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Structural reforms, political instability and economic
growth in Fiji: Sustainability in the long-run

Introduction

Fiji’s economic problems began in the mid-1980s when the first
steps towards the introduction of structural adjustment policies
were adopted in line with IMF guidelines. In 1984, the Alliance
government introduced a wage freeze, adopted economic policy
measures designed to bring fiscal discipline into the country, and
moved towards restructuring other sectors of the economy. The
economic decline was further aggravated by the military coups of
1987. Governments after 1987 continued with the structural
reforms, which are now central to Fiji’s fundamental policy
direction. Some of the reforms paid dividends in the form of
economic growth and employment, but this was not sustainable.
The putsch of May 2000 further eclipsed the growth potential in
a struggling economy. The lack of investment, political uncertainty
and the impending solutions to the property rights in land leases
have further compounded Fiji’s economic woes.

Recent economic performance

Despite two decades of structural reform, Fiji’s economic
performance has not improved. What are the some of the reasons
for this? Was the reform process properly undertaken? Are further
reforms necessary and if so in what areas? This paper addresses
some of these questions, and points out that while structural reforms
may have achieved some improvement in economic performance,
the political instability created through coups, putsch and other
elements associated with these not only retarded the reform process,
but also affected the overall economic performance.

The recent economic performance of the Fijian economy has
been low and not sufficient to absorb the growing labour force.
Average growth rates were higher between 1970 and 1975, but
since the 1980s growth rates have been very low, particularly
post-1987. In terms of sectoral performances, the garment sector
performed well, with the government’s tax-free factory policies
attracting significant investment. The sugar sector is on the decline,
with the prognosis that it will not survive because of problems
relating to land leases. The sugar industry’s GDP share has
continued to decline over the last decade, and is likely to decline
further in 2002. Its share of GDP declined from 11.3 per cent in
1996 to 7 per cent in 2001, with a likely further decline to 6.2
per cent in 2002. The sugar industry’s share of all agricultural
activity is projected to decline from 41.2 per cent in 1996 to 25.6

per cent in 2002. Because of the declining sugar output, the
significance of sugar manufacturing has declined from 22.4 per
cent of all manufacturing in 1996 to only 15.5 per cent in 2001.
A further decline of 1.2 percentage points is predicted for 2002.

Tourism has been seen as the growth sector. Tourism earnings
have already surpassed sugar in terms of foreign exchange earnings.
In 1999, tourism earnings were estimated to be at F$558.6 million
and in 2000 at F$413.5 million. Tourism earnings for 2001 are
estimated to be F$489million. It is expected that the earnings will
be near the 1999 earnings. The current government estimate is at
F$536.7 million (Government of Fiji 2002). Other sectors such
as fisheries and forestry, which have strong growth potential, have
not been as badly affected by the political crisis.

How far have structural reforms been
undertaken in Fiji?

Structural reform or economic reform in general is geared towards
making Fiji an export-oriented economy. The emphasis of the
reforms is designed to create economic institutions and incentives
that will support market-led economic growth. This is not only
true for Fiji, but is now the economic policy agenda of all Pacific
Island nations (Duncan et al, 1999). The major areas of reform
include changes in trade policies, the labour market, the goods
market, public enterprise reform, civil service reforms, agriculture
and land, financial sector and investment policies.

Trade policies

Trade policies for Fiji are based on the premise that these are the
key to achieving high levels of economic growth. Fiji’s
implementation of its import substitution strategy for economic
growth was beginning to show signs of collapse during the 1980s.
There was a slump in the demand for domestically produced
goods because of declining wages and reduced government
expenditure. This required a re-evaluation of Fiji’s economic policies.
Similarly, Fiji’s economic problems coincided with the problems
of rising debts being experienced in many other developing
countries. The IMF and the World Bank were already propagating
a reform agenda that required restructuring of the economy to
promote exports.

The current government policy is to further liberalise trade
through reduction in tariff rates. The recent performance of exports
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has been less than impressive. Since 1998, the export growth rate
has declined, and in 2000 it was 2.8 per cent, a decline of 0.3 per
cent over 1999. It is evident that despite the continuing
liberalisation of trade, the export performance overall has been
poor (Reserve Bank of Fiji 2001).

The labour market

Economic reforms were accompanied by labour reforms in Fiji.
The reforms were geared towards minimising distortions in the
market. To bring about the reforms, in 1991 the military
government in Fiji adopted a wide range of labour market policies
as part of its broader structural adjustment policies. This led to
changes in various laws, including the Industrial Associations Act,
the Trade Union Recognition Act, the Trade Unions Act, trade
unions regulations and the Trade Dispute Act. In the process labour
laws were amended, and national wage and salary settlement guides
were removed.

A large number of workers in paid employment earn income
that is below poverty line. Taking a five-and-half-working-day
week, we get 286 working days per year. Based on a wage rate of
$17.71 per day, we get a total annual income of $5065.06 per
year (Table 1). This is well below Fiji’s poverty line income of
$6240 per year, and we have 66,000 workers1  who fall into this
category. If we take the 1999 real wages figure, the case is much
worse.

Often, government’s stated objective is that further liberalisation
of the goods market will provide a range of choice for consumers
and bring about lower prices through competition.

Financial sector reforms

In the 2002 budget, the exchange control policy was further relaxed
to allow delegation to authorised foreign exchange dealers. The
relaxation of controls in the financial sector of Fiji were not in the
interest of the large number of small-scale investors. Concerns were
raised about the levels of interest rates and fees and charges being
imposed by banks and financial institutions, which ultimately acted
as a barrier to investment, and in some cases resulted in financial
exclusion. The strong price-setting mechanisms in place in Fijian
financial institutions arise from the small financial market.

Public sector reforms

These include reforms in the civil service, public sector financial
management and public enterprise reform. The public sector
attracts an important component of total government expenditure.
The reform of the public sector is in line with the overall
restructuring programme in Fiji, as is the case in many other Pacific
Islands nations.

Public enterprise reform in Fiji is a matter for concern.
Privatisation and corporatisation has been one of the key strategies
to reduce the size of the government. This was announced in the
1993 national budget as a major policy goal. A familiar argument
was put forward — that public enterprise reform would allow
many costly and loss-making organisations to be re-organised so
that better returns could be derived from them. The process of
privatisation, however, is leading towards the creation of private
monopolies, and this has not led to improvements in efficiency
and services to the consumers. Telecom Fiji is a good example of a
profitable public enterprise being sold to private interest.

Corporatisation of public enterprises is even more problematic
and, in fact, it has led to wastage of public resources. The
government commercial companies, the commercial statutory
authority and re-organised enterprises have all been subject to
corporatisation. Corporatisation involves re-organisation of state
enterprises to improve efficiency and returns. The process of
corporatisation in Fiji has been plagued with political corruption
and lack of transparency and accountability. Public enterprises in
Fiji are under the administration of the ministry of public
enterprises, and it is the minister who appoints the board of
directors. In the case of Fiji, most of these appointments have been
political appointments. This leads to the appointment of people
who do not have the necessary qualifications and experience. More
often than not, the re-organised enterprises have the same people
managing the changed structures.

Land reform

The issue of property rights in land is one of the major constraints
to economic development in Fiji (Prasad and Tisdell, 1996). Eighty
seven per cent of the land in Fiji is communally owned by the

Wages Annual Gross Income 
 

Poverty Line 
Income 
 

Nominal Income 286 * $17.71 = 
$5065.06 

$6240 

Real Income 286 * $13.05 = 
$3732.30 

$6240 

 

Table 1 Income level for wage earners in Fiji

Note: Poverty line income is derived by using UNDP’s $120 per week
poverty line income for Fiji.

Goods market reforms

Goods market reform was part of the broader strategy of the
deregulation agenda. It was clearly intended as ‘a process of both
removing those barriers that protect the market from competition
and or prevents it from functioning fairly, efficiently and
effectively; as well as developing a new regulatory environment to
protect the consumer, at the same time encouraging and ensuring
that a fair and functioning competitive environment exits’
(Parliament of Fiji 1997).

The process is designed to encourage competition. The
theoretical rationale is that competition provides consumers a better
choice of products at lower prices. This has been the policy since
1989, and government has continued to reduce the protective
tariffs. Under WTO rules, the government really has no choice
but to successively reduce the tariff rates on imports of goods.
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The 1987 coups led to the formation of an interim
government which held power for five years. The adoption of the
1990 constitution in 1992 provided a parliamentary government
that was not accepted by the majority of the people in Fiji. The
participation of the Indo-Fijian community in the parliamentary
elections in 1992 and 1994 was based on the platform that the
1990 constitution was discriminatory and that it would not lead
to stability. That political agitation had been designed to bring
about constitutional change.

The 1997 constitution was adopted through extensive
consultation. It features universally accepted principles of
democracy and human rights. The bill of rights and the social
justice clause establish clear provisions for ensuring that human
rights of individuals and those marginalised in the society are
protected. Furthermore, the 1997 constitution establishes the
concept of the multi-party cabinet, which allows power sharing.
This provision is particularly important as it allows participation
of the two major ethnic groups in government.

Concluding comments

The level of investment and economic growth in Fiji since the late
1980s has been very low. In the late seventies and early eighties,
for example, the level of investment was as high as 29.4 per cent of
GDP. Since then it has continued to decline, and in 2000 it was
estimated at only 10 per cent of GDP.

Two decades of structural reforms in Fiji have not produced
the desired economic results. Declining levels of investment and
savings have meant GDP growth rates have not increased.
Furthermore, unemployment and poverty have increased in the
last two decades. Fiji has regressed in terms of it status as a middle-
income country with a reasonable human development index.

There are a number of reasons why this has been the case.
Firstly, there has been lack of coherence in the way in which
structural reforms have been undertaken. The stated objectives
and plans for reform have been thwarted by the political
disturbances since 1987. The biggest institutional impediment
has been the lack of political will to resolve the issue of property
rights in land. The collapse of the sugar industry and lack of
investment in other sectors reflect the uncertainty of property
rights in land.

Secondly, the political instability since 1987 has led to
instability in the economic policies. Political stability is the key to
achieving success from structural reforms. The May 2000 putsch
has further contributed to the culture of corruption and
mismanagement in the management of state resources.

Thirdly, the adoption of affirmative action programmes and
the ethnicisation of economic policies have led to further
polarisation between the different communities. It also sends a
wrong economic signal to potential foreign and local investors.
The distortion created by these attempts to force the participation
of certain groups into business activities could damage incentives
for investment. Fiji cannot hide behind the garb of traditions and
ethno-nationalism and accept the demolition of democratic

indigenous Fijians. The Native Lands Trust Board (NLTB), which
acts as the agent for the indigenous landowners, manages the
native land. The agricultural leases in Fiji have been issued for 30
years under the Agricultural Landlord and Tenants Act (ALTA),
which came into existence in 1976. The sugar industry flourished
under this legislation. However, since 1987 and, more recently,
since 1996, the land leases, which have expired under the ALTA,
have not been renewed by the NLTB.

About 97,000 hectares of land is currently under sugarcane
cultivation, and, of this, about 63 per cent is on native land. The
non-renewal of the leases is a major political and economic issue in
Fiji. New farmers are not replacing farmers evicted from native
land, and this is likely to cause major disruptions to productivity
in the agriculture sector. The non-renewal of native land leases not
only affects the agricultural sector, but it also has a flow-on effect
on other sectors such as tourism and the manufacturing sector.2

The land leases problems have been further aggravated by the
political crisis. The success of reforms in other sectors would depend
on the way in which the land leases problems are sorted out in Fiji.
At present, a solution is not in sight and this is likely to stall the
progress of reforms.

Political instability, investment, exports
and economic growth

Fiji is considered a transitional economy, with the development of
appropriate institutions an important pre-condition for economic
growth (Prasad, 1998). The biggest institutional challenge for policy
makers is the resolution of property rights issues. However, the
property rights problems are linked to the political institutions and
to how these institutions define the existence of democracy in Fiji.

But what does political stability mean as far its impact on
economic growth is concerned? First, political stability means
policy stability. For investors, this is a crucial factor in their decision
to invest.  The economic reform process that is advocated strongly
for Pacific Island nations, including Fiji, by international lending
agencies such as the Asian Development Bank and the World
Bank, and by other international organisations such as the IMF
and the WTO, does not take into account political and institutional
impediments. In fact, policy advisors and economic policy makers
in many developing countries refuse to confront the political
constraints.

The main thrust of economic reforms is to encourage efficiency
and productivity through competition. Competition and
efficiency will allow Fiji to improve its export competitiveness.

What is the situation in Fiji? Political stability was taken for
granted after Fiji’s independence in 1970, but this assumption
was shattered following the 1987 coups. The putsch of 19 May
2000 created further doubts as to the level of political stability.
Political instability in Fiji since 1987 can be defined in terms of
the constitution of a sovereign state and the political institutions
that emanate from the constitution. In Fiji, the acceptance of the
1970 independence constitution provided a framework for
democracy which was accepted by all the people of Fiji.
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institutions. Those who argue for a variant of democratic principles
of good governance in Fiji are not advancing the economic interests
of Fiji. Structural reform, which is so readily pursued and advocated
by politicians and the government in Fiji, faces many contradictions
and constraints from within the country.

Finally, reforms cannot be sustained while qualified and skilled
people continue to leave the country at an increasing rate. Every
effort should be made to create an environment, which will include
social, economic and political factors, to retain the human capital.

Notes
1 Number of wages earners in Fiji based on the Fiji Bureau of

Statistics, 1996, Annual Employment Survey: Provisional Report,
Government Printer, Suva.

2 See for example, Prasad and Tisdell (1999) for an analysis of the
impact of native land leases on tourism in Fiji.
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