
DOCUMENT OF INTERNATIONAL MONFTARY FUND 
AND NOT FOR PUBLIC USE I FOR 1 

1 I AGENDA I 

SM/82/245 

CONTAINS CONFIDENT= 
INFORMATION 

December 30, 1982 

To : Members of the Executive Board 

From : The Acting  Secretary 

Subject : Western Samoa - Staff  Report for the  1982  Article IV 
Consultation 

Attached for consideration by the  Executive  Directors is the 
s taf f   report  for the  1982 Article IV consultation  with Western Samoa. 
A draf t   dec i s ion  appears on page 1 7 .  

This  subject w i l l  be  brought to the agenda for discussion on 
a d a t e  to be announced. 

A t t :  (1)  

Other Dfetribution: 
Department Heads 



CONTAINS  CONFIDENTIAL 
INFORMATION 

INTERNATIONAL MONETARY FUND 

WESTERN SAMOA 

S t a f f  Report for the 198: icle IV Consultation 

Prepdred by the Staff Re a t i v e s  for the 
1982 Consultation W A  1 1  -stern Samoa 

Approved by Tun  Thin  and  Manuel  Cuitian 

December 28, 1982 

Contents 

I. Introduction 

11. Background  to  Discussions 

1, Economic  trends 
2. Performance  under  the  1981/82  fir 

tranche  program 

111. Policy  Discuesions 

1. Budgetary  policy 
2. The public  enterprises  finances 
3. Monetary  and  credit  policy 
4, External  policy 
5. Medium-term outlook 

IV. Staff  Appraisal 

Text Tables  

1. Balance of Payments  Summary,  1979-83 
2. Budgetary  Operations of the  Government, 

et credit 

1979-83 
3. Operating Surplus or Deficit of Public  Enterprises,  1979-82 
4. Monetary  Survey,  1979-82 
5 .  External Debt Projections, 1981-@5 

Appendix I. Fund  Relations  with  Western  Samoa 
Appendix 11. World Bank  Group  Operations in Western  Samoa 
Appendix 111. Basic  Data 

Page 

1 

1 

1 

7 

8 

9 
10 
11 
12 
13 

3 
4 
5 
6 

15 

18 
19 

20-2 1 



- ii - 

Contents Page 

Chart 1. 
Chart 2. 
Chart 3 .  
Chart 4. 
Chart 5 .  
Chart 6. 
Chart 7 .  

VOlUrW Of Major EXpOrta, 1974-83 
Domestic and Foreign Conaumer Pricee, 1974-83 
Government Budget,  1974-83 
Monetary Survey, 1974-82 
External Current Account, 1 9 7 4 4 3  
Terms of Trade, 1978-83 
Trade Weighted  Effective Exchang,? Rate Indices 

of Western Samoan Tala, 1978-8: 

2a 
2b 
2c 
2d 
2e 
2f 

8a 



1. Introduction 

The 1982  Article IV consultation  diecueeions with Weetern S,qmoa 
were held in Apia during  October 12-26, 1982. The  Western Samoa repre- 
sentatives  included Mr. A. Hutchison,  Financial  Srcrctary; Er. Kolone 
Vaai, Deputy Financial  Secretary;  and  officials  from  the  Departments  of 
Treseury,  Economic  Development,  Cuetome,  Inland  Revenue,  Agriculture, 
and Statistice,  and  the  public  enterprises.  betinge  were  a160  held v l t h  
the  Prime  Minister, Mr. Tupuola Efi,  and  the  Minister  of  Finance, 
Mr. Aliimalemanu Sesa. The staff team coneisted of Messrs. Al-Eyd (ASD, 
Head), Browne (ASD), Sukachevin ( E T R ) ,  Tsukahara ( F A D ) ,  end  Miss  Roeario 
(ASD, Secretary). 

Western  Samoa  continues  to  avail  itself  of  the  transitional  arrange- 
ments of Article XIV. I n  April  1981,  Western Samoa purchased  the  equiva- 
l e n t  of SDR 0 . 7 4 5  mllllon (16.56 per  cent of quota)  in  the  firet  credit 
tranche  in  support of a  financial  program  covering  the  12-month period 
ended  February  1982,  and  the  equivalent  of SDR 2.0 million ( 4 4 . b r  per 
cent of quota)  under  the  conpensatory  financing  decision. 

11. Background to the Discussions 

1. Economic  trends 

Over  the  past  decade,  the  average  growth  rate of the  economy of 
Western  Samoa  ha6  only  slightly  exceeded the growth  rate  of  the  popula- 
tion.  Economic  expansion  has  been  limited  primarily by the  weak  perfor- 
mance of  the  agricultural  sector,  which  accounts for about  half of CDP 
and  about 90 per  cent  of  exports.  Output  of  copra  and  cocoa,  the  main 
export  crops,  and  bananas has been  adversely  affecttd  by  the  relatively 
old  age of many  trees,  the  impact of disease,  and  fluctuating  export  prices 
(Chart 1). In  the  latter p a r t  of the  19706,  the  authorities  embarked on 
an ambitious  development strategy, which  increased  mar4edly  the  share of 
total  resources  absorbed by both  the  Central  Government and thp  public 
enterprises.l/ The substantial  increases  in  public  sector  expenditure, 
coupled  with-sluggish  revenue  performance and losses  of  public  enterprises, 
caused partly by delays  in  prlce  adjustments,  resulted  in  serious  fiscal 
imbalances  which  contributed  to  a  pronounced  acceleration in the  rate of 
inflation  (Charts 2, 3, and 4 ) .  Concurrently,  the s low growth of export 
earnings,  combined  with  increased  import  requirements of food,  energy, 
and goods related  to  the  expanded  investment  program,  led  to  balance of 
paymenrs  pressures  that became progressively more s e v e r e  (Chart 5). In 
June 1979, the  tala was depreciated by 19  per  cent  on  a  trade-weighted 
basis and a financial  program  was  adopted  in  order  to  moderate  demand, 
alleviate  the  balance of payments  pressures  and  contain  inflation. 
However,  the  subsequent  economic  performance  fell  short of expectations. 

1/ Principal public enterprises  include  Western  Samoa  Trust  Estates 
Corporation (WSTEC), the  Copra, Cocoa and Banana Marketing Boards, the 
Special  Projects  Development  Corporation  (SPDC),  Polynesian A i r l i n e s  and 
the  Electric Power Corporation (EPC). 
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Western  Samoa  experienced  negative  economic  growth  in  1980  and  19R1 
and  only  a  modest  tecoverv in 1982. Although  no  official  national  accounts 
statietlce  are  available and the  sparse  available  data  make  estimation 
difficult,  partlculatly  in  relation  to  the  subsistence  sector, it appears 
that the decline in real  GDP for the two years 1980 and 1981 together 
was about 10 per cent,  and  the  Increase in real GDP in  1982 was probably 
about 3 per cent.  In the  agricultural  sector,  the  production of copra 
was  volatile  (declining ir: volume by about 30 per cent in 1981  and 
increasing by about LtO per cent in 19821,  while  the  production of cocoa 
fell  eteadlly  (declining  in  volume  in  1982  to  only  about  25  per cent of 
the  output  achieved in 1979). However,  production of bananas  began  to 
recover  after a long period of decline, and production of taro continued 
to Increase. Movements In the  terms of trade  were  highly  unfavorable; 
between 1979 and 1982 export  prices  decreased by 40 per cent--with an 
even  mote  ptonmnced  decline for copra--while import  prices  increascd  by 
35 per cent (Chart 6). With  only  modest  IncreaAes  in  workers'  remit- 
tances and in  external  grants  and  concessional  loans,  and  desDite cab- 
stantially  lower  volumes OE imports,  the  overall  balance of payments 
deficit  averaged  almost 6 per cent of CUP in  the  period  1980-82  (Table 1). 
International  reserves  were  virtually  exhausted,  and  external  payments 
arrears  steadily  accumulated to SDR 10.5 million by mid-octojer  1982, 
equivalent  to one year's export  earnings. 

The potential  benefit of the nid-1979 exchange  rate  adjustment  was 
largely  eroded by reductions in import  duty  rates  and  compensatory  wage 
increases in the  public  sector,  which  employs  about  half of the  nonsub- 
Eistence labor force. While  the Government's total  expenditure  continued 
to  increase  strongly,  the  growth in receipts  was  constrained by the 
shortage of LJreign  exchange,  which  limited  the  imports  on  which  duties 
could be levied, and the  absence of measures  to  increase  existing  tax 
rates and  government  charges,  broaden  the  tax  base,  and  strengthen 
revenue  collection  procedures.  Public finances were also  adversely 
affected by a three-rnonth civil  service  strike  over  wage  claims  during 
1981. Coneequently,  the  government budget deficit  averaged  about 14 per 
cent of GDP in 1980-82,  and  domestic  bank  financing of the  Government, 
negligible  prior to 1976,  rose  to an average  of 5.5 per cent of GDP in 
this  period  (Table 2). Further,  the  cverall  financial  position  of  the 
public  enterprises  weakened  markedly,  their  published  losses  were  equiv- 
alent to almost 5 per cent of GDP in 1980-81  and  are  estimated st 3.5 per 
cent of CDP in 1982  (Table 3). 

Domestic  credit  expanded at an annual  average  rate of 31 per cent 
during  1980-82  (Table 4 ) .  Most  of  the  expansion  was  accounted  for  by 
the  increase  in  public  sector  credit,  private  sector  credit  increased by 
an  annual  average of only  10 per cent over the period, reflecting  the 
reduced  demand for trade  financing  associated  with  the  lower  level of 
jmports  and the increased  availability of credit  from  other  sources, 
particularly  the  Development  Bank of Westetn  Samoa  in the case of agri- 
culture  and  industry,  and  the  National  Provident  Fund  in  the case of 



CHART 1 
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CHART 2 

WESTERN SAMOA 
DOMESTIC AND FOREIGN CONSUMER PRICES, 1974-83 
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WESTERN SAMOA 
GOVERNMENT BUDGET, 1974-83 
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CHART 4 

WESTERN SAMOA 
MONETARY SURVEY, 1974-82 
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CHART 6 

WESTERN SAMOA 

EXTERNAL CURRENT ACCOUNT, 1974-83 
(In mllllonm of S D h )  
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CHART 6 

WESTERN SAMOA 
TERMS OF TRADE, 1978-83 
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Table 2. Weatrrn Samoa: Bud~etary Operations of th?  Government, 1979-83 

( In  millionr of tala) 

1979 1980 1981 1982 1983 
Eet Ptoj . 

Totml revenue and grants 
Total revenue 

Tax 
Non t ax 

External grant8 

Total expenditure 
Current expenditure 
Development expenditure 

Doacrtically  financed 
Project  loan-financed 
Project  grant-financed 

Treaeury  advance account 

Overall deficit (-) 
External  financing 
Domcrtic financing 

Banking eymteI2 
Nonbank 

-10.2 
6.5 
- 

- 38.0 - 38.6 41.3  47.5 
24.9  23.8  26.8  32.8 

- - 

51.3 50.8 56.6  59.1 
21 .o 23.4  25.5  26.7 
28.3 25.6 29.1  30.4 
(7.4)  (6.1) ( 7 . 5 )  (6.0) 

(12.8) (11.9) (13.5) (14.6) 
1.9 1.9 2 .o 2.0 

- - - - 
(8.1) ( 5 . 6 )  (8.1) (9.8) 

" - " - -13.3 -12.2 " 5 . 4  -11.6 
8.7 5.5 8.0 9.4 

(In per cent of CDP) 

Memorandum itemr: 

Total revenue and granta 
Total revenue 

Tax  revenue 

Total expenditure 
Current 
Development 

Overall d e f i c i t  (-1 
Domeetic 

Banking  eyetem 

46.9  41.7 40.8 36.5 
25.3 27.4  25.1  23.7 
- - - _I 

(20.2)  (22.5) (21.4) (19.5) 

59.2 56.3  53.7 50.1 
20.9  23.1 24.7  22.6 
- - - - 
37.1 31 0 2  27.0 25.7 

-12.4 -14.6 -12.9 -13.5 
4 . 5  5 m1 7.1 6.5 
(4.9) (3.9) ( 6 . 5 )  (5.6) 

"" 

36.5 
25.2 
- 
(20.5) 

45.5 
20.5 
- 
23.4 

-8.9 
1.7 
(0.9) 

-cc 

Sourcee: Data provided by the  Weetern  Samoan  authorities; and staff estimates. 
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Table 3. Weetern Samoa: Operating Surplue or -Picit  of 
Public Entarorimer, 1979-82 

(In millione 3f t e l a )  

1979  1980 1981 1982 
Eat  . 

Weetern Samoa Truet Estates 
Corporation 

Copra Board 

Cocoa Board 

Spec ia l  Projects Deveiopment 
Corporation 

Polynes ian  Air l ine8  

E l e c t r i c  Power Corporation 

Other 

-0.1 

0.9 

-0.5 

-0.5 

-1 02 

-0 .9 

-0.4 

Tot  a1 

Total  e e  per  cent of CDP 

-2.7 

3 . 3  

-0.6 

-0.3 

-0.1 

-1.1 

-0.8 

-0.7 

-0.6 

- 4 . 1  

4 . 5  

-0.8 

0.3 

-0 .2 

-1 .7  

-1.2 

-0.9 

-0.5 

-5  .O 

5.3 

- 

-1.1 

-0.8 

-0.3 

-0.6 

-0.2 

-0.3 

-0.5 

-3 .8  

3.5 

- 

Sources: Data provided by the  Western Samoan a u t h o r i t i e s ;  and S t a f f  
estimates. 
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Table 4. Wertcrn Samoa: Honetrrv  Survey, 1979-82 

( I n   m i l l i o n r  of t a l a ;  end of p e r i o d )  

December February December 
1979  1980  1981  198 2 1982 

Program - 1/ Ac tua l   P ro jec t ion  

Net f o r e i g n   a a r a t e  

Net d o e c e t i c   a e r e t r  
Pub l i c   eec to r  

Cove r n m n t  
En tc rp r i ecs  
Other i t em,  n e t  

P r i v a t e   s e c t o r  

T o t a l   l i q u i d i t y  
Noney eupply 
Ouari-money - 21 

Memorandum iteme: 

Net domes t i c   a s se t s  
C r e d i t   t o   p u b l i c   s e c t o r ,   n e t  
C r e d i t   t o   p r i v a t e   s e c t o r  

Domestic c r e d i t  
Government 
Publ ic  enterprises 
P r i v a t e   s e c t o r  

T o t a l   l i q u i d i t y  - 2/ 

0.6 

17.7 
7-75 
(6 .1)  
(4.8) 

(-3.9) 
10.7 

18.3 
8.6 
9.7 

- 

73.1 

9.7 

57.1 

147.3 
9.7 

44.1 

1 7 F 3  

1 W  

-2.3 

25.0 m 
(9.6) 
(6.7) 

(-2.6) 
11.3 

22.7 
11.8 
10.9 

- 

33.7 
49.5 

5.6 

27.9 
58.6 
39.0 
5.6 

24.5 

- 

- 

-1.9 -5.8 -2 .5  

37.2 
25,2 

32.3  35.8 
1p.2 22.9 

(15.8) (13.2) 
(10.5) (11 .4)  
(-1.1) ( -1 .7)  

12.0 13.1 12.9 

33.3  
12.7  
- 

21.9  20.6 

(Annual  percentage  change) 

48.8 26.0 
83.9 32.0 
- - 36.2 

39.8 
- 

5.8  14.0 11.6 

36.2 
64.6 
58.1 

5.8 

- 34.3 
40.9 
62.9 
11.6 

- 

55.4 20.0 47 .2  

-2.0 

49.2 
35.2 

(22.2) 
(13.5) 
(-0.5) 

14.0 

47.2 
” 

32 - 3  
39.7 
16.7 

29.8 
37.9 
27.9 
16.7 

33.7 

- 

- 

Sources:  Data  provided by the  Western Samoan a u t h o r i t i e s ;   a n d   s t a f f  estimates. 

1/ Targe t s  of March 1981 f i r s t   c r e d i t   t r a n c h e  program. 
2/  I n c l u d e s   c o u n t e r p a r t   d e p o s i t s   t o   e x t e r n z l   a r r e a r s .  
- 
- 
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con8truction. The limited ranuc of monetary  policy  inetrumente  coupled 
with  negative  real  interest  rate8  contributed to the  growth  in  total 
credit. Thie was  an  important  factor,  together  with  the  progressive 
curtailment of importm and the riee  in  import prices, contributing to 
the  high ratem of inflation.  The  1980-based  conaumer  price  index 
increamed by over 20 per  cent  annually  in  1979-81  and ie projected to 
riee at almost  that  rate  in 1982. 

P.lthough theme adverse  development8  hampered  the  authorities'  adjust- 
ment  efforts,  certain  actions  to  deal  with  the  domeetic  and  external im- 
balanceu met with  success. Price  stabilization  8chemes f o r  copra and 
cocoa  introduced at the  beginning of 1982  helped to moderate  the  impact 
of the decline in world market price6 on  producers.  While  favorable 
weather  wae  the  main  reason for the  higher  copra  production  in  1982,  the 
Increase  In  producer  prices  appeared  to  induce  greater  coconut  collection 
and marketing  efforte.  The  export  base  was  diversified  with  the  opening 
of a copra  crushing  mill,  which  ehould  add 40 to 50 per  cent  in  export 
value  through  the  processing of copra  into  coconut  oil  and  coconut  meal, 
a  recently-completed  veneer  mill  should  more  than  double  the  value of 
timber exporte. The establishment of a  brewery  and a cigarette  factory 
and  the  exploitation of local  fishing  resources  made  some  import  substi- 
tution  possible.  The  completion of two  hydropower  projects  in 1982 
significantly  reduced  reliance on Imported  diesel fuel. Presently,  about 
50 per  cent of electricity is generated  from  hydropower,  and  another  hydro- 
project is under  construction.  The  growth In public  expenditure  In  1982 
was held  to  substantially  less  than  the  rate of inflation by limits 0 1 1  

rectuitment,  the  absence of a cost  of  living  adjustment,  tightened  con- 
tro:s on  other  expenditure,  and  restraints on the  activities of the 
public  enterprises,  including  the  reorganization of several  loss-Incurring 
concerns. 

However,  balance of payments  pressures  continued  in 1982. Although 
exports of coconut  products  increased  strongly  and  imports were reduced 
further,  the  external  current  account  deficit  remained at an  unsustain- 
able  level. h e  competitiveness  of  the  export  sector was further 
weakened  during  1982  because of the  continued  high  rate of domestic 
Inflation.  Staff  estimates  indicate  an  appreciation  of  the  tala  on  a 
trade-weighted  basis  of 22 per  cent in real  terms  between  the  third 
quarter of 1979  and  the  fourth  quarter of 1982,  despite a depreciation 
of 10 per  cent  in  nominal  terms  (Chart 7 ) .  The  external  deSt  service 
ratio  (Including  repurchases  to  the  Fund)  also  increased  sharply,  partly 
because of the  repayment of commercial .rbts obtained  in  the  late  1970s, 
from 15 per cent of exports of goods  and  services  In 1980 to 35 per 
cent i n  1982. 

2. Ferforrnance under  the  1981/82  first  credit  tranche program 

The  main  objective  of  the  financial  program  adopted by the  author- 
ities for the 12month period  ended  February  1982  was  to  achieve a 
progreesive  reduction i n  the  rate of inflation in order to create  a more 
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favorable  climate for an  improvement  in  the  balance of paymente  over  the 
medium term. This was to  be  eecured  through  restraint  in  the  budget 
stance and in  credit  policies, am well  as  an  increase  in  interest  rates, 
to moderate  domeetic  demand.  Real GDP growth of about 4 to 5 per cent 
in  1981 wae envieaged,  through  a  recovery  in  the  production of cocoa and 
secondary  ctope  with  a  substantial decline in the  annual  average  lnfla- 
tion rate. Interest  rates on bank  deposits,  government  securities, and 
bank  lending wer@ raised by about 2 percentage  points in February 
1981, and targets  were  established for the  increase  in net domegtic 
aseets of the  banking  system  and  in n e t  credit  to  the  public  sector f o r  
the year  ended  February 1982. For the  calendar  year  1981,  an  overall 
balance of payments  deficit of SDR 2.5 million  was  projected.  Export 
receipts  were  expected to increase 9 per  cent  because of the  minimal 
recovery  in  world  prices for copra and cocoa,  while  imports  were  expected 
to increase by 14  per  cent,  contributing  to some increase in the  external 
current  account  deficit  that  would be only  pertly  offset by net capital 
inflows. 

The objectives  and  targets of the  financial  program  were not realized. 
Ae indicated  earlier,  real GDP declined  sharply  because  of poor coconut 
and cocoa  harvests, and no progress was made  toward  reducing  inflation. 
The monetary  targets for the 12  months to February  1982  were  exceeded 
by a wide  margin as net  domestic  assets  increased by 36 per cent,  compared 
with  the  target of 26 per cent. With  declining  volumes  and  lower  world 
prices,  export  receipts  declined by 34 per cent in  1981,  instead of 
increasing  as  projected  in  the program. Although  the  value of imports 
was  unchanged,  the  external  current  account  deficit  widened  to  SDR  29  mil- 
lion,  equivalent  to 37 per cent  of GDP, and the  overall  balance  of  payments 
deficit at SDR 6.1 million  in  1981  was  substantially  higher  than  anticipated. 

111. Policv  Discussions 

The  policy  discussions  centered on the  economic  policy  stance that 
should be taken  in  1983 to achieve  quickly  the  overriding  objectives 3f 
a substantial  reduction  in  the  rate  of  inflation  and  the  re-establishment 
,f a sustainable  external  current  acrount  position.  The  economic  outlook 
fqreseen by the  authorities  and  the  staff  representatives  made  clear  that. 
withouL a determined  adjustment  effort,  the  adverse  trends of recent  years 
would not be reversed. In the  short  term,  the  critical  external  financ- 
ing  position  could be eased  only by bringing  domestic  spending  closely 
into  line  with  available  reBources.  The  implementation of a stabilization 
program  in  1983 was seen  as  an  essential  prerequisite for the  restoration 
of sound and balanced  growth  In  the  medium term. The  staff  representatives 
discussed  with  the  authorities  a  package of measures--including  action 
to  strengthen  public  finances,  reduce  the  growth  of  credit,  and  pursue 
flexible  Interest  and  exchange  rate policies--to moderate  the  rate of 
price  increase by curbing  consumption and to move  the  internal  terms of 
trade  in  favor of rural  producers.  The  proposed  1983  budget c lose ly  
follows  the  draft  budget  discussed  with  the staff, and the  other  measures 
are  currently  under  active  consideration. In the  medium term. prospects 
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for economic growth and   ba l ance  of p a y m e n t s   v i a b i l i t y   w o u l d   d e p e n d   l a r g e l y  
on increaees i n  a g r i c u l t u r a l   o u t p u t  t o  e x p a n d   e x p o r t s   a n d   o n  more e f f i c i e n t  
use o f  a v a i l a b l e  resources. 

1. Budge ta ry  po l icy  

The proposed   1983   budge t ,   app roved  oy t h e   C a b i n e t   a n d   p r e s e n t e d  t o  
P a r l i a m e n t  on December 18, 1982,1 /  w a s  d e s i g n e d   w i t h  a v iew t o  minimize  
r e c o u r e e   t o  the banking   sys tem.  The Government   proposed t o  l i m i t  e e v e r e l y  
t h e  growth i n  c u r r e n t   e x p e n d i t u r e   a n d  t o  r e d u c e   d o m e s t i c   f i n a n c i n g  of 
d e v e l o p m e n t   e x p e n d i t u r e  to  its  lowest l e v e l   i n   s i x   y e a r s .   T h e   G o v e r n m e n t  
also p roposed  new r e v e n u e   m e a s u r e s   e q u i v a l e n t  t o  a b o u t  3 p e r   c e n t  of GDP 
i n c l u d i n g   c h a n g e s   i n  excise taxes, i m p o r t   d u t i e s   a n d   g o v e r n m e n t   f e e s   a n d  
c h a r g e s .   W i t h   t h e s e   m e a s u r e s ,   t h e   o v e r a l l   d e f i c i t   w o u l d   b e   r e d u c e d   t o  
9 p e r   c e n t   o f  GDP a n d   t h e   d o m e s t i c   b a n k   f i n a u c i n g  of the budget   would  
i e c l i n e  from 6 p e r   c e n t  of CDP i n  1982 t o  1 p e r   c e n t   o f  GDP i n  1983 
( T a b l e  2) .  

T h e   e x p e r i e n c e   o f  1982 i n d i c a t e d   t h a t   c u t s   i n   g o v e r n m e n t   e x p e n d i t u r e  
were feasible;  i t  i s  e s t i m a t e d   t h a t   t h e   i n c r e a s e  in c u r r e n t   e x p e n d i t u r e  
was h e l d   t o  9 p e r   c e n t   i n   1 9 8 2 ,   s u b s t a n t i a l l y   b e l o w   t h e  r a t e  o f   i n f l a t i o n .  
The increase i n   t h e  wage a n d   s a l a r y   b i l l ,   w h i c h   a c c o u n t s  for a b o u t   h a l f  
of a p p r o p r i a t e d   b u d g e t a r y   e x p e n d i t u r e ,  w a s  l i m i t e d   t o  10 p e r   c e n t  by c u r -  
t e l l i n g  r e c r u i t m e n t   a n d   n o t   p e r m i t t i n g   t h e   r e g r a d i n g   o f   j o b s   a n d   c o s t - o f -  
l i v i n g   a d j u s t m e n t s .   T h e   i n c r e a s e  in c u r r e n t   e x p e n d l t J r e  CrthPr t'-wl wages 
and salaries a n d   i n t e r e s t   o n   p u b l i c   d e b t  w a s  h e l d  t o  8 p e r   c e n t ,   p a r t l y  
by I m p r o v e d   a d m i n i s t r a t i v e   p r o c e d u r e s .   D o m e s t i c a l l y   f i n a n c e d   d e v e l o p m e n t  
e x p e n d i t u r e  was r e d u c e d ,   a l t h o u g h   a n   i n c r e a s e d   v o l u m e  of ex te rna l  assist- 
a n c e  was d i s b u r s e d .  More c o m p r e h e n s i v e   e x p e n d i t u r e   r e s t r a i n t   m e a s u r e s  
are t o  be imposed in 1983.   The   Government   in tends  t o  a l l o w   o n l y  a small 
i n c r e a s e   i n   t h e  wage a n d   s a l a r y   b i l l ,   t o   f r e e z e   j o b   c l a s s i f i c a t l o n s ,   a n d  
t o  e f f e c t  a r e d u c t i o n  of 4 p e r   c e n t  in t h e  number of employees  by t h e  
a b o l i t i o n  of c e r t a i n   p o s i t i o n s   a n d  s t r ic t  o b s e r v a n c e   o f   t h e   s i n k i n g  l i d  
p o l i c y ,   u n d e r   w h i c h   v a c a n c i e s   c r e a t e d   b y   r e t i r e m e n t   a n d   o t h e r   v o l u n t a r y  
s e p a r a t i o n   c a n n o t   b e   f i l l e d  by r e c r u i t m e n t .   F u r t h e r   s a v i n g s  are t o  be 
s o u g h t  in nonwage e x p e n d i t u r e ,   i n c l u d i n g   t h e   t r a n s f e r  of some func:ions 
t o   t h e   p r i v a t e   s e c t o r .   I n   c u r b i n g   d e v e l o p m e n t   s p e n d i n g ,   t h e   a u t h o r i t i e s  
w i l l  t a k e   s p e c i a l  care t o   a v o i d   j e o p a r d i z i n g   t h e   f l o w  of e x t e r n a l  assist- 
a n c e .   T h e   s t a f f   r e p r 4 , s e n t a t l v e s   s t r e s s e d   t h a t  s t r i c t e r  c o n t r o l s  on t h e  
use of a d v a n c e   a c c o u n t s   a n d   o t h e r  forms of e x t r a b u d g e t a r y   s p e n d i n g   a n d  
a n   i m p r o v e d   s y s t e m   o f   m o n i t o r i n g   t o   e n s u r e   t h a t   d e p a r t m e n t s  dLd -lot 
o v e r s p e n d   t h e i r   a l l o c a t i o n s   w o u l d   a l s o   b e   n e e d e d .  

Government   re . renues as a proportion of GDP h a v e   b e e n   d e c l i n i n g   f o r  
s e v e r a l   y e a r s ,   f r o m  over 2 7  p e r   c e n t  i n  1980 t o  less t h a n  24 per c e n t  in 
1982 ,  b e c a u s e  of t h t   c q n s t r a i n t s   o n  imports  a n d   t h e   l o w   e l a s t i c i t y   o f  
r e v e n u e .   T h e   a u t h o r l t l e s   r e c o g n i z e d   t h a t  ra tes  of t a x a t i o n ,   w h i c h   h a v e  
been l i t t l e  changed  for  a c o n s i d e r a b l e   p e r i o d ,   n e e d e d  t o  be i n c r e a s e d  
o v e r  a w l d e   r a n g e   i f   t h e   b u d g e t   d e f i c i t  were t o  be h e l d   t o   t h e   d e s i r e d  
l e v e l  in 1983. r'rom d o m e s t i c   s o u r c e s ,   a p a r t  from h i g h e r   g o v e r n m e n t   f e e s  
a n d   c h a r g e s ,   t h e   b u d g e t   p r o v i d e s   f o r   i n c r e a s e d   e x c i s e   d u t i e s   o n  beer 

1/ On December 2 1 ,  1982 the   Government   res igned .   The  status o r  t h e  
1933 budge t  15 in d o u b t   p e n d i n g   c l a r i f i c a t i o n  of t h e  po l i t i ca l  s i t u a t i o n .  

" 
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and cigarettes and the  reintroduction of a luxury  hotel  occupancy tax. 
Changes in Income  tax  rates were no1 planned, but an  increased  collection 
effort that was underway  was  expected  to  reduce  the  amount of overdue 
peymenta.  Additional  levies on imports  to raise  revenue and to  discourage 
consumption  were  aleo  proposed in the 1983 budget,  including  an  altera- 
tion  In  the base of duty  collectton from the  traditional  current  domestic 
value  method to the c.1.f. system  that  should raise receipts by about 
17 per  cent  and make evas ion  more difficult.l/ A Fiscal  Affairs  Depertment 
mission that visited  Apia  in  March 1981 submrtted  a  eerles of recommenda- 
tions  for a reform of the  tax  structure.  Some of theae  recommendations 
were  incorporated  in  the  1983  budget;  others,  especially  the  Imposition 
of a broadly  based  sales  tax And a full-scale  review of the  customs 
tariff, were  under  examination by the  authorities  with  the  assistance 
of a  team of forelgn  experts. 

2. The  Dublic  enterDrises  finances 

The  authorities  intended  to  make  substanttal  progress  in  1983 towarc 
improving  the  finances of the  public  enterprises and reducing  their 
borrowing from the  Treasury and the  banking system. In the  past  few 
years,  the  contribution of these  enterpriseR to the  national  develop- 
ment  effort had not beer, commensurate  with  the  large  ahare of reeources 
at their command. Large  losses  were  incurred by the  auric-lltural  organ- 
ization  (Western  Samoa  Trust  Estates  Corporatlon or WSTEC), the  export 
markctiqpl boards  (the  Copra  Board,  the  Cocoa Board  and the  Banana Hoard), 
the  construction  contractor  (Special  Projects  Development  Corporation), 
the  national  airline  (Polynesian  Airlines), and the  electricity  generation 
and distribution  company  (Electric  Power  Corporation).  Some  progress 
toward  reducing  the  strain  on  the  public  finances by these  enterprises 
was  made  in 1982. The  losses of the  conetruction  company  have  been 
reduced by the  installation of new  management  and  the  near  completion 
of projects that the  company  obtained  several  years  ago by offering 
unrealistically  low tenders.  Any losses  made by the  airline  since  the 
beginning of 1982  are  borne by the  foreign  airline  that  has  acquired  a 
financial  interest  in It and  which  also  assumed  management  responsibil- 
ities. The electricity  corporation is now  breaking  even as a  reuult of 
the  sizable  tariff  increases of 1980-81  and the greater  use of hydropower 
that reduces  operating costs.2/ - 

1/ Import  levies  including the primage  duty  accounted  for 47 per  cent 
of-tax revenue In 1982, but this  ratio  had  declined  steadily  from 67 per 
cent in 1978; duties had been  equivalent to about 18 per  cent of total 
imports  In 1980-82, compared  with  25  per cent prior  to  the  June 1979 
depreciation. 

2 /  There are no  explicit  subsidlee on retail  prices of electricity 
a n z  petroleum products. Ad valorem  duties  are  levied  on  the c.i.f. 
value of petroleum  imports at rates of 36 per cent for gasoline, 22 per 
cent for  diesel  (with  an  exreption of duty for diesel  used  in  electricity 
generation), and 6 per  cent  for  kerosene.  Petroleum  products  are  also 
subject to the 4 per cent  primage duty. 
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The e n t e r p r i f i e s   t h a t  were l l k e l y  E O  f a c e   d i f f i c u l t y   i n   a v o i d i n g  
lassee on t h e i r   o p e r a t i o n s   i n  1983 were WSTEC a n d   t h e   m a r k e t i n g   b o a r d e .  
In t h e  caee of WSTEC, w h i c h   t h e   a u t h o r i t i c B e   b e l i e v e   m u s t   p l a y  B c r u c i a l  
role i n  t h e   e x p a n s i o n  of a g r i c u l t u r a l   p r o d u c t i o n ,   i m p r o v e d   m a n a R e m e n t  
p e r f o r m a n c e   w a s  eeeent i r l  t o  ensure t h a t   l o a n   d i s b u r s e m e n t s  t o  t h e   o r g a n -  
i z a t i o n  from t h e   A s i a n   D e v e l o p m e n t  Bank a n d   t h e   I n t e r n a t i o n a l   D e v e l o p m e n t  
A s e o c i a t i o n   c o n t i n u e d   e m o o t h l y .  In t h e  case of t h e   m a r k e t i n g   b o a r d e ,   a n  
a p p r o p r i a t e   b a l a n c e   h a d  t o  be e t r u c k   b e t d e e n   t h e   p r o v i s   o n   o f   a d e q u a t e  
i n c e n t i v e s  f o r  p r o d u c e r s   a n d   t h e   f i n a n c i a l   i m p a c t  on t h e   b u d g e t .   G i v e n  
t h e   p r e e e n t   f o r m u l a s   f o r   p r i c e   d e t e r m i n a t i o n   u n d e r   t h e   . s t a b i l i z a t i o n  
e c h e m e s   a n d   t h e   e x i e t i n g   e t c h a n g e   r a t e s ,   t h e   m a i n t e n a n c e  of p t e e e n t  
p r o d u c e r   p r i c e s   w o u l d   r e s u l t   i n   f u r t h e r  loeeee b y   b o t h   t h e   c o p r a   a n d  
c o c o a   f u n d s   i n   1 9 8 3 .  

3.  M o n e t a r v   a n d   c r e d i t  Dolicv 

T h e   a u t h o r i t i e s '   o b j e c t i v e  of r e d u c i n g  the  r a t e  o f   g r o w t h   o f   c r e d i t  
e x p a n e i o n   i n  1983 d e p e n d s   c r u c i a l l y  on  t h e   a c h i e v e m e n t  of t h e   p l a n n e d  
i m p r o v e m e n t   i n   p u b l i c   f i n a n c e e .   I n   1 9 7 9 - 8 2 ,   c h e   p u b l i c  eector  pre-empted 
85  p e r  cent of t h e  t o t a l  Increase i n  domestic c r e d i t ,   w i t h   G o v e r n m e n t  
a c c o u n t i n g  f o r  a b o u t  50 p e r   c e n t ,   a n d   c r e d i t   t o   t h e   p u b l i c   e n t e r p r i s t - s ,  
a c c o u n t i n g  f o r  a b o u t  35 p e r   c e n t  of t h e   t o t a l   i n c r e a n e .  I n  1 9 8 2 ,  t h e  
s t a f f  estlmated t h a t   c r e d i t  t o  t h e   p u b l i c   s e c t o r ,   i n c r e a s e d   b y   a b o u t  
3 5  p e r   c e n t ,   a n d   c r e d i t  t o  the p r i v a t e  sector ,  by about 1 7  p e r   c e n t .  
However, t h e   i n c r e a s e   i n  t o t a l  l i q u i d i t y   ( i n c l u d i n g   t h e   d e p o s i t s   t h a t  
a r e   t h e   c o u n t e r p a r t  of the e x t e r n a l   p a y m e n t s   a r r e a r s )   s l o w e d  from 5 5  p e r  
c e n t   i n  1981 t o  3 4  p e r   c e n t   I n   1 9 8 3 .  Ln 1 9 8 3 ,  i f  t h e  p r o p o s e d   m e a s u r e s  
t o   i m p r o v e   p u b l i c   f i n a n c e s   a r e   f u l l y   i m p l e m e n t e d ,   t h e   i n c r e a s e   i n   c r e d i t  
t o   t h e   p u b l i c  sec tor  might  be l i m i t e d  t o  10 per c e n t .  The i n c r e a s e   i n  
t o t a l   l i q u i d i t y   c o u l d   f a l l  t o  a b o u t   1 7   p e r   c e n t ,   e v e n   a s s u m i n g  t h a L  
t h e  rate of i n c r e a s e   i n   c r e d i t   t o   t h e   p r l v a t e  s ec to r  was of t h e  9amp 
m a g n i t u d e  as  i n  1982. S i n c e   t h e   c o n s t r a i n t s   o n   i m p o r t s   w o u l d   c o n t i n u e  
t o   d e p r e s s   t h e  demand €or b a n k   c r e d i t  for t r a d e   f i n a n c i n g   a n d  since t h e  
r e c e n t   f a s t e r   g r o w t h   i n   p r i v a t e  s ec to r  c r e d i t  was associated m a i n l y   w i t h  
t h e   f i n a n c i n g  of c o n s t r u c t i o n   a c t i v i t y ,  a somewhat slower r a t e  of g r o w t h  
of b a n k   c r e d i t   t o   t h e   p r i v a t e  s ec to r  m i g h t   b e   a p p r o p r i a t e .  

The a u t h o r i t i e s  were c o n c e r n e d   a b o u t   t h e   e f f e c t s  of t h e   p r e s e n t  
l e v e l   o f   i n t e r e s t  ra tes  o n   d o m e s t i c  savings, w o r k e r s '   r e m i t t a n c e s  from 
a b r o a d ,   a n d   t h e   a l l o c a t i o n   o f   r e s o u r c e s .  A t  p r e s e n t ,   b a n k   d e p o s i t  rates 
a v e r a g e d  6 p e r   c e n t   o n   s a v i n g s   a c c o u n t s  and 9 per c e n t   o n  term a c c o u n t s ,  
a n d   b a n k   l e n d i n g  rates a J e r a g e d   1 2 . 5   p e r  c e n t ;  all b a n k   I n t e r e s t  rates 
h a d   b e e n   s u b s t a n t i a l l y   n e g a t i v e   i n  real terms for some time. The a u t h o r -  
i t i es  were c o n s i d e r i n g   p r o p o s a l s  to i n c r e a s e  time d e p o s i t  r a t e s  by an 
a m o u n t   s u f f i c i e n t   t o   r e m o v e   t h e   d i f f e r e n t i a l   b e t w e e n  Western Samoan and 
New Z e a l a n d   r a t e s   f o r  one t o   s i x - m o n t h  deposits and t o  make t h e  ra te  
p o s i t i v e   i n  rea l  terms f o r   o n e - y e a t   d e p o s i t s .  I t  was t e n t a t i v e l y  e s t i -  
m a t e d   t h a t   t h e   r e q u i r e d   a d J u s t m e n t   i n  time d e p o s i t   r a t e s  would be 5-6 per 
c e n t a g e   p o i n t s .   T h e  rate on s a v i n g s   a c c o u n t s ,  which werr used p r i m a r i l y  
a5 an a l t e r n a t i v e  t o  c h e c k i n g   a c c o u n t s .  w o u l d  be Increased by smaller 
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amountr. The authorities  were a l s o  considering  proposals  to  make  key 
lcndinfl ratee  positive  in  real terms. If adopted,  these  proposals  would 
r a l e c  ratel for bueineeeen (other than  manufacturing) by 5 percentage 
p o i n t r  to 18 per cent, and for  personal  loans, by 6 percentage  pointe  to 
20 per cent. Rates  for  priority  ereas  would be increased by smaller 
amountr. by 2 percentage  pointe  to 14 per  cent for agriculture. --:  
by 2.5 parcentege  pointe to 16 per  cent  for  manufacturing. It wes 
eetimated  that  the  weighted  average  increase of these  proposals  would  be 
about 4 percentage points. The  staff  representatives  encouraged  the 
authorities to proceed  with  theme  proaosals  and  to  strengthen  the  Mone- 
tary Board so at3 to  enable t t  to  perform a gradually  increasing  range 
of central  bank  functions and thud  promote  the  adoption of a more  active 
monetary policy. 

4. External policy 

The authorltles did not expect  any  marked  improvement  in  the  under- 
lying  balance  of  payments  position  in 1983 and  agreed  with  the  staff 
representatives that the  emergence of a financial  pap  could  be  prevented 
only by e further  reduction of real  imports. In 1982, the  external 
current  account  deflctt  was  reduced by SDR 7 million to the  equivalent 
of 25 per  cent of GDP, as a result of an  improved  export  performance, a 
decline in 011 imports  achieved  mainly by running  down  stocks,  and a 
sharp f a l l  i n  non-oil Imports. However,  despite  higher  external  aid 
disbursements,  total  capital  inflow  was  smaller  and  external  payments 
arrears  increased by SDR 3.2 million  to SDR 10.5 million.  In 1983, 
the  external  current  account  deficit  would  have  to  be  reduced  further, 
the  emergence of new  payments  arrears  would  have  to be prevented, and 
arrengemente for  the  orderly  elimination of existing  payments arrears 
would have to be made. 

Export6  are  projected  to  increase by 11 per cent in SDR terms in 
1983. Despite world prices for copra  and  coconut o i l  that  would on 
average be lower than  in  1982,  the  value of exports of coconut  products 
was  expected to increase, since t l ?  copra  crushing  mill  would be in 
operation for  the  whole year. Some  recovery in the  volune  of  cocoa 
exports  could be expected  from  the  depressed  level of 1982,  and  further 
expansion  in  timber  and  veneer  exports was in  prospect.  The  authorities 
were projecting  an  lncrease  in  imports of 2 per  cent  in SDR terms  in 
1983, unchanged in rral  terms.  The  value  of  non-oil  imports was 2xpected 
to increase  slightly,  reflecting  primarily  an  increase in imports  financed 
through  external  assistance.  The  external  current  account  deficit  was 
projected  to  remain  unchanged  in SDR terms, but would  decline as a pro- 
portion of GDP.  

External assistance  in  the  form  of  grants  and  loans  was  projected to 
increase by about 8 per cent  in 1983. Among bllateral  donors,  assistance 
from Australia was expected  to  increase  markedly as a result of the  hunch- 
ing of disbursements  in  the f i n a l  months of the current  three-year aid 
program  ending in June  1983, and assistance  from  New  Zealand was being 
maintained.  With  regard to multilateral  assistance,  larger  disbursements 
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were expected out of existing  loans  from  the AsDB and IDA and additional 
loans from OPEC sources. Other  capital  inflow was expected to be rcla- 
tively  small in 1983, particularly  because of a decline in donations to 
finance  church  buildings that were  an  important  Bource of funds in earlier 
years.  Government-guaranteed  borrowing  had  been  negligible for Borne 
time,  because of the completion of major  industrial  projects, a r d  other 
private  capital inflow appeared  to  have been affected by the poor economic 
situation. 

On the above  assumptions,  an  overall  balance of payments  deficit of 
ebout SDR 3 million was in  prospect for  1983  (Table 1). Additional  financ- 
ing  would be required to meet  Fund  repurchases of SDR 0.8 million and to 
reduce  external  payments arreat8. If it appeared  that  the  required  financ- 
ing  would not become  available,  imports  would  have  to be reduced  in 
volume for the  fourth  consecutive year. The authorities  intended  to  enter 
shortly  into  negotiations  with  foreign oil companies,  whoee  overdue  bills 
amounted to  about  two  thirds of total  arrears, and with  other  creditore. 
At present,  an  informal  arrangement  existed  with  the  oil  companies  whereby 
an additional 5 per cent  was  paid on each  shipment in order  to  reduce  out- 
standing  liabilities. 

The authorities  intended  to  pursue a flexible  exchange  rate  policy 
aimed at restoring  the  competitiveness of the  export  sector  and  containing 
the  demand  for  less  essential  imports. For this  purpose, It was  considered 
essential  to  allow the  impact of the  envisaged  flexible  exchange  rate 
policy  to be fully  reflected in public  sector  prlces. and  not to grant 
compensatory  wage  increases  or  reductions  in  import duties. With the 
present  shortage of foreign  exchange,  the  scope for easing the  restraints 
on imports  under  the  foreign  exchange  allocation  system was likely  to 
remain  limited  for  some time.l/ - 
5. " Medium-term  outlook 

While  implementation of the  proposed  stabilization  policies s h o u l d  
result,  within  the next year,  in a marked  decline In the  rate of inflation, 
the  shortage of foreign  exchange is likely  to  remain a major constraint 
for a substantially  longer period. Beyond 1983, in order to prevent  the 
re-emergence of inflationary pressures and to promote the shift in resources 
toward  the  external  sec  or,  the  authorlties  intend to reduce  substantially 
the  public sector's share of total  domestic  resources.  Government  spending 
in relation to GDP is estimated  to  have  fallen from 59 per  cent in 1979 to 
50 per cent in  1982, and the  authorities  intend  to  ensure that this  trend 
is continued. Apart  from  Continued  restraint on all p u b l i c  expenditure, 
including a cutback in public  sector  wages in real  *erms, the Government 
has  also  initiated  arrangements  to  sell c e r t a i n  state= commercial  actlvitles 
to  the  private sector. 

1/ This exchange  restriction is maintained In accordance  with  Article XIV 
and does not require Fund approval. 
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The a u t h o r i t i e s   b e l i e v e d  t h a t  growth proepec ta   would   no t  be r e r i o u a l y  
affected i f  t h e  t c t a l  volume of imports remained  unchanged over t h e  n e x t  
fed ycata;  mom r e d u c t i o n   i n  011 i m p o r t s  waq e x p e c t e d  n~ a r e s u l t  of t h e  
increamed rvallablltty of hydropower,   and  food importa c o u l d  a l s o  be r educed .  
However, i l l u e t r a t  i v e  ataf f p r o j e c t l o n e  i n d i c a t e   t h a t   m l n t a l n i n ~  imports 
c o n s t a n t   i n  r e d  t e w a  may n o t  he poRSible .  No S u h R t a n t i v e   i m p r o v e m e n t   i n  
the terms of t r a d e  1 s  in proRyect  i n  t h l s  period, a n d ,  In the   abmencc  of 
a d d i t i o n a l   i n c e n t l v e 6 ,   t h e   l n c r e a e e  i n  m c a r c h a n t i i s e   e x p o r t e   w u l d  be modcet .  
The growth l n  workPrs r e m l t t n n c e e  w o l l l d  p r o b a b l y  he c o n s t r a i n e d   b y  r e s t r i c -  
t l a n e  o n   o p p o r t u n t t l e e  fo r  employment a h m a d .  U n d e r   t h r n e   c i r c u m s t a n c e s ,  
the c u r r e n t   a c c o u n t   d e f i c i t  \ * ~ 1 1 1 d  a v e r a g e  SI IK  2 2  m i l l i o n   d u r i n g   1 9 8 3 - 8 5 .  
P r o s p e c t 8  for a t t r a c t i n g   a d d i t t o n a l   c o n c c r a i o n a l  ass is tance would appear  
t o  he L i m i t e d ,  not least because o €  b u d g e t a r y   c o n s t r a i n t s   i n   d o n o r   c o u n t r i e e ,  
w h i l e   p r o e p e c t s  for o b t a l n l n g   c o m m e r c ~ d l   h a n k   f o r e i g n   c r e d i t  are t i g h t l y  
c o n s t r a j n e d  brcauee of payments a r r e d r s  and t h e   p r o e p e c t t v e   d e b t   b u r d e n .  
The above a e m u m p t l o n s   s u g g e s t   t h a t   i n  198;-85 t h e   o v c r a l l   b a l a n c e  of pay- 
m e n t s  d e f i c i t  would   average  SDR 3 m i l l i o n   a n n u a l l y ,  i n  a d d i t i o n   t o  Fund 
r e p u r c h a s e s  becominR  due (Table 5 ) .  U i t h o u t   a l l o u i n g  f o r  a n y   r e d u c t i o n  
i n  e x t e r n a l   p a y m e n t s  arrears ,  p r o j e c t e d   e x t e r n a l   d e b t  service payments  
( i n c l u d i q  Fund r e p u r c h a s e s )  are  estimated a t  30 per cent of exportrr  of 
goods a n d   s e r v i c e s .  I n  o r d e r  t o  p r e v e n t   t 4 e   e m e r g e n c e  of new ar rears  and 
t o  penni t  t h e   e l i m i n a t i o n  of e x i s t i n g  a r r e a r s  by t h e  end of 1 9 8 5 ,   a d d i t i o n a l  
e x t e r n a l   f i n a n c l n g  of a b o u t  SDH 7.5 r n l l l l o n   a n n u a l l y   w o u l d  be needed. I n  
t h e   a b s e n c e  of s u c h   f l o w s ,  ree l  imports would  have t o  b e   e u b s t a n t i a l l y  
l o w e r   t h a n   i n  1982 f o r  t h e   n e x t  thrce jearR. 

TV. S t a f f  Appraisal 

Over   t he  past few y e a r s ,  Western Samoa e x p e r i e n c e d  a ~ i 7 a b l e   d e c l i n e  
i n  real income  combined   wi th   h ich  ra tes  of i n f l a t i o n   a n d   s e v e r e   e x t e r n a l  
E l n a n c i n g   p r o b l e m s .   T h e   d i f f l c u l t i c s  stemmed p a r t l y   f r o m  a pronounced 
d e t e r i o r a t i o n  i n  t h e  terms of t r a d e   a n d  were compounded by several  poor 
h a r v e s t s  of m a j o r   e x p o r t   c o m m o d i t i e s ,   i n c l u d i n g   c o c r ) n \ l * s  I n  1981 and   cocoa  
i n  1980-82. The   ad jus tmen t  of  t h e   d o m e s t i c  economy :n t h e   w o r s e n i n g  exter-  
n a l  s i t u a t i o n  was m o d e s t ,   m a i n l y  because s p e n d i n g  by the   Government   and  
t h e  p u b l i c  e n t e r p r i s e s   c o u l d   n o t  be s u f f i c i e n t l y   c o n s t r a i n e d .   P u b l i c  
s e c t o r   f i n a n c e s   d e t e r i o r a t e d   b e c a u s e  of t h e   r a p i d  growth i n  government  
spend ing ,   Pack  of e x p e n d i t u r e   c o n t r o l s ,  s l u P , < i s h  r evenue   pe r fo rmance ,   and  
s u h ~ t a n t i a l  losses by t h e   p u b l i c   e n t e r p r i s e s .  The r e s u l t i n g   p u b l i c  s e c t o r  
d e f i c i t s   r e q u i r e d   e x t e n s i v e  use of domestic bank f l n a n c i n g   t h u s   c o n t r i b u t -  
i n g  t o  t h e   h i g h  r a t e  o €  i n f l a t i o n   a n d   b a l a n c e  of p a y m e n t s   p r e s s u r e a .  

I n  order t o   p r o m o t e  a sound  and   broddly  based rate of economic g r o w t h ,  
d o r n e e t i c   a n d   e x t e r n a l   i m b a l a n c e s   m u s t   b e  g r e a t l y  r e d u c e d .  A c o m p r e h e n s i v e  
economic a d j u s t m e n t  program w i l l  need t o  be i n p l e m e n t e d   s o o n  to  m o d e r a t e  
t h e  ra te  of i n f l a t i o n   a n d  t o  move t h e   b a l a n c e  of payments  toward a s u s -  
t a i n a b l e   p o s l t i o n .  A cornh ina t ion  of measures 1 5  n e e d e d   t o   b r i n g   d o m e s t i c  
demand closely i n t o   l i n e   w i t h   f i n a n c i a l   a v a l l a b i l i t i e e .   T h e  most c r u c i a l  
p o l i c y  e l e m e n t  of a s t a b i l i z a t i o n  program will be   t he   1983   gove rnmen t  



P x p r c s  of R o o d s  ?/ 
I m p o r t .  of ~ o o d s  a/ 
Ne t   mr rv i ces  and p r i v a t e  

O f f i c i r r l  t r u n n f e m  and r a p t l a 1  flows &/ 
O v e r a l l   b a l a n c e  
Fund rf-purchamcs 
Repayment of a r r e a r s  z/ 

A d d i t t o n a l   f i n a n c i n g  needed 

Source Data  prov ided  by t h e  \Jesterr1 bamnan r u t h o r i c i e n .  and t p n ~ a t l v c  tunt i  

1/ I n z l u d i n g  p u b l i c ,  publiclv-punranteed e x t - r n a l  d e b t ,  and L I S P  of kund c r e d i f ,  

2 /  llne of Fund c r e d i t  o u t s t a n d i n g   a t  e n d - p e r l o d  Thr 1082-86 f igures  are 

" " "- 
staf f p r o j c c t l o n s  for 1983-85 

en; of p e r i o d .  

d e r i v e d  bneed  an t h e  assumpt ion   t ha t  t h c r r  will no t  be qny 118e n f  Fund c r r d l r  
d u r i n g   t h i s  p e r i o d .  T h r r e f o r e ,  t h e   o u t s r a n d i n g  m n l l n t  at r n d - p t  r l o d  vi1 1 t n c r r ~ s a  
by t h e  amount of any Fuqd d r a w i n g   l n c l u b i v e  of r e p a y m e n l a .  

- 3 /  IJee of Fund c r e d i t  durinp, t h e  perlorl 

5/ E ~ p o r t  volumes are  aesumerl t n  i n c r e e s c  by ahnut 2 p e r  cent a 1 b n l 1 7 l l v  1 1  
1983-85. % s u h s t a n c i a l  part  of t h e  i n c r e a s e  i n  ~ X ~ ~ J C L  v a l u e s  i b  r e l a l e d  L O  tho 
V J ~ J C  aJdeJ t o  coconut p r u J u c L s  f r o m  t l w  o p e r ~ t l o n s  > f  t h e  c o p r a  c r u ~ h l n  m i l l .  

6 /  Import volumes are assumed t o  be c o n s t a n t  i n  1981-85 and I m p o r L  p r i c e s  
ere eomumed to  increaee by 2 per c e n t  I n  1983, 5 p e r  c e n t  ln 1YR.r and 4 5 per  
c e n t  i n  1985. 

7/  N e t  services are assumed to be Ipproximately In bal lnce  I n  1981-85 
Uo';ker.q remittanceo are aseumed t o   i n L r e a s e  by about Cr.5 per  cent annua l l v .  

8 /  The v a l u e  af a i d  imports is esclmated ia  increase by 9 p e r  c e n t  i n  1983 
nnx a b o u t  G per cent a n n u a l l y  in 1984-85 
- 9 / 111ust ra t lve  scheme f o r  t h e  repayment of e x i s t i l l g  x r r e a r r  by e1ad-19H5 

- 4 /  Excluding repayment of e x i s t i n g  a r r e a r s .  

- 



budhet, rupplemcntsd by nccceeary  impravementr in t h e  flnancial apcrm- 
ttona O C  pnhltc  enterprlwr.  ad!urtmenta in intcrcrt Latee,  and CI flcxihle 
exchange rate p o l i c y .  

The 1SLj %crdget has been drniuncd  with  the  aim of minimirinl(  recourme 
by the ravcinmer,t Po the domertic bnnkinpl ryrtcm.  lhmcstic reeource mahll- 
itat tor1 has m e n  inadequate in recent y e a r s .  and  government  revenue  has 
declined in relation  to CDP. The improved import  duty  valuation  ryetem, 
enhanced rxcisc dutice,  stricter col lectton pracedurcr in the  cuetoms 
and  inland  revenue  depaltmentr, 8nd higher rrovernrnent fccr  and charReo* 
enviaaged t n  the  1983  buduct,  constltutc  important  lnltlatlvcr  to  revcrae 
this trend. The authoritiee  are firm in their  intention to restrain 
strictly  public  expenditure,  and  their  cflorts  to  this  end art welcome. 
The proposed  curbs  are  ambitiour,  and  their  succcesful  implementation  wfll 
require a greatly  improved  system of expenditure contro l  and  lntent?i€icd 
monitoring of a l l  ependlnR.  In  addition,  to  achieve  the  desired  resllocr- 
tion of r'c~ourcee  over  the  medium  term,  measures to tranefer  reoourcee  to 
export-oriented  and  import-substituting sec tors ,  aa  proposed by the  Govern- 
ment.  vi11  need to  be  vigorouely  pursued. 

In order  to  encourafle  domestic  eavinge, as well ae to promote  the 
repatriation  of  earnings hy Weetern  Samoan  realdento  abroad,  bank  depoait 
ratea  should be raised  substentially. If key depoait rates  uere  made 
positive  in  real  terms,  the  differential  between rate8  in Western  Samoa 
and N e w  Zealand  would be virtually  eliminated.  With  commensurate  increases 
in  bank  lending  rates  which et present  are  highly  negative in teal terris 
and  the  planned  improvement in public Rector finances,  the  growth of 
the  main  monetary  aggregates  would  be  appropriately  modest. 

Amelioration of the  heavy  pressure on the  external  psyments  position 
is devendent  both  on  the  pursuit of f i s c a l  and  monetary  policies  to 
restrain  domestic  demand  and  on  measures  to  etimulate  productLon  in  the 
export  eector.  Balance of paymente viabl;;:v in  the  medium  term  will 
require a StrenRthening of the  export  sector al1d a reduction  of Lrnport 
levels  from  those  prevailing  over  recent  years. The gradual  nominal 
depreciation of the  tala  since July 1979 ha6  offset  only  part  of  the 
sharp r i s e s  in  the  relative  costs of producerb i r  the  export  eector. 
Continued  exchange  rate  flexibility  will  be  necestary  to  strengthen  and 
eafeguard  export  competitiveness. The staff  would also urKe  the  author- 
ities to undertake  the  necessary  steps  toward  the  orderly  elimination  of 
external  payments  arreats,  including, if p o 8 8 i b l e ,  negotiations  with 
creditors  to  this effect. 
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V. Propormd Decimion - 
Thm f o l l w l n g   d r a f t   d e c l r l o n  i m  proporrd f o r  adoption by the  Executive 

Board I 

1. The ?und take# thlm dacirion t e l e t i n g   t o  Wertern Samoa'r 

ohchange mearutrr rubjcct  t o  Atticlc  V I I f ,  Section 2 ( e ) ,  and i n  

concludinR the  1982 Article X f V  conrultntion with Wcrtern Samoa, 

l n  the light of the 1982 Article IV conrultation  with Western 

%mea conductod  under  Decirion No. 5392- ( 7 7 / 6 3 ) ,  edopted 

April  29, 1977 (Surveillence  Over ExchenRc Rate ?o l l c l er ) .  

2. The Fund notcr that the  exchange  eystem of Wcetern 

Samoa involver  rcrtrlctionr on peynrcntr and ttansferr  for 

current  lnternetionel  trenractlons, of which those evidenced 

by payments atrearm are  rubject to approval  under Article VIIL ,  

Section 2 ( e ) .  The Fund urgea  the  authorities to eliminate 

payment6 arreare a8 Boon a8 p o a e i b l e .  
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Fund Relations w i t h  W e q t e r n  Samoa 
Am of November 3 0 ,  1982 

Date of membership: December 28,  1971 

S t a t u e :  A r t  ic le X I V  

Quat a : SDR 4.5 m i l l i o n  

Use of Fund  resources :  

SDR p o s i t  ion : 

T r u s t  Fund: 

Exchange r a t e  system: 

SDR P e r  c e n t   o f  
M i l l i o n s   Q u o t a  

CFF 2.63 58.44 
Regu la r   t r anehes   1 .12  24.89 
O i l  f a c i l i t y  
T o t a l  

0.02 
3-37 

Cumula t ive  a l loca t ion :  SDR 1 .14   mi l l i on .  
P r e s e n t   h o l d i n g s :  S D R  1 4 , 3 0 6  (1.25 per 
c e n t  of n e t   c u m u l a t i v e   a l l o c a t i o n ) .  

F i r s t   p e r i o d :  SDR 0 . 8 3   m i l l i o n .  
Second  per iod:  SDH 1 . 1 3   m i l l i o n .  

The exchange  ra te  of t h e  t a l a  i e  d e t e r -  
m i n e d   w i t h   r e f e r e n c e  to a compos i t e  
of c u r r e n c i e s .  Under Ru le  0.2, t h e  
mid-point   between  the  Bank of Western 
Samoa'e b u y i n g   a n d   e e l l i n g  rettes for 
t h e  U.S. d o l l a r  was e s t a b l i s h e d   w i t h  
t h e  Fund on August 18, 1975 as t h e  
r e p r e s e n t a t i v e  rate for t h e   t a l a .  

R e p r e a e n t a t i v e  rate: USS1 = WSS1.26 

Exchange and t rade  r e s t r i c t i o n s :  A f o r e i g n   e x c h a n g e   a l l o c a t i o n   s y s t e m  
f o r  Imports has b e e n   r n a i n t a l n e d   s i n c e  
Western  Samoa became a member of t h e  
Fund. 

Last  Art ic le  I V  c o n s u l t a t l o n -   S t a f f   d i s c u s s i o n s  were h e l d  i n  September 
1980. The E x e c u t i v e  Board d i s u c s s e d  
t h e   S t a f f   R e p o r t  (SM/80/243 and  SM/80/251) 
o n  December 8 ,  1980. 

T e c h n i c a l  ass ls tance:  An FAD m i s s i o n  r e p o r t e d  o n  p o s s i b i l -  
i t i es  f o r  tax reform i n   J u n e  1981. 



World Bank Group Operations In Western Samoa 

Statement of IDA credite (an of September 3 0 ,  1982) 

Credit Number Date of Approval  Purpose Colmnl tment Undisburaed 

5-35 March 1975 Highways 4.4 

951 November 1979 Agrtcultutal 
Development 8.0 

1080  November  1980  Agricultural 
Development 2.0 

" 

4.1 

1.97 

Statement of IFC investments (as of September 30, 1982) 

None 

The 1979  credit, was for the  initial phase of a long-term agrlcul- 
tura l  development program under the Western  Samoa Trust Estates Corpora- 
tion, aimed prlmartly at lnrreaslng  productivity,  production aqd exports  
of cocoa,  coconute,  coffee and other  crops;  implementation  difficulties 
were encountered  durinR 1982. Following a meeting in June 1982 of the 
co-financiers (IDA, UNDP,  AsDB, and the Australian  Development  Assistance 
Bureau), a  slx-month  program  was  agreed  on  completion of vhich progress  
will be reassessed. Disbursements of the  1980  credit, which is co-financed 
by the  AeDB and the Australian  Development  Assistance  Bureau, have so far 
been m a l  1. 
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Weetcrn Samoa 

Bamic Data 

Area: 1 ,097   equa re   mi l ee  

P o p u l a t i o n  ( 1981) : 158,000 

Population growth rate: 2.8 per c e n t   a n n u a l l y  

P o p u l a t i o n  K'rovth rate,  net of m i g r a t l o n :  0.8 per c e n t   a n n u a l l y  

GDP per c a p i t a   ( 1 9 8 2  emtimate): SDR 500 

1979  1980 1981 1982 - - - 
Est - 

(Annual   percentage   change)  

S e l e c t e d   e c o n o m i c   i n d i c a t o r s  
GDP a t  c o n s t a n t   p r i c e s  
Consumer price index 
M v e r m e n t   r e v e n u e  L/ 
Government   expendi ture  
Total  domestic c r e d i t  
T o t a l   l i q u i d i t y  z/ 
Merchand i se   expor t e ,  f.0.b. 
Merchandise  imports, c . i . f .  31 
Export vDlume 
Import volume 21 
Terms of t r a d e   ( d e t e r i o r a t i o n  -1 
E f f e c t i v e   e x c h a n g e  ra te  i n d e x  

- 

( d e p r e c i a t i o n  -151 
Nominal 
Re a1 

S e l e c t e d   f i n a n c i a l  ratios 
Coverwen t   r evenue  
Government  expend1 t u r e  
Budget d e f i c i t  
Domestic  bank budgetary financing 
External budgetary  f lnancing 
'Total l i q u i d i t y  21 
E x t e r n a l   c u r r e n t - a c c o u n t   d e f i c i t  
Oil imports ( p e r  c e n t  of total  imports) 
E x t e r n a l   p u b l i c   d e b t ,   e x c l u d i n g  IMF 

12 .o 
21.7 
14.3 
23.0  
57.1 
44.1 
59.6 
13.4 
35.4  

0.7 
4.7 

-3 .o 
20.5 
19.7 
5.3 

27.9  
2 4 . 5  
-9.8 
-0.3 
27 .4  
-9 .9  

-36.7 

-7.0 
20.5 
-4.4 
-0.8 
36.2 
55.4 

- 3 4 . 4  
-0.4 

-21 . 2 
-12 4 
-26.9 

3.0 
19.5 
12.6 
11.4 
32 .3  
3 3 . 7  
25.0 

22.0 
-13.5 
-2.8 

-8 .8  

-19.5 -1 .o -5 .3  -2 .o 
-1.3 6.7 1.5 a. 3 

2 5 . 3  
59.2 
12 .4  

4 . 9  
7 . 9  

2 2 . 2  
43 .2  
1 1 . 2  
47 .9  

( I n  p e r   c e n t  of GDP) 

2 7 . 4  
5 6 . 3  
1 4 . 6  

3 . 9  
9.5 

2 4 . 9  
29.9 
16.5 
56.7 

2 5 . 1  
5 3 . 7  
1 2 . 9  

6 . 5  
5.8 

37.3 
3 7 . 1  
2L.2 
6 3 . 6  

23.7 
50.1 
13.5 

5.6 
7.0 

41.4 
25.4 
20.7  
6 3 . 5  
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Weatern Samoa 

Bmic Data (concluded) 

External debt oervicc ratios 
Debt rervics. excluding IMF 
lhbt aarvlce; including IMF 
Intetcot  p a m n t r ,   e x c l u d i n g  XMF 
I n t e r e s t  payPcnte, including IMF 

External paymentr data 
Overall balance of payments deficit 
Grorr  official reeerver 

( In  Paonths of imports) 
Eyternal payments arrears 

1979 - 
(In per 

10.8 
12.1 

5 .2  
6.1 

1980 1981  1982 
Est 

- " - 
cent of ~ o o d s  and s e r v i c e s )  

11 e 6  24.3 2 7 . 7  
1 5 . 2  31.1 34.6 

. 2  13.5 10.7 
t .O 14.7 12.6 

(In millions of SDR) - 

3.t  6.1 4.0 
3 .O 3.6 3 . 4  
(0.8 1 (0.9) (0.9) 
1.2 7 . 3  10.5 

Sources: Data provided by thd. Western Samoan a u t h o r i t i e s ,  a Id s ta f f  estimates. 

1/ Excluding external grants; 1981 f i g u r e s  are  affected by publ lc   service  
e t r i k e .  
- 21 Including t h e  counterpart  deposita to external payments arrears. - 3/  Excluding a ship imported for  SDR 10 m i l l i o n  in 1979. 
- 41 Change between fourth quarters. 


