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OVERVIEW

According to the International Monetary
Fund, global economic and financial
conditions have improved further over the
year, supported by recovery in industrial
production and global trade. In the
advanced economies, employment
conditions  have  improved, albeit
modestly, while consumer spending rose
in emerging economies. Nonetheless, low
consumer confidence, stagnant incomes
and high unemployment continue depress
consumer  spending in  advanced
economies. The world economy is now
projected to grow by 4.8 percent in 2010
compared to a 0.6 percent contraction in
2009. Growth in 2011 is expected to be at
4.2 percent, down from 4.3 percent
projected earlier.

However, risks to global growth are still
tilted to the downside. The challenge to
achieve a more balanced recovery remains
and depends on cohesive policy
coordination particularly between the
advanced and emerging economies.

The improvement in the world economy
bodes well for the domestic economy,
whose pace of recovery remains weak.
Notably, consumption activity picked up,
further supported by higher tourism and
remittances earnings. Remittances rose
annually by 14 percent cumulative to July
while tourism receipts significantly
rebounded with a 27 percent growth in the
first quarter.

With the exception of cane, sugar and
copra, positive performances were noted
for gold, electricity, clothing, textiles &
footwear, timber and fishing during the
quarter. The lower output noted in the
agricultural sector, driven by cane and

sugar, is expected to negatively impact
Fiji’s growth output this year. Cumulative
to September, sugar output fell by 13.9
percent, attributed to lower cane
production (-9.1 percent) and mill
inefficiency.

Investment activities remained subdued
over the year, led by weak activity in
the building and construction sector. In
addition, the projected  lower
expenditures according to the Revised
2010 National Budget are expected to
provide less stimulus for economic growth
this year.

Inflation slowed to 1.1 percent in
September from 5.5 percent in June and
6.3 percent a year ago. The slowdown in
inflation was underpinned by base effects
and the reduction in electricity tariff rate
to lifeline consumers. Resulting from the
reduced forecast in future oil prices, the
inflation forecast for 2010 has been
revised downwards by to 4.0 percent from
5.0 percent projected earlier.

The trade deficit improved during the first
half of the year, driven by higher export
earnings and stagnant import growth.
Earnings from domestic exports rose by
18.4 percent on an annual basis, mainly
attributed to higher receipts from mineral
water, fish, timber, gold and other
domestic exports which more than offset
declines in earnings from sugar, molasses
and coconut oil.

Over the same period, import payments
fell marginally by 0.1 percent, led by the
lower payments for investment goods (-
5.1 percent) and consumer goods (-4.6
percent).
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Credit conditions in the banking sector
remained weak, and led to a further
slowdown in broad money growth. The
annual expansion in broad money slowed
to 5.8 percent in August from 8.9 percent
in June, on account of a deceleration in
domestic credit expansion as well as a
slower growth in net foreign assets.
Commercial banks’ weighted average
lending and deposit rates fell generally in
the review quarter.

The conduct of monetary policy during the
quarter remained focussed on mitigating
risks and maintaining adequate bank
liquidity which fell slightly in September
(by $13.4 million) to $230.7 million from
June. The decline partly reflected an
increase in the ratio of banks’ statutory
reserve deposits to 10.0 percent in July.

Nevertheless, consistent with the high
liquidity levels, the yield on the 14-day
RBF notes fell slightly from 2.93 to 2.88
percent over the quarter.

On other policies, the Reserve Bank
rationalised its Import Substitution and
Export Finance scheme in July. The
merged facility, called the Import
Substitution and Export Finance Facility
(ISEFF), is aimed at improving private
sector utilisation by reducing
administrative requirements, streamlining
the approval process and eliminating the
minimum eligibility funding criteria.

As at September 2010, foreign exchange
reserves stood at around $1,193 million
equivalent to around 3.8 months of
imports of goods and non-factor services.




RBF Quarterly Review

September 2010

THE INTERNATIONAL ECONOMY

International Economic Conditions

Recovery in the global economy improved
further during the September quarter. In
the first half of the year, global economic
conditions strengthened, supported by
recovery in industrial production, trade
and inventory, largely in emerging market
economies. In addition, employment
conditions improved moderately in
advanced economies while household
spending rose in emerging economies.
However, advanced economies remained
plagued with weak consumer spending,
largely attributed to low consumer
confidence, stagnant incomes and high
unemployment.

In the Euro area, financial conditions
eased in recent months led by
unprecedented policy initiatives by the
European authorities. Nonetheless, the
core banking systems in Europe remain
fragile and support from governments and
the central bank is expected to remain for
some time.

As a result, risks to global growth are still
tilted to the downside. The challenge to
achieve a more balanced recovery remains
and this depends on cohesive policy
coordination especially between the
advanced and emerging economies.

According to the IMF’s October 2010
World Economic  Outlook (WEOQO),
world growth for 2010 is now projected at
4.8 percent compared to a contraction
of 0.6 percent in 2009 (Graph 1).
Growth in 2011 is now expected to be 4.2
percent.

Graph 1
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The Australian economy grew by 1.2
percent during the June quarter, following
a growth of 0.7 percent in the March
quarter. The second quarter growth was
the fastest in three years and was mainly
led by improvements in household
spending and capital formulation. In
addition, the terms of trade improved
significantly due to rising resource prices.

Building approvals and retail sales rose in
July while business confidence and the
labour market improved in August. Latest
data show that the momentum in
economic activity continued in the third
quarter.

The Reserve Bank of Australia however,
maintained its benchmark interest rate at
4.5 percent throughout the third quarter
after considering the possible impact of a
slowdown in global recovery.

The Australian economy is projected to
grow by 3.0 percent in 2010 from a 1.2
percent growth in 2009. The economy is
expected to grow by a further 3.5 percent
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in 2011. Inflation is expected to be 3.0
percent in 2010 and 2011.

The New Zealand economy expanded by
0.2 percent in the second quarter
compared to a 0.5 percent growth in the
March quarter. The slowdown in growth
is due to the drought which reduced dairy
output and manufacturing.

To curtail rising prices as the Asia-Pacific
economies recover from the financial
crisis, the Reserve Bank of New Zealand
(RBNZ) raised its benchmark interest by
25 basis points to 3.0 percent in July. This
stance is expected to be maintained
throughout the year in an effort to support
growth after the poor performance in the
second quarter and the recent earthquake.

Latest data indicate an element of
pessimism. Further to a decline in retail
sales in July, business confidence
plummeted in August. This was
exacerbated in September by the worst
earthquake to hit the nation in 80 years.
Despite the uncertainty it created on short
term growth prospects, the subsequent
reconstruction  spending  from  the
earthquake is expected to outweigh the
initial clean-up costs and support growth
over the coming months.

Hence, this year’s growth is expected at
3.0 percent compared to a 1.6 percent
contraction last year. A growth of 3.2
percent is now expected in 2011.
However, the increase in the rate of GST
from 12.5 percent to 15.0 percent effective
from October this year is expected to fuel
some inflationary pressures. Inflation is
expected at 2.5 percent in 2010 and 5.5
percent in 2011.

The US economy grew by an annual 1.7
percent in the second quarter, slowing

from a growth of 3.7 percent in the March
quarter. The slowdown was led by
companies cutting back on inventories and
a widening trade deficit.

Latest data show that recovery has indeed
slowed. Industrial production was
sluggish in August while consumer
confidence plummeted in September.
Consumer spending is expected to be
subdued due to lingering concerns on
unemployment while the housing market
remains weak. On a positive note,
industrial production has remained stable.

The US Federal Reserve kept its federal
funds rate unchanged ranging between 0O-
0.25 percent in the September quarter.

A recovery of 2.6 percent is projected for
2010, while a further growth of 2.3
percent is envisaged for 2011. Inflation is
expected at 1.4 percent and 1.0 percent,
respectively for 2010 and 2011.

The Euro zone economy grew by 1.0
percent in the June quarter, from a 0.3
percent growth in the first quarter. The
better performance in the second quarter
was attributed to a significant expansion in
Germany’s economy which offset the
economic contraction in Greece and
Spain.

Recent economic data however show a
mixed outlook. Exports declined in July
while  growth in  services and
manufacturing weakened in September.
Despite  this, confidence in the
economic outlook improved in
September. Overall, performance in the
third quarter is expected to be positive as
improved manufacturing and lower
unemployment in Germany is expected to
outweigh public debt concerns in Greece
and Spain.
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The European Central Bank (ECB) kept
its refinancing rate unchanged at 1.0
percent during the September quarter.

The Euro zone economy is expected to
record a growth of 1.7 percent in 2010
compared to a 4.1 percent contraction in
2009. A 1.5 percent growth is projected
for 2011. Inflation is expected at 1.6
percent in 2010 and 1.5 percent in 2011.

The Japanese economy grew by 0.4
percent in the second quarter, slower than
the 1.2 percent growth registered in the
first quarter. The slowdown was driven
by subdued private consumption.

Recent data showed that exports slowed in
July with concerns that a stronger yen will
undermine the export-led recovery. On a
positive note, improvements in household
spending and the labour market was noted
in July. Industrial production fell in
August.

Poor performance in the second quarter
prompted the Japanese government to
implement a small fiscal stimulus
package to boost employment and
consumer spending.  Furthermore, the
Bank of Japan kept its benchmark interest
rate unchanged at 0.1 percent in the
September quarter.

The economy is projected to grow by 2.8
percent in 2010 compared to a 5.2 percent
contraction in 2009. In 2011, growth is
expected at 1.5 percent. Deflation
continues to threaten the Japanese
recovery with prices expected to fall by
1.0 percent in 2010 while a further decline
of 0.3 percent is envisaged for 2011.

The Chinese economy grew annually by
10.3 percent in the second quarter, a
slowdown from the 11.9 percent growth in
the first quarter.

The slowdown in growth continued into
the early part of the third quarter following
moderations in industrial production and
fixed asset investments in July. The
slowdown can be attributed to the reversal
of stimulus by the government and its
intervention in the property market to
avert a possible housing bubble. The
momentum however, seemed to have been
regained from August onwards after
notable pickups in industrial production
and the property market.

The Chinese economy is expected to grow
by 10.5 percent this year, higher than the
9.1 percent growth last year. In 2011,
growth is expected to be around 9.6
percent. Inflation is projected to be 3.5
percent in 2010 while a slowdown to 2.7
percent is envisaged in 2011.

The Indian economy grew by an annual
8.8 percent during the June quarter. This
followed an 8.6 percent growth in the
previous  quarter, driven by the
manufacturing and services sector.

Industrial production rose in July while
exports grew in August. However, food
inflation continued to soar and this
prompted the Reserve Bank of India to
raise interest rates for the fifth time this
year in September by 25 basis points to
6.0 percent.

The Indian economy is expected to grow
by 9.7 percent this year up from the 5.7
percent recorded in 2009. Growth in 2011
is expected to be marginally lower at 8.4
percent. Inflation is projected at 13.2
percent in 2010 before falling to 6.7
percent in 2011. The strong pace of
activity is expected to fuel inflationary
pressures this year.

World commodity prices continued to
trend upward, rising by 13.7 percent in the
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September quarter. The increase was led
by price increases for gold, sugar, timber
and coconut oil (Graph 2).

Graph 2
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World market sugar prices (New York
No.11) rose significantly by 48.6 percent,
mainly attributed to supply concerns
(Graph 3). A drought in Brazil, the
world’s biggest producer damaged crops
while in other supply regions, crops were
ruined by floods.

Graph 3
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However, sugar prices are anticipated to
decline over the coming months, on
expectation of higher estimated supplies
from India due to favourable weather
conditions.

At the end of the third quarter, the
European Union preferential sugar price
was around US20.7 cents per pound. Over

the quarter, this represented an increase of
11.9 percent, reflecting a stronger Euro
against the US dollar.

Gold prices remained strong and rose
by around 5.1 percent over the quarter
(Graph 4) to a record US$1,307 per fine
ounce.

Graph 4
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The rise in gold prices largely reflected
investors’ concern for the weak US dollar
which boosted the demand for gold as an
alternative asset and protector of wealth.
In addition, the seasonal increase in
demand  from jewellers due to the
wedding season in India also boosted
prices. However, gold prices initially fell
in July after improving prospects for the
global recovery and economic confidence
calmed some uncertainty in the financial
markets.

In the months ahead, gold prices are
expected to remain at current high levels.
The demand for the bullion remains
heightened as investors seek protection of
wealth against the weakening US dollar
thus luring them away from bonds and
equities.

Brent crude oil prices (Graph 5) rose by
10.2 percent over the quarter with the rise
more significant during the month of
September. This followed a decline in
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crude oil prices in August after slow
growth in the US dampened demand
expectations. Nevertheless, crude oil
prices rose again in September over
positive economic reports from the US
and China, the world’s two largest energy
consumers. At the end of September, the
crude oil price was US$81.43 per barrel.

In the coming months, crude oil prices
are expected to rise, albeit slowly, in line
with the slow recovery in the global
economy.

Graph 5
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THE DOMESTIC ECONOMY

Domestic Economic Conditions

Latest available data from the Fiji Islands
Bureau of Statistics (FIBOS)' shows that
the Fiji economy is estimated to have
contracted by 3.0 percent in 2009,
following a marginal growth of 0.2

percent in 2008 (Graph 6). Negative
performances in the financial
intermediation; agriculture & forestry;

wholesale& retail; fishing; manufacturing;
other community, social& personal service
activities; construction; mining quarrying;
hotels & restaurants; and education sectors
are estimated to have underpinned the
decline in 2009.

Graph 6
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Growth for the economy is still projected
at 1.8 percent however, it is likely that this
forecast will be revised down based on
lower-than-expected actual performances
by major sectors. Positive contributions
expected from the finance, fishing,
education, manufacturing, tourism and
mining sectors, are expected to be offset
by notable declines in output for the
agriculture & forestry, transport, storage &

! <Statistical News’ No. 59, 2010.
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communication, real estate and other

public sectors.

For 2011 and 2012, the economy is
expected to grow by 1.7 percent and 1.9
percent, respectively. These growth rates
are also expected to be revised soon.

Business Expectations Survey

Results of the June 2010 Business
Expectations Survey (BES) revealed an
improvement in  general  business
conditions. In the short term (3 months), a
net 28 percent of respondents expect
general business conditions to improve, a
pick-up of 20 percentage points from the
December 2009  survey.  Positive
sentiments in the insurance; finance;
others;”> wholesale & retail trade; tourism;
manufacturing; real estate and garment
sectors support this short-term favourable
outlook (Graph 7).

Graph 7
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? Refers to all other sectors apart from the building
& construction; communications; finance;
garments; insurance; manufacturing; real estate;
wholesale & retail trade; tourism and transport
sectors.




RBF Quarterly Review

September 2010

For the next 12 months, a net 55 percent
of respondents shared similar positive
sentiments. The improved outcome was
an increase of 15 percentage points when
compared to the December 2009 survey.
The transport; finance; insurance;
manufacturing; wholesale & retail trade;
others; tourism; real estate and building &
construction  sectors dominated  this
improved outlook.

When compared to the last 4 years, current
sentiments for general business
conditions reached similar positive
levels recorded in the June 2006 survey.
Notably, this points to a turnaround
towards improved business confidence in
the economy following a period of
negative expectations from 2007 to 2009
due to subdued domestic economic
activity, coupled with weak global and
trading partner economic conditions.

Retail Sales Survey

Results of the June 2010 Retail Sales
Survey revealed that retail sales are
forecast to grow by 4.1 percent this year,
improved from a 2.6 percent rise recorded
in 2009. However, this 4.1 percent growth
forecast is lower when compared to the
earlier projection of 12.2 percent for 2010,
on account of base effects from the
previous survey which suggested a
contraction for 2009 (-16.6 percent). On
the other hand, actual sales performed
better than forecasts in the final quarter of
2009 and a small growth of 2.6 percent
was achieved last year (Graph 8).

Better sales prospects in the motor cars;
food, drinks & tobacco; clothing & textiles;
household goods & appliances; restaurants;

entertainment and pharmaceuticals &
chemicals categories underpinned the
current 2010 outlook for retail sales. The

improved expectations for the above-
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mentioned categories more-than-offset the
lower sales forecast for the building
materials & hardware; other/mixed retailing
and footwear categories.

Graph 8
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Consumer Spending

Consumption activity picked up from
subdued conditions last year. Looking at
consumption indicators, net Value Added
Tax (VAT) collections grew annually by
10.4 percent up to August 2010 while
consumption lending grew by 3.9 percent
over the same period - with new lending
for consumption purposes rising annually
by 8.5 percent. Although imports of
consumption goods fell annually by 4.6
percent cumulative to June, this was
driven by base effects of higher flood
related food imports in early 2009.

Prospects for private demand have been
improving, supported by strong visitor
arrivals to date and continued remittance
inflows. Inward remittances rose by 14.4
percent (to $175 million) up to July,
boosting individual incomes. At the same
time, the rise in tourist arrivals by 19.4
percent up to July this year augurs well for
retail sales.

Production

A pick up in overall economic activity has
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been broad based with the exception of a
few sectors. The tourism industry
continues to perform robustly; with
positive outcomes registered in the gold,
electricity, clothing, textiles & footwear,
timber and fishing industries, in the review
period. On the downside, output in the
cane, sugar and copra industries have been
below earlier forecasts. The annually
lower output noted in the agricultural
sector — both in the cane and non-cane
categories — is expected to negatively
impact Fiji’s growth performance for this
year. Subdued investment activities noted
so far has been led by weak activity in the
building & construction sector. In
addition, projected lower public spending
as per the Revised 2010 National Budget
is anticipated to provide less stimulus for
economic growth this year.

Cane and sugar output has been slow
since the start of crushing on 1 June 2010.
Cumulative to September, the Fiji Sugar
Corporation Limited had crushed a little
over 1 million tonnes of cane to produce
80,925 tonnes of sugar (Graph 9). This
represented a yearly decline in cane and
sugar production of 9.1 percent and 13.9
percent, respectively. The fall in sugar
output is attributed to the frequent mill
problems that restrain cane harvesting and
affect mill efficiency in producing sugar.
The Total Cane to Total Sugar (TCTS)
ratio was 12.9 in September, compared to
12.2 in the same period last year —
implying poor extraction of sugar from
cane.

According to industry liaison, the mature
cane crop and newly planted seed cane
have begun to dry up under the drought
conditions in the Western Division.
Consequently, cane production for 2009
and 2010 are expected to be affected by
the prevailing drought conditions. Cane
and sugar production for 2010 is expected
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to be lower by around 6.0 percent,
compared to last season.

Graph 9
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Looking at the tourism industry, latest
data from the FIBOS indicate that visitor
arrivals totalled 393,046 cumulative to
August this year, an increase of 15.5
percent on an annual basis (Graph 10).
Visitor arrivals in the year to August rose
by 1.3 percent when compared to the
corresponding period in 2008 - the record
year for visitor arrivals. Based on current
trends, the number of international tourist
arrivals is projected to increase in the
range of 8.0 percent-10.0percent over the
full year. In 2011, growth is expected to
continue at a more moderate pace, at
around the long-term average of 4.0
percent.  Australia and New Zealand
continued to be the main tourism source
markets for Fiji, accounting for at least 61
per cent of total arrivals. While visitors
from the United Kingdom recorded an
increase of 184.0 percent on a monthly
basis over the corresponding period last
year, notable increases were also noted
from our Asian visitors of Taiwan (82.0
percent) and South Korea (76.0 percent).

Hotel occupancy in the second quarter was
44.1 percent, higher than the 38.4 percent
recorded in the same period last year.
Furthermore, overall takings from
accommodation, sales of food, liquor,
telephone and other miscellaneous charges
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in the first half of the year, totalled $269.7
million, an annual increase of 19.1 percent
and 14.1 percent over the same period in
2008.

Graph 10
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The projected annual rebound in tourism
for 2010 is expected to be underlined by
the active marketing and promotion by
Tourism Fiji, the introduction of new
airline routes and consistent improvement
of overseas ratings for Fiji’s tourism
industry.

The mining industry performed strongly
in the first eight months of the year.
Cumulative to August, statistics from the
Vatukoula Gold Mines Limited (VGML)
indicated that around 40,975 ounces of
gold were produced, a substantial annual
growth of 101.7 percent (Graph 11).
Increased capital spending and higher
surface mining by the VGML contributed
to the significant growth in gold output.

Consistent with the higher output, gold
export receipts for the first six months
registered a notable yearly growth of 35.4
percent to total around $29.9 million.
Rising gold prices in the world market
continue to support gold export earnings.
At the end of September, the world market
gold price stood around $1,307.50 per

13

ounce, equivalent to FJ$2,441.64 per
ounce.’

Graph 11
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Copra production remained relatively low
in the first seven months of the year
(Graph 12). Cumulative to July, around
4,336 tonnes of copra were produced, an
annual decline of 31.2 percent. This was
underpinned by the impact of Cyclone
Tomas that affected coconut plantations in
the Eastern division of Vanua Levu and
Taveuni. In July, copra prices rose
annually by 1.4 percent, to around $630
per tonne.

Graph 12

Copra Production

‘000 tonnes
16 4
) BAnnual BCumulative to July

CHHEHEEREE

2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: Ministry of Primary Industries

noted in the
Cumulative to

Increased activity was
electricity industry.

*The exchange rate (USD/FJD) as at 30 September
2010 of 0.5355 was used.




RBF Quarterly Review

September 2010

August, total electricity production rose by
6.9 percent over the corresponding period
of 2009. Similarly, in the first six months
of 2010, fish export earnings totalled
$85.2 million, an annual increase of 23.4
percent

After a weak performance in 2009, the
clothing, textiles & footwear industry has
registered a turnaround. Cumulative to
June 2010 total export earnings from the
industry increased by an annual 124
percent (to $46.9 million). The strong
performance is attributed to the recovery
in global demand for Fiji’s garment
exports.

Positive outcomes were also noted in the
timber industry. Cumulative to June
2010, export earnings rose strongly by
103.3 percent to $31.2 million when
compared to $15.3 million over the same
period in 2009.

In contrast, subdued performances were
recorded by the building & construction
sector. The latest Building & Construction
Survey Report from the FIBOS show that
$58.9 million worth of construction work
was realised in the June quarter, an annual
decline of 7.8 percent and a quarterly
decline of 3.6 percent.

The estimated value of work put-in-place
in the June quarter by the private sector
declined annually by 12.2 percent to $52.7
million, while that of the public sector
rose by 61.9 percent.

For the first half of 2010, the total value of
work-put-in-place declined annually by
12.9 percent as a result of lower activity in
the private sector. The contraction by 38.4
percent in the new buildings & capital

14

repairs category underpinned the decline
in work put-in-place by the private sector.
However, the total estimated value of
work put-in-place by the public sector rose
by an annual 66.5 percent to $12.1
million.

Looking at leading indicators, the number
and value of building permits issued in the
first half of the year noted an annual rise
of 2.6 percent and 26.8 percent,
respectively. During the same period, 197
completion certificates were issued,
valued at $51.7 million. On an annual
basis, the number of certificates issued
rose by 6.5 percent while the value of the
completion certificates rose significantly
by 124.4 percent.

Partial indicators of investment showed
mixed results in the year to date.
Cumulative to June, imports of investment
goods fell by 5.1 percent. However,
investment lending by commercial banks
picked up in August, rising over the year
by 7.5 percent (new lending for
investment rose by an annual 9.3 percent).
Additionally, the results of the June 2010
BES suggest that investment sentiments
for plant & machinery remain optimistic,
while expectations about future building
plans are lower than the levels expressed
in the previous survey.

Labour Market

Recruitment intentions have slowed in

recent months. Cumulative to
September, the number of jobs
advertised  noted a marginal annual

decline of 0.4 percent (Graph 13). This
compares to a growth of 2.1 percent
cumulative to June and a decline of 2.5
percent up to March.
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Graph 13
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Apart from the manufacturing,
construction and wholesale & retail trade,
restaurants & hotel sectors, all other
sectors noted a fall in the number of jobs
advertised.

In the coming months, recruitment
intentions will mostly depend on levels of
economic activity especially in the tourism
related sectors.

Inflation

Inflation in September was 1.1 percent.
This compares with 5.5 percent in the June
quarter and 6.3 percent a year ago (Graph
14). The slowdown in inflation was
underpinned by base effects and the
reduction in electricity tariff rate to lifeline
consumers.

Graph 14
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Additionally, considering the lower-than-
expected oil prices in the remaining
months of the year, the 2010 end-year
inflation forecast was revised downward
to 4.0 percent from 5.0 percent projected
earlier.

The External Sector

On the external front, trade data on an
accrual basis up to June showed that
domestic export earnings rose by 18.4
percent on an annual basis, compared to a
14.9 percent decline over the same period
in 2009. The increase was mainly
attributed to higher receipts from mineral
water, fish, timber, gold and other
domestic exports which more-than-offset
declines in earnings from sugar, molasses
and coconut oil. Including re-exports,
total export earnings rose by 23.7 percent
compared to a decline of 19.2 percent in
the same period last year. Reexports rose
by 36.2 percent on an annual basis, driven
mainly by mineral fuel re-exports.

Over the same period, import payments
fell by 0.1 percent, improved from the
reduction of 12.7 percent in the same
period last year. The marginal decline in
imports was led by the lower payments for
investment goods (-5.1 percent) and
consumer goods (-4.6 percent). The
decline in outflows for investment goods
was mainly on account of machinery &
transport equipments while the decline for
consumer goods was due to base effects of
higher flood related food items imports in
early 2009. On the other hand, payments
for intermediate goods rose by 13.4
percent led by mineral fuels which rose by
15.6 percent during the review period.

The higher growth in export earnings
combined with the marginal decline in
import payments resulted in a significant
narrowing of the merchandise trade deficit
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by 14.0 percent to $749 million.

During the first seven months of this year,
remittances rose by around 14.4 percent to
$175.0 million compared to the same
period last year. This was supported by
exchange rate gains from the 20 percent
devaluation, coupled with economic
recovery in the sending countries.

At the end of September 2010, foreign
exchange reserves were around $1,193
million (Graph 15), equivalent to around
3.8 months of imports of goods and non-
factor services.

Graph 15
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Domestic Financial Conditions

The monetary policy stance remained
focussed on  maintaining adequate
liquidity conditions in the banking system
during the September quarter. During the
review period, the Reserve Bank of Fiji
maintained the overnight policy rate at
3.00 percent.

Activity in the domestic money market
remained moderate, in view of the high
liquidity levels. However, liquidity and
credit conditions continued to be
monitored closely by the Reserve Bank
and open market operations were
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conducted to mitigate any risks. A total of
$474 million in 14-day RBF notes was
issued during the review period, a
substantial increase from $182 million in
the June quarter. The yield on the RBF
Notes fell slightly from 2.93 to 2.82
percent on account of the excess liquidity
in the banking system.

Commercial banks’ demand deposits with
the Reserve Bank, declined by 5.5 percent
($13.4 million) to $230.7 million in
September, compared to June (Graph 16).
The decline was on account of an increase
in the statutory reserve deposits ratio to 10
percent in July, growth in currency in
circulation, and an increase in sterilisation
by the Reserve Bank. Despite the decline
over the quarter, liquidity remained high.

Graph 16
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In July, the Reserve Bank rationalised its
Import Substitution and Export Finance
scheme. The merged facility, called the
Import Substitution and Export Finance
Facility (ISEFF), is intended to improve
private sector utilisation by reducing
administrative requirements, streamlining
the approval process and eliminating the
minimum eligibility funding criteria.
However, only $2.0 million had been
disbursed from the facility as at end-
September, from a total of $40 million
available under the facility.
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Money Markets

Given the level of excess liquidity in the
banking system, the overnight interbank
market remained largely dormant. As
such, a one-off trade of $2.7 million at an
interest rate of 1.00 percent was conducted
in July.

The government issued a total of $137.9
million in Treasury bills (T-bills) during
the September quarter, an increase from
$130.3 million in the previous quarter.
The maturities on the T-bills ranged
between 28-245 days, while the yields
ranged between 3.28-3.95 percent, a slight
increase when compared with a yield
range of 2.50-3.75 percent in the previous
quarter. In addition, T-bills were
oversubscribed during the September
quarter, an indication of improvements in
investor sentiments.

In the same period, statutory corporations
issued $9.9 million in Promissory notes
(P-notes), compared to $15.6 million in
the previous quarter. The maturities
ranged between 90-315 days, while the
yields ranged between 7.25-10.75 percent.
Given the high industry-specific risks
surrounding certain statutory corporations,
issues of P-notes continued to be
undersubscribed in the review period.

Capital Markets

The Government issued $127.5 million in
bonds during the September quarter, an
increase of 40.4 percent ($36.7 million)
from the June quarter, with maturities
ranging from 3 to 30 years and yields
between 6.25 - 14.00 percent. Despite
being undersubscribed in the previous
quarter,  Government bonds  were
oversubscribed during the review period,
also supporting the improved investor
sentiments in the money market.
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Despite being undersubscribed, the sale of
bonds by statutory corporations increased
from $3.0 million in the June quarter to
$25.2 million in the September quarter.
The maturities ranged between 3-15 years
while the yields ranged between 6.00-8.25
percent.

Foreign Exchange Markets

During the September quarter, the Fiji
dollar strengthened against the US dollar
(3.5 percent) and the Japanese Yen (0.2
percent) but weakened against the
Australian dollar (2.8 percent), the Euro
(2.3 percent) and the New Zealand dollar
(0.3 percent) (Graph 17).
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The Nominal Effective Exchange Rate
(NEER)' index rose marginally over the
September quarter by 0.5 percent,
reflecting a slight overall appreciation of
the Fiji dollar against major trading
partner currencies.  Similarly, on an
annual basis, the NEER index rose by 1.0

! The NEER is the sum of the indices of each
trading partner country’s currency against the Fiji
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.
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percent in August.

The Real Effective Exchange Rate
(REER)’ index also rose marginally over
the third quarter by 0.2 percent, indicating
a slight erosion in Fiji’s international
competitiveness against its major trading
partners (Graph 18).
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Financial Intermediaries

The new weighted average lending rate of
commercial banks fell by 10 basis points
over the June quarter to 7.09 percent in
August. Similarly, the outstanding
lending rate fell by 3 basis points to 7.49
percent (Graph 19).

The commercial banks’ new and existing
time deposit rates fell by 52 and 15 basis
points to 4.62 percent and 5.30 percent,
respectively in August when compared to
the June quarter. However, the
commercial banks’ savings deposit rate
rose by 3 basis points to 1.02 percent
during the same period.

2 The REER index is the sum of each component of
the NEER index, adjusted by the relative price
differential between Fiji and each of Fiji’s major
trading partners. The index measures the
competitiveness of the Fiji dollar against the basket
of currencies. A decline in REER index indicates
an improvement in  Fiji’s  international
competitiveness.
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Annual growth in broad money (M2) lost
momentum in August, slowing to 5.8
percent from 8.9 percent in June. This
was underpinned by a slower expansion in
Net Foreign Assets (NFA) and domestic
credit. The yearly growth in NFA slowed
to 32.2 percent in August, from 83.3
percent in June. On the other hand,
growth in domestic credit decelerated
from 2.9 to 0.6 percent, mainly on account
of weak domestic demand conditions.

The slower growth in domestic credit was
led by a slowdown in the growth in claims
on government which slowed considerably
to 0.2 percent in August, from 33.8
percent in June. Claims on official entities
contracted in August by 9.2 percent,
compared to a decline of 9.6 percent in
June. However, growth in private sector
credit was unchanged in the same period,
at 1.5 percent.

In addition, the slowdown in M2 in
August reflected the slower expansion in
all deposit categories, especially time and
demand. Growth in time deposits slowed
from 10.9 to 3.9 percent from June to
August while demand deposits slowed
from 6.5 to 4.1 percent. Meanwhile,
saving deposits slowed from 9.0 to 8.0
percent in the same period. However,
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both currency in circulation and local bills
payable rose further in the review period.

Total lending by commercial banks grew
annually by 2.0 percent in August, higher
than the 1.3 percent in June 2010 (Graph
20).

The pick-up in bank credit growth was
attributed to higher lending to the building
& construction sector, as well as to private
individuals and the wholesale, retail,
hotels & restaurants sectors, when
compared with the June quarter.

Graph 20
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Banking Industry Quarterly Condition
Report — June 2010

Overview — Commercial Banks

While the banking industry growth
continued to be sluggish, the June 2010
quarter data confirmed the continuing
satisfactory trend in terms of assessed
performance. Key indicators of earnings,
asset quality, capital adequacy levels and
liquidity either remained stable or
improved marginally.

Balance Sheet

For the third consecutive quarter, growth
of the industry’s consolidated balance
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sheet decelerated, from a twelve month
high of 3.3 percent ($4.2 billion) in the
September 2009 quarter, to 0.7 percent
($4.4 billion) over the quarter under
review. Growth has therefore persisted
albeit sluggishly due to the weak
economic environment and investment
sentiments. Annualised growth in total
assets was 7.7 percent (Graph 21) and this
compares favourably with 5.9 percent for
the same period in 2008/2009.

Graph 21
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Gross loans and advances continued to
grow and as expected mirrored closely the
sluggish balance sheet growth.

Notable balance sheet item movements
over the quarter include:

e Growth in Investments by 3.8 percent
to $372.2 million mainly due to RBF
notes holdings’ by the commercial
banks.

e Increase in the Statutory Reserve
Deposits (SRD) requirement” by $50.7

3 RBF open market operations commenced in May
2010.

* Effective from 7 June 2010, the SRD requirement
increased to 8.5 percent from 7.0 percent. The SRD
requirement will be further increased to 10.0
percent, effective from 7 July 2010.
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million to $278.0 million.

e Growth in deposits by $24.5 million to
$3.5 billion. Time deposits grew by
$28.6 million to $1.5 billion on the
back of growth in private individual
and non-bank financial institutions
deposits. Demand and saving deposits
decreased over the quarter.

Overall, private individuals accounted for
the majority of the total deposits
amounting to $1.3 billion (37.7 percent),
followed by the private business entities at
$1.1 billion (32.5 percent).

Lending

Lending grew by 1.6 percent over the
quarter to $3.1 billion and marks the
largest quarterly increase since the
corresponding quarter in 2009. Despite the
nominal annual growth of 0.8 percent,
growth has been increasing for the past
three quarters (Graph 22).
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In terms of new loans, $86.1 million was
disbursed during the June quarter. The
bulk of the new loans were to the private
individuals sector at 35.9 percent followed
by the wholesale, retail, hotels and
restaurant sector at 24.5 percent.
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With the minimal growth in lending,
sectoral mix remains consistent as the past
quarters. At the end of June, private sector
business lending was 63.6 percent, private
individuals at 27.1 percent with the
balance being foreign currency and public
sector lending (Graph 23).
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Capital Adequacy

Capital adequacy of the banking industry
has been a particular strength over the
recent past, due to various factors
including the prudent risk management
practices of the commercial banks and the
weak growth in the industry (Graph 24).
As at the end of June 2010, capital
adequacy stood at 18.3 percent, well
above the minimum requirement of 12
percent’.

The ratio improved from 17.6 percent in
the previous quarter underpinned by
growth in capital of 5.5 percent to $521.9
million. Risk weighted assets grew at a
slower pace of 1.3 percent increasing to
$2.9 billion.

> The minimum capital adequacy requirements for
licensed commercial banks was increased to 12
percent from 8 percent in May 2010 and for
licensed credit institutions to 15 percent from 10
percent.
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Asset Quality

Commercial banks’ asset quality has
improved to satisfactory level underpinned
by decreases in classified exposures and
past due levels. Classified exposures as a
percentage of gross loans improved to 3.0
percent from 3.2 percent in March 2010.
This was underpinned by 3.0 percent
decline in classified exposures to $93.0
million (Graph 25).
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The substandard and loss accounts
contributed to the decline over the quarter
by $6.1 million and $1.1 million,
respectively.

In line with the decline in classified
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exposures, past due accounts also declined
by $3.6 million to $132.0 million. The
contraction stemmed from the 1-3 months,
3-6 months and 6-12 months category
(Graph 26).

Graph 26
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Collectively and individually assessed
provisions as a percentage of classified
exposures stood at 383  percent.
Collectively assessed provisions declined
by $11.5 million to $16.4 million while
individually assessed provisions grew by
$0.7 million to $19.2 million. The general
reserve for credit losses (GRCL) slightly
increased over the quarter, however,
coverage on the standard part of the loans
(GRCL to net loans and advances)
remained consistent at 1.4 percent.

The number of new restructured credit
facilities increased from 52 in March 2010
to 92 in the June quarter. In addition, the
number of mortgagee sales initiated during
the quarter increased by 29 to 6l.
However, the total number of demand
notices issued was 1,434 compared to
1,449 in the previous quarter.

Interest Spread
The interest rate spread further narrowed

by 28 basis points to 3.3 percent over the
review quarter. The contraction over the
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quarter was underpinned by fall in yield
on earning assets by 0.3 percent to 6.2
percent coupled with consistent cost of
funding liabilities at 2.9 percent (Graph
27).

Graph 27
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Income and Profitability

Commercial banks’ earnings increased
over the quarter. Net profit before tax for
the June quarter was $38.6 million, an
increase from $24.8 million during the
March quarter and this was due mainly to
the writing back of loan provisions as
asset quality improved. Bad debts and
provisions declined by $9.3 million over
the quarter due to write back in provisions.

Net interest income of commercial banks
decreased marginally over the quarter by
0.1 percent while year on year the decline
was 22.9 percent.

Non-interest income grew by 23.1 percent
over the review quarter to $32.9 million,
mainly due to an increase in commission,
fee income and profits from overseas
exchange transactions.

Operating expenses, on the other hand,
grew by 4.2 percent to $37.8 million. The
efficiency ratio measured by operating
expenses to operating income improved to
55.9 percent from 58.9 percent in the
previous quarter.
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Table 1
Banks’ Combined Income Statement

Qlf;rter % Change
performance
$M) Jun-10 Mar-10  Jun-09 (())Vterr ngr
Interest Income 61.4 61.2 65.4 0.3 -6.2
Interest Expense 26.7 26.5 20.4 0.7 30.7
Net interest
income 34.7 34.7 45.0 -0.1 =229
Add: Non
interest income 329 26.8 26.6 23.1 23.8

Income from

overseas

exchange

transactions 13.7 12.2 11.4 12.5 19.9

Commission 4.7 2.2 -2.3 108.8 -304.4

Fee Charges 13.1 11.3 12.3 15.9 6.6

Other income 1.5 1.1 5.2 39.8 -71.3
Total operating
income 67.6 61.5 71.6 10.0 -5.6
Less: Operating
expenses 37.8 36.2 343 4.2 10.0
Less: Bad Debts
& provisions -8.8 0.5 8.5 -1951.5 -203.7
Profit before tax 38.6 24.8 28.8 56.0 342
Less: Tax 10.7 7.0 8.1 52.5 32.4
Net profit after
tax 27.9 17.7 20.7 574 34.9

The increase in profit over the quarter
resulted in improvement in return on
assets before tax ratio to 3.5 percent
from 2.3 percent in the previous quarter.
The return on equity ratio was 20.4
percent, increasing by 6.9 percent over the
quarter.

Liquidity and Funding

The liquidity position of commercial
banks was assessed as marginal. Gross
loans as a percentage of total deposits fell
by 79 basis points over the quarter to 89.1
percent. Liquid assets to total deposits
decreased to 26.4 percent from 29.2
percent in March 2010.

Liquid assets (excluding SRD) decreased
by 8.9 percent over the quarter to $914.3
million due mainly to the increase in SRD
requirement (Graph 28).
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Maturity profiles of commercial banks
showed negative mismatches totalling
$301.3 million for the next 12 months
and $221.5 million within the next 6
months.

However, immediately available liquid
assets are sufficient to cover these
mismatches.

The 15 large depositors of the banking
industry totalled $793.6 million
compared to $779.6 million in the
March 2010 quarter. Large depositors
accounted for 22.9 percent of total
deposits.

Overview — Credit Institutions

The overall performance assessment for
credit institutions industry was again
marginal for the quarter. Key indicators of
asset quality and liquidity were assessed
as poor over the quarter. The Reserve
Bank has stepped up monitoring of asset
quality and liquidity indicators over the
quarter. Positives for the industry
however, are its strong capital position and
satisfactory earnings level sustaining
growth.
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Balance Sheet

Credit institutions’ total assets grew by 1.7
percent over the quarter to $375.4 million.
This growth was largely attributed to the
increase in gross loans by $9.9 million to
$310.5 million (Graph 29).
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On the liabilities side, growth was led by
deposits increasing by 3.5 percent to
$212.1 million.

Lending

Credit growth continued to increase over
the quarter by 3.3 percent to $310.5
million. This compares with a slower
growth of 2.6 percent recorded in the
previous quarter and 1.3 percent in the
final quarter of 2009.

Directionally loan portfolio growth was
mainly to private sector business entities.
In terms of overall loan composition, loans
to private sector business entities
continued to dominate the loan portfolio at
60.6 percent followed by the private
individuals at 39.4 percent (Graph 30).
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Capital Adequacy

Capital adequacy of credit institutions’
continued to remain strong at 26.0 percent
compared to 25.3 percent recorded in the
previous quarter. This was underpinned by
increase of 6.4 percent in total capital
(Graph 31).
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Risk assets weighted assets grew by 3.6
percent to $278.8 million mainly due to
the increase in lending.

Asset Quality

Asset quality of the industry deteriorated
from marginal to poor led by a rise in
classified exposures to gross loans ratio
from 11.4 percent to 16.7 percent, highest
since September 2001. The deterioration

24

was underpinned by a significant rise in
classified exposures which increased by
$17.6 million to $51.9 million. The rise
was underpinned by classification of some
new accounts based on qualitative reasons
(Graph 32). Impaired loans remained
largely unchanged at $38.7 million or 12.5
percent of gross loans.

Graph 32
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While classified exposures increased, total
past due loans of credit institutions
declined by $15.1 million to $45.6 million
(Graph 33). The decrease was mainly due
to recoveries from some longstanding past
due accounts of one institution. Despite
the decline, past due levels remained at
relatively high representing 14.7 percent
of gross loans.

Graph 33
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declined by $2.6 million to $14.4 million.
Provisions has not increased in line with
the rise in classified accounts mainly due
to institutions holding conservative
provisions and adequate collateral on
classified exposures.

Collectively assessed provisions (CAP)
and individually assessed provisions (IAP)
as a percentage of classified exposures
decreased from 49.6 percent to 27.8
percent. In addition to this, credit
institutions maintained GRCL which
increased marginally by 1.7 percent to
$5.0 million.

During the June quarter, the total number
of new restructured accounts decreased
from 12 to 7. Decline was also noted in
the number of demand notices issued from
56 to 52. Mortgage sales in process
amounted to 47 of which 13 were initiated
during the review quarter.

Interest Spread

Following a contraction in the previous
quarter, credit institutions’ interest spread
remained consistent at 6.1 percent. The
yield on earning assets remained
consistent at 12.7 percent. Similarly, the
cost of funding liabilities was 6.6 percent
(Graph 33).
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Earnings

Credit institutions’ earnings continued to
be assessed as satisfactory over the June
2010 quarter. The net profit after tax
increased marginally by $0.4 million to
$3.6 million.

The marginal growth over the quarter is
mainly due to net interest income coupled
with provision write backs.

Table 2
Credit Institutions’ Income Statement
Quarter
Performance($M) % Change
Jun-10 Mar-10 Jun-09 pver Over
Qtr  Yr

Interest Income 11.4 10.9 10.0 4.4 14.0
Interest Expense 4.6 4.5 3.2 39 464
Net interest income 6.8 6.5 6.8 4.7 -1.0
Add: Non interest
income 1.6 1.5 1.1 76 469

Commission 0.3 0.1 0.5 562.0 645.1

Fee Charges 1.1 0.9 0.3 13.5 213.0
Other income 0.2 0.5 0.7 -60.2  -71.3
Total operating
income 8.3 7.9 7.9 52 55
Less: Operating
expenses 2.9 2.9 33 -14  -134
Less: Bad Debts &
provisions 0.3 0.5 0.8 444 -61.9
Profit before tax 52 4.5 3.8 153 354
Less: Tax 1.5 1.3 3.4 18.7 -54.7
Net profit after tax 3.6 3.2 0.4 13.9 7585

Source: Credit Institutions

Net interest income increased over the
quarter mainly due to interest income
derived from loans.

Operating expenses to operating income
improved from 37.1 in the previous
quarter to 34.7 percent. Personnel
expenses fell over the quarter.

Bad debts

and provision expense
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decreased by $0.2 million over the quarter
largely attributed to provision write backs.

Return on assets (before tax) increased to
5.5 percent from 5.0 percent. Similarly,
the return on equity grew by 188 basis
points percent over the quarter to 18.9
percent.

Liquidity

Liquidity for credit institutions continued
to be assessed as poor, in light of the slight
deterioration in liquid assets over the

quarter (Graph 34).
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Graph 34

Gross loans as a percentage of total
funding® increased by 2.2 percent over the
quarter to 110.9 percent in June 2010.
Liquid asset to total deposits ratio
decreased from 35.1 percent in March
2010 to 31.8 percent. Liquid assets to total
assets also fell from 19.5 percent to 18.0
percent.

Overall liquid assets declined by 6.3
percent over the quarter to $67.4
million.

® Total funding includes total deposits and owing to
holding company. One of the credit institution’s
secondary source of funding is from its parent
company.
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The maturity profile shows negative
mismatch of $113.5 million in the short
term (less than 12 months). However,
over the quarter, the short term maturity
mismatch has marginally improved from
$113.8 million registered in the March
2010 quarter.

As at 30 June 2010, the 15 Ilarge
depositors of the credit institutions stood
at $67.4 million, representing 31.8 percent
of the total deposits.

Insurance Industry Quarterly
Condition Report — March 2010

Overview

The performance of the insurance industry
was rated as satisfactory in the March
quarter of 2010. The balance sheets of
insurers expanded and all insurers
complied with the minimum solvency
requirements.

The solvency surplus of the insurance
industry rose by $33.6 million over the
quarter to $133.7 million (Graph 35).
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Capital

For the life insurance sector, solvency
surplus increased by $34.1 million to
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$74.3 million. The growth was a result of
an increase in net adjusted assets.

Solvency surplus fell marginally for the

genera | insurance sector to $59.4
million.
Assets
Total assets of the life insurance

sector increased by $17.8 million to
$649.9  million. This was mostly
underpinned by increases in cash on hand
and investment in new government
securities.

Investment assets continued to dominate
the asset base of the life insurance sector
at 77.1 percent, followed by loans at 14.6
percent (Graph 36).
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For the general insurance sector, total
assets remained fairly consistent at $282.0
million (Graph 37).

In terms of composition, investment
assets continued to dominate the total
assets portfolio of general insurers at
63.9 percent, followed by outstanding
claims due from reinsurers at 14.2
percent and outstanding premiums at 7.0
percent.
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Graph 37
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Actuarial Liabilities

Total liabilities of the life insurance sector
increased by $17.4 million over the
quarter to $571.7 million. The growth was
attributed to increases in the balance of
revenue account and other provisions.

In terms of composition, the balance of
revenue account continued to dominate the
total liabilities of life insurers at 92.5
percent, followed by other provisions at
3.2 percent.

For the general insurance sector, total
liabilities fell by $1.7 million over the
quarter to $180.5 million. This was mostly
underpinned by decline in underwriting
provisions and other provisions.

Underwriting provisions continued to
dominate the total liabilities of general
insurers at 88.0 percent, followed by other
liabilities at 10.0 percent.

Earnings

The after tax revenue surplus of the life
insurance sector fell by $14.1 million over
the quarter to $8.8 million. This was
mainly underpinned by the decline in asset
value appreciation.
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For the general insurance sector, net profit
after tax fell by $9.3 million over the
quarter to $3.1 million. This was
underpinned by fall in underwriting
surplus and non-underwriting income.

The combined ratio (net loss ratio plus
underwriting expense ratio) was 82.6
percent compared to 57.2 percent the
previous quarter.

Liquidity

The liquidity position of the life insurance
sector remained satisfactory during the
review quarter with total liquid assets of
$355.9 million.

For the general insurance sector, liquid
assets amounted to $167.1 million, largely
made up of bank deposits at $141.5
million.

Insurance Brokers

The after tax profits of the insurance
broking industry fell by $1.1 million over
the quarter to $0.1 million. This was
underpinned by fall in total revenue.

Total revenue fell considerably over the
quarter to $2.1 million from $4.1 million
the previous quarter. This was due to
lower brokerage earned.

Total expenses, on the other hand, fell by
$0.4 million to $1.9 million, mainly
attributed to decline in other expenses.

The efficiency ratio of the insurance
broking industry deteriorated to 90.3
percent from 55.6 percent the previous
quarter.

A total of 243 offshore placement
applications amounting to $7.6 million in
premiums were approved compared to 101
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applications with premiums of $3.9
million approved in the same quarter last
year.

Capital Markets Quarterly Condition
Report

Overview

The capital markets industry is made up
mainly of the stock market, unit trusts and
the debt market. Overall, the stock market
performance dropped in third quarter
when compared to the second quarter
results because the level of trading
dropped. Unit trusts market, however,
improved its performance from the last
quarter as increased after tax profits were
reported while the performance of the debt
market remained satisfactory over the
quarter.

The Stock Market

The level of trading in the stock market
decreased in the third quarter. This
decrease contributed to the decline in
volume and value of shares traded during
the quarter.

The market capitalisation decreased by 6.0
percent from last quarter to $819.9
million, underpinned by reduction in share
prices (Graph 38).
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The share price of two listed companies,
Pleass Beverages & Packaging and R B
Patel Group Limited rose slightly over the
quarter by 1.1 percent and 2.3 percent
respectively. On the other hand, the share
prices of seven listed companies fell while
the others remained unchanged over the
quarter.

The number of executed trades decreased
from 252 in June quarter to 120 in
September quarter (Graph 39).
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The volume of shares traded decreased
over the quarter by 77.1 percent from 1.0
million to 0.2 million. Over the year, the
decline was 65.1 percent (Graph 40).
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In line with the movement in volume
traded, the total consideration also
decreased from $1.1 million in June
quarter to $0.5 million in September
quarter. This is a 59.0 percent decrease
over the quarter and a 21.7 percent decline
from the same period last year.

The buy and sell ratio stood at 0.1:1
which is an excess of sell orders
over buy orders during the September
quarter.

The Unit Trusts Market

The performance of the unit trust market
showed signs of improvements over the
September quarter with increased profits
after tax reported at $1.6 million.
Investment expenses, however, continued
to increase at a lower rate when compared
to the previous quarter and same period in
2009. Liquidity and capital remained at
adequate levels.

There was a decline in funds under
management by 2.1 percent to $112.1
million compared to $114.5 million in the
previous quarter. The number of unit
holders also decreased from 15,237 to
15,185.

Balance Sheet

Total assets dropped by 1.6 percent from
$118.0 million to $116.1 million and by
2.1 percent over the year.

On the liabilities side, distributions payable
rose by 34.9 percent whereas sundry
creditors fell by 24.3 percent.
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Table 3
Unit Trusts’ Combined Income Statement
Quarter Sep-10 Jun-10 Sep-09 % change
Performance Over Over
$M Qtr Yr
Investment 4.36 320 755 | 3627 -42.20
Income
Investment 2.67 2.30 175 | 1623 53.00
Expense
Net
Operating 1.69 0.90 5.80 87.62 -70.94
Income
Other
Operating 0.00 0.00 0.00 | 600.00 0.00
Income
Total
Operating 1.69 0.90 5.80 88.40 -70.80
Income
Non-
Investment 0.03 0.04 0.01 -41.86 92.30
Expenses
Net
Profit(Loss) 1.66 0.86 5.79 94.95 -71.20
before Tax
Income Tax 0.03 0.09 0.04 | -59.77 -5.40
Net
Profit(Loss) 1.63 0.77 5.75 | 112.47 -71.60
after Tax
Extraordinary 0.00 0.00 0.00 0.00 0.00
gains/losses
Net Profit
(Loss after
tax & 1.63 0.77 575 | 112.47 -71.60
extraordinary
gain/losses)

Source: Unit Trust Quarterly Returns

Earnings

over the quarter and 53.0 percent over the
year.

The Debt Market

The debt market in Fiji mainly consists of
bonds traded in primary and secondary
markets.

There were no trades in bonds listed on
the secondary market by South Pacific
Stock Exchange over the quarter.

Fiji Government bonds continued to
dominate the long term bond market by
85.2 percent with Fiji Development Bank
(6.8 percent), Fiji Electricity Authority
(4.4 percent), Housing Authority (2.5
percent) and Fiji Sugar Corporation (1.1
percent) making up the balance.

Bonds issued totalled $152.7 million,
comprising $127.5 million government
bonds and $25.2 million statutory bodies
bonds (Graph 41).

Net profit after tax significantly rose by
112.5 percent in the second quarter from
$0.8 million to $1.6 million. The improved
performance  was  underpinned by
increases in both investment income and
other operating income.

Investment expenses however rose by 16.2
percent to $2.7 million from $2.3 million

Graph 41
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For the Record

GREEN RIBBON CAMPAIGN PROMOTES FINANCIAL LITERACY

Statement by the Governor of the Reserve Bank of Fiji, 19 August 2010

Stakeholders and representatives from the
public, private sector and non-government
institutions gathered at the Reserve Bank
this morning to witness the launching of
the Green Ribbon Campaign. Speaking at
the launch in Suva, the Governor of the
Reserve Bank of Fiji and Chairman of the
National Financial Inclusion Taskforce,
Mr. Sada Reddy said that “Financial
literacy is an empowering skill that is
needed throughout life, from childhood
through to retirement. Whereever people
are, whether they live in the urban or rural
areas, they will be faced with different
types of financial decisions throughout
their lives — whether it is balancing their
income with day to day living expenses,
managing borrowings for major purchases
such as a house or planning ahead to meet
needs or unforeseen risks.”

Governor Reddy said that some of the
larger developed countries already had
specific policies in place to ensure that
financial literacy is available to all its
citizens. In the Pacific, the importance
of  financial literacy has  been
recognised at the regional level by Pacific
Education = Ministers and  Finance
Ministers in 2009.

The Reserve Bank has taken a lead role to
support Government in setting up the
National Financial Inclusion Taskforce,
which is the apex forum comprising
private, public sector and non government
agencies that was established in February
this year to promote greater financial
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inclusion in Fiji.

The Green Ribbon campaign is the
initiative of the Financial Literacy
Working Group (FLWG), one of the three
working groups of NFIT, in collaboration
with the RBF. The FLWG is also working
on developing a national strategy for
financial literacy, and developing and
implementing a financial education
curriculum to be offered in all schools
from classes 1 to Form 7. In addition, the
working group will also develop financial
competencies at household levels. The
Green Ribbon Campaign is to create
public awareness on financial literacy.

The Governor also highlighted that the
RBF has sponsored a Microfinance
Village at the Hibiscus festival grounds
where, apart from micro entrepreneurs
selling their produce, various financial
institutions including commercial banks
will be conducting their financial literacy
education programs for the members of
the public.

The  National Financial Inclusion
Taskforce shares Government’s vision to
see people in the informal sector move
into the formal sector so that they can all
actively contribute to economic activity
that will create employment and prosperity
for all our people. It is through initiatives
such as improved financial literacy that
will enable citizens to make informed
decisions, plan and work towards
improving their livelihoods.
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RBF OFFICIALLY OPENS BUSINESS RESUMPTION SITE

Statement by the Governor of the Reserve Bank of Fiji, 26 August 2010

The Reserve Bank of Fiji (RBF) today
officially opened its Business Resumption
Site (BRS).

The Governor of the Reserve Bank, Sada
Reddy, in opening the site said, “The
building is set to play a critical role in
the Reserve Bank’s overall risk
management strategies. It will ensure
our ability to sustain critical business
and information technology functions,
should access to the RBF building in
downtown Suva be lost due to any form of
disaster or disruption of essential
infrastructure.”

He stressed that one of the key roles of the
RBF is to ensure stability and soundness
of the financial system and like any other
organisation the RBF is faced with a
number of risks. The BRS will ensure
critical operations can continue unabated
under worst case scenarios to ensure
continuity of the functioning of the whole
financial system. One of the key
requirements for the financial system is a
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reliable backup for FIJICLEAR, our real
time gross settlements system. This site
provides for this with a parallel back up of
the system away from our primary site in
Suva. The BRS will now be a fully
fledged alternative site and will ensure
continuity of all settlements between our
banks.

In terms of required standards, the
building is designed to withstand the most
severe cyclones and earthquakes and has
been equipped with very high level
security controls.

The planning and initial approval of the
site commenced in 2006.

The RBF acknowledges the support and
cooperation of everyone involved in the
successful completion of this project. In
addition, the Bank is grateful to the
Reserve Bank of Australia for sharing
vital information in this area and giving
the RBF the opportunity to visit their
Business Resumption Site.
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CURRENT MONETARY POLICY STANCE REMAINS UNCHANGED

Statement by the Governor of the Reserve Bank of Fiji, 27 August 2010

The Reserve Bank of Fiji Board held its
meeting on 26 August, 2010 and decided
to maintain the Overnight Policy Rate
(OPR) at 3.00 percent.

While announcing the board decision, the
Governor and Chairman of the Board, Mr.
Sada Reddy stated that, “the global
economy is recovering markedly and this
should augur well for our exports and
tourism industries which are supporting
the domestic economic recovery. On
sectoral performance, aside from the sugar
industry which continues to show
lackluster performance, recent data points
to continued strong growth in visitor
arrivals and improvements for the gold
and fish  sectors. Indicators  of
consumption activity showed modest
increases in consumer spending aided by
improvements in the labour market,
increased lending and higher inward
personal remittances”.

The Board also noted that the inflation rate
declined further to 5.4 percent in July and
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is expected to subside further to around
5.0 percent by the end of this year. On the
external sector, the trade deficit narrowed
in the first five months of this year, thus
keeping the foreign reserves at adequate
levels.

Consistently, bank liquidity remains at
high levels.

Overall, the domestic economy is showing
signs of improvement, however, the speed
of recovery is slow.

Consequently, the Reserve Bank has
decided to maintain the OPR at 3.00
percent to provide support for the
domestic economy while various measures
may be taken to bring excess liquidity to
appropriate levels.

However, the Board noted that balance of
payments risks remain and the Reserve
Bank will continue to  monitor
developments closely and align monetary
policy accordingly.
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EXPORT PROCEEDS AMNESTY

Statement by the Governor of the Reserve Bank of Fiji, 3 September 2010

The Governor of the Reserve Bank of Fiji,
Mr. Sada Reddy reminded exporters that
have yet to reconcile their outstanding
export proceeds, to do so before the
amnesty period ends on 29 October 2010.

Mr. Reddy said exporters that fail to
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comply within the amnesty period will
face legal consequences.

The Governor thanked all those companies
that have reconciled their exports proceeds
since the amnesty period began on 14
April, 2010.
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STATEMENT FROM THE RBF ON THE $1 MILLION $20 BANKNOTES UNDER
POLICE INVESTIGATION

Statement by the Governor of the Reserve Bank of Fiji, 15 September 2010

The Governor of the Reserve Bank of Fiji,
Mr. Sada Reddy confirmed that the
Reserve Bank of Fiji had reported to the
Fiji Police Force, that $1 million in $20
Fiji banknotes bearing the serial numbers
EB 450 001 — EB 500 000 was presumed
to be stolen during consignment delivery
to Fiji.

The Governor wishes to assure the public
that the Reserve Bank of Fiji is working
closely with the Fiji Police Force and is
happy with the progress of their
investigations which has now moved
offshore.

Governor Reddy wishes to assure the
general public that the $20 banknotes
bearing the serial numbers EB 450 001 —
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EB 500 000 are legal tender and should be
accepted as normal circulation legal tender
notes. The general public should not have
any hesitancy in accepting any legal
tender $20 notes including the $20 notes
bearing the serial numbers EB 450 001 —
EB 500 000.

The commercial banks, foreign exchange
dealers and business houses are advised to
accept these notes without question and
provide value to customers as they are
legal tender.

The Governor expressed his appreciation
to the Fiji Police Force, commercial
banks, the general public and other
stakeholders for their cooperation and
assistance.
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MICROFINANCE EXPO IN LABASA

Statement by the Governor of the Reserve Bank of Fiji, 23 September 2010

The Reserve Bank of Fiji (RBF) is
organising a two day Microfinance Expo
at the Labasa Court House grounds, from
Friday 24 September, 2010. The two day
event is one stop shop on microfinance for
the people of Labasa. Those visiting the
Expo will have an opportunity, to meet
various stakeholders in the industry from
the private and public sectors, including
NGOs, and learn about self employment,
entrepreneurial training, and the different
types of financial services available.

The RBF has been actively promoting
microfinance to assist the unbanked in Fiji
access appropriate and affordable financial
services. The RBF believes that
microfinance and the promotion of greater
financial inclusion can generate new
employment opportunities in the rural
areas and improve living standards.

The Governor, Sada Reddy, said “this
Expo will provide an opportunity to the
people in Labasa to hear directly from
service providers such as banks,
microfinance institutions, government
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departments and other  financial
institutions, on how they can save, manage
their finances and start a business”. He
further added that access to financial
services is a key element in improving the
livelihoods of the poor and the unbanked
in our communities.

Governor Reddy will open the Expo on
Friday morning at the Labasa Court House
grounds with the theme “Inspiring Growth
through Microfinance”. The Expo is
planned to have a carnival atmosphere
with entertainment to create a fun day for
the families. Governor Reddy has invited
all youths and families in the north to
make the most of this opportunity.

The Expo will include displays by the
various stakeholders. There will be
organised sessions on quarantine and food
hygiene training, batik, coconut and
bamboo handicrafts, fisheries, commercial
cooking on microfinance, small to
medium enterprises and financial literacy
as well as micro-entrepreneurs selling
their wares.
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2" NATIONAL ANTI-MONEY LAUNDERING CONFERENCE

Statement by the Director of the Financial Intelligence Unit, 1 October 2010

The Financial Intelligence Unit (FIU)
announced today that the 2nd National
Anti-money Laundering (AML)
conference will be held on 7 October 2010
at the Holiday Inn in Suva.

The theme for the conference is
“Investigating Money Laundering” and
will be attended by officials from various
key partner agencies the FIU that are
engaged in combating money laundering
and financial crimes in Fiji including the
law enforcement agencies judiciary, public
prosecutors, relevant government
departments, and representatives of
financial and non-financial entities that are
covered by the Financial Transactions
Reporting Act.

Director of the FIU, Mr. Razim Buksh
said the conference will provide an
excellent opportunity for relevant agencies
to discuss and exchange views and ideas
relating to the investigation of money
laundering activities in Fiji. Mr. Buksh
said that the conference will also
strengthen inter-agency networking and
cooperation that is aimed at improving the
prevention, detection, investigation, and
prosecution of serious financial crimes in
Fiji.

This conference will have distinguished
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speakers from local law enforcement
agencies and the private sector speaking
on a wide range of issues related to the
conference theme.

Conference speakers include Attorney-
General, Minister for Justice, Anti-
Corruption, Public Enterprises, Industry,
Tourism, Trade and Communication, Mr.
Aiyaz Sayed-Khaiyum; Acting Director of
Public Prosecutions, Mr. Aca Rayawa;
Director Police National Intelligence
Bureau, Mr. Henry Brown; Officer-in-
Charge Police AML Unit, Mr. Puran Lal;
Chief Executive Officer of the Fiji Islands
Revenue & Customs Authority, Mr. Jitoko
Tikolevu; Director Immigration
Department, Mr. Nemani Vuniwaqa;
former High Court Judge, Ms Nazhat
Shameem. Mr. Buksh will also speak on
the role of the FIU in assisting agencies in
investigating money laundering and other
complex crimes. There will also be a
speaker from Westpac Bank Fiji providing
a private sector insight on the conference
theme.

More than 100 delegates are expected to
attend the one day conference.

The conference is organised by the FIU
and supported by the Reserve Bank of
Fiji.
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NEW POLICY GUIDELINES FOR LICENSED INSURANCE COMPANIES

Statement by the Governor of the Reserve Bank of Fiji, 14 October 2010

The Reserve Bank of Fiji announced the
issue of Insurance Supervision Policy
Statement ~ Number 8  Minimum
Requirements for Risk Management
Frameworks of Licensed Insurers in Fiji.
The policy guideline which came into
effect from 1 October 2010 is applicable
to all licensed insurance companies, and
was issued under its powers in the Reserve
Bank of Fiji Act 1985 and the Insurance
Act 1998.

Risk Management is the process of
identifying, assessing, controlling and
monitoring risks. The objective of the
policy is to ensure that each insurer has
in place a comprehensive Risk
Management Framework that is aligned
to the insurer’s strategy and business
plans and commensurate with its scale of
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its operations.

All insurers are now expected to have in
place a Board approved Risk Management
Policy that outlines the institution’s
approach to managing risk and the
processes involved specifically including a
defined Risk Management Strategy,
management responsibilities and controls,
and supporting policies and procedures
that clearly identify, assess, mitigate and
monitor identified risks. Compliance will
be assessed during the normal course of
prudential supervision.

The Reserve Bank of Fiji extends its
sincere appreciation to the insurers for
their contribution and cooperation during
the consultation and implementation of the
policy guideline.
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UPDATE ON EXPORT PROCEEDS RECONCILIATION AMNESTY

Statement by the Governor of the Reserve Bank of Fiji, 4 November 2010

The export proceeds reconciliation
amnesty which came into effect from 14
April ended on 29 October 2010.

The Governor of the Reserve Bank of Fiji,
Mr. Sada Reddy highlighted that during
this period, a total of approximately $900
million of export proceeds were
successfully reconciled. He added that this
was the first time the Reserve Bank of Fiji
had introduced an amnesty policy and the
response was very favourable.  This
exercise enabled the RBF to reconcile
most of the outstanding export data for the
period 2004 - 2009.

Mr. Reddy said that the amnesty and
awareness has also contributed positively

39

towards the healthy foreign reserves which
are currently at a record level of $1.27
billion. He also thanked the senior
officials of the Fiji Island Customs and
Revenue Authority and the Financial
Intelligence Unit, who are also members
of the Inter-Agency Committee, for their
assistance in this exercise.

Under the Exchange Control Act,
exporters are required to bring back their
export proceeds into Fiji and to reconcile
their export data within 6-months from the
date of export.

All enquiries are to be made to the
Exchange Control Unit of the Reserve
Bank of Fiji.
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OPENING OF THE NATIONAL ANTI-MONEY LAUNDERING LEARNING
CENTRE AND LAUNCH OF CBT COURSES

Statement by the Director of the Financial Intelligence Unit, 22 November 2010

The Financial Intelligence Unit (FIU)
today opened the National Anti-Money
Laundering Learning Centre which
provides electronic computer based
training (CBT) courses targeting officials
from financial institutions and various law
enforcement agencies in Fiji.

The CBT Courses cover topics such as
money laundering, human trafficking,
precursor chemicals, search techniques on
a car, container, person or aircraft,
controlled deliveries, basic intelligence
analysis and airport and seaport security.
Each e-course contains a number of
modules with durations of 30 — 120
minutes per module.

The Learning Centre is a result of a
partnership between the United Nations
Office on Drugs and Crime (UNODC), the
British High Commission Suva, Reserve
Bank of Fiji and the FIU.

The e-courses were developed by the
UNODC that would help member
countries to counter illicit drug
trafficking, organised crimes and other
serious crimes. The e-courses include high
quality voice, pictures, graphics, videos,
animations, interactions, simulations and
tests.

The AML Learning Centre is located
within the FIU office at the Reserve Bank
of Fiji and is managed by staff of the FIU.

The Centre consists of 4 stand-alone
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computers which were donated by the
British High Commission, Suva.

The Deputy British High Commissioner,
Mr. Martin Fidler said countries are
required to comply with  global
requirements on anti-money laundering
and terrorist financing. The leadership role
of the FIU is highly commendable and the
steps taken to educate stakeholder officials
is very timely. This would ensure that the
authorities in Fiji including financial
institutions have a better understanding
and skills to combat complex crimes in
Fiji.

Director FIU, Mr. Razim Buksh said that
the AML Learning Centre and the CBT
courses will be of tremendous value to
Fiji’s law enforcement agencies as it will
allow these agencies to train their officials
without any cost.

He further added that Fiji is fortunate to
have been provided this training
opportunity. The e-courses have been
delivered in more than 50 countries and
have been recognized by the United
Nations for its high quality and
effectiveness.

The CBT courses will also provide a good
opportunity for staff of commercial banks
and other financial institutions to be
trained on the methods criminals use to
launder money and steps financial
institutions can take to detect and report
suspicious transactions that maybe linked
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to money laundering and other criminal
activities.

Mr. Buksh said that the CBT courses
would benefit officials from FIU's partner
and other relevant agencies such as the Fiji
Police Force, Immigration Department,
Fiji Independent Commission Against
Corruption, Ministry of Defense, Fiji
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Military Forces, Reserve Bank of Fiji, Fiji
Islands Revenue and Customs Authority
and Office of the Director of Public
Prosecutions.

The CBT courses are available free of
charge to all interested officials and a
completion certificate will also be
awarded.









