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OVERVIEW

The global economic outlook remains
favourable, in spite of the slowdown in the
United States (US) economy in the first
quarter of this year. The continued
expansion of the Chinese economy,
positive growth prospects for other Asian
countries and Fiji’s closest trading
partners, Australia and New Zealand,
suggests that the global economy remains
on track for positive growth this year. On
the downside, apart from the US, lower
annual growth rates are also expected for
Japan and the Euro-zone.

Following a 5.4 percent global growth in
2006, the International Monetary Fund
(IMF) estimates the world economy will
expand by 4.9 percent in 2007. Global
inflationary pressures, however, could
derail this growth outlook as supply
constraints, geo-political tensions and
terrorism threats buoy global oil prices
upwards.

Consequently, monetary policy in most
industrial countries remained on a
tightening bias in the March quarter due to
inflationary pressures emanating from
high crude oil prices.

Global financial market outcomes were
mixed during the review period. The US
dollar generally weakened against all of
Fiji’s major trading partner currencies.
Equity markets also displayed mixed
results, while bond prices generally rose.

Domestically, the economy is estimated to
have grown by 3.4 percent in 2006,
underpinned by strong performances in the
finance, insurance, real estate & business
services; community, social & personal
services and building & construction

sectors. The mining industry and transport
& communications sector recorded
negative rates of growth.

Looking at 2007, the economy is projected
to contract by 2.5 percent, with the two
leading contributors to this decline being
the building &  construction and
community, social & personal services
sectors. Nevertheless, certain sectors are
projected to perform positively this year,
but on balance, these positive projections
are not expected to sufficiently offset the
contractions projected for most sectors of
the economy.

The results of the Reserve Bank’s latest
Business Expectations Survey confirm the
relatively weak outlook for the economy
in 2007. Most respondents expect an
immediate adverse impact on business
activity, but are of the opinion that the
decline will moderate somewhat over the
next 12 months.

During the March quarter, developments
in partial indicators of domestic demand
have been mixed. Although imports of
consumption goods and lending for
consumption purposes rose on an annual
basis, net Value Added Tax (VAT)
collections fell during the review period.
Imports of investment goods have shown a
growth in the first 2 months, but there has
been a decline in the proportion of
businesses expecting investment to
increase this year.

On a sectoral basis, outcomes during the
first quarter of 2007 were generally
positive.  Copra, fishing, timber and
electricity production all rose on an annual
basis, in contrast to the lower outturns
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recorded in the clothing & footwear and
tourism industries.

On the fiscal front, as per the revised 2007
National Budget, the Interim
Administration is expected to maintain a
slightly expansionary fiscal stance given
its budgeted underlying deficit of $106.7
million, equivalent to 2.1 percent of GDP,
for 2007. This compares with the 2006
underlying deficit of $193.1 million, or 3.8
percent of GDP.

In the year to March, inflation was 4.7
percent, compared with 3.1 percent
recorded in December 2006. Looking
ahead, inflationary pressures are projected
to pick up temporarily, reflecting a one-off
shift in prices as a result of the increase in
fiscal and excise duties announced in the
revised Budget. In addition, market items
and dairy product prices may increase due
to supply constraints, brought on by
weather-related anomalies.

While the spare capacity in the economy
for this year and the civil servants salary
reduction could dampen inflation, the
2007 year end inflation is now projected at
3.5 percent, compared with 3.0 percent
anticipated earlier.

Employment conditions weakened in the
March quarter, evident by declines in
partial indicators of employment and
survey data.

On the external front, latest accrual trade

data showed that in the first two months of
2007, merchandise exports rose by around
42.9 percent on an annual basis, driven
mainly by higher sugar, lumber and fish
export earnings. While the growth in
exports is encouraging, it reflects lower
export base effects in the corresponding
period in 2006 and data anomalies.
Imports also grew by 7.0 percent in the
review period, on account of higher
payments for all import -categories,
pointing still to the persistence of Fiji’s
trade imbalance.

At the end of March, foreign reserves
were provisionally around $787.3 million,
sufficient to cover 3.2 months of import
payments of goods.

During the March quarter, while the
Reserve Bank kept its policy indicator rate
unchanged, various policies aimed at
safeguarding Fiji’s balance of payments
position were announced. These policies
included the continuation of the credit
ceiling on individual banks and the
introduction of capital control measures
for non-resident companies. The Statutory
Reserve Deposits (SRD) ratio was also
reduced from 7 percent to 6 percent,
effective 1 May 2007, to ease upward
pressures on interest rates to help growth
and investment.

The Bank will continue to monitor
economic developments and ensure that
monetary policy remains responsive to
developments in the economy.
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THE INTERNATIONAL ECONOMY

International Economic Conditions

Global economic and financial conditions
remained upbeat in the first three months
of 2007, with the US and China
continuing to be the key drivers of the
global expansion. Despite the recent
slowdown of the US economy, its overall
contribution towards global growth
remains significant. ~ This is further
complemented by the consistently vibrant
growth rates of China and India.

The IMF projects the world economy will
grow by 4.9 percent this year, after an
estimated growth of 5.4 percent in 2006.
Global growth is expected to moderate as
a slowing housing sector cools the US
economy, while the gradual withdrawal of
monetary and fiscal stimulus eases growth
in the Euro region (Graph 1).
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Nevertheless, recent market events have
underlined that risks to this outlook
remain. Particular concerns include the
potential for a sharper slowdown in the
US economy if the housing sector
continues to deteriorate; the risk of a
deeper and more sustained retrenchment
from risky assets if financial markets

continue to be volatile; and the possibility
that inflation pressures may revive should
crude oil prices gather momentum.
Further, geo-political tensions could also
derail current growth prospects.

Monetary policy for most of our trading
partner countries remained on a tightening
bias in the review period in response to
the inflationary pressures from high crude
oil prices. In particular, the Euro-zone,
New Zealand and Japan increased their
official interest rates during the quarter.

Over the March quarter, international
financial ~markets recorded mixed
performances. In the equity markets,
Japanese stocks rallied, while its US
counterpart fell. In bond markets, demand
for US and Japanese debt instruments
rose, while Australian bonds declined. On
exchange rates, the US dollar generally
weakened against all of Fiji’s major
trading partner currencies.

Despite the recent slowdown in US
economic growth, the outlook for Fiji’s
other major trading partners remains
positive. Growth for Japan, Australia and
New Zealand remains promising, on
account of a resilient domestic and
external sector, while growth in the Euro-
zone is expected to ease marginally
(Graph 2).

After a slowdown in the previous two
quarters, the final three months of 2006
showed a marked turnaround in
Australian economic activity. The
economy expanded by 1.0 percent in the
December 2006 quarter, after a 0.3
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percent growth in the September quarter,
attributed to a surge in household
consumption. Economic growth was
heavily impacted by the drought, which
reduced farm output and exports.
However, this was offset by higher
exports of minerals and metals to the
Asian market.

Graph 2
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Euro-zone Japan

Economic indicators over the current
quarter suggested positive economic
growth. Consumer confidence rose in
March, after slowing inflation reduced
expectations of interest rate hikes.
Business confidence also rose in the same
month. Furthermore, retail sales rose in
February, after a mining and construction
boom created jobs and buoyed consumer
spending.

The Reserve Bank of Australia (RBA)
kept its benchmark interest rate
unchanged at 6.25 percent in the March
quarter, after three hikes in 2006.

The economy is forecast to grow by 2.6
percent this year, supported by resilient
domestic demand, business investment
and exports. Consumer prices are
expected to ease from an estimated 3.5
percent last year, to 2.8 percent in 2007,
within the RBA’s target band of 2-3
percent.

New Zealand’s economic  growth
accelerated by 0.8 percent in the
December quarter, from 0.3 percent in the
September quarter, driven by stronger
consumer spending and construction
activity.

Latest data suggest that the economy is on
track for strong growth this year. Business
confidence continued to improve in
February, while retail sales picked up in
January. Moreover, the current account
deficit narrowed in the December quarter,
as rising world prices for butter and milk
buoyed export earnings.

In line with the current economic upturn,
the Reserve Bank of New Zealand raised
interest rates by 25 basis points to 7.50
percent in the March quarter.

The economy is expected to record
growth of 2.5 percent this year, driven by
private consumption, business investment
and exports. The year-end inflation for
2007 is expected at 2.3 percent.

The US economy grew marginally by 0.6
percent in the December quarter,
following a revised 0.5 percent expansion
in the September quarter. The weak
outturn reflected a slowing housing
market and declines in industrial
production and business investment.

Recent data showed that economic
performance was generally mixed during
the March quarter. The trade deficit
narrowed in January, on the back of
higher exports to FEurope and Asia.
Furthermore, the unemployment rate fell
to a 5-year low in February, while retail
sales rose marginally.

However, manufacturing activity
contracted in January and the index of
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leading economic indicators for the US
economy fell in February. Furthermore,
consumer confidence declined in March.

The economy is expected to slow to 2.2
percent this year, reflecting the recent
slowdowns in the housing sector and
business investment. Consistent with the
slowdown in economic activity, the
Federal Reserve kept the benchmark
interest rate unchanged at 5.25 percent
during the review quarter.

Nevertheless, resilient personal
consumption and improved net exports are
expected to maintain positive growth in
the economy. Inflation is anticipated to
slow from an estimated 3.2 percent last
year to 1.9 percent in 2007.

Economic growth in the KEuro-zone
accelerated to 0.9 percent in the fourth
quarter of last year, after a revised 0.6
percent growth in the previous quarter.
The expansion was broad-based, lifted by
strong domestic demand and exports and
was driven by the Euro-zone’s two major
economies, Germany and France.

Latest indicators also point to encouraging
economic activity over the March quarter.
Manufacturing activity in the Euro-zone
expanded in February, led by a surge in
exports. After poor results in the first two
months of the year, retail sales picked up
in March, after German consumer
spending recovered from a tax increase at
the beginning of the year. Consumer
confidence also rose in March after
increased investment and hiring by
companies reduced the unemployment
rate.

In line with a firm economic outlook, the
European Central Bank (ECB) raised its

benchmark interest rate by 25 basis points
to 3.75 percent in March.

The Euro-zone economy is forecast to
expand by 2.3 percent this year, supported
by exports and manufacturing activity.
Year-end inflation for 2007 is forecast at
2.0 percent, compared with 2.2 percent
estimated for 2006.

Japan’s economic growth rose from a
revised 0.1 percent in the third quarter to
1.3 percent in the fourth quarter. The
turnaround was supported by strong
business investment and exports.

In addition, recent data indicated
encouraging activity in the March quarter.
The trade surplus surged in the first two
months of the first quarter, due to an
increase in exports to China and the US.
Consumer confidence also gathered
momentum in February, and pushed up
household spending. Moreover, the
unemployment rate held at an 8-year low
of 4.0 percent in the same month.

The Bank of Japan (BOJ) raised its
benchmark interest rate from 0.25 percent
to 0.5 percent in the March quarter, after
the economy grew strongly in the final
quarter of 2006.

For this year, Japan’s economy is forecast
to grow by 2.3 percent, supported by
exports and  business  investment.
Inflation is forecast to rise marginally
from an estimated 0.2 percent in 2006 to
0.3 percent in 2007.

World commodity prices rose by around
3.2 percent over the first quarter,
underpinned mainly by increases in
coconut oil, gold and crude oil prices
(Graph 3).
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Over the March quarter, world market
sugar prices declined by around 13.8
percent to US11 cents (Graph 4). Higher
output from Brazil and India, the two
largest producers, accounted for the lower
outturn in sugar prices during the quarter.
However, higher energy costs provided
some volatility on speculation that
demand for ethanol, an alternative fuel
produced from sugar, would increase.
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Prices are expected to remain low in the
coming months, on expectations of an
increase in production.

At the end of March, the European Union
(EU) sugar price was around US31 cents
per pound, having risen marginally over

the quarter, resulting from a stronger Euro
against the US dollar.

Gold prices rose by around 4.7 percent
over the first quarter (Graph 5). Gold
prices rose in the first two months, led by
increased purchases of the metal by
jewellers and investors, after higher
energy costs boosted the metals appeal as
a hedge against inflation.

Prices fell marginally in March, however,
as some investors sold the metal to cover
another round of losses in equities.'

Graph 5
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In the months ahead, gold prices are
anticipated to remain high.

At the end of March, the Brent crude oil
price was around US$68.42 per barrel, an
increase of around 13.8 percent when
compared to the price recorded at the end
of December 2006 (Graph 6).

Crude oil prices initially fell in January,
as US fuel inventories were adequate to
meet demand for a warmer-than-expected
winter.

! Gold prices dropped after Chinese stocks tumbled the
most in 10 years on 27 February.
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However, crude oil prices rebounded in
February, as a dramatic change in weather
in the north US, from warm to cold,
increased demand from the world’s largest
consumer of energy. Prices continued to
rise in March as heightened international
tensions with Iran raised speculation of
disruptions to future supplies.

Looking ahead, strong global demand and
escalating  geo-political tensions are
expected to exert upward pressure on
crude oil prices.

International Financial Markets

Over the March quarter, the US dollar
generally weakened against all of Fiji’s
major trading partner currencies. In
January, the Australian and the New
Zealand dollars weakened against the US
dollar but strengthened in February and
March (Graph 7).

? Iran withdrew an offer to release the sole female sailor in
the group of 15 British soldiers they took as hostages in
the Persian Gulf and said that the UK must acknowledge
the violation of its territorial waters. The refusal increased
concerns amongst investors that strained relations with the
UK and the US may disrupt supplies. Almost a quarter of
the world’s oil flows through the Strait of Hormuz, a
narrow waterway between Iran and Oman at the mouth of
the Persian Gulf.
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The New Zealand dollar weakened against
the Greenback in January, on expectations
that the demand for the nation’s high
yields assets may wane if interest rate
hikes by the BOJ curbs currency trade.’

However, the New Zealand dollar
strengthened in the last two months of the
quarter on speculation that inflation was
fast enough to prompt the Reserve Bank
of New Zealand (RBNZ) to increase the
official cash rate, thus buoying demand
for the currency. As expected, the RBNZ
raised rates in March.

Similarly, the Australian dollar weakened
against the US dollar in January,
following a decline in the prices of
commodities the nation exports.

The Aussie dollar, however, strengthened
in February and March, after a rebound in
commodity prices and speculation of
further interest rate hikes by the RBA
attracted investors to  high-yielding
Australian assets.

3 New Zealand dollar-denominated assets are attractive for
currency carry trades due to its high yields. Carry trades
are where investors borrow cheaply at relatively low
interest rates, such as in Japan, and buy high-yielding
assets abroad.  Expectations that BOJ may increase
interest rates raised speculation of a slowdown in currency
trades.
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The Euro generally strengthened against
the Greenback over the first quarter
(Graph 8). The Euro depreciated in
January, after favourable UsS
economic data indicated that the world’s
largest economy was growing quickly,
thus boosting demand for the US
currency.

However, the Euro rallied in the last two
months of the quarter, after speculation
that the ECB would raise its policy
indicator rate further, prompting investors
to demand more FEuro-denominated
assets.

Graph 8
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The Yen also rallied against the US
dollar over the quarter (Graph 9). In
January, the Yen fell as positive
[N} data prompted  investors to
switch to US dollar-denominated
assets, away from Yen-denominated
assets.

However, in February the Yen appreciated

10

against the US dollar, after a decline in
emerging stock markets pushed investors
out of riskier assets into Yen-
denominated assets.” In the last month of
the quarter, the Yen fell again after
speculation  the  BOJ would defer
interest rate rises, which encouraged
traders to borrow money in Japan and

invest in higher-yielding assets
overseas.

Graph 9
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The Dow Jones Industrial Average
Index was volatile in the March
quarter, falling by 0.9 percent (Graph

10). In January, US equities rose after
an increase in consumer confidence
boosted the prospects of higher
growth. However, the Dow fell mid-
quarter, after a sell-off in China spread
globally. US stocks recovered again in
March, after expectations of positive
labour market conditions and easing
inflation increased demand for US
equities.

4 China’s shares tumbled the most in 10 years, on
concerns that Government would crack down on illegal
investors in an effort to stem the surge in share prices that
occurred in 2006. Russian and South African shares also
fell from all time highs. Turkey’s index had the biggest
decline since June last year.
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The Nikkei 225 Stock Average Index rose
by a marginal 0.4 percent (Graph 11) over
the first quarter. The Nikkei rallied in the
first 2 months of the quarter, led mainly
by export related shares, after an increase
in US consumer sentiment and labour
market conditions added to expectations
of increased demand for Japanese exports.
However, Japanese equities fell in March,
led by domestic-demand related shares, as
weaker wage increases by companies
dampened optimism for higher consumer
spending.

Graph 11
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Over the first quarter of 2007, bond
markets displayed mixed performances.
10-year bond yields for the US and Japan
fell, while that of Australian bonds

11
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US bond yields generally fell over the
March quarter. Bond yields rose in
January, after speculations of a well
performing economy drew investors
away from fixed-return debt assets.
However, yields fell mid-quarter after
signs of a slowing economy increased
demand for the safety of Government
debt instruments. Yields then rose again
in March, after positive economic
indicators boosted investors’ demand for
US equities.

Japanese bond yields also fell in the
same period. In January, yields fell
after reports of a slowdown in
household spending, but rose in
February, following speculation the BOJ
would raise interest rates. Bond yields
declined again in March, after a
decline in Japanese stocks increased
demand for the safety of Government debt
assets.

Australian bond yields rose in the first
quarter of 2007, as stronger economic
growth prompted investors to switch from
bonds to other assets.
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THE DOMESTIC ECONOMY

Domestic Economic Conditions

The domestic economy is estimated to
have expanded by 3.4 percent in 2006
(Graph 13). Robust activity in the
finance, insurance, real estate & business
services; community, social & personal
services and building & construction
sectors are estimated to have driven
growth last year. Favorable outcomes in
these sectors more than offset a larger-
than-projected contraction in the mining
industry and an estimated decline in the
transport & communication sector.

Graph 13
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For this year, the economy is forecast to
contract by 2.5 percent, underpinned by
projected declines in the building &
construction and community, social &
personal services sectors. In addition,
the mining & quarrying; wholesale &
retail trade and hotels & restaurants;
and transport & communication sectors
are also expected to contribute to the
economic  contraction expected this
year.

12

Consumer Spending

In the March quarter, partial indicators of

consumer spending showed mixed
results. Lending for consumption
purposes and currency in circulation

(partial indicators of consumer spending)
grew in the year to February, when
compared with the corresponding period
last year. However, cumulative to
February, net VAT receipts declined by
around 2.2 percent, when compared with
the corresponding period in 2006.

Despite this, data on household incomes
suggest good growth in the review quarter.
Cumulative to February, Pay As You Earn
collections, a partial indicator of income,
rose by around 5.1 percent over the
corresponding period last year.

Looking ahead, the results of the Reserve
Bank’s December 2006 Retail Sales
Survey indicate that retail sales will be
likely to contract by around 16 percent
this year, in contrast to a growth of 9
percent estimated for 2006 (Graph 14).
Lower sale prospects in most categories,’
and a stagnant sales expectation in the
entertainment and restaurants categories
account for the projected decline in retail
sales for this year.®

3 This covers the food, drinks & tobacco, household goods
& appliances, building materials &  hardware,
pharmaceuticals & chemicals, jewellery, clothing &
textiles, motor cars and footwear categories.

® The only category expected to register higher annual

sales is duty free retailing.
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Graph 14
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Factors contributing to the anticipated
decline in retail sales include the current
political situation, lower 2007 forecast for
visitor arrivals, the impact of the RBF’s
monetary policy tightening, and the
unanticipated closure of the Vatukoula
Gold Mine and related job losses. In
terms of the impact of the revised 2007
National Budget measures, the across-the-
board reduction in civil servants’ pay by
5.0 percent is expected to exert downward
pressure on retail sales this year, despite
the VAT rate being maintained at 12.5
percent.

Business Expectations Survey

The Reserve Bank of Fiji conducted its
latest Business Expectations Survey
(BES) in December 2006. The survey
results signal relatively weaker prospects
for general business conditions in the
short-term, with a net’ 61 percent of
respondents estimating business activity to
decline in the March quarter (Graph 15).
This is a significant decline from
expectations expressed in the previous
survey. Negative expectations from the
building & construction, real estate,

7 X . .

The Net figure is calculated by subtracting the number
of respondents expecting a decrease from the number of
respondents expecting an increase.
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wholesale & retail trade, manufacturing,
tourism, transport, finance, garment,
insurance and other sectors more than
offset the positive expectations expressed
from the communications sector.

Graph 15
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Similarly, a net of 5 percent of the
respondents were now pessimistic about
the medium-term outcome, with the
building & construction, insurance, real
estate, finance, wholesale & retail trade
and tourism sectors dominating this
unfavourable outlook.

Production

On a sectoral basis, the economic
performance during the review period was
generally positive. Output in the copra,
fishing, timber and electricity industries
rose on an annual basis during the review
quarter, in contrast to the lower outturns
recorded in the clothing & footwear and
tourism industries.

In the tourism industry, provisional data
indicate that visitor arrivals totalled over
108,000 in the first three months of this
year, an annual decline of 5.5 percent over
the corresponding period last year. For
2007, the Fiji Islands Visitors Bureau
(FIVB) had initially expected visitor
arrivals at 514,000. However, the FIVB
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may revise this projection downwards
given the industry’s weak performance in
the first quarter of this year (Graph 16).

Graph 16
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The Tourism Action Group (TAG)
continued with its efforts to improve
visitor arrivals to Fiji, by concentrating on
the Japanese market towards the end of
March. The TAG team organised seminars
and workshops detailing the special
discounts and packages currently being
offered in Fiji, specifically targeting
Japan’s travel industry wholesalers and
retailers. This followed an extensive
marketing campaign in Fiji’s traditional
principal source markets of Australia and
New Zealand.

In line with the shift in focus away from
the non-traditional primary source markets
of Australia and New Zealand, Air Pacific
Ltd announced its intentions to fly direct
to India, South America and outside the
US West Coast by 2011. Presently, the
national carrier has special fare
arrangements with certain airlines that
currently service these routes, and plans to
fly to these destinations upon its
acquisition of a new aircraft that will be
able to make long haul flights.

Following the announcement of the 2007
revised Budget, the FIVB expressed its

14

concern over the reduction in its
marketing budget from $15 million to $10
million, and its implications for their
marketing campaigns, given the now
relatively higher acquisition cost for each
visitor. Nevertheless, the Bureau is still
optimistic that Fiji’s tourism industry will
rebound, but are mindful of the need for
adequate resources to fund marketing
campaigns.

A dismal performance was registered by
the textiles, clothing and footwear
industry last year. Total garment export
receipts (on an accrual basis) in 2006 were
around $108.9 million, representing a
decline of 23.3 percent over the 2005
level. This trend continued into February
2007 with the industry recording a decline
in export earnings of 10.2 percent (to
$15.2 million) over the corresponding
period in 2006 ($16.9 million), which is in
line with the projected decline of 25.0
percent expected for the industry this year.

In the mining and quarrying sector,
given the closure of the Vatukoula mine
and cessation of operations in December
2006, no gold production is currently
envisaged for 2007.

However on a positive note, an overseas
based company - Westech International -
has shown interest in taking over Emperor
Gold Mining Ltd’s (EGM) operations and
the company is currently in negotiations
with the Interim Administration. If these
talks eventuate in the re-commencement
of mining operations, this may result in
some positive activity being recorded for
the mining industry in 2007.

The copra industry noted a favourable
performance in the year to March. During
the first three months, copra production
totalled around 1,997 tonnes (Graph 17),
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an increase of 4.4 percent on an annual
basis.

Graph 17
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The minimum mill gate price of copra
remained unchanged at $500 per tonne.
As at March, no subsidy was paid by the
Government as the producer price
($532.91) was higher than the mill gate
price.

During the March quarter, electricity
generation continued to hold up well.
Cumulative to February, total electricity
generated by the Fiji Electricity
Authority was around 129.2 megawatt
hours (Mwh), an increase of 1.9 percent
over the corresponding period last year.

In the Government’s 2007 Revised
Budget, an allocation of $6.0 million has
been made towards rural electrification,
supporting the industry’s projected
positive  performance in 2007, and
pointing to an encouraging medium term
outlook. Other Budget measures
announced include the exemption of VAT
on the first $30.00 of all electricity bills
for residential dwellings only.

On other developments, due to higher
water levels at the Monasavu Dam, the
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Commerce Commission has announced a
decrease in the fuel surcharge rate to 1.88
cents per kilowatt per hour from 6.51
cents per unit (a 71.0 percent reduction
from its implementation in October 2006),
effective from 14 March, 2007.

Strong growth was experienced in the
fishing industry last year. Annual trade
statistics suggest that fish export earnings
in 2006 totalled $97.9 million, a rise of
18.1 percent over the previous year.
Growth continued in February 2007, with
fish exports receipts amounting to $16.6
million, a substantial growth of 30.4
percent over February 2006.

As per the revised 2007 National Budget
announcements, fuel concessions to the
fishing industry will be maintained.
However, a 3.0 percent fiscal duty plus
VAT will be imposed on bait and
specialised fishing equipment. According
to industry sources, this had the potential
of increasing production costs and
dampening fishing activity, which is
expected to increase by around 5.0
percent. Also announced in the Budget
was the allocation of $0.5 million for
coastal fisheries development.

Export receipts for the timber industry,
totalled $9.2 million cumulative to
February 2007, a significant increase over
the corresponding period last year. For
2007, the industry is expected to record a
positive performance, underpinned by
optimistic expectations for pine and
mahogany production.

Mahogany log production for 2006
totalled 46,000 cubic meters in contrast to
56,000 cubic meters recorded in 2005.
The lower production level in 2006 was
largely due to limited access by the Fiji
Hardwood Corporation Ltd to forests in
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Tailevu and Naitasiri in the final quarter
of 2006.

In the building & construction sector,
provisional data show that around $317
million was spent on capital works in
2006, representing a 16.9 percent increase
over the 2005 level. By categories, the
total value of work put-in-place by the
private sector rose significantly by 22.1
percent in the review period. In contrast,
the public sector recorded a marginal
decline of 1.2 percent.

In the review period, an Inter Agency
Facilitation Task Force Committee has
been set up by the Interim Government to
ensure the speedy implementation of large
investment projects in the country. This
committee comprises the Chief Executive
Officers/Heads of Departments of various
Government agencies and Ministries.

Following the large boom in this sector in
2005 and a positive performance in 2006,
the building & construction sector is
expected to register a contraction this year
due to the completion of major projects
and holding up of certain projects, as a
result of the prevailing political climate.

Cumulative to February 2007, imports of
investment type goods rose by 10.4
percent when compared with the
corresponding period in 2006. In
addition, lending to private individuals for
housing purposes and to the construction
sector also continued to increase during
the review period. Nevertheless, given the
recent uncertainties prevalent in the
domestic economy, investment is expected
to slow somewhat. Consequently, total
investment is projected to be around 14
percent of Gross Domestic Product (GDP)
in 2007, a decline from 19 percent of GDP
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estimated for 2006.
Public Finance

In the revised 2007 National Budget, the
Interim Administration has kept to the 2
percent deficit target by budgeting for a
headline deficit of $100.7 million,
equivalent to 2.0 percent of GDP.
Excluding the asset sales projection of $6
million, the underlying deficit is expected
to be $106.7 million, or 2.1 percent of
GDP. This compares with the 2006
underlying deficit of $193.1 million, or
3.8 percent of GDP, and a headline deficit
equivalent to 3.1 percent of GDP on
account of the $36 million worth of asset
sales realised last year (Graph 18).

Total expenditure, excluding loan
repayments, for 2007 is now budgeted at
$1,572.4 million, which is 8.1 percent
lower than the initial 2007 budget
level ($1,710.8 million). Expenditure is
still projected to increase over the 2006
level by 1.5 percent. The Interim
Administration has kept capital spending
for this year 15.8 percent above the 2006
level at $277.4 million. However, the
revised 2007 capital spending is 7.5
percent lower than the $300.0 million
level budgeted for initially by the former
Government.

Revenue projections show that collections
of direct & indirect taxes and other
Government income are expected to total
$1,471.6 million, an annual increase of 5.8
percent, but lower than the initial 2007
projection by 8.3 percent. Direct taxes are
expected to rise by around 8.4 percent
(against 22.3 percent initially) while
indirect taxes are also expected to increase
by 9.6 percent in 2007 (compared with the
earlier projection of an 18.7 percent rise).
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Government’s outstanding debt for this
year is projected at $2,973.2 million,
equivalent to 58.5 percent of GDP. This
compares with the 2006 debt level of
$2,872.5 million, or 57.1 percent of GDP.

Inflation

Inflation in March was 4.7 percent as
compared to 3.1 percent in December last
year (Graph 19). Over the quarter,
consumer prices rose by 0.9 percent. This
was characterised by higher costs of food,

alcoholic drinks & tobacco, services,
housing, clothing & footwear,
miscellaneous items and  durable

household goods. Conversely charges for
heating & lighting and transport fell
during the quarter.

Higher food prices reflected rises in prices
of bakery products, cereal, fresh &
preserved meat and market items. Other
price increases are largely on account of
changes in fiscal and excise duties
announced in the Revised 2007 National
Budget.
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Source: Fiji Islands Bureau of Statistics

The trimmed mean inflation moved up
from 1.9 percent in the preceding quarter
to 2.9 percent. The rise in underlying
inflation can be attributed to the second
round effects of fuel prices, which are
gradually filtering into business cost
structures, notably via electricity fuel
surcharges leading to a general increase in
core prices.

In the coming months, recent changes in
fiscal and excise duties is expected to
cause a structural shift in prices. As
such, this is likely to be a one-off shift
in inflation. In addition, the recent
floods will keep prices of market items
high in the next quarter as it may take
some time for supply of market items to
be restored. However, the excess
capacity generated by the economic
contraction predicted for the year,
coupled with the 5.0 percent across-the-
board pay cut on civil servants are likely
to relieve these price pressures, to some
extent.

The 2007 year end inflation is now
projected at 3.5 percent, compared to 3.0
percent anticipated earlier.
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Labour Market

Employment conditions are improving in
certain sectors of the economy.
Cumulative to March, around 5,700
individuals were registered as new
taxpayers with the Fiji Island Revenue and
Customs Authority, equating to an
annualised increase of about 36.0 percent.
The community, social & personal
services sector recorded the highest
number of taxpayers, followed by the
wholesale, retail trade, restaurants &
hotels; finance, insurance, real estate &
business services; manufacturing and
construction sectors.

Moreover, according to the Reserve
Bank’s March Job  Advertisements
Survey, recruitment intentions rose by
around 26.0 percent over the quarter,
indicating an improvement in demand for
labour (Graph 20).

Graph 20
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This was mainly driven by the
community, social and personal services;
wholesale, retail trade, restaurants &
hotels and construction sectors.

Employment prospects have improved
since the December survey as revealed by
the Reserve Bank Fiji Employers’
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Federation (FEF) Expectations survey
carried out in March. However, the
prospects of higher employment are
still weaker than the  sentiments
expressed in surveys conducted before
December.

A net of around 47.0 percent and 26.0
percent of respondents expect an increase
in permanent and temporary employment,
respectively (Graph 21). Employment
prospects have improved in case of both
temporary and permanent employment
over the December survey, although
these sentiments are still relatively weak,
when compared with the pre-December
surveys.

Graph 21
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The survey showed that wage growth is
anticipated to be weak in the medium term
(Graph 22). Fewer respondents expect
wage levels to rise in the coming months
and a shift has also been noted towards
the lower range (0-3 percent).

Moreover, none of the respondents expect
wages to rise in the highest segment (5-10
percent). The lower wage growth is
largely resulting from weaker
performance of certain sectors of the
economy.
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Graph 22
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The External Sector

In the first two months of the year,
merchandise exports rose by around 42.9
percent, compared with a decline of
around 28.9 percent in the corresponding
period last year. Domestic exports also
rose by a large 48.6 percent. Leading the
gains in domestic receipts were sugar,
Jumber, fish, mineral water, fruits &
vegetables, coconut oil and others. These
more than offset the declines recorded in
other sectors, such as gold, garments and
foot wear & headgear.

The large gain in exports must be
interpreted with caution as is it due to
data anomalies rather than any
significant increase in exports. Data
anomalies include volatility of the
monthly data series, the availability of
only two months of cumulative data, as
well as the 2006 equivalent period having
a lower than normal export earnings
result.

The Ilumpiness of sugar earnings
contributed to the monthly volatility of
sugar receipts.

Merchandise imports rose during the same
period, growing by around 7.0 percent.
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This is compared to a growth of around
6.7 percent in the corresponding period in
2006.

The high import payments were
underpinned by the increase in imports for
all categories: intermediate goods (3.6
percent), investment goods (3.2 percent)
and consumption goods (0.2 percent).

The higher outflow for intermediate goods
was led by mineral fuels and oils & fats,
while outflows for investment goods were
largely underpinned by machinery &
transport equipment. The growth in
consumption goods was attributed to the
higher = payments for food and
miscellaneous ~ manufactured  goods.
Excluding mineral fuels, imports grew by
5.7 percent.

Foreign reserves at the end of March were
provisionally around $787.3 million,
sufficient to cover 3.2 months of import
payments of goods (Graph 23).

Graph 23
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Domestic Financial Conditions
Money Markets

Interbank activity fell in the March quarter
to $15.5 million from $476.1 million in
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the December quarter. The weighted
average inter-bank rate also fell to 5.25
percent compared with 5.46 percent in
previous quarter.

During the March quarter, the monetary
policy stance remained unchanged with
the indicator rate maintained at 4.25
percent (Graph 24). However, the
Reserve Bank maintains a tightening
stance on monetary policy.

Graph 24
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On the open market operations side, there
was no issue of RBF Notes in the March
quarter, whereas during the December
quarter, $0.25 million of RBF Notes was
allotted.

During the first quarter of this year, the
Government issued $151.3 million worth
of Treasury Bills, an outturn which was
$2.6 million lower than that traded in the
December quarter.

Capital Markets

Government issued bonds worth $39.2
million during the first quarter of 2007,
compared with $80.1 million issued in the
December 2006 quarter. Only 15-year
bonds were issued, with weighted average
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yield of 13.59 percent.

The Fiji Development Bank also issued
bonds worth $11.2 million with maturity
ranging from 2 to 4 years.

Foreign Exchange Markets

Quarterly comparisons of  bilateral
exchange rates show that the Fiji dollar
strengthened against the US dollar (1.2%)
and the Japanese Yen (0.3%), but
weakened against the Australian dollar
(0.9%), New Zealand dollar (0.1%), and
Euro (0.3%) in March 2007 (Graph 25).

Graph 25
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The Nominal Effective Exchange Rate
Index (NEER), which reflects aggregate
exchange rate movements between the
Fiji dollar and currencies of major
trading partners, rose marginally over the
quarter, indicating an appreciation of the

Fiji dollar against the basket of
currencies.
During the same period, the Real

Effective Exchange Rate Index (REER) of
the Fiji dollar, which adjusts the NEER
for inflation differentials across Fiji’s
major trading partners, rose (Graph 26).
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Graph 26
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Financial Intermediaries

There were mixed movements in interest
rates in the first quarter of 2007. At the
end of March, the savings and time
deposit rates of commercial banks were
0.98 percent and 8.73  percent,
respectively. The savings deposit rate
increased over the December quarter by
14 basis points, while the time deposit rate
showed a decline of 32 basis points
(Graph 27). In addition, the interest rate
on new deposits fell by 403 basis points to
8.38 percent.

Graph 27
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The weighted average lending rate on
outstanding loans increased to 9.84
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percent during the same period, while the
interest rate on new loans extended by
commercial banks rose by 179 basis
points to 11.54 percent.

Interest rates offered by Licensed Credit
Institutions (LCIs)8 rose during the review
quarter. The weighted average lending
rate rose by 72 basis points to 12.39
percent, while the interest rate on time
deposits increased from 8.71 percent
during the December quarter to 9.13
percent as at end of March.

Commercial banks’ outstanding credit
grew by 16.5 percent in the year to March
as a result of higher commercial bank
credit disbursement to the private
individuals sector (mainly for housing
purposes), building &  construction,
transport & storage manufacturing, real
estate and the wholesale & retail trade
sectors (Graph 28).
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Lending by LClIs also slowed in March.
The annual growth rate of loans was 8.6
percent, compared to a growth of 14.3
percent in the year to December.

8 LCIs* include Merchant Finance Investment Company
Limited, Credit Corporation (Fiji) Limited and Home
Finance Company Limited.
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Banking Industry Quarterly Condition
Report — December 2006

Overview — Commercial Banks

The overall condition of the banking
industry remained satisfactory.  Assets
growth picked up over the quarter against
a strong capital position. Earnings
remained strong. Despite a slight
improvement, liquidity remains a concern
with pending import payments in the new
year. Asset quality, however, deteriorated
slightly.

Total assets grew by 16.6 percent in 2006
to $3.4 billion fuelled by loan growth. On
the liabilities side, total deposits increased
by 14.2 percent to $2.9 billion.

The capital adequacy ratio of all banks
was above the minimum prudential
requirement of 8.0 percent, and the overall
banking industry recorded a strong ratio of
11.7 percent.

Asset quality remained within the
satisfactory boundary, though impaired
and classified loans increased. General
provisioning rose over the quarter in line
with  higher credit level. Specific
provisioning, however recorded a slight
drop.

Management was rated as satisfactory, in
line with the performance in the other
prudential categories.

Earnings were assessed to be satisfactory.
Combined pre-tax quarterly  profit
decreased to $28.1 million largely caused
by a continued increase in interest
expense, which grew by 39.5 percent to
$28.2 million, over the quarter.

Liquidity remains

marginal although
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liquidity ratios improved slightly with the
receipt of sugar proceeds during the
quarter and repatriation of some offshore
investments. Liquidity is expected to
remain marginal over the next few
quarters due to a tighter monetary policy
stance.

Balance Sheet

As at December 2006, total assets were
$3.4 billion, growing by 6.2 percent over
the quarter and 16.6 percent over the year
Asset growth was driven by growth in
settlement accounts and in loans and
advances (Graph 29).

Quarterly asset growth was at its highest,
compared to the previous quarters of 2006
However on an annual basis, banks’ asset
growth slowed, with average annual
growth rates over the past five years down
to 18.0 percent.

Graph 29
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Loans and advances increased by 4.2
percent over the quarter and by 22.2
percent over the year to $2.5 billion
(Graph 30). Credit growth has slowed on
both a quarterly and yearly basis. This
compares with the previous periods’
growth rates, which averaged 7.2 percent
and 24.5 percent respectively. The slower
growth is attributed to tighter monetary
policy conditions and the credit ceiling
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put in place in early December.

Credit growth over the quarter has been
driven mainly by increases in loans
particularly to the following sectors:
electricity, gas & water, building &
construction and real estate. Over the
year, credit to the electricity, gas and
water sector and the building &
construction sector more than doubled,
growing by 116.5 percent ($32.6m) and
117.2 percent ($109.1m) respectively. The
former underpinned by  increased
electricity generation and the latter being
higher tourism related construction
activity.

Credit to the manufacturing sector also
recorded positive growth, particularly for
food, beverages and tobacco. Household
credit rose by 3.9 percent over the quarter
and by 20.2 percent over the year, with the
bulk of the growth for home mortgages.

Graph 30
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Credit to the public sector also grew, with
loans to central & local government up by
53.7 percent over the quarter and 104.4
percent over the year, to $14.3 million.

Given the policy directives on priority, as
opposed to non-priority, sector lending,
tighter monetary policy and the credit
ceiling, new loan growth has slowed
significantly. New loans and advances fell
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significantly over the year and over the
quarter, with a slight improvement in
direction of credit.

The banks’ exchange settlement balances
nearly tripled over the December quarter,
increasing by $68.1 million to $107.3
million as sugar proceeds and the Fiji
National Provident Fund (FNPF) offshore
funds flowed into the banking system.
This brought the level of liquid assets to
similar levels prior to the monetary policy
tightening.  Over the year, exchange
settlement balances increased by 49.9
percent ($35.8m).

Deposit levels rose by $218.2 million over
the quarter to $2.9 billion, a quarterly
growth of 7.9 percent and annual growth
of 14.2 percent. Demand deposits grew by
6.3 percent over the quarter but decreased
by 8.8 percent over the year. Time
deposits showed growth both over the
quarter (15.6%) and over the year
(55.0%), as the banking public made use
of the attractive rates of return for their
savings, given the current tight monetary
policy conditions.

Capital Adequacy

For the December quarter, the industry
recorded a strong 11.7 percent capital
adequacy ratio (Graph 31). This was
maintained from the previous quarter but
decreased slightly from 12.0 percent in
December 2005. The ratio was maintained
as proportional growth was recorded in
both the capital and risk weighted assets.

Growth in risk assets of $84.4 million
stemmed mainly from loan growth in the
50 and 100 percent risk weight category,
while growth in total capital of $9.5
million was the net result of an $18.4
million increase in disclosed reserves.
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Asset Quality

Overall asset quality of banks was still
assessed to be within the satisfactory
range. Classified loans recorded a 3.2
percent increase over the quarter to
$52.4 million. Impaired assets rose by
11.1 percent over the quarter but were
lower by 56.1 percent compared to last
year.

Classified loans for the quarter made up
2.1 percent of gross loans and advances, 2
basis points lower than the previous
quarter and 155 basis points lower than
last year. The decrease in the ratio over
the quarter was caused by a higher
growth in loans. Over the year, this was
caused mainly by the 30 percent
decrease in classified loans brought about
by the reclassification of one large
exposure.

Out of the classified loans, $15.2 million
were impaired, representing an
increase of $1.5 million over the quarter.
Impaired loans comprised 0.6 percent
of gross loans and advances, a similar
ratio to the previous quarter, but much
lower when compared to last year
(Graph 32).

24

Past due levels increased over the quarter,
by 38.8 percent to $51.7 million, led by
the rise in past dues in the 1-3 months
category of $11.2 million. This movement
was experienced by all banks (Graph 33).

Graph 33
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Problem loans by sector rose by 13.2
percent over the quarter to $85.4 million.
However, this was lower when compared
to $95.3 million recorded in December
last year.  Approximately half of the
problem loans were to private individuals,
the majority of which were for home
mortgages.  Problem loans from the
household sector have approximately
doubled over the year and reflects the
tighter monetary and economic conditions.
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The mining and quarrying sector makes up
20.0 percent of the problem loans.

At the end of December 2006, commercial
banks held $46.8 million as provisions
for their loan book. This had
increased by $5.9 million or 14.4 percent
over the quarter and by 38.1 percent
over the year. The increased provision is
attributed to the International Financial
Reporting Standards (IFRS) requirement
in bank reporting and  provisioning
methodology.

General provisions coverage of gross
loans and advances has increased by 19
basis points over the quarter to 1.5
percent. Twelve months ago, general
provisions coverage stood at 1.0
percent. Specific provisions fell slightly
by $0.2 million over the quarter and
covered 52.0 percent of total impaired
assets, compared to 59.8 percent in
September.

The current level of classified and past
due loans is considered moderate and
the level of impaired assets is considered
low.

Earnings

The combined banks’
assessed to be
banking industry  earned pre-tax
profits of $28.1 million over the
December quarter. This compares with
$33.6 million in the September quarter
and $28.4 million in December 2005.

earnings
satisfactory.

were
The
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Quarterly interest income grew by 8.7
percent in the review period and by 57.4
percent against the 2005 level. More than
half of the increase has been from interest
earnings from housing and business loan
products.

As a result of the tighter monetary

conditions, interest expenses = grew
strongly over the quarter by 39.5
percent to  $28.8  million. This
$8.1 million increase contributed

significantly to the lower earnings
result. Interest expense for the three
months in the December quarter was four
times more than what banks incurred a
year ago.

Non-interest income fell by 1.2 percent
over the quarter to $22.8 million. The
decrease was underpinned by a drop in
fees and charges for personal loans and
saving accounts.

Provision for doubtful and bad debts
expense increased to $0.7 million. This
was the net effect of mixed movements in
provisioning caused mainly by IFRS
changes.

Annualised Return on Assets (ROA)
before tax stood at 3.4 percent, 84
basis points lower than the
September quarter return. The return
on equity dropped to 31.1 percent,

from 354 percent in the previous
quarter, due to the drop in after-tax
profits coupled with a comparatively

similar level of capital and reserves.
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Banks’ Combined Income Statement

Dec 05 Sep 06 Dec 06) % Change
Over Over
$M Qtr Dec 06
Interest Income 40.3 584  63.5 87 574
Interest Expense 5.8 20.6 28.8 39.5 391.6
Net interest income 344 37.8 347 -82 0.7
Add: Non interest
income 21.8 23.1 228 -1.2 4.5
Income from overseas
exchange transactions 8.8 9.8 9.2 -6.3 3.8
Commission 2.5 1.3 3.5 1748 40.7
Fee Charges 9.6 10.6 8.8 -16.6 -85
Other income 0.8 14 1.3 -109 520

Total operating income 56.3 60.9 57.5 -55 22

Less: Operating expenses 26.7 29.9 287 4.1 7.3
Less: Bad Debts &

provisions 1.1 -2.63 0.7 1262 -39.3
Profit before tax 28.4 336 281 -162 -1.0
Less: Tax 8.1 11.7 8.3 -28.7 3.4
Add Extra ordinary items 0 0

Net profit after tax 20.4 219 19.8 95 -2.7

Source: Commercial Banks

Interest Margin and Spread

Banks’ spread for the quarter was 4.4
percent, 65 basis points lower than the
previous quarter and 86 basis points lower
than the same period last year (Graph 34).
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As a result of the tighter monetary
conditions, banks increased their interest
earning capacity by increasing lending
rates. As at December quarter end, the
yield on earning assets stood at 8.4
percent, up from 8.0 percent in the
September quarter and 6.2 percent in the
same period last year. On the other hand,
the cost of funds has increased by 34.2
percent over the quarter and has more than
quadrupled over the same period last year
(Dec-06: 3.92%; Sept-06: 2.92%).

Efficiency

The commercial banks’ efficiency ratio
(operating costs to operating income)
deteriorated slightly over the quarter to
49.9 percent, from 49.2 percent in
September and 47.5 percent in December
2005. The fall in efficiency was attributed
to a larger drop of 5.5 percent in operating
income compared to the 4.1 percent
decrease in overheads.

Liquidity and Funding

Liquidity for banks continues to be rated
marginal although liquidity indicators
showed some improvement. Liquid assets
rose over the quarter by 17.9 percent to
$600.1 million due to a 50.0 percent
growth in the cash and exchange
settlement balances, following inflows
from sugar proceeds and FNPF offshore
funds. On an annual basis, liquid asset
levels were lower by $79.4 million. This
is partly attributed to the higher statutory
reserve deposit requirements imposed
earlier in the year.

As a result of the quarterly increase in
liquid assets, the liquid assets-to-deposits
ratio and the liquid assets-to-total assets
ratio, improved slightly. The former
increased by 170 basis points to 20.2
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percent and the latter by 175 basis points
to 17.6 percent (Graph 35).

Graph 35
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The combined balance of the 15 largest
depositors with the banks stood at
$788.4 million, or a significant 26.6
percent of total deposits. As a risk
indicator, available total liquid funds
would not be sufficient to cover these

large depositors should they decide
to  withdraw their balances
simultaneously.

The maturity mismatch analysis shows
positive mismatch for the less than 1
month category. However, banks have a
negative mismatch totalling $548.5
million in the subsequent 12 months.
However, these mismatches are covered
by the current holdings of liquid assets.

Liquidity is expected to remain marginal
over the next few quarters with the tighter
monetary policy bias still in place. Close
liquidity monitoring of all banks will
continue.

Overview — Credit Institutions
The overall performance of credit

institutions remained satisfactory during
the December quarter. Combined assets
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growth was generally driven by loans and
advances.

Credit institutions’ capital adequacy ratio
remained strong at 22.5 percent, well

above the 10 percent minimum
requirement.
Asset quality continues to be rated

marginal with increases in classified loans
and past dues.

Earnings are considered satisfactory. Pre-
tax profits for the December quarter
increased to $3.9 million driven by higher
interest income.

Liquidity of credit institutions remained
marginal. Liquid assets dropped to $35.7
million and, as a result, liquidity ratios
dropped over the quarter.

Balance Sheet

Credit institutions’ assets grew by a
modest 0.1 percent over the quarter to
$346.9 million (Graph 36), the slowest
quarterly growth recorded since December
2005.

Graph 36
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On an annual basis, growth in credit
institutions’ assets slowed to 13.1 percent
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from the 17.9 percent reported in
December 2005 and was well below the 5-
year average annual growth rate of 17.2
percent.

Asset growth was driven by loans and
advances (Graph 37), which also reported
a relatively slow increase of 2.1 percent
over the quarter and 13.5 percent over the
year, to total $297.2 million. This
compares to the quarterly growth in loans
and advances of 3.2 percent and the
annual growth rate of 17.2 percent
reported in 2005.
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Over the quarter loan growth was driven
by the increase in credit to the real estate
and the transport & storage sectors.

On the liabilities side, deposits were up by
$10.1 million or 5.5 percent over the
quarter and up by $42.7 million or 28.1
percent over the year to $194.4 million.
Balances due to shareholders dropped by
$12.8 million over the December quarter.
This was due to debenture repayment to
shareholders funded by term deposits held
in banks.

Capital Adequacy
As at December 2006, the combined

capital adequacy ratio for credit
institutions was a strong 22.5 percent, 56
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basis points higher than the previous
quarter and 44 basis points higher than the
December 2005 level (Graph 38).

The improvement in capital adequacy
ratio has been due more to higher growth
noted in capital, than changes in risk
weighted assets.

On an individual basis, all credit
institutions were above the minimum 10
percent requirement. Credit institutions
are expected to remain well capitalised in
the coming quarters.

Graph 38
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Asset Quality

Credit institutions’ asset quality remained
marginal, as classified exposures grew by
9.6 percent over the quarter and 21.4
percent over the year to $19.8 million
(Graph 39). Past due loans recorded a 5.5
percent increase over the quarter but fell
by 21.6 percent over the year. As at
quarter end, total past due loans were
$39.1 million.

The quarterly growth in classified loans
was largely caused by the deterioration in
the substandard category. The loss
category deteriorated slightly while the
doubtful category reported a slight
improvement. This was also reflected in
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the past due categories which increased
by $1.9 million in the 3-6 months
category and $0.4 million in the 1-2 years
category.

Graph 39
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As a result, the classified exposure-to-
total loans and advances ratio increased
by 42 basis points to 6.2 percent at the end
of December 2006.

For the quarter, credit institutions held
$16.3 million as provisions for its loan
book. This represents a 45 basis points
drop over the period; however, it was
comparatively higher than the December
2005 quarter.

Earnings

Credit institutions’ earnings were assessed
to be satisfactory. The industry recorded
before tax profits of $3.9 million for the
quarter, an 11.3 percent growth.
However the 1 evel was $1.0 million
lower than that reported for the same
period last year. Net interest income
registered a 7.9 percent growth over the
quarter and a 26.6 percent increase over
the year. Interest expense doubled over
the same period.

Credit Institutions’ Income Statement

Dec 05 Sep 06 Dec 06| 9, Change

Over Over

$M Qtr  Dec 05

Interest Income 88 104 11.2 7.9 26.53
Interest Expense 2.1 4.0 44 8.2 108.9
Net interest income 6.7 6.3 6.8 7.8 0.9
Add: Non interest
income 0.7 0.8 0.6| -11.4 -8.5

Commission 0.1 0.1 0.1 -14.2 45.1

Fee Charges 0.6 0.3 0.5 56.7 -20.7

Other income -0.0 0.3 0. 959 -131.1
Total operating income 7.4 7.0 7.4 5.8 0.1

Less: Operating expenses 2.3 3.0 2.7 -9.2 18.5
Less: Bad Debts &
provisions 0.2 0.5 0.8 59.7 3095

Profit before tax 4.9 35 3.9 11.3 -20.2

Less: Tax 0.8 0.6 0.7 18.6 -19.7
Add Extra ordinary items 0.0 0.0 0. 0.0 0.0
Net profit after tax 4.1 3.0 3.2 9.9 -20.3

Source: Credit Institutions

ROA before tax increased 42 basis points
over the quarter to 4.6 percent; however
this was 203 basis points lower than in
December 2005. Return on equity (ROE)
increased by 104 basis points to 23.3
percent over the quarter.

The efficiency measure for the quarter
improved to 36.7 percent after dropping
by 608 basis points over the quarter, but
was 572 basis points higher than a year
ago.

Interest Margin and Spread

Credit institutions’ reported an annualised
spread of 7.2 percent for the quarter
(Graph 40). This increased slightly from
6.8 percent in Sept 2006.”

° Interest spread has been restated to include amounts
owing to holding company in the cost of funds ratio.
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Graph 40
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Though there was a hike in cost of funds
in the previous quarter, the credit
institutions cushioned this by raising their
lending rates.

Liquidity
The liquidity position for credit
institutions continues to be marginal.

Liquidity ratios dropped over the quarter
as liquid assets were utilised to meet
maturing obligations, debts owing to
parent companies and to facilitate loan
draw-downs (Graph 41).

Graph 41
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Total liquid assets dropped by $6.4
million over the quarter to $35.7 million;
however, liquid assets levels were
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comparatively higher than in December
2005.

The 15 largest depositors with credit
institutions make up $99.4 million or half
of the total deposits and one depositor
controls more than a quarter of all
deposits. As a risk measure, the available
liquid assets are not enough to cater for
the 15 large depositors.

Outlook
Liquidity is expected to remain marginal

over the next few quarters and banks and
credit institutions are expected to closely

protect their funding sources from
competitors.
Insurance Industry Quarterly

Condition Report — September 2006

The insurance industry recorded an
improved  performance during the
September 2006 quarter as major industry
indicators registered positive movements.

The insurance industry’s capital holdings
increased by 14.0 percent over the quarter
to $74.4 million against a required capital
level of $48.7 million (Graph 42). This,
however, is a 17.0 percent decrease over
the year (2005: $89.4 m).
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Combined assets of the industry remained
at similar levels to the June quarter and
the same period in 2005. While life
insurers continue to hold a larger market
share, accounting for 69 percent of the
total industry assets, asset growth of the
industry continues to be driven by the
general sector.

The distribution pattern of assets
remained  consistent (Graph  43).
Government securities continued to

dominate the asset base of life insurers at
33.6 percent of total assets, followed by
loans to policy holders (20.7%) and
property (13.1%). Of the total loans, 99.1
percent are secured.

Graph 43

Distribution of Assets for Life
Insurance Companies

B Government Securities B Other Investments

$M  BLoans B Other Assets

O Outstanding Premiums

600

Sep-05 Dec-05

Source: Insurance Companies

Mar-06 Jun-06 Sep-06

All insurers satisfactorily complied with
the reinsurance requirements.

Combined liabilities (excluding
shareholders funds) recorded an increase
of 5.0 percent over the year to $612.3
million. This was underpinned by growth
in the life insurers’ balance of revenue
account which continues to form the bulk
of insurance industry liabilities.

Total liabilities for the life insurance
industry increased by a marginal 2 percent
to reach $459.6 million over the review
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quarter (Sept-05: $452.3m). The increase
was due to an increase in the insurers’
balance of revenue account to $452.3
million.

At the end of the September 2006 quarter,
the general insurance industry recorded
total liabilities of $152.5 million (Graph
44). This represented a 17.0 percent
increase over the year (2005: $130.4m).

Graph 44
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The general insurance industry reported
an overall net profit of $11.9 million for
the quarter, an increase of 24.0 percent
from September 2005 and also a
significant improvement from the $1.2
million net profit recorded in June 2006.
The increased net profit over the quarter
was due to strong operating results by
both sectors and a general reduction in
expenses.

The industry’s liquidity position is
considered satisfactory with the bulk of
the assets in the form of government
securities and an increased holding in
bank deposits.

The consolidated capital level was
recorded as $65.5 million against a
required capital level of $35.2 million,
$30.4 million in excess of the capital
margin requirement.
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Insurance Brokers

Total earnings of insurance brokers for the
quarter amounted to $1.6 million. This
result was an increase of 18.0 percent
from $1.4 million reported for the same
period last year.  Underpinning this
improved performance was a 24.0 percent
increase in revenue of insurance brokers
over the year to $3.4 million. The increase
is mainly due to an increase in brokerage
earned as commission.

Total expenses for the quarter increased to
$1.8 million from $1.4 million recorded in
the same period last year, driven mainly
by increases in salaries and wages, rent
and other expenses. However, the larger
increase in brokerage revenue was offset
by the increased level of expenses with
the efficiency ratio recorded at 52.0
percent for the quarter.

The total amount outstanding in the
Insurance Broking account increased to
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$4.1 million in the September 2006
quarter, an increase of 5.0 percent over the
year. The increase was mainly due to an
increase in the insurance broking account
balance brought forward from the last
quarter by $1.0 million to $4.5 million.
Both the premium monies received and
premium monies withdrawn decreased
during the quarter.

Premium monies received during the
quarter decreased to $23.5 million from
$26.4 million, when compared to the
corresponding period of 2005. Of the total
premium monies received, 83 percent are
premiums for licensed insurers.

A total of 111 offshore placement
applications were approved during the
September 2006 quarter, amounting to
$5.2 million. The number of applications
approved and the amount remitted
increased by 28 and $1.1 million
respectively when compared with the
corresponding period of 2005.
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For the Record

RESERVE BANK OF F1JI BOARD LEAVES INTEREST RATES
UNCHANGED

Statement by the Governor of the Reserve Bank of Fiji, 26 January 2007

The Reserve Bank Board held its monthly
meeting on 25 January 2007 and decided
to maintain the Policy Indicator Rate
(PIR) at the current rate of 4.25 percent.

The Board noted that the policies put in
place from 6 December 2006 to stabilise
the financial position of the country
proved to be very effective.  These
policies included a credit ceiling on bank
credit and selective withdrawal of
Exchange Control Delegations from
commercial banks. As a result, total
official foreign reserves remained at over
F$800 million or an equivalent of over 3
months of imports.

The Board cautioned that major risks
to the economy remained and every
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effort needs to be made by all
stakeholders to revive the economy.
There is an urgent need to boost
exports and  reduce  unnecessary

imports. Export targets must be set with
clear time frame to achieve these
targets.

The current marketing efforts to revive
the tourism industry should continue
and all necessary support is to be given to
the Tourism Action Group (TAG). All
major investment projects should be
facilitated where possible.

The Reserve Bank of Fiji will continue to
monitor the developments in the economy
and the financial sector closely and fine
tune policies as required.
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For the Record

PRESIDENT UNVEILS NEW $100 BANKNOTE

Statement by the Governor of the Reserve Bank of Fiji, 9 March 2007

Fiji’s President, His Excellency Ratu
Josefa Iloilovatu Uluivuda, CF, MBE,
KStJ, MSD, JP, officially unveiled Fiji’s
new currency notes in Suva, today (March
9).

The new currency notes includes the
introduction of a $100 note that tops the
fifty, twenty, ten, five and two dollar notes
already in circulation.

The Reserve Bank Governor, Mr.
Savenaca Narube said “It has been a little
over ten years since we launched the 50
dollar note. The note is now widely
accepted and has become an integral part
of our everyday transactions. Today, we
are again raising the bar and introducing a
$100 note. Raising the denomination of
the  highest currency reflects a
combination of basically three things - the
growth in the economy, the change in
spending habits and the advance in
technology.”

“Work on the new designs began in April
of 2002. This was the beginning of a
journey that has finally resulted in the
printing of our new notes that will be
released to the public on Tuesday, April
10.”

“While there were in-house committees
responsible for the design and technical
requirements in producing the new bank
notes, a nation-wide survey was conducted
to receive feed-back to ensure national
acceptance of design and contents.”
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“I am grateful to all those involved in
achieving such excellent results,” said Mr.
Narube.

De La Rue Currency & Security Print
Company in the United Kingdom who has
had a long relationship with the Reserve
Bank printed the new notes.

For the first time, Fiji’s banknotes will
vary in length to help the visually
impaired. The $100 note will be the
length of our existing banknotes and the
length of the lower denominations will
progressively decline by 5 millimetres.
This means that the two dollars will be the
shortest note being 25 millimetres less
than the existing note.

The Governor said, “We decided to stay
with paper rather than change to polymer.
This decision was based on our public
survey and improvements made over the
years by the printers to make paper money
last longer. For durability, we have coated
all the denominations except the new $100
banknote with a substance called
“platinum” which will virtually double the
life of these notes.

On security, Mr Narube said, “Almost all
of the security features which are in our
current banknotes will remain. But at the
same time, we have taken the steps to
improve them. In addition, we have also
added the state of the art security
technology. On the $100 bill, we have
included what we call the “OPTIKS”
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which is note printer’s top security feature.
Fiji would be perhaps the first or the
second country in the world to use this
new security feature. On the $50 and $20
we have retained the “window” or
“hologram” but have varied their shape.
These security features should seriously
discourage counterfeiters.”

While the new notes will be issued for
circulation from April 10, the old notes
will continue to be used until phased out
over a period of time. The Reserve Bank
will now start a public awareness

campaign to educate every one of the
features of our new Notes. The Governor
encouraged everybody to get to know
these features to avoid losses from
receiving counterfeit notes.

Governor Narube concluded that the
launching of this new currency note was
another significant milestone in the history
of the country’s monetary development
and the Reserve Bank of Fiji.

The theme, size and colour of the new
design banknotes are as follows:

Denomination

Theme

Size Colour

$100

snorkelling

Tourism — map of Fiji, tourism activities with
white sandy beaches, clear sea, sail boats,

156mm X 67mm | Yellow

$50

Traditional ceremonial presentation of tabua
(whale’s tooth) and yaqona

15Imm X 67mm | Orange

Economic
(sugarcane, fishery,
industries and
Uluinabukelevu

$20 activity

and
forestry and mining
also

development | 146mm X 67mm Blue

features Mt

141mm X 67mm

$10

Culture and heritage — features the Grand
Pacific Hotel in the early colonial days) and
also features Joske’s Thumb

Purple

$5

Flora and fauna — features Fiji’s crested
iguana and endemic palms (Balaka palm) and
flora (masiratu)

136mm X 67mm

Brown

$2

Children of Fiji — (faces of children if
multicultural groups in Fiji in a crowd setting
during school games) with the Post Fiji
National Stadium and Mount
Korobasabasaga in the background)

131mm X 67mm

Green
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For the Record

NATADOLA PROJECT

Statement by the Governor of the Reserve Bank of Fiji, 16 March 2007

The Chairman of the Natadola Bay
Resorts Ltd, Mr. Felix Anthony, allegedly
expressed his concerns regarding the role
of the Reserve Bank of Fiji in granting
licences to foreigners who want to do
businesses in Fiji without proper scrutiny.

This statement allegedly was made during
a press conference on Thursday 15 March
in relation to recent findings by FNPF that
one of the business partners of FNPF, Mr.
Gerard Saliot, had adverse police records
in Monaco.

The Reserve Bank of Fiji would like to

clarify the following:

e Firstly, the Reserve Bank does not
issue licences to foreigners wishing to
do business in Fiji;

e Secondly, it is not the role of the
Reserve Bank to check the
backgrounds of foreigners who wish
to undertake business in  Fiji
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However, from time to time the
Government or one of its agencies
might request the assistance of the
Reserve Bank in this regard. Of
course, the RBF will try to assist to
the best of its abilities. This has been
done on several occasions in the past
and such reports have helped
Government or it agencies make
decisions on these cases.

e Thirdly, the Reserve Bank was never
asked by FNPF to undertake a
background check on Mr. Gerard
Saliot or his company.

The Reserve Bank emphasises that the
responsibility to properly check the
credentials of foreign business partners
rests entirely with the local partners. This
responsibility cannot be abdicated to the
agencies of Government or the Reserve
Bank. In this case, this responsibility rests
squarely on the FNPF Board.




RBF Quarterly Review

March 2007

For the Record

RESERVE BANK OF F1JI BOARD ANNOUNCES POLICY CHANGES

Statement by the Governor of the Reserve Bank of Fiji, 30 March 2007

The Reserve Bank Board held its monthly
meeting on 29 March 2007 and decided to
leave interest rates unchanged.

The Board has, however, announced a
number of policy measures to help
safeguard Fiji’s balance of payment. The
decision was made against the backdrop of
a contracting  economy, falling
investment, inflation edging upwards,
underperformance of exports, widening
trade deficit and declining foreign
reserves. Under such an economic
climate, the Board felt it necessary to put
in place a combination of measures to
protect Fiji’s financial position but at the
same time ease upward pressures on
interest to help growth and investment.

The policy measures announced are:

e Continuation of the credit ceiling on
commercial banks where loans and
advances to the private sector will be
held at or below levels prevailing at
30 November 2006. Special
consideration, however, will be given
for investment projects, exports, and
to the small business sectors. Lending
to these areas will be treated as
outside the credit ceiling.

¢ Non-resident and

Individuals:

companies
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o Foreign owned companies will be
encouraged to borrow offshore.
Existing 100 percent foreign
owned companies borrowings
from domestic sources will be
gradually reduced.

o New foreign owned companies
will be required to fund their
capital expenditure from offshore
while working capital
requirements will be allowed to
be borrowed from domestic
sources. Companies  having
joint venture with locals will be
able to borrow in the domestic
market in proportion to local
equity.

o Local borrowing by non-resident
individuals to purchase properties
will be withdrawn from 1 January
2008 except to already approved
tourism related projects.

o Details of these Exchange Control
measures will be announced later.

e A reduction in the Statutory Reserve
Deposits ratio (SRD) from 7 percent
to 6 percent, effective 1 May 2007.

The Bank will continue to closely monitor
the current economic developments.




