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12 March 2020
UPDATE OF THE SAMOAN ECONOMY IN THE FIRST SEVEN MONTHS OF FY2019/20 TO JANUARY 2020 

A. WORLD ECONOMY

The world economy remains unsettled with the International Monetary Fund (IMF)’s January 2020 World Economic Outlook (WEO) Update confirming the sluggish growth momentum in 2019.  According to the IMF, the world economy grew by 2.9 percent in 2019, slowing down from 3.6 percent in 2018.  The WEO Update pointed to a steady recovery in the global economy to 3.3 percent in 2020 and 3.4 percent in 2021, which were downward revisions from the October 2019 WEO, mainly attributed to the continued presence of downside risks around the world.  The economic recovery expected for 2020 onwards was on the back of positive market sentiments on global manufacturing and trade activities, the effects of the largely accommodative monetary policies in the major economies and easing of trade tensions between the US and China.

This economic outlook, however, was released before the widespread outbreak of the 2019 novel coronavirus in mid-to-late January in China and subsequently around the world.  While there is currently an uncertainty on the magnitude of this epidemic, it is already thought to be greater than the effects of the 2002/2003 SARS outbreak.  Some market analysis have indicated the economic shock to China alone are likely to be three times larger than the SARs.  What has become increasingly evident is that the disruption to the already slowing Chinese economy which accounts for about 17 percent of global GDP, will spill over to the rest of the world.  Furthermore, the worldwide travel restrictions now imposed by several countries will impact the global tourism industry, with the crucial manufacturing and logistics hub of Wuhan (the epicentre of the virus) likely to also impact the global supply and trade chains.  Aside from this, other risks dampening growth prospects worldwide include the lingering uncertainties relating to the US’ trade policies particularly leading into their General Elections later this year, the political unrest and instability in Europe and other advanced economies, weak investments and natural disasters.  

Of Samoa’s trading partners, the U.S economy recorded an annualized gross domestic product (GDP) expansion of 2.3 percent in the December 2019 quarter, compared to the 2.1 percent in the previous quarter. Australia’s economy grew 2.2 percent in the year ending December, expanding from the 1.8 percent annual growth in the third quarter of 2019 but nonetheless well below trend. The December 2019 quarter economic growth figures for New Zealand are not yet available but market forecasts point to a 2.3 percent average growth, slowing down from a 2.7 percent average expansion in the year to September 2019 that was driven by positive retail trade, information media & telecommunication and manufacturing activities.  Given the strong trade relationships between Australia and New Zealand with the Chinese economy, it is expected that the economic impacts of the coronavirus outbreak will spillover to these countries and indirectly affect the Samoan economy as well.

Given the weak economic prospects amidst the rising downside risks (primarily from the growing global coronavirus outbreak) and the subdued inflationary pressures, central banks worldwide are expected to ease their monetary policies in the months ahead to provide support for their economies. Recently, the US Federal Reserve Bank reduced its Fund Rate by 50 basis points in an emergency move on 3rd March, with the Reserve Bank of Australia following suit with a 25 basis points cut in its policy interest rate on 4th March to a new record low of 0.50 percent.  Further interest rate cuts are expected from these two major economies in upcoming months, with similar moves expected by the markets from the Reserve Bank of New Zealand in their policy meeting later in the month.

B. THE SAMOAN ECONOMY

1. Gross Domestic Product (GDP)

Nominal GDP
Quarter (Sept 2019 quarter)

$576.61 million, 5.6 percent higher than $545.81million in the September 2018 quarter.
Annual (12 months to end Sept 2019)

$2,255.98 million or 6.7 percent higher than $2,115.08 million for the same period up to Sept 2018.
GDP per capita (12 months to Sept 2019)

$11,254.0 per capita, 5.8 percent higher than $10,636.4 for the same period up to September 2018.
Real GDP

Quarter (Sept 2019 quarter)
$528.77 million, 4.4 percent higher than $506.48 million in Sept 2018 quarter.

Annual (12 months to end Sept 2019)

$2,064.20 million, 4.4 percent higher than $1,976.27 million for the same period up to September 2018.

2. Inflation

The annual average headline Consumer Price Index inflation rate dropped to 1.5 percent in January 2020, from 2.2 percent in June 2019 and 3.7 percent in January 2019. This monthly decline was due to reductions in both the imported inflation to 0.1 percent (from 0.8 percent) and local inflation to 2.9 percent (from 3.7 percent) over June 2019.  
3. Agricultural produce sold at Market outlets around Apia
According to the Samoa Bureau of Statistics (SBS) survey, the volume of agricultural produce supplied to the local markets fell by 7.7 percent in the seven months to January 2020, over the same period last year. This overall reduction was due to lower supplies of ta'amū and breadfurit while the bulk of the decline was recorded for vegetables (particularly head cabbage, tomatoes, cucumber and pumpkin). Consequently, the average price index of agricultural produce sold at the local markets rose by 7.1 percent in the period under review.
4. Balance of Payment

External Trade: 
i. Total Exports of Goods (first seven months to Jan 2020)
$84.73 million; 5.3 percent higher than $80.49 million, in the first seven month to January 2019. 
Export Composition 

The shares of the main exports were as follow:
Re-exports – 29.7 percent



 ($25.18 million)

Domestically produced exports – 70.3 percent

 ($59.55 million)

Of which;


   
Fresh Fish – 60.4 percent



($35.97 million)

Taro – 7.6 percent




  ($4.54 million)

Beer – 4.4 percent




  ($2.63 million) 

Nonu Juice – 3.2 percent



  ($1.90 million)
Cigarettes    - 2.0 percent



  ($1.22 million)

Crude coconut oil – 1.6 percent


  ($0.94 million)

Coconuts – 1.4 percent



  ($0.86 million)

Scrap Metal – 1.2 percent



  ($0.69 million)

Kava - 
1.0 percent




  ($0.61 million)
Others – 17.1 percent




  ($10.19 million)

ii. Total Imports of Goods (first seven months to January 2020)
$553.42 million, 2.3 percent higher than $540.71 million in same period up to January 2019.  

· Government imports jumped up by 17.7 percent to $42.73 million 

· Non-petroleum private sector went up by 4.8 percent to $419.81 million

· Petroleum decreased by 12.5 percent to $90.88 million 

iii. Net Trade of Goods Deficit (first seven months to January 2020)
$468.68 million, 1.8 percent higher than $460.23 million in seven months to January 2019
iv. Visitor Arrivals and Receipts (first seven months to January 2020)
Total Arrivals 
113,485 visitors, 0.6 percent lower than 114,187 visitors in January 2019.  
Total Receipts

$329.97 million, 2.1 percent higher than $323.30 million in January 2019. 
v. Private Remittances (first seven months to January 2020) 
$328.11 million, 4.1 percent higher than $315.30 million in January 2020.
vi. Gross Official Foreign Reserves

$511.37 million at end January 2020, 6.1 percent higher than $445.58 million in the same month last year.  At this level, this was sufficient to cover 6.6 months of imports, which was slightly lower than 6.7 months in January 2019.  
5. External Debt Outstanding (at end December 2019)

Debt Stock

$1,028.5 million (around 45.6 percent of nominal GDP), 3.3 percent lower than $1,063.9 million at end December 2018 (49.3 percent of nominal GDP).
Annual Debt Servicing (at end December 2019)

$71.43 million, which was 0.4 percent lower than $71.70 million in the year up to December 2018. This was equivalent to 
· 10.63 percent of recurrent revenue
; 
· 14.70 percent of foreign reserves
; or 
· 8.54 percent of total exports of goods and services
.
C. ISSUES AND CHALLENGES

1. Inflationary pressures continue to ease with headline inflation falling to 1.5 percent in January 2020 (after peaking at 4.7 percent in October 2018) while the underlying inflation was even lower at 1.2 percent.  Inflationary expectations have come down in the short term but risks of natural disasters and climatic changes are always a constant threat to price stability, especially from the agriculture production prices.

2. The latest update on GDP statistics is up to September 2019 quarter, which points to an annual Real GDP growth of 4.4 percent. This recovery over the year highlighted the positive results of the Pacific Games in July 2019 which significantly influenced all sectors of the economy as well as the completions of major government projects towards the Games such as the Faleolo Airport and Tanumalala Prison and projects that are underway such as bridges and road widening constructions.  Also taking into accounts the continuous positive and significant results recorded for private remittances, tourist earnings and proceeds from exports in the beginning of FY2019/20. 
3. However, the economy is expected to be adversely affected by the current slowdown in economic activities due to the measles crisis, with early estimates pointing to a 1.1 percent (of total annual GDP) reduction in economic production in the fourth quarter of 2019. The adverse impact has come from lower monthly tourist arrivals recorded for December 2019 and January 2020, where the bulk of reductions to the trend were mainly from ‘Visiting Families and Friends (VFR)” from New Zealand and Australia when compared to both December 2018 and January 2019 respectively. This also correlates with travelers from American Samoa which also exhibited substantial reductions of tourist arrivals stemming from strict border control requirements for the measles outbreak. The further discovery of the coronavirus in early January 2020 and the subsequent introduction of stricter border control requirements for the protection of our country from this epidemic means that our economy will be facing challenging times, especially the tourism industry and its ancillary services. That said, the continuous flooding of low-lying areas and bad weather also presented by unfavourable weather systems experienced in February 2020 also presents major challenges to flight disruptions to the travelling public (tourism industry) and potential adverse impact on agricultural production, in terms of shortage in supply and subsequent increased in prices.

4. Gross official foreign reserves stands at $511.37 million in January 2020, or around 6.6 months of imports cover, which is well above the Central Bank target of 4.0 months of imports. However, there are several large (private and public sector) projects on the horizon that could dwindle foreign reserves going forward if not managed properly. Close monitoring will continue as well as taking appropriate actions to ensure a viable level of international reserves is adequately invested in appropriate currency compositions and maturities to cater for Samoa’s foreign payments obligations.  

D. ATTACHMENT:
DETAILED REPORT ON THE MACRO-ECONOMY FOR THE FIRST SEVEN MONTHS OF FY2019/20 TO JANUARY 2020
A. WORLD ECONOMY

The world economy remains unsettled with the International Monetary Fund (IMF)’s January 2020 World Economic Outlook (WEO) Update confirming the sluggish growth momentum in 2019.  According to the IMF, the world economy grew by 2.9 percent in 2019, slowing down from 3.6 percent in 2018.  The WEO Update pointed to a steady recovery in the global economy to 3.3 percent in 2020 and 3.4 percent in 2021, which were downward revisions from the October 2019 WEO, attributed to the continued presence of downside risks around the world.  The economic recovery expected for 2020 onwards was on the back of positive market sentiments on global manufacturing and trade activities, the effects of the largely accommodative monetary policies in the major economies and easing of trade tensions between the US and China.

This economic outlook, however, was released before the widespread outbreak of the 2019 novel coronavirus in mid-to-late January in China and subsequently around the world.  While there is currently an uncertainty on the magnitude of this epidemic, it is already thought to be greater than the effects of the 2002/2003 SARS outbreak.  Some market analysis have indicated the economic shock to China alone are likely to be three times larger than the SARs.  What has become increasingly evident is that the disruption to the already slowing Chinese economy which accounts for about 17 percent of global GDP, will spill over to the rest of the world.  Furthermore, the worldwide travel restrictions now imposed by several countries will impact the global tourism industry, with the crucial manufacturing and logistics hub of Wuhan (the epicentre of the virus) likely to also impact the global supply and trade chains.  Aside from this, other risks dampening growth prospects worldwide include the lingering uncertainties relating to the US’ trade policies particularly leading into their General Elections later this year, the political unrest and instability in Europe and other advanced economies, weak investments and natural disasters.  
Of Samoa’s trading partners, the U.S economy recorded an annualized gross domestic product (GDP) expansion of 2.3 percent in the December 2019 quarter, compared to the 2.1 percent in the previous quarter. Australia’s economy grew 2.2 percent in the year ending December, expanding from the 1.8 percent annual growth in the third quarter of 2019 but nonetheless well below trend. The December 2019 quarter economic growth figures for New Zealand are not yet available but market forecasts point to a 2.3 percent average growth, slowing down from a 2.7 percent average expansion in the year to September 2019 that was driven by positive retail trade, information media & telecommunication and manufacturing activities.  Given the strong trade relationships between Australia and New Zealand with the Chinese economy, it is expected that the economic impacts of the coronavirus outbreak will spillover to these countries and indirectly affect the Samoan economy as well.

Given the weak economic prospects amidst the rising downside risks (primarily from the growing global coronavirus outbreak) and the subdued inflationary pressures, central banks worldwide are expected to ease their monetary policies in the months ahead to provide support for their economies. Recently, the US Federal Reserve Bank reduced its Fund Rate by 50 basis points in an emergency move on 3rd March, with the Reserve Bank of Australia following suit with a 25 basis points cut in its policy interest rate on 4th March to a new record low of 0.50 percent.  Further interest rate cuts are expected from these two major economies in upcoming months, with similar moves expected by the markets from the Reserve Bank of New Zealand in their policy meeting later in the month.

E. DOMESTIC ECONOMIC DEVELOPMENTS 

I. POLICY INSTRUMENTS AND DEVELOPMENTS

1. The Government’s net financial position in January 2020 recorded a surplus of $44.23 million over the same month last year.  

2. On exchange rates, the average nominal value of the Tala in the first seven months to January 2020, weakened by 0.04 percent when compared to the same period last year. This decline was underpinned by the depreciation of US dollar (down 2.2 percent), which outweighed the appreciation of the Australian dollar (up by 3.3 percent), the Euro (up 1.4 percent) and the New Zealand dollar (up by 1.3 percent) against the Tala. 

3. The banking system’s average liquidity in the first seven months to January 2020 expanded by 22.4 percent (or $53.87 million) to $294.30 million compared its average level in the same period of 2019. The bulk of this expansion was due mainly to a significant increase in commercial banks’ average exchange settlement accounts (up $59.38 million) and a slight pickup in vault cash (up $2.49 million) while their average holdings of CBS securities fell by $8.00 million.   

4. On interest rates, the overall weighted average yield on CBS securities (or official interest rate) edged down to 0.15 percent in January 2020 from 0.17 percent in the same month of the previous year.  Similarly, commercial banks’ weighted average deposit rate dropped to 2.46 percent from 2.77 percent last year. The weighted average lending rate also dropped to 8.88 percent in January 2020 from 9.01 percent last year. As a result, the weighted average interest rate margin widened to 6.42 percent from 6.24 percent margin.   
5. The commercial banks’ total lending to the private sector and public institutions combined increased by 6.8 percent to $1,187.67 million in January 2020, compared to the same month last year. As a result, the annual average credit growth rate increased to 5.6 percent from 3.3 percent in January 2019.  
6. Overall, total money supply (M2) expanded by $24.14 million (or 2.0 percent) in January 2020 to $1,230.99 million from end January 2019.  This reflected the strong growth in foreign assets of the Central Bank over the year. As a result, the annual average growth rate of M2 dropped to 9.0 percent at end January 2020, from 12.2 percent in the same month last year.      

II. MACRO-ECONOMIC OUTCOMES AND RESULTS – FIRST SEVEN MONTHS OF FY2019/20 TO JANUARY 2020
7. Visitor arrivals in the seven months to January 2020 declined slightly by 0.6 percent to 113,485 visitors over the same time last year. However, total visitor earnings edged up by 2.1 percent to $329.97 million in the corresponding period. Similarly, private remittances increased by 4.1 percent to $328.11 million in seven months to January 2020, compared to the same period last year.

8. Total export earnings jumped by 5.3 percent to $84.73 million in the first seven months of 2019/20 over the same period last year. The current overall expansion was due to an increase in domestically produced exports (up 15.5 percent), of which were mainly fresh fish and kava amongst others, which outweighed a 13.0 percent drop in re-exports.  
9. On imports, total import payments increased by 2.3 percent to $553.42 million in seven months to January 2020. This was mainly due to expansions in government imports by 17.7 percent, the private sector non-petroleum imports (up 4.8 percent) offsetting 12.5 percent decline in petroleum imports.  As a result, the merchandise trade deficit widened by 1.8 percent to $468.68 million in seven months of 2019/20 compared to the same period last year.
10. The balance of payments posted a surplus of $29.45 million (to $511.37 million) in January 2020 over the same period last year. This is in-light of government inflows of external funds for budget support as well as a robust CBS foreign exchange net buyer’s position with the commercial banks over the year.  The current level of gross official reserves was sufficient to cover 6.6 months of imports; which was slightly lower than 6.7 months in January 2019.  
11. The average volume of agricultural produce supplied to local produce markets around the Apia area recorded a drop of 7.7 percent in the seven months to January 2020. This reduction in supplies was mainly due to lower supplies of ta'amū, breadfruit as well as vegetable items such as head cabbage, tomatoes, cucumber, and pumpkin. As a result the overall price level increased by 7.1 percent in the reviewed period. 
12. The annual average headline inflation rate fell further to 1.5 percent at end January 2020 from 2.2 percent in June 2019, which was much lower than 3.7 percent in the same month last year. Underpinning this decrease was a further reduction in its imported component inflation to 0.1 percent (from 0.8 percent at end June), which was significantly lower than 3.4 percent last year. Similarly, its local component also edged down to 2.9 percent from 3.7 percent in June 2019 and 4.1 percent as of January 2019.

13. Meanwhile, the underlying inflation rate, (excluding the adjusted and cyclic price movements from the headline CPI) increased to 1.2 percent at end January 2020 compared to 0.1 percent in June 2019 but slightly lower than 1.9 percent in January 2019.

14. Real GDP
 in the September 2019 quarter rose by 3.4 percent to $528.77 million from the previous quarter but was 4.4 percent higher compared to the same quarter last year. 

15. For the whole year up to September 2019, real GDP grew by 4.4 percent, compared to -1.4 percent annual growth at end September 2018.  

16. The annual nominal GDP per capita up to September 2019 increased to $11,254; which was 5.8 percent higher than $10,636 for the twelve months up to September 2018. 

17. Total outstanding external debt at end December 2019 stood at $1,028.5 million, or roughly 45.6 percent of nominal GDP. This was 3.3 percent lower than its level ($1,063.9 million) at end December 2018. 

18. Total debt servicing in the twelve months to December 2019 amounted to $71.43 million which was 0.4 percent lower than its level in the same period last year. The current level was equivalent to 10.63 percent of recurrent government revenue, 14.70 percent of gross foreign reserves or 8.54 percent of total exports of goods and services. 
� Effective April 2019, the Sāmoa Bureau of Statistics (SBS) have published the rebased national accounts data with new base year 2013 (2013=100), starting with the December 2018 quarter.  The latest update on national account is September 2019.


� Comprised of reserves held by the CBS and the Ministry of Finance (MOF), excludes commercial banks’ foreign assets.


� What this means is that for every tala that is earned by Government (Recurrent) Revenue, approximately 11 sene is     used to pay off Samoa’s foreign debt.


� For every tala that is saved as the country’s foreign reserves, 15 sene is used to pay for our external debt.


� For every tala that we earn from the export of our goods (export earnings from fish, taro, nonu juice etc…) and services (mainly tourism earnings), we use around 8 sene of those earnings to repay our foreign loans.


� Effective April 2019, the Sāmoa Bureau of Statistics (SBS) have published the rebased national accounts data with new base year 2013 (2013=100).
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