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1. OVERVIEW OF ECONOMIC DEVELOPMENTS DURING THE SECOND
QUARTER OF 2009

a. The World Economy

According to recent economic releases for the United States, the United Kingdom, the Euro
region, Japan, Australia and New Zealand, economic activity within these countries are still weak
and signal ongoing contractions in various sectors. However, it is more important to note that
although the economic statistics were depressing, the decreases were by far, better than the
March 2009 quarter results. As such, growth in the United States economy, the United Kingdom
and the Euro Area reported smaller contractions in the June 2009 quarter. Likewise, the
Australian and New Zealand economies are expected to report lower negative growth rates for the
quarter under review. The Japanese economy, on the other hand, unexpectedly returned to
positive growth in the quarter under review.

Despite signs of recovery, the overall outlook for the global economy remain fragile, leading the
central banks to retain their accommodative monetary policy stances, with some holding interest
rates at near-zero levels while others implemented further reductions. Price pressures have eased
significantly since the first quarter and with inflation at the back seat of concern, reserve banks
continued to focus more on reviving their economies through monetary stimulus.

Preliminary estimates showed that the US economy contracted at a slower rate in the June 2009
quarter compared to the previous quarter. Real gross domestic product in the US fell only 1.0
percent in the second quarter, after a 6.4 percent slump in the March quarter. Economic data
continued to show negative contributions to growth from personal consumption and private sector
investment. Government consumption expenditures and investment, on the other hand, produced
positive contributions to growth. Exports and imports again posted declines with the latter falling
more significantly. Although economic data continued to suggest downcast conditions in the US
economy, the declines in economic activity were notably smaller than in the previous quarter. The
labour market remained weak as job numbers continued to fall while the unemployment rate rose
to 9.5 percent in June 2009 from 8.5 percent in March 2009. The consumer price index showed
prices increased 1.4 percent from the previous quarter but, on an annual basis, they fell 1.4
percent.

During the June quarter, the ongoing expansionary monetary policy stance set by the US Federal
Reserve resulted in the Fed funds rate being kept at its targeted level of zero to 0.25 percent to
facilitate recovery in the US economy.

Meanwhile, the Australian economy fared better than previously expected as the bulk of economic
data released over the quarter exceeded forecasts. While data releases did not yet include
Australiabs GDP for the June quarter, it was noted that consumer confidence improved
significantly over this period as higher housing and equity prices boosted household wealth, which
in turn propped up household consumption. As such, retail sales held up well over the second
quarter despite a decline in the month of June 2009. In real terms, retail sales rose 2 percent in
the quarter under review compared to the previous period. The housing market proceeded to turn
out some unimpressive numbers, which suggested a bit of weakness in the housing sector.
Nevertheless, the outlook is optimistic as the rebound in dwelling and lending approvals signaled
strong demand by first-home buyers, encouraged by both low interest rates and the temporary
increase in government grants. In the labour market, the unemployment rate headed higher but at
a slower rate, to 5.8 percent in June 2009 from 5.7 percent in March 2009. Price pressures eased
since the first quarter as indicated by the drop in the CPI from 2.5 percent to 1.5 percent in the
June quarter.
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After lowering the cash rate by 25 basis points to 3.0 percent in April 2009, the Reserve Bank of
Australia (RBA) had since, kept its official interest rate unchanged. The RBA stressed its
intention to retain an easing and accommodative monetary policy stance for the Australian
economy to ride out the recession.

For the New Zealand economy, growth in the second quarter was expected to be negative.
Although consumer confidence picked up amid signs of stabilization in the global economy, a few
economic indicators continued to signal sluggish activity in various sectors of the New Zealand
economy. The housing market was moderately weak over the June quarter as dwelling approvals
and house sales data gave mixed numbers over the period. Business investment was weak as
machinery and plant imports fell. Likewise, consumption goods imports fell, suggesting a
flattened state of domestic demand. New Zealand exports fell as the appreciating Kiwi dollar
restrained foreign demand. The New Zealand labour market remained soft as employment
numbers eased, while the unemployment rate ticked up to 6.0 percent. Retail trade continued to
sag into the June quarter as more job losses led to lower household wealth and subsequently,
household spending. On the upside, consumer prices rose only 1.9 percent on an annual basis,
down from 3.0 percent in the March quarter.

In the June 2009 quarter, the Reserve Bank of New Zealand (RBNZ) lowered its Overnight Cash
Rate (OCR) from 3.0 percent to 2.5 percent in April and had since held its official interest rate
unchanged. The risks of a deeper downturn remained the key focus of the monetary policy stance,
particularly as price pressures were well within the target band. As such, the RBNZ felt it was
appropriate to retain its accommodative stance.

In the quarter under review, gross domestic product in the Euro area declined by 0.1 percent after
a contraction of 2.5 percent in the first quarter. Industrial production in the Euro region declined
in June, as it wiped out an equivalent gain in May and added to the 1.5 percent decline in April.
The construction market also posted a loss in the month of June, adding to the slump in
construction output in May. Retail sales volumes in the June quarter also fell but the decline was
smaller compared to the previous quarter. The labour market in the Euro area remained weak as
the unemployment rate ticked higher to 9.4 percent in June from 8.9 percent in March. Inflation
in the June quarter slowed to 0.2 percent from 1.0 percent in the first quarter.

In the June quarter, the European Central Bank (ECB) reduced its official interest by a total of 50
basis points as the worsening conditions seen in the March quarter led the ECB to continue
lowering its key interest rate to 1.0 percent.

In the United Kingdom (UK), gross domestic product decreased by 0.8 percent in the June quarter,
after deceasing 2.4 percent in the first quarter. The decline in output was due to decreases across
all sectors of the economy. The housing market continued to weaken as construction output
decreased again. Likewise, both production and services output fell in the quarter under review,
as electricity, gas and water contributed the most to the decline in production output. Business
services and finance helped reduce the rate of decline in services output. Despite dull economic
data reported for the June quarter, the slump in economic activity was moderate compared to the
previous quarter. A delicate recovery in sales activity may be underway after retail sales rose in
the second quarter, which follows modest growth in the March quarter. However, the labour
market weakened in the June quarter as job vacancies continued to fall, with the unemployment
rate rising to 7.8 percent. Inflation in the UK continued to subside as prices rose only 1.8 percent
in the June quarter, down from 2.9 percent in the first quarter.

During the second quarter, the Bank of England (BOE) kept its official interest on hold at 0.5
percent as it continued with its 6easingd monetary policy in response to the ongoing slump in the
UK economy.




CBS Bulletin SEPTEMBER 2009

According to recent data released by Japands Cabinet Office, the Japanese economy grew at an
annualized 3.7 percent pace in the second quarter as exports and consumer spending rebounded.
Compared to the first quarter, indices of business conditions improved while production rose and
exports jumped 6.3 percent from the previous three months. The Japanese Governmentos stimulus
plans helped support household spending which rose 0.8 percent over the period under review.
However, retail sales activity remained fairly subdued in the second quarter but compared to the
March quarter, the decline was distinctly smaller. Housing and business investments continued to
weaken as the resurgent demand from abroad failed to convince companies to spend more on plant
and equipment. The Japanese labour market continued to weaken and the unemployment rate
increased to 5.4 percent in the June quarter. Consumer prices fell 0.2 percent from the previous
quarter taking the annual decline in prices to 1.8 percent. In the June quarter, the Bank of Japan
continued to hold its official interest rate unchanged at 0.1 percent. (See Graph 1.)

Graph 1 : Official International Interest Rates
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In the currency markets, the US dollar rally led by haven demand in the first quarter began to run
out of steam in the June quarter as signs of an easing recession sustained a global equity market
rally, coupled with resurgent investor risk appetite. Although the Yen also gained support as a
haven currency, the weakening US dollar helped prop it up when haven demand faltered amid
upbeat economic data. The gradual decline in the Greenback and increased signs of an abating
recession resulted in the strengthening of the currencies of the EU, UK, Australia and New
Zealand.

In terms of the Talads nominal index, the overall value of the Samoan currency against the
currency basket depreciated an annual 2.1 percent in the June quarter. In real terms, the real
effective exchange rate indicated that the Tala appreciated by 10.6 percent, the same as in the
previous quarter. The unrelenting 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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Graph 2 : Trade Weighted Exchange Rate Index
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b. The Domestic Economy

The latest national accounts figures showed the economy declining further albeit slightly in the
June 2009 quarter. On the other hand, there were positive developments elsewhere, such as the
continued improvement in tourism and export earnings, strong outturn for private remittances and
higher capital inflows. The strong inflow of foreign exchange during the three months under
review strengthened the countrybs balance of payments position, boosting the level of international
reserves. Inflation remained high, peaking in June 2009. And, as we went to press in October
2009, the inflation rate was trending downwards as the reduction of international prices began to
pass through the domestic pricing system.

The economy continued to slide in the quarter under review with the latest national accounts
figures recording a 0.5 percent real GDP decline on the back of a 4.0 percent fall in the previous
quarter. The further contraction in the quarter under review was attributed partly to the global
recession as well as the low level of agricultural outputs. For the financial year ending June 2009,
the Samoan economy registered a real decline of 5.5 percent.

The further decline in the June 2009 quarter reflected the reductions in otransport and
communicationd (down 13.1 percent), dagricultured (down 7.3 percent), éconstructiond (down 4.6
percent) and écommerced (down 3.0 percent). These decreases were almost fully offset by
remarkably large rises in 6food and beverages manufacturingd (up 36.2 percent) and dother
manufacturingd (up 22.5 percent), as well as moderate output increases for ohotels and restaurantso
(up 8.6 percent), ¢electricity and waterd (up 4.3 percent), 6finance and business servicesd (up 2.9
percent), 6fishingd (up 2.6 percent), dpersonal and other servicesd (up 2.6 percent), 6public
administrationd (up 2.4 percent) and é6ownership of dwellingsé (up 0.1 percent.

Monetary statistics revealed that Governmentds financial operations recorded a cash surplus of
$7.1 million in the second quarter of 2009, after a $7.4 million cash deficit in the preceding
quarter.

Following a marked 40 percent increase in the previous quarter, commercial bankso total liquidity
consisting of cash holdings, excess reserves and investments in CBS securities, expanded another
8 percent (or $8.3 million) to $110.7 million in the June 2009 quarter. The comfortably higher
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level during the quarter was driven entirely by a $15.3 million expansion to $73.2 million in
excess reserves of the commercial banks with the Central Bank, which were partially offset by
decreases of $6.4 million and $0.6 million in commercial banksd holdings of CBS securities and
vault cash respectively. The continued expansions in commercial banks reserves, was in line with
the prevailing easing of monetary policy by the Central Bank. Consequently, the level of CBS
securities was kept under $30 million to encourage banks to use their excess reserves to grow their
lending portfolio. (See Graph 3.)

Graph 3 : Commercial Banks Total Liquidity
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The build up of reserves in the banking system facilitated a further reduction of interest rates in
the June quarter of 2009, with the overall weighted average official interest rate down 109 basis
points to 2.28 percent at end June 2009, from 3.37 percent at end March 2009. As a result of the
easing stance of monetary policy, commercial banks reduced their base interest rates for both
lending and deposits in March 2009 followed by another further reduction at end June 2009. In the
event, the weighted average lending rate fell 20 basis points to 12.21 percent while those for
deposits fell 25 basis points to 5.19 percent in the quarter under review. Consequently, the
commercial banksi interest rate spread widened 5 basis points to 7.02 percent from 6.97 percent in
the previous quarter. (See Graph 4.)
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Despite the reduced cost of borrowing in the quarter under review, credit to the private sector and
Government Corporations fell 1 percent ($5.5 million) in the second quarter of 2009, consequently
dragging down total commercial bank credit to the private sector and public institutions combined
to $685.4 million at end June 2009. On an annual average basis, the rate of growth of commercial
bank loans outstanding to the private sector and public institutions combined dropped to 9.11
percent at end June 2009 from 9.86 percent at end March 2009.

The drop in credit to the private sector, reflected decreased credit extended to the fitraded (down
$5.4 million) and fibuilding and constructiono (down $2.3 million) industries, along with smaller
decreases of $0.8 million, $0.4 million and $0.2 million to the fiother activitieso, fiagriculture and
fisherieso and fimanufacturingo sectors respectively. These reductions were partially offset by
increases in outstanding claims on the fiprofessional and business servicesd (up $3.4 million) and
felectricity, gas and watero (up $0.5 million). Commercial banksd credit absorbed by the
fitransportation and communicationo industry, on the other hand, recorded no change from the
previous month. (See Graph 5.)
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Nevertheless, the huge increase in net foreign assets outweighed the lower level of bank credit
pushing money supply (M2) up by 1 percent to $654.3 million in the June 2009 quarter, 8 percent
higher than a year earlier. Net foreign assets increased 9 percent ($19.6 million) reflecting the
favorable developments in the balance of payments. As expected, however, the annual growth rate
of M2 slowed down to 8.0 percent from 8.2 percent in March 2009 and 11.1 percent in June 2008.
(See Graph 6.)
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Graph 6 : Money supply (M2)
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The balance of payments in the second quarter of 2009 recorded an overall surplus of $13.75
million compared to a surplus of $13.83 million in the March quarter of 2009. This improvement
saw the level of international gross reserves increase to $265.6 million, sufficientto cover 5.1
months of imports. The quarter under reviewds favorable outcome reflected a current account
surplus, combined with higher capital inflows, to offset a large outflow in the financial account.
(See Graph 7a.)
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The current account recorded a surplus of $13.56 million in the quarter under review, slightly
lower than the $13.64 million surplus in the March quarter. The positive outcome for the quarter
under review was due largely to an increase in tourism earnings and private remittances,
outweighing the rise in the merchandise trade deficit. (See Graph 7b.)
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Graph 7b
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The expansion in the merchandise trade deficit in the second quarter of 2009 followed a 12
percent ($13.9 million) increase in imports, which far outweighed a 21 percent ($1.2 million) rise
in export revenues. However, the trade deficit in the June 2009 quarter was 6 percent lower than
in the same quarter of 2008.

The increase in import payments to $131.2 million in the quarter under review was consequent to
expansions in all categories of imports. In particular, Governmentds imports, was four times ($8.8
million) higher reflecting the importation of heavy equipments and machineries for the new
conference centre. Similarly, private sector and petroleum imports rose 5 percent (or $4.5 million)
and 3 percent (or $0.6 million) respectively in the June 2009 quarter.

A 21 percent expansion in total export revenue to $7.1 million in the second quarter of 2009, was
underpinned largely by a $1.4 million increase in domestically produced exports, which
outweighed a $0.1 million decline in re-exports. The bulk of this increase in domestically
produced exports was from a seasonal increase in export receipts of fresh fish, which rose 70
percent (or $1.8 million) in the June 2009 quarter. Other commodities recording increased
earnings in the quarter under review were soft drinks (up 75 percent or $40 thousand), coconuts
(up 10 percent or $10 thousand), taro (up 2 percent or $4 thousand) and Samoan cocoa (up 8
percent or $1 thousand). Coconut oil which was absent in the previous quarter recorded a $74
thousand worth of exports during the June quarter. On the downside, lower proceeds were
recorded for nonu juice (down $0.3 million), coconut cream (down $0.2 million), beer and copra
meal (down $0.1 million each), virgin oil (down $70 thousand) and nonu fruit (down $8
thousand). Likewise, decreased revenue were registered for handicrafts (down $8 thousand) and
drinking coconuts (down $3 thousand), whereas vegetable exports recorded unchanged earnings
from that in the March 2009 quarter.

After the seasonal decrease in the previous quarter, tourism earnings increased 7 percent ($5.0
million) in the June 2009 quarter. This was consequent to a seasonal increase (of 24 percent) in
arrivals, which offset a 13 percent drop in the average tourist expenditure. Of this quarterts tourist
arrivals, the majority were from New Zealand (41 percent), American Samoa (20 percent) and
Australia (17 percent) in line with historical trends. These tourists largely comprised of those that
came here for holiday (40 percent) and to évisit friends and relativest (27 percent).
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Similarly, gross private remittances rose in the second quarter of 2009 by 3 percent ($2.6 million).
The favorable outcome during the quarter reflected a2 percent rise in private transfers to
households, and a 10 percent increase in remittances to church organizations.

Recent data on prices reflected the toning down of inflationary pressures although the headline
CPI rose to 0.6 percent from a 0.1 percent decline in the previous quarter. This saw the average
level of consumer prices in the June quarter of 2009 jump to a level 12.1 percent higher than the
same quarter of 2008. When compared to the March 2009 quarter, this increase was due entirely to
a 1.3 percent increase in the overall local component which was partially offset by a slight 0.2
percent decline in the overall import category.

The receding inflationary pressure at the start of 2009 was further highlighted by the fall in the
year-on-year rate of increase in the CPI to 9.8 percent at end June 2009, from 13.1 percent at end
March 2009. However, due to cost push factors such as soaring international oil and food prices,
increased costs for government utility services (electricity and water) and transportation costs
(bus, taxi and boat fares) over the year to end June 2009, the CPI, on an annual average basis,
increased to 14.5 percent, from 13.4 percent at end March 2009 and 6.2 percent at end June 2008.
Similarly, the annual average underlying rate of inflation shot up to its highest recorded level of
17.2 percent at end June 2009, from 15.6 percent at end March 2009 and 6.9 percent a year earlier.
(See Graph 8a.)
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Mainly responsible for the headline CPI expansion in the second quarter of 2009 were increases
from the March 2009 quarter in the iFoodo (up 1.4 percent) and fiTransport and Communicationo
(up 1.1 percent) sub indices. In particular, the increased price of imported fuel such as petrol (up 8
percent to $2.30 per litre from $2.12 per litre) was partially offset by diesel (down 6 percent to
$2.19 per litre from $2.32 per litre) was one of the main contributors to the higher fiTransport and
Communicationo prices in the quarter under review, while the fiAlcohol and Tobaccoo subgroup
rose 0.4 percent. The increase in the fiFoodo sub-index reflected price hikes in most local food
crops such as taro (up 22 percent to $1.66 per pound from $1.36 per pound), banana (up 29
percent to $0.75 per pound from $0.58 per pound), coconuts (up 6 percent to $0.22 per pound
from $0.21 per pound), breadfruit (up 2 percent to $0.71 per pound from $0.69 per pound) and
yam (up 1 percent to $1.52 per pound from $1.51 per pound). In addition, most of the vegetable
items such as tomatoes (up 23 percent to $5.11 per pound from $4.15 per pound), water cress (up
37 percent to $4.14 per pound from $3.03 per pound), Chinese cabbage (up 30 percent to $3.07
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percent from $2.35 per pound), cucumber (up 9 percent to $1.66 per pound from $1.52 per pound)
and pumpkin (up 44 percent to $1.07 per pound from $0.71 per pound). Prices for large fresh fish
and stringed fish, also went up during the quarter to $6.21 per pound and $4.01 per pound
respectively from $5.91 per pound and $3.90 per pound in the previous quarter. A pound of rice
and a dozen eggs price rose to $2.22 and $6.78 in the September 2009 quarter, from $2.14 and
$6.60 in that order in the March 2009 quarter, while a pound of mutton flap rose 2 percent to
$4.36 from $4.29 in the previous quarter. The latter category reflected, increased prices of
imported alcohol particularly vodka and whisky which went up 3 percent and 4 percent
respectively to $8.11 and $8.0 per nip. On the other hand, modest contractions were recorded in
the fiHousing and households operationso (down 3.0 percent), iMiscellaneouso (down 0.6 percent)
and fiClothing and Footwearo (down 0.2 percent) fisub-groups in the month under review. These
quarterly price movements, to some extent, helped stem the annual average contraction of the
overall import component of the headline CPI, which declined to 15.5 percent from 15.9 percent
while the overall local component markedly expanded to 13.7 percent from 11.2 percent in the
previous quarter. (See Graph 8b.)

Graph 8b : Headline Consumer Price Index
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I11.  PRUDENTIAL SUPERVISION

The commercial banks combined assets stood at $944.6 million, reflecting an increase of 1.0 percent
($9.4 million) in the June quarter and indicated an annual growth of 7.4 percent ($65.3 million) when
compared to the same time a year earlier. The composition of the commercial banks assets comprised
mainly of loans and advances of $717.3 million (75.9 percent of total assets), cash reserves and deposits
with the Central Bank and other banks combined at $180.7 million (19.1 percent) and fixed assets of
$56.8 million (6.0 percent) respectively.

Total loans and advances of $717.3 million increased by 0.5 percent ($3.3 million) at the end of the
quarter and reflected an increase of 7.2 percent ($48.1 million) over the same time a year earlier. Loans to
private businesses and non-financial public enterprises dominated the growth in loans and advances for
the quarter.

Total deposit liabilities rose by 1.0 percent ($7.2 million) over the previous quarter and recorded an
annual growth rate of 7.2 percent ($47.3 million) respectively. Time deposits ($448.8 million)
represented 63.4 percent of total deposits, demand deposits ($180.5 million) accounted for 25.5 percent
while savings deposits ($78.2 million) made up 11.1 percent of total deposit liabilities.

Total contingent and off-balance sheet items dropped by 21.9 percent ($29.0 million) to $103.1 million
over the previous quarter, due mainly to decreases in direct credit, trade related items and unused credit
commitments.

The banking system remained strongly capitalized at $182.3 million, revealing a further increase of 1.4
percent ($2.6 million) over the previous quarter due mainly to the banks profitable performance
throughout the period. In relation to the overall level of risk weighted assets, the capital adequacy ratio
went up from 29.0 percent to 29.5 percent. Tier 1 capital of 24.5 percent decreased by 0.8 percent over
the March 2009 quarter. (See Graph 1.)

GRAPH 1 : CAPITAL ADEQUACY RATIO
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All the banks complied with the Central Bankds minimum capital adequacy requirement (15.0 percent)
at the end of the quarter.

The level of liquid assets increased by 8.1 percent ($8.2 million) to $110.7 million over the
previous quarter. The increase in deposit liabilities, mainly time and saving deposits, were the
main sources of liquid funds received by the banking system during the quarter. On an annual
basis, the banking systemds overall liquidity level improved by 28.2 percent ($24.3 million) when
compared to the same time a year earlier. At this level, it represents 17.2 percent of total domestic
deposit liabilities.

To date, total Central Bank Securities stood at $27.3 million, decreased by 19.0 percent ($6.4
million) at the end of the quarter.

The combined foreign assets of the commercial banks amounted to $94.6 million as compared to total
foreign liabilities of $89.0 million. At these levels, it showed a net long exposure position of around
$5.7 million or 3.2 percent of total capital.

The overall level of problem loans recorded an increase of 7.0 percent ($4.0 million) to $61.3
million. As compared to the prior year, the level of non performing loans rose further by $7.0
million respectively. In relation thereto, total provision for bad and doubtful debts of $35.1 million
provides a 57.2 percent buffer against possible loan losses as a result of non-performing loans. In
proportion to total loans and advances, total provision stood at 4.9 percent respectively.

In the meantime, the Central Bank continues to monitor closely the banks performances in
reducing their levels of arrearages and non-performing loans.

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

At a combined figure of $28.4 million, the banking systemds pre tax profit level increased by 7.2
percent when compared to the same period a year earlier.




