Our Values

Professionalism in the execution of our duties
Respect for our colleagues

Integrity in our dealings

Dynamism in addressing our customers' needs

Excellence in everything

The principal purposes of the Reserve Bank shall be:

to regulate the issue of currency, and the supply, availability and international exchange of money; to promote monetary
stability; to promote a sound financial structure; and to foster credit and exchange conditions conducive to the orderly and

balanced economic development of the country.
Section 4, Reserve Bank of Fiji Act (1983).




RESERVE BANK OF FIJI

Governor

30 March 2007

Mr. Mahendra Pal Chaudhry

Minister for Finance, National Planning and Sugar Industry
Ministry of Finance, National Planning and Sugar Industry
Ro Lalabalavu House

Victoria Parade

SUVA

Dear Minister

RBF Annual Report and Accounts 2006

In terms of Section 56(1) of the Reserve Bank of Fiji Act, and on behalf of the
Reserve Bank of Fiji, | submit the following: -

(i) A copy of the RBF Annual Accounts for the year ended 31 December
2006 certified by the Auditors.

(i) A report on the RBFOs Operations for the 2006 fiscal year.

Yours sincerely

%@L‘\'

Savenaca Narube
Governor

Postal: Private Mail Bag, Suva, Fiji Tel: (679) 331 3611 Fax: (679) 330 1688 Email: info@rbf.gov.fj Website: www.rbf.gov.fj
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| Board of Directors

Savenaca Narube Paula Uluinaceva loane Naiveli
Governor and Chief Executive Officer .
Chairman of the Board Ministry of Finance and Member since Ja”“arY 1,
_ National Planning (ex officio) 2000. Current term expires
Governor since May 15, 2000. January 1, 2008. Board Mem-

Served as the Permanent Sedpointed as acting Chief Exgjer of Fiji Hardwood Corpor-
tary for Finance from 1997 tgutive Officer, Ministry of Fin-4tion [ imited. Former Chair-
2000. Alternate Governor fo@nce and National Planningyan of the External Audit Co-
Fiji in the International Mone®N August 8, 2005 and confiry, mittee of the International
tary Fund and in the AsianMéd on January 1, 2006. Méyonetary Fund, Washington
Development Bank. mber of the Board since Novef)c  vember of Commerce
ber 24, 2005 until Decembeg,mmission and Director Fin-
14, 2006. Board member ofnce _ Fiji Rugby Union. Chair-
the Fiji National Provident FUt 41 of the Reserve Bank of Fiji
nd and subsidiaries, Board Mgo4rd Audit Committee and
mber of the Fiji Islands Revgsemper of the Reserve Bank of

nue & Customs Authority, Boariji staff Sub-Committee of the
rd member of the Fiji Investmegt,5rq.

Corporation Limited.

Kanti Tappoo oBe Rajesh Raniga Dr Esther Batiri Williams Robin Yarrow

Appointed to the Board on Fefppointed to the Board on Fehppointed to the Board on Julylember since August 5, 2005.
ruary 14, 2002. Current term ruary 14, 2002. Current term 16, 2004. Current term exp-Current term expires August
expires January 1, 2008. Ex@Xpires January 1, 2008. Lawires on July 16, 2007. Deput008. Retired from the Fiji
cutive Chairman Tappoo Groyer by profession. Currentlyice Chancellor of the UniverGovernment in 1999 after 30
up of Companies. ChairmanManaging Director of Tiarasity of the South Pacificyears service which included
Amalgamated Telecom HoldEnterprises Limited t/a Sodor Williams has held a num-senior positions with the Mini-
ings Limited. Fiji. Served as a Board Membber of positions prior to this irstries of Agriculture, Tourism,
of Fiji Islands Revenue & Cusiuding University Librarian, Foreign Affairs and National
toms Authority until 2001. HePro Vice Chancellor and ActPlanning. Currently serves on
is @ member of the Board Audihg Director, Planning anda number of NGOs and Boa-
Committee. Development. Chairperson afis, including theEFiji Red
the Reserve Bank of Fiji Staffross and the National Trust.
Sub-Committee of the Boartlember of the Reserve Bank
and member of the Board Awsf Fiji Staff Sub-Committee of
dit Committee. the Board.
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| Executive Management

Sada Reddy Barry Whiteside

Deputy Governor Chief Manager
Financial Institutions

Filimone Wagabaca Shajehan Hussein
Chief Manager Chief Manager
Economics Financial Markets
Annie Rogers Uday Singh
Advisor/to'the/Governors Secretary to the Bank

and Advisor Corporate Affairs

Lorraine Seeto
Chief Manager
Corporate Planning
and Assurance

Esala Masitabua
Chief Manager
Currency and

Corporate Services

Razim Buksh
Director
Financial

Intelligence Unit
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My | Governor®s Foreword

In 2006, the Fiji economy continued to face several challenges on export
performance, high international oil prices, rising debt level and underperfor-
mance of key resource based industries. While the political events in the
latter part of 2006 as well as the closure of the Vatukoula gold mine in early
December adversely affected FijiOs overall economic performance, the economy
was still expected to grow by 3.4 percent in 2006 slightly down from the
initial forecast of 3.6 percent.

rowth was broad based withpercent in December 2006. Fiji branch operations and was issued

only two sectors decliningIn 2006, monetary policy was focuseda licence to conduct banking business

which were transport and on dampening domestic demand toin Fiji in December 2006. Loans exte-
communication and mining and address the widening trade deficit.nded by commercial banks and credit
quarrying. The unexpected closure 6fhe Reserve Bank continued to raiséstitutions increased by 22.2 percent
the Emperor Gold Mining Company interest rates and tighten liquidity. In and 13.9 percent respectively, how-
Limited in early December caused th€ebruary 2006, the official rate waseVver, this was lower than those reco-
mining and quarrying sector toraised by 100 basis points to 3.25 perded in 2005 due to the tighter liqui-
contract by 49.2 percent. cent and by another 100 basis pointglity situation. The insurance indu-

in June 2006 to 4.25 percent. Severa$tryOs performance was satisfactory in

Tourism continued to be the majorpolicy announcements were also2006 as most insurance companies
driver of economic growth with tourist made during 2006 to support Fijidgontinued to be well capitalised and
arrivals reaching 545,168 in 2006foreign reserves. This included theAdequately met their solvency requi-
compared to the record level ofeduction of local borrowing by non féments.
549,906 in 2005. However, the poli-residents and removal of delegated

tical developments in the last twdimits to authorised dealers on selec! "€ Fiii National Provident Fund

months of 2006 adversely affected théed foreign exchange transactions@ccounts for nearly 40 percent of FijiOs

industry. Tourist arrivals slowed down fmafmal system. The Bank cono}lcui]ted
and some major resorts and hotels laithe Bank reviewed its lending rateélis '(;S_t ?\;"S'tﬁ ;gggﬂ_:_\ﬁtlonb_o t_ €
off seasonal employees. Some pernaand discount facility to support its ;Jtnh in Varc i ) te ° Ject|v<§h
nent staff were also on reduced hoursonetary policy stance. To quicken0 € examination was 10 assess e
. . o effectiveness of the FundOs governance
The closure of the gold mine resultethe transmission of its interest rate .
. . arrangements and key oversight fun-
in a further loss of employment forpolicy to other market rates, the Stat-_. . .
L .~ "ctions. The Bank will continue to con-
1,615 people. For December 2006itory Reserve Deposit ratio was incre- ; .
. ._sult with the Fund on the implemen-
alone, the Fiji Employers Federatioased from 5 percent to 7 percent in,_.. )
. . . tation of the recommendations of the
expected that 2,510 jobs were lostMay. The margin between the po"cyon-site examination. The Bank is grat-
i : |n_d|cator rate and th_e Minimum Len- eful for the technical assistance from
Investment continued to grow in 2006ding Rate was also increased. As a 8% International Monetary Fund on
and is now estimated at around 19 pewt, liquidity was reduced and interest the supervision of the superannuat-
cent of GDP. With several large capitahtes generally rose. The weighted avesh industry.
projects on-going and commencingage lending rate was 7.89 percent
with many in the tourism sector, thecompared with 6.63 percent in 2005. \1odernisation of Fiji®s financial sys-
building and construction industry A credit ceiling was also introducediem continued in 2006. The logistics
performed well in 2006. Cement after the political events in Decembersq, the new Real Time Gross Settle-
production and sales also recorded ment (RTGS) System is now in place
good growth. However, the delays iham happy to report that FijiOs finanand the system is expected to go live
some major tourism projects areial system is strong and growingin june 2007. | am grateful for the
bound to dampen investment in 2007.Total assets of the financial systemechnical assistance that the Bank
(excluding Reserve Bank of Fiji) increreceived from Bank Indonesia on the
Inflation remained low in 2006. The ased by 10.6 percent to $8.7 biIIion.prOject_ | also appreciate the
impact of the increase in the fuel priThe commercial banks and credit inscooperation and support of the
ces was not as pronounced as antictjiutions opened new branches duri- Association of Banks in Fiji on the
ated. Price regulations limited theng 2006. Bank of South Pacific Lim-project. An awareness program on the
follow on effects and inflation was 3.lited bought out Habib Bank LimitedOsRTGS will be mounted in 2007.
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The work on FijiOs new currency notes2006, the Minister for Justice dele-association of central banks in South
was completed in 2006. The Bank igated the responsibility of implemen-East Asia and the Pacific, in 2004.
introducing a new $100 note. Theting the new Financial Transactions
designs of all other notes have be&eporting Act to the Governor of the | am thankful to the International
changed. The security feature of thReserve Bank of Fiji. | am pleased tdonetary Fund, World Bank, Asian
new notes have been upgraded, tmeport that the establishment of the Development Bank, Bank Indonesia,
durability has been improved with allFinancial Intelligence Unit has prog-Pacific Financial Technical Assistance
denominations except the $100 noteessed well and the Unit is now fullyCentre and other international
coated with platinum. For the firstresourced. Furthermore, FijiOs framerganisations for technical assistance
time, the banknotes will vary in lengttwork on anti-money laundering and provided in 2006. In turn, the Reserve
to help the visually impaired. The newvterrorist financing was assessed by t@ank is doing its part in assisting
banknotes were unveiled by Hi$=SAP Mission in February 2006. Thecentral banks in the Pacific. The Bank
Excellency the President of Fiji Rat&IU will continue its awareness progwas happy to host attachments from
Josefa lloilo in March 2007 and putam and administer the FTR Regul-sstaff of regional central banks.
into circulation in April 2007. ations in 2007.

In 2006, the Bank continued to give
We were pleased with the results dfhe Bank realises the potential of thepriority to capacity building of its staff
Coin Collection Program which wasMedium, Small and Micro Enterpr- in local as well as overseas training. A
aimed at bringing back into circulatiorises in providing employment andnew Rewards and Recognition was
the lower denomination coins. As @mproving welfare. The Bank is work-implemented to integrate the values
result of this program, the demand foing with the commercial banks, creditand principles of the Bank to enhance
these coins from the Reserve Baikstitutions and the Fiji Development and recognise performance. The Bank
declined. In 2006, the Bank commenBank on collecting data for this grow-also upgraded the lifts and generator
ced the review of coins to examiniag sector. We were happy to sponsafter 22 years of use.
their size, metal composition andor the first time a ONew InitiativesO
weight. Over time, the 2 cents will baward at the Fiji Development BankQ$ is very encouraging to see Team
phased out of circulation. Small Business Awards. Reserve Bank participate and contri-

bute to the community using their
The Bank completed the compreherRemittances are becoming an importewn time and resources. The Team
sive Financial Sector Assessment Pragt foreign exchange earner for Fijitook part in national campaigns and
ram (FSAP) in 2006. The FSAP teamhe Bank has commenced a study ocommittees as well as gave donations
from the World Bank and the Intern-this subject. We are currently workingin cash and in kind to charitable orga-
ational Monetary Fund had extensivejith the commercial banks and othernisations. The Bank also participated
discussions with officials from theinstitutions to improve the database.in the Vodafone Hibiscus Festival and
Bank, Government Ministries, finan-we are also collecting data throughviss Reserve Bank of Fiji, Miss Lusia
cial institutions, Fiji National Provi-the 2007 census. Delai won the Miss Vodafone Hibis-
dent Fund, regulatory bodies and cus 2006 crown.
relevant stakeholders. We were encolihe Bank was proud to host the 4th
raged by the FSAPOs conclusion tatuth East Asian Central Banksn 2006, the Bank recorded a profit
the financial sector in Fiji is generalllSEACEN) Executive Committee of $10.7 million. All profit is trans-
sound. The final report will be releameeting in February 2006. The the-ferred to government. This profit is
sed in 2007 and the Bank will use theine of the meeting was Capacity Builtower than 2005 basically because of
findings to further strengthen FijiOging of Asia-Pacific Central Banks. Fithe lower level of foreign reserves
financial system. became a member of SEACEN, amluring 2006. In accordance with the
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Reserve Bank of Fiji Act, the Bank wilDur key economic challenge is to revd-would like to take this opportunity
also transfer to Government one-fifthrse the widening trade deficit. Exportsto thank the Board of Directors for
of the balance of revaluation reserve®ust be the platform for growth. The their support and guidance during
which amounted to $4.2 million. The country must speedily implement 2006. Finally, | also extend my deep
total transfer to Government is $14.9 Strategies to grow exports like sugaappreciation to Team Reserve Bank
million in 2007. gold and other resourced based proder their hard work, commitment and
ucts. Tourism holds good potential tocooperation in 2006.
Olr:ontinue to be the major driver of

rowth. From a monetary policy pers-
pective, we will continue to manage

to an initial _grovvth forecast of 2 Pe"4emand to help protect FijiOs external
cent. Certain sectors of the €CoN0MYinancial position while giving time

like finance, agriculture, manufact- ¢, exports to rise. It is encouraging

uring and electricity are estimated tohat the economy is expected to grow

grow. However, the mining, transport,by 2 percent in 2008. The Reserve

wholesale & retail, community serviceBank will monitor economic develop-

and building and construction sectorsments closely and will implement

are expected to decline in 2007. Visitpolicies that will help maintain macr—%bﬁ‘\—r
or arrivals are also projected to dropeconomic stability and safeguard Savenaca Narube

in 2007. FijiOs financial position. Governor and Chairman of the Board

In 2007, economic growth is expecte
to decline by 2.5 percent compare
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..I ‘ Economic Overview

According to the International Monetary Fund (IMF), the world economy continued to
grow strongly in 2006 although signs of a slowdown were evident towards the later
part of the year. Estimates by the IMF show world growth in 2006 at 5.1 percent, an
increase from 4.9 percent in 2005.

International Economic The US economy is expected to havEconomic growth was initially fore-
Developments grown by a robust 3.4 percent incast at 3.6 percent, but is now estim-
2006, supported by industrial produ- ated at 3.4 percent. The lower growth
he global expansion was broacction and personal consumption. estimate is largely a result of the wea-
based, with the United StatesAfter growing strongly in the first half ker performance of the tourism indus-
(US) leading the charge in the firs©f the year, the economy moderatedry in the final quarter of the year, as
quarter. This was combined with I the second half, resulting from awell as a stronger than expected contr-
rapid industrialisation and accelerainarked downturn in the housing action of the mining and quarrying

ting growth in China and India asSector. sector. In addition, growth in the sugar

well as improvements in the econo- industry was lower than expected,
mies of the European Union andNone_theIess, _the us househpld sectarhile the communications industry
Japan. Developing economies ifemains relatllvely well positioned tois estimated to have contracted in
Africa and Latin America also m aint_drlve economic growth. Japa_nOs_ eca@B06, compared with an earlier expec-
ained impressive growth rates, fuelle@™Y contlnueq to pe.rform in Img tation of growth in this sector.
mainly by the demand for the produ-W'th expec?atlons, with economic . -
ction and export of primary Commo_grovvth predicted t.o r~each 25 percentAccorlg.Img to provisional data f.rorn
dities from rapidly industrialising in 2006. AustraliaOs economy wathe Fiji Isla_no_ls Bure_au of Statistics
economies estimated to have expanded by 2.8FIBOS), visitor arrivals for 2006
' percent in 2006, driven largely by totalled 545,168, representing a 0.9
However, inflationary pressures whi-private consgmption due to the posi-percent decline on an annual basis. In
’ ' tive effect of tight labour market cond-addition, the unexpected closure of
ch emanated from bu.oyant deman,ditions on consumer confidence, aghe Emperor Gold Mining (EGM)
for fuel and raw materials, resulted in o o5 1opyst fixed investments.Company Limited in early December
record high prices for oil and other resulted in a sharp contraction of gold
commodities. These price pressuresy, Ney, zealand (NZ), the economic production by around 49.2 percent
which followed sustained periods 0fg q\yth of 2.2 percent can be attrib-over the 2005 level.
rapid global growth, contributed 10 \taq 10 the solid performance of the
the tightening of monetary policy by eyternal sector offsetting the weakenin terms of other sectors, the finance,
central banks in major advanced ecqnq in private consumption growth. insurance, real estate and business
nomies. The rising inflation concemsThe growth forecast for the Euro-zoneservices and the community, social
and tightening by central banks hads anticipated at 2.4 percent in 2006,and personal services were the key
a marked impact on financial marketssypported by private consumption, drivers of economic growth in 2006.
over the March-June period of 2006 hysiness investment and industrialThe building and construction; agri-

During this period, there was a shargroduction. culture, forestry, fishing and subsist-
depreciation in the currencies of some ence; wholesale and retail trade, hotels
countries with particularly wide curr- Economic Developments in Fiji and restaurants; electricity and water
ent account deficits. and manufacturing sectors also contri-

FijiOs overall economic performanceuted positively towards growth.

Despite the volatility of international in 2006 was adversely affected by the

crude oil prices and the cooling dowrpolitical events of December and theOn the demand side, consumption
of the decade-long housing boom irtlosure of the Vatukoula gold mine expenditure remained firm, as evid-
the US, growth prospects for all ofin the same month. The Military took enced by strong growth recorded in
FijiOs major trading partners and selever Government on December 5net Value Added Tax (VAT) collect-
cted non-Japan Asian (China, Hong2006. This led to the dissolution of ions, a partial indicator of consumer
Kong and Singapore) economies welarliament and the establishment ofspending. In 2006, net VAT collect-
encouraging in 2006. an Interim Administration. ions amounted to $470.0 million, an

Reserve Bank of Fiji



Economic Overview
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increase of about 13.0 percent wherin addition, both the commercial
compared with the previous year. Invbanks® time and savings deposit rates
estment as a percentage of Gross Dinicreased by 702 basis points and 44
mestic Product (GDP) continued to basis points to 9.1 percent and 0.8
grow in 2006, supported by increasedpercent, respectively.
investments in the tourism industry.
The components of aggregate spend-
According to the 2007 National Bud- ing, consumption, investment and
get released in November 2006, estimSovernment expenditure grew well
ates for the underlying fiscal deficitin excess of the estimated 3.4 percent.
for 2006 stood at $193.1 million, or The widening trade deficit has had a
3.8 percent of GDP, lower than thenegative impact on the Fiji economy
4.6 percent of GDP announced in thefor some time.
2006 Budget. In addition, with the
$36.0 million worth of asset sales realThe trade deficit, which is the dif-
ised in 2006, the headline deficit isference between exports and imports
estimated at 3.1 percent of GDP.  of goods, continues to be of concern
as it approaches the $2.0 billion mark.
The money supply grew strongly inThe household sectorOs spending on
2006. In particular, broad money roseconsumer goods - funded by rising
by 19.8 percent over the year, mainljncomes, growth in personal
underpinned by the 81.2 percent remittances, Fiji National Provident
increas:e in time deposits. CommerciaFund (FNPF) withdrawals and rises
banksO credit also rose significantly Ry asset prices - has resulted in very
21.4 percent in 2006, driven largelystrong demand for imports of
by loans for hOUSiﬂg purposes to priconsumer goods in 2006.
vate individuals.

_ o At the same time, FijiOs export sector

The Bank raised official interest rate%as remained static for a number of
twice by a full percentage point andyears. Latest provisional accrual trade
introduced several other policy measgata showed that in 2006, merchan-
ures to make the transition of official gjse export earnings (excluding air-
interest rate increases to commerciaéraft) rose by only 0.8 percent, com-
bank interest rates more effectivepared to a decline of around 1.1 per-
Towards the second half of the yeaigent in 2005. This stagnant trend in
ted to the tighter monetary condit- enormous strain on the nationOs bala-
ions. The policy indicator rate at thepcg of payments. The Bank, therefore,
end of December was 4.25 percent.jook action during the course of 2006

) ) ) ) to dampen domestic demand and to
In line with the tightening stance of safeqguard the foreign reserves position.
monetary policy adopted by the Bank,
Interest rate movements wereé genery)owing the political developments

rally on an upward trend in 2006. ¢ early December 2006, the Bank
Over the year, the commercial bank

lending rate increased by 126 basis —— ——
? The policy indicator rate, also known as the official interest
points to 79 percent in December. rate, is the interest rate on 91-Day RBF Notes.
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