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1.

REVIEW OF FINANCE SECTOR PERFORMANCE

1.1.

Overview

a. Samoa has successfully maintained macroeconomic and financial stability during the last two
decades despite major economic setbacks resulting from the cyclone damages in the early
1990s, and the devastation of taro, its main staple food and export crop, as a result of the
blight, and more recently the tsunami which caused loss of lives and severely affected
economic infrastructure including roads and tourism facilities. The ongoing global financial
crisis since 2007 / 2008 has also been a major challenge. The main contributing factors for
this relatively favourable performance by the finance sector were :








Strengthened institutional capacities of the Ministry of Finance and the Central Bank
of Samoa for the formulation, implementation and monitoring of macroeconomic
and financial policies which were undertaken in the 1990s and continuing today
under leadership of these key institutions and;
Conducive economic environment resulting from tariff and revenue reforms and the
financial liberation reforms beginning with the introduction of the VAGST in 1994.
The fiscal policy focus on reducing reliance on international trade based taxes has
positioned Samoa well to benefit from current and future negotiated trade
liberalization arrangements.
Strengthened revenue policies and collections systems under the MfR in both the IRS
and the Customs Service;
Improved PFM management systems and policies, particularly under Phases I and II
of the PFMRP which commenced in 2008, including improved system accountability
and integrity through a strengthened Audit Office to address external audit; and
Ongoing attention to improve the availability of statistics through the SBS which
have supported better policy formulation and management in the Finance Sector.

b. The Samoa economy continues to face uncertainty in the rapidly changing global financial
and economic environment, high vulnerability to natural disasters such as the 2009 tsunami
plus growing concerns about the effectiveness of the special external development financial
mechanisms and systems to stimulate and sustain economic growth. These concerns have
again highlighted the need to continually re-examine the appropriateness and effectiveness
of current macroeconomic policy and key fiscal, monetary and external strategies and at the
same time to support the financial institutions and systems which are critical to achieving
sustainable economic growth and stability in the longer term.
c. The need remains strong for sound management to strengthen the capacities of the key
agencies and institutions in the finance sector to proactively identify potential risks from
emerging domestic and global issues and to put in place appropriate policy instruments and
safeguard mechanisms to protect Samoa’s economy from the impacts of those risks.

1.2.

Fiscal Developments

1.2.1 Fiscal Policy
a. Samoa's fiscal policy is primarily aimed at maintaining macroeconomic stability and financial
discipline, and directing resources to support strategic priority development programmes
that will enable Samoa to achieve sustainable economic growth in the longer term. A

6

summary of key fiscal policy developments is presented in Annex 4. The current medium to
long term fiscal targets1 are as follows:
 The budget balance is to be maintained within a narrow range around ± 3.5 percent of
GDP;
 Aggregate current expenditure is to be maintained within a range of 35 – 38 per cent of
GDP over the forward estimate cycle, to ensure liquidity in the economy is sufficient to
foster private sector growth and employment;
 Net Public Debt outstanding to be maintained at less than 50 percent of GDP;
 Personnel costs as a per cent of current expenditure to be constrained to a range of 40 –
41 percent so as to reflect government’s commitment to improved service delivery
associated with the implementation of performance based budgeting;
 Improve on the Public Expenditure and Financial Accountability assessment scores from
2010 levels;
 Improved the performance of SOE's to avoid any extra burden on the Government
budget through loan defaults;
 Promote greater efficiencies in revenue collection; and
 Pursue fiscal consolidation through a rationalisation of development projects and by
restraining current expenditure.
b. Given the current tight fiscal environment the above targets will need to be revised to
ensure the development of a relevant, effective and sustainable fiscal position.
1.2.2 Fiscal Performance
a. An overview of the financial operations of Central Government between 2007/08 to 2011/12
is reflected below in Table 1. It shows that revenue and grants are relatively high, at well
over 30 percent of GDP. Three quarters of revenue and grants is raised from domestic
sources and this is used mainly for recurrent expenditure. Development expenditure is
financed almost entirely by external finance, including grants and loans. The overall deficit
has been between 1.5 and 6.7 percent of GDP in recent years and has been financed
primarily by foreign loans on soft terms.
Table 1: Financial Operations of Central Government 2007/08 to 2011/12 (SAT$ m)

Actual
2007/08

Actual
2008/09

Actual
2009/10

Provisio
nal
2010/11

Provisio
nal
2011/12

Total Revenue and Grants
Total Revenue
Tax
Non Tax
External Grants

454.9
378.0
330.2
47.8
76.9

492.0
381.4
324.7
56.7
110.7

525.2
372.4
324.8
47.6
152.8

567.2
423.8
346.0
77.8
143.4

534.9
395.6
340.4
55.2
139.3

577.8
438.5
385.7
52.8
139.3
.

Total Expenditure &
lending minus
repayments
Current expenditure

476.5
372.4

536.4
342.6

621.3
336.6

647.1
357.3

605.1
384.8

629.1
427.4

million

1

Budget
2011/12

As per Fiscal Strategy Statement Budget 2012/2013
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Development
expenditure
Net Lending 1/

96.2
7.8

182.1
11.7

273.8
10.9

272.9
16.8

212.9
7.4

194.7
7.0

Current surplus/deficit (-)
Overall surplus/deficit (-)

5.6
-21.6

38.7
-44.4

35.8
-96.1

66.5
-79.9

10.9
-70.2

11.1
-51.3

Financing.
External financing (net)
Disbursement
Amortization
Domestic financing (net)
Banking System
Nonbanks and others

21.6
12.5
28.5
16.0
9.1
11.9
-2.8

44.4
44.6
60.4
15.8
-0.2
2.2
-2.4

96.1
144.8
160.1
15.3
-48.6
-82.9
34.3

79.9
82.7
100.6
17.9
-2.9
10.3
-13.1

70.2
133.1
151.6
18.5
-62.9
-15.7
-47.1

51.3
90.3
108.8
18.4
-39.0
0.0
-39.0

1439.2

1497.7

1562.0

1630.2

36.5

37.9

34.2

35.4

25.9

28.3

25.3

26.9

43.2

43.2

38.7

38.6

23.4

23.9

24.6

26.2

19.0
2.5
-6.7
10.1

18.2
4.4
-5.3
5.5

13.6
0.7
-4.5
8.5

11.9
0.7
-3.1
5.5

-3.4

-0.2

-4.0

-2.4

GDP
1455.4
1426.9
(In percent of GDP)
Memorandum items :
Total revenue and
grants
31.3
34.5
Of which:
Tax and non tax
revenue
26.0
26.7
Expenditure and net
lending
32.7
37.6
Of which:
Current expenditure
25.6
24.0
Development
expenditure
6.6
12.8
Current balance
0.4
2.7
Overall balance
-1.5
-3.1
External financing (net)
0.9
3.1
Domestic financing
(net)
0.6
0.0
Source: Samoa Bureau of Statistics and the Ministry of Finance

b. Budget Deficit: The major policy risk to Samoa’s macro economic and financial stability is
from the relatively high budget deficits which were designed to stimulate the economy
following the global financial crisis and the devastation from the 2009 tsunami. It is expected
that when the major overseas funded tsunami rehabilitation projects work their way out of
the budget system, the budget deficit will be reduced to below the 3.5% of GDP target by the
end of FY 2014. Key constraints noted were the increasing level of budget spending,
expansion of the public service and in the number of GoS agencies and authorities as well as
issues with the management and sustainability of GoS debt.
c. Total Expenditure and Net Lending: Figure 1 highlights that government expenditure,
inclusive of current and development expenditure has been relatively stable in the range of
32.7 to 43.2 percent of GDP between 2007/08 to 2012/13.
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Figure 1: Government Expenditure as a % of GDP
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Source: Samoa Bureau of Statistics and the Ministry of Finance

d. Current expenditure has been relatively stable in the range of 23.4 to 25.6 percent of GDP
indicating close compliance with the stated fiscal policy targets in the last five years. Current
expenditure has been mainly funded from current revenues mobilised domestically.
Development expenditure on the other hand has mainly been financed through external
grants and loans and relatively variable, with a large increase in 2009/10 (19.0% of GDP) and
2010/11 (18.2% of GDP) compared to FY 2009 levels of 12.8% of GDP. This variability is
largely as a result of the following three factors:
 The response to the tsunami both from Government and donors, which was
sustained in 2010/11, but is expected to decline in the budget for the current
financial year;
 Significant budget support programme loans from the World Bank and Asian
Development Bank in the aftermath of the tsunami and the global financial crisis;
 Major expenditure on government buildings, which will not be continued; and
 An increase in expenditure and net lending due to the establishment of new
government institutions, including the Land Transport Authority (LTA), the Samoa
Law Reform Commission (LRC); and Unit Trust of Samoa (UTOS);
e. Personnel Costs to GDP & Budget – An analysis of public personnel spending since 2007
indicates that there has been an increase in public personnel2 contribution to gross domestic
product (GDP) exhibited in Figure 2 for the period under review3.
Figure 2: Personnel Costs to GDP 2007/08 – 2011/12
14.0%

Percentage

12.0%
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8.0%

Total Pers onnel Cos ts to GDP

6.0%
4.0%
2.0%
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2007/08

2008/09

2009/10

2010/11

2011/12

Financial Years

Source: Samoa Bureau of Statistics
2
3

Personnel captured by the Government Financial System
Financial Years 2007/08 to 2011/12
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f.

Key trends as indicated by Table 2 below show increasing percentages of personnel costs
against different budget components which is consistent with the overall increase in public
administration spending at the national level.
Table 2: Personnel Expenditure to Budget Components
Actual

Actual

Actual

Provisional

Provisional

2007/08

2008/09

2009/10

2010/11

2011/12

26.2%

27.7%

24.2%

26.9%

30.1%

33.0%

38.9%

40.4%

41.1%

46.0%

33.5%

43.3%

44.7%

48.7%

47.3%

Total Personnel Costs
to Total Budget
26.2%
27.7%
24.2%
Source: Ministry of Finance Budget Estimates 2007/08 and 2011/12

26.9%

30.1%

Total Personnel Costs
to Total Expenditures
Total Personnel Costs
to Total Revenue
Total Personnel Costs
to Total Current
Expenditures

g. Domestic revenues - The 2010 PEFA assessment has identified a number of short-comings in
tax administration including inadequate monitoring systems and limited follow-up on
income tax arrears. This has resulted in the growth of arrears and this is therefore a priority
area for reform and capacity building. Samoa’s accession to WTO is expected to create
pressure on tax revenues from international trade as tariffs are progressively reduced. The
current MfR ISP funded under the PFMR is addressing these constraints and will also revisit
the non-residential tax and other tax regimes that could assist in expanding the revenue
base.
h. External grants and financing has increased over the last five years which complements the
increase in development expenditure as shown in Figure 3 below. The bulk of development
expenditure has been financed by external grants and external financing varying as there is a
tendency for the share of loan financing in actual disbursement to increase. This may have
been caused by delays in the disbursement for grants, but it may also be distorted by some
large programmes, including the difficulty of budgeting for the tsunami recovery. The
increase in loans in 2011/12 could be partly explained by a desire to fully utilise Samoa's
status as a Least Developed Country before graduation to Developing Country status in 2014,
after which the loans will become more expensive.
Figure 3: External resourcing of development expenditures 2007/08 to 2011/12
300

SAT millions

250
200
150
100
50
0
2007/08 2008/09 2009/10 2010/11 2011/12 2011/12
Financial Years
Devel opment expendi ture

Externa l Gra nts

Externa l Fi na nci ng (net)

Source: Samoa Bureau of Statistics
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a. Debt Management: The Government has in 2011 issued its external debt management
policy document outlining its priorities and parameters within which the debt will be
managed. Even though the public external debt outstanding as at December 2011 at
SAT$822 million (53 percent of GDP), exceeded the government’s debt policy target of 50
percent of GDP, it is considered to remain manageable as the debt on a net present value
basis is equivalent to 39% of GDP reflecting long term maturities and concessional interest
rates for a major portion of the debt stock. The significant recent increase in debt stock in
Table 3 can be explained by the demand for development financing from the 2009 tsunami
rehabilitation programme and the global financial crisis and the rush to take advantage of
Samoa’s LDC status before its graduation in 2014. The main challenges for Samoa in debt
management are its ability to track and hedge its currency exposure in the future servicing of
these loans when they become due and also the inclusion of domestic debt in future
analysis.
Table 3: External Public Debt Outstanding 2007/08 to 2010/11
Years
2007/08
2008/09
2009/10

2010/11

2011/12

Official External
Debts at end period
(million tala)

490.0

585.3

695.5

737.7

825.0

Total Debt Servicing
(million tala)

19.4

22.0

24.3

26.5

27.6

34

41

48

49

55.3

Official External
Debts as % of GDP
Source: MoF & SBS – CBS Bulletin

i.

External Public Debt levels as a percentage of GDP illustrated in Table 4 is now over 55%
which is now over the policy target of less than 50% set in the 2012-2016 SDS. However,
present value of the external debt as a percentage of GDP is estimated to be below 55%
given the highly concessionary nature of the present external debt portfolio. Serviceability of
the external public debt stands at 2.0% of GDP .The projections from the Debt Management
Unit (DMU) within MOF indicate an increasing trend for external public debt stock and its
serviceability over the medium term given the priorities recently pursued by Government.
To complement the existing indicators, the Ministry of Finance will look at monitoring the
serviceability of the external debt by measuring it against the most sustainable foreign
exchange earnings. The key risks that have been highlighted include the impact of the
currency exchange rates regime and the medium-term impact of the loss of LDC status. The
latter is expected to reduce the access to concessional loans over time. To ensure a holistic
approach to debt management, the data related to domestic debt and government
guarantees has been consolidated and monitored as part of the CDRMS process. Close
monitoring is needed to ensure that the level of total public debt remains sustainable. DMU
are looking at developing skills in analyzing debt sustainability and integrating the issues and
risks into the higher-level decision-making processes of Government. This will require
effective presentation of data and good communication skills.
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Table 4: External Public Debt to GDP Levels 2011/12 - 2015/16
Fiscal Year
2011/12
2012/13
2013/14

2014/15

2015/16

SAT (millions)
External Debt (end period)

839.8

936.1

1,005.3

1,057.1

1,080.7

Debt Service

27.6

34.3

38.5

43.0

46.0

GDP (current prices)

1,604.4

1,694.9

1,781.8

1,876.3

1,920

Percentage
External Debt % of GDP

55.3%

55.2%

56.4%

56.3%

56.3%

Debt Service % of GDP

1.8%

2.0%

2.2%

2.3%

2.4%

Note - forecast is based on the current loan stock and the new loans already approved
Source: Ministry of Finance

1.2.3 Fiscal Management
a. The Government of Samoa is committed to strengthening its public financial management
systems to promote the efficient use of resources for the public good. This includes
improved transparency in accounting for public funds and increased availability of
information on Government’s annual budgets and accountability statements. The PFMRP
was officially launched in 2008 under a phased approach. Phase 1 covered the period 20082010 and Phase 2 is currently underway for the period 2011-2013.
b. The comparison of the performance of the public finance sector based on the 2006 and 2010
PEFA Assessments is presented in Table 5. The overall performance as indicated by the PEFA
2010 is good with high ratings for credibility, comprehensiveness and transparency of the
budget with focal areas for improvements identified mainly for strengthening predictability,
control, accounting, recording, reporting, external scrutiny and audit. The Government of
Samoa budget remains a reasonably credible indicator of actual expenditure with variances
of less than 2 percent.
Table 5: PEFA Summary Results
PEFA Components
A: Credibility of the Budget
1. Total actual expenditure .v. original budget
2. Composition of actual expenditure .v. original budget
3. Total actual revenue .v. original budget
4. Stock and monitoring of arrears in expenditure payments
B: Comprehensiveness and Transparency
5. Classification of the budget
6. Comprehensiveness of budget documents
7. Extent of unreported government operations
8. Transparency of inter-governmental fiscal operations
9. Oversight of fiscal risk from off budget entities
10. Public access to key fiscal information
C1: Policy Based Budgeting
11. Orderliness and participation in the budget process
12. Multi-year perspective in fiscal planning
C2: Predictability and Control in Budget Execution
13. Transparency of taxpayer obligations and liabilities
14. Effectiveness of taxpayer registration

2006

2010

A
C
A
C

A
C
B
-

B
A
A
A
C

B
B
D+
B
C

A
C

B+
D+↑

B
B

C+
D
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15. Tax collection effectiveness
16. Predictability in the availability of funds for commitment of
expenditures
17. Recording of cash balances, debt and guarantees
18. Effectiveness of payroll controls
19. Competition, value for money and procurement controls
20. Effectiveness of internal controls for non-salary expenditure
21. Effectiveness of internal audit
C3: Accounting, Recording and Reporting
22. Timeliness and regularity of accounts
23. Availability of information on resources received by units
24. Quality and timeliness of in-year budget reports
25. Quality and timeliness of annual financial statements
C4: External Scrutiny and Audit
26. Scope, nature and follow-up of external audit
27. Legislative scrutiny of annual budget law
28. Legislative scrutiny of external audit reports

D
D

D+
C+↑

B
B
B+
C
C

C+↑
D+↑
C↑
D+
D+

D
B
A
D

C
D
C+↑
D+↑

D
D
B

D+↑
D+
D+

Source: PEFA Reports 2006 & 2010
c. The PFMRP incorporates the four main aspects of PFM (1) the Legal and Regulatory, (2)
Institutional Arrangements, (3) Management/Systems Framework and (4) Capacity
Considerations. The priority areas for reform are primarily under Management/Systems
Framework and are sequenced with the objective of establishing basic standards in all critical
areas of financial management before prioritising higher-level reforms.
d. Phase 2 of the Reform Plan builds on the achievements from Phase 1 and aims to consolidate
and sustain improvements to systems to achieve fiscal discipline. .

1.3.

Monetary and Financial Developments

1.3.1 Monetary and Financial Policies
a. The CBS under the Central Bank of Samoa Act 1984 and subsequent amendments is
responsible for the formulation, implementation and monitoring of monetary policy and
related measures, which include open market operations in Central Bank Securities, to
influence the level of interest rates and the availability of credit4. In addition to monetary
policy and related measures, the Central Bank also utilises moral suasion to ensure monetary
policy is more effective. A summary of key monetary and financial policies is presented in
Annex 6.
b. In January 1998, monetary policy implementation switched from direct controls to indirect
controls through open market operations in Central Bank Securities. Under this framework,
monetary policy decisions are implemented via open market operations through the
issuance and trading of Central Bank Securities. The main objective of the monetary policy is
to promote sustainable real economic growth by maintaining price stability and international
reserves viability5.
c. CBS securities are issued under the authority of the Central Bank of Samoa Act. The
securities are denominated in Samoan Tala, sold at a discount to par, carry no coupon rate
and are redeemable at par on maturity. The primary auctions of CBS securities are held
4
5

CBS Annual Report 2009/2010
CBS Monetary Policy Statement 2011/2012
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weekly. To implement this system, CBS has developed a liquidity forecasting framework
which targets the banks’ free reserves and manages liquidity around this target. This
minimises the volatility in reserves and in turn minimises interest rate volatility.
d. The main holders of CBS securities are the commercial banks holding approximately 97
percent of total securities outstanding with the balance held by other investors mainly the
non-monetary financial institutions (such as the SNPF and DBS). The primary holders of CBS
securities almost always hold these bills to maturity. Thus the secondary market is not
developed yet.
e. The main indicators presented in Table 6 provides the results of the auctioning of securities
and the development indicators in the economy as follows:
 On a daily basis: the Exchange Settlement Accounts of the commercial banks, foreign
exchange reserves, government balances and cash flow, currency in circulation,
interbank activity;
 On a weekly and monthly basis: money supply, domestic credit, private sector credit,
commercial bank deposits and lending rates and government financing.
Table 6: Selected Domestic Indicators 2005/06 to 2010/11
05/06
06/07
Real Sector (% change previous year)
Headline CPI (annual average)
3.2
4.9
Underlying CPI (annual average)
2.2
5.6
Implicit GDP Deflator
6.2
7.1
Monetary Aggregates (% change
previous year)
Net Foreign Assets (annual average)
-2.3
-3.5
GoS Net Monetary Position (end)
-10.9
12.7
Bank Credit to Private Sector (%
change previous year)
Annual Average
21.3
21.6
End Period
28.2
11.7
Money Supply (M2)
Annual Average
14.0
13.1
End Period
13.0
8.7
Exchange Rate (% change previous
year)
Nominal Exchange Rate
0.11
0.76
Real Exchange Rate
-1.49
2.49
International Reserves (% change
previous year)
Gross Intl Official Reserves (SATm)
179.08 207.54
Gross Intl Official Reserves (Imports
3.9
4.0
Months)
Weighted Average Interest Rates
(End Period, % per annum)
CBS 14 days securities
4.30
CBS 28 days securities
5.65
CBS 56 days securities
6.00
CBS 91 days securities
6.00
CBS 182 days securities
CBS 365 days securities

07/08

08/09

09/10

10/11

6.2
6.9
5.1

14.6
17.2
3.0

-0.2
1.2
1.6

2.9
3.1
1.8

9.5
-11.6

2.1
-2.3

20.1
10.8

22.7
-5.6

6.1
6.9

7.2
5.7

6.2
5.1

4.9
6.0

11.2
12.1

8.0
7.7

4.2
12.2

5.9
-0.8

0.16
4.50

-2.06
10.96

0.80
-1.72

1.49
0.02

254.5
5.1

260.28
5.0

410.72
7.6

356.82
6.4

4.08
4.04
5.35
5.38

1.48
1.68
2.20
3.10

0.12
0.14
0.14
0.44

0.12 (1)
0.13 (1)
0.14 (1)
0.40 (1)
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CBS Securities Overall Weighted Avg
1.90
4.90
4.70
Yield (Annual Average)
Commercial Bank Deposits
4.80
6.50
6.20
Commercial Bank Credit
11.50
12.80
12.70
Commercial Bank Interest Rate Spread
6.70
6.22
6.60
Source: Central Bank of Samoa Monetary Policy Statement 2011/2012
(1) Interest rate as at end August 2011

f.

2.28

1.72

0.15 (1)

5.19
12.21
7.02

4.81
12.15
7.34

2.31 (1)
9.92 (1)
7.61 (1)

Monetary policy decisions are channelled through the commercial banks since they play a
dominant role in the financial system. Commercial banks are the only institutions authorised
to accept deposits from the public and extend credit from those deposits. In addition,
commercial banks account for the largest share (approximately 63 percent as at end June
2011) of financial institutions’ loans to the private sector.

1.3.2 Money Supply
a. Money Supply to GDP in Figure 4 has continuously increased since 2000. M2 growth has
been heavily influenced by the rapid growth in time deposits under quasi-money. Further
examination of time deposits as of end June 2011 revealed the following characteristics:
1. non-financial public enterprises and non-monetary financial institutions held 47.1
percent of the total time deposits;
2. the private sector held 46.5 percent of the total time deposits of which 25.7 percent
and 20.8 percent were of Samoan private individuals and businesses respectively;
and
3. Government held 6.4 percent of total time deposits.
Figure 4: Money Supply to GDP, 2000 to 2010
60.0%
50.0%

Percentage

40.0%
30.0%
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10.0%
0.0%
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Years
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M1

Quasi Money

Source: Central Bank of Samoa

b. The level of monetisation of the economy has improved significantly. Samoa favourably with
most other Pacific Islands even though it remains well-below that of Vanuatu – (see Figure
5). This was also mirrored by the level of credit to GDP available to the private sector in
Figure 6.
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Figure 5: Broad Money to GDP 2000, 2005 and 2010
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Source: Central Bank of Samoa

Figure 6: Comparative Pacific Islands: Private Sector Credit to GDP
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Source: IMF Article IVs and Central Bank of Samoa Quarterly Bulletins

c. Analysis of the causes of changes in money supply in Figure 7 has shown that external
foreign funds have a major influence on the level of money supply and thus restricts the
effectiveness of monetary and credit policy measures of the CBS in managing the economy.
Figure 7: Causes of Changes in Money Supply
60.00

Inflow of foreign funds

50.00
Domestic money
creation

40.00

Total Money Supply
Creation

SAT, millions

30.00
20.00
10.00

0.00
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2006/07

2007/08

2008/09

2009/10

2010/11

2011/12
(p)

-20.00
-30.00
-40.00

Years

Source: Central Bank of Samoa
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1.3.3. Structure of the Financial Institutions and Lending
a. The two noticeable changes in the relative sizes of assets of financial institutions in Table 7
shows the National Provident Fund overtaking ANZ Bank in 2010/11 and also the Samoa
Commercial Bank overtaking the National Bank of Samoa in 2009/10.
Table 7: Structure of the Financial System Assets 2006/07 to 2011/12
Percentage of Total
Assets

2006/07

2007/08

2008/09

2009/10

2010/11

2011/12
(p)

Ministry of Finance

0.2

0.2

0.1

0.1

0.1

0.1

Central Bank of Samoa

11.7

13.9

13.5

18.0

15.6

15.2

Commercial Banks
- Australia New Zealand
Bank
- Westpac Bank Samoa
Limited
- National Bank of
Samoa
- Samoa Commercial
Bank Limited
Non monetary financial
institutions
- National Provident
Fund
- Development Bank of
Samoa
- National Pacific
Insurance
- Samoa Life Assurance
Corporation

50.8

51.4

51.8

49.4

50.3

50.0

24.8

23.5

23.0

21.0

20.7

20.1

13.3

13.9

14.5

13.2

12.4

13.1

7.5

7.7

7.3

6.7

7.5

7.4

5.2

6.3

7.0

8.5

9.7

9.4

37.4

34.5

34.6

32.5

34

34.7

22.7

21.7

22.4

20.3

21.4

22.1

8.6

7.5

7.0

6.6

7.3

7.3

2.0

1.6

1.6

2.4

2.0

1.9

2.0

1.9

1.8

1.6

1.6

1.6

- Public Trust Office
- Samoa Housing
Corporation

0.6

0.5

0.5

0.4

0.4

0.4

1.5

1.3

1.3

1.2

1.3

1.4

1,770.15

1,912.48

2,168.44

2,146.77

2,158.51

Amount of Assets in Tala
millions
1,588.9
Source: Central Bank of Samoa Bulletins

b. The total domestic credit to the private sector6 increased from $780 million in 2005/06 to
$1.1 billion as of end December 2011. With the exception of both professional and business
services and manufacturing increasing, all other categories declined as shown in Figure 7.

6

Both commercial banks and non-monetary financial institutions
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Figure 8: Percentage Share of Total Loans to Private Sector 2005/06 to 2011/12
100%
Other activities

90%
80%

Professional and business services

Percentage

70%
60%

Transportation, storage and
communication

50%
40%

Trade

30%
20%

Electricity, gas and water

10%
0%

Building, construction, installation
and purchases of land
Manufacturing
Agriculture, Forestry and Fisheries
Years

Source: Central Bank of Samoa Bulletins

1.3.4. Interest Rates and Inflation
a. Placing cash savings and deposits in banks are often viewed as safe and less risky option for
money to be physically secured with a reasonable return through interests on savings and
time deposits. i.e. the assumption that the value of money put in the bank today will be
higher in the future due to interest returns. However, Figure 9 reveals that the underlying
inflation rate in 2007/08, 2008/09 and 2010/11 were much higher than the commercial
banks’ deposit rates (individuals, businesses, non-financial public enterprises and nonmonetary financial institutions), and once higher than the commercial banks’ credit rate
(commercial banks) in 2008/09 and was higher than CBS Securities rate (commercial banks
and non-monetary financial institutions) except for 2009/10.
b. With this situation occurring, the real interest rates were negative for the periods mentioned
and are seen as a disincentive to save i.e. due to the increase in the cost of living, the same
money will buy less in the future.
Figure 9: Underlying Inflation and Interest Rates
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Source: Central Bank of Samoa Bulletins
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1.3.5. Interest Rates - Other Factors
a. According to the 2010 International Monetary Fund (IMF) report7, the following risks are
relatively high in the Pacific:
b.
1. economic risk due to small open economies having relatively low and volatile growth
and are vulnerable to shocks on both the growth and inflation front;
2. broader country risk emanating from political instability, the potential for social
unrest and violence, and vulnerability to natural disasters are perceived by outsiders
as considerably higher for the Pacific region than emerging markets but somewhat
better than selected countries in South Asia, the Caribbean and Africa;
3. Limited depth of the financial markets and products available in the South Pacific
makes it harder for banks to diversify and costly to comply with prudential
regulations;
4. Credit risk is high due to the limited or absence of secured transaction laws,
collateral registries, rapid and reliable contract enforcement through legal system,
credit reporting bureaus and bankruptcy laws. Also crucial is the ability of the
markets to liquidate collateral in a timely manner or without significant loss.
c. An important issue for Samoa given its reputation for political stability and strong leadership
and the absence of social unrest and instability commonly associated with just a few of the
Pacific island countries is whether the Government through the CBS and MoF would be
prepared to challenge the high country risk associated with these factors which have to
some degree impacted negatively on interest rates and cost of borrowing by commercial
banks and capital markets.
d.

Samoa has also made progress in introducing secured transaction laws and related
institutional changes that would improve contract enforcement and liquidation of collaterals
in a timely manner.

1.3.6. Interest Rate Spread
a. The onset of the recession in 2008/09 pointed to the need to inject more liquidity to
stimulate the weakening economy – the CBS has since adopted an expansionary monetary
policy stance. The immediate objective was to drive down market interest rates by reducing
the official interest rates. However, whilst the Central Bank succeeded in sharply reducing
the official interest rates, the market lending rates fell slowly and marginally. This has led to
the widening of the commercial bank interest rate spread since 2008/09 as illustrated in
Figure 10.

7

Interest Rates and Bank Profitability in the South Pacific
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Figure 10: Weighted Average Interest Rates 2005/06 to 2010/11

Source: Central Bank of Samoa

b. One of the main contributing factors to the slow decline in market interest rates in 2009 was
the dominant position (approximately 40 percent of interest-bearing savings and time
deposits) held by the SNPF and the ACC in the wholesale deposit interest-bearing market.
Individuals used to be the most dominant contributor to interest-bearing savings and time
deposits but their role has declined since 2007/08 to similar levels as non-monetary financial
institutions as shown in Figure 11. Businesses have consistently registered shares of less than
20 percent throughout while government remained around 5 percent.
c. The lending rates had remained high to match the high deposit rates offered to nonmonetary financial institutions. Consequently, the demand for credit continued to weaken.
To influence interest rates, the CBS injected liquidity into the economy via selected non-bank
financial institutions such as the DBS and SHC. Credit lines to these institutions have lower
interest rates than those offered to the commercial banks. This strategy has been
implemented and priority has now been given to the reconstruction of tourism facilities that
were affected by the September 2009 tsunami.

Figure 11: Share of Interest-Bearing Deposits and Savings 2006/07 to 2011/12
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1.3.6. Non-Interest Operations
a. The IMF report8 also noted that non-interest income as a proportion of assets were higher in
the Pacific than most regions, with Samoa registering a 4.9 percent9 in 2008. Foreign
exchange operations were regarded as the largest sources of non-interest income in the
South Pacific, accounting for two-thirds of their non-interest income. It was also recognised
that non-interest expenses were also high despite labour and building costs which although
high, should have been less than the levels in Australia and New Zealand.
1.3.7. Commercial Banks’ Liquidity
a. Although the level of commercial banks’ liquidity has improved since 2005/06, from
2009/10, it declined significantly as shown in Figure 12 due to the events below as supported
by the reductions in the non-monetary financial institutions and to some extent, the
businesses exhibited in Figure 13.
1. The running down of non-monetary financial institutions’ deposits in commercial
banks to finance the construction of the NPF Molesi building;
2. increased import payments (fuel and private sector imports);
3. transfer of government proceeds from sale of Bluesky to its Central Bank account;
4. dividend payments to foreign investors and multinational companies/banks and;
5. overseas loan repayments by private companies. phased foreign investments of $15
million, that can be called upon to meet international liquidity 10;
Figure 12: Commercial Banks' Liquidity 2006/07 to 2011/12
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150
100
50
0
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12
Years
Actual Excess

Preferred Minimum Excess

Source: Central Bank of Samoa

8

Interest Rates and Bank Profitability in the South Pacific Report, PFTAC 2010
150% more than Australia and 68% more than Vanuatu.
10
This will feature more in FY2012/13 and FY2013/14 due to its actual implementation
9
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Figure 13: Total Savings and Time Deposits 2006/07 to 2011/12
Total Savings and Time Deposits
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1.3.8 Price Developments and Inflation
a. In pursuing the goal of price stability, the Central Bank benchmarks Samoa’s inflation rate to
those of its major trading partners. The annual inflation rates for Samoa’s main trading
partners usually average around 3.0 percent. This is the target the Central Bank aims to
achieve each year. However, there are times that changes in prices are beyond the realms of
monetary policy and the control of the Central Bank. The experience of recent years bared
witness to this situation when the persistently sharp rise of international prices for crude oil
and food exerted significant pressures on the domestic prices of petroleum products and
food items.
b. The rise in inflation in any particular year also reflects the changes to the prices of public
goods and services that are subject to review every three to five years for public transport
such as buses, taxis and boat fares, and for utilities such as water, electricity and port tariffs.
Such changes have resulted in both the headline and the underlying or core inflation rates
recording substantial increases from 2008/09 onwards in Table 8 below.
Table 8: Inflation Indicators 2002 to 2011
GDP price
deflator
% change
previous
year (real
GDP)
CPI

% change
previous
year
All Items
Index
Imported
Goods Index

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

100

101.4

108.8

113.8

120.5

130.1

135

136.2

138.9

143.2

3.2%

1.4%

7.3%

4.6%

5.9%

8.0%

3.8%

0.9%

2.0%

3.1%

64.8

64.8

75.4

76.8

79.6

84.1

93.8

99.7

100.5

105.7

8%

0.10%

16.3%

1.9%

3.7%

5.6%

11.6%

6.3%

0.8%

5.2%

8.1

0.1

16.3

1.8

3.8

6.1

10.9

13.9

-0.2

2.9

1.3

-0.1

4.1

2.2

4.5

6.9

14.2

15.5

-0.7

4.6
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Local Goods
Index
13.8
0.3
34
1.6
3.1
5.4
8.1
12.8
NB: CPI reflects new weights from the 2008 HIES as from August 2010=100.
Source: Samoa Bureau of Statistics, Ministry of Finance and Central Bank of Samoa

0.2

1.5

1.4. Sound External Position
1.4.1 Balance of Payments
a. The external sub-programme covers balance of payment trends, exchange rate trends,
remittances etc. Samoa has experienced a relatively stable external sector in the last few
decades with foreign reserves cover of at least 4 months in most periods. However, there are
current and emerging factors which may require the setting of a higher coverage target to
ensure the country has adequate international reserves to meet its essential needs in during
the period of the FSP. These factors include the expected opening up of the local economy
in line with commitments made in 2012 when Samoa joined the World Trade Organisation
(WTO), relative volatility of the economy from a narrow export base of tourism and
agricultural export earnings, issues around ongoing access to concessionary financing from
multilateral institutions following the graduation of Samoa out of its Least Developing
Countries (LDC) status from 2014, and ongoing concerns about vulnerability to natural
disasters.
b. The overall BOP has largely been positive with the exception of the 2010/2011 deficit due to
‘large financial transactions for the SNPF building project, higher petroleum payments and
investment earnings payments’11. The large surplus in 2009/2010 is attributed to ‘substantial
inflow of Government loan disbursements for tsunami reconstruction, additional allocation of
IMF’s SDRs and moderate improvement in exports’ (refer Table 9 below).
Table 9: Balance of Payments 2006/07 to 2011/12
2006/07
2007/08

11

2008/09

2009/10

2010/11

2011/12

A. CURRENT
ACCOUNT BALANCE
Merchandise Trade
Balance
Exports
Imports
Services and Income,,
Net
Services, Net

-205.6

-92.3

-90.5

-136.1

-138.6

-177.6

-585

-560.6

-598

-619.7

-641.3

-709.4

31.7
-616.7
113.7

32.9
-593.5
138.9

28.1
-626.1
163

30.4
-650.1
161.3

28
-669.3
158.1

29.5
738.9
182.4

209.5

249.3

250.3

213.5

221

254.5

Income , Net

-95.8

-110.4

-87.3

-52.2

-62.9

-72.1

Current Transfers, Net

265.7

329.4

344.5

322.3

344.6

349.4

Private Transfers

260.8

323

334.4

322.4

345.1

349.9

Official Transfers
B. CAPITAL ACCOUNT
BALANCE
Official Grants

4.9
125.7

6.4
60.9

10.1
100.4

-0.1
202.8

-0.5
146.6

-0.5
168.6

126.2

68

101.9

180.8

145.2

171

Other
C. FINANCIAL
ACCOUNT BALANCE

-0.5
61.9

-7.1
63.0

-1.5
67.2

22
71.6

1.4
-51.9

-2.4
-59.6

CBS Monetary Policy Statement 2011/2012
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Direct Investment
Portfolio Investment
Other Investment
D. RESERVE ASSETS
E. Net Errors &
Omissions
Nominal GDP (millions
SAT)
Merchandise Trade
Balance to GDP
Current Account
Balance to GDP
Capital Account
Balance to GDP

80.4
-0.1
-18.4
-28.2
46.2

11.7
-0.5
51.8
-47.8
16.2

126.5
1
-60.3
-7.1
-70.0

11.7
-2.4
62.3
-150.4
12.1

17.7
-4.7
-64.9
53.9
-10.0

26.5
-0.9
-85.2
-17.7
86.4

-43.8%

1,459
-38.4%

1,426
-41.9%

1,452
-42.7%

1,514
-42.4%

1,519
-46.7%

-15.4%

-6.3%

-6.3%

-9.4%

-9.2%

-11.7%

9.4%

4.2%

7.0%

14.0%

9.7%

11.1%

1,336

Source: Central Bank of Samoa Monetary Policy Statement 2011/2012 and Central Bank Bulletins

c. The merchandise trade balance continues to worsen with growing imports and largely
reducing exports. The growth in imports has been attributed to petroleum imports, the
import of materials/FFE for Government building projects and refurbishments, equipment
for the Electric Power Corporation power sector expansion project, National Health Services,
Ministry of Finance as well as the new Samoa Shipping Corporation sea and cruise vessels.
Exports on the other hand have generally been reducing averaging SAT$ 30.0 million per
annum over the past 6 years. Fish continues to dominate exports representing up to 54% of
total domestic exports in the past 6 years, followed by beer and nonu juice at 10%
respectively. Re-exports represent up to 12% of total exports per annum. The main export
market continues to be American Samoa accounting for 55% of total exports.
d. Whilst the trade account balances have worsened in the last decade, improvements in the
current transfers and services and net income have enabled Samoa to register overall
balance of payments surpluses for most of the last decade. Remittances which represent the
most important and historically the most stable inflow in the current transfers are used
mainly for consumption. Therefore international reserves have stabilised around the
equivalent of 3.5 to 4 months of imports cover in the last 5 years.
1.4.2 Foreign Reserves
a. Samoa is a small open economy with total merchandise trade alone representing around 45
percent of nominal GDP. It is crucial therefore that Samoa maintains a sufficient level of
international reserves to withstand unforeseeable economic shocks. Under present
circumstances, the Central Bank considers a level of gross official international reserves,
equivalent to no less than 4.0 months of imports of goods, as adequate for maintaining the
country’s long term international viability. The 2011/2012 gross level of reserves has been
revised to SAT$ 327.98 million (5.2 months import cover) compared to the actual 2010/2011
gross level of reserves of SAT$ 356.04 million (6.4 months of import cover) – refer Figure 14
below:
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Figure 14: Gross Official Reserves and Import Cover 2005/06 to 2010/11

Source: Central Bank of Samoa

b. Whilst there has been no urgent need for external commercial borrowings to shore up
international reserves due to flexibility shown by lending of multilateral financial institutions
during recent difficult global financial conditions, Samoa’s graduation from LDC status will
require exploration of possible borrowings from international capital markets in the event of
a future international reserves crisis.
1.4.3. Exchange Rates
a. The Samoan Tala (SAT$) exchange rate, is measured against the basket of currencies of its
major trading partners including the United States, Australia, New Zealand and the Euro
Countries. The basket composition and weightings are reviewed periodically to ensure that
exchange rates are in line with changing economic and market conditions. The Central Bank’s
exchange rate policy is aimed primarily at supporting the balance of payments, whilst
ensuring that Samoa maintains its competitiveness viz a viz its major trading partners.
b. The current focus of the Central Bank’s policy on exchange rate is to ensure that exportoriented industries remain competitive in overseas markets whilst at the same time
minimizing imported inflation. While there is no specific target level for the real effective
exchange rate (REER) of the Samoan Tala, the Central Bank aims to avoid a substantial real
appreciation of the Samoan Tala since it can adversely affect the international
competitiveness of the export sector. Over the years the basket of currencies to which the
Samoan Tala is pegged has widened from the original merchandise trade to include services,
reflecting the increasing importance of the non-merchandise trade flows.
c. The challenge for the Central Bank is to maintain an exchange rate which reduces imported
inflation and debt servicing costs whilst, at the same time, promoting exports and tourism.
The IMF Article IV Mission that visited Samoa in June 2012 noted that the Samoan Tala ‘had
appreciated substantially in real effective terms over the past decade and is assessed to be
overvalued’ adding that whilst ‘a gradual realignment of the exchange rate could help
prevent further reserve losses and strengthen export competitiveness...... cautioned that the
pace and timing of a realignment would need to be carefully managed, with due
consideration to the potential impact on external debt and inflation’12.
12

As per Article IV Consultations June 2012: Public Information Notice (PIN) No. 12/66 dated June 29, 2012 sourced from
http://www.imf.org/external/np/sec/pn/2012/pn1266.htm .
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d. It was also noted that the IMF supported the easing of monetary policy given the slow-down
in economic activity since 2008/2009, but advised that the tightening of ‘monetary policy in
the event of an exchange rate adjustment’.
1.4.4 Remittances
a. Remittances continue to be the major source of external income and foreign exchange
earner, accounting for approximately 34.2 percent of GDP as depicted in Table 10 below.
Remittances will continue to provide a stable source of balance of payments inflows and will
serve as an important buffer against external shocks and an important source of support to
income in both the rural and urban areas.
Table 10: Remittance 2002-2011
Gross
2002 2003 2004 2005
Remittances
Remittances
188
190
200
296
(SATm)
Remittances
21.1
20.2
20.3
28.6
(% GDP)
Source: Ministry of Finance and Bureau of Statistics

2006

2007

2008

2009

2010

2011

301

311

351

366

347

369

29.0

28.2

33.1

35.0

32.6

34.2

b. An ongoing challenge for policy makers is to find the right balance between the positive
impact of remittances on the country’s balance of payments and to the beneficiaries, and
the need to ensure continuing reliance on remittances does not become a disincentive to
engaging beneficiaries in productive work and in activities that will make greater economic
use of natural resources that are readily available to them. The Central Bank governors in the
region have been pushing the commercial banks to come up with specialised products to
incentivize recipients of these remittances in saving to start a business. i.e. seasonal workers
will have funds and the required skills and experience to start a business to improve the
wellbeing of their families etc
1.4.5 Foreign Direct Investment
a. Many small island economies rely heavily on Foreign Direct Investment (FDI) for its
development and sustained growth. Samoa has managed to successfully promote its
economy as an attractive destination for FDI inflows, although its market is small. The main
areas where there have been some levels of success to create employment and to assist with
foreign exchange are in the manufacturing sector (Yazaki Samoa EDS) and tourism
development (Aggie Grey’s Lagoon Beach Resort and Spa; Sinalei Resort; Coconuts Beach
Resort, etc). The Central Bank of Samoa has unpublished partial statistics on foreign direct
investments totalling $564 million in 2011/1213. The increase in the importance of FDI has
put pressure on CBS to start publishing these partial FDI statistics with an explanatory
footnote, while the data is further broadened and refined.
1.4.6 Safety Net
a. The multi lateral financial institutions have shown their flexibility and commitment to assist
Samoa rehabilitate from natural disasters. The ADB provided USD$ 26 million to Samoa
under its two sub programmes in 2010 and 2011 as part of a global Economic Recovery
Sustainable Project focusing on rehabilitation from the 2009 tsunami and supporting
structural adjustment measures. This experience has been useful for preparing for design of
other emergency financing projects in the future. The World Bank has also shown its
13

FDI in Samoa are partial at this stage as it only includes some overseas business investments.
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readiness to support emergency financing when it approved a soft term loan of USD$ 10
million in 2010 as part of the tsunami reconstruction programme.
b. The multi lateral financial institutions have also explored the setting up of a natural disaster
insurance facility. To ameliorate the destabilising economic impact of natural disasters,
there will be an increasing need to pool national resources to establish a basis for
catastrophe insurance in the future either at the international level or the regional level
using the expertise and experience of the World Bank in such financing mechanisms in the
Caribbean
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2.

KEY FINDINGS FROM DOCUMENT REVIEW AND CONSULTATIONS

2.1.

Overview
This section of the report highlights the key opportunities and challenges identified from the
review of sector documents and related reports including the PFM Reform Plan Phase II
(2011-2013), PFM Assessments of 2006 and 2010, IMF reports, sector Ministries / Agencies’
corporate plans and from consultations with sector stakeholders.

2.2.

Fiscal

2.2.1 Budget Performance and Outcome
a. The Government of Samoa is committed to strengthening its public financial management
systems in order to promote the efficient use of resources. This includes improved
transparency in accounting for public funds and increased availability of information on
Government’s annual budgets and accountability statements. The overall performance of
the public finance system as indicated by the PEFA 2010 is reasonable although variations in
public expenditure at ministerial level reflect a high tendency for some ministries to rely on
supplementary estimates for additional expenditures and a number of indicators relating to
budget execution, accounting, reporting and audit warrant strengthening over time.
Nevertheless, the Government of Samoa budget remains a reasonably credible indicator of
actual aggregate expenditures with variances averaging less than 2% per year.
b. The biggest macroeconomic and financial policy risk for Samoa is the possible destabilizing
financial impact from the relatively high budget deficits used to stimulate the economy
following the global financial crisis and the devastation from the 2009 tsunami. This requires
urgent strengthening of revenue collections and expenditure control systems and processes
as identified in the PEFA. Concerns have been raised on the increasing level of budget
spending; expansion of the public service and the number of GoS agencies and authorities;
and the management and sustainability of public debt.
c. Forward projections forecast risks of a widening deficit over the next few years, though
Government policy aims to in fact reduce deficit levels gradually over time. Recent data from
the SBS indicates that the fiscal deficit peaked at 6.7% of GDP in FY 2010 and has thereafter
contracted to 5.3% of GDP in FY 2011 and 4.5% of GDP in FY 2012. In recent periods slowly
growing revenues from taxation (mainly from taxes on income and excise duties) was
compensated by increased grants and soft loans.. A high proportion of GoS current
expenditure continues to be attributed to public service personnel costs with relatively low
levels towards operational expenditure. One of the options to cut down expenditure would
be reducing the size of the public service and improving the efficiency of operations. GoS
expenditure could also possibly be reduced by increased outsourcing to the private sector
through competitive bidding, resulting in lower costs and improved efficiency as well as
creating a more conducive enabling environment for the private sector to grow.
2.2.2 Revenue Management
a. The current MfR ISP is addressing a number of long standing tax administration and
compliance and monitoring issues which had resulted in the growth of taxation arrears.
Current programmes targeting revenue generation and strengthening the tax base through
improved compliance, better client service, and consistent policy advice on the reform of
Samoa’s tax structure are being actively supported and implemented by the Ministry. The
accession to WTO will also have an impact on the current revenue base of Government but
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the MfR and MoF are also exploring the non-residential tax and other tax regimes that could
assist in expanding of the revenue base.
2.2.3 Budget Support from Development Partners
a. Increasing delivery of aid through budget support effectively becomes balance of payments
support financing facilities as they help to facilitate adequate foreign exchange funds to
meet the import component of the budgetary expenditures, providing overall fiscal
prudence is maintained. The signatories of the Paris Declaration are the main development
partners who are expected to step up their budget support components of their aid
programmes and include EU, AusAID, New Zealand, World Bank; and the ADB. The
Government has put in place a number of budgeting and monitoring systems in preparation
for effective use and accounting for these rapid disbursement budget support facilities.
2.2.4 Aid Coordination and Debt Management
a. Considerable progress has been achieved in relation to aid coordination and debt
management. Key policies inclusive of the Medium Term Debt Management Strategy
(MTDMS), Development Cooperation Policy and “Partners in Development: Promoting Aid
Effectiveness” were approved by Cabinet in 2010 and are being implemented and reviewed.
The Development Cooperation Policy provides a clear indication of Government preference
for budget support modality funding and there is already greater DP willingness to consider
this aid delivery modality as a result of progress made with PFM reforms. Medium term
macro economic and financial policy challenges relate mainly to the transitional period as
Samoa graduates from the LDC status. Part of the transition strategy involves recognizing the
importance of coordinating external resources with a view to making aid flows more
predictable and program management more efficient and effective. The dialogue with DPs
on transition strategy has begun and centres on the Joint Policy Matrix for PFM and
governance related funding and the country’s ability to deliver on agreed performance
targets.
b. There is also the opportunity to re examine the currencies in which the public debt is
denominated relative to the foreign currencies Samoa receives from its international
transactions. Focus needs to be on strengthening systems to ensure mutual and domestic
accountability. Periodical TA is required to assess the sustainability of debt,especially with
regard to the level of debt raising and servicing which will facilitate successful
implementation of the MTDMS.
c. Without a return to higher growth and without appropriate policy responses debt ratios are
forecast to rise further over the next three to four years as the government continues to
draw down foreign financing to recover from the 2009 tsunami and the global financial crisis.
Samoa remains at a low risk of debt distress due mainly to the low initial level of
indebtedness, the past track record of prudent macroeconomic management and providing
the the tourism sector can return to previous growth trends. The graduation of Samoa out of
the LDC status is also likely to impact on Samoa’s continuing access to soft term loans which
Samoa has used extensively in the past for its development financing. The current
government priority is to work closely with the multilateral agencies to extend as long as
possible access to concessional financing facilities as it prepares to graduate from LDC status
in 2014. A medium term strategy to progressively increase domestic resource mobilisation,
maintain current levels of external assistance, and to enhance efficiencies in budget
spending to avoid any recourse to commercial market borrowings is in place and will be
further developed in forthcoming budgets..
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2.2.5 Governance of SOEs
a. The Government is committed to strengthening the quality and impact of performance
monitoring of SOEs to achieve on a consistent basis improvements in the efficiency,
accountability and quality of services provided to the public. The Government has also taken
concrete steps to privatise non-strategic SOEs including Polynesian Airlines, the Agriculture
Stores Corporation; and the Samoa Shipping Services. Recent initiatives taken to strengthen
corporate governance of SOEs include removing Cabinet Ministers and senior officials from
Boards and establishing an independent panel of three private sector representatives
responsible for shortlisting, interviewing and recommending candidates for Board
membership of SOEs for Cabinet endorsement. There is an ongoing initiative to assist
SOEMD to develop an organization performance self-assessment tool to be implemented
together with SOEs to assist in identifying areas for improvement. Government has also
taken steps to explore the possibility of developing Public-Private partnerships to improve
service delivery such as in the power and energy sector.
2.2.6. External Audit
a. Independent audits of Government’s accountability and performance are an important tool
to identify shortcomings and strengthen accountability and efficiency in public expenditure.
During the period 2009-2010 the Chief Audit Office has implemented an ISP with financing
from PSIF. The ISP has strengthened capacity in the management and governance systems
and financial audit capability of the Audit Office. Building on these successes is critical to
ensure effective and timely independent public scrutiny of public finance systems. The FEMA
results review for 1996 and 2010 highlighted also the need to strengthen internal audit
processes and compliance across Government to ensure cost effective use of public
resources and Government has recently (November 2012) launched a strategy for the
strengthening internal audit across the public sector.
2.2.7 Planning and Performance Monitoring
a. The Ministry of Finance has continued to promote the development of a national and sector
plans and good progress has been made over the last five years. A total of ten sector plans
have been completed14 with a few under review and four (Energy and Finance to be
completed in December 2012)to be developed in the near future. Further support is needed
to strengthen the linkages between the SDS, sector plans and the budget performance
management framework to ensure the effective and timely achievement of whole of
Government priority development outcomes on a consistent basis.
2.2.8 Accounting and Reporting
a. Effective management of the budget and timely presentation of Government accounts are
essential to the credibility of public finance management systems. During the first phase of
the PFM Reform Plan a major undertaking was made to improve the timeliness of
submission of public accounts. The 2008/09 accounts were submitted in December 2009 and
accounts for FY 2010; 2011; and 2012 were all submitted to the Audit Office within statutory
time limits of 31 October. Much work has also been undertaken to bring bank reconciliations
up to date and to improve the quality of data and use of Finance 1. There have been
improvements in the configuration of the system, in managing year end balancing, in
14

Health, Education, Public Administration, Law & Justice, Community Development, Tourism, Agriculture, Trade (including
Commerce & Manufacturing) Water and Sanitation, and the Environment .
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developing reports, and in training users. The PEFA assessment in 2010 highlighted the need
to introduce a policy for payments to suppliers, to remove delays in the system and to
monitor arrears – this has been introduced in 2012. A cash flow forecasting and monitoring
committee has been established to strengthen government cash management and is
working closely with line Ministries and Agencies and also needs to work closely with the
Central Bank of Samoa. Communication with line-Ministries is managed through monthly
Accountants meetings. A computerised training centre has already been established to
strengthen expertise on Finance 1, both within the Ministry and for line-Ministry users. The
need to provide more support and capacity building for line-Ministries was one of the main
lessons learnt during the first phase of the PFM Reform Programme.
2.2.9 Procurement
a. The application of clear rules for an open and accountable procurement system is an
important component of effective budget implementation. The Ministry of Finance Budget
Division provides supports to the Tenders Board, which is chaired by the Minister, and which
is responsible for the oversight of all tenders over SAT$ 50,000. The World Bank supported
the development of guidelines and formats for procurement which were introduced in
2009/2010 and during 2012 these are being updated following whichfurther action will be
required to ensure that the guidelines and formats are being used properly, to monitor the
quality and transparency of procedures being followed and to provide appropriate advice to
the Tender Board. The Ministry of Finance established a specialised Procurement Division in
2011 to take on this role and further support is needed to strengthen its capacity to provide
effective policy and technical support to the Board.
2.2.10 Access to Data and Statistics
a. Another major challenge in efforts to strengthen macroeconomic policy and financial
management relate to the lack of relevant and accurate economic statistics for GDP by
sector, current account details in the balance of payments; and sectoral and subsistence
employment data to track, manage and develop the emerging important services and
structural shifts in the economy and employment. There is a real need to quantify data per
sector/industry and for provision of timely, relevant and accurate economic and key social
data to make informed decisions across Government.
2.2.11 Capacity Considerations
a. Sustainable development of the finance sector and achievement of its stated outcomes
requires a consistent supply of well qualified and experienced human capital. Key areas for
further improvements include: (i) improving human capacity through professional
development, succession planning and more induction training; strengthened institutional
arrangements with better organisational structures, coordination and office infrastructure;
and improved financial administration and IT networks i.e. work processes, communications
and database systems.

2.2.12 Consolidation of Government Accounts with Central Bank of Samoa.
a. It was noted from consultations that MoF deposits have now been transferred to the CBS
rather than being with the commercial banks. This also resolves the issue of double taxing
when commercial banks normally would bid for CBS securities. MoF capacity to undertake
liquidity and cash flow forecasting for CBS auctioning of securities and for better
management of Government accounts, including of foreign exchange transactions is being
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developed. The possibility of the Government issuing Treasury Bills through the Central Bank
to finance its fiscal deficits instead of reliance on the commercial banking system being
considered as part of a plan for strengthening of debt management. This initiative will also
help in developing the domestic capital market as it will be open not just to commercial
banks and non-bank financial institutions but also to the general public and private investors
as well. In this regard, the Central Bank would act as the GOS banker, a function permissible
under its Act.

2.3.

Monetary and Financial

2.3.1 Consumer Interests
a. The concept of a Financial Sector Ombudsman or a voluntary dispute resolution mechanism
was raised during the consultations with stakeholders in light of the imbalance of resources
of a large population of bank customers viz a viz the commercial banks. The role of the
Ombudsman would be primarily the timely settlement and resolution of complaints and
minor disputes by customers of commercial banks and other financial institutions.
2.3.2 Micro-financing
a. Organisations such as WIBDI, SBEC and SPBD have become significant players in the
alleviation of poverty particularly through facilitation and provision of finance, training and
capacity building as well as the provision of inputs and technical advice in support of small
businesses and income generating activities in the rural communities. The DBS Microfinance/
small saving scheme to women in association with MWCSD disbursed $2.4 million to more
than a 1,000 women in 2011. Since 2002, SBEC has approved 1,400 loans totalling $16.4m.
Of these loans, 456 loans amounting to $10.0m remain outstanding. SPBD since
establishment in Samoa has disbursed about $50m with a current loan book to the value of
$4.7m and a repayment rate of 97%. The CBS has indicated it will be bringing the micro
financing organisations under its oversight.
2.3.3 Financial Literacy and Inclusion
a. The Central Bank of Samoa is spearheading a financial literacy campaign as part of its
financial inclusion drive. The Bank’s interest in financial literacy is to help facilitate the
efficient operation of the market economy in general and of monetary policy in particular.
That is, knowledgeable consumers promote competition among financial and non-financial
firms which benefits the economy as a whole. Also, economic development can be fostered
by educating individuals on how best to manage their personal finances. In this regard, the
CBS is pursuing financial literacy as one of its key strategies during the FSP period. The CBS
has already undertaken preparatory work by conducting a Financial Competency Survey in
conjunction with SBS and PFIP. The key results of this survey were reviewed and discussed
during a stakeholders’ consultations workshop in early November 2012.
b. The objective of the workshop was to generate stakeholder discussions on building financial
competency and to develop a national strategy on financial literacy with a specific timeframe
and quantitative targets. An important component of the strategy is to design
appropriate financial education programmes targeting various stakeholder groups. The CBS
is expected to play a key role in the preparation of training materials and for the training of
trainers. In recent years financial literacy and inclusion have been well supported by the
banks who have been keen to see more people/businesses using their banking products and
services (e.g. mobile banking) and to extend these to the general public who would not
normally be able to or have easy access to the banks.
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2.3.4 Role of SIFA
a. Since 2000, there has been a significant change in both investor and regulatory
requirements, the need for increased transparency and exchange of information (erosion of
confidentiality), product initiatives as well as responses to events such as the GFC; making it
more difficult to obtain business than previously. SIFA signed 14 tax information exchange
agreements (TIEA) to allow it to become white-listed in December 2009 and has also
revisited its product mix (e.g. special purpose international company which requires
businesses to now be based in Samoa). Key initiatives underway include: (i) new marketing
plan developed and launched end June 2012; (ii) increase in regulatory and supervisory staff
and profitability impacted, although remains at levels in excess of SAT$10.0 million. The
planned promotion of the international stock exchange by the Government would require
re-examination of how the SIFA will be accommodating such an initiative under its present
set of legislation which requires all international companies to be registered through the
Trustee Companies.
2.3.5 Liquidity and Investment Vehicles
a. The conduct of open market operations seeks to achieve a number of important objectives.
The immediate objective is to remove the excess reserves of commercial banks with the
Central Bank. Once these excess deposits have been removed, the Central Bank would then
monitor closely the liquidity of the financial system. The issue of CBS securities is also aimed
at developing the financial market in Samoa.
b. Given the large amounts of funds being repatriated overseas by the commercial banks and
the impact on liquidity, there is a need to consider putting in place certain rules on returns
on investment and how funds are repatriated. It was noted that whilst commercial banks
were complaining about the withdrawal of deposits by the SOEs (to UTOS), little was being
done by the banks themselves to attract replacement investments, including the offering of
more attractive interest rates.
2.3.6 Price Stability and Inflation
a. Inflation has been erratic over the years due to both external and internal factors inclusive of
local food shortages, changes to taxes and the rising cost of fuel products and imported
goods. The impact of high inflation resulting from higher imported fuel and food imports has
highlighted the need to examine policy initiatives that not only increase export orientated
production but will also promote the production of locally harvested food crops for self
sufficiency and import substitution through initiatives advocated by the Fruit and Vegetable
Strategy, in partnership with the private sector through the main local food importers and
processors.
b. The high liquidity of SNPF and ACC and the generally higher deposit rates they extract from
commercial banks make monetary policy management by the CBS more challenging. The key
role played by these two institutions in influencing domestic interest rates raised the
question as to whether they should not be subject to the prudential guidelines and
supervision of the CBS which for SNPF became the case following the 2011 CBS Act.
2.3.7 Cost of Capital
a. For international commercial banks, a large component of their pricing model is country risk
related. Increasing costs of capital has also been linked to the cost of compliance with
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regulations (capital adequacy and reporting for example) and the outsourcing of processing
by banks to regional call centres etc.
2.3.8 Supervision and Regulation
a. In terms of financial stability, examples presented were the UNCAC (anti-corruption
taskforce and the protection of the financial system) and the 2010 CBS Bill which addresses
some of the issues on supervision. The non-bank retailers, money and foreign exchange
businesses are now covered under the amended CBS legislation that was passed in late 2011.
These only however represent a small portion of the sector and the CBS has yet to enforce
reporting requirements under the amended legislation. It is noted that CBS is currently
undergoing a CBS wide restructure, including the Financial Institutions Department to reflect
the current demand for financial supervision and to implement training programs for
supervision staff.
b. Concerns were noted from members of the Bankers Association about the lack of formal and
structured dialogue with MoF and CBS. It was noted that SNPF and DBS have been recently
brought under the supervision and regulation of the CBS and these need to be extended to
the ACC to ensure a level playing field and compliance with prudential guidelines which the
commercial banks are subject to (issue of surplus funds, negotiating of interest rates and
competing products). The prudential supervision over commercial banks and non-bank
financial institutions needs to be enhanced and strengthened with greater focus on
commercial banks to follow prudent management practices, the central bank can promote
public confidence in these institutions and help to maintain a sound financial system.
c. The insurance industry members voiced concern about the lack of structured dialogue and
engagement with CBS as the insurance Commissioner and regulator for several years.
Feedback and whole of industry information from CBS based on submission of quarterly
returns by the industry has not been forthcoming.
2.3.9 Agricultural Credit and the Role of DBS
a. There is an urgent need to restructure the DBS to focus its operations primarily on the
provision of appropriate development financing packages which are not available from the
commercial banks, so that the national development initiatives can be implemented. These
developmental initiatives include new investment in the agriculture sector and support for
Government’s policy of promoting greater economic use of customary land through lease
arrangements. A restructure of the DBS to support renewed investment in the agricultural
sector was initially raised as a key issue in the current Agriculture Sector Plan.
b. There is strong support of the ‘development’ role of DBS with suggestions that DBS
provides support for eligible projects in the first 24 – 36 months to get them firmly
established for eventual refinancing by the commercial banks. It was also noted that perhaps
DBS could be the main vehicle through which customary land is used as collateral given the
reluctance of commercial banks to accept this type of security.
c. DBS is already under CBS’s prudential oversight. Funding is primarily sourced from the CBS,
SNPF; and EIB. The DBS has found it difficult to reduce lending interest rates given its
relatively high costs of capital and high operating costs. A major issue now faced by the DBS
is the difficulty in recovering loan funds particularly from tourism sector clients.
2.3.10 Unit Trust of Samoa
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a. UTOS was established by Government as an alternative investment vehicle for the Samoa
people who would not normally invest funds in business enterprises. It was suggested during
the consultations with stakeholders that the rather aggressive timeframe for UTOS
milestones be extended and that any subsidies and Government guarantees supporting the
initial set up of UTOS be made more transparent and time-bound to facilitate adjustment of
the other financial institutions and to restore a level playing field for the market as soon as
possible.
b. There are concerns with the manner in which the Unit Trust of Samoa (UTOS) promotes
investment of the general public in equities through the issue of convertible and capital
notes without proper supervision by the Central Bank of Samoa. The Central Bank of Samoa
is seeking technical assistance to advise on an appropriate supervision framework for UTOS
and any other unit trusts created under the 2008 Unit Trust Act.
2.3.11 Institutional Strengthening of the Central Bank of Samoa
a. It was identified that the Central Bank of Samoa has to undergo some major restructuring
and capacity building to position it to effectively deal with the changing nature of the
domestic and international financial markets. The importance of establishing a strong
international corporate governance profile to support the Central Bank in its international
dealings has been accorded top priority. These corporate governance initiatives will include
the restructure of the Bank, review of the composition of its Board; and enhancing its
compliance to best practices for internal and external oversight of central banks. The
restructuring of the Central Bank is driven mainly by the urgent need for capacity building in
the increased and expanded supervisory role of the Central Bank. There are also a number of
legislative improvements to underpin the corporate governance organisational structural
reforms.

2.4.

External Position

2.4.1 Exchange Rate Policy Options
a. Government will be reviewing the appropriateness of a more active use of exchange rate
policy to underpin a restructuring of the financial situation in the case of a major financial
crisis. Although the Tala has appreciated substantially in real effective terms over the past
decade, the Central Bank has been cautious in implementing the call a gradual realignment
of the exchange rate as a measure help prevent further reserve losses and strengthen export
competitiveness in the medium term.
b. This position has been based on the fact that the performance of the main exports of goods
and services have been hampered mainly by supply side constraints which the Government
is currently addressing with its major infrastructure and policy reforms supported by the key
multilateral financial institutions. Even if there is a basis for making such an exchange rate
policy adjustment, the real challenge of such a policy call is in setting the pace and timing of
the exchange rate adjustment due to the potential significant adverse impact of such a policy
response on external debt and inflation.
2.4.2 Adequacy of the Level of International Reserves
a. The expected increasing risks and pressure on international reserves at a time Samoa is
making a transition from access to the special financing facilities dedicated for LDCs,
necessitates re examination of the adequacy in the future of the policy target for
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international reserves of 4 months of imports and the access to the international emergency
financing facilities
2.4.3 Debt Management and Financing
a. Without a return to greatly improved growth and appropriate fiscal policy responses the
debt ratios are forecast to rise further over the next three to four years as the government
continues to draw down foreign financing to recover from the 2009 tsunami and to work
through the ongoing international economic crisis. The situation has been addressed by the
recent publication of the Debt Management Strategy and development of medium term
debt service projections which will guide future external debt negotiations. The main risks in
the national external debt have been the lack of formal hedging arrangements against the
main currencies in which the external debt is denominated in. The graduation of Samoa out
of the LDC status is also likely to impact on Samoa’s continuing access to soft term loans
which Samoa has used extensively in the past for its development financing. The current
government priority is to work closely with the multilateral agencies to extend access to
concessional financing facilities as it prepares to graduate from LDC status in 2014. A
medium term strategy to progressively increase domestic resource mobilisation, maintain
current levels of external assistance, and to enhance efficiencies in budget spending to avoid
any recourse to commercial market borrowings has been developed and will be
implemented in forthcoming budgets.
2.4.5 Emergency Financing from the International Monetary Fund.
a. The upward adjustment of the foreign exchange import cover target will be considered to
allow adequate time for the processes of macroeconomic analysis, decision making,
negotiations and securing of the necessary contingency financing from the options open to
Samoa in the event of a major external sector shock.
b. In the event of a crisis, Samoa has access to the financial instruments below and explained in
detail in Annex 7. Samoa can access both the normal and special concessionary lending
facilities through its membership of the IMF in which it has a quota of 11.6m SDRs if and
when a balance of payments financing need arises. The maximum quantum of financing
Samoa can access is dictated by its quota.
c. Under the normal membership facilities15 , Samoa can access balance of payments financing
through the Standby Agreements (SBA), Flexible Credit Line (FCL), Precautionary and
Liquidity Line (PLL), Rapid Financing Facility (RFF), Extended Fund Facility (EFF) and the Trade
Integration Mechanism Facility (TIMF).
d. The last time Samoa accessed these normal IMF membership facilities was in 1984 when it
entered into a standby arrangement. Of all the normal membership facilities available, the
Trade Integration Mechanism Facility will be closely reviewed as it is most relevant to
Samoa's case as it opens up under its WTO obligations. The Trade Integration Mechanism
allows the IMF to provide loans under one of its facilities to a developing country whose
balance of payments is suffering because of multilateral trade liberalization, either because
its export earnings decline when it loses preferential access to certain markets or because
prices for food imports go up when agricultural subsidies are eliminated.

15

Subject to the Fund creditors' stringent measures.

36

e. In addition to the normal membership facilities, Samoa as a low income country can access
concessionary balance of payments financing through the Extended Credit, Rapid Credit and
the Standby Credit facilities which were set up in 2012 from the previous Poverty Reduction
and Growth Trust (PRGT). Total access to concessional financing under such schemes is
limited to 100 percent of quota per year, and total outstanding concessional credit of 300
percent of quota.
2.4.4 Country Risk Rating
a. As Samoa prepares to explore the capital markets for its future development and balance of
payments financing, it will consider undertaking a full country risk rating before Samoa
graduates out of the LDC group. Such a country risk report will assist in identifying the
relatively high risks which Samoa can start to address so that its rating can be progressively
improved making Samoa a more attractive home for foreign investors.
2.4.5 International Money Markets
a. Samoa borrowed from the New Zealand money markets in the 1960s but it has not utilised
this source of financing since because it has not been an efficient option given the increasing
range of development financing sources as Samoa leveraged its LDC status with its
international relations position to access a wide range of concessional lending facilities.
Possible avenues to further test the market over time include (i) Private Bond Placement and
(ii) Public Bond Placement.
2.4.6 Capital Markets
a. Although Samoa with its social and political stability has the potential to attract international
capital, the Government has taken a long term view in its plans for development of a fully
fledged stock exchange due the relatively large demands for building up a pool of technical
and professional services and the support infrastructure necessary to effectively run a viable
and credible capital market. To accelerate the process, the Government is developing a
medium term master plan to jump start the development of an international stock exchange
which will attract not only reputable experienced securities brokers and dealers, but also a
general pool of credible overseas technical and professional expertise necessary for a fully
functional international stock exchange. The Government is also according priority to
upgrading its key communications and office/residential infrastructure. In addition to the
amendment of the 1996 FIA and subsequent amendments to the Financial Institutions Act
new regulatory arrangements to regulate the activities of securities brokers and dealers is
also needed. Preparations are thus being made for drafting the policy and legal framework
for a capital market authority body for development and oversight of the capital markets in
the medium term.
b. The Government is also conscious of the increasing surveillance of international finance
centres by the international community and it is preparing to invest resources to have the
appropriate technical and management capacities to ensure all the relevant international
legal, regulatory, administrative, accounting and supervisory standards are complied with.
Therefore a major technical capacity enhancement programme will be developed to
underpin the plans for Samoa to be recognised as a credible and efficient finance centre.
2.4.7 International Commercial Banks
a. Samoa maintains close banking relations with the international commercial banks like the
ANZ Bank and Westpac Bank which could be tapped for meeting international banking
requirements. Familiarity of these commercial banks with the local situation and their
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assessment of country risks would facilitate access to any necessary international banking
facilities.
b. The international commercial banks which do business with clients who may also be clients
of the Samoa International Financial Authority might also be in a position to consider
international banking services given their familiarity of Samoa's standing in the international
financial markets.
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Annex 1: List of Key Documents Reviewed
LEGISLATION: Name
Accident Compensation Act
Central Bank of Samoa Act
 Amendment
 Amendment
 Amendment
Development Bank Act
Electronic Transactions Act
Financial Institutions Act
 Amendment
Housing Corporation Act
Insurance Act
International Banking Act
International Companies Act
 Amendment
International Insurance Act
 Amendment
International Mutual Funds Act
International Partnership & Limited Partnership Act
International Trusts Act
Life Assurance Corporation Act
Money Laundering Prevention Act
Mutual Assistance in Criminal Matters Act
National Provident Fund Act
Offshore Banking Act (and any amendment)
Public Bodies (Transparency and Accountability) Act
Amendment
 Amendment Regulations
 Amendment Regulations
 Amendment
Public Finance Management Act
Samoa International Finance Authority Act
Segregated Fund International Companies Act
 Amendment
Trustee Companies Act
 Amendment
 Amendment

Year
1989
1984
1986
2001
2010
1974
2008
1996
2001
1989
2007
2005
1988
2009
1988
1998
2008
1998
1988
1976
2007
2007
1972
1987
2001

POLICIES, PLANS AND STATEMENTS: Name
Strategy for the Development of Samoa 2008-2012
Strategy for the Development of Samoa 2012-2017
Sector Planning Guidelines
Finance Sector Issues Paper
Concept Note – Developing a Finance Sector Plan
Presentation - Developing a Finance Sector Plan
Finance Sector Plan – Consultation First Round Summary Report
Article IV Consultation Reports

Year
2007
2012
2009
2011
2011
2011
2011
2010

Article IV Consultation Reports

2007

2011
2011
2012
2001
2005
2000
2001
1988
1998
2009

Agency/Author
ACC
CBS

DBS
SIFA
CBS
SHC
CBS
SIFA
SIFA
CBS
SIFA
SIFA
SIFA
SLAC
CBS
AG
SNPF
SIFA
MoF

MoF
SIFA
SIFA
SIFA

Agency/Author
MoF
MoF
MoF
MoF
MoF
MoF
MoF
International
Monetary Fund
International
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Article IV Consultation Reports

2005

Article IV Consultation Reports

2003

Article IV Consultation Reports

2001

Corporate Plans:
MoF 2008-2012
CBS 2003-2005
Audit Office 2009-2012
SBS 2008-2012
DBS 2013-2015
Annual Reports:
CBS 2009-2010
Audit Office
SBS
DBS 2010-2011
SNPF 2009-2010
SIFA 2006-2010
Samoa Strategy for the Development of Statistics 2011-2021
Fiscal Strategy Statement 2008-2009-2010/2011
Fiscal Strategy Statement 2012/2013
Forward Estimates Statement 2010/11 to 2012/13

Monetary Fund
International
Monetary Fund
International
Monetary Fund
International
Monetary Fund

Current
Versions

Various

Current
Versions

Various

2011
2011
2012
2010
2012
2009-2011
2010
2012

SBS
MoF
MoF
MoF

PROJECT REPORTS: Name
The Financial Sector Liberalization – Public Information Pamphlet 1
Monetary Policy in a Liberalized Financial System - Public
Information Pamphlet 3
Assessment of the Regulations and Supervision of Financial Services

Year
1998
1998

Agency/Author
CBS
CBS

2002

Assessment of the Regulations and Supervision of Financial Services
including Report on the Observance of Standards and Codes on
Banking Supervision
Interest Rates and Bank Profitability in the South Pacific

2007

International
Monetary Fund
International
Monetary Fund

Monetary Policy Statement 2009/10 – 2011/12
Medium Term Debt Management Strategy 2010-2015
Budget Address 2012/2013

Presentation on Financial (Banking) Sector Supervision in the Pacific
Public Finance Management Reform Plan 2008, Phase I - 2010
Public Finance Management Reform Plan 2008, Phase II - 2011
PFM Reform Plan. Annual Progress Report Dec 2010
PFM Reform Plan: Phase II. Annual Progress Report Nov 2011
Public Expenditure Framework for Assessment Reports
Finance Sector Advisory Committee Terms of Reference
Ministry of Revenue - Institutional Strengthening Project – Progress
Reports/ Completion Report
Statistics Bureau – Institutional Strengthening Project - Review of

2010

CBS
MoF
MoF

2008
2011
2010

Pacific
Financial
Technical
Assistance (PFTAC)
PFTAC
MoF
MoF
MoF

2011
2010
2011
2011

MoF
MoF
MoF
MfR

2012

SBS
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Organisation & Proposed Restructuring of the
Samoa Bureau of Statistics Final Report
Audit Office - Institutional Strengthening Project – Completion
Report
CPEIR Samoa

2008

AO

2012

MoF

OTHER REPORTS AND DATA: Name
Quarterly Economic Bulletins

Year
2000 to 2012

Agency/Author
CBS
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Annex 2 : List of Key Stakeholders Consulted
Ministry of Finance
Lae Siliva
Nick Roberts

23 February 2012
PFM Coordinator
MoF Budget Advisor

Ministerial
Hon. Faumuina Tiatia Faaolatane Liuga
Hon.
Tialavea
Fea
Tionisio
(Seigafolava) Hunt

Monday 12 March 2012
Minister of Finance, Government of Samoa
Associate Minister of Finance, Government of Samoa

Public Finance Management Taskforce
Lavea Tupaimatuna Iulai Lavea
Sealiimalietoa Melepone Isara
Foketi Imo-Evalu
Leiataua Henry Ah Ching
Elita Tooala
Leasiosiofaasisina Oscar Malielegaoi
Gafatasi Patu
Litara Taulealo
Noelani Tapu
Peresitene Kirifi
Losalini Ah Ki

Monday 19 March 2012
Chair, PFM Taskforce
DCEO Policy Management
DCEO Operational Management
ACEO EPPD
ACEO SOED
ACEO Budget Division
Legal Counsel
Climate Resilience Investment Coordination Unit
Senior Officer Aid Coordination and Loans
Principal Debt Management Officer
Internal Audit

Finance Sector Advisory Committee
Lavea Tupaimatuna Iulai Lavea
Magele Philipp Penn

Thursday 12 April 2012
Chief Executive Officer, Ministry of Finance
Deputy Governor (Financial Policies and Operations),
Central Bank of Samoa
Government Statistician, Samoa Bureau of Statistics
Chief Auditor and Controller, Audit Office
ACEO Customs Department, Ministry for Revenue

Muagututia Sefuiva Reupena
Fuimaono Camillo Afele
Afoa Ray Pereira
Central Bank of Samoa
Iosefo Bourne

Magele Philip Penn
Karras Lui
Lana Lome
Tapusina Asalele

Wednesday 25 April 2012
Acting Governor
Deputy Governor (Financial Research & Market
Development)
Deputy Governor (Financial Policies and Operations)
Manager Research and Statistics
Acting Manager, Financial Markets Department
Assistant Manager, Financial Institution Department

Ministry for Revenue
Pitolau Lusia Sefo-Leau

Wednesday 25 April 2012
Commissioner of Inland Revenue and Chief Executive
Officer MfR

Audit Office
Fuimaono Camillo Afele
Violet Roebeck Faasavalu

Thursday 26 April 2012
Controller and Chief Auditor
Audit Consultant

Commercial Banks
Ruth Thomsen
Joanne Rasmussen McNeely

Friday 11 May 2012
Senior Manager, Samoa Commercial Bank
Operational Risk & Compliance Manager, ANZ Bank
Samoa
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Michael Mjaskalo
Fuimaono Malcolm Johnston

General Manager, Westpac Bank Samoa Ltd
Chief Executive Officer, National Bank of Samoa

Insurance Companies
Darryl Williamson
Jennifer Fruean
Leanne Dalton
Peleti Poutasi

Tuesday 15 May 2012
Managing Director, National Pacific Insurance
Financial Controller, National Pacific Insurance
Snr Insurance Officer, Federal Pacific Insurance
Insurance Officer, Federal Pacific Insurance

Government Corporations, Mutual Bodies
and Non-Banking Institutions
Malaeulu Lose Niumata

Tuesday 15 May 2012

Faumuina Esther Lameko-Poutoa
Matautia Rula Levi
Lealaiauloto Aniseto Chan Ting

Chief Executive Officer, Accident Compensation
Corporation
Chief Executive Officer, Samoa National Provident Fund
Chief Executive Officer, Samoa Housing Corporation
Chief Executive Officer, Samoa Life Assurance

Unit Trust of Samoa
Justina Sau

Wednesday 30 May 2012
Chief Executive Officer

Development Bank of Samoa
Tuiasau Saumani Wong Sin
Afemaleta Alesana Lafi
Susana Laulu

Monday 11 June 2012
Chief Executive Officer
Deputy CEO LOD
Deputy CEO FAMP

Samoa International Finance Authority
Alosamoa Erna Vaai Aiono
Cheshire Malua
Sieni Voorwinden

Tuesday 12 June 2012
Chief Executive Officer
ACEO Accounts and Supervision
ACEO Legal and Registration

National Private Sector Organisation
Taito John Roache
Tuala Pat Leota
Jennifer Fruean
Ane Moananu
Papalii Grant Percival
Louisa Schwalger
Maros Parreno-Apostol

Thursday 14 June 2012
Executive Council Member
Executive Council Member
Executive Council Member
Chief Executive Officer
Member
Member
Member

Small Business Enterprise Centre
Peseta Margaret Malua
Goretti Godinet

Friday 15 June 2012
Director
Manager SLBGS and Recoveries

Hon. Faumuina Tiatia Faaolatane Liuga
Lavea Tupaimatuna Iulai Lavea
Maiava Atalina Ainuu Enari

August 2012
Minister of Finance, Government of Samoa
CEO Ministry of Finance
Governor of the Central Bank of Samoa
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Annex 3: Summary of Issues: Stakeholder Consultations
Sub-Sector
Fiscal Sustainability

Agency/Stakeholder
Insurance Companies
SIFA
Private Sector

Issue
Budget Deficit:
The biggest macro economic and financial policy risk for
Samoa is the possible destabilizing financial impact from the
relatively high budget deficits used to stimulate the economy
following the global financial crisis and the devastation from
the 2009 tsunami. This requires urgent strengthening of its
revenue collection and expenditure control systems and
processes as identified in the PEFA.
With reference to the Chamber Business Confidence Survey,
concerns raised on the increasing level of budget spending;
expansion of the public service and the number of GoS
agencies and authorities; and management and sustainability
of GoS debt.
SIFA since establishment in 1988, has contributed approx
$100m to GoS budget. Needs proper structuring to ensure
little impact on liquidity. Existing governing legislation could
be reviewed to set specific limitations on how much funds
SIFA should be paying to GoS on an annual basis.

Private Sector
Ministry of Finance

Private Sector noted the following:
 There is a need for GoS to match core revenue to core
expenditure.
 It was noted that GoS needs to manage the expectations
of Samoa’s development partners and be able to say no if
there is a disparity in national priorities and needs and
that pushed by the DPs.
 On the GoS budget, whilst the annual increases in the
budget are somewhat acceptable there should not be a
continued reliance on borrowing to bridge the deficit gap.
 There was a need for GoS to not only focus on financial
audits, but also performance audits across all GoS
Ministries and SOEs – this is supported by the Audit Office.
 Long-term planning is essential but there is notable lack of
sustainability in development planning by Gos (e.g. large
amounts of funds spent on roading and building
infrastructure with no clear R&M plan or budget or study
as to how sustainable the projects are).
 A high proportion of GoS expenditure continues to be
attributed to public service personnel costs with relatively
little towards operational expenditure. Perhaps an option
to cut down expenditure would be the reducing of the
public service and improving efficiency of operations.
 It was also suggested that another means of reducing GoS
expenditure would be to consider those services which
could be outsourced to the private sector and more
competitive cost and to improve efficiency – this would
also assist in creating a more enabling environment for the
private sector.
Debt Management:
Medium term macro economic and financial policy threats
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Private Sector

Ministry for Revenue
Private Sector

relate mainly to the transitional period as Samoa graduates
from the LDC status. The extent of the threat depends on the
speed at which Samoa will be graduated from eligibility to
grant and soft term loan financing. There is also the
opportunity to re examine the currencies in which the
national debts are denominated relative to the foreign
currencies the country receives from its international
transactions.
Public Investment Plan:
The Government to have a more comprehensive public
investment plan to underpin the implementation its key
development strategies. In this regard, the Finance Sector
Plan is to also provide recommendations on how the finance
sector can provide the relevant level and range of financing
modalities to support the achievement the development
goals.
Revenue Generation:
Revenue ISP aims to strengthen the tax base through
improved compliance, better client service, and consistent
policy advice on the reform of Samoa’s tax structure. Legal &
Technical Support unit established within MfR and Business
Analyst recruited.
Private Sector highlights:
 The Samoa accession to the WTO means it will be more
difficult for GoS to expand its revenue base.
 MfR (both revenue and customs) is not efficient enough in
its collection of revenue as well as debts. It was noted
however that these are currently being addressed by the
MfR ISP.
 It was raised that whilst Samoa is good at legislative
reform and passing of laws, more effort needs to be
directed towards policing and monitoring, particularly
when dealing with the charging and collection of GoS
revenues.
 It was suggested that MfR and MoF also revisit the nonresidential tax and other tax regimes that could assist in
expanding of the revenue base.
 It was also suggested that the MfR systems be linked
directly to the MoF FinanceOne systems to ensure
sufficient support.
 It was noted also that there are some NGO’s and
Incorporated Societies who are members and have
indicated that they are paying VAGST, despite not being
subject to VAGST and other forms of Tax (except for PAYE)
where they are able to claim a rebate on VAGST. These
organisations are heavily reliant on fundraising activities
and Donor funds, so cash flow is very important and often
impacted by the long rebate process where members are
having to wait for extremely long periods of time ( we are
talking 2-3 years max) to claim this cash back.
 Also recommend that MfR updates its information
packages (pamphlets, summarized Tax law handouts etc)
to provide relevant information to tax payers but to also
inform those who are not eligible to pay tax as current
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packages are unfortunately out of date.
Payment Processes:
Understand the need for checks and balances but large delays
in processes problematic for bank clients and the private
sector.
Audit:
Audit ISP completed included legislation review, upgrade of
ICT systems, strengthening independence of the AO and
capacity building. Focus on performance audit, value for
money, effectiveness of various programmes and also
minimising of fiscal waste.
Technology Developments:
Highlight/identify technologies that cause differences in the
scale of production across priority sectors (Agriculture,
Tourism, Trade etc)
Public – Private Partnership and Dialogue:
Development of a policy framework for public-private
partnership and GoS provision of the enabling environment
for the private sector and development of business.
Data/Statistics Access: The major challenges facing the
macroeconomic policy and financial management relate to
the absence or lack of relevant economic statistics for GDP
sectors, current account details in the balance of payments
and sectoral and subsistence employment data to track,
manage and develop the emerging important services and
employment structural shifts.

Commercial Banks

Audit Office

NPF
ACC
SHC
SLAC
Private Sector

NPF
ACC
SHC
SLAC

The need to quantify data per sector/industry and provision of
timely, relevant and accurate economic data to make
informed decisions.
Monetary
and
Financial Stability

Central
Bank
Samoa
Private Sector

Central
Samoa

Bank

of

of

Government Finances:
It was noted that MoF deposits now transferred to CBS rather
than commercial banks – this also resolves the issues of
double taxing when commercial banks normally would bid for
CBS securities; Noted that the MoF liquidity forecasting for
CBS auctioning of securities is still pending at this stage; Noted
the preference for the centralising of all GoS deposits where
CBS can broker fx rates for GoS’s foreign currency
transactions; GoS debt is being paid from CBS foreign
reserves.
Private Sector suggested that perhaps CBS and MoF need to
consolidate accounts with the possibility of CBS acting as the
GoS banker. The option of DBS taking on this role was also
suggested.
Price Stability and Inflation:
The high liquidity of NPF and ACC make monetary policy
ineffective and agreed that perhaps regulation of such bodies
could be looked at although at present were mandated and
regulated by individual legislation. Raised issue of moral
suasion as a means but if this fails would consider perhaps
setting of %age of surplus funds to invested in various
instruments. Benchmark target inflation is 3% although actual
levels have been markedly higher.
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Central
Samoa

Bank

of

Central
Samoa
DBS
SBEC

Bank

of

Cost of Capital:
For international commercial banks, a large component of the
pricing model is country risk with relatively higher returns in
the Pacific region. Increasing cost of capital has also been
linked to cost of compliance with regulations (capital
adequacy and reporting for example) and the outsourcing of
processing by banks to regional call centres etc. Suggested a
credit bureau to reduce risk and subsequently costs.
Access to Credit:
CBS priority on financial inclusion was supported by the banks
were not only would they like to see more people/businesses
using the banking system but also extending their products
and services (eg mobile banking) to those who would not
normally be able to or have easy access to the banks. The
introduction of new services by the commercial banks through
the telco companies (eg EzyBank) and the new financial-type
services provided by the telco company themselves is
innovative and good for the public, although the question has
been raised whether such activities by the telco companies
need to be also regulated by the CBS.
The ADB project relating to economic use of customary land
and for credit financing collateral was welcomed, although
this could be channelled through DBS.
Access improved but issue surrounding collateral remain
(customary lands etc).

Commercial Banks

Central
Bank
of
Samoa
Commercial Banks
Insurance Groups
SBEC

For SBEC the main objective is to facilitate accessing of credit
by small business who have limited or no security (No further
progress on the Personal Properties Bill, where issues are
centred around registration, ownership and also insurance
cover). MOU signed with commercial banks for 100%
guarantee cover. Noted that bank portfolio management not
always ideal.
Consumer Interests:
Establishment of an Ombudsman for the commercial bank
customers was supported given the imbalance of resources of
a large population of bank clients vis a vis the banks.
Supervision and Regulation:
In terms of financial stability, examples presented were the
UNCAC (anti-corruption taskforce and the protection of the
financial system) and 2010 CBS Bill which addresses some of
the issues on supervision. Noted that nonbank retailers,
money and foreign exchange businesses now covered under
the amended CBS legislation that was passed late 2011. These
only however represent a small portion of the sector where
the CBS has yet to enforce reporting requirements under the
amended legislation.
Consensus on the need for more formal and structured
dialogue with MoF and CBS as well as within the bankers
association. SNPF and ACC could be brought under the
supervision and regulation of the CBS to ensure compliance
with prudential guidelines which the commercial banks are
subject to (issue of surplus funds, negotiating of interest rates
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and competing products). Level playing field with regards to
UTOS and issue of GoS Guarantees.
Regular more structured dialogue with CBS as Commissioner
required. Feedback and whole of industry information from
CBS on submission of quarterly returns wanted.

Ministry for Revenue
Commercial Banks

Commercial Banks
Insurance Groups

DBS
SBEC
Private Sector

The prudential supervision by the CBS over commercial banks
needs to be more focus on monitoring of the ‘health’ of
commercial banks, particularly given the global financial
events and collapse of many of the multinational banks.
Money Laundering and Tax Evasion:
The Income Tax Act rewrite has been completed and aims to
simplify the existing legislation and includes clauses relating to
self-assessment.
Smaller entities remitting funds offshore should be subjected
to the same rules, checks and balances as commercial banks.
Financial Safety and Security:
For deposit insurance - could be channelled through a GoS
scheme, although some concerns raised on the impact of
costs on existing overheads. Whilst this was practiced
overseas, mixed views on whether it should be done in
Samoa.
Review of minimum capital and solvency requirements;
setting minimum re-insurance levels and credit rating system
for re-insurers.
Micro-financing:
Microfinance/ small saving scheme to women in association
with MWCSD ($2.4 million >1000 women in 2011).
Since 2002, SBEC has 1400 loans approved totalling $16.4m
(current 456 loans amounting to $10.0m).

Insurance Groups

Commercial Banks
DBS

SPBD since established in Samoa has disbursed $50m with a
current loan book to the value of $4.7m and a repayment rate
of 97%.
Insurance:
Other issues relating to insurance – alternative fundraising for
rd
FSD in addition to the Fire Services Levy; follow up on 3 party
liability scheme; lack of input into the 2007 legislation.
Role of DBS:
Whilst the overall lending portfolio has grown (commercial
bank and non-monetary financial institutional), the
percentage of commercial bank lending to the agriculture
sector has averaged between 1.4-1.9% per annum since 2006
compared to 10.5-12.2% of non-monetary financial
institutional lending. Commercial lenders have shied away
from the relatively high risks involved with a declining sector
aggravated by the lack of security or guarantee that can be
provided by farmers to commercial lending institutions. The
Agriculture Sector Plan encourages the restructure of the
Development Bank of Samoa to focus primarily to developing
the agriculture and fisheries sector. It is understood that a
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review of the DBS and its mandate will be implemented within
the plan period and provides an opportunity to consider the
role of DBS as the main conduit of commercial lending to the
agriculture sector using customary land leaseholds as
collateral and village group guarantees is critical in order to
ensure timely and targeted delivery of resources to key
16
beneficiaries in the community .

SIFA

Commercial Banks
Private Sector

16

The lack of collateral remains an issue for many seeking credit
financing. The ADB is funding a TA Promoting the Economic
Use of Customary Land which involves the economic
development of customary land with a continued emphasis on
leasing and exploring options for customary land
development by landowners. The ADB project relating to
economic use of customary land and for credit financing
collateral was welcomed, although this could be channelled
through DBS.
Access improved but issue surrounding
collateral remains (customary lands etc). For SBEC the main
objective is to facilitate accessing of credit by small business
that have limited or no security (but it was noted that no
further progress on the Personal Properties Bill had been
mentioned where issues are centred on registration,
ownership and also insurance cover). An MoU was signed in
2012 with commercial banks for 100 percent guarantee cover,
however, it was raised during the consultations that bank
portfolio management was not always ideal.
Role of SIFA:
Since 2000, there has been a significant change in investor
requirements, the regulatory requirements, the need for
increased transparency and exchange of information (erosion
of confidentiality), product initiatives as well as events such as
the GFC; resulting in:
 More difficult to obtain business than previously
 SIFA has signed 14 tax information exchange agreements
(TIEA) to become white-listed in Dec 2009
 Revisit and focus on its product mix (e.g. Special purpose
international company which requires businesses to now
be based on-island).
 New marketing plan developed and launched end June
2012.
 Increase in regulatory and supervisory staff
 Profitability impacted, although remains at levels in excess
of SAT$10.0 million.
Liquidity:
Tight liquidity awaiting report from CBS on reasons. Suggested
that following was needed:

need to consider a liquidity safety limit tied to the rate of
growth to ensure that there is sufficient and a healthy
level of liquidity in the system;

consider capacity of CBS to monitor and manage the
liquidity situation

useful to have from GoS a 3 year cashflow forecast to
map out utilisation and need of financing/withdrawal of

Agriculture Sector Plan
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deposits (eg. Implementation of the SIFA $10.0 million
building project will result in further tightening of
liquidity).
Given the large amounts of funds being repatriated overseas
by the some of the commercial banks and the impact on
liquidity, there is a need to put in place certain rules on
returns on investment and how funds are repatriated. It was
noted that whilst commercial banks were complaining about
the withdrawal of deposits by the SOEs (to UTOS), little was
being done by the same commercial banks in attracting
replacement investments, including the offering of more
attractive interest rates.
Investment Vehicles:
UTOS good alternative for Samoans to investment. No impact
on general liquidity but rather individual banks. Suggested
that aggressive timeframe for milestones be extended.
Capital Markets:
Although Samoa has to date been fortunate it has only
resorted to the IMF facilities for financing its balance of
payments during past financial crisis, the increasing openness
of the economy as Samoa liberalizes and expands its
international trade arrangements, requires that it starts to
formulate a strategy to access the capital markets for
investments and borrowings in the medium term. Assess the
ability of entrepreneurs to overcome financial constraints by
self-financing through savings and equity financing. There is
also the long term opportunity to make Samoa a regional
financial centre to take advantage of its successful experience
in developing its offshore finance centre and relative social
and political stability in the region. Impact on SIFA operations.

Commercial Banks

SIFA

External Position

Central
Samoa

Bank

of

Central
Bank
Samoa
Private Sector

of

Foreign Reserves:
Target for foreign reserves remains at 4 months of import
cover.
Exchange Rate Policy:
The exchange rate policy which has been relatively passive in
recent years is likely to be made increasingly proactive to
stimulate exports and also used to contain spending imports
in the medium term if the fiscal policies continue to be
expansionary in the medium term.
For CBS it is a balancing act between imported inflation and
the competitiveness of industries; •RER used as an indicator,
although it does not tell you how competitive industries are
relative to others; •Given the GFC, tsunami of 2009 and the
completion of recovery and reconstruction efforts, the CBS is
now to revisit its exchange rate policy particularly with
respect to competitiveness rather than inflation; • The impact
of the exchange rate policy on the debt servicing
commitments of GoS and annual budgets is to also be
revisited; • The basket of currencies is reviewed in March
each year and weightings are adjusted based on trade
patterns, IM, EX and source of tourism. Private remittances
have since been excluded given that movements in the
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exchange rate are not a key driver. It is unlikely that the
comparative currencies in the basket will be changed over the
next 5 year period.

Commercial Banks
NPF
ACC
SHC
SLAC
Private Sector

Commercial Banks

NPF
ACC
SHC
SLAC

For transparency and competition for the CBS to publicise the
exchange and interest rates as allowed for under the CBS Act.
Trade Balance:
Given the level of import payments, Samoa was highly
exposed to the volatility of foreign markets and that perhaps
there was a need for more hedging and forward contracts to
minimise this exposure. GoS to revitalise the productive
sector and promote import substitution given the exposure to
volatility and events globally. Samoa’s relative geographic
isolation maintaining a sound external position through trade
would be difficult. GoS needs to promote greater reliance on
sustainability of Samoa’s own resources.
Remittances:
Remittances have become an important and relatively stable
resource flow for households. Remittances could become a
financing source for potential investments instead of the
present consumption bias if appropriate policies are put into
place.Commercial banks noted that of the total remittances
25% were attributed to the commercial banks with the
remaining 75% by money transfer and exchange businesses.
Foreign Direct Investments:
The need for new money and increased foreign investment –
how to promote Samoa as an Investment destination
(consider attractive investment policies and the right
incentives).
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Annex 4 Key Fiscal Policy Developments
Source
Fiscal
Strategy
Statement
18
2012/2013

Key Objective
To
ensure
macroeconomic
stability
is
achieved in the
med to long term,
Government will
continue
to
uphold
the
achievement of
the agreed fiscal
targets
and
objectives (refer
to
results
column).

Key Policy Areas
1. Economic
and
Objectives

Key Components/Strategies
Fiscal

2. Review of Fiscal and Economic
Performance in last 5 years
(2006/07 to 2010/11)

3. Fiscal Performance in the first
6 months (Jul-Dec) of 2010/11

2.1 Growth of Real GDP
2.2 Annual Inflation Rate
2.3 Overall Budget Balance as % GDP
2.4 Tax and Grant Revenue as % GDP
2.5 Total Expenditure & Net Lending as
% GDP
2.6 Current Expenditure by Function
as % of Total
2.7 International reserves and target
range of import cover
3.1 Overall deficit
3.2 Total Revenue and grants
3.3 Total revenue collected
3.4 Non-tax revenue collected
3.5 Total expenditure and Net lending
3.6 Current expenditure
3.7 Development expenditure
3.8 External Debt

17

Key Outputs/Results
1. Aggregate current expenditure to be maintained
within a range of 35-38% of GDP over the forward
estimate cycle, to ensure liquidity in the economy is
sufficient to foster private sector growth and
employment;
2. Net Public Deb t outstanding at less than 40% of
GDP;
3. Personnel costs as a percentage of total
expenditure to be constrained to a range of 30 – 32 %
so as to reflect government’s commitment to improve
service delivery associated with the implementation of
performance budgeting;
Budget Balance to be maintained at a rate not below 3.5% of GDP;

18

The Fiscal Strategy Statement includes an assessment of the extent to which the budget statement is consistent with the Statement of Economic Strategy (SES), now called Strategy for the
Development of Samoa (SDS), an explanation of the reasons for any significant differences between the current economic and financial situation of the State and the information and
intentions in the SDS, projections of movements in economic and fiscal data which demonstrate intended progress towards achieving the SDS objectives, and the significant assumptions on
which the projections are based.

Finance Sector Plan
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4. Economic and Fiscal Outlook

Forward
Estimates
Statement
2010/11 to
2012/13

Public
Finance
Management
Reform Plan
Phase
2
(2011-2013)

The
Government’s
medium
term
budgeting
framework
is
designed
to
ensure a set
framework
to
encourage
efficiency in the
allocation
of
resources and to
control the level
of expenditures
and
revenues
over the medium
term at the same
time promoting
cost effectiveness
in the delivery of
19
public services.
The
primary
objective of the
Public
Finance
Management
Reform Strategy
is to improve the

1. Analysis of Economic Impact
of the Budget and Forward
Estimates of revenues and
expenses on the rest of the
economy
2. Summary
of
budget
allocations
and
forward
estimates of expenditure
proposed by the government
to each ministry to meet its
various responsibilities and
estimated
collections
of
receipts in the budget and
forward estimates years by
each of these ministries.
3. Reconciliation
of
the
differences between estimates
of receipts and revenues as
well as estimates of total
payments and expenses.
1.

Legal
&
Framework

Regulatory

4.1 Real GDP growth
4.2 Consumption forecast
4.3 Private investment projections
4.4 Exports
4.5 Imports
4.6 Government spending
4.7 Inflation projections
4.8 Grant and Loan disbursements

2.1 Overall Net Lending Borrowing
Requirement
2.2 Revenue
- Tax Revenue
- Grants
- Other Revenue
2.6 Expenses
- GFS Expense
- Change in Government Net Worth
(Transactions in Assets and Liabilities)
3.1 Alternate Classification of Financial
Transactions

1.1 Public Finance
1.2 Audit
1.3 Procurement
1.4 Public Bodies
1.5 Revenue
1.6 Other

1. Managing total debt at prudent levels so as to
provide a buffer against factors that may impact
adversely on the future levels of total State debt;.
2. Ensuring within any borrowing programme the total
overall expenditures of the State in each financial
year are not more than its total overall receipts
(inclusive of borrowings) in that financial year;
3. Achieving and maintaining levels of the State’s net
worth that will provide a buffer against factors that
may impact adversely on the future of the State’s
net worth;
4. Managing prudently the fiscal risks facing the State;
5. Pursuing policies that are consistent with a
reasonable degree of predictability about the level
and stability of the tax rate for future years.
6. That the policies stipulated in the SDS 2008-2012
and those fiscal policies approved by Cabinet are in
agreement with the fiscal limit that will be applied
to the current and future expenditures on
departments and government projects.
1.1 Updated Treasury Instructions
3.1 The development of improved Sector Plans across
all GoS sectors with linkages to the budget, SDS and
related performance monitoring
3.2 A strengthened budget process through
integration of development partner funding in budget

19

The Statement of Forward Estimates for the period 2010/2011 – 2012/2013 summarizes the budget allocations and forward estimates of receipts and expenditures by the government for
each line ministry and state owned enterprise for the 2010/2011 budget year and two forward years.
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quality of public
finance
management
through
a
coherent, holistic
approach agreed
and developed by
the
main
implementing
partners
and
stakeholders.
The priority areas
of reform are
under
the
Management/Sys
tems Framework.

Finance Sector Plan

estimates, improved performance measures linked to
the SDS and sector plans, and increased stakeholder
consultation on budget priorities.
3.3 Increased responsibility and capacity of line
Ministries to manage their accounting functions and
ensure the accuracy of data in the Finance One
computerised system.
3.4 The establishment of a Systems Support Unit to
ensure the effective management of Finance One and
training of officials to use the system.
3.5 The Introduction of a new government policy with
deadlines for payments to suppliers and monitoring of
arrears.
3.6 The establishment of a Procurement Unit in MoF
to assist the Tenders Board and strengthen the quality
of procurement systems across government through
standardisation and improved transparency.
3.7 The introduction and implementation of the
approved Debt Management Strategy and Aid
Cooperation Policy
3.8 Improved income tax administration including
customer service, arrears monitoring, debt collection
and tax-payer education and info services
3.9 The development of a strategic plan to strengthen
the internal audit functions across Government with
the focus on risk analysis and systems audits.
3.10 Increased coverage and improved quality of
external audits by the Audit Office including the
implementation of IT and performance audits
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Annex 5: PFM Reform Areas
PFM Area
Legal and Regulatory Framework

Issues
Work is currently ongoing to update the Treasury
Instructions and Ministry of Finance regulations
and manuals to reflect the new legislation and
business processes, in particular the use of the
Finance One system. Proposed amendments to
the Public Bodies Act and regulations would also
change the need to update corporate plans
annually to bi-annually. One of the seven
technical components of the Audit Office’s ISP
was the strengthening of the legislative
framework, and proposals from the ISP are
currently being considered. This would aim to
ensure the independence of the Controller and
Chief Auditor. The current Income Tax laws are
largely derived from New Zealand legislation in
the 1970’s. They mandate an assessment system
that is resource intensive, and fails to allow for
the difficulties faced by the small business
community in Samoa in complying with its tax
obligations. The re-write of the ITA and TAA have
been completed and passed by Parliament (ITA
2012 and TAA2012). Further reforms of the tax
structure under the 2nd phase include a
simplified tax for small/micro business; and
review of VAGST Act to ensure consistency with
other revenue administrations and respond to
global business operations such as internet,
mobile communications etc and remove potential
barriers to establishing businesses in Samoa.

Institutional Arrangements

Key agencies involved in the PFM system are
Ministry of Finance (MoF), Central Bank of Samoa
(CBS), Audit Office (AO), Ministry for Revenue
(MfR) and the line ministries and SOEs. Initially, a
Public Finance Management Taskforce was
established to monitor the progress of the
PFMRP. A higher level Finance Sector Advisory
Committee (FSAC) was recently formed to
oversee the progress of the Finance Sector and
the PFM Reform Plan. The FSAC is chaired by the
CEO MoF and includes the key stakeholders
above. The main challenge now is to ensure that
the FSAC can effectively monitor and guide the
developments of the finance sector over the plan
period. The capacity of the Finance Sector
Coordination Unit also needs strengthening and it
is envisaged that additional support staff and
technical assistance will be provided under the
plan. Government plans to carry out annual
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reviews of the PFM reform process in
collaboration with interested donors. It is
proposed that this should include an independent
analysis of progress using the international Public
Expenditure and Financial Accountability (PEFA)
matrix at least every two years and possibly the
OECD/DAC Procurement Assessment specifically
for procurement issues. The Aid Division will be
responsible for coordinating capacity building
support from development partners and
facilitating the arrangements for annual reviews
involving interested partners and stakeholders in
close consultation with the Task Force.
Management and Systems Framework

Revenue Collection - Improved tax administration
with collection of adequate revenue is critical for
effective public finance management. Collection
of import duties is thought to be reasonably
effective and transparent, though there is a need
for improved monitoring and follow up of arrears,
which are not captured by ASYCUDA when duty
payments are deferred. The 2010 PEFA
assessment found limited improvements in
resolving issues that had been identified in 2006.
This includes short-comings in tax administration
including inadequate monitoring systems and
limited follow-up on income tax arrears. In
addition, taxpayers are not currently provided
with adequate information to facilitate
compliance. This has resulted in the growth of
arrears and this is therefore a priority area for
reform and capacity building. Samoa’s accession
to WTO will also provide an avenue to accelerate
economic development and maximize the
integration of Samoa’s economy into the global
financial system. However, there are recognised
constraints which will impact on GoS ability to
expand its revenue base. The current MfR ISP is
addressing these constraints and will also revisit
the non-residential tax and other tax regimes that
could assist in expanding of the revenue base.
Planning and Performance Monitoring - The
Planning Division has continued to promote the
development of sector plans and good progress
has been made over the last five years. A total of
ten20 sector plans have been completed with a
few under review. The remaining four21 including

20

Health, Education, Public Administration, Law & Justice, Community Development, Tourism, Agriculture, Trade (including
Commerce & Manufacturing) Water and Finance.
21
Energy, Communications & IT, Transport & Infrastructure, Environment & Climate Change,
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the Finance Sector Plan are due to be completed
over the next 12 months. An excel-based
macroeconomic model of the economy has been
developed and is being used to forecast future
trends and prepare forward estimates. However,
further support is needed in strengthening the
linkages between the SDS, sector plans and the
budget performance management framework.
Improved Budgeting - The major policy risk for
Samoa’s macroeconomic and financial stability is
from the relatively high budget deficits used to
stimulate the economy following the global
financial crisis and the devastation from the 2009
tsunami. Key constraints noted were the
increasing level of budget spending and the
expansion of the public service and the number
of GoS agencies and authorities as well as
management and sustainability of GoS debt. The
budget preparation process and the budget
estimates should make a clear distinction
between the funding of ongoing programs and
outputs, and the funding of new initiatives or
policies. Ongoing programs and outputs do not
need to be re-costed in great detail every year
(absorbing the limited financial management
skills in line ministries and the MoF Budget
Division) – but the effectiveness and relative
priority of existing programs and outputs do need
to be re evaluated from time to time, and
ineffective, inefficient or low priority programs or
outputs should be eliminated or have their
funding reduced. The MoF budget committee
should select a limited number of existing
programs or outputs each year to be re
evaluated.
Findings from the 2010 PEFA
assessment identified a problem with twice
yearly supplementary budgets becoming a
standard practice with regular deviations from
the original budget by some line-Ministries.
Another concern identified was the limited timely
public access to information on budget estimates,
the budget strategy and the performance of line
Ministries in delivering services. Options should
be explored for wider dissemination of budget
estimates information, particularly where it
relates to service delivery and performance.
Procurement - The application of clear rules for
an open and accountable procurement system is
an important component of effective budget
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implementation. The MoF Budget Division
provides support to the Tenders Board, which is
chaired by the Minister, and which is responsible
for the oversight of all tenders over SAT$
100,000. World Bank supported the development
of guidelines and formats for procurement, which
were introduced in 2009/2010. However, further
action is required to ensure that the guidelines
and formats are being used properly, to monitor
the quality and transparency of procedures being
followed and to provide appropriate advice to the
Tenders Board. MoF also established a specialised
Procurement Unit in 2010 to take on this role and
further support is needed to ensure the unit can
effectively undertake its responsibilities.
Aid Coordination and Debt Management Reasonable progress has been achieved in
relation to aid coordination and debt
management. Key policies inclusive of the
Medium Term Debt Management Strategy
(MTDMS), Development Cooperation Policy and
“Partners in Development: Promoting Aid
Effectiveness” have been prepared and
disseminated. The Development Cooperation
Policy provides a clear indication of GoS
preference for budget support and there is
already greater willingness to consider this aid
modality as a result of progress in PFM reform.
Medium term macroeconomic and financial
policy challenges relate mainly to the transitional
period as Samoa graduates from LDC status. The
extent of the threat depends on the speed at
which Samoa will be graduated from eligibility to
grant and soft term loan financing. There is also
the opportunity to re-examine the currencies in
which the national debts are denominated
relative to the foreign currencies the country
receives from its international transactions.
Future reform actions and capacity building
support will need to build on the achievements to
date. This includes further actions to strengthen
the systems for monitoring and reporting on
development partner including dissemination to
stakeholders. Further support is also required to
develop the capacity in debt monitoring
especially with regards to the level of debt
servicing, analysis and management which will
facilitate implementation of the MTDMS.
Accounting
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implementation of the budget with expenditure
management processes and timely presentation
of Government accounts are essential to the
credibility of PFM systems. During the first phase
of the PFMRP there has been a major effort to
improve the timeliness of submission of public
accounts. The 2008/09 accounts were submitted
in December 2009. Much work has also been
undertaken to bring bank reconciliations up to
date and to improve the quality of data and use
of Finance One. There have been improvements
in the configuration of the system, in managing
year end changeover, in developing reports and
training users. The 2010PEFA assessment
highlighted the need to introduce a policy for
payments to suppliers, to remove delays in the
system and to monitor arrears. A cashflow
forecasting committee has also been established
to strengthen cash management. Communication
with line-Ministries is managed through monthly
Accountants meetings. The Division is working
with the IT Division to establish a computerised
training centre to strengthen expertise on
Finance One, both within the Ministry and for
line-Ministry users. The need to provide more
support and capacity building for line-Ministries
was one of the main lessons learnt during the
Phase 1 of the PFM Reform Programme.
Internal Audit and Internal Control Framework Effective oversight and monitoring are crucial to
sound governance and public financial
management reform. The role of internal audit is
an important tool to assist management in
reviewing the performance of key systems and to
identify weaknesses, levels of risk and actions for
improvement. The PEFA assessment noted
significant gaps in the current control framework
with over reliance of traditional manual control
and procedures, which are often not complied
with. This weakness in the internal control
framework was highlighted as one of the main
areas requiring priority action with direct linkages
to the poor quality of data and delays in
reconciliation of accounts. The strengthening of
the Internal Audit Division was identified as one
of the main areas for capacity building support
under Stage 1 of the PFM Reform Plan. The role
and mandate of internal audit is not clearly
defined in the legislation. Some of the larger
Ministries have appointed internal audit officers
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but there is no formal linkage or coordination
with the Internal Audit in Ministry of Finance.
Further strengthening of the Internal Audit will
require the development of a strategic plan and
agreement on an appropriate mandate and
structure for internal audit covering Ministry of
Finance and line Ministry positions. This can then
be followed with a comprehensive capacity
building programme.
Management of State Owned Enterprises - The
Government intends to strengthen the quality
and impact of performance monitoring by the
Ministry of Finance so that there are further
improvements in the efficiency, accountability
and quality of services provided by SOEs to the
public. The Government plans to continue the
privatisation of non-strategic SOEs including
Polynesian Airlines, the Samoa Trust Estate
Corporation, the Agriculture Store Corporation
and Samoa Shipping Services. There is also a
commitment
to
strengthen
corporate
governance. A Cabinet Directive has been issued
for Ministers and ex-officio Board members to
step down by June 2010. Transparent
mechanisms will be introduced for selection of
new Directors, who are to be trained by the
Institute of Directors. There is an ongoing
initiative to assist SOEMD to develop an
organization performance self-assessment tool to
be implemented together with SOEs to assist in
identifying areas for improvement.
External Audit - Independent audits of
Government’s accountability and performance
are an important tool to identify shortcomings
and strengthen accountability and efficiency in
public expenditure. During the period 2009-2010
the Audit Office has implemented an ISP with
financing from PSIF. The ISP has strengthened
capacity in the management and governance
systems and financial audit capability of the Audit
Office. Building on these successes is critical to
ensure effective and timely independent public
scrutiny of public finance systems.
Capacity Considerations
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Sustainable development of the finance sector
requires a reliable and stable supply of human
capital. Currently, the development of a sound
financial sector has been hindered by inadequate
human resource capacity, occasioned by
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inadequate funding of educational institutions
and weak enforcement of and compliance to
educational standards. The situation requires
clearly and carefully established regulatory
frameworks, policies, procedures, commitment
and other support systems which promote a
conducive work culture.
Key areas for further improvements include:
 improving human capacity through
professional development, succession
planning and more induction trainings;
 strengthened institutional arrangements
with better organisational structures,
coordination and office infrastructure;
and
 improved financial administration and IT
networks
i.e.
work
processes,
communications and database systems.
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Annex 6. Key Monetary/Financial and External Position Developments
Source
Monetary
Policy
Statement 2011/12

Key Objective
The main objective is to
promote sustainable real
economic
growth
by
maintaining price stability and
international
reserves
viability.

Key Policy Areas
1. Price Stability
2. International
Reserves
3. Exchange Rate

Central Bank Annual
Report 2009/2010

The main objective of the CBS
is to promote sustainable real
economic
growth
by
maintaining price stability,
international reserves viability
and a sound financial system.

1. Monetary
Policy
Formulation and
the Economy

2. Monetary
Policy
Implementation
and
Exchange
Control

Key Strategies
1. In pursuing the goal of price
stability,
CBS
relates
22
Samoa’s inflation rate to
those of its major trading
partners.
2. Samoa maintains a sufficient
level
of
international
reserves
to
withstand
unforeseeable
economic
shocks.
3. On the exchange rate, the
main objective of the CBS
policy is to ensure that
export-oriented industries
remain
competitive
in
overseas markets whilst at
the same time minimizing
imported inflation.
1.1 Monetary Conditions
1.2 Real Sector
1.3 Balance of Payments
1.4 Prices
2.1 Open market operations
2.2 Exchange rates
2.3
Foreign
reserves
management
2.4 Currency Issue
2.5 Foreign Exchange Control

22

Key Targets/Results
1. The average annual inflation average
around 3.0 percent
2. A level of gross official international
reserves, equivalent to no less than 4.0
months of imports of goods.
3. No specific target level for the nominal
effective exchange rate (NEER) of the Tala.
However, the CBS aims to avoid a
substantial real appreciation of the Tala
since it can adversely affect the
international competitiveness of the export
sector.

2.1. The intermediate target for open market
operations is reserve money, particularly the
23
commercial banks’ free liquidity component ;
2.2. The main objective of the exchange rate
policy is to ensure that exports remain
competitive in overseas markets while at the
same time minimizing imported inflation.
2.3 Foreign exchange holdings are invested in
line with reserve management objectives of
liquidity, security, capital preservation and
24
profitability .

For practical purposes and under normal circumstances, the Central Bank has defined price stability as an inflation rate consistent with those of Samoa’s main trading partners.
This is measured by the overall balance of the commercial banks’ exchange settlement accounts (ESA) with the Central Bank. Free liquidity provides the commercial banks with funds that
are immediately available for lending. The higher the amount of free liquidity available, the higher the potential for banks to lend and vice-versa.
24
To that end, the Bank’s preferred investment instruments were liquid short-term financial instruments consisting of term deposits, bank bills, certificates of deposit, repurchase agreements
and interest bearing call accounts in Reserve Banks and in foreign financial institutions with AA minimum credit ratings.
23
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2.5.1 Money Transfer Operators
(MTOs) and Foreign Exchange
Dealers (FEDs).
2.5.2 Offshore Borrowing and
Remittance of Capital
2.5.3 Foreign Currency Deposit
Accounts

3. Financial System
Supervision

3.1 Commercial Banks
3.1.1 Financial Position of the
Banking System
3.1.2 Capital Adequacy Ratio
3.1.3 Asset Quality
3.1.4 Liquidity Management
3.1.5 Profitability
3.1.6 Foreign Exchange Net
Open Position
3.2
Non-Bank
Financial
Institutions
3.3
Money
Laundering
Prevention

2.4 Value and type of currency in circulation
(demand for currency)
2.5.1 Number of MTO and FED licences
2.5.2 Number and value of offshore borrowing
applications
25
2.5.3 Number and value of FCDs approved
3.1.1 Growth in assets/liabilities and total loans
and leases to deposits ratio of banking system.
3.1.2 A risk-based capital adequacy ratio is
required for all the banks, to be maintained at
all times in relation to the size and nature of
26
their businesses .
3.1.3 Credit controls – value of total loans and
27
leases and value of non-performing loans.
3.1.4 Total liquid assets as % of total domestic
deposit liabilities. Also assess value of CBS
securities
3.1.5 Efficiency ratio of the banking system and
return on average assets and net worth.
3.1.6 Volume and size of foreign transaction
deals of customers on a daily basis; size of bank
capital and ability of customers (local/overseas)
to settle their foreign transactions as they fall
due.
3.2 Number of insurance companies, brokers
and agents licensed; Financial soundness of
SNPF and DBS.

25

In 2009/10, 43 new FCDs were approved compared to 72 in 2008/09. Forty one (41) of the approvals were for residents, comprising 3 for tourism operators and 38 for a mixture of
international income and service providers. At end June 2010, FCDs held by residents amounted to $21.0 million which was 13 percent higher than at end June 2009. At that level, FCDs held by
residents at end June 2010 remained at 2.9 percent of total money supply (M2). The level of FCDs is being monitored closely with a view to ensuring that monetary policy instruments remain
effective in regulating money supply.
26
The Central Bank adopts a Two Tier system whereby all the banks are required to maintain at all times a minimum capital adequacy ratio of 15.0 percent in relation to the level of their risk
weighted exposure. Within this level, Tier one capital or “core capital” shall be no less than 7.5 percent of total risk weighted exposure, while Tier two capital or Supplemental capital shall not
exceed 100 percent of core capital.
27 Diversification of risks is one of the fundamentals of prudent banking. Excessive concentration of risk exposure to one customer, industry, economic sector or activity jeopardizes the
soundness of bank assets and has been one of the major causes of bank losses.
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3.3. Compliance with the AML/CFT obligations
and number of suspicious transactions report.
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Annex 7: Financing Facilities
a. The Extended Credit Facility (ECF): provides financial assistance to countries with protracted
balance of payments problems. The ECF succeeds the Poverty Reduction and Growth Facility
(PRGF) as the Fund’s main tool for providing medium-term support Low Income Countries
(LICs), with higher levels of access, more concessional financing terms, more flexible
program design features, as well as streamlined and more focused conditionality.
b. Access to ECF financing is determined on a case-by-case basis, taking into account the
country’s balance of payments need and strength of its economic program, and is guided by
access norms. Total access to concessional financing under the PRGT is limited to 100
percent of quota per year, and total outstanding concessional credit of 300 percent of
quota. These limits can be exceeded in exceptional circumstances. Access may be
augmented during an arrangement if needed.
c. Streamlined and focused conditionality: Financing under the ECF carries a zero interest rate
through 2013, with a grace period of 5½ years, and a final maturity of 10 years. The Fund
reviews the level of interest rates for all concessional facilities under the PRGT every two
years, the last being in December 2011.
d. The Rapid Credit Facility (RCF): provides rapid financial assistance with limited conditionality
to LICs facing an urgent balance of payments need. The RCF streamlines the Fund’s
emergency assistance, provides significantly higher levels of concessionality, can be used
flexibly in a wide range of circumstances, and places greater emphasis on the country’s
poverty reduction and growth objectives.
e. The Standby Credit Facility (SCF): provides financial assistance to LICs with short-term
balance of payments needs. It provides support under a wide range of circumstances, allows
for high access, carries a low interest rate, can be used on a precautionary basis, and places
emphasis on countries’ poverty reduction and growth objectives.
f.

Debt Relief: The most recent access by Samoa to concessional IMF lending facilities was in
2009, when it borrowed USD$ 8.78m following the tsunami disaster. The maximum amount
secured was the equivalent of 50 percent of Samoa’s quota. The loan carries an annual
interest rate of 0.5 percent, with full repayment within 5 years after disbursement;

g. Given that the normal membership facilities are on semi commercial terms, the strategy is to
maximise access to the concessional lending facilities of the IMF from which Samoa could
access concessional borrowings of up to 100 percent of quota per annum and the maximum
total outstanding amount of up to 300 percent of quota which is equivalent to 34.8m SDRs.
Therefore the net amount after netting out the existing borrowings of 5.8m SDRs is 29m
SDRs.
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