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GENERAL NOTE
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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.

The global economy is continuing with its uneven recov-
ery, despite further setbacks this year. The new normal
exhibits modest growth in developed economies, while
emerging economies show a stabilisation of growth, albeit
lower than the growth rates reached in the recent years.
However, geopolitical tensions continue to loom. Thus
far, the macroeconomic effects of these tensions appear to
be limited to the regions involved, but the risk that the
disruptions could become more widespread remains.
The turmoil in Ukraine, Iraq, and the South China Sea
raise concerns about the potential impact on economic
outcomes. Furthermore, some concerns that predate the
crisis, such as the impact of an aging population on the
labour force as well as weak growth in total factor produc-
tivity, are starting to resurface. These problems are evi-
dent in the low potential growth in advanced economies,
and a decline in potential growth in emerging economies.
Given all these developments, the growth forecast for the
world economy has once again been revised down to 3.3%
for 2014%, 0.3 percentage points lower than the projection
of the April 2014 World Economic Outlook (WEO)

In October 2014, the growth projection for advanced econ-
omies was downgraded to 1.8% from 2.2% as projected in
the April WEO. This downgrade was due in part to the
shadow being cast by the legacies of the pre-crisis boom
and the subsequent crisis, as well as the high private and
public debt. Nevertheless, this projection is still higher
than the 1.4% observed in 2013. While growth is expected
to pick up in advanced economies, it is likely to be slow-
er in the euro area and Japan, but generally faster in the
United States and other advanced economies. The United
States has seen a pickup in activity after some temporary
weakness in the first half of the year and is projected to
grow at 2.2%. On the other hand, the euro area saw growth
come to a standstill in the second quarter, mostly due to
weak investment and exports. The growth projection for
the region has been brought down to 0.8% from 1.2%. The
downgrade for Japan was even greater from 1.2% to 0.9%
after the increase in consumption tax resulted in a larger
than expected decline in domestic demand. The 2014 pro-
jection for other advanced economies has remained un-
changed at 2.9% growth.

Growth projection for emerging market and developing
economies has also been lowered to 4.4% for 2014, 0.3
percentage points lower than the 4.7% observed in 2013.
China, the second largest economy of the world, is now
expected to grow at a slower rate of 7.4% as it continues to
struggle to balance its desire to maintain adequate growth
with a desire to avoid financial imbalance®. Even so, after
a weaker than expected first quarter, the country has seen
stronger growth supported by policy measures. Russia,
on the other hand, has had to deal with the impact of geo-
political tensions on foreign investment and confidence,

1 Al statistics outside Solomon Islands obtained from IMF World Economic Outlook, October
2014 unless otherwise stated.

2 IMF World Economic Outlook, April 2014.
3 Global Economic Outlook 3rd Quarter 2014, Deloitte.

OVERVIEW AND ANALYSIS

as well as on domestic production. Its growth is now fore-
cast to be a mere 0.2%, down from the 1.3% projection in
the April WEO. Brazil has also witnessed a considerable
contraction of gross domestic production (GDP) with a
revised projected growth of 0.3% for 2014 following sub-
dued domestic demand. India is the only major emerging
economy whose growth forecast has improved since April
2014 to stand at 5.6%. In general, however, the weaker
than expected growth observed in some emerging mar-
kets during the first half of the year now appears to have
been related to tightening of financial conditions during
the first quarter rather than the slowdown in the United
States at the time.

Solomon Island’s other trading partners, Australia and
New Zealand, are both projected to continue growing at a
solid pace in 2014. GDP growth in Australia remains sta-
ble with a projected growth of 2.8%, up from 2.3% in 2013.
This comes on the back of export volumes partly offsetting
the unwinding of the investment cycle*. While resource
exports continue to grow, however, non-mining resource
investment remains subdued®. New Zealand, on the oth-
er hand, is set to benefit from reconstruction efforts and
increasingly broad-based momentum with growth rates
expected to reach 3.6% in 2014. However, forward look-
ing growth indicators show that demand is easing, and as
supply and demand move more into balance, growth is
anticipated to slow®. Even so, small states and Pacific is-
land countries are expected to benefit from stronger trade,
remittances, and tourism revenue. This group of countries
is projected to grow by an average of 2.1% in 2014, up
from 1.3% the previous year.

Turning to inflation, this remains too low in advanced
economies, which indicates that many of these economies
have considerable output gaps, meaning deflation contin-
ues to be a concern. While inflation in the United States
is projected to be 1.6% in 2014, inflation rates in the euro
area are expected to remain substantially below the Euro-
pean Central Bank’s price stability target of around 2%.
This is owing to the persistent output gaps, weak credit
conditions, and financial fragmentation in the area. In Ja-
pan, underlying inflation is increasing gradually, while in
emerging market and developing economies, inflation is
projected to decline in 2014. Inflation in the Pacific Island
countries is projected to be an average of 2.7% for 2014’

On the domestic scene, the economy rebounded in the
third quarter, following a slump in the quarter prior. The
Central Bank of Solomon Islands (CBSI) calculates a pro-
duction index and a manufacturing index to help partially
measure domestic activity, both of which saw an increase
this quarter. The 22% increase recorded for production
was primarily driven by a sizable increase in log and fish

4 Regional Economic Outlook Update: Asia and Pacific, October 2014.

5 Reserve Bank of Australia, Statement of Monetary Policy, November 2014.

6 The New Zealand Treasury, Monthly Economic Indicators, October 2014.

7 Author’s calculations based on data from The IMF World Economic Outlook, October 2014.
Countries included in average are: Fiji, Kiribati, Marshall Islands, Micronesia, Palau, Papua
New Guinea, Solomon Islands, Timor-Leste, Tonga, Tuvalu, and Vanuatu.
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production, outpacing the contractions in copra, cocoa
and palm oil production. Similarly, increases in produc-
tion by all manufacturing businesses, including output
from the cannery, as well as soft drinks and tobacco,
contributed to the 25% rise of the manufacturing index.
In addition to this, both employment and tourism activi-
ties also continued on their upward trend. The increase in
visitor arrivals, a proxy for tourism activity, went up 11%
while employment showed more modest growth at 1%.
Foreign direct investment (FDI), on the other hand, expe-
rienced a contraction with approved applications falling
by 30% this quarter.

Turning to the country’s external position, the current
and capital accounts slipped to a $36 million deficit in the
September quarter, overturning the $190 million surplus
from the previous quarter. The reversal stemmed from
deterioration in the current account to a deficit of $124
million which resulted from the deficit in primary income
and reduction in secondary income account outweighing
the surpluses in goods and reduction in services. This was
compounded by a 61% contraction on the capital account
surplus to $88 million from $227 million surplus in the
previous quarter. The financial account balance also reg-
istered a net borrowing (deficit) of $131 million, reversing
the revised net lending (surplus) of $385 million in the last
quarter. This resulted from a significant fall in financial as-
sets, and increase in financial liabilities during the period.
Gross foreign reserves also weakened slightly in the third
quarter falling 2% to $4,071 million. This fall resulted from
the financing of payments in the current account, as well

as revaluation losses due to the general appreciation® of
the Solomon Islands dollar against the United States and
Australian dollars.

Monetary aggregates saw mixed developments in the
third quarter with reserve money and broad money ex-
hibiting 6% and 2% growth respectively while narrow
money saw a 2% decrease from the previous quarter. The
increase in reserve money was driven mainly by a rise in
commercial banks” call deposits while the rise in broad
money was attributed to an increase in time and savings
deposits. Meanwhile, the fall in narrow money was driven
by a drawdown on both currency in circulation as well as
transferable deposits of other financial corporations and
other nonfinancial corporations. Mirroring the increase
in broad money, total liquidity in the banking system in-
creased resulting in excess liquidity reaching $1,211 mil-
lion. Private sector lending also increased further driven
by overdrafts, loans and lease financing. Open market
operations in the sale of CBSI Bokolo bills remained un-
changed, however, with a monthly stock of $710 million
issued throughout the quarter.

Taking a look at local price developments, headline in-
flation® eased to 5.2% in September, reflecting a decrease
from the 7.2% recorded in June. The reduced inflation rate
was mainly driven by domestic inflation which retreated
to 9.2% while imported inflation remained below zero at
minus 1.2%.

8 Calculated as the three month average rate over the third quarter compared to the average
rate over the second quarter

9 Defined as a 3 month moving average
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Chapter II. DOMESTIC ECONOMY
Domestic economic activities, as measured by the pro-
duction index rebounded in the third quarter following a
slump in the previous quarter. The index went up by 22%
to 91 points from 75 points in the previous quarter (see
Figure 2.1). The pickup was driven mainly by a sizable
increase in log and fish production during the quarter,
outpacing the contractions in copra, cocoa and palm oil
production.

Figure 2.1: Production Index
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Logs

Log production, measured by exports volumes reached a
record high of 626,868 cubic meters in the third quarter, a
37% increase from the previous quarter of 456,637 cubic
meters. As a result, year-to-September output surpassed
that of the corresponding period in 2013 by 13% to reach
1.527 million cubic meters.

Figure 2.2: Log Export by Province
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Figure 2.2 showed Western province continued to be the
highest, contributing 37% of total output for the quarter,
followed by Isabel with 29%, Choiseul making up 13%,
Makira accounting for 7%, Guadalcanal producing 5%,
Renbel contributing 4%, Malaita with 3% and Temotu at
1% (see Figure 2.2).

Turning to prices, the average international log price' fell
again this quarter to US$287 per cubic meter continuing
the downward spiral that has persisted since the fourth
quarter of 2011. The faltered log prices were due to pro-
longed weak demand in the housing market in the Chi-
nese economy, one of the major end users of our log ex-
ports.

Figure 2.3 Volume and Average Price of Logs
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Fish

Fish catch rose this quarter by 27% to 8,902 tons from
6,991 tons in the previous quarter. The high fish catch was
boosted by favourable fishing conditions during the quar-
ter. This brought the year-to-September catch up to reach
22,309 tons, 31% above the same period a year ago.

Canned tuna production rebounded by 38% to 109,490
cartons this quarter following a 50% fall in the previous
quarter. Fish loin and fish meal also rose by 27% and 19%
respectively in line with the increase in fish catch. As a
result, year to date fish loin surged by 77% whilst year to
date fish meal rose by 30% against the same period a year
ago. In contrast, year to date output for canned tuna was
28% below output in 2013, caused by processing down
times at the cannery particularly in the second quarter of
2014.

The average international fish price" rallied this quar-
ter to reverse the declining trend that persisted over the
past four quarters. The price rose by 17% this quarter to
US$1,563 per ton, up from US$1,338 per ton in the previ-
ous quarter.

10 Sourced from World Bank
11 Sourced from INFOFISH
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Figure 2.4 Fish Catch and Average Price

12,000 2,500

' - 2,000

" 1,500

10,000

8,000

6,000

USD per ton

1,000

Fish Catch (tons)

4,000

- 500
2,000 4

2010 | 2011 2012 2013 2014

B Fish Catch (LHS) International Price (RHS)

Source: CBSI

Palm Oil

The production of crude palm oil (CPO) and palm kernel
oil (PKO) declined in the third quarter due to a low crop-
ping period which saw harvested fresh fruit bunches fall
by 13%. CPO fell by 12% to 7,305 tons from 8,325 tons in
the second quarter. As a bi product, PKO also fell by 11%
to 757 tons from 850 tons in the previous quarter.

Contracted prices for palm oil products fell for the first
time since the third quarter of 2013. The contracted export
price of CPO declined by 11% to US$926 per ton whilst
the contracted export price for PKO dropped by 10% to
US$1,365 per ton. The falls in export prices were consis-
tent with commodity price trends provided by the World
Bank which saw international prices for both CPO and
PKO weakening by 13% and 22% respectively (see Figure
2.5).

Figure 2.5 Palm Oil Production, International and Contract Prices
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Copra

Copra production contracted this quarter following four
consecutive quarters of improving output. The copra out-
put in the third quarter fell by 28% to 4,283 tons from a
revised 5,972 tons in the quarter prior. Despite this con-
traction, cumulative output to September increased by
55% above the corresponding period a year ago to 15,362

tons. Of the total output, Central province led production
with 29%, followed by Western with 27%, Guadalcanal ac-
counted for 19%, Malaita at 10%, Makira producing 7%
whilst Temotu and Isabel each contributed 4%.

Copra export contract price fell this quarter by 13% for the
first time since the third quarter of 2013, settling at US$588
per ton from US$674 per ton in the previous quarter. As a
result, domestic prices paid to local farmers were slashed
by 28% from $4.10 per kilogram to $3.00 per kilogram by
the end of the quarter (see Figure 2.6)

Figure 2.6 Copra production and Contract Prices
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Cocoa

Following the significant turnaround in the June quarter,
cocoa production recorded a 21% decline to 1,392 tons
this quarter. This downturn was mainly due to unfavour-
able weather conditions in the first half of the year and
low yields in the third quarter. Nonetheless, year-to-Sep-
tember output reached 3,906 tons, 7% higher than corre-
sponding 2013 levels. Production by provinces showed
that Guadalcanal had the highest share at 51%, followed
by Malaita 24 %, Makira producing 21%, Central province
at 2% with the remaining 1% shared between Western and
Isabel.

Average international price for cocoa recorded a 5% in-
crease to US$3,230 per ton. Contracted export price for
cocoa also went up by 7% to GBP1,652 per ton whilst do-
mestic prices improved to $16 per kilo from $15 per kilo in
the previous quarter.

Employment

Employment indicators from the Solomon Island Nation-
al Provident Fund (SINPF), continued to show sustained
positive growth in the third quarter of 2014. The average
number of contributors rose by 1% to 53,597 from 53,160
in the second quarter. On a year-on-year basis, the num-
ber of contributors rose by 9%. Of the average total con-
tributors, active contributors increased by 6% to reach a
record high of 47,027. This was 12% above the same quar-
ter a year ago.

On the same note, CBSI job vacancy advertisement survey
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showed a sizable increase in numbers of advertised jobs,
moving up by 28% to 367 vacancies. In terms of vacan-
cies by categories'?, professional and technical activities
accounted for 117 vacancies (32%), followed by vacancies
for public administration and defence with 80 vacancies
(22%), and administrative and support service accounted
for 63 vacancies (17%). All the other sectors contributed to
the remaining 107 vacancies (29%).

Energy

Units of electricity generated by the Solomon Islands Elec-
tricity Authority (SIEA) increased by 2% in the third quar-
ter to 20,957 Megawatt hour (MWh) compared to 20,475
MWh in the previous quarter. In terms of year-to-date,
total generation stood at 62,640 MWh, 5% above year-to-
date a year ago. Units of electricity sold stood at 16,378
MWh, an increase of 2% against the previous quarter
and up by 6% on a year-on-year basis. Sales to the com-
mercial clients for the quarter increased further by 2% to
11,605 MW, registering the highest commercial usage on
record. Domestic households” usage recorded a large in-
crease by 23% to peak at 4,035 MWh.

On the other hand, electricity sales to Government and the
‘other’ categories continued to decline, recording a 44%
fall in sales to Government at 688 MWh, whilst other cat-
egory sales plunged by 55% to 50 MWh (see Figure 2.7).
Unsold units rose 3% above the previous quarter to 4,579
MWHh, reversing the downward trend observed in the pre-
vious two quarters. However, the ratio of unsold units to
generated units remained unchanged at 22%.

Figure 2.7 Units of Electricity Generated and Sold
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Manufacturing

Manufacturing activities, as measured by the CBSI manu-
facturing index", rebounded by 25% to 338 points com-
pared to a 5% fall in the previous quarter. This increase
reflected improved activities in the manufacturing sec-
tor during the quarter. Cannery output destined for the
domestic market and export market surged by 38% and

12 Based on reclassification
13 CBSI Manufacturing index represents both domestic and exported goods.

27% to 201 points and 640 points respectively. Similarly,
outputs for soft drinks and tobacco increased by 25% and
22% respectively. Production of biscuits maintained the
upward trajectory from the two previous quarters.

Figure 2.8 CBSI Manufacturing Index
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Construction

Construction indicators gained momentum in the third
quarter 2014. Government spending on building and con-
structions surged by 57% to $89 million against the pre-
vious quarter. Similarly, imports of construction related
items also went up by 19% ($283 million) in the third quar-
ter. Meanwhile, commercial bank lending to the construc-
tion sector stood at $164 million, slightly up by 1% from
June quarter. The number of building permits approved
during the quarter was not available for reporting; how-
ever indicators depicted an overall improvement in the
construction sector during the quarter.

Visitor Arrivals

Visitor arrivals, as measured by air travelers increased by
11% to 5,483 arrivals against 4,925 arrivals in the second
quarter. Australian visitors dominated with 2,521 visitors
(46%), followed by other Asia with 658 visitors (12%). Ar-
rivals from New Zealand made up 404 (7%), USA contrib-
uted 324 (6%), Papua New Guinea at 275 (5%) and Fiji both
accounted for 275 and 273 representing 5% each, while the
remaining countries accounted for the final 1,028 arrivals
(19%).

Foreign Investment

Approved foreign direct investment applications for the
quarter fell by 30% to 42 compared to a 25% increase in the
previous quarter. In terms of applications by sector, other
services accounted for the highest number of applications
at 8, followed by wholesale and retail with 6 applications,
forestry received 5 applications, 4 applications each for
tourism and agriculture, while mining, transport and con-
sultancy received 3 applications each. Fisheries, construc-
tion and electrical services recorded 2 applications each.

Most applicants indicated that they would operate in sev-
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eral provinces'*. Honiara registered the highest with 31 ap-
plications, followed by 17 applications for Western prov-
ince, 14 applications for Guadalcanal province, Malaita
and Central provinces at 11 applications each, and 10 ap-
plications for Makira. Isabel, Renbell and Choiseul posted
9 applications each whilst Temotu received 8 applications.
The estimated value of the FDI applications in the third
quarter plunged by more than 50% to $315 million follow-
ing the 118% surge recorded in the June quarter.

Inflation

Headline inflation, defined by a 3 months moving aver-
age eased to 5.2% in September, reflecting a 2 percent-
age points fall from 7.2% in June. The lower inflation rate
was driven mainly by domestic inflation which retreated
to 9.4% from 12.7% at the end of second quarter. The de-
cline observed in the domestic component was attributed
to falls in food prices to 11.9% in September from 16% in
June and a large decline in drinks and tobacco 9.2% from
35%. Other components including; clothing and footwear
and, transport and communication remained unchanged
at 11.3% and 2.4% respectively. Meanwhile imported in-
flation remained below zero in the third quarter at minus
1.2% compared to minus 1.7% in the June quarter. The on-
going deflationary trend reflected falling import prices for
energy and food items. The underlying or core inflation®
eased to 2.1% from 2.5% at the end of the second quarter
(see Figure 2.9).

Figure 2.9 Headline and Core Inflations (3mma).pdf
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Honiara retail fuel prices increased negligibly by 0.1% to
an average of $11.68 per litre against $11.67 per litre in
the previous quarter. This resulted from a slight uptick
in diesel offsetting marginal falls in petrol and kerosene.

14 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 42 foreign investment ap-
plications that were recorded in the quarter.

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

Figure 2.10 Contribution to Headline Inflation
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Diesel prices stood at $11.52 per liter whilst petrol and
kerosene dropped to $11.18 per liter and $12.35 per liter
respectively.

Regional Inflation

Solomon Island’s headline infation, although eased to 5.2%
in the third quarter, was still the highest among the Pacific
Islands countries (PICs)". The average inflation for PICs
declined from a revised 2.1% to 1.8% in the third quarter,
while average inflation for PICs with independent mone-
tary authorities' fell to 0.8% in the third quarter from 1.6%
in June quarter. Meanwhile, the inflation gap between
Solomon Islands and its major trading partners narrowed
by 1.5 percentage points this quarter reflecting downward
price pressures in the domestic economy in the third quar-
ter when compared against the previous quarter.

Figure 2.11 Regional Inflation
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16 Estimate excludes Solomon Islands and use all available data for September 2014; missing
data were Papua New Guinea, Tuvalu, Marshal and Micronesia

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

The Solomon Islands gross foreign reserves in the third
quarter fell slightly by 2% to $4,071 million. This outcome
stemmed from lower donor inflows and foreign exchange
revaluation losses incurred from the appreciation of the
Solomon Islands dollar against the United States and Aus-
tralian dollars. This level of reserves is adequate to cover
10.6 months of imports of goods and services.

Table 3.1: Balance of Payments Statistics
Summary in SBD millions

2014 2014 2014

Q1[r] Q2[p] Q3][p]
1. Current and Capital Accounts/*1 (137) 190 (36)
1.1 Current Account (212) (37) (124)
Trade in Goods (net) (105) (14) 72
Exports f.0.b. 785 749 927
Imports f.0.b. 890 763 855
Trade in Services (net) (243) (238) (172)
Primary Income (net) 5 (25) (69)
Secondary Income (net) 131 239 45
1.2 Capital Account 75 227 88
2. Financial Account/*1 (158) 385 (81)
3. Net errors and omissions (21) 196 (44)
Gross foreign reserves (position at end) 3,957 4,148 4071

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

Source: CBSI

The current and capital account balance deteriorating to
a provisional $36 million deficit during the quarter from
a revised $190 million surplus in the June quarter. On the
other hand, the financial account recorded a provisional
deficit of $81 million reflecting a large drawdown on for-
eign assets.

Current Account

The current account during the quarter dipped to a $124
million deficit from a revised $37 million deficit in the
preceding quarter. This was primarily due to the consid-
erably reduction in secondary income, compounded by
a deficit in primary income. Both these effects more than
offset the reduction in the deficit on trade in services and
the surplus in trade in goods.

Trade in goods

The balance on trade in goods during the September quar-
ter rebounded to a provisional $72 million surplus from
the revised $14 million deficit in the previous quarter.
This positive outcome resulted from a larger increase in
exports which grew by 24% to $927 million (f.0.b) surpass-
ing the lesser 12% growth in imports to $855 million (f.0.b)

during the quarter.

Figure 3.1 Trade in Goods

Q1 Q2 Q3 Q4|Q1 Q2 Q3 Q4|Q1 Q2 Q3 Q4|Q1 Q2 Q3 Q4|Q1 Q2 Q3

2010 2011 2012 2013 2014
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Source: CBSI

Exports

The increase in exports came largely from higher log ex-
ports, which surged by 42% to $566 million due to higher
exported volume. Fish exports also rose by 11% to $126
million, cocoa exports grew by 7% to $34 million and tim-
ber exports by 1% to $16 million during the quarter. These
positive results were due to the combined effects of higher
export volumes and favourable international commodity
prices during the period. Re-exports increased more than
five folds from $11 million to $61 million attributed to the
repatriation of used machineries and equipment abroad
following the closure of the Gold Ridge mining company.

On the downside, palm oil exports dropped by 56% to $38
million, copra and coconut oil exports fell by 30% to $23
million and mineral exports fell by 7% to $28 million, ow-
ing primarily to lower exports volumes and weak prices.
Other exports remained unchanged at $7 million during
the period.

Imports

The increase in imports during the quarter reflected
growths across all major import categories except food
and miscellaneous goods. Fuel imports increased signifi-
cantly by 44% to $181 million, machinery and transport
equipment went up 19% to $283 million, basic manufac-
tures by 7% to $139 million, chemicals by 6% to $54 mil-
lion, beverage and tobacco by 20% to $17 million and
crude materials increased by 19% to $13 million. Mean-
while, food imports and miscellaneous items both fell by
8% to $186 million and $55 million respectively, while ani-
mal and vegetable oil fats remained unchanged at $4 mil-
lion during the quarter.

Trade in Services
Trade in services account recorded a deficit of $172 mil-
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lion, narrowing from a revised $238 million deficit in the
previous quarter. This outcome reflected the improve-
ment in travel services outweighing the increased deficit
in transport services. Travel services recovered from a $21
million deficit posted in the previous quarter to a surplus
of $21 million, owing to increases in business and per-
sonal travel receipts during the period. Meanwhile, trans-
port services recorded a deficit of $80 million, widening
from a $64 million deficit in the previous quarter due to
an increase in freight payments for imported goods. The
reduced trade in services deficit was consolidated by the
narrowing of the deficit in all other services from $152
million to $113 million. This was a result of reduced pay-
ments for maintenance and repairs services, telecommu-
nications and computer services, construction and other
business services during the quarter.

Primary Income

The primary income account posted a deficit of $69 mil-
lion during the quarter, widening from a revised $14 mil-
lion deficit in the previous quarter. This came from higher
outflows in compensation of employees and investment
income combined with reduced surplus in other prima-
ry income. Compensation of employees rose from $14
million deficit to $36 million deficit. Investment income
dropped from the revised $56 million surplus in the previ-
ous period to a $73 million deficit due to higher reinvested
earnings by FDIs during the quarter under review. The
surplus on other primary income, which represents fish-
ing licencing, fell from $45 million to $39 million.

Secondary Income

The surplus in the secondary income account reduced
considerably from a revised $239 million to $45 million
during the quarter. This was mainly due to the significant
fall in general government transfers from $235 million to
$39 million reflecting the decline in cash grants, technical
assistance and aid-in-kind during the quarter. Meanwhile,
private sector transfers increased from a revised $4 mil-
lion surplus in the previous quarter to a $6 million surplus
as a result of reduced outflow of transfers for personal
purposes.

Capital Account

The capital account surplus declined to $88 million from
a revised $227 million in the last quarter. This outcome
reflects the slowdown in post flood rehabilitation related
funds.

Financial Account

The financial account balance registered a net borrowing
(deficit) of $131 million, overturning the revised net lend-
ing (surplus) of $385 million in the previous quarter. This
resulted from the significant fall in financial assets, fall-
ing from the revised $354 million surplus in the previous
quarter to a $78 million deficit and increase in financial
liabilities from $31 million deficit to $53 million surplus
during the period.

The fall in financial assets was attributed to the decline
in reserve assets, portfolio investment and other invest-
ments. Reserve assets fell from $182 million to $19 million
on the back of lower foreign exchange receipts from donor
inflows during the quarter. Portfolio investment posted a
$5 million deficit following the $5 million surplus in the
second quarter.

Other investments fell from a $167 million surplus to a
$104 million deficit due to the drawdown in currency and
deposits held with banks abroad during the quarter.

The increase in financial liabilities mainly stemmed from
foreign direct investment (FDI) rising from a revised $32
million to $59 million surplus. This represents a new FDI
which includes the new commercial bank. Meanwhile,
other investment liabilities improved from a $64 million
deficit to a $6 million surplus during the quarter owing to
the build-up in currency and deposits held with domestic
banks.

The International Investment Position

The international investment position (IIP) registered a
$2,020 million deficit at the end of the quarter, widening
from a $1,801 million deficit at the end of the previous
quarter. This outcome reflects the decline in the stock of
financial assets, reducing by $171 million to $5,013 million
against the $48 million increase in the stock of financial
liabilities to $7,033 million.

The reduction in the stock of financial assets was attrib-
uted to the decline in the stock of reserve assets, portfo-
lio investment and other investments. Reserve assets fell
from $4,148 million to $4,071 million, portfolio investment
dropped from $579 million to $477 million, while other
investments slid from $119 million to $114 million dur-
ing the period. Meanwhile, the stock of direct investment
increased from $339 million to $350 million.

The increase in the stock of financial liabilities came from
the stock of direct investment, rising from $5,725 million
to $5,785 million offsetting the marginal fall in the stock
of other investments from $1,260 million to $1,248 million
during the quarter.

Figure 3.2 Foreign Reserve and Import Cover
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Gross Foreign Reserves

The gross foreign reserves fell 2% to $4,071 million at the
end of the quarter compared to the quarter prior. This was
largely driven by incurred foreign exchange revaluation
losses of $96 million, outweighing the transaction inflows
of $19 million during the quarter. This level of reserves is
sufficient to cover 10.6 months of imports of goods and
services.

Exchange Rate

On average, the Solomon Islands dollar (SBD) appreci-
ated against the United States dollar (USD) during the
third quarter by 0.4% to $7.31 per USD and 1.2% against
the Australian dollar to $6.77 per AUD. The SBD also ap-
preciated against the other trading currencies during the
period. It appreciated against the New Zealand dollar by
2.8% to $6.17 per NZD, 1.3% against the British Pound to
$12.19 per GBP, 2.1% against the Japanese Yen to $7.04 per
100JPY and 3.8% against the euro to $9.70 per EUR.

The Solomon Islands real effective exchange rate (REER)
appreciated marginally by 1% during the quarter. This
reflected the appreciation of the Solomon Islands nomi-
nal effective exchange rate (NEER) by 2% and relatively
higher inflation rate in the Solomon Islands compared to
the trading partner countries.

Figure 3.3 Exchange Rate
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Source: CBSI

The appreciation of the Solomon Islands NEER indicated
that Solomon Islands dollar (SBD) strengthened against
the invoice-weighted basket of currencies, in particular
the USD and AUD. This was due mainly to the strength-
ening of the SBD against the nominal bilateral exchange
rates of both USD and AUD, the two main trade invoicing
currencies.
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Chapter IV. MONEY AND BANKING

Monetary aggregates at the end September 2014 saw
mixed developments with broad money supply (M3) and
reserve money (MO0) showing a growth, whilst narrow
money (M1) declined during the quarter. Driving the in-
crease in M3 was a rise in other deposits (time and saving)
while the expansion in M0 was due to the rise in other
depository corporations (ODCs) deposits held at CBSIL
In contrast, the decline in M1 was attributed to a fall in
both the currency in circulation and transferable deposits
of other financial corporations and other nonfinancial cor-
porations. Mirroring the increase in M3, total liquidity in
the banking system increased, resulting in excess liquid-
ity reaching $1,211 million. Align with the economic re-
covery, private sector credit (PSC) also increased further.
This was driven by overdrafts, loans and lease financing.
Meanwhile, the weighted average interest rate margin for
the ODCs declined this quarter, following an increase in
the previous quarter, resulting from falling lending rates
during the period.

Reserve Money

Reserve money (MO) increased by 6% to $2,054 million at
the end of the third quarter 2014, following a 9% rise in the
previous quarter. The increase was driven mainly by com-
mercial banks’ call deposits held with CBSI that rose by
10% to $1,456 million, despite currency issued fallin net
foreign assets (NFA) down by 2% to $3,820 million and
CBSI’s net domestic assets (NDA) declined by 9% to reach
net liability of $1,760 million respectively. Meanwhile, the
year-on-year growth saw MO increased by 12% (Figure
4.1).
Figure 4.1 Drivers of Reserve Money
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Narrow Money

Narrow money (M1), which includes currency in circula-
tion outside of the depository corporations and transfer-
able (demand) deposits with depository corporations, de-
creased by 2% to $2,636 million this quarter, compared to

a 5% increase in the previous quarter. Driving this was the
drawdown in both the currency in circulation and trans-
ferable deposits by 5% to $523 million and 1% to $2,113
million, respectively.

The decrease in transferable deposits was caused by the
fall in transferable deposits of other financial corporations
(OFCs), which went down by 13% to reach $168 million
and other nonfinancial corporations deposit by 7% to
$1,112 million. Similarly, decrease in currency in circula-
tion was caused by fall in currency issued by CBSI, mir-
roring the increase in holdings by ODCs during the peri-
od. Meanwhile, the year-on-year growth for M1 remained
positive, growing by 4% against the same period last year.

Broad Money

Broad money (M3), which measures the total money sup-
ply in the banking system, has increased for two con-
secutive quarters going up 2% this period to reach $3,715
million. The rise was largely attributed to the increase in
other deposits (savings and time), which grew by 10% to
$1,079 million superseding the fall in M1 at the end of the
quarter. Year-on-year growth saw M3 increase by 14%
against the same period last year (Figure 4.2).

Figure 4.2 Components of Broad Money
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The NFA of the banking system declined by 4% to $4,008
million compared to 9% rise in the previous quarter. Like-
wise, the NDA of the banking system decreased signifi-
cantly by 49% this quarter to reach $262 million.

Liquidity

Total liquidity in the banking system notably increased by
18% to $1,564 million this quarter, following an increase
in the previous quarter. This gives rise to excess liquid-
ity growing further by 23% to $1,211 million, which is the
liquidity after taking into account the 7.5% of cash reserve
requirement and precautionary reserves. The increase in
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total liquidity was driven by a 3% growth in currency is-
sued by CBSI combined with a 1% rise in government de-
posits held in the banking system.

Meanwhile, total liquidity grew significantly by 20%
against the same period of the preceding year (see Figure
4.3).

Figure 4.3 Commercial Bank Liquidity
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Domestic Credit

Total net domestic credit (NDC) of the banking system
more than doubled in the third quarter moving from $109
million in the June quarter to $234 million. This was af-
ter experiencing a large downturn of 31% in the previous
quarter. The increase was driven by growth in private sec-
tor credit (PSC) counteracting the continuous build-up of
deposits by the Central Government in the banking sys-
tem. This increased the net liability of the depository cor-
poration to the Government by 1% to $1,437 million.

Meanwhile, PSC of the banking system increased further
by 9% to $1,645 million, following a growth of 1% ob-
served in the previous quarter. This upsurge in PSC was
due to a rise in credit allocated to individual residents,
which grew by 18% to $582 million together with an in-
crease in credit issued to other non-financial corporations
by 4% to $1,047 million respectively. Given the rise in total
PSC at the end of September, total outstanding credit is-
sued by ODCs accounts for $1,638 million, a rise of $138
million from the last quarter.

Of the total ODCs outstanding credit, the largest portions
of credit were allocated to the following sectors: personal,
distribution, communication and construction, account-
ing for 34%, 15%, 12% and 10% respectively. However, the
main contributing sectors driving the quarter-on-quarter
credit growth were the personal sector, which grew from
$482 million to $543 million, communications, which went
up to $192 million from $177 million and professional and
other services which saw an increase of $13 million to $98
million and manufacturing from $50 million up to $73
million (see Table 4.1).

Table 4.1 Private Sector Credit by Sectors

Sectors Q1 Q2 Q3 Q1 Q2 Q3
Personal 496.8 482 543 5% -3% 13%
Construction 159.0 162 164 13% 2% 1%
Distribution 235.0 240 240 1M% 2% 1%
Communications 137.8 177 177 1%  29% 8%
Discount 200/ _100%. 1000
Acceptances 2.3 0.0 0 -38% -100% -100%
Tourism 102.1 101 101 -1% -1% 8%
Frof & Other 973 85 85 45% -13% 16%
Transport 68.2 75 75 6% 10% 3%
Manufacturing 53.3 50 50 1% 7% 47%
Forestry 25.3 22 22 -36% -15% 52%
Fisheries 2.5 4.0 40 -14% 59% 6%
Mining & Quarrying 2.2 1.3 1.9 1948% -41% 49%
Agriculture 43.1 34.8 35.9 3% -19% 3%
Private Financial 01 01 01 -98% -28%  49%
Institutions
Statutory o A0 Y
Corporations 32.3 31.2 30.2 0% 4% 3%
Others 12.1 8.3 59 1% -32% -29%

Total 1469.3 14746 1612.2

Note: Figure includes only the Commercial Banks and Credit Corporation of Solomon Islands. Excluding Credit
Unions and accured interest on loans and advances

Source: CBSI

The expansion in the credit growth was shown mainly
through the increase in overdrafts, which went up by 1%
to $167 million from $165 million. Loans, which increased
significantly by 11% to $1,436 million from $1,297 million,
whilst, lease financing, which more than doubled to $10
million from $5 million.

Interest Rates

The ODCs’ indicative weighted average interest rate mar-
gin fell to 10.4% this quarter from 10.6% a quarter ago.
This was attributed to a fall in the lending rates that out-
weighed the increase in the deposit rates. The indicative
weighted average interest rates for all deposits offered by

Figure 4.4 Interest Rate Development
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ODCs increased from 0.21% to 0.33% this quarter. The rise
was accredited to time deposit rates for maturity of 1-3
months, 6 months - 1 year and 3-5 years. Moreover, the
indicative weighted average interest rate on lending de-
clined slightly to 10.8% this quarter from 10.9%. Contrib-
uting to the fall was the decline in cost of borrowing that
reduced the lending rates in some of the sectors, namely
personal from 13.4 % to 12.9%, transportation from 12.4%
to 10.3%, manufacturing from 11.3% to 10.0% and mining
and quarrying from 10.7% to 9.1% (see Figure 4.4).

Other Financial Corporations

The NFA of OFCs fell marginally by 1% to $255 million
this quarter compared to a growth of 0.4% in the previous
quarter. This resulted from a fall in investment shares by
7% to $115 million. Likewise, holdings of foreign currency
through other deposits by non-residents also fell by 2% to
$158 million following the growth observed in the previ-
ous quarter.

Meanwhile, the OFCs” NDA experienced an increase for
the third consecutive quarter, rising by 2% to $1,877 mil-
lion this period, following a 16% rise in the preceding
quarter. Contributing to the increase was a 2% growth
in the net domestic credit to $2,204 million, driven by in-
creasing net credit to financial corporations and credit to
private sector.

Net credit to financial corporation continued to increase
by 5% to $758 million, resulting from a notable rise in
net credit to CBSI and net credit to ODCs of 14% to $21
million and 4% to $737 million respectively. Mirroring
the rise in net credit to ODCs was deposits held with the
ODCs, which increased by 4% to $741 million. Credit to
private sector also increased marginally by 1% to $1,293
million during the period. Furthermore, the OFCs’ capi-
tal accounts increased slightly by 0.5% to $765 million.
Year-on-year comparisons saw OFCs’ NDA grow by 23%
against the same period last year.

Monetary Policy

The primary objective of CBSI is to achieve and maintain
domestic price stability as stated in the CBSI Act 2012. In
the third quarter of 2014, headline inflation fell to 5.2%
from 7.2% in the previous quarter. This puts inflation back
within the forecast range of 4% - 6% set by CBSI for 2014.

The fall in inflation was driven by slow growth in domes-
tic inflation components such as food, housing utilities,
clothing, and drinks and tobacco.

Furthermore, imported inflation is expected to remain de-
flationary while domestic inflation recorded a 9.2% which
is below the double digit. CBSI has moved to adopt an
accommodative monetary policy stance from a neutral
policy to support the continued recovery of the economy
after the flood by maintaining its monetary policy instru-
ments. The cash reserve requirement was maintained at
7.5% of commercial bank’s total deposit liabilities over the
period. Likewise, the stock of Bokolo bills floated stood
unchanged at $710 million. Gross foreign reserves reached
an average of 10.6 months of import cover in the Septem-
ber quarter, which is comfortably above the three-month’s
benchmark. This provides an avenue to tackle potential
future inflationary pressures. CBSI also continued to
maintain a managed exchange rate pegged to a basket of
currencies.

cBsI

Instrument Status in Q2 2014

Status in Q3 2014

Exchange rate

Open Market
Operations

Cash Reserve
Requirement

Amanaged peg (within a +1%
margin of the base rate) of
7.2833 against the USD to be
maintained unless conditions
change.

June shows that the stock
floated by CBSI continued to
remain at $710 million of which
issued bills recorded $700
million. Floated stock is likely to
remain at $710 million following
a neutral monetary policy
stance.

The Cash Reserve
Requirment is expected to be
maintained following a neutral
monetary policy stance.

A managed peg (within a +1%
margin of the base rate) of
7.3078 against the USD to be
maintained unless conditions
change.

September data shows that
stock floated by CBSI remain
at $710 million of which issued
bills stood at $600 million.
Floated stock is likely to remain
at $710 million following an
accomadative monetary policy
stance.

The Cash Reserve Requirment
is expected to be maintained
following an accomodative
monetary policy stance.

Meanwhile, CBSI continues to issue government treasury
bills, of which $11 million were floated in the September
quarter, a $3 million increase from the previous quarter.
The total amount of bids received also increased from $18
million to $22 million this quarter. The overall weighted
average yield (WAY) for 56, 91 and 182 days fell from
0.14%, 0.13% and 1.01% to $0.10%, 0.10% and 0.59% re-

spectively.
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Chapter V. @ GOVERNMENT FINANCE

Fiscal Sector

Fiscal operation registered a cash deficit of $93 million in
the September quarter as opposed to the cash surplus of
$117 million posted in the previous quarter. The negative
outcome emanated from increased government spending
and a decline in total cash collected during the quarter.

Revenue

Total cash received from operating activities dwindled by
5% this quarter to $757 million, and 2% below the same
quarter of 2013, but 2% above the quarterly budget projec-
tion. The negative performance against the previous quar-
ter came from decline in grants, which, outweighs gains
from tax and nontax revenue.

Tax Revenue

Receipts from taxes continued to accumulate in the third
quarter, increasing by 13% to $718 million. This was 25%
and 15% higher than the projected collection and corre-
sponding quarter of 2013 respectively. Higher tax collec-
tion originated from international trade and goods and
services tax. Tax on income, profit and capital, however,
remained flat during the quarter.

Revenue from goods and services rose by 14% to $295
million in the three months to September, surpassing the
quarterly budget by 25% and increasing 18% over the
same period in 2013. This enhanced performance was
primarily attributed to 55% increase in tax on permission
to use the goods and services to $51 million which came
mainly from overseas fishing licenses. Similarly, tax on ex-
cise rose by 24 % to $44 million, after registering a subdued
result in the last quarter. Sales tax also grew by 6% this
quarter to $200 million, but at a slower rate compared to
June.

Taxes on income, profit and capital gains broadly re-
mained unchanged at $207 million this quarter, but inched
up 5% against the projection and lower by 2% against the
same quarter of 2013. This outcome compared to the June
quarter, was related to a 5% fall in tax payable by indi-
vidual to $113 million. In contrast, tax payable by corpora-
tions and other enterprises surged to $95 million from $89
million, following a 7% rise in company tax.

Taxes on international trade rose to $205 million from $160
million recorded in the previous quarter. Growth came
from export and import duties with taxes on export going
up to $144 million, driven mainly by a 32% upsurge in log
duties to $142 million. Consistent with the increase in im-
port value of fuel and food, import duty after stabilising in
the second quarter, grew to $62 million from $49 million.

Grants

Grants extended from donor partners stood at $20 million
this quarter, 86% below the previous quarter. Similarly,
this amount was down by 87% and 85% against budget

and similar period last year, respectively. Aid from for-
eign governments accounted for bulk of the inflows with
$15 million and the remaining $5 million from interna-
tional organizations.

Of the foreign government grants, $15 million came from
New Zealand government and went towards the Minis-
try of Education and Human Resources Development.
The $5 million received from international organisations
mainly of capital grants came from Fred Hollow Founda-
tion, United Nations Development Programme (UNDP),
World Health Organisation (WHO) and Asian Develop-
ment Bank (ADB).

Non Tax Revenue

Following a stable growth in the previous two quarters,
non-tax revenue increased by 10% this quarter to $19 mil-
lion, although 5% below budget estimates. The increase
in overall non-tax revenue was driven mainly by admin-
istrative fees which rose by 8% to $17 million. Incidental
sales by nonmarket establishment also increased by $1
million to $2 million. Fees from fines, penalties and for-
feits, in contrast, went down to $0.6 million from $1.3 mil-
lion in the quarter before.

Expenditure

Total government expenditure grew by 24% to $850 mil-
lion over the June quarter, 31% higher than the corre-
sponding quarter of last year, but still contained within
budget by 16%. The upsurge against June quarter was the
combined outcome of increases in recurrent expenditure
by 23% to $721 million and increased acquisition of non-
financial assets (NFAs)18® by 32% to $129 million during
the review period. Growth in recurrent spending reflected
increases in all major expenditure categories whilst higher
spending towards fixed capital assets largely explained
the growth in development spending.

Compensation of Employees

Compensation of employees, which accounted for 30%
of total recurrent outlays, increased by 17% to $216 mil-
lion against the previous quarter and 19% higher when
compared to the same quarter a year prior. The increase
against the previous quarter was underpinned by a 17%
rise in wages and salaries payments to $203 million and a
13% up-tick in National Provident Fund (NPF) employer
contributions to $14 million. However, the overall payroll
outcome this quarter was still 3% below budget.

All expenditure components of compensation of employ-
ee increased during the review period except for special
duty allowance and overtime. Salaries of public servants
rose by 14% against the previous quarter to $147 million
compared to the 14% decline in the June quarter. Vari-
ous allowances went up to $35 million from $25 million,

18 Acquisition of NFAs comprises all government development expenditures.
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employers’ contributions increased by 14% to $14 million
and housing allowances surged higher by $3 million to $7
million against the preceding quarter.

Purchases of Goods and Services

Consumption spending, at 43% of recurrent expenditure,
increased for the third consecutive quarter with a 5% in-
crease to $311 million this quarter. This was 6% higher
than the same quarter a year prior, but 17% lower than the
budget. The upturn against the previous quarter was at-
tributed to a broad-based increase in the major consump-
tion spending items.

Of the major consumption items, overseas training went
up by 35% to $35 million, electricity more than doubled
to $23 million, consultancy fees surged by $9 million to
$20 million and project logistics and delivery soared to
$17 million from $9 million. Drugs & dressings, general
spares and stores and telephone and faxes also witnessed
marginal increases during the September quarter which
amounted to $36 million. However, disbursements on
house rentals, voters registrations and other training de-
clined by 36% to $25 million, 26% to $14 million and 33 %
to $13 million respectively during the review period.

Grants

Central Government transfers, which constituted 15% of
recurrent expenditure, were 57% higher at $107 million
compared to the June quarter. This was 26% higher than
the budget and 67% more than the same quarter in the
year earlier. The outturn relative to the previous quarter
was largely driven by health services grants which in-
creased from $12 million to $33 million, followed by edu-
cation grants with a $16 million upsurge to $35 million,
fixed services grants increased by 41% to $20 million and
community services obligation payments moved slightly
higher by 9% to $13 million during the review period.
However, provincial grants fell by 36% to $2 million dur-
ing the quarter.

Social Benefits

Social benefits payments surged from $3 million to $5 mil-
lion relative to the previous quarter, but remained broadly
consistent with the outturn in the corresponding quarter
of 2013. Despite the significant rise seen this quarter, the
outcome was 61% lower than anticipated in the budget of
$12 million. The higher spending compared to the previ-
ous quarter was mainly attributed to an increase in long
services benefit from $2 million to $3 million. Nonetheless,
this was $8 million lower than budget.

Other Payments

Other payments which made up 11% of recurrent spend-
ing exceeded the budget by 37% to reach $80 million dur-
ing the reviewed quarter. This was 183% higher when
compared to previous quarter and a 127% hike on the
same quarter in the previous year. The recurrent compo-
nent increased by $29 million to $52 million underpinned

by increases in subscription/membership payment to
overseas bodies, subventions and grants and transfer to
overseas diplomatic mission offices. Increases in the capi-
tal component resulted mainly from increases in SICHE
grant by $11.

Acquisition of Nonfinancial Assets (NFA)

The increase in NFA, which mainly constituted develop-
ment spending, rose this quarter by 32% to $129 million
but was 50% lower than the quarter’s budget. Compared
to the June quarter, the increase in NFA was attributed
mainly to a 34% increase in fixed assets to $124 million.
This was largely driven by a 57% growth in buildings and
structures to $89 million, coupled with a slight increase of
2% to $29 million in machineries and equipment. How-
ever, non-produced assets remained relatively unchanged
at $2 million whilst inventory registered a marginal fall to
$3 million from $4 million in the prior quarter.

Debt Stock & Servicing

Total outstanding public debt stock continued its down-
ward trajectory as observed since the December quarter
of 2013 standing at $883 million at end of the September
quarter, 3% down on the previous quarter. This reflected
the government’s commitment to its debt servicing obli-
gation which amounted to $18 million during the quar-
ter. Of this, principle repayment accounted for $15 million
and interest payment the remaining $3 million. Total debt
stock as a proportion of GDP stood at 13%, relatively un-
changed from the June quarter.

External Public Debt Stock

External public sector debt declined by 2% to $699 million
over the June quarter and 7% relative to the correspond-
ing period of 2013. The decline in the external debt stock
reflected total principal repayment of $8 million and an
interest component of $1 million. Of the debt repayment,
International Development Association accounted for $6
million whilst Asian Development Bank and European
Union together made up the other $3 million.

By holders of external debt stock, multilateral creditor’s
maintained the largest proportion at $596 million. How-
ever, this was 3% lower than the $615 million held in the
June quarter. On the other hand, external debt stock held
by bilateral creditors rose against the preceding quarter
by 2% to $103 million on the back of a 2% increase in Exim
Loan to $101 million. This was due to depreciation of the
Solomon Dollar (SBD) against United States Dollar (USD)
during the September quarter. Meanwhile, 73% of the ex-
ternal stock was denominated in SDR, followed by USD
with 23%, EUR with 4% and KWD at 0.09%.

Domestic Public Debt Stock

Domestic public debt stock fell by 4% to $184 million in the
review period and 15% against the same period a year pri-
or. The decline reflected a total of $8 million in debt servic-
ing of which $7 million was in principal repayment and $1
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million in interest payment. However, total debt servicing
this quarter was 39% less than the scheduled repayment
of $14 million. In terms of domestic holders, the banking
sector constituted more than half of domestic debt at 54%,
of which the Central Bank of Solomon Islands accounted
for $70 million, 2% less than in the previous quarter. Other
depository corporation’s holdings declined by 7% to $29
million compared to the prior quarter. The non-banking
sector made up the remaining 46% of which financial cor-
porations accounted for $44 million while other holders
remained at $42 million, 7% and 1% lower than they were

in the June quarter respectively.

Public Debt Stock and Debt-Service indicators

In terms of the debt sustainability indicators, the debt-
to-GDP ratio has remained broadly unchanged at 13%
compared to the June quarter. However, the liquidity in-
dicators fell relative to the prior quarter. Debt-to-export of
goods and services fell to 1% from 3%, debt-to-domestic
revenue went down to 2% from 4% and debt service-to-
GDP declined to 0.3% from 0.4% in the previous quarter.
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