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GENERAL NOTE
p provisional
e estimate
- nil
na. notavailable
(i) The sum of the components may differ from the totals in some
instances due to rounding.
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GLOSSARY

The following terminologies are defined in the context of Solomon Islands.

Balance of Payments (BoP): records all payments and receipts relating to the movement of funds between a country
and foreign countries.

Bank Liquidity: Total amount of cash held by banks and not used for investment or other transactions.

Capital account: records international transactions relating to the flow of capital between a country and foreign
countries, such as investment, loans etc.

Current account: records international transactions relating to the flow of goods, services, income and gifts. A surplus
indicates higher inflows than outflows and a deficit indicates the opposite.

Domestic credit: value of loans and advances obtained from within the country.

Excess Liquidity: The liquidity that banks possess that is greater than the minimum prescribed by the Central Bank.
Exchange rate: the price of foreign currencies stated in terms of the local currency or the vice versa.

Exports: goods that a country sells abroad.

External reserves: stock of foreign currency assets of the Central Bank. These assets are earned though exports, foreign
aid and loans obtained from institutions abroad.

Gross Domestic Product (GDP): Total value of all final goods and services produced in an economy during the course
of a year.

Honiara Retail Price Index (HRPI): a consumer price index which shows the price level and changes in price level of
goods and services in Honiara over time. This information forms the basis for calculating inflation in the economy.

Imports: goods that a country buys from abroad.

Liquidity Asset Requirement: Usually defined as a percentage of deposit liabilities of a commercial bank that shall be
hold as cash or as balance with the Central Bank.

Money Supply: the total quantity of money in a country’s economy at a particular time.

Narrow money: notes and coins in the hands of the public plus money held on demand deposits at the Central Bank.
Net Credit to Government: value of borrowings by Government less its deposits at the banks and the Central Bank.
Private sector credit: value of borrowings by private companies and individuals within the country.

Quasi money: Total of time deposits and savings deposits.

Trade balance: the difference between merchandise exports (goods sold overseas) and merchandise imports (goods
purchased from overseas).

Trade surplus/deficit: a trade surplus is when the value of exports is higher than the value of imports, whilst a trade
deficit is when receipts from exports are less than payments for imports.




Quarterly Review June 2013

1. OVERVIEW AND ANALYSIS

Global economic conditions weakened in the second
quarter of 2013, after a gradual recovery in the
first quarter of 2013. Global growth forecasts by
the International Monetary Fund (IMF) have been
revised down to 3.1% in 2013, from its April forecast
of 3.3% driven largely by weaker growth prospects
and new global growth risks. The IMF pointed to the
softer growth in the emerging market economies,
deeper than expected recession in the euro area, and
weaker growth in the US economy" as the three main
factors underpinning the slowdown. The global
projection was further compounded by capacity
constraints and soft external demand growth from
advanced economies.

The emerging and developing economies continued
to be the main driver of global growth. However,
the weaker domestic demand and slower growth in
several key emerging market economies, softened
growth in this region leading to a lower growth
forecast of 5.0% in 2013 from earlier forecast of 5.3%
in April. Additionally, lower commodity prices,
financial stability concerns, and weaker policy
support alsoled to the downslide. China, theregion’s
fastest growing economy and a major trading partner
of Solomon Islands, slowed to a 7.5% growth in the
second quarter from 7.7% growth estimates in the
previous quarter. The slowdown in China’s growth
was mainly driven by weak export growth and a
significant downslide of investment growth coupled
with an expected decline in construction activities
in the second half of the year. India, including other
several emerging Asian economies also registered
slow growth during the quarter and are expected to
remain weak during the year®.

The deeper than expected recession in the euro area
further exacerbated global growth as the region
continued to be affected by low demand, depressed
confidence, weak balance sheets and tight fiscal and
financial conditions during the quarter. The euro
area is expected to remain in recession throughout
2013, with economic activity projected to contract by
0.6%. In 2014, growth is expected to increase to 0.9%,
0.1% lower than previously forecasted in April 2013.

The US economy registered a slower growth in the
second quarter of 2013, with an annualised growth
of 1.7% compared to the stronger 2.5% growth in the
first quarter. The weak performance in the second
quarter mainly reflected federal spending cuts and

1. Source: The IMF, World Economic Outlook, July 2013
2. Source: Daily Times, July 2013

the continuing weakness in the global economy.
Despite the slowdown in the second quarter, the US
economy is expected to grow to 2.7% in 2014 on solid
private demand and supportive financial conditions®.
In contrast, the Japanese economy recorded a
stronger growth than expected by an average of 2%
in 2013 from high consumption and net exports. This
came in spite of the falling industrial output and
household spending.

Latest economic indicators of other major trading
partners of the Solomon Islands, notably Australia
and New Zealand also pointed to a softer growth
outlook. In the Australian economy, the non-mining
sector continues to be constrained by soft domestic
demand and this in turn led to low employment
growth and the unemployment rate rising to a four
year high of 5.7% in June. Growth in retail sales also
weakened between March and May with subdued
performance in the services and manufacturing
sectors in the June quarter. Interest rates have also
fallen but inflation has been higher than expected in
the June quarter. In New Zealand, activities indicated
a moderate economic growth over the June quarter
aided by strong performance in the building and
construction industries as well as stronger than
expected retail spending. However, growth could
be even weaker when considering the negative
impacts of drought on the agriculture sector, and
subsequently on net trade. The unemployment rate
also rose to 6.4% in the second quarter from 6.2%
in the first quarter, while domestic trading activity
eased during the quarter. Inflation increased by 0.7%
against the same quarter of 2012, although this is
the lowest rate of growth since 1999. Despite these
negative movements, the New Zealand economy is
optistmic that its business activities and investment
will pick up in the second half of the year. Building
and construction activities are also expected to
remain elevated during the second half of 2013.

On the domestic economy, activities bounced
back with production, as measured by the Central
Bank of Solomon Islands (CBSI) production index,
having rebounded after two straight quarters
of deceleration. The upturn was mainly due to
significant improvements in gold production, palm
products and cocoa, which benefited from favourable
agriculture commodity prices and weather conditions
during the quarter. Activities in the manufacturing
industry, as illustrated by the CBSI manufacturing
index, also strengthened further, accelerating by 12%

3. Source: The IMF, World Economic Outlook, July 2013
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following a strong expansion in the previous quarter.
The increase in manufactured products destined
for both export and domestic consumption largely
explained the improvement in the manufacturing
index during the quarter. Labour market conditions
also improved in the second quarter as revealed
by the Solomon Islands National Provident Fund
(SINPF) total employee contributors that rose by 6%.

Table 1.1 Macroeconomic Indicators
2012 2013
Jun Sep Dec | Mar | Jun
Money Supply ($ millions) 2923 2978 3064 3113 3156
Net Foreign Assets ($ millions) 3358 3493 3425 3523 3650
Net Domestic Credit ($
millions) 76 17 257 241 12
Interest rate margin (%) 10.3 10.7 10.5 10.7 10.5
Trade in goods balance (f.0.b.)
($ millions) 92 34 4) (155) (42)
Gross foreign reserves ($
millions) 3280 3656 3668 3649 3742
Recurrent revenue ($ millions) 568 581 669 586 643
Recurrent expenditure ($
millions) 463 519 397 561 693
Production index (2008=100) 118 123 95 74 88
Inflation (%) 7.3 47 4.6 71 52
Source: Central Bank of Solomon Islands

During the second quarter, the domestic economy
also benefited from lower inflation that decelerated
from 7.1% in the previous quarter to 5.2%. The
slowdown was mainly driven by subdued growth in
both imported and domestic inflation falling to 1.4%
and 7.6%, respectively during the quarter.

The fall in housing & utilities and transport &
communication resulted in the slowdown in
imported inflation whilst the fall in food, household
operations and recreation and other categories were
the main drivers behind the lower domestic inflation.

While Honiara retail fuel prices showed a further
decline this quarter, food continued to dominate
all inflation categories accounting for 0.7% of the
imported inflation, 3% of the domestic inflation, and
2.3% of the overall inflation.

After a weak performance in the previous quarter,
external conditions improved significantly in the
June quarter with current and capital accounts
showing a net surplus of $141 million. The positive
outturn was driven largely by significant donor
inflows to support government recurrent budget and

capital projects, combined with a smaller net outflow
from the trade account, aided by robust export
growth during the quarter. The financial account also
improved significantly, rising to a net surplus of $107
million in the June quarter from a smaller net surplus
of $47 million in the previous quarter, on the back of
significant increase in financial assets. Accordingly,
gross foreign reserves increased by 3% to $3,742
million, supported by strong foreign transaction
inflows during the quarter.

Monetary aggregates continued to show mixed
performances with reserve money (MO) rising by 3%
to $1807 million, whilst narrow money (M1) declined
by 2% to $2,414 million during the quarter. This
resulted in broad money supply (M3) rising but more
slowly by 1% to $3,156 million this quarter from 2%
growth in the previous quarter. The fall in M1 was
mainly due to the drop in currency in circulation
outside depository corporations and transferable
deposits of other financial corporations (OFCs), state
and local government, and other resident sectors in
the economy. In contrast, the rise in M0 is mainly
driven by increase in other depository corporation’s
(ODCs) and OFCs transferable (demand) deposits
including an increase in CBSI's net foreign assets
(NFA) associated with high foreign inflows during
the quarter. Consequently, total liquidity in the
banking system rose by 5% in the June quarter with
free liquidity rising by 5% despite the accumulation
of CBSI Bokolo bills during the quarter. Meanwhile,
net domestic credit declined significantly by 96%,
extending the fall in the previous quarter on the
back of continued rising government deposits in the
banking system. In contrast, private sector credit
(PSC) increased at a slower rate with credit from the
ODCs accounting for the bulk of the PSC.

On fiscal performance, preliminary estimates
including donor budget support spending showed
an overall government deficit of $31 million led by
a significant increase in total expenditure, which
exceeded rising revenue collections during the
quarter. The increase in government expenditure
came mainly from high development expenditure
following the disbursement of funds for approved
projects during the quarter, while the increase in total
revenue was attributed to improved collection from
Inland Revenue Division (IRD), Customs and Excise
Division (CED) and large donor grants. Led by
increased debt servicing, total public debt stock fell
by 2% to $968 million in the June quarter, reflecting
reductions in both the external and domestic debts.
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2. MONEY AND BANKING

Developments in key monetary aggregates for the
second quarter 2013 revealed that reserve money
(MO) rebounded from the last quarter, driven by
growth in Central Bank’s net foreign assets (NFA).
Narrow money (M1), on the other hand, declined by
2%, which led to the slower growth of money supply
(M3) by end June 2013. Total liquidity of the banking
system registered a growth this quarter after a fall in
the previous quarter.

Outstanding to private sector credit (PSC) increased
by 3%, a slowdown from the 7% growth in the last
quarter. The modest growth in the PSC this quarter
was mainly driven by growth in credit from loans.
Furthermore, the weighted average interest rates
margin slightly dropped over the review period due
to the fall in both the weighted average lending and
deposit rates.

Reserve Money

MO grew by 3% to $1,807 million in June 2013,
following a 14% decline in the previous quarter.
This occurred due to a 3% growth in both CBSI's
Net Foreign Assets (NFA) and Net Domestic Assets
(NDA), respectively. The growth in CBSI's NFA by
3% to $3,494 million was mainly associated with the
increase in trade receipts and donor inflows. Similarly,
the 3% growth in NDA of CBSI resulted from an
increase in claims on non-financial public sector by
17%, mostly due to the continuous increase in claims
of central government in the form of deposits held
with CBSI. Increased net credits to the commercial
banks by 3% also contributed to the rise in NDA as
the commercial banks increased holding of Bokolo
bills during the period. Year-on-year growth saw M0
decline by 8% despite of the quarterly up-turn (see
Figure 2.1).

Narrow Money

M1, which includes currency in circulation outside
the depository corporations and transferable
(demand) deposits held by ODCs declined by 2%
to $2,414 million this quarter from the 2% growth
witnessed in the previous quarter. Driving the fall
was the decline in both currency in circulation and
transferable deposits, falling by 3% to $493 million
and 1% to $1,920 million, respectively. The sectors that
observed large outflows of transferable deposits
were the OFC sector, other residents sector, and state
and local government. However, the annual growth
in M1 remained positive, growing by 8% against the
same period last year.

Figure 2.1: Major drivers of M0
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Broad Money

M3, which is the measure of the total money supply
in the banking system, continued to expand albeit at
a slower pace by 1% to $3,156 million. This compares
to the 2% rise in the last quarter. Year-on-year growth,
M3 grew by 8% against the same period last year.
The growth in M3 was mainly due to an increase in
the NFA of the banking system by 4%, ($127 million)
which offsets the deterioration in NDA by 21% ($82
million) during the period. The worsening in NDA
position of the banking system was explained mainly
by the continuous increase in liabilities to Central
Government.

A look at the components of M3 shows M1 declined
by 2%. Meanwhile, other deposits (savings and time)
increased by 12% against the previous quarter while
other deposits rebounded after five consecutive
quarterly declines. OFCs’ saving and other residents’
(household) saving were main drivers to the overall
increase in other deposits, followed by the rest of the
remaining sectors (see Figure 2.2).

6



Quarterly Review June 2013

Figure 2.2: Components of M3
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Fig 2.3 Commercial Banks'Liquidity
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Liquidity

Total liquidity in the banking system, which refers
to the commercial banks’ total deposits held at CBSI,
increased by 5% to $1,259 million at the end of June
2013, compared to a 17% fall recorded in the previous
quarter. However, growth in total liquidity declined
by 10% against the same period of the preceding year.
Driving the increase in liquidity in the second quarter
was the growth in NFA of CBSI, as reflected in the

rise in MO. During the same period, CBSI continued
to monitor the increasing level of free liquidity in the
banking system as well as raising issued Bokolo bills,
which accounted for 43% of the total liquidity. After
accounting for the 7.5% of the reserve requirement,
free liquidity went up by 5% to $1,049 million
compared to 20% fall in the last quarter (see Figure
2.3).

Domestic Credit

The growth in net domestic credit witnessed a
significant decline from March to June, due to
increases in government claims, which was partially
offset by the rise in credit to private sector in the
banking system. At the end of June, net domestic
credit stood at $12 million from $241 million in the
last quarter. The fall was driven by increased net
credit to non-financial public sector from minus
$1,121 million to minus $1,386 million. The increase
feeds in from the 23% rise in net credit to government
following government built-up deposits in the
banking system at the end of quarter. Moreover, net
credit to public non-financial corporations declined
by 2% to $37 million, following a 7% rise in the last
quarter.

Meanwhile, private sector credit (PSC) of the
banking system continued to increase but at a slower
rate of 3% to $1,398 million compared to 7% rise in
the previous quarter. Growth in PSC was driven by
the rise in credit provided to both the individual
residents sector, which increase by 3% and other non-
financial corporation sector that also grew by 3%. Of
the total PSC, credit from the ODCs accounted for
$1,371 million, an additional credit of $22 million
from the last quarter. Meanwhile, sectors witnessing
an increase in credit from ODCs from the previous
quarter were distribution (15%), communication
(12%) and agriculture (2%).

In terms of the credit components provided by
the ODCs, growth in credit allocated by the ODCs
continued to be driven by growth in loans, which
grew by 4% to $1,215 million. Growth was also
supported by the increase in the trade bill credit
from $16 million to $21 million. However, credit by
overdrafts and lease financing contracted from $149
million to $141 million and $9 million to $8 million
respectively.
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Table 2.1 Distribution of ODCs Credit by Sector
SBD$000 Jun-12 Sep-12 Dec-12 Mar-13 Jun-13

Value % Value % Value % Value % Value %
Personal 332,389 | 28.7 358,022 30.2 374,710 30.0 403,394 299 416,057 | 304
Construction 173,760 15.0 179,297 15.1 189,722 162 193,421 143 191,773 14.0
Distribution 181,116 15.7 159,322 134 165,600 13.3 172,895 12.8 199,812 14.6
Communications 89,705 78 111,732 9.4 107,372 8.6 144,595 107 158,848 1.6
Tourism 72,872 6.3 74,087 6.2 80,149 6.4 82,345 6.1 73,732 54
Prof.& 67,591 58 69,117 58 68,783 55 65,974 49 67,865 50
Other Services
Transport 64,219 56 61,631 52 62,509 5.0 65,374 4.8 67,806 49
Manufacturing 58,013 5.0 58,707 4.9 57,055 4.6 67,000 5.0 55,500 4.0
Forestry 46,981 4.1 47,619 4.0 48,049 38 45,423 34 25,931 19
Agriculture 19,884 17 22,116 19 27,204 22 27,720 21 32,974 24
Entert & 16,561 14 16,051 14 15,156 12 15,963 12 16,058 12
Catering
Bills 25,037 22 14,993 13 6,994 0.6 16,492 12 21,897 16
Receivables
Mining & 6,488 06 5311 04 5119 04 2,844 02 174 0.0
Quarrying
Fisheries 1,637 0.1 4,168 04 3818 0.3 3,835 0.3 3,670 0.3
Statutory 370 00 2,926 02 35,763 29 38,799 29 38,090 28
Corporations
Non-Resident 152 0.0 320 0.0 202 0.0 222 0.0 269 0.0
Private Financial 191 00 99 00 99 0.0 97 0.0 94 0.0
Institutions
Central 0.0 0.0 8 0.0 0.0 0.0 1,346 0.0 2 0.0
Government
Provincial 00 00 0.0 00 433 00 392 1 0.0
Assemblies
and Local
Governments
Total 1,156,966 100 | 1186126 100 1,248,737 100 | 1,348,130 100 1,386,272 100
0ODCs-Includes the commercial banks and Credit Corporation of Solomon Islands

Domestic Market Operations

The sale of CBSI auctioned Bokolo bills in the primary
market increased to $550 million during the quarter,
from $500 in the March quarter. The commercial
banks absorbed $535 million worth of the Central
Bank’s bills from $500 million in the previous quarter.
The weighted average interest rate increased to 0.51%
this quarter from 0.44% in the previous quarter. The
increase in the stock of auction Bokolo bills absorbed
by the commercial banks accounts for 43% of the total
liquidity in the banking system at the end of the June
quarter, the same as the previous quarter.

Government treasury bills floated at the end of June
2013 remained unchanged at $9 million from previous
quarter. The total bids worth $21 million were
received of which only $9 million were accepted. The
weighted average yield (WAY) for 56 days was 0.47 %
compared to 0.49% in the previous quarter, 0.46%
for 91 days, a small drop from 0.48% in the previous
quarter, whilst for 182 days was 1.47% compared to
1.49% in the previous quarter.

Interest rates

The weighted average interest rate margin stands
at 10.5% compared to 10.7% in the previous quarter.

This was attributed to lending rates falling faster
than the fall in deposit rates over the period. The
indicative weighted average interest rates for all
deposits offered by the ODCs continued to fall to
0.2% from 0.3% in the previous quarter. The fall was
attributed to the drop in the interest rates offered on
time deposits (for maturity of up to 1 month, 6-12
months, 1-2 years and 2-3 years) during the period.

Further to that, the indicative weighted average
interest rate on loans and advances observed a
slight decline from 11.0% to 10.7% by the end of this
quarter, resulting from a slight decline in the cost
of borrowing allocated to some sectors. The sectors
recorded decline in average lending rates include
the manufacturing sector, this moved from 12.3%
to 11.7%, the tourism sector dropping from 10.3% to
10.0%, the transportation sector down from 12% to
10.8%. Loan rates offered to provincial assemblies
and local government moved from 22.0% to 21.5%
and professional and other services slightly fell from
10.7% to 10.4% (see Figure 2.4).

~

Figure 2.4: Commerical Banks' interest rates
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Monetary Policy

Achieving and maintaining domestic price stability
is the primary objective of the Central Bank, as
stated in the 2012 CBSI Act. Headline inflation
decreased from 7.1% in March 2013 to 5.6% in June
2013, driven by both falls in domestic and imported
inflation. The fall in headline inflation remains
within the Central Bank’s forecasts of 5-7% in 2013.
As a result, CBSI maintained the current position
of its policy instruments (see Table 2.2). The cash
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reserve requirement remained at 7.5% of commercial
banks deposits liabilities over the review period. In
addition, the Central Bank continued to issue Bokolo
bills with the intention of removing free liquidity
in the banking system, as demonstrated by the first
quarterly decline in free liquidity since the second
quarter of 2009.

Furthermore, gross foreign reserves averaged 10.1
months of import cover at the end of June compared
to 11.3 months in March 2013, which is comfortably
above the 3 months benchmark. Given this, CBSI
has maintained its current exchange rate policy of
pegging the SI dollar to an invoice basket of goods,
which is free to fluctuate within a +1% margin of the
base rate.

Table 2.2 Monetary Policy Instruments

Instrument Description Status in Q1 2013 Status in Q2 2013
The Solomon Bokolo | A managed A managed float
Exchange Rate Dollar is peg«ﬁed to float (within a (within a +1%margin
a Invoice basket of +1%margin) of the base rate)
oods that is free to
actuate within a
+1% margin.
Open market Bokolo bills are As of March 2013, As of June 2013,
operations - Bokolo Central Bank $500 million stock $550 million stock
ills backed securities was floated and $500 | was floated and $535

denominated in
Solomon Islands
Dollars with a 28
day maturity.

million worth of
successful bids were
issued.

million worth of
successful bids were
issued.

Cash Reserve
Requirement

The Cash Reserve
Requirement is

the minimum
fraction of customer
deposit liabilities
and notes that

each commercial
bank must hold as
reserves, as set by
the Central Bank.

The Cash Reserve
Requirement
remained at 7.5%.

The Cash Reserve
Requirement
remained at 7.5%.
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3. GOVERNMENT FINANCE

Preliminary data showed the Government registered
an overall fiscal deficit of $49 million during the
second quarter of 2013, reversing the surplus of $27
millionrecorded in the previous quarter. The negative
outturn was driven by expenditure which exceeded
revenue increase during the period. On year to date
basis, domestic revenue underperformed against
budget by 3%, whilst Government spending was 8%
within the amount budgeted for the period.

The Government debt stock further declined from
$991 million in the previous quarter to $968 million
this quarter. As a result, the debt-to-GDP ratio
continued to fall from 16% to 15.6% this quarter
following drops in both the external and domestic
debt stock.

Revenue

Total Government revenue collection rose by 9%
above the previous quarter to $643 million. The
increase was attributed to higher collection by Inland
Revenue Division (IRD) and Customs and Excise
Division (CED) particularly from total withholding
tax, private sector PAYE and export duties. Despite
this, revenue collections for the quarter fell below
budget by 6%. Grants received from donor partners
during the period were also down against the pro
rata budget. Meanwhile, year-to-June domestic
revenue hovered around 46% of the expected annual
collection of $2,660 million.

Inland Revenue Division

IRD revenue collection in the second quarter reached
$423 million, which represented 66% of domestic
collection. This was 2% below budget but 15% higher
than the previous quarter and 38% higher than same
quarter a year ago.

The below budget collection was due mainly to
unpaid dues and budget re-profiling, a task the
division is currently working on. Compared to
budget, all other revenue categories except for
withholding tax and government PAYE, accounted
for the lower budget collection. This is apparent
particularly with the collections from private sector
PAYE, which was lower by 17% to $76 million, goods
tax down by 6% to $168 million, sales tax 19% below
to $13 million, company tax 15% lower to $58 million
and stamp duty and licensing under budget by
29% and 13% to $2 million. The strong performance
from withholding tax was explained by higher than
budgeted collections from dividend and non-resident

withholding tax, reflecting robust business activities.
However, year-to-June collection of $791 million was
shown to be tracking by 2% above the year-to-June
budget of $774 million.

Figure 3.1 Composition of Domestic Revenue \

Other Ministries
3%

Custom and Excise
Division

31%

Inland Revenue
66%

Source: Ministry of Finance and Treasury

The positive development against the previous
quarter reflected increased economic activities
during the quarter. Withholding tax soared by $51
million over March quarter to $82 million, following
a marked increase in dividends and nonresident
withholding collections. Private sector PAYE rose
by 11% against the previous quarter to $76 million,
possibly indicating increased employment and salary
increases in the private sector during June quarter.
Sales tax went up by 6% to $13 million. Licensing
also increased by 10% to $2 million and the reasons
were twofold; increases in the number of registered
vehicles and improved compliance. Company tax,
Government PAYE and stamp duty, however, fell
during the reviewed period. Company tax fell by
5% to $58 million, Government PAYE by 16% to $20
million and stamp duty by 24% to $2 million. Non-
payment of provisional tax arrears for the period
was a factor behind the drops in company tax and
Government PAYE.

Customs and Excise Division

Revenue collected by CED for the quarter was $202
million, representing 31% of the domestic revenue
and was 0.4% above budget. The above budget
collection was reflected in all revenue categories with
the exception of excise duties which fell below budget
during the reviewed period. Revenue categories that
outperformed budget were log duties, import duties
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and “other” exports which rose by 1%, 2% and 34% to
$99 million, $58 million, and $8 million respectively.
The drop in the log export duties was consistent with
the falls in log export volumes.

CED revenue, however, was 6% and 8% above both
the preceding quarter and the same period last year.
The quarter on quarter growth reflected positive
movements from log duties, export duties and excise
duties. Log duties rose by 0.4% to $99 million. Excise
duties up from $20 million to $37 million. Export
duties rose from $1 million in March quarter to $8
million in the June quarter, attributing to the increased
collection from “other” exports and minerals. Excise
duty increased by 13% to $37 million as a result of
higher production of tobacco in the second quarter
compared to the first quarter.

Exemption

Exemptions granted by both IRD and CED totalled
$51 million in the June quarter compared to $30
million granted in the March quarter. However,
compared to the same period last year, exemptions
were lower by 39%. Of the total exemption, those
granted by CED accounted for $13 million, whilst the
other $38 million was granted by IRD.

Non- tax revenue

Non tax revenue from other Government ministries
stood at $18 million at the end of the June quarter.
This accounted for 3% of domestic revenue, and was
66% and 38% lower than budget and the previous
quarter, respectively. The budget shortfall reflected
under collections of $27 million and $10 million by the
Ministry of Fisheries and Marine Resources (MFMR)
and the Ministry of Infrastructure Development to $4
million and $2 million respectively. Compared to the
corresponding quarter of 2012, collection from other
Government ministries was lower by 24%.

Grants

Total grants received through the Government
consolidated account during the quarter stood at $22
million. Receipt for recurrent spending accounted for
$13.4 million, which $12 million went to the Ministry
of Education and Human Resources Development
(MEHRD) and the other $1 million to the Ministry
of Finance and Treasury (MoFT). Grants received
during the quarter from the Australian Government
for development projects totaled $8.4 million.

Expenditure

Total Government expenditure rose considerably
from $561 million in the previous quarter to $693
million in the June quarter. This level of spending,
however, was 4% lower than the budget, but 23%
and 7% above last quarter and the same quarter a
year ago respectively. The rise in total expenditure
was due to higher capital spending by the Solomon
Island government (SIG) this quarter. Recurrent
expenditure, however, fell during the quarter
as a result of expenditure control measures the
Government instituted in response to weaker than
expected revenue performances so far.

Figure 3.2 Percentage of Total Government Spending

Debt Servicing (interest)
1%

Source: Ministry of Finance and Treasury

Recurrent Spending

Payroll spending, which accounted for 32% of the
recurrent spending during the second quarter of
2013, totalled $162 million, an under spending of
11% against budget. This was also 14% below March
quarter and 2% lower than the corresponding period a
year ago. The lower payroll spending against budget
was evident in most of the line ministries, with major
shortfalls recorded in the Ministry of Health and
Medical Services (MHMS) by 16% at $32 million,
National Parliament 34% below budget at $5 million,
and the Ministry of Police, National Security and
Correctional Services (MPNSCS), which spent 12%
less than budget at $17 million. The under spending
was due to measures taken by the government to
control spending. Year-to-June spending on payroll
reached $350 million, representing 48% of the annual
estimate.
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Other charges, representing 53% of recurrent
spending also fell below budget by 10% to $271
million. The Government was able to contain other
charges within budget by instituting expenditure
control measures during the quarter. Meanwhile,
those ministries recording large budget savings
were MEHRD with $26 million, Ministry of Home
Affairs with $12 million, and $7 million by MoFT.
Meanwhile, MHMS, Ministry of Foreign Affairs and
External Trade (MFAET) and MPNSCS overspent
their budgets by 32%, 52% and 18% to $40 million,
$15 million, and $25 million, respectively.

Development Expenditure

Development expenditure which accounted for
26% of the total government spending witnessed a
turnaround in the quarter and soared by $45 million
above budget to $179 million. This was also $164
million above the previous quarter during which
capital spending was below budget by 89%.

The notable increase was driven mainly by Solomon
Island Government (SIG) development spending
of $159 million and to a lesser extent donor
funded spending of $20 million. The SIG funded
development expenditure included capital projects
that were budgeted for but not financed in the first
quarter. Therefore, year to date actual remained
20% below expected capital spending for the first
half of the year. The higher SIG capital spending
reflected significant expenditures by the Ministry of
Rural Development (MRD), MoFT and Ministry of
Communication and Aviation (MCA) that accounted
for a combined total of $97 million. MRD spent $50
million, $46 million above budget and $50 million

over the previous quarter; MoFT spent $26 million
showing $19 million and $23 million above budget
and March quarter, respectively. MCA also registered
a high spending of $21 million, $16 million over
budget and $21 million above last quarter.

SIG Debt Stock & Servicing

Total stock of public debt at the end of the June
quarter fell to $968 million (15.6% of GDP) from $991
million (16% of GDP) in the first quarter. The fall was
associated with net repayments of $30 million to both
the external and domestic debt stocks. Year-on-year,
the end June debt stock showed a decline of 11% over
the stock of $1,092 million in same period last year.
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Public External Debt Stock

Outstanding external debt decreased to $743 million
in the second quarter 2013 from the stock position of
$758 million at the end of last quarter. The marginal
fall in the country’s external debt reflected debt
repayments that were partially offsetted by an
increase in external loan balances as a result of a
weakening of the Solomon Islands dollar' against the
euro and Singapore dollar of which these loans are
denominated.

Government external debt repayments that were
made through the Central Bank of Solomon Islands
within the period under review was $20 million
compared to $9 million in the previous quarter.
The repayment included principle repayments of
$16 million and interest payments of $4 million,
compared to scheduled principle repayment of $15
million and interest payment of $3 million.

1. As at end of month.
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The external debt stock by currency composition, the
SDR accounted for 78 % of the total external debt stock
as in March. The USD constituted the second largest
share with 17%, falling to $127 million from $134
million at end of last quarter. The Euro component
of debt stock went down slightly from $29 million in
the last quarter to $28 million. The residual holding
was in Kuwait currencies, which constituted the
remaining 1% at the end of review period.

Public Domestic Debt Stock

The stock of domestic debt in June fell by 4% against
the level recorded in the previous quarter to $225
million. The fall in domestic debt stock was attributed
to principle repayments of $9 million and $1 million
in interest payments.

The CBSI holding of domestic debt at end of the
reviewed quarter stood at $78 million, compared to
$80 million in the previous quarter. Other Financial
Corporations (OFCs) held $61 million, “Other debt
holders” accounted for $46 million, while Other
Depository Corporations (ODCs) $41 million.

For debt sustainability analysis, at the end of second
quarter of 2013, the debt-to-GDP ratio continued
to improve relative to the previous quarter, mainly
due to decline in debt stock. As a result, the ratio

continued to hover around 16% of GDP, well below
the threshold of debt to GDP at 30%. Other debt
sustainability indicators such as the external debt
service to export of goods and services, and total
debt service-to-domestic revenue showed increases
to 2% and 5% from 1% and 3% respectively in March
quarter.
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4. BALANCE OF PAYMENTS

The balance of payments recovered in the second
quarter of 2013 with the ‘current and capital accounts’
registering a net lending (surplus) of $141 million.
This was an improvement from the net borrowing
(deficit) of $52 million in the previous quarter. The
positive result emanated from strong inflows in the
current (secondary income) and capital transfers
accounts and the reduction in the trade deficit in
the goods account. On the contra-side, the ‘financial
account’ posted a net lending of $107 million,
increasing from the net lending of $47 million in the
first quarter. This was related to the continued rise
in financial assets and a slight decline in financial
liabilities.

Table 4.1: Balance of Payments Statistics Summary

(SBD Millions)
2012 2013
Q4 Q1 Q2
1. Net Current and Capital
Accounts/*1 88 (52) 141
Current Account
Trade in Goods (net) 4| @55 | 42
Exports f.0.b. 872 684 | 817
Imports f.0.b. 876 840 | 859
Trade in Services (net) (121) (84) 97
Primary Income (net) (165) | (125) 132
Secondary Income (net) 124 193 273
Balance on Current Account (166) | (171) 2
Capital Account
Balance on Capital Account 254 119 | 138
2. Financial Account
Net Financial Account/*1 (53) 47 107
3. Net errors and omissions 152 | (100) | (34)
Level of Official Reserves at end of
period 3,668 | 3,649 | 3,742
Note: *1/ Net lending (+)/Net borrowing (-)
Source: CBSI

Accordingly, the gross foreign reserves increased by
3% to $3,742 million at end June 2013. This was due
to strong foreign transaction inflows that offset the
rise in revaluation losses and outflows. The level of
reserves is sufficient to cover 10.1 months of imports.

Current Account

The current account balance recorded a surplus of
$2 million, a positive outcome from the $171 million
deficit recorded in the previous quarter. This came

largely from an increase in the secondary income
account which posted a surplus of $273 million from
$193 million. The significant reduction in the goods
account deficit also contributed to the outcome.
Meanwhile, the services and primary accounts
deteriorated indicating net outflows (payments) for
services and income. The services account deficit
gap widened to $97 million from $84 million and the
primary income account deficit expanded from $125
million to $132 million in the June quarter.

Goods Account

The balance on trade in goods for the quarter
recorded a deficit of $42 million. This narrowed from
a $155 million deficit in the previous quarter. The
result was driven by an increase in total exports by
19% to $817 million compared to a 2% rise in total
imports to $859 million.

Exports

The surge in exports was driven by robust growth in
mineral and palm oil commodities. Mineral exports
increased significantly from $123 million to $202
million. This positive outturn emanated from the
higher volumes exported in spite of the continued
downward movement in gold prices during the
quarter. Palm oil exports more than doubled to $72
million from $33 million on the back of an increase
in the volumes shipped. Other exports jumped to
$37 million from $6 million in the previous quarter
due to the shipments of béche-de-mer following the
government’s temporary permission for harvesting
and exporting of the commodity during the period.
The two rural-based commodities, copra and cocoa
also performed favourably in the June quarter due to
higher export volumes and favourable international
prices. ‘Copra and coconut oil” doubled to $22 million
and cocoa exports jumped by 43% to $18 million.

Meanwhile, round log exports fell marginally
by 2% to $361 million due to lower production
and shipments during the quarter, and amidst
decelerating log prices over the past seven quarters.
However, despite the slight fall, round log exports
remained the largest export commodity composing
44% of the total exports. Fish exports also dropped
by 19% to $69 million and were attributed to lower
fish catch despite the rise in fish prices during this
period. Re-exports, as expected slumped by 57% to
$7 million due to the one-off repatriation of used
mining machineries in the previous period. Sawn
timber, on the other hand, remained at $22 million
during the quarter.
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Imports

Total imports rose slightly to $859 million from
$840 million in the previous quarter. This followed
an increase across all the major imported categories
except for ‘machineries and transport equipment’
which dropped by 13% to $228 million. Food imports
increased by 7% to $191 million due to higher imports
of rice and meat foods, mineral fuels went up by 6%
to $242 million due to higher fuel consignments,
crude materials increased by 41% to $15 million, and
beverage and tobacco rose by 33% to $14 million.
Basic manufactures and chemicals both increased
by 4% to $124 million and $77 million, respectively.
Miscellaneous items also rose 38% to $60 million.

Service Account

The deficit on trade in services widened to $97
million from the $84 million deficit posted in the last
quarter. This was largely driven by a 12% increase
in service payments to $381 million compared to the
11% increase in services receipts to $257 million.

The increase in services receipts (credits) came
from the increase in transport payments by 8% to
$64 million notably from sea transport and travel
payments by 7% to $129 million due to the increase
in both personal and business travel outflows. The
increase in financial services rising by 98% to $13
million and ‘personal, cultural and recreational’
services up by 13% to $68 million also led to the
increase in service receipts during the quarter. On the
other hand, services receipts on telecommunications,
construction and ‘government goods and services’
remained constant at $6 million, $1 million and $2
million, respectively.

The surge in services payments (debits) was driven by
the increase in all major service payment categories.
Travel payments increased by 7% to $122 million.
This came from the increase in business travel by 23%
to $57 million, which offset the 3% drop in personal
travel outflows to $66 million. Transport payments
increased by 13% to $99 million, telecommunication
by 22% to $39 million, and government services
payments by 46% to $18 million. Meanwhile,
construction payments increased slightly to $4
million from $3 million and financial services to
$2 million from $1 million. Insurance services
and ‘personal, cultural and recreational’ services
remained unchanged at $12 million and $2 million,
respectively during this quarter.

Primary Income Account

The balance on primary income posted a deficit of

$132 million. This widened further from a $125
million deficit in the previous quarter. The outcome
resulted from a larger fall in primary income credits
(receipts) relative to the increase in primary income
debits (payments).

The primary income credits fell by 10% to $38 million,
stemmed mainly from the decline in other primary
income associated mainly with fishing licencing
from foreign fishing companies that fell by 37% to
$13 million. In contrast, ‘investment income’ receipts
rose from $20 million to $24 million as interest earned
from ‘reserve assets’ rose to $14 million from $11
million. Meanwhile, receipts from direct investment,
portfolio investment and compensation of employees
remained unchanged from the previous quarter at $7
million, $3 million and $2 million, respectively.

The primary income debits rose 1% to $170 million
due to the increase in ‘investment income’ payments
to $159 million from $154 million in the previous
quarter. This outweighed the drop in ‘compensation
of employees” from $13 million to $12 million this
quarter. The rise in ‘investment income’ payments
during the quarter came directly from increase in
‘direct investment’ and ‘other investment’ rising by
2% to $136 million and 8% to $23 million, respectively.
The increase in direct investment is mainly due to
reinvestment of profits earned by foreign investors
whilst, the increase in other investment was due to
higher interest payments on external loans.

Secondary Income Account

The balance on secondary income during the quarter
recorded an increasing surplus by 41% to $273
million. This positive outcome was due to a larger
increase in secondary income credits (current transfer
receipts) compared to a drop in secondary income
debits (current transfer payments).

The secondary income credits rose by 30% to $335
million. This was attributed mainly to ‘general
government’ transfer receipts which rose 53 % to $286
million during the quarter. The rise in government
receipts resulted from higher donor inflows for
government recurrent budget support particularly in
the health and education sector. On the other hand,
the transfer receipts from private sectors classified
under ‘deposit taking corporations and other sectors’
dropped by 32% to $49 million. This was due to lower
current transfer received for NGOs and Churches in
the country.

The secondary income debits fell by 5% to $62
million during the quarter. This was due to a
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fall in both ‘general government’ and ‘deposit-
taking corporations and other sectors’ (private
sector). General government transfer payments
dropped from $9 million to $8 million due to lower
payments for subscription fees and contributions to
international and regional organisations. Similarly,
private sector transfer payments fell by 3% to $54
million, reflective of lower remittances sent abroad
by long term expatriates working in the country.

Capital Account

The balance on capital account rose 16% from the
previous quarter to $138 million surplus. This
represented solely capital transfer credits as there
were no capital transfer debits. The rise in capital
account credits was attributed to increased donor
inflows for capital projects recorded under general
government capital transfer receipts.

Financial Account

The overall balance of the financial account during
the quarter posted a net lending of $107 million. The
net lending means that in net terms, the Solomon
Islands economy supplied more funds to the rest of
the world. The net lending for the quarter more than
doubles the net lending of $47 million a quarter ago.
This upsurge was attributed to a significant increase
in financial assets relative to a slight drop in financial
liabilities.

Financial assets rose by 39% to $208 million due
mainly to an increase in reserve assets transactions to
$218 million from $28 million. This growth in reserve
assets was largely due to higher foreign exchange
receipts on exports and donor inflows. Meanwhile,
transaction flows on direct investment assets fell
from $4 million to $3 million. On the other hand,
other investment assets recorded a net position of
minus $11 million after recording $126 million in
the previous quarter. The negative movement for
portfolio and other investment during the quarter
reflected a drawdown from its stock position in the
International Investment Position.

The financial liabilities fell slightly from $102
million a quarter ago to $101 million. This was due
to a threefold decline in other investment liabilities
from minus $10 million to minus $37 million. This
outcome reflected higher repayments made during
the quarter for liabilities on loans, trade credits and
other payables. However, the larger payments were
lessened by the increase in direct investment liabilities
which rose to $138 million from $118 million. The
increase in direct investment liabilities reflected the

high re-invested earnings of local foreign enterprises
during the quarter.

International Investment Position

The international investment position (IIP) is the
country’s balance sheet of the stock of external
financial assets and liabilities. The IIP registered a
net borrowing of $5,636 million at the end of second
quarter. This was an $87 million reduction in the
net borrowing position from the previous quarter.
The borrowing (deficit) outcome emanated from the
relatively larger magnitude rise by $137 million in
financial liabilities compared to the $51 million rise
in financial assets.

The stock of financial assets recorded $4,849 million
at the end of the quarter. The 1% increase was driven
mainly by increase in the stock of reserve assets which
rose to $3,742 million from $3,649 million and the
stock of direct investment to $270 million from $268
million. Meanwhile, the stock of portfolio investment
assets and stock of other investment fell by 2% to $122
million and 6% to $715 million, respectively, due to a
drawdown in transactions in the financial account.

The stock of financial liabilities increased by 1% to
$10,486 million. This was due mainly to a 2% increase
in the stock of direct investment to $7,152 million.
Other investment assets minimally increased to
$3,326 million from $3,324 million while, portfolio
investment declined from $11 million to $8 million.

Reserves

The gross foreign reserves rose by 3% in the second
quarter to $3,742 million. After the slight dip in the
previous quarter, the positive result came about
due to a spike in net foreign exchange transactions.
During the period, trade, donor and reserves interest
inflows all increased. This more than offset the rise in
outflows linked to government payments and foreign
exchange revaluation losses due to the strengthening
Solomon Islands dollar (SBD). The level of reserves at
the end of the quarter was equivalent to 10.1 months
of imports of goods and services.
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Exchange rate

Second quarter nominal bilateral exchange rate
outcomes saw the SBD strengthened against all
the major trading currencies. The SBD appreciated
by 0.5% against the United States dollar (USD) to
a quarterly average of $7.29 per USD. Against the
Australian dollar (AUD), the SBD went up by 4.9% to
$7.23 per AUD. It also appreciated by 7.8 % against the
Japanese Yen (JPY) to $7.39 per 100JPY, 2.1% against
the New Zealand dollar (NZD) to $5.98 per NZD and
by 1.5% against the British Pound (GBP) to $11.20 per
GBP. The SBD appreciated by 1.5% against the Euro
to $9.52 per EUR. The exchange rate developments
during the quarter reflected the weaker external
conditions in the advanced economies.
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Accordingly, the effective exchange rates mirror
movements in the bilateral exchange rates. The trade-
weighted nominal effective exchange rate (NEER)
appreciated by 0.9% during the quarter. While,
the inflation-adjusted real effective exchange rate
(REER) appreciated by 1.2%. These results indicate
continued strengthening of the SBD against its
basket of partner currencies. This also means imports
become relatively less expensive for the country and
helping to dampen imported inflationary pressure.
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5. DOMESTIC ECONOMY

Domestic economic activities, measured by the CBSI
production index' rebounded in the second quarter
following declines in the past two consecutive
quarters. The index rose by 18% to 88 points from 74
points in the previous quarter (see Figure 5.1). The
pick-up was due to a growth in palm oil by 16%, 26%
increase in palm kernel, a considerable improvement
in cocoa up by 85%, and an 89% surge in gold output
over the quarter. These growths outweighed the
declines in copra by 21%, fish by 6%, and log by 1%.
The rebound in production index for the quarter
was partly driven by both favourable international
prices to some commodities, particularly agriculture
commodities and favourable weather conditions
compared to the preceding quarter.

Figure 5.1 Production Index
140

120

- /_\

RN ’
~/

=100)
\

Index (2012:

40

20

Mar‘ Jun ‘ Sep ‘ Dec ‘ Mar‘ Jun ‘ Sep ‘ Dec ‘ Mar ‘ Jun ‘ Sep ‘ Dec ‘ Mar‘ Jun ‘

2010 ‘ 2011 2012 ‘ 2013 ‘

Source: CBSI J

Logs

Log exports, as a proxy for production, remained low
for the third consecutive quarter. Log output slightly
slipped by 1% to 436,935 cubic meters in the second
quarter from 439,813 cubic meters in the previous
quarter. The lower output over the quarter was due
to heavy rainfall in the provinces, which affected June
production to be exceptionally lower than expected.
Year-to-June production recorded 876,747 cubic
meters, 9% below half yearly production recorded in
first six months of 2012.

Log exports by province showed that Western
province still accounted for the largest proportion

1. Rebased to 2012.

of log exports with 36% followed by Isabel Province
(28%), Makira (10%), Choiseul (9%), Renbell (7%),
Guadalcanal and Malaita provinces make up for the
remaining 10% (see Figure 5.2).
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Average international log prices? continued with a
declined trajectory in its seventh quarter in a row.
Prices fell by 6% to USD302 per cubic meter compared
to USD323 per cubic meter in the first quarter (see
Figure 5.3). The subsequent fall in international log
prices was a result of continued weakening Asian
demand as the bulk of the log exports were destined
to China.
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2. Sourced from the World Bank
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Mineral

With the continuous slowdown in production over
the past five quarters, gold production for June
quarter rebounded significantly to 18,717 ounces
(0z) from 9,905 oz in the March quarter. Favourable
weather conditions at the mine site during the
quarter contributed to the improved production in
the second quarter (see Figure 5.4). Compared against
the corresponding quarter in 2012, gold production
recorded a 1% growth. In spite of this, accumulated
year-to-June output only recorded 28,623 oz, which
was 29% below year-to-June production a year ago
due to very low output in the first quarter of 2013.

Meanwhile, the average international price for
gold continued to remain weak, falling by 13% to
USD1,415 per oz from USD1,631 per oz, recording
the lowest price in the past 2 years.

~
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Silver production also rebounded considerably
from 4,174 oz to 6,949 oz in the second quarter.
Contrastingly, the international price of silver was
on the downside, with June quarter showing further
deterioration to USD23 per oz, a 23% fall against the
previous quarter.

Fish

Fish catch continued to fall in the second quarter,
decreasing by 6% to 3,893 tons at end June, the
lowest recorded output in the past two years (see
figure 5.5). This output level was 36% lower than the
second quarter a year ago. The low output was due
to fewer boats available for fishing activities as two
boats went for dry docking whilst another boat was

commissioned for tuna tagging duties. As a result,
the year to June total catch fell short by 30% to 8,050
tons against the same period in 2012.

Despite the fall in catch, canned tuna production went
up by 3% to 161,498 cartons from 156,665 cartons in
the previous quarter. Fish loin and fish meal rose
9% and 26% respectively over the quarter reflecting
the additional fish catches (specifically Albacore)
offloaded by foreign boats under the Parties to the
Nauru Agreement (PNA).

Average international prices rose by 20%, reversing
the trend which saw prices bottomed out in the
March quarter. In the June quarter, the price of fish
stood at USD2,093 per ton against USD1,750 per ton
in the previous quarter.

\
Figure 5.5 Fish Catch and Average Price
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Palm Oil

Harvested fresh palm fruit bunches increased by 16 %
from 33,604 tons to 38,889 tons this quarter. As aresult,
all palm productions went up with palm oil output
improving by 16% against the previous quarter to
8,720 tons whilst, kernel, kernel oil and meal went
up by 26% to 2,116 tons, 891 tons, and 1,104 tons,
respectively (see Figure 5.6). Despite the increase,
all these products fell below 2012 production levels
in the similar period, with a 3% decline in palm oil
whilst the rest of the bi-products declined by 11%
each. Year-to-June production showed palm oil
maintaining its half yearly production compared to
the same period in 2012 at 16,257 tons, whilst each of
the three remaining bi-products slid by 10%.
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Compared to the previous quarter, the average
international price for palm oil marginally dropped
by 0.2% to USD851 per ton whilst palm kernel oil
slightly increased by 2% from USD824 per ton to
USD837 per ton. Contracted prices received by the
local exporter showed a similar trend, witnessing a
decline in both crude palm oil and kernel oil over the
second quarter, by 8% and 30% to reach USD814 per
ton and USD883 per ton, respectively.

Figure 5.6 Palm Oil production, International and
Contract Prices
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Copra

Following a slight rebound in copra production
in the previous quarter, production plunged this
quarter by 21% to 2,609 tons, the lowest output on
record (see Figure 5.7). This has resulted in year-to-
June production to reach 5,925 tons, which was 62%
below similar period in the previous year. Copra
commodity is price sensitive and the prolonged
subdued price has negatively affected copra output.
Copra producers have either shifted to producing
coconut oil or selling copra to coconut oil producers
thus, driving the volume of copra exported to very
low levels. Low production in copra will be expected
as long as the prices of coconut oil remain favourable
against copra prices (see Figure 5.7).

Similar to previous quarter, Guadalcanal province
still accounts for the largest share with 887 tons
(34%) with Western province maintaining the second
largest share of 554 tons (21%), followed by Central
province 360 tons (14%), Malaita province 323 tons
(12%), Choiseul province with 254 tons (10%), whilst
the other provinces had shares of less than 10% each.

The average international price for copra slightly
rebounded by 1% from USD553 per ton to USD560 per
ton; however, still at very subdued level. Similarly,
contract prices received by local exporters further
declined by 3% to USD404 per ton from the revised
price of USD415 per ton in the previous quarter. On
the other hand, the average domestic price received
by local farmers improved for the second consecutive
quarter by 9% from $1.92 per kilogram to $2.08 per
kilogram.

Figure 5.7 Copra Production, Internataional Prices for Copra \
and Coconut Oil .
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Cocoa

Following a very low output in the previous quarter,
cocoa production rebounded significantly to 1,213
tons from 656 tons in the March quarter. Despite that,
output was 34% below similar quarter in 2012. Year-
to-June production was 1,869 tons, 28 % lower than the
first six months of cocoa output a year ago. Historical
trend consistently showed improved production in
the second quarters of each year and this was related
mainly to the yielding pattern of the crop.

Production by provinces showed Guadalcanal
province still maintained the largest share with 468
tons (39%), second was Malaita province with 427
tons (35%), Makira 284 tons (23%) whilst the rest
of the provinces accounted for the remaining 3% of
production.

The average international price of cocoa observed
a slight uptick of 5% from USD2,209 per ton to
USD2,307 per ton. On the flipside, contract export
prices received by local exporters fell by 2% to
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GBP1,282 per ton from GBP1,302 per ton posted in
the previous quarter. As a result domestic prices paid
to local farmers slipped by 3% to $11.33 per kilogram.

Manufacturing

The second quarter showed another improvement
in manufacturing activities as measured by the
CBSI manufacturing index®, increasing by 12% to
244 points from 217 points in the first quarter. All
manufacturing activities recorded an expansion
in output resulting in an increase from both the
manufactured products destined for exports and
domestic purposes. Soltuna operations improved
in the second quarter with production in domestic
items rising by 3% whilst production for export also
increased by 8%. Preliminary figures on alcohol and
soft drink production also showed an improvement
this quarter by 21%, reversing the 17% decline in the
first quarter. In addition, biscuit production went up
by 28% compared to a 13% fall in the previous quarter.
Meanwhile, tobacco production still maintained its
first quarter levels with only a marginal increase of
0.4% in output over the second quarter.

The year-on-year overall manufacturing index
increased by 42% compared to the same quarter in
2012, reflecting a surge in production for exports in the
second quarter and a 12% increase in manufactured
items for domestic purposes.

\
Figure 5.8 CBSI Manufacturing Index
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3. CBSI Manufacturing index represent both domestic
and exported goods.

Employment

Employment indicators for labour market conditions*
improved compared to the slowdown in employment
seen in the first quarter of 2013. The total contributors
(active and slow active) increased by 6% to 48,346
from 45,753. Year-on-year comparisons also reflected
a 5% growth on employment during the second
quarter. Of the average total contributors, the active
contributors declined by 3% to 33,536 from 34,634 in
the first quarter, resulted in “slow active’ contributors
to increase by 33% over the quarter to record high of
14,810 contributors against 11,119 in the first quarter
of 2013.

Meanwhile, the CBSI job vacancy advertisement
survey showed a slight decline in the number of
advertised jobs by 3% to 491 vacancies from 505
vacancies in the first quarter of 2013. In terms of
vacancy by sector, the education sector still dominated
with 196 vacancies (40%), followed by public
administration which accounted for 103 vacancies
(21%), non-governmental agencies with 62 vacancies
(13%) and private household with 25 vacancies (5%).
The remaining nine sectors contributed a total of 105
vacancies (12%).

Energy

Units of electricity generated by the Solomon Islands
Electricity Authority (SIEA) fell by 6% to 19,105
Megawatt hour (MWh) from a revised 20,309 MWh
in the first quarter of 2013. Despite the fall, electricity
production was 4% and 7% higher than the same
quarter and the first half of 2012, respectively.

Units of electricity sold were sustained at 15,339
MWh, albeit a 1% marginal decline compared to
the record high in the previous quarter. This was
driven by falls in sales to domestic and commercial
categories that slightly outweighed the increasing
sales to the Government and others. As shown in
Figure 5.9, sales to Government increased by 37%
in the second quarter to 2,417 MWh whilst units
sold to other category slightly went up by 1% to
224 MWh. On the downside, units sold to domestic
and commercial categories declined by 10% to 3,570
MWh and by 4% to 9,129 MWh, respectively.

Against the corresponding period of 2012, total
units of electricity sold over the quarter went up
by 12%. Electricity sold to domestic and others
significantly surged by more than twice, whilst sales
to Government went up by 16%. On the other hand,

4 . SINPF Contributors.
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sales to commercial declined by 7%. Compared to the
first half of 2012, units of electricity sold grew by 8%.

Unsold units continued to reduce, down this quarter
by 22% to 3,766 MWh from a revised 4,836 MWh in
the previous quarter. As a result, the ratio of unsold
units to generated units further declined to 20%
compared to 24% in the previous quarter.

Figure 5.9 Units of Electricity Generated and Sold
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Foreign Investment

Approved applications for foreign direct investment
increased by more than twofold from 23 applications
to 49 applications in the second quarter, reverting the
falls in the past four quarters.

The surge in the number of applications during the
quarter was due to an increase in applications for
mining, fisheries, wholesale and retail, other services,
forestry, construction, transport and communication
which outweighed the declines in applications for
tourism, consulting, and agriculture. In terms of
application by sector, wholesale and retail remain
dominant with 16 applications followed by other
services which accounted for 13 applications, mining
and fisheries rose to 4 applications each, forestry,
construction and transport and communication
each accounted for 3 applications, 2 applications
for agriculture whilst 1 application was for
manufacturing sector

Distribution by province *showed that 38 applications

5. Foreign investors indicated in their applications that
they will operate in more that one province. Therefore,
the provincial distribution will be greater than the 49
foreign investments applications that were recorded in
the quarter.

registered to operate in Honiara, 27 applications for
Guadalcanal, Western with 22 applications while
20 applications for Malaita, 19 applications each
for Central, Isabel, Choiseul and Temotu while the
remaining provinces accounted for 18 applications
each.

Total value of investment was 12% higher than the
previous quarter, however in terms of estimated
export value, the estimates were 3% lower compared
to first quarter and 65 % less against the corresponding
period in 2012.

Inflation and Honiara Fuel Prices

Asillustrated in Figure 5.10, the headline inflation rate
for June® eased to 5.2% compared to 7.1% recorded
at the end of the previous quarter. The slowdown
was driven by fall in consumer price index (CPI)
for recreation by 1.5% whilst all other components
demonstrated sluggish growth against March CPIL
Of the total inflation rate recorded for June, food
accounted for 2.3%, followed by housing utilities with
1.2%, transport and communication 0.7%, recreation
and drinks and tobacco each contributed 0.3%,
clothing and footwear with 0.2% and miscellaneous
representing 0.1% (see Figure 5.11). Compared to the
previous quarter, all components contributed less to
the overall inflation rate for June except for clothing
and footwear and miscellaneous that remained
unchanged at 0.2% and 0.1% respectively.

~

Figure 5.10 Honiara Retail Price Index (3mma)
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6. Measured by three months moving average (3mma)
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In terms of sources of inflation, imported inflation
rate for June declined to 1.4% from 2.8% at the end
of the first quarter driven by falls in housing &
utilities and transport & communication. From the
imported inflation rate, the largest contribution came
from food which comprises of 0.7%, followed by
housing utilities and transport and communication,
each accounted for 0.2% whilst 0.1% each for the
remaining categories.

4 D

Figure 5.11 Inflation Contributions by Components
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Domestic inflation also retreated from 10.1% in
March to 7.6% in June. This was due to declines in
the contributions from food, household operations
and recreation & other categories. However food
prices started to pick up in June. Of the domestic
CPI, food category accounted for 3.0%, compared
to 4.0% at the end of the previous quarter, followed
by housing utilities, which eased from 2.8% to 2.2%,
transport and communication dropped to 1.1% from
1.4%, drinks and tobacco slowed down from 0.8%
to 0.6%, recreational and health at 0.5%, household
operations with 0.2% whilst clothing and footwear
contributed 0.1%.

Honiara retail fuel prices further declined during
the quarter by 1% to an average of $11.49 per litre
from $11.63 per litre in the first quarter. This was due
to slight falls across all fuel categories. The fall was
attributed to declines in kerosene by 2% to $12.19
per litre, diesel prices retreated by 2% to $11.15 per
litre while petrol fell marginally by 0.1% to $11.12
per litre. These fuel prices were 5% below the same
period a year ago.
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Table

Table

Table

Table

Table

Table

Table

Table

Table

NOTES TO STATISTICAL TABLES

1.1 Depository Corporations Survey
The Depository Corporations Survey (DCs) is derived from the Central Bank Survey (Table
1.2) and Other Depository Corporation Survey (ODCs) — (Table 1.3).
1.2 Central Bank Survey
The Central Bank Survey is derived from the assets and liabilities of the Central Bank of
Solomon Islands (CBSI) which is based on the CBSI’s monthly trial balance.
1.3 Other Depository Corporations Survey
Deposits of banks
Following the introduction of a monthly reporting system in January 1989, all figures
shown are for end of period. Some caution should be exercised, therefore, when making
comparisons with past years which are period averages.
Shares and other equity
Included here are: Funds contributed by owners; Retained Earning and General Special
Reserves.
l.4a & 4b Sectoral Distributions of Commercial Bank Credit Outstanding
Loans and advances are classified by sector according to the main economic activity of
the borrower and are compiled from the monthly returns submitted by commercial banks.
1.5 Other Depository Corporations Liquid Assets Position
The data are derived from the balance sheets of the banks. Effective January 1989, all
figures are reported on end-month basis.
Commercial banks are required to hold a percentage of total deposit liabilities in the form
of liquid assets, as determined by the Central Bank. The surplus/deficit position shows
the excess shortfall of liquid assets holdings over/below the statutory required level.
1.6 Other Depository Corporations Clearing
This table presents data on the total number and average value of cheques cleared by
commercial banks at CBSI on a monthly basis.
1.8 Value of Currency in Circulation by Denomination
This includes notes and coins by denomination.
1.12 Assets and Liabilities of Credit Corporation of Solomon Islands
All lending is in motor vehicles for both private and businesses. The term deposits, most
by NPF, are for terms 6 months and 4 years.
1.13 Assets and Liabilities of The Solomon Islands National Provident Fund

The major components of the assets is in commercial banks term deposits.
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Table 1.14 Balance of Payments & International Position Statistics Summary

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

Table 1.20 Value of Imports by Import Category

The table is based on the Standard International Trade Classification (SITC) system.

Table 1.21 - 1.25 Foreign Exchange Transactions (FET)

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

Table 1.30 International Commodity Prices

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

Table 1.31 Production by Major Commodity

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

Table 1.34 Number, Value of Building Permits Issued, Honiara

The data over permits issued by the Honiara Town Council for construction of buildings
in Honiara only.

Table 1.35 Total Visitor Arrivals

Visitors include tourist, business clients and others.

Table 1.37 Selected Economic Indicators

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