SAMOA

I CONTEXT

1. Samoa has demonstrated resilience in the face of multiple external shocks. Real activity
has recovered from the devastating impact of the 2009 tsunami and 2012 Cyclone Evan, which
caused damages estimated at 22 percent and 29 percent of GDP, respectively, and the economy
continues to perform well. While the damage from Cyclone Gita—which hit Samoa in February
2018—was limited, it was a reminder of the ever-present threat of natural disasters. Samoa also
remains vulnerable to the partial withdrawal of correspondent banking relationships (CBRs) by
global and regional banks, and was therefore selected as an IMF CBR pilot.

2. Policies have been largely in line with past Fund advice. As recommended by staff, the
authorities have made efforts to reduce public debt through expenditure control and revenue
mobilization. Similarly, the current accommodative monetary policy stance is consistent with staff
advice. The authorities have implemented measures to mitigate spillovers from the partial
withdrawal of CBRs, and are committed to continuing efforts in this area, in line with Fund advice.
Progress has been made in implementing FSAP recommendations, and next steps should focus on
reform of public financial institutions (PFIs). The authorities’ structural reform efforts are in line with
Fund advice and concentrate on improving Samoa's business environment, resilience to natural
disasters, financial inclusion, and SOEs governance, while also exploring opportunities for
privatization.

J RECENT ECONOMIC DEVELOPMENTS

3. Growth has moderated after a temporary spike but remains robust. After peaking at
above 7 percent in 2015/16, underpinned by temporary factors such as the completion of new
hotels and two major sporting events, real GDP growth has normalized and is estimated at

2.5 percent for 2016/17.1 Commerce, services and agriculture were the key drivers.

4. Other recent developments point to some pickup in inflation, moderating credit
growth, and a narrowing of the current account deficit. Average inflation picked up to

1.3 percent in 2016/17, compared to close to zero in the previous year, but remains below the
authorities’ target of 3 percent. Credit growth moderated in line with slowing economic activity. The
current account deficit narrowed to 2.3 percent of GDP in 2016/17 (compared to 4.7 percent of GDP
in 2015/16) driven by temporary factors—one-off items in the service balance and some reduction
in import growth related to the completion of large hotel projects in the previous year. The Tala
appreciated against the U.S. dollar during 2016/17, although there was little change in nominal and
real effective exchange rates.?

! The Samoan fiscal year runs from July 1 to June 30.

2 The exchange rate of the Tala is pegged to a trade and payment weighted basket of currencies. The basket is a
composite of the currencies of Samoa’s most important trading partners and countries that are a major source of
tourism revenue from abroad—New Zealand, Australia, the United States, and Euro countries. The pegged rate can
be adjusted within a + 2 percent band.
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W OUTLOOK AND RISKS

5. Economic activity is expected to moderate further in 2017/18, but will rebound in
subsequent years, boosted by infrastructure spending and preparation for Samoa’s hosting of
the Pacific Games (PG) in 2019.3 Growth is projected to moderate to 1.8 percent in 2017/18, due
to the negative impact of the closure of the Yazaki manufacturing plant in August 2017 and
normalizing of fishing exports after two exceptionally good years, only partially offset by the impact
of higher public infrastructure spending and Samoa'’s hosting of regional meetings. The negative
growth impact of February 2018's Cyclone Gita is estimated to be about 0.1 percentage point. The
impact of Cyclone Gita was much more limited compared to that of Cyclone Evan which devastated
the country in 2012, and mainly due to the temporary closure of a major hotel and some damage to
roads and other infrastructure. Given the limited impact of Gita, the authorities decided against
drawing available funds (grant and concessional loans) from the ADB-funded regional disaster
resilience program. Growth is expected to rebound in 2018/19, as two new businesses scale up
operations at the old Yazaki plant and several infrastructure projects, including new bridges, road
extensions, and a new terminal at the international airport, are completed. In 2019/20, growth is
projected to accelerate to 5 percent, driven by tourism related sectors as Samoa hosts the PG in July
2019, before settling at just above 2 percent in the medium term. Inflation is expected to continue
to pick up to about 3 percent in the medium term. The current account deficit is expected to widen
to just above 4 percent of GDP in the next few years, driven by a rebound in imports to support
investment for the PG and other large projects.

6. The risks to the outlook are tilted to the downside (Annex I). Samoa is highly vulnerable
to natural disasters, which in the past have hit the country on average every five years, causing
widespread damage and increasing public debt. Another major downside risk is related to spillovers
from the partial withdrawal of CBRs by global and regional banks, which could disrupt the inflow of
remittances to Samoa. The recent dengue fever outbreak could affect tourism, but this is a tail risk
and is being mitigated by the authorities’ efforts to raise dengue awareness.* On the upside, the
impact on economic sentiment and growth of the hosting of the PG could be stronger than
currently anticipated.

Authorities’ Views

7. The authorities broadly agreed with staff’s assessment of the outlook and risks. They
shared the view that the current growth moderation is temporary and that growth is expected to
rebound, peaking in the year of the PG. They highlighted that Samoa is a small island developing
state with many challenges including the ever-present natural disaster risk. Other downside risks
include greater loss of CBRs, and possible reduced access to concessional loans in the medium to

3 The Pacific Games is a multi-sport event for countries located in the South Pacific Ocean, and is held every four
years.

4 Between August 2017 and February 2018, 3,199 dengue cases were reported, five of which were deaths. The
authorities have taken control measures and the weekly number of cases has fallen steeply.
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long term. On the upside, they emphasized the positive impact of the PG, a possible strong pickup
in tourism, and a possible increase in export opportunities.

Y MACROECONOMIC AND FINANCIAL POLICIES
A. Strengthening the Fiscal Framework to Ensure Fiscal Sustainability

8. The authorities have made progress towards fiscal consolidation in recent years, but
the fiscal deficit widened in 2016/17. Current expenditure fell from a high of 28.4 percent of GDP
in 2013/14 to 23 percent of GDP in 2016/17,

Expenditure
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However, the fiscal deficit widened to
1.1 percent of GDP in 2016/17—from

0

0.4 percent of GDP achieved the previous 201314 201415 201506 201617
year_due in part tO additional Spending on Sources: Country authorities; and IMF staff calculations.
infrastructure.

9. The fiscal position is projected to loosen further in the medium term. Despite the

revenue reform measures being undertaken (Box 1), a projected rebound in current spending and
increase in development expenditure is expected to widen the fiscal balance to 2 percent of GDP in
2017/18. A further deterioration of the fiscal position is anticipated in the medium term, with the
deficit reaching 2.5 percent of GDP by 2021/22.

10. The impact of recently introduced revenue measures will largely depend on
implementation and improved compliance. The government introduced various revenue-
enhancing measures, including eliminating concessions, and raising selected taxes and charges (see
Box 1). However, the overall impact of these measures will depend on implementation, and on
improving tax and customs administration. The measures that have been factored into the staff's
fiscal projections represent a cumulative increase of just above 1 percent of GDP in the fiscal balance
over two years. Additional efforts to improve compliance and auditing and reporting processes
could raise revenues by another 0.5 percent of GDP.

11. Total public debt has fallen below 50 percent of GDP, down from close to 58 percent
of GDP in 2014/15, but is projected to rise again in the medium term. Samoa'’s debt
management strategy is anchored on a target debt ratio of 50 percent of GDP (excluding contingent
liabilities). However, the debt-to-GDP ratio is projected to start rising again in the medium term, and
debt service requirements remain high. The debt sustainability analysis shows that Samoa remains
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Box 1. Summary of Revenue Review Recommendations?

In 2016/17 the Government undertook a review of Samoa’s taxation regime and procedures, with the
objective of identifying measures to broaden the tax base and improve tax collection and enforcement.
The recommendations of the review were finalized in early 2017, and have been approved by Cabinet
and incorporated into the FY17/18 budget.

Measures include removing various tax concessions, such as the tourism tax credit scheme and import
duty exemptions; phasing out the income exemptions for churches and pastors; increasing non-tax fees
and charges on a one-off basis; and raising the excise duty on tobacco, alcoholic and sweetened
beverages and petroleum fuels. The review also recommended lowering export taxes to support the
competitiveness of Samoan businesses, and adjusting rates for lower paid employees. The government
has subsequently introduced a tax deduction for businesses that export goods and services, and has
raised the tax-free threshold from Samoan Tala (SAT) 12,000 to SAT 15,000 (about USD 4,700 to

USD 5,900).

While the recommended reforms are expected to raise revenue, the impact will largely depend on
implementation and improved compliance, and will be conditional on boosting the audit and
compliance capacity of customs and revenue officials, increasing audit requirements, and improving the
efficiency of tax administration. The revenue impact of the elimination of the tourism and tax credit
scheme, which provided tax breaks for hotel developments, is likely to be limited given the lack of new
projects, and the fact that recent developments will continue to benefit from a five-year tax holiday.

! prepared by Analisa Ribeiro Bala.
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consolidation efforts. A lower public

debt target of 45 percent of GDP over the medium term, and 40 percent of GDP over the longer

> Since funds borrowed by the government for on-lending are already accounted for in external public debt, on-
lending does not represent a contingent liability. However, on-lending entails a fiscal risk—the loss of an asset and of
future stream of repayments for the government if the borrower defaults. On-lending is reflected under expenses
(grants to SOEs) in the fiscal accounts of the central government.
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term, would create fiscal space to respond to a natural disaster and bring Samoa’s debt closer to the
average for Pacific island countries (about 34 percent of GDP), while ensuring adequate funding for
development priorities. ® Achieving a lower debt target would also change Samoa’s debt distress
rating from high to moderate. The recommended lower debt targets exclude contingent liabilities,
because the latter cannot be reduced through budgetary measures and need to be addressed
through structural reforms. The authorities should also introduce a fiscal balance anchor by keeping
the overall fiscal deficit under 2 percent of GDP on average over the medium term, which staff
analysis shows to be consistent with achieving the 40 percent of GDP debt target in the long term.
Achieving the new debt targets in the medium and long term is feasible, but will require additional
fiscal consolidation efforts (e.g., through improved tax administration) by about 0.5 percentage
point of GDP.

13. Public financial management (PFM) reforms would also help reduce fiscal risks. The
authorities should strengthen existing procedures for issuing government guarantees and proceed
with plans to develop a formal on-lending policy. In the longer term, the authorities could also
consider creating a contingency fund—either from unexpected increases in revenue collection or
from privatization of SOEs—to meet disaster related needs, or fiscal costs from contingent liabilities.
Currently an annual appropriation not exceeding 1 percent of the total budget is allocated for
unforeseen expenditure.” A more permanent fund into which an annual appropriation is made
would increase buffers.

Authorities’ Views

14. The authorities agreed with staff’s advice on the need to strengthen the fiscal
framework. They stressed the need to create fiscal space while being mindful of the country’s
development priorities. While the authorities remain committed to fiscal consolidation, additional
spending on key priority areas is anticipated, in line with the objectives of the Strategy for the
Development of Samoa (SDS) 2016/17-2019/20. The authorities agreed that keeping the fiscal deficit
below 2 percent of GDP on average over the medium term is desirable and consistent with the
objective of reducing the debt-to-GDP ratio to a more sustainable level. They stressed that the
deficit had remained below the 2 percent of GDP benchmark in 2016/17, and that further prioritizing
expenditure to improve outcomes, tax compliance and administration would help in adhering to the
deficit benchmark in the medium term. They also intend to improve PFM by developing a formal on-
lending policy.

B. Monetary and Exchange Rate Policies

15. Monetary policy remains appropriately accommodative, but the transmission
mechanism is weak. The policy rate has remained stable below 20 basis points in recent years,

6 The 40-percent target is consistent with previous staff analysis on the appropriate debt target for Samoa to create a
cushion for another natural disaster (see Box 1 on Samoa: Effect of Recent Natural Disasters on Debt in the 2015
Article IV Staff Report).

7 This annual appropriation is incorporated in the fiscal baseline (Table 3).
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which is appropriate given that inflation is projected to remain below the authorities’ medium-term
target of 3 percent. High excess reserves, a falling private credit-to-deposit ratio, and a still large
interest rate spread reflect limited competition in the banking sector and conservative lending
practices. Measures under discussion—creating a credit bureau and facilitating the use of
customary land leases as collateral—could reduce banks’ reluctance to lend, and improve both
financial inclusion and the monetary transmission mechanism. Samoa’s pegged exchange rate
system provides a welcome nominal anchor in a context of weak monetary policy transmission.

16. The external position is assessed to be broadly in line with fundamentals and desirable
policies (Annex II). Staff's analysis point to a current account gap in the 0.8-1.7 percent of GDP
range. In order to reflect the fact that the current account improvement in 2016/17 was driven by
temporary factors, adjustments were made to the underlying current account in applying the EBA-
lite methodology. This resulted in an adjusted current account gap of 1.2 percent of GDP. The
External Sustainability Approach, Current Account Balance
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Authorities’ Views

17. The authorities agreed with staff’s assessment of the current monetary policy stance
and of Samoa’s external position. In the near term, the Central Bank of Samoa (CBS) sees a
continuation of the current accommodative policy as appropriate, in light of fiscal tightening and
inflation still well below the 3 percent target. In the medium term, the CBS will seek opportunities to
reduce the degree of accommodation by “normalizing” (raising) the policy rate as the economy
rebounds, thereby creating policy space to cut rates when a negative shock hits the economy. The
authorities agreed with staff on the need to improve the transmission mechanism, including through
measures aimed at reducing banks' reluctance to lend. They agreed with staff's assessment that the
recent narrowing of the current account deficit is driven by temporary factors, and that the external
position is broadly in line with fundamentals and desirable policies. They stressed that the reserves
position has significantly improved since the last Article IV, but noted that reserves are below the
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lower bound of the ARA metric once Samoa’s vulnerability to natural disasters is taken into account.
They reiterated their intention to build additional reserves to increase resilience to external shocks.

C. Policies to Address Spillovers from the Withdrawal of Correspondent
Banking Relationships

18. Samoa is vulnerable to the partial withdrawal of CBRs. CBRs, which facilitate global
trade and economic activity, have been under pressure in several countries, as global and regional
banks have selectively withdrawn from the business of correspondent banking since the global
financial crisis. This withdrawal reflects global banks' assessment of the balance of profitability and
risk of CBRs in a tighter regulatory landscape. 8 Although pressures on CBRs in Samoa have so far
not affected trade and remittances, the country is vulnerable to the partial withdrawal of CBRs (see
Box 2), and was selected by the IMF as a CBR pilot country.

19. Samoa’s recent progress in implementing measures aimed at mitigating the risks from
the withdrawal of CBRs is welcome, and the authorities should push ahead with further
reforms in this area. Consistent with the technical assistance and policy advice received by Samoa
in the context of the CBR pilot, efforts should focus on:

* Reforming the AML/CFT framework. The authorities have taken actions to address gaps in
their AML/CFT framework, including progress with the implementation of the national AML/CFT
strategy. The Samoa Financial Intelligence Unit (FIU) has trained all its staff on AML/CFT issues,
introduced risk-based monitoring, and started holding quarterly compliance meetings with
money transfer operators (MTOs) and financial institutions to provide feedback and training—
including by explaining existing AML/CFT guidelines. Looking ahead, in addition to
strengthening the legal framework to facilitate criminal prosecution of money laundering,
improving the sanctioning powers of supervisory agencies for AML/CFT violations should also
be a priority. Recent efforts to improve the availability and quality of CBR and remittance data
should continue, and the data should be used to enable supervisory staff to perform system-
and bank-level analyses.

» Establishing a database for customer identification and monitoring. The authorities have
encouraged MTOs to sign bilateral Memoranda of Understanding with the Samoa election
commission (OEC), to verify the identity of their customers using the OEC's election database. To
enable faster and cost-efficient processing, an IT solution should be developed to bridge the
MTOs' targeted access to the OEC data. As a next step, other cost-effective technology solutions
could be developed to enhance MTO compliance with other AML/CFT obligations (e.g., record
keeping and suspicious transaction reporting) in line with their risk levels.

8 See IMF Board Paper on Recent Trends in Correspondent Banking Relationships—Further Considerations (March 16,
2017) and IMF WP 17/90 Challenges in Correspondent Banking in the Small States of the Pacific, by Alwazir, Jamaludin,
Lee, Sheridan, and Tumbarello.
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Box 2. Impact of the Withdrawal of CBRs on MTOs!

Declines in profitability and concerns over
reputational risk are prompting the closure
of existing money transfer operator (MTO)
accounts in Samoa—particularly U.S. dollar-
based CBRs. Remittances to Samoa account for
over 15 percent of GDP and are primarily
channeled through MTOs. Although the risk of
money laundering (ML) and financing of
terrorism (FT) through remittance providers to
Pacific Island countries (PICs) is generally
considered low (as assessed, for example, in
the Australian Transaction Reports and Analysis
Centre 2017 report), weaknesses in supervision
and comparable shortcomings in the
implementation of AML/CFT compliance
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obligations are contributing to pressures from global correspondent banks to heighten scrutiny or even

close the accounts of their MTO customers.

According to a recent survey sponsored by
the Fund’s Asia and Pacific Department, of
the 12 licensed MTOs operating in Samoa,

9 have lost at least one CBR since 2013. Four
have also had transaction limits imposed on
their accounts. Although Samoa is still far from
a complete loss of CBRs in the main remittance
currencies (Australian and New Zealand
dollars), currently only one MTO has access to
CBRs in U.S. dollars, compared for example to
seven MTOs with current access to CBRs in
New Zealand dollars. Consequently, the U.S.
dollar-denominated share of total remittances
fell from a high of 21 percent in 2012 to a low
of 13 percent by the third quarter of 2014, in

Share of Private Remittance, by Country of Origin
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part reflecting the withdrawal of U.S. dollar-based CBRs. However, the overall volume of remittances being
channeled through MTOs has remained resilient, reflecting the fact that a substantial share of remittances
come from New Zealand and Australia, where access by MTOs to the CBRs remains stable.

! Prepared by Analisa Ribeiro Bala and Chau Nguyen.
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Box 2. Impact of the Withdrawal of CBRs on MTOs (concluded)

Loss of CBRs could prompt further MTO
market consolidation, potentially
increasing the cost to remit. A number of
small-sized MTOs are either partnering with
or being absorbed by larger, more
established MTOs with CBRs. Although the
costs of sending remittances are significantly
lower through an MTO than a bank, by global
standards, the average cost to remit remains
high in Samoa — far above the Sustainable
Development Goal (SDG) target of 3 percent
(see chart comparing the average costs
between the Pacific and Caribbean islands).
The cost of regulatory compliance not only
raises the cost of sending money, but also
makes entry of new MTOs in the local market
difficult. Given that about 85 percent of
remittances are channeled through MTOs,
the closure of MTOs’ bank accounts and
consolidation of the market could further
raise the average cost of sending
remittances. While MTO market
consolidation could in principle entail some
efficiency gains, the closure of smaller MTOs
could also affect financial inclusion, given the
financial reach of MTOs into the local
community. Finally, there is a risk that an
increasing share of remittances may be sent
through unregulated channels, such as hand-
carrying cash. Overall, the risk of a complete
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and abrupt loss of CBRs is very low for Samoa, particularly given the mitigation measures being undertaken
by the Samoan authorities. However, Samoa does remain vulnerable to the further withdrawal of CBRs.
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* Addressing risks from the offshore sector by aligning the laws governing it with
international AML/CFT standards. The new Trustee Companies Act aims to enhance the legal
framework for collection and sharing of accounting records and beneficial information. The
Samoa International Finance Authority (SIFA) has also strengthened its supervisory capacity by
increasing the number of staff and providing training, and has started conducting on-site visits.
In order to address concerns of a potential conflict between its promotional and supervisory
roles, SIFA created a separate division solely focused on promotion. Further efforts in this area
should focus on bringing the overall legal framework in line with international AML/CFT
standards (e.g., ensuring the authorities’ timely access to accurate and up-to-date beneficial
ownership information of legal entities). The offshore sector’s business model and its
sustainability should be re-assessed with the goal of lowering the country’s overall risk profile.

20. The IMF will continue to support the authorities’ efforts, including by promoting an
industry-led and regional solution to the withdrawal of CBRs. Building on the dialogue between
Pacific banks, MTOs and regulators, initiated at the Pacific Roundtable on CBRs and Remittances
(held in Sydney and Auckland in early February 2018), progress on solutions will require concerted
actions by all parties. Specific actions should include more intensive regional dialogue, including
with Australian and New Zealand regulators; promoting information sharing; and greater
transparency and communication by regulators, banks and MTOs—including development of best
practice guidelines by banks for opening and maintaining CBRs. Better verification of MTOs'
adherence to standards (e.g., independent and comprehensive AML/CFT audits) and training is also
needed, and could be facilitated by establishing associations of MTOs. The authorities are
encouraged to engage with all relevant stakeholders on these issues.

Authorities’ Views

21. The Samoan authorities are committed to pushing ahead with further reforms to
mitigate risks from the partial withdrawal of CBRs. They will continue to reform their AML/CFT
framework to align it with international standards, and to hold regular on-site inspections and off-
site monitoring to ensure adherence to AML/CFT legislation. They welcomed the support provided
by the Fund, and are open towards promoting an industry-led and regional solution. They are
committed to establish a centralized database for customer identification and monitoring, and
stressed that they are working towards developing a mandatory national identification system and
are exploring options for setting up a credit bureau, all of which would also help mitigate risks. The
Samoan authorities expressed strong concerns about the European Union's decision to include
Samoa in its list of non-cooperative tax jurisdictions. They see this listing as a unilateral decision not
based on a proper investigative process and peer review, and one which undermines their efforts to
address the loss of CBRs.

D. Financial Sector

22. The banking system remains sound. Financial soundness indicators highlight that
commercial banks are well capitalized and that earnings, profitability, and liquidity indicators are
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within historical norms. Although banks’ NPL ratio increased in the last quarter of 2017, preliminary
numbers from more recent months point to a reduction in this ratio. Similarly, profitability indicators
showed a dip in December 2017 but are expected to rebound as economic activity and lending pick

up.

23. Samoa has made substantial progress in implementing the recommendations
highlighted in the 2015 FSAP (Annex IIl). The CBS is producing FSIs for financial institutions—
commercial banks and financial SOEs, also known as public financial institutions (PFIs)>—which are
used for internal analysis; is conducting regular on-site inspections; and is gradually increasing the
number of staff and providing training to improve its supervisory capacity. Looking ahead, the CBS
should prioritize upgrading its regulatory and supervisory frameworks, including amending the
Financial Institutions Act to support corrective actions and resolution. The recently created high-
level committee on financial stability—comprising senior officials from the Ministry of Finance and
the CBS—should hold regular meetings to discuss systemic financial stability issues.

24. Reform of public financial institutions (PFIs) remains a high priority. Some PFIs have
expanded beyond their original mandates by engaging in lending activities that compete with
commercial banks, generating public contingent liabilities. Risks from PFI activities, which could be
compounded by CBR pressures, include weakening financial inclusion and increased unsupervised
lending

25. In line with FSAP recommendations, the government should formulate a coherent
framework for PFI governance and performance, including a clear definition of their
mandates. The Development Bank of Samoa (DBS)—which currently accounts for about 80 percent
of government guaranteed loans and has an NPL ratio of 12 percent—should continue its efforts to
re-orient its focus back onto the agriculture sector and other development objectives for which it
was originally created. The DBS should also continue working with debtors toward a resolution of
the long-standing issue of poor-performing loans in the tourism sector. The Samoa National
Provident Fund (SNPF) should develop a strategy to gradually reduce personal lending, including
against members’ contributions, in order to better align its activities to its original mandate of
securing retirement income. The Unit Trust of Samoa (UTOS), which was originally created to enable
small investors to participate in privatization of SOEs but later became a leveraged financing vehicle
for SOEs, should continue to reduce its leverage, with the objective of operating as an unleveraged
mutual fund in the medium term.

Authorities’ Views

26. The authorities agreed with staff’'s assessment that the banking system remains sound
and are committed to continuing implementation of FSAP-recommended reforms. They stated
they are in the process of amending the Financial Institutions Act to support bank corrective actions
and resolution. They acknowledged the need to strengthen PFI governance and re-orient their

9 See Appendix IV for a list of SOEs, some of which can be characterized as PFIs due to the nature of their borrowing
and lending operations.
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mandates towards their original objectives, but also stressed that PFI supervision has been
strengthened, and that their lending activities—which need to be seen in the context of a small
island economy—have a positive role in bringing down lending rates in the context of limited bank
competition.

Y MEDIUM-TERM CHALLENGES

27. Increasing resilience to natural disasters would boost growth by encouraging private
sector activity, and should be prioritized within the authorities’ structural reform agenda. The
authorities should speedily implement measures aimed at strengthening disaster resilience,
including those laid out in the SDS. The following measures should be prioritized within the
authorities’ strategy:

e Health and education facilities should be upgraded to be fully compliant with disaster and
climate resilience plans;

e Key infrastructure should be upgraded to prevent flooding, including through implementation
of the Green Climate project;

e Climate and disaster resilience should be mainstreamed and integrated into all sector plans,
Ministry and implementing agencies’ corporate plans, and into transport, ICT, energy, and utility
planning and systems.

The above policies will need to be consistent with the authorities’ fiscal strategy and should
preferably be grant-financed.

28. Improving the business environment is key to boosting medium-term growth
prospects. Efforts to create a conducive environment for private sector development include the
recent completion of a submarine cable, which is expected to improve the quality and affordability
of information technology services, and the rehabilitation of several hydro plants that were
destroyed by Cyclone Evan in 2012, which will contribute to reducing the cost of electricity. The
recent launch of a personal property online registry, together with plans to establish a credit bureau
and facilitate the use of customary land leases as collateral®, should improve access to finance for
both households and SMEs.

29. Current efforts to strengthen governance of SOEs and explore privatization options
would improve SOE performance, raise growth prospects, and reduce fiscal risks. A
Performance Management Framework for Board and Board Directors, and a Director’s Handbook
outlining the roles and responsibilities of Directors and Boards of all public bodies, are under

10 Approximately 80 percent of land in Samoa is governed under customary systems, which entail collective
ownership by entire kinship groups. At present, banks do not accept leases on customary land as collateral for loans.
Proposed reforms to the legal framework for land leases should help increase clarity about the rights of landowners,
leaseholders and lending banks, and should help facilitate access to credit for leaseholders.
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preparation. Option papers for the privatization of Samoa Post Limited (SPL), Public Trust Office
(PTO) and Samoa Housing Corporation (SHC) have been prepared and approved by the
government, and a review to identify further potential candidates for privatization is ongoing.

30. The authorities should push ahead with implementation of their financial inclusion
strategy, which would help increase economic opportunities for all Samoans and reduce
inequality. The National Financial Inclusion Strategy (NFIS) for Samoa 2017-2020 lays out a
framework to improve financial inclusion, which is welcome given Samoa'’s relatively large unbanked
population (49 percent of Samoan adults are excluded from the formal financial sector). The
following NFIS measures should be prioritized:

e Expand financial services to underserved segments, especially Samoa'’s rural and low-income
population, and women and youth, through appropriate products and delivery channels;

o Develop cost-effective, convenient and safe payment solutions for domestic and international
payments, including by promoting digital financial services and institutional innovations (e.g.,
branchless banking and mobile money to increase access points in rural areas);

e Promote financial education through core curriculum in schools, and by integrating financial
literacy into the product design and service delivery by financial sector providers.

Authorities’ Views

31. The authorities agreed with staff recommendations on structural reform priorities.
They agreed that increasing resilience to natural disasters would benefit growth, and that greater
financial inclusion would reduce inequality and increase economic opportunities for all. They
stressed that they are developing a Disaster Risk Financing Strategy, which would identify and
quantify all resources available to respond to natural disasters, including domestic contingencies,
regional catastrophe risk insurance policies, and credit lines with IFls (see Table 8). The authorities
also noted that their plans to develop a national SME policy framework—including a definition of
SMEs which is currently lacking—would help policy efforts to support SMEs. They are committed to
strengthening governance of SOEs and exploring privatization opportunities, but stressed that the
positive economic role of SOEs also needs to be considered.

2 OTHER ISSUES

32. While broadly adequate for surveillance purposes, data quality remains a concern for
some data (see Statistical Issues Appendix in the Informational Annex). Staff encouraged the
authorities to seek further support from the Pacific Technical Assistance Center (PFTAC) on
improvements to local technical capacity in data compilation and provision. Staff also recommends
that the authorities ensure the allocation of adequate resources to prevent further delays in
improving external sector statistics, including their quality.
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33. The authorities are working towards improving GDP statistics and building capacity
for data provision to the Fund. The Samoa Bureau of Statistics, with technical assistance from
PFTAC, is working on: (i) rebasing GDP by production from base 2009 to base 2015; and

(i) developing a new measure of GDP by expenditure. Staff encourages the authorities to continue
to move forward on these important initiatives.

34. Staff delivered a presentation to the authorities, at their request. The presentation
catered to staff of the Ministry of Finance, the CBS, Samoa Bureau of Statistics, and Ministry of
Revenue, and focused on an in-depth discussion of the conduct of debt sustainability analysis and
external sector assessment.

Authorities’ Views

35. The authorities appreciated assistance from the Fund in improving statistics. They
mentioned that Samoa needs more time—at least two years—to build the capacity to provide full
international investment position (IIP) data to the Fund, although partial IIP data (excluding the
private sector) might be provided over a shorter time horizon. They also expressed appreciation for
the presentation delivered by staff during the mission, and looked forward to further technical
assistance from PFTAC.

0 STAFF APPRAISAL

36. Growth remains robust but it is expected to moderate before rebounding. After a
temporary moderation largely reflecting the closure of the Yazaki manufacturing plant, growth is
expected to rebound—supported by infrastructure spending and preparations for the 2019 Pacific
Games—peaking at 2019/20, before settling just above 2 percent in the medium term. Risks to the
outlook are tilted to the downside and stem from Samoa's vulnerability to natural disasters and
partial loss of CBRs.

37. The fiscal framework should be strengthened to solidify gains from previous
consolidation efforts. A lower debt-to-GDP target of 45 percent in the medium term and

40 percent over the longer term would increase fiscal space to respond to natural disasters. The new
debt target should be complemented with a fiscal balance anchor aimed at keeping the overall fiscal
deficit under 2 percent of GDP on average over the medium term. Public financial management
reforms—including strengthening guidelines for government guarantees; developing a formal on-
lending policy; and creating a contingency fund for natural disasters and other unexpected fiscal
costs—would also help reduce contingent liabilities and other fiscal risks.

38. The monetary policy stance is appropriately accommodative but the transmission
mechanism needs to be strengthened. The monetary stance is appropriate given moderating
growth, inflation below the authorities’ target, and fiscal consolidation needs. Pushing ahead with
plans to create a credit bureau and facilitate the use of customary land leases as collateral could
reduce banks' reluctance to lend, thus strengthening the monetary transmission mechanism.
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39. The external position of Samoa is assessed to be broadly in line with fundamentals and
desirable policies. Staff's assessment of the external position is based on an application of the
external sustainability approach which takes into account Samoa'’s high vulnerability to natural
disasters. The level of reserves coverage is adequate according to the ARA metric for credit-
constrained economies, but is below the lower bound of the desirable range once Samoa’s
vulnerability to natural disasters is taken into account. Samoa’s pegged exchange rate system
provides a welcome nominal anchor in a context of weak monetary policy transmission. The
exchange rate is estimated to be in line with fundamentals, with little sign of a deterioration in
Samoa’s competitiveness

40. Continued efforts are needed to mitigate Samoa’s vulnerability to partial withdrawal
of CBRs. The authorities should fully implement their AML/CFT strategy, including by amending the
legal framework to facilitate criminal prosecution of money laundering and allowing supervisory
agencies to impose proportionate dissuasive functions. Efforts to improve the availability and quality
of CBRs and remittances data should continue, and supervisory staff should be better trained to
perform data analysis. The authorities should leverage technology solutions for customer
identification and monitoring, which could be done by building on the existing Memoranda of
Understanding that several MTOs have already signed with the OEC. Enhancing entity transparency
in line with international standards and reassessing the sustainability of the offshore business model
should contribute to mitigating the risks from the sector. The authorities are encouraged to engage
with all relevant stakeholders, including banks, MTOs and regulators in the region, to make progress
towards an industry-led and regional solution to the withdrawal of CBRs.

41. Financial sector policies should focus on completing the implementation of FSAP
measures, including reform of public financial institutions (PFIs). The Central Bank of Samoa
should prioritize upgrading its regulatory and supervisory framework to modern standards,
including by amending the Financial Institutions Act to support corrective actions and resolutions.
The recently created high-level committee on financial stability should meet regularly to discuss
systemic financial stability issues. Formulating a coherent framework for PFI governance and
performance, including a clear definition of their mandates, remains a key priority to avoid crowding
out private financial institutions and minimize contingent liabilities and other fiscal risks stemming
from PFI activities.

42. Structural reforms should concentrate on improving resilience to natural disasters, and
enhancing financial inclusion and the business environment. Speedy implementation of the
climate resilience measures included in the authorities' strategy—aimed at mainstreaming disaster
reliance plans and upgrading infrastructures—would boost growth and private sector activity.
Pushing ahead with implementation of the authorities’ financial inclusion strategy would help
increase economic opportunities for all Samoans and reduce inequality. The authorities should
follow up on their plans to establish a credit bureau and facilitate the use of customary land leases
as collateral, which should improve access to finance for households and SMEs.

43. It is recommended that the next Article IV consultation with Samoa take place on the
standard 12-month cycle.
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Figure 1. Samoa: Real Sector Developments

Growth has moderated after a temporary spike but
remains robust, driven by commerce, services, and
agriculture....
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Tourism arrivals and earnings have rebounded.
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Both imported and underlying inflation are on the rise.
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A rebound in oil prices is weighing on transportation
sector growth.
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target of 3 percent.
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Samoa fares well in most doing business categories
compared to the Pacific island average.
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Sources: Samoan authorities; The World Bank — Doing Business (2018); and IMF staff calculations.
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Figure 2. Samoa: External Sector Developments

The current account deficit has narrowed, driven by
services and a smaller trade deficit.
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Reserves have increased, in contrast with a gradual
decline in the Pacific island average.
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The capital and financial account surplus narrowed as FDI
flows turned negative after years of increases.
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...but exports continue to grow.

Export Growth
(Year-on-year percent change)
20
15

10

2010 201 202 2013 2014 2015 2016 2017

20 INTERNATIONAL MONETARY FUND

©lnternational Monetary Fund. Not for Redistribution




SAMOA

Figure 3. Samoa: Fiscal Sector Developments

The fiscal deficit has widened....
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...and public-sector debt remains high.
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...while current expenditure has been cut further.
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islands, given its large debt ratio.
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The policy rate is close to the zero lower bound, but the
monetary transmission mechanism is weak.
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Excess reserves have rebounded.
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Credit to the economy is lower than in some regional
peers.
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Figure 4. Samoa: Monetary and Financial Sector Developments

The interest spread is narrowing but still high in Samoa.
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Figure 5. Samoa: The Role of Remittances

Remittances are large at about 16 percent of GDP...
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Table 1. Samoa: Selected Economic and Financial Indicators, 2014/15 - 2022/23

Population (2016): 195.843 thousands
Main Exports: Tourism, fish, taro

Key Export Markets: American Samoa, New Zealand, Australia

GDP per capita (2016/17): US$ 4,255
IMF Quota: SDR 16.2 million

Est.

Proj.

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21

2021/22 2022/23

Output and inflation
Real GDP growth
Nominal GDP
Consumer price index (end of period)
Consumer price index (period average)

Central government budget
Revenue and grants
Of which: grants
Expenditure and net lending
Of which: Development
Current balance
Overall balance
External financing
Domestic financing

Macrofinancial variables
Broad money (M2)
Net domestic assets
Private sector credit, Commercial banks
Total loan growth, Commercial banks
Total loan growth, Public financial institutions

Individual credit to GDP
Total capital to risk-weighted exposures
Non-performing loans

Balance of payments

Current account balance
(In percent of GDP)
Merchandise exports, f.0.b. K
Merchandise imports, f.0.b.
Services (net)
Income (net)
Current transfers

External reserves and debt
Gross official reserves
(In months of next year's imports of GNFS)
Public debt (in millions of tala) %
(In percent of GDP)
External debt (in percent of GDP)

Exchange rates
Market rate (tala/U.S. dollar, period average)
Market rate (tala/U.S. dollar, end period) ¥4
Nominal effective exchange rate (2010 = 100) ¥#
Real effective exchange rate (2010 = 100) ¥

314/

Memorandum items:
Nominal GDP (in millions of tala)
GDP per capita (U.S. dollars)

35.1
9.8
38.9
1.9
-1.7
-3.9
23
1.6

0.6
-0.7
12.7

8.0

1.9

28.6
271
71

-24.9
-3.1
27.9
-322.8
123.7
-16.1
162.3

131.9
4.0
1,126.1
57.8
55.3

242
2.56
111.6
109.5

1,949
4,149

71
19.2
13.6

7.7

33

27.8
245
5.2

-37.3
-4.7
36.9
-307.2
119.6
-18.6
132.0

111.0
34
1,080.7
52.6
50.7

2.61
2.55
111.8
109.9

2,055
4,015

25
3.8
1.0
1.3

34.2
7.2
35.3
12.3
4.0

0.1
1.0

29.1
25.1
4.1

-19.5
-2.3
38.0
-308.4
138.9
-28.4
140.5

121.6
3.5
1,047.4
49.1
47.7

249
2.46
1115
109.0

2,133
4,255

(12-month percent change)

3.2
5.8
2.5
26

(In percent of GDP)

35.7
8.1
37.7
12.4
23
-2.0
23
-0.4

35.7
7.5
38.0
12.5
2.7
-2.3
2.7
-0.4

(12-month percent change)

4.8

7.0

5.8

7.4

(Ratio)

(In millions of U.S

-25.1
-2.9
39.1
-330.2
147.9
-29.8
147.9

143.0
3.8
1,120.7
50.1
49.1

2,235
4,405

-40.6
4.4
405
-360.0
155.6
-315
154.8

144.2
3.6
1,187.6
50.2
49.6

2,364
4,578

52

7.5

. dollars)

-37.7
-3.8
41.9
-390.1
177.9
-31.5
164.1

164.1
4.0
1,262.3
49.6
49.0

2,545
4,845

5.0

6.9

-42.4
-4.2
43.2
-402.2
177.6
-30.9
169.9

166.4
3.9
1,340.1
50.1
49.8

2,673
4,990

53

7.0

-46.4
4.4
446
4215
186.6
315
175.4

164.6
3.7
1,427.5
50.7
50.5

2,815
5,150

53

6.5

-48.1
-4.3
45.9
-441.8
197.3
-31.8
182.2

174.5
3.6
1,518.9
51.2
511

2,965
5,321

Sources: Data provided by the Samoan authorities; and IMF staff estimates and projections.

1/ Includes re-export of fuel after 2009/10.
2/ Includes domestic and external public debt.

3/ IMF, Information Notice System (calendar year).

4/ Latest data available.
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Table 2. Samoa: Balance of Payments, 2014/15 - 2022/23

(In millions of U.S. dollars, unless otherwise indicated)

2014/15 2015/16 2016/17 __2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
Est. Proj.
Current account balance -24.9 -37.3 -19.5 -25.1 -40.6 -37.7 -42.4 -46.4 -48.1
Trade balance -294.9 -270.3 -270.4 -291.1 -319.5 -348.3  -359.0 -376.9  -395.9
Exports, fob 1/ 27.9 36.9 38.0 39.1 40.5 41.9 43.2 446 45.9
Imports, fob -322.8 -307.2 -308.4 -330.2 -360.0 -390.1 -402.2 -4215  -441.8
Services, net 123.7 119.6 138.9 147.9 155.6 177.9 177.6 186.6 197.3
Investment income, net -16.1 -18.6 -28.4 -29.8 -31.5 -31.5 -30.9 -31.5 -31.8
Current transfers 162.3 132.0 140.5 147.9 154.8 164.1 169.9 175.4 182.2
Official transfers 15 0.4 4.8 4.8 4.7 4.7 4.6 4.6 4.8
Private transfers 160.9 131.6 135.7 143.1 150.1 159.5 165.3 170.8 177.4
Capital and financial account balance 64.0 424 38.3 46.6 41.7 57.6 447 44.6 58.0
Capital account 35.8 27.2 43.2 33.3 325 33.8 34.8 33.3 344
Official 343 20.9 26.0 249 242 255 26.5 25.0 26.1
Private 1.5 6.3 17.2 8.3 8.3 8.3 8.3 8.3 8.3
Financial account 28.2 15.2 -4.8 13.3 9.2 23.8 9.9 11.3 23.6
Direct investment 27.2 6.2 -8.5 8.5 8.0 11.6 11.6 11.3 1.7
Portfolio investment -8.5 -0.2 -5.6 -5.6 -8.0 -6.0 -6.5 -6.5 -6.5
Other investment 9.5 9.2 9.3 10.5 9.2 18.2 4.8 6.5 18.4
Assets -17.41 7.3 19.1 18.9 20.8 20.6 25.0 248 248
Liabilities 26.6 1.9 -9.8 -8.4 -11.6 -24 -20.2 -18.3 -6.3
Errors and omissions -13.7 -21.4 -8.3 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance 39.1 5.1 18.8 215 1.2 19.9 24 -1.8 9.9
Financing -39.1 -5.1 -18.8 -215 -1.2 -19.9 2.4 1.8 -9.9
Change in gross official reserves -25.4 16.3 -10.5 -21.5 -1.2 -19.9 -2.4 1.8 -9.9
Memorandum Items:
Current account balance (in percent of GDP) -3.1 -4.7 -2.3 -2.9 -4.4 -3.8 -4.2 -4.4 -4.3
Gross official reserves (in million of U.S. dollars) 131.9 111.0 121.6 143.0 144.2 164.1 166.4 164.6 1745
(In months of prospective imports of GNFS) 4.0 34 35 3.8 3.6 4.0 3.9 3.7 3.6
Exports of goods (annual percentage change) 12.2 32.3 2.8 3.0 3.5 35 3.2 3.2 3.0
Imports of goods (annual percentage change) -3.5 -4.8 0.4 71 9.0 8.4 3.1 4.8 4.8
Remittances (in percent of GDP) 2/ 20.0 16.7 16.1 16.3 16.3 16.2 16.2 16.1 16.0
Tourism earnings (in percent of GDP) 3/ 17.4 18.5 17.9 18.0 18.1 19.0 18.1 18.2 18.2

Sources: Data provided by the Samoan authorities; and IMF staff estimates and projections.

1/ Including re-export of fuel after 2009/10.

2/ Including other current transfers.
3/ Including other service credits.
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Table 3. Samoa: Financial Operations of the Central Government, 2014/15 - 2022/23

Est. Staff Projections
2014/15 2015/16  2016/17 _2017/18 2018/19 2019/20 _ 2020/21 2021/22 2022/23
(In millions of tala)
Revenue and grants 683.4 741.2 730.6 799.0 845.2 907.4 952.9 983.8 1036.1
Total revenue 493.2 550.1 576.6 617.5 667.4 718.5 754.6 794.7 836.9
Tax revenue 442.0 497.5 517.5 553.4 597.2 642.9 675.2 711.0 748.9
Nontax revenue 51.2 52.6 59.1 64.2 70.2 75.6 794 83.6 88.1
Grants 190.3 191.1 154.0 181.5 177.8 188.9 198.3 189.2 199.2
Expenditure 758.8 749.7 753.2 842.8 898.6 967.4 1016.0 1053.0 1109.1
Current 526.5 503.9 490.5 565.3 602.7 648.9 681.4 717.6 755.8
Of which Compensation of employees 154.6 163.5 170.0 204.9 219.2 235.9 247.8 260.9 274.8
Of which Use of goods and services 151.7 120.3 112.7 131.5 141.5 152.3 159.9 168.4 177.4
Development expenditure 232.3 245.8 262.7 277.5 295.9 318.5 334.5 335.4 353.2
Of which Net acquisition of nonfinancial assets 83.3 100.1 149.5 163.3 184.6 201.3 198.0 186.0 190.0
Net lending 0.0 0.0 18.1 19.0 20.1 21.6 227 23.9 252
Current balance (excl. grants) -33.3 46.2 86.1 52.2 64.7 69.6 73.1 77.0 81.1
Overall fiscal balance -75.4 -8.5 -22.6 -43.8 -53.4 -60.1 -63.1 -69.2 -72.9
Financing 75.6 8.5 23.6 43.8 53.4 60.1 63.1 69.2 729
External financing, net 453 9.1 2.8 52.4 62.8 66.4 64.9 70.8 74.0
Domestic financing, net 30.3 -0.6 20.8 -8.6 -9.3 -6.3 -1.8 -1.6 -1.1
(In percent of GDP)
Revenue and grants 35.1 36.1 342 35.7 35.7 35.6 35.6 34.9 34.9
Total revenue 25.3 26.8 27.0 27.6 28.2 28.2 28.2 28.2 28.2
Tax revenue 22.7 242 24.3 24.8 253 25.3 253 253 253
Nontax revenue 2.6 2.6 2.8 2.9 3.0 3.0 3.0 3.0 3.0
Grants 9.8 9.3 7.2 8.1 7.5 7.4 74 6.7 6.7
Expenditure 38.9 36.5 353 37.7 38.0 38.0 38.0 374 374
Current 27.0 245 23.0 253 255 255 255 255 255
Of which Compensation of employees 7.9 8.0 8.0 9.2 9.3 9.3 9.3 93 9.3
Of which Use of goods and services 7.8 5.9 53 5.9 6.0 6.0 6.0 6.0 6.0
Development expenditure 11.9 12.0 12.3 124 12.5 125 125 11.9 11.9
Of which Net acquisition of nonfinancial assets 43 49 7.0 7.3 7.8 7.9 74 6.6 6.4
Current balance (excl. grants) -1.7 22 4.0 23 27 2.7 2.7 2.7 2.7
Overall fiscal balance -3.9 -0.4 -1.1 -2.0 -2.3 -24 -2.4 -2.5 -2.5
Overall balance (excl. grants) -13.6 -9.7 -8.3 -10.1 -9.8 -9.8 -9.8 -9.2 -9.2
Financing 3.9 0.4 1.1 2.0 23 24 24 2.5 2.5
External financing, net 23 0.4 0.1 23 27 2.6 24 25 25
Domestic financing, net 1.6 0.0 1.0 -0.4 -0.4 -0.2 -0.1 -0.1 0.0
Memorandum items:
Public Debt Nominal Values 1126.1 1080.7 1047.4 1120.7 1187.6 1262.3 1340.1 1427.5 1518.9
External Debt 1078.2 1041.8 1018.0 1096.5 1172.7 1247.3 1331.5 1420.7 1513.6
Nominal GDP (in millions of Tala) 1948.9 2055.3 2133.2 2235.1 2364.3 2545.3 2673.1 2815.0 2964.7
Debt/GDP Ratio (in percent) 57.8 52.6 491 50.1 50.2 49.6 50.1 50.7 51.2
External Debt/GDP Ratio (in percent) 55.3 50.7 47.7 491 49.6 49.0 49.8 50.5 51.1

Sources: Data provided by the Samoan authorities; and IMF staff estimates and projections.
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Table 4. Samoa: Monetary Developments, 2011/12 —- December 2017

2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 Dec-17
(In millions of Tala; end of period)
Depository Corporations
Net foreign assets 229 180 301 181 150 199 293
Gross reserves 277 228 255 311 256 290 312
Other foreign assets 71 69 252 149 173 175 223
Foreign liabilities 120 117 205 279 278.5 266 241
Net domestic assets 477 521 532 659 746 769 800
Net credit to central government -108 -96 -101 -116 -133 -199 -157
Net credit to public nonfinancial corporations 55 38 35 36 37 15 15
Credit to private sector 702 709 734 827 940 1,022 1,023
Other items (net) -171 -130 -137 -89 -98 -69 -81
Broad money 706 700 832 836 895 965 1,092
Narrow money 247 259 380 356 394 406 496
Currency outside banks 59 61 46 49 61 67 87
Transferable deposits 188 199 334 307 333 338 409
Other deposits 459 441 451 480 501 560 596
Central Bank
Net foreign assets 270 200 227 243 195 236 258
Gross reserves 277 228 255 311 256 290 312
Other foreign assets 14 14 14 12 14 15 15
Foreign liabilities 21 42 41 80 75 69 69
Net domestic assets -65 -26 -5 19 20 20 45
Net credit to central government -74 -59 -64 -88 -103 -125 -107
Net credit to financial corporations 19 34 70 102 130 139 149
Other items (net) -10 -1 -1 4 -6 6 3
Monetary Base 205 174 222 262 216 257 303
Currency in circulation 76 78 68 76 83 920 123
Other liabilities to deposit money banks 129 96 154 186 133 167 180
Other Depository Corporations
Net foreign assets -42 -20 74 -63 -45 -37 35
Foreign assets 57 54 238 137 159 160 208
Foreign liabilities 98 75 164 200 204 197 172
Net domestic assets 689 661 713 853 880 938 971
Net credit to central government -35 -37 -37 -28 -30 -74 -50
Net credit to public nonfinancial corporations 55 38 35 36 37 15 15
Credit to private sector 698 707 748 820 934 1,017 1,018
Net credit to financial corporation 158 127 193 220 135 191 205
Other items (net) -188 -174 -227 -195 -196 -211 -217
Deposits 647 640 785 787 834 898 1,005
Transferable deposits 188 199 334 307 333 338 409
Other deposits 459 441 451 480 501 560 596
(In percent, unless otherwise indicated)
Money velocity 1/ 26 2.6 25 23 2.3 2.2 2.0
Money multiplier 2/ 3.4 4.0 3.7 3.2 4.1 3.8 3.6
Private credit/GDP 3/ 38.1 38.6 39.3 42.4 45.7 47.9 45.8
Private credit/deposits 3/ 108.4 110.9 93.5 105.1 112.7 113.8 101.8
Annual broad money growth -4.0 -0.8 18.7 0.6 71 7.8 19.1
Annual reserve money growth 23.2 -15.0 275 18.2 -17.6 18.8 37.9
Annual private credit growth 3/ 20 1.1 3.5 12.7 13.6 8.7 42
Lending rate 4/ 9.8 10.2 10.2 9.6 9.4 8.7 8.9
Deposit rate 4/ 24 2.8 3.1 26 2.4 2.6 2.6

Sources: Central Bank of Samoa; and IMF staff estimates and projections.

1/ Ratio of GDP to broad money.

2/ Ratio of broad money to monetary base.
3/ Includes commercial bank credit only.
4/ Weighted average.
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Table 5. Samoa: Financial Soundness Indicators, 2013/14 — December 2017

2013/14  2014/15 2015/16  2016/17 Sep 17 Dec 17

Capital Adequacy

Regulatory Capital to Risk-Weighted Assets, Ratio 29.7 271 24.5 25.1 26.6 26.3

Regulatory Tier 1 Capital to Risk-Weighted Assets, Ratio 254 229 19.9 20.4 20.4 21.6

Non-performing Loans Net of Provisions to Capital, Ratio 9.0 4.5 5.8 8.9

Capital to Assets, Ratio 171 15.9 16.2 15.8 14.8 14.4
Asset Quality

Non-performing Loans to Total Gross Loans, Ratio 8.3 71 5.2 4.1 4.5 5.3

Provisions to non-performing loans 53.5 50.8 64.4 77.9 72.3 64.7

Large Exposures to Capital, Ratio 98.2 110.8 95.8 954
Earnings and Profitability

Return on Assets, Ratio 1/ 1.9 1.8 4.2 4.2 5.7 23

Return on Equity, Ratio 1/ 10.5 11.0 259 259 235 10.9
Liquidity Ratios

Liquid Assets to Total Assets (Liquid Asset Ratio), Ratio 13.1 14.5 8.1 9.7 12.7 10.8

Liquid Assets to Short Term Liabilities, Ratio 233 255 18.7 15.7

Total loans to total domestic deposits 89.0 116.0 130.6 117.9 91.6 93.6
Sensitivity to Market Risk

Net Open Position in Foreign Exchange to Capital, Ratio 7.3 12.8 8.1 28.4 30.2 28.6
Distribution of Total Loans

Sectoral Distribution of Total Loans: Deposit-takers, Ratio 0.0 0.0

Sectoral Distribution of Total Loans: General Government, Ratio 1.5 1.1

Sectoral Distribution of Total Loans: Nonfinancial Corporations , Ratio 62.1 57.2

Sectoral Distribution of Total Loans: Nonresidents, Ratio 4.1 4.3

Sectoral Distribution of Total Loans: Other Domestic Sectors, Ratio 35.3 36.0

Sectoral Distribution of Total Loans: Other Financial Corporations , Ratio 11 1.4

Foreign-Currency-Denominated Loans to Total Loans, Ratio 13.2 13.8

Commercial Real Estate Loans to Total Loans, Ratio 42.9 35.5

Residential Real Estate Loans to Total Loans, Ratio 293 33.6
Other Indicators

Assets to Total Financial System Assets, Ratio 48.4 448 46.3 45.6

Assets to Gross Domestic Product (GDP), Ratio 43.8 46.8

Sources: Central Bank of Samoa; Financial Soundness Indicators database; and IMF staff calculations.

Note: For fiscal year ending in June.
1/ Change in methodology in 2015/16.
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Table 6. Samoa: Status of Millennium Development Goals

Progress on Millennium Development Goals (as of August 2013) (as of September 2015)
Goal 1: Eradicate extreme poverty and hunger Mixed Mixed

Goal 2: Achieve universal primary education On track Achieved

Goal 3: Promote gender equality and empower women Mixed Mixed

Goal 4: Reduce child mortality On track Achieved

Goal 5: Improve maternal health Mixed Mixed

Goal 6: Combat HIV/AIDS, malaria and other diseases Mixed Mixed

Goal 7: Ensure environmental sustainability On track Achieved

Goal 8: Develop a global partnership for development

Not assessed

Not assessed

Sources: Pacific Islands Forum Secretariat, and 2013 and 2015 Pacific Regional MDGs Tracking Reports.
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Table 7. Samoa: Strategy for the Development of Samoa and Sustainable Development Goals

Priority Areas Key Samoan Outcomes Corresponding SDGs

8. Decent Work & Economic

1. No Poverty Growth

1. Macroeconomic resilience increased and
sustained

17. Partnership for the Goals

2. Agriculture and fisheries productivity 2. Zero Hunger

increased
1. Economic
9. Industry, I tion, and
3. Exports products increased MBS HHET L, El
Infrastructure
4. Tourism development and performance 8. Decent Work & Economic
improved Growth
5. Participation of private sector in 12. Responsible Consumption
development enhanced and Production
6. A healthy Samoa and well-bein
ety welrbeing 3. Good Health and Well-being
promoted
7. Quality education and training improved 4. Quality Education
2. Social

5. Gender Equality 10. Reduced Inequalities

8. Social institutions strengthened
16. Peace, Justice, and Strong
Institutions

9. Access to clean water and sanitation o
6. Clean Water and Sanitation

sustained
10. Transport systems and networks 9. Industry, Innovation, and 11. Sustainable Cities and
improved Infrastructure Communities
3. Infrastructure
11. Improved and affordable country wide 9. Industry, Innovation, and
ICT connectivity Infrastructure

12. Quality energy supply

13. Environmental resilience improved 14. Life Below Water 15. Life on Land

4. Environment

14. Climate and disaster resilience 13. Climate Action

Source: Strategy for the Sustainable Development of Samoa.
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Ex-ante financing measures in place

Table 8. Samoa: Post-Disaster Finance Sources

Time-frame for access*

Parametric insurance (PCRAFI, based on event trigger) 1/

Short-term

Traditional insurance (based on damages/losses)

Medium/long term

Contingent-debt financing facility (ADB & WB, based on event trigger)

Short/medium term

Ex-post financing measures in place or available

Unforeseen expenditure budget line (PFMA2001 S29)

Short/medium term

In-year budget reallocation (PFMA2002 S26 & S29)

Short/medium term

Development partners and international agency assistance and relief

Short/medium term

Domestic credit from banking system

Medium/long term

External credit from international agencies (including the IMF RCF)

Medium/long term

Capital budget realignment (domestic and external funds)

Medium/long term

Development partner assistance (reconstruction)

Medium/long term

Tax and other revenue measures

Medium/long term

Source: Secretariat of the Pacific Community (2015) and CBS

1/ Pacific Catastrophe Risk Assessment and Financing Initiative.

*Short-term: within one month; Medium-term: within two-to-four months; Long-term: beyond four months
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Annex I Risk Assessment Matrix (RAM)?

Potential Deviations from Baseline

Source of Risks

Overall Level of Concern

Likelihood of Severe

Realization of Risk in the

Next one-three Years
(high, medium or low)

Expected Impact if Risk is
Realized
(high, medium or low)

Policy Recommendations

Natural disasters

High
On average, Samoa has
been hit by a major natural
disaster once every five
years.

High
In addition to widespread
damage, natural disasters
have historically increased
public debt.

Build fiscal buffers. Increase
resilience to natural disasters
by implementing policies
under the Strategy for the
Development of Samoa (SDS)
2016/17-2019/20.

Reduced financial
services by
global/regional
banks

High
Spillovers from the partial
withdrawal of
correspondent bank
services by global banks
could have a sizeable
impact on Samoa. In the
absence of policy
measures, the closure of
bank accounts of MTOs is
likely to continue and
would disrupt the
remittance channel.

High
Closure or MTO banks
accounts could increase the
hand-carry of cash
undermining efforts to
increase AML/CFT
compliance. The impact of
lower remittances is likely to
lead to lower consumption
but could also widen the
current account deficit.
Higher cost of remittances
would also have a negative
impact on more vulnerable
segments of the population.

Strengthen the AML/CFT
regime in line with APG/FATF
recommendations; establish a
database for customer
identification and monitoring;
address the risks from the
offshore sector by aligning
the laws governing it with
international AML/CFT
standards.

Weaker-than-
expected global
growth

High
Structurally weak growth in
key advanced economies
(particularly the U.S., euro
area and Japan), could
reduce export and tourism
receipts, impacting GDP
growth.

Medium/High

A sharp decline in exports,
tourism earnings, and
remittances could worsen
the current account balance
and reduce fiscal revenues.

Improve the business
environment and connectivity
to create a conducive
environment for private
sector development; improve
financial inclusion to help
cushion the most vulnerable
population segments against
negative shocks.

Financial stress in
Public Financial
Institutions (PFIs).

Medium
PFIs play an important part
in the financial system, but
asset quality is poor.

High
Financial spillovers will have
limited effects on banks, but
would significantly
deteriorate public finances
and eliminate an important
source of credit to the
economy.

Strengthen the financial
operations of the PFIs;
enhance the transparency and
governance of the PFls;
reform PFIs to restore them
to their original mandate.

1 The RAM shows events that could materially alter the baseline path (the scenario most likely to materialize in the view of
IMF staff). The relative likelihood of risks listed is the staff's subjective assessment of the risks surrounding the baseline
(“low” is meant to indicate a probability below 10 percent, “medium” a probability between 10 and 30 percent, and “high” a
probability of 30 percent or more). The RAM reflects staff views on the source of risks and overall level of concern as of the
time of discussions with the authorities. Non-mutually exclusive risks may interact and materialize jointly.
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Annex II. External Sector Assessment:

The external position is assessed as broadly in line with fundamentals and desirable policies. Staff's
analysis point to a current account gap in the 0.8-1.7 percent of GDP range. Although the level of
reserves is adequate according to the ARA metric for credit-constrained economies, it is below the
lower bound of the desirable range once Samoa’s vulnerability to natural disasters is taken into
account. Building additional external buffers would help increase resilience.

Current Account Developments

The current account deficit narrowed to 2.3 percent of GDP in 2016/17, an improvement of about
2.4 percentage points of GDP compared to 2015/16. The improvement was driven by a smaller trade
imbalance by 2.2 percent of GDP, underpinned by import compression of 2.4 percent of GDP. Staff
expects this improvement to be temporary. In the baseline scenario, and under the assumption of
no natural disasters, the current account deficit is expected to gradually widen to just over 4 percent
of GDP over the medium term, as imports rebound to support investment for infrastructure projects.

For the EBA-lite current account equation, the following adjustments were made:

e The underlying current account was adjusted Samoa: EBA-Lite CA Analysis

by -1. 2 percent of GDP for one-off flows CA-Actual -2.3%
. .o . Cyclical Contributions (from model) -0.2%
relatefj to (i) payments from 'Vll’gln AUStraha additional temporary/statistical factors 3.3%
and (ii) a popular U.S. television series shot Cyclically adjusted CA _5.4%
in Samoa. These payments are not expected | ca-Norm -6.8%

to be repeated in subsequent years because additional adjustments to the norm
(i) was related to the end of Virgin Australia’s | Cyclically adjusted CA Norm -6.6%
partnership with Samoa Airways and (ii) is CA-Gap 1.2%
. . o/w Policy gap 0.6%
not expected to be shot in Samoa again. Elasticity 027
REER Gap -4.5%

e The underlying current account was further
adjusted by -2.1 percent of GDP for a temporary reduction in imports (in percent of GDP) due to
completion of some large projects. The reduced infrastructure activity in 2016/17 is unusual for
Samoa, and imports are expected to rebound given the large planned infrastructure projects
over the medium term. The -2.1 percent of GDP adjustment is the difference between the
unusually low level of the import-to-GDP ratio observed in 2016/17 (36.7 percent) and the
twenty-year historical average of the same ratio (38.8 percent).

Given these adjustments, the cyclically adjusted underlying current account is estimated

at -5.4 percent of GDP compared to the estimated current account norm of -6.6 percent of GDP,
resulting in a CA gap of 1.2 percent of GDP. However, the EBA-Lite does not always capture fully the
characteristics of small states, hence there is significant uncertainty surrounding these estimates.

! Prepared by Reshika Singh.
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For the external sustainability
approach, maintaining net foreign
assets at the 2016 level suggests a
current account gap of 1.7 percent
of GDP. However, based on a
targeted reduction in the debt-to-
GDP ratio and Net International

External Sustainability and IREER Approach

CA/GDP

REER

Norm 4/ Actual Gap

Misalignment

(In percent of GDP)

-7.1
-6.2

External sustainability approach 1/
External sustainability approach 2/
EBA-lite Real exchange rate equation 3/

54
54

17
0.8

-6.0
-2.8

5.2

1/ From EBA October 2017. Based on maintaining NFA at the 2016 level.
2/ Based on maintaining public external debt at 40 percent.

3/ Misalignment based on October 2017 EBA-lite.
4/ Aid and capital transfers estimates are based on periods when economy is not recovering from natural disasters.

Investment Position (NIIP) to

40 percent (which is consistent with
the need to build a fiscal cushion against natural disasters and reduce external sustainability
concerns for Samoa, given a current NIIP of -52.5 percent of GDP), the external sustainability
approach yields a current account norm of -6.2 percent and a current account gap of 0.8 percent.
Staff therefore assesses Samoa'’s external position as broadly in line with fundamentals and desirable
policies.

Keeping in mind Samoa'’s high vulnerability to natural disasters, in staff's assessment the external
sustainability approach based on maintaining a target of 40 percent of GDP for public external debt
is the more informative methodology.

Exchange Rate Assessment Tourism Terms of Trade Index, 2012 Q3 to 2017 Q3 1/

Although the EBA-Lite REER equation i

suggests that the REER is moderately
overvalued, the REER generally remained

120

100

flat in recent years despite -
improvements in a tourism-based terms- %
. . a0

of-trade index, and the appreciation of e e
20

the Tala against the U.S. dollar in 2017.
As such, staff assess the level of Samoa'’s o

== Real Exchange Rate

m N N ™M ~ N ™M — N ™M — N ™M — N ™M

oo i 00000 DO O

exchange rate to be broadly in line with e R e e e e T R
0 0 QO 0 0 00 0000 0 00009000 0
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fundamentals and desirable policies.

Sources: Country authorities; and IMF staff calculations.
1/ Defined as average earnings from tourism relative to price of imports.

Reserve Adequacy

The level of reserves at 3.7 months of imports is adequate according to the ARA metric for credit
constrained economies, but falls below the lower bound of the desirable range once Samoa’s
vulnerability to natural disasters is taken into account. Reserves have risen from a low of 2.6 months
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of import cover in late 2016 to 3.6
months in June 2017 and 3.7 months in
January 2018. Applying the staff's ARA
metric for credit constrained economies
suggests an optimal level of reserves
between 2.8 to 4.2 months of imports,
depending on the assumed long-run
opportunity cost of holding reserves.
Once natural disaster vulnerability is
incorporated into the assessment?, the
optimal reserve level range moves up to
between 4.2 to 6.0 months of imports,
depending on the assumed opportunity
cost of holding reserves.

SAMOA

Gross Reserves

150 Bl Gross reserves (in millions of USD) d
160 =—Gross reserves (in months of next year's imports, right-axis)
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Sources: Central Bank of Samoa; IFS; and IMF Staff calculations.

2 Assuming a higher probability of a large shock event (70 percent) compared to the sample average (50 percent).
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Annex III. Key 2015 FSAP Recommendations

Recommendation

Action Taken

Cross-cutting

Improve the quality and coverage of data. CBS
to collect granular data on banks, PFIs,
insurers, and other financial intermediaries for
prudential and financial stability analysis.

Still work in progress. FSIs are now been produced
for the commercial banks in line with IMF
requirements. FSIs for the other financial institutions
are also being produced

Upgrade the regulatory and supervisory
frameworks to modern standards, including
amending the Financial Institutions Act and
Central Bank Act to support corrective actions
and resolution.

The CBS Act 2015 totally repealed the CBS Act 1984.
TA's have worked already on the amendments to the
Financial Institutions Act 1996 which took in to
consideration resolution options, governors
discretion etc. The authorities are targeting these
amendments to be tabled in parliament before end-
2018.

CBS should raise capacity and hire additional
staff for financial oversight, and over time
assume supervision and regulation of all
financial intermediaries.

The number of staff is gradually being increased but
cost remains an issue.

Banking supervision and regulation

Conduct regular on-site inspections, and in-
depth assessments of financial statements
(including asset quality reviews, of potentially
vulnerable banks).

Regular onsite inspections of financial institutions
both PFIs and commercial banks are ongoing. In
depth offsite surveillance of financial statements is
also conducted on a monthly and quarterly basis as
well as constant liaison with the industry when there
is an urgent need.

Upgrade supervisory guidance to banks,
especially regarding risk management and
NPL write-offs.

This is currently in progress. The authorities expect to
finalize the review of prudential statements before
the end of this year.

PFIs - supervision and regulation

CBS to produce periodic financial soundness
indicators for PFIs and ensure proper IFRS
accounting, especially for loan classification,
NPLs, and provisioning.

Done

CBS to issue and upgrade prudential
regulations for PFIs.

In progress.

CBS to start on-site inspections of PFIs.

Done

Off shore bank regulation and supervision

Enhance operational independence of Samoa
International Finance Authority (SIFA) to
supervise international banks and remove
potential for conflict between SIFA’s
promotional and supervisory roles.

In October 2016, SIFA created a separate division,
Invest Samoa, focusing solely on promotion.
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Recommendation

Action Taken

PFIs — governance

Government to reform mandates and
governance of PFIs for defined policy
objectives based on cost-benefit assessments,
and to ensure efficient operations.

The authorities acknowledged the need to
strengthen PFI governance and re-orient their
mandates towards their original objectives, but also
stressed that PFI supervision has been strengthened,
and that their lending activities—which need to be
seen in the context of a small island economy—have
a positive role in bringing down lending rates in a
context of limited bank competition.

Crisis preparedness

Adopt a full set of enforcement and resolution
instruments.

The FI Act 1996 is currently under review. Resolution
and enforcement have been the priority areas and
relevant provision has been drafted already.

Create an appropriate scheme and operational
framework for Emergency Liquidity Assistance.

The authorities are developing a Disaster Risk
Financing Strategy, which would identify and
quantify all resources available to respond to natural
disasters, including domestic contingencies, regional
catastrophe risk insurance policies, and credit lines
with IFls

Systemic financial stability

CBS and Ministry of Finance to create financial
stability and contingency planning
committees.

The financial stability committee has been created
but regular meetings are yet to commence.

CBS to analyze systemic risks, including stress
testing and macro-financial mapping.

Preliminary and unofficial stress testing exercises
were conducted in-house by CBS staff during the
year.

Central bank policies and operations

CBS to unwind lending to DBS and SHC.

Last approved CBS CLF to these institutions were in
November 2015.

Access to finance

Focus on indirect measures to enhance access
to finance, including credit bureau, economic
use of customary land, and complete setting
up a personal property registry.

A diagnostic assessment of issues relevant to the

establishment of a credit bureau in Samoa is planned

for March 2018, and considerations for this exercise

includes:

o Discussion of the cost-effectiveness of different
operating models;

e The necessary regulatory framework for a bureau in
addition to the legal underpinnings,

e Potential integration of a credit bureau with the
personal securities registry (administered by MCIL)

e Potential integration of a AML utility providing
information on bank customers with credit bureau
information.

Personal property registry was launched in early
2017.
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Recommendation

Action Taken

Insurance

CBS to develop insurance supervisory strategy
and capacity building plans.

The authorities have requested TA in this area.

Payment system and financial market
infrastructure

CBS to implement the new National Payment
Systems.

The World Bank continues to provide assistance to
the CBS in this area.

The procurement of the Automatic Transfer System
is being conducted through the World Bank
procurement processes and currently the Request
for Proposal is being drafted. The target is for
finalization of the contract with the successful
vendor by end June 2018, thus implementation is
expected to be underway in the second half of 2018.

The authorities are in the final stages of consultation
on the Oversight Regulation. The request for
comments from stakeholders is completed and only
the face to face consultation is left to be conducted,
before it moves to Cabinet for their consideration.

Discussions are ongoing with the World Bank in
regard to the best functional set up within the Bank
to operationalize and conduct oversight of payments
area

Consultations with the implementers of the NPS
continue to ensure they are well-versed with their
expected roles and responsibilities.
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Annex 1V. List of Public Enterprises:

17 Public Trading Bodies Development Bank of Samoa*
Electric Power Corporation
Gambling Control Authority
Land Transport Authority
Polynesian Airline Ltd

Public Trust Office

Samoa Airport Authority

Samoa Housing Corporation*
Samoa International Finance Authority
Samoa Land Corporation

Samoa Ports Authority

Samoa Post Limited

Samoa Shipping Corporation
Samoa Shipping Services

Samoa Trust Estates Corporation
Samoa Water Authority

Unit Trust of Samoa*

3 Public Mutual Bodies Accident Compensation Corporation
Samoa Life Assurance Corporation
Samoa National Provident Fund*

8 Public Beneficial Bodies National Health Services

National Kidney Foundation
National University of Samoa
Samoa Fire & Emergencies Services
Samoa Qualification Authority
Samoa Sports Facilities Authority
Samoa Tourism Authority

Scientific Research Organisation

1 Asterisks denote PFIs
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