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GENERAL NOTE

p provisional
e estimate
- nil

n.a. not available

(i)  The sum of the components may differ from the totals in some
instances due to rounding.

(if) Data are subject to periodic revision as more updated information
becomes available.
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GLOSSARY

The following terminologies are defined in the context of Solomon Islands.

Balance of Payments (BoP): records all payments and receipts relating to the movement of funds between a
country and foreign countries.

Bank Liquidity: Total amount of cash held by banks and not used for investment or other transactions.

Capital account: records international transactions relating to the flow of capital between a country and
foreign countries, such as investment, loans etc.

Current account: records international transactions relating to the flow of goods, services, income and gifts.
A surplus indicates higher inflows than outflows and a deficit indicates the opposite.

Domestic credit: value of loans and advances obtained from within the country.

Excess Liquidity: The liquidity that banks possess that is greater than the minimum proscribed by the
Central Bank.

Exchange rate: the price of foreign currencies stated in terms of the local currency or the vice versa.
Exports: goods that a country sells abroad.

External reserves: stock of foreign currency assets of the Central Bank. These assets are earned though
exports, foreign aid and loans obtained from institutions abroad.

Gross Domestic Product (GDP): Total value of all final goods and services produced in an economy during
the course of a year.

Honiara Retail Price Index (HRPI): a consumer price index which shows the price level and changes in price
level of goods and services in Honiara over time. This information forms the basis for calculating inflation in
the economy.

Imports; goods that a country buys from abroad.

Liquidity Asset Requirement: Usually defined as a percentage of deposit liabilities of a commercial bank
that shall be hold as cash or as balance with the Central Bank.

Money Supply: the total quantity of money in a country’s economy at a particular time.

Narrow money: notes and coins in the hands of the public plus money held on demand deposits at the
Central Bank.

Net Credit to Government: value of borrowings by Government less its deposits at the banks and the Central
Bank.

Private sector credit: value of borrowings by private companies and individuals within the country.
Quasi money: Total of time deposits and savings deposits.

Trade balance: the difference between merchandise exports (goods sold overseas) and merchandise imports
(goods purchased from overseas).

Trade surplus/deficit: a trade surplus is when the value of exports is higher than the value of imports, whilst
a trade deficit is when receipts from exports are less than payments for imports.
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I. OVERVIEW AND ANALYSIS

The third quarter of 2007 marked an improved
macroeconomic performance for Solomon
Islands, and positive trends in the major
monetary indicators continued. In particular,
production bounced back from the poor
performance in the previous quarter, with
strong output reported for logs, fish and palm
oil. Broad money growth continued its rapid
upward rise, increasing by over 8% in the
quarter alone, driven by the even greater
increase in private sector domestic credit. In
addition, total liquidity declined in the quarter,
helping to reduce the high levels of excess
liquidity in the financial system. Fiscal
performance was also positive this quarter,
with a recurrent surplus of $22.9 million
reported. According to preliminary inflation
data from the Statistics Division, the rate of
inflation decreased further to 5.8% from 6.3%
in the June quarter. On the downside, the
Balance of Payments recorded an estimated
$27.6 million deficit this quarter, the worst
since the third quarter of 2002. However this
was largely the result of $40 million in offshore
investment by the Solomon Islands National
Provident Fund (SINPF) during the quarter.
Overall, gross external reserves declined by 2%
to $887.5 million.

In terms of the global economy, in general
economic growth remained steady in the third
quarter, despite the financial turmoil caused
by the housing sector and credit crisis in the
US and other major European economies.
Economic growth is expected to slow slightly
in the coming months in the US, Japan and
the Euro area. However emerging markets and
developing countries are expected to remain
relatively unaffected, with strong growth in
the September quarter forecast to continue
throughout 2007 and into 2008. Substantial
risks nevertheless remain, with high oil prices
and sharp food increases affecting inflation in
many economies, and such factors may disrupt
positive predictions.

Production in Solomon Islands in this
September quarter was very positive, with the
overall production index rising by 28.2% from
117 to 150, following a more than 15% decline
in the preceding quarter. This was driven
mainly by log production, which rose by over
30% from the level of output in the June quarter,
but was also boosted by fish catch which was
45% higher than in the previous quarter and
palm oil production which increased by 16%
in the quarter. Preliminary price index data
from the Statistics Division show that inflation,
calculated on the basis of the newly re-
weighted index, fell again in the quarter to
5.8%. Thisis a big improvement compared with
the same quarter in 2006 when inflation was
running at 9.1%.

Table 1
Macroeconomic Indicators

2006 2007

Sep Dec Mar June Sep

Money Supply ($m)  968.4 1091.6 1078.8 1223.41322.4

NFA 735.7 770.0 755.7 876.5 876.8
Domestic Credit 537.8 621.0 688.0 694.8 839.1
Interest rate

margin (%) 13.1 13.1 13.3 13.6 13.6
Trade Balance -153.4-118.4-124.0 -111.6 -142.8
Reserves Level 774.6 782.9 771.0 905.3 887.5
Recurrent Balance ($m) 12.6 85.4 60.5 20.7 22.9
Recurrent Revenue 216.8 283.8 233.1 279.0 255.8
Recurrent Expenditure 204.2 198.4 172.6 258.3 232.9
Production Index 118.0 137.2 137.9 116.5 149.6

(1994=100)
Inflation (%) 9.1 103 86 6.3 5.8

Source: Central Bank of Solomon Islands
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As a result of the positive production
performance, export receipts improved by
6.9% to $332.9 million, the highest value on
record. However, imports rose by an even
greater amount to produce a widening in the
trade balance deficit to $142.8 million. The
trade deficit along with low net transfers and
a fall in the Capital and Financial Account
balance produced an estimated overall BoP
deficit of $27.6 and consequently a 2% decline
in official reserves to $887.5 million.

There was substantial expansion in the key
monetary aggregates. Broad money grew by
8.1% this period to $1322.4 million, following
a 13.4% increase to $1223.4 million recorded
in the previous quarter. This was shown
mainly in a 15.3% increase in demand deposits.
The driving factor behind these increases was
the continued increase in credit to the private
sector. This increased by 17.6% and is the
highest quarterly increase since September

2005, reflecting ongoing confidence in the
investment environment in the country.
Meanwhile, net credit to government also
increased as SIG deposits with CBSI declined
by 19% this period, while net foreign assets
remained approximately unchanged at $876.8
million. In another significant development,
total liquidity fell by $33.3 million to $256.4
million, the lowest level since the second
quarter of 2004, which was also an outcome
of the offshore investment by SINPF.

Finally, the government recorded a significant
recurrent surplus in the September quarter of
$22.9 million, compared with a surplus of $20.7
million in the previous period. This was
achieved despite an 8.4% fall in revenue, as a
result of a slightly larger 8.8% decline in
recurrent expenditure. The national debt stock
at the end of the quarter was $1,613.1 million,
0.6% higher than at the end of the June quarter.
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Il. MONEY AND BANKING

There were some significant monetary
developments in the course of the third quarter
of 2007. Money supply increased by over 8%,
driven largely by the ongoing expansion in
domestic credit to the private sector. Private
sector domestic credit growth of 17.6% was
the highest rate observed since the September
quarter 2005, reflecting a continued confidence
in the investment environment. Also in this
guarter there was a significant 14.5% fall in
total liquidity, and a 22.1% fall in excess
liquidity, in particular related to the investment
offshore of $40 million by NPF in August.

Liquidity

In the third quarter of 2007, total liquidity in
the financial system fell by $43.3 million or
14.5% to $256.4 million, following an increase
of 15.1% to $299.7 million recorded in the June
quarter.

Graph 1
Commercial Bank Liquidity
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This decrease was observed in the decline in
commercial bank deposits with the Central
Bank which fell by $45.9 million to $232.7

million, while till cash increased by 12% to $2.6
million. Despite the fall in total liquidity, the
required reserve assets of the commercial banks
increased by 6.3% to $86.2 million at the end
of the quarter. The fall in total liquidity
therefore manifested itself in a decline in excess
liguidity in the banking system by 22.1% to
$170.0 million, compared to an increase of
15.6% in the June quarter. This is the lowest
level of excess liquidity since the second quarter
of 2004. One factor behind this decrease was
the relatively large Balance of Payments deficit
of an estimated $27.6 million experienced in
the quarter, the largest since 2002. The major
factor behind this result was $40 million in
capital payments overseas by SINPF as
offshore investment. With an additional $30
million of overseas investment by SINPF
approved by CBSI during this quarter, it seems
likely that further falls in the large surplus
liquidity in the financial system will be observed
in the coming months when these payments
are processed.

Money Supply

Broad money (M3) continued its astonishing
upward rise, increasing by 8.1% this quarter
to $1,322.4 million, following a 13.4% increase
to $1,223.4 million recorded in the previous
quarter. The rise in broad money consisted of
a 15.3% increase in total deposits to $655.4
million, while currency in circulation rose by
$1.0 million to $208.8 million.

Of the increase in broad money it was narrow
money (M1) that increased the most, rising by
11.5% to $864.2 million in the September
guarter. Besides the small increase in currency
in circulation, there was a 15.3% increase in
demand deposits to $655.4 million. Quasi-
money on the other hand rose by just 2.2% to
$458.2 million in the third quarter, compared
to an 8.4% increase in the June quarter. This
consisted of an increase in savings deposits by
10% to $123.4 million that outweighed a
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decline in savings deposits by 0.4% to $334.8
million.

The strong upward growth in Money supply
(M3) that has prevailed in recent years
continues to be driven by the remarkable
expansion in private sector domestic credit.
This rose by $98.0 million during the September
quarter, the largest rate of increase for two
years. Net foreign assets on the other hand,
which is the other main component of money
supply on the liability side, remained essentially
unchanged for the period.
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Domestic Credit

Continuing the consistent upward trend that
has been observed over the previous eight
consecutive quarters, total domestic credit
expanded by 20.8% to $839.1 million at the
end of September quarter. This increase mainly
stemmed from growth in credit to the private
sector. Credit to the private sector grew by
17.6% to $888.3 million during the quarter,
following an 11.3% increase in the June
quarter. This reflects the continued confidence
in the investment environment in the Solomon
Islands. Net credit to government also

contributed to the overall credit expansion,
rising from minus $60.7 million at the end of
June to minus $46.1 million at the end of
September.

Table 2
Sectoral Distribution of Commercial Bank Credit
(%0)
2006 2007
Sector Sep Dec Mar  June Sep
Agriculture 1.5 1.4 1.6 1.8 11
Forestry 16.7 1.43 13.0 14.6 14.4
Fisheries 3.4 3.7 4.6 4.1 3.6
Mining 0.0 0.0 0.0 0.0 0.0
Manufacturing 125 10.0 9.5 10.0 11.8
Distribution 15.8 16.9 15.8 15.4 15.2
Tourism 1.2 2.6 3.2 4.1 4.4
Entertainment & Catering 0.6 0.5 0.6 0.2 0.1
Transportation 2.5 4.9 4.1 5.1 6.4
Telecommunication 13.8 11.8 11.7 104 12.0
Constructions 7.2 7.0 7.2 6.7 6.3
Government 0.0 0.0 0.2 0.2 0.0

Statutory Corporations 0.1 0.2 0.3 0.0 0.1
Financial Institution 0.0 0.0 0.0 0.0 0.2
Professional & Other Serv. 8.2 7.5 8.1 7.4 5.7

Personal 16.5 19.2 20.1 20.0 18.7
Total 100.0 100.0 100.0 100.0 100.0
Source: Central Bank of Solomon Islands
Graph 3
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The largest category of credit is for Personal
loans with 18.7% of total credit (including
housing loans which represents 11.7% of total
credit) followed by Distribution (15.2%),
Forestry (14.4%), Communication (12.0%) and
Manufacturing (11.8%). (See Table 2).

Interest Rate

The indicative interest rate for the September
guarter showed only a very small movement
in interest rates. The weighted average for the
commercial banks’ interest rate on deposits
slightly increased from 0.62% at the end of the
June quarter to 0.63% at the end of the
September quarter. The weighted average of
the lending rates also increased slightly, from
14.17% at the end of the June quarter to
14.21% recorded at the end of the September
quarter. Therefore there was a slight increase

in the indicative interest margin from 13.55%
to 13.57% in the third quarter.

In contrast, the interest rate spread (based on
actual interest earned and paid on assets and
liabilities) showed a considerable increase in
the September quarter. The average actual
interest rate on loans and overdrafts for the
September quarter stood at 13.90%, compared
with 13.47% in the previous quarter. As a
result, the average actual interest rate on all
interest-earning assets (including government
securities) also increased, to 12.52% from
11.93% in the June quarter. Meanwhile, the
average actual interest rate on deposits
increased to 1.62% from 1.39% in the previous
period. Consequently, the overall interest rate
spread widened in the September quarter from
10.55% to 10.90%.




2007CBSI Quarterly Review

I11. GOVERNMENT FINANCE

Fiscal performance during the third quarter
showed a recurrent surplus of $22.9 million,
following a surplus of $20.7 million in the
previous quarter. This slightly increase surplus
resulted from a small drop in recurrent
expenditure which exceeded a similar size fall
in the recurrent revenue.

Recurrent Revenue

Recurrent revenue in the September quarter
dropped by 8.4% to $255.8 million, in contrast
to an increase of 19.7% during the previous
guarter. Against pro rata budget estimates for
the year (excluding the supplementary budget
data passed in August) this exceeded forecast
revenue by 7.7%, and was also 17.8% higher
than recurrent revenue in the third quarter of
2006. The decline during the quarter was
mainly due to the more than 60% decline in
revenue from ‘Other Ministries’. Revenue from
both Inland Revenue Division (IRD) and
Customs and Excise Division (CED), however,
rose during the quarter. Recurrent revenue for
the first three quarters of the year is equivalent
to more than 28.0% of 2006 nominal GDP.

IRD collected $153.8 million in revenue for the
guarter, 5.3% above the previous quarter, and
33.2% above the pro-rata budget estimates for
the year. This improvement was the outcome
of increased revenue from all sources except
for company tax revenue, which declined this
guarter. Most notably, revenue from Goods tax
increased by $5.6 million (or 9.4%) to $64.7
million, in part an indication of ongoing
improvements in compliance. Total
withholding tax increased by $3.8 million
(41.3%) to $12.8 million, sales tax by $2.8
million (41.9%) to $9.6 million, and
government PAYE by $3.5 million (32.6%) to
$14.1 million. Private PAYE increased by $2.2
million (9.5%) to $25.2 million and stamp duty
by $0.5 million (43.5%) to $1.8 million, during
the quarter. The fall in company tax revenue
by $10.5 million (30%) to $24.5 million this

quarter is related in part to the effect of a single
large payment of $6.31 million by one company
in the previous quarter, as well as tax payment
adjustments made by a few companies that
quarter relating to increased profits over those
expected when provisional tax payments were
made.

Table 3
Estimates of Government Finances
2006 2007
Qs Q4 Q1 Q2 Qs
Recurrent Rev. 216.8 283.8 233.1 279.0 255.8
Local Revenue 196.8 265.9 233.1 269.0 255.8
Inland Revenue Div. 106.6 129.7 123.1 146.0 153.8
Customs Division 61.8 850 858 77.9 85.4
Other Ministries 28.4 51.2 24.2 451 16.6
Budget support 20.0 17.9 0.0 10.0 0.0
Recurrent Expend. 204.2 198.4 172.6 258.3 232.9
Local Expenditure  204.2 198.4 172.6 258.3 232.9
Payroll 67.1 81.1 67.1 67.8 929
Other Charges 96.2 100.5 83.5 165.4 120.7
Debt Service 40.9 16.8 22.0 25.1 19.3
Budget support 0.0 0.0 0.0 0.0 0.0
Recurrent Surplus 12.6 854 605 20.7 22.9
Memo items

Total Grants (FET) 40.8 30.9 285 79.4 37.2
Devt. Expd (SIG) 3.7 65 220 1.6 175
Debt servicing (CBSI) 409 51.6 23.6 23.5 16.6
Incr’d gov. debt arrears 1.6 17.4  -6.7 7.3 2.5

Source: Ministry of Finance and CBSI

Overall revenue collection from Customs and
Excise Division (CED) increased during the
quarter by 9.6% from $77.9 million to $85.4
million. Against the pro-rata budget estimate,
this was above by 7.8%, and above the same
quarter last year by 38.2%. The main driving
factor behind this was the increase of $3.9
million from log revenue to $43.6 million due
to higher exports this quarter. Log revenue this
period is more than $11 million higher than
for the third quarter of 2006. Smaller increases
were also observed in the other revenue
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categories; excise duty increased by $2 million
(17%), to $14 million and import duties
increased by $1 million (4%) to $26.4 million.
The continued deferral by SIG of the
introduction of the new determined price for
logs schedule is deyning the country of
significant revenue collection. Unfortunately,
the proposed date for implementation of this
measure was again ignored at the end of
September, with no suggestion of a new
proposed date. With the expected date for a
rapid decline of logging in the country only a
few years away, time is fast running out for
the Government to ensure that the Solomon
Islands people receive the reimbursement they
are due for the loss of their valuable natural
resource.

Graph 4
Effective Rate of Import taxation
(6-month moving average)
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‘Other’ ministries’ revenue experienced a
significant decline during the third quarter of
2007, falling by over 60% to $16.4 million. There
were two main factors contributing to this
outcome: Firstly, the fall in revenue from the
Ministry of Fisheries and Marine Resources by
$24.6 million (90.6%) to $2.5 million; and

secondly, the fall in revenue from the Ministry
of Lands by $7.5 million (80.9%) compared
with the previous quarter. The former was
partly due to the effect of more than $6 million
received through FFA under the US agreement,
during the previous quarter, but most
important was the decline in license fees
received from overseas fishing companies this
guarter. The decline in revenue from Ministry
of Lands was due to the effect from large
amount of premium payments during the
previous quarter resulting from measures taken
to collect revenue and register government’s
land that was illegally occupied.

Recurrent expenditure

Recurrent expenditure has moderately
declined by 9.9 % compared with the previous
quarter to $232.9 million for the September
guarter, 1.4% below pro-rata budget estimates.
Nevertheless, this is above the same quarter in
2006 by 14.0%. The key reason for the lower
expenditure this quarter was a large fall in
Other Charges contrasting the increase during
the previous quarter.

Other charges declined by 27.0% to $120.7
million, contrasting the substantial increase of
98.0% for the previous quarter. This is above
the pro-rata budget estimate by 0.3%, and is
25.7% above the corresponding quarter in
2006. Despite increased spending from some
ministries, the significant decline in
expenditure of more than $10 million from the
Ministry of Home Affairs more than offset the
increase. This change reflected the effect of
the high spending towards disaster relief for
the tsunami affected areas during the previous
quarter. Expenditure for Ministry of Education,
which experienced a significant increase
during the previous quarter, also marked a
decline during this quarter, resulting from the
effect of large payments towards educational
institutions for tuition fees and allowances
during the previous quarter. Another factor
contributing towards the overall lower
expenditure was the $3.6 million fall in

10
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expenditure by the Ministry of Police and
National Security.

Payroll expenditure increased by $25.1 million
or 37.0% to $92.9 million in the September
guarter, above pro-rata budget estimate and
the same quarter in 2006 by 13.5% and 38.5%
respectively. The major source of this increase
was the Ministry of Education and Human
Resources Development, which saw a rise in
payroll expenditure of $20.9 million. This
increase is explained by the implementation of
the adjustment of teachers’ salaries in the
month of July and August in accordance with
the revised teachers’ scheme of service salary
re-leveling. More generally, increased
employment in the government sector was
expected during the quarter, as vacant posts
were filled.

SIG Debt Stock

The national debt stock at the end of
September, according to Central Bank data,
totaled $1,613.1 million, 0.6 % above the June
guarter. This represented 67.9% of the country’s

nominal GDP in 2006. The debt stock consisted
of $1,177.1 million of external debt, which
increased by 1.6% from the previous quarter,
and $436.0 million of domestic debt which fell
by 1.4% from the previous quarter. Despite
debt repayment during the quarter exceeding
the scheduled amount, the debt stock still
increased as a result of exchange rate
movements.

According to CBSI figures, debt servicing for
the third quarter totaled $19.3 million, $4.2
million below the June quarter repayment.
Debt Servicing consisted of $7.3 million of
external debt repayments ($5.3 million was
repayment of principal and $2.1 million for
interest), and $12.0 million for domestic debt
repayment ($8.8 million for principal
repayment and $3.1 million for interest).
External debt arrears increased by 2.4% to
$108.8 million, following an increase of 7.4%
during the previous quarter. Kuwait continues
to be the creditor with the largest arrears of
$34.5 million, followed by the European Union
with $21.8 million in arrears.

11
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IV. BALANCE OF PAYMENTS

The Balance of Payments (BoP) for the
September quarter showed an estimated
overall deficit of $27.6 million, the largest
deficit in five years. This compares with a
$113.1 million surplus in the June quarter. The
large deterioration in the BoP during this
period was due to a widening of the trade
deficit, lower net receipts from current
transfers and lower capital inflows during the
guarter. In particular, capital outflows were
high this quarter due to $40 million in offshore
investments made by SINPF. As a result, gross
external reserves declined by 2% to $887.5
million. This level of reserves is equivalent to
4.0 months worth of imports of goods and
services.

Table 4
Quarterly Balance of Payments estimates
(SBD million)
2006 2007

Q3 Q4 Q1 Q2 Q3

Trade Balance -153.4 -72.9 -124.0 -111.6-142.8
Exports 232.7 277.2 284.0 311.5 332.9
Imports 386.0 350.1 408.0 423.1 475.8
Services (net) 34.2 404 255 32.7 345
Income (net) -0.4 151 -15.0 -14.3 -8.3
Transfers (net) 21.8 14.2 4.2 446 13.0
Current Account -97.8 -13.2 -109.3 -48.6-103.2
Capital and Financial

Account, net 36.4 353 28.6 82.6 46.3
Errors and Omissions 105.8 -13.8 68.7 100.5 39.6
Change in External

Reserves (- = increase) -44.5 -8.3 12.0 -134.5 17.8

Source: Central Bank of Solomon Islands.

Trade Account

The trade deficit widened to $142.8 million
during the September quarter, compared with
the deficit of $111.6 million in the June quarter.
This result was due to high import payments

that more than offset the slight rise in export
receipts during the quarter.

Export receipts during the quarter totaled
$332.9 million, a 6.9% increase from the
previous quarter and a 43.1% increase on the
corresponding quarter last year. This positive
result was mainly due to the recovery of log
export receipts that rose 7.9% to $209 million,
after a significant drop in log receipts in the
June quarter. Higher domestic production and
more export shipments during the period
caused this result. Other major export
commodities also contributed to the strong
export performance in the September quarter.

Graph 5
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Fish exports are estimated to have risen
moderately by 9.4% to $32.4 million due to
better fishing conditions and an increase in the
size of the fishing fleets. Copra receipts rose
76.6% to $12.1 million on the back of increased
domestic production and high international
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demand and prices. Cocoa export receipts
significantly increased by 19.5% to $25.6
million due to the extension of the second peak
harvesting season of the year, combined with
soaring international cocoa prices. Finally,
export receipts for Palm Qil increased by 21.3%
to $34.6 million, following on from the positive
growth in the June quarter. Other
Commodities, which includes marine products
and re-exported goods such as scrap metal, fell
47.3% to $16 million during the September
guarter.

Import payments rose 12.5% in the September
guarter to $475.8 million. The main factors
behind this increase were higher food imports
which rose by 34.5% to $70.2 million, oil
imports which increased by 2.4% to $107
million, and 15.2% higher payments in the
‘other imports’ category at $206.8 million.

Services Account

The Services Account balance continued to
improve from the two previous quarters with
anet $34.5 million surplus, an increase of 5.5%.
This was the result of an increase in services
receipts which more than offset the small
increase in service payments. Services receipts
during the quarter increased by 3.2% to $138.4
million, largely due to a 5.9% increase in the
‘Other Services’ category to $119.3 million.
Services payments increased by just 2.4% to
$103.9 million. An increase in ‘Other Services’
payments by 18.4% was the main factor, while
Transportation, Travel and Communication
payments all decreased marginally.

Income and Transfer Account

The Income Account net deficit deteriorated
to $8.3 million for the September quarter.
Income receipts were 25.1% lower than in the
previous quarter at $14.4 million, due mainly
to a 63% decline in income from wages
receipts. Income payments fell by 32.2% to
$22.7 million, with decreases in all income
payment categories, especially a large 48.7%
fall in income payments for wages.

The balance in the Transfers Account
deteriorated with the surplus of $44.6 million
that was recorded in the June quarter falling
by 70.8% to $13.0 million in the September
guarter. This large shift was the result of a
10.3% increase in transfer payments to $74.4
million, and a 21.9% fall in transfer receipts to
$87.8 million. The fall in the latter was mainly
due to a decline in receipts from private
transfers to $72.6 million, in particular relating
to lower gifts and donations than in the June
guarter when assistance for the Tsunami relief
was high. Meanwhile, receipts from official
transfers fell to $15.1 million from $26.6 million
in the previous quarter. On the Transfers
payments side, the increase was mainly due to
higher transfers for gifts and donations at $54.1
million, a rise of 2.3% from the June quarter.

Capital and Financial Account

The Capital and Financial Account narrowed
to a net $6.3 million surplus this quarter; 92%
lower than the surplus of $82.6 million in the
previous quarter. This development came on
the back of rising ‘Capital and Financial’
outflows and falling inflows.

Total Capital receipts declined by 32.3% to
$63.7 million this quarter from $94 million in
the previous period. This was due to official
inflows, which consists entirely of official
investment grants, dropping 62.2% to $28.6
million, in part due to the high level in the
previous quarter as a result of aid funds for
the Tsunami and a large inflow of Stabex funds.
Offsetting this was a large increase in private
inflows to $35 million, from $18.2 million in
the June quarter.

On the payments side, total capital payments
meanwhile increased from $11.4 million in the
June quarter to $57.4 million in the September
guarter. This very large increase was related
to offshore investment by the National
Provident Fund (SINPF) of $40 million which
was made in August. On the other hand,
official capital outflows, mostly in the form of
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government loan repayments, declined during
the quarter by 57.9% to $4.2 million.

External Reserves

Solomon Islands gross external reserves
declined by 5% to $887 million at the end of
the September quarter. However, the current
level is 15% higher than the level at the end of
the September quarter 2006. The decline this
period was driven by a high trade balance
deficit, lower levels of grant aid inflows and
signficant offshore investment by NPF in
August. This was offset somewhat by the
exchange revaluation effect on reserves which
was responsible for a gain of $9.7 million in
gross reserves. On a 3 months moving average
calculation, this level of reserves represents 4.0
months worth of imports of goods and non-
factor services.

Graph 6
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Exchange rates

The Solomon Islands Dollar (SBD) depreciated
0.2% against the US Dollar, trading at an
average $7.66 per USD during the quarter.

Corresponding to the same quarter last year,
the SBD traded at $7.61 per USD.
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The SBD on average depreciated against all
the other major tradable currencies. It
depreciated 2.7% against the EURO to $10.58
per Euro, 2.6% against the Japanese Yen to
$6.50 per ¥100, 2% against the Australian
Dollar (AUD) to $6.48 per AUD, 1.8% against
the British Pound to $15.48 per GBP and 0.2%
against the New Zealand Dollar (NZD) to
$5.67 per NZD.

However, during the course of the quarter, the
SBD fluctuated against the other major
currencies. This was noticeable during the
month of August when the SBD appreciated
against the AUD, the NZD and the British
Pound, amid concerns about the global fallout
from the credit crunch volatility in the United
States. As such, the performance of the SBD
against the major currencies reflected the
movement of the USD relative to the respective
currencies.
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V. DOMESTIC ECONOMY

Overview

The domestic economy rebounded strongly in
the third quarter. This is reflected in the
production index which grew notably by
28.2% from 117 to 150, reversing the 15.5%
decline in the second quarter. The outcome
was associated in particular with logging
activities which bounced back from the 24.3%
drop in the second quarter to grow 31.2% to
371,042 cubic meters. However,
improvements in other major commaodities also
contributed to the overall turnaround, with
fish, palm products and copra production all
increasing. Prices for all commodities except
for cocoa remained firm in the quarter,
underpinning the robust trend in the
production sector over the quarters.

reversing the 24.2% decline in the June quarter.
This level of output is close to the record high
of 373,861 cubic meters exported in the March
quarter this year, and is 38.3% higher than the
September quarter twelve months ago. The
sharp rise could be attributed partly to the
proposed introduction of a higher determined
price schedule at the end of this quarter.
Unfortunately, the long overdue
implementation of the new determined price
schedule was postponed again at the end of
the quarter, and no new date has been set for
implementation. Meanwhile, the average
international log price in this period rose by
2.9% to US$270 per cubic meter from US$262
per cubic meter in the previous quarter.
Compared to a year ago, the current price is
higher by 12%.

Graph 9 Graph 10
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According to Customs Division data, log
export volumes jumped dramatically this
guarter by 31.2% to 371,042 cubic meters,

Management Project, at a rate of extraction of
1.02 million cubic meters per year the current
stock of natural harvestable forest in the
country will begin to decline rapidly in 2011
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and be completely exhausted by 2015.
However, the results from the current quarter
indicate a far higher annual rate of extraction
of nearly 1.5 million cubic meters per year,
suggesting the inevitable decline of the logging
sector will begin considerably sooner than
2011.

Fish

Fish catch in the third quarter was 45% higher
than the previous quarter at 5,479 tons, a
considerable improvement from the weak
trend that saw catches falling to a two year
low of 3,778 tons in the June quarter. As
confirmed by the two major fishing companies,
the high for this quarter is the result of
favorable ocean currents and fishing
conditions. This more positive outcome is
expected to continue in the final quarter
following the acquisition of two more boats by
National Fisheries Development Ltd in the
middle of October. Nevertheless, current
catches shrunk by 28% against the same period
of 2006 due to a reduction in production
capacity, and this quarter’s catch is the lowest
third quarter result since 2002. Consequently,
catches in the nine months to September
contracted by 33.5% to 13,270 tons against the
same period in 2006. Meanwhile, average
international fish price in the Thailand market
rose for the third consecutive time by 22.1% to
a record high of US$1,418 per ton. The prices
were driven up as a result of declining catches
in most of the oceans and the growing demand
for canning materials from major world tuna
canners.

Copra

Copra production grew for a fourth
consecutive quarter this period, rising by 20.2%
to 6,852 tons. Production this quarter is up
34.4% over the same quarter of 2006. As a
result, cumulative production in the nine
months to September 2007 is 14.8% higher
than for the corresponding period in 2006, at
18,139 tons. The positive performance
witnessed in copra production over the past

year is largely reflective of the rising price
trends in the international and domestic
market for copra, and also assisted by
improvements in shipping services to the copra
producing villages. Domestic copra prices grew
by 15.0% to $2.30 per kilogram from $2.00 per
kilogram, while export prices for local copra
grew significantly by 22.4% to US$378 per ton
from US$309 per ton.

Coconut oil production for the third quarter
dropped by 53.6% to 109 tons, although this
data does not include one of the main
producers. The cost of bio fuel continues to
exceed the cost of regular diesel, despite rising
international prices in the latter. The high price
of copra on international markets is the
fundamental reason for this, and until this
drops or oil prices rise further, coconut oil
production will struggle to be viable for use as
bio fuel production.

Cocoa

Cocoa production declined slightly by 8.9% to
1,517 tons, after the massive growth of more
than fourfold to 1,666 tons in the June quarter.
The negative trend was expected in view of
the slowdown in seasonal yields after it peaked
in the second quarter. Despite the negative
growth, cumulative yearly output to
September improved by 7.5% over the
corresponding period in 2006 to 3,535 tons. At
the current production rate, it is feasible for
the total output at year end to outstrip the level
(3,828 tons) the industry achieved in 2006. The
contracted export price of local dry beans
remained approximately the same at £794 per
ton, compared with £796 per ton on average
in the June quarter. The average domestic price
for cocoa beans grew by 9.0% to $9.27 per
kilogram as a result of stiff competition in the
local market.

Palm Oil & kernel
Both palm oil and kernel production improved

significantly during the quarter, reporting
growths of 16.0% and 39.2% to 4,991 tons and
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1,464 tons respectively. These were more than
twice their respective volumes in the same
period a year ago. Explaining this rising trend
were better harvests in July and August as a
result of improved productivity from
outgrowers scheme. Exports of palm oil were
also particularly high in this period at more
than double that in the previous quarter, owing
to large stock build up over the months. In
another positive development, palm kernel will
be crushed into high-value kernel oil for export
in the fourth quarter, replacing the lower-value
export of palm kernels in their raw form. In
terms of prices, World Bank sources revealed
that the phenomenal increase in international
prices of palm oil continued for a seventh
consecutive quarter, rising by 7.7% to US$821
per ton on average for the quarter. Over the
past 12 months the price has now risen by
68.0%.

Inflation

The price index for the month of September is
not yet available. The delay was necessitated
by the Statistics Division undertaking a major
shift from the old base period of 1992 to the
fourth quarter of 2005, involving a revision and
re-weighting of the consumption basket.
However estimates for the quarter from
preliminary data showed the inflation rate
eased to 5.8% for the September quarter from
6.3% in the previous quarter. Year on year
comparison also revealed remarkable
improvement with current inflation shaving
off 3.3 percentage points from the 9.1% in
September quarter 2006.

Food, and transport & communication
components which accounted for 42.9% and
16.4% respectively of the total weights of the
newly constructed consumption basket were
the main drivers behind the falling trend.
Inflation in the transport & communication
category posted 2.7% during the quarter as
opposed to 3.7% in the previous quarter and
7.3% in the same period of 2006, while the

former moved negligibly to 3.1% from 3.0% in
June. Inflation in other less significant
categories also eased during the quarter.

Meanwhile upward inflationary pressures
came from three major categories including
household & utilities category which
accounted for 18.1% of the total weights, the
second largest. Inflation in the household &
utilities category hovered above the 18% mark
for the third consecutive quarter while those
of household operations and miscellaneous
categories hiked from 4.9% and 6.2% in the
June quarter to 9.0% and 10.2% respectively.
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Honiara Retail Fuel Prices show significant
rises in the price of diesel and petrol, of 4.41%
and 8.18% respectively. In the last quarter,
diesel recorded at $6.35 per liter, moving up
to $6.63 per liter for this quarter. Petrol on the
other hand shows a larger rise from $6.48 per
liter from 12 months ago to $7.01 per liter at
the end of September.
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Employment

There is no accurate data on employment
numbers in the Solomon Islands. However,
data obtained from the National Provident
Fund for member contributions can be used as
a proxy. The numbers indicate that total formal
sector employment increased this quarter to
43,903 compared with 42,095 at the end of the
June Quarter. This is an increase of
approximately 1,800 or 4.3% from the last
quarter, and a growth of 8.6% (3,475 workers)
over total employment of 40,428 at the end of
the first quarter.

The breakdown of employment by category
shows that male formal sector workers greatly
outnumber female formal sector workers in
Solomon Islands. At the end of the September
quarter there were nearly 26,800 male workers
compared with over 10,500 female workers;
more than 2.5 male workers for each female
worker. The largest employment sector in the
country is logging, which employs 16.8% of
all workers, the majority of them male. This is
followed by government employees in public
administration who represent 15.5% of the
total formal sector workforce, workers in the
education sector (13.9%) and the retail trade
workers (8.2%).
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TABLE1.8 COMMERCIAL BANK SAVINGS DEPOSITS BY DEPOSITORS

(SBD’000)
End of Private Business Private Non-
Period F/Institutions Firms Individuals Other TOTAL Resident

2004 79 19602 47334 8973 75988 -
2005 160 22194 62812 2911 88077 -
2006 360 23608 70865 4103 98936 -
2004

Mar 18 11996 45662 8271 65947 -
Jun 47 18975 38667 8131 65820 -
Sep 67 20744 46755 9238 76804 -
Dec 79 19602 47334 8973 75988 -
2005

Mar 91 19448 48342 8347 76228 -
Jun 93 18433 59557 667 78750 -
Sep 128 19414 61254 1677 82473 -
Dec 160 22194 62812 2911 88077 -
2006

Mar 220 21471 60967 2739 85397 -
Jun 249 22494 62869 3180 88792 -
Sep 311 23571 66611 3146 93639 -
Dec 360 23608 70865 4103 98936 -
2007

Jan 238 22050 70807 3754 96849 -
Feb 249 22427 69517 3996 96189 -
Mar 335 25124 71908 4376 101743 -
Apr 344 25854 75748 4526 106472 -
May 350 99183 10848 144 110525 -
Jun 349 100412 11215 254 112230 -
Jul 364 28858 78603 5094 112919 -
Aug 415 29184 83721 5480 118800 -
Sep 424 30181 87089 5712 123406 -

Source: Central Bank of Solomon Islands
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TABLE1-25 BALANCE OF PAYMENTS

\

Source: Central Bank of Solomon Islands

(SBD'Million)
2003 2004 2005 2006
A CURRENT ACCOUNT 207.4 502.5 16.7 79.6
1. Goods and Services -166.9 109.0 -95.0 -306.4
1.1. Goods 31.6 187.7 -131.2 -254.7
a) Exports f.o.b. 557.0 727.7 778.8 916.4
b) Imports f.0.b. -525.5 -540.0 -910.1 -1171.0
1.2. Services -198.4 -78.6 36.3 -51.7
a) Transportation (net) -8.7 -131.8 -8.3 -2.4
b) Travel -21.8 -40.8 -24.0 -46.3
c) Other -168.0 94.0 68.5 -3.0
2. Income -25.7 16.4 12.2 44.6
2.1 Compensation of employees (net) 9.9 37.6 20.5 56.6
2.2 Investment income -35.6 -21.2 -8.3 -12.0
2.2.1. Direct Investment (net) -40.8 -50.9 -39.2 -44.8
2.2.2. Portfolio Investment (net) 0.0 0.0 0.0 -0.8
2.2.3. Other Investment (net) 5.2 29.7 30.9 33.9
3. Current Transfers 400.0 377.0 99.4 341.4
3.1. General government 400.7 371.8 129.0 280.9
a) Cash 207.0 183.1 67.7 149.5
b) Goods and services 193.7 188.7 61.3 131.4
3.2 Other sectors -0.7 5.1 -29.5 60.5
B. CAPITAL AND FINANCIAL ACCOUNT -102.9 -120.3 138.2 41.4
1. Capital Account 93.2 11.2 208.0 223.8
1.1 Capital transfers - net 94.5 11.2 208.0 223.8
1.1.1 General government 95.4 11.5 208.8 213.7
1.1.1.1 Debt forgiveness - net 0.0 0.0 60.6 0.0
1.1.1.2 Other - net 95.4 11.5 148.2 213.7
1.1.2 Other sectors -0.9 -0.4 -0.8 10.1
1.1.2.1 Migrants' transfers - net -0.9 -0.9 -0.8 11.0
1.1.2.2 Debt forgiveness - net 0.0 0.0 0.0 0.0
1.1.2.3 Other - net 0.0 0.6 0.0 -1.0
2.1 Acquisition/disposal of non-prodced, nonfi -1.4 0.0 0.0 0.0
2.  Financial Account -196.0 -131.5 -69.8 -182.4
2.1 Direct Investment -13.7 42.4 76.6 144.5
2.1.1 Abroad -0.2 -0.1 -1.3 2.8
2.1.2 In Solomon Islands -13.5 42.5 77.9 141.7
2.2 Portfolio Investment 0.0 0.0 0.0 0.0
2.2.1 Assets 0.0 0.0 0.0 0.0
2.2.2 Liabilities 0.0 0.0 0.0 0.0
2.3 Other Investment -182.3 -173.9 -146.4 -326.9
2.3.1 Assets 0.0 0.0 0.0 -133.9
2.3.2 Liabilities -182.3 -173.9 -146.4 -193.0
2.3.2.1 Trade credits -166.7 -170.3 -7.5 -151.0
2.3.2.2 Loans -58.7 -9.0 -138.9 -65.1
2.3.2.2.1 Monetary auth.-net 0.0 0.0 0.0 0.0
2.3.2.2.2 General Government -10.0 -2.9 -64.8 -55.5
2.3.2.2.3 Banks 0.0 0.0 0.0 0.0
2.3.2.2.4 Other sectors -48.7 -6.1 -74.1 -9.5
2.3.2.3 Currency and deposits 0.0 0.0 0.0 0.0
2.3.2.4 Other liabilities-net 43.0 5.4 0.0 23.0
Net Errors and Ommissions 36.5 -57.3 -34.8 -47.4
Overall Balance 141.0 324.8 120.1 73.5
Financing -141.0 -324.8 -120.1 -73.5
Reserves (-=increase) 141.0 -324.8 -120.1 -73.5
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/ TABLE 1.26 FOREIGN EXCHANGE RECEIPTS \
(Quarter Ended)
(SBD’000)

2006 2007

Quarter 2 Quarter 3 Quarter 4 Quarter 1 Quarter 2 Quarter 3

Current Receipts

Exports

Copra 4069 4659 2779 6605 6874 12142
Fish 24501 30188 49944 26978 29576 32352
Logs 157624 175237 173072 224692 193752 209012
Palm Oil & Kernels - 4569 26150 8045 28517 34575
Cocoa 5736 9815 6225 3967 21460 25646
Mineral 2017 1000 416 424 767 3120
All Other 17585 7195 11372 13248 30534 16092
Total Exports 211532 232663 269957 283958 311481 332941
Services

Transportation 5898 641 1345 1401 3538 4770
Travel 5731 5904 9642 5532 6606 7015
Insurance 17 - - 53 - 917
Communication 723 417 8038 1656 1799 1193
Financial Services 1657 5593 14352 7093 9621 5241
Royalties & License Fees 1055 16 483 - - 35
Others 90361 742300 112666 93437 112617 119256
Total Services 105433 86800 146526 109172 134180 138427
Income

Wages & Others 16776 4792 14091 4434 8897 3271
Interest, Divindends & Profits - - 10 25 490 -
Official Interest 8931 7581 10720 10020 9788 11093
Other Income - - - 151 4 -
Total Income 25707 12373 24821 14631 19178 14363
Transfers

Official

Cash Aid - 10210 2249 912 3564 10605
Other Official 7962 7714 22331 17540 22990 4541
Total Official 7962 17924 24580 18453 26554 15146
Private

Gifts and Donations 12132 16360 22473 16696 34560 14089
Transfers by Temp. Res. & Immigrants 34113 9335 13899 2919 2202 1311
Churches & Charitable Institutions 14954 11415 9700 6620 10207 12601
Foreign Governments 17588 8534 11714 13036 11645 11614
Internatinoal Organisations 35567 47326 25583 26540 27082 32981
Other Transfers 133 35 - 6 82 23
Total Private Transfers 114487 93005 83368 65817 85779 72620
Total Transfers 122449 110929 107949 84270 112333 87765
Total Current Receipts 465121 442766 549252 492032 577173 573496
Capital Receipts

Private

Investment grants 1261 - 2446 2038 734 35037
Direct Investment 8084 22858 4067 10361 8870 -
Loans 774 - 176 779 8559 17
Other Foreign Investment - - - - - -
Total Private Inflows 10119 28858 6690 13178 18163 35054
Official

Investment Grants 14213 30595 28701 27545 75841 28638
Loans 45 - - - - -
Central Bank - - - - - -
IMF Transactions - - - - - -
Total Official Inflows 14257 30595 28701 27545 75841 28638
Total Capital Receipts 24377 53454 35390 40724 94004 63692
TOTAL RECEIPTS 489497 496219 584643 532755 671177 637188

Source: Central Bank of Solomon Islands.

/
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TABLE1-27 FOREIGN EXCHANGE RECEIPTS/1

(YearEnded) (SBD'000)

2001 2002 2003 2004 2005 2006
Current Receipts
Exports
Copra 432 2218 7821 25549 16418 14066
Fish 37336 70752 92869 132052 86921 145855
Logs 190457 254149 371394 468175 510162 643574
Palm Oil & Kernels 237 - - - - 30719
Cocoa 4536 27728 53186 40419 64329 31444
Mineral 354 192 581 2857 1335 6235
All Other 15334 34970 31163 55075 92473 45415
Total Exports 248685 390008 557013 724127 771636 917308
Services
Transportation 6139 7017 7457 2972 8759 10956
Travel 11574 9914 17057 33282 24736 31377
Insurance 747 253 757 799 315 53
Royalties & License Fees 630 805 808 1002 674 9729
Communication 127 18579 409 1086 10739 30860
Financial Services 41580 561 6809 9074 4591 3486
Others 69570 75655 126082 179211 223277 317945
Total Services 130368 112784 159378 227427 27309 404406
Income Account
Wages & Others 20994 15061 20954 45035 32874 50766
Interest, Divindends & Profits 2021 11 192 12 33 974
Official Interest 5934 3280 5091 18493 23580 33604
Other Income 3694 - 77 - 7366 1617
Total Income 32644 18352 26314 63540 63853 86962
Transfers
Official
Cash Aid 49244 42231 56868 165401 22331 12461
Other Official 3662 7111 23036 31471 31094 42954
Total Official Transfers 52906 49342 79904 196872 53425 55415
Transfers
Private
Gifts and Donations 17333 23706 36166 82714 78336 67174
Transfers by Temp. Res. & Immigrants 16582 6703 8177 16107 20334 65737
Churches & Charitable Institutions 20546 18382 21606 38137 38986 48145
Foreign Governments 34870 24634 31541 99992 52656 55604
Internatinoal Organisations 37307 34205 40697 40415 72934 143828
Other Transfers - 1 2 1 185 617
Total Private Transfers 126638 107629 138189 277366 263432 381105
Total Current Receipts 591241 678116 960798 1489331 316857 1845196
Capital & Financial Receipts
Private
Investment Grants 521 954 - 2388 6828 6011
Direct Investment 2845 - 674 122 14193 53338
Loans 153 3116 237 370 3252 2222
Other Foreign Investment 2050 6057 1 - - -
Total Private Inflows 5568 10126 912 2880 24273 61571
Official
Investment Grants 23062 20808 95405 4107 141156 86366
Loans 88621 40642 23179 2104 3828 45
CBSI - - - - - -
Euro $ Loan - - - - - -
IMF Transactions - - - - - -
Total Official Inflows 111683 61451 118584 6211 144984 86411
Total Capital Receipts 117251 71577 119496 9091 169257 147982
TOTAL RECEIPTS 708492 749692 1080294 1498422 1594695 1993178

&/ Derived from the banking system.

/

Source: Central Bank of Solomon Islands.
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