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Private Pension Industry Overview

The Jamaican private pension industry has an average quarterly
INSIDE THIS REPORT growth rate of 3% in asset value over the past five years (20

quarters). As at December 31, 2018, the industry asset value stood

L, [POvELD FEmsien [mallsin ey at $601 billion. (See: Table 1 & Figure 1.0)

2. Investment Mix

3. Operating Statistics The current quarter reflected negligible growth in total membership,
4. Risk Outlook which continues the growth trend experienced by the industry over
the past five years. With a marginal decline in the employed
Jamaican labour force3 over the period the resultant private pension

Table 1: Key Statistics coverage stood at:
Degngber Ser;'fg&ber nggg = 9.7%; in terms of all plans for the employed labour force
Number of = 9.5%; in terms of active plans for the employed labour force
Plans! 807 807 807
Asset Values (See: Figures 1.1 & 1.2)
($'000) 601,834,137 595,134,5712 552,723,198
Total
Membership 117,981 117,753 117,388

Figure 1.1: Active Membership in Private

Figure 1.0 Growth Trend of Total Industry Assets Pension Arrangements as a Percentage of
Employed Labour Force.

9.03% 9.43% 928% 9219 9.36% 9.54% 9.54% 9.51% 9.54%
1 This number includes pension plans which are active, terminating and
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those that are inactive. 3 The Jamaican employed labour force as at October 31, 2018 was

%
75 X A % 7o 2, oy
2 Sep 2018 has been re-stated 1,219,700 according to the Planning Institute of Jamaica (pioj.gov.jm).
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Quarterly Statistics Report

Figure 1.2: Growth Trends: Membership Levels of Active Pension Plans vs All Pension Plans
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Investment Mix
) ) Chart 1
Private Pensions Investments
. ) ) . ) Allocation of Total Private Pension Assets
There was a negligible decrease in value of direct investment holdings ) ‘
in equities over the December 2018 quarter; this represented the first Other  — Deposits 0.84%

; ; ; Investments Securities of
quarterly decline since the Sept 2017 quarter. The value of direct 067% Commercial S0
holdings of stocks and shares within the aggregate investment Paper0.03% ~ 9396% Repurchase
portfolio now stands at approximately $139.9 billion. Direct holdings of Derivatives A b

i ) oY g greements
GOJ securities also experienced a decline in value during the quarter. 000% T\ _ 2.26%
However, investments in bonds and debentures and real estate e Bonds and
. . 0 0 . iz onas an
recorded increases of approximately 33% and 8%, respectively. nvestment /8 _ \ s
Arrangements 5.54%
GOJ securities continue to encompass the second largest portion of 37.20%
the aggregate investment portfolio at approximately 24%. As at MO"%agg;Oa"S
December 31, 2018, these assets were valued $144.3 billion. The men
parti_cipati_on of pension plans within the reta_il repo ma_rket contir_1ues to Real Estate Other Loans
decline with a value of 2.3% of total portfolio assets in comparison to 4.02% Stocks and 0.63%
2.7% as at the end of the previous quarter. (See: Chart 1 & Table 2) Shares 23.22% Bty
Leases 0.58% Notes 1.02%
Table 2: Aggregate Investment Mix
(:“\203%25 % of Total Amount Invested % of Total Iﬁ\%zligé % of Total
Types of Investment $000 Investments $'000 Investments $000 Investments
Dec-18 Sep-18 Jun-18
Deposits 5,044,736.79 0.84% 5,907,094.68 0.99% 4,604,568.52 0.83%
Commercial Paper 199,444.69 0.03% 204,492.72 0.03% 430,322.40 0.08%
Securities of Governments 144,329,700.41 23.96% 148,869,499.45 2495% |  145,499,180.54 26.29%
Repurchase Agreements 13,588,597.67 2.26% 16,104,010.74 2.70% 19,004,382.05 3.43%
Bonds and Debentures 33,391,286.06 5.54% 25,132,380.23 4.21% 23,764,684.67 4.29%
Mortgage Loans 96,846.47 0.02% 108,719.28 0.02% 117,178.00 0.02%
Other Loans 3,813,785.91 0.63% 3,776,976.35 0.63% 2,578,671.00 0.47%
Promissory Notes 6,154,472.00 1.02% 6,232,505.31 1.04% 4,494,436.00 0.81%
Leases 3,496,757.53 0.58% 3,887,193.30 0.65% 3,027,955.00 0.55%
Stocks and Shares 139,872,545.79 23.22% 141,637,663.06 23.74% | 120,032,488.02 21.69%
Real Estate 24,227,687.88 4.02% 22,440,283.77 3.76% 21,793,158.00 3.94%
Investment Arrangements 224,099,567.06 37.20% 219,634,608.42 36.82% |  205,624,583.25 37.15%
Derivatives 0.00 0.00% 0.00 0.00% 0.00 0.00%
Other Investments 4,052,430.51 0.67% 2,638,298.56 0.44% 2,528,239.71 0.46%
Total Investments 602,367,858.78 100.00% 596,573,725.89 100.00% | 553,499,847.16 100.00%
Other Net Assets -533,721.46 -1,439,154.65 -776,649.05
Total Assets 601,834,137.32 595,134,571.24 552,723,198.11
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Pooled Investment Arrangements

The pooled investment arrangements consists of a combination of type Chart 2

| pooled funds and deposit administration contracts. This asset class

encompasses the largest percentage of total private pension

investments at 37%. (See: Chart 1) Allocation of Pension Assets in Investment
Arrangements

Other

Investments
2%

Trustees of funds and schemes are able to utilize pooled investment
arrangements to aid their efforts at diversifying their pension investment Derivatives
portfolios, benefit from economies of scale, access otherwise 0%

inaccessible investment instruments and increase returns.

Deposits 2%

Commercial
Paper 0%
Real Estate /
As a December 31, 2018, the assets within these pooled investment 13% - e
arrangements stood at $224 billion; a 2% increase when compared to
the September 2018 quarter. Investments in Government of Jamaica
("GOJ") securities, by pooled investment arrangements, increased by
approximately 8% over the quarter to $74 billion position. Investments Stocks and
in stocks and shares grew by approximately 5% to approximately $90 Shares 41%
billion. Stock and shares (41%) and GOJ securities (34%) represent the 3
largest assets classes within these pooled investment arrangements
and are the major drivers of both risk and returns. (See; Chart 2)

Repurchase
Agreements
4%

Bonds and
Debentures
0,
Real Estate assets within this group grew by 12% while investments in Leases 0% %

bonds and Repurchase Agreements both declined by more than 36%

over the quarter. (See: Table 3)

Mortgage
Loans 0%

Promissory Other Loans
Notes 1% 0%
Table 3: Pooled Investment Arrangements Portfolio Mix
Amount Invested % of Total Amount Invested % of Total
Types of Investment $'000 Investments $'000 Investments
Dec-18 Sep-18
Deposits 3,562,397.21 1.63% 2,518,147.37 1.18%
Commercial Paper 917,532.28 0.42% 931,542.77 0.44%
Securities of Governments 74,302,196.91 34.09% 68,834,553.19 32.24%
Repurchase Agreements 8,153,250.83 3.74% 12,866,420.69 6.03%
Bonds and Debentures 7,630,742.00 3.50% 12,365,988.00 5.79%
Mortgage Loans 67.00 0.00% 67.00 0.00%
Other Loans 44,631.00 0.02% 41,430.00 0.02%
Promissory Notes 2,000,532.21 0.92% 2,116,744.79 0.99%
Leases 673,904.28 0.31% 683,747.68 0.32%
Stocks and Shares 89,674,635.58 41.14% 85,683,640.27 40.14%
Real Estate 27,286,690.93 12.52% 24,356,699.29 11.41%
Derivatives 0.00 0.00% 0.00 0.00%
Other Investments 3,739,283.58 1.72% 3,076,022.34 1.44%
Total Pooled Investments 217,985,863.82 100.00% 213,475,003.40 100.00%
Other Net Assets 1,304,201.37 1,857,142.60
Deposit Administration 4,809,501.87 4,302,462.43
Total Assets 224,099,567.06 219,634,608.42

Note: Sep 2018 has been re-stated.
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Operating Statistics

Active Pension Plans

As at December 31, 2018, the number of active pension plans accounted

or 48% of the total private pensions industry. Currently there are 389 ]
active plans, four less than the previous quarter. Despite the winding-up ~ Table 4: Membership
proceedings of these four pension plans during the quarter, active

membership did not decrease. (See: Table 4). December 2018 September 2018 June 2018

The asset value of active plans stood at $593.6 billion which represents LA TS 389 393 397

approximately 99% of total private pension assets in Jamaica. Of the 389 Active Membership 116,403 116,369 116,073
active plans, 292 are defined contribution (“DC”) plans. Notwithstanding

the larger membership pool of DC plans reported, defined benefit plans Table 5: Active Pension Plans by Type

("DB™) accounts for the majority of the private pension industry’s assets.

While the total asset value of active DB plans was $369 billion compared December 2018 September2018  June 2018

to a value of $224 for DC plans, DC plans continued to outpace the Number of Plans

growth rate in assets for DB plans. (See: Table 5) Defined Benefit i o o

Active Plans by Type Defined Contribution 292 295 299
Total Active Plans 389 393 397

The December 2018 quarter reflected another reduction in the number of ~ Membership

active superannuation funds (“funds”) within the industry; resulting in @  Defined Benefit 20,681 20,891 20,891

count of 376 plans and a reduction in active membership of funds. There .\ o o 95,722 95,478 95,182

were no reported changes in the number of active retirement schemes _

(“schemes”), which remained at 13. Membership of schemes increased ZOta'tMsn}bETSh'P 150 L0 LLUEI0E

Ssets Values

negligibly over the quarter.
During the review quarter, both funds and schemes experienced Defined Benefit ($'000) 360929522 365668896 344,116,990
negligible growth in asset values. As it currently stands, total asset value

of active superannuation funds is $553 billion; which accounts for 93% of Defined Contribution ($'000) 223,721,627 218,488,841 201,781,982

the total number of active plans. Active schemes account for the Total Asset Values ($'000) 593,651,149 584,157,737 545,898,972
remaining 7% or $40.5 billion. (See illustration in Table 6 - Parts A &
Charts 4 - 5).
Chart 2
Asset Values for Active Superannuation Funds
Table 6: Active Plans by Type as at December 31, 2018 & %600
& $500
Part A =
Number Percentage = .
of Active ~ Percentage  Number of of E $300
Plans of Plans Members  Membership S $200
§ $100
Retirement Schemes 13 3.34% 53,338 45.80% 2 g0 .- — - - =
i & % % % %4 %
Superannuation Funds 376 96.66% 63,065 54.20% @oe e é %c, PR D) %e c,
% O T O G G, O % Y
TOTAL 389 100.00% 116,403 100.00% Quarter
Ea— Chart 3
al Asset Value as at Percentage of Asset
Dec 31, 2018 Value Asset Values for Active Retirement Schemes
Retirement Schemes 40,568,379 6.83%
Tg‘ $50,000
Superannuation Funds 553,082,770 93.17% £ $40,000
TOTAL 503,651,149 100.00% S $30,000 I B B Bl
= 520,000 T
2 $10000 S B S S B S
(5]
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Active Superannuation Funds# by Industry
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In the Jamaican private pension industry approximately 62% of superannuation funds are sponsored by entities operating in the Services; Sales
and Distribution; and Commerce and Finance sectors. The Services industry encompasses the largest share of active membership at
approximately 35% and the second largest share of pension industry assets at 17%.

As at December 31, 2018, total pension assets held in the Services industry was $95.7 billion. Active superannuation funds with sponsors in the
Commerce and Finance Industry held the largest share assets at $206.9 billion and continue to account for the second largest share of active

membership at approximately 19%.

Charts 6 - 8 illustrate the breakdown of the number of active plans, membership and the asset values by industry as at December 31, 2018.

Chart 6: Number of Active Funds by Industry
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Solvency of Active Pension Plans

Chart 7: Asset Values by Industry
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For the December 2018 quarter, three hundred and seventy-four (374) plans or 95% of total active plans submitted solvency data. An analysis of
the data provided revealed that there was no change in the solvency positions of majority of pension plans within the industry when compared with
the previous quarter. 95% of these plans were still solvent. (See: Table 7)

Of the total number of DC plans, more than 90% are solvent while, the percentage of solvent DB plans has gradually increased over the past 20
quarters. Of note in December 2014, there were 838% solvent plans compared to 95% of DB plans being reported as solvent as at December

2018. (See: Figure 2)

It is important that the pension benefits that plans are expected to provide remain secure throughout the life of a plan. Maintaining a solvent
pension plan forms one of the most important responsibilities for Trustees of funds and schemes. It is noted however that where DB plans are
insolvent, the sponsors have the obligation to fund any shortfall.

Table 7: Solvency Levels of Active Plans as at December 31,

Figure 2: Quarterly View of the Percentage of Solvent of Pension

2018 Plans
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4 Previous reports were based on all active plans — both funds and schemes — with members of schemes designated to the “Commerce/Finance”
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Inactive Pension Plans

A quarter over quarter review of inactive pension plans within the
industry reflected no changes in actual numbers and membership
levels. There still remain 17 inactive plans with a membership total of
946 persons. The asset value of these plans realized a negligible
increase over the quarter and now currently stands at $288 million.
(See: Table 8).

Terminating Plans

As a result of the winding-up proceedings of a few pension plans, the
number of terminating plans increased to 401; this caused a
subsequent increase in the membership levels. The total asset value
terminating plans at the end of the quarter was $7.8 billion. (See:
Table 9).

Page 6 of 8

Table 8: Inactive Pension Plans by Type

Dec 2018 Sep 2018 Jun 2018
Number of Plans
Defined Benefit 4 4 4
Defined Contribution 13 13 13
Total Terminating Plans 17 17 17
Membership
Defined Benefit 894 894 894
Defined Contribution 52 52 52
Total Membership 946 946 946
Asset Values
Defined Benefit ($'000) 224,003 223534 194,339
Defined Contribution ($'000) 64,176 63,634 61,076
Total Asset Values ($'000) 288,179 287,168 255,415
Table 9: Terminating Pension Plans by Type
Dec 2018 Sep 2018 Jun 2018
Number of Plans
Defined Benefit 93 92 92
Defined Contribution 308 305 301
Total Terminating Plans 401 397 393
Membership
Defined Benefit 78 67 67
Defined Contribution 554 371 302
Total Membership 632 438 369
Asset Values
Defined Benefit ($'000) 3,081,523 2,982,224 2,950,165
Defined Contribution ($000) 4,813,286 7,707,440 3,619,273
Total Asset Values ($'000) 7,894,809 10,689,664 6,569,438
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Investment Managers

As at December 31, 2018, the Jamaican private pension industry had 26 licensed investment managers. Life insurance companies accounted for
11% of the total number of investment managers; however they continue to account for more than 50% of assets under management. At the end
of the quarter, the assets managed by the three life insurance companies, stood at $315.8 billion. Securities Dealers continue to account for the
largest number of licensees within the industry with 15 entities and the second largest portion of managed assets at $238.8 billion. Collectively,
these entities manage funds amounting to $554.6 billion or 92% of the total private pension industry assets. The smallest market share,
approximately 8%, consisted of assets managed by the sole credit union and seven other entities. (See Table 10)

Table 10: Total Assets Under Management of Investment Managers

Investment Managers Number of Entities Asset Values Number of Entities Asset Values Number of Entities Asset Values
Dec 2018 Dec 2018 ($°000) Sep 2018 Sep 2018 ($'000) Jun 2018 Jun 2018 ($°000)
Insurance Companies 3 315,818,187 3 313,865,733 3 292,134,446
Securities Dealers 15 238,874,349 15 234,938,755 15 218,322,027
Credit Unions 1 482,856 1 479,011 1 458,263
Other 7 46,658,745 7 45,851,071 7 41,809,089
Total 26 601,834,137 26 595,134,570 26 552,723,825
Risk Outlook

The Jamaican economy grew in real terms by an estimated 1.7% over the October to December 2018 quarter; a slight decline from the preceding
quarter. The Planning Institute of Jamaica (“P10J") attributes this growth to increased activities in the goods producing and services industries.
This indicates growth in more business areas that boast contractual workers and self-employed individuals who would better benefit from
participating in retirement schemes as a means of further long term saving options and retirement planning.

The PIOJ stated that the largest increases in employment were recorded in the real estate, renting and business activities, hotels and restaurants,
other community, social and personal services activities. Additionally, there are more opportunities for growth in the retirement scheme segment
within the private pension industry as the Statistical Institute of Jamaica recorded that the Jamaican unemployment rate is at an all-time low of
8.7% for the quarter; the lowest average unemployment rate in 51 years. Specifically, youth unemployment (ages 14-24) stood at 24.9%; a 0.5%
decline from the previous quarter. Areas of business that are still left relatively untapped by pension funds are the business process outsourcing
(BPO) industry that is on an upward trajectory and rapid expansions in logistics as the Jamaica Logistics Hub Initiative comes on stream and
further growth in the tourism industry. Opportunities exist for investment managers and administrators to offer pension related products to firms
within these emerging market segments.

Foreign currency denominated assets as a percentage of total invested pension assets currently stand at 8.5%. Therefore, significant foreign
currency risk exposure continues to exist for pension plans. The FSC recommends that continued efforts be made by trustees and investment
managers to apply prudent risk mitigating strategies for the management of pension investment portfolios to lower foreign currency risk. The
economy continues to boast low interest rates and single digit inflation levels. The Bank of Jamaica (“BOJ") reported that inflation as at December
31, 2018 was 2.4%; a decline of 1.9% from the previous quarter. The central bank believes this deceleration largely reflected lower prices of
agricultural food crops, transport and energy. It is also expected that inflation will continue to trend towards the lower limit of BOJ's target over the
next eight quarters.

The pension industry faces significant interest rate risk, as there is significant exposure to interest bearing assets within the portfolio of the
industry. The low interest rate environment continues to impact investment returns for pension plans and trustees and investment managers
continue to search for higher investment yields. Opportunities for such yields exist in alternative investments that may consist of riskier assets. As
a result, the prudent practices surrounding the administration and management of the pension arrangements by trustees are challenged now more
so than ever.

While this persists, the local stock exchange remains buoyant. The Jamaica Stock Exchange (“JSE”) main index grew by 21,470 points during the
December 2018 quarter and continues to outperform its peer indexes such as Vietnam’'s Ho Chi Minh and S&P 500 index. In October 2018,
Bloomberg reported that Jamaica’s index outperformed approximately 100 other equity gauges and labeled the JSE as the world's best performer
for 2018. The performance of the local stock market will continue to provide good investment opportunities for pension plans that seek to further
diversify their portfolios and reduce counter party risk exposure.
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The quarter also marked the conclusion of the International Monetary Fund's (“IMF”) visit to Jamaica as it relates to stock taking of progress on
country's economic reform program supported by the IMF's precautionary Stand-By Arrangement. The IMF's findings reflected positive
developments of the economic climate in Jamaica. Key to keeping this momentum going could be an improvement of Pension Funds position in
the Jamaican economy. Increased participation in pension arrangements will grow the aggregate level of savings available for investments and
reduce the number of persons who become wards of the state due to lack of pension coverage.

The following still remains as other risk concerns of the pension industry:

» The ageing Jamaican population and lowered fertility rates - Longevity risk exists as it is anticipated that some pensioners may outlive
their pension savings. This issue is exacerbated by the low pension coverage in Jamaica: mainly among self-employed persons and
those of the informal sector. Persons may become wards of the state or will have to rely on the solely on the National Insurance Scheme
or the goodwill of men.

» The downsides of a low interest rate environment - The scarcity of high yielding assets poses a risk to the long-term financial viability of
pension plans. Trustees of funds and schemes will seek real returns, possibly in riskier investments, in order to secure sufficient returns
to satisfy future obligations.

»  Crowding-in - The gradual withdrawal of the GOJ from the local debt market has reduced the quantity and quality of assets left available
for pension investments.

Summary

Despite the reduction in the number of active pension plans, active membership levels grew over the quarter due to increased
participating members of retirement schemes. Total private pensions assets increased, pushing industry value further towards the trillion
dollar mark. In addition, the solvency levels of most active pension plans remained adequate. With a sustainable economic environment
and improved monitory reforms, the private pension industry will continue on a steady path of growth.
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