
 

 

 

i 

 
 

 

 

 

 

 

 

 

 

The impact of PICTA on alcohol and 

tobacco industries  in Forum Island 

Countries:  lessons for PACER 
 

 

 

 

 

 

 

 

 

 

 

 

 

Wadan Lal Narsey 

School of Economics 

The University of the South Pacific 

2010 

 
 
 
 
 
 
 

 



 

 

 

ii 

USP Library Cataloguing-in-Publication Data 

 

 

Narsey, Wadan Lal 
The impact of PICTA on alcohol and  tobacco industries in Forum 

island countries / Wadan Lal Narsey. –  Suva, Fiji : Faculty of Business 
and Economics, The University of the South Pacific, 2010. 

 
xvii,  p. 113 ;  25 cm. 
 
ISBN 978-982-01-0855-4 

 
1. Pacific Island Countries Trade Agreement (2001) 2. Free trade—

Oceania  3. Alcohol industry—Oceania 4. Tobacco industry—Oceania I. 
Title. 

 
HE1733.O3N27 2009              382.911648 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

iii 

Contents                        page 
 
 
Foreword                                iv  
 
         
Acronyms                                 v 
 
 
Executive Summary                   vi 
 
 
Pictorial of tobacco factories, breweries and spirit manufacturers                     i  
  
 
Chapter 1    Introduction                      1 
 
  
Chapter 2 The tobacco industries                 9 
 
 
Chapter 3 Beer industries                 20 
 
 
Chapter 4 Spirit industries                 29 
 
 
Chapter 5 Conclusions and recommendations            36 
 
 
 
Annex  A Country report:  Cook Islands             49 
Annex  B Country report:  Fiji                54 
Annex  C Country report:  Kiribati               63 
Annex  D Country report:  Palau               68 
Annex  E Country report:  Papua New Guinea             74 
Annex  F Country report: Samoa               83 
Annex  G Country report: Tonga               93 
Annex  H Country report: Vanuatu               97 
Annex  I Country report:  Solomon Is            103 
Annex  J Rules of origin requirements            106 
Annex K Timetables for reductions of tariffs on general items      110 
Annex L      Timetables for reduction of tariffs on “excepted items”     111 
Annex M List of persons consulted            112 
Annex N Documents consulted             117 
 

 



 

 

 

iv 

Foreword 

 
This monograph is based on a consultancy report I prepared for Forum Secretariat in 
2004.  While it might be thought that the report is now out-dated, the unfortunate 
reality is that most of the Pacific Island countries have made very little progress 
towards genuine trading integration under PICTA.  While it is several years since 
PICTA was signed, some have still not ratified, while the signatory countries, their 
officials and affected industries, have not prepared themselves for the likely impacts of 
trade arising out of PICTA.  Few of the stakeholders are prepared or even preparing for 
the adjustments that will be required if PICTA does begin to achieve its intended 
objectives, nor for the PACER that looms on the horizon.   
 The reality has been that whenever some little trade has sprung up since the initial 
signing of PICTA, there have been knee-jerk reactions from local producers facing the 
increased competition from FIC imports.  Pressure has then usually been applied on 
local Ministers and governments, with retaliatory measures often being put in place that 
have either discouraged the PICTA trade, or banned it altogether.  Kava exports from 
Vanuatu to Fiji is a case in point, with Fiji kava interests fighting tooth and nail to 
discourage the exports of Vanuatu kava to Fiji, often succeeding. 
 Observers might be puzzled.  How is it possible that a trade agreement is signed 
and sealed by governments, yet the agreements are not respected by the signatories?   
No doubt there are many comparable international examples as well of this 
phenomenon, and the kinds of reactions are probably far more subtle than in the PICs, 
with numerous grey areas in the regulations, such as quarantine regulations or Rules of 
Origin, which can be easily exploited to justify the banning of the trade.  Amongst the 
PICs, however, the justification usually uses blatantly anti-trade rhetoric, without any 
of the subtleties that characterize developed country trade wars.  This case study is 
therefore be a useful concrete example which PICTA signatories may learn from.  
 The monograph focuses on the alcohol and tobacco industries in the Forum Island 
countries.  While these two items have been excluded from the ambit of PICTA 
because of fears of the likely downward impact on government revenues, the study 
gives practical advice on how FIC governments can very easily protect their tax 
revenues from these two items by suitable rearrangement of import and excise duties. 
 More importantly, this study also gives an indication of the kinds of problems that 
are likely to be faced by most FICs, when their local manufacturers face competition 
from the larger and more efficient manufacturers in other PICTA signatory countries.  
The study highlights the likely ensuing disagreements over Rules of Origin issues, 
health and safety issues, and a number of other trade-related technical matters that 
would need to be resolved when trade does get instigated under PICTA.   
 The study had originally pointed out the need for further studies to be done on an 
industry by industry basis, where smaller manufacturers, usually in the smaller FICs, 
would be facing tougher competition from imports from the larger manufacturers, in 
the larger FICs.  Such studies have apparently been left to the individual FICs to 
organise but by an large, such studies have not eventuated.  Forum Secretariat may 
therefore need to take the lead to initiate such regional studies.   

There is a second reason why such studies should be initiated- the likely impact of 
a future PACER or broader WTO-induced deregulation.   Without doubt, even the 
largest current manufacturers in the FICs will be under threat once wider trade 
deregulation occurs, as for instance is likely to occur under some version of PACER 
Plus or the EPAs with the EU.  All PIC firms in such industries need to prepare for a 
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tougher more competitive market likely in the future under many different trade 
regimes, and not just that expected under PICTA. 

The alcohol and tobacco industries also bring up interesting issues related to 
foreign control of industries, where metropolitan enterprises owned by the dominant 
foreign shareholders are also likely to be the competitors of the FIC enterprises able to 
gain from enlargement of trade under PICTA.  The eventual outcome under greater 
trade integration is far from clear. 
 This report is also an indirect commentary on the range and quality of trade data 
that is produced by different PIC governments and the application of their tariff, duty 
and tax structures.   Some idea may be gained, for instance, of the extent of efficiency 
in import duty and VAT collections, and transparency and accountability of the 
respective governments for trade related incomes and tariffs applied.  In several 
countries, there would seem to be an urgent need for tightening up on the application of 
trade related taxes, and the recording of the transactions.  In some countries, there 
would seem to be too much discretionary powers given to trade officials over tariffs to 
be charged, with a resulting loss of important customs revenues. 
 Consultancy reports are usually not accessible to the public, or to the academic 
community, and thus rarely referenced.  Published monographs, by their greater 
accessibility, do become available as teaching and learning materials.  This can only 
assist our student and academic communities throughout the Pacific to use regional 
statistics and analysis for their ongoing work. 
 A full list of persons in the region who made the study possible, and to whom I am 
grateful, are given in an annex in the study.  Especially to be thanked are company 
officials in the alcohol and tobacco industries in the region, and officials in other 
government departments in the region, who made the primary data available.  
 I am grateful to Forum Secretariat for giving permission to publish this monograph. 
Thanks are due to the Faculty of Business and Economics for funding the printing. 
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Professor 
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Acronyms and abbreviations  
 
 
BAT  British American Tobacco 
 
CUBA  Carlton United Brewery of Australia 
 
EPA  Economic Partnership Agreement. 
 
FIC Forum Island Country:  Refers to Cook Islands, Federated States of 

Micronesia, Fiji Islands, Kiribati, Republic of the Marshall Islands, Nauru, 
Niue, Republic of Palau, Papua New Guinea, Samoa, Solomon Islands, 
Tonga, Tuvalu and Vanuatu. 

 
FORUM Pacific Islands Forum Secretariat. 
 
FTA  Free Trade Area. 
 
LDC Less Developed Country (in the context of the FICs and PICTA, refers to: 

Kiribati, Samoa, Solomon Islands, Tuvalu and Vanuatu). 
 
PACER  Pacific Agreement on Closer Economic Relations. 
 
PACER Plus What Australia and NZ are now placing on the trade agenda.  
 
PICTA  Pacific Island Countries Trade Agreement. 
 
RTA  Regional Trade Agreement. 
 
SBL  Solomon Island Brewery Limited 
 
SPARTECA South Pacific and Regional Trade and Economic Co-operation      

Agreement. 
 
SIS Small Island State (In the context of FICs and PICTA, refers to Cook 

Islands, Kiribati, Nauru, Niue, Republic of the Marshall Islands and 
Tuvalu). 

 
WTO  World Trade Organisation 
 
USP  The University of the South Pacific 
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Executive Summary 
 
Terms of Reference Issues 

 
1. As for other tradable goods in general, there may be short-term advantages for 

signatory FICs to include alcohol and tobacco products in the PICTA 
arrangements.  The long term effects under wider agreements (such as PACER) are 
less clear, but are likely to be damaging for most PIC alcohol and tobacco 
industries. 

 
2. Government revenues for signatory PICs may be immediately and fully protected 

by converting current import and fiscal duties and levies into equivalent excise 
duties (either ad valorem or specific) thereby maintaining current aggregate levels 
of  Government revenues from the domestic consumption of both these categories 
of commodities, whether produced domestically or imported. 

 
3. Each signatory PIC needs to examine its domestic alcohol or tobacco enterprise to 

ascertain whether the domestic benefits are sufficient to justify short-term 
protection from PICTA trade and the resulting costs of protection borne by 
consumers; and ascertain which industries are of little value and ought to be wound 
down, in the national interest. 

 
4. Where the evidence indicates that protection is justified, signatory PICs may allow 

some margins of preference for their own alcohol or tobacco product industry vis a 
vis imports from other PICTA countries, by charging import duties, which reduce 
over time according to the schedules already agreed to under PICTA for 

 
a. originating goods in general (Annex II, paragraphs 3 and 4, PICTA) 

or  
 

b. the “excepted imports”/“negatives lists” (Annex IV, PICTA) or 
 

c. a new (lower) schedule of reducing duties. 
 
5. The “intra-PICTA” margin of protection for the domestic producer should be low 

enough to allow some imports from other PICTA countries, as an incentive to 
greater efficiency and product improvement in both quality and range within 
PICTA, and to provide greater choice for consumers.   

 
6. The evidence indicates that all PICTA producers of alcohol and tobacco products 

will continue to need some margin of preference to survive competition from non-
PICTA imports.  However, this “extra-PICTA” margin of preference for PICTA 
producers should be low enough to allow some imports from non-PICTA 
countries, as an incentive for the domestic PICTA producers towards greater 
efficiency and product improvement in both quality and range, and to provide 
greater choice for consumers, while reducing over time. 

 
7. Signatory FICs should take the opportunity to harmonise levels of excise and 

import duties for alcohol and tobacco products regionally, and the methods of 
application.  This may allow some FICs who are currently receiving low revenues 
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from these two sets of  “sin goods” to significantly increase their revenues, while 
discouraging consumption.  It would also encourage a consistent regional 
methodology of application of protection and taxation, so as to facilitate national 
policy changes, the application of consistent tariff rates, and their comparison, 
across the PICTA countries. 

 
8. FICs consider converting their specific duties to ad valorem (percentage) rates.  

This will not only encourage compliance with WTO trends in directly indicating 
the extent of protection, but also ensure that the price competitiveness of cheaper 
products are not undermined by high specific duties, which effectively impose 
higher percentage rates of duty on cheaper products. 

 
Tobacco product industry issues 

 
9. One company, British American Tobacco (BAT) owns and controls all cigarette 

and tobacco product manufacturers in the FICs- in Fiji, PNG, Samoa and Solomon 
Islands. 

 
10. All subsidiaries (except Fiji) use imported tobacco inputs and are profitable solely 

because of the high levels of protection accorded them.  Under PICTA only Fiji 
would be able to export to the other FICs, probably leading to a close-down of the 
other subsidiaries.  No such export takes place currently under BAT parent 
company policy. 

 
11. Since the domestic FIC markets are extremely small and any one of BAT’s 

metropolitan plants could supply the entire FIC market in a day’s production run, 
under a full-blown PACER agreement, all BAT subsidiaries in the FICs would 
probably be closed down. 

 
12. In the short-term, given that metropolitan unit costs of production are lower than in 

the FICs, and in the face of the same domestic demand for tobacco products, FIC 
governments should be able to generate higher tax revenues from imported 
products, than from the domestic production. 

 
13. While most FIC governments place a high value on the limited amount of 

employment created by the FIC tobacco product industries, it is unlikely that these 
industries (except for Fiji) are worth protecting.  It is critical that FIC governments 
examine the exact extent of domestic value adding that is contributed by their 
tobacco product industries, and make a decision on whether the FICs would be 
better off closing these industries down. 

 
14. PICTA members meet with sole tobacco producer, British American Tobacco, and 

PICTA Ministry of Health representatives, to discuss the standardisation of 
tobacco product protocols in the FICs- specifically product quality and chemical 
content, generic packaging with locally relevant health warnings, total restrictions 
on advertisements, progressive taxation regimes (including banning tax-free and 
duty free sales), legal requirements for sale to minors, and developed country 
assistance to strengthen their tobacco control programs. 
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Beer industry issues 
 
15. All the beer-producing companies are foreign controlled, with the largest being in 

PNG and Fiji. 
 
16. Under PICTA, the beer companies in Fiji and PNG are most likely to dominate the 

FIC beer markets, putting the smaller companies in the smaller FICs (Solomons, 
Vanuatu, Samoa, Cook Islands, Tonga and Palau) under severe pressure, probably 
leading to their closure in a deregulated PICTA market. 

 
17. Given the importance of local beers to the local tourism industries, FICs considera 

the continuation of moderate amounts of protection to enable the efficient local 
beer factories producing quality products to survive, and to trade in the enlarged 
PICTA market. 

 
18. The two beer factories in Fiji and Samoa are controlled by metropolitan Australian 

breweries with conflicts of interest in the wider FIC PICTA markets.  The FIC 
products have not been expedited into other FIC markets, where the metropolitan 
products prevail.  This should be less of a problem were alcohol products to be 
allowed under PICTA trade regimes. 

 
19. To facilitate the development of the wider PICTA market, FICs examine the 

holding of annual Pacific alcohol product festivals for beer (and spirits), to be 
rotated across the producing FICs, and for FIC products to be entered in 
metropolitan beer (and spirit) festivals and competitions. 

 
20. In the long run under PACER, all FIC beer industries would probably face closure, 

with Australian and NZ products likely to prevail.   Given their importance to local 
tourism industries, FICs examine continued but limited protection of FIC beer 
industries to ensure their survival, while encouraging efficiency and quality. 

 
Spirit product specifics 
 
21. Except for Fiji (and possibly PNG) the majority of FIC spirits manufacturers are 

essentially blending operations.  The alcohol is either imported in bulk or crudely 
produced from bakers yeast and sugar and distilled locally, then diluted to the 
required strengths.  It is then blended with essences and concentrates, to produce 
the required “spirit”- rum, gin, whiskey, vodka, brandy, liqueurs, and mixed 
drinks. Only Fiji’s production of rum may be said to be via a genuine distillery 
creating a genuine rum brand of international quality. 

 
22. Because of the failure of governments to charge excise and import duties 

equivalent to those that are charged the legitimate breweries and importers, some 
of the local distillers and blenders have been indirectly and unfairly assisted to 
make inroads into the domestic liquor market, through low-priced products, at the 
expense of the legitimate liquor manufacturers and importers who pay the full 
duties.  The consumers of the “blended” liquors have usually been low income 
people who are attracted by the relatively cheap method of becoming inebriated, 
with little concern for quality. 
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23. Few FICs require that the spirits manufacturers follow generally acceptable health 
and sanitary standards at the factories: in the state of the machinery and equipment 
used, health standards with recycled bottles, the factory environment, and the 
labeling. There is little to no health department monitoring of the “food quality” of 
the alcohol products, a grave omission pre-mixed with soft drinks easily hides off-
flavours. 

 
24. FICs request a regional technical assistance programme to ensure that their spirit 

manufacturers achieve product standards which will be acceptable across the FICs,  
and internationally. 

 
25. Given that many of the spirits producers completely depend on imported inputs, 

FICs examine whether their spirits products would be able to satisfy the minimum 
40% local value added requirement of PICTA’s Rules of Origin (ROO) for 
preferential access ot PICTA markets.   For those that do not, FICs examine 
whether facilitation of the greater use of  PICTA raw materials (such as alcohol, 
sugar, molasses, labels, packaging, soaps, etc) would raise the “domestic” (ie 
regional) value added of the spirit products, to enable satisfaction of the current 
minimum 40% requirement by PICTA. 

 
26. Over the short-term, and provided the health standards are satisfied by the FIC 

spirit manufacturers, FICs examine whether they would wish to reduce the 
minimum value added requirement for alcoholic drinks, from 40% to some lower 
figure, as a measure to encourage the trade of these blended drinks under PICTA. 

 
27. FICs examine, as a long term measure, whether those spirit manufacturers of the 

blended alcohol drinks, with extremely low domestic value added, justify 
protection as “industries” most of which are virtually certain not to survive any 
extension of PICTA to Australia and NZ. 

 
28. FICs examine for such industries with minimum local value added, whether the 

public benefits of potentially greater tax revenues from imported spirits, cheaper 
and better quality range of products, may more than compensate for the minimal 
local value added and employment creation benefits currently being derived from 
them. 

 
29. Some genuine local products of international quality (such as Fiji rum), have not 

been given the international marketing support they needed, because of conflicts of 
interest amongst the metropolitan owners. 

 
30. FIC governments examine how to encourage their domestic firms, where their 

products have proven to be internationally competitive, to more aggressively target 
export markets, and strengthen the export orientation of these industries. 

 
31. PICTA members examine the setting up of a regional technical assistance 

programme for alcohol product manufacturers, with the objectives of improving 
efficiency in production, product quality, monitoring of health standards, 
standardisation of product labeling,  promotion of export drives, and cost 
effectiveness in input purchases. 
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32. For some of the FICs, “duty-free” imports of alcohol and tobacco products seem to 
constitute a significant proportion of domestic consumption, leading to significant 
losses of taxation revenue for governments.  The beneficiaries of these duty-free 
purchases are usually the better-off persons in the FICs.  PICTA partners examine 
their “duty free” schemes of imports of alcohol and tobacco products at ports of 
entry for possibilities of abuse and generation of inequity in taxation. 

 
33. For several FICs there is great variability and internal inconsistency in the 

recording of import data, especially in relation to the specification of quantities 
(units, volumes, and masses) and the values recorded (whether fob or cif).  These 
inconsistencies are not conducive to internal auditing of customs revenues 
generated, or regional co-ordination of trade policy and analysis. FICs examine the 
possibility of greater regional co-ordination in the methodology of recording 
custom entries for values (cif, fob etc), duties (fiscal, import duties, import levies, 
VAT), and quantities (units, volumes, mass). 

 
General Issues under PICTA 

 
34. While most FIC Governments have signed and some have ratified PICTA, there 

seems to be little appreciation and/or preparation for the eventual reality that the 
implementation of PICTA must inevitably subject many of the FIC industries to 
greater competition, and that some of these industries may face reduced market 
shares, and possible closure.   

 
35. Few FICs have prepared themselves for trading disputes that are likely to emerge if 

trade under PICTA becomes widespread.  Yet these disputes are extremely likely, 
as the example of Vanuatu kava exports to Fiji clearly illustrates. 

 
36. FICs need to urgently examine, as part of their overall implementation of PICTA,  
 

(a)  what industries will be subject to greater competition under PICTA 
 

(b)  what industries may be considered to be economically viable over the long 
term, of value to the economy, and hence worth preserving 
 

(c) what measures would be required to assist the genuine industries to survive and 
thrive in a competitive PICTA environment. 
 

(d) what industries Government sees little public economic benefit in protecting for 
the future. 

 
37. It is likely that those unable to compete will face closure, with the loss of some 

employment, profits and some taxes to Government.  It must be expected that 
pressure will be brought to bear on the respective Governments to discourage or 
disqualify the new entrants to the market, using whatever avenues are available 
under PICTA, especially the “Rules of Origin” (ROO) criteria. 

 
38. It is critical that PICTA members establish and activate the required Rules of 

Origin Committee to  
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a. clarify which products would qualify as “originating goods” 
 

b. advise how products may be assisted to qualify as “originating 
goods”, and  

 
c. advise how the definition of “originating goods” may be revised to 

facilitate trade under PICTA. 
 
39. PICTA countries examine standardisation of customs entries (classification, values 

and quantities) so as to facilitate financial auditing, and regional consistency. 

 

Beyond PICTA to PACER or PACER Plus 
 
40. FICs urgently need to look to the future when a PACER of some form or other 

with Australia and NZ, may super-cede PICTA, and possibly even reverse some of 
the PICTA benefits.  

 
41. If PICTA succeeds, some FIC firms, assisted by protective tariffs for the PICTA 

area,  will increase their scale of operations, by and large by replacing the imports 
from non-PICTA countries.  There will be new investment in plant, major 
increases in employment, and expansion of distribution and marketing networks. 

 
42. Nonetheless, even these expanded FIC firms will be small, relative to the 

competing Australian and metropolitan companies.  Should the extra-PICTA 
margins of preferences  reduce (as eventually they must) it is quite likely that the 
majority of the expanded FIC firms will still find themselves unable to compete 
with the metropolitan giants, and may have to close down. 

 
43. With even more unemployment to cope with, and larger financial interests of the 

producers, the anti-PACER lobby groups will in all likelihood be larger and more 
influential than that faced under PICTA,  FICs need to guard against PICTA 
becoming a “stumbling block” rather than a “stepping stone” to closer economic 
integration with Australia and NZ and the world.. 

 
44. Knowing that an enlarged industry may be even more difficult to dismantle, 

because of increased size and contribution to domestic employment and income 
generation, should FIC governments need to ask whether they should be 
encouraging the expansion of FIC firms (with the associated resource costs) into 
the enlarged but still protected PICTA market, knowing that some years down the 
line, these firms will not be able to survive in a globalised competitive market? 

 
45. Conversely, FICs need to guard against the short term reality that some firms may 

increase production under PICTA only where they are able to more intensively 
exploit market power at the expense of consumers, given their need to rapidly 
return the capital invested, before the eventual erosion of preferences by PACER. 

 
46. As it quite likely that PACER Rules of Origin requirements will be far more 

stringent than PICTA ROO, FICs need to be better prepared by ensuring that their 
PICTA ROOs mechanisms are fully operational and understood. 
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TOBACCO MANUFACTURERS 
 

British American Tobacco (Samoa) 
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British American Tobacco (Fiji) 
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BREWERIES 
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Carlton Brewery Fiji Limited (Fiji). 
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Fiji Malt House Brewery (Fiji) (now closed down) 
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Samoa Brewery Ltd 
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Following a 1999 Forum Trade Ministers Meeting, a Forum Leaders Meeting in Palau 
“endorsed in principle a free trade area among Forum Members”.1   After further 
negotiations in 2000 and 2001, Forum Trade Ministers of nine Pacific FICs signed the 
Pacific Island Countries Trade Agreement (PICTA) in August 2001.  Simultaneously, 
together with Australia and NZ, they signed the Pacific Agreement on Closer Economic 
Relations (PACER), seen then as an umbrella agreement for PICTA. 
 The PICTA was to remain open for signature for one year from 18 August 2001 to 
17 August 2002.  But by the end of 2004, only six countries (the minimum required) 
had ratified, an indication of the uncertainty with which FICs regarded PICTA. 2 The 
Federated States of Micronesia, Republic of the Marshall Islands and Republic of Palau 
were allowed a period of up to 3 years following entry into force of this Agreement, 
provided they made reasonable efforts to secure a waiver of their obligation to provide 
most-favoured nation treatment to the United States of America.3 
 Despite the agreement in principle, many of the countries which have ratified 
PICTA have not been comfortable with opening up to PICTA trade.4  
 
PICTA: required reduction of duties 

 
The PICTA signatories make a commitment to trade liberalisation, as a means of 
bringing economic and social benefits and improving the living standards of all the 
peoples of the Pacific region. While levels of external tariffs would be set 
independently by each PIC, PICTA required that tariffs within the Free Trade Area 
(FTA) would fall to zero, some ten to twelve years after ratification.   The PICTA states 
that its objectives are to strengthen, expand and diversify trade between the Parties 

 
* through the elimination of tariff and non-tariff barriers to trade 

 
* in a gradual and progressive manner, under an agreed timetable, and with a 

minimum of disruption;  
 
* under a clearly established and secure framework of rules for trade 
 
* under conditions of fair competition 

______________________________________________________________________ 
1 PICTA therefore does not include Australia and NZ. 
2 Fiji, Tonga, Samoa, Cook Islands, Niue and Nauru. 
3 As of early 2009, twelve out of the fourteen Forum Island Countries had signed.  The exceptions are 
Marshall Islands and Palau.   Palau has not renegotiated its Compact Agreement with the USA. 
4 As of early 2009, only 6 countries have indicated willingness to trade under PICTA regimes: Fiji, 
Solomon Islands, Vanuatu, Samoa, Cook Islands, and Niue.  A major drawback is that PNG, the largest 
potential market component of PICTA, has not indicated willingness to open up to PICTA trade. 
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*  with a view to the eventual creation of a single regional market among the Pacific 
Island economies in accordance with the respective social and economic objectives 
of the Parties, including the advancement of indigenous peoples; and 

 
* while taking into account the differing economic potentials and the special 

development problems of the Least Developed Countries and Small Island States. 
 
The Parties expected that PICTA would also 
 
* contribute to the harmonious development and expansion of world trade in goods 

and services and to the progressive removal of barriers to it, and 
 
* promote and facilitate commercial, industrial, agricultural and technical co- 

operation amongst themselves. 
 
PICTA recognizes each party’s rights, obligations and undertakings to the World Trade 
Organization (WTO), or other multilateral, regional and bilateral agreements and 
arrangements to which they are party, including the Melanesian Spearhead Group 
Trade Agreement (MSG),5 ACP-EU Partnership (Cotonou Agreement), SPARTECA 
and the Compacts of Free Association.6 
 Fundamentally, PICTA requires (Article 7, paragraphs 4, 5 and 6) that all tariffs on 
“originating goods” be reduced and eliminated in accordance with the timetables set out 
in Annex II (of PICTA).7   Those FICs classified as Less Developed Countries (LDCs) 
and Small Island States (SISs) are given a parallel but higher schedule of reducing 
import duties, compared to the larger FICs (PNG and Fiji). 
 For the protection of “sensitive industries” from full competition, and to give them 
a longer time-frame to adjust, PICTA allows each country to provide an “Excepted 
Imports” List with a slower timetable of reduction of tariffs (given as Annex IV of 
PICTA).8  Again, LDCs and SISs are allowed slightly higher schedules of reducing 
import duties. 
 All specific and fixed tariffs on originating goods may be converted at the option of 
each country to Ad Valorem taxes at the time the Agreement enters into force.  Annex 
II and Annex IV of PICTA also give the required schedules for reduction of the specific 
duties by requiring that the specific duties be converted into equivalent Ad Valorem 
tariffs, as percentages of base values.9   These are the schedules quoted in the body of 
this Report as the bulk of FIC duties and taxes on alcohol and tobacco products are 
specific rather than ad valorem taxes. 
 
Exclusion of alcohol and tobacco products 
 
Early in the negotiations for a Pacific-wide Free Trade Area (FTA), trade officials had 
decided to exclude alcohol and tobacco products from the Agreement.  There were 
fears that reduction of duties might have a severe negative impact on some 

______________________________________________________________________ 
5 The parties to the MSG are Papua New Guinea, Solomon Islands, Vanuatu and Fiji. 
6 The Compact is between the United States of America and the Federated States of Micronesia, 

Republic of the Marshall Islands, and Republic of Palau. 
7 These schedules are summarised as Annex K of  this Report. 
8 These schedules are summarised as Annex L of this Report. 
9 The required schedule of reduction of these equivalents are given in paragraphs 3 and 4 of Annexes II 
and IV of PICTA.  They are also summarised in Annex K and Annex L of this Report.. 
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governments’ excise and custom revenues.  There was also concern that some FIC 
breweries, distilleries and cigarette manufacturers might not be able to compete in a 
Pacific-wide FTA, with the  consequent loss of “unique” goods currently being 
produced in FICs.10   PICTA therefore states (Article 8, paragraph 13) that  “With the 
exception of Paragraph 1, the provisions of Article 7 do not apply to goods covered by 
Chapters 22 and 24 of the Harmonized Commodity Description and Coding System.” 11 
 The trade officials requested that a full study be undertaken of the implications of 
integrating alcohol and tobacco products into the Free Trade Area and that “Within two 
years of this Agreement entering into force the Parties shall consider at the Forum 
Trade Ministers’ Meeting or otherwise as appropriate, rules to govern trade in such 
goods within the Area. These rules shall be contained in Annex VI”.   This study was 
therefore commissioned by Forum Secretariat, to facilitate deliberation by the Parties, 
on the possible strategies for the inclusion of alcohol and tobacco products, into 
PICTA. 
 Early on, it was envisaged that the implementation of the Free Trade Area was to 
be accompanied by strategies that mitigated against adverse effects.  The focus of the 
latter was on possible losses of government revenues, and possible changes in fiscal 
systems to cushion or compensate for these losses.  
 However, the possible inclusion of alcohol and tobacco industries in PICTA also 
throws up a number of more general issues thrown up by the possibility of demise of 
some industries, because of the operation of the FTA.   How should governments 
decide between the tradeoffs amongst the benefits of the FTA (including cheaper 
consumer prices and better range of goods) and government revenues, short-term 
domestic employment and income creation, and the survival of relatively inefficient 
domestic firms?  How will the “rules or origin” regulations be applied to PICTA trade?   
Such policy issues will become equally relevant when PICTA-induced trade begins in 
industries other than alcohol and tobacco products. 
 Specifically, the kinds of difficult decisions that some Governments will be 
required to make about the extent to which they should keep protecting their respective 
alcohol and tobacco industries, are exactly the kinds of decisions that they will be 
required to make with respect to many industries threatened by the operations of 
PICTA in general. 
 Alcohol and tobacco products however also raise some unique issues for 
discussion.  The first arises out of the negative externalities usually associated with 
these two products which usually justifies high taxes. Second, there is an association of 
genuine liquor products, such as beers, with national tourism identities.  Third, many of 
the FIC manufacturers are controlled by metropolitan companies which also produce 
competing products in the metropolitan countries, usually kept out of FIC markets by 
high import duty protection. 
 
Economic rationale for PICTA 

 
As with RTAs internationally, the existence of PICTA may be attributed to internal and 
external forces, both economic and political.  The internal imperative derives from the 
need for FICs to become internationally competitive, as preferential markets in 
developed country partners are slowly but surely eroded by the forces of globalisation 
and imperatives driven by WTO membership.  Rather than jumping off the deep end 

______________________________________________________________________ 
10 This was decided at the first PARTA negotiating meeting, held in Nadi (Fiji) in August 2000. 
11 It seems clear from previous documentation that the drafters of PICTA only wished to exclude alcohol 
products (in Chapter 22) and tobacco products (in Chapter 24)  from the initial coverage of PICTA. 
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into FTAs with the developed countries, the integration logic suggests that FICs may 
have an easier time if they first developed an FTA amongst themselves, as a “stepping 
stone” to FTAs with the rest of the world, developed and developing alike. 
 The mechanisms whereby the FTAs are supposed to encourage improvements in 
competitiveness are reasonably understood, even if debatable in the FIC context:12 
 
* Enlargement of market size encouraging economies of scale and competition13 
 
* Larger market size encouraging new investment earlier thought unprofitable 
 
* Competition and adjustment being brought in gradually so that sudden destabilising 

economic disruptions are minimised 
 
* The RTA providing a “training ground” for further (and presumably harsher) 

economic integration with the wider globalised world order: for businesses who 
will need to compete with the multinationals; and for governments who will need to 
implement reforms (such as in tax systems, and legislation regarding product 
standards, phyto-sanitory measures, quarantine requirements, customs procedures 
etc). 

 
There are also seen to be a number of political advantages: 
 
* Being able to speak with one voice in international fora, will enable small FICs to 

have a greater influence than each on their own, especially against other blocs. 
 
* Being part of a regional FTA (with all the necessary structural and fiscal reforms) 

can also facilitate a “lock-in” of economic policies so as to discourage backsliding 
by individual governments, responding to purely political imperatives rather than 
strong political rationale. 

 
* Financial and technical aid incentives may be provided by the donor countries 

(specifically Australia and NZ with respect to PICTA) for being committed to the 
agreed policy agenda. 

 
There has supposedly also been a powerful external donor-driven incentive to form a 
RTA.  It has been argued that the post-Cotonou EPAs to be negotiated with the EU 
would be facilitated if the FICs acted as a regional block, rather than individual 
countries.   Indeed the Cotonou Agreement states that economic and trade co-operation 
between EU and the ACP states shall build on the regional integration initiatives of the 
ACP states, “bearing in mind that regional integration is a key instrument for the 
integration of the ACP countries into the world economy”.   
 This last assumption can be a point of discussion and disagreement for all FICs, but 
especially for at least two groups of countries amongst the FICs with special 

______________________________________________________________________ 
12 A good discussion of these issues with specific reference to the impact of PICTA may be found in 
Pacific Islands Regional Report (World Bank, June 2002) on which this section draws. 
13 PICTA (if all the signing countries ratify) is supposed to create an expanded market of some seven 
million consumers.  This number is expected to rise significantly if the French territories are also 
eventually included in the RTA. 
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relationships to metropolitan or developed countries- USA and NZ.14  The current 
reality, nevertheless, is that even those FICs which were previously not part of the 
Lome Convention, have joined the post-Cotonou development partnerships with the 
EU.15 
 
Regional Trading Agreement Difficulties for Developing Countries 

 
Despite the general positive attitude towards RTAs, it is also recognised that the 
benefits of free trade areas may not be easily obtained in application to small FICs.   
 Firstly, simply reducing tariffs is unlikely to encourage greater competition 
amongst the FIC producers.  It may be necessary to ensure a whole host of 
complementary measures and practical assistance to currently small FIC producers to 
encourage them to export to other PICTA markets: cost-effective production of quality 
goods, ensuring regular and cost-efficient transport and freight charges; coping with 
customs regulations, ensuring adequate product standards, being able to satisfy 
quarantine requirements, finding appropriate retailers willing to accept a new product 
alongside an already profitable competing product whose producers might impose 
sanctions on the retailer if competing products are placed on the shelves, overcoming 
consumer resistance to new products, etc. 
 It could also be argued that if the entire PICTA market is able to be supplied by one 
firm (a monopoly) utilising economies of scale (as is quite likely in a number of 
industries), effective competition may not be feasible or desirable, especially if smaller 
scale and inefficient operations are thereby encouraged. 
 On the other hand, having a monopoly operating throughout the PICTA may also 
lead to the undesirable result that the benefits of trade diversion may be captured more 
by the producer than by the consumers.16 

The investment benefits may also not eventuate as expected.  Where the PICTA 
encourages new foreign investment to operate behind high tariff barriers towards the 
non-PICTA countries, there is also the danger that individual FICs may compete with 
each other through tax incentives, for the investors (foreign or local) to locate within its 
geographical boundary.  In most cases, the higher the incentives, the lower the retention 
of national benefits.  The latter in any case may also be small, or even negative, if the 
costs of domestic production are significantly higher than the cost of imports. 
 It has also been argued that by diverting trade from developed countries (with the 
larger knowledge base arising out of their greater stock of research and development) to 
the less developed PICTA countries, the FICs also reduce their learning opportunities.17   
But an opposing argument to this would suggest that there are greater learning 
opportunities to be derived from investment and production opportunities associated 
with import replacement, than there is from mere consumption of finished imported 
items. 
 There is little doubt that an enlarged market through an FTA is likely to bring 
economic benefits to the FTA as a whole and each participating FIC in particular.  
However, for individual industries in some FICs, there will also be costs in terms of 

______________________________________________________________________ 
14 Some countries have a special relationship with NZ (such as Cooks and Niue) while others have 
special links to the US (the compact states of Palau, Marshalls and FSM) 
15 These are: Cook Islands, FSM, Marshall Islands, Nauru, Niue and Palau. 
16 The World Bank (2002) argues that the PICTA member countries should reduce their external tariffs in 
order to reduce the costs of trade diversion.  However, doing so would also reduce the incentives for 
domestic PICTA producers to benefit out of the enlarged FTA market. 
17 World Bank (2002:15). 
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reduced production, reduced employment,  reduced government taxes, and some 
entrepreneurs losing their livelihood. 

There currently seems to have been insufficient acknowledgement of one of the 
most important outcomes of a RTA: that for economies of scale to be enjoyed by some 
PICTA producer, it must simultaneously require some producers in another FIC to 
reduce its market share, and for some, to close down, as the more efficient 
manufacturers from other FICs increase their supply in the bigger markets created by 
the FTA. 
 
Domestic Opposition to Competition 

 
If PICTA-induced trade does arise, it is only natural for producers and workers in 
threatened industries to lobby their respective governments against the imports from the 
other PICTA countries, presenting the old arguments about protecting local jobs, 
incomes and taxes.  The domestic consumers who would enjoy the benefits of free 
trade (usually greater than the costs) typically do not form a counter lobby group.  Most 
FIC governments, mindful of the reactions of disgruntled voters at the next elections,  
have indeed reacted to protect the local lobby groups. 
 The latter type of reactions is obvious from trade developments in the MSG.  At 
recent meetings of the MSG grouping, the smaller islands had expressed concern about 
the survival of their industries.  In August 200218, Solomon Islands officials had 
referred to their Government’s “balance of payments” problems and “SOS” calls from 
some of their industries. Vanuatu expressed concern about the soap and canned meat 
imports from PNG and ice cream from Fiji, which were placing their domestic 
industries under stress.   This meeting noted that the MSG  Agreement allowed 
temporary relief in the form of tariffs (usually 12% or 15%) to be phased out after three 
years.  The meeting agreed that bilateral arrangements on product-by-product basis was 
needed. 
 However, in a later meeting of the MSG Customs Working Group19, the Solomon 
Islands representatives proposed a 3 year temporary suspension of duty free MSG 
trade.  Vanuatu, referring to their declining exports and balance of trade with PNG and 
Fiji worsening, proposed to impose an “injury tariff rate” of 40% on corned beef, 
chicken, pork, fruit juices, ice cream, sawn timber, furniture, and toilet paper.  And 
Solomon Islands proposed to apply injury tariff rates to 37 items over the next 36 
months from the date of inception of this policy.20   

It may be taken for granted that such reversals of free trade policies will continue to 
take place whenever substantial amount of PICTA-induced trade comes into effect in 
product lines where there are competing domestic producers.   
 Governments need an approach which is based more on economic rationality.   FIC 
governments need to understand the exact economics (costs and benefits) of their 
threatened industries and firms.  They need to come to clear conclusions as to the long-
term viability of these industries and firms, before taking decisions to perpetuate or re-
impose a protectionist environment.  There is little indication that FICs in general have 
proceeded in this direction, although all have signed PICTA.21 

______________________________________________________________________ 
18 Informal MSG Trade and Economic Officials Meeting, Forum Secretariat, 5 August 2002. 
19 The 11th MSG Trade and Economic Officials Meeting (Port Moresby, 25 October 2002). 
20 The minutes of the Meeting apparently concluded that “The above two (2) resolutions were adopted at 

the 11th MSG Trade and Economic Officials Meeting, subject to the acceptance of the above resolutions 
by each respective MSG Member Country”. 
21 The Samoan Government and its Ministry of Trade seem to be an exception in this area (see below). 
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It also seems that while many FIC companies are in a position to aggressively target 
other FIC markets, especially within the ambit of PICTA, few are actually 
contemplating doing so.  Some simply do not have the resources to do so.  Some have 
been operating behind protectionist barriers in “comfort zones” for so long, that it is 
virtually a foreign culture to think of competing regionally or internationally.  Most FIC 
companies simply do not have the expertise to take advantage of PICTA.   

For  PICTA to succeed, there needs to be trade facilitation measures, 
familiarisation with administrative and procedural aspects of PICTA, and 
acknowledgement by FICs that there will inevitably be costs, as well as benefits, to 
being part of an RTA.  For some FIC companies, metropolitan multinational control 
with conflicting interests in the FIC markets may also inhibit regional and international 
aggression by the FIC company.22  Some FIC firms, which have the capacity to export 
to other FICs, nevertheless follow company policy not to target markets being supplied 
by the metropolitan company. 
 FIC governments need to prepare for the likelihood that wherever PICTA-induced 
exports begin to succeed in other FIC markets, there will be opposition from those 
currently entrenched in those markets.  FIC Governments need to be prepared to resist 
likely reactions such as the re-imposition of protective duties and resort to PICTA 
“Rules of Origin” regulations to deny access.  This study of relatively simple 
manufactured items such as tobacco and alcohol products well illustrates the kinds of 
difficulties that may be faced by FICs. 

This study gives a good indication of the preparatory analytical work that FICs 
need to do in a whole range of product areas where regional integration is likely to lead 
to greater competition from FICs (such as under PICTA), Australia and NZ (under 
PACER Plus) and the EU (EPAs).  It is on the basis of such detailed studies that FICs 
will be able to prepare themselves for sound decision-making on the extent to which 
they should be prepared to accept the reduction of protective measures for their 
domestic industries. 
 
Tensions Arising from Foreign Ownership and Control 

 
The alcohol and tobacco industries also bring up the implications of foreign control of 
FIC manufacturers, where metropolitan enterprises owned by the dominant foreign 
shareholders are also likely to be the competitors of the FIC enterprises able to gain 
from enlargement of trade under PICTA.  Thus Australian and NZ beer manufacturers 
export beer products to FIC markets which could also be supplied by beer 
manufacturers in the FICs controlled by the same Australian and NZ companies.   

There are complex trade-offs for the foreign controlling interests given that their 
metropolitan factories would be generally far more efficient than their own factories in 
FICs.  For the FIC factories to be maintained, their profitability must necessarily be 
enhanced above the metropolitan levels by higher protection.  For FIC governments, 
therefore, there are complex trade-offs between higher costs to consumers, and benefits 
of domestic employment. 

These issues are likely to be become more prominent if and when FIC markets are 
opened up to greater competition from Australia and NZ under PACER Plus.  A likely 
outcome that is pointed out by this study is that the metropolitan interests may well find 

______________________________________________________________________ 
22 See the Fiji Country Report, on the failure of South Pacific Distillery Limited in Fiji to maximise the 
marketing potential of its Fiji rum.  SPDL, despite the proven international competitiveness and standing 
of its rum, has often not entered international competitions where it has won awards whenever it has 
entered.  Others have recently used SPDL rum, after mere re-branding, to win major awards. 
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it in their interest to close down all the FIC factories and supply the entire FIC market 
using factories in Australia and NZ.  Given the substantial employment costs involved, 
FICs would need to negotiate suitable quid pro quo benefits if any PACER Plus were to 
be acceded to. 
 
The Terms of Reference for this study 

 
The Terms of Reference specified by Forum Secretariat required this study to 
 
(a) provide a statistical profile of the alcohol and tobacco products industries in the 

FICs 
 
(b) assess the significance of these industries for the fiscal revenues of these FICs 

associated with the production, trade and consumption of these products. 
 
(c) assess the impact, if trade in alcohol and tobacco products were to be liberalised 

in accordance with PICTA, as unrestricted products or as part of the “negatives 
list” products, on 

 
(i) the viability of the manufacturers of alcohol and tobacco products 

 
(ii) the viability of other commercial establishments dealing in alcohol and 

tobacco products 
 
  (iii) government revenues 
 

(iv) the long long-term future spatial structure of production, employment and 
government revenues 

 
(d)  consider the feasibility and desirability of following the above courses of action 
 
(e) suggest alternative tax and tariff regimes, compatible with PICTA, that could be 

introduced to replace the current regimes, and examine the likely impact on the 
stakeholders. 

 
(f) identify alternative courses of action open to individual FICs on the integration 

of alcohol and tobacco products into PICTA 
 
(g) advise on the main considerations that must be included in new fiscal legislation 

relating to alcohol and tobacco products for FICs. 
 
It was decided that the study would include a representative sample of countries and 
consult with the relevant government officials and private sector alcohol and tobacco 
industry representatives.  Papua New Guinea, Vanuatu, Fiji, Tonga, Samoa, Cooks, 
Palau and Kiribati were chosen after consultation with Forum.  The field visits were 
made over the period late October to December of 2002.   All the governments and 
most of the private sector interests co-operated with the study.23 

______________________________________________________________________ 
23 The one exception were the PNG alcohol product manufacturers, who failed to provide data or  grant 
access to the factories. 
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Tobacco industries under PICTA 

 
 
 
The tobacco product manufacturers in Papua New Guinea, Solomon Islands, Fiji and 
Samoa are all owned by British American Tobacco (BAT). They manufacture 
cigarettes, “Roll Your Own” (RYO) products, and also local varieties of “stick” 
cigarettes which are cruder versions of cigarettes, sometimes using print newspaper as 
the wrapping for the tobacco (as in PNG). 
 BAT operates as virtual monopolies in all these countries, although there is a 
variety of “competition” from the informal sector.  In some countries, such as Fiji, there 
is a significant informal tobacco industry, consisting of small subsistence farmers 
growing tobacco, drying and forming into “twist” tobacco- known locally as “sukhi”.   
This  informal industry operates outside of government control.  Increasingly (as in Fiji, 
Samoa and Tonga) there is also ‘competition” from marijuana grown and sold illegally. 
 The factories in PNG, Samoa and Solomon Islands all use imported tobacco and 
other inputs.  BAT (Fiji) is the only subsidiary which uses domestically grown and 
processed tobacco: some 
73 percent of the tobacco 
used by BAT for 
manufacture of cigarettes 
in Fiji, is grown locally 
by small farmers.24 
 
Employment 

 
The tobacco manufacturers all provide significant employment in their local contexts, 
with roughly 19% being women. There are significant numbers also employed on the 
Fiji farms which supply BAT with the locally grown tobacco.  These Fiji numbers are 
useful to examine, in that they also 
indicate the extent to which BAT in the 
other three manufacturing countries, 
could also generate employment (to 
twice the total current factory 
employment levels), were they to 
encourage local farmers to grow 
tobacco as a substitute for imported tobacco.  Some 25% of the farm labour comprises 
women. The tobacco imported for manufacture in any of these four factories, could of 
course be grown in their own territories (or in any of the participating PICTA countries 
if the ROO allow). 
 

______________________________________________________________________ 
24 PNG has used locally grown tobacco in the past. 

Table 2.1  Employment in tobacco product factories (2001) 

 PNG Solomon Is Fiji Samoa Total 

 255 161 132 46 594 

   Males 220 151 92 20 483 

   Females 35 10 40 26 111 

 

Table 2.2  Employment on Fiji farms 

 Full-time Part-time Total 

Total  20 177 197 

   Males 17 130 147 

   Females 3 47 50 
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However, prior 
to policy 
measures to 
encourage the 
greater 
production of 
tobacco in the 
PICTA 
countries, there 
would need to  be a carefully considered decision by the respective governments, 
whether, on long-term health grounds, it would be wiser to not strengthen tobacco 
value adding industries.  These may be politically more difficult to reduce in the future 
given the larger required reduction of domestic employment and incomes. 

  
It seems that BAT (PNG) is by far the largest factory of the four and would be one of 
the two prime candidates (other than Fiji) for the location of the “the one” factory 
which BAT would probably prefer to supply the entire PICTA market. 25  Rough 
estimates of physical productivity per worker (millions of cigarettes produced per 
worker) suggest that the PNG factory is a third more productive than the Fiji factory, 
and roughly double that of the Samoan factory.  The Solomon Is factory, on the basis of 
the limited information available, would seem to have extremely low levels of 
productivity. 

 
The sales of BAT in each of their producing countries supply virtually the entire 
domestic market (except for Fiji with its significant informal sector).   In no small 

______________________________________________________________________ 
25 While production in PNG is given only as “cigarettes”, roughly a half of these are the local “stick” 
tobacco products which previously were charged a much lower rate of excise duty. 

Table 2.3 Production of tobacco products (quantities and $) 

 PNG Sol. Is Fiji Samoa Total 

 2002 2002 2001 2001  

Cigarettes (mil. of sticks) 1039 24 405 115 1584 

Tobacco (RYO)(000 kgs)  59  23 82 

Sales ($mils local currency) 182.9  54.1 37.0  

 

Table 2.5 Tobacco duty structure: producing countries (mid-2002) 

  Local Tobacco Imported Tobacco 

  Excise Duty Excise Duty Import duty 

Fiji (2003) F$ per kg 39.53 67.31  

PNG K per 000 sticks 32.56 32.56 80.00 

Solomon Is SBD$ per kg 40.00 300.00  

Samoa (2002/03) WST per 000 110.15 # * 

# Greater of 185% of cost or $127.36 per kg  *  70% cif +$7/kg 
[Source: BAT and national budget documents] 

 

Table 2.4  Cigarettes duty structure: producing countries (mid-2002) 

 Unit Local Cigarettes Imported Cigarettes 

  Excise duty Excise Duty Import duty 

Fiji (2003) F$ per 000 77.87 116.80  

PNG Kina per 000 127.00 127.00 80.00 

Solomon Is SBD$ per 000 300.00 420.00  

Samoa (2002/03) per 000 (WST) 149.18 # * 

# Greater of 185% of cost or $149.18           * 90% cif + $7 per kg 
Source: BAT and national budget documents 
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measure, this is due to the very high 
levels of protection afforded the 
domestic manufacturers, as is 
indicated by Table 2.6.   The specific 
duty structure for cigarettes, locally 
produced and imported, are as in 
Table 2.4. 

There is a similar duty structure 
for other tobacco products. Table 2.6  
indicates the duties of the non-
producing countries on cigarettes.  It should be noted that high statutory duties can be 
misleading if imports are thereby virtually prohibited.   Examining the actual tobacco 
product imports of both the producing and non-producing countries, and the actual 
duties paid, reveals considerable diversity in rates of duty effectively charged. 
 For countries such as Samoa and PNG, the specific duties are so high that 
effectively consumption of imported products by the ordinary citizens are totally 
discouraged, and the effective duty paid is no reflection of the actual duties 
chargeable.26 

 
What does stand out, however, is that there is a “lower tier” of non-producing countries 
which charge relatively low import duties on cigarettes: Kiribati and Tonga, with 160% 
and 166% respectively (while the regional average is 301%), while Palau charges an 
astonishingly low 37% import duty on cigarettes, with the resulting low prices no doubt 
largely responsible for a correspondingly high rate of consumption.   
 It may be noted that Kiribati also has a rather low rate of duty (a mere 20%) on 
non-cigarette tobacco products while the regional average is 137%.  On health grounds, 
it would seem that these low duty countries could benefit by raising their duties to 
regionally consistent levels in order to discourage tobacco product consumption.  In the 
process, of course, there is likely to be significant increases in government  tax 
revenues, which should be earmarked for health expenditure associated with addressing 
the medical costs associated with treating tobacco related diseases. 
 
 

______________________________________________________________________ 
26 This is not particular precise as totally prohibitive duties will tend to distort the final numbers. 

Table 2.7 Imports of tobacco products (local currencies) 

 Cigarettes Other tobacco products 

 Values Duties Percent Values Duties Percent 

 ($000) ($000) % ($000) ($000) % 

Cooks 319 1368 429 97 132 136 

Kiribati 1296 2073 160 1832 373 20 

Fiji 137 421 306 19 24 129 

Palau 2254 830 37 4 7 150 

PNG (kina) 32 226 696 132 281 212 

Samoa (WST) 30 8 na 3 0 na 

Tonga 954 1580 166 482 930 193 

Vanuatu (vatu) 106000 336000 316 30000 35000 120 

Average duty   301   137 

 

Table 2.6   Import duties on cigarettes 
(non-producing countries) 

Country 
Duty 

(local currency) Unit 

Kiribati 60.00 per 000 cigs 

Palau 250.00 per 000 cigs 

Tonga 96.00 per 000 cigs/kg 

Vanuatu 12868 per 000 cigs/kg 
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Significance of tobacco revenues to Government 
 
For all of the tobacco manufacturing countries, the domestic manufacturer is a 
significant generator of taxes- mainly excise, but also import duties on raw materials 
and other inputs (excluding VAT).  PNG and Fiji both generate roughly 4% of total 
government revenue, while in Samoa it generates a large 10%.  There is little doubt that 
fiscal stability for the respective governments requires that such revenues be protected. 
 

 
However, the revenue argument is not sufficient: current levels of  Government 

revenues can be protected whether consumers consume locally manufactured tobacco 

products or imports.  This can be seen easily if Governments were to legislate  to 
charge the same specific excise duties per thousand cigarettes or kg of tobacco whether 
domestically produced or imported.  Indeed, given that metropolitan manufacturers are 
relatively more efficient than local manufacturers, Governments could probably charge 

more on imports and raise greater revenues while maintaining the same local final 

prices. 

 
Table 2.9 indicates that government tax revenues (excluding VAT) are a large 
percentage of total sales of these domestic manufacturers.  Fiji derives the largest 
percentage take at 66%, while Samoa and PNG governments derived around 50% of 
the sales value.  But these percentages need to be also compared with the percentage 
duties that can be raised by Government from equivalent imports.   The higher duty 
(non-producing) countries charge import duties which range from 160% for Kiribati 
and 166% for Tonga, to 316% for Vanuatu.27    

It would be quite feasible for all FIC governments, including those who 

manufacturer tobacco products domestically, to raise exactly the same revenues by 

charging current levels of excise duties on imports.   
 

______________________________________________________________________ 
27 These percentages are not directly comparable, since the import duty percentages are estimated on cif 
values, while the domestic tax percentages (excises etc) are estimated on final sales values, which, for 
imported products would be the cumulative sum of cif values, import duties, distribution costs, and 
wholesale and retail profit margins. 

Table 2.8  Govt. revenues from tobacco products (millions of local currency) 

 PNG Sol.Is Fiji Samoa 

Excise Duties ($m local currency) 80.1 9.5 31.7 18.4 

Customs Duties 0.2 0.2  0.6 

Company tax 12.5 4.8 4.1 0.9 

Revenues from Tobacco products 92.8 14.5 35.8 19.8 

Total Government Revenue 2294  988 198.7 

Tobacco revenue as % of Govt. Revenue 4.0  3.6 10.0 

 

Table 2.9   Government revenues from domestic manufacturers ($m and %) 

 Fiji Samoa PNG 

Estimates of tobacco product sales ($m, WST, kina) 54 37 183 

Govt. rev. from tobacco (exc. VAT) ($m, WST, kina) 36 19 93 

Percentage of sales (%) 66 52 51 
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As the unit costs of imported cigarettes and other tobacco products are considerably 
lower than domestically produced cigarettes and tobacco products, there is a likelihood 
that governments can derive even higher revenues by charging higher excise duties 
equally on domestically manufactured tobacco products and imports, although this 
would no doubt result in the closure of the domestic plants and the loss of jobs.   
 The latter scenario has the potential to result in higher government revenues and 
higher profits for the tobacco product manufacturer (BAT).28  It would seem therefore 
that the need for perpetuation of the status quo has to go beyond that of revenues for 
government, and focus on the wider employment and income benefits derived from the 
tobacco manufacturing industries. 
 For Samoa, PNG and Solomon Islands, where the major inputs- tobacco, paper, 
machinery- are  all imported, the effective rates of protection of the manufacturer is 
likely to be extremely high, and probably would not be justified by the minimal 
employment created.  For Fiji, the case may be slightly stronger, given that some three 
quarters of the tobacco used is actually grown in Fiji. 
 
Strategies for integrating Tobacco into PICTA 

 
Currently, the revenues derived by Governments are from fiscal/import duties and 
levies on imports of inputs,  excise duties on domestic products, and import duties and 
levies on imports of finished products.  Different countries have different rates applied 
to them.  In Fiji, fiscal duties on imports of inputs (tobacco leaf) encourages 
manufacturers to use domestically grown leaf. 
 The smoothest way for governments to move tobacco products to PICTA and to 
protect their current revenues, would be to derive the bulk of revenues from excise 
duties, applied equally on both domestically produced goods and imports. 
 
PICTA countries could then maintain two tiers of import duties:  
 

(a) a moderate and reducing tier for imports from PICTA countries, for 
“originating” products. 

 
 (b)  a higher tier for imports from non-PICTA countries 
 
The first set of import duties (for internal PICTA trade) could reduce over time, 
according to schedules 
 

(a) for originating goods in general (Annex II, paragraphs 3 and 4, PICTA) or  
 

(b) as part of the “excepted imports”/“negatives lists” (Annex IV, PICTA), or 
 
(c)  a new (lower) schedule or reducing duties.  

 

______________________________________________________________________ 
28 Given a particular capacity of the market to pay, there is probably a bigger margin between the cif 
price of the imported item, and the ex-factory price of the domestically produced item.  The key question 
would be the actual distribution of this gross margin between the foreign exporter, the domestic 
government, the domestic wholesalers and retailer and the domestic consumers. 



Chapter 2         Tobacco industries under PICTA 

 

 

14 

In option (a) above, for originating goods in general subject to PICTA, and currently 
with specific or fixed tariffs, PICTA  (Annex II, paragraphs 3 and 4) stipulates the 
following reduction schedule29: 
 

 
Thus for Fiji and PNG manufacturers, the protective margin vis a vis exports from 
other PICTA producers would be 80% at the time of the implementation of PICTA, 
reducing to 60% by 2004, 40% by 2006.   For Solomon Is and Samoan tobacco product  
manufacturers (classified as LDCs) the protective margins are slightly higher (by 20 
percentage points for each year). 
 These margins of preference should give the domestic manufacturers a grace period 
of at least four years, before the margins reduce to levels at which competition could set 
in from other PICTA producers/exporters. 

 
If governments and producers wish to give a longer breathing space, then the tobacco 
products could be placed on the lists of “excepted imports”30 (Annex IV) and the reduction 
in duties would be even more gradual.   Almost certainly, the domestic manufacturers of 
tobacco products would be protected from exports of other PICTA countries for some eight 
years before margins reduce to the levels at which competition may begin.   Table 1.12 
summarises this schedule for duties which are currently fixed/specific, expressed as 
percentages of base tariff values. 31 
 Alternatively, a completely new schedule of reducing duties could be specified for 
trade in alcohol and tobacco products, under PICTA, although this would not seem to 
be necessary given the flexibility and extended time-frame provided by the first two 
options. 
 It is also suggested that the margin of advantage for PICTA manufacturers (against 
non-PICTA exports) be set high enough to give some protection to PICTA producers, 
but not so high that imports of better quality and diverse range of products are 
completely shut out.  It is important to subject all PICTA producers to some 

competition, as an incentive to greater efficiencies, and improvement in quality and 

range of products.  Without competition, domestic manufacturers would sink into 

complacency, resulting in poor quality over-priced products. 
 
 

______________________________________________________________________ 
29 Applying from 1 January each year. 
30 Countries signing PICTA may wish to re-look at the clause which states that products which are 
already being exported are not eligible to be placed on the excepted imports list.  There are small exports 
of tobacco products taking place currently. 
31 Applying from 1 January each year. 

Table 2.10   Ordinary items:  maximum specific tariff  as % of base tariff value 

Category Start 2004 2006 2008 2010 2012 

LDCs and SISs no change 80% 60% 40% 20% 0% 

Others 80% 60% 40% 20% 0% 0% 

 

Table 2.11   Excepted imports: maximum specific tariff  as % of base tariff (value): 

Category Start 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

SIS/LDCs 100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0% 

Others 100% 85% 70% 60% 50% 40% 30% 20% 10% 10% 0% 
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Would PICTA tobacco products satisfy the ROO criteria? 
 
It is critical that PICTA countries examine whether the tobacco products of their 
manufacturers would satisfy the ROO criteria and enable their export to other PICs 
under PICTA advantages. 
 Precise financial data of operating costs was not made available by BAT for 
commercial reasons.  However, it may be reasonably surmised, given that cigarette 
manufacturers in PNG, Solomon Is and Samoa depend completely on imported inputs 
(machinery, tobacco, paper, packaging), that their cigarette and tobacco products would 
currently have difficulty in satisfying the minimum 40% value added requirement: 
duties and taxes paid to government, and manufacturers’ profits, are not allowed to be 
included as “local value added”.32    
 Thus only tobacco products manufactured in Fiji (with 73% of the tobacco locally 
grown), are likely to qualify as “originating goods” under PICTA, and could be 
exported to the other PICTA countries with duty preferences.  In the short to medium 
term, the cigarette manufacturers in PNG, Solomon Is and Samoa may continue to 
produce and satisfy their domestic market.  Over the long term, if they have ratified 
PICTA, the reduction on duty on imports from other PICTA producers (namely Fiji), 
would lead to competition in their markets and some, if not complete, displacement of 
their local products. 
 Over the long run, to satisfy the ROO requirement for exporting to other PICTA 
countries, BAT in PNG, Solomon Is and Samoa would have several options: 
 
(a) begin domestic tobacco growing industries in order to increase the domestic 

value added of their tobacco products beyond 40% 
 
(b)  buy Fiji-grown tobacco in their manufactures33 
 
(c) shut down and use the Fiji plant to satisfy the whole PICTA market, if 

necessary making the international brands demanded in some FICs. 
 
The last option would result in significant losses of jobs in PNG, Solomon Is and 
Samoa, which the respective governments would probably, currently, and normally, 
find unacceptable.  PICTA governments might wish to examine the first option, 
provided that the health concerns about further strengthening their domestic tobacco 
industry (with its significant negative externalities), have been addressed first. 
 
Impact in non-producing countries 

 
When the duty preferences under PICTA begin to come into effect, there is likely to be 
some substitution of imports of tobacco products from non-FIC countries to the PICTA 
producers.  Countries where this is likely to take place are Palau, Kiribati, Tonga, and 
Cook Islands. 
 It is currently the case that these countries are supplied by metropolitan products 
from the United States, Australia and NZ and the consumer preferences in these FICs 
are currently patterned by the “taste” characteristics of the metropolitan brands.  

______________________________________________________________________ 
32 Of course, “creative accounting” may transfer profits to items which do qualify. 
33 It is not clear from the Annex whether materials bought from PICTA partner countries, can be included 
as part of the 40% “local value added”.   They should be, if greater intra-PICTA trade of inputs is to be 
encouraged.  This needs to be clarified by PICTA countries. 
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Substitution of the metropolitan brands by PICTA brands may require a substantial 
adjustment by PICTA consumers who will be influenced not just by the price 
differentials between PICTA products and metropolitan products, but also by 
perceptions of differences in quality and taste. 
 There may well need to be adjustment of production processes and tobacco product 
formulae, so that the PICTA exporters can manufacture products of the type desired by 
the export markets within PICTA.   These may be costly for PICTA manufacturers to 
implement, especially for relatively small production runs. 
 
Need for dialogue between BAT and PICTA governments 

 
The cigarette manufacturing industries likely to be affected by PICTA all have one 
owner- British American Tobacco.  This considerably simplifies the likely outcomes 
under PICTA and improves the options for regional co-operation, although there is 
some possibility of trade-offs between the national FIC interests, and those of BAT as a 
private profit-maximising entity.  

Given the economies of scale possible at its metropolitan factories, BAT, ceteris 
paribus, would find it most profitable to supply the entire Pacific market from one of its 
metropolitan plants. 
 If PICTA were to come into operation as envisaged above, BAT, in the short run, 
would continue production in all of its current plants- in Fiji, PNG, Solomon Is and 
Samoa- supplying the domestic markets. 

If the Fiji tobacco products satisfy the ROO requirements, then the Fiji products 
may eventually develop an advantage in exporting to all the PICTA countries, 
ultimately displacing both non-FIC exports and domestic production.  Currently, the 
Fiji plant does have significant excess capacity.34 
 It is also the case that the smaller plants (in Samoa and Solomon Islands) are 
probably relatively inefficient.   The plant in Samoa is old and in need of replacement.  
Replacement, given the current domestic demand, is likely to lead to excess capacity, 
unless export markets are also addressed.  Currently, Samoan products are unlikely to 
qualify under the ROO requirements of PICTA.    
 An important consideration for BAT therefore would be the investment required to 
make some of their Pacific plants efficient in response to pressures from other PICTA 
exports.   An equally important consideration for the PICTA governments, is whether 
the costs of continued high levels of protection required by BAT to continue domestic 
production is economically worth the employment benefits. 
 Governments of countries with tobacco product manufacturing plants, may find it 
useful to have a combined meeting with BAT, to discuss the most advantageous 
development of their national interests under PICTA, with respect to these industries.   
Some countries may be willing to shoulder short-term costs of closing certain 
industries, in return for trade concessions on other fronts by benefiting countries.  This 
will require some degree of bargaining and “horse-trading” by trade officials and 
private sector interests. 
 
 

 

 

______________________________________________________________________ 
34 It currently operates only one shift a day, suggesting that at least a doubling of output is possible from 
the same plant. 
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Health issues and tobacco control 
 
One of the expected benefits of tobacco products becoming part of a RTA such as 
PICTA is the supposed advantage of addressing a number of health concerns on a 
consistent regional basis, rather than the wide range of disparate national approaches 
currently in place.35  To this end, it may be noted that FICs are attempting to develop 
regional consensus on tobacco control and a number of FICs in 2001 adopted the 
“Sydney Agreement on Tobacco Control”.36   There was agreement on the following 
elements:  
 
* generic packaging be pursued as a desirable strategy for reducing tobacco use 
 
* the strongest, most locally relevant health warnings be required 
 
* public health goals of the Framework Convention be given priority over trade 

considerations 
 
* significant progressive taxes be imposed on tobacco products 
 
* there be a total prohibition of tax-free and duty-free tobacco product sales 
 
* tobacco exporting countries provide technical support and resources to low income 

countries to strengthen their tobacco control programs 
 
* the prohibition of exposure to passive smoking in public places, work places, and 

the reduction of exposure to passive smoking in other settings. 
 
More importantly, on 1 March of 2003, after some four years of work, some 71 
Member States of the World Health Organization (WHO) agreed on a global 
Framework Convention on Tobacco Control, to be presented to the World Health 
Assembly in May.  While there have been nearly 20 World Health Assembly 
resolutions to support tobacco control since 1970, the difference with this treaty is that 
these obligations will become legally binding for Parties to the convention once it 
comes into force.  In its preamble, the text explicitly recognizes the need to protect 
public health, the unique nature of tobacco products and the harm that companies that 
produce them cause.  The text requires signatory parties to implement comprehensive 
tobacco control programmes and strategies at the local, national, and regional levels.    
Some of the key elements of the final text include: 
 
Taxes – The text formally recognizes that tax and price measures are an important way 
of reducing tobacco consumption, particularly in young people, and requires signatories 
to consider public health objectives when implementing tax and price policies on 
tobacco products. 
 

______________________________________________________________________ 
35 I am grateful to Dr Caleb Otto (Director of Bureau of Public Health, Palau National Hospital) for his 
assistance in providing the material for this section. 
36 The signatories of the 13 October 2001 Agreement were the following WHO Western Pacific Region 
Member States: Cook Islands, Fiji, Kiribati, Marshall Islands, New Zealand, Niue, Palau, Papua New 
Guinea, Samoa, Solomon Islands, Tonga and Vanuatu. 
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Labeling – The text requires that at least 30 per cent - but ideally 50 per cent or more - 
of the display area on tobacco product packaging is taken up by clear health warnings 
in the form of text, pictures or a combination of the two.   Packaging and labelling 
requirements also prohibit misleading language that gives the false impression that the 
product is less harmful than others. This may include the use of terms such as “light”, 
“mild” or “low tar”. 
 
Advertising – While all countries agreed that a comprehensive ban would have a 
significant impact in reducing the consumption of tobacco products, some countries 
have constitutional provisions – for example, those covering free speech for 
commercial purposes – that will not allow them to implement a complete ban in all 
media. The final text requires parties to move towards a comprehensive ban within five 
years of the convention entering into force. It also contains provisions for countries that 
cannot implement a complete ban by requiring them to restrict tobacco advertising, 
promotion and sponsorship within the limits of their laws.  The text requires signatories 
to the convention to look at the possibility of a protocol to provide a greater level of 
detail on cross-border advertising. This could include the technical aspects of 
preventing or blocking advertising in areas such as satellite television and the internet. 
 
Liability – Parties to the convention are encouraged to pursue legislative action to hold 
the tobacco industry liable for costs related to tobacco use. 
 
Financing – Parties are required to provide financial support to their national tobacco 
control programmes.   In addition, the text encourages the use and promotion of 
existing development funding for tobacco control. A number of countries and 
development agencies, have already pledged their commitment to include tobacco 
control as a development priority. 
 
The text also requires countries to promote treatment programmes: to help people stop 
smoking, and education to prevent people from starting, to prohibit sales of tobacco 
products to minors, and to limit public exposure to second-hand smoke. 
 There is every likelihood that most of the FICs will be party to this global 
convention.  Given the costs of adhering to its elements, it would be useful for the 
PICTA parties to enter into dialogue with BAT, to agree on a regional approach to 
relevant issues. 
 
 



Chapter 3         Beer industries under PICTA 

 

 

19 

 

Chapter 3 

 

 

 

Beer industries under PICTA 
 
 
 
 
The beer industries in the FICs are represented by two large breweries (PNG and Fiji), 
two of moderate size (Samoa and Solomon Islands) and five micro-breweries (2 in 
Fiji37, and 1 each in Tonga, Cook Islands and Palau).  All the breweries use imported 
material inputs of hops, barley, malt 
and yeasts, with the exception of the 
sugars used by the Fiji and PNG 
breweries. 
 Most of the breweries make a 
variety of products- bitters, lagers, 
and even stout-type beers.  Most of 
the FIC breweries have experimented 
with the composition of their beers to 
try and please the local palate, which 
is usually different from the 
metropolitan tastes originally geared 
to by the beer manufacturers.38  
Some have successfully turned their 
breweries around because of astute changes to their beer formulae. 
 The large and 
moderate sized 
breweries employ 
significant numbers 
of workers, while the 
micro-breweries, by 
their very nature, 
employ a handful 
(Table 3.1).  Some 
13% of the employees 
are women. 39

   

 The scale of 
operation of these 
breweries are diverse. 
Table 3.2  indicates 

______________________________________________________________________ 
37 One of these is currently closed (2009). 
38 Some of the original products manufactured have had German, Dutch, Australian, and NZ origins. 
39 There are no estimates of employment in the newly established micro-brewery in Fiji which has yet to 
begin production. 

Table 3.1 Employment in breweries 

 Males Females Total 

Cooks (2001) 2  2 

Fiji (2001) 130 20 150 

Palau 3  3 

PNG (2001) na na na 

Samoa (2002) 98 22 120 

Solomons (2002) 94 5 99 

Tonga (2001) 38 2 40 

Vanuatu (2001) 25 10 35 

Grand total 390 59 449 

 

Table 3.2 Output (000 litres)/Sales ($000) and 
Output per employee. 

Production/Sales Output Sales Output  per 

 000 litres $000 loc.curr Employee 

Cooks (2001) 46 78 23 

Fiji (2001) 17700 23914 118 

Palau 59 209 20 

PNG (2001) 28809 170625 na 

Samoa (2002) 5048 40397 42 

Solomons (2002) 2170 23554 22 

Tonga (2001) 800 2356 20 

Vanuatu (2001) 492 231943 14 

Total 55124  123 
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that Fiji (and probably PNG) are on a completely different tier of productivity of 
employees- with roughly five times the physical output per employee (118 thousand 
litres per employee) than the micro-breweries (around 20 thousand litres per employee) 
and about three times the productivity of the Samoan brewery (42 thousand litres per 
employee).  The Solomon Is brewery, surprisingly, seems to have about the same 
output per employee as the micro-breweries. 
 

Contribution to Government Revenues 
 
The breweries in Fiji and 
Samoa contribute 
significant amounts, both 
absolutely and relatively, 
to their respective 
governments’ tax and 
total domestic revenues. 
 Table 3.4 indicates 
that the Samoa brewery 
contributes some 7.2% to 
its government’s total tax 
revenue and 6.6% to its 
total revenue.   For Fiji, 
the one major domestic brewery contributes some 3.2% to total tax revenues and 2.4% 
to its total revenues.  This is a significant contribution for just one consumer product. 40 

 
Table 3.5 suggests that there is considerable variation in the rates of excise and import 
duties charged across the FICs, and the methods of charging of the duties.  While the 
most consistent method would be to charge per litre of alchol contained in the products, 
many countries merely charge by the litre of fluid.  Some countries currently charge 
both import duty and excise duty on imports. 41 

______________________________________________________________________ 
40 1998 data  has been taken as representative of government revenues, before the recent crises (IMF 
Country Report) 
41 This is only an indicative table as most countries have different scales depending on the percentages of 
alcohol contained, and also percentage duties applicable if it results in a higher revenue.  The marginal 
percentages differ widely from country to country.  

Table 3.3  Contribution to Govt. Revenues ($000 loc.curr.) 

 Excise Corporate Total beer 

 Taxes Taxes Taxes 

Cooks (2001) 18 na  

Fiji (2001) 21700 2088 23788 

Palau na na  

PNG (2001) (kina) 69800 na  

Samoa (2002) 11046 2057 13103 

Solomon Is (2002) 3164 na  

Tonga (2001) 800 na  

Vanuatu (2001) (vatu) 50 4 54 

 

Table 3.4 Importance of domestic beer revenues to government revenues ($000) 

 Beer Total Total As percentage of 

 Taxes Taxes Revenue Tot.Taxes Tot.Rev. 

Cooks (2001) 18 57430 67630 0.0 0.0 

Fiji (2001) 23788 752000 987546 3.2 2.4 

Palau 0 22652 28555 na na 

PNG (2000) 69800 1882000 2388000 3.7 2.9 

Samoa (2002) 13103 182700 198700 7.2 6.6 

Solomons (2002) 3164 326100 373900 1.0 0.8 

Tonga (2001) 800 66534 85864 1.2 0.9 

Vanuatu (2001) 52 6260 6890 0.9 0.8 
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Nearly all countries also 
charge import duties by 
percentage if it results in 
a higher revenue from 
the imported product.  
The overall impact on 
imports and taxes raised 
from imports, may be 
better judged by the next 
table. 
 
Import Competition 
 
There is interesting 
diversity of the extent to 
which imported beers are allowed to compete with domestically produced beer, via the 
structure of import and excise duties.42 Fiji, Samoa and Tonga effectively charge more 
than 100% duty in beer imports, with Tonga being the highest at 259%.  Palau (with 
37%), Cook Is (with 64%), Vanuatu (70%)  and PNG have low to moderate import 
duties. 

 
These import duties are reflected in the estimated shares the breweries have of the 
domestic beer markets.43  Fiji, Samoa and PNG producers virtually supply their entire 
markets while Tonga has around 85%.  The major Vanuatu brewery has only a half its  
beer market, for a number of reasons.44   The micro-breweries in Palau and Cook 
Islands have a minor share of the domestic market for beer - at just around 5%- 
reflecting the relatively low duties charged on imported beer, and their problems of 
maintaining quality. 
 

 

______________________________________________________________________ 
42 Assuming an arbitrary 50% markup from import values to retail prices. 
43 The values and duties paid are in local currency. 
44 The Vanautu beer consumption has been drastically affected by the recent sharp rise in consumption of 
ultra-cheap domestically produced spirits and mixed drinks (see below). 

Table 3.5  Excise and import taxes on beer (local currency) 

 Excise duty Import duty 

Cooks 0.40 per litre 21.75 per lal 

Kiribati   1.40 per litre 

Fiji (2003) 1.34 per litre 2.43 per litre 

Palau none  0.51 per litre 

PNG 51.55 per lal 60.00 per lal 

Samoa 2.00 per litre 43.20 per lal 

Solomon Is (2003) 4.00 per litre 10.00 per litre 

Tonga 0.83 per litre 2.20 per litre 

Vanuatu (2003) 129 per litre 245 per litre 

 

Table 3.6 Beer imports (values, duties) and share of market 

 Values Duty paid Perc. Dom. Sales as % of 

 ($000) ($000) Duty Tot.Consumption 

Cooks (2001) 1251 802 64 4 

Fiji (2001) 325 402 124 98 

Kiribati (2001) 1729 2192 127 not applic. 

Palau (2002) 2,820 1,043 37 5 

PNG (2001) 3411 2778 81 99 

Samoa (2002) 116 127 109 100 

Solomons na na na na 

Tonga (2001) 251 650 259 86 

Vanuatu (2001) 128000 90000 70 55 

Unweighted aver.   109  
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Integration of beer into PICTA 
 
In metropolitan and developing countries the world over, the universal free market 
trend has been for economies of scale to prevail and small regional breweries to 
succumb to the large multinationals, with the minor45 exception of “boutique” 
breweries.  This tendency is at work in the Pacific as well (including Australia and NZ). 
 It is almost certain, therefore, that were there to be completely free trade in beer 
products amongst the PICTA countries, that the beers from Fiji, PNG and to a lesser 
extent Samoa, would tend to displace the beers from the smaller breweries in Vanuatu, 
Tonga, Palau and Cook Islands. 
   In just the same way that all the FIC beers would be likely to be replaced by the 
metropolitan beers from US, Australia and NZ, were the FICs to be opened up 
completely to international trade.46 
 However, it may be argued that the local beers of PNG, Solomon Is, Vanuatu, Fiji, 
Samoa, Cook Islands, Tonga and Palau should be considered “unique” products,  which 
give a “cultural identity” and diversity to the country, especially in the context of their 
tourism industries.    These breweries need to be preserved and strengthened into being 
relatively efficient industries, which over time, may be subjected to greater competition 
from within PICTA, and eventually from non-PICTA countries. 
 Currently, the revenues derived by Governments are from fiscal/import duties and 
levies on imports of inputs,  excise duties on domestic products, and import duties and 
levies on imports of finished products.  Different countries have different rates applied 
to them. 
 The smoothest way for governments to move beer products to PICTA and to 
protect their current revenues, would be to derive the bulk of revenues from excise 
duties, applied equally on both domestically produced goods and imports.  PICTA 
countries could then maintain two tiers of import duties: 
 
(a) a moderate and reducing tier for imports from PICTA countries, for 

“originating” products. 
 
(b)   a higher tier for imports from non-PICTA countries 
 
The first  set of import duties (for internal PICTA trade) could reduce over time as 
outlined for originating goods in general (Annex II, PICTA) or as part of the “excepted 
imports”/“negatives lists” (Annex IV, PICTA), or according to a special schedule 
created for beer products trade under PICTA. 
 For originating goods in general subject to PICTA,47 and currently with specific or 
fixed tariffs, PICTA  (Annex II, paragraphs 3 and 4) stipulates the reduction schedule 
as in Table 1.19.48 

______________________________________________________________________ 
45 Minor in terms of market share. 
46 It is unlikely that the lower labour costs of breweries in the FICs would be enough to compensate for 
the economies of scale advantages of the metropolitan breweries. 
47 Pacific LDCs are: Samoa, Vanuatu, Solomons, Kiribati and Tuvalu.  Pacific SISs are Kiribati, Tuvalu, 
Cooks, Nauru, Marshall Islands, and Niue. 
48 Applying from 1 January each year. 
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Thus for Fiji and PNG manufacturers, the protective margin vis a vis exports from 
other PICTA producers 
would be 80% at the 
time of the 
implementation of 
PICTA, reducing to 
60% by 2004, 40% by 
2006.   For all other 
smaller countries, (classified as LDCs or SISs) the protective margins are slightly 
higher (by 20 percentage points for each year).   These margins of preference should 
give the domestic manufacturers a grace period of at least four years, before the 
margins reduce to levels at which competition could set in from other PICTA 
producers/exporters. 
 If governments and producers wish to give a longer breathing space, then the beer 
products could be placed on the lists of “excepted imports”49 (Annex IV) and the 
reduction in duties would be even more gradual as in Table 3.8.50 Almost certainly, the 
domestic manufacturers of beer products would be protected from exports of other 
PICTA countries for some eight years before margins reduce to the levels at which 
competition may begin. 

 
Alternatively, a completely new schedule could be specified for trade in alcohol and 
tobacco products, under PICTA, although this would not seem to be necessary given 
the flexibility and extended time-frame provided by the first two options. 
 It is suggested that the margin of advantage for PICTA manufacturers (against non-
PICTA exports) be set high enough to protect PICTA production, but not so high that 
imports of better quality and diverse range of products are completely shut out.  This 
would subject the domestic manufacturers to some competition, ensuring an incentive 
to greater efficiencies, and improvement in quality and range of products.  Without 

some competition, domestic manufacturers would sink into complacency, resulting in 

poor quality over-priced products. 
 The impact of these differential sets of duties on imports from PICTA countries 
and non-PICTA countries is that in a number of non-beer-producing countries (such as 
Kiribati), there is likely to be replacement of Australian and NZ exports of beer by 
exports from the PNG, Fiji, and Samoan beer.  Such displacement is likely to occur also 
in countries where there are micro-breweries which may not be able to compete with 
the large PICTA producers. 
 Certainly for the Australian beer producers such as CUB (Australia) one strategy 
for  maintaining their brands in the FICs will be to produce the Australian brands under 

______________________________________________________________________ 
49 Countries signing PICTA may wish to re-look at the clause which states that products which are 
already being exported are not eligible to be placed on the excepted imports list.  There is negligible 
exports of tobacco products taking place currently. 
50 Applying from 1 January each year. 

Table 3.7    Max. specific or fixed tariff on goods 
as % of base tariff value from 

Category Start 2004 2006 2008 2010 2012 

SISs/LDCs no change 80% 60% 40% 20% 0% 

Others 80% 60% 40% 20% 0%  

 

Table 3.8   Maximum specific/fixed tariff on goods, as % of base tariff (value) 
Category Start 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

SIS/LDCs 100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0% 
Others 100% 85% 70% 60% 50% 40% 30% 20% 10% 10% 0% 
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franchise, within the FTA.   The options would include using CBFL (in Fiji) or SBL (in 
Samoa).51  
Some of the larger NZ breweries may also consider setting up micro-breweries within 
the PICTA territories to maintain their share of the markets. 
 Undoubtedly, one effect of PICTA is bound to be greater competition for the beer 
dollar, within the PICTA countries. 
 
Other issues 
 
Virtually all the breweries in the FICs (except for Fiji and PNG) have technical 
difficulties in maintaining the quality of the beer they produce.  A key problem is being 
able to employ and retain the skilled production managers (“master brewers”) who are 
able to maintain consistency of quality, batch after batch.   In fact, a number of 
breweries did not have their normal “master brewer” in place at the time of the 
consultant’s visit.  Even the larger breweries employ mostly expatriate skilled persons 
at the top levels, although the technicians may be local. 

Small FIC breweries, unlike their metropolitan counterparts, tend to use relatively 
small throughput of  imported inputs which may have to be imported in bulk (because 
of transport difficulties) and which may therefore deteriorate in quality if not stored 
properly and used promptly.  Small breweries have to cope with complex yeast 
chemistry in a hot tropical climate,  use electricity supplies which may be erratic in 
both continuity and voltage, and depend on water supplies whose purity can be quite 
inconsistent. 
 The smaller breweries, also have the difficulty that when a particular batch is 
unsatisfactory in some respect, it is not possible to blend with other batches of 
satisfactory quality.  The rate of wastage is therefore high with the micro-breweries.  
Where brewery management has failed to discard unsatisfactory batches, there has been 
intense consumer dis-satisfaction, with the resultant rejection of the local beers.   
 FIC breweries also suffer from cost disadvantages when it comes to the purchase of 
essential inputs such as bottles, labels, and tops.  Some of the moderate breweries have 
found that it is cheaper for them to buy full bottles of beer from Australia and NZ then 
empty bottles for use in their own factory.   Most local breweries also find that it is not 
particularly cost efficient to use recycled bottles, as the cleaning costs are high because 
of local people’s propensity to use beer bottles for storing a whole range of other 
products, including noxious products such as pesticides and kerosene. 
 Allied with lower employee productivity, the technical difficulties can make micro-
breweries quite uncompetitive with the larger breweries, even if particular batches may 
have “boutique” qualities which places them in demand with discerning consumers. 
 There is therefore an urgent need for a regional programme of technical assistance 
to enable domestic firms, especially the micro-breweries, to efficiently produce quality 
products, to an international standard.  

Such a programme would include the training of master brewers, the operation and 
maintenance of factory equipment, a cost-efficient sourcing of inputs, standardisation 
of products, and product labeling. 

FIC breweries (and especially the micro-breweries) be assisted to examine whether 
co-operation between them in the purchase of the essential inputs for beer production 
(malt, barley, hops, bottles, labels, caps, packaging) may help to reduce unit costs from 
the current high levels, and to counter their fundamental lack of economies of scale. 

______________________________________________________________________ 
51 Such as Fosters and VB. 
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The breweries also need to be given technical assistance in the development of 
niche export markets, both within PICTA and outside.  This has already begun to some 
extent with particular FICs (Fiji, Samoa and Tonga) which have sizeable numbers of 
their citizens residing abroad.  Such technical assistance (possibly from Australia and 
NZ, but also from the larger FICs such as PNG and Fiji to the smaller FICs) would give 
substance to one of the key non-trade objectives of PICTA- the “promotion and 
facilitation of commercial, industrial, agricultural and technical co-operation” amongst 
the FICs. 

To facilitate the development of niche export markets, FICs examine the holding of 
annual Pacific alcohol product festivals (domestically produced beers and spirits), to be 
rotated across the producing FICs.   Such festivals could dovetail with national and 
regional tourism conventions so as to disseminate product information most widely. 
 
Metropolitan ownership and conflict of interest with PIC objectives 

 
Currently there seems to be a financial disincentive for some PICTA producers to 
export to other FICs where they may have natural competitive advantages.  For 
instance, Fiji beers are not aggressively marketed in Kiribati and Samoan beers are not 
aggressively marketed in Cook Islands. 
 Part of the explanation may be due to the controlling interest of the Australian 
Fosters group in Carlton Brewery Fiji Limited52, and hence in Samoa Brewery Limited.   
Amongst the Foster's Group’s four divisions are Carlton and United Breweries (CUB) 
and Foster’s Brewing International (which manages Foster’s Lager and the breweries in 
Fiji and Samoa).53  A number of CUB and Foster’s brands therefore compete with the 
FIC beers.54  CUB also has a subsidiary, The Continental Spirits Company, which 
indirectly also competes with the South Pacific Distillery, a Fiji company controlled by 
Foster’s International.55 
 Foster's generates around $5 billion in total annual sales (with sales growing by 
more than 40% in the last five years) and has brewing operations in Australia, Vietnam, 
India and China.56  The Fiji and Samoa breweries are therefore of relatively minor 
consequence in Foster’s global operations.57 
 The Foster’s Group also exports Australian beers58 to the FICs, and derives a 
hundred percent of the profits from these sales.  Owning only part of the shares of 
CBFL and SBL, the sale of FIC beers is unlikely to generate the same level of profit per 
litre of beer sold in these markets, for the Foster’s group (although the relatively lower 
labour costs in the FICs and the higher rates of protection would tend to increase the 
profitability of the FIC breweries).59 

______________________________________________________________________ 
52 The company has now become Fosters South Pacific. 
53 The other divisions are Beriner Blass Wine Estates and the Lensworth Group (a property division). 
54 The CUB and Foster’s brands are: Carlton Cold, Carlton Draught, Carlton Midstrength, Cascade 
Premium Lager, Cascade Premium Light, Crown Lager, Foster's Lager, Foster's Light Ice and Victoria 
Bitter. 
55 The CSC spirit brands are: Captain Morgan Rum, The Black Douglas Scotch Whisky, Prince Albert 
Gin, Cougar Bourbon, Coyote Tequila, Karloff Vodka, Continental Liqueurs, and a number of pre-mix 
drinks: Sub Zero. 
56 Foster’s is currently ranked the number two selling brand in the UK; number one in London; number 
seven across Europe, sixth largest imported beer brand in the US; and the number two beer brand in the 
Middle East (Fosters website).  
57 On the Fosters’ website, there is no mention of the Fiji  Bitter or Vailima brands. 
58 Mostly the Fosters and VB brands. 
59 The lower unit costs of the metropolitan beer may generate higher profits per litre of beer sold. 
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To a large extent, if the duty structures within PICTA are established as 
recommended, with a consequent duty preference for PICTA-produced beer relative to 
non-PICTA beer, then there ought to be a market incentive for PICTA producers of 
beer to export to other countries where currently non-FIC beers have a considerable 
share of the market.  

PICTA governments need to ensure that the margin of preference for PICTA 
produced beers are high enough to encourage the FIC breweries which are controlled 
by metropolitan interests, to use PICTA produced beer for sale in the PICTA countries 
rather than from their own metropolitan plants. 
 While multinational ownership and/or control of FIC breweries can create tensions 
between parent companies and the national FIC interest, it is also the case that there is 
technical assistance to the FIC breweries which helps to maintain quality and 
efficiency, and modernity in management practices, as between CBL (Australia) and 
CBFL.  This also applies at the regional level, as for instance with the control of SBL 
by CBFL. 
 FICs may also examine whether it is feasible and desirable to foster “cross-
ownership” in the regional breweries, with the PICTA breweries acquiring shares in 
each others’ operations.  Such a mechanism would naturally tend to foster industrial 
and marketing  co-operation (without the need for government or donor intervention) 
and defuse tension at one PICTA country’s products penetrating another PICTA 
market. 
 Of course, there would be a need to establish mechanisms whereby shares may be 
acquired and traded.  Currently, CBFL shares are traded to some extent on the South 
Pacific Stock Exchange, and other breweries may wish to examine a public listing. 
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Chapter 4 

 

 

The spirit industries under PICTA 
 

 
 
The spirit “manufacturers” in FICs are extremely diverse in the nature of their 
operation, the extent of domestic value added creation, the quality of their products, the 
health standards under which they operate, and the fiscal regimes under which they 
operate. 

There are three large spirit producers- South Pacific Distillery Ltd in Fiji, and the 
two PNG companies, Tradewinds Liquors and Fairdeal Liquors.   The products of these 
three companies may be regarded as of excellent international quality (Fiji rum) or 
possibly of reasonable quality (all other blended spirits and mixed drinks). 
 Only Fiji’s production of rum (and vodka) may be said to be via a genuine modern 
distillery creating a genuine domestic rum brand of international quality, with 
international safeguards such as regular testing of their products in Melbourne 
laboratories.60  Fiji’s gin and whiskey are also blended products using their locally 
produced alcohol and imported concentrates and flavours. 
 There is a moderate sized venture in Vanuatu using very crude techniques of 
alcohol production, followed by blending and mixing with soft drinks.   There is also an 
increasing number of very small outfits in all FICs- virtually cottage industries- 
employing very small numbers of people, and operating under minimal government 
supervision or control.  
 Some of the small  spirits manufacturers are essentially blending operations where 
the alcohol is imported raw and then blended with essences and concentrates, to 
produce the required “spirit”- rum, gin, whiskey, vodka, brandy, liqueurs, and mixed 
drinks.   
 Of greater concern are those who are producing their own alcohol.  The typical 
method is to mix sugar and ordinary bakers’ yeast in small plastic containers, with the 
alcohol mixture then crudely distilled in small stainless steel pots.  The resulting 
alcohol (which is likely to have all kinds of impurities such as methhylated spirits and 
heavy metals) is then diluted to the required strengths, and blended with concentrates, 
flavours, and soft drinks.  The latter has the dangerous consequence that off-flavours 
are easily disguised.61 
 Few FICs require that the spirits manufacturers follow generally acceptable health 
and sanitary standards at the factories: in the state of the machinery and equipment 
used, health standards with recycled bottles, the factory environment, and the labeling. 

For most FIC spirit manufacturers, there is little to no health department 
monitoring of the “food quality” of the alcohol which is imported or locally distilled, 
and the drinks which are the final products.   The quality may especially be doubtful 

______________________________________________________________________ 
60 The consultant is not able to comment on the PNG spirit factories which could not be accessed. 
61 Anecdotal evidence about virtually all the small producers suggests that consumers typically suffer 
from “hangovers” and headaches, and some have vision difficulties.  Being generally consumed by low 
income and uneducated people, there has yet to be a public outcry about these products.  
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with ready-mixed drinks where the 
alcohol is pre-mixed with soft drinks, 
which would tend to disguise off-
flavours that would be normally 
detected in impure alcohols.   Such 
health issues must urgently be 
addressed by all FICs, to protect the 
health of the consumers.62 The 
consumers of the “blended” liquors 
have usually been low income people 
who are attracted by the relatively 
cheap method of becoming inebriated, with less of a concern for quality. 
 Total employment is given by Table 
4.1.   In the FIC context, the Fiji 
operation may be considered large, the 
Vanuatu company of moderate size, 
while the others are virtually micro 
enterprises or cottage industries.   A 
third of the employees are women. 

The production and sales figures are 
given by the table 4.2.  Only Fiji and 
PNG63 factories are significant producers 
of  alcohol products. 64  Vanuatu may be 
classified as a moderate producer. 
 There is a wide variety of excise duties charged on the local production of spirits, 
as indicated by the following table. 

 
The method of charging duties also varies quite widely.  In some countries the duties 
are charged per litre of alcohol contained, in others, per litre of fluid.   The latter, 
naturally, does not result in a consistent application of duties.  Thus for Fiji and 
Vanuatu65, there is no proportional correspondence  between the import duties charged 

______________________________________________________________________ 
62 There is concern about impurities such as methyl alcohol and heavy metals. 
63 PNG volume of production has been crudely estimated by using the average excise duty collections of 
1999, 2000, and 2001.  
64 PNG factory sales value has been extremely crudely estimated using the estimated volume of 
production, retail prices for local spirit products (roughly averaged at 60 kina per litre of 37.5% alcohol 
content products), and assuming a 50% markup from factory to retail outlets. 
65 Till this year, the government was not charging the spirit producers any excise duty per volume of 
alcohol produced, although a number of other levies (such as business licenses) were being charged. 

Table 4.1  Employment in spirits industries 

 Males Females Total 

Cooks (2001) 2 2 4 

Fiji (2001) 58 15 73 

PNG (2001) na na na 

Samoa (2002) 3 3 6 

Tonga (2001) 3 1 4 

Vanuatu (2001) 14 21 35 

Total 80 42 122 

 

Table 4.2 Production (000 litres) and 
Sales ($000) (local currency) 

 000 litres $000 

Cooks (2001) 9  

Fiji (2002) 956 9750 

PNG (2001) 927 37080 

Samoa (2002) na na 

Tonga (2001) 3 61 

Vanuatu (2001) na 187000 

  

Table 4.3  Excise duties charged 

Country Excise unit 
alcohol 

category Excise unit 
alcohol 
category 

Cooks 11.65 per lal     

Fiji (2003) 25.34 per litre < 57% 44.36 per litre > 57% 

PNG 54.75 per lal < 50% 58.76 per lal > 50% 

Samoa (2002/03) 33.00 per lal     

Tonga none      

Vanuatu (2003) 700 per litre < 37% 750 per litre > 37% 
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and the actual alcohol content of the liquor.   There seems to be a need for all the FICs 
to adopt a common methodology for the application of excise duties. 
 Because of the failure of some governments to charge excise and import duties 
equivalent to those that are charged the legitimate breweries and importers, some of the 
local distillers and blenders have been indirectly and unfairly assisted to make inroads 
into the domestic liquor market, through low-priced products, at the expense of the 
“legitimate” liquor manufacturers and importers.  Vanuatu and Tonga are cases in 
point. 
 
Competition from imports 

 
Most FICs  (except for Fiji and PNG) consume imported “brand name” liquors in 
preference to the crudely produced local liquors.  The duties are again quite variable: 
 

 
There is considerable variation in the actual implementation of the duties.  The values 
of spirits imported and percentage  duties effectively paid are given by the following 
table: 
 There are a number of 
countries with fairly low rates of 
duty (Vanuatu, Tonga and 
Palau), some with moderate rates 
(Samoa and PNG) and others 
with quite high rates (Kiribati, 
Fiji and Cooks).   It is noted in 
the country reports that some 
countries have high specific or 
Ad Valorem rates of duties but 
the total and average amounts 
collected appear to be low.66 
 The only two countries 
producing the bulk of the spirits 
consumed domestically are Fiji 

______________________________________________________________________ 
66 Thus import duties in Tonga suggest that while duties of 220% or 330% should be charged (depending 
on the alcohol content) the actual duty collected is only 50% of dutiable value. 

Table 4.4  Import duties: spirits 

Country Excise unit 
alcohol 
category Excise unit 

alcohol 
category 

Cooks 30.30 per lal < 57% 36.4 per lal  > 57% 

Kiribati 17.50 per litre     

Fiji (2003) 38.07 per litre <57% 66.66 per litre > 57% 

Palau 3.38 per litre     

PNG (2003) 60.00 per lal     

Samoa (2002/03) 33.00 per litre     

Tonga 22.00 per litre <57% 38.5 per litre >57% 

Vanuatu 1040 per litre < 37% 1245 per litre > 37% 
 

Table 4.5    Imports of spirits into the FICs 

 Values Duty paid Perc. 

 ($000) ($000) Duty 

Cooks 173 211 122 

Fiji 906 1326 146 

Kiribati 115 192 168 

Palau 324 190 59 

PNG (kina) 5229 4236 81 

Samoa (WST) 541 501 93 

Tonga 314 156 50 

Vanuatu (vatu) 177000 37000 21 

Average for FICs   92 

 



Chapter 4         The spirit industries under PICTA 

 

 

30 

and PNG.  Consequently, in only these two countries are the excise duties collected, 
any significant proportion of the total taxes and total revenues collected by their 
respective governments- both close to but less than 1 percent of total tax revenues. 
 
Integration of spirits into PICTA 
 
The method of integration of spirit products into PICTA may proceed in exactly the 
same manner as for beer products.  Currently, the revenues derived by Governments are 
from fiscal/import duties and levies on imports of inputs,  excise duties on domestic 
products, and import duties and levies on imports of finished products. 
 The smoothest way for governments to move spirit products to PICTA and to 
protect their current revenues, would be to derive the bulk of revenues from excise 
duties (specific duties), applied equally on both domestically produced goods and 
imports.  Opportunity should be taken to standardise the specific excise duties charged, 
and the methodology used.  PICTA countries could then maintain two tiers of import 
duties: 
 
(a) a high tier for imports from non-PICTA countries 
 
(b) a moderate and reducing tier for imports from PICTA countries, for “originating” 

products. 
 
It is suggested that the margin of advantage for PICTA manufacturers (against non-
PICTA exports) be set high enough to protect PICTA production, but not so high that 
imports of better quality and diverse range of products are completely shut out.  This 
would subject the domestic manufacturers to some competition, ensuring an incentive 
to greater efficiencies, and improvement in quality and range of products.  Without 
competition, domestic manufacturers would sink into complacency, resulting in poor 
quality over-priced products. 
 The second set of import duties (for internal PICTA trade) could reduce over time 
as outlined for originating goods in general (Annex II, PICTA) or as part of the 
“excepted imports”/“negatives lists” (Annex IV, PICTA), or according to a special 
schedule created for beer products trade under PICTA. 
 For originating goods in general subject to PICTA, and currently with specific or 
fixed tariffs, PICTA  (Annex II, paragraphs 3 and 4) stipulates the following reduction 
schedule: 67 
 

 
Thus for Fiji and PNG manufacturers, the protective margin vis a vis exports from 
other PICTA producers would be 80% at the time of the implementation of PICTA, 
reducing to 60% by 2004, 40% by 2006.   For producers in the other smaller countries 
(classified as LDCs or SISs) the protective margins are slightly higher (by 20 
percentage points for each year). 

______________________________________________________________________ 
67 Applying from 1 January each year. 

Table 4.6   Max. specific or fixed tariff on goods as % of base tariff value from 

Category Start 2004 2006 2008 2010 2012 

LDCs and SISs no change 80% 60% 40% 20% 0% 

Others 80% 60% 40% 20% 0%  
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These margins of preference should give the domestic manufacturers a grace period of 
at least four years, before the margins reduce to levels at which competition could set in 
from other PICTA producers/exporters. 
 If governments and producers wish to give a longer breathing space, then the spirit 
products could be placed on the lists of “excepted imports”68 (Annex IV) and the 
reduction in duties would be even more gradual. 69:  
 

 
Almost certainly, the domestic manufacturers of beer products would be protected from 
exports of other PICTA countries for some eight years before margins reduce to the levels at 
which competition may begin. 
 Alternatively, a completely new schedule could be specified for trade in alcohol 
and tobacco products, under PICTA, although this would not seem to be necessary 
given the flexibility and extended time-frame provided by the first two options. 
 With the implementation of PICTA and the application of preferential duties for 
PICTA exports, one impact is likely to be that PICTA products will tend to displace the 
non-FIC spirit brands. 
 The country report on Fiji details how quality rum products of SPDL are not given 
the international exposure they warrant, such as the annual entry to international 
competitions where success of the kind already experienced, would go a long way 
towards establishing the local spirit amongst FIC consumers.  FIC governments need to 
therefore examine how to encourage domestic firms to more aggressively target export 
markets. 
 Almost certainly, there is likely to be a displacement of Australian and NZ brands 
of rum, some of which use Fiji rum (pure or blended) under their own brands.  Similar 
displacement is possible for other spirits such as vodka (also produced in Fiji) and other 
blended spirits. 
 Nevertheless, it is also quite likely that there are consumers in the FICs whose 
allegiance to quality international brand products is unlikely to be swayed by small to 
moderate price differences with the locally produced spirits.  It would be important to 
ensure that the price differences (and duty differentials) are low enough to ensure that 
the local products do have competition from imports. 
 
Rules of Origin Issues 

 
Of the spirit producers, only SPDL (and possibly the PNG factories) would seem to be 
using enough of local inputs (molasses, sugar, yeasts) to possibly satisfy the ROO 
requirement of minimum of 40% local value added, before the product may be exported 
to other PICTA countries under the duty preferences. 
 

______________________________________________________________________ 
68 Countries signing PICTA may wish to re-look at the clause which states that products which are 
already being exported are not eligible to be placed on the excepted imports list.  There are negligible 
exports of tobacco products taking place currently. 
69 Applying from 1 January each year. 

Table 4.7    Max.  specific/fixed tariff on goods, as % of base tariff (value), from 

Category Start 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

SIS/LDCs 100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0% 
Others 100% 85% 70% 60% 50% 40% 30% 20% 10% 10% 0% 
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FICs examine whether their spirits manufactures would be able to satisfy the minimum 
40% local value added requirement of PICTA’s Rules of Origin (ROO).70  This would 
be an essential pre-condition to allowing FIC products preferential access to PICTA 
markets. 

For those that do not, FICs examine whether facilitation71 of the greater use of  
PICTA raw materials (such as alcohol, sugar, molasses, labels, packaging, soaps, etc) 
would raise the “domestic” (ie regional) value added of the spirit products, to enable 
satisfaction of the current minimum 40% requirement. 

Over the short-term, and provided the health standards are satisfied by the FIC 
spirit manufacturers, FICs examine whether they would wish to reduce the minimum 
value added requirement for alcoholic drinks, from 40% to some lower figure, as a 
measure to encourage the trade of these blended drinks under PICTA. 

FICs examine, as a long term measure, whether those spirit manufacturers of the 
blended alcohol drinks, with extremely low domestic value added, justify protection as 
an “industry” which is virtually certain to not survive any extension of PICTA to 
Australia, NZ or the EU. 

FICs examine for such industries with minimum local value added, whether the 
public benefits of potentially greater tax revenues from imported spirits, cheaper and 
better range of products, may more than compensate for the minimal local value added 
and employment creation benefits currently being derived from them. 
 
Other issues 
 
All FICs be requested to monitor and ensure minimum health standards in the factories, 
and technical “food -quality” requirements typically expected of such alcoholic drinks.  
To facilitate this, a regionally co-ordinated request be made to laboratories (whether 
within the region or outside) for the analysis of the content and quality of FIC spirits 
products. 

Given that the import duties charged by most countries depend on the alcohol 
content of liquor products imported, FIC customs departments need to be able to have 
independent assessments of the actual alcohol content of imports, so as to minimise 
duty evasion by the understatement of alcohol content of imports.  While this would not 
be a particular problem with brand name international imports, there are a number of 
FIC producers who currently may not be very consistent in the actual alcohol content of 
their products, and even the labeling of their products. 

FICs request a regional technical assistance programme to ensure that their spirit 
manufacturers achieve product standards which will be acceptable across the FICs,  and 
internationally. 
 

 

 

 

______________________________________________________________________ 
70 No company, for commercial reasons, was willing to give the full sets of accounts which would enable 
an accurate compilation of the value added produced by the firm. 
71 This may require preferential arrangement on intra-PICTA trade of the inputs. 
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Chapter 5 

 

 

Conclusion and Recommendations 

 
 

 

 

All alcohol and tobacco products 

 
There are advantages in including alcohol and tobacco products in the PICTA 
arrangements, as there are for PICTA arrangements in general. 
 For PICTA countries, Government revenues may be immediately and fully 
protected by converting current import and fiscal duties and levies into equivalent 
excise duties (either ad valorem or specific) thereby maintaining current aggregate 
levels of  Government revenues from the domestic consumption of both these 
categories of commodities, whether produced domestically or imported. 
 With government revenues being thus fully protected, the need for PICTA alcohol 
and tobacco product industries to survive (and for tariff protection and other 
government assistance to enable them to do so) should depend on each country’s 
assessment of the overall net economic and social benefits provided by the industry, 
and the costs to the economy of the protection. 
 The smaller PICTA producers of  alcohol and tobacco products will need some 
margin of preference within PICTA (reducing over time), to survive competition from 
the larger PICTA producers. 
 Within PICTA, partners may therefore allow some margin of preference for their 
own alcohol or tobacco product industry (where they exist) vis a vis imports from other 
PICTA countries, by charging import duties, but which reduce over time according to 
the schedules already agreed to under PICTA for 
 
(a) originating goods in general (Annex II, paragraphs 3 and 4, PICTA) or  

 
(b) the “excepted imports”/“negatives lists” (Annex IV, PICTA) or 
 
(c) a new (lower) schedule of reducing duties. 
 
This “intra-PICTA” margin of protection for the domestic producer should be low 
enough to allow some imports from other PICTA countries, as an incentive to greater 
efficiency and product improvement in both quality and range within PICTA, and to 
provide greater choice for consumers.  This should have a bearing on the choice of 
schedules in 5 above. 
 All PICTA producers of alcohol and tobacco products will continue to need some 
margin of preference (also reducing over time) to survive competition from non-
PICTA72 imports, especially the metropolitican countries. 

______________________________________________________________________ 
72 While PICTA has been ratified by six FICs (and is now in effect) FICs not ratifying PICTA may have 
to be discriminated against by those that have ratified PICTA.  This Report assumes that all FICs signing 
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PICTA producers be given a margin of preference vis a vis non-PICTA producers by 
maintaining a higher set of import duties than that applied to PICTA exports. This 
“extra-PICTA” margin of preference for PICTA producers should however be low 
enough to allow some imports from non-PICTA countries, as an incentive for the 
domestic PICTA producers towards greater efficiency and product improvement in 
both quality and range, and to provide greater choice for consumers. 
 FICs should take the opportunity to harmonise levels of excise and import duties 
for alcohol and tobacco products regionally, and the methods of application.  This may 
allow some FICs who are currently receiving low revenues from these two sets of  “sin 
goods” to significantly increase their revenues, while discouraging consumption.  It 
would also encourage a consistent regional methodology of application of protection 
and taxation, so as to facilitate national policy changes, the application of consistent 
tariff rates, and their comparison, across the PICTA countries. 
 FICs consider converting their specific duties to ad valorem (percentage) rates.  
This will not only encourage compliance with WTO trends in directly indicating the 
extent of protection, but also ensure that the price competitiveness of cheaper products 
are not undermined by high specific duties, which effectively impose higher percentage 
rates of duty on cheaper products. 
 Several of the FIC alcohol and tobacco product industries totally depend on 
imported inputs (often at extremely high cost relative to international producers) with 
very little domestic value added. 
 Several of the FIC alcohol products (especially the blended spirits) are also of 
doubtful quality and standard, and produced under unhygienic conditions. 
 FICs examine whether their domestic alcohol and tobacco product industries 
generate adequate domestic value added and employment, and products of adequate 
quality, to warrant protection as “genuine” domestic industries, or whether the national 
interest in totality would be better served by encouraging imports from other PICTA 
(and non-PICTA) countries. 
 The impact of PICTA on the alcohol and tobacco industries mirror the likely 
impact of PICTA on other manufacturing industries in general.  Government and public 
policy responses required are also of a similar nature.  FIC governments therefore need 
to be prepared for the kinds of issues raised by this study for the inclusion of  alcohol 
and tobacco products in PICTA.   Three areas where governments  urgently need to 
initiate ground work are the establishment of processes to examine the application of 
“Rules of Origin” requirements, product standard verification, and studies to examine 
the extent to which local industries contribute sufficient value added to the domestic 
economy to warrant continued protection. 
 
Tobacco products 

 
One company, British American Tobacco (BAT) owns and controls all the FIC 
cigarette and tobacco product manufacturers. 
 BAT is of the view that the domestic FIC markets are extremely small and any one 
of a number of their metropolitan plants could virtually supply the entire FIC market in 
a day’s production run. 
 

                                                                                                                                              
PICTA will also ratify it and hence, in general, reference is made to “FICs” rather than “PICTA” 
countries. 
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BAT in all the FICs (except Fiji) finds it cheaper to import processed tobacco from a 
number of sources other than FICs.  BAT (Fiji) uses domestically grown tobacco leaves 
only because of the differential tax incentives towards using the domestic tobacco. 
 Because of parent company policy, none of the BAT subsidiaries operating in the 
FICs currently export any significant amounts of their domestically produced tobacco 
products to any other FIC. 
 The FIC cigarette and tobacco manufacturing branches are able to generate profits 
from the manufacture and domestic sale of their products, solely because of the high 
levels of protection accorded them. 
 The relatively higher unit costs of FIC production suggests that governments are 
probably in a position to generate higher aggregate tax revenues from the consumer 
dollar spent on tobacco products in the FICs, by increasing excise taxes on both 
domestic production and imports, reducing levels of import duty protection, and 
encouraging imports to substitute domestic production. 
 However, the domestic FIC tobacco product manufacturers are perceived by their 
respective governments to be contributing substantial employment, which they would 
be reluctant to sacrifice under PICTA.  In the short term, therefore, governments wish 
to see adequate duty protection of their local manufacturers to allow them to continue 
domestic production and sale. 

None of the domestic cigarette manufacturers (other than Fiji) use domestically 
grown tobacco leaves in the manufacture of their cigarettes or tobacco products.  It is 
therefore extremely unlikely that any FIC manufacturer of tobacco products, possibly 
other than BAT (Fiji), would be able to currently satisfy the minimum 40% domestic 
value added requirement for exporting to PICTA partners. 
 FICs make a careful and  informed decision on whether they should encourage and 
strengthen an industry with known severe negative  health and economic externalities, 
which governments, and especially Ministries of Health, are trying to reduce. 
 Despite all the known negative effects of cigarette and tobacco consumption, it is 
extremely unlikely for cigarette consumption in the FICs to decline to zero over the 
medium term.  Cigarette-manufacturing FICs (PNG, Samoa and Solomons) may wish 
to examine whether the short and medium term benefits justify encouraging their 
domestic manufacturers to initiate tobacco growing domestically, on the farm scheme 
and tax regime currently in practice in Fiji. 
 Alternatively, or concurrently,  FICs examine whether their domestic 
manufacturers should be encouraged to import tobacco from Fiji, or from whichever 
FIC is willing to grow and export tobacco of the quality, and at the price, required. 
 FICs examine whether standardisation of their taxes on all tobacco products, at the 
highest rate currently prevailing amongst the countries, would enable their  
governments to act consistently in a policy area which is invariably politically 
unpopular.  This may not only encourage the maximum generation of taxation 
revenues, but also facilitate regionally consistent changes over time, and the long-term 
controlled consumption of a “sin good” with substantial negative externalities for 
society. 
 FIC governments take the opportunity of responding regionally to the relevant 
elements of the 2001 Sydney Agreement on Tobacco Control, which agreed that FIC 
governments should ensure that tobacco products, as a desirable strategy for reducing 
tobacco use,  
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* follow generic packaging with the most locally relevant health warnings 
 

* apply significant progressive tax increases 
 
* fully prohibit tax and duty-free tobacco product sales, and 

 
* tobacco exporting countries be required to provide technical support and resources    

to low income countries to strengthen their tobacco control programs. 
 
FICs examine whether a regional agreement between FIC governments on the 
standardisation of tobacco product standards (to desirable international norms) in terms 
of chemical content, labeling, health warnings, advertisements, taxation regimes, and 
legal requirements for sale to minors, would facilitate more consistent and progressive 
national policy development with respect to this “sin” good. 
 

Beer products 

 
In metropolitan and developing countries the world over, the universal free market 
trend has been for economies of scale to prevail and small regional breweries to 
succumb to the large multinationals, with the minor73 exception of “boutique” 
breweries and beers.  This tendency is also at work in the Pacific (as well as in 
Australia and NZ). 
 Economically, none of the FIC breweries would be likely to survive completely 
free open market competition from the breweries and beers of Australia, Philippines, 
United States and other large country breweries with the benefits of economies of scale. 
 However, a convincing argument may be made, especially in the context of the 
local tourism industries, that the local FIC beers (in PNG, Solomons, Vanuatu, Fiji, 
Samoa, Cook Islands, Tonga and Palau) should be considered “unique” national 
products,  giving “cultural” identity and diversity to each country, and deserving of 
preservation and strengthening by state interventions. 
 Some FIC beer manufacturers are more in need of protection and strengthening 
than others.  The breweries in PNG, Fiji, Samoa, and to some extent in Vanuatu, may 
be considered relatively efficient in maintaining standards in the quality of their 
products.  However, the smaller breweries (and especially the micro-breweries) face 
many difficulties in maintaining product quality and standards, and consistency of 
output.  A key difficulty is their difficulties in employing and retaining the required 
skilled staff, such as master brewers and production engineers.  
 PICTA partners examine the need for a regional programme of technical assistance 
to enable domestic firms, especially the micro-breweries, to efficiently produce quality 
products, to an international standard.  
 Such a programme would include the training of master brewers and production 
engineers,  the operation and maintenance of factory equipment, cost-efficient, sourcing 
of inputs, standardisation and testing of products, and product labeling. 
 Some of the FIC beers (from Fiji and Samoa) are being exported to other FICs and 
elsewhere, especially to niche markets based on concentrations of nationals residing 
abroad.  However, partly because of multinational ownership and conflicts of interest  
with metropolitan exports, and partly because of lack of initiative, potential export 
markets in some FICs have not been aggressively targeted. 

______________________________________________________________________ 
73 Minor in terms of size and market share. 
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Exports of PICTA beer products to other PICTA countries may be assisted by the 
import duty preferences for PICTA exporters (vis a vis non-PICTA products) being 
recommended in this report. 
 However, FIC beer producers also need technical assistance in the development of 
export markets, both within PICTA and outside.  Such technical assistance (possibly 
from Australia and NZ, but also from the larger FICs such as PNG and Fiji to the 
smaller FICs) would give substance to one of the key non-trade objectives of PICTA- 
the “promotion and facilitation of commercial, industrial, agricultural and technical co-
operation” amongst the FICs. 
 To facilitate the development of niche export markets, FICs examine the holding of 
annual Pacific alcohol product festivals for beer (and spirits), to be rotated across the 
producing FICs, and for FIC products to be entered in metropolitan beer (and spirit) 
festivals and competitions. 
 FIC breweries (and especially the micro-breweries) be assisted to examine whether 
co-operation between them in the purchase of the essential inputs for beer production 
(malt, barley, hops, bottles, labels, caps, packaging) may help to reduce unit costs from 
the current high levels, and to counter their fundamental lack of economies of scale. 
 FICs examine whether it is feasible and desirable to foster “cross-ownership” in the 
regional breweries74, as a mechanism which may naturally foster industrial and 
marketing  co-operation without the need for government or donor intervention.  FICs 
would hovever also need to keep in mind the possibility that such cross-ownership, 
allied to PICTA protectionism, may also encourages monopolistic behaviour at the 
expense of consumers. 
 

Spirit products 
 
The spirit “manufacturers” in FICs are extremely diverse in the nature of their 
operation, the extent of domestic value added creation, the quality of their products, the 
health standards under which they operate, and the fiscal regimes which their 
governments subject them to. 
 The majority of FIC spirits manufacturers are essentially blending operations where 
the alcohol is either crudely produced from bakers yeast and sugar and distilled locally, 
or imported in bulk, diluted to the required strengths, and then blended with essences 
and concentrates, to produce the required “spirit”- rum, gin, whiskey, vodka, brandy, 
liqueurs, and mixed drinks.  Only Fiji’s75 production of rum may be said to be via a 
genuine distillery creating a genuine rum brand of international quality. 
 Because of the failure of governments to charge excise and import duties 
equivalent to those that are charged the legitimate breweries and importers, some of the 
local distillers and blenders have been indirectly and unfairly assisted to make inroads 
into the domestic liquor market, through low-priced products, at the expense of the 
legitimate liquor manufacturers and importers who pay the full duties. 
 The consumers of the “blended” liquors have usually been low income people who 
are attracted by the relatively cheap method of becoming inebriated, with less of a 
concern for quality. 

______________________________________________________________________ 
74 This would encourage current brewery shareholders to acquire shares in each other’s investments.  At 
present, metropolitan companies do have controlling interests in some FIC breweries.  Thus the Fosters 
Group (associated with CUB in Australia) has controlling shares in the Fijian and Samoan breweries, and 
is showing interest in the Solomon Islands brewery. 
75 No comment could be made on the PNG spirit manufacturers, as access to the factories was denied. 
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Few FICs require that the spirits manufacturers follow generally acceptable health and 
sanitary standards at the factories: in the state of the machinery and equipment used, 
health standards with recycled bottles, the factory environment, and the labeling. 
 For most FIC spirit manufacturers, there is little to no health department 
monitoring of the “food quality” of the alcohol which is imported or locally distilled, 
and the drinks which are the final products.   The quality may especially be doubtful 
with ready-mixed drinks where the alcohol is pre-mixed with soft drinks, which would 
tend to disguise off-flavours that would be normally detected in impure alcohols.   Such 
health issues must urgently be addressed by all FICs, to protect the health of the 
consumers.76 
 FICs request a regional technical assistance programme to ensure that their spirit 
manufacturers achieve product standards which will be acceptable across the FICs,  and 
internationally. 
 Given that many of the spirits producers completely depend on imported inputs, 
FICs examine whether their spirits products would be able to satisfy the minimum 40% 
local value added requirement of PICTA’s Rules of Origin (ROO) for preferential 
access ot PICTA markets.77 
 For those that do not, FICs examine whether facilitation78 of the greater use of  
PICTA raw materials (such as alcohol, sugar, molasses, labels, packaging, soaps, etc) 
would raise the “domestic” (ie regional) value added of the spirit products, to enable 
satisfaction of the current minimum 40% requirement. 
 Over the short-term, and provided the health standards are satisfied by the FIC 
spirit manufacturers, FICs examine whether they would wish to reduce the minimum 
value added requirement for alcoholic drinks, from 40% to some lower figure, as a 
measure to encourage the trade of these blended drinks under PICTA. 
 FICs examine, as a long term measure, whether those spirit manufacturers of the 
blended alcohol drinks, with extremely low domestic value added, justify protection as 
“industries” most of which are virtually certain not to survive any extension of PICTA 
to Australia and NZ. 
 FICs examine for such industries with minimum local value added, whether the 
public benefits of potentially greater tax revenues from imported spirits, cheaper and 
better quality range of products, may more than compensate for the minimal local value 
added and employment creation benefits currently being derived from them. 
 All FICs monitor and ensure minimum health standards in the factories,  and 
technical “food -quality” requirements typically expected of such alcoholic drinks.  To 
facilitate this, a regionally co-ordinated request be made to laboratories (whether within 
the region or outside) for the analysis of the content and quality of FIC spirits products. 
 Most FIC economies have difficulty in restructuring their economies towards 
export orientation, largely because FIC manufacturers and products have difficulty in 
competing internationally.   This applies in general to all FIC alcohol product 
industries.  It must however be pointed out that at least one FIC spirit product79, made 
from domestic inputs, is of proven international quality, winning a number of 
international awards, and therefore with great potential as an export industry.   The 
product is unfortunately not regularly entered for international competitions nor 

______________________________________________________________________ 
76 There is concern about impurities such as methyl alcohol and heavy metals. 
77 No company, for commercial reasons, was willing to give the full sets of accounts which would enable 
an accurate compilation of the value added produced by the firm. 
78 This may require preferential arrangement on intra-PICTA trade of the inputs. 
79 “Bounty Rum” is made by the South Pacific Distillery in Fiji. 
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promoted internationally as a brand name, but largely exported in bulk for bottling and 
resale under other brand names.80   In 2002, this Fiji product won outstanding 
international awards, although under an Australian brand names. 
 The reluctance to market internationally may be partly the result of multinational 
ownership of the FIC manufacturer and possible conflict of interests.  It nevertheless 
represents a significant example of a missed opportunity to develop an industry based 
on a FIC’s comparative advantage, with a product of international competitiveness, 
likely not just to survive  but also thrive in a WTO-consistent world order, with the 
potential to create an international standing for the FIC product.81 
 FIC governments examine how to encourage their domestic firms, where their 
products have proven to be internationally competitive, to more aggressively target 
export markets, and strengthen the export orientation of these industries. 
 
Issues of “originating” goods: need for ROO Committee 

 
Once PICTA-induced trade comes into being, interests which are adversely affected are 
likely to oppose the PICTA-induced imports.   It is inevitable that PICTA-induced 
trade, whether in general, or in alcohol and tobacco products (the subject of this study), 
will lead to the smaller PICTA producers being subject to market pressure, in terms of 
the range and quality of products, and price.   
 It is likely that those unable to compete will face closure, with the loss of 
employment, profits and some taxes to Government.  At best, there will be loss of 
market share and decline in profits and employment.  It is also a strong possibility that 
importers who make better profit margins from alternative non-PICTA products, may 
wish to deny entry to PICTA products which benefit from tariff advantages, relative to 
non-PICTA products. 
 It may be expected that pressure will be brought to bear on the respective 
Governments to discourage or disqualify the new entrants to the market, using 
whatever avenues are available under PICTA. 
 Under PICTA, several avenues may be resorted to.  One such avenue will be to try 
to disqualify the new imports using the “Rules of Origin” (ROO) criteria.  This issue 
will be critical both for products in general, and for alcohol and tobacco products in 
particular.    Failure to resolve these issues satisfactorily may well make PICTA a 
“paper tiger”.    The signatories to PICTA (and Forum82) need to be well prepared for 
dealing with such issues. 
 FICs might wish to note that the “rules of origin” applied by WTO, and by 
Australia and NZ in SPARTECA, would seem to be different from those used by FICs.  
Most FIC regulations imply that a product originates in a FIC if a manufactured product 
has a different HS classification from the inputs.  The international usage refers to some 
minimum % value added content requirement (also does PICTA), but also allows a 
number of elements not allowed by the PICTA ROO.   
 Under its ROO, PICTA stipulates that  “goods exported from one Party to any 
other Party, whether directly or indirectly, shall be treated as goods originating in the 
territory of the first Party if these goods are wholly produced or obtained in the territory 
of that Party; or the result of the final process of manufacture performed in the territory 

______________________________________________________________________ 
80 See the Fiji Country Report below. 
81 It may be noted that Jamaica has acquired an international “branding” because of its international 
quality rum brands (such as Appleton). 
82 Under PICTA, Forum is not only required to provide technical advice in general, but also be the 
Secretariat for dispute resolution (such as over “rules of origin”). 



Chapter 5               Conclusion and recommendations 

 

 

40 

of that Party, and the total expenditure on Originating Material costs, Labour costs and 
Overhead costs is not less than 40 per cent of the total expenditure on Material, labour 
and overheads, whether or not incurred in the territory of that Party”. 

A careful reading of the specification of costs which can be included as part of the 
local value added suggests a number of grey areas (see Annex 1) which need to be 
clarified before PICTA induced trade comes into being and disputes begin to be 
registered.83  Of special  interest to this study (and use of tobacco leaf grown by PICTA 
partners) is whether “cumulation” of domestic value added derived from PICTA 
partners is allowed by the exact text of the ROO.84 
 A real operational difficulty is that few FICs are prepared enough to provide the 
onus of proof if challenges are made on ROO grounds.  For the long-term development 
of trade policy, FICs might wish to consider standardising their ROO to coincide with 
the likely long-term standards and regulations that FIC manufucaturers will be 
operating under, with WTO.  This can only assist in minimising future trade disruptions 
arising out of changing interpretations of domestic value added contributions to traded 
products. 
 For this study, it may be noted that some FIC  alcohol and tobacco products are 
extremely unlikely to qualify under the current ROO, while some are likely to be on the 
borderline.  
 

 
While no precise studies have been undertaken, a cursory examination of the likely 
proportion of domestic inputs into the alcohol and tobacco products industries suggest  
some crude assessments (Table 1.1).    Spirit products in particular, would have 
difficulty in qualifying under the ROO regulations.   It seems likely therefore that the 
smaller PICTA producers of gin, vodka, and whiskey will challenge the spirit and 
mixed drink exports of their PICTA partners. 
 According to PICTA, each Party must establish a mechanism to provide, on 
request, a binding ruling on the originating status of goods to be imported, available at 
least six months in advance of shipment of such goods, and valid for a period of at least 
six months after the arrival of the first shipment.   

______________________________________________________________________ 
83 Profits and excise duties are excluded;  leasing costs of imported machinery are allowed as part of the 
legitimate overheads. 
84 The current literal reading of the ROO regulations suggests that the local content of inputs imported 
from PICTA partners cannot be cannot be included if their total local value added is below 40% of the 
cost. i.e. “cumulation” does not seem to be allowed although there is general agreement that it should be, 
if the benefits of regional trade in inputs is also to be encouraged, in addition to that of finished goods.  
This issue needs to be clarified. 

Table 5.1    Likelihood of alcohol and tobacco products satisfying ROO criteria 

 Probable Possible Unlikely 

Cigarettes (all imported inputs)   *** 

Cigarettes (locally grown tobacco) ***   

Beer brewed locally ***   

Locally distilled rum ***   

Blended drinks (locally distilled alcohol)  ***  

Blended spirits (all imported inputs)   *** 

“Ready to drink” products (all local inputs) ***   

“Ready to drink” products (with local soft drinks)  ***  
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To this end, the Parties are required to establish a Rules of Origin Committee (serviced 
by Forum Secretariat) which shall consist of representatives, whether from the public or 
private sector, from the first five Parties to ratify the Agreement, including at least one 
representative from a Least Developed Country or Small Island State. 85 
 Derogation from the Rules would only be permitted where it is established, on the 
basis of objective evidence, that the goods concerned have undergone “substantial 
transformation” in the territory of the exporting Party86; or are temporarily unable to 
qualify as originating goods due to “exceptional circumstances”.  Such a Committee 
has yet to be established. 
 It is urgent that governments move towards the establishment of a ROO Committee 
that will not only be prepared to adjudicate promptly, correctly,  and efficiently, when 
such disputes emerge, but to clarify the rules so that un-necessary litigation does not 
result from an inadequate understanding of the ROO. 
 Given that the expected economic benefits of PICTA trade are not large in the first 
place, any break-down in trade arising out of PICTA rules not being followed 
transparently and promptly could seriously jeopardize the development of PICTA trade 
because of the disillusionment of potential exporters. 
 
Beyond PICTA 

 
FICs ratifying PICTA may need to come to terms with one fundamental thorny issue- 
the assumption that an RTA such as PICTA, is a “stepping stone” towards eventual full 
integration with the globalised world economy.  
 Enlarging the regional market through PICTA will of course enable some firms of 
ratifying FICs to increase their scale of operations, by and large by replacing the 
imports from non-PICTA countries, assisted by protective tariffs for the PICTA area. 
 For many, this will require new investment in plant, major increases in 
employment, and expansion of distribution and marketing networks.  While these firms 
will no doubt significantly improve their economic efficiency and reduce their unit 
costs, it is also quite likely that these FIC firms serving the enlarged PICTA market, 
will still be small, relative to the competing metropolitan multinational companies.  
Should the extra-PICTA margins of preferences  reduce (as eventually they must) it is 
quite likely that the majority of the expanded FIC firms will still find themselves unable 
to compete with the metropolitan giants, and may have to close down. 
 This raises two major contentious questions for PICTA governments.  First, should 
FIC governments be encouraging the expansion of FIC firms (with the associated 
resource costs) into the enlarged but still protected PICTA market, knowing that some 
years down the line, these firms may still not be able to survive  a market that includes 
Australia and NZ (under PACER Plus) or the globalised competitive market under full 
WTO deregulation?  In other words, might the PICTA arrangements be creating an 
even thornier problem than currently existing, because by then the industry may be 
even more difficult to dismantle, because of increased size and contribution to domestic 
employment and income generation. 

______________________________________________________________________ 
85 The ROO Committee, which must meet within 60 days of the Agreement coming into effect,  would 
ensure that the Rules are applied effectively, uniformly and in accordance with this Agreement.  It would 
also review the Rules, if necessary. 
86 The Agreement also states that the ROO Committee should ensure that “if appropriate, they [the rules] 
conform to the guidelines produced by bodies such as the World Customs Organisation and the World 
Trade Organisation”. 
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Second, may the regional FTA encourage some firms to expand production only where 
they are able to more intensively exploit market power (at the expense of consumers) 
and more rapidly return the capital invested, knowing it to be unviable over the long-
term? 
 While these thorny questions were not within the TORs for this study, FIC 
decisions on the likely long term future of  their alcohol and tobacco product industries 
(and other industries in general) could usefully keep these issues in mind, so that they 
may better direct their scarce resources.87  Similar arguments will of course also be 
applicable to many other industries in FICs. 
 
General issues 
 
For some of the FICs, “duty-free” imports of alcohol and tobacco products seem to 
constitute a significant proportion of domestic consumption, leading to significant 
losses of taxation revenue for governments.  The beneficiaries of these duty-free 
purchases are usually the better-off persons in the FICs.  PICTA partners examine their 
“duty free” schemes of imports of alcohol and tobacco products at ports of entry for 
possibilities of abuse and generation of inequity in taxation. 
 For several FICs there is great variability and internal inconsistency in the 
recording of import data, especially in relation to the specification of quantities (units, 
volumes, and masses) and the values recorded (whether fob or cif).  These 
inconsistencies are not conducive to internal auditing of customs revenues generated, or 
regional co-ordination of trade policy and analysis. 
 FICs examine the possibility of greater regional co-ordination in the methodology 
of recording custom entries for values (cif, fob etc), duties (fiscal, import duties, import 
levies, VAT), and quantities (units, volumes, mass). 
 There appear to be a number of grey areas in the PICTA ROO regulations for 
defining what qualifies as “originating goods”.   PICTA countries re-examine the 
definition of “originating goods” in the ROO regulations to see whether revisions could 
facilitate the greater use of PICTA inputs in the production of final goods for trade 
under PICTA. 
 While most FIC Governments have signed and some have ratified PICTA, there 
seems to be little appreciation and/or preparation for the eventual reality that the 
implementation of PICTA must inevitably subject many of the FIC industries to greater 
competition, and that some of these industries may face reduced market shares, and 
possible closure.  FICs need to urgently examine, as part of their overall 
implementation of PICTA,  
 
(a)  what industries will be subject to greater competition under PICTA 

 
(b)  what industries may be considered to be economically viable over the long 

term, of value to the economy, and hence worth preserving 
 

(c) what measures would be required to assist the genuine industries to survive and 
thrive in a competitive PICTA environment. 
 

______________________________________________________________________ 
87 This issue would seem to be  relevant for the Samoan tobacco industry (see the Samoan Country 
Report). 
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(d) what industries Government sees little public economic benefit in protecting for 
the future. 

 
With a better understanding of the above, FICs then make firmer and more genuine 
commitment to PICTA than is the case currently, while fully informing their domestic 
stakeholders in the private sector, of the long-term implications of this commitment, 
and the measures required for constructive domestic economic adjustment, especially 
for the stakeholders in industries that may have to wind down. 
 With a view to understanding the long-term (post-PICTA) implications of the use 
of resources required for the above support measures, FICs examine which industries 
encouraged and facilitated under PICTA, are likely to survive and thrive in an FTA 
which may also include Australia and NZ in the first instance, and the EU in the 
second, without the need for WTO-incompatible support measures. 
   FICs examine the extent to which domestic resources should be committed (via 
continuation of protection) to industries that are not likely to survive in the long-term. 
 With the possible harmonisation of indirect taxes across PICTA countries, FICs 
examine to what extent direct taxes (on companies), and other levies (such as business 
licenses) would also need to harmonised.   This would not only ensure that  
corporations with plant throughout the PICTA countries, did not register their parent 
companies in the lowest direct tax country, to which they would transfer their profits by 
lease charges etc., but that corporations throughout the PICTA countries did face a 
“level playing field”. 
 

 

Recommendations 
 
1. Alcohol and tobacco products be included in PICTA. 
 
2. To maintain current government revenues, alcohol and tobacco products,  

whether produced locally or imported, be charged the appropriate levels of 
excise taxes. 

 
3. For alcohol and tobacco products imported from PICTA partners,  import duties 

be also applied but reduced as currently envisaged on the schedules for tariff 
reductions for: 

 
(a)  originating goods in general (Annex II, paragraphs 3 and 4, PICTA) or  
(b) according to the “excepted imports”/“negatives lists” (Annex IV, PICTA) or 
(c) a new schedule of (preferably lower) reducing duties. 

 
4. For alcohol and tobacco products imported from non-PICTA sources, import 

duties be maintained at higher levels than that set for PICTA partners, to 
encourage PICTA trade (but not so high as to discourage imports from non-
PICTA sources). 

 
5. PICTA members examine the setting up of a regional technical assistance 

programme for alcohol product manufacturers, with the objectives of improving 
efficiency in production, product quality, monitoring of health standards, 
standardisation of product labeling,  promotion of export drives, and cost 
effectiveness in input purchases. 
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6. PICTA countries meet with sole tobacco producer, British American Tobacco, 
and PICTA Ministry of Health representatives, to discuss the standardisation of 
tobacco product protocols in the FICs- specifically product quality and chemical 
content, labeling, health warnings, advertisements, taxation regimes (including 
tax-free and duty free sales) and legal requirements for sale to minors. 

 
7. PICTA members establish the required Rules of Origin Committee to  
 

(a) clarify which products would qualify as “originating goods” 
 
(b) advise how products may be assisted to qualify as “originating goods”, 

and  
 
(c) advise how the definition of “originating goods” may be revised to 

facilitate trade under PICTA. 
 
8. PICTA members initiate studies to examine which of their alcohol and tobacco 

product “industries” and other manufacturing industries in general, produce 
sufficient domestic economic benefits and products of adequate quality, to 
justify continued protection within PICTA, and establish which industries are of 
little value and ought to be wound down, in the national interest. 

 
9. PICTA countries examine standardisation of customs entries (classification, 

values and quantities) so as to facilitate financial auditing, and regional 
consistency. 
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Annex A  Country Report: Cook Islands 
 
The alcohol industry comprises a small brewery (Rarotonga Brewery Limited88) facing 
operational difficulties, and a few small and recently established alcohol distilling and 
mixing plants.   
 
Beer 

 
The output of the brewery has recently been intermittent.  Having just lost its master 
brewer, the quality of the brew has not been consistent and output has generally 
declined from about 260 thousand litres a year in 1996 to less than a fifth in recent 
years.89 
 
 Output (2001)   45,582 litres 
 Excise tax rate   40 cents per litre 
 Total excise paid  $18,232 
 
Duties and prices are such that the shareholders in the brewery makes a bigger profit 
margin per litre of imported beer sold hence there is little incentive to make the local 
brewery a success.90 
 

Spirits 
 
Cook Islands Liquor Merchant (Wichman)  
 
Also a spirits retailer, this company has been producing and blending spirits of 40% 
alcohol content- gin, vodka, whiskey, bourbon, rum, white rum, whiskey, and brandy.  
It also produces mixed drinks (Vodka and Cactus Juice, Bourbon & Cola, Rum & Cola 
and Brandy & Dry) of 10% alcohol strength. 
 
Operating for five months only, the company has produced about 4000 litres of alcohol. 
The company states that it pays excise duty of $11.65 per litre of alcohol volume. 
 
The prices of the blended products are generally low: 
 
 Mixed drinks (10% alcohol) 330 mls    NZ$2.00  
 Spirits 40% gin, vodka  1125 mls    NZ$20.00 
 Spirits 40% bourbon rum, whiskey, brandy  NZ$23.00 
  
In contrast, the brand name liquor prices are virtually double: 
 
 Gordon’s Dry Gin 1125 mls      NZ$37.95 
 Johnny Walker Red Label 1125 mls    NZ$47.95 
 
 

______________________________________________________________________ 
88 Majority shareholders are Henry and Richard Barton. 
89 The consultant was informed that several recent batches have had to be discarded because of poor 
quality. 
90 The owner of the brewery had also attempted to establish a brewery in the Marshalls but lack of co-
ordination by Government on fiscal incentives originally promised saw that venture close. 
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Ariki Perfumes Ltd 
 
The company imports pure alcohol directly from CSR in Australia, dilutes then blends 
with concentrates and flavours.  It produces Coconut Coffee Liqueur (25% alcohol), 
Mangaia and Cosmos brand vodkas (42% alcohol) and Cooks brand rum (42% 
alcohol).91 
 
The company states that it pays excise duty of $3.50 per 750 mls bottle of liqueur, and 
$9.50 per 750 mls bottle of spirit.  These duties are clearly much lower than duties on 
imports. 
 
Imports of alcohol products 
 
The structure of import duties for alcoholic products produced in FICs is as follows: 
 
 Beer (<1.15%)    80% 
 Beer  (1.15 < but < 2.5%)  $0.90 per litre  
 Beer (> 2.5%)    $21.75 per litre of alcohol 
 
 Alcohol (> 80%) for manufacture free 
 Spirits (< 57%)     $30.30 per litre of alcohol 
 Spirits (>57%)     $36.40 per litre of alcohol 
 
 
As applied on the imports (cif) values, the effective average percentage duties are as 
follows: 
 
Australian and NZ beers dominate the local imported beer market, by and large through 
brand name loyalty.  
Small amounts of FIC 
beer are imported from 
Samoa (1.9% of the 
market) and Fiji (0.6% of 
the market).   
 
The quantity unit prices 
of the beer suggest that 
FIC beers (from Fiji and 
Samoa) are slightly 
cheaper to import, hence 
end up paying higher 
percentage levies, given 
that the levy is specific, 
at $21.75 per litre of 
alcohol.   
 
 

______________________________________________________________________ 
91 The labeling on these products are not particularly accurate, some having obviously wrong alcohol 
content and volumes specified. 

Table A.1 Imports of alcohol products (2001) 

Good 
Value 

(NZ$000) 
Duty 

(NZ$000) % Duty 

Beer 1251 802 64 

Spirits 173 211 122 

Brandy 12 14 122 

Gin 9 13 148 

Rum 53 52 100 

Vodka 39 64 162 

Whiskey 61 68 113 

Others (<23% alc.) 1247 707 57 

Wine 518 224 43 

Ethyl alcohol 11 2 17 

Total 3200 1945 61 
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If PICTA were to become effective in beer products, there would probably need to be a 
reasonable margin of preference for imports from PICTA countries (probably Samoa 
and Fiji) to create a bigger price incentive than currently exists, if there is to be any 
encouragement of movement of demand from Australian and NZ beers to PICTA beers. 
 
It may be noted that despite 
the slight price advantage of 
PICTA beers cif, the retail 
price advantage is for beers 
from Australia and NZ.  Prices 
in one retail outlet were as 
follows92 
 
Tobacco products 
 
There are no tobacco 
manufacturers in the Cook 
Islands.  All products are imported, the bulk of it from NZ. 
 
The effective duty rates, on different product items, and from different countries of 
origin, were as in Table A.5. 
 

Impact of PICTA 
 
The Government of the Cook Islands 
has not only supported efforts to 
establish a Pacific FTA (PICTA and 
PACER) but also the development of 
an EPA with the EU.93 
 
While the revenues generated from the 
domestically produced beer and 
alcohol products are fairly 
insignificant, the import “levies” (rather than duties) are important for Cook Islands 
general revenues. 
 

______________________________________________________________________ 
92 Cook Islands Trading Corporation Ltd. (as of 25/11/2002). 
93 Forsyth (2002 

Table A.2   Imports of beer (country of origin, % levy, market share) 

Country Value ($000) Levy ($000) % Levy Mkt.Share % 

Australia 418 239 57 33.4 

Fiji 8 5 62 0.6 

New Zealand 798 539 68 63.8 

United States 3 1 22 0.2 

Samoa 24 18 75 1.9 

  1251 802 64 100.0 

 

Table A.3  Prices of imported beers (NZ$) (2002) 

 Price (NZ$) 

Raro Lager cans (355 mls * 24) 40.80 

Steinlager cans (355 mls * 24) 40.00 

DB Export Dry cans (355 mls * 24) 35.95 

Fosters Lager cans (355 mls * 24) 36.95 

Vailima Extra Strong (750 mls *12) 42.00 

Steinlager (750 mls *12) 40.00 

DB Draught (745 mls * 12) 39.95 

Fosters Lager (750 mls *12) 37.95 
  

Table A.4  Imports of tobacco products 
(country of origin and market share) 

Origin Value ($NZ) Market Share (%) 

AU 10712 2.5 

BE 114 0.0 

NL 1687 0.4 

NZ 404873 95.6 

US 5949 1.4 

Total 423335 100.0 
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Alcohol levies comprise some 2.9% 
of Crown Receipts while Tobacco 
import levies comprise some 2.3%.  
In total, these two products generate 
5.2% of Crown receipts.  Levies on 
these two products however comprise 
some 28.6% of all the trade taxes. 
As such, it would be important for 
these revenues to be maintained 
(even though currently it is envisaged 
that the VAT is increasingly 
becoming the major source of 
Government revenue).94 
 

If alcohol and tobacco products were 
brought into PICTA without 
qualification, then exactly the same 
excise duties would apply to imports 
from PICTA countries and to non-
PICTA countries.  There would be no 
advantage for PICTA products 
arising out of the FTA. 
 
To give an advantage to PICTA products, some rate of import duty would need to 
continue to be levied on imports from non-PICTA countries, thereby increasing their 
prices relative to the PICTA products. 
 
Cook Islands residents, by virtue of their consumption of NZ alcohol and tobacco 
products, no doubt have an important degree of brand loyalty and well in-grained 
tastes.  FIC products are unlikely to be attractive, unless there are significant price 
advantages to be obtained, without any great quality disadvantage. 
 
If, in the medium term, there is substantial trade diversion of alcohol and tobacco 
product imports from Australia and NZ to imports from PICTA countries (as a result of 
preferential lower levies on PICTA imports), then this would no doubt impact to a 
small extent on Government revenues. 

______________________________________________________________________ 
94 VAT generated some $14.9 millions in 2001 (Forsyth, 2000, p 10). 

Table A.5  Imports (values, duties, percentages) 

Country Value Duty % Duty 

Cigarettes 

AU 8335 23588 283 

NZ 305508 1326678 434 

US 5227 17982 344 

  319070 1368248 429 

Cigars etc 

AU 1060 184 17 

NL 1687 282 17 

NZ 3619 476 13 

US 722 121 17 

  7088 1064 15 

Other tobacco 

AU 1317 1176 89 

BE 114 147 129 

NZ 95746 130610 136 

  97177 131933 136 

All Products  423335 1501245 355 
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The critical question arises as to whether the Cooks Government would be agreeable to 
giving FIC beers a margin of preference over NZ (and Australian) beers under PICTA, 
so as to encourage the FIC beers (probably sourced from Samoa, Tonga and Fiji) to 
displace Australian and NZ beers to some extent. 
 
It is also a moot question whether FIC tobacco products, probably from Fiji and 
possibly Samoa95 should be given any preferential lower duty which encourages the 
displacement of NZ tobacco products. 
 
The Cook Islands is a self-governing nation in free association with NZ.  The 
association provides important fiscal benefits for both the Government and country 
through aid. It also provides Cook Islanders with far more important benefits in both 
NZ and Australia- residence, work and social benefits. This has historically provided an 
outlet for the unemployed in the Cooks, and especially the unskilled labourers who 
would otherwise not be able to find gainful employment.   
 
Cook Island residents are therefore in the enviable position of being one of the very few 
FICs not only to enjoy a high per capita income but also extremely low rates of 
unemployment, crime, and problems arising out of urban congestion induced by 
urban:rural drift. 
 
The Cook Islands have also been a member of SPARTECA under which duty-free non-
reciprocal access is provided to Australia and NZ for products that satisfy the 
SPARTECA ROO.  Some, although not major, benefits have been enjoyed by the 
Cooks through this agreement. 

 
While the Cook Islands have therefore signed and ratified PICTA (and PACER), it is a 
moot point whether the economic benefits arising out of PICTA could possibly match 
the current economic benefits arising out of its association with NZ and by extension, 
with Australia. 
 
NZ in 2001 supplied some $83 millions and Australia some $7 millions of Cooks 
imports (out of a total of $111 millions).   On the other hand, NZ only takes $1.4 
millions and Australia some $4.7 millions of Cooks exports.   
 

______________________________________________________________________ 
95 It is unclear whether tobacco manufactured in Samoa (made from imported tobacco) would be likely to 
satisfy the Rules of Origin requirement that 40% of the value added must be from local sources. 

Table A.6 Significance of alcohol and tobacco Duties (2001) 

  As percentage of 

 $m Trade Taxes Crown Receipts Total Revenue 

     
Crown Receipts ($m) 66.3    
Total Operating Revenue ($m) 73.8    
Taxes on international trade ($m) 11.9    

Alcohol Import levies ($m) 1.9 16.0 2.9 2.6 
Tobacco Import levies ($m) 1.5 12.6 2.3 2.0 

Total ($m) 3.4 28.6 5.2 4.7 
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The alcohol and tobacco product imports in 2001 totaled only $3.6 millions, nearly all 
from NZ and Australia.   
 
It would seem that Cooks authorities, having ratified the PICTA, implicitly 
acknowledge that some medium term diversion of part96 of this latter demand to FICs, 
as a result of the implementation of PICTA, may be a medium term cost justifying the 
wider benefits of being part of PICTA. 
 
 
 

______________________________________________________________________ 
96 If Cook Islanders maintain their consumption of Australian and NZ beers despite the higher duties 
imposed on them, then Cook Islands revenues may well be maintained or increased.  
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Annex B  Country Report :  FIJI 
 
 
Alcohol products 

 
Fiji has a number of manufacturers of alcohol products, with new entrants coming on to 
the market.  The largest player is Carlton Brewery (Fiji) Ltd (CBFL) which dominates 
the beer market, but also has controlling interest in South Pacific Distilleries (producing 
spirits such as rum, gin, vodka and whiskey).97   CBFL also has controlling interest in 
Samoa Breweries Ltd  (SBL) which produces beer and soft drinks.   
 
Fiji also has two micro-breweries, one in Savusavu and one planning to begin 
production in Suva by March 2003.98   
 
Given that Carlton United Brewery (Australia)- CUBA-  has controlling interest in 
CBFL, CUBA also has controlling interest in SPDL and in SBL.  The ownership 
structure is as follows: 
 
Company    Owned by    Share 
 
Carlton Brewery (Fiji )Ltd  Carlton United Brewery (Aus) 63.8% 
        Fijian Holdings Ltd99   30.18% 
        Others        6.74% 
 
South Pacific Distilleries100  Carlton Brewery (Fiji) Ltd  80.6% 
        Others       19.4% 
 
Samoa Breweries Ltd   Carlton Brewery (Fiji) Ltd  68.3% 
        Samoan Government   15% 
        Nauru Government    10% 
        Others        6.7% 
 
CUBA through its subsidiaries, exports a range of beer and spirit products to the FICs, 
including those to which CBFL and SBL would normally have had an interest in 
exploiting.   However, as CUBA enjoys 100% of the profits derived from the exports of 
their Australian subsidiaries to the Pacific, and only a portion101 of the profits generated 
by the exports of CBFL and SBL to the same FICs, CUB has a greater financial 
incentive in exporting Australian products to the FICs. 
 
It is also likely to be the case that given that the Australian plants of CUBA and its 
subsidiaries enjoy greater economies of scale than the FIC plants controlled by them, 
the unit profit margins for Australian products exported to FICs would be inherently 
higher than the profit margins made on FIC products. 

______________________________________________________________________ 
97 This company has now become Fosters Group Pacific Limited. 
98 The Malthouse Brewery, which did open in 2003, has since closed down. 
99 These shares have recently (May 2009) been sold to Fosters. 
100 SPD has been taken over by Fosters South Pacific. 
101 Profits of CBFL  =  80.6% of SPDL  +  68.3% of SBL 

    Profits of CUB (Aus)  =  [63.8% of CBFL] + [63.8% of (80.6% of SPD + 68.3% of SBL)] 
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For both the above sets of reasons, CUB (Aus) has a fundamental profit incentive to 
supply all FIC markets from its Australian plants, rather than any of the FIC companies 
controlled by them.  It is therefore not surprising that most of the alcohol product 
markets of FICs (excluding Fiji and Samoa)  are dominated by Australian (and NZ 
products). 
 
Fiji Malt House Brewery 
 
The latest company to be established, Fiji Malt House Brewery102 has majority NZ 
ownership, with minority Fiji shareholders.103  It intends to produce natural malt beers, 
without artificial additives (no sugars, no chemicals), laagers, ales, and dark beers.  
Production expected by the third year is 300,000 litres per year.  Inputs will all be 
imported (malt from Australia, hops from NZ), while the yeast will be cultivate locally.  
The company plans to export to FICs and NZ. 

 
There are also a number of smaller enterprises whose products are on the market, but 
operations are unclear.  A Chinese enterprise operates outside of Suva,104 in a small 
factory building apparently 
also producing garments. 
The workers appear to be 
Chinese nationals with little 
knowledge of English.   The 
products are Chinese Gin 
(52% alcohol content) priced 
at $9.89 (for 500 mls bottle) 
and Chinese Whiskey 
(alcohol content 36%) priced at $10 for a 500 mls bottle.  The labels claim that the 
spirits are made from longan and wolfberry. 
 
There is also an enterprise in Deuba, which appears to blend wines with alcohol, 
making wines with 20% alcohol content. 
 
Beer products 

 
The Fiji beer market is dominated by the products of CBFL, whose basic operating 
characteristics are given by Table B.1. 
 

______________________________________________________________________ 
102 Previously employed by Carlton Brewery Fiji Ltd., subsequently with experience with NZ brweries. 
103 The NZ shareholder is Paul Roadley.  Minority Fiji shareholders are Charles Kumar (also the Head 
Brewer), Rod Jepsen and Sam Foi Chung.  This company has now closed down. 
104 Chinese Liquor Enterprise (Nakasi). 

Table B.1  Beer production, local sales, excises paid 

 2000 2001 2002 

Beer Filtered (millions of litres) 18.5 18.3 19.7 

Local sales volume (millions of litres) 17.3 16.6 17.7 

Excise duty paid ($millions) 20.0 20.4 21.7 

 

Table B.2 Importance of beer taxes 

  As percent. of 

 ($m) 
Total 
taxes 

Govt. 
revenue 

Taxes from beer 24 3.2 2.4 

Total government taxes 752   

Total government  revenue 988   
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Taxes on this one product, beer, are an important part of government revenue- raising 
some 3.2% of total taxes and 2.4% of total government revenues. 
 

Competition from imports 
 
The imports of beer are negligible, as indicated by the following table.  The fiscal 
duties charged range from $2.20 per litre to $2.36.  The percentage duty effectively 
charged has slowly risen from 122% in 2000 to 125% in 2002, no doubt contributing to 
the discouragement of imported beers. 
 

 
The actual volumes of dutiable beer imported has been declining slightly from 182 
thousand  litres in 2000 to 177 thousand litres in 2001- an insignificant proportion of 
the domestic beer market. 
 
Fiji beer exports to the FICs have also 
been insignificant, as is indicated by 
the following table.  The units 
exported rose only slightly from 57 
thousand litres in 2000 to 86 thousand 
litres in 2001.  Kiribati has been the 
only country with a consistent increase 
over the last three years, although the 
quantities involved are still small. 
 
It is likely to be the case that CBFL 
has not been aggressively marketing 
Fiji beers in other FICs because the 
interests of the major shareholder (CUBA) may be better served by the exports of 
Australian products to FICs. 
 
Spirits 
 
South Pacific Distillery Limited, located in Lautoka105 next to the Lautoka sugar mill, is 
a major producer of spirit products, neutral spirits and methylated spirits.  Its main 
ingredient is molasses, bought from the Fiji Sugar Cooperation, as a byproduct of sugar 
manufacturing.  The molasses is fermented into alcohol, which is then distilled using 
both continuous still distillation, and pot still distillation.   The flagship product is its 
Bounty Rum, of which several varieties are produced. 

______________________________________________________________________ 
105 Lautoka is Fiji’s second largest town , on the western coast of Fiji. 

Table B.3 Imports of beer (values, duty paid, % duty paid) 

Country Value ($000) Duty Charged ($000) Percentage Duty Paid 

 2000 2001 2002 2000 2001 2002 2000 2001 2002 

Australia 192 196 176 273 293 276 142 149 157 
New Zealand 18 40 41 23 36 35 128 91 86 
United States 52 8 14 53 4 12 103 45 80 
SG 35 59 60 33 52 54 93 87 91 
Others 67 81 80 52 69 68 79 86 84 

Total 328 325 312 402 402 390 122 124 125 

 

Table B.4  Beer Exports to FICs only ($000) 

Country 2000 2001 2002 

Cook Islands  9 5 

Kiribati 0 19 56 

PF 5   

SB 39 35  

Tonga 34 12 0 

Vanuatu 5  0 

Wallis&Futuna 8 60 13 

Samoa 11 1 5 

Total Values ($000)  103 136 79 
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SPDL also produces gin, whiskey, vodka, brandy, and coconut liqueurs, by blending 
concentrates and flavours with their distilled alcohol.   The overall trend in production 
is given by the following table.106  What stands out is that there has been no real 
progress since 1997.  Indeed, the output and sales for the financial year 2002 (956 
thousand litres) is lower than that  in 1998 (1133 thousand litres). 
 

 
Differentiating further gives a better understanding of the picture.  Local sales of spirits 
have declined by 16 percent from 619 thousand litres in 1997 to 523 thousand litres in 
2002.  Exports on the other hand, have increased from 334thousand litres to 432 
thousand litres. 
 
The major increases in exports have taken place in the low value added end of the 
market in bulk exports which increased from 256 thousand litres to 363 thousand litres.  
Bottled exports declined seriously from 78 thousand litres in 1997 to 39 thousand litres 
in 2000, before increasing again in 2001, but declining in 2002. 
 
The percentages indicate clearly that local sales have seen a gradual deterioration both 
in absolute volume and in relative terms.  Bottled exports (with brand name products) 
have been quite variable but consistently a small fraction of total exports. Bulk exports 
have not only comprised the largest share of exports, but have generally increased their 
share of total production to 38%. 
 
Export Performance: an odd reluctance 
 
The three products which have the best performance in exports to the FICs are rum, gin 
and whiskey, as is indicated by Table B.6.  However, the total values exported are 
again fairly small.  The relative lack of success of alcohol exports to the FICs is an 
interesting and complex issue involving a range of possible factors. 
 

______________________________________________________________________ 
106 The data on the different spirits are not differentiated because of SPDL’s request for confidentiality. 

Table B.5 SPD Production, sales, and exports of rum (quantities and percentages) 

 Financial year ending in June 30 

 1997 1998 1999 2000 2001 2002 

Sales ($000)     9951 9750 

Volume (000 litres) 

Total Production/sales 953 1133 978 918 937 956 

Local sales 619 678 619 539 545 523 

Exports 334 455 358 379 391 432 

   Bottled exports 78 47 45 39 86 69 

   Bulk exports 256 408 313 341 305 363 

Percentages 

Local sales 65 60 63 59 58 55 

Export sales 35 40 37 41 42 45 

Of exports 100 100 100 100 100 100 

   Bottled exports 23 10 13 10 22 16 

   Bulk exports 77 90 87 90 78 84 
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The cost issue may be an important factor.  
The metropolitan products generally tend 
to have lower unit costs (because of 
economies of scale).  SPDL would also 
face double costs in the transport of 
bottles.  Empty bottles need to be 
imported from NZ, bottled with Fiji 
spirits, and then re-exported to compete in 
export markets.  There is currently no 
recycling of bottles. 
 
However, the financial interests of the 
parent company Fosters/CUB (Carlton 
United Brewery Australia) would also 
seem to be quite relevant.  This certainly 
seems to be the case when one examines 
the inability of SPDL’s flagship product, 
Bounty Rum, to gain the necessary 
support in Australia and other export 
markets. 
 
For developing countries which are attempting to export manufactured items, it is 
extremely difficult at the best of times to find a product that is internationally 
competitive in price and quality.   This is certainly not the case with one of Fiji’s spirit 
products.   
 
SPDL’s Bounty Rum compares favourably with other international rum brands such as 
Coruba.  Its Bounty Dark Rum has won gold medals in 1983 and 1995, in the 
International Wine and Spirits Competition. In 1997, it won a gold medal in the Monde 
Selection organised by the International Institute for Quality Selection, in Brussels.  
And in the same competition in 1999, SPDL’s Bounty Millenium Black Label Rum 
was awarded the Grand Gold Medal.  Again, in 2002, its White Rum won a silver 
medal.   
 
The number of medals won by SPDL rum products is only limited by the number of 
times it has entered and strangely enough, it has not entered very often.  The cost of 
entering a product would seem to be low107, compared to the considerable marketing 
benefits to be obtained if a product wins medals.   Given its success rate for the times it 
has entered, SPDL could easily have in excess of 20 medals to its credit to date. 
 
Indeed, it would seem that a private Australian company last year imported bulk 
Bounty Rum from Fiji, entered the Fiji product in international competitions under its 
own brand name108, and won 20 percent of all the rum prizes (including 2 golds and 3 
silvers) in the International Wine and Spirits Competition in London, as well as the 
Grand Trophy for the Best Rum in the competition. 
 

______________________________________________________________________ 
107 SPDL management gave a rough figure of F$1000 per product. 
108 The brand “Inner Circle” originally used by a CSR subsidiary, is well known in Australia. 

Table B.6     Exports of Spirit Products 
to Major FIC destinations ($000) 

 2000 2001 2002* 

Rum Total 428 734 607 

PNG 147   

Solomons 45 113 12 

Tonga 192 532 512 

Wallis&Futuna 6 19 56 

Samoa 35 65 21 

Gin 99 144 96 

Tonga 74 105 26 

Wallis&Futuna 8 14 53 

Vodka 17 62 14 

Whiskey 110 156 27 

Other spirits 35 52 6 

Spirits total 688 1148 749 

* For 8 months only. 
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SPDL’s Bounty Rum does seem to not receive unqualified enthusiastic support from 
Fosters/CUB.  Firstly, a CUB subsidiary (The Continental Spirits Company) imports, 
bottles and sells Jamaican rum under its own brands.109  Secondly, CUB has interests in 
other brands, such as Bundaberg Rum, which may be more profitable to market and sell 
than Bounty Rum. 
 
Third, with CBFL marketing policies effectively under the control of Fosters/CUB, it is 
possible that the superior profitability for Fosters/CUB in selling Australian products to 
FICs, may be an equally relevant factor in the reluctance to push Fiji spirit products in 
the FIC markets.   CBFL handles the marketing of its Australian parent products in the 
FICs, although there is not a pro-rata sharing of the resulting profits, for CBFL. 
 
Fiji rum also seems to face an Australian customs barrier in that it cannot be exported 
to Australia unless it is more than two years old.110    Some Australian rums are sold in 
Australia well short of this minimum maturity period. 111 
 
While SPDL is not necessarily  internationally competitive as a producer of pure 
alcohol112, it would seem that SPDL has ample scope to expand production of its 
unique quality rum products.  The rum products are clearly of international quality and 
competitiveness, and there does not seem to be any limitation on the supply of the 
major input (molasses) which it obtains at a reasonable cost.113  There major weakness 
seems to be the failure of the dominant shareholder to encourage SPDL to engage in 
aggressive marketing drives and to increase production accordingly. 
 
Competing imports 
 
The following table indicates the fairly low levels of imports of the spirits competing 
with SPDL products.  Except for whiskey, the duties are all above 200 percent, 
although the aggregate average duty for all spirits has declined from 156% in 2000 to 
122% in 2001.   
 
The duty on rum, however, has risen to a massive 364% in 2002.  The duty on whiskey 
on the other hand, has not only been less than 200 percent but has also been declining 
from 194% in 2000 to 178% in 2002.   
 
Surprisingly, the duty on mixed drinks has been a low 27 percent, and the imports have 
been correspondingly rising.  Wine has also had a relatively low duty of 37 percent in 
2002. 
 
Also surprising, given that it is an input into the manufacture of the local spirits (such 
as gin, whiskey and vodka) the duty on spirit concentrates has been extremely high 
relative to the duties on finished products, although declining slightly to  494% in 2002. 
 
The bulk of the imports of all the alcohol products are sourced in Australia and CUBA 
and its subsidiaries would be major suppliers. 

______________________________________________________________________ 
109 Captain Morgan. 
110 Australian customs regulations. 
111 Bundaberg Rum is a continuous distillery product saleable within a year. 
112 NZ manufactures pure alcohol at less than half the cost of SPDL, as a by product of the dairy industry. 
113 SPDL currently uses less than 5% of the molasses available from Fiji Sugar Corporation. 
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Impact of PICTA 

 
Should PICTA come into effect, Fiji’s beer should be able to enjoy some preference in 
the PICTA markets, vis a vis exports from Australia and NZ.  There is likely to be 
some displacement of Australian and NZ beers, depending on the extent of the 
preferences maintained by individual FICs. 
 
A possible response from companies such as CUB (Aus) is the production, under 
license, of Australian brands (such as VB and Fosters) at the Fiji plant, for consumption 
in Fiji and export to the PICTA countries. 
 

Tobacco Products 

 
The only registered tobacco product manufacturer in Fiji is British American Tobacco, 
which produces tobacco products throughout all the FICs. 
 
In Fiji, BAT (Fiji) manufactures only cigarettes.  BAT (Fiji) is also unique in that it is 
the only FIC cigarette manufacturer that uses locally grown tobacco, which comprises 
some 73% of the tobacco used.  As may be seen from the photos, BAT (Fiji) is a much 
larger operation, compared to the factory in Samoa.  Both are still small, compared to 
the metropolitan factories. 
 
In 2001, the pro rata excise duty on cigarettes implicitly made from local tobacco, is 
significantly lower than for the cigarettes made from imported tobacco. 
 

73% local tobacco:   excise = $75.60 per 000 sticks 
27% imported tobacco: excise = $113.40 per 000 sticks 

 Weighted average  excise =$85.81 per 000 sticks  
 
This therefore gave BAT (Fiji) a distinct financial incentive to use locally grown 
tobacco.  Without this differential excise treatment, the company would find it more 
cost-effective to completely use tobacco imported from Australia and elsewhere. 
 

Table B.7  Imports of Competing Spirits (Values, duties, %) 

 Value ($000) Duty paid ($000) Percentage Duty 

  2000 2001 2002* 2000 2001 2002* 2000 2001 2002* 

Brandy 26 29 18 45 62 43 176 211 236 
Gin 18 10 6 50 26 13 278 249 221 
Liquers 255 340 330 295 460 431 116 135 131 
Mixed drinks 70 156 179 19 43 49 28 28 27 
Rum 12 19 13 43 64 48 351 345 364 
Vodka 15 15 9 50 41 28 337 280 324 
Whiskey 208 282 161 405 530 286 194 188 178 
Others 36 55 64 88 100 52 247 182 81 

Total spirits 639 906 779 994 1326 949 156 146 122 

Wine 2695 3705 3538 925 1432 1308 34 39 37 

Spirit Concentrates 62 114 71 328 545 352 526 478 494 

* for 8 months only. 
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Locally manufactures cigarettes are also given a preference over imported cigarettes, 
which are charged an import duty of $120.21 per 000 sticks.  Imported  cigarettes are 
therefore a very small proportion of cigarettes consumed in Fiji, satisfying consumers 
(mostly tourists) with brand loyalty to international brands. 
 
Without the preference and protection granted by the higher import duty BAT would 
find it more profitable to supply the entire Fiji (and Pacific) market with cigarettes 
manufactured at one of their metropolitan plants. 114   
 

 
 
The company maintains 
that the economies of 
scale possible in the 
industry are such that the 
Fiji operations (and in all 
of the FIC factories) are 
relatively inefficient, 
both in cigarette 
manufacturing and 
tobacco growing.  Effectively, the entire year’s supply of cigarettes for Fiji could be 
supplied by one morning’s output from any of BAT’s metropolitan factories. 
 
Table B.10 indicates that, as with cigarette consumption in most developed countries, 
cigarette consumption has generally been in decline, although there was a small 
increase in 2001. 115 The data on excise revenue however indicates that Government 
derives increasing revenues from taxes on tobacco products, quite significant in the 
national fiscal context. 
 

______________________________________________________________________ 
114 Estimated using VAT inversion. 

Table B.8  Cigarette Sales (quantity, $) 

 1997 1998 1999 2000 2001 

Volume of sales (m sticks) 433 412 413 402 405 

Estimated local sales (F$m) 37.20 43.40 42.60 47.90 49.10 

Import sales ($m) 0.23 0.64 0.33 0.40 0.35 

 

Table B.9 Importance of tobacco tax revenues 

  As percentage of 

 ($ m) 
Total 
Taxes 

Total 
Rev 

Govt. revenues from tobacco 40.7 5.4 4.1 

Total govt. taxes 752   

Total govt revenues 988   

 

Table B.10    Imports of Tobacco Products (values, duty, rates of duty) (2000-2002) 

 Value ($000) Duty ($000) Rate of Duty (%) 

Country 2000 2001 2002 2000 2001 2002 2000 2001 2002 

Cigarettes          
Australia 86 80 72 279 247 240 325 309 335 
United States 9 52 39 31 158 113 329 304 290 
Others 1 5 6 1 16 26 83 288 425 
Total Cigs 96 137 117 310 421 379 322 306 325 

Cigars 26 33 27 8 14 13 29 43 48 
Tobacco (RYO) 20 19 30 21 24 32 102 129 104 

Total all 143 189 174 339 459 423 237 243 243 

Tob. leaf 1134 1392 640 0 0 0 0 0 0 
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Competition from imports 
 
Table B.10 indicates that imports of finished cigarette products (mostly from Australia 
and United States) are insignificant, less than 2% of total sales.  The effective rates of 
import duty are extremely high, being above 300 percent, and increasing in 2002. 
 
BAT (Fiji) is of the view 
that there are large 
amounts of locally grown 
and rolled tobacco (sukhi) 
being consumed in Fiji.  
The company estimates 
the quantity as the 
equivalent of 50 million 
sticks of tobacco, which would suggest that Government is losing some $3.7 millions in 
potential excise tax, because of the inability to bring sukhi into an equivalent tax net.  
There are also losses in excise revenue due to the consumption of marijuana, to the 
extent that it is a substitute for cigarettes. 
 
The company also estimates that there are significant amounts of cigarettes smuggled 
from China.116  The company has a policy of not selling large quantities of duty-free 
cigarettes to ships, which could encourage smuggling into the local market, given the 
security loopholes. 
 
It may be noted that there are significant amounts of duty-free imports of tobacco 
products, on which the duty foregone are also significant- amounting to some $2.5 
millions in 2001 (Table B.11). 
 
Exports of tobacco products 
 
There is negligible exports of tobacco 
products taking place, largely as a result 
of BAT policy that all exports to FICs 
will be from Australia or NZ.117 
 
Were PICTA to come into effect, and FICs to give duty preference exports from 
PICTA countries, then Fiji cigarettes could find substantial markets in countries 
currently importing from outside of PICTA. 
 
 

                                                                                                                                              
115 2002 figures are for 9 months only. 
116 One container load (4 million stick) of smuggled cigarettes represents extra profits amounting to $0.5 
millions of excise duty saved. 
117 As indicated by the Customs database. 

Table B.11 Imports of duty-free tobacco products 

 Value ($000) Duty Foregone (F$000) 

 2000 2001 2002 2000 2001 2002 

Cigarettes 715 817 680 2305 2503 2207 

Cigars 134 106 44 39 45 21 

Tobacco 25 30 44 25 39 46 

Total 874 953 768 2344 2548 2228 

 

Table B.12  Exports of tobacco products ($) 

 2000 2001 2002 

Tonga 21980 99010 7390 

Vanuatu 695 475  

Total 22675 99485 7390 
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Annex C  Country Report: KIRIBATI 
 
Kiribati has no alcohol or tobacco product industry, other than the local toddy. 118  All 
alcohol and tobacco products are imported and the duties on these products comprise a 
significant proportion of total duty raised from imports. 
 
The impact of PICTA on its consumption of alcohol and tobacco products will 
therefore largely be the possible changes in the mix of countries from which these 
products are imported. 
 
Alcohol Products 

 
The duty structure on alcohol products are as follows: 
 
 Beer in glass containers   $3.50 per litre 
 Other beer (cans)    $1.40 per litre 
 All spirits (Gin, whiskey, rum, vodka) $17.50 per litre 
 Mixed drinks     $1.00 per can 
 
The effective percentage duty rates naturally differ because of differing fob119 values 
declared by the importers.  The tables following have been derived from 2002 raw data 
for imports.120 
 
As with tobacco 
products, there is a 
significant proportion of 
alcohol products which 
are imported duty-free- 
amounting to some 16 
percent.121   Excluding 
these duty-free imports 
therefore raises the aggregate rate of import duty on all alcohol products from 109% to 
129%.  The tables following have excluded the duty-free items. 
 
Beer products comprise 92% of the alcohol product markets, with spirits being an 
insignificant 0.4%.  Duty rates on spirits (168%) and mixed drinks (159%) are 
somewhat higher than on beer (127%) and wine (127%). 

______________________________________________________________________ 
118 Sour toddy is produced from the sap of the coconut tree, usually for household consumption.  
However. some 631 households (out of a total of 12,609) reported that their main source of cash income 
was sour toddy (Report of the 2000 Census, Table H5). 
119 The Kiribati Customs Department records fob values, rather than cif.  For ad valorem duties, this 
naturally results in somewhat lower dollar values of duties collected. 
120 The raw data was provided by the Kiribati Customs Department, from their PC Trade Database. 
121 The duties foregone amount to an aggregate average of some $446 thousands. 

Table C.1  Dutiable and Duty-free imports of alcohol products 

 Value Duty Perc.Duty 

Duty-free 345983 0 0 

Dutiable 1877215 2421898 129 

All 2223198 2421898 109 

Perc. duty-free 16   
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Of the all-important beer 
market, the lion’s share is 
taken by Australian beers122 
with PIC beers (only from 
Fiji) comprising a mere 
2.5%.   The marketing for 
the Australian beers  seems 
to be done by the Marketing 
Manager for Carlton 
Brewery (Fiji) Ltd. 
 
While the data indicates that 
the Fiji beer faces a lower effective rate of protection on the fob value (122% as 
opposed to 129% for Australian beer), this is a result of the fob price for Fiji beer being 
some 5% higher than the Australian beers.  While the demand for Australian beers is no 
doubt largely brand-dependent, it is quite likely that the relatively higher price for the 
Fiji beer is partly responsible for its insignificant share of the Kiribati beer market. 
 
While the volumes of spirits 
bought are probably too low to 
draw strong conclusions from, 
the following table indicates that 
where the price is favourable, the 
Fiji product does enjoy a higher 
share of the market. 
 
In mixed drinks, Fiji has 56% of 
the market.  The effective rate of 
duty for the Fiji products was 
180% (as opposed to 131% for the Australian product), due to the fob price of the Fiji 
product being 
some 27% 
cheaper.  
Similar 
conclusions 
may be drawn 
for the small 
markets in 
spirits (gin, rum 
and whiskey).  
For both gin and 
whiskey, the fob 
unit prices are 
considerably 
lower for the 
Fiji products 
than for the 
Australian 

______________________________________________________________________ 
122 Mostly VB, XXXX, and Fosters brands. 

Table C.2 Share of alcohol products in the market 
and percentage duty 

 
Value  
fob ($) 

Market  
Share Duty ($) 

Perc. 
Duty 

Beer 1728632 92.1 2191806 127 

Spirits 8057 0.4 13560 168 

Mixed drinks 28359 1.5 45084 159 

Wine 34079 1.8 37697 111 

Other 78088 4.2 133751 171 

Total 1877215 100.0 2421898 129 

 

Table C.3  The beer market 
(country shares $ and duties) 

Country Value ($) 
Market 
Share Duty 

Perc. 
Duty 

AD 1950 0.1 2520 129 

Australia 1682604 97.3 2136367 127 

Fiji 43120 2.5 52662 122 

NZ 352 0.0 147 42 

SG 606 0.0 111 18 

Total  1728632 100 2191806 127 

 

Table C.4 Markets for mixed drinks and spirits. 

Products Country Value ($) Share Duty ($) %Duty 

Mixed Drinks,   AU 12387 44 16284 131 

Alcohol < 10% FJ 15972 56 28800 180 

 All 28359 100 45084 159 

Other AU 66840 85.6 112313 168 

  FJ 11230 14.4 21420 191 

  NZ 18 0.0 18 97 

 All 78088 100.0 133751 171 

Gin AU 504 45.3 180 36 

  FJ 608 54.7 1200 197 

 All 1112 100.0 1380 124 

Rum FJ 3988  7200 181 

Whiskies AU 504 17.0 180 36 

  FJ 2453 83.0 4800 196 

 All 2957 100.0 4980 168 

All spirits  114504  192395 168 
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products- and the Fiji products do have large shares of these markets. 
 
Tobacco products 

 
The duty structure on tobacco products is as follows: 
 
 Cigarettes    $0.06 per stick 
 Tobacco (twist or stick/Irish Cake) $10.00 per kg. 
 
It should be noted that a significant amount of cigarettes (some 16 percent) are 
imported duty-free.   While aggregate duty on all cigarette imports is 110%, excluding 
the duty-free imports, increases the duty rate on cigarettes to 160%.  The duty-free 
imports have been excluded for the following data.123 
 
Tobacco (twist and 
stick) has a 
considerably lower 
rate of duty of 20%.  
In value terms, stick 
and twist tobacco 
comprise some half of 
all the tobacco product 
imports.   If stick and 
twist tobacco have 
relatively greater 
harmful effect on 
health, than extremely 
low rate of duty on stick and twist tobacco is clearly undesirable from the health point 
of view. 
 
The differential duty is also inefficient from the revenue point of view.   Were stick and 
twist tobacco to be charged the same rate of duty as cigarettes, Government may be 
able to increase their duties by up to $2.6 millions (minus the decline in revenues due to 
the likely reduced consumption following the increase in price). 
 
Overall, it may be noted that Kiribati duties on both cigarettes and tobacco are very 
much lower than the rates in the rest of the FICs. 124  The cigarette and tobacco prices 
are therefore significantly lower, the consumption correspondingly higher, and the 
negative impact on the health of I-Kiribati considerably more pronounced than is the 
case for comparable FICs.. 
 
Table C.6 indicates that virtually all the tobacco products are imported from Australia, 
with a negligible percentage from Nauru.125 
 
 
 

______________________________________________________________________ 
123 Including them would significantly understate the effective rates of duty. 
124 It may be noted that the duty-free imports of cigarettes cost the Kiribati Government some $935 
thousands in duty foregone. 
125 This would presumably have originated elsewhere, since Nauru does not produce tobacco. 

Table C.5  Imports of tobacco products (2001) 
(Dutiable and Duty-free) 

 Value ($) Duty ($) 
Perc. 
Duty 

Imports of tobacco products 3713769 2446560 66 

   Tobacco 1832163 373260 20 

   Cigarettes 1881606 2073300 110 

Dutiable    

   Tobacco 1832163 373260 20 

   Cigarettes 1296135 2073300 160 

Duty free cigarettes 585068 0 0 

Cigarettes Percent duty-free 31   
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The last column indicates the unusual situation that while the effective “per stick” rate 
of duty on both low and high tar cigarettes are the same, the effective percentage rate of 
duty is slightly higher (at 187%) than that charged on the low tar cigarettes (159%).  
This is due to the fact that the fob value of the low tar cigarettes is some 18% higher 
than that of the higher tar cigarettes. 
 
Impact of Kiribati Joining PICTA 
 
Should Kiribati ratify PICTA and duties on PICTA products fall to zero, a considerable 
part of the imports of alcohol products (beer in particular) and tobacco products, would 
switch to PICTA countries, largely Fiji, but also Samoa and PNG, should they wish to 
enter these markets. 
 
The loss of revenue for Kiribati would be substantial.   Current duties charged on 
alcohol and tobacco products comprise 5% of the Total Grants and Revenues of the 
Kiribati Government, 26% of Total Tax Revenues, and 30.7% of Total Import Duties 
earned in 2002.   These percentages could all be up to 50% higher, were tobacco (twist 
and stick) charged similar rates of duty as cigarettes. 126 
 

 
It is recommended that the import duties be converted to the equivalent excise duties 
applicable to all imports, from all countries, prior to PICTA coming into effect.  This 
will generate, as a minimum, the same total dollar values of duties as have been 
collected in the past. 
 

______________________________________________________________________ 
126 The projections for 2002 seem to be somewhat on the conservative side, compared to 2001 figures. 

Table C.6  Imports (by country, value and duty) 

Description Country Value ($) Duty ($) Perc.Duty 

Cigarettes, < 10mg of tar AU 1259155 2003970 159 

Cigarettes, > 10mg of tar AU 36980 69330 187 

Other cigars and cigarettes NR 16775 16800 100 

Tobacco; Twist or Stick Tobacco AU 1832163 373260 20 

All products  3145073 2463360 78 

 

Table C.7 Alcohol and Tobacco Duties and Total Revenues 

  As percentage of 

  
Import 
duty 

Tax 
revenue 

Rev & 
Grants 

Total Revenue and Grants* 97,088,000    
Total Government Tax Revenue* 18,535,000    
Total Import Duty (2002) 15,922,022    
     

Duty Tobacco products 2,463,360 15.5 13.3 2.5 
Duty Alcohol products 2,421,898 15.2 13.1 2.5 
Duty Alcohol and Tobacco 4,885,258 30.7 26.4 5.0 

* projections by ADB Team (Monetisation in an Atoll Society, Nov.2002. Draft Report. 
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Import duties on non-PICTA imports may be maintained at some reasonable level, to 
give PICTA imports some margin of preference.  The margin of preference should not 
be too high as to totally eliminate non-PICTA imports. The margin of preference 
should not be too low as to give no assistance to PICTA imports in the Kiribati 
domestic market.  Kiribati consumers should be able to exercise effective choice from a 
diversity of products available on the shelves, with care being taken that non-PICTA 
products are not priced out of the market because of prohibitive duty rates. 
 
The actual duties collected by the Kiribati Government could therefore be higher for 
three reasons.  First, if Kiribati takes the opportunity to raise their duties on tobacco 
products closer to that charged in other FICs, this could result in more than a doubling 
of revenues. 
 
Second, imports of alcohol and tobacco products from non-PICTA countries will face 
an import duty additional to the excise duties which will be equivalent to the current 
import duties.   
 
Third, twist and stick tobacco products will face significantly higher duties than is 
currently being charged. 
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Annex D  Country Report PALAU 
 
Beer products 
 
There is one local micro-brewery, established in 1998- Palau Brewing Company (a 
subsidiary of Western Caroline Trading Company.  It normally has 3 employees- the 
Master Brewer, Assistant Brewer, and 1 other employee. The Master Brewer recently 
departed and the Assistant Brewer is in charge of production. 
 
Production of beer is normally 247 gallons per batch per week, in a fairly small scale of 
operation (see photos)   There are four types of beer produced- brand “Red Rooster” 
 
 Light:   4% alcohol 
 Amber:   5.5% alcohol 
 Dark:   6%-7% alcohol 
 Mango-wheat 4% alcohol. 
 
All the inputs (malt, barley, hops, filter material) are imported from United States, 
while the bottles are imported from Taiwan.  The water used is obtained from rainwater 
or (occasionally) from the tap.  There is filtering equipment used to purify the water.  
Sometimes “brewing salts” are added to enhance the water. The beer is stated to 
comply with Germany’s Reinheltsgebot Purity law of 1516, whereby only water, malt 
and hops are intended to be used as ingredients, with no artificial flavours or 
preservatives added.   The beer is manually filled and packed. 
 
A significant portion of the beer is sold on tap in the local pubs and restaurants.   Some 
small amounts have been exported on a trial basis, but would have difficulty in 
satisfying metropolitan standards.127 
 
The beer is currently wholesaled at $1.10 and recommended retail price is $1.25.  The 
retail price is considerably more expensive than the imported beers (American, 
Japanese and Philipine beers) which sell for $0.85 cents to $1.00.   This is somewhat 
surprising since Palau Brewing Company does not seem to be paying any excise taxes 
on its output. 
 
Prices in the super-markets typically: (cans of 12 fl ozs/355 mls) 
 
Import beers: 
 
 Red Horse   US$0.75  Asahi Dry US$0.75  

Asahi Super Malt US$0.75   Kirin Draft US$0.95 
San Miguel   US$1.25   Budweiser US$1.00  

 
Local beers: 

 
Red Rooster     US$1.25  
Red Rooster  (half gallon) US$ 8.00  
(half gallon refill)   US$ 5.00 

______________________________________________________________________ 
127 The beer labels, as with American beers, give no information on the alcohol content. 
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The general opinion is 
that the local beer is 
drunk mostly by 
expatriates, while the 
locals prefer the imported 
beers.  However, given 
that the local beer (in 
bottles) is significantly 
more expensive than the 
imported beers, greater 
local consumption of the 
imported beer would be 
expected in any case, 
regardless of the quality, 
given the relatively lower 
incomes of the locals. 
 
This is also quite contrary to the experience in other FICs where high import duties 
make the imported beers considerably more expensive than the domestic beers.   Where 
the domestic beer is considered to be of good quality (PNG, Vanuatu, Fiji and Samoa), 
the locals do prefer to consume the local beer. 
 
The Brewery has recently 
experimented with distilling 
alcohol from the beer (using a 
converted beer keg as a distillery), 
diluting with water, and blending 
with flavours to make whiskey, 
tequila and dark rum.  These 
“liquors” have not been marketed 
yet. 
 
Imports 
 
It should be noted that Palau’s imports are dominated by US, Guam and South East 
Asia.  The major sources of input are given in Table 5.1.  Forum countries provide less 
than 1% of Palau’s imports. 128 
 
Following the overall 
patterns of trade, beers 
imported by Palau also 
originate largely in US 
and SE Asia as the 
following table indicates. 
129

 

 

______________________________________________________________________ 
128 For nine months. 
129 Also includes imports of non-alcoholic beverages such as soft drinks and vinegar. 

Table D.1  Total imports  of all items (country of origin) (%) 

Country 1999* 2000 2001 

United States of America 36.8 32.9 43.7 

Guam 10.7 13.9 12.3 

Singapore 15.3 6.8 9.8 

Japan 15.3 15.4 8.9 

Taiwan, Province of China 6.9 6.5 5.8 

Korea Republic of 2.6 7.0 5.2 

Forum Island Countries (total) 0.3 0.2 0.7 

Federated States of Micronesia 0.1 0.1 0.4 

Papua New Guinea 0.2 0.0 0.1 

Fiji 0.0 0.1 0.1 

Solomon Islands 0.0 0.1 0.0 

Total 100 100 100 

Value (US$m) 78.1 123.7 95.8 

Source: Raw data provided by the Statistics Office. 
 

TableD.3 Duty per litre on alcohol products ($) 

From Beer Spirits Wine Wine coolers 

April 1999 1.01 10.14 6.76 1.69 

October 2001 0.51 3.38 3.38 0.85 

Percentage change -50% -67% -50% -50% 

 

Table D.2  Imports of Chapter 22 Items  
(country and %) 

Country 1999* 2000 2001 

USA 70.9 75.9 74.7 

Guam 16.6 16.7 13.8 

Philippines 4.3 1.9 2.7 

Japan 4.1 2.0 2.7 

Total  100 100 100 

Value (US$000) 3349 5208 5035 

* for nine months only 
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The data indicates that the Palau Government has drastically reduced its duties on 
alcohol products, with duty on beer, wine and wine coolers being reduced by 50% 
while that on spirits were reduced by 67%. 
 
The net impact has been an increase in consumption of alcoholic products, and a 
dramatic reduction in import duties collected. 
 

 
 
Between 2000 and 2002, the effective average duty collected on beer declined from 
75% to 37%.  The effective average duty collected on spirit declined from 171% to 
59%, with a corresponding increase in consumption130.  The average duty collected on 
wine declined from 118% to 87%.  On alcohol products in aggregate the duty collected 
declined from 86% to 42%. 
 
Palau’s percentage import duty of 37% on beer is the lowest amongst all the FICs 
examined in this study. The simple unweighted average for the FICs is 109%. 
 
Palau’s percentage import duty of 59% on spirits is also amongst the lowest amongst 
the FICs: the simple unweighted average for FICs is 92%. 
 
Palau’s duty structure also does not follow the normal regional and international pattern 
in that it does not apply on the alcohol content of the products.131 
 
It would seem that Palau’s reduction of duty over the last three years has resulted in an 
annual loss of duty revenues of around US$1 million. 
 

______________________________________________________________________ 
130 The significant decline in duty on spirits also seemed to result in a more than doubling of 
consumption of spirits, between 2001 and 2002. 
131 Thus relatively low alcohol content wine is charged the same duty per litre as high alcohol content 
spirits. 

Table C.4   Imports of alcohol products (quantities, values, duties) 

 000 litres Value $US000 Duty $US000 Percent. 

Beer     

2000 1,729 2,271 1,753 77 
2001 1,868 2,535 1,895 75 
2002 1,960 2,820 1,043 37 

Spirits     

2000 23.5 139 238 171 
2001 20.4 153 207 135 
2002 48.2 324 190 59 

Wine and coolers     

2000 48 226 266 118 
2001 39 180 236 131 
2002 50 196 171 87 

All alcohol products     

2000  2,636 2,257 86 
2001  2,869 2,337 81 
2002  3,340 1,404 42 
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Tobacco imports 
 
As with the alcohol products, the 
tobacco products are also sourced 
from US and Guam. 132 
 
The prices (packet of 20s) are 
extremely low: 
 
 Kool    US$2.25  

Marlborough US$2.00  
Doral   US$1.45 

 
It would seem from raw customs data that the duty charged on cigarettes is $0.50 per 
pack of 20’s cigarettes. 

 
 
While Table C.6 does not 
indicate the trends in 
cigarette consumption, 
the following table with 
values and duties for 
complete years, suggests 
that while consumption 
of cigarettes has gone down, so also has duty collected, and the percent of duty 
charged.  It would seem that the Government of Palau is not acting consistently where 
it comes to import duties charged on tobacco products. 
 

Relevance of alcohol and tobacco revenues to government budget 

 
Table C.8 makes clear that even with the reduced duties from the alcohol and tobacco 
products, the revenues earned from these two categories of “sin” goods are quite 
significant in the Palau Government’s budget. 
 
 
 

______________________________________________________________________ 
132 It is unclear whether the "country of origin" refers to the immediate source or the country in which the 
items were manufactured.  Thus the imports from Guam are likely to be sourced from other countries, 
probably and mostly USA. 
 

Table C.5     Imports of tobacco products 
(by country) (% and $) 

Country 1999* 2000 2001 

Guam 55.2 62.9 54.8 

USA 44.1 36.1 41.9 

Total 100.0 100.0 100.0 

Value (US$) 1614178 2567418 2130749 

*  1999 data for the last nine months. 

Table C.6 Imports of tobacco products (values, duties, percentages) 

 Values (US$000) Duties (US$000) Percentage duty 

 1999* 2000 2001# 1999 2000 2001 1999 2000 2001 

Cigarettes 1601 2775 196 631 1016 84 39 37 43 

Cigars, etc 13 11 4 19 16 6 150 150 150 

Other tobacco 0 4 0 1 7 0 150 150 150 

Grand Total 1614 2790 199 651 1039 90 40 37 45 

* 1999 values are for 9 months            # 2001 values are for 3 month 
 

Table C.7   Imports of tobacco products (year ending March) 

  Quantity Value Duty Perc.Duty 

  millions sticks US$000 US$000  

2000 36.1 2318 902 38.9 

2001 33.2 2254 830 36.8 
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Import duties on tobacco products raise are 3% of total government domestic revenue, 
4% of total taxes, and 16% of import duties. 
 
Import duties on 
alcohol products 
raise 5% of total 
government revenue 
raised domestically, 
6% of total taxes 
and 26% of import 
duties. 
 
Taken together, they 
raise 8% of 
government’s total domestic  revenue, 10% of total taxes, and 41% of import duties. 
 
This importance prevails despite the fact that for both alcohol and tobacco products, the 
percentage duties charged are amongst the lowest in the region. 
 
The Palau Government could easily double its tax revenues from these two sets of 
products, without going out of line with regional averages, while following the 
recommendations by the Ministry of Health that the consumption of these two products 
ought to be discouraged. 
 
It may be noted that while Government has decided to tax all incomes133, even those 
earning below $2000 per year, the value of the actual additional tax revenues collected 
through this measure will be considerably less than those that have been lost because of 
the reduction of duties on alcohol and tobacco products.  Moreover, the application of 
direct tax on low incomes has the disadvantage of  being regressive, without being 
counterbalanced by the advantage of “sin” taxes that they do discourage consumption, 
and the associated negative externalities. 
 
Government is also contemplating the introduction of a VAT.  Given the paucity of 
domestic production of goods and services, it may well be that VAT may not offer 
more advantages than is currently offered by the operation of an efficient import duty 
regime with moderate duties (rather than the current very low regimes) and a moderate 
company tax on corporations. 
 
Implications of including the items in PICTA. 
 
It may first be noted that Palau (and other Compact states) have been given a three year 
grace period before they are required to make a decision. 
 
Palau would like to be part of the Pacific community, although they do not see major 
concrete economic benefits arising out of the FTA per se. 
 

______________________________________________________________________ 
133 Currently incomes less than $2000 pay no tax; 6% is charged on incomes > $2000 and less than 

$8000; and 12% is charged on on incomes > $8000. 

Table C.8      Taxes from alcohol and tobacco products 

  As percentage of 

 US$000 
Tot. 
Rev 

Total 
taxes 

Import 
Duties 

Total domestic revenue 28,555    

Total taxes 22,652    

Total import tax 5,455    

Tobacco taxes (2001) 851 3.0 3.8 15.6 

Alcohol taxes (2002) 1,404 4.9 6.2 25.7 

Total alcohol and tobacco taxes 2,255 7.9 10.0 41.3 
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The Palau economy is based on tourism and marine resources, with  very little 
possibility of export to other FICs. Their garment factories are CTM affairs with 
preferential access to US. 
 
There continue to be large capital development projects funded by Japan, Taiwan and 
Korea. 
 
The US Compact continues to provide significant finance for development.  There is a 
Trust Fund of about $140 millions which can be drawn upon at the end of the Compact. 
Palau is still negotiating the future terms of the Compact.  Since the events of 
“September 11”, US has been more responsive to Palau requests, possibly because 
Palau may now be seen as more important for US’s military options. 
 
The Government of Palau has informed US about their intentions of ratifying PICTA,  
USA has not replied to them.  The Palau authorities are of the view that if US does not 
support their joining PICTA, Palau will not ratify. 
 
If Palau did ratify PICTA, the authorities would not be averse to US alcohol and 
tobacco products being replaced to some extent by PICTA products. 
 
Palau authorities would also like to see the domestic brewery expanding production to 
satisfy a greater portion of the domestic market. 
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Annex E  Country Report:    PAPUA NEW GUINEA 
 
The alcohol industry 
 
The alcohol industry in PNG is represented by three companies: 
 
 South Pacific Brewery (beer) 
 Tradewinds Ltd (spirits) 
 Fairdeal Liquors (spirits) 
 
The tobacco industry is represented by one company, British American Tobacco, which 
also operates in Fiji, Samoa and Solomon Islands. 
 
All four companies decided to meet with the consultant as a group, with the meeting 
chaired by the Chairman of the PNG Manufacturers Council (Mr Wayne Golding).134 
 
The manufacturing group stated that PICTA was extremely unlikely to get off the 
ground.  They gave the view that PNG did not want to include any of the “excise” 
products in PICTA.   They felt that under PICTA a small number of countries and 
companies would  totally dominate the PICTA economies.  They were also of the view 
that if PACER came into effect (FTA with Australia and NZ) virtually all of PNG and 
FIC manufacturing would collapse. 
 
However, despite their reservations, they agreed to co-operate with the study and send 
the data, aggregated for each industry.  Despite multiple efforts by the consultant 
(Email and phone calls) and Forum staff, no data was sent.135 
 

Alcohol products 

 
No data was forthcoming from companies on production  or employment in alcohol 
companies. 
 
However, some data on excise duties received by Government was available from the 
Internal Revenue Commission which collated the data made available to them by PNG 
Customs.136  Crude estimates have been made of likely volumes of spirit production 
and sales values, using the excise revenue data. 
 
The data obtained from Government sources are not internally consistent.137  In the data 
obtained from the Internal Revenue Commission, the excises collected from the 
individual items do not match the total excise duties apparently collected from alcohol 
and tobacco products, with the latter being significantly more  than those showed for 

______________________________________________________________________ 
134 The consultant was not able to visit any of the factories as the manufacturers had been instructed not 
to meet with the consultant except as a group, under the chairmanship of Mr Golding.  The 
manufacturers expressed the view, through their Chairman, that all the manufacturers would give one 
position on the issue of the excise products being included or excluded from PICTA. 
135 The consultant was able to obtain data for BAT (PNG) via the Head Office in Sydney. 
136 Some data was obtained from the Internal Revenue Commission, with the assistance of Colette 
O’Driscoll, Financial Adviser. 
137 Data for 1997 was not available. 
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the individual items.138  The difference was especially large for 2001, where there was 
28% less revenue recorded for the individual items. 
 
The government’s excise data on collections from tobacco and cigarette products also 
do not match the data provided by the company although some difference may be 
attributed to the different financial years used by Government and the company.  The 
differences are nevertheless quite large. 
 
Table E.1 however indicates that aggregate excise duties from spirits and beer products 
have generally increased in absolute terms between 1994 and 2001. 139  Excises for beer 
have increased continuously rising from 54 millions in 1994 to 70 millions in 2001. 
 
Excises for spirits products increased dramatically after 1996, rising to 23.5 millions in 
2000, but then apparently declining significantly to 15.7 millions in 2001.  The latter 
decline was sufficient to reduce the 2001 total excise collection from beer and spirits by 
2 millions. 

 
In relative terms, the excise collected from beer and spirits, as a proportion of Total 
Government Revenues, has significantly declined over the last decade, falling from 
5.2% in 1994 to 3.7% in 2001. 
 
Nevertheless, the 85.5 million kina collected from alcohol products in 2001, is the 
equivalent of 14% of the total personal tax collected for that year. 
 

In the absence of data, it is unclear what is contributed by the alcohol products  industry 
to the Government revenues. 
 

Competition from Imports 

 
It would seem that the domestic producers of beers and spirits are completely 
dominating the domestic market. 
 

______________________________________________________________________ 
138 While the under-recording for individual items was only about 4 million kina in 1994, the difference 
had risen to 30 million kina in 1998 and 53 million kina in 2001.  This seems to be an under-recording 
error, not a deficiency in collection. 
139 Data provided by Internal Revenue Commission. 

Table E.1 Excise duties from Spirits and Beer (millions of kina) 

 1994 1995 1996 1997 1998 1999 2000 2001 

Spirits (m kina) 3.0 2.9 4.8 NA 15.3 19.9 23.5 15.7 

Beer (m kina) 54.6 51.7 49.0 NA 55.0 59.3 64.2 69.8 

Total (m kina) 57.6 54.6 53.8  70.3 79.3 87.7 85.5 

As % of Govt. Rev. 5.2 4.6 3.5  4.4 4.1 3.8 3.7 

Tot. Gov. Rev (m kina) 1116 1193 1539 1116 1593 1918 2308 2294 
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Firstly, in contrast to other FICs, imports of duty-free finished liquor products coming 
into PNG are insignificant, the 
highest total in aggregate being 
$274 thousand kina in  
2000.140  The bulk of the duty-free 
imports are those of inputs into the 
alcohol products industry itself. 
 
Dutiable imports 
 
Table E.3 indicates that while the 
imports of dutiable beer has not been large, compared to the domestic production of 
beer, there is an increasing trend with the 2001 aggregate value of  3.4  million kina 
being a dramatic increase over the previous five years’ imports. 
 
It may be significant that 
while duty charged declined 
dramatically from 242% in 
1998 to 66% in 1999, the 
protection rose again in 2000 
and 2001 to 81%. 
 

The same pattern is visible 
for the spirits which are likely to be produced by other FICs (Table E.4). The total 
value of spirits imported rose dramatically in 1999 from 1 million kina to 4.5 millions 
kina, dropped slightly in 2000 and rose again to 5.2 million kina in 2001.  This is 
nevertheless less than 10% of the domestic spirits market. 
 
The percentages duty charged indicated a major reversal after 1999.  For gin, having 
dropped from 151 percent in 1998 to 19% in 1999, the effective duty charged rose 
again to 81 percent in 2001.   For rum, having dropped to 27% in 2000, the percentage 
duty rose to 82% in 2001.   The protection on whiskey, having declined from 118% in 
1997 to 30% in 2000, rose to 65% in 2001.  For spirits in total, having declined from 
131% in 1997 to 31% in 2000, rose again to 81% in 2001. 
 
Wine (for which there is no local product competing) was the only product for which 
the 2001 percentage duty charged was the lowest for five years. 
 
It may well be therefore, that the sharp rises in the increases in imports of beer, rum and 
whiskey products has given rise to some increases in duty protection for these products 
in order to discourage imports. 
 
These aggregate figures derived from the National Planning Office database suggest 
that the PNG Government continues to have some reversal of policies on duties on the 
alcohol products. 
 

______________________________________________________________________ 
140 The following tables of imports of alcohol and tobacco products have been derived from raw 
ASYCUDA data made available by the Information Management Services of the National Statistical 
Office.  The consultant was informed that the data may not be as reliable as might be wished. 

Table E.2   Duty Free Imports of alcohol products 
(Value 000 kina) 

 1997 1998 1999 2000 2001 

Beer 0 0 0 0 2 

Spirits 37 19 76 144 13 

Wines 16 25 29 117 42 

Inputs for  17 30 124 1031 19 

Total 70 74 230 1304 76 

 

Table E.3  Imports of dutiable beer 
(values, duties, percentages) 

 1997 1998 1999 2000 2001 

Values (kina 000) 65 81 200 162 3411 

Duties (kina 000) 139 196 131 121 2778 

Percentages duty 214 242 66 74 81 
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Nevertheless, it should be 
noted that in comparison to 
other FICs, the effective 
percentage rate of duty on both 
beer and spirit products (both 
81%) are below the FIC 
averages (109% for beer and 
92% for spirits). 
 
Table 6.5 indicates that duties 
on non-competitive imports of 
alcohol products have not 
particularly risen.  Imports of 
other finished “non-
competitive goods (wine, cider 
etc) have been generally 
maintained, while duties, 
which increased to 73% in 
1998, generally declined to 
36% by 2001. 
 
The data on imports and duties 
on inputs into the alcohol 
industries also indicates 
unusual trends.  The total 
values of inputs, having risen 
from 12.9 million kina to 19.9 million kina in 1999, then significantly declined to $6.2 
million kina in 2001.  
 
The 2001 
declines took 
place in 2001 
for both un-
denatured 
alcohol and 
the 
concentrates 
for spirit 
production, 
the two of 
which are 
typically 
blended to produce the spirit products such as gin, vodka, rum, and whiskey.  The duty 
on these inputs, having declined to 10% over 1999 and 2000, rose again to 14% in 
2001. 141 
 
 
 

______________________________________________________________________ 
141 Wine, ciders, etc. 

Table E.4  Imports of dutiable spirits 
(values, duties, percentages) 

 1997 1998 1999 2000 2001 

 Values (000 kina) 

Gin & Geneva 65 120 242 90 115 

Rum & Tafia 279 334 1116 653 3800 

Vodka 0 32 124 14 57 

Whiskies 710 962 2987 1591 1150 

Distilled spirits 19 34 61 4 108 

Total spirits 1073 1483 4530 2353 5229 

 Duties (000 kina) 

Gin & Geneva 98 185 45 39 92 

Rum & Tafia 426 456 389 175 3098 

Vodka 1 72 42 14 42 

Whiskies 840 1025 1033 482 751 

Distilled spirits 41 57 102 16 252 

Total spirits 1407 1795 1610 725 4236 

 Percentages 

Gin & Geneva 151 153 19 43 81 

Rum & Tafia 153 136 35 27 82 

Vodka 592 226 34 96 75 

Whiskies 118 107 35 30 65 

Distilled spirits 216 167 168 419 234 

Total spirits 131 121 36 31 81 

 

Table E.5 Imports of other alcohol products (values, duties, percent.) 

 1997 1998 1999 2000 2001 

 Values (000 kina) 

Other finished products 4551 4320 7576 5064 5457 

Inputs for alcohol products 12897 11049 19951 17326 6234 

 Duties (000 kina) 

Other finished products 1660 3150 2975 2317 1990 

Inputs for alcohol products 2245 2541 2078 1716 887 

 Percentages 

Other finished products 36 73 39 46 36 

Inputs for alcohol products 17 23 10 10 14 
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Thus, the 2001 database for imports of alcohol products indicated the following duty 
structure which differs significantly from the duties effectively charged: 

 
            Percent    or  Specific Duty 
Beer           125%  K2.20 per litre 
Gin, rum, vodka, whiskies, liqueurs     55%  K14.00 per litre 
Spirits concentrates for production    40% 
Alcohol inputs and  denatured alcohol > 80%  11% 
 
PNG has agreed to a 
program of liberalisation 
and a reduction of duties 
as indicated by Table 
E.6: 
 
Impact of PICTA 
 
None of the PICTA 
countries currently export 
finished alcohol products 
to PNG, either beer or 
spirits.  The imports of 
beer142 and spirits are dominated by Australia. 
 
Most of the other spirits products (rum, vodka, gin, gin) are also largely imported from 
Australia, with only whiskey indicating some competition from USA, NZ and UK at 
various times.    
 
The only import of alcohol products in which a PICTA country (Fiji) has an interest, 
albeit minor, is imports of concentrates and pure alcohol used for the production of 
spirits.  The other sources are generally the developed countries, with Singapore and 
France being major sources at various times. 
 
It is quite likely that were alcohol products to be brought into PICTA, and PICTA 
products were to be given preferential entry to the PNG market, there will be a 
development of some imports from the PICTA countries producing beer and spirits, 
when the reduction in duties specified in the “negatives” list begins to take effect. 
 
Given the undoubted scale of operation of the PNG brewery, on a priori grounds, it 
would seem that PNG could be a significant exporter of beer to other PICTA countries. 
 

______________________________________________________________________ 
142 Beer had an unknown country of origin for a very large imports of beer ($3.2 million kina) 2001. 

Table E.6 PNG Import Duties 

 
To  

31/12/00 
To  

31/12/02 
From  

01/01/03 

Beer (Kina per lal) 70 60 60 

Spirits (Kina per lal) 70 70 60 

Un-denatured alcohol, other alcoholic inputs Free Free Free 

 

Table E.7   Imports of inputs into alcohol industry (000 kina) 

 1997 1998 1999 2000 2001 

Australia 3132 2406 4012 3093 1563 

Fiji 287 386 627 832 412 

France 2478 4476 14088 12046 2996 

NZ 623 301 309 401 350 

Singapore 5946 3058  771 845 

UK  52 455 35  

USA 432 354 456   

Total 12897 11049 19951 17326 6234 
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In the absence of company information, this report is unable to comment on the 
possibility that PNG might export spirits to other PICTA countries. 
 

Tobacco products 
 
The tobacco manufacturing industry in PNG comprises just one company- British 
American Tobacco (PNG).143 
 
The production data 
indicates that a 
significant decline in 
output set in after 
1999, although the rate 
of decrease has slowed 
down from -23% in 
2000 to -5% in 2002.  
Nevertheless, output in 
2002 was some 38% 
lower in 2002 than in1999, possibly due to the effect of government health campaigns. 
 
Interestingly, however, Table C.9 indicates that the sales (millions of kina) have 
generally been increasing, except for the year 2000 and 2001, when there  was a 
bottoming out.  But the 2002 sales figure  was still the highest for the five years. 
 

Part of the increase in sales value could be attributed to the general increase in 
government revenues derived from the tobacco industry over the five year period, 
although the 2000 and 2001 revenues declined slightly.  Nevertheless the 2002 
government revenues in total, were the highest for the five years. 

 
The last row of the above table indicates also that BAT (PNG) has been able to 
maintain its net sales revenues (gross sales less government revenues) over the five 
years, despite the massive 38% decline in production.  Indeed, the 2002 figure for sales 
less payments to government was the highest for the five years.  The continued 
financial success of the company may be partly attributed to demand inelasticities for 
their products in the market. 
 
 

______________________________________________________________________ 
143 All data on the company’s operations in PNG was supplied by the Head Office in Sydney. 

Table E.8    Production and employment (1998-2002) 

 1998 1999 2000 2001 2002 

Production (mil. of sticks) 1487 1664 1279 1077 1026 

   Perc. Change  12 -23 -16 -5 

Employment 284 240 256 257 255 

   Males 262 210 224 222 220 

   Females 22 30 32 35 35 

Source: BAT 
 

Table 6.9 Sales and Government Revenue from tobacco products (millions kina) 

 1998 1999 2000 2001 2002 

Sales (millions kina) 138.0 172.0 160.6 160.7 182.9 

  % Change  24.6 -6.6 0.1 13.8 

Govt. revenues from tobacco products (mil kina) 61.9 84.1 81.8 80.5 92.8 

% Change  35.9 -2.8 -1.6 15.4 

Sales less government rev. (mil. kina) 76.2 87.9 78.8 80.2 90.1 

% Change  15.4 -10.4 1.8 12.3 
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But another contributory factor may be the success of BAT (PNG) in modifying,  
producing, marketing  and selling, the tobacco “sticks”, rather than cigarettes.  The 
“sticks” attract an excise tax of only K32.56 per kg, while cigarettes proper attract an 
excise tax of K127.07 per thousand cigarettes (for the latter half of 2002).    

 
With the price of the “sticks” being fairly close to the price of cigarettes proper,  BAT 
(PNG) has in all probability been able to make much higher profit margins on the sticks 
than on the cigarettes proper.  It is not clear what proportion of the tobacco products 
sold are tobacco “sticks” 
but rough estimates 
suggest that by 2002, they 
constitute half of the sales. 
144 
 
Government has also been 
able maintain its revenues 
from the tobacco industry 
although there were small 
declines in 2000 and 2001, corresponding to the decreases in excise duties generated.  
The 2002 excises had recovered somewhat but were still less than that in 1999. 
 
The overall recovery of government revenues may also be partly explained by an 
improvement in direct taxes (largely corporate taxes) recovered from the company for 
2001 and 2002, at some 10 million kina more than in 1998 and 1999. 145 
 
 

______________________________________________________________________ 
144 Some reports indicate that Government may have doubled excise taxes on cigarettes. 
145 Data provided by BAT. 

Table E.10 Excise duties on tobacco products 

 To From 

 31/05/01 30/11/01 31/05/02 30/11/02 01/12/02 

Cigarettes per 000 118.00 120.95 123.97 127.07 130.25 

Cigars etc per kg 118.00 120.95 123.97 127.07 130.25 

Twist, chewing, snuff, etc per kg 29.5 30.99 31.77 32.56 33.38 

 

Table E.11  Sources of Government revenues from tobacco industry (mils. kina) 

 1998 1999 2000 2001 2002 

Gov. Revenues from tobacco products 61.9 84.1 81.8 80.5 92.8 

   Excise duties 59.2 82.7 73.7 68.1 80.1 

   Customs duties 0.6 0.3 0.3 0.2 0.2 

   Direct taxes (inc. co.tax and PAYE) 2.0 1.0 7.8 12.1 12.5 

Tobacco Rev. as % of Total Govt. Rev. 3.9 4.4 3.5 3.5  

Total Govt. Revenues (millions kina) 1593 1918 2308 2294  

 

Table E.12  Tobacco product excise duties recorded (mils kina) 

 1994 1998 1999 2000 2001 

Tobacco 4.6 13.5 9.1 12.3 10.1 

Cigarettes 42.2 41.3 59.2 61.4 39.5 

Total 46.8 54.8 68.2 73.7 49.6 

As % of Gov. rev. 4.2 3.4 3.6 3.2 2.2 

Tot. Gov. rev 1116 1593 1918 2308 2294 
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However, both the above table and the one below indicate that revenues obtained by 
Government from the tobacco industry has significantly declined in relative terms over 
the last decade. 146 
 
Tobacco product imports 
 
The data on imports of tobacco products and inputs, as with the alcohol products, 
indicates great variability between 1997 and 2001 in terms of volumes of imports 
recorded and duties effectively charged.147  Moreover, there seem to be serious 
deficiencies in the data recording which make detailed product analysis extremely 
weak.148 
 
Overall, the 
Customs database 
indicates that the 
total value of 
imported 
products declined 
from 46 million 
kina to 4 million 
in 1999, before 
rising again to 13 
million in 2001. 
149   
 
Imports of 
finished cigarette 
products virtually 
vanished with an 
apparent steady 
increase in duty 
over the five year 
period.  The imports of snuff and other tobacco product also virtually vanished, with 
the duties for the latter indicating a large increase.150 
 
The duties for tobacco inputs indicate a virtual decline to zero after 1999. 151  
Examining the sources of the inputs, it is clear that all foreign sources of the finished 
cigarette products, snuff and tobacco products (other than Australia), were eliminated 
by 2001. 

______________________________________________________________________ 
146 This is the only year for which BAT data and Government data agree. 
147 For virtually all the years, the import data for various ports of entry were not complete. 
148 Several entries, indicating duties paid of more than 10 million kina, had corresponding values which 
were insignificant. While the quantity data for these entries seem to correspond with the scale of duties 
paid, the values are so seriously understated as to totally distort the aggregate duties calculated. 
149 The data in this table was calculated after leaving out several items with extremely large duties, but 
probably incorrect cif values. 
150 Including the several entries for imports of snuff which have been excluded, would show a large 
increase in duties for this product. 
151 The values corresponding to these duties paid are grossly under-recorded.   The bulk of the values 
(probably in excess of 20 million kina worth) are probably imports or tobacco used for the manufacture 
of cigarettes and sticks.  The database does not make clear, the country of origin. 

Table E.13   Imports of tobacco products (values, duties, percentages) 

 Values (kina 000) 

Items 1997 1998 1999 2000 2001 

Cigarettes 7221 2134 252 1 32 

Snuff 12589 4183 0   

Other tobacco products 896 76 1 7 132 

Tobacco inputs 24865 12356 4177 11137 13111 

Grand Total 45572 18749 4431 11146 13275 

 Duties (kina) 

Cigarettes 9372 3056 357 8 226 

Snuff 3231 1334 0   

Other tobacco products 597 33 0 16 281 

Tobacco inputs 1815 770 487 0 0 

Grand Total 15014 5193 845 24 507 

 Percentages Duties 

Cigarettes 130 143 142 705 696 

Snuff 26 32 25   

Other tobacco products 67 43 12 223 212 

Tobacco inputs 7 6 12 0 0 

All products 33 28 19 0 4 
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Exports of alcohol and tobacco products 
 
The limited and sketchy 
export data suggests that 
there is very little export 
of alcohol and tobacco 
products taking place, 
with minor amounts 
being sent to the 
Solomon Islands. 

 
However, data provided 
by IRC suggest that there 
was a one-off export of 
some 17.5 millions of 
“cigars, cheroots and 
cigarillos” to Tanzania in 
2000. 
 

Impact of PICTA 

 
Given the scale of 
operations in PNG, one 
might have expected that 
PNG would be one of the 
major beneficiaries of 
PICTA induced trade.   
This presumes however 
that PNG exports of 
tobacco products would 
be able to satisfy the 
PICTA ROO 
requirements.  This 
would probably 
necessitate the re-establishment of the PNG tobacco farming industry in order to raise 
the domestic value added above the 40% requirement. 

 
 
 

Table E.15   Expected import duty rates 

 
Description of Goods 

From 1/1/2001 
to  31/12/2002 

From 1/1/2003 
to 31/12/2005 

Unit 

Tobacco inputs K 0.40 K 0.40 Kg 
Tobacco refuse K 3.65 K 3.65 Kg 

Cigarettes, cigars, cheroots etc K90.00 K90.00 Kg 
Other tobacco products K60.00 K60.00 Kg 

Manufactured tobacco for production Free Free Kg 

 

Table E.14    Country of origin of all tobacco products 
(values, duties, percentages) 

Country 1997 1998 1999 2000 2001 

 Values (000 kina) 

Australia 30987 10210 3637 7496 8394 

India 1113 1153   298 

Indonesia 1521 991 331 1027 3713 

Italy 3903 1058  592  

Malawi 1433 1509 460 898 598 

Moldova 535 1724    

Morocco 4374 1029    

Total values 45572 18749 4431 11146 13357 

 Duties (kina) 

Australia 10606 3181 724 23 502 

India 61 32   0 

Indonesia 128 38 53 0 1 

Italy 62 18  0  

Malawi 85 43 63 0 0 

Moldova 636 1115    

Morocco 2661 563    

ZZ     11413 

Total duties 15014 5193 845 24 11920 

 Percentages (kina) 

Australia 34 31 20 0 6 

India 5 3   0 

Indonesia 8 4 16 0 0 

Italy 2 2  0  

Malawi 6 3 14 0 0 

Moldova 119 65    

Morocco 61 55    

ZZ     13966 

Agg. Perc.duty  33 28 19 0 89 
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Annex F         Country Report:  WESTERN SAMOA 
 
Alcohol and tobacco products are extremely important contributors to Government’s 
revenues, contributing 6% and 12% respectively to the total tax revenues and just 
slightly less to Government’s total revenues.  It is important to therefore preserve these 
two components of the Government’s revenue base. 
 
Government’s 
current policy 
has been to 
increase excise 
taxes both for 
“user pays” 
and revenue 
reasons.152   
 
On tobacco 
products, government policy is to set a high excise rate in part to discourage smoking, 
encourage a healthier community, and implicitly set a “user pays” health tax/charge on 
smokers, to partly cover the medical costs of treating tobacco-related non-
communicable diseases.153 
 
In its 2002/2003 budget, therefore, Government increased the excise rate on 
 
* alcoholic beverages from $30 per litre of alcohol to $33154 
 
* cigarettes, increase of 15% to 185% or $149.18 per kg or 1000 sticks, whichever is 
the higher155 
 
* RY tobacco, increase of 15% to 185% or $127.36 per kg, whichever is the higher. 
 
Alcohol products 

 
The major industry player is Samoa Breweries Ltd, producing the Vailima brand of 
beer.  The company also produces soft drinks. 
 
Analysis of competing interests in the Samoan alcohol market is made complex by the 
fact that the majority shares in Samoa Breweries Ltd are held by Carlton Brewery (Fiji) 
Limited (CBFL) which in turn is controlled by Carlton and United Breweries Limited 
(CUB) of Australia.  CBFL also has controlling interest in South Pacific Distilleries Ltd 
in Fiji, which is a producer and exporter of rum and other spirit products such as gin, 
vodka and whiskey.  CUB (Australia) also is an exporter of beer and spirit products to 
the islands. 
 

______________________________________________________________________ 
152 2002/2003 Budget Address, Minister of Finance. 
153 2002/2003 Budget Address, Minister of Finance. 
154 This includes excise taxes and company taxes. 
155 This includes excise taxes, company taxes and VAGST. 

Table F.1  Importance of alcohol and tobacco taxes to Govt. Budget 

 2001/02 As percentage of 

 WST 000 
Total 
taxes 

Total 
revenue 

Taxes on domestic beer  11143 6.1 5.6 

Taxes on domestic tobacco products 21400 11.7 10.8 

Taxes on both products 32543 17.8 16.4 

Total government  taxes  182700   
Total government revenue 198700   
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SBL is a 
successful 
company, in both 
beer and soft 
drinks, generating 
large revenues for 
the company156 
and the Samoan 
Government. 157 
Table 7.2 gives its 
basic operating 
characteristics for 
2001 and 2002. 158 Some 14% of SBL’s production is for exports, with beer exports 
increasing by 15% from 2001 to 2002. 
 
The Vailima Beer almost completely dominates the alcohol product market, as is 
indicated by the limited amounts of alcohol products imported.  Beer imports (cif) were 
only $116 thousands in 2002, down by 25% from 2001. 159  Imports of all the alcohol 
products combined were only WST $1.5 millions, which also includes increasing 
imports of ethyl alcohol, probably as inputs into the domestic liquor blending 
industries. 
 
Other alcohol producers 

 
There are several small spirits producers (Propac, Multipharm, and Talofawine) who 
basically are mixing imported alcohol with essences to make whiskey, gin, vodka, 
brandy etc. 
 
The products are low priced and sold largely to plantation owners for payment to 
labourers: 
 
 vodka (750 mls)  $15 vodka (2 litres)   $36 
 
 Niu Vaka (1125 mls 40%) $22 Niu Vaka (2 litres)    $36 
 
Competition from imports 
 
Part of the reason for the domination of the domestic market by the Vailima Beer is the 
high rates of duty on imported beer- rising from 86% in 2001 to 109% in 2002- an 
increase in the protection rate of 27%. 
 
Protection on the other spirit products is also high- at an average of 93% in 2002, but 
with varying rates for individual products- ranging from a low of 59% for liquers to a 
high of 130% for rum, an increase of 12% over the 2001 rate. 
 
 

______________________________________________________________________ 
156 These figures include soft drinks as well. 
157 Annual Report (2002) Samoa Breweries Limited, p 11. 
158 Annual Report (2002), Samoa Breweries Limited, p 11. 
159 Financial year ending 30th June. 

Table F.2    Samoa Breweries Ltd: Operating Characteristics 

 2001 2002 

Gross Revenue (Beer and Soft Drinks)(WST 000) 30058 40397 

Total Excise Paid (WST 000) 10455 11046 

Income Tax Expense (WST 000) 2247 2057 

Net Profit after Income Tax (WST 000) 4071 4956 

Sales of Beer (000 litres) 6330 7028 

Excise Tax Collected from Beer (WST 000) 8525 9086 

Source: Samoa Customs Department and SBL Annual Report (2002) 
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Table F.4 indicates that 
Australia (51%) and NZ (26%) 
dominate the market for 
imported alcohol products.  
Only 7.5% of the alcohol 
product imports are from 
PICTA countries, nearly all 
from Fiji.  Interestingly, US 
products also have a significant 
share of the market (some 
14%), down from 22% in 2001.   
 
These import characteristics are interesting because of the patterns of differential duties 
paid by PICTA and non-PICTA countries, as is indicated by the next table, which 
differentiates imports by products and countries. 

 

Beer imports on the other hand, are dominated by US products, which comprised 54% 
of the imported beer market, with Australian beer being 31%, NZ beer 9% and Fiji beer 
only 2.8% in 2002 (down from 8% in 2001).   
 
Part of the explanation of the low and decreasing share for Fiji beers may be the 
extremely high rate of duty paid by Fiji beer in 2002, at 176%, even higher than the 

Table F.3   Imports of Alcohol Products: cif values, and duties paid (WST$ and %) 

 Values (WST) Duties Paid (WST) % Duty Paid  

Good 2000 2001 2000 2001 2000 2001 % Ch. 

Beer 154303 116433 131961 126815 86 109 27 

Ethyl alcohol 75095 114754 15770 24016 21 21 0 

Gin 36768 37522 45176 42982 123 115 -7 

Liqueurs 65805 99573 42242 58425 64 59 -9 

Others 42609 7357 23062 7060 54 96 77 

Rum 82660 88491 96166 114897 116 130 12 

Vodka 101709 71170 128213 80696 126 113 -10 

Whisky 157434 237110 122869 197313 78 83 7 

Wine 599243 676696 392592 385954 66 57 -13 

Grand Total 1315626 1449106 998050 1038159 76 72 -6 

Excl. beer, wine, ethyl alcohol      

 486985 541223 457727 501374 94 93 -1 

Source: derived from raw data provided by Samoa Customs Department. 
 

Table F.4     Imports (Value and Origin) 

 Value   (WST) Share of market 

Country 2000 2001 2000 2001 

AU 597107 733163 45.4 50.6 

FJ 68815 108066 5.2 7.5 

NZ 338754 380033 25.7 26.2 

PG 3543  0.3 0.0 

US 282763 201496 21.5 13.9 

All 1315626 1449106 100 100 

 

Table F.5   Beer Imports (by product, country, values, duties) 

 Values (cif) Perct. of market Duty (WST) % of cif value 

Ctry 2000 2001 2000 2001 2000 2001 2000 2001 

AS 4911 3301 3.2 2.8 7027 4052 143 123 

AU 18210 36142 11.8 31.0 18095 33571 99 93 

FJ 12385 3286 8.0 2.8 19488 5771 157 176 

NZ 32009 10594 20.7 9.1 18027 7013 56 66 

US 86788 63110 56.2 54.2 69324 76408 80 121 

 154303 116433 100.0 100.0 131961 126815 86 109 
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157% in 2001.   In contrast, Australian beer paid 93% and NZ beer paid 66%.  The 
higher percentage rate of duty on the beer imports from Fiji is likely to be the result of 
the same specific import duty (in dollars) paid on a lower unit price.  This would tend 
to reduce the post-duty price competitiveness of the cheaper beer. 
 
Interestingly, and probably a reflection of brand attachments, US beer also paid a 
relatively high duty of 121% (up from 80% in 2001.  Overall, however, Australian 
imported beer increased its market share between 2001 and 2002, at the expense of NZ, 
US and Fiji beers. 
 
Differentiating by products again gives interesting comparisons of duties paid and 
market shares.    For all products in 2002, the effective duty rate paid by Fiji (a PICTA 
signatory) is significantly higher than that paid on the same products from all other 
sources, and those countries with the larger market share. 
 

 
Australian gin, with a 41% market share, paid an effective duty rate of 81%, while Fiji, 
with a 24% market share, paid an effective duty rate of 189%.  In rum, NZ with a 42% 
market share paid an effective duty rate of 107%, while Fiji with 18% market share, 
paid 279%.  Similar differences also exist for vodka and whiskey. 
 

Table F.6 Imports of Spirits (by product and country) 

Product Cty Value (WST) Market Share % Duties Paid (WST) Duty as % 

  2000 2001 2000 2001 2000 2001 of cif value 

Gin AU 14169 15469 38.5 41.2 15092 12460 107 81 

  FJ 6524 8940 17.7 23.8 13272 16877 203 189 

  NZ 6377 7541 17.3 20.1 10689 9261 168 123 

  US 9698 5572 26.4 14.8 6122 4384 63 79 

Total  36768 37522 100.0 100.0 45176 42982 123 115 

 Liquers AU 17792 43714 27.0 43.9 12410 23691 70 54 

  FJ 295 4383 0.4 4.4 275 4112 93 94 

  NZ 10819 20158 16.4 20.2 13641 14156 126 70 

  US 33573 31082 51.0 31.2 15582 16441 46 53 

Total  65805 99573 100.0 100.0 42242 58425 64 59 

Rum  AU 15735 17286 19.0 19.5 18207 18805 116 109 

  FJ 16788 16303 20.3 18.4 43903 45454 262 279 

  NZ 28943 36744 35.0 41.5 30734 39427 106 107 

  US 21194 15443 25.6 17.5 3322 10771 16 70 

 Total  82660 88491 100.0 100.0 96166 114897 116 130 

Vodka  AU 38895 19623 38.2 27.6 76134 17518 196 89 

  FJ 11034 11774 10.8 16.5 29541 32648 268 277 

  NZ 11697 19738 11.5 27.7 12082 21911 103 111 

  US 39795 14349 39.1 20.2 10426 7948 26 55 

Tot  101709 71170 100.0 100.0 128213 80696 126 113 

Whisky  AU 72977 122635 46.4 51.7 78115 110659 107 90 

  FJ 17613 28853 11.2 12.2 22863 48695 130 169 

  NZ 13162 35558 8.4 15.0 12777 28545 97 80 

  US 52479 39426 33.3 16.6 8993 8351 17 21 

Tot  157434 237110 100.0 100.0 122869 197313 78 83 
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The higher percentage duty rate on Fiji products (beer and spirits) is largely to be 
explained by the specific duties (per litre of spirit) charged on the imports, regardless of 
the value of the product.  With Fiji products generally being significantly cheaper (cif) 
than the comparable Australian and NZ products, the effective percentage duty rate is 
inevitably higher for Fiji, relative to that for Australia and NZ. 
 

Likewise, for rum, vodka and whiskey, the increase in effective duty rate paid by Fiji 
products between 2000 and 2001 (while those paid by Australia or NZ decreased) is 
largely to be explained by the Fiji products reducing in cif price, while those for 
Australia and NZ increased. 
 
It would seem that one of the effects of the specific duties is to reduce the price 
competitiveness of the cheaper products, generally available from Fiji. 
 
Should the operation of PICTA lead to all duties being converted to ad valorem taxes 
(percentages on cif), with some margin of preference being extended to PICTA 
products, then it may be expected that the price competitiveness of the cheaper PICTA 
products will be improved, leading to an increase in their market share.  
 
Cigarettes/tobacco 

 
There is only one company British American Tobacco (Samoa), manufacturing 
cigarettes, with 100% imported tobacco, and selling “roll your own” tobacco.160 
 
The cigarette sales (brand names Rothmans and Consulate) comprise some 86.3% of 
their sales and the RYO tobacco the remaining 13.7%. 
 
Table F.7 indicates that the production and sales of cigarettes has had an extremely 
strong downward trend from 1992 onwards.   However the data on RYO tobacco 
production/sales indicates that consumption had kept increasing until the mid-nineties, 
with a decline setting in thereafter.  Nevertheless, the 2000 sales was still higher than 
that in 1990. 

 
Greater health awareness of the dangers of smoking has no doubt contributed to the 
decline in consumption of cigarettes and, since 1996, of tobacco.  However, Table 7.8 
suggests that the sharp increases in price, 161 induced in part by the increases in excise 
duty and VAGST162, may also have contributed to the decline in consumption. 
 

______________________________________________________________________ 
160 All the data in this section was provided by BAT (Samoa) unless otherwise stated. 
161 In 2002, the price had risen to $5.60 per packet. 
162 In 2002, the price had risen to $11.60 per packet. 

Table F.7  Production/Sales (quantity) 

 1990 1992 1994 1996 1998 2000 

Cigarette sales (millions sticks) 162 173 159 143 119 115 

Tobacco (RYO) sales (000 kgs) 22.6 26.5 31.0 29.2 23.6 23.0 
Source: BAT (Samoa) 
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Table F.8 however also indicates that excise taxes and VAGST, as a percentage of sales 
prices of cigarettes has not moved consistently, actually declining in the mid-nineties 
before rising to 65% by 2000.163 
 

 
Similarly for RYO tobacco, excise and VAGST taxes, as a percentage of sale price, has 
also moved up and down, before 
rising again by 2000 to 67%.164  Some 
of the large downward movements 
would seem to have been due to 
disproportionate price rises associated 
with increases in excise or VAGST.    
 
 
In aggregate therefore, for cigarettes, 
while production declined somewhat 
in 2001, the total excise tax collected 
declined only slightly.  There was a 
significant decline in aggregate excise 
tax on tobacco products, with a lower 
unit tax compared to 2000. 
 

Overall, the decline in production and 
sales of cigarettes and 
tobacco products has led 
to a general decline in 
total employment from 
the levels in the early 
nineties. 
 
The current rates of excise duty (effective October 2002) are as follows: 
 
 cigarettes 160% or $129.02 per 000 cigarettes 
 tobacco 160% or $110.15 per kg. 

______________________________________________________________________ 
163 The percentage had dropped to 36% in 1997. 
164 The percentage had dropped to 33% in 1997. 

Table F.8 Prices, Excise Taxes, VAGST 

 1990 1992 1994 1996 1998 2000 

Cigarettes       

Price per 20s packet 2.20 2.45 2.97 3.10 4.65 4.65 

Excise duty per packet 1.17 1.17 1.17 1.27 2.58 2.58 

VAGST per packet 0.00 0.00 0.00 0.00 0.42 0.42 

Excise and VAGST as % of Sales 53 48 39 41 65 65 

RYO Tobacco       

Price per 50gm pouch 4.30 4.30 4.30 5.60 9.55 9.55 

Excise duty per pouch 2.12 2.12 2.12 2.29 5.51 5.51 

VAGST per pouch 0.00 0.00 0.49 0.51 0.87 0.87 

Excise and VAGST as % of Sales 49 49 61 50 67 67 

 

Table F.9   Excise Collected (Tobacco products) 

 2000 2001 

Production (000 kg)   

Cigarettes 123.1 121.7 

Tobacco 20.8 20.4 

Total Tobacco products 143.9 142.1 

Tax Collected (WST 000)   

Cigarettes 15881 15707 

Tobacco 2292 2063 

Total Tobacco products 18172 17770 

Unit Excise Tax ($/kg)   

Cigarettes 129 129 

Tobacco 110 101 

Total Tobacco products 126 125 

 

Table F.10 Employment (1996-2000) 

 1996 1997 1998 1999 2000 

Total Employment 62 46 51 46 46 

   Males 47 12 14 24 24 

   Females 15 34 37 22 22 

 



Annex F        Country Report: WESTERN SAMOA 

 

 

86 

 
Import duty on finished products are as follows: 
 
 cigarettes 90% plus $7.00 per kg 
 tobacco 70% plus $7.00 per kg 
 
Import duty on inputs is currently charged as follows: 
 

tobacco raw materials  20% 
cigarette paper   20% 
Other materials   8% 

 
There is no excise duty on inputs, although all paid 10% VAGST.165 
 
Competing imports 
 
With high duties in place, there 
were insignificant imports of 
finished tobacco products.166  
Imports of manufactured tobacco 
ready for forming intro cigarettes 
comprised the bulk of tobacco 
imports. 
 
Exports 
 
BAT (Samoa),  as part of overall parent 
company BAT policy, does not export 
tobacco products to the other FICs.  
However, it has built up a significant track 
record of exporting to American Samoa and 
there may well be a unique product market 
in other FICs, based on acquired tastes for 
the Samoan blend of tobacco (thought to be 
stronger, longer lasting, and preferred by 
ordinary Samoans). 
 
Consequences of ratifying PICTA 

 
Tobacco products 
 
The company management is of the view that Samoan consumers prefer the heavier 
tobacco used by their company in the Samoan cigarettes, relative to the lighter 
Australian cigarettes (which burn out too quickly) or the Fijian cigarettes (which have a 
different taste). 
 

______________________________________________________________________ 
165 VAGST was raised to 12.5% in the 2003 Budget. 
166 The average percentage duty rates paid are therefore not indicative of the actual duties charged. 

Table F.11  Imports of tobacco products 

 2000 2001 

 Value 

Tobacco products 122,720 32,438 

Raw tobacco 1,761,511 1,793,450 

 Duty 

Tobacco products 9,928 7,976 

Raw tobacco 524,413 573,904 

 

Table F.12   Exports of tobacco products 
(WST 000) 

Destination 2000 2001 

American Samoa 266 398 

Guam 62 0 

Tokelau 71 79 

Tonga 47 0 

Grand Total 445 477 
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The current plant used by BAT(Samoa) is fairly old, with a high rate of rate of rejects 
which then have to be manually disintegrated so as to reuse the tobacco. 
 
BAT management was of the view that if new machinery was brought in, then the 
production required to supply the Samoan market could be managed in three days and a 
single shift.167 
 
The company management is of the view that were import duties on finished tobacco 
products to be reduced to zero, BAT (Samoa) would not be able to compete.  The 
parent company would then have no option but to close the Samoan branch and 
produce at some centralised location, within the FICs or even outside at some 
metropolitan factory. 
 
BAT (Samoa) management are of the view that tobacco products should be excluded 
from the ambit of PICTA and could legitimately be part of the 10% to 20% of regional 
trade that is excluded from the FTA without endangering the concessions that FTA may 
be able to evince from the EU EPAs. 
 
However, the Samoan Government168 was of the view that BAT (Samoa) may be 
somewhat complacent with their monopoly.  Government view was that their domestic 
company did not engage in export drives and seemed to be comfortable with their 
agreement with parent companies not to export to other territories, even though some 
(such as American Samoa) have a clear demand for the Samoan tobacco products. 
 
To encourage competition, the Samoan Government would be agreeable to tobacco 
products being brought into PICTA, and without being placed on the negatives list.169 
 
The Samoan Government felt that it was under considerable pressure, on health 
grounds, to ban tobacco products completely from Samoa, although this was considered 
unlikely because of political back-lash, and also because a total ban on tobacco 
products might encourage alternative substance abuse.170 
 
The Samoan Government was also mindful that there were significant numbers of 
people employed by BAT (Samoa) and as long as Samoans continued to smoke, it 
would be preferable to provide employment to Samoans rather than foreign workers. 
 
Alcohol products 
 
It was noted that items which were already being exported (for instance Vailima beer) 
were not eligible for the “negatives list” and the medium-term protection thereby 
provided. 
 

______________________________________________________________________ 
167 BAT management was of the view that rather than sending the workers home after the third day, they 
could be used to clean the factory for the remaining two days. 
168 These were the views of the Minister of Trade and Commerce. 
169 Government was currently considering an application from a Seychelles company to set up a 
competing tobacco factory. 
170 Marijuana was considered by the authorities to be an increasing problem. 
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However, given the unique nature of domestically produced beer as a national product 
(association with national identity, culture, tourism, and local value added, and unique 
tastes), it may be possible for PICTA to treat it separately. 
 
One contentious matter is the interlocking pattern of ownership of Vailima, CBFL and 
Fosters Group/CUB (Australia).   There may be implications,  which are not conducive 
to fostering national economic interests through the utilisation of PICTA opportunities.  
If PICTA did come into effect as intended, then effectively, PICTA products would 
tend to replace imports from non-PICTA countries, including Australia and NZ.  This 
would give all breweries in PICTA countries, an opportunity to expand production and 
increase sales in the region. 
 
But, with Fosters/CUB ultimately controlling both CBFL and Vailima, the parent 
company may wish to supply FIC demand from whichever of its controlled companies 
which gave it greater profits (in shareholder hands) per litre of beer sold.   
 
This could conceivably mean that Fosters/CUB might prefer to expand production in 
Fiji, and make a management decision that Vailima would not aggressively target the 
potential regional markets, even if this may be a commercially viable proposition for 
Vailima, given its product quality and consumer tastes.171 
 
Such a “restrictive trade” policy would undermine one of the supposed benefits of 
PICTA, that efficient competitive companies should be able to increase their 
production, with the increase in market size, so as to benefit consumers and the national 
economies.   If this constraint induced by multinational control were to in fact to apply 
to one of the smaller PICTA countries, it would tend to undermine the credibility of the 
whole agreement. 
 
In such a situation, it would seem that Governments need to come to some agreement 
with the multinational firms operating within their territories that: 
 

* despite their nature as “branch” companies, they would still aggressively 
compete with their sister companies in all the respective contestible 
markets. 

 
* there be an economically efficient sharing of the increments to the 

market created by the operation of the PICTA- with full competition to 
be engaged in down the track. 

 
It would seem that Vailima, despite its ready market in NZ, has had to face predatory 
competition from the NZ giant breweries and prohibitive duties from the NZ 
government.  Vailima is also making considerable inroads into the American Samoan 
market, displacing standard American brands of beer. 
 
It would seem that the NZ authorities have already attempted to counter the duty 
preferences that PICTA is likely to PICTA producers and exporters to PICTA 

______________________________________________________________________ 
171 CUBA was already following such practices with their wine products from Matua (NZ) and Wolf 
Blass (Australia). 
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countries, by pressuring Samoa to reduce its duties on imports from NZ of those 
products likely to be exported by PICTA countries to Samoa. 
 
The Samoan trade authorities are well aware of the issues likely to arise out of the 
operations of PICTA and are acting to prepare their manufacturers.   
 
They have issued serious advice to their manufacturers on the need for regional and 
international competitiveness; they have sought donor assistance for a study to identify 
Samoan industries which would need strengthening both for internal competitiveness 
and export drives, when PICTA comes into operation; and they are also attempting to 
keep their manufacturers informed about ROO issues.172 
 
 
 
 
 
 
 
 

______________________________________________________________________ 
172 There was a Rules of Origin workshop planned for February 2003. 
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Annex G  Country Report: TONGA 
 
The Tongan alcohol product industry comprises a small micro-brewery- the Royal Beer 
Company, and a small alcohol blending company (Vete Distilleries). 
 
The Royal Beer Company is jointly owned by the international interest- Carlsberg 
(49% shares) and local private interests (51%).173  The operations are fairly small-scale, 
and the brewery depends 
on advice from the same 
Master Brewer who 
advises the Vanuatu 
Brewery Ltd. 
 

As a result of brewing a 
new brand (“Ikale”), RBC has been able to increase their market share from around 
60% (1997) to about 80% (2002).174 
 
RBC also produces draught beer (kegs, and bottles) and a heavier malt beer, Royal 
Premium- which was their original brew. 
 
The local distributors are required to sell their products with the same markup as the 
imported beers.  However, RBC and some major retailers are of the view that there are 
large amounts of illegally imported liquor products which provide unfair competition, 
not having paid import duties.175  The prices are noted to be even less than the specific 
duty required to be charged.  RBC observed that following a recent crack-down by 
Police, their beer sales recovered by 15%. 
 
It is also felt that some importers are able to import NZ lager as “low alcohol” product 
with lower duty; “white” alcohol as imported as “wine” (with the lower duties) and sold 
cheaply; while there has often been companies selling “home brew”. 
 
RBC imports its bottles from Sweden176 and the company recycles some 2.2 million 
bottles annually.  Spent grain is used for pig food and spent yeast converted into “fruit 
fly bait” which is used locally and exported.177 
 
RBC feels that were excise and import duties to be equalised across domestic and 
imported beer, RBC would not be able to compete and would have to close down. 
 
Vete Distilleries Ltd 

 
This is a subsidiary of Vete Holdings Corporation Limited, which essentially brews 
alcohol using years and sugar, distills, and then blends with spirit concentrates and 
flavours, to produce gin, whiskey, vodka and rum. 
 

______________________________________________________________________ 
173 Information provided by Jim Malm, Assistant General Manager. 
174 The Tongan consumers apparently prefer a slightly sweeter beer from what was brewed previously. 
175 The primary product appeared to be Fiji’s rum. 
176 Their experience was that these bottes could be recycled more than ten times, while the cheaper 
Chinese bottles exploded after a few recycles. 
177 Exported to Samoa and Turkmenistan. 

Table G.1   Operating characteristics: Royal Beer Comany 

Approximate output 800,000 litres per year 

Approximate excise paid $800,000 

Estimate of local sales $2,335 thousands 

Employment 40 men (38 men, 2 women) 
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The operations are extremely small-scale, 
and the processes (such as cleaning the 
bottles and bottling) are primitive and 
leave much to be desired from the health 
standards point of view. 
 
Given that the company does not pay the 
normal excise duties charged for spirits, 
the only taxes paid (other than company 
taxes as part of their consolidated accounts) are the sale tax, which amounts to just 5% 
of sales. 
 
The company is therefore able to set 
extremely low prices, in comparison to 
the prices of imported brand spirits. 
 

Despite the low prices, however, the 
sales of the spirits have declined, 
possibly due to difficulties in maintaining quality. 
 
Competing imports 

 
A number of private sector submissions intimated 
that with import duties set at extremely high 
levels, very little of “brand name” products were 
being imported. 
 
From the Trade Database, it seems that there 
were significant amounts of duty-free rum 
imported in 2000, although the total amounts did 
drop in 2001 (Table G.4). 
 
Table G.5 does suggest however that there are unusual decreases in duties effectively 
charged for several spirits. 
 
Thus all the 
alcohol 
items, except 
for beer, 
indicated 
dramatic 
declines in 
the 
percentages 
of duty 
effectively 
charged.  
Duty on gin 
declined from 421% to 69%, rum from 424% to 54%, whiskey from 271% to 36%, and 
wine from 190% to 80%.   The only increase was for beer which increased from 232% 

Table G.2  Key data for Vete Distilleries 

 2000/01 2001/02 

Production (litres) 4800 3400 

Sales (TOP) 97300 61200 

Sales Tax (TOP) 4865 3060 

Import duties 7201 3727 

Employment  4 

 

Table G.3    Prices of Vete Spirits 

All brands and spirits 375 mls 1125 mls 

Wholesale price 4.00 14.00 

Retail price 4.50 15.00 

 

Table G.4  Duty-free imports of 
alcohol products (TOP) 

 2000 2001 

Beer 7835 3921 

Bitters 38277 8255 

Gin 15681 6629 

Other Spirits 255  

Rum 143273 28983 

Whiskey 40373 30232 

Wine 7169 1923 

Grand Total 252863 79943 

 

Table G.5   Dutiable imports (values, duties paid, percentage duty) 

 Values (TOP($) Duty ($) Percentages 

Good 2000 2001 2000 2001 2000 2001 

Beer 227032 250777 526741 649532 232 259 

Bitters 71194 128507 265678 62269 373 48 

Gin 51850 57744 218047 40122 421 69 

Other Spirits 25635  128218  500  

Rum 113180 135843 479972 72868 424 54 

Whiskey 86159 120582 233368 43276 271 36 

Wine 390610 277844 742121 222564 190 80 

(blank) 2798 1113 5596 2227 200 200 

Grand Total 968458 972410 2599741 1092858 268 112 
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to 259%.   For all alcohol products, however, the average duty charged declined from 
268% to 112%. 
 
Currently, some 87% of the imported 
beers originate in Australia.   
Somewhat surprisingly, there are 
insignificant amounts of beer sourced 
from either Fiji or Samoa.  Possible 
factors explaining this are brand 
loyalty, or policy dictated by the 
majority shareholder in both CBFL 
and Samoa Brewery Ltd- viz CUB (Australia).   
 
For imports of spirits, however, the major source becomes NZ, with 82% of the rum, 
71% of the whiskey and 38% of 
the gin.  Fiji’s share of these three 
products are small- at 4% of the 
rum, 4.4% of the whiskey and 6% 
of the gin. 
 
Effects of ratifying PICTA 

 
Were alcohol products to be 
brought into PICTA, there will be 
some tendency for sourcing to 
shift from non-PICTA sources to 
PICTA sources.  

 
This tendency would be stronger, 
the bigger the price margin 
established between FIC and 
Australian/NZ alcohol products, 
i.e. the higher the import duty 
established or retained for non-
PICTA imports. 
 

Tobacco products 

 
The database on imports of tobacco products indicates that there appears to be a major  
reduction in duties on tobacco products- in aggregate declining from 329% in 2000 to 
175% in 2001. 
 

 

 

 

 

 

 

 

 

Table G.6  Source of beer imports (2001) 

 Values Market 

Country 2000 2001 Share 

Australia 193156 217614 86.8 

Fiji 1309 3927 1.6 

Germany 115 2383 1.0 

New Zealand 32258 26536 10.6 

  227032 250777 100.0 

 

Table G.7   Imports of Spirits (major sources) 

  2000 2001 % Share 

Gin    

Australia 5785 2865 5.0 

Fiji  3495 6.1 

New Zealand 8206 22007 38.1 

United Kingdom 17801 23915 41.4 

USA 20058 5340 9.2 

   Gin total  51850 57744 100.0 

Rum    

Australia 3577 620 0.5 

Fiji 15706 5280 3.9 

New Zealand 42797 111995 82.4 

United Kingdom 13222 4645 3.4 

USA 37878 13303 9.8 

    Rum total 113180 135843 100.0 

Whiskey    

Australia 13000 4564 3.8 

Fiji  5299 4.4 

New Zealand 31086 85931 71.3 

United Kingdom 13508 12822 10.6 

USA 28565 11802 9.8 

   Whiskey total 86159 120582 100.0 

 



Annex G        Country Report: TONGA 

 

 

93 

 
In absolute dollar terms, while imports of cigarettes declined from $1.4 millions to $0.9 
millions, the decline in duty 
apparently collected was more 
severe, falling from $5.4 millions 
to $1.6 millions.   It is not clear 
at all why there has been such a 
serious decline in the values of 
imports of tobacco products, and 
of actual duties collected.178   
 
At the same time there seem to be an 
unusual increase in the duty-free 
imports of cigarettes. 
 
It may be noted that the major 
importing company, which has both 
duty-free outlets and ordinary 
outlets, has 60% Government ownership and 40% private.179   This company also 
supplies Government receptions with duty-free alcohol and tobacco products. 
 
Effects of ratifying PICTA 

 
Were tobacco products to be brought into PICTA, there will be some tendency for 
sourcing to shift from non-PICTA sources to PICTA sources which would qualify for 
duty preferences under the ROO regulations.  Currently, this would seem to suggest an 
increase in tobacco product imports from BAT (Fiji). 
 
This tendency would be stronger, the bigger the price margin established between 
PICTA and Australian/NZ tobacco products, i.e. the higher the import duty established 
or retained for non-PICTA imports. 
 
 

______________________________________________________________________ 
178 The consultant was informed by BAT (Sydney) that Government’s revenues from tobacco imports 
had improved dramatically after the import and distribution of tobacco products had been centralised. 
179 The Leiola Tonga Limited has 7 outlets. 

Table G.8     Dutiable Imports of tobacco products (values, duties, %) 

 Values Duties Percentages 

 2000 2001 2000 2001 2000 2001 

Cigarettes 1439707 954163 5455874 1580091 379 166 
Cigars etc 59337 36916 262878 153641 443 416 
Manufactured tobacco 860062 444610 2074346 776752 241 175 
Other 4801  9002  188  
Unmanufactured tobacco 14735 116 27628 19 187 16 

Grand Total 2378642 1435805 7829728 2510503 329 175 

 

Table G.9       Imports of dutiable tobacco products 

  2000 2001 %  Share 

Australia 1401064 884481 62 

New Zealand 964244 438166 31 

USA 4895 111437 8 

Grand Total 2378642 1435805 100 
 

Table G.10  Duty-free imports of tobacco products 

 2000 2001 

Cigarettes 1234 227966 

Manufactured tobacco 99586 20734 

Other  8040 

Grand Total 100820 256740 
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Annex H  Country Report: VANUATU 
 
For the Vanuatu Government, the alcohol and tobacco products are important more 
from the import duties raised, than from the local excises charged on the locally 
produced beer and spirit products. 
 
Excises on beer 
products have only 
been around 50 
million vatu per 
year, or just around 
1% of 
Government’s Total 
Taxation Revenue. 
 
However, import 
duties on alcohol 
products (beer and 
wine) have been 
around 4% of Total 
Taxation Revenues 
and on tobacco products, around 6 percent of Total Taxation Revenues. 
 
Altogether, the Vanuatu Government derives more than 10% of its Total Taxation 
Revenues from these two products.  It is vital therefore that Government is able to 
maintain these two revenue earners. 
 
Data below suggests also that Government should be able to derive much more income 
from these products than is currently the case. 
 
Alcohol products 

 
The Vanuatu alcohol products industry comprises only three companies- a brewery 
(Vanuatu Brewery Limited) and two alcohol product manufacturers- Vanuatu 
Beverages Limited and Tropical Nectar. 
 
Probably the most dramatic development in the last few years has been the declining 
importance of locally produced beers, imported beers and imported brand spirits, in the 
face of increasing competition from locally blended spirits and mixed drinks.  
 
Government is supposed to have brought in excise taxes on alcohol products as 
follows: 180 
 
 Beer       89 vatu/litre 
 Mixed drinks  107 vatu/litre 
 Local strong drink 500 vatu per litre 
 

______________________________________________________________________ 
180 Fiscal Strategy Report, Vanuatu Government Budget Document 2002. 

Table H.1  Revenues from alcohol and tobacco (mils of vatu and %) 

 
2000  
act. 

2001  
bud. 

2002  
bud. 

2003  
proj. 

Excise Duty on beer (m vatu) 53 50 73 74 

Import duty on  (m vatu)     

   Beer and wine 192 244 261 271 

   Tobacco products 370 343 366 370 

Total Taxation Revenue (m vatu) 5920 6260 6380 6600 

As Percent of Total Taxation Rev.     

Excise Duty on beer 0.9 0.8 1.2 1.1 

Import duty on      

   Beer and wine 3.2 3.9 4.1 4.1 

   Tobacco products 6.2 5.5 5.7 5.6 

Source: Fiscal Strategy Report, Budget 2002, Vanuatu Government. 
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The brewery however complained that little excise taxes were being paid by the 
blending companies. 
 

Vanuatu Brewery Limited
181

 
 
Vanuatu Brewery Limited (VBL) is a joint venture between the international company- 
PRIPS (Carlsberg) with 50% shares,182 and the Vanuatu Development Bank (Asset 
Management Bank) and Vanuatu Provident Fund with 25% shares each.183 
 
The VBL produces three basic beers- Tusker (a lager type), Vanuatu Bitter and a Stout.  
VBL is in the unusual position that its sales of its own beer has declined from the high 
of 572 thousand litres in year 2000, to 492 thousand litres in the year 2002.   
 
The actual decline in the beer market has been far more severe as is indicated by Table 
9.2, since imports of beer have declined from 940 thousand litres in 1991 to 110 
thousand litres in 2002.  The total beer market has therefore declined from 1280 
thousand litres in 1991 to 602 thousand litres in 2002- a virtual halving in absolute 
terms, but a more severe decline in terms of per capita consumption, given that the 
population of Vanuatu has grown dramatically over the last decade. 
 
VBL’s share of the total shrinking beer market has therefore ironically increased from 
27% in 1991 to 82% in 2002. 
 
VBL also sells imported beer, but its sales of imported beer has also seen a decline 
from 102 thousand litres in 1995 to 50 litres in 2002. 

 
Prices: 
 
 Tusker beer   165 vatu 
 Vanuatu Bitter  165 vatu 
 soft drinks       92 vatu 
 
VBL seems to be under siege where its locally produced beer is concerned.  VBL 
management feels that one of the “alcohol blenders” poses unfair competition because 
it pays no import duties on imports of pure alcohol.  The latter is simply mixed with 
flavours and sold at prices which undercut legitimate alcohol products, but still able to 
generate exorbitant profits because of the absence of the normal alcohol taxes. 
 

______________________________________________________________________ 
181 Data for this company was provided by the General Manager, Murray Parsons. 
182 The foreign shareholder also has management rights and nominates 2 directors to the Board. 
183 The two local shareholders nominate 1 director each to the Board. 

Table H.2 VBL sales and Total Imports of Beer (volumes and %) 

 1991 1995 1999 2000 2001 2002 

VBL sales (000 litres) 340 403 541 572 517 492 

Imports (000 litres) 940 437 334 279 299 110 

Total beer market (000 litres) 1280 840 875 852 816 602 

Local beer's share in total 27 48 62 67 63 82 
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VBL management also feels that there is unfair competition from one of the large 
importers who supposedly is able to import Australian draught beer and sell at retail 
outlets cheaper than their own draft beer. 
 
While VBL had diversified to retailing imported products themselves, here also it 
seems to face competition.  VBL had bought the Seagrim franchise and had been 
selling a number of well-known brands in Vanuatu.184  However, when CUB 
(Australia) bought Seagrim,  it shut VBL from these products, and began to sell them 
through one of the largest importers and retailers in Vanuatu, who would not stock 
VBL beers.185 
 
VBL’s efforts to sell in Australia also had met resistance.  VBL had received orders in 
Australia following participation in beer demonstration, had exported a consignment, 
but the Vanuatu beer had been prevented from being sold by one of the major beer 
interests in Australia.186 
 
VBL finds supplier pricing of its inputs not conducive to cost-efficiency.  The company 
finds it cheaper to buy full bottles of a major NZ brand of beer, than to import the same 
empty bottles. 
 
VBL feels that unless Government is able to subject the alcohol blenders to the same 
sets of duties and taxes as are paid by his company and products, VBL itself would 
have to initiate the same “blending” activities with the higher profit margins. 
 
Tax data given by VBL appeared inconsistent, as the periods over which the taxes were 
paid varied considerably.187  According to figures supplied by VBL, the following taxes 
would seem to have been paid: 
 
    For 2002   Average 1997-2002 
 
Excise tax  100 million vatu  50 million vatu188   
Import duty  302 million vatu 174 million vatu 
 
 

Vanuatu Beverages Limited 
 
This is a foreign-owned company189 which produces not only alcoholic drinks but also 
soft drinks, with the alcohol products comprising roughly one third of the business.190  
All the staff are ni-Vanuatu. 
 
The company brews alcohol in dozens of small plastic tanks (using sugar and yeast) 
and then distills the alcohol in steel tanks.191  The alcohol produced is then diluted and 

______________________________________________________________________ 
184 Matua wine, Wolf Blass, Jamieson Run 
185

 Au Bon Marche. 
186 The beer had eventually been re-imported so as to re-use the bottles. 
187 Values were given for 1/1/97 to 31/8/99; 9/1/99 to 31/3/2000; 4/1/2000 to 31/12/2001; and from 
1/1/02. 
188 This seems to be the amount paid last year (communication from VBL). 
189 Established in 1972, it is owned by the Blanchard family from Tahiti. 
190 All the information for this company was provided by the General Manager, Colin Popps. 
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blended with concentrates and flavours to make make 40% spirits (rum, whiskey, gin, 
vodka, and bourbon)192 or mixed with soft drinks to make ready-to-drink products with 
5% alcohol content  (rum and cola, whisky and cola, vodka and orange). 
 
The prices of the products are extremely competitive, in comparison to soft drink 
prices:193 
 

Mixed drinks  190 vatu 
Spirits (500 mls) 650 vatu 

 Spirits (750 mls) 1020 vatu. 
 
The Company reports healthy annual sales of 170 million vatu mixed drinks and 17 
million vatu of spirits. 
 
Some 29 persons are employed, with  11 men and 18 women. 
 
The wages bill for alcohol-related workers is just  10 million vatu. 
 
The company paid a total of 55 million vatus in taxes, of which  
 

Company taxes   1 million vatu 
Excise taxes  36 million vatus 
VAT   18 million vatus 

 
The company is of the view that were trade in their products to be freed up, their 
company would not be able to compete with the multinationals based in other FICs. 
 

Tropical Nectar 

 
Tropical Nectar is a small household operation importing alcohol, diluting and mixing 
with concentrates and flavours194, and manually bottling, in glass bottles and PET 
bottles.  The company also caters to tourist tours. 
 
Employment:  3 men  3 women 6 total. 
 
Estimated production (litres) 
 
  2000  20,000 
  2001  35,000 
  2002  40,000 
 
The management has plans to invest in a conveyer belt system for bottling, and 
estimates that Vanuatu’s demand for his products would be satisfied by just one and a 
half bottling lines.  The company currently has import duty exemptions. 
 

                                                                                                                                              
191 All the inputs are sourced in Australia. 
192 The brand names are: Mele Rum, VB Bourbon, VB Gin, VB Whiskey, Sarakata Gin, Vanuatu Vodka. 
193 A litre of orange juice sells for 200 vatu. 
194 The flavours are imported from world-wide sources, including Russia and Egypt. 



Annex H        Country Report: VANUATU 

 

 

98 

There is considerable and bitter inter-company rivalry with supposed interferences with 
overseas input suppliers, encouragement of industrial spies, accusations of rivals not 
producing food quality products etc.   Company management also complained of 
Australian customs discouragement of company exports to Australia.195 
 
Tropical Nectar management claims that its cheaper products (current price 400 vatu 
per litre) were bringing alcohol products within the reach of ordinary Ni-Vanuatu, 
whose wages were not as high as developed country wages.196  The Company also 
noted that it had extended consumption of mixed drinks to Ni-Vanuatu women.197 
 
The Company management complained about the heavy costs of a business license (1.4 
million vatu, with 3 million vatu deposit) and the “high costs” of doing business with 
Government Ministers. 
 
The Company faces difficulties with major retailers in the market.  With Tropical 
Nectar not agreeing to the high mark-up198 that the retailers supposedly wanted, its 
products were removed from their shelves, and the company alleges that other retailers 
in Vanuatu were similarly influenced. 
 
The company complained that the current Vanuatu rate of import duty was already the 
lowest in the Pacific and Government was proposing, in the interests of the importers, 
to reduce it further.199  
 
Imports of alcohol and tobacco products 

 
The import duty structure was projected to change as follows for 2002:200 
 
       2001   2002 
 
 Beer     280 vatu/litre  300 vatu/litre 
 Wine     265 vatu/litre  284 vatu/litre 
 Cigarettes   12868 vatu/kg  13769 vatu/kg 
 tobacco products  4572 vatu/kg  4892 vatu/kg 
 
In 2003, the excise duties have been increased further:  
 
An unusual feature of Vanuatu’s imports of alcohol products is the apparently large 
values of imports which come in tax-free- without paying import duties or excise taxes, 
or VAT, as recorded on the Customs database. 
 
 

 

______________________________________________________________________ 
195 Australian duty per litre of alcohol rose from $36.50 in 1999 to $50.00 in 2000, and $57.50 in 2001. 
196 The Company argued that while an average Australian had to work for 4 hours to purchase a litre of 
alcohol, Ni-Vanuatu used to require 2 to 3 days of work, reduced to 1 day with its products. 
197 A mixed blessing. 
198 Tropical Nectar claims that it allows only 10% mark-ups each on wholesaling and retailing, while the 
major retailers wanted at least 40%. 
199 Vanuatu charges 1650 Vatu per litre of product  while Australia charged A$57.50  (or 4315 Vatu) per 
litre of alcohol volume. 
200 Fiscal Strategy Report, Vanuatu Government Budget Document 2002. 
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Of the imports, on which VAT 
was paid, while the statutory rate 
was 12.5%, the actual average for 
the alcohol products was only 
6.0% in 2000, rising to 6.4% in 
2001.  Of the products, the VAT 
paid by beer was highest at 12.1% 
in 2001.    
 
The other alcohol products, were 
strangely enough quite variable, 
with all paying less than 7%, and 
as low as 2.3% for vodka.  Spirits 
in total paid only 4.5% VAT in 
2001. 
 
These data indicates that even for 
products which are recorded as dutiable, there is considerable inconsistency in the 
application of VAT, with corresponding scope for improving revenues.    It must be 
kept in 
mind that 
there is 
already an 
extremely 
large 
proportion 
of alcohol 
product 
imports 
which are 
completely duty-free (both import duty and VAT). 
 
Vanuatu has apparently not had great success in raising revenues through VAT, and 
part of  the problem appears to be difficult relationships between major importers and 
retailers,  government departments and weaknesses in tax collection.201 
 
The import duties seem to be collected slightly more successfully, although they are 
quite low in comparison with other FICs. 
 
 

______________________________________________________________________ 
201 A major and quite influential importer complained of being asked by Government to pay VAT three 
years after his goods had been cleared from customs. 

Table H.3  Tax-free imports of alcohol products 
(m of vatu) 

 IMD and EXD = 0 VAT = 0 

Good 2000 2001 2000 2001 

Beer 293 132 330 137 

Ethyl alcohol 25 35 1 7 

Gin 375 366 377 366 

Liqueurs 211 207 218 207 

Rum 513 481 520 481 

Spirits 762 743 764 743 

Vodka 131 226 132 226 

Whiskies 505 529 512 529 

Wine 716 541 718 541 

Grand Total 3531 3259 3571 3237 

Source: Calculated from Customs data. 

 

Table H.4   VAT-able imports and VAT actually paid (values and Perc.) 

 Values (mil vatu) VAT paid (m vatu) Percentage 

 2000 2001 2000 2001 2000 2001 

Beer 133 128 13 15 9.9 12.1 

Ethyl alcohol 24 29 0 1 2.0 2.1 

Spirits total 287 178 10 8 3.6 4.5 

Wine 305 333 21 19 6.9 5.6 

Total 750 669 45 43 6.0 6.4 
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The alcohol 
products market, 
in addition to the 
locally 
manufactured 
items, are 
defined by the 
composition of 
imports of the 
following 
products.  It may 
be noted that in 
total, the dutiable 
imports are less 
than the duty-free imports of all the items.   
 
Interestingly, the dutiable 
imports all the products, 
except wine and vodka, 
have declined in value 
between 2000 and 2001.  
This would tend to 
confirm the substance of 
complaints by the local 
brewery that the new 
spirit producers were 
making serious inroads 
into the alcohol product market- leading not only to the reduction in consumption of 
locally manufactured beer, but also imported beer and spirits. 
 
Table H.6 indicates that some 90 percent of the dutiable beer imported is sourced in 
Australia, with some 115 million vatu imported in 2001.  The amounts imported from 
FICs are insignificant.  The aggregate average rate of duty, while relatively low, has 
risen from 57% in 2000 to 70% in 2001. 
 
As has been observed in other FICs, the percentage duty effectively charged on beers 
imported from Fiji (and Solomon Islands) was  considerably higher than the overall 
average- at 212%, increasing from the 199% in the year 2000.  This in all probability is 
due to the Fiji beers having lower unit fob prices which are charged the same specific 
duty as the higher priced Australian beers. 
 
Imports of tobacco products 
 
The imports of all the tobacco products have declined from 2000 to 2001, from 154 
million vatu to 140 million vatu. 
 
Percentage import duties on tobacco products have increased in aggregate from 239% 
to 265% between 2000 and 2001. 
 

Table H.5 Dutiable imports (values, duties, %) 

 Values (m vatus) Duties (m vatus) Perc. duty % 

 2000 2001 2000 2001 2000 2001 

Beer 133 128 75 90 57 70 

    Gin 36 19 4 3 11 16 

    Liqueurs 23 13 3 2 14 17 

    Rum 53 30 7 5 14 18 

    Others 92 40 12 9 13 23 

    Vodka 15 18 2 2 15 12 

    Whiskies 68 57 19 16 28 27 

Spirits 287 178 48 38 17 21 

Wine 305 333 62 53 20 16 

All products 725 639 185 181 25 28 

 

Table H.6   Imports of Dutiable Beer (by country of origin) 

 Values (m vatu) Duty (m vatu) Perc. Duty 

 2000 2001 2000 2001 2000 2001 

Australia 101.6 115.3 67.7 80.9 67 70 

Fiji 0.2 0.2 0.5 0.5 199 212 

NC 2.2 0.5 1.4 0.7 61 137 

NZ 0.2 2.5 0.4 2.0 213 80 

Solom 1.4 2.0 3.5 2.9 260 141 

All  132.5 128.3 75.3 89.7 57 70 
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Cigarettes in 2001 paid 316% duty, stick and twist tobacco 120 percent. 
 
The data on the collections of VAT indicates that there may be serious difficulties in 
the administration of the VAT system 
in Vanuatu. 
 
Table H.8 indicates that Australia is 
the major country of origin of all the 
tobacco product imports.  Currently 
there are few imports from any of the 
FICs. 
 
 
 

Impact of PICTA 

 
Should there be a significant reduction in import duties on FIC products, there is likely 
to be some diversion of imports from Australia to the other PICTA countries.  
 
 
 

 

 

 

Table H.7 Imports of tobacco products (values, import duties, VAT duties) 

 Values (mils vatu) IMD (mils vatu) Perc. duty 

Product 2000 2001 2000 2001 2000 2001 

Cigarettes 117 106 339 336 290 316 

Cigars, etc 5.0 4.5 7 1 144 20 

Stick/twist tobacco 31.9 29.6 21 35 66 120 

Total 153.7 140.3 367 372 239 265 

 Values (mils vatu) VAT (mils vatu) Perc. duty 

Cigarettes 116.9 106.2 55.6 54.3 4.8 5.1 

Cigars etc 5.0 4.5 1.0 0.3 2.1 0.6 

Stick/twist tobacco 31.9 29.6 3.9 6.2 1.2 2.1 

Total 153.7 140.3 60.5 60.8 3.9 4.3 

 

Table H.8  Imports (millions of vatu) 

Good  2000 2001 

Cigarettes 116.9 106.2 

         Australia 115.7 95.4 

         VR 0.0 10.6 

Cigars etc 5.0 4.5 

         Australia 4.4 4.3 

         HK 0.6  

Stick or twist tobacco   

         Australia 31.9 29.6 

All imports  153.7 140.3 
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Annex I  Country Report :   SOLOMON ISLANDS 
 
The Solomon Islands has both a substantial tobacco product industry and a brewery.  
This was not one of the countries visited by the consultant202 but some data was 
acquired for the tobacco industry (through the Sydney headquarters of BAT) and the 
brewery (through its latest annual report for 2001/2002). 
 
There is one brewery, Solomon Breweries Limited (SBL) which is owned by a 
consortium of largely foreign interests203 with local shareholders holding roughly 9% of 
the shares. SBL supplies the bulk of the Solomon Islands market for beer, although 
there are also thought to be substantial amounts of imported beer.   SBL also produces 
soft drinks. 
 
SBL produces under 
substantial protection. 
Excise taxes for imported 
beer are at SBD10 a litre, 
while the domestic rate is 
SBD4 a litre.204  The 
company has operated 
under difficult conditions 
over the last few years, 
with a declining 
economy, reduced 
disposable incomes of the 
general population, deterioration of the Solomons dollar (by 34%), and increased excise 
rates. 205   
 
SBL currently pays no income tax, although when its tax holiday expires, it may be 
expected to pay significant amounts of corporation tax, especially when the economy 
recovers.206 
 

 

 

______________________________________________________________________ 
202 The Forum Trade Adviser thought that the law and order situation militated against a visit. 
203 Brauhaase International Management GMBH (owning 17.6% of the shares), Drinktech Holdings AG. 
204 The excise on imported beers was raised recently from SBD6 a litre SBD10 a litre, while that on the 
domestic beer was raised from SBD2.40 a litre to SBD4.00 a litre. 
205 This includes both soft drinks and beer sales. Soft drinks are roughly 36% of the total volume of 
production of both beer and soft drinks, and about 20% of the dollar sales value of SBL (rough estimate 
by consultant). 
206 There is dispute with the Government over this because of disagreement over the commencement of 
the 10 year tax holiday granted to the company - whether the holiday began at the time the MOU was 
signed (1989), or the year in which production began (1993). 

Table I.1  Operations of Solomons Brewery Limited 

 1999 2000 2001 2002 

Employment    99 

   Men    94 

   Women    5 

 Values in Solomons $000 

Turnover 32,267 31,982 26,773 23,554 

Beer sales (000 litres)   2,466 2,170 

Excise Duty Paid    5,303 3,164 

Net Profit 7,245 3,545 2,001 1,386 
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Annex J  Rules of Origin 
 
Goods exported from one Party to any other Party, whether directly or indirectly, shall 
be treated as goods originating in the territory of the first Party if  
 

these goods are wholly produced or obtained in the territory of that Party;  
 
or the result of the final process of manufacture performed in the territory of 
that Party, and the total expenditure on Originating Material costs, Labour costs 
and Overhead costs is not less than 40 per cent of the total expenditure on 
Material, labour and overheads, whether or not incurred in the territory of that 
Party.  (possible margin of tolerance of up to 2% for a limited period of time 
only). 

 

* “Factory cost” means the total cost of the goods in their finished state following 
a process of manufacture, excluding any profit, marketing costs, taxes and other 
duties. 

  
* “Labour costs” means: salaries, wages, bonuses, productivity payments and 

other employment related benefits incurred in connection with a process of 
manufacture in the territory of a Party; and other labour costs incurred at a 
Factory in connection with the manufacturing process in the territory of a Party, 
up to packing into inner containers; and handling the storage of goods in the 
Factory. 

 
* “Originating Material costs” means: the total cost of Wholly Produced or 

obtained goods used in that process of manufacture; or the Cost of Material 
used in that process of manufacture that is wholly produced or obtained in the 
territory of a Party,  excluding Labour costs and Overhead costs from an earlier 
process of manufacture if:  

 
that earlier process of manufacture has taken place outside the territory 
of a Party; or  
 
the total expenditure on Material that is wholly produced or obtained, 
and on labour and overhead that is incurred, in the territory of that Party, 
is less than 40 per cent of the factory cost of that process of 
manufacture. 

 
* “Other duties” includes goods and services taxes, sales taxes, value added taxes, 

excise taxes, anti-dumping duties and countervailing duties. 
 
* “Overhead costs” includes any of the following costs where incurred in 

connection with the final process of manufacture in the territory of a Party:     
 

(a) inspecting and testing Materials and goods; 
 
(b) insuring real property, plant, equipment and Materials used in the 

production of the goods, work in progress and finished goods;  
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(c) liability insurance, accident compensation, and insurance against 
consequential loss from accident to plant and equipment; 

 
(d) dies, moulds, and tooling, whether or not these items originate within the 

territory of a Party; 
 

(e) depreciation, maintenance and repair of plant and equipment; 
 

(f) interest payments for plant and equipment; 
 

(g) research, development, design, engineering and creative work; 
 

(h) rent, leasing, mortgage interest, depreciation on buildings, maintenance, 
repair, rates and taxes for real property used in the production of the goods;  

 
(i) leasing of plant and equipment, whether or not these items originated within 

a territory of a Party; 
 

(j) Materials and supplies utilised in the manufacturing process, but not 
directly incorporated into the manufactured goods, including energy, fuel, 
water, lighting, lubricants and rags, whether or not these items originated 
within the Party; 

 
(k) storage of Material and goods at the Factory; 

 
(l) royalties, licences or fees in respect of patented machines or processes used 

in the manufacture of the goods, or in respect of the right to manufacture 
the goods, or intellectual property rights; 

 
(m) subscriptions to standards institutions and industry and research 

associations; 
 

(n) Factory security, provision of medical care, including first aid kits and 
medical supplies, cleaning services, cleaning materials and equipment, 
training materials, disposal of waste, safety and protective clothing and 
equipment, and the subsidisation of a Factory cafeteria to the extent not 
recovered by returns; 

 
(o) computer facilities allocated to the process of manufacture of the goods; 

 
(p) contracting out part of the manufacturing process within the territory of a 

Party;  
 

(q) employee transport and Factory vehicle expenses; and 
 

(r) any tax in the nature of a fringe benefit tax payable on a cost in respect of 
labour or overheads. 
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“Overhead costs” does not include: 
 

(a) costs for telephone, mail and other means of communication; 
 
(b) the cost of shipping and airfreight containers; 

 
(c) the cost of conveying, insuring, or shipping the goods after their 

manufacture is completed; 
 

(d) royalty payments relating to a licensing agreement to distribute or market 
the goods; 

 
(e) rent, mortgage interest, depreciation on buildings, property insurance 

premiums, maintenance, repair, taxes and rates for real property used by 
personnel charged with administrative functions; 

 
(f) international travel expenses, including fares and accommodation; 

 
(g) manufacturer’s profits, or the profit or remuneration of any trader, agent, 

broker or other person dealing in the goods after their manufacture; 
 

(h) costs relating to the general expense of doing business, such as the cost of 
providing executive, financial, sales, advertising, marketing, accounting and 
legal services, and insurance; 

 
(i) any other costs and expenses incurred after the completion of the 

manufacture of the goods. 
 
“Wholly produced or obtained goods” means: 
  

(a) live animals born and raised in the territory of a Party; 
 
(b) animals obtained by hunting, trapping, fishing, gathering or capturing in the 

territory of a Party; 
 
(c) products obtained from live animals born and raised in the territory of a 

Party; 
 
(d) plants and plant products harvested, picked or gathered in the territory of a 

Party; 
 
(e) products of sea fishing and other products taken from the sea outside the 

territory of a Party, where the Party is the country of registration of the 
vessel that carries out those operations;  

 
(f) minerals and other naturally occurring substances extracted from soil, the 

waters, the seabed, or beneath the seabed of the territory of a Party; 
 

(g) scrap and waste derived from manufacturing operations in the territory of a 
Party which are only fit for disposal or for the recovery of raw Materials; 
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(h) scrap and waste derived from articles collected or consumed in the territory 
of a Party which are only fit for the recovery of raw Materials; 

 
(i) products taken from the area of the seabed outside the territory of that 

Party, pursuant to rights held by that Party and recognised under 
international law; or 

 
(j) goods produced in the territory of a Party exclusively from products 

referred to in sub-paragraph (a)-(i). 
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Annex  K      Timetable for reduction of (maximum) tariffs on general items
207

 

 
 
Table K.1    Small Island States (SIS) and Least Developed Countries (LDCs); 

Base tariff Start 2004 2006 2008 2010 2012 

>25% no change 25% 17.5% 10% 5% 0% 
> 20% no change 20% 15% 10% 5% 0 

>15% but <20% no change 15% 10% 5% 0  

>10% but < 15% no change 10% 5% 0   

<10% no change 5% 0    

 
 
 
 
Table K.2   Other than Small Island States and Least Developed Countries 

Base tariff Start 2004 2006 2008 2010 2012 

> 20% 20% 15% 10% 5% 0%  
>15% but <20% 15% 10% 5% 0%   
>10% but < 15% 10% 5% 0%    
<10% 0%      

 
 
 
 
Table K.3  Specific or fixed tariff on goods as % of base tariff (value) 

Category Start 2004 2006 2008 2010 2012 

SIS/LDCs no change 80% 60% 40% 20% 0% 
Others 80% 60% 40% 20% 0%  

 

 

 

______________________________________________________________________ 
207 The reductions will take place on the 1 January of each year. 
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Annex  L      Timetable for reduction of tariffs on “excepted items” 

 
 
 
Table L.1  Ad Valorem Tariffs 

 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

SIS/LDCs 50% 40% 35% 30% 25% 20% 15% 10% 5% 0 
Others 40% 35% 30% 25% 20% 15% 10% 5% 5% 0 

 
 

 

 

Table L.2  Specific or fixed tariffs as % of base tariff value 

Category Start 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

SIS/LDCs 100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0% 
Others 100% 85% 70% 60% 50% 40% 30% 20% 10% 10% 0% 
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Annex M  LIST OF PERSONS CONSULTED 
 
Cook Islands 
 
Kevin C Carr, Financial Secretary, Ministry of Finance and Economic Management 
 
Ngapoko Ngatamaine, Collector of Customs, Ministry of Finance and Economic 
Management 
 
Margaret Aue, Senior Customs Officer. 
 
Mark Short, CEO, Development Investment Board 
 
John E Abbott (Governing Director, Natural Cosmetics Ltd) 
 
Nicholas R Henry, General Manager, Bond Liquor Store and Rarotonga Breweries. 
 
 
Fiji  
 
Hugh E Ragg (Vice President, Pacific Operations, Foster’s International) 
 
Alfred Chan (Group Financial Controller, Foster’s Brewing International) 
 
Joe Rodan (General Manager, South Pacific Distilleries Limited) 
 
Anand Nair (Export Manager, Foster’s Brewing International) 
 
Karan Singh (Production Superintendant, South Pacific Distillery Limited) 
 
Andrew J Macdonald (General Manager, British American Tobacco, Fiji) 
 
John Lucas (Finance Director, British American Tobacco, Fiji) 
 
Joel Sahai (Corporate and Regulatory Affairs Manager, British American Tobacco, 
Fiji) 
 
Vijendra Sharma (Senior Manager, ASYCUDA, Fiji Islands Customs Service) 
 
Jagat Narayan (DD International, Fiji Islands Customs Service) 
 
Seruwaia Sikivou ((Fiji Bureau of Statistics) 
 
Dhansukh Lal (FIRCS) 
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Kiribati 
 
Makurita Baaro, Permanent Secretary, Foreign Affairs 
 
Tebwe Ietaake, Permanent Secretary, Finance and Economic Planning. 
 
Peter Tong, Director, National Economic Planning Office. 
 
Riteti Maninraka, Permanent Secretary, Commerce, Industry and Tourism. 
 
Tenanora Tekanene, Director, Commerce, Industry and Tourism. 
 
Richard Fitch, Technical Adviser, AusAID Infrastructure Strengthening Project. 
 
Tonganibeia Tamoa, Principal Customs Officer. 
 
Akau Tiarie, General Manager, Bobotin Kiribati Ltd. 
 
 

Palau 

 
Larry Goddard (Senior Legal Counsel to the President) 
 
David C Perrin (Legal Counsel to the President) 
 
Casmir E Remengesau (Financial Management Adviser to the Minister of Finance) 
 
Dennis Oilouch (Statistics Co-ordinator, Office of Statistics) 
 
Dr Caleb Otto (Director of Bureau of Public Health, Palau National Hospital) 
 
Lucio Bandibas (Assistant Brewer, Palau Brewing Company) 
 
 

Papua New Guinea 
 
Collette O’Driscoll (Financial Adviser, Internal Revenue Commission) 
 
Wayne K. Golding (Chairman, Manufacturers Council of Papua New Guinea) 
 
Maryanne McDonald (Chief Executive, Manufacturers Council of Papua New Guinea) 
 
Stan Joyce (Commercial Manager, South Pacific Brewery) 
 
Giau Duruba (HR/Corporate Affairs Manager, South Pacific Brewery) 
 
Stuart Wallace (Tradewinds Liquor) 
 
S. Kee Lim (General Manager, Fairdeal Liquors) 
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Bruce Walker (British American Tobacco, PNG) 
 
John Andrias (Director, Policy Planning and Research Division, Department of Trade 
and Industry) 
 
David Ganai (Trade Officer, Department of Trade and Industry) 
 
Emily M David (Director, Development Corporation Branch, Department of Foreign 
Affairs and Immigration) 
 
Benard Kiele (Census Director, National Statistical Office) 
 
Joseph Aka (Deputy National Statistician, National Statistical Office) 
 
Winn Myint (Manager, Information Management Services, National Statistical Office) 
 
Andrew Yauieb (Treasury) 
 
Gauna Gwaibo (Manager, Balance of Payments Unit, PNG) 
 
Babani Maraga (High Commissioner to Fiji) 
 

 

Samoa 

 
Falani Chan Tung (Secretary, Department of Trade, Commerce and Industry) 
 
Julia Solofa (Senior Policy and Research Officer) 
 
Iulai Lavea, Deputy Financial Secretary, Treasury Department. 
 
Leilua Richard Mariner (Assistant Controller of Customs) 
 
Malaefono T Faafeu-Taaloga (Assistant Government Statistician) 
 
Sina Laumea (Computer Systems Manager) 
 
Segi Usufonu (Senior Officer, Excises) 
 
Manu Meredith, Le Well Co. Ltd. 
 
Fomai Lei Sam, General Manager, Samoa Breweries Ltd. 
 
Siaoloa Semisi Lafi, General Manager, British American Tobacco). 
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Tonga 
 
Ofa Afuha’amango Ketu’u, Act. Secretary for Finance & Accountant General. 
 
Paulo Kautoke (Secretary, Ministry of Labour, Commerce and Industries) 
 
Siope V ‘Ofa (Assistant Secretary, Trade Policy Unit, MLCI) 
 
Kunta Lancelot Margraff, Senior Industry Development Officer, Department of Trade, 
Commerce and Industry 
 
Samantha Newton (CFTC Adviser, Trade Policy Unit, MLCI) 
 
Jim Malm, Assistant General Manager, Royal Beer Co. Ltd. 
 
Henry Cocker  
 
Una and Semi Vete (Vete Distillery) 
 
Seini Filiai (Acting Government Statistician) 
 
Nelisa Vatuvei (Statistician, Trade Statistics) 
 
Maliana Sevele (Executive Director, Molisi Tonga) 
 
Sione Mafi (General Manager, Leiola Duty Free Shops). 
 
 
Vanuatu 
 
Murray Parsons (General Manager, Vanuatu Brewing Limited) 
 
Hans Wagner (Managing Director, Tropical Nectar) 
 
Mr Colin Popps (Manager, Vanuatu Beverages Ltd) 
 
Rene Ah Pow (Managing Director, Au Bon Marche) 
 
John Graham Jack (I.T.Officer, Department of Customs and Inland Revenue) 
 
Reuben Lini (Acting Director, Department of Customs and Inland Revenue) 
 
Rod Spencer (Compliance Adviser, Department of Customs and Inland Revenue) 
 
Nikunj Soni (Budget Adviser, Ministry of Finance and Economic Management) 
 
Moana Matariki (Marketing Officer, Ministry of Industry and Commerce) 
 
Timothy Sisis (Acting Principal Trade Officer, Department of Trade, Industry and 
Investment) 
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Daniel Gay (ODI Trade economist) 
 
 

Forum Secretariat 
 
Mr Jai Kumar (Director, Trade and Investment Division) 
 
Professor David Forsyth (CFTC Trade Adviser) 
 
Theo Yasause (Trade Policy Adviser) 
 
Sumbue Antas (Trade Facilitation Officer) 
 
Veniana Qalo (Trade Officer) 
 
Others 

 
Professor Rob Scollay 
 
Christophe Grandcolas (Tax Administration and Policy Advisor, Pacific Financial 
Technical Assistance Centre) 
 
Mark Connel (BAT, Head Office, Sydney). 
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Forsyth, David (August 2002) Report on the Trade Policy Assessment Study for Pacific 
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Scollay, Robert (August 2002)  Draft Report on the Impact Assessment Study of 
Economic Partnership Agreements.  Prepared for the Pacific Forum Islands Secretariat. 
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