/ /i% A ifé(& Zf@v ? b

Issues in Monetary and Fiscal
Policy in Small Developing States
A Case Study of the Pacific

TK Jayaraman and Paresh Narayan

B 378406

}jﬂ‘\}‘&
femazs Commonwealth Secretariat
‘&%’%



Contents

About the authors iii
Acknowledgements iv
Tables, figures and boxes vii
Abbreviations and acronyms ix
Pacific Island currencies xi
Preface xiii
1. Monetary Policy Transmission Mechanisms in Pacific Island Countries 1
TK Jayaraman

1.1 Background 1
Pacific island countries and their vulnerability to exogenous shocks 1
PICs and fixed exchange rate regimes 2
Fixed exchange rate regimes and role of monetary policy 5
Floating exchange rate regime and monetary policy in PNG 6
Key issues 6
Lessons learned 10

1.2 Policy strategies 11
Monetary policy strategies 11
Targets 12
Instruments 12
Monetary policy developments in PICs 13
Assessment of monetary policy implementation in PICs 30
Conclusions 35

1.3 Empirical evidence in Pacific island countries 35
Fiji 35
Samoa 42
Solomon Islands 49
Vanuatu 57
Conclusions 64

ISSUES IN MONETARY AND FISCAL POLICY IN SMALL DEVELOPING STATES



1.4 Financial sectors in PICS 71

Fiji 7
Samoa A\
Solomon Islands 72

Tonga 73
Vanuatu 73
References 19

2. Fiscal Policy Frameworks in Pacific Island Countries : 85

Paresh Narayan

2.1 Introduction 85
2.2 Key issues and lessons learned 86
2.3 Fiscal policy strategies in the PICs 87
Environmental and economic vulnerability 93
Impact of poverty on fiscal space 95
2.4 Country case studies 97
2.5 Financial crisis and the PICs 99
2.6 Conclusions and recommendations 101
References 102
3. Macroeconomic Performance in Six Pacific Island Countries 105
TK Jayaraman
3.1 Introduction 105
3.2 Fiji 107
3.3 Papua New Guinea 110
3.4 Samoa 113
3.5 Solomon Islands 114
3.6 Tonga 116
3.7 Vanuatu 118
References 120
Appendix 1. Monetary Policy Instruments: Chronological Developments 123
Appendix 2. Socio-economic Profile of PICs 135

ISSUES IN MONETARY AND FISCAL POLICY IN SMALL DEVELOPING STATES



