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OVERVIEW

While the global economic recovery
continued in 2014, the pace of expansion
was hindered by factors such as
geopolitical tensions, fall in investment
and weak underlying demand in major
economies. According to the International
Monetary Fund (IMF), world output is
estimated to have expanded by 3.3 percent
in 2014, equal to the growth in 2013.
Apart from the United States (US), most
advanced economies growth outlook has
been revised downwards. However, the
global economy is expected to expand by
3.5 percent in 2015.

In 2014, the domestic economy is
estimated to have expanded by 4.2
percent. The construction; manufacturing;
financial & insurance activities; wholesale
& retail; information & communication;
agriculture; transport & storage and the
accommodation & food service sectors are
estimated to underpin the 2014 growth
outcome.

Sectoral performances remain broadly
upbeat during the fourth quarter. Sugar,
electricity, visitor arrivals and woodchip
production performed strongly in the
December quarter, while weak outturns
were noted for gold and mahogany
production.

Consumption and investment activity
continued its above trend performance.
Imports of consumption goods and new
lending for consumption purposes noted
significant increases supported by high
disposable income, personal remittances
and improved labour market conditions.

Investment and construction indicators

were robust, as indicated by new
investment lending, imports of investment
related goods, domestic cement sales,
value of work put-in-place and the number
of completion certificates issued.

Consistent with domestic expansion and
the low interest rates by the banking
sector, broad money rose by 10.4 percent
in 2014, underpinned by growth in net
domestic credit (18.9%), which in turn
was driven by higher private sector credit
(15.6%). Total liquidity in the banking
system, as measured by commercial
banks’ demand deposits was $514.1
million at the end of 2014.

The merchandise trade deficit (excluding
aircraft) widened by 25.4 percent to
$2,513.8 million cumulative to October,
mainly due to higher growth in imports
compared to exports.  Total imports
(excluding aircraft) rose by 20.2 percent,
while  exports  (excluding  aircraft)
increased by 13.6 percent.

Inflation was 0.1 percent in December
compared with 0.3 percent in September,
owing to the declines in prices of
certain education and transport items.
Inflationary pressures remained low over
the quarter, largely reflecting the soft
trading partner inflation and the persistent
weakness in international oil and food
prices.

Foreign reserves were around $1,810.7
million at the end of 2014, sufficient to
cover 4.7 months of retained imports of
goods and non-factor services.

The RBF kept its Overnight Policy Rate
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(OPR) at 0.5 percent, given the and low inflation recorded in the
comfortable level of foreign reserves December quarter.
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THE INTERNATIONAL ECONOMY

International Economic Conditions

Global growth was lower than anticipated
in 2014. Apart from the US, economic
performances in Japan and the Euro zone
were weak largely on account of a mix of
cyclical and structural factors. Emerging
market and developing economies also
expanded at a subdued pace affected by
lower growth in China, while the decline
in oil and other commaodity prices had an
impact on commodity exporting nations.
According to the IMF, the world economy
expanded at 3.3 percent in 2014 with a
modest increase to 3.5 percent growth
estimated for 2015 (Graph 1).
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Latest economic indicators of Fiji’s major
trading partner economies portrayed
mixed outcomes during the December
quarter.

The US economy expanded further in the
September quarter by an annual 5.0
percent from 4.6 percent growth in the
June quarter. The fourth quarter
expansion was on the back of strong
consumer and business spending as well
as higher industrial production.

Recent leading economic indicators show
that the economy remains robust.
Employment conditions have improved
further with the unemployment rate
subsiding to 5.6 percent in the December
from 5.9 percent in September. Retails
sales rose annually by 5.1 percent in
November. However, manufacturing
activity moderated towards the latter
months of 2014, largely reflecting weaker
external demand.

In line with the pickup in economic
activity, the Federal Reserve ended its
monthly asset buying program in
November 2014 but maintained its federal
funds rate between 0-0.25 percent in the
December quarter.

The US economy is estimated to have
grown by 2.4 percent in 2014 while a 3.6
percent expansion is projected for 2015.
Consumer prices are estimated to have
grown by 1.7 percent in 2014 followed by
a 1.3 percent growth expected in 2015.

The Euro zone economy continues to be
fragile after expanding by a marginal 0.2
percent in the September quarter following
a 0.1 percent growth in the June quarter.
Growth in the Euro zone economy was
held back by a drop in investment.

According to latest indicators the dismal
performance continued over the fourth
quarter of 2014. Lending to household
and companies contracted by an annual
0.9 percent in November. In addition,
growth in the manufacturing and services
sectors remained stagnant in November.
However, industrial production rose
annually by 0.7 percent in October and by
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0.1 percent over September mainly on
account of higher production of non-
durable consumer goods and capital
goods.  Similarly, economic sentiment
rose over the quarter by 0.8 percent in
December.

Consumer prices fell by 0.2 percent in
December, compared to a 0.3 percent
growth in September, mainly underpinned
by the fall in fuel prices.

Given low inflation, weak economic
growth and subdued monetary indicators,
the European Central Bank kept its
refinancing rate unchanged at 0.05 percent
in the final quarter of 2014.

The Euro zone economy is estimated to
have grown by 0.8 percent in 2014, and
growth of 1.2 percent is forecast for 2015.
Inflation is estimated 0.5 percent in 2014
and forecast at 0.9 percent in 2015.

The Japanese economy contracted further
by 0.5 percent in the September quarter,
after a 1.7 percent decline in the June
quarter.  The contraction was led by
decline in business investment and
industrial production.

Inflation eased to 2.4 percent in November
from 3.2 percent in September, led by
lower costs of food and fuel items. The
unemployment rate was 3.5 percent in
November compared to 3.6 percent in
September.

The Bank of Japan maintained its
benchmark interest rate at 0.1 percent over
the December quarter but further
expanded its stimulus by 10 trillion Yen.!

! The Bank of Japan will purchase Japanese
government bonds in its effort to put downward
pressure on interest rates.

The Japanese economy is estimated to
have grown by 0.1 percent in 2014 and is
forecast to expand by 0.6 percent in 2015.
After an estimated inflation of 2.8 percent
in 2014, consumer prices are anticipated to
grow by 1.4 percent in 2015.

Growth in the Australian economy
slowed to 0.3 percent in the September
quarter, from 0.5 percent growth in the
June quarter. The slowdown was on
account of worsening commaodity prices,
in particular iron ore prices owing to fall
in demand from China.

Recent data indicate the economy was
relatively stable in the fourth quarter of
2014. Retail sales increased over the year
by 5.0 percent in October. In addition, the
unemployment rate was 6.1 percent in
December, lower than the 6.2 percent in
the September quarter and down from an
11-year high of 6.3 percent in November.

Inflationary pressures remained subdued
on account of falling commodity prices
and a stronger currency. Inflation fell to
1.7 percent at the end of 2014 from 2.3
percent in the September quarter.

Given the subdued economic performance,
the Reserve Bank of Australia left the
official cash rate unchanged at 2.5 percent
in the December quarter to encourage
economic activity.

The Australian economy is estimated to
have grown by 2.7 percent in 2014 and a
similar growth is estimated for 2015.
Inflation is projected at 2.5 percent in
2014 and 2.3 percent in 2015.

The New Zealand economy grew by 1.0
percent in the September quarter from 0.7
percent growth in the June quarter. The
third quarter expansion was mainly led by
strong consumption activity resulting from
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lower interest rates and record
immigration inflows.

However, the trade balance deteriorated in
October as strong domestic demand
resulted in a 12.0 percent annual growth in
imports while exports fell by 5.1 percent
led by tumbling dairy prices from
oversupply.

Inflation fell to 0.8 percent in the
December quarter from 1.0 percent in the
September quarter.

Given its subdued outlook on output and
inflation, the Reserve Bank of New
Zealand maintained its key policy rate at
3.5 percent in the December quarter.

The economy is estimated to have grown
by 3.2 percent in 2014. Growth in 2015 is
expected at 3.1 percent. Inflation is
anticipated at 1.3 percent in 2014 and 1.5
percent in 2015.

Growth in China slowed to 7.3 percent in
the September quarter from 7.5 percent
growth in the June quarter, the lowest
expansion rate since the global financial
crisis. The slowdown was driven by lower
property investment, weakening credit
growth and industrial production.

Latest data indicate weak performance in
the December quarter which pressured
policymakers to come up with new
stimulus ideas and measures. Industrial
production slowed to an annual growth of
7.7 percent in November from 8.0 percent
in September. Despite an annual growth
in retail sales of 11.7 percent in
November, the pace of expansion slowed
for the fifth consecutive month.

China’s property market continued to
struggle as house prices fell for the
seventh straight month in November.

Moreover, tighter regulations aimed at
curbing shadow banking activity in the
economy have led to credit growth
slowing sharply in October. On a positive
note, foreign direct investment recovered
slightly in November after four straight
months of decline, underpinned by an
increase in investment in the services
sector.

On the external front, the trade surplus
widened in November after exports rose
by 4.7 percent and as lower crude oil
prices underpinned the 6.7 percent decline
in imports.

Inflation in December eased to 1.5 percent
from 1.6 percent in September, on
account of declining oil and metal prices.

The People’s Bank of China lowered its
benchmark interest rate to 5.6 percent in
November after maintaining the rate at 6.0
percent over the last nine quarters. This
was in an effort to spur growth in a
slowing economy.

Growth within the Chinese economy is
estimated at 7.4 percent in 2014 and
projected lower at 6.8 percent in 2015.
Inflation is estimated at 2.1 percent for
2014 and 2015.

India’s economic growth decelerated to
an annual 5.3 percent in the September
quarter from 5.7 percent in the June
quarter, driven mainly by weaker
manufacturing activity. Growth in the
September quarter was led by stronger
development in the services and farming
output.

Despite economic activity marginally
slowing in the September quarter, a pickup
in industrial output and further cooling in
consumer prices improved performance in
the December quarter. The manufacturing
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Purchasing Managers Index? accelerated
to a two-year high of 53.3 in November
from 51.6 in October, indicating optimism
among businesses and an increase in
consumer spending.

The annual inflation rate slowed to 5.0
percent in December from 6.5 percent in
September due to lower food prices.

Given the slowdown in inflation, the
Reserve Bank of India (RBI) kept its
benchmark interest rate unchanged at 8.0
percent in the December quarter.

The Indian economy is estimated to have
grown by 5.8 percent in 2014, while a
higher expansion of 6.3 percent is
projected in 2015. Inflation is estimated at
6.9 percent in 2014 and projected at 6.1
percent in 2015.

The World Commodity Price index®
declined by 8.5 percent over the December
quarter, reflecting the fall in prices of
sugar, timber, gold and fish (Graph 2).

Graph 2
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2 A reading above 50 indicates an expansion in
manufacturing activity over the previous month,
while a reading below indicates retraction.

® The World Commodity Price Index is sourced
from Bloomberg and is an equal-weighted
geometric average of selected commodity prices.

The world market price for sugar (New
York No. 11) declined further by 11.7
percent to US14.52 cents per pound during
the December quarter owing to consistent
increase in global supply and weaker
consumer demand (Graph 3).

In the months ahead, the world market
price for sugar is expected to remain low
due to continuous oversupply.

Graph 3
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Gold prices fell by a marginal 0.9 percent
to US$1,206.0 per fine ounce during the
December quarter due to the strengthening
of the US dollar (Graph 4).

Graph 4
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Over the medium term, gold prices are
expected to decline further based on
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Federal Reserve’s outlook to raise US
interest rates while other central banks
extend stimulus measures. However, gold
has retained its status as a safe-haven
investment, despite turmoil elsewhere in
commodity markets.

The Brent crude oil price fell significantly
in the December quarter by 40.2 percent to
US$55.70 per barrel as oversupply from
major oil producers continued to push
prices lower (Graph 5).

Brent crude oil prices are expected to
decline further in the months ahead due to

the current oversupply of crude oil and
strengthening of the US dollar.

Graph 5
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THE DOMESTIC ECONOMY

Domestic Economic Conditions

In 2014, the domestic economy is
estimated to have expanded by 4.2
percent, slightly higher than the earlier
projection of 3.8 percent* (Graph 6). The
construction; manufacturing; financial &
insurance; wholesale & retail; information
& communication; agriculture; transport
& storage and the accommodation & food
service sectors are envisaged to underpin
the 2014 growth outcome. In contrast, the
mining & quarrying and fishing sectors
are projected to hinder growth.

Graph 6
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In 2015, the economy is forecast to grow
by 4.0 percent, led by the construction;
financial & insurance activities;
manufacturing; wholesale & retail;
information & communication;
agriculture; transport & storage and the
accommodation & food service sectors.
The broad based growth is expected to be
supported by the planned fiscal stimulus
announced in the 2015 National Budget
and heightened business and investor

4 Economic indicators were revised in October
2014.

10

confidence after the successful conclusion
of general elections in September 2014.

In 2016 and 2017, economic growth is
forecast at 3.0 percent per year.

Production

Sectoral outcomes generally remained
optimistic in the review period with
increases in output for the sugar,
electricity and construction  sectors.
Tourism activity also improved due to
higher visitor arrivals. In contrast, timber
industry output continued to vary while
gold production declined.

In the 2014 sugar crushing season,’ the
Fiji Sugar Corporation crushed 1,831,678
tonnes of cane to produce 226,230 tonnes

of sugar. This was a yearly increase of
13.7 percent and 25.8 percent
respectively® (Graph 7).
Graph 7
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® The 2014 sugar crushing season ended on 18
November.

® In comparison to the Macroeconomic Policy
Committee October forecasts, the actual outturn of
cane and sugar output were higher by 61,678 tonnes
(3.5%) and 12,977 tonnes (6.1%), respectively.
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The positive outcome was attributed to
favourable weather conditions, consistent
supply of cane to the sugar mills and
greater milling efficiency. The tonnes of
cane to tonnes of sugar (TCTS) ratio — a
measure of milling efficiency, fell to 8.1 in
the 2014 crushing season compared to 9.0
in the 2013 crushing season. The TCTS in
2014 season was lowest since 1994, when
it was 7.9.

Total electricity produced by the Fiji
Electricity Authority (FEA) in 2014
increased by a marginal 0.2 percent to
859,715 megawatt hours (MWh). Of this,
47.1 percent was produced through
renewable sources. This was lower by an
annual 23.8 percent due to lower
production from Wailoa, Nadarivatu and
Butoni power stations. The ongoing
refurbishment work at the Wailoa power
station and the dry season towards the end
of 2014 largely reduced output from the
Monasavu and Nadarivatu hydro dams.

Nonetheless, the growth in electricity
production was underpinned by increased
demand for electricity. Cumulative to
November, electricity consumption rose
by an annual 2.8 percent, driven by
domestic (5.1%), commercial (2.3%) and
industrial (1.9%) customers.

Performance in the timber industry varied
in 2014. Woodchip production by the
Tropik Wood Industries Limited increased
by 22.9 percent to 378,520 tonnes, while
mahogany output fell by 7.5 percent to
54,972 cubic meters. Timber exports also
declined by 27.4 percent up to October
2014.

Gold output and export performed poorly
due to mining of low grade ore in 2014,
The Vatukoula Gold Mines Limited
(VGML) produced 38,504 ounces of gold
— a decline of 1.8 percent in 2014 (Graph

11

8). Consistent with the decline in
production, gold exports fell by an annual
70.2 percent (to $20.9m) cumulative to
October 2014.

Graph 8
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The world market gold prices was
US$1,206.00 per fine ounce as at 31
December 2014, equivalent to
FJ$2,397.14."

Tourism activity was upbeat in 2014
mainly due to a 5.3 percent growth in
visitor arrivals to a record 692,630°
(Graph 9).

Graph 9
Monthly Visitor Arrivals
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" Exchange rate as at 31 December 2014, 1FJD =
0.5031 USD.

8 The last record was in 2011 when 675,050 tourists
visited Fiji.
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(11.8%), Continental Europe (5.8%),
South Korea (34.3%), China (21.0%) and
India (8.2%) underpinned this positive
outcome.

The performance of the tourism industry is
expected to be strengthened further in
2015 with the introduction of the direct
flights from Nadi to Wellington and Nadi
to Gold Coast flights by Jetstar.
Moreover, in February 2015, Fiji Airways
will complement its Hong Kong route
with charter operations of two direct
flights into Shanghai.® Additionally, the
continuation of the operating and
marketing grant to Tourism Fiji by the
Fijian Government from the 2015 National
Budget augurs well for the industry.

Construction

According to latest statistics, construction
activity was buoyant in 2014. Domestic
cement sales, a partial indicator of local
construction activity, grew strongly by
17.6 percent last year. Total estimated
value of work put-in-place grew by 18.4
percent to $309.2 million up to September.
In line with this, the number and value of
completion certificates issued rose by 7.3
percent and 147.3 percent, respectively.
Similarly, the number of building permits
issued - a forward looking indicator of
construction activity, also increased by 5.9
percent. However, the value of building
permits issued slightly declined by 0.9
percent.

® This arrangement has been made possible through
the efforts of Tourism Fiji that supported Rosie
Holidays to partner with Fiji Airways to charter
Airbus A330. The first charter will be in February
2015 during the Chinese New Year festive period
and thereafter, chartering will be based on the
demand for that route by Rosie Holiday’s
customers.

12

Consumer Spending

Various partial indicators for consumer
spending revealed robust consumption
activity in 2014. Net Value Added Tax
(VAT) collections rose by 6.1 percent to
$797.2 million, while new lending for
consumption purposes™ grew strongly by
72.8 percent in 2014. Similarly, imports
of consumption goods rose by 20.4
percent up to October last year.

Consumer spending was largely aided by
improved labour market conditions, higher
disposable incomes  and inward
remittances. Pay As You Earn collections,
a partial indicator of individual incomes
rose by 185 percent, while inward
remittances increased by 13.0 percent in
2014.

Investment

Partial indicators of investment activity
noted positive outcomes in 2014. New
investment lending grew by 11.3 percent
to $279.9 million,"* in 2014 while imports
of investment goods increased by 24.5
percent in the year to October. Overall,
investment activity continues to be driven
by large investments into construction
projects. Investment in 2014 is estimated
to have been around 26 percent of GDP.

Labour Market
The increased economic activity in

2014 fared well for the  labour
market. According to the RBF’s Job

0 This was underpinned by a large proportion of
new loans to the wholesale, retail, hotels &
restaurants sector.

™ This comprised of $147.5 million for real estate
activities and $132.4 million for the building &
construction sector.
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Advertisement Survey,”” the number of
vacant positions advertised in 2014
increased by 12.8 percent. Increased job
advertisements for community, social &
personal services, manufacturing, and
construction  sectors underlined this
outcome (Graph 10).

Graph 10
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Inflation

Inflation at the end of 2014 was
significantly lower at 0.1 percent*® (Graph
11), mainly due to the fall in fuel* prices
together with lower contribution from the
food & non-alcoholic beverages category.
This reflects the ease in global food and
oil prices as well as the absence of major
domestic supply shocks. Moreover, the
provision of free education from 2014 also
contributed to this outcome.

Looking ahead, inflationary pressures are
expected to be within comfortable levels
given the subdued global oil and food
price movements and soft trading partner
inflation outlook.

12 This is based on Fiji Times advertised positions
only.

¥ The RBF inflation forecast for 2014 was 1.5
percent.

1% Lower prices were recorded for kerosene, petrol
and diesel.
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Graph 11
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The External Sector

In the year to October 2014, the
merchandise trade deficit (excluding
aircraft) widened by 25.4 percent to
$2,513.8 million.

Domestic exports rose by 3.2 percent to
$823.7 million a turnaround from the 7.6
percent decline in the same period in
2013. The higher domestic exports was
mainly led by sugar, mineral water,

coconut oil, kava and other domestic
exports which  more-than-offset the
decline in gold, timber, garments,

footwear, fish, sweet biscuits, fruits &
vegetables, bauxite and flour exports.
Total exports (excluding aircraft) rose by
13.7 percent to $1,850.7 million compared
to a decline of 9.0 percent in the same
period in 2013.

Total imports (excluding aircraft) rose by
20.2 percent (to $4,364.5m) in the year to
October when compared to a 10.8 percent
growth in the same period in 2013.
Imports of investment goods (excluding
aircraft) rose by 24.5 percent, led by
higher imports of machinery and transport
equipment. In addition, imports of both
consumption and intermediate goods rose
by 20.4 percent and 15.4 percent,
respectively.
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Tourism earnings rose annually by 5.8
percent to $1,035.7 million cumulative to
September, while personal remittances
increased by 13.0 percent to $383.2
million in 2014.

Foreign reserves (RBF Holdings) were
$1,810.7 million at the end of 2014,
sufficient to cover 4.7 months of retained
imports of goods and non-factor services
(Graph 12).

Graph 12
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Domestic Financial Conditions

During the last quarter of 2014, the RBF
kept its monetary policy stance unchanged
with the OPR held at 0.5 percent. With
sufficient liquidity in the banking system
and consequently lower interest rates,
monetary conditions remained conducive
for economic growth.

Total liquidity in the banking system, as
measured by commercial banks’ demand
deposits, decreased during the December
quarter by $15.1 million to $514.2 million
(Graph 13).

14

Graph 13
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Money Markets

In the December quarter of 2014,
Government treasury bill (t-bill) issues
were oversubscribed by $180.0 million.
Total t-bill allotment was $130.6 million
with maturities between 56-364 days and
yields ranging from 2.02-3.29 percent.

The overnight interbank money market
continued to be inactive in the last quarter,
of 2014 due to sufficient liquidity in the
money market.

The Bond Market

In the December quarter, sales of Fijian
Government bonds were oversubscribed
by $12.0 million. A total of $7.0 million
was allotted for bonds with maturities
between 10-15 years and yields ranging
from 4.94-5.14 percent. In 2014, the
uptake on Government’s retail bonds (Viti
Bonds) was $5.5 million.

Statutory body bonds were also
oversubscribed by $62.8 million in the
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December quarter. A total of $39.7
million was allotted on 2-5 year maturities
with yields ranging from 2.85-3.90
percent.

For promissory notes, $22.0 million was
floated while $17.0 million was allotted
with maturities between 210-315 days and
yields ranging from 2.37-3.46 percent.

Foreign Exchange Markets

During the fourth quarter of 2014, the
Fijian dollar appreciated against the
Australian dollar (3.9%), the Yen (6.5%)
and the Euro (1.8%), while it depreciated
against the New Zealand (-3.3%) and the
US (-2.4%) dollars (Graph 14).

Graph 14
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In 2014, the Fijian dollar strengthened
against the Yen (8.5%), the Euro (8.3%)
and the Australian dollar (3.9%) and
weakened against the US dollar (-4.5%).
However, it remained unchanged against
the New Zealand dollar.

On a quarterly basis, the Nominal
Effective Exchange Rate™ index fell by

> The NEER is the sum of the indices of each
trading partner country’s currency against the Fijian
dollar, adjusted by their respective weights in the
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0.4 percent in December 2014, reflecting a
slight depreciation of the Fijian dollar
against its major trading partners’
currencies.

The Real Effective Exchange Rate® index
rose by 0.4 percent over the December
quarter, indicating a slight decline in Fiji’s
international competitiveness against its
major trading partners (Graph 15).

Graph 15
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Financial Intermediaries

Broad money (M3) grew by 10.4 percent
in 2014 (to $6,320.9m), a slowdown from
12.9 percent growth in the September
quarter. The growth was largely
underpinned by a strong annual growth in
net domestic credit by 18.9 percent (to
$5,753.8m).

basket. This index measures the overall movement
of the Fijian dollar against the basket of currencies.
An increase in this index indicates a slight
appreciation of the Fijian dollar against the basket
of currencies and vice versa.

18 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 Fijian dollar against the
basket of currencies. A decline in REER index
indicates an improvement in Fiji’s international
competitiveness.
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Increases in private sector credit (15.6%)
and non-financial public sector credit
(43.9%) in turn underlined the outcome in
net domestic credit. In contrast, net
foreign assets fell by 8.5 percent (to
$1,623.4m) from a decline of 3.8 percent
in September.

On the liability side, increase in narrow
money (5.6 %), fuelled by expansion in
currency in circulation (11.5%) and
transferable  deposits  (4.7%) largely
underpinned M3 growth Moreover, other
deposits and securities other than shares
also increased by 19.1 percent and 1.9
percent, respectively in December.

Commercial banks’ outstanding lending
rose by 25.4 percent in 2014 to $4,835
million. The lending expanded to all
sectors, particularly to transport & storage,
building & construction, electricity, gas &
water and private individuals (Graph 16).

Similarly, commercial banks’ new lending
rose by 43.8 percent to $2,055 million.
Increased lending mainly to the mining &
quarrying, wholesale, retail, hotels &
restaurants; and electricity, gas & water
sectors underlined the outcome.

Graph 16
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On interest rates, both the weighted
average commercial banks’ outstanding

and new lending rates increased to 5.72
percent and 6.03 percent in December
from 5.69 percent and 5.43 percent in
September respectively.

The existing and new time deposit rates
also increased to 2.15 percent and 1.96
percent in December from 1.72 percent in
and 1.90 percent in September. In
contrast, the existing savings deposit rate
fell to 0.57 in December from 1.30 percent
in September (Graph 17).
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Banking Industry Quarterly Condition
Report — September 2014

The overall performance of the banking
sector continued to be assessed as
satisfactory for the September 2014
quarter attributed to satisfactory ratings of
capital, earnings, asset quality, and
liquidity.

Balance Sheet

As at 30 September 2014, commercial
banks’ gross assets represented 43.0
percent of the $16.5 billion of gross assets
of the Fijian financial system.

Commercial banks’ balance  sheet
expanded by 3.2 percent ($213.5m) over
the quarter, and by 21.4 percent ($1.2b)
over the year to $7.0 billion. The
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expansion was led by the persistent
growth in loans and advances (Graph 18).
In this regard, gross loans represented 70.6
percent of the commercial banks’ total
resources.

Graph 18
Structural Change and Growth in
Commercial Bank Assets

®Other assets
BCash & balances with the central bank

$M BInvestment securities
DODeposits with banks & at call
7,000 + ONet loans and advances to customers —

6,000 -
5,000 4
4,000 -

{H

3,000 4
2,000 4
1,000 4

2010 2011 2012

Source: Commercial Banks

Balance Sheet Funding

Total deposits grew by 2.0 percent
($116.5m) over the quarter and 19.5
percent over the year to a record level of
$5.9 billion (Graph 19). The growth was
however lower than the previous quarter.
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The increase in deposits was led by time
deposits which noted a growth of 8.3
percent ($152.7m) to $2.0 billion, while
savings deposits grew by 6.6 percent
($18.6m) to $300.6 million. Demand
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deposits however noted a marginal decline
of 1.5 percent ($54.7m) to $3.6 billion. In
terms of composition, demand deposits
continued to dominate at 61.4 percent.

Financial Intermediation

Gross loans and advances continued its
upward trend reporting a growth of 5.6
percent ($262.4m) over the quarter to $4.9
billion (Graph 20). The annual growth
rate was at a record high of 27.2 percent.

Graph 20
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The commercial banks’ loan book was
dominated by loans to the private business
sector (63.6%) and loans to the household
sector (28.4%).

Lending to the private sector recorded a
notable increase of $132.0 million over
the quarter, to $3.1 billion (Graph 21).
Lending to the manufacturing, wholesale
& retail sectors, and private individuals
also recorded increases, with loans to
households noting an increase of $95.7
million to $1.3 billion, the highest
increment noted in loans advanced for
housing purposes ($77.7m).

Loans for personal transportation and
personal purposes (incl. credit cards) also
increased, by $7.6 million and $10.4
million, respectively during the quarter
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under review.

Graph 21
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Capital Adequacy
The industry’s consolidated capital

adequacy ratio increased slightly to 14.0
percent and was rated satisfactory. All
banks maintained their capital adequacy
ratios above the prudential minimum of
12.0 percent (Graph 22). Total eligible
capital rose by 7.0 percent over the
quarter, while total risk weighted assets
increased by 6.0 percent, leading to the

overall improvement in the capital
adequacy ratio.
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Commercial banks’ non-performing loans
(NPL) less specific provisions to capital
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ratio increased to 7.6 percent (June 2014:
6.7%) led by the increase in the level of
classified accounts, coupled with a slight
reduction in the level of specific
provisions (Graph 23).

Commercial banks also continued to hold
general reserves for credit losses (GRCL)
to cushion any immediate downside
impact from non-performing loans.

Graph 23
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Asset Quality

Asset quality of banks continued to be
assessed as satisfactory, with classified
exposures remaining low at 2.1 percent of
gross loans. The level of classified
exposures increased by 8.1 percent to
$105.0 million attributed to the increase in
substandard ($3.9m) and doubtful ($2.3m)
accounts (Graph 24).
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Total past due loans on an industry
aggregate reduced over the quarter by 6.6
percent ($3.6m) to $100.5 million as at
September 2014. The improvement was
attributed to declines in past due levels in
the 1-2 year category ($3.4m) and 3-6
months category ($1.4m) due to recoveries
and restructures, while the over 2 years
category ($0.8m) and 6-12 months
($0.4m) category increased (Graph 25).

Graph 25
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Total provisions held for classified
accounts increased by 4.1 percent ($4.3m)
over the quarter, to $110.7 million,
equivalent to 50.2 percent of classified
exposures.  General reserves for credit
losses rose by 10.7 percent to $57.9
million and represented 1.1 percent of net
loans.

In terms of loans concentration,
commercial banks’ loans to the private
individuals sector stood at 28.4 percent,
followed by the wholesale, retail, hotels
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and restaurant sector at 25.2 percent
(Graph 26).

Graph 26
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Earnings and Interest Spread

Commercial banks’ earnings levels were
assessed as satisfactory reporting a
consolidated net profit before tax of
$43.2 million in the September quarter.
The increase over the quarter was
attributed to both interest and non-
interest income, which grew by 5.6
percent and 5.9 percent, respectively.
Non-interest income increased due to an
upturn in profits on overseas exchange
transactions.

Operating expenses also increased due to
project related setup costs incurred by
some banks during the quarter.
Commercial banks’ efficiency declined
with a slight increase in the efficiency
ratio to 53.9 percent from 51.9 percent
recorded in the June quarter.
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Table 1 In line with the increase in profit,
9 3 . .

Banks’ Combined Income Statement commercial banks’ annualised return on
Quarter Sep-13 Jun-14  Sep-14 % Change H
Berformance assets (ROA) and return on equity (ROE)
M %th_’ er improved over the quarter to 25

percent and 26.0 percent, respectively
Interest Income 586 681 719 56 227 (Graph 28)
Interest Expense ~ 11.3 131  14.0 6.9 239
Net interest
income 473 550 579 | 53 224 _ Graph 28
Add: Non interest Commercial Banks' ROA and ROE
income 37.1 47.1 499 5.9 34.5 Percent Percent
Income from 30 Before Tax Annualised ROE (LHS) 7
overseas exchange 25 6
transactions 167 166 194 169 162
5
Commission 2.6 2.9 4.1 41.4 57.7 2 4
15
Fee Charges 15.5 19.7 19.2 -25 23.9 3
10
Other income 2.4 7.9 7.3 -7.6 204.2 2
5 Before Tax Annualised ROA (RHS) 1
Equals
Total operating 0 0
income 84.4 102.1 107.8 5.6 27.7 2010 2011 2012 2013 Mar-14 Jun-14 Sep-14
Less: Operating Source: Commercial Banks
expenses 46.2 52.9 58.1 9.8 25.8
Less: Bad Debts & . B
provisions 27 121 65 | 463 1407 The co_mblned interest spread for
Equals: commercial banks increased slightly over

Profit before tax 35.5 37.1 43.2 16.4 21.7

Less: Tax 7.7 9.2 9.1 -1.1 18.2
Net profit after tax 27.8 27.8 34.1 22.7 22.7

Source: Commercial Banks

Net interest income increase over the
quarter and represented 53.7 percent of
gross income, whereas trading income
slightly increased to 14.2 percent in
September 2014 (Graph 27).
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the quarter to 3.9 percent (June 2014:
3.8%). This was due to a relatively larger
increment in the return on earning assets at
12 basis points (bp) compared to the 4
basis points increase in cost of funding
liabilities (Graph 29).

Graph 29
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Liquidity

Commercial banks’ liquidity levels
continued to be assessed as satisfactory
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although liquid assets'’ noted a decline of
5.1 percent ($69.8m) to $1.3 billion in the
quarter under review (Graph 30).

Graph 30
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Liquid assets as a percentage of total
assets decreased over the quarter to 18.8
percent (June 2014: 20.4%), however
continued to be assessed as adequate to
meet liquidity obligations of banks should
they fall due.

The commercial banks’ core®® liquidity
ratio improved over the quarter to 68.2
percent from 58.3 percent in the June 2014
quarter (Graph 31). The improvement was
attributed to a fall in the level of funds
needed to be made available on demand
(TD maturing in less than 3 months and
demand deposits of NBFIs).

The 15 large depositors of individual
banks totalled $2.3 billion, and
represented 37.9 percent of the total
deposits of the commercial banking
industry.

1 Liquid assets include cash on hand, demand

balances at RBF, demand and term balances due
from corresponding foreign banks and holding of
Government and Quasi Government debt securities.
8 Core liquidity includes cash on hand, demand
balances at RBF and demand balances due from
corresponding foreign banks. Core liquidity ratio is
the ratio of core liquidity to term deposits maturing
in three months or less plus demand deposits of
non-bank financial institutions.

Graph 31
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Overview — Credit Institutions

The overall performance of the credit
institution industry continued to be
assessed as marginal in the September
2014 quarter, based on a strong capital
position and satisfactory earnings level,
while liquidity and asset quality were
assessed as marginal and  poor,
respectively.

Total resources of the industry declined
slightly by 0.4 percent to $245.0 million.
The share of credit institutions’ total gross
assets relative to the total assets of the
financial system remained unchanged at
1.6 percent (Graph 32).
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Balance Sheet Funding Graph 34
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The decline in deposits has been attributed
to a reduction in deposits from non-bank
financial institutions (NBFIs) by $2.9
million and private individuals by $1.2
million.

Financial Intermediation

Total loans and advances of credit
institutions increased in the September
2014 quarter by 0.6 percent to $196.1
million.

However, loans to private sector business
entities reduced by $0.5 million. All key
sectors recorded declines except for
the private individuals sector which
noted an increase of $1.4 million mainly
driven by loans for personal transport
(Graph 34).

2010 2011 2012 2013 Mar-14 Jun-14 Sep-14

Source: Credit Instituitions
Capital Adequacy

Capital adequacy at an industry aggregate
remained strong at 33.2 percent, a slight
improvement over the quarter (Graph 35).
The increase in the ratio was due to a
higher increase in total capital by 2.2
percent compared to risk weighted assets
(1.9%).
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Credit institutions’ NPL less provisions to
capital ratio increased over the quarter to
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31.6 percent from 29.2 percent in June
2014 (Graph 36). The increase was
mainly led by an upturn in non-performing
loans.

Graph 36
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Asset Quality

Credit institutions’ asset quality was
assessed as poor, as classified exposures to
gross loans ratio remained high at 16.8
percent (Graph 37).  Non-performing
loans increased over the quarter by 7.3
percent to $32.9 million and specific
provisions declined from 33.9 percent to
32.0 percent.
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Past due levels increased over the quarter
to $48.9 million from $42.5 million
recorded in the June 2014 quarter. All
categories increased except for the 6-12
months (-$2.6m) and the 1-2 years (-
$0.7m). The largest increase of $5.6
million was noted in the 1-3 months
category due to accounts reflecting early
signs of impairment (Graph 38).
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Lending by credit institutions continued to
reflect a significant concentration (37.2%)
in the transport & storage sector, noted to
be the target market of credit institutions
(Graph 39).
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Earnings and Interest Spread

The earnings performance of credit
institutions was assessed as satisfactory,
reporting a net profit before tax of $4.2
million, although a decline from the $4.9
million recorded in the June 2014 quarter.
Profits were also lower in comparison to
the same period in 2013 (Table 2).

Table 2
Credit Institutions’ Income Statement

Quarter Sep-13 Jun-14 Sep-14 % Change
Performance Over Over
(M) Qtr Yr
Interest Income 12.9 7.8 8.1 3.8 -37.2
Interest Expense 33 15 15 -54.5
Net interest

income 9.6 6.3 6.6 4.8 -31.3
Add: Non interest

income 1.0 0.7 05| -28.6 -50.0
Commission 0.1 0.01 0.02| 100.0 -80.0
Fee Charges 0.7 0.4 0.2| -50.0 -71.4
Other income 0.2 0.4 0.03| -925 -85.0
Total  operating

income 10.7 7.1 7.1 -33.6
Less: Operating

expenses 4.4 2.1 25| 19.0 -43.2
Less: Bad Debts &

provisions 05 0.02 0.4 [1,900.0 -20.0
Profit before tax 5.7 4.9 42| -143 -26.3
Less: Tax 1.2 1.0 0.8| -20.0 -33.3
Net profit after tax 4.6 4.0 34| -150 -26.1

Source: Credit Institutions

Net interest income of the industry
increased by 4.8 percent, however
increases in operating expenses and
provisions expensed for bad debts resulted
in the decline in profit during the quarter.
As a result, the efficiency ratio
deteriorated over the quarter to 35.1
percent, from 30.1 percent.

With the increase in net interest income,
credit institutions’ interest margin to gross
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income increased to 92.6 percent from
89.7 percent (Graph 40).

Graph 40
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Furthermore, the decrease in profits led to
the reduction in the annualised return on
equity (ROE) and return on assets (ROA)
to 239 percent and 6.8 percent,
respectively (Graph 41).
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Credit institutions’ interest spread also
increased to 10.5 percent from 10.0
percent, attributed to the increase in the
return on monetary assets, while the cost
of funds noted a reduction (Graph 42).
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Graph 42
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Liquidity

The liguidity position of credit institutions
was assessed as marginal against
prudential benchmarks, attributed to the
high gross loans to total deposits ratio at
121.5 percent, a slight movement over the
quarter from 118.2 percent in June 2014
(Graph 43). Total liquid assets™ stood at
$42.8 million and represented 17.5 percent
of total assets.
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The coverage of short term liabilities with
core liquidity”® deteriorated over the

¥ Liquid assets include demand and term balances
with banks, and holdings of Government and Quasi
Government debt securities.

2 Core liquidity includes demand balances with
banks. Core liquidity ratio is the ratio of core
liquidity to term deposits maturing in three months.
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quarter from 73.8 percent to 48.4 percent.

Insurance Industry Quarterly
Condition Report - September 2014

Overview

The insurance industry’s performance in
the quarter under review continued to be
assessed as satisfactory attributed to a
strong capital position, and satisfactory
liquidity and earnings levels.

Life Insurers
Capital

The life insurers’ solvency surplus noted a
decline over the quarter by 4.9 percent
($8.3m) to $159.4 million. The decline
was mainly due to the impact of a
decrease in investment-linked assets®
attributed to market value depreciation of
government securities.  The required
solvency margin also dropped slightly to
$23.0 million from $23.1 million, over the
quarter (Graph 44).
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Overall, the life insurance industry’s
capital position continued to be assessed
as strong.

2L Government securities, bank deposits, and shares
in related and non-related persons.
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Assets

Total assets of the life insurance sector
declined by 1.4 percent over the quarter to
$975.8 million (September 2013: $916.9
m). The decline was mainly attributed to
the reduction in cash on hand by $30.0
million (Graph 45).
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Investments on the other hand recorded an
increase of 2.1 percent to $811.6 million
and accounted for 83.2 percent of total
assets.

The increase in investments has been
attributed to a build-up in bank deposits by
$30.4 million and shares in non-related
persons by $6.0 million, while
Government securities declined by $19.7
million. Government securities continued
to dominate the asset base of the life
insurance sector at 56.9 percent, followed
by other loans (secured) at 8.3 percent,
shares in related persons at 7.1 percent and
shares in non-related persons at 4.9
percent (Graph 46). Of the total loans,
99.6 percent were reported to be secured.

As at 30 September 2014, total assets of
the life insurance sector represented 5.9
percent of the total gross assets of Fiji’s
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financial system.”

Graph 46
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Liabilities

Total liabilities of the life insurance sector
also noted a decrease of 1.6 percent ($14.3
m) to $908.1 million over the quarter, and
this was mainly due to the reduction in the
balance of revenue account and other
liabilities, by $9.8 million and $4.4
million, respectively.

The decrease in other liabilities was due to
the decline in amounts due to related
persons.

The balance of revenue account decreased
during the quarter under review by $9.8
million to $882.9 million, as a result of the
decrease in policyholder liabilities. The
balance of revenue account remained the
major component of life insurers’
liabilities at 97.2 percent.

Earnings

Life insurers’ total income decreased by
36.0 percent ($12.8 m) over the quarter to
$22.7 million (September 2013: $56.9
million). This was largely due to the asset
value depreciation of 406.9 percent

22 Gross assets of the Fijian financial system stood
at $16.5 billion as at 30 September 2014.
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($20.1m), and a decline in interest income
during the quarter by 4.6 percent ($0.6m).
Net insurance premium however increased
by $6.6 million to $32.5 million attributed
the increase in sales of a single premium
product.

Total outgoings increased by 6.8 percent
($1.9m) to $30.5 million due to net policy
payments which increased by 8.1 percent
($1.8m). Net commissions and operating
expenses also noted marginal increases
over the quarter.

Overall, the life insurance industry
recorded an after tax deficit of $7.6
million in the quarter under review
compared to a $6.8 million surplus in June
2014.

Liquidity

Life insurers’ liquid assets decreased over
the quarter by 2.8 percent ($19.4m) to
$662.4 million. This was mainly
attributed to a decline in both cash on
hand and government securities, however,
compensated by the increase in bank
deposits.

The liquidity ratio which indicates the
ability of life insurers to meet policyholder
liabilities as they fall due, marginally
declined to 74.3 percent from 75.7 percent
in June 2014. Despite the decline, the
coverage of liquid assets to policy
liabilities was assessed as satisfactory.

General Insurers
Capital

The solvency surplus position of the
general insurers on a consolidated basis
improved by 0.9 percent to $76.8 million,
in the quarter under review. This was
attributed to the increase in actual
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solvency capital by 17.3 percent ($15.3m)
to $103.9 million, due to a higher
reduction in total adjusted liabilities by
$19.3 million, compared to the decline in
total admissible assets by $7.3 million.

The required solvency margin was
recorded at a higher level of $27.1 million
(Graph 47).
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Overall, the general insurance sector
continued to be strongly capitalised.

Assets

Total assets of the general insurance sector
decreased by 2.1 percent ($7.1m) and
stood at $324.1 million as at 30 September
2014.  The reduction in assets was
attributed to the decrease in amounts due
from reinsurers on outstanding claims by
$13.5 million to $22.8 million through
claims settled.  Cash on hand also
decreased by $7.4 million, which were
invested in bank deposits.

The composition of assets remained
relatively unchanged as bank deposits
continued to account for the majority of
the general insurers’ assets at 57.2 percent,
followed by outstanding premiums at 11.7
percent, cash on hand at 7.9 percent and
amounts due from reinsurers on




RBF Quarterly Review

December 2014

outstanding claims at 7.04 percent (Graph
48).

Graph 48
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Reinsurance

All licensed general insurers complied
with their reinsurance requirements in the
review quarter, as established under
Section 39 of the Insurance Act 1998.

Liabilities

The general insurance sector reported a
decline of 6.1 percent ($13.7m) in total
liabilities over the quarter, to $207.3
million due to a reduction in other
liabilities by 22.7 percent and outstanding
claims provisions by 11.0 percent to $34.6
million and $61.1 million, respectively.

Reported claims decreased by $7.6
million, attributed to the settlement of
claims and absence of severe losses during
the review quarter.

Despite the decline, unearned premium
provisions were recorded to be the major
liability of general insurers at 39.7
percent, followed by outstanding claims
provisions at 38.8 percent (Graph 49).
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Earnings

The general insurance sector recorded an
after tax profit of $6.4 million for the
September 2014 quarter, a decrease of
$6.2 million compared to the June 2014
quarter. The decline was attributed to the
significant increase in net claims incurred.

Net claims incurred increased by $6.4
million to $17.6 million in line with the
adjustments  in  outstanding  claims
provisions. On the other hand, net earned
premiums increased by $1.3 million to
$31.2 million. As a result, the general
insurance industry’s underwriting result
declined in the quarter under review by
45.4 percent to $6.5 million (Graph 50).
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Net premium income increased by 13.7
percent ($4.2m) to $34.7 million,
underpinned by the increase in gross
premium income ($43.5m) and a decline
in reinsurance outward costs by $2.3
million to $8.7 million.

The net loss ratio® deteriorated in the
review quarter to 56.4 percent compared
to 37.4 percent in the previous quarter as a
result of a higher increase in net incurred
claims compared to the increase in net
earned premiums.

The underwriting expense ratio® increased
slightly over the quarter to 22.6 percent.

As a result, the combined ratio® for the
general insurance sector for the quarter
under review deteriorated to 79.0 percent
compared to 59.9 percent recorded in the
previous quarter.

Liquidity

Holdings of liquid assets by the general
insurance industry increased slightly over
the quarter by 0.3 percent ($0.6m) to
$213.1 million, mainly attributed to the
increase in  bank deposit holdings.
Liquidity positions of general insurers
have been assessed to adequately cover
reported provisions.

Insurance Brokers
Earnings
The insurance broking industry’s total

revenue for the quarter stood at $4.5
million, a 4.6 percent growth from the

2 Net Loss Ratio - net claims incurred as a
percentage of net earned premiums.

24 Underwriting ratio - underwriting expenses as a
percentage of net earned premiums.

%5 Combined ratio - net loss ratio plus underwriting
expense ratio.
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previous quarter at $4.3 million
(September 2013: $4.2m), attributed to the
increase in brokerage income for the
quarter.

Brokerage earned as  commission
continued to account for majority of the
revenue of the broking industry at 89.2
percent (June 2014: 91.7%).

Total expenses of the industry rose by
11.5 percent to $2.7 million with salaries
and wages, and other expenses accounting
for 48.1 percent and 40.2 percent,
respectively.

The industry’s overall after tax profit
declined by 4.3 percent to $1.4 million
(September 2013: $1.4 million).

Insurance Broking Account

The outstanding balance of the insurance
broking account stood at $4.5 million as at
30 September 2014, noting an increase
from $4.4 million reported in June 2014.

Total monies received increased by 37.3
percent ($12.2m) over the quarter to $45.0
million. Total monies withdrawn also
increased by 42.8 percent ($13.5m) to
$45.0 million mainly due to increased
payments to licensed and offshore
insurers.

Offshore Placements

320 offshore applications worth $8.8
million in premiums were approved during
the September quarter compared to 308
applications worth $6.3 million approved
in the June quarter. The material damage
and business interruption class continued
to account for the largest share of
premiums remitted at 59.1 percent (Table
3).
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Table 3
Summary of Offshore Placements
Category by Sep-14 Jun-14
Insurance Class (M) No. Share
%) ($M) No.
Term life 0.1 8 11 0.3 11
Medical 0.1 2 11 0.1 5
Auviation 0.5 8 5.6 0.7 13
Professional
Indemnity 04 29 4.5 0.4 40
Comprehensive/
Excess/General/P
ublic Liability 05 33 56 03 25
Material Damage
and Business
Interruption 52 19 58.4 18 10
Marine Hull 0.8 42 9.0 0.8 33
Travel 0.1 122 11 0.2 129
Directors and
Officers Liability 0.2 23 2.3 0.2 14
Marine Cargo 0.2 7 2.3 0.1 8
Political Violence 0.2 10 2.3 0.4 7
Fines & Defence 0.0 0 0.0 0.0 2
Costs ' ' '
Personal accident 0.0 2 0.0 0.2 3
Others 0.6 15 6.7 0.8 8
Total 8.9 320 100 6.3 308

Source: Insurance Brokers

Capital Markets Quarterly Condition
Report — September 2014

The stock market and unit trust market
reported growth in key performance
indicators during the September quarter,

resulting in an overall improved
performance of the capital markets
industry.

The Stock Market

For the stock market, growth was noted in
the market capitalisation and the South
Pacific Stock Exchange (SPSE) Total
Return Index. However, the number and
volume of trades and value of shares
traded declined.
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The market capitalisation®® of listed
securities further increased over the
quarter by 6.3 percent to $893.1 million
(Graph 51).
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The growth in market capitalisation over
the quarter was attributed to the increase
in the share prices of: -

e FMF Foods Limited (FMF) (25.0%);

e Pleass Global Limited (PBP) (11.1%);

e Amalgamated Telecom Holdings
(ATH) Limited (9.4%);

e RB Patel Group (RBG) Limited
(6.2%);

e Fijian Holdings Limited (FHL)
(3.6%);

e Kontiki Growth Fund (KGF) Limited
(3.4%);

¢ VB Holdings (VBH) Limited (1.3%);
and

e BSP Shares (BCN) (0.3%).

On the other hand, a decrease in share
prices was noted for: -

e Paradise Beverages (Fiji) Limited
(PBF) (4.9%);

e Communications Fiji Limited (CFM)
(0.5%); and

% Market capitalisation is calculated as the number
of issued and paid up ordinary shares multiplied by
the current share price.
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e Fiji Television Limited (FTV) (0.3%).

As at September 2014, the top five listed
securities, in terms of  market
capitalisation, accounted for 80.3 percent
of the stock market. Three of the five
securities recorded an increase in share
price. Market capitalisation for the top 5
listed securities as at 30 September 2014
was as follows: -

ATH (44.0%);

PBF (12.2%);

FMF (10.1%);

RBG (9.2%); and

Toyota Tsusho (South Seas) Limited
(4.8%).

In line with the increase in market
capitalisation, the SPSE Total Return
Index®’ rose by 6.7 percent to 2,235.39
compared to 2,094.36 in the June 2014
quarter, indicative of the increase in total
return (dividend return, interest return and
capital return) for the 18 listed securities
on the stock market.

In terms of price returns, eight out of the
18 listed securities yielded positive price
returns over the quarter towards STRI,
while three noted negative price returns.

Dividends were either declared or paid to
the shareholders of five listed securities
during the quarter under review.

Stock market activity in terms of the
number of trades executed, decreased
significantly by 66.8 percent over the

27 The STRI is an aggregate market capitalisation
index which reflects the aggregate market value of
all its components relative to their aggregate value
on the base day. The index is constructed on a base
of 1,000 set at 4 January 2000.
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uarter to 154 trades® (Graph 52).
q p
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FHL shares were the most actively traded
security (69 trades) followed by ATH (40
trades).  Accordingly, out of the 13
securities traded in the September 2014
quarter, FHL shares accounted for 44.8
percent followed by ATH at 26.0 percent.

Performance in terms of volume and value
of shares traded declined in the September
2014 quarter. The volume of shares
traded decreased from 3.3 million to 1.1
million resulting in value of shares traded
of $1.4 million, a 59.0 percent decrease
compared to $3.4 million recorded in the
previous quarter (Graph 53).

PBP shares were the most actively traded
in terms of volume and value traded
during the September 2014 quarter.

The SPSE buy and sell ratio® remained
unchanged for two consecutive quarters at
1:1, indicating one buyer for every one

% Figures in graph are annual figures except for

March 2014, June 2014 and September 2014 which
are for quarters only.

2 Ratio of unexecuted buy and sell orders for
shares in the stock market indicating demand and
supply for shares.
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seller in the market.

Graph 53
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The Unit Trust Market

The unit trust market’s key performance
indicators of funds under management,
investment portfolio, and number of unit
holders noted increases over the quarter,
but investment income and net profit
declined.

The number of unit holders increased by
1161 to 20,577 as at September 2014,
attributed to the upturn in the number of
unit accounts of investment companies
(474), tikina trust and companies (318),
villages (279), provincial council and
companies (260), matagali & yavusa
(189), and charitable organisations/clubs
(152), which offset the reduction in the
number of accounts of individuals,
associations and groups by 536.

Balance Sheet

Funds under management (Net Asset
Value)® grew by 5.4 percent to $167.8
million as both Unit Trusts continued to
aggressively market their products and
generate sales. The growth was at a

L This is calculated as Total Assets less Total
Liabilities.
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higher rate compared to the 4.7 percent
growth recorded in the June 2014 quarter.

Assets

Total assets grew over the September
2014 quarter by 4.5 percent ($7.3m) to
$168.6 million underpinned by the growth
in the consolidated investment portfolio.

The investment portfolio expanded by
$15.3 million to $158.9 million and
represented 94.2 percent of total assets.

Investments

Unlisted securities continued to dominate
the unit trust investment portfolio for two
consecutive quarters at 28.2 percent,
closely followed by bonds at 23.9 percent,
listed securities at 18.1 percent, loans and
receivables at 16.9 percent, and others at
12.9 percent.

Notable movements in investments were
due to the following:

e increase of 35.2 percent ($7.0m) in
loans and receivables;

e increase of 10.1 percent ($2.7m) in the
market value of listed securities due to
the acquisition of shares and
appreciation of the share prices of 4
listed securities held by unit trusts;

e market value of unlisted securities
rose by 13.7 percent ($5.4m),
underpinned by the purchase of
additional  shares and  capital
appreciation of shares held; and

e increase of 3.0 percent ($1.1m) in the
value of bonds.

Liabilities

Liabilities decreased by 57.5 percent
($1.1m) to $0.8 million attributed to the
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payment of dividends declared in the June
2014 quarter.

Earnings

Net profit for the industry declined by
59.1 percent to $0.9 million due mainly to
the decline in investment income. Total
investment income decreased over the
quarter by 42.9 percent to $1.6 million, a
result of lower dividend income as
dividends of listed securities are generally

declared in the June and December
quarters.
Total investment expenses however

increased by 16.7 percent due to the
increase in consolidated management and
trustee fees, in line with the growth in
consolidated funds under management®
(Table 4).

Table 4
Unit Trusts’ Combined Income Statement
Sep-13 Jun-14 Sep-14 | o, Change
Over Over
$M Qtr Yr
Investment income 24 2.8 16| -429 -333
Investment expense 0.5 0.6 0.7| 16.7 40.0
Net operating income 1.9 2.2 09| -59.1 -52.6

Other operating income 00 00 00| 00 00
Total operating income 1.9 2.2 09| -59.1 -52.6

Non-investment expense 0.0 0.0 0.0 0.0 0.0

Profit before tax 1.9 2.2 09| -59.1 -52.6
Income Tax 0.0 0.0 0.0 0.0 0.0
Net profit after tax 1.9 2.2 09| -59.1 -52.6

Source: Unit Trust Quarterly Returns

The Bond Market

The bond market noted a growth over the
year in the value of outstanding long term

%2 The manager’s and trustee’s entitlement for each
fund in the industry is specified in their respective
trust deed and prospectus.
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bonds in the primary market, however, the
secondary bond market continued to
register no activity.

Total wvalue of bonds outstanding
decreased slightly by 1.3 percent over the
quarter to $2,984.9 million (Graph 54),
due to redemptions of $111.7 million,
compared to the $72.1 million issues
during the quarter under review.

The value of statutory bonds outstanding
decreased by 11.0 percent as the $10.8
million  issues of Housing Authority
bonds during the quarter was
outweighed by the redemptions of Fiji
Development Bank (FDB)  bonds
($15.0m), Housing Authority (HA) bonds
($13.0m) and Fiji Sugar Corporation
(FSC) bonds ($12.5m).

Fijian Government bonds recorded a
decline of 0.4 percent, attributed to $71.2
million redemptions of FDL bonds
outweighing the $59.6 million issues of
Fiji Infrastructure Bonds and $1.7 million
issues of Viti Bonds.

Fijian Government bonds comprised of
91.9 percent of total outstanding bonds
followed by statutory bonds, FDB at 3.1
percent, FEA at 2.0 percent, HA at 2.3
percent, and FSC at 0.7 percent.

Graph 54
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For the Record

NATIONAL DEMAND SIDE SURVEY TO ASSESS THE ACCESS, USAGE AND
QUALITY OF FINANCIAL SERVICES AND PRODUCTS IN FIJI

Statement by the Governor of the Reserve Bank of Fiji, 28 October 2014

The Reserve Bank of Fiji (RBF) and the
Fiji Bureau of Statistics (FBOS) in
partnership with the Pacific Financial
Inclusion Program (PFIP) commenced an
eight week National Demand Side Survey
(DSS) from 27 October 2014. A sample
size of 1,000 adults will be randomly
selected from different households across
Fiji, from rural, urban and maritime areas
to ensure a nationally representative
sample for the Survey.

The main purpose of this Survey is to help
Government and other stakeholders gain a
better understanding of the needs of
Fijians in regard to financial services and
products. The Survey will establish
baseline data that will provide useful
information on access, usage and quality
of the financial services and products
currently available to all Fijians from the
viewpoint of the customer. The results of
the Survey will be used to develop
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evidence based policy solutions to address
the gaps, as well as to monitor the growth
of financial inclusion.

The Governor of the Reserve Bank of Fiji,
Mr Barry Whiteside said that one of the
key objectives of this Survey will be
determining and agreeing on a new set of
Financial Inclusion Targets. These will be
incorporated into the new Financial
Inclusion Strategy for Fiji and will replace
the current framework that expires at the
end of 2014.

The National DSS is being co-funded by
the Alliance for Financial Inclusion (AFI)
and PFIP. The RBF is the project manager
assisted by FBOS and a technical
committee made up of representatives
from a range of stakeholders will provide
oversight on the project. The results of the
survey are expected to be released within
the first quarter of 2015.
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For the Record

NEW $2 COIN TO BE ISSUED

Statement by the Governor of the Reserve Bank of Fiji, 29 October 2014

The Reserve Bank of Fiji announced that a
new $2 coin will be issued from 3
November 2014 to replace the existing $2
coins. This change is in response to earlier
public calls regarding the difficulty
experienced in distinguishing between the
current $1 and $2 coins.

Governor Mr Barry Whiteside said that
the new $2 coin will be slightly larger and
thicker than the existing $1 and $2 coins.
It will have a new ‘Spanish Flower’ (an
inside cut) edge which will also serve as
an effective differentiating feature for the
visually impaired as well as for the general
public. While the designs on both sides of
the new coin remain unchanged, these
have been raised slightly and made more
prominent so that these can be easily felt.

Mr Whiteside said that both the existing
and new $2 coins are within the
internationally accepted guidelines of
coinage dimensions, however, the new $2
coin size has been designed in

consultation with the suppliers to ensure
concerns raised by the public are fully
addressed.

The new $2 coin is made of Multi-ply®
Bronze Plated Steel instead of the Multi-
ply® Brass Plated Steel of the existing
coin. The new bronze metal composition
is expected to delay discoloration of the
new $2 coins, something which has been
an issue given Fiji’s tropical climate and
coin handling practices in the market.
Governor Whiteside thanked the suppliers,
the Royal Canadian Mint, for their
assistance in enabling the change at
minimal cost to the Reserve Bank.

With the introduction of the new $2 coin
from 3 November 2014, the public is
encouraged to start returning the existing
$2 coins to a bank branch nearest to them
before 31 December 2014. Mr Whiteside
said that all existing $2 coins received
back from circulation will be returned to
the suppliers for destruction.

Technical Specifications:

Existing $1 Existing $2 New $2
Diameter (mm) 23.0 23.5 26.0
Thickness (mm) 1.80 2.05 2.25
Weight (grams) 5.05 6.0 7.85
Shape Round 11 Sided Point to Point Round
Edge Treatment Milled Smooth Smooth with Spanish
Flower (inside cut)
Edge
Metal Multi-ply® Brass Plated Multi-ply® Brass Multi-ply® Brass
Steel Plated Steel Plated Steel
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For the Record

MONETARY POLICY STANCE REMAINS UNCHANGED

Statement by the Governor of the Reserve Bank of Fiji, 31 October 2014

The Reserve Bank of Fiji (RBF) Board in
its monthly meeting on 31 October
decided to leave the Overnight Policy Rate
(OPR) unchanged at 0.5 percent.

The Governor and Chairman of the Board,
Mr Barry Whiteside, while announcing the
decision stated that “the domestic
economy is poised for its fifth year of
consecutive growth this year, driven
largely by robust performance in key
sectors such as tourism, sugar,
construction and financial services. On the
demand side, consumption and investment
spending remains firm, supported by
strong private sector credit growth and
improved confidence.”

Mr Whiteside however, cautioned that
pressure on the balance of payments front
from the above trend growth in aggregate
demand and continued higher growth in
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imports relative to exports remain a
concern. Nonetheless, the Governor
advised that current assessment indicates
that both objectives of monetary policy
will remain within the comfortable range
over the medium term.

Inflation slowed further to 0.3 percent
in September and the year-end forecast
is 1.5 percent. Foreign reserves were
around $1,749 million on 31 October,
sufficient to cover 4.6 months of
retained imports of goods and non-factor

services and are projected to also
remain at sufficient levels over the
medium term.

The Governor concluded that the outlook
for both objectives will be re-assessed
after the announcement of the 2015
National Budget and monetary policy
stance will be re-aligned if needed.
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For the Record

2" NATIONAL MICROFINANCE AWARDS

Statement by the Governor of the Reserve Bank of Fiji, 6 November 2014

The Reserve Bank of Fiji will host the
second National Microfinance Awards
(NMA) to reward and recognise the best
performers for microfinance in Fiji for
2014 today. The Awards are a joint
initiative with the National Financial
Inclusion Taskforce (NFIT) and recognise
the important contribution of microfinance
to financial inclusion and the economic
empowerment of women in Fiji.

Following the official launch of the
Awards in June this year, 10 Microfinance
Service Providers were approached to
nominate their best clients for the Awards.
At the close of the three month nomination
period 22 applications were received from
around Fiji and 60 percent of these were
from businesses run by women. Governor
Barry Whiteside said that whilst the
majority of the applicants were from Viti
Levu and Vanua Levu, it was pleasing to
note that nominations were received from
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businesses in remote islands like Nayau, in
the Lau Group and Rotuma.

The judging and evaluation process of the
microenterprises was based on a rigorous
process that reviewed business growth,
creativity and use of local resources,
adequate record keeping, adaptability and
sustainability = and  compliance  to
Government regulation. In the
Microfinance Service Provider category,
assessment was based on financial
performance, delivery channels and use of
innovative technology, products and
services and client protection.

The finalists will be announced and
presented with their awards at a dinner
tonight at the Reserve Bank. The Awards
have been sponsored by the Life Insurance
Corporation of India, Pacific Financial
Inclusion Program, ANZ Bank and
Westpac Banking Corporation.
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For the Record

FURTHER EXCHANGE CONTROL RELAXATIONS EFFECTIVE 1 JANUARY

2015

Statement by the Governor of the Reserve Bank of Fiji, 21 November 2014

As announced by the Honourable Minister
for Finance Mr Aiyaz Sayed-Khaiyum in
his 2015 Budget Address this morning, the
Reserve Bank of Fiji will further relax
exchange controls effective from 1
January 2015.

Over the past few years, the Reserve Bank
has progressively relaxed exchange
controls in line with its accommodative
stance on monetary policy and the level of
foreign reserves. Presently, most current
payments are delegated to commercial
banks and foreign exchange dealers. The
announced changes include increases in
these delegated limits.

The Governor of the Reserve Bank, Mr
Barry Whiteside said that foreign reserves
are projected to remain comfortable at
around 4.5 months of import cover and
therefore the Bank has considered it
important to continue the positive impetus
on exchange controls.

The attached document provides details of
the changes which will become effective
from 1 January 2015.

For any enquiries on the above, you may
contact the Exchange Control Unit at the
Reserve Bank of Fiji.

Attachment

CHANGES TO EXCHANGE CONTROL POLICY EFFECTIVE 1 JANUARY 2015

Payments Current Delegated | Delegated Limits to be
Limits Effective from 1/1/15
Merchanted Goods $100,000 F$200,000 per invoice
Medical ~ Allowance  paid | Up to $10,000 per | F$50,000 per patient per
directly to an Individual patient per annum annum
Education paid directly to an | Up to $10,000 per | F$20,000 per student per
Individual student per annum annum
Forward Foreign Exchange | $40 million per bank to | $50 million per bank to write
Cover write sales contracts in | sales contracts in excess of
excess of  purchase | purchase contracts
contracts
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For the Record

MONETARY POLICY STANCE REMAINS UNCHANGED

Statement by the Governor of the Reserve Bank of Fiji, 27 November 2014

The Reserve Bank of Fiji (RBF) Board at
its monthly meeting on 27 November
agreed to maintain the Overnight Policy
Rate (OPR) at 0.5 percent.

In announcing the decision, the Governor
and Chairman of the Board, Barry
Whiteside, stated that “given the buoyant
developments to date and the
expansionary fiscal stance in the recently
announced 2015 National Budget, the
domestic economy is expected to continue
its above-trend growth this year and in
2015, underpinned by the sustained robust
consumption and investment activity and
supported by anticipated solid
performances in key sectors, such as
tourism and sugar.”

The Governor however, cautioned that the
continuing strength in domestic demand
has implications on the trade deficit and
ultimately the country’s balance of
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payments position, and as such may pose
risks to the Reserve Bank’s twin
objectives of monetary policy.

Governor Whiteside further highlighted
that “in its current assessment, the Board
considered that both objectives of
monetary policy remain intact over the
near term.” Inflation was unchanged at 0.3
percent in October and is anticipated to be
around 1.5 percent by year-end. Foreign
reserves were $1,788.0 million as at 27
November, sufficient to cover 4.7 months
of retained imports of goods and non-
factor services and are projected to remain
at comfortable levels in the near term.

The Governor concluded that “while the
outlook for foreign reserves and inflation
remain stable for now, the Reserve Bank
will continue to closely monitor economic
developments and will re-align monetary
policy accordingly when warranted.”
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RBF SIGNS MULTILATERAL MEMORANDUM OF UNDERSTANDING WITH
THE BANK OF PAPUA NEW GUINEA AND THE CENTRAL BANK OF THE
SOLOMON ISLANDS AS MEMBERS OF THE BSP SUPERVISORY COLLEGE

Statement by the Governor of the Reserve Bank of Fiji, 12 December 2014

A Multilateral Memorandum  of
Understanding (MMOU) has been signed
by the Reserve Bank of Fiji, the Bank of
Papua New Guinea and the Central Bank
of the Solomon Islands, setting out a
framework for co-operation between the
three central banks as members of the
Bank South Pacific Group Supervisory
College.!

The MMOU sets out intentions in areas of
common interest where co-operation is
essential for the effective and efficient
performance of their respective prudential
supervision functions with regard to the
Bank South Pacific Group.

Bank South Pacific (BSP) Limited is an
authorised deposit-taking institution under
the Banks and Financial Institutions Act
2000 of Papua New Guinea, to carry on
banking business in Papua New Guinea.
BSP has significant branch operations in
Fiji and the Solomon Islands in terms of
its banking business, with Fiji also hosting
the Group’s only insurance operation, as
well as a recently licensed finance

! Supervisory colleges play an important role in the
effective supervision of international banking
groups as they seek to enhance information sharing
among supervisors and assist the development of a
shared agenda for addressing risks and
vulnerabilities, and communicating key supervisory
messages among college members.
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company operation.

In signing the MMOU, the Governors of
the three central banks — Barry Whiteside,
Governor Reserve Bank of Fiji; Loi
Bakani, Governor Bank of Papua New
Guinea and Denton Rarawa, Governor
Central Bank of Solomon Islands -
acknowledged the importance of sharing
relevant information with each other in a
timely and responsible manner in order to

ensure the effective and efficient
prudential supervision of BSP and BSP
Entities. The Governors further

acknowledged the continued expansion of
BSP in their jurisdictions, and also
intentions to expand to other Pacific
Islands, which makes BSP a systemically
important financial institution in the
region.

The MMOU was signed on 4 December
2014, after the conclusion of the 29th
South Pacific Central Bank Governors’
Meeting from 2-5 December 2014,
hosted by the Reserve Bank of Fiji, in
Suva.
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29" SOUTH PACIFIC CENTRAL BANK GOVERNORS’ MEETING

Statement by the Governor of the Reserve Bank of Fiji, 15 December 2014

The 29" South Pacific Central Bank
Governors’ Meeting was held in Suva, at
the Grand Pacific Hotel from 2-5
December, 2014. The meeting was
attended by the Reserve Bank of Australia,
Reserve Bank of Fiji, Reserve Bank of
New Zealand, Bank of Papua New
Guinea, Central Bank of Samoa, Central
Bank of Solomon lIslands, Banco Central
de Timor-Leste, National Reserve Bank of
Tonga and Reserve Bank of Vanuatu. This
was the first time that Timor-Leste’s
central bank was invited to attend the
meeting. The meeting was hosted and
chaired by Governor Barry Whiteside of
the Reserve Bank of Fiji.

The agenda included separate discussions
with the Pacific CEOs of the three major
regional commercial banks - BSP, ANZ
and Westpac — who discussed their recent
performances and strategies for the future
in the Pacific. Speakers from the Asian
Development  Bank  provided  the
Governors and Heads of Delegation with
information on opportunities for technical
assistance and Financing Growth in the
Pacific. Senior officials from the Pacific
Financial Inclusion Programme also
updated on their work in the Pacific as did
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officials of the Pacific Financial Technical
Assistance  Centre and  Australian
Prudential Regulation Authority. A team
from the World Bank Treasury outlined
their Reserves Advisory and Management
Program.

An important topic of the meeting
focussed on the growth and financing of
SMEs and experiences in Pacific
jurisdictions were shared. The Chief
Executive Officer of the Pacific Islands
Private Sector Organisation spoke on
opportunities for SME and Funding while
the Reserve Bank of Fiji and Central Bank
of Samoa made presentations on the SME
Experience in Our Pacific Region. A
senior official from the Central Bank of
Bangladesh also spoke on the SME
Experience in Bangladesh.

Governor Whiteside said that “the meeting
was extremely productive with a very full
agenda. These annual meetings are an
excellent opportunity for Governors of
central banks in the Pacific to meet to
discuss common issues facing our region
and to share ideas. The next meeting will
be hosted by the Reserve Bank of New
Zealand in late 2015.”
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