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OVERVIEW

The prospects for global economic and
financial conditions remained optimistic in
the December quarter. This is attributed
to broad-based growth, with emerging and
developing economies like China, Brazil,
India and Russia now accounting for two-
thirds of world economic growth.
Accordingly, the International Monetary
Fund (IMF) estimates that the world
economy expanded by 5.2 percent in
2007.

There are nonetheless emerging downside
risks, particularly the fears of a US
recession which could emanate from the
possibility of further strain on the financial
markets. In addition, other emerging risks
are record high and volatile energy costs,
continued large global imbalances, and
ongoing conflict in the Middle-East.
Consequently, the IMF expects global
growth to slow to 4.8 percent in 2008.

The reactions from various central banks
to their respective economic conditions
have been mixed during the final quarter
of the year. While the US Federal Reserve
lowered interest rates as a pre-emptive
response to emerging signs of weakening
business and consumer  spending,
inflationary pressures in Australia have led
the central bank to tighten monetary
policy. Other major economies like the
Euro-zone, Japan and New Zealand, have
kept monetary policy unchanged during
the quarter.

Domestically, the economy remained
relatively weak in the December quarter,
substantiating the 3.9 percent contraction
estimated for 2007.

Latest provisional data from the Fiji

Islands Bureau of Statistics indicated that
visitor arrivals declined by around 1
percent in 2007. Tourism earnings fell by
9 percent on an annual basis, cumulative
to June of 2007. In addition, the cane and
sugar industry recorded a weak
performance at the end of the 2007
crushing season, mainly due to
unfavourable weather conditions. Partial
indicators  for the building and
construction sector also remained subdued
for 2007.

On the demand side, consumer spending
remained weak as indicated by the decline
in net Value Added Tax (VAT) collections
during the review period. This was
largely attributed to weak consumer
lending, lower imports and soft labour
market conditions.

The economic contraction in 2007
continued to affect firms’ demand for
labour, as suggested by the 2.1 percent
decline in the number of jobs advertised in
2007.

Inflationary pressures remained strong
during the December quarter, led by
higher prices for food and heating and
lighting items. In December, inflation was
4.3 percent, compared with 4.1 percent in
September. In the coming months,
inflationary pressures are expected to
persist as soaring global oil and wheat
prices continue to filter through the
economy.

According to the 2008 National Budget,
the Government is estimated to have
achieved a fiscal surplus of $22.4 million
(0.4% of GDP) in 2007. This fiscal
outturn is underpinned by an annual
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decline in expenditure, which more than
offset a decline in fiscal revenue.
However, for 2008, Government has
budgeted a fiscal deficit of 2 percent of
GDP. This is consistent with expectations
of higher expenditure, which is projected
to outweigh fiscal revenue in 2008.

Latest accrual trade data revealed that
cumulative to November, merchandise
export earnings rose while payments for
imports fell on an annual basis. Leading
the increase in export earnings were
mineral water, fish, timber, garments and
other domestic exports. On the other
hand, all categories of imports declined,
with investment goods declining the most.

Gross official foreign reserves were
provisionally around $957 million at the
end of 2007, sufficient to cover 4.3
months of imports of goods.

The Reserve Bank of Fiji’'s (RBF)
monetary  policy  stance  remained
unchanged during the December quarter
of 2007 with the policy indicator rate
maintained at 4.25 percent. The credit
ceiling continued and open market
operations remained suspended.
However, with the improvement in
foreign  reserves, exchange control
measures on credit card and advance
import payments were slightly relaxed in
October.
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THE INTERNATIONAL ECONOMY

International Economic Conditions

The prospects for global economic and
financial conditions remained optimistic
in the December quarter. This is
attributed to broad-based growth, with
emerging and developing economies like
China, Brazil, India and Russia now
accounting for two-thirds of world
economic growth. Accordingly, the IMF
estimates the world economy to expand by
5.2 percent in 2007 (Graph 1).

The weakening condition of the US sub-
prime mortgage market has led to a more
general credit tightening across much of
the developed world, particularly in the
European countries. In addition, fears of
a US recession increased following a
spate of negative reports in the December
quarter showing a drop in manufacturing
output, rise in unemployment and fall in
retail sales.

Graph 1
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Nevertheless, there are other emerging
downside risks to world growth. These
include record high energy costs, a
volatile oil market and associated
potential inflationary pressures, continued
large global imbalances and the on-going

conflict in the Middle-East. Against these
uncertainties, the IMF expects the world
economy to slow to a growth of 4.8
percent in 2008.

With a mildly troubled economic
environment, mixed responses were noted
from central banks around the world. The
US Federal Reserve lowered its key
interest rate as a pre-emptive response to
emerging signs of weakening business and
consumer spending.  The Euro-zone,
Japan and New Zealand kept their key
interest rates unchanged, citing they were
awaiting further developments in the
global financial markets. However, the
Reserve Bank of Australia (RBA)
tightened monetary policy during the
December quarter, in response to
inflationary  pressures from  higher
international commodity prices.

Over the December quarter, mixed
performances were recorded in the
international financial markets. US and
Japanese equities declined during the
quarter. In the bond market, US and
Japanese bond yields fell, while
Australian bond yields rose. On
exchanges rates, the US dollar weakened
against all of Fiji’s major trading partner
currencies, except the Australian dollar.

Recent data suggests Fiji’s major trading
partner countries grew in 2007. Forecasts
from the IMF’s latest World Economic
Outlook indicates that economic growth in
Fiji’s trading partner countries is likely to
slow in 2008, with the exception of the
US where growth is expected to remain
unchanged (Graph 2).
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Australia’s economy grew by 1.0 percent
in the third quarter, driven by rising
consumer spending and exports. This
compares with the 0.7 percent growth
during the second quarter.

Recent economic indicators generally
showed a positive performance during the
December quarter. The index of leading
economic indicators rose in November,
for a fourth month, helped by gains in
money supply and building approvals.
Retail sales rose in November, to a 6-
month high, buoyed by consumer
spending while manufacturing expanded
in December at its fastest pace in more
than 5 years, led by consumer and
business spending. Furthermore,
Australian employment rose in December,
for the 14" consecutive month and the
trade deficit narrowed in November, for
the first time in four months, as mining
companies shipped more iron, copper,
lead and uranium.

However, business confidence fell in
December, to a 2-year low, while inflation
accelerated in the fourth quarter, to a 16-
year high.

The RBA raised its benchmark interest
rate to 6.75 percent in November, an 11-
year high, on concerns of higher

inflationary pressures. However, the RBA
kept the key interest rate unchanged in
December, citing uncertainty in the global
outlook and rising credit costs as reasons
for the stance.

The economy is expected to grow by 4.4
percent in 2007, driven by consumer
spending and retail sales. For 2008 a
slower growth of 3.8 percent is forecast.
Inflation is expected to ease from an
estimated 3.5 percent in 2006 to 2.3
percent in 2007, within the RBA’s target
band of 2-3 percent. For 2008, inflation is
forecast at 2.8 percent.

New Zealand's economy grew at the
slowest pace in a year in the third
quarter, as record-high interest rates
curbed consumer spending and the
strengthening currency reduced exports.
In the September quarter, the economy
expanded by 0.5 percent compared with a
0.8 percent expansion in the second
quarter.

Latest indicators showed that consumer
confidence fell to an 18-month low in the
fourth quarter, due to rising fuel and food
costs while business confidence fell for
the second consecutive month in
December, on expectations that the
Reserve Bank of New Zealand (RBNZ)
will raise interest rates further, as inflation
accelerated in the fourth quarter.

On a positive note, retail sales rose in
November, as surging gasoline prices
pushed spending on fuel to a record high.
In December, manufacturing production
expanded and the annual trade deficit
narrowed, as soaring prices for dairy
products increased export earnings.

The RBNZ kept its key interest rate
unchanged at 8.25 percent throughout the
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December quarter, as record high
borrowing costs had still not stemmed
inflationary expectations.

In 2007, the New Zealand economy is
estimated to have grown by 2.8 percent,
while in 2008, it is forecast to slow to 2.3
percent. Year-end inflation for 2007 is
expected at 2.4 percent, down from 3.4
percent recorded a year earlier. However,
inflation is expected to pickup moderately
to 2.7 percent in 2008.

The US economy slowed drastically in the
fourth quarter, growing by an annual rate
of 0.6 percent compared with 4.9 percent
in the third quarter. The marked
slowdown is attributed to the collapse in
sub-prime lending, falling house prices
and a credit tightening that is eroding
business and consumer confidence.

Economic indicators released over the
quarter confirmed the subdued
performance. = The index of leading
economic indicators fell in October, while
consumer confidence declined in
November on concerns of increasing fuel
costs and falling home prices. Likewise,
industrial production fell in October and
again in December, prompted by slowing
sales of automobiles and electrical
appliances.  Similarly, retail sales and
manufacturing declined to a 5-year low in
December. The jobless rate rose to 5
percent, the highest rate in 2-years, with
consumer prices slowing to 0.3 percent in
December, confirming the weak domestic
demand.

The Federal Reserve lowered its
benchmark interest rate in October and
December, each time by 25 basis points,
to 4.25 percent, as a pre-emptive response
to emerging signs of softening business
and consumer spending.

The US economy is expected to grow by
1.9 percent in 2007, largely attributed to
increases in net exports and business
investment. In 2008, a similar growth of
1.9 percent is anticipated. Inflation is
estimated at 2.7 percent in 2007 and 2.3
percent in 2008.

Economic activity in the Euro-zone rose
by 0.7 percent in the third quarter
compared with a 0.3 percent expansion in
the June quarter. The pick-up was
underpinned by growth in retail sales and
manufacturing activity.

Latest economic data showed that the
Euro-zone economy slowed in the
December quarter. Investor confidence
fell in November, to the lowest level in
more than 2-years, as a surging Euro and
rising oil prices weighed negatively on the
region. Moreover, retail sales fell in
December, for a third consecutive month,
as rising prices curbed holiday-season
spending, while manufacturing production
contracted.

Despite signs of a slowdown, the
unemployment rate in the region fell to a
record low in October.

In line with expectations, the European
Central Bank kept its benchmark interest
rate unchanged at a 6-year high of 4.0
percent throughout the December quarter.

The Euro-zone is projected to grow by 2.5
percent in 2007, underpinned by overall
buoyant household spending. Growth in
2008 is expected to slow to 2.1 percent.
Year-end inflation for both 2007 and 2008
is forecast at 2.0 percent.

Japan's economy grew in the September
quarter by 0.2 percent, compared with a
decline of 0.3 percent in the June quarter,
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as an unexpected increase in consumer
spending offset a drop in housing
construction.

More recent data showed weakening
performance. An index of Ileading
Japanese economic indicators fell to the
lowest level in a decade. Retail sales fell
in 2007, the first time in 5 years, despite
gaining at the fastest pace in more than a
year in October. Exports slowed for the
second month in December as the slump
in US demand filtered through. Although,
the  unemployment rate remained
unchanged at 3.8 percent in December,
job vacancies fell to a 2-year low. In
addition, consumer confidence fell to a 4-
year low in December, due to falling
wages and rising energy and food prices.

The Japanese economy is projected to
expand by 2.0 percent in 2007 while
growth in 2008 is expected at a lower rate
of 1.7 percent. Inflation in 2007 is
estimated at zero percent, with a mild
pick-up to 0.5 percent projected for 2008.

World commodity prices rose by 6.4
percent over the December quarter, led
mainly by increases in gold, crude oil and
sugar prices (Graph 3).
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During the last quarter of 2007, the world
market sugar price was volatile, rising
by around 10 percent (Graph 4). Prices
rose strongly in October, as the surge in
energy costs reduced Brazil’s sugar
exports to the world market in favour of
domestic production of sugar cane based
ethanol.
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However, in November sugar prices fell,
although marginally, on speculation that
global sugar supply will surpass global
demand with India and Thailand’s rising
exports. Nevertheless, prices rose again
in the last month of the quarter, as a
further rally in international oil prices
heightened concerns that Brazil would
divert more of the nation's sugar cane crop
to ethanol production.

In the months ahead, prices are expected
to fall on expectations that India, Thailand
and Brazil may increase production,
adding to the current global surplus.

At the end of December, the European
Union (EU) sugar price rose by around 4
percent to US34 cents per pound, due to a
weaker US dollar.

Gold prices rose by a strong 12 percent
during the fourth quarter (Graph 5). In
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October, gold prices rose after speculation
that the US Federal Reserve may cut
interest rates, boosting demand for the
metal as an alternative investment to US
dollar-denominated assets. However,
prices fell in November, as a drop in crude
oil prices diminished the metal’s appeal as
a hedge against inflation. Nevertheless,
prices rose again in December after a
suicide bomb attack killed Pakistan's
former Prime Minister Benazir Bhutto,
sparking demand for the precious metal as
a safe haven investment in light of
heightened tensions in the Middle-East.

Graph 5
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In the months ahead, expectations of
inflationary pressures, emanating from
high energy prices and the ongoing
conflict in the Middle-East are anticipated
to maintain the high price for the precious
metal.

The Brent crude oil price was around
US$93.89 per barrel at the end of
December, surging by around 18 percent
when compared to the price recorded at
the end of the September quarter (Graph
6).

In October, crude oil prices rose after
geo-political tensions added to concerns
of supply disruptions, amidst increasing

demand. However, crude oil prices
declined marginally in November, after
pipelines that connected supplies from
Canada to the US' were fixed, easing
concerns of supply disruptions in the
US.

Graph 6
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Crude oil prices rebounded in December,
following Iran's announcement’ of its
nuclear program and tensions in Pakistan
heightened concerns of possible supply
disruptions.

Looking ahead, strengthening fuel
demand from the US and China, together
with a declining US dollar and heightened
tensions in the Middle-East are expected
to keep international crude oil prices
high.

International Financial Markets
Over the December quarter, the US dollar

generally weakened against all of Fiji’s
major trading partner currencies, with the

! An explosion during the third week of November had cut
Canadian oil shipments through pipelines that supplied to
US refiners, causing fuel prices to rise.

2 According to Bloomberg (31/12/07), Iran, holder of the
world’s second-biggest oil reserves, will begin generating
atomic power in mid-2008; raising concerns the move will
heighten confrontation with the U.S. Also, tensions in
Pakistan after the assassination of ex-Prime Minster
Benazir Bhutto added to geo-political concerns.
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exception of the Australian dollar. The
Euro and the Yen moved in the same
direction against the US dollar throughout
the period, strengthening in the first two
months of the quarter but weakening in
December. The Aussie strengthened in
October and weakened in the latter two
months of the quarter, while the New
Zealand dollar strengthened throughout
the December quarter.

The Australian dollar (Graph 7)
strengthened against the US dollar in
October, on expectations that further
interest rate cuts by the US Federal
Reserve would widen the Aussie interest

rate  advantage over US  dollar-
denominated assets. However, the Aussie
dollar weakened in November and

December, as concerns of losses related to
sub-prime mortgages spurred carry-trade’
investors to reduce holdings of higher
yielding Aussie assets bought with
Japanese yen.

Graph 7
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The New Zealand dollar appreciated
against the US dollar throughout the
quarter, on optimism that the RBNZ
would leave interest rates unchanged for

3 Carry-traders use funds from low interest rate
countries to invest in high interest rate countries.

10

some time, thus boosting demand for high
yielding New Zealand assets.

The FEuro (Graph 8) and the Yen
(Graph 9) appreciated in the first two
months of the quarter. This followed
speculation that US credit market losses
would prompt the Federal Reserve to
keep lowering interest rates, prompting
investors to switch from US dollar-
denominated assets to other assets.
However, the US dollar gained
against the Euro and Yen later in the
quarter, after speculation that rising
consumer prices will discourage the US
Federal Reserve from cutting
borrowing costs, even as economic growth
slows.

Graph 8
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There were mixed performances in the
equity market.

Over the December quarter, the
Dow Jones Industrial Average Index
fell by 5 percent over the
previous quarter (Graph 10). The
Dow rose in October, after higher
prices for oil and metals boosted
profits of energy and raw material-
related  companies. However, it
declined in the latter months of the
quarter, after concerns that losses from
mortgage defaults will spread
throughout the economy, driving down
the shares of banks and commodity-
related companies.

Graph 10

Dow Jones Industrial Average
Index Index
14,000 1
13,500 4
13,000 4
12,500 4
12,000 4
11,500 4
11,000 4
10,500 4

10,000 T T T T T T T T T T T J
Dec-05 Apr-06 Aug-06 Dec-06 Apr-07 Aug-07 Dec-07

Source: Bloomberg

The  Nikkei 225  Stock Average
Index fell by 9 percent (Graph 11)
during the fourth quarter, after weak US
economic data pointed to a slowdown
in demand  for Japanese exports,
reducing the profit outlook  for
export-related firms. The decline was
also supported by the weak outlook
for commodity-related companies,
following the decline in oil prices in
November.

11

Graph 11
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Over the fourth quarter, bond yields for
the US and Japan generally fell, while that
for Australia rose (Graph 12).

US bond yields rose in October, as traders
pared bets that the Federal Reserve will
reduce interest rates by more than a
quarter percentage point. However, yields
fell in November, on concerns that sub-
prime mortgage losses would continue to
spread, prompting investors to sell stocks
for the relative safety of government debt.
Yields rose in December, however, after
an increase in consumer prices reduced
the appeal of inflation-sensitive®
investments.

Graph 12
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Inflation erodes the real return on fixed income
securities such as bonds.
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Japanese bond yields fell throughout the
review period on speculation that the
world's second-biggest economy, Japan,
will be affected by global credit-market
losses and a US housing slump, prompting
investors to seek Japanese government
bonds.

Australian bond yields rose in the first
month of the quarter, after expectations
of inflationary pressures reduced the

12

appeal of inflation-sensitive  debt

assets.

However, yields fell in November, after a
slump in stock markets in the Asia-Pacific
region prompted investors to switch to
Australian government bonds. In
December yields rose, attributed to the
higher inflationary expectations for 2008
by the RBA, thus reducing the demand for
government bonds.
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THE DOMESTIC ECONOMY

Domestic Economic Conditions

Fiji’s economy is estimated to have
contracted by 3.9 percent in 2007 (Graph
13). The decline is forecast to be broad-
based with the exception of the electricity
& water sector.

For 2008, the economy is forecast to grow
by 2.2 percent, driven by the agriculture,
forestry, fishing & subsistence;
manufacturing; transport &
communication; wholesale & retail trade,
hotels & restaurants; electricity & water
and building & construction sectors. The
finance, insurance, real estate & business
services and community, social &
personal services sectors, however, are
expected to contract. For the mining &
quarrying sector, gold production has the
potential to contribute positively to
growth.

Graph 13
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Consumer Spending

Partial indicators suggest that consumer

13

spending remained weak in the final
quarter.

For 2007, net VAT collections fell by 1.2
percent on an annual basis, while subdued
performances were also evident in
consumption lending and imports of
consumption goods.  Weak domestic
demand was also driven by soft labour
market conditions and falling incomes.

Production

Mixed sectoral performances were
registered during the review period.
While the sugar, tourism, mining, copra
and building & construction industries
recorded subdued outcomes during the
review period, growth was noted in the
clothing & footwear, electricity, fishing
and timber industries.

Output for cane & sugar was subdued up
to the end of the 2007 crushing season.
The poor performance in the 2007
crushing season was mainly attributed to
the shorter crushing season, (compared
with the 2006 crushing season’). Other
contributing factors include flash floods in
early 2007 and the effects of Cyclone
CIliff and drought conditions later in the
year.

At the end of the 2007 crushing season,
around 2.5 million tonnes of cane was
crushed, a decline of 23.1 percent when
compared with that crushed in the 2006

3 The 2006 crushing season (33 weeks) was 3 weeks
longer than the 2007 crushing season.
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season. Accordingly, sugar production
also fell by 23.4 percent over the last
season, to total around 237,000 tonnes
(Graph 14).

Graph 14
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The Total Cane to Total Sugar ratio
remained the same at 10.4, indicating no
change to cane quality from the 2006
season.

In the tourism industry, according to
provisional data from the Fiji Islands
Bureau of Statistics (FIBOS), visitor
arrivals totalled 539,255 in 2007,
representing an annual decline of around
1.1 percent (Graph 15).

Graph 15
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The performance of the textiles, clothing
and footwear industry remained subdued

14

during the review period. Cumulative to
November, export earnings totalled
$100.8 million, an increase of around 0.9
percent over the comparable period last
year.

The performance of the copra industry
continued to be sluggish in the review
period. In 2007, copra production
totalled 10,162.6 tonnes, representing
an annual decline of 8.8 percent (Graph
16).

Graph 16
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In the review period, the minimum
mill gate price per tonne of copra was
$686.46, much higher than the
Government support price of $500. As
such, no subsidy was provided by the
Government.

The electricity industry has grown
steadily since June, 2007. Although not
achieving growth rates seen in 2006
(7.7%), the increase in electricity
production does signal some increased
activity in the economy.

In 2007, total electricity generated by the
Fiji Electricity Authority (FEA) was
around 766,820 mega watt hours (Mwh),
representing a growth of 4.0 percent on an
annual basis.
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The fishing industry continued its good
performance during the review period.
Accrual trade data for the January to
November period indicated that total fish
export receipts amounted to $92.4 million,
representing a 4.7 percent increase over
the corresponding period last year.

The timber industry performed positively
in the review period. Cumulative to
November, timber export receipts totalled
$45.8 million, 28.1 percent higher than the
earnings recorded in the corresponding
period in 2006.

The building & construction sector
continued its poor performance in the
third quarter of 2007. According to the
September  Quarter  Building  and
Construction Survey’ Report released by
the FIBOS, around $165.4 million was
spent on capital works in the first 9
months of the year, a decrease of 31.7
percent on annual basis. By categories,
the value of work put-in-place by the
private and public sectors fell significantly
by 28.6 percent and 44.6 percent
respectively.

Forward looking indicators also suggest a
continuation of the sector’'s weak
performance. Cumulative to quarter 3 of
2007, the number and value of building
permits issued had declined by 25.8
percent and 69.8 percent, respectively, on
an annual basis. In addition, the number
and value of completion certificates issued
had contracted by 14.8 percent and 22.7
percent, respectively.

Consistent with the weak performance of
the building & construction sector, trends

“The survey covers all private sector enterprises
operating in the private and public sectors of the
construction sector.

15

in other partial indicators also suggest
much lower investment levels for 2007.

In the year to November, accrual trade
data show that imports of investment type
goods decreased by 15.9 percent on an
annual basis. Lending to private
individuals for housing purposes and for
investment purposes (includes lending to
the real estate and building & construction
sectors) also slowed. Given the political
events of December 2006, most investors,
have, to some extent, adopted a wait-and-
see approach in terms of their investment
plans. As a result, investment is estimated
to be around 15.0 percent of GDP in 2007,
much lower than the 2006 level.

Public Finance’

Government achieved a net deficit of
$157.2 million or 2.9 percent of GDP in
2006.

According to the 2008  Budget
Supplement, for 2007° the Government is
estimated to have achieved a surplus of
$22.4 million (0.4 percent of GDP)
(Graph 17). This is expected to have been
underpinned by estimated annual declines
of 14.2 percent in expenditure and 2.0
percent in revenues.

The estimated annual decline of 14.2
percent in Government expenditure is
mainly attributed to an expected annual
reduction in investment payments by 42.4
percent, and, specifically, a reduction in
capital purchases by an annualised 44.8
percent. The significant decrease is due to
the late implementation of capital projects
following the announcement of the
revised budget in March 2007.

! Figures quoted for all government expenditure and
revenue items are VAT exclusive.
¥ The figures for 2007 are provisional.
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Graph 17

Government Fiscal Balance

% of GDP

B Net Deficit B Underlying Deficit

I

2003 2005 2007(e) 2009(b)

Source: 2008 National Budget Supplement

Government revenue is now estimated to
show an annual decline of 2.0 percent in
2007, underpinned by a 2.1 percent fall in
direct taxes. However, indirect taxes are
estimated to have risen by an annual 1.6
percent.

For 2008 and 2009, the fiscal balance is
envisaged at -2.0 percent of GDP
($116.5m deficit) and -1.5 percent of GDP
($90.9m deficit), respectively. The
projected 2008 outcome is based on a 19.4
percent annual increase in expenditure
which is expected to more-than-offset the
8.1 percent projected increase in annual
revenue.

Government expenditure is budgeted at
$1,479.5 million for 2008, equivalent to
25.4 percent of GDP. The increase in
expenditure is due to anticipated increases
in all expenditure categories. The
operating expenditure for 2008 is forecast
at $1,210.3 million, an increase of 8.4
percent relative to total operating
payments of $1,116.6 million estimated
for 2007.

Revenue is projected to increase by 8.1
percent on an annual basis, to $1,363.0
million in 2008, equivalent to 23.4 percent
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of GDP. Direct taxes are expected to rise
by around 4.6 percent to $456.9 million,
while indirect taxes are expected to
increase by 10.1 percent ($746.8m) in
2008.

The forecast increase in direct taxes is due
to expected higher collections from Pay as
You Earn, provisional and company taxes
and the introduction of a range of positive
revenue measures such as general
improvements in  compliance  and
collection efficiency.

The target ratio for Government’s capital
and operating outlays remains at 30:70. In
pursuing this target Government is
expected to enhance the quality of
planning and design, and to fast track the
implementation of capital projects and
basic infrastructure. For 2008, the
capital/operating mix is expected to be
around 18:82.

Government’s outstanding debt for 2007
is estimated at $2,803.4 million,
equivalent to 50.3 percent of GDP. This
compares with the 2006 estimated debt
level of $2,863.1 million, equivalent to
52.2 percent of GDP. For 2008,
Government debt is projected at $2,919.9
million (50.1% of GDP).

Inflation

The 2007 year-end inflation rate
was 4.3 percent, compared with 4.1
percent in September (Graph 18). Over
the quarter, consumer prices rose by 2.6

percent largely due to an increase in
food prices. In addition, heating &
lighting, alcoholic drinks & tobacco,

clothing & footwear, miscellaneous items
and transport also contributed to the
outturn.
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Graph 18
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Higher costs of vegetables & root crops,
wheat products, bakery products, fresh
meat and fruits featured prominently in
the food items category while the increase
in costs of domestic fuel underpinned the
rise in prices of the heating & lighting
category. The growth in prices of other
categories is partially attributed to the rise
in excise and fiscal duties outlined in the
2008 National Budget.

The trimmed mean, a measure of core
inflation, was 3.2 percent, an increase
from 3.0 percent in the September quarter.

The year-end inflation rate surpassed the
projection of 3.5 percent. This is
attributed to the larger-than-expected price
changes in certain categories, as well as
some unanticipated changes. On the one
hand, prices of wheat and bakery
products, fats & oil, fruits, fresh fish and
confectionery rose by more than
expected. On the other hand, the
reduction in excise and import duties on
fresh and preserved meat and on
vegetables (all beans and lentils) was
expected to cause a drop in prices of these
items. However, prices of these items
rose in December, on an annual basis. At
the same time, costs of cereal products fell
by less than expected.
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The price increases were partially offset
by decreases on certain items, which were
expected to rise. These included dairy
products, top dressings and heating &
lighting.

In the coming months, high global oil and
wheat prices, together with the increase in
bus fares (10%) and the flagfall rate for
taxis (50%) are expected to fuel domestic
prices. As at 31 December 2007, the
Brent Crude oil price was US$93.89 per
barrel. Given these factors, the year-end
inflation projection for 2008, which
currently stands at 2.5 percent, is likely to
be revised upwards.

Labour Market

Employment conditions remained weak in
2007, compared to 2006, owing to the
contraction in economic activity which
has been broad-based across most of the
sectors. This weakness is evident in the
results of the job advertisements survey.

Overall, in 2007, the number of jobs
advertised declined by around 2.1 percent
(6,372 to 6,241) on annual basis (Graph
19).

Graph 19
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The demand for labour was lower mainly
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in the finance, insurance, real estate &
business services; construction;
electricity & water; mining & quarrying;
wholesale & retail trade, restaurants &
hotels and transport, storage &
communication related firms. The
relatively weaker economic climate and
investor confidence contributed to this
outturn.

According to  the December 2007
Reserve  Bank’s  Fiji  Employers’
Federation Expectation Survey, the
employment  prospects for the next
twelve months look positive (Graph
20).

Graph 20

Net Proportion of Respondents
Expecting an Increase in
Percent
60 - Employment

50 4 B Permanent O Temporary ]

40 4
30 4

20 4

Dec-06 Mar-07

Source: Reserve Bank of Fiji

Jun-07 Sep-07 Dec-07

A net of around 52 percent and 31
percent  of  respondents expect an
increase in permanent and temporary

employment, respectively. This
compares  with 49  percent for
permanent and 33  percent for

temporary employment in the September
review.  Additionally, both temporary
and permanent employment prospects
are better when compared with the
December 2006 survey.

On the wages front, the survey revealed
that most of the respondents continue to
expect wage increments to be in the lower
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range of 0-3 percent (Graph 21).
However, a shift has been noted in the
expectations of wage rises from 3-5
percent to 5-10 percent over the next
twelve months. This implies that firms
are expected to be in a better position
to remunerate their employees at
slightly higher rates which could be
attributed to the anticipated recovery in
the economy.

Graph 21
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The External Sector

Latest accrual trade data showed that
merchandise export receipts rose by
around 4.0 percent cumulative to
November 2007. This compares with
a growth of 4.2 percent in the
corresponding period in 2006.
Domestic exports  increased by 4.2
percent compared with a 2.4 percent
growth in the same period the previous
year.

Receipts from  mineral water, fish,
timber, garments, coconut oil, fruits &
vegetables, flour, uncooked pasta,
sweet  biscuits, = yaqona and other
domestic  exports rose during the
review  period.  These more than
offset lower inflows from molasses,

footwear & headgear, sugar, corned meat
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of bovine animals, coral & similar
materials, ginger and textiles, yarn &
fabrics.

Merchandise import payments declined
during the same period by 9.6 percent,
when compared with a growth of 16.9
percent in the corresponding period in
2006.

All categories of imports declined with
the main drivers being investment
goods (4.7%), led by declines in
machinery & transport equipment and
chemical imports. Intermediate goods
also fell (-2.8%) mainly underpinned by
lower outlays for mineral fuels and
crude materials. Imports of
consumption goods fell at a slower pace
(-2.1%), attributed to declines in
manufacturing  goods,  miscellaneous
manufactured articles and beverages &
tobacco imports.

Excluding re-exports of mineral fuels,
exports increased by around 5.5 percent
cumulative to November 2007,
compared to a growth of around 3.4
percent in the corresponding period
in  2006. Excluding mineral fuels,
imports declined by 10.1 percent
compared to a 11.2 percent growth
in the same period in the previous
year.

At the end of 2007, official foreign
reserves holdings were provisionally
around $957 million (Graph 22),
sufficient to cover 4.3 months of imports
of goods.
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Domestic Financial Conditions
Money Markets

The interbank market remained inactive
during the December quarter as a result of
high liquidity conditions in the domestic
financial system.

The Reserve Bank of Fiji’s monetary
policy stance remained unchanged during
the December quarter of 2007. The policy
indicator rate was maintained at 4.25
percent (Graph 23). Open market
operations remain suspended in the
December quarter with no issuance of
RBF Notes as the Bank’s credit ceiling
policy was in place.

Over the quarter, the total allotment of
Treasury Bills by Government decreased
to $159.6 million from $170.1 million.
The weighted average 91-day T-Bills rate
was 0.30 percent in the review period,
down from 2.08 percent in the previous
quarter.
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Graph 23
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Capital Markets

Government issued bonds worth $20
million between the October to December
period, compared with $22 million during
the third quarter. Maturities ranged from
7 to 20 years, with weighted average
yields between 6.20 percent to 6.97
percent.

Amongst the statutory corporations, the
Fiji Development Bank and the FEA
issued bonds worth $48.6 million and
$58.8 million, respectively.

Foreign Exchange Markets

Exchange rate movements (Graph 24)
between the Fiji dollar and Fiji’s main
trading partner currencies were mixed
during the fourth quarter.  Quarterly
comparisons show that the Fiji dollar
strengthened against the Australian (1.6%)
and US (1.2%) dollars but weakened
against the Euro (2.8%), New Zealand
dollar (2.1%) and the Japanese Yen
(1.6%).

The Nominal Effective Exchange Rate
(NEER) Index, which reflects aggregate
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exchange rate movements between the Fiji
dollar and currencies of Fiji’s major
trading partners, rose over the December
quarter by 0.1 percent, indicating a
marginal appreciation of the Fiji dollar
against the basket of currencies.

Graph 24
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During the same period, the Real
Effective Exchange Rate (REER) Index of
the Fiji dollar, which adjusts the NEER
for inflation differentials across Fiji’s
major trading partners, rose by 1.8 percent
(Graph 25). The rise in the REER reflects
a deterioration in Fiji’s international
competitiveness. The increase was
underpinned by higher domestic inflation,
which was 4.3 percent in December.

Graph 25
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Financial Intermediaries

Generally, interest rates of commercial
banks have shown downward
movements during the review period, due

to  high  liquidity conditions. The
weighted average time deposit rate
declined from 6.32 percent in

September to 5.01 percent in November
(Graph 26).

Graph 26
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During the same period, the weighted
average lending rate on outstanding
loans declined to 8.59 percent, a fall
of 30 basis points. On the upside, the
savings deposit rate rose by 7 basis
points to 0.92 percent over the September
quarter.

The weighted average interest rate on
new loans also declined, by 70 basis
points, to 8.69 percent in November.
Likewise, the interest rate on new time
deposits declined from 4.38 percent in
September to 2.62 percent in November
2007.

In addition, interest rates offered by
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Licensed Credit Institutions (LCIs)g
portrayed mixed movements. The
weighted average lending rate rose by 12
basis points to 13.19 percent in
November, while the interest rate on time

deposits declined to 5.57 percent in
November from 6.56 percent in
September.

Commercial banks’ outstanding credit
slowed further during the quarter and
grew by only 3.2 percent in the year to
November, down from 11.4 percent in the
year to June and 6.8 percent in the year to
September. The slowdown in credit is
attributed, to some extent, to the
prevailing credit ceiling. Credit demand
is driven by private individuals (mainly
for housing and other purposes), and the
wholesale and retail trade, manufacturing,
real estate and building and construction
sectors (Graph 27).

Graph 27
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Lending by LCIs also slowed in
November, recording an annual decline of
around 2.8 percent, compared to a growth

® LCIs are Merchant Finance Investment Company
Limited, Credit Corporation (Fiji) Limited and
Home Finance Company Limited.
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of 1.4 percent in the year to September.
Banking Industry Quarterly"’
Condition Report — September 2007

Overview — Commercial Banks

Commercial banks continued to be
financially sound during the September
quarter despite the economic downturn.
Liquidity eased as indicated by a fall in

carded deposit rates, while loan
growth remained sluggish.  Problem
loans persistently increased together
with a downturn in  profits.
However, risk weighted capital

remained strong.

The ratio of regulatory capital to risk
weighted assets for banks remained
above the minimum prudential
requirement of 8.0 percent. The
September 2007 overall ratio for
banks was at a strong 12.8 percent.

Asset quality was assessed as
marginal and continued to weaken due to
continued increasing problem accounts,
which rose to an all-time high, and a
higher level of delinquency. However,
banks continued to put into effect early
prevention methods to ensure credit
risks were adequately managed and
contained.

Management satisfactorily took care of
their institutions, ably managing capital
positions in the current situation of asset
quality deterioration.

Earnings continued to be rated
marginal, with the decline in quarter
profitability, due mainly to the
increase in bad debts. Before-tax

0 Al figures are as at 30 September 2007, unless
otherwise stated. All comparisons are against June
2007 unless otherwise stated.
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returns on assets recorded a decline to
2.8 percent from 3.0 percent, while
efficiency improved. Interest margins
also widened.

Despite an improvement in liquidity
and liquidity ratios, banks’ ability to
fund increases in assets and meet
obligations as they fall due, continues to
be rated marginal. Relative levels
continue to be marginal. = Moreover,
improvement in the level of foreign
reserves coupled with the credit ceiling
and the reduction in the Statutory
Reserve Deposit (SRD) requirement
continue to underpin the increase in
liquidity.

Assets & Liabilities

Banks’ total assets were $3.7 billion at
the end of the quarter, an increase
of 3.8 percent from June 2007 (Graph
28).

The annual growth rate was 14.8 percent
compared with 15.5 percent in
September 2006 and 13.4 percent in June
2007.

Graph 28
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Balances held with the Reserve Bank
and other banks led the growth in
assets. This was complemented with the
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online Real Time Gross Settlement
(RTGS) system — FijiClear - that
commenced operations in August 2007.
Year-on-year growth was similarly led
by balances with the Reserve Bank,
but a contributing factor also was the
increase in  investments by 37.9
percent to $368.0 million.

Deposits led the increase on the liability
side of the balance sheet. There was a 4.3
percent quarterly increase in deposits to
$3.2 billion and a 15.9 percent growth
registered on an annual basis.  This
growth was through demand deposits, for
which the main contributors were non-
bank financial institutions, public
enterprises and private sector business
entities. Some of these increases were
offset by the decrease in time deposits
over the quarter, due to maturities and
relative unattractive rollover rates offered
by the banks particularly in the wholesale
area.

Balances due to banks fell by $6.5 million
while capital balances improved by $5.6
million due to profits recorded by banks.

Lending

Commercial bank lending increased by 0.1
percent during the quarter, to $2.6 billion
and by 5.8 percent over the year (Graph
29). The sluggish growth noted in the
previous quarter is expected to continue.
This trend is indicative of the current
economic downturn and the credit ceiling
which has caused a slowdown in
consumer borrowing and borrowing by
several other sectors.
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Priority sectors that registered notable
growth in loans during the quarter
included manufacturing ($22.9m) and
agriculture ($2.2m). Non-priority sectors
which  experienced lending growth
included wholesale, retail, hotels and
restaurants ($27.7m) and professional and
business services ($3.9m). Loans to
private individuals increased by $0.3
million compared to a $6.6 million fall
last quarter (Graph 30). The building and
construction sector recorded a decrease of
$39.2 million in loan disbursements.

Graph 30
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Capital Adequacy

Capital to risk weighted assets for the
quarter stood at 12.8 percent, down by 37
basis points from the last quarter and up
by 66 basis points from the same period in
2006 (Graph 31). The capital position of
banks over the quarter is assessed to be
strong.

Risk  weighted

assets remained at

comparable levels to the prior quarter,
and the same quarter in 2006.
However, movements in  capital

components influenced movements in the
overall ratio.

Graph 31
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The tier 1 capital-to-risk weighted assets
ratio was 8.4 percent, down by 86 basis
points from June 2007 and by 162 basis
points from 2006.

Asset Quality
At the end of the September
quarter, asset quality continued to

weaken (Graph 32).
continued to put

However, banks
in place early
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prevention methods to ensure credit risks
were adequately managed and
contained. Asset quality was downgraded
to marginal for the quarter due to
continued increasing problem accounts
rising to an all-time high, and a higher
level of delinquency.

Graph 32
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Problem loans stood at $120.3 million, an
all-time high. This was mainly due to the
deterioration of a few large accounts in
the real estate and hotels sectors as well as
for a number of private individuals’ first
and second home borrowings. The ratio
of classified exposures to loans and
advances increased to 4.7 percent from 2.6
percent.

Fully performing problem facilities came
to $155.1 million, up by 44.7 percent over
the quarter. This indicates banks were
increasingly conservative when it came to
delineating possible problem loans from
loan portfolios.

Delinquent or past due accounts increased
further to $89.2 million, from $82.2
million during the quarter (Graph 33).
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The number of restructured accounts
increased by 109 during the quarter. The
increase demonstrates banks’ willingness
to help borrowers repay debts on easier
terms, to assist with the financial
hardships that borrowers may be facing.

Provisioning levels also increased. To
ensure credit risk is mitigated for non-
problem loans, there was an increase of
$8.3  million (20.1%) of general
provisions. This represents 2.0 percent of
net loans and advances, up by 32 basis
points from the June quarter.  The
increased level represents the conservative
stance banks appear to be taking with
regard to asset quality.

Specific provisioning, which accounts for
11.2 percent of classified exposures, has
increased by $3.6 million to $13.5 million.
There has been a decrease in coverage
from June by 3.7 percentage points due to
the significant increase of classified
exposures. Banks have conservatively
placed all accounts of a borrower in the
worst category possible; even though just
one account is showing delinquent
behaviour while the borrower’s other
accounts are performing.

Bad debts and provisions expensed during
the quarter came to $10.9 million, an
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increase of 125.9 percent. This brought
down profits somewhat, causing lower
profits before tax.

Income & Profitability

For the third quarter in 2007, before tax
returns on assets declined to 2.8 percent
from 3.0 percent while efficiency
improved. Interest margins also widened.
With the decline in quarter profitability,
due mainly to the increase in bad debts,
earnings continues to be rated marginal.

With the downward trend in carded
interest rates during the quarter and
sluggish loan book growth, interest
income fell by 4.0 percent to $68.1
million. With the exception of interest
income from housing loans, all other
products showed this decline. Possibly,
the declining levels of new loan growth of
late 2006 and earlier this year may also be
a factor to this trend.

Likewise, due to a fall in carded deposit
rates, interest expenses fell to $26.2
million (Table 1). Net interest income
improved with the wider interest margin,
by 4.0 percent to $41.9 million.

The main components of non-interest
income showed positive movements over
the quarter, income from overseas
exchange transactions (21.5%), fee
income (48.1%) and commission income
(57.7%).

Operating costs of banks increased by 6.0
percent, due mainly to management and
personnel expenses. Employee numbers
increased to 1,545 from 1,522.

As mentioned earlier, bad and doubtful
debts expenses increased, to $10.8
million, lower only to levels expensed in
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September 2000 of $15.7 million. The
high levels of bad and doubtful debts
expensed pushed down profits to $25.2
million before tax, down from $26.5
million in June 2007 and $30.9 million in
2006.

Before  tax  return on assets was
registered at 2.8 percent, down from 3.0
percent last quarter and 3.9 percent in
the same quarter of 2006. Returns on
equity improved to 27.8 percent from
27.0 percent in the previous quarter,
due to slight improvements in after tax
profits.  Another measure of profits,
returns on risk weighted assets, was 4.3
percent, lower than June 2007 and
September 2006.

Table 1. Commercial Banks’ Combined
Income Statement

Sep 06 Jun07 Sep 07| % Change
Over Over
$M Qtr  Sep 06
Interest income 58.4 71.0 68.1 -4.1 16.6

Interest expense 20.6 30.6 26.2 -14.4 27.2
Net interest

income 37.8 40.3 41.9 4.0 10.8
Add: Non interest
income 224 21.1 26.0 232 16.1

Income from
overseas exchange

transactions 9.8 9.3 11.3 21.5 15.3
Commission -1.0 2.6 4.1 57.7 510.0
Fee charges 12.1 7.9 11.7 48.1 -3.3
Other income 1.5 1.3 -1.0 -176.9  -166.7
Total operating
income 60.2 61.4 67.9 10.6 12.8
Less: Operating
expenses 29.8 30.1 31.9 6.0 7.0
Less: Bad debts &
provisions -0.5 4.8 10.9 127.1  2,280.0
Profit before tax ~ 30.9 26.5 25.2 -4.9 -18.4
Less: Tax 10.9 8.3 6.1 -26.5 -44.0
Net profit after tax 20.0 18.2 19.2 5.5 -4.0

Source: Commercial Banks
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Interest Rate Margin

Carded interest rates on loans and deposits
continued to fall in the September quarter.

The result was a continued fall in the cost
of funds by 72 basis points to 3.3 percent
and a yield on earning assets of 8.5
percent, down by 48 basis points. The
combined effect was a widened margin
(Graph 34).
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Efficiency

Cost to income ratios improved further to
46.9 percent due to the larger increase in
operating income relative to expenses,
compared with 49.0 percent in the
previous quarter and 49.5 percent in
September 2006.

Liquidity and Funding

Banks’ ability to fund increases in assets
and meet obligations as they fall due
continues to be rated marginal. This is
despite an improvement in liquidity and
liquidity  ratios. Relative  levels
continue to be marginal. The
improvement in the level of foreign
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reserves, the imposition of the credit
ceiling and the reduction in the SRD
requirement continues to underpin the
increase in liquidity.

The liquidity ratio improved to 27.0
percent in September 2007, from 23.9
percent in the previous quarter (Graph
35). This was due to an increase in
liquid assets by 17.9 percent when
compared with an increase in deposits by
4.3 percent. Contributing to the
expansion were investments and higher
balances with the Reserve Bank and other
banks.

Graph 35
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Combined maturity mismatch continues to
be skewed towards more deposit
maturities in the short-term, due to the
long-term nature of loans. Meanwhile, the
loans to deposits ratio improved to 80.4
percent, down by 3.4 percentage points
from June 2007 and from 88.0 percent in
2006.

On the concentration of funding, the 15
largest industry depositors amounted to
$906.5 million, representing 28.4 percent
of total deposits. Should half of these
deposits be withdrawn at once, there
would be ample liquid funds to meet
them.
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Moving forward, liquidity will continue to
improve with the credit ceiling in place
and foreign reserves remaining stable.

Overview — Credit Institutions

Credit institutions’ operations were sound
during the September quarter. Loan
growth has slowed despite continued
growth in funding. Adequate capital was
maintained continuously despite the
increase in problem loans.

Capital adequacy is rated strong for the
quarter. The ratio of capital to risk
weighted assets remained comfortably
above minimum levels during the quarter
at 21.5 percent. This comfortable level
has been maintained for the last 7 years
due to higher capital levels held, relative
to risk-weighted assets.

Further deterioration in asset quality was
also evident for credit institutions, as it
was for banks. With increased problem
loans, asset quality rating continues to be
marginal.

Management of credit institutions are
assessed as satisfactory. Mitigating
techniques put in place by management of
credit institutions have slightly decreased
the levels of delinquent loan balances.

Earnings were rated marginal despite
improvements over the quarter with higher
returns on assets and improved efficiency.
Total quarter before tax profits achieved
amounted to $3.7 million, as against $2.7
million in June and $3.5 million in the
same period in 2006. Before tax return on
assets was 4.1 percent.

Credit institutions’ liquidity is rated
marginal. Liquid assets increased to
levels that marginally covered deposits
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and assets. There was continued reliance
of funding on a few large depositors and
maturity mismatches continued to be
unfavourable in the short term.

Assets & Liabilities

Combined assets of credit institutions
were $360.9 million, dropping from
$364.0 million in June 2007. Over the
year, there was a 4.1 percent increase
(Graph 36).

Changes from the previous quarter were
due to a reduction in the balances for
loans  outstanding. Year-on-year
movements were due mainly to deposits
with banks and investments.

Graph 36
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On the liabilities side, the decline was led
by amounts owing to parent companies,
which declined by 11.5 percent. Deposits
increased (by 2.4%) to $225.6 million and
by 22.4 percent on an annual basis.

Lending

Lending slowed for credit institutions in
September 2007. Gross loans amounted
to $318.1 million, down by $3.6 million.
Annual movements showed a growth of
1.3 percent (Graph 37).
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Balances for loans outstanding to
professional and business services and to
private individuals led the quarterly
downward movement in loans. Increased
outstanding loan balances over the year
were spread over most sectors (Graph 38).

Graph 38

Credit Institutions' Loans and
350 Advances by Sector

Public Sector

Private sector
business entities

Jun-07

Sep-06 Dec-06 Mar-07 Sep-07

Source: Credit Institutions

Capital Adequacy
The ratio of capital to risk weighted
assets remained comfortably above
minimum levels during the quarter at
21.5 percent, compared with 19.7
percent in the previous quarter. This
comfortable level has been maintained for
the last 7 years due to higher capital levels
held relative to risk-weighted assets
(Graph 39).

The upward movement on a quarterly
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basis was due to a contraction in risk
assets and an increase in capital. During
the year, the capital to risk weighted
assets ratio decreased by 42 basis points.
The fall was a result of an increase in risk
weighted assets despite an increase in
capital.

Graph 39

Capital Adequacy Ratio of

Credit Institutions
Percent === Average capital adequacy ratio
25 = @ Minimum requirement

20 4 S

Sep-06 Dec-06 Mar-07 Jun-07 Sep-07

Source: Credit Institutions
Asset Quality
Further deterioration in asset quality
was also  evident for  credit
institutions, as it was for banks. With
increased problem loans, asset quality
rating continues to be marginal.
Mitigating techniques put in place by

management of credit institutions have
slightly decreased the levels of delinquent
loan balances.

Problem loans for credit institutions
totalled $24.2 million (Graph 40).
This represents an increase of 2.7
percent over the quarter and a 34.4
percent year-on-year growth. Loss
accounts represented the majority of the
quarter growth while year on year growth
was evenly distributed to all three
classifications - substandard, doubtful and
loss.
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Watch list accounts classed as special
mention totalled $46.6 million, up by 9.7
percent over the quarter and by 30.7
percent over the year. This signifies
increased levels of loans seen as posing
higher credit risk by management of credit
institutions.

General provisions continued to increase,
rising by 3.2 percent to $11.2 million over
the quarter. The ratio of general
provisions to net loans and advances stood
at an improved 3.6 percent signifying
improved coverage of the unclassified
portion of loans. Specific provisions were
recorded at $6.8 million, up by 12.3
percent. Coverage is regarded poor at
28.0 percent.

Delinquency levels were recorded lower
at $36.7 million compared to $40.6
million in the previous quarter. This is
probably due to increased measures put in
place by the management of credit
institutions for early intervention on
possible problem loans.

Income & Profitability

Earnings improved over the quarter with
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higher returns on assets and improved
efficiency. Total quarter before tax profits
amounted to $3.7 million, against $2.7
million in June and $3.5 million in the
same period in 2006. Before tax returns
on assets was 4.1 percent. Earnings are
rated marginal.

While interest income improved by 4.4
percent, interest expense also improved
by 7.5 percent, giving an all round
improvement in net interest income of
14.8  percent, to $7.0 million.
Performance through non-interest income
improved by 33.3 percent, contrary to
movements  displayed in June 2007
(Table 2).

Table 2. Credit Institutions’ Combined
Income Statement

Sep 06 Jun07 Sep07 % Change
Over Over
$™M Qtr _ Sep 06
Interest income 10.3 11.4 11.9 4.4 15.5
Interest expense 4.0 53 4.9 -1.5 225
Net interest
income 6.3 6.1 7.0 14.8 11.1
Add: Non interest
income 0.7 0.6 0.8 333 14.3
Commission 0.1 0.1 0.1 0 0
Fee charges 0.3 0.2 0.3 50.0 0
Other income 0.3 0.3 0.4 333 333
Total operating
income 7.0 6.7 7.8 16.4 11.4
Less: Operating
expenses 3.0 32 2.9 9.4 -3.3
Less: Bad debts &
provisions 0.5 0.8 1.2 50.0 140.0
Profit before tax 3.5 2.7 3.7 37.0 5.7
Less: Tax 0.5 25 0.6 -76.0  20.0
Net profit after tax 3.0 0.2 3.1 1,450.0 3.3

Source: Credit Institutions

In line with movements in asset quality,
the September quarter’s costs of bad and
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doubtful debts increased to $1.3 million,
the highest since March 2002 when it was
recorded at $1.7 million.

Before tax profits stood at $3.7 million, up
by 37.0 percent over the quarter and by
5.7 percent over the year. Return on
assets before tax was a marginal 4.1
percent while return on equity was 21.8
percent. Another measure of profitability,
return on risk weighted assets was
recorded at an improved 5.3 percent over
the quarter. In 2006, it was recorded at
5.5 percent.

Costs to income ratio decreased by 11.66
percentage points to 36.6 percent over the
quarter. The step up is due to the
combined effect of increased operating
income and decreased operating expenses.
There were similar movements recorded
over the year.

Parallel to banks, the interest spread
improved when comparing the
performance over the quarter and over
the year. Yield on earning assets
increased to 13.6 percent while cost
of funds stood at 6.6 percent (Graph
41).
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Liquidity

Credit institutions’ ability to fund
increases in assets and pay for obligations
as they fall due was rated marginal.
During the quarter, liquid assets increased,
however, to levels that marginally covered
deposits and assets. There was continued
reliance of funding on a few large
depositors and maturity mismatches
continued to be unfavourable in the short
term.

Liquidity ratios marginally improved over
the quarter to 24.8 percent, due to an
increase in deposits. Liquid assets
totalled $56.1 million, improving from
$53.7 million in the previous quarter
(Graph 42).
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Maturities of loans show unfavourable
balances for the period less than 12
months, when comparing term deposit
maturities. This does not show the
maturities of other funding sources.

The 15 largest depositors of the 3 credit
institutions amounted to $99.5 million.
This represents 44 percent of total
deposits. This concentration is not
healthy as it increases reliance on a few
depositors only. However, as all these
deposits are on a term basis, credit
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institutions will have time to seek funds
for early withdrawals, if such a situation
were to occur.

Insurance Industry
Condition Report — June 2007

Quarterly

Overview

The insurance industry continued to
improve its performance in the second
quarter of 2007. This was reflected in
the growth of the industry solvency
surplus, balance sheet and profitability
indicators.

The surpluses resulted from improved
underwriting performance, combined with
increased investment returns.

Most of the licensed insurers continued to
meet the solvency requirements under the
Insurance Act 1998. Further supervisory
consultations continued with insurers who
reported shortfalls, and action have been
satisfactorily undertaken to address these
(Graph 43).
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Capital for the insurance industry was
assessed as satisfactory. Total capital
available for the industry was $99.5




RBF Quarterly Review

December 2007

million, well above the required capital
level of $33.8 million. The main
contributory factor was the increase in the
life insurers’ admissible assets.

Combined assets rose by 8.7 percent to
$763.6 million. The growth was driven
mainly by the life insurance sector which
also continued to hold a larger market
share, accounting for 70.6 percent of total
industry assets.

Total life insurance assets grew by 11.2
percent in 2007 to $539.5 million (2006:
$485.2m).

The asset distribution pattern remained
unchanged over the year. Government
securities continued to dominate the
asset base of life insurers at 36.0
percent of total assets, followed by loans
to policyholders (18.7%) and property
(11.9%). A significant portion of the
loans are secured (Graph 44).

Graph 44
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Holdings of government securities grew
by $26.6 million (15.8%) to $194.4
million over the year. Other recorded
increases included bank deposits (up
14.6% to $40.8m), cash on hand (up
55.7% to $8.0m) and deferred

32

reinsurance expense to $1.6 million from
$0.3 million.

Combined assets of the non-life insurance
industry increased by 4.0 percent to
$224.1  million over the year
(2006:$217.1m) (Graph 45).

Investments continued to make up the
bulk of the assets accounting for 68.6
percent of the non-life industry’s assets
($153.7m).

Graph 45
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In the investment category, bank deposits
continued to be the largest holding at
$118.1 million or 52.7 percent of total
assets.

Other major assets include outstanding
premiums, amounts due from reinsurers,
government securities, shares in related
persons and cash on hand.

All insurers satisfactorily complied with
their required reinsurance arrangements,
which were assessed to be adequate.

Combined insurers’ total liabilities
(excluding shareholders funds) rose
marginally to $636.1 million underpinned
by growth in life insurance liabilities.
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Positive underwriting results coupled with
favorable investment performance
resulted in the industry recording an
overall after tax surplus. For the quarter
under review the overall after tax result

was reported at $28.3 million, a
significant increase over the
corresponding period in 2006.  The

surpluses were underpinned by both life &
general insurers.

The industry’s liquidity position is
considered satisfactory as the major assets
are concentrated in bank deposits and
government securities. These can be
easily liquidated.

Insurance Brokers

The insurance broking industry continued
to register positive growth in the quarter
ended June 2007.

The broking industry’s overall after tax
profit was $0.6 million, a reduction of
53.8 percent from the same period in
2006. The result was due to the rise in
expenses and fall in revenue.

The higher expenses adversely affected
the efficiency ratio (total expenses-to-total
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revenue) of the broking industry, raising it
from 55.2 percent a year ago, to 60.7
percent in June 2007.

Total earnings for the quarter under
review stood at $3.1 million, a 4.1
percent drop compared to the same period
in 2006. The reduction in brokerage
earned as commission significantly
contributed to the decline in the industry’s
total revenue.

Total expenses rose by 5.5 percent to $1.9
million. All expenses except for audit
fees, travel and directors’ fees recorded an
increase when compared to the same
quarter last year.

The total amount outstanding in the
Insurance Broking Account for the quarter
ended June 2007 was $4.8 million, up
from $4.5 million in the same quarter of
2006. The increase was mainly due to the
large balance brought forward from last
quarter of $5.5 million.

A total of 109 applications worth $4.9
million were approved in the second
quarter of 2007 compared to 96
applications amounting to $5.0 million in
the same period in 2006.
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For the Record

RBF LAUNCHES ELECTRONIC PAYMENT SYSTEM

Statement by the Governor of the Reserve Bank of Fiji, 16 October 2007

The Reserve Bank of Fiji (RBF) today
officially launched Fiji’s electronic
payment system called, “FIJICLEAR”.

The Governor of the Reserve Bank, Mr.
Savenaca Narube in launching the system
said, “FIJICLEAR is an essential part of
RBF’s overall plan to modernise the
financial system in Fiji. FIJICLEAR will
not only improve efficiency in making and
receiving payments, it will also help in
safeguarding financial stability.” He
stressed that the system is secure and its
key elements are speed, -certainty,
reliability and convenience. Fiji is the first
small island country in the South Pacific
to have such a state of art electronic
payment system.

There are a number of benefits in making
payments electronically. For  those
receiving payments, FIJICLEAR enables
them to receive their money on the same
day compared to cheques which could
take up to 7 days. This should greatly help
in their cash flow management. It also
saves time as they do not need to
visit the commercial banks to deposit
cheques. In addition, it avoids
dishonoured cheques and its associated
costs. For those making payments, the
system helps them reduce costs, time and
the risks of sending payment by cheques.
For the commercial banks, FIJICLEAR
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enables them to have wup-to date
information on their account balances and
improve liquidity management. The
Governor said, “At the end of the day, the
whole economy benefits from this very
efficient way of making payments. Given
the benefits to the individual, businesses
and the economy, I would like to
encourage everyone to use this secure and
efficient system to receive and make
payments. The payee should insist that the
payer make the payment using this
system.”

LogicaCMG, a leading payments system
provider headquartered in Europe, was
contracted to install the system in Fiji. The
company has a long list of central bank
clients that use its product, including the
European Central Bank and central banks
of Sri Lanka, Turkey, Chile and the
Philippines.

The RBF would like to acknowledge the
support and cooperation of the Association
of Banks in Fiji (ABIF) in this project. In
addition, the Bank is grateful for the
technical assistance received from the
International Monetary Fund and Bank
Indonesia.

More information on FIJICLEAR can be
obtained from the RBF or your
commercial bank.
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For the Record

RESERVE BANK ANNOUNCES CHANGES TO EXPORT FINANCE
FACILITY

Statement by the Governor of the Reserve Bank of Fiji, 19 October 2007

The Reserve Bank of Fiji today announced
changes to its export finance facility that
will enable more exporters to have access
to the facility. The export finance facility
(EFF) is a scheme whereby the Reserve
Bank provides funds to the commercial
banks and Fiji Development Bank for
onlending to exporters. The scheme was
introduced in 1983 and is designed to
assist the export sector by ensuring the
availability of credit at relatively low
interest rates.

The changes effective from today are:

1. The interest rate charged to
commercial banks and Fiji
Development Bank for back-to-back
financing under the EFF will now be
aligned to the 182 day Treasury Bills
market rate with a cap of 2 percent.
The banks can on-lend the funds to
exporters with a maximum added
margin of 4 percent. This will enable
exporters to benefit from reduced
EFF rates in times of low market
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interest rates.

2. The local value added content
(LVAC) requirement of 40 percent
has been removed. Therefore,
exporters with LVAC below 40
percent can now qualify for advances
under the facility.

3. Under the pre-shipment lump sum

facility, the loan eligibility amount
has been increased from 20
percent to 50 percent and is now
based on the LVAC value
instead of total exports value.

Thus, exporters with higher LVAC
would benefit from greater EFF
funding.

4. This list of ineligible exports has been
extended to include re-exports.

More information on the export finance
facility can be obtained from the Reserve
Bank, the Fiji Development Bank and the
commercial banks.









