 million (Afl. 166 million) bond issue
on the international capital market in September 2005, which was offset in part by the
yearly repayment of loans from the Dutch government in the framework of
development aid from the Netherlands in December 2004 and the repayment of a US$
20 million (Afl. 36 million) bond that matured in the third quarter of 2005. On
balance, total foreign debt reached Afl. 932 million at the end of September 2005,
representing 51 percent of the total debt of the government (Table G and statistical
annex Table 7.4).

In addition, the domestic debt component went up by Afl. 78 million (9 percent) to
Afl. 904 million compared to the third quarter of 2004. An Afl. 90 million surge in
the negotiable debt component contributed to this increase, which was brought about
by two bond issues in early 2005, both amounting to Afl. 40 million. The proceeds
from these bonds were used mainly to cover the budget deficit and to repay maturing
debt. In addition, as part of a debt conversion agreement with APFA, an Afl. 34
million bond was issued at end-2004 to replace part of the non-negotiable debt to that
institution. The non-negotiable domestic debt component, on the other hand, declined
by Afl. 12 million or 2 percent. This decrease was accompanied by a notable shift in
the maturity items of this debt. The short-term non-negotiable debt component fell by
Afl. 181 million, reflecting mainly an Afl. 186 million decrease in arrears to APFA
which, following the earlier mentioned debt conversion agreement, was partly
replaced by a long-term non-negotiable debt. In contrast, suppliers credit rose by
Afl. 21 million (41 percent). The long-term non-negotiable debt component surged by
Afl. 169 million, largely as a result of an Afl. 220 million loan facility by APFA on
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behalf of the government in December 2004 as part of the above-mentioned debt
conversion agreement. Part of this facility was used to settle existing loans with
APFA totaling Afl. 55 million. In contrast, Afl. 22 million in private loans were
repaid in the first quarter of 2005. However, this effect was offset by the acquirement
of another private loan amounting to Afl. 29 million in the third quarter of 2005,
which was transferred to the General Health Insurance (AZV) to cover its deficit of
2004.

Table G: Outstanding gover nment debt
(End of period, in Afl. million)

2004 2005
I 1 Il v I 1 Il

1. Total debt 14815 16547 16596 17002 16876 17638 1,836.1
2. Domestic debt 768.7 824.8 825.6 864.7 8645 9531 903.8
a Negotiable 2185 276.4 286.9 320.9 3587 3681 377.1

- Tressury bills 400 400 400 400 400 400 400

- Cash certificates 80 80 80 80 80 80 80

- Government bonds 1705 2284 2389 2729 310.7 320.1 320.1

b. Non-negotiable 550.2 548.4 538.7 543.8 505.8 585.0 526.6

- Short-term 1) 3159 315.0 3102 1529 1375 2140 1291

- Long-term 2343 2334 2285 390.9 368.3 3710 397.6

3. Foreign debt 2) 712.9 829.9 834.0 835.6 8232 810.7 932.3

Source: Department of Finance; APFA.

1) Including suppliers' credit and short-term debt to the APFA.
2) At end-of-period exchange rates.

1.6 Balance of payments

Overall outcome

In the third quarter of 2005, the balance of payments registered an overall Afl. 16
million surplus, in contrast to an Afl. 49 million deficit in the corresponding period of
2004 (Table H and statistical annex Table 8.1). This outcome was caused by a
significant turnaround in the capital and financial account (including items not yet
classified), i.e., from an Afl. 42 million deficit in the third quarter of 2004 to an Afl.
263 million surplus in the period under review. The current account deficit, however,
widened markedly by Afl. 247 million to Afl. 260 million, significantly mitigating
mentioned surplus on the capital and financial account.

Consequently, net foreign assets of the monetary sector (excluding revauation
differences of gold and officia foreign exchange holdings) increased to Afl. 659
million at the end of September 2005, but remained Afl. 22 million or 3 percent lower
than the level recorded a year earlier. The latter decline in reserves on an annual basis
occurred in spite of the net sale of Afl. 58 million in foreign exchange by the oil and
free-zone sectors to the commercia banks in the 12-month period up to and including
September 2005. As a result, net external transactions of the rest of the economy
(excluding the oil and free-zone sectors) led to an Afl. 80 million decline in
international reserves, notwithstanding the inflow of part of the proceeds from an US$
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Table H: Balance of payments

(In Afl. million)
2003 2004 2005
2003 2004 Il Il Il Il

1. Current account (net) -269.1 232 -177.3 -13.1 -83.2 -260.4
a. Oil sector 62.4 247.6 -64.4 104.5 24.2 -134.4

b. Free zone 12.6 11.9 -4.2 -0.9 -3.2 5.8

c. Rest of economy -3440 -2364 -108.7  -116.7 -104.1  -131.7

- Private sector 2199  -1112 65.3 789 -80.8 923

- Public sector -124.1 -125.2 -43.4 -37.8 -23.3 -394

2. Capital and financial account (net) 174.8 -146 1384 -42.3 202 2630
a. Oil sector 794  -181.1 148.3 -92.0 -17.0 131.8

b. Free zone -1.2 2.4 -0.1 -0.2 0.0 -0.2

¢. Rest of economy 96.6 168.9 -9.7 49.9 37.2 131.4

- Private sector 1131 410 -10.1 191 248 39.6

- Public sector -16.5 1279 04 308 124 91.8

3. Iltems not yet classified 1) 331 11.3 0.7 6.0 04 12.9
4. Overall balance (1+2+3) -61.2 19.9 -38.2 -494 -62.6 15.6
5. Banking transactions 2) -38 -171 12.6 21.7 49.6 -221
6. Increase (-) in official reservess) 65.0 -2.8 25.6 277 13.0 6.6

Memorandum items:
7. Officia reserves (including gold) 4) 6089 6144 589.3 673.1 690.9 690.4

8. a Total reserves of the monetary sector 5) 7003 7229 6535 7435 7102 7318
b. In months of merchandise imports 6)

- End-of-period 58 56 58 6.2 55 6.0
- 12-month average 6.6 6.2 6.8 64 58 58
¢. In months of import payments 7)
- End-of -period 32 30 31 33 30 30
- 12-month average 36 34 37 35 32 31
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 officid foreign exchange holdings.
4) Including revaluation differences of gold and officia foreign exchange holdings.
5) Including gold.

6) Excluding the oil sector.

7) Totd current account payments (excluding oil sector).

93 million (Afl. 166 million) bond issue by the government on the international
capital market in September 2005 and an 11 percent increase in tourism receipts in the
12-month period up to and including September 2005.

Oil sector
The current account of the oil sector turned around from an Afl. 105 million surplus
in the third quarter of 2004 to an Afl. 134 million deficit in the quarter under review.

This deficit was caused partly by an Afl. 351 million deficit in the income account
resulting from payments of dividend to abroad. In addition, the services
account deficit widened by Afl. 110 million to Afl. 211 million, following an increase
in payments to abroad for import-related freight services. Export receipts from refined
oil products and goods procured in ports surged by Afl. 631 million or 53 percent
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(third quarter 2004: +Afl. 552 million or +85 percent), while import payments for
crude oil and other goods went up by Afl. 390 million or 40 percent (third quarter
2004 +Afl. 356 million or +57 percent). Thus, the surplus on the merchandise
account of the oil sector rose further by Afl. 240 million to Afl. 458 million.

On the other hand, the capital and financial account balance recorded an Afl. 132
million surplus, reflecting adrop in foreign bank deposits. The oil sector bought, on
balance, Afl. 3 million in foreign exchange from the local commercial banks during
the third quarter of 2005.

Free-zone sector

The external transactions of free-zone companies led to an Afl. 6 million overall
surplus in the third quarter of 2005, compared to an Afl. 1 million deficit in the
corresponding quarter of 2004. This improvement was brought about by a turnaround
in the current account of this sector, i.e., from an Afl. 1 million deficit in the third
guarter of 2004 to an Afl. 6 million surplus in the quarter under review. This
turnaround was largely the result of an Afl. 8 million increase in merchandise export
receipts, which was only partially offset by an Afl. 1 million increase in merchandise
import payments. Consequently, Afl. 6 million in foreign exchange was sold to the
local commercial banks.

Rest of the economy

In the third quarter of 2005, the current account deficit of the rest of the economy
(i.e., excluding the oil and free-zone sectors) widened by Afl. 15 million or 13 percent
to Afl. 132 million, compared to the corresponding quarter of 2004. This outcome
was partly the result of an Afl. 10 million decrease in the services account surplus-
despite an 8 percent increase in gross tourism receipts—largely because of higher
outlays by residents related to travel and business services. In addition, the
merchandise account deficit expanded further from Afl. 301 million in the third
quarter of 2004 to Afl. 308 million in the quarter under review, mainly resulting from
Afl. 7 million higher import payments. In contrast, the deficit on the current transfers
account narrowed to Afl. 29 million in the quarter under review, down from Afl. 36
million in the corresponding period a year earlier. This improvement resulted because
of Afl. 6 million more in current transfer receipts from abroad, while Afl. 1 million
lessin foreign current transfer payments were made.

The surplus on the capital and financial account of the rest of the economy surged by
Afl. 82 million to Afl. 131 million, compared to the third quarter of 2004. This
outcome was brought about mainly by higher surpluses on both the direct investment
account and the portfolio investment account. The nearly doubling of the surplus on
the direct investment account to Afl. 90 million was mainly realized because of higher
receipts from equity investments as well as a rise in other direct investment in Aruba,
in particular in real estate. The Afl. 90 million higher surplus on the portfolio account
reflected in part the Afl. 166 million (US$ 93 million) government bond issue on the
international capital market mentioned earlier. This effect was partly offset by the
repayment of an Afl. 36 million (US$ 20 million) on government bonds held by
nonresidents and the purchase of local corporate bonds by resident companies from
nonresidents. In contrast, the deficit on the other investment account rose by Afl. 30
million to Afl. 64 million in the quarter under review, reflecting mainly a rise in
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balances of residents’ foreign bank accounts, which was offset in part by a decline in
net repayments on foreign loans held by the private sector. Furthermore, the capital
account surplus narrowed by Afl. 19 million to Afl. 14 million, because |ess grant was
received from the Dutch government for the financing of certain development
projects.

On balance, Afl. 61 million in net outflows to abroad resulting from external
transactions of the rest of the economy in the third quarter of 2004 rebounded into an
Afl. 13 million net inflow in the third quarter of 2005.
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2. Notices and articles






2.1  Monetary policy for 2006
A press release of February 16, 2006

According to preliminary information, economic activities performed rather
satisfactorily in 2005, although at a slightly less buoyant level compared to 2004. The
economy grew by an estimated 3.2 percent in real terms (2004: 3.5 percent) and by
6.6 percent in nominal terms. Due to soaring energy prices, the average inflation rate
accelerated from 2.5 percent in 2004 to 3.4 percent in 2005.

In 2005, the credit portfolio of the commercial banks grew by Afl. 177.6 million or
8.2 percent. This amount exceeds the aggregate credit growth guideline of 6 percent
set by the Centrale Bank van Aruba (the Bank) for 2005 by Afl. 47.4 million or 2.2
percentage points. This development was partly attributed to increases in housing
mortgages and consumer loans of, respectively, Afl. 45.8 million (7.0 percent) and
Afl. 49.4 million (9.7 percent).

The Bank estimates that the overall balance of payments recorded a deficit of
approximately Afl. 39 million for 2005. This means that in spite of the
aforementioned favorable general economic development, there was still a net
outflow of funds to abroad, thus bringing the level of international reserves below that
recorded in 2004. Of more importance is that estimations of the current account
balance of the rest of the economy (excluding the oil and free-zone sectors) show a
deficit of well in excess of Afl. 200 million, which is about 30 percent of Aruba’s
current international reserve position. This deficit came about despite a healthy
growth of around 7 percent on the income side of the current account of the balance
of payments. Therefore, for the fourth consecutive year a large current account deficit
for the rest of the economy was recorded. This is a worrisome development, because
such large deficits are not sustainable in the long run, especially given the small size
of the Aruban economy and its high dependency on the tourism sector, which appears
to show signs of a rather sharp decline during late 2005-beginning 2006.

In 2006, economic growth is expected to decelerate somewhat to 2.4 percent in real
terms, with a projected inflation of around 3.5 percent. Thus, nominal GDP is
expected to increase by about 5.9 percent in 2006. According to preliminary estimates
of the Bank, the current account balance of the rest of the economy (excluding the oil
and free-zone sectors) will again record a notable deficit in excess of Afl. 200 million,
further stimulated by an expansionary fiscal policy.

Considering these circumstances, and based on article 12 paragraph 1 of the State
Ordinance on the Supervision of the Credit System, the Bank has decided to further
tighten its monetary policy. This is necessary in view of the continued excess
liquidity within the banking system, caused by ongoing excessive expenditures by the
government sector. Mentioned excess liquidity on its turn fosters the negative
developments of an excessive outflow of foreign currency on the current account of
the balance of payments.
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The tightening of the monetary policy is particularly geared toward curbing consumer
credit, and mitigating its negative effect on the current account balance and the
international reserves. Specifically, the Bank has decided firstly to lower the
allowable aggregate credit growth by one percentage point to 5 percent, and secondly,
to introduce two separate credit growth ceilings, i.e., one 5 percent growth ceiling
specifically for consumer loans, and one 5 percent growth ceiling for the remaining
credit components (mainly housing mortgages and business loans). Both credit
growth ceilings will be monitored separately on a monthly basis. In the event of an
excess credit growth of either one of the lending limits, a separate penalty fee will be
levied on those individual commercial banks that are responsible for the excess
growth. Effective January 1%, 2006, the penalty fee was raised by 2 percentage points
to 8 percent.

For the time being, the monetary cash reserve requirement will remain unchanged,
but subject to quarterly revisions. As was the case in 2005, there will be no facility
available to create additional credit room by attracting foreign funding in 2006. The
present arrangements on the banks’ so-called B9-position and compensating fee for
any deficiency in the monetary cash reserve requirement have been prolonged.
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22 SOME IMPORTANT DEVELOPMENTS AND ASPECTS WITH
RESPECT TO THE SUPERVISION OF MONEY TRANSFER
COMPANIES IN ARUBA

Speech delivered by Mr. R.J. Ridderstap BA, Senior Financial Examiner of the
Supervision Department, on September 17, 2005 on the occasion of the first
seminar held by Union Caribe N.V. for its personnel on the topic of combating
money laundering and financing of terrorism.

Distinguished guests, ladies and gentlemen,

On behalf of the Centrale Bank van Aruba (the Bank) I thank the management of
Union Caribe N.V. for the invitation to speak to you during this seminar. Today, I
will discuss briefly with you the developments that have led to the introduction of a
law regulating this sector. Subsequently, I will discuss with you some important
aspects of the laws and regulations governing this sector. I will conclude my
presentation with a brief overview on the Bank’s supervisory activities.

1. Growth in the number of money transfer companies

Aruba has experienced an economic boom during the 1990’s, particularly in the
tourism sector. Many foreign workers, especially from Latin America and the
Caribbean, immigrated to Aruba to work mainly in the construction and tourism
sector. In general, these foreign workers make use of the services of the money
transfer companies to send monies to their relatives in their country of origin.
Consequently, the number of companies engaged in money transfer activities have
increased progressively. This development raised concerns, especially since this
sector is vulnerable for illicit activities.

2. FATF evaluation

In 1999, a Financial Action Task Force (FATF) mission evaluated Aruba’s
compliance with the forty recommendations. In the evaluation report prepared by this
mission the view was expressed that money transfer companies should be brought
under some form of regulation. In response to these concerns, money transfer
companies were brought under the State Ordinance on the Obligation to Report
Unusual Transactions (SOORUT). As of May 1999, the money transfer companies
are required to report all unusual transactions to the Financial Intelligence Unit in
Aruba, the so-called “Meldpunt Ongebruikelijke Transacties™.

3. Quick scan survey

The Bank conducted a quick scan survey during the latter part of 1999, to gather
information on the volume and nature of the transactions performed by these
companies. The survey concluded that only a relatively small part of the companies
registered at the Chamber of Commerce as money transfer companies was actually
involved in money transfer activities. The survey also concluded that only a few
companies dominated this sector and that the volume of the monies transferred was
significant. Subsequently, the Bank issued guidelines aimed at improving compliance
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with the foreign exchange regulations, fostering adequate bookkeeping and reporting
practices, and the implementation of sound anti-money laundering policies and
procedures. It was, however, clear that the introduction of a supervisory law to
regulate the money transfer sector was urgently needed in order to be able to
effectively supervise this sector.

4. Special recommendations VI and VII

The call for effective supervision of the money transfer sector clearly accelerated
after the terrorist attack in the United States of America on September 11, 2001. In
the aftermath of the terrorist attacks, the FATF issued additional special
recommendations on combating the financing of terrorism. For the money transfer
sector, special recommendations VI and VII are of particular interest. Special
recommendation VI requires countries to take measures to ensure that persons or
legal entities, including agents, that provide service for the transmission of money or
value, including transmission through informal money or value systems or network,
be licensed or registered. These companies should also be subject to all the FATF
recommendations that apply to banks and non-bank financial institutions.
Furthermore, each country should ensure that persons or legal entities that carry out
this service illegally are subject to administrative, civil or criminal sanctions. Special
recommendation VII requires countries to take measures so that financial institutions,
including money transfer companies, include accurate and meaningful originator
information on funds transfers and related messages that are sent, while this
information should remain with the transfer or related message through the payment
chain.

5. Introduction of a law regulating this sector

In order to comply with FATF special recommendation VI a law to regulate this
sector was drafted. The State Ordinance on the Supervision Money Transfer
Companies (SOSMTC) became effective on August 11, 2003. The Bank is entrusted
with the execution of this ordinance. In accordance with section 2 of the SOSMTC, a
money transfer company must be registered at the Bank before it can conduct money
transfer activities. The criteria to qualify for registration are mentioned in section 3 of
the SOSMTC. The main requirements are that the shareholders and management must
be fit and proper, and the administrative organization and internal controls must meet
the minimum standards set by the Bank, while the integrity of the money transfer
activities conducted must be sufficiently safeguarded. Finally, it is important to note
that the SOSMTC gives the Bank the authority to impose sanctions against a non-
complying money transfer company.

Early 2004, six companies qualified for registration, while two internationally active
money transfer companies, i.e. Western Union International and MoneyGram, were
granted an exemption as meant in section 10 of the SOSMTC. At present, there are
four registered money transfer companies in Aruba. Two companies, mainly as a
result of the relatively high costs involved in complying with the laws and regulations
governing this sector, decided last year to cease their money transfer activities.
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6. Overview of directives and guidelines issued by the Bank

The SOSMTC gives the Bank the authority to issue directives and guidelines in the
areas of administrative organization and internal controls and anti-money
laundering/combating financing of terrorism. Next, I will elaborate somewhat on the
directives and guidelines issued so far by the Bank.

. Administrative Organization guidelines

The guidelines on the conduct of business by and the administrative organization of
money transfer companies lay down compulsory rules for the conduct of business and
the administrative organization of money transfer companies and their branches,
including the financial accounts and the internal control system. The underlying
principle is that money transfer companies are responsible for organizing and
controlling their business processes so that their businesses are conducted in a
reputable manner.

The managing board of a money transfer company is responsible for the day-to-day
management of the institution. This responsibility extends to determining policy,
translating policy into operating measures, and ensuring that these measures continue
to work effectively. The policy principles for the control of integrity risk must be laid
down in a policy plan and worked out in further detail in specific procedures, rules
and standards. The managing board is responsible for the internal control system and
must periodically evaluate its effectiveness and current relevance, and, if necessary,
make adjustments hereto.

. Anti-money laundering/combating financing of terrorism (AML/CFT)
directive

Money laundering and financing of terrorism are serious forms of misuse of the
financial sector. Money transfer companies are particularly vulnerable for these illicit
activities. Therefore, the money transfer companies are required to take steps to
prevent them from being misused for illicit activities. In accordance with our
AML/CFT directive, effective know-your-customer practices must form an integral
part of the risk management and internal control systems of a money transfer
company.

Also, in accordance with the AML/CFT directive, all money transfer companies must
have a compliance officer. This officer must oversee compliance with the internal
procedures established by the money transfer company and the laws and regulations
governing this sector. The compliance officer must lay down its findings in writing
and report these to management. The compliance officer must preferably have some
experience in the area of audit/compliance.

7. On-site examinations and off-site surveillance

The Bank conducts regular on-site examinations at the registered money transfer
companies to monitor compliance with the laws and regulations governing this sector.
These on-site examinations are an important tool for the Bank to monitor the money
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transfer activities and review compliance with the stipulations of the SOSMTC, as
well as its directive and guidelines.

The money transfer companies are required to provide the Bank, on a quarterly basis,
with detailed information on their activities in a standard reporting format.
Furthermore, money transfer companies must submit their certified annual report to
the Bank within six months after the end of each year and also provide it with a
review report containing the findings of the external auditors in the know-your-
customer area. The external auditor must also certify the quarterly report over the last
quarter of each year.

8. Concluding remarks

Since the terrorist attacks in the United States of America in 2001, the international
community has taken steps to regulate the money transfer sector. Aruba has taken
decisive measures by bringing this sector under the scope of the SOORUT and
regulating it through the SOSMTC.

Regular training of money transfer companies’ personnel is of crucial importance to
prevent this sector from being misused for illicit activities. Therefore, the

management of Union Caribe N.V. is to be commended for taking the initiative to
organize this seminar for its employees.

I thank you for your attention.
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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.

47



Explanatory notes to the tables of the
statistical annex

Table 1.1 Gross domestic product and its
components

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

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

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

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

Table 1.5 Consumer price indices

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

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

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

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

=0.8410

Table 1.8 Utilities

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

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

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

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

Table 2.1 Monetary survey

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



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

Net claims on public sector:

Gross claims

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

Net foreign assets:

Centrale Bank van Aruba

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

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

Table 2.3 Causes of changes in broad money

Inflow of foreign funds

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

Table 2.4 Foreign assets

Aruba's net foreign assets consist mainly of
convertible claims on nonresidents and gold.
Aruba has no accounts with the International
Monetary Fund, because it participates in this
institution as part of the Kingdom of the
Netherlands. In contrast to Table 2.1, net
foreign assets in this table include revaluation
differences of gold and official foreign
exchange holdings. Until the end of 2000, the
valuation of gold was determined once every
three years at the lowest yearly average market
price of gold, converted into florin, in the three
calendar years preceding the date of valuation,
less 30 percent. Since December 31, 1998, gold
has been valued at Afl. 368.58 (previously: Afl.
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450.74) per fine troy ounce. Effective
December 31, 2001, gold is valued on a
quarterly basis at the prevailing market rate.
Changes in the valuation of gold are included in
the revaluation account.

Column:

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

Table 3.1 Consolidated balance sheet of the
money-creating institutions

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

Claims on money-creating institutions:
Monetary authorities

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

Other domestic assets
Mainly equipment and miscellaneous items.

Revaluation differences

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

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

Table 3.2 Detailed balance sheet of the
Centrale Bank van Aruba

Columns:

(2) Other
Mainly equipment and miscellaneous items.

(5 and 6) Foreign assets:

Claims on banks

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

Claims on governments

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



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

(13) Official entities
Includes the post office.

(16) Other financial institutions' deposits

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

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

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

Table 3.4 Coins issued

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

Table 4.1 Commercial banks:
account

summary

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

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

Column:

(7) Capital and reserves:
Includes subordinated debt.

50

Table 4.2 Commercial banks: prudential
ratios

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

Table 4.3 Commercial banks: detailed
balance sheet

Columns:

(6 to 9) Loans and advances:

Enterprises

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

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

and

Individuals
Loans and advances to individuals, excluding
mortgages.

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

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

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

(12) Accounts receivable

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

(21) Total assets

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



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

(22 to 25) Demand deposits

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

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

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

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

(32) Capital and reserves

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

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

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

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

Table 5.1 Financial survey

The financial survey provides an overview of
the activity of the financial sector as a whole. It
covers financial positions and transactions of
the financial sector with other domestic sectors
and with the rest of the world. It comprises the
accounts of the Bank, the Treasury (the
government, related only to the issuance of
components of money supply, i.e., coins and

51

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.

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.

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

Lending minus repayments

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

Net Financing

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

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.
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Table 7.2 Government revenue

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

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

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

Table 8.2 Components of the current
account

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

Services:

Transportation

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

Travel

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

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, and other investment. The
latter is subdivided into loans and other
financial transactions.

Banking transactions
See note for Table 8.1.

Table 8.4 Balance of payments by sectors

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

Columns:

Oil sector

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

Free-zone sector

This column covers the international
transactions of the free-zone companies through
the banking system and their foreign 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.o0.b. basis
and are divided into general merchandise,
goods for processing, goods procured in ports
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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

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





