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ECONOMIC AND FISCAL ANALYSIS 
 
A. Development Performance 

1. The Samoan economy is led by the tourism, agriculture, and fisheries sectors, which are 
vibrant sources of employment and economic growth. However, Samoa, like other Pacific island 
countries, faces constraints imposed by a small domestic market, high transportation costs, 
inefficiencies in the state-owned enterprise (SOE) sector, weaknesses in physical infrastructure, 
and a weak business climate.  
 
2. The economy is also highly exposed to external global conditions, and adverse weather, 
natural disasters, and crop disease—that is, factors beyond its control. The balance of 
payments, for example, relies heavily on the continued inflow of private remittances, official 
grants, and international tourism receipts (which are highly dependent on economic conditions 
in major trading partner markets such as Australia, New Zealand, and the United States). The 
economic cost of several cyclones in the early 1990s (which saw the ratio of government 
expenditure to gross domestic product (GDP) peak at more than 80% in FY1993), as well as the 
extensive damage to local food production as a result of the taro blight, offer other examples of 
the economies vulnerability.  
 
3. Yet Samoa has overcome these inherent limitations through political stability, and 
prudent and decisive policy action based around major economic and public sector reforms. 
Macroeconomic and fiscal stability, liberalized financial markets, public service reforms, reduced 
government presence in commerce, improved infrastructure, and increased liberalization of the 
telecommunications and aviation markets have significantly improved the business 
environment. As a result, Samoa is widely regarded as a success story of the Pacific. Its 
reforms, particularly in the early 1990s, resulted in a steady strengthening of the economy’s 
resilience to external shocks. On average, real GDP per capita increased by more than 3.0% 
per year since the mid-1990s (and by 0.1% annually over the last 4 years to FY2010, the top 
performer amongst Pacific island countries). Real GDP grew by an average of 0.4% over the 
latter period (around the Pacific island average of 0.8%). Further advancement can be attained 
through measures to advance the role of the private sector in the economy, particularly in the 
important agriculture and tourism sectors.  
 
4. Samoa has demonstrated its capacity to meet these challenges, and political appetite to 
continue with reforms is apparent. Support for the government’s ongoing efforts to develop an 
enabling environment for investment (focusing on pushing ahead with improvements in physical 
infrastructure, and the regulatory environment for businesses), promoting equitable and efficient 
economic policies, and continued reductions in government involvement in areas of the 
economy where the private sector can participate more effectively, is critical. 
 
B. The Impact of the Global Economic Crisis and Recovery 

5. The Samoan economy grew strongly from FY2000 to FY2008, achieving an average 
growth rate of 4.8% per annum. Growth was driven largely by rising construction and service 
sector activity. Preparations for the 2007 South Pacific Games, expanding tourism 
accommodation, and new public and commercial buildings drove a mini construction boom. 
Growth in remittance flows and tourism underpinned expansion in commerce, hotels and 
restaurants, and transport and communications, while manufacturing also made a positive 
contribution to growth. These positives outweighed a contraction in the primary sector. 
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6. Some weakening in growth was inevitable in FY2009 as the surge in construction 
projects passed. The global economic crisis, however, added substantially to the severity of the 
slowdown. The largest private employer, Yazaki, cut its workforce by more than half as the 
Australian automobile industry it supplies contracted. Remittances, which supplied 25% of GDP, 
slowed as the economies of the United States, New Zealand, and then Australia weakened. At 
the peak remittances were down 18% year on year and remained weak through 2009 and 2010. 
High international commodity prices fed through with a lag, and very high inflation that peaked in 
November 2008 at 18.7% on a year-on-year basis and averaged 13.9% in FY2009 eroded 
household purchasing power. Tourism arrivals continued to grow, however, helped by the 
operation of a budget airline, expanding accommodation, and the diversion of tourists from Fiji 
(tourism receipts were 22.1% of GDP in FY2009). 
 
7. The economy contracted by 5.1% in FY2009. From June 2008 to June 2009, the formal 
sector lost 2,035 jobs, a decline of 9.3%, and the number of operating businesses fell from 
4,518 to 3,681. Remittances fell by 17% year-on-year in real terms in the 12 months to June 
2009. The closure of a large tuna cannery in neighboring American Samoa in September 2009 
eliminated up to 1,500 jobs held by Samoans and an important source of remittances. 
 
8. The economic slowdown weakened the government’s revenue performance. Tax 
collections in FY2009 were 4.7% below budget estimates and almost 2% below those of 
FY2008. The real value of government revenue is projected to remain below trend over the 
short-to-medium term. The weakening in revenue has put pressure on the government’s fiscal 
position and threatened key programs, particularly the delivery of essential services. 
 
9. Although there is a shortage of data on the impacts of the economic slowdown on 
vulnerable members of the community, they were expected to have been put under additional 
stress by the decline in remittances and local employment, the higher cost of living, and 
pressure on public service delivery. Labor market analysis suggests that the working poor are 
the most exposed to the effects of the global economic crisis. Starting from a position of 
vulnerability, they likely saw their incomes decline when construction, manufacturing, retail, and 
wholesale activity weakened. Low-income families dependent on overseas remittances are also 
likely to have been among those hit hardest by the global economic crisis. Women are 
particularly exposed as they rely heavily on lower-paid jobs in tourism and manufacturing 
(e.g., women accounted for about 80% of Yazaki’s workforce). 
 
C. The September 2009 Tsunami 

10. On 29 September 2009, an earthquake and resultant tsunami hit Samoa, with the effects 
concentrated in the southeastern coast of the most populated island, Upolu. The waves reached 
up to 400 meters inland, directly affecting more than 5,000 people and leaving 143 dead (10 of 
them tourists), 5 missing, and 310 injured. In total, 19 villages and their houses, schools, roads, 
utilities, and tourism facilities were damaged or destroyed. Households in these areas already 
experienced more hardship than other areas of the country. 
 
11. The tsunami had its main impact in one of the most popular areas for holiday makers. It 
is estimated that 128 rooms and 322 beds were destroyed or damaged, and more than 
300 beach fales (traditional huts used by day visitors and budget travelers) were affected. In 
total, 10% of tourist accommodation accredited by the Samoa Tourism Authority was affected. 
Up to 20 kilometers of beach and reef were at least partly degraded. The extensive damage to 
tourism and other infrastructure has been substantially repaired and debris on beaches and in 
marine areas is being removed as part of tsunami recovery. Extra marketing efforts and 
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discounting were immediately put in place to recover lost appeal, and tourism numbers and 
revenues have only shown some upturn in the last quarters of FY2011. 
 
12. Preliminary assessment of damage and loss sustained from the tsunami is of a 5-year 
recovery-and-reconstruction cost of about $150 million. Two-thirds of this is required to 
reestablish (i.e., build back better) housing and facilities, with a third of the cost to be incurred in 
relocating villages to new inland sites. The expenditure required from the public sector over the 
5-year period from 2010 to 2014 was estimated at $100 million, with more than half required in 
transport and substantial allocations for health, education, and electricity. 
 
13. The effects of the global recession on key sectors continued to be felt in FY2010. 
Remittances and tourism receipts, upon which the economy is heavily dependent, remained 
weak over the period. The contraction experienced in FY2010 as a result of weak external 
demand and the tsunami was, however, held to a relatively low level (0.2%) by a combination of 
swift fiscal and monetary easing, and significant reconstruction expenditure.  
 
D. The Recovery 

Table 1: Selected Economic and Financial Indicators, FY2005–FY2012 
 

Item FY2005 FY2006 FY2007 FY2008 FY2009 FY2010 FY2011 FY2012 
Real GDP growth 7.0 2.1 2.3 4.9 -5.1 -0.2 3.1 2.3 
Revenue and grants (% GDP) 36.3 31.8 36.4 30.9 34.3 39.7 35.1 34.0 
Expenditure and net lending 
(% GDP) 

36.1 32.3 35.8 32.8 38.4 50.9 43.2 39.5 

Overall balance (% GDP) 0.3 (0.5) 0.6 (1.8) (4.1) (11.3) (9.3) (6.5) 
Gross official reserves  
(months of imports) 

3.7 2.4 3.6 3.5 3.7 5.4 5.2 5.0 

External debt (% GDP) 39.5 40.1 37.1 30.3 38.1 49.5 54.4 57.0 
Public external debt service 
ratio (%) 

9.3 9.8 5.2 3.9 5.1 9.2 3.4 8.0 

( ) = negative, FY = fiscal year, GDP = gross domestic product. 
Source: International Monetary Fund (IMF). 2011. Samoa – IMF Staff Visit Concluding Statement. 
Washington: IMF. and Ministry of Finance. 2011. Fiscal Strategy Statement Budget 2011/2012. Apia: 
Government of Samoa. 
 
14. GDP grew by 3.1% in FY2011 mainly because of post-tsunami reconstruction, and a 
related upswing in the manufacturing, construction, transport and communication, and public 
administration sectors. Growth has also been supported by a rebound in tourism and 
remittances, particularly during the first half of FY2011. Earnings from tourism rose by 2.9% in 
FY2011, stemming from a 0.6% increase in arrivals and higher average visitor spending, and 
remittances increased by 6.4%. The weak points remain exports—down about 18% in 
FY2011—and flat commercial lending. It is expected that GDP growth will slow slightly in 
FY2012 as a result of the winding down of reconstruction, but will be held to about 2.5% with 
continued recovery in tourism, remittances, and manufacturing.  
 
15. The outlook for growth over the medium term, therefore, is quite positive. However, 
significant challenges remain; domestically, in terms of rising incidences of poverty, and 
externally, given high food and oil prices and continuing uncertainty in international financial 
markets, which may impact on global demand. Efforts to spread the benefits of this growth will 
need to be stepped up. Recent reports such as the 2008 Household Income and Expenditure 
Survey, a poverty report prepared by the Statistics Department, and the Millennium 
Development Goals Second Progress Report, have highlighted rising poverty and income 
disparities. Continued effort to strengthen social protection, particularly for low income and rural 



4 

households, is needed. More fundamentally, addressing these challenges will require broad-
based, private sector-led growth and job creation. Continued macroeconomic stability and 
structural reforms will be critical to achieving such inclusive growth. 
 
16. A lower budget deficit in FY2011 (equivalent to 9.3% of GDP) was largely achieved 
through current expenditure restraint, including lower spending on the wage bill, and on goods 
and services. Revenue performance was mixed. Tax revenue underperformed as a result of 
lower goods and services tax and import duty receipts, while receipts increased from nontax 
revenues such as licenses and fees. Capital expenditure tracked close to budget ($103 million), 
reflecting the implementation of several major public sector projects, including sanitation and 
drainage, tsunami reconstruction, and widening of roads.  
 
17. The FY2012 budget projects a fiscal deficit of 6.5% of GDP through a targeted program 
of reductions in current expenditure (from 27.2% to 25.6% of GDP), and reductions in capital 
expenditure (from 14.7% to 11.7% of GDP). The May 2011 International Monetary Fund (IMF) 
Staff Mission advised that with post-tsunami reconstruction nearing completion, fiscal 
consolidation could start sooner than anticipated. The IMF recommended a reduced reduction in 
the fiscal deficit to 5%–6% of GDP in FY2012, and a move toward the medium-term target of no 
more than 3.0% of GDP by FY2013. This would allow the government to stabilize public debt at 
its medium-term target of 40% of GDP and rebuild fiscal space to counter future shocks, such 
as worsening terms of trade and natural disasters. The reduction in Samoa’s fiscal deficit shows 
that fiscal consolidation has commenced, which bodes well for creation of fiscal space and for 
debt sustainability.  
 
18. Inflation has been rising in the first half of 2011, largely as a result of increases in world 
food and fuel prices and poor harvests. After a slight decline in FY2010 following the retreat of 
world food and fuel prices in mid-2008, the consumer price index has been increasing steadily, 
reaching 5.3% (year-on-year) in February 2011, driven largely by rising import prices and a 
shortfall of agricultural products as a result of excessive rains; prices for locally produced goods 
and services rose by 1.3% in February. Overall prices are considered to have increased by 
about 4.0% in June 2011 (year-on-year). In FY2012, inflation is forecast to ease to 2.0%, 
brought down by an expected increase in domestic food supplies and moderation in oil prices.  
  
19. The Central Bank of Samoa (CBS) has persisted with an expansionary monetary policy 
stance to continue supporting economic activity. It has substantially reduced the policy rate and 
pursued other options to lower lending rates, such as lending at low rates to the Development 
Bank of Samoa and the Samoa Housing Corporation, which are required to onlend at rates 
lower than offered by commercial banks to sectors such as agriculture, tourism, fishing, and 
manufacturing. These efforts have driven interest rates to the lowest levels since the financial 
liberalization in 1998. Together with the gradual return of business confidence, credit has 
ceased declining and rose by about 5.0% (year-on-year) in May 2011. With few signs of 
underlying inflation pressure and a comfortable level of foreign reserves, the current monetary 
stance should be maintained. However, given the ample liquidity in the banking system, the 
CBS should stand ready to tighten the policy stance if signs of underlying inflation pressure 
emerge. Moreover, the CBS could use the exchange rate flexibility afforded by the current 
arrangements to absorb external shocks and manage aggregate demand. 
  
E. Policy Dialogue 

20. A National Economic Summit involving the private sector and civil society organizations 
was held in March 2009 to discuss the impact of the global economic crisis on Samoan 
business and society and to formulate a policy response. Following the summit, the government 
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committed to stimulating the economy through an elevated level of capital expenditure, to 
(i) counter deterioration in aggregate demand, and (ii) implement productivity enhancing 
investment projects. The government also committed to the continued implementation of public 
sector management reforms and of microeconomic policies enunciated as the Strategy for the 
Development of Samoa (SDS), 2008–2012. These reforms and policies aimed to achieve the 
national development objectives of improved governance and economic growth and 
employment creation led by the private sector. 
 
21. The government used its Public Sector Investment Program (PSIP) as the vehicle for 
implementing an elevated level of capital expenditure. The PSIP directs the government’s major 
projects for investment in human and physical capital. It provides (i) an overview of ongoing 
public sector projects; (ii) an overview and a schedule of public sector pipeline projects from a  
3-year perspective; (iii) information on the government’s priority sectors and projects for 
development partner consultations; and (iv) a mechanism that enables the government to 
obtain, for forward budgetary planning, a balanced level of capital investments throughout the 
period of the PSIP. In May 2011, the government approved a National Infrastructure Strategic 
Plan (NISP), which had been developed following widespread stakeholder consultation, and 
reconfirmed its infrastructure priorities. The NISP proposes major initiatives for the water supply 
and sanitation, information technology, transport, power, and solid waste management sectors 
for the next 5–10 years. The NISP, which was used to frame the government’s capital spending 
program in the FY2012 budget, will be launched in late 2011. 
  
22. In 2009, the government initiated a complementary dialogue with development partners 
to secure the concessional financing needed to enable post-tsunami reconstruction, and to 
allow major planned public works to be brought forward. Development partners responded 
through a regional dialogue and coordinated missions by ADB, the Australian Agency for 
International Development (AusAID), the European Union, Japan International Cooperation 
Agency, the New Zealand Aid Programme, United Nations Development Programme, and the 
World Bank. The policy dialogue culminated in the government’s adoption of a sequenced and 
prioritized policy matrix that encompassed actions to address post-tsunami reconstruction 
needs. The joint policy matrix is aligned to the SDS, 2008–2012 and supporting sector plans, 
the budget statements and fiscal strategies over FY2010–FY2012, and relevant cabinet 
decisions.  
 
23. Development partners, including ADB, are using this policy matrix as a basis for policy-
based grants and loans envisaged over the short-to-medium term. Subprogram 1 was based on 
the first set of actions in the government’s policy matrix, as was the World Bank’s budget 
support loan and AusAID grant support provided in 2010. The second set of policy actions in the 
government matrix form the basis of subprogram 2 and were used by AusAID for the release of 
their performance-based grant in June 2011. 

 
24. In July 2011, the government held a meeting of its development partners to discuss 
budget support as the preferred modality for aid delivery (as set out in the Aid Policy of 
December 2010). The Ministry of Finance recognized the importance of having a joint policy 
matrix for monitoring policy reforms and having sound country systems like procurement and 
financial management. These latter areas are being addressed under the Public Finance 
Management Reform Program now starting phase II. There was broad support for a joint 
approach and agreement to continue dialogue around the draft policy matrix the government 
had developed which included two sets of actions—for June 2012 and June 2013 completion.   
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