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OVERVIEW

International economic conditions and
outlook improved over the quarter

following an upward revision to the global

growth forecast for 2010 by the

International Monetary Fund (IMF) in

April this year. According to the IMF, the

world economy is now forecast to expand
at a faster rate of 4.2 percent in 2010, from
an earlier projection of 3.9 percent
released in January. This follows a
contraction of 0.6 percent in 2009.
However, the improved speed of global
recovery is expected to be uneven, led by
relatively  vigorous  expansions in

emerging and developing markets,
coupled with a somewhat tepid recovery
in advanced economies.

7KH RXWORRN IRU
partner economies in 2010 is favourable
with all economies forecast to expand.
This follows negative performances by
most major trading partner economies in
2009, apart from Australia. In line with

improved prospects for the global
recovery and optimism for higher

commodity prices, inflation is expected to
pick up slightly in 2010, and remain at
similar levels in 2011.

The Fiji economy is expected to grow by
1.8 percent in 2010 following an estimated
contraction of 2.2 percent in 2009.
However, the impact of Cyclone Tomas
on the economy this year is expected to be
significant, with heavy damage sustained
by the agriculture sector. This is expected
to offset some of the improved
contributions from other sectors, relative
to the previous forecast. Not withstanding
the adverse effects of the cyclone on the
economy, the growth forecast for this year
is expected to be broad-based

3

across most sectors.

Indicators for consumption spending
reveal mixed sentiments of consumers.
Net Value Added Tax (VAT) collections

rose significantly by a little over 15

percent on an annual basis in the first two
months of the year, while new loans
extended by banks for consumption
purposes fell by twice this magnitude
(around 34 percent) over the same period.
Consumption is also being supported by
the healthy growth in visitor arrivals and

inward remittances.

Sectoral performances remain mixed.
While the tourism, gold, electricity, and
fishing sectors recorded better outcomes,

)LML Y VproduetdR Uh ¥weU Bu@dr,Q dopra, and

clothing & footwear sectors declined.

The sugar industry recorded further
declines during the 2009 crushing season
as both cane and sugar output fell when
compared with levels in the 2008 season.
Continuing problems at the mills and
deterioration in sugar quality largely
resulted in lower production levels in the
industry. Furthermore, damage caused by
Cyclone Tomas, particularly in the North,
is expected to result in a further reduction
in cane and sugar output during the 2010
season.

The mining industry kept up its positive
performance in the first two months of the
quarter, more than doubling production
levels at the Vatukoula gold mine to 9,535
ounces, when compared with levels last
year.

Electricity production by the Fiji
Electricity Authority (FEA) rose during
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the quarter from a year ago, as higher
demand from industrial, residential as well

as new consumers, resulted in increased
energy consumption.

The copra industry recorded a decline in
output in 2009 when compared with 2008
levels. Lower production levels in the
sector continue to be associated with

declines in mill gate prices paid to
farmers.
Provisional data released by the Fiji

Islands Bureau of Statistics (FIBOS)
showed a strong growth in tourist arrivals
during the first two months of the year,
when compared with levels recorded last
year.  While arrivals in 2009 were
drastically affected by heavy flooding in
January, thereby accounting for a base
HITHFW WKLYV
from Australia and New Zealand, continue
to benefit from their stronger currencies

vis-a-vis the local dollar. Extremely
competitive hotel discounts and new
airline routes beginning in late 2009

should continue to boost overall visitor
arrivals this year. For 2010, Tourism Fiji
has forecast 600,000 visitor arrivals, a

SHUFHQW LQFUHDVH
541,661 visitors.

Labour market conditions showed signs of
improvement in the March quarter. New
taxpayer registrations, a partial indicator
for employment, rose on a yearly basis in
the March quarter, with higher job

recruitments, on the one hand, recorded in
the mining and tourism sectors. On the
other hand, there was a slight decline in
the number of jobs advertised over the
year. However, the outlook for

employment is positive, in line with the

expected pick up in the economy this year.

The Reserve Bank continued to review
economic and financial conditions during
the quarter with the aim of maintaining
adequate liquidity levels, consistent with
its monetary policy objectives. Liquidity
continued to be impacted by the high level
of reserves. Interest rate movements over
the quarter were mixed as new lending
rates rose while new time deposit rates
declined.

Due to the expected adverse impact of
Cyclone Tomas on the economy, the
Reserve Bank  of Fiji (RBF)
introduced a concessional loan facility for
businesses. The loan facility, similar to
the Flood Rehabilitation Facility
following the flash floods in early
2009, is expected to complement the
assistance already provided by other

\HDU TV DU UibahBiaD Vins8ttionad/ LThe &2D Lhdlllon

the
Fiji

loan facility is offered
commercial  banks
Development Bank.

through
and the

Inflation rose further to 9.4 percent in
March, continuing to be influenced by the
devaluation in April 2009. Price increases
in March were broad-based. Inflation is
Ra@eca8) DoV MbuceHt® B p¥rcent by end
December 2010. However prices will
continue to be affected by supply
shortages following Cyclone Tomas,
higher oil prices and the depreciation in
the local currency vis-a-vis the Australian
and New Zealand dollars.

At the end of March 2010, foreign

reserves levels were around $1,073
million, slightly lower than the $1,096

million recorded at the end of 2009.
Foreign reserves were sufficient to cover
3.4 months of import of goods and non-
factor services.
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THE INTERNATIONAL ECONOMY

International Economic Conditions

The IMF revised its global growth forecast
for 2010 in its April World Economic
Outlook (WEO) Update to 4.2 percent
from an earlier projection of 3.9 percent.
This follows a contraction of 0.6 percent
in 2009 (Graph 1). A growth of 4.3
percent is expected for the world economy
in 2011. However, the IMF noted that the
recovery is proceeding at a different pace
across different regions. Emerging
markets, led by Asia are growing
relatively vigorously, while the growth in
advanced economies remain slow, mainly
hindered by persistent high unemployment
rates which is expected to linger for some
time.

Graph 1
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The Australian economy grew by 0.9
percent in the December quarter of 2009
following a 0.3 percent expansion in the
third quarter. This was mainly
underpinned by government stimulus
measures and the recovery in private
sector demand.

Latest data show that business confidence
rose in February, for a second month,

5

while the trade deficit improved in

January led by an increase in exports of
iron ore. However, the country central
bank is concerned that the expected
above-average expansion may stoke
inflationary pressures.

In light of improved sentiments, the

Reserve Bank of Australia (RBA) raised

its overnight cash rate twice by 25 basis
points each in February and March, to rein
in inflationary pressures.

The Australian economy is estimated to
have grown by 1.3 percent in 2009. This
year, the economy is expected to grow
further by 3.0 percent while a 3.5 percent
growth is envisaged for 2011. Inflation is
expected to be 2.4 percent in 2010 and
2011.

The New Zealand economy grew by 0.8
percent in the fourth quarter of last year,
higher than the 0.3 percent growth in the
previous quarter.

Latest data show that recovery is patchy.
Home building approvals rose in January
while business confidence improved in
February. However, consumers continue
to remain pessimistic. Nonetheless, the
retail sector is expected to regain
momentum in coming months, fuelled by
a massive growth in immigration which

rose to a 5-year high in January.

The Reserve Bank of New Zealand
(RBNZ) kept its benchmark interest rate
unchanged at 2.5 percent throughout the
quarter, in line with the weak recovery.

The economy is projected to grow by 2.9
percent this year compared to an estimated
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contraction of 1.6 percent last year. A
growth of 3.2 percent is envisaged in
2011. Inflation is expected to be 2.1
percent in 2010 and 2.5 percent in 2011.

The US economy is estimated to have
grown by an annual 5.6 percent in the
2009 December quarter, a notable
improvement from the 2.2 percent annual
growth recorded in the September quarter.

Latest data indicate that retail sales and
industrial production rose in February.
However, consumption continued to be
dampened by lacklustre job prospects and
the phasing out of certain stimulus
packages. In addition, the housing sector
remained subdued throughout the quarter.

A 3.1 percent recovery is expected in
2010, while a further 2.6 percent growth is
envisaged for 2011. Inflation is projected
at 2.1 percent and 1.7 percent, in 2010 and
2011, respectively.

The Euro-zone economy expanded by 0.1

percent in the last quarter of 2009
compared to a 0.4 percent growth in the
September quarter.

Recent economic data remain weak
and there are indications that the
recovery this year will be fragile. The
risk to the (XUR ]R QudoX is
mainly coming from rising public
indebtedness, particularly in the wake of
*UHH F Hifogear( Union - defying
burgeoning budget deficit.

The Euro-zone economy is expected to
recover to a growth of 1.0 percent in 2010
compared to an estimated 4.1 percent
contraction in 2009. A 1.5 percent growth
is expected in 2011. Inflation is projected
at 1.1 percent in 2010 and 1.3 percent in
2011.

The Japanese economy grew by 0.9
percent in the last quarter of 2009,
following a period of no growth in the
third quarter. The gain was largely led by
increases in private consumption and
business investment.

Improved economic activity continued
into the first quarter of this year. Recent
data showed that industrial production
rose in January, accompanied by increased
household spending and a rebound in
exports. In addition, wages rose while the
unemployment rate fell to a 10-month low
of 4.9 percent.

In light of the improved economic
performance and sentiment, the Japanese
economy is now expected to grow by 1.9
percent in 2010 from an estimated 5.2
percent contraction in 2009. In 2011,
growth is forecast at 2.0 percent.
Deflation continued to plague the
economy and prices are expected to
fall by 1.4 percent in 2010, followed
by a marginal 0.5 percent fall in 2011.

The Chinese economy grew by an
annualised 10.7 percent in the fourth
quarter of 2009, following a growth
of 9.1 percent in the September
quarter. This was largely on account of a
record credit expansion. The Chinese
economy is estimated to have grown by
8.7 percent in 2009, exceeding the
JRYHUQPHQWITV WDUJHW RI
growth has been attributed to the
massive stimulus package designed to
cushion the impact of the global financial
crisis.

IDWHVW GDWD VKRZHG WKI
surplus declined in February while bank
lending surged in the same month. There
are indications that the economy is
overheating led by excessive credit
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growth, prompting concerns about asset
price bubbles.

This year the economy is expected to grow
by 10.0 percent backed by a rebound in
global demand while a 9.9 percent growth
is envisaged for 2011. Inflation is
projected to be 3.1 percent in 2010 and
slow to 2.4 percent in 2011.

, Q G Lé&x§indmy grew by an annual 6.0
percent in the 2009 December quarter
following a 7.9 percent expansion in the
third quarter. The lower growth was
largely underpinned by the decline in farm
output and lower activity in the

community, personal and social services
sectors.

Recent data showed that as industrial
production rose in January, inflation
remained a concern. In the latest national
budget, the Indian Government has
indicated tackling the burgeoning fiscal
deficit through the introduction of a
nationwide goods and services tax and
divesture of shares in state-owned
enterprises. In addition, funding is
expected to be increased on education,
health, infrastructure and the farming
community.

The Indian economy is expected to grow
by 8.8 percent this year following a
growth of 5.7 percent in 2009. For 2011,
growth is expected to be 8.4 percent.
Inflation is projected at 13.2 percent in
2010 and 5.5 percent in 2011.

World commodity prices fell by 3.5
percent in the March quarter due
primarily to a decline in sugar prices
(Graph 2).

Graph 2
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Over the March quarter, world market
sugar prices (New York No.11 price) fell
by 25.9 percent (Graph 3). Sugar prices
fell over the quarter as output increased in

%UD]LO DQG ,QGLD WKH ZRI

producers.
Graph 3
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In the coming months, sugar prices are
expected to fall further in line with
anticipated output increases from India
and Brazil.

At the end of March, the EU preferential
sugar price was around US20.4 cents
per pound, a fall of 6.5 percent over the
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quarter.

Gold prices rose by around 2.6 percent

over the March quarter (Graph 4). Gold

recorded a price of US$1,115.50 at the end
of March. Prices rose after a weakening
US dollar and signs of a recovering global

economy spurred demand for the metal as
an alternative investment and as a hedge
against inflation.

Graph 4

Gold Price

US$/fine
ounce

1300 +

1200 -
1100 -
1000 +
900 +
800 +
700 +
600 A
500

Mar-08 Jul-08 Nov-08 Mar-09 Jul-09 Nov-09 Mar-10

Source: Bloomberg

In the months ahead, gold prices are
expected to rise, as an anticipation for a
weakening US dollar is expected to
increase demand for the bullion as an
alternative asset.

Brent crude oil prices (Graph 5) rose
by around 5.3 percent over the first
guarter, on speculation that energy
demand will increase as the global
economy recovers from its worst
recession since World War Il. At the end
of March, the crude oil price was
US$81.30 per barrel.

Graph 5
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In the coming months, crude oil prices
are expected to rise on optimism that
fuel demand will increase amid
improved prospects for an economic
UHFRYHU\ LQ WKH 86 WKH
energy consumer.
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THE DOMESTIC ECONOMY

Domestic Economic Conditions

Latest macroeconomic data reveal that the
Fiji economy in 2009 is estimated to have
contracted by 2.2 percent. This year the
economy is forecast to grow by 1.8
percent. Growth is expected to be
supported by the manufacturing, financial
intermediation, education, wholesale &
retail trade, hotels & restaurants, public

administration, transport &
communication, mining & quarrying,
construction, real estate, fishing,

electricity & water and other community,

social & personal services sectors. In
contrast, the agriculture & forestry and
health & social work sectors are expected
to note contractions. The contraction in the
agriculture sector is mainly stemming
from Cyclone Tomas impact.

Graph 6
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In the years ahead, the economy is
expected to grow by 1.7 percent in 2011
and 1.9 percent in 2012, respectively.

Consumer Spending

Consumer spending picked up in the first
two months of the quarter as revealed by
partial indicators. Cumulative to February

9

2010, VAT collections increased by 15.3
percent when compared with the
corresponding period in 2009. However,
new loans for consumption purposes fell
drastically by 33.5 percent over the same
period.

While consumption was affected by high
inflation during the period, it seems there
has been a pick up in real consumption
activity. During the review period,
consumption was supported by the
continuing growth in inward remittances,
as well as the strong rebound in visitor
arrivals.

Production

Mixed sectoral performances were noted
during the review period. While the
tourism, gold, electricity and fishing

industries recorded better outcomes,
production in the sugar, copra, clothing &
footwear, timber and building &

construction sectors fell.

In the 2009 sugarcane crushing season, a
total of 2.2 million tonnes of cane was
crushed, producing 167,664 tonnes of
sugar (Graph 7). When compared with the
performance in the 2008 season, lahe
and sugar production fell by 3.3 percent
and 19.4 percent, respectively. The
significant fall in sugar output is largely
due to problems faced by the sugar mills,
which affected the efficiency of sugar
production. As a result, the Total Cane to
Total Sugar (TCTS) ratio for the 2009
season rose to a record high of 13.4, from
11.2 for the 2008 season, indicating poor
extraction of sugar from cane.

On the mill upgrading programme, the Fiji
Sugar Corporation plans to complete all
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upgrading work on the three large sugar
mills before the start of the 2010
sugarcane crushing season.

On other developments, industry liaison
revealed that the damage caused by
Cyclone Tomas on standing cane in the
Northern Division is estimated to be

around 100,000 tonnes. This is expected
to affect current projections of cane and
sugar output for the 2010 crushing season.

Graph 7
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has fallen by 36 percent, since 2006. This
would have offset some benefits derived
from the April 2009 currency devaluation.
The current price is Euro 335.2 per tonne
of sugar, equivalent to a net value of about
F$844 per tonne of sugar. This compares
with a price of F$1,274in September last
year.

Tourism Industry

Provisional data released by the FIBOS
indicate that a total of 541,661 visitors to
Fiji in 2009, which surpassed Tourism
J)LMLYV SURMHFWLRQ RI

1 At September 2009 the price per tonne of sugar
was Euro 448.4. In addition, the exchange rate for
the Euro dollar against the Fiji dollar was 0.3521 in
September 2009.
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More recent data for the first quarter of
2010 showed that visitor arrivals rose by
26.5 percent when compared with the
flood affected 2009 corresponding period.
Significant increases were recorded in
arrivals from major markets. Australian
arrivals totalled 57,009 in the review
period, a sharp increase of 45.5 percent
over the same period in 2009. Similarly,
New Zealand arrivals registered a strong
annual growth of 46.5 percent to reach
13,441 visitors in the first three months of
the year. Visitor arrivals from UK/Europe
(which represent a smaller market) also
increased markedly by 152.4 percent over
the review period.

For 2010, Tourism Fiji has projected
600,000 visitor arrivals (Graph 8).

Graph 8
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On the mining industry, the upgrading
work by Vatukoula Gold Mines Limited
(VGML) on capital machinery and
equipment and the new venture into
surface mining, contributed well to the
performance of the sector in 2009. A
simifar. \perfurRiahve is anticipated for
2010. Recent statistics from the VGML
revealed that in the first two months of
2010, gold production totalled 9,535
ounces, a significant growth of 119.4
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Gold exports receipts for year 2009
totalled $41.0 million, higher than the
$26.7 million recorded in 2008. Gold
export earnings are currently
benefitting from favourable gold prices
in the world market. In March 2010,
the world market gold price was around
US$1,107 per ounce, equivalent to
F$2,135 per ounée

The performance of theopra industry
was subdued in 2009. On an annual
basis, 10,036 tonnes of copra were
produced, a decline of 20.2 percent when
compared to the same period in 2008
(Graph 10). The lower output in 2009
reflected lower mill gate prices received
by producers (a decline of 6.4 percent over
the 2008 level).

In 2010, cumulative to March, copra
production stood at around 1,656
tonnes, a decline of 27.6 percent in
comparison with the same period last
year.

2 Based on US$/F$ = 0.5185 on 31 March 2010.
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2003 2004 2005 2006 2007 2008 2009 2010
Source: Coconut Industry Development Author

Total electricity generated by the Fiji
Electricity Authority in the first three
months of 2010, totalled 213,860 mega
watt hours (Mwh), a growth of 6.2 percent
on a yearly basis. This growth was
underpinned by an increase in energy
demand by existing industrial and
commercial consumers, recovery of power
loss due to Cyclone Mick in December
2009 and an increase in energy demand
from new consumers.

Fish export receipts rose by 16.8 percent
to $156.7 million in 2009 from $134.2

million noted in 2008. This positive trend

is expected to continue with fish

production projected to grow by 2.0

percent in 2010.

The clothing, textiles & footwear
industry was affected by weak global
demand last year. As a result, total export
earnings from this sector declined by 15.2
percent (to around $93.3 million) when
compared to the 2008 level. This was
underpinned by a 16.2 percent decline in
garment earnings over the same period
(from $100.0 million to $83.9 million).
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Timber export earnings in 2009 fell by
38.1 percent to $36.7 million when
compared with earnings in 2008. The
global economic slowdown over the past

year has affected the demand fiLML TV

timber products.

According to the Building and
Construction Survey Report released by
the FIBOS, $218.8 million worth of
construction work was realised in 2009.
This represents an annual decline of
around 13.9 percent.

By category, the value of work put-in-

place by the private sector registered an
annual decline of 15.4 percent to $201.6
million in 2009. In contrast, the public

sector, registered a yearly increase in
value of work put-in-place of 9.3 percent
to $17.2 million.

The total number of  building
completion certificates issued in 2009
fell by 9.3 percent on an annual
basis to 342. However, the value of
building completion certificates issued
($64.3 million) increased by 56.2
percent over the same period.

Looking at leading indicators, the total
number of  building permits issued
(1,116) declined by 6.4 percent over
the year. However, the value of
building permits  ($101.6  million)

registered a growth of 21.3 percent over
the year.

Inflation

Inflation in  March 2010 was 9.4
percent, compared with 6.8 percent in
December 2009 (Graph 11). The
outcome was underpinned by a broad-
based increase in prices.

12
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The impact of the April 2009 devaluation

continues to influence inflation outcomes.
Since the devaluation, consumer prices
have increased by 8.7 percent. Inflation is
expected to peak in April 2010 before

gradually subsiding.

The 2010 year-end inflation forecast was
revised up to 5.0 percent from 2.0 percent,
following the impact of Cyclone Tomas
on prices of market items, higher oil prices
as well as the weakening of the Fiji dollar
against the AUD and NzD.

Labour Market

Recent data indicate that employment
conditions are gradually improving.

Cumulative to March 2010, new taxpayer
registrations, a partial indicator of

employment, rose by an annual 18.4
percent to 2,588 registrations. The recent
improvement was led by higher job

recruitment in the mining and tourism

industries, consistent with strong recovery
in these sectors.

However, the number of jobs advertised
remained restrained over the year, noting a
2.5 percent decline (Graph 12). Lower
recruitment intentions were underpinned
by the agriculture, forestry & fishing,
electricity & water, and finance,
insurance, real estate & business services
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sectors, reflecting weak growth sentiments
in these sectors.

Graph 12
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In the coming months, in line with the
expected improvement in economic
activity, labour market conditions are
expected to pick up.

The External Sector

In 2009, the merchandise trade deficit
(excluding aircraft), narrowed to $1,578
million, compared to $2,064 million in
2008. This represents a 24 percent
improvement in the trade balance
compared to a 24 percent deterioration in
2008. This was largely on account of the
significant decline in imports.

Domestic export earnings fell by 9.0
percent in 2009 when compared to an 18.6
percent growth in 2008. The decline was
led by sugar, mineral water, timber,
garments, footwear & textiles, coconut ail,
yaqgona, coral and uncooked pasta amongst
others, which more than offset the increase
in exports of fish, gold, sweet biscuits,
molasses, corned meat, ginger and other
domestic exports. Including re-exports,
total export earnings fell by 16.4 percent,
compared to a 21.6 percent growth in
2008.

13

Over the same period, import payments
(excluding aircraft) fell by around 20.6

percent, compared with a 23.0 percent
growth in 2008. The decline was led by
lower payments for all categories of

imports - intermediate goods (40.0
percent), investment goods (11.2 percent)
and consumption goods (8.2 percent).

In 2009, personal inward remittances rose
by 56.5 percent to $294 million compared
to the same period in 2008. This is likely
due to exchange rate gains from the 20
percent devaluation in April 2009.
Cumulative to February 2010, remittances
amounted to around $45 million, showing
a growth of 23.4 percent from the same
period in 2009.

At the end of March 2010, foreign
exchange reserves were around $1,073
million (Graph 13), equivalent to around
3.4 months of imports of goods and non-
factor services.

Graph 13
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The Reserve Bank continued to monitor
its policies during the quarter, maintaining
its stance in line with achieving an
adequate level of foreign reserves and
price stability.
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Following Cyclone Tomas which struck
Fiji in March, the Reserve Bank of Fiji
announced the introduction of a
concessional loan facility for businesses.
The loan facility, similar to the Flood
Rehabilitation Facility introduced

following the flash floods at the
beginning of 2009, is expected to
complement the assistance already

provided by other financial institutions.

The $20 million loan facility is offered

through the commercial banks and the
Fiji Development Bank and is available
to businesses affected by Cyclone
Tomas.

Liquidity conditions in the banking system
remained stable during the quarter in line
with adequate levels of foreign reserves.
At the end of the March quarter, bavil§
demand deposits were recorded at $302
million compared to $297 million in the
pervious quarter (Graph 14).

Graph 14
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Money Markets

Despite the prevailing high level of
liquidity in the banking system, $174.5
million was traded in the interbank market
during the March quarter, at a weighted
average interest rate of 0.12 percent. This
compared with $8.0 million traded in the
previous quarter at a weighted average
interest rate of 2.1 percent.
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The Government floated $220 million in
treasury bills (t-bills) during the March
quarter, an increase of $95 million over
the previous quarter. Government issues
were over-subscribed, with $296 million
received in tenders. However, only $246
million were allotted with maturities
ranging from 28 to 245 days. The
weighted average rate on the yields ranged
from 2.50 to 3.45 percent.

6WDWXWRU\ FRUSRU®@WLRC
promissory notes (p-notes) were only
slightly over-subscribed during the March
quarter. A total of $41 million in p-notes

were floated, which received $42 million

in tenders of which $36 million were
allotted in maturities ranging from 168 to

350 days. The weighted average rate on

the yields ranged from 4.25 to 9.01
percent.

The 91-day t-bill rates remained fixed at
3.00 percent. This is in line with the
GoveU Q P H Q W4ty kékpl iRterast rates
at a sustainable level.

Capital Markets

Issues of Government bonds were
under-subscribed in the March quarter
by $32 million compared to $43 million in

the previous quarter. The Government
issued bonds worth $105 million in the
review quarter. However, only $73.45
million in tenders were received which

were fully allotted withl5 and 20 years
maturities at a weighted average yield of
7.00 percent and 8.00 percent
respectively. Bond vyields continue to
reflect fixed coupon rates set by the
Government.

During the March quarter, bonds issued by
statutory  corporations were under-
subscribed. Statutory bodies floated a
total of $70 million bonds with only $13
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million received in tenders. Moreover,

only $8 million were allotted to the 2

years maturity at the weighted average
yield of 7.22 percent.

Foreign Exchange Markets
Over the March quarter, the Fiji dollar

strengthened against the Euro (6.9
percent), the New Zealand dollar (1.7

percent), and the Japanese Yen (0.4
percent) but weakened against the
Australian dollar (2.6 percent). The Fiji

dollar remained unchanged against the US
dollar (Graph 15).
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The Nominal Effective Exchange Rate
(NEERY index rose marginally over the

March  quarter by 0.04 percent,
reflecting a marginal overall
appreciation of the Fiji dollar against

) L M InfaMr trading partner currencies.
However, on an annual basis the NEER
index fell by 18.9 percent in March

% The NEER is the sum of the indices of each

reflecting the overall impact of

devaluation of the Fiji dollar.

The Real Effective Exchange Rate
(REERY index rose over the first quarter
by 1.0 percent, indicating a deterioration
LQ )LMLTV
relative to its major trading partners
(Graph 16). The rise in REER is largely
attributed to the acceleration of domestic
inflation, which rose to 9.4 percent in the
first quarter from 6.8 percent in the
December quarter. In comparison, the
weighted average trading partner inflation
rose marginally from 2.0 percent to 2.2
percent.

Graph 16
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Financial Intermediaries

The new weighted average lending rate
of commercial banks rose over the quarter
by 179 basis points to 7.96 percent in
March, while the outstanding lending rate
rose by 6 basis points to 7.58 percent
(Graph 17).

4The REER index is the sum of each component of

WUDGLQJ SDUWQHU FRXQWU\YV FiKkeJ NEEQ FndeR,J aljugied Wy Whi Helativéd price

dollar, adjusted by their respective weights in the

basket. This index measures the overall movement
of the Fiji dollar against the basket of currencies.

An increase in this index indicates a slight

appreciation of the Fiji dollar against the basket of

currencies and vice versa.

15

GLIIHUHQWLDO EHWZHHQ )LML DQ(

trading partners. The index measures the
competitiveness of the Fiji dollar against the basket
of currencies. A decline in REER index indicates
DQ LPSURYHPHQW
competitiveness.

LQWHUQDWLRQD

leémational ML TV
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Graph 17
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deposits rose in the year to March by 21.0
percent while demand and savings
deposits rose by 7.1 percent and 10.3
percent, respectively.

However, the annual growth in domestic
credit remained relatively modest at 5.4
percent in March compared to 4.1 percent
in December 2009. Growth in domestic
credit was driven by claims on
government, which rose by 81.4 percent
over the year to $356.3 million in March.
This compares with an annual growth of
64.9 percent in the December quarter.

$OWKRXIK WKH FRPPHUFL D Oh&anquil \grHwed khoustariidg loans of
deposit rate fell over the quarter by 48  commercial banks weakened over the
basis points, the interest rate on existing quarter to 0.1 percent, from 0.9 percent in
time deposits rose by 1 basis point to 5.84 December 2009. The slowdown in bank
percent. In the same period, the Ilending was underpinned by a fall in

FRPPHUFLDO EDQNVY &DYL@nbng Gid S B¥ L YWublid D ¥hterprises,

also rose by 1 basis point to 0.93 percent. manufacturing, professional & business
7KH PRYHPHQWY LQ FRPP KBanckd Qriviid Rdidfals, real estate

interest rates over the quarter can be

and agriculture sectors (Graph 18).

explained byDGMXVWPHQWY LQ EDQNVY ORDQV

and deposits portfolios following the
removal of direct controls on lending rates
and interest margins in January 2010.

The Licensed Credit Institutions (LCIs)

new weighted lending rate rose over the
quarter by 121 basis points to 14.25
percent, while the outstanding lending rate
fell by 4 basis points to 12.19 percent.
However, the outstanding lending rate fell
by 4 basis points to 12.19 percent in the
same period while the time deposit rate
rose by 8 basis points to 7.07 percent.

Growth in broad money (M2) gained
further momentum in March. On an
annual basis, M2 rose by 13.3 percent in
March compared to 7.4 percent in
December 2009. This was underpinned by
a strong growth in time deposits and a
steady improvement in the level of
demand and savings deposits. Time
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Graph 18

Commercial Banks' Lending to

$M
Sectors

900 1
800 -

700 A
600
500 A Wholesale, retail, hotels & restaura

400
800 1 Manufacturing —————"""s===" - Koal Estate
200 T2
100 {

0

Private Individuals

-

Building & Construction

2005 2006 2007 2008 2009 2010

Source: Commercial Banks

Despite an improvement from the previous
quarter, the growth in total outstanding
loans of LCIs remains relatively weak. In

the year to March, total outstanding loans
by LCls grew by 2.1 percent compared to
1.3 percent in December 2009. This was
underpinned by lending to the private
individuals, building & construction and
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the wholesale, retail, hotel & restaurants
sectors.

Banking Industry Quarterly Condition
Report £December 2009

Overview +Commercial Banks

The performance of the banking industry
for the December 2009 quarter was

assessed as satisfactory. This assessment

was based on strong capital adequacy,
satisfactory asset quality condition, along
with an improved liquidity position for
banks.

Balance Sheet

The total banking @ G XV WakkefsV
grew by 2.6 percent (or $107.8
million) over the quarter to $4.3 billion
as at December 2009. A much slower
growth when compared to the same period
the previous year of 12.1 percent (Graph
19).
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Growth in assets over the review quarter
was led by Statutory Reserve Deposits
(SRD), deposits with banks and
investments.

Although assets grew, loans and cash and
settlement accounts held with the Reserve
Bank decreased.
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,Q WHUPV RI WKH EDQNLQJ
liabilities, growth over the quarter was led

by deposits and balances due to banks and
at call.

Total deposits grew by $85.4 million to
$3.4 bilion.  All the three deposit
facilities, savings, time and demand
deposits, increased over the quarter.

Overall, private individuals accounted for
the majority of the total deposits at 35.3
percent followed by the private business
entities at 31.8 percent.

Lending

Gross loans of the banking industry
recorded a marginal decrease of 0.5
percent (or $15.6 million) over the quarter
to $3.0 bilion. This was largely

underpinned by decreases noted in foreign
currency loans and loans to private
individuals (Graph 20).

Graph 20
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Banking indwWU\TV ORDQ JURZ\
annual basis was 2.8 percent in December
2009 compared to 10.3 percent in
September 2009. Effective from 1st
September 2009, commercial banks have
been requested to contain the annual
growth of loans at or below 10.0 percent
unless majority of the loans are directed to
high priority sectors.
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Outstanding loans to high priority sectors
increased by $25.3 million to $1.3 billion
during the December 2009 quarter. This
increase was mainly attributed to lending
to first home owners under the private
individuals sector ($27.6 million). This
was followed by lending to the building
and construction sector ($9.4 million) and
the electricity, gas and water sector ($1.4
million).

During the December 2009 quarter, the
banking industry issued 60.2 percent of
new loans to high priority sectors.

Commercial bank lending continues to be
concentrated in private sector business
entities (Graph 21).

Graph 21
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Capital Adequacy

Capital adequacy for the banking industry
remained strongat 16.8 percent, well
above the minimum capital adequacy
requirement of 8 percent (Graph 22).
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Graph 22
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Asset Quality

In the December 2009 quarter, the banking
iNnGXVWU\TV DVVHW ®DXdeOLW\
assessed as in a satisfactory condition.
This was underpinned by decline in total
classified exposures and impaired assets.

Classified exposures declined to $92.2

million as at the December 2009 quarter

compared to $98.6 million as at September
2009. The contraction was a result of

declines noted in the loss and substandard
categories.

Total classified exposures as a percentage
of gross loans, advances and leases
decreased to 3.1 percent compared to 3.3
percent as at September 2009 (Graph 23).

Despite the improvement noted in
classified exposures, special mention
accounts increased significantly by $9.4
million to $193.0 million. Of the total

classified exposures, 61.1 percent was
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impaired assets. Impaired assets as a
percentage of gross loans and leases stood
at a low 1.9 percent as at December 2009.

Graph 23
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Despite the improvement noted in

classified exposures, special mention
accounts increased significantly by $9.4
million to $193.0 million. Of the total
classified exposures, 61.1 percent was
impaired assets. Impaired assets as a
percentage of gross loans and leases stood
at a low 1.9 percent as at December
2009.

Total past due loans stood at $93.4
million, an increase of $4.5 million over
the quarter. The increase stemmed from all
categories of past due months except for
the over 2 years category. Past due levels
of the 6 months to 1 year category
recorded the highest increase of $2.0
million followed by past due level of 3

6 months, increasing by $1.5 million
(Graph 24).

Total provisions of the banking industry
marginally decreased from $91.5 million
as at September 2009 to $90.8 million as
at December 2009. The reduction was
mainly underpinned by a decline in
collectively assessed provisions (CAP) of
$3.3 million to $28.0 million. This decline
was somewhat offset by the rise noted in
general reserve for credit losses (GRCL)
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by $2.8 million to $44.3 million.

Graph 24
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GRCL as a percentage of net loans
(coverage on the standard part of the
loans) increased to 1.5 percent from 1.4
percent in September 20009.
Collectively and individually assessed
provisions as a percentage of classified
exposures marginally decreased to 50.4
percent from 50.7 percent in September
20009.

In terms of other indicators of asset

quality, the number of new restructured

credit facilities decreased from 71 in the

previous quarter to 25 in December 2009
quarter. In addition, the number of

demand notices issued during the quarter
stood at 403 compared to 669 in the
previous quarter.

Interest Spread

For the December 2009 quarter, combined
EDQNVYT LQWHUHVW UDWH
percent compared to 4.3 percent in the
previous quarter.

This is a result of the yield on earning
assets decreasing to 6.9 percent (from 7.0
percent) whilst the cost of funding
liabilities increased to 2.9 percent (from
2.6 percent) in the December 2009 quarter
(Graph 25).

\Y%
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$V SHU 5Skegive issued in April
2009, commercial banks were required to
maintain a 4 percent spread by December
20009.

Graph 25
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Income and Profitability

&RPPHUFLDO EDQNV oD UQFHIv srRVEWLRQ ™

the December 2009 quarter was assessed
as marginal.

%DQNLQJ LQGXVWU\TV QHWI ETRTLW “EHTRUR]

for the December quarter increased to
$28.0 million compared to $21.4 million
in the September 2009 quarter. This was
mainly due to write backs and recoveries
in bad debts and provisions.

Net interest income for the December
2009 quarter stood at $38.0 million,

compared to $40.6 million in September
2009 quarter. The decline is a result of an
increase in interest expense whilst interest

income for the December quarter
remained almost consistent with the
previous quarter.

In addition, the non-interest income

declined by $7.4 million resulting in the
decline in operating income by $10.0
million in December 2009.

The increase in before tax profits resulted
in an improvement in the return on assets
(ROA) ratio from 2.0 percent in the
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September quarter to 2.8 percent in the
December 2009 quarter.

Table 1
%DQNVY &RPELQHG ,QFRF
Quarter Performanc % Change
(M) Dec-08 Sep-09(r, Dec-09| Over ~ Over
ec ep-09(r; Dec Qtr  Dec-08
Interest Income 62.C 63.7 63.7 -0.0¢ 2.€
Interest Expense 10.5 23.1 257 111 144.C
Net interest
income 51.t 40.€ 38. -6.2 -26.2
Add: Non interest
income 26.€ 35.C 27.4 -21.z 2.¢
Income from
overseas exchan
transactions 12.¢ 12.2 12.4 2.1 -3.6
Commission 2.2 3.C 2.0 -351 14.¢
Fee Charges 12.4 12.F 11.§ -4.C -5.C
Other income 0.9 1.C 1.4 -81.€ -259.
Total operating
-13.2 -16.2
e erating
expenses 31.¢ 37.2 38.2 2.5 19.5
Less:Bad Debts &
provisions 4.4 17.C -0.4 -102.¢ -110.1
Wi
23.t -39.2
Net profit after tax 29.1 15.1 20.1 -334 -30.€

Source: Commercial Banks

As a result of a decline in operating

income and an increase noted in operating
expenses, the efficiency ratio of the

banking industry deteriorated to 58.1

percent in the December quarter compared
to 49.1 percent in September 2009.

Net profit after tax for the December

guarter stood at $20.1 million. The return
(after tax) on equity ratio (ROE) stood at
16.0 percent, increasing from 12.4 percent.

Liquidity and Funding

Liquid assets of the banking industry grew
by $42.5 million to $955.8 million over

the quarter. The growth in liquid assets
was largely increases in investments and
deposits with banks. Despite the
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improvement in liquid assets, liquidity
position of the banking industry was
assessed as marginal (Graph 26).

Graph 26
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Liquid assets as a percentage of total
deposits improved to 28.0 percent
compared to 27.4 percent in September
2009. Gross loans as a percentage of total
deposits decreased to 88.4 percent in the
December quarter compared to 91.1
percent in the previous quarter.

In terms of maturity profil€s an
aggregate positive mismatch of $1.5
billion was noted for the banking industry.
Maturity period from 1 month to 12
months  however showed negative
mismatches totalling $475.0 million.

The 15 large depositors of the banking
industry stood at $807.4. The
concentration of these 15 large depositors
as a percentage of total deposits remained
almost consistent at 23.6 percent when
compared to the previous quarter.

Overview *Credit Institutions
The overall assessment for credit

institutions  is  marginal for the
December 2009 quarter. This is based on

® Maturity profile reflects the difference between
loans and term deposits classified by remaining
term to maturity brackets.
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marginal asset quality and poor liquidity
but strong capital levels and satisfactory
earnings.

Balance Sheet

Credit institutiondJtotal assets grew by
5.3 percent over the quarter to $347.9
million.  This expansion was largely
underpinned by increases noted in deposits
with banks coupled with gross loans
(Graph 27).

Graph 27
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On an annual basis, a growth of 8.0
percent was recorded in total assets,
resulting from a significant rise in deposits
with banks.

In terms of liabilities, term deposits
recorded an increase of 8.7 percent to
$193.0 million. This is compared to an
annual deposit growth rate of 15.3 percent.

Lending

Gross loans grew by 1.3 percent to $292.8
million. A slight improvement from the
negative growth experienced in the
previous two consecutive quarters (Graph
28).

On an annual basis, gross loans grew by
1.2 percent from $289.3 million. A
marked improvement from the negative
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annual growth of 5 percent experienced
the previous year.

Graph 28
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Capital Adequacy

Capital adequacy of credit institutions
remained strong at 26.2 percent, well
above the minimum requirement of 10
percent (Graph 29).

Graph 29
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Asset Quality

increases were noted in the substandard
and doubtful category.

Total classified exposures as a percentage
of gross loans increased to 10.8 percent in
December 2009.

Of the total classified exposures 99.0
percent is impaired assets. Impaired assets
as a percentage of gross loans decreased to
10.7 percent compared to 11.6 percent in
September 2009.

Total past due loans stood at $57.6 million
compared to $60.8 million in September
2009. The decline stemmed from all the
categories of past due months except for
the over 2 years category (Graph 30).

Graph 30
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In line with the decline in impaired assets,
total provisions decreased from 23.7
million over the quarter to $22.4 million.

GRCL as a percentage of net loans
(coverage on the standard part of the

&UHGLW LQVWLWXWLRQVYT DoansHemained osstenF & Q.0 pe@onH V

to be assessed as marginal. This was
underpinned by the increase in classified
exposures despite the marginal decreases
noted in impaired assets and past due
levels.

Total classified exposures increased by
$2.1 million to $31.7 million. The major
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when compared to the previous quarter.
As a result of declines in CAP and IAP as
a percentage of classified exposures
decreased to 53.4 percent from 61.8
percent in the previous quarter.

In terms of other indicators of asset
quality, the number of new restructured
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credit facilities was 6 compared to 4 in the
previous quarter. In addition, the number
of demand notices issued during the
quarter was 23 compared to 44 in the
September quarter.

Interest Spread

For the December 2009 quarter, credit
institutionsYinterest rate spread decreased
to 7.4 percent compared to 7.7 percent in
the September quarter. The marginal
decline in the spread is due to a greater
increase in the cost of funding liabilities

from 6.2 percent to 6.8 percent whilst the
yield on earning assets increased from
13.9 percent to 14.2 percent (Graph 31).

Graph 31
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Earnings

&UHGLW LQVWLWXWLRQVT
be assessed as satisfactory.

For the December 2009 quarter credit
institutions reported net profit before tax
of $5.1 million, the highest when
compared to all the quarters in 2009. The
improved profit performance idue to a
decline noted in operating expenses whilst
operating income increased.

An increase in the before tax profit
resulted in an improvement noted in the
return on assets (ROA) ratio from 5.3

23

percent to 6.0 percent.

Table 2
&UHGLW ,QVWLWXWLRQVYS
Quarter Dec-08 Sep-09 Dec-09 % Change
Performance ($M) Over Over
Qtr Dec-08
Interest Income 10.€ 10.€ 11.4 6.1 8.C
Interest Expenst 2.7 3.7 4.2 14.C 58.1
Net interest
income 8.C 7.1 7.3 2.1 -8.7
Add: Non
interest income 0.€ 0.7 0.§ 7.4 -9.1
Commission 0.1 0.1 0.4 -20.7 -43.¢
Fee Charges 0.€ 0.4 0.5 28.2 -7.€
Other income 0.z 0.z 0.7 -32.7 3.2
Total operating
income 8.t 7.€ 8.0 2.6 -8.7
Less:Operating
expenses 2.€ 3.1 2.6 -15.4 -1.2
Less:Bad Debts
& provisions 1.2 0.4 0.4 -16.€ -68.2
Profit before tax 5.C 4.2 5.1 17.¢ 1.C
Less:Tax 1.2 1.2 15 17.1 12.2
Net profit after
tax 3.7 3.C 3.6 17.4 3.1

Source: Credit Institutions

Operating expenses on the other hand,
noted a decline of 15.4 percent to $2.6
million. The decrease stemmed from
other expenses and personnel expenses.
As a result, the efficiency ratio of the
credit institutions improved to 32.4
percent.

HNEt UppfitQalfter R @Wthe) Ret@nbes R
quarter increased to $3.6 million from

$3.0 million in September quarter. As a

result of the increase in after tax profit, the
return on equity (ROE) stood at 19.5

percent. This represented an increase
from 17.3 percent noted in the September
quarter.

Liquidity
Liquid assets of the credit institutions

grew by $13.2 million to $58.4 million.
The growth in liquid assets was attributed
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by an increase in deposits with banks
(Graph 32).

Graph 32
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