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Il. OVERVIEW OF ECONOMIC DEVELOPMENTS DURING THE FI RST
QUARTER OF 2009

a. The World Economy

Just when market analysts thought the global firdrend economic crisis would have bottomed
out in the first quarter of 2009, as the prospefca@ecovery appeared increasingly optimistic, a
bagful of statistics for the March quarter of 200@ened up to reveal a similar story as previous
quarters. In fact, economic conditions continuedworsen such that the prospect of a robust
recovery now look to be several more quarters awdne United States, European, British and
Japanese economies weakened further in the Marahtaquas the rates of decline grew steeper
compared to the previous quarter. Growth in Aus&ralas positive on an annual basis but it
declined from the previous quarter. The New Zeakewhomy, as expected, contracted further in
the quarter under review, recording its first anhdacline since the year ending June 1992. The
global downturn deepened despite efforts by tlealfisnd monetary authorities to counteract the
recession via fiscal stimulus packages, lower iaffinterest rates and quantitative easing. Price
pressures were distinctly lower across the majameenies in the quarter under review but while
inflation remained a concern, the worsening ecomomiowth conditions proved the more
important issue. As a result, several Central Baointinued to lower their official interest rates
to stimulate their economies.

According to an advanced first quarter real GDRas¢, the United States economy recorded
another contraction in the March quarter, albet anarginally slower pace of 6.1 percent. This
followed a contraction of 6.3 percent in the preiaquarter. The slowdown reflected negative
contributions to growth from exports, private inveent, equipment and software, coupled with

declines in the housing market for non-residerdialictures and residential fixed investments.
Industrial production continued to post losses dwer March quarter, while retail sales fell as

declining personal income and negative consumeinsent scaled back households’ willingness

to spend. The labour market slump continued asJBainemployment rate rose to 8.5 percent
from 6.9 percent in the previous quarter. Consupr&es in the US fell by an annualized 0.4

percent in March after gaining 0.1 percent in Fabyu

As economic data and forward-looking indicators semred in the first quarter of 2009 with red
print growth rates, tight credit conditions andiegsnflation rates, the Federal Reserve Bank
maintained its Fed funds target range at zero 286 @ercent. Without any scope to lower its
interest rate further, the Fed responded to detdgny economic conditions with plans of

quantitative easing.

In Australia, the economy contracted 0.1 percenhenfirst quarter of 2009 from the December
guarter of 2008. In annual terms, the growth ra&s @ positive 0.3 percent; still, the figure itself
is depressing compared to robust growth rates seehe lead up to the crisis. Australian
economic data was rather mixed over the first guanrt 2009. Retail trade posted modest gains in
March after a slight drop in February, while ani@ador of consumption showed households’
consumption expenditure increasing but only maibinaMeanwhile, consumer sentiment
remained fairly subdued. The labour market alsdinoed to weaken as job numbers fell and the
unemployment rate rose to 5.7 percent in March fie@ percent in February. Australian
consumer prices declined in the period under redswhe inflation rate fell from 3.7 percent in
the previous quarter to an annual rate of 2.5 peiioethe March quarter of 2009.

Further weakening of growth fundamentals in thstfjuarter saw the Reserve Bank of Australia
(RBA) chop 100 basis points off the cash rate 5 3ercent, with the expectation that further
easing of the policy interest rate will spark sofl@aenes among the dying embers of economic
activity.
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In the quarter under review, the New Zealand ecgnoomtracted yet again by 1.0 percent from
the previous quarter. In the year to March 20068,Kiwi economy posted its first annual rate of
decline of 1.0 percent since 1992. Over the Mayadrter, retail activity continued to fall from
the previous period as consumers scaled back ondsme Confidence indicators showed
business sentiment plummeting in the first quasiéin a significant percentage of surveyed firms
expecting business conditions to worsen in the sextmonths. The housing market data was
fairly mixed as monthly house sales posted gainSelbruary and March, while new residential
building permits continued to fall significantlyrdughout the March quarter. The labour market
in New Zealand also weakened as job losses contitiéuel the unemployment rate, which rose
to 5.0 percent in the quarter under review from gercent in the previous quarter. Consumer
prices in New Zealand fell 0.3 percent in the Magiolarter 2009 from the previous quarter but, on
an annual basis, the inflation rate went down @og&rcent from 3.4 percent.

Disappointing economic data and increased riskssieeper economic downturn saw the Reserve
Bank of New Zealand (RBNZ) resume its course of etary policy easing. The RBNZ slashed a
total of 200 basis points off the OCR to 3.0 petéerthe March quarter 2009.

In the Euro region, the economy shrank 2.5 perfrem the previous quarter, taking the annual
rate to minus 4.6 percent in the first quarter @2 Negative growth in the first quarter was led
by a plunge in German output. Total industrialduction in the Euro zone continued to weaken
significantly in the quarter under review, whiletaié activity remained subdued on depressed
business and consumer sentiments. Other confidaedaztors for the industrial, retail, services
and construction industries were also increasimggsimistic. The labour market in Europe
remained weak as increased job losses contriboted increase in the unemployment rate from
8.4 and 8.7 percent, respectively in January arotuaey, to 8.9 percent in March. As the
economy slowed further, price pressures eased l@dnflation rate in Europe fell from 2.3
percent to an annual rate of 1.0 percent in thecMgquarter of 2009.

Diminishing price pressures and the deterioraticgnemic fundamentals led the European
Central Bank (ECB) to lower its official interestte by 100 basis points to 1.5 percent to continue
fighting off the recession. Unlike the US FeddRakerve Bank, the ECB was determined to stay
away from using quantitative easing to stimulatesitonomy.

In the United Kingdom (UK), the economy contractel percent in the March quarter of 2009
from the previous quarter. And, on an annual baSBP in the UK fell 4.1 percent. The
increased rate of contraction was led by weakedymrtion and services output. Production output
fell largely as a result of declines in the mantdang, mining and quarrying, and the energy
supply sectors during the quarter under review. améhile, business and finance made the
biggest contribution to the decrease in servicégutu Despite an overall slowdown in retail sales
compared to previous years, a meager increaseueholds’ average earnings in the first quarter
of 2009 saw retail sales activity post modest gairthe same period. Unemployment in the UK
continued to increase to an annual rate of 7.1ego¢nn March from 6.5 percent and 6.7 percent
respectively in January and February. As pricassuees in the UK moderated, the inflation rate
fell to 2.9 percent in March from 3.2 percent irbRery.

In the March quarter, the Bank of England (BOE}k& a total of 150 basis points off its 2.0
percent official interest rate to 0.5 percent akd the Fed Reserve Bank of New York, the BOE
recoursed to plans of quantitative easing.

In Japan, a preliminary GDP report showed the emgnshrank 4.0 percent in the first quarter of
2009 from the previous quarter, in which it conteaic3.8 percent. Recent statistics releases
showed industrial production continued to post isiggint declines early in 2009 but it picked up
only slightly in March. Japan’s unemployment ratas also on the rise, from 4.1 percent in
January to 4.8 percent in March. Average montitpme per household fell in both nominal and
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real terms from the previous year and as such,uropson expenditure also fell. Consumers
cutting back on spending saw retail sales activikking lower over the March quarter. Japan’s
exports over the period under review also wandateeper in the depths of the economic
downturn as global demand slumped further. Consyumees in Japan rose 0.3 percent in March
from the previous month but were down 0.3 perceet the year.

In the quarter under review, the Bank of Japan taaiad its official interest rate at 0.1 percent to
battle the deflationary risks of the recessionapah. (See Graph 1.)

Graph 1 : Official International Interest Rates
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In the currency markets, the US dollar continuedrélly against all of the currencies of the
abovementioned economies. However, this rally amgzeto have run out of steam when the US
dollar eased lower, in the month of March. Theedetation of economic conditions in the global
economy including the US saw the Greenback largapported by its safe haven appeal. The
Yen, on the other hand, may have retained its d@sea safe haven currency but it was rapidly
eroded by worsening economic statistics in Japlme ongoing rally in the US dollar meant an
extended period of depreciation for the Tala adaih® US dollar and concurrently an
appreciation against the currencies of AustraliewNealand, the European Union, Great Britain
and Japan. This appreciation of the Tala earthénfirst quarter was later reversed by the end of
March when the US dollar started to decline amahglof quantitative easing by the US Federal
Reserve Bank.

In terms of the Tala’s nominal index, the overadlue of the Samoan currency against the
currency basket depreciated an annual 2.1 peropetiitei March quarter. In real terms, the real
effective exchange rate indicated that the Talaegated by 10.6 percent, up from 9.1 percent in
the previous quarter. The continued rise in tla edfective exchange rate despite the nominal
depreciation of the Tala indicated that prices am8a continued to rise faster and remained
persistently higher than those of its major tragiaginers. (See Graph 2.)
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Graph 2 : Trade Weighted Exchange Rate Index
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b. The Domestic Economy

The national accounts for the first quarter of 208@ not yet available but the latest figures
showed that the usual end of year festivities seal GDP improve 1.2 percent in the December
guarter of 2008, after declining in the first thrgearters of 2008. For calendar year 2008, the
Samoan economy registered a real decline of 3.dguer

The slight seasonally driven recovery in the Deaan@®08 quarter reflected the real growths in
‘transport and communications” (up 10.3 percenf)ptels and restaurants’ (up 6.8 percent),
‘food and beverages manufacturing’ (up 5.8 percelsdmmerce’ (up 4.3 percent), ‘electricity
and water’ (up 3.9 percent), ‘fishing’ (up 2.0 pent) and ‘public administration (up 1.3 percent).
These improvements were partially offset by sicguifi declines in the ‘personal and services’
sector (down 14.8 percent), ‘other manufacturirdpyn 8.4 percent) and ‘agriculture’ (down 1.7
percent).

In the first quarter of 2009, available indicatossiggested that the domestic economy stabilized,
compliments of reduced interest rates, resilienirigim sector, improved exports earnings,
surprisingly strong outturn for private remittancasd some capital inflows. The strong inflow of
foreign exchange during the three months underesgstrengthened the country’s balance of
payments position, boosting the level of intermaloreserves. Inflation remained high but was
decelerating as the reduction of prices overseagabeto pass through the domestic pricing
mechanisms of traders and producers alike.

Monetary statistics showed that Government sta2@@P with an easing of its fiscal policy. As

reflected by a drawing down in its net depositdwtite monetary system, Government’s financial
operations recorded a cash injection into the firdrsystem of $7.4 million in the first quarter of

2009, after a $2.4 million liquidity withdrawal the preceding quarter.

After contracting 16 percent in the previous quart®emmercial banks’ total liquidity (which
comprise of cash holdings, excess reserves andstmeats in CBS securities) rebounded
significantly by 40 percent (or $29.3 million) ts ihighest recorded level so far of $102.4 million
in the March 2009 quarter. The comfortably higheguidity level in the quarter under review was
driven mainly by a substantial $20.4 million exgansto $58.0 million in excess reserves and a
$13.8 million increase to $33.8 million in commaicbanks’ holdings of CBS securities. This
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deliberate build up of reserves was in line witl gasing of monetary policy stance to drive down
interest rates and encourage lending to stimutet@tonomy. (See Graph 3.)

Graph 3 : Commercial Banks Total Liquidity
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The high level of liquidity in the banking systerancbined well with moral suasion to reduce
interest rates in the March quarter of 2009. Réfigclarger investments in short term CBS
securities than in the December 2008 quarter, tlegadl weighted average official interest rate
decreased 50 basis points to 3.37 percent at emchN2®09, from 3.87 percent at end December
2008. And, with the Central Bank continuing itsiagsnonetary policy after a first half review of
fiscal year 2008/09 in February 2009, commercialkisaresponded in March 2009 by reducing
their base interest rates for both lending and sigdn the event, the weighted average interest
rates for commercial banks decreased further, tatibesimaller magnitudes than their reductions in
the December 2008 quarter. That is, the averagérigmate fell 4 basis points to 12.41 percent
while those for deposits dropped 6 basis points.4d percent at end March 2009. In the event,
the commercial banks’ interest rate spread edge@ bpsis points to 6.97 percent, from 6.95
percent in the previous quarter. (See Graph 4.)
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The small drop in the cost of borrowing in the geaunder review saw the demand for credit by
the private sector and Government Corporationsas® slightly. The marginal rise of 0.3 percent
($2.3 million) in the first quarter of 2009, nevestess combined with a large $28.2 million
expansion in the December 2008 quarter to drivéoted commercial bank credit to the private
sector and public institutions combined to $690.#Hlion at end March 2009. On an annual
average basis, the rate of growth of commerciakbaans outstanding to the private sector and
public institutions combined edged up to 9.86 pere¢ end March 2009 from 9.75 percent at end
December 2008.

The slight increase in credit to these two groufpasrowers reflected increased credit extended
to the “professional and business services” (up®giillion) and “electricity, gas and water” (up
$10.2 million) industries, along with smaller inases of $5.1 million and $2.3 million
respectively to the “other activities” and “manutatng” sectors. These large rises were partially
offset by large decreases in outstanding claimshen‘building and construction” (down $26.6
million), “trade” (down $9.3 million), “transportain and communication” (down $0.7 million)
and “agriculture and fisheries” (down $0.4 millianflustries. (See Graph 5.)

Graph 5 : Commercial banks creditto the
private sectorand public institutions

800
700 -
600 -
500 i I I I I
=
£ BR R
s |
E400 | |
= |
= ||
300 - | |
||
200 +
100
0 -
| Il m | v | ] m | v ! ] m | w ! Il m | v I Il m | wv I
2004 2005 2006 2007 2008 2009
Other activities Professional and business services
= Tranportation and communication Trade
u Electricity = Building, construction and installation
B Manufacturing 8 Agriculture, forestry and fisheries

The higher level of bank credit combined with acrgase in net foreign assets to improve money
supply (M2) by 1 percent by $650.2 million in theadh 2009 quarter, 9 percent higher than a
year earlier. Net foreign assets increased 5 per¢gt0.7 million) reflecting the favourable
developments in the balance of payments. As exgebt@wvever, the annual growth rate of M2
slowed down to 8.2 percent from 9.3 percent in Ddmer 2008 and 11.4 percent in March 2008.
(See Graph 6.)




CBS Bulletin JUNE 2009

Graph 6 : Money supply (M2)
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The balance of payments in the first quarter of2@torded an overall surplus of $10.3 million
in contrast to an $11.9 million deficit in the Dedeer quarter of 2008. This surplus saw a huge
improvement in the level of international grossergss to $253.5 million, which was sufficient
cover 4.8 months of imports. The March 2009 quativourable outcome reflected a current
account surplus, combined with capital inflows ftset a large outflow in the financial account.
(See Graph 7a.)
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The current account recorded a surplus of $31.Womiln the quarter under review, which was
the first current account surplus since the Decembarter of 2000. The positive outcome for the
guarter under review was due largely to a huge atolu in the merchandise trade deficit
outweighing the seasonal decreases in tourismreggind private remittances. (See Graph 7b.)




CBS Bulletin JUNE 2009

Graph 7b
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The reduction in the merchandise trade deficihmfirst quarter of 2009 was consequent to a 35
percent ($62.1 million) decrease in imports, whiah outweighed a 13 percent ($0.8 million)
decline in export revenues. The trade deficibim March 2009 quarter was 19 percent lower than
in the first quarter of 2008.

The drop in import payments to $117.3 million ire tuarter under review was consequent to
reductions in all categories of imports. In paréey private sector imports plunged 30 percent
($39.4 million) due to weakened demand for consugmods, particularly imports of food
products, motor vehicles and construction materi&@snilarly, petroleum and Government
imports decreased 46 percent (or $19.1 million) @Bcpercent (or $3.6 million) respectively in
the March 2009 quarter.

The reduction in export revenue to $5.8 million time first quarter of 2009 was mainly
underpinned by a $1.3 million drop in domesticaliipduced exports, which offset a $0.5 million
rise in re-exports. The main contributors to thwdo domestically produced exports in the three
months to March 2009 were a seasonal decreasepiorteseceipts for fish, which shrank 35
percent ($1.4 million) and a 24 percent ($0.1 wil)i drop in beer exports. Other commodities
recording decreased earnings in the quarter uredegw were coconut cream (down 8 percent or
$41 thousand), taro (down 9 percent or $24 thoysasuit drinks (down 20 percent or $13
thousand), drinking coconuts (down 19 percent ortl®iisand) and Samoan cocoa (down 25
percent or $4 thousand). On the upside were inedeeeceipts for re-exports (up more than two
fold or $0.5 million), reflecting huge consignmermf scrap metals to New Zealand and some
Asian countries, combined with shipments of misoedous supplies to the Tokelau Islands.
Likewise, increased revenue was recorded for nancej(up 22 percent or $0.2 million),
desiccated coconut (up more than two fold or $6dusglnd), coconuts (up 56 percent or $44
thousand), coconut oil (up 42 percent or $21 thodjsa'other exports’ (up 33 percent or $2
thousand) and nonu fruit (up 2 percent or $1 thodsa/egetable and handicrafts exports, on the
other hand, recorded similar earnings to that e@ecember 2008 quarter.

After the seasonal high associated with the fest®ason in the previous quarter, tourism earnings
decreased 24 percent ($21.9 million) in the Mar@@® quarter. This was consequent to a
seasonal downturn (of 27 percent) in arrivals, Whaffset a 3 percent increase in average
expenditures. Of this quarter’s tourist arrivalse majority were, as with historical trends, from
New Zealand (40 percent), American Samoa (19 pé&rcamd Australia (18 percent). These
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tourists largely comprised those here to ‘visiefids and relatives’ (40 percent) and for holiday
(37 percent).

Similarly, gross private remittances declined ia fiist quarter of 2009, although it was only by

0.2 percent ($0.2 million). This quarter’s dropleefed a 41 percent reduction in private transfers
of motor vehicles to households, which more thdratfa 1 percent rise in monetary and in-kind
remittances to households and church organizations.

Recent data on prices confirmed that inflationamyspures have subsided. After increasing 4.4
percent in the previous quarter, the average lefvebnsumer prices in the March quarter of 2009
declined 0.7 percent to a level that was 13.1 mraigher than in the same quarter of 2008. This
reduction, a first since the 0.5 percent declinéhim June 2006 quarter, was consequent to a 1.9
percent decrease in the overall import componethttamodest 0.5 percent rise in the overall local
component when compared to the December 2008 quarte

The weakening of inflationary pressure at the sthR@009 was further confirmed with the March
2009 quarter's downturn, reducing the year-on-yate of inflation to 12.4 percent at end March
2009, from 18.5 percent at end December 2008. Hewele to cost push factors such as soaring
international oil and food prices, increased cdstsgovernment utility services (electricity and
water) and transportation costs (bus, taxi and baras) over the year to end March 2009, the
CPI, on an annual average basis increased to E3cgmt, from 11.5 percent at end December
2008 and 6.0 percent at end March 2008. On ther didind, the annual average underlying rate of
inflation shot up to its highest recorded level 1&.6 percent at end March 2009, from 12.4
percent at end December 2008 and 6.9 percent aageafSee Graph 8a.)

Graph 8a : Consumer Price Index
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Underpinning the price reduction in the first geamf 2009 were decreases in the “Transport and
Communication” (down 4.2 percent) and “Housing afddusehold Operations” (down 4.1
percent) commodity groups, largely reflecting tlesgpthrough lag effects of lower international
oil prices. For the former sub-group, decreasedepriof imported fuel such as petrol (down 24
percent to $2.12 per litre from $2.80 per litreflahiesel (down 23 percent to $2.32 per litre from
$3.01 per litre) were the main contributors whitee tdecline in the latter sub-index reflected
reductions in imported home kerosene (down 20 pérce$2.34 per litre from $2.93 per litre)
and local rates of electricity (down 8 percent @85 per kilowatt from $0.93 per kilowatt). On
the other hand, modest expansions were recordéteifiFood” (up 0.6 percent), “Alcohol and
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Tobacco” (up 0.3 percent) and “Miscellaneous” (Up @ercent) sub-groups with a combination of
local and external factors accounting for these enments. In particular, weaker global demand
for internationally traded commodities saw importied prices easing in the quarter under
review. Seasonal local market conditions were cidflg in the movement in prices of local fish
and agricultural produce. The remaining sub-grd@bpthing and Footwear”, was steady at its
December 2008 quarter price level. These quarpeite movements, to some extent, helped stem
the annual average expansion of the overall imand local components of the headline CPI,
which rose to 15.9 percent and 10.9 percent reispégtfrom 14.2 percent and 9.3 percent in that
order in the previous quarter. (See Graph 8b.)

Graph 8b : Headline Consumer Price Index
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[ll. PRUDENTIAL SUPERVISION

The banking system showed a steady growth overpteeious quarter as total assets and
liabilities both increased. Capital adequacy remdirtomfortably above the Central Bank’s
minimum requirement of 15.0 percent as banks’ pabfiity improved steadily.

The commercial banks combined assets stood at2®38ion reflected an increase of 1.7 percent
($15.2 million) in the March quarter and indicaa annual growth of 9.7 percent ($82.6 million)
when compared to the same time a year earlier.cbhgposition of the commercial banks assets
comprised mainly of loans and advances of $717l@m{76.7 percent of total assets), cash reserves
and deposits with the Central Bank and other baoksbined at $173.1 million (18.5 percent) and
fixed assets of $56.6 million (6.1 percent) respelst.

Total loans and advances of $714.0 million edgednday 0.1 percent ($0.8 million) at the end of the
quarter and reflected an increase of 9.3 percéot&®nillion) over the same time a year earlieansto
private businesses and non-financial public ergagrdominated the growth in loans and advances for
the quarter.

Total deposit liabilities rose by 0.7 percent ($&illion) over the previous quarter and recorded an
annual growth rate of 8.8 percent ($56.5 millioaspectively. Time deposits ($437.4 million)
represented 62.5 percent of total deposits, demiepaisits ($189.8 million) accounted for 27.1 percen
while savings deposits ($73.2 million) made up J&rtent of total deposit liabilities.

Total contingent and off-balance sheet items ise@dy 22.4 percent ($24.1 million) to $132.1 willi
over the previous quarter, due mainly to increasesansaction related items, unmatured foreign
exchange contracts and unused credit commitments.

The banking system remained strongly capitalize®1a9.7 million, revealing an increase of 1.8
percent ($3.1 million) over the previous quartee duainly to the banks profitable performance
throughout the period. In relation to the overldl of risk weighted assets, the capital adeqratay
went up from 28.0 percent to 29.0 percent. Tieadital of 25.0 percent increased by 0.3 percent ove
the December 2008 quarter. (See Graph 1.)

GRAPH1 : CAPITAL ADEQUACY RATIO
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All the banks complied with the Central Bank’s minim capital adequacy requirement (15.0 percent)
at the end of the quarter.

The level of liquid assets increased markedly byl 4iercent ($29.3) to $102.4 million over the
previous quarter. The increase in deposit liabgitimainly time deposits, and the conversion of a
large portion of foreign assets into Tala, were rien sources of liquid funds received by the
banking system during the quarter. The bulk of¢Hfesids were deposited with the Central Bank
both in demand deposit and in Central Bank SeestitDn an annual basis, the banking system’s
overall liquidity level improved by 16.4 percentl@4 million) when compared to the same time
a year earlier. At this level, it represents 16flcpnt of total domestic deposit liabilities.

To date, total Central Bank Securities stood at B83llion, up markedly by 69.5 percent ($13.8
million) at the end of the quarter.

The combined foreign assets of the commercial banmi@unted to $90.6 million as compared to total
foreign liabilities of $82.4 million. At these lelggit showed a net long exposure position of adoun
$8.4 million or 4.7 percent of total capital.

The overall level of problem loans recorded a marikerease of 33.5 percent ($14.4 million) to

$57.3 million. As compared to the prior year, tleedl of nonperforming loans registered an

increase of $2.4 million respectively. In relatihereto, total provision for bad and doubtful debts
of $32.5 million provides a 56.7 percent buffer iagapossible loan losses as a result of non-
performing loans. In proportion to total loans awlances, total provision stood at 4.6 percent
respectively.

The marked increase in the level of problem loaitk won performing loans trending upwards,
signals undue pressure on the quality of banksi fatfolios.

In the meantime, the Central Bank continues to toomlosely the banks performances towards
reducing their levels of arrearages and non-peifayrivans.

Equally important, is the need for the banks taienshat adequate provisions are being provided
to cover for such problem loans while recovery gffare pursued. (See Graph 2).

GRAPH 2 : PROBLEM LOANS
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At a combined figure of $21.4 million, the bankisgstem'’s pre tax profit level increased by 11.1
percent when compared to the same period a yekgrearotal net profit after tax amounted to
$15.6 million, up from $14.1 million recorded a yezarlier. At this level, return on average
networth and assets stood at 9.7 percent and dc8miaespectively. (See Graph 3).

GRAPH 3: PROFITABILITY

35

30

20

15

Talk Million

10

o
I ‘II ‘III v I

2005 2006 2007 2008 2009

v I ‘II ‘III

v I ‘II‘III

IV I ‘II ‘III

| —— Met Profit After Tax |

For the period under review, total operating expsnepresented 69.8 percent of total income,
more or less the same level achieved in the prewaar. Furthermore, the banks continued to
achieve good earnings from their non-interest egrractivities such as commission, fees and
charges and foreign exchange profit.
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IV. GOVERNOR LEASI PAPALI'l SCANLAN'S ADDRESS AT THE PACIFIC
WAVE CONFERENCE ON "WEATHERING THE ECONOMIC STORM” IN
AUCKLAND. 3-4 JUNE, 2009

Ladies and Gentlemen,
Good Morning.

At the outset, | would like to thank the Organisfnsinviting me to speak at this very important
and timely Conference. It is both an honour and\al@ge for me to be here.

The main topic of my presentation is ‘The ChallenteEconomic Growth for Samoa, especially
at this time of Global Recession’. At the same tilheas asked to also talk on the following
topics:

1. The World Bank’s thoughts that the world economy will shrink for the first time
since World War 2.

2. Tourism and trade, and what the future these sectors hold for the Samoa.

3. s a fiscal stimulus appropriate for Samoa? If so, what would it look like and how
long will it last? And

4. Will a short lived fiscal stimulus package make sense in Samoa as a way of
countering the economic slowdown?

These issues are topical at the moment, as cositityi¢o weather the effects of a global financial
and economic crisis which has engulfed the enticgldvas well as our small island nations.
Initially, the impact of the crisis has taken sotinge to be felt in the Pacific Region. However, as
the financial crisis evolved into a full blown e@onic crisis, the Region is finding itself on thp ti
of a major economic slowdown with all its conseqemn

1. Challenges to Economic Growth for Samoa during the current Recession

In the 5 years to end 2007, Samoa’s economy has dresving at an average rate of 4.5 percent
per annum. The sectors mainly responsible forfthisurable outcome have been: ‘Construction’,
‘Transport & Communications’, ‘Commerce’, ‘Finanesd Business Services’ as well as the
‘Hotels and Restaurants’. Overall, the Constructector has been the main driver of the
economy, to date. Large public infrastructure prtgesuch as the 13South Pacific Games
facilities, school buildings, seawalls, upgradirigroads and bridges, as well as private sector
developments in hotels, office buildings and maaw rchurches all helped to provide increased
activities in this sector. On ‘Transport and Comioations’, the entry of Digicel into the
communications market has seen the output of #ttos expand significantly while the transport
industry has benefited from the growth in consiarctactivities. As the largest sector in the
Samoan economy, ‘Commerce’ has continued to remdrdst growth, particularly in the thriving
wholesale and retail area, supported by a stedttywirof funds from private remittances and
tourism earnings. The ‘Finance and Business Sesvisector also expanded steadily and the
‘Hotels and Restaurants’ industry grew with the iadd of new hotels, both of the luxury and
budget type accommodations.

However, over the past few months, we have seearaatic change in circumstances. Our latest
national accounts update for calendar year 2008t@wito a 3.4 percent contraction in real GDP.
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The decline reflected a substantial winding downeobnomic activities following the South
Pacific Games in September 2007, as well as theraevimpacts of the current global economic
recession.

The largest and most obvious impact of the globe¢ssion on the Samoan economy has been the
dramatic reduction of the production and exportaafomotive wire harnesses to Australia by
Yasaki Samoa in 2008. This has seen employmerttieatocal factory drop from about 2,000
workers to 600. Prior to 2008, Yasaki was the largarivate company and second largest
employer in Samoa. It supplies automotive wire bases for Australian car manufacturers such
as Toyota, Ford and Holden. In any case, prioh&financial crisis, Yazaki’'s operations were
already under threat from stiff competition, witetcheaper wage rates in South-East Asian
labour markets threatening to woo the Samoan Wasgaty to that region.

The disappointing performance of the ‘Agricultur@nd ‘Fisheries’ sectors over recent years
stemmed mainly from issues like: declining intenestand cultivation, urban migration, lower
export prices, the migratory nature of the tunh {soupled with over fishing in the Region) and
competing alternatives such as tourism and theosaagiorkers scheme.

The ‘Beer and Beverage manufacturing’ sector haenbstagnant for the past two years as the
impact of the higher beverage tax and increaselihheansciousness have dampened demand for
these products.

Our main concern at the moment is the current haghl of inflation. Since the beginning of the

petroleum price hikes in mid-2007, Samoa’s impoitdthtion rate has steadily risen. This has
been further accelerated by the food price hikesctonmodities such as rice, flour, dairy and
meat products. With the rise in petrol costs, ttiegs of virtually all local services and products
increased. These include transport fares (e.g, tabar-island ferries and bus fares), electricity,
bread, beer and soft drinks. In all, the annualagye inflation rate registered at 13.7 percent in
April 2009, up from 11.5 percent at end Decembed820According to our latest forecasts,

inflation is expected to peak in June 2009 at adolif percent before declining to below 10
percent in December this year.

Fortunately, there are some compensating factas dhe supporting a reduction in inflation.
These include the recent sharp decline in intesnatifood prices and the expected increase in
food production from the Government’'s ‘Talomua'ti@iive. Since the outbreak of the financial
crisis, the Central Bank has supported the appreciaf the Tala to provide some cushion
against imported inflation. We have also reducetrest rates to help lower the costs of
production with the aim of driving prices downwardlsis also envisaged that weaker domestic
demand and the tight employment environment willum wage pressures and reverse
inflationary expectations.

Of course there have been some encouraging sigesent months.

a. Remittances and tourism earnings have been bright spots for Samoa, despite rising
unemployment and low consumer demand in our major source countries like New
Zealand, USA and Australia. Initial forecasts pointed to reduced funds from remittances
as many Samoans overseas are affected by job losses. Similarly, there was strong feeling
that, with less surplus funds available, the number of people taking vacation abroad will
decline. However, in the first four months of 2009, total remittances were higher than the
same period last year while visitors from our main source countries have also increased.

b. We are in a fortunate position as regards our foreign exchange reserves. Samoa’s
international gross reserves were $254 million at end April. This is equivalent to close to 5
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months of import cover. Gross official reserves have recovered in the recent months due
to better than expected inflows from remittances and tourism earnings while imports
have fallen.

The current economic environment is a big challdog&overnment and other policymakers.

Perhaps the biggest challenge for us is tryingalarce stimulation of economic growth in an
environment where inflation is a threat. While diffinancing and reduction in interest rates may
contribute to boosting domestic demand and comtgitiie economic slowdown, it carries serious
risks of further entrenching inflation and an itiffmary psychology.

Monetary Policy

The Central Bank of Samoa recognizes the needjuverate flagging demand by adopting an
easing monetary policy stance for 2008/09, in otdereduce interest rates and expand credit to
the private sector. In this regard, the Bank ha®duced a number of measures to try and reduce
market interest rates:

i In February 2009, the Central Bank’s lending rate to the commercial banks was reduced
from 7.85 percent to 5.00 percent.

ii. In March 2009, the Central Bank introduced a new initiative whereby the commercial
banks could borrow against 50 percent of their statutory reserve deposits at a rate of 5
percent p.a. for periods of up to 183 days. Unfortunately, commercial banks have been
slow to respond in lowering their lending rates as the bulk of their deposits are tied up at
higher rates.

However, with the use of moral suasion, the Central Bank has managed to convince the
banks to lower their lending rates recently.

ii.  And, as deposit rates come down, when current long term wholesale deposits mature,
lending rates are expected to decline further in the period ahead.

2. The World Economy will shrink for the first time since World War 2

There are three international organizations thaloe& to, for forecasts on the global economy.
They are the IMF, the World Bank and the Asian Dement Bank. The World Bank forecast is
in line with that of the IMF's April 2009 World Eommic Outlook. Namely, that the world
economy will decline in real terms by 1.3 percen2009. This is the forecast from the experts on
the global economy.

But, as we have seen in the past nine months, levdyywas surprised by the magnitude and the
rapid deterioration of the world economy. As a ledorecasts have being revised downwards
almost every month. | think there are grounds foodpcing and publicizing conservative
forecasts. The first is to prevent panic and a masdisruption to the market place, which could
arise from an abrupt slump in business and conswm&iidence. The second, of course, is the
absence of a precedent and lack of accurate angl maliable information.

Be that as it may, what we do look for in theseedaists is not so much the precise magnitude of
the anticipated growth or decline of the globalrearay, but its general direction and the key
driving factors.
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If the world economy eventually declines by 1.3geeit, as forecast by the IMF, then yes. It will
be the first time for such a dramatic result, siéé&/I1l. But, whatever the eventual figure will be,
we are inclined to believe (based on the gloomynenuc statistics that have appeared in the
media lately) that world economic growth will aa$t grind to a halt

(i.e. zero percent growth) in 2009. We are tallkabgut a very large ship which cannot be turned
around in a short span of time. Of course, its nesigines, namely monetary and fiscal policies,
have been working overtime at close to full cagatttry and turn it around. These are helping,
but the stormy ocean of confidence is making theaxound both slow and painful.

3. Tourism and Trade, what the future these Sectors hold for Samoa

For the past few years, the Government has em@thsie need to develop Samoa’s tourism
potential as the country’s main foreign exchangsea accounting for about 35 percent of the
country’s total foreign exchange receipts per anndowever, the industry is still relatively small
with many more rooms needed to cater for increadiegpand by incoming tourists especially
during the peak seasons. Efforts have been madtrext foreign investment and so far, a few
hotel projects are in the pipeline. These incluae Warwick-Vavau Hotel, the Reddy Group’s
purchase of the formerly Kitano Tusitala Hotelyasl as construction of their new hotel near the
Matautu Wharf. The Sasina Village Resort is expgétestart sometime next year. Plans are also
underway for the construction of additional rooras Aggie Grey’s Resort as well as the Sinalei
Beach Resort.

The Government has also pursued the expansioreafiiumber of flights into Samoa as well as

cheaper fares, as part of its ongoing campaigmdmete tourism. The creation of the Polynesian
Blue is a direct result of such efforts, which made Samoa a more affordable destination to
leisure tourists as well as encouraging Samoaidimgoverseas to visit their families and friends

more frequently. There has also been a noticealtlease in the number of international and
regional sporting events and conferences beingtdst Samoa over the past several months.

Samoa has great untapped potential for the pramtuaif high quality agricultural products,
particularly organically grown commodities.

Its fishing industry had the advantage of beingyvelose to the fish canneries in American
Samoa. Unfortunately, however, there has been ew@ef over fishing in the Region, especially
of the tuna species, coupled with the expecteduotosf one of the fish canneries, which puts the
future of this industry at risk. Government haserdty set up a ‘one stop’ Investment Committee
to review investment proposals from prospectiveestors. Once certain criteria are met, such
investment could qualify for generous tax and inhploity concessions, especially for tourism and
agricultural developments as well as manufacturing.

Interest in export business appears to have fadedcent years. Consequently, the volume and
value of exports have more or less stagnated. Herves a small open economy, where almost
everything is imported, foreign exchange earnimrgsvdal.

In addition, because of its direct linkage to emgpient in the rural community, Government
engaged a Committee which comprised of represeatabf the private sector and Government
Ministries to review the performance of the expsector, and to come up with strategies to
revitalize and strengthen its contribution to tceremy. On completion of the review, the Samoa
National Export Strategy document was launched pnil2009, following Cabinet approval of
the Committee’s Report.

The Strategy is currently being implemented andoragnother measures, it calls for the
establishment of a national body called the Sama#oNal Export Authority to manage and
coordinate the activities of the whole export secto
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4. Is a fiscal stimulus appropriate for Samoa? If so, what would it look like and how long would
it last?

In March 2009, the Government and the Chamber ohi@erce convened a stimulus package
forum to discuss and see if there is any needdsistance and in what form. The forum was well
attended by representatives of all sectors of tbenngunity, including the business and
manufacturing sectors, the NGOs, the financial@etihe Churches, the diplomatic corps as well
Government Departments and Corporations. A regortatning recommendations for stimulating
the economy has been handed to Cabinet. By ane, [trg private sector is not asking for a bail-
out kind of stimulus package because they undetstaat Government is not in a financial
position to fund such a package. More importarttlg, private sector is conscious of the fact if
there was such a ‘pay-out’ package, they will epdhaving to pay for it by way of increased
taxes and tariffs. What they are asking for, thoughthe introduction and implementation of
measures to enhance a friendlier environment feimiegses as well as addressing hardship issues.
In summary, the private sector is asking Governrfmrihe following:

- More regular and effective dialogue between Government and all sectors of the
community.

- Reduce the cost of doing business in Samoa;

- Improved and more reliable supply of Government services:

- That the cost of any stimulus package is not passed back to the consumer;

- Develop and encourage equal opportunities for all sectors;

- Promote transparency and accountability in the application of all Government policies ;

- Address the issues of income distribution and equity; and

- Introduce hardship reduction strategies.

With regards to “Reducing the cost of doing bussnesSamoa”, since Government is the major

service provider with inputs in the ports, shippingter, electricity and telecommunication costs,

the private sector is saying that these activiies major cost centres in any business budget.
Therefore, private sector growth will be impactethese core service costs are not reduced.

Last week on May 29, Government tabled in Parliami&n2009/10 Budget. With an overall
deficit of 11 percent of GDP, the 2009/10 Budgetxseptionally expansionary, as it incorporates
Government's broad-based approach to try and stimuhe economy amidst the world wide
recession. Total expenditure is projected to irsxday 8 percent while total revenue is anticipated
to fall by 15 percent. Because of the difficultmsrently faced by the consumers and businesses
alike, Government has refrained from raising tamwefind its Budget deficit. Instead, it has called
on and has favourably received the support of tivermational community for the bulk of the
financing required. Specific attention has beeregito the Education and Agriculture Sectors in
view of the recession. In particular, for the EdiaraSector, Government will provide a subsidy
to meet 50 percent of the cost of primary and seagnschool fees. Similarly, Government has
made special appropriation in the Budget to bogstalture production.

5. Will a short lived fiscal stimulus package make sense in Samoa as a way of countering the
economic slowdown?

A recession is, theoretically, a temporary phenamett is a temporary downturn in the business
cycle. On that basis, therefore, a stimulus packageld only contain temporary policy measures.
This is particularly true for small and resourcesse economies such as Samoa. The contents of a
stimulus package should take into account a whost bf factors. These include Government’s
prevailing financial position, availability of exteal borrowing and assistance, as well the limited
revenue base. On the monetary and financial stdehaduld take into account the prevailing
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interest rates and demand for credit as well agjtiadity of the financial system’s assets. Since
the private sector and consumers are affected dyetbession, it makes sense to avoid measures
that would end up aggravating the difficulties athg faced by these two groups.

Many people have been calling for an increase larisg and wages to be included as part of
Government's stimulus package. However, an increasalaries and wages is not a temporary
measure that will end when the recession is oveés.d permanent fixture which will become an
ongoing cost to Government and businesses alikieeiryears to come. | know that some of you
might say that Government can always reduce salamne wages once the recession is over.
However, doing so will be suicidal especially wiltle National Elections coming up in 2011.

Summary

In summary, and coming back to the main topic of Pnmgsentation, the challenges that Samoa
currently faces in its efforts to promote sustailea@ronomic growth, include:

1. The continuing decline and uncertainty surroundiregglobal economic environment.

2. Maintaining macroeconomic stability in an enviromef high inflation, declining export
revenues, forecast lower remittance flows and atifelglobal tourism industry.

3. Slow down in domestic demand as a result of deeline in the agriculture and
manufacturing sectors, lower export earnings atadively high interest rates.

4. Lower volumes of domestic produce available atidtical markets, not helping in bringing
down the inflation rate a lot quicker.

5. The fishing industry has declined in recent years @ the migratory nature as well as the
over fishing of tuna fish in the Pacific Region.

6. The anticipated closing down of one of the two fedmneries in American Samoa in
September will further devastate this industry.

7. Reduced Government budgetary resources, espeaaln the decline in revenue
collection as a result of the adverse effects @asand import duties from the slowdown
in domestic demand and the economy as a whole.

8. Resisting mounting pressure from the public sew/dor higher salaries and wages,
especially at this time of reduced Government raeesind competing demand from other
sectors of the economy.

9. Securing increased financial resources (at saftgefrom overseas for the development
and improvement of infrastructure, especially as&ais due to lose its ‘least developed
country’ status in 2010, and thus making the cbstverseas borrowing more expensive.

10. Due to the small size and undeveloped nature ofldbal financial market, it takes a
longer time for an ‘easing monetary policy stantebe reflected in lower commercial
banks lending rates.

11. Dominant role played by a limited number of Staten@d Enterprises on wholesale
deposit interest rates, again making it difficolbring interest rates down sooner.
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12. Anticipated pressure on jobs and wages as a relsp#ople returning home following the
closure of one of the fish canneries (employindQ@,Beople who are mostly Samoans) in
American Samoa in September this year.

13. The closure of the American Samoan cannery with aldversely affect remittances from,
as well as exports to that country.

14. Convincing the rural population to remain in théages and farm vast areas of vacant
fertile lands, instead of congregating in the uraegas and thus exerting pressure on social
stability in the town area.

15. On tourism, the challenge is to entice some oftliigenames in the Industry to invest in
Samoa.

16. At the same time, however, we need to ensurethiegaSamoan customs and traditions are
protected from being adversely affected by an inélifitourists that could result.

17. Uncertainty surrounding the implications of champithe side of the road that motor
vehicles will drive on, starting from 7 SeptemUestyear.

Conclusion

There is no doubt that the current economic simatvill be difficult and challenging in the
months to come, but | am confident that Samoa wdhther the storm and do relatively well.
Calling to mind the old saying that “behind evegrkicloud there is a silver lining,” we should be
reminded that even if the crisis is prolonged il wventually come to an end. What is perhaps
more important is that we use the current crisisetiothe foundation for an even stronger economy
that will improve our resilience and set the sfatesustainable growth in the period ahead.

| thank you for your attention.

Soifua
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V. ANTI-MONEY LAUNDERING AND COUNTERING TERRORIST F INANCING
ACTIVITES WORSHOP FOR NON-PROFIT ORGANIZATIONS INS AMOA
13 MAY 2009, CENTRAL BANK OF SAMOA

Dear Colleagues,
Ladies and Gentlemen,

Good Morning.

At the outset, | would like to welcome all of yom this Anti Money Laundering and Countering
Terrorist Financing Activities workshop, which ispesifically designed for Non-Profit
Organizations (or NPOs).

Thank you for accepting our invitation, and espigcitor sparing the time to be with us this
morning.

The main objective of this one day workshop is tonmte and enhance your individual
Organization’s awareness and understanding of rifgoitant aspects involved in fighting the
offences of money laundering and the financingeaforism in Samoa.

| understand that there are more than four hun#88) NPOs registered with the Ministry of
Commerce, Industry and Labor (MCIL). However, wedadopted a selective approach with the
assistance of MCIL in identifying yourselves, asngethe important entities to kick start this
“Awareness Raising Program.”

On that note, | would like to thank the MCIL forettsupport provided to the Central Bank in
coordinating this important event.

Let me also thank several representatives of thews Government Ministries who are here with
us today. We appreciate your accepting of our reiqte share with the participants your
knowledge and experience in this field of your Miny’s work, which reflects your regulatory
role towards preventing and/or detecting crimimdfences, including money laundering.

This is the first Workshop of its kind on this inrpant topic, with emphasis on the role of the
NPOs to detect and prevent the offences of monaydiering or terrorist financing activities.

Money laundering and the financing of terrorists problems that should concern us all. They are
not problems for only the Government and the lafement agencies to worry about. Rather,
the public sector, the business community, theapeigector and even ordinary citizens must play
a role in combating these illegal activities.

This Workshop is therefore opportune, as it cowvame of the important sectors, other than
financial institutions. | am referring of courseyourselves, the Non-profit Organization Sector.

Non-profit organization sector:
There is a strong belief internationally that tlen4profit organizations sector is one of the more
vulnerable sectors, which criminals would try amgleit to conduct their illegal activities without

attracting much attention.

And, some of the reasons for such vulnerabilitateeto generally weak management structures
and the lack of regulatory supervision over NPOsrafion. Many jurisdictions have relatively
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low institutional capacity to monitor NPOs and aetineir being used for money laundering and
by terrorist.

Some jurisdictions even indicate their unwillingade impose a regulatory requirement on this
Sector. In any case, there are several key qussti@i need answers to properly identify NPOs
and their activities in a country. These questionkide:

i)  Whatis an NPOs sector ?

i)  How many NPOs are in operation?

iil) What types are they (religious, cultural, edtional, sports).

iv)  What activities do they perform?

iv) Are there registration requirements and redaeping requirements for NPOs?
v) Are there reporting requirements?

vi) Are there mechanisms to verify funds are spesnadvertised and planned?

So it is fair to say that there are major challengend practical issues that need careful
consideration when the issue of money launderird) tarrorist financing is discussed from the
perspective of NPOs.

The Global Concern

Let me now briefly highlight some of the concerhatthave emerged globally in the area of
money laundering and terrorist financing.

The goal of a large number of criminal acts is énerate a profit for the individual or group that
carry out these acts. Money laundering is the @msiog of these criminal proceeds to disguise
their illegal origin. This process is of criticahportance, as it enables the criminal to enjoyehes
profits without jeopardizing their source.

lllegal arms sales, smuggling and the activitie®mfanized crime, including, for example, drug
trafficking, human trafficking and prostitution gs, can generate huge amounts of cash.
Embezzlement, bribery and computer fraud schemesisa produce large profits and create the
incentive to “legitimize” the ill-gotten gains thugh money laundering.

When a criminal activity generates substantialiggpthe individual or group involved must find a

way to control the funds without attracting attentito the underlying activity or the persons
involved. Criminals do this by disguising the sagcchanging the forms of the funds, or moving
the said funds to a place where they are lesg/likehttract attention.

In response to mounting concern over money laundethe Financial Action Task Force on

money laundering (FATF) was established by the Gdmmit in Paris in 1989 to develop a
coordinated international response. One of thet fitessk of the FATF was to develop

Recommendations, (40 in all, plus 9 Special Reconuatons) which set out the measures
national governments should take to implement &ffe@nti-money laundering programs.

The FATF works closely with other international sl involved in fight against money
laundering. And, one of those international orgatans is the Asia Pacific Group on Money
Laundering (the APG) in which Samoa is a member.

The APG was officially established as an autonommggonal anti-money laundering body in

February 1997 for Asia and the Pacific region a Hourth Asia/Pacific Money Laundering

Symposium in Bangkok, Thailand. This was the coltibn of a process of “awareness raising”
in the Asia Pacific region initiated by the FATF et of its global strategy.
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To date, the APG has 39 member countries and a ewuaibnternational and regional observers,
including the United Nations, the IMF and the WdBlank.

As a member of the APG, Samoa is required to uaklera domestic review of its NPO sector to
determine the degree of vulnerability to money tering and terrorist financing activities.

| should stress that this workshop is part andgdatsuch a review.

Under the conditions of membership, all APG memiherge committed to implement the FATF
Forty Recommendations and Nine Special Recommeandxati

Special Recommendation VIII relates to non-profgamizations.

SRVIII calls on all countries tdreview the adequacy of laws and regulations thatlate to
entities that can be abused for money launderingdafinancing of terrorism. Non-profit
organizations are particularly vulnerable and coumgs should ensure that they cannot be
misused:
)] by terrorist organizations posing as legitimate gis;
i) to exploit legitimate entities as conduits for terist financing, including for the
purpose of escaping asset freezing measures; and
iif) to conceal or obscure the illegal diversion of fumdntended for legitimate
purposes to terrorist organizations.”

What is the scale of the problem?

By its very nature, money laundering occurs outsiiéhe normal range of economic statistics.
Nevertheless, as with other aspects of undergreendomic activity, rough estimates have been
put forward to give some sense of the scale tptbblem.

The International Monetary Fund (IMF), for examptas stated that the aggregate size of money
laundering in the world could be somewhere betwmanto five percent of the world’s Gross
Domestic Products (GDP). And using latest staBstihese percentages would indicate that
money laundering range between 2 to 3 Trillion USl&'s.

The Program

A quick look at today’s Workshop agenda indicatest tyou have an intensive program ahead of
you. You will be covering a lot of important detisuch as; what money laundering is, the
methods that criminals apply to hide their procesfdsrime, what effects money laundering could

have on economic development, the connection vathesy at large and efforts Government is

doing to combat money laundering.

So, | do not intent to dwell too much in those dstdut suffice to say that Samoa is committed
to fight the offence of money laundering and cotingeterrorist financing activities that might
occur on our shores. We will prosecute criminak tihtent to use our financial system to hide
their ill-gotten proceeds.

Legislative Framework

Samoa passed its Money Laundering Prevention A2000. This Act was however repealed and
replaced by the Money Laundering Prevention Act720lhe latter legislation provides a more
comprehensive legislative framework for the Samoan&y Laundering Prevention Authority

(MLPA) to actively investigate any suspicious tractsons that are alleged to involve money
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laundering. The Suppression and Prevention of Tiemo Act 2002, contains provisions for
countering terrorist financing activities.

In addition to the above legislations, Parliamesd hlso passed the Proceeds of Crime Act 2007
and Mutual Assistance in Criminal Matters Act 200Fese two legislation provides explicit and
appropriate powers for our law enforcement agentmesonduct investigation, obtain relevant
evidence for prosecution, share and exchange imiom with the relevant law enforcement
agencies (both local and overseas), as well asdaoxutual assistance to other jurisdictions on
criminal matters.

We have established a Money Laundering Preventask Force which comprises of the Attorney
General, the CEOs of the Ministry of Revenue, th@n® Minister's Office, the Samoa

International Finance Authority, the Ministry of [Re and myself as Head of the Money
Laundering Prevention Authority.

We have also established a Financial Intelligenoé (FIU) within the Financial Institutions
Department of the Central Bank, directly respomsibiibr coordinating and undertaking the
implementation of our AML/CFT regime. Our FIU haswers under the Money Laundering
Prevention Act 2007 to receive and analyse all Bimps Transaction Reports (STRs) from all
financial institutions or any person(s) suspiciotisnoney laundering offence in Samoa.

Get rich-quick operators in the Region

| want to talk briefly about the so called “gethdquick schemes” that have emerged recently in
the Pacific Region.

Pacific Island Countries, including Samoa, recogritze critical role that domestic and overseas
private investors as well as the inflow of capitaipwledge and technology have played and will
continue to play in the development of the region.

Genuine investors are of course welcomed. Buteaemt years, there appears to have been an
increase in the number of operators of dubiousnfired background who move from country to
country taking advantage of gullible governmentsl gmivate individuals and entities. Their
intention is to defraud governments and peopledswinicing them to accept and/or invest in get
rich-quick projects that are later proven to be pige scams.

| should mention that we have come across a widgeraf scams in the past, some of which have
been repeated in several countries by differembast probably, the same operators. In the event,
sharing of information about such experiences wdiddefit us all in our efforts to protect our
financial system, not to mention our people, fraralsabuses.

The features of scams touted around the Pacificnawstly similar, except a few cosmetic
variations in some cases. Usually, substantial fiisnare promised by the get-rich-quick
operators in return for payments made by the viEton some contingent liabilities accepted by
Governments and private individuals up front.

Let me state some examples for your reference:

i. Letters of Guarantee

ii. A loan for Indigenous Development
iii. A loan to a private company

iv. Sale of Passports

V. The Nigerian Scam

Vi. Lottery winnings
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(The last two on the list have come up quite dfteough the internet and email messages. )
Capacity Building
Let me end with a word on capacity building.

We can have the best laws to combat money laurgiehia best system to prosecute the offenders
but if we lack the human capacity to implement thénen our efforts will be in vain. Hence,
building local capacity must therefore be at thefimnt of our efforts.

The same concern applies to NPOs. That is, buildagacities within the structures of our NPOs
to be able to identify suspicious transactions amgorting them to the Money Laundering
Prevention Authority (MLPA) is an important featuod Samoa’s anti-money laundering and
countering terrorist financing activities regime.

| understand that the MCIL may need to incorpomatits existing legislation some requirements

for NPOs to comply with anti-money laundering measuand requirements. Some key

requirements would include proper customer idargtfon. That is, the NPOs must have a good
understanding of who their customers are and smurces of funds as well as the purpose of
conducting financial transactions through or witlerh. Another important requirement relate to
the proper keeping of books and records that wagkist any investigation that may involve

information or records of NPOs.

Conclusion

In concluding, | should reiterate that it is evaergts responsibility to do something about
protecting Samoa from the offence of money laumdgeaind terrorist financing activities.

And, although one of Government’s principal and @ng task is to increase public awareness,
there is still a lack of common knowledge withire thublic domain of what constitutes a money
laundering offence.

Indeed, such is further complicated by the fact thes invisible crime operates on the fringe of
society, acting as a bridge between the undervaorttithe rest.

Hence, we need a collaborative approach to workthamy to overcome such challenges that could
damage the image and reputation of Samoa’s fineegsem, as well as the good standing of
NPOs in the country.

I now have the pleasure of officially opening tAsiti-Money Laundering and Countering
Terrorist Financing Activities Workshop.

Soifua
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VI. PRESS RELEASE

ANTI-MONEY LAUNDERING & COUNTERING TERRORIST FINANC ING
ACTIVITIES WORKSHOP FOR NON-PROFT ORGANISATIONS (NP Os) IN
SAMOA

The Money Laundering Prevention Authority, in if$oet to cooperate fully with international
requirements in combating the offences of monepdaung and terrorist financing, conducted a
one day workshop for the Non Profit OrganisatioN®Qs) this week with the assistance of the
Ministry of Commerce, Industry and Labor (MCIL)etiMinistry of Revenue (Customs Service)
and the Ministry of the Prime Minister and Cabi(ieimigration Department).

The main objective of the workshop was to promate anhance the NPOs awareness and
understanding of the key aspects of combating ffences of money laundering and terrorist
financing pursuant to the requirements of the Mohayndering Prevention Act 2007 and the
Financial Action Task Force (FATF) Special Recomdegion (VII).

There is a strong feeling internationally that Man-Profit Organisations sector is one of the more
vulnerable sectors which criminals would try to exipto conduct their illegal activities without
attracting much attention.

And, some of the reasons for such vulnerabilitateelto generally weak management structures
and the lack of regulatory supervision over the NP@perations. Many jurisdictions have
relatively low institutional capacity to monitor IR and detect their being used for money
laundering and by terrorists.

There is evidence of international NPOs being usextiminal activities. Hence, there are major
challenges and practical issues that need carefdideration when issues of money laundering
and terrorist financing are discussed from thepeatve of the NPOs.

A total of thirty participants from the various N&mofit Organisations came together on
Wednesday 13 May to share information and exchadgas on the best possible means to
identify and prevent their Organizations from suabuse, as well as enhancing their
understanding of the offences of money launderimjtarrorist financing.

Leasi Papali'i T. Scanlan
GOVERNOR AND HEAD OF THE MONEY LAUNDERING PREVENTIO N
AUTHORITY

15 May 2009




