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GENERAL NOTE

p provisional
e estimate
- nil

n.a. not available

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

(ii) 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 coun-
try 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 coun-
tries, such as investment, loans etc.

Current account: Records international transactions relating to the flow of goods, services, income and gifts. A sur-
plus 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 prescribed 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: VValue 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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Chapter I. OVERVIEW AND ANALYSIS

Global economic conditions picked up in the second quarter of
2015 following weaker than initially estimated growth in the first
quarter. Oil prices also rebounded more than expected in the
second quarter while inflation started to level out globally, albeit
below the inflation objectives of most economies. Advanced
economies continued on their gradual pickup, supported by
favourable financial conditions and continued low fuel prices.
Meanwhile, the slowdown in emerging market and developing
economiesalso persisted. Tothisend, global growth estimates for
2015 were downgraded slightly to 3.3%" in the World Economic
Outlook (WEO) July Update from 3.5% in the April 2015 WEO.

Growth projections in advanced economies were downgraded
to 2.1% for 2015 from 2.4% in the April WEO. This revision
followed unexpected weakness in North America with growth
projections in the United States being lowered from 3.1% to
2.5% for 2015. However, these downgrades were largely due
to revised data from the first quarter of 2015 being lower than
had been estimated following another harsh winter and port
closures, as well as downsizing in the oil sector. Nonetheless, the
economy appears to have rebounded during the second quarter
with the underlying drivers for accelerated growth, including
easy financial conditions and lower fuel prices, remaining
intact. In particular, a pickup in consumer spending and housing
offset the dampening effects from trade and the energy sector.

Despite the uncertainty that loomed over the euro area,
economic recovery appears to have remained on track through
the second quarter of 2015. Growth projections for the region
remained unchanged at 1.5% for 2015 with estimates for many
individual countries being revised upwards, including ltaly
and Spain. As the crisis in Greece has unfolded, however,
those developments dampened earlier expectations and thus
leaving prospects for the region as a whole neutral. Meanwhile,
growth projections for the United Kingdom saw a downward
revision from 2.7% in April to 2.4% in July. However, as in
the United States, this downgrade stemmed from weaker
than estimated growth in the first quarter of 2015. Growth in
the second quarter is predicted to have picked up supported
by earlier falls in oil, food and other commodity prices and a
vibrant labour market. Similarly growth projections for Japan
were downgraded from 1% to 0.8% for 2015, albeit for
different reasons. While growth was supported by a pickup
in capital investment, consumption was still sluggish with
weaker underlying momentum in real wages and consumption.

Emerging market and developing economies saw a marginal
downward revision in growth projection from 4.3% to 4.2%
for 2015. In China, the planned slowdown progressed
as expected through the second quarter resulting in
growth projections being maintained at 6.8% for 2015.

1 All statistics in this section obtained from IMF World Economic Outlook,
July 2015 Update unless otherwise stated.

Meanwhile, developing countries faced two transitions as they
adjusted to lower commodity prices and tighter external fiscal
conditions. As a result, activity in commodity exporting countries
slowed more than anticipated with currencies weakening and
domestic and external vulnerabilities growing. Meanwhile in
East Asia Pacific, growth projections remained unchanged
at 6.7%? for 2015 as the slowdown in China was offset by
a pickup in the rest of the region. While softer commodity
prices continued to affect commodity exporting countries, the
region continued to benefit from low fuel prices and easing
inflation. However, the ASEAN-5® saw a downgrade in growth
projections for 2015 from 5.2% to 4.7% driven by moderated
growth outcomes from the second quarter of the year.

Growth in Australia and New Zealand, two of Solomon Islands’
major trading partners, saw an easing in the second quarter of
2015. In Australia growth slowed further given continued soft
commodity prices, high household debt and poor domestic
demand. The economy is forecast to grow at a rate of 2.5%*
in 2015. Similarly, New Zealand saw poor performances in the
agriculture and mining sectors, as well as a weakening in both
business and consumer confidence. Nonetheless, growth is
expected to be around trend at 3.2% in 2015, supported by high
migration, robust construction activity and solid labour income
growth.

In line with the falling commodity prices and generally low
oil prices, inflation remains relatively low globally, albeit
diverging between advanced and emerging and developing
economies. While the rebound in oil prices means that fuel
end-user prices are starting to rise, the impact of deflationary
factors early in the year was stronger than expected. As
such, inflation in advanced economies is projected to bottom
out at 0.0% in 2015. In emerging market and developing
economies, however, projections show inflation reaching 5.5%
as some countries experience exchange rate depreciations.

In the domestic economy, the Central Bank of Solomon
Islands (CBSI) production index, a proxy to measure domestic
economic activities stabilized over the second quarter at
78 points from 77 points in the previous quarter. The overall
improvement stemmed from a surge in cocoa and log output
against the previous quarter, with cocoa more than tripling while
log production strengthened by 8%. Conversely, manufacturing
activities, as measured by the CBSI manufacturing index, saw a
contraction this quarter by 16% to 246 points from 292 points in
thefirstquarter. The weak performance was driven by falls in both
export and import manufacturing indexes. Similarly, approved
foreign direct investment applications declined over the review
period from 59 applications in the first quarter to 44 applications.

2 Source: The World Bank, Global Economic Prospects, East Asia Pacific

3 Indonesia, Malaysia, Philippines, Thailand, Vietnam

4 Source: Reserve Bank of Australia, Statement on Monetary Policy August
2015
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Meanwhile, labour market conditions showed another increase
in the second quarter with the average number of Solomon
Islands National Provident Fund (SINPF) contributors
increasing by 3% to 56,566 from 54,881 in the previous quarter.

Headline inflation, as measured by the 3 months moving average
(3mma), continued on its deflationary trend over the second
quartertoreach (minus)4.8%inJune. Thisfallinthe general price
index was largely driven by domestic inflation, which dipped to
minus 6.8% in June. The imported price index also remained in
negative territory at minus 1.1%, reflecting falling imported food
and fuel prices. Meanwhile, core inflation remained positive but
eased to 1.3% from 2.1% at the end of the previous quarter.

The external sector performed positively over the June 2015
quarter as reflected by the growth in foreign reserves and
surpluses in both the current account and capital and financial
account. The current account registered a provisional $77
million surplus, driven by a surplus in secondary income
from higher donor inflows during the quarter. Similarly, the
capital and financial account posted an increasing provisional
surplus of $330 million attributed to increased inward foreign
direct investment (FDI). Conversely, the balance on trade
in goods saw the deficit more than double from the previous
quarter to a provisional $98 million. This was primarily driven
by a large increase in import payments, particularly food
and fuel categories. Meanwhile the widening in the trade in
services deficit was a much more modest 26% to $137 million.
Gross foreign reserves continued to build up, increasing by
9% to $4,390 million at the end of June 2015 and sufficient
to cover 11.1 months of goods and services imports.

Monetary aggregates saw a broad-based increase in reserve
money (MO0), narrow (M1) and broad money (M3) over the
quarter. The rise in MO was mirrored in the increase in the
other depository corporations’ call deposits balances held
at CBSI. Meanwhile the rise in M1 and M3 was due to an
increase in transferable deposits and other deposits (saving
and time) respectively. Liquidity in the banking system
jumped 19%, resulting in an upward movement in excess
liquidity to $1,091 million this quarter. Private sector credit
saw a 3% increase to $1,813 million in the second quarter
of 2015 primarily driven by lending through loans and lease
financing. Meanwhile, the monthly volume of CBSI Bokolo
bills issued was maintained at $710 million throughout the
quarter and the cash reserve requirement remained at 7.5%.

On fiscal developments, there was a gain in momentum in
the second quarter following a slow start to the year with both
revenue and expenditure falling in the first quarter. Compared
to a surplus of $255 million in the first quarter, the increase in
fiscal activity in the second quarter resulted in a smaller surplus
of $45 million as expenditure spending exceeded revenue
collection. Total revenue collection improved by 10% over the
quarter to $809 million but fell 16% short of the budget, reflecting
shortfalls in tax revenue and donor grant receipts. Meanwhile
total expenditure soared by 58% to $764 million, with increases
across all expense items, but managed to stay within budget.
Nonetheless, total outstanding central government debt stock
continued to decline falling 2% to $820 million by the end of the
quarter. This outcome reflected total debt servicing of $33 million
on both external and domestic loans with the debt-to-GDP ratio
remaining broadly unchanged from the previous quarter at 11%.




Quarterly Review June 2015

Chapter Il. DOMESTIC ECONOMY

The CBSI production index, a proxy to measure domestic
economic activities stabilized over the second quarter at
78 points from 77 points in the previous quarter (see Figure
2.1). The overall improvement stemmed from a surge in
cocoa and log outputs against the previous quarter, with
cocoa more than tripling while log production strengthened
by 8%. Both of these outperformed falls in palm oil by 37%,
copra by 27%, fish catch with 15% and palm kernel by 5%.

Figure 2.1: Production Index
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Logs

Log production, proxied by log export, rebounded by 8%
to 558,832 cubic meters following a 14% fall in the previous
quarter. As a result, year to June figures now stood at over 1
million cubic meters, 20% greater than the first half of 2014.

Of the total log production, Western province accounted for
the largest proportion with 45%, followed by Choiseul province
producing 19%, Isabel with 18%, Renbell 6% while Makira and
Guadalcanal each contributed 4%. The remaining 4% came
from Malaita, Central and Temotu province (see Figure 2.2).

Figure 2.2: Log Export by Province
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The average international log price remained at US$249 per
cubic meter for the second consecutive quarter reflecting
the general slowdown in China’'s economy as it undergoes

structural reforms (see Figure 2.3).

Figure 2.3: Volume and Average Price of Logs
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Fish

Fish catch declined for the second consecutive quarter by 15%
to 6,184 tons from 7,229 tons in the first quarter of 2015. The
negative outturn was due to a combination of factors including
prolonged unfavorable weather conditions experienced
since the beginning of the year, as well as routine repair and
maintenance during the quarter. As a result, fish catch for the
quarter was 12% below the corresponding period of 2014.
Nevertheless, year to date figures are six times higher than
those of previous year at 13,413 tons.

Canned tuna production fell markedly by 33% to 127,297
cartons, in contrast to a 115% surge in the previous quarter.
The fall was due to twin problems of low supply of raw fish and
technical problems with Soltuna’s generator during the quarter.
Consequently, fish loin and fish meal productions also declined
by 10% to 249,715 bags and 7% to 15,738 bags respectively.

The average international price of fish rebounded following
declines in the two previous quarters. This quarter, fish price
improved by 12% to US$1,366 per ton from US$1,216 per ton
(see Figure 2.4).

Figure 2.4: Fish Catch and Average Prices
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Palm Oil

Harvested palm oil fresh fruit bunches dropped significantly
by 35% to 29,700 tons compared to a record high of 45,518
tons in the previous quarter. Reflecting this fall, production of
crude palm oil slushed by 37% to 6,689 tons from 10,556 tons
a quarter ago. Compared to the same quarter a year ago, this
represented a 20% fall. Similarly, palm kernel oil fell by 5% to
971 tons against 1,020 tons in the preceding quarter. However,
against the corresponding quarter a year ago, kernel oil was
14% higher. Year to June palm oil output was slightly below
that of the previous year by 1% at 17,245 tons whilst kernel oil
recorded an increase of 15%.

Average contract price for crude palm oil and kernel oil remained
subdued during the quarter, falling four quarters in a row. The
former fell by 14% to US$697 per ton whilst the latter declined
by 12% to US$1,213 per ton.

Figure 2.5: Palm Qil Production, International
and Contract Prices

12,000 + r 1,600
- 1,400
10,000
- 1,200
8,000 -
[ 1,000

6,000 - - 800

Volume (tons)
Prices (USD/ton)

- 600
4,000 -

- 400

2,000
- 200

Mar|Jun|Sep|Dec|Mar|Jun Sep |Dec|Mar|Jun |Sep|Dec|Mar|Jun|Sep|Dec/Mar|Jun

2011 2012 2013 2014 2015
mm Crude palm oil production (LHS) —Contract price (RHS) International price (RHS)
Source: CBSI & GPPOL

Cocoa

Cocoa production more than tripled over the second quarter
of 2015 to reach 1,894 tons. This output was 8% above the
same period a year ago. However, year to date output only
reached 2,463 tons, 2% below the same period of 2014. The
improvement in cocoa output was due to a slight improvement
in domestic prices which resulted from an uptick in international
cocoa price, despite a slight fall in average contract prices.
In addition, cocoa is a seasonal crop and second quarter is
marked as high yielding period.

In terms of production by province, Guadalcanal province
accounted for the largest share of cocoa production with 1,032
tons (54%), followed by Malaita with 502 tons (26%), Makira
contributed 285 tons (15%) while the other provinces accounted
for the remaining 75 tons (4%) of total production.

The average international price for cocoa rebounded by 5% to
3,070 tons, following two consecutive quarters of falling prices.
Reflecting this was a slight increase in domestic price, which
improved this quarter by 1.4% to $16.30 per kilogram.

Despite the increase, contract export price fell negligibly
by 0.3% to GBP1,651 per ton from GBP1,655 per ton in the
preceding quarter.

Copra

Following an increase in the March quarter, copra output
dropped by 27% from 4,760 tons to 3,488 tons. Output was
historically low compared with the past seven quarter falling
short by 42% against the corresponding quarter a year ago.
Accumulated production up to June stood at 8,248 tons, a
shortfall of 26% against the first half of 2014.

Production by provinces showed large share of production
came from Central province with 1,710 tons (49%), followed by
Western province producing 510 tons (15%), then Guadalcanal
with 439 tons (13%) whilst the other provinces accounted for
the remaining 829 tons (24%).

In terms of prices, the average contract price received by local
exporters further improved by 2% this quarter to US$575 per
ton from US$567 per ton in the previous quarter. In contrast,
average domestic price fell again this quarter by 4% from $3.30
per kilogram to $3.20 per kilogram.

Figure 2.6: Copra Production and Contract Price
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Employment

The number of Solomon Islands National Provident Fund
(SINPF) contributors, as a partial indicator for labour market
conditions, showed another increase in the second quarter of
2015. The average number of contributors® for the period rose by
3% t0 56,566 from 54,881 in the previous quarter. Furthermore,
this also represented a 6% year-on-year growth in employment.

Disaggregating these figures, the active contributors to the
fund recorded a 1% increase over the quarter to 46,180
contributors, 4% above the same quarter a year ago.
Meanwhile, the slow active category also increased by
13% against the previous quarter to 10,386 contributors.

5 Active and Slow Active Contributors
___ ___
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The CBSI job vacancy advertisement survey showed
a slow down in advertised positions for the second
quarter. Advertised vacant positions fell by 18% to 367
vacancies against 450 vacancies in the previous quarter.

In terms of vacancies by sector, the administrative and support
services accounted for the highest 118 vacancies (32%),
overtaking education sector in the previous quarter. This
was followed by pubic administration and defense with 114
vacancies (31%). The remaining sectors accounted for 135
vacancies (37%).

Energy

Units of electricity generated by the Solomon Islands Electricity
Authority (SIEA) in the second quarter stood at 21,132
Megawatt per hour (MWh), a slight increase of 1% against
the previous quarter and 3.2% higher year on year. Similarly,
units of electricity sold showed an increase of 2% against the
preceding quarter to 16,699 MWh.

In terms of sales, commercial clients accounted for majority of
total sales, with the second quarter recording sales of 10,197
MWh (61%). Domestic clients were the second largest group
of consumers using 3,783 MWh (23%) while Government uses
2,521 MWh (15%) and sales to other clients came to 198 MWh
(1%). When compared against the previous quarter, units sold
to commercial and domestic clients went up by 2% and 7%
respectively. On the other hand, sales to Government declined
marginally by 0.2% and other clients fell by 26% (see Figure
2.7).

Unsold units decreased by 4% to 4,432 MWh from 4,594 MWh
in the previous quarter, this resulted in a fall in the ratio of
unsold units to generated units from 22% to 21%.

Figure 2.7: Units of Electricity Generated and Sold
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Manufacturing

Manufacturing activities, as measured by the CBSI
manufacturing index®, saw a contraction this quarter by 16%
to 246 points from 292 points in the first quarter. The weak
performance was driven by falls in both export and import

6 CBSI Manufacturing index represents both domestic and exported goods.

manufacturing indexes. The export index dropped by 13% to
402 points against 463 points in the March quarter. The fall
in the export index was explained by sluggish growth in both
loin and canned production. Similarly, manufactured products
destined for domestic consumption contracted by 18% against
the previous quarter to 173 points. Falls in canned tuna, soft
drinks and cigarette explained the unfavorable outcome
in this quarter. Despite that, year on year figures showed
manufacturing production had improved compared to the
corresponding period in 2014 with the exception of loin exports
and cigarettes production.

Figure 2.8: CBSI Manufacturing Index
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Building Permits

Approved building permits issued by the Honiara City Council
(HCC) surged by 56% this quarter to 67 permits against 43
permits in the first quarter. The total approved permits comprised
of 31 residential permits, 16 commercial and industrial permits
and 20 permits for ‘other’ categories. The estimated value of
permits, more than doubled to a total value of $70.5 million
compared to $29.0 million in the preceding quarter, driven by
increases in all three building permit categories.

Foreign Investment

Approved foreign direct investment applications declined in
contrast to an increase seen in the previous quarter. Approved
applications went down from 59 applications to 44 applications.
In terms of applications by sector, wholesale and retail services
accounted for the majority with 18 applications, followed by
other services’ consisting of 10 applications, mining with 5
applications, 3 applications each for forestry and construction
while tourism and consultancy received 2 applications each.

Most applicants indicated more than one operational location.
Distribution by province® showed that 39 applications registered
to operate in Honiara, 14 applications for Western, and 12
applications registered for Guadalcanal. Makira received 9
expressions of interest, whilst Malaita, Central, Isabel, Choiseul
and Temotu provinces recorded 8 application each. In terms of

7 This includes, real estate property developments, healthcare, financial
services, education services and information.

8 Foreign investors indicated in their applications that they will operate in
more than one province. Therefore, the provincial distribution will be greater

than the 59 foreign investments agglications that were recorded in the guarter.
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investment value, the total value of FDI applications received
this quarter contracted by 37% to $387 million compared to
$619 million in the March quarter.

Inflation

Headline inflation measured by the 3 months moving average
for June recorded a further deflation of 4.8%. The fall in general
price index was driven largely by domestic inflation, which
dipped to minus 6.8% from 0.1% in March while the imported
price index remained in negative territory at minus 1.1% in
June.

Domestic inflation fell notably as a result of a plunge in food
price index to minus 17.4% from 1.4% in March. The housing
and utilities category which accounted for the second highest
weight in the domestic category also dropped markedly to
minus 1.7% from 3.2%. The drinks and tobacco index remained
negative at minus 12.4%, due to declining betel-nut prices
against its referenced period of 2014.

On the same note, imported inflation remained subdued
at minus 1.1% at the end of the quarter compared to minus
1.6% in March, reflecting falling imported food and fuel prices.
Core inflation excluding volatile, controlled and excise items
remained positive but eased to 1.3% from 2.1% at the end of
the previous quarter (see Figure 2.9).

Figure 2.9: Headline and Underlying Inflation Rates
(3mma)
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Of the overall inflation rate of minus 4.8% for June, food inflation
accounted for minus 2% followed by housing utilities with minus 1.1%
while other categories jointly contributed the remaining minus 1.7%
(see Figure 2.10).

Figure 2.10: Contributions to Headline Inflation
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Honiara Retail Fuel Price

Average Honiara retail fuel price declined by 7% to $8.65 per
litre from $9.31 per litre in the March quarter. The fall was driven
by falls in diesel and kerosene, with average diesel prices went
down by 39 cents to $8.47 per litre and kerosene fallen by $1.71
to $8.78 per litre from $10.49 per litre. These falls outweighed
a slight increase in petrol prices, which went up by 12 cents to
$8.69 per litre. Year-on-year comparison showed the average
fuel price had fallen 26% from the same period a year prior.

Regional Inflation

Comparing against the region, Solomon Islands headline
inflation remained below zero at minus 3.6% against the Pacific
region’s average inflation rate of 1.5% and our major trading
partners’ average inflation rate of 0.8%.

Figure 2.11: Regional Inflation
12%

10% /\
8%

2 [ A A

> o A

; /,____\ \_/ \ / \\

g e -

2 - .." Se, S ees .

: 2% R / "'--?h....-','\, Feeertee, \
P ~ z - —

é \_/ [RZC ~oF A\"-,'

&

c

‘2% \

-4%

-6%
Mar Jun Sep Dec Mar Jun Sep DecMar Jun Sep Dec Mar Jun Sep DecMar Jun Sep Dec Mar Jun

2010 2011 2012 2013 2014 2015

=—Solomon Islands Average PICs exc. SI
= = Independent Authorities Average exc. SI « « » «Trading Partners Average

Source: CBSI & IMF




Quarterly Review June 2015

Chapter lll. BALANCE OF PAYMENTS

The Solomon Islands balance of payments performed positively
over the June 2015 quarter as shown by the growth in foreign
reserves and surpluses in both current account and capital and
financial accounts.

2014 2015
Sep | Dec| Mar | Jun
Qtr | Qtr| Qtr| Qtr
SBD million

A. Current Account <125 | -50 -40 72
Goods 66 61 -41 | -103
Services <175 | -154 | -109 | -137
Primary Income 71| 42 -35 -9
Secondary Income 55 86| 144 | 321

B. Capital & Financial Account 193 | -177 | 259 | 330
Capital 88| 129 134 | 153
Financial account (excl. reserve asset) 1/ | 105 | -306 | 125 | 177

C. Reserve Assets (+ve = increase) 21| 279 | 290 | 376

D. Net errors and omissions -48 | -52 72| -26

Position of Gross Foreign Reserves at 4071 | 3784 | 4026 | 4390

end

Months of Import cover of Goods and 106 95| 102 111

Services

1/ The financial account in BOP analytical presentation shows

reserve assets separately in item C. Under BPMS, the financial

account includes reserve assets.

Source: CBSI

Current Account

The current account registered a provisional $72 million surplus,
overturning the revised $40 million deficit in the March 2015
quarter. The outcome was driven by widening surplus in the
secondary income attributing to higher donor inflows combined
with the reduced deficit in the primary income account during
the quarter. These more than offset the increasing deficit in
goods and services accounts.

Similarly, the capital and financial account (excluding reserve
assets) posted an increasing provisional surplus of $330 million
from a revised $259 million surpus in the previous quarter due
to increasing inward foreign direct investment (FDI).

The surpluses in both current account and capital and financial
accounts were attributed to the build-up of foreign reserves
transactions by $376 million during the quarter. As a result,
the position of gross foreign reserves rose by 9% to $4,390
million, sufficient to cover 11.1 months of imports of goods and
services.

Trade in goods

The balance on trade in goods for the June quarter recorded a
provisional $103 million deficit, widening from the $41 million deficit in
the previous quarter. This was driven by a larger increase in imports
by 17% to $937 million which outweighed the growth in exports by
10% to $834 million.

Figure 3.1: Trade in Goods
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Exports

The growth in exports was driven largely by increases in export
receipts from round log, cocoa and timber exports. This was
due to higher export volumes during the quarter. Round log
exports grew by 12% to $569 million, cocoa and timber exports
more than doubled to $28 million and $23 million, respectively,
and re-exports increased from $3 million to $5 million during
the period. Meanwhile, fish exports slid by 2% to $91 million,
palm oil exports fell by 15% to $50 million, copra and coconut
oil exports slipped from $21 million to $20 million and mineral
exports dropped from $13 million to $12 million. These negative
results were due to weak commodity prices and lower export
volumes during the quarter. All other exports fell from $22
million to $19 million.

Imports

The increase in imports was driven mainly by higher import
payments for major import categories. Food imports surged by
36% to $220 million, fuel imports grew by 37% to $183 million,
machineries and transport equipment by 12% to $332 million
due to capital imports for the expansion of the international
sea port facility. Basic manufactures increased by 11% to $148
million. On the other hand, beverage and tobacco fell from $16
million to $15 million, crude materials dropped from $8 million
to $5 million, and miscellaneous items slid from $73 million
to $72 million. Chemical imports remained unchanged at $51
million during the quarter.
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Trade in Services

Trade in services account recorded a deficit of $137 million,
widening from a revised $109 million deficit in the previous
quarter. This outcome reflected an increasing deficit in transport
and all other services which outweighed the reduced deficit in
travel services. The deficit in transport services widened from
$65 million deficit to $80 million deficit due to higher freight
payments and other transport payments. Similarly, other
services payments which comprised all services excluding
transport and travel, recorded an increased deficit of $57
million from $30 million a quarter prior due to higher payments
for government and other business services during the quarter.
Meanwhile, the deficit in travel services reduced from $14
million to near zero owing to lower travel payments reflecting
fewer Solomon Islanders travelling abroad during the quarter.

Primary Income Account

The primary income account posted a reduced deficit of $9
million from a revised $35 million deficit in the previous quarter.
This outcome stemmed from lower net outflows in investment
income combined with higher surplus in other primary income.
The investment income outflow reduced from $84 million to $74
million mainly due to lower dividend payments made during the
quarter. Meanwhile, the surplus in other primary income, which
represents fishing licencing, increased from $48 million to $65
million.

Secondary Income Account

The surplus in the secondary income account increased to $321
million from $144 million recorded during the previous quarter.
This was mainly driven by general government transfers rising
by more than three-folds from $83 million to $288 million. This
reflected higher donor inflows as aid-in-cash particularly for the
health and education sectors. Technical assistances and aid
in kind also increased during the quarter. On the other hand,
private sector transfers recorded a reduced surplus from $60
million to $33 million as a result of lower transfers received by
religious organizations.

Capital Account

The capital account surplus increased to $153 million from
a revised $134 million in the previous quarter. This largely
reflected capital funding for the expansion of the international
sea port facility and donor funds towards the National Transport
Fund.

Financial Account

The financial account registered a net lending (surplus) of $199
million, an upturn from $165 million in the previous quarter. This
resulted from the sizeable increase in financial assets by $168
million to $359 million, surpassing the increase in financial
liabilities by $134 million to $160 million.

The surplus in the financial assets was largely driven by the
accumulation in reserve assets which continued to build-up by
$376 million during the quarter. In addition, the reduced deficit

in other investment assets from $98 million to $10 million also
contributed to this outcome. This was largely due to the draw
down on currency and deposits and trade credits held abroad.

The sizeable increase in financial liabilities was attributed to
FDI which surged to $153 million from $5 million in the previous
quarter. This stemmed from increased equity investments in
the construction sector and positive reinvestment earnings.
Meanwhile, other investment liabilities dropped to an inflow of
$7 million from $21 million in the preceding quarter. This came
mainly from receipts for currency and deposits and accounts
payable to non-residents, but was reduced by higher external
loan repayments during the quarter.

International Investment Position

The netinternational investment position (IIP), which represents
the country’s balance sheet with the rest of the world, registered
a provisional $307 million deficit at the end of the quarter. This
was a drastic reduction from the revised $2,029 million deficit
at the end of the previous quarter. This significant improvement
was due to a plunge in stock of financial liabilities by 19% to
$5,632 million. The outcome was driven mainly by the change
of ownership of the country’s only gold mining company
which transferred from an Australian investor to a local group
of investors which resulted in a 24% nose-dive in FDI stock
to $4,372 million. Meanwhile, the stock of other investment
liabilities increased to $1,260 million from $1,233 million during
the quarter.

Contributing to the improvement of the IIP at the end of the
quarter was the 7% increase in stock of financial assets to
$5,325 million. This was attributed to the rise in the stock of
reserve assets to $4,390 million from $4,026 million. Direct
investment assets also rose marginally to $357 million from
$352 million and portfolio investment increased to $120 million
from $119 million. Meanwhile, other investment asset fell from
$466 million to $458 million.

Gross External Debt

The gross external debt stood provisionally at $2,075 million,
declining by more than half from the revised $4,703 million in
the previous quarter. This substantial decrease was driven by
private sector external debt which dropped to $1,137 million
from $3,777 million. FDI intercompany lending was the main
driver falling from $3,471 million to $815 million as a result of
a written-off liability on the sale of the country’s biggest gold
mining to a local investor. Private sector external debt to non-
financial corporations and other financial corporations abroad
also fell from $194 million to $188 million. Meanwhile, external
debt by deposit-taking corporations rose to $133 million from
$113 million largely from currency and deposits held for non-
residents (see table 3.2).
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2014 2015
Sep Dec Mar Jun
Qtr Qtr Qtr Qtr
SBD million

Gross External Debt Position 4,731 | 4,639 | 4,703 2,075
A. Public External Debt 1011 940 926 938
(i) General Government 699 685 668 666
(ii) Central Bank 312 254 258 272
B. Private External Debt 3,720 | 3,699 | 3,777 | 1,37
(iii) Deposit-Taking Corporatoins 92 77 113 133
(iv) Other Sectors 1/ 207 208 194 188
(v) FDI: Intercompany Lending 1/ | 3,421 | 3,414 | 3,471 815
1/Provisional
Source: CBSI

On the other hand, public external debt rose from $926 million
to $938 million. This increase came mainly from Central
Bank’s external debt rising from $258 million to $272 million
due to increasing currency and deposits held for international
organisations. The external debt for the general government,
however, fell slightly to $666 million from $668 million due to
continued loan repayments.

Gross Foreign Reserves

The gross foreign reserves continued to build up, increasing
by 9% to $4,390 million at the end of June 2015 following
a rebound to $4,026 million in the previous quarter. This
positive outcome was driven by net transaction inflow of
$376 million largely from donor inflows which reflected on the
secondary income and capital account. The level of gross
foreign reserves at the end of the quarter was sufficient
to cover 11.1 months of imports of goods and services.

Figure 3.2 Foreign Reserve and Import Cover
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Exchange Rate

The Solomon Islands dollar (SBD) depreciated against the
United States dollar by 0.6% to $7.80 per USD from $7.75in the
previous quarter whilst appreciating against the Australian dollar
by 0.6% to $6.07 per AUD. Against the other trading currencies,
the SBD appreciated against the New Zealand dollar by 2% to
$5.72perNzD, 1.5% againstthe euroto $8.63 per EURand 1.1%
against the Japanese Yen to $6.44 per 100JPY. Meanwhile, it
depreciated against the British Pound by 1.6% to $11.94 per GBP.

Figure 3.3 Exchange Rate
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Chapter IV. MONEY AND BANKING

Developments in the monetary aggregates at the end of June
2015 saw a broadbased increase in reserve money (M0), narrow
money (M1) and broad money (M3). This was driven mainly by
the expansion in the net foreign assets (NFA) of the banking
system despite the downward movement of the banking system
net domestic assets (NDA). Likewise, liquidity in the banking
system increased further resulting in an upward movement in
excess liquidity to $1,091 million this quarter. Private sector
credit (PSC) also increased in this quarter, driven mainly by
lending through loans and lease financing. Meanwhile, ODCs’
weighted average interest rates margin fell, resulting from
declines in both the lending and deposit rates over the period.

Reserve Money

Reserve money (MO) increase by 12% to $2,097 million at
the end of June 2015, following a 2% growth in the previous
quarter. The increase was due to the rise in ODCs’ call
deposits balances held with CBSI, which went up notably by
9% to $1,457 million. Currency in circulation issued by CBSI
also contribute, rising by 1% to $634 million over the period.

Driving the growth in MO was reflected in the increase in
CBSI's net foreign assets (NFA) by 10% to $4,152 million
driven mainly by donor inflows. The net domestic assets (NDA)
of CBSI continued to deteriorate to a net liability position of
$2,051 million, resulting from the rise in net domestic credit.
This in turn was driven by an increase in the liabilities to Central
Government through the build-up of government deposits with
CBSI, combined with the ODCs holding of CBSI Bokolo bills.
Year-on-year saw MO grew further by 16% (see Figure 4.1).

Fig 4.1: Drivers of Reserve Money
5000

4000

3000 -
2000 -

1000 -

-1000 -

Value of MO drivers, $ millions

-2000

-3000
I NFA of CBSI mmm NDA of CBS| =—M0

Source: CBSI

Narrow Money

Narrow money (M1) registered an increase of 7% to $2,957
million this quarter, following a 5% growth in the previous quarter.
This was driven by the build-up of transferable deposits held with
depository corporations (DCs) by 8% to $2,405 million, together
with a 2% to $552 million rise in currency in active circulation

at the end of June 2015. Contributing to the increase in DC’s
transferable deposits was the rise in transferable deposits of
other financial corporations by 49% to $242 million, public non-
financial corporations by 23% to $230 million and other resident
sectors (household and individuals), which increased by 14%
to $483 million after a fall in last quarter. Year-on-year saw M1
recorded a 23% increase against the same period last year.

Broad Money

Broad money supply (M3) picked up this quarter by 6% to
$3,836 million, following a decline witnessed in the previous
quarter. The increase mirrored movements in M1, together with
a 2% to $879 million increase in other deposits such as savings
and time (see Figure 4.2). Year-on-year growth in M3 registered
a 22% rise against the same period in 2014.

The growth in M3 was led by 8% to $4,318 million increase
in the total NFA held by DCs this quarter, which is ultimately
coming from a large increase in CBSI's gross foreign reserves.
However, the NDA of the banking system deteriorates further to
reach the net liability of $475 million this quarter compared to a
net liability of $346 million in the last quarter. This was primarily
due to the increase in the Central Government deposits held
by DCs, which outweighed the rise in lending to private sector.

Fig 4.2: Components of Broad Money
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Liquidity

Total liquidity in the banking system increased further by 19%
to $1,457 million this quarter, following a 5% rise witnessed in
the previous quarter. The increase was driven by the expansion
in MO, which result in excess liquidity rising by 22% to $1,091
million after a 16% drop in the last quarter. Driving the growth in
total liquidity was the 10% rise in CBSI's NFA at the end of this
period. Year-on-year growth, total liquidity rose further by 10%
against the same period last year (see Figure 4.3).
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Fig 4.3: Commercial Banks’ Liquidity
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build-up of deposits, which gave rise to an increase in net
liabilities of DCs by 10% to $1,819 million over the period.

Meanwhile, private sector credit (PSC) increased for second
consecutive quarter by 3% to $1,813 million, following similar
growth in the first quarter. The upsurge in PSC mainly came
from credit allotted to other non-financial corporations by 5%
to $1,201 million while credit issued to individual residents
remained constant. By the end of this quarter, the total
outstanding credit issued by the ODCs reached $1,807 million,
which is a $57 million increase from the previous quarter.

The largest recipients of credit were mainly from personal,
distribution, communication and construction sectors,
which accounted for 34%, 14%, 10% and 10% respectively.

The main driving sectors contributing to the quarter-on-
quarter growth in credit were communication, which grew
from $184 million to $188 million, construction sector, that
rose from $164 million to $173 million, professional and other
services up from $108 million to $118 million, manufacturing
from $89 million to $109 million and forestry sector, which
increased from $35 million to $68 million (see Table 4.1).

Credit lending by the ODCs was mainly driven through loans
and lease financing during the period. Financing through loans
grew by 4% to $1,598 million from $1,544 million last quarter
and lease financing marginally increased by 1% to $13 million.
Overdrafts financing remained the same at $183 million from
the previous quarter.

Interest Rates

The indicative weighted average interest rate margin dropped
slightly to 10.4% this quarter from 10.8% in the first quarter,
resulting from a decrease in both lending rates and deposit
rates. The indicative weighted average interest rates on all
deposits offered by ODCs fell further from 0.29% to 0.27% this
quarter. The fall resulted from drops in time deposit rates for
maturity periods of up to 1 month and 3 to 6 months. Likewise,
the indicative weighted average interest rates on lending also
decreased, from 11.1% to 10.6% over the second quarter. This
was due to a decrease in the cost of borrowing in some of the
sectors, namely manufacturing from 9.8% to 9.0%, forestry
from 19.6% to 19.3%, distribution from 12.5% to 10.4%, and
entertainment and catering from 10.7% t0 9.8% (see Figure 4.4).
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Fig 4.4: Commerical Bank’s interest rates
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Other Financial Corporations

The NFA of other financial corporations (OFCs) recorded an
increase of 2% to $268 million in June 2015. This was driven by
increase in foreign assets denominated in domestic currencies
which grew marginally by 2% to $283 million while the foreign
liabilities of the OFCs remained unchanged over the quarter.

Meanwhile, the OFCs’ NDA grew by 9% to $2,097 million this
period compared to a 2% marginal increase in the previous
quarter. Contributing to this was a 6% rise to $2,370 million
in OFCs’ net domestic credit (NDC) and 3% increase in other
items while the capital accounts fell by 5% to $739 million.
The growth in NDC was driven by an increase in net credit
to financial corporations and credit to private sector, which
outstripped a decline in net credit to nonfinancial public sector
by 2% to $160 million.

Net credit to financial corporations increased by 11% to $743
million. This was driven by an increase in both net credit to
ODCs by 11% to $723 million and net credit to CBSI by 6% to
$18 million respectively. The 11% rise reflected an increase in
deposits of OFCs held with ODCs, which was primarily driven
by an increase in transferable deposits by almost 50% to $232
million. The 6% increase in net credit to CBSI was due to an
increase in holdings of national currency.

The private sector credit provided by the OFCs increased by
4% to $1,467 million compared to marginal movement in the
first quarter. This was driven by increase in credit associated
with shares to other non-financial corporations by 4% to $1,276
million despite the loans to companies remaining constant
and a 2% fall in loans to other residents. OFC’s private credit
associated with securities to other nonfinancial corporations,
trade credit or advances to other nonfinancial corporations and
companies settlement accounts all remained unchanged from
the previous quarter.

Monetary Policy

As the primary mandate of the Central Bank is to maintain
domestic price stability, CBSI in response ensure to make
appropriate monetary policy based on the macroeconomic
trends during the period. At the end of the June 2015,
headline inflation reached negative 4.8%, following a
negative 0.3% witnessed in the second quarter. This is far
well below the CBSI's forecast range of 3%-5% in 2015.
Although excess liquidity recorded an increase this period,
it wasn't considered as a source of inflationary pressure.

Of this recent economic conditions combined with the
anticipation that price pressures will continue to be low by end
2015, CBSI's monetary policy stance was accommodative this
second quarter by maintaining its monetary policy instruments.
Cash reserve requirement ratio remained unchanged at 7.5%
of the ODCs'’ total deposits liabilities. The issuance of the CBSI
Bokolo bills through open market operation stood at $710 million
atthe end of this quarter. Of this $710 million worth of Bokolo bills
issued, total liquidity absorbed reached $620 million this quarter.

Moreover, gross foreign reserve at end of June 2015
sufficiently covered an average of 11.1 months of imports,
well comfortably above the three-month benchmark. This
was higher than the 10.2 months of import cover in the
previous quarter. Similarly, the exchange rate policy since
the last review in December 2014 remained unchanged. The
Solomon Islands dollar was allowed to move in tandem with the
basket of currencies to lessen exchange rate misalignments.

Instrument Description Status in Sep Status in Mar
P MPS 2014 MPS 2015
The Solomon Islands A managed peg Since reviewed in Dece-
Dollar is pegged to ain- | (withina +1% meber 2014, the Solomon
Exchange voice basket of trading | margin of the base | Island dollar is allowed to
Rate currencies that is free to | rate) of 7.2833 move intandem with the
fluctuate within a +1% | against the USD. basket of currencies.
margin of the base rate.
Bokolo Bills are Central | As of December Latest data for June 2015
Bank backed securi- | 2014, $710 million shows that the stock float-
ties denominated in | stock was floated ed by CBSIremain at $710
Open Market | Solomon Island Dollars | by CBSI of which million of which issued
Operations- | with a 28 day maturity. | $610 million worth | bills stood at $620 million.
Bokolo Bills of successful bids Floated stock is likely to
were issued. remain at $710 million
following a accomodative
monetary policy stance.
The Cash Reserve The Cash Reserve | The Cash Reserve Re-
Requirment is the Requirement quirement is expected
minimum fraction of remained at 7.5%. | to be maintianed at 7.5%
Cash customer deposit li- following a accomodative
Res.erve abilities and notes that monetary policy stance.
Requirment | ., commercial bank
must hold as reserves,
as set by Central Bank.

Government treasury bills the Central Bank administered
remained capped at $40 million, same as of the previous
quarter. Therefore, at end of June, the weighted average
yields (WAYs) for 56 days and 91 days increased to 0.34%
from 0.32% and 1.15% from 1.13% in the previous quarter
respectively. Contrastingly, interest rate for the 91 days bill
declined from 0.48% in the last quarter to 0.46% this quarter.
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Chapter V. GOVERNMENT FINANCE

Fiscal position narrowed to a surplus of $45 million in the
second quarter of 2015 from $255 million registered in the last
quarter. The narrow surplus came following the approval of the
2015 budget to expend the development budget, resulting in
higher government expenditure, but still below the total revenue
collected during the quarter. Meanwhile, total outstanding central
governmentdebtstock continued to decline this quarter, following
the government's commitment to service its debt obligations.

Fig 5.1: Fiscal Balance
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Revenue

Following the 20% decline recorded in the March quarter,
total revenue collection improved by 10% this quarter to $809
million and up marginally by 1% on the corresponding quarter
of 2014. The improvement on the prior quarter was attributed
mainly to an increase in non-tax revenue combined with an
upturn in tax receipts. However, total revenue collection fell
short of the budget estimate by 16%, reflecting shortfalls in tax
revenue and donor grant received during the review period.

Fig 5.2: Fiscal Revenue
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Tax Revenue
Tax receipts, which constituted 76% of total revenue, increased
by 2% against the preceding quarter to $616 million and

were barely up 1% compared to the same quarter a year
prior. This outcome was sustained by the offsetting increase
in tax on international trade and transactions against the
decline in income tax while goods and services tax remained
broadly unchanged as in the March quarter. Nonetheless,
total tax revenue still fell short against the budget by 4%.

International trade and transactions tax, which comprised
43% of tax revenue, grew by 10% to $265 million compared
to the previous quarter and outperformed the budget by 6%.
Relative to the preceding quarter, this outcome reflected a 17%
increase in import duty to $133 million and a 4% uptick in export
duty levies to $132 million. The former benefited from a 26%
increase in goods tax and marginal increases in import duties on
manufacturing, transport & equipment and diesel. The increase
inthe latter was driven by anincrease of $8 million to $10 millionin
other export duty items. In contrast, log duty, the major revenue
item in the export duty category, fell by 3% to $121 million.
Tax onincome, profit and capital gains, which accounted for 33%
of tax receipts, shrunk by 7% against the March quarter to $202
million and was down 9% against the budget. Driving the quarter-
on-quarter negative outcome was an 11% decline to $105 million
in tax payable by corporations and other enterprises along with
a marginal 1% fall to $97 million in tax payable by individuals.
Reductions in the former were due largely to a decline in
dividend withholding tax and company notice tax. On the latter,
the decline was driven by a 16% drop in government PAYE tax
to $25 million and a 2% fall in private sector PAYE to $59 million.

Goods and services tax maintained its 23% contribution to
tax revenue, same as in the March quarter, as collections
this quarter remained broadly unchanged at $139 million.
However, this was 15% below budget and 14% lower when
compared to the same quarter in 2014. The outcome against
the foregoing quarter was sustained by an increase of 11%
to $106 million in general tax driven by increases in sales tax
and goods tax by 34% to $28 million and 4% to $74 million
respectively. In contrast, excise tax fell by 22% to $29 million
on the back of notable declines in export duties on beer by
20% to $12 million and tobacco by 23% to $15 million.

Property tax, which accounted for 2% of the total
tax collection, rose by $3 million this quarter to $9
million. This outturn was attributed mainly to a $4
million rise in government withholding tax to $6 million.

Donor Grants

Total budget support contributed only 8% to total revenue,
decline by 21% against the March quarter to $67 million. This
was 74% below budget and 52% lower than the corresponding
quarter in 2014. The quarter-on-quarter outcome was due
largely to a precipitous fall in grants received from international
organisations from $41 million in the March quarter to $1 million
this quarter which outweighed a 50% increase to $66 million in
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recurrent grants from foreign governments.

By functional classification, the total amount of $67 million
received comprised entirely of recurrent grants, with bulk of
the funding came from the Australian (DFAT) and New Zealand
(NZAid) governments through the existing bilateral support
programs. Consistent with its present funding provisions, DFAT
provided $43 million of which $36 million went to the Ministry of
Health and Medical Services (MHMS) and the other $7 million
went to the Ministry of Finance and Treasury (MoFT). NZAid
funded the education sector with $17 million through the Ministry
of Education and Human Resource Development (MEHRD)
and provided $5 million to MoFT, bringing its total funding this
quarter to $22 million. Meanwhile, Asian Development Bank,
United Nations Development Program and Secretariat of the
Pacific Regional Environmental Program together contributed
about $1 million to the total donor funding for the June quarter.

Non Tax Revenue

Nontax revenue contributed 16% to overall revenue having
more than doubled to $126 million from the previous quarter.
This outcome outperformed the budget and the corresponding
quarter of 2014 by 96% and 156% respectively. Underpinning
the quarter-on-quarter growth was a $74 million increase to
$107 million in resource rental income, relating to a $93 million
receipt on fishing license fees paid by foreign fishing vessels
and a $13 million in Forum Fisheries Agency receipts. Sales
of goods and services also registered a 14% increase to $18
million on the back of increased collection on administrative fees.

Expenditure

Total expenditure picked up this quarter after a slowdown in
the preceding quarter, surging to $764 million this quarter from
$483 million but still remained within the budget by 58%. The
marked increase was seen across all the expense items with
substantial increases noted for purchase of goods and services,
compensation of employees and acquisition of nonfinancial
assets (NFAs).

Fig 5.3: Fiscal Expenditure
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Compensation of Employees

Compensation of employees continued to expand at a faster
rate this quarter, rising by 21% to $290 million against the prior
quarter. In particular, the increase was due to a $38 million
surge in rental payments incurred by public servants and paid
on a quarterly basis.

Disaggregating compensation of employees by major
components, wages and salaries, which constituted the
majority of payroll at 56%, rose by 8% to $157 million during
the quarter. House rental also went up almost more than triple
to $53 million and Solomon Islands National Provident Fund
(SINPF) contributions expanded by 4% to $14 million. Various
allowances, special duty allowances and housing allowances,
on the other hand, declined by 7% to $40 million, 3% to $9 million
and 22% to $6 million respectively against the March quarter.
Meanwhile payments to various Solomon Islands embassy
missions rose to $9 million from $4 million in the last quarter.

Purchases of Goods and Services

Purchase of goods and services grew considerably by 54%
in the second quarter to $253 million, albeit falling short of
the budget by 59% and down 6% against the corresponding
quarter in 2014. The increase was in line with the anticipated
cyclical patterns in which government spending rebounds
in the second quarter of each fiscal year. This outturn was
supported by increases in spending on utilities by double to
$26 million, drugs and dressing from $3 million to $14 million,
printing and photocopying by $8 million to $12 million and
consultancy fees which rose to $11 million from $2 million in the
last quarter. In contrast, training cost fell by 31% to $32 million.

Grants to Provinces

Aggregated grants extended to other government agencies
rose by 49% for the second consecutive quarter to $49
million. However, this was 34% within the budget but 39%
higher than the corresponding quarter of 2014. The outcome
compared to the last quarter was attributed to increases
in fixed service grant by 67% to $20 million, health services
grant by 24% to $23 million, Provincial Assembly Members
(PAM) ward grant by $3 million to $4 million and provincial
grant by $0.6 million to $2 million during the reviewed quarter.
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Social Benefits

Social benefit payment registered growth of $27 million in
the June quarter to $31 million after recording a slowdown in
the first quarter. Spending on social benefits this quarter was
higher than both the budget and June quarter of 2014 by $9
million and $27 million respectively. The notable increase
in social benefit payments was driven mainly by an increase
from $0.1 million to $21 million in compensation claims owed
to the police officers during the Bougainville crisis. Also
contributing to the overall outturn, were increases in long
service benefits to $6 million from $1 million and pensions
and gratuities from $1 million to $3 million during the quarter.

Other Payments

Other expense picked up in the second quarter by $36 million to
$64 million, but was 51% below the quarterly budget and 36%
more than the second quarter of 2014. Growth in other payments
was underpinned by increases in subvention grants to $35
million from $0.5 million, Members of Parliament scholarship
grant from $3 million to $11 million and sports grants from $1
million to $4 million. Spending on basic education, however,
fell from $17 million to $7 million and church grants went down
from $4 million to $1 million.

Acquisition of Nonfinancial Assets (NFA)
Consistent with the passage of the national budget in the
second quarter, investment on NFA increased significantly from
$13 million in the first quarter to $63 million. Although this level
of capital spending increased against the previous quarter, it
fell short of the budget by 78% and was down 27% against the
same quarter a year ago. The increase in acquisition of NFA
was related to increase spending on fixed assets to $57 million
from $13 million. The disbursement included $38 million in
building and structures, $16 million in machinery and structures
and $3 million in other fixed assets. The remainder was spent
on acquiring non-produced asset, in particular land.

Debt Stock & Servicing

Central government stock of debt outstanding at the end
of the June quarter was $820 million, 2% lower than the
quarter before and down 10% compared to the corresponding
quarter of 2014. This outcome reflected total debt servicing
of $33 million on both external and domestic loans. This was
well above the $23 million scheduled repayment. Debt stock
as a share of nominal gross domestic product remained
broadly unchanged at 11% relative to the March quarter.

External Public Debt Stock and Servicing

Foreign debt stock fell by a negligible 0.3% this quarter
to $666 million and was down 7% on the same quarter last
year. The continuous fall in the external debt stock mirrored
total servicing of $17 million, of which $14 million was on
principal repayment and $3 million on interest charges.
Categorising external debt by creditors, both the multilateral
and bilateral creditors still maintained the same share
observed in the previous quarter at 85% and 15%
respectively. Compared to the previous quarter, multilateral
creditors inched up by 0.3% to $567 million and bilateral
creditor went down by 4% to $98 million respectively.

Domestic Public Debt Stock and Servicing

Domestic debt stock declined further by 9% in the reviewed
quarter to $154 million and was 19% lower than the June
quarter last year. The drop was driven by total principal repay-
ments of $16 million and interest servicing of $0.8 million to
the domestic creditors, amid the $11 million principal prepay-
ment of amortised bond owed to CBSI in April. Of the domes-
tic debt stock, central bank held the bulk of the domestic debt
stock at $56 million, followed by other holders at $39 million,
other financial corporations (OFCs) at $36 million and other
depository corporations (ODCs) with the residual $23 million.

Central Government Debt Stock and Debt
Service Indicators

At the end of second quarter of 2015, both the debt service-to-
export of goods and services and debt service-to-domestic col-
lection ratios rose to 3% and 4% from 2% each in the last quarter.
Theincrease follows from a combined increase in both the receipt
from export value of goods and services and domestic revenue.
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NOTES TO STATISTICAL TABLES

Table 1.1a &1.1b Depository Corporations Survey
The Depository Corporations Survey (DCs) is derived from the Central Bank Survey (Table 1.2) and Other Depository
Corporation Survey (ODCs) — (Table 1.3).

Table 1.2 Central Bank Survey
The Central Bank Survey is derived from the assets and liabilities of the Central Bank of Solomon Islands (CBSI) which is
based on the CBSI's monthly trial balance.

Table 1.3a & 1.3b Other Depository Corporations Survey

The Other Depository Corporation survey is derived from the monthly assets and liabilities of the Commercial Banks, Credit
Corporation and Credit Unions.

Table 1.4a & 1.4b Sectoral Distributions of Other Depository Corporation Credit Outstanding

Loans and advances are classified by sector according to the main economic activity of the borrower and are compiled from
the monthly returns submitted by commercial banks.

ODCs Credit Outstanding includes credit issued from the commercial banks, credit corporations and credit unions to private
sector exluding lending to non-financial public sector.

Table 1.5 Other Depository Corporations Liquid Assets Position
The data are derived from the balance sheets of the banks.

Commercial banks are required to hold a percentage of total deposit liabilities in the form of liquid assets, as determined by
the Central Bank. The surplus/deficit position shows the excess shortfall of liquid assets holdings over/below the statutory
required level.

Table 1.6 Other Depository Corporations Clearing

This table presents data on the total number and average value of cheques cleared by commercial banks at CBSI on a
monthly basis.

Table 1.8 Value of Currency in Circulation by Denomination
This includes notes and coins by denomination.

Table 1.12 Assets and Liabilities of Credit Corporation of Solomon Islands
All'lending is in motor vehicles for both private and businesses. The term deposits, most by NPF, are for terms 6 months
and 4 years.

Table 1.13 Assets and Liabilities of the Solomon Islands National Provident Fund

The major components of the assets is in commercial banks term deposits.

Table 1.14 Balance of Payments & International Position Statistics Summary

The format of this table is broadly consistent with the International Monetary Fund (IMF) standard analytical presentation.
The major sources of data are the statistics Division of the Ministry of Finance, the commercial banks, the government
accounts and the diplomatic offices.

In BOP concept, the surplus/deficit position in the current and capital accounts should also reflect a surplus/deficit in the
financial account. Opposite positions between the current and capital accounts and the financial account reflected
imperfections in available data at that time of reporting.
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Table 1.19

Table 1.20 - 1.22

Table 1.25

Table 1.27

Table 1.28

Table 1.29

Table 1.30

Table 1.31

Table 1.33

Table 1.34

Table 1.35

Table 1.37

Value of Imports by Import Category
The table is based on the Standard International Trade Classification (SITC) system.

Foreign Exchange Transactions (FET)

The quarterly and annual tables of foreign exchange transactions receipts and payments originate from foreign currency
flows through the banking system. The commercial banks report all daily foreign currency transactions on tickets which are
submitted to the International Department for collation and compilation.

Government Securities by holder and Instrument

The government’s fiscal operations as of March quarter 2015 was based on the 2001 IMF Government Finance Statistics
(GFS) Framework.

Government Revenues

This comprises of tax revenue collected by Inland Revenue Division (IRD), Customs and Excise Division (CED), and non-
tax revenue from other ministries and grants receive from Donor partners. The presentation is based on the Government
Finance Statistic manual 2001 framework (GFSM2001).

Government Expenses

This comprises of compensation of employees, purchase of goods and services, other benefits and interest payment. The
presentation is based on GFS manual 2001 framework.

Government Expenditure on Nonfinancial Assets (NFAs)

Purchase and sale of all government assets such as residential and nonresidential builidings, land, machines, furnitures and
so forth.

Honiara Retail Price Index
Measure consumer prices in Honiara only.

International Commodity Prices

All prices quoted are period averages. Prices quoted for fish are average prices for Yellow fin and Skipjack frozen tuna
from INFOFISH Trade News bulleting published by the Food and Agriculture Organization (FAO).
Price quoted for logs are from the Malaysia market.

Production by Major Commodity
Value of major commodities classified based on the Standard International Trade Classification (SITC) system.

Number, Value of Building Permits Issued, Honiara
The data over permits issued by the Honiara Town Council for construction of buildings in Honiara only.

Total Visitor Arrivals
Visitors include tourist, business clients and others.

Selected Economic Indicators

This table brings together some of the key data reported in various tables in the Review. See notes to relevant table (s).
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