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Survey Of Private Pension Plans In The Bahamas (2002 & 2003)

Introduction

This article provides an update on private pension
plans in The Bahamas, based on the latest survey by the
Central Bank, which covered the years 2002 and 2003.
Preliminary data indicate that the value of domestic
savings in private plans increased steadily since 1992,
from just over $300 million to in excess of $800 million in
2003. The strongest growth episodes were correlated
with similar periods in the economy, supporting steady
improvements in labour force participation and coverage.
What is evident from these results is that labour force
participation in private schemes is most concentrated in
sectors related to tourism, financial services, and com-
munication and utilities (mainly public corporations).
Savings have traditionally been invested in public sector
securities and bank deposits, with a growing component
earmarked for private capital markets instruments. On its
present trend, the value of private pension assets could

surpass $1 billion by 2006, with further medium term
growth fuelled by the positive outlook for employment
and incomes.

At end-2003, the estimated value of pension assets
was equivalent to approximately 16.0% of GDP, which
was slightly higher than the 15.6% estimated from the
2001 survey. Comparatively, this pool of domestic
retirement savings ranked second in importance to the
invested assets of the National Insurance Board (NIB),
which approached $1,152.8 million (22.2% of GDP) in
2003, and exceeded the invested assets of domestic life
and health insurance companies, estimated close to
$570.0 million (11.0% of GDP) in 2003. Although less
evenly distributed, the largest share of private individuals’
savings is still held in bank deposits, equivalent to
$2,100.3 million (40.5% of GDP) in 2003. Credit unions
also facilitate personal savings, estimated at $150.1
million (2.9% of GDP) at end-2003.

Table 1: Selected Indicators of Domestic Savings

Avg. Growth

1998 2001 2002 2003 1998 2001 2002 2003 01-03

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

Private Pension Funds 628.6 766.8 7826 8325 15.0% 15.6% 15.5% 16.0% 4.2%
National Ins. Board (Cash and Investments)* 746.2 991.5 1,069.3 1,152.8 17.8% 20.2% 21.1% 22.2% 7.8%
Life & Health Ins. Cos.(Current Assets and Inv)? 365.5 530.414 549.0 568.3 8.7% 10.8% 10.9% 11.0% 3.5%
Private Individuals (Bank deposits)3 1,510.8 2,009.0 2,059.7 2,100.3 36.1% 40.9% 40.7% 40.5% 2.2%
Credit Unions (Deposit and Shares)* 87.2 1204 1325 150.1 21% 24% 26% 2.9% 11.7%

Sour ces.

“The National Insurance Board, Annual Statement of Accounts, “The Registrar of Insurance Companies (except 1998 and 2003, which are
Central Bank estimates), *The Central Bank of The Bahamas and “The Department of Cooperative Devel opment
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Outside of the civil service, private pension plans
are expected to provide the main supplementary retire-
ment income alongside National Insurance for most
persons in the labour force. As such, the related benefits
are also correlated with rising incomes since, compara-
tively, the NIB’s coverage is capped to an annual wage of
$21,000. Although civil servants are eligible for an NIB
benefit that is 10% less than private sector beneficiaries
for the equivalent wage base, they also receive supple-
mentary retirement benefits through the Central Govern-
ment’s pension arrangement. Hence, it is only the work-
force which falls outside of these two groups that is most
likely to be entirely dependent on NIB for retirement
support.

Participants’ entitlement to average financial savings
in pension plans is less skewed than for savings repre-
sented in most, if not all, other private sources. For the
insurance companies, not much detail is available on the
average coverage or participation in life polices and
annuities that fund the bulk of the sectors invested as-
sets. However, in the case of private individuals’ depos-
its in banks, about three-quarters of such savings are
held in less than 5.0% of the accounts, while more than
four-fith of accounts represent less than 10.0% of the
total value.

In analyzing the results of the latest pension survey,
this article focuses on the developments in the industry
since 2001, with an emphasis on sector groupings. A
brief overview of the survey and methodology is pro-
vided, followed by a discussion of the profile of private
schemes, and various plan features. The article then
highlights the latest trends in investment patterns among
pension plans and concludes with a discussion on the
outlook and regulatory issues facing the industry.

Profile of Private Schemes and Survey Methods

The 2002-2003 survey was sent to 300 existing and
potential plan sponsors, including all banks and trust
companies. From these, 236 responses were received,
including 137 from mostly offshore banks and trust
companies, which either did not sponsor a local plan or
enrolled their employees in globally sponsored schemes
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for which a separate apportionment of local employee’s
entitlement was not possible. As such, these plans are
not analyzed in the results that follow.

The remaining 99 respondents were a subset of the
157 sponsors either providing data in previous surveys or
for the first time. New data reported by these plans
accounted for 81.1% of the estimated assets for 2003.
From these returns, average sector growth rates were
calculated and used to estimate the remaining 17.1% of
plan assets for 2002 and 18.9% of the assets for 2003.

Surveyed funds fell into the categories of defined
benefit, defined contribution and provident funds. De-
fined benefit plans provide a specified or guaranteed
level of retirement benefit over the life of retirees, linked
to the pre-retirement income history of the participants.
To meet this obligation, these plans are required to
maintain an actuarial balance between the present value
of expected future benefits payable (liabilities) and the
present value of assets, determined from accumulated
savings and expected future contributions and returns.
While fully-funded plans are those that maintain this
actuarial balance, under-funded schemes are ones in
which actuarial liabilities exceed the present value of
assets, and over-funded schemes, one where such
assets exceed liabilities. Higher, commonly unpredict-
able maintenance costs are associated with defined
benefits plans since, to ensure retirement benefits,
employers have to adjust periodic contributions, as less
or more favourable demographic trends and return
expectations dictate.

In comparison, defined contribution and provident
plans have more predictable cost structures, but impose
significant uncertainty on the expected future benefits,
which are determined on the basis of the accumulated
savings and returns during working years of the partici-
pant, based on contribution rates set in advance. The
only difference between provident funds and defined
contribution schemes is that the former disburse partici-
pants’ benefits as single lump sum payments upon
retirement, while the latter converts at least some of this
entitlement into annuities, payable in installments. Since
lump-sum benefits from provident schemes can also be
invested and paid out as annuities, this distinction be-
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tween the two types of plans is ignored, and both are
grouped together in the analysis that follows.

According to the survey results, defined contribution
(provident) plans remain the more commonly sponsored
scheme in The Bahamas, accounting for 112 of the
surveyed plans with analyzed returns, compared to 45
defined benefit plans. Most of these, however, are more
recently established schemes among smaller businesses
and correspondingly, only enlist 12.4% of all covered
participants. As evidence of this increasing preference,
approximately 24.1% of the plans established before
1981 were contribution-based schemes, rising to 82.0%
of plans established since 1981.

Pension Fund Participation
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New data obtained on defined benefit plans showed
that, of the 24 plans that provided information on funding
for 2003, 6 were over-funded by an aggregate $13.2
million. Of the remainder, 5 were under-funded by a total
of $12.3 million and 13 were fully funded.

Private arrangements surveyed were mostly admin-
istered through insurance companies (40.6%) and by
banks and specialized private pension managers
(26.5%). A significant fraction of plans also fell under
self-management (32.9%), and were generally sponsored
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by financial institutions or accounting firms which pos-
sessed in-house investment management capabilities.

Of the schemes surveyed, approximately half re-
quired mandatory employee participation. Based on the
type of plan, defined benefit schemes had a higher rate
of compulsion (63.6%), as compared to defined contribu-
tion and provident funds (43.2%). Approximately 25% of
the smaller companies, having a profile of less than 100
employees and with predominantly defined contribution
schemes, made it mandatory for their employees to
participate, as compared to nearly 60.0% of the other 43
sponsors, having more than 100 employees.

Assets accumulated in the various plans were
closely linked to length of period for which schemes
existed, with large plan sponsors more likely to have
schemes of longer existence. Some 50 of the schemes
surveyed were established during the 1980s, amassing
36.4% of the reported industry assets. Only 7 funds were
established before the 1970s, including the two largest
plans sponsored by public corporations, and accounted
for 30.0% of total assets. Of the remaining companies,
17 schemes were established during the 1970s, amass-
ing 14.5% of the industry’s assets; 62 during the 1990s,
with 12.4% of assets and 21 within the recent 13 years,
with less than 1.0% of total assets.

Labour Force Participation

Labour force participation in private pension
schemes, which reached 23.3% of the employed work-
force in 2001 increased to 24.5% in 2002 and 24.8% in
2003. Since the 2001 survey, the number of participants
covered increased by 4.6% to 37,352 in 2002 and further
by 2.9% to 38,422 in 2003. Just over two-thirds of the
participants were employed in the hotel and restaurant
sector, where, 2,274 participants were added since 2001.
Financial sector schemes accounted for 11.3% of local
participants, followed by the communications and utilities
schemes (7.3%) and private distribution companies
(2.8%). On average, each of the other sectors accounted
for less than 2.0% of the industry’s total participants.



Contributions Ratios

Weighted by total assets, the average contribution
paid into pension plans decreased as a fraction of em-
ployee salaries, to 11.9% in 2003 from 12.0% in 2002,
while remaining above the 9.8% contribution rate for
2000 and 2001. The trend was mainly affected by higher
employer payments into defined benefit plans, which
averaged 11.7% of salaries in 2003, almost unchanged
from 2002, but notably higher than the 9.2% for 2001.
For defined contribution schemes, the 12.9% average
contribution rate for 2003 was less markedly changed
from within the 12.0% range for 2000 and 2001, but
slightly eased from 13.3% in 2002, when more sponsors
would have had to offset negative returns from domestic
equity investments.

Number of Contributors by Sector (2001)
Comm. &
Utilities
7.3%

Fin. Sector

/ 11.3%

Others
13.3%

Hotels & Rest.
68.2%

Employers generally funded the largest fraction of
plan contributions, equivalent to 10.3% of salary in 2003,
compared to 7.9% in 2001. The difference was more
sizeable for sponsors of defined benefit schemes where,
because of additional payments needed to offset lower
returns, the average employer contribution rate rose to
11.0% during 2002 and 2003, compared to 8.2% in 2001.
For defined contribution schemes, the employer pay-
ments averaged 7.1% of salaries in 2003, only slightly
increased from 2000 and 2001.

As for the portion of contributions made by employ-
ees, these averaged some 5.8% of salary, for defined
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contribution and provident schemes, but remained close
to 1.0% for defined benefit schemes, where non-
contributory schemes were more commonly featured.
Despite this variance on a consolidated basis, in in-
stances where plans were contributory, the most com-
mon rate for employees was 5.0% of salary. Some
schemes also had a voluntary component that allowed
participants to contribute more than the minimum.

Pension and Benefits Payout

Since the 2001 survey, the number of pensioners
increased by 2.7% to 2,928, with most of the retirees
added in the hotel sector. Over this period, annual
pension payments rose from $12.5 million to $13.5
million. However, the dependency ratio, as measured by
the average number of pensioners to active plan partici-
pants softened to 1:13 in 2003, as compared to almost
1:12in 2001. As to the net financial burden of supporting
pensioners, the ratio of pension payments to the esti-
mated $69.8 million in contributions for 2003 was 19.3%,
close to the 21.0% for 1998, but much less than the
elevated ratio between 27.0% and 30.0% in 2000 and
2001, when downsizing and early retirements increased
the required outlays for the public sector telecommunica-
tions company.
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Asset Size and Distribution

During 2001-2003, average annual growth in private
total pension assets slowed to 4.2%, from an average
annual 10.5% during 1998-2001. This placed estimated
assets at $832.5 million, from a revised $766.8 million in
2001. Yearly trends however, indicate that by 2003,
some pickup in growth was evident at 6.4%, compared to
the low point of 2.1% in 2002. The average annual rate
of return on investments which, along with increased
numbers of contributors, influenced asset accumulation,
registered a rebound to 5.86% in 2003, following more
depressed levels near 4.00% in both 2001 and 2002.
With returns continuing to outpace the increase in con-
tributors and the average contribution rates also ele-
vated, average savings per active participant rose further
to $21,667 during 2003, from $21,483 in 2001.

Pension Fund Assets
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An analysis of the concentration of pension assets
by sector of employment, indicate that plans of communi-
cations and utilities companies amassed the largest
share of assets, at $271.0 million (32.6% of the total), a
result of both the size of these companies and the longer
period for which plans were in existence (Table 2).
Financial sector sponsored plans held 23.9% of the total
assets; hotel and restaurant sector plans, 22.2% and
other private sponsors, a combined 21.3%.
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The investment distribution of plan assets for 1998-
2003 is shown in Table 3. Since the mid-1990s, the
schemes have become more heavily invested in equities
and mutual funds, which together accounted for an
almost stable 21.3% of investments. However, the
dominant share of investments continues to reside in
public sector securities—mainly Government bonds—
which gradually increased in importance since 1998, to
36.7% of the 2003 assets. Conversely, bank deposits,
the second most important asset group, steadily de-
creased in share to 24.7% of investments in 2003. The
remaining assets were spread among other investments,
including real estate, loans and mortgages to partici-
pants, accrued dividends and contribution arrears and
were equivalent to a marginally increased 17.3% of the
total.

Pension Fund Assets by Sector (2001)

Other
21.3%

Hotels & Rest.
22.2%

Comm. &

Utilities
— 32.6%

Fin. Sector j
23.9%

On a geographic basis, reported plan assets in-
vested outside of The Bahamas totaled $125.7 million (or
15.1% of the industry total), increasing at an average
annual pace of 2.2% since 2001 (Table 3B). These
belonged for the most part to financial sector sponsored
plans, with approximately half of such portfolios com-
posed of private capital instruments and one quarter, of
foreign government securities.  The next significant
category was “other” uncategorized assets (17.1%) which
increased in relative share since 2001.
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Significant differences continued to exist in the in-
vestment strategies employed among various sectoral
sponsors (Tables 4A & 4B). Relative to 2001, the com-
munications and public utilities plans remained heavily
invested, and to a greater extent, in public sector securi-
ties (38.1%), with a slightly reduced, but second most
important share in deposits (34.2%) and a smaller but still
significant fraction in private capital instruments (9.9%).
The most important concentrations for financial sector
plans was the increased investment share in public
sector securities (34.2%), with a lessened fraction in
deposits (24.5%), and a slightly greater portion in private
capital instruments (24.3%). For hotels and restaurants,
the largest proportion of assets was held in public sector
securities, decreased in share to 43.6%, followed by a
stable share for private capital instruments (33.5%), and
a slightly higher allocation for deposits (14.8%). On a
combined basis, remaining private sector schemes held a
slightly expanded asset share in public sector securities
(30.2%), and slightly lesser proportions in private capital
instruments (22.6%) and bank deposits (20.8%).

Defined Benefits vs. Defined Contributions

Based on the type of plan, the majority of domestic
pension savings were accumulated in defined benefit
schemes (82.4%) which covered 87.6% of participants
(Table 5). During 2001-2003, defined benefit schemes
registered average annual growth in contributors of 4.0%
and experienced average annual returns on investment
just above 6.0%, exceeding comparative results for
defined contribution plans, with a 1.8% average yearly
increase in contributors and slightly less than 5.0%
average annual return on investments. Nevertheless, the
latter’s relatively higher contribution rates against salaries
supported faster average growth in total assets of 9.0%
during 2001-2003 compared to 3.3% for defined benefit
schemes.

At end-2003, defined benefit schemes accounted for
estimated assets of $685.7 million, compared to $146.8
million for defined contribution schemes. However, the
average savings per participants in defined benefit
schemes was slightly less than in 2001, at $20,381,
weighed lower by new participants added in the hotels
and restaurant sector.  Since 2001, corresponding
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average savings for defined contribution plans rose by
14.6% to $30,724.

Although the portfolio shares invested in various as-
set groups differed between the two plan types, the
proportion in public sector securities was generally
increased since 2001, with correspondingly softened
emphasis on bank deposits and private capital instru-
ments. Defined benefit plans showed the strongest
preference for public sector securities, accounting for
40.5% of the asset allocations, followed by bank deposits
(23.5%), private capital instruments (21.7%) and with the
combination of other assets (4.3%), inclusive of loans to
participants, real estate holdings and investments in
employers’ business.  For defined contribution and
provident plans, bank deposits were the largest asset
class (30.3%), followed by private capital instruments
(19.7%), public sector securities (18.9%) and other
combined investments (31.1%).

Conclusions

As the latest survey results reveal, labour force par-
ticipation and accumulated savings in private pension
plans continue to increase in The Bahamas. On their
present path, assets could surpass $1 hillion by the end
of 2006, with growth strengthening in the medium term,
because of the healthy outlook for the economy. While
the strongest growth in labour force coverage is expected
to remain in the tourism sector, plan sponsorship among
small and medium sized businesses is also expected to
increase, retaining a stronger preference for define
contribution schemes.

The intensified focus on the long term sustainability
of the National Insurance Scheme that led to the Gov-
ernment’s establishment of the Social Security Reform
Commission, has heightened awareness of the impor-
tance of supplementary retirement savings and in a
positive manner, focused more attention on the impor-
tance of establishing a regulatory framework for private
pensions. One area that regulation would be expected to
address is the prudential guidelines that govern the
investment of assets. To the extent that domestic plans
are formed and managed along fiduciary lines, invest-
ment policy guidelines already exists for most, if not all
schemes, modeled along established international stan-
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dards. Nevertheless for defined contribution and provi-
dent plans, which are not subject to actuarially deter-
mined funding liabilities, the risk for more aggressive and
varied investment strategies is greater than for defined
benefit schemes, and it is in this regard that regulations
could establish broad parameters in the interest of par-
ticipants. A more defined regulatory structure is also
expected to spur development of portable pension prod-
ucts and increased availability of products marketed to
smaller businesses, thereby broadening the labour
force’s participation.
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