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Introduction

Year in year out, the failure of the Fijian economy to grow at a de-
cent rate is blamed on a number of things, both historical and contempo-
rary. While the key issue remains the lack of political reforms since 2006,
global and domestic economic issues are held equally responsible. Fiji
continues to struggle both on the political and economic fronts since early
last decade, in fact for the last 25 years, and more recently since the last
coup in 2006. While some developments seem to be taking place at vari-
ous levels, improvements on the political front are yet to materialise. The
continued application of the emergency laws and media censorship is
worrying telltale signs for the future. The government’s posture on politi-
cal progress is crucial to confidence building and investments. The proc-
ess needs to start now for any significant outcome in the near future. The
growth of aggregate economic output has remained very low in the last 5
years. However, the Reserve Bank of Fiji has revised the 2011 estimated
growth forecast to 2.7 percent projecting on a more expansionary fiscal
policy stance of the government and the expected growth in agriculture,
manufacturing and the services sector (RBF 2010). A recent World Bank
report however, states that the Fijian economy grew by a meagre 0.1 per-
cent in 2010 against a 3 percent contraction in 2009. This is a very poor
performance of a developing economy like Fiji that has huge potential for
growth in a number of niche sectors. On the whole the government’s hope
on growth for the agriculture sector may be misplaced since the sector ac-
tually contracted by about 11.3 percent in 2010 (EAP 2011). Similarly,
the hope for manufacturing does not look very bright with Fiji’s continu-
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ous loss of competitive advantage.

The Acting Minister of Finance in presenting the 2011 budget based
his positive economic outlook on the expected recovery of the world
economy. This, however, is doubtful as the outlook for the world eco-
nomic recovery is increasingly looking precarious. The swift economic
recovery achieved in 2010 is expected to slow down significantly due to
sluggish demand in developed economies. The International Monetary
Fund’s outlook for global growth made in March 2011 was 4.4 and 4.5
percent for 2011 and 2012, respectively. While the growth outlook for
advanced economies was revised downwards, that in emerging and de-
veloping economies is expected to be strong for the next 12 month period.
However, the developed economies are expected to face a tight fiscal
situation due to high levels of debt arising from recent stimulus packages
instituted as responses to the global financial crisis. However, the newly
industrialised economies of the East Asia have shown a quick turnaround
in their growth rates and there is a noticeable upward trend amongst the
developing countries due to increased intra-regional trade. India and
China are expected to grow at a rate of over 7% in 2011. In addition to
the slow global recovery and possible second round recession in the US
and Europe combined with rising food and fuel prices caste a serious
doubt for Fiji and generally for developing economies. According to the
RBF (2011) and the Food and Agricultural Organisation, food price infla-
tion was estimated to be 3.3 percent and the global oil prices escalated by
about 24 percent in the first half of 2011. These price escalations pose se-
rious risk to the global economic recovery in the 2011/12 period and are
likely to affect Fiji.

The last four economic surveys on Fiji since the 2006 coup (Chand,
2007; Prasad and Narayan, 2008; Mahadevan, 2009; Prasad, 2010) have
pointed out the negative impact of political instability and uncertainty on
investments, savings and economic growth. These arguments establish a
strong case for the need to restore confidence by restoring the democratic
means of governance in Fiji. However, despite the negative consequences
of the 2006 coup, there was a hope that the government would leave a
legacy by bringing reforms to remove distortions that may not have been
possible otherwise. It was expected that the government would succeed in
creating a level playing field for better economic growth and develop-
ment. This has not happened as expected. While some positive develop-
ments and reforms, such as dismantling monopoly structures in the tele-
communications sector occurred, overall reforms for building confidence
have remained elusive.

Fiji has passed through two other similar political crises in 1987 and
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2000 but the recovery had been far more swift and effective. The relation-
ship between political crises and economic performance is robustly nega-
tive as established by many previous studies but with the right steps to-
wards economic reforms, mitigation is possible. All the coup leaders in-
cluding Commodore Frank Bainimarama and those who became part of
government formed after the coups promised reforms, transparency, ac-
countability and corruption free governments. This unfortunately was not
the end result. Instead what Fiji experienced over these years is the de-
cline in the level of economic development, increased level of poverty,
migration of thousands of skilled and professional people, and a large
outflow of national savings. On top of this, corruption remained rife with
diminishing standards in key institutions.

The economic recovery effort in Fiji is becoming more challenging
since many domestic institutions such as the civil service, the judiciary,
and the police force have weakened by the continuous political interfer-
ences and institutional manipulation of their functions. The implications
on the prosecutions office and the Judiciary are the most crucial ones. Un-
fortunately, these are not easy institutions to fix once the damage is done.
The increasing militarization of the civil service is as worrying. It is not
in the long-term interest of the country.

In addition, Fiji is currently suffering from information asymmetry
due to media restrictions. After nearly five years in office, it is perhaps
time the Prime Minister, Commodore Bainimarama invited dialogue with
political parties to steer the country forward. The diplomatic discord with
our external partners is another sore point. Rebuilding the broken bridges
sooner rather than later would be most beneficial towards establishing a
sustainable economic and social infrastructure. Fiji needs the crucial sup-
port from the neighbouring partners Australia and New Zealand. The
Prime Minister’s willingness now to dialogue could bring immediate con-
fidence and stability which can be harnessed to improve the lack-lustre
economic growth in the last five or so years. Fiji’s core economic lifeline
is at risk with the current state of decline.

This paper analyses the Fijian economy and its performance since
the 2000 and 2006 coups and what lies ahead in the short to medium
term. The next section provides an overview of the macroeconomic indi-
cators. The third section discusses the key macroeconomic indicators and
the medium term strategy for achieving economic growth. The fourth sec-
tion discusses some of the sectoral prospects and in particular the per-
formance of the agriculture and tourism sectors. The fifth section makes
some observations on governance and policy issues. The last section pro-
vides some concluding comments.
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Macroeconomic Indicators and Medium Term Strategy

Like the recent previous budgets, the 2011 budget provides the me-
dium term macroeconomic targets. The most consistent target is the
achievement of GDP growth rate of 5%. In the last four years growth
rates have remained less than 2%. The growth for 2010 is estimated to be
0.1 percent (World Bank, 2011). Table 1 provides other indicators and
their targets set by the government in 2011 budget.

Table 1: Macroeconomic targets for Fiji

Macroeconomic Indicators Targets

Economic Growth Growing the economy by 5 per cent annually
(same as 2010)

Inflation Maintaining inflation to around 2-3% (re-

duced to 3% in 2010)

Foreign Exchange Reserves | Maintaining foreign reserves at 45% of im-
port cover (over 5 months cover in 2010)

Government Deficit Reducing fiscal deficits in line with objective
of reducing government debt (3.5% in 2010)

Government Debt Reduce debt to sustainable levels (In 2010 re-
ducing it to 40%).

Investment Raise investment level to above 25 per cent of

GDP (same as 2010)

Employment (not mentioned | Increase annual employment growth rate by 3

for 2011) per cent in 2010
Poverty (new) Reducing the rate of poverty to negligible
levels

(Source: Ministry of Finance (2010:18)

Noteworthy, however, is that the 2011 targets have shifted from giv-
ing numbers to narratives, especially in relation to deficit and debt levels.
Many of the targets in the past have remained unachieved. What is impor-
tant here is to examine the growth trends for sectors in relation to policies
established by the government.

Fiji’s GDP Growth Rates
Fiji’s GDP growth rates since 1987 have fluctuated reflecting the

continuing political instability and poor investment levels (see Figure 1).
GDP growth rates since 2007 have been poor despite government’s effort




Fiji Economic Survey, 2011 127

to achieve higher rates of growth. The impact of the global economic cri-
sis and natural disasters notwithstanding, the impact of the coup and its
impact on business confidence seems to have taken a severe toll on the
GDP growth rates. In 2009 the economy contracted by 3 percent with a
marginal recovery of about 0.1 percent in 2010. This is not surprising as
the sugar industry experienced a dismal performance, made worse by the
impact of cyclone Thomas. The economy is expected to make modest re-
covery in 2011. The Government and RBF forecasts are based on an an-
ticipated growth of the agriculture and forestry sectors as well as an in-
crease in the tourist numbers aided by improved international conditions.
However, there are reasons to be sceptical about this particularly when
the world economic outlook looks much bleaker than earlier projected.

Figure 1: Real GDP Growth Rates, 1971-2010
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(Source: FIBOS Key Economic Indicators, 2010)

The projections for 2012 and 2013 are again very modest. According
to the World Bank estimates the economy is expected to grow only by
0.7% in 2012; as per UNESCAP it will grow by 1.2 % in 2013. This is an
indication that the economic prospect for Fiji will remain poor. There is
no sign of recovery in the next 3 years. As is, Fiji’s growth prospect for
2011 is one of the lowest among PICs (see Table 2).

128 Fijian Studies Vol 10, No. 1

Table 2: Economic Growth Rates and Inflation for Selected PICs

Real GDP growth Inflation

2009| 2010| 2011|2009| 2010| 2011
Oceania Region 1.0] 29 34| 19| 28| 29
Pacific Island Economies 1.7] 51 42| 63| 56| 6.1
Cook Islands -0.1| 06 13| 6.7] 35| 4.2
Fiji -3.00 0.1 13| 40| 40| 3.0
Papua New Guinea 55| 75 55| 69| 71| 8.0
Samoa -49| -2.8 3.0 144| -02| 3.0
Solomon Islands -22| 54 55| 7.0| 48| 6.2
Tonga -0.4| -05 1.7] 50| 22| 42
Vanuatu 38| 4.0 40| 28| 5.0/ 5.0

(Source: ADB estimates, UNESCAP, Various Governments Data; World Bank, 2011)

The low and fluctuating growth rates for Fiji are attributed to a num-
ber of issues. First, the manufacturing sector has continued to decline
since early last decade; second, the sugar sector has declined signifi-
cantly; third, tourism earnings have not increased proportionate to the in-
crease in arrivals, and fourth, other services have not performed due to
continued decline in demand and efficiency.

Savings and Investment

Savings and investment in the Fijian economy has been seriously af-
fected since the military coups of 1987. Figures 2 and 3 show the clear
trends in national savings rate and gross fixed capital formation. Immedi-
ately after the 1987 coups, savings rates declined significantly and con-
tinued until 1994; most significant was the period during which unelected
governments ruled Fiji, with the struggle for democracy and fair represen-
tation system quite intense. In 1992 an election was conducted under a ra-
cially weighted constitution; this maintained the country in an unstable
state, with another election held in 1994 after the collapse of the Govern-
ment in 1993. A perception of stability was established after the election
in 1994 when negotiations on a new constitution began. This perceived
stability swung an economic turnaround achieving positive growth until
the coup of 2000; the prolonged drought and the Asian financial crisis has
contributed significantly to the downturn in 1998. Both savings and in-
vestments declined again after 2000, picking slightly after the 2001 elec-
tion but declining again after 2004 when tensions between military lead-
ership and the Qarase government was publicly displayed.
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Figure 2: Savings between 1986 and 2008, Fiji and Mauritius
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Fig 3: Gross Fixed Capital formation for Fiji and Mauritius 1986-2008

GFCF as % GDP (2 year moving average)

35

30 A
==\ auritius
25 -

20 1

e [ jji
15 +

10

1002
2002
£002 |
002
5002
9002 |
1002
8002

986T
1861
886T
6861
066T
1661
2661
66T |
66T
66T
966T
1661
866T
6661
0002

(Source: Narsey, 2010)

Low levels of investment have been a serious problem for Fiji since
mid 1980s worsened by the coup in 1987. Subsequent governments have
put in various policies and incentives to attract investment but have
worked only in some sectors. After the 1987 coups, 13-year tax holiday
was provided to attract investment in the garment industry; it produced
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results, albeit for a limited period. The garment industry provided thou-
sands of low paying jobs for women from lower income households. In-
vestors generally look for stable political and economic environment for
investments even though some may be attracted to short-term profits aris-
ing out of generous tax incentives. Fiji's post-1987 tax policy worked to
raise investments. But the post-2000 decline does indicate a decline in in-
vestor confidence, with consequent impact on investment rates.

Figures 2 and 3 give a comparative analysis of Mauritius and Fiji
showing investments over the last 3 decades. Mauritius experienced a
long period of high levels of savings and investments from mid 1980s up
to 2003 while Fiji experienced high fluctuations with long periods of con-
tinuous decline. The downslide in investments since mid last decade is
quite a difficult and unrelenting situation for the government to handle;
there are no easy solutions. While the downtrend is due to a combination
of factors, the current political impasse can not create the necessary con-
fidence in the economy. Economic growth closely follows investment
trends; Figure 4 shows real GDP growth rates.

Fig 4: Real GDP Growth Rate (3-Year Moving average) 1980-2008
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! Garment industry, however has been on a serious decline as a result of declining
demand for our garments in the Australian and US markets as a result of global liber-
alization of trade regimes where duties in these countries have also come down; this
meant that Fiji had to compete with countries like China and other low cost/high pro-
ductivity garment manufacturers.
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The government’s current desperation to attract Chinese investors is
therefore an understandable response. However, a number of other policy
options can be considered by the Government to ease-off the situation.
Tax incentives have been a major tool for attracting investment in many
parts of the world. A more permanent solution, however, is a speedy reso-
lution of the political crisis in the country.

Fiji is a small market. It made sense for governments to concentrate
on export-oriented investments. Over the last two decades various incen-
tives for export related investments have been provided. These include
creation of tax-free zones, export income deduction, dividend exemption
scheme, loss carry forward provision, double taxation agreements, accel-
erated depreciation allowance and duty suspension scheme for export in-
dustries. There are also sector specific tax incentives; these include, in-
vestment allowances for communication related investment, hotel indus-
try incentives, audio visual industry incentives, ICT, manufacturing, agri-
culture, fisheries, forestry and mining sectors.

Table 3 shows the corporate tax reduction between 2001 and 2010
that the subsequent governments have implemented. Prior to 2001 the tax
rates were 35 percent for resident companies and 45% for non-resident
companies. These have been progressively reduced to a single rate of
28%. This has been a positive policy development as the company tax
previously has been relatively high.

Table 3: Company Tax Changes between 2001 and 2010
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spective investments from China mainland could be faced with similar
problems as other investments. Table 4 shows the number of projects reg-
istered and those implemented between 2005 and 2008. It is clear that
while the number registered after 2006 was high, those implemented were
quite low.

Table 4: Projects Registered and Implemented, 2005-2008

2005 2006 2007 2008

Investment propos-

) 1,170,901,800 | 1,019,623,300 | 495,118,600 | 405,492,138
als registered ($)

Investment Propos-

244,102,694 269,430,481 | 99,578,557 | 36,525,640
als Implemented ($)

Projects registered

in various years but | 138,127,10 340,963,526 | 172,381,747 | 379,593,173

implemented in
2005-08 ($)

Total 382,229,794 | 610,394,007 | 271,960,304 | 416,118,813

Year Resident Companies Non-Resident Companies
2001 From 35 % to 34% From 45% to 34%
2002 From 34% to 32% From 34% to 32%
2003 No Change- 32% No Change - 32%
2004 From 32% to 31% From 32% to 31%
2005-2008 No Change- 31% No Change-31%
2009 From 31% to 29% From 31% to 29%
2010 From 29% to 28% From 29% to 28%

(Source Chand, 2010: 37)

Despite these incentives and investment promotion efforts, the level
of investment has remained low. While there are more significant new
approvals for investment, the implementation rate has been poor. Pro-

(Chand, 2010: 37)

Inflation and the Commerce Commission

Since 2007, Fiji has continued to experience relatively high inflation
rates. The increase in inflation after the 2006 coup was due to increase in
the global food and oil prices and the devaluation of the Fiji dollar. In ad-
dition to these, the impact of higher duties on food items after the coup
added to the price woes, in response to which the government imple-
mented stringent price controls. The counter inflation policy of the gov-
ernment has been counter-productive and has been contrary to its compe-
tition policies. The use of Commerce Commission to control prices has
been ineffective. Contrary to its established purpose of promoting compe-
tition, the modus operandi of the Commerce Commission has resulted in
more instability in the market. The race to control retail food prices has
not resolved the upward trend in food prices; in fact, it has worsened the
situation, where retailers have hiked other prices not under price control,
with the end result being increases in the overall burden on the consum-
ers. In addition, the importers have switched to lower quality products.
Such policies have proven to be counter-productive towards the objective
of creating a level playing field for better market efficient. A better strat-
egy for the Commerce Commission would have been to pay attention to
the costs of government services and the provision of better infrastructure
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services thereby bringing utility prices down. Competition as a result of
deregulation of the telecommunication industry should be further pushed.
The current inability of consumers to switch from one mobile service
provider to another without having to change numbers, is not promoting
real competition. Accessibility and pricing of internet services is another
area where the government could focus on. Likewise for electricity.

Inflation for 2011 has further worsened by the increase in VAT rate
from 12.5 percent to 15 percent. An additional 2% point in the rate of in-
flation is expected due to the increase in VAT. Figure 5 shows inflation
trends from 1971 to 2010.

Figure 5: Inflation Rate, 1971-2010
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(Source: FIBOS: Key Economlc Statlstlcs, 2010)

Monetary Policy, Interest Rates and Exchange Rates

The Reserve Bank of Fiji has maintained a tight monetary policy
since 2006. But monetary policy has been ineffective in addressing the is-
sues of inflation. As pointed out by Prasad (2010), some of the policies of
the RBF have been regressive. The RBF, for example, raised the statutory
reserves deposit ratio (SRD) on two occasions from 5 percent to 7 percent
and then from 7 percent to 10 percent. RBF stated that this was done to
address the high level of liquidity in the banking system. Liquidity levels,
however, only declined by $27m as a result of the increase in SRD re-
maining at high level of $312 million by October 2010. This is a disturb-
ing result at it shows borrowing from banks have not increased as ex-
pected, thereby lending credence to the lack of investor confidence-low
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investment cycle.

Fiji has used devaluation as a tool to spur economic growth and
manage foreign reserve crisis. Since 1987 Fiji has had four devaluations.
After the 2006 coup, devaluation of the dollar by 20 percent was consid-
ered as a necessary step to restoring the competitiveness of the economy.
Theoretically, this makes sense when import price pass-through is low or
slow. For Fiji devaluation of the dollar does not necessarily mean that ex-
ports will increase. Devaluation obviously had some positive impacts on
restoring tourist numbers to Fiji but again the actual impact was much
lower than anticipated. Devaluation of the dollar while making our ex-
change rate competitive, has not spurred exports. In the case of Fiji large
numbers of export products have significant import contents; devaluation
makes the import of these inputs more expensive. If the export supply
does not respond to devaluation because of capacity constraints then
some of the existing exports could become more costly as a result of ex-
pensive imported inputs.

Fiscal Position and Policies

Since 2006 the fiscal objectives set by the government to gradually
reduce the levels of deficits and debt makes sense, particularly since pub-
lic debt levels reached almost unsustainable levels. However, the me-
dium-term fiscal framework (Table 5) shows that over the next three
years it will be very difficult for the government to achieve its stated tar-
gets.

Table 5: Medium Term Fiscal Framework ($Fm

2010(B) 2011(T) 2012 (T)| 2013 (T)

Revenue 1,486.5 1,673.6 1,854.3 1,804.5
(1,745.7) (1,733.1)

Share of GDP (%) 23.6 25.0 (28)| 26.0 (27.0) 27

Expenditure 1,706.6 1,841.0 1,996.9 1,971.6
(1961.7) (1,925.7)

Share of GDP (%) 27.1| 27.5(31.8) 28.0 (30) 29.5

Net Deficit -220.1 -167.4 -142.6 (167.1)
(216.0) (192.6)

Share of GDP (%) -3.5 -2.5(3.5) -2.0 (3.0) 25

GDP at Market 6,288.1 6,694.4 7,131.8 6,683.5
Prices (6,177.0) (6,418.9)

(B=Budget, T= Targets Source: Ministry of Finance, 2009: 34)
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The government’s strategy to increase the deficit to 3.5 per cent of
GDP in 2010 was to undertake further expenditure on infrastructure. That
was a good policy stance. In 2011, it is maintaining the deficit to 3.5% of
GDP. In fact the positive aspect of the budget in relation to the deficit is
that the capital expenditure for 2011 has been raised to $526 million, an
increase of 37 percent.

For the past twenty three years the state of infrastructure has deterio-
rated to an extent that it is actually a binding constraint to economic
growth in Fiji. Prasad and Narayan (2008) estimated that between 1987
and 2007 there was a total expenditure shortfall in the development of in-
frastructure of about $F3.4 billion. Therefore the increase in capital ex-
penditure in the 2011 budget is a good move by the government.

Table 5 shows that revenue targets as a percent of GDP in 2010 was
23.6% where as the 2011 to 2013 targets substantial increase of about 4
percent points from 25 to 27%. These targets are unlikely to be met given
the projected GDP growth rates of less than 2 percent between 2011 and
2013 despite the government’s strong-handed revenue collection meas-
ures. Such measures yield greater revenues; collection arrears have been
reduced significantly to 9.2 % in 2008 with similar targets for 2009 and
2010. Higher VAT will raise government revenues. The introduction of a
capital gains tax at the time of depressed investments is a bad policy op-
tion. While increased revenue may help government increase public sec-
tor investments, strong-hand tax policies could significantly damage in-
vestments.

Linked to poor economic growth over the last decade is the steady
rise in Fiji’s total debt. Table 6 shows the debt levels between 2006 and
2010 as a percentage of GDP, total government debt continued to in-
crease since 2007.

Table 6: Fiji—Total Government Debt, 2006-2010
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sition’ (Ministry of Finance, 2010: 9). The Minister further revealed that
government’s contingent liabilities covering guarantees to entities like
Fiji Sugar Corporation, Fiji Electricity Authority and the Housing Au-
thority amount to 35.5 percent of GDP. Apart from the Fiji Electricity,
both Fiji Sugar Corporation and Housing Authority could become real li-
abilities for government in the future. If the debt and contingent liabilities
are added together then the total debt burden would amount to about 93.2
percent of GDP. Table 7 shows the level of domestic debt between 2006
and 2010. Domestic debt represents the bulk of the total debt, with much
of it comprising long-term bonds and short-term treasury bills.

Table 7: Government domestic debt level: 2006-2010 (FJ$ m)

2006 | 2007 (R) | 2008 (R) | 2009 (R) | 2010 (E)
(R)
Domestic Debt | 2,446.4 | 2,337.8 2,411.0 2,605.0 2,830.6
-Bonds 2,300.7 | 2,196.2 2,346.3 2,505.1 2,760.6
-Treasury Bills 145.7 141.6 64.7 100.0 70.0
Domestic debt 455 42.6 42.3 47.1 48.2
to GDP (%)

2006 (R) | 2007 (R) | 2008 (R) | 2009 (R) | 2010 (E)

Domestic Debt 2,446.4 2,337.8 2,411.0 2,605.0 2,830.6

External Debt 416.6 397.0 476.0 476.0 547.3
Total Debt 2,863.1 2,734.8 2,887.0 3,132.2 3,377.9
Change (%) 18.2 -4.4 5.6 8.5 7.8
Debt as %GDP 53.3 49.9 50.7 56.6 57.7

R= Revised, E= Estimate (Source: Ministry of Finance, 2009 and 2010)

The total debt for 2010 stood at 57.7% of GDP. The Acting Minister
of Finance in his budget address admitted that “this is not an enviable po-

R= Revised, E= Estimate (Source: Ministry of Finance, 2009:71)

While government has continued to assure the public that the bor-
rowing from the Fiji National Provident Fund is sustainable, it is not pos-
sible to determine from the available information as to whether that is
correct. The Fiji National Provident Fund (FNPF) holds 80 percent of
long-term government bonds and 48 per cent of short-term treasury bills.

While the level of domestic borrowing fell in 2007 under the fiscal
policy adopted at the time, it increased in 2008 and 2009, and is estimated
to have increased further in 2010. The majority of domestic government
debt or government securities are held by the FNPF. Table 8 shows that
external debt as a percentage of GDP increased in 2008, 2009 and 2010.
This has not been a major issue for Fiji but more recently the trend shows
worrying signs. Since 2006, there has been a steady increase in the level
of external debt.

The international bond issued in 2006 account for the bulk of total
external debt; it amounts to about 5% of Fiji’s GDP. These bonds carry
an annual fixed rate of interest of 6.9 per cent. They will mature in Sep-
tember 2011 and will require a bullet payment of more than US$150 mil-
lion, amounting to roughly FJ$300 million. This repayment is likely to
put a serious strain on government’s ability to service debt and run an ap-
propriate expenditure policy.
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Table 8: External Government Debt, 2006-2010 (FJ$ m)

2006 2007 | 2008(A) | 2009 (R) | 2010 (E)
External Debt 416.7 397.0 476.0 527.2 547.3
Bilateral 40.6 37.4 53.6 68.9 69.7
Multilateral 126.3 126.9 157.8 169.0 184.0
Global Bonds 249.6 232.7 264.6 289.3 293.6
Debt servicing 20.1 39.3 33.3 45.6 48.1
External debt as a 7.8 7.2 8.4 9.5 9.8
percent of GDP (%)

A=Actual, B= Budget (Source: Ministry of Finance, 2009:73-4; 2010: 63)

Table 9 shows the total debt servicing requirements of the govern-
ment between 2006 and 2011. Total debt service rose significantly in
2010. It is expected to be even higher in 2011 because of the borrowing
that government undertook to ensure that it is able to meet the global
bond payment of F$300 million due in 2011. The government borrowed
F$500 million in foreign bonds to pay off $300 million on a foreign bond
raised in 2006, with the remaining F$200 millions earmarked for capital
projects. This approach is a short-term technical fix for the debt servicing
requirement in 2011; it will add to future debt burdens substantially. Fur-
ther still culminated capital loss due to the anticipated decline in bond
prices due to low economic growth in Fiji could be substantial. This could
significantly restrain government finances in the future. Despite the good
intentions of the government to invest the additional $200 million, the
economic efficacy of such investments cannot be guaranteed.

Table 9: Government Debt Servicing, 2007-2011 (FJ$ m

2007 | 2008|2009 (R) | 2010 (R) | 2011 (B)
FDL- Principal Payment 204.9(191.2 245.4 199.3 213.4
FDL- Interest 148.0|147.3 165.3 190.9 220.4
T-Bill Interest 10.8| 0.6 2.0 45 5.0
Total Domestic Debt Service |363.7|339.2 412.7 394.7 438.8
Principal Payment 17.1| 625 21.2 19.9 305.4
Interest 55| 5.7 24.4 28.2 45.0
Total External Debt Service 39.3| 83.3 45.6 48.1 350.4
Total Debt Service 403.0|422.5 458.4 442.8 789.2

(Source: Ministry of Finance, 2010:65)
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Sectoral growth prospects

Tourism has received a lot of government attention. This is partly
because it is the only industry which has bounced back since the coup in
2006. Table 10 shows the tourism numbers for 2006-2009 and forecasted
figures for 2010-2013. The rebound in tourist numbers is a major
achievement; this has pinned government's hope that tourism will lead the
economic recovery. However, while tourist numbers may have increased,
the gross tourism earnings have not increased proportionately. Figure 6
show gross tourism earnings adjusted to 2002 prices; the decline from
2005 is noteworthy.

Table 10: Tourism Statistics, 2006-2013

Visitors Av. Length Earnings
(000) of Stay (F$M)
2006 (r) 548.6 9.8 8225
2007(r) 539.9 9.5 784.2
2008(r) 585 9.6 853.1
2009(r) 542.2 9.8 816.5
2010(f) 590 9.6 915.1
2011(f) 615 9.6 953.9
2012(f) 630 9.6 977.2
2013(f) 650 9.6 1,008

(Source: Ministry of Finance, 2010:107)

Tourism is an important industry; it will remain one of the key eco-
nomic drivers in the future. Tourism already contributes approximately
23 percent to GDP and provides employment to an estimated 40,000 peo-
ple. The World Tourism Council projects Fiji’s tourism earnings to reach
28% in 2011. The government puts emphasis on the tourism industry and
has increased its budgetary allocation for 2011; in 2011, it allocated close
to $F26.5 million to Tourism Fiji for marketing. The forecasts show that
the government expects a sustained growth in the tourism industry in the
next three years. However, this may be a bit too optimistic given the
mounting competition from similar destinations around the Pacific.
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Figure 6: Gross Tourism Earnings: 2002-2009
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(Source: Narsey, 2010)

Tourism needs some innovation to remain competitive and to tap
onto new markets. It also needs to ensure that greater number of people
benefit from the industry. A more interactive and integrated model of
tourism may be beneficial.

Second to tourism is the sugar sector. This is on the brink of collapse
despite the government’s desperate effort to revive the industry. Table 11
shows sugar production statistics. In 2006, sugar cane production was
forecasted on the basis of funding support from the European Union to
restructure the sugar industry, to 4.1 million tonnes in 2008-09. The EU
grant included support to improve mill operations. After the coup, Fiji
lost the EU grant; sugar cane production declined considerably. In 2010 it
stood at 1.8 million tonnes. Given the state of the industry, much im-
provements can not be expected.

In 2010, the total standover cane (unharvested) caused by inefficient
mill operations was 10,500 tonnes. This is a direct loss to the farmers; no
compensation was paid by the Fiji Sugar Corporation, leading to further
disincentive to farming and decline in farmer confidence in the industry.
The other significant issue that has come to the fore is the deal signed by
Fiji earlier whereby Fiji was assigned to supply 270,000 to 300,000 ton-
nes of sugar to the EU at a price of US19 cents a pound. Fiji will now not
be able to meet this target as it will be producing less than 150,000 tonnes
from 2010. In addition, even if Fiji met its quota under the EU agreement,
farmers would still lose out if we compare the world market price.
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Table 11: Sugar Production, Export and Price, 2007-2013

Cane Sugar |TCTS |Sugar |Export |Molasses |Molas- |Priceto

Output (M | Output Export | Earnings| Output ses Ex- | Growers

Tonnes) | (‘000 T) (000T) |($m) (000T)  [port ($m)|($/T
2006 32 310 104 251 241 131 9.2 58.6
2007 25 237| 105 220 185 115 104| 59.06
2008 2.3 208| 11.2 260| 248.2 120 13.6| 5821
2009 2.2 168| 134 199| 187.1 136 20.8| 61.65
2010 18 137| 134 123 95.7 84.5 13.1| 4567
2011 18 137| 134 136.9| 1045 84.5 14.3| 4567
2012 2 147 134 1465 1118 99.2 15.8| 4567
2013 2.1 158| 134 156.7 119.6 96.8 17.4 45.67

2010-2013 are forecasts. All production in metric tonnes, and values in Fijian cur-
rency. TCTS is tonnes of cane to tonnes of sugar ratio.
(Source, Ministry of Finance, 2010: 108)

Non-sugar crop sectors have received significant boost by the gov-
ernment since 2006. The import-substitution strategy to promote produc-
tion for domestic consumption was a response to the global food price in-
crease. Fiji’s food import bill increased from about $255 million in 2000
to about $521 million in 2009. This policy made sense to ensure food se-
curity in the country in the short-term. However, in the long-term, import-
substitution strategy could fail if production costs are not reduced through
resource productivity policies. Government must concentrate on strate-
gies to promote key agricultural commodity exports. It did allocate about
$3.5 million in the 2010 revised budget to promote the production and
export of papaya, taro, cassava, ginger, pulses and vegetables. The im-
pacts would be shown in future years.

The amount of remittances received by Fiji over the last 5 years has
contributed significantly to the creation of domestic demand in the econ-
omy (see Figure 7). Together with positive growth in tourism numbers,
this has helped keep the economy afloat. New remittances from Australia
and New Zealand could be generated if the labour market restriction
could be removed and markets for unskilled labour from the Pacific Is-
lands opened in various sectors, particularly agriculture. Fiji would gain if
the current bans on labour from Fiji are lifted by Australia and New Zea-
land. Current sanctions are not smart sanctions as they penalises the un-
skilled and poor households who may have benefited from the seasonal
labour scheme to Australia and New Zealand and contributed to the vol-
ume of remittances to Fiji.
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Figure 7: Remittances received by Fiji between 2002 and 2009

R emittances ($million) (2002 prices)

400
300 —_ §

200 / ~

100 T T T T T T T
2002 2003 2004 2005 2006 2007 2008 2009

\
/
\

(Source: Narsey, 2010)

Governance and Policies

Building confidence in the economy is of crucial importance if
growth targets are to be realised. The government’s continued reference
to ‘the Roadmap for Democracy and Sustainable Socio-Economic Devel-
opment (RDSSED) 2009-2014 is a welcome step. While the roadmap
clearly identifies the strategy for strengthening good governance, eco-
nomic development and socio-cultural development, there has been lack
of open discussion on strengthening good governance. Under the 'good
governance' framework, there are three things specifically outlined: 1)
formulation of a new constitution, 2) Electoral and Parliamentary Re-
forms, and 3) Strengthening of Law and Justice. These are noble inten-
tions and need to be grounded well in the government's current reform
strategies.

An acceptable Constitution and the Electoral process are two of the
most important components of good governance practice. They need
more focussed attention from the government now so that the confidence
building starts in earnest.

The government has used promulgations and decrees to change and
create several new institutions. For example, between 2007 and 2010, it
issued 220 promulgations and decrees ranging from those affecting eco-
nomic, social and political institutions. These promulgations and decrees
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have largely been used to bring about structural reforms. The reform of
the civil service largely involves addressing the issue of human resource
development, productivity management and organisational management.
There are several positive reforms within the civil service for which the
government deserves credit. These include reducing its size, bringing in
new productivity management processes and reorganising some govern-
ment entities to ensure productivity improvements. In addition, it has ra-
tionalised the longstanding issue of government quarters which had been
badly managed in the past. Despite this the major challenge still remains
as to how to bring merit in appointments and promotions. It seems that
the government has not been able to address this issue. Since 1987, the
civil service has faced serious challenges of maintaining meritocracy.

An option of introducing an externally managed entry examination
system for the civil service may be something for the government to con-
sider seriously.

To its credit, the government has tried to tackle the issue of land
lease and has undertaken some difficult reforms which may have been
difficult under normal circumstances. This was one of the constructive
and bold steps taken by the government since 2006 (Duncan, 2007). Land
reform for a long period has been one of the most difficult issues to re-
solve. The previous governments have had serious difficulties dealing
with this issue (Prasad, 2006). The new land decree has set out the estab-
lishment of a Land Bank through which potential investors will be able to
acquire land directly from the government. The idea of land bank is based
on the concept of a master lease where government leases land from the
landowners and sub-leases it to prospective tenants (Prasad, 2006).

The main challenge of this reform would be to attract landowners
who may wish to deposit their land with the Land Bank. In addition, the
decision to promote an equitable distribution of land is a timely one and
will address the long standing issue of inequities in the distribution of
rents collected by the Native Lands Trust Board. This may also lead to-
wards building the necessary confidence among investors to lease out Na-
tive land for commercial activities.

Concluding Comments

The short to medium term prospect for Fiji on both the political and
economic fronts look less than promising. On the economic front, GDP
growth rates have not increased despite numerous policies and promises.
While poor growth between 2007 and 2009 can be explained partly by the
impact of the global economic crisis, natural disasters and some inherent
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weaknesses, the continued forecasts of low growth between 2010-2013
reflects the continuing state of poor investment caused by lack of confi-
dence in the country. The imminent collapse of the sugar industry should
be a serious concern; it is likely that the current government’s game plan
would not work. The sugar industry has a long-history of networks which
may have sounded political but it is those networks that allowed farmers
to keep the interest in the industry. The destruction of some of the historic
institutions of the farmers may not augur well for the industry. The cur-
rent media censorship and lack of dialogue with the stakeholders is likely
to be harmful to the industry which is already on the brink of collapse.

While the prospects for better outcomes from tourism looks realis-
tic, the government’s tight fiscal position may provide little room for any
serious investment undertaking to improve the infrastructure needed ur-
gently in Fiji.

The answer to Fiji’s serious economic problems may incidentally lie
in a political settlement. The link between good economic growth, de-
mocracy, media freedom and rule of law cannot be underestimated. There
is no substitute for well-constructed policy when it comes to economic
growth and development. Previous governments in the last three decades
have made similar mistakes about growth policies. There have been very
limited successes to count particularly towards long run economic growth
prospects. At this point in Fiji’s history a band-aid approach will not do
any good. Firm commitments and definite steps are needed to build the
confidence that has been lost. The much demanded open dialogue must
start immediately, and media freedom be re-established by relaxing the
emergency law and the current censorship of the media.

The government has a good opportunity now to open up dialogue
with political parties, external partners and organisations such as the UN
and the Commonwealth to move Fiji towards a Constitutional democracy,
good economic growth and development.
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