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Foreword 

Colin Simkin 

Many in Aus:cralia will share the concern of the authors or this mono
graph ovo- lhe current difficulties and prospects of our Pacific neighbour, 
Fiji. We have long had associations with it through 1rade, aid, education 
and tourism, and have also valued a connection through common mem
bership of Pacific forums. This book offers an informative and percep
tive analysis of the country's serious economic problems together with 
bold proposals for radical changes which, its authors confidcnlly expect, 
would do much lO improve both ecooomic growth and racial harmony. 

For lheir analysis of current conditions they have made use of 
official stalistics but, because lhese are incomplete and lagging, have 
reli.ed more upon many interviews with Fijian residents who are knowl
edgeable about various aspects of their own economy. The survey is a 
wide one, covering external trade, tourism, major industries, land and sea 
resources, labour, prices and wages, capital and foreign aid, public 
finance. public eme.rprises and srate control, markets and encrq,reneur
srup. Jt is enlivened by interesting quotations from some of the people 
who were interviewed, and given helpful perspective by comparisons 
with similar couno::ies, notably Mnl'iysia and Taiwan. The monograph 
also bnngs ouL well lhe dualism of an economy in which Indians greally 
dominaLC lhe modem part, and Fijians monopolise Lhe tradilional part 
Lhrough long-standing rights to land, forests and fisheries. 

Few, I think, will question the monograph's peroeptive analysis of 
the current sicuatioo, oo.r its exposure of a recent economic decline that 
has been much aggravated by lhe forcible seizure of political power to 
rhe detriment of the Jndian half of Fiji's population. many of whom 
have been moving themselves or their capital out of lhe country. Some 
who read I.ho monograph may nevertheless have reservation~ about its 
proposals for reforms. These amoom to wholesale and quick: deregula
tion or all parts of lhe economy, intluding the markets for labour and 
land, and privat.isatioo of public ~. including even Lhe University of 
the South Pacific, in the hope of creating a compleic.ty macket economy 
in which both races will have equal opportunities of access to jobs and 
resources. 
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The authors show, however, that adhecencc to five.year planning and 
widespread controls over markets and wages have retarded growth, that 
state enterprises have not perfom>ed well, and that reservation of oarura1 
resources to Fijians has prevented Fijians from participating in business 
enterprise as well as hindered the efficient use of the resources. 1btte is, 
too, strong criticism of Australian and other foreign aid for fostering 
such rigidities instead of helping Fijians to participate in and develop the 
modem sector of lhe economy. Critiques of I.his kind, spr-cad over a 
number of cbap(as. are wen done but are not perhaps hclped by a con
trast in Par1 II o£2S-yearsceoarios, one for an unreformed. and the other 
fot a reformed. economy. For both scenarios depend upon a type of 
aggregate production function (and distribution lheory) which, although 
long accepted. has now been shown to be badly flawed. Yet this does 
not delt&Cl from the monograph's sound emphasis on Sm1thian self• 
interest and Hayekian promotion of knowledge through markets as 
mainsprings of economic pro~ 

Even if (as l do) one agrees that. a marlcel economy offers the best 
prospec1 for long-term economic growth, there may still be doubls about 
the timing and sequence of the proposed refonns. The authors' percep
tion of the urgency of the need Cor reform, in view of the consequences 
of recenc political changes in Fi~ :and. !heir scepticism about piecemeal 
deregulation of complex coo1tols, makes them advocate very rapid and 
comprehensive implementation. Thal. surely would have the effect. for a 
considerable period, of favouring lhc Indians, who are much more 
ramiliar with markets and business enterprise and would be given much 
better access to natural resources. A widening of economic disparity 
between them and the Fijians, over any considerable time span, would 
hardly promote racial hannony. 

The monograph addresses this problem on a number of points. It 
secs prospecrs of Fijians moving from their u-aditional occupations, and 
argues that much should be done to help that tranSfer. Traditional land 
owners could fonn small 'village companies' IO make commercial use of 
their resources, or to participate in other ventures. Village women 
might also Set up enierpriscs beCauSe htrc. as elsewhere in lhe Pacific, 
they are often more commercially minded than men. There ls, too, a 
potential supply of entrepreneurs from the Fijian graduates who are now 
mostly in the pubilc service, once lhis has been severely contracted., and 
from young anny omcers or soldiers. Indeed, the army rnighl well help 
olhen; to break Cree from traditional ways of life by organising training 
or something ltlcc a 'youth corps' in mechanical. cletical or manageri8l 
skills, utilising more imaginative foreign aid for such purpo~. These 
arc useful suggestions, but it must be left to Fijians to decide how 
acceptable or effective they can be. 

Ausiralians can more properly address themselves to the recommen
dations in the excellcnl final chapter on our foreign aid to Fiji - and 10 
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other developing countries. The monograph trenchanlly points to defi
ciencies in official aid, especially budget as disunct from project aid, and 
makes a strong case for aid being conditional on economic perf onnance, 
and for more or ic lO be dispensed through priva1.e agencies. Our record 
of .wistan.ce to Pacific Island countries is poor. Everyone who is con
oemed wiLb their welfan:: should read and ponder whac this chapter has ro 
say. 

But no aid can be really effective unless its recipients have the 
ability and will to use it properly. The monograph shows Lha1 Fiji has 
mo.ch to do in this respect, and in a $l>irit of sincere goodwill offers 
helpful suggestions that deserve serious consideration. I commend it as 
a valuable contribution to knowledge about a neighbour's difficulties. 
and~ a promising ~enda for their resolution. 



Authors' Preface 

Politics has ~led severe economic COSlS for the people of Fiji. Real 
per-capita income is estimated to have droppt.d by 13 per cem in 1987, 
and we fore.cast a substantial further decline m tho cowse or 1988. To 
date, macroeconomic policy has valiantly tried to keep the balance, 
including measures such as salary cuts to civil servants and soldiers. But 
the balance is now precarious. 

The painful economic problems of FiJ• are durable and long tenn in 
nature. The new Republic of Fiji will need a long-term economic 
strategy lo complement 'Nbatevcr pofuical order is developed. We hope 
that this will be the restoration of democracy. Fiji is at lhe difficult 
point of rransiLion from the post-colomaJ to a new era. Before long a 
new generation ofJeadcrs will have ro take over and chart a new course. 
Without a sustainable economic strategy based on a cohesive vision of 
society, there is a real danger that living standards will continue to 
stagnate or decline. 

The problems of Fiji pose a great in tel lcctual and moral challenge to 
responsible policy-makers in Fiji, as well as Lo observers, including 
professional economists and neighbouring nations. Fiji is strategically 
located in the mid-Soulh Pacific between lhc stirring Melanesian and 
Polynesian spheres and in a region. where democracy h~ grown, 
although ofum tenuously, and economies have developed, although not 
as conspicuously as further west in lhe Pacific basin. Fiji, as I.he most 
afDueo1 and (apart from PNG) most populous of the independent Pacific 
island nations, has considerable regional imponance. Wbelhcr Fiji 
manages to maintain stability and whether 1L remains among the pro
Western nations, is of Lasting SU'lllegLc interest to the big countries on 
the fringe of Lhe Pacific basin, such as Australia, the USA, Japan, lhc 
USSR and China. In Lhe next 20 to 30 years this interest is likely to 
grow stronger. 

The recent contraction of the Fiji economy is of wider intcre.sl 10 lhe 
international observer of poliucal and economic affairs because such 
exuerne, petbological cases tend to rcVQJ more than cases where varia
tions arc small and within lhe nonnal range. Fiji is experiencing a 
severe decline in Jiving sLalldards in lhe 1980s, and so far it is the only 
country in the region lO have done ~- AJthougb lhe long-tenn fall-out 
is far from clear as yet, an analysis of the economic decline seems 
relevant 

We had the long-r.enn economic and social ubility and prosperity of 
Fiji in mind when we set oul to citaminc the Options optn IO the new 
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Republic. The time horizon we chose for our deliberations was one 
generation ahead, to lhe year 2010. This smdy IS not primarily con
cerned with economic wctic., for I.be next six months or two years, but 
wilh viable strategies for I.he next generation. 

We are independent outsiders. with varying prior knowledge orFijian 
affairs, but we share a wide range of experiences in economics and 
devclopmenL Our position is thal of fair-minded friends of Fij1, who 
respect the independence and sovereign decisions of the people of Fiji. 
Bur we also believe that independent nations must bear ulti.rruUe rcspon• 
sibility for the consequences of their actions. 

A guarantee of civil rights to all citizens is central in our findings. 
This is essential to make a deregulated market economy work: and to re
establish confidence by iadividullls 10 invest and make an economic 
futUre in Fiji. Wbile these essential rights have been ensured in some 
outward-looking, enlightened autocracies (like Hong Kong), electoral 
democ.racy and a free press are still lhe best. time-tested guaranwo of 
these rigbts - rights !hat protecl. citizens from interference by others and 
the Stue. We hope that implementation of the strategies presented here 
will make it possible IO resiore elccwral democmcy. 

In our findjngs, we are critical of I.he post-colonial ·romanticism in 
aid policy (adopted by donors and recipients alike) that casts aid dooors in 
the role or rich. indulgent uncles, who sympathetically fund. without too 
many conditions, the experiments of young nations in return for friend
ship and, perhaps, even a little adulation. This approach IO development 
aid has frequently supported non-sustainable and wasteful policies; it has. 
in our view, been in the long-term int.crest neither of recipient nations 
nor of donors. WiLh regard to Australian-Fiji relations, the 1987 break 
in aid seems to offer a good opponunity to re-evaluate the entire aid 
strategy and place lhc f ut:ure bilateral relationship on a more maLWe 

footing. 
A thorough reappraisal of Australian aid vis-1-vis Fiji also seems 

timely in view of changes in general thinking and perceptions of 
economic and development policy around the world. In the 1960s, llf1.er 
many new countries had become independent.. much aid policy was 
inspired by guilt and the generosity borne of the Long post-war upswing 
in lhe world economy. Policies and auirudcs in newly independent 
countries were supported by official aid, frequently wilhout conditions or 
criLical nxvaloation, ev01 though such policie.'I would have led to public 
outcry bad lhey been implemented in donor COU111ries. Observers rrom 
lhe rich democratic countries were orten shy to criticise lest lhey be 
acc:used of neo-<olonialism. all.hough Ibey knew - based on the_ir longer 
c,cperience with nationhood and national folly - that the results of 
decisions by lhe governments of developing countries would lead to 
economic disasters. 
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Since lhen, however, t.ax:payers and credit institutions in donor 
countries nave begun to distinguish more critically between policies 
promising success and failure in development. A more hard-nosed 
philosophy is spTcading. rn part, this is a reflection ofa new, generally 
more sober and result-oriented public attitude in most Western countries. 
This shift in public pe,ceptions is begiMing to affect aid policies around 
the world. In order to retain the support of the public and the parliament 
the Australian government cannot afford to ignore lhese shifts. 

A more result-oricnl.ed approach to develor,meni aid, and a mature 
relationship between Australia and Fiji, also implies that - between 
friends - one warns Lhe other honestly if things lhreaten ro go badly 
wrong. We were encouraged to do so when we visiied Fiji and met many 
promine.nt citizens. One cabinet minister said to us: 'Real friends will 
tell you the truth, even if it is unpleasant'. We trust that the leaders of 
Fiji and other readers of Lb.is study will respond oon.srrucLively ID it. 
They will make up \heir own minds about what should be done. We 
have not sought to be pleasing or even politically tactful, but to spell 
olll I.he conclusions o( our research and deliberations, even if we suspect 
lhat lhese conclusions may not be immediately welcome. 

This study was initiated by the National Centre for Development 
Studies (NCDS) at the Australian National University, which had the 
financial suppon of the Australian International Development Assistance 
Bureau. The NCDS invited a small team of independent academics to 
investigate the economic developmenLS in Fiji and to suggest solutions 
that promote stability and growth. The team was led by Professor 
Wolfgang Kasper of Lhe University of New South Wales, who wrote lhe 
bulk of the first chaplet drafts. 

We owe a great deal o( gratitude to numerous persons and insti
tutions in Fiji and Australia for generously sharing their time and 
resources, for intellectual stimulus, the provision or data and other 
supporL While in Fiji, lhc members of the ~m were privileged LO be 
received by lhe President of the Republic of Fiji, Ratu Sir Pcnaia 
Ganilau, and had extensive discussions with a number of cabinet 
ministers and Lhe Governor of the Reserve Bank of Fiji. Leading 
officials in the key economic departmenLS gave us extensive information 
and support. And we benefited greatly from discussions wilh business
men, bankers, employers, workers and country people around Viti Lcvu. 
We were invariably impressed by the soberness and disarming hone.sly 
with which all the people we met were trying w come lo grips with their 
present economic predicament. We owe many of our conclus1ons and 
insights to a mosaic of lhe personal perceptions of those we met, which 
we pieced together and cross-chocked. Al a time when the statistical 
picture is comradictory, scrappy and out-of-date, and when past statis
tically documented trends cannot be exuapolated anyway, one can only 
form on evaluative picture from such an amalgam of microeconomic 
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details and personal views. To reflect lhis imporWll source of 
infonn.ation, we have lakcn the libeny of quoting observations that we 
recorded, without anributing them 10 individuals by name. The reason 
for this is that our interviews were conducted in confidence. The 
citations we have interspersed in the text reflect, in our view, current 
thinking about key economic issues in FijL 

On I.he following page, we list the many people to whom we are 
indebted. We particularly I.hank lhe Director of Lhe National Cmtre for 
Development Studies. Professor Helen Hughes, and Professor Colin 
Simkin for his perceptive comments on an earlier draft. Mr Rodney 
Cole, the Assistant Executive Direcwr of the National Centre for 
Development Studies, ha.~ been most supponi.ve from the inception or 
I.he projecL He made invaluable contn'butions, giving freely of bis great 
knowledge of Fijian affairs and inspiring us with bis great affection for 
the people of Fiji. 

We are also indebted to Mr Gyan Singh for help in organising 
mauecs in Suva, to Mr Stephen Howes for capable research assistance in 
Canberra, and to Mrs Chris Pond for hct fas1. competent and patient 
labow's on tbe word processor in and out of normal bows. Fmally. we 
have to thank our families who let us go off on this task 81 shon notice 
and suffered us being distraeted by our thoughts about lhc problems of 
Fiji. 

The sole responsibility for the contents rests w1lh I.be aulhors. Our 
responsibility is collective, because we share the views expressed. 

We do not expect readers to share our every conclusion, but hope 
that we will - gradually at least - convince lhem that only a long-117m 
vision centered on economic and individual achievement (and de
emphasising political passions and government intervention) can lead 
Fiji to a prosperous and stable future that offers freedom and opportunity 
to all its citizens. 
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Part I 

Economic and Social Context 



Chapter I 

Fiji at a Critical Crossroads 

The Fiji economy grew at a reasonably heallhy pace in 1986 and into 
early 1987, after a decade of le$s-lhan-inspiri11g performance (see Chapter 
2). Then, a series of unsettling political everus abruptly led to the most 
dramatic economic contraction in. Fiji's history. First, a socialist 
government wilh plans for nationalisation and income redistribution was 
elected m April 1987. Later that year, two military coups tenninaled 
Fiji's electoral democracy and created conrusion abouc the political, 
social and economic future. As a result. real pee-capita incomes dropped 
dramatically. By lheend of 1988, they can be expected 10 be~ much as 
25 to 30 per cenr below the level of I.Ile last 'nonnal' year, 1986. This 
corresponds roughly to the drop in houseb.old living standards that the 
population of Western Europe experienced between 1938 and 1946. 
Ahhough the citizens of Fiji have ofLeD experienced consida'able slot
term, cyclical nucroations, the near-collapse of 1987-88 is an 
extraordinary. cataclysmic event which has shaken confidence in lhe 
most fundamental of values and expectations. It confronts the le.aders of 
the new Republic of Fiji - as well as its friends and neighbours -
with exll'aordinary intelloctual and moral challenges and dilemmas. 

If the chaJlenge is not taken up and fundamental reforms in the 
underlying economic and social order implemented quickly, I.he shocks or 
1987 and the crisis of 1988 wiU undermine Fiji's economic well-being 
irrepmal>Jy for the next generuion. If, on the other hand, intelligen1., far• 
sighted reforms were to place th.is small island economy on a new 
footing soon, the damage could be overoome in two or three years. and 
the economy could be put on a path or sustained growth and stability. 
However, the window of opportunity 10 revive the Fiji economy will 
not remain open for 1ong. CruciaJ preconditions for loog•term growth 
- I.he capital stOCk, the basis of skills and eotrepteneW'Ship, stability of 
the price level, and lh.e balance of payments - are wasting away 
im:b:icvably because of p-evailing insccwity and low demand. 
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Fiji: Opportunity from Ailwrsiry? 

The exodus of skilled people has already bad one consequence for 
economic analysts, including the team Lha.l prepared this study: updates 
of many suu.isticaJ series appear to be of dobious quality. Revisions and 
inconsistencies make it difficult to construct a reliable statistical picrore 
of what bas been happening in 1987 and 1988. This is one of the 
reason! why this chapter rehcs heavily on qualilalivc evidence ind a 
cross-chocking of microeconomic observatioM. The easier, standard way 
of analysing a national economy with the help of an array of stalistlcal 
tablc.1 was not possible, and an eff on was needed to derive information 
from I mo.re disaggregated level. Mote0ver, since Fiji has experienced 
trend breaks in 1987, past 1rends cannot be assumed to continue, and 
statistical daia series would be misleading for tho purpose of judging lhe 
present or projecting lhe future. 

A:natoniy or the Crisis or 1987 

In 1986, domestic production grew by about 6.5 per cent over the 
depressed level or 1985, and the economy reOJrned to a normal level of 
activity. Inflation ran at about 2 to 3 per cent overall and was easing. 
Some private investors were holding back in anticipation of the elections 
that we.re expected for 1987, but on the whole the economy was moving 
along well. This picture was overturned abruptly by the political events 
of 1987 (see Chronol-0gy of Events, p. 19). 

In April. I.he lndian-dom~ Labour/National Federation coalition 
under Conner public service union leader, Dr. Timoci Bavadm. was 
elected to office, ending a virtually uninLerropLed tenure or the 
conservative and Fijian-dominated Alliance governmenL The incoming 
socialist government planned a nationalisation and rcdistribotion with an 
impatience reminiscent of lhe Whitlam administration in Australia. The 
program •of sa1ary increases for public employees and lhe provision of 
'free' (i.e. r.ax-or debt-financed) public services would undoubiedly have 
desm>ye.d macroecCEOmic balance and triggered capital flight er currency 
depreciation. 

In May, the first coup by the Fijian-led military created new and 
different uncertainties in the eyes of the population and of economic 
decision-makers. Latent tensions between the two large racial groups, 
tensions within the Fijian community, and rears abollt the future began 
to dominate events. The national economy beg.an a dramatic co1uraction 
in a crisis of liquidity and capital fTighL Virtually all new job- and 
wcallh-aeating v~ were poslpOned. 

In October, after the return IO :a. civilian administration, there was a 
second military coup llw removed all doubts about political equality 
between the large Indian c:ommunity and the indigenous FljWliS. ln this 
respect, the second coup created cenaimy in one important area, namely 
that political control by the f ijians was non-negotiable. But ii also 
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introduced new doubts and uncertainties about I.he directio.o. style and 
capability of whatever economic leadership might eventually emerge. 

These uncertainties compounded t.be consequences of a severe 
droughl that had weakened sugar and other primary production and that, 
in iiself, would have made 1987 a difficuh year. By the first half of 
1988, little new initiative or new direction had become visible. The 
economy oow $CC1TlS adrift, awaiting some galvanising event to stir new 
initiatives. 

Th.e people's response to this situation in 1988 can ~l be described 
as a miitture of sadness and lack of confidence. Decision-makers in 
business and government, as well u ordinary citizens, are biding I.heir 
time. Many have begun to realise the magnitude of their economic 
losses, but most have oot as yet committed themselves to a Sttategy that 
will determine their personal (lltW'e. Before we weru to Fiji, we had 
e.q>e(_lcd that the even rs of 1987 including the collapse of real per-capita 
incomes by 13 per cent in that year would have creaied an atmosphere of 
desperation and a state of alert. instead we found - wilh notable 
exceptions - ao aairude of stunned helples~. vague hope and even 
complacency. After no less than six different governments in 1987, 
decision-makers were understandably exhausted. People are awaiting 
clear and fmn signals beicwe acting. 

Meanwhile, inaction and funM.r economic contraction are eroding 
Fiji's Jong-term capability for recovery. Fiji's human and pbysicaJ 
assets are running down at a speed that will severely impair the long
term growth po(CnliaJ of lhe economy within a year or two. The most 
crucial asset that is wasting away is not physical capital, which is 
visibly decaying, bul human capital. The educated and skilled ITC 
leaving. Many people are cutting their losses and committing 
themselves to a new and difficult start elsewhere. This haemorrhage of 
talent ls ma.inly of motivated, educated, professionally-stilled Indians, 
but also of some Fijians and expatriates. 

'Expat. leaving. Oriental fumlture. Refrigerator. Hyundal Excel 
1.SGL Phone ... ' 

Advertisement In The Fij Tlm•s 

Some of the key features of the 13 per cent decline in per-capita 
incomes during 1987 arc wonb recording. 

1be key sugar industry coruracted considerably. The value of sugar 
production fell by 26 per cent. But sugar eAports were supplemented 
Crom considerable stocks, so that expons coo1d be pushed up by 40 per 
cent in nominal terms. This helped for the iruuim 10 Shore Di> the 
extemaJ balance and eJttema.t reserves. 
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The other key industry o( Fiji, IOW'ism, suffered great damage ,from 
the political wnnoil. Tourism earnings fell to about 30 per cent below 
lhose of 1986. Jn lbe period October 10 December l987, when macters 
were returning a liule mcse to normal, int.cmational visitor arrivals we.re 
SS per cent below their level in lhe same period in 1986, despite 
emergency action by the tourist jndusny to limit the damage. The 
worist industry cut prices, but in many instances below levels that 
mainta.in profitability. Several airlines dropped Fiji permanently from 
lheir networks, so that the tourist flow became thinner. (Other exporu 
also suffered from the reduclion in ll'llnSpOl't capacity.) ln the first half of 
1988, there bas been oo revival of tourism. 

Manufacturing and commerce came as close to a standstill as is 
possible withoul an all-out liquidation of long-term commiunents. For 
most of 1987, many finns were still fulfilling oulS!anding orders, 
including for export, but the situatioa fO£ lhe immediale 'furure is much 
less clear. Stocks have been liquidated wherever possible, end current 
expenses have been cnt to a minimum. This is feasible for a periodi bt11 
not much more than a yur. Although the overwhelming panem b.as 
been one of contraelioo, lhere have been some notable acc:plions. Cor 
example, lhe expansion of cxport-oricnled gannen1 manufacwrc (Chapter 
6). SPARTECA - an agreement offering ~iderable regional trade 
preferences into 1he Ausualian market - bas bcJped significantly to 
contain the decline in manufacturing and to mainlain employment. 

Consuucuon has come IO a virtual standstill once ongo"'i projec1S 
wc:re compJeled. Gross fixed invesunent for 1987 was 33 per cent below 
the 1986 level. 

The non-&oorist semces sector has carnractcd by between Sand 10 
perce:nL 

SU'Ong positive growth occurred in gold mining thanks IO high gold 
prices and innovative new management (Chapter 7). The small mining 
secra:w grew by 12 10 14 per cent. 

Exports of goods and SCIYiccs (in real rums) fell by 8 to 9 per cent.. 
Australian and New Zealand oruon bans on trade wilh Fiji played some 
role. Fiji is now lt)'ing u, diversify its sources or impOrtS, and its 
export dcslinations to places such as Singapare, so that Ille drop in trade 
with Australia and New Zealand may well in part be permanent. 
Because of domestic recession ln Fiji and currency devaluations. impons 
fell by 10 ro t I per cent. The arade dcfic_jJ. declined ID ooosequcncc. 

AggregalC hours of employment. together with wage and salary 
incomes, have plummeted. In lhe formal. modem secto£, over 30 per 
cent of employees have been put on sbon hours. In many cases, 
employees who worked 42 hours per week in 1986 have gradually been 
reduced to 30 or even 16 boon. .rtttnS have, on the whore, preferred 
this strategy to firing Slaff. Workers have accepted such cuts in hours 
and wages in preference to the alternative of losing their jobs. A high 
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degree of downward wage flexibility (and consequently great rcsilienoe in 
the number of jobs) 1w been evident. Unions and wage ~gulation have 
lost influence in private industry and trade (Chapter 6). The fall in 
labour demand bas also been accanmodatcd by lhe llight of skilled and 
professional Slaff to other counlries. Employers are now beginning to 
encounl.Cr still boUlenccks, e\'Cn in the face of severely rwuced activity. 
Slcill shortages could pose a major-problem in the event of economic 
nicovery. 

The Art of DINngaglng 

We sit and talk In a Suva living room. The highly-placvd official 
says: 'My lita'a aspiration has been to build a lamily homa so that I 
can take in my parents, who ware small-holders and financed the 
sons through college. A family home also looked 11kt tha best way to 
pas.son some wealth to the kids. On a large plot. I managed to build 
a laJge house which was worth $240,000 before the coup. With hard 
work and savlrig, my life's aspiration had come true. But today, I 
celebrate that I got $140,000 for the enUre property. Now my 
children have to study and stay overseas, and the oolltge fees in 
the Un~ed States are high. I have a good, secure job for now. But 
eventually, we wlll find a soiutJon for our family, maybe In the US, 
maybe in Australia. I am looking Into it.' 

The public sector implemented budget cuts in September 1987, 
when revenues had deteriorated so much as to make the prc-eleclion 
budget untenable. In early May, the elected Labour Government 
increased public service salaries by 5.5 per cenL By September, the 
admirusD'alioo had implemented a 15 per cent salary cut for public 
servants and the military. In some areas of the public seclOI', this wage 
cut was mitigated by adjustments in housing loans and ooier peripherals 
so that public sector fae•home pay was sometim~ less affected. 
Government operating expenditures were cut back.. But these savings 
were largely offset by great.er claims Crom lhe military. Nevertheless, if 
adjusacd for inflation, there was a major reduction in the size or 
government., with public consumption conlrleting by abo111 25 per cent 

Public capital eJtpenditure was cut back substantially in 1987. partly 
in response to cuts in foreign aid. Government and public enterprise 
invesunent in Teal tenns was about one-third below 1986 levels. Real 
consumption per capira is 5 IO 6 per cent lower 1han in 1986. 

Despite these spending cots, the public sector, under lhe confusing 
circumstance of changing governments., could DOl owdl I.he agility of 
the private sector in coming to grips with the collapse of economic 
activity. Non~tax receipts were also affected by the general economic 
dc(:line. In Lhe ftrst half of 1988, for example, rncn and more tenants of 
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pubUc housing were in arrears. Because revenues fell. the government's 
deficit rose to about FSJ ll million, or 32 per cent of budget revenues. 
This increase virtually doubled lhe net financing rcq~t compared 
with lhe average of the preceding lhrce years. Since economic activity 
had been normal in lhe first four months or 1987, and since govemmelll. 
revenue inflow lags behind real ecooomi<: aclivil}', lhe decerioration in 
the deficit picture during the second half of 1987 and lhe first half of 
1988 is more dramatic than the usual year-over-year comparison 
indicates. 

The credit system came under severe suain after May 1987. 
Numerous small businesses bave been and are being liquidated. leaving 
their remaining fixed assets to lhe banks. Major businesses have 
encountered serious problems. The Fiji Development Bank severely 
restricted lending from August 1987, stopping loans f'or acquisitions of 
agricultural land, refinancing, and provision or working capital for 
manufacturers. It is hard ID judge how long the present holding 
openr..ion in the business community can be sustained without a 
cumulative collapse. 

Twelve Shop• Clond Sine. June Laat Veer 

'At least twelve Suva shops have closed since l.ast June, and more 
are likely to close this year ... Aocordlng to the presidents ot Suva's 
three business organl■alions, there may be more closures by the 
end of the year ... ' 

TM Fiji 7'1m9S, 21 January , 988 

Inflation accelerated from a low rare of about 2 per cent p.a at the 
beginning of 1987 to an annual rate of about 10-12 per cent The take
off of inflation was led by a rise in prices of imported goods after the 33 
per cent deinciation of lhc Fiji dollar. 1'he acQClcration was triggered by 
depreciation and political events, but the way had been prepared and 
facililated by monetary expansion in the six monlhs prior to the election 
wh.en lhc rise in demand deposits (which reflected political 
apprehensions) was not 'sterilised'. Since then, money supply (Ml) has 
contracl.ed dramatically. 

The balance of payments swung from surplus in 1986 to deficit in 
1987. Despite reasonable foreign exchange rcsc:rvcs and reasonably good 
sugar exports, lhc currency bad to be devalued. If this cycle is 
unchecked, events could put the COIDltty ~ the lrmk of a depreciation• 
innation-depceciation spiral. The impression. of a reasonably strong 
foreign exchange position in early 1988. owes partly to the optical 
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i.llusion created by the devaluation (fewer US$ are now converted imo 
more FS) and panly to official loans. 

Flexibility and Resilience 

On I.he whole, the economy and the sociaJ fabric of Fiji have shown a 
remalbble resilience in the face of wch great odversity. There have been 
no ccooomic riots or demonsttations as was the popular response lO 
(much smallet) politically-triggered cuts in real living standards in 
countries like Poland. Brazil and Egypt The people of Fiji have, on the 
whole, endured wage cuts and shorter bours with resignation and 
saoicism. The chardies ha-ve exttted a moderating inflooice. They seem 
to have accepted the fact dw they are becoming rapidly poorer and have 
concentrated on making ends meet. The ecooomy bas shown a high 
degree of downward earnings llexibility. Both in the activities where 
wage firing and minimum wages apply and in the unregulated induslries, 
the wage rates that are actually being paid have dropped. sometimes 
substantially. This has spread the inevitable suffering, bot it has saved 
jobs, at least on a part-time basis, and bas allowed many businesses to 
weather the contraction without going bankrupL Most Fijians can still 
fall bact on their native villages and compensate themselves for lhe 
reduction of cash flow by recourse to infonnal agriculture. Indians have 
relied on their family networks and savings and have displayed great 
resourcefulness in making ends meeL Sociecy as a whole has been able 
to draw on reserves, but it is unclear how much longer Lhis will be 
possible. 

The flexibility of economic behaviour and the people's resouree
fuloess in adversity have been supplemented by a degree of political and 
social calm that surprised us. The emerging poJitical arrangemerus do 
not seem to have excited overt political passions. It is worth recording 
that none of lhe polilicaJ events have led to bloodshed. The people we 
met. despite their unease about what has been happening. seem to want a 
durable solution and a stable fiamework, wilhin which they can work and 
save again. Tberc are no more soldiers ovcnly on the streets and it is 
safe to aravel everywhere. People of alJ races spoke out freely, openly 
and without apparent fear. Indeed, people of all races were disanningly 
open and honest. We were 10ld that, initially, after the first military 
coup, I.here were feelings of vindictiveness end that many people 
welcomed bad economic news with a certain masochistic glee. Bat as 
soon as the full impact of Lhe events on their own ramily's fommes 
became felt. a more sober, realistic attitude took over. We could not 
help but be ampressed lime and again by the calm, maturity and good 
will of the people of all races whom we met. 

lt seems to us that the economy's flex..ibility, the proven 
resourcefulnes!I of lhe people in adversity, the maturiry and cohesion of 
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the people in their misfortune and the laclc of agitation are considerable 
assets for economic recove.ry and lasting growth in Fiji. Indeed, the 
collapse of 1987 and the experiences of 1988 may weJJ mobilise a new 
resolve to cooperate and to start from a clean s:latc. People seem 
chastised and ready ro make the sacrifices that will be needed to lay the 
ground for a better future. We left Fiji with the overwhelming 
impm.sion that bo1d and stable leadership would draw fonh the needed 
degree of cooperation and support in launching major reforms of lhe 
social and economic order. 

The Ritks or 1988 and Beyond 

The interim government's budget strategy for 1988 is based on the 
official forecast of a real GDP contracLion of 6.S per cent (year-over
year), further declines in consumption and invesament, a fairly resilient 
eiltport sector and steady agricultural prospects, as well as some 
acceleration of inflation. The budget for 1988 (announced on 17 
December 1987) envisages funhercu.ls in public expenditure and arise in 
the bodget deficit to $119 million (Table 1.1). The 1988 budget also 
anticipates a Sleep and exceptional rise in debt service requirements, 
which will make it hard LO cut operating expenditures fwther. 

Tabl• 1.1 
THE FIJI BUDGET 

(Mitr10ns of current-price $F} 

1986 1987 1987 1988 % change 
(budget) (budget) (revised) (budget) (87-$8) 

Budget Expenditure 444.6 4n.6 444.2 420.2 -5.3 
Operating 371.4 384.8 381.3 3.64.5 -4.4 
Capital & Capt Loans 73.3 92.9 62.9 53.8 -9.4 

Budget Revenue 360.8 399.8 342.9 301.8 -12.1 

Budget Deficit -83.8 -77.8 -101.3 -119.1 
Gross Anancing 

Requirement SM.7 85.8 110.9 119.1 

Net Financing 
Requirement 
[•IMF Deficit] 69.1 49.2 80.7 44.4 

Source: Mini51er ol Finance (1987) 

Firsl, domenic debt has, from l983, been raised withou1 lhc 
provision of a Sinking Fund. Repayment now b.as to come fully out of 
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recurrent revenue when Lhe debt falls due. The first unfunded. five-year 
domestic bonds, issaed in 1983, fall due in 1988. 

Second. much emergency borrowing in 1987 was shon term and 
will have to be repaid in 1988. 

Third. I.he depreciation of lhe Fiji dollar has driven up debt services 
(in Local currency) on outstanding o~ debu. 

The fiscal balance is extremely precarious. Allhough the budget 
contains further curs in recurrent expenditure, these have not been 
implemented. lodeed. it is hard ID i.rnagine how further cuts (including 
in salaries) can be made at times of accelerating inflation. In the first 
half of 1988, revenue oolleclioo bas been weak. Before long, it may be 
very hard to meet the monthly salary bills for the civil service and the 
military. The government is preparing a mini-budget for the middle of 
1988. 

In a situation in which the economy has undergone a rapid change, 
year-over-year comparisons can be misleading. Grapb 1.1 (upper panel) 
illustrates the point wilh regard to gross domestic produc1. Tbe 1988 
yearly average of real production is officially expec.ttd IO be 65 per cent 
below the level of 1987. But lhi:s is compatible with quite different time 
paths through I.he course of 1987 and 1988. For eumple, time paths 
A, B and C of economic actirity (seasonally adjusted) are compatible 
wit.h a drop of 6.5 per cent between the averages of 1987 and 1986. 
Although there is some vagueness in this matter, it seems that official 
forecasts imply something like Time P-atb B, namely a turnaround in 
activiiy in mid-1988. A decline of 6.S per cen1 lhus implies a fairly 
optimistic picture during lhe c:owse of 1988, namely that the conuaction 
will end and an upswing wilJ start. On the grounds discussed in the 
following paragraph, we have come to lhe conclusion, however, that 
official economic roreca.m foe 1988 are based on improbably optimistic 
expectalions. In our view, a contraction or only 6.S per cent seems 
implausible on the basis or I.he available macroeconomic information 
and the plans that emerged in the numerous interviews we bad wilh 
busine.ssmen, farmers aod od\et ecoro:nic dr:cision-maten. We lhercfore 
anticipate that the turnaround may occur rather laler than officially 
expected and we expect to see a time path of activity that resemble.~ 
Time Path D in the lower panel of Graph 1.1. This means tha1 
domestic product could again contract in 1988 by 12 IO 17 per cenL 
This would lake real per-capita incomes w a level of 2S to 30 per cent 
below 1ho 1986 average. 

Our review of the official forecasis on which the 1988 budget was 
based is as follows. 

We see little evidence lhat indicates a slow-down in the me of 
decline in overall activity and a modenue recovery after mid-1988. At 
best, such a mid- l 988 turnaround would be precarious and the downside 
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risks are such lhat prudence would dictate lhat the government should 
prepare for the eventuality of a delayed recovery. 

The official forecast is bued on a level of sugar productioa 1haJ. is 
12 per cent below that of l987. Togelher with a depletion of 
considerable stocks, this would help to maintain sugar ~pons at 1987 
levels. S incc Lhe end of lhe drought. sugar cane is being replanted lO 
capacity. Earlier fears that Indian planters would hesi1ate are not borne 
out by the facts, although one observes some dlvers.ific.atioo into rice and 
pulses. There were rcportS of drought-induced delays in planting, of 
shortages or seed cane, and short.ages of fertiliser. But we do not expect 
these factors t0 significantly reduce sugar production below official 
expect.ations for 1988. Another mane.r is lhe processing of sugar, which 
may be hampered by I.he progressive reduction in the purchase power of 
worker incomes. Production costs in the entire sugar industry have been 
pushed up dramatically by the effect of the depreciations on the prkles of 
fertiliser, fuel and transport, and world sugar prices in 1988 a.re lower 
than originally expected. The stimulation of sugar growers' incomes 
after lhe currency de]X'eciations will only be sbon.-tenn. 

Can• F■rtlllaer Run■ Ou1 

'Cane farmers have been hit by a shortage of fertilis-er. Th• Fiji 
Sugar Corporation has bean unable ID obtain stocks from Japan ... 
farmers badly needed the fertlllser because planting had already 
bean delayed by drought ... 
The FSC yesterday confirmed that it was running out of fertiliser 
stocks ... FarmaT9 would no1 gal fartifiser tor aboU1 a month ... 
F•rtihsar prices have inaeased as well ... • 

Th4, Fiji T,mes. 16 January 1988 

FertlllHr Secured for N■xl s Month, 

'Action by the Prime Minister, Ratu Sir Kamlsesa Mara. has assured 
the country'• 20,000 sugar cane farmers of a c:onstant supply of 
fertiliser for the ftr.t six mon1hs of this year ... (He) personaUy me1 
th• ambutador o1 the Republic or Korea and the representative of 
Taiwan in Fiji, and $ecured the shortfall in supply.' 

The Fiji T1m11s. 10 February 1988 

The world economy ttas been slowing down, and we ~t a growth 
pause in world demand (see below). In these circumsmnces, the 
assumption of steady commodity cxpons aad high tourisl arrivals 
appears overly optimistic. 

The official forecast: foe IOUrism is based on a rise in, IOU.rist am vals 
to a level of 230 000, only abouc 8 per cent below lhe peak level of 
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1986. We find lhis forecast implausible. We heard widespread reports 
that forward bookings from February 1988 onwards are very low, with 
arrivals abo\11 one-third below previous-year levels. Hotel opctaIOrS are 
reluctant to repeat Loss-leader campaigns of the type tried out in late 
1987. Three intQnationaJ airlines are mis.sing from lhe Fiji market, 
although Japan Airlines expecas lO return in late 1988. In early 1988. 
there were 26 fewer international fli.ghts per week (compared IO 1986). 
Air Pacifi<:. the loss-mating national carrier, cannol make up the gap. 
cenainly not in the North American business. Hopes that Fiji will 
greatly benefit from the tourist boom into Australia seem unjustified, 
because I.be uavel induslfY has already put logclher most of its tour 
packages for 1988 into Australia. The tourist market will be price 
driven, but past (and possible future) currency depreciations will do linle 
to u.c;ist this import-intensive industry. Increases in hotel turnover tax 
in the new budget will not help eitber. Two other serious obstacles to a 
reLum of tourism back to nonnal are the bans on most Sunday activities 
and the chaotic, time-consuming and ineffectual departure procedure from 
Nadi which will keep lOurists away.I We estimate thal tourist 
expenditures wiU be around $120-130 million rather than lhe officially 
predicted S 172.5 million. 

It is likely I.hat real invesunenl will stay much further below tbe 
1987 level than lhe orr1eially assumed 13 per cent. There has been 
virtually no new private inveSPnenl since Lhe coups. and many people 
cry to liquidate their invcstmenLS wherever possible. Plans to revive 
projects that wae planned before the elections and coops will take time 
to start up. There is evidence of a trickle of ongoing public sccmr 
invesunem. but the proposed budget cutS (total capital cxpe.odi.lUre down 
by 40 per cent) imply a further and continuing contraction. For 
budgetary reasons, real capital expenditure by the govcmmeot and public. 
corporations will pn:>bably have to fall by more than \he 8 to l O per cent 
assumed by official foreca.11tn. 

There is no official forecast of ex.peeled inflation, but informed 
impressions seem lO be that. by December 1988, the annual inflation 
rate will have acceJenu.ed to at least 20 per cent. By April 1988, food 
prices in Suva were reporttd to be rising already at a higher rate than 
that. This has serious implicaoons for the real living SWldardJ of lhc 
poorer segments of the wban populalion and for social and political 

1 Security check.I cc ru:cessuy. BuL there ii an urgent need to make lhesc 
con1rols more cffecuve and to streamline proeedu.ru. At lhe moment. 
deparrure procedure• lab abQUl an hour and a lulf 111d are u chaotic u in 
Bombay, Bceawe &his is st.raiegically important for rouriam, prompt 
AUJtralian aid should be given U> help reorgani.u secl.Dicy 1111d departure 
procedwcs in Nldi. 
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stability. The inflation forecast of 20 per cent by the end of 1988 is 
based on an assumption of cuts in pubHc c:xpcnditnres, wage reductions, 
no further cUJTeDCy detweCiatioOS, and a continuing fmn monetary policy. 
But it now seems likely lhat the price level will continue ro run out of 
control. 

The Fiji dollar has a fixed but adjustable exchange rate (flxed to a 
basket of currencies). So (ar, exchange rate depreciation has been 
contained to 33 per cent since May 1987. High domestic interest rates. 
controls on capital outflows, and downward wage fle-xibility have 
prevented a steeper depreciation. Indeed, macroeconomic policy can 
hardJy be faulted for firmness and cohesiveness throughout a period of 
political confusion, heightened fears about the future, and economic 
collapse. Such a situation could., witb less able managemeni. have 
easily ended in a collapse of the nation.al currency. Nevertheless, tbe 
trade credit system bas virtually collapsed; the couniry has relllmed to a 
cash economy. Horizons or business planning and lending have 
shOl1ened. :reducing the efficiency of lradc and commerce. Wlulc pegging 
the eitcfumge rate has helped to stem £arUicr inllalionary impulses, it 
also subsidises lil05C who withdraw capital from the country. There has 
been considerable unauthorised, and in the long run unsustainable, 
private capital OUlClow, despite the controls. We estimate that capital 
night is running at an annual rate ofFS120 million, most orwruch is at 
a high cost to those who engage in iL An informal street IJ'lde in Fiji 
dollars deals at about 20 per cent discount (see Chapccr 8). If the budget 
expenditure cuts do not materialise, it may become impossible LO 
maintain the of(iciaJ exchange rate. And it will be important not to 
.hamper expons by trying lO enfca:oc an overvalued exchange rate. 

In the first half of 1988, money and capilal markets did not funaion 
well. Despite a considerable drop in interest rates (leading LO negative 
real interest rates) and great Uquidity, little credit was given for 
productive investment. partly because of non-price obstacles and partly 
because there is a reluctance of banks to commit themselves to positions 
in Fiji dollars which - they fear - will depreciate later on. Exchange
rate pegging thus hampers market responses to the changes I.bat occur. 

Capital flight will go on if confidence is noc. convincingly rebuilt, 
and could drain Fiji's foreign exchange resctves. It is 1roo the country 
can draw on the IMF Gold Tranche, but there is a danger lhal iniema1 
budget imbalance and weak foreign reserves could interact to create a 
situation where foreign loans would have to be rescheduled (as has 
happened m Latin American countries chat suffer from a similar capital
flight syndrome). 

Unemployment could reach 20 per cent of the labour foffi: by the 
end of 1988. Together with a shorter work-weet. this would amount to 
a loss of petbaps 30 pet cent of lhc volume of labour input (Chapta 6). 
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nie greatest danger to I.he economy is a cumulauve e:xodas of 
qualified people. It is hard to exaggerate. the deleterious effects of a 
continuing mass cmigranoo. Many government institutiom and Cinns 
are suffering from loss of staff. One may visualise the consequences by 
imagining the effects of one-third or the leading management and 
technical staff leaving any given firm. Corpota1e memory is being lost. 
and SW'ldard operation, have to be entrusted to inexperienced staff. Many 
offices and shops ate simply being left vacanL Patients in hospitals are 
left unattenocd. Repairs cannot be made. Supplies vanish. School 
children find tha1 Lheir ~ has left for Sydney or elsewhere over lhe 
past weekend. The effects on the morale of I.hose left behind is often 
devasmting. 

The World EconomJ 

Fiji's recession coincides with a weakening of world demand. In the 
indostrial c.ountrics as a whole. the collapse of the SIOCk markets and Lhe 
eoswng downward adjustment m monetary wealth will have some 
downward cffccu on spending behaviour, 111 a time when I.he 1984-87 
upswing is petc:ring out. Alt.hough we do not, at this stage, subsc:ribe to 
the view ol globaJ recession in 1988-89, we expect that world demand 
will expand slowly in rut terms. Resurgent price and cost-push 
pressures and already large public sector debt bunk:ns will make it bard 
for monetary and fiscal policy to become expansionary. ln any event, 
the key OECD governments have learnt lhat Keynesian demand 
expansion works only when price expectations are stable. In the late 
1980s, I.his condition is not given. Policy-make15' recent experience is 
that demand apansion SttVed mostly ro drive up price levels and public 
debt, and that governments can no longer readily 'print jobs'. 

We expect I.hat OECD's overall demand will slow down during 1988 
and thJll the import demand of lhe industrialised countries wiU, in real 
lCJ'DlS, grow by Unle more lhan 2 per cent, half the rate of 1987. 
Forecasts for 1988 and 1989 are laden with downside risks because of 
uncenainties created by n:oent stock market movements. imbalances in 
public sector finance and ln international payments, and the political 
rub of the GulI war. which c-ould affect energy prices in unforeseen 
ways. Fiji's economy can expect lictle external stimulus. 

Is 1bt Bu.dget SuffkitnCly Heroic? 

Given the domestic and inlemationaJ economic outlook for Fiji, the 
official forecasts (-6.5 per cent GDP and 15 per cent inflation by 
December 1988) do 1101. seem altogethu plausible. The government 
shoold prepare to cope with lhe prospect of a continuing contraclion in 
0111pu1 and a. more dramatic acceJeralioo .in inflalioo. 
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At a Critical Crossroads 

At first sight. the 1988 budget seems heroic enough. In lhe course 
of 1981. public secux pay ~ cut and budget e~ndilUl'eS we.re reduced 
tO their 1986 level (i.e. 7 per cent below the originally announced, pre
election budget of 1987). For 1988, the projected Cllpenditure level is 
$420 million. 1be govcmmen, proposes lO cut operating Cllpenditure 
by 4.4 per cent (in a period of accelen1ting inflation) and capital 
expenditure (including capital loans) by 9.4 per ecru. Holding public 
sector wage rates constant in dollar ienns implies a further cut in Lhe real 
incomes of civilian and military employees, probably by about 12 ro 15 
per cent in the course of 1988. lt is a matter of concern lhat, several 
months after the budget was announced, no administrative steps had been 
taken tO implcmem lhe expenditure redootions envisaged in the budgeL 

The deficit is projected to rise considerably, to nearly 40 per cem of 
projected budget revenue, because there has been a vinual collapse in 
:revenue, collection. Revenue m the 1988 budget is officially projected 
about 12 per cent below that of 1986. But even lhis may tum out to be 
overly opLimistic if the budget's economic assumptions do not 
materialise (as discussed above) and revenue coUec[()rs are less lhan 
assiduous in their task. 

Greai pressure may lhercfm"C emerge on the deficiL A further mini
budget is en ·isagcd fOI" mid-1988. h may be hard to contam claims for 
increments in military spending. Although foreign aid is again □owing 
more gene.rously, painful ellpenditure cu1S and sale of government-owned 
asseu cannot be postponc.d for long. If the resumption of overseas aid 
has weakened the resolve lO act. it will have served lO deepen the 
underlying problem. 

The financing of the bom>wing requirement - whatever it may Lum 
out lO be - will be extremely difficult Aid funds will not be sufficient 
to cover che prospective deficit. And commercial finance for a 
developing country that is pcn:eived as politically unstable and beset 
with a hard-to-manage deficit will be very costly, if not altogether 
unobtainable. We do not know bow Lhe government will make ends 
meeL While foreign exchange .reserves are reasonably canfortable in the 
first half of 1988, they will not be able to withsland lhe onslaugh1 of an 
enueoched public deficit and continuing capital nighL A need to 
reschedule foreign debts looms on the horizon. 

As is discussed in more detail in Cbapu:r S, one way of covering 
lhe deficit is by selling assets. Th.is is I.he way businesses reac1 when 
they are in financial difficulties. Such business-like behaviour would. m 
our view, suit a small developing coun1ry with an overblown and costly 
public sector. For good economic and social re~c>ns. privatisation has 
become a SU'81Cgy in many developed and developing eounlries, and lhe 
long-tenn growth _porcntial of lhe Fijian economy would be enhanced if 
more products and setVices were rsmnccd by genuine (Xi,1lle enterprises. 
Long-run strategic considerations on how lO rescue the economy 
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(Chapters 4 and 5) point in the same direction~ the tactics for salvaging 
the budgets o( 1988 of 1989. By selling off one or more public 
C()IJ>OOltioos, the govcmmcnt could set both strategic and taetical signals 
for recovery. To obtain best value from private buyers, asset sales 
should not be presented in an emergency fashion and should be started 
early and in an orderly manner. They should be placed in the context or 
a comprehensive, explicitly declared long-tenn strategy or privatisation 
and small government. 

The Economic Future or Fiji is Wide Open_ 

A teehnical analysis of data and trends cannot convey the hardship and 
suffering implicit in a 13 per cent drop in real per-capita incomes in 
1987 and a further decline in 1988. Few 20th-century nations have bad 
lhe experieoce to fully understand what the citizens of Fiji are going 
through. From an. income level of USS1650 in 1986, average incomes 
may fall to between US$l l 50 and USSI230 (at constaru 1986 prices) by 
the beginning of 1989. Such falls are unusual, even by the standards or 
the most unstable developing-counay economies and arc rare other than 
in limes of ma.JOT wars. They imply dial most people's ~irations will 
be frustrated, that there will be many economic refugees, thaL many 
people will fall into poveny and that resentment will be a burden to 
future harmony and economic: growth. As we have already stated, we 
found an admirable lack of resentment to date in Fiji. but only time can 
tell how Fiji1s society will cope over the longer tenn. 

Although we can on1y speculate about lhc furure, we are sure that 
1987-88 will mark a crossroads in the history of Fiji, of Fijian society, 
of Pijian-lndian relations and of political-economic managcmenL A 
return to the idyllic days of pre- and post-Independence Fiji seems 
unlikely. The future of the new Republic of Fiji is wide open. 

In order to speculate about what Fiji's long-term economic Cuwre 
might be and to discuss alternative strategies lO cope with the f utDre, it 
is important. to look ooefly 11 I.be medium-tum past and the structure of 
Fiji's economy. 
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1874 

1963-1967 

1967 

1 0 October 1970 

13 April 1987 

24 April 1987 

14 May 1987 

22 May 1987 

29June 1987 

At a Criiic.al Crossroads 

CHRONOLOGY OF EVENTS 

Cession of Fiji to the Queen of England. 

Internal autonomy gradually passed to local 
adminrstratlon. 

The leader of govemmenl business is the 
legislative Council; Ratu Kamisese Mara 
becomes Chief Minister. 

End of oolonlal era. Independence. Govern
ment under the conservative, Fijian dominated 
Alliance Party of Ratu Mara. 

Election vlciory ot labour/National Federat10n 
coalition under Dr nmoci Bavadra, the former 
leader of the public service trade union. 
Formation of an Indian-dominated government 
with plans to nationaltse cer1aln industries and 
redistribute wealth. Five and a haH per cent 
sala,y increase for civil servants. 

Protest march In Suva against claimed Indian 
oonlrol of key cabinet posts. 

Military coup led by Colonel Sitivenl Rabuka, 
establishes emergency government lo replace 
Bavadra government. Council of Ministers is 
established with Ratu Mara as Foreign Affairs 
adviser, Colonel Aabuka in charge of home 
affairs and the Reserve Bank Governor, Mr 
Siwatibau, In charge of finance and economic 
affairs. 

Elghtaan member Advisory Council, as an 
interim admin1stratlofl pending new elections, 
under Governor-General lakes over from 
emergency government. Majority of Council 
aligned with Alliance Party. Governor-General 
announces constitutional review. 

Fiilan dollar devalued by 17.8 per cant 
Imposition of severe restrictions on oapilal 
movements. Budget cuts of 20 par cenl 
foreshadowed. 
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17 August 1987 

4 September 1967 

Early September 1987 

25 September 1987 

1 Oclober 1987 

6 October 1987 

S Decamber 1 987 

8 February 1988 

Constitutional Review: COmmlnae reports to 
Governor-General; divisions between members 
of the Commit! ... 

Peace talks to form a caretaker govemment of 
national unity. T aukei supporters protest 

Flftean per cent pay cut effective for civil 
aarvants, with a further cut of 1 o per cent 
forashedowed. Military pay cut between 18 and 
25 per cent. Oeuba ao:::ord between two major 
political groupings. 

When Governor-General is to announce a 
caretaker government with both major political 
groupa sharing power, second mlrrtary coup. 
Eighty-four Labour coalition supporters in 
euatody. Rabuka resumes power at tne head of 
a 22-member Council of Ministers. 

The 1970 Constitutlon is abrogated. 

Fiji Is declared a Republic. 

Brigadier Rabuka hands back power to Ratu Sir 
Ptnaia Ganllau, now President of the Republic, 
who in tum appoints mainly civilian Interim 
Government under the Prime Mfnlstership of 
Ratu Sir Kamisesa Mara and with Brigadier 
Rabuka as Home Affairs Minister. 

Agreement with Australia to resume aid that was 
severed in May 1987. 

20 



Chapter 2 

The Fiji Economy over the Past 
Generation 

Economic Performance In lnlunatio:nal and Historical 
Contexts 

The longer-term perfonnance of Fiji's economy has been less imp~ive 
lhan lb.at ol a number-of other newly independent nations farther west in 
lhe Pacific Basin. lndecd, Fiji's recent economic growth compares 
poorly with most middle-income counlrics. Per-capita incomes grew 
slowly op to the early 1970s, at a time when lhe world economy was 
expanding fast. In the first hatr of the 1970s, growth in the. newly 
independent country accelerated for a few years, owing partly to public 
institution building, which .raised measured national prodocr. But since 
then, income levels have risen only a lillle (1973-86: +0.6 per cent p.a .. 
in real tc:rms per capita), bringing per-capita incomes in 1986 'to about 
USS16S0. This pulS the Fiji economy near the dividing point beLwcen 
lower and higher middle-income countries in lhe World Bank 
cla<;Sificauon, the range over which economic growth normally 
accelerates. Graph 2.1 places Fiji's income level and growth 
perftxmance into an international and historical perspective. However, 
we must temember chat we arc dealing heJC with a very small economy, 
where the dimensions and economic problems are, in mauy respects-, 
more akin to lhose of the Adelaide metropolitan area. or the Grand 
Duchy of Luxembourg. rather than a big national economy. The 
population of Fiji was about 715 000 in 1987. Its land area is 18 274 
square kilomettcs, .i.-pread ool over a ~t area of the Pacific. 

Compared with counuies in a similar income bracket, the Fiji 
growth rate appears to be low (Table 2.1). 

Fiji's reasonable affluence by South Pacific standards, and the ab
sence of close-by neighbours with more dynamic economies, seems to 
have led IO complacency on lhe part of policy~makas and pJanncrs. 
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Grtph 2.1 
FIJI'S ECONOMIC GROWTH 

IH .AN INTERNATIONAL PERSPECTIVE 
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Economy ovo ~ Pan GD1D01ion 

They were apparem.ly not unduly alarmed when the economic record 
became even less impressive in the 1980s. 

Table 2.1 
COMPARATIVE INCOME LEVELS AND GROWTH RATES 

Malaysia 
Thailand 
Republic of Korea 
Taiwan 
Fiji 

Income laval 
(1986, current USS) 

1731 
753 

2241 
3507 
1635 

Av. annual growth rate 
(rMI per-cap. GNP, 

%, 1973-86) 

+3.4 
+3.6 
+6.2 
+ 5.4 
+0.6 

S®~: International Monetary Fund, lntamatlonal Bank for Resource 
Development, natlonal statistics. 

In re1rospcc1, it is hard to resist the conclusion lhac lhe poor 
economic record of the 1980s led co lhe rismg unbappin~ of the poorer 
people of Fiji that was mobilised by the Labour/National Federation 
coalition in the 1987 election campaign, as well as by Lhc 
populisr/Fijian nationalisl Tawi movemenL In a framework of slow 
growth, latent and half.realised fears about economic security and 
progress could be galvanised by predictions that the ccooomically wcakcT 
ethnic Fijians might lose control of lheir land and their basic economic 
security. A3 elsewhere, slow growth and {mstrated expectations were 
ttanslated into political frictions. 

Goal Achievement ovu the Past Decade' 

Economic growth over I.he past decade has been not only sJow on 
average, but fairly unstable as well (booms occw:red in 1979, 1984 and 
1986; see Graph 2.2). This cyclical instability reflects changes in 
demand in the wmld economy. as wdJ as the impact of cyclones and a 
severe droughL Fijians have tended to blame slow and erratic economic 
growth on the bchaviOUt or their terms of trade. Bul this is only 
superficially plausible boc.ause tenns or trade are, in I.he longer nm. 
shaped by each eounb'y•s own policies. In eonttas1 to the more success• 

1 nu, analysis of maaoeconomk 1reods c;ci be confined ro highlighting 
the bare essentials. Fiji's own macrne.c.onomic .nalyscs (c'J)eeially l'.hoi.c 
of the Reserve Bank and lhe Minisiry of Finance) are competent and sclf
c-riuctl. for further b«ckground reading on the Fijian maaoeconomy, 
reaclen ae re(errcd, lO Central Planning Office (l 985). especially Chapw-
1; Ministry of Finance (1987), md Reserve Bank of Fiji (pas.rim). 
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Gr1ph 2.2 
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Ecolll)my over rite Past GeMracion 

ful developing countries, Fiji has continued to rely heavily on a few, 
cyclically sensitive primary products, especially sugar. In 1984, rea.1 
in.comes from sugar we:.e only half those earned in 1977. About SS per 
cent of Fiji's expons still consist of lhe same type of sugar that was 
exported in I9(i(), whereas Fiji now buys greally improved medicines, 
cars and machines. lt is therefore no surprise that lhe tenns of trade have 
decl.ined. Reliance on favourable sugar deals h.as diverted attcolion away 
from more dynamic growth opportunities. There bas been growth in 
some new expons, such as tourism and clothing. More such 
divcrsfficadon is the route tO improving the lemls of trade. Only 
innovative change and export diversification will help FiJ1 free itself 
from the effect'> of unfavourable and erratic world market conditions. In 
this respect, Fiji should see itself a.-. in charge of i~ fate and capable of 
improving its terms of r.:radc by its own aclions. 

Fiji's poor growlh petformaooe cannot be explained by deficient 
capital formation. The domestic savings rate has been fairly high, 
though falling (abou1 11 per cent of disposable income during J 980-85), 
and has been supplmicnted by a net, capital inflow. During the fust half 
of the 1980s, capital iransfers from abroad have risen rrom about 7 .5 pet 
cent of all caplJal accwnuwion to about 15 per cent. In other words, 
capital fonnation in Fiji has gradually become more dependent on 
foreign savers and aid donors. However, net capital transfers have in 
recent years been below lhe average {or countries of Fiji's living 
standard. This is so because lhere has been considerable private capital 
outflow. Those who earn and save in FijJ have been dh-ersifying their 
investment portfolios to other countries, possibly reflecting doubts 
about long•tenn Sf.ability and opportunities in Fiji. 

Fjji's inflation has been rugh. Since Independence in 1970, 
consumer prices, have risen by 8 per cent on annual average and the 
national curreocy bas lost 78 per cent of its value. Tite mflation rate has 
also been irregular and unpredictable (Graph 2.2). Inflation cats away a1 a 
nation's socio-political stability and its ecooonuc growth potential. lo 
1984 and 1985, however, under the influence of external imbalance and 
perhaps to counter rising fiscal deficits.. moneWy policy suddenly 
became suingenL MJ rose by only 0.5 per cent ( 1984) and 2.8 per cent 
(1985). This put considerable strain on the economy and the social 
fabric. We wess the suddenness of the monetary lll.ffl-around, but 
certainly do not wish 10 criticise monetary restraint as such. Its absence 
would only have pos.tpaned and worsened the burden of stabilisation. 
Fiji's long-tenn inflationary experience must bave entrenched 
inflationary expectations, so lbal expansionary macroccooomic policy 
would promptly lead Lo infiation and currency depreciarions, which 
would feed back imn inflation again. 

lnflation was :rdaled to a background of persistent and rising budget 
dtficitS. During the ftrSt half of the 1980s, the equivalent of 20 pet cent 
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of recurrent revenue, or S.2 per cent of the gross domestic pl'Oduct. was 
borrowed by the government Such a rate of borrowing is fmaneially 
unsustainable. 1be government was in effect creating a relatively big 
and afiluem public secior and a relatively poor citiz.enry. This stra1egy 
was highlighted in 1983-84 by salary increases in the 85 000-strong 
public sector, whose mcomes were indexed against inflation even when 
real national income fell. Some unionised labour was also protected 
against reductions in real income. so lhat the adjustment burden of the 
bard times in the early 1980s fell heavily on small, independent 
operators and the 'have.nots', including the unemployed. This episode 
.is not unusual for less developed counuies with an interventionist make
up: privileged organised labow and government officials make the 
income dislribution more unequal al the cxpenso of the poor and the rural 
population in particular. Inflatioo ~ reinforced and aggravated this type 
of income .redistribution. When the government was finally forced by 
exiemal deficits to impose a publ_ic sectorwa,ge free7.e in 1984 and 1985, 
I.he public service unions were instrumcnlal ln forming a new Labour 
party (wider the public service. union leader, Dr. T. Bavadra) co resist 
burden-sharing in I.he face of de(:lining terms of trade and a declining 
ruwonal income. 

Unemployment raies in developing coururies are hard to m~ and 
interpret, given a large informal sector into which many people who 
would otherwise be unemployed can be absorbed in undrzemploymenl 
The evjdencc points to rising unemployment (to 8-10 per cent in 1986). 
Increasing unemploymenl, especially in urban areas. would have 
contributed lO a perceived dettrioration in the economic conditions of lhe 
poorer cit.izens and hence to the socio-political tensions lhat have 
developed in receru years. 

Fijj's ~temal equilibrium graduAUy improved during I.be first half 
of the 1980s. This ~ was helped by once-off international transfers 
of aid and insurance receipts after the cyclones, which eased exlemal 
deficit pressures. Fiji - like other undynamic Lesser Developed 
Countries (LOCs)- has been suffering from a 'struerura.l' balance-of• 
payments weakness and a weak crade position. Reflecting this, the 
exchanie rate of lhe F$ against the USS (which was at the time firming 
against most world currencles) depreciated (aboot 8.5 per cent p.a .. 
1976-86) and slightly in excess of domestic inflation. 

ln the face of such a mediocre. overall ecooomic pcrfo.nnance, it is 
not surprising that the ele(:torate looked for a political alternative and 
chose the newly formed Labour/National Federation coalition in 1987. 

Tbt Traditional Approach to Economic Policy 

Fiji's policy approach may be characterised as conseTValive
adminisuative. The.re is considerable reliance on government. This is 
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reflected in lhe large public sector,. which makes op a slllmling 35 per 
cent of formal employment; in the reliance on old-fashioned five-year 
planning; and in a plWIOnl of State enterprises that provide goods and 
services which, in olher counuies, are often produced privately, 
competitively, and more efficiently. In the early 1970s, there was an 
apparently seamless transHion from colonial paternalism to State 
capiwism. 

'Our problems go back more than thirty years.' 
Ssnior Cabinflt Minister 

The basic e.conomlc policy approach of post-Independence Fiji 
clearly reflect.s the mixed anccsuy !hat. makes up contemporary social 
philosophy in Fiji: a tnuht10nal, hicnm:hical social structure or 
indjgenous Fijians, which relied on initiative from above, from lhe 
chiefs; 2 a paternalistic colonial inheritance wil.b a benign civil service 
running lhe Stare in a delDC.bed, selfless fasruon to ensure law and order, 
but wilh little interest in a dynamic economy; a model of the Indian civil 
service with its complex social pyramid and infinitely intricate 
complexities, based on lhe assumption that go"c:mment and \he clerical 
caste know best and are destined to direct lhe world; and a tradition of 
white and Indian traders who rely on their own performance and their 
families' rcwurces for success. 

Of these, only the lasl lra<lition would not be likely LO lead to a big 
State apparaws. And even the trader tradition bear! in itself fon::es that 
make for cosy ammgements with the State rather than free market 
competition. 

Educational and trade links with predominantly mert:.antilis1/statist 
regimes in Australia, New Zealand. and India, and with lhe Fabian 
stralWD oI British social philosophy, helped to generate a collcc
tivisVstatisl social polky 'culture' in Fiji. 

lt is lhcref01e no surprise that Fiji's economic development philo
sophy and macroeconomic management style has been essmtially stalisL 
It relies relatively liule on Spontaneous. decentralised market£~. on 
iruhvidual dynamism and on &he judgmenlS of lhe individual citizen. In 
these respects. Fiji is similar 10 man)' other Conner colonies. Bot there 

2 One of the par stw:smen or early Fiji, Ratu Sutw:ia. quite explicitly 
def.ended • traditional more a1UOCntic Fijian 1tyle: 'Bnlish colorualist.s 
[ue) ... affecled by the discredited Enligbmunenl hypothesis of the 
blissful stale of nature ... [but] historic reali1y wu lhal moderately 
UI.OCflltic personal authority, religious and kin.ship lies (,vue lhe] ... 
principle1 of • ,ocial order redeeming lhe people from utter chao~ IIJ1d 
primitive 1ubsiitcncc' (quored in Macnaughl. 1982:153). 
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is now an increasing numbcf of dynamic middle-income countries where 
individual achievement and economic freedom and confidence are 
encouraged and where ecooomic successes have been impressive. ll is 
true lhat many of these dynamic economics have 8UIOCtatic, though more 
or a open government. Wtw matten seems to be not the frequency of 
elections, but a style of govemmciil that wsts and encourages lhe 
economic self-reliance of the individual citizen and, at the same time, 
ensures stability without calcifying economic and social strueturcs and 
wilhout toleraLlng corrup(ion. 

The Statist approach is Kfiected in Fiji's five-year planning 
mechanism, which is an Indian-style central plan fixing detailed. targets 
and projecas. Reflecting lhis, Fiji's development policy has been closer 
to tklailed social engineuing than to providing a simple, logical, stable 
and cohesive framewcn: for individual decisions. Ll.t.ewise, there ill a 
proliferation of State corporations and an inherent di~1nl!lt of profit
motivated mdividual wotkers, savers, iovesun and entrepreneur-cilium, 
as well as of lhe rough-and-tumble cham of competition. The efficiency 
of the prioc mechanism bas been impeded by wage and price controls in 
important sectors and thete arc contradictary, cum.betsome regulations of 
many petty details of ecooomic life (sec Chapter 4). 

The collectMsl/st.ailst tradition has allowed public servants and 
unionised labour to dominate a growing share of cconomic decision-
making. This bas injectt.d disincentives, rigidities and delays, and has 
made for low productivity growth and poor profiaabiliiy. In the face o( 
the ccooornic nuctuations in the 1980s, this inflexibility had the cffea 
of loading most adjustment burden., onto the non-regulated sector. 
Anothec rdlcction of the stalist approach is I.be substantial rise in forced 
public saving and public sector indebledness. 

Stati.st policy is not imstainab1c in the long term in a competitive. 
changing world. PainfuJ adjusunenlS are sooner or later ioevilable in 
Fiji irrespective of the events of 1987, which undermined lhe resilience 
of the economy and undid dcmOC'l"ICy. Some adjustments were under 
discussion in I.he early 1980s. but no real rcf orms or lhe post-colonial 
policy strucnue have been auempuxl. 

Given official policy in the statist mould, the private Fiji economy 
has shown remarkable s.igns of individual enterprise, self-reliance, 
flexibility, economic risk-taking and commercial innovation. Some 
imponanc sectors wilh economic potential arc not regulated and can be 
mobilised for economic growth and job creation. Proven enucpre
neurship is mainly manifest in the Indian communities, bul obstacles 10 
Fijian initiative do not seem insurmountable. The undercu.rtenlS of 
Fijian village entrepreneurship and self •reliance became visible at an 
early st.age of lhe colonial era in I.he - admitl.edly poorly managed and 
somewhat misguided - Viti Company or Apolosi R. Nawai. A nation 
thaJ. showed greal daring and enterprise as traditional seafarers and great 
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energy and prowess in war is smely capable - with the nghl a.ssisl3nce 
and encouragement - of mobilising modem innovative enterprise. Thai 
this has not happened seems to be partly the result of the illusory 
security of ensured land rights and the system of protection and ren1-
transfer that the colonial adminiSIJlllion introduced. Instead of giving the 
Fijians a starting base intO modem lire, these rein.al incomes have, in the 
long tenn, twned out to weaken ahem. As will be shown in Chapter 9, 
the regulation of land mus bas limited Fijian income Cran the land and 
their drive IO raise its productivity. 

Tbe Structure of the Fij I Eco1tomy 

Before we discuss ~Jc. future economic stralegjes and policies. il is 
appropriate to skeu:h the key suucrural characteristics of the Fiji 
economy. Such a clcscription is p,esemed here with reference to the 
stmctural features of internationally and haslOrically comparable econo
m ics using SO<alled 'Chencry normal' data. 'Cbenery normal' refers to 
a method pioneered by Economics Prii:e winner Simon Kuznets and 
furthc:r developed by a team led by Hollis Cbencry in the World Bank. 
which shows that ccnain strucewal features (e.g. the share of agriculture 
in total output) arc mainly influenced by income levels and country size 
(Chenery and Syrquin, 1975; Chenery e1 al .• 1986). Deviations from 
such (ecooomctrically esrirnated) 'Olenery-nonnal' data are then attrib
uled to differences either in naturaJ resource endowment or m policy. 
They setve 10 highlight a specific ~y•s stroclDraI peculantie.,. 

Table 2.2 compares receot data on the sttuccure of lhc Fiji economy 
(average of 1984-86 to avoid possible anomalies in single-year data) with 
wrun the World Bank model would predict for an average country of the 
size and income level of Fiji. The &able shows 11w, as one would expect 
of a very small country, Fiji i1 highly dependent on intemational trade. 
BOlh expon and import shares in gross domestic product exceed the 
international averages. M.anllfaclllfiog exports fall Ear below what one 
woold expect. 

The sectoral sa-uaure of ..-ocfuctjon is roQghly io line with what one 
would expect., bur the sttuctore of employment lags behind the oonnal 
pauem of shift from a&riculmre inro manufaccuring and modem services. 
Io other words. qricnltural productivity is 'abnonnally' low. Since 
other evidence points 10 an abnormally big public service sector in fijj, 
Ille private service sector musl have an abnormally low share in output 
despi~ the siu:able hot.el indusl:l'y. 

Fiji is less w'banised lhan one would expect Bat worldwide uends 
art in the direction of further urbanisation, which will demand high 
management stills in the relevant government dcpanmerus. 
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Tabl• 2.2 
STRUCTURAL CHARACTERISTICS OF THE FlJI ECONOMY 

Actual Estimated 
Average 'Cheoery Normar 
1984-86 share 

P•11ern of Foreign Trad• 

Exports ) 37.2 30.9 
Primary exports >• 14.3 20.5 
lndU1try exports )% 12 3.8 
Imports } of 37.0 39.6 
Primary Imports ) GOP 15.0 n.a 
Industry Imports ) 22.0 n.a 
P1tt•rna of Output and Employm•nt 

Primary production ) as 20.1 23.6 
lnd1.1strlal production )% ,s.4 17.4 
Services and ) of 

public utilities )GOP 64.5 58.3 

Labour In primary sector (%) 44.9 39.9 
labour In industry (%) 12.5 18.7 
Labour In services 

and public utilities (%) 
Share of urban 

35.0 41.1 

population (%) 38.7 47.0 

PaU•rn ot Spending, etc. 

Private consumption ) 62.1 76.2 
Govemment oonSLJmption) 18.6 14.2 
National investment ) as 19.2 20.4 
Saving ) o/o 19.4 11.9 
Government revetiu• ) of 22.5 16.9 
Tax revenue ) GOP 20.S 14.9 
Education e.xpendltura ) 

by govemment) 5.8 3.5 

Birth r-1• (%) 2.8 4.3 
Mortality rate(%) 0.5 1.2 
Primary & sec:ondary 

school emolmenl (%) 67.8 69.9 

Nott,: The present population and mome level (C10n11ened to oonI1ant 1963 US$) 
w.,. Inserted lnlD structural eq,..91ion1 estim«ted in lhe W01'1d Bank by a team led 
by Holit Chanery. For the background. 188 H. Chenefy and M Syrquin (1975}., It 
should be noted lh&t, all'icdy speakin9, the equations apply only to somewhat 
lar;er countries fl8f'I Fiji 
Sc4Jrces: IBRD. AOB and nalional statistics or Fijl. 

30 



Economy ove_r tire PasJ ~nuaJion 

With regard Lo spending patterns, it is apparent thal. private con
sumption i.s marlcedly lower and government consumption marlredly 
higher than is internationally 'normal'. Also, government revenue and 
w. collection are considerably higher than 'nonnal'. This highlights lhc 
Swist bias in Fiji discusse.d earlier. 

Compared with similar countries. Fiji has a low birthrate and a 
much lower mortality rate. These an: consjde.rable achievements 
(Chapter 6). 

Social indicators show that Fiji has relatively high education 
spending (an inpul measure), but relatively low school enrolment (a 
quasi-output me&ore). 

One may conclude that the structural characteristics of lhe Fiji 
economy are broadly in line wilh what one would expect, except foe the 
size of government. the direct.ion of international capital flows and I.he 
resulting impacts elsewhe;re. It is likely lhat. these structural features 
will continue ro change with growth, roughly in the directions indicated 
by lhc Cheoery mOdel. 

Racial ComposiHoa 

One cannot discuss lhe Fiji economy for long before race and 
communalism ace mentioned. This is not surprising given Ille racial 
composition of the population. The biggest eihn.ic group arc Indians, 
most of whose ancestors wt.Te brought by the British to Fiji as indcn
lUted labour. Ethnic Fijians comprise 46 per cent of the population. 
They are lhe t:raditional inhabitants ond have guaranteed rights to 83 ~ 
cent of lhe land (Table 2-.3). 

Tebll 2.3 
RACIAL COMPOSITION OF THE POPULATION OF FIJI 

1901 1946 1985 1985 
·ooo ·ooo '000 % share 

Fijians 94 118 329 46.0 
Indians 17 120 349 48.8 
Europeans 2 5 4 0.8 
Chines• 0 3 5 0.7 

Total (Incl. others) 120 260 715 100.0 

Sourr:,,: Bureau of Statistics, 1987. 
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Fiji 1988: Tbe Demise of the Post-Colonial Cr_rtainHH 

An impOrtant conclusion of lhis review of' past economic management i.s 
lhat it laid the basis for a relatively poor economic perform_ance, which, 
in tum, helped to aeaie the social and political conditioas for the events 
of 1987. With lhesc events, a new era has begun in which the post
colonial certainties no longer hold. 

The post-lndepcodence Fijian policy rested on three preceptS: lhe 
ccnuol of lbe land by indigenous Fijians. the control oC the economy by 
the Indians, and the control of government by a Fijian-dominated party 
(Fist. 1970:30-48). 

Afttt the 1987 elections. the latter slipped from \he Fijians. This 
led - righlly or wrongly - lO fe.ars about land rigbas. The question of 
control over land ownership has taken on an importance that reflects a 
traditional, nn1 society. But ihe 'security' of land rights has given 
misleading signals to Fijians in a modem and inevitably changing world. 
because it has inspired a mispl~ complacency and may have induce.«I 
many land-owning Fijians not to become involved in modem 
development (Chaplet 9). Now, howevu. the view seems IO be Spteadiog 
among younger Fijians lhat all racial groups should compete in, the 
economic field. This means that more Fijians must become involved in 
small~scale erue,prise, modem agricultural and industrial production, and 
in market- and cxpcat-orimr.ed pursuils. 

The critical question that will have to be decided $000 is !low this 
should happen. If indi,genous Fijians use political control IO obtain 
preferment by intervention and positive discrimination in a big and 
inefficient State seclOr, the long-term prospects are that there will be 
more raciaJ lalSion and loog-term economic decline. 1be alternative is 
an economic order that gives primacy to economic ratioaale over 
politics and that oveccomes the uncenailnics of the post-coop en by 
focusing aspirations more on econoouc achievement, self-relianc.e and 
cooperation in. a free mark.et economy. This also seems to us 10 be lhc 
most secure rout.e back to democracy. 

Before we can discuss the long-term options out or the crisis of 
1987-88. it seems useful 10 place the communal pecularities of Fiji into 
a wide, internalional context and to swnmarise key insights from the 
llietarure about essential aspects of economic groWlb. This task is 
undertaken in lhe next chapter. 
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Chapter 3 

Economic Order, Communalism, 
and Economic Growth 

In analysing possible and lasting solutions ro the problems of Fiji in 
1988. one has to draw on me economic literature, which reflects and 
desail>es experience$ around lhe wodd. The li.iaacure :suggests impol'
tant l~ for the leaders of Fiji dwing the next genenllion. They can 
be summarised as follows. 

Where lhere is much politicking. and much intervention by the State 
in lhe economic life of ordinary people, the control of govemmeot is a 
big prize. Resource allocation be<:omes politicised. and often less 
efficienL To capture political control populist leaders may play on 
communal ide.ntificad.oo and racial confficts. Government tends to 
favour and regulate particular groups of suppliers. This mitigates 
against would-be new suppliers who are not !JO well politically ammed 
mcmbcn of society. Where. by comrast, govemmcnt is small and most 
economic decisions are. made and rested in an anonymous martet place, 
there is a !better cbaoce for people to study. work and live freely togetha 
in harmony. The task of government should be limited to those 
stt:1ucgic issues it can handle even when: the pool of public-policy went 
is limited. The 'bactground IO this C()OClus:ion is explored m Part A of 
this~. 

A market economy has the advantage of promoting economic 
growth and en_rreprcoeurship thanks to a better and m~ widespread use 
of relevant knowledge. If obstacles to the lransfer of knowledge arc 
removed, lhen competing employers cannot afford to hire according to 
racial or religious prejudi~, and employment is lilccl)' to be greater. 
Pan B summarises the relevant aspects of modem growth theory, 
stressing lhe key role of knowledge and stills. 
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Part A 
GOVERNMENTS AND COMMUNAL CONFLICT 

Racial Diversity: Asset or Handicap? 

Racial diver..ity is not unique to Fiji (Sowell. 1983). There are many 
nalions in which people of different ethnic baclcgrounds live closely 
together. 1n some, racial diversity bas been a sowce of strength and 
stimulation. In others, race bas proved to be an unpleawit and dW"able 
source of soife. But communal strife has not been confined to societies 
with different racial groupS. Religion, language or inherited social class 
can also serve to differentiate communal groups '-n ways that lead to 
violt.nt c~ (for example in Ireland, Lebanon and India). 

Communal identification (be it by race, religion or some other 
characteristic) can easily exacerbate oormal social divisions among 
people everywhere: between rich and poor, young and old, town and 
CO\llltl'}', men and women. etc. The normal difficulties of life are ea.ffly 
blamed on scapegoat.cl with a different skin colour or creed. Many of the 
usual problems of life are particularly acute in developing countries, 
passing through, as lhey are, a revolutionary industrial and social 
transfcnnalioo that is unsenling IO individuals and families. 

Nevertheless. there are many multicommuna.l countries in which 
racial or religious identity has not become the focus of dist:m'bance and 
where people oI diffCffilt communities live and work harmoniously 
together. Brazil, Australia, New Zealand. Swit7.erland. the United Staies 
an<I Taiwan are examples where different communal groups coexist 
reasonably well. Sometimes there are problems, of course, but on lhe 
whole communal conflict and violence have be.en avoided. Indeed, 
communal diversity may constita1e a positive asset for lhese societies. 

On the other hand, where race becomes the focus of poHtics, a 
vicious circle is sel in lrllin: racial identification and confrontation may 
be used by political leaders to gain influence and power. This process 
leads to discrimination and further racial disharmony. Once entrenched. 
racial issues are durable and ugly (Sowell, 1983: 135-147). ltmay take 
lhc b'auma of long and major violence to overa>me such communalism 
(lite the rcligioas strife of the 15th and 16m centuries in Europe mat. 
was only ended by the 30 Years' War; the long-lasting communat strife 
in Lebanon; and lhe Irish question). Leadets who euceibale racialism to 
gain political influence invariably play wilh fire. 

Race, PolUlcal Control and tbe Market Economy 

Policies I.hat can help to diffuse latenl communal tensions arc crucial to 
Fiji's future. It is imporwu u11t lhe basis of these policies be 
uodeistood and lhat Ibey are implemeru.ed ~ an integral pan or a broad 
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strategy for development. The tey question is: What are I.he 
circumstances that enable diverse peopJe lO live together freely and in 
relative harmony? In many societies, different types of people occupy 
themselves In different spbacs or existence. The economic resources ro 
which d.iffcrcnt groups have access arc often different and may become 
uneqoaL If this bappcns, inequalities in oppoctunity, wealth and power 
will resulL These inequalities are an Wlderstandable soun:e of resencment 
for the dimdvaniagcd groups. Such imbalances lend to be perpetUatCd by 
the use of power. ~lations between che two groups will then be tense 
insofar as the subordinate group resents the situation. The only la.sting, 
and indeed equitable, solution tn this problem .is lO ensure that all people 
in society have access to the available economic opponunities, so that 
I.be rewarm {or effort can be earned equitably. 

If power is not used to preveru mobility and equal opportunily. 
members of a subordirulle group will soon enter those spheres of activity 
that yield lhe superior rcmms. enjoyed by the dominant poop. Entry is, 
of course. not without cost to I.hem because oew learning, new habits, 
new anitudes and new social rclatlons need co be formed before new 
enuanLS can compete in those activities.. But open access. to 
opportunltlu is Lhe key U> lhe mobility necessary LO prevent 
persistem intergroup inequalities. Open access to opportunity will not 
only advance the living standard of all people in Fiji, but also reduce 
communal tension and prevent a repetition of the evems of 1987. 

lo order 1o deny acoess, 'the aulbority must bave the power CD mate 
discriminatory rules, ro regulate aocess 10 economic aclivilics, 10 grant 
monopoly righcs. and to influence access co education, tmi:ning, capital, 
land and sea resources. Such aulhority can create cnonnou.s 
opptw bDliUCS (and tempwioos) to inhibit or exclude pmkular groups of 
citizens arb.iuarily. On the other hand, free competition restricts the 
capacity of the powenu1 ro exercise I.heir prejodi~ Competition docs 
this by imposing economic losses on those wbo discriminate unfairly 
againsi members of disadvaDlaged groups. Under competition, the 
disadvantaged have the chance to accepc. initially lower retorns for their 
services. which pennits lhem to gain access. Gradually, they learn 
requisite skills and anitudcs, so that I.he returns graduaUy become 
equalist.d between lbe groups. 

A JJQlicy that e,i:iends 'swe economic control damages material 
progiess and often provokes acuu: poUtical and social conflict in the 
heterogeneous societies of lhe Third World' (Rabushta, 1974:69-70). 
Social engineering and central plannin,g promocc, and depend upon, the 
identity of big groups and aggregates. In owkecs it is lhc individual. the 
family or lbe small group tha& mauers. But OllClC markets arc replaced by 
Stare intervention and control, decision-making mvol vcs Interest groups, 
who are often formed by inward-looting idenlifacation and in 
confrootalion with Olbers. One or the leadmg scholars on racial issues 
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conclude$: 'When we begin to think or individuals in terms of groups, 
race becomes a narural ~is of political appeal and group votin,g. The 
greater ... the extent of government economic activity, lhe greater the 
likchhood of racial confiicL Political competition thus becom~ racial 
competition for control over the power that the government alone 
commands. The impersonal nuuket mechanism is replaced by a directly 
coercive relationship in which race, ralhcr lhan marginal value of 
productivity, becomes the basis for resource allocation. This is 
inequitable ... illegitimaw and unstable as well' (Rabushka, 1974:5). 
The politicisation of allocation in multiracial society causes emotions lO 
flare and heightenS lhe prospect of racial confrontation.. 

The appropriate sttategy for equalising oppommity and removing 
tensions becwecn dive.rse groups of people is lO reduce, disperse and 
devolve power, so that every group bas an opponunity to hold at least 
some power, and IO put as much economic activity ~ possible into the 
realm of matketS. 

Tbe Racial Question In the Rtpublic or Fiji 

The outcome of 1987 is, in our view, that I.he Fijian population bas 
asserted its political supremacy. While the details of the future 
constitution arc not yet clear, it is evident lhat political control by 
Fijians will not be a topic for review any time soon. This may well be 
tolenw:d by many Indians on condition tba1 Ibey have their non-elcctoral 
civil rights securely guaranteed and arc assured of the freedom to purs-ue 
their economic prosperity without artificial (and hence grating) 
discrimination. 

There can be no doubt I.hat such a solution is not very palatable to 
Australians. Austtalians, like Lhc cilizens of other democracies, regret 
lhe recent polilical changes in Fiji. We deeply share those regrets. But, 
like odter Australians, we also know lhat lhe Amtralian government has 
nonnal relation, w.iih much less acceptable regimes elsewhae, whose 
civil-righls i:ecttds and adba'ence to demoaatic pracdce have fallen slHJrt 
of Australian ideals far more than is prcsendy the case in F'tji. 

'The lWO coups have, unhappily. removed some uncertainties about 
lhc polltica1 framewotlc or Fiji. But as long as there i~ no continuing 
provocation and overt discriminalion, cOOSD'UCtive coopenttion may still 
be possible. or course, muc.h good-will bas been destroyed, but long
tenn raci.al hannony remains a worthwhile, if difficutt goal to achieve. 
It is the only goal 10 pursue if the nalioo is to remain c:conomically 
viable. 

We believe !hat, within a market economy, •t should be fea.tjblc to 
promoce more equaJ starting opponunities for everyone, including rural 
.FiJians (Chaptcts 6 and 9), and to set Fiji again on the road to 
dr:moaacy. 
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Race and DlsuiminatJon: Disaster Cases 

Historical and int.cmational experience leaves little doubt th.al the 
disenfranchising of pans of the population is inimical LO economic 
deveJopmcnt. Modem economic growth took off in Europe onl)' after 
citiz.ens had obtained ccnain basic human rights, including guaranteeS or 
private property, free movement and freedom of information. Sustained 
long-term growth begnn only when energetic, resoun:eful individuals 
believed. that they could 'make it'. irrespective of inheritance or Lille. 
The experiences of lhjs century with polittcal and economic 
d.i.scri.minat.on underline the proposition that basic economic rights and 
civil freedoms are essential for susta.ine.d prosperity. 

The racial persecution of Jews in Na.ti Germany cost Germans a 
heavy price in intellectual, moral and industrial st.an.ding. The expulsion 
of Indians from Uganda and Olher East African countries set back the 
ec.ooanic; ~ts of these oountrics. The inctigenous Africans satisfied 
their racial-supremacist aspirations at srem, eoonontic cost tO themselves. 
The Africans would probably now be materially bcuer off and less 
divided among themselves. had they continued to live with lhe Indian 
trade.rs. 

The experience of Lhe island economy of Zanzibar is particularly 
poignanc Once a lhriving ltadepost and leading exporter or cloves, this 
600 OOO-inhabi1an1 island was convulsed in 1964 by violent racial 
c-Onfrontations between Africans and Arabs, who had lived togelhcr fO£ 
hundreds o( years. The Arabs were killed or Oed. Zanzibar began a slide 
into economic decline and totalitarian Maoist military dic1.alOTShip until 
it lost its independence, being absorbed into Tanzania. The island's 
economy is now a decaying backwater. h tw lost ias lradiliooal export, 
auracas no 10urlsts, and I.he JXJpulation Uves in abject poverty and 
depression (Sorman, 1987:291•294). 

Racia.1/tribaJ/communal policies in Soulh Africa and other parts of 
Africa have led not only to racial Balkanisation, but also to economic 
stagnation and a waste ol economic opportunities and rcsou.rces.1 'ln 
[Black] Africa. since about I.be Second World War, State controls have 
ootably discrimmared against Asians, Europeans and Levantinians. This 
discrimmation bas had dangm>QS economic effects, because these groups 
have been prime agents of economic proifCSS' (Bauer, 1981: 175). 

1 Contruy to widely held beliefs. average per-capita incomes in South 
Afri~ .ro not high and ba-vc noL grown rue real per.capita inc-ome in 
South Africa was aboul USS2050 in 1985, less thm one-third that or 
Hong Kong or SingapoTC. The growth rne ove.r the pu1 20 years has been 
about 1.1 per cent (Imemational Bank for Reconi&ruclion and Develop
ment, 1987:20'.3). 
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The country with by far the longest record of apar1hcid, with i.ts 
cu.c system, India. bas had a pOOI" record of protecting individual 
dignity, welfare of I.be average citizen, individual freedom and 
opportunity, 90eiaJ harmony and communal peace. 

The evidence from Malaysia (see Append.ix B)-a:fter a dt.cad.e and a 
half of a conscious caclal Rd.isaibution policy - is less than inspiring. 
Policies or opening up modern urben-indusll'ial jobs to Malays were 
coupled, from 1970 onwards, wilh an a:rtlficial redistribution IO I.he 
Malays and away from the more affluent Chinese and white 
communities. Although this made industrial and urban jobs more 
accessible to Malays and bas made S()JJlC conb'ibut:ion lO integration, 
sucb social engineering lO redisuibuce hu - together with easy credit 
and. oil money - COD1lpU'd I.be Malaysian social fabric, created greai 
disincentives for individoal enterprise and private investment, and bas, 
with a time lq, eroded the. economic growth potmtial. Redistribution 
has saddled the counuy with a costly public sector, mounting public 
debts and a di~ rigid economic strucbIIC. Polilical rensions have 
risen, unckzmining democracy and social harmony. 

What these cases have in common is big and interventionist 
govemmenL Populist leaders have exploited racial identity and engaged 
in social engineering. They have also invariably wrecked economic 
gn,Wlh. Thls has exacerbated racial ten.Sions or bas Led to emigration of 
the-more edua11cd and sklllr.d, rcinf'Olci1J8 a drift into decay. 

Race an.d Coopa•tio• in the Markft Ptac~ 

In some ocher societies, people of diffc:tent communal bacqn)unds have 
lived and wc:ncd in fP3SQD&ble bann(loy. 

The huge c-xperiment in creating the diverse population of lhe 
UnilCd SlatCs of America bas been a soc:ccss. It would not have worked 
in other than a competitive market economy. Where success or failure 
arc predominantly due to one's personal effort and lock (and nol to 
political pauooage), and where oew immignuus could be 'hired off the 
ship' because they were employed in a tree labour market. lhe 'great 
melJing pot' experiment worked. It is uue. the melling pot has, 11 
limes, been pretty lumpy and there are tensions and communal 
problems. But the f11Ct remains that millions of Latin Americans and 
others (including many citizens of Fiji) have made, and are making. 
every effort co join lhc American experiment. wbalever its shortcomings. 

The Swiss, with Gennan, Fraich and Ilalian language background 
and different religions, have managed to create proSJ)Crlty and intcmal 
peace. They have done so with an inconspicuous State (who knows the 
name of the Swiss Pccsident'J') and an economic order lhal. depends oo 
self-rctianoc. mama and a decenualisalicm of political power. 

38 



Economic Ordo 

The suceemul experiment of Hong Koog (~ all odds in a place 
without rcsoorces and on the world's economic periphery) ha! been 
realised by immigranu oI many different backgrounds. Only to 
f'orcignel'S do all Chinese look the same. Close up. Hong Kong society 
consw oC people as diverse as lhe peoples of Europe - Cantonese, 
Hakka. Indians, Hainanese, Sbanghaine:se, Whites, and soon. 

Taiwan is a pro_spcring country in which two very differem 
communities live IOgether. the indigenous Taiwanese (mainly of 
Sow.hczn Chinese stock with a background of Japanese colonialisatlon) 
and r.hc .immigrants: of 1949 (mainly Northern Chinese ,nth• different 
language and different habits). Together, they have built a successful 
grQwth economy lhat mighl well inspire the Republic of Fiji (see 
Appendix B). 

All these cases of communal harmony and shared prosperity have a 
number of features in common. Government is small and plays on1y a 
limited role in the economy. People compete in maI'tet.s and have 
ocooomic advancement as a priority. Most importanUy, individuals are 
sure of certain basic civil rights. like property rights, while voting and 
political rights act more as 'negative economic rights', protecting 
individuals and families from outside interference in their ,-ivaie affairs. 
The people who risked their lives LO swim to Hong Kong, or the 
Mexicans who migrate illegally into lhe u~ States. do not do so to 
VOle regularly. buJ bcu.use ocher imporumt rights se secwed. ~wise, 
people in Fiji speak of the 'good old colonial days' DOI' bcqasc they had 
political rights cw could rile wdfare claims. but because 'British justice' 
ensured smalJ government and ba:s.ic rights for the individual. 1f lhe 
Republic or Fiji docs DOI. want to lose many of iJs cirizcns, its leaden 
might well tty IO make Fiji a liule mere like lhc places lhat nowadays 
amact economic aid Olber refugees from Fiji. 

Part B 
MARKETS AND ECONOMIC GROWTH 

Economic Order, Growth and Soclal Hanllony 

In I market-oriented economic order, coonomic well•bei.og depends on 
individual performance and luck, because people compete i.n markets 
whose outcome is always uncertain since life itself is unctrta:in. Every
one puts in his or her bcsl effort IO fulfil the wishes of their cust0mers, 
thuJ conttibnting to the growth of society's welfare. Where. by 
contiast, government intervention distributes 'me, allotted tickets to r.hc 
drama of tbe f'utore' (Giersch, 1988), unstinting efforts are not required. 
Sodety's welfare is not readily improved in such an environment. 
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Fas\ growth and high employment arc important preconditions ro 
restrict racial discriminalioo by employers. To quote: 

[Wilh unemployment, employers] ate able to chose and, in doing 
so, IO discriminaie. If one's competitive position in the market is 
not affected when one hires a Catholic or a Protestant, a l1Wl or a 
woman, a white or a black, lhen one can readily yield to one's per
sonal prejudices. The consequence . . . is that those who are 
discriminated against face total unemployment instead of possibly 
eamin,a a little l~s ... They stay on lhc outside ... [because they arc 
deprived on proving whal lheJ are capable of - thus overcoming 
widespread prejudices. (Gi~, 1988) 

The harmful consequences of racial discrimination do not stop there. 
lf dominant groups engage in positive discrimination, they also weaken 
the competitive drive among the members of I.heir own group; 

Recipients of government hand-outs ... soon consider preferment as 
a right: they demand more. The result is a 'claims society' which 
wastes ii! cnugics in distribution banles ... A dependence mentality 
spread.'! and self-respect and self-reliance are lost ... True help can 
thercfcxe in lhe loog run only be in I.he form or support for self heJp 
. . . (Gimich, 1988) 

These insigh~ are highly TClevanl fOI" raciali hannony and saabilily in 
FijL O uaranteed income from land rents ~ tended IO lock indigenous 
Fijians into a situatiQII wbc{c the driving forces for self-advancement are 
weak. The lack of economic drive and entcrpri.sc among ctbruc Fijians is 
not an innate racial characl.Cristic (it nowbele is), but the result of a 
social system in which Fijians have been placed. A policy of positive 
discrimination by reserving government jobs or job quow in industry 
would only fwther sucngtben a 'claims mentality' and dependency of lhe 
Fijian people. It would make future race conflict more likely, rather 
than lcs.1. 

Compttltioa and Growth 

Interventionism weakens the long-run pot:ential for economic growth by 
weakening Lhe motivation of enterprising people to use relcvanl 
economic and technical knowledge. Economic growth is essentially 
about the discovery. test.in,g aod spreading of knowledge. Knowledge and 
skills are often more important to promoting growth lhan hard work or 
capital formation. Where people lack r.he pervasive material incentive 
lhat market competition provides, new knowledge ttnds to be applied 
only in limited areas. For growth and development to be broad-based, 
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knowledge - like dung - bas 1'.0 be spread evenly and over lhe entire 
(ICJd. 

Growth is likely IO be relatively weak in societies where profits are 
made from lobbying and rent-seeking, rathet lhan from pttsiSlen1 efforts 
lO cope with an inherently uncertain future and to compete for market 
shares with otheJ suppliers. Profits from regulated NJSUVseS may have 
to be shared wilh a licensing bureaucracy or with greedy politicians., but 
lh.iJ is ofltn compensated by the benefits of a govemmenl-protccte.d qulet 
life foy businessmen and monopoly profit&, at leBllL for the well 
connected. The (lividing line between ac:cept:able sevu stvu and outright 
COfflJption is often hard to dntw. To many producers, a regulated. 
slightly corrupt system will often seem preferable, because I.be State 
makes the future 'certain' and proteclS I.hem against the othe:rwisc 
inevitable vagaries or life. But because lhe world is an lnherenl.ly 
uncertain place, the Stale cannot deliver such securily for long. h does 
so at the e:q,cnse. of other groups. and it will be blamed for inevitable 
failures oo protect certain groups. 

Regulated, swist economies everywhere share similar features. 
Energy is wasted in coping with the delays and the cosl1 or obtaining 
licences. Not-so-well connected outsiders (including young people) 
resent lhe llrl>itnuiness of bureaucratic licensing. Because regulation is 
unwieldy, there arc shortages. lmpon licences, fa- ex4mple, 1.ead to 
shortages of essential impons, so that repairs are delayed and some 
import-dependent ventures neve.r even get off the ground. Because 
regulations change. people and entrepreneurs cannot plan ahead and are 
discouraged. People shorten lhc.ir time horizons. Few people rate sleps 
lO cope with the future. because the State I.Bkes care of everything 
anyway. Productivity is lost because of what economists call 'X
inefficiency'. This is reflr.cted in pot•holes uw lower the lifespan of 
cars, or people waiting in talJ buildings a Jong time for lifts that do not 
function. After a while, ·lhesc circumstances tend 10 be accepted as 
nonnal. Because there are resttictions on international rravel, few 
people get an impression of bow efficiently life can be otganised 
elsewha'c. 

Political priorities infloence lhe investments: that arc made by the 
Staie. Many public investments have low productMly, because 
economic rationality has been subordinaicd w political c:onsidt.ration. 

Regularions tend to conserve yesreryear•s SU"llCluJ'eS. They )ll'OCeCt 
established inren:st groups and discourage newcomers with nnproven 
ideas. Resources arc kepl in low-productivity uses (no agribusinesses, 
much idle land. many underutilised factories). The problem is oot a 
shortage of resources but a waste of available assets and lack of 
inccnlives to widen resource constraints. 

All this means lhat the productivity of capilal, land and labour does 
not rise much ovez-the Joog run, or even falls because capilal and work 
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effort are wasted. As a rcsuh. overall groW\h is low, relative to efforts 
in saving and working. This is sometimes discussed in the economic 
literatw:e as lhe 'lheory of third factot" growth' (Denison, 1967: Denison, 
1985: Denison and Chung, 1976; Thirlwall, 1978: 48-80). 

On tbe Theory or Third Factor Growth 

The growth process of a national economy is like I.he growth of a small 
enterprise or farm: inputs of labour, capiial, marcrials, energy and other 
resources are being fed in and output is produced. What matters for 
success is frequently not how much work or capital is fed in, but bow 
well the enterprise is managed,. how motivated the workers are. and how 
cost& are controlled, i.e. how much lhe enterprise makes out of a given 
level or capital and labour inputs. The attitudes and the spirit within lhe 
enterprise often shape the growth of productivity and distinguish 
successful from failing businesses and farms. lnnovalion. risk-laking 
and productivity-mindedness wilhin the business or farm often depend 
crucially on I.be economic order that surrounds iL If firms are rivals for 
martets in an uncertain world and depend on thcir own resourcefulness, 
greai efforts will be made w get the best rc&I1ts from available resourc.es. 
EnlrCprencurs will be constantly induced by competitive pressures lO 
seek relevant knowledge. If thete is little competition, life will be more 
relaxed. but productivity will not grow (Blandy ct al., 1985). 

This same rationale - which bureaacrats and central planners so 
easily underestimate in their modelling efforts because they have no 
stat.istlcs 1.0 document it. but which even illiterate farmers and small 
businessmen understand - also applies to national economics. Over 
I.he last generation, national economies have not differed all that much 
fmm each other in the growth of labour or capital inputs. Yet. there 
have been vast differences in output growth. This can be auribuled lO 
differences in the cQntril)utim of knowledge lO productivuy growth. The 
use of knowledge often figures as the single mo5,t important element in 
growth (Kuznets, 1980). Table 3.1 summari~ most of the. available 
evidence from developed and developing countries. As can be seen from 
the last column of the table, the contribution \0 growth of 'total factor 
productivity' (Le. the productivity of laboot and capital inputs taken 
together) bu varied greal.ly from one econom1c regime 10 anolhcr. 
Highly successful economies like post-war Gennany, Italy, Japan and 
oLhct concinemal European ooontries have managed to raise productivity 
to an extent where half or more of the national growth rate is due to this 
factor, and not to saving or worlc.. 

Among developing counuies, increases jn productivity from the 
improved use of knowledge vary widely. There are~ of relalively 
slow growth and small, even negative, changes in 'LOLal factor produc
tivity, such as in Argentina. India and Peru. And Lhete are cases of 
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highly successful countries like Korea and Taiwan, where a high growth 
of output owes much (often more than one-I.bird) lo prodoctivity 
increases. ll is not surprising lhal developing countries have managed 10 
raise total facto:r ~oductivity less than lhe post-war economies of 
continental Europe or Japan, because lhc developed. counuies could, after 
the war, draw on a pre-war stock of skills and knowledge. By contra.st, 
developing countries have bad to p:ionccr new paths and train new skills 
and entrepreneurial expertise, build information networks from scratch, 
and develop big. effic.ient production units for the firsl lime. 

Tbe Climate tor Enterprise 

Attributing growth shares to increases in labour and capital productivily 
is only an intermediate step thaJ. identifies proximate causes for 
economic growth. The question lhat still needs to be analysc.d is: fn 
wbich environment a pJ'OCluclivity likely to rise mosl readily? In this 
context, il is worth slating that markets have historically been lhe most 
effective way to distribute and test new ideas. Markets allow limited 
experiments, and 1os.ses are a powerful signal m WSCOOl.inue unsucces.guJ 
experiments. Tax-financed. government-run experiments can, by 
contrast. go on foe a long Lime, often with good money being thrown 
after bad to hide awkward, political consequences. Nobel Prize winner 
Friedrich Hayek (Haydc, 1945; 1978:179-190: Burton. 1983) demon
strated Ihm mosl economically :relevant knowledge is specific to place 
and time. cannot be concentrated m one spoc (e.g .. a central-planning 
office), and can be les-ted efficiently ooly in the inleipJay of competing 
supplien and bnycrs, who act in their own self-intelCSL 

Violations of property rights, regulations, imposed inequalities. 
inflation and government-created insecurity unde:nnine the efficient 
functioning of the market system in using knowledge to raise 
productivity. This holds true a fortiori for developing countries where 
much relevant knowledge still has to be discovered and appropriately 
modified to suit local conditions. 

To make the matket economy efficient and growth-prone, it is 
essential IO remove obsL&Clcs lo entrepreneurship. TIie enterprising 
spirit ~ to flourish where the system ensures economic freedom and 
legal security. Once these factors are given, people who previously have 
had no rc:puuuloo for enmprcneursb.ip begin to act ente,prlsingly (e.g. 
the 'indolent• Chinese, operating under British Jaw in Shanghai or Hong 
Kong, or lhe Japanese afaer 18ti0, oocc their feudal system was smashed 
in lhe Meiji revival). Entrepreneurship acts like a catalyst bringing 
other production factors cogelher and creating a con.<itructive chain 
reaction that raises productivity. 
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T•bl• 3.1 
THE GROWTH OF OUTPUT AND THIRD-FACTOR CONTRIBUTION 

Growth rate Share of 'third factors' 
Years ol output{%) in total produchvity 

growth(%) 

D•vtloptd countrlH 
Belgium 1949-59 3.0 69.5 
Canada 19"7-60 5.2 32.5 

1960-73 5.1 35.3 
Denmark 1950-62 3.5 46.7 
Franca 195~0 4.9 69.5 

1960-73 5.9 50.8 

t Ge,many,Fed.Republk: 1950-60 5.4 55.6 
1960-73 5.4 55.6 

freland 1953-65 4.7 42.6 
Italy 1952-60 6.0 62.7 

1960-73 4.8 64.6 
Japan 1960-73 10.9 41.3 
Netherlands 1951-60 5.0 46.5 

1960-73 5.6 46.4 
Norway 1953-65 5.4 53.3 
Sweden 1949-59 3.4 73.5 
United~ 1949-59 2.5 48.0 

1960-73 3.8 55.3 
United States 1947-60 3.7 37.5 

1960-73 4.3 30.2 
A~ 5,4 49.0 



Develop Ing CountriH 
Argentina 1960-74 4.1 17.1 
Brazil 1950-60 6.8 53.7 

1960,-74 7.3 21.9 
Ohle 195o-&O 3.5 24.3 

1960-74 4.4 27.3 
Ecuador 1950-62 4.7 46.2 
Greece 1951-65 6.9 34.5 
Honduras 1930-62 4.5 31.0 
Hong Kong 1955-60 8.3 29.1 

1960-70 9.1 47.0 
lndla 1959160 

1978179 6.2 -2.9 
Israel 1952..SS 9.8 39.8 

.:,. 1960-65 11.0 30.9 I.A 
Korea, Republic 195$-60 4.2 47.4 

1960-73 9.7 -42.3 
Me:idoo 1950-60 6.7 28.3 

1960-74 5.6 37.5 
Peru 195o-60 4.6 -15.6 

1960-70 5.3 28.3 
Philippines 1947-65 5.8 43.5 
Taiwan 1965-'60 5.2 59.S 

I Turkey 1963-75 6.4 34.8 
Venezuela 1950-60 7.9 27.4 

1960-74 5.1 11.8 
" A ... 6.3 31.0 

i Soutr:e: H.B. Chenery, S.Aobinson, and M. Syrquin (1986:20-22) 
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Cbaagin1 Perception, about Economic Growth ln the 
Lesser Dneloped Cou.btri.es 

It may. at first sighl, seem surprising that these elementary insights 
have not been widely accepted in the newly iodependenl developing 
countries. But stat.ism. interventionism and central planning have been 
widely accepted as a blueprint for development A number of powerful 
reasons led to a neglect of markel.S as a guiding and coordinating 
mechani.Sm in rnany newly independent nalions: While individuaJ 
people the world over want mar.eriaJ bettenncnt for themselves and their 
families, the developmenl of economic opportunities for all citizerui has 
in reality only in rare cases been lhc primary objective of the new 
political elites. Despite the rhetoric about beu.cring general Jiving 
swidards. most newly independent governments have acted to give 
priority to other objectives: building national institutions, creating a 
Srat.e machinery and power strueture, promoting national independence 
and prestige, and furthering the enrichment. of the leading class.7 

Deeply eogmincd tribal traditims have often favoured top-to-bottom 
lines or command (e.g. the Fijian chiefly .system). Such bicnuchicaJ 
command stnJCrores were more appropriate in a world of stationary 
~hnical knowledge and limited resources. where the con1rol and soli
darity of the grOUp from above were essential to swvival. ll was not. so 
readily appreciated that such fixed hierarchies formed obstacles to 
economic tranSf ormation and grow1h through market processes. 

Interventions and big, nationalised vcnlUJ'CS frtquently were seen as 
symbols for a visible break with the colonial pasL A new Swc 
cnlt:rpriso and a national airline, however costly and inefficient. could be 
seen as symbols of nationhood. The colonial past was largely seen as 
capitalist; the new leaders were thetef ore auractcd to socialism. 

Cont.rol of people by an elite allows the creation and distribution of 
rents (incomes lhal cannot ~ earned in cornpetitive markeas}. Rent
seeking bebavioor allows the leaders of newly independent nations to 
enrich themselves and their supponcrs quickly. Controllcd societies are 
also easier to rule than societies of dynamic, self-assured citizens who 
have gained self-confidence in the market place. 

2 These objectives have often undermined the uowl.h of livina Sllnd.uds 
and opponunitie1 for all. Ce1unl planning and Stille industries waste 
valuable RIOtlrCCS. bill autc well-paid prestigious jobl for buiuucrats and 
politicians. Jruuventionitm in food and labour markets ofun impov
eri,hel the rural areas utd favo:un lhe town~. Import 1ub1timlion ntisfia 
n.aliomliu aspiru.ioru, but creates inef.fictent and i.napp,oprlue inchmry 
1trucrures and undenninc:s the growlh and expon potenti1J. 
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During the 1950s and 1960s, many of the tcading ideas that were 
popular with the elite in the West were swist. colleclivis1 and inter
ventionist.. Most academics, journalists and politicians who presided 
over the unprecedented ex.plosion of the government's share in national 
income from the 1940s 10 lhc 1970s mught the new leadtts of the Third 
World 10 do likewise. 

Official development aid frcquenlly reinforced slatist tendencies and 
often shored up policies in LDCs chat would have been unacceptable in 
the donor countries. Aid often slill suppons an economic order that 
wastes scarce resources and diverts attention from self-help. 

But in I.be 1980s. these reasons for Statist strategies of development 
have been losing favour in many developing nations. Many second
generation leaders are now wming 10 favour a more market-oriented 
economic order. 

One reason flas been the sheer failure of swism to deliver tl'le 
promised results. Social-cngine(ring solutions fed to many unintended 
consequences that wue inimical to growth. Conspicuously successful 
countries that tried market solutions (Rong Kong. Taiwan, or Singapore) 
have begun to inspire imitators in their neighbourhood. Development 
economists have, therefore, begun lO see grwer gains in market-oriented 
stra1tgies, in de.regulation and privatisation (Harberger, 1984; Hartwell, 
1985; Riedel, 1986; Kasper, 1986). 

It is increasingly appreciated by people in developing countries that 
inbcriLed tribal strocllD'CS and top-ro-boucxn command hie.rarchles a.re not 
appropriate. to the task. of acquiring and exploiting new, npidly changing 
know.ledge. Post-ookmial hang-ups have eroded, and a new, m01e self
confident geMrabOD has emerged. It has been discovered lhal a national 
steel miU or a national airline may do little for nation-building. Many 
sovereign developing countries are oow interested less in aid to big 
national ventures and more in ltade for their private producers. The 
leading econornic and social ideas in many countrieg or tho West have 
swung towards individualism, self-reliance and market competition. 
Deregulation and. privatisacion have bec:ome catch-cries of political 
parties on the left and :Lbe righL • 

The insight is Spreading that statlsm has bred communal tensions in 
many developing coonuies and that the Slate often canna. deliver what it 
promised. Limited administrative skills and I.be Likelihood of corruption 
in regolaled economies make mark.Cl ccmpctition now IIJPC8I' ralha' men 
attractive in the eyes of a new generation of LDC l.eaders. As a result. 
new perceptions about development goals and strategies are spreading. 
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Chapter 4 

Long-term Prospects I: Decay 

Towards a Long-Term Vision 

Whal seems most I.acting in the Fiji economy after the shocJcs of 1987 
are confidence and a llllif ying long-term vision shared by citizens, 
wo~. investors and the govcmmcnl Five-year plans,, which are 
frequently revised and scress planning detail to Lhc neglect of analysing 
major economic alternatives-, lack credibility. They have failed to pro
vide such a unifying vision. In a uansitioo such as Fiji is. now going 
through, leaders need ro Lb.int suategi.cally and in the loag tam. because 
people by to look funhcr ahead. In the following cbaptc~. we will 
therefore attempt: to project libJy economic trends to the year 2010, 
under lhe assumption that the basic economic order tha1 has been in 
pl.ace sinoe Independence does not cilange moch; 10 explore an aliema-
tivc long-tenn scenario under the US-umption tlw lhc people or Fiji 
want a beer.er future and that its leaders are. prepared to implement far
reaching and bold poUcy reforms: and to describe in more del.ail what 
such a growth-oriented scenario woald imply for I.be areas lhat we 
consider crucia:I IO Fiji's long-Lenn development, namely human and 
physical resources, capital and financial stability, and distribution of 
oppaumity between the race&. 

These projections have 10 be ~gardod only as broad visions of 
!rends. Actual year•by-ycar outcomes will vary, and there will be 
cyclical fluctwuions around lhc.se trends. 

The scenarios are based on lhe suuctorc of the economy in 1986, a 
rusooably 'normal· yea-. The year 1.010 'N8S chosen m me final year fc:r 
our projcction:s.. because a quarter or .a century is s.uffi.cicntJy Ion-, for 
large differences 10 emerge for family life and major business decisions. 
The shocb of 1987 and 1988 have acatcd oppommilies lo make choices 
that will affect Lhe lite of the nation for a long lime IO come. In our 
view, 1he window of opportunity for sucb choices will not remain open 
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for long, because human capital is leaving the country at an alarming 
rare. physical capjtal is wasting away, macroeconomic stability seems 
~ingly eiidangeted, and coolinuod drift and inaclian will ccmen1 the 
lack o! confidence thAt is obvious in the country. 

U the year 2010 seems Loo far ahead, consider I.hat parents of 
children born today might try lO visualise what Fiji will be like when 
they become grandparents. School leavers making plans ror their own 
lives might want 10 guess in some way what sort of a country Fiji will 
be when their own children have grown up, and whal skills migbl then 
be needed. Investors in factories and hotel buildings need some 
confidence that they can amortise their commitments over a quarter 
cenrury. U one loots back 25 years, 1963 is not so far away after all. 

But the main reason why such a Ions time boriZOO was chosen is 
that this demonstrates whal is at stake. The decisions of the next lwo 
years will make an enormous difference. JI policy-makers look to the 
more dlstant horizon. their attention is diverted from petty tactical demi.I 
and is focused on strategic outline., and key priorities. ll is in this frame 
of mind that lbe problems of the new Republic should be approached, 
both in Fiji and by Fiji's friends and neighbours. 

What Can Fiji Expect In the Next 25 Years? 

For the remainder of this chapter. we will assume that Lhc basic policy 
approach in Fiji will remain roughly as il hu been for I.he past 
30 years. both before and after Indcpcndence. This does OOl mean lhal 
we do 1lOl allow for mLnor modifications - an investment incentive 
here, an Export Pmc~ing Zone there, or one or two new Constiwtioos. 
But we assume lhat, in essence, a heavily administered, socialised 
economy will ,emain in place. 

A philosophy prevails that unsupervised markets ultimately fail to 
achieve justice, equal opponunity and growth, so that the S~ and its 
servants have to intervene. 

~l price controls in a wide range of markets, from groceries to 
land renLi, remain in place. The Prices and Incomes Board di.reedy 
conirols lhc prices or made-ups of a v.lrtually endless variety of products 
(a selection of examples is given in Table 4.1). lbe budget cost alone 
of lhe Prices anc:l Incomes Board was S4SO 000 in the year ending 30 
June 1987 (Prices and Income Board. 1988). In addition, bus~ bad to 
incur a multiple of this in compliance oosts.. which are ultiinately passed 
on to the consumer. Most important., there are I.be •de.adweight losses': 
the market-price signal does not function well in steering economic 
decisions, so that lhc economy does not respond efficiently to new 
scarcities and opponunities. AllemplS LO ftx wages through wage orders 
are renewed, as are efforts to regulale training by cenlJ'alised public 
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Tabl• 4.1 
COIIIIODITIES UNDER PRICE CONTROL 

(Salacllv• Ll11) 

Control of lllllrk-Up 
Sutter (Imported} 
Edible oU. of all typq (lmpolted and loeal) 
Mackerel canned (imported) 
Other fish and seafood, canned •xctlf)l crab, lobster, 
mussels.and other fish canned locally 
Lighting kerosene 
Margarine (imported and tocal) 
Canned corned bH1 and mrned mutton •,re.pt corned bMf and 
corned mutton canned bcally 
Baby milk (tmporttd and locaOy packed) 
Milk, powdered, evaporated or amdensad (Imported and local) 
Rice (unponltd brown and milfed in Fiji and lmporttd whh or 
pollshed) 
Potatoes (import.ct) 
OnioM (imported) 
GhH (Imported) 
Salt (Imported) 
Infant food prepa,allons (imported) 
Gariic (imported) 
Agricultural pesticides of all typet (Imported) 
Fertilizers (Imported, certain~) 
Veterinary mediciries {imported, cartain ·types) 
Netting and fencing of Iron or steel wire (Imported, c.rtaln types) 
Barbed, Iron or slHI wil'• (Im~, certain types) 
Barbed wire (loc:al) 
Cladding and bOards (imported, certain types) 
Plywood • all types (local} 
MeolCines (certaJn types) 
Stationery and related oommodtties {Imported, most types) 
Textbooka used by educatlo11al Institutions In Fl' (imported) 
Tyr• and tubes (lmporteel) 
Storage batteries ~mported) 
Motor vehicle parts (most type$) 
School t~books produc.d by the Curriculum Development 
Unit, Minl1try of Educalion 
Sugar (local and Imported) 

S.rvlcetl and Good• und•r Flud Wholenl• and 
Retell Price ConlJ'ol 
Inter-Wand shipping and barge freight rates 
Motor spirit 
Gaaoll (diesoline) 
Sotvent guotine. unleaded and undyed (whit• t»nzlne) 
Pre-mixed outboard fuel 
Fbur (woolemaaf) 
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Table 4.1 (continued) 

7 Sharps 
8 Bread (except bread sold as part of a meal) 
9 Tea 

1 o Butter (local) 
11 Biscuits (cabin crackers and breakfast crackers) 
12 Washing aoap 
13 Medlclnn • patent 

C Good• under FIHd ex-Factory PrlcH 
1 Plywood of all Cypes 
2 Flour and other wheat products 

Sou/'09: P,leas and Incomes Board, direct ccmmunleatlon. 

authorities. These arrangements do nol suit individual workers, em
ployers or the long-term intenst of the Fiji econ001y (Chapter 6). 

Many economic activities are licensed, Crom foreign trade tO hotel 
hours. The complex web of confusing and counterproductive cust0ms 
r.ariffs and duties is retuned (Table 4.2). The govemmeot is direclly or 
irulircctly involved in numerous production ventures from logging lO 
transport (sec Table S.l in Claptcr 5). Political considerations and 
favouritism continue to interfere with commercial decisions in a vast 
range of industries. And cosLly budget subsidies maintain even 
companies that make losses. For ex.ample, lho Suuo fish corporation, 
I.ta, bas higher expenses than yields (negative value added). lf il wc:re 
closed and all its resources were made iclle, them would be an immediate 
gain to the budget and the national economy. 

Indigenous Fijians are induced lO rent-seeking behaviour by lhe 
public admini.strat.ion o( I.heir land and are held back by the social 
constraints of lraditional structures. 

What, in e~cc, characterises the scenario descnbed in this chaptet 
is that economic success depends on whom you know - not on ~1b.at 
you know, or how hard you work, save, or explore innovative ideas. 
To highlight what is economically at stake in Fiji in the present 
insecure situation, two scenario.s will be elabomed in lhis and the 
following Chapter. Future growth trends under two different economic 
regimes will be presented., not as precise predictions, bul to illustrate 
plausible 0tders of magnirude. These projections relate to Lhe supply 
side of tho economy and lhe key production factors, but also incorporate 
importanc microeconomic considerations and the key role of the 
·ecmomic order' in &timu.taling cm.erprise, competition and constructive 
supplier responses. In doing this, the projections use Denison-cype 
growth lhcory, not as a basis for a projection, but to provide an 'adding 
up rule' of the proximate sources of growth. The underlying growlh 
theory ls meant ID provide no more than an int.ermcdfate stepping stone 
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between lhc overall growth rate and the real causes of economic gro\lllh, 
such as competi1ivene.ss. entrepreneurship, learning and saving. 

After the event.~ or 1987, one cannot expect a simple straighlline 
extrapolation of the Jong-tenn past i£ Fjji 's economic order remains 
roughly unchanged. 

The emigration of talented and skilled people will continue at a fast 
pace. The sons and daughters of many families now established in Fiji 
will stay jn Darwin. San Francisco or Christchurch, whether they have 
host country approval ro do so or noL Somo Fiji emigrants who find 
life overseas harsh may, of course, return. But over I.be long te.m1 we 
estimate that there wiU be an emigration or as much as 1.7 per cent of 
the labour force (triple that of the past decade). This will reduce the 
gTOWth rate of I.he labour force markedly and lower its skill level (see 
Chapter 6). The Republic of Fiji wW lose not only m11ch or the 
growth of ics workforce. but - above a1J - the most crucial input into 
the growth process, knowledge and skills. Just as Fiji residents of 
Chinese descent who were mOlOr mechanics and tradesmen have vanished 
over the imt decades, qualified lnd.ians could gradually disappear. Skill 
shortages would become the Achilles heel of Fiji's development and 
cause I.he decline of many industries. 

Land and other physical resources will, in lhis scenario, be 
developed mainly by government agencies, but Ille p:ice will depend on 
the resolve and limited fund-raising capability of the governmenL 
Because lhe attention of key policy-makers might well be divened by 
recurrcnL political or commanal conflict. resource development projeclS 
could be delayed. Bue. that will often not matter anyway, since public 
capital cxpendiwres or aid moneys might not be available. Public sector 
capiral formation will be squeezed (to a trend growth nue of, S3y, 2 per 
cent p.a. in inflation-adjusted tenns) d.espile constant efforLs to cut 
ope.rating expenses and public service conditions. The priority of the 
government in this scenario will have lO be maintenance of law and 
order, so that police and military spending take precedence over 
improvements in productivity of land and capital. Moreover, a small, 
diswit Fiji, with occasional unrest and a clouded civil rights record, may 
nor receive much aid or be able to obtain preferential trade deals (e.g. fOf 
sugar). The government could partly make up for this by playing 
tradltlonal donors off again.st new aid sources, African style. And a-. in 
Africa, lhc lasting economic benefits of such poJILlcal aid would be 
spasmodic, and maybe incongruous. 

Private domestic capital formation, which has already been slowing 
down in the 1980s, will trend downwards further if lhc Statist economic 
ordec remains in place. As lhc economy drifcs lllto poverty, consu.mec 
aspirations will be continually frustrated. The savings rate will be low. 
Why pill hard-earned money aside in Fiji when lhe future looks insecure 
and unpromising? Growth will be confined by capital and resource 
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T•ble 4.2 "'IJ 
..!::· 

EXAMPLES OF INTERVENTIONS IN IMPORT TRADE AND INDUSTRY PRICING ~: 

~ 
Protection by 

~ T arifl Concession Protadion by High " on Raw Material (%) Tariff on Import (%) Import Licensing l Product FISCal Cclstoms FISCal Customs 

l F&sh and fish products :I 
eanned fish 5.0 5.0 Yes t fresh fish Free Free 50.0 5.0 No 

Animal food (chicken feed s-no ooncassi:>r1) 7.5 Free 30.0 5.0 Ves 
Food and drink .... 

~ beers and ales 7.S Free $2.-$45.84/ l~re 7.5 No 
spirits 7.5 Free $27.25/litre 7.5 Yes 
flour of wheat 7.5 Free 25.0 7.5 No 
vegetable oils 5.0 5.0 50.0 5.0 Yes 
noodles and sauoes 7.5 Fr• 75.0 5.0 Yes 
manuf. aerated watecs 10.0 7.S 90.0 7.5 No 
sugar 50.0 5.0 No 
snack foods 7.S Free 85.0 5.0 No 
margame & butter 7.5 Free 70.0 s.o Yes 
dead pltty & ,edible offals 75.0 5.0 y., 
sugar and chocolate 7.S Free 115.0 5.0 Nil 
bjscuits {sweets) 7.5 Free 75.0 5.0 NY 

Cigarettes 7.5 Free $55.73/kg 7.5 ND 
Paints and Varnishes 7.5 Free 90.0 7.5 Nil 
Soaps and Detergents 7.5 Free 85.0 7.5 NO 



Matches 7.5 Free $16.80/gr. bx 7.5 Yes 
Agro Chemicals 7.5 free 10.0 7.5 No 
Plastic Items 7.5 Free 35.0-75.0 7.5 Mostly yes 
Handbags, suitcases etc. 7.5 Free 80.0 7.5 No 
Cosmetics & Perfumes 7.5 Free 60.0 7.5 No 
Paper & Papat' Product 7.5 Free 60.0 7.5 No 
Textiles 7.5 Free 7;s 7.5 Yes 
Apparel 7.5 Free 80.0 7.5 Yes (shirts) 
Footwear 7.S Free 45.0 7.5 No 
Buildjng Matwials 

nails, staples, saews 7.5 Free 60.0 7.5 No 
IA cement 7.5 Free 50.0 7.5 Yes ---l rigid PVC plpes, tubes, oonduits 7.5 free 35.0 7.5 Yes 

paints and lacqu.-. 7.5 Free 90.0 7.5 No 
Adhesives & Gluu 7.5 frN 35.0 7.5 No 
Solar Waler Heaters 7.5 Free 25.0 7.5 No 
Aluminium Utensils 7.S frN 60.0 7.5 No 
Tyres• Relread 7.5 Free 55%/$8/tyre 7.5 No 

S" Toys 7.5 Free 35.0 7.5 No ::Ii Recorded & Blank Videos 10.0 7.5 60.0 7.5 No Oo 
Crown Corks, Seals 7.5 Free 55.0 5.0 Yes ~ 
Twine, C-ordage, Ropes etc 7.5 Free 60.0 7.5 Yes (man-made fbre) } 
o.odorant Blocks 7.5 Free 60.0 7.5 No 

i Polypropylene Bags 7.S Free 60.0 7.5 Yes 

Sou,c:g, Ministry of Flnance 
ti 
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constraints. People with wealth will be surrounded by la:rge numbers of 
people who have little to lose and who may risk what liule they have in 
confrontation. Capital owners of all races wiU, lherefore, try IO dlven 
their savings from a risky, tense and slow-growing Fiji economy :into 
investments overseas. The government would have no effective means 
of stopping s.ucb capital outOows. The growth ~ of lhc capital stock 
woold slow down IO maybe 0.5 per cent per annum. 

Import substimtion policies in a small country like Fiji have been, 
and will continue to be, very eoslly. They will continue to cause h~ 
l)Tices and diseconomies of small scale, and wiU be destructive of 
enuepreneurship. Indeed. the costs: of tariff and tmpcn lic.cnce pro&ectioo 
will rise because long-proteeled domestic producers Lend tO neglecl 
prodactivity improvemenu, whereas competing overseas suppliers 
improve their productivity all the time. Cost disadvantages of producing 
in Fiji will widen. Argenl.ina, Australia and New Zealand's 
manufacturing industries iUustratc lhe case (Kasper, 1983: Oiersch, 
1987). In a small market like Fiji, protected indUSlries will be a dead 
weight on lhe economy. 

Inputs of labour, skills and capital mto the process of economic 
growth will be growing. but a,, a much slower pace lhan over the past 25 
yca:m. In a Tegu1ation-consi:rained economy with capiUl flight and 
emiptlon, people and policy-makers will have great difficulty in 
marshalling the resources for national development. The system will 
not be able to generate lhe p.roductivily improvements thal normally 
result from developing, testing and implementing new knowledge. 
Regulation. heavy S1.1.te involvement in capital formation and 
development, the weight o! ailing public corporations, prot.ected 
monopolies in key areas of I.he small national market. and price controls 
will impede I.be private market economy from drawing on its grca_cest 
strength: creating and using knowledge lO improve efficiency and quality, 
and to weed out unpromising (loss-making) pursuits. 

Fiji's Future Growth 

In Ol'dct IO estimaie long-term growth trends under s1a1us quo policies, 
we can use lhc theory of the production function to add the cffecas ol 
capilaJ, labour and productivity growth aogelher. The 'third factor 
theory' weights the growth of capital and labour inputs by their 
respective shares in natimal inoome and makes alloWB11CC ror the growah 
of row factor productivity (Olaplei' 3). 

For I.he scenario we are describing liere, we cstimare that the share of 
Jabour in national income will be relatively high by historical standan:fs 
(60 per cent). The volume of labom inputs (hours worked p.a.) is 
estimated to grow by only 0.6 per cent p.a. over the next 2S years. 
Capital scrvk:cs used in the production process will also grow by a uend 
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rate of 0.6 per call p.a.1 In addition, we make the usumption that tocaJ 
faclOf" productivity will make a sUghtly negative contribution, mainly 
because of losses of skills due to substantial emigration. In an 
atmosphere of slow growth, an uncerlain environment (in which 
government intervention di.scowages entrepreneurship), little genuine 
competition, and emigration, the comribuuon of productivity growth to 
Fiji's fragile economy could easily be reduced in Ibis fashion. We 
suppose, in effect, lhal about one-fifth of lhe benefits of more wort and 
saving are dissipated as a consequence of adhering lO lhe present 
cconomicmder. 

Adding up the above a.uumptions, we arrive at a long-tenn annual 
growlh rate of real gross domestic product (1986-2010) of 0.:5 per CCOL'Z 
This irend rate is n0t: all that difforcnt from the past It implies some 
slow recovery after the dramatic income losse! of 1987 and 1988. 

Since a oonsiderabJe part of oanual population growth is diver1ed to 
emigration, per-capita incomes will be even less affected. In 2010. 
income levels can be expected to be just slightly below the 1986 base. 
This means lhat there would be a delayed and slow recovery from a 
depressed 1989 base (1989-:2010: +0.4 per cem p.a. growlh in real per
capita incomes). Real pcr-capila income levels in 2010 (measured in 
constant 1986 US$) would again reach about $1300. The 2S to 30 per 
cent losses in living standard incurred in 1987 and 1988 would, in th.is 
scenario, be jusa fully recouped within a generation. This prospect 
resembles what many economists expectt.d for wesum Europe at. the end 
of the Second W~Jd War. 

I The buia of the la_bour projection is discuued further in Chspter 6. 
Over the neJtl 2.S )'HTS, ,ve project that 1.7 per ecnt of the la_bour foTCtl 
will ~ lost '° emigration each yev (instead of 0..5 pu cent over lhe 
put), IO lhat the number of 1VOrt:ing-a1e people will grow by only a 0.8 
per cent p.L rrend rue. Uncmploymcn1,. ahort-worlt and strlkea arc pro, 
jccted. in this scenario, io reduce the growth of the work. volume by 0.2 r;: cent p,L, ,o lhai it pew• by only 0.6 per cent p.L 

Orowth nm = (Wage lhve X la_boar powth) + (capii.l share X capilal 
growth) + 'third facton': 

g • (0.60 X 0.6) + (0,4 X 0.6) - 0.2g: 
J • 0.5'1, 

In Appendix A. we &ive an estimate of the 1ectoral ~d eJtpenditarc
eat.egory breakdown I.hat th.ii scenario Implies. Bul we •~u dw. all 
these numbers are mellll only u crude ordeq of magniwdc 10 demonstrate 
loaic•I cormncncy and to invite th6 reader to 1cst the scenario for its 
plu1ibili1y. 
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Such a scenario of decay and ecnigraLion will probably produce a 
result similar to lhc shrinking of living standards in Burma after 1948, 
Ghana since 1960, or Tanzania. wilh occa~onal ~ of Sri Lanka· or 
Israel-style t.cnsion. For strecches of time, there will be the normal good 
and bad years of lhe sugar cycle, with hurricane damage and repair. 
Leading bureaucrats and politicians will blame stagnation on lbe secular 
decline of the terms of trade and an unfavourable uading environment for 
raw material producers. Fiji's leaders will portray themselves as ai the 
mercy of big neighbours, including Australia. People will be admo• 
oished to be tolerant. Occasionally, high unemployment., especially of 
Lbe urb:in young of all races, inflation, and low ..-eaJ incomes will 
instigate social unrest. Populist agitators wiU try ID gain a following 
by blaming the misery either on those Indians who m igratc and lake 
capital out illognlly, or, allemalivoly. on those Fijians who conLrol I.he 
government Sirong measures by the 'disciplined sc..-vices' will probably 
manage lO keep such agitatlon under corurol most of lhe lime. 

Fiji will not be a very cheerful place to visit, but il will be cheap, 
at Limes. Occasional currency depreciations will fill the hotels with New 
Zealand pensioners and Ausaalian backpackers. The government-owned 
airline will require regular injections of public funds lO subsldtse such 
tourism. It will be argued that. - aft.er all - such subsidies are in the 
national inter-CSL At other times. inflation will drive up costs and 
squec2e the lOurist sec.tor. On the whole, tourism and trade will 
disappoint national expectations, as Lhey invariably do in stagnant and 
problcm-ridden ccooomics. 

Monetary control will occasionally fail. Reserve Bank finance will 
be needed to overcome budget defici111 that cannot be covered by 
commercial finance or aid. There will be high inflation. It is impos
sible lO predict lhc inOauon rate but it will be high because the govem
mcnl will have lO use lhe printing press to finance intractable public 
deficits. In many economic activities, the domestic currency will be 
replaced by blackmarkei Australian or US dollars. International cledit 
will be hard to obtain, because the government of a stagnant developing 
countr)' that is faced wilh an exodus of population and private capHal, 
and hence its in base, will loot a poor investment to foreign com
mercial banks in the hard-headed atm0sphere of lhe. 1990s. Inlemational 
banks have already begun to write off bad debis to LOCs and are 
rolu::tant to as.wme new risks. 

Foreign aid is unlilc.ely to flow freely. despiie lhe fact thal 11w Fiji 
economy will be depressed. The philosophy or international aid has 
already moved to a more critical approach (see Chapter 10). It is 
increasingly realised that much a.id has been wasted or has induced 
recipient countries to engage in was-ieful programs. Aid will be given 
inczusingly not on a needs, but on a success, basis. Skill shortages 
will hamper aid projects, and foreign donors will be reluctnnl 10 replace 
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migration losses by foreign experts. In all likelihood, foreign aid will 
not be a very impanant source of finance. 

Given the continuing pressure of external deficits, one objective of 
development policy in this scenario will be to save to.reign exchange. 
This objective is J.ikely to misguide many projects, as it has in lhe pasL 
Scarce capital will be ~'tcd on unproductive and unprofitable ventu~ 
simply LO save foreign exchange. Like so many other LDCs, Fiji will 
continue lo pursue objectives of dubious self-suff.1.Ciency, instead of 
maximising profit.ability and mising productivity (and livJng standards). 
For example, the bureaucrats who organise 'Rice Weeks' and similar 
propaganda exercises will not recognise that it is cheaper LO obtain rice 
by exporting more trousers. 

Because this scenario is not all lhal cliffercnt from Fiji's actual 
experience during the 1980s, il is easy Lo visuD.lise. But its hnpl ications 
are fraught with grave dangers for social stability and racia1 harmony. It 
seems altogether too unplCMant and disappc;iinting compared LO whal is 
possible for the Republic oC FiJi. Latent tensions between and wilhin 
raciaJ groups could be dissipated by cooperru.ion and shared economic 
successes. We therefore explore a more optimistic scenario, and the 
prccondiuons for it, m the following Chapter. 
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Chapter 5 

Long-Term Prospects II: 
Growth 

Jndividoal Efforts Overcome Resource Constraints a11d 
Pear 

The shocks of 1987 suggest a thorough rethinking of the basic economic 
philosophy and blueprinl of economic management in Fiji, possibly 
within the newly formed Economic Slrll.Cgy Commiuee. A compre
hensive refonn of economic and social ammgemcnts will have to be 
undertaken if tbe economy is DOl lO drifl into loog-term decay. This 
seem!li tO be clear lO well-informed citizens, many of whom are liqui
dating their commitments in Fiji at great personal cost in order tO opt 
ouL In discussions with citizens or all races. lb.is point was invariably 
expressed to us with great clarity. Many in leadership positions and in 
lhe bureaucracy ba\'e also begun to think tenlatively about a thorough 
r~fonn of Fiji's econotnicol'dt.r. But prudence, tmdilion and bureaucratic 
self-mteresL seem to be inducmg lhosc in government positions to 
h~ Yet. experience and time-teSted economic theory suggest thaJ. 
I.be ailing economy can be durably re-invigorated if greater scope is given 
to the decentralised efforts of individuals and small groups in COtnJ?Cting 
and cooperating in markets and. by so doing. in producing sociaUy 
beneficial outcomes. Self-mol.ivated (but no\ selfishly-motivated), 
compebag individuals can open up oew resources and remove coostrairus 
on growth. 

It may be argued I.bat lhe competitive game in a small economy like 
Fiji's 1l'Ould, in many essential markets, lead lO private monopoly 
suppliers. whlcb migb1 be l1'.IOl'e harmful to loog-ram economic welfare 
than St.ate monopolies. This. is why we shall stress, in lhe reform 
package elaborated below, Lhal the small Fiji economy must be open to 
the world markeL Monopolistic abase by a domestic supplier will be 
controlled by fears of overseas competitors. It is also importanl to 
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withhold from single suppliers, where they evolve:, all forms of 
government protection. If high monopoly profits arc made, new outsider 
competitors must be able to enter the m~ As long as markets are 
contestable, single supplicn are unlikely IO be able io exploit their 
manets unchecked. The historical record suggests that the social and 
economic costs of monopoly are nonnaJly durable and in10lerabte only 
where government pro&ectioo k_eeps J]OfellliaJ! outside competitors at bay. 

We estimate tJw me material gains from a refO(lll of the economic 
order would be important because they motivate people to creaie wealth. 
But material gain does not seem to us to be the mos:t significant 
attraction of econontic reform. Fot the people of Fiji in the late 1980s, 
equal economic opportunity and wealth-creating cooperation seem 
importml for non-cconollllc ~s. A focus on economic cooperation 
and achievement will de-emphasise political emotions and racial 
tensions, and hasltll lhe pl)SpCCt for a rctum of electoral democracy. 

The Gist of the N~cessary Rerorms 

The reforms we have in mind IO launch Fiji into a scenario of recovery, 
prosperity and slability have three major components: a guarantee of 
civil rights and economic (reedoms, not so much by declaration and 
decree as by clear, consistent government actions and policies in suppon 
of such nghts and freedoms; a comprchensi ve, rapid repeal of 
regulations governing work, comm~. international trade and pay
ments, saving and. enterprise; and a slimming down of lhe prcsendy 
large government by reducing ils £unctions and by privatising many 
government cnlities. 

These three components are muwally supportive and should be put 
in place simultaneously IO ensure SDCU$$. Given the nwsive sbocb of 
1981 and the dynamics ,of economic decline., pie,cemw tinkering is 
onlikcJy lO be sufficient IO re-establish confidence and tmn lhe economy 
around. Only ~bensive, bold and rar-sigblCd refonns can rapidJy 
secure a prosperous and stable futuro. The uoseullng shocks of 1987 and 
1988 have paved the way fcx such a programol.relonns. 

Economic RJ1hts and Fr~edom.a 

The freedoms and rights, that seem ffl05' imporwu 10 ensure confidence 
and a loog-1enn commitment or individuals to the future of the Republic 
of Fiji are: ~ rigblS (a guarantee that weallh and income are not 
nationalised, arbiuarily transferred lO other owners or exces.ID-cly llled 
away)~ freedom of coolraet and association (a gtWBDtee that individuals 
are free IO form groups and enter inJo lawful agreements with each Olher, 
including lhe freedom not to contrac:1 or enta an association); freedom 
of movement, both within the national tcm1ory and overseas, ror 
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persons and lheir possessions; and freedom of information and lawful 
e~prcssion (a key right in the search for relevant knowledge by 
individuals). 

By explicitly affinning these rights, the Republic of Fiji would 
enhance its legitimacy in the eyes of its citi7.ens and of the world. An 
aff umation of lhese basic righlS should be ,combined wilh some 
conclusive evidence that the government of lhe Republic cootlnues tO 

welcome the presence of its Indian citizens and has their prosperity at 
heart. Civil rights create the preconditions for private initiative and 
individual welfare. These negative civil .rigbl8 deily odlcrs (including the 
authorities) the right to arbiavily inlafere in individuals' affairs. They 
gumntoc sphere.s of freedom for the individual. imspective of race. aced 
or political conviction.• 

These basic freedoms from inlerfcn:nce can be credibly secured under 
many different fonns of government Enlightened, open mlnorily 
govcmmeru (lite the oligarchies of Europe 150 yws a,o) or fairly open 
aut:0CI11Cid (like Hong Kong and Taiwan) are capable of protecting 
priVa&e initiative and of creating a framework in which people from very 
different communities and traditions can wort and live harmoniously 
lOgether. We hold just die same lhal ~lectaal denlo(J"acy and a free prcs.1 
are lbe most effective ways of protecting civil rights. and of reasiiuring 
the people that essential freedoms will remain in p.lacc. But wha1ever 
I.he system of government, it i& important that lhe State does not 
intt:dere with these basic freedoms. Where a S111e is intc.rVentionist. 
especially oo racial lines, government becomes such a valuable prize to 
fighl ove, that these freedoms, and lhe social hannooy and ec:onomic 
growth whkh depend on lb.em, can all too easily be endangered. 

If a new constitution and an effective political and legal system 
guaranteeing it can be !4t in place, this will no doubt strengthen 
confidtncc that basic freedoms. pcrsooal saf ery and economic rights will 
be safeguarded. Bui what really maucn is not ao much the dr:claralion oC 
such righra but their consislcnt implementation in practice. Aftu the 
shocks of 1987, confidence will be re-established only by very clear and 
consistent policies and actions. This &ask can be made easier, given the 
limited adminiSU'ltive capabilities of the government, if the State's 
influence is shrunk by the abolition of many regulations and 'the 
privatisatim oC many publicly owned production venrures. 

1 The,e economic rig.hf, md. m.edoms ffl\lSt be distingllWllld from po&itive 
riglrll, such u the ri,ght to I dcfmile. govemmcm-guaranw:d income or 
job. Po•itive righta onJy creaia disincentives to paf cnm. TM ruanruee 
of positive economic righll would bo unufonlable w the government of 
Fiji. There ii, of course, • residual need for charily in cues of excep
tional pel'IO~ mitfottl.ln8 or nation.,] disuter, but evm in lhOse cues it 
1.hauld be made clear &hat individual, have no automatic claim on the 
S talll• 1 ruources. 
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Derecutation 

Fiji•s colonial inheriWICe and inldlcctoal traditions have led 10 a heavily 
regulated economy in which much guidance and i.niti.a.tive comes from 
the centre and from above. AU too oftm, individuals in Fijl need 
licences, pennies and lhe cooperation of the bmuocracy if Ibey want to 
take ecooomic initiatives. They often have to justify their commercial 
instincts 10 government administrators. They have to explain and seek 
apisoval for their ecooomic decisions from higher authorities. They face 
delays and may have lO bribe or pander to those who bold the power 10 
license or control. l.n these circums1anees, many vcmores are never 
embarked upon, perhaps not even imagin~. BU5inessmen engage 
instead in rent-seeking. They often sect government•gramcd rights to 
govemmcnt-so;ured mane~ and do not act like genuine entrepreneurs. 
This make., a comfcxtable life for lbose who have the right CQl'lnccuons, 
but it disadvantages lhe young, neMX>mcrS and outsiders, including rural 
people. ~le who do not know how to fill in an application fonn or 
who do not have lhe oon:6dence IO negotiaLe wilh an official me excluded 
or bave to accept lower profits. No one knows how many p.mmising 
encaprises a.""e suppressed:, or what improvements aro trOL made. The 
losses in a regulaled environment pertain not only to big, visible 
ventures, like the construction of a resort.. but - more importanlly -
10 mil1ioru of small but posslbly productive steps, like flying m Sydoey 
lO lcSt an export idea. imiwiog a practical success observed in the next 
village. 01 planting a new crop. 

So many regulations arc now in place that the government would 
Jose much valuable time by I piecemeal review of Ill regulatioos. Such 
a review would also exceed the govemmcnt's present adminisrrative 
capacity and would enmesh reformers in rear-guard bau:Jes. placing the 
burden of proof for a repeal of any gi~n regulation on them. In the 
desperate circumstances of Fiji, a bold. clean sweep is needed. The 
1ovemmenl should announce a lhree-year 'sunset clause' on all 
regulations othei- than I.hose that ensure honesty, law and order. This 
means that all regulations, swutes and ordinances DOC e.xprcssly justi.lied 
and acccpced by the govc:mmcnl would automatically lapse within tJuce 
years. This would set a powerful signal to the public at home and 
oversea.9 llw the Republican government means bos.iness about reform 
and I.hat lhe economic rights of individuals. and a p:nuine marte1 
competition, will indeed be .m-engtbeoed. Such a signal would draw 
international aueolion ro a renewal of economic opportunities in Fiji and 
aeate ao important precondition for aumcting resoun:es for &vclopmenL 

Beyond such a general mediam-renn move, the govmuncnt shoold 
immed.ialely tt:pcaJ the following major interventions in the economy. 
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All import licences should be lifted {other than for weapons, drugs, 
and medicines that an: not Legal in Australia, the USA or Switurland. 
and substanees that rnight carry disease if OOl quarantined). At I.he same 
lime, all import tariffs should be abolished and replaced by a unifonn, 
across-the-board 10 or 20 per ceot fiscal wiff on all commodity imports 
without exemption. Such a tariff might be gradually phased down to 
~ero by 1992, preferably as pan of a comprehensive review of all 
t.axalion. The resulting simplification or administrative procedures 
would allow the government to make immediate staff savings in lhe 
Customs Service and in I.he many departments involved in impon 
licensing. This .simplification would also pe.nnit a more effective 
collc:ction of customs duties from a given flow of imports_. 

All price controls should be repealed. because they are ineffectual 
and lead to unne,cessary administrative wor.k. This would allow the 
government IO dissolve the Prices and Income Board and all other price 
control bodies. The government would immedialely save over hall a 
million dollars in expendilUTCS.. and industry would be spared the high 
compliance costS or price surveill3oce. 

All regulations lhac make export licences necessary should be 
abolish~ except where heallh and quarantine regulations of buyer 
coonll'ies require c.crtific.ates. 

Con1rol1 over .rentals paid on all land should be removed., mcluding 
land I.hat comes under Lhe pwview of the Native Lands Trust Board. In 
practice, this means thal traditional landowners would be permitted - if 
they chose - IO entrusl lhe negotiation of land rents to independent, 
competing ~cnts and experts (e.g. real csw.e agents who charge a rec for 
their service). The frequency or review of rentals and I.he mode of 
terminating the tenure of persons who are not prepared lo pay market 
prices ror their leases would be determined directly by lhe owners. As 
we shall elaborate in Chapter 7, the present practice of land rental has 
enshrined a transfer of weallh from Fijian owners 10 lndian lessees. The 
payment of proper market prices by I.he users oC Fijian-owned land will 
create incttllives to consolidate, to improve productivity and ID properly 
evaluate land use. This will enhance che economlc opportunities of 
iraditional Fijian landowners. 

Conttols over private banking and finance (other than stric1 
prudential controls) should be further removed and taxes on financial 
transactions should be reduced. This would auract offshore financial 
operalions and raise lhe efficiency of the financial secta. 

All licensing concerning shop hours, factory work time and hotel 
opcnuions should be dropped. 

In order lO exploit Fiji's unique advantage as a location in the mid
Pacific, all government regulations conuming air uaffic and shipping 
(other than essential safety regulations) should be repealed. Wht.n Fiji 
adopts a genuine 'open skjes' policy, the benefits for the tourist and 
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export indu.stries will be enormous. The polCl!lial of such a policy, 
which grants. every operalOI' landing nghts. could not develop fully if the 
governments of the USA, Canada, Japan, Australia., New Zealand and 
other Pacific countries did n0t also grant generous landing rights 10 
flights IO and &om Fiji (sec Chapcer 10). Fiji should call on foreign 
governments lO place their shared long-term strategic interesl above 
narrowly nationalistic busin~ considerations. Concessions to flights 
to and from Fiji wooJd fit in well wilh I.he new deregulatory 
international environment and would eonsuuctivcly help Fiji when it i:s 
in despcrale need. Concessions for flights from Nadi sbou]d be sought 
as a mattcr of great priority to help rescue the Fiji tourisi; industry from 
disaster. In the slightly longer nm, shipping and crewmg regulations 
should also be reformed. This maritime nation in the centre of the 
.Pacific bas the potentiat lO rival Panama and Liberia as a shipping 
centre. creating new job opponunities for Fijian seamen in the process. 

All wage and salary controls should be removed and the rcgulalory 
sttucllll't'l of lhe Wage.'! Boards, lhe Ministry of Employment and 
Industrial Relations. and the National Training Council should be 
abolished. [n Chaptcr 6 we show that l.hese structures have been 
ineffectual or even harmful. They also mtcrfm: with importanl rights of 
~ 8S$0Ciadon and free c.ontt3CL 

Controls I.bat inhibit the creation of private enterprises in the health 
care and education indosuies should be reviewed and liberalised. This 
woul<I benefit the quality of life of Fijian citizens. A number of 
promising, job-creating private hospitals were planned but poslpOllcd in 
1987. The go-ahead for some of these projects would not only have 
imponant 1111nouncement effects, but would also l.ay I.he basis for a 
possible expon industry in the P-acjfic, providing high quality privat.e 
health care. The eomplcmenwi1y wilb other industries (such as long
stay rclilemcn1 tourism and the attraction to higb1y sk:illcd people who 
wod: in 'knowledge industries') should be noll!d. 

'Much of ow trouble results from an overblown, overpaid Govern
ment sector. Mort cuts wm be needed.' 

'Customs duties a,.. ridiculously high. Oeregulat• •vCJry'lhlng.' 
Buslnessm1111 

'Regulation and protection of the economy Is protecting the existing 
business sectOl against entry by ridigenous Fijians.' 

Busit»ssman 
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Particular attr:ntion needs Lo be drawn Lo the inhibition of oppotlU· 
nities for new enaants - including indigenous Fijians - posed by 
existing export and import licensing arrangement8. A well-informed Fiji 
bus~ expressed lhe view U> us Iha&_ a major effect of lhe u.isting 
regime of regulation and protection wu to protect the existing business 
scc1or agains1 entry by indigenous Fijians. Considerable newspaper 
cov~c was, for example, given in January 1988 to the situation «>fan 
indigenous Fijian ginger producer who was precluded front ~portinl by 
rcslrictions on the gnmting of export licences (O\apcer 7). The pretext 
of quality comrol by lhe authorities was used lO prevent lids new entranl 
from gaining an expM market. pemaps with slightly lower prices. 

The gains from an energclic, comprehensive attack on regulation 
will be considerable. Uni~gincd new oommen:iaJ oppotlUQ.ities will be 
discovered and ellploiled by enterprising people once deregulation 
changes lhc game plan. Optimism on lb.is sc<n se.ems justified by 
some of Fiji's own expcricn(:a. Fc:a-example, a maj« stimulus to lhe 
suut or lht cxpon: gannent indus1ry wu the reduction of import duties 
on sewing machine3 (from 35 lo 7.5 per cent) and an fabrics (from 25 10 

S per cent). Of course, no academic visitor or government oommittee 
can 'pick lhe winners' that will emerge. but people with access to 
localised knowledge will know or learn of oew oppmunities. They will 
move to exploit ahem a soon as the new ccooomic order is seen IO be 
pcrmancnL It is thcref ore essential that the government avoid any act 
that could be iruetpreltd a.1 retegulaoon, castina doubt about lhe extent 
of lhe reforms, 

The anilicial prices created by tariffs, licences and Tegulations 
gcnaally mean that oommercial decisions are based on false i:nfonnatioo 
about the real costs in t.hc economy. Commercial enrerprises then 
become dependent on lhese interventions conlinuing. Regulation 
divorces economic decision-mating from commercw reality. Unhap
pily, commercial reality always catches up in lbe end. oft.en resulting in 
dire economic and political difficulties. 

Another major benefit of deregulation and tariff reform is that it is a 
pow~ul weapon against inflation at a time when price-level stability is 
seriously endangered. Present impon dutles and Licences raise living 
~ in Fiji, includina for Fijians living in the traditional sector, whose 
real incomes are ,educed relative IO those working in lhe procected 
SCClors.. 

Fiji has few options left. Deregulalioo is not wilhoot risks, but the 
risks of inaction arc 10 be f carcd. more-. ifi our judgment. It appears that 
lbe Interim Government and I.be wider community are not opposed ·to 
deregulation. Indeed, many in Fiji would now greatly welcome iL 
Deregulation of financial markets has begun in a modest way (freeing of 
bank iruercst rates) and other economic controls have been under serious 
review for some time. The main opposition to a g:rcacer play for marftet 
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forces seems 10 come from some trade unions, from within the Labour 
Pan.y, and from some ethnic Fijians who fear thal decontrol would give 
Indians relatively more opportunity, at least initially. As we argue 
elsewhere, we do not subscribe IO these fears (Chapw, 3 111d 6). Fiji 
will be .11i better and fairer place for everyone if aood competicors can 
make progress, irrespective of their race. However, we consider 
measures lO faeilirate access by ethnic Fijians to new economic 
opportunities as crucial to the success of a comprehensive reform 
program. We devote Chapter 9 below to discussion of lhat issue. 

Privatisation 

The Republic of Fiji owns a vast array of enterprises and entities 
producing goods and services t.haJ. can, in our opinion, be produced more 
efficiently by private enterprise- just~ lhey a.re produced privately in 
many other countries (Table S.1). Fiji ls saddled with a large public 
sector in which: there is caulious, inflexible, adminisualive procedW'e 
instead of rislc-tak.ing, imaginative cnttcpreoeurship; inefficien1 won: 
practices are tolerated; the powerful profit-loss motive of lhe market has 
been replaced by adrninisuative and political control and relntively easy 
access lO tax funds: and there is little drive to experi mcnt, raise 
productivity and improve marketing mClhods. 

The overblown public sector is a drain nol only on the public purse, 
bu1 also on the real income of citizens, Market compctilion creates 
incentives to utilise knowledge more effectively in corurolling costS, 
raising productivity and improving product auukeling. Privatisation 
wilhin a competitive mark.et framework would raise the productivity of 
labour and capital in these cnu:rprises. 

Not all privatised enterprises wou1d smvivc or fetch a. high martel 
price, even if shares for them were offered for sale worldwide. Bui the 
nation would still gain if the government were to disengage from direct 
involvemenl in production. Privatisation would permil overdue 
sauctural change and thus promote growth. This may be opposed by 
those in protecmd, government-owned enterprises who are liJcely to want 
to defend the cosy basis of their jobs. But these fears are often 
exaggerated out of ignorance or the potential gains. Experience has 
shown elsewhere that. privatisauon can bring unanticipated advancagcs for 
managers and workers. 

As we outlined in ChaplCT I, the governmenl of Fiji as drifting into 
an untenable budget deficjL Neither commercial loans nor foreign aid are 
likely lO be able for long lo cover the deficit from the collapse of 
revenue collection. In his Budget Speech. the Finance Minister staled 
with great candour that the gove;mment cannOl balance even its operating 
budget over the nex1 lhree to four years and lhat it has not been able to 
idenr.ify new borrowing sources for a large part of its net financing re.. 
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Table S.1 
PUBLIC ENTERPRISES IN WHICH THE GOVERNMENT OF 

FIJl HAS AN INTEREST 

D•p•rtm•nt Ent•rpr1n• and OuHI-Enl•rprlH• 
Oapartment of Posts and Telecommunications 
Marine Deparunenl 
Native Land Trust Board 
Pub/le Corpor•tlon• 
Clvll Aviation Authority of Fiji 
Fiji Broadcasting Commission 
Fiji Development Bank (FOB)• 
Fiji Electricity Authority" 
Fiji Meat Industry Board• 
Fiji National Provident Fund 
Fiji Pint Commission• 
Fiji Housing Authority• 
National Bank of Fiji• 
National Marke.ting Authority (NMA) 
Native Land Development Corporation (NLOC) 
Ports Authority of FIP 
Llmlt•d Comp•nlH H•ld Dlr•ctly 
Air Pacific (AP)" 
Fiji Air Ud" 
Aji Can Company· 
Fiji lntarnationaJ Tei.communications Ud" 
Fiji Sugar Corporation ltd (FSC)" 
Fi~ Sugar Marketing Compa,iy Ud" 
Homa Finance Company Ltd" 
11<8 Corporation' 
Rewa Rice ltd" 
Yaqara Pastoral Company Ltd· 
Llmlt•d CompanlH, He/ti lndlrltlly, 
•nd OUHI.Publlo Ent•rpr1 ... 
FOB NomlnNI ltd 
FSC Parbu,y Pty ltd" 
FSC ProJecis Ltd• 
Fiji Citrus Ltd (ln recelvarsh~)" 
Fiji Ginger Ud" 
Food Procusing Fiji Ud" 
NLDC Investment Management Ud 
NLOC Nominees Ud 
Pacific Fishing Company Ltd 
PacKlc Forum Une 

Parent 
FOB 
FSC 
NM.A 
NMA 
NMA 
NMA 
NLOC 
NL.DC 

EqujfyShare 
f") 

100 
60 

100 
es 
51 
36 

100 
100 
40 

Polynesian Airways Ltd· AP 
South Pacific Oistitleries ltd" FSC 100 
Suva Stock Exchange• FOB 100 
Titan Cranes and Equipment Services• NlDC 100 
• Top priority for privatisation. ·• Ministry of Primary Industries. 
S011rcr. Oepartmanl of Finance. 
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quiranent (Minister of Finance. 1987: paragraphs 26 and 29). There are 
Jegal limits on borrowing from the Reserve Bank amouming cum::ntly to 
about $95 million, a third of which has been taken up. Intcma1ional 
experience with govemmcmts in similar difficulties indicates a likely 
recourse to the printing press.. whatever the legal guarantees. Without 
imagi.oat.ive rcfonn of its IISks and finances, the govemmenl may either 
have to face a collapse of SI.ate finances. or engage in inflationary deficit 
finance. 

In the immediate fDllD'C, before growth and revenues have recovered, 
lhe budget position couJd be salvaged by a resolute privatisation drive. 
The shon•term objective of balancing state finances dover.ails well wilh 
lhe loog-lerm objective of raising productivity growth through 
privatisation. 

Some in Fiji fear that a sale of government assets would bring very 
little return. This might well be I.be case if public asset sales were seen 
as a fire sale by a 03bOl'l in crisis. But many publicly owned assets are 
likely to have considerable oommercial value if they are assessed against 
a background of comprehensive de.regulation and guarantees of economic 
freedoms. The prospect of having a direct stake in the fulnro growlh of a 
dynamic Fiji economy is likely to be attractive to l)Olenlial buyers. As 
in lhe c.a.se of ownership changes elsewhere, many au:repteoews will see 
opporwnities for improving lhe management oC venrures ortere.d for sale. 
New solutions will be transferred to Fiji by the new owners to make I.he 
privatised enterprises won: more profitabJy. An ex~llcnt example of 
what is possible is Lhc rejuvenation of lhe gold industry by the injecuon 
of new management a.aJent and know-how after Western Mining 
Corporation bought a share of Emperor Gold Mine (see Chapter 7). If 
potential buyers are sure lhal. Chey will be able to pot their new solutions 
into effect. lhey will expect greater fotu:re. profil.S and will value the 
asset$ acoonlingly. As confidence rcbJmS and lhe momentmn of the new 
economic order builds, subsequent asset sales by lhe government wi.JJ 
fetch more and will help either to repay nnt:saanding debt or to keep tu 
raw at lhe low level tlw a 'Pacific Taiwan' or 'Pacific Hoog Kong' 
neem. 

A,rlatlon 

A.t an i.mmcdiaie m~ 10 launch the privatisation dri:ve, we suggest 
the sale. worldwide and with the help of eitperienced agents. of all 
government shares in Air Padfic as well as Fiji Air, the two ailing, 
largely Sratc-owned airlines. The sttategy of close .sSClCiation wilh a 
big regional compctitoC" (Qantas) 1w not brought great rewards for the 
Fiji economy. On the contrary. Air Pacific, which is located al the 
crossroads of the Pacific and Bl the hub of the South Pacific is.land 
nations, has been ~ in resuictlve, high-cost opcradooal and work 
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pcactices, inappropriate equipment, and an administrative rather than an 
entrepreneurial management slyle. This has resuicted lhe growth of 
Fiji's rourist and export induslrieit. There is no reason why the Fiji 
tnpayer should subsidise ovuseas aou:rists and inefficient airline 
opentions. The deregulation of air services in other pans of the world 
has demoosum.ed lhe-enormous gains to ,the airlines, the customers and 
lhe travel indusLry of a genuinely commercial approach. We arc 
convinced thal. sale of the Fiji government's shares in Air Pacific would 
auract business-oriented management and promote tourist development 
and cxpCWt-orieotod manufacturing and agricultw'e. 

'Scandinavian Airlines Systems is buying 40 per cent of Argentina's 
state-owned and detx-rldden national airline, Aarolineas Argentinas: 
r,,. Economist, 13-19 February 1988 

The privatlsed airline should nol be given any exclm,ive privileges 
IO Nadi aiJport, but should be sold on the understanding I.hat lhe country 
lw adopted an 'open skies' policy. Any au-line ope.rating in futme out 
of Nadi would have to CQIJlpete, lrirn ilS coscs and tailor its services, to 
carcb and develop market demand (Findlay ct al .. 1984). 

Govt-Qantu •cordlal' Term• 

' ... relatlol\J between Australia's international airline and the Fiji 
authOntiea are cordial, to say the least. Late last year, Qantas 
pumped $Sm (Aust) into Fiji's international carrier, Air Pacific, 
representing a 19.57 per cent shareholding in the airline which it 
has managed since 1985.' 
The Fii Times. 18 January 1988 

A second candidate for privllisat.ion (in this case possibly through 
lhc offer of~ to a consortium or I.be public in Fiji, Australia, Hong 
Kong, Britain and the US) 'Would be Nadi aiJport. With the right 
en~eurial management, Nadi is an extremely valuable p~ of real 
eswe in a unique location in lhe Pacific. What is needed to realise its 
potenlial are owners wilh know-how aod business ~nse. Al prescm, 
landing fees are very high by international standards, especiaHy since fees 
were raised after the loss of flights following lhe first coup. Lower 
landing costs would malc.e II attractive to lure those lost flights back. 
The secondary benefits ror tourism and expon indusuies would be 
considerable. 
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Other Candidatts for Prl•11tisatlon 

Other assets that shoukl be considered for cuiy sale (er abandonment) are 
The National Marketing Authority and the Auxiliary Units of the 
military. A withdrawal of the government £rom these activities wou1d 
highlight its commitment ro reliance on private initiative. 

The Post and Telephones Department an probably be COIJ)Oratised 
(as was done iJJ New Zealand) and lbco soJd off. The govemmcnl's 51 
per cent share in 'Pin tel can be sold quickly. Likewise, the Pinc 
Commission could be sold a& an early stage. If the govemment wanted 
10 retain some strategic control in some of th9e cnleJ'pl"iscs. it could 
retain a 'gold share' (similar 10 me UK practice). 

The University of the South Pacific and the Fiji lnstitute of 
Technology arc valuable assets and would make a greater contribution to 
teniary and technical education under new ownership and management 
(Chapter 6). 

In agriculcure. fisheries and foresll'}', lhere arc a number of mono
poly ente.rtrises that should be sold (Chapter 7). Once inlmlationaJ trade 
is free, these c:oterprises will be exposed to sufficient com.petition lhat 
monopoly abuses need not be a real concern. 

Table S. l iodicatcs further candi.da.tes roe early privatisation. 
Privatisat.ion also raises lhe issue of national capital controls. 

Domestic capital will not be sufficient to absorb a massive asset sale, as 
past aaetn)J\S to sell the Fiji Sugar Corporation have shown. Whether 
asseis can be sold or not is of course largely a maat:T of the priac, but 
confming the possible buyers to Fiji citizens ensares I.hat lhe 
government gets less return than it otherwise migbl. Many assets 
would, therefore, have to be offerocl worldwide and are likely to pass into 
the control of foreign-domiciled owners. However, if the privatised 
companies have lO compete. both nationally and intunalionally. if they 
are not able to extract special prefennent from lhe Fiji government at the 
expense of local custoo1er-s (e.g. tariff protection), and if they arc subject 
to the common law, there need be little concern about ownership by 
overseas anterests. In an integnu.ed, growing world, many assets in 
small nations are owned by people who live elsewhere; and if the 
government's key objective is economic growth, this objective is 
consistent with the interest of private shareholders, be they in Fiji or 
elsewhere. Economic nationalism about capital ownership onJy 
become., important in regulated, rent-seeking '-Conomies (Kasper, 1984). 
In the final analysis, Fiji bas to decide what is most wanted; controls 
and nationalism. or the best possible retwn on its asseis and a fast 
growth of living standards. 
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Government: Small It Beautlf'al 

The style and size of govcmmciu in lhe groW\h scenario should be 
inspired by the models of a slim city ~mcnt. Oi' a small Eumpean 
country tin Luxembourg.:Z 

Unhappily, however. a., ,of 1988, the Suva telephone book li.5ts no 
fewer than 82 government dcpartmcnta and independent agencies. This 
huge and detailed bumaucnuic structure absorbs scarce resources and 
ensures confusing> comradietm"y and static decision-making. Fiji's toog
tcrm economic prospects would be greatly ser\'ed by adminiscrativc 
reforms that streamlined those government stmctnrcS. A very small 
number or (small} 'super ministries' could set and coor~ the Irey 
piolicies. In a rdonn scenario lhete is a need for ooly a few policies -
ones that are l"lllely changed. Many TCgUlalory functioos vanish, so Llw 
fewer administtators are needed. Thus, thae might be a (small) 'super 
mirustry' for Economy and Fmance d\at covered and coordinated all 
CC(Jl()Jllic and budget ~ In the face of its financial constraints and 
its staff losses, the government should opt for fewer but better qualified 
(and better pajd?) ci vii servanu. rather lban an army of omc ials wbo face 
repeat.t.d wage eU1s and become disgnJntJed. 

Many activities lhat presently exist within Fiji's government seem 
out of place in a growth scenario. Many departments should be 
consolidated or dissolved. One candidate for abolition that comes to 
mind in the ~ or economic management is lhe CauraJ Planning 
Office. Its residual functions could be fulfilled by a small section in a 
new Ministry of the Economy and Finance 1hat prepares revolving five-
year budget projectiOM. There is no point in WUl.ing valuable talein on 
ifllldi0se five-year plans that specify irrelevant detail and that need 
revising as soon a.s they are printed. 

Ptthaps the principal barriet to growth in Fiji is the pen:eption lhal 
the public sector and public intervention arc the mainspring of the 
economy ... This is the impression created by lhe Ninth 
Development Plan, which. like ils prcdeceUOl'S, :represents a 19.SOS 
attempt to plan every component of lhe economy ... the Fiji Plan 
provides extremely detailed projection& for all secaors of lhe 
economy at trivial levels which cannot pOSSibly be meaningful for 

2 The Grand Duchy of Luxembourg (365 000 inhabi.t.ano on 2.386 square 
ldlometRI) tw a national product of USS5.2b (1986). oompan.d IO Fiji's 
USS1.2b. Luxembourg h.u no national mny, no national currency, no 
national custond larlff. minimal ,winies, Ind no central plannins office. 
But the citi:ums of Luxembourg live in affluent. 11fe circumstancel, 111d 
en.JOY • decent ~moc:racy, irrespective of whether their JllOther lOngue is 
FrmchorGennan. 

74 



SCffllJrio II: Growth 

even 5 years ahead. For example the Plan (p.67) suggests that potk. 
production in 1980 should be 1,40S tonnes, entailing an 
employment of 262 people! Similar 'planning' applies to chicken 
meat. Yet there is no IJOCiaJ economic cost benefit analysis of die 
eost of prote.cting domestic meat production. (Hughes, 1987:4) 

Many LOC-s are now giving up tbc illusory technoc.ratic and old• 
fashioned practice of five-year planning. Once centralised planning is 
abandoned. a number or statistical smes can also he di.qcontinued and the 
slatistical system shrunk to a si7.e commensurate to a country of 
700 000 people- Decision-makers may be inspired by the small 
statistical system that f.ree rnme1 economies Wee Switzerland or Hong 
Kong find appropriate to their needs. rn any evenr.. Fiji's statislical 
system strikes a foreign observer as oddJy detailed i.n some areas and 
grossly deficient in others. The lags in publishing data. a somewhat 
nonchalant attitude by data providers, frequent large revisions and 
apparent inconsistencies make one doubt 1he value of many of the 
existing data series, a fortiori since 1987. If oar impressioos are correct. 
official statistics may actually mislead decision-makers and cause more 
harm than good. 

rn Chapter 6, we argue fot the privatisation of labour relations and 
the abolition of the entire Ministry of Employment and Indusb'ial 
ReJatlons. Similarly, entities like the Department for Food and 
Nutrition, the Consumer Council of Fiji and the Tnpanite Forum would 
be superfluous in a growlh scenario. And all administralive functions 
1hal remain after deregulation in I.he physical resources area could be 
consol.idaled in a single dcpertmc:nl (Cbapw 7). 

The leaders of Fiji realise lhat the government's functions and 
structures need to be reviewed critically in the face of die developing 
budJet emergency. It is ineviiable iJw govemmenr structures will have 
10 be screened and trimmed back. This is a high prioriry wk lhal. fits 
the spirit of a growth strategy. It might even be wortb"'hlle IO hire an 
experienced business consulting furn to JXCP1fe a plan ID streamline and 
shrink the government into a compact managemenl structure. 

Like everywhere else, leaders: with the suategic vision and will to 
imptcment bold reforms will be confronled by the opposition of 
established bureaucrats who fear a loss of power, jobs and ma1cri.al 
rewards from regulating the public. They will argue that Fiji is a special 
case, that lhc people in a developing coun1ry need the guidance of 
government, that - with new staff - great achievements can be made 
in future, eLC. The reformers will be conf.rooted by some adminiSlratOJ'S 
who will ftnd a problem for every solution. 

But reformers ready to adopt boJd suategic solutloM should 
remember lhc insighrs of public choice theory devcloptil lJy economists 
lib Economks NobeJ Prize winner James Buchanan (Buchanan and 
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Tullock,. 1964; Buchanan and Brennan, 1985; see also James, 1987). 
This school of economists has convincingly desttoyed the notion I.bar 
bureaucracies act in lhe public interest. rather than in their own private 
intcre.sL If the new leaders of Fiji lose the battle with the established 
borcaucracy and the aganiscd inrercst groups with which they are inter
twined, they and lhe citizens of Fiji will face a grim reality of long-tcnn 
d.ccay. New zeaJ.and, on the other band, has realised that major and 
comprehensive rcfonn can tenninate stagnation. and has embarked on 
refmns similar 10 those proposed here (Douglas and call.an, 1987). 

Indeed. unlike. many other counaies now con"Sidering or imple
menting these sorts of ideas, lhe conditions for reform in Fiji seem 
reasonably favourable. The experiences of 1987 and 1988 have ~ 
shock waves lhal have weakened &uppon for the status quo by existing 
press~ groups. We have been impressed by the readiness for sacrifice, 
the maturity, honesty and resilience of many peop~ in the face of such 
adversity. These altitude., will grwly bdp in implementing a reform 
package and in making the reforms a success. Many Fiji citiuns have 
already begun to think about the implications of deregulation, 
privatisalion and slimmed-down govemmenL New attitudes are 
developing. This will greatly help the leaders of Fiji to wrest 
opportunity from advemty. 

Growth Scellffio U: Wlaa.t it Fusible? 

Fiji oould soon realise high growth if I.be above-mentioned rcf QflllS are 
implcmeru.ed consislenlly and if the Indian citizens are given .a signal 
lhat. they arc welcome members of the society. rtji has great ~ for 
economic progress: a central localion in the South Pacific, reasonable 
levels of basic educatlCll (:including tudy access lO the English-speaking 
world), a beauliful land and vast marine area, a SlOCk of entreprencm:s, 
stable social structures of f:amily and wider community groups, good 
he&l&ll standards. 1 reasonable infiastructure, and a king history of 
reasonable Slability befcn 1987. Moreover.F'tji has reacbtxl lhat middle
income level from which many countries havo managed the 'lake off 
into fas&. sollaiocd. growth. Despite the misfortoDCS of 1981, Fiji is in 
a beacr swung position for Cast economic growth and stability than 
West Germany wu in l94S, HoQg Kong in 1950, Taiwan in, 1960, or 
Malta in 1975. In all d1ICSC c.ases, initial~ triggered OQnfidence, 
and confidence bred further success. In all these cases, political 
factionalism and emotive debate: could have. undermined the growth 
process, But people sett.led down to the business of cooperating and 
competing in the marketplace and put aside theit polidcal emotions. 
Refonncrs in Fiji can Lak.c heart from these c~ that economic 
s:uccess de-emphasises political group 1et.1siom. This is ooc of the mos1 
impartaru. IIIII3Clicm or the growth scenario. 
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For illustrative purposes. and lO allow Olhers to evaluate the plausi
bility and implications of a growth scenario, we have estimated the 
following trend values for 1986 co 2010 (see also Appendix A). With a 
l"Ctum of confidence and good economic prospects. many of lhe recent 
emigrants would come back. Aftu all, life in Melbourne or Toronto 
may not be aJJ I.hat. attractive; and a Fiji that is inspired by exciting 
n~fonns may again look like home. We estimate that the volume of 
labour input could. in these circumstances, rise by a a-end rate of 2. 7 po
cent p.a. This is based on a population growth rate of 2..2 per cent p.a. 
and an increase in the working-age population of 2.S per ce.ru p.a. In 
addition, more economic opponunilies and jobs that meet lhe require
ments of women or villagers can be assUDled to raise panicipat.ion raLCS, 
so lbaa: lhe volume of work hours rises by 2.7 per cenL 

Privatisation and new investtncnt opportunities in a ~market Fiji 
would attract capjraJ, not least funds that Fiji citizens have previously 
invested overseas. A slimmed-down government faced wilh good 
revenue growth could build up lhe basic infrastructure, e.g. roads. 
Private compani~ might invest in electricity or health care. as well as in 
manufacturing and services. To reflect these trends in demand and 
invcsl.lDent, we ~e a growth of the capital stoek of 6 per cent p.a. 

In a growing, profit-driven economy, the share of wages in national 
income -would be lower than was assumed in the stagnation scenario (50 
per cent instead of 60 per cent). Bw the real incomes of workers would, 
of course. grow faster. What mallbrs ao w.orkers and their families is 
rising real lncome, not some abstl"act, macroeconomic share in total 
national income. 

As elsewhere, the biggest benefit of a competitive, open, enterprise
oriented economic order would be that it enhances productivity growth, 
scale economies, better management and better use of .knowledge, which 
raises the productivity of labour and capital as well as of land and sea 
resources. lo view of past trends and lhe harm done by the events of 
1987, it seems plausible, by international comparison, lha.1 one-third of 
t.ota1 growth could be due ro increases in total productivity. 
Compounding the.se assumptions along lbe lines o! smndard growth 
theory (Appendix A), we arrive 8l a growth mtc of 6.S per cent p.a. of 
gross domestic product (1986 to 2010). The growth rait of real per
capita iDcomcs would be 4.3 per ce.nt l)A Living standards would rise to 
a level of about USS4500 (in consl.8nt 1986 prices) by 2010, which is 
nearly three limes 1986 income. The losses of 1987 and 1988 would -
in mis scenario - be temporary. From lhe low level of 1989, the 
growth rate of per-capita incomes is 6.9 per cenL Graph 5.1 compares 
the n,su.Jts of the growdl scenario with the stabls quo 8'lerulrio (discussed 
in Chapw 4) and with income levels of some other nations in 1986. 
Such growth is plausible for a small country given lhe experience of 
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other developing nations that have chosen a private-enretpri.se oriented 
ecomnic <rdtt. 

REAL PER-CAPllA INCOME IN THE TWO SCENAAIOS 
- GDP II flictcn coal, In eonsl•nt 1986 us-s -
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What is at stake in purely material tr.rms is a rise in av~e living 
standards, within a generation, from USS 1300 if no reforms are 
auempced, lO US$4SOO if bold ref(mlS. are embarked upon. While ~ 
numbers should be understood as only indicative, Ibey show nonetheless 
I.be considerable rewards for a bold economic stralegy. 

The growth ~ in lhis scenario would be mainly export driven. 
~ wouJd be a fairly rapid rate ol export divCl'Sificalion. Commodity 
e~ would nOl remain heavily centered on sugar, whose growth 
potential seems limited (to, say. 2 per cent real output increase 
annually). It as not even clear whether :Fiji will in future be able t.o 
renew favourable sugar cxpon agreemt.nr.s. for these do not fit well in10 
the new, more business oriented international clim.aie. But there is 
heartming evidence of great groW1h pocential in quality garment-mating 
for export. Bven in the adverse circumstances or 1987, there were 
spectacular successes in th.is area in exp<Xt job creation, and overseas 
private compenies have been planning 10 provide warehousing and or.her 
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infrastruCUJTe for fun.her expansion. While Australia's preferential 
import concessions under the SPARTECA agn:emem have played an 
imponant role in triggering some of lhis development, I.here are clear 
signs that the garment manufacture.rs are improving their productivity 
and quality wt and are bcginmng to feel their way into other markets. 
like the USA. Other areas for possinle export diversification are tropical 
horticulcural specialties and food preparations, high qualify' fruit, 
specialised metal products and fumi&ure. In all these CMeS. close liaison 
with overseas product developers and martc&ing organisations, a good 
nel:WOfk of air and ship connections. and access to overseas markets are 
essential The protectionism of overseas counaies i.s ~ to be feared by 
a small, new. induSlrial country like Fiji than by bis suppliers liJcc 
India. Niche markets can be e"Xploited by agile, specialised e.x.poners 
from Fiji without attracting reaaliation or targeted procr.ctionism from 
rich countries. The most important ingredient in export success is 
probably auirude. Fiji's citizens should stop bemoaning the decline in 
their terms of trade and difficult world market conditims and make a 
journey of discovery into new world marlcets with new products. Il will 
not Lake very many new products to tum such a small economy arollJld 
and launch it into a growth scenario. The first and most difficult steps 
have already been Laken by some garment and furniture manufacnuets. 
In this scenario, they will have mJ111y imitators. 

A PlnaJ Word 

It may be tempting to consider varying this scenario in favour of a 
program of more partial and piecemeal ref onns. Bot gradual reform ls 
no1. appropriate because time is running out Half lhe n:ronns at slow 
speed are unlikely to achieve half the growth effects. The growlh 
scenario is based on a quick reversal of the damage of 1987-88 and on lhe 
muwally reinforcing synergies that will be sea in train if a new 
economic order js adopted rapidly and comprehensively. In Fiji's 
cin:umstances. lhe renu:ns to a 'half-way' program are likely to be 
disappointing. 

The reforms we propose and the scenario we have discussed would 
mate Fiji a bright example for its neighbours, such as New Zr.alaod 
promises to become (Blandy and Baker, 1~87; Dean. 1988), or as Hong 
Kong and Taiwan have been in East Asia. Fiji could become lho hub o( 
a Pacific growth alliance and a oouncerpoint to socialist. suu.ist and 
repres.,ive rendcncies in other developing nations of the Soolh Pacific. It 
could shOw a constructive way out of the growing pains of independence 
and dcvelopmeru. Fiji would earn the respecL, admiration and sympathy 
that the affluent. free cnte.rprisc oriented nations around the P11Cific rim 
give IO their friends. 
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Chapter 6 

Labour, Skills 
and Entr,epreneurship 

Backzround 

Of Fiji's population of 71S 000, about 420000 are in the econoolicaJ.ly 
active qe group over l5 years of age. About 220 000 of lhese can be 
considered to be 'employed'; many are in the informal, traditional seccoc 
in self-employment or in m1paid family work. Only 70 000-80 000 arc 
wage and salary eamt75. This is about 20 per cent of the economically 
active population. (The QOrrespond.ing pen:eniage in Australia is aboul 
60 per cenL) The remaining 200 000 in the economically active age 
voup are considered as 'unemployed•, and what sons of economic 
activities they perform ~ part of lhcir gencml, subsistence lifestyle me 
unclear. The labour force is estimated to be nearly 250 000, and 
unemployment was about 7 per cent in J986. Over the longer term, 
unemployment has shown an upward trend, and in 1987 il increased 
sharply. It is.concenmued among the yoW1gaod in urban areas. 

Nearly 300 000 of lhe populalion are children below the age of 15. 
This implies a relatively young population by world (though not 
Pacific) Sl8Ddards and approximares the age structure of South Asia. Life 
expectancy is about 15 years longer than in South Asia. and the inf.ant 
mortality rate is only one-third that in South Asia (but lhrcc times 
hi&her than Australia's}. The overall population growth rare is 
approximaltly 2 per cent p.a. {labour farce 2.S per cent p.a.) and falling. 

Fiji has a relatively young and healthy populalion, and ~ labour 
force. Population growth is manageable. Only a rclativeJy small 
propon.ioo of the population of working age is engaged in wqc and 
salary employment, however, and most work activity is: carried out in 
the village subsistence (tt scmi-subsisknce) sector. 

The mOSt 11nus11at feawre of the Fiji population and labour force is, 
of course, its bifurcalioo into persons of ethnic Fijian and ethnic Indian 
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descenL About 46 per cent of the population are ethnic Fijians and 
about 50 ()el' cent ace ethnic Indians, wilh the balance made up of 
Chinese. Europeans, and others. 

Ethnic Fijian! comprise 40 per cent of wage and salary earners, bui 
a negligible share of the country's businessmen and cntrepceneurs. 
About 70 per cent of the higher-paid Fijian, are in (government) 
services. By contrast. about half of th~ higber-paid Indians are employed 
in lhe services sector, over one quarter of these in trade and finance. 
Manufaclllring employment occupies 22 per cent of Indian wage and 
salary earners, b111 only 14 per cent or elhnic Fijian wage and salary 
earners. Commercial sugar fanning is almost exclusively in the hands 
of ethnic Indians. Service jobs in IOUrist ~rt.s. on lhe other hand, are 
dominated by ethnic Fijians. 

An essentially accurate generalisation is, therefore, that I.he Indian 
(and 'other') populaiion dominales lhc modem commercial activities or 
lhe country. They own, manage and opcmte the country's comme-rcial 
ventures. Only in (non-commercial) government sector activities do 
ethnic Fijians hold a substanliaJ share of higher income employment and 
have cooirol over lhe dirccuon of affairs. 

By the same token. ethnic Fijians own inalienable rights to 83 per 
cent of the I.and. These traditional lands may be leased to llQll-Fijians 
under lamS approved by the Native Lands Trust Board and these leases 
can be traded. The rest of I.he bmd is either freehold land that can be 
owned by noo-ahnic Fijians or land owned directly by the State iiself. 

Ethnic Fijians therefore 'own' significant rewun::cs in the land and 
in the government of the coontry, whereas ethnic Indians have conccn
traltd significaru resources in the commercial sector o( lhc economy -
in the shape llOl only of capital bot also of commereiaJly significant 
slcil!J. The economic and political re1ums yielded by these diffe-re11t 
concc:nlrations of skills and assets essentially delermine the economjc 
(and political) balance between the two communities. As Fisk pointed 
OUt nearly two decade$ ago, this concentration of particular assets in lhe 
hands of particular groups holds the potential for a disastrous divergence 
in living standards and rn the interests of the groups. He urged greater 
involvemenl by the Fijians in commen::ial activity and greater access by 
the Indians lO Jand {rls't, 1970). This bu not happened.. 

lbete tw been a substantial migrai,ory movement o( people, both 
within Fiji and lO other countries. ln&ernal migration is generally from 
lhe outer islands towards the two main islands, especially Viti Le\l'Uy and 
into the main towns, especially Suva. Much of the migration is 
seasonal or temporary, but there is also a permanent drift lnt.emal 
migration can be a source of 1.ension in the areas of immigration, 
especially when cconmnk opportunities dek:riorate. 

Emigration (seasonal and permanent) is largely m New Zealand, 
Auslralia and NOlth America and involves both the Fijian and Ind.i.an 
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commumtJes. The race of net emigration bas generally been aboul 0.5 
per cent or the population annually (3000-4000 pcJ"SOllS). It is clear that 
the political events of 1987 have sharply increased the propensity to 
emigrate of Ille lndi_an community, especially those wilh saleable skills 
&brood. 

The population has a relatively hjgh level of sub-tertiary education 
for a developing couniry, reflecting the major national effon made in 
schQOling. Only some 7 per cent of the adult population have no formal 
education (allhough lhat rate is 13 per cent fOf' women and 10 per cent 
for rural areas). Mosi children do not sUJdy 'beyond oges 14-16, llowever, 
and the standard of schooling varies greatly. About 3 per cent of the 
adull ;populalion have had some JX)St-secondary education. Curricula and 
examinallons are being localised, for example through the abandonment 
or the New Zealand School Certificate Examination at the end of 
secondary schooling. 

Two major pose-secondary education mstitutions exist - the Uni
versity of Lhe South Pacific and the Fi Ji lnsticute of Technology, both of 
which cal.er for a broad range of studies. In addition, a number of 
training prOifBJllS are organised in association with the Fiji NalionaJ 
Training Council, financed by a levy on employers. Employers pro
viding lheit own training to accepaable levels are CJtcmpt from all or part 
of the levy. 

Nevertheless !here have been shonages or adequately crained skilled 
workccs. These are frequently cited by pnvate sector employers as 
boltlenccks lo growlh, panlcularly in lhe areas of equipmen[ 
mAintelUlllCe and rep.air. It is uncertain to what degree such shortages 
(which are not unique to Fiji) reflect wage-setting practices which 
provide insuffioiem returns to t.he formation of the relevant skilJs, 
compared wilh othtt opportunities. 

The Fiji labour mark.el has substantial elemcnis of flexibility, 
despite the existence of wages boards in a number of sectors. and despite 
a nascent trade union swcrore concentrated in the public, transporL, 
con.strUCtion, crade and sugar seccors, and in the major private companies. 
The main exception 10 considerable Jabour market flexibility is the 
public sector. tn other areas, determinations of the wages boatd_s are 
wJdely flaunted (or are not enforced) when economic condhions 
ncccssiwe. Wages in agriculture and manufacturing are unregulated. In 
consequence, :;igni(icant pay flexibility exists outside lhe public soclOI' 
in response lO economic ci.r-cumstam:es. This has the effect of greatly 
mill gating lhe employment consequences of economic shocks. Until the 
economic downturn in 1987, wage differentials between unionised and 
non-unionised labour tended to widen. Pay margins for skills have 
Ouctaated with economic conditions, rising in times of shonage, 
especially in the non-unionised sectors of the e.conomy. Pay rates arc 
much more dispersed than they are in the heavily regulated AusLra.lian 
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labour market, where the coefficient of variation in pay is half that in 
Fiji (Blandy and Richardson. 1988). 

Nevertheless, public sector employees did accept a pay freeze in 
198S and accepted a 15 per cent cut in pay after the coups in 1987. 
However, public sect.or employees remain lhe highest paid in the 
economy, wilh the eueptioo of some major privale sector companjes. 

After the the first coop the industrial relalions machinery was placed 
in suspension. although steps towards the restoration of the formal 
syswn arc under review. Due to the contraction in overall activity, there 
has also been a significant teducti:oo in working hours io many seclOtS 
or private enterprise - in some enterprises failing to half time or even 
Ode-third time, 

Finally, we must nole the importance of the traditional village 
economy, 10 which passing reference was made earlier. ll dominai.es 
working life fer the majority of indigenous Fijians.. The main featwc of 
organisation in the village is that economic activities are carried out. 
within the traditional fnmewodt of a small group that offers collective 
security. This also mainrains inteipe.JSOnal titS, a vr.ry imponant task. 
This method of work organisation accomplishes lhe functions of 
production and distribution in tcnn$ of a long-run implicit conttact 
between members of each lraditiona.l group, which acts to insure 
individual members against adverse sun.es of the world. In relllrn, 
payments are ex.acted when members of I.be group have an income. 

Subsistence prodoctivity in the tndjtionaJ economy is relatively 
high by international standards because of an abundance or land and sea 
resources. However, cash income earning per(onnancc is low and the 
iniegratioo iru.o lhc modem coonomy is limi&ed. There has been ooty 
vay modest growth in the yield of the major resources owned by 
indigenous Fijians. The policy of guaran~ng land and sea resourc:cs to 
Fijians has had the advamage of giving them a degree of social security. 
but it bas had the disadvantage of keeping diem in SlagnaDt sobsistcncc 
activities and of limiting I.heir exposure to productivity enhancing 
modem wadi: pnctices. A subslanti.al policy objective must be 10 find 
ways to increase the ecanomic yields or the lraditiooal te$0Ul'CCS of the 
Fijians. 

The 'villap, contnllCt' econom.y inlClaCIS with d\C cash economy in a 
number of imponaru ways. First, th.e standard of living provided in the 
tnlditi.Ollll economy provides a flooc, or •rcserva~ waao', below which 
effort will noc be supplied to the ca.cm economy. Second. the village 
economy ac~ as a social security net in adverse limes in the cash 
CC(J'IOO)y, provided traditional obligations have been maintained by the 
members that work in the cash economy. Fijians often share Lheir 
resources with family and friends instead of accumulating them. This 
an inhibit them from maintaining efficient commercial and management 
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praclices. As a result. Fijians have earned a reputation as bad managers 
of commercial entetprisc.1-. 

By the same tOken, lhe c11:istc.nce of cash economy opportunities 
that offer higher individual rewards and different or:ganisalional structures 
c1Cale.S a tension that helps co maintain the traditional amngcmcn1$ and 
obligations. This pobJem is of course ooc unique lO rtji. The tension 
between opportunity based on merit and individual enterprise, ancl 
sc.curicy based on collective, hierarchical village coltures is of majot 
imporumce for lhe development or Fiji, politically and socially u well 
as econanically (Chapter 9). 

Tbe Immedi•te Crisis. 

lo the aftennath of the political events of 1987, two majo1 crises have 
emerged in the labour markel: a serious 'brain drain' of scarce skills, 
which looks se& lO become wone in the immediate Cu1me and may be 
permanent ova lhe longer tam; and I serioas loss of jobs and rectu.cc.ion 
in working hours in many sea.ors of the ecooamy. 

Acconling to inConnation provided 10 us by employers and ochers in 
Flji, the loss or slrilk.d labour has become serious among doctors, 
teachers, accountants, fmancial analysts, compucer programmers, 
eJec1ronic and electrical tradesmen, motor mechanics, refrigeration 
mcc.hanics. and pJwnbcrs. Other fields have no doubt also been affected. 
This means that lhae will be 9Uious boulenecb once ecooomic activity 
picb up,, and Lhal long•recm growth poaenlial is being serloosJy eroded. 

Jt is om impression thal! the losses of such sld.Lled and professjonal 
workers may be even greater than is apparent at present Many persons 
have laken holidays oversea.1. and it they look for and fmd jobs during 
dlAt time they may not rctom. Many persons have lodged applications 
ID migrare to various cowuries and ate awaiting the processiog of such 
applications. A rough guess at the present losses of slillcd: manpower 
could be of lhe order of 2000 people. Based on sketchy information, 
perhaps double that number might be added IO these losses during 1988. 

Ba.ted on the 1982 Employmenl/Unemployment Sorvey, we esti
mate that there might have been 20 000 persons employed in the 
relevant skill caaegmies in 1986. This 1DC1M an immediate 'brain drain• 
of 10 pet cent during 1987 and a coral loss by the end of 1988 of nearly 
one,.third, or about 6000 people. 

It scenu doubtful IJw these people can be replaced by newly 
educated worters in the immcdialC to medium term, especially since the 
mme experlcnccd workers appear 10 be heavily~ among lhose 
leaving. Their permanent 10$$ would be a devastating blOw to the 
immediate prospectS for lhe entire Fiji economy. If this blow .is lO be 
avened, immedialc emergency mca:surcs should be taken to l'C&.iSUre the 
relevant groups of the flll.u:re pn,tection or their economic and civil 
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rights. This is a critical matter lhal merits immediate ancnlion. Io 
addition 10 political assurances and conclusive actions to affum them, 
salary and wage levels should be allowed to vary IO reflect shortages of 
skilled persons as Ibey emerge. 

This would induce $OOle potential emigrants to my and lure some 
skilled people back to Fiji Some of those who have left in 1987 have 
already retumed. Olhe.rs undoubtedly will do so. The only major 
strategy for restoring the potentially disastrous sJcill situation in the 
immediate term is lO attract bact as many as possible of those who 
leave, and 1> dampen intention., IO mipate, 

Unemployment and unde.rcmploymeru in the commercial sector of 
the economy is the second immediately critical labour Dl8Jket issue. In 
the wholesale and reulil secror employment is said lO have fallen by 50 
per cent, with DlJllly of the remainder 'WOrting only 30 hours or even 
lcu Among the larger expatriate firms, perhaps a third of employees 
may be working shOl'l hours, although job losses have so far been 
limiled. In tbe garment sccror overall employment lw fallen by up to 
one-third, because the domestic market has collapsed. reversing the 
slJ'OOg growth performance of recent years. Production for export has 
been strong to date, but some produocrs are shon or orders for the 
immediale future. Ttmbcr and fwnillll'C productioo for the local market 
has been severely reduced. but export sales ~ strong. Employment 
may have fallen in Ibis sector by 20 per cenL For lhe time after January 
1988, resort boot.ings are only 5-0 per cent or less of last year's 
bookings. The industry does not expect the si1.oation to improve 
substantially in the near fulUre. Some resorts have cut hours to 16 pa 
week: (from 48). Building employment in the commercial and residential 
areas is very weak. with liule in prospccL 1l'lc gov(mlment budgel 
anlicipaies Jllajor reductions in government cxpcndirurc. Public sector 
employmc.nt is bound lO fall. 

On the olher hand, employment in the sugar and gold industries has 
been well maintained and village subsistence production seems to have 
increased. because people arc murning IO the villages from formei-ca.~ 
economy employment and others are having increased dilracolcy in 
rmding cash cmploymenL 

Employmeru. (mea.,ured in the equivalent of SWldard wa:lt•weeb) in 
lhe cash economy may well have fallen during the comse of the year by 
10 per cent, increasing the rate of uoderemploymcnt (in tetms or standard 
work-wee.ts) w 20 per cent. If the many investment projects oow in 
suspension do not get the go-ahead soon. 1f tourist arrivals do not pick 
up, and if export orders for garments dry up, the employment situation 
will deteriora1e furtber dunng 1988 and will ~h unpmccdentcd levels. 
This would put enormous suain on the social fabric, which bas held 
togelher so fa- (Chapter 1). 
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Measures to restore investor confidence in the political stability of 
Fiji are a first imperative. Other important policy measures ro combat 
the fall in employment include providing a stimulus to exporu. This 
requires that the Fiji dollar is DOl allowed to beccme overvalued, that 
impon duties are cut to bold down production costs for~ and lhat 
measures aie latcn to~ fllght arrivals at Nadi airport. In addition. as 
much flex.ibility as possjbJe in earnings should be permitted by 
continui1'g to countenance shon-time working, suspending the opcratioo 
of wage orders, .-id alJowing bom1y wage [a1eS ro vuy (de facto at least 
but de jure if possible, m ahcady bas occurred in the public sector). AD 
lhese steps will play a major role in containing the fall ill employment 
They will also help to ~ the burden of the present misfortune more 
equitably across lhe whole community. 

In many ways what is needed in response to the crisis in the 
economy and the labour nwkct is a sharp break with lhe economic 
strategy of the past (Chapter S). The past st.a.list strategy of interven
tionism restricted oppommities tin ways that gave rise to divisions 
within lhe Fijian community as well as between it and the Indian 
community. A sU'alegy is needed that clearly opens up opporturuti.es for 
those who presently feel excluded and disadvm:uqed. 

Policies ror Recovery od Futer Development 

Some radical departures will be required in instibJtional sttuctures 
affecting labour, skills and ailrC(Jrmem'Ship ID achieve recovery and rapid 
growth. While lhey 11ft: radical in terms or the general pauern ol the 
past, lhc reforms arc quite fmblc by inrematlonal experience. Other 
countries have e,uracUld lhemsdvcs &om similar difficullies by resolute 
reform. Moreover, successful excepucns. and innovalions already exist 
in Fiji's economy (for example lhe garment industry). The seeds for fast 
Jong.ram growth mUSl now be spead and cultivaacd. 

The major policy objectives to be achieved are: a rapid and 
successful expansion of ethnic Fijian participation in commercial cash 
activities; a rapid increase in the yields of the resources owned by elhnic 
Fijians, especially land and sea lCSOUrce.s; expanded access by ethnic 
Indians to use (but not necessarily to own) tradidooal land and sea 
resources; and faster rates of commercia.l.ly useful skill formation, 
including managemcm skills. 

The straleif to be followed in echieving these objectives involves 
rapidly commercialising the use of traditional lands (Chaptef 7); 
eAploiting the opponunities lhus cm1ted by efficient and Oexible 
corporate vehicles escablished by and for e.ach group of tradlt.ional owners 
('village companies'); changing trade union .registration procedures to 
permit the fonnation of enterprise (or 'house') unions ro faciliWe pca&cr" 
tlexfbility at limes of rapid structural change and newly evolving 
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opportunities; abolishing the Wages BoardS, the Department of 
Employmem and lndusuial Relations alld the National Training Council; 
dercgulaling product marke.15. including import and expon licensing and 
tariff protection (Chapter S); privatisating, wilhin a competitive 
environment. government production activiti.Cll, including educ-ational 
institutions such as I.he University of the South Pacific and I.he Fiji 
lnstirute of Technology; and setting wages in the public sec10r on a 
competitive market basis to c:nsm:c that private sector pa)' inaeases do 
not lead lO skill shonages in lhe key areas of a small and efficient public 
sector. 

Formation or •vmace Companies' 

Tikina councils, or smaller u.nias or traditional land owners. if they 
desire, should be assisted to form corporate entities to participate in 
commercial developments on their land, or in commercial ventures more 
generally. For e;w;amplc, in recent years the FiJi Pinc Commission 
through its Landowners' B11Sincss Development branch 1w created 
sua:essf ul collective share companies wilh shareholders drawn from the 
landowners. 1'hcse companies arc subconlraeted to work in logging, 
trucking and caiering. Before being giveo conll8Cts, lhey are required IO 
raise at least 20 per ccn1 of lheir capital from their own resources; the 
rest can be borrowed against land as collateral. At present. five 
companies are operational. There arc Olher models that could save to 
inspire I.be development of 'village companies', for enmple the 
successful Mondragon scheme in Spain (Oaksholl, 1978: Thomas and 
Logan. 1982; Bradley and Gelb, 1983). 

Such col))01"8lC structures could range from cooperatives to fully 
fledged capitalisr enterprises. 1be ttad.itiooal landowners can contribute 
as their equity stake the value of their land (which is constituted by the 
capi!Blised value of rents available ln irs unimproved smr.e), or any other 
funds thal the grovp decide.s to put up. 

Participation in these village companies can take the fonn of 
shareholdings based on traditional claims on incomes Crom the land or 
ocher~ shares amoog lhe ma1Q40li. or iilina, The village companies 
hire some or all of the owners lo do paid work and conduct training in 
the operation and development of the venture, possibly in association 
widl an entrepreneur who wouJd al!O be either a shareholder or a paid 
manager. lbe ventures sponsored by lhe Fiji Pine Commission are 
financed on a hire purchase ammgement with a commercial bank, which 
initially takes an weed equity in I.be venture. As lhe village company 
earns income over and above 1he wages paid, I.be bank ,sells its &hares to 
the village company. Thi.!; means that pan of the income of the 
villagers is committed to repaying debl and to capital formation and 
cannoc be dissipaced in clan-wide consumption. The Fijian operators 
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have agreed to a time schedule for r:cpaying the bank loans. It is most 
encouraging that payments are reported to be regularly ahead •Of schedule. 

For such companies to prosper tbcrc must be appropriate training. 
The provinces and the national government should foster schemes to 
r.raio in business stills those who manage lho village companies. One 
such training ccnlre DOW CWIS al Nadave, Tailevu province, bot il is 
unduly lavish and costly. More appropriale centres might be established 
in locations like Tavua, Sigatok:a, Levuka and Savusavu to serve 
adjacent provinces. U1timately they might develop into community 
business colleges. but at the outset they shoold be highly p.ract:ise
oriented, offering uaining in practical local needs such a, bookkeeping, 
simple management reclmiqoes, and appcoprialO technology (e.g. motor 
repair). Under the Pine Commmioo experiment., schooling is provided 
in the Naliooal Logging School. 

The management struct:um of each vennuc should reflect normal 
comm-en::ial evaluation of merit and effort and should pay as little -regard 
to traditional village hierarchies as possibJc. The role of the chiefs 
should not necessarily be extended beyond the more ceremonial roles 
(such as lhe British monarchy in modem times). Ch1eftainship should 
not be confused. with managerial authority, which should rest with lhe 
most suitable persons among the shareholder-opera10rs, irrespective of 
hereditary rank. This is oot said to be disrespcclful of the chiefs, just as 
the con:stitutional status of Queen Elizabelh a in no way diminishes her 
standing as monarch. Ecooomic armngcmeots !hat reward inheritt.d title 
wilhout work contribution are not su.swnable anywhere in the modem 
world. They would only create friction within lhe Fijian community and 
harm ias traditional cohesion and the import.ant social role of the chiefly 
system. 

h is imponan1 for lhese village Companie$ to have access to 
adequate financial capital cm commen:ial u:nns together with appropiale 
arrangements IO supervise and assist financial and other management 
tasks. The Flji Development Banlt has aJready la.ken steps in lhis 
direction by offering supervisory and advisory services. Commercal 
banks provide similar services to the vennues spoDSOJed by the Fiji Pine 
Commission. Given !he Sltllegic role of racial balance. lhc ckvd_opmen1 
of financial s.truclUICS and services of lhis kind is a rop priority for Fiji 
(see Chapter 9). 

Such 'group• venlllrcs offer great attractions to lhe Fijian 
community. They have good chances of success in the modem world. 
They derive naturally from lhe •group contract• arrangements of 
lrllditional village life, and !hey avoid many of the c-onOicts of capitalist 
against worker. since the workc~ themselves own the venture. In the 
village cantexl, they offer modem employment opportunities -
particularly for the young. 
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The Pinc Commission experiment offers two impottant lessons 
aboUl developing more village oompanics: successful corponte activi
ties can be developed on the basis of Fijian land-owning units; and a 
dedka1ed •parent mganisalioo' is esseruiaJ in providing guidance, advice 
and encouragement at the formative stage, and la&er training, ~pctVision 
and accounting suppon. The successful development of p.rod11cer 
cooperatives in lhe Mondragon 8JCll in Spain oonfinns the importance of 
such supporting organisadons. 

Changes In Union Structures 

Fiji inherited the existing structure of trade unions from its colonial 1)$1. 
and from the hislcwica1 cJass conflict in British socicry. British unions 
rep:n::scrucd the interest of the working c~ and lhe poor, in a society 
that - unlike Fiji - did Dot have a large traditional economy based 
on sobsisltnce prodoclion. In Britain. Fabian socialism - involving 
mass work.er organisations as a political power base - was opposed to 
cooperative models of social inceraction. These cooperative models. 
based on the ideas of Owen, Kolbe and Fourrier-, &ook deeper root in 
France, Germany and Olber European coonuies. They would be much 
m01e in tune wilh the smaller size of operations in Fiji, where workers 
in the cash economy are often far more affluent lhan I.he vast mass of 
workers in the traditional economy. Further, It is now widely believed 
that cnterpi~ unionism - as compared Lo craft- or industry
centred unionism - is more in tune with flexible responses to oppor
tunity. rapid productivity growth and eoooomic advancemenL 

Fijl should use lho present crisis as an opportunity to change the 
basis for trade union registration or recognition, and lO permit 
repre.Kntative elections as the basis for trade unioo fonnati.on. One of 
lhe most essential &cedoms that should be guaranteed is lhe freedom to 
associate or not to associate. Trade union refonn as discussed tiere 
refleclS this principle. Union e)C(:tions should be cood.ucltd with a 
franchise. in each cue_ defined by the workers employed within each 
entc:rprise. Workers in each enterprise should be fRe to form new U"lde 
unions if they wish. Any actual or proposed trade union lbat recdved. a 
majori()' vote within the enterprise should be recognised by management 
as the bargaining agent for the workers. Such enterprise (or 'house') 
unions sboo1d be free to form alliances with other union8 if they wish. 
If a ~ntative election fails IO obtain lhe necessary majority of all 
employees, no union is formed. Such elections should be held every 
three yr.al'$ if 10 per cent or more of the workers pelilion far iL 

The pwpose of this change is to alter lhe focus of trade onion 
activity from politics to a focus on production and productivity, 
representing lhe real iruuest of 'llr'mkers within an enterprise. An 
important aspect oC the oconomic socccss of Japan has been its ~terprise 
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unions, which have been as int.cot as managcmen1 on procuring 
successful economic perf onnancc. This alone can yield secure 
employment and growing income rewards for the wodcc:rs. 

Claaagts in Labour Market R~guJation.s 

The Wages Boards set legally enforceable wage minima in various 
industries in Fiji, Bl least in lbeory. These minima are obse.rved in 
practice only by &he largest. most visil,Je co,porations. IIDd by public 
sector entcJprise.!. Smaller enterprises pay liule regard to lhe minima. 
Enforcement is rare, largely becaose lhc consequence or enforcement 
would be mw reuenchmenis of the workers involved. 

The garment industry is a classic illustration. This sector bas 
boomed over lhe past three or four years, wilh employment approxi
mately doubling ever year. Wages vary. and in general am low for 
inexperienced workers. Most of lhe cmploy«:a are women. often io 
disadvantaged circumna.nces, such as divorcees or widows. When a 
wages Mb was imposed in 1986 large-scale retrenchmerus imm.ed.iarely 
occum:d, and lhe order was suspended rn subsequent cmsiduatbi of the 
question, we were informed. women from a particular facuy pleaded dw 
there be no imposition of wages orders. 

How to Bulld • N .. lnduatry and Train, the Nece-uary 
SklHe 

Entrepreneur A In Lautoka, in ht. middle thlrtiM, slta behind his 
crammed desk In a comer of the factory floor. Ha has been In 
garments for four ~ears and in exports for eighteen months. His 
entire production ft now g .. ,ed to exporting. His clun and airy 
plant PfOduces shorts and trou-.rs on a cut/make/press basis for 
an Australian company for martce1s in .Aus1ralla and the USA. and 
hu made dreu trousers for th• New Zealand market in the past. He 
la very competitive In term• of price and quality, atthough Asian 
producers have an advantage In 110ee.sa to fabrics and trln'la. A 
large ir,vqtment In a 1abrle warehous. and washing factory and a 
trebling of existing production wu being planned before the coup, 
which halted Interest from his Australian afflllata. Nevtrthe!Qs, he 
la now employing 87 people and is In the process of e~nding 
capacity by 30 per c.n1 as h• hu already bHn working to lull 
capacity. He bellevea he has a vary good future in the garmanl 
Industry becaUN American and New Zealand manufacturel'I, as well 
as his prasent Australian affDiate, are el(preulng keen interest He 
trained his own machinists and cutters and pays a beginning rate of 
500 pref hour to inexperienced worktrs being trained. Training on
tha-Job takn two months. Efficient experienced workers earn 
$1.20 per hour. Ha has bean to Australia for training with his affiliate 
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and the affiliate wu sending a trairier to Fiji to assist with extra 
training at his fac.1ory. 

Entrepreneur A has no long-run oontraclual arrangements lor his 
product. But his assets are courage, oontidencei. hard work and a 
willingness to take risks and seize unc.rtain opportunrties. He Is 
planrilng to start a new oonfectionery factory mak1ng hard-bolled 
aweets, toffees and caramels based on Fiji's 1ugar supplies. 

Entrepreneur A's case Illustrates the Importance for export 
success of Integrated arrangements with overseas suppliers and 
mal1teters. Entrepreneur A is a specialist in • chain of activities 
stretching across the Pacific. And he makes an export pmdud that 
eventually reaches customer■ in Australla and the USA. 

In the absence of wages on'fers, and before the evml'l of I 987. the 
garment indusuy could confidently expect IO reach 10 000 employees by 
1990 - a mas.1ive conlribution to employment. incomes and expons in 
the small Fiji economy. 

At present, even in I.he presence of very high unemployment, 
garment factories are paying 50c per hour for worlcers during b'aining, 
with. incteases 10 Sl.50 oc mote for experienced wo.l'kers (Sl.80 was 
quoted in one factory we visited). The main reason for low inilial pay is 
lhe low produclivity ol unskilled and inexperienced wortm. The reasoo 
for high pay LO experienced workers i.s their high productivity and 
competition for their services by othet employers. Thi$ pay slIUcture 
provides opportunities for lhc inexperienced to get their fOOl on the 
bottom of the. job ladder, and to receive the training and experience thal 
will enable them to progrc.ss. ll is also important to note lbat the 
employers ltain I.heir own workers under such arrangements at no 
expense to the govemmcnL Such a llexible w•ge mechanism would 
also help inexperienced Fijians from the villages to enter the cash 
economy and to raise their training, productivity and income quickly. 

'Wage rat11 of garment wori<ers In Suva have risen after the opening 
of a new lactory. "It is a good thing lor the workers but the 
employers are losing out In this rat race• [said a garment 
marnlfadurer}. • 

11>• Fiji rm., 1986 

All this goes LO show dW wages orders ate not simply unnecessary. 
but that they actnally dwlonstrably destroy earning and training oppor
mnities lhal would Olherwise exist. 

Similar effects of wages orders in limiting opportunities to gain 
experience and to create jobs have been reported in lhe retail seeto£. The 
team was told lhal low-paid vacation employment far school children had 
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been eradicated by the enfc,:ccment of wage orders. These jobs enabled 
young people fO learn skills. to become known to future ernploye:rs. and 
thus subsequently lO be employed in the industry at higher pay. 

We received evidence lhar: the noo-enfon:.ement of,vages orders in 
parts of many industries bas meant that the de facto low-wage sections 
have expanded lheir manel share at lhe expense of sections of Ibo same 
industries where the wages Orders have been enforced. The effect has 
been to rtduc~ highly paid employment, especially in expatriate finns. 
Wages orders help IO Hpand low-paid employment. the opposite of 
their intention. 

The uct that wages orders in retailing apply only in mban areas 
creates otllei- anomalies. The biggest retailer in Fiji is located just 
ouuide the Suva urban boundary, drawing sales and employment away 
from the urban cenlre where it might Olherwise have been located. We 
were told of one case where wages orden were cnforoed by the courts. 
The employer gave the employee the court-ordered anurs in pay, but 
when they stepped out.Side the courtroom the employee promptly gave 
lhcm back. This is not ve,y surprising, since the employee had accepled 
the job al the lower wage and preferred tO keep the job at lhat wage. 
Why have a mylhical wage wd down in the wages ordet, but oo job? 

'The Wages Councils were sal up to aet wages for non-union people 
based on elite wages In the pubUo MCtor. Thi• wu great H you 
managed ta keep your job.' 

.Employ9r 

'W• go from Noddyland talks In lripartltt forum■ at one level to the 
real world at another, and just get on with saa<Jng people.' 

EmpbyfK 

'Expatriate companfp ar. having to Jl8Y 50-150 per ctnt more than 
local companies and are loalng mari<et share hand over fist to the 
locals.' 

'Th• problem with trade union• In Fiji ii Iha political ambition of the 
INdenihip. The union movement In general Is very reeponsl>le. The 
membership ltHlf la fine, h: Is th• leadtrshlp that 19 the Prc>?'em.' 

Bus11111ssman 

The Wages Boards serve no ,ocia.Dy useful pwposc in a country like 
Fiji. They act against the inlettSt rA the unemployed, the young and the 
in~perienced. 'Ibey inttoduce rigidities, dist.on employment patterns 
and ~uce training oppommities. The idea tbal Ibey raise wqes is a 
myth. The onJy bencfac.iaries are those lucky enoup to rewo lheir jobs 
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at lhe higher pay levels. The only way to raise wages generally is to 
increase productivity. The Wages Boards should be abolished. 

In such a deregulaled labour martet., there would be virtually no role 
for the Department of Employment and Industrial Relations. which is 
concerned with wages p0licy. IJ'aining and industrial relations. The 
Oepattmeru should, cherefore, be abolished and any residual function.\ 
transferred to an enlarged Ministry of Economics and Fmance 111d to the 
Auomey-Ocneral (where violations of civil rights, safety Legislation and 
the general law arc involved). 

The operation of lhe Na.Lion.al Training Council (N"fC) is cumbel
some and burcaucratlc. It is financed by a levy/grant system on private 
employers. in effect a payroll tax lhJt rcdooes. employmenL The NTC 
macs substantial swpluses and until recently had built up nel assets 
elltceeding $3 million, frQm which it earned substantial intetest income. 
This shows tbal there was insufficient demand for training grants, 
although some enueprenewial effort probably went into devising 
'lraining' schemes of doublful rd.ewnce so as to qualify for such grants. 
Mo& real uaining activities would occur regardless of the scheme. In 
Britain. the homeland or the scheme, it is being wound up or severely 
curtailed. As in olhel countries with National Training Councils or 
similar bodies (Ausualia and New Zealand), the bureaucratic infighting, 
resistanee to change, and delays caused by &heir operation has seen them 
recently either abolished or subjected ro significant review. 

1bc m'C's peseoL b'aining programs, including apprentice training, 
should be transferred to a revamped Fiji Institute or Technology. The 
levy exemption scheme should be abolished and enterprises encouraged 
to develop pay mucwrcs thal offer low training wages and high wages 
for experienced workers. This would provide clear career suuctureS for 
wcxters in enierprises. Such diff erentiaJ pay sln.lctmes offer app-opriate 
incmtives lO acquire skills. to train workers and lO retain scarce, skilled 
worken in the occupaLions to which their skills apply. 

Al present the levy system of the NTC is in suspension. The 
suspension should be continued pending the abolition of lhe Counctl and 
the wwfer of irs training functions ID lhe Fiji Tn.~mte of T~nology. 

Deregulation of Fiji's Product Markets 

Ln earlier Chapter.&, we argued the case for product mark.el deregulati.on 
and abolishing import and export licensing and dudes. Th is is also 
critical ro a new Slralegy ror labour, skills and enttcprencurship, because: 
a eonJinued regulatioo of podua man:cu will soon give rise to demands 
for rttegulation of the Labom-market to offset the power of pnxecw:l 
employers; and enueprcneurial initiative and innovation, as well as rapid 
job creation, cannot thrive where opponunities are constrained by 
regulation in favour of the vested inlCJeSLtl. 
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It is notable lbal. the seas of the t.eonany that have continued ro be 
buoyant in 1987 are those producing for expon againsl world 
competition. The sugar. mining, expon timber and export garment 
sectors have continued to do reasonably well. These producers not only 
face significant international competition (or theit output. but aJso 
enjoy, at•~• de facto, deregulated labour market conditions. We are 
imp-essed by lhc enu-epnmeurial vigour and enlhusias:m we have seen JD 
the Fiji gannent industry producing for ex.port Youthful entreprenems 
have 18.k.en major risks and seized major opportunities, enabling 
production and employment increases or the order of 500-600 pe:r cent in 
the space of a single year with mmets discovered in North America. 
AUSU"alia and New 2.ealand. Such Hong Koog-style dtvdopments would 
not be possible with regulalCd marlcets for inputs and outputs. 

Privatisation of Government Production - University of 
the South Pacllic and Fiji lutitute ol Technology 

The general case for privatising government production activities is made 
elsewhere (Cbapccr 5). In t1'le intermt of improving efficiency, a greater 
slwe of eoonomic activity in Fiji should be privatised, so that accurate 
economic signals can guide decentralised CCOO(mic decision-making and 
provide economic (rather than political) incentives for production. 
Privatisation decenlrali.ses decision-making from die rop rowardS the real 
producing units. ll eliminate, a large layer of mmecessary .and costly 
middle management. And it makes companies more responsive to the 
real demands and needs of the citizens. Tbcsc principles apply equally to 
the provisim of education and training services, and Ibey are the basis of 
our proposals lO privatise the University of the South Pacific and the 
Fiji lnsdlutc of Tt.chnology. 

The University of lhe South Pacific (USP) cost.s the Fiji Govern
ment mare lhan $5 million per annum in recurrent expcn~, nol to 
mention further expenditures for capital worlcs. Recllffent costs per 
student are around $5000. Fiji meets about 60 per cent of the recurrent 
cost of the university. As a consequence of the eventS of 1987, other 
coruributors are coosidcring withdrawing from lhe joint vcntorc. Sanoa 
is reported lO be uneasy about USP and moves are afOOCi fot a French
speaking ICrtialy institution elsewhere. The relevance and balance of 1llC 
activities of USP fer the peopJe of Fiji weffl questioned tcpcatcdly dwing 
our stay. Some Fiji sources regarded the quality of in.sU'Uction as 
ralSOllable, but considered the cost of courses to be a very oonsidcmble 
drain on lhe government budget. Courses are almost as costly as 
equivalent courses in Aosll1llia on a full-cost pet aonwn basis and rake 
longer ro complete lhan in Australia. Moreover, priorities for skiOed 
manpowcc developmcm in Fiji arc primarily for middle-level manpower 
at lhc leclmician level and below, DOl at the academic level. FW'tbel, the 
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growth scenario outlined in this report recommends acwally shrinking 
the public sector, where most USP graduates hav-e in the past found 
employment. 

One of the difficulties faced by USP is that the market for its 
gradua1es in a number of specialities is small This me.ans dw cost or 
wition in such specialities is high. h would be cheaper to educate a f cw 
specialists in such courses in other countriu like Australia, New 
Zealand, Canada and lhe United States. Fiji citiz.ens need ~ to good
value education options. It is by oo means clear that concen1.nning 
limited government resources heavily on die University of dle South 
Pacific provides the best options. Many university courses are now 
available on. a dislaDCe educaaioo ('41~dcncc) basis o:sing video, 
computer and satellite t.ccbnology, opening op ine-xpensive and effective 
alttmativcs in edocatioo. Nearly 3000 srudeots at USP are &tudying in 
lhe d.iswlce mode compared with 2200 i.nremal students. 

An effective improvement for die citizens of Fiji would be for lhe 
gove.rnment lO srop funding t.bc University of the South Pacific directly 
and in!ltead to off er scholarships to students who meet university 
cntranee standards in appn>ved cow,es anyw~ in the worid lhal are 
deemed appropriate to Fiji· s interests. This would include courses 
offered by lhe University of the Sooth Pacific, which would have to 
compete with lhcse alternative opticos in order to survive. 

This woo1d be pomble if an agreement were reached wilh the Olha
countries in the Pacific that support USP to sell the University to a 
privale openUor. A private university woo.Id have beuu ac~ 1.0 more 
appropriate financial, management and staffing suppOrt. American, 
Japanese, Australian, New Zealand and Brilish inlercsts, not to mention 
local inlaestS, would undoubtedly bid {CW' ao opportunity lO build a 
world-class university at I.he crossroads of lhc Pacific, especially if the 
growth scenario were adopled. Motcover, the government should 
encourage competing private institutions to start educatioo ventures on 
the same basis as the existing univenity. 

Sale of USP on a 90-year lease might well raise more than 
$100 million. given its prime real C$tate. The Fiji Government's share 
should be used to repay government debt. Even more important is the 
fact that lhis change would inject vigour, drive, purpose and incentive 
into lhe inslitutioo; and thi$ would create more socially responsive 
university training options for the Fijian people. 

The Fijian Institute of Technology (PIT) fulfils a very important 
education and training function for Fiji because il uains middle-level 
skilled manpoTt'er. The FIT functiOM csscnlially as a polytechnic 
instiUJte, although with a substantial training effort below the technician 
level. If lhe fulJctions of the National Training Council were transfemJd 
to the FIT as proposed here. this training activity would ~- This 
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seems valuable and appropriate, which is DOl to say that training the 
hightt technical areas is not also ~ high priority. 

U ruler the economic sua1egies being proposed here, demand for ahe 
graduai.es of the FIT will i~ subSlanliaDy in all fields. There is a 
very dynamic futwe in store fo, lhc m, if it can meet the oppormnicy 
that will be ~ by 1hc growth scenario. 

The best option for lhe m is ID improve its ability to respond 
creatively and dynamically to it$ future opportunities. In our view, 
again. !his is best done by privatising iL The govenunem itself may 
wish IO retain some equity in this vcnrure in order to retain more 
influence. Bat we would expect that a consortium of local private 
interests and representatives of industry coo.Id be easily formed 10 lake 
over me FIT, since its proper functioning is of vilal significance to 
industry and commerce. 

The funding of me FIT would be based on fees charged for ilS 
courses. And these would be met by scholarships provided from 
govemmm1 and private somces, as well as by individual sllldenlS and 
their families. A cooditlon of winning a scholarship could well 'be a 
conr.racLUaJ obligation lo work for the scholarship provider after 
completion of the course. ln lhis way, both the government and 
commercial sectOrS could meet their own pen:eived requirements for 
middle-level manpower, and them would be faced by SO'Ollg incentives 
to respond to lhese requirements as they evolved. 

An important feature of this proposal is that it would dramatically 
increase lhe level of private sr.clOr financial participation in slciU 
!ormatim in Fiji as well as increasing the relevance of the AT's oowses 
IO the real economic demands of the Fiji C()QIIQ01)'. 

We estimaLe that privatising lhe m could raise teru otmmions of 
dollars for the government with which ID repay some of its debt 
obligations. ln addition, lbcre would be a dramatic reduction in the 
recurrent COSl to Lbe government of openuing lhe FIT, at the same time 
as training activity incrcucd subswu.ially IO meet &he demands of a 
rapidJy growing economy. The case bas alJO been made for fee-paying 
pd vllttl education at the sccoodary level in Pacific islands (Oannk:011 and 
McGavin, 1987~ Oann.icott. 1988). 

Waae SQtln1 in the Public Sedor 

A major problem in Fiji's development has been the increase in wages 
lllld salaries in Lbe public seclOI" at a pace well in excess of wage rates in 
most oft.he priva~. commercial sector. This tendency has inacased 
government expenditure levels and revenue requirements, '1h15 dampening 
the development of commercial aclivities. It 1w aJso helped IO create an 
elite of salary earners who are not subject io lbc normal coosu-aiol of 
commercial success in meeting !heir salary bill, as well as a powerful 
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lobby group. Such extraordinarily good pay and condilions in proteeted 
sectoo seem inequitable, pmticularly in developing cooruries where most 
of lhe people face far lower and more uncertain living standards, plus the 
usual pressures of competition in Clming their incomes. 

The problem is lhe same in many counaies. Recent proposals in 
New Zealand arc well worth adopting in Fiji (Roger. 1987). In a 
nutshell, these proposals aim ro encourage freely negotiated pay nues in 
those areas of lhe public seclOC where the budget for che area is not 
~ from geocml revenue. but depenm on the performance of the 
persons in the area conc.emed; and to relate pay i.n lbe rest of the pubUc 
sector to movements in pay fc.- the relevant class of pasons in the 
privaie sector, or 10 general movements in _private secw pay if no such 
comparable 8J1XIP can be found. ('The ratio or public sector pay to 
privaie. sector pay in different areas of I.he public sector and for different 
groups in lhe public sector should also reflect shonages or oversupplies 
of per$0DS willing to aa:ept public sector employment in the various 
areas or groups.) 

The purpose of introducing such changes in pay setting IS to ensure 
that the public sector is able to meca its needs for manpower of various 
kinds witholll having 10 offer pay levels that are too high in order to 
attract and retain its employees; and to stop the public sector becoming 
a 'leader' in general pey movemerus throughout the ecooany. exceeding 
the pace of productivity improvements and increasing both prices and 
unemploymenL 

We tt.e0mmend that lhe government review its pay-setting proce
dures in line with these proposals.. paying particular regard to the reforms 
being imroduccd in New h.aland 



Chapter 7 

Land and Sea Resources 

Backpoubd 

1be Fiji economy BL bOlh the subsistence and the commercial levels has 
relie.d heavily on itS land and sea resources:. The natural endowment. 
lhough varied. is not remarkably rich. The climate is generally 
COilducive to agriculmre and forestry, but it is limiting because of 
rainfall variability and frequency of cyclones. Good soils are fowid only 
in limited areas; the remainder is fairly infertile, steep, or highly 
croc:Jablo. Despi1e subs1antial prospecting in recent years. proven 
reserves of minerals are relatively small. Only gold has been found in 
commercial quantities. The sunounding seas arc not panicularly rich_ in 
commercial marine life apart from lhe seasonal presence of mna fish. 
On this tesOUrCe base, a limited number of COIDJJIC1'Cial industries have 
developed. The prinwy sector now contributes about one-fiflh of total 
dome.me JrO(luclJOn. 

rn agriculture, sugar is dominant. Established in the 19th c-eomry, 
the industl)' is now controlled by the Fiji Sugar Cotporation, which is 
almost wholly owned by the Fiji GovcmmenL cane is typically grown 
on small family fanns of Less than four hectares. The sugar industry 
suffers from drastic changes in fortunes because of volatile world prices 
and the uncertainties of the climate (see 'Fiji and the World Sugar 
Market' al I.he end or this chaprer). Recently rising world prices and 
relief from a severe drought have combined t0 provide relativeJy good 
returns OD the 1987 crop,. 

1be comme1eia.l coconut jndUStty is plantation-based and largely in 
decline. The stock of trees is, ageing, there is little replanting, and 
maintenance of existing groves is largely neglected. This is justified by 
low and falling world prices of copra and edible oils, coupled wilh rising 
local costs. Ginger. cocoa and vanilla beans have been recently 
developed, making a small but growing impacL Heavy government 
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involvemenl has pushed the gJOWlb of cilJUS and rice production; and 
tomist and some export demand drove an expansion of [[Opical fruit 
production before 1987. 

Fiji's poulu-y, potk and egg industries provide the majority of 
domestic demand aod are COD1JOlled by many individual prodocers subject 
to numerous regulations. The dairy industry is dominated by tho Rewa 
Co-operative Dairy Company, the sole prOCC$SOr of milk in Fiji. The 
olher livestock indusuics in Fiji - beef, cattle and goats - are 
relatively small. They are usually sidelines lo other agricultural 
activities or the result of .recent aid programs 01 govemmeru initiatives. 

The f oresll')' sccror can be considered in two parts: the logging and 
~ing of native hardwood timbers, and the logging and processing 
or plamation pines. The Depanment of Forestry manages native forests 
on behalf of their Fijian owners. St.anding trees are sold to commercial 
millers foe local consumption (usually ror construction} and export 
(pmSominantly as veneered limbers}. Nearly SO 000 hectares oI pinw 
caribata have been planted on Vlti Levo by lhe Fiji Pine Commission 
(FPC), a Slalutory authority of lhc Fiji GovemmenL Logs from this 
operation are sold to Tropik Wood Industries, which has as its majority 
shareholder lhe FPC. Tropit produces rrullcd timber, which is increas
ingly perceived as a competitor for local hardwoods in construction, and 
wood chips for lhe Japanese paper industry. One operation of the 
Department of Forestry is the replanting of nauve Co:resu wilh 
mahogany trees. Timbers from these plantations are keenly sough1 by 
lhe sawmillers because of their timber value, relative lo the stumpages 
paid and the compara1ivcly low COSL'I of harvesting. 

ln the fishing industry, tuna is the most important species 
commezcially but inshore flshing is also relevant in ienns or supplying 
local demand. The inshore sector is largely controlled by small, 
individual producers, whereas the tuna operation is enwely in the hands 
of lhe "'8 Corporation, a loss-making government owned organisation 
responsible for the maritime operation. Pacific Fishing Company - a 
joint venture between the Fiji Govcmmertl and C. llob Pty Ltd of Japan 
- is responsible for processing the tuna catch. Capital and expertise for 
the establishment and management of the tuna industry have come from 
Japan, Korea and New Zealand. 

In mining, ajoin1 veru.ure between Westem Mining C<J'ponwon and 
Emperor Gold Mining Company now con1rols the only two 
commercially important mines. Both are located at Vatukola in northern 
Viti Levu. Western Mining and other off-shore companies have been 
actively engaged in prospecting in Fiji in recent year, but to dale no new 
areas have proven robe of commercial value. 
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Constraints to Development 

The political events o( 1987 have had some importam effects on the 
physical resource scclOI". Although these eve.nlS had no !Cal effect on the 
physical resource base, the rumoured threa1 by Indian cane fanncrs not 10, 
harvest tbci.r crops wa.1 a major conct.rn afaer May 1987. This evapor.ued 
as the season progressed. Harvesting proceeded with no substantial 
reducllon in the volume of cane crushed over what had been eitpected. 
The real problem for agricu_lrure - particularly the sugar lndusuy - and 
6sbery is the CJtodus of Indians. The.re is no substiwte f<X" the skirls and 
capital of these people in the shon run. And a 'Fijianisation' of the 
sugar industry would involve substantial costs and become a constr:aint 
to future developmem (Chapters I and 6). 

The remainder of th.is chapter wi.U discuss cwo amstrainlS m the 
future development of Fiji's physical-resource sectcr. the system of land 
tenure, and eumbcrsome market interventions. F°II'St these constraints 
will be descnbcd. and lben policies will be 1dentified th.al would relax or 
remove lhem. While lhe constraints considered hc:rc have been created 
over many years, they nre now the subjec1 of much discussion in Fiji in 
connect.ion with the furore of the economy. Aft.er lhe shock: events of 
1987, lhc lime seems ripe f~ major changes. 

Land Tenure 

There are lhree main classes of land in Fiji - Crown, freehold and 
native. Crown land ( about 9 per cent of Lhc tota1 land area) can only be 
leased and consists mostly of forested inland areas and mangrove flats. 
Freehold land can be bought and sold in the open markel. subject to I.and 
legislation. It makes up 8 per cent of the total land area and is 
prcdominanlly higher quality Land acquired by early Ewopcan seUlers. 
The remaining 83 pct cenr lS native land which i.s subdivided into two 
classes= ~ land and Reserve land. I.ease Land (55 per cent} can be 
leased for any use to a person of any racial origin, but reserve land (28 
per cent) can be used only by Fiji.ans (Chandra, 1983). I.ta.Se land tends 
to be located in flat coastal areas where it is farmed, predominantly by 
Indians, while Reserve lands are mostly found in hilly, mountainous or 
remote locations. Both 1ypes of native lands have their tilles v~ted with 
!be Fijians 8l lhe. ma1aqali or clan level (Mcnaught. 1982:28-48). Over 
6000 mataqali arc regist~ as land owners and lhe average size of 
holding is 243 hectares. Lease agreements and rentals are negotiated 
between the mataqaU owners and the tenants through the Native Lands 
Trust Board (NL TB), which also has the responsibility of managing bolh 
cla.~ of native land. 

The first constraint Ibis Land tenure system places on some 
agricultural development is through lhc length of lease permitted. By 
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standardising leases ,to 30 years length, the NL TB ha$ created an 
addilional clemcnl of unccnainr.y in an already relatively risky industry. 
For some crops, notably tree crops (both for timber and tree fruit), 30 
yean is not long enough to encourage investment in soil fertility, 
drainage, fencing, etc. (despite 'guarantees' of compensation for 
improvements to the land at lhe ,termination of the lease) and to pcvcru 
agriculrurat land from being degraded U>wards the end of the lease period. 
However, Fljian landowners seem reluctant to see a change in this policy 
because they wish to review lhe options for their land at regular and 
shorter intervals. 

Toe specification of land as native Reserve acts as a constraint to its 
development. While Reserve land is usually not of a high quality 
agriculturally. its uses have been restricted lhrougb the ruling lhat it can 
be leased only to Ftjians. Thls land can therefore never implemcrllcd by 
Indians or Olbers. Futthennote, it bas become increasingly difTacult even 
for Fijians to raise sufficient capital to acquire R~e leases. Fma:nci.a.l 
instillltions have become relucwu to tend for this purpose because lhe 
resale of mortgaged leases on Reserve land is to a very restricted market; 
often it is impossible to locate a buyer. 

The Native Lands Trust Board. and associated Acts, commiu.ecs and 
tribunals, have also been a constraint to developmenL They have 
indirectly caused a distribution of income away from Fijians. This is 
despite lhc stated goals of the Board: to make land available fOI' 
development and to maximise the returns on the land ror lhe native 
owners. To understand how these paradoxical results have occurred we 
must study I.be leasing pcocedw'e. 

Under the Agricullura1 Landlord and Tenant Act., every five years the 
commiu:ee of valuers is charged wil.h I.he LaSk of valuing lhe various 
classes or agrieulLuraJ land available for lease. The NL TB uses these 
values as lhe basis for determining rentals. All I~ negotiations must 
be carried out under the auspices of the NI.TB and must be approved by 
the Board. This process establishes the NL TB as a monopolist 
'middleman• beJWeen lessee and lessor and also allows it ID set the price 
of native land and its rent. WilhouL any competition. mere ls liUle 
incentive for the Board to be cost-efficient or to generate as much 
'business' (i..e. letting of lease.,) as possible. 

It appears that the NLTB sets the rents on native land 11 levels well 
below their market valocs and that inlla1ioo funhu erodes the plll"Chase 
power of rentals in between revisions by the commitLee of valuers. 
Freehold teases are sewed at levels three to four times lhe NL TB-set 
rents for comparable plots of land. Such a massive differential cannot be 
explained by I.be difference in security of tenure off~ under freehold 
titles. Evidence lhal native land rents are pegged 100 low is found in lbe 
existence of deals belween owners and farmers, made without the 
authorisation of the NL TB. For instance. effectively higher reots are 
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agreed when landowners reduce th area covered by a particular lease 
agreemenL Such 'fence-moving' operations increase lbe rena by mutual 
agreemenL Side deals involving lhe bartering of goods and services. in 
lieu of additional rents are also common. 

The rents handled by the NL TB a.re not passed in total LO the 
landowners. The NLTB charges a 25 per cent commission - much 
more than lhe fees of real estate agents anywhere else. As a result of aU 
these factors. the mataqali landowners receive a very low remm on their 
~ and Indian farmm. obtain the use of cheap land. 

The NL TB's operation has wide-ranging implications. rll'St, less 
native I.and is leased than is optimal. Fijian landowners are not as 
intercslcd in having their land leased commercially when lhe returns are 
poor. They prefer LO use iL for themselves in subsistence uses. Second, 
much in.come is dis.tributed away from Fijians to leaseholders. Third, 
the artificially low land price inhll>its an efficient combination. More 
land and fewer other inpULS, such as labour or capital, will be used. All. a 
result., the productivity of the land is not as high as it could be. Fourth, 
thete are effects on other land markets. With native land in sbon supply 
because of F'tjian unwillingness 1.0 lease at artificially low rents, demand 
for land spills into the market for freehold land. This pushes up I.he 
price for freehold land and makes its development less auractive. It is 
also important lO note thal the NLTB operates without any competition, 
so thal its costs are inflated by inefficient practices. Despite the hefty 
comnussion it charges on lease rentals, it is still onable to cover its 
costs and .te4ulJ:cs subsidies Crom !he budgeL 

A further problem arises because of lhe pnce-settmg role of the 
committee of valuers and the NL TB. By the blanket pegging of land 
values O\ICI' a five-year period, the legislation effectively runov~ the role 
of land allocation from the market place and, in inflationary llmes, pegs 
rentals for too long at unrealistically low levels. Prices are therefore not 
able to re1lect the rclat.ive scarcily of di.C!ercnt p.m:cls or Land. Becansc 
the set prices are unlikely to reflect true market prices accoraLely, 
misalloc:ations or land resource are likcly. The flCJibility and accuracy 
or the market are lost, and cOSlly inefficiencies occur. 

Sunilar difficulties are now emerging in regard to marine ~. 
Fishing rights to inshore waler'S are vested in the Fijians at the l'ftlJlal/ali 
level. Recent slronger competition for fish has meant that Ille same 
infrastrucrure that exists for land has been adop&ed IO allocate the 
resources of Lhe sea. As a consequence, the same problems of 
underutilisation and wealth redistl'lnution arise. 

A sligt11.ly different system of payment ror property righrs occurs in 
forested lands. Here, the mataqali that owns lhc land is entitled to lhc 
stumpage paid on a per-cubic-metre basis by loggers and millers in 
return for timber cut B Ill stumpages are not dett.nnined in a market (for 
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example, by competitive open tender as is the c.a.o;e in much of Southeast 
Asia). Rather, I.be price is set by the govemmeoL The hardwood sect.or 

Flahlng Uc.nee• •to be T1ghl1n1d' 

'The Issuing of fishing llcencea for Native fishing grounds will be 
lGhltned ... Th• new rneasurd will Include restrlctlng th• number of 
licences issued for each fishing ground to avoid overcrowding ... 
About 6000 llcencea were Issued last y.ar and they come up for 
renewal from lhla month ... [Llcencees] have lo pay unspecified 
,ums of mon9Y to 'the tradillonal owners to obtain their con~•nt ... 
[The Fishing Commlnlon) would ensure an orderly way of Issuing of 
licences lo avoid problems faced by fishermen and fiahing rights 
owners.' 

Tl» FIJI Tunn. 12 January 1988 

Short,gH of Flah - Prlc•• Move Up 

'There Is a coun1ry-wKia shortage of fresh fish. The shortage has 
~•n attributed ... mainly to cfdficultles now being Imposed on Indian 
fishermen by Fijian customary rights owners ... 

'Two of Suva's, fish retailers ... report more than a 60 per cent 
decffne of fish suppllu over the last two months. {One supplier) ls 
now looking at Importing fish from Australia ... 

'A spokesman for the Na1ional Marketing Authority told The Fiji 
Times yesterday th• Tul Suva had totally banned fishing In his 
ttaditionaJ fishing grounds from Walqariake to the areas around the 
harbour ... mos1 fishermen are now trying to get their fishing licences 
renewed for the year ... • 

The FiJ1 Times, 21 January 198a 

is an example of lh4 ~lung resource misallocaLion. At a stumpage 
rate set at $20 per cubic metre, prime tropical hardwood represents 
exceptionally good value relative lO the $15 per cubic metre paid fo,; 
softwood logs from the FPC plantation.,;. The larger hardwood logs have 
a much higher oontellt of usable limber than softwood logs and processed 
hardwood timber fetches a bi,gher price. Even the higher aanspon.ation 
and milling costs of lhe hardwoods do not account for lhe small 
difference in stumpages 'between the two types of Limber. The 
artificially low price for hardwood logs aces as a strong incentive lO 
harvest lhe resource very quickly. This depleteS the forest asset. and less 
than full compensation for its use is obtained by the Fijian owners. 
Here, the redisttibuLion of wealth i.s away from the Fijian owners and 
towards lhe timber processing companies. But i1 extends also to an 
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explolwion of Fiji wcpayers in general who food the operations of lhc 
Department of Foresuy. 

Interventions and Govunment Ownership 

Like the rest of lhe economy, lhe physical resource scclOr is characl.Criscd 
by a plethora of institalional arrangements that generally binder 
develOf)mCDt. These ammgcmems will now be reviewed on a selective 
industry-by.indusrry basis and their effectS assessed.. 

The sugar industry :Ill present comprises lhc mills, operated by the 
80 per ecol government owned Fiji Sugar Corporation, and the growers, 
represented by lhe Sugar Cane GJOWCrS' C-00nciJ. These bodies ate undet 
the. purview of the Sagar Commission of Fiji. This Commission in 
tum is responsible to the Minister for-Primary Industry, with a specific 
court. lhe Sugar IndUStty Tribunal, to hear grievances. 

The Master Award. which is currently being negotiated between the 
FSC, the growers, unions and the government. is likely to further 
IOUgJ\en lhe reguhuions thal rule the indusiry, particularly those dealing 
with enay of new suppliers. Even now, any individual who wants to 
enter the induslJ')' as a grower must apply to and register wilh the Sugar 
Commission. To be accepted it must be dcmonsuated that lhe proposed 
farm will be economically viable. The land pwdwed ror the proposed 
fann musr be dedicated to a particular crushing mill and will be subjec-t 
10 a quota on cane producrion. 11\e barrien to entry presented by lhesc 
regulations provide windfall gains to those who were initiaUy granted 
quotas Lo produce cane and restricl the ourput of the SUgtlr industty. The 
ex.tent of the gains. and indirectly of the output teSlrictions, is indicated 
by the observation that land wilhin the perimeter of cane growing is up 
to double I.he price of physically comparable land ourside &he perimeter. 
It is not surpri5ing lhat the Sugar Cane Growe~• Collncil is lobbying 
fo_r further restrictive regulations. 

Bw-eaucnuic inmlvement extends to the marketing cl. the processed 
raw sugar. Fiji Sugar Marketing. a body made up or representatives of 
the FSC, the Sugar Cane Orowcrs' Council and 'lhc government, IS 
responsjble fo.r marketing the raw sugar. The proceeds arc pooled fm the 
industry. First. the costs - whatever they are - of the Tnbunal, the 
Commission and Fiji Sugar Marketing arc deducted, then the net 
dividend is dislribuled, 70 per cent to I.be growers and 30 per cent to the 
FSC. The distribution to farmers lllCS place prior to I.he receipt of 
funds. Conuactual advances are made at strategic limes io the crop 
cycle: 60 per cent of lhe forecast net reccipts by the sugar pool are paid 
on delivery and remaining payments are staged Ill later dares. This 
procedure is being used in 1987 and 1988 10 keep agricultural incomes at 
a reasonably high ilcvel. 
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Pooling of the receipts in this way sends inappropriate signals to 
growers (Sieper, 1982). Pooling standardises the returns on effort, thus 
reducing the iru:t.nti ve lO produce quality cane. Conversely, it introduces 
an incentive lO lake less care in production. This rigid system also fails 
to reward efTons to produce cane at different times in the harvesting 
season. say when transport and mill capacity are more readily available. 
Clearly, the costs or administering the pooling system are high relative 
lO a feMible ahtmalive, namely direct payment to growers. In fact. the 
entire administrative struct\U'e associated with lhe sugar industry 
represen15 a substantial dead weight and a drain on resoun::es. 

The government is also involved in the coconut indusuy. A price 
support scheme was introduced for copra in lhe mid-1970s al 
$190/lonnc, and lhis ~as increased to $280/t.onne in 1980. At tbcse 
prices. growers are subsidised. The uansponalion of copra belWeen the 
outer islands and Suva or Lautob is also subsidised. Funhumo_re, a 
program or developing and growing seedlings more suited to the local 
conditions is carried out as a joint venture between I.he government and 
the privale sector. 

The combination of subsidies imposes a heavy financiaJ cost m the 
budget and the overall economy. BuL 11 also encourages the continued 
production of a crop for whlch the woJ'ld market very clearly is 
signalling a decreasing demand relalive to supply. Other edible oils, 
especially palm oil and broad-acre seed crops. have become ~gly 
competitive and abundant in world markeis. The signal is so strong that 
the indwtry is dcclirung despite lhe injection of government funds 
through the subsidy schemes. 

The ginger indusuy lw been made subject to an export licensing 
scheme. The rationale provided by government was to reduce the rate of 
cxpm rejects and improve the quality or the product. But such schemes 
restrict entry into the export market by new producers, who might be 
able to find markets thaL are satisfied by ,a lower grade but cheaper 
product The problem is aggravated by lhe dominance or the govem
ment's National Marketing Authority (NMA). which has been templed 
to create for iaself a monopoly position in the export lnlde by dis
allowing aU other companies' export licences. 

The government has become heavily involved in a program designc.d 
lO make Fiji self-sufficient in rice. There are basical1y cwo sides to lhe 
program: maintaining high prices for locally produced rice by protecting 
it from import competition lhrough tariffs, and encouraging domestic 
rice production through publicity campaigns and by providing extetWOn 
sefVices. Most rice milling is carried oul by a quasi-monopoly rum, 
Rewa Rice Umi&.ed, which I.be government acquired with the 
nationalisation of CSR, the previous ownec. Rewa Rice has received 
considerable AUStralian aid. It has become clear that lhe rice program is 
very costly to Fiji. The local price of rice has been driven up artificiaJly 
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by lhe government's loog-staruiing tariff p01.icy, and lhis exploits rice 
consumers. Growers and lhe miHer are immune from competitive 
pressure and are less likely to be cost cfficienL The budget cost of the 
Department of Primary lndusay•s involvement has also been substantial 
Importers who hold rice import quow reap great profits at the expense 
of the domestic consumers. 

Despite its cost. lhi.s expensive program bas noc. had much effecL 
The costs of irrigation are high where energy .for pumping is required, 
and available rice strains arc not oplimally suited to the climate. Jn 
1981, a 44 per cent level of self-sufficiency was achieved; Ibis rose to 60 
per c.ent during 1985. Complete self-sufficiency would oost. much more. 
but a more sensible way for Fiji citizens 10 obtain their rice would be to 
expon. garments in exchange for cheap world-ma:det rice. 

Ginger Rot, H Export Lfc•nce Walt 'Provea Futile 

'About nine tonnes of ginger oovaring 2.5 hectares hav• been left to 
rot in the ground because its owner could not get a licenoe to export 
the crop. [A) Suva lawyer and ginger farmer ... claims ha sough! an 
e1eport licence from the Ministry of Primary Industrias when he 
rnllsed ha could l'IOI get a lair return for his CtOP by selllng it to a 
local agent. 

'This season, farmers were being given 14 cents a pound for their 
ginger. Ht said he had clients in the United States who were wining 
to pay 60 cents a pound for his ginger .... by October, when he 
realised his application for a licence was rejected, he offered to sen 
his crop [locally) ... ·But they could not buy any more thls season.• 

'[He) wrote back to Iha Mmistry of Primary Industries explaining 
the problem and asked for an export lance. He said it was rejected 
again. 

'A spokesman for the mrnistly said yesterday [lhe) application had 
bean rejected In lhe long-term interest of the ginger industry. He 
satd there was a need to develop the lndu.s1ry through •organised 
and orderly marke1ing• and quality oontrol. •New exporters and 
existing ginger exporters with no records of exports to North 
America have been refused licence to export·, he said. He said a 
united approach by exporters was necessary. 

'{The unsuccessful applicant for a licence eald] lhe ginger farmers 
were being exploited .... Nit appears that the system Is there to 
protect the middlemen only."' 

Ths Fiji TIITIH, 15 January 1988 

Self-sufficiency is also the goal of the government's dairy policy, 
although a remote country eajoys considerable natural protection from 
impons. Tariffs on imported dairy producas and subsidies to local 
farmers have di.stoned prices. Consumers' welfare is reduced as prices 

109 



Fiji: Opportunity from klversiJy? 

rise and quantities consumed fall. Moreover, prices do 001. reflect 
accurately lhe required balance between whole milk and milk $0lids. The 
cost efficiency of fanncrs and the monopoly milk p-occssor, the Rewa 
Co-operative Dairy Company (RCDC), is n:duced. The RCDC is also 
lhe monopoly marketing body for all milk pl'OduclS. The monopoly is 
funhcr strengthened by the requirement of the government that impmten 
most be licensed. Even with lhis level of regulation and government 
support. RCDC has to be subsidised direcll y by a government gl&JlL 
Despite these high cosis, only a 10 per cent level of self-sufficiency bas 
been achieved. 

In the meal and egg indusuies, there is also heavy regulatory 
involvcmenL Commeccial poultry prices are set above the market 
clearing rate.. One inevitable consequence is overprodnetion, which is 
being corurolled by a further regulation. production quotas. As in all 
~ ~ of government intervention on behalf of producers. ~ 
are misallocated and wealth is transferred from consumers to established 
producers. The beef indllSll'y has rcc.eived high levels of foreign aid and 
meat marketing. is handled by a single body - the Fijj Meat lndllStrY 
Board. The Bo_ard also manages the central abatloir. This monopoly 
rcducesconsamers• welfare and productive ctrtciency. The Yalovou beef 
scheme has yet to show that il can produce cheap mcaL We were told 
that one-third of beef farms in I.he scheme were in ~W difficulties, 
and !hat a number of loans had lO be written off because the original 
pramolUS had overestimated calving rateS. Yalovou 8pp("MS lO be yet 
another development-aid scheme Lhal. imposes high permanent cosas on 
consumers. 

The softwood lnduslJ)' comprises the government-controlled Fiji 
Pine Commission and Tropik. Ille processing company I.hat has !he FPC 
as its majority shareholder. H12vy govcmrnt.nt ass.isi:ance in I.he form of 
(effectively) interest-free loans to FPC and ~l grants has enabled pine 
plantalions Lo be established. But lhe domestic market £or lumber is 
protected from overseas toml)Cdtion by a prohibition on the impoT1ation 
or timber. This proi.ectioo also extends to the producers of nati.ve 
hardwood lnmhcr, who comprise a mixture of very small mills and a few 
larger mills. As a result. there is liule competitive stimulus to contain 
costs and improve output quality. However, domestic competition 
between softwoods and hardwoods in construction is becoming stronger 
as pine establishes a better reputation in the building industry. Such has 
been lhe lack of competition in the hardwood sector lhat mills have 
become exuemely nm-down. Not surprisingly, lbe auitude of mm 
owners has been lO resist any change in their production practices. 
Another effect of lhe impon-substilUtion policy has been lO raise lhc 
price of timber sold domcsLically. This has encouraged the building 
indusuy 10 move towards the use of concrete blocks as me predominant 
building material. By co~1. limber for e.xport at.traets a govemmeru 
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subsidy. This causes further shortages of timber on the domestic 
market. 

The conclusion lO be drawn from this review of me regulations and 
mark.el interventions dw enmesh the Fijian pbysicJil resources sectoc is 
that the government is causing a substantial reduction in the economic 
welf&R of its citiuns. Economic growth, which is the s_tated goal in 
most cases, has in fact been curtailed by govern.rncnt bodies and 
regulations. The cUJTCnt political, economic and budget crisis facing Fiji 
presenlS an opportunity to bring o.bout rapid and consistent change. It is 
vitaJ that lbe government reject the introduction of any further 
instllutional barriers to development and that resource regulations are 
included in lhe overall abolition of regulations (Chap&er 5). The 
temptalion must be resisted to create new government bodies or to 
suengthcn those alrcady in existence. And many of these bodies should 
be abolished, including the Aiwliary Unil.S of lhc military (Chapt.er 9). 

Polley Recommendations 

The changes needed to create a physical resource sector lhat contributes 
to a strong growth of I.he overalJ economy 11e in line with the general 
strategy outlined in Chapter S. Many or our suggestions will have 
adverse effects on some people in certain sect.ions of the economy -
panicularly the sections lhat have benefited from dle current regulations: 
We believe, however, that Fiji cannot afford 10 squander resources and to 
ignore smuegies designed to achieve the best growth potential for the 
ccOl'lomy as a whole. Fiji needs an economic c.-dcr in physical rcsouroes 
that benefits the general public - not one that is largely shaped by the 
producers to suit lhei.r panicular interesas and I.hose of Si.are monopolies. 
We be.lieve that the necessary reforms would be promoted by 
concentrating all primary industry and resource runctions into one 
incegrared Deparunco1 of Resources. 

So as to enhance the returns or the most valuable assets that the 
traditional landowners possess, all native land should be available for 
lease to lessees of any ethnic bnckgrou.nd. This would. involve 
reclassifying all native Reserve land as native Lt.ase land Fijian owners 
of what is currently Reserve land would be given greater opponunicy to 
cam rewms on their propenies, and the prospectS for developing the land 
would be SllOoget. Pohcies designed over I 00 years ago may well not 
be suitable for Fiji Lowards the end of the 20th oelllm}'. 

Tbe inalienable ownership rights of Fijians to thoir native land i.s 
the cornerstone of land tenure law in Fiji. The Native Lands Trust Board 
plays an imponant role in ensuring I.be iwcscrvation of these inalienable 
rights thrOugh its trusteeship of Fijian titles to native land. The system 
of native land tenure provides considerable advantages to Fiji. As J. 
Kamikamica poinlB out. it affords fle~bilil}' in resource allocation and 
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has maintained cohesion of the social group (Kamikamica, 1987:226-
239). 

That nexibility would be enhanced by amending legislation to 
permit nati.ve land owners lhe freedom to negotiate leases for their lands 
outside the direct control of the NL TB. The land-owning mataqali -
most preferably formed into •village companies' as described in 
Chapter 6 - would nomuilly him advisers o_r agclllS to faci.litale lhese 
negotiations. But these middlemen would have lO compete with each 
other, and with the NL TB, for I.be commissions charged for their 
scrvic.es. This competition would remove lhe mcn:,poly power currently 
held by the NLTB and would ensure that landownen receive good value 
from lheir agents. With the introduction of lhi.s market opportunity, a 
supply of rea.1-eswe agenu would come forth Crom courses already in 
place at the 1Jnivcrs.ity of the South Pacific, and some experienced agenJS 
from the NL TB may choose to set up in private ~- Overseas real· 
es1a1e expcn.s might also enter the marke1 and pass on ellpertise to Fiji 
in joint vmtures. All lease agreements would have ro be registered with 
the Nl.'IB, aod dispuies belwcen lessees and Jessen and between rtta«Jqali 
members could be heard by the NL TB. A further .role for the NL TB 
would be as a source of legal advice and general information relating to 
land ownership and opportunities. A single compulerised database of 
lease agn:.ements and mataqali membership - maintained by the Native 
Lands Commiwoo incorporated into the NL TB - would be of sre,at. 
value, partjcularly in I.he formation of 'village companies'. Foreign aid 
could assist in the computerisation proc;es.!. 

One part of the lease negotiations would involve the length of the 
lease. Without any lease period imposed by an authority, landowners 
and lessee$ would be able to negotiate differel'll lease durations in 
exchange fo1 different prices. The duration of the lease would quite 
appropriately depend on the type of activity proposed and the risk 
aversion of the lessee. Details of tho compensation 10 be paid for 
improvements made and penalties imposed for degradation of BSSCIS could 
also be negotiated u the termination of lhc lease. The role of the 
government would be 10 enact simpJe legislalion restticting any uses of 
land th.al result in costs for people other than the lessee and the lessor. 
An eumple of such 'exlefflalitles of land use' would be the control of 
soil erosion. For a &rans.itlon peri.od. the NL TB should also be involved 
in educating village units about the operation of lhe new system. The 
system suggesled here is much simpler to understand I.ban the current 
sysrtm, but low-level community college courses and assistance to the 
'village company' scheme woold seem warranted. 

Fishing riglns should be made negotiable between owners and 
CQmpeting fishermen. Government will need to perform a role i.n 
monitoring fl.sh stocks, especially m open sea areas where fish stocks are 
free to move between diJiere1u lease areas. The motivalion of fishermen 
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to coosene their fish stocks for continued harvesting is weakened when 
the stocks of one fishennan can become the harvest of anOther in a 
matter of hours. The communal rwure of mobile sea resources thus 
necessitates that government monitor them and~ ii necessary, limit 
c:atehes of tertain species. 

Rights to the exploitation of native forests should be subject to free 
m.adcct negotiation. Stumpage. rates should not be fixed by government 
but ralher should be decided in negotiation between owner and 
logge-r/miller « by open lender among compeling buyers. Stumpage 
conb'ac:1$ should specify replanting regimes. Under llus scheme, the 
Department of Foresuy or iis adminis.tral..ive successor would have an 
important supervisory and monitoring role, particularJy where environ
mental preservation issues are involved. 11 would also have an ednca
tional role, informing landowners of their rights and opponuni Lies and 
heJping to develop the 'village company' sys1.em into a commercial 
success. 

The righis to ntlne:nil resources are vested in lhe govemmenL To 
achieve the be$l rcwms, rights to prospect and mine particular areas 
should be offered through open tendering. Interested companies would 
submit ttndcn for each specified tract of land I.hat i.s made available for 
exploration. The govmiment. in announcing the availability of the 
land, would also need to specify the conditions to which I.he successful 
tcndere.r will be held. 'For instance, these conditions may relate to 
environmental considerations or mattus concerning the rcs.ideni native 
Fijians. Subject to these conditions being met, the highes1 tender 
should be acceptt.d. Collusive tendering should be made illegal and che 
Legislation actively policed. Overseas teehnical aid (providing legal and 
environmenca.l expenise) could greatly support a rcfonn strat.egy in this 
area. 

Policies governing I.he rights to use Fiji's resouroes will be effective 
only if str00g competition between &he bidding parties can be ensured. 
To this end, and to oven:ome many of the other constrairu.s facing the 
physical :resource sector. a number of changes to the institutional 
framework would be necessary, particularly with regard to privatisation. 
free trade, free entry in10 resource uses, elimination or budget subsidies, 
and a free now of relevant information. These are discussed in the 
foUowing paragraphs. 

The Role or Governmenc 

In line with the general privatisation drive {Chapter 5), the government 
should actively pursue a policy of divesting its holdings in oompanies in 
I.he resources scc10r. The commercial operations or statutory authorities 
and government departments should be corporalised initially and then 
sold off. Government should ensure that the newly privatised firms 
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operate in a eompetitive framework. To a large extent, lhis involves 
abolishing regulations that impede domestic and international free trade. 
Following are details of the ways in which free trade can be achieved. 

The government's 80 per cent shareholding in the Fiji Sugar 
Corporation should be sold to private interests. The sale of shares 
should be by open tender and not by ballot at a fixed price. Similarly., 
the govemmcm's interests in the coconut seedling nursery, the ginger 
pJOCessing indusuy and the eillUS fruit industry should be sold on the 
open market at an early stage. Plans to corporaLise the Fiji Pine 
Commission should be implemented as soon as possible and the 
Commission should be made to seJJ its holding in Tropik, which should 
become a completely private concern. lka, the tuna fishing company, 
should be sold. as should Lhe governmen1's shares in PAFCO. The 
National Marte.ting Au\horiry should be disbanded,. leaving ats role to 
traders who ace already operating in Fiji. Similarly, the Army Auxiliary 
Uni1 should abandon its roles of middleman and producer. Tbey arc 
costly and do not promise to achieve the objective or launching Fijians 
into modem business life. With a free-trade policy in place. traders will 
be only too willing to search out buyers and sellers wilhout the need for 
any government involvement 

The objective of self-sufficiency i.n agricultural, fishing or forestty 
production makes no sense. In a small ecooomy, it is very costly 1n lhe 
taxpayer end it weakens economic growlh (Chapters 2 and 5). The goal 
should be to achic-ve growth in iaduslries thal have a comparative 
advantage. The most efficient way to select those industries as lO allow 
free internatlonal competition. Toe market will make the choices. To 
achieve this. all import and export regulations, licensing amngcmenis 
(apart from I.hose relating to illegal or hannful products), import tariffs 
and e11port subsidies should be abandoned under the •sunsel clause' 
proposed in Chapter 5. If any of lhcsc measures remain in place, wrong 
signals will be sent and resource allocations will be distorted and 
inefficienL This means that the unsatisfactory growth pace of the past 
would continue (Chapter 3). Undoubtedly, induslries that are heavily 
protected at present- like rice and dairying - will contract. However, 
lhe prices or these goods wiH fall end lhe benefits will immediately be 
feh by consumers. whose increased purchasing power will stimulate the 
rest of the eoonomy. ln addition, induslri.es cwrcnlly constricted by trade 
resuictions - like ginger and vanilla beans - will exhibit suongu 
expon. growth. 

Willl minimal govemmenL i.nvolvemenL in I.be market.s for primary 
products, it would be ncc.essary to ensure that pri vme monopolies do not 
dominate and control mArk:ets in Lhe small Fiji economy. This is 
especially lruC .in industries whc,c monopolies are already a featw-e. To 
overcome this, exisung monopolies should be dismanlled, primarily by 
removing legislative restrictions on other fim'IS entering the industry. A 
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very powerful control of monopoly abo..se is lhe threat of competing 
importS oo the domestic market. For instance, tbe Rewa Co-operative 
Dairy Corporation currently has a tightly controlled mooopoJy on the 
marketing of dairy products. With the abolition of irnpon liceoces and 
tariff's, competition by imported products will exen control over RCDC 
prices and product quality. Simllarly. the single flour mill will cease Lo 
be an effective monopolist if floor imporU cease to be subject lO high 
import duties. 

Free entry by new Fiji fums musl also be ensured. To this cffccc, 
land allocations lO sugar production and prOduction quotas should be 
abolished. Any person should be free to produce sugar cane and offer it 
for sale - either on tho spot markcl or by contract - to the privately
owned sugar mills. Of course, il is always possible that cane Jrices 1llllY 
falL With this as a real possibility, only the most cfncient [armers 
would choose to stay in cane production. For the indusuy as a whole 
production costs would therefore drop, and a more effective use of 
resources wouJd be ensured. Similarly, no egg quotas should bo 
introduced to overcome current problems of oversupply. Rather, egg 
prices should be free to reflect supply and demand. Consumo:s would 
grca1.ly benefit as only lhe producers with lower cost structures would 
remain in the industry. 

An important additional effect of reducing the number of regulations 
is lhal a good deal of b1JJUucratic and budget expense would be avoided. 
There would be no need to linance bodies sucb as the Sugar Ca:nmission 
or Fiji, the Sugar Industry Tribunal, alld the various government 
subdepartrnems that vet applications and review acceptance CTitcria. 
Without the e,:penses of these bodies, the net return to growers and 
processcn would increase and the budget deficit would fall. 

Subs.idies for production, cxporu and inpulS should all be abolish«!, 
so that Lhe s.ignaJs of lhe market can be interprete4 correclly by 
producers. For instance, continuing to subsidise coconut seedling 
production and copra transporw.ion from lhe outer islands would signal 
10 outlying producers that coconut growing is an appropriate use of 
scarce resources. This contradicts the correct s.ignal from the 
international market. namely IO move resources out of coconut growing. 

Ao important premise of the foregoing recommendations is tbal 
growers possess sufficient business skills to enable them IO understand 
the trading process, ID know lheir leg_al rights in trading, er at le.ast to be 
able lO seek appropriate assistance. In many cases these skills may be 
lacking, particularly where a higher degree of acumen is Rquired- for 
instance, in the formation and management of 'village companies·. 1n 
order to instil these ~ic commercial slc:ills, teams of instructors should 
visit rural communities and teach producers. The Fijian villagers will 
probably want to .see proposals in action before they venlllJ'e into lhem. 
This should be addressed by esmblishing pilot 'village conpanies' and 
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'model' fanns. Produecrs would cooperate with uaining om~ to 
install appropriate basiness management systems. Further details of 
such 1rajning schemes are offered in Cbaplers 6 and 9. 

A new Department of Resources would also have a role in 
agricultural extension work. lnfomulll.on about production techniques 
(weed and pcs1 conlJOI, br(.cding methods, irrigation technology. etc.) 
will have lO be uansmiued t0 farmers by field officers. Similarly, 
details of possible new ventures - different crops, alternative liveswct 
- should be provided io the rural community so rlw the villagers may 
assess lheir introduction. Again, model farms could play an imporum.t 
pan in demonstrating innovative techniques and solutions. (n lhis area, 
too, Australian aid could make an impon.anl contribution. 

ConcJusions 

A loot ai Fiji's physical resow-cc sector reveals lhe high costs of being 
enmeshed by a complex web of gove.mmeru regulations. institutional 
arrangements and financial barriers. The thrust of our recommendations 
is lO cut through I.he Gorclian lcnot of these artificial cormraints so that 
the sector can play a strong role in lrBnsf onning a stagnant economy 
into a fast-growing economy. The basic pillars of I.he recommended 
policies are lO allow all land and sea resoun:es IO be allocated through the 
free market; to :reduce greatly the ~vel of direct govemmen1 owoaship 
of resouroes; to ensure competition for resources, bolh by abolishing 
policies I.hat limit free trade at home and irut.maliooally or I.hat &imply 
allot natural resources, and by ensuring free entry; and to provide 
informalioo and uaining in business skills and opponunities through 
extr.nsioo services. 

Tbis strategy would be a dramatic turnabout from lhe present 
anangemeolS. The :refonners could expect suong opposition from those 
who have vested interests: in preserving lhe status quo and ~ploiting I.he 
general public. Monopol.ists do not like having their monopoly power 
removed and arc likely 10 lobby strongly to see it pre.served. However, 
the farmers would benefit. Crom the overall wifT reductions discussed in 
Chapter S. The policies discussed here arc designed to enhance the 
prospeclS of the primary sector, and hence I.he economy overall, and not 
Lo enttench I.be position of those who cuueotly enjoy the fruits of 
markCl intervention withoot adequate effort. 
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Gold Mining In Fiji: An Entrepreneurlal Success 

The principal mining operation In FIJI Is carried out at Vatukot. by joint 
venturers Emperor Gold Mining Co. Ltd and Wes1ern Mining Corporation 
Ltd (WMC). Since 1983, when the joint venture agreemimt was signed, 
the Vatukola mine has been managed by WMC. h has been trans1ormed 
from • rather conventionally run mining operation that experienced 
difficulties in continuing tts operations Into an eftlclam and profitable 
enterprise. The budget of Fiji has greatly benefited from this 
entraprenaurfaJ transformation. And '1118 conaidar 11'119 an object leuon In 
what could happen whln the relorma of Iha growth scenario are 
Implemented. 

In the 1970s the Emperor Gold Mining Company, which had 
commel'ICed mining the Vatukola deposit In the 1930s. was taken over by 
• New Zealand consortium. Subsequently the mine's operation was 
beset with a number of difficul1ies. The principal dlfficulty was a lack of 
00ntlnuity In the supply ol managerial and engineering st.afl. This was 
primarily caused by the short length of visas available to skilled workers. 
lli1t top staff were on short ()()nlrads so that no one developed long-term 
plans. As cash reserves dwindled. Emperor approached WMC for 
aulstance. Wilh a 20 per cant holding under the joint venture 
agreement, WMC managed a development program over several years. 
using experienced management staff from ils various Australlan 
o~n:Uions. The continuous supply of expertise afforded by this atafflno 
arrangement is seen by WMC as the key to the success of the program, 
which can be gauged from the growth in mine output. In 1984-85. 1651kg 
of gold was produced. This production Iumped to 2373kg in 1985-86 
(Lum, 1987:35o-351), and it It pro1ected by WMC that 1988-89 will yield 
over 2835kg. 

The prospects for the Vatukola mine now app•ar to ba strong. 
Despite the volume of past extraction, WMC Is confident that Iha 
complex ore structure on which the mine is based offers good geological 
opportunities for continuing mining over th• next quarter century. 
Exploratory drilling in the vicinity of the mine has shown that lhe 
recoverable ore body is larger than was expected on1y a few years ago. 
For instance, the proven recoverable ore recortled in June 1986 was , .2 
million tonnes, compared with 800 000 milhon 1onnes In June 1985 (Lum, 
1987). The geological limitations of a mine are of course not the only 
determinants of 1ts prospects. It must also be prof11able to extract the 
ore. WMC estimates the costs of production at Vatukola at around th• 
average of Au.stralian Q<>ld mines ($A250-300/oz). With the current gold 
price S1andlng at over $A600/oz, the mine is earning a healthy profit. 

WMC and Emperor are engaged In another Joint venture in Fiji, 
operating the adjacent Tavua mine. A shaft Into this deposit and a croM 
cut from the Vatukola mine have bean completed and the first outPU1 is 
being processed. The lode being worked currently Is richer than the 
Vatukola lode (20g'1oiine as compared lo 6g/tonna) and it is expected 
that 70 000 tonnes of Tavua are will be procasaed this ya.a,. This will be 
done In the same mill that is processing the Vatukola ore. 
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The long-term prO$pec:lS for tha Tavua mine are also strong. Th• 
llmitatlon to gold output Is now th• mill capachy, which stands al 
approximately 100 000 tonnes per annum. Output of the mill ls however 
expected t.o rise somewhat becausa of the higher grade ore from the 
Tavua min• and better recovery rates as new roasters are brought on 
llne. 

There was • boom In gold exploration in 1987 across the Pacific 'Rim 
of Flre", which include, Ail. Sinee then exploration has tapered off, but 
the geological area Is still regarded as highly protptctlve, Of course 
enthusiasm tor explora1ion and tor investment in new developments In Fiji 
has been tempered by the pofrtical uncertainties of 1987. 

Vlabla ore deposits are avai1able for elrtraction In Fiji. But a. stable 
economic and political environment mu&t b-e enIuted before new 
commitments of capital are made. First and foremost, the system of 
property right■ over minerals, oncei they have bHn allotted by the 
govemment, must be upheld both by law and by conclusive action. 
Uncertainty over ownership or leasehold agreements must be avoided. 
Freedom of movement of specialist staff Is also of considerable 
Importance to mining effldency. The very specialised skills of mine 
englnearing and management are not currently available In Fiji, so that 
the freedom lo Import lhese skills is critical. WMC has Indicated a 
willingness to Introduce a scheme whereby Fiji staff can work In 
Australian mines for a period in which relevant skills can be develop.c:I. 

Other factors Impeding the level of mining development in Fiji include 
axpon taxes and duties on imPorts used In mining. Abolishing such 
Imposts would slimula1e the mining sector and increase budget revenue. 

FIJI and 1he world Sugar Market 

By world standards Fiji Is not a very big sugar producer. But Rji is in a 
somewhat lortuna_te position. First, the average costs or production In 
Fiji are low oo the world scale. On an Index value scale where 100 Is the 
weighted world a\leraga, Fiji's cost levels are rated at 60. This is bettered 
only by Brazil's central and southern areas (at 57), and ia lower than 
Australia (al 62), the Philippines (at 75) and Poland (augar beet at 141) 
(Congreuional Research Service. 1985). SllOOnd, Iha Industry has In 
the past been protected against periods of sustained depression in world 
pricas through Its long-term arrangements for supply to the European 
Community. Only 46 per oent of Fiji's sugar production is not covered by 
special export arrangements. In contrast, 70 per cent of Australia's 
prodlldicn 1ac.s the volatile world matf<e1 (Harris, 1984). Nevertheless, 
•uch Is the volatility of world sugar prices that the FiPan industry Is still 
profoundly affected by the :state ol the world market for sugar. The 
volatility Is explained by an analysis of auppty and demand in the maricet 
Historically, demand for sugar has tended to rise at a steady rate through 
llma, bul production levels - almost. umveraally determined by 
government policy - have increased In a step-wl$e fashion. Since 
demand is rising steadily and production Is fixed by government quota. 
prices tend to rise as stocks run down. Once prices reach a cenaln 
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level, government-S are lobbied to Increase production quotas. By the 
time than new quotas are agreed, &tocks have dwindled and prices 
have skyrocketed. But once Iha new production comes onto lhe market 
from across the world, a glut Is experienced and prices plummet until 
demand once again grows to the point where stocks are again run down 
(Sturgiss et al., 1987). The cycle of volatile prices will continue so long 
as the supply Is regulated by governments. 

The Fiji sugar industry by itseff can have no impact on th• volatility 
of world sugar price, but ii can gear Itself to take advantage of it. This 
requires the lnduSl_ry to develop an ability lo adjust its production levels 
rapidly In response to changes In prices. For instance, world sugar 
stocks In 1988 are tending to run down a, oonsumpllon outstrips 
production. The Australian Bureau of Agricultural and Resource 
Economica has pred'tcted a tlu In the world prloe al sugar to US11c per 
pound in 1988 (Australian Bureau of Agricultural and Rasour~s 
Economics, 1987: 404-6). 

Long-term price rises have been predicted by some, bul it is 
Important lo consider these in the light of recent developments in Brazil. 
The program there to grow sugar tor alcohol as a booster to gasoline has 
been revised, u petroleum hu bean discovered In Br8.lil. Greater 
amounts of Brazilian sugar may be soJd in WOl'ld markets. Given Brazirs 
low production CO$tS and the vast size of its cane-growing industry, this 
could have Important impacta on the sugar-price trend. 

However. even without a r11ing trend 1n .ugar prices, Fiji's revenues 
will be increased substantially if the industry can gear itself up quickly to 
supply more sugar as and when the price rises. Such good periOds, 
however, will be balanced by periods of low prices. In these periods. 
production should be held back, say by the aar1ier-than-normal ploughing 
back o1 ratoon crops. 8y reducing production in periods of low prices, 
cost, could ~ re<luc.ed to maximise profita. or at lea91 minimise 
occasional losses. 

The most appropriate way lo achieve flexibility in th• h'ldustry is to 
make Fiji one of th• exceptions to the worldwide norm of quota production 
and to lat prices lluctuata freely. Farmers acting purely in their own but 
Interests wlll seek to boost production as prlc.es are rising and cut 
production as prices are faIUng. It Is at the f•rmer level, raiher lhan at 
the bureaucratic level, that flulbdity can be achieved. However, it will 
artainly be necessary for Information concerning prices and price 
projections lo M distributed to farm8rs. This role would ba taken up by 
the 1ugar mfflera but Iha governmenl could usefully undertak• 1he same 
activity. 
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On Internal and External Balance 

This chapter is conccmed with some macroeconomic implications of the 
decay and growth scenarios for intMUll and external balance. The basic 
implication of the decay scenario is that budget deficits will c.xen 
continuing pressures to increase domestic money supply. This is likely 
to cause inflation and currency deJTI:ciation. There will also be sustained 
capilal outflow, given the poor opportunities for private investment in 
Fiji. By contrast. good oppon.unit.ies for private profit in the growth 
scenario will attract a considerable capital inflow. and we assume that I.be 
monetary aulhorities will be able and willing 10 maintain a stable money 
supply and a fairly stable exchange rate and price level. These coodition.s 
wiU be necessary Car long-run growth and social stability in a country 
where con.sumer prices are mainly set by Indian suppliers, buL are 
frequently paid by Fijian buyers. Inflation would sharpen mciaJ conflict. 

The Prospective lntel'oaUonal Environment and Ho'W' to 
Cope With It 

Small nations must plot their furure on the assumption that they cannot 
in.tlaence the world economy, but lhilt lhey should and can profiLably 
adapt 10 changes in the intcmational environment. The world economy 
went through a long wave or accelerated growth in the 1950s and 1960s, 
but a period of e.xte.ndcd slowdown began around 1973 (Kasper ct al, 
1980:22-4 and 95-113). Despite Lhis slowdown, the world economy bas 
grown fasa.cr since 1973 than it did in the int.er-war period. Allhough we 
cannot be sure. some countri.cs and indusuies including Ulose in lhe 
Pacific Basin may again begin to undergo an acceleration in their 
underlying growth trends. In other countries the slowdown will 
continue. Some countries will exploit global conditions beuer lhaIJ 
others. 

Fiji has its economic future in its own bands. One attitude lO the 
international economy lhat would fit I.he decay scenario would be an 
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attitude o! 'export pessimism' - Lo decry lhe difficult silll.3.tion m world 
markets and to denounce the major industrial economies, including 
Australia (at international congresses. for example). for eaotisLical, 
protectionise policies. By conuasr.. an altitude lha1 fiis the spirit of the 
growth scenario would be 001 to go to mternationaJ con~s al all, 
but IO encourage private busine.<;Srnen to go to trade fairs and on sales 
mm.ions. to see wha1 new market niches could be opened for produclS 
made in Fiji. Agile exporters in smaU economics can usually find 
suff'JCienl nlche markets, as successful exporters in East Asia, Malta arrd 
some: Caribbean islands have demonstrate.d. Fiji would need only a few 
niches to underpin ir.s growlh. 

In the growth scenario export markets are developed first by 
individual finns, who find them, and second by governments, who 
remove any obStaeles. We have already mentioned the great importance 
for new Fijian manufacturers of re.moving quotas under SPARTECA• 
that protect Ausualian and New Zealand markets If this agreement 
were liberalised by eliminating the residual quota barriers that hamper the 
sales of Pacific cxponers in Australia and New Zealand, Fiji 
entrepreneurs would bcncfiL greatly. 001 only in garments bot in many 
other labour-intensive industries. Of course, the margin of preference 
that Pacific exponers enjoy in the Australian mark.et, relative lo their 
Asian competitors, will depend on the general level of AusLralian 
protect.ion. We expect Ausual.ian uadc barriers to be lowered, so that 
Fiji exporters, sooner or later, will face mo.re competition in Ausualia 
from efficient Asian producers. Fiji industry is conscious that the 
preferential margin in Australia may be temporary; consequently 
entrcp1C11eurs in Fiji are worlcing to become more competidve. 

A way not to go, in our view, is to wasre time attempting to set 
up a Fiji-cenlted Pacific nee Ttade Alea. There is liulc to be gained 
from ex.changing coconuts or handicrafts between Fiji and Samoa. The 
administrative effort would divert auention from more pressing priori lies 

1 SPARTECA is I multilateral •&Tee.menl beLween the Pacif'a<: i,land 
countries, Australia and New Zealand. 1.Jndu SPARTECA Austral.ta and New 
Zealand agree to give pref ercntial access 10 Pacific exports and 10 auiat 
I.hue counaiu in &lining m:arkel shuet (u:pott development, trade pro
motion). Since 1 January 1987, m1111y producu fTom the islands may 
cnLer Australia and New Zealand d\lty-froe. But LhCR-are imponant Cl{cep

tions in areas where the Pacific manufacturers could rc&Ily mw headway, 
includinJ Austtalim protectionism under sectmal indusuy policies (su1ar. 
glJ'D1fflU, tuliles, footwear). There am also fairly ti&h-t. and for the 
e~ inconvenient, rules of origin lhaL limit the value of SPARTECA 
lo Fiji manufacturen (Drake md Hall. 1987: Robemon, 1987). The rule 
that SO per cau of the production cost musl coniasl of local labour value 
re.stti.ett Fiji uponen to high-value-added pr-oduc1ion and oflen hinders 
lhcm from u.in1 more appropriate but more costly imported inpuLS. 
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al a lime when the banered Fiji economy 1w more urgent problems. 
Furthermore, similar efforts elsewhere in the developing world to 
construcl ,a common customs wall have invariably been failures 
(VailSOS, 1978:719-68). Adopting a genera.I uee-uade regime in Fiji 
would, in any event, make such a limited (and limiting) free-trade area 
supetfluous. 

0-n Capital Formation 

Capital is an essential input in the growth process. Different economic 
systems and different climates for private enterprise make great 
differences ro lbe r8le of capital fonnation. Long-term inveslOtS need the 
security of property rights and confidence in stable price levels and a 
stable political framework. Tho essence of the growth scenario is that 
these simple condJtioos are assured. Once the basic coodJtions for 
investors in Fiji resemble those that arc assured in Nonh Am~ 
Western Ew-ope CY Ea.it Asia. Fiji will be able to auraa all the necessary 
capilal. There is no rea.,;oo why entreprenems in Fiji should not become 
as crwit-wonhy ~ businessmen in Hong Kong or Taiwan. 

One import.ant condition to encourage Fiji and overseas entre
preneurs to commit capital and Fiji citizens and emigres to invest their 
savings in the Fiji e,conomy is a guarantee of free i.lllemational capital 
movements in and outof the country. The most important condition ror 
capital to come cheaply into the country is a wide open door for it lo 
leave again. h is also imponant to investors thar monewy stabllily be 
8iSUred. Only when lbc price level is stable do price changes clearly 
signal market opportunities and scarcities. People are not forced IO 
speculate whether a price change indicates a real change, or simply 
reflec~ a vagary in lhe general price level A stable price level makes it 
easier ra long-tmn invesl0£S to make lorig-tenn plans and commit funds 
lo (job-crcaling) projecL,. 

A most import.ant precondition ror economic stability and buoyant 
private investment is for the Fiji govemmenl to balance ii$ budget. A 
small oountry like Fiji under a slim, efficient 'city management' should 
aim 81 a balanced budget in the sense that revenues cover all operating 
and capital expenditures. Balanced budgets save interest and inspire 
confidence, Because a folly balanced budget evay year may noc always 
be feasible. we recommend that the budget be 'balanced' r.acb year on a 
mo~ average or lhe next ycar and tho ~ four years. 

In I.be 1980s government debt has risen persistently, especially 
domestic indebtedness (Graph 8.1 ). This increase in debt will, wilh a 
lag. lead to an exponential rise. in debt service and place severe burdens 
on the budget and macroeconomic balance. For I.be growth scenario to 
be sustained, a cumulative slide towards deepening deficits rnust be 
halted. As we proposed in ChaplCT S. this hall can be brought about by 
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systematic privatisation and a consoHdation of public administration. 
Tax increase.1 t0 meet continued high levels of expenditure. including 
debt servicing, would dampen private opportunity and incentive and 
make lhe growth scenario impossiole. ln1.emalionally mobile capital is 
increasingly able to move to areas of low tautioo, including lo New 
Zealand and I.be USA, which have lowered personal and company w 
rates in recent times. 

Monetary StabUity 

In inflationary times, people are unlikely to save as much 4nd make as 
many long-term invesunents, which undemllnes prospects for economic 
growUI. Inflation also ~ys the efficiency of the market mechanism 
and redistributes iu:.omes and wealth in~ and incqui1abJe ways, 
typically from poor lO rich. This inevitably leads to social unrest. 

It is lhc:reCorc crucial to ensure mooerary smbili1y for the sucus:s of 
the growth scenario. To date, Fiji has not e~rienced the run-away 
hyperinflation that bas undermined growth in many Latin American 
countries, but pa.fl inflation has been fairly high (Chapter 2). If budget 
deficits, currency depreciations and Latin American-style capiw night 
WCIC ID lead to incttaSCd inflationary expeciations, mauers could get OUl 
of hand very quickly. People who determine prices will be incteasingly 
quick to adjust their prices upwards because of accumulating experience; 
'money illusion' will vanish. In present conditions. very Slrict conD'Ols 
over the domestic money supply are essential to avoid 'inflation 
accidents'. Direct coruroh of prices, wages or exchange mtes cannot 
achieve this. They generally attack only the officially•recorded 
sympt<>ms or act IO discounlge investment and job creation if enforced 
The history of money shows lh1U there is no fool-proof system to ensure 
a s11.ble money supply, and certainly not a system that can withstand the 
pressures or a big spending government. That is why a genuinely 
balanced budget is needed to create confidence in monetary stability. It 
would assist price-level stability funher if the central bank were given 
greater autonomy from political directives of the government, similar ID 
I.he monetary constitutions of West Germany, SwilZerland or Hong 
Kong. The Fiji Reserve Bank Act normally prohibits the Banlt from 
advancing to the government more lhan 30 per cent of the govem
met1t's average ordinary revenues. This guarantee should now be 
explicitly reaffinnr.d. To proiect its independmct, a central bank could 
also be obliged by law ID pursue monetary stability by adhering lO a 
s~l money supply rule. This objective may be preferable as a guide 
for moneW')' policy in Fiji lO the cwt'Cnl praclke of uying to fix lhe 
exchange rate mVm intemati:onal reserves. 

If price-level stability cannot be assured, Fiji could come to 
resemble many Latin American nations, where the ~evant cumncy for 
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payment, accounting and saving de facto is lhe US dollar er another unit 
of rorc.ign currency. 

Auckland B•nk• Reluctant to Acc•pt FIJI Curr•ncy 

"Fiji currency is treated "like the plague• by leading Ntw Z.aiand 
banks in Auckland. 

'Some bank.I have slapped a total ban on accepting Fijl currency 
while other• have IMtructed their staff to accept only limited 
amount• ... The reuons given by the bank management la 1h81 they 
have • surplu1 of Fi~ currency alr•ady and don't want to taka any 
rlslal by accepting more ... th• worst hit are.a ls A~land. because 
most visitors from FIP come here fire! and spend most of their time 
here. 

'Recant Fifi arrivals wanting to convert very la_rge sums ot Fiji 
money have received a rude shock at Iha banks' attitude. Many are 
seen daily, dashing from ona ban)( to another In Auckland's 
commercial zone .. .' 

Th•Fiji T111tH, 21 January 1008 

EKchaoge Rate Policy 

One of lhe most pcrva~ve prices in any economy is the exchange rate. 
In the past, lhe exchange rate has been semi-fixed to a basket of 
cum:ncies and subject r.o occasional step.wise COJTcclions. This may 
have served to maintain price-level si:ability in times of less strain, but 
in the "-CCOl extraordinary circumstanecs the objective of fixing exchange 
raies bas led io au.emptS to control capital nows and tw created a danger 
of cumncy overvaluation for expo:ns. It seems. doubtful wbelher capita.I 
controls are cffcclive or can ever be made effective. But ii is cenain dlat 
capital controls hinder capital innow and private invesuncnL Given 
the uncertainties ahead, it will be nearly impossible ID fax a 'correct' 
,exchange raze. We SUPPM the alternative approach of pursuing a stable 
~lie money SUpply and an independeol central bank, and floatmg the 
Fiji dollar freely. Once domestic money is stable, the price of the 
currency in mrematiooa1 martets should be of !ill.le direct concern ro the 
govemmenL 

The manage,s of lhe Fiji economy will be facing the same 
iolr8Ctable problems of incompatibiljty between internal and external 
balance that plagued the major Western economies befa-e they abandoned 
quasi-fixed exchange mes in lhe late 1960s and early 1970s. The 
intellectual debate and I.he policy 0111.COme was, on lhe whole, in favour 
of floating equilibrium exchange rates (Halm, 1970). 

Il might be arsued lhai Fiji's underdeveloped domestic money 
market. underdeveloped international links and political uncertainties 
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make a freely floating exchange regime inadvisable. 'Formula 
flexibility' or a Reserve Banlc slabilisaLion fund (with clear guidelines) 
to smoOLh day-to-day tlucwations might be othec-ways to aven the 
growing problem inherent in any semi-axed exchange rate regime, 
ruunely that the ceob:al bank has lO make pubbc pretenses about the 
future stability of the currency, while lime and again breaking its 
promises. In such circumstllnCcs central banks lose much of their 
crcdibiliry, and credt'bility is one of their most important weapoos - but 
a weapon that should be used sparingly. 

If the exch1111ge rate depreciates in an atmosphere of domestic 
inflation, it cannot be expected IQ have any substantial effects for any 
length of time on the prices of goods and services produced in Fiji 
relative LO world market prices. Devaluations will promptly be reflected 
rn higher domestic .Fiji dollar prices. This is so in small open 
economies with unstable price expecaations (Kasper, 1976:21-58). 
Changes in currency rates can noL therefore be used 10 stimulate exports 
and the economy. Such at.tempts would only trigger more inflation and 
further capital flight. 

The greatest advantage of a freely floating rate (the stability of 
which is underpinned by a slable money supply rule and a balanced 
budget) is lhat there is no need to impose capital controls. The absence 
of controls would greatly boost confidence and - paradm~ically, it may 
seem to some - Stem capital outflows. The reason why citizens have 
been smuggling funds out of Fiji in 1987 and 1988 is lhat they rear 
future deprcciatioo and are buying US dollars before lhese betCOme even 
more e~ive. A freely moving equilibrium exchange rate could stem 
further capital exodus by making it costlier to buy US dollars. 

Another important advantage of a more flexible exchange rate is that 
its movements promptly signal emerging disequilibria to policy makers. 
Experience with flexible rates over I.he past 15 years has shown what 
powerful feedback cum:ncy marketS give LO politicians who take 
economically imuional decis_ions. The feedback of a depreciation may 
lrigga-c:orrcclive action before particular policies cause lasting damage. 

Freeing Up Domestic Capital Mark.els 

Many of the present regulations over money and banking in Fiji still 
reflect the m,isctusl of indjvidual decision-making that colonial 
controllers had in far•away Westminster. It is time lO move in the 
direction of freer credit and capital markets. A comprehensive revi.ew of 
all financ.iaJ regulations should be conducted, similar to the work of the 
Campbell Commiucc in Australia (Committee of Inquiry, 1981). Such 
a review should ext.end to the role of subsidised loans to agriculcurc by 
the Fiji Development Bank. Only scriclly fiduciary controls should be 
tctrincd and policed by the R~e. Bank. 
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Financial deregulation could tum Fiji into an off-shore banking 
centre. It is true that banking deregulation in the major economies has 
made off~shore banking less auraclivc. But Fijl's locaLion in a mid
Pacific time zone. together with good international telecommunications 
connections, could atll'act business in a 'night window' in Suva between 
the US West Coast and Tokyo/Hong Kong. Another development that 
merits the attention of refonncrs is the privatisation of the Suva Stock 
Exchange. Gradually, a genuine stock market should be developed to 
attract savings and to allow Fiji and overseas cornpanie5 to be listed. A 
growing stock. market would be helpful in allowing a wider dispersal of 
shares in companies that are being privatised. This would have the 
advantage of giving more citizens, and groups like 'village compa:nid'. 
an c,pportunity fOf" a direcl stake in the growth of Fiji's private industry 
and canmerce. 
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Chapter 9 

Distribution of Economic Opportunities 
Between Fijians and Indians 

Two types of social tensions are apparent in Fiji - between Fijians and 
Indians, and, within Fijian society, between younger commoners and 
lhose who support lhe traditional chiefly structure. These tensions 
cannot be divorced from the patt.c:rn of economic developmenL A 
developmcnl strategy thaL does not take them into account is I lkely lo 
fail. A long-term development pal..b that concentrates growth in living 
standards in the fndian and otller non-Fijian communities has no realistic 
chance of long-tenn success. Young Fjjians arc developing material 
aspirations. JC Fiji drifts into a decay scenario, these tensions may be 
contained only with the use of force. There would also be pressures lO 
discriminate in favour of ethnic Fijians. Such positive race 
discrimination may achieve a grcalC! measure of income equality, buL it 
will reduce economic growlh. Social tensions increase when such 
m.auers become poliliciscd. Positive discrimination provides only a 
short-term palliative, and it impairs economic growth. Tho Malaysian 
experience is an object le.soon that decision-makers in Fiji shouJd not 
fcrgct (Appendix B}. 

For the Fiji economy to enjoy long•term growth and stabiUly as 
described in the growlh scenario, individuals of all races will have to 
perceive material opportunities for themselves and their families. Fast 
eco.nomlc growth and h.igb employment create a favourable framework. 
for this to happen. But growth, in tum, also depends on open 
opponuni1y and vcnical mobility irrespective of race. Indeed, we believe 
it is central to any successful scenario for Fiji that Fijians have the 
oppo.ttunil)' Lo move into the modern world and oompcte thcte with a 
reasonable chance of success. Economic oppOrtunity for lhe more 
mobile Fijians will often be in lhe towns and in modem, organised 
activities. But other Fijians wiU expect opportunity on I.he land. 
Economic advancement for bOLb groups is of strategic impon.ance to 
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national stability. Past arrangemenlS have, in om view, not been 
successful in !his regard and their continuation would almost inevitably 
be associated wilh a scenario of le1lSion, stagnation and decay. 

Against DJstribulionist Interventions and Positive 
D iscrim ina ti on 

Before we wenJ. 10 Fiji, we bad hoped 10 find a number of success stories 
of ethnic Fijians who had .succeeded in modern busi.ne.ss. In lhis we 
were disappointed. Where Fijians we.re reported to be acLing as 
entrepreneurs, they were usually frontmcu fOf' capil.alists of other races. 
But. just the same, thuc wen some economjc successes that point the 
way lO a more promising future. We reported elsewhere the effom or 
1he Pinc Commission to form small 'village companies' (Chapter 6). 
We were told that increasing numbers of Fijians, for example soldim 
with savings from UN service, buy freehold land. And we were 
heartened by reports about how well ordinary young Fijians train for 
modern jobs. if placed in a d.i.sciplined. encouraging environment ll is 
no coincidence that Fijians taken out of the hienlrchical struchues of 
village life adapt well to miliwy life and excel as soldiers. We beard 
often that Fijians, because of their social &radition of slfllctured family 
life, respond well to a disciplined environment. Once in that 
environment, they can be taught disciplined auirudes to work, study and 
saving lhat can serve lhem well in a competitive growing economy. 

Po•ltlve Dl1ctlmln■ llon 

'To promote the access of Fijians to tertiary studies and to enhance 
their opportunities In national development, th• University of the 
South Pacific has long enga,ged in positive discrimination. Fijians 
are accepted with lower average marks scores (2'75) than Indians 
(350).' Our Fijian informant concluded: 'From the start, ■II Fiji.an& are 
destined for the bottom of the pile. They begin w,th the 
psychological disadvantage that they believe that perlormance 
does not really man.er. This breeds an inferiority oomplH and lower 
performance because the Incentive to oompete is lacking. They 
become bitter, and their only use 1.s. In the government service, to 
warm public chairs .. .' 

S.nbr OabiMt Ministt1r 

The growth scenario relies primarily on self.motivation and compe
lilion. Any policy for the long-term economic s~ of ethnic Fijians 
must be based on thal sa,ne princ;iple. The altcmat.ive - l0 use Si.ate 
lntervenlion to Ir}' lO ensure a more equal distribution of incomes -
crta~ disincentives to learn and compete. lt eventually leads to failure. 
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In an inr.en•entionist scenario, most Fijians would remain poor for the 
following re.asons. 

Firsr.. stagnation reduces opportunities for the cconomjcally weak. 
Where people are-guaranteed particular outcomes, they do not become 
enterprising. Why should Fijians save, risk and innovate if lhei.-income 
levels are guaranteed? Why learn the skills of survivaJ on the sea, when 
a Cirm fooling on land is guaranteed? Such guarantees are illusory, 
however: in I.he long run no government is powerful enough to 
guarantee everyone a firm economic footing. When income expectations 
can no longer be fulfilled, resentment 1urns against I.he Staie and other 
scapegoats. 

Second, market interventions customarily favour lhe established and 
well-<:onneaed. Young Fijians, the uneducated. and newcomers in lhe 
towns arc often excluded and become disenchanted. Fiji's regulations 
have frequently disadvantaged native Fijians. 

Positive di.scriminntion will antagonise the Indian community and 
accelerate Fiji's loss of lheir skills and enterprise. The remaining 
lnclians will be reduced in their capacity and willingn~ co pay bnd rents 
and contribute 10 I.he welfare of the nation. 

Fin.illy, positive discrimination through job quow is likely to lead 
1.0 costly overswfing. rr Indians have been doing the work and have 
tenure, employers would be forced by a policy of positive discrimination 
1.0 h!re additional people of Fijian ra.ce. If the jobs of the newcomers are 
secured by decree or by law, they may do ljttJe. They can hardly be fired 
and will not acquire efficient work: anitudes. Such a situation will create 
resentment and reduce productivi1.y. 

We do not believe lhat Fiji should adop1. a policy of positive 
discrimination on behalf or Fijians. A principle of positive 
discrimination in the civil service was rccenlly supported by leading 
bureaucrats who mel at Naviti Resort on 14-16 January 1988 (Naviti 
Declaration. 1988). This proposal received widespread attention in 
Australia and elsewhere. ll set up a State interventionist signal contrary 
to the requirements of a growlh scenario. We believe this proposal 
merits reconsideration. 

Government Failure in Creating Fijian Busintssmeu 

If lbe Fijian people are to lake foll advantage of a more liberal. de
regulated economy, they should be given practical help and 
encouragement lO exploit emerging opportunities. This does not mean 
that they should be singled out for preferment. only U1a1 obstacles 
should be removed to assist them to recognise their opponunilles in a 
dercgulaled environment and to benefit from Lhc assets they possess. 

There has been no lack of attention paid in the past. to I.he problems 
Fijians faced in lhc pursuit oC economic goals in the pdvate sector. 
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Writing in 1970, Fisk urged I.hat govcmmen1 policy should look lO a 
rubstantial and. rapid increase in Fijian participation in I.he advanced sec
tor of the r.conomy (Fisk, 1972). More receotJy. Hailey (1985) identi
fied many constraints to successful Fijian participation in business and 
advocated a number of ways in which these mlgb1 be overoome. The 
difficulties Fijians face in entering commerce have also been critically 
asse.ssed by Fijians themseJves. Recommendations have been made for a 
wide range of measures to assist their eniry into business. including a 
compulsory i;:wings scheme, special support nnd advisory units, and 
participation in the managcmmt of major, successful companies. 

In particular, two government institutions, lhe fijian Affairs Board 
(FAB) and the Fiji Development Bank (PDB), have acted to provide 
posilive assistance. But this assistance has hinged oo governments 
doing things for and on behalf of individuaJs. In 1974, the FAB 
established a Project Evaluation Unit 'lO assist Fijians both individually 
and in groups to understand, cope with and operate within the present 
day business world'. The Unit was later renamed the Busine.u Oppor
tunity and Management Advisory Savice. Its function was to provide 
consultancy. feasibility studies and managemenr services (Hailey, 
1985:47-52). In 1975, the FOB establi$hed the Commercial and Jndus
U'ial Loans to Fijians Scheme to offer spe.cial financial support and to 
hclp with recanl-lrecping facilities and bustn~ managemeot tedmique.s. 

But Fijians still lag fat behind the other races in the development of 
modem, successful commercial and industrial activities. We concur with 
Hailey when he says that 'the enterprise support organisations estab
lished in Fiji do not appear to have fulfilled the roles I.hat they were 
created lO pcrlonn' (Hajlcy, 1985:59). The government has failed in this 
area. 

'Taukai means •native Fijian•. In that sense, we are all laukei. But I 
won't have anything to do with the Taukel Movam11nt. who are 
ignorant, pQpulist radicals.· 

UnsmpJoyed young Fijiafl In Suva 

'The ooups represent the and of 1he chlally system.' 
Exparriats businessman 

'I don't mind giVlng mon•y lo my mother and brother. But I don1 like 
having to give money to tha chiefs when I visit my vi1lagt.' 

Pat1-tim• chamb« maid in Nadl 

'Education and money will break tha village system.' 
Businsssman 
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lo order to avoid the serious socilll and political implications of 
Fijian fuilure lo compcLe successfnlly in the rnodem private seclor, a 
renewed au.ack mus1 be made now on the root causes of such failure. 
Because of long-cenn government failure to achieve this, a market
oriented alternative policy deserves aucntion. 

Towards a Solution: Mon Equal Opportunity 

The construcLive way out of the dilemma is co try to ensure that all 
Fijian citi:r..cns get starting opportunities that are as equal as is feasible. 
From the beginning or lhc colonial era, native Fijians have been 
watched o-..-cr by a well-meaning guardian Swe. lD the complex modem 
world, the State may be well-meaning, but iL is inept in securing rising 
living standards far individuals undet irs wing. If Fijians as individuals 
or small groups are nol empowered to look aft.et their own affairs. Ibey 
will never acquire lhe capacity to behave independently. It is vitally 
important to promote Fijian self-reliance, educational achievemcnl and 
tmining I.hat supports self-reliance, through an environment in which 
educal.Ors and trainers compete Cot students. The rraining of young 
Fijians should nor be achieved by entry quoLaS or the lowering of 
entrance standards, but by providing them with free or subsidised access 
to schooling and training as long as they qualify and perfonn. This can 
be done by education scholarships or subsidtsed education loans, 1ogemer 
wil.h encouragement and counselling. Young Fijians may initially not 
match the standards and the produclivity of young Indians, whir.es or 
Chinese. But over lime lhey will do so, wilh persistent support, A free 
labour marlcel - in a scenmo of growth and high employment - will 
also allow lhem more access to apprentice jobs by accepting initially 
lower wages. Once they are in jobs, have acquired useful skills and 
work attitudes nnd raised their prOdueti viiy. competition for workers will 
ensure that their salaries rise commensurately (Ch:lpter 6). 

Personal Qualities Necessary ror Success in a Market 
Economy 

For Fijians lO be successful panicipant.s in the modern economy four 
elements seem necessary. 

First, motivation musr be ha:mes.sed and channelled towards econo
mic goals. This can be compaLible with Fijian customary practices, a 
naLural reticence, and generous impulses. Success in business can be 
developed withoul destroying traditional cultural values, as long as 
social obligations for sharing income and wealth are appropriately 
direclCd and contained (Cole. 1987:31-4). 

Second. !raining in practical skills must be provided on a wider and 
more effective basis than it is now. Bookkeeping, simple mechanics, 
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carpcmry, and effective use of nawral resowccs shoold be given priority. 
A competitive, client-driven education system could help greatly in 
providing such skills (Chapter 6). 

Third. finance and congenial fOJ'OlS of work organisation are neces
sary to ensure success and progress in most business activilie!. lf 
Fijians were to develop 'village companies.' lhey would become more 
aware of lhe value and cost of finance and they could develop tradition
linked forms of organisation. Equity of, say, 20 per cent might be 
prerequisite to the establishment of such 'village companies'. Working 
capit.al through bank: sources could I.hen be made available against the 
collateral of unimproved land rents (Chapte.r 6). 

And finally, supervision and management advice should be made 
available by bankers or other sources. Supervision and training to 
ensure correct accounting practices, early recognition of danger signals, 
proper costing, and provision of adequate depreciation reserves are all 
essential ingredients of success in new businesses, small or large. 
Development trust funds could combine foreign aid wil.b some effcclive 
supervision (Chapier 10). 

In 1970, Fisk urged that a govemmenl institution be established co 
coordiruue and implement policies lhal would enhance the participation 
of Fijians in the economy, assisl in improving village amenities, and 
improve the flow of inf onnalion LO villagers on ~11ch matters as extra
viUage employment. Hailey, lQQ, urged ,the 'estobushment of a regional 
enterprise suppon organisation' to coordinate rese.ucb Bnd prepare 
training marena1s (Hailey, 1985). The Fiji Development Bank has made 
a series of recommendations to correct racial imbalance in commerce 
which involves technical assisumce, a compulsory savings scheme and a 
Tauk~i Investment TruSt for Fijian investors. Unhappily, it seems co us 
that such auempts to impose lhe development of entrepreneurs from 
above, no matter how well-intentioned, are unlikely to succeed. 

Developing Fijlun Entrepreneun 

One obstacle lO motivating Fijians to panlcipate in modem market 
activities is the system of 1r.1ditionaJ claims by wider family and tribe on 
each member's material gains. This system dampens material moti
vation to work and acquire skills. II also mates saving and capital 
formation by Fijians more difficult. Fijians who have moved away 
from their traditional mataqali (e.g. to lhe Scqaqa: Sugar Scheme or 
serving soldiers with UN peacekeeping missions) work hard and save. 
As elsewhere in I.he developing world (or in Europe 1wo centuries ago), 
urban migration is likely gradually co reduce the disincentive problem 
created by the wider family. But Fijian society will not have time 
simply to wait for slow social change. More imaginative solutions need 
be found IO promote work cffon and capital formation within the 
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tmditional network. The key LO rcfonn will be to separate personal 
income from what one traditionally owes to Lhe wider community. One 
promising rnodcl lO achieve this, which we have mentioned many limes. 
is the experiment of the Pine Commission with whal we call 'village 
companies' (Chapter 6). This arrangement separates capital accumu
lation from distributed and shared income. Similar schemes could be 
tried elsewhere, e.g. the government subcontracting road maintenance ro 
villagers, or groups of Fijians starting up small village hOtels, 

Fijians who enter business arc likely lO come from a variety of 
sources: enlhusiostic young army officers and soldfors, Lhe local 
business community, retired officials, and women. It is important to 
recognise the role of women in commercial activity in Fijian life. We 
heard many Teports that Fijian women - like women in many other 
societies - were often more materially realistic, mmc Likely to st.art 
smfill ventures and more likely 10 k.eep the resources together in a 
business-like way thrut were men. Commercial village programs can 
also gain impetus from association with Indians and whites at work: and 
training. Village schemes could provide scope for participation by non• 
Fijians, in order to maximise cross-fenilisation of ideas. A gr-cater 
mixing of young people of all races when Lhey study or acquire basic 
skills would also be advantageous. 

The first step into modern business is the hardest It is essential LO 
stan smaTI, very small. Unfortanalcly, programs ini11ated or run by the 
centtal govemme.nl have a tendency to concentrate on big schemes. 
Cenlral administrators tend to find Lhat a targe number of very smaU 
operations arc messy to administer. his impmUnt 10 let small Fiji.an 
businesses grow without ll need for central initiation and steering, 
elaborate committees or high-level government units. A new village 
store, a small hostel for occasional oockpackcrs, a venture lO supply the 
local hoLel wilh flowers or local pottery may all be wonhwhile 
beginni;1gs. But they arc all likely to be too petty for government 
promotion. There is, however. scope for spceialised development bUSl 
f11nds administered by experienced, sympathetic persons from aid-donor 
countries like Australia to assist with the development of management 
skills for such ventures (Chapter 10). 

One idea presenlly being discussed in Fiji to ovete0me thresholds of 
resistance imposed by aadition seems worth exploring: the fonnat.ioa of 
a youth corps that introduces young people to disciplined modem wo.tt: 
methods. In this, the military could make a construelive contribution to 
s'kill formation and work attitudes. Military efforts should face 
competition from similar youth schemes run by church groups and olher 
voluni.ary org:inisations, however. Traditional social structures. 
originating in the Fijian warrior tribes, resemble lhe hierarchically 
suucu1red life of military units. The military has aJso been an 
important avenue for Fijians in moving out of lheir villages. M.iliwy 
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units have acted, IO some degree, like a ocw and more progress-oriented 
mataqali. The same function could be fulfilled by yolllh corps. The 
·chief' (commanding officer) could supervise effort and monitor the 
results of !earning. Youlh corps units should start small and learn from 
experience. They should focus on training of basic attitudes and work in 
areas such as motor maintenance, machine operation, basic accounting, 
cost calculation, management, and basic hygiene. The uniL<i should be 
given specific tasks, e.g. road cons1rUCtion or maintenance, so as to give 
them a goal orientation nnd a business-Like 001.look. It is imponam lhat 
such units are open to young people of both sexes and of all races and 
lhat entry is purely voluntary. At a time of rising unemployment., 
young people could gain a small income and some security by joining a 
youth corps. 

In many societies. the military has been an importJmt agent in 
education and changing traditions. Fiji's military forces can play a 
legitinuue role .in contributing IO national development. Education and 
training are a much more promising function to promote ethnic Fijians 
than engaging in oomme.rce and production lhrough lhe Auxiliary Units 
of lhe Fiji Military Forces, which should be abolished1 A youLh corps 
scheme would also be on excellent contact poin1 for iolroducing 
lCChnical foreign aid, al a point where aid affects directly lhe factor or 
racial balance (Chapter 10). 

I 1lto Auxiliary Unil.ll <X)DSUl\.llc an wnuuaJ involvement of !he State in 
the economy. Movet of lhe military into socialiJt veruures not only tend 
to corrupt lhem (diff'tculty in monicoring account8, confusion or military 
and commercial £unctions), but also coristilu~ • mi11llocation of scarce 
bud1e1 111sourccs. For e:tample, lhe Aullili&I')' UJ1iu now lnmSpOrt copra 
from the outer i.dartds in expensive mili.tary vessels, using much expen
sive fuel. In the ouLeT islands, they can buy above mukct prices and they 
Cllll sell in Viti Levu below lhe prices tluc processors lave paid IO con
ventional lndcrs, because the 1.nnspo.n cost is borne by the Defence. 
budget and ultimately by lhe Fiji lllpaycr. Examples of a trading in
volvemm1 by the military in developing countric, - for exampfo in Jun 
under the Shah or in Indonesia - invariably show !hat this reduces the 
professionalism of lhe mliltvy and, in lhe Long te:rm, le:adJ to misgivings 
among their CU$10mcn. 
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Strategy for Australian Assistance 

The Value of Australian .Aid 

The main function of Australian aid to Fiji must be to help I.he citizens 
of Fiji to help themselve!. An aid strategy lhal views foreign 
governments as the main beneficiaries and lhal continues to reinforce the 
statist ways of the past will be counterproductive u, the welfare of 
individual F.iJi citizens. In 1988-, Ausualian official aid is disbursing 
about SA28 of Australian taxpayers' money (on an annual basis) per 
inhabitant of Fiji. One cannot be sure whether this aid ls of much value 
to the anrage citizen of Fiji. It is obvious only that Australian aid 
benefits the Si.ace and particula.T groups in Fiji, as well as particular 
Austrolians. In any event. foreign aid can make only a very marginal 
contribution to overall economic growth. The key factors are economic 
and social policies and lhe attiwde of lhe population to work. learning 
and capital fonnntion. 

Official aid t.ends to have the effect of replicating the government 
s1roetures: of the donor country in the recipient ooontry. Pacific island 
economics have looked towards Australia fOf role models in solving lhe 
problems of I.he modem wodd and have consequenlly emuwed the 
Australian institutional approach. And aid policy has reinforced llte 
Lcndcncy to build powerful govemment insticutions in aid-receiving 
countries, partly out of oonvenience. ll is convenient for aid admini
slnuors to deal with a few government bodies in the recipient country. 
Aid that is disbursed to many individuals and through non-official 
ch1111nels requlres greater administrative effon and bureaucratic rcspoosi
bilir.y. Such aid might also be seen as intafcring in lhe intcmal affairs 
of the recipient country. Despite these argument,;, it seems to us that 
Australian aid to Fiji - and to other Pacific nations - should develop 
away from its heavy reliance on a go-vemmenl-to-govemmenl relation
ship because centralised decision-maker!! lack the specific localised 
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information, and the incentive, to add lhe management skills, direct 
supervision and pem>nal interaction lhat make aid packages work. 

In many respects. lhe small island economies have probably been 
served well by lhe Austrilian role model because Aosualia - unlike the 
old societies of Europe or die huge, technoloiical economies of the US 
or Japan - has features of a young, simply structured; developinj 
cou.01ry where improvisation counts for more than sel procedure. Bulin 
other rcspeccs, it has nol been appropriaic for small countries to replicate 
lhe structures and procedures of a nation 20 lO SO times their size. Much 
offic.ial aid to Fiji - as elsewhere and by most donor countries - has 
gone into building public institntions supporting centralised control 
mechanisms. Australian official aid bas often proceeded on the principle 
that 'big is beautiful'. This has tended lO create Swe instiOJl.ioos and 
infras1n1cm:res of a standard and scale that the citizens of smaller and 
poorer nations simply cannot afford 10 mainudn. Fiji now has a big and 
cumbersome government, which foreign aid has helped to develop and 
which hos become a burden on Fiji citi1,cns. Jt now constitutes a 
handicap to Fiji's future long-term economic growth. 

The aeation of elabor:ue srrueuires of cent.ral allocation and bureau
cratic control (cencral planning, development ban.ks, State enterprises) 
bas crea.ied a climate in which individual weaJlh crealion and producliviLy 
promotion through the decentralised use of appropriate knowledge does 
not nourish. LL is even possible that economies like Hong Kong's or 
Taiwan's over the past two decades have benefit.ed from an absence of 
official aid, bec.ause self-reliance has - in the loog lCml - strengthened 
individual encrepreneurship and initiative, whereas producers in 
governm-ent-laden economies like Fiji have learned 10 rely on big 
go\fCmment and to conform with administralive control. Aid thus has 
the potential to create an environment oC liu.le genuine entrepreneurshlp 
and low growth. 

'Aid acts to get the government off the hook from making hard 
decision$.' 

Cabin« Minisl•r 

'All investment decisions In Fiji revolve around Government partici
pation. This In turn depends on foreign aid.' 

Erpatrlatt1 bank•r 

'As much as 40 per cant or tied project aid may get wasted. By 
contrast. budget aid will get squandsrvd to the tuna ol 110 per cent.' 

Former slilflior Ausrral,an olflCial 
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One stated objective of Australian aid policy bas been 10 promote 
Australian exportS. 'This objective is frequenlly in conflict with making 
the best use of the funds thaJ. are transferred and gready reduces the value 
of aid to recipients. However, we must recognise that aid (other than 
humanitarian assistance in disasters) is supported in democratic donor 
councries only if it is perceived as in the self-intereSc of lhe donor 
country (Australian Institute for Public Policy, 1987:62). No 
respectable purpose is served by rciteraling lhe poSl-coloniaJ rhetoric of 
selfless giving. In international aid, too, the.re are no free lunches. 

Australian official aid has benefited exporters wbo have had the 
agility and inclination to exploit I.he subsidies contained in official aid. 
This in itself is acceptable; bot there are dang~ of enrichment wilhou1 
proper perfonnance. ll is facile lO be cynical about individual gain Crom 
public aid schemes. and ii is easy to point to examples of greed and 
was1e. Aft.er all, I.he obstacles to implementing novel ideas in a 
developmg country are great., new solutions have to be found, and the 
risks are high. Accidents and failW'CS must be accepted. But we found it 
nevenheless symptomatic lh:n we were told so many stories of misman• 
agement, miscnlculation and waste when we enquired about Aost.ralian 
aid projccis wilh ordinary citizens and businessmen in Fiji. We also find 
it bizarre that well-inr.en~ioncd government e.tpcns in Canberra back· 
rooms desperately search for aid projects IO give lo Fiji and that Fiji 
itself has not made more rcqu~ts for assistance in viable projects. The 
procedure of inlllating projects from the centre can easily falter, for the 
same re3SOD most cenuulised government efforts lO 'pick the winners' 
have faltered. A bureaucrat or a committee cannot easily discover the 
relevant information. Much of the relevant infonnation is changing 
constantly and can only be aleaned by those on the ground (Chapter 3). 
There is also a danger that projeccions of profiis by promoters become 
overly optimistic to attract aid funds. Moreover, bureaucracies lhat 
initiac"! a.id schemes do not have the direct incentive or profits and. losses 
commensurate with necessary risk-t:lking in the development of new 
ventures. Administrators tend Lo avoid risks ~pcclive of poiential 
gain, because they receive no share in the pronr. only blame for 
inevitable occasional failures. ln order lO overcome some of lhese 
short.comings or lraditional official aid-giving, we propose. below. the 
crt.ation of privately administered development U'USl funds 10 disburse and 
implement Australian aid. 

Project aid is often criticised by recipient countries. which prefer 
outtight budget grants. But projecL aid has the advantage - important 
in Fiji - of providing capical together with modem man.ogcment skills 
from Austtaha and of establishing some follow-up obligations by 
Australia. Aid is not simply a matter or placing a capital good into Fiji. 
To make it work, a whole package of interdependent functions has to be 
fulfilled, covering the whole entrepreneurial spectrum: marshalling 
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imported and domestic inputs; mark.cling~ training workers and 
mobilising complementary local resources; finance and management 
control. Projects lhat focus oo lhe integral success of the ent.ire venture 
and view it as an enttepreneu:riaJ task are more likely to succeed. 
There.Core. aid personnel who an, not pure technicians, but who realise 
the imporumce of interaction between people, of leanung skills, and of 
developments in labour, capital and product markeis, aie more likely lo 
make projects successful. In a selling lilcc Fiji, l.hercfor:e, proje.ct aid is 
preferable OVCE budget aid. But integral 'projccm 11d pack.ages• should be 
designed LO contain all essential entrepreneurial components, which 
frequcnLly do not develop spontaneously oo the ground. 

Ag-lime In SIik PouchH 

One day, olficlals In 1he National Land Developmen1 Corporation 
(NLOC) decided to pick pigeon-peas as a winner. This projed 
attracted SSOO 000 of Australian aid funds. Experts established 
that the pigeon-peas needed lime. In the lntares1 of national sell
sufficiency. it was to be national lime. Since the only lime available 
is coral rock and sand. it wa-s determined, in the Interest of promo
ting the Australian export content In aid programs, lhat $100 000 
was to be used to buy a new stone-crushing machine. Another 
$40 000 was than needed to spread the coral ltme. After a ortce-off 
use, the machine rusted. NLOC had to use $500 000 to make used 
$500,000 ot aid. ft would ha.ve bean much cheaper to pack Austra
lian agricultural lime Into silk pouches and air-freight • to Fiji. 

Onion• Mak• You Weep 

An Australian promoter decided lhal Fiji's national development 
would ~ served by a natlonal onk>n-growing project. From an office 
In Suva, five hours away from the prospectlve larm. the essential 
preconditions for success ln agricui.ural development were negoti
ated: onions already attracied 10 per cenl lmpor1 duty, but they 
were now made subject 10 Import licensing, so that Imports of cheap 
New Zealand onions were banned by the Fiji government under a 
quota system If local onions were reported 10 be available. Once 
this was ensured, It did not matter that local onions have a short 
shelf-life and rot, that they were much more expansive to the 
housewife than NZ onions, 1hal - In fact - lhey were not readily 
available and there were onion shortages. 

The average citizen was mada to pay the price. while the action 
gave the Intervening bureaucracy something to do. Did this scheme 
help to set up a permanent venture? No, it did not. The promoter Is 
gone now, but the onion licensing schema remains. 
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Development aid should no longer be given without conditions, 
certainly not to post-1987 Fiji. Stipulating and monitoring such 
conditions, of course, complieat.cs the diplomatic and administrative lllSk 
of giving aid. Thero may also be sensitivilies in newly independent 
nations, but lhese can be overcome by realising that conditions can 
promote mlllua1 interests and offer protection against inefficiency, 
corruption and mismanagemenl. Aid without conditions to Fiji would 
undermine overdue economic rcronns. Indeed. unconditional aid (such as 
Australia began providing after il resumed aid to Fiji in February 1988) 
amounts to linle more than an outright subsidy to a growing class of 
polilicians, military and bureaucrars who are not really accountable 10 
either Australian or Fijian taxpayers. This is why such aid is so 
desirable to the Fiji bureaucracy. In the circumstances or 1988, Austra• 
lia.n aid can easily be viewed as substituting ror the shrunken revenue 
base of post•coup Fiji, or as letting lhe Australian taXpaycr pick up part 
of the tab for the p0litical experimenIS of 1987. Aid should not help u, 
create the illusion in Fiji that these events were cost-free, and - more 
importaruly - it should not reduce lhe need for a critic31 stra1egic re
evaluation of the entire approach to economic and social policy. 

Australian aid fD Fiji has frequently subsidlscd individual business 
undertaking:> and made them appear profitable or beneficial when in 
reality they have not been. In the government-dominated. r~gulaled 
economic environment of Fiji, unaided business ventures ofieo do not 
look profit.able, nJthough they might su~ in an enYir0nment that was 
less distorted and more oriented towards initiative. To compensate for 
the man-made handicap of regulation, aid funds or subsidised loans are 
channelled through public or quasi-public mechanisms, such as the Fiji 
Development Bank, into marginally profit.able projects. In the lighc of 
this, i, is not surprising thal we encountered many observers wbo were 
cynical about the benef118 of foreign aid and saw that it promoted 
projects tlul were - under lhe existing circumstances - worthless to 
individual cilizens. The aid component bas often helped to maintain 
regulations and othet adminisuative iD'lpediments to growth. Ir Fiji is ro 
swing from a decay scenario to a dynamic growth scenario, I.his side 
effect of omcial Australian aid must be conr.rolled. 

New Altitudes to Aid Policy in the Amuenl Countrles 

In lhe 1960s, public attitudes to aid-giving were shaped by the e~peri
ence of seemingly cff ortlcss economic growth in the old industrial 
countries, feelings or generosity borne by new-found wealth, and a 
feeling of gujll Yis-~-vis less f onunate and newly independent nations. 
But since then, public attitudes ha.-ve been changing grcaUy overseas and 
in Australia. First. economic growth bas become harder ro achieve in 
the 1980s. This mates the claims of internal.ionaJ development aid 
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harder tO meet. Second. a new, more sober and more equal relationship 
is developing between old and young nations. This is illustraLed not 
only by Australia's new lreaty with Papua New Guinea, but also by the 
aid policies of leading donor countries like the USA and the UK. A 
mon: business-like approach to aid is part and parcel of a general move 
to 'dry' policies being adopted by all poULicaJ parties (Auslralian 
institute for Public Policy, 1987:62). 

The leaders of Fiji and other heavily aid-dependent Pacific nations 
should realise that, in the new international climate, il is no longer 
sufficient 10 be poor to qualify ror aid. The public is no longer willing 
10 indulge overseas governments of new natioM if Lhey pursue policies 
that would be wholly unacceptable to a majority of AusLra.Jians. The 
public has begun to distinguish between successes and failures. 
Encouragernem and assistance to essentially self-reliant and efficiency~ 
oriented nations is likely lO get electoral support in the 1980s. By 
conuast., open-ended subsidies irrespective of p('Zfonnancc, or band-outs 
to foreign govcmmcnis on political grounds, are opposed by many 
Australian taxpayers, as widespread outcries against Ausl.r8lian largesse 
LO some regimes in southern Africa have recent1y indicated. A future 
Aosualia•Fiji aid relaLionship must take this spirit into account if it is 
10 relain the support of the public, which is ultimately necessary in a 
democracy Li.Ire Australia. We are sure- from many conversations -
that such a new business-like attitude would also be welcome to many 
representatives of Lhe new generation in Fiji. They have realised lhat 
unconditional aid can weaken Fiji and turn Fijians inco permanent 
dependentS. 

In discussing aid, we must also remember that Ausu-aJian aid is 
disLtiboi.ed by the Australian lntcmational Development Assistance 
Bureau on behalf of au Australian taxpayers on the basis or certain 
understandings. It bears rcaffinning this basic principle to the Fiji 
authorilies a.ft.er lhe inrcrrupuon of aid in l987. because some circles in 
Lhe Fiji government and bwuucracy have clearly developed a sort of 
blmant 'claims mentality'. Australian official assisw,ce is considered 
al.most a positive right; and Australian officials wbo want to have a say 
in the use of the funds are resented. Th.is mentality", if allowed 10 take 
bold, is not in the Australian interest. Some of die PWJIOSCS of aid -
lO earn the good will of our Fijian neighbours, lO admintslCJ' the funds 
wilh the benefit of Australian expertise and lO monitor the 
appropriateness of their use - are being lost when Ausua.lian 
negotiators simply yield lO the 'claims mentality'. This alone is reason 
enough for the Australian authorities ro be a~ve and to stipulate clear 
condjtions for aid. The aid relationship is between two sovereign 
nations and our neighbours have no claim to aid; it is a gi(L 
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Political Problems or Aid to th~ Republic or Fiji 

Australian eu.itudes to aid and olhcr relations with the new Republic of 
Fiji ate riven by two conflicting a[tltudes. 

On the one hand, Austtalians are reluctant to give material support 
to a govemment that is perceived as having 'killed democracy in lhe 
South Pacific'. Australia, which sees iw:lf with considerable justlllca
tion ~ a role model for freedom, tolerance, equality and the rule of law 
in the region, finds II hard lO recognise and support a regime lhnt will 
not give an equal vote to all citizens and that has forcibly replaced a 
democraocally elected govemmenL In addition, some members of the 
Australian labour movement resent the ousting of a fraternal govem
menL The leaders of Fiji should make an cffon to understand those 
feelings of many Ausu.ilians. 

Ou the other hand, other Ausualian attitudes are based on a 
pragmatic view that Fiji is a sovereign independent nation in whoso 
in.tern3l poliLical affairs we have no right (and cenainly not lhe power) to 
interfere. Long-term strategic interest. shared trade inte.rcsts and 
i.radjlional friendship between lhc people of the two nations suggest I.he 
renewal of close relations and aid. Australians realise that many people 
in Fiji are in dire economic strife and need generous Austra'lian help. 
Ausualia cannot afford, in its own interest, to let lhe Fiji economy 
collapse, not only for long-term stnuegic reasons, but also to avoid a 
disorderly innux of economic refugees. lt should also be noted lha1 
Australia maintains normal, if not friendly, relations with regimes that 
have a much less acceptable record in pursuing the ideals to which 
Australians aspire than the present government of the Republic of Fiji. 

The first type of altitude inspired initial reactions 10 cvcrits in Fiji. 
The second, pragmru.ic allitude is gradually becoming dominant and has 
led lO Lhe resumption o! Austmlian aid in February 1988. despite 1.he fact 
that expatri11e Fiji citizens and their Australian supponcrs have 
dramatised lhe formet viewpoint, panly to justify the acceptance of 
emigrant Fijian citizens into AustraUa as political refugees. 
Nevenheless, these two connicting attitudes place 1he Australian 
government and the public al large in a dilemma. How this dilemma is 
resolved will inClucnce n.ffairs throughout the entire South Pacific for a 
long time ahead. 

The Case for Conditionality 

There is a sU'Ollg case for 1.erminating all uncooditlonal aid to Fjji afier 
the 'aid pause• of 1987, nm only lo set a clearly vL,;iblc p<>litical signal, 
but also for good economic reasons. There will, of course, be politica.l 
pressures from the Fiji government to rescue the precarious budge1 
siruation lhrough injections of aid, but unconditional aid would be a case. 
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Restored S10m Aid to FIJI Signal• Improved R1lallon1 

'Australia will give Fiji $10 million this financial year following 
agreement between lh• governments to resume bilaterat aid. 

'The decision ... follows talks between th• Fiji Governmtnt and a 
team of Australian officials ... The aid program will locus, on 
humanitarian and other areas to assist the disadvantaged. It wlU 
Include key health. agricultural and eoonomlc: projects ... 

'The phased restoratJon of the aid program represents a 
aignilicant step in the normalisation of Australia's relations with the 
n&wregim.e.• 

Th•Australian, 10 February 1988 

NZ GlvH Aid 10 FfJI Again 

'New Zealand yesterday announced the resumption of aid 1o Fiji ... In 
a statement issued In Wellington (the New Zealand Minister of 
Foreign Affairs) said: "This acknowledges the positive develop
ments that have recently occurred In Fiji with the return of a civilian 
govemment and the taking of steps towards a return io the rule of 
law.· 

Th• Fiji Timss, 10 February 1988 

·of throwing good money after bad. Ausunlian aid aloog the past pattern 
of unconditlonal and sometimes uncritical generosity can only postpone 
that moment of reckoning in Fiji when painful steps to balance the 
budget and Lhe e,nernal accounts have to be taken. Moreover, 
unconditional aid would SJgnal to other nations that some of the costs of 
their independent, political actions can be placed on the shoulders of an 
indulgent, uncritical Ausualia. Australia wou.Jd be unwise to accept 
even a semblance of co-responsibility for such actions by subscquenLly 
providing a generous funding without conditionality. 

It will not be easy for Australia co persevere with such a stance, 
because it will be argued that Australia has a direct interesl in the overall 
stability of the economy of Fiji. lndividual projects in which 
Australians have a direct slake may faller because of overall imbalances 
(budget deficit, credit crisis, inflation/depTCC:iation spiral). However, 
such imbalances can be rectified only by the people in Fiji themselves. 
The palliative of Australian aid would, in all likelihood, only prolong 
the underlying causes for the imbalance and make Lhe ultimai.e com:ccion 
more painful. The only durable correction lies in bard decisions by Pjji 
it.Self to move to smaller government. deregulation and privatis:ation. 

Australian aid should not be given with even the tacit implication 
that Australia claims. a monopoly on largesse to Fiji. Indeed, the 
Republic of Fiji should beencourage.d ro obtain aid from wherever itean 
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(France, Indonesia, Malaysia, Japan etc.). The Leaders of Fiji will be 
able to judge themselves where lhe most nseful assiswnce com~ from 
and where unacceptable suings arc attached. In any case, bilateral 
relationships tend Lo be less subject lO strain ir the partners arc not 
exclusively dependent on each other and occasionally LeSI. allcnw.ives. 

The Case ror Privately Administered Development Trust 
Funds 

One way to launch Au..walian aid on a new path, ~hich has the great 
advantage of supporting the growth scenario. is 10 de-emphasise 
sovemment-to-governm.ent assistance and 10 direct more aid through 
private channels. The experience of 1987, when health, education and 
other assistance funded by the Australian taxpayer was channelled 
through privatc agencies, could be expanded. fonna.lised and put on a 
permanent footing. 1f private mediators were officiaJly encouraged by 
the Australian govemmenl., more voluntary agencies, as well as private 
con1panies. would become involved in privately-run projecu to admi
nister and implement official aid funds. The rud package would, in such 
cases, oomhine ofllcial runds wilh private know-how and. supervision. 

The important entrepreneurial, advisory and supervisory roles in 
successful aid, which official aid nonnally underrates and underprovides. 
will ool always be filled suffJcientl)' by voluntary agencies. But I.hey are 
crucially important in raising the productiviry of Ausu:allan aid. This 
should be e.K.plicitly recognised by lhe use of aid funds to pay 
entrepreneurs, advisers and supervisors whose conaibution promises to 
enhance the efficiency of aid. A promising way to beuer integrate lhese 
!unctions wilh officially financed Australian aid lO Fiji and other small 
Pacific nations could be the c.,c;tabl i.shment of a number of 'development 
truSt funds'. Each such trust fund would be endowed wilh a given slJJl\ 
and given a limited task, for ellamplc to suppo:rt rural or aranspon 
development. Australia and Fiji would appoint a mix of qualified 
trustees from Fiji and Australia who would be given Lbe wk of selecting 
appropriate projects and ensunng their success. Success would be 
measured by whether the projcclS achieved sufficient profitability to 
repay the trust fund at close-to-commercial interest rates. The 
endowment of these trusts with Australian fonds could be made 
dependent on certain agreed conditions explicitly incorponued into the 
truSl deeds. The lrUS1ee.S should be paid fees commensurate with Lhcir 
responsibilities but containing a variable element lO rcfkcl the profits 
and losses of the development crust fund in the most recent year. It is 
important lhal the trust fund not directly initiate projects. but only act to 
assess, fund and monitor projects that have been initiated by individuals. 
cooperatives or companies in the field. 
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One advantage of funding aid lhrough uustS is that project aid i.s 
freed from the rigidity of the budget cycle: inscead. of expending moneys 
simply to meet this year's budget target, funds can be k.ep1 until 
adequately promising projects come forth. This alone would eliminate 
one source of inefficiency. 

Successful models for such development 1JUSt. funds can be found in 
the Caribbean, where American aid to many small nation stales is 
administered in this way. Tbe gttat advanr.age of such trust funds over 
tho more conventional way of channelling capilaJ through Smte 
development banks is that the trustees arc directly involved in 
moni10ring success, in taking remedlal action, and in exploiting new, 
useful information. The trustces would normally be people with 
industry-specific business and local experience, and their information 
about the projects would be collected and assessed in the unoonve11tiooal, 
flexible manner of businessmen, not by administrative commiu.ees. 
Tru~ have ways of innuencing, cajoling, or dissnadiog the venturers 
I.hey finance by Ausl.ralian aid thal are no1 normalJy available to 
government officials. And Lfley have the incentive of using their 
influence in the interest of project profitability. Moreover, a mill: of 
local and Australian ltUStees supervising and evaluating projects. would 
greatly e3liC national seositivities aboUL direct i.nt.etference. 

De,·elopmenl trust funds would be a convenient structure for-an 
Australian aid effort thnt wants lO be seen to be at arm's length. And it 
would be easy to widen the chaner of such funds to cover no1 only Fiji, 
but the entire Pacific area. 

Areas For Australian As!listance 

Officially administered project aid- as well as humanilarian assistance 
in disasters like cyclones - will of course have a role in lhe future 
relationship with Fiji. Bul future project aid should be assessed very 
ctitically and on purely economic criteria. Aid projcctS $bould not be 
seen as ilL-diSguised budget support, as seems to be the perception 
among many Fiji officials. Australia .should insist on a role in final 
projcc1 approval. should put an end lO the 'all-comers approach', which 
lhc big, aid-getting bureaucracy in Fiji has promoied. If new projects do 
not mec1 pre-deaermined Australian criteria, they should simply not 
aumct Au.st.ralian aid. 

Ongoing aid projects need ro be critically reviewed to test whether 
their completion promises success. Where the results of I.he review do 
not mee1 original expccunions, the business-like approach or cutting 
losses seems preferable to the administrative approach of throwing more 
taxpayers' funds al unresolved problems. Withdrawing from a few, 
unpromising ventures would have a saluLary feedback into lhe 
management of all aid-assisted projecL11. 
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1L is imponant dw I.he success of adminis~ng aid is not measured 
by comparison with budget expenditure targets, bul by the costs and 
benefits of lhe projects. There is nothins wrong with Australian aid 
disbursemenl falling shon of budget cargets if there is a lack of suiiably 
beneficial and promising projectS or if it turns out that Fiji is not 
fulfilling previously agreed conditions. After all. Australia suffers from 
large deficits in iLS own overall public-sector budget and the cxtemal 
accounL 

Although no commiuce of administrators and certainly no team of 
academics can 'piclc I.he winners• in development, ow- research indicated 
cenain areas in which Australian aid mighl produce .wting results. The 
following might be worth farther critical investigation. 

In health care, there are pressing needs. Aid in this area is justified 
on humanitarian grounds and can be based on traditional channels of 
delivery. J1 could facili1a1e direct projec&s by Australian institucions. 
Why not induce Australian health clinics and hospitals to set up 
brancties in Fiji, possibly using aid to sub.s.idise shonfalls in receipts 
froOl patients? Why not support one ar several of the private hospital 
venlUres being planning in Fiji before 19877 Why no, induce Australian 
heallh care personnel. maybe those who are close to retirement and free 
co move. to Spend two or three years in Fiji - a rewarding CApcrience? 
This may involve a greater administrative responsibiliLy at the 
Australian end. bu1 it would be more efficient than simply handing over 
big sums to the cumbersome public health administration in Fiji. 

In education and rramil'lg, aid should be channelled to more basic and 
more pracucal levels, instead of used to replicate educational institutions 
lhar may be more suited to a developed nation like Australia. We have 
argued in Chapter 6 that lhe University of I.he South Pacific in its 
presen, configuration bas nol fulfilled the real needs of Fiji. Instead, 
Australia might consider offering a considerable number or scholarships 
to qualified citizens of :Fiji to study in Australian and olher university 
courses of their choice, wiUl the aim of producing future leaders wilh 
high standards. Al a lower level of education and training, private 
schools and training schemes lhroughouL Fiji might be encouraged by 
using aid to ~ovide on-the-&mund supervision by experienced Australian 
educamrs and tcehnlcal advisers. The concept of the development ttust 
fund can be readily adapted to help develop excellence in education or 
training. In Chapter 6, we discussed lhe need for practical, low-level 
training for people who are involved in the 'village CQmpanies•. 
A us1ralian experience and support could make an imponanr coottibution 
to setting up che.ap community colleges, thus helping lo improve racial 
balance in economic Jife - a mauer or great importance to fulllre 
stability and growth. 

Educational advancement and business uaining of ethnic Fijians is 
of crucial su-ategic impon.ance to long•tcrm stability. We lheccfore 

146 



Australian Aid 

suggest lhat Austmlia carefully evaluate whether lhe proposed youth 
COrpS training scheme of lhe Fiji miliu:n-y (or of voluntary community 
groups) can auract practical Australian support. If such schemes a.re 
open to young people of all races, if their primary role as to inculcate 
practical skills and business-like, disciplined anitudcs., and if practical 
Australian involvement is welcome, such schemes seem to deserve 
Auslralian assistance. Ethnic Fijians are used ro structured hierarchies in 
their society and n:spond well to imposed discipline. as would prevail in 
yowh corps. Youth coips can be used lO help some members of lhe 
next generation step into the modem world and to integrate Indians and 
Fijians in a learning and worti.ng environment. However, we must 
recognise thol Australian aid to such schemes may nol be politically 
feasible. In this case. Fiji would be well advised ro, look elsewhere for 
financiaJ and pnietica1 assistance for its youlh training scheme. 

To help the revival of tourism, as a matter of great priority, 
Australia should offer aid to son ou1 airport departure procedures at Nadi 
and Nnusori. At the moment, departure procedures are both cwnbersome 
and ioeffecln.11. Australia shooJd oonsider offering tcchnic:al assistance to 
enhance the standard of search and pMSengcr service, and to speed the 
now of departing tourists. 

Auslral1an ajd could help Fiji to expenmcnl w11.h new ways of 
developing or mainia.ining its physical lnfrastructurc. We suggest that 
scretches of country roads might by 'adopted' by villages whose 'village 
companies' are paid according ro the quality of maintenance. E~rt 
assiswicc and even financial suppon for such direct self-help projects 
would be a useful and popular way for Au.st:ralia to be of assis1ancc: and 
would train villagers in relevant skills. 

Some business management skills ean be taught in schools, and 
Australian aid should make projects that promote business training a 
priority. But lhe most imponant practical business skills u all levels 
are best picked up in practice. We therefore recommend Lhat the 
successful, privately run, Australian Executive Service Overseas 
Program (AESOP) be Cllpandod and rdnvigormed. Care should be taken 
that Australians are directJy associated with young local partners and that 
monitoring ensures lhat practical knowledge is cff ectively passed on. 

During our .research in Fiji we were SU'\lck by the limited resources 
and capabilities in strategic economic llnlllysis. Many of the lcey people 
in government with qualifical.ions in this area have left or are planning 
to leave. It will be absolutely critical to the ec-0nomic refotms, should 
they be ancrnpted., that the key leaders be able to rely on high-quality 
professional advice. It might be useful to crea1e a small, independenl 
secretariat to support the work of lhe Economic Strategy Committee 
Tb.is secretarial should be kept separate from lhe wider civil service. 
whose function is more IO administer and evaluaie tactical steps than to 
think in bold suategic aJtcmatives. Such a unit could draw together a 
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few talented expcns from Fiji and some foreign advisers. Harvard 
University's successful technical aid under the Harvard Institult oflntcr
oational Development (HIJD) is 111 example. Australians could channel 
technical assistance £ram Aus1ralian government departments (e.g. 
Treasury) and universities into such a unit. Wilhoul a good team of 
econcmic analystS, the reforms may falter simply becau.'iC of the exodus 
of expert economim. 

Australian aid policy can influence a gn>wth strategy in Fiji by 
promoting joint vemures between Australian and Fijian businesses. 
Unlike govcmmcnt-t.o-govemmcot aid where lhose who manage the 
project have no direct material interest in the success of the venture, 
joint bu.siness ventures are monitored by self-inletested partners. One 
way to assist joint ventures and business tmnsfen to Fiji might be to 
offer assistance in the reconditioning and tranSport or used Austntlian 
plant and equipment. Frequendy, such equipment i.s no longer 
appropriate lO cost and skill levels in Australia, but constitutes 
appropriate technology for a lower middle income country like Fiji. The 
equipment shootd be sold commercially in Fiji, but official aid support 
to repair and back il up could be offered. A revamped Fiji lnslillltc of 
Technology could play a central mle in de"eloping trus business by 
teaching ~hnical and business slcills. 

If Anslralian aid is to help in lhe creation of viable ve-ntures foe 
small businessmen and small farmers, care D'lust be taken that new 
vent.ures arc not burdened with high overhead costs. Schemes lilce the 
Yalovou beef development have the potential of creating sustainable 
family farms ooly if overhead COSlS are kept low and are not an excessive 
burden on small Canns. If may be worth donating the cost of infra
struetural deveJopmenl (like roads and central administration buildings) 
outright The rest of the development cosu would be ofI'ere.d as a loan to 
be repaid by the new small-scale owners. If Australia were unwilling to 
provide the infrastructural component in such schemes as a rree gift,, 
other ways should be found ro avoid raising the mortgage costs to new 
s.mall cntteprcneurs who benefit from such aid-assisted schemes. It 
seems that, at present. overheads and mortgage obligations are at levels 
thal mate their commercial success for the individual participant often 
almost impossible. It was put to us lhat many new small farms and 
businesses fail because they are also expected IO repay the, cost for often 
inappropriately extra11agaru infrasuuctural developmenJ. 

More Tradt, Less Aid 

Although considerable vested interests in the continuation of traditional 
aid pauems are 8l Stake, the main thrust of a new economic relationship 
wilh lhe RcpubHc of Fiji should not be aid, bul more trade. One cannot 
but be impressed by lhe beneficial and fairly prompt effects lhat 
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SPARTECA has bad. although the red tape involved bas dctcrre.d some 
potential exporters. A number of new e.xpon-oricnted enterprises have 
got a good foothold (ChaptetS 6 and 8). It is most encouraging that 
garment manufacUJttZS. who had started with a view to the profitable and 
protected Australian mark"et, arc now entering the competitive, but 
rewarding, US markcL 

Fiji's future prosperity binge.1 critically on the growl.h of expon.
orienled manufaccuring. If the Ausualian government is really far
sighted and genuine about lhe long-term prosperity of FiJi, it will 
resoluiely and unreservedly support I.his by furthtt opening Australian 
markets to products made in FiJJ (and other Pacific nations). Close wde 
links are <kfinil.ely in Australia's long-tenn strategic intercsL And I.hey 
should be off ercd wilhout petty reserval.ions and limiralions. This fits in 
well with moves to a more open, less protective international trading 
environment and Australia's own prospective moves to liberaUse 
intemationaJ trade overall. 

A stnuegy of 'more trade, less aid' must also take smelt. of the 
protectionist influences of past Australian aid. Past aid projects have 
often aimed at artificial impon substitution - an economically non
sensical sLtaLCgy for a nation with Fiji's small populatlon. It ~ for 
example. an economic anachronism 10 contribute lO a policy of rice or 
beef self-sufficiency, inespective of opportunity costs. If the 
commacial success of an aid project depend! on lhe imposition of 
impon licences or tariffs by Fiji, tbe project is fatally nawed from its 
inception. Aid should lhuefoce in future on no account be given ro 
projec~ that induce lhe aulhorities in Fiji to impose protectionism 
measures. Indeed, lhe condjtion should be stipulated thal no trade 
barriers be inuoduced as a eonsequmcc of a new project lO which aid bas 
been given. 

One of lhe most important gesnrres !hat Aus1ralta can make to 
launch Fiji's bauercd economy on a path of sustained growth and 
stability is to be generous with regard to landing righlS for aircrat't 
originating in Nadi and beyond. An open-skies policy seems ro us to be 
the pivot of a succeSSfuJ economic slJ'ar.egy for a small. distant nation in 
lhe mid-Pacific. Tourism, light-weight manufactming and the perishabJe 
agriculwral produce induslries will get a powetf ul boost from freed-up air 
traffic. We realise that there is a conflict bcLween the short-term 
bus.mess interests of Ausaalia's government-owned airline, Qantas. and 
the join, long-nm strategic interests of Fiji and Australia. For the 
leaders of Fiji, the resolution of this confiict should be considered the 
litmus rest of bow genuine the Australian govemmcnl really is in 
offering economic help. Forgoing a commercial gain from a fairly 
prtteeled ma:rkea (Nadi-Ausualia) in the 1980s may weU save Australians 
future expense and international tensions by lhe year 2010. 
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A 'South Pacific Marshall Plan' 

As we said in Chapter 1, we probably have to look back to the decline in 
living standards in western Europe between 1938 and 1946 to find a 
parallel for the contraction in living standards that Fiji is experiencing. 
This economic conLtaetioo is kinging great suffering co individuals and 
bears within itself lhe prospect or long-term economic and social decay, 
instability and emigration. This pessimistic prospect is a parallel to 
what many observm expected at lhe time far post-war Europe. 

It is in the long-term humanitarian, eoonomic and strategic mtcrest 
of Australia and other Pacific Rim nations, as well as the Republic of 
Fiji, lO avert such ,a calamity. We lhcre!o:re propose lhat a kind of 
'Marshall Plan' be initiatoo by Australia to assist Fiji in turning its 
present adversity into ao opportunity for prosperity and stability. The 
plan will be based on an agreement between the governments of 
Australia and Fiji and will make substantial aid available. Ac lhe same 
time. it will encourage and help Fiji to help ilse1f by economic reform. 
In spirit, the agreement can draw on the good beginning made by 
SPARTECA and on lhe general good sense of Australians who have 
oflCJl offered pragmatic help to those who arc down on their luck. The 
agrecmenl should include the invitation co all governments of free 
democracies and to all South Pacific island nations to join in; but -
because time is of the essence - h shouJd not be conditional on anyone 
other than the Commonwealth of Australia and the Republic or Fiji 
joining bef01e it is launched. A succes~ful smn made by apanncrshipof 
Auslralia and Fiji would, in any event. auracl others co join the 
initiative. ll also seems crucial that additional aid - like the new aid 
disbursed by I.he World Ban1c and most multilateral aid - be explicitly 
linked to the condition of microeconomic reforms in Fiji. The Fiji 
government has become used co discussing pOlicy conditions for aid with 
olher donors, for eumple the European Communiiy, and may indeed 
welcome a renewed involvement of Australian experts in shaping the 
maja- development priorities. 

The key features of the MarshaJJ Plan - a uniquely generous and 
s~ful e-xereise m international cooperation - bear enumerating. 

1. Inspired by compassion for human . uffering, to help avert 
political extremism of the lefL and the right. and out of an enlightened 
irucrest in economic and political stability in Europe, a rich country 
off end help.I 

l The proposal wu made on 5 June 1947 by GcncnJ Oeorge Ma:rslall. the 
US Secrcwy of State. It wu in force by 3 April 1948 crea.ting the Euro
pean Rcconsr.ruclJon Program and the Organisation or European Economic 
CoopentJon (OEEC). Uruil June 1951. USS13b in aid and long-term 
loaru were given to eumpcan countries 10 help them tQ rebuild lheit wu-
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2. The Marshall Plan c:ast political emotions aside and addressed 
itself in a uniquely magnanimous way to aJJ victims of the war - the 
victors and vanquished. The American aid included Germany and Italy. 
By including all sides of a pasL conflic&. Lhe MarsbnlJ Plan helped to 
emphasise economic n:constn.Jetion and cooperation in Europe and .co de
emphasise political passions and backward-looking recriminations. 

3. The American aid to Europe was not given unconditioruilly. It 
was an invitation to the Europeans first and foremost to help themselves 
by rational action (trade liberalisation, guarantee of basic economic 
rights. and promotion of a market economy). Bolh sides of the Atlant.ic 
realised that American a.id would be wasled if Lhe economic order in 
Europe was not changed lO make the ground fertile fOf Lhe injection of 
such aid. 

4. The Marshall Plan aimed 10 give a new generation of Europeans 
hope ot a desperate time and built on I.he shocks of lhe recent pasl to 
make Europeans plan, from humble beginnings. a strategy for Jong-tenn 
recovery I.hat inspired most tactical policies far Lhe following 20 years. 

These principles should inform and inspire Australian-Fijian 
negotiations, which should commence soon, because lime is shon. 

Under a 'South :Pacific Marshall Plan', Australia should make 
addiuonal aid available on condition of specific policy reforms and 
commit substantial 'reconstruction funds' for lhe next three to five years 
so lhlu people in Fiji can plan ahead and commence pr0JCCIS wilh some 
long-term confidence. Simultaneously, a timetable should be set for I.he 
gradual phasing out of Ausu-olian aid, beginning from 1994. Such a 
sunseL clause is essential l0 pre\'enl the further spreading or a 'claims 
mentality' in Fiji. 

All existing aid programs to FiJ1 should gradually be integrated into 
this new initiative. A cenuaJ poin1 of the plan muse be I.he realisation 
Lhat AuslJ'alian gifts and low-cost loans will be largely wasted if Fiji 
does not reform its basic economic order. The three planks of the 
economic refonn program that we propose - guarantees of cconomk 
and civil rights, privali.sation and adminisirative reform, and deregulation 
and free trade - arc essential to make Australian aid produetive and l0 
achieve long-tc:rm economic and political goals. Unless the leaders or 
Fiji thoroughly re-evaluate and reform how their economy is run, n<>l 
much Australian aid would seem economically just.if~ The agreement 
with Fiji should therefore clearly spell out the conditions for Cuture aid 
and create a mechanism whereby Australia can assist Fijians in 
implementing the reforms. But, ultimately. this will hinge on the 

tom ceanomies. Al the smne Lime, a process of economic inLeption and 
a move to more raoonal economic policies were launched u an integral 
pan or the Manhall Plan. 
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courage, far-sightedness and politlcal will of the leaders of Fiji. The 
creahon of development U'USl funds would be a new initiative that fits in 
well with sucll a wider scheme of assistance and cooperation. 

The agreement should invite olher nations wilh an imercsr in Fiji 
- the United Kingdom, New Zealand, France, lhe United States, Canada 
and Japan in particular - to join lhe aid effort afl.er the accidents of 
1987. It should. also inviie lhc other South Pacific island nations 1o join 
in as aid recipients by adopting reform& similar to those that Fiji 
implements, in particular trade liberalisation and small, business-like 
government The plan need not create a new international institution, 
bul should focus on sening lhe framework for individual initiative and 
self-help, With these principles in mind. bold and far-sighted leadership 
rn Australia and Fiji can create new opponunity from adversity, and 
hasten lhe time when a stable Fijian democracy will be tCStored. 
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ON THE METIIODOLOG Y OF THE SCENARIOS 

l. The scenario projections are informed by cross-sectional/historical 
analysis and the notion that the economic older influences third-factor 
groWlh. 

2. The growth rate pmjection was made on the basis of a macro
economic production funcLion: 

(1) Y = f (L, K, SK. TEC. NR, 6.STR, E) 
w.bcre: 

Y = GDP at constant market prices; 
L = number of houm worked; 
K a capit.al srock; 
SK • skills used by the labour force; 
TEC = technology embodied in the capital stock and 

disembodied, includjng an allowance for gains from 
speciali:sat.ioo (economies of scale); 

NR =. natural resources (including land and sea); 
dSTR • OexibiJjty and adaptabilicy or economic and induslrial 

structures, which are a reflection of faclDr mobility and prke 
Ocxibili1y: 

E • enuep.reneurship. 

The last five factors can ort.en not be separated in estimating 
production funclions and are then summarily labelled 'third factors' or 
'growth in total factor productivity' (Denison, 1967; Thirlwwl, 1978: 
Chencry etal., 1986). 

3. By differentiating equation (I), we oblaincd lhe growth raic of real 
ODP(g): 

(2) g • a • I + (1-a) . k + t 
where 

a '"' share of wages and salaries in l001J faca incomes; 
l.k = rates of change in Land K; 
t = third factor changes. 
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4. As described in ChaptctS 3 and S, we inserted estimates into equation 
(2) lO obtain the growth rare of outpUt.. namely 

in per cant 
Scenario I Scenario II 

(Decay) (Growth) 

a 0.8 0.5 
I 0.6 2.7 
k 0.6 6.0 
t [share o1 g] ·115 of g 1'-3 of g -----
g 0.5 8.5 

-- ----
Population growth 1.5 2-2 

5. The difference between GDP and population growth gave us long
term growth nues from which ID make irend projections from a base of 
USSl650 in 1986 to 2010 over 24 years. namely: 

Per capiLa income in 2010 (USS) 

This implies average annual 
growth raies from 1986 10 2010 or 

and from 1989 to 2010 of 

(in USS at fixed 1986 prices) 
Scenario I Scenario n 

1300 

-l.0% 

+0.4% 

4540 

+4.3%~ 

+6.6% 

6. The projected population growth and the projected per-capita i.Dcome 
growth were inserwt in the 'Chenery equations' (Chenery and Syrquin, 
1975:30, 38-9. 49) to obtain approximate estimates for key structural 
features. From these, and taking account of Fiji· s economic peculiarities 
and prospective. poUcies, shares of GDP by sector and by expenditure 
cattgtty were esl.imated for both scenarios. and implicit growth rates for 
each aggregate were estimated. The resulling numbers, which are 
repomd in Tables AI and A2 below, are for illustrative plllJ)Oses only. 
We used them 10 convince ourselves of the internal consist.ency or our 
scenarios; and they may serve lhe reader to check our scenarios for 
plausibilily. Since no one. certainly not a team of visiting experts, is 
capable of foreseeing Fiji's ruture, lhcse figures should be taken wilh a 
grain of salt. They sbould not be used for planning purposes, bot can 
serve as broad orders of the magnilude of the structural changes that 
different economic strategi.e.s can bring about. 

154 



Appt1lllix 

TableA1 

Grou Domestic Produe1 by sectors 

( In constant 1986 F$ pr1cts, rounded) 

1986 2010-1 2010-n 

bDllons % growth % growth % 
F$ snar• (%) share (%) share 

Agricuftura, forestry, 
fishing 276 20.9 + 0.8 22.3 + 3.3 .10Jl 
{sugar cane') (143) (10.8) ;t.l.1 12.4 ~ 3.8 
(othar4} (133) (10.9) + 0.5 9.9 + 4.4 6.2 

Mining 12 0.9 +32 1.7 +10.6 2.Z 

Manufecturlng 149 11.3 ~ 11.2 +10.3 2fLQ 
(sugar') (52) (3.9) .t:.1J. 4.5 :t...2.Q 1.4 
(other') (97) (7.4) + 0.2 6.7 +12., 24.6 

Utllitlea 46 3.5 + 0.1 .3.2 + 7.1 il 

Construction 71 5.3 -0.2 J.-5. + 7.1 " Trade & tourism 222 16.9 -0.2 14.1 Lll. 22.0 

Other servfce~ 545 41.3 +-0.7 ~ + 5.0 29.3 

GOP at factor 
oost' 1 330 100.0 + 0.5 100.0 + 6.5 100.0 

UndtH/ined numNrS lndlca19 the •,«,g•nousJy s~ assumptions •ith., ol 
ths share (111formsd by th• structural Information of IM 'Chenery' tr,,.) or 
th• growth rat• (d11rillfKJ frr,m ,,,.,/c11t pt0f«;1Jons or lnt11mational comparl-
SOI)). 
1 Sugar cane, sugar and other were calculated on the basis of 

medium-term aharn In constant-price GOP. 
2 Including QOV•mmerit. 
3 L.u Imputed banking charges. 

Sou~s for 1988 data: Ministry of Finance, Updat11 of National Account 
Statistics, 25 Nov. 1987, mim.a; and Bureau of Statistic9, Current 
Economic Stsllstics, Oct. 1987, Table 3.2. 
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Tabla A2 

Gross Domestic ProduC1 
by Expenditure categories 

(in constant 1986 FS prices, rounded) 

1986' 201CM 2010-n 

(miDiona) % growth % growth 'l4 
FS share (%) share (%) share 

Consumption 
Private 873 60.7 +0.3 58.0 +e.6 §2.Q. 

Government 260 18.1 :tl..Q 20.4 +5.7 15J2 

Gross capital 
formation 

Private 162 11.3 dl.3 9.3 +9.6 ~ 
Publ~ 112 7.8 :t2J2 11.1 +5.7 .§Ji 

Exports 609 ~2.3 :til 46.6 +7.2 ~ 

Total demand 2016 140.1 +0.7 145.4 +7.0 155.0 

Imports 677 40.1 +1.0 45.3 +7.9 55.0 

Capital flow 
(in•+) -32 2.2 -1.2 6.0 

GDP al market 
price• 1439 100.0 +0.5 100.0 +6.5 100.0 

For comparison: 
Per-capita GDP 
Ln US-$ 1650 1296 4532 

Underlined numbers lndlcata the exogenously •et assumptions either of the 
share Onformed by th4t Ch4tnery data)orthegmwth rate (derived lrom mark.et 
projections ot lntemational oomparlson). 

1 Adjusted for excessive stock changes In 1986 (from ~ million actual 
to $10 million trend value) and uc.luding the •statlstlcal dlsc:repancy•. 

2 Government and public enterprises, a, well as changaa In all stocks. 

Source for 1986 data: Ministry of Ana.nee, Update of National Aa:ounts 
Stalistics, 25 Nov. 1987- mimeo. 
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ON THE ECONOMIC EXPERIENCES OF 
MALAYSIA AND TAIWAN 

Ma.la:,sian Policies. 1969-88 - A Pusooal Evaluation 

Wolfgang Ka.sperl 

When I arrived in Malaysia in April 1971, the counuy and the 
government were still stunned by the violent ntci.al riots between Malays 
and immigrant Chinese and Indians that had taken place in May 1969, 
costing an estimated 300 IO 500 people their lives. The official 1'SJ)Onse 
of lhe new Raz.at administration had been to adopt the 'New Economic 
Polley' (NEP), which made lbe racial distnoutlon of jobs, incomes and 
wealth a policy objective in its own right and one lhac was lO compete 
with growth and overall Stability. But many details of the new policy 
remained unseoled (Kasper, 1975; 1987; 1988; Wang, 1964; Ratnam, 
1965; Rabushlca. 1973). 

Toe old and, on the whole, successful economic s.trat.cgy had been 
fairly laissez-faire and world-market oriented. A relatively small 
government and a lean, uncorrupt civil service used I.he fruit of ecooomic 
growth to pursue (limited) objectives of ~uuctma.l developmeru. to 
provide education and health, and IO ensure macroeconomic stability. 
Beca~ the State's taSks were limited. lhe available administtat.ive talent 
managed its alloued tasks well. Political and economic life was based 
on a UIC.it W1derstanding - not. dissimilar to thaL in post-Independence 
Fiji - that the. slim Malay majority (together with other indigenous 
peoples: 55.S per cait in 1970} would. in lhc main, stay on lite land and 
control the government. wberea.9 the Chinese (and some whlies) would 
concentrate on urbanfmdusaial activities. On the surface, there was 
apparent racial harmony. The economy grew impressively and the 
cunency was remarkably stable. The animosities of the Communist 
uprising were overcome. And Malaysia's run1re looked reasonably 
promising, despite external political clouds (~nfrontasi by Indonesia, 
the Vietnam confllct). 

1 I wwked for two yeu.s u adviKeT to the Malaysi.all Finance Ministry 
under I.he nspicc1 of lhe Harvard Development Ad11isory Service (1971-
73). In 1986/87, I rerumed for two DiOnths co n-asseu the lesson. from 
the Malaysi110 experience. 
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This swc of affairs was mdely shaltcred in 1969 by the eruption of 
racial-religious conflict. stoked by populists who crcaLed false fears over 
religious identi1.y and control of lhe land. 

The new Raiak administration (which was based on the same inttt
raciaJ coalition as lhe previous Tnnku Rahman government) quickly 
reacted to the riots by adopting a new economic samiegy; 

• The govemmelll. intervened directly in markets lO promote Malay 
participation and asset ownership in all SCC101S of the economy. 
This culminaied eventually in lhc Industrial Coordination Act that 
prescribes racial hiring quot.as for industries (and introduced 
economically damaging mdustrial licensing). 

• Since individll.al Malays would not be able IO achieve lhe wgewl 
.redistribution of share ownership, lhe government decided to act as 
'slake holder' on their behalf. This led to a considerable transfer of 
share capital from foreign owners to Ille Sw.e, and IO some transfer 
from Chinese 10 Malay inrerests. The doa' was opened to pervasive 
State capitalism. which has cost lhe CC-000l11Y dearly. 
In its own activities lhc government went for positive discrimina
lion in favOW' of Malays. For example. Malays were favoured as 
recipients of newly opened, government-serviced land and of public 
services. Malays got preferential treatment as government 
employees, su"<omracton. and licensees. Educalion and training 
were given more of a twist to favour Malays. Tertiary entrance 
requiremen~ were lowCffll, which led 10 an mcrea.,e in me number 
of graduands and a dramatic drop in standards. Ultimately, it created 
a balf-cduC81ed proletariat lhat cannot compete with the Chinese or 
I.be Malays who made it lO the top under I.be old regime. 
Unemployable, disgruntled Malays with univeISity training in the 
Ans or Islamic Srudies now constitute an explosive political 
problem. 

When l came ID Malaysia in 1971, lhese policies had begun 10 take 
bold. My own personal view - after having lived in the cou:ntry for 
two yeas - was that something indeed had to be done 1D achieve a more 
racially integrated economy. ll was important to get the traditional 
Malays out of lhe villages and into the modem urban community, and 
some albeit ham•fislcd intervention was probably Meded lO break deeply 
entrenched b.abi~. Chinese employers were very clannish, so lhat it was 
near-impossible for a )'OtDJg Malay to gel apprenticed in, say, a mOU>I 
repair shop. I also felt that the ambitious objectives of wealth 
redistribution in lhe NEP were feasible on condition that economic 
growth was fast. so that the redistribution of the cake could go along 
without culling back the absolute size of the weallh in Chinese and 
Indian hands. I was wary of the dangers and possible policy conflicts 
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between equity and efficiency, ye1. J felt lhat to ignore equity and 
redi$b1'bution would eventually lead to politically inspired selbaclcs to 
the~ of growth. 

When I left, J was very uneasy about I.he abandonment of lhe 
traditional laissez.faire approach. which had served the couru:ry well I 
feared further burcaucratisalion and socialisation, which might cost the 
Malaysian economy some or its admirable economic adaptability, 
stability and economic vigour (Kasper, 1975). 

What I did DOL fully foresee WCl'C the adverse. dynamics and lhe 
unanticipated side effects of the redistribution Policies and of positive 
discrimination. Once launched Ibey promoted rather than eased racial 
identification and confronr.alion. They created a vicious circle of more 
claims for redistribution and raised the reward for racial 
confronwionalism. Eaeb new generation of communal leaders bad lO be 
mmeradical 10 ouu1o lheir p~ and 10 gain suppon. 

The oil and gas boom of the mid to late 1970s exacerbated Ibis 
problem. Suddenly, new we.a.lth was available and the door to easy 
international credit wu opened. The temptations this a-ealed lo switch 
from a lean, laiMeZ ~ State 10 a rapidly expanding, more and more 
rcdistn"butional and intei:ventionist Swe changed ,the entire game,-plan for 
dcvelopmcnL Tilc objoclivc of racial redistribution was taken as an 
excuse to socialise foreign owned and Chinese companies. This not 
only politicised commeJCial life, but also corruplal the social and moral 
fabric that had been one of Malaysia's strengths. An ambitious, highly 
paid cla.u of nouveau ricus engaged in wheeling and dealing and high 
consumption. Crony capitalism - greasing lhe visible hand of a 
regulatory Slate - burgeoned. Not risk, bard srudying, work and 
enterprise and, generally. what you did, promised economic succc.~. but 
who you know in govcmmenL 

But there were 11™> impressive positive achievements. Malays 
moved into business at all levels, from lhe infonnal street stalls in 
Kuala Lumpur to the air-conditioned office slliies on top or the new 
skyscrapers. Many got there by honest achi.evemenl. The oountry, 
especially the towns and cities, be.came socially more integral.Cd. The 
va.s1. new, clean housing estates in which people or all races arc 
ncighbouts, good roads, and great improveme.nts in intnstmctme show 
excellent uses. of the new oil aid gas wealth and have sp'Qd its benefits 
around. It is also genuine progress lhat there are now Malay-nm motor 
rcpajr shops and restaurants and a fairly secularised, cduealed and sober 
Malay middle cJass. 

But private investment behaviomr was gra.du■llJ and almOSI 
lmpercepUbly undermined. The attiludes and aspirations of private 
investors, like ships at sea. do not change abruptly. But ODCC they have 
stalled, it is very hard IO get them going again. Thus, private money 
began to be quietly trans! erred overseas. Businesses at home were 
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maintained, but often either as empty shells or for the high price of 
sovemment crca1ed rents. The macroeconomic df ect has been lhat 
private investment has gradually dwindled. Since 1980, real private 
capital fonnation shrunk by no less than 4.2 per cent p.a. (1981-87). 
Foreign firms lJw bad been 1ransmincrs of knowledge into Malaysia 
happily sold out to government owned or Malay interests, often at high 
prices. This has led to a lasting stagnation in priva1e economic activity, 
which in tmn undermines the chances. of future economic success ror an 
ciriuns, including the Malays. 

These <X>nSeq_llC'DCC were at first not easily visible because Malaysia 
had the misfortune oft.be sudden energy boom. In the beady days or the 
larc 197~. sober and realistic observers were brushed uide, and spending 
the fut aod easy buck was the order of the day. A new class of civil 
servants, who bad picked up Keyncsianism shortly before it became 
discrMited in the OECD countries, engaged in massive 'pump priming'. 
In four short years (1979-1983) public ~penditme was raised by no less 
than 133 per cent! the government lost IJ'aelt or the number of off
budget agencies it created and funded. There wete conspicuous ~ of 
fraud and corruption. There are now ova 900 public enterprises. They 
are not sdlools for Malays LO become entrepreneurs. bul schools in 
profligate spending, economic .inesponsibility, waste and deficit making 
The government g01 directly involved in starting new giant production 
vemures, steel plants, car plants, cement factories and olher heavy 
industries. None of these make a profit despito high tariffs and a 
massive exploitation of domestic buyers through excessive prices. The 
public enterprises and State licensing of private investment have, 
however, been highly profitable for those who grant the licences or 
spend State money and for I.hose who are given monopolies or can sell 
their products to an impatient. not very cost-conscious Stale. The 
Keynesian experiment did nothing to revi\'e private investment and 
genuine indusnial growth, but it created an overblown b\naucracy and a 
heavy deb4: burden. More imponandy, .ii. sapped the in.berent. dynamic 
forces of sponraneous growth. 

The once. agile, stabJe and growing Malaysi.an economy has ll.lmed 
top-heavy and mgnanL Many harmful markcl interventions were made 
publicly aooepmble because they were seen as justifiable redistribution 
policies. The padual JoQJ•lefffl costs of mercantilist interventionism 
wm brushed a.side. '6 did not become immedi.alely visible because of the 
oil wealth. As lo inte.rventionisr/statist economies elsewhere, political 
conflicts have sharpened and Malaysia bas become more repressive, 
autocralic and baunt.ed by third-world inferiority complexes. The long• 
run growth prospecu are poor; crony capiwism and political wheeling 
and dealing give Kuala Lumpur a dJstinct Manila flavour. By now, not 
only Oiinese bot also many educated and honest Malays have withdrawn 
into 'inner emigralion •, hiding a deep discouragement and unease. 
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By the mid-19805 living sumdards were almost stagnant. despite 
good gJOWlh in Malaysia's uaditional OVerscM markets. Real per-capita 
income grew by only l.2 per cenr in 1986 and around 2 per cent in 
1987 (Ministry of Finance, t.hlaysia, 1987). The. medium-Lenn 
prospects are bleak. Il u incrcmingly clear lhat lhe objectives of the 
New Economic Policy ,cannot be auairlcd, and that indeed there is 
poverty among all three races, despite !he impressive and conspicuous 
consumption levels of the 'new cws'. The main public concern has 
shiftc.d (rom ceonomic achievement to ;pohlical infighting. 

My personal cooclu.sion iJ lhat the failure to achieve the objectives 
of the NEP is not because they were unacruevable per se, but because 
forced, artificial redistribution lhrougb government intervention 
undermined lho narural growth impecus in lheeconomy. The change in 
the economic ord.et eii:panded lhe administratio-n and had a corruptive 
influence. The initial assumption that th.e agents of lbe State would 
selflessly bring about a redistribution rumed out to be incorrect. 
lnterVentionism and statism undermined the moral basis of Malaysian 
society and exac:erbatt.d racial and political conflict. 

Taiwan: The Challenae or Unproven Opportunity 

It is always iempting for travelling economists to recommend lhe model 
of one country to another counuy. The successes or other nations can 
well serve 10 inspire succesmul policies elsewhere. just as lhe failures 
may do. Fiji is in the unfortunate position of being far away frQm 

inspiring models. Neither the Ausualian nor lhe New 1Mlaod model. 
nor the model of a bogc nation like India seem appropriate. Indeed, these 
models have in the past - in our opinion - misled Pijian policy 
makers (for c,rample, into impo.tt substitution, which is lOtally 
inappropriate for a nation of 715 000 inhabi.wus. or welfare-statism 
that a counuy of Fiji's income level can ill afford}. Unfortunately. Fiji 
docs not enjoy the inspiration or a successful experiment in I.he 
neighbourhood, such as Malaysia and lhe other ASEAN counnies have 
in Singapore,, or the Peoples' Republic of China has in Taiwan or Hong 
Kong. Bill the model of Taiwan bas much to offer m Fiji if a dramatic 
dep811W'1, in policy-making is seen as appropriate after the shocks of 
1987 and if lho new Republic warus to lAunch iuelf on a constructive 
growth path to aven heighlening racial Cricuons, see (Powtt etal, 1971: 
135-324; Kuo, 1981: Li-Yu, 1982; Dumont, 1986). There are sttiking 
parallels between Taiwan 20 year, ago and Fiji after 1987: 

• Both are island oatlons tha1 have initially been off the major D"ade 
routes. 
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• Roth need a framework. for lhc _peaceful coexistence of two different 
pcopl~. (In Taiwan, 10 per cent of the populAtioo were Mainland 
refugees or 1949 and 90 per cent of earlier seulen, who are mcially 
and cull.W'ally different). 

• Bolh have recently experienced trawnalic political shocks. 
• Both Start with a reasonable level of education. 
• Both are confronted with lhe prospect or emigration of lhc most 

gifted and dynamic citizens. 
• Both opced not to proceed with a Wesuninstu-Slyle democracy and 

need to focus energies and aspinuioos on maucn other than political 
corurol. 

Taiwan found iiself in a fairly hopeless situation in 1960. las 
location was re(llOte. There were almost no mineral and other natural 
resources. The capital stock was in a poor and aged condition. The 
country depended on US aid for its survival. Living standards were 
hopelessly low (half the pcr-upir. income of then poor Malaysia or 
Hong Kong). The visible failure of import substillltion policies through 
high protection barriers seemed to leave no way out of chronic 1rade 
deficits and continued dependence on foreign aid and crediL The 
economic ~tructure was colonial, and dependent on a few agricultural 
exporu (rice, sugar and bananas to Japan making up 80 per cent of 
e-xpon receipts). 

In this slluation (in the early l 960s), Taiwan adopted a simple set of 
refonns. Simplicity was a key ingredient because lhe citizens could 
understand the reforms and the administration found them easy to 
implemenL The ref arms covered the following elemems: 

• Monetary reform ensured iliac interest rates in real terms always 
remained positive (nominal rates we.re as high as 125 per cent): 
private savings rates went from 5 pet cent in 1952 to one-lhinl of 
national Income now. This shift in capital fonnatloo defeated 
inflation and allowed high investment. not only at home but also 
overseas. High petSOnal saving secured the economic welfare of 
individual citiu:ns wilhont crealing lhe burden of a welfare stale. 
(Income distnl>ution, rne.asun,d by the Gini coeffacicm. is now more 
even man in Sweden.) 
Agricultural refonn not only distributed land ownership to small 
farmer-entrepreneurs and gave long-term tenure and security to 
individual Canners. but also ensured output price stability and the 
elastic supply of modernising inputs (knowledge. r ert1liscn, 
machinery). A lively. competitive agricult.ural suppoJt indusuy 
provided new input:S (new crops, like asparagus) and new market 
oullet3 (canneries and snap ftt.czing). 
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• The detegu]atioo of labour and product marke~. as welJ as small 
government (despite a big defence burden) gave a toe or brealhing 
space to small enterprise. This facilitated the acquisition of 
knowledge in market-ortemed, decentralised ways (in contrast to big 
multi-product businesses in South Korea [dtubon, which rely on 
size. quasi-military discipline and st.ate patronage). Markets 
ch.annelled the energies of young people from both racial groups 
into economic achievement (in contrast to South Korea, there has 
'been comparatively liule political agiiation by the yomg). 

• Talwan relied sysLematically on its comparative advantages by 
following an export-oriented smuegy, beginning with devaluations 
that stopped a high imPM-dependence of rich consumers and ended 
external im~ For political reasons, impon tariffs were not 
cut by much in the initial ph~ of setting up a new economic 
ordcrl, 

The govemment gave export subsidies lO producrs of demonstrated 
comparative advantage. There was little favouritism of govemmem 
to specifJC private bus.incsses. 1l became auractive far Taiwanc.5C to 
invest al home, despite polit.icaJ uncertainties. It is worth noting in 
th.ls context that the Taiwanese have considered comparative 
advantJtges not as nato:re,.given endowment that the nation will 
"mine" passively but as man-made factors Lhat need 10 be created by 
systematic long-term CC<Xlomic Strategies. 

• Policy-makers have stressed self-reliance and political stability. 
They have created a f.airly small. non-corrupt S~ thai w been 
managed in line with economic Clligencies. Taiwan chose not lO 
rely on foreign aid (which more or les_s ceased in 1963). but on its 
own trade. The political leadership can best be described as a man, 
or less open. economically oriented autocracy. 

Taiwan's growth rate has averaged about 7 per cent since 1960, 
despite difficulties with barriers arotmd ~ markets. 

1Ta.iwan. like Singapore, doe& nol Cit the lmsc'Z.-faire model of I.he mini
mal stllo. [n Taiwan. lhe Kuomintsn& immigrants of 1949 ldmirus.ta (and 
collect Tents through) an incfficieru public sector (fnnspOrl, comnnmica
tion, electricity, ba:nlu, iruurance. big industriea like shipbuilding, fibres, 
steel and consuuetion). Thi$ sector is s11bsidiud by the Jlll•ll-ente.rprisc 
1ce1or that iJ dominated by Taiwanese (the earlier immigrants). However, 
the Jh11Te of the Stale in national income is only 18 per unl (half of it 
Cor dcfcocc). 
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