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Explanatory Notes 

Refererces to the Governrent neans the Goverrrrent of Vanuatu unless otherwise stated. 

Refererce to $ neans United States dollars, unless otherwise noted. 

A slash between dates (eg 1986/87) indicates a [1nacial year. 

A dash bett.een dates (eg 1987 - 1991 ) indicates the full period involved including 

the beginning and end years. 

n.a neans the data was not available. 

A dash (-) in tables indicates that the amunt is nil or negligible. 

Value of local currency = Vatu dollar = vr and during the mission in terms of 

United States dollars ($) 1$ = 102.56VI' 

The following abbreviations are used in this report. 

inr 

DBV 

CARICil1 

Cf1C 

CIF 

'fNA 

EDF 

F.SCAP 

FUB 

FNJP 

C1JP 

00 

aiP 

IDIS 

NH1F 

UD 

SPEC 

UNDP 

UNIOO 

VA 

B>Jsiness Developrent Unit 

Developrent Bank of Varuatu 

Caribbean Camon Market 

Canronwl!alth Fund for Technical c.ooperation 

Cost, Insurance and Freight 

Distributive V~lue Added 

European DevelotJY2nt Fund 

Economic and Social Ccmnission for Asia and the Pacific 

Free on Peard 

First national Devel~nt Plan 

Gross Darestic Product 

Gross National Product 

General systerr5 of preference, a facility offered by the United 

States and similar to lllf: agreerent. 

Industrial. Devel~t Training Schere 

NaL.onal ~r Developnent Fund 

International labour Organization 

South Pacific fureau for Ec.oncmic Cooperation 

United Nations Developnent Programre 

United Nations Industrial Development Organization 

Value Added 

Unless otherwise stated all actions i<lentified in this report are assmed to be the 

responsibility of the Department of Industry and/or the Ministry of Industry and 

Cannerce and/or Ministry of Finance, Camerce, Industry and Tourism. 

, 
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on :::r.<.:ustrial Stratez:; anc ?olicic-s - ·-~lS ~n~ti..dtel~ 'JV tr.e c;ove~r-cnt ut '.'a1:L:'"t,_; 

iri '.)epterber 1 Cf\5. Its i.r:porta1ct' as a prerequisite for th:, ·..'.raft ·1f t'-:e 

S€.".:ond ::at;.ona l Ceve 10prent Pl,m (:j~Ji"!"') ( 1C~/-1901) er:phas.Lzec t'.:e 1:eec. 

for bot~1 urgency ;.me s'.dl I in appraising the exist in~ incustrial structures ar~c.' 

policies as • . ...ell as forr.1.1lating an ~rp.·ovec strate1;y and supporting ;xJLc~es 

to enhance the islands' i.ocustri.alizatlon process. 

In res;J<Jnse to this request, U'ITCO contracted the services of ":drle A.S. ~ay!c1r, 

arn.1 expert in industrial strategy and pol i•:ies for ti..o rnnths '.Je~i.nnin~ :ay, 

!OP6. A copy ,1f this re;JOrt together •.-Ji.ti1 ::::<! '·hi.te Paper ~•as presented to the 

Governrent in June. The min findings are sl..lf.'T<lr i..zec : 

a). Vanuatu's industrial developrrent is still at the early infant st..i~>e requiring 

rot only pclicies and strategics but institutional strengthening and support. 

h). The or3anization for industry is incaiµlete with serious def icierx:i.es in 

r:ianpm-.er, stnx.tnre and outreach. 

c). Infrastructure beyond urban Efate though irrproving is still inadequate an<l 

could be strained quite easily with a ros•tive response to increased industrial 

prom:Jti.on activities. 

d). Substantial investrrent will be necessary in training and man~r developrrent 

in order to build up the Cootrel.'T'.:ial, industrial and entrepreneural skill 

levels if industrialization i.s to proceed at pace and in the direction assured 

'Jy pol iC''. 

e). The statistical base, both for industry and the general econooiy require~ 

further strengthening if quality decisions, for national and sectoral planning 

are to be achieved. 

f). Finally, the managerrent of foreign exchange and interest rates and the 

generally positive economic cli.nete, di.spite severe reduction in foreign 

earnings is a quality which srows great hope for industrialization in Vanuatu. 
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In the interest of clarity, this report is presented in ti.o sectwns and 

flve parts. Section one Part I gives the background to the ineustrial 

cieve l O{Jl"ent project request and the project input - output profile. Part 

II gives a sumrary of the nein findings based on the industrial develoµrent 

policy and strategies t.ihich supported the First Plan, and a set of spec1tic 

recoorrendat ions. 

In section ~. Part I describes the marn cmponents of the rrethoCology 

used in the assessrrent of the i.npacts of the industrial policy and strateg

ies during the Fir:t Plan and provides thP basic; for developing a set 

of industrial strateg:i.irs to support the Second National Developirent 

Plan. For irrplerrentation purposes, a technical note and exc.rrple of 

estimating Value Added is included. 

Finally, in Parts II arid III, detailed findings, observations and recamEnd

ations are made based on assessrrents of strengths and tailures of the 

strategy a11d programres pursued during the First Plan. Specific reccmrenda

tions are made for activities in which UNIOO and L'NDP might be pursued 

for further assistance and the report end with a brief concluding rerrark. 
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s~:c:::. :: : 

PA~ I PIDJECT PROFilE A'ID ACTIVITIF.S 

A. Background 

1. The Goverrnent ot Vanuatu. 2 years after its independence f rrni E'.n.U.ain 

rn 19?0. intrcrlJced the islands' Fi.rst 5-year NatiOnal Jevelopr-ent Plan 

(OOP) with projected expenditure of sore 11.5 billion vatu over three 

rrain areas: Industrial infrastructure. social servic~s and n..ral deveiop

l'Ent. 

2. The National Planning and Statistics Office in i.ts mid-tenn revie<-1 

3. 

of the Plan in 1984 indicated that the industrial programre t.ias tauted 

by several factors during the . period. Fluctuating prices and markets 

for strong traditional exports I ike copra • .:low ta~ff of the inCustrial 

sector, delays and short falls in develo~nt funes and the abseoce. of 

a cl ea!" cut industrial pol icy ~re .:mmg the main contributors. 

By rreans of the fornulation, managerent and irrplerentation of the 

industrial developrent strategy and appropriate policies the Govemrent 

of Varuatu intends to play a key role in the industrialization process. 

Strate(D' and policies fornulation should therefore ensure that investrrents 

are cliannelled into areas which wi 11 contribute rros~ to the effect1VE 

utilization of national resource, socio-"!Conanic progress of the country 

and the develo~nt of a balarced and efficient industrial structure, 

supporting and cooplementing the other sectors of the econarr;. Special 

considerations are to be grven to the problems and issues win.ch are related 

to Varuatu as a sovereign state and a small rrulti--island ecorany. 

4. In pursuit of these objectives suitable policies in trade, fir.ance, 

techrology, rra~r and energy can provide an effective support to i.ndust

rial developrrent and assist the ecoiuny in coping #ith problems and 

challenges liolhich the country face. 

S. The Govemnmt of Varuatu will present its second Naticnal Devel~nt 

Plan (SNDP) early next year. In addition to data acouisition the review 

an:1 fomulation of industrial rlevt:loprent strategy and policiies is an 

inportant p-i:-econdition for the planning exercise in the field of industrial 

developrent. 
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In view ot t~ irrportance of elaborating the rndustnal .:;trateg;..· and 

policies in the form of a l-.'hite f>aper tvithin a sh<.1rt tirre, anc the 

<:arple."<lty of the nature of t'ie r..x:>rk involver' .the Goverrrrent requested 

an exoert to assist a orofesswnal tearn headed by a high level ott 1c.al 

Fran the "inistry of Finan:e. Car.tre!'1:e, Industry and Tourism. 

'lr. Earle A. S. Taylor, an expert in industrial strategy an<l pol i<:<es 

i..as contracted by the United '.'lat10ns Industrial Development Organization 

in _April, 1086 for tl.-0 iDnths with the following objectives : 

E. Objectives 

1. Development Objective 

To contribute to the develoixrent of an ef.tective and etficient 

industrial ~ctor 'Whit:h will part1c1pate in ach1ev1ng the country's 

socio-ecOTlO'llic objectives. 

2. ~~diate Objectives 

To assist the Governrent in reviewing suitable industrial scrategies 

and policies for the effective prorrotion and developrrent of th2 industrial 

sector, and in preparing a White Paper on industrialization policies 

for the Second National Developrrent Plan. 

C. Project Inputs 

1. Govemrent 

- Professional team headed by a senior official from the Ministry of 

Finance, Ccmrerce, Industry and Tourism. 

- Secretarial support, adequate office acccmrodation, with necessary 

equipnent and supplies,appropl"iate transportation facilities for inland 

field visits. 

2. UNIOO 

- Unido expert in industrial strategy and policies for t"'10 ITDTlths in 

Vdllllatu with briefing session in Vierma and Suva. 

- Project travel and related expenses up to and fran Vanuatu. 
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D. Project Outputs 

1. A report appraising the current industrial strategy and 

policies with proposals for improvement according to the 

prevailing international, regional and national economic 

situation. 

2. A draft White Paper on industrial strategy and policies for 

the Second National Development Plan. 

3. A study listing industrial sub-sector priorities. 

4. A draft plan for follow-up training in formulation, management 

and implementation of the industrial development strategy and 

appropriate policies for selected professional officials. 

E. Project Activities and Expectations 

1. Review existing Industrial structures, strategy and policies. 

2. Identify industrial opportunities and rescurces, as well as 

the constraints and potential problem areas. 

3. Assess the impact of past and present industrial strategy 

and policies so as to enhance the industrialization process. 

4. Formulate proposals to strengthen the industrial strategy 

and policies so as to enhance the industrialization process. 

5. Develop a priority list of industrial subsectors, based on 

sound economic criteria that consider the interactions between 

individual subsectors and each subsector on the marco economy. 

6. Elaborate in the form of a draft White Paper the industrial 

Development Strategy and Policies that will form the basis for 

preparing the 2nd 5-Year National Development Plan. 

II I I I I I I 1111 I I 11 I I I I I I II I Ill I I I 
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7. Prepare and irrl>ler.ent a t\..0--<lay workshop on Industrial Deve loprrent 

8. 

Strategv and supporting policies with Eu! 1 participation ot dec1s1on 

r:akers in Goverrrrent, industry z.:id other critical institutions. 

Elaborate the plan for fol low-up training in the fornulation and 

nanagerrent 0f industrial develop1TEnt strategy and supporting policies. 
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SECTI<l-! ONE 

PAAT II 5LM1ARY OF MAIN FINDIN;S AND RECXM£NDATIOOS 

A. Review of General Objectives of F"'DP 

1. The objectives of the Industrial Plan for the ~fanuf acti..ring sector 

during the period 1982 - 1086 eirphasized essentially : 

(a) the prorotion o[ basic industries which process local rraterials. 

(b) the eocouragerrent of local entrepreneurs in the cievelcprrent 

and ownership of industrial activities especially small-

scale industries. 

(c) eocourageirent of inlJort-substitution and export industries 

to irll'rove balaoce of payrrents. 

(d) the creation of jobs in rural and urban centres. 

(e) establishrent of sound basis for rrediun and long tenn industrial 

investrrent opportunities. 

(f) stil'ulation of growth in selected areas and projects including 

coconut oi 1 extraction , boatbuilding, carent rranufacture, 

leather, beef and fish processing. 

2. With respect to (a) & ~c) sixteen basic industries 1oere establbned. 

3. 

Their use of local materials was low and in the cases ut the 

wxxl and ~ product sector, Food and Eleverage Sector, the perf ormaoce 

was unsatisfactory. Value added rerrained still for Food and Beverage 

and only a slight iocrease for ~ch.iring the period. 

In respect of (b) there is £till a serious shortage of local skills 

in both technical, bu~iness, and managerial personnel ...tiich limits the 

growth and developrrent of indigenous entrepreneurs. H01<ever, in the 

area of S1TS1l-scal'! activity, relative p.:ugress was made in leather, craft, 

wxxl ~rking, cerrent block~ng, roof tiles and related link activity 

su:h as wxxl 1TCUlding and service equipnent,retail and repair shops. 



4. 

- 12 -

The objective of job c;eati,m has only been partially achieved. 

'lanufactunng errplo~nt increased by 89 during this :>-Year per~OC:-dr. 

aggregate 1ncrertEnt of only 1<1'~ of industrial f2fTl loyrent and a ldrgc 

pro00rt i.on of this has been in urllan centres. 

5. With respect to objective (e) rrost industries have ceveloped to 

fill imrediat.e needs and gaps rrade through policy of duty free raw 

naterials and capital equiprrent. This has encouraged over capacity am. 

over capitalization in roost cases and a total dependence on dorrestic 

rrarket for econcmic viability. 'Thus the basis for long-tenn and rredium 

t~nn opportuniti·~S have not been realized up to now and policies wil 1 

have to be directee to~rd structural shifts in production techniques, 

raw rraterial usage and agro-industrial l ink.:is~-s. 

6. The objectives of developing specific projects have been partially 

achieved and further strengthening of beef and fish processing wdl 

have to be nursued to fully realize the benefits of these rndustries. 

A similar developrrent will be needed for copra, coco<. and coffee to 

exploit the various linkages that are possible fran the obvious abundance 

of these primary products. 

7. In general, as a first step in the process of industrial iz.Jtion. 

the achievE!fl'Ents, though srrall, are positive. Policy of the next Plan 

has to be developed to build on the foundation that has been laid and 

to redirect and guide the process nuch irore than has happened during 

the period of the First Plan. Industrial support by the Ministry of 

of Industry has to be inproved and strategies reccmrended isrplerrented 

with full speed ,~idance, and llDnitoring. 

B. Specific Reccmrenda~ 

1. 

on:-

Since the industrial developrrent programre is. now highly predicated 

(a) the restructuring and strengthening of the Departrrent of 

Industry1 

(b) the establis!-rTEnt of Va:ue ~ed as the criteria for assessing 

industry perfomsn:.e and en:ouraging industry developrent, 
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j!._i_s __ r~c_o_pirne_nded_ ~-hat_ ~-'=..~i-~.PE._asis_ ?_fJ!'}_i_c;r_ b~ 

!!_i!_e~ted__!.!-_~_h~- ~trengthe_n_i.E.E_ .o_r ind~S_!..Ij_~ ente_D>_!'_i_s_e_s vhich 

have~te_!l~_i_a!_ !-_o utiliz_e dome st i_s~ter}_a_l_s_~_~c.E_ ~~ _ _!._hos~ 

~a_s_e_d __ o!l_: __ ~?Od _a_!l_d_~_icul~ ural crops,_ !_i_s_h __ a_!l_d_m~_at __ s_t_o_c~-· 

These activities can be supported and strengthened vith short

term consultants vi th specific operational targets and outputs. 

These ar~as vill include food processing, vood processing, 

vood product development, shoe and leather product development 

including on- and off-the-job training in arts and trade skills. 

The builcing of an industrial skills bank in all f1"6jor areas of 

industrial activity including ~!ding, machine shop operations, tool 

repair ane maintenance, electrical rraintenance, ~--.-:: ~rking arts, basic 

equii:xre11t design and manufacturing techniques. Such a programre should 

be- part of the Industrial Develo1:mmt Training Sche're and which should 

in:.orporate a national industrial apprenticeship Training scht!re. 

lrrproveTEnt of the infrastructure for export develorrent. This 

wil I ioclude the establ isment of an inch1stry export marketing unit 

with :;imi~ar functions and role as ,the Ccmrodities Marketing Board for 

coffee, copra and cocoa. To assist industry in this area a Bllsiness 

flevelcµrent Unit should be introduced. Both lD1its to be under the direct 

responsi bi I ity of the Ministry of Industry and CcmrE:rc.b 

The strengthening of i.rlport-sub1titution industries by way of technical 

assistance. the developi-ent. adaptation and rraintenancE- irrproverrent 

prograrnres. The objectives of these programres are to i.rrprove value 

added content, in:.rease labor and equi1mmt productivity, i.rrprove job 

opportunities and generally to increase industry capacity utilization, 

efficiency and industry effectiveness. 

nie developrrent of an industrial extension service to provide 

technical and ccmrercial advise to srrell scale industries and entrepre~urs 

and especially those sited in suburban and rural areas. 
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6. The restructuring and strengthening of the Ministry of Industry 

and llirrrerce to irrprove the delivery' coordinating and irrpleirentation 

capability of the D-K> Departrrents. It is recarr.--ended that a senior 

official be made responsible for the direct day-to-<lay activity and 

operations of those t~ critical econanic sectors reporting to the Minister 

of Finance, Ccmrerce and Industry and Tourism. The division of Cooperatives 

should be brought under the umrella of Clxnrerce. To effect this 

restructuring it is envisioned that a junior ministerial position will be 

created, unc!er the Ministry of Finance, Ccmrerce, Industry and Tourism. 

To enhance the industrialization proccess a separate letter head 

bearing only the Ministry of Industry and Ccmrerce is recanrended ancl 

official sginatures to be the (a) the Minister of Finaoce, Comrerce, 

Industry and Tourism (b) the official appointed to head this junior 

Minsitry and (c) the Directors of the Departrrents of Industry and Comre;.-ce 

or other authorized persons on their behalf. 
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SECTION TI.x:l 

PA~T I ~EmJOOUXY FOR f'E..-qfORM.At:cE ASSESS·DIT 

A. Introduction 

1. This section of the report represents the tennination of several 

~ks of intense study and observations of the industrial infrastructure 

and supporting amenities existing in the main islands of the Republic 

of Vanuatu. For the sake of clarity this section has three parts. 

2. Part I discusses the rrethoCology used to assess the et fects of 

3. 

the i.~dustrial policy irrplerented to support the First Plan and tl1€ 

progress achieved by the industrial sector. A technical note follows 

explaining the process of estimating Value Added and an exarrple of its 

calculation. 

Parts II and III present the findings and olJservations, and by Extension 

the main areas of strength and w:!aknesses of the industrial pol icy 

currently being pursued. The section concludes with a rational assesserrent 

of the irrpacts of the new policies for the industrial sector and the 

likely irrpl ications for the wider econaey. 

B. The Methodology 

1. Given the above objectives, aro the realities of the ~rking 

enviroment in Vanuatu, the use of standard economic or ecol10!1Etric 

analysis had to be avoided at this stage. Its use would only add to 

the dirrensions of questions rroreso than an~rs since the industrial 

data base is inadequate ir. both mrrbers and quality. In any event, 

the level of canfort with such outputs would rrost certainly reduce the 

scope and quality of the recomrendations. Therefore, an alternative 

rretrodology which incidentally is of no lesser irrportance, had to be applied 

to understand and t:l estirrste the effects of policy on the various 

industrial subsectors, lohich necessarily rrust ~te for 1 irnited 

developrrent capital and for priority of the National resources. 
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3. 
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'The rrethodology makes use of t•...o widely used concepts (a) returns 

to scale and (b) manufacturing value-added contribution C'NA). The 

objective of the first concept - returns to scale seeks to identify 

through a set of corrposite (fuoc.tion-related) variables, those 

manufacturing enterpnses that possess the ability to use existing 

resources, and from their inµact on the macro e>.!"vnomy (via linkage and 

n1.1ltipl ier effect) proeoce econc:mic returns ..ttich are pos:i.tive ( ie. 
(1) 

greater than 1). /Outputs t..hich are negative (ie. less than 1) are also 

ranked. Those enter?rises that show positive returns are ranked according 

to their net o~ potential contributhn. Those that indicate negative 

returns are ranked similarly. Those INhich are closest to breakeven 

(ie. less than 1 but approaching 1) are re-examined on the basis of 

their social and non-financial irrpacts such as : nurrber of errployees 

dffected, type of errployrrent, geographic location of the industry and 

alternative opportunity, nimi:Jer of families supported, effect of loss 

to national pride, security or soverignty etc. 

To the extent that responses to these non-financial questions 

are positive, a ranking is then given so that Govemrent can exercise 

its decision ard p~iority. It is obvious that sorre of these marginal 

and sul:xnarginal cases wil 1 include priority areas tor rndustry support 

such as ports, utilities, all of t..hich rrust be a part of the industrial 

support structure for t..hich the Govemrent may or may not require control. 

Thoc;e at the bot tan of the 1 ist ( ie. below the cut-off point) . are 

recomrended for divestrrent, if owned or controlled by Governrrent, and 

others which are owned by the private sector shown that possibilities 

of rrergers with other stronger finns or for phasing out can be encouraged. 

As indicated earlier, even this approach requires sare tim:! series 

data t..hich is not yet available but will in another few years. Variables that 

are carposite, are easier to collect in srnal 1 economies like Vanuatu. 

Since this is perhaps the easiest system to adapt and apply, it is strongly 

recanrended as a matter of urgency. Until an input-output arrangerrent 

of inter-industry transactions can be corrpiled, the use of cooposite 

variables will prove very helpful for planning efforts in the future. 

1. the nultiplied or aggregate effects fran an investrrent in tTSrrufacturing 
is greater than the investments put in. 
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The second approac...'1 - using the coocept of Value Added content 

smetirres cal led local value ac!ded contribution (VA) requires the 

cetermination of the VA content in existing and potential manufacturing 

ent~rprises (here'ifter referred to as ~·WA). \·Jhile not necessary l.!l 

this exercise this concept can also be exteneed to cover the VA content 

,1f t.10se camercial enterprises which i..rrport and distribute, and t~erefore 

coopete with ccmrodities :;imilar to those being manufactured and for 

the 1 imited capital available in Vanuatu. The VA content for the 

Distributive Trade is referred to as OVA as distinguished fran 

rranufacturing VA - MVA. 

This concept is based on a proven econanic principle which states 

that every enterprise that creates sarething of value errploys capital 

and people in rat~os depending upon its relative endowrent and how rroch 

erTflhasis it places on profitability. 

6. The value added by the enterprise is the difference bet~en the 

final net selling price (Z) of that product and the costs of all the 

inputs purchased (3) to provide that product. In mar!<ets which 

are protected ar. adjustrrent index nust be applied to correct profitability 

rrargin.<4) Care l'llJSt also be exercised to rerrove the incident of double 

counting. As the value added iocreases, the contribution of that 

enterprises to the national econany irrl>roves. If this inproverrent 

in value added cares from the utilization cf a greater proportion of 

local labor, capital and other darestic resources including local raw 

raw rraterials, the contribution of that enterprise to the national ecorony 

is further enhanced. For the econany of Vanuatu, sufficient infonration 

is not available to identify the crnponents of value aclded and therefore 

value added for this exercise has to be approxirrated. Please see note 

on Annex I. Given appropriate policies and strategies, this increased 

value added contribution can be guided and developed so that the enterprise 

2. the net price received by the enterprise after all discounts. 

3. theSE: are explained in details in Annex I. 

4. In an economy like Vanuatu's \olhere there is no fonml or legally 
I"eqlJired accounting system for reporting coopany transactions 
disaggregation in salaries, expenses and profits has to be achieved 
by derivation rather than deduction. 
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rot only achieves the potential to crnpete in its local :rr:-ket ~ut also 

the enhanced capacity to CO!Tllete wi.th similar products on the export 

rrarkets. Through this approach the enterprise can eam and or save 

foreign exchan~ that w:>Uld, under other circumstances he iq>robable. 

Through a v.ieighted aggregation of VA •:ontent of the enterprises i.r. each 

subsector an average tWA can be established for each subsector. Of course 

the ~'vA value added content for each enterprise lS easily cO!Tlluted. 

On this basis a ranking is done to establish those subsectors that ~uld 

contribute rrost benefits to the industrial and national econony. 

The rrain thesis applied in the second approach (using VA) i.s that 

productive industries in Vanuatu can be separate:i intc (a) t'Conomic 

enterprises and (b) sub-€concrnic enterprises by a carefol analysis of 

their value added contribution. On this basis, allocative priority 

can be given to those enterprises with the highest value added contribution 

and therefore greatest capacity or potential to contribute to econani<: 

developrrent. It is suggested here that the sub-€conui.1ic and rmroinal 0 

enterprises or se:tors identified be considered seriously 1.Jhether their 

continued existence is in the National interest. 

Available statistics drawn fran the Departrrent of Industry, Vanuatu, 

NPSO, the UN Statistical reports for Vanuatu, as v.iell as fr001 other 

independent econani.c intelligence sources have been helpful in this 

analysis. The COOlliled data base was further enhanced by the direct 

response of a ranrlcrn :;;arrple of preselected Panufacturing and com-ercial 

enterprises to specific questions relating to business operations in 

Val1L.ltu. 
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SEC'110N TU) 

A. Industrial Objectives and Policy 

The objectives of the Industrial program as stated in the pla11 

require the sect··r to develop by \oay of increased use of local raw 

materials, local entrepreneurs, earnings from exports, local errployrrent 

creation and the bui !ding of a sound industrial infrastructure. Sioce 

the Plan was introduced sare cif these objectives were accorded higher priority 

and to SO!Te mxlifications were made. The following were the original 

objectives JliG the rrodifications. 

Original Cl:>jectives of Plan 
for 1982-1986 

1. To pl"OITOte basic industries 
which process local materials. 

2. To encourage the errergence of 
local entrepreneurship both in 
the form of joint ventures 
with foreign investors; and 
village/small scale industries 

3. To encourage exports and irrport 
substitution industries in 
order to inprove the balance of 
payn-ents situation. 

4. To create job opportunities 
both in rural and urban areas 
so as to absorb the increasing 
labour force. 

5. To establish a sound basis for 
rre<liun and long-term industrial 
opportunities 

6. To stirrulate growth of several 
key industries such as boat
building cocon.it oil extration, 
pozzolana/cerrent rraking, tannery 
leather processing, and ~ 
processing 

Moo.ified nt-.iectives 
1982-15160 

1. Same as before 

2. To encourage the increased local 
(indigenous) participation and 
control ot the industrial econany 

3. To eocourage local manufacture 
of goods and the introduction of 
services to assist in the savrng 
of foreign exchange. 

4. Sarre as before 

5. Sarre as before 

6. Sarre as before 

7. To provide a core of readily 
available skilled and seni
ski lled laborforce through the 
establisrrrent of a centralised 
Industrial Training c.entre. 



- 20 -

It ts clear fmn the objectives of the First ~·ational fleveloorrent Plan t''~it 

substantial progress has !:Y.en ,;iade. Success in the inr~ustrial program 

has been achieved in parts. An e:xrraination of the achieverrents of 

each objective rray be instructive. 

R. Observations Findings and Irrp lications 

1. local ~·ater.;..al Usage in Industrial Proc!uctwn 

The i.rrport coefficient in all bra1Ches of manufacturing have rerained 

unnecessarily high. Apart fran the printing and no~tal products. 

and a lesser extent the food and beverage sector al 1 other sectors !-.ave 

shown no sigmficant change rn their use of irrported raw materials. 

The toX>od and wooden products sector despite the apparent abundance of 

tirrber in the larger islands s~d no irrproverrent since 1983. In fact 

in 1985 the i.rrport was higher at 4G percent COOllared to 1983 when it 

1..as at 46 percent. Fr001 observations of the statistics and supported 

by survey, there has been a significant increase in the use of plastic 

laminate and pl~ in the production of ~den furniture. 

1.1 The printing sector has showi great irrprovement in the use of 

raw material starting at 45'/o in 1983 and currently averaging 31 percent. 

Handicraft has remained understandably low at 22 percent while cloth 

and Textile has remained flat at Sf percent over the period. It is 

instructive that the wood and wooden product sector and the food and 

beverage sector have the greatest potential for manufacturing linkages 

and the highest capacity to reduce ~rted material contents. Further 

exanination of these t~ sectors, as with rrost of the rranufacturing 

industries, the installed capacities are at least twice that requirec 

for the d001estic markets. How:!ver t~ major factors seem pertinent. : 

(a). The technologies being used by rrost industries are fixed 

to one or rmre international supplier. This irrplies that 

very little local change can take place and the use of 

local raw materials is rmre ineginary than real, unless 

a substantial investrrent in local research takes place. 

The options are re-invest:rTEnts in or shift in technology. 
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(b). The [-'roCuCtS being manufactured are stanearcl ~re :uct;· · ... t.~c~ 

are availatle ii: a lnost al 1 tf-ie is lance ,11 the reg~on -

for exarrµie schweppes. The if"'Pl ication i.s tt1at the under-

used capacity •:annot be rrotivated ircto ex:;or~ production 

because the prcCuct has no 

it apart from price. 

.eature that can sell 

1.2 For these two sectors to devel0p the capacity to utilize locally 

available and prodl!Cable m:i.terials, u=!structuring of these industry 

rrust take place. To the extent that the bac~rd 

developed the industry can becorre an economic asset. 

1 inkages can be 

In its present 

state, the food and beverage sector with an average value added content 

of 26 percent corresponds to an irrport duty level of 34~~ whi..c:1 f al Is 
rq 

below the nornal 37 percent nonninal duty on finsihed product~~.' In 

the case of the ~ and ~ products sector this is not the case as 

the VA content corresponds to a duty level of 84 percent which is 

in exess of the ncminal duty on finished products. 

2. Developirent of I.ncal Entrepreneurs 

2 .1 The deve loprrent of local entrepreneurs is by its nature a di ff icu It 

task. Starting even with a higher level of skilled labourforce 'ts develop-

irent dPoends on tine, opportunity and ircentives. 

and 1985 16 new rianufactur' ing enterprises ~re star'ted. 

approximately 2C percent .,.ere initiated by Ni-Vanuatu. 

Of these 

Although 

11U1"erica!ly this achiever.-ent is srrall it is positive. 

2.2 M examination of the statistics gives the notion that the savings 

anci capital fonnation process in Vanuatu are still relatively poor'. 

Dcrrestic savings cccupy only a small portion of available local capital. 

TI-.e i.nplication is that investrTEnt capital for indigenous entrepr'eneurs 

or potential entrepreneurs has to care fran external sources or fran 

Gove?TTrent. It is conceivable that the conditions under" which externally 

raised capital are available the indigenous entrepreneur will not be 

able to secure such loans unless with Goverrrrent guarantee or assistarce. 

5. signifies that the econani.c returns are less than one and that the 

nation is mt better off econanically fran the investrrent. 
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3. Inport-Substitutior. and Expert Manufacturing IndustriE.<; 

3.1 In the area of irqx>rt-substitution industries. th~ industrial 

developrrent policy has had fair nurrerical soccess, althou~h r:u:h is 

to be desired in terms of range of products and depth of rranuf Jcture 

and export developrrent. Betv.een 1983 and 1985 exports fmn the 

rranufacturing, handicraft and the mi•ieral sector activities decreased. 

3 .2 An examination of tI1e industrial pol icy indicates that apa• _ f rm 

duty free access for rraterials , industry has not bad nu:h positive 

incentives. Several factors are pertinent :-

(a). the f\!partrrent of Industry ha.s not been sufficiently equioo~d 

to assist technk.ally and othel"-rise the ~ndustrial process. 

TI1e departrrent personnel currently nurrbers eight of 

'.Jiich three are suoport staff and t'MJ are ~cent recruits. 

(b). the economy is still heavily biased toward trade and the 

pool otherwise from "*iich industrial entrepreneurs could 

develop is lacking either capital or initiative. 

(c). the policy for attracting foreign investrrents has only 

recently been r.larified and still requires refinerrent. 

(d). the infrastructure necessary to attract industries outside 

of urban centres are still under-developed in terms of 

electricity, water and telecoom.mication. r.:urrertly, industries 

that are located in these areas have to pnvide rrost of 

these services which put additional cost on their operations. 

(e). the minimin "'8ge which is officially at 180,CXXl 1rr per annum 

(approxirretely US$1800) but currently reduced to 9<XXXNT 

per an111.Dll rrakes labour not sufficiently attractive to certain 

types cf industries and particular export industries. 
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The i.rrplications for policy is that for significant expansion to take 

;Jlace in the industrial sectors Ii'.~ ganrents, and textiles, electronics, 

chemicals and rretal fabrication the mini.nun wage provision has to :ie 

rore flexible to acccmmdate industries that cater to high vol UTe, mass 

€fllJloyrrent and stiff coopetition. This i.s even .mre irivortant for Vanuatu 

or countries with small domestic markets where expansion •:.an only take 

place 0n the basis of expert market developrrent. For these sectors 

to grow and to becare real contributors to economic growth they will 

have to offer coopetitive labour or select only those areas '.oktere price 

is not the main market force. 

4. Job Creation in Industry 

4.1 Industrial €IllJloyrrent has risen from 811 in 1983 to 9<'C1 in 1986 

- a level of growth which has shown some irrproverrent but is stil I 

relatively low. The ratio of capital to €IllJloyed labour La ken fran 

a random sarrple of some 25 enterprises over six subsectors varied from 

a low of 2cro VT per r..urker in the food and beverage subsector to a 

high of ! mill ion VT per r..urker in the eler·tronics industry. Taken 

together the ~ighted averag~ for rranufacturing industries was 25,200 

VT per i;..orker which is relai:.ively high for a country whose domestic 

market is below 150,CXXl persons. 

4.2 The irrplications for pol icy is that this high capital-to-labour 

ratio might 0e over corrpensating for the 1 ack of a qua! if ied ! abourforce 

or that irrported capital equiµrent is so technology fixed that investors 

have to settle with the standard equiprrent packages and technological 

processes on market. This further irrplies the need for irore direction 

and policy in the selection of equiprrent and technology to ensure 

COTpatibility wi~h economic resources and realitie~ of Vanuatu. 

4.3 A furthe:- examination of the statistics indicates that there night 

be under reporting a deliberate curtailrrent of labour employed to ease t:-ie 

cost of Business License. The inpl ication for policv is that the basis 

for assessing the cost of Business Licenses r.eeds to be re -examined, 

other bases could include turnover or capital errployed or a carbination. 

This policy, does not presently ercourage the arployer to increase 

errployrrent or at least rot full tinE arployrrent. 
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4.4 The other i.rrplication of this high capital-labor-ratio is that 

the Departrrent of Industry needs to concentrate its efforts rrore i.n 

the developrrent of small scale i.ndustrial activity where capital-to

labor ::-atio can be lower so that j0b creation targets can be achieved 

within the period of the Second Plan. 

5. f''edium and LongteITll Investrrent Opportunities 

5.1 In rrost developing countries industry developrrent is a resµonse 

to identified needs and imredlate market opportunities. It ~s up to 

policy to stirrulate the developrrent desired through 1ncentives and 

regulations. It is thus through the cl mate which pol icy creates that 

tlie business horizon is lengthened, ~ .c: Policies which are consistent, 

t-ihich are logical and prop~rly <loct..1Tented and ccmrumcated. 

5.2 This applies equally to industry developrrent i.n Vanuatu. Value 

added as the basis of sound industrial developrrent programre is proposed, 

but it !1as to be rmnitored and the capacity to give assistance rrust 

be provided. The manufacturing value added trend bet~en 1983 and 1985 

•...as examined. Though the tirre period is not sufficient to allow for 

a rreaningfully assessm=nt of the characteristics, the trend however 

is suggestive - that apart from a few cases, value added is not irrproving. 

In the areas where value added ought to be highest they are exactly 

the opposite. 

5.3 The inpl ication for pol icy is that the long tenn potential of 

these investrrents are 1.imited and that if structural adjustrrents in 

these industries are not erc.ouraged they wil 1 in the long run be a burden 

to the economy. 

6. Developrrent of Specific Projects 

Ill I I 

6.1 Apart fran coconut oil extraction and to SOITE extent boatbuilding 

the other projects narrely, cerrent making, tannery and v.cod processing 

have all been established. In the case of cerrenr, tr.e t<-':hnolob)' to 

facilitate the use of local nsterials has to be developed or acquired 

if this project is to be meaningful to the econany. In the case of 

~ processing, substantial investment is required to strengthen this 

11 I 11 1111 11 I Ill I I I I I I 
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project. Limitations currently exist in t..ood curing capa<:ity and t..ood 

production requires coordination and infrastructure for proper harvesting. 

6.2 This is an industry which has great i1T1reciiate potential to be<:are 

not only an i..rrportant darestic industry but a viable export industry. 

The 1 inkages i.;hich are possible fran the developrrent of this sector 

have reaching irrpl ications for small scale activities and rural de·:eloprrent 

and deserves the highest priority in Governrent pol icy. 

7. Puilding of Skilled Laborforce 

7.1 The industrial labourforce is presently conf iml:'d to rrostly unskilled 

and serni-skil led persons and thE:o gap in supervisory and rra;iagerrent 

personnel is oot closing. kcording to the rrost recent &ployrrent Survey 

of the Private Sector in the Urban Areas 48 percent of the errployed 

Ni-Vanuatu labourforce <Mas in the category of production ·~rkers, 

percent in the category of achri.nistrative managerrent or above. 

7.2 The i.rTplications for policy is that training and rranpower developrrent 

rrust have c: high priority in Goverment's policy if the industrial 

growth is to include Ni-Vanuatu, and rrore so if the industrialization 

process is to be dependent on Ni-Vanuatu's entrepreneurs, mmagerrentor 

ownership. 
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C. Areas of Weakness i.n the Industrial Program 

1. Structure and Strategies - Policy 

a. :\n iocooplete industrial org<mization structure that is ide11tif i.ed 

and perceived as the 'linistry of Industry with vested and defined 

levels of authori.ty, responsibility, operational limits and linkages 

as well as ac.countabil ity. 

h. Absence of a clearly defined industrial pol icy that sets out 

explicitly the course along which the various and suncrv inc1Jstrial 

subsectors and operations shall be guidee, discouraged or supported. 

c. Abseoce of a conc!usive set of strategies that will support the 

stated policies and guide the developrrent process tm..ard the 

achieverrent of the desired objectives of Goverrrrent and l.lhich 

patently explains the perfoilT'ance criteria and targets. 

d. Inadequate extension service to rural ccmrunities and centres. 

2. Infrastructure 

a. Abseoce of an established industrial zone that t.0uld eocourage 

infrastnx:tural efficieocies and economies of scale in utilities, 

transport and telecar.1JJT1ication. 

b. Absence of regular air and direct cargo transport facilities to 

and fran economic raw material sou~e and rrerkets and the resultant 

delay and additional cost which these absence generate. 

c. 'Ihe availability of electricity and telecannJnication faciliti.e5 

outside urban centres and bet~!en vastly separated islands. 

d. Inadequate and i '"regular shipping route and linkages in and bet·..ieen 

the islands with the exiceptio11 of Efate , Santo and Malekula whi.ch 

restrict production and inter island trade expansion. 
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c. Insufficient technicc1l dt:(: v,~_:.1tio1i;-!1 •;dKx1ls ..i'lC centn·s tL' procuce 

and upgrL1de the oool of industrial ;md technical 1..iorkers. 

f. Insufficient rn.zrbers of service related activities to support 

industrial developrrent (maintenance service centres, tool shops, 

tools etc) 

g. Plant overcapacity and inappropriate foreign technology - fixed 

processes. 

3. Ir:port Substitution and Export Developrrent 

a. High irrport content in production. 

b. Low value added content in production. 

c. Low ratio of Ni-Vanuatu to other groups of enployee, e!TlJloyers 

and investors. 

d. Limited industrial incentives. 

e. Relatively low productivity of labour and equiprrent. 

f. No export incentives for export developrrent. 

g. No proper export rmrketing structure for industrial products. 

4. Material and Support Services 

a. The relatively high cost of irrported raw rmterials, capital goods 

supply and cons1.1Tption inputs i.hich necessitates the irrposit ion 

of irrport duty ceilings or duty concessions has the effect of 

reducing GovelTITl?nt revenue for productive reallocation. 

b. The bias i.rrplcit in Govemnent irrport legislation against certain 

consurption goods is still not sufficient to attract carmercially 

biased entrepreneurs into local nenufacturing. The current bill 
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in front of Parliarrent should suffice with sme rrodifie<>tions ~n 

the concessions L•n rci~·: '.".ateria 1 s for approved ma.nut acture rs. 

See .:\nnex r:: . 

c. Insufficient nurber and quality of industrial support service 

centers such as machinery tools anc supplies, '".achine tool shops, 

maintenaoce and equiprrent services could pose a problem as 

industrialization takes root. 

d. Lack of readily available or developed indigenous raw materials 

continue to make iqxirt umvoidable. 

s. tlanagement and Laborforce 

a. The acute shortage of skilled labor and managerrent places a serious 

threat OJt only to existing industrial operations ~ut to the 

attraction of new investrrents. 

b. The :elatively SIT'all market size corrbined with the generally low 

purchasing cc.pacity of the laborforce could continue to push unit 

price above OJrmal levels. 

c. The SIT'all pool of indigenous entrepreneurs compared witn the relative 

strength and carplaceocy of the ccmrercial sector should pose a 

great challenge for efforts to create an industrial transition. 

6. lnforrration and Incentives 

a. The abseoc.e of regular output and availability of quality industrial 

statistics make indu!Strial planning and for that matter economic 

planning OJt only difficult but disparate. 

b. lradequate attention and priority to generate and publicize 

infonnation on i nvestrrent opportunities, investrrent assistaoce 

and coocessions continue to limit the effectiveness of the investrrent 

prorotion and developrent efforts. 

c. The rrachinery for rn:mitori.ng industry performance is current I y 

non exist~nt • 
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D. Areas of Strengths and khieverrents for the Industrial Program 

a. The production and availability of the Investrrent guideline re<.:ently 

c~leted • .. ;ii 1 go a far t-.iay in assisting potenti.al investors. 

"b. The ~roved data acquisitior. and tirrely statistical reports being 

produced by the National Planning and Sta: i.stics Off ice wil 1 add 

to the quality of the general statistical database. '-!owever the 

industrial content is still very low. 

c. The high quality reflection and review of the First ~tional 

Developrrent Pian produced and pub! ished by the National Planning 

and Statistics Office in 1984 is a positive rreasure of achi.eveirent 

for the Planning sector and should pr.:mJte a greater degree of 

confidence in the data being published. 

d. The developni!nt, and increasing ootput of the smal 1 scaie industrial 

programre especially in the production and export share of copra 

and cocoa is a positive indication of the potential of that sector. 

e. The low but steady growth in chemical, plastic and tanninir is a 

positive achieverrent for darestic value added. 

f. The prorulgation of Tariffs t..+tich rerroves some of the bias away 

from consurption irrports wi.11 

local production. 

provide turther stim.Jlation for 

g. Consisteocy in the regulation .)f interest rates and TTDr.ey supply 

is a positive achieverrent in stabilizing the industrial and 

ccxnrercial climate. 

h. Managerrent of foreign exc~iange is commendable for both policy 

and planning. 
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SECTION "I;.0 

PART IIT REITTtE-TI.ATIONS -CUR INDUS~L\L STR..-\'IBGY Ai\D K:UCY FOR SECDl''.D P~\:'; 

A. Introduction 

3ased on observations, discussions and a thorough analysis of 

existing industrial facilities and resources several recamendations 

1~re made to tne Governrent for irrplerrenting <ln i.rrproved in~ustrial 

strategy policy and for the islands of Vanuatu. 

R. General Objectives 

The general objectives of policy for t:ie industrial sector to 

be achieved over the next two phases of the l~year developrrent plan 

introduced by the Goverrrrent of Vanuatu in 1982 should conterrplate the 

fol lowing :-

(a). To rrodify the structure of the industrial econany, by way 

ot proooting, developing> strengthening and guiding the 

ir.dustrial sec.tor toward a growth path that is both self

propelling and viable. 

(b). lb accelerate the pace of developrrent of the industrial 

sec.tot through appropriate rreasures and incentives so 

t!-.at it will increase the range, quality and carpetitiveness 

of manufactured goods produced locally. 

(c). To prorote the development of industries that wil I exploit 

the agro-industrial 1 inkages to the optirral. economic lew~l 

so as to achieve a higher level of local value added and 

darestic enployrrent. 

(d). To cr~ate the opportunities that will encourage an increased 

t~vel of Ni- Vanuatu's participation and OWTiership in 

industrial activities. 
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(e). To continue ~,urk on thl· developr-ent of the incustr~al 

i.nf rast rue tu re dnd supoort servicE-s so that src~ater I e•:e 1 s 

of national eff icienc.y can be achieved by incustry. 

(f). To attract new i.nvestrrents i.nto those branches of industry 

or into projects that have r.!istin:t export <:<lp<.!City. 

(g). To ~rorrote a programre that 'Ji! I encourage a ~eo~raphica l 

distribution of •l8nuta1;turin;, industries ~i1d re lateC: sen.· •c!::.

type activities t~rough irmovative m:>asures so as to ~ncre,~se 

rural errplo)'m!nt opportunities and conditions. 

(h). To strengthen and expand the b,ase for the deve loprrent of 

S1Tal l scale in:!ustrial and service-tyre activities throughout 

the islanes of Vanuatu. 

C. Objectives of the Industrial Policy 

The following rec~ndations \~re made for the objectives of 

the industrial policy to be pursued during the period of the Second 

~lational Developrrent Plan. 

1. Industrial Policy for 1987-10°1 

(a). To protect and prorrote industries that are approved 

rranufacturers of products iocluded on the National Production 

Priority Schedule and those goods that C''°vernrent desires 

to be produced locally. 

(b). To use a camination of tariff, quota and other fiscal !"'Eans 

to guide the structural transition toward industry and to 

apply pol i..cy with articulation and consideration for the 

other sectors and the consllTling public. 

(c). To direct and encourage industrial developirent through tax 

and other incentives based on the certified value added 

content uf production. Incentives should be used as the rrain 

st:inulant to prarote and strengthen industrial invest:nEnts. 
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(d). To prrnote anc! assist industrial enterprises t~1at have definite 

export capacity anc! potential. Ineustries with export re-~orc.!, 

capacity and potentidl should Je accorded first ;iri,•r;.ty 

in the us~ of national resources. 

(e). To i.nprove the irna~ and or.~<miZ<Ition of Incust ry chrou'.;'-: 

the pnr.otion of regular dialog, industry vi.sits, and ~rief in~ 

sessions. In add it ion, the organization of the I1e'.J<irtr"ent 

of Industry should be restructured and strengthenec to ~:1·1E· 

greater support and assistance to industry. 

(f). To increase coordination and accountability of the :'.ini.strv 

of Industry on matters of pol icy relating to the organization 

operation, performance and regulat;_on of industry anc r:omrerce. 

To effect these the n.o divisions - Industry and '.':or.rrerce 

should be I in!<ed under one ~!inistry and the Divisions renarred 

- Departrrent of Industry and the Departr-er.t of C1TTTErce. 

The Departrrent of Camerce should absorb the Ji.vision of 

C:OOperatives. 

(g). National mmpa.-.er developrrent and traininp, should be arror.g 

t!Y! highest priority of GoveITil'"ent and a =·tanpower 

Developrrent Training Trust Fund and ?oard should be establ ishec: 

to facilitate this program. 

(h). 

2. Specific Targets 

1he rehabilitation and expansion of the industrial 

infrastructure in rural areas should be accorded high priority 

in Governrent overall prograrnre to increase industrial 

ffillloynent and sectoral growth. 

To realize the objectives of the industrial policy and to provide 

focus and sooe rreasurable goals the following targets i.ere suggested: 
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2. 1 Tar'-,>ets of the 5 Year ?Ian 

(a) :\n increase in real ~ross dorrest ic product contr ibutton 

of the sector !::>y a !'linin.Jn of 7.2% per annui durin:; t::e 

plan period; that is, fran r:-ie level estilrated at 22l{; rnd lien 

vatu in 1986 t·.' <•:<~:·~it lion vatu by 1991. 

( b). The developrrent of the inclustri.al sector on a bas is that 

1vil l achieve an average annual increase in export earnin;s 

of 1~~ that is, from the current estir.ated level of o2.5 

mi 11 ior. vatu in 1986 to 125 mi 11 ion vatu by 1991. 

( c). To increase the nati.011al ~ool of ski! led 1 abcur 

fran the current level estimated at 1020 i.n 19f'6 to 252C' 

by 1991. 

(d). To encourage industrial activity in rural areas and increase 

erplo)'Trent i.n the rural CCX'Tillni.ties by an average annual 

total of % new jobs. 

( e). To stirrulate growth and deve loprrent of industries •.vi.th hi:;h 

value added content in key sectors of the e<:0nany ancl r::o 

reach by 1991 an average level of 46% up from the current 

level estimated at 36%. 

( f). To assist Industry in the identification ot local and foreign 

markets so as to increase capacity utilization of enterprises 

fran the current esti.rrated level of liJI. to at least 55 percent 

by 1991. 

{"g1. To upgrade industrial infrastructure iocluding the 

establishrent of sorre industrial ooildings in urban and 

rural areas and irlprove the technical capability of the 

Departrrent of Industry and Ccmrerce. 
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3necifi•: Issues To '.e Addressed 

ScM> of the r::ain r;roblems confronting industrial ceveloprrent l.n \'a11u..1tt.: 

•.vhi.ch should be addressed specifically include : 

(a). ~he shortage of 

capital. 

developrrent capital, espe<:i.ally ' . ..or!~ing 

Cb). the lack of skil 1 s and expertise in tb.e areas of cost 

accounti.rg, financial accounting, industrial. engineer>.ng, 

maintenance services, marketing services and general ranager.£nt 

(c). the <;hortage of indigenous entreprer.et.:rs and the absence 

of initiatives to develop Ni-Vanuatu' s capacity to prepare, 

manage and 0t,in profitable ~rojects. 

(d). the high price of raw !"!"0terials due in part to poor sourc~ng, 

small lot size purchases and high transfer costs. 

D. Strategy For Industry Developirent 

The main e-rp!iasis of industrial pol icy up to the present tirre in the Republic 

of Vanuatu has been the prorrotion of i.rport-substitution industr~es r:Einly to 

satisfy the drnestic rrarket. The establis!-rrent of these industries •...as encouraged 

mainly by duty free raw material and capital equiprrent inport_s, sioce the economy 

does not operate corporate iocrne tax system or any forfign exchange or irrport 

restrictions.This approach stinulated growth in the rranufacturing sector but 

also encour~ged the establishI:lent of some over-capitalized and un

economic production units utilizing mainly foreign technology and a 

high content of imported raw materials. 

The scope of such a strategy for the long term developrent of the sector 

is limited. For industrialization to have the best irrpact on national objectives 

it ITllSt be closely ralated to, and linked with the developrrent of other key sectors 

of the economy narrely, agriculture and comnerce. Therefore a system of industrial 

priority will have to be establislied and i..rrple-rented to correct this growth pattern 

and to ensure a growth that is viable and sustainable. 
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The fol lowing strategies ·-~!"E' r<•~or;n·m'ec to SU!J[10rt the ;x>l kies ant to 

achieve the specific targets i.der.tl t ~"': : 

1. Protect and ,\ttract '.·lanufacturing Industries 

(a). 'arket protection should be providec by the C·overnrent r:o 

those industries which •..ril 1 generate signif i.cant benefits 

to the econany in terms of er:p I oyr.ent, use of loca I raw 

::aterials, providing essential servi i:e•: ,,,,d ex:xirts. See 

Technical notes on Protection ,\nnex Ill· 

(b). Governrent shouid grant l~r rates ot tariff on Lrrports 

to a 11 manufacturers where va 1 uc acided ·~on tent is not 1 ess 

than 35 percent. 

(c). ~!anufacturing industries with substantially higher value 

added should be granted additional coiression. The rates 

of concession are shown on the Ra•.-: ''.aterial Irrport Concession 

Schedules. 

(d). A higher rate of t<lriff shocld be charged on finished goods 

to rerrove the poss. 11dity ·- flooding of the darestic r:iark.et 

as a react ion to C.o\/e r:-1 •t Pol icy. 

(e). Ir instances ·&- ~re it can be dermnstrated that dor.estic 

production is available or the dcxrestic capacity exist to 

produce goods of a COITlJarable quality to irrports, Governrent 

should consider the application of a quota system to limit 

the arrount of irrports of that product. 

(f). Govert'l!Ent should exercise caution in the prorrotion of 

industries ~ich will produce non-essential products intended 

for the local market and in the application of quota. See 

technical notes on protection. 

(g). Governrent should strengthen the machinery of custans to ensure 

that no discrimination or abuse of the system is probable. 
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(h). C'.overm-ent shculd niake ~"lf'riodl<: i.nspe-.:tion nf inC:usu-!.es 

• .• hich have heen granted raw ::Eterial •:oncessions to ensure 

that the privilege is not !::-eing .ibused. In addition companies 

granted raw rraterial concessions shoul,: be accorded hi:-;hest 

priority in tL..: g;·anting of Business Licenses, tecnni•:al 

assistance and in any in(.'ustrial training program sponsorec 

by Goverrnent. The Goverment should be wi 11 in<' 
'" 

to u-rant ex
"' 

tension of Business Licences for an indefinite period i.f 

the investrremt is one ,.rni.ch has ;JOsi.tive long ter:n 

illlJl icati.ons and benefits t•J the nat;.on. 

( i). GoverrrrenL shoulrl encourage the fornat ion of a rranufacturing 

association to protect the interest of the r.anufacturinE 

sector as a IJ-.vle and to 1 iase with Goverre-ent and its 

agencies. 

(j). Goverrrrent soouL.'. gr...;nt to approved rranufacturers concess10ns 

on irrport duty for a period not exceeding 3 years in the 

first instance. At. the termination of this period a further 

extension should be considered depending on the relative 

inlJroverrent in value added. During the period of the f lrst 

concession, if substantial inl>ro1errent has been rrade in 

value added, Govemrrent ~hould be willing to consider a 

new application before the expiration of the original 

concession. SeP Am1PX Ill. 

(k). Govemrent should establish designated areas for industrial 

developrrent and for which rental or lease should be controlled 

by law at nominc;l rates. In additional the Govermer:t should 

consider conslnx:ting several smal 1 mmufacturing corrplexes 

in Efate and Santo with necessary arrcnities to ease the 

shortage in factory space and to foster rural industrial 

developrrent. 
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:. Prorrote of "fanufacturing ln,;ustries 

In order to ?rorrote industriE-s anc: industrial de•!elopnent, :AJvenrent 

should pllrsue the fol lowing strategies : 

(a). invite potential inves~ors (in m:inageable groups) fra:i exist<ng 

rranufacturing and comnercial enteQrises to briefing sessions 

on Goverrrrent policy and dire<:tion. Al 1 docurents nn 

incentives. support services, as \.el 1 as t!ie sur.TTBrized 

plan for the eountry's i.ndustri.al ceveloprrent should '.:.€ 

available for distribution and discussion. 

(b). the appointrrent of an Acvi.sory 0 oarc for Ineustrial Prormtion 

to be chaired by the l'irn1ster of lnc.'ustry and Corm-crce. 

'The Board should be '.:oqx1sed mainly of influential private 

sector entrepreneurs ,m<l counterparts from the relevant 

pub! ic sector. The acvi. ~ given '.vi 11 form the bas is of 

the agenda for the Pction Coorri.ttee in the Dep<irtrrent of 

Industry. 

(c). Lauoch intensive marketir:t; research prograrme to identify 

and quantify source" and availability of rai1 r.aterials, 

local and/or foreign market demand, as ~11 as local and 

prospective foreign ir -:>rs. 

(d). Lauoch an intensive --;:.ve through the Business Developrrent 

Unit of the Departrre- :f Industry and Camerce to identify 

products that can ~anufactured locally with existing 

equipment.- Identify dl 1 "erests. 

(e). The industrial pol icy ,Ille! stratec:;ces as outlined in the 

Pl.A'\f to be sumarized in the fonn of a srral l booklet and 

publicized widely to all existing investors, potential 

investors and displayed in offices of all supporting sectors 

as well as through the international net~rk connected with 

Vanuatu. This function should largely be earned out by 

the newly revitalized division for Industrial Prarotion 

in the Llepartmmt of Industry. 



(f). A orominent and per:nanent locatrnn should 'C€ ciesi211ated 

for the displav of all !cxallv r'ldde aroducts. 

(g). Include the ~ational Production Pnority '."ichecule (';pn<;) 

in the Guide to Investors for all products and Jro jC":ts 

that are considered desirable for local 

i.nvestrrents. 

3. Reorganization and Strengthening of Structures 

(a). The departrrent of Industry and Conrerce should be restructured 

and strengthened to give clear signals of authoritv, defined 

operational pararreters, tar;ets, budget and lines ot 

accountability. A new organizational chart "dS propose~. 

lt is envisioned that a junior ~!inister or ~linister of State 

tl«lllld be appointed under the ~linister of F'indnce, 

Conrrerce, Industry and Tourism to be responsible tor these 

t~..u very irrlJortant departrrents. 

(b). Theestablisllrent of a standards office with responsibility 

to include inspection, quality rronitoring and control, approval 

and certification. This officer should be 1dentified, at 

the earliest opportunity, given the necessary relevant training 

and exposure in an appropriate standards training institution. 

(c). The establ isllrent of a Eusiness Deve loprrent Unit (BDU) in 

the Ministry of Industry and Conrrerce to develop, assist 

and advise small and rn!dil.111 scale entrepreneurs in comrerce 

and industry. The Business and Developrrent Group in the 

Departrn!nt of C.OOperatives be deve! oped to cover both aspects 

- Industry and C.OOperatives developrrent. 

( d). Encourage the establ isllrent of a rranuf acturers Association 

to irrprove the image and to provide a code of ethics for 

industry. The body should_ be. the main link of carm.micat ion bet~en 

Industry and the Department of Industry. 
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e). To ap~rnt an executive of the nanufacturers Asso:;.auon 

on al I relevant pu'Jl ic sector boards eg. ORV 

(f). The establ1shnent of a rural industrial extensicn 

service. 'The respons1ble ott icer coulc! be t!:e '!eads of t!:e 

Di.strict Cooperative offices or sa"eone assignee to those 

off ices. 

4. Incentive, Prefonnance and Regulation 

(a). The prarulgati.on of necessary legislation to establish Value 

Added as the pcimary criteria to prorrote, develop anc! assess 

industry for 1.nc.entives and concessions. 

notes on Value Addec! Annex I. 

(b). The enforcerrent of the P..udit ,let or sooe other f or.T'd l systeri 

of Annual Returns obi igating manufacturing •:arpames havi.ng 

sales turnover in t:>xcess of 2,CXJO,COJ vr who are enjoying 

or seeking approval for coocessions to rnke audited returns 

to the Departrrent of Industry annually for the continuation 

or extension of concessions. This rreasure should not only 

irrprove manufacturing efficiency in Vanuatu, but bring 

Vanuatu's industrial sector in line w1th international business 

practice. Of course it will also help to inlJrove the quality 

and integrity of industrial statistics collected and analysed 

for sectoral planning and certification of VA content. 

See Technic.Jl notes for VA interpretation and calculation. 

(c). The current practice of coilecting rronthly, or usrng average 

rronthly estirretes of production statistics to project industry 

share of gross darestic product and other vital nat i.onal 

output indications should be discontinued, Until the Audit 

kt is re-introdteed, quarterly actuals should be used with 

adjustrrents rrede of year end based on the last quarter or 

end of year statistics. 
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5. ~lan~r Developrrent 

(a). The establ ishrent of dI1 Industrial Training Sche~* to be 

funded jointly '.Jy Goverrrrent and t~e Private Sector. Tiie 

scher.-e should be adninistered jointly by a Peard of ~'anagerrent 

dra\..n tran the Goverment and Private Sector. It should 

have national network in both urban and rural centres. 

Program and curriculum to include ski! ls training in al 1 

major disciplines on and off-the-job, business ecocatwn 

at various levels and entrepreneurship. 

(b). The prorrulgation Jf appropriate legislauon to establish 

the Industrial ~·lan~r Developrrent Fund (ItDPf* and an 

appropriate levy should be made on al I errp layers based on 

a one percent of gross errployee wage bi! 1 and al lowing for 

rebate of up to l<X1'/o of direct training costs to ef'.'Ployers 

who operate an approved training progra7ile. 

(c.). In conjunction with the Ministry of Education seek for 

the expansi0n of t(?C.hnical training facilities in pnrary 

and secondary schools and to work towards the develo;xrent 

of the technical school in central Vila with English as the 

operating language. The ~ortance of this de\/eloprrent 

cannot be over e!lllhasized as any industrial progra-rre proposed 

by Govemrent will be severely harrpered by the quality and 

availability technically and vocationally skilled labour 

force. 

(d). 'Ille prarulgation of legislation to establish a Industrial 

Apprenticeship prorramre to be administered by the Ministry 

of Industry and Conmerce which should give qua! if ied school 

leavers industrial training experience in various trades 

for a period of up to 2 years with specific ~ekly allowance 

to be paid by Industry. The present mininun wage act should 

be adjusted to accannodate this variation. 

* Elsewhere referred to as the Industrial Apprenticeship Training 
Scheme (IATS). 

** Elsewhere referred to as the National Manpower Development Tru&t 
Fund (NMDF). 
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n. Infrastructure and Support Services 

(a). the early conclusion of direct air traffic f ran Vanuatu 

to t'-ie major sources ot supply and markets. 

(b). the expansion of linkage roads to potent1al industrial sites 

in rural areas including sites identified for saw milling, 

and other srrall scale focd processing operations. 

(c). the exp;msion of electricity, telephone and t..oter to all 

rrajor rural centres outside of urban and suburban d1stri.cts. 

This wil 1 necessitate an expansion in existing po1-.er 

generation and telephone exchange facilities. 

(d). the establishrent of a mini industrial estate ~Of!Tllex suitable 

sited and sized outside centre city Vi I a and l..uganvil le 

with all related arrenities. 

Su::.h a CO!!plex will encourage efficiencies in the distribution of utilities 

and support services, as to.el I as in production, labour and industrial 

1 inkage developrrent. Besides, it wil 1 derronstrate Govemrent' s comnitrrent 

to industrial developrrent. 

7. Export Developrent 

To date the iocentives available to the manufacturing industry 

are rot specifically geared toward export developrrents. In recognition 

of the vital role which exports rrust play and the need to expand beyond 

w~ traditional forms of exporting i.e. beyond primary production, the 

Goverrmmt should introdu::.e additional i.ocei1tives to develop the 

rranufacturing/processing industries to achieve targeted level in the 

export earnings. 



E. Conclusion 

1. 
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Vanuatu as an island eco110P1j' has certain unique ,m(: intrinsic 

diaracteristics which should be preserved as i.t seeks to cevelop dn<i 

rraterialize its inc1ustrial potential. For industrial strate;y design, 

this irrpl ies both ooti.rnism as '~ 11 as caution. An incustrial pol icy 

that does not seriously recognize the relative capacity and resil ieoce 

of the traditional sect:irs in the economy or the wt luenc.e ot the 

ccmrercial envirornent runs the risk of prcrroting an inescapable economic 

sta 1 einate. 

2. The cash economy has verv deep roots in the Ni-Vanuatu's tradition 

and culture and with it an alrrost im!)erviable state of incependerce 

in the average citizen above 35 years of age. Production rrethodologies 

and industrialization are still new concepts a11d m;st therefore be airred 

at the graduating and younger generation whose future is not necessarily 

bounded by the sane social and traditional enviroment. To achieve 

a production level beyond the imrediate cash needs of the Ni-Vanuatu 

unit, pol icy fT'l.lst be directed toward stirrulating a greater level of 

consciousness in the savin~ habits of Ni-Vanuatu and by extension an increased 

proportion of indigenous capital. The 1 inks to other key se<:tors ot 

the economy have to be clear! y identified and pursued through an 

educational system that gives clear bias to rranufacturing production 

and agro-industrial output. 

3. Industrial developrrent ~o far in Vanuatu has been taking place 

alm:.st in isolation from the other sectors of the economy. For the 

programre and process to be strengthened m.ich greater integration is 

necessary bet~n the Departrrent of Agriculture and the forward 1 inkages 

with Coorrerce. 

'll1e t\.JO sectors having the greatest possibil1ty for backward linkages 

and hence the greatest potential for value added irrproverrent are \o.OCX:I 

and \o.OCX:I products and food processing. The present trend of high 

and increasing inport content in the food sector needs to b'"! corrected. 



4. 

s. 
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.-\pprooriate policies sl~ould be :mt i.n ;)L!Cl' dS early <IS ~:oss[ble. 

In bl>t'i instar-ces, tor '-OXl and food pn~essrng, '.Awt-nrer:t wll l nee<l 

to di.rect local research anc investr'."er.ts to realize t~1e pt)tenual '1E>11eLts 

in the saving arid t>aming of foreign exchcin~;e frorn these secto;.-s. 

The other se<:tors of the industrial Korrriy wil 1 at best have 

only rra.rginal i.npact on saving foreign exchange. If the trend cont i.nues 

with high capital investrrents relative to lilbour, over caoacity, anc 

standard Ledmolo;;y packages those manufacturing se<:tors wil 1 

the economy to i.nprove its ha I ance of trace or ?aytrent s. 

not 

11ie l"'.epartrrent of Industry needs to icenti.fy !Tl.ICh rrore positively 

with the day-to-Cay develq:uents anC: problem.s of the inriist.rial sect0r. 

In its present state it does not have tl-ie te<.:hnical nor nurreri.cal capacity 

to do f!1.1Ch rrore. Its role and capacity can be greatly irrproved if the 

resources of the Departrrent of Cooperatives ~re joined to rmke .. m 

effective team for t:ie pmmtion of i.nc.1ustry and the- preservat;..on of 

Ccmrerce and the vibrancy of a free narket. 

The developrrent of technical and i.ndustrial ski! ls as ~·.el 1 as 

vocational skills in arts and crafts should provide the basis on t:hich 

to develop entrepreneural skills for srrall scale industri.al activities. 

If the process is reversed as the present program shows. it wi.11 take 

r!l.ICh rrore tirre and effort to develop entrepreneurs since both the art 

and the acurren will have to be acquired at the sarre tirre. 

Finally, the areas of standards and quality control, export 

marketing, i;..ood and focxl processing research and developrrent, and 

industrial rraintenance and repair w:>rkshop developrrent, are areas i.n 

which organizations such as UNIOO, 11.0, ESC\P and CF1'C can play sign if ~cant 

role. These are activities that are identified as critical to the 

achievement of the industrial objectives and progrms recomrended 

for inplementation over the next five years. 
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Annex 1 

1. Every enterprise enploys resources - capital and people, in ratios depend-

ing upon its relative end<:M'rents - to create sooething of value. 'What it creates 

are goods and services, sare of which are used directly by its citizenry, sane 

e)(J>Orted and others passed on to other enterprises as raw or internediate irpits. 

2. The ecooomi.c value the enterprise creates is the difference be~n the cost 

of purchases (raw neterials, technology, cooponents, equiprent, supplies, energy) 

and the incare from the ..ale of the goods and services produced. What the enter

prise does therefore is add value to the pure.hashed inputs of neterials and energy. 

Thus the econanic productivity (P ) of the enterprise is given as: 
e 

where 
p = e 
VA = 
L = 
K = 
r = 

= 

1 
P = VA !- (L + K) rK""' 
e 

econcm:i.c prr-ductivity 

value added in dollars 

total payroll 

capital enployed in dollars 

cost of capital (depreciation of 

payroll per ~rker 

interest rate) 

3. Similarly, the fomulas for the partilil neasures of the econcmic productivity 

of labor and capital are: 
1 

P (L) = VA f L rr-
e 

1 
p (K) = VA f K rr-
e 

4. For national developnent the success with ~ich the enterprise creates 

''value added" using its resources of people and capital is a critical rreasure 

of its use of inported irqxits (foreign purchases). Thus, the econanic perfomence 

index (Pe) is obtail'lf'<i by aggregating the respective econanic productivities 

of all the enterprises/sectors within the systan and adjusting them by the darestic 

iJ1lllt ratio* 

* darestic iJ'4)Ut ratio is saretim!s referred to as the dcnestic resource ratio 

(mt) 
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Annex 1 Cont'd 

C. :·iethodology for Calculating u:cal Value Added 

1. 'ethcxl 1 

Value .A<lded for Sector J 

subscript are left out for sifTl:llicity. 

Pd = localy payrol I deducting 'JJ'/, of payrrents to resident Foreign 
nationals. 

PT =process tirre or rrachine tirre (or rental value) 

M = value of local rrateri.al used 
cl 

OPd =other local purchases (subcontracts) 

APd =avoided purchases (rent or lease) 

Ld = levies (tax, duty, insurance, interest) _._ 

OH =overhead expenses excluding foreign payrrents and depreciation in Cdpital cust ·'-· 

P =profit retained in the business or distributed to local shareholders 

(repatriated profits are deducted) 

2. r-Ethod 2 

Value added of each sector, V.. in real terms, can be obtained 
lJ 

f:ran national accounting statistics by calculating 

v .. 
l] 

'Where 

m 
=(X .. -M .. )/p=pi (1-pi 

lJ lJ - -
p pi 

M • ./p~ ) X .. 
lJ J .......!.L 

x .. 1p. P. 
lJ l l 

X. . = valoo of total production of industry i of sector j; 
lJ 

Mij = rraterials irrporte<I for industry i, sector j; 

P = national in:are deflater; 

* Only arrounts actually paid out are applicable 

** Only applicable if capital is fran foreign investor 
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Pr.i price index of raw rraterials for industry; 
i 

P. price i.nce.x of i.nG'ustry products; 
l. 

P'll = price index of raw rraterials for industry; 

P. = price index of incust ry products; 
l 

3. 1'ethod 3 

Given the limited data base on industrial statistics i.n Vanuatu, 

the very sparse infor:rretion obtained by the Departrrent of Industry fran 

crnµanies who are neither obligated to report the incorres, salaries 

or expenses connected with the business and ;,ho are not required to 

produce audited statenEnts, it is corc.eivable that neither f'"f:thod 

nor rrethod 2 can be applied at this stage. Given the sensitivity of 

the sector at this tirre without the legal requirerrent of an annual audi.t, 

it 1.o.0s prudent to develop a rrore practical rrethod to estimate value 

added content. Until the Audit kt is re-energized or scxre fornal system 

of reporting put in place and the data base irrproves rrethod 3 "'1i 11 rove 

to suffice : 

VA = ~1 + P = S - (R + X) where ~~ S -C and C=P ... R + X 

l.Jhere M = Gross rrargin 

X =Other unidentifiable local expenses (assmeo here 

to be included in gross rrargin) 

S = Net selling price of product 

R = Raw rnaterial purchased from inported source 

P = Payroll and salaries of al 1 errployees 

In sorre countries a significant portion of the carmx!ities manufactured 

by sare industries (e.g. joint venture arrangerrents, or contract agreE!!!Ents 

under I.a1E or GSP rnarufacturing systems) are rnarufactured on conmission 

for ron-nsnufacturing enterprises fran rraterials owned and supplied 

by those enterprises. As a consequerce turnover figures rray not reflect 
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the gross value of those ccmroditi.es but only the 

For similar reasons the value of rraterials used 

CClfTTT!lSSiOnS edrnt''.. 

in produr:tng those 

I or purchases. crmrodities i.s li~wise not ref lee.red 

transters in, and selected expenses. 

in the f .gures 

"!:n count nes 1 d~ 'J anUi:i tu 1.tie !"e 

foreign i.nvestrrents are being encouraged care rust he exerc.1sPd in t!-:e 

rnterpretat10n of tum over sales if illter ccrpcmy r!"dnsters are rrace 

in e1ther raw material or t rnished produc~•0n or !Nhere sales are raee 
fran one unit in the chair and invoices are sent t rom another. 

D. F.xarrple for \,alculating VA content 

1. Assure coopany m has the fol lowing audited staterrent. 

1. Annual sales 

2. Value of inported raw rrete;ials used 

3. Annual Payroll of salaries and t..eges 

(Total) 

Fran theory C = P + R + X ( l) 

M = S - C (2) 

1591600 Vt (S) 

1132700 Vt (R) 

97600 Vt (P) 

= S - P - R - X (3) therefore X = S - (M + P) - R 

VA=S-'R-x· (4) 

= S - R + M - S + P + R substitutings for X frOfTl (3) 

=M+P 

where 

Best case senario 

C = total costs 

S = total sales 

M = Gross margin 

R = Value of Raw ~.aterials 

P = Payroll cost 

X = Total other expenses 

2. Assune 30'/. of payroll is attributed to foreign nationals 

VA = M+- • 7P Mediun Case Senario 

3. Assune 30'!. of Gross Margin and payroll is atributed to Profit and other 

pa}1TE!nts to foreign nationals. 

VA= .7M + .7P 

= • 7 (M + P) t-.brse Case Senario 
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4. !!sing Rest Case Senario and Gross '·largin to sale of .25 

VA (1! ... P) .25 x 1591&.."C + 97600 

405500 Vt 

Vt\,~ 495500 I 1591600 

31 

• 
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Annex II 

TEC~:IDL 'UTI:S 1)!\! ~TI:CITON FOR ''.A.Nt.'FACTt.'RI:J:; rnDUSTRIES 

This rote is irrportant as an addendun to the industrial plan and strategy 

for 1987 - 1991 beca;.ise of: 

a) Goverment' s intention to make a structural shift* toward an industrial 

econany. 

b) Goverment' s desire to build rot just a diversified but a balanced ecoocmic 

structure and 

c) The strong econani.c base of the ccmrercial sector and the current bias 

tOloerd trade. 

Protection is a necessary device to facilitate industrial developrent 

but rrore so to start the industrialization process. In a S11Bll market. econany 

like Vanuatu which shows a serious lack of industrial entrepreneurs, a policy 

that is explicit and unarrbiguous is absolutelv necessarv. fut even rrore irrport

ant , ~· the successful achieve112nt of the stated objectives is an ir.plerrentation 

programre that speaks fairly to each and to all. 

The techniques used to inpleTl!nt a policy of protection for industrial 

developrent are alnPst universally the sare package. The strategy, the timing, 

the feedback and the response are holoever lotiat makes a oolicy succeed or fal 1. 

In this case there is no question whether protection is necessary. &.it protec!;

ion in this econany rrusc aim co achieve t'-A) things: 

a) to scirrulace existing and potential entrepreneurs co 

rTBke the shift fran trade to production and 

b) to achieve the above without econcmic loss or conflict. 

Such a strategy requires clear carm..mication in ~licy and fran ~lic:z:-

rrakers to the various levels of the econanic s:z:stem. The fact is that the 

rrajor pool of existing entrepreneurs are ccmrercially oriented and therefore 

the transition will not necessarily be understood by everyone on the first 

or even the second neeting but it will be understood eventually if every one 

in'plenenting the policy understands the objectives. i.e Ircentive off ice•s, 

custan officers, investnent officers and the intermediate hierachy. 

* The current heavy bias towards trade and commerce needs to 
be balanced by industrial expansivn if the agro-industrial 
linkages are to be realized. 
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In a small country, particulariy an isolated island econcmy, the use 

of invesorent capital intended for industrial developrent has to be properly 

nenaged. Experien:e in other count:des has shown that quite easily finished 

goods can enter the country under the guise of raw neterials and therefore 

escapes paying the applicable inport duty. &it the effect is even wrse, 

because ooce it starts it usually develops to the detrinent of the sector 

itself IJlere others are forced by Call>E!tition to do the sare in order to rerrein 

viable. Thus, a programe to increase industrialization through protection 

could prove counter productive. To be able to detect these variations the 

custcms officers have to be properly trained and speciali:zed. 

For this reason it is sup,,gested that tariff rreasures be cmplerrented 

with a system of quota on those products "'1ich have definite dcm!stic production 

possibility. Although quota has only seldanly been used in Varuatu any other 

112asure is rot likely to achieve the objectives of policy. It has been 

recoorrended that the proposed tariff be rroderated and applied in bole stages: 

*Stage 1 7'3'1. of target tariff with ':ill. quota 

**Stage 2 1' .2,'3'/. target tariff with 75'1. total quota 

Stage 2 should be reached ~n available production and capacity are 

in place. The system srould ti.en t...e contil'fJOUSly rmnitored by the Deparorent 

of Industry to reverse the process of protection and to allow wrld prices 

to orderly roderate the cost of danestic production. It is at this stage 

that effective protection becares itrportant ~re the protection is gradually 

released at the trost effective points in the industrial process. There are 

several rrethods to estirrste the effective rate of protection but perhaps the 

sinpliest is given by 

where 

e = I - (lnrc J\n ) n 

e = the effective rate of protection or de-protection 

If = nani.nal duty on the inported finished goods 

I = nam.nal duty on inported raw nsterials after 
m concession 

R = Ratio of raw neterials to output 
m 

v,. = Ratio of value added to output 

* Apply 75% of maximum intended tariff and allow 50% of imports 
of finished products. 

Apply 100% of intended tariff and allow 75% of imports of 
,,,finished products.,, I I·,, I I" ' '" 11 II II ' I I I 
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Exaiple for calculating Effective Protection Index 

Assure coopany XY2 having the following Audited Staterrent 

1. 

2. 

3. 

Amual Sales 1591,600 vr 
Value Added Content 31% 

Value of inµorted raw material used 

i.e Raw material to output 

1132, 700 vr 

1132700/15916();:.71 

effective rate of protection is expressed as: 

where e = effective rate of protection 

If = nornel duty on i.rrported finished goods 

I = nomel duty on inµorted raw material after 
m 

concession 

R = Ratio of raw rreterial CIF value to output 
m 

v = Value added ratio r 

Assure normal duty of 377. on finished go_,j ifit>orts i.e If = .37 

Assure 371. concessions on raw material inports i.e I = 0 
m 

e .37 - 0 

.31 
1.19 Maxim.In Protection 

Asslll"e no concession on raw neterials irrported I = .37 
m 

e = .37 - (.37 x .71) 

.31 

= .35 No Prot~tiO'l 

My index above 0.35 indicates a level of protection 

Asslll"e inport duty is reduced fron 371. to 25'1. 

i.e a reduction of 32"1. then I = ( .37 - .25) = .12 
m 

effective rate of protection e = 0.37 - (.12 x .71 

o.31 

= .92 



ANNEX III 

;,1•PS Sclit·dule I 11 £t1w ~\1terial lrrport Concession 

lrrport duty rates ~k't value added contribution by e11t e qi r i sc 

of concession "I. age i. age 

-

llotes: 

above 
75 75 - 60 59 - 50 49 - 40 )Q - 35 34 - 20 

100 x 

75 x 

50 x 

40 x 

35 x 

25 x 

lhis schedule of concession is initially for 3 years rron the date of initial 

product ion a11d is granted on the basis of net va I ue added being no less during 

the reriod than that for which the f'nterprise ~ualified. 

Th1s corw:ess1on rmy be extended for a further period, reduced or rrnnvrd ;1f t er 

the period has expired. l11e Departrrcnt of Industry has the responsibility for 

perio<lk i11spect1011 and review to E'nsure that value added is mainta111ed or 

irrproved c.h.Jring the period. lrrproved value adcJed will be considered favour;ible. 

This schedule is to be re;id in conjUTiction wit~; Schedule III to the Vanuatu 

Custan.<; <md T.::iriff Rc·g1.1L1tio11s. 

t:cvcl..qna it a.ir'l/C shm-1 i ng VA 
average at 1986 and Targets 
fur 1991, 1996 and 2001 
respectively. 
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