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views with various memte-s of *hre r~overnments, numerous officlals
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the Ministrv of Comme: stry and Co—operatives through ‘he
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Kruse, were particularly reipful in rroviding tasic background
material and co-ordinating field interviews. Sucl assistarce by

tre Ministry and the [erartmert 1s preatly arrreclated.

The expert's ¢1eld activities were undertakenafter an initial
triefing by Dr. lan Te'v Fa rbairn, Fconomist of the South Pacific
Comrission. Fis asslstance throughout thre field activities ard Fis

comments or drafts of the report proved valuatle and his contributicr

1s acknowledged.

The expert also wishes to express 1ts arpreciatiorn %o the U'NDF
Cffice at Suva and especlally Messrs. Christorter Goss and teter

fameror for their advice and help.

The designa.ions employed and the presentation of the material
in this document do not imply the cxpression of any opinion whatsoever
on the part of the Secretariat of the United Nations concerning the
legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its froatie.s or 4

boundaries.
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Many Pacific country leaders have invariably expressec the view

that there should be greater economic co~opera‘lion 1n the Hegion.
The South Pacific Bureau for Economic Co-operation (SPEC, was

es‘ablished mainly to provide Secretariat Services for the Scuth Pacific

Forumn and :

- to 1dentify opportunities for the modification of trade patterns,
bearing 1n mind the objectives of regional trade expension;

- to 1nvestigate ways in which industrial and other development

could be rationalized, using the concept of original enterprise;

to look 1nto the concept offer free trade among the island

member couvitries;

- to establish an advisory services on sources of technical

agsistance, aid and investment finances;

-~ and to help co-ordinate action on regaonal transport.

To date certain concrete steps have been taken to foster regional
and sub-resional projects of the establishment of a regional shipping
line; the d:cision to set up a regional ‘hipping agency; a skipjack tuna
assessment programme; and a regional telecommunications itraining centre.
Hoewever , many obstacies st1ill exist to proceed with any advanced fomm
of regicrca: :ntegration whicr would have to resnlve key 1ssues fuch as :
a common 1inlustrial policy towards locQ and foreign private i1nvestment;
a regionel nvesiment rationalization programme in industry and in agricul-
ture; a commcr ‘oreign exchange policy; the movement of capital and

people w; "1 e Region; a.nd/common trade policy.
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There are understanaably practical precblems which account for the
slow prcgress 1n facing these i1ssues. Among the more important are :
differences 1in political ctatus, with some countries being independent,
gome being quasi independent and some dependencies of metropolitan
powers; different levels of economic development resulting in greater
concern for national development instead of regional economic projects
and arrangements; different factor endowments (e.g., New Caledonia with
nickel; Nauru with phosphate and Fij1 w.th sugar, while many of the
gamller countries have no major commercial possibilities, apart from
fisheries); and Niue, the Gilbe;t Islands and Tuvalu: 1solation and remoteness
frcm major markets coupilea witn poor snipping, air and telecommumnication

gervices.

B. IMPLICAT JONS

From the survey conducted on indusirial incentives in Fij1 and
Weetern Samoa, the practical problems mentioned above will not be easily
overcome Ln the foreseeable future for the reasons cited. It 1is also
clear that regional economic co-operation in i1ndustrial development Las
been accorded a low priority by the respective Governments, although
there was some i1ndication of 1interest in increased economic collaboration.
Understandably, Western Samoa was concerned that any regioneal
economic commitment on industrial matters should not benefit principally
F1j1 and that 1t would wish to see a system devised which would safeguard
1t8 interests. This 1s a fundamental problem which faces any regional
economic grouping, especially with countries with wide disparaties in
development as, for example, on the Caribbean Economic Country. However,
there are specific areas 1n which practical steps could be taken to

achieve greater economic co-operation. Among the more important are :

1) - Should the Governments of Fiji and Western Samoa accept the
recommendations made regarding the criteria and form of incentives,
a practical degree of incentive harmonization would be achieved.
The proposals would tend to encourage maximum use of the region's

labour, agricultural and other natural resources e.g. foresting and




fisheriec. Acceptance of the propcsals would also minimize the problem

of competitive subsdization of indusiries by the countries concerned.
it 18 conceivable that the ;roposals could also be applied to the
Pacific 1slands.

Given the 1nterest expressed by the Government and the private secilor
1n encouraging more trade among the two countries, but not
excluding the pcssible i1nvolvmeni of other Pacific countries,
consideration should be gaven to having a j>int meeting of Government
Officials and businessmen to examine the prssibility of a limited
Free Trade area. Such a meeting could be s.-nsored by SPEC and 1t
would attempt to 1dentify specific products (mamufacturing as well as
agricultural) for which there could be regional benefit to have a prefe--
rential or zera tariff for the products 1i1dentified. Similar products
from extra-regional sources being imported into the region would be
subject © a higher tariff and, 1n certean cases, quaniitative
restrictions could be considered. It m:ght be prudent to inmitially
introduct such a Free Trade Area among Fi1j1 and Western

Samoe for the products i1dentified.

3) -~ Greater effort should be made on a regional basis to obtain a

relaxation of the import restrictions non applicable in New Zealand and
Australia. Not only have these countries imposed restriciive import
policies to the detriment of the Pacific islands, but their liberal
export incentives results in unfarr competition for manufacturers 1in
the islands. The forihcomlﬁg ESCAP/£DB 1ndustrial survey mission
could consider the adverse effects that the trade policies of these two
countries are having on production and expori potential of 1ndustries

in the Pacific 1slands.



4) - Cognizance thould be taken of the reproduction of indigensus

proaucts and design [e.g. fabric design in Western Samoa) outside

of the region and export of such goods iBto the region at lower
prices to the de‘riment of local production, In such cases, import
restrictions should be i1mposed on a Regzional basis and an institution
like SPEC should dbring the matter to the attention of the exporting

country,

5) - Given the problem cf finance, the proposed Development Fund for the
region 1s fully supported and, notwithstanding the unenthusiastic
attitude which sore countries have taken on the establishment of a
Regicnal Development Bank, the establishment of such a Bank should
be viewed as a necessity. Experience incther regions, such as
the Caribbean, has shown that a Regional Bank 1s one of the stirategic
institutions i1n : mobilizing extra-regional funds from countries and
institutions; catering more specifically to the needs of smaller
countries by providing finance and technical advicej and in
supplementing tne financial needs of the larger countries from extra-

regional funds obtained. Before finalizing the proposed Development

Fund, 1t would be worthwhile for a team of sermaor Government Officials

to visit the Ceribbean Development Bank i1n order to obtain first hand
information on the practical ramifications of having a Regional
Development Bank. The possibility of obtaining financial assistance

tounderwrite such a mission should be explored.

6) - Among 1ts terms of reference, 1t.1s suggested that the forihcoming
ESCAP/ADB mission identify projects (industrial and agro-industrial)

amenable to a regional effort in terms of investment and marketing. Full
cognizance should be taken of the implications of a possible Regional
Trading Area and any liberalization in import policies of New-Zeal and

and Australia.
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In letter dated June 2, 1977 from the South Pacifi. Commission
tc the "NDF 1n Suva, Fiji, 1t was proposed that the “Adviser" would
l. "Assess the effectiveness of incentive s:-hemes
of the countries selected for prcmoting industrial
development and related policy cbjectives us ing
whenever possible established quantative assessment
techniques.
Make suggestions and recommendations on ways and
means for improving the effectiveress of industrial
incentives in the Pacific reaion context.
Investigate and report on possible ways,/steps for .
Pacific countries to achieve a rough harmonization of
industrial incentive scrncmes, taking into account the
experience of the Caribbean and South America.
Assist the SPC Economist to complete a technical
handbook on industrial incentives schemes in the
Pacific region.”

In discussions with the South Pacific Commission and UNDP, Suva, Fi)1,

it was agreed to dé-emphasize the harmonization aspect of the study.

2. Countrieg Visited

With the concurrence of the SPC Economist, DrTe'o lan Fairbairn, ana
the UNDP Assistant Regional Representative, Mr Coss, during initial
discussions in Suva, Dr. Chen-Young allocated his time as follows:

Fiijil - 29th July - 29th Avgust

New Caledonia 29th August - 2nd September
Wes'.ern Samoa 2nd September - llth September
Tonga llth September - 15th September
Fij14 15th Septe. ;er - 22nd September

During visits to the above countries, interviews were held with
Gecvernment officials, representatives of both public and private sectar
organizations, and businessmen. Appeniix II lists the names of persons inter-
viewed along with their respective organizations. Appreciation is expressed
for their kind co-operation and assistance without which the Report could not

have been corpieted’

B. BRIEF DESCRIPTION OF THE ECONOMY OF FIJI

Fiji has a group of about 320 islands with the two larger islands
(Viti Levu and Vanua Levu) representing approximately 7,055 square miles, or
approximately 90 per cent of the total land area. It became independent on
October 10, 1270 and, in 1976, had a population cf 585,000 of which Fijians




fthe indijenous pcpulation) weve 253,452 and Indians 290,185 with the
ba.an-e Ceing from many racial oriagins. Over the past four years population

ras, been qrowing at slightly cver 2,3% per annum,

In 1976, Gross Domestic Product (at curren*t €a~tor cost) was F':ﬁ7€,0
million giving a per capita income of F$837, although this figqure is being
revised by the Central Planning Office. When adjusted to constant prices, GDP
for 1975 was F$196.9 million, showing a growth rate of 0.2% over 1974, a
sharp decrease from the high rate of 12.7% petween 1972 and 1973. In terms of
contribution to GDP, Commerce (including tourism) is first (21.68), followed
by Agriculture (19.8%) and Finafce and Insurance (l€.2%). GDP distribution (in

constant prices) for 1975 percenage breakdown is as follows:

Sector FS mill. Percent

Agriculture, Forestry and Fishing 39.1 19.8
Mining and Quarrying 1.9 1.0
Manufacturing 1¢.9 10.1
Electricity, Gas and Water 3.3 1.7
Building and Constructions 8.7 4.4
Distribution (including tourism) 42.5 21.6
T ansport and Communication 16.5 8.4
Filnance and Insurance 32.0
Government Services 24.9
Other Services 10.5
Imputed Bank Service Charges - 2.4

196.9

Source: Bureau of Statistics, Suva

Current Bconomic Statistics (April, 1977)

Notwithstanding the greater contribution of distribution to GDP,
sugar remains the backbone of the Fijlan productive economy. Out of total
exparts of F$115,948 million in 1975, sugar accounted for Bl.7% or F$94.7
million. But sugar export earnings have not been sufficient to offset imports,
thus resulting in trade deficits. 1In 1976 for example, the deficit was
F578,6 million and, in the absence of substantial capital {nflows, foreiqn
exchange reserves declined from F$129.1 million at the end of the fourth
quarter 1975 to F$110.2 million at the end of the fourth quarter 197¢. The
present level of reserves represents over 5 months imports and the country's

current external reserve is reasonably strong and, according to the 1976 Report

70.202FS = 1.00 USS




of the (eftral Monetary Authority of Fi3ji, the "foreign exchange liabilities
~f F1)1 are moderatr when compared with those of other developing countries®,
llevertheless, the continuing trade de¥icit reveals a fundamental weakness in
the Filian economv, not unlike many other developing countries, and it is a

situaticn which has to be closely monitored.

Tourism has become the sncond largest earner of foreign exchange after
sugar. The industry peaked at 186,323 visitor arrivals in 1973, but it later
suffered a decline, with visitor totalling 168,665 in 1976. Over the same
period, the number ot beds increased from 5,736 tc 7,656, but occupancy fell
from 50% to 41%8. However, "turnover” from notel sales is estimated to have
increased from F$18.9 million to F$28.6 million and total expenditire from
January to September 1976 was estimated at F$39.1 million.

While unemployment has been increasing, the estimated rate ~f 7 1%
in_1975 out of a labour force of 180,400 is relatively low when compared to
other l!eveloping ccuntries. Government 1is nevertheless concerned about this
problem and is targeting a rate of 6.5% over the Plan period 1976-1980.
According to Development Plan VI1 Agriculture accounts for the largest number
of employees (65,30Q) followed by Govermment and other services (27,200} and
distribution (19,700) A comparative picture on contribution to GDP and employ-

ment is as follows:

§ Contribution o, cf A\ Contribution

Sector to GDP TRrLC, - es to Total

Enp loyment
Agriculture, Forestry and Fisheries 19.8 65.3 43.3
Mining and Quarrying 1.0 1.8 1.0
Manufacturing . 10.1 10.9 7.2
Electricity, Gas and Water 1.7 1.6 1.0
Building and Construction 4.4 13.1 8,7
Distribution (including tourism) 21.6 19.7 13.2
Transport and Communication 8.4 10.0 6.6
Finance, Insurance, Business Services 15.0* 1.3 1.0
Government and Other Services 18.0 27.2 18.0
100.0 150.9 100.0
. - e

Adjusted for Imputed Bank Charges.



In an attempt to curb inflation, Government in April 1973 introduced
a complrte freeze on incomes, prices, rents and dividends. This was relaxad
on June 30 by allowing 1increases in personal emouluments of up to 8%. Current
policy 1s to limit wage increases to 10% per annum. Partly because of these
quidelines, Government has successfully managed to hold the Consumer Price
Index to an increase of 5.5 percentage change between January 1976 and
January 1977.

Wage rates have moved at approximately the same rate for all industries

and disparities are not pronounced, as shown below: .

SELECTED EMPLOYMENT STATISTICS

Value of Average (Y
Output per Earnings Change in Increase in

Employment Employee 1973 1976 Earnings Employment
Sectors 1973 1976 (1975) (cents) (cents) 1973-76 1973-76
Agriculture 3443 .3786 909 38.96 62.83 61.3 - 10.0
Mining 1748 1550 1000 49,45 90.89 83.8 - 11.3
Manufactur, 10116 11444 1555 47.25 82.95 75.5 13.1
Electricity 1727 1765 2200 22.81 90. 22 0.8 2.2
Construction 9454 7672 1031 51.43 89.46 73.9 - 18.9
Commerce 9663 11701 4126 50.61 81.79 61.6 21.0
Transport 4909 6774 2578 51.37 88.04 71.4 38.0
Finance 2601 3697 8481 (50.6 (80.96 (60.00 42.1
Services 17810 21605 1700 ( ( ( 21.3
ALL

61476 69994 2812 49.69 83.48 68.0 13.8
INDUSTRIES
Source: Bureau of Statistics, Suva, Report of Employment Survey, 1976 and

Current Economic Statistics, April 1977,
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Th; average hourly wage for "All Industries” in 1976 was 83.48B cents,
with A.'riculture being the lowest at 62.83 cents and Minirg the highest at 90.89
rents. Over the 1973-76 period, total émployment increased by 13.8% but there
were decreases 1n Mining (-11.3%) and Constructiorn (-18.98%). Despite the
decreases in employment in the latter two sectors, wages increased above the
overall average of 68.0 cents.

Between (5/3 and 1976 Manufacturing employment increased by 13.1%
dut average hourly wages rose by 75.5%. The hourly rate of 82.95 cents in
1976 for the sector is below the average rate of 83.48 cents for "All Industries"

In terms of average hourly wages, Manufacturing is competitive with
other sectors and it is not a high wage sector. However, using value+added
ver employee, as a crude proxy for productivity, the value of output per
empioyee is slightly more than one-half of All Industries (5 1555 as compared
with $§ 2,812} and approximately one-third that of Commerce ($ 4,126). With
value added in Commerce being essentially wages, applied services, rents, interest,
and profits. jinvestors/businessmen will continue to find it more attractive to
invest in Commerce than in Manufacturing - in terms of profitability and risk -
unless deliberate policy measures are introduced to make Manufacturing more
attractive. Even if adjustments are made to relate the wage bill to value
auded, this conclusion would still be valid since employment and average

hourly rates are approximately the same for both sectors.

r INDUSTRIAL POLICY OF GOVERNMENT

Government ‘s policy is to encourace private investment in the
Manufacturing sector. Policy statements can be found in official publications

such ast

(1) Investment in Fiji : A Guide to Investcrs

(Ministry of Commerce, Industry and Co-operatives);

(i1} Fiii's Seventh Development Plan : 1976-1980

(Central Planning Office),; and
(1i1) Fiji Today (Ministry of Information).

In addition to these published official documents, the Ministry of
ommerce, Industry and Co-operatives has prepared a document entitled Investment

in Fiji : A Guide for Overseas and Local Investors. The international accounting

~tm, Price Waterhouse and Co. has also prepared a document available to the

_opublic entitled Information Guide : Doing Business in Fiji.




Government has been in the continuous process of examining its
policies towards private investment in Manufacturing. The Ministry of Commerce,
Induatry and Co-operatives has prepared internal papers on subjects such as
“Criteria and Procedurs for the rvaluation of CKD Imports"; "Protection to
Local Industries"; "Export Incentive Scheme™; "Concept of 'Pioneer' Status
vhen applied to Industrial Concession™| and "Construction of Inexpensive
Buildings in Industrial Areas".

From the source materiai cited and from discussions with senior
Government officiala, the follo::ing points are listed to serve as a back-
ground towards a better understanding and evaluation of "Incentive Measures
Used for Industrial Development" in Fiji, The rationale for the points liated
may be obtained from the source documents listed.

The main highlights are as follows:

Government has a liberal attitude towards private local and
foreign investment as evidenced by a low rate of company
taxation, incentives to encourage industries of particular
vnlue.to the country and ease of repatriation of profits and
capital.

'While Government recognises the need and importance of foreign
capital in introducing modern technology, management, and in
making a valuable economic contribution, it wants the skills and
knowledge of Fiji citizens to improve and also their chancea to take
part in the ownership and management of sound domestic and inter-
national businesses.

‘Certain sectors/industries of the economy which are withiu the
scope of Piji nationals will be reserved for them. But if it

is considered that enterprises within the reserved liat (i.e.
essentially service industries) will have an impraved chance

of succeeding from joint ventures with foreign investment,
favourable consideration will be given to such proposals.
Well-established foreign-owned campanies should consider
diversification by forming separate companies to encourage local
partigipation, especially in cases where local people do not have
the know-how to start on their own,

Government will establish induatrial support services, including
common facility schemes, consultancy and financial aid, to

help stimulate and secure maximum local involvement.



Govermment will actively promote equity participation by local
people and businesses in overseaa ventures and will limit the
amount of local borrowinrgs to reflect the extent of equity
holdings by locals. A Unit Truat will be establiehed to en-
courage more local savings and participation in businesses.
Govermment will encourage export-oriented assembly of manufactured
goods on a large scale and, becauee of the "built-in" concessionary
nature of the present.single line tariff, edditional tariff
concession will only be rarely considered. Quantitetive import
restrictions will be very sparingly applied. .
Industrial diversification from developed urban areas vill be
encoureged by drawing up a framework for the types of induatries
to be divarsified.

Every effort will be made to monitor the problem of excess
capacity created in some industries.

A policy of industrial development, within the contezt of the
South Pacific region, will be borne in mind and Government will
vork for .gteater harmonisation of industrial policies through

regional organizations,

THE INDUSTRIAL INCENTIVE PROGRAMME

(a) COMPANY TAX

Fiji's company tax rate is comparatively low as follows:

* Non-resident companies carrying on businesa

ian Piji 407

Non-resident mutual insurance companies in respect
of life insurance and non-resident or non-mutual
insurence companies to the extent that the in-

come of their life insurance business are deemed

to be mutual 252
* Rvery other company 33% 2

Dividends repatriated abroad by a foreign-owned locally registered
company are taxed at 151, Ia respect to Jocally-owned iucorporated companies,
one third of after tax profits may be distributed to shareholders without
being treeted as a pert of shareholders' chargeable income. The remaining

«wo thirds, less 5% on witholding tax on which partial credit is given, is



subject to tax. For example, :{ there 18 full distribution on pre-tax profite
of $300,000 and the maximum tax rate of 52.5% payable by a shareholder is
assumed, tax pald would be $100,000 by the company and $73,332 by the share-

holderes as follows:

1]
Pre-tax Profits 300,000
Company Tax 100,000
After-tax Profita 200,000
s s s
1002 Distribution 200,000
5T Dividend Tax 10,000 :
Net Distribution 190, 000
Amount Assessed to Shareholders
(i.e. 2/3 of $200,000) 133,333
Tax at 52.5% 69,999
» E o 1 1 (1]
Balance of Dividend 69,999
Dividend Tax (at 51) 1,313
L L L ] ]
Tax Paid by Shareholder 73,332

While the above example givees the theoretical maximum tax payable by &
shareholder, in practice he would pay less since maximum distribution required
by a local company would be 602 of after-tax profits. Using the same example,

total tax payable by the shareholder would be $44,000 as follows:

3]

After-tax Profits 200, 000
Diatribution 602 120,000
Dividend Tax 5% 6,000
Net Distgibution 114,000
Amount Assesaed to Shareholder

(1.e. 2/3 of $120,000) 80,000
Tax at 52.57 42,000
Balance of Dividend 42,000
Dividend Tax (5%) 2,000

Tax Paid by Shareholder 44,000



From the above examples the tax structure 18 such that {t has a
built-in incentive for companies to retain profits by providing 4 tax saving
of approximately 402 to the shareholder. Furthermore, the Commissioner of
Inland Revenue will permit companies to -etain income for bona fide business
purposes.

To further encourage investment in industry, four main tvpes of tax
concessions are offered: reduced tax on income irrespective of sales;
acceleratad depreciation; reduced fax on income for export sales; and 1mport

duties concessions.

(b} PISCAL CONCESSIONS

(i) INCOME TAX CONCFSSION LRRESPECTIVE OF SALFS

Under the Third Schedule of the Income Tax Act 1974, many companies
whose objectives are considered by the Minister of Finance to comtribute to the
economic development of Fiji may receive an income tax concession in respect
of profits of $5,000 per annum or if greater 151 of the smaller of the paid
up equity capital of the company relating to the enterprise excluding bonus
shares,scrip, and similar issues unless the issuea are made out of reserves; or
the total net value of fixed capital investment of the company relating to
the enterprise, but excluding the cost of written down values of all private
motor vehicles and ships; all private dwellings built for estate workers 1in
remote areas not exceeding $3,000; the cost of land, tunnelling and site
preparation; any items previously used for productive purposes in Fiji; and,
"in the case of second-hand plant, machinery, equipment and utenails, the
cost shall include the cost of freight, insurance and duties but shall not
exceed the sum of such items and the written down values uf such items based
ou original cost when new".

In determining equity capital relating to the enterprise, the Minister
may make such apportiomments as he deems necessary, thus providing for the
possibility of treating quasi-equity loans as patd up capital, provided that
such loans or debentures have been provided from funds outgide P1ji. The
roncession is effective from the date of production and may vary from } to 5
years, although the Minister may grant or extend the concession to 8 years,
depending on the locality and the degree of economic contribution of the

enterprise.
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In calculating profits or gains, a company enjoylng income tax
concessions is obliged to depreciate its assets during the tax concession
pe:tod. lcsses may be carried forward by approved enterprises up to six

successive years immediately following the end of the tax concession period.

Under the Act, no concession shall be granted if the Commissi.ner
18 "not sat.sfied that the shareholders of the company are substantially the
same as on the date when the concession was granted... The shareholders of
a company shall not be deemed to be substantially the same if thirty percent
or more of the voting power or the right to receive dividends is not held by
the same person".

The Act stipulates that companies seekiug concession are to apply to
the Minister responsible for Commerce and Industry providing full information

including:
(a) proposed paid up equity capital;

(b) proposed total fixed capital investment;
(c) full details to which the following factors will be involved:
(1) the anticipated foreign exchange earnings;
(11) the curtailment of existing imports;
(iii1) ° the labour intensity of the enterprise;
(iv) the extent to which local raw materials will be
utilized.
The authority to grant the concession rests with the Minister of Finance.
Existing companies already trading in Fiji may be declared an approved
enterprise "where the company incurs substantial capital expenditure ~onnected
with the expansion of production of the original product or of an approved
new product"” in which case the "Commissioner may make such allocations and

apportionments as he considers to be reasonable".

(ii) ACCELERATED DEPRECIATION

An initial allowance of 208 on plant and machinery and 10% on
buildings used for commercial, industrial and agricultural purposes, including
housing for employees, in addition to normal depreciation allowances, is
provided under the Act.

In addition, at the discretion of the Minister of Finance, accelerated
depreciation allowances are available for comparies which incur capital expen-
diture of more thqn F$5,000 which is considered expedient for the economic
development of F1ji. The approved company may claim a deduction, instead of
any other depreciation, of one fifth of its depreciable capital spending on
buildings and equipment during any five of the eight years from the date of
expenditure. Such relief is available also to a comnany enjoying income tax

concession.



(1:1) INCOME TAX CONCEESION IN RESPECT OF EXPORTSE

Under the Fifth Schedule of the Income Tax Act, the Minlster may
approve "a product of manufacturing or agricultural processing, the manu-
facture or produce of deep-sea fishing or of production of minor agricultural
commodities" (but excluding ctugar and copra except for their derivatives) for
income tax concession, provided that the increase in exports for any fiscal
year 18 in excess of F$5,000.

Manufacturing means "any product wholly manufactured in Fiji or
any product which 1includes components which are imported but the additional
costs relating to assembly, processing, further manufacturing or treatment
represent an addition to cost of not less than thirty percent or such per-
centage as the Minister may direct”.

Application for the incentive shall be submitted to the Minister
"not later than three months after the commencement of the fiscal year the
nr~fits of which are to be subject to an application”. The concession
avallable is:

"(a) A rebate of one-half of the tax chargeable on the company

in réspect of the export profits relating to the manu-
facture or processing of such approved product for the fiscal
year in which approval is first given and the two subsequent
fiscal years.

(b) For the subsequent five fiscal years a deduction from such
profits attributable to export of the approved product for
the fiscal year and the mean profits attributable to export
of the approved product for the three immediately preceding

years."”

(1v) IMPORT DUTY CONCESSIONS (AND PROTECTION)

Import duties are divided between "Fiscal" and "Customs” duties.
The former is a general duty which replaced the two tier "preferential”™ and
"non-preferential” duties, while the latter is a substitute for the "Port

and Customs Service Tax", which is a charge varying between 5-7 1,28 tc help

offaet the costs of operating the ports and customs.




Fiscal duties on plant and equipment and raw materlals are generally

icw (1 the region of about 7 1,2%) and 1n many cases have been reduced or
removed to assist enterprises To date all enterpriscs operating 1n three
:ndustries (1.e. Agriculture, F:sheries and Forestry; Printing; and Furniture)
are being granted fiscal duty concessions on raw materials.

Partial prctection :s provided as an incentive to industry by
increasing the fiscal duty and, in a few cases. by imposing quantitative

restrictions by licensing.

(c) NON-FISCAL CONCESSIONS

Under the Fiji National Training Act, 1973, a 1% levy/grant is
imposed on gross annual payroll to underwrite the cost of training abprentlces.
The intention 18 to encourage employers "to send apprentices and other
beginners tc Derrick Technical Institute or other training establishments
for trade training under "block release" and "day release” arrangements,
with costs being met by the Fiji National Training Council (F.N.T.C.) under
1ta grant, levy financing.”™ The value of the grant is dependent on the type
arnd degree of training undertaken, but it is subject to a general maximum

of 100% of levy paid:

(i) FINANCIAL ASSISTANCE

"The Fiji Development Bank (FDB) was established in 1966 as a
sovernment -owned financing institution to provide financial assistance to
enterprises operating in Fii in order to promote the economic development
of Fiji.”

The Bank finances Agriculture, Industry and Commerce, with financing
in the latter sector aimed mainly at giving "those of the Fijian race a better
opportunity of acquiring a share in Fiji's commercial sector by providing
medium and long-term loans for any useful purpose, including provision of
working capital”.

while the Bank has established certain quidelines on the maximum
amount of a project cost which it will finance, in "the case of Commexcial
Loans to indigenous Fijians, there will be no limitation on the loan to be provided,
the sole determining factor being the Bank's assessment of the economic and
technical and managehment viability of the project"™. Loans granted under this
scheme do not noxrmally exceed F$100,000. As at June 30, 1977, 426 loans
totalling F$2.586 million had been approved under this Scheme and made at a
concessionary rate of 1\ above the cost of long-term Government borrowings.

As at June 30, 1977, there were 3335 loans outstanding with a value of

F$15.715 million, of which F$6.113 million was to Industry and Commerce.




{11)  PROVP:ION OF INEXPENSIVE INDUSTRIAL BUILDINGS

Under a US$835,000 UNDP Programme f~: rural/urban industrial support
services, Government hus agreed to problue industrial land, factory buildings,
and worksheds. Government or municipal aut.orities will provide all the
necessary common services. Factories and workshops are to pe allocated to
small "actual or potential entrepreneurs from low-income se.tions of the
community". Rent to be charged is expected to cover the full amount of capital
costs plus an additional charge of 5% on the unimproved capital value of land.
An upward sliding scale of rent will apply fur the first 5 years with a fixec
rent for the next 20 years. After three full years of occupancy the tenant wil.
be given the option to purchase the building with rent paid being cgedited

towards the purchase price.

(111) PROVISTION OF TECHNICAL SERVICES

To complement the factory assistance programme, a "Rural and Urban
Industrial Support Services" is being funded by UNDP. The Industrial Pro-
motion Division of the Ministry of Commerce, Industries and Co-operatives is
directly responsible for the everyday management of the project and it 1s from
this former Division that counterparts are to be provided". It is considered
"essential in order to enable not only identification of entrepreneurs and
projects, but also for carrying through the projects to successful fruition.
This programme should give particular emphasis te promotion of small-scale
industries in rural areas, based on local resources and needs.” Among the
immediate objectives of the project is the need "to assist in the operation
of a Support Services Programme, including project identification, and
feasibility, a technical extension service, facilitation of financing and

mnarket ing services."

(iv) PROVISION OF INDUSTRIAL ESTATES

In Fiji's Sixth Development Plan, 1971-1976, the policy on industrial
cstate is stated as follows:
"The industrial estate concept, by the physical proximity of
various production units, promotes a more mobile labour force, the
greater d;fference of skills and a greater likelihood of
industrial "linkages" being forged via the provision of common

services (e.g. repair facilities) or inter-firm trading.®
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Government has declared a number of areas as industrial estates
a3 a part c¢f .ts programme aimed at encouraging industries tc be established
outside of the urban areas. Ir certain cases only the minimum infrastructure
services are provided. Moreover, the industrial estate programme 1s not

the
closely integrated with’'one to provide inexpensive factory space.

0. ADMINISTRATION QF INCENTIVES

Until the end of 1975, applications for incentives were assessed by
an Industrial Review Committee with representation by the senior officials
from the Ministry of Finance, the Ministry of Commerce, Industry and Co-
operatives, tne Inland Revenue Department and the Customs Department,. Recom-
mendations on applications were made by the Committee to the Ministers of
Finance and Commerce, Industry and Co-operatives, both of whom had to approve
the applications.

Since 1976 the Committee was restructured and became the Business
and Industrial Development Committee (BIDC), which is served by a Secretariat
ir. the Ministry of Commerce, Industry and Co-operatives. Representation has
been extended and now includes the senior officials from the previous Committee
plus officials from éhe Ministry of Urban Development, Housing and Land Wel-
fare; Home Affairs; Lands and Mineral Resources; the Central Planning Office
(under the Prime Minister's office); and from the Central Monetary Authority.
The Permanent Secretary for Commerce, Industry and Co-operatives serves as
Chairman. The Committee meets on a fortnightly basis to review industrial
and commercial pclicy and to make recommendations, along with incentive
aprlications for approval, once per month to a Council of Ministers from:
Commerce, Industry and Co-operatives (who serves as Chairman); Finance; Urban
Development, Housing and Social Welfare; Lands and Mineral Resources; and
Labour.

The BIDC falls under the Industrial Promotion Division of the
Min.stry of Commerce, Industry and Co-operatives. Also under this Division,
but ope -ating almost autonomously from the BIDC, is the UNDP Urban/Rural Support
Services which was already discussed.

The principal operational areas dealt with by the BIDC are:

° tax concgssions

‘protection

°import duty concessions

‘joint ventures




? foreign investment

allied business

work permit processing for industrial commerc:ial and

° advisory services to business, especially local investors.

When the Committee of Officials recommends action to the Committee

of Ministers, any decision

be final.

taken by the Ministerial Committee 15 deemed to

The broad critasria used in assessing applications for concessions

are as follows:

(a)
(b)
(c)
(d)
(e}
(f)
(g)
(h)
(1)
(1
(k)

employment content;

contribution
contribution
conservation
contribution

price levels

Tt
‘o
vl
to
of

local value added; '
rediscributing income more equally;
generation of foreign exchange;

trade within the South Pacific

output;

generaticn of skills;

linkage effect;

local equity participation;

use of local raw materials; and

environmental effect.

Consideration is now being given to refine the present criterjia by

defining industries as “"Priority" or "Selected" and to offer a "package" of

incentives to enterprises meeting the criteria. The factors to be considered

would be industries:

" (1)

(11)

(1i1)

(iv)
(v)
(vi)

(vi)

based largely on local resources for main raw materials;

capable of large foreign exchange earnings, e.g. import

substitution of over F$100,000 p.a.;

largely export oriented, i.e. over 508 of its production

per year;

likely to improve technical skill and knowledge to locals;

located in "approved areas";

having Government participation in equity funds;

labcur intensive, i.e. employing more than 19 factory

wotkers."



A list of the industries which have been identified as "'Priority”
or "Selected"” has been prepared and is now undetr consideration, The main
underlying principle used in the industiies 1dentified and the incentive
packages being considered is that there should be a high local value added.
ln # *dition to economic contribution, as a basis for granting concessions,
consideration is also being given to identifying industries which would .
normally be reserved for nationals. These are essentially service industries
and those requiring relatively simple technology which nationals are capable

of operating successfully.

In distinguishing a national from a foreign investor, the foliowing

definition is used:

"An overseas person is defined as:

® Any individual who is not a citizen of Piji.

Any individual who has not continucusly maintained a home and lived in
F11i for the previous seven years.

* A branch of an overseas company operating in Fiji.

® A company under the control of overseas persons.

For the purposes of this paragraph, s company ahall be deemed to
be under the control of overseas persons -
(a) if more-than one-half of the shares or more than one-half of
the issued paid-up capital, or more than one-half of the voting
power 18 held by overseas persons;

(b) overseas persons have by any other means whatsoever control of
the company; or
(c) overseas persons by reason of the share-holding at the end of

any fiscal year of the compaiy (or in the case of a company in liquida-
tion) would be entitled to more than one-half of the profits for

that year if those profits were distributed by way of dividend at

the end of that year.

When shares in one company are held by or on behalf of another company such
shares shall be Jdeemed to be held by the shareholders in the laat mentioned
companyv.

Persons answering the above description are referred to as foreign investors."

Borrowings by a non-resident controlled company mst be approved
by the Central Monetary Authority. Normally all companies are obliged to
operate within a debt equity ratio not exceeding 3 : | and foreign controlled
companies are further limited to borrow locally to the extent of the percentage

of local equity participation. According to the Central Monetary Authority's

Exchange Control Manual (1973):
" Borrov;;g in Fiji by non-resident controlled companies will be ‘
considered ‘within the following guidelines:
(1) Unless national interest considerations apply, consent to such
borrowing will be considered only for amounts proportionate to

the extent of any resident equity interest in the Company.



() Where national interest considerations are involved, local

borrowing would normallv be limited to 20% of the total loan
Tequirements. ’

Sanks may without prior reference to the Central Monetary Authority

lend up to F$20,000 to new non-resident controlled companies for a period
of up to three months. For non-resident -ontrolled companies which are
customers of the bank and have an existing loan or overdraft facility

the limit is either F$20,000 or 107 of the existing overdraft limit, which-
ever amount is greater, also for a period of up to three months. This
increase is to be provided only in exceptional circumstances. The Central
Monetary Authority should he informed immediately after the banks have

lent to such companies under this discretionary authority, giving details

of the circumstances in which the additional facility is provided.

In respect of individual non-resident custcmers Banks may lend up
to F81,000 for any period and for any purpose at their discretion. It
vill not be necessary for Banks to report details of individual loans made
under this discretionary authority but Banks may be asked periodically to

indicate the aggregate of such loans."

E. SIGNIFICANCE OF THE CONCESSION PIRMS

1. Firms Approved and Concrssions Granted

The number of firms and approvals for concessions and the type of
concessions granted is shown in Table | below:

TABLE |

Number of Firms Approved for Con:essions and

the Type of Conressions Granted (as at August 1977)

Firms Approved 162
Firms Receiving

(a) Fiscal and customs concession
on machinery 4

(b) Fiscal and cisioms concession

on materials 113
(c) Income tax 64
(d) Accelerated depreciation 16 ¢
(e) Export incentive 2 *

Source : Appendix I.

* Subsequent information from the Commissioner of Inland Revenue shows
29 firms receiving accelerated depreciation concession and 19 receiving
export i1ncentives.




" As shown, fiscal and customs duty concession on raw materiais is
the moat common type of incentive. granted, with 821 of the approved firms
avarded this concession. Next in importance is import duty concession on
plant and machinery with 461 of the firms benefitting from the concession.
Export incentive has been awarded to only two of the 162 firms and only
sixteen have obtained accelerated depreciation concession. From a
closer examination of Appendix I, which shows details of the concessions
granted by industries, there appears to be no consistent policy for the
avard of incentives. In certain industries, firms producing similar commo-
dities obtain different concessions end no conce<sion in a few cases.

While it is Government policy to award similar incentivps to firms
operating in the same industry, the apparent non-consistency in the award

of incentives is explained by:

(a) lack of any quantifiable qualifying criteria for incentives;

(d) the absence of a specific package of incentives available to
qualifying eaterprises within an industry; and

(c) operating an industrial policy of "survival of the fittest”
by granting concessions to virtuallyany enterprise without
proper regard to market size and available industry plant

capacity.

In certain industries, concessions are awarded to an enterprise, des-
?L'e *he exiatenrs of axceea ~apacity. Piscal dury is the most
loosely awarded concession and, while 1t ‘a done on thé "survival of the fittest”
principle, tne P.jian market 1¢ so sm&ll that the v ab:li1ty of loca. eaterpr.ses
vhich are being encouraged by Government - becomes threatened with the distinct
possibility that it is the larger enterprises, with adequate capital and
allied activities, which will survive. Ilndustries where this pryblem ia
becoming apparent are: tea blending; corrugated roofing; and nail manufacturing.
As one local investor haa pointed out; the "survival of the fitteat" invest-
ment policy has created duplication with certain local companies struggling
for survival and "it is a disheartening exercise when bitten, leading to a
great reluctance to undertake further investments”.

There sre no records available to show the actual number of firms
vhich are using the concessions awarded. Working from the liats submitted by
the Inland Revenue, the Custums and Excisa, and the Industrial Promotion
Division of the Ministry of Commerce, Industry and Co-operatives, and from the

1973 Census of Industries undertaken by the Department of Statistics, there

were 58 '"concession firms” on which information could be provided.

-



~D

Of' the 58 firms enjoving concessions and reporting for statistical
purposes, 26 are locally-owned; 26 foreign-owned; and 6 jointly-owned by
nationals and non-nationals. Of the C(;ncesaionn awarded, the most common
is fiacalduty concession on imported raw materials, with 15 firms enjoying
this benefit, of whicn 20 were locally-owned. Omly !l of the 58 firms
ernjoyed any tax concession "package”, i.e. income and import duty concessions.
Of the 11 firms, only )} were locally-owned, with 5 on a joint vengure basis,
and the remaining } foreign-owned.

2. Employment and Earnings (see Table 2)

The concession firms represented approximately 262 of the number of
firms reporting; accounted for |/3 of the number of employees; and 362 of
the vage bill. Concession firms were not operating in 7 of the 27 industry
groups shown. The industry groups in which there are no concession firms
are: Butchering and Meat Packing; Sugar and Coconut 0il; Non-Alcoholic Drinks;
Curios and Artifacts; Rerreading and Flip-Flops; Office Machines; and Boat
Building. If these and another marginai group (for concession purposes)
vere excluded, the .oncession firms would account for 521 of employment
and 687 of the wage bi!l in Manufacturing. In certain industry groups, nearly

all firms operating enjoy concessions viz: Beer and Tobaccc;

Miscellaneous Food Products; Printing and Publishing; Paint; Plastics;

Agricultural Machinery; and Miscellaneous Products.

3. Ilmport Structure

The relative dependency :=r imports by concession firms is shown
tn Table 3.

With the exclusion of the industry groups: "Dairy, Fruit, Fish and
Rice Milling; Textiles and Clothes and Footwear; and Furniture and Upholstering”,
the concession firms account for over 60% of rew materials used in Manufacturing;
and virtually all of the imported raw materiais. Non-concession firms rely
more heavily on local raw materials, with the ratio of total local purchases
to total raw mterial'u being 54.6%, while that for the concessian firms vas
21.61. Howewer, total Manufacturing is biased heavily by the sugar and copra
{ndustries and, i{f those were excluded, the ratio of total raw materials to
local raw materials purcha ed would be 24.77. This ratio is not very differerent
from the concession firms, but they account for 50T of the value added in

Manufacturing.
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4. Output and Sales

Table 4 shows that the concession firms are responsible
for 862 of all the exports of the maﬁufacturing sector and, in 8 of the 13
industries exporting, represented 1007 of exports. However, export as a
percentage of total output is under 21 for the Sector, while it is under 71
for the concession firms. Among the industries exporting, Sawmilling 18 the
highest exporter with 381 of its output being exported. If exports of this
industry were excluded, total exports as a percentage of total output for the
manufacturing sector would be 114X while the figure for the concession firms

would be 3.4%.

5. Capital Stock and Taxable Position

Table S shows that the book value of the rapital stock
was F814.750 million in 1973 as against F856.919 million for all firms in
Manufacturing. The figure for Manufacturing is influenced significantly by
some F$38.508 million for th: Sugar and Coconut Oil industries which, if
excluded, would reduce the total book value of capital for Manufacturing to
F818.411 million. -The capital stock of the concession firms would then

represent over 80 of the capital stock in the Manufacturing sector.

Using the ratio of taxable income to book value of capital stock
as a crude indicator of profitability, the return on capital (excluding Sugar
and Coconut Oil) would be 307 for firms enjoying concessions and 451 for non-
concession firms. The following is shown as an illustration of likely profica-
bility of industries in Manufacturing for 1973:
Taxeole Income as 1 Taxable Income as 1

of of
Tota! Book Value of Total Brok Value

Capital for Nom- of Capital for
Concession Firms Concession Firms
Bakery Products 28 54
Beer and Tobacco 39 19
Non-Alcoholic Drinks 5SS 55
Miscel laneous Food Products 30 2
Textiles, Clothes, Footwear $3 37
Sawvmilling , 102 ?
Furniture and Upholstering 27 42
Printing and Publishing 100 29
Paint 15 115
Soap 29 29
Plastics 10 10
Concrete Products S 20

Structural Metal Products 84 19
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Taxable Income as % Taxable Income as ¢

Total Book Value ot Total Book Value of
tent'd Capital for Non- Capital tor

Concession Firms Councession Firms

Agricultural and Electrical

Equipment 42 177
Bus Building 83 83
Miscellaneous Products 83 83

45 30

while the ratios shown cannot be interpreted as any realistic
estimate of profitability (since information on net worth and capital employed
have not been taken into account), there is no consistent pattern to suggest
that the concession firms are operating more or less profitably than the non-
concession firms. However, the conclusion could be drawn that the manufacturing
sector is opera:ing profitably with taxable incomes achieved in each of the 22

industries comprising the sector.

6. oOutput, Value Added and Productivity

From the information shown in Table 6 the concession
firms account for 508 Of value added and 318 of output in the manufacturing
sector. Using the ratio of output to employee compensation as a measure of
productivity, there is no significant difference between ncn-concession and
concession firms, the respective ratios being 9.2 and 7.3 (F$9,200 and

F$7,300) of output for each $ of wages paid.

7. Revenue and Costs

Income tax concession in Fiji has been minimal as shown below:

Income Tax Income Tax Company Tax Tax roregone
Concession Foregone Collected as 8§ of

F$ F$ ] (F$'000) Company Tax
1973 706,504 235,362 7,134 i.8
1974 420,769 140,254 9,848 1.42
1975 650,639 216,881 13,488 1.61
1976 1,183,556 394,518 15,260 2.59

Source: Inland Revenue Department.

Tax foregone is understated due to the unavailability of information
on profitable companies such as the flour and steel mills. But even if the
inclusion of such companies would double the 1975 ratio, the income tax sacrifice
would still be comparatively low, given the experience of countries such as

Jamaica (2.2% in 1963); Nigeria (l10% in 1965); and Taiwan (29% in 1974) .
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To estimate fiscal duty concessions for the 58 firms aversges on
2-digit ISIC groups basis were used showing the normal and concessionary rates

as 1n Table 7.

Because of industry grouping, the fiscal rates ahown are approximaticns

besed on a detsiled evaluation of the ratea applicable to each firm falling
within sn industry group. Furthermore, the value of imported raw materials
is not the same as "crude material" imports as classified by customs since it
was information collected from survey data with firms indicating what they
consider to be the amount of in'zported rav materials purchased.

Of the eight industry groups, the "normal” fiscal rate ranges from
s low of 7 1/2% for Non-Metallic Products to s high of 252 for Clothing and
Footwear and Wood Products. With the concession, five induatry groups paid
no fiscal duty with a rate of 51 to 7 1/2Z for the other three groups. Based
on imported raw materials of F$13.523 million in 1973, the estimated tax
which should have been collected at the normal rate was F$2,572 million. The
actual amount collected at the concessionary rate was F8357 ,000 and the
estimated duty foregone was P$2.215 million. This amounts to 10.8% of the
r$20.470 million total fiscal duty paid in 1973, which would be higher than
countries like Jamaica (6.6% in 1963), but lower than Costa Rica (18.5% in
1963) snd Taiwan (397 in 1964),

For 1973, income and fiscal duty concession for Manufacturing
totalled F$2.450 million. This represents 3.4% of total revenue of
F$72.486 million collected and compares favourably with other countries
ss follows:

Revenue Cost

Country as 1 of Total’ﬁ%venue Year
Fiji 34 1973
Costa Rica 8.5 1961
Mexico 2.8 1957
Panama 9.3 1961
Philippines 3.2 1963
Morocco 1.8 1965
Korea 2.2 1964
India =« 3.0 1961/2

Source: George E. Lent, "Tax Incentives for Investment in Developing

Countries”, IMF Staff Papers (July, 1967)
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Ir estimating the net tax benefit loss,the wage bill for all

employees vas F$125.0 million in 1973 with PAYE at F$6.3 million and Basic
Tax at F$3.] million. The shcre of PAYE and Basic Tax to Pmployee Compensa-
tion was 7.5 percent and could be used to estimate direct income tax contri-
bution of tha 58 concession firms. With employee compensation at F$4.78)
million for the concession firms in 1973, estimated direct tax comtribution

is P$358,728.

In terms of the estimated net revenue effect on the Budgat, the

position is as follows for the 58 concession firms in 1973:

(P8 '000) .
1. Tax Loss
(a) Income 119
(b) Fiscal 2215 2434
2. Tax Receipts
(a) PAYE and Basic 359
(b) Income (Company) 1468
(c) Fiscal 357
(d)" Customs 1014 3190
Net Tax Gain 756
3. Contribution to Piji
National Providant Fund
Leas. 2,51 Iatarest coat 574
(averags for year) L) __560
Adjustsd Total Net Gain : 1,316

As pointed out, the value of imported raw material does not necsesarily
agres vith that shown by ths Customs Department and the setimated contribution
of F$1.04 million could be overstated. However, from information suppliad by
the Comptroller of Cuatoms, fiscal and custams duty collectad from the com-
cession firms in 1975 was approximately P$!1.0 million, of which
customs was approximately F$0.6 million. Evan if tha astimated figures for
customs were reducad in 1973 to one-half the figure for 1975, the net tax gain
would still be po'sitive.

Even with the qualificationa atated above, two main conclusions

can be drawn:

(a) Fiji's tax incentiva programme has not led to the degree of tax
sacrifice experienced by many othar countrise with tax con-

cession programmes; and
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(b) unlike other countries (e.g. Jamaica: ) the Fiji
Govermment has managed to obtain net tax benefits from its
incentive programme with 8 *ax benefit/cost ratio of 1,31
(before contribution to the FNPF) and 1.53, after including

the FNPF contribution, which can be considered as s '"quasi-tax'.

The question of whether tax rewvemue foregone is necessary to attract
industries has always been one of the contentious points in the literature
on tax incentives, The findings in most countries suggest that there is
little justification for granting €ax incentives to industries with a low
local value sdded and operating within a3 protected market. In Fiji, from
the interviews conducted it does not appear that Income tax concessinn is
considered as an important incentive to invest.

Import duty concession is necessary for industry. With the heavy
dependence on imported raw materials it would be reasonable to assume that such
concessions are needed and cannot realistically be regarded as unnecessary
revenue foregone. Furthermore, with most concess:on firms not operating
under any hesvy protective barriers, it would seem very necessary to grant
import duty concessions to place them in a position to compete with imports,
especially from New Zealand and Australian based companies.

Important factors, as cited by interviewees which are serving
as a disincentive to invest are:
- "Government Bureaucracy” and the absence of a central body to
deal with investors.
- Difficulty in obtaining work pemf:f/teh:;:cic?{la;i:uh the

serious shortage of skilled technicians and management personnel.

- Administrative obstacles to foreign investment despite expressed

Govermment policy favouring such investment.

- Lack of detailed information on industries eligible for

concessions.

- Unnecessary duplication of plant capacity by the indiscriminate
award of incentives under a "survival of the fittest" policy

which has led to excess capacity in certain industries.

- Complicated requirements to obtain export incentives to the
extent that*it is not "worth the cost and time" of completing

the required forms to seek the incentives,

{1) Over the period 1953-1962, there was a net tax cost to the Govermment of
F$2.384 million. In 1962, the net tax cost to Goverrment was F§1.027
million with a tax benefit/costratio of 0.15. See Paul L. Chen-Young,

"A Study of Tax Incentives in Jamaica”, National Tax Journal (September, 1967).




Inabilitv to compete with New Zealand and Australia {n
export marke¢ because of generous incentives offered by

those countries to e.porter=s.

Inadequate finance and technical advice to assist local

investors,

Tax treatment of dividends to shareholders of local
companies being "too high" when included as part of

personal {~rome..

Land tenure.

From the oregoing, there ire practica. drobiems -acink
investors which are not strictly of a tax incentive nature. Also,
despite the fact that there are net tax benefits to Government from its
incentive programme, clear guidelines on qualifying criteria and
benefits are missing, resulting in the award of concessions which do not
always refelect a consistent approach in accordance with overall
industrial policy objectives. The concessions now offered to emphasize
the tax incentive aspect are not adequate for dealing with the problems
facing local investors. Also, vhile 1t is the policy to award conces-
sions to industries based on their economic contribution, this {s not

clearly reflected in the approach used to grant concessions.

In considering the type of changes which could be examined
in restructuring the tax incentive programme, emphasis should not be on
fiscal incentives. An appropriate strategy should be one aimed at
removing the disincentives to investment while broadening the non-
fiscal incentives to assist and to encourage nationals to lnvest in
manufacturing/processing. This approach is in keeping with Government

thinking, as shown in many confidential and public documents.

>




F. RECOMMENDATIONS

According to Fi]i's Sixth Development Plan 1971-1975 1t "is

of major {mportance that a consistent set of rules be eatablished and
applied {f concessions are to be an effective instrument of development
poltey". It {s clear from various published and confidential documents
that the Fiji Goverrment has tried to implement {ts industrial
incenti{ve programme on the basis of this criteria. Nevertheless, there
{a always scope for {mprovement apd the recommendations which follow
are intended to sugzest: (a) a mnre preclde and objective basis for
awarding concessions; (b) the structure of concessions which would seem
appropriate for F{ji, given 1ts industrial policties; and (c) the '
adminlatrative framework within which the incentive scheme could be
{mplemented. Following are the recommendations:

1. Concessions awarded should be related to the economic contri-
bution of enterprises manufacturing or processing products/
{ndustries which make <ome minimum economic contribution.

2. Products or Iindustries depending on their complexity for
classification purposes, should be designated as "approved”

{f they are able to meet the mini{mum economic contribution
specified as the qualifving criterla. Any list prepared should
be regarded as "indicative" subject to an enterprise justifving
that it will be able to manufacturg/brocess a product to meet
the minimum economic contribution., Other products or industries
may be added from time to time subject to such products or
{ndustries meeting the min{mum economic contribution criteria.
Where an "industrv” comprising many products is designated as
approved, the specific product should be listed.

3. Fnterprises manufacturing, processing or assembling products
would be required to meet mini{mum economic contribution criteria
to be eligible for sceking concessions as an "approved enter-
prige” for manufacturing an "approved product”.

4. 1In keeping with Government's policy to increase emplovment,

local ownership and greater use of local resources, it is proposed

that the concept of "lncal valur added" be used as the hasis for

measuring econrmic contribution.
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"Local vaiue added” 1s defined as "he amcunt {(erpressed

as a percentage of total sales of the "apfroved produ-t”

or i1ndustry) by which the amount realized from the sales

of an approved product (1in respect of a continuous

period of twelve months) exceeds the aggregate amourt of

the following:

{a) the value of imported raw materials, components and
parts of components, fuels and services;

(b} wanes and salaries paid during the period to persons
who are not rnAtionals of Filig

{c) profits earned directly or indirectly to persons
(1including companies) who are not resident of Fil
(as defined on fage 17);

{d) interest, management charges and other income payments
accruing directly or indirectly tc persons (including
companies) not resident in Fiji

(e} depreciation of 1mported plant, machinery and equip-
ment .

This formula could be further refined to place greater

emphasis on employment {as 18 done in the Caribbear Ccmmon

Market) by the equatior : V (100 ¢+ W) where "V" is the

local value added expressed as éogercentage of total sales

of the aprroved product; and "w" is the wages and

salaries paid to nationals of Fiji expiessed as a per-

centage of total sales of the aprroved product.

consideration shculd be given for materials purchased locally

which have an umport content

use

In using the local value added criteria a proper basis it belng

d to encourage these industries which will make a greater navional

economic contribution by using more local raw materials, the processing

of agricultural gcods, and i1ncreasing emplovment.

6.

On the principle that concessions should be related to

local value added, it 1s proposed that two minimum

percentage contributicns be specified for which approved
enterprises would be awarded a package of incentives. The
pfesent qualifying criteria for erxpor* incentives require

a minimum local value added of 30 percent. Value added

to cutput for concession firms in 1973 was agproximately 50
percent and one-third for the marufacturing sector. It should
therefcre be realistic to specify 30% lccal value added as tine

minimum for "approvec products” obtairing cne packrage of i1n-
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‘approved prodis ts" obtaining a more Liberal tax concessiur
fackage.

"Tacentive Package 1" would be offered tc enteryrises with the

309 valuye added and would be aimed essentially at locally owned
enterprises with net asset 'alue not exceeding a maximum figure

(say F$70,000, which would be varied by Requlatiun). The proposed ’
packages would be a combiraticr of technical, financial and fiscal

assistance in recognition of the special needs of local 1investors.

(a) Technical assistance: preparation of "industry profiles"

with vital econom.c (e.q. import and market size), technical
(e.a. type of equipment), and financial (e.g. project cost

with basic financial analysis) information. Industry profiles
are available from UNIDO and cther institutions Lut require
additional local input, especlally data on market Sslze; Imports.
While such information would be made avallable to all jotential
investors, it 1s less important to overseas investors but

vital to local investors. Technical assistance to helg
establish local enterprises, as is now being done under the
UNDP financed programme, would also be Frovided and would be

of partictlar value 1in assisting sma.l businesses, including

those which might not necessarlly be seeking any concessions.

(b) Financial assistance: insufficient equity and working

capltal are common problems facing loca! investors in
nearly all develofing countries, including Fi1ji. Along with
techrical advice, financial assistance .s a powerful
stimulus to encourage local irvestors i1nto new manufacturing
activities and tc exrana exlicting enterprises,
It 1s therefcre prcposed that:
(1) an equity wind.w be estab!isted at tne Fi131
Levelcpment Eunkh tc assist new and struggling -
but finarcially viable - locally cwned enterprises
1n manufacturing. A subsidiary company of the I'DB
could be createcd for this purpose. The scheme would have
to be funded by Government, given the present
financial position of the Bank and the riskiness of
such investments. However, the FDE could make loans
to complement equity contributione to such enterprises

from 1ts own resources.
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[f the equttyv scheme wer:
funded with F$1.0 million, at least 16" enter-
prises could benefit, assuming total project cost
of F$100,000 (which is a high figure for manv local
businessea) and equity of $25,000, of which the
FDB could r~ontribute 251 or F¥ ..250.
additional working capital assistance under a
limited guarantee acheme be provided to existing
enterprises. Under this scheme, a locally owned
enterprise which has reached {ts credit limit with
i{ts commercial bank could obtain additional credit
(e.g. for export orders or the purchase of raw
materials), subject to some maximum limit as

established by Government, without any extra

security requirement, provided that the bank 18

gatisfied that the financinpg is needed and the loan
will be repatd. Of the additional working capital
provided, the commercial bank would take 50% of the
risk, with a Government Agency guaranteeing the other
507, subject to an overall total amount under the
acheme. Thus, {f as little as 27 of total commer-
cial bank advance were set the overall total ({.e.
F$2.0 million with the guarantee exposure at F$1.0
million and the maximum to be advanced to anv one
were set at F$10,000) 200 Fijian businesses (meeting
the minimum local value added criterion) would have
ready access to new injection of capital. Strong
interest has heen expresaed in this scheme b+ Filitfan
businesamen, commercial banks and the development
bank, although there appears to be some reservation
to it on the part of the Central Monetarv Authority.
(A similar scheme is now operating in Jamaica with the
guarantee being provided by the Central Bank.)
Besides providing the working capital assistance, the
scheme has merits as an attempt to direct commercial

bank lending more towards productive activities.
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(111) To assist in pre-feasibility assistance,
Government should consider approaching
institutions like the ADB and IBRD, and the
EEC Development Fund, to obtain financial
assistance to underwrite a pre-feasibility
{nvestment programme. Such a programme could
be administered under the re-organized
Industrial Promotion Division of the Ministry
of Commerce, Industry and Co-operatives which ls
being proposed.

({v) The provision of inexpensive industrial bujldings
could also be considered as a concession falling
under financi{al assistance to local {nvestors.

It 16 a programme which should he expanded but requi res
carefullv selected areas with an "economic

base" (l.e. near to population centres or resources)
to effectively utilize the facility, Given the
relatively low rent being charged under the

scheme, the right to acquire premises after a
3-year period, to which rental paid can be

applied, seems over-generous. Futhermore, such

a right could be exercised and the premises or
companv sold to obtain the benefit of capital

appreciation, which would be contrary to the

content and purpose of providing the facility.

It {s not clear that Government has formulated any detailed policy
for the development of industrial estates. For example, from a visit to the
Vatakoula industrial estates, it appears that the area has been designated
as an Industrial estate without due regard to the economics of industrial
location. Cognizant of the need to "do something"” for the people in the
area whose livelihood would be seriouslv affected by any closure of the gold
mine, it 18 understandable that Government must take a serious interest {n
developing the area, However, apart from allied {ndustrial/processing
activities linked to timber, valid questions can be raised on the economic
feasibility of trying to develop the area as an 'industrial estate",
Furthermore, given the dependence on the gold mine for basic services, such
as electricitv, it {s difficult to envisage private enterprise fnvesting

in the Industrial estate with the future of the gold mine problematic.



O, Lt levernment were tOINVESt Gn [ro)ects ir o tnle industria. estate

un

i

T

with tne dependence or the services of the wold mines, it could find
«tselt ir ar intractalie and weaker negotiating (wsSit10n 1n negotiating

with the gold mine shnou.d 1t decide to cluse. t carefu. assessment of

Government's policy on industrial estates and the criteria for estabiishing

such estates 1s recommended and techr.ical assistance should be sought.

(c) Fiscal concessiors: No 1ncome tax concession 1s recommended

for enterprises in “"Incentive Package A". But 1t 1s proposed

that all approved new enterprisetc should enjoy:

(1) S-year exemption from fiscal duty on plant and
equipment and raw materials defined (h as "goods which
are recuired for use 1n local manufacture or for
local working or processing to turn out products on
an industrial scale". The term "worklng or proces-
sing” 1is extended to include in certaln cases simple
mixing of products (e . tea) and assembly of com-
ponents to constitute a complete article (e.g. water

heater). It does not include service type operations

(e.g. repairs and reconditioning).

(1i) Accelerated depreciation (using the existing
provision of 5 out of B years) in order to improve
a company's cash flow.

(111) Partial tariff protection (on an {ndustry,product

basis, when deemed necessary).

8 "Incentive Package E" would be offered to riew enterprises

manufacturing approved products with a minimum local value

added of 50% and would be aimed mainly at the overseas

investor processing iocal raw materilals with substantial
capital outlay. The concession package being proposed tc
all approved enterprises 1s:

(a) 5-year income tax concession period or 8 years 1f
located outside "designated areas", and conditional
on.tax benefits not being subject to tax 1n home
country when profits are repatriated;

(b) accelerated depreciation for any 5 out of B years to be
taken during the tax concessior. period;

(c) 5-vear exemptiorn from fiscal duty on plant and equip-

ment and .« materials;

v

1)

I am grateful tc the ptreller of Customs who would decide what constitutes
raw materials fcr arproved products/industries, for suggesting tiis defini*icn.



10.

tax exemption on interest pald orn funds borrowec {rom
arrcad and arproved by the Central Moretary

suthtority for a specific purpose and 1 eri1od)
ccnditional to tax benefits not being subject tc

tax; and

{e) partial tariff protection (when deemed necessary) .

Where tar.ff protection 1s granted, the effective rate of
protection should be used instead of the normal rates.
In computing the effective rate of protection, this simple
formula of e = n-mi could be used, where e = the effective
rate of duty; nv= the nominal rate of duty on final
product; m = nominal rate of duty on raw material input;
i = coefficient of material input; and v = proportion of
final output accounted for by the value added. Thus, for
example, if the nominal duty 1s 5% on an imported material
which accounts for 80% of manufacturing costs of the finished
product on which a norinal duty of 108 1s charged, the
with v = 20%

effective rate of prctection would be 30s,. (See for example;

Wells, Sidney J. International Eccnomics, George Allen Unwin

Ltd (1971); and Helleiner, O.K., International Trade and

Economic Development, Penguin Pooks, 1972).

Subject to a 30% minimum local value added teing met, :t

is proposed that the export incentive scheme be mcdified by:

{a) discontinuing the present requirement of firms
having to indicate export intention within three
months of the beginning of a company's financial
vear;

(b) approving an industry and spec1fy the rroaucts which
chould meet the minimum lccal value adced criterict.
The present requirement of granting concessicrn on a

product and on export profits is unnecessarily

restrictive since most multi-product firms dc not
prepare costings for each individual product and
frequently export on a marginal cost basis;

(c} maintaining the existing minimum expoi* value per-
formance criterion, but grant a five-year tax holiday
on the overall prcfits of enterprise in the same
proportion as its exports to total sales, provided

that some minimum percentage 1ncrease Ln exports be

specified.
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11.

12.

(d} ensuring that protective measures for enterprises
enjoving export incentives are not prohibitive and
that only Iin the verv exceptional cases (e.g.
high local value added with local prices not in excess
of c.1.f. {mport price) should such enterprises
enjoy protection with quantitative restrictions;

(e) expanding the prcsent drawback scheme (which 1{a hardly
used) from the existing nine products to cover all
enterprises meeting the minimum local value added
criterion.' Given the cumbersome and costly nature
of administering drawbacks, the system could be
simplified bv negotiating technical import pu}put co-
efficients for industries and exempting the raw
materials used in exports from fiscal duty. Fiscal
adjustments could be made annually using audited
statements to show exports and cost of sales with
import content. Given the liberal export incentive
programme given to firms in New 2Zealand and Australia
and the need for Fiji to increase exports, especially
to its neighbouring countries in the Pacific, the
liberalization of the export incentive scheme is

fully justified.

It is proposed that a list of "approved products" (or

industries, depending on the complexity) should be publicised

along with the fiscal and non-fiscal concessions. In order
to invite comments - or objections - no new enterprise
should be approved without publishing such intention i{n a
local newspaper. All approved enterprises with their

products and fiscal concesaions should be Gazetted.

Concessions granted should be utilized within a specific
period (say 12 months) failing which they should be
automatically cancelled to correct the present situation
where the Ministry of Commerce, Induairy and Co-operatives
has no accurate up-to-date record showing which enterprises
benefitting from concessions are in productfon. All
enterprises receiving conceasions should be obliged to
furnish information on an annual basis to the Ministrv of

Commerce, Industrv and Co-operatives.



13.
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In order to minimize duplication of plant capacity; avoid
vaste of valuable foreign exchange; foster the financial
viability of approved enterprises (especially semaller

firms); and to encourage investors by providing some

assurance that there would not be unnecessary duplication

of investments, no new enterprises should be awarded
concessions where the market is (or is about to be)

adequately serviced by plants in Fiji. Tt is suggeasted that
602 of the market share be used to determine whether the
market is being "sdequately serviced” but this couldi be varied

in exceptional cases where the product/industry and’

existing capacity 1s of such a nature as to justify

additional investment. In addition to not granting con-
cessions to enterprises when the market is being "adequately
serviced", {t {s necessary to introduce an import licensing
system whereby all plant, machinery and equipment to be
{mported would require an import licence to be issued by

the Ministry of Commerce, Industry and Co-operatives. This
has the advantage of not only safeguarding against duplication
but also to be used as an instrument for ensuring that certain

types of economic activities can be reserved for nationals.

Under the Income Tax Law, a concession/incentive firm can
dispose ~f up to 70% of its equity without obtaining any
Ministerial approval, To avoid profitable non-concession
firms acquiring a controlling interest in concession firms
to obtain the tax advantages, it is proposed that a conces-
sion firm should not dispose of more than 497 of its equity
without Ministerial approval, if it is to continue to enjoy

tax concessions.

To provide the technical and economic services needed and to
have a central body with which investors would deal - in a
manner similar to an Industrial Development Corporation -

the Industrial Promotion Division of the Ministry of Commerce
should te upgraded. Serious consideration should be given to
integrating the Secretariat to the Business and Industrial
Committee (which has posts for one Industrial Economist; two
Economists; one Industrial Engineer; one Accountant and one
Senior Administrative Nfficer) and the UNDP Urban Rural

Support Services (which has posts for one Project Manager;



two

1

industrial Engineers; one Administrative Cfficer;

and cne Asslstant Accountant). W:ith & strengthened

Industrial Promotion civision, 1t would be better

able to:

(a)

(b)

(c)

(d)

(e)

offer more technical, economic, and financial

services to investors;

liaise on behalf of investors with all relevant
Government Ministries/Departments, thereby correcting

one of the more serious disincentives to invest;

exam:ne all préposals and prepare submissions to the
exieting Committee of Officials, which would make
recommendaticns to the Minlster of Commerce, Indugtry

and Co-operatives cr the Minister of Finance, depending
cn the concession. The Committee cf Officials would

have clear guidelines within which to act and make
recommendations, thereby obviating the nead for the
present Committee of Ministers. Special projects of
over-riding national importance could be presented to
Cabinet by the relevant Minister. By acting under

policy established by the Ministers/Cabinet, it would

be expected that recommendations made by the Committee

of Officials would normaliy be followed by the

Minister responsible. To reduce the amount of detailed
administrative work of the Minister, consideration

should be given to delegating certain authority to the
Cormittee of Officials, where 1t would Le expedient to

do so and wculd expedite decision-making;

Ggreater co-ordination 1s needed between the Industrial
Promotion Division and the F1j]: Development Bank, as well
as witn the Native Land Trust Board, eapecially the Native
Land Development Corporation. Preliminary proposals which
show promise thould be sent to the FUB and to the Board
(where it might be involved) to obtain comments.
Freparatory work with other reievant Ministries/
Detartments Institutions, should be done on all proposals
on submissions being made to the Committee of Officials;
the Industrial Promotion Division shou!d ensure that a
system of reqular reporting by the concessior firms is
done cn a current basis. The Division would have the

overall responsibility for policing - and assisting -

Such firms,



it. Work permit apjyrovels should be streamlined for dealirc
with bona fide applicants by identifying 1n advance those
skills which are 1n shcrt supply 1n Fij1. To meet the
problem of emergency needs, such as machinery breakdown
or i1llness of key personnel whose skills are not read.ly
avallable, a special arrangement could be 1ntroduced
whereby non-renewable permits withln a lZ2-months period
are granted to short-term (not to exceed 60 days) technicians/
speclalists, but with no single enterprise being able to
use this special arrangement for more than three times per
annum. As a matter of priority, proper criteria should be

establisred for the processing and award of work permits with

due regard being given to the amount of capital invesument.

With 1ndustry experiencing real problems from the shortage
of skilled manpower, every effort should be made to

accelerate and expand the existing training programmes.

18. In order to reduce delays in approvals for lands which
might pe needed for commercial,/industrial use, the
preparation of a detailec national physical,/land use Plan

is recommended.

19. In view of Government's expressed policy, as stated in DP VII,
to promote greater regional understanding and co-operation
it is recommended that practical steps be taken to bring
about more co-ordinated investment and industrial incentive

policies.

The recommendations made are intended to streamline the present
incustrial i1ncentive prograrme and reflect, to a large degree, many of the
policy 1ssues now being contemplated by Government. Apart from the proposed
change 1in the export incentive, the recommendations do not necessarily
suggest a nore liberal industrial incentive programme. Viewed in 1its
broader perspective, incentives/concessions are indicative of the type of
investment climate being fostered by Gecvernment. Nevertheless, it 1s
important to specify, as precisely as is practicable, clear guidelines for an
industrial incentive programme in order to minimize possible charges of
arbitrariness and to discourage spurious applications for cuncessions. The
industrial incentive programme proposed seeks to satisfy such objectives and
tc relate the programme more closely to the overall policy objectives of

the Govermment of ti31.



» —_.
) T ox vowa
7 T Ty T T T T T T T B
S - Tt T - T = - - S ad oy
» - » o B h - - T T o - e iy
Y - x - B T - - R
T - - T 3wy
v 3
. —— e R [ _— -
Lo pdet 2a. & sreTiAelen L., AlIL] (S 1
FASPL2 & % 20 ] Aaw: ou L STOR I g + L 2N LSS R SV N B ] RN

S1n0) 40 3dAD GNY SNUISSIONG RO) A B Swe

I XION3ddv

vq.adey
X T
ELEN Y] + * - R
TN
P Spae
L VR L Y AL I
PUE  Lpv 1! e b

PUE fE] Al P
6lavE g A ilauk-

e lds ey

1wcvl pu® sativug Pel])

EECRLE NI IR ALY ) T
LESTIRD] 4
siALt@iL [LF <o . _0Q
S8€1% 2 | AuE ~scy
Ted1. [ ey




54 -

L-11€ ] "@1dar
pPairiaa-uy

e
- -
e —— -
o~
e —
—_ -
—_

STTIl31F. 3u)
Pus (€ sy,

%
x
LT
%
%
x

T T T T v @l
PIE PESE™:]
R R K1Y
TTT O x TTTTTTT T T o g §WUO§ JUNULOOY pue
SRo0g Ieiliamg
T o T sdeip youry
x - N - fog sripune
I R
- T o T oy wmaty (ute]d Fue paauyid)
< suindey 1adey
e —_——— - - — e — [
AJIUTYDI®W 1.
1Ty pue [P E14 - . ALIEPPUT

9 18 asnpuy

we
| LRI aY
t QA 1oy

BA[LUL

1uawa

1

Buiney vhOly -
®1 NP llg S181JU0)

tl

0¢



® T T N Be(gt o puk v dur
T T T T — kT - -
- T - "
T T T e T - T TN T T T 9
x T T T T Tt T T T T - [V AL3ISIPU, 2EBAALOL
$AEBIs L at Aujotut
4 -t T T T . Bufidy DUt B4~Bg bee. )1t
I o - T wpdBOQ BUL 1 gy Peli[NSUL *
x T T T TR T T x T . Pi.moig PUY 3 oue
-vtl‘l1l ) -‘7, T Tt T T T T I‘V'}' T T D\LE..P
]
V8 X T 813,80 PilecanI®lyg
u
1 L T T H 1P iduUdg4 PAIT . PUE pPa] 6"
T T T . T T T : BuirLiiy udal W
x T T T T T T T T B & .B3y 3)-1§
3 - - T —‘\ - B T - - Vm
e v Ty, ®wa1> 171uag 9.
[ i T T a - . $4PTIT4 2ai-w ld ¢
~ e —
= x x x Q
T T " oi! )
x T T e
x - - - T v omaty - WOURTWIT Y - ».DTEg -
e —— —_ .
(#2103 emieyg x x ] . B10T (44 (P IINTIPRICUY 1
sarlaue30]  ucjaeysarda T T Tei{eidaiey 107 T T KGautudey 30) T T e Tt T - -
4 paivwiaid.oy xe] amooul Fw. i8N FOUR [87S )4 swci1eNY puUT (€854 omild JC N A115mDU!

o




. L
.
. e . _ o e N L .
N x Ny
x - T /T T T g
FT T - Voo
- h - ‘” T ] - x - - -7 - x - T A 1
w TmrT T - - 0 - -0 =
1184 JUS1EIL T 4 X Y o4
R _—— - - - -
X T T T T T T T T T T g
» Yoy
l‘ - - - T - - Tt - {
R el
[ Ty T e Tt 1
"“.\[‘!I x - 1
x 7 coo T/ s T T T
x T T CTT T T,
x0T e e r e e e e
= T -/ - - g
x R -~
X T T T e
x - -7 e T iy
seatit ALy worLvcaadays 0T T T T [P ENY A SETFRRTET. Pt -
T feiPioa. oy xP] modL] [ T AT Y A A 16T PUF (B B j wily on

Bit e Ay put

LI LSRN S § I L S

LR N

QUA SN[ 4 4 N TQuassy

sasue] ddy (P L4, a

I118MOQ ) AfluRe-sy

Juadsaiony g . [T EEERY

SiIIEAN J31®m _[i)lajy]

FUP §87 Ju) A Que~B6Y

dinty su.ycela]
VIP®Y AHA . ATqEmassY
$12109H JolEmM 2ETCY
E3ACIS SPL o A[QWossy
(3ANITUING; AdCTs [ uydn

anjud
pue 81¢., b A1ty

dar3rudng
AL 8rpU]

or

61

Wt

41



1€, 9

CELRPIVERTH
312 xdx ]

v B,

Lsuyom 10) i

¥ oWl g

BUIPI. I PUE A JWOEEV
(TR LY

EPpUY 1aded F[QeSVIBIL

(utegq pue parul.g:

»IPEIA IR BulPew
B[y 28112

(811} vinw pue
wepoy) Jujesa~oiy Wiy

W4 Alaom
safiive 3 A4

812G jF 1Ul>
PU @3[330g CjISCry

83d14 ) A o

e3eg AudiAadoida; ¢
118074 § UC[AU: BuLIINg
sapuaIdAL 4 BUlp|am

(Aa21300 pue
e31i0eead>de Bulpniouy)
sdme] [{em pue EI[CE,

{Juamdgnbda
aoudajal 12yl PU® AutyoPw
Bui(eap wiere auoyuydeial
Jryemoine Buiprioug

Judmd nbl VLTI TUNEWO 23| A,

Al JENDU

5¢

8¢

S5

A%




Lulyoey 10j
SOC ST pUw (eX81]

siejieI®, 155
€. 16T pue (€36},

S Y 2 P AL d

$s 06 pue $3 4014

LpeBy ALY
ites

A cwop P NO0YS

hay -npu]

BuiBexoe, pu® vy, i IR

TBpaeg AUl REY
PIUE" KW ENT DL ]

1BP~8g AAND

“s3onpcs, moef '3y | P
A3Y10 (v Sduy v Iy

s110 3[QTIy 1@ Y BB RNITERT )]

[ 1 - N GRS

s13aug ¢ - SYeg Iy r10d

Bujirac wamn jig Wi (neg

st i@xeeIYY PP M
pue sau3 g (#1177

L

4

(1]

89

99

59

nq

oY

19

09

N TU



°
: e
> - - 4 T - = T [Im T T — T
x - - - |‘L - T o b 4 - l - - U_
' T T T T T T T T T T T . 13
x h X - - Ty T T v
. a . - e -
o 2 - T
Iy T T T, T T T T Ty
e J
x o x x - T
' x - x x - 8
4 4 X A
T
v x TN s
' x - - [
T T o X v
. T T T . B T T
.
¥ T T T T T T - ]
I o - T 0 v
¥ - x > - T T -
x x - T
'
;] - T T b 4 — - -0 T
— — -
. — —
sar 102 uul .e1ra1dag - - s{wiiaIey 13 TXaery e 3§ -
Liodx g IOV IR TR 1e) amo. u} FW. 36T pPEP [#364 mmolery pav (i, -y

Fualy *

$_a14 f

e ysnia a’,
ORIsIA] {UR HAYSNIC - ]

6. N Pu¥ sifuy

[FQRIES B AR SVEL ThN S ]

§0113130g Ju N [QRIS-y

fuimeig 311

(F3a4 a[l1le) pue [aa4 314
‘parg A1lIINOG) |®iw Py

(SIBWIInIG WV Ty
pPrinvar |4 ‘WRa1) ATk
T133308) #)onpulyg Kiv.

$110 s1g

BUTLs ), 1dIUL)
191I84) _:r:

(P 1UC)) €IINP L4 AB)T™ g

Aiianru]

bW

08

b




. .
A I I T g
x x T T Tx T T T eyang g Buj{oy 13218 “9e
x 1 surdpre CSe
x 4
x 3
x a
x 2
x L)
x vV @lid ¢ woi] Supjouy e
| 11371y X x x 1 $3J3ATY (e
w x X X 1 23w1018
plos PUB 83323314 10j W(IGRY "6
]
x kl
x a
— 1IN D
x x L
x x v ®ijd § s[1eN Te
x X X t swnig pue sucl (eI 06
x x 4
~ x x vV aiigd ] 191)) 68
x 1 sadigd unog  CHw
* ) o [ samE14 IIANCT (@
! L2
' - 1 siaysepm pSF] 99
x i sBuy1a31Ing  ‘¢g
r - - 1 s1auiqe) Builly R
- sasrjiusu] uoji®ioaidag T ererisiey 10 Kdaajyomy 103 T T T ) C T - - -
Jaodxg  pelwid|IdIY  ¥e] IWcOU] smUIIN) pue (VIS4 SWOlSN) pus [WIST4 omilg Ju ON £118npu]







- "2 -
APPENDIX II

LIST OF PERSONS INTERVIEWED IN FIJI

Mr. "yan 51ngh .- Fermanent Secretary, Ministry of
Commerce, Incustry and Co-
operatives.

Mr P. %ounder - Principal Assistant Slcretary, Ministry

of Commerce Industry and Co-operatives. <

Mrs. Gurmej Rup - Economlst, Ministry of Commerce,
Industry and Co-operatives

Mr Arvind Rao -~ Economist, Ministry of Commerce,
Industry and Co-operatives.

Migs Lma vakalala - Ministry of Commerce, Industry and
Co-operatives.

Mr Savenaca Siwatibau - Permanent Secretary, Ministry of
Finance.

Mr Surendra Singh - Commissioner of Inland Revenue.

Mr Ragqubir - Deputy Commissioner, Inland Revenue

Mr L.J. Gardiner - Comptroller of Customs

Mr David Woodward - Chief Planning Officer, Central

Planning Office.

Mr Kevin Barney - Planning Officer, Central Planning
Office

Mr H.J. Tomkins - General Manager, Central Mdnetary
huthority

Mr Lloyd Guthrey - Managing Director, Fiji1 Development Bank

Mr D.F. Godfrey - Administrator General

Mr Tulsi Ram - Senior g¢l1stician, Bureau of

Statistics

Mr Joe Kamikamica - General Manager, Native Land Trust
Board.
Mr Rod Gates - Deputy Director, South Pacific

Bureau of Ecor.omic Co-operation

Mr kon Morgan - Trade Marketing Officer "

¥r Francis Hong Tiy ' - PRsast. kesearch Officer, " *
r Tamarii Pirerre - " " " "

Mr Jim Tallen - " " " " .
Mr Johr. Neas - lew Zealand Government Trade

comm:ssioner.




Mr.

Mr

Mr

Mr

Mr

M1

Mr

Mr

Pau. Madrial

Martin Penrose

1. Hreish

F.J. Slaven

J.C. Patel

Tom Hill
Mark Israel

Don Aidney

lan Milligam
R.J. Chester
Tom Copley

Mosese Qioribaravi

D.H. Bishop

<

Assictant Trade Commissioner, Australian
lirgh Commission.

Asslstant Manager, Planning &
Control,’/Marketing Bank of
Mew Zealand.

Manager, National Bank of Fij1.

Assistant Manager, Bank cf New
South Wales.

President, Indian Chamber of
Commerce. '

Secretary, Suva Chamber of Commerce.

President, Manufacturers Association.

/
Trustee, Fiji Employees Consultative
Association.

Group Business Planner, Cope Allman Intl.
Director, Cope Allman Internaticnal.
Executive Director, Carpenters Fiji Ltd.
General Manager, Naviti Investment.

Manager, Price Waterhouse & Co.
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APPENDIX III

INDUSTRIAL CLASSIFICATION

INDUSTRY

Butchering and Meat Packing
Sugar and Coconut 0Oil

Rice Milling

Bakery Products

Beer rand Tobacco
Non-Alcoholic Drinks

Dairy, Fruit & Fish
Miscellaneous Food Products
Textiles and Clothes
Footwear

Sawmilling

Curios and artifacts
Furniture and upholstering
Printing and Publishing
Paint

Soap

Retreading and Flip-flcps
Plastics

Concrete Products

Structural metal products

Agricultural Machinery
0ffice Machines
Electrical equipment
Boat Building

Bus Building

Miscellaneous Products




WESTERN SAMOA

INTROMUCTION TO THE ECONCMY OF WESTERN SAMOA

Western Samoa became an Independant State on January 1,1962.
Its land area is 1,097 square miles, comprising mainly two large islands -
Savaii with 622 square miles and Upolu with 433 square miles. In 1974,

its population totalled 151,251 and has tapered off from an amnual increase

of 2.4% in 1972 to 0.57% in 1973 and 0.2% in 1974, This is due principally

to an increase in net emigration from 1,144 in 1972; 3,778 in 1973; and
4,244 in 1974,

No accurate estimates of Gross Domestic Product exists but an
indication of sectoral contribution, subject "to large margins of error"

is shown in the Third Five Years; Development Plan : 1975-1979 as follows :

Value added for Employment Value Added
1972 (WS$000)* 1971  per Fmployee

- (WS$)
Agriculture, Forestry &
Fisheries 14,950 25,400 589

-

Manufacturing, Quarrying &
Construction 3,402 2,400

Wholesale, Retail Trade,
Restaurants § Hotels 3,210 2,400

Transport , Commumication 1,232 1,300

Services & Government 4,972 6,200
27,766 37,700

* US$.76 = WS§1.00
While there has been growth in the non-agricultural sector, the
country still remains basically an agricultural economy and it is this

sector which is being actively catered to in the Third Five Year Plan,

especially, through the Village Development Programme, which relies heavily
on the traditional societal structure. According to the Plan, the success
of the Programme will depend "upon the enthusiastic support of the village
matais (chiefs) - both in the fono (village councils) and individually

as heads of aigas (family groups) - and within the framework of leadership

they provide'".
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In the agricultural sector, two CTops account for over 90% of
total exports. The value of exports in 1975 was WS$4.541 million, of
which cocoa was WS$1.180 million and copra WS$2.612 million while, for
1977, the forecasted figures are WS$7.000 for total exports with cocoa
at WS$3,000 million and copra at WS$3.250 million. Other exports are
bananas; hardwood timber, and miscellaneous products. While mechandise
exports have shown no steady growth, imports have been increasing at a
rapid rate from WS$14.367 million in 1973 to an estimated W5$24.000 million
in 1976, with deficits for the respective years being WS$10.242 mill\ion
and WS$18.000 million.

Foreign exchange receipts in 1973 and 1976 were as follows:

1973 1976 (Estimated)
(WS$000) (WS$000)
Exports 4,125 6,000
Travel 2,394 3,100
Other Government § Private
Services 368 1,000
Pensions § Personal Remittances 3,873 4,700
Government Unrequited Transfers 2,669 4,000
13,429 18,240

Because of earnings from tourism and other foreign exchange receipts,
Western Samoa has just managed to hold its level of international reserves
at the end of 1976 at the same level as 1973, with the respective figures
being WS$4,921 million and WS$4.754 million. This was achieved despite
a near doubling in imports from WS$13044 million and WS$23.627 million.
Cognizant of this unsatisfactory situation, Governrment has decided to -

curb imports by introducing a form of ''foreign exchange budgeting".




Its Annual Development Plan 1977 states that :

"As foreign exchange, or foreign bank deposits, are received

by Western Samoa for development purposes, they could be
immediately set aside in a separate account with the Bank of
Western Samoa, under the direct control of the Monetary Board,
or the Treasury. This would include foreign ekchanges received
from hard-term and soft-term foreign loans and grant, obtained
specifically for funding development. Those funds would then
be made available only to finance development expenditures which
require foreign exchange. This foreign exchange would not enter
into the country's general foreign exchange account, where it
would run the risk of being used to pay for commercial imports
or non-development government expenditures ...... If a growing
shortage of focreign exchange available for cammercial and private
imports continues to be a problem ... a new system of allocation
of foreign exchange to commercial importers might be introduced,
if it is felt that the present system is outmoded."

Among the additional possible measures, government sees a
reduction in the quantity and value of "imports of the type that can
be produced., or substituted for within Western Samoa, such as foods and
beverages' as one strategy to be actively pursued. With its relatively
low wage rates (e.g. WS$10.00 per week for general labourers and factory
workers ; WS$10.15 per week for carpenters and mechanics; and WS$800
per annum for book-keeping clerks), Western Samoa has a pool of
inexpensive labour readily available for developing labour intensive
industries.

INDUSTRIAL DEVELOPMENT STRATEGY

The three main source documents describing Government's industrial

development strategy are the Government publications -'the Third Five Year

Development Plan 1975-1979 '(Nov. 1975); Investment in Western Samoa

(April 1977) and Annual Development Plan 1977.

In addition, industrial policy issues are discussed in the
confidential Government document "A Note on the Industrial Investment
Climate and Policy of Western Samoa" prepared by the Department of

Economic Development (1976). Listed below are the main points describing
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Government's industrial development strategy:

Even if financed with foreign aid, including grants,
projects must "measure up tc hard economic criteria”.

The encouragement of private, domestic and foreign
enterprise is a 'basic policy of the Third Plan"

although joint ventures with Government participation
will be encouraged through long term loans or equity or
both.

The greatest encouragement for industrial devefopment will
be to give support to '"those proposals which are‘ most li‘kely
to increase the value of locally produced commodities,
like coconuts and fish, especially when they are processed
for overseas markets'.

PAlthough investment capital is considered a scarce resource,
it cannot be considered the scarcest of resources for
industrial development in Western Samoa. Rather the resource
that the country must husband most carefully..... is management
and technical talent at the upper and middle level".
Relatively small enterprises which have been developed by
local investors 'with a minimm of Governmment assistance
.... represent a type of economic diversification which
will receive continuing encouragement".

A policy of granting duty-free import privilege for all
equipment intended for industrial use is favoured by
Government and is being contemplated.

*More careful planning is needed to avoid the over concentration

of industrial development in Apia and to avoid '"excessive

demands on area - specific services and potential adverse

environmental effects'.
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- While foreign capital that brings with it technical
knowledge, skill and modern methods which will assist
Western Samca's development is especially welcomed,
Gevernment would like to see more public or private Western
Samoan participation in the equity capital of overseas
companies. .

- A list of "priority” sectors which seem to justify a high
local equity content includes "1ight" industries not requiring
sophisticated technical skills and know-how; natural resources
at both the primary and processing levels; tourism, and
transportation,

THE INDUSTRIAL INCENTIVE PROGRAMME

The company tax rate in Western Samoa is higher then in Fiji,
being 42% for a resident company and 481 for a non-resident company
as compared with 33 1/3% and 40% in Fiji. But under the "diminishing
value basis' for depreciation, Western Samoa has = more.liberal scheme
which permits ""temporary buildings",''cars” and'machinery and equipment”
to be depreciated at 20% per annum.

1. ‘ Fiscal Concessions

Fiscal concessions are awarded under the provisions of the
Enterprises Incentives Act 1965. In its Schedule, enterprises benefitting
from concessions are deemed to commence enjoying the confessions
for varying periods after the date of initial approval as follows :

Types of Enterprises Date of

Factory fo.r the processing of any of the following
primary agricultural or pastoral products :
(a) Fruit crops, such as bananas, pineapples
and pawpaws 2 years
(b) Short-term industrial crops, such as coffee
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(c} Pulse and grain crops, such as rice

beans and corn - 2 years
(d) Minor livestock, such as poultry and

pigs 2 years
(e) Fruit tree crops, such as avocado, citrus

and cashew S years

(f) Long-term and industrial crops:

macadonia and coconuts |, and 10 years

cocoa S years.
(g) Major livestock, such as cattle S years
Factory of any other description 1 1/2 years
Hotel and visitor support facilities 2 years
Fisheries and fisheries development 2 years
Afforestation 20 years
Research and research development 2 years

Applications for incentives are made through the Department of
Economic Development. It analyses each application and makes submissions
to a Board consisting of the Minister of Finance and Economic Development
(Chairman); two other members of the Legislative Assembly; a member of
the Chamber of Commerce of Samoa; a planter appointed by Cabinet. Non-
voting ex-officio members are : the Director of the Department of
Economic Development (Secretary to the Board); the Financial Secretary;
the Commissioper of Inland Revenue; and the Collector of Customs.

After the Board has considered an application, recommendations
are made to Cabinet, which has the ultimate authority to approve all
applications, C:abihet is obliged under the Act, not to approve an
enterprise if it will "unduly affect any existing efficient enterprise
producing a similar product in Western Samoa”. Such imporiance is attached
to this clause that the Director, if he considers that an enterprise '‘may

unduly affect an efficient existing enterprise in Westerr Samoa'', shall
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issues of a newspaper ... the nature of the application which has

been made ..

. and consider any objection which may have been received,

pursuant to the notice'.

As soon as convenient after Cabinet has made a decision on an

application, the Director is obliged to publish "at least in the issue

of a newspaper published in Apia, a copy of the approval order made,

or a notice that Cabinet has refused to make such an order ".

Approved enterprises may obtain the following fiscal concessions:

(M)

(2)

(3)

a tax holiday ending 5 years after the date of

production or later as ordered under Section 17

of the Act but which may be extended for not more

than a further 5 years ;

relief throughout the tax holiday period to import

"free of customs duty, or to purchase in Westermn Samoa

with the benefit of refund of customs duty all sundry
materials, plant, vehicles, machinery tools (other then
hand tools), other apparatus, and any other items specified

in the approval order, provided he satisfies the Collector

" that they are required for the establishment or expension

of his approved enterprises, and not needing repairs
thereto'; and

exempting from paying any licence fees under the Business
Licences Ordinance (1960)

The Board "may recommend and Cabinet may by order exempt any raw

materials imported for use in an approved enterprise from payment of

customs duty, or provide for refund of customs duty therein on such terms

and conditions as may be stated in the order ".



Dividends on profits paid to the shareholders of a company
during the tax holiday period or within 2 years after the expiration,
are exempt from taxes on the chargeable income of the shareholder,
provided : |

a) dividends or profits paid to the shareholder do

nct "exceed the t.otal amount invested by the shareholding
in the approved enterprise up to the end of the tax.
holiday period'" ; and

b) the exemption does not apply to anv shareholder who

would become liable to pay additional tax "owing to the
fact that the dividend he received from the profits of an
approved enterprise was not subject to income tax in
West:ern Samoa’. However, this condition applies only

to dividends and not to profits repatriated.

During the tax holiday period the assets of an approved enterprise
are to be depreciated at the rates allowed under the Income Tax Ordinance
1955 for wear and tear. For reporting purposes, the approved enterprise
is obliged to submit an annual report to the Jepartment of Economic
Development and to the Commissioner of Inc .2 Tax.

2. The Industrial Free Zone/Estate

In 1973, a UNIDO mission, headed by Dr. Te'o Ian Fairbaim,

prepared a report entitled A Survey of Industry and Its Potential in

Western Samoa. Among the recommendations of the report was the establishment
of an "export processing zone'. In 1974, an Industrial Free Zone Act was
passed and authorized the formation of an Industrial Free Zone Corporation.

It would be empowered to grant a licence tc any export enterprise which was



new and whose principal object "'15. or will be manufacturing, processing,
or assembling products for export from Western Samoa’. The main benefits
to enterprises would be exemption from custams duty on building materials,
plant, machinery, equipment, commercial vehicles, components parts Or

raw materials required for tJ}e establishment and operation of the
licencee's business. In addition, there would be a 5 year income tax
holiday on profits and dividends, provided that any dividend or. profits
received by shareholders do not exceed the total amount of money -invested
by the shareholder.

The concept of the Free Zone has now been broadened and integrated with
an industrial estate programme. In areas designated as industrial
estates, where pasic services are supplied by Government an industry
approved under the Enterprise or Free Zone Acts may be established.
Government is now plamning to build basic factory shells to assist in the
provision of relatively inexpensive factory space at the industrial estates.

3. Financial Assistance

Financial assistance to industry is available from the Development
Bank of Western Samoa (DBWS). In its first two years of operation the Bank
approved 85 industrial loans totalling WS$532,870 of which 58 were
vindividual amounts of no more than WS$5,000, indicating the emphasis
DBWS gives to cottage type industries”. It is expected that 341 new jobs
will be created from loan assistance to manufacturing, which represents
about 25% of the Bank's portfolio.

SIGNIFJCANCE OF THE CONCESSION FIRMS

1. Approval of Incentives

As at June 1976, 38 manufacturing firms had been approved under

the Enterprises Incentives Act as shown in Table le
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Table'l

Firms Approved Under The Enterprises Incentives Act

Income Tax|Import Duty Concession to Firms on
Industry No.| Owmership Concession . - —
(No/Yrs) Machi- | Vehi- Buildi Raw
nery cles MatenalMaterial
. Clothing -
Apparel 8 | Local (6) 0-5 All 3 2 All
Local/For- *
eign (1)
Foreign (1)
. Manufacturing- |10 | Local (2) 0-5 All 6 4 5
(includes plastic Local/For-
products; furni ture eign (8)
manufacturins ‘paints
gases ;cocor ..
corrugated iron,
lather bags &
motor vehicle g
exhaust system)
. Food Processing (14 | Local (7) 0-5 7 6 3 2
Local/For-
eign (6) 2-S 5 5 4 1
Foreign(1) 0-5 1 1 - -
. Fisheries 3 | Local 3-5 2 1 1 -
Local /For.
Foreign
. Timber products | 1 | Local/For. 0-5 yes yes yes | no
. Airline factories 1 | Local/For. 0-5 yes - - -
. Floral Products | 1 | Local 0-2 No Yes Yes | No

SQURCE: Department of Economic Development

As shown, the incentives offered within industry groups are not

identical for each firm. In the clothing and apparel industry for example,

one firm received no tax holiday; four received 3-year tax holidays:and three

received 5-year tax holidays. In the group classified as '"Manufactuying"

one firm did not receive a tax holiday;

two received 2-years; one received
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1-years, and six received 5-years tax holidays. Also, in certain cases,
some firms received import duty concessions on vehicles; some received
concessions on building materials, and some received concessions on raw
materials.

While Government has adopted the policy of encouraging industries
which will make a significant ecopomic contribution, it appears that no
clear guidelines exist for the award of incentives. Size for example, is
not a determinant of the quantum of incentives granted, with two of ‘the
smaller firms in manufacturing receiving 5-yeéar tax holidays.Also,in two
cases requiring imported raw materials, one company received duty freee
concession while the other did not.

Because of the present structure of the Enterprise Borad, the
approval process, and the inadequate staffing of the Department of Economic
Development, investors are experiencing problems in obtaining a decision
on applications for incentives. To obtain a positive - or negative - answer
within 6 months is considered the exception rather than the rule. The problems
creating such delays are camsed by the following:

(a) No clear guidelines exist specifying in any precise

manner the qualifying criteria for incentives.

(b) With only one officer responsible for preparing submissions,
not enough professional time is available for dealing with
the administration of incentives. Furthermore, whenever the
officer is absent there is no other staff available to deal
with incentives - apart from the Director who has many other
areas of ,responsibilities.

(¢c) Because of the composition of the Board, with three of the

five voting members being from the political directorate,
non-at tendance frequently results in a lack of @ quorum and
inability of the Board to act. Moreover, there are no regularly

scheduled meetings of the Board and meetings are arranged on
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a ad hoc basis to deal with submissions which have been
prepared.

(d) After the Board hss taken action on submissions for
incentives, it then has to make its recommendation to
Cabinet for a final decision. It is reported that ﬁem are
usually more pressing’ national issues to be discussed by
Cabinet and decision on applications are invariably held.
in abeyance - sometimes for months - before an application
is acted upon by Cabinet.

Besides the problem of obtaining approvals under the present system
of administering the incentives, there appears to be no special programme
to broaden the entrepreneurial base. Although °~ incentives are available
and, local businessmen are being encouraged to invest, there is hardly any
technical assistance programme to advise local investors. Thus, while it
| is Government's policy to encourage more nationals to enter into manufacturing/
processing, they face the problem of inadequate technical knowledge and guidance,
along with problems of finance.

Three §erious policy matters have to be faced by the industrial sector.Firs
ly,when the concession period on customs duty on raw materials expires,
manufacturers are charged a duty similar to that charged on a finished product.
For example

(a) a manufacturer of galvanised roofing and nails

enjoyed a concession rate of 7 1/2% on raw materials
but now has to pay 45% duty (because of the expiration
of t.he concession period), which is the same duty on
imported finished products ;

and

S
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(b) a textile printing company, with at least 50%
of its output earning foreign exchange, was granted
a 5% duty on raw materials not exceeding $25,000
for one year. This amount was fully utilized in
7-months and, unléss the concession is extended, duty
on raw materials will be 42% (cotton) and 58% (man-made
fibres), with the rate on imported printed goods at 60%.
Secondly, is the case an enterprise ('‘pioneer'') whose tax
concessions have expired but now faces competition from another competing
enterprise which is seeking concessions. If concessions are granted to
the second enterprise, it is not inconceivable that the first could be
"driven out of bus{ness" given the high import duties on raw materials.
Thirdly, under the present system of foreign exchange allocation,
there is little or no protection for local enterprises. During the
concession period, because of the duty concession on raw material, a
local company is in a better position to compete with imports - even though
protective tariffs are scarcely used. However , at the expiration of the

concession period, a trading company may find it cheaper to buy finished

goods from its foreign exchange allocation and undersell the local producer.

A successful local manufacturing company could then experience serious
financial problems, |

Besides such operational problems which arise, Government officials
have drawn attention to an ambiguity in the Enterprise Act., It is not clear
under Section 21(1; whether the exemption from income tax applies to all

income earned by an approved enterprise or whether the exemption is limited
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to specified activities of the enterprise. Moreover, in the absence of
a double taxation agreement with tax sparing provisions, Western Samoa

is giving away income tax concessions without any beneficial effect to
the firm. / Under Section 22(4), the clause pertaining to the right to
income tax concession, if av;'arded, is restricted only in respect of
dividends. There is no provision that foreign companies in Western Samoa
whose repatriated tax free profits are subject to tax i1 *he capital
exporting country would not be entitled to the tax holiday. Under this

loorhole, the country is sacrificing tax unnecessarily to such companies,

2. Contribution of Concession Firms

In 1972, a survey of business activities was carried out with
a coverage of 5:1\ of business registered in the Census. The Survey
revealed that there were 3,443 workers with a wage bill of WS$1.966
million and output of WS$9.404 million. Only three industry groups
in manufacturing reported :

(a) Manufacture of food, beverages and tobacco ;

(b) Manufacture of wood and wood products; and

(c)  Manufacture of textiles wearing apparel etc.
These industries showe!' employment of 328 persons; wage bill of WS$164,000
and value of output of WS$987,000.

While concession firms are obliged to submt annual returns to
the Department of Economic Development, no up to date statistical
information was available for these firms. A '"Report on Enterprises under
the Incentives E.}cheme" was prepared on 19 firms in 1977 but did not include
information on employment , wage bill, output and income tax and customs

duty foregone. With the cooperation of the Commissioner of Inland Revenue,
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information on 20 manufacturing firms was obtained and is shown in
Appendix I. The Comptroller of the Customs also provided infommation

on customs duty foregone on imports of raw materials, building materials,
and plant and equipment for manufacturing firms as shown in Appendix II.

From the Inland Revenue report, the 20 firms showed the following

in 1975:
(wS$) .
Paid up capital plus revenues 1,081,258
Sales 2,618,571
Taxable income 72,100
Wages and other benefits 389,112

Because of the lack of information on the entire manufacturing
sector, no comparisons can be made. However, it would not be realistic
to assume that the firms reported on account for most of the activity in
the sector. Of the 20 firms shown, the rate of return of net worth was
low, being 6.7% for all firms, and 11.3% for the profitable firms after
excluding the 6 firms which operated at a loss. The ratio of sales
(as a proxy for output) in relation to wages and salaries was 6.7 as compared
with 7.3 in_Fiji, and suggests that there is no major difference in
productivity for concession firms in Western Samoa and in Fiji.

3. Net Tax Effect of the Concessions

On the direct tax benefit side, the estimated PAYE contribution
in 1975 was WS$20,623, derived by applying the ratio (5.3) of total PAYE
collected (WS$651,000) to total salaries and wages (WS$12.150 million) to
the wage bill of the 20 firms. With a 10% contribution to the National
Provident Fund, the contribution would be WS$38,912, giving a total
direct tax benefit of ‘WS$59,535,



On the tax loss side, Appendix II shows the value of imports

for 1975 and 1976 and the customs duty foregone Duty foregone in 1976
is eétimated at WS$15,731 for building materials; WS$37,517 for plant
and equipment; and WS$40,435 for raw materials. Assuming that the normal
rates shown for 1976 were the comparable rate applicable in 1975, when
the preferential and non-preférential rates applied, customs duty

foregone on raw materials in 1975 was WS$13,013. With income tax foregone

at WS§72,100, the total direct tax loss (excluding customs duty on
machinery and building materials, which are necessary concessions in the
first year to commence operations) would be WS$85,103 and the net tax loss
to the country in 1975 for the concession firms in manufacturing would then
be WS$25,568.

In terms 'of the significance of the tax loss, the customs duty
foregone on raw materials would represent less than 1/10% of 1% of the
$7.693 million of customs duty collected in 1975. Income tax foregone
would represent 5.8% of the WS$1.252 million of company tax collected
in 1975. Based on the experience of other countries, the tax sacrifices
on customs duty is close to zero (because of the high customs duties) and
the overall tax sacrifice is comparatively low as shown belww :

Country Revenue Cost as % Year
of Tax Revenue

WESTERN SAMOA 1.7 1975
Fiji 3.4 1973
Costa Rica 8.§ 1963
Mexico | 2.8 1957
Panama 9.% 1961
Philippines 3.2 1963
Morocco 1.8 1965
Korea 2.2 1964
India 3.0 1961/2

SOURCE: George E. Lent, 'Tax Incentives for Investment in Developing
Countries", IMF Staft lapers (July 1967)ecept for Fiji and Western Sana

-



The low overall tax sacrifice for Samoa may be explained by
the small number of firms involved, th.e small size of the {irms; and
the low level of industrial development. It should be emphasized that
this low level of overall tax sacrifice does not present a case for
liberalizing the tax incentive programme since there is a net tax cost
to Government. Where a liberal pt?licy for both income and customs duty
concession is adopted, the tax base will be eroded and it is hardly
likely that PAYE - and National Provident Fund - contribution will offset
the tax losses. Countries should therefore be cautious about granting
liberal income and customs duty concessions, especially with protection.

F RECOMMENDAT IONS

Following are the recommendations:

1. Concessions §warded should be related to the economic
contribution of enterprises manufacturing or processing
products/ industries which make some minimm economic
contribution. ¢ .

2. Products or industries, depending on their camplexity for
classification purposes, should be designated as 'approved"
if they are able to meet the minimum economic contribution
specified as the qualifying criteria. Any list prepared should
be regarded as "indicative" subject to an enterprise justifying
that it will be able to manufacture/process a product to meet
the minimm economic contribution. Other products or industries
may be added from time to time subject to such products or
industries meeting the minimm economic contribution criteria.
Where an industry comprising mary products is designated as
approved, the specific product should be listed.

3. Enterprises manufacturing, processing or assembling products
would be required to meet minimm economic contribution
criteria to be eligible for seeking concessions as an "approved

enterprise’ for manufacturing an 'approved product'.

e



In keeping with Government's policy to increase employment,

local ownership and greater use of local resources, it is

proposed that the concept of 'local value added" be used as the

basis for measuring economic contribution.

Local value added is defined as the amount (expressed as

a percentage of total sales of the "approved product'

or industry) by which the amount realized from the sales

of an approved product (in respect of a continuous period

of twelve months) exceeds the aggregate amount of the following:

(a) the value of imported raw materials, components and
parts ef components, fuels and services;

(b) wages and salaries paid during the period to persons
who are not nationals of Western Samoa;

(c) profits "“earned Ty

persons (including companies) who are not nationals
of Western Samoa ;

(d) interest, management changes and other income payments
accruing directly or indirectly to persons ( including
companies) not resident in Western Samoa;

(e) depreciation of imported plant, machinery and equipment.

This formula could be further refined to place greater emphasis

on employment (as is done in the Caribbean Common Market) by the

equation : V(100 + where '"V'' is the local value added expressed
as a percentage of total sales of the approved product ; and

'W'' is the wages and salaries paid to nationals of Western

Samoa expressed as a percentage of total sales of the approved

product.



In using the local value added criteria a proper basis 1s being

used to encourage those industrie which will muke a greater national

economic contribution by using more local raw materials, the processing

of agricultural goods, and increasing employment.

6.

On the principle that concessions should be related to

local value added, it is' proposed that two minimum percentage
contributions be specified for which approved enterprises would

be awarded a package of incentives. Given the 25% minimum

local value added stipulated as a basis for preferential duty
under the previous customs tariff, it should be realistic to
specify 25% local value added as the minimm for '‘approved
products” obtaining one package of incentives (including

export ince.ntives) and 40% for other "approved products" obtaining
a more liberal tax concession package.

"Incentive Package A" would be offered to enterprises with

the 25% local value added and would be simed essentially at
locally owned enterprises. The proposed packages would be a
combination of technical, financial and fiscal assistance in
recognition of the special needs of local investors.

(a) Technical assigance: preparation of "industry profiles’

with vital economic (e.g. import and market size),
technical (e.g. type of equipment), wnd finmcial (e.g.
project cost with basic financial analysis) information.
Industry profiles are available from UNIDO and other
'msti.tutions but require additional local imput, especially
data on market size/imports. While such information would
be made available to all potential investors, it is less

important to overseas investors but vital to local investors.

Technical assistance to heip establish local enterprises
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would also be provided and would be of particular

value 1n assisting small businesses, including those

which might not necessarily be seeking any concessions.

Financial assistance: insufficient equity and working capital

are common problems facing local investors in nearly all
developing countries, including Western Samoa. Along with
technical advice, financial assistance is a powerful stimulus
to encourage local investors into new manufacturing attivities
and to expand existing enterprises. It is therefore oroposed \
that
(1) an equity window be established at the Western
Samoa Development Bank to assist new and struggling
_ - but financially viable - locally owned enterprises
in manufacturing. A subsidiary company of the WSDB
could be created for this purpose. The scheme would
have to be funded by Government, but the Bank could
make loans to complement equity conttibutions to such
enterprises from its own resources. Initially, the
scheme could start with a funding of WS$100,000 -
with participation in any enterprise not in exmess
of 25% of paid up equity.
(ii) additional working capital assistance under a limited
guarantee scheme be provided to existing enterprises.
Under this scheme, a locally owned enterprise which
. has reached its credit limit with its commercial bar" »
could obtain additional credit for export orders or

the purchase of raw materials, subject to some maximum -

limit, as established by Governrent, without any extra

security requirement, provided that the bank is satisfied




(c)

(1ii)
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that the financing is needed and the loan will

be repaid. Of.the additional working capital provided
the commercial bank would take 50% of the risk, with
a Government Agency guaranteeing the other 50%,
subject, to an overall total amount imder the scheme.
The provision of inexpensive industrial buildings

is a programme which should be expanded but requires
carefully selected areas with an "economic Hase"

(i.e. near to population centres or resources) to

effectively utilize the facility.

Fiscal concessions: No income tax concession is recommended

for enterprises in '"Incentive Package A". But it is proposed

that all approved new enterprises should cnjoy:

(1)

(i)

5-year exemption from fiscal duty on plant and
equipment, building materials (if not available

locally) and raw materials defined as 'goods which ’
are required for use in local manufacture or for

local working or processing to turn out products on

and industrial sc.le". The term "working or processing"
1s extended to include in certain cases sample mixing

of products (e.g. tea) and assembly of components to
constitute a complete article (e.g. water heater). It
does not include service type operations (e.g. repairs
and reconditioning).

Accelerated depreciation at 20V per annum, using the
diminishing value basis for any of 5 out of 8 years

in order to improve a company's cash flow.
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"Incentive Package B" would be offered to new enterprises

manufacturing approved products with a minirmm local value
added ot 40% and would be aimed mainly at the overseas investor
processing local raw materials with substantial capltal outlay.
The concession package being proposed to all approved enterprises
18
(a)  5-year income tax holiday period or 8 years if located
outside "designated areas', and conditional on tax
benefits not being subject to tax in home country when
profits are repatriated ;
(b) notional depreciation to be taken during tax holiday
period after which depreciation to be on the diminishing
value basis on the written down value of assets
(c)  S-year exemption from customs duty on plant and equipment ,
building materials (if not available locally) and raw
materials ;
(d) tax exemption on interest paid on funds borrowed from
abroad and approved by the Minister of Finance for a specific
purpose.
Approved products or industries under either Package "A'" or 'B"
should be given partial protection, although less will be required
for those under Package B since they would be local resource
base being developed mainly for exports. With lower import duties
on raw materials during the concession period, concession firms are
enjoying some protection, the adequacy of which has to be examined
on a case by case basis for each product/industry. At the end of
the concession period, inless import duty concessions are continued,

companies will find it extremely difficult to compete, with imports

of finished goods, given the almost identica! rates cr raw materials
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and finished products in most' cases - a problem now being
experienced by companies. It is therefore prcposed that the . ‘
1mport duty concession on raw materials be continued at the

present rate with no adjustments in the tariff for protection

purposes or, alternatively, the rate on raw material be increased

to not more than 50% of the normal rate with an increase in

customs duty on finished goods. *

where tariff protection is granted, the effective rate of

protection should be used instead of the nominal rates, In

computing the effective rate of protection, this simple formula

of e = n-mi could be used, where e = the effective rate of duty;

n = the r\flogninal rate of duty in final product, m = nominal rate }
of duty on raw material input; i = coefficient of material imput;

and v = proportion of final output accounted for by the value added.

Thus, for example, if the nominal duty is 5% on an imported material /‘

which accounts for 80% of manufacturing costs of the finished

product on which a nominal duty of 10% is charged, the effective rate off

protection would be:30% with v=20%. (See for example, Wells, Sydney

J., International Ecoromics, George Allen Unwin Ltd (1971); and

Helleiner, 0.K., Intemnational Trade and Econamic Development,

Penguin Books, 1972).
Subject to a 30% minimmm local value added being met, it is

proposed that an export incentive scheme be introduced by granting

income tax concession on profits based on the percentage of
export sales to local sales, provided that there is a minimm
percentage increase in exports over a specified period, say the

average value over a 3 year period.



In order to minimize duplication of plant capacity; avoid

waste of valuable foreign exchange; foster the financial

viability of approved enterprises (especially smaller firms),

and to encourage investors by providing some assurance that

there would not be unnecessary duplication of investments, no

new enterprises should be awarded concessions where the market

is (or is about to be) ade ‘ately serviced by plants in Western Samoa.
It is suggested that 60% of the market share be used to determine
whether the market is being "adequately serviced" but this could

be varied in exceptional cases where the product/industry and

existing capacity is of such a nature as to justify additional
investment. In addition to not granting concessions to enterprises
when the market is being "adequately serviced", it is necessary

to introduce an import licensing system whereby all plant,
machinery and equipment to be imported would require an import
licence to be issued by the Department of Economic Development.
This has the advantage of not only safeguarding against duplication
but also to be used as an instrument for ensuring that certain ,
types of economic activities can be reserved for nationals.

To provide the technical and economic services needed and to

have a central body with which investors would deal - in a

manner similar to a Industrial Development Corpofation - the

Department of Economic Development should be upgraded. Serious

consideration should be given to obtaining the services of an

industrial eéonanist for a two year period through, perhaps, the )
auspices of UNIDO or CFTC to be responsible for industrial promotion, -

analysis and advice. .
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15.

16.

To reduce the present delays being experienced in obtaining

concessions, it is recommended that, once the policy guidelines

on eligibility criterion have been established, along with the
allowable concessions, the present Board shculd be re-organized.
In any case, since approvals have to be referred to Cabinet, the
justification of having a political input at the PEnterprise

Board would appear to be unnecessary duplication. It is. therefore
proposed that the Board be restructured with only officlals,

as in the case of Fiji. Representation could be the most senior
officers from the Prime Minister's Office and the Ministry of
Finance, the Commissioner of Inland Revenue, the Comptroller of
Custams , -and the Director of Department of Economic Development
(as Chairman), Recommendations of the Board would be submitted
to the Minister for appropriate action. In cases of special
national interest, the Minister would normally be expected to

take the recommendations of the Board to Cabinet.

Prior to the award of concession to an enterprise, it would be
des.irable for the Department of Economic Development, through

the Minister, to publish the intention of Government to award
concessions so as to enable firms which might be affected to
express their views. Also, valuable manpower and expense in the
the private sector would be saved from conducting research into
the possible manufacture of products which is to be undertaken.
The presént practice of publishing concessions awarded is supported.
Concessions granted should be utilized within a specific period
(say 12 months) failing which they should be automatically cancelled
to correct the present situation where the Department of Economic

Development has no accurate p-to-date record showing which

enterprises benefitting fram concessions are in production.
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All enterprises receiving concessions should be obliged to
furnish information on an annual basis to the Department of
Economic Development.,

Interest has been expressed in increased economic cooperation
among the three Pacific Islands (Western Samoa, Fiji and Tor{ga)
visited during this study. Any incentive and industrial policy
being fornulated should take cognizance of this interest as a

practical step towards closer hammonization.
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APPENDIX I

LIST OF ENTERPRISES APPROVED INCENTIVES UNDER THE
ENTERPRISES INCENTIVES ACT 1965 AS AT 1975

Number Paid up Capital Sales Taxable Wages and Other
plus Reserves _Income Benefits
Fim 1 $ 25,627 $ 31,642 § 2,51 $ 10,600
2 148,058 257,745 32,705 24,027
3 91,970 148,409 13,250 6,103
4 57,227 36,026 ( 927) 5,452
5, 32,980 £3,988 9,116 9,721 ;
6. 187,271 222,862  (26,855) 87,168 o
7. 55,412 210,096 25,551 40,730 .
g ' 30,091 102,572 3,602 9,681 .
9, 37,808 179,488  (15,448) 8,100 o
10, 58,475 248,990 13,794 7,350 ’
", 6,869 91,544 6,275 5,323
12, 17,488 80,266 11,009 12,502
13. © 90,092 46,116  (30,258) 14,086
14, 49.467 174,529 18,104 9,583
15. 14,665 40,634 5,919 5,173
16, 15,000 265,197  (33,025) 40,416
17, 55,412 97,003  ( 2,008) 24,512
18, 95,102 156,932 14,107 15,401
19, 4,400 113,504 . 22,344, 39,057
20, 7,844 61,028 2,244 14,127

1 17081,258 2,618,571 72,100 389,112
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APPENLDIX II

m VALUE OF IMPORTS OF RAW MATERIALS

| Amount Amount Customs
Normal | Conces{ Collected |collected |Duty .
FIRMS 1975 1976 | Rate sion Normal concessiqn [Foregone 4
1976 Rate Rate 76 |Rate 1976|(5 - 6)
1976 2x3 2 x 4 .
(A) (B) | (€) (D) (E) (F) (G) .
Firm A 5181 4035. | 42% 10% 1695 404 1291
B 1991 924 | 429 104 388 92 296
C 7595 | 42% 5% 3190 379 2811
D 21309 | 42% Free 8949 - 8949
E 4496 | 42% 104 1888 449 1439
F 10052 42 71/2% . )
G 6542 1223 | 42% 25% 514 306 208
H 2349 | 42 Free 986 - 986
I 4305 57167 | 42% Free 24010 - 24010
J 255 1060 | 42% Free 445 445
42065 1630 — 130435

(2) VALUE OF IMPORTS OF BUILDING MATERIALS

-

(A) I (B) ) (D) (E) (F) 1 {G)
Firm A 1331 Free 1

B 3452 7943 | 42% Free 3336 3336 v

o 13165 424 10% 5529 1316 4213

D 9350 424 Free 3927 3927

B 766 | 42% “ree 321 321

F 60045 8249 | 42% Free 3463 3464 .

G 477 42% Free 200 200 ‘

H 644 424 Free 270 270 ‘
17047 1316 15731

(3) VALUE OF IMPORTS OF PLANT § BQUIPMENT

A 1 ® [0 T 1) [ ()
Fim A 619 6379 | 42% Free 2679 2679

B 350 1788 | 42% Free 751 751

C 13245 2455 | 42% Free 103 103

D 138599 §7790 | 42% Free 24272 24272

B 60 | 42% Free 25 2

F 238 i

G 16130 )

H 207 | 42% Free 87 87 ’

I 3064 20648 | 42% Free 8672 : 8672
37517 7517
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APPENDIX ITI

LIST OF PERSONS INTERVIEWED IN WESTERN SAMOA

Mr. Hans Krause - Director, Department of Economic Development
Mr. Joe Stanley - Department of Ecanomic Development
Mr. Francis Betham - Governpent Statistician

Mr. Richard Mariner

Senior Bxecutive Officer, Custams

Mr. E. Forbes - Commissioner of Inland Revenue .

Mr. J., Retzlaff President, Chamber of Commerce

Mr. Nigel Burr - Assistant Manager, Bank of Western
Samoa
Mr. Alan Ogle - Industrial Promotion Adviser

Mr. Alfred Metzler

Manager, Samoa Iron and Steel

Limited
Mr. Michael van Reiche Manager, Coxon § Co Ltd.
Mr. William Keil - Managing Director, Morris Hedstrom and

also Member of the Pnterprise Board
Mr. § Mrs R.F. Rankin - Owner/Managers of Island Styles
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