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The Quarterly Review is prepared by the Economics Research and Statistics Department of the Central Bank of Solomon
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GENERAL NOTE
P provisional
e estimate
- nil
na. notavailable
() 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 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 coun-
tries, 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 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: 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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Chapter L.

Global economic conditions moderated in the second
quarter of 2014 as the global recovery remains uneven.
According to the International Monetary Fund’s (IMF)
July 2014 world economic outlook (WEO), the projected
global growth for 2014 has been marked down by 0.2% to
3.4% from its April forecast of 3.6%. This outcome mainly
reflected the legacy of a weak first quarter, particularly in
the United States (US)!, China and several other important
emerging markets. However, global growth is expected to
rebound from the second quarter as the unexpected weak-
ness in the first quarter, which was in large part tempo-
rary, receded with policies already responding to weaker
growth in some of the major economies. Although the
global recovery has regained momentum in the second
quarter of 2014, downside risks to the outlook remain. This
includes the increased geopolitical risks over the Ukraine
crisis and Iraq and its impact on crude oil, energy prices
and trade flow, the lack of robust momentum in advanced
economies, and the deflationary expectation mixed with
sluggish growth in the euro zone”.

In the major advanced economies, growth is now project-
ed at 1.8% in 2014, down from April’s forecast of 2.2%,
but still above 2013 level of 1.3%. Growth continues to
be sustained by the key drivers identified as supporting
growth recovery in the April WEO, which include mod-
erating fiscal consolidation and highly accommodative
monetary policies. In the US economy, growth is projected
to rebound to 1.7% in 2014 as temporary factors such as
the harsh winter weather which dampened demand and
inventory correction wane during the quarter. In the euro
area, growth is expected to strengthen to 1.1% in 2014
from 0.5% in 2013, although slightly below April’s fore-
cast of 1.2% as growth remains uneven across regions.
This outcome largely reflected prolonged financial frag-
mentation, impaired private and public sector balance
sheets, and high unemployment in some economies of
the region. Meanwhile, in Japan, growth in 2014 is now
projected to be higher at 1.6% following a stronger than
expected performance in the first quarter. In the United
Kingdom, growth is also expected to increase to 3.2%
from 1.7% in 2013.

Growth in emerging and developing economies moder-
ated to 4.6% in 2014 from 4.7 % in 2013 and April’s forecast
of 4.9%. The mild fall was mainly due to weaker than pro-
jected growth which resulted from both weaker demand,
notably from the United States and China, and softer do-
mestic demand with weaker investment growth. China,
the world’s second largest economy now expects to grow
at 7.4% in 2014, lower than its previous forecast of 7.5%.
Nevertheless, growth in China is expected to be support-
ed by limited and targeted policy measures that support
activity in the second half of the year.

1 The US economy accounts for almost one quarter of world output.
2 The IMF World Economic Outlook, July 24, 2014.

OVERVIEW AND ANALYSIS

This includes tax relief, accelerated fiscal and infrastruc-
ture spending, and targeted cuts in required reserve ra-
tios. In India, growth appeared to bottom out, with activ-
ity projected to pick up gradually after the post-election
recovery in business sentiment. In other major emerging
market economies including Brazil, Russia, and South Af-
rica, growth projections for 2014 have also been marked
down. In spite of this environment, growth in the emerg-
ing and developing economy was supported mainly by
the recovery in capital flows, and stabilised exchange
rates and equity prices®.

Latest indicators for Australia and New Zealand, Solo-
mon Islands other major trading partners showed mixed
performances during the second quarter. In New Zea-
land, the domestic economy strengthened further in the
June quarter with a solid growth forecast in 2014, and this
followed a strong growth of 3.3% in the March quarter.
The sustained growth was boosted by strong domestic
demand, despite an easing in consumer and business in-
dicators during the quarter. However, falling commodity
prices, in particular diary prices which fell by 11% in the
June quarter, might tamper with domestic demand and
affect the economy’s export values. Despite this, the annu-
al current account deficit is expected to remain less than
3% of GDP through the middle of 2014*.

In Australia, weak retail, net exports and subdued domes-
tic demand point to soft GDP growth in the June quarter.
The Reserve Bank of Australia downgraded its growth
forecast to 2.5% in 2014, down from the previous forecast
of 2.7% in May® and growth of 3.3% in the March quarter.
The decline in mining investment and fiscal restraint also
contributed to the lower growth forecast. On the upside,
growth is expected to strengthen in the third quarter, sup-
ported by better businesses and a surge in retailer confi-
dence.

Meanwhile, global inflation is expected to rise in the major
advanced economies apart from Europe to 1.6% in 2014
from 1.4% in 2013. In the US, inflation rose from 1.4%
during the March quarter to 2.1% in May 2014, reflecting
higher domestic demand as the recovery gained momen-
tum. Conversely, inflation in the emerging and develop-
ing economies was expected to ease to 5.4% in 2014 from
5.9% in 2013.

Turning to the domestic economy, while production and
manufacturing activities eased in the second quarter, oth-
er key sectors including employment, tourism and foreign
direct investment (FDI) improved during the quarter.

The Central Bank of Solomon Islands (CBSI) production
index, which partially measures domestic activities, fell
by 18% in the June quarter. This fall was primarily driv-
en by a significant deceleration in gold production and a

3 The IMF World Economic Outlook, July 24, 2014
4 Monthly Economic Indicators. Retrieved from www.treasury.govt.nz economy/overview on 18 August 2014.

5 Reserve Bank of Australia. Retrieved from http://www.theaustralian.com.au/business/economics/reserve/bank,on
18 August 2014
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4% drop in palm oil production. These contractions more
than outweighed the increase in log volumes, fish catch,
copra and cocoa productions during the June quarter. The
CBSI manufacturing index, an indicator of manufacturing
activities, fell by 4% in the June quarter driven by falls in
processed canned tuna destined for both domestic and
overseas markets, as well as falls in soft drinks, beer and
tobacco manufacturing. Conversely, tourism as indicated
by the volume of tourist arrivals increased by 4%, foreign
direct investment application approvals rose by 25% and
employment went up by 3% during the quarter.

External conditions improved considerably in the June
quarter with a balance of payment surplus of $367 mil-
lion, reversing the $104 million deficit in the previous
quarter. The favourable overturn originates from the ac-
cumulation in the gross foreign reserves rising by 5% to
$4148 million during the quarter. This follows mainly
from higher donor inflows under both current and capi-
tal transfers to the general government. Subsequently, the
current transfer (secondary income) account registered a
$137 million surplus, while the capital account recorded
a $230 million surplus in the June quarter. The primary
income also posted a surplus of $95 million in the June
quarter, owing mainly to higher income from investment
inflows and fishing licenses. Likewise, the financial ac-
count also registered a surplus of $325 million attributed
to higher financial assets and other investment assets re-
lated to currency and deposits held with banks offshore.
This resulted in the positive outcome in both the current
account and the capital and the financial account, despite
the deficit in the trade and the services accounts. The trade
in goods balance posted a $10 million deficit in the June
quarter driven mainly by a fall in mineral exports from
the April flood early in the quarter. This more than offsets
the increases in log, fish, agricultural exports and other
exports during the quarter.

Broad based monetary aggregates rebounded in the June
quarter with reserve money and narrow money rising by
9% and 5%, respectively. The rise in reserve money was
mainly driven by increase in both currency in circulation
and commercial banks call deposits held with CBSI.

Similarly, the increase in narrow money was attributed

to the build-up in currency in circulation and transferable
deposits of other financial corporations, other residents
and other non-financial corporations. As a consequence,
broad money supply increased by 7% with total liquidity
rising to $1326 million. Subsequently, this pushes excess
liquidity up to $977 million during the quarter. Private
sector credit also increased on account of rising credit to
other non-financial corporations. Meanwhile, market op-
erations in the sale of CBSI Bokolo bills continued with
a monthly issuance stock of $710 million throughout the
quarter.

The Government recorded a cash surplus of $115 million,
an improvement from the cash deficits of $27 million in
the previous quarter. The upturn in the quarter echoed
trends of positive cash flow from operating activities and
investment in non-financial assets. This was driven by
higher total cash receipts of $799 million, which more than
outweighed the increase in total cash payments during
the quarter. Total cash receipts from operating activities
rose by 26% against the previous quarter on account of
higher tax receipts and donor inflows. Against the budget,
total cash receipts fell by 6%. On the Government expen-
diture, the overspending by 3% to $684 million against the
previous quarter came from higher spending on purchase
of goods and services and the acquisition of nonfinancial
assets. Against the budget, this spending is under by 23%.
Meanwhile, government debt stock fell by 3% to $908 mil-
lion, following further debt servicing. Of the total debt
stock, external public sector debt accounts for $716 mil-
lion while domestic public debt represented $192 million.

On local price developments, overall inflation rose further
to 7.2% in June from 3.4% in March, driven by domestic
inflation, which surged to 12.7% at the end of the month.
The increase was in large part due to the effect of the flash
flood in April, which is considered as a temporary source
of upward pressure.

Conversely, imported inflation remained subdued at mi-
nus 1.7% whilst core inflation fluctuated at around 2.5%
from 2.3% in the previous quarter. In terms of the infla-
tion components, food, housing utilities, and transport
and communications accounts for the majority of the total
inflation at the end of the June quarter.
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Chapter II. DOMESTIC ECONOMY

Domestic economic activities, measured by the CBSI pro-
duction index®, slowed down for the second consecutive
quarter. The index fell by 17% to 75 points from 90 points
in the preceding quarter (see Figure 2.1). This was due

Fig 2.1 Production Index
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in part to a drastic drop in gold production during the
quarter, as a result of the closure of mining operations,
plummeting by almost 90%. Reductions in palm oil prod-
ucts aggravated the situation with most experiencing a
4% contraction, while palm oil fell by 9%, a direct conse-
quence of the April flash flood. Aside from these reduc-
tions, the production of all other commodities increased
in comparison to the March quarter.

Logs

Log exports, a proxy for production, increased this quar-
ter by 3% to 456,637 cubic meters, countering the 18%
decline in the previous quarter. This brought the year-to-
June output to 899,905 cubic meters, 3% higher than the
corresponding period in 2013. On a year-on-year basis, log
export volumes for the quarter were higher by 5%.

Fig 2.2 Log Export by Province.
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In terms of production by province, Western province
leads this quarter with 37% of total production, followed
by Isabel with 31%, Choiseul at 11%, Makira accounted for
6%, Malaita with 5% and Guadalcanal at 4% (See figure
2.2).

Fig 2.3 Volume and Average Price of Logs
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Average international log prices’ finally rallied this quar-
ter from the sequential contractions that have persisted
since the fourth quarter of 2011. While the increase was a
modest 0.6% to US$292 per cubic meter this quarter, it was
an important improvement from the 2% contraction in the
previous quarter.

Fish

Fish catch rebounded in the second quarter expanding
by 9% to 6,991 tons, reversing the decline in the previ-
ous two quarters. The high fish catch for this quarter was
boosted by favourable fishing conditions, particularly in
the months of April and May. Notably, year-to-June catch

was 67% higher than catch levels in the same period in
2013.

Fig 2.4 Fish Catch and Average Price
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Fish loin and fish meal also rose by 22% and 36% respec-
tively in line with the increase in fish catch. In contrast,
canned tuna production dropped for the second consecu-
tive quarter in June, falling by 50% from 159,601 cartons to
79,231 cartons. This was primarily due to machine down-
time, particularly in the month of April. As a result, year
to June 2014 canned output was 25% lower than year to
June output in 2013. The average international fish price®
continued to register declines, as has been the trend since
the second quarter of 2013, falling by 9% to US$1,338 per
ton in the second quarter.

Palm Oil

Palm oil output fell over the second quarter caused by the
fall in harvested fresh fruit bunches during the quarter.
Crude palm oil (CPO) fell 9% to 8,325 tons wiping out the
expansion experienced in the first quarter whilst palm
kernel oil (PKO) slipped by 4% to 850 tons at the end of
the quarter.

Despite the fall in production, prices remained buoyant
during the quarter. Average contract prices for CPO rose
8% to US$1037 per ton whilst contract PKO prices expe-
rienced a very modest price increase of 0.1% to US$1,512

Fig 2.5 Palm Oil Production, International and Contract Prices
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Copra

Copra production increased for the fourth consecutive
quarter, rising by 9.9% to 5,612 tons in the second quarter.
Compared to the same quarter a year ago, copra produc-
tion showed a significant 89% growth. This increase came
on the back of contract prices increasing for the second
quarter in a row, emerging from the trough that persisted
between fourth quarter 2012 and fourth quarter 2013 .

In terms of copra production by province, Guadalcanal
province led with the largest share of 30%, followed by
Central province at 22%, Western province having 18%,
Malaita province accounted for 11%, Makira 8% and Choi-
seul, Isabel and Temotu provinces accounting for 4% each.

8 Sourced from INFOFISH

Fig 2.6 Copra Production and Contract Prices
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Copra export contract price remained almost unchanged
at US$441 per ton from US$442 per ton last quarter, whilst
the average domestic price offered to farmers was also
maintained at $4 per kilogram.

Cocoa

Cocoa production rebounded substantially this quarter to
1,759 tons from 755 tons in the previous quarter. This posi-
tive performance was attributed to sustained increases in
international and domestic price during the quarter. Con-
sequently, year-to-June output showed an 18% increase
over corresponding 2013 levels.

Production by province showed that Guadalcanal had the
highest share of production at 51%, followed by Malaita
comprising of 26%, then Makira representing 21% and
Central province making up the remaining 2%.

Employment

The labour market condition, as proxied by the number
of Solomon Island National Provident Fund (SINPF) con-
tributors, showed sustained positive growth in the second
quarter of 2014. The average number of contributors went
up by 3% to 53,160 from 51,841 in the first quarter. Fur-
thermore, this also reflected a 10% year-on-year growth
on employment. Of the average total contributors, active
contributors recorded an increase of 5% to reach a record
high of 44,575. This was 33% above the same quarter a
year ago.

In contrast, the CBSI job vacancy advertisement survey
showed a fall in the number of advertised jobs by more
than 50% to 287 vacancies from 583 vacancies in the first
quarter of 2014. In terms of vacancies by categories’, pro-
fessional and technical activities accounted for 91 vacan-
cies (32%), followed by vacancies for administrative and
support service which accounted for 86 vacancies (30%),
and public admin and defence with 37 vacancies (13%).
All the other sectors contributed to the remaining 73 va-
cancies (25%).

9 Based on reclassification
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Energy

Generated electricity from the Solomon Islands Electricity
Authority (SIEA) went down in the second quarter by 4%
to 20,475 Megawatt hour (MWh) against 21,208 MWh in
the previous quarter. Despite this reduction, output was
still 7% above the same quarter a year ago.

Units of electricity sold remained unchanged at 16,030
MWh, following a 5% improvement in the previous quar-
ter and up by 5% year-on-year. Sales to commercial clients
for the quarter increased further by 4% to 11,394 MWh,
registering the highest commercial usage so far. Domestic
usage also recorded an increase by 4% to 3,292 MWh after
falling by 6% in the first quarter.

Conversely, electricity sales to Government and ‘others’
categories declined, recording a 30% fall to Government at
1,233 MWh, whilst other category plunged by 35% to 111
MWh (see Figure 2.7).

Unsold units declined significantly by another 14% to
4,445 MWHh from 5,160 MWh in the first quarter. As a re-
sult, the ratio of unsold units to generated units improved
from 24% in the previous quarter to 22% in this quarter, an
indication of sales improvements.

Fig 2.7 Units of Electricity Generated and Sold
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Manufacturing

Manufacturing activities, as measured by the CBSI manu-
facturing index', slipped by 5% to 270 points. This was
driven by large falls in processed canned tuna destined
for both domestic and export markets. This was combined
with sizeable declines in soft drinks, beer and tobacco pro-
duction, all of which outweighed the increases in biscuits
production and non-canned fish exports.

Nonetheless, exportable manufactured products in-
creased by 15% to 502 points. In contrast, the index for
the domestic market contracted by 24% to 159 points from
209 points, due to a fall in canned tuna output by 50%,
soft-drinks by 26%, and tobacco by 24%. Despite the fall,
the overall manufacturing index was 20% higher against
the same period last year, reflecting an increase in both

10 CBSI Manufacturing index represents both domestic and exported goods.

Fig 2.8 CBSI Manufacturing Index
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the manufacturing indices for domestic and export items.

Building Permits

Approved building permits issued by the Honiara City
Council (HCC) surged this quarter by 48% to 46 permits
after plunging by 39% in the previous quarter. The total
number of permits issued comprises of 26 residential per-
mits, 11 permits on ‘other’ categories and 9 permits each
for commercial and industrial properties. Despite the in-
crease, total value of these permits recorded a shortfall
by 8% to reach $23 million against $25 million by end of
March.

Meanwhile, against the same period last year, total per-
mits issued and valued surpassed that of the previous
year by 119% and 27% respectively indicating a general
improvement in the housing and construction sector com-
pared to 2013.

Visitor Arrivals

Visitor arrivals, as measured by air travelers improved
by 4% to 4,925 arrivals against 4,754 arrivals in the first
quarter. Australian visitors dominated with 2,225 visitors
(45%), followed by other Asia, accounting for 580 visi-
tors (12%). USA, Fiji and New Zealand accounted for ap-
proximately 7% each bringing 362, 361, and 343 visitors,
respectively. Papua New Guinea (PNG) comprises of 260
visitors (5%) while the remaining countries accounted for
the final 17%.

Foreign Investment

Approved foreign direct investment applications for the
quarter rose by 25% from 48 to 60 applications, registering
the highest number in record. In terms of applications by
sector, the mining sector received the largest number with
16 applications, followed by other services' with 13 ap-
plications. Wholesale and retail received 10 applications,
forestry with 9 applications, tourism receiving 4 applica-
tions, consultancy with 3 applications, construction 2 ap-

11 This includes, real estate property developments, healthcare, financial services, education
services and information.
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plications, whilst agriculture, fisheries and manufacturing
received 1 application each.

Most applicants indicated that they would operate in sev-
eral provinces. Distribution by province'? showed that 35
applications registered to operate in Honiara, 27 applica-
tions for Western province, followed by 25 applications
for Guadalcanal province. Isabel province received 24
applications whilst Central, Makira had 23 applications
each. Malaita, Renbel, Choiseul and Temotu provinces
each received 22 applications. Meanwhile, the total invest-
ment value of the second quarter investment applications
surpassed previous quarter by 118%.

Inflation

Headline inflation, defined by a 3 months moving aver-
age, rose to 7.2% in June from a revised 3.4% in March.
The increase was driven mainly by domestic inflation
surging from 7.3% in March to 12.7% by the end of June.
The increase in the index for the domestic component was
fuelled by movement in food inflation from minus 1.2% to
16%, housing utilities rising from 11.5% to 12.6%, and rec-
reation services rising from 3.9% to 5.4% over the quarter.

Meanwhile, imported inflation remained subdued at mi-
nus 1.7% over the quarter compared to minus 2.1% by the
end of March quarter. This reflected falling international
import prices.

Despite rising headline inflation, the underlying or core
inflation" remained moderate at 2.5% from 2.3% at the
end of the first quarter (see Figure 2.10).

Fig 2.9 Headline and Core Inflations (3mma)
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Of the overall inflation rate of 7.2% for June, food inflation
accounted for 3.1%, housing utilities contributed 1.7%,
transport and communications explained 0.9%, drinks

12 Foreign investors indicated in their applications that they will operate in more than one prov-
ince. Therefore, the provincial distribution will be greater than the 48 foreign investments ap-
plications that were recorded in the quarter.

13 All CPI excluding volatile, price control and excise items (alcohol + tobacco)

Fig 2.10 Contributions to Headline Inflation
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and tobacco, recreation and health services each contrib-
uted 0.4%, household operations with 0.3%, clothing and
footwear and miscellaneous items each accounted for
0.2%.

Retail fuel prices in Honiara increased slightly by 1.0% to
an average of $11.61 per litre from $11.49 per litre in the
March quarter. This was due to an uptick in all categories,
with kerosene increasing by 17 cents to $12.40 per litre,
petrol rising by 16 cents to $11.06 per litre, whilst diesel
prices crept up by 2 cents to $11.36 per litre. Against the
same period a year ago, the average fuel price was 1.1%
higher.

Regional Inflation

Comparing against the region, Solomon Islands headline
inflation was slightly higher than the Pacific region’s aver-
age headline inflation' of 1.8% and above the average in-
flation rate of 1.5% for Pacific Island countries with inde-
pendent monetary authorities®. Rising inflationary pres-
sures during the quarter caused the inflation gap between
Solomon Islands and its trading partners to widen to 4.4%
from 1.0% in the previous quarter.

Fig 2.11 Regional Inflation
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14 Estimates exclude Solomon Islands and use all available data for June 2014; missing data
were Kiribati, Tuvalu, Marshal and Micronesia.

15Includes Fiji, Papua New Guinea, Samoa, Solomon Islands, Tonga and Vanuatu.
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Chapter III. BALANCE OF PAYMENTS

The Solomon Islands external position in the second quar-
ter improved further from the first quarter as the level of
gross foreign reserves grew by 5% to $4,148 million. This
favourable outcome resulted from a net transaction inflow
of $182 million and is adequate to cover 11.7 months of
imports of goods and services.

Table 3.1: Balance of Payments Statistics Summary
in SBD millions

Q413 | Q114 | Q214
[ [ [P]

1. Current and Capital Accounts/*1 95| (104) 367
1.1 Current Account (36)| (179) 137
Trade in Goods (net) 51| (105) (10)
Exports f.0.b. 900 785 753
Imports f.0.b. 849 890 763
Trade in Services (net) (264) | (227)| (172)
Primary Income (net) 51 22 95
Secondary Income (net) 126 132 223
1.2 Capital Account 131 75 230
2. Financial Account/*1 (4)| (102) 325
3. Net errors and omissions (99) (2) (42)
Gross foreign reserves (position at end) 3,909 | 3,957 | 4,148

Note: *1/ Net lending or surplus (+)/Net borrowing or deficit (-)
[r] revised estimate [p] provisional estimate
Source: CBSI

The current and capital account balance registered a $367
million surplus during the quarter, rebounding from a
revised $104 million deficit in the March quarter. On the
contra side, the financial account posted a surplus of $325
million reflecting the country’s repayments on its foreign
liabilities and acquisition of foreign assets, which includes
the build-up of the gross foreign reserves.

Current Account

The current account registered a provisional $137 million
surplus in the second quarter, an upturn from a revised
$179 million deficit in the previous quarter. This positive
outcome emanated from an expanding surplus in the pri-
mary and secondary income accounts and shrinking defi-
cits in the goods and services accounts.

Meanwhile, the outcome of these two quarters showed
that the current account recorded a provisional $42 mil-
lion deficit in the first half of the year. However, the deficit
was fully financed by inward capital transfers and foreign
direct investments (FDIs), which resulted in the accumu-
lation of foreign reserves in the first half of 2014.

Trade in goods

The balance on trade in goods for the second quarter nar-
rowed to a provisional $10 million deficit from the revised
$105 million deficit in the previous quarter. The smaller
deficit came from a larger drop in imports which fell by

Fig 3.1 Trade in Goods
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14% to $763 million while exports slid by 4% to $753 mil-
lion. The decelerations in export receipts and import pay-
ments during the quarter were due to a one-off shock in
the domestic economy caused by the excessive flooding
in April. This shock was hitting hard on the mining sector
with minimal impacts on the non-mining export sectors.

The fall in exports was largely driven by mineral exports,
which plunged from $145 million to $31 million. This was
attributed to the closure of the gold mining site follow-
ing the April flooding. Sawn timber also fell from $22 mil-
lion to $15 million. On the upside, round log exports rose
by 8% to $399 million, fish exports by 7% to $114 million,
palm oil exports rose by 39% to $86 million, cocoa exports
almost tripled to $32 million, other exports rose to $7 mil-
lion from $6 million and re-exports to $11 million from
$8 million. These positive outcomes resulted from higher
commodity volumes that were exported at relatively sta-
ble prices.

The decline in imports during the quarter was mostly
driven by mineral fuel imports, which more than halved
from $290 million to $126 million due to lower demand
for energy use particularly from the discontinued gold
mining production. Chemical payments also dropped by
5% from $53 million to $51 million, beverages and tobacco
from $17 million to $14 million, and crude materials from
$13 million to $11 million. On the other hand, food im-
ports rose by 3% to $202 million attributed to higher food
imports relating to the relief supplies for the flood victims.
Machineries and transport equipment rose by 5% to $238
million, basic manufactures rose by 7% to $130 million
and miscellaneous by 5% to 60% million.

Trade in Services

The services account recorded a deficit of $172 million,
narrowing from a revised $227 million deficit in the previ-
ous quarter. The reduction was mainly attributed to the
declining deficit in transport and all other services. Trans-
port services posted a reduced deficit from $86 million to
$72 million due to fall in freight payments for imports of
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goods. The deficit in other services fell from $123 million
to $73 million as service payments for business, mainte-
nance and repairs, and telecommunications dropped dur-
ing the quarter. Meanwhile, the deficit in travel services
widened to $28 million from $19 million in the previous
quarter owing to larger increases in business and personal
travel payments during the quarter.

Primary Income

The primary income posted a $95 million surplus, im-
proving further from the revised $22 million surplus in
the previous quarter. This came from higher surplus in
both investment income and other primary income. The
surplus in investment income rose from $0.5 million to
$65 million reflecting the use of accumulated reinvested
earnings by FDIs to finance operational costs during the
quarter. The surplus on other primary income, which rep-
resents fishing licensing, increased to $45 million from
$29 million. Meanwhile, compensation of employees rose
from an outflow of $8 million to $14 million.

Secondary Income

The surplus in the secondary income (current transfers)
rose by 69% to $223 million. This came from both general
government and private sector funding for government
budget support and assistance for the victims of the exces-
sive April flooding. General government transfers rose by
23% to $221 million due to increase in cash grants for bud-
get support and aid-in-kind despite the decline in funds
made available for technical assistance, which fell by 7%
to $98 million. Meanwhile, private sector transfers turned
to an inflow of $3 million from an outflow of $48 million
in the previous quarter driven largely by increasing as-
sistance received by Non-Governmental Organizations
(NGOs) and local churches.

Capital Account

The capital account recorded another surplus this quarter,
increasing significantly to $230 million from $75 million
in the previous quarter. This came entirely from capital
transfer receipts by donors to the general government for
major capital projects including the post flood rehabilita-
tion projects.

Financial Account

The financial account balance rebounded to a net lending
(surplus) of $325 million during the quarter, a significant
reversal from the net borrowing (deficit) of $102 million in
the previous

quarter. This was driven mainly by a substantial increase
in financial assets from $61 million to $337 million against
the large fall in financial liabilities from $162 million to $12
million during the quarter.

The sizable increase in financial assets was attributed to re-
serve assets and other investments. Reserve assets almost
doubled to $182 million from $95 million due to higher

foreign exchange receipts from donor inflows during the
quarter. Other investment assets surged to $159 million
from a drawdown of $25 million in the previous quarter,
largely caused by the buildup in ‘currency and deposits’
held with banks abroad during the quarter.

The fall in financial liabilities reflected movements in FDI,
which slid from $178 million to $74 million largely due to
drawdowns in equity and investments funds to finance
operation costs during the quarter. Other investments li-
abilities recorded increasing repayments from $16 million
to $62 million as a result of higher settlements of external
loans, trade credits, and other external accounts payable
during the quarter.

The International Investment Position

The international investment position (IIP), narrowed to
$1,818 million deficit during the quarter from the revised
$2,171 million deficit registered at the end of the previ-
ous quarter. This was driven, in the main, by the stock of
financial assets, which increased by 7% to $5,168 million
compared to a minimal fall in the stock of financial liabili-
ties by 0.1% to $6,986 million from $6,991 million.

The increase in the stock of financial assets came from the
stock of reserve assets, portfolio investment, and other in-
vestments. Reserve assets increased from $3,957 million
to $4,148 million, portfolio investments rose from $113
million to $119 million, and other investments from $411
million to $570 million. Meanwhile, the stock of direct in-
vestment fell from $339 million to $331 million.

The minimal fall in the stock of financial liabilities came
from the stock of other investments, which dropped from
$1,280 million to $1,203 million, outweighing the increase
in the stock of FDIs from $5,711 million to $5,783 million
during the quarter.

Gross foreign reserves

The gross foreign reserve rose by 5% to $4,148 million
(US$ 568 million) and was sufficient to cover 11.7 months
of import of goods and services. The accumulation was
largely caused by higher transfer receipts from donors
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reflected in the surplus secondary income and capital ac-
counts.

Exchange rate

During the quarter, the Solomon Islands dollar (SBD),
on average, appreciated against the United States dol-
lar by 0.3% to $7.34 per USD whilst depreciating against
the Australian dollar by 3.7% to $6.84 per AUD. Against
the other trading currencies, the SBD depreciated against
the New Zealand dollar by 3.1% to $6.34 per NZD, 1.5%
against the British pound to $12.35 per GBP, and 0.4%
against the Japanese Yen to $7.19 per 100JPY. Meanwhile,
the SBD appreciated by 0.3% against the euro to $10.06 per
EUR (See Figure 3.3).

Fig 3.3 Exchange Rate
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Chapter IV. MONEY AND BANKING

Monetary aggregates showed positive growths at the end
of June 2014, with reserve money (M0), narrow money
(M1), and broad money supply (M3), rising over the pre-
vious quarter. Driving the increase in M0 was a rise in
currency in circulation and other depository corporations’
(ODCs) deposits held at CBSI. Growth in M1 originates
from increases in currency in circulation and transferable
deposits of other financial corporations, other residents
and other non-financial corporations. Consequently,
this pushed M3 up by 7% after a fall last quarter. Subse-
quently, total liquidity in the banking system increased
this quarter, resulting in excess liquidity reaching $977
million. Meanwhile, private sector credit (PSC) increased
further, albeit at a slower rate than the previous quarter.
PSC growth was mainly driven by overdrafts and, to a
lesser extent, an increase in lease financing. Commercial
banks” interest rate margin reverted back to an increase
this quarter on account of rising deposit and lending rates.

Reserve Money

Reserve money (MO) increased by 9% to $1,943 million at
the end of the second quarter of 2014, following a 12% de-
cline in the first quarter. The increase was driven mainly
by both the currency in circulation, as well as commercial
banks’ call deposits held with CBSI, which rose by 19% to
$611 million, and 5% to $1,326 million, respectively.

The increase in M0 was also attributed to the faster growth
in CBSI's net foreign assets (NFA) by 5% to $3,892 mil-
lion, which was mainly driven by donor inflows. The net
domestic assets (NDA) of CBSI experienced a marginal
increase of 2% to reach net liabilities of $1,945 million'®,
compared to a 20% increase last quarter. This is due to
the increase in net domestic credit that resulted from an
increase in the claims of central government through the
persistent build-up of government deposits with CBSL
Meanwhile, the year-on-year growth saw MO increased
by 8% (see Figure 4.1).

Fig4.1 Drivers of Reserve Money
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16 Net Domestic Asset (NDA) is computed as domestic assets minus domestic liabilities. Hence,
a net liability implies domestic assets are less than domestic liabilities.

Narrow Money

Narrow money (M1), which includes currency in circu-
lation outside of the depository corporations and trans-
ferable (demand) deposits with depository corporations,
increased by 5% to $2,676 million this quarter, compared
to a 5% fall in the previous quarter. Driving this increase
was the build-up in both currency in circulation and trans-
ferable deposits, rising by 20% to $548 million and 1% to
$2,128 million, respectively.

The increase in transferable deposits was caused by the
rise in transferrable deposits of other financial corpora-
tions, which went up by 73% to $193 million, other resi-
dent sectors by 4% to $405 million and other non-finan-
cial corporations by 3% to $1,192 million. Year-on-year
growth for M1 remained positive, growing by 11% against
the same period last year.

Broad Money

Broad money (M3), which measures the total money sup-
ply in the banking system, increased by 7% to $3,657 mil-
lion this June quarter, from a 1% fall witnessed in the pre-
vious quarter (see Figure 4.2). The rise was attributed to
the increase in M1 and other deposits (savings and time),
which grew by 16% to $981 million at the end of this quar-
ter. Year-on-year growth saw M3 grew further by 16%
against the same period in 2013.

The increase in M3 was also driven by the NFA of the
banking system, which rose by 9% to $4,185 million. How-
ever, NDA of the banking system rose by 18% to $518 mil-
lion, which was considerably lower than the growth that
was recorded in the previous quarter (See Figure 4.2).
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Liquidity

As indicated by the rise in reserve money, total liquidity
in the banking system bounced back increasing by 6% to
$1,326 million this quarter, following consecutive declines
in the previous two quarters. This has resulted in an in-
crease in excess liquidity by 7% up to $988 million, which




Quarterly Review June 2014

is the liquidity after taking into account the 7.5% cash re-
serve requirement and precautionary reserves. Driving
the rise in total liquidity was a 5% increase in currency
issued by CBSI combined with the 2% growth in the NFA
of CBSI. Meanwhile, total liquidity grew further by 5%
against same period of the preceding year and precaution-
ary reserves. Driving the rise in total liquidity was a 5%
increase in currency issued by CBSI combined with the
2% growth in the NFA of CBSI. Meanwhile, total liquidity
grew further by 5% against same period of the preceding
year (see Figure 4.3).

Fig 4.3 Commercial Bank Liquidity
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Domestic Credit

Total net domestic credit (NDC) of the banking system
at the end of the June quarter experienced a significant
decline by 31% to $109 million, following a 2% fall in the
previous quarter. The fall was due to the continuous ac-
cumulation of deposits by the Central Government, which
increased the net liabilities of the Depository Corporation
to the Government up to $1,425 million.

Meanwhile, PSC of the banking system increased slightly
by 1% to $1,506 million, following a 2% rise in the previ-
ous quarter. This development in PSC was mainly driven
by a rise in credit allocated to other non-financial corpora-
tions which increased marginally by 2%. However, credit
allocated to individual residents fell by 3%, a contrast
from the 4% rise in the last quarter. By the end of June
2014, the total outstanding credit issued by the ODCs ac-
counted for $1,499 million, a rise of $7 million from the
previous quarter.

The largest recipients of credit were personal, distribu-
tion, communications and construction sectors, account-
ing for 33%, 16%, 12% and 11% of the total ODCs’ credit
allocation, respectively.

The key driving sectors behind the quarter-on-quarter in-
crease in credit from the ODCs were fisheries, which went
up to $4 million from $2 million, transportation up to $75
million from $68 million, construction which went up to
$162 million from $159 million, communication up to $177
million from $138 million and distribution, which went up
to $240 million from $235 million.

Table 4.1 Private Sector Credit by Sectors

SBDS$ millions 2013 2014 Percentage
Q3 Q4 Q1 Q2 Change

Sectors D c B A | BC | AB
Personal 43448 | 471.9| 496.8| 482.2 5% -3
Construction 184.961| 181.9| 159.0| 162.4| 13% 2
Distribution 210.834| 211.9| 235.0| 2402| 11% 2
Communications |148.949| 139.6| 137.8| 177.4 -1% 29
R;?p‘igaces 5797| 36| 23| 00| -38%]| -100
Tourism 96.775| 103.4| 102.1| 1015 -1%| -1
gg‘:ﬁgher 70543| 67.1| 973| 847| 45%| -13
Transport 62.157| 72.3| 682| 753| 6% 10
Manufacturing 52.501 541 53.3| 498 -1% -7
Forestry 41877 399| 253| 21.7| -36%| -15
Fisheries 3.319| 30| 25| 40| -14%| 59
gh”;r‘giﬁ‘g 0163| 01| 22| 1.3[1948%| -41
Agriculture 39.693| 41.7 43.1 34.8 3% | -19
Priv: Financial

Insti‘;‘;‘;onsa ca 0089| 47| 01| 01| -98%| -28
gﬁt:é‘r’;i’ions 36.671| 323| 323| 312| 0% -4
Others 16.8| 123 12.1 83| -1%| -32
Total 1405.7 | 1439.6 | 1469.3 | 1474.6

Note: Figure includes only the commercial banks and credit Corporation of
Solomon Islands. Excluding credit unions and accrued interest on loans and
advances

Source: CBSI

Developments in the credit growth were represented
mainly by continuous increases in overdrafts, which grew
by 6% to $172 million from $162 million. Lease financing
also went up to $7 million from $5 million. On the other
hand, loans marginally decreased by 0.3% to $1,297 mil-
lion from $1,300 million.

Interest Rates

The indicative weighted average interest rate margin
moved up slightly to 10.6% this quarter, up from 10.2% a
quarter ago.

Attributed to an increase in both the deposit rates and the
lending rates during the period. The indicative weighted
average interest rate for all deposits awarded by the ODCs
increased marginally to 0.21% from 0.18% in the previous
quarter, driven by the slight pickup in the time deposit
rates for maturity of 1 month, 3-6 months and 2-3 years.
Similarly, the indicative weighted average interest rate
on loans and advances went up from 10.4% to 10.9% by
the end of the quarter. This was due to a slight increase
in the cost of borrowing to some sectors, namely forestry
from 13.3% to 15.12%, transportation from 10.7% to 12.4%,
entertainment and catering from 11.4% to 12.2%, and pri-
vate financial institution from 11.5% to 13.5%.loans and
advances went up from 10.4% to 10.9% by the end of the
quarter. This was due to a slight increase in the cost of
borrowing to some sectors, namely forestry from 13.3%
to 15.12%, transportation from 10.7% to 12.4%, entertain-
ment and catering from 11.4% to 12.2%, and private finan-
cial institution from 11.5% to 13.5%.
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Fig 4.4 Interest Rate DEvelopment
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Other Financial Corporations

The NFA of the other financial corporations (OFCs) in-
creased slightly by 0.4% to $256 million in the second
quarter of 2014, compared to a fall of 3% in the previous
quarter. This was mainly driven by the rise in investment
shares by 5% to $123 million. In addition, holdings of for-
eign currency through other deposits by non-residents
also grew by 3% to $162 million following a slight fall in
the previous quarter.

Meanwhile, the OFCs” NDA experienced a further in-
crease of 16% this period to $1,848 million, following a 3%
rise in the previous quarter. Contributing to the increase
was a 2% growth in the net domestic credit to $2,167 mil-
lion, driven by increasing net credit to the ODCs, despite
a fall in credit to private sector. Deposits held with the
ODCs increased notably by 13% to $705 million this quar-
ter from $625 million in the previous quarter while credit
to private sector declined marginally by 0.4% to $1,283
million. The increase in other items net by 6% to $443 mil-
lion also contributed to the growth in NDA. The OFCs’
capital accounts, however, fell by 18% to $762 million.
Year-on-year comparisons saw OFCs” NDA grow by 24%
against the same period last year.

Monetary Policy

The CBSI Act 2012 states that the primary objective of the
Central Bank of Solomon Islands shall be to achieve and
maintain domestic price stability. In the second quarter
of 2014, headline inflation stood at 7.2% from 3.4% in the
previous quarter. This stands notably above the CBSI fore-

cast range of 4% - 6% for 2014. However, this increase was
largely due to the effect of the flash flood early in the quar-
ter and is anticipated to be a temporary source of upward
pressure. This caused higher growth in the domestic infla-
tion component with prices rising mainly in food, housing
utilities and transport and communication, despite defla-
tion in the prices of imported goods.

Given the expectation that price pressures would be tem-
porary, CBSI continued to maintain a neutral monetary
policy stance with monetary instruments remaining un-
changed. The stock of Bokolo bills floated was unaltered
at $710 million. Similarly, the cash reserve requirement
was maintained at 7.5% of the commercial banks’ total de-
posits liabilities over the period. Furthermore, gross for-
eign reserves reached an average of 11.7 months of import
cover in June 2014, well above the three-month bench-
mark. This provides ample policy space to tackle potential
future inflationary pressures. During this period, CBSI
maintained a managed pegged exchange rate to the USD
at SBD7.28 per USD.

CBSI
Instrument

Exchange rate

Status in Q1 2014 Status in Q2 2014

Amanaged peg (+% margin
of the base rate) of 7.2833

Amanaged peg (+% margin of the
base rate) of 7.2833 against the

against the USD to be USD to be maintained unless condi-
maintained unless conditions  tions change.
change.
Open Market March 2014, $710 million stock June Data shows that stock floated
Operations was floated by CBSl and $705 by CBSI was maintained at $710

million was absorbed with WAY million, in keeping with the neutral

interest rate of 0.6%. monetary policy stance, of which
$700 million was issued with WAY
interest rate of 0.6%.

The Cash Reserve The Cash Reserve Requirment was

Requirment was maintained at maintained at 7.5% of total deposit

7.5% of total deposit liabilities, liabilities, equivalent to $237 million.

equivalent to $232 million.

Cash Reserve
Requirement

Meanwhile, government treasury bills floated during the
second quarter of 2014 totaled $8 million, $1 million down
from the previous quarter. The amount of bids received
remained at approximately $18 million, the same as in the
last quarter. However, the overall weighted average yield
(WAYs) for 56 days, 91 days and 182 days declined from
0.21%, 0.19% and 1.14% to 0.14%, 0.13% and 1.01% respec-
tively this quarter.

15



Quarterly Review June 2014

Chapter V. @ GOVERNMENT FINANCE

Fiscal Sector

Fiscal operation firmed up in the June quarter following a
slowdown in the first quarter of 2014. This resulted in the
preliminary cash surplus of $115 million from operating
activities and investment in non-financial assets. The posi-
tive outturn was in contrast to the $27 million deficit re-
corded in the preceding quarter and was driven by higher
total cash receipts which outpaced increasing expenditure
in non-financial assets and total cash payments. Against
the corresponding quarter a year earlier, cash surplus this
quarter was also higher by 5%.

Revenue

Total cash receipts from operating activities stood at $799
million, an increase of 26% on the previous quarter but
6% lower than June budget. The growth was attributed
to a combination of higher tax receipts and increased
donor grants, whilst non-tax revenue remained largely
unchanged. Total cash receipts from operating activities
were also 22% higher than the corresponding quarter of
2013.

Tax Revenue

Tax revenue, which accounted for 80% of total cash re-
ceipts, grew by 14% to $636 million from the previous
quarter although settling 7% below the budget forecast of
$685 million. Underlying the positive outcome were in-
creases in all major tax categories except for other taxes.

Taxes on goods and services, which accounted for the bulk
of total tax receipts at 41%, rose by 14% above the preced-
ing quarter to $258 million boosted by a 9% increase to
$189 million in sales tax. High collection in taxes on use
of goods and other taxes to $33 million and $30 million re-
spectively also attributed to the increase in taxes on goods
and services. In contrast, subdued collections on tobacco,
beer and spirits duties dampened excise duties receipts by
15% to $36 million.

Receipts from income, profits and capital gains taxes con-
tributed 33% of the total tax revenue with a 19% increase
over the previous quarter to $208 million. The high collec-
tion was led by a 42% surge in tax payable by individuals
to $119 million, which more than outweighed the 2% re-
duction to $89 million in tax payable by corporations and
other enterprises.

Taxes on international trade and transactions, which con-
stituted 25% of tax revenue, edged higher by 7% to $160
million. The category benefitted from an 11% increase in
exports to $111 million, which was primarily driven by a
12% surge in log revenue to $108 million in comparison to
the previous quarter. Conversely, other import duties col-
lections remained broadly unchanged from the previous
quarter at $49 million in spite of an 18% decline in import
duties on manufacturing, transport and equipment.

Amongst the smaller tax components were property tax

and other taxes. The former increased marginally from
$5 million in the last quarter to $8 million, buoyed by an
increase in recurrent taxes on immovable properties. Con-
versely, other taxes fell by 6% against the previous quarter
to just over $2 million, dampened by subdued collections
on stamp duties.

Grants

Total donor grants recorded this quarter stood at $146
million, an increase of $85 million on the previous quarter,
although 2% below budget projections. Of the total, grants
from foreign governments and international organisations
accounted for $140 million and $5 million, respectively.

Grant from foreign governments comprised $91 million
in recurrent grants and $49 million in capital grants. The
Australian government funding to various line ministries
made up $77 million of the recurrent component whilst
the remaining $14 million was funded by the New Zea-
land government through the Ministry of Education and
Human Resource Development. The $49 million in capi-
tal grants was funded by the government of Papua New
Guinea through the Ministry of Infrastructure and Devel-
opment. Grants from international organisations came
from World Health Organisation, United Nations De-
velopment Fund and United Nations International Chil-
dren’s Fund.

Non Tax Revenue

Non tax revenue, which comprised only 2% of total cash
receipts, remained broadly unchanged at $17 million, al-
beit 7% lower than budget projections. The outcome, in
comparison to the preceding quarter, was sustained by
marginal gains in fines, penalties and forfeits and prop-
erty income tax which were, however, negated by reduc-
tions in tax collected on sales of goods and services.

Expenditure

Total government expenditure (including. acquisition of
nonfinancial? assets) inched up by 3% in the second quar-
ter of 2014 to $684 million. However, this represented a
23% shortfall on the budget and 1% lower compared to
the same quarter a year prior.

Nonetheless, the marginal gain against the previous quar-
ter was mainly attributed to higher spending on purchase
of goods and services combined with the acquisition of
nonfinancial assets. Compensation of employees, in con-
trast, dropped considerably during the quarter.

Compensation of Employees

Compensation of employees fell by 12% to $186 million,
bucking the trend of the preceding three quarters. This

17 Nonfinancial assets include fixed assets, inventories and non-produced assets. Non-pro-
duced assets include land, subsoil and naturally occurring assets. Fixed assets are buildings,
structures, machineries and equipment and other fixed assets. Inventories comprises mainly
of materials and supplies.
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represented a 15% shortfall from the budget, but was 13%
higher than the corresponding quarter of 2013. The de-
cline from the previous quarter was reflected mainly in
the Ministry of Education and Human Resources Devel-
opment (MEHRD), which was attributed to the temporary
suspension of some teacher’s salaries that held similar po-
sitions across the teaching services.

Wages and salaries although accounted for 70% of the
total spending on compensation of employees, plunged
by 11% to $129 million against the previous quarter. Vari-
ous allowances, which made up 13% of the total payroll
expenses, fell by 10% to $25 million. Social contribution,
which constituted 6% of the total spending on compensa-
tion of employees, was also down by 10% to $12 million.
Meanwhile, other allowances including; housing, special
duty and overtime dropped by 23% in the reviewed quar-
ter to $15 million.

Purchases of Goods and Services

Following the subdued results witnessed a quarter ago,
purchases of goods and services rose by 20% this quarter
to $297 million. However, this was 13% lower than bud-
geted, but 6% higher than the corresponding quarter of
2013. The increase in purchases of goods and services can
be attributed to a general increase across the main sub-
components. Housing rentals rose by $17 million to $39
million, training quadrupled to $20 million, project logis-
tics and delivery increased from $0.2 million to $9 million,
maintenance of nonresidential building more than dou-
bled to $14 million, disaster relief went from $1 million
to $7 million, and consultancy fees rose from $6 million
to $11 million. The remaining funds were spent on other
related expenses such as economic growth centers, office
rent and uniforms, which all experienced marked increas-
es. Overseas training, on the other hand, fell to $26 million
from $36 million whilst office stationary halved the total
in the previous quarter to $4 million.

Interest

During the period under review, interest paid on gov-
ernment debt totaled $4 million; an increase of $2 million
compared to the preceding quarter, but was 0.1% lower
than the repayment schedule. The higher interest payment
during the quarter was due to the favorable exchange rate
effect in which interest paid to nonresident accounted for
$3 million and resident with the remaining $0.9 million
compared to their respective repayment schedule of $3
million and $1 million respectively.

Grants

Transfers by Central Government to other general govern-
ment units dropped from $98 million to $68 million in the
June quarter. This was 18% below budget and fell by 6% in
comparison to the same quarter in 2013. Underpinning the
fall were declines in health services grants by 74% to $12
million, and education grants by 18% to $20 million. Fixed
services grants fell against the previous quarter by 3% to
$14 million. Meanwhile, grants to other extra-budgetary

Government units surged by $18 million to $20 million,
constituted mainly of grants extended to State Owned En-
terprises (SOEs).

Social Benefits

Social benefits rose to $3 million this quarter from $2 mil-
lion in the previous quarter, which was 102% higher than
the budget projection. This increase in social benefits can
be attributed to the doubling of long service benefits from
$1 million in the first quarter of 2014, to $2 million in the
second quarter. This was enough to offset the decrease in
gratuities under agreement from $1 million to $0.8 mil-
lion.

Other Payments

Other payments went up by 33% during the reviewed
quarter to $28 million. This was 18% under budget and
49% lower than the same quarter one year prior. Contrib-
uting to the increase were subvention grants which rose
by $9 million to $13 million. At the same time, subscrip-
tion/ membership payment to overseas bodies shrunk to
$0.6 million from $5 million in the last quarter.

Acquisition of Nonfinancial Assets (NFA)

Expenditure on NFA rose this quarter by 22% to $98 mil-
lion, but remained 52% below budget and 5% lower than
the same quarter of 2013. This resulted from increased
spending on fixed assets to $92 million, a 25% increase.
The upsurge in fixed assets outlay was due to government
spending towards buildings and structures, in particular
nonresidential buildings and dwelling which surged to
$30 million and $7 million from their respective expendi-
tures of $20 million and $2 million in the previous quarter.
Similarly, transport equipment and machinery increased
to $29 million from $15 million and other structures which
include computer software rose from $4 million to $7
million. Non-produced assets, on the other hand, fell to
$2 million from $3 million, whilst inventories remained
broadly unchanged at $4 million compared to last quarter.

Debt Stock & Servicing

Outstanding government debt stock at the end of the June
quarter stood at $908 million, 3% lower than the previous
quarter. The decline resulted from a $29 million in debt
servicing made during the quarter. Of this, principle pay-
ment accounted for $25 million and interest payment $4
million. Total debt stock, as a proportion of GDP stood at
13%, slightly below the 14% recorded in the first quarter
of the year.

External Public Debt Stock

External public sector debt declined by 3% to $716 million
over the preceding quarter and 4% relative to the corre-
sponding period of 2013. The decline in the external debt
stock reflected total principal repayment of $18 million.
Of this principal repayment, Asian Development Bank
accounted for $8 million, Exim (Republic of China) at $4
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million, KUWAIT at $3 million, European Union and In-
ternational Development Association at $1 million each
whilst International Fund for Agricultural Development
accounted for the remainder. Meanwhile, total interest
payment made was $3 million.

By holders of external debt stock, multilateral creditor’s
holdings constituted the largest portion at $615 million,
2% lower than the $630 million held in the March quarter.
External debt stock held by bilateral creditors fell against
the preceding quarter by 6% to $101 million. Meanwhile,
73% of the external stock was denominated in SDR, fol-
lowed by USD with 23%, EUR with 4% and KWD at
0.09%.

Domestic Public Debt Stock

Domestic public debt stock fell by 4% to $192 million over
the review period and 15% against the same period a year
prior.

The decline mainly resulted from principle repayment
of $7 million and interest servicing of $1 million. These

were less than the respective repayment schedules of $13
million and $1 million. In terms of domestic holders, the
banking sector constituted more than half of domestic
debt at 53%, of which the Central Bank of Solomon Is-
lands accounted for $72 million, 2% less than in the first
quarter. Other depository corporation’s holdings were 8%
less than the prior quarter at $31 million. The non-banking
sector made up the other 47% where other financial cor-
porations accounted for $47 million and other holders $42
million, 7% and 2% less than the March quarter balances
respectively.

Public Debt Stock and Debt-Service indicators

The debt sustainability indicators showed public debt-to-
GDP for the second quarter of 2014 continued to sustain
the downward trajectory observed in the last quarter at
13% of GDP. However, the liquidity measuring indicators
increased relative to the prior quarter. Debt-to-export of
goods and services rose to 3% from 2%, debt-to-domestic
revenue went up to 4% from 3% and debt service-to-GDP
edged
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Table 1.1a &1.1b

Table 1.2

Table 1.3a & 1.3b

Table 1.4a & 1.4b

Table 1.5

Table 1.6

Table 1.8

Table 1.12

Table 1.13

Table 1.14

NOTES TO STATISTICAL TABLES

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).

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.

Other Depository Corporations Survey

Deposits of banks

Following the introduction of a monthly reporting system in January 1989, all figures shown are for end of
period. Some caution should be exercised, therefore, when making comparisons with past years which are
period averages.

Shares and other equity

Included here are: Funds contributed by owners; Retained Earning and General Special Reserves.

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.

Other Depository Corporations Liquid Assets Position

The data are derived from the balance sheets of the banks. Effective January 1989, all figures are reported on
end month basis.

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.

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.

Value of Currency in Circulation by Denomination

This includes notes and coins by denomination.

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.

Assets and Liabilities of the Solomon Islands National Provident Fund

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

Balance of Payments & International Position Statistics Summary
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Table 1.20

Table 1.21 -1.23

Table 1.26

Table 1.27 & 1.28

Table 1.29

Table 1.30

Table 1.32

Table 1.33

Table 1.34

Table 1.36

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.

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 table is based on the Government Finance Statistics Framework of 2001.

Government Revenues & Government Expenditure

The Government Finance Sector has migrated from the Government Finance Statistics (GFS) Framework 1998
to the GFS framework of 2001. From March 2014, all Quarterly Review Reports on Government Finance is now
based on the 2001 Framework.

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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