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Foreword by the Editor 
 
This monograph brings together a collection of the writings of 
Savenaca Siwatibau (Siwa), as well as four tributes to him at 
his untimely passing due to cancer. 

Siwa was an exemplary civil servant who gave decades of 
dedicated service to the governments and people of Fiji, and 
the region: as Secretary of Finance in the Fiji Government, 
Governor of the Reserve Bank of Fiji,  Head of the ESCAP 
office based in Vanuatu, and his last professional contribution, 
as the Vice Chancellor of the University of the South Pacific.  

Siwa was profoundly committed to the principles of 
honesty, integrity, disciplined hard work, strong family life, 
humility, multi-racialism and unwavering adherence to 
constitutionality and the rule of law. 

The first part of this monograph contains four tributes: the 
eulogy given at Siwa’s funeral in Christchurch by Siwa’s 
vanua representative Jone Dakuvula; the second is an obituary 
written by Ratu Joni Madraiwiwi for the University of the 
South Pacific; the third is an appreciation by monetary 
economist Dr T.K. Jayaraman who knew Siwa professionally 
for decades; and the fourth is by  economist Wadan Narsey, 
an old friend of Siwa and his wife Suliana, and a 
developmental commentator on the political economy of Fiji. 
These four tributes give multi-faceted perspectives on this 
great “son of Fiji”. 

Throughout his working life, Siwa made many 
contributions, as an economist, a leading technocrat and a 
widely respected social leader of his time.  In the development 
of any country, it is vital that the people learn from the 
collective wisdom of its leaders who can genuinely be called 
icons and role models for our citizens.  Especially in these 
troubled times, Fiji needs all the heroes and heroines it can 
identify. Fiji has very few such persons whose personal and 
working lives can stand the historical test of close public 



 
 
Foreword by Professor Wadan Narsey 

 v 

scrutiny, both during their lifetimes and after their deaths. 
Savenaca Siwatibau is one of these rare unblemished icons in 
the history of Fiji. It was important for this country and the 
region, therefore, that Siwa’s wisdom, as recorded in his 
writings and presentations, be brought together in one volume 
for easy reference by students and development practitioners 
alike. 

These writings are presented in three sections: those 
broadly classified as macroeconomic policy advice to Pacific 
Island countries; a selection on broad development issues; and 
lastly, articles focusing on corruption, good governance, and 
leadership. 

As an economist, Siwa was a constant and powerful 
advocate for macro-economic stability and fiscal prudence.  
He provided very sensible economic advice for governments 
during times of political crisis.  Part 1 of this monograph 
contains four of his articles which contributed in this area to 
Fiji and the region. 

An extremely popular speaker, Siwa was often called upon 
to speak on a whole range of broad development issues.  Part 
2 of this monograph contains a selection of his numerous 
presentations, covering human resource management, the role 
of micro-enterprises, integrating youth into development, the 
role of museums in our societies, and the potentially powerful 
role of E-governance. 
 Siwa was personally disappointed by the 1987 and 2000 
coups that have devastated Fiji.  He believed that bad 
governance by ineffective leaders, and corruption amongst 
civil servants and administrators, lay at the heart of Fiji’s 
development problems. He felt strongly enough about this 
issue to ensure that one of USP’s Institutes focused on 
governance issues. This led to the creation of the Pacific 
Institute for Advanced Studies in Development and 
Governance (PIASDG).  In the last years of his life, and 
especially after being appointed Vice Chancellor of The 
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University of the South Pacific, Siwa gave dozens of hard-
hitting lectures on good governance and corruption.  These 
numerous presentations are represented by the five articles 
that comprise Part 3 of this monograph. 

During the 2000 coup, some coup leaders appealed to Siwa 
to become Interim Prime Minister of Fiji.  Astonished that the 
coup leaders expected him to take part in an illegal treasonous 
takeover of government, Siwa declined the offer.  Readers 
may wish to surmise what Siwa would have thought of the 
2006 military coup, its leaders and supporters, local and from 
abroad. 

With some of  Siwa’s presentations being recorded only as 
bullet points, there has been some “editorial filling out” to 
make for easier reading. Suliana Siwatibau  and family also  
assisted with the proof-reading. 

I am grateful to the Faculty of Business and Economics 
and its Dean (Professor Biman Prasad) for funding the cover 
design, as well as the printing of this monograph.  Finally, I 
thank the USP Vice Chancellor (Professor Rajesh Chandra) 
and the Governor of the Reserve Bank of Fiji (Mr Savenaca 
Narube) for agreeing to jointly launch this monograph, 
extremely appropriate, given Siwa’s professional life. 
 
 
 
 
 
 
Professor Wadan Lal Narsey (editor) 
School of Economics 
Faculty of Business and Economics 
The University of the South Pacific 
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Eulogy for Savenaca Siwatibau 
Jone Dakuvula1

 

 
Siwa’s origins 
 
Savenaca Siwatibau was born in Tukavesi Village on 
November 4, 1940.  His mother was Adi Asenaca Mairara and 
his father, Isaac Driver, from Nabau, Taveuni.  Members of 
this side of the family are with us today.   He was a member 
of the mataqali Vilaca in the yavusa of Kama in the Vanua of 
Sovatabua.   He was raised in Buca, his mother’s village. 
 
Education and Career 

 
He attended both Natewa and Buca Primary schools and then  
Buca Levu Provincial School.  From there he went to Queen 
Victoria School where he became Dux  in 1958, his last year 
there.  He then went to Suva Grammar for his pre-University 
year, before going to Auckland University where he obtained 
Masters of Science degree in Mathematics and Physics in 
1963.   
 Siwa was first employed as a meteorologist in Nadi. He 
started studying Economics at Victoria University in 
Wellington while attached to the Meteorology office. He then 
transferred to the Economic Planning office in Suva.  
 In 1968 he went to Sussex University, from where he 
graduated with a Master of Arts Degree in Economics.  He 
returned to Fiji and became the first Fijian Director of 
Economic Planning after Independence. 

Siwa was appointed Permanent Secretary of Finance in 
1972 .  He became involved in USP as a Government 
representative on the University Council. He was then 

_______________________________________________________ 
1 Jone Dakuvula, one of the first graduates of USP, is currently 
working for the Interim Fiji Government. 
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appointed Alternate Director to the International Monetary 
Fund in Washington DC in 1978, for two years.  On his return 
to Fiji, he became the first local General Manager of the 
Central Monetary Authority, a position which was 
transformed into the first Governor of the Reserve Bank, in 
1982. 
 Soon after the coup of 1987, he left Fiji for a fellowship at 
the Australian National University for six months.  In 1988 he 
was appointed Head of the Economic and Social Commission 
to Asia and the Pacific (ESCAP) Pacific Operations Centre in 
Vanuatu where he worked until 2000. He became Pro-
Chancellor of USP in 1998 and then took up the appointment 
of Vice-Chancellor of USP in 2001. 
 Following a brief struggle with cancer, he passed away on 
Friday October 3, 2003 at Christchurch Hospital. 
 This is a very brief outline of his career, although he was 
involved in a whole range of other public responsibilities in 
Fiji and the Pacific region. 
 
His life partner, Suliana (Suli) Kaloumaira 
 
Although Siwa and Suliana studied at the same time at 
Auckland University, they first met at a quiz competition 
between QVS and Adi Cakobau School (ACS).  I think this 
was when the brightest boy from QVS noticed the Dux of 
ACS, whose team won the quiz that year. Siwa and Suli were 
married in 1966.   Suliana comes from the Kaloumaira family 
in Moturiki Island. The Kaloumaira family is a well-known 
Fijian family, many of whom have distinguished themselves 
in education and other fields. 
 

Siwa as a student 
 
Right from primary school, Siwa stood out as a very bright 
child. His teachers noticed his precocious capacity and made 
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him sit exams with children one or two classes above him and 
he passed, but still teachers would not promote him to jump 
classes.  He was a studious and diligent student. He preferred 
to read the few books available in School and must have read 
them a few hundred times, as there were hardly any books 
available in those days. 
 
Siwa, the family man 

 

Siwa and Suli had four children, the oldest, Simione 
Ramacake, Ropate Rakula, Atunaisa Taleasiga and Asenaca 
Tania Tuivanuavou, the only daughter. Siwa was a very good 
loving father. According to his children, he was always calm, 
patient and fair in his relationship. He never got angry with 
his children and would explain everything and answered their 
questions patiently. 
 He did not swear or use harsh words.  When he had to 
discipline them, he would calmly explain why, and if 
necessary, use a bit of the strap in a measured way. When he 
was in Buca Primary School, there was an uncle who was a 
licensed teacher who used to strap the children a lot.  One day 
when Siwa joined another queue for strapping, the teacher had 
him crying and asked him why he was crying. He told the 
teacher that he never explained to them why he was fond of 
giving them the strap.  
 Siwa was a father, who despite his busy jobs, always had 
time for his children. He loved teaching children. He would 
often hold tutorials for his children and their friends in office 
after work. From the earliest days, he always stressed to his 
children the importance of achieving a good education, a 
lesson which the children remembered. They all turned out to 
be well qualified in their fields with two IT Engineers, one 
lawyer and Tania with a banking qualification. 
 Siwa as a father was very protective of his family, he 
drove carefully and slowly when driving them in his car, and 
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when they started driving he would never allow them to drive 
above 80km/hr. When he booked them on a plane to go to 
School or return on holidays, he would try and arrange to have 
them on seat number 15A, just opposite the wing exit, because 
he said, if the plane crashed it was the safest seat to be on. I 
should remember this advice. 
 Siwa loved gardening, and he taught his children how to 
grow traditional Fijian Crops and vegetables at their farm in 
Kesu, Nailega, Tailevu, during the weekends and School 
holidays. He also liked to take the children on bush walks, 
particularly, climbing hills like Mount Korobaba. 
 Siwa’s children say they learnt from their father, through 
his own conduct the virtues of humility, respect for all persons 
regardless of race, creed or background.  They absorbed his 
basic sense of fairness and justice. They learned the 
importance of dealing with the worries and concerns of life, 
with calmness.  Not letting your emotions rule your judgment 
in all situations. Reasoning through your problems. 
Appreciating the simple things of life and living simply and 
thinking of others. They also learned the value of hard work, 
reliability and loyalty. 
 We can see here, from the experiences of his own children 
that the virtues by which Siwa is cherished publicly were 
practiced in his own family life that we know very little about.  
What was important to Siwa was that he practiced his 
Christianity rather than merely talking about it. 
 
Siwa and the Vanua 
 
I’m also here to say a few words of tribute on behalf of his 
mataqali Vilaca and the Yavusa of Kama and the Vanua of 
Sovatabua or Natewa District in the province of Cakaidrove. I 
speak for the chiefs, the individuals, the families and the 
villages that make up the Vanua to which Savenaca Siwatibau 

belongs.  
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In our vanua, everyone agrees that Siwa is our most 
successful and outstanding member. He is the most loved and 
respected member. He was the ideal that everyone looked up 
to.  We can see here from the experiences of his own children, 
that the virtues by which Siwa is cherished publicly was 
practiced in his own family life, that we know very little 
about. There were many attributes that endeared Siwa to many 
of our people.  
 He was a brilliant man who set academic and other 
achievements in his public life that none of us can ever hope 
to achieve. He was a very wise person. Many of us often 
turned to him for advice on personal matters, and he always, 
gave sound, honest and insightful advice that we usually 
followed, to our benefit.  Siwa was a humble person who 
respected everyone, regardless of their status, beliefs or 
ethnicity. He always put people at ease with his simple, honest 
and polite approach in his relationships. He related to relatives 
and all people in the same way, with humility, care, sensitivity 
and respect. 
 You got to know Siwa as a person immediately when you 
meet him and the impression is usually lasting. That was my 
experience when I first him as a new student at Queen 
Victoria School. He came to visit the school with Suli and he 
met each one of us who came from his area, including one 
Sitiveni Rabuka.  He had no airs or pretensions. He spoke 
gently and kindly, and asked about my parents and how I 
liked boarding School and then he gave all of us pocket 
money. When you have met Siwa and got to know him, you 
realize that you have a master of human relations. 
 
Siwa the public servant 

 
This is what one of his academic economist colleagues said of 
Siwa, which captures the essence of the man as a scholar: 
“There was no embellishment in his presentations, no 
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pretence of superior knowledge of an issue or a tendency to 
demean and overpower his dissenters. He spoke calmly, 
usually in a low voice, and showed concern and respect for 
opposing views”. 
 In addition to his intellectual brilliance, Fiji was fortunate 
that he chose to be a public servant first before he served the 
University. For we all know that he would have been equally 
successful and outstanding, had he chosen a purely academic 
profession. In my view, Siwa is the most outstanding 
professional public servant that Fiji has produced since 
political independence. His leadership qualities are widely 
acknowledged, and especially his integrity and ability to give 
simple, practical advise on very complex policy matters. 
 Siwa operated with ease in the modern world of his varied 
careers because of his confidence, deep knowledge, lack of 
pretension and ability to get the respect and loyalty of the 
people he worked with. He had a great ability to speak off the 
cuff. 
 
The generous Siwa 
 
Our people remember the many experiences of Siwa’s 
generosity and gestures of personal assistance, often 
unsolicited.  He paid the School fees and other education 
needs of many children not only from our Vanua, but from 
other parts of Fiji, including other races.  He provided the 
annual mathematics prize at his old school, QVS, for the last 
30 odd years.  
 I cannot recall the many air fares, bus fares, boat fares and 
other travel expenses he paid for our people who turned up at 
his office in Suva without money to return home.  I personally 
remember an example of thoughtfulness in September 2001. I 
was in Wellington and we were discussing with a funeral 
director the funeral arrangements for my daughter, Alisi. 
Alisi’s grandfather, Colin Aikman’s cell phone rang and it 
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was Siwa. He gave his condolences and said that he had sent a 
little money to help pay for the funeral expenses – a typically 
generous sum. 
 He also in August 2002, did the honor to the first two vice 
chancellors of the University of the South Pacific, Dr Colin 
Aikman and “Professor Frank Brosnohan”, inviting them to 
be guests of the University for a week, showed them all the 
development and spoke glowingly of them to the staff of the 
USP.  Three months later, Dr Colin Aikman passed away in 
Wellington. I remember Colin telling me that Siwa was the 
most remarkably able Fijian he had known in his life.  Colin’s 
widow, Betty Aikman, and their daughter Helen and Frank 
Brosnahon are here with us. 
 
The accolades 
 
There have been many superlative accolades published and 
broadcast in the Fiji media and in the South Pacific region 
since people learnt about his passing away in the last week. 
They all say the same things about him. From the Prime 
Minister to ordinary people of all races and peoples of the 
South Pacific. 
 A senior Minister in the Alliance Government, who 
worked with Siwa in his early days as a public servant, said 
“One cannot readily find the words that will even remotely 
express one’s emotional turmoil. One liked and respected 
Siwa, but it is now that one realizes how much one really 
loved him. He was unique in so many ways.” 
 One Fijian leader described Siwa as “a giant amongst us”. 
Another Indo-Fijian political leader said that “Siwa is 
irreplaceable”.  
 An academic colleague and friend sent this tribute to all 
our friends: “He had a good sense of humour and was able to 
lighten moments of tension in meetings and conversations by 
light hearted aside. He had that unique ability to make very 
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strong criticisms without causing offence. He was always 
generous with his time for others seeking his advice 
assistance.  Siwa was a beacon of leadership with integrity in 
Fiji and the region. We all could trust him to do the right thing 
– the fair thing. His untimely passing away has left a big void 
in the lives of all of us who cherished his clear sightedness, 
his honesty, his eloquence, his friendship, and his 
inclusiveness.” 
 Siwa had set examples in his personal life that are 
treasures for our people and especially to the future 
generations to remember and try to emulate. A person who 
always served others rather than himself.  
 
The vanua’s respect for Siwa 

 
The qualities that made Siwa so successful in his many 
leadership roles are also the qualities that anchored him in the 
way he also dealt with ease in the Fijian culture. He never 
forgot his roots as a child where he was brought up in humble 
and poor circumstances of his village, Buca.  Dr Ropate Qalo 
also remembers occasions when Siwa reminded us gently of 
the customs and protocol of our Vanua that we needed to 
observe as we did not have as much knowledge as him in this 
area. 
 In the Fijian language, when you want to convey the 
essence of a good man, deserving of honor and respect, we 
say E tamata vaka turaga.  I have often heard Fijians describe 
Siwa in these words. Literally the words in English mean, he 
is a person who embodies the virtues and customs of a true 
chief. 
 Fijians do not usually spell out what these words mean, 
because it is taken as understood. But if I were to spell them 
out, it is the same virtues by which he was so much revered as 
a modern leader. The virtues of vaka turaga mean speaking 
and relating to people in a humble and respectful way, 
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knowing your custom and your people well, being honest, fair 
and generous in your dealings with people irrespective of their 
status in life, putting other people’s needs first before your 
own, that is, the chief leads the people by serving them. 
 I learnt from his family that Siwa was offered a few times 
the Commander of the British Empire (CBE) honorific which 
he refused because he believed that he did not work for man’s 
reward and recognition but for God’s approval. 
 
Siwa’s last concern 
 
In his last days, Siwa made known his wish to his family to be 
buried in Christchurch and not brought back to Fiji.  It was 
typical of Siwa to want a simple funeral without fanfare or 
burdening people with ceremony.  Our people have pondered 
the meaning of this deeply, and decided that we had to respect 
his last wish. It is another of his gifts to us to cherish and learn 
from his simplicity and humility.  
 We will always remember him for what he was and what 
he stood for.  We will not forget him. He was a great man 
whose qualities we celebrate with Suliana and members of 
their families today.  
 For we all feel immensely grateful and proud that he has 
been one of us and we are all part of him.  In his vanua, Siwa 
is legend. 
 

Siwa, e na vukui keimani na wekamu kei ira kece sara 

na tamata e ra a kilai  iko e na nomu bula, vinaka 

vakalevu. Ni sa moce Siwa. 
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Siwa remembered
2
 

Joni Madraiwiwi 

 
From humble beginnings in Saqani Cakaudrove, Savenaca 
Siwatibau came of age at a time when the imperative for educating 
Fijians beyond the confines of, the village was becoming apparent. 
His remarkable intellect and desire to excel largely did the rest. The 
eventual result was a postgraduate degree in science from the 
University of Auckland, Siwatibau never forgot his origins and the 
sacrifices his strong mother and supportive stepfather made for him. 
It was from them that he learnt the sense of inclusiveness that set 
him apart from others of his generation.  
 Returning to Fiji after further education, Siwatibau embarked on 
a career in the civil service. Beginning in the Department of 
Meteorology, his ability ensured he was destined for a more 
prominent role. Siwatibau's facility with mathematics and economic 
modeling led him to the Central Planning Office. The development 
plans of the early independent years bore his imprint. A technocrat 
with a holistic view of development, Siwatibau encouraged the 
pursuit of further studies among his staff. He appreciated the benefit 
of exposure to new concepts and ideas and was not threatened by 
them. A similar approach was adopted when he moved to the 
Department of Finance. Financial rigour and fiscal restraint were 
central to his views as well.  
 Siwatibau left the civil service to head the Central Monetary 
Authority. It metamorphosed into the Reserve Bank of Fiji, with 
Siwatibau as its first governor. He was to preside over the country's 
monetary policy for several years. During this period he left an 
indelible mark on Fiji's finances with his fiscal conservatism and 
tight monetary policies. While he was open to new ideas and 
strategies as an intellectual, the pragmatist in Siwatibau was 
cautious, even conservative, in monetary management. This 
occasioned criticism from some quarters, bur there was for him no 
substitute for tried and tested methods, as against innovation or 

_______________________________________________________ 
2
 This tribute was written (13 October 2003) at the request of The 

University of the South Pacific.  It was included in the USP Annual Report 
for 2003 (p.IX) and USP Beat, the university newsletter. 
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reform for its own sake. His was a steady hand and the regard in 
which he was held both here and abroad spoke eloquently of his 
stature.  
 In his dealings with his fellow Fijians, Siwatibau was infinitely 
patient.  He understood that they would only commit to change if 
they were comfortable with it and did not feel threatened. In the 
plethora of advisory roles he held concerning Fijian development, 
Siwatibau counseled caution and incremental reform. The process 
was both time-consuming and, at times, wearying. However, he 
knew there was no alternative. If he was pained by the reaffirmation 
of the Bose Levu Vakaruraga resolution of 1963 on stricter 
requirements for registration in the Vola ni Kawa Bula, Siwatibau 
never showed it. Secure within himself, he knew Fijian identity was 
a matter of the heart and of acceptance by those who mattered, one's 
closest kin. It could not be removed by arid technicalities set by an 
august but distant entity.  
 Little has been recorded about Siwatibau’s views of the 1987 
coups.  He quietly, but strenuously, opposed them. They hurt him 
deeply. He was Fijian enough to understand the insecurities which 
had been exploited for political gain. However, the Christian and 
humanitarian values as well as considerable exposure abroad, that 
were also an integral part of him, denied the validity of those 
actions. Bur he was still of an era that would only, out of traditional 
deference, express reserve and disquiet in private. Rather than 
confront and oppose his chiefs, contemporaries and people, a stance 
that would have torn him apart emotionally, Siwatibau withdrew. 
There were other ways of dealing with the tensions occasioned by a 
society in transition. Vanuatu and the UN ESCAP position 
beckoned. From there, with few constraints, he engaged the 
authorities throughout the region on issues of good governance. 
While purporting to speak generally, there was no doubt he included 
his homeland in his purview.  
 In his partner of nearly three and a half decades, his wife Suliana 
Kaloumaira, Siwatibau was truly blessed. She was from the Tora 
clan of Uluibau, Motoriki, qasenivale or elders of the Vunivalu of 
Bau. To family and close friends alike, they were two parts of one 
whole. Their union had endured, and was the stronger for, its 
vicissitudes. Suliana was his equal, although content to play a less 
prominent but vital but vital nurturing role for their family. Evenly 
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matched in temperament and outlook, Suliana brought to her 
husband a more humane approach to economic issues. She had long 
raised the issues of accountability and corruption before they were 
reincarnated as part of good governance. 'Suli' was the softer edge of 
Siwatibau, who, despite his humanity, could be schoolmasterish 
even dogmatic when convinced of the rightness of his arguments. In 
the main, he treated prince, peer and peon alike in the gentle manner 
that was his hallmark.  
 When Siwatibau returned to Fiji as Vice-Chancellor of the 
University of the South Pacific, the wheel had come full circle. He 
was now in a critical position to influence the outlook of the next 
generation of leaders. Siwatibau lost no time in doing so, in his 
ambitious plans for USP. A leaner, more focused and relevant 
institution was envisaged.  
 And then he was gone: all too soon, all too completely. Laid to 
rest in another land, with a minimum of fanfare and fuss. It was as 
he wished and totally in character. Embodying the virtues of probity, 
humility, inclusiveness and graciousness, it was all these qualities 
and more in 'Siwa' that gave us hope. That is the real measure of our 
country’s and the region's loss.  
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The Economists’ Economist3
 

Dr T.K. Jayaraman4  
 
In the most untimely demise of Mr. Savenaca Siwatibau, the 
Pacific Island countries have lost a great personality: a 
statesman - economist.  A man of great vision, he rose above 
cultural and ethnic differences. 
 There were many milestones of superlative achievements.  
As an outstanding citizen, central banker and a scholar of Fiji, 
he became economic adviser to the Asia-Pacific region and 
finally, an educationist of great integrity, commanding highest 
respect amongst all and adoration from academic economists. 
 Following his stint in the civil service in Fiji in the 1970s, 
he was appointed the Chairman of the Central Monetary 
Authority of Fiji, which later became the Reserve Bank of 
Fiji, with Siwatibau as the first Governor.  Siwa discharged 
his responsibilities with great distinction. 
 
A Citizen of the World 

 
The political events of the second half of the 1980s took him 
to Vanuatu. He was appointed by the United Nations to head 
the newly created Pacific Operations Office of UN Economic 
and Social Commission of Asia and the Pacific (UNESCAP).  
As its Director, he endeared himself to all the governments of 
the island countries with his sagacious advice on economic 
matters.  The UN knew structural reforms and economic 
adjustment measures were all bitter medicines.  Though the 
UN is not a funding agency, its role as an adviser was highly 
valued by member governments.  In Siwatibau, the United 
Nations had a visionary ambassador of great admiration. 

_______________________________________________________ 
3 This article was published in The Fiji Times of 6 October 2003. 
4 Dr TK Jayaraman is Associate Professor in the School of 
Economics at the University of the South Pacific. 
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International funding agencies including the World Bank and 
Asian Development Bank (ADB) often sought Siwatibau’s 
advice.  He was instrumental in providing the much-needed 
‘human face’ to the harsh conditionalities which were always 
built into the loan and technical assistance projects of the 
multilateral institutions. 
 I was a staff member in the ADB’s regional office in Port 
Vila for six years. I fondly remember those years when I used 
to accompany the visiting missions from the ADB 
headquarters in Manila to seek audience with Siwatibau.  It 
was a big learning experience for me. I overgrew from the 
initial years of ‘big money pusher’ burdening the island 
nations with loans, to a ‘kinder and gentler banker’.  I am 
deeply indebted to him for this metamorphosis. Siwa’s advice 
was always frank and to the point. He was against ambitious 
projects and huge loans. He was against a big bang approach. 
Step by step, known as incremental assistance was his 
favourite line of thinking. He was aware of the limitations to 
the absorptive capacity of the island nations. 
 

A doctor on call 

 
Every island nation in the Pacific knew Siwa’s healing touch.  
He took trips to far off island nations at short notice to attend 
to their urgent economic problems.  The UNESCAP at 
Bangkok was so proud of Siwa’s contributions.  

I remember the time he spent hours at the Reserve Bank of 
Vanuatu in working out a rescue plan he put in place when the 
national currency, vatu, was under siege.  There was a run on 
National Provident Fund preceded by a banking crisis of the 
public sector bank, the National Bank of Vanuatu.  Added to 
these ills, there was another emergency as well: the poor 
performance of the Vanuatu Development Bank, leading 
ultimately to its closure.  At a late night meeting organized at 
Reserve Bank of Vanuatu attended by staff from ADB and 
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ministry of finance officials, I asked Siwa humorously, “Since 
when did you become the Governor of Reserve Bank of 
Vanuatu?”.  He smiled at me and said, “A central banker is 
always a central banker”. 

 
Siwatibau, the economist 

 
His writings on economic matters, including structural 
reforms and policy dialogue were of outstanding quality.  
They have stood the test of time.  Though a mathematician at 
heart, having studied economics for his master’s degree and 
with years of experience as a central banker, he knew 
mathematics was just a tool and not an end in itself.  He 
valued modeling but his advice was always simple and direct. 
 I vividly remember his masterly presentation of a paper on 
Macroeconomic Management in the Small Open Economies at 
a Seminar in 1992 at Griffith University, Brisbane, jointly 
organized by UN Asia and Pacific Development Centre and 
Australian National University’s (ANU) National Centre for 
Development Studies.  It was without any jargon or frills of a 
hardcore economist.  It was listened to with rapt attention by 
academics drawn from several Australian Universities and 
representatives from the island governments along with staff 
from ADB, IMF and World Bank.  
 His paper, included in the Future of Asia Pacific 

Economies: Pacific Islands at Crossroads?, which was 
published by ANU in 1994, will remain a classic for students 
of Pacific island economies for a long time to come. 
 Siwa wrote on policy issues relevant to the Pacific region.  
All of them appeared in homegrown journals, thereby 
enhancing their reputation.  His pieces on “Policy Discipline 
from Outside”, “National Bank of Fiji” and “Macroeconomic 
Policies in Adverse Conditions: The Case of Fiji”, following 
the 1987 coup, all appeared in the regional journal, Pacific 
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Economic Bulletin. They are all masterpieces, which will 
remain green forever. 
 Siwatibau’s Forewords to books published by regional 
academics are a delight to read.  He encouraged researchers 
by every means.  He used to spend hours on discussing 
intricate matters.  I was much benefited when I prepared a 
paper on single currency for Pacific Islands for presentation at 
a conference in Brazil in 2001. This was well before the 
proposal floated by the Australian Prime Minister John 
Howard at the recent (2003) Pacific Islands Forum Meeting in 
Auckland. 
 It is often said: “when two economists meet, there are 
always three conflicting views!”  But when such a meeting 
was attended by Siwatibau, there used to be only one view:  
and it was full of wisdom! 
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Siwatibau- a role model and icon5
 

Dr Wadan Narsey6 
 

In the eighties, whenever Siwatibau began to speak, some in 
the audience (typically civil servants, corporate types, and 
academia) would inwardly chuckle or even groan.  For they 
had heard the message many a time before, and some could 
repeat it, even imitating Siwa's slow drawl:  "If you want 

economic development.... first the economy must grow.... for 

that you need macroeconomic stability ..... and so you must 

have fiscal prudence...  but we all know, money doesn't grow 

on trees, and so.....".   And Siwa would go on, one slow 
logical step after another.  Often. 
 
Message of Good Governance 
 
In the last few years of his illustrious life, especially after he 
left the institutional constraints of being head of a UN 
organisation in Vanuatu, many in the Pacific would chuckle 
(and some grumble) that Siwa was singing the same song over 
and over again: the need for good governance, honesty, 
integrity, transparency, accountability, dedication, and hard 
work. And sometimes, the uncomfortable messages about the 
corruption in the Pacific were not well received. 
 But the horrible collapse of economies in Africa, 
Caribbean and the Pacific, have driven home that the issues 
Siwa talked about were vital for economic development and 
the improvement in the lives of our ordinary people.   And 
Siwa made no bones that powerful human beings and their 
actions were the causes of many of these economic failures, 

_______________________________________________________ 
5 This article was published in The Fiji Times of 16 October 2003. 
6 Dr Wadan Narsey is Professor in the School of Economics at the 
University of the South Pacific. 
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their wasteful expenditures, their unsustainable public debts, 
and the resulting impoverishment of the people. 
 
Concern for the poor 

 
At the church service in Christchurch, Tania Siwatibau chose 
a very appropriate Bible reading (Proverbs 14: 29-34) for her 
father, who often echoed the sentiments in three lines out of 
Tania's reading: 
 

"If you oppress poor people, you insult the God who 

made them; but kindness shown to the poor is an act 

of worship.... Wicked people bring about their own 

downfall by their evil deeds, but good people are 

protected by their integrity....  Righteousness makes a 

nation great; sin is a disgrace to any nation". 

 
I doubt if there are totally good people or totally evil people in 
this world.   But those of us who have known Siwa (and his 
wife Suliana), know that they have tried to live the good 
values, and inculcate them in their children, throughout their 
lives- in their work place, in society with their friends and 
relatives, and in their own home.    Indeed, there can be no 
better role model for the professional civil servant or 
bureaucrat than Siwa.    
 
Opposition to Corruption 
 
In every one of our Pacific countries, government ministers, 
permanent secretaries, chief executives of the numerous 
public enterprises, officials of reserve banks, and even senior 
managers in all our numerous organisations, can “get rich 
quick”, through their day to day decisions, legal or otherwise:  
fishing or logging licenses; monopoly rights; special tax 
exemptions; import licenses or quotas;  tariff protection; 
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pressure on a national bank, development bank or national 
provident fund to give loans to chosen clients; visa or passport 
approvals; classifying an import under a lower tax rate; and 
looking the other way, or even covering up, when things are 
obviously wrong. 
 Unethical decisions which allow some people to make 
money  at tax-payers' expense.  And some people, everywhere 
in the world (and the Pacific)  are only too happy to pay a 
bribe to the bureaucrat to expedite the deal. As they do. 
 Savenaca Siwatibau, throughout his long public service 
career, has often been in powerful positions where he could 
have easily got rich through unethical means: he has been 
Director of Planning and Development, Permanent Secretary 
of Finance, Governor of  the Reserve Bank, and Vice 
Chancellor of the University of the South Pacific.. 
 Yet during all those years, there has never ever been a hint 
of corruption  or unfair  and unethical dealing, associated with 
him.   Siwa is universally known to have been a hard-
working,  totally honest, and infinitely dedicated civil servant, 
whether in normal times or times of strife and turmoil.  To be 
totally trusted with public resources, given by tax-payers or 
donor countries. 
 
Belief in Law and Order 

 
During the political turmoil of the 1987 coups, while he was 
still the Governor of the Reserve Bank of Fiji, he became the 
key administrator governing Fiji.  Siwa was totally opposed to 
the illegal military coups in 1987. For Siwa, no "cause" 
justified the illegal "means" which people had chosen to use.   
Siwa resigned from his Governorship of  the Reserve Bank, 
and went on to serve the region through his headship of the 
ESCAP office in Vanuatu. 
 During the 2000 coups, some coup leaders proposed 
Siwa's name as an Interim Prime Minister.   While gently 
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refusing, Siwa was astonished that those who were blatantly 
breaking the laws of the country, would think that he would 
come back to Fiji to tacitly support their illegal actions, which 
were to cause ordinary Fiji people so much grief. 
 And it is no secret to friends and colleagues that Siwatibau 
was disappointed at the current lack of progress in political 
reconciliation in Fiji, at the continuous aggression, personal 
attacks and counter-attacks, and just plain nastiness in the 
political arena. 
 I well remember Siwa's gentle and sympathetic advice 
some twenty years ago when Indo-Fijian staff at USP had 
encountered systematic racial attacks and had publicly and 
bitterly retaliated: "Wadan, you can always disagree with 
others' views, but always leave room for them to respect 
themselves. If you don't, they can only become nasty".  
Perhaps if some of our politicians heeded Siwa's advice, 
politics in Fiji would be more peaceful and constructive, 
rather than the divisive force it currently is. 
 Siwa was extremely keen to ensure that there was a part of 
the University which specifically focused on issues regarding 
good governance in the region. He refocused one of the 
Institutes of Pacific Development, into The Pacific Institute of 
Advanced Studies in Development and Governance.  

Despite being burdened with numerous responsibilities, 
Siwa also felt strongly enough about creating a peaceful 
political climate in Fiji, to take on the chairmanship of the 
National Reconciliation Committee, to see if he could make a 
difference there.   
 
Understanding the Burdens of  Tradition 
 
As he tried to make a difference in all the many walks of his 
complex life, not the least was his attempt to reconcile the 
conflicting pulls of his traditional Fijian culture and mataqali, 
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with that of living a just and good life in a multi-cultural Fiji, 
and doing well by his family. 
 Many in Fiji would have been puzzled by Siwa's request 
that he be buried in Christchurch and not in Fiji.  This was not 
a typically "Fijian" request by someone who was undoubtedly 
one of Fiji's foremost sons, Fijian or otherwise.   
 But Suliana Siwatibau gently explained to the University 
delegation to Christchurch, that Siwa deeply appreciated the 
sense of community that had been extended to him in 
Christchurch- by all kinds of ordinary people who volunteered 
their services to help those with cancer. And Suli spoke of 
Siwa's great appreciation of the incredible beauty of 
Christchurch in spring.  Indeed Christchurch is a garden city, 
with virtually every household garden having flowering 
shrubs, creepers, trees, with gorgeous colours bursting, 
flowing, and cascading, overpowering the senses.  Sights not 
to be seen in Fiji. 
 But none of us doubt the outpouring of love, affection, and 
kindness that Siwa's grand community in Fiji would have 
showered upon him at his time of sickness and death: his 
relatives and mataqali in Natewa, Cakaudrove, throughout 
Fiji; his traditional Fijian linkages; his school friends and 
work colleagues, the political and social leaders of Fiji of all 
races and religions; the business leaders who respected him 
not for any special favours (which he didn't do them), but for 
his great honesty and integrity.    And beautiful flowers would 
not have been lacking either. 
 But Siwa also understood that a traditional Fijian funeral 
for him could have also become a real financial burden on his 
people, which he wanted to avoid. 
 It is not for non-Fijians to comment on Siwa's wishes in 
this regard.  There are social pluses as well as minuses to any 
cultural tradition, even if it imposes material costs on the 
people.   
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It is an important issue that many progressive Fijians are 
rethinking. Suffice to say that Siwa's family respected his 
wish that he be buried in Christchurch, and that his relatives 
and kin groups not engage in the normal Fijian funeral 
practices which could have imposed heavy financial burdens. 
And Siwa's family and immediate chiefs, hard as it was for 
them, conveyed his wishes to many traditional Fijian chiefs 
and leaders who wanted to pay tribute to Siwa, even in 
Christchurch. Siwa's family even heeded Siwa's request that 
there be no floral tributes at his funeral, and that they could 
donate to a cancer fund for Fiji, if mourners wished. 
 
Coming together of peoples 
 
Well, Fijians and all Fiji can respect  Siwa's wish that there be 
no wastage of resources on his death.   And Fijians and Fiji 
can still gather  to celebrate the values he believed in, and 
lived out, in his everyday life. For Siwa,  as Chairman of the 
National Reconciliation Committee, would not have objected 
to an inter-faith memorial service in Fiji that brought together 
people of different races, cultures, religions, and political 
persuasions.   
 To celebrate multi-culturalism, multi-racialism, honesty, 
integrity, accountability, hard work and dedication to one's 
country.   And there will no doubt be people from other 
countries in the region who would love to join in. 
 And while the humble Siwa might have objected to 
anything being named after him, the University might well 
find any number of donors willing to provide funds to 
expedite a "Siwatibau Lecture Series" on issues of critical 
development importance, given by eminent academics, 
perhaps at suitably named "Siwatibau Lecture Theaters", 
around the USP region. 
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And why not a special "Siwatibau Award" annually made to a 
top public servant (in Government or public enterprise), who 
embodies the values that Siwa stood for.     
 For let us not have any illusions, in small Pacific countries, 
it can be extremely difficult for a bureaucrat to resist 
untoward pressure from Ministers, chiefs, powerful 
businessmen, or even family members.  And there are many 
bureaucrats around the region who are performing in the 
Siwatibau mould,  and to whom credit should be given, so that 
Siwatibau can continue to be a role model. 
 
An icon for our times 

 
And in today's Fiji, how many icons can we hold up as role 
models for our children?  While it is common for funeral 
orations to go overboard with the flattery of the departed 
person, Jone Dakuvula's multi-faceted appreciation, at the 
Christchurch service, of Siwa's life, had no hint of 
exaggeration in the many accolades received from so many 
quarters.   Indeed, many of us chuckled when the presiding 
priest asked for forgiveness from those that Siwa might have 
sinned against. 
 Of course, no one really knows what personal demons or 
vices any of our "perfect people" grapple with, in the deep 
dark depths of the night.  And "perfect people" can be real 
“pains”. 
 But for those of us who imbibe too much, gallivant too 
much, or have other vices which our children are all too aware 
of  (and have no hesitation in lecturing us about), it can be 
difficult to exhort them to be “like their father”.   

And we can ask our children to be like Savenaca 
Siwatibau.   We can be grateful for at least one icon amongst 
us. 
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Siwatibau’s writings 

 

Part 1 

 
The need for  macroeconomic  

stability and fiscal prudence 
 

Editor’s note 

 

The first part of this collection of Siwatibau’s writings, gives a 

selection of four articles that represent dozens of economic 

presentations he made throughout his career. Siwa  

continuously emphasised the need for Pacific Island 

Governments to get their “macroeconomic fundamentals” 

right:  to exercise prudence in fiscal policies, to control 

monetary expansion,, ensure exchange rate policies which 

conserved foreign exchange reserves, and ensure sound 

incomes policy which protected the poor and vulnerable, 

especially in rural areas.  He noted that these were all the 

more necessary in times of crisis such as that faced by Fiji 

following the 1987 coup.  In the article on Vanuatu, Siwa 

explores the complex nature of Vanuatu politics, and the 

leeway given to politicians by the sound macroeconomic 

fundamentals existing in that country. In the fourth article 

Siwa explores the interesting pros and cons of  economic 

discipline self-imposed by Pacific Island countries, as 

opposed to that which could be externally and indirectly 

imposed by closer economic relations with our bigger 

neighbours, Australia and NZ.  These last alternatives are 

increasingly important given the current discussions over 

PACER Plus and the Pacific Plan. 
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“Macroeconomic management in the small 

open economies of the Pacific”
7
 

 
The Pacific island economies are dispersed and isolated. Their 
physical and economic characteristics vary widely as do their 
resource endowments. The Melanesian group of islands, 
which includes Papua New Guinea, Fiji, New Caledonia, 
Solomon Islands and Vanuatu, is comprised in the main of 
large, rugged volcanic islands. These economies are relatively 
well endowed with fertile land and natural resources both 
onshore and offshore. All economies in Melanesia have 
abundant non-living and living marine resources within their 
exclusive economic zones.  
 Papua New Guinea has substantial mineral resources 
which dominate its economy. A number of large new mines 
were opened recently and the prospects for further 
development are good. Oil and gas deposits have also been 
discovered. The share of gold and copper in total exports 
increased from zero in the early seventies to around 70 per 
cent by 1990. Mineral exports also account for the trade 
surpluses registered in the country's external accounts in 
recent years. Other export items from Papua New Guinea 
include coffee, logs, palm oil, cocoa and copra.  
 The economic importance of copper and gold imposes 
challenges upon policy makers in the country. The substantial 
revenue these minerals generate, which accrues to residents, 
including the government, will need to be directed into 
investments which enhance the productive capacity of the 
economy in the non-mineral sectors. Substantial receipts from 
minerals could sustain an over-valued kina over a long period 

_______________________________________________________ 
7 This appeared  in The future of Asia-pacific economies: Pacific 

Islands economies at the crossroads? NCDS, 1993.  For reasons of 
space the graphs and tables in the original article have been left out, 
although the essential arguments remain. 
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with consequent erosion in the competitiveness of other 
sectors of the economy. Fluctuations in mineral export 
receipts in the wake of external or domestic economic shocks 
now have major impacts upon GDP, employment, 
government revenue, import demand, the external accounts 
and foreign reserves. The attenuation of the negative impacts 
of such shocks within the domestic economy and the re-
establishment of macroeconomic balances pose difficult 
problems for decision makers from time to time.  
 Gold is important in Fiji, as is nickel in New Caledonia. 
Gold deposits have been discovered in the Solomon Islands 
and in Vanuatu, but as yet these have not been mined 
commercially. 
  Fish, timber, copra, palm oil and kernels and cocoa, are the 
main exports of the Solomon Islands while copra, beef, cocoa 
and timber are the most important export earners for Vanuatu. 
The export base for Fiji is also narrow. Sugar, garments, gold, 
fish and fish products, timber and copra products are the 
country's most important export items. Tourism is important 
in Fiji, New Caledonia and Vanuatu and is also being 
encouraged in Solomon Islands and Papua New Guinea.  
 Except for Papua New Guinea all the economies of 
Melanesia run substantial trade deficits. All, including Papua 
New Guinea, register substantial current account deficits each 
year. 
 The economies of Micronesia and Polynesia are made up 
of groups of relatively small islands. A small number of these 
economies, including Tonga, Western Samoa and the 
Federated States of Micronesia, have rich soil. On the whole, 
however, the islands in these parts of the Pacific are very 
small isolated atolls with poor soil. Forestry is important only 
in Western Samoa. The seas surrounding the economies of 
Polynesia and Micronesia are well endowed with living 
resources and the prospects for discovering non-living 
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resources within their exclusive economic zones are 
reportedly good. 
 Tonga and Western Samoa export a narrow range of 
agricultural products. Like all economies In Polynesia and 
Micronesia they register substantial trade and current account 
deficits annually. The annual value of remittances to Tonga 
hovers at around three times the value of its exports, half the 
value of its imports and 30 per cent of its GDP. Remittances 
are equally important to the Western Samoan economy. 
 Tourism has potential for further development in these two 
economies and they have invested heavily in infrastructure for 
the sector. The bulk of development expenditures In Tonga 
and Western Samoa, as indeed in other economies of 
Polynesia and Micronesia, are financed through aid.  
 Population growth rates in Tonga and Western Samoa 
have been low due to high levels of emigration particularly to 
New Zealand, Australia, Hawaii and the west coast of North 
America. Following the ongoing difficult economic 
conditions in these economies however, and the consequent 
tightening of their immigration policies, future emigration is 
expected to decelerate significantly. The likely impacts of 
such a trend upon national income, domestic consumption, 
revenue and the external accounts of these two economies 
could pose difficult problems for their governments.  
 The other island economies of Micronesia and Polynesia, 
which include Niue, Tuvalu, Kiribati, Tokelau, Palau, Nauru, 
Cook Islands, Marshall Islands and Federated States of 
Micronesia, are smaller than Tonga and Western Samoa. 
Except for Niue, Tokelau and Cook Islands, whose people 
have free access to New Zealand; these economies have 
relatively high population growth rates. Their land areas are 
severely limited. Except for the living resources of the sea 
and, possibly, the non-living resources within their exclusive 
economic zones, natural resources are scarce. Their 
economies and physical environments are extremely fragile. 



 
 
Macroeconomic management in small open economies 
 

 29 

They experience substantial annual trade deficits. These 
cannot be sustained, except with on-going large in-flows of 
aid and, in some economies, remittances. Their high levels of 
consumption, welfare and investment expenditures are 
substantially underwritten by aid.  
 Sources of foreign exchange earnings for these economies 
include copra, minor agricultural produce, rent on fishing 
rights granted to overseas shipping entities and handicrafts. 
They have worked hard at generating small export activities 
such as commemorative stamps in Tuvalu and Cook Islands 
and black pearls in Cook Islands. The geographic dispersion, 
immense distances and high transport costs, lack of marketing 
knowhow and keen competition faced by these economies 
present them with difficult hurdles.  
 The public sectors of these small island economies, 
supported by aid, dominate their economies. Private 
businesses depend heavily upon government purchases for 
their sales and survival. To a large extent, aid and government 
expenditures are thus significant determinants of GDP, 
revenue, imports and movements in the external accounts of 
these economies.  
 Some of these smaller Pacific island economies have 
achieved political independence while a number are at various 
stages of transition towards the same status. Complete 
economic and financial independence will not be achieved as 
easily. Long-term economic survival will require a range of 
bold initiatives including enlightened population policies, 
adjustment policies which may entail acceptance of a lower 
standard of living, ongoing aid inflows, sharpened skills in 
rent seeking, fiscal discipline, active search for viable projects 
which contribute to the expansion of productive capacities, 
human resource development, emigration and the targeting of 
opportunities for temporary employment overseas. 
 The Pacific island economies do have common 
characteristics and face similar problems. They are dispersed 
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over wide areas of ocean and are distant from their main 
markets. Markets are fragmented and internal and external 
transport services are poor and expensive. Their economies 
are very open. They rely upon a limited range of commodities 
for export and are exposed to external factors over which they 
have no control. Economic shocks transmitted through the 
goods (imports and exports) and capital markets (interest 
rates, exchange rates and capital flows) are experienced 
frequently, domestic economic shocks emanating from natural 
disasters (hurricanes, drought) or destabilizing political events 
have also occurred in recent years with what appears to be 
increasing frequency.  
 Substantial trade and current account deficits are registered 
each year. These have to be financed through aid, remittances, 
external borrowing and other capital inflows. For quite a 
number of Pacific Island economies high levels of 
consumption widen trade and current account imbalances and 
cannot be sustained without ongoing aid and remittances.  
 Aid per capita is high and to date has underwritten external 
financial stability and financed the bulk of development 
expenditures for most Pacific island economies. While aid 
will continue to be needed by some Pacific island economies 
for some time it has made it somewhat easier for important 
adjustment policies to be postponed or avoided. 
 The mobilization of domestic resources is constrained by 
low per capita income, narrow tax bases, negative interest rate 
structures, under-developed capital markets, high public 
sector consumption levels and the weakness of supportive 
domestic policies. The dependence upon external savings is 
high, as reflected in the large current account deficits, 
excluding unrequited transfers, of most of the Pacific island 
economies.  

Because of ample aid receipts, recourse to external loan 
finance has been modest and has concentrated on access to 
concessionary multilateral sources. Borrowings from the euro-
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credit markets have, in the main, been avoided. External debt 
burdens and service ratios are consequently still relatively 
low.  
 All Pacific Island economies have adopted fixed exchange 
rate systems. Six peg their currencies to selected currency 
baskets which include the currencies of their major trading 
partners. The others peg to the currency of a selected 
industrialized economy (US$, A$, NZ$). Except for Vanuatu, 
economies which issue their own currencies have exchange 
control legislation in place. These are, however, enforced with 
varying degrees of rigour. This situation, and the difficulty of 
controlling financial flows in very open economies, imply that 
capital moves with relative ease into and out of the Pacific 
island economies. Economic openness, fixed exchange rate 
systems and free capital flows impose strict limitations upon 
the flexibility with which fiscal and monetary policies may be 
employed for expanding economic activity. 
 Public sectors occupy a dominant position in the Pacific 
island economies. They employ large sections of the labour 
force and generally set the pace and trend in wage settlements. 
Annual real wage increases are relatively common implying 
that the burdens of adjustments fall disproportionately upon 
other sections of the community. They also severely restrict 
the use of policies such as exchange rate adjustments which 
are necessary to maintain or enhance the external 
competitiveness of these economies.  
 Unskilled labour is generally in abundant supply while 
skilled labour demand far exceeds availability. Training 
facilities are severely limited. In a number of Pacific island 
economies a centralized wage system and strong unions have 
contributed to the existence of wage levels which are far in 
excess of what might be justified by consideration of 
productivity. In economies where remittances per head are 
high, reserve wage levels are also high in relation to 
productivity. High wage levels, together with the apparent 
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difficulty of implementing measures which enhance 
competitiveness, such as real effective exchange rate 
depreciation, have contributed to the slow pace of private 
sector investment and high unemployment levels particularly 
among the young in urban areas. This issue is of particular 
importance because high population growth rates have led to 
relatively young population structures. 
 Human resource development is seen as a priority area for 
investment by all governments in the Pacific island economies 
and loss of skilled workers through emigration is a serious 
problem in Polynesia although its impact should perhaps be 
traded off against substantial remittances into the relevant 
economies.  
 Remittances are directly related to the number of 
emigrants and inversely to their average length of stay in the 
host economies. With the tightening of immigration rules in 
the traditional host economies, a reflection of their current 
difficult economic circumstances, past growth rates in 
remittances may be difficult to recapture.  
 The important role of the private sector in economic 
development has increasingly been recognized. In this 
connection, deregulation of the financial, commercial and 
labour markets has increasingly been viewed as necessary 
economic adjustment and reforms in a number of Pacific 
island economies. 
 Annual economic growth rates have fluctuated widely in 
recent years. Over the last decade the average growth rates of 
the Pacific island economies were lower than those of similar 
island economies in the Indian Ocean and the Caribbean 
despite higher aid per capita and similar terms of trade 
developments. The International Bank for Reconstruction and 
Development attributes these poor growth performances to 
inappropriate domestic policies including too strong an 
inward looking focus, over-regulation of the labour, 
commercial and financial sectors, the public sector's dominant 
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role in trade and production, over-valued exchange rates and 
an environment not conducive to private sector growth.  
 Access to development finance has been relatively easy 
but projects which satisfy minimum appraisal standards have 
been scarce. Financing, including aid, has not always been 
confined to projects which enhance productive capacity. Quite 
a number of public sector projects have placed a heavy burden 
upon the current budgets of governments without producing 
compensating streams of social and economic benefits for the 
relevant economies.  
 The changing global scene could present the Pacific island 
economies with a less friendly external economic 
environment. The supply of world capital, due to the fiscal 
positions of the large industrialized economies, has been static 
while demand for capital is keen, particularly in Eastern 
Europe, the Republics of the former USSR, other transition 
economies and the Middle East: economies which are 
strategically and economically important to the industrialized 
economies. Bilateral aid and multilateral assistance are 
increasingly responding to that demand. This trend, coupled 
with the apparent diminution in power rivalry in the Pacific 
and the ongoing economic difficulties of the main traditional 
donors could well imply more modest growth in future aid 
flows to the Pacific island economies.  
 The Pacific island economies enjoy advantages over 
competitors under a number of trading arrangements such as 
the South Pacific Regional Trade and Economic Cooperation 
Agreement (SPARTECA), the Australia Trade and 
Commercial Relationship Agreement (PATCRA) (for Papua 
New Guinea), the Generalized System of Preference (GSP) 
and the Lome Convention. Exports under these arrangements, 
save in the case of Fiji and perhaps Western Samoa and 
Tonga, have not responded well because of a range of factors 
including shortage of skills, heavy transport costs, high 
wages, low productivity, overvalued exchange rates and the 
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consequent inability to compete effectively. This situation will 
be compounded by the steady erosion in the level of 
advantages under the arrangements consequent upon the 
increasing trend towards economic liberalization in the 
industrialized economies. The Pacific island economies have 
to export in order to achieve economic expansion and long-
term growth. Therefore, since aid, and in some cases 
remittances, may become less reliable guarantors of external 
sector stability, the formulation and implementation of 
appropriate domestic policies for ensuring macroeconomic 
balance and for promoting growth will increasingly demand 
the attention of decision makers in the Pacific island 
economies.  
 
Managing domestic and external shocks  
 
The situations in Papua New Guinea, Western Samoa and Fiji 
can be taken as examples of the impact of economic policies 
aimed at managing domestic and external shocks. Their 
example serves as an introduction to a more general analysis 
of macroeconomic management in the economies of the 
Pacific islands.  
 
Papua New Guinea  
 
Papua New Guinea was exposed to a domestic shock to its 
economy in 1989 when the Bougainville mine was closed. 
The mine at the time contributed about 35 per cent of export 
earnings, 16 per cent of government revenue and 8 per cent of 
GDP. To compound national difficulties, the economy was 
also subjected to an external shock; commodity prices 
weakened in 1989, 1990 and 1991. Economic activity in the 
North Solomon’s, which produced about 40 percent of the 
country's cocoa output, had also fallen sharply in the wake of 
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disturbances in that part of the country; a further domestic 
shock.  
 The Papua New Guinea authorities have an excellent track 
record in macroeconomic management for ensuring financial 
stability. They acted quickly to re-establish stability in the 
fiscal and external accounts. At the same time, it was decided 
that structural adjustment and reform measures aimed at 
fostering domestic savings and redirecting resources into 
priority areas in the interest of securing growth with stability 
should accompany the stabilization measures.  The broad 
objectives were  

� to re-establish macroeconomic balances  
� to encourage investments and entrench long-term 

growth in the non-mineral sectors of the economy 
� to redirect the country’s development strategy so as to 

enhance participation in the development process by all 
sections of the community and to improve the 
distribution of income and wealth over time. Population 
policy and training were to be accorded high priority 
and increased resources. 

The stabilization and structural program was supported by the 
International Monetary Fund, the International Bank for 
Reconstruction and Development, the Asian Development 
Bank, and other donors under the International Bank for 
Reconstruction and Development consultative group process. 
Over US$700 million were committed to support a mix of 
financing and adjustment policies.  
 The stabilization measures included the usual mix of 
expenditure reducing and shifting policies prescribed under 
International Monetary Fund programs. New revenue 
measures were introduced and recurrent expenditures, save for 
priority ones such as operating and maintenance costs were 
compressed. To ensure that the fiscal deficit did not 
deteriorate, external public sector borrowing was fixed within 
defined limits. Tight monetary policy which contained credit 
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from the banking system and raised interest rates was put in 
place. Wage increases were constrained to be lower than the 
domestic inflation rate. The expenditure shifting policy took 
the form of a 10 per cent devaluation of the kina.  
 The restructuring program incorporated a host of far 
reaching measures. The tax base was broadened and the 
overall burden shifted towards indirect taxes. The reduction in 
the range of imports covered under licensing was 
accompanied by progressive tariff reductions which exposed 
domestic industries to external competition. The adverse 
revenue impact of the latter was offset by the broadening of 
the tax base, and the short-term harmful impact of both 
measures upon import substituting industries was softened 
through the devaluation. The tax restructuring and the 
devaluation were aimed at reducing previous bias against 
outward looking commercial activities. The tax administration 
was strengthened, cost recovery measures for public services 
were adopted and plans were implemented to contain the 
government salary bill through reduction in the size of the 
civil service and appropriate incomes policy. Public 
expenditure control was to be improved and strengthened. 
Projects were to be carefully screened against established 
criteria of return before being accepted for financing from 
whatever source. The planning machinery was reviewed and 
strengthened and measures for increasing the efficiency of the 
public service were planned.  
 The authorities were concerned about the harmful impacts, 
such as sustained over-valuation of the exchange rate, which 
the enclave mineral sector could impose upon the non-mineral 
sectors of the economy. As the bulk of the population depend 
upon these sectors for their livelihood it was imperative that 
they be made more competitive. The constrained wage 
settlement formula which was adopted and the 10 per cent 
devaluation were aimed at improving the competitiveness of 
the Papua New Guinea economy.  
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It was accepted that the private sector should play a more 
dominant role in the economy. This goal complemented the 
perhaps ambitious program aimed at reducing the size of the 
public sector. Selected activities of the central government 
were to be corporatized. These new entities and existing 
public sector enterprises were targeted for progressive 
privatization. The financial system was to be reviewed to 
allow for more efficient credit delivery, particular1y in the 
rural sector. The gradual lowering of the tariff wall and the 
effective rates of protection were designed to expose 
economic operatives to increased competition and thereby 
promote improved efficiency.  
 The policies which the authorities put in place, assisted by 
the increased production of the Porgera and Misima mines in 
1991, have helped re-establish macroeconomic stability. The 
long-term growth and development of the country will, 
however, depend critically upon whether or not the authorities 
succeed in channeling a large part of the country's share of 
mineral riches into enhancing productive capacity and also 
upon the resolve and political will with which the government 
can sustain its declared direction and policies under its 
adjustment program.  
 
Western Samoa  

 
The experience of Western Samoa in the early eighties 
illustrates the case of macroeconomic instability generated by 
unrestrained fiscal policy and compounded by external 
shocks. In the late seventies the Western Samoan authorities 
wanted to invigorate economic activity through fiscal policy. 
The development expenditures of the public sector, including 
public sector enterprises, were increased sharply. The overall 
annual budget deficits of the government deteriorated quickly. 
The deficits were financed through domestic inflationary 
financing and external borrowings. Because of the openness 
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of the Western Samoa economy, external imbalances emerged 
quickly and deteriorated progressively.  
 During 1980-82 Western Samoa, like other Pacific island 
economies, was exposed to both import and export shocks. 
The terms of trade deteriorated sharply as oil prices rose 
steeply white commodity prices fell. These developments 
caused further deterioration in the budget and balance of 
payments deficits. Inflation also gathered momentum and rose 
steeply to more than 20 per cent. The widening balance of 
payments deficits resulted in rapidly falling external reserves, 
increasing indebtedness and the emergence of external 
payments arrears.  
 The government had to change direction to re-establish 
financial stability. It sought an International Monetary Fund 
program to support its adjustment efforts. Growth and the 
ambitious development expenditure program had to be 
abandoned temporarily. In 1983 a set of reducing and 
expenditure shifting policies were put in place. The budget 
deficit was drastically reduced through new revenue measures 
and reduction in development and recurrent expenditures. The 
level of credit to the public and private sectors was reduced 
and contained within prescribed limits. Interest rates were 
raised and the tala was devalued by 17 per cent.  
 By the end of 1983 the external and internal imbalances 
had improved significantly. The inflation rate had decelerated 
with the impact of the expenditure reducing policies. The 
current account deficit had declined, external reserves had 
risen and external payments arrears were diminishing.  
 In 1984, the authorities decided to strengthen their 
stabilization efforts and undertake other restructuring 
measures necessary for stable long-term economic growth. To 
this end, cautious fiscal and monetary policies were 
maintained and the tala was devalued by a further 12 per cent. 
Adjustments were also made to the structure of import duties 
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and excise taxes to minimize the degree of bias against the 
export sector.  
 The adjustment policies of 1983 and 1984, assisted by 
improvements in the terms of trade beginning in 1983, and 
substantial aid and concessional loan receipts, were effective 
in re-establishing macroeconomic stability in the country. 
Western Samoa was able to redirect its efforts towards 
economic growth but was keenly aware that growth cannot be 
sustained for long at the expense of macroeconomic stability. 
Since 1985, Western Samoa has gone through a period of 
macroeconomic stability assisted by substantial remittance 
and aid inflows, despite the ravages of two hurricanes. The 
government is currently a substantial net lender to the banking 
system and net foreign assets hover at around 12 months of 
visible imports. 
 
Fiji  

 
The Fiji economy was subjected to a series of domestic and 
external shocks in 1987. The domestic shocks came in the 
wake of the two coups of that year. The economic and 
psychological climate changed dramatically following these 
events. Investment and consumer confidence evaporated 
quickly. Capital flight became the preoccupation of many. 
Most attempted capital flight through the banks but others 
sought avenues outside the banking system. Exporters 
deferred the repatriation of foreign exchange receipts but 
importers, because of expected falling consumer spending, 
delayed import orders and attempted to run down stocks. 
Residents who held short-term external debts sought 
accommodation from their banks to settle them early.  
 External loan facilities and the supply of credit virtually 
dried up in the two weeks following the first coup. Businesses 
and member’s of the public rearranged their portfolios opting 
for liquid financial assets. Most individuals opted for cash, 
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thereby compounding the rapidly tightening liquidity position 
of the banks. The demand for bank credit rose sharply. The 
Reserve Bank initially misread the signs and accommodated 
this increased demand. It very quickly changed its stance 
when it noted that it was financing capital outflows and the 
leads and lags in external transactions. 

The number of tourists declined sharply as their home 
governments advised them to avoid visiting Fiji until further 
notice. Sugar harvests were delayed through a strike and 
export products were black-banned in a number of economies 
of destination. Foreign exchange receipts fell dramatically 
accompanied by tailing imports. The economy was 
contracting quickly and with it government revenue. The 
import substituting businesses soon realized that it would be 
difficult to survive within a contracting market and that long-
term survival required a change in attitude and reorientation 
towards exporting. Many business firms were forced to lay off 
workers and/or reduce salaries and wages. 
 The overall deficit in the balance of payments widened 
sharply. External financing sources were effectively closed. 
The government, which used to have long queues of 
international bankers wishing to lend to it, found its overtures 
for external accommodation politely ignored. Only two banks, 
both with branches in Fiji, responded positively and 
concluded stand-by arrangements, each for $10 million, with 
the Reserve Bank.  
 The widening overall deficit had to be financed by running 
down external reserves and the liquidity in the banking system 
deteriorated sharply as foreign reserve levels fell. The 
authorities immediately focused upon protecting the 
dwindling level of foreign exchange reserves. The Fiji dollar 
was devalued by 17.75 per cent on 29 June and by a further 
15.25 per cent on 7 October, 1987. Interest rates were 
completely deregulated and allowed to find their own levels. 
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Credit was quickly tightened. The Reserve Bank raised the 
statutory reserve deposit ratio and advised the banks that it 
would not, until further notice, re-discount securities held by 
them. Short-term accommodation for banks was cut back and 
the interest penalty upon outstanding overdue advances was 
substantially increased. To supplement these measures the 
Reserve Bank introduced absolute credit limits which banks 
were required to observe. Commercial bank credit, which had 
risen in the second and third quarters, fell sharply during the 
fourth quarter of 1987.  
 Interest rates rose quickly. The discount rate on promissory 
notes, short-term instruments issued by a number of public 
sector enterprises, rose from 2 per cent in March to 24 per 
cent by October. Interest rates in the Treasury bill and 
interbank market also followed similar trends.  
 The devaluations made capital flight fairly expensive and 
it was optimistically assumed that higher interest rates would, 
with a lag, counter capital outflows and encourage inflows. As 
these measures were not adequate to stem outflows, exchange 
controls were tightened. The value of funds which departing 
residents were allowed to remit was sharply reduced. 
Overseas portfolio investments by residents were stopped and 
travel allowances were also sharply reduced. It was 
announced that exchange control measures would be relaxed 
as soon as circumstances allowed, as the Reserve Bank held 
reservations about the long-term efficacy and effectiveness of 
this instrument. While the banks do cooperate in 
administering exchange control measures it is always possible 
to transfer substantial amounts of funds across borders 
without using bank services.  
  The government and public sector enterprises whose 
financial positions had deteriorated rapidly sought 
accommodation from the Reserve Bank. The Bank's claims 
upon the public sector increased from zero in April to over 
$50 million in October 1987 (Figure 13). That trend needed to 
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be reversed quickly through drastic expenditure policies. The 
government announced a 15 per cent reduction in public 
service salaries and the public sector enterprises had their 
budgetary allocations reduced by 50 per cent. They were 
required to reduce operating expenditures including salaries 
and were informed that further requests for government 
assistance would not be accommodated.  
 Financial stability, albeit at a low level of economic 
activity, began to emerge in November, 1987. External 
reserves, measured in special drawing rights to eliminate the 
distorting effect of the devaluations, started rising by the end 
of November.  Commercial bank liquidity started increasing 
in October and total liquidity, broad money, had turned 
around by December. Claims upon the public sector by the 
Reserve Bank fell quickly from December onwards and 
money market interest rates were down to their late 1986 and 
early 1987 levels by February of 1988  
 Macroeconomic balance was sustained through 1988. 
External reserves levels have steadily increased and the 
government deficit has improved from its 1987 position. 
Domestic credit, reflecting the uncertainty of the time, fell 
throughout 1988 but has grown strongly from 1989. 
 Beginning in 1988 the authorities, having re-established 
financial stability, were able to experiment with further 
policies for restructuring with the aim of stimulating growth. 
The nominal devaluations of 1987, despite the temporary 
surge in domestic prices in 1987 and 1988, resulted in a 
substantial devaluation of the real effective exchange rate of 
the Fiji dollar. This, together with wage settlements below the 
variation in the consumer price index, has significantly 
improved the competitiveness of the Fiji economy. To supple-
ment these gains and further strengthen the country's outward 
looking strategy, significant adjustments and reforms were 
made to the tax system. Import licenses, were progressively 
replaced by tariffs and it was planned that the level and 
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dispersion of tariffs should be reduced steadily over time. The 
initial shock to import-substituting industries was largely 
cushioned by the devaluations of 1987. The negative revenue 
impact of the tariff reductions and the proposed reductions in 
direct taxes were to be offset by a broad-based value-added 
tax. The new tax structure, together with a strengthened 
Inland Revenue service and tighter control over the depth and 
breadth of concessions is expected to establish a tax system 
which is weakly elastic with respect to GDP. Better control 
over discretionary recurrent expenditures and stricter 
guidelines for clearing capital projects are also part of an 
overall long-term program for ensuring fiscal stability and 
economic growth in the country. 
 Public sector investments are to concentrate upon human 
resource development and economic and social infrastructure. 
It is increasingly recognized that investments in the 
production of goods and services for sale in the market place 
are, in the case of Fiji, better left to the private sector. Policies 
for promoting efficiency and private sector development have 
therefore become central to the country's development 
strategy. Trade liberalization measures will be followed by 
further measures, such as freer entry into business activities. 
Deregulation in the labour market is on the reform agenda. 
Legislation effecting part of this program is now on the statute 
book but it remains to be seen whether past momentum in this 
important area of domestic policy will be sustained.  
 Deregulation in the finance sector has evolved over a 
longer period. Interest rate controls were eliminated in 1987. 
Securities issued by the government, Reserve Bank and public 
sector enterprises have been put out to tender since the early 
eighties. The Reserve Bank supports a secondary market for 
these securities, but it will shed this role when the stock 
exchange is sufficiently strong to absorb it. Current 
international transactions are, under the provisions of a 1971 
Statute, freely entered into and exempt from exchange 
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controls. Such transactions include payments for imports and 
services, and remittances of dividends and interest payments. 
The repatriation of capital invested in Fiji is, by policy, not 
controlled. Domestic borrowings by non-resident persons or 
overseas controlled entities, while still controlled, are readily 
approved. No public issue of debentures, commercial papers 
or similar instruments by the larger private entities has so far 
been undertaken, but the authorities see this process gradually 
evolving with the development of the financial sector.  
 The corporatization of identified areas of government 
activities followed by progressive privatization is also an 
important component of the country's development strategy. 
Public sector enterprises are increasingly expected to operate 
on commercial lines with increased autonomy and reduced 
financial support from the central government.  
  
External economic shocks  
 
The Pacific island economies are exposed to external shocks 
over which they have no control. Such shocks may be 
transmitted through the goods or capital markets and pose 
extremely difficult macroeconomic management challenges 
for small open economies. Such shocks are accompanied by 
escalating import bills, falling export receipts, widening trade 
and current account deficits, falling income, external reserves 
and investments and increased unemployment and pressures 
upon the domestic currency.  
 Recession in the industrialized economies may, as has 
occurred in the past, result in falling demand and prices for 
Pacific island commodities such as sugar, minerals and copra 
products causing an export shock. Similar export shocks may 
be triggered by the development and marketing of substitutes 
such as artificial sweeteners, in the case of sugar, or increased 
supply from other parts of the world. The latter could happen, 
for instance, if the EC had a particularly good sugar beet crop. 
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During an export shock an island country experiences rapid 
falls in export receipts, GDP and government revenue. Budget 
and current account deficits widen since government and 
private expenditures and imports adjust to the adverse changes 
only after a considerable time lag. Positive export shocks do 
happen and generate unexpected foreign exchange windfalls. 
They may be triggered by accelerating economic growth in 
the industrialized economies or natural disasters in a major 
competing producer country. 
 The oil price escalations of 1973-74 and 1979-80 were 
examples of severe import shocks. Their impacts upon the 
Pacific Island economies, as indeed upon all oil importing 
economies, were particularly troublesome. They triggered 
substantial macroeconomic imbalances due to rapid domestic 
price increases and mounting fiscal and external deficits. The 
oil price increases of 1990 resulting from the Gulf War also 
created an import shock but it was less severe. The sharp fall 
in oil prices in 1986 was, of course, a welcome positive 
import shock.  
 The US dollar appreciated sharply against the special 
drawing right (SDR) by more than 20 per cent from January 
1978 to January 1985 and depreciated steeply by more than 40 
per cent from January 1985 to April 1992. A Pacific island 
country whose exports were denominated in non-US dollar 
currencies of the SDR basket, namely Deutschmark, French 
franc, Sterling and Yen, but with imports denominated in the 
US dollar would have experienced both export and import 
shocks when the US dollar appreciated. Its export receipts 
would have fallen sharply while its import bill would have 
increased equally sharply. Another country whose export 
prices were denominated in US dollars and imports in non-US 
dollars would have experienced negative export and import 
shocks when the US dollar fell steeply but positive import and 
export shocks when it rose sharply. A country which had 
accumulated external debt in US dollars would of course be 
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exposed to an escalating external debt service burden during 
the period when the US dollar appreciated.  
 The combined impact of import and export shocks appears 
in a country's terms of trade movements. Adverse terms of 
trade changes which are temporary are easier to manage. 
Those that show a persistent downward trend call for more 
difficult macroeconomic adjustments which are sometimes 
politically difficult to put in place.  
 External shocks which are transmitted through the world 
capital markets have not to date been as troublesome to the 
Pacific island economies. This reflects the limited Pacific 
island country forays into the external loan markets part-
icularly the floating-rate euro-credit markets. In recent years, 
however, a small number of economies have accessed 
external floating-rate loans because of persistent fiscal 
deficits. Difficulties arise when high external nominal interest 
rates occur simultaneously with falling external inflation rates 
to confront borrowing economies with high real interest rates. 
An interest payments shock is particularly burdensome when 
the size of external floating rate loans is large and real interest 
rates are rapidly rising.  
 The events which led to the suspension of external debt 
servicing by Mexico and other heavily indebted developing 
economies, beginning in 1982, are illustrative. These 
economies were already heavily indebted overseas and the 
bulk of their external debts were in floating-rate euro-credits. 
Oil prices escalated in 1979-80: a difficult import shock for 
most of them. For Mexico, an oil exporter, this was a positive 
import shock, but instead of financing the shock by 
accumulating external reserves or refinancing external debts, 
it squandered its wealth through public expenditures and used 
its improved credit rating to raise more external loans.  
 Non-oil commodity prices fell through the late seventies 
and early eighties resulting in a series of export shocks. The 
sharp increase in real interest rates and the steep appreciation 
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of the US dollar during the early eighties, shocks transmitted 
through the capital markets, compounded these economies' 
already difficult external debt service positions.  
 Current account deficits that accompany external shocks 
have to be adjusted or financed through increasing exports, 
cutting back on imports, running down foreign exchange 
reserves, external borrowing or capital inflows in the form of 
direct or portfolio investments, but these policy options are 
not always easy to implement. Export volumes are difficult to 
increase when domestic supply constraints and protective 
measures in the export markets exist. In any case, time is 
required before the benefits of export promotion measures 
emerge. Cutting back imports is politically difficult as it 
involves the containment or reduction of domestic 
consumption and, possibly, investments. External borrowings 
add to future debt servicing commitments while direct and 
portfolio investments are relatively modest in the Pacific 
island economies and are certainly not responsive to short-
term needs.  
 The appropriate policy measures required for addressing 
external imbalances generated by external shocks depend 
upon whether such shocks are likely to be temporary and 
whether the widening balance of payments deficit will reverse 
itself in a relatively short period. An accurate judgment about 
what will happen is normally very difficult to make.  
 If a shock is temporary, it is safe to finance the resulting 
external deficits, thereby allowing levels of consumption and 
investments to be maintained. Financing could be secured 
through running down external reserves, international 
commercial loans or the softer windows of the International 
Monetary Fund such as the Compensatory and Contingent 
Financing Facility the reserve tranche and the use of special 
drawing rights.  
 Financing, however, involves risks. If the country's 
assessment of the likely duration of the shock and associated 
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unfavorable trend in the terms of trade are unduly optimistic, 
external reserves could evaporate rapidly, the external debt 
position could deteriorate sharply and the willingness of 
external creditors to continue to provide loan accommodation 
will end. At that point economic adjustment policies, with or 
without International Monetary Fund support, will become 
unavoidable.  
 If the shock is expected to last for a longer period and the 
external imbalances are not readily reversible, economic 
adjustment policies need to be put in place quickly. These 
would include policies geared towards containing or reducing 
the import bill, increasing foreign exchange earnings and 
containing domestic price levels. Expenditure reducing 
policies need to be implemented, to reduce resident 
expenditures on imported and locally produced goods. Such 
policies include increased taxes, reduced government 
expenditures and restrictions on credit to the public and 
private sectors. Because of the resulting reduced domestic 
demand, resources are encouraged to flow into investments 
which can cater to export demand.  

Expenditure reducing policies could, however, have 
harmful effects which need to be taken into account. In the 
short run, while the process of reallocation of productive 
resources is taking place, reduced domestic demand may 
cause slower economic growth and perhaps increased 
unemployment. Worse, decision-makers may embrace the 
politically softer option of cutting back on capital 
expenditures so as to avoid raising additional revenue or 
cutting back unproductive but politically sensitive current 
expenditures such as wages and salaries, overseas travel for 
officials and ministers, subsidies to public sector enterprises 
and welfare expenditures. This easy option may result in long-
term problems as reduced levels of national investment 
adversely affect the future growth of productive capacity and 
the economy.  
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Expenditure switching policies are aimed at redirecting 
expenditures by residents and non-residents to locally 
produced goods and services. Imports will become more 
expensive and local items more competitive overseas when 
devaluation is employed to switch expenditures. Commercial 
policies such as tariffs, export subsidies and import quotas are 
popular alternatives. These policies, unlike devaluation, have 
associated disadvantages which are often conveniently 
ignored. They are expensive to administer and the numerous 
officials and decision makers who administer them are 
continually exposed to pressures and temptations which they 
may find difficult to resist. They also create distortions and 
encourage interest groups, such as trade unions and businesses 
to exert their energies on protection and accumulation of rent 
rather than on efficient production and selling.  
 The increased domestic demand for local production which 
accompanies expenditure switching policies generates upward 
pressure on domestic prices. This development is 
compounded by the fact that domestic supply is generally 
inelastic in the Pacific island economies. If devaluation is 
used to switch expenditures with the aim of re-establishing 
external stability and improving competitiveness to enhance 
growth prospects, the domestic inflationary pressures which 
accompany it may well result in an appreciation of the real 
effective exchange rate of the home currency. This would of 
course frustrate the achievement of the desired objectives 
while contributing to a worsening domestic inflation. To 
avoid such developments, expenditure switching policies must 
be accompanied by a mix of expenditure reducing fiscal, 
monetary and incomes policies.  
 External shocks which persist without effective adjustment 
measures being taken to address them result in unsustainable 
balance of payments deficits, depleted external reserves, 
falling government revenue, rising external debts and 
ultimately unavoidable devaluation. More often than not the 
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initial reaction is to assume that shocks will be temporary and 
that fiscal and current account deficits should be financed. 
External reserves are used, followed by external commercial 
borrowing. Such borrowing will end as soon as the market 
concludes that the country's annual current account deficits 
are no longer sustainable. It is at such a point that a country 
will have no option but to seek a program from the 
International Monetary Fund and accept stabilization and 
adjustment measures composed of a range of expenditure 
reducing and expenditure shifting policies. Until agreements 
on such policies are concluded, access to financing from 
commercial sources, and even from multilateral financial in-
stitutions and bilateral donors, may effectively be closed.  
 The management of positive shocks is also important. 
Decisions have to be made on whether to finance or adjust to 
such shocks. If the associated terms of trade improvements are 
expected to be temporary, financing through increasing the 
level of foreign reserves and/or refinancing external loans 
held by residents including the government should be 
effected. If a positive shock is likely to persist for a long 
period adjustment through a mix of revaluation, increased 
domestic investment and consumption could be considered. 
Authorities tend to assume that positive shocks are likely to 
persist and are tempted to over adjust and dissipate the foreign 
exchange windfalls through consumption or public 
investments, which may not be appraised carefully. They opt 
for adjustment rather than financing. Expenditures are allowed 
to catch up, with a short lag, to the short-term trend in 
revenue. Later, as the shock ends, revenue plunges while 
expenditures, which are politically difficult to cut back, are 
maintained at the increased levels. A substantial budget deficit 
will quickly emerge.  
 
 

 



 
 
Macroeconomic management in small open economies 
 

 51 

Fiscal policy  
 
The fiscal deficit may be taken to be the difference between 
the sum of revenue and grants and the sum of expenditures on 
goods and services, transfer payments and net lending. It is 
also equal to the sum of borrowings and the net decrease in 
cash holdings minus amortization.  

Fiscal deficits may emerge and increase in response to a 
number of factors. The tax system may be inelastic because of 
numerous factors including a narrow tax base, the adoption of 
specific and not ad valorem taxes over a range of important 
tax bases and the existence of widespread and generous tax 
concessions for businesses and other entities. At the same 
time expenditures may be rising quickly due to popular public 
demand and lack of fiscal discipline by the authorities. The 
government may have adopted over-ambitious public sector 
investment programs. Pressures for substantial increases in the 
wages of public officials and parliamentarians succeed. 
Subsidies and other forms of transfers are regularly increased 
and state-owned enterprises run substantial losses which are 
financed through the annual budgets. Over time, the ratios of 
revenue and expenditures to GDP diverge and fiscal deficits 
widen.  
 The terms of trade may, in the wake of negative export and 
import shocks, decline with attendant deterioration in the 
national income and the standard of living. The authorities, 
adopting the easier political option of financing, may pursue 
policies which increase subsidies and other transfers, reduce 
taxes on fuels and other consumer goods or increase public 
capital expenditures in an effort to invigorate economic 
activity. As total public expenditures rise and revenue receipts 
decline the fiscal deficit will deteriorate.  

Fiscal deficits frequently cause external instability in open 
economies with fixed exchange rate systems and where 
capital is internationally mobile. The current account 



 
 
Macroeconomic management in small open economies 
 

 52 

deficit(CA) equals the excess, within an economy, of 
expenditures over income. This identity may be expressed as  
 

CA = (Sp – Ip) + (T - G)  
 
The current account balance is the sum of the differences 
between private savings and investments, (Sp - Ip), and the 
fiscal deficit, (T - G) where T represents tax revenue and G, 
government outlays. A current account deficit can therefore 
be addressed by reducing the fiscal deficit, increasing private 
savings or reducing private investments. Alternatively, a 
deteriorating fiscal position, unless offset by rising private 
savings or falling private investments, will result in external 
imbalances which may not be sustainable and will ultimately 
demand difficult adjustment measures. It should, however, be 
noted that current account deficits can be sustainable if the 
financing items in the capital accounts are used for 
investments which enhance the productive capacity of a 
country. Under such circumstances the country cannot be 
considered to be living beyond its means, but if capital 
inflows finance consumption, including projects which are not 
carefully appraised, current account deficits will not be 
sustainable over time.  

The extent of instability generated by unsustainable fiscal 
deficits is a function of the size of the deficit itself, the 
composition of government expenditures and the mode of 
financing adopted. The deficit itself releases additional 
demand and expenditures which result in larger national 
import bills, worsening current account balances, evaporating 
external reserves, rising external debts and, ultimately, 
pressures upon the domestic currency. Price increases will 
also emerge well before devaluation is effected as part of an 
adjustment program that may become unavoidable.  
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Financing fiscal deficits  

 

Fiscal deficits have to be financed and financing may be 
secured from domestic and/or external sources. The two 
avenues available for domestic financing are non-inflationary 
and inflationary financing. The former involves the use of 
domestic private sector savings through direct borrowings or 
the issue of securities such as bonds and treasury bills to the 
provident fund, insurance companies, businesses and 
members of the public. In contrast, inflationary financing 
relies upon credit from the banking system, including the 
central bank. Unlike non-inflationary financing, which calls 
upon resources generated at the expense of demand within the 
economy, this mode of financing triggers off macroeconomic 
imbalances.  

When inflationary financing is used in a fixed exchange 
rate environment, as applies in the Pacific island economies, 
the external sector deficits will rapidly widen and the 
country's external reserves will decline sharply. Prices are 
likely to deteriorate relatively slowly during the period when 
imports are able to supplement domestic supply and before 
external financing sources dry up and external reserves are 
completely depleted. Ultimately, when devaluation becomes 
inevitable, domestic prices will rise quickly accompanied by a 
possible appreciation of the real effective exchange rate.  

External financing for fiscal deficits has, to date, been 
accessible to the Pacific Island economies. External grants, 
the most preferred source, finance the bulk of development 
expenditures in these economies. A number of economies are 
classified as less developed economies and have access to 
International Development Association resources and the soft 
window of the Asian Development Bank. About ten Pacific 
island economies are members of the multilateral 
development financial institutions, the International Bank for 
Reconstruction and the Asian Development Bank, and enjoy 
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concessionary loan resources from these organizations. 
Private commercial credit from international banks has so far 
been avoided although some Pacific island economies have 
made forays into this market in recent years. Pacific island 
country authorities will need to continue to avoid this market 
which should not be used as a first resort to put off necessary 
adjustments and difficult political decisions.  
 
Tonga and the Solomon Islands  

 
The cases of Tonga and the Solomon Islands are illustrative of 
recent trends in fiscal management in a number of Pacific 
island economies.  

Tonga embraced cautious fiscal policies during the 1980s. 
The country's tax system was restructured and in 1987 a 
broad-based system was adopted. The progressive tax 
schedule, which peaked at a 40 per cent marginal rate for 
taxable income over 7,600 pa'anga, was replaced by a 10 per 
cent flat tax rate. Company tax rates were also reduced. The 
loss in revenue from direct taxes was offset by a 5 percent 
sales tax collected at retail points. The restructuring was 
aimed at encouraging savings, private sector investments, 
simplifying the tax system and lightening the burden of tax 
administration. 
  The tax to GDP ratio hovered around 30 per cent. Small 
surpluses in recurrent budgets were realized in a number of 
years enabling transfers to the development budgets. The 
government was also a consistent and substantial net lender to 
the banking system. The prudent fiscal policy which Tonga 
had in place throughout most of the eighties contributed to the 
relatively stable macroeconomic environment and the average 
positive, albeit modest, growth rate which the country enjoyed 
during that period.  
 After 1989 Tonga's fiscal position began to change 
following a 50 per cent increase in public service wages. This 
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wage adjustment also coincided with substantial increases in 
development expenditures. As in other Pacific island 
economies, the bulk of development budget expenditures were 
financed by aid and concessionary loan funds. Euro-credit 
markets were generally avoided. The 28 per cent growth in 
total recurrent expenditures which emerged resulted in a 4 
million pa'anga deficit in the recurrent budget in the fiscal 
year 1989-90. The overall budget deficit has also deteriorated 
resulting in increasing recourse to inflationary financing from 
the banking system. 
 At the end of fiscal year 1988-89 the government was a net 
lender of about 12 million pa'anga to the banking system. Due 
to increasing budget deficits the government had become a net 
borrower from the banking system by the end of March, 1992 
and owed some 6 million pa'anga, the bulk to the Reserve 
Bank. By contrast, claims upon the private sector by the banks 
declined annually in absolute terms post-1989 reflecting the 
steady crowding-out of the private sector from the domestic 
credit market. The effects of the flow-on of the public sector 
wage settlement to the rest of the economy and the widening 
fiscal deficits since 1989-90 have contributed to the 
accelerating pace of inflation and to the external imbalances 
which have emerged since 1990. Net foreign assets, currently 
at a comfortable level of five months of imports, are expected 
to come under increased pressure in the months ahead. The 
marked appreciation of the real effective exchange rate of the 
pa'anga  has contributed to the steady erosion of the country's 
competitiveness and reflects the increase in domestic prices.  
 In its efforts to address the widening budget deficits the 
authorities introduced a range of revenue raising measures and 
cut back upon non-wage recurrent expenditures including 
items such as essential operation and maintenance costs and 
materials required for education and medical services.  
The authorities, aware of the potential macroeconomic 
instability which accompanies widening and persistent budget 
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deficits are examining more fundamental and longer-term 
solutions. As the tax to GDP ratio is considered appropriate at 
around 30 per cent, tax measures, except for changes which 
help maintain or enhance the elasticity of the tax system (such 
as conversion to an ad valorem basis where possible, 
incorporation of new bases and cutting back on the range and 
depth of tax concessions) will not play an important role. 
Emphasis will be placed upon expenditure policies. The level 
of wages and the need for containing or reducing the size of 
the public service are being examined.  
 Projects are to be carefully appraised in an attempt to 
ensure that only those which meet minimum standards of 
returns are accepted for financing. This will help lighten the 
burden an increasing number of low priority, aid-supported 
projects have imposed upon recurrent budgets in recent years. 
 State-owned enterprises have increasingly been expected 
to operate commercially. Transfers from annual budgets to 
these entities are to be better controlled and steadily reduced. 
The Tonga Commodities Board, whose mounting losses 
contributed to the government's deteriorating fiscal position 
was broken up into a number of government-owned 
companies. Legislation facilitating the hiving-off of selected 
government activities into commercially-run government 
companies is under consideration. Over time government 
intends, when appropriate, to progressively sell its interests in 
selected state-owned enterprises.  
 Recent developments in the Solomon Islands offer useful 
lessons for macroeconomic managers in the Pacific island 
economies. The country enjoys generous support for its 
capital programs from bilateral and multilateral donors 
(particularly the European Community under STABEX 
transfers). Government expenditures have risen rapidly in the 
wake of accommodated demands from the public service for 
substantial wage increases, rising costs of provincial 
governments and increased capital expenditures. The overall 
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deficit has widened rapidly since 1989. The authorities have 
increasingly resorted to domestic inflationary financing 
sources to cover these deficits. The net claims upon the 
central government by the banking system, including the 
central bank, rose from SI$8 million in 1987 to SI$118 
million by the end of 1991. The extent of the monetization of 
the budget deficits by the central bank within this financing 
program has been significant during this period. At the end of 
1987 government was a net lender of SI$15.44 million to the 
central bank. By the end of 1991 it had become a net borrower 
of SI$56.06 million from the central bank; a swing of 
SI$71.50 million over the four year period.  
 Domestic credit grew at rates varying between 21 percent 
and 41 percent over the last four years but the private sector 
has been crowded out of the domestic credit market since 
1989 and its share of credit has declined in absolute terms 
since that year. The growth in domestic liquidity within the 
economy was, however, modest during the four years because 
of the offsetting influence of rapidly falling net foreign assets 
and credit restraints by the central bank upon the private 
sector. 
  Reflecting the deteriorating fiscal position of the 
government and the mode of financing adopted and, to some 
extent, weak export commodity prices, and the external 
position of the Solomon Islands has weakened steadily over 
the last four years. Widening overall balance of payments 
deficits have steadily eroded external reserves. Net foreign 
assets declined from an equivalent of 5.5 months of visible 
imports in December 1987 to three weeks of imports by the 
end of 1991. Inflation rates, except for 1990, were well in 
excess of 10 per cent. 
In attempts to address macroeconomic imbalances, the Central 
Bank has made adjustments to the nominal exchange rates of 
the Solomon Islands dollar. The enhanced competitiveness 
which should have accrued from this policy has, to a large 
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extent, been frustrated by the positive real wage increases that 
have been allowed and the widening fiscal deficits. This is 
reflected in the relatively stable movements in the real 
effective exchange rate of the Solomon Islands dollar since 
1987 following its steep depreciation from 1985 to 1987. The 
Solomon Islands will need to address its fiscal position 
urgently. It has relied almost entirely upon the Central Bank 
to counter the destabilizing impact of its fiscal imbalances. 
Without a change in the government's fiscal stance, however, 
external balances and external reserves will continue to 
deteriorate. Ultimately, stabilization and adjustment measures 
involving both expenditure reducing and expenditure shifting 
policies will become unavoidable. Growth will then be 
disrupted as financial stability, an important pre-condition to 
stable long-term growth, is re-established.  
 
Monetary policy  
 
Monetary policy in the Pacific island economies plays an 
effective supporting role to fiscal policy in demand 
management aimed at short-term internal and external 
financial stability. However, active monetary policy which 
provides easy credit with the aim of stimulating economic 
activity is likely to fail as increased demand, which such a 
policy generates, will result in deterioration in balance of 
payments deficits and fuel domestic inflation in the open 
economies of the Pacific island economies.  
 The volume of liquidity within an economy is not always 
easy for the central bank in a Pacific island country to 
effectively influence. Of the variables which determine money 
supply, the central bank is able to influence only the required 
reserve ratio of banks and claims upon banks through its 
policy instruments.  
 Net foreign assets are largely determined by external and 
domestic factors including external and domestic shocks over 
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which the central bank has little influence. When faced with a 
temporary positive external shock and the increased net 
foreign assets and domestic liquidity that it generates the 
central bank can however adopt an effective support role for 
the overall financing programs implemented to cope with such 
a shock. It may absorb part of the excess liquidity by selling 
government securities, issuing its own securities or offering 
attractive deposit interest terms to banks. It may also 
encourage and allow limited amounts of external debt 
refinancing for the public and private sectors.  
 The currency ratio is determined by members of the 
public, while the excess reserve ratio is set by the 
management of commercial banks. In the Pacific island 
economies where capital and money markets are still 
relatively underdeveloped, the range of financial instruments 
in which banks can invest is narrow so that the excess reserve 
ratio tends to be large.  
 Unless the central bank is able to exercise a strong 
influence upon fiscal policy and the government shows 
willingness to exercise fiscal discipline, central bank claims 
upon the government and upon state-owned enterprises can 
easily become a major and difficult source of macroeconomic 
instability.  
 The six Pacific island economies which have central banks 
recognize the macroeconomic dangers that may be generated 
by inflationary financing, particularly the monetization of the 
deficit through central banking credit. The central banking 
legislation of these economies limits the extent of government 
borrowing from the central bank. Such limits are generally set 
at a fixed percentage of average annual revenue over a 
number of years immediately proceeding the budget year. In 
three of these economies the government and state-owned 
enterprises are required by law to consult with the central 
bank in the course of preparation of their annual budgets.  



 
 
Macroeconomic management in small open economies 
 

 60 

This arrangement mandates comprehensive discussions about 
the optimal size of the public sector deficit in the interest of 
minimizing recourse to inflationary financing. It also allows 
the central bank to assume more than a passive role in the 
determination of the financing programs of the public sector. 
Much is therefore put upon the central bank to counter the 
natural tendency of governments towards fiscal laxity and the 
macroeconomic difficulties which it generates.  
 The central bank and Treasury officials need to work 
together closely. They have to cultivate political savvy and 
must be able to brief decision-makers simply, clearly and 
convincingly. Their technical capacity and Integrity should be 
beyond doubt and their ability to communicate well and to 
persuade is essential if effective control is to be achievable. 
Used in combination with fiscal policy, monetary policy can 
play an effective supporting role in the maintenance or re-
establishment of short-term financial stability in Pacific island 
economies.  
 The onset of a positive external shock and upswing in the 
terms of trade increases net foreign assets, money supply and 
bank reserves. Domestic demand, spending and imports 
however, generally follow the terms of trade cycle with a lag. 
The authorities may be tempted to adjust, when financing 
would have been appropriate, at the peak and commencement 
of the downswing in the terms of trade cycle. Such a strategy 
would result in rapid deterioration in the external account. The 
challenge therefore lies in 'guesstimating' the wavelength of 
the terms of trade cycle and in addressing the liquidity 
overhang through tight credit policies before and at the peak 
of the cycle. Monetary policy is therefore a powerful 
component of necessary counter-cyclical expenditure 
reducing measures prior to the onset of the downswing in the 
terms of trade cycle.  
 Some Pacific island economies have commodity 
stabilization funds which, when managed well, become 
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effective supportive instruments of counter-cyclical policy. 
Papua New Guinea, Fiji and Western Samoa have such funds. 
Tonga had a similar arrangement which was, however, 
terminated following mounting losses. These funds levy 
exporters when commodity prices exceed specified levels and 
prices are supplemented from the funds when they fall below 
specified levels. Disposable incomes are stabilized to some 
extent. The reduced amplitude of fluctuations in disposable 
income is reflected in the relative stability of the external 
account cycles. The Mineral Resources Stabilization Fund, of 
Papua New Guinea is a similar arrangement. It attempts to 
stabilize the fluctuations in central government revenue 
consequent upon its fluctuating share of the export proceeds 
from mining activity.  
 Stabilization funds, however, are politically difficult to 
administer according to the letter of the legislation that 
establish them. Farmers aided and abetted by politicians, are 
constantly agitating for reductions in the floor price below 
which supplements are paid and for increases in the ceiling 
prices beyond which levies are made. They invariably succeed 
in giving rise to regular financial difficulties for such funds.  
 A number of central banks in Pacific island economies 
target monetary aggregates as part of their monetary strategy. 
A monetary budget (or monetary survey) forms the basis of 
this exercise. The expected claims on the government by the 
banking system are computed from estimates of the likely 
revenue, expenditures and deficits of the central government 
and the relevant state-owned enterprises. Net foreign assets 
are difficult to estimate and are targeted based upon realistic 
estimates of the external accounts. The expected claims upon 
the private sector form the background around which 
monetary policy for the budget year is formulated.  

The proposed values of claims upon the public sector will 
determine the size and financing strategy of the budget as well 
as the expenditure and revenue policies of the government. It 
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will also be influenced by the need to avoid crowding out of 
the private sector from the domestic credit market. The 
authorities would closely monitor domestic credit growth, 
particularly during the upswing in the terms of trade cycle 
when the money supply (M3) could deviate substantially from 
target. 
 Monetary budgeting presents a workable framework for 
closer coordination between macroeconomic policy 
formulation and implementation in the Pacific island 
economies. Economic expertise is severely limited in these 
economies and should be pooled to ensure that sound 
coordinated advice is available quickly to the decision 
makers. A workable arrangement which Fiji has in place and 
which a number of Pacific island country central banks are 
thinking of adopting centres upon a macroeconomic 
committee of which the Governor of the Central Bank, the 
Permanent Secretary for Finance, the Director of Economic 
Planning and the Government Statistician are members. 
Assisted by their technical staff, the members formulate the 
monetary budget, the frame of the government budget and the 
accompanying fiscal, monetary, exchange rate and incomes 
policies. During the budget year, quarterly reviews of the 
economy are undertaken. Macroeconomic policies are also 
reviewed in the light of changing external and internal 
circumstances. Such reviews form the basis for regular 
briefings for, and decisions by, the authorities.  
 The central banks of the larger economies in the Pacific 
island economies hope to increasingly affect monetary policy 
through intervention in the financial markets. To this end they 
are encouraging the issue of a wider range of financial assets 
such as treasury bills, government bonds and securities from 
the state-owned enterprises. In a number of Pacific island 
economies, where competition among financial institutions 
exists, interest rates have been deregulated and new security 
issues are regularly put out to tender.  
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Invariably though, the central bank finds itself in a position of 
conflict. It wants to promote the development of money and 
capital markets thereby assuming the role of underwriting a 
secondary market in securities to enhance their liquidity. This 
it does by offering rediscount facility to holders while an 
independent secondary market slowly evolves. Initially, 
automatic rediscounting is offered and is taken for granted in 
the market place.  
 The central bank could therefore be frustrated when it 
wishes to close its rediscounting window or unload its own 
holdings of securities to tighten credit. Open market 
operations are therefore somewhat restricted in scope in the 
bigger Pacific Island economies at present due to the current 
phase of monetary development. It should however be noted 
that central banks have, as in the case of Fiji, closed their 
rediscount windows when difficult macroeconomic 
imbalances calling for tight monetary policies have emerged.  
 The variable statutory reserve deposit (SRD), ratio is 
commonly used in the Pacific island economies, but this is a 
cumbersome instrument which could impose difficult 
adjustments on commercial bank balance sheets if varied by 
large increments. 

The maximum SRD ratio is set by statute, generally below 
25 percent. This instrument is sometimes ineffective if the 
banks hold substantial excess reserves, including public sector 
securities, in their portfolios. To enhance SRD effectiveness, 
central banks in the Pacific island economies are also 
empowered to set a separate liquid assets ratio. As acceptable 
liquid assets are generally those issued by the public sector, 
the application of these two instruments has a secondary 
impact of entrenching and increasing public sector shares in 
the domestic credit market at the expense of the private sector.  
 Short-term advances from the central bank have the same 
effect as rediscounting securities held by the banks. A central 
bank generally holds approved short-term securities owned by 
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the banks. Advances are then allowed to banks against such 
securities, but such facilities are for very short periods and 
lose importance as the inter-bank market develops. As the 
rediscount facility at the central bank also presents an 
alternative avenue for banks to adjust their liquidity position, 
the minimum lending rate which central banks announce, is 
therefore not a very effective instrument of monetary policy. 
Nevertheless, the minimum lending rate is certainly useful as 
an indicator of the monetary policy which the authorities wish 
to follow.  
 A number of central banks now issue their own debt 
instrument which is regularly put out to tender. It is a more 
flexible instrument than the normal deposit facility for excess 
bank reserves as it allows interest to be determined in the 
market place. It has proved, in the case of Fiji, to be popular 
among banks. It is a useful instrument when the central bank 
focuses upon absorbing excess liquidity in the banking 
system.  
 Moral suasion can be a useful and effective tool in the 
Pacific island economies. The number of banks is typically 
small. The monthly meetings which bank managers have with 
the central bank and at which developments in the economy 
and its prospects are discussed, together with changes in 
policies that are being considered, are useful. They help 
bankers understand the background to, and the objectives of, 
the instruments which the central bank has, or proposes to, put 
in place. The banks are also able to appreciate that financial 
stability is a necessary condition to stable growth and 
therefore complementary to their long-term interests. 
 Personalities are important in a small community. The 
rapport which the monthly meetings and briefings fosters and 
their contribution to bankers confidence in the technical 
capacity and perceived independence of view of the central 
bank are helpful and improve the effectiveness of moral 



 
 
Macroeconomic management in small open economies 
 

 65 

suasion as an instrument of monetary policy in the Pacific 
Island economies.  
 Interest rate policy influences domestic savings, the 
allocation of domestic resources, the demand for credit and 
external capital flows. A resident, given the ease with which 
assets can be exported from a Pacific island country, has the 
option of investing in domestic or overseas assets. The yield 
on domestic assets will be compared to the relevant interest 
rate abroad adjusted for expected exchange rate variation and 
possibly a risk premium. Domestic interest rates therefore 
cannot deviate from levels in economies with which a Pacific 
island country has transactions without risking undesirable 
capital outflows. When macroeconomic imbalances emerge 
and confidence in the determination of the authorities to 
address them effectively is lacking, the expectation of 
dwindling external reserves and consequent devaluation could 
generate outflow from the capital accounts of the balance of 
payments if positive interest rate differentials in favour of the 
Pacific island country are not sufficiently wide.  
 Positive real interest rates encourage nationals to forego 
consumption and save. Because financial institutions must 
maintain sufficient margins between the average cost of funds 
and lending rates, the high nominal lending rates which such a 
policy supports, given the existence of a financial sector 
which works effectively, promotes a more efficient allocation 
of limited resources within a country. Investments with 
potential for higher returns are in a better position to attract 
funds at the expense of those that don't.  
 When influencing or determining the level of domestic 
interest rates, macroeconomic managers should be guided by 
the level of domestic inflation, the possible range of rates of 
return on domestic investments, the real interest rates in other 
economies and expectations of movements in the exchange 
rate of the domestic currency.  
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External reserve management 
  
External reserves are looked upon by central banks as 'shock 
absorbers'. When a country experiences a temporary economic 
shock and reversible current account deficit, financing can be 
effected through running down the level of external reserves. 
Similarly a temporary positive export shock should be 
financed and the stock of external reserves allowed to 
increase. 
 The burden of adjustments in the wake of lasting economic 
shocks could, to some extent, be lightened through judicious 
use of external reserves. Such shocks call for expenditure 
reducing and shifting policies. The availability of external 
reserves enables the authorities to introduce and implement 
the necessary adjustments over a relatively longer period. In 
other words, it allows them the option of a possible mix of 
financing and adjustments, while avoiding rapid accumulation 
of external debt, as the economy moves towards a new 
equilibrium level.  
 In the Pacific island economies where exposure to, and the 
frequency of, external and domestic shocks are high, and the 
economies have a narrow base and are fragile, reserve 
management is a challenging exercise for the authorities. The 
external investment portfolios of the central banks take into 
account the weightings of their currency baskets. Securities 
and deposits are generally short-term to minimize capital 
losses and central banks are generally very particular about 
the credit ratings of issuers of securities and financial 
institutions with which they invest. They place a premium on 
liquidity, return and minimization of exchange and capital 
loss, characteristics which sometimes conflict.  
 The establishment of an optimum target reserve level for a 
country is difficult. It is a topic on which consensus, is 
impossible but central banks take account of a number of 
factors when considering the issue. If, as is the case in the 
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Pacific island economies, a country's external sector is highly 
vulnerable to shocks, then a high level of reserves is 
appropriate. The opportunity cost of holding external reserves 
is another consideration. If domestic investment opportunities 
yield high returns compared with external earnings, external 
reserve levels probably do not need to be too high. The speed 
with which the economy can adjust to shocks can be viewed 
as inversely related to the acceptable level of external 
reserves. There is yet another variable which should be taken 
into account. A country is likely to be able to access external 
resources more easily if its need is not desperate and credit 
rating good. If macroeconomic management is perceived by 
external lenders as sound and reserves are seen as 
comfortable, then a country's access, at favorable terms, to the 
world's credit markets is likely to be assured. As a rule, 
central banks of Pacific island economies target relatively 
high reserve levels of about 4-6 months of visible imports.  
 
Exchange rate policy  

 
Pacific island economies which peg their currencies to a 
basket of selected currencies, adopt the US dollar as their 
intervention currency. On the day a Pacific Island country 
switches from an old peg (usually a single convertible 
currency or, as in the case of Vanuatu, the SDR), the 
exchange rates against the US dollar of the currencies in the 
basket of selected currencies are weighted by previously 
determined currency weights. In order not to break the 
exchange rate against the intervention currency from that of 
the previous day, the weighted basket, in US dollars, is 
multiplied by a constant which equates to the exchange rate, 
against the dollar, of the previous day. The domestic currency 
then floats with the basket of currencies which constitute its 
peg. When the authorities wish to devalue or revalue against 
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the basket of currencies, the value of the constant is adjusted 
by the required percentage devaluation or revaluation.  
 Every working day the central bank calculates the central 
rate of the domestic currency against the US dollar, adds its 
buying and selling margins and advises the commercial banks. 
The banks in turn add their own margins thereby setting the 
buying and selling rates for members of the public. Cross 
rates between the US dollar and other foreign currencies 
determine the value of the domestic currency against those 
currencies.  
 Real exchange rate changes combine the effects of both 
nominal exchange rate changes and relative inflation rates 
between the home country and other economies. If domestic 
inflation is accelerating at a faster rate than inflation in 
trading-partner economies, domestic costs will rise faster 
resulting in an effective appreciation and loss of 
competitiveness for the home country. The real exchange rate 
appreciates even though no adjustment to the nominal 
exchange rate has been made.  
 An appreciation of the real exchange rate of the domestic 
currency leads to increased demand for imports and reduced 
sales of exports. Real exchange rate appreciation beyond the 
equilibrium real exchange rate, or over-valuation, results in 
deteriorating current account deficits. If over-valuation 
persists the competitiveness of businesses which produce 
tradable goods and services falls and they may cut back on 
production giving rise to increased unemployment, a reduced 
pace of economic activity and loss of government revenue. 
Export and import substitution activities are discriminated 
against. Investment in the export sector becomes less 
attractive and resources are directed into activities which 
produce for the home market and which do not compete 
against imports.  
 Over-valuation has to be financed. Such financing may be 
sustained, for a time, through aid, remittances or, as in Papua 
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New Guinea, the export proceeds from rich mineral deposits. 
These financing sources have allowed strict monetary policies 
aimed at containing domestic prices in a number of Pacific 
island economies to be maintained over a period of time. The 
harmful effects of over-valuation on tradable goods sectors 
such as agriculture, fisheries, manufacturing, processing and 
tourism are, however, likely to be very serious.  
 Ultimately, over-valuation results in falling reserves and 
rising external debts. Expectation of expenditure shifting 
policies, particularly exchange rate adjustments soon 
increases and residents will look for imaginative ways of 
exporting capital. Potential overseas investors defer 
investment plans. Exporters hold proceeds offshore or defer 
sales, and importers build up stock quickly. All these 
activities result in rapidly rising bank credit, high interest rates 
and crowding out of priority activities from the domestic 
credit market. 

Over-valuation is a soft option for decision-makers. It has 
a powerful effect on income distribution, favoring the urban 
population against rural dwellers. Powerful pressure groups 
such as the urban-based trade unions and large importing 
houses therefore have an interest in maintaining it. Such 
groups, unlike the dispersed rural-based farmers who produce 
for export, are well organized and vocal. Faced with difficult 
decisions, the authorities may opt to defer the inevitable and 
experiment with temporary commercial policies. Quotas and 
high tariffs may be imposed in an effort to stabilize the 
current account but such temporary measures are likely to 
compound the difficulties associated with over-valuation. 

They add to inflationary pressures and increase the degree 
of over-valuation, thereby creating further difficulties for the 
export sector. Management in the import substitute sector will 
be encouraged to devote energy and resources to seeking and 
capturing rents that emerge with restrictive commercial 
policies, at the expense, perhaps, of production and marketing. 
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Such policies have a tendency to perpetuate themselves 
because the public officers and decision makers who 
administer them, and businesses which benefit from them, 
have a strong interest in ensuring their retention.  
 In Pacific island economies, the impact of nominal 
currency depreciation upon domestic prices is immediate. 
Import prices rise. If wages are indexed to the Consumer Price 
Index, increased input costs permeate quickly throughout the 
tradable and non-tradable goods sectors. The enhanced 
competitiveness targeted by a nominal devaluation is 
therefore eroded by domestic price increases and the real 
effective exchange rate may remain stable or actually 
appreciate. Under such circumstances, competitiveness does 
not improve and inflation worsens.  
 Incomes policy is therefore an important component of the 
expenditure reducing policies which should accompany 
exchange rate policy. This has proved to be a difficult policy 
area for governments in the Pacific island economies. Highly 
regulated labour markets manifest in centralized wage 
settlement mechanisms, minimum wage legislation and 
powerful trade unions. These factors, coupled with the high 
wage structures in the public sector which are supported to 
some extent by aid, have enabled consistent and sometimes 
substantial real wage increases which are unjustified on 
grounds of productivity changes or demand and supply 
conditions in the labour markets. Unless labour market 
reforms are implemented where appropriate and governments 
confront the issue of public sector wage demands directly and 
effectively, the effectiveness of exchange rate policy may 
remain seriously impaired in a number of Pacific island 
economies.  
 The real effective exchange rate index is the weighted real 
exchange rate index of currencies in the currency basket used. 
The weights are the same as those applied in the currency 
basket. The real effective exchange rate for the Tongan 
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pa'anga has appreciated by more than 20 per cent since 1987. 
The pa'anga was pegged to the Australian dollar until 
February 1991 when a basket of selected currencies was 
adopted as the new peg. As Tonga has not engaged in nominal 
exchange rate adjustments against its currency pegs since 
1987, the substantial appreciation of the pa’anga’s real 
effective exchange rate reflects the relatively higher domestic 
inflation rates within the country compared to those of its 
trading partners.  
 Fiji, Western Samoa, the Solomon Islands and Papua New 
Guinea have witnessed significant depreciation in the real 
effective exchange rates of their currencies since 1985. Most 
central banks in the Pacific island economies now target either 
stability or gradual depreciation over time in the real effective 
exchange rate of their currency. This strategy requires 
adjustments in the nominal exchange rate which at least 
offsets the differentials in inflation rates between the home 
country and the average of its trading partners. Adjustments 
should be implemented over selected intervals to iron out 
fluctuations that could be introduced by irregular swings in 
inflation rates.  
 

Conclusion  
 
The Pacific island economies have received substantial aid 
and concessionary assistance to date. Such assistance, along 
with the contribution made by remittances, has helped them 
maintain internal and external financial stability. Should the 
future level of these inflows be adversely affected, difficult 
adjustment problems will emerge, quite a number of Pacific 
island economies were able to defer or avoid needed 
adjustments through the availability of aid and other 
concessional external resources.  

Nonetheless, circumstances may be changing and 
initiatives may need to be taken. Sound macroeconomic 
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management, in which a number of Pacific island economies 
have established good track records, and firm structural 
adjustment policies and reforms which entrench an improved 
environment for growth are necessary.  The authorities will 
need to focus their energies on 
 
� ensuring, in the face of external and domestic shocks, 

internal and external financial stability employing the 
instruments of fiscal, monetary, incomes and exchange 
rate policies imaginatively. 

 
� investments in human resource development and social 

and economic infrastructure 
 

� creating a macroeconomic and microeconomic 
environment which fosters savings, investments, private 
sector activities and growth. 

 
Adjustments and reform policies need to be sequenced 
carefully and made to suit the individual circumstances of 
each of the Pacific island economies. Trade liberalization, for 
instance, should not be implemented during periods of 
macroeconomic instability. The loss in revenue stemming 
from tariff reductions could worsen the fiscal deficit, 
particularly where, as in the Pacific island economies, reliance 
upon such revenue sources is heavy. The short-term impact 
upon employment and economic activity when inward 
looking policies prevail can lead to social and political 
difficulties while the immediate burden upon the external 
accounts could be serious if macroeconomic imbalances 
already exist.  

If and when trade liberalization is considered appropriate it 
should be accompanied by a devaluation to cushion its impact 
upon the fiscal and external balances and upon the pace of 
economic activity. It should also be accompanied by 
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restructuring which widens the tax base and maintains 
elasticity in the tax system so as to ameliorate its negative 
revenue impact, particularly in the trade-tax dependent Pacific 
island economies.  

The need for policy coordination is also evident. In small 
open economies, fiscal policy is the dominant instrument. 
Monetary policy used for stabilization is neutralized by lax 
fiscal policy. Exchange rate policy, a potentially powerful 
instrument for stabilization and enhancing the competitiveness 
of an economy, must be accompanied by appropriate incomes 
and other expenditure reducing fiscal and monetary policies if 
it is to work successfully.  
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Macroeconomic policies under adverse 

conditions: Fiji in 19878
 

 

Fiji’s financial and economic policies have been traditionally 
cautious. External and internal financial stability were 
recognized as preconditions to steady long-term economic 
growth. External commercial debt was looked upon as the 
funding source of last resort. Public sector deficits were not 
always easy to contain, but strenuous efforts were applied 
annually to keep them under control. Private sector credit 
growth was closely monitored. Exchange rate variations were 
never considered sacrosanct, and variations were implemented 
whenever necessary. The maintenance of stable real effective 
exchange rates of the currency was an important objective. It 
was generally accepted that the early introduction of 
appropriate macroeconomic policies which pursue financial 
stability was preferable to allowing imbalances to develop to a 
point where IMF programs became unavoidable. 
 The Macroeconomic Committee that prepares short-term 
forecasts and the framework within which the annual budgets 
are prepared applies monetary targeting flexibly as part of its 
set of working tools. Projections are made of the net foreign 
assets, public sector deficits and credit to the private sector by 
the banking system. Within this judgments are attempted upon 
the crowding out issue, overseas borrowing, appropriate levels 
of the public sector deficit and credit to the private sector. 
These judgments, which are broadly constrained so that the 
growth in broad money equates with that of nominal CDP 
plus a margin reflecting modest increases in demand for 
money, determine the focus of fiscal and monetary policies 
which are incorporated in the annual budgets.  

_______________________________________________________ 
8 This appeared in Pacific Economic Bulletin, NCDS, ANU. June 
1988. 
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By 1986 and in the first quarter of 1987 the economy had 
markedly improved. The terms of trade had improved 
substantially. The rate of inflation was steady at below 2 per 
cent. Gross foreign reserves rose rapidly in the second half of 
1986. They reached a level equivalent to six months of 
imports' by year's end. The liquidity of the banking system 
improved markedly with rising foreign reserves and money 
market interest rates fell sharply. The interest rates for 
unregulated large deposits of F$250,000 or more also declined 
rapidly.  
 The economy had turned around after continued low 
growth since 1980, and a 9 per cent real growth in GDP was 
predicted for 1986. The climate for investments was 
improving and a number of large projects were under 
consideration by overseas investors.  

Given the stable internal and external financial position in 
the second half of 1986, Fiji's priorities were readjusted. 
Economic growth became the focus and Broad Money (M3), 
which was rising rapidly with increasing foreign reserves, was 
allowed to increase at a rate much higher than justifiable 
under the guidelines. The accommodating monetary policy 
was aimed at lower interest rates and higher levels of 
investment demand.  
 The favourable conditions of 1986 continued into the first 
four months of 1987, but the coups of May and September 
changed the economic climate dramatically. Business and 
consumer confidence  deteriorated quickly. Capital exports by 
residents and overseas controlled companies increased. 
Dividends out of accumulated profits were declared and 
remitted. Import bills were paid in advance and repatriation of 
export receipts was delayed. Suppliers' credit for Fiji 
importers quickly dried up. There was a sudden increase in 
the number of residents leaving the country. The increased 
capital outflow that stemmed from this process was unsettling 
but was perhaps not as serious as the accompanying loss of 
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expertise and skills. The number of visitors to Fiji dropped 
sharply in the wake of the coups. Expected tourist receipts had 
to be revised downwards.  

After the first coup, the sugarcane farmers initially 
demonstrated their unhappiness by refusing to harvest their 
sugarcane. As Fiji was then in the midst of a severe drought, 
the delayed cane harvest resulted in substantial loss of output 
and foreign exchange receipts. The bans upon imports from 
Fiji imposed by the Australian and New Zealand trade unions 
persisted longer than the bans upon exports from those 
countries. The impact of these bans upon the Fiji export 
industries such as timber was immediate and painful. Foreign 
exchange receipts were forgone, sales plummeted, cash flow 
difficulties appeared and employment numbers and hours 
were reduced. 
 The impact of all the above developments upon foreign 
reserves occurred rapidly. There was a rapid decline in 
reserves following the first coup in May and the second in 
September. 
 In normal years, the trough in Fiji's foreign reserves occurs 
between June and August, reflecting the inflows from sugar 
receipts in the second half of each year. The trough in reserves 
in 1987 was shifted backwards and persisted for longer 
because of the delayed sugar receipts. The high liquidity 
positions of the banks before the first coup had encouraged 
the extension of large unused overdraft facilities to the private 
sector. These facilities were employed to finance capital 
exports and the leads and lags in the current items of the 
balance of payments. The growth in commercial bank credit 
to the private sector consequently accelerated from May to 
September. The liquidity of the banking system dried up very 
quickly as foreign reserves fell and credit increased. Broad 
money growth rates decelerated sharply as the influence of 
falling reserves overrode that of rising credit.  
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The focus of policy had to change quickly. The preservation 
of the country's dwindling foreign reserves became the 
overriding objective and the monetary guideline was 
abandoned.  
 The Fiji dollar was devalued by 17.75 per cent on 29 June. 
This measure was aimed at the emerging imbalances in both 
the capital and current account of the balance of payments. It 
was to make capital exports and import of food and services 
expensive and to impart additional incentive to the tradable 
goods sector. Given the weakening trend in the labour market 
conditions as the economy contracted the positive impact of 
the devaluation of June and later of October upon the export 
sector was expected to be substantial.  
 Normally the Reserve Bank aims to maintain relatively 
stable real effective exchange rates (REER) for the Fiji dollar. 
In recent years, given the need to improve the competitiveness 
of the economy, attempts were made to allow downward 
movements in the REER. Over a period of six weeks in the 
first half of 1986, the Fiji dollar was progressively devalued 
by 5 per cent against the basket of currencies to which it is 
tied. That was the year when incomes policy prescribing wage 
settlements well below the inflation rate was in place. The two 
devaluations of 1987, when labour market conditions were 
weak and salary reductions had to be accepted as the economy 
contracted, resulted in the REER falling even more steeply. 
The real effective rate index of the Fiji dollar fell from 
approximately 98 per cent to 91 per cent in the June quarter of 
1986 and from approximately 87 per cent to 66 per cent 
during the September and December quarters of 1987. 
 Initially the Reserve Bank accommodated the banks as 
their liquidity positions deteriorated. On 8 June the 
unimpaired liquid assets ratio, UIAR, was reduced from 18 
per cent to 16 per cent. The Statutory Reserves Deposit Ratio 
(SRDR) was also reduced to 5 per cent from 6 per' cent on the 
same day. But before the month was out, the banks were 
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informed that the original ULAR and SRDR were to be 
restored.  
 Other  measures aimed at tightening the growth of credit 
followed. The penalty interest charge on shortfalls in the 
ULAR was increased to 0.07 per cent per day. The minimum 
lending rate (MLR) of the Reserve Bank was raised from 8 to 
9 per cent and later to 11 per cent. The rediscount window of 
the Reserve Bank was effectively closed. In considering 
access to this window the Reserve Bank took into account 
additional factors including the applicant bank’s loan to 
deposit ratio, past record of reliance upon the Reserve Bank 
and performance with regard to lending to priority sectors. 
Privileged access was hardly granted even where conditions 
were met. The minimum rediscount rate, which was set at 0.2 
per cent above the latest average discount rate at which 
tenders for treasury bills were allotted, was an effective 
disincentive.  
 Up to June 1987 interest rates were regulated. Maximum 
rates covering both sides of bank balance sheets were set from 
time to time. The exceptions were on large deposits equaling 
or exceeding F$250,000 held for at least thirty days, and 
securities issued by the public sector.  

For a number of years the government issues of bonds and 
treasury bills were made through tenders. So too were the 
bond issues of a number of public sector corporations and the 
promissory note issues of the Fiji Sugar Corporations and the 
Fiji Electricity Authority. These large borrowers have been 
competing with banks for customers who invest in the 
deregulated large deposit market.  
 In the period of high bank liquidity, interest rates had sunk 
steadily downwards. The period after the first coup saw 
interest rates turning round and rising sharply as reserves fell 
and bank liquidity deteriorated.  

In early July 1987 interest rates were completely 
deregulated. The weighted average interest rate on bank loans 
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and advances, which was less than 12 per cent in March, 
floated well above the previous maximum of 13.5 per cent in 
September. In the same month, the weighted average interest 
rates paid upon large deposits exceeding F$250,000 held over 
thirty days was 23 per cent.  
 The Fiji Electricity Authority, which experienced acute 
cash flow difficulties as sales dropped with the falling hotel 
occupancy rates, while its external debt burden rose with the 
two devaluations, had to borrow through promissory notes at 
yields exceeding 20 per cent from July to November.  
 Short-term lending to commercial banks may be unsecured 
or secured upon equitable hypothecation of acceptable 
securities deposited with the Reserve Bank. This is normally 
an overnight facility but may be extended over three or four 
days. As liquidity tightened banks showed growing interest in 
extending the period of this facility. As a deterrent, interest 
charges upon the facility were increased on 1 July, and 
graduated according to the period and whether or not the 
facility was secured or arranged beforehand. On 5 October, 
following the second coup, a further loading of 2 per cent was 
imposed across all the schedules.  
 On 7 October the banks were requested to reduce 
outstanding loans and advances to within the average levels of 
the third quarter of 1987. This request, the observance of 
which was not mandatory, was the only measure against credit 
growth that deviated from the market-related approach that 
the Reserve Bank had embraced. However, there was a 
negative incentive attached to the request. A bank which 
found itself unable to comply with it by 28 October had a 
further loading of 5 per cent upon any unsecured loan 
outstanding with the Reserve Bank from that date. Thus, a 
non-complying bank with an unsecured three-day advance 
was charged at a rate of 25 per cent. The corresponding rate 
for an advance over nineteen days or more was 33 per cent.  
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The Reserve Bank had pre-shipment and post-shipment 
finance facilities for non-traditional exports. The total 
outstanding under these facilities fluctuated around F$7 
million. Exporters had access to cheap accommodation that 
was set at 5 per cent. The schemes were administered through 
the commercial banks which were allowed a 2 per cent 
loading to cover their administrative costs. These facilities 
were suspended in early October as part of the overall effort 
to contain the volume of bank reserves. Exporters who 
qualified under the schemes were predictably irate, but they 
were asked to consider the measure as a tradeoff against the 
benefits accruing to them through the two devaluations and 
the weak labour market conditions.  
 The refinancing of external loans through domestic credit, 
which was allowed when bank liquidity and foreign reserves 
were high, was suspended. All purchases of foreign exchange 
for servicing external debts in accordance with existing loan 
agreements and for servicing capital were freely made. 
Overseas owned companies were, however, advised that 
dividends intended to be remitted had to be declared out of the 
current year's profits and preferably within the levels of the 
past few years. Other overseas payments for financing current 
international transactions were not interfered with. It was 
considered important that Fiji strictly honour ongoing external 
commitments so that the task of regaining the excellent 
external credit rating and the reputation as an attractive 
investment destination that it previously enjoyed would be 
easier.  
 Fiji is also an Article VIII member of the IMF. The 
provisions of this Article prohibits the· country from 
controlling current international financial transactions. As the 
possibility of calling upon an IMF program was quickly 
becoming a reality it was considered important that Fiji 
remained a 'good' member of that institution.  
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However, exchange control measures upon capital financial 
transactions were tightened. It was recognized that these 
measures would have a negative impact upon confidence 
which was already at a low level. They were imposed with the 
announced intention of removing them once stability of the 
external sector was regained. Overseas investments by 
residents were suspended. Previously a resident might invest 
up to F$5000 each year in portfolio investments overseas. 
Emigrants who previously could export all their funds up to a 
year before departure were rationed in what they could take 
out. The head of an emigrating family was allowed only 
$4000 and each dependent member F$2000 upon departure. 
Depending upon family circumstances a maintenance 
allowance of up to F$3000 a month might be granted after 
departure. Fiji residents also faced reductions in the amounts 
that they could send out as gifts or as overseas travel 
allowances.  
 The financial position of the central government 
deteriorated sharply in the second half of 1987. As the 
economy contracted with falling investor and consumer 
demand, imports fell steeply. Taxes on international trade fell 
by some F$38 million below the original estimate for 1987. 
The yield on taxes on income and profits also declined 
rapidly. It was F$126 million compared to the estimated 
F$140 million for 1987 and was substantially lower than the 
amounts for the previous four years. 

In the wake of these developments and the increased 
government external debt service payments in Fiji dollars 
after the devaluations, the budget deficits would have widened 
substantially. Such a trend would have imposed a heavy 
burden upon domestic credit growth and the weakening 
foreign reserve position.  
 Expenditure cuts were therefore imposed. In early 
September salaries and wages in the public sector were 
reduced by 15 per cent. At the same time the salaries in the 
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military were cut back by an average of 20 per cent. Debt 
service payments, which had risen, had to be honoured. As 
other non-emolument expenditures in the operating budget 
were already highly controlled, the only other major item of 
expenditure that could be reduced was the capital program. 
Through delays of implementation and cutbacks, the capital 
expenditures were reduced by more than F$20 million by 
year's end. Grants to the public sector corporations that 
remained to be disbursed in early September were cut back by 
50 per cent. These corporations were also informed that they 
would have to do what commercial organizations would do in 
similar circumstances to survive, and that they might not 
expect any further financial support from the central 
government.  

The expenditure reductions were painful, but they were not 
sufficient to contain the widening deficits, the financing of 
which created some difficulty. International commercial 
bankers, who in normal years regularly visited Fiji asking to 
lend to the government,  were keeping their distance. They 
were polite but negative towards overtures from the Fiji 
government. 
  The Reserve Bank quickly found itself exposed. Its effort 
to float government securities in the market did not meet with 
success as the liquidity in the banks tightened. The yields on 
these securities had risen steeply; even so, the Reserve Bank 
had to take up shortfalls in these issues. Security issues by 
other public sector corporations such as the Fiji Electricity 
Authority and the Fiji Development Bank met with the same 
response. As a result the Reserve Bank's exposure to the 
public sector increased rapidly from May to November 1987.  
 The public's demand for money for speculative and 
precautionary purposes had increased substantially under the 
climate of uncertainty that prevailed in the second half of 
1987. Demand for medium and long-term securities fell 
quickly. One-year government bonds were issued for the first 
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time in response to the growing preference for money and 
liquid assets. Later six month bonds were floated in an 
attempt to meet the changing attitude of potential investors. In 
the pursuit of this objective the interest rate on these issues 
was set according to the average weighted yield of tenders 
that were finally accepted.  
 While interest rates on loans and advances and large 
deposits were increasing rapidly in the deregulated market, 
rates on small bank deposits hardly moved. To ensure that 
banks competed effectively for small savings, the minimum 
amount for subscription to treasury bills was reduced from 
F$10,000 to F$250. The minimum subscriptions for the newly 
introduced six-month and twelve-month bonds were also set 
at F$250 to allow active participation by small savers.  
 The economy had begun to stabilize and consumer and 
business confidence were beginning to improve by 
September. But the second coup of 25 September undid all 
these gains. Tight credit and exchange control policies had to 
be maintained and strengthened. The second devaluation of 6 
October became unavoidable.  
 The economy contracted by some 11 per cent in 1987. The 
contraction to which the tight monetary policy and 
expenditure reductions contributed helped in stabilizing the 
current account. The two devaluations were effective in 
containing capital flight and in promoting the favourable 
developments in the current account. Tight exchange control 
also helped contain the rate of outflow in the capital account. 
Tourism numbers and gross receipts fell far short of 
expectations, but sugar export receipts, thanks to the 178,000 
tonnes of stock accumulated in 1986, exceeded F$200 million 
in the face of substantial falls in output consequent upon the 
drought and the delayed harvest.  
 By December, the external accounts were returning 
towards balance. Reserves were increasing: they were up to 
the equivalent of six months' imports by the end of February 
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1988. Bank liquidity was improving rapidly. Money market 
interest rates were falling sharply and bank lending rates were 
beginning to decrease. The commercial banks' exposure to the 
Reserve Bank was effectively liquidated by January 1988. By 
December the government and public sector corporations 
were finding it easier to raise funds in the market and their 
exposure to the Reserve Bank was falling steadily. 
  There was a rapid decline in the rate of growth in 
commercial credit to the private sector since September 1987. 
This trend is continuing despite the improvement in bank 
liquidity that began in December, and reflects the continuing 
weak consumer and investor demand in the economy.  
 In the wake  of the  two devaluations inflation accelerated 
from approximately 2 per cent to over 10 per cent (year on 
year) during 1987. The impact of the devaluations upon 
domestic prices is continuing. The ongoing weak labour 
market conditions and the contracting economy are predicted 
to help contain the average inflation rate for 1988 within 12 
per cent (year on year). 
 The focus of macroeconomic policy in 1988 remains much 
the same as that of 1987. The budget deficit is being 
contained, although this is proving difficult as revenue 
remains weak, with projected further contraction in the 
economy and with the difficulty of further cuts in expenditure. 
Tight monetary policy is to remain in place. The Reserve 
Bank intends to carry a higher level of reserves than normal 
so as to ensure that possible imbalances in the economy 
stemming from unexpected internal or external shocks could 
be quickly and comfortably addressed with an appropriate 
blend of adjustment and financing. The real effective 
exchange rates of the Fiji dollar are to be stabilized at levels 
achieved after the 1987 devaluation.  
 The outstanding issue for Fiji in 1988 and beyond is the 
rebuilding of confidence. This process will depend upon 
moderate and sensible political developments and upon the re-
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establishment of a democratic system of government in which 
all sections of the community feel comfortable. They have to 
be able to feel that the legal system under the new 
arrangement protects individuals' personal freedom and 
property. They will also need to be convinced that it will be 
lasting. With such a framework in place the restoration of 
trust and goodwill among and across all sections of the 
community will gain momentum. While this process is likely 
to take some time it will certainly take place. After months of 
economic difficulties and soul searching it is becoming 
increasingly clear to the people of Fiji that nation building and 
national prosperity call for goodwill, cooperation, moderation, 
and concern for the economically weak. 
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Policy discipline from inside or outside?9
 

 
Ron Duncan’s article reminds us of the eight policy 
commandments mentioned by Fischer (1987) and Frenkel 
(1987) for developing countries. 

 

� Keep budgets under adequate control. Absolute balance 
may be impossible, but there is not much room for 
deficits. 

� Take advantage of international trade. 

� If tariffs are used, keep effective tariff rates uniform. If 
tariffs become excessive, use export incentives. 

� Use price and wage controls sparingly if at all. 

� It is rare that quotas, licences and quantitative restrictions 
are justified. They are inefficient and breed corruption. 

� Adopt a technical view of public enterprises. The right 
criterion is the efficient operation of the enterprise. 

� Do not let the exchange rate become overvalued. 

� Avoid correcting mistakes by over-reacting. 

 

In the case of the Pacific island countries one could add 

 

� use aid and domestic savings efficiently, concentrating 
only on investments which yield high returns to the 
economy 

_______________________________________________________ 
9 Pacific Economic Bulletin 9(2) 1994.  This article, originally titled 
“Policy discipline from outside”  was a commentary on a paper by 
Ron Duncan. 
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� beware of the power of compound growth in your 
population figures 

� do not abuse the fragile environment 

� leave the central bank alone. Let it focus on external and 
internal financial stability 

� allow the private sector to do what it does best. 

 

Let the government focus on 

 

� law and order 

� international relations 

� sound macroeconomic policies to entrench 
macroeconomic stability and microeconomic policies for 
enhancing the competitiveness of the economy and 
increasing private investments 

� well thought out and carefully appraised public sector 
investment programs 

� human resource development and sound social policies 

� implement well-thought out policies firmly and 
consistently and avoid unjustified backtracking. 

 

The analysis of the current positions, the determination of 
future development objectives and the formulation of 
appropriate strategies and policies which the islands should 
firmly put in place in pursuit of such objectives are relatively 
easy to do. Numerous economic analyses and accompanying 
recommendations for island authorities have been carried out 
by multilateral financial institutions, United Nations bodies, 
donor countries, academics and island government agencies. 
But the weakness has always been and will continue to be in 
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the implementation of required policies. Political will is sadly 
lacking. 

We can all agree with Ron Duncan’s observations on the 
contribution of weak domestic policy to the relatively poor 
economic performances of the island countries over the last 
decade, the required policies and the importance of stable 
policies in entrenching an enabling environment for 
investment and growth. In a few short pages, he has 
encapsulated very well the main development issues with 
which the islands have to grapple. 

 Island governments do understand the importance or at 
least the relevance of incorporating the prescriptions 
mentioned above, or combinations of them, into coherent 
strategies which they must have firmly in place. But 
commitment to policy reform remains weak. As Duncan 
notes, adjustments and reforms are likely to be introduced 
when a country experiences serious internal and domestic 
imbalances stemming from external or domestic shocks or 
through lax fiscal and monetary policies.  

 The recent case in Papua New Guinea illustrates the point 
well. In 1989/90, Papua New Guinea went through an 
economic crisis in the wake of a serious domestic economic 
shock. Comprehensive stabilisation, adjustment and reform 
policies were formulated and put in place supported by 
financial injections from the IMF, IBRD, ADB and AIDAB. 
But when new mines came on stream accompanied by 
improvements in the balance of payments, external reserves 
and revenue receipts, the government's enthusiasm for policy 
reform noticeably waned. This development is sad since 
reforms are more easily implemented, with less political and 
social costs, during periods of macroeconomic stability and 
strong economic growth. 
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Will the islands have the incentive for and commitment to 
policy reforms? This is the important underlying question 
posed by Duncan's article. Ideally of course, strong and 
enlightened leadership should focus on the required future 
development path of a country and the needed reforms. It 
would have a clear strategy for the implementation of such 
reforms and examine the politics that will inevitably be 
involved. The chosen strategy will call for a clear 
understanding of those who will gain and those who will lose 
in the wake of the reform measures.  

 Public relations will need to be handled carefully and 
strategic alliances cultivated among the various groups who 
are expected to gain from the measures. In the islands of 
course it is very likely that large sections of the community 
will be unaware of what their positions might be. 
Government, as part of its public relations exercise, may have 
to identify groups that will be net gainers, inform them of it 
and solicit their support for the reform measures. All these of 
course assume that governments themselves are committed to 
such measures, an assumption which is subject to debate. 

 It is conceivable that the manifest lack of enthusiasm for 
policy reform in the islands is a function of the level of aid 
flows into the region. Aid underwrites the external sectors and 
finances the bulk of capital budget expenditures in the island 
economies. There is still, even now, an expectation in these 
countries, that aid receipts will continue to grow in real terms, 
certainly in the medium term. In the past that comfortable 
scenario enabled island governments to postpone or avoid 
much- needed policies for adjustment and reform. 

 Aid poured into a country without appropriate and 
supportive domestic policy environment for equitable growth 
will not have the desired impact. So taxpayers in the donor 
countries, through their governments, must surely have a 
legitimate interest in insisting that the recipient does what is 
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necessary in a partnership arrangement for promoting self-
help. This would of course require discipline and political will 
by the government of the recipient country. 

The Australian Minister for Development Cooperation and 
Pacific Island Affairs, Gordon Bilney, is sending out the right 
signals. In a recent statement at the University of New South 
Wales he said 

“…the crunch time is rapidly approaching. In this 
environment, I have made it clear that Australia will 
not be prepared simply to pick up the bill, and the 
assistance we do offer must be matched by the 
implementation of responsible domestic policies by 
recipient governments”. 

Ron Duncan shies away from the attachment of conditionality 
to aid implicit (if not explicit) in Gordon Bilney’s statement. 
Bilateral relations between governments are certainly 
sensitive. But it would appear that bilaterals will probably be 
left with little option apart from announcing steady reductions 
in aid receipts which would be quite effective in achieving the 
desired objectives. The conditionality (which I believe bi-
laterals must consider) need not be as strong as those typically 
imposed by the Bretton- Woods institutions. 

 A workable arrangement might require a recipient country 
to prepare a strategic plan of action as some countries already 
do. This need not be a lengthy document focusing on broad 
national and sectoral objectives and policies, macroeconomic 
policies for entrenching stability, adjustment and reform 
policies for long-term equitable growth, and well appraised 
public sector investment programs. Programs of 
implementation together with target dates would be part of the 
strategy which should be reviewed say every two or three 
years. Aid dialogue between the recipient and donor countries 
should focus more on policies and less on the project list as 
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has tended to be the practice in the past. It would be an 
understanding between the development partners that 
performance would be a variable taken into account in 
determining the level of aid disbursed in the succeeding years.  

Although the adopted development strategy would have 
valuable inputs from the donors, it would of course be 'owned' 
by the recipient country. Effective aid coordination within the 
recipient country and among donors would be a requirement 
for this scheme of internally formulated and self-imposed 
discipline to work well. It is a joint development approach, 
with donors providing assistance to support the recipient’s 
development efforts of which sound policy framework is an 
essential and critical component. Much will depend upon the 
style which the donors adopt during the implementation of 
this delicate process. 

 The island countries have limited experience with 
adjustment and reform programs that are supported by IMF 
and IBRD finance. Part of the reason for this has  already 
been mentioned. Macroeconomic imbalances generated 
through external and domestic shocks and fiscal laxity have in 
the past been attenuated through aid receipts which the islands 
are fortunate enough to receive in relative abundance. So apart 
from Papua New Guinea during this decade and Western 
Samoa in the early eighties, the Bretton Woods institutions 
have not had the opportunity to effectively assist in the 
formulation and implement-ation of adjustment and reform 
policies in our part of the world.  

 This shifts the burden for meaningful dialogue to the 
bilaterals who provide the helpful cushion which to some 
extent accounts for the policy inertia in the region. Duncan 
rightfully points out that pressure groups within a country 
may successfully campaign against aspects of a Bretton 
Woods institution supported program or that the threat of 
discontinued drawings of resources from those institutions 
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may not be sufficient disincentives against abandoning policy 
reform. But it should be noted that a country’s ability to 
‘back-track’ on its commitment is a function of its ability to 
secure alternative sources of financing. Clearly in the islands, 
in the limited cases where the Bretton Woods institutions 
might be involved, policy discipline cannot be assured 
without the active support of  the bilaterals. 

Ron Duncan has put forward a very interesting proposal in his 
paper. He suggests that discipline might be imposed upon the 
islands from outside under another arrangement. The islands 
might enter into formal economic and trade relationships with 
Australia and New Zealand. The model that could be adopted 
is that of NAFTA, with goods and services flowing freely 
among the member countries. The islands will have to 
compete on an equal footing with Australia and New Zealand 
if they are to increase production, investment, trade and 
economic growth within this arrangement. In order to 
succeed, domestic macroeconomic policies which address 
financial stability, and microeconomic policies necessary for 
promoting competitiveness, investment, private sector growth, 
and sustainable development will become absolutely 
necessary. The formal arrangement itself will broadly request 
such policy commitment from the members and future aid 
from the developed member countries are to be provided to 
support the ‘statement of intent’, to borrow IMF jargon, of the 
island governments. 

 I agree with Duncan's observation that economic benefits 
would accrue to the islands in a Closer Economic and Trading 
Arrangement with Australia and New Zealand which commits 
them to policy discipline. From the point of view of Australia 
and New Zealand the incentives for elevating the depth of 
their relationship to such an arrangement, as Duncan notes, is 
not as strong as the incentives of the United States in the case 
of its relationship with Mexico under NAFTA. Except 
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perhaps for Papua New Guinea, future potential for vigorous 
trade and investments are, for Australia and New Zealand, 
marginal in the islands. Asia is where their economic interests 
are and will continue to be focused in the foreseeable future. 
The threat of a massive influx across the Rio Grande when 
economic difficulties emerge in Mexico has no parallel in the 
Pacific. Duncan feels that moral obligation on the part of 
Australia and New Zealand will provide the necessary 
incentive. I am not so sure. 

 For the islands the incentive for entering into the proposed 
arrangement is not immediately apparent when other 
questions which they will inevitably raise are taken into 
account. Such might include 

(i) What are the short-term costs of trade under the proposed 
reciprocal arrangement, particularly in the light of the 
rapidly eroding benefits enjoyed under SPARTECA? 

(ii) Will Australia and New Zealand declare that future aid 
transfers will be considered only within the new 
arrangement? Will islands who opt to remain outside the 
arrangement be negatively affected under aid? 

(iii) If the answers to (ii) are in the affirmative, might not the 
proposed arrangement be conceived as a subtle mechanism 
for attaching conditionality to bilateral assistance? If the 
answers to (ii) are in the negative, can the proposed 
machinery for externally imposed discipline work? 

(iv) What kind of sanctions will be brought to bear upon a 
member country which reneges upon its policy obligations 
under the arrangement? Will such sanctions, if provided, 
take the form of delays in aid disbursements until policy 
‘performance criteria’, to borrow another IMF phrase, are 
satisfied or will they come, only in the form of stern 
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written or oral expressions of disapproval by the 
membership? 

(v) Will not the same pressure groups which campaign against 
IMF and IBRD conditionality be equally effective against 
perceived externally imposed conditions under the 
proposed Arrangement? Presumably, a government which 
shows lack of appetite for policy discipline in the wake of 
such pressures can as easily opt out of the Arrangement as 
reneging on the performance criteria of an IMF or IBRD 
program. 

Ron Duncan is to be complimented for his thoughtful 
proposal which needs to be discussed more widely. Included 
among the details which should be aired during such 
discussions are the questions raised above. 
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Politics, macroeconomic policies and 

developments in Vanuatu10   
(with David Ambrose) 

The background 

There are more than 80 islands in Vanuatu, spread out over 
more than 1,000 kilometres, with a total land area of about 
4,700 square miles. Air services which support a promising 
tourist industry and afford potential for airfreighting low-bulk, 
high-value agricultural and fisheries products, are well 
developed. The sea transport system within the Vanuatu 
islands and with its external markets is not as well developed 
and shipping services are irregular and expensive. 

 The population of Vanuatu was estimated at about 160,000 
in 1994. With population growth projected at an average 
annual 2.4 per cent, the popula-tion is currently in the vicinity 
of 173,000. Some 32,000 people live in Port Vila, and a 
further 10,000 in Luganville, the only other urban centre, 
located on the largest island, Santo. These urban centres are 
growing at more than twice the national population growth 
rate, reflecting the accelerating pace of urbanisation in the 
country. Population growth had steadily declined from the 3.4 
per cent average for the period 1967 to late-1970s as 
estimated in the 1979 census.  

 The projected population structure will however remain 
predominantly young for the next ten to twenty years. The 
fiscal burden on government for providing social infra-
structure and services in health, education and social welfare 
will stretch its domestic resource mobilisation capacity to the 

_______________________________________________________ 
10 This was published as “Recent Developments in Vanuatu” Pacific 

Economic Bulletin 12(1) 1997 
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limit. The large influx of young people in search of jobs and 
other gainful economic pursuits will continue. The rate of 
absorption into an expanding economy of these young people 
will depend critically on the level of private sector 
investments, effective training programs for skills acquisition, 
enlightened domestic policies and an expanding pipeline of 
well thought out public sector investment programs which 
effectively support private initiatives and investments.  

 The country is well endowed with natural resources. It has 
good soils; some 40 per cent of the total land area has fertile 
soils. Its isolation has some offsetting advantages such as the 
relative absence of pests and a pollution-free environment. 
About 80 per cent of the country’s total population live in the 
rural areas. These people depend entirely upon agriculture, 
fisheries and forestry for subsistence and cash income. As in 
the other larger island economies in the Pacific, the rural 
economy provides a dependable and effective economic shock 
absorber for the country. Traditional food crops provide ready 
substitutes in times of budgetary and balance of payments 
difficulties. Although supporting the livelihood of the bulk of 
the population, the contribution of the subsistence sector to 
the country’s gross domestic product, GDP, is featured in the 
national accounts at only 9 per cent. This figure appears to be 
a gross underestimate, reflecting the weakness of national 
accounting capacity in the Statistics Office. 

 Substantial external aid receipts are available to Vanuatu 
each year, including external soft loans sourced from multi-
lateral sources, which form a small proportion of the total. Aid 
receipts amounted to 3,174 million vatu in 1993, 3,600 

million vatu in 1994 and 5,550 million vatu in 1995.111 Since 
independence in 1980, aid has financed the bulk of 

_______________________________________________________ 
11 The mid-rate of the vatu was 114.92 vatu to the US dollar on 30 
June 1997. 
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government development expenditures and effectively 
underwritten the stability of Vanuatu’s balance of payments 
and external reserve positions. 

 But the aid-giving climate appears to be changing. Larger 
developing countries which are strategically and economically 
more important to traditional donors have added to the 
collective demand on diminishing aid budget allocations. So, 
as in other island countries, aid in Vanuatu will steadily 
decline in importance as a source of first resort for 
development expenditures and balance-of-payments support.  

 Skills, at all levels, are scarce. For each 120 young people, 
at the age of six, only 100 are able to secure places in the first 
year of primary schooling. Of these, some 80 leave school 
before reaching the sixth form and only about 5 of the 
remaining 20 may ultimately get into tertiary institutions. 
Facilities for training and ensuring relevant skills acquisition 
in the vocational and technical areas for the 115 who have no 
formal schooling or drop out of school are grossly inadequate. 

 Gross domestic investment rates hover around 30 per cent 
in Vanuatu; a figure comparable to some of the dynamic 
economies of Asia. Reflecting the annual deficits in the 
current account of the balance of payments, domestic savings 
traditionally fall well below national domestic investments. 
Financing of investments from external sources including 
reinvestments of profits by overseas-owned entities and 
external public sector borrowings was, in recent years, 
regularly resorted to. But high domestic investment rates are 
associated with low average economic growth rates since 
independence. So the quality of investments, particularly of 
the public sector has been relatively low. The social and 
economic yields of such investments were low or average 
capital/output ratios very high. 
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The land tenure system remains one of the many serious 
bottlenecks to private investment in Vanuatu. The 
Constitution declares that all lands in the Republic belong to 
the indigenous custom owners and their descendants. All 
existing freehold titles were therefore voided when the 
country became independent. But legislation has been enacted 
in an attempt to facilitate the leasing of lands in order to 
provide security to investors and to lenders. 

 The government is now effectively lessor of all urban 
lands and leases of such lands are readily bought and sold in 
the market place. But accessing custom lands outside of the 
plantations and the two urban areas of Port Vila and 
Luganville is fraught with difficulties. Permission from 
government is required for someone to negotiate a lease with 
custom owners. The boundaries of land claimed by custom 
groups are not determined. So lease negotiations and 
agreements with a land-owning group generally end up in the 
island court or proceed all the way to the Supreme Court to 
sort out competing claims from other custom groups. The land 
dispute resolution processes are inadequate.  

 The Offshore Financial Centre, OFC, is the best developed 
in the region. It was established in 1971 and is effectively 
supervised by the Vanuatu Financial Services Commission, 
VFSC, a regulatory body set up under statute. Licensed 
offshore banks, trust companies, insurance companies and 
shipping companies, operating in the OFC, like other entities 
in the country, are exempt from all direct taxes. These entities 
are also protected under domestic secrecy laws and are not 
required to file annual financial statements with the 
authorities.  

 The annual benefit to the country from the OFC is difficult 
to determine because of the paucity of information about the 
activities of entities within it. It employs skilled people and 
undertakes in-house training relevant for other sectors of the 
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economy. It currently employs about 400 people and pays 
annual registration fees to government. The Reserve Bank 
estimates that the OFC contributes about 2.5 per cent of total 
GDP. 

Recent political trends 

The general elections in Vanuatu in December 1991 marked 
the beginning of a new phase in the politics of the country. 
Those elections brought to an end the unbroken post-
independence rule of the Vanua’aka Party (VP) which had led 
the successful indigenous struggle for independence from the 
Condominium powers of France and Britain in 1980. Its 
success as a political party stemmed from an effective 
grassroots organisation extending throughout the islands, a 
coherent nationalist political agenda, and an unexpectedly 
high recognition and respect internationally deriving from its 
strong anti-colonial credentials and membership of the Non-
Aligned Movement. Even more importantly for its dominance 
of domestic politics post-independence, it enjoyed internal 
unity behind a charismatic leader and a cohesion which arose 
from popular support for its nationalist platform among a 
majority of the predominantly anglophone, Protestant 
population who shared its anti-French character and 
ambitions.  

 The VP’s loss of government at the elections in 1991 was 
attributable to its loss of internal party unity rather than any 
radical shift of voter preference away from traditional 
linguistic and denominational affiliations. A split in the once-
dominant party and the division of its support base into two 
prevented either faction from gaining a majority in the 
elections.  

 The four years of francophone-led coalition governments 
which followed provided an object lesson in the dangers to 
political stability of unnatural alliances based on opportunistic 
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self-interest and held together more by the desire and 
opportunity to destroy one’s enemies than by any congruence 
of policy or political orientation. Although Maxime Carlot-
Korman was able to remain Prime Minister throughout the 
full four-year term 1991–95, it was at the head of a succession 
of unstable coalitions, assembled and re-assembled from 
internally fragmenting elements of the anglophone splinter 
group, the National United Party.  

 Principle and policy coherence were the first casualties in 
the process of coalition formation and hybrid government; the 
steady politicisation of the public service, and a concomitant 
erosion of its technical and administrative capacities, then 
ensured the insidious abandonment of the good governance of 
the country as a duty of office.  

 When, therefore, Vanuatu went to the polls, as scheduled 
in November 1995, for its fourth post-independence general 
election, more was seen to be at stake in the outcome than in 
any previous election. For twelve years after independence, 
the country’s anglophone majority had held government and 
its constituents had enjoyed the benefits that being in office 
brings. For VP politicians and constituents alike, the four 
years spent in Opposition, 1991–95, were a painful lesson in 
the consequences of electoral defeat. By contrast, the 
francophone minority who, in their own view, had endured 
more than a decade of disadvantage and discrimination under 
anglophone rule, having finally won office in 1991 had only 
begun to redress those years of perceived injustice and 
inequality.  

 By the end of 1995 there was, in both communities, a 
better appreciation of the real benefits of office. This 
sharpened the competition between not only rival parties but 
also between individual leaders and factions within parties. 
The general elections were held on 30 November, with a 
record number of 170 candidates, 12 political parties and 19 
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independents officially contesting the ballot in 15 
constituencies. These numbers merely confirmed the growing 
fissiparousness in Vanuatu’s erstwhile, seemingly stable, 
party-based politics—a characteristic common in other parts 
of Melanesia but clearly detrimental to policy coherence and 
good governance as party allegiances are soon subordinated to 
individual market leverage. Against such fractious and 
fragmenting party politics, the elections seemed doomed to 
result in a further period of uneasy coalition government.  

 When officially announced on 7 December, the results 
confirmed that no party had secured a simple majority in its 
own right and thus served only to entrench the trend towards 
coalition government. Indeed, the interval between the 
elections and the installation of a new government saw a 
farrago of improbable alliances and betrayals as leaders 
sought to forge a majority coalition. Aware of the high stakes 
they were playing for, many of Vanuatu’s most senior and 
experienced politicians gambled with the country’s fortunes in 
a winner-take-all power play. In doing so they unleashed, at 
least in the view of the sympathetic bystander, an annus 

horribilis in which the institutions of the state were 
continuously assaulted and their integrity dangerously 
threatened.  

 If the anglophones lost government in 1991 as a result of 
internal disunity and divisions, the francophones in 1995 
hastened to follow their example. The francophone Union of 
Moderate Parties (UMP) had never been more than an 
umbrella which sheltered different political groups sharing 
little more than francophonie and opposition to the earlier 
unitary anglophone majority. The disintegration of that 
anglophone solidarity seemed to precipitate similar self-
destructive tendencies among the francophones.  

From early in 1995, the ruling UMP had begun increasingly to 
show signs of internal disunity with rival factions, conscious 
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of the approaching elections, forming in support of the Party 
President Serge Vohor and his main opponent, the incumbent 
Prime Minister Maxime Carlot-Korman. The two men had a 
long history of rivalry which only became acute when UMP 
emerged from the 1991 general elections in a position to form 
government. At that time, Vohor, both as President of the 
party, and because within the party he commanded the 
strongest following, had expected to become Prime Minister. 
His disappointment at Carlot-Korman’s appointment as Prime 
Minister and frustration at having to serve in his government 
were open secrets in Port Vila. Their personal rivalry, which 
was increasingly fought out during the year over the 
endorsement of party candidates for the elections, ultimately 
led to a break-away party of young disaffected party 
members, an increase in the number of candidates standing as 
independents and finally to litigation to decide the UMP’s 
official candidate list; all of which served to divide the UMP’s 
normal electoral vote.  

 These rifts in the UMP were thrown into sharp relief 
immediately after the elections on 4 December, when Vohor, 
claiming the support of a dozen MPs, signed a memorandum 
of understanding on coalition government with the Unity 
Front (UF, which with 20 seats controlled the largest bloc of 
seats in the Parliament), in which he would accept deputy-
prime ministership. Two days later Carlot Korman’s faction 
announced an agreement with NUP to re-establish the 
coalition entered into in the first UMP-led government in 
1991.  

 Over the ensuing days, changes were constantly rung on 
these combinations as Vohor brokered his numbers between 
UF, the rump of Korman’s UMP and NUP. Finally the 
Parliament sat and on 21 December installed Vohor as the 
new leader of a UMP/NUP government, in which former 
long-serving Prime Minister Father Walter Lini agreed to 
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become deputy-Prime Minister and Minister for Justice, 
Culture and Women’s Affairs. Ironically, his sister, and 
Vanuatu’s only female MP, Hilda Lini was denied a Cabinet 
post. 

 Not only were Vohor and Lini politically poles apart, but 
their hold on a majority was extremely frail. It took only until 
the end of January before the first formal challenge was issued 
by petition to the Speaker for an extraordinary session of 
Parliament to debate a motion of no-confidence in the 
government. 

 During the entire year, the country lurched from crisis to 
crisis: first, an attempt by the Vohor-Lini government to avoid 
defeat in the Parliament by a series of illegal acts which could 
be seen to have attempted a coup d’etat by administrative 
means; a succession of highly dubious investment schemes 
which ran the risk of bankrupting the country and brought the 
Ombudsman into courageous but risky conflict with the 
powers of the day; a parliamentary crisis which ended in a 
second successful vote of no-confidence and change in 
government after the Parliament was ordered by the Supreme 
Court to sit and the Speaker was cited for contempt; a crisis in 
the para-military wing of the security force which escalated 
from insubordination and a refusal to obey orders by a large 
segment of the force to their kidnap of the President, coercion 
of a civil aircraft and pilot, a grant of immunity from 
prosecution by the acting Prime Minister (which yielded them 
a virtual veto over government decisions they did not like), 
abduction of an expatriate official and final arrest and 
detention pending charges.  

 By the end of 1996, although the country appeared to have 
survived this succession of crises, the Supreme Court had 
three major cases awaiting its attention in the new year, all 
heavily freighted with political significance—the prosecution 
of Peter Swanson for his alleged involvement in the 
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fraudulent US$100 million bank guarantee scheme, the 
prosecution of the mutinous members of the VMF, behind 
which lurks the shadow of a possible coup attempt involving 
other non-military figures, and the appeal by the former Chief 
Justice against wrongful dismissal.  

 On the positive side of the balance sheet, the government 
commanded a majority in parliament large enough to enable 
the implementation of policy and programs for the first time 
in twelve months; tentative moves, begun late in 1996, to 
reunite the two wings of the UMP seemed to have foundered, 
at least for the time being, by February this year, with Carlot-
Korman again blaming Vohor for unwillingness to make 
concessions to his followers (one suspects his complaint 
reflects an unsurprising refusal to yield the Prime Ministership 
to him); and, in March, the three coalition parties finally 
managed to sign a formal Memorandum of Agreement to 
maintain their cooperation for the full-term until 1999.  

 The memorandum, however, also contained some opaque 
language on proportional distribution of ministerial and other 
statutory offices which could have unsettling effects on their 
solidarity. With four ministerial portfolios each, the NUP 
(which brings only half as many MPs to the coalition as the 
UMP and VP), is obviously disproportionately endowed. The 
VP backbench is particularly restive and chafing at their 
exclusion from a more liberal enjoyment of the spoils of 
office and Carlot-Korman too has called for a more equitable 
redistribution as he seeks to keep alive simmering internal 
UMP discontents. There seems little prospect of real political 
stability in the government. 

 While the politicians thus toyed with the institutions of 
democracy and resorted to the Supreme Court as though to a 
gaming-house, apparently indifferent to the obligations of 
office, they seem not to have noticed a growing 
disenchantment among voters with their reckless politicking 
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and the impact of an accompanying decline in services across 
the board. Voter turnout at the general elections in November 
1995 overall had been comparable to previous years, but in 
the urban electorate of Port Vila, where observation of the 
political process is closest and most informed, voter turnout 
fell to a low of 51 per cent. Similar disenchantment most 
probably accounts for the fate which befell the most high-
profile casualty of the elections, Deputy Prime Minister Sethy 
Regenvanu, who lost his seat in Malekula, after serving in 
every government since independence. His PDP, in fact, 
failed to retain a single seat, despite (or perhaps because of) 
its having been crucial to the longevity of Carlot-Korman’s 
tenure in office.  

 This trend towards loss of public confidence in the 
politicians and for voting patterns to be less predictably along 
traditional party lines was further confirmed in March this 
year when voter turnout at the Port Vila Municipal Elections 
plummeted to an alarming 23 per cent. The results also tended 
to confirm other trends that are beginning to emerge with a 
further fall in support for the NUP (perhaps caused by the 
resignation from the party by Hilda Lini who is returned to the 
national parliament from the Port Vila electorate), and another 
success for the Liberal Party at the local government level; 
remarkable because the party was only founded in 1996 and 
by a woman, Maria Kalsakau, a non-indigenous ni-Vanuatu. 

 Looking ahead, there are some encouraging signs that the 
institutions of the state are holding despite constant battery 
and some internal subversion. The Supreme Court, while itself 
the object of politically motivated interference, continues to 
be seen as arbiter of the constitutionality of the political 
stratagems and ruses being used in the struggle for power. It 
retained, for all contestants, its ultimate authority and its 
decisions were sought in order to validate political triumph 
and defeat. The acting Chief Justice, in opening the legal year 
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in March, and no doubt conscious of the profile of the court in 
recent years, set out the need for the integrity of the Judiciary 
to be protected from political interference; a reference the 
more valuable because made by a francophone ni-Vanuatu. Fr 
Lini having been enjoined on becoming Minister for Justice in 
November to resolve the crisis within the Mobile Force, acted 
with a daring and boldness which might justly have earned 
him the honorific of ‘saviour of the nation’ to add to his 
existing ‘father of independence’, and demonstrated that at 
least he was not paralysed by the need for decisiveness in the 
face of a difficult problem.  

 In the aftermath of the successful arrest of the mutinous 
VMF stand-down group, the government established a 
Committee to conduct a Strategic Review of the security of 
the nation under the chairmanship of Peter Taurokoto, 
political first secretary to Fr Lini. The Review, although 
planned earlier, and more for reasons of fiscal restraint than to 
question, much less pre-judge, the real need to retain the two 
elements of the security force, was to consider Vanuatu’s 
security environment and the roles and tasks of the security 
forces.  

 The Review very quickly came to be seen as a device 
through which to recommend to Parliament the 
disestablishment of the Mobile Force, a course of action the 
Minister and a significant number of other senior leaders were 
thought to favour. The Committee included in its membership 
represent-atives of women, chiefs and churches and held 
public hearings around the country to ensure widespread 
consultation and a comprehensive range of views. It presented 
its report to the Minister in late March and its 
recommendations may be considered when Parliament sits in 
ordinary session in May 1997. While the Committee’s final 
recommendations are not known, an interim report revealed 
that there was wide public support for the retention of the 
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para-military wing separate from the police force. Those 
public views are, however, more likely to reflect local area 
concern with employment and appreciation of the 
construction work of the VMF Engineers, ceremonial displays 
and the deployment of the Band for public enjoyment than 
any assessment of Vanuatu’s security outlook, the VMF’s 
defence capability or the government’s inability to finance a 
separate service to combat a non-existent threat. 

 At the end of March, the three major court cases that 
awaited trial at the end of 1996 remained unconcluded with 
their explosive potential undefused. The trial of Peter 
Swanson in the bank guarantee case had been heard but a 
decision had not been handed down. The government’s 
defence of its dismissal of Chief Justice D’Imecourt (which is 
costing it a lot of money through continued payment of his 
salary pending resolution of his claim) became even more 
difficult when the Attorney-General revoked the appointment 
of the government’s counsel, Roger de Robillard, who was 
cited by the acting Chief Justice for contempt of court. De 
Robillard added to the gravamen of his alleged contempt by 
appearing on television to repudiate the charge and failing to 
return the case files on the grounds that he had not been paid. 
The Attorney-General consequently issued a warrant for his 
arrest. Prime Minister Vohor then suspended the Attorney-
General saying he had been disloyal and incompetent and that 
he no longer had confidence in him.  

 At the end of the month, on returning to Vanuatu from 
Australia, De Robillard was arrested and gaoled for two 
months. At a critical time, the judiciary and the principal law 
officer of the state were once again entangled in the snares of 
political cronyism and their roles vulnerable to potentially 
serious harm. The trial of the 76 members of the VMF was set 
down for hearing in late April, and all the detainees had been 
released on bail, some under very exacting conditions which 
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effectively confined them to their houses except for 
attendance at Church on Sundays. Their sense of grievance at 
their long detention and the further delay before their 
scheduled court appearance is likely to accentuate their 
resentment and pugnacity. Against the background of the 
recent crisis in Papua New Guinea, in particular the 
confrontation between the military commander and the Prime 
Minister, they may even begin to regret not having pressed 
their abortive coup plans further.  

 

Recent economic developments  

Vanuatu is regularly subjected to external and domestic 
economic shocks over which it has no control. In recent years, 
the country has also been subjected to domestic economic 
shocks stemming from political developments of its own 
making. Economic shocks are generated by natural disasters 
such as hurricanes which destroy crops and infrastructure, 
adverse movements in export and import prices or adverse 
movements in exchange rates and interest rates. Such shocks 
invariably result in falling current account receipts, 
government revenue and national income, increased 
government expenditures and national import bills and 
accompanying deterioration in balance of payments, fiscal 
position of government, external reserves and liquidity in the 
banking system. Managing national economic shocks is 
normally a delicate exercise requiring depth of experience and 
expertise and luck. But in Vanuatu this problem has, to date, 
been effectively addressed with generous aid and other 
windows of assistance such as STABEX under the Lomé 
Convention.  

The economy is narrowly based; it depends upon a very 
limited number of agricultural exported items. These are 
copra, beef, cocoa, coffee, kava and more recently squash. 
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The total export receipts from the sale of these items rose 
from 1,600 million vatu in 1991 to about 2,550 million vatu in 
1995.  

Economic growth over the last ten years averaged about 3 
per cent per annum. Annual growth rates also fluctuated 
widely, mainly as a result of natural disasters affecting 
agricultural and services outputs and uncertainties in 
policymaking. As real growth rates barely kept up with the 
population growth rates, the standard of living in the country 
has not improved during the period.  

The services sector, including tourism, government and 
the finance sector, contributed some 64 per cent to GDP in 
1995. The contribution to GDP of the Agriculture, Forestry 
and Fisheries sector has fluctuated over the last ten years, 
mainly due to varying commodity prices and disruptions to 
production in the wake of inclement weather, it was 28.7 per 
cent in 1985, 18.5 per cent in 1989, 22 per cent in 1993 and 
22.7 per cent in 1995. The manufacturing sector is small but 
has gradually increased its share of GDP from 3.9 per cent in 
1985 to 5.2 per cent in 1995. The GDP growth rate was 
estimated at 3.2 per cent in 1995 and 3.0 per cent in 1996. It is 
expected to decelerate further during the current year.  

Domestic inflation is heavily influenced by price 
movements in Australia, New Zealand, Japan, Fiji, New 
Caledonia and France, countries from where the bulk of 
Vanuatu’s imports are sourced. There is no price control 
legislation and prices are determined by supply and demand in 
the market place. But a number of distortions in the market 
place, such as import licensing on a range of important 
essential goods, bear heavily upon the level of prices in the 
country. Inflation, measured in movements in the consumer 
price index, has declined steadily from about 4 per cent in 
1992 to near zero per cent in 1996. This trend reflects falling 
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overseas inflation rates, declining levels of economic activity 
in Vanuatu and absence of hurricanes during the period.  

There are no direct taxes in Vanuatu; corporate or personal 
income tax are not levied. Reliance upon indirect trade taxes 
is therefore heavy. Import taxes accounted for 75 per cent of 
total tax revenue and 55 per cent of total revenue in 1990. The 
corresponding actual figures for 1995 and budgeted for 1997 
are 62 per cent and 46 per cent, and 66 per cent and 52 per 
cent, respectively. Trade taxes distort the allocation of 
domestic resources. They impose high protection on 
inefficient domestic production and add to the costs of 
exporters, thereby eroding their competitiveness.  

The government accepts an open and outward-looking 
trading relationship as part of its development strategy. It has 
made formal application for membership of the WTO and has 
expressed its determination to honour the obligations that will 
be imposed under the WTO rules. So import licensing will 
have to be totally removed and over time the level and 
dispersion of tariffs will need to be brought down. Sequencing 
this trade deregulation program must be handled with care. 
New tax bases will need to be brought into the tax net to 
ensure that the level of revenue is protected and the elasticity 
of the tax system with respect to GDP enhanced. At the same 
time, adjustment to the exchange rate will be necessary to add 
additional support to the traded goods and services sector 
while allowing the import substituting businesses breathing 
space within which to make the necessary adjustments.  

A report on the taxation system reforms for Vanuatu 
prepared by Warren and Whyte in 1994 made enlightened tax 
proposals for Vanuatu. The main recommendations were 

� revenue losses through progressive reduction in tariff 
rates should be offset by a comprehensive consumer tax 
which could ultimately take the form of a value-added 
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tax and introduction of business and personal taxes set at 
relatively low levels. Progressive personal income tax 
could be grafted on to the schedule at a later stage. A 
levy of 1 per cent on the wage and salary bills of all 
employers including government, to fund training, 
should be introduced 

� a 3 per cent wage and salaries tax should be imposed and 
the proceeds of it earmarked for education, health and 
infrastructure programs 

� a 4 per cent business sales tax should replace the 
business license fees 

� tax concessions under the customs legislations which 
were readily given without strict guidelines and which 
were substantially eroding the country’s tax base should 
be severely restricted.  

Warren and Whyte’s proposals, made after extensive 
discussions with the government, the private sector and other 
sections of society were widely debated. Vigorous objections 
from the corporate sector, particularly the offshore banking 
sector, put paid to all proposals save for the last 
recommendation which was accepted only after much 
difficulty. But the need for tax reform cannot be put off for 
long. The share of government revenue to GDP will continue 
to decline with progressive reduction in tariff rates while the 
pressures upon the government budget will most certainly 
continue to escalate.  

 The government has adopted a policy of maintaining 
balance in the recurrent budget for some time. Small annual 
surpluses in the recurrent budgets were in fact achieved for 
most of the years 1987–95, enabling annual transfers for the 
financing of development expenditures to be made.  

 But concerns about fiscal developments in Vanuatu have 
arisen from a different direction. Since independence, 
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development expenditures were determined by Cabinet 
outside of Parliament. Pipelines of projects were assessed by 
the National Development Commission and Cabinet through 
the National Planning Office. Approved expenditure programs 
were determined according to available finance from donors 
and the soft windows of the Multilateral Financial Institutions. 
However, in 1992, the government began to push through 
additional development projects, most of which were not 
effectively quality tested, and were well in excess of available 
financial resources from traditional funding sources. 
Additional development expenditures had therefore to be 
financed through running down government deposits with the 
banking system and domestic and external borrowings. The 
net positive balances of government with the Reserve Bank 
and the commercial banks which was about 1,000 million vatu 
in 1991 is now near zero.  

External debt, which has been very low because of the 
prudent approach to development financing in the past, has 
increased at an annual rate of 12 per cent since 1990. While 
the current level of debt service burden at about 1 per cent is 
low by international standards, its rapid rate of increase is of 
concern. Fiscal prudence is an important pre-condition for 
stable future development as widening fiscal deficits, 
expanding external debt and apparent lack of capacity for 
sound and determined policymaking by the authorities 
conjures up in the minds of investors and consumers the real 
likelihood of rapid inflation, widening budget and balance of 
payments deficits, evaporating external reserves, capital 
flight, slow economic growth, falling demand, corporate 
losses followed by tight fiscal and monetary policies and 
exchange rate adjustments to re-establish national financial 
stability. Faced with such prospects a potential investor may 
well decide to sit and wait or find alternative countries within 
which to invest.  
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Wide trade deficits are recorded for Vanuatu each year. But 
services, particularly tourism, the domestic finance sector and 
the Offshore Finance Centre which register surpluses annually 
and official transfers or aid, help to offset the trade deficits 
each year. However, deficits in the current account of the 
balance of payments have persisted since 1991 and were 
financed with relative ease through inflows in the capital 
account and there were positive changes in net foreign assets 
of the banking system in three out of the five years from 1991 
to 1995.  

The country’s external reserves held by the Reserve Bank 
and commercial banks increased from 16.702 million vatu in 
1990 to 23,808 million vatu at the end of 1996. External 
reserves held by the Reserve Bank were equivalent to about 
6.2 months of imports in 1996. This is only about 23 per cent 
of the country’s total external reserves. The other 77 per cent 
is held and invested in short-term investments overseas by the 
commercial banking system. Among the Pacific island 
countries, Vanuatu has the highest level of external reserves—
some 27 months of imports—available for funding 
international transactions at present.  

Unlike the other island countries, the Vanuatu government 
has up to now been a net lender to the banking system 
including the Reserve Bank. Liquidity in the banking system, 
reflecting the high external reserves and sluggish economic 
growth, is high. And so far, the private sector has not had to 
compete with the public sector for credit from the banks. But 
the widening overall budget deficit, if it continues, could well 
result in escalation in borrowings from the banking system for 
working capital requirements and progressively ‘crowd out’ 
the private sector from the domestic credit market.  
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Adjustment and reform for future development  

Because of prudent fiscal management in the past and 
generous aid receipts, the authorities have been able to 
maintain domestic and external financial stability or stable 
domestic prices and balance of payments positions since 
independence. But private investment and growth have not 
kept up with the needs and aspirations of the expanding 
population. Standards of living have not improved and the 
quality of social services, particularly in education and health, 
appear to be steadily deteriorating. The future of aid, which 
has underpinned development spending and the external 
sector, has to be re-assessed. Expectations are that aid will 
most likely decrease in real terms. This implies that future aid 
must be used more efficiently and increased domestic 
resource mobilisation given the highest priority.  

Encouraged by the Asian Development Bank, the 
government announced early this year that it will embark 
upon a comprehensive reform program for Vanuatu. A 
number of experts provided by the Asian Development Bank 
and bilateral donors, working with officials of the Reserve 
Bank, Department of Finance and the National Planning 
Office, are to prepare draft briefing and policy papers for 
submission to two separate task teams—one on public sector 
reforms and the other on economic reforms. The task teams 
are to be chaired by senior Ministers and to include 
representatives from the private sector, non-government 
organisations, government, the churches, trade unions and the 
opposition. Variations to policy proposals may be made by the 
Task Teams before they are presented to the Council of 
Ministers for decision.  

Refocusing the future role of government in national 
development is central to the exercise. The focus is expected 
to be upon the maintenance of law and order, good 
governance; sound policies for macroeconomic stability, 
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supportive legal framework for dynamism in the economy, 
sound microeconomic policies for encouraging private invest-
ments, productivity and competitiveness in the economy, 
economic and social policies which ensure wide participation 
in the development process by all sections of the population 
and better access to social services, particularly education and 
health, for the economically weak, and the formulation and 
implementation of well appraised public sector investment 
programs which yield high social and economic returns and 
complement private sector investments.  

The strengthening of government machinery for improved 
decision-making and coordination will also need to be 
addressed. Such a machinery, with the Planning Office 
providing secretariat support, should ensure that 

� decision-makers are regularly briefed 

� policy decisions are made quickly as circumstances 
change 

� collective decisions are based upon detailed analysis with 
arguments for and against the various decision options 
carefully presented 

� the recommended allocation of resources, both aid and 
budgetary, reflect the assessed and balanced needs of all 
sectors of the economy. 

Public sector reform is generating much interest within the 
relevant task force and members of the public. It is 
increasingly appreciated that inefficiency in the public sector 
imposes additional costs and burden on the private sector. An 
inefficient and bloated public service also raises the 
possibility of increased taxes, deteriorating fiscal and debt 
positions, and erosion of investor confidence. Measures for 
improvement in efficiency and productivity in the public 
service are likely to include 
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� training in technical and administrative areas 

� insistence on merit as the only determinant for 
recruitment and promotion 

� strict observation of legal provisions which vest in the 
Public Service Commission the power to hire and fire 

� introduction of an appraisal system which sets out targets 
for assessing staff 

� better understanding of the boundaries of responsibilities 
between the Ministers and their political secretaries on 
the one hand and departmental directors on the other. 
Ministers, as part of this exercise, will need to understand 
the relevant provisions of the Constitution and the 
various statutes administered by them.  

Other important objectives which the reform program is 
targeting in the pursuit of good governance, an important pre-
condition for stable long-term development, include 

� strengthening current legislative provisions such that 
parliamentary authorisation should be required for all 
government loans which must be confined to approved 
development expenditures 

� future development expenditures should be presented in a 
capital budget which must require the approval of 
parliament 

� loan or project negotiations, particularly with outside 
third parties, should be undertaken by a selected group of 
officials with relevant experience and negotiating within 
guidelines previously approved by government 

� strengthening legislation on financial and audit 
procedures and provision and use of sanctions in cases 
where rules are not followed 
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� strengthening of accounting and audit capacity in 
government 

� progressive deregulation and gradual removal of 
discretions on the granting of business licenses, customs 
concessions and other forms of assistance to businesses 

� strengthening the police, the judiciary and the offices of 
the Ombudsman and Director of Public Prosecution 

� encouragement to civil societies to strengthen themselves 
and participate more actively in policy and other national 
debates 

� freedom for the media. 

The adjustment and reform exercise is currently going through 
the educational and policy formulation stage. The details of 
the policies and measures which government will need to 
adopt will slowly emerge. Ideally, these must carry the 
collective support of the various interest groups if they are to 
have easy passage to implementation.  

 Different groups are likely to be affected differently. Some 
will be losers and some will benefit in the short term as 
adjustment and reform involves redistribution of 
opportunities, income and ultimately wealth and economic 
power among sections of the community.  

Normally, adjustment and reform are adopted by 
governments following gross financial management or 
economic shocks over which they have no control. In such 
cases, a country will have gone through a period of 
unsustainable balance of payments positions and fiscal 
difficulties, exhausted external reserves, mounting external 
debt and tight liquidity in the banking system. No external 
funding would be on tap except with a comprehensive 
adjustment and reform program designed by the Bretton 
Woods Institutions. In such circumstances, political will 
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during the period of assistance, would certainly be present on 
the part of the government as there would in fact be no option 
to implementing such a program. 

The case of Vanuatu is, however, somewhat different. They 
are launching a reform program when external reserves are 
high and liquidity in the banking system is abundant. They in 
fact do not need the inputs of the Bretton Woods Institutions. 
It is of course a very commendable approach for a country to 
adopt, particularly at a time when worrying signs of fiscal 
mismanagement are emerging. It is for Vanuatu a voluntary 
exercise which calls for much determination, leadership and 
political will from leaders and the Government of Vanuatu if 
it is to succeed. 
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Part 2   
 

 

Some development issues 
 
 
 
 
 

Editor’s note 
 

Given his popularity in the wider Fiji community, Siwa was 

asked to speak not just on economic policies, but also on all 

kinds of administrative, social, political and cultural issues.  

The writings in this section, give a  flavour of the wide range 

of topics which Siwa illuminated with his broad social 

commitment, common sense and unique style:  how to 

integrate micro-enterprises and youth into national 

development; the role of museums in development; and the 

importance of implementing and optimising the benefits of e-

governance.  Those who knew Siwa well, will immediately 

recognise his own personal traits, in whatever sensible, useful 

and pragmatic advice he gave to  others- as in the next article 

giving  guidelines for “managing” colleagues, subordinates 

and bosses.  Siwa  usually practised what he preached. 
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Managing subordinates, colleagues and 

bosses12
 

 
I would like to thank the organizers of this course for their 
initiative. It is an honour for me to be invited to address you 
this morning. You will be covering the subject of people 
management in some depth during the next few days, so I 
shall confine myself to making a few brief observations on 
this important subject.  

I shall make observations based upon my experiences in 
Government, statutory corporations and international 
organizations. Hopefully they will be of some use to you. I 
found that the following simple approaches work reasonably 
well. 
 

Managing colleagues and subordinates 
 

Over the years, there are certain principles which I have 
developed to guide me: 
 
1. If you treat people with respect, they will treat you the 

same way.  There is absolutely no need for rudeness or 
arrogance. It could be looked upon as manifestation of 
lack of confidence and inadequacy by the boss. 

 
2. Management by walking around is good. Visit staff at 

their offices or work places, have a cup of coffee with 
them, and discuss important issues. Good ideas are to 
be found everywhere in an organization.  

_______________________________________________________ 
12 Address by Siwatibau (Vice Chancellor of USP) at The People 
Management Workshop for PSC Senior Executives 9 June 2001, 
Raffles Tradewinds.. 
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3. Those who speak well and dominate meetings of 
departments are not always the most capable or 
imaginative within an organization. The psychological 
effect on staff generated by boss who “SO TO 

SPEAK” comes down and shows a real interest in 
what they do is important and does much for the 
morale of the organization. 

 
4. Have an open management style. Encourage horizontal 

and vertical flow of information and suggestions. 
Anyone with a good idea should be able to come to 
you to discuss. Don’t be afraid to engage staff in open 
discussions. Accept ideas which are better than yours 
and compliment those who come up with them. It is a 
sign of confidence in yourself when you are able to 
develop and encourage the culture of open 
management in your organization. 

 
5. Act fairly, consistently but firmly at all times. 
 
6. Rules and regulations protect the integrity of the 

organization and the interest of all stakeholders, 
including staff. Rules and regulation are changed when 
circumstances change. But when in place they must be 
adhered to.  

 
7. Expectations should be rare as they become precedents 

which must be applied evenly to all as they amend 
existing rules and regulations. 

 
8. Trust your staff. A well trained staff should be 

competent and able to discharge responsibilities given 
him or her. Those who misplace trust must accept the 
sanctions that go with it. Such sanctions may of course 
include dismissal. 
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9. Seek advice from those with technical expertise or 
more experienced than yourself in specific areas. 

 
10. Delegate judiciously within carefully delineated areas 

of responsibilities. Extent the boundaries of 
responsibilities as staff improve their capacities and 
abilities. 

 
11. Continually encourage, nudge, enthuse or push people 

to improve themselves, enhance their skill levels, and 
to take further courses so as to help them realize their 
full potential. This strategy works wonders for staff 
morale, confidence and of course vital for improved 
productivity, efficiency and, for businesses, vital for 
their so called bottom lines.  

 
12. Investment in people or human resources makes all the 

difference to the success or failure of an organization. 
 
13. Always keep an eye out for the “talents”. Give talented 

people special encouragement and facilitate their 
progress up the organization. 

 
14. Those who perform below average need special 

assistance. If they don’t respond well or won’t change 
their work attitude they should be told that they will 
have no place within the organization. 

 
15. Build, encourage and promote team spirit and team 

work among staff. Social activities outside work hours 
are important. 

 
16. Take a keen interest in your staff both in their work 

place and outside of the office. Sometimes, simple 
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advice could help people who may feel that they have 
an insoluble work or personal problem in hand. 

 
17. Be a good listener and be a good communicator.  

Always give the reasons behind your decisions. This is 
important for entrancing transparency in the 
organization. Most people will accept decisions which 
they might not like if they have been listened to and 
can see that the reasons for such decisions are logical 
and make good sense. 

 
18. Lead by example. Be the most hardworking and 

efficient worker in the organization. Be punctual. 
Follow all the rules and regulations meticulously. 
Respect has to be earned. You cannot demand it of 
people. Your reputation as a leader is built up over a 
long period. But it can be lost in a second through a 
misstep or miscalculation. 

 
19. Learn to master basic applied psychology. For 

instance: 
 

� Reprimand staff in the privacy of his/her office or in 
your office. Never let staff “lose face” in front of 
their colleagues. 

 
� Discuss sensitive issues first over the phone or in 

person before confirming things in writing. 
 
� Never shout at people or loose your temper. Always 

“request” things to be done by a specific time. 
Subordinate will know that your requests are 
effectively orders which have to be carried out. 

 
� Always compliment a staff who performs well. 
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� When you point out weaknesses which must be 
addressed, start by pointing out strengths before you 
converge on weaknesses which one has to 
continually improve upon. 

 
20. Leaders should formulate directions, vision, policies 

and strategy which enable an organization to get to its 
objectives. People will follow and be happy to be part 
of an organization whose leaders are confident, know 
what the organization is there for, its objectives, how 
to achieve such objectives, the resources needed and 
how such resources will be secured. 

 
So much for managing peers and subordinates. 

 

Managing bosses 
 
How about managing your bosses, who in your cases are your 
Ministers? Let me suggest a number of tips based on my 
experience in the public service.  You must first be aware of 
the different sets of responsibilities you have, and those that 
your “boss” or Minister has. 

 
1. As public servants you carry heavy responsibilities. You 

have to: 
 
�  Manage your departments or ministries efficiently 

and effectively. 
 
� Formulate policies, strategies, projects and 

programmes and solutions to specific problems that 
regularly appear. 

 
� Co-ordinate activities within and with all 

stakeholders. 
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� Prepare briefing papers and cabinet papers for 
ministers. 

� Discuss with and advise ministers. 
 

� Implement policy decisions. 
 
� Monitor performance against established targets. 

 
2. On the other hand, your bosses, the Ministers, are 

decision makers, not administrators.  But they take 
ultimate responsibilities for what goes on in the ministry. 
They decide on: 
 

� Policies and strategies. 
 
� Draft legislation in your sector. 
 
� Draft sectoral and national budgets. 

 
� Projects and programmes accepted for financing in 

the budget. 
 

3. You should recognise that while initiatives on policies, 
budgets, legislative proposals come from the public 
servant, initiatives also come from political party 
manifestos.  However, it is for civil servants to work out 
the mechanics for implementation and cost/benefit 
analysis of such initiatives. 

 
4. You should recognise that usually, Ministers don’t have 

the educational and technical background which public 
servants have. But they are generally intelligent, have 
experience in the ways of the world and are “street-wise”. 
They tend to know precisely what they want, such as what 
projects they must have in their own constituency. They 
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tend to be very clear about their political agenda.  Senior 
public servants therefore have to cultivate political savvy, 
must be politically neutral, and have a keen understanding 
of political cross currents that influence, motivate and 
drive Ministers. 

 
5. As Civil Servants, you must cultivate trust and confidence 

in your relationship with the Minister. Set aside a day, say 
every Monday to brief the Minister on selected issues, 
policies, strategies, public opinion, legislative review, the 
economy and external factors which bear on 
developments in the country. 

 
6. Policy proposals should be based on sound analysis. 

Policy options should be clearly shown and specific 
recommendations made. Your reasons for selecting a 
particular option should be spelt out. Briefing papers and 
Cabinet papers should be pithy, clear and simply written. 
They should be brief and to the point. Technical details 
should be featured in the Appendix. Busy decision makers 
tend to loose concentration after going through five 
papers. 

 
7. Professionalism, competence and manifest lack of bias on 

your part are vital for establishing trust. Respect by your 
Minister is important, but it has to be earned. 

 
8.  Make sure that you understand all the statutes and 

regulations administered by your ministry and 
departments. In the case of the Ministry of Finance, 
understanding of all statutes and legislations is very 
important, as senior staff have to deal with issues which 
touch on the responsibilities of all other departments and 
ministries.  Ministers are usually not expected to 
understand the provisions of legislations in any detail. But 
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discretions provided under these generally vest in them.  
So it is an important part of your duties to advise the 
Minister on: 

 
� What he can or cannot do under the law. 
 
� The criteria which must be satisfied before he/she can 

exercise his/her discretion under the law. 
 
� If a Minister wants to do something which the law 

does not allow or which violates acceptable standard, 
politely but firmly tell him that he must not do it. This 
affords important protection for the Minister and the 
Ministry against serious embarrassment or worse that 
may emerge at a later date. 

 
� Always follow up oral briefings and advise on what 

Ministers can or can’t do with written minutes to the 
Minister. He/she knows that such minutes will be in 
the Ministry files. Such minutes, besides ensuring 
completeness and effective record keeping, are 
effective deterrents to over enthusiastic Ministers.  
They also protect you should wrong decisions be 
made later, which are contrary to your advice. 

 
I believe that if all civil servants, both senior and junior, 
followed these very simple guidelines, life would not only be 
much easier for them at work, but work would proceed more 
efficiently, in a transparent and accountable manner. 
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Micro enterprises and national policy13
 

 
First, some preliminary observations.   

Nationally, investments as proportion of GDP has been 
declining steadily from 25% in the early eighties to about 10-
11% at the present.  Moreover, Government’s fiscal position 
is weak. It runs large budget deficit. Its ability increase public 
sector investment from public savings is limited.  The reasons 
for low private savings must be addressed. Investments by 
both public and private sectors must be increased. 

Internationally,  the world economy was contracting before 
the events of September 11.  Since the indications are that the 
world economy is heading for a deep recession, the impact 
upon our economy must be of concern. 
 There are serious national limitations. The formal sector of 
the economy which traditionally absorb our attention, will not 
be able to absorb all young people coming out of schools, and 
training institutions every year looking for jobs. 
 The figures are not good but about 10-13,000 young 
people will be looking for jobs each year, but the formal 
sector may generate only some 2-4000 jobs annually. 
 The bulk must be absorbed in the informal sector, in rural 
areas, in urban and peri-urban areas,  or join the swelling pool 
of urban unemployed youth. Unemployment among urban 
youth, is around 25% already. 

Following the disturbances of May last year; 
� Confidence has evaporated 
� Uncertainty has increased 
� Investors are not investing 
� The economy has contracted 
� No jobs are being created, in fact we have lost a lot of 

jobs. 

_______________________________________________________ 
13 Presentation at a national consultation organised by the Fiji 
Government. 
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On the other hand, 
 
� Our reserves are high 
� The financial system is awash with cash 
� No one wants to use these funds for investment 

 
It is a reflection of the absence of confidence in our country. 
 
Poverty 

 
Collecting and analyzing poverty data is not easy. There are 
always a lot of room for disagreements on accuracy and 
methodology, but even allowing for wide margins for error, 
out situation is of some concern. 

The Fiji Poverty Report prepared for government in 1997 
by the  UNDP provides food for thought: It claims that: 
25% of Fiji’s households were below the poverty line in 
1991.14 The poverty line selected appears realistic.  Income 
inequality within the country appears to have deteriorated 
from 1977 to 1991. What has happened between 1991 and 
1998 is still a matter for speculation, but recent economic set 
backs, mostly beyond our control, such as the drought, have 
probably not helped improve the national income distribution. 

The study shows that the poor perch on a precarious 
position in society.  They have 

 
� substandard housing 
� lack assets and income 
� lack education and training 
� are exposed to malnutrition 
� have low life expectancy 

_______________________________________________________ 
14 This figure on the incidence of poverty in 1991 has been recently 
corrected by Narsey  around 36 percent  



 
 
Microenterprises and national policy 
 

 130 

� do not have ready access to health services and other 
social services 

� lack access to safe water, land, markets and to credit  
� are highly susceptible to income variability occasioned 

by bad weather, sickness, loss of jobs, or economic 
shocks 

� are vulnerable to natural disasters such as drought and 
hurricanes 

� are very susceptible to inflation in staple food prices as 
they may be spending more than 70% of their meager 
income on food. 

 
Father Barr in his 1990 study on poverty in Fiji shows a very 
direct positive correlation between poverty, social problems 
and frequency of crime in Fiji.  We need to keep in mind that 
equitable development is a precondition to long term 
sustainable development.  Indeed sustainable development 
with social and political stability can be ours to grasp if we 
situate it within a policy framework which  promotes 
equitable distribution of opportunities. 
 We need to keep in mind that for Fiji the growth area is the 
informal sector with all its micro and small businesses. 
 The financial system is critical in that it can promote and 
increase domestic savings from all savers, and channel such 
savings efficiently and effectively from those who save to 
those who invest. 
 We need to ensure that savings flow to the informal sector. 
Currently household savings flow from the informal sector to 
the urban based formal financial sector (banks, FNPF, 
insurance companies, securities etc) after which such savings 
revolve within the formal business sector. 
 Our financial system needs improving aimed at generating 
savings within  the informal sector to finance investments in 
that sector, and to establishing strong linkages between the 
formal financial system, and the informal financial system. 
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Such schemes are essential if investments in micro and small 
businesses are to be readily financed. Currently most such 
potential investors are not able to access the public savings 
managed by the formal financial system. 

The  ESCAP report disaggregates Fiji’s financial system 
into three broad categories: 
 
(1) Formal system – governed under legislation  

supervised by the RBF or Ministry of finance [Banks, 
Insurance companies, FNPF, Securities, Development 
Banks, Finance companies] 

 
(2) Semi Formal Financial system - governed under 

legislation  supervised by another government 
department, [Credit Unions, Co-operatives] 

 
(3) Informal financial system, where the activities are not 

governed under any legislation and are not supervised 
by any government department or agency. 

 
There are many positive macro economic impacts of the semi 
formal and informal systems: The growth of semi formal and 
informal financial system . Domestic savings will increase, 
As total national investments have to be financed through 
domestic or external savings, reliance upon external capital 
could decline. As the deficit in the current account of the 
balance of payments equals capital inflows stability in the 
external sector for the same level of national investments 
could be assured. 

There are many initiatives ongoing in the informal 
sector: In the informal sector people are taking initiatives to 
promote or protect, their economical and social interests. 
Some of these initiatives are supported by NGOs, donors and 
government agencies, 
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Groups with common bonds and interest form a group; they 
save regularly forming a savings pool; Members have access 
to the pool for social or customary needs, and for economic or 
prudential purposes; Members themselves set rules for their 
IFS: 
 
� On management 
� The responsibilities of their committee 
� Limits to borrowing 
� Repayment schedule 
� Sanctions against recalcitrant members, 
 
Their objectives are to: 
 
� Allow savings to grow, 
� Finance social and investment needs, 
� Improve their standard of living, 
� Empower members and enhance self reliance, 
� Enhance participation in the development process by the 

economically weak 
 
The informal and semi formal financial system in Fiji now 
include: 
 
� Savings club 
� Village banks 
� Grameen type banks 
� Credit Union 
� Co-operative banks 

 
We need to be deeply aware of the causes of failure of our 
informal systems.  They included 
 
� Lack of knowledge or knowhow, 
� Lack of book keeping  



 
 
Microenterprises and national policy 
 

 133 

� lack of basic management expertise 
� lack of discipline  
� malpractice 
� lack of clear rules and sanctions 
� lack of economic activities (ie micro businesses) to allow 

the funds to revolve and for the IFS to cover costs 
� The pace of expansion was too fast 
� Lack of cohesiveness within the membership 
� Lack of care in selection of members 
� Savings efforts were not regular or durable. 

 
Legislative provisions in the Reserve Bank of Fiji Act. 
 
The RBF under its principal purposes, in RBF act, is required  
to: 
 

� Promote monetary stability, (encouraging domestic 
savings through the semi formal and informal financial 
systems certainly promotes monetary stability) 

 
� Promote  a sound financial structure. [Informal and 

semi formal financial system are part of the country’s 
financial structure, they, with development, will serve 
the bulk of the country’s population whose credit needs 
have not been served by the formal financial system in 
Fiji] 

 
� Foster credit and exchange conditions conducive to the 

orderly and balanced economic development of the 
country.  
 

Orderly and balanced development calls for investments in 
and growth of micro businesses in the informal sector of the 
economy which must be financed by the informal and semi 
formal systems through savings generated there and 
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supplemented by flows from the formal systems through 
linkages with the informal system. 
So the RBF is the appropriate agency to co-ordinate the future 
developments in the semi formal and informal financial 
systems.  With the Ministry of Finance, it already supervises 
the formal financial system.  It has the resources, the 
expertise, the influence, and statutory duty under the law to 
co-ordinate all efforts, involving all government agencies, 
departments, NGOs and donors. 

The current legal frame work is enabling and not 
unfriendly to the growth of  semi-formal and informal 
financial systems. 

The Banking Act defines banking businesses, accepting 
deposits from members of the public and lending to all and 
sundry.  To be a recognised financial institution, you need to 
be licensed under the act. 
 Groups of people who wish to save and lend only to 
themselves may decide to register themselves as a credit 
union or credit co-operative and have the conduct of their 
affairs governed under the credit unions or co-operative acts 
these are part of the informal financial systems under our 
definition 
 If it were considered desirable to have credit unions to 
borrow from the formal financial system to enhance linkages, 
and lend to non members, within defined limits, minor 
amendments to Section 31 and 17 of the Credit Unions Act  
could be considered.  Savings groups, etc may: 
� Save together and lend to themselves, 
� Accept deposit from non members or loans from lenders 

and lend only to themselves, or 
� Refrain from accepting deposit from non members but 

lend to themselves and non members, and do so legally 
without violating the banking act or any other legislation. 

� But they would of course be operating within the 
common law. 
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Another survey of the informal system should perhaps be 
undertaken or co-ordinated by the RBF.  The objectives 
should be to obtain a detailed knowledge of the current 
position and to firm up on appropriate policies and programs. 
 Informal systems should not be legislated. All that is 
needed at this stage is enabling environment. NGOs that 
provide seed capital, and assistance to Savings Home Groups 
(SHGs) themselves need: 
 
� Training in basic management, and book keeping, 

conduct of meetings, credit procedures negotiations. 
� Knowledge about sources of TA’s and other aid, 
� Grants and TA’s for institutional strengthening. 

 
These services would need to be co-ordinated by the RBF, but 
provided directly by relevant  parties NGOs, government 
department and agencies. 
 Commercial Banks, Development Banks have an interest 
in the growth and strengthening of the informal, groups. It can 
reduce administration  costs to them through joint and several 
guarantees as security. Ultimately growth will be good for 
their businesses and bottom lines. 
 The RBF needs to identify NGOs with potential for 
assisting SHGs and facilitate training and institutional 
strengthening for SHGs.  Actual training should be 
undertaken using existing resources    such as credit union 
league and co-operative facilities and personnel and other 
outside expertise.  Financial resources for these activities 
could be  provided by Ministry of Finance, RBF, FDB, 
Commercial Banks, donors, into a fund managed by the RBF. 
Linkages between the formal financial system on the one hand 
and the semi formal and informal systems on the other should 
be fostered by the RBF: 
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� Through moral suasion, 
� Convincing banks, development banks etc of the ultimate 

benefits to them, 
� Strengthening the semi and informal systems, 
� Lending at market rates, 
� With peer pressure among motivated members 

guaranteeing the ultimate security. 
 

SHGs in the informal system can already lend to members at 
whatever rates they wish. SHGs should themselves decide 
when they want to graduate into the semiformal system and at 
that point come under the provisions of statutes. 

There will be a need to consider flexibly worded savings 
and loans statute to absorb the credit union act or to exist 
separately. This is to provide more flexible and enabling 
arrangement into which informal financial systems entities 
could graduate when they wish to. RBF and Ministry of 
Finance could examine this. 

The RBF would need to be the registrar and supervisor of 
the semi informal financial system also, i.e. Credit unions, 
Savings and loans association in due course, but not co-
operatives. 
 Here is a question for bankers:  would simple legislation 
that accord legal entities to SHGs, and nothing more help you 
in the linking exercise? 
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Mainstreaming youth into development15 
 
Brother Fergus Garret, members of the Marist Brothers Board 
of Education, Excellencies, Distinguished Guests, Staff and 
Students of the Champagnat Institute, Ladies and Gentlemen. 
It is indeed a great privilege to be invited to be part of this 
important occasion. The Catholic Church has, over the years, 
contributed much to the social and economic development of 
the country. This is one of the many worthy activities of the 
church which targets the needs of the many who desperately 
need help within our communities. I hope that you will allow 
me, today, to make some observations about the plight of the 
economically weak and the young in our country. 
 The structure of our population and its growth rate are 
determined by: 
 
� Fertility rate, 
� Mortality rate, and 
� Net migration rate. 

 
In most PICs: 
 
� Fertility rates are high and falling slowly, and 
� Mortality rates are falling faster. 

So where net emigration is low, we see, 
� High population growth, 
� Very young population structure, and 
� A very large pool of young people. 

So in the PICs, including Fiji, about one third to one half of 
the total population is under 15 years old.  The 15 – 24 year 
age group, the youth population, make up 20%of the total 
population on average.   

_______________________________________________________ 
15 Presentation to a conference for Catholic Educators, at the 
Champagnat Institute. 
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Our current and projected population structures imply: 
 
� There will be large number of young people in schools, 

non formal education institutions, tertiary and other 
training institutions 

� There will be required significantly increased budgetary 
allocations as proportions of GDP for education and 
health services  and social and economic infrastructure 

� There will be large numbers of youth pushed out or 
coming out of our schools and tertiary institutions 
looking for jobs or other economic opportunities each 
year, 

� There will need to be large investments by the public and 
private sectors and communities in HRD, and training to 
equip young people with necessary skills either for jobs 
or to do things for themselves in the informal sector or in 
small businesses in the rural or urban areas, 

� With ongoing adjustment and reform programs in PICs, 
most involving downsizing in the public sectors, most 
youth will have to be absorbed in the private informal 
sector or join the expanding pool of unemployed. 

 
Some population projections for the PICs under various sets 
of assumptions of fertility, mortality and net migration have 
been made. The results are of interest. 

In the case of PNG, for instance, the total population was 
about 3.9 million in 1990. Of this, those below the age of 24 
made up 62.5% of the total population. It is estimated that in 
the year 2000 the total population was 4.625 million, with 
those below the age of 24 years making up 58.4% of total 
population. So young people will still make up the bulk of the 
population in that country. Current estimation in PNG 
suggests that some 50 – 60,000 people are joining the labour 
force each year, but only 5 – 6000 new jobs are available each 
year. 
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In Fiji, we have a similar picture, only different in scale.  
About 14 – 15,000 attempt to join the productive labour force 
each year. In normal times about 3,000 new jobs were 
generated by the Fiji economy. Now of course we are losing 
jobs and not creating any new ones. 
 These figures imply that most young people will have to 
be absorbed into the private sector, rural economy, informal 
sector or will be unemployed.  Following the disturbances of 
May last year, the economic and social conditions in Fiji has 
deteriorated considerably. 
 
� Confidence has evaporated. 
� Uncertainty has increased. 
� Investors are not investing. 
� The economy has contracted. 
� No jobs are being created; in fact we have lost a lot of 

jobs. 
 
However, our Foreign Exchange Reserves are high, largely 
because the financial system is awash with cash.  No one 
wants to use these funds for investment, certainly not the 
private sector.  It is a reflection of the absence of confidence 
in our country. 
 Unemployment is very high. Among the young it is 
estimated at more than 20%. Weak economy, high levels of 
unemployment cause social, economic and political 
difficulties and instability in countries, including Fiji. 

Government, because of fiscal constraints cannot absorb 
the influx of young people in large numbers. The formal 
private sector cannot do much; existing and potential investors 
are not investing.  

The medium term solution is therefore to be found in the 
informal sector, in people doing things for themselves in 
micro business development.  Small businesses contribute an 
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increasing proportion of GDP in all developed and developing 
countries, exceeding 50% in most of them. 
In Taiwan it is said that if you toss out a pebble from the 
second floor of any two storey building you are likely to hit 
the head of a Managing Director! Taiwan has had a dynamic 
economy with small medium enterprises spearheading the 
export drive and wealth creation in that country. 

The development strategy or our country should therefore 
emphasise small business activities in the informal sector.   

Incidentally women do much better in business than men 
do! In all our island countries women are more successful in 
business than men. We must take advantage of this fact in our 
country’s small business medium term development strategy. 

 
I believe that in the current climate, only the public sector 
can inject life into Fiji’s economy at present using the funds 
which now lie idle in our financial system by: 
 
� Implementing well thought out capital projects and 

infrastructure maintenance, 
 
� Entering into joint ventures with private business on 

viable commercial projects such as hotels, natural 
resource processing and others, 

 
� Allocating more resources, both human and financial, for 

small business development and to non government 
organizations such as the Champagnat Institute which 
undertakes excellent community work. 

 
I hope these ideas are of some use to the educators present 
today. 
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Museums and Development16
 

 
When the organizers of this function invited me to give this 
talk I was bemused, as I am neither a museologist nor 
museographer. That is, I know very little, if anything, of either 
the theory or the practice of museum work. 

I learnt from my Webster’s dictionary that the term 
“museum” is derived from the Greek term ”mouseion” which 
translates to mean “the seat of the muses”. Muses were, in 
Greek myth, the Nine Goddesses, Daughters of Zeus or 
Jupiter who protected and encouraged Poetry, Music, 
Dancing, History and other branches of Art and Literature. 
Certainly, the original function of museums from the 3rd 
century for example, were for muses, or thinkers of the day to 
study and engage in what were called “noble” disciplines. 
Museums were institutions for research and thinking.  Perhaps 
it is this similarity of roles to that of the University that 
prompted the organizers to invite me to this fund-raising.  I 
am pleased to oblige. 
 While museums in the early days were only for those who 
trod in the rarefied atmosphere of thinkers and philosophers, 
modern day museums now service a multitude of purpose and 
seek to serve as wide a variety of people as possible. 
Basically, museums collect, conserve, record and display our 
treasured cultural and natural objects. They do what libraries 
do for books and archives do for official documents.  

As you all know, the world is full of different types of 
museums. They may differ in themes or sector they cover. For 
example there are historical, cultural, art, science, industrial, 
or technology museums, They may specialize in the audience 
they cater for. Children’s museums are an example. There are 
also differences in geographical coverage – from national 
museums to provincial to much more localized town or 

_______________________________________________________ 
16 Speech at fund-raising event for the Fiji Museum, 13 July 2001. 
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village museums. We have not progressed quite that far in 
Fiji. 
 I understand that modern museums see themselves as 
playing 3 major roles:  a social role, service to the community, 
and an educational and cultural role. The Fiji museum, 
through its years of existence, has played all these roles to 
some extent as well.  

You have all come here tonight because you value the 
current and potential role of the Fiji Museum. I thought 
therefore that tonight we could dwell a little more on this 
issue of the role of the museum in Fiji today. 
 An important role of a museum is its social role. Perhaps 
most familiar to many of us is its function as an expression of 
our society. It collects and displays for public enjoyment and 
for enlightenment of scholars, solid representations of our 
history, our culture and our natural heritage. In this expression 
it also tries to preserve what is valuable in a vanished or a 
vanishing society. The museum through this process can 
become a powerful instrument for influencing the cultural 
development of a society into the future. 
 While I was in India a few years ago, I visited a little shop 
selling Kashmir carpets. I admired their beautiful patterns and 
colours and great variety in designs. I was told that the 
patterns are very old traditional designs. Those who still 
weave these carpets by hand had to go back to the museum to 
get the traditional designs that would otherwise have been lost 
to them forever.  

I think that something similar has happened here in Fiji. 
When I was still in school- many years ago- Fijian handicrafts 
were very limited both in variety and in design. They were 
generally of poor quality and made mostly for their utility. 
Since the growth of the tourist industry that has created a 
market for them, the variety and quality have certainly 
improved. Many items of craft ware- particularly carving- 
have benefited from museum collections for their designs. We 
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now see beautiful wooden oil dishes, food hangers and clubs, 
or unusual woven containers, sold mainly for decorative 
purpose and not for their utility. The Fiji Museum contributed 
to this not only through its collection of old artifacts, but also 
through assisting with annual craft fairs that encouraged many 
of our craft people to develop their latent skills and their pride 
in their craft heritage. 

A museum is a vital institution in the preservation of our 
culture and of what we value most. The values that we as a 
society treasure and which are usually exemplified in 
museums include for example those to do with aesthetics- 
what we consider beautiful: those to do with morality- what 
we consider right and wrong; those to do with religion- what 
we consider sacred; those that are important in our history; 
and those that have biological value- our natural heritage. 
 A museum however, should not only stop at preserving our 
inheritance and values. In our country, a museum should also 
take bold initiatives to display possible ways forward. This is 
important not only in terms of our arts and crafts but also in 
terms of our wider culture and of our history.  

We in Fiji have a rich cultural heritage and a colorful 
history. The museum could promote greater awareness and 
pride in our multicultural heritage. We can encourage greatly 
its displays, to be proud of and to work to develop our rich 
multicultural society. We in Fiji are privileged joint inheritors 
of traditions from Oceania, Asia and Europe. If the museum is 
to be an expression of our society, it needs to represent our 
multicultural heritage.  

Often museums are obliged to cater mostly for tourists and 
therefore bias their displays towards the needs of foreign 
visitors. This is understandable when a museum is stretched 
for funds. However, its social role requires that it caters for 
the needs of its society too and be an instrument for education 
and pride within that society.  
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A museum should be like a window, through which we not 
only see and appreciate our past, but also dream about and see 
glimpses of our future.  

I am not saying that our museum be staffed with 
visionaries.  But our museums should encourage scholarly 
studies of our society and culture that give us broad overviews 
of our past, sound analysis of our present and highlight our 
society’s positive values to guide us to the future.  

I note with appreciation that the funds raised from this 
evening are to assist the museum in promotion of greater 
cross-culture understanding and in support of the nation’s 
tangible and non-tangible cultural heritage. 
 Additional to our cultural and social history, a museum 
may also reflect our natural environment embodying what we 
value in our biological heritage. This is a role that has not 
been so dominant for the Fiji museum. In this era of 
aggressive exploitation of our natural resources and increasing 
loss of native species, the museum may consider playing a 
more active role in this area.  

The museum may also consider working more closely with 
other institutions such as the USP and the technical 
institutions of government to develop a program focusing on 
our natural history. Our natural inheritance can be a source of 
pride and a uniting symbol for our nation.  

Just see how the New Zealanders have adopted the Kiwi 
and the silver fern, while the Australians identify with the 
kangaroos and wallabies. Perhaps we could adopt the endemic 
tree called masiratu, or the endemic bird known as manu kalo, 
or some other animal or plant that is endemic to this country. 
It may do more to help us identify with our common heritage 
than the name “Fiji Islanders” by which we are all supposed 
to be known. 

By the way, I did not know that the manu kalo, otherwise 
known as the long legged warbler, is found only on Viti Levu 
until I read about it in Dick Waltling’s book. It is not found 
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anywhere else in the world. The book, titled “Birds of Fiji, 
Tonga and Samoa” was intended by the author for the 
interested layman. His primary purpose was to stimulate 
greater public interest in wildlife, leading to concern for its 
conservation, which is direly lacking in this country. The 
book was published almost 20 years ago. Yet after two whole 
decades, I think that not much has changed in terms of 
concern for conservation – neither of our beautiful native 
birds nor of the wild generally in Fiji. Solid and three 
dimensional displays such as can be provided by a museum 
can do much to confront people directly, help stimulate 
interest in wild life conservation as has been done by 
Watling’s book. 
 Museums do service to the community.  Through its 
collections and its exhibitions, a museum services its 
community. The Fiji museum is a national one and therefore it 
services the needs of the whole nation. There needs to be 
sound policy, identifying its main areas of focus and how it is 
to represent the nation of Fiji, in order to guide the nature of 
its collections.  Likewise its exhibits should meet what it 
considers to be the needs of the nations as a whole. Given the 
wide diversity of our peoples, the museum’s attempts either to 
represent that wide diversity or to service through exhibits our 
great variety of needs can be very difficult indeed. 
 When we were residents in Vanuatu, we were pleased to 
receive regular communications from a group that called itself 
– the Friends of the Fiji Museum. This is a welcome initiative 
that should be encouraged. Given the limited resources of the 
Fiji Museum, greater participation of the interested public 
could stimulate widespread interest in its work and extend its 
influence to many locations throughout Fiji.  

Local government units such as townships and cities for 
example could be encouraged to set up their own small 
museums run by volunteers. Even single villages may become 
enthusiastic and set up village museums.  
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Those of you, who have visited Port Vila in Vanuatu, may 
have enjoyed Misoutuchkine’s folk museum. It is no fancy 
building – just a humble house with a floor but it has an  
interesting collection of wooden and ceramic articles from 
islands of the Pacific. Such a set up can be a model for a 
village museum. People from within the village can be 
encouraged to display their historical and cultural objects in 
their own museum and thus make their own young people as 
well as visitors know of their village heritage. 
 With technical assistance from the Fiji museum, such a 
village museum could be set up in one or two villages in the 
Coral Cost or the Nadi area where tourists may also be 
welcome. Village groups such as women’s clubs or youth 
clubs could run them. Several members of such groups could 
be trained in museography by the Fiji museum.  

The setting up of a museum by a village for the display of 
their own heritage could serve to boost pride in their cultural 
and natural heritage. Such pride in their heritage and 
environment is, I think, direly needed in Fiji. The status of 
Fijian villages on the drive from Nadi to Suva – either through 
the King’s road or the Queen’ s road indicates a loss of pride 
in the appearance and cleanliness of villages that needs to be 
reversed. The setting up of village museums could, I believe, 
contribute to that process. 
 The setting up of village museums could also encourage 
discussion and recording for display purpose, of the different 
relationships and roles of families and individuals within the 
village. The roles and positions of carpenters, weavers, 
fishermen, gardeners or chiefs and matanivanua could be 
explained and items of wear or use associated with such roles 
displayed. It could also serve to inform them better of their 
village history. 
 Fijians often have a nice way of making use of their 
traditional history to explain current unusual behavior. All 
over Fiji are tribes that claim to have descended from the 
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people we call the veli. One favorite descended relative of 
mine who belonged to such a tribe went to bathe in the village 
bathing pond one day after a hard day’s work. It was raining 
quite heavily so he took an umbrella to keep dry. His towel 
and clean clothes were exposed to the rain on the bank but he 
continued to hold the umbrella above his head while bathing 
in the pool. He realized his mistake only after hearing loud 
comments and laughter of passers by. Everyone including 
himself passed it off as a natural behavior of a descendant of 
the veli and not as something to worry about. Without this 
understanding he and others could begin to wonder about his 
mental health. 
 Discussions accompanying the setting up of village 
display, to unravel the village history and family relationships, 
will stimulate much discussions and possible arguments. They 
therefore need to be carefully facilitated by knowledgeable 
museum staff or scholars. It seems to me that such displays, 
following village discussions, will help villagers understand 
their past better, and generate ideas that will help them 
introduce changes to enhance the quality of village life for the 
present and the future. 
 I am not advocating that through setting up village 
museums that village life return to the structures of the olden 
days. Not at all. Rather, that people need to know and 
critically assess their past, so that they can use that knowledge 
to more successfully adapt to current changes. 
 Museums have an educational and cultural role. While it 
may be argued that museums provide education in anything 
they do for the public, many museums do much more than 
that by linking with, and servicing courses for, institutions of 
formal education, such as universities and schools. Again the 
Fiji museum has made attempts in this area but has not gone 
as far as many museums in other parts of the world.  
 In an increasing number of countries around the world, 
museums link very closely with schools, so that 
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schoolchildren are required to visit museums as part of their 
studies and teachers trained to offer courses that involve 
exposures to museums. Such countries include Brazil, New 
Zealand, Great Britain and Germany. 
 In some countries museums have had a long tradition of 
close association with universities so that they are used as 
teaching centers or provide chairs and courses at universities. 
These are possibilities that the Fiji museum could experiment 
with in its attempt to reach a wider audience and educate more 
people. 
 The cultural role of a museum involves its work in keeping 
in good condition –either through conservation or restoration, 
works of art or valued cultural treasures of importance of the 
society it serves. This is an important role of the Fiji museum 
too. Items of great importance that provide a real challenge in 
the area of restoration for our museum would perhaps include 
ancient pottery not only from Lapita era but also from other 
periods in our past. Such restoration requires a judicious mix 
of good research and healthy imagination. 
 In both roles for education and for culture the museum will 
depend on sound scientific information gathered through 
careful research. Such research may be undertaken by the 
museum staff itself or by outsiders. Again, the Fiji museum 
lacks sufficient resources to do the research required for it to 
satisfactorily fulfill its educational and cultural role for our 
multicultural society. It requires its friends to help it extend its 
networks of researchers so that it can obtain the information it 
needs to satisfy these roles. It may be possible to make use of 
a network of international researchers in universities 
throughout the world, including the USP, to take on research 
projects that contribute to the accumulation of knowledge 
with which Fiji museum can enhance and expand its 
education roles. 
 As you can see friends, there is much that a museum can 
do for our society. However, with limited resources it needs to 
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set its priorities. It would to its benefit to receive guidance 
from members of our society in setting those priorities.  

By supporting this fundraising ball you have already 
indicated your support for its work on the promotion of cross 
– cultural understanding and its attempts to represent our 
country’s tangible and non-tangible heritage. Cross-cultural 
understanding is indeed vital at this particular time for our 
country, as you all well know. After generations of 
multicultural co-existence in this country we still harbor 
much-unfounded suspicions of each other. One of the very 
important areas of un-founded suspicions and 
misunderstanding is in our religious beliefs and practices. The 
museum in its attempts to represent the values of our different 
people can play a vital role in conveying and emphasizing 
values that are common to all.  

Our everyday language still contains much that divides us. 
In our Fijian vernacular language for example, we still call 
non-Fijians vulagi – meaning visitors and guests. The 
museum through objective research and educational programs 
can do much to increase cross-cultural understanding and 
bring us all close together. I am pleased to be here to support 
that program with you. 
 I have taken this opportunity to suggest ideas for 
increasing the role and influence of our museum. They are 
only ideas for us all to mull and muse over. To pursue any of 
them further may require a lot more funds and resources than 
currently available to the museum.  

However we are all in a museum anyway. According to 
my Webster’s Dictionary, this place is the seat of the muses. 
There is no harm in us all playing the role of muses if only for 
this night. 
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E-Governance, governments and  

The University of the South Pacific17 

 
It is a privilege to speak to you today at this e-Governance 
seminar. Technology is having a major impact on both your 
business and mine. We must work together to keep pace with 
the many changes that result from the use of technology. 
 Globalization has been driven in large part by recent 
advancements in information technology. It cannot be 
ignored. While there are both positive and negative aspects of 
globalization, the Pacific region should be seeking ways to 
use these technologies as opportunities rather than threats.  

As one example, in the past, the great distances between 
the countries in the region have been a major inhibitor to us 
working together as a region. But technology can be used to 
overcome this inhibitor helping the countries to cooperate 
more closely and compete on a global basis. 
 
The University of the South Pacific 

 

The University of the South Pacific is a centre of education 
excellence in a region of extraordinary physical, social and 
economic diversity. Established in 1968, USP is the only 
university of its type in the world. It is jointly owned by the 
governments of 12 island countries: Cook Islands, Fiji, 
Kiribati, Marshall Islands, Nauru, Niue, Solomon Islands, 
Tokelau, Tonga, Tuvalu, Vanuatu and Western Samoa. 
Students from all these countries attend the University. There 
are staff, buildings and programmes located in all the 
countries. The main campus, Laucala, is in Fiji. There is a 
second campus, Alafua, in Western Samoa where the School 
of Agriculture is situated, and a third, Emalus, in Vanuatu 

_______________________________________________________ 
17 Speech given at a conference on E-Governance, Mocambo Hotel, 
Nadi.  June 2001. 
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where the School of Law operates. There are University 
Centres in eleven of the twelve member countries. 
 
USP’s outreach programme 

 
Pioneering communications techniques are used to reach 
distance education students across the vast expanses of the 
Pacific Ocean.  USP provides Internet access to more than 
13000 staff and students on its three campuses and nine 
Centres. The Internet is used mainly for e-mail and accessing 
the World Wide Web for research and teaching.  

To provide the kind of Internet performance our users need 
to make the most effective use of the Internet, USP should 
increase the speed of its Internet connection. However, the 
high cost of the service is preventing us from doing so. 
Government departments may have a similar problem with 
high internet costs. One thing is clear, if internet costs don’t 
come down, none of us will get the full advantages of the 
internet. 
 USP manages its key information resources with a system 
called Banner. The Banner system houses the Universities 
student records, employee information and financial systems. 
A single source of data provides the means to create 
workflows within the different sections of the University. For 
example, a new employee automatically gets access to certain 
resources, such as an e-mail address. Students can freely 
move between any of the Universities member countries to 
study, and their academic records are always accessible. The 
centralization of the data resources allows the University to 
more closely align IT practices with the Universities business 
practices. This is crucial to the successful implementation of 
IT- the business model and not vice-versa. 
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What are the Benefits of E-Government? 

 
Many organizations start with looking at how the technology 
can help improve customer service and, in government, your 
customers are the citizens. Clearly, the home page on your Fiji 
Government Online web site providing accurate and up-to-
date information will enable citizens to save time and better 
interact with the government. I was pleased to see recently 
that there is a new website to educate people on the upcoming 
elections and to answer their questions. 

Providing citizen access to government data also provides 
the government with a means to communicate key policies 
accurately and quickly without dependence on the media. 
Probably most important is the potential that providing access 
to all but the most sensitive government data will improve 
openness and transparency of the government. 
 Web sites can evolve into two way communication where 
citizens can make requests, fill out forms such as driver 
license renewals and then continue to check on the status of 
those requests. Taking it one step further. Perhaps someday 
citizens will receive and pay their water bills online. 
 
Benefits for the Public 

 
The Public can potentially enjoys many benefits if its 
government embraces information technology: 

� Faster access, more accurate up-to-date information to 
the public who deal with government offices 

� More accurate communication to media, citizens; 
government positions real time and in writing 

� Citizens have access to more information. The 
Government becomes more open and transparent. 

� Access to information is 24 hour per day. 
� Improved accuracy of information 
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Many of these improvements are realized with the adoption 
of standard web technologies that are accessible to a large 
number of people. A website can also be used as a 
marketing tool. From the perspective of USP, this involves 
attracting students and staff, often from abroad. From a 
government perspective, campaigns aimed at educating the 
population on issues such as voting procedures and anti-
litter campaigns can use web technologies as a vehicle to 
reach more people. 
 
Benefits for Management 
 
The benefits to the public arise because an E-Government is 
able to use its information resources more effectively. 
Effective management of information resources also helps 
the Government in its internal business affaires by: 
 
� Providing information to managers to help support 

decision making. 
� Providing the information in a timely manner. 
� Providing a means whereby executives can monitor the 

critical success factors of the enterprise. 
� Provide information in trends, allowing managers to 

forecast and plan for the future. 
� Provide an infrastructure to facilitate better 

communication between departments and ministries. 
� Support collaboration between departments. 
� Better communication between departments and 

ministries. 
 

Benefits for Procurement (B2B) 

 
One of the areas that information technology has the potential 
to increase effectiveness and efficiency is communication 
between businesses often called Business-to-Business (B2B). 
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It generally refers to those transactions that take place among 
commercial partners, as opposed to between businesses and 
consumers. Much of this activity gains almost no attention 
from the popular media and is largely unseen by the public at 
large. It is in fact a very serious and sustainable new 
stunningly revolutionary change to the world of commerce. 

The concept of B2B networking is based on enhancing 
prices. It allows the bidding process to take place with the 
seller driven auction and buyer driven auction with dynamic 
(time sensitive) pricing. It allows easy charging to tenders and 
easy tracking of bid and ordering processes. 
 USP has a computer purchasing system and financial 
system. Although the system has not been full utilized, it has 
the potential for improving how university handles its 
procurement online and approve it online. USP is reviewing 
its purchasing procedures to see how they can be improved in 
light of the technology. 
 
Improved Services to Government Employees: 

 
The concept of e-government holds great promise for 
improving services to government employees in a transparent 
manner. Computerization of human resources information 
should produce a low-cost yet high value outcome of all 
potential producers and users of human resource. 

Looking at USP as an example, we are in the process of 
adopting IT in the human resources area. Our first task was to 
improve the accuracy and quality of the human resource data. 
Our second task was to provide a means to make it accessible 
to the university community. These two tasks are 
complementary: University staff can now look up their leave 
balances via the web, and can even get forecasts of what their 
balance will be at a future date. This type of information 
access improves the quality of the data in the HR system, as 
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errors are quickly detected by the users of the data, and 
feedback systems are in place so that the errors are rectified. 
 

 

How Can a Government become an E-Government? 

 
There are a number of strategies available. 
 

(1) There must be a commitment to invest in IT 
 
It is a well known fact that Information Technology costs a lot 
of money. However, benefits will not be realized with a 
piecemeal approach to IT. Putting a computer on an office 
workers desk will not make them automatically more 
efficient. What is needed is a commitment approach that 
implements the infrastructure required to support the 
technology. 
 USP has been investing a lot of resources in developing its 
Information Technology both in human resources and 
infrastructure. The establishment of an Information 
Technology Section was a strong commitment on the part of 
USP. This section was tasked with roles as defined in the 
University Charter as “… supporting and promoting the 
innovative use of communication and information 
technologies for teaching and learning as well as for 
management purpose… must remain at the forefront of 
communication and information technologies…” 
 The University now has over 1200 desktop computers. The 
installation of USPNet cost F$15 million, and we thank the 
donor countries and the Fiji Government. The USPNet 
operating budget alone costs F$1 million per year. The 
upgrading of its network infrastructure has cost the University 
$800,000. These figures show the commitment USP has for 
its information technology infrastructure. Only after such a 
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financial commitment is made do we see a return on the 
investment. 
 
(2)  Appropriate policies must be put in place 
 
The ability for any organization, including the government 
itself, to take full advantage of the internet is very dependent 
of government policies. Government policy must encourage 
the telecommunications carriers to provide better services and 
to extend telecommunications to more people. Above all, 
policies should be implemented to lower telecommunications 
costs, for example, by encouraging real competition in the 
Internet Service Provider (ISP) area. Inflated 
telecommunications pricing has real impacts on both 
Governments and business. For example, the University has to 
seriously restrict the number of students who can access the 
World Wide Web because it cannot afford the high cost of the 
necessary bandwidth. This directly impacts our ability to 
provide a broad-based educational service to the community. 
 Another step the government can take is lower the tariffs 
on certain IT equipment to encourage more citizens to 
purchase PCs and to become part of the e-business revolution. 
 What may work in favor of more e-commerce activities in 
Fiji are some new developments which could allow things to 
move forward more quickly despite developments include 
three areas of notable interest. 
 First, changing structures and regulations are already 
coming about due to converging electronic information and 
communications technologies. The convergence of 
technologies is  a major opportunity for governments to make 
adjustments toward building a policy environment, which 
directly favors e-commerce activities. 
 Second, government should acknowledge that there is a 
greater need for entrepreneurial and private capital resource 
development across the entire economy which can have a 
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positive knock-on effect in developing IT beyond the often 
limited government backed systems and services. The 
government may provide a lead through a business incubator 
or seed money schemes for example may help encourage 
larger private participation. 
 Finally, next generation mobile and wireless systems have 
the potential to overshadow wire-based system due to the high 
concentration of demand for mobile services in urban areas 
and the ability to provide new services relatively cheaply and 
quickly in rural areas that have limited if any current 
telecommunications access. Mobile systems can combine both 
personal interaction of traditional telecommunications with 
new e-commerce activities often at a lower price, allowing for 
potentially greater public access to services. 
 
(3) There can be collaboration with other organizations 
 
The University recognizes its role as the premier institution of 
higher learning for the South Pacific region and wishes to co-
operate as much as possible with national and regional 
educational and research organizations. 
 Currently, USP has a satellite network (Post-Partner) that 
links with universities in Japan, Indonesia, Malaysia, 
Philippines and Thailand. This network is an experiment 
funded by the Japanese Government for using satellite 
SuperBird. 
 This kind of network cooperation between universities has 
a lot of potential in exchanging skill, knowledge and also 
culture. Learning Japanese language and its culture would be 
much more effective if a student from Fiji could directly 
access resources in Japan through live videoconference. 
 As stated in our Mission Statement”…The University is 
committed to maintaining and improving links with 
Universities in both developing and developed countries, 
especially with those in Oceania…” 
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(4) There must be a re-engineering of the business process. 
 
Information Technology must be implemented in conjunction 
with a review of business processes, in order to maximize the 
benefit. This requires significant cultural change in the 
workplace. Employees must be educated to view the 
organization data as a resource that must be used wisely. 
Issues of privacy and ownership of data must be addressed. 
 
(5)  Employing people with the right skills and attitudes 
 
The realization of an E-Government requires a workforce that 
has a high level of IT skills. This implies that the education 
system must be geared to teach these skills at secondary and 
even primary school. Last year, less than 50% of secondary 
schools provided IT training to its students. In order to rectify 
this situation, the government must commit itself to 
implementing an IT curriculum throughout the schools of Fiji. 
This requires significant financial resources, both for the 
purchase of the necessary hardware, and for the teacher 
training required. Issues of equal access must be addressed, so 
that students in rural areas are not disadvantaged. 
 
The Potential of IT at USP 

 
USP has a number of possibilities for better use of IT to 
improve management, governance and its efficiency as an 
educational institution. 
 
1. Develop USP’s key data resource – Banner 

 
USP intends to further develop its key information resource, 
Banner, to make it more accessible to the University 
community, and to other parties via the internet. 
Developments in this area include providing web access to 
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Banner in a variety of forms, from comprehensive data entry 
and search applications, to user-friendly on-line kiosks for 
staff and students. For example, the leave application process 
is being significantly streamlined and simplified by allowing 
staff to complete leave applications on-line. This has resulted 
in a reduction in the number of steps required to process a 
leave application from 30 to less than 10. This type of 
efficiency gain also scales well with the size of the 
organization. Large organizations such as governments have 
the most to gain from this type of streamlining. 
 The data in Banner is not only for consumption of the 
members of the University. For example, USP web pages 
contain data that is automatically generated from the Banner 
database on a nightly basis. This provides up-to- date, 
information for anyone in the world who would like to find 
out about USP and its staff. 
 
2. Improving Workflow between Departments 
 
USP has the belief that information technology has great 
potential in improving workflow between departments. The 
use of electronic mail system at USP has become a major 
communication channel within department and between 
departments. Many meetings between department head 
section and its staff members are now conducted through the 
e-mail system, reducing the need for face-to-face meetings. 
The distribution of information is more effective and feedback 
is much quicker. 
 
3.  Use the Web in Teaching and Learning.  

     
USP has started the next step beyond sharing data by piloting 
an education software package for learning and teaching. The 
package will be used to complement both face-to-face and 
distance education courses. This application allows lectures to 
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provide class notices, quizzes, assignments, and other course 
materials via the web. Mailing lists facilitate class discussions 
and chat rooms provide an arena where staff and students in 
dispersed geographic areas can discuss specific subjects. An 
important point here is that we realize the importance of 
training both lecturers and students on this new way of doing 
their jobs. The true advantage of e-business doesn’t come 
from the use of the technology itself but from the new way 
work is done. This involves people changing the way they do 
their jobs… the underlying business processes. 
 
4 Use Information Technology to Decentralize the 

Organization  

 
It is clear that the new information technologies mark the 
death of distance. More and more universities including USP 
use information technologies, communications and 
transportation to meet their objectives and offer courses 
through different means of media. One could use audio, video, 
and data to deliver courses worldwide and allow students to 
use flexible mode of education. One mode of teaching that is 
widely used is online course. The Internet enables the student 
to be time-independent, free of the need to attend class on 
certain days and at specified times. 
 While USP is working and designing its own courses, we 
have also purchased courses from abroad. The Law School 
has already bought an online course from the University of 
Moncton in Canada for Francophone students in Vanuatu. The 
course was Histoire de la Common Law and was cross- 
credited as a non-law level one course for those students who 
passed it. Next semester, courses coming from New York 
online for Family Law Revenue & Tax Law and possibility of 
one course from Victoria University in Wellington on our 
LLM courses. 
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The use of distance education does more than provide 
students in remote places with an opportunity for education. It 
allows an organization such as USP to decentralize it 
operations to make best use of the economic and political 
climate of its member countries. This is but one example of 
the flexibility that Information Technology provides. 

Flexibility and the ability to respond to the needs of the 
enterprise and its customers are the biggest asset of any 
organization, including Universities and Governments. 
 Any thorough review of the current state of progress of our 
governments and tertiary institutions in the use of E-
governance will reveal the many possibilities of the kind that I 
have discussed above.   

We just need the will to move on our possibilities. 
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Part 3 
 

Good governance,  

corruption, and leadership 

 
 

Editor’s note 

 

In the latter part of his career, and especially after taking 

over as the Vice Chancellor of USP, Siwa became an 

extremely vehement critic of corruption in Fiji and the region, 

and a powerful advocate for good governance and leadership.  

He strongly believed, drawing on his decades of experience as 

Secretary of Finance and Governor of the Reserve Bank of 

Fiji, that corruption, bad governance and ineffective  

leadership were the primary causes of the poor or mediocre 

record of many Pacific Island states, as well as of the 

catastrophes caused by the Fiji military coups of 1987 and 

2000. Events since then indicate that his views were not 

misplaced. This last section has four articles: the causes of 

the National Bank of Fiji disaster; the many sources of 

corruption for civil servants and politicians, and how they 

harm the country; the need to guard against the “get rich 

operators” and carpet-baggers that flood the Pacific (many of 

Siwa’s anonymous case studies are easily recognisable); the 

need for company directors to take their responsibilities 

seriously and professionally; and Siwa’s musings on what has 

constituted good and bad leadership in Fiji over the last 

century. These are words of wisdom which all civil servants, 

political and social leaders could put to good use in their 

daily lives. 
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The National Bank of Fiji:  

anatomy of disaster
 18

 

 

The Colonial government established the Fiji Government 
Savings Bank in 1907. The bank was later converted into the 
Post Office Savings Bank which operated as part of the Post 
Office Department. This was a convenient arrangement: post 
offices were located in the towns and in the outlying areas of 
the country and members of the public were able to deposit 
and withdraw savings readily. 

 The focus of the Post Office Savings Bank was on the 
encouragement and collection of savings, not on lending to 
businesses and members of the public and foreign exchange 
transactions which called for banking expertise and 
experience. Accumulated savings provided a convenient 
source for government and public sector enterprise financing. 

 Depositors were happy with the Post Office Savings Bank. 
Their deposits were in fact loans to the government which 
could always be relied on to meet its obligations. And it 
played an important role in fostering domestic savings and in 
providing basic banking services to a large section of Fiji’s 
population. 

 Following independence in 1970 the Post Office Savings 
Bank, while continuing to use the post office facilities, was 
separated from the post office and became the Savings Bank 
of Fiji. In 1974 under an Act of Parliament (the National Bank 

of Fiji Act), the Savings Bank became a commercial bank, 
called the National Bank of Fiji. The Act empowered the 
Bank, which took over the assets and liabilities of the Savings 
Bank, to undertake the whole range of banking businesses. 

_______________________________________________________ 
18 Pacific Economic Bulletin 11(1) 1996.  Siwatibau’s original title 
was “The National Bank of Fiji: a brief history”.  
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The Board of the National Bank of Fiji 

Under the provisions of the Act, the Minister of Finance 
appoints six members of the Board of the National Bank of 
Fiji including the Chief Executive and the Permanent 
Secretary for Finance. No requirement, as in the case of the 
Reserve Bank, is prescribed in the Act as to relevant 
experiences and professional or academic qualifications for 
the four other members of the Board. Members of Parliament, 
the Governor of the Reserve Bank, other employees of the 
Reserve Bank and employees of the National Bank of Fiji and 
other banks are specifically excluded by law from serving as 
members of the Board. The rationale for these exclusions are 
sound. The Reserve Bank cannot be represented on the Board 
as it supervises the activities of all commercial banks. And 
parliamentarians were excluded so as to help minimise undue 
political influence on the operations of the National Bank of 
Fiji. 

 Over the years the Bank has had experienced and qualified 
professionals appointed to its Board. But this desirable 
practice has not been consistent, and the Board has, from time 
to time, unfortunately had members who had difficulties with 
formulating the most basic banking questions which might be 
usefully raised at its meetings. 

 Under the National Bank of Fiji Act, parliament provides a 
government guarantee for all deposits in the bank. If the 
National Bank of Fiji were wound up and assets proved 
insufficient to pay the creditors (of which depositors are the 
largest in terms of debt holdings) government would be duty 
bound, without further parliamentary authorisation, to pay the 
depositors fully for balances owing to them. 

The legislative framework  

Under its statute, the National Bank of Fiji is granted powers 
to 'carry on banking business as if it were licensed under the 
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provisions of the Banking Act'. The Bank was, in 1985, made 
subject to the Banking Act of that year, but with one 
significant exception. This exception was in respect of the 
provision against debt concentration in the Banking Act. 

 Commercial banks are required to avoid concentrating 
their lending, or guarantees, to any one person or group of 
related persons (including companies). The maximum that 
such concentration may take is 25 per cent of the sum of 
issued capital and published reserves. This requirement did 
not affect the other banks operating in Fiji as they are 
branches of international banks incorporated outside Fiji with 
capital and reserves running into hundreds of millions of 
dollars. But it did have fundamental impact upon the Bank. 
Under the Banking Act, the National Bank of Fiji, as a bank 
incorporated in Fiji, need only have capital and reserve of one 
million dollars to secure a banking license. This would of 
course mean that its total lending to any borrower or group of 
related borrowers would be severely limited; in the current 
example to only F$25,000. 

 The avoidance of loan concentration is a basic prudential 
requirement for all banks. A bank with concentrated exposure 
could be quickly brought to its knees if one or two of its large 
borrowers were to run into difficulties and unable to meet 
their debt obligations. The exemption of the National Bank of 
Fiji from this important prudential provision was motivated by 
the restricted ability of the government to inject substantial 
capital into the Bank and could be justified by the guarantee 
which government has in place for all depositors. 

The wording of the exemption in the Banking Act is not 
open-ended at all. It says 'that the National Bank of Fiji may, 
in the national interest and with the approval of the Minister, 
exceed the limit on advances, credit facilities, financial 
guarantees'. It is clear that the Board of the Bank has to make 
the initial judgment of national interest (not defined in the 
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Act) and recommend cases meriting exemption to the Minister 
of Finance.  

 The use of this exemption provision, along with other 
issues, gave rise to intense debates when the Bank suffered 
irreparable damages to its balance sheet. It was suggested, 
with some justification in the wake of the auditor’s reports 
which appeared later, that the Bank did have difficulties with 
knowing its true positions including the capital and reserve 
position on which the 25 per cent limit is computed. There 
were also doubts as to whether the Minister’s approval was 
sought and granted or even that the Board was, in all cases, 
privy to the relevant decisions. 

 The other exemption introduced later in 1985, may have 
had an equally significant impact on the Bank. The National 

Bank of Fiji Act nominated the Auditor General, who audits 
all accounts of the central government and of most statutory 
corporations, as Auditor of the Bank. 

 Against the objections of the Auditor General, the Ministry 
of Finance and the Central Monetary Authority (predecessor 
to the Reserve Bank) proposed changes to the law under 
which the National Bank of Fiji accounts were to be audited 
by firms of accountants familiar with the intricacies of 
domestic and international banking and which can call readily 
on external expertise when needed.  

 This change was implemented through the Banking Act of 
1984. But it was to be short-lived. In the face of mounting 
pressures by the Auditor General and a number of 
parliamentarians, and without consultation with the Reserve 
Bank which administered the Banking legislations, Act 4 of 
1985 amending the Banking Act was enacted by parliament. 
The amendment states, 'section 30 of this Act (the section of 
the Banking Act which deals with audit) shall not apply to the 
National Bank of Fiji, and in the event of any contradiction or 
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inconsistency between this act (the Banking Act) and Part VI 
of the National Bank of Fiji Act (which appoints the Auditor 
General as auditor) the provisions of that Part shall prevail'. 

 The Banking Act was reviewed in 1994. Comprehensive 
changes, mainly in the light of mounting prudential problems 
in the National Bank of Fiji, were enacted in the new Banking 

Act of 1995. This Act removes the Auditor General as Auditor 
of the Bank which is again given the power to choose its 
auditor from among the firms of accountants operating in Fiji. 
The provision which exempts the Bank from strict limitation 
on loan concentration has been tightened. The approval of the 
Minister for such exemptions is now required to be in writing. 

 The National Bank of Fiji Board is duty bound under the 
National Bank of Fiji Act to 'ensure that policy of the Bank is 
directed towards the national interest and has due regard to the 
stability and enhanced development of the economy of Fiji'. 
This provision and that on the Minister’s discretion to exempt 
the Bank from restrictions on loan concentration were 
potentially useful if handled delicately and wisely. It meant 
that the Bank had to pursue profitability and financial stability 
while cautiously supporting the wider development objectives 
of the government. It was, for instance expected to widen its 
branch network in the interest of affording banking services to 
the outer areas and fostering national savings. This activity 
did impose a heavy burden on the Bank’s profit and loss 
accounts and the government did attempt to offset it through 
capital injections to the Bank in the annual government 
budgets. 

But the provisions also opened possible avenues for abuse 
by weak management and accommodating boards of directors. 
Observations by the Auditors suggest that the National Bank 
of Fiji pursued a vigorous policy of rapidly increasing its 
share of the loan market with apparent total disregard for the 
quality of its assets. In an interview with the former Chief 
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Executive of the Bank following suspension from his position, 
he declared with some pride that his greatest achievement was 
to transform the National Bank of Fiji from what it was in 
1987 to its position in 1995. His overriding objective, he said, 
was to help targeted groups of the population (Fijians and 
Rotumans) with large and rapid loan approvals and 
disbursements. Although a large number of these loans 
predictably resulted in heavy debt burdens for the recipients, 
they were apparently packaged and justified under the 
national interest provisions of the National Bank of Fiji Act. 

 As in other countries, Fiji has three avenues for avoiding 
bank and financial institution failures and the systemic and 
wider economic risks that can flow from them. The Reserve 
Bank may provide short-term loans to a bank experiencing 
temporary liquidity difficulties. The government provides an 
insurance scheme which is, however, limited to the 
government guarantee for the National Bank of Fiji's 
depositors. The depositors of international banks which 
operate in Fiji would be covered under insurance schemes in 
countries where such banks are head-quartered. 

 The activities of banks are regulated and supervised under 
the provisions of the Banking Act. Since the Reserve Bank 
relies heavily on close supervision of the international banks 
by their own supervising authorities, the focus of supervision 
in Fiji has in fact been on the National Bank of Fiji. 

 As supervisor, the Reserve Bank is given wide powers 
under the repealed and the new Banking Act. Section 14(1) of 
the Banking Act empowers the Reserve Bank to subject a 
bank and any associated persons to the supervision, 
regulations, rules, orders or other directives of the Reserve 
Bank. The Reserve Bank, under Section 3, may investigate, 
with or without prior notice, the books, accounts and 
transactions of a bank. And, the Reserve Bank must 
investigate if it has reason to believe that a bank 
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� s carrying on its business in a manner detrimental to 
the interests of its depositors 

� is insolvent or is likely to become unable to meet its 
obligations or is about to suspend payment  

� has contravened or failed to comply with, or may 
contravene or fail to comply with, any of the 
provisions of the Banking Act. 

Wide powers are vested by Section 30 in the Reserve Bank to 
take bold actions when deemed appropriate. It may for 
instance 

� require the relevant bank or associated person to take 
any action in relation to its business 

� appoint a person to advise the bank 

� with the consent of the Minister, assume control or 
appoint a person to assume control of the bank where 
any provision or directive under the Act is breached 

� present a petition to the High Court for the winding 
up of the bank 

� revoke or suspend the license of the bank. 

 
It is of interest to note that the above powers were essentially 
provided under the Banking Act of 1984. They enabled the 
Reserve Bank to take the initiative, undertake investigations 
and institute a range of determined actions, without reference 
to, or endorsement by, the government. 

Restrictions against acquisition of shareholdings in 
companies are also provided in the Banking Act. In 1990 an 
amendment to the National Bank of Fiji Act was passed by 
parliament to allow the National Bank of Fiji to become the 
majority shareholder in National MBF, a finance company. 
The other shareholder was MBF Holdings Berhad of 
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Malaysia. Under the joint venture agreement between the two 
partners, the National Bank of Fiji was apparently required to 
provide an open ended credit facility for National MBF. 
Auditors were to observe during investigations that all the 
prudential practices which should govern the relations 
between a bank and its subsidiaries were not observed by the 
Bank. 

The banking business 

Like other businesses, banks aim to make profits for their 
owners and for the future expansion of their activities. Banks 
borrow funds (on which they pay interest) mostly from many 
depositors. These funds are lent to borrowers at higher rates of 
interest. The bulk of the gross income of a bank such as the 
National Bank of Fiji comes from the difference between 
what they earn from lending and what they pay to those, such 
as depositors, from whom they borrow. 

 The main sources of funds or liabilities of the National 
Bank of Fiji are borrowings from the public, mainly demand, 
savings and time deposits, borrowings from other banks and 
from the Reserve Bank and capital which for the National 
Bank of Fiji was consistently less than 5 per cent of the total 
assets of the bank. These funds feature on the asset side of the 
bank as cash in the vault, the Bank deposits with other banks 
and with the Reserve Bank, investment in government and 
public sector corporation securities such as bonds, treasury 
bills and promissory notes, loans and advances to individuals 
and businesses and bills receivable. The latter is only another 
form of short-term lending to businesses. 

Banks take great care to maintain the total of cash 
holdings, demand deposits at the Reserve Bank and short-term 
securities at comfortable levels. These constitute their liquid 
assets. A level of liquid assets equal to 30 per cent of total 
assets would be considered prudent since a bank must be able 
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to provide cash to depositors who wish to withdraw. A bank 
faced with long queues of depositors it cannot satisfy, will be 
forced to borrow from other banks, the Reserve Bank or call 
in its own loans and advances to its customers. The latter is 
generally impossible to do.  

 If a bank’s liquidity position is high it can expand its 
lending. This will reduce its cash and security holdings while 
increasing its total loans and advances. It may of course 
increase lending if its total deposits and capital were to 
increase. So a bank which sets out to expand loans and 
advances rapidly without corresponding growth in deposits 
and capital will soon face increased dependence on the short-
term, volatile and sometimes expensive wholesale loan 
market. Ultimately it will face acute liquidity difficulties 
involving inability to meet demands for withdrawals by 
depositors and mounting pressures to call on its borrowers to 
repay their loans early. 

 Banks have to ensure that periods over which they lend are 
not too lengthy as the deposits and other borrowings which 
supply them with funds are essentially short term. Assets 
holdings have to be carefully matched against the composition 
of liabilities of the bank if liquidity difficulties are to be 
avoided. This is the reason banks confine themselves to 
financing working capital, international trade transactions and 
short-term securities which can be readily converted into cash 
with minimum capital loss. 

Banks normally take pains to ensure that all loans and 
advances are made only after sound credit procedures and 
guidelines are meticulously followed. They have to be sure 
that the borrower has integrity, commitment, industry, 
determination, capacity to repay, and that there is reasonable 
certainty that the project to be financed will generate the cash 
flow needed to service the loan comfortably. Without such 
caution, streams of repayments to the bank will rapidly fall 
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below expectation, problem and non-performing loans will 
emerge, liquidity difficulties will be experienced, provision 
for doubtful debts and bad debts will increase, losses will 
mount, the capital base will be eroded and the creditors, 
mainly depositors, will be increasingly exposed. Ultimately 
difficult restructuring measures will be unavoidable. 

 Banks, in addition to providing liquidity and investment 
funds to commerce, operate the payments system within an 
economy. Cheques regularly pass between parties who may 
bank with different banks. Such cheques are passed on to the 
relevant banks who record matching amounts owed to each 
other after debiting or crediting the accounts of their own 
customers who issue or receive the cheques. At the end of 
each day banks will total up the net amounts owed to each 
other and advise the Reserve Bank to credit or debit the 
relevant settlement accounts which they hold with the Reserve 
Bank. In international transactions for customers, banks will, 
each day, either accumulate or be short of foreign exchange 
balances. They will attempt to satisfy each other’s needs by 
selling and buying foreign exchange among themselves. Final 
net positions at the end of each day are then settled with the 
Reserve Bank. So the smooth operation of the payments 
system within a country depends critically on the individual 
and collective strength of the banks. 

 Systemic problems in the financial system, which may be 
generated by difficulties in any one bank are a source of 
continuing concern to the Supervisory Authority. If depositors 
worry about the liquidity position or the quality of the loan 
portfolio of a bank, they may decide to line up and encash 
their deposits. A ‘run’ on a bank, can become difficult to 
contain if depositors of other banks become aware of what is 
happening. The ramifications of such a chain reaction, if it 
happens, are enormous. Liquidity in the banking system will 
dry up, loans will be called up, the window for new loans will 
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close and the economy will contract with accompanying 
economic and social difficulties rapidly emerging. The cost to 
the government of reparation to the system, for a small 
country, could be unbearable. 

Veering off track 

The National Bank of Fiji established close relationships with 
the Commonwealth Bank of Australia soon after it was 
established. The Chief Executive and selected professional 
bankers were seconded to the Bank by the Commonwealth 
Bank of Australia which regularly assisted with the training of 
staff members. This arrangement was of immense value as 
most of the employees were formerly civil servants who 
staffed the Post Office Savings Bank and who did not have 
the benefit of exposure to, and experience in, commercial and 
international banking. 

 In 1987 the management of the National Bank of Fiji was 
abruptly changed.19 The Chief Executive was replaced. His 
position was filled by a person who had run a small branch 
and did not have the breadth of knowledge, experience and 
management expertise required to run the whole bank. 

Neglecting sound banking practices, the Bank soon 
embarked on quickly raising its share of loans and advances in 
Fiji. It was announced that the National Bank of Fiji wanted to 
be a 'big player' amongst banks within the country. 

By 1992 the Reserve Bank and the Auditor General were  
pointing out that 

� proper accounting practices were neglected 

� sound credit policies and procedures were ignored 

_______________________________________________________ 
19 This change was effected by soldiers sent supposedly on the 
orders of Sitiveni Rabuka, the leader of the 1987 coup. 
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� the quality of loan and advance portfolio left much to be 
desired 

� internal controls expected of a well managed bank were 
very weak 

� management was generally weak. 

Following the policy of increasing market share without 
regard to sound liability management, it was also observed 
that between 1989 and 1993 

� new loans were escalating rapidly in the face of advice 
for caution by the supervisor 

� problem loans had increased very quickly 

� the liquidity position had worsened to critical levels 
forcing the National Bank of Fiji to depend increasingly 
on expensive and volatile wholesale funds from other 
organisations 

� capital was rapidly disappearing in the face of inevitable 
loan provisioning which the Bank had not sufficiently 
allowed for. 

The Reserve Bank was in close touch with management and 
the Board of the National Bank of Fiji and kept the Minister 
briefed on developments from 1992 onwards. It also provided 
short-term accommodation to the National Bank of Fiji. But 
attempts by the Reserve Bank to restrain the misdirected 
enthusiasm of the National Bank of Fiji did not meet with 
success. 

The Auditor General started airing his concern about the 
‘goings on’ in the bank in 1993. In 1995 the new Minister of 
Finance insisted on an audit by two eminent Chartered 
Accountants. The details of the extent of mismanagement, 
incompetence and possible fraudulent practices which they 
unearthed were worse than what most had feared. Additional 
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problem loans were identified at more than F$90 million. It 
was estimated that after making appropriate provisions, the 
capital of the National Bank of Fiji has completely 
disappeared; worse it may have been of the order of minus 
F$70 million to F$100 million. 

 The advice of the World Bank was subsequently sought by 
the Minister. Following receipt of the World Bank’s report 
and the findings of a comprehensive investigation by the 
Reserve Bank, the Minister announced on 29 March 1995 in 
parliament that  

� the Board of the National Bank of Fiji had been very 
weak in setting policy direction and in supervising the 
activities of the bank 

� management and staff were inexperienced and did not 
have the required knowledge and expertise 

� there were several cases of abuse of office, some of them 
involving possible criminal activities 

� there were cases of loan conversions 

� some people borrowed without the intention to repay or 
in situations when it was difficult to foresee how 
repayment obligations could possibly be met. 

He also advised that problem loans were estimated at F$220 
million, possibly higher. 

The rescue and restructuring phase 

The National Bank of Fiji is now insolvent. There is no way it 
can possibly satisfy all its creditors without outside assistance. 
It has had to stop giving new loans and advances; in fact it 
cannot do so as all requirements on liquidity ratios and capital 
which the Reserve Bank imposes cannot possibly be satisfied. 



 
 
The National Bank of Fiji: anatomy of disaster 
 

 176 

 Under the guarantee to depositors, government has to 
make up the shortfall between assets and liabilities—an 
extremely large amount. But if the government wishes to 
rescue the bank, it will have to impose and support a 
rehabilitation program which will call for substantial capital 
injection from the annual budgets. 

 The government has announced a rehabilitation regime for 
the National Bank of Fiji. The details of this have not been 
fully divulged to the public but the components of it will 
inevitably include the following 

� a detailed review of all the outstanding loans and 
advances and the rating of each of these into risk 
categories 

� for each loan, careful assessment of support 
documentation, collateral valuation, adequacy of 
information flows, and provisioning in accord with 
sound banking practice 

� assisted by personnel with required professional 
expertise, a vigorous program of loan liquidation and 
collection, employing all available legal channels, 
will have to be pursued 

� a review and update of credit policies and procedures 
and dissemination of these to all staff members and 
strict observance of them in future operations of the 
National Bank of Fiji—manuals on procedures should 
be prepared and kept current 

� review of the organisation and finalisation of a 
Corporate Plan for the National Bank of Fiji, staff 
found incapable of measuring up to undertake 
relevant training, and those who are incompetent 
dismissed 
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� the unavoidable reduction of the level of activity of 
the bank implies substantial downsizing in the total 
number of employees 

� an internal audit unit staffed with competent 
professionals should be established and should 
regularly update Manuals on Policies and Procedures 
and ensure that they are strictly followed by all staff 
members 

� a separate loan review unit should be established and 
should be responsible for an independent report on 
loans to a loan review committee of the Board 

� financial statements and projections should be 
prepared monthly and discussed by the Board 

� discretions on granting loans by management should 
be carefully specified, and any variations should be 
approved by the Board and featured in the Manual 
and Policies and Procedures 

� annual budgets should be carefully prepared, 
approved by the Board and revised every quarter 

� members of the Board should have qualifications and 
professional experience which should be written 
down, preferably in an amendment to the National 

Bank of Fiji Act 

� the supervisor will need to monitor the activities of 
the Bank even more closely and be prepared to 
employ the considerable powers endowed it whenever 
the need for determined action emerges. 

The National Bank of Fiji, the Reserve Bank and the Fiji 
Government are examining the ‘good bank, bad bank’ 
approach as part of the program for rehabilitating the National 
Bank of Fiji. The first phase of this involves the establishment 
of a unit in the bank charged with restructuring, and collection 
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and liquidation of all troubled debts. Separate financial 
statements will be prepared for this operation, the so-called 
‘bad bank’.  

 A further step might require the acquisition by the 
government of the assets of the ‘bad bank’ in exchange for a 
bond issued by the government valued at something less than 
the face value of such assets. This bond could be for a period 
of say five years with a Coupon of say 5–8 per cent. The bond 
is to be progressively retired out of the proceeds of loan 
liquidation and collection by the ‘bad bank’.  

 The Coupon on the bond implies that the Bank will have a 
source of income which partly replaces what it would have 
received out of its non-performing loans. The cost to the 
government remains, but this arrangement phases the burden 
on government over time while allowing the ‘good bank’, the 
new National Bank of Fiji, some hope of starting a new life, 
hopefully a successful one, earlier. 
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Corruption: An Impediment to Good 

Governance20
 

 
The Director of Public Prosecutions, the Secretary of the Fiji 
Public Service Commission,  Head of Transparency 
International (Fiji), The Auditor General, distinguished 
participants from within Fiji and overseas, ladies and 
gentlemen. 
 I should like to thank the DPP, and his team for inviting 
me. It is a great honour to be invited to say a few words to 
you, at this important conference.  I was asked to talk on 
“Corruption – an impediment to good governance”. But I see 
corruption as one of the many manifestations of bad 
governance. I shall make some observations on the possible 
areas in which corruption can so easily arise, the social and 
economical costs to the public, of corruption, and the 
institutions which need to be strong in order to guard against 
the evils of corruption. 
 Good governance may be broadly referred to as; “The 
proper use of power by leaders at all levels, in the public, 
private and civil society sectors, in promoting the interests of 
members of the public and their own stakeholders The 
important principles of good governance are transparency, 
accountability, democratic participation, predictability, and 
law and order. 
 Corruption may be defined, “As the misuse of public or 
private office for direct or indirect personal gain”.    This 
definition covers the sins of commission and omission by 
those with authority, and the fact that there can’t be a bribe 
received without a bribe being given. 
 Bribery and corruption have been around for some time. 
Shakespeare had many things to say about all aspects of life. 

_______________________________________________________ 
20 Presentation to the Office of Public Prosecutions. 
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In Julius Caesar, there is a scene in which we hear Brutus 
admonishing Cassius: 
 

“Let me tell you, Cassius, you yourself, are much 

condemned to have an itching palm; to sell, and mart, your 

offices for gold, to under-servers. Shall we now 

contaminate our fingers, with base bribes, and sell the 

mighty space of our large honours, for so much thrash, as 

may be grasped thus? I had rather be a dog, and bay the 

moon, than such a Roman.” 
 

The word “corruption” was a taboo word in the development 
discussions during the cold war era.  During that time the 
OECD Countries, for geopolitical and economic reasons 
supported corrupt and autocratic leaders. Aid money was 
wasted, including funds disbursed through multilateral 
financial institutions such as the IBRD and the IMF, to 
support corrupt regimes. 
 There used to be a standard joke among staff members of 
the IMF and IBRD in the 70’s and early 80’s about Zaire, one 
of the wealthiest countries in terms of natural resources, but 
one of the poorest in the world in terms of per capita income.   
 The staff of these institutions all knew that the hundreds of 
millions of dollars these institutions disbursed to support the 
economy of Zaire were in fact used to finance the overseas 
remittances of General Mobutu.  Mobutu’s overseas wealth 
was reputed to be larger than the country’s entire external 
debt.  He was one of the wealthiest persons in the world. 
 After the cold war era, the words “ Good Governance” 
were initially introduced as polite reference to the worrying 
subject of “corruption”. Things are now very different. 
 Studies undertaken by institutions such as the IMF show 
that bad governance and corruption cause; 

� Low investments levels, 
� Slow economic growth, 
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� High unemployment, 
� Reduced government revenue, 
� Deterioration in national living standards 

Donors have woken up to the fact that, without good 
governance, funds and other resources that they give, will be 
wasted in the recipient countries, Donors such as the 
bilaterals, the EU, ADB, IBRD, and IMF are increasingly 
imposing “Good Governance” as conditions to assistance they 
provide. 
 The fiscal activities of a government, including central 
government , statutory bodies, Public Sector Enterprises, and 
local governments affect the social and economic conditions 
of a country in very fundamental ways.  This statement is 
particularly true in the very open, small and fragile economics 
of the Pacific Island Countries. 
 One can see the effects of their budgets, their revenue 
raising activities, total expenditures and their distribution, 
their budget deficits, and how the deficits are financed, 
 These fiscal activities directly influence national 
investments and economic growth, domestic and external 
financial stability, the inflation rate, the balance of payments 
and levels of the country’s external reserves, and the amount 
of money available in the banks and other financial institution, 
for the private sector.  They affect the distribution of income, 
wealth and economic opportunities, and ultimately, political 
power within a country. 
 
Sources of corruption: abuse of government regulations 
 
It is easy to see how civil servants and those in authority can 
misuse their discretionary authority in decisions associated 
with the following areas: 
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(a) Trade restrictions 
 

� Import licensing 

� Protection through tariff 
� Granting of business license to all kinds of businesses 

� Price control 
� Exchange control and allocating of foreign exchange 

to applicants 

� Approval sought under various regulations such as  
town planning laws, taxi permits etc. 

 
(b) Government Subsidies 
 

� Tax and customs concessions 
� Cheap loans from public sector financial institutions 
� Social welfare payments 
� Guarantees by government or by government owned 

financial institutions, 
� Subsidies for purchases or direct grants to farmers, 

fishermen and others. 
 
It is worth noting that studies in many developing countries 
show that subsidies and other such assistance, are hijacked by 
those who know how to work the system, and who are 
relatively well off and politically well connected. 
 
(c) Government or Public Sector Enterprise (PSE) Contracting 
Activities 

� Contracting and procurement procedures laid out in 
the legislations are ignored in the purchase of 
machinery and other equipment, construction and 
building works (roads, bridges, buildings, airfields, 
dams, etc). Low quality is readily accepted. 

� Cost increases are allowed without proper 
justification  
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� Larger maintenance and operations costs are accepted 
when they should not be. 

� In the process, both the capital and recurrent budgets 
of the government or PSE are corruptly inflated and 
the burden borne by the taxpayers. 

 
(d)  Sale of Government and PSE Assets: shares in PSEs are 
sold at well below market price or fair value, to favoured 
persons. 
 
(e)  Preferential access to Government Services 
 
� Water supply 
� Electricity 
� Education  
� Health services, 

 
(f) Preferential access is given to the country’s natural 
resources 
� Harvesting of native or planted forests. 
� Mineral resources 
� Ocean resources including fisheries resources, 

 
(g) Acquiescing in international financial scams 
� Letters of guarantee, 
� Promise of cheap international loans, 
� Promise of multimillion dollar gifts 
� Unjustified purchases, such as power supply using 

untested technology 
 

Economic and Social Costs of Corruption 
 
One can work through all the examples I have given above to 
understand how corruption  
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(a)  Alters the composition of government and PSE 
expenditures and private investments 

 
(b) Reduces the productivity and volume of private and public 

investments, and 
 
(c) Reduces the rate of national economic growth, 
 
There are persuasive arguments for these conclusions.  A 
business which pays bribes has an inflated initial investment 
costs and/or reduced future income stream. If is has monopoly 
power, it will pass on these costs to the consumer thereby 
increasing domestic prices and the rate of inflation. Return on 
investment would lower if the business has other competitors. 
Investment would be discouraged in both cases.  
 Corruption is a pernicious tax on businesses. Corruption 
results in inflated government expenditures and reduced 
revenues.  The resulting widened budget deficits, gives rise to 
expectations of future tax increases and discourage 
investments. 
 If corruption results in equipment and infrastructure which 
are more expensive, of low quality, or don’t work properly, 
then clearly, Value Added or GDP generated by each dollar of 
national investment would be lower than it should; economic 
growth rate would be lower; job creation would be lower; and 
government revenue would be lower 

Private sector projects which are implemented though rent 
seeking activities,   corruptly secured monopoly positions, or 
import licenses, or tax exemption or direct subsidy, generate 
relatively lower value added, lower the average productivity 
of private investments, and lower the economic growth rate of 
the country. 
 Corrupt activities contribute to unsustainable fiscal 
deficits. The budget deficits of the government, particularly if 
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financed through  borrowing from the banking system, 
including the central bank, result in: 
 
� High domestic inflation, 
� Balance of payments problems. 
� Evaporating national external reserves 
� Tight liquidity positions in the banks, 
� Crowding out of the private sector from the banks and 

other financial institutions 
� Loss of confidence by the consumer and investor, 
� Capital flight 
� Falling investment levels 
� Low economic growth rates, 
� High unemployment, 
� Social problems. 
� Loss of revenue and unnecessary additional 

expenditures and increased budget deficits consequent 
upon corrupt activities have to be financed.  

 
All taxpayers, including the unemployed, the pensioners and 
the poor, have to carry this additional burden. Corruption 
allows the well-to-do to enrich themselves at the expense of 
the economically weak in the society.  According to the 
current President of the World Bank corruption in all its form 
is a crippling tax upon the poor. 
 Corruption erodes confidence and trust in the leadership 
and emasculates leaders. It makes leaders ineffective in 
marshaling national enthusiasm, commitment and energies 
towards national development. 
 
Need for strong institutions 

 
I do not need to explain to you how the following institutions 
can all help in the fight against corruption: 
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� Judiciary 
� DPP 
� Parliament 
� Public Service Commission 
� Ombudsman 
� Civil Societies 
� Auditor General 
� The Police 
� The Professions 
� Laws that keep up with changing circumstances. 

 
Whenever one of these institutions does not do its proper 
work with the proper diligence, the whole system of defense 
against corruption can grind to a halt. 
 Let me end with a substantial quote from Lord Denning in 
his book, “What Next in the Law”. 
 

“You will know the famous aphorism of the great 

historian, Lord Acton:  ‘Power tends to corrupt, and 

absolute power corrupts absolutely.”  

In all societies there is a hierarchy of power. At the 

top there may sometimes be a king or a dictator, at 

other times a president or a prime minister, or yet 

again a totalitarian party. Below the top there are 

hundreds of subordinates who wield power of one 

kind or another.  

 Throughout history, you will find instances of power 

being misused or abused. On occasions the abuse is 

so great that the only remedy is by rebellion – as of 

the barons in 1215 or parliament in 1642.  Yet such a 

remedy is much to be deplored. The rebels are judges 

in their own cause. In modern times, as often as not 

they are terrorists seeking to chance the constitution 

by violence.  
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The only admissible remedy for any abuse or power 

– in a civilized society – is by recourse to law. In 

order to ensure this recourse, it is important, that the 

law itself, should provide adequate and efficient 

remedies for abuse and misuse of power. From 

whatever quarter it may come.  

No matter who it is who is guilty of abuse or misuse. 

Be it government, national or local. Be it trade 

unions, be it the press. Be it management. Be it 

labour. Whoever it be, no matter how powerful, the 

law should provide a remedy for the abuse or misuse 

of power, else the oppressed will get to the point, 

when they will stand it no longer.  

 They will find their own remedy, there will be 

anarchy.” 
 
Ladies and gentlemen, I am sure you will agree that we should 
work hard to ensure that the last option does not become the 
only option. Thank you   
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Guarding against “get rich operators”
21

 
 

The Pacific Island countries recognize the critical role that 
domestic and overseas private investors and inflows of 
capital, know-how and technology have played and will 
continue to play in the development of the region.  
 Genuine investors are welcome. But operators who move 
from country to country taking advantage of gullible 
governments, and private individuals and entities appear to 
have increased in number in recent years.  
 Resources can be and should be fruitfully invested by 
governments in identifying them and countering their 
activities in the Pacific region. 
 Central bankers, Commercial bankers, Accounting and 
Legal Firms, Officials of the Ministries of Finance, Trade and 
Industry and the police, by the nature of their work, are 
generally the first to become aware of the presence of ‘get 
rich quick’ operators.  
 Central Banks and Finance Ministry Officials in the 
Pacific region have had to deal with a vast range of such 
cases. Some cases have been repeated in island countries by 
the same operators.  Sharing experiences will be of mutual 
benefit to the participants at this Expert Group Meeting.   
 I summarise a number of actual cases below.   While 
persons and companies are not named, I am sure that you will 
recognise most of them. 
 
Case 1: The Indigenous Business Vehicle  
 
Country Q was going through a period of instability. The 
government accorded the highest priority to the promotion of 

_______________________________________________________ 
21 Presentation to an Expert Group Meeting of regional Central Bank 
officials, focusing on the problems posed by unethical international 
financial operators.  
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the indigenous section of the population in business and 
development generally. 

A group of overseas people visited country Q. The 
members of this group presented themselves as wealthy 
experienced businessmen. They negotiated with the 
management of a large overseas owned company for the 
purchase of all the shares in that company.  
 The purchase price for the shares was agreed at $60 
million. Of this amount $30 million was to be borrowed 
overseas secured by the substantial holdings of property 
which the company had. This loan was to be retired as soon as 
part of the company’s property could be sold off. The other 
$30 million was to be sought from the government as grant to 
the new shareholders i.e. the group of overseas people or 
promoters.  
 Upon arrival the promoters appointed an influential 
politician who had regular access to the upper echelon of 
decision makers as their local agent/trouble shooter. They 
wasted little time in contacting decision makers convincing 
them that following acquisition of the overseas controlled 
local company, further investments which will solve the 
development problems of the indigenous people will be 
undertaken.  
 The consideration for the future and substantial benefits 
which will accrue to indigenous people is to be the $30 
million given to the promoters as grant for the acquisition of 
the local company. No details about the precise nature of what 
the company will actually do was provided to the decision 
makers. 
 Ultimately the promoters had to call upon the Central Bank 
for approval of their proposed external borrowing for the first 
$30 million. The Central Bank had clear guidelines which 
such borrowers had to observe.  
 The promoters took exception to having to answer 
questions upon the nature of the activities they had promised 
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to implement in pursuit of the economic development of the 
indigenous people within country. 

The local trouble shooter/agent who was normally an 
amiable person displayed, during discussions with the Central 
Bank, other aspects of his character which surprised those 
who were present.  
 Very soon prominent decision makers were on the phone 
to the Central Bank which they claimed, through asking 
awkward questions, was insensitive to the long term interest 
of the indigenous people. Most of them had concluded that the 
proposed $30 million grant to the promoters would be a 
worthwhile investment for public funds. 
 The Central Bank had extreme reservations about the 
promoters and the nature of the proposed scheme. It made 
contacts with various organizations around the world seeking 
information about the parties involved.  
 These inquiries established that the individuals concerned 
had no funds, had attempted similar schemes in other 
countries and  had records with INTERPOL.  
 These bits of information were informally brought to the 
attention of the decision makers who were then encouraged to 
extricate themselves from the position they had dug 
themselves into. Approval for the $30 million grant was 
ultimately withdrawn and the scheme fell through. 
 
Case 2: The Deed of Settlement and Overseas Loan Scam  
 
This case had two principal operators; one overseas based and 
the other a local.  
 The local partner, Y1, had a well established record of 
criminal activities. Y1, was indicted for serious crime and 
imprisoned; he had been imprisoned a number of times 
before. The imprisonment was later appealed against and Y1 
won the case in the higher court. He then threatened to sue the 
government, seeking compensation for false imprisonment.  
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The matter was ultimately settled out of court with 
government promising to pay Y1 an amount of almost $1 
million. This settlement was to be executed by government 
through a deed. 
 Now Y1, was negotiating with Y2, an overseas based 
middleman, supposedly for a loan of $200 million to Y1’s 
company. Y2, as is common with such loan scams, wanted a 
front end fee of $600,000. This fee was to be paid prior to Y2 
arranging and finalizing the loan with unnamed principals. 
 Y1 needed to borrow the $600,000 with a local bank and 
the approval of the central bank to convert this amount into 
foreign currency for payment to Y2 was also required. Y1 
wanted the deed of settlement from government as security 
for the $600,000 loan.  
 To government he promised that he would not enforce the 
deed against it and apparently the deed itself was executed by 
government under that understanding. But the local bank, to 
its credit, did not accept the deed as security and the local loan 
had to be secured through the guarantees of other third parties. 
Ultimately the $600,000 loan was approved and the central 
bank approved the transfer of funds overseas to Y2. 
 The $200 million external loan is still to be consummated. 
Y1 is unable to provide a clear answer on the current status of 
the loan arrangement.  
 The whereabouts of Y2 is now not known. It is however 
established that Y2 has no financial substance.  The company 
under which he operated was a 2dollar one which had been de 
registered.  
 The $600,000 has disappeared.  Y1 who spent long periods 
overseas with Y2 following the remittance of this fee, is 
believed to have participated in the consumption of this not 
insubstantial sum.  
 The local bank and the guarantors are carrying the burden 
of the scam.  
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The Central Bank is taking Y1 to court to explain the 
whereabouts of the $600,000 and to return the same in the 
event the overseas loan is not consummated as required under 
the conditions to the initial approval for the remittance of this 
amount.  
 It is almost certain that this will be an exercise in futility.  
As in all such scams, the $200 million never existed.  The 
object of the exercise was  always to get cash at the front end 
and disappear. 
 
Case 3:  the Easy Overseas Loan  Scam 

 

Case 3 involved proposed borrowing, this time by 
governments through agents or middlemen. There have been a 
number of such cases in the region including well publicized 
cases in Australia and New Zealand. But the pattern is the 
same. 
 The middlemen or loan arrangers descend on the 
government.  Generally a team of two or three would be 
involved. They are well dressed and speak well. Invariably 
they will be adorned with dark pin striped suits and gold 
watches. Calling cards are likely to be gold rimmed.  
 Prominent names in various countries will be dropped 
liberally during the discussion.  They can be quite bold in 
their approach. The loan arranger, R, wrote to the Minister of 
Finance of Country Z.  R, who resided in another country, 
claimed that he could arrange a $500 million dollar loan for 
the government of country Z.  
 The loan would be very cheap and disbursement could be 
done within three months. The Minister was required to reply 
to R in writing using his official letter head giving R the sole 
and exclusive mandate to raise external loan for Country Z. 
His front end fee was to be 2% of the amount involved i.e. 
$10 million! R wanted to come to country Z to negotiate the 
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details with the Minister who was requested to send R funds 
to cover his travel and accommodation costs for trip! 
The standard approach of the loan middleman is predictable:  
 

� He must have the sole mandate to raise external loans 
for the government.  

� His appointment must be made on paper bearing the 
official letter head of Minister of Finance or 
Government of the Central Bank; 

� The principal is not named but it is not a traditional 
source such as a well known bank. Anonymity is 
absolutely important. The identity of the principal will 
in fact never be divulged; 

� Agreement must be concluded urgently and quickly; 
� The loan terms including interest, period of 

repayment and grace period are extremely favorable 
to the borrower when compared to those of all 
possible alternative sources; 

� Discussions and negotiations they will wish to 
undertake directly with Ministers. Officials such as 
central bankers and Ministry of Finance officials, who 
tend to ask awkward questions, should preferably be 
kept away; 

� The language of the draft documents is usually 
couched in pseudo legal jargon aimed at impressing 
the uninitiated; 

� The fees for the services provided by the 
middleman/loan arranger has to be paid up front i.e. 
before any real work is done. Such fees may go up to 
5% of the proposed loan amount. Since the loan 
amounts bandied about in discussions are usually of 
the order of hundreds of millions the front end fees 
requested are substantial; 

� The middlemen may talk of sinking funds as part of 
the proposed loan packages. This involves setting 
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aside a portion of the loan proceed as a Sinking Fund 
which will be invested at extremely favorable terms. 
The income of the Sinking Fund, the middleman will 
claim, will be sufficient to service the total loan. In 
other words the amount set aside in the Sinking Fund 
will effectively be a grant to the borrowing 
government! Actually such claims are invariably 
unworkable. If the very favorable investment 
opportunities of the kind in which the Sinking Fund is 
to be invested do exist, the middleman would 
probably decide to undertake the borrowing himself. 

 
Quite a number of loan proposals exceeding $200 million 
have been made to Pacific Island governments in recent years.  
The Minister of Finance, in such cases, finds himself 
commuting regularly between his home country and centers 
such as Hong Kong, Singapore or London. Fees or part of the 
fees may have been paid to specified accounts overseas. 
Invariably the agent/loan arranger disappears once the up 
front fees have been paid.   The loan funds never existed in 
the first place. 
 
Case 4: The Overseas Real Estate Scam 
 
Two well dressed ‘businessmen’ descended on country M.  
They stayed in an up market hotel. In their possession were 
attractively prepared and colorful subdivision maps of choice 
and prime residential land in the Gold Coast area, 
Queensland.  

Advertisements were placed in the local daily newspaper. 
Purchasers of plots were required to make contact and pay 
deposits of only $2,500. 
 None of the many accountants, lawyers, teachers, doctors 
and businessmen who rushed in to pay their deposits took the 
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trouble to check whether the subdivision actually existed on 
the ground as claimed. 
 Ultimately a number of would-be purchasers who had paid 
their deposits became suspicious. They noted that the 
salesmen were staying for weeks living in style at the 
expensive hotel and commuting regularly to and from other 
countries in the region.  
 One of the would-be purchasers called the Ministry of 
Finance and reported the matter.  The salesmen were called in 
and were advised that their acceptance of deposits violated the 
exchange control law of the country since it was tantamount 
to borrowing domestically by non-residents. Consequently 
they must return all the deposits to those who had paid them.  
 The legal ground for this instruction was not tested by the 
salesmen. They did pay back small proportions of what they 
had collected. Simple phone calls to the relevant authorities 
and other contacts around the Gold Coast area had established 
that the two salesmen were selling nothing more than paper 
subdivisions! 
 A number of variations of this scheme have also been 
successfully tried by get rich quick operators in the island 
countries.  
 One involved the sale of bonds issued by the government 
of a South American Country! The fake bonds were colorfully 
and attractively printed. The fake bonds, it appeared sold like 
‘hot cakes’.  
 More than $100,000 later the overseas bond salesman, 
departed hurriedly leaving their local associates to answer to 
the irate buyers and to the authorities.  
Recently a similar scam was successfully executed in Manila. 
There a Manila based firm sold Peso 900 million, about 
US$33.3 million, of fake treasury bills to two local banks!  
 The Governor of the Central Bank of the Philippines, 
whom the media requested to comment upon the incident said, 
“There is no law to prevent suckers”. 
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Case 5: the Offshore Bank scam 
 
A group of people registered a company as an offshore bank 
in country C. The bank was not capitalized; it was effectively 
a ‘2 dollar’ company . The directors and management did not 
have track records in banking. The promoters of the bank had 
influential local contacts. 
 The new bank concentrated its efforts upon accumulating 
deposits from nationals of Country C resident abroad.  Funds, 
so collected were invested by the new bank “offshore”. More 
than $500,000 later, the management and directors 
disappeared and depositors lost their savings. 
 The use of banks for fraud has had a number of well 
known variations in the region. An offshore bank may use a 
name such as First National, Pacific or Standard Chartered, 
Oceania. The bank may then issue a bank cheque is a “shell” 
with no funds. 
 This line of fraudulent activities emphasizes the need for 
well designed legislations by the authorities. The prudential 
provisions of national banking laws should, as a minimum, 
insist, even for offshore banks, upon: 
 

� Minimum capital requirements; 
� Minimum experience and qualification for 

management and directors; 
� Disqualification of management and directors on 

grounds of dishonesty or crime; 
� Solid banking parentage and sound pedigree 

 

Case 6 : The Cheap Shopping Chain 
 
N, a national of country E, resident overseas, returns to 
establish a shopping chain. Prices in N’s shops, he announced, 
were to be less than 70% of prices elsewhere in E. but only 
people who have purchased membership cards in the chain of 
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shops will be allowed to buy from the chain. The membership 
fee was set at $250. 
 Fifty members signed up and paid up in the first two days. 
An open factory space with low rental was rented by N and 
stocks of basic food  items purchased and presented for sale to 
the members. The prices for the handful of items were indeed 
lower than 70% of the prices elsewhere. By word of mouth, 
these favourable prices were broadcast far and wide. 
Consequently membership reached 1000 within 4 weeks. 
Stocks were modestly increased in the shop. 
 But within 10 weeks, N had left the country and 
disappeared. Rough estimates suggested that N may have 
netted more than $200,000; a not inconsiderable return for 3 
months work! 
 
Case 7: the Logging Scam  
 
M lives somewhere in Asia. He has businesses in a number of 
countries. These businesses are run by sisters, grandchildren 
or associates of the mother company in M’s country.  
 M sees quick and substantial profits in logging activities in 
a number of Pacific island countries. A number of these 
countries have National Environment Management Strategies 
(NEMS), prepared at great expense and funded by external 
donors. The NEMS were well publicized as critical 
components of national development strategies. 
 M’s companies, and others, logged away at rates 
considered to be well in excess of the sustainable rate. 
 The declared export sales figures suggest that M was 
engaging in profit shifting away from the Islands. This took 
the form of under-invoicing the export to a sister or associate 
company resident in a low tax country. Such a company acts 
only as a booking entity and does not physically handle 
exported logs which are shipped directly to the point of sale.  
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Under-invoicing of export proceeds in this case resulted in 
loss of royalty to the land owners, loss of revenue to 
government and loss of foreign exchange receipts to the 
country.  
The authority responsible for discouraging profit shifting and 
maintaining optimal foreign exchange reserve levels wanted 
to obtain information from M and his company as it was duty 
bound to do under the law.  
 This effort was frustrated for some time by higher 
authorities for reason that were not immediately clear! 
 

Case 8: the Honorary Consul Scam  

 
E came to country F.  E proposed to the Prime Minister and 
Minister for Home Affair that he be appointed Honorary 
Consul for country F in Hong Kong and that E and E’s 
company in Hong Kong be given absolute discretion to issue 
passports to applicants upon the following conditions: 

� E to pay $10,000 to the government of country F for 
each passport sold to an applicant. The actual amount 
paid by the applicant to E is not specified and is to be 
market determined; 

� Each purchaser of the passport will in addition buy 
special high yield bonds issued by the government of 
F with total value of $200,000.  

E had influential friends in country F.  He had ready access to 
decision makers. He talked well and persuasively. Sumptuous 
lunches and dinners were organized for important people.  
 In a short period E, an expansive extrovert, was privately 
announcing to all and sundry that the deal was effectively 
sealed, despite the constitutional and other legislative 
provisions which spelt out strict conditions for the acquisition 
of citizenship.  
 Although E had not received written confirmation from the 
Authorities, he was confident enough to seek an appointment 
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with the Central Bank to discuss the mechanism for payment 
to government of its share of the proceeds of passport sales. 
 E’s proposal manifestly fell outside the area of 
responsibility of the Central Bank. But the Central Bank was, 
however, sufficiently concerned and forthright in its 
disapproval, that it promptly informed the Minister 
responsible in writing.  
 Following receipt of the letter from the Central Bank to the 
Minister, E started receiving hints that perhaps his proposal 
was not as attractive as initially thought.  
 The scheme was ultimately shelved and no more overtures 
were received from E except for a parting abusive letter from 
him to the Central Bank.  
 
Case 9:  The Joint Venture Scams 
 
H lived in London. He specialized in forming joint ventures 
with governments around the world.  He negotiated a joint 
venture with government G of a Pacific Island country to 
manufacture margarine and food oils using coconut oil.  
 Since the price of copra was always fluctuating and on a 
declining trend line, G was easily persuaded that the joint 
venture will have much to contribute in terms of sustaining 
rural income and conserving foreign exchange for the country.  
 H, as equity to the joint venture, brought used equipment 
valued at $200,000. this valuation was not questioned by G 
which contributed $800,000 in cash as its equity. 
 The joint venture ultimately started operation. It was 
granted the sole privilege to manufacture its chosen products. 
Importers of margarine and food oils needed quotas which 
were set at zero. Generous concessions under the income tax 
and customs legislation’s were also granted. 
 Shortly after commencing operation H convinced G that 
the use of coconut oil for food oil and margarine presented 
certain technical difficulties which adversely affected the 
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economics of the venture. Imported vegetable oil, H 
convinced G, should continue to be used.  
 H also convinced the local Board of Directors that, given 
his expertise in international business and his convenient 
location in London, he should be granted full authority to act 
on behalf of the joint venture, ordering vegetable oils, 
equipment and sourcing technical services for the joint 
venture. This the Board agreed to. 
 The local directors were busy civil servants who had other 
things to occupy them daily. They also lacked the depth of 
understanding of the activities of the business they were now 
trustees of.  
 Despite the monopoly position which the joint venture 
enjoyed in the local market, the business progressively ran 
into cash flow problems and rapidly accumulating losses.  
 H employed all the well known techniques for ‘milking’ 
the operation to his advantage.  
The business was later sold to a private company at a give 
away price to relieve G of much embarrassment.  
 As to H, he quickly established similar operations in New 
Zealand and Australia attracting a number of prominent 
retired citizens to join his Board of Directors.  
 These operations met the same fate as the one in G’s 
country with many a director ending up with tarnished 
images. H was later indicted in London for fraudulent 
activities in other parts of the world. On his person the police 
found five different national passports, a number of them 
illegally acquired! 
 
Guarding against joint venture scams: 
 
Joint ventures involving overseas and local partners are 
common in the Pacific Island counties.  
 The local partner may be the government itself, a public 
sector corporation or a private corporate or natural person.  
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The overseas partner may be a natural person or a corporate 
daughter, grand daughter or associate of an overseas corporate 
grand mother.  
Care needs to be taken when the overseas partner in the Joint 
Venture has monopoly over management, technical and 
business expertise. The joint venture agreement need to take 
great care over the following issues:  
 
(a) Pricing of exports where the buyer is an entity related to or 

associated with the overseas joint venture partner. 
 
Prices should be comparable to those which might be 
expected if the buyer were completely unrelated to the 
overseas partner. In other words under invoicing or the 
shifting of profits to an associated or related company should 
be minimized or avoided. The local partner should, where 
international markets exits for the exported product, monitor 
the movements in the relevant prices. 
 
(b) Purchases of inputs and equipment from associates and  

corporate relatives should similarly be done at ‘arms 
length’ prices.  

 
This is to ensure that over invoicing or shifting profits out of 
the joint venture is also minimized or avoided. Management 
should ideally be required to present evidence of quotations 
from alternative suppliers. 
 
(c) The import by the overseas partner of used equipment, 
machinery or material as equity to be matched by cash equity 
contribution from the local partner.  
 
Generally the equity provided in kind, will have been 
depreciated fully but for the purpose of determining equity 
contribution, highly overvalued for such contributions taking 
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into account, where it exists, second hand values in both the 
host country and the country of residence of the overseas joint 
venture partner. 
(d) The joint venture agreement may provide for management, 
technical, advisory and training services from an overseas 
entity related to or associated with the overseas joint venture 
partner.  
 
This is again an area in which care and vigilance will have to 
be exercised by the local partner and guidance could be 
secured through access to similar joint venture agreements. 
 It should be noted that profit shifting activities are also 
engaged in by locally owned entities.  
The objective may be to get around the Exchange Control 
laws. Thus over invoicing imports from or under invoicing 
exports to an associate, subsidiary, or other corporate relative 
enables the local entity to shift foreign exchange out of the 
country. The Inland Revenue will of course also lose tax 
receipts in the process.  
 But over invoicing imports may be discouraged if the 
customs duties are high, unless of course the incentive for 
capital flight is particularly high. 
 
Vetting Procedures to Discourage Get Rich Scams 

  
Certain simple procedures could help counter the efforts of 
“get rich” quick operators. Some are in place in some of the 
island countries (but not all) but perhaps need to e more 
strictly adhered to. 
 
Bankers Reference 
 
Any visiting potential investor calling upon the Ministry of 
Trade and Industry, Ministry of Finance, trade and Investment 
Board or central Bank should be asked for a banker’s 
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reference.  He should be encouraged to authorize his banker to 
talk freely with the government ministry or agency about his 
financial standing and track record as a investor or business 
person.   
 A genuine investor would not have much difficulty with 
such a request or might even volunteer it without being 
requested.  A potential get “rich quick” operator without funds 
or with a criminal record will probably retreat very quickly 
upon being confronted with such a request. 
 
Networking among Central Banks 
 
This proposal has been floating around the region for some 
time.  Central banks are in a position to accumulate 
information about incoming overseas persons with business 
interests. As get ‘rich quick’ operators tend to move from one 
country to the next repeating their activities, much could be 
gained if central banks could share information informally 
among themselves.  
 The proposal is to have one central bank say RBNZ 
maintain a database of all persons and entities which engage 
or have engaged in unconscionable activities in the region. 
Central banks are to feed information to the data bank.  
 Other organizations which might usefully participate in 
feeding into the data bank are the Australian Commonwealth 
Police, the Comptroller of the Currency in Washington D.C., 
and the New Zealand Police. 
 The point of contact within a country for purposes of 
initial screening of an incoming investor who looks or 
‘smells’ like a possible operator is to be the Central Bank.  
 Thus an official of Ministry of Finance or Ministry of 
Trade and Industry would phone the Central bank to check 
upon T or his company. The Central Bank would in turn call 
the data bank to undertake a check on T. This process could 
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be done orally and informally and formal communication by 
post or facsimile would generally be avoided. 
 
Inter-Central Bank Collaboration 
 
A Malaysian visitor, K, called upon the governor of the 
Central Bank of Pacific Island country J.    K wanted to 
establish a logging company in country J. He told the 
governor that the ministers and officials he had called upon 
were all strongly behind his proposed project.  

He claimed that he was a man of substantial financial 
means and  a well known business in Malaysia. He further 
claimed that he was well known to the governor of Bank 
Negara Malaysia who would confirm his claims and bona 
fide.  
 To test him, a call was put through to the governor of the 
Bank Negara.  Before the end of the telephone conversation, 
K had left the building and soon after, the country. 
 
Checking through Private Networks 
 
A number of international companies will undertake searches 
on people or corporate entities.  One of this, which has offices 
in Australia and New Zealand, is Dun and Bradstreet. For a 
fee this company will undertake a comprehensive search on 
whether: 

� the phone number and address shown on the gold 
rimmed card presented by the visiting ‘businessman’ 
actually exists. It is amazing how many national 
authorities are easily impressed by the dress and card 
of such visitor to the extent that they will not even 
think of ringing the phone numbers don’t even exist 
and the addresses proved to be humble bed-sitters in 
the industrial areas of some large cities. 
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� The nature of the business undertaken by the visitor 
or the entity he represents, 

 
� The financial strength of persons or entities and their 

track record in the line or lines of business they 
undertake. 

Government Ministries and agencies should be made aware of 
this kind of facility and the need for using them when 
required. Overseas embassies could be profitably used in 
making contacts with organizations such as Dun and 
Bradstreet. 
 
The Proper Granting of Concessions 

 

Powers for granting tax and customs concessions may lie with 
the Minister of Finance.  Approvals for work permits and for 
acquisition of reticulated commercial plots of land may vest 
with other ministers.  Exchange control laws are likely to be 
administered by the Minister of Finance who may delegate the 
relevant powers to the Central Bank.  
 Generally overseas and local investors have to walk 
around discussing what they want with a number of 
authorities within government.  Ideally the relevant powers 
should be consolidated within say an Investment Act.  
 The Minister responsible could then have powers, within 
specified limits, to grant tax and customs concessions, for 
instance, after consultation with the Minister of Finance.  
Similar provisions would apply with regard to work permits, 
land acquisition and exchange control approvals.  
 Where a Trade and Investment Board exists the Minister 
could delegate his powers under the Investment Act to that 
Organization. Where such a Board does not exist the Minister 
should not actually be involved in deciding upon concessions 
granted to an applicant.  
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Instead careful guidelines should be prepared matching the 
package of concessions to be allowed and the contributions to 
the economy by the proposed business venture.  
Such contributions could include value added, foreign 
exchange generated or conserved, employment, training, 
technology transfer, domestic equity participation and 
potential linkages within the economy.  
 The actual decisions on concessions including land 
acquisition and work permits should be made by a small 
committee of officials representing the relevant Ministries or 
by officials of the Trade and Investment Board where such 
exists.  
 This arrangement ensures that decisions are fair and even, 
while limiting the exposure of Ministers to temptations and 
undue influence. 
 
Countering the activities of loan arrangers/middlemen 
 
Again simple procedures and their strict observation could 
help much in wedding out the undesirable aspects of this kind 
of activity. Such include:  
 
� Observation of the financial provisions of the 

Constitution and the Finance Act which stipulate that 
all borrowings by the government require at least a 
Resolution or an Act of Parliament; 

� Initiation and negotiations of loans to be undertaken 
only by the officials of the Ministry of Finance and 
the central bank on behalf of the Minister of Finance; 

� The ministry of Finance and Parliament must have the 
full details of the terms and conditions of the loan and 
the identity of the lender as principal; 

� Government should ideally not deal with middlemen 
but only with the principal who in all cases must 
internationally recognize lenders, or another 
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government or government Agency. But should a 
government opt to do so, no front end fees should be 
payable and alternative terms and conditions sought 
from other similar sources; 

� Government Agencies wishing to borrow overseas 
should be subject to the approval of the Central Bank. 
This requirement is already provided in a number of 
central banking and exchange control legislations in 
the region. Such Agencies should be subject to the 
same rules applicable for government. This 
requirement is essential not least because such loans 
are generally backed by government guarantees. 

� Loan negotiations should be undertaken only by 
officials within guidelines in regard to terms and 
conditions previously approved by the Minister of 
Finance and Cabinet. 

 

Conclusion 
 
There are many opportunities for decision-makers to make 
wrong decisions because of corruption.  While it is quite 
unlikely that corruption will ever be totally eradicated, it can 
be minimised by establishing and following transparent rules 
of behaviour and response.  It is critical that decisions are 
made collectively rather than individually by ministers or civil 
servants. 
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Good corporate governance: 

the role of directors22 
 
The Executives of the Institute of Internal Auditors (Fiji 
Chapter), Invited Guests, Ladies and Gentlemen, thank you 
for inviting me to come and say a few words to you.  
 As Internal Auditors, you did take some risk in allowing 
me to choose the subject to talk about, as I have chosen the 
topic of Corporate Governance. 
 I would like to define, “Good Corporate Governance” as 
“the responsible management of corporate resources by 
Fiduciaries, Directors, Trustees and Managers in pursuit of the 
interests of stakeholders such as shareholders, creditors, 
employees and the community at large”. 
 I am including corporate private entities and all other 
entities set up under other legislations such as local 
governments, statutory bodies, credit unions and co-operatives 
under the board umbrella of the corporate sector. 
 The corporate sector is a large component of the economy 
of any country. Private sector investments and public sector 
corporations drive the economy in all countries.  Investments 
by these entities generate value added (profits plus wages plus 
salaries), employment, government revenue,  increase the rate 
of economic growth, and directly contribute to improving the 
standard of living of all citizens. 
 Total Value Added as you know equals Gross Domestic 
Product (GDP).  Good corporate governance increase the 
productivity of investment, i.e. value added generated by each 
dollar of investment and with it the raises the rate of national 
economic growth and wealth creation within a country. 
 
 

_______________________________________________________ 
22 Speech at the Annual General Meeting of the Institute of Internal 
Auditors. 19 June 2002.  
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Corporate Governance in the Financial Sector 

 

All investments within a country have to be financed, whether 
from national domestic savings or savings of non residents 
from the rest of the world, 
 The finance sector is made up of corporate private and 
public entities such as commercial banks, insurance 
companies, finance companies, life insurance companies, 
development bank, credit unions, stock exchange.  The role of 
the finance sector is to promote the growth of domestic 
savings, channel domestic and external savings efficiently 
from those who save to those who take risk and invest in 
business activities which yield high social and economic 
returns to the economy. 
 Savings are channeled through corporate intermediaries 
such as the Provident Fund, The Commercial Banks, the 
Development Bank, The Life Insurance Companies, Finance 
Companies, Home Finance Company, Credit Unions, from 
those who save to those who invest. 
 But savings can bypass financial intermediaries or 
“middlemen”, and go directly to those who invest. This is 
done through the sale of financial instruments such as Bonds, 
Treasury Bills, Promissory Notes and Company Shares, to 
individuals and institutions which surplus savings to invest. 
 

The critical importance of Fiji National Provident Fund 

 
The FNPF is the only compulsory savings scheme in the 
country receiving 16% of all wages and salaries paid by 
employers who bear half of this total. 
 These contributions are invested for the benefit of 
employees, the FNPF members, by the FNPF.  The FNPF, in 
terms of the resources it holds and invests , is the largest 
single financial institution in the country. Its relative 
importance and size will grow steadily over time. 
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The FNPF is a statutory body set up under an Act of 
Parliament. Its functions are to accumulate domestic savings 
of the workers and to invest such  savings wisely to support 
stable and sustainable economic and social development in 
Fiji, and to provide for financial and social security for the 
workers and their families upon retirement or incapacity 
through accidents or ill health or death. 
 The FNPF statute and the regulations issued under it 
provide for governance framework which its Board, 
Management and Staff must observe in order to entrench 
transparency, accountability and discipline so as to promote 
the national objectives of the FNPF while protecting the long 
term interests of the FNPF members. 
 The statute provides for representatives of workers, 
employers and Government on the Board.  The board is or 
should be independent of political influence. But so much 
depends on the expertise, qualification and character of Board 
members. 
 The board should be guided by provisions of the statute 
and regulations. It: 
 
� Should appoint staff only on merit, 
� Should resist undue political influence. 
� Should be guided only by the objectives of the statutory 

body as spelt out in the Statute and Regulations, 
� Must insist on high standards at all times, 
� Must act transparently always and demand transparency 

and  accountability from Management and Staff, 
� Must be accountable to Government and to Parliament.    

 
Directors should thoroughly understand the provisions of the 
Statute and Regulations and their duties and responsibilities, 
spelt out therein. 

The role of the internal and external auditor in entrenching 
good governance is extremely important. 
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The role of Government and Parliament in insisting on 
transparency and accountability is critical. 
 The roles of workers and employers who are represented 
on the board are also important. 
 Perhaps pensioners of the FNPF can play an important 
role. They could form an association to monitor the FNPF and 
it may be possible to amend the FNPF Act enabling the 
pensioners to elect one or two directors to the FNPF Board. 
 

The Banking System 
 
The banks play a vital in fostering national investments and 
economic growth:  
 
� Intermediate National Savings, 
� Provide working capital to business, 
� Operate the country’s payment system within the 

country and between the country and the rest of the 
world. 

 
In Fiji the Supervisor of the Banking System is Reserve Bank 
of Fiji, RBF. Sound supervision requires expertise, 
experience, integrity, and good, well thought out Banking 
Legislations. Baking legislations generally provide for; 
 
� Minimum capital requirement, 
� Limitation of exposure to any single risk. This may be 

set at a modest percentage of the Bank capital, 
� Restrictions on lending to Directors and Staff, 
� Disqualification of a Director with criminal record or 

who is declared mentally unsound, or considered unfit to 
manage a corporate entity, 

� Stringent licensing provisions. Only banks with good 
pedigree may be licensed. 
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A supervisor is generally equipped with powers to intervene 
when a bank shows signs of running into difficulties. 

The supervisor should undertake close monitoring 
involving on site and off site monitoring to ensure that:  
Procedures and controls are strictly observed, and that 
portfolio quality are maintained at very high standards at all 
times. 
 The importance of the capacity, strength and independence 
of the supervisory authority cannot be over-emphasized. 
 Banks like all corporate entities including statutory 
corporations must have Directors who have back bones and 
who have the required expertise and experience. 
 Banks like other businesses, need sound management. 
Banking legislations must be regularly updated to ked up with 
changing circumstances. 
 The maintenance of sound corporate governance in the 
banking system and business sector generally calls for a sound 
legal system backed by the law and accounting firms, the 
Police, the DPP’s Office and the Judiciary. And it need not be 
emphasized that these institutions must be manned by people 
who are corrupt free, efficient and have integrity, expertise 
and experience. 
 The laws of the land and government policies must be 
known and predictable.  The roles of and standards 
maintained by the Legal and Accounting professions are 
absolutely vital in entrenching sound corporate governance. 
 

Questions for you to answer: 
 
� Are high standards maintained in the professions in our 

country? 
 

� Is there room for improvement? 
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� Are those who prosecute as smart as expensive Q.Cs 
who may be hired by entities or directors and managers 
prosecuted? 

 
The media, with training in investigative and financial skills, 
plays a vital role.   How can we improve on this in our 
country? 
 The shareholders and employees have an important role in 
entrenching sound corporate governance in the corporate 
sector. They can do much to keep management honest. 
 
Responsibilities of Directors of Statutory Bodies 

 
I would suggest that Directors of Statutory bodies should, 
upon appointed, be issued with Acts of Parliament 
Regulations which establish and govern the operations of such 
bodies.  Management should walk them through these 
documents to ensure that Directors understand and internalize: 
 
� Their responsibilities, 
� The boundaries of the powers given them under the 

relevant statutes, 
� The limits of powers which vest in Ministers, 
� The transparency and accountability provisions which 

must be strictly observed.  
� These include tabling of Auditors Accounts, and Annual 

Reports on time. 
 
A Director exercises personal judgment and skill in the 
service of the corporate entity and should normally be 
personally liable if he fails to do so. So all statutes should 
have written into them, the requirements directors in terms of  
 
� Minimum Qualifications, 
� Relevant experience, 



 
 
Good corporate governance: the role of directors 
 

 214 

� Crime free record, 
� Honesty and probity 
 

A number of statutes already attempt to do this. 
Politicians should be excluded from statutory Boards. 

Some statutes have such provisions. To minimize undue 
political influence, shortlists should be submitted by 
employers, workers, NGO’s, Farmers’ Group, etc. from which 
a Minister or Cabinet may  choose a final list of Directors. 
The FNPF Act has a formula that could be widely adopted. 
The PNG Central Bank Act, just introduced, also attempts to 
follow these guidelines. 
 
Private Sector Entities and PSEs 

 
Directors should be given copies of company legislations and 
Management walk them through important provisions. 
Memorandum and Articles of Association should also be 
studied and understood by Directors and Management. The 
Company Law places onerous duties on the Director who. 
� owes a duty of care, diligence and skill  
� must act in good faith in what he believes to be in the 

best interest of the company, 
� must disclose interest in transactions with the company, 
� must exercise powers for a proper use, 
� has a duty to avoid reckless trading, 
� has a duty to not disclose, make use of or act on 

company information. 
 
The potential criminal liability or Directors can be very 
onerous. Grounds for disqualification as a director under 
companies legislations may include; 
 
� Crime involving dishonesty, 
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� Persistent failure as director to comply with the 
companies act, 

� Fraud in relation to the company, 
� Reckless or incompetent performance of duties as a 

director, 
� Unsound mind. 

 
To beef up corporate governance standards, the companies’ 
legislations have detailed requirements in regard to: 
 
� Obligation to keep accounting records, 
� Retention of accounting records, 
� Requirement of financial statements, and contents of 

such statements, 
� Auditing and auditors report, 
� Requirement of annual reports and their specified 

contents. 
 
Like statutes which govern the operations of statutory 
corporations, companies legislations need to be reviewed and 
updated as circumstances change. 
 The Companies Office needs to be strengthened if it is to 
help raise the standard of corporate governance.  

In the main, it would seem that the legislations framework 
is sound, while the weakness is in the institutions whose role 
it is to ensure that the laws and regulations are adhered to. 
 Directors and managers, either through, ignorance, 
negligence or worse may choose not to perform their proper 
duties. The results may be 
 
� reduced surplus or increased loss in corporate entities, 
� Unavoidable corporate adjustment and downsizing; in 

both case value added or GDP contributions to the 
economy will decline, 
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� Reducing investment and falling productivity of 
investment 

� The cumulative effect is falling rate of national 
economic growth, lack of job creation and shortfalls in 
government revenue. 

 
You all know two Pacific Island cases where bad corporate 
governance had very serious national impacts! 
 

Country X: Abuse of national provident fund, 

 

Country Y: Bad governance in government owned bank. 
 
I need not say more. 
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Good Leadership 
At the launch of 20

th
 Century Fiji 

 
Gone Turaga na Tui Nayau, Ratu Sir Kamisese Mara, 
Marama Bale na Roko Tui Dreketi, Adi Lady Lala Mara,  Our 
Distinguished and Special Guests, The Caretaker Prime 
Minister, Laisenia Garase, Caretaker Ministers, Excellencies 
of the Diplomatic Corp, Ladies and Gentlemen. 

I feel honored to address this important gathering of 
people. People who play such an important role in today’s Fiji 
and the family members of those who have made an 
outstanding contribution to Fiji in past years. This is indeed a 
very special occasion. 
 We are here to celebrate the best of Fiji. To celebrate the 
people who have contributed so much to shaping this nation. 
And to celebrate the rich cultural heritage and diversity which 
is the real Fiji. 
 I am pleased to be a part of this celebration because over 
the last 12 months we in Fiji have had little to celebrate. 
Through this book we have the opportunity to put our current 
difficulties in their proper perspective. 
 Those who shape a nation may do so positively or 
negatively. There have been leaders of other nations, who had 
powerfully shaped the direction of their countries, and 
sometimes of much of the world, although not many would 
consider their influence positively.  

Others have shaped their nations without occupying any 
leadership positions. One may wield influence through 
powerful ideas, through military might, through economic 
power or other means not necessarily related to high status in 
one’s society.  

Perhaps the most influential person that ever lived is the 
poor itinerant preacher called Jesus, who lived over 2000 
years ago. He never held an office, he had no worldly 
possessions, and never wrote a book. Yet his ideas and 
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teachings continue to strongly influence the life of much of 
the world today. 
 Each of us contributes in some way towards shaping our 
society and hence our nation. However, some are able through 
their vision, energy and dedication to wield more influence 
than others. Such are the ones we have come together today to 
acknowledge. 
 The selectors of the eminent persons featured in the book 
“20th Century Fiji” have chosen for celebration those who 
have been prominent in shaping the development of Fiji as a 
nation. The seventy three persons described in this book 
represent a wide variety of people reflecting the rich diversity 
of the Fiji society. Some ten of them are women, twenty six 
are indigenous Fijians, sixteen Indo-Fijians, twenty nine of 
European descent, one of Rotuman and one of Chinese 
descent. These people have been and are leaders in their own 
fields including, politics, trade unionism, civil service, 
military service, commerce and industry, co-operatives, credit 
unions, business development, education, social welfare, 
religion, sports, the arts and culture, transportation, 
communications, photography, publications, diplomacy, 
women’s rights and social and cultural research. 
 We celebrate the achievements of these seventy three 
persons because of their leadership. During this troubled 
period in Fiji’s history, our country greatly needs determined 
and visionary leadership. Fiji, as we all know, has been 
blessed with several visionary leaders in the past. 
 Amongst these was Sir Arthur Gordon who was part of the 
colonial administration in the last century. He prevented the 
Fijian land from being completely alienated and took it upon 
himself to save the Fijians as a viable race of people. The 
book recounts Gordon’s determination to ensure that Fijians 
do not “perish from off the face of the earth”.  He made three 
decisions that have shaped Fiji’s life to this day. One was to 
vest the land in Fijian mataqali ownership. Another was to 
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institute a uniform Fijian administration entrenching  the rule 
of the chiefs.  A third was to introduce indentured labour from 
India. 
 Another visionary leader was Pandit Vishnu Deo who 
lived during the first half of this century. Legislator, sharp 
debator, and visionary leader, Pandit Vishnu Deo saw the 
value of education, both of men and of women, at a time when 
the government was largely indifferent. His foresight in 
establishing many schools throughout Fiji has reaped benefits 
not only for the Indo-Fijian community, but also for the others  
who increasingly use Arya Samaj schools. 
 Amongst the women listed, Lolohea Waqairawai is a 
shining example of a woman of vision. She saw clearly the 
important role women can play in the development of any 
society and worked tirelessly to educate women and thereby 
to promote family health and welfare throughout Fiji. While 
she began work with indigenous Fijians she later worked for 
all races and promoted interracial harmony. Lady Lala, who is 
here, has herself worked tirelessly with the women of this 
country. 
 In our own time. Ratu Sir Kamisese Mara, promoted 
multiracial harmony through his visionary policies 
encouraging a coming together of Fiji’s different racial groups 
that had been separated for so long during the colonial 
administration. No doubt this is the vision Fiji needs to carry 
forward to the 21st century. How Fiji is to do that depends on 
the leaders that she will have. The country has had a good 
crop of leaders who carried it through the 20th century. The 
task of those who have selected persons for this book has 
therefore been quite difficult. 
 There are a few leaders who obviously stand out amongst 
them all. These include Ratu Sukuna who bridged the gap 
between colonial and independent Fiji; Ratu Mara who led the 
political change; Ratu Penaia Ganilau who had tremendous 
rapport with the people and humility; a military leader, Ratu 



 
 
Good leadership: at the launch of 20

th
 Century Fiji 

 

 220 

George Cakobau who led with dignity and humility; A D 
Patel, well remembered for his tenacious pursuit of deeply 
held ideals and principles; and Sitiveni Rabuka as the 1987 
coup leader. These men were born leaders and commanded a 
following by the very nature of their position, their power and 
their success. 
 However, many in the book have lower profiles but 
enduring impact, displaying one or more prominent qualities 
of leadership. 
 Leaders are often champions of others and noted for their 
sincere pursuit of democracy, justice and other humanitarian 
values. The writers of the book noted these qualities in Swami 
Rudranandra for the sugar industry; AD Patel who did so with 
courage, vision and unflinching commitment;  Vishnu Deo for 
the Indian community; Sir Alport Barker who constantly 
advocated for people’s representation in government; Father 
Ganney who founded the credit union in Fiji, and the well 
known politicians/statesmen Timoci Bavadra and Jai Ram 
Reddy. 
 Decency, hard work, faithfulness and dedication are 
qualities of leadership noted in many including Sir Ian 
Thomson, civil servant, Sir Charles Stinson, businessman and 
politician, Semesa Sikivou, educator and diplomat and Satya 
Nandan, diplomat.. 
 Benevolence, compassion, wisdom and commitment are 
qualities identified in others including Mother Mary Agnes of 
the Makogai Leper Colon, Miss Francis Charlton of Adi 
Cakobau School, Ratu Edward Tuivanuavou, Fijian leader , 
soldier, civil servant and politician, Ratu Joni Madraiwiwi 
Fijian leader and civil servant, Rev. Tuilovoni, Methodist 
church leader and Frank Hilton special educator leader. 
 Several have been selected for their selfless duties for 
others and their special concerns for the poor and vulnerable 
in Fiji’s society. These include the philanthropist JP Bayly 
who left his wealth for the care of the poor and lived an 
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austere life. Others are Dr. Hemming preacher and medical 
doctor, Mr P Maharaj, businessman and humanitarian, and 
Mr. Totaram Sanadhya, religious leader and humanitarian. 
 Some led through their actions – particularly in the fields 
of commerce and industry – perceiving opportunities where 
they arose and creatively forging new enterprises for the 
benefit of the country. These include Sir Maynard Hedstrom 
in general trading, Sir Hugh Ragg in the hotel industry, Hoy 
Shang Yee in village and island trading, Costello & 
Borthwick in gold mining and Harry Punja in diverse areas of 
commerce. Special qualities of leadership the book identifies 
in commerce, are integrity and ethical practices. These were 
exemplified in the work of Wilson Inia for the Coorperatives 
movement in Rotuma. 
 Another group has been selected mainly because they lead 
by example, inspiring others to do the same. These include 
Josefata Kamikamica, civil servant and poloitician, Taufa 
Vakatale, educator and politician, Mere Samisoni, 
businesswoman, Semisi Maya, artist, Jo Levula, rugby player, 
Vijay Singh, golfer, and the ever popular rugby wizard from 
Gau Waisele Serevi. 
 The breadth of coverage of the book shows that leadership 
is not restricted to a few in the top drawers of  power in 
society. Leadership exists where there is a need for direction, 
creativity and action, and where one or two persons with 
vision, determination and courage take up the challenge, 
carrying others with them in the process. So it can exist in the 
humble abode of the family, in a village or settlement, in a 
geographic area, in a sector of society or in the nation as a 
whole.  

Leaders are men and women who rise to the occasion 
when needed. The qualities required vary depending on the 
needs for the occasion. One thing they have in common 
though is the ability to persuade others to follow. That means 
that a leader is not a leader without followers. In Fijian 
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tradition, we usually say that a turaga or chief is not one 
without his/her tamata or people. Both terms assume a 
reciprocal relationship that defines each role in terms of 
personal qualities, conduct and obligations. Fijian society 
demands much of its chiefs in terms of personal conduct as 
well as their obligations to their people. As long as the turaga 
acts out his or her expected role both in private and public 
life, he or she continues to retain the respect of his/her people. 
Fiji society as a whole demands no less from its leaders for 
the 21st century. 
 One of the exemplary living leaders if this century, who is 
meticulous both in private and public life, is Singapore’s 
Prime Minister for three decades, Mr. Lee Kuan Yew. A 
brilliant visionary, a pragmatic idealist, and effective 
communicator, he carried his people along with him on a 
determined path of development for the tiny nation, that saw it 
grow from a poor island state with no resources in 1965, to a 
thriving, democratic, multiracial first world nation only some 
thirty years later. 
 One of the first acts that Lee Kuan Yew did  when he came 
to power was to rid his government of corruption. Lee Kuan 
Yew practices his ideals and applies them both in his private 
life and his public duties, policies and legislations. His goal 
for Singapore was to create a healthy and sound community 
with contentment and happiness as the product of a satisfying 
life of achievement and fulfillment. In his thirty years of 
leadership he constantly strived for what he called the 
ultimate: 
 
      “--- a society where man does not exploit his fellow man, 

where differences of language, religion or culture are 

completely subdued by the identity of common interests, in an 

equal and just society where men and women are rewarded on 

the basis of merit and effort.” 
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When Singapore became independent the income per capita 
was $US1, 000. Some thirty-five years later in 2000, it was 
nearly US$30,000- higher than those of most industrial 
countries today. Singapore is hailed as the city of the future, 
clean, bustling and prosperous, its social programmes 
ensuring adequate housing, good health services and 
accessible education for all. 
 As Fiji faces the 21st century it may do well for its leaders 
to learn not only from others who have gone on before, such 
as those celebrated in this book, but also from outside of the 
country. Leaders such as Lee Kuan Yew, Nelson Mandela, 
Julius Nyrere, and Mahatma Ghandhi give us universal 
lessons applicable everywhere. These leaders strongly believe 
in basic justice and equality for all, tolerance, compassion and 
care for the vulnerable, honesty, fair play and good 
governance, and a healthy respect for the law of the land. 
 When Fiji gained independence in 1970, its constitution 
assured its citizens equality – forbidding discrimination on the 
basis of the common divisions of race, colour ar religion. 
There was much optimism spurred on by the multiracioal 
leadership of the Alliance Party of Ratu Sir Kamisese Mara. 
Despite notable achievements of the Alliance government 
deep-seated divisions between the races and conflicts between 
tradition and modernity within the Fijian community 
remained unaddressed. Some twenty years on, governance 
had started to deteriorate, accusations of corruption surfaced, 
many of the followers of the various political parties were 
disillusioned and the stage was set for the painful experiences 
which emerged in 1987. 
 Now almost fourteen years after that first coup and two 
more armed coups later, Fiji as a nation is floundering. We 
run the risk of becoming another of those developing nations 
which in the words of Lee Kuan Yew- “- every year sees 
further deterioration, officials becoming more corrupt, streets 
getting dirtier, flies more plentiful…And every         
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anniversary is another sad remembrance of the days that used 
to be when things were better.” 
 Sadly for our country, unemployed figures continue to rise 
and with it the crime rate and violence. Violence, we need to 
remind ourselves, is not only physical. A worse form of 
violence is the suppression of human rights and individual 
dignity. 
 Fiji, it would seem, will need leadership in three main 
areas for the coming century.  First is in developing its 
economy in order that it meets the basic needs of its peoples. 
Leaders in the area of social, economic development need to 
be perceptive and creative people in commerce, industry, 
natural resource utilization, sciences, technologies, education, 
technical training, the service industries such as tourism and 
the financial sector. There are, fortunately for us, already 
examples of such leadership in this book. We need more 
people like those for the next century. 
 Second, Fiji needs to examine carefully and to value both 
its legislation and its political system. These are vital for the 
comfort and security of each individual’s soul. In Fiji’s 
multicultural society these areas pose difficult challenges. The 
majority of Fiji’s peoples are generally not legally literate, yet 
are expected to operate and exercise their individual rights 
within a system of laws that is alien to most of them. Fiji’s 
political system has been complicated by the desire to protect 
its racial and cultural groupings. Yet not too many of Fiji’s 
citizens understand what their rights are within the system or 
how they can assert those rights. Under such circumstances 
our leaders might perhaps find it tempting to exploit the 
ignorance of the people for their own ends. 
 Fiji needs more leaders with vision and commitment; 
leaders who will not mislead but educate the people. There is 
a dire need for leaders who inform without manipulation, who 
initiate reforms without dominating the outcome, who listen 
to grievances without exploiting the vulnerable, who 
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strengthen people and empower them with knowledge without 
claiming any reward. At this difficult time when Fiji as a 
nation is deeply wounded, it needs leaders who will heal. If 
we care to look at Fiji’s society today there are already those 
brave few doing such work quietly. They need our full 
support. 
 The third area of leadership is in the creative and cultural 
life of the nation. These give expression and growth to the 
spirit of the nation. Spiritual development requires freedom. 
Fiji’s leaders through the 20th century had indeed nurtured 
cultural freedom that included tolerance for differences of 
religion, artist expressions, and above all freedom of 
expression through the public press. It cannot be 
overemphasized that freedom of the press is a sine qua non to 
transport and good governance, which are basic requirements 
for a just and prosperous nation of the future. Fiji needs to 
carry these precious values forward and needs leaders who 
respect and internalize them. 
 Having said all that let me emphasise that most of us in 
this lovely country with its wonderful people are unabashed 
and unrepentant optimists. Our people carry on with their 
lives working closely and giving of themselves. There are 
many people out there working quietly within our society with 
sincerity and love. They probably will never make it to a book 
such as this but they are leaders in every sense. The repairing 
and healing of the torn fabric of our society has, I believe, 
begun. 
 As evidenced from the profiles of the great people in this 
book, Fiji has been blessed with people of courage, 
compassion, vision and humility. It is no different today. Our 
people will rise to the challenges that currently confront us. 
And in looking ahead we are collectively fortified by the 
words of Ratu Sir Kamisese Mara, uttered some 30 years ago, 
when he outlined his hopes for- 
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   “…a Fiji where people of different races, opinions and 

cultures can live and work together for the good of all; can 

differ without rancour, govern without violence, and accept 

responsibility as reasonable people intent on serving the best 

interests of all.” 

 

 

Ladies and Gentlemen, I have pleasure in launching this book 
titled  “20

th
 Century Fiji.”   Thank you. 

 
 
  
 


