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II. OVERVIEW OF ECONOMIC DEVELOPMENTS DURING THE THIRD 
QUARTER OF 2009. 

 
a. The World Economy 
 
In the September quarter of 2009, economic growth rates for the United States, Japan, the Euro 
area, Australia and New Zealand continued to trend upwards.  Although the pace of growth 
between quarters was positive, with the exception of the United Kingdom which posted another 
contraction in the quarter under review, the annualized growth rates remained negative for most of 
the above mentioned countries.  Some weaknesses in the various sectors of these economies were 
still observed, particularly in the housing sector, the retail trade industry and, for some economies, 
the industrial and manufacturing sectors.  Surprisingly, for all of the countries mentioned, 
consumer and business sentiment improved over the quarter under review.  Nevertheless, a fragile 
recovery was the general diagnosis for most economies and, as a result, the reserve banks resumed 
their expansionary monetary policy stances.  Price pressures, on the contrary, were receding quite 
nicely and, as such, have become the least of the reserve banksô concerns.   
 
In the United States, the third preliminary real growth estimates showed that the economy 
expanded at an annual rate of 2.2 percent in the September quarter, following a 1.0 percent 
contraction in the previous quarter.  Economic statistics indicated positive contributions to growth 
from personal consumption, exports, private inventory investment as well as an increase in federal 
government spending.  Residential fixed investment also contributed to the positive growth rate.  
However, positive contributions to growth were offset by negative contributions from non-
residential fixed investment, increased imports, declining state and local government spending as 
well as the deceleration in federal government spending.  While economic conditions appear to 
have picked up in the various sectors of the US economy, a hint of weakness remains in the 
overall state of the economy as the retail sales industry continues to post negative movements, 
industrial production continues to grow at meagre rates, while housing data continue to show a 
decline in home sales.  The labor market remained weak as personal income grew at rates less than 
half a percent over the quarter under review while the unemployment rate rose to 9.8 percent in 
the third quarter from 9.5 percent in the June quarter of 2009.  Despite signs of a frail recovery in 
the US, consumer confidence is starting to improve considering that the economy is gradually 
lifting itself out of a deep downturn.  Consumer prices rose 0.1 percent in the third quarter but on 
an annual basis, prices fell 1.3 percent.  
   
Over the September quarter, the Federal Reserve Bank of New York continued its expansionary 
monetary policy stance given the frailty of the US recovery.  As such, the Fed maintained the 
Federal funds rate at its targeted level of zero to 0.25 percent. 
 
In the September quarter, the Australian economy continued to fare better than most other major 
economies and again turned out a positive growth rate.  The Australian economy grew 0.5 percent 
in the third quarter from the previous quarter, taking the annual rate to 1.0 percent and compares 
with 0.3 percent growth in the previous quarter.  The housing market started to pick up in the third 
quarter as house prices began to post solid gains, housing finance increased and building 
approvals rose.  Retail trade data also continued to produce positive growth rates in the third 
quarter with overall growth rate of 1.4 percent.  Sentiments among businesses and consumers 
were also looking up as the third quarter progressed.  In the labor market, the unemployment rate 
stood still at 5.8 percent.  Prices in the Australian economy continued on their downward trend as 
inflation slowed to 1.0 percent over the quarter, taking the annual rise in prices to 1.3 percent, 
which was down from 1.5 percent in the June quarter. 
 
In the third quarter, the Reserve Bank of Australia (RBA) continued to stress its intention to 
maintain an easing monetary policy bias to ride out the recession and, as such, held its official 
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interest rate unchanged at 3.0 percent while it continued to observe developments in the economy 
facilitated by fiscal and monetary stimulus.    
 
In the New Zealand economy, the annual growth rate was again negative at 1.3 percent.  However, 
compared to the previous quarter, the rate of decline was slower.  Between the second and third 
quarter, the economy grew by 0.2 percent.  Retail sales improved slightly from the previous 
quarter as it showed gains of around 0.5 percent in the September quarter.  The housing market 
again showed signs of weakness as building permits turned out negative percentage changes of 
more than 10 percent while house sales actually posted positive increases of over 1.0 percent in 
the quarter under review.   Nevertheless, consumers were increasingly confident about the 
economyôs recovery as the confidence index steadily rose over the quarter from 96 to 120.3.  
Unemployment in New Zealand continued to increase as the jobless rate rose from 6.0 percent in 
the June quarter to 6.5 percent in the quarter under review.  Consumer price pressures abated with 
the CPI declining 1.3 percent from the previous quarter. On an annual basis, inflation was 1.7 
percent in the September quarter, down from 1.9 percent in the previous quarter.   
 
In the September quarter, the Reserve Bank of New Zealand (RBNZ) also upheld its easing 
monetary policy stance as it kept focus on the risks of a deeper downturn and paid less regard to 
inflationary pressures, which were already well within target levels.  As such, the overnight cash 
rate was maintained at 2.5 percent.   
 
In the quarter under review, the Euro area grew 0.4 percent from the previous quarter but on an 
annual basis, the Euro area contracted 4.0 percent, which is a slower contraction than in the June 
quarter of 4.8 percent.  Total industrial production in the Euro region continued to decline in the 
September quarter, while industrial new orders reported small increases over the same period.  
The slump in retail sales slowed between months but on an annual basis, data continued to reflect 
the significant weakness in the retail activity.  Despite signs the Euro area recovery remains 
fragile, confidence among consumers gradually improved over the third quarter and likewise, the 
overall economic sentiment has improved in the quarter under review.  In the labour market, the 
unemployment rate increased to 9.6 percent from 9.3 percent in the June quarter of 2009.  
Consumer prices in the Euro area fell 0.4 percent in the September quarter, slowing the annual rate 
of inflation to 0.3 percent. 
 
In the September quarter, the European Central Bank (ECB) kept its official interest rate 
unchanged at 1.0 percent given the frail economic conditions. 
 
In the United Kingdom (UK), gross domestic product contracted by 0.2 percent in the September 
quarter, after declining 0.8 percent in the previous quarter.  Production and service industries 
posted positive gains over the quarter after declining in the previous quarter, while the housing 
market showed a turnaround, with construction output increasing in the same period after 
previously recording a decline.  Average earnings continued to increase in annual terms despite 
marginal monthly declines.  Still, improved confidence data signal more upbeat consumers.  As 
such consumer expenditure has increased over the quarter.   Government consumption expenditure 
also rose over the third quarter.  Retail sales activity continued to improve as total sales increased 
1.8 percent in annual terms and continued the uptrend from the June quarter gains.  The labour 
market remained moderately weak with the unemployment rate still at 7.8 percent.  The annual 
inflation rate in the UK eased to 1.1 percent in the quarter under review, down from 1.8 percent in 
the preceding quarter. 
 
The Bank of England (BOE) kept its official interest rate on hold at 0.5 percent as it continued 
with its óeasingô monetary policy stance to counter the continued weak economic activity in the 
UK.  
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National accounts figures for Japan showed that real gross domestic product grew 2.9 percent in 
the September quarter from the previous quarter, taking the annual contraction to 4.5 percent, a 
slowdown from the revised 7.0 percent slump recorded in the second quarter.  After subdued June 
quarter retail sales activity, retail sales posted modest gains in the September quarter.  Housing 
market activity also stabilized as housing starts posted increases of around 0.7 million during the 
three months of the third quarter. Machinery orders and indices gauging industrial production 
activity also picked up in the quarter under review.  Consistently, Tankan confidence indices 
showed an improvement in sentiment among large manufacturing and non-manufacturing 
companies regarding business conditions in Japan.  Japanôs labour market picked up over the 
quarter as the unemployment rate gradually fell from 5.7 percent in July to 5.3 percent in 
September.  Consumer prices continued to decline at an annual rate of 2.2 percent, which is higher 
than in the previous quarterôs inflation rate of negative 1.7 percent.   
 
In the September quarter, the Bank of Japan continued to hold its official interest rate unchanged 
at 0.1 percent.  (See Graph 1.) 
 

 
 
In the currency markets, the US dollar continued on its downward trend as signs of a receding 
downturn in the global economy helped sustain the global equity market rally.  The increased 
appetite for risk and simultaneously reduced appetite for the safe haven dollar, which 
accompanied the rallying commodities and equity markets helped support ongoing strength in the 
currencies of the Euro, the UK, Australia, New Zealand and Japan.    
 
In terms of the Talaôs nominal index, the overall value of the Samoan currency against the 
currency basket depreciated 1.3 percent on an annual basis in the September quarter.  In real 
terms, the real effective exchange rate indicated that the Tala appreciated by 7.9 percent.  The 
increase in the real effective exchange rate, despite the nominal depreciation of the Tala, indicated 
that prices in Samoa continued to rise faster and remained persistently higher than those of its 
major trading partners.  (See Graph 2.)  
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b. The Domestic Economy 
 
Fiscal policy tightened in the September 2009 quarter with Governmentôs financial operations 
recording a cash deficit of $29.4 million to $110.5 million. 
 
Monetary policy, on the other hand, continued itsô easing stance in the quarter under review, with 
total commercial bank liquidity growing a further 14 percent to $126.3 million on the back of an 
$8.3 million (or 8 percent) increase in the June 2009 quarter.  The commercial banksô excess 
reserves in particular, rose by a further 21 percent to $88.8 million while their holdings of CBS 
securities were maintained at $27.4 million.  Cash holdings of commercial banks, on the other 
hand, declined $0.2 million during the quarter under review. (See Graph 3.) 
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In line with the easing monetary policy stance, official interest rates on Central Bank Securities 
fell to a weighted average yield of 0.99 percent in the September 2009 quarter, from 2.28 percent 
in the preceding quarter and 4.05 percent in the September quarter of 2008. This large drop 
reflected lower yields for all CBS papers especially the 91-day and 182-day papers. 
Corresponding to the decline in official rates, the commercial banksô interest rates fell, with the 
weighted average deposit and lending rates easing by 77 basis points to 4.42 percent and 36 basis 
points to 11.85 percent respectively.  In the event, the commercial banksô interest rate spread 
widened to 7.43 percent from 7.02 percent in the previous quarter.  (See Graph 4.) 
 

 
 

With lower lending rates, commercial bank credit to the private sector and Government 
corporations grew further by 2 percent ($15.8 million) to $701.2 million compared to a drop of 
$5.1 million in the June 2009 quarter. The bulk of bank lending during the September quarter was 
absorbed mainly by the ñTradeò (up $7.8 million to $293.8 million), ñOther activitiesò (up $4.5 
million to $96.4 million), ñTransport and communicationò (up $4.3 million to $73.3 million), 
ñElectricity and gasò (up $3.4 million to $26.1 million) and ñManufacturingò (up $0.9 million to 
$27.1 million) sectors.  On the other hand, lower credit was extended to the ñProfessional and 
business servicesò (down $1.9 million to $60.2 million), ñBuilding and constructionò (down $1.7 
million to $293.8 million) and ñAgricultureò (down $0.03 million to $12.6 million) sectors. (See 
Graph 5.) On an annual average basis, however, the rate of growth of commercial bank loans 
outstanding continued to slow down to 8.3 percent at end September 2009, from 9.1 percent at end 
June 2009. 
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As a result of a 13 percent ($30.4 million) hike in net foreign assets, which more than offset a 3 
percent ($14.3 million) drop in net domestic assets at end September 2009, total money supply 
(M2) expanded 3 percent ($16.1 million) to $670.4 million.  (See Graph 6.)  
 

 
 

After recording an $8.4 million surplus in the previous quarter, the balance of payments registered 
a record quarterly surplus of $54.9 million in the September 2009 quarter. This position was 
mainly due to a $34 million allocation of SDRs from the IMF in August 2009, as well as a strong 
inflow in the financial account. (See Graph 7a.)  The drop in the current account surplus reflected 
a drop in private remittances, increase in income payments, slightly higher import payments and 
lower tourism proceeds during the September quarter of 2009.  (See Graph 7b.) 
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The merchandise trade balance deteriorated slightly by 1 percent ($1.2 million) to $125.3 million, 
as a 2 percent ($2.8 million) increase in imports more than outweighed a 22 percent ($1.6 million) 
rise in exports. 
  
Underpinning the increase in import payments in the September 2009 quarter was a 22 percent 
hike in petroleum imports ($5.1 million) which coincided with a the rebound in petroleum prices 
globally as well as a 5 percent ($4.4 million) rise in the private sector imports reflecting one-off 
items such as a new fishing vessel for a local fishing company.  
 
The main contributor to the higher level of exports in the third quarter of 2009 was a $1.6 million 
increase in domestic exports despite a $71 thousand drop in re-exports. The hike in domestic 
exports was mainly attributed to fresh fish (up $1.1 million) and coconut oil (up $0.89 million) as 
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well as smaller gains from exports of beer (up $87 thousand), coconut cream (up $81 thousand) 
and virgin oil (up $65 thousand).  These increases more than offset decreases in earnings from 
nonu juice, (down $0.4 million), taro (down $36 thousand) and soft drinks (down $61) and 
coconuts (down $43 thousand).   
 
Following a 7 percent jump in the June 2009 quarter, foreign exchange revenue from tourism fell 
1 percent ($0.6 million) reflecting a seasonal 11 percent drop in average tourist expenditures 
despite an increase of 10 percent in tourist arrivals.  Of the lower arrivals in the three months to 
September 2009, the majority were, as usual, those from New Zealand (44 percent) with American 
Samoa and Australia recording shares of 18 percent each.  The majority (43 percent) of travelers 
were tourists who were here on holiday mainly for the Teuila Festival in September, while 36 
percent were those who came to ñvisit friends and relativesò.  The inflow of private transfers fell 
by 11 percent ($9.7 million) in the September 2009 quarter, reflecting a 56 percent ($6.5 million) 
drop in remittances for charitable organizations and a 4 percent ($2.9 million) fall in household 
and family remittances.  
 
On prices, both the external (particularly easing international food prices) and domestic factors 
(lower prices for agricultural commodities) dominated price developments in the September 2009 
quarter.  The average level of the headline CPI, which was 3.3 percent higher than in the same 
quarter a year earlier, registered a 1.6 percent deflation in the quarter under review reflecting 
decreases of 2.4 percent and 0.6 percent in its local and import components respectively when 
compared to the June 2009 quarter.  Consequently, the headline inflation rate, on an annual 
average basis, fell to 11.7 percent at end September 2009, from 14.5 percent at end June 2009. It 
was, however, higher compared to 8.0 percent at end September 2008.  Similarly, the annual 
average underlying inflation rate decelerated to 15.6 percent from the 17.2 percent at end June 
2009, but was higher than the 8.2 percent rate a year earlier. (See Graph 8a.) 
   

 
 
The price reductions during the quarter under review were driven by improved local production of 
agricultural commodities, the slowdown in world demand as a result of the global recession as 
well as improved global supplies.  Local food prices at the Market fell sharply reflecting a large 
rebound in the local supply of vegetables (such as head cabbage, Chinese cabbage, water cress, 
tomatoes, cucumber and pumpkin) and staple food crops (particularly taamu and breadfruit). The 
lower imported food prices (mainly for rice and eggs) in the September 2009 quarter reflected 

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    


