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1. INTRODUCTION

In line with Government's emphasis on transparenagd
accountability, Monetary Policy Statements (MPSYyses the main
vehicle to communicate and promote public awareégthe main
objectives of monetary policy and the targets thatuld be pursued
by the Central Bank in the year ahead. As wells¢hStatements are
issued in accordance with the Government's Stratégy The
Development of Samoa. The main objective of thetaemank’s
monetary policy is to promote sustainable real eodn growth by
maintaining price stability and international resesr viability. In
order to achieve these objectives, monetary potlegisions are
conducted via open market operations through tseaisce and
trading of Central Bank Securities.

In pursuing the goal of price stability, the CehtBank relates
Samoa’s inflation rate to those of its major tradipartners. The
annual inflation rates for Samoa’'s main tradingtens usually
average around 3.0 percent and this is the tangéethe Central Bank
normally aims to achieve and maintain each yeawdi¥er, there are
times that the changes in prices are beyond tHenseaf monetary
policy and the control of the Central Bank. The engnce of recent
years bared witness to this situation when theigiergly sharp rise
of international prices for crude oil and food dgdr significant
pressures on the domestic prices of petroleum aond ftems. In
addition, the rise in inflation in a particular ye@flect the revised
prices of public goods and services that are sulbyeceview every
three to five years such as bus, taxi and boas favater, electricity
and port tariffs. During such periods, both the diea and the
underlying or core inflation rates rise substahtias seen in the
2008/09 financial year.

Samoa is a small open economy with total merchanglede alone
representing around 60 percent of nominal GDP. sltcrucial
therefore that Samoa maintains a sufficient levielinbernational
reserves to withstand unforeseeable economic shabider present
circumstances, the Central Bank considers a le/grass official
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international reserves, equivalent to no less thah months of
imports of goods, as adequate for maintaining thentry’'s long term
international viability. On the exchange rate, th&n objective of the
Central Bank’s policy is to ensure that export-otgel industries
remain competitive in overseas markets whilst & #ame time
minimizing imported inflation. While there is noexpfic target level
for the nominal effective exchange rate (NEER) loé {Tala, the
Central Bank aims to avoid a substantial real apatien of the Tala

since it can adversely affect the international petitiveness of the
export sector.
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2. EXECUTIVE SUMMARY

After growth of around 5.0 percent in previous yeahe world
economy only grew by 0.9 percent in the 2008/0%rfoial year.
Inflation dropped to 1.8 percent and 7.3 percenttfie@ Advanced
economies and Emerging and Developing economigsectsely.
Much of the downturn in 2008/09 was due to a shigine in the
Advanced economies led by the US, Euro-area an@énJayth
negative growth rates of -0.8 percent, -2 percemt .4 percent
respectively. Leaders of the Emerging and Develpmoeonomies
such as China and India, on the other hand, regdtwer but
positive growth rates of 8.3 percent and 6.4 pdrecespectively
compared to 2007/08.

For 2008/09, monetary policy was highly expansignavith
concerted quantitative easing focused on stimagiowth. By the
end of the period under review, the US Federal surate was
aggressively cut to reach 0.0-0.25 percent at emst 2009. The
European Central Bank (ECB) also cut its policyeret 1.0 percent
while Japan lowered its policy rate to 0.1 percent.

As the financial crisis intensified and evolvedoirst more disturbing
form by September 2008, the US dollar was swiftydht on its safe
haven appeal despite a beleaguered US economy cordirgerest
rate differentials. Towards the end of the perindaview, the US
dollar's fortunes stabilized as traders and marketk appetite
recovered a little.

In Samoa, the Central Bank’s (CBS) response talblgal recession
was to further ease its monetary policy stancerdemnto prop up
flagging demand and business confidence. One ofirdtenitiatives

by the CBS was to drive down the cost of borrowlrygreducing its
lending rate to the commercial banks from 7.85 @@rto 5.0 percent
in February 2009. Furthermore, in March 2009, thamercial banks
were allowed to borrow from the Central Bank sedusg up to 50
percent of their Statutory Reserve Deposits alGB8. The CBS has

3



MPS 2009/2010

actively consulted the four commercial banks inumdg lending
rates and injecting much needed liquidity into #mnomy. In the
process the weighted average interest rates (ftm Heposit and
lending) fell continuously over the year. Howevére reductions
were insufficient to stem the decline in businessfidence and loan
demand. Consequently, the annual average grow#s i@t private
sector credit and money supply slowed down draralétic

The global downturn impacted adversely on the ddmesonomy,

with the latest available estimates pointing ta&ercent decline in
real gross domestic product (GDP). Much of the dawnwas driven
by reductions in the ‘Other manufacturing’, ‘Constiion’, ‘Food and

beverage manufacturing’,'Commerce’ and ‘Agriculfugectors.

Despite concerns in the first half of 2008/09, #ernal sector
posted a positive outcome with an $11.1 millionptus in the
balance of payments, maintaining a cover of 5.1 thowf imports
for 2008/09.

Inflation remained problematic in the year undete® with both the
domestic and external factors pushing both the lmsadand
underlying rates to highs of 14.2 percent and 1p&cent
respectively at end June 2009.

For fiscal year 2009/10, Central Bank forecastsclvivere based on
information collected prior to the 29 September 20Dsunami,
showed that the Samoan economy was destined teareqaickly in
fiscal year 2009/10, bouncing back up by 5.0 pdaraemeal terms.
This pre-tsunami projected turnaround is expectedbé driven
mostly by a record overall deficit in the Governmd&udget for
2009/10 which is equivalent to 11 percent of GDMPe TBudget
incorporates Government’s economic stimulus responghe form
of heavy investments in construction activitieshsas the water and
drainage projects, buildings, road infrastructurel aoad switch
upgrades as well as private projects such as hatelsbusinesses.
Special focus is also placed on reviving the flagggriculture sector
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with a planned USD $10 million assistance from Werld Bank.
The prevailing pre-tsunami forecasts show that Haance of
payments is expected to register a modest surpl$325 million in
light of significant Government loans disbursemenitscreased
project grants and further growth in tourism eagsin

The pre-tsunami forecasts also show inflation dewdj significantly

in 2009/10 with an expected recovery in agricultpraduce supplies
at the local market pushing down the annual headfifiation rate to

2.3 percent at end June 2010 from 14.2 percemtchdene 2009. The
annual underlying inflation rate is also expectedatl to 4.9 percent
from 17.2 percent at end June 20009.

Given the expected recovery in real GDP and thgepted strong
external position, the CBS has decided to contiwith its easing
monetary policy stance in order to further drivewdothe high
interest rates and boost the waning private semtxit, ultimately
reviving business confidence and consumer demarsdaAesult,
higher private sector credit and strong externfibws are expected
in 2009/10. (See Table 1.)

The macro-economic and financial impact of the asainis yet to be
determined. However, it is felt that the recoveng aeconstruction
efforts will fuel further growth in construction,ransportation,
communication and commerce activities in the yedread.
Consequently, the positive outlook for the realreroy as suggested
by the prevailing forecasts remains valid. Nevdeb® these
forecasts will be revised as more up to date in&tiom on the macro-
economic impact of the tsunami comes to hand.
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Table 1
Selected Domestic Economic Indicators

2009/10

Fizcal vear to end June 200806  2006/07 200708 100809
. Forecast

(Percentage change over the previous year)

Real sector

Nominal GDP 31 8.9 2.8 233 6.9
Real GDP 22 22 48 6.3 5.0
Prices
Headline Consumer Price Index (annual average) 32 18 6.2 145 2.3
Undetlyving Consumer Price Index (annual average) 22 36 6.9 172 16
Implicit GDP Deflator {annual average) 37 6.5 18 0.8 1.7
Monetary aggregates
Net foreign assets (annual average) -3 3.6 93 21 201
Government's net monetary position {end of petiod) 108 12.7 -118 224 26.9
Bank credit to private sector
Annual average 213 2146 6.1 12 62
End period 28.2 1.7 6.3 52 5.0
Money Supply, M2
Annual averaze 140 131 112 8.0 2
End period 13.0 8.7 121 76 42
Exchange rate
Nominal Exchange Rate 0.11 0.76 0.16 1.10 fna
Real Exchange Rate -148 245 4.30 10.63 na
International reserves
Gross International Official Reserves (Tala million) 179.08 20754 2545 265.6 281.39
Gross International Official Reserves (Months of imports) 38 4.0 i1 51 48

Weighted average interest rates (End of periad, percent p.a.)

CBS 14 days Securities ] 130 408 148 110
CBS 28 days Secutities - 3.63 404 168 120 ')
CES 36 days Securities - 6.00 333 220 1.70 "'1:
CBS 91 davs Securities - 6.00 338 3.10 2.30 '::1]
CES 182 davs Securities - - -

CES 363 days Securities - - -

CES Securities overall weighted averaze vield (annual averaze) 1.90 180 470 228 172 'lj
Commercial bank deposits 4.80 6.50 6.20 318 481 '1]
Commercial bank credit 1130 12.80 12.70 1221 12.15 '1]
Commercial bank interest rate spread 6.70 622 6.60 7.02 134

Source: Central Bank of Samoa

A

{1} Interest rate as at end July 2009

na - not available
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3. WORLD ECONOMY

The IMF's July 2009 World Economic Outlook (WEO) date

forecasts a contraction of the world economy bypkrtent in 2009,
recovering a bit in 2010, leaving a real growtheraf 0.6 percent in
the 2009/10 financial year. On the other handatrdh forecasts are
at 0.1 percent for the Advanced economies and ®18ept for

Emerging and Developing economies for 2009. On amer
therefore, inflation for the Advanced economies espected to
increase to 0.5 percent in the 2009/10 financial yehile the rate for
Emerging and Developing economies is expected toedse to 5.0
percent. Real economic growth rates for China andial are

projected at 7.5 percent and 5.4 percent respéctioe2009 and 8.0
percent and 6.0 percent in terms of the 2009/1@nfiral year. The
US, Euro-zone and Japan are expected to contra2itbogercent 4.8
percent and 6.0 percent respectively in 2009 oravgments of -0.9
percent, -2.6 percent and -0.2 percent respectivelthe 2009/10
financial year.

With dismal global growth forecasts for 2009/10,netary policy is
expected to remain very expansionary throughout thebal

economy. Easing inflationary pressures across thbeg (helped
immensely by the huge declines in oil prices, f@di commodity
prices) will continue for the period ahead. All oviee world the main
focus is now on inciting growth. (See Table 2.)
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Table 2
Selected World Economic Indicators

Fiscal year fo end June 2005/06 2006/07 2007/08 2008/09 2009/10

Real growth rate 49 33 43 08 0.6

Inflation rate 23 20 2.8 1.8 0.3

Official international interest rates, (End of period, percent p.a)
US Federal Reserve 525 525 200 " o025 To013
Reserve Bank of Australia 575 6.25 725 7 300 " o230
Reserve Bank of New Zealand 725 8.01 825 " 250 " 330
Bank of Japan 0.10 0.50 050 " 010 " 1.00
Bank of England 4.50 5.50 500 " 0350 " 0350
European Central Bank 2.75 4.00 400 " 100 " 010

Reserve Bank of Fiji Notes, 81 dav 223 423 1'a n'a n'a
Source: IMF and reserve banks' publications and information releases.

The global economic downturn has taken pressuresréfrgy, food
and commodity prices. Weak global demand will counti to depress
oil prices which are forecast at around the US$&8harrel mark for
2009/10. Commodity and food prices are still expécto remain
high.

The US dollar is expected to be weighed down byfthgile US
economic data, low interest rates and most espeamproved risk
appetite for other assets.

A look at Samoa’s two closest trading partners: Né&saland and
Australia.

New Zealand

The New Zealand economy registered quarterly deglin the first
three quarters of 2008/09 but bounced back in time 2009 quarter
with a positive growth rate of 0.1 percent. In gwent, the economy
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contracted 1.8 percent in the twelve months to JR8@9. The
recovery in the June 2009 quarter was driven biyiacin “primary
industries” (fishing, forestry, and mining industryvhich grew 1.5
percent whereas activity in “goods-producing indast decreased
0.5 percent reflecting contractions in manufacwimd construction
activity. Service industries, however, remained fitathe June 2009
quarter.

For the twelve months to end June 2009, investnmefiked assets
decreased and household consumption expenditulieet:che main
driver of this was durable goods which includesnsioeg on motor
vehicles, furniture and major appliances. Businessstment was
also weak and unemployment continued to soar. @eere in
investment in non-residential buildings, transpeduipment, and
plant machinery and equipment were also noted.

With economic activity depressed, the Reserve Bdri¥ew Zealand
(RBN2Z) has signaled its willingness to keep monefalicy settings
at very low levels for some time as inflation ispegted to remain
very low and contained within the RBNZ's inflatidmand of 1-3
percent.

While economic activity will continue to be hit ldaas spending,
notably for residential investment and consumptigmain weak,
business and consumer confidence are on the meahd @ickup in
migration should add to domestic demand. Due tmtigoing higher
NZD and deteriorating dairy prices, concerns regiasely with
manufacturing and exporters. Unemployment’s cling set to
continue and expected to result in further softnesshe labour
market.

The NZ economy is expected to contract in 2009ALA. I8 percent
with an inflation forecast of 1.2 percent. On therency front, the
weaker economy and lower interest rates are expécteeigh on the
NZ dollar but surprises from the ‘risk’ front arepected to be
frequent.
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New Zealand Latest figures Forecasts
2009 2009/10 | 2010

GDP June quarter 09: 1.0% | -2.0% 1.2% 0.5%

g/q and -1.8% yly
CPI June quarter 09:0.6% qg{ql.3% 1.1% 1.1%

and 1.9% yly
Unemployment | June quarter 09: 6.0% 6.5% 7.0% 7.5%
OCR End June 09 : 2.5% 2.5% 2.5% 3.0%
Exchange Rate | End June 09: US$0.64 US$0.63 US$0.67 US$0/71
(vs USD)

Australia

The Australian economy grew 0.6 percent on an drawezage basis
to end June 2009. The positive contributors wereWNvViachinery”

and “Equipment and Household Final Consumption”’e Targest
negative contributors were “New Building Constroati and imports.

Other poor performing sectors were “Agriculture’datorestry and
Fishing”. Unemployment for the period in review wasorded at a
multi year high of 5.8 percent.

The Reserve Bank of Australia (RBA) is expectekeep the cash
rate at 3.0 percent as it judges the current stahoenetary policy to
be consistent with fostering sustainable growth &wl inflation.
With a strong recovery in business and consumeficence in a low
interest rate environment and fiscal policy suppgrtdomestic
demand, economic activity is expected to pick ugcddt sentiments
about the economy from the RBA Governor descrilee gbonomic
risks as to “appear balanced” and that Australightnnot have been
affected as severely as its peers in the currefadslowdown.

10
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The Australian economy is expected to contraci®9210 by 0.4
percent with an inflation forecast of 1.5 percent.

Australia Latest figures Forecasts
2009 2009/10 | 2010
GDP June quarter 09: 0.6%| -1.4% 0.4% 0.6%
g/qg and 0.6% yly
CPI June quarter 09:0.5% | 1.6% 1.5% 1.3%
g/q and 1.5% yly
Unemployment June 09: 5.8% 6.8% 7.3% 7.8%
Cash Rate End June 09: 3.0% 3.0% 3.0% 3.0%
Exchange Rate | End June 09: US$0.80| US$0.80 US$0.84 USS$0
(vs USD)

87
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4. DOMESTIC ECONOMY IN 2008/09

4.1 Policy Developments

Fiscal policy in 2008/09 continued on an expangiprzath, with

Parliament approving an overall Government Budgdicd of $84.8

million. However, the slow implementation of somg tbe major

projects saw the actual budget deficit in the firste months to end
March 2009 (the period for which figures are avagyq amounting to
only $49.7 million, equivalent to 4.7 percent ofrmioal GDP. The
budget deficit was financed mainly by soft termefgn loans.

In January 2009, the updated Central Bank foreqasitsted to the
economy contracting substantially, as a result b& trapid
deterioration of the global economy. In contrastato optimistic
outlook for growth at the beginning of fiscal yea®08/09, the
updated economic indicators for the period to emtdinber 2008
pointed to real GDP contracting in 2008/09. Consedjy, at its end
January 2009 meeting, the CBS Board approved thencation of
the Central Bank’s accommodative monetary policgnse to
stimulate the economy.

Consequently, the Bank's open market operationsusied on

flooding the financial system with liquidity, in @er to drive market
interest rates down. Fewer CBS securities wereetber issued, with
the aim of increasing the level of excess liquiditythe banking
system. Consequently, the level of CBS securitiegstanding

declined 52 percent to $27.5 million in the fisgalar to end June
2009. The bulk of the securities outstanding ($X6illion) were for

very short term bills (below 91 days maturities) endas $11.5
million were for the benchmark 91 day securities.

The issuance of fewer securities saw non interestrihg excess
reserves of the banks pushed up to some of thghrekt levels ever.
Total commercial banks’ excess reserves expandeadit from

$32.2 million in June 2008 to $73.3 million in JU2@09, a level that

12
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was well above the minimum comfortable level of $t#llion. (See
Graph 1.)

Graph 1 : Commercial Banks' Excess Liguidity
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As a result, total commercial bank liquidity roserh $86.4 million
in June 2008 to $110.7 million in June 2009. (SeapG 2.)
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Graph 2 : Total Commerical Bank Liquidity
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In addition to limiting the volume of CBS securdtiessued, the
Central Bank also reduced its lending rate to tiraroercial banks by
2.8 percentage points, from 7.8 percent to 5.0 gmycsecured by
Central Bank securities. In March 2009, the commétzanks were
further allowed to borrow from the Central Bankgw®d by up to 50
percent of their statutory reserve deposits (SRE)eCentral Bank.

In line with the Central Bank’s easing monetaryi@plstance, the
weighted average interest rate on CBS securitids dieadily
throughout the year to reach a low of 2.28 pere¢r@nd June 2009,
2.34 percentage points down from 4.62 percent imeJ2008. In
response, the commercial banks’ weighted averagesttarate fell by
0.96 percentage points to 5.19 percent in June #0696.15 percent
in June 2008. Similarly, the commercial banks’ vinégl average
lending rate fell by 0.53 percentage points to 122rcent in June
2009 from 12.74 percent in June 2008. (See Grgph 3.
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Graph 3 : Weighted Average Interest Rates
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On credit, the combined total of commercial bardn® to the private
sector and public institutions increased by $37ilian to $685.3

million in the year to end June 2009, which was dofrom an

increase of $47.8 million in the previous finangiabr. On an annual
average basis, the growth rate of total credit te two sectors
combined fell from 10.8 percent in June 2008 to [@efcent in June
2009. This largely reflected the deceleration oéddr growth to

public institutions whereas the growth rate of dréd the private

sector alone improved from 6.1 percent in 2007608.2 percent in
2008/09. The relatively slow rate of credit expansin the last two
financial years indicated that the reduction in owmencial bank

interest rates so far was insufficient to boostitrdemand under the
prevailing recessionary economic conditions. (Sespz4.)
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Graph 4 : Annual Average Growth Rates
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In contrast to the decline in credit growth, in@bge and in relative
terms, there was a substantial net inflow of faneignds in 2008/09,
associated with an overall surplus in the balantepayments.
Consequently, money supply (M2) expanded 7.6 pér¢$a6.0
million) in the fiscal year under review to $654llion at end June
2009. (See Graph 5.)
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Graph 5: Money Supply
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In 2008/09, the Central Bank allowed the exchaage of the Tala to
drift upwards to ease some of pressure from risimgprted inflation.

Consequently, the .nominal effective exchange (BteER) of the

Tala appreciated 1.1 percent on an annual averagje hgainst the
currencies in its exchange rate basket. On ther dtaed, the high
inflation rate saw the real effective exchange (REER) appreciate
10.6 percent. (See Graph 6.)
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Graph 6 : Trade Weighted Exchange Rate Indices
(1998=100)
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4.2 Macroeconomic performance
4.2.1 Real Sector

National accounts figures for the June 2009 quaater not yet
available but estimates indicate that the economwtracted 6.3
percent in real terms in 2008/09, a far cry frora th8 percent real
growth in 2007/08. The main culprit was the sigraht 24 percent
real reduction in ‘Other manufacturing’ as the glblyecession
affected the Australian automotive industry whichbsequently
reduced the demand for wire harnesses from Samde T
‘Construction’ industry shrank 33 percent reflegtithe winding
down of activities following the South Pacific Gasna 2007/08. In
addition, a few of the large Government projectsenslow to be
implemented in 2008/09. As evidenced by the very &upply of
local agricultural products to the Fugalei Markite ‘Agriculture’
sector declined 11 percent due to across the lredrcttions in most
staple and vegetable crops. ‘Food and Beverage factnung’

18
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decreased 24 percent in 2008/09 as a direct reduliagging

production of beer and soft drinks. The combinatdrhigh excise
taxes and cheaper imported alternatives (as thewtdls soft drinks)
has greatly weakened the demand for locally prodiusmt drinks
and, consequently, their sales and production. ‘@erae’ sector also
took a hit, going down 3 percent as a result oticed consumption
manifesting in slow sales at the large supermarkeis clothing
retailers. The ‘Fishing’ output fell by 7 percentedto a large drop in
fish catch during the first half of 2008/09.

On the upside, the ‘Transport and communicatiorsta rose 3
percent reflecting continued improvements in thié meone industry
as well as expansion in taxi fleets. ‘Hotels anstaerants’ industry
increased 9 percent in light of new hotels and aggs and extension
to existing ones such as the extension of the Hulidenia and
upgrading of the Tusitala hotel. ‘Public administya’ increased by 3
percent reflecting the expansionary 2008/09 Budggte ‘Finance
and business service’ sector rose by 2 percenhénwith historical
trends. (See Table 3 and Graph 7.)

19
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Table 3
Real Gross Domestic Product by Industry
(At 2002 prices, amounts in Tala Million)
During the period 2005/06 2008/07 2007/08 2008/09 2009/10
Actual Actual Actnal Updated Forecast
Agriculure 714 68.2 72.0 63.9 65.1
Fishing 472 503 51.7 479 489
Food & Beverage manufacturing 32.6 283 249 18.9 18.0
Other Manufacturing 1148 1139 126.3 843 70.1
Construction 1051 1288 137.2 1229 1358
Electricity and water 46.8 48.1 493 30.5 523
Commerce 184.5 1511 1953 150.0 151.9
Hotels, restaurants 301 325 36.7 40.1 41.5
Transport, Communication 147.0 1478 154.6 158.6 174.4
Public administration 8la 8238 858 833 90.1
Fiance and business service 957 991 102.6 105.0 108.1
Less: Enterprise share of FISIM (1) -12.2 -12.5 -13.0 -133 -13.6
Ownership of dwellings 30.9 31.0 311 313 31.6
Personal and other service 622 551 611 374 60.3
Total 10417 10645 11157 10457 1088.5
Annual percent change 22 2.2 48 6.3 3.0
Implicit GDP deflator 116.6 1243 130.2 1313 133.6
Annual percent change 57 6.3 48 0.8 1.7
Source: Ministry of Finance
(1) FISIM : Financial Intermediary Services Imputed

TalaMillion

Graph 7 : GDP by Sector 2008/09
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4.2.2 Balance of Payments

The balance of payments recorded another surpl@&lbdfl million

for the third consecutive year, following a hugepbus of $47.3
million in 2007/08. This surplus was mainly theuksf continued

improvements in tourism receipts, private remitecand net
disbursement of Government loans during the cooirtiee year. (See
Table 4.)

Table 4
Balance of Payments
(Amounts in Tala Million)
During the period 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10
Actual Actual Actual Actual Actual Forecast
A Current Account Balance -69.5 -709  -1328 -88.0 -208  -1297
Merchandise Trade Balance -4298 -5199 5855  -A61.1 5980 6714
Exports 353 196 313 324 281 281
Imports -465.0 -5495 6167 -5935 6261 -6994
Services, net 1655 1856 2322 2529 2696 2658
Income, net -65.5 -246 -359  -1104 -479 -66.7
Current Transfers. net 2603 2879 2563 3308 3555 3425
Private transfers 244.0 2837 2522 3228 3445 327.2
Official transfers 163 42 41 77 11.1 153
B Capital Account Balance 1492 69 5 1254 622 104 429
Official Grants 157.2 718 936 692 7.6 130.5
Other -7.9 =23 318 -7. -87.1 -876
C_Financial Account Balance -352 -39.7 169 630 408 849
Direct Investment -55 14 533 117 183 200
Portfolio Investment 1.0 0.6 1.8 -0.5 29 -8.0
Other Iirvestment -30.7 -41.8 -382 518 196 729
D_Reserve Assets -36.2 49 5 -279 -473 -11.1 125 (D
E. Net Errors & omissions -84 -83 185 101 -194 144
(1) This surplis does not include the new SDR allocations from the IMF in Augnst 2009
Source: Central Bank of Samoa
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The relative level of international reserves in 20@ was the same
as that for 2007/08 at 5.1 months, well above #iget cover of 4
months. (See Graph 8.)

Graph 8 : Gross Official Reserves
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Total imports rose 6 percent to $626.1 million 008/09 as all of its
three main categories recorded gains especiallyarirst half of the

fiscal year. However, due to the impact of the glalecession in the
last half of 2008/09, imports fell notably. Non mmé¢um private

sector imports increased 4 percent reflecting mgamllot of food

imported by wholesale companies such as meat pi®@ocultry and

mutton mainly), eggs, dairy products and fruitsitRermore, 2008/09
saw a large shipment of EPC’'s electricity metersictvhalso

accounted for the increase in this category. Ratrolimports rose 7
percent to $144.7 million as its price fell 21 pwrc from last
financial year’s high but its imputed volume pickeg 28 percent. In
addition, Government imports increased 34 percarg tb a 37
percent increase in its volume reflecting imporendlding materials
for the new convention centre and pipes for theewahd sanitation
project. (See Graph 9.)
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Graph 9: Imports
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Exports fell 13 percent in 2008/09 as a resultexflides in fresh fish,
beer, coconut cream, nonu juice and fruits andkpe#s to name a
few. On the upside, taro, copra meal and virginredorded higher
proceeds over the year. Coupled with the increaseinoport
payments, the merchandise trade deficit widenedertemt. (See
Graph 10.)
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Graph 10 : Exports
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Tourism earnings continued to improve, rising 1&pat in 2008/09
reflecting mostly the influx of holidaying visitoras well as

sportspeople coming for various sporting competgiosuch as
wrestling and rugby competitions. Visitors from Nedealand,

Australia and Europe increased by 5 percent, éepe@nd 30 percent
respectively, accounting for the bulk of the ovemalprovement in

arrivals. Arrivals from the US and American Samaser by 10

percent and 0.2 percent in that order. With thegsriof good and
services consumed by tourists increasing over ¢lae w light of high

inflation in 2008/09, the average tourist expenditwose by 11
percent in 2008/09. (See Graph 11.)
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Graph 11 : Tourism
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Private remittances in 2008/09 recorded a 6 peraarrease to
$365.5 million despite an expected contraction ke tface of

downturn in the main source countries of USA, Neealand and
Australia. Household remittances went up by 11 gr@ras Samoans
overseas continued to remit funds and cars forugileeep of their

families in Samoa while funds for charitable orgaions fell 18

percent. Australia and the US accounted for mosthaf overall

increase with smaller gains for American Samoa lde& Zealand.

Remittances from Fiji which largely constitute LD&hds from the

US, fell substantially in 2008/09.

Actual official capital transfers figures are notadable but an
increase of 41 percent to $97.6 million was pr@ddn the 2008/09
Budget, down from $69.2 million in the previous ge@overnment
loans liabilities went up substantially reflectingew loan
disbursements in the course of the year. In thatewe$40.8 million
surplus was recorded in the financial account.
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4.2.3 Prices

As with the case in 2007/08, movements in consupnees were
influenced by both local and external pressuret)) thie latter having
a more prominent impact. Many of the imported fateens such as
chicken, sugar, flour and rice as well as fuel gdieunleaded petrol
and kerosene) registered price hikes in 2008/08hipg up imported
inflation quickly to 15.5 percent at end June 2@@#n 8.0 percent at
end June 2008.

Likewise, the local component of the headline ComsuPrice Index
(CPI) recorded an increase of 13.7 percent in Z)&huch higher
than 4.8 percent last year. One of the driving dergvas the low
agricultural production at the local market pushupythe prices for
vegetable and stable food crops sold at the Marsb, the higher
fuel costs spilled over to affect the prices of uomable goods and
services such as bread, electricity rates, trahdpogs (taxi bus and
boat) as well as fish (whole, stringed and pied&ge Graph 12.)

Graph 12 : Annual Average Inflation Rates
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As a result of the higher imported and local congmas of the
headline CPI, the headline annual inflation acesést to 14.5 percent
at end June 2009 from 6.2 percent at end June 2008.

Similarly, the underlying inflation rate surged upds to 17.2
percent in 2008/09 from 6.9 percent in the previfissal year. (See
Table 5.)

27



MPS 2009/2010

5. DOMESTIC ECONOMIC OUTLOOK FOR
2009/2010

The following forecasts and macro-economic outleas based on
information available prior to the 29 September 2@unami. The
forecasts will be revised and updated as the ecanand financial
impact of tsunami becomes known. Meanwhile, itdgeted that the
recovery and reconstruction works associated wightsunami will
fuel construction, transport, communication, consreand other
economic activities. This, therefore means that dheent positive
direction of the prevailing forecasts remain valid.

5.1 Government Budget

With the global recession as a backdrop, Parliarapptoved another
heavily expansionary Government Budget for 2009/ie Budget
for 2009/10 is projected to result in an overalfide of $160.8
million compared to budget deficit of $84.8 milliam 2008/09. This
budget deficit is about 11 percent of nominal G|l above the 6
percent approved for 2008/09. This record budgdiciteto be
financed largely by external soft term loans, r@8epublic and social
infrastructural developments, including large ediocaand health
projects as well as the road switch preparations.

Total revenue is expected to contract in face afnking import

duties and VAGST collections due to weak consumemahd.

External grants, however, are expected to increagaficantly to

$152.8 million, driving total revenue and grants®®11.0 million.

Total expenditure, on the other hand, is projettegimp to $671.8
million in 2009/10 from $595.5 million in 2008/0@5ee Table 6 and
Graph 13.)
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5.2 Real Sector

The economy in 2009/10 is expected to rebound flash year in
light of the aggressiveness of the fiscal policyojécts aimed at
improving and strengthening the education, healgiiculture, water
and electricity sectors in addition to continudrastructural works
have been expedited in the budget in order to $t@ueconomic
growth in 2009/10. These are expected to combitie pvivate sector
projects and further growth in tourism to boostvgio in the real
sector.

In the event, real GDP is expected to increaseboyiab.0 percent in
2009/10, driven by all sectors except ‘Other maciwfiang’ (still in
the recovery phase) and ‘Food & Beverage manufacfur(low
demand from American Samoa). The ‘Construction’tae¢third
largest) is expected to grow by 30 percent in lvith government
funded and private projects while ‘transport angnguinications’
sector is anticipated to improve by 10 percent las transport
industry is tied closely to construction activitieBhe ‘Commerce’
sector is expected to recover by 1 percent as deém@&ks up while
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the ‘Agriculture’ and ‘Fishing” sectors are expette increase by 2
percent each. ‘Finance & business service’ and lipub
administration’ sectors are forecast to growth byedcent and 2
percent in that order. (See Graph 14.)

5.3 Balance of Payments

The balance of payments is expected to record andhrplus in
2009/10. Given the significant inflows projected tine 2009/10
Budget, such as the $149.6 million net disbursermé@overnment
loans (of which only $100.0 million is actually esqted to be
disbursed in 2009/10) as well as a substantialeas® in project
grants to $137.5 million from $97.6 million in 2008.

On the current account, exports for 2009/10 areigated to remain
more or less the same from last year to $28.1anilliThis is due to
modest gains in fish, coconut oil, nonu juice arhun fruit being
offset by reductions in beer, coconut cream, resetspand virgin oil.
Fish exports is expected to recover in line with tiew addition of a
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large fishing vessel to the current fleet as wsllimprovement in

catch per effort while beer exports is anticipatedrop significantly

in 2009/10 reflecting the already low demand fromekican Samoa
being exacerbated by the closing of the ChickethefSea cannery
which will mean around 800 jobs lost including Ibeapats working

in American Samoa.

Given the strong recovery in economic activity i809/10, total

imports are expected to pick up strongly, up 1Zx@etr to $699.4
million. Non petroleum private sector imports aravisaged to
improve by 14 percent to $515.5 million reflectimgpre demand for
food products by wholesale companies, more corstruenaterials
for new construction projects, higher demand fghtihand drive cars
and materials for the water and electricity prgecthe value of
petroleum imports is expected to increase by 9euérto $157.9
million reflecting anticipated recovery of world|gorices as the
recession bottoms out as well as increased denwngefroleum as
the economy recovers. Government imports, on therdtand, are
expected to decline by 7 percent reflecting large off import

shipments in 2008/09.

On the basis of the Samoa Tourism Authority's Tsmri
Development Plan for the next five years, which Veasched in July
2009, tourism is expected to continue to perfomangly in 2009/10

despite tourist arrivals from American Samoa exgeetd fall in view

of expected closing of the COS Cannery in Septeribép. Tourist

arrivals are expected to increase by 4 percenB19687 in 2009/10.
The bulk of the visitors are expected to come fidew Zealand and
Australia. With a 5 percent increase anticipated aeerage tourist
spending in 2009/10, total tourism proceeds areeebgal to increase
by 9 percent to $338.8 million. Private remittana@sthe other hand,
is expected to decline by 4 percent to $351.5 omillin 2009/10,

driven by an 18 percent drop in charitable orgdiona remittances
while household remittances are expected to inerégs3 percent
reflecting steady inflows of cash, in kind and camittances for
family maintenance. (See Graph 15 and Graph 16.)
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On the whole, the balance of payments is expeaigubst another
surplus of $12.5 million in 2009/10, slightly highthan the $11.1
million surplus last year. With the strong increaséotal imports, the
level of international reserves is anticipated dat fo 4.8 months of
imports, below 5.1 months cover for 2008/09 butlvadove the
minimum target of 4.0 months.

5.4 Prices

Consumer prices in 2009/10 are expected to deshaeply from the
previous year as inflationary pressures that dropeprices in the
preceding year start to abate. Imported inflatielhih May 2009 and
will continue to do so for the rest of the 2009fistal year as the
current weak global demand for international tradeshmodities will

see prices remain lukewarm with oil prices to retzbiput not as
much as the price booms in 2008/09, hovering ardbad)SD$68.75
per barrel in 2009/10. Domestic inflation is alsdi@pated to shrink
reflecting the anticipated recovery in agricultualpplies at the
Fugalei Market as well as the expectation of nthierhikes in utility

services such as water, electricity and transportat

5.4.1 Headline Inflation
Import Component

The current weak global demand for internationalisaded

commodities, in the face of the prevailing recesaig pressures
affecting the global economy, will have a depregsuy effect on

imported inflation in the next twelve months. Likie®, the forecast
low inflationary expectations in Samoa’s main tragipartners
(particularly, New Zealand, Australia and USA) imetimmediate
future will help reduce inflationary pressures thatre quite

significant in 2008/2009. For crude oil, expectasicare that prices
will not be much above the average of $68.75 peeba 2008/2009
with high excess capacity in oil producing courgtriexpected to
buffer any growth in demand. Despite the recenbueld in prices, it
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is expected that any price increases during 2009/ 2dll be smaller
than the price booms recorded in 2008/2009. Andnglwith the

local pricing mechanism, particularly for importédel, prices of

imported commodities are expected to stabilizeuatent levels. On
average, food prices are estimated to grow by Br6gmt compared
to a 20.2 percent expansion in 2008/2009. The gteaetls for fuel

products over the next twelve months to June 20&0eapected to
reduce the growth in price levels of the “housingl ehousehold
operations” (down 3.6 percent compared to a 7.4gmrgrowth in

the previous fiscal year) and “transport and comications” (decline
by 10.6 percent compared to a 7.7 percent growt0@8/2009)
commodity groups. In the event, imported inflatienforecast to
decelerate from 15.5 percent at end 2008/2009G@@@tcent at end
2009/2010.

Local Component

Similar to imported inflation, the domestic headlimflation rate for
the forecast period ahead (2009/2010) is expededetline to 2.3
percent from 13.0 percent at end June 2009. Lardalyng this
reduction over the next twelve months is a lowe® Percent
expansion in the “Food” sub-index compared to thel Zpercent
growth in the fiscal year 2008/2009, mainly reflegtan anticipated
recovery in local agricultural production as wedlthe absence of any
further upward revisions in bread prices, whiclome of the main
commodities in this sub-group. The estimated lewreisnported fuel
will also affect the cost of producing electricityyith further
adjustments in the fuel surcharge on electricitpeeted. For the
“Housing and Household Operations” sub-group, pileeels are
expected to decline 3.5 percent compared to a &®pt growth in
the previous twelve months to 2009. With transgares already
revised upwards in 2008/2009, the forecast localafi$port and
Communications” sub-index for 2009/2010 does natluile any
further changes in fares, with the only adjustnfentthis sector to
come from possible reductions in international iogllrates. As a
result, this commodity group is expected to registe expansion of
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2.3 percent, lower than the 12.9 percent growtB(8/2009. All in
all, the overall local component of the headlind @Panticipated to
grow by 2.3 percent in the year to end June 20X0pemed to 13.0
percent in the year to end June 2009. (See Graph 17

Headline Inflation Rate

With the current weakening of global demand foreinationally

traded commodities, lower inflation for Samoa’s mairading

partners and improved local agricultural productionflationary

pressures are expected to ease substantially metktewelve months
ending June 2010. The annual headline inflatior ratexpected to
decline from 14.2 percent at end June 2009 to a@8 percent at
end June 2010. (See Graph 18.)
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5.4.2 Underlying Inflation
Import Component

It is anticipated that the overall import componehthe underlying
CPI will decline within the next twelve months, dpmng to 4.6
percent from 17.3 percent at end June 2009. Tdriscast largely
reflects moderate easing of commodity prices inglodal markets
compared to the price hikes seen in 2008/2009. awitth an
expected 4.8 percent real growth in the Samoanassgndomestic
demand conditions are likely to strengthen, consetiy influencing
imported prices in the underlying CPI.

Local Component

On average, the domestic underlying inflation ratexpected to slow
down to 4.2 percent at end June 2010 from 16.8epérat end June
2009. This downward projection is based on an egedrop in
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local food prices compared to 2008/2009 (partidulawith the
absence of any increases in bread prices).

Underlying Inflation Rate

Taking into account the effects of both external ktal pressure on
prices for commodities that are not subject toexe volatility and
price regulations, the annual underlying inflati@te is expected to
decelerate within the next twelve months to 4.6ceetr at end June
2010, from its current peak of 17.2 percent at &mde 2009. (See
Table 5B Underlying Consumer Price Index.)
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6. MONETARY POLICY STANCE FOR 2009/2010

The Samoan economy is expected to recover froradlierse impact
of the global financial crisis in 2008/09 posting.8 percent recovery
in real terms in 2009/10 from a steep 6.3 perceat decline in
2008/09. This recovery is expected to be driven tipoy the
expansion in the ‘construction’ and ‘transport amhmmunications’
sectors reflecting substantial public sector ptgjececovery in the
‘agriculture’ and ‘fishing’ industries as well agogvth in tourism
earnings and project grants from abroad. Exportsyeler, are
anticipated to remain unchanged while imports axpeeted to
expand significantly in line with the expected reexy in the
economy. In addition, significant net disbursemeitexternal loans
in 2009/10 should see the balance of payments deaar overall
surplus leaving the relative level of internationaderves unchanged
at 5.1 months of imports.

In addition, inflation is expected to wind down miiicantly as
international commodity prices remain subdued ghtliof continuing
weak global demand an expected slight improvememtneodity
production levels in overseas and more or lesdestaternational oil
prices. Already, domestic prices have started émdrdownwards,
with the annual headline and underlying rates ebgoketo drop to 2.3
percent and 4.6 percent respectively in 2009/10.

On the other hand, there is a concern on the slawvdaf private

sector investment demand with recent data reflgctire stagnant
growth rate in credit to that sector despite rea®dline in interest
rates. Therefore, to encourage and stimulate &ctimi the private

sector, monetary policy will continue with its ea&gi stance in

2009/10. The main objective is to support and gfiteen the private
sector in these trying times. The increase in ttedhe private sector
will help increase local production so as to hetppliove supplies,
especially agricultural production which will goleng way to ease
the high local prices of food crops. Market intémedes are therefore
expected to decline even further in 2009/10, wisicbuld encourage
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a recovery in agriculture, manufacturing, fishimgnewable energy
and tourism sectors.

Although this monetary policy stance was taken rptm the 29

September 2009 tsunami, its expansionary focuds ialine with

efforts to rebuild the areas that have been detamst&evertheless,
this monetary policy stance will be reviewed whdre tmacro-
economic impact of the tsunami comes to hand.
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