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Survey Of Private Pension Plans In The Bahamas (2005)

Introduction

This article analyzes the results of the Central
Bank’s latest survey (2005) on private (sponsored) pen-
sion plans in The Bahamas. The available database on
these activities now spans thirteen years, starting from
1992. According to the 2005 results, sponsored pension
assets rose at a strengthened pace of 11.9% to approxi-
mately $954 million, consolidating continuous average
yearly gains from an estimated low of $300 million in
1992. Recent annual gains have been supported by the
expansionary trends in the Bahamian economy, which
have resulted in more employees contributing to these
schemes and elevated average returns on invested
assets. The largest concentration of assets and partici-
pants continues to be in plans sponsored by employers in
the tourism, financial services and communications &
utilities sectors. Based on investment patterns, the
largest share of pension assets is still held in Government

bonds and securities, although the proportion of both
these investments as well as bank deposits have de-
creased due to diversification in equities, mutual funds
and other private capital market instruments.

In most instances, private pensions supplement con-
tributory retirement benefits to which Bahamians are
entitled under the National Insurance Board (NIB) Act.
Unlike the mandatory NIB scheme, which uses a formula
to cap contributions and retirement benefits against an
annual income of $20,800, total funding and potential
benefits from sponsored schemes continue to increase
along with participants’ earnings. An estimated one-
fourth of the Bahamian workforce participates in such
schemes, and the Government operates a non-funded
gratuity scheme for tenured civil service employees. The
other significant sources of domestic financial savings are
bank deposits held by individuals, and the assets of
domestic credit unions and insurance companies.

Table 1: Selected Indicators of Domestic Savings

Avg. Growth

2002 2003 2004 2005 2002 2003 2004 2005 02-05

(B$ Million) (% of GDP) (%)

Private Pension Funds 748.6 7956  852.7 954.3 14.2% 13.9% 15.1% 15.9% 6.3%
National Ins. Board (Cash and Investments)* 1,069.3 1,152.8 1,238.0 1,294.5 19.3% 19.8% 21.9% 21.6% 4.9%
Life & Health Ins. Cos.(Current Assets and Inv)? 551.3 6172 5290 687.9 10.3% 10.2% 9.3% 11.5% 5.7%
Private Individuals (Bankdeposits)3 2,059.7 2,100.3 2,383.4 2,611.7 39.2% 38.2% 42.1% 43.6% 6.1%
Credit Unions (Deposit and Shares)* 132.5 150.1 170.2 190.4 23% 25% 3.0% 3.2% 9.5%

Sources:

The National Insurance Board, Annual Statement of Accounts , “The Registrar of Insurance Companies , 3The Central Bank of The

Bahamas and “The Department of Cooperative Development

As to their relative importance, private pension as-
sets at $954.3 million represented an increased 15.9% of
GDP in 2005 (see Table 1). This remained less than the
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approximately $1,295 million (21.6% of GDP) of collective
savings held by NIB, but outpaced the comparable pools
held by domestic life and health insurance companies of



$688 million (11.5% of GDP) and credit unions, of $190
million (3.2% of GDP). Notwithstanding, the bulk of
private individuals’ savings are in bank deposits, placed in
2005 at $2,612 million or 43.6% of GDP. The skewed
distribution of deposit holdings, however, diminishes their
retirement significance for most persons in the workforce,
as more than 75% of the aggregate balances are concen-
trated in less than 10 percent of the individual accounts.

The rest of this article summarizes the results of the
2005 Pension Fund Survey. This includes an overview of
how such schemes are categorized, a description of the
survey process and estimation methodology and an
analysis of the profile and attributes of the various
schemes in existence. The report then presents an
analysis of the investment portfolio of these plans and
concludes with a discussion on the outlook for the indus-

try.
Categorization of Sponsored Plans

Pension plans are categorized according to the rules
governing funding and payment of retirement benefits.
The common types of schemes are defined benefit,
defined contribution and provident funds. Defined benefit
plans guarantee the payment of specified retirement
benefits linked to the participants’ employment tenure and
salary level. Annual funding, as a percentage of partici-
pants salaries, varies according to the actuarially deter-
mined amount which, along with expected investment
earnings, would ensure that the estimated present value
of projected future benefits payable to participants is
matched by the present value of the assets likely to
accumulate over the future duration of the scheme. In
addition to the expected future rates of returns, this
determination is very sensitive to the demographic char-
acteristics of each employer's workforce, such as the
average age of active employees, the ratio of the number
of pensioners relative to active employees and the aver-
age life expectancy of pensioners. Defined benefit plans
are considered fully funded when the present value of
assets and liabilities are evenly matched, under-funded
when the actuarial value of assets are less than corre-
sponding liabilities, and over-funded if the reverse occurs.
The administrative costs of these plans tend to be more
uncertain than for the other schemes, with the sponsors
bearing the financial responsibility for any variation in
funding requirements.
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For both defined contribution and provident fund
plans, retirement benefits are not predetermined, but
based on the accumulated contributions and correspond-
ing returns on such savings during the respective em-
ployee’s working years; this therefore eliminates the
funding uncertainty. The distinction between these two
plans lies in the fact that provident schemes provide for
payment of the full amount of the benefit as a lump sum
on the retirement date, while defined contribution plans
convert some fraction of the benefit into an annuity that is
disbursed as a periodic pension. Since payouts from
provident funds can also be used to purchase similar
annuities, the analysis that follows combines these two
sets of results.

Survey and Estimation Methodology

The 2005 pension fund survey was sent to 122 exist-
ing and potential plan sponsors in The Bahamas, as the
150 companies surveyed in 2004 were adjusted to ex-
clude international banks and trust companies, which
either reportedly did not sponsor pension schemes or
whose plans were integrated into those of head office.
The number of respondents improved to 92 from 88 and
covered approximately 70% of total plan assets for 2005.
Average sector growth rates were calculated from these
responses and used to estimate the remaining 30%.
However, only those entities which actually reported their
information were used to derive average rates of return
and funding contribution rates.

Characteristics of Local Pension Plans

Survey results for 2005 revealed that defined contri-
bution (including provident fund) plans remained the most
popular scheme in The Bahamas, representing an esti-
mated 81% of organized plans, although only 21.6% of
total pension assets and 14.7% of pension participants.
These schemes are predominantly utilized by smaller
employers, who take advantage of the reduced funding
costs and, in most instances, were more recently insti-
tuted compared to the long-standing defined benefit
schemes. Defined benefit plans, which accounted for
85.3% of participants and 79.4% of estimated total as-
sets, are more commonly sponsored by larger firms and
public corporations.

Regarding fund administration, approximately 31.4%
of the plans, with 20.1% of the estimated assets, had in-
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house administration, the majority representing funds
sponsored by financial sector firms possessing staff
capable of handling such functions. The remaining
schemes were externally administered by insurance
companies (27.5%), “other” professional administrators
(24.2%), and banks and trust companies (17.0%).

Pension schemes are also distinguished according
to whether employee participation is mandatory or volun-
tary and how funding costs are shared between employ-
ees and employers. According to the 2005 results, there
was an almost even distribution between mandatory and
voluntary participation, with more than half of the defined
benefit plans (65.1%) requiring mandatory participation,
while an estimated 46.4% of defined contribution
schemes were compulsory. For the 83.7% of schemes
considered contributory, with funding provided jointly by
the employees and employers, there was an approximate
balance between the voluntary and mandatory participa-
tion requirements. Conversely, for voluntary schemes
(16.3%) funded by employers, 56% of the companies
surveyed still had employee participation in the schemes.

Labour Force Participation

Pension Fund Participation
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The number of active participants in private pension
schemes grew further by 4.6% to 41,568 in 2005, for an
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elevated 25.9% of the labour force. The largest share of
participants (70.0%) remained concentrated in the tour-
ism sector (hotels and restaurants), while 11.7% were
employed in financial services firms and 6.8% in the
communication and utilities sector. The remaining eleven
(11) sectors accounted for a combined 11.5% of industry
participants.

Contributions Ratios

With average rates of return on invested assets fur-
ther improved, the average paid-in contribution as a
percentage of employees’ salaries softened during 2005.
Weighted by asset size, the average combined employee
and employer contribution rate moderated to 11.3% of
salaries in 2005 from a stable 11.6% in 2004 and 2003,
respectively.  Despite this easing, contribution rates
remained much higher than the 1990's and early 2000
when they averaged less than 10% of salaries. For
defined benefit plans, the funding rate decreased to
11.1% in 2005, from 11.7% in 2004 and 11.8% in 2003.
Conversely, the average defined contribution rate trended
higher to 12.0%, from 11.0% in 2004 and 10.8% in 2003.

Number of Contributors by Sector (2005)

Comm. &
Utilities
6.8%

Fin. Sector

/ 11.7%

Others
11.5%

Hotels & Rest.
70.0%

On average, employers’ funding contribution as a
fraction of employee salaries moderated to 9.3% in 2005
from 9.8% in both 2004 and 2003. In particular, the
average rate for defined benefit plans declined further to
10.2%, but remained above the 8.0% range noted during



the 1990s. Conversely, for defined contribution plans, the
employers’ average contribution rate was extended to
6.2% of salaries from 5.8% and 5.6% in 2004 and 2003.

When employees actually contributed to their
schemes, average rates ranged from a low of 1% to a
high of 12% of salaries, with the median rate estimated at
5.0%. However, inclusive of participants in non-
contributory plans, the average employee funding rate
rose slightly to 2.0%. In defined benefit schemes, the
average contribution rate steadied at 1.0% for the third
consecutive year; while the corresponding rate for de-
fined contribution plans recovered to 5.8%, following a
slight easing to 5.2% during 2004 and 2003.

Of the plans surveyed, the weighted average return
on investments rose to 9.14% in 2005 from 7.25% in
2004, partly reflecting the continued shift in asset alloca-
tions towards higher yielding capital market instruments.
The improvement was more pronounced for defined
contribution schemes, where average returns strength-
ened to 10.1% from 6.7% in 2004 and the low 4.0%
range in the preceding two years. Meanwhile, the aver-
age return for defined benefit plan investments advanced
t0 8.9%, from 7.3% in 2004 and 5.9% in 2003.

Pension and Benefits Payout

Pensioners and Dependency Ratios
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During 2005, the number of pensioners in sponsored
plans rose by 11.3% to 3,568, with the largest increment
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noted in the tourism sector. Moreover, the aggregate
annual pension payment increased to an estimated $30.9
million from a revised $28.7 million in 2004. As a result,
the average dependency ratio for the number of pension-
ers as a percentage of active plan participants rose
incrementally by 0.3 percentage points to 8.4%. Like-
wise, the estimated dependency rate, pensions paid as a
percentage of funding contributions, increased to 49.9%
from 45.0% in 2004,

Asset Size and Distribution

Growth in the contribution base, supported by posi-
tive economic fundamentals and higher returns on in-
vestments, elevated private pension assets by 11.9% to
an estimated $954.3 million in 2005. This extended the
previous years upwardly revised growth of 7.2% to
$852.7 million and moved closer to pre-2000 average
annual gains of just above 10.0%. Total assets were
equivalent to increased average savings per active
participant of $22,957 compared to $21,451 in 2004.

Pension Fund Assets
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On a sectoral basis, the largest portion of pension
assets remained concentrated in plans sponsored by
firms in the communications and utilities (30.9%), finan-
cial services (25.9%) and tourism (24.0%) sectors. The
remaining 19.2% included sectoral shares ranging from a
low of 0.19% for health to 4.74% for other services.
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Pension Fund Assets by Sector (2005)

Other
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The portfolio distribution of pension assets for
2005 (see Table 3), indicates a further shift towards
private capital market instruments, with holdings of equi-
ties and mutual funds accounting for a record 30.7% of
assets relative to 25.7% in 2004. Correspondingly, public
debt maintained the largest share of assets, although
lower at 35.9% from 40.3% in 2004; and the share in
bank deposits eased further to 17.6% from 20.0%. Also,
the combined proportion of investments in real estate, the
employers’ business, loans to participants, mortgages
and contribution arrears was slightly higher at 15.7% vis-
a-vis 14.0% in 2004.

Pension assets held outside The Bahamas rose by
12.8% to an estimated $121.6 million, which was 12.7%
of the industry’s total. This trailed the previous year's
increase of 15.7%, which was buoyed by higher returns in
the international capital markets. Financial sector spon-
sored plans held the bulk of these assets, which were
predominantly invested in capital market instruments
(66.8%) and foreign Government securities (25.2%). The
remainder was held in bank deposits (3.7%) and “other”
uncategorized assets (4.3%).

Investment strategies differed among the various
sectors (see Tables 4A and 4B). In comparison to 2004,
plans in the communications and utilities sector held a
slightly higher proportion of assets in public sector securi-
ties (46.8%), with bank deposits representing a lower
28.6% and capital market instruments 10.3%. For plans
in the financial sector, investments in public sector securi-
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ties constituted a slightly increased 34.2% of assets,
capital market holdings retained a dominant and moder-
ately elevated share at 38.2%, while the proportion held
as deposits narrowed to 15.8%. Within tourism sector
plans, the most important allocation—capital market
instruments—occupied a strengthened 49.3% share,
partly facilitated by the reduced proportion for public debt
instruments to 39.2%.

Pension Fund Assets by Investment

(2005)
Other
15.9%

Govt. Bonds
36.0%

Mutual Funds
9.3%

Bank Deposits
17.6%

N

EquitiesJ

21.2%

Also notable was the moderately increased share
in deposits to 8.4%. The remaining sector plans collec-
tively reduced their direct holdings of public sector debt in
half to 17.0% of the total assets with a corresponding
doubling in capital market allocations to 30.3%, via a
significantly increased participation in mutual funds.
There was also a notably reduced fraction of assets in
deposits (14.1%), contrasting with a one-third boost in the
residual investment share—including real estate, em-
ployers’ business and “other” unclassified assets—to
32.1%.

Defined Benefits vs. Defined Contributions

During 2005, total assets in defined benefit schemes
rose by 10.3% to $747.9 million (Table 5), extending the
revised 2004 increase of 4.5%. Although the average
contribution rate for these plans softened, the outcome
was favoured by increased contributors (2.6%) and an
overall firming in the weighted average rate of return on
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assets. For the second year in a row, defined contribu-
tion assets grew at a more robust pace—18.1% vis-a-vis
19.1%—to $206.4 million, as elevated asset yields and
average contribution rates reinforced another above
average gain in the number of participants (17.9%).
Nevertheless, the average savings per participant in
defined contribution plans steadied at $33,740 in contrast
to a 7.6% rise to $21,096 for defined benefit plans.

Both plan types exhibited similar portfolio allocation
trends during the survey period, with reduced allocations
for public sector securities and bank deposits, and corre-
sponding increases in shares for capital market holdings.
The bulk of defined benefit plan assets continued to be
invested in public sector securities, although these ac-
counted for a reduced 40.4% allocation, and the share in
deposits narrowed to 16.2%. Conversely, there was an
increased preference for capital market instruments,
which advanced to 30.8% of assets, and for other com-
bined assets, including real estate, employers business
and loans, at 12.6% of the total. Defined contribution
plans also revealed a moderately lower share of invest-
ments in bank deposits (23.0%) and Government securi-
ties (20.0%); albeit, the average allocation was increased
for capital market investments (30.3%).

42

Conclusions

In tandem with the improving economic climate, pri-
vate pension activity in The Bahamas strengthened in
2005, as measured both by total assets and the fraction
of the labour force covered by these schemes. Healthy
growth prospects for the economy over the medium term,
particularly in the tourism sector, should continue to
augment the number of participants in these schemes
and sustain further asset gains, from both funding
sources and returns on investments.

Further, growth prospects should benefit from the in-
creased marketing of retirement products by domestic
financial services providers to a higher number of small-
scale employers. These plans, which impose minimal
administrative costs on sponsors, are in many instances,
portable, thereby facilitating continuity in coverage wher-
ever job changes occur.

Although pension plan management in The Baha-
mas generally conforms to international best practices, an
earlier proposal to establish a formal regulatory frame-
work for sponsored provision plans would codify and
reinforce the existing legislation via the inclusion of
prudential norms and guidelines for pension investments
and plan administration; and, inter alia, introduce mini-
mum reporting and disclosure requirements.
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