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Preface 

This series of industrial development reviews on developing countries is 

prepared within the framework of UNIDO•s Regional and Country Studies Branch. 

The reviews provide a survey and brief analyses of the respective country•s 

industrial sector, as an information service to relevant sections within UNIDO 

and other intercational agencies as well as aid agencies in developed 

countries concerne~ with technical assistance to industry. It is expected 

that the reviews will prove a bandy, useful information source a~so for 

policy-makers in the developing countrie~ as well as for industrial 

entrepreneurs, financiers and economic researchers. 

The reviews draw priaarily on information available at UNIDO headquarters 

from national and international statistical publications. Since up. :o-date 

national statistical data usually are not complete, it is evident that the 

reviews will need to be updated and suppleaented periodically. In the present 

case, comparisons between various countries of the Pacific are complicated by 

the fact that national statistics often differ in their methodology. To 

supplement efforts underway in UNIDO to improve the data base and to monitor 

industrial progress aud changes on a regular basis, it is hoped that the 

appropriate national authorities and institutions in the respective countries 

and other readers will provide UNIDO with relevant comments, suggestions and 

information. Such response will greatly assist UNIDO in updating the reviews. 

The present Review was prepared on the basis of information available at 

UNIDO headquarters in early 1986. The count~ies in this regional review have 

been sel~cted primarily on the basis of their membership of the South Pacific 

Bureau for Economic Co-operation (SPEC). It excludes French overseas 

territories and a few United States external territories in the Pacific 

region. The Review is divided into 10 chapters. Chapter sequence is based on 

the size of population. Chapter 1 presents a regional overview of industrial 

development in the Pacific region, with a focus on industrial base and 

investment opportunities. Chapters 2-8 attempt to review the process of 

industrial dev~lopm•nt in selected island States and deal respectively with: 

recent economic trends ~nd economic structure; 

structure, performance and recent t~ends in the manufacturing sector; 
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industrial development strategies. policies. plans ~nd institutions; 

and 

resources for industrial development. 

In several cases. the inforaation available did not permit a chapter structure 

as outlined above, and the information is necessarily of a more general 

nature. The ensuing chapters 9 and 10 provide soae information on the 

Federated States of Micronesia and micro States respectively. Their inclusion 

was considered useful for the purpose of coaparison. The Review also contains 

relevant basic indicators and graphical presentation of aanufacturing trends 

as well as appendices that serve as a guide to investors. 

It should be noted that the reviews are not official stateaents of 

intention or policy by Governments nor do they represent a comprehensive and 

in-depth assessaent of the industrial development process in the countries 

concerned. 
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BASIC INDICATORS I 
Inter-country c~mpa~i3on of selected economic indicators 

Papua Sola.on Welt.H'll 
Illdlcator ~·,ar Unit llew Quinn Fiji llhrd• SUIOa V1n111tll ?0111• llrlb•tl 

Po,.latloa •ld-hlO •ooo per10111 3 ,40(1 686 260 159 127 99 64 

ro,.11tloa oeaa1tJ •ld·l9U Per1011~ ~r 1q. ta 1 31 9 54 11 U2 92 

GDP 1913 •llllo111 of ust 2,HO 1,200 160 100 ''. .. " 
GllP per,,. .. " ltll USI 110 1,190 uo 635 35711 904 4711ll 

ltrvcture of S.bcted <Year Char CY"ar <Year Char 
Pl'o4vcdc.a re•n Par cent of GDP llW. lllli lllil uu'm llill. 
A&l'lcult.ure Per cent )l. 1 24.3 '.' 51. 7 ... 40. 5 19.1 
•l•l•a aad •11•rr1l•1 Per cent 13.2 0.1 ... . .. . .. . .. 45.3 
.. aufacturlaa Per c1nt 9.5 12. 3 . '. 6.5 . .. 9.1 1.9 
CoHtructloa Per c1nt 3.6 6.0 . . . 6. 7 ... 3.9 1.4 
Otllar Per cent 4t'.O H.6 ' .. 35.0 ... 0.6 2. 1 

Labour force 1913 aUllo11 per1.>111 l. 1 0.2 0.091 0.U53 0.050 0.034 0.022 

Dllplo)'lleat bJ 11ctor latlJ 19101 Per cent .... 
>< 

qr lculture Per CHt 51 •• 33 u 75 H 7 
•a11l111 Per cent l l . '' .. ' ''' . ' . s 
.. Dllhctu' ;q 1'1:- cont 3 7 25 • . ,, 2 3 
CoHtrvctloa Per cent 5 6 n ~ ''' 6 lS 
?Tade l'e':' cent ~ 10 ll 0 ''. 4 u 
fr&Hport Per cent 3 5 ' .. 5 4 10 
rlHllCI Per cant u 2 ... . '. ''' ''' lel'YlCH Per cent 4 l1 31 ll 22 u 

CoH-r price 
hflatloa aao Per cut l2 .1 l•.S lS .9 33.0 11. 2 22.4 17 .o 

1911 Per cent 8.0 11. 2 U.6 20.5 17, 5 U,9 
1912 Per cant s.s 1'0 9. 1 18 '3 6.1 lll. 8 
1913 Per cent 1. 9 6, I 1 '4 16.4 l. ~ 9.3 
l9U Per cent 1 '5 5.3 \2.0 ll .9 LS 
1915 Per cen~ 4.o 3.S 

llCllH&e rate Loc•l currency 
eq11lv1hnt1 

ltl Ill ,. SU wU<t•h> V.tu Tl UU per 
Au1I 

1910 to usa l 0.67' 0' 791 0.830 0. 919 U.29 0.90 l. 139 
1'111 O.oll 0.177 0.870 1.036 81.83 0.81 1.10 
1912 0. 731 0.94: 0.971 l.205 

"' 21 
0.91 l. 017 

1913 0.136 1.00 1.U9 !.539 99.37 0.19 0.902 
1914 0.199 1. 143 l. 21.\ 1.131 99. 23 1.20 0.179 
1915 l.001 l.167 l. •50 2.267 10' '40 1.0 l.•2£/ 

------

•' •l-V1a111t11 pop11l1tlon ~11ly. Ill 1912 d1U. £1 June 1915. 



BASiC INDICATORS 2 
Inter-country comparison of resources 
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BASIC INDICATORS 3 
Inter-co~ntry comparison of fcreign trade, aid and debt indicators 

Papua Soloaon We1tern ladlcator Year Unit New Guinea Flj 1 Ilhnd1 SUIOa Vanuatu Tonga llrlbatl 

l1port1 1915 •illlona USS 116 uss l9J USS 921/ USS 19.411 USS 43. 3~ 1 ~· 6.5£
1 Au1• 13.0 

Prlaclpal aaport It••• 191• •illlon1 illn1l _n__ _lll_ 1!1111 !~•h! b.U _u_ Al!.11 of local Gold (lU.2l, Sugar <110.0), Copra (32.2), Coconut oil Copra (4,300), Coconut oil Fl1h.r)' 
currency copper gold (20.5), fl1hery (20.1). coco- bHf (2,600), ( 6. •>' product• 

(ll4 .2). coconut productl nut craui cocoa <l ,OOOl nnllh (2. 3). 
coffee (18.5), (21.ll. 1011 <l.6), taro (2.ll, de1tc- copra 
(110.7), fhhery 125.l), palll (4.2), COCOI Cited COCO- ( 7 .0)' 
coconut product• oil 111.11 ,, 4) nut (0. 6), knitted 
products (U.2) •anufact.urH clothing, 
(81. 7), cocoa (0.1) 1portlng 
(67.0l, pal• aqulpa1nt 
oil < 75. 7l and hand!-

craft• 13. 7> 

laportl 1985 •i lllona USS 156 USS 400 USS 7911 USS 50.&11 USS 66. 1!!/ T. 41. 7 Aud 13.0 
>< .. jor component• of Percent•&• .... 

.. rcbandl1a i9P0rt1 1914 1har• 

rood •~d related product• u n 16 21!1.I 2ll' 24!!,/ 23 8avaraga1 and tobacco 1 l • 3!1,/ 5t/ 6!1./ s Mlaaral fuel• l8 22 23 11!!.' lOll l6!ll 9 llanuf actura1 32 31 30 35!1..I 3at/ 3)!!.I l4 Macbla•rJ aad traa1port 21 u 2• 21!1' nt' 16!1' )7 

lalaaca of pa,.enta 1984 •ill Iona USS -367 
<currant account> 

us• -26.9 USS 5 USS 0. ~ ... Tl -1.1!1.1 

Nat ovar1aa1 etdl1 1983 •llllona 
of USS 332 .1 32.1 27.5 26.1 27. 0 l8 .0 16.I 

Total a1tarnal 1abt 1914 •illlo111 USS l ,000 USS 317. 5 USS 20. 4!1,I USS 60. s!!.I us• •.9!l' 1* 23. 1!ll 

Debt 1arvlca ratio 1913 Par ceat u.o 1. 3 0.3 11.3 0.1 (debt 1arvlca/e1port1l (H par cant 
of CNP> 

--------------
1' 1914. ~I For 1914. lncludlag re-e1port1. ,._, For 1913. Including roi-azporta. !(/ 1913. 
ti l9P0rt1 claarad for ho-. conauaptloa onlJ. {I Fro• .. •b•r• of DAC, M1•ltllat1ral organl&1tlon1, bll1l1r1l 1ource1 and OPIC. 



BASIC INDICATORS 4 
Inter-country comparison of manufacturing indicators 

Papua Solo90n wa1tar11 

ladlcator Year Unit New Guin•• Flj I l1land1 Saaoa Vanuatu Ton&• &lrlbatl 

... Sa lac tad IU 11l0111 of l 223 ,. 91 . . . ... vatu 612 TS 3.6 

J••r• local currancr (1913) 1191•) (1913) (1911) 

Dlplo,..at la salactad Wllllbar of par1on1 22,116 •l ,O•O l,132 1,060 17S 1, 700 721 

uaufacturla& J••r• (1913) 119Ul (1912) C l91S) 1191•> (1913) (19U) 

Yalu• of uaufacturad Sa lac tad •ill l0111 of USI H.3 12.s 0.2 0.1 o.s 0.007 

nporul' faara (1979) (1982) (1981) (1912) (1912) (1979) 

)( 
.... 

Ibara of ... ufacturad 
••port1li la total Salactad Par cant 1.63 I.OS 2.01 1.os 12 .11 0.03 

nporu J••n 

Of wlcb 
c~ .. ical product• Par cant o.o• 1.52 0.60 0.00 o.u 0.00 

.. c~l••rJ 1ad equlii-eat Pat' cant 0.00 l.92 o. 22 o.oo 0.00 0.00 

Otbar .. aufactur•• Pat' cant l. 59 •.61 1.26 1.os 12. 70 0.03 

Yalu• of uaufacturad Salacu'i •llllon1 of USS 2••·• 219.6 U.3 39.6 2S.7 19.9 1. l 

l11porul' r••r• 11976) (l 982) 11980) (\981) 11982) (1912) (1979) 

Sbar• of uaufacturad 
l11port1l' la total Sa lac tad Per cant S6.2 4S.2 68.6 58 .1 S4.3 U.9 U.2 

l11port1 , .. ,. 
or •icb 

Cb .. tcal product• Par cant s.s 7.3 S.2 S.6 7. 6 6.S s. 7 

.. cbla•rJ aad ••ulpe&Dt Per c.i1t 31. s lS.2 39.2 34.4 lfl.2 U.6 16. 7 

Otbar uauf actur•• 19.2 22.7 24.2 18.l 30.S 27.8 U.I 

•' IITC S-1 la11 (61 • 61). 
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1. REGIONAL OVERVIEW OF INDUSTRIAL DEVELOPMENT: WITH SPECIAL REFERENCE 
TO SELECTED PACIFIC ISLAND STATES 

1.1 The challenge of development 

In the last four decades there has been a variety of approaches within 

the Pacific island economies for promoting economic development. The 

diversity arises froa the various countries• unique resource endowments. The 

nuaber of States achieving independence has increased and eacb State has 

reasserted its distinctiveness in tackling a range of development problems and 

constraints in order to aeet the aspirations of the island peoples. 

Generally, industrial activity has often played only a minor role in the 

development of the island economies of the Pacific region. However, 

increasing interest in the expansion of industrial activities can be noted. 

According to most development plans, industrial development is to be 

integrated with that of the other secto~s. Thus, the exploitation of natural 

resources is to strengthen forward and backward linkages. The utilization of 

their natural resources will require the development of organizational and 

productive skills in the concerned countries. 

In the context of industrial development strategies of the South Pacific 

islands three issues generally arise: the need to diversify economic 

activities, the need to generate additional employment, and the desire to 

increase self- reliance and reduce the islands' dependence on external factors 

and influences. 

DiversifJing the economic structure of the island economies means 

departirg f~om the earlier patterns of development in ""1ich the economy 

depended al1DOst entirely on the primary sector and on exploitation of a small 

range of resources and economic opportunities. The generation of additional 

employment opportunities bas been recognized increasingly as a means for 

achieving a wider distribution of the benefits of economic development through 

increased wage-&arning opportunities and of greater participation by local 

people in the monetized •ector. The desire for increased self-reliance and 

reduced economic dependence has followed largely from the attainment of 

political independence for aany of the island States. The realization of the 
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adverse consequences of the colonia! pattern of externally or!ented 

development and the increasing import dependence of aany island comaunities 

have motivated concerted attempts to assert the islande~s· control over the 

pattern and processes of development and to give priority to domestic 

production to meet local requirements wherever possible. 

1.2 Socio-economic and deaographic features 

The Pacific region encompasses aore than 1,000 islands which mate up some 

twenty political units, of which nine are fully independent, two are largely 

self-governing, seven are dependencies, and the remainder are trust 

territories which have recently attained greater autonoay. 

Three subregional groups of islands are usually distinguished: first 

Micronesian islands of the trust Territory of the Pacific Islands and ~iribati 

to the northwest; second Melanesian ~slands of Papua New Guinea, Solomon 

Islands, Vanuatu, New Caledonia and Fiji to the southwest; and third 

Polynesian Islands of Tuvalu, Tonga, Western Samoa, Tokelau, Niue, Coot 

Islands and French Polynesia to the southeast. Seven of the Pacific island 

States should be properly considered as micro States on account of their very 

small size and populations of less than 25,000. A further ten States ~ave 

populations exceeding 100,000. The largest State in the region is Papua New 

Guinea with a population exceeding three million (some 60 per cent of the 

region's total); only two other States, Fiji and the Solomon Islands, have 

populations exceeding 200,000. Table 1.1 presents basic information on area 

and population characterisitcs of selected Pacific island States. 

While the Pacific islands encompass a variety of environments and a wide 

range of natural resources, almost all share the characteristics of small siz~ 

and isolation. This isolation is apparent at a number of levels. The 

islands, except Papua New Guinea, are remote from the major industrialized and 

developing economies of the Pacific Region so that their trade lints are 

extended and costly to maintain; inevitably their channels of c01Bunication 

are both limited and focused on a very small number of contact points for 

historical reasons. the majority of the islands lie far from the major 

trans-Pacific routes; only Fiji enjoys the advantage of being a staging post, 

particularly for air transport. Most Pacific islands are either overflown or 



Table I. I. Arca and population characteristics of selected Pacific island States, 1Q81 

Population Urban Intent 

.... ,,,,, 1roupln1 I.and ar•a ••• ar•• llu•b•r or Population den1 I tJ Population mortal HJ I.I fa 

(••· Im) c •ooo ••· m> l1hnd1 <•ld-1911) <par •'I· lral (per cent) Cpar l,OO'>l upectancJ 

Pepua •ew Ouln•• 'lt2,140 J,UO "' • 600 3. 011,000 6.6 13 U5 .. 
1!!12!!2 - ;u!,!!!!2 H· l!ill 

Sol-• hhad1 21,no 1,340 6• 236,000 I. 4 9 "" H 

••w Caledoala 19,103 l, 140 lt 10,000 7.5 61 25 .. 
Pljl 11,2·? 1,290 1 • 300 646,000 36 )9 "" 62 

Vaauatu ll,JIO 610 71 Ul,000 10.l 

i!!l! - !.2!12 11. Ila 

fr••c• PolJ•••la 3,265 5,030 uo 150,000 37. 5 59 61 61 &-

V.1t•r• a...,a 2,935 120 s lH ,000 53 n 36 62 

Tru1t T•rrltorl•• l ,133 6,200 l,U2 125,000 61 0 59 61 

lirlbatl 690 3, 550 33 51. 700 13 36 17 s2 

Toa1a 699 700 2 • 169 95 ,000 10 26 60 ~· 
Guu Hl ... 1 U0,000 203 91 22 76 

USilS! HWllR II6IU 

111111 259 390 l 3 1 100 14 21 33 67 

Valli• aad futuaa 255 300 2 11,000 43 . . . ... .. ' 

Coot llh11d1 240 l,130 15 11 ,400 75 27 33 61 

._rlcaa a-a 191 190 l • • 33,000 167 0 20 67 

llorfolt llhad 36 400 l l,900 53 100 . . . ... 
tu·nl11 26 900 9 1,000 307 30 42 59 

Nauru 21 320 1 7,300 333 lOQ 

Tot•hu 10 290 3 1,000 200 

lource1: Aila• Develo1191nt lank, l•Y Indicator• of DeY•loDlna B••b•r s;oyntrl11, 1914; Official National St1tl1tlc1, v1rlou1 
publlcatlona. 
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by-passed by the major transport systems. The islands are so widely 

distributed that they are separated from each other by vast distances. maling 

regional co-operation difficult. Within many of the island countries. 

especially the archipalegic states. the majority of islands which constitute 

the periphery are theaselves remote from t~e centre of their political 

grouping. so that most countries are themselves fragme~ted into distinct 

island COllllunities with strong movements towards greater provincial autonomy. 

Such characteristics add greatly to the difficulties of Government and of 

administration. while high internal transport costs detract from the 

cohesiveness of the domestic market. and constra:n access to export markets 

both regional and extra-regional. 

Most of the independent and self-gowerning island States maintain strong 

commercial and cultural links with Australia and Nev Zealand. Papua Wev 

Guinea and much of Melanesia tend to co-operate with Australia; some smaller 

islands are part of the Australian monetary system. The Polynesian islands to 

the east seek assistance from. New Zealand. Australia and Nev Zealand 

therefore play a major role in the development of the island countries. The 

Pacific Islands are important markets for produce of Australia and Nev 

Zealand. The countries have a significant stake in the trading and 

distribution sectors of the island States. as sources of tourist income and 

entrepreneurs and joint venture partners for island businesses and 

industries. Expatriates from Australia and Wev Zealand play major roles in 

decision-making in public and private sectors in the islands. Australia and 

New Zealand also receive large numbers of emigrating islanders. particularly 

from the micro States. who look for work in their major urban centres. 

Co-operation and commodity exchanges among countries in the region are 

relatively insignificant. 

Conflicts of interest between the island countries and their dependent 

neighbours may arise. as for example has been the case with tuna fishing and 

fish processing where access to the USA market tends to be a key factor in 

many fisheries development programmes. The linkages to different major 

economies have tended to hinder or fragment attempts at regional co-operation 

at political and economic levels. Moreover. many islands' development 

initiatives are influenced by and supported through bilateral technical and 

financial support and aid transfers. 



- 6 -

1.3 The economies and their resource base 

With the exr.eption of Papua New Guinea and Fiji. the majority of the 

islands possess a narrow range and limited quantities of ratural land 

resources so that they lack strong base. in terms of diversity or quantity of 

available raw aaterials, for industrial development. In addition, readily 

Bvailable energy resources are very limited; the majority of the islands rely 

on iaported hydrocarbons; ther~ is, however, a renewable energy potential 

which rea~ins underexploited in many cases. 

The heavy dependence on primary collllOdity exports has made the Pacific 

island countries vulnerable to unpredictable fluctuations in overseas demand 

and world aarket prices; in addition cyclones have regularly destroyed large 

parts of major export crops like sugar cane and coconuts. 

the relatively better performance of the Pacific island economies during 

1984 was largely attributed to high export demand for primary c0111110dities 

which stenmed from the recovery in developed market economy countries. In 

many islaud economies export earnings increased substantially with the rise in 

prices of several colllllOdities. the prospects for the majority of the 

c0111DOdities appear to be gloomy in 1986. For Papua New Guinea and Fiji, the 

price of gold is crucial. With higher volume of output Papua New Guinea is 

expected to counterbalance the low level of c>pper prices. the price of sugar 

remains weak 04 the world market, the price of palm oil is tending to fall by 

15 per cent in 1986. Falling prices of copra and derivatives are expected to 

affect many Pacific isl-nd economies. particularly Solomon Islands and 

Vanuatu. An improvement in the cocoa price in 1986 seems to augur well for a 

few island economies in the Pacific region. Seen over a long period, export 

earnings in the regions are virtually stagnant, and as most countries depend 

heavily on energy and food imports, trade deficits in the region have grown 

considerably. Foreign aid in many cases is essential to balance national 

accounts. 

Although opportunities for manufacturing and processing which would make 

the island countries less dependent on primary connod1ty exports, are limited, 

the resource base o! the islands does offer opportunities. Also, the range of 

technologies and scales of production which are appropriate to this particular 

environment is growing. 
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Table 1.2. GDP/GNP per capita, aid, trade balance and balance of payments, 
selected island States, 1983 and 1984 

Trade C.rreat accouata 
CDP/Clll' ••t OYeraaa• aict'-1 

bala11ce balaace Islaad State U9131 U9131 !19141 
Total Per capita Total Per bead Calllioa. of 

(aillioH of !US dollars> (aillioaa of !US dollars> local curreaciea) 
US dollars> US dollars) 

Cook Ialaada 20 1.310 9.3 534 

Plji 1,200 1,790 32.1 49 U-173. 7 rt-27.6 

(;a- 41d' 4.223)!/ ll.5~/ 693~/ 

liribati 2~' 4-,dl 16.I 265 &S-1.0 &Sl0.4 

Uue 3S/ i.oao~/ 5.6 l.011 

Papaa • .., Cuiaea 2.510 710 332.1 104 IC-4.5 IC-290 

V.aten Sa.oa 100 635 26.1 110 wst-47 .o WS$0.9 

Sol-a hla•d• 160 640 27.5 109 SIU3.0 SI$6.I 

Toa&a .. 904 11.0 lll n-21.o!' Tt-1. 7!/ 

Tnat Territory of 
Pacific lalaada uof' l.030f/ 134.0 193 

Tur ala 3 01 4.2 500 

Vuvata 356&1 27 .o 211 

Soarce: ISCAP, Jco•owlc agd Social Svryer of Afla agd tb• Pacific 1915. la•g!cok. 1916. 

ti ~ ..... ...ii.r covatrlea of OAC, 89ltllat•ral or1aalzatio••. OPIC aad bilateral aovrcea. 
~I Dlclar~d ta1able lacoae for 1913. 
,, l ffO Olll:•. 
fl 1912 detc. 
t/ Pllcal rear elldl .. Jg .. 1913. 
{I Gllr ••tl .. ta1 for 1912. 
&J •l-Y .. aata po,.latloa oelr. 
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Economic development needs to l•l~e the gener~lly verr limited carrying 

capacity of the natural environment of tl,e islanJ r.ountries into account. 

Nauru is an example of an economy now relying completely on a single resource 

(phosphate) which will be exhausted by the early 1990s. Na~ru can pres~bly 

finance a complete shift in economic activities with the financial reserves 

accumulated through phosphate exports - this option is however not available 

to other island economies. On liribati, phosphate reserves are already 

exhausted, and copra and fish exports are now the main sources of foreign 

exchange. Reserve funds ar~~mulated during the phosphate mining period will 

presumably be used for fur,her development and diversification of the economy. 

The smaller islands, particularly the atolls and raised atolls, have very 

limited areas of airicultural land. Their soils have limited potential, 

consisting mainly of sand, ~hells and coral fragments. Consequently these 

islands have only a specialized form of subsistence agriculture with a 

restricted range of crops (coconut, pandanus. taro, arrowroot. bananas and 

bre~~ fruit) and no animal husbandry. Rainfall pattern and water storage 

difficulties make for an uncertain supply of fresh water. Micronesia is 

lar_~ly made up of such islands. On the higher islands of volcanic origin a 

wider range of crops can be grown i~cluding sweet potatoes. yams and some 

vegetables, but the soils are susceptible to leaching out of essential 

nutrients and erosion is likely on cultivated steeper slopes. Kore fertile 

soils are to be found in valleys ar.d on coastal plains. and there the 

~opulation is concentrated and pursues its traditional subsistence 

cultivation. Tonga and Western Samoa are two such islands with well-watered 

fertile $Oils. Yet these islands are p~esently not self-sufficient in food 

production. 

The development uf agricultural production has been constrained by the 

predominant traditional system of subsistence cultivating and land tenure. 

Progress has been made with the dev~lopment of traditional cash crops, chiefly 

ba~anas, copra, cocoa, fruits and vegetables, some of whict are exported, but 

there has been little change in customary culti~ation practices and output 

fluctuates markedly. 

The Cook Islands and Tonga have been able to export some fresh produce to 

take advantage of special market arrangements to New Zealand but there are few 
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regular surpluses suitable for preservation ~r proeeesing. Fiji bas succeeded 

in producing large quantities of cash crops, especi~lly sugar, which for 

historical and cultural reasons bas coae to assume a dOllinating position in 

the econ•>IDJ and its e:ii:port sector. 

On the large~ islands, the cliaate, varjed topograph~. and fertile s~ils 

combine to give auch greater agricultural pot~ntial. Even on tbese islcnds, 

~owever, much of the land area is not suitable for •gricJltut~~ thea• 

proportions are 75 per cent in Papua Nev Guinea, 70 p-.r cent in Tonga, 5~ rer 

cent in Western Samoa and 38 per cent in Fiji. Nevert~elass there e:ii:ists 

con~iderabl~ potential for increased output and self-roliance i£ fo()(f 

product.ion in the long tera. With tbe e~ception of Fiji, ~uoaistence 

cultivation predoainates. Soae cash crops are videlJ grc.vn, notsbly copra. 

bananas, cocoa, fruits and vegetables. In Papua Nev Guinea, Sol.'.)lll!On Islands, 

Vanuatu and Western Samoa there has been some develo(Jllent of plantatioD crops 

including copra, bananas, cocoa and coffee. The pr~duction of COlllllercial 

crops on small-bolder or plantation systema gives rise to local refining or 

pro~essing activities which are normally carried out on a saall scale. 

Despite the limitations of the agricultural sector in the Pacific 

islands, its contribution to GDP is relatively high, as can be seen in 

table 1.3. Only in the case of two countries, liribati and Nauru, where the 

exploitation of mineral deposits predominat~~. is agriculture not the largest 

source of GDP. However, as stated above, phosphate resources in liribati are 

now almost exhausted. Papua Nev Guinea possesses cubstantial mineral 

resources of which copper and gold are already being mined on a large scale 

through 'enclave type' projects. These large-scale projects are heavily 

dependent on external resources, including technology, managerial and 

production skills, capital equipment and investment funds. theJ are entirely 

oriented towards major international markets and are relativelJ veaklJ 

integrated with the local econoay. Their aajor economic iapact bas been 

through construction activity during the development phase but they have 

stimulated few related secondary activiti&s. Elsewhere in the region mineral 

deposits have been located in the Solomon Islands, Vanuatu and Fiji, but 

co1111ercial development has rarely been possible on any major scale. 

Each of the larger islands in the region po•sesses some forest 

resources. These are greatest in Melanesia where the ~1im•x vegetation is 
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tropical hardwood forest; substantial coaaercial reserves exist in Papua Nev 

Guinea and the Solomon Islands. V1nuatu, Fiji, Tonga and Western Saaoa all 

have aore liaited forest resources but tt~se are nov being aanaged 11<>re 

~arefullJ vith replanting progr..aes (in the case of Fiji vith the 

introduction of quick-growing softwoods) in order to achieve ~ greater measure 

of self-reliance in wood and wood products. In Papua Nev Guinea and the 

Solomon Islands extensive logging of vell-knovn species takes place. There is 

also considerable potential for exploiting lesser known species. provided 

export markets can he persuaded as to their value. While both countries still 

export logs, there is soae movement towards the preparation of savn timber and 

the manuf&cture of wood products; the former ~rovides significant opportunities 

for smaller processing operations. This can contribute towards increasing the 

local generation of value added and eaployaent. Such industrial activities 

are well suited to the islands economies. their low skill and technology 

requirements making for 'ease of entry' by local entrepreneurs. Elsewhere in 

the region the smaller islands have no timber resources other than coconnt 

s~eas; however the development of appropriate production technologies has 

allowed the establishment of small-scale processing plants in some localities 

vbere there is sufficient demand for wood products. 

Country 

table 1.3. Sectoral contribution to real GDP in selected 
Pacific island States, 1977-84 (selected years) 

(percentage) 

Mining And llanufac- Construe-
Agriculture Quarrying tu ring ti on 

Papua •~w Guinea 33.7 13.2 9.5 3.6 
(1980) 

Fiji 24.3 0.1 12.3 6.0 
(1984) 

Western Suioa 51.7 2.8 6.7 
(1978) 

Tonga 41.5 0.5 5.0 3.9 
(1983) 

lirlbati 19.7 45.3 1.9 8.4 
(1977) 

Source: ~fficial National Statistics. 

I I I 11 11 

Other 

40.\) 

57.6 

38.8 

49.1 

24. 7 

-I 
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Prospect• for the development of •arine resources are also considerable. 

in particular following UNCLOS III (the United Nations Convention of the Lav 

oi the Sea}. The principle of jurisdiction ~ver coastal waters up to a liait 
. 1/ 

of 200 ailes (EEZ}. wtic~ is now g~nerallJ recognizea bJ manJ countries.-

provides island econoaies with a verJ significant extension of their natural 

resource base. Recently ~iribati signed an agreeaent allovint the Russians to 

fish in its waters. Nev negotiations towards peraitting other countries to 

fish in the island St~tes• waters are under way. the islands are asking for 

proper coapensation ior fishing rights. For all the saaller islands and many 

of the larger ones, the sea bas long been used as suppleaentarJ source of 

food. the contribution of fish to exports or domestic value added however is 

in aost cases verJ aodest, and fishery resources of the re&ion as a whole 

reaain underexploited. Fishing is carried out within the lagoons and offshore 

on an •artisan• basis, with well-developed customs governing rights and the 

sharing of tue wort involved as well as the catch. In the larger islands such 

as Papua Nev Guinea, Solomon Islands and Vanuatu attempts are being made to 

organize these coastal fisheries Nith the :onstruction of facilities for 

storage, processing and better distribution. In some islands inshore fishery 

resources have been overexploited and a aore balanced progrSDae of development 

to exploit offshore pelagic species is required. thus far there bas been 

relatively little processing of fish in the islands; much is exported frozen 

and only tuna is processed for export in the Solomon Islands and American 

Saaoa. The tey to increased processing is market access. especially to Japan 

and the USA. but as unprocessed tuna enjoys preferential access over canned 

tuna. the aajority is canned in the USA or Japan. the main difficultJ with 

fisheries development progrUllll8s is the scale of investment and organization 

required to support even a modest processing facility and the need to ensure 

access to distant markets. In most cases joint ventures are necessary to 

provide the required external inputs and such projects tend to have few direct 

linkages with the local economy. 

Throughout the Pacific there is an abundance of opportunities for novel 

industrial projects based on marine resources in the following areas: 

exploiting the potential for mariculture/aquaculture development; 

iaproving c01Dercial seafood processing and distribution; 

l/ The Law of the Sea Treaty. however, is not yet international law and will 
only become so when 60 countries ratify it. So far only 26 countries have 
signed the Treaty. 

111 I 
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promoting fishery gear/technology iaproveaent and development; 

strengthening co-operatives for boat building/repair facilities; 

introd~cing industrial uses of aarine plants for pharmaceutical and 
cheaical production; 

proaoting utilization of fish skin (particularly shark and eel) for 
leather industr1 developaent as a by-product of fish processing; 

promoting co~tage industry production using local materials such as 
shell buttons, ornaaental uses, etc.; and 

enhancing coral reef exploitation, aanageaent and environaental 
protection for construction industries. 

International co-operation and national action for enhanced utilization 

of aarine rescurces for industrial developmient may usefully be ini~iated in 

the above areas and followed up by aultilateral and bilateral technical 

assistance and investaent co-operation. 

Other marine resources with long-term development potential include 

hydrocarbons, manganese nodules, phosphate and heavy mineral deposits in 

drowned shore lines. In aost cases the exploitation of such resources is at 

the limits of current mining technologies and is normally beyond the financial 

and development capabilities of al.most all the islands unless there is major 

participation by external interests. While these areas are ecologically 

f~agile and the possibly high environaental costs of seabed exploitation 

should be kept in mind, it is Wl>rthwbile to examine the extent to which seabed 

industries can stiaulate forward and baclcward linkages and demand in the 

island econoaies. Such activities tend to foster supporting tertiary 

activities in the isl~nds. Moreover, there is need for improving development 

techniques for surveying an' assessing marine resources in EEZs and for the 

development of alternative ocean-based energy sources. 

Finally, mention aust be aade of the hwr:.an potential (s~e Table 1.4). In 

some of the island countries, such as Papua New Guinea and the Solomon 

Islands, a significant proportion of the ~~Julation r811&ins largely outside 

the monetized se~tor, but with the drift towards the urban centres, especially 

in the small States, the share of wage labour has grown substantially. 

However migration in search of work is a characteristic of almost all island 

c01DUnities, with some smaller islands having their overall population growth 

restrained by long-distance migration to the industrialized countries of the 

Pacific Rim. Virtually all island countries are short of skilled manpower, 



Countrr 

Papua Mev Guinea 
(1976) 

Fiji 
(1980) 

Sola.on Islands 
(1979) 

Western Saaoa 
(1976) 

Vanuatu 
(1976) 

Table 1.4. Distribution of non-agricultural employment in selected 
Paci! ic island States \976-80 (selected years) 

(percentage) 

Manufacturing Government 
Mining and Utilities Con•truction Tran•port Trade Finance Service• 

4.3 10.9 7.1 7 .9 22.3 . . . 45. 3 

l.2 21.5 11. 7 10.3 17.8 5.7 31.8 

6.2 U.4 11.5 11.0 114. 3 1. '4 45. '4 

. . . 7 .9 12.2 13.8 16.2 2.2 '4 7. 7 

... 3.8 6.3 5.0 18.8 3.8 50.0 

Source: Official National Stati1tic1. 

total 
Other (. 000) 

... 167.I& 

I 

76.8 -... w 

... 12.9 

... 14.9 

12.5 8.4 
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especially t~chnical and managerial personnel vith practical experience. 

Annual output from the regions' training institutions is relatively small and 

there have been significant losses thr, 1gh emigration, high dropout rates, and 

inadequate incentives to acquire key stills. At the saae time the continued 

reliance on expatriates limits the extent to which islanders can fill policy 

and decision-mating posts. Minimum vage legislation often leads to high vage 

levels, which maintains the distinctions between urban and rural working 

conditions and deters entrepreneurs from establishing secondary acti~ities. 

Tertiary activities in services, transport or construction are much preferred 

by local investors largely because of greater certainty of demand. At the 

saae time population growth rates and increasing unemployment in the main 

urban centres have created almost unresistable pressl!re for employment 

creation particularly in some of the smaller States. A number of island 

Governments have been looting to secondary economic activities to meet this 

pressing need. This bas occurred at the saae time as planners have been 

seeking a more balanced pattern of development with greater forward and 

backward linkages within the island economies, and as Governments have sought 

to restrain the islands' propensity to import as well as to diversify their 

export capabilities. 

1.4 The industrial base 

While fev of the Pacific islands have a well diversified resource base 

for industrial development, most of the larger islands have seen the growth of 

an industrial sector in response to the availability of resources, and 

domestic markets. Furthermore most Governments are now actively seeking to 

accelerate the pace of industrial growth so as to achieve a more balanced and 

integrated pattern of development in the island economies. Thus far however, 

throughout the islands the size of manufacturing activity has been very small 

in both absolute and relative terms. Table 1.3 provides some perspective on 

the contribution of m!l.nufacturing to GDP; only in Papua New Guinea and Fiji is 

this of some significance. In employment terms manufacturing accounts for 

only a small proportion of the •4ork force, within the monetized sector. Total 

employm~nt in manufacturing within the Pacific region was estimated at 37,000 

in the late 1970s. The overwhelming majority of employment is in small- or 

medium-scale enterprises but generally speaking there is little 'informal' 

-----------------------------------------------
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activitJ in the island economies. It appears that in the earlJ 1980s around 

1,000 persons we~e emploJed in manuf~cturing non-resource-based products for 

export. The lack of informal enterprises is the result of a predominance of 

the subsistence sector and the absence of the extremes of povertJ in the 

islands; it is also accounted for by the lack of prcduction stills outside the 

formal sector and the low level of participation of indigenous people i~ 

entrepreneurial activity. The foc-aal sector dominates cOllllllerce and tr~ding, 

although in some islands specialized trading e.ctivities arc the preserve of 

co-operatives, as in the Sololll<>n Islands. and service activities have ~roved 

much lllOre ~ttractive for local investment th•~ manufacturing. 

In the five larger island countries, in t~e early 1980s, t~~ largest 

single manufacturing branch was food, beverages and totacco, accounting for 

39 per cent of •anufacturing eaployaent; wood anJ wood products was the second 

largest accounting for 24 per cent, and fabricated metals was third with 

18 per cent. Other sub-sectors such as textiles, paper and chemicals were 

very small. It was estimated that 78 per cent of output was oriented towards 

the domestic markets {in the main substituting for imports), 10 per cent of 

output was the processing of indigenous natural resources, and only 3 per cent 

of output involved the processing of imported raw materials for re-exp~rt. 

The dominance of domestically oriented production is perhaps not as surp~ising 

as it first appears: the perishability of some food products, local tastes 

and preferences, customized production, high transportation costs and 

difficulties cf supply are all factors whic~ wort in favour of local, small

scale prod~ction. Counter-forces include diseconomies of scale, limited 

technical stills and 's~~vice' industries, high cost of imported inputs/ 

components, the open nature of lDOSt island economies, and awareness of branded 

imported goods. Fiji is the island economy where import-substitution 

industries are most widely JevP.loped. They include a wide range of construc

tion materials, wood and metal working, consamer goods, and food processing 

industries, including some based on imported raw materials. These activities 

have develcped under the combined enterprise of the Indian i111Digrant co111Dunity 

and a long standing policy of 'infant' industry protection by the Government; 

the~e factors however are beginning to play a less important role. 

the processing of local raw materials, particularly renewable resources, 

has increased significantly in the island economies in the last decade. These 
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activities have ~een a response to the increased exploitation of natural 

resources by the primary sector, offering additional employment opportunities 

snd significant increases in value added prior to export. I~ terms of 

technology these activities are not very demanding and often have smaller 

scale production options. In aost cases the procurement of supplies and the 

aarketing of ouput require careful organization, because of competition in 

international markets, which also exert considerable pressure on production 

costs. Processing of coconut oil, sugar, dessicated coconut and coconut 

creaa, tropical fruits and fish are in the main oriented to distant 

international aarkets. Timber processing in contrast is often oriented to 

doaestic markets in the smaller islands but Papua Nev Guinea and the Solomon 

Islands have quite large export-oriented forest industries. In aany of the 

islands the processing of indigenous raw aaterials is reserved for the 

islanders themselves but foreign interests are ai.ost always involved in 

investaent, production and aarketing arrangements. 

The low level of ~rocessing of imported raw materials for export markets 

is largely a aeasure of the lack of competitiv•ness of island producers in 

fiercely competitive markets. There is some proo~ction for export to 

neighbouring islands; Fij~ and Western Samoa have been able to exploit their 

geographic situation for a limited rang~ of consumer goods and construction 

materials but inter-island trade is hampered by transport constraints. Some 

special incentives and preferential schemes have fostered product:on, of 

garments for example, in some of the Polynesian islands destined for Australia 

and N~v Zealand but often these involve expatriate interests with ties in 

those markets. Thus, the Rev Zealand Pacific Islands Industrial Development 

Scheme CPIIDS) and the Australian Development Assistance Bureau CADAB) Scheme 

in essence encourage foreign investment by entrepreneurs from these countries 

rather than the generation of entrepreneurship and investment in the Pacific 

island States themscl~es. 

The •~ale of the indu•trial production in the island economies has 

remained limited. It has also been confined to employing and servicing a 

small section of the population. With the exception of a number of plants 

processing local raw mat~rials, the majority of enterprises have located in 

the larger urban centres giving them access to the available infrastructure, 

especially electricity, and to the local transportation and distribution 
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system for the iaport of their requirements and the distribution of output. 

The sP-nsitivity of saaller enterprises to the availability of urban services 

is acute; in many of the islands financial and trade services, such as they 

are, are limited to one or two centres. The market orientation of many of the 

saaller enterprises also reinforces this tendency. In addition local 

participation in entrepreneurial activity is inhibited by lack of business 

training and experience and the difficulty in raising equity capital. Local 

savings tend to be limited and as y~t fev aeasures have heen taken to mobilize 

these for investaent in industry. In several countries howe··er provident 

funds or trusts have been established to provide some indirect local 

participation in industrial ventures on behalf of the indigenous population. 

1.5 Policies and measures for industrial devP.lop!!!nt 

Alaost all the island countries of the Pacific region have atteapted to 

establish a planning fraaevork for the design and iaplementation of their 

development policies. These vary considerably in design but aost are centered 

on very similar objectives. Typically these are: 

to strengthen and diversify the econoaic base of the nation so as to 
increase living standards; 

to promote more equitable distribution of the benefits of development; 

to ensure that opportunity for productive and rewarding social or 
economic activity is widely available; 

to increase economic independence and self-reliance; and 

to encourage resource identification and exploitation. 

In recent strategies, decentralization and development of the more rural, 

outer islands have also been emphasized. The role of the aanufacturing sector 

is seen primarily in terms of the creation of eaploywaent opportunities, 

processing of raw materials to increase value added and contribution to export 

revenues. Generally manufacturing production targets outlined in the plans 

are modest and this sector follows agriculture, fisheries, ainerels and 

forestry in terms of allocation of development resources. In most cases, the 

execution of development projects is strongly dependent on foreign aid. 



- 18 -

Aaongst the island countries Papua Nev Guinea, Solomon Islands and 

Vanuatu have a wider range of natural resources and have placed little 

~mphasis so far on industrial development. The small-scale aanufacturing 

sector has received priority however with a view to increasing local 

participation; some activities are therefore reser~~d for nationals, 

especially the processing of indigenous rav materials, and foreign investaent 

is not encouraged. Papua Nev Guinea has a policy of not subsidizing foreign 

investment in the econoay which it prefers to restrict to large enclave 

projects on a joint venture basis. Soae supportive aeasures have been taken 

to help develop local enterprise including the supply of financial assistance 

but the main iapleaenting agencies are at the provincial level in both Papua 

Nev Guinea and the Solomon Islands. Fiji in contrast has instituted a whole 

series of industrial proaotion aeasures aimed at fostering the growth of 

iaport-substitution industries for which unple protective measures have also 

been introduced. Fiji has as a result the largest and most diversified 

manufacturing sector with some special characteristics, including a pattern of 

horizontal diversification and considerable surplus capacity. Fiji has also 

gone furthest in providing industrial infrastructure, including industrial 

premises and estates. More recently there have been moves to reduce 

protective barriers to imports to make domestic industry more efficient and 

competitive. Greater priority has been given to processing iddustries based 

on locally available rav materials, as well as to industries producing inputs 

required by the primary and other sectors. The chief instrument of control 

licensing within the industrial sector is production and investment. 

Of the smaller islands, Tonga and Western Samoa have recently taken steps 

to encourage industrial development to help generate emploJlll8nt opportunities 

and to contribute to the growth and diversification of exports. In both cases 

industrial estates have been constructed, for smaller-scale enterprises io 

Tonga while Western Samoa bas provided for medium-scale activities. Both 

strategies seek to exploit the potential for agro-based industries, including 

the processing of fruits and vegetables and of coconut products. Both 

countries have with some success encouraged foreign investors, particularly on 

a joint venture basis. 

At the wider level, island Governments have pursued open trading policies 

with relatively little use of tariffs or quotas which would inhibit 
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co.petition from imports. Onlf Fiji bas developed a aore protectionist stance 

over a long tena and considerable distortions in tenas of effici~ncf and 

pattern of investment have resulted. Exchange rate policies have been little 

used to support industrial developaent. Some smaller islands do not have this 

option. being part of the Australian or New Zealand currencf areas. Elsewhere 

aeasures have rarelf been adopted to achieve appropriate exchange rate 

adjustaents. Adjustments for island countries however are not easf because of 

the need to contain inflationarf pressure. Soae- tax incentives are given to 

encourage industrial enterprises but the iapact of these is .. rginal. 

Opportunities for technical assistance in support of industrial 

developaent in the Pacific Region are constrained bf the above-mentioned 

regional characteristics as well as bf the liaited aanpover and resources of 

Governments and their developaent agencies. In order to achieve industrial 

development aiJRS. approaches to the deliverf of technical assistance in the 

Pacific region could go be1ond the provision of individual long-tera experts 

and the execution of in-depth studies. Kore practical methods of training 

officials and entrepreneurs need to be developed. including their exposure to 

methods of work in other countries or regions perhaps over longer periods 

through secondments as well as through study tours. Kore appropriate training 

materials also need to be developed and adjusted to local needs and 

circumstances and the awareness of the role of and potential for manufacturing 

should be strengthened. Experts specializing in policy. technical and 

managerial aspects at sectoral or product levels should be available in teaas. 

if necessary. to Governments and development agencies, drawing on regional and 

developing country expertise wherever possible. 

Prospects for the manufacturing sector in the region depend to a large 

extent on the progress which can be made in the areas of regional co-operation 

and exploitation of marine resources. Although the markets and the 

manufacturing sectors of the individual countries are small, co-operation 

could provide a threshold beyond which a wider range of economic activities 

would be profitable. and to prevent duplication. The constraint placed on 

industrial development by the limited availability of land resources in most 

of the countries can be overcome through a more extensive, rational 

exploitation of marine resources. Given the wide range of issues relating to 

marine resources and their costs of exploitation, regional co-operation in 

this field could prove useful. 
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1.6 ~-!ial probleas of aicro States 

Within the South Pacific regi~n there are seven sicro States. defined as 

having a population of less than 25.000 and a surface land area of less than 

500 sq. ta. In these countries Governaents and developaent agencies face 

rather aore difficult conditions for industrial develo~nt than elsewhere in 

the region as a consequence of the following characteristics: 

saall populations; 

liaited natural land resources; 

absence of econoaies of scale; 

isolation froa world aarkets. yet with open econoaies dependent on the 
world trade systea; 

liaited opportunities for eaploraent or development; 

priaary production of one or two agricultural cOllllOdities which are 
subject to severe pr;ce fluctuations; 

little industrial activity or development; 

high population densities; and 

lov levels of training and other basic human services. 

Kicro States therefore tend to become dependent on the aajor regional 

powers for financial resources and technical expertise to carry out their 

developaent progrUllles. Further recurrent expenditures are often supported by 

bil•teral assistance and policy aaking and implementation are inevitably 

heavily circumscribed. In teras of industrial development the very liaited 

doaestic aarket opportunities can support only very saall-sr.ale, lov 

technology activities using local rav materials since such economies possess 

fev comparative advantages vis-a-vis the larger external or regional aartets 

vitb which they are linked. There is very little in the vay of private sector 

initiative or enterprise vith access to sufficient resources to balance the 

public sectors. Inevitably the public sector tends to dominate not only in 

essential services but also in some cases trading and distribution, and 

consequently the public sector assumes roles and responsibilities which it is 

not alva1s vell equipped to fulfill. Industrial enterprise in the aicro 

States faces an overvbelainglJ hostile environment unless special 
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circuastances create special aarket opportunities and special assistance is 

available to facilitate the supplJ of inputs. 

1.7 Industrial investaent opportunities 

Industrial investaent opportunities varJ among the Pacific island 

econ011ies, ranging frOll Papua Nev Guinea - where man~facturing accounta for 

about 10 per cent of GDP and the countr1•s aineral and natural resource 

endCH11aents offer greater scope for industrial expansion - to countries such as 

Coot Islands and Nauru - where aanufacturing activities are extremelJ 

liaited. Pacific island countries are trJing to expand their aanufacturing 

sectors especiallJ bJ encouraging saall aanuf&cturing industries with the help 

of foreign capitsl. 

A joint ISCAP/ADB/SP!C industrial surveJ of the South Pacific atteapted 

to outline industrial profiles for each island State. In the industrial 

profile for Papua Nev Guinea alcohol froa sago palm, integrated wood 

processing and cocoa liquor are the industries suggested. The survey suggests 

that prioritJ could be accorded to pol.JPrOpJlene bags and refinery automotive 

lubricating oil in Fiji. The demand for polJpropylene bags is expected to be 

around 4.5 million per fear. The production is intended for coping with the 

requirements of industries producing fertilizers, flour, sugar and fe~. 

Industrial profile for Solomon Islands explores the feasibilitJ of building 

boats and manufacturing educational toys and paint. For Western S;.aoa, 

ausbrooa produr.tion is suggested as a potential candidate. Juic~ essential 

oil from limes, agricultural bandtools and nails are the products rec011aended 

for Vanuatu. The production of tapa kit appears to be a ~..,.lsing 

aanufacturing actjvity in Tonga due to a vell developed 9U$eum sbop sales 

media. The industrial survey suggested the production of twist tobacco 

factory and the cabin stJle biscuits in liribati. 

?be island economies have a natural advantage in import substitution in 

many product areas due to: perisbability of food products; the high transport 

cost of coapeting goods, such as soft drinks, concrete blocks and corrugated 

iron; production adapted to local tastes, as in the case of some foods and 

apparel; the importance of adaptability to client requirements, as in much 
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aetal fabrication and sawailling. All these factors act to the advantage of 

lucal producers. 

The processing of local aaterials for export is one of the more obvious 

manufacturing opportunities. On the basis of data av~ilabl~ for selected 

larger island States, the largest single sector is fJod, beverabes and 

tobacco. The next most iaportant is wood and woe~ products, follo~ed by 

fabricated aetal products. The other sectors such as textiles, paper products 

and cheaicals are as yet very saall. 

Promising product areas 

An inquiry into the possible product areas seems worthy of further 

investigation. Production of coconut oil is already being undertaken in a 

number of island States. There is considerable scope for further processing 

by fractionation into fatty acids and glycerol. and by refining into soap and 

vegetable oils (palm. palm kernel). Trends in market demand point towards 

increased processing of oil rather than crude oils. The major advantaies of 

further processing accrues from possible further downstream manufacturing 

activities with both domestic and export market implications. the high value 

of processed products could mc.~e effectively counteract the disadvantages of 

high freight rates and fluctuations in coamodity prices. The products include 

soap and detergents, margarine Cstearin), cooking oil, ghee Cvanaspati), 

glycerine and its derivatives (including various industrial chemicals and 

explosives), indu•trial lubricants, fatty acid resins and yeasts Ca basic 

input for food aanufacture>. ice cream, confectionery, interproofing agents 

and waxes (candles, crayons, etc.). 

Other industrial opportunities are also based on diversified primary 

production which include chocolates from cocoa liquor, activated carbon from 

small charcoal processers and various chemical and allied products from 

starches and alcohol produced from a variety of root and other crops. 

The most co11110n resource in the island Sta~es is fish. It is also the 

one most in need of concerted action. The level of indigenous exploitation of 

the fish resources in Pacific islan~ countries is generally very low. Only in 

two countries has local offshore exploitation been processed by the two 
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canneries at Pago Pago. What is urgently required for the region is a 

co-ordinated policy on all aspects of offshore fishing and processing. 

An Investors' Forum for the South Pacific Region was organized by UNIDO 

in Suva, Fiji, in November 1984, with the prime objective of discussing 

industrial investment opportunities in the Pacific island States. A total of 

109 projec~s :n 8 Pacific island countries vas presente~ at the Forum, oF 

which f~od and beverages industries represented 28.4 per cent (31 projects), 

textiles, leatner and footwear accounted for 15.6 per cent (17 projects), 

industrial ch•?micals and other chemical products constituted 9.2 per cent 

(10 projects), and metal products and non-electrical machinery accounted for 

17.5 per cent (19 projects). The reaaining projects were divided aaongst 

various industrial sectors. Table 1.5 presents the list of industrial 

projects presented to and discussed during the Forum. In early 1985, 28 

companies from 13 countries, which were not present at the Forua, have 

expressed their interest in 108 projects in the Pacific isl~nd States, as 
shown in Table 1.6. 

Countries which are geographically more strategically situated in the 

Pacific, with relatively easy access to the markets of Australia, Japan, Nev 

Zealand and the United States, as well as those which enjoy favourable trade 

agreements through the South Pacific Regional Trade and Econoaic Co-operation 
l/ 

Agreement CSPARTECA)- are potentially capable of attracting investment into 

export-oriented industries. Australia and Nev Zealand have created 

preferential access conditions to their markets for proJucts froa the island 

member countries of South Pacific Bureau for Economic Co-operation (SPEC). 

They have also received stimulus from the operation of the lew Zealand Pacific 

Island Industrial Development Scheme CPIIDS). 

Towards international and regional co-operation in industria1 development: 

Both New Zealand and Australia have initiated a number of novel 

development assistance measures to facilitate the process of in ~•trial 

11 Under the revised prov1s1ons of SPARTECA exports of finished products to 
Australia and Nev Zealand must contain a minimum of 25 per cent of inpu~s 
of Australian or Nev Zealand origin. For details, see SPEC, Trade and 
Industry Scene, January 1986. 
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Table 1.6. Country-vise list of companies interested in industrial 
projects in selected Pacific island States, January 1985 

~ountrJ 

Australia 

Sweden 

Japan 

F.R.Cerman1 

India 

Sir.~apore 

Yugoslavia 

ItalJ 

MalaJsia 

Belgium 

Romania 

Number of 
companies 

9 

l 

l 

l 

4 

l 

l 

5 

1 

l 

l 

United Kingdom 1 

Nev Zealand 1 

Total 28 

Source: UNIDO. 

FIJ = Fiji 
PNC = Papua New Guinea 

Number of projects interested in 
FIJ PNC SAK SOL TON VAR KIR TUV Total 

4 6 6 3 2 3 1 25 

3 1 l 2 l 14 

l l 2 

l 5 2 j l l l l 15 

4 2 l l l l 10 

l l 

4 l l 6 

5 5 l 11 

l 3 2 l 1 l 9 

l l 

2 1 2 l 12 

1 l 

1 l 

26 39 12 12 4 8 4 1 108 

SAM = Western Samoa TON = Tonga KIR = Kiribati 
SOL = Solomon Islands VAii = Vanuatu TUV = Tuvalu 

promotion. New Zealand encourages the promotion of joint ventures with New 

Zealand partners. Under PIIDS the driving force of most projects is an 

expatriate. Usually, New Zealand equitJ is high. The PIIDS acts as an 

important source of financial assistance for small industrJ development. 

The Australian Development Assistance Bureau (ADAB) Scheme is ·,ased on a 

perception that shortages of local equity is a major deterrent to new business 

and appears to be designed to provide public sector equity for !ustralian 

investment in the islands, with the overriding consideration for promoting 

Australian equity involvement. 

The economics of regional co-operatioh 'n input production appears to be 

significant when compared with the costs of freight within the region relative 
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to costs of f~eigbt from major sup~liers. Kajor iaported inputs are 

fertilizers and animal feed. glass and various metal containers and other 

packaging materials. steel. cellk.nt and timber in some countries. Various 

cbeaicals. sugar and salt are also imported. Kacbinery and implements ranging 

froa band tools to aore sophisticated equipment are other imported inpu~s. 

Within the region lies a aajor source of fertilizers in the forr... of phosphates 

froa Nauru. Deposits reaaining on Banaba in ~iribati could warrant coamercial 

extraction and represent a source of low cost fertilizers for the region. 

Better use of local cement resources could reduce the overall regional import 

bill. Papua Nev Guinea and Fiji could produce more packaging products and 

meet the deaand for these products in other islands. There is significant 

scope for import substitution Con regional basis} in many products. Selective 

trade liberalization. industrial compleaentation schemes and "package deal 

agreeaents" would be vital for achieving import substitution on a regional 

basis. 

An initiative towards obtaining aid and trade incentives from Japan and 

the USA. similar to t~e Caribbean Basin Initiative (CBI) which provides duty 

free access to the US market for most goods produced and assembled in the 

Caribbean. would be beneficial to the Pacific island economies. Trade 

agreeaents at preferential terms could help overcome the main obstacles to 

industrial development. 

Role of regional organizations 

Econoaic C9111ission for Asia and the Pacific CESCAP) acts as a forum for 

the island economies in the Pacific region, as a source of information, as a 

research facility, and increasingly in the 19PO~ as a provider of technical 

assistance for particular projects, with special emphasis on the tormulati~~ 

of regional and national policies. ESCAP has its regional office in Vanuatu. 

Asian Development Bank CADB) co-operates with international and regional 

organ\zations active in the region and provides assistance and loans to member 

countries. It also acts as a ch~nnel for regional assistance. 

The COR19nveallh Heads of Government Regional Meeting (CHOGRK) II, ~eld in 

Nev Delhi in October 1980, set up the CHOGRM Working Group on industry. The 

I I I II I 
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Group bas been attempting to promote industrial development in the island 

States. The Group with the assistance of IDU (CFTC) assisted member 

countries, particularly the small island countries of the Region, on 

information of industrial/investment guidelines, entrepreneurial development 

and provided technical facilities through various workshop/seminars, 

preparation of notes, documents, etc. Technological information facilities 

were also provided tbrour,h bilateral and regional exchanges for priority 

industrial sectors. Exposure visits/training were arranged in member 

countries for the benefit of the entrepreneurs from island countries which 

helped them in the implementation of industrial projects and improvement of 
1/ 

their technologies.-

The South Pacific Conmission (SPC) was established by an agreement in 

Canberra, Australia, by Governments of Australia, France, the Netherlands, New 

Zealand, the United Kingdom, and the USA in February 1947, effective from July 

1948. It provides training and assistance in social, economic and cultural 

fields to the countries of the region. 

The South Pacific Forum is a gathering of Heads of Governments of the 

independent and self-governing States of the South Pacific region. It 

provides an opportanity for informal discussions to be held on a wide range of 

connon issues and proulecs and meets annually or when issues require urgent 

action. 

The South Pacific Bureau for Zcon~mic Co-operation (SPEC) was established 

by an agreement signed on 17 April 1973 at the third meeting of the South 

Pacific Forum in Apia, Western Samoa. It is an inter-governmental regional 

organization !ocated in Suva, Fiji. The purpose of the Bureau is to 

facilitat~ continuing co-operation and consultation between members on trade, 

!/ A list of activities undertaken by the CHOGRM Working Group on industry 
during 1981-85 is presented in Appendix 1.8. For a country-wise list of 
identified projects for which feasibility studies conducted and action 
plans prepared during 1981-85 under the auspices of Industrial Development 
Unit <IDU) of the Coan~rwealth Fund for Technical Co-operation (CFTC), see 
Apper.dix l.C. 
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economic development. transport. tourism and other related matters. There are 

several associated and affiliated organizations. such as Pacific Forum Line. 

South Pacific Forum Fisheries Agency. The South Pacific Trade Conmission and 

other organizations. 

UNIDO assistance at the regional level: 

One of the co11111on problems in the developing countries of the Pacific is 

the translation of broad objectives into specific project proposals within the 

framework of technical assistance and the preparation of specific ~~oposals 

based on a thorough assessment of resources and market opportunities. 

Enterprise development is ~nother crucial area requiring external assistance. 

The small-scale industrial development project ini~iated by UNIDC.' at the 

regional level aims at assisting in the actual setting-up of new enterprisP.s 

through feasibility studies. joint endeavours. inter-count~y co-operation in 

training and practical management. 

In addition to the regional project on SID311-scale industry. the 

following projects (in the pipe-line) are expected to provide advice and 

technical inputs to industrial enterprises: 

(1) Organization of a regional workshop in evaluation and project 
preparation. in 1986 

(2) Organization of a regional workshop for enterprise, in the 
wood-processing industry. with emphasis on joinery industries, in 
1986 

(3) Organization of a regional workshop on management and enterprise 
efficiency. in 1987. 

Bolh Australia and Nev Zealand are supporting the efforts of UNIDO to 

identify viable projects in the developing countries of the Pacific. these 

countries could usefully co-operate vith UNIDO in various fields of industry. 
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Appendix l.A: Selected Pccifi~ island States' lleabersbip in 
r~gional ursar.izations, 1985 

Regional 
rganization~ ADB CHOGR!I ES CAP SPC 

Papua New Guine~ :It * * * 
Fiji * 1l * * 
Soloaon Islands * * :It * 
Western Samoa * * * * 
Vanuatu ._, 

* * * 
tong a * * * * 
Kiribati • * * * 
Th~ Federated States 

of Klcronesia * 
Cook Islands • * * 

lolauru * * 

lfiue * * 
Tuvalu * * 

-·-
Source: The E1'ropa_Jear Boot, 1985. 

SPEC 

• 

* 

• 
• 

* 

* 
• 

* 

* 

* 

• 
• 

Xote: The star symbol (*) indicates country's membership in the respect!:;re 
organization. 
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Appen~ix 1.8: List of ~ctivities undertaken by tbe CHOGRI! Working 
Group on industry, 1981-85 

l. Preparation of Country Profiles with particular reference to 
industrial developmert in 10 small island countries in the 
Pacific and Asia. 

2. A paper on Industrial Development and poss ibl.:> ,1prortunf ties :'.n 
the smdll island countries of SG~th Pacific. 

1. ldt•:ttlfh~atl.1n ,1f pc1sslhlt>/viahl1• rroj1•cts In rh1• sm;1ll lsbnd 
countries for which IOU (CFTC) carried out detailed feasibility 
studies and prepared action plans. 

4. Preparation '>f brochure on -Investment Guidelint?s of 
manufacturing industries in CHOGRK Region-. 

5. A workshop on "Coconut based Industrit?s- - organised in Port 
Hore shy. 

f,. A residential workshop on -small F.nt..-rprist? Dev~l0pmenc·· -
orr,."ln!sed In Sydn.•y. 

7. A sesinar on Development of "Coconut Timber Use- - organised in 
Honiara. 

8. A work~hop on -rood Packaging- - organised at Hawkesbury 
Agriculture College, Richmond (Australia). 

9. Workshop on Policies and Investment ~echanism for Promotion of 
Industries in CHOCRH Region 

10. Assistance Towards Cost of Machinery and Equipment of Sheet ~etal 
Fabrication - Kiribati. 

11. Exposure Visits of Working Group Members on Industry 
Organisation. 

12. Seminar on Co-ordination of Industrialization Programmes in 
CHOCRK Reg ion. 

13. Investor's Form in collabration with UNIDO and ESCAP. 

14. Preparation oi Regional Industry Profiles. 

15. Upgrading Region."ll Information Centre on Trade and Industry -
Fiji. 

16. Wo .. kshop on l.PathPr ."lnct 1.f'ath<>r Products lnchastry 111 r.1101:1e1 
Region. 

17. Technical A:;<>istanct• on Qualfty r.ontrol Shelf l..lf•· Tt•.lt In>: .m.t 
Packaging Industry. 

1 8. Development of Coconut Timber Industry Stage II. 

Exposure Visits of Entreprenuers. 
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Appendix LC: LIST OF IDENTIFIED PROJECTS FOR FEASIBILITY STUDIES AND 
ACTION PLANS,!7 1981-85 

PAPUA NEW GUINEA 

1. Solar salt 

2. Coir industry 

3. Cane furniture 

4. Doaestic plastic ware 

5. Aluainiua utensils 

6. Autoaobile filters 

?. Auto parts 

8. Dollestic refrigerators 

9. Dry cell batteries 

10. Cocks and taps 

11. Processing tiaber frOll old 

rubber trees 

12. Sericulture 

13. Industrial estate with coaaon 

facility centre 

14. Paper moulded egg trays 

15. Mosquito coils 

16. Kotor vehicle registration 

plates 

17. Tanned leathers 

18. Tanned crocodile skins 

19. Leather footwear 

20. Electric fans 

21. GLS lamps 

22. Builders hardware 

23. Agricultural hand tools 

24. Forged hand tools 

FIJI 

1. Wick stoves 

2. Stainless steel utensils 

3. Pressure cooker 

4. Enaael ware 

5. Sugar cane cutting knives 

6 . Paper board 

7. Egg trays 

8. Domestic electrical fittings 

9. Acrylic buttons 

10. Trocbus shell buttons 

11. Leather goods 

12. Woven lables 

13. Terry towels & bedsheets 

14. Tie dye & batik shirts & dresses 

15. Ginger processing 

16. Glass bottles 

17. Lime production 

18. Cattle feed 

19. Interlocking paving block 

20. Dry cell batteries 

21. Pharmaceutical products 

22. PVC floor tiles 

23. Spectacle frames 

24. Cassava & dalo chips 

25. Cocoa liquor 

26. Papain from pawpaw 

27. Brignettes from sawdust 

28. Seaweed 



Appendix l.C (continued) 

SOLOllON ISLANDS 

1. Copra oil extraction 

2. Laundry soap 

3. Paints 

4. Soft drinks 

5. Sheet aetal fabrication 

6. Button froa trochus shells 

7. Sav •ill 

8. Rav bides preservation 

9. Leather footwear 

10. Leather tanning and finishing 

11. Village industrial estate 

TONGA 

1. Manufacture of vinegar from 

coconut water 

2. Cultivation of brovn-veed for 

industrial manufacture 

3. Food technology lab 

4. timber treatment ilant 

5. Manufacture of wooden furniture 

6. Bakery products 

7. Automobile repair workshop 

8. Printing press 

9. Freezer unit for storage of 

fish and meat 

10. Pol1ethJlene film and bags 

11. Lime juice extraction 
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WESTERN SAMOA 

1. Rav hide preservation 

2. Leather tannery 

VANUATU 

1. Medium size saw aill 

2. Sheet metal fabrication 

3. Barbed vire. and nails 

4. Coconut oil 

5 . LaundrJ soap 

6. Paper bags 

7. Exercise books 

8. Rubber beach sandles 

9. tannery for semi-finished leather 

10. Rav hides and skins collection. 

curing and preservation centre 

TUVALU 

1. Coconut oil 

2. Laundry soap 

3. Coir products 

4. Joinery 

5. Printery 

Source: CHOGRll, fjve Year• of CHOGRM Working Group on Industrx: A Factual 
Review, Karch 1986. 

11 Carried out by the Industrial Development Unit (IOU) under the auspices of 
Co1110nvealth Fund for Technical Co-operation (CFTC). 
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2. PAPUA NEW GUINEA 

2.1 THE ECONOllY OF PAPUA NEW GUINEA 

2.1.1 Recent econoaic trends 

After a period of considerable, if soaewhat uneven, growth in the 1970s 

Papua New Guinea experienced soae econoaic difficulties during 1980 as world 

prices fell for aajor export cOllllOdities and higher prices for oil and other 

iaports added to difficulties vith the balance of payaents. In 1981 Papua New 

Guinea saw soae recovery vith bigger outputs froa the Bougainville aine and 

investaents in the O~ Tedi project as well as a llOderation of inflation under 

cautious 110netar1 and fiscal policies. At the saae time however falling 

prices for exports reduced the value of export receipts considerably during 

1981. In 1982/83 the position stabilized with doaestic exports overall 

reaaining unchanged and production and investaent slowing down; fiscal 

austerity did not allow public expenditure to compensate for the slow-down in 

private investaent. Thus it was onlJ with the turn around of export prices in 

early 1983 that the tet1PO of econoaic activity began to change. 

BJ the end of 1983 econoaic growth in Papua New Guinea had resuaed at 

1 per cent, largely propelled by higher levels of export related activities. 

Earnings from gold and copper exports, resulting froa price rises, inc~~ased 

bJ 17 per cent in 1983. Increased coffee and cocoa earnings contributed to a 

20 per cent rise in overall export earnings. Outside the enclave aining 

projects where investaent surged at the o~ Tedi project, there w~~e few othe~ 

economic stiauli until Government introduced a package of business incentives 

including abolition of soae iaport duties on industrial inputs and a reduction 

in others, and SOiie fiscal adjustllents. 

During 1984 GDP growth was estiaated to be 3.5 per cent which is 

substantially higher than the rate achieved over the period 1980-83. Exports 

grew bJ 11 per cent in 1984. laports have grown much slower. A trade surplus 

is likely to have ... rged during 1984. 

Real GDP is estiaated to have risen bJ 6.7 per cent in 1985. Copper 

prices are expected to reaain high during 1986 with world deaand growing at 
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the rate of 6 per cent and world stocks declining. Gold prices .. y also 

iaprove following the fall in the value of th• US dollar. Papua Rev Guinea•s 

ability to benefit froa these developments vill depend crucially upon the rate 

at vbicb production can increase at the 01 Tedi gold and copper aines. Higher 

coffee and aineral prices together with a decline in expenditures on petroleua 

iaports. resulting froa a sharp fall in oil prices, could iaprove the 

country•s external teras of trade by about 14 per cent and narrow the c~rrent 

account deficit to US$ 213 aillion, or 8.3 per cent of GDP in 1986. However, 

GDP is projected to grow at 2.3 per cent in 1986. 

2.!.2 Economic structure 

Papua Nev Guinea is one of the largest countries in the Pacific Region. 

It is a land of great geographic diversity vith aountainous regions, volcanoes 

and low lying coastal svaaps. tlae population nuabers just over ~hree aillion 

with a high growth rate of 3 per cent. In recent years there bas been rapid 

drift of population to the .. jor towns but a high proportion of the population 

live in the Highlands. 

Papua Nev Guinea•s econoay is predoainantly rural and agricultural, 

although in the last 15 years a large enclave aining sector bas developed and 

of late there bas been significant expansion in the urban industrial sector. 

Papua Nev Guinea is rich in natural resources vitb a high overall productive 

potential. there are substantial aineral ceposits (copper and gold), probably 

significant petroleua reserves. good agricultural potential with fertile 

soils, abundant rainfall and high teap~ratures, large expanses of tropical 

forest and substantial fishery resocrces. Papua Rev Guinea•s pattern of 

development clearly deaonstrates a reliance on a number of large, natural 

resource-based projects exhibiting few linkages with its traditional econo.7. 

In recent years econoaic perfol'll&nce bas consequentially been strongly 

influenced by external factors, not least the prevailing prices of priaarf 

c0111110dities. 

Priaary production (excluding aining) contributes one-third of total 

output in Papua Nev Guinea, sustains 80 per cent of the population and 

contributes 50 per cent of export earnings. Yet in recent years the 

performance of the agricultural sector has not kept pace with the .odern 
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econoay or even with the growth of t!.e population. Output of major crops has 

stagnated with the market coaponent (60 per cent of total) growing at 3.5 per 

cent and the subsistence component (40 per cent) growing much more slovly. 

Substantial drift of subsistence farmers to urban •reas in search of wage 

earning opportunities and some movement towards cash crops 1UDOngst 

saallholders have reduced output of food crops. there has also been some 

decline of estate production of cocoa and copra through inadequate replanting 

programaes, uncertainties over land tenure, uneconoaic size of production 

units, and shortages of a&nagerial stills. these 1elays in agricultural 

development have slowed th~ absorption of labour in rural areas and there is 

an urgent need to remove constraints on agricultural development which include 

lack of ser.urity of land tenure, shortages of stilled and technical manpower, 

inadequate support services for saallholders (including credit and advisory 

services). 

The policy of export diversification - relying on a number of large 

natural-resource-based projects to generate govermnent revenues - has achieved 

significant progress, successfully reducing depeadence on Australian aid - now 

providing under 30 per cent of total expenditure as against 50 per cent in 

197~. the prograane of economic stabilization during the last decade has also 

been largely successful even at times of high international inflation and 

major fluctuations in Papua New Guinea's terms of trade. The impact of 

fluctuating world prices for export coamodities and other uncertainties for 

p~oducers and for the budget has been minimized with the help of price 

stabilization funds. Monetary and exchange rate policie~ have held domestic 

inflation below international levels contributing to the stability and 

international creditworthiness of the economy. 

For the future the Government is increasingly looting to agricultural 

growth to provide more balanced development and provide increased benefits for 

aistribution. Smallholder production offers the greatest potential for 

growth. Additional inputs of knowledge, stills and finance are however needed 

if declining incomes and living standards for the majority of the population 

are to be prevented. Domestic revenues are already constrained by the small 

size of the industrial and coamercial sectors and by the declining number of 

3Xpatriates. Government may seek some expansion of broader based domestic 

revenues as in the medium to long term direct revenue flows from the enclave 

projects will not suffice for the needs of the majority. 
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Table 2.1 indicates that doaestic expenditure on GDP increased by 4.4 per 

cent in 1984. Government final consuaption expenditure increased by 7.8 per 

cent and private final consuaption expenditure grew strongly, increasing by 

11.4 per cent in 1984. The aarket coaponent of private final consumption 

expenditure bad an exceptionally strong growth rate of 14.4 per cent in the 

saae year. GrQss fixad capital formation fell by 23.l per cent from l635.9 

aillion in 1983 to l488.6 aillion in 1984, following the completion of the 

.. jor construction phase of the Ol Tedi aine project. 

Table 2.1. Expenditure on gross domestic product, 1980-84 

(at current purchasers' values in alllion kina) 

1.1 

1.2 

1.3 

1.4 

Government final consuaption 
expenditure 

1.1.l Value of free & partially
paid labour (iaputed) 

1.1.2 Other government final 
consumption expenditure 

Private final consumption 
expenditure 

1.2.1 Market component 
1.2.2 Non-market component 

Increase in stocks 

Gross fixed capital formation 
1.4.l Market component 
1.4.2 Non-market component 

Gross domestic expenditure 
Market component 
Non-market component 

1.5 Exports of goods and services 

1980 

411.2 

5.3 

405.9 

1,051.3 
791.9 
259.4 

36.4 

394.2 
391.3 

2.9 

1,893.1 
1,630.8 

262.3 

737 .6 

a/ 
1981-

454.4 

4.5 

449.9 

1,104.2 
821.2 
282.9 

7.4 

450.7 
447 .5 

3.2 

2,016.1 
1,730.5 

286.2 

642.9 

a/ 
1982-

468.1 

". 0 

464.l 

l, 1: .. 9 
82'0 .8 
297 .1 

-14.1 

576.7 
573.3 

3.4 

2,148.5 
1,847.9 

300.5 

644.3 

al 
1983-

471.3 

.-11.3 

1,245.9 
926.0 
319.8 

-6.2 

635.~ 

632.3 
3.6 

2,346.8 
2,023.4 

323.4 

771.2 

bl 
1984-

508.0 

508.0 

1,387.4 
1,059.0 

328.4 

65.0 

488.9 
48~.l 

3.8 

2,449.3 
2,117.1 

332.2 

~08.0 

1.6 less Imports of goods and 
services 910.8 987.6 1,058.2 1,135.4 1,202.0 

1.7 Statistical discrepancy 

Gross domestic product 
Market component 
Non-market c~mponent 

-11.8 

1, 708 .1 
1,445.8 

262.3 

9.2 

1,681.2 
1,395.0 

286.2 

14.5 

1,749.1 
1,448.5 

300.5 

-13.0 

1,969.7 
1,646.3 

323.4 

11.5 

2,172.7 
1,840.6 

332.2 

Source: Nat~onal Statistical Office, National Accounts Statistics, Bulletin 
No. 23, 1986. 

!1 Revised since previously published. 
~I Preliminary - subject to revision. 
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MANUFACTURING TRENDS 

GROWTH RATES OF REAL GDP AND MVA. 1975-1984 
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COMPOSITION OF MANUFACTURING VALUE ADDED, 1975 AND 1984 
(In current prices) 
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MAJOR COMPONENTS OF MERCHANDISE EXPORT EARNINGS, 1984 

COCONUT PRODUCTS 
13.4 per cent 

8 .1 

9.2 per cent 

per cenr 

30.5 per cent 

MAJOR COMPONENTS OF MERCHANDISE IMPORTS, 1984 

MACHINER'.' and 
TRANSPORT EQUIPMENT 
28.0 per cent 

MINERAL 
18.0 per cent 

~~---0 t:R 
\ 3 .O pe · cent 

\

'\ TOBACC(1 
1 .O oer c~nt 

FOOD and RELATED PRODUCTS 
18.0 per ct>nt 

SHARE OF COPRA OIL AN> WOOD PRODUCTS IN MANUFACTURED EXPORTS 
1983 

94.0 per cent 
OT11ER 
6 .O p~·r cent 
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2.2 STRUCTURE AND PERFORMANCE OF THE KAMUFACTURING SECTOR 

2.2.l Overview of the manufacturing sector 

over the period 1970 to 1980 manufacturing has shown steady growth 

against agriculture and mining. Excluding mining, the industrial sector in 

PaEJ" .. New Guinea contributes 14 per cent of GDP, with manufacturing 

contributing 10 per cent of both GDP and formal employment. Industrial 

enterprises are concentrated in the main urban centres, particularly in Port 

Moresby and Lae. The main determinants of industrial growth have been the 

~rowth of agricultural output and government spending; the major enclave 

proJects based on natural resourc~s have themselves had far reaching impact 

for the industrial sector. Constraints on industrial development include the 

small size of the domestic market, interna~ transport difficulties and costs, 

shortages of organizational and production skills, and the relatively high 

wages prevalent in Papua New Guinea. Nevertheless manufacturing growth 

reached 10 per cent per annum in the mid-1970s with the strongest growth in 

production of beverages and in the processing of tea, coffee and cocoa. 

Growth of real value added per employee in this period reached 7 per cent per 

annum and of industrial employment 3.a per cent per annum. Foreign firms play 

a dominant role in the manufacturing sector - there are few domestic 

entrepreneurs in the sector. In 1973, 86 per cent of the manufacturing sector 

was in foreign hands; more recent data are unavailable, but the situation is 

unlit.ely to have changed significantly. Since independence the Government has 

sought to foster the emergence of domestically-owned manufacturing units and 

has achieved some modest success. 

Papua New Guinea's manufacturing sector comprises mostly small- and 

medium-scale enterprises. In 1979 there were 492 factories engaged in 

manufacturing activities and numbers increased to 508 by 1980 out of a total 

of 776 industrial enterprises. Manufacturing employment totalled 19,980 out 

of total industrial employment of 25,581 - some 11 per cent of total formal 

sector employment. Over the period 1976-80 industrial employment has grown by 

5 per cent per annum. In the same period the number of smaller enterprises 

and their share of manufacturing employment has contracted somewhat so that by 

1979 65 per cent of manufacturing employment was located in 122 enterprises, 

each employing more than 50 persons. 
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Development of manufacturing industries in Papua New Guinea is 

constrained by: 

- delays in securing land for industrial sites as a result of the land 
administration system; 

- a s~all and fragmented domestic market; 

- inadequate and expensive public utilities and transport; 

- shortages of production skills and low productivity in relation to wage 
levels; and 

- administrative and regulatory obstacles for investors. 

2.2.2 Growth and structural change 

The share of f~od products and wood-based industries within the sector's 

total capa:ity is indicative of the pattern of manufacturing development so 

far, showing important linkages between primary and secondary activities 

which, however, could be further improved. These two sectors have shown the 

strongest growth rates in the 1970s although engineering also showed rapid 

growth towards the end of the decade. 

The three largest subsectors in manufacturing are: 

- food and beverages with 40 per cent of value added and 35 per cent of 
employment; 

- basic metal industries, fabricated metal products, etc. with 26 per 
cent of value added, 28 per cent of employment; and 

- wood and wood products including furniture, with 22 per cent of value 
added, 25 per cent of employment. 

The manufacturing sector's share of GDP doubled over this period and its 

relative gain during this period was second only to mining. Manufacturing 

productivity (measured in terms of value added per employee) grew at a rate of 

7 per cent per annum during the 1970s. Once again productivity growth in the 

manufacturing sector was second only to mining. This contrasted sharply with 

the agricultural sector, the GDP share of which declined from 40 to 34 per 

cent during 1970-81. 
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Table 2.2 presents manufacturint value &dded growth in the 1975-84 

period. The great majority of figures are estimates. •nd changes in tne 

methodolQgy of data collecting and classificatio~ may be respon~ible for part 

of the strong fluctuations i~ the growth pattern. It appears, however. t~at 

the food products industry expanded sharply during the second half of the 

1970s. with the exception of a 2.4 per cent Jecline in 1979. Table 2.2 

suggests that it was only a pause before a spurt as value added in food 

industry continued to expand since 1980. The sec')nd most important 

manufacturing branch, metal-based manufacturing. exhibited a much lower, 

strongly fluctuating growth rate. Wood products grew strongly during the late 

1970s, but suffered from a setback in the early 1980s. 

The structure of the aanuf acturing sector underwent one major change 

during the 1975-84 period. Food processing replaced metal-based manufacturing 

as the most important branch, representing 44 per cent of MVA in 1984. The 

wood and wood products branch has retained and slightly improved its 

position. These three branches together produced some 85 per cent of MVA in 

1975, and approximately 80 per cent of MVA in 1984. Among the less important 

branches. non-metallic minerals strengthened its position considerably. 

2.2.3 EmploY!lent and productivity 

Table 2.3 presents figures showing the number of persons employed in the 

sub-sectors of manufacturing and salaries and wages paid to employees in 

1983. In 1983 food, beverage and tobacco industries provided 10,445 out of a 

total of nearly 22,186 jobs (47 per cent> provided by the manufacturing 

sector. These industries have also exhibited the fastest rate of growth of 

employment in recent years. Between 1978 and 1981 employment levels grew on 

average by n~arly 14 per cent per annum. 

Industries associated with wood and metal fabrication employed almost 

23 per cent of overall manufacturing employment in 1983. The average rate of 

employment growth in these industries between 1978 and 1981 was only 4.7 per 

cent per annum. while the corresponding rate for the basic metal industries 

was 7.7 per cent. The former was adversely affected by the 7 per cent decline 

in employment between 1980 and 1981. 
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Table 2.3. Number of factories, number of persons employed and salaries 
and wages paid, by industry group, 1983 

NC SIC 
CMe 
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32 
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la 
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ALL lllDUSDHS 
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In the other subsectors, the average rate of eaployaent growth over the 

saae period was consistentlJ positive except in the textile and leather 

industries vhere eaployaent levels declined significantJJ in both 1980 and 

1981. The fastest average annual rate of growth of eaployaent at 10.8 per 

cent was in non-aetallic aineral products. BJ 1983 the paper and publishing 

industrJ eaploJed just over 1,000 persons. The cbeaicals sector reaeined 

exceedinglJ S11&ll and provided onlJ some 472 jobs in 1983. 

Table 2.3 shows that aanufacturing eaployaent in total bas grown quite 

rapidlJ between 1978 and 1981 at around 9 per cent per annua. This is ai.ost 

double the 4-5 per cent rate of increase in annual eaployaent that has been 

achieved bJ the foraal sector as a whole. 

Wevertheless, it is iaportant not to exaggerate aanufacturing's potential 

contribution to eaployaent in Papua Wew Guinea. In 1980 aanufacturing and 

utilities accounted for about 10.8 per cent of the total foraal sector 

eaployaent of nationals. The latter stood at about 200,000 people. Between 

1976 and 1980, national eaplo)llent levels in the fonu.l sectcr grew by 5.2 per 

cent • rear. The corresponding figure for eaploJ118nt growth in aanufacturing 

and utilities was 8.1 per cent per annua. However, this seemingly iapressive 

perforaance represented only some 1,400 new jobs per year. It is, therefore, 

clear that even on highlJ optiaistic assuaptions the sector could only aate a 

tiny contribution to the 40,000 jobs required an~ually by new entrants into 

the active labour force. 

Finally, soae aention should be aade of more recent trends in eaploJ1D8nt 

in the aanufacturing sector. The preceding iiscussion has been restricted by 

the availabilitJ of data on the situation pertaining to the years up to 1981. 

Although econoaic growth bad by this time begun to slow aarkedly, eaploJ1119nt 

levels in aanufacturing appear to have reaained buo1ant. However, there is 

soae evidence to suggest that between aid-1981 and aid-1982 emploJ1118nt in 

aanufacturing may have actually declined. For example, Table 2.4 presents the 

quarterly eaploJ1118nt indices for selected sub-sectors. Although these are by 

no means comprehensive figures, and cover only some 30 per cent of private 

sector enterprises, the downward trends revealed in drinks and tobacco, until 

September 1982, and fluctuating trends in steel and engineering seem to 

support the possibilitJ of an overall decline in aanuf acturing eaploJ111ent. 
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Further support is provided by a separate survey of 214 private sector 

eaployers which concluded that betveen June 1981 and Karch 1982 eaployaent in 

.. nufacturing declined by 6.5 per cent. The Deceaber 1983 eaployaent indices 

shov an iaproveaent in eaployaent creation in the selected sub-sectors of 

.. nufacturing. 

Table 2.4. Quarterly eaplotaent indices in selected 
.. nufacturing sub-sectors. 1981-83 

Drinks and Steel and 
tobacco engineering 

1981 Karch 140.9 150.3 
June 131.8 143.8 
Septellber 129.9 136.4 
Decellber 119.7 115.5 

1982 Karch 118.6 125.6 
June 110.0 117.9 
Septeaber 107.3 117 .6 
Deceaber 121.5 109.5 

1983 Karch 129.7 108.2 
June 128.9 110.4 
Septellbe~ 133.6 110.6 
December 153.3 113.2 

Source: Bank of Papua Nev Guinea EaploJllent Indices 
published in Quarterly Economic Bulletin, various 
issues. 

Note: Base March 1978 = 100; covers about 30 per cent of 
all private sector enterprises. 

Manufacturing eaplorment grew faster than manufacturing value added and 

productivity levels consequently declined. Table 2.5 presents estimates of 

labour productivity and of the share of value added in gross output at the 

branch level over the period 19/8-80. It can be seen that for the 

manufacturing branches, shown in Table 2.5, aggregate labour productivity 

declined by about 4 per cent over this period. The fall vas most marted in 

the case of food products where productivity levels fell by almost 40 per 

cent. The paper products branch also registered a decline. On the other hand 

productivity increased significantly for the chemical, woods and metal based 

branches. The wood and metal products branches also e1perienced a rapid 
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increase in the value added to gross output ratio. Overall, however, this 

ratio declined by about 12 per cent over this period indicating that 

industrial costs rose substantially. Once again the food products branch vas 

aost seriously affected - value added declined by as aucb as 33 per cent in 

this case. 

Table 2.5. Output ratio in selected sub-sectors of aanufacturing, 1978-80 

a/ b/ 
Value e.dded ratio- Producti vi t1 ratio-

1978 1979 1980 1978 1979 1980 

Food products 45.5 30.2 30.0 16,360 10,700 10,290 
Textiles & leather 53.3 50.5 59.0 2,985 3,514 5,058 
Wood 50. 3 52.4 58.5 5,087 5,176 7,108 
Paper 54.8 47.8 47.4 6,934 6,494 6,841 
Chemicals 60.4 52.9 52.7 22,413 19,566 27,335 
Non-metallics 54.6 52.9 50.0 12,240 11,128 13,933 
detal band products 40.1 40. 7 45.8 8,001 7,009 9,624 

Total manufacturing 45.7 37.5 39.8 9,508 8,013 9,219 

Source: Official National Statistics. 

!_/ Value added to output Cin percentages). 
!!' Value added to total employment (('000). 

2.2.4 Manufacturing trade 

All manufacturing branches are essentially domestic demand oriented. In 

1983, the latest year for which data is available manufactures accounted for 

only 4.8 per cent of total exports. Copra oil and vood products (plywood, 

chopsticks, woodchips and veneer) accounted for 94 per cent of these 

manufactured exports. 

It is also important to appreciate the manufacturing sector's reliance on 

imported inputs. Although recent data is lacking, figures presented in the 

Government's White Paper on Industrial Development indicate that in 1976-77 

imported inputs comprised more than 70 per cent of the intermediate pr~ducts 
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used in aanufacturing industrJ. This, of course, suggests weak linkages with 

other doaestic sectors. The share of aanufactured iaports bas, bovever, 

fallen in recent fears. 

Papua New Guinea's aain exports consist of minerals (particularlJ copper 

and gold) and agricultural production (coffee and cocoa). Local processing of 

these c011aOdities can be advantageous, but will not reduce the vulnerabilitJ 

of the domestic economJ to aoveaents in international conaodit1 prices. 

Moreover, expansion of exports depends crucially upon succesful negotiations 

opening up markets in the EEC, Australia and Japan, which together account for 

about two-thirds of the total exports from Papua New Guinea. Although some 

progress bas been aade particularlJ with the signing of the Lome III agreement 

in 1985, increasing access to these aarkets will not be an easJ task. 

2.2.5 Size, distribution and ownership patterns 

In 1981 there were 484 factories in manufacturing, eaplo1ing a little 

over 21,000 people. Figures available for both 1979 and 1980 show that more 

than two-thirds of all emploJDlent in the aanufacturing sector was provided in 

approximatelJ 100 factories emploJing at least 51 persons each. Government 

involvement in the manufacturing sector is rather marginal. In 1980, 

government factories accounted for a little unde~ 10 per cent of total 

emploJDlent and less than 5 per cent of value added. Private capital 

expend:.ture on manufacturing was around 124.5 aillion, accounting for 9.8 per 

cent of total private capital expenditure on industrJ group in 1984. 

The largest concenttation of manufacturing enterprises is to be found in 

Port MoresbJ, with Lae ru~ning a close second. Figures show that in 1980 

there were 170 factories in the National Capital District employing a total of 

6,046 people. The figures for Morobe Province are 145 factories and 5,554 

employees. 

2.2.6 Recent trends and developments 

The manufacturing sector has grown more rapidly than most ot~er sectors 

in the post independence period. Real MVA growth has substantially exceeded 

GDP growth ~hroughout the 1970-81 period. The average growth rate for the 
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1981-84 period bas been relativelJ aodest. The 1985 budget included aeasures 

to stiaulate iaport substitution. The general iaport levy bas been raised 

froa 3.5 to 4.0 per cent. Legislation bas been foraulated to encourage 

private industrial investaent, however, nev taxes are litelJ to be levied on 

aanageaent fees paid to foreign firas bJ firas operating in Papua Nev Guinea. 

Export growth is being encouraged and sales proaotion drives in the fields of 

clothing, craft products furniture, tiaber, jevellerJ, confectionarJ and beer 

have been ltunched in the Australian aartet. If satj;factory progress can be 

aade in the coapletion of the O~ Tedi project developaents (the coapletion 

date orignallJ agreed upon vas Karch 1989), there is likely to be a 

significant increase in the production of copper- and gold-based manufactured 

products in the aediua run. The Governaent bas taken a series of policy 

initiatives to stiaulate industrial growth. These are reviewed in the next 

chapter. 

2.3 INDUSTRIAL DEV!LOPll!NT STRATEGIES, POLICIES, PLANS AllD INSTITUTIONS 

2.3.1 Goals of industrial policy 

In 1972, tbe Government formulated the following overall development 

objectives: 

rapid increase in the proportion of the economy under the control of 
Papua Nev Guinea nationals; 

a aore equitable distribution of economic benefits; 

decentralization of economic activity, planning and government 
spending; 

eaphasis on small-scale, artisan, service and business activity; 

the development of a self-reliant economy, less dependence on 
iaported goods and services so that the economy is better able to 
meet the needs of its people through local production; 

increasing capacity to meet government spending needs from 
d011e1ticallJ raised revenue; and 

government involvement to be limited in those sectors of the economy 
where control is necessary to achieve the objectives outlined above. 



- 51 -

Since independence the GoverDllent of Papua Nev Guinea bas concentrated on 

establishing policies to promote economic stability as a prerequisite for 

investaent and growth. A series of large. natural resource-based projects 

have been used to generate revenues for progr&DDes aimed at a more equal 

distribution of economic benefits and at self-reliance. However, the move to 

inc~ease national control of the economy bas limited the use of expatriate 

expertise and capital outside the enclave projects. Decentralization bas also 

increased the size of the public sector although it aay well at the local 

level. Trade policies have been open and liberal. There has been no explicit 

policy to use trade aeasures to promote local industries although some 

protective tariffs have been granted on an ad hoc basis. Governaent 

interventions in industry have been fairly limited and relatively few are 

offered to foreign inv9stors. 

Industrial policies have been presented in a 'Framework for industrial 

development' issued in 1975, a 'National Development Strategy' 1976 and in the 

1984 White Paper on Industrial Deve~opment. Industrial development bas been 

given secondary importance to agricultural and rural development, and 

development creation, impact on governmet revenues, and balance-of-paJ1D8nts 

effects. In 1983, this overall st~ategy was extended to include criteria of 

decentralized location of industry, use of locally produced inputs, potential 

for fostering linked industries and stills and possibilities for export. 

The Government of Papua Nev Guinea bolds to the belief that no industrial 

growth is possible without a climate of careful economic aanagement. The aia 

therefore has been to create a package of incentives which will. lead to the 

development of a suitable environment and ensure increasing participation by 

nationals. For this reason particular importance has been attached to small 

enterprise development although this is primarily a responsibility of 

provincial governments. It is intended to encourage the establishment of 

small modern factories and traditional, rural industries, based on simple 

technologies together with an informal sector primarily providing service 

functions associated with manufacturing because of the relative 'ease of 

entry' for nationals. Government purchasing policy has been reorganized to 

given preference to locally manufactured products and it is proposed to 

provide a supporting technical extension service for small enterprises. 
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2.3.2 Policy measures and instruments 

Government spend~ng in Papua New Guinea is Gtructured within the context 

of a National Public Expenditure Plan CNPEP) on a four year rolling basis. 

This, however, covers 25 per cent of the budget only. The allocation of funds 

by strategic objective focuses attention on national priorities and avoids the 

perpetuation of existing patterns of expenditure. ?.~~ever, the 

decentralization of administrative, financial and legal powers to the 

provincial level has increased the need for planning, budgetting and enhanced 

implementation capabilities at both nationL.l and provincial levels. The NPEP 

allocates funds among nine strategic objectives, e.g. production, welfare and 

administration; projects prepared by departments are then assigned to these 

objectives and a selection for funding is made by a co111Dittee of senior public 

servants. In addition sectoral progr&lllllles channel funds to the provincial 

level but these suffer from a lack of ceilings, neglect of recurrent 

expenditures and inadequate policy formulations. 

A package of incentives for small-scale industries bas been introduced at 

the national level. This includes tax rebates for infant industries in 

proportion to wage costs (to reduce labour costs in start-up situations), 

flexible depreciation allowances, export incentives, import controls on 

'competitive' products, taxation incentives associated with training and 

transport costs and marketing/promotional costs. 

2.3.3 Institutional fraaevork 

In 1983 the Department of Industrial Development was created as the chief 

industrial promotion agency and point of contact for potential investors. The 

Department's capatilities include project identification and analysis, market 

analysis, opportunity studies, project profile preparation and pre-investment 

studies; assessment of manpower, finance and technology requirements, 

identification of entrepreneurs and provision of assistance in project 

formulation are also within its responsibilities. The Department is the 

co-ordinating agency within government for all matters concerning the 

development of secondary industries. 
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The National Investment and Development Agency, created in 1974, 

functioned as an industrial promotion agency and regulator of foreign 

investment in Paupa New Guinea. Its role is now confined to dealing with 

foreign investment proposals. 

An Indus~rial Assistance Board is to be established as a specialist 

advisory body in industry assistance matters apropos protection to 

manufacturing and infant industries, tariff and other forms of protection from 

import competition and market disruption through dumping. 

An Industry Advisory Council is to be established to provide a forum for 

Government and the private sector to discuss manufacturing policy issues, 

production and cost patterns, trends of development and change, overall 

performance of the manufacturing sector and its interface with other sectors. 

The 1984 White Paper announced that the Government, in co-ordination with 

the provincial Governments, will establish a technical-cum-business extension 

system to provide advice to small-scale and rural industries. The stills of 

the existing Business Development Officers (BDOs) at the provincial level, who 

provide business and accounting advice to small businessmen, will be improved 

through additional training and/or the deployment of technical advisers at the 

provincial level. At the national level, technical specialists will be 

available to assist BDOs. 

2.4 RESOURCES FOR INDUSTRIAL DEVELOPMENT 

2.4.l Human resources 

In Papula New Guinea about 15 per cent of the 1.1 million economically 

active population are formally employed. The public sector is the largest 

employer, with plantations being the second largest. Skill shortages exist at 

all levels and in all sectors in Papua New Guinea and nre a serious obstacle 

to development. The shortage of trained manpower reduces the level and 

quality of government services, weakens the management of industrial 

enterprises, limits the expanision of production and accounts for the 

conti~uing need to use expatriate manpower. Currently the ratio of skilled to 

unskilled workers is well below the national average in primary industry, 

manufacturing, building and construction. 
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Migration is a si~nificant feature of Papua New Guinea's popula~icn 

distribution. Three hundred and ninety-five thousand people presently reside 

in urban -~eas, (approximately 13 per cent of the total as against 6 per c~nt 

in 1966). The urban pro?ortion is expected to reach 17 per cent by 1990. rL~ 

cretion of new urban centres. land shortages, the large urban-rural wage gap, 

and the rapid nol"lllalization of sex ratios in urban areas will all combine to 

keep the urban population growth rate above that for the population as a whole 

in the foreseeable future. 

The urban labour force is expected to grow by 4.8 per cent per annum in 

the 1980s if current growth rates continue. implying an additonal 6,000 per 

annum. The 1971 Census revealed that less than 30 per cent of the population 

above 10 years ~ere in the monetized workforce. Total identifiable foraal 

employment in 1979 was 165,000 (15 per cent of tbe economically active 

population). The public sector was tbe largest employer (30 per cent), 

followed by pla~tations (28 per cent), finance, trade and services (20 per 

cent>. with building and construction fluctuating widely. 

Minimum wages were first introduced in Papua New Guinea in 1945 with far

reaching effects. The high levels of both rural and urban minimum wages 

compared to other developing coutnries discourage manufacture for export and 

encourages the substitution of capital for labour. There is also a large gap 

between urban and rural rates which encourages rural-urban migration. 

2.4.2 Agricultural raw materials 

Papua New Guinea has large resources of land for agricultural expansion 

on both large scale or small holder basis. Expansion and diversification of 

crops is likely to make import substitution possible to a very large extent 

and to generate export crops. Within this agro-base there are substantial 

opportunities for processing of primary coamodities and for manufacturing 

based on locally ga:own raw materials. 

Papual New Guinea's forest resoruces provide a wide range of 

opportunities for the production of timber and products as well as linked 

mnaufacture of wood-based consumer items. Papua New Guinea's animal re~ources 

have similarly a largely unexploited potential both for domestic and expert 
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markets. It has been estimated that Papua New Guinea•s fishery resources may 

have a pott~~.al .s large as 500,000 tons per annum. While the better 

prospP~t~ exist for export of frozen fish, the planned development of coastal 

fisheries Rhcuid give rise to a compiex fishing and processing sector with 

associated support and servicing activities. 

2.4.3 Minerals 

Papua New Guinea's mineral resources have made a considerable 

contribution to the country•s development through a small number of large 

encl· ··e projects. the full variety of Papua New Guinea's resources however 

has s·'lrcely been surveyed. Possibilities exist for a number of metals 

including chromium, nickel, lead, zinc, iron and titanium. aluminium, 

manganese. silver and mercury. as w~ll as industrial min~rals such as 

rhinestone, pumice, silica, ashe~tos, sulphur, graphite and phosphates. While 

many of the resources will await exploitation for ·. r1e long term, the potential 

for associated and supporting industri~l activiti~s is very large. 

During 1984, the production of copfer - the country's leading minerals 

export - declined. Production a~ ao~gainville Copper Ltd. amounted to 133,000 

tons in the January-September 1984 period, a 5.2 per cent drop compared with 

the same period to 1983. Productio~ v: 3ilver also dropped by some 5 per 

cent, when looking at the same periodR. Bougainville Copper produced 164,447 

tons of copper concentrates in 1984, as compared with 183,191 tons in 1983, a 

drop of some 10 per cent. Gold production ir ~~4 was 15.7 tons, as compared 

with more than 18 tons in 1983, most of it C( from the Bougainville mine. 

Production was affected by a strike in the second-half of 1984. The 

difficulties which led to the closure of the OK Tedi mines in Fehruary 1985 

are also likely to have depressed mineral output during that year. 

In addition to known mineral resources, high-grade gold deposits have 

been discovered in the Porgera area, Enga province. The new gold deposits has 

a mugh higher gold content than the known deposit at that location - averages 

at two drill loations were 32.7 and 38.9 grams per ton, and exploration and 

assess~ent are still con~inuing. 
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2.4.4 Energy 

A number of petroleum gas and oil discoveries have been made in Papua New 

Guinea including two with conmercially exploitable reserves. The exploitation 

of these resources would reduce the present dependence on imported fuels and 

lubricants. 

The Government offers a number of incentives to potential operators who 

will explore and exploit oil reserves, and its energy programme is supported 

by the World Bank and OPEC. 

Agreements for oil epxloration were signed in 1976 with major US oil 

companies. Under these the Government was to receive between 60 and 80 per 

cent of revenues. Moreover, there was to be a 1.25 per cent royalty on the 

value of production at wellhead, a petroleum income tax rate of 50 per cent of 

taxable income and an additional profits tax on net cash receipts fo 50 per 

cent. 

The first commercially expolitable o:l field was discovered in the border 

area of the Southern Highlands and the Western provinces. Negotiations on the 

further development of this area have taken place with a consortium of oil 

companies. 

2.4.S Finance 

Thus far the financing of Papua New Guinea's major natural resource-based 

projects has not been achieved at the expense of other domestic projects, 

since major projects have been funded through direct foreign investment and 

overseas borrowing. Thus far borrowing needs and debt servicing requirements 

have remained at manageable levels. Nevertheless Government needs to increase 

the proportion of its revenues raised internally, not least because of the 

falling AustraliAn aid transfers. 

For national investors there are four prograanes of assistance. The 

Papua New Guinea Development ~~.1k is the most importanl agancy; its lending 

totalled K21.4 million in 1980, but only 10 per cent of its portfolio has gone 

to industry. A Credit Guarantee Scheme has benefitted industry to the extent 
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of 9 per cent of its K3 million portfolio. The Village Economic ~--'~lopment 

Fund which is administered by provincial Governments has also financed some 

3mall enterprise development but its uses are largely unmonitored and 
l/ 

unreported. The National Investors Scheme- which began in 1980 also 

provides financial assistance to new projects but thus far has focussed on 

agricultural and trading activities. A number of pr~vincial development 

corporations were P.stablished in 1977-1979 with grants and loans from central 

Government and some are reported to have successfully promoted investmnet in 

some provinces. However, no details are available. Lastly, in 1972 the 

Investment Corporation of Papua New Gcinea was established to mobilize savings 

and increase.participation in foreign owned enterprise by share ownership. 

Its portfolio amounted to K27.6 million in 1980. 

Papua New Guinea welcomes new business initiatives and investment from 
£1 

overseas. All foreign investment must however be registered with the 

National Investment and Development Authority (NIDA), unless it is in an 

industry exempted from this requir.ement by the Government. NIDA distinguishes 

between "priority" and "open" activities, where foreign investment is 

permitted, and "reserved" activities which are open only to Papua New Guinea 

nationals. 

The Department of Industrial Development will assist foreign investors in 

formulating applications to NIDA for registration and will actively expedite 

the decision. 

Papua New Guinea has attempted to encourage the g1owth of foreign 

investment by offering the following financial incentives: 

free repatriation of profits; 

accelerated depreciation; 

writing off forward losses for two years; 

200 per cent deductions for apprPntice!hi~ training; 

provision of infra£tructure for user charg~s; and 

contributions to cost of feasibility studies. 

!I for details, see Appendix 2.A. 

ll Appendix 2.8 presents industrial investment project proposals seeking 
foreign co-operation. 
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2.4.6 Technical assistance to industry 

The manufacturing sector received only 9.1 per cent of conmercial bank 

loans in 1984, and the industrial sector as a whole could obtain only 

Kl.4 million out of the total K51.2 million sectional loan sanctioned by the 

PNG Development Bank in 1984. The non-Australian development assistance was 

around K35.5 million in 1984. International assistance could be provided for 

training in project planning and industrial promotion and in industrial 

•anagement supervisory skills, particularly in medium- and small-scale 

manufacturing enterprises. The growth of ~uch enterprises can make a 

significant contribution towards achieving a better integration of the 

manufacturing sector within the domestic economy and towards reducing its 

import dependence. International technical assistance can play a useful role 

in the design and implementation of industrial planning, surveys and policies 

in Papua New Guinea. 

Finally, the Government has emphasized the need to reorient some 

manufacturing production towards exports and to increase industrial 

efficiency. Assistance could therefore be provided for identifying export 

fCtential, gathe~ing relevar.t market in~ormation and developing the 

institutional and policy infrastructure necessary for sustaining a purposive 

and successf~l export drive in regional and international markets. 
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a/ 
National Investors Scheme-

The National Investors Scheme (NIS) bas been specifically designed to 

assist Papua New Guinea Business groups wishing to initiate relatively large 

scale cot1111ercial projects. Because of the limited funds and a desire to 

encour~ge new investment. takeovers will only be eligible for the National 

Investors Scheme assistance if they have substantial new investment components. 

The scheme recognizes that national investors wishing to initiate large 

projects (i.e. those with total project cost exceeding Kl00,000 and with an 

upper ceiling on loan funds of K200,000) face particular problems, such as the 

initial cost of proper feasibility studies. raising sufficient equity and loan 

finance and securing adequate management for the early years of the project. 

The scheme assists national investors in overcoming such problems by making 

funds available for feasibility studies. by lending to project companies on an 

unsecured basis in order to complement conmercial financing, and by providing 

technical and financial advice on subjects such as management and how to 

approach banks for loan finance. 

Who is eligible? 

To be eligible for assistance under ~he scheme. an applicant must fall 

into one of the following three categories: 

(i) a company incorporated in Papua New Guinea with at least 74 per 
cent of its share capital held by Papua New Guineans; 

(ii) a business group comprising at least five people all of whom are 
citizens of Papua New Guinea; or 

(iii) an individual who is an automatic citizen of Papua New Guinea. 

In addition. to be eligible for assistance under the scheme. an applicant 

must be able to make certain contributions to the cost of the project from his 

11 Reproduced from Government of Papua New Guinea, A Guide for the National 
Businessman, 1984, pp. 3-5. 
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Appendix 2.A {continued) 

own resources. The scheme aims to provide financial assistance for those who 

need it most. Accordingly, where an applicant already has existing business 

interests the applicant will be required to mate some contribution to the cost 

of a feasibility study. Where this is not the case, however, a feasibility 

study aay be fully funded under the scheae. 

At the project funding stage, the applicant will be required to mate a 

minimum equity contribution of ll0,000, or 5 per cent of the total project 

costs, whichever is the greater, in the form of cash or relevant project 

assets. In the case of an applicant who claims eligibility under category 

(iii) above, he will be required to make a minimum equity contribution of 

20 per cent of the total project cost. 

The actual equity contribution from the applicant in each particular case 

will exceed the required minimum according to the applicant's financial 

capacity to contribute to the project. 

Which projects are eligible? 

(i) Investment type 

Any investment type is eligible for assistance under the scheme provided 

it is a new investment, or a significant upgrading of a small-scale 

investment, and provided the total project funding is expected to exceed 

ll00,000. Investments below this fig&re should seek assistance under the 

Credit Guarantee Scheme. The "project company" must be a legally constituted 

corporate entity. Where a foreign ?arty is to be involved in a formal 

management or technical assistance agreement, the foreign party will be 

permitted and encouraged to take up to 26 per cent of the total equitf in the 

project company. 

Takeove:s of existing investments will be eligible for National Investors 

Scheme assistance as long as they have substantial new investment components. 
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Appendix 2.A (continued) 

Cii) Coaaercial Bank Assessment 

Project funding under the scheme will only be granted if a coanercial 

bank. or the PNG Development Bank. indicates its willingness to fund at least 

50 per cent of the total project cost in the form of loan finance to the 

project company without a government guarantee over the loan. 

this is the major conditi~n that must be fulfilled before NIS Project 

funding can be finally approved. the objective is to ensure an independent 

coanercial assessment of each project. and thus provide for the productive use 

of Government•s limited financial resources. 

Applications. although satisfying the various conditions for eligibility, 

may not receive assistance if the total funds requested exceed the budget 

allocation to the HIS for any particular year. 

Accordingly. the budget allocations to the scheme will be made to stretch 

as far as possible for maximizing the contribution to project funds from other 

sources such as the applicant's own resources and coanercial loans. 

How the scheme works 

Once an application for assistance is received by The Department of 

Industrial Development which co-ordinates all HIS applications. a sponsoring 

government department and associated contact will be appointed to liaise 

directly with the applicant in order to ensure the prop~sal is in an 

acceptable form for the HIS Colllllittee's consideration. Where an application 

is eligible, this co1111ittee will make a recoaaendation to the Minister for 

Finance, who gives the final authorization for funds to be allocated. 

Ci) Feasibility study funding assistance 

Applicants are reminded of the need for fully researched and documented 

proposals. If in doubt about the need for a full feasibility study, 
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applicants are advised to liaise vith their sponsoring department, or directly 

vith a firm of chartered accountants. 

The Minister vill convey his decision on whether such assistance is to be 

granted, and if so, to vbat amount, vithin six weeks of the date the 

co-ordinating coaaittee received the application or of the date it received 

any requested further information. 

Once a decision is taken to allocate NIS feasibility study funds to the 

project, the co-ordinating coaaittee, in close consultation vith the 

applicant, shall select appropriate consultants and shall drav up precise 

terms of reference for the feasibility study. Where NIS funds are allocated 

to a particular feasibility study these funds vill be disbursed directly to 

the consultant group on the understanding that, should the project proceed, 

the project company vill assume liability for the repaj11lent of the loan 

funds. At the conclusion of the study, the selected consultants will submit 

their report on the feasibility of the project to the NIS co-ordinating 

coaaittee. If in fact the project does not proceed, then the feasibility 

study report shall become the property of the National Government. 

Cii) Project funding assistauce 

If the applicant has a ful·y researched proposal, either as a result of 

an independent appraisal, or from the formal feasibility study funded under 

the scheme (see Ci) above> then application for "project funding" assistance 

may be made under the scheme. 

Along vith this, there is a strong emphasis that only applicants who have 

demonstrated a sound management track record can be qualified for funding 

under the National Investors Scheme. 

Ideally, a bank's forms, indicative of its willingness to finance at 

least 50 per cent of the total project cost on an unguaranteed basis should be 

forwarded with the application. 
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Appendix 2.A (continued) 

If this is not available in the first instance, then the MIS Coaaittee 

and the relevant sponsoring departaent will actively assist applicants in 

securing coamercial loan finance for approved projects. 

Again. within six weeks of the date of receipt of the application, or of 

the date of receipt of requested additional information, the Minister for 

Finance will convey to the applicant bis decision on whether "project funding" 

assistance is to be granted and if so to what extent ~nd under what terms and 

conditions. Such conditions aay include a recOlllllendation that the comaercial 

bank fund greater than 50 per cent of total project cost. 

this "project funding" assistance is. therefore, an unsecured loan to the 

project company which will rank behind c0111Dercial loan finance in teras of 

debt servicing. The precise tenDS and conditions of this loan will vary 

somewhat in each particular case. A number of general provisions, however, 

will always apply. The interest rate will be two percentage points below the 

Papua Nev Guinea Banking Corporation prime lending rates. 

Where a company would like to borrow again from a coamercial bank but the 

National Investors Scheme loan is still outstanding. the repayment schedule 

for the National Investor Scheme loan must not be amended. Inte-est subsidy 

on the National Investor Scheme loan ceases and reverts to the commercial rate 

as soon as the coamercial loan bas been fully repaid (with interest). 

Where the project company includes a foreign equity partner. such partner 

will usually be required to extend a "shareholder's" loan to the project 

company in parallel to the NIS project loan. this shareholder's loan shall be 

in proportion to the foreign party's equity position. and on terms and 

conditions no more onerous than the NIS project loan. Repayment of the 

shareholder's loan shall proceed in parallel with repayment of the NIS project 

loan. Interest on the NIS 'project loan' will be capitalized in any period in 

which it is not paid. 

How to apply 

Application for assistance under the NIS must be made to: 

The Chairman 
N.I.S Co-ordinating Coamittee 
Cl- Department of Industrial Development 
P O Wards Strip 
WAI GANI 



ISIC 

2903 
3121 

3111 
3231 

3114 

3121 

3212 

3212 
3214 

3220 
3233 
3240 

3311 

3412 
3419 
3420 
3560 

3560 

3819 

3819 

3829 

3839 

3841 

3843 

3843 

3819 
3823 

3111 
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Appendix 2.8: Industrial investment pr~ject pro9osals. 1984 

Project Number 

001/V/84-05 

002/V/84-05 

003/V/84-05 

004/V/84-05 

005/V/84-05 

006/V/84-08 

007/V/84-05 

008/V/84-05 

009/V/84-09 

010/V/84-06 

011/V /84-06 

012/V/84-06 

013/V /84-06 

014/V/84-06 

"15/V/84-05 

016/V/84-06 

017/V/84-06 

018/V/84-06 

019/V/84-09 

Project Title 

Solar salt plant 

Meat processing 

Dried and frozen sea cucumber 

Soluble coffee 

Jute sacks fer coffee beans 

Hand woven rugs and bags 

Footwear and other leather products 

Sawn timber and timber products 

Packaging materials 

Plastic household utensils 

Aluminium and stainless steel domestic 
utensils 

Production of pillar taps, cocks and valves 

Domestic refrigerators 

Dry cell batteries 

Shipbuilding and repair 

Automobile filters 

Automobile silencers and mufflers 

Connon industrial services centre 

Beef production 



- 65 -

Appendix 2.B (continued) 

ISIC Project Number Project Title 

3113 020/V/84-09 Mango juice 

1302 021/V/84-09 Aquaculture 
3114 

3211 026/V/84-09 Textile printing 

3233 027/V/84-09 Sports and travel bags 

3233 028/V/84-09 Footwear and leather articles 
3240 

3320 029/V/84-09 Wooden furniture 

3419 030/V/84-09 Paper products 

3691 031/V/84-09 Facing bricks and floor and roofing tiles 

3710 032/V/84-09 Foundry for grinding balls 

3511 033/V/84-09 Copper smelting and refining 
3720 

3811 034/V/84-09 Agricultural hand tools 

~I This list includes industrial projects in Papua New Guinea for which 
foreign co-operation, such as joint venture or other pa~tnerships, 
acquisition of technology, management expertise and marketing assistance, 
is sought. Enterprises interested in the possibility of participating in 
any of these projects can obtain more detailed information, including the 
name and address of the sponsor, from UNIDO Investment Promotion Service. 
This information usually takes the form of a standard industrial 
investment project questionnaire. Copies of studies, when these are 
available, may then be obtained from the project sponsor. UNIDO does not 
accept responsibility for accuracy or completeness. 
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Appendix 2.C: The technical co-operation projects of UNIDO 

Division/Section 
(Spec.Act.Code) 

IO/PLAN (31.2.C) 

IO/INFR (31." .Ol) 

IO/INFR (31.".03) 

IO/INFR (31.4 .04) 

IO/INFR (31.3.0) 

IO/INFR (31.3.L) 

IO/INFR (31.3.L) 

IO/TRNG (31.5.00) 

IO/TRNG (31.5.S) 

IO/TRNG (31.5.B) 

IO/TRNG (31.5.B) 

10/TRNG (31.5.B) 

IO/FEAS (31.6.B) 

IO/AGRO (30.6.01) 

IO/AGRO (30.6.01) 

IO/AGRO (31.7.A) 

PAPUA NEW GUINEA 

1. The completed projects since 1972 

Project Number 

Sl/PNG/79/803 

RP/PAP/73/001 

DP/PAP/73/012 

DP/Pt .. ?/73/02'> 

SI/PNG/78/801 

DP/PNG/74/039 

SI/PNG/79/805 

DP/PAP/69/002 

RP/PNG/76/004 

SI/PNG/77/801 

RP/PNG/79/001 

SI/PNG/79/801 

TS/PNG/7 71001 

RP/PAP/73/003 

RP /PAP /7 4 /003 

DP/PNG/78/053 

Project Title 

Industrial incentive study, 
preparatory assistance 

Small-scale industries promotion 

Fact-finding tour of small business 
and industrial development 

Small industrial development survey 

Consultant on the manufacture of 
rubberized coir mattresses 

Preparatory assistance to the 
small-scale industry dev~1opment 
programme 

Consultant for the development of 
industrial estates programmes 

Indigenous entrepreneurship 

Promotion of small-scale industry 

Technical co-operation among 
developing countries; visit to the 
Republic of Korea, attendance at 
the International Small Business 
Symposium and observation tour 

Training prograaune in the field of 
silk weaving in Thailand 

Trainin~ prograane in furniture 
industry 

Feasibility study on the 
development of the handloom industry 

Silk culture 

Silk culture 

Assistance to the secondary wood 
processing industry 



Appendix 2.C (continued) 

Division/Section 
(Spec.Act.Code) Project Number 

IO/AGRO (31. 7.A) SI/PNG/79/808 

IO/AGRO (31.7.8) SI/PNG/79/807 

IO/AGRO (31. 7.C) SI/PNG/84 /801 

IO/AGRO (31.7.D) DP/PNG/79/028 

IO/AGRO (31.7.0) TS/PNG/76/0'3 

IO/MET (31.8.D) DP/PNG/79/004 

IO/ENG (31.9.B) DP/PNG/79/010 

IO/CHEM (30.5.02) DU/PNG/74/035 

IO/CHEM (32.1.A) IS/PNG/75/010 

IO/CHEM (32.1.A) TS/PNG/76/002 

IO/CHEM (32.1.8) Sl/PNG/79/804 

IO/CHEM (32.1.B) DP/PNG/80/001 

IO/CHEM (32.1.C) DP/PNG/79/012 

IO/CHEM (32.1.C) DP/PNG/80/006 

IO/CHEM (32.1.C) SI/PNG/79/806 

IO/CHEM (32.1.C) Sl/PNG/78/802 

IO/CHEM (32.1.C) TS/PNG/76/005 

IS/SEC (62.3.A) RP/PNG/76/001 
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Project Title 

Assistance to the secondary wood 
processing industry 

Garment industry consultant 

Assistance for meat cannery 

TSR (technically specified rubber) 
adviser 

Exploratory mission to assess the 
leather and leather product 
industries 

Foundry development, preparatory 
assistance 

Manufacture of agricultural tools 

High altitude crop study (Executing 
agency: FAO) 

Cement industry 

Establishment of national cement 
industry 

Assistance in small-scale ceramics 
manufacture, exploratory mission 

Dev~lopment of small-scale ceramics 
manufacture in Rabaul 

Alcohol production from Nipa palm 

Advisory services on charcoal 
production 

Assi:t~n~e in charcoal production 

Development of solar salt production 

Assistance in solar salt production 

UNEP/UNIDO: Workshop on appropriate 
technology 
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Appendix 2.C (continued) 

Division/Section 
(Spec.Act.Code) 

IO/Pl.AH (31.2.A) 

IO/TRNG (31.5.B) 

IO/AGRO (31.7.A) 

IO/AGRO (31.7.0) 

Project Number Project Title 

2. !he cngoing projects 

Sl/PNG/85/801 

XP/PNG/86/078 

Sl/PNG/86/801 

DU/PNG/78/005• 

Assistance to the Department of 
Industrial Development <DID) for 
re-organization 

training on promotion of 
small-scale enterprises in 
developing countries 

Study tour by officials from Papua 
New Guir.ea to appraise UN1oo•s 
wooden bridge system 

Rubber industry development 

• Large-scale project <=total allotment $150.000 or above). 
•• total allotment Sl million or above. 

3. Proiects in the pipe-line. 1986 

(1) Development and preparation of small- and medium-scale projects. 

the object of the project is to promote the development of small
and medium-scale connercial and industrial ventures in Papua New Guinea 
and to assist the Ministry of Conmerce and Industry in the development of 
policies plans. project proposals in the industrial sector. the project 
is being formulated by the Government authorities. 

(2) Assistance in the development of the wood-processing industry. 

the object of the project is to advise the Government on technology 
for the production of low-cost wooden bridges in place of conventional 
steel bridges. In addition. advice will be given on improving the 
production techniqueJ in joinery manufactures. 

(3) Assistance in the development of resource-based industry in the highlands 
region. 

the object of the project is to advise the Government on the policy 
and strategiet that should be adopted by the Government for the 
industrial development of the area. 

The Government wishes to use the resources available under the regional 
small industries project to obtain specific assistance in res~ect of the 
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following projects, with a view to improving the technical and productive 
capabilily in the industrial se~tor: 

(4) Village boat-building programme development. 

(5) Development of the cement industry. 

(6) Assessment of the potential for a pharmaceutical industry. 

(7) Development of a foundry industry. 

(8) Study on the prospects for manufacturing of agricultural hand tools. 

(9) Prefeasibility study for non-metal waste recycling. 

\10) Prefeasibility study for the manufacture of tractor steel products. 

(11) Provision of technical assistance to the furniture industry in quality 
control and the finishing of products. 

(12) DeveJopment of a standardization infrastructure. 

Under this project, one staff member will be required to visit the 
country in connection with the formulation of the project. 

(13) Development of a garment industry exclusively for ~omen. 

The object of the project is to upgrade productic~ techniques in the 
industri~l and technical skills of the employees, to promote the 
development -1f the industries and also provide increased employment 
opportuniti~s for the women of Papua New Guinea. 

(14) Provision of assistance to the Small-scale Industries Research and 
Development Centre, Port Moresby. 

The object of the project is to enable the South Pacific Appropriate 
Technology Foundation to develop wood working, ceramic, footwear, and 
en~ineering industries for the rur~l areas. 

(15) Prov~sion of assistance tu the small-scale industry a~d entrepreneurial 
develQI>ment centre, Lae. 

The object of the project is similar to that of project No. (14). 
The pr0~ect will be based at L~~. in the northern part of the country. 
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Appendix 2.D: Leading industrial ~ompanies, 1984 
Call values in millions of USS> 

Rank Company 

l Bougauville Copper Ltd 
2 OK Tedi Mining Ltd 
3 Burns Philp 
4 South Pacific Brewery 
5 Golling Co PNG Pty 

6 Boroko Motors 
7 PNG Petroleum Ltd 
8 JANT pty Ltd 
9 New Guinea Karine 

Products 

Source: South, June 1985. 

type of 
Business 

Copper & gold 
Copper & gold 
Trading 
Beer 
Agriculture 

exports 
Auto sales 
Petroleum 
Property 

Fish 

Net 
Sales/ profit Total 
Turnover Closs) Employees Assets 

585 82.5 3,862 1,171.5 
4,000 2,000 

138.3 3.9 2,687 60.6 
67.2 900 

59.7 1,972 
37.3 480 

23.7 
457 8.55 

82 1.95 
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3. FIJ~ 

3.1 THE ECONOMY OF FIJI 

3.1.1 Recent economic trends 

A sharp declina in co11111odity prices and unfavourable weather conditions 

resulted in a 1.7 per cent decline in the growth of real GDP in 1985. World 

prices of sugar, Fiji's principal export item, fell sharply in 1985. The 

price of coconut oil, Fiji's other major export, fell by about half in 1985 

from its 1984 peak. Average prices of other exports, such as gold, fish and 

forestry products, dropped by about 10 per cent during 1985. To reverse the 

deteriorating trend in terms of trade, the Government has undertaken an 

adjustment progranme that seems to set the stage for a resumption of growth. 

Real per capita GDP (adjusted for the terms of trade) declined during 

1981-84. The wage policy pursued until 1984 had an adverse impact on 

government finances through its effect on the wage and salary bill, which 

soared by 50 per cent. To contain the budget deficit, the Government 

acconmodated the increase in the wage and salary bill by reducing investment 

outlays. Capital expenditure as a proportion of total expenditure fell from 

27 per cent in 1982 to 13 per cent in 1984. However, the imposition of the 

wage freeze at the end of 1984 has helped reverse this trend, resulting in a 

10 per cent decline in wage and salary expenditure in 1985. Current 

expenditu e on repairing the damage caused by four cyclones that hit Fiji in 

1985 increased sharply. 

Fiji's Ninth Development Plan (1986-90) envisages dn average annual 

growth of S per cent in real GDP. It also aims at maintaining financial 

stability and reducing the external account deficit in relation to GDP by 

nearly 1 per cent. The immediate outlook for economic growth depends on 

commodity prices and weather conditions. Fiji benefits from sharp declines in 

world oil prices and interest rates. 

Fiji has for a nu1~ber of years had a large deficit in merchandise trade, 

partly offset by a surplus from tourism services and by net transfers, 

including remittances from expatriate Fijians. From 1977 to 1979 these 
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surpluses covered 70 per cent of the trade deficit. In 1980 they covered less 

than 50 per cent. The gap was filled by net capital inflows, inc!uding some 

direct investment. In 1982-83 this situation continued with a small absolute 

decline in GDP as earnings from sugar, fish, coconut oil and timber all fell. 

In 1983 sugar output vas again hit by bad weather with two hurricanes damaging 

alQost half the sugar crop. Tourism was also in decline while industrial 

production was stagnant and government spending was restrained by fiscal and 

monetary caution. Only in 1984 did signs of recovery appear as sugar output 

and tourism grew and domestic economic activity expanded under government 

stimulus. Real GDP thus rose by 9.4 per cent in 1984 and was export led. 

Export growth was however impeded by the collapse of the International Sugar 

Agreement in 1984 and the consequent rapid fall in world sugar prices. 

However, real GDP declined by 1.7 per cent in 1985. Although Fiji is to an 

extent protected by long-term contracts, the ave~age sugar export price has 

fallen some 25 per cent since 1980, and the reduction in export revenue can 

have serious implications for the development prospects of the manufacturing 

sector. 

3.1.2 Economic structure 

The population of Fiji was estimated at 700,000 in mid-1985, of which 

63 per cent of the population lives in rural areas; 37 per cent, chiefly 

living in the Suva area, is urban or near urban. The population growth rate 

is high but decelerating. Overall density of population at 36 per sq. Ian. is 

low. Kost land is customarily owned, but a high percentage is leased either 

to Indian tenant farmers or for large development schemes. F~ji is an 

archipelago of some 330 mainly volcanic islands. Only one-third of the 

islands is inhabited but a large proportion of the land, 56 per cent, is 

suitable for cultivation, mainly the coastal lowlands and river basins. 

Services accounted for a considerable snd growing percentage of GDP 

during the 1970s, reaching 60 per cent by 1980. Of these distrihution 

services accounted for one-third; governme~t. community and personal servi~es 

another third; financial businP,ss services and transportation the final 

third. In contraat, p~oductive sectvrs make up un~er 40 per cent of GDP. 

Agricultur~. forestry and fisheriP.s plus mining amount to 24.4 per cent; 

manufacturir16 12.2 per. cent. As half of the manufacturing output consists of 
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processed sugar, non-processing manufacturing amounts to only 6 per cent of 

GDP. It was the development of tourism in the 1970s which brought about the 

predominance of services contributing over half the total increase in real GDP 

over the period 1970-84. In contrast primary activities and processing 

contributed less than one-quarter of the increase in real GDP. 

Table 3.1. Distribution of GDP b1 sector of or1g1n 1 1970-84 
Cin millions of Fijian s at constant 1977 prices and percentage shares) 

-----
Agriculture. ElectricitJ. Trade 
foreatrJ, !lining llanufac- ga1, water. hotel and Trensport and Other 

Tear fiahins. guarr1iag turing conatruction restaurant c.-unication ••r-vic:•• Total!' 

1910 .. 121.7 l.4 0.4 46.0 69.4 30.3 101. 5 426.I 
per cent 30.2 0.3 ll.6 10.1 16. 3 7.1 23 .• 100.0 

1975 .. 126.4 1.0 Sl.S 52.1 99.0 52.l 114.9 564.1 
per cent 22.4 0.2 10.4 9.) 11. 5 'L2 31.0 ~00.0 

1910 •• n2.1 0.) 10.7 66.2 117.) 66.I 195.2 619.) 
per cent 22 .5 0.1 11.9 9.1 11.) 9.8 28. 1 100.0 

1911 .. 112 .6 0.4 88.9 61.) ln.s 10.6 194.6 119.9 
per cent 24.0 0.1 12.4 9.3 11.4 9.8 21.0 100.0 

1982 .. 115 .6 0.6 16.4 60.4 113 .o 11.6 l9b. 6 112 .2 
per cent 24. 1 o .• 17. l 8.5 15.9 10.9 21.9 100.0 

1913 •• 14)./ 0.6 11.6 53.8 124.2 18.0 203. l 681.0 
per cent 2i.. l 0.1 11.4 1. 9 l8. 2 ll. 5 29.8 100.0 

1914 •• 180.9 0.1 91.0 53.0 124.9 86.3 708.2 145.0 
per cent 24.3 0.1 12.2 1. l 16.8 11.~ 21. 9 100.0 

-------- ---------- - - -------
Source: fiii'! !lill~b ll!velo~nt Plan 1916-90. 

!' totala 1ubject to rounding error. 

In spite of Fiji's abundant natural resources and favourable agricultural 

conditiofis, Fiji's agricultural export connodity base is very narrow, resting 

almost entirely on sugar. Furthermore Fiji's self-suffi~iency ratio in food 

is surprisingly low, being in the 35-40 per cent range. Thus while the 

country's economic structure has progressively been cliversified over the last 

two decades, the agricultural sector, potentially one of the most productive, 

has remai~ed largely unchanged and undevelop~d. 

Fiji's forestr1 sector is undergoing something of a transformation. In 

addition to some small hardwood production in 1972 a major pine project was 

launched to produce quick growing softwood for domestic needs and for export. 

thus far almost 32,000 ha out of 186,000 ha dre under pine cultivation and in 

1980 28,000 cu. m. were harvestc1, diminishing imports of sawn timber to 

negligible levels. 
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Fiji's fishing industry has also expanded rapidly since 1972, having 

become the third largest foreign exchange earner after sugar and gold. Tuna 

fishing and processing has become a significant employer and contributor to 

national output. 

table 3.2. Central government budget, 1982-86 
Cin millions of FS, per cent of nominal GDP) 

a/ 
1982 1983 1984 1985 1986 

Revenue and grants 265 293 330 345 356 
Tax revenue 211 238 272 281 296 
Nontax revenue 44 45 47 47 46 
External grants 10 10 11 17 14 

Ex2enditure and net lending 338 337 375 389 406 
Current expenditure 247 280 324 320 326 

Wages and salaries 134 150 175 170 171 
Capital expenditure 79 50 49 62 68 
Net lending 12 7 2 7 12 

Overall deficit -73 -44 -44 -44 -50 
Bank financing 19 7 -2 3 

Revenue and grants 23.8 25.7 25.7 25.8 24.4 
Tax revenue 19.0 20.8 21.2 21.0 20.2 
Nontax revenue 4.0 3.9 3.7 3.5 3.1 
External grants 0.9 0.9 0.8 1.3 1.0 

Ex2enditure and net lending 30.4 29.5 29.2 29.1 27.8 
Current expenditur~ 22.2 24.5 25.3 23.9 22.3 

Wages and salaries 12.0 13.1 13.7 12.7 u. 7 
Capital expenditure 7 .1 4.4 3.8 4.7 4.7 
Net lending 1.1 0.6 0.1 0.5 0.8 

Overall deficit 6.6 3.8 3.5 3.3 3.4 
Bank financing 0.7 0.6 -0.2 0.2 

Source: IKf Survey, June 1986. 

!/ Estimate. 
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MANUFACTURING TRENDS 

DISTRIBUTION OF GDP BY SECTOR OF RIGIN, 1970-1984 
(In constant 19n prices) 
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SHARES OF SUGAR AND NON-SUGAR INDUSTRIES IN MVA. 19n AND 1984 
(In i:onstant 19n prices) 
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MAJOR COMPONENTS OF MERCHANDISE EXPORT EARNINGS, 1984 
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3.2 STRUCTURE AND PERFORMANCE OF THE KAHUFACTURING SECTOR 

3.2.1 Overview of the manufacturing sector 

In the early 1980s the manufacturin~ sector was estimated to have 

contributed 12 per cent of GDP at current prices. Two-thirds of this activity 

relates to food processing; sugar itself accounts for just under one-half. 

Fiji has perhaps the largest and most diversified manufacturing sector of all 

the South Pacific islands. Many of Fiji's manufacturing activities have 

emerged in response to government efforts to encourage import substitution and 

a broad range of activities now covers eight major subsectors, food, clothing 

and footwear, wood products, paper and printing, chemicals, non-metallic 

products, machinery and equipment, and miscellaneous. One consequence of the 

emphasis on import substitution, however, has been the increasing protection 

of the industrial producers to the point when their efficiency and 

competitiveness relative to international standards has deteriorated. It is 

revealing that over the last two decades - a period of considerable structural 

change within Fiji's economy - the share of manufacturing has remained largely 

unchanged at approximately 12 per cent of GDP. Pro~uction growth within 

manufacturing has not outpaced growth in other sectors of the economy. 

1. 

2. 

3. 

Table 3.3. Physical output indices, value added and employment 
in manufacturing, 1977-84 

1977 1980 1981 1~'72 1983 

Ph1sical Output 
Index of Industrial 

Production!/ (1977=100) 100 116.3 128.6 125.5 109.8 
Percentage change over 

previous year -8.6 10.6 -2.4 -12.5 

Value Added ~V.A.~Q/ 
Sugar <FSm> 24.0 26.3 31.2 32.2 18.3 
Non-sugar (F$m) ·• 5 . 4 54. 4 57.7 54. 3 59.3 
Total CFSm> 69.4 80.7 88.9 86.5 77 .6 
Percentage change over 

previous year -8.0 10.2 -2.3 -10.3 
Per cent of GDP 11.5 11.9 12.3 12.l 11.4 

Employment 
Employment in sector 11, 253 15,413 14,223 13,522 14,700 
Per cent of total paid 

employment }5.5 19.2 17.5 17. 3 18.3 
Source: Fiji's Ninth Development Plan 1986-90. 

!1 All items excluding gold, water and electricity. 
QI In 1977 constant prices. 

1984 

132.4 

20.6 

n.o 
59.4 
91.4 

17 .8 
12.3 

14,200 

18.1 
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3.2.2 Growth and performance 

The broad spread of manufacturing activity in Fiji is evident from 

Table 3.4. The main products of the Fijian 111.anufacturing sector include: 

- matches, cartons, toilet rolls 

- cans and various metal containers 

- plastic pipes, bags and wrappings, ~oulded bottles, etc. 

- metal kitchen utensils and containers 

- motor repair 

- wooden handles and other products 

- bread, biscuits and confectionery 

- tea, coffee, oils (repacking) 

- ice-cream 

- pulse milling, animal feeds. 

One distinctive characteristic of manufacturing activities in Fiji is the lack 

of specialization in individual enterprises and the horizontal integration of 

production of related or similar items. For ethnic reasons and for lack of 

controls, excessive competition has developed, fragmenting production for a 

limited market and sacrificing any economies of scale. the protected market 

allows enterprises to profit from inflated prices. Under-utilized capacity is 

co11111on in Fiji. 

The manufacturing sector provides employment for 18 per cent of the wage 

earning workforce, approximately 14,200 in 1984. The more capital-intensive 

&ctivities tend to be found in the food processing branch; clothing, sawmills, 

furniture production and printing are more labour intensive. Manufacturing 

value added has fluctuated considerably over the last decade, as can be seen 

in tables 3.1 and 3.3. However, this is to a large extent a reflection of the 

ups and downs of the highly dominant suear processing industry. Of the other 

subgroups, machinery and equipment has increased its share considerably. 

Clothing and footwear also grew significantly but from very low bases. With 

the exception of chemicals, the incre~se in value added slowed considerably in 

all product groups in the late 1970s. In part this resulted from the 

over-rapid growth in the early 1970s when the more profitable or more 

accessible processing and substitution ~pportunities were first exploited. 
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Table 3.5. Kanufacturing perforaance indicators, 1979-81 
(percentage) 

VA Sur2lus 
Output Gross output 

1979 1981 1979 1981 

Food 23.6 17 .3 13.8 9.5 

Clothing 32.4 34.3 14.3 15.8 

Wood 39.4 30.5 8.8 2.0 

Paper 43.1 39.6 14.6 11.1 

Chemical 25.6 26.0 11.0 11.0 

Non-metallic 36.3 35.0 13. 7 12.7 

Kachinery 30.0 24.6 10.7 3.3 

Kiscellaneous 23.6 24.0 1. 7 14.0 

Total manufacture 26.4 22.5 13.1 8.9 

Source: Bureau of Statistics, Reports on Industrial Production. 

The food products (particularly the sugar processing) sector suffered a 

net decline in value added and operating profits during 1979-81. The 

machinery and equipment subsector suffered a larger decline in value added and 

surplus generated during this period. The predominant position of sugar 

manufacturing in Fijian manufacturing is reflected in the fact that despite 

high growth rates in value added registered by all the other branches, 

aggregate MVA growth was only 1 per cent during 1979-81. Value added growth 

had decelerated significantly in the wood products, non-metallics and paper 

products branches. During 1979-81 industrial costs rose rapidly. The value 

added to gross output ratio declined for five of the eight industrial branches 

- the fall again being most marted in the case of the food, wood products and 

machinery subsectors. The surplus to gross output ratio fell most drastically 

for wood products (from 8.8 to 2 per cent> and the machinery branch (from 10.7 

to 3.3 per cent) over this period. The aggregate surplus ratio declinRd from 

13.l per cent to 8.9 per. cent. Significantly high levels of surplus growth 

were recorded in the •iscellaneous manufacturing, and also in clothing. 
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Development strategies for the indu~trial sector have in previous Plan 

periods focused on inq:ort substitution. Although most export products -

sugar, coconut oil and gold - involve some processing, most industri•l 

a~tivity is thus import substitution oriented. Development prograanes have 

stioulated the creation of a highly diversified manufacturing sector. Apart 

froa sugar and coconut oil, a very wide range of food products industries aay 

be found. The same goes for household products, and the printing and 

publishing, shipbuilding, agricultural machinery, aetal working, electrical 

goods, wood and wood products, footwear and garment industries and traditional 

crafts are also repLesented. The GDP share of industry bas stagnated around 

12 per cent, and the value of aanufacturing output bas fluctuated sharply, but 

in aost subsectors, a steady increase in value added aay be noted. One aajor 

problem is the lack of linkages between industry and the priaary sector, which 

partly explains the rather high iaport conte~t of the aanufacturing sector. 

The number of large State industrial establishments in Fiji, both in 

tel"llS of employment and output, is liai,ed. Larger scale operations process 

coconuts, rice, pulses, and flour; da~ry, fish canneries and fruit canneries, 

beer and cigarette manufacturers, sawmills, feed aills, scap and aatcb 

factories also belong to the relatively large scale category. 

Most industrial enterprises in Fiji are owned by traditional trading 

groups, especially the Indian and Chinese c01DUnities. This in part explains 

the horizontal integration or duplication of production. Rative Fijians 

rarely figure in manufacturing nwner•hip. Government equity participation in 

individual enterprises is seen as a form of trustee ownership for indigenous 

Fijians. 

Since the majority of manufactured products in Fiji are consumer itea1r, 

proximity to the main markets and ports has led to the concentration of 

enterprises in or near Suva and Lautoka. In part this has been influenced by 

the construction of industrial estates, in part also by the availability of 

services and utilities. A number of larger proce11ing plants are located near 

raw material supplies. 
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3.2.3 Recent trends and developaents within the aanufacturing sector 

The manufacturing ~ector recorded positive real growth rate during 1984. 

Extensive damage has however been caused by cyclones in 1985. particularly to 

the sugar industry. Real llVA decli~ed by 4.7 per cent in 1985. The growth in 

industrial costs has been held in check by an agreement with the trade unions 

which froze wages for a 12--aonth period during 1984 and 1985. It was expected 

that after Hoveaber 1985 wages will be index-linked to consumer prices and 

some indicator of econoaic and productivity growth. The aanufacturing sector 

may also benefit froa new incentives introduced to stiaulat~ exports. 

Intra-Pacific exports are likely to be stiaulated by the early establishllent 

of a regional chaaber of cOllllerce and industry with headquarters in Vanuatu. 

The Goveru.ent is also attempting to attract foreign investaent within the 

manufacturing sector and negotiations are under vay with Japanese officials. 

The ann~al average rate of increase in the consuaer price index fell to 

5.3 per cent in 1984 froa 6.8 per cent in 1983. In 1980 inflation had been 

running at alaost 50 per cent. Although the trade deficit for 1984 vas higher 

than that for 1983. some exports. particularlJ coconut oil, increased 

sharply. Gold output bas increased and local shipbuilding bas passed a 

landmark with t~e launching of the largest ship yet built in Fiji in Deceabe= 

1984. The Government has given priority to the reconstruction of the three 

sugar mills daaaged bJ the 1985 cyclones. It is hoped that despite this 

set-back total sugar production will not fall during the present year. 

The sustained fall in international sugar prices bas induced the 

Government to increase the eapbasis on diversification of the aanufacturing 

sector. Industrial branches which eaploJ relativelJ labour-intensive 

technologies of ?roduction are being encouraged in view of the rapid increase 

in the urban emploJl'ii8nt rate during the 1980s. There is also a need to reduce 

the import c~ntent of .. nuf acturing units and to increase inter-industrJ 

linkages and linkages w\tb other sectors. 

3.2.4 Agro- apd forett-ipclustrles - a sub-sectoral analrsis 

The agro- and forest-based industries currentlJ account for rougblJ 60 

per cent of llVA and little over half of total llVA. lotvitbstanding the 
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fluctuations in international demand on pric~s. their products may be expected 

to continue playing a major role in Fiji•n exports. Bnth the unique natural 

conditions and the large stock of experience gathered in both agriculture and 

the agro-industries should continue to contribute to the outstanding quality 

of the products. Agro- and forest-based industries make an iaportant 

contribution to rural employment and incoaes. The industries in the 

sub-sector include: 

- sugar; 

- ccconut oil and other edible oils; 

- fruit processing; 

- fish processing; 

- dairy products; and 

- forestry products. 

Generall7. capacity utilization is low, even though the nuaber and size of 

plants is in aost cases quite li•ited. Low productivity in the agricultural 

sector leads to raw aaterial shortages. These problems are exacerbated by 

technological backwardness. and in many cases the agro-industry cannot meet 

domestic demand. Attempts to raise agricultural productivity by 

plantation-type operations have only bad liaited success. Kore attention 

would need to be paid to raising saall-holder productivity through expanded 

extension services. marketing facilities and incentives for the producer. As 

to technology, aany enterprises use second-band. outdated machinery from 

developed countries. Although aany entrepreneurs in developing countries have 

become masters in profitably operating such .. chinery. technological 

obsolescence can only damage the economy in the long run. 

Export potential exists in a wide range of agro- and forest-ba1ed 

.. nufacturing b~Jnches. These include refined sugar. animal feed, coconut and 

other vegetable oil, meat products, processed fruit, shaped wood and 

furniture, veneer and plJVOod boards. The Gover1111ent bas foraulated a wide 

ranging strategy for stimulating exPOrt growth and restructuring the 

.. nufacturing sector. This 1trateg1 i• reviewed in th~ next chapter. 
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3.3 IRDUSTRIAL DEVELOPllEllT STRATEGIES, POLICIES, PLAHS ARD INSTITUTIONS 

3.3.1 Goals of industrial policy 

F!ji bas consistent, clear and comprehensive policies and priorities in 

regard to industrial development and bas developed an institutional fraaewort 

to iaplement these. In all their Five-Year Plans since independence in 1970, 

diversification of the econoay, self-reliance and promotion of employment 

through industrial development have been eapbasized. 

Fiji's contemporary major national objectives as incorporated in the 

Eighth Developaent Plan are: 

to strengthen and further diversify the economic base of the nation; 

to promote a aore equitable distribution of the benefits of 
development; 

to ensure that the opportunity for productive and rewarding social or 
econoaic activity is available to the f~pulation; 

to increase self-reliance; 

to proaote a greater sense of national unity within the fraaewort of a 
multi-ethnic society; and 

to promote regional and international co-operation. 

liji's Fifth Development Plan for the five years prior to independece 

represented a major shift in government attitudes, with growth as the major 

goal. Resource surveys and development p~ojects aimed at opening new 

possibilities for growth in the economy in agriculture, forestry, fisheries 

and tourism. The Sixth (1970-75) Plan recognized growth as a necessary but 

not a sufficient condition for development. It sought to tackle urbanization 

problems by stimulating rural production and developing urbQn services. 

Specifically it sought to improve the distribution of inc01Des, achieve 

moderate per capita income growth, increase employment opportunities and 

promote develol*lent in a climate of political, economic and social stability 

within 1 regional Pacific context. the Seventh Plan (1975-80) aimed at 

redur.ing dependence on capital from foreign sources, maximizing the retention 

of earnings frOll tourisa, and developing hydro-electric pctential to red~ee 

I I I 
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dependence on iaported fuels. It also sought to decentralize econoaic 

activity by location. broader ethnic rarticipation in developaent and 

iaproveaent of life in rural areas. Increased national self-reliance was a 

major objective. The Eighth Plan's (1980-85) basic strategy was one of 

consider~bl~ investment in increasing and diversifying primary sector output 

coupled with priaary sector processing at a later stage. There was to be a 

reorientation of investment by region to ensure better distribution across the 

country. Fiji's Ninth Developaent Plan (1986-90) aias at achieving real GDP 

growth of 5 per cent a year. On the output side. emphasis is given to the 

g~··Ath of resource-based industries. The Plan retains the diversification and 

distribution objectives. Creating new eaplo111ent opportunities is also an 

ongoing concern. Keasures to increase financial stability as well as 

efficiency and ce>11petitiveness in the aanufacturing sector are to help 

in~rease economic growth. Special attention will be given to cottage and 

Sllall-scale industries. There is to be a shift from investment in 

infrastructural worts to directly productive activities. 

The objectives of Fiji•s Ninth Development Plan are broadly expressed as 

to attain a dynamic growth oriented industrial structure; expand output. 

particularly for experts; increase efficiency and competitiveness; facilitate 

and encourage vigorous private sector; and create more skill-intensive jobs to 

fully exploit its human resources. Table 3.6 shows the projected sectoral 

growth rates set in the Ninth Development Plan ending 1990. 

Within these planning frameworks the industrial sector was expected to 

help mate optimal use of the available human and physical resources and to 

reduce income disparities. Initially industrial projects were chosen allowing 

only moderate economies of scale. and with modest export potential and 

capabilities of enhanced value add~d. Although import substitution was well 

developed by the time of the S~xth Plan it was not to be taken as far as full 

self-sufficiency - rather there would be a co~centration on activities with 

export possibilities. In the Eighth Plan both export and import industries 

are encouraged with high priority to industriHs based on local ~rimary 

co111DOdities and the production of inpu~~ ~equired by primary and other 

sectors. Industries based on imported raw materials were to produce e1sential 

items for the do;nestic market an~ goods for export. Low priority is given to 

industriea based on imported raw materials and producing non-essential items. 
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Table 3.6. Projected sectoral rate of growth in terms of 
gross value added at factor cost, 1985-90 

<S Killion, 1985 prices) 

Gross value added Growth rate 
1985 1990 (per cent) 

Agriculture, forestry, fishing 
1.1 Crops 

1.1.1 Sugar cane 51.6 74.2 7.5 
1.1.2 Other crops 37.5 53,3 7.3 

1.2 Livestock 13.7 17.4 ~.9 

1.3 Fishing 15.5 22.3 7.5 
1.4 Forestry 11.2 16.7 8.4 

1.5 Subsistence 72.4 80.0 2.0 

Mining and quarrying 10.3 16.9 10.4 

Manufacturing 
3.1 Sugar 25.l 36.7 7.9 

3.2 Other food, drink and tobacco 48.2 67.4 6.9 
3.3 Other manuf •cturing 75.4 96.5 5.0 

Electricity, gas, water 24.4 31.9 5.5 

Construction 90.2 115.7 5.1 

Trade 229.2 293.2 5.0 

Transport and conmunicatiuns 114.8 143.2 4.5 

Finance, insurance and real 
estate and business services 94.2 129.5 6.6 

Comunity and other services 328.3 390.2 3.5 

Total 1,242.0 1,585.1 5 .0 

Source: Ninth Development Plan 1986-1990, p. 14. 

Fiji's approach to th~ industrial sector has encompassed multiple 

objectives. Thus in the Eighth Plan the industrial sector was expected to 

keep in view the following objectives in addition to contributing 

significantly towards the growth of the economy: 

inc):ease the employment absorptive capacity; 

- promote more equitable distribution of the benefits of industrial 
development; 
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expansion and diversification of export co111110dities; 

secure import substitution; 

- encourage small- and mediua-scale industries; and 

contribute significantlJ to regional development. 

Such an impressive arraf of aultiple objectives may be difficult to realize 

simultaneously within a five-ye•r period. It is essential that a pragramatic 

priority ranking be stablished and adhered to in the formulation and 

impleaentation of operational policies within the industrial sector. 

3.3.2 Policy measures and instruments 

Fiji's post independence development plans show graat consistency, 

reflecting the central aim of the Government ro ensure a favourable investment 

climate for both domestic and overseas investors. To this end the Government 

sought to create an appropriate infrastructure, provide concessions to 

encourage new investments and to provide other forms of assistance to 

industry. In order to contribute to a favourable investment climate the 

Government placed no major restraints on repatriation of funds, maintained 

equitable taxation and allowed normal coanercial operation of industrial 

activities. It also sought to maintain a stable political framework, improve 

the skills of the workforce, not to impede the use of expatriate labour and to 

provide reassurance against the threat of nationalization. 

The concessions available to encourage investors were to ~ave a finite 

duration. They included tariff concessions on imported plant, machinery and 

equipment, tariff concessions on imported raw materials, income tax 

concessions or accelerated depreciation, protection from imports by 

substantial tariffs or quotas, refund of excise tax paid on inputs for export 

goods. Extension services were conceived as a means of improving overall 

efficiency relating to technical matters, plant operations, labour and 

managerial matters, financial questions, marketing, etc. The nature and 

extent of assistance awarded to a project were intended to be determined by a 

c~mprehensive appraisal of contribution to national income, employment 

potential, interlinkage effects, contribution to long-term improvements in 

balance of payments, and the likely impact on domestic competition and price 
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levels. These policies have been maintained throughout the series of plans 

but the Seventh Plan shoved awareness of the possible negative effects of 

concessions and the Eighth Plan criticized the incentives and their 

inefficient implementation as well as the lack of consideration to domestic 

value added. regional dispersal or increased local participation. The Ninth 

Plan stresses improved co-ordination of poHcJ measures and increased 

efficiency while retaining the overall objectives of the previous plans. 

3.3.3 Institutional framework 

Applications for special concessions and incentives are made to a 

Business and Industrial Development Connittee CBIDC) which provides 'one-stop' 

approval since it represents all the relevant ministeries and departments: 

Comaerce and Industry. Finance, Labour, Industrial Relations and Immigration, 

Lands and Mineral Resources. Agriculture and Fisheries, Urban Development. 

Housing and Social Welfare. The application takes the form of an investment 

appraisal. The approval mechanisa is used to guide new investment towards 

areas thought to be beneficial to the country. 

The Economic Development Board (EDB), with wide ranging tasks of an 

advisory and promotional nature. was formed in 1980. The EDB advises 

Govermnent on possible locations for various types of industry. the need for 

government investment. promotes the development of industrial estates and 

promotes Fiji as a place of investment for overseas funds. It also acts as a 

facilitor in assisting investors deal with Government. 

3.4 USOURCES FOR INDUSTRIAL DmLQPKENT 

3.4.l Labour 

The labour force in Fiji expanded from 125,800 in 1966 to 175,800 in 

1976, while unemployment (mainly in urban areas> increased from 5,200 to 

11,300. Unemployment has risen rapidly during 1980-84. While the formal 

110netized economy employs an increasing proportion ~f the potential labour 

force, a considerable number work in the subsistence sector. Formal 

emploJ119nt has grown with the expansion of the construction and tourism 

industries. The share of Fiji nationals in labour force ha1 increased from 

I 11 I II I I 11 I 
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92.5 per cent in 1966 to 96 per cent in 1976 as ~ result of an actively 

pursued policy. Except for the construction industry, agriculture and primary 

industries are the IROSt rapidly growing sectors in teras of eaployaent and 

were expected to provide llOre than half the 30,000 new jobs to have been 

created from 1980-1985. These employment goals have however not been realized. 

The inc~ease in nuabers of professional, technical and aanagerial workers 

was 2,600 froa 1976-79; between 1976 and 1980 the nuaber of workers witb SOile 

tertiary education increased by 1,500, with secondary education by 8,100 and 

with primary education by 27,500. There is a shortage of skilled labour and 

experienced entrepreneurs in Fiji, although the high rate of literacy and the 

nuaber of successful ventures point to the potential. The shortage arises 

from a nuaber of factors; while technical and vocational training courses ~-ve 

expanded they have been often associated with secondary education and take-up 

has been limited. While basic aanual skills can be taught on a full-time 

basis, further stills require a blend of practice and experience. Such 

activities are inextricably linked with private sector activities through 

apprenticeships or secondments. Some skills are scarce because of aigration 

of better workers and reservation for opportunities in faaily concerns, 

preventing the flow of stills to new ventures. In addition, shortages exist 

in Fiji through overmanning and the aultiplication of similar ventures all 

operating below capacity. Wages in Fiji are aaongst the nighest in the South 

Pacific as a result of mini•~• wage legislation and strongly unionized 

labour. The wage negotiated with the union for the period ~oveaber 1984 to 

November 1985 may thus be an important contribution towards improving Fiji's 

industrial COllPetitiveness in its aajor export aartets. 

3.4.2 ~aw aaterials 

Fiji's ~esource endoti111ent in teras of agricultural potential is large but 

bas not been fully developed. Fiji bas gone further than 110st Pacific island 

countries in the ide~tification of industrial opportunities based on d011estic 

resources and in the develo11119nt of several resources as inputs for processing 

activities is now being studied. 

In the case of sugar-based activities the ai• would be to diversify 

products u1ing raw 1ugar a1 a re1ource to increa1e value added and in1ure 
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against price changes. With coconut products the overlap with other Pacific 

island countries is such as to create a need for soae organized product 

di~ferentiation and a c09lll0n marketing policJ. Cocoa, coffee, fruits, 

vegetables and spices all provide processing opportunities where supplies can 

be assured and products tailored to aarket opportunities. Root crops offer 

more limited prosp6cts for processing; rice and tobacco a&J have greater 

potential. Fiji's livestock resources and bJ-products offer significant 

opportunities if aarket outlets can be expanded. There are also good 

opportunities for wood products especiallJ as hardwoods can be substituted bJ 

local softwoods and utilized for higher value ~jded products. 

Fiji's fisheries offer cJnsiderable potent.ill for preservation providing 

the marketing issues can be solved. While metal deposits aust still be proven 

as coaaerciallJ extractable and prospects are 110re doubtful, ~ndustrial 

ainerals may well offer significant possibilities when integrated with 

processing operations. 

Other industrial products m&J well be feasible depending on the level and 

nature of demand in Fiji's growing domestic market. lletal components, inputs 

into the fishing industry, including boats, and a liaited number of consumer 

iteas deserve further attention. 

3.4.3 Energy 

Fiji bas made substantial progress towards achieving self-sufficiency ie 

energy with hydro-electric scheaes, solar energy sources and biogas units in 

operation or under development. Imported petroleum now accounts for 

approximately half of the current energy consumption. Local production has 

risen considerably during 1983-84, reducing iaport costs. Energy policy in 

Fiji bas been verJ effective and energJ use bas been econoaized. A large part 

of the deaand is aet by converting bagasse, a residue of sugarcane processing, 

into energJ. 

3.4.4 rJnapct 

The full range of financial and business services is available in Fiji. 

The Central llonetarJ AuthoritJ controls t~e financial •~ctor consisting of six 

II I 
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coaaercial banks. These banks tend to concentrate on working capital and 

trade financing. the Development Bank of Fiji (FOB) is the main vehicle for 

long-term financing. 5-7 years for machinery. 10-12 years for integrated 

plants. Some 15 per cent of lending has gone to the manufacturing sector and 

11 per cent to coaaerce and touriSlll. FOB funds con.e from Government backed by 

bilateral aid. long-term loans from the National Provident Fund and credit 

lines from the major international institutions. 

3.4.5 Role of technical assistance 

Technical assistance extended to Fiji can contribute towards two major 

goals. First of all Fiji's eaphasis on industrial diversification and iapcrt 

substitution bas led to the growth of a systea of regulations which requires 

streaalinins and rationalization. It is '~enerally recognized that industrial 

protection bas impeded the growth of industrial efficiency. International 

assistance could therefore be provided to assist Fiji in developing a more 

effective industrial policy aaking structure capable of providing increasing 

domestic economy linkages and exploiting the country•s internation•l 

comparative advant~ges. 

Secondly Fiji needs to rapidly increase manufactured exports. There 

exists a large and growing balance-of-payments deficit and terms of trade have 

~eteriorated by almost 30 per cent over the period 1975-85, reflecting the 
1/ collapse in international sugar prices. A recent UNIDO study- bas 

identified the following branches. the export potential of which can be 

usefully explored by Fiji: 

1. Garments, clothing, cotton fabrics and made textile fabrics 

2. Toys, games and sports goods 

3. Foot-wear 

4. Leather 

5. Travel goods, bandb•gs 

6. Lime, cement and building materials 

7. Printed aatter and stationery 

11 UNIDO, Piii Industrial Strateg1 and Policies. DP/ID/SER AS88, January 1984. 
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8. Medicinal and phat"maceutical products 

9. Passive electrical and electronic components 

10. Plastic products, tubes, pines, etc. 

In addition, a few future-oriented high value and low volume products 

also need to be thoroughly examined for promoting investment and production. 

These are: 

1. Assembly of electronic components and sub-assemblies including 
television, radio sets and components 

2. Clocks ~nd ~atches 

3. Medical instruments and sound recorders 

4. Scientific measuring and ~ptical instruments 

5. Office machines, typewriters, calculators and micro-computers 

6. Automobile parts such as sntennas, piston rings and brake lining 

7. Electrical lighting 

8. Simple hand tools. 

International assistance may be provided to conduct market surveys, design 

appropriate institutional support structures and provide relevant training and 

assistance to enterprises for production and export growth in these fields. 
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Appendix 3.A: Investing in Fiii 

Basic principles 

The Government of Fiji recognizes the vital role that private investment, 

frOll both local and foreign sources, can plaJ in the countrJ'S future 

development, and aims to promote the growth of industry as one of the 

principal factors creating eaployaent and wealth. Foreign capital, technology 

and managerial skills are expected to play a major role in such growth, and 

for this reason the Government is determined to improve the investment climate 

in Fiji for foreign investors, as well as for local entrepreneurs. 

Thus no distinction is made between local and overseas investors in the 

award of investment incentives such as tax and import duty concessions, 

depreciation allowances, rebates on export earnings and import protection. 

The Government is particularly keen to encourage 

foreign investment in areas where the capital requirement is high and 
local technological and managerial skills are not yet available; 

joint ventures between local and foreign business interests, 
particularly where the overseas involvement may lead to the 
penetration or expansion of export markets. 

For industrialization to conform with national economic goals, it& 

development must be integrated with that of other sectors of the economy, and 

especially with agriculture. forestry and fisheries. To achieve such 

integrated development three priority levels for new industries have been 

established. Priority A is reserved for the processing of locally produeed 

raw materials and C0111DOdities, priority B for the manufacture of goods for 

export and essential items for the domestic market, and priority C for other 

types of manufacture. The award of tax concessions and other incentives 

depends on the priority rating of the a~tivity in qeustion. 

Foreign investment 

Foreign investment is welcomed by the Government of Fiji, and 

particularly where it introduces technical, managerial and marketing expertise 

not otherwise available, and contributes to the Fijian economy in terms of 
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Appendix 3.A (continued) 

eaployment and huaan resource development, the balance of payaents, and the 

utilization of local raw aaterials. 

Approval of overseas investment 

Overseas investaent requires approval by the Business and Industrial 

Development Cotmlittee of Fiji (BIDC), a straightforward procedure which 

normally takes no aore than 4 weeks to complete. Fiji's Economic Development 

&oard, which acts as the BIDC's secretariat, will give all necessary 

assistance in preparing the application and ensuring it is processed as 

quickly as possible. 

Financing overseas investment 

Generally speaking, foreign inv~stors will be expected to finance 

invesbnent in Fiji from overseas sources. Where there is a joint venture with 

lo~al equity participation, an appropriate portion of the investment can be 

financed from local sources. Businesses that are controlled by non-residents 

are normally expected to have an initial debt-equity ratio of not more than 

3:1. 

Local borrowing by overseas investors 

The policy on local currency borrowing by non-resident companies is 

flexible and depends on considerations such as whether the activities of the 

company will 

generate additional employment; 

increase export earnings; 

result in import substitution or other tangible economic benefits to 
Fiji. 

Companies controlled by non-residents are normally permitted to borrow their 

working capital re~uirements locally. 
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Appendix 3.A (continued) 

Repatriation of capital and profits 

Repatriation of capital brought in froa overseas and reaittances in 

respect of profits. interest. ro1alties. trade deots. etc. are peraitted. 

subject to tax clearances where appropriate. 

Mergers and acquisitions 

The Governaent regulates takeovers and mergers. i.e. cases .mere a 

foreign investor wishes to acquire 110re than 20 per cent of a Fiji coapan1's 

share capitali applications are processed bJ the Reserve Bank of Fiji. 

EllploJ119nt of foreign personnel 

~ey positions a&J be filled by expatriate personnel without time limit. 

Other aanagerial and technical posts for which suitably qualified Fijians are 

not available 118J likewise be filled by expatriates. The investor is however 

expected to make arrangements to train local staff with the ultimate aim of 

phasing out the majority of expatriate personnel. Work permits are normally 

granted for an initial period of three years. Foreign investors willing to 

bring in assets of not less than F$ 200,000 may be granted seven year permits. 

Investment incentives 

The Government affords equal treatment to local and overseas investors 

alike. offering a wide range of incentives aimed •t assisting industries which 

are at the initial stage of development 

!ncome tax concessions 

A new industry may deduct F$ 8 1 000 annually from its taxable profits for 

up to eight years from the coaaencement of production. Alternatively, a 

percentage of the enterprise's paid up equity capital or investment may be 

deducted from taxable profits. The maximum deduction is 25 per cent for a 

business employing more than 50 persons. 
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Appendix 3.A (continued) 

the award of these concessions depends on the following factors: the 

industry•s priority level. the extent of its utilization of local rav 

aaterials, its contribution to exports, the degree of import substitution, its 

effect on eaploJ119nt, the :..baitude of local value added and finally the 

location and its contribution to development and revitalization of depressed 

areas. 

Incentives for agro-industries 

Such industries aay •elect any five single years in their first 10 years 

of operation to qualify for total exeaption frOll incoae tax. They aay carry 

losses forward without tiae liait or aay set thea off against profits earned 

in other, non-exeapt activities. 

Accelerated depreciation 

A comrany engaging in a new industry may claia a deduction of ~ne-fiftb 

of its depreciable capital expenditure on new buildings, plant and equipment 

in any five of the eight years froa the date of the expenditure. 

Export incentives 

A repaJ1l9nt of tax chargeable on export earnings can be obtained. The 

size of the repayment depends on the local value added of the products 

exported, being half of the tax where the local value added is 30 per cent, 

and the full amount of tax where the local value added is aore than 50 per 

cent. This incentive is available for a period of eight years, starting from 

the·date of first exports. Additional tax relief is available to exporters of 

locally grown Fiji tiaber. 

Other tax exemptions 

The Government may waive or reduce dividend and interest withholding 

taxes if it decides such action will benefit the economy. 
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Appendix 3.A (continued) 

Iaport dutJ concessions and protection 

Iaport duties on plant and aachinerJ and industrial raw aate~ials are 

generallJ low or non-existent. Applications for further reduction will 

however be considered. The award of the concession depends on the extent of 

local processing, and on the contribution to exports and to lo~al value 

added. Arrangeaents also exist for refunds of dutJ when iaported goods, 

including raw .aterials, are re-exported. 

Application for approval of projects and award of concessions 

Applications for tax and other concessions, and for assistance with 

aatters such as work penaits, should be submitted to the Economic Development 

Board. For new projects the standard Project Appraisal Information Form 

available free of charge from IDB should be used. 

Source: UNIDO, Basic Information for Participants in the Investors' Forum for 
the South Pacific R~gion, November 1984. 
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a/ 
Appendix 3.B: Industrial investaent project proposals,- 1984 

Project Nuaber 

004/V/84-04 

005/V/84-07 

006/V/84-04 

007/V/84-06 

008/V/84-06 

009/V/84-06 

010/V/84-0lt 

Oll/V/84-03 

012/V/84-04 

013/V/84-04 

014/V/84-06 

015/V/84-03 

016/V/84-04 

017 IV /84-04 

018/V/84-04 

019/V/84-06 

020/V/84-06 

021/V/84-04 

025/V/84-10 

026/V/84-10 

027/V/84-05 

Project Title 

Veget~~le cultivation, processing and 
canning 

Processing of green ginger 

Snack food and confectionery 

Cattle fe-i 

Wonn labels 

Boasehold linen 

Polyvinyl chloride and leather bags 

Leather footwear and other leather articles 

Wooden furniture 

Paper and paperboard from waste paper 

Domestic electrical fittings 

Ceramic products 

Quicklime and hydrated lime 

Food cans 

Automotive and industrial filters 

Acrylic buttons 

Plastic buttons 

Timber for low-cost housing 

Cocoa liqueur 

Recovery of used lubricating oil 

Rubber tubes for bicycles and motor vehicles 
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Appendix ~-B (continued) 

ISIC P:-oject NUlllber Project Title 

3811 028/V/84-10 Steel ~olling mill 
3819 
3821 

3819 029/V/84-10 Brass products 

3841 030/V/84-10 Shipbuilding and repair 

3115 034/V/84-11 Edible oil manufacture and packaging 

3523 035/V/84-11 Soap aanufacture 

3851 036/V/84-11 Cotton wool aanufacture 

3851 03 7/V /84-11 Napkins and sanitary towels 

~I This list includes industrial projects in Fiji for which foreign 
co-operation, such as joint venture or other partnerships, acquisition of 
technology, management expertise and marketing assistance, is soug~t. 
Enterprises ~nterested in the possibilitJ of participating in any of these 
projects can obtain more detailed infonaation, including the name and 
address of the sponsor, from UNIDO Investment Pr0110tion Service. ~his 
infol'lllltion usually takes the form of a standard industrial investment 
project questionnaire. Co~ies of studies, when these are available, aay 
then be obtained from the project sponsor. UNIDO does not accept 
responsibility for accuracy or completeness. 
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Appendix 3.C: The technical co-operation projects of UNIDO 

Division/Section 
(Spec.Act.t:ode) 

PC/ECDC '.30.9.Z) 

IO/COOP (31.1.A) 

10/PLAH (31.2.A) 

IO/PLAH (31.2.A) 

10/lllFR (31.3.L) 

10/IllFR (31.3.L) 

10/lllFR (31.3.L) 

10/IllFR (31.3.L) 

10/lllFR (31.3.L) 

10/IllFR (31.3.L) 

10/lllFR (31.3.L) 

10/INFR (31.3.L) 

IO/lNFR (31.3.0) 

10/TRNG (31.5.8) 

10/TRNG (31.5.8) 

10/TRNG (31.5.8) 

IOITRNG (31.5.8) 

1. toe collJ>leted projects since 1972 

Project Number 

RP/FIJ/85/001 

UC/FIJ/78/182 

SI/FIJ/75/805 

SIIFIJ/84/801 

DPIFIJ/73/008 

DPIFIJ/80/010 

DP/FIJ/80/002 

DPIFIJ/80/003 

TFIFIJ/18/002 

TF/FlJ/19/001 

TF/FlJ/80/002 

TFIFIJ/81/001 

DP/FlJ/80/013 

RP/FIJ/76/001 

RPIF1J/77 /001 

RPIFIJ/79/001 

RP/FIJ/,79/002 

Project Title 

Participation at the 'Symposium 
for organizers of higher 
productivity•, Seoul, Republic of 
Korea 

Investment in Fiji 

Incentive measures for industrial 
development 

Review and foraulation of 
industrial development strategy 
and policies 

Industrial estates support services 

Assistance to traditional rural 
artisan industries 

Industrial promotion and 
develo~nt 

Assistance to small-scale rural 
industry 

Rural and urban industrial support 
services 

Associate expert in industrial 
engineering in Kalabo (Kr. de Boer> 

Associate expert for Nabouvtlu 
(aultifund to DP/FIJ/80/003) 

Associate expert in industrial 
engineering for llabouwalu 
(aul~ifund to DP/FIJ/80/003) 

8u3iness opportunity and 
management advisory service (BOKAS) 

Industrial training 

Shipyard organization and 
management 

Fellowship in the field of 
promotion of sma.11-Jcale 
enterprises in developing countries 

Fellowship in the field of gen~ral 
management 



Appendix 3.C (continued) 

Division/Section 
(Spec.Act.Code) 

10/TRNG (31.5.8) 

10/TRNG (31.5.8) 

10/TRNG (31.5.8) 

IO/PEAS (32.1.02) 

IO/PEAS (31.6.8) 

IO/AGRO (30.6.02) 

IO/AGRO (30.6.03) 

IO/AGRO (31.7.D) 

IO/MET (00.0) 

IO/ENG (00.0) 

IO/ENG (31.9.A) 

IO/ENG (31.9.D) 

IO/ENG (31.9.D) 

IO/CHEM (30.3.01) 

IO/CHEM (30.4.00) 

IO/CHEM (32.1.8) 

IO/CHEM (32.1.C) 

IO/AGRO (31.7.A) 
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Project Nuabet 

RP/FIJ/80/001 

RP/FIJ/82/001 

RP/FIJ/82/002 

r YFIJ /68/003 

TS/PIJ/80/001 

RP/PIJ 175/002 

IS/PIJ/75/010 

DP/PIJ/71/506 

TS/FIJ/71/002 

DP/PIJ/70/003 

Sl/FIJ/81/801 

DP/FIJ/71/007 

DP/PIJ/79/003 

TS/PIJ/75/001 

TS/FIJ 170/001 

DP/PIJ/80/005 

SI/PIJ/79/801 

Project Title 

Fellowships in small-scale 
industries 

Training in the proaotion of 
511811-scale enterprises in 
developini countries 

Training in ceraaic technologJ 

Industrial progr ... ing 

Assistance to Ministry of Ce>1111erce 
and lndustrJ on feasibil~tJ 
studies for export processing zone 

Food processing and technologJ 

PeasibilitJ studJ on the 
establisbaent of a tannery 

Centre for leather training, 
development and proaotion 

lletal working 

Shipbuilding, repair and 
maintenance 

Wood stove development 

Shipyard manager COPAS) 

Assistance to the shipbuilding 
industry 

Preparator1 assistance for 
discussion of cement project 

Assessment of solar salt industrJ 
sectors 

Development of ceramic industries 

Assistance in solar salt production 

2. The ongoing pro:ter.t.~ 

SIIPIJ/86/801 Asses1ment on power generation in 
Labaza using bagasse and/or 
wastevood 

• Large-scale project <•total allotment $150,000 or above). 
•• Total allotment Sl million or above. 
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Appendix 3.C <continued} 

3. Projects in the pipe-line, 1986 

(1) Development of a Production Efficiency Centre. 

the objective of the project is to enable the Governsent to help 
bring about iaprovements in the econoay, including huaan resource 
development at th~ operational and aanagerial levels. the project is 
being formulated by the Governaent authorities. 

(2) Strengthening the organization and capabilities of the Fiji Development 
Bank in project preparation and evaluation. 

the object of the project is to assist the Fiji Development Bank in 
developing its capabilities in project preparation, evaluation and 
financing. the project is being formulated by the Government authorities 
and tbe SIDFA. 

(3) ~dvising the Governaent nn i1R1>rovement of the Kaleban CPD Workshop and 
other rural service centres. 

the object of the project is to advise the Government on the 
improvement of the Kaleban CFD workshop and other rural service centres, 
in order to enable these centres to play a more meaningful and catalytic 
role in the development of Fijian rural areas. 

(4) Advis~ng the Government on the viability of bagasse and wastevood for 
power generation in Labaza and on the technology required for such a 
workshop. 

(5) Visit of a UNIDO staff member to formulate a project for the 
establishment of an appropriate calibration laboratory standards and 
quality control unit. 

(6) Setting up of a honey production unit for rural women. 

Appendis 3.D: Leading industrial companies, 1984 
(all values in millions of US$) 

Rank Company 
type of 
Business 

Sales/ 
Turnover 

Net 
prof it 
Closs} Employees 

1 Fiji Sugar Corp. 
2 Fiji Pacific Fishing Co. 
3 Fiji M~tibhai & Co. 
4 Fiji Ika Corp. 

Source: South, June 1985. 

Sugar 
Canned fish 
Trading 
Tuna fish 

111.9 
11.6 
35 Cest> 
3.83 
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I I I I 

3,500 
314 

350 

1.6 

II I I 
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4. SOLOllOR ISLAllDS 

4.1 THE ECOllOllY OF THE SOLOllON ISLAllDS 

4.1.1 Recent econoa;c trends 

Between 1978 and 1981 export voluaes of priaarJ c011110dities. vith the 

exception of copra. were aaintained or else grew slightlJ. A fall in copra 

production in 1980. falling c011110ditJ prices and the iapact of the world 

recession caused a break in the previously steadJ pattern of growth in export 

receipts. Increased exploitation of forests and fisheries resources. a 

consequence of the Governaent's policJ of export diversification. have 

contributed significantlJ to export growth. Forest reserves are nov being 

c01111erciallJ exploited at a rate of 300 0 000 cu. metres per annua vith an 

increasing proportion of exports of rough wood and sawn tiaber. International 

participation in exploiting the 200-llile fishing zone offshore has greatly 

increased exports of frozen and canned fish. mostly tuna. 

Rice and cocoa beans are nav export crops and are mating an increasing 

contribution. Against these slowly rising exports, the Sol01DOns have 

experienced faster increases in imports. up by 24 per cent in 1980, including 

food and beverages, petroleua and machinery and transport equipment. The 

coaparativelJ large, overall surpluses in the balance of payments between 1977 

and 1979 (despite deficits for services) have given way to overall deficits 

and falls in official reserves. Restrictive fiscal and monetary policies 

inevitably followed in an atteapt to restrain the drain on foreign exchange 

reserves. limit international public indebtedness and reduce domestic 

inflationary pressures. The net effP.ct was to depress the economy to the 

extent of bringing about a real fall in GDP in 1982 of 1.7 per cent. 1983 sav 

some recovery with real growth in GDP of 3.2 per cent, a major part of which 

caae froa the fisheries sector with export volume• and values doubling, and 

also from exports of palm oil and kernels. As a consequence. business 

activity. consumer deaand and investment recovered. The share of government 

spending in GDP reaained static, helping to reduce inflation to 6.4 per cent 

from the 14 per cent experienced in 1980-1982. Continued expan3ion of export 

earnings \n 1984, largely the result of improving copra prices and production, 

peraitted some increases in development expenditures although inflation rose 
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to 10 per cent in 1984. Growth of real GDP in 1985 has been estiaated at 

below the recent growth rate of 13.1 per cent achieved in 1984. 

4.1.2 Econoaic structure 

The total population at the last census in 1976 was 196,823 and vas 

estiaated in 1984 at 260,000, of which 94 per cent are Melanesians; other 

ethnic groups incldde PolJUesians, Micronesians, Chinese and expatriate 

Europeans. Most of the population reside in saall, widelJ dispersed 

settlements along the coasts. Ih• Soloaon Islands comprise ~ scattered 

Melanesian archipelago extending over 1,400 ka fror~ Bougainville to Vanuatu. 

There are eight provincial governments. Decentralization has become a 

aajor preoccupation since independence but provincial bodies have a low share 

(10 per cent) in total public expenditure. 

The Solomon Islands are predominantlJ agricultural. PrimarJ production 

accounts for 7C per cent of GDP. The subsistence economJ contributes 40 per 

cent of GDP with 90 per cent of households being engaged in subsistence food 

production to some extent. Sixt1-slx per cent of rural households are 

involved in growing coconuts which serves as a source of cash income as well 

as a major element of traditional diet. Smallholders CindividuallJ and on 

c011Dunal farms) produce some 70 per cent of total copra production. 

Smallholder output tends to fluctuate more than that from the plantation 

sector which is most important a~ a source of copra for export. Smallholders 

are increasinglJ participating in the production of beef, cocoa and spices. 

Development of t~is sub-sector is one major means of monetizing the economy. 

Table 4.1 shows that the Solomon Islands have diversified production of 

primarJ c0111DOdities in the last decade, mating the econOllJ almost equally 

dependent on copra, fish and timber. This is a result of a government policJ 

of heavily investing in logging, fishing and fish canning, palm oil and rice 

production in the earlJ 19701, when the r,·.e of investment was 17-18 per cent 

of GDP. Since then the rate of investment has declined to less than 14 per 

cent. The monetarJ element of GDP has consistently grown faster than tbe 

1ub1i1tence element (lS per cent per annum as against 12 per cent). The 

primary sources of aoney incomes have been exports, followed by goverDJ1ent 

I 11 I 
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Table 4.1. Production of primar1 coaaodities, 1978-83 

Connodily Unit 1978 1979 1980 1981 1982 1983 

Copra metric tons 27,529 33,616 29,169 34,uOO 32,000 28,000 

Fish metric tons 17 ,453 23,.S04 22,755 25,000 21,000 39,000 

Palm oil metric tons 10,911 13,010 14,228 21,ooo!.' 23,ooo.!/ 24,000.!/ 

Rice metric tons 7,658 10,224 14,256 14,000 11,000 9,000 

Cocoa metric tons 235 309 346 592 668 1,115 

Timber cu.m 274,200 298,800 298,800 365,000 388,000 395,000 

Source: ADB, Ker Indicators of Developing Member Countries of ADB, various issues. 

.!/ Palm oil and kernel . 

expenditures and investment. Government expenditures have in large measure 

been maintained with the help of foreign aid, which over the period 1970-77 

have ranged up to 37 per cent of total government expenditures. Of late this 

share has tended to fall. 

The subsistence sector has been able to grow sufficient food for a 

rapidly growing population. The 33 per cent expansion of crops for domestic 

consumption over the period 1970-78 reflects the availability of land rather 

than higher productivity. Over the same period food imports have declined 

from some 25 per cent of total imports in the 1960s to 16 per cent in 1978. 

The growth of the manufacturing sector in the last decade has primarily 

taken place in agro- and resource-based activities, such as palm oil milling, 

rice milling, fish canning and sawmilling. These are in part export

oriented. Other types of food processing, handicrafts and the production of 

boats and furniture are largely oriented towards the domestic market and often 

use local raw materials. 

11 II I 
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Tourism is not as yet a significant activity in the Solomon Islands 

partly by design. Visitor arrivals, largely dependent on one-day stopovers by 

cruise ships operating in the Pacific, amounted to approximately 10,000 in 

1979. As in all island economies, the service sector is more important than 

secondary activities. Transport and conmunications, trade (especially through 

co-operatives), finance and government services account ~or the second largest 
share of GDP. 

Large-scale expatriate or joint-venture companies with expatriate 

interests are mainly engaged in the exploitation of natural resources. 

Smaller expatriate investments are to be found in plantations, importing, 

distributing and retailing of consumer goods, shipping service industries and 

small-scale manufacturing or processing. The co-operative movement is under 

Solomon Islanders' control and is concerned principally with import 

distribution and retailing of consumer goods and the marketing of produce, 

chiefly in rural areas. Domestic entrepreneurs are mainly involved in trading 

consumer goods and increasingly in transport, building and contracting, buying 

and processing local produce, sawmilling and smaller fisheries. 
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MANUFACTURING TRENDS 

ANNUAL GROWTH RATES OF PHYSICAL OUTPUT, SELECTED COMMODITIES, 
1979-1983 
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COMPOSITION OF EXPORTS, 1984 

WOOD PRODUCTS ~ 
25.3 per cent 

~COPRA 
27.0 per cent 

24.3 per cent 23.4 per cent 

COMPOSITION OF IMPORTS, 1984 

MACHINERY and r- EQUIPMENT 
23.9 per cent 

36. 7 per CE'nt 
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4. 2 OVERl'IEW OF THE IWIUFActURING SECTOR 

Growth of aanufacturin' activities. generallJ saall-scale. bas increased 

eaploJaent in this sector from about 650 in 1971 to 1,400 in 1977. soae 8.5 

per cent of paid eaploJaent. BJ 1980 soae 200 enterprises provided eaploJaent 

for over 2.000. The onlJ aajor tactorJ in the Soloaon Islands is the fish 

. freezing, canning and saoting factorJ at Iulagi. operated under joint 

venture. Construction of another cannerJ is scheduled to start at Moro in 

1986i it is expected to increase canned fish production bJ 300 per cent. The 

saaller enterprises produce furniture, boats. fiberglass products, costume 

jewellerJ. tobacco. foods and beverages. garments. wire products and soap. 

TheJ also process priaarJ c0111DOdities for export. There is some scope for 

further import-substitution activities provided production technologies can be 

adjusted to the liaited size of the domestic aartet. Greater possibilities 

exist in producing resource-based consuaer goods with low-level technologies. 

Most manufacturing enterprises are located in or near to Honiara including 

some 48 small enterprises at the Kutun Small Industry Centre. A breakdown of 

eaploJaent in the manufacturing sector in 1980 to be seen in Table 4.2 reveals 

Table 4.2. Employment in the manufacturing sector, 1980 

Sub-sector 

Food processing 

Sawmilling 

Furniture mating 

Tobacco 

Print in~ 

Clothing 

Other industries 

Total 

Number employed 

989 

494 

122 

93 

61 

50 

-11.l 
2,080 

Share of total 
(per cent) 

48 

24 

6 

4 

3 

2 

..ll... 

Source: ESCAP/ADB/SPEC, Industrial Survey of the Pacific, 
Country Report, The Solomon Islands, 1982. 
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that almost 50 per cent nuabers employed were in food processing and a further 

25 per cent in sawailling. Furniture-mating was the next largest source of 
eaployaent. 

In the rural economy there is a range of part-tiae or informal 

small-scale activities in such spheres as bakeries, carpentry, canoe building, 

copra and cocoa processing repair and servicing, gold aining. A 

well-developed segment of the handicraft sector caters to tourists and 
overseas aartets. 

4.3 INDUSTRIAL DEVELOPMENT STRATEGIES, POLICIES, PLANS ARD INSTITUTIONS 

4.3.1 Goals of industrial policy 

Industrial policy bas not been developed to any major extent in the 

Solomon Islands and specific guid~lines for industrial development have not 

been prepared. A reorg~nization of Governaent in 1981 saw the incorporation 

of the former Ministry of Trade and Industry into the Ministry of Home Affairs 
and National Development. 

The National Development Plan 1975-79 drawn up in anticipation of 

independence provided a five-year planni~g framework but contained no specific 

allocations or operational proposals. Its guiding principles were: 

- decentralization (increased responsibility to provincial governments); 

- promotion of self-reliance involving changes in the education system, 
a progressive reduction in dependence on foreign aid, import 
substitution policies, and broadening and strengthening the export 
base of the economy; 

equitable distribution of development; 

localization involving the replacement of expatriates by nationals at 
all levels of employment; 

local participation (special arrangements focussing development on 
locally owned businesses and co-operatives and on sectors which can be 
wholly or partly owned by Solomon Islanders); 

promotion and preservation of the domestic culture; 

regional co-operation vis-a-vis the rest of the world. 
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4.3.2 Polic1 aeasures and instruaents 

The 1981-84 Progrumae of Action replaced two unpublisheo developaent 

plans due to the change of Governaent. This eapbasized devolution of 

decision-aaking, equitable distribution of developaent, increased econoaic 

productivitJ and redirection of progra1111es and policies better to serve the 

Sol0110n Islands' needs. 

The 1979 Investaent Guide bad velcoaed foreign investaent, particularlJ 

in large-scale exploitations of natural resources and also for i11POrt 

substitution. However, the preference was for joint ventures. SOiie areas of 

investaent were reserved for nationals, including road transport, .. rketing of 

priaarJ c011aOdities, wholesale and retail trading, service industries and 

saall-scale fisheries. Governaent encouragement of aanufacturing so far has 

taken three foras: 

fiscal incentives for selected enterprises, e.g. i11POrt dutJ 
concessions on capital goods and tax relief on profits; 

equitJ participation in large-scale projects through the Governaent 
~bareholding Agency; and 

limited additional lending to industrJ bJ the Solomon Islands 
Development Bank (which bad invested aore than SI$ 23 million in 
various companies by the end of 1984). 

Government bolds shares in telec01111unications, fisheries joint venture, 

palm oil plantations, rice plantations, transportation, hotels and local 

banks. Business is regulated bJ legislation on ainimua wages and 

comprehensive price controls are designed to prevent monopoly positions being 

exploited and to reduce imported inflation. 

4.4 RESOURCES FOR IHPUSTRIAL DEVELQPllENT 

4.4.l Labour 

The working population between 15 and 64 was estimated at 87,993 in 1976 

and is projected at 116,180 for 1985. The 1976 workforce was 80,700, the 

great majority of these being employed in the non-wa~e sector. In total some 

800 jobs per annum will be required to retain the proportion of wage-earning 

I I I 
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e11plo,.ent in comparison to the estiaated 600 jobs per annua created in the 

19701 The spread and increased awareness of the 110netized econOllJ are litelJ 

to increase de.and for jobs aboYe this level. 

While localization bas aade some progress this has aainlJ been at lower 

leYels with expatriates still holding higher or technical posts. A shortage 

of trained and experienced nationals exists for the pJblic sector, and a 

shortage of stilled production workers and supervisors in the private sector. 

This bas created considerable difficulties for education and training. 

Revertbeless SOiie progres~ bas been aade in orieatating secondary educ~tion 

towards rural vocations, and local institutions are generating a sr.pply of 

apprentices and technically trained persons. For the foresee~~le future the 

labou~ resource issue is litelJ to reaain a constraint on local participation 

and ownership of industrial enterprises, other than verf saall-scale. 

4.4.2 lawaaterials 

The agricultural and livestock resources of the Scloman Islands will 

provide the main base for industrial development in the foreseeable future. 

C01111ercial production of pala oil, copra and rice will have to be suppleaented 

bJ secondar1 activities based on associated raw aaterials and bf-products. 

Increased linkages between priaarJ and secondarJ sectors and within the 

secondarJ sector will provide substantial production opportunities geared to 

the local aarket. Particular projects will be determined by the pattern of 

crop develop11ent in saallbolder production as auch as in the larger 

plantations. 

C0111ercial tiaber resources are estimated at over 10 aillion cu.a. of 

which some 0.3 aillion cu.a. per annum are utilized bJ four logging and 16 

sawmills. Replanting and reafforestation schemes ar.e being iaple11ented to 

help secure the long-tera future of the industry. The species available 

include both highlJ aarketable renowned tropical hardwoods as well as species 

suitable for pulp, logs and chips. Thus far timber is largely exported in the 

fora of logs and there are consequentlJ opportunities for increased local 

value added bJ processing and the manufacture of wood products. 
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Fisheries have already received a high priority for developaent. A 

stipjact tuna cannery bas been in operation since 1973. However, only 10 per 

cent of the catch (some 2,000 tons) is canned, the remainder is exported 

frozen. The transfer of fishing operations to domestic entrepreneurs is under 

way and will create further opportunities for supporting/servicing activities. 

Geological surveys have established the existence of deposits of bauxite, 

gold, silver, copper, chroaate, nickel, phosphate, limestone and industrial 

claysi the bauxite reserves on Rennel and Vaghona Islands are the IDOSt 

promising. However, no significant mining operations have been initiated or 

planned. 

4.4.3 Energy 

The Sol~n Islands have considerable hydro-electric and solar potential 

for electricity generation but as yet this bas not been developed. Thus far 

imports of petroleum are the main source of energy. 



- 117 -

Appendix 4.A: Investing in the Solomon Islands 

Basic industrial policy objectives: 

to stimulate the development of the country's natural endowment and to 
encourage those coDDercial and industrial sectors which can contribute 
to such development; to encourage the development of industries 
processing primary products and those manufac~uring import substitutes; 

to encourage foreign participation in coDDerce and industry where the 
necessary stills and resources are not available locally; 

to promote improved methods of marketing Solomon Islands products, 
both at home and abroad; 

to assist Solomon Islanders in entering the coamercial and industrial 
sectors of the economy. 

Investment incentives 

Low rates of income tax: companies incorporated in the Solomon Islands 

are taxed at 35 per cent. Personal tax is on a sliding scale starting at 

14 per cent with a maximum rate of 42 per cent. There are numerous deductions. 

Tax holidays: companies may apply for the status of a "pioneer 

company". Such companies are exempt from income tax for the period of the 

holiday. Shareholders of such companies are also exempt from tax on dividends 

received during the holiday. 

Duty concessions: any company may apply for relief from import and 

export duties, each application being considered on its merits. 

Special depreciation: any business may Opfly for fixed assets it has 

acquired to be classified as "special developmental ass~ts". If the 

application is granted, such assets may be written down 100 per cent in the 

year of acquisition. 

Protection: where the Government is satisfied that the development of an 

industry is in the public interest and that protection from competition is 

essential to its survival, the industry may be declared "prot~cted", which 

means that no newcomers can enter it without a licence. 
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Appendix 4.A {continued) 

Foreign investment 

The Government of the Soloaon Islands welcomes and encourages foreign 

investment which will result in benefits equallJ shared between the investors 

and SoJJL'On Islanders. Foreign investment is parti:ularlJ welcome in the 

areP~ of ~rop diversificati~n. increased domestic processing of local rav 

~aterials and manufacturing for export. 

In line with the policJ of decentralization. prioritJ will be given to 

projects which require participation bJ provincial Governaents and local 

interests. 

While there are no fot'llal requirements regarding local equity 

participation. the Govermnent is likely to p~efer joint ventures with Soloaon 

Islanders in projects of major economic significance. 

Areas open to investment: 

large-scale development of natural resources: mining. forestry. 
fishing. agriculture. animal husbandry; 

- manufacturing requiring advanced technology; 

import and finishing of semi-manufactures for the domestic and export 
markets; 

processing and marketing of locally produced foodstuffs. 

Repatriation of capital and profits 

There are no restrictions on remittances of dividends, profits. interest, 

royalties, loan repayments, settlement of conmercial deot~ and the 

repatriation of capital by foreign investors. 

Development financing 

Both foreign and local enterprises may borrow in local currency for 

business purposes from a variety of sources: the conmercial banks, the 
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Appendix 4.A <continued) 

Rational Provident Fund and the Soloaon Islands Developaent Bank. The 

Developaent Bank favours projects in which Solo.on Islanders vill participate, 

and industrial activities which vill strengthen the countr1's econoaic 

self--reliance. 

Eaplo,.ent of expatriate staff 

Work and residence permits vill noraallJ be granted in respect of 

expatriate staff - particularlJ during the development period of a nev 

enterprise - provided the post is one which no Solomon Islander is qualified 

and available to fill. SubsequentlJ, c09panies vill be expected to co-operate 

with Government training schemes and also to organize their ovn, so that in 

tiae Solomon Islanders can assume stilled and responsible positi~ns. Certain 

types of employment, e.g. unskilled manual labour and clerical wort, are 

reserved for Solomon Islanders without exception. 

Institutional arrangements 

Applications bJ foreign investors should be made to the Foreign 

Investment Division (FID) of the National Planning Office. After internal 

consultation and screening, each application is considered bJ the Foreign 

Investment AdvisorJ CoDDittee, which mates a reconmendation to the 

Government. The Foreign Investment Division informs the investor of the 

outcome. 

Source: UNIDO, Basic Information for Participants in the Investors' Forum for 
the South Pacific Region, November 1984. 
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a/ 
Appendix 4.8: Industrial investaent project proposals,- 1984 

Project Number 

001/V/84-04 

002/V/84-04 

003/V/84-05 

004/V/84-06 

005/V/84-04 

006/V/84-05 

007/V/84-04 

008/V/84-05 

009/V/84-05 

010/V/85-02 

Oll/V/85-02 

012/V/85-02 

013/V/85-02 

014/V/85-02 

015/V/85-03 

Project Title 

Manufacture of ice cream 

Fruit processing 

Dried shart meat 

Coconut oil and laundry soap 

Jute products 

Paint brushes and coir products 

Manufacture of garments 

Hardware articles 

Trochus shell buttons 

Solar salt 

Dried fish 

Made·-up garments and household linen 

Safety matches 

Metal products 

Planting and processing of fruits, vegetables 
and spices 

•' This list includes industrial projects in Solomon Islands for which 
foreign co-operation, such as joint venture or other partnerships, 
acquisition of technology, management exp~rtise and marketing assistance, 
is sought. Enterprises interested in the possibility of participating in 
any of these projects can obtain more detailed information, including t~e 
name and address of the sponsor, from UNIDO Investment Promotion Service. 
This information usually takes the form of a standard industrial 
investment project questionnaire. Copies of studies, when these are 
available, may then be obtained from the project sponsor. UNIDO does not 
accept responsibility for accuracy or completeness. 
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Appendix 4.C: The technical co-operation projects of UllIDO 

Division/Section 
(Spec.Act.Code) 

IO/ENG (31.9.C) 

IO/CHEii (30.4.02) 

10/INFR (31.3.L) 

10/INFR (31.3.L) 

10/TRNG (31.5.A) 

10/TRNG (31.5.B) 

10/AGRO (31.7.A) 

IO/AGRO (31.7.C) 

10/ENG (31.9.C) 

SOLOMON ISLANDS 

1. The coapleted projects since 1973 

Project NU11ber 

US/SOI/8:-:076 

IS/SOI/73/003 

Project Title 

Micro hydro-electric pilot power 
plant 

Feasibility study on the 
establisbJDent of a small soap 
industry 

2. The ongoing projects 

DP/SOI/84/004* 

Sl/SOI/86/801 

Sl/SOl/86/802 

XP/SOl/86/001 

SI/SOI/86/002 

Sl/SOI/85/801 

SI/SOl/85/802 

Indigenous enterprise promotion 

Assessment of industrial estate 
for Guadalcanal Province and 
small-scale industrial service 
centres in the provin~es 

Advisory service on assessment of 
industrial training needs 

Training on planning and 
appraisal of industrial projects 

Assistance to the wood processing 
industry 

Assistance to food processing 
industry 

Development of mini hydropower 
programe 

* Large-scale project<= total allotment $15r ~oo or above). 
** Total allotment Sl million or above. 

- - - - - - - - - - - - - - - - - - - - - - - - - - -
3. Projects in the pipe-line, 198~ 

(1) Development and promotion of indigencus enterprises. 

I~e object of the project is to promote the development of 
indt·Jtrial en~erprises within the country and to assist the Ministry of 
Trade, Commerce and Industry in the development of policies, plans and 
viable projects. The project is being formulated by the Government 
authorities. 
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Appendix 4.C (continued) 

(2) Assistance in the development of an industrial estate in Guadalcanal, and 
small-sctle service centres in the provinces. 

The object of the project is to advise the Government on the 
development policy of the Guadalcanal Industrial Estate and its 
integr•tion with the development of small-scale service centres. 

(3) Provision of advice to the Government on policy and strate&Y to be 
adopted for timber processing for export and local markets, including 
integrated saw-milling, furniture manufacturing and construction 
materials and utilization of by-products. 

(4) Provision of advice to the Government on strate~Y and policy to be 
adopted in food processing, in particular. the development of small- and 
large-scale integrated projects. 

(5) Provision of advice to the Government on policy and strategy to be 
adopted on the basis of training needs and Pro~ramaes within the overall 
academic/physical Master Plan to be carried out in the first quarter of 
1986. 

(6) Provision of advice to the Government on the overall potential schemes 
and strategy and policy to be adopted for the development of hydro-power 
industry in the country. 

(7) Provision of technical assistance to identify Potential growing and 
processing of rattan (new industry) and manufacturing <existing) rattan 
products. 

(8) Assistance in the development of shell button manufacturing. 

(9) Viability/assessment for the development of a basket-ware production unit 
exclusively for women. 

(10) Provision of industrial economist and one engineer to assist the project 
manaKer of project SOI/34/004: Indigenous enterprises promotion. 

(11) Organization of study tours and exposure visits for government officials 
and businessmen in a specific field of industry. 

(12) Financing of the participation of nationals of the Solomon Islands at 
regional seminars and workshops on joinery and furniture industry and 
proiect identification, pnparation. evaluation and financing, to be 
organized in Fiji in 1986. 
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Appendix 4.D: Leading industrial coapanies, 1984 

Call values in millions of US$) 

Net 
Type of Sales/ profit 

Rank Company business turnover Closs) Employees 

1 Solomon Taiyo Ltd. Fishing 12.2 722 
2 Lever Solomons Ltd. Copra 7 

Source: South, June 1985. 

Total 
assets 

1.1 
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5 . WESTERN SAllOA 

5.1 THE ECOllOllY OF WESTERN SAllOA 

5.1.1 Recent economic trends 

In the late 1~70s Western Saaoa began to suffer the setback experienced 

bJ almost all the island developing economies in the Paeif ic as overall export 

revenues fell while the price of iaports rose. In 1981, export revenues fell 

to a low of 19 per cent of iaports. Since then, the share bas graduallJ 

improved, vitb export revenues at around 38 per cent of iaports in 1983 and 

1984. These figures suggest a strong export growth, and in fact exports did 

respond to an extent to higher cOllmOditJ prices and a devaluation of the 

tala. But the apparent increase is largelJ a consequence of declining 

iaports, as governaent and private sector expenditure decreared sharplJ in 

response to the economic downturn. 

Remittances from overseas Saaoans and related private transfers have 

partlJ offset the trade deficit. Earnings from tourisa have also been 

important, but so far have been insufficient to offset the cost of other 

service items, resulting in a negative net service income. The deficit on 

current account bas largelJ been covered by official transfers - project aid 

aaounted to some VS$ 20 million in 1983. 

To restore economic growth and achieve external viabilitJ, the Government 

embarked upon a stabilization progr&llllle in 1983 supported bJ an ns.. standbJ 

agreement. Various fiscal, monetary and exchange rate measures were 

introduced in early 1983 and these were followed up with supplementarJ 

measures later in the Jear. .Among the specific corrective measures introduced 

were: import control through a new foreign exchange allocation s1stem; 

concessionarJ loans for export promotion; a flexible exchange rate policy; 

increased interest rate levels; reduced government borrowing from the 

c011Dercial banks; stric~ guidelin~s on bank lending to the private sector; and 

careful watch over public enterprise activity. Development and administrative 

expenditure have been restrained and a range of nev measures to bolster 

revenue has been introduced. 

I 11 I I I 
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Judging froa current trends. these aeasures. assisted by the price 

increases for saall export iteas. have largely succeeded in restoring the 

financial balance. Inflation. however. reaains high. and governaent spending 

will have to be continuously watched. Governaent support for agriculture has 

led to aarted improveaents in the doaestic food supply. 

5.1.2 lconoaic structure 

The population is estimated at 159.000 (1984). two-thirds of whom live on 

Upolu and one-third on Savaii. Population growth rates have been high since 

1951 with soae decline in recent years. but the effective increase in 

population has been held down by high eaigration. A large nuaber of Western 

SU10ans are thought to be living overseas. The overvbelaing aajority of the 

population are Polynesian and literacy rates are very high at 98 per cent. 

Western Samoa is an archipelago of seven islands. The two main islands 

Savaii and Upolu aate up over 95 per cent of the total land area. Some 70 per 

cent of the land area on these two islands is potentially cultivable. but only 

soae 25 per cent is cultivated at present. 

Social and econoaic life in Samoa is centered on the extended family 

system. Extended faailies own 80 per cent of the land. forming the basis of 

the doainant subsistence sector. The remaining 20 per cent of the land 

belongs to the private sector and to the Government and the Western Samoan 

Trust Estates Corporation (WST!C). the latter holding land in trust for the 

Saaoan people. WSTEC"s estates have been used successfully as a 'lead sector' 

in agricultural development. and have also expanded into agro-industries. 

Since independence Western Samoa has developed froa being a highly 

self-sufficient subsistence econoay to one increasingly dependent on imports. 

Over the period 1978-1980 the ratio of import payments to GDP was 75 per cent; 

the ratio of exports to GDP in the same period was 17 per cent. 

There are no precise statistics on national income or output in Western 

SUIOa. However. total primary sector output probably accounts for 50 per cent 

ot GDP. The World Bank estimated GDP per head or population in 1979 at 

USS 595 placing Western Saaoa in its category of middle-income countries. In 

I I I Ill 
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1981 URCTAD for the Conference on the Least Developed Countries included Saaoa 

in this categorJ with an estiaated income per head of USS 350. 

Gross Doaestic Product in 1984 was estiaated at WSS 95.2 aillion in 1980 

prices. GDP in real terms has grown bJ 1.6 per cent per annua between 1972 

and 1979. but declined during the 1980-83 period bJ 2.3 per cent annually. 

Soae 50 per cent of GDP is generated bJ agriculture, and services contribute 

35 per centi ••nufacturing contributes 6.5 per cent and construction some 

4 per cent. Copra. cocoa. taro and bananas are the aain agricultural 

products. Most copra is processed to produce coconut oil, the aain foreign 

exchange earner. Between 15 and 20 per cent of cash crops are produced on 

WSTEC estates. There has of late been significant growth in non-traditional 

exports. aostlJ aanufactures, e.g. coconut creaa. beer and exotic fruit juices. 

Village agriculture in Saaoa is characterized bJ traditional husbandrJ 

practices. inadequate inputs and lov yields. Coconuts occupJ 65 per cent of 

the harvested land but production volumes fluctuate quite vildlJi changes of 

30 per cent from one 1ear to the next are not uncOlllllOn. 

The forestrJ sector bas been contributing aore effectivelJ to natioual 

output of late with careful exploitation and replanting progrmmaes designed in 

the first place to meet local deaand for timber and wood products. SOiie 

iaport' still occur ~ut exports of construction timbers have also taken Elace. 

The traditional exploitation methods for marine resources have been the 

subject of a concerted development prograare. Between 1975 and 1979 a 45 per 

cent increase in catches toot place. There are also proposals for large-scale 

c011Dercial fishing on a joint-venture basis but Samoa's fisherf resources are 

rather limited coapared witt other Pacific islands, since the EEZ i• small. 

The manufacturing sector in Samoa bas developed significantlJ in the last 

decade with the Government successfullJ initiating the establishment of a few 

medium-scale plants, mainly to substitute for imports. A number of smaller 

enterprises have also been established to cater for dOlllestic consumption in 

the consumer goods area. 

I I I I I I I I 
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MANUFACTURING TRENDS 

ANNUAL GROWTH RATES OF PHYSICAL OUTPUT, SELECTED INDUSTRIAL 
PRODUCTS, 1980-1984 
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MAJOR COMPONENTS OF MERCHANDISE EXPORT EARN~S. 1984 

COCONUT OIL AND --.. 
CREAM 
61.0 per cent 

22 .O per cent 

6.0 per cent 

MAJOR COMPONENTS OF MERCHANDISE IMPORTS, 1983 

FUELS-
le .o per cent 

35.0 per cent 

' 
' ' ' 

MACHINERY AND 
r-EQUIPHENT 

21.0 per cent 

26 .O per cent 
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5.2 OYERYIIW OF THE IWIUFActURDIG SBCTOI 

llanufacturing actiYities grew quite quietly during the 1970•. aYeraging 

oYer 3.5 per cent per annua. but are still YerJ modest. In 1983 some 75 

industrial enterprises were in operation. In 1981. the aanufactcring sector 

contributed 6.5 per cent of GDP and e11plo1ed 757 persons. In 1983 0 without 

iaproYing its GDP share. the industrial wort force bad grown to 1,431, about 

half of these being e11plo~ed in the food industrJ. the most iaportant 

aanufacturing branch. 

In the period 1978-80 a nUllber of aediua-scale enterprises caae into 

pLoduction including a breverf. a cigarette factory. an aniaal feed aill and a 

aatch factorf. Coconut creaa. exotic tropical fruit juices and fishing boats 

were also produced on a significant sca~e. A coconut o~l aill and a Yeneer 

aill factorJ were coapleted during the Fourth Plan (1980-84). The coconut 

aill brought considerable benefits. adding WS$ 4.7 aillion in foreign exchange 

to the 1983 export receipts. Potential earnings froa the Yeneer aill are 

estiaated at WS$ 1.4 aillion per year. During the sue period. another 

coconut creaa f actorJ was completed. and in 1984 a new aeat canning factory 

started operations. A new soap factorf was to be built in 1985/86, and the 

Saaoa Forest Products factorJ was to be re-equipped in 1985. The aajority of 

enterprises are small-scale e11plo1ing less than 15 persons. The range of 

enterprises in operation can be seen in Table 5.1. 

Table 5.1. Manufacturing statistics, 1983 

ISIC 

31 Food, beverages and tobacco 
32 Textiles, wearing ap9arel 
33 Wood products and furniture~/ 
34 Paper and paper products 
35 Chemical and rubber products 
36 Non-metallic mineral products 
37 Fabricated metal products and 

structural engineering 

TOTAL 

Nuabfr of Number of 
establishments eaployees~/ 

25 
3 

11 
11 

9 
1 

10 

70 

753 
58 

203 
143 
135 

56 

83 

1.431 

Source: Yestern Samoa's Fifth J)evelopmept Plan 1985-87. 

Wage bill 
(in '000 ta a> 

1,577 .9 
62.2 

392.3 
427.9 
303.0 
264.3 

196.8 

3.224.4 

!/ Employment figures are only a rough approximate of the actual employment, 
since statistics do not allow for short-tera employment. 

21 Does not include Samoa Forest Products Limited and Samoa Veneer Products 
Limited. 

111 I I 
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The aarket for aanuf actured goods in Saaoa is liaited bJ the saall 

population, its low purchasing power and the small size of the monetized 

sector. Distance froa aajor aetropolitan aarkets also inhibits larger-scale 

operations. Kanufacturing activities in the aain are orienteJ towaLds 

substituting for iJ1POrts of consuaer goods. The potential for both forward 

and backward linkages reaains underexploited and aanf enterprises relJ heavilJ 

on i11POrts of raw aaterials and interaediate inputs. 

Table 5.2. Indicators of industrial output, 1979-84 

1979 1980 1981 1982 1983 1984 

Beer 
Voluae ('000 becto litre) 3G.8 45.7 42.5 50.6 43.2 39.6 
Value (aarket prices 

in '000 tala) '2., 727 3,792 3,965 5,126 5,900 6,243 

Cigarettes 
Voluae (aillions of 

cigarettes) 67.5 142.9 131.3 157.0 129.6 152.1 
Value (aartet prices 

in '000 tala) 1,630 2,953 3,516 4,708 5,608 8,762 

Timber 
Volume ('000 cubic feet) 8,906 8,983 8,197 8,666 6,722 6,273 
Value ('000 tala) 1,914 2,618 2,797 3,507 3,454 4,159 

Veneer 
Volume (in cubic IDl!tres> 1,066 1,579 1,241 
Value ( '000 tala) 261 542 575 

Coconut oil 
Volume (million tons) 8,679 12,252 10,955 
Value ('000 tala) 4,452 11,446 21,621 

Copra meal 
Volume (million tons) 4,577 6,574 5 ,477 
Value ('000 tala) 442 673 766 

Soap 
Volume (million tons) 956 898 807 923 713 661 
Value ('000 tala) 755 721 819 1,183 1,065 1,215 

Hatches 
Volume (in '000 of bo1:es) 1,738 3,604 1,967 4,477 3,251 3,200 
Value ('000 tala) 80 127 101 283 205 230 

Source: Department of Economic Development. 
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5.3 IllDUSTRIAL DEVILOPBENT STRATEGIES, POLICIES, PLAHS AJID INSTITUTIONS 

5.3.1 Goals of industrial policy 

Previous plans have recognized the primacy of agriculture as the base of 

Saaoa's subsistence lifestyle as well as the aajor source of export. This 

priaacy bas been reflected in the allocation of development expenditure; since 

1965 agriculture and associated infrastructure have consistently accounted for 
over 80 per cent. 

The Fifth (1985-87) Plan reduces the share of agriculture and 

infrastructure to 77.4 per cent (see Table 5.3). Industry accounts for 18.7 

per cent of expenditure, alaost as auch as agriculture by itself. 

Infrastructure accounts for aore than half of expenditure, with high-cost 

energy, water supply and transport projects. The Plan relies heavily on 

external sources of funds. The general development objectives are: 

- to increase production, particularly in the case of village 
agriculture, by working through existing leadership and social 
organization; 

to aove toward true economic independence and self-reliance; 

- to provide greater opportunities for Western Samoan citizens to 
participate more actively in the develoPlllent process; 

to ensure a fair distribution of the fruits of economic development 
and the satisfaction of basic eccnomic, social and cultural needs; and 

to protect and conserve the environment. 

The objectives for industrial development are: 

to contribute to a structural strengthening of the country's balance 
of paJlllents through the diversification and expansion of export 
aanufacturing and import substitution industries; 

to further increase the processing of the country's traditional 
agricultural products; 

to create paid employment opportunities and develop work stills by 
encouraging the development of industries with a high local value 
added colitent; and 
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- to encourage loca! entrepreneurship in the fora of joint-ventures vith 
foreign partners and vaall-scale ~illage industries. 

During the Fifth Plan efforts will be aade to enhance Saaoa•s capability 

to identify industrial projects and to carry out pre-feasibility studies. 

Considerable aanufacturing potential has already been identified in especially 

the food products branch. To stiaulate small-scale industry, the establish

ment of a sa&ll-Scale Industries Centre is envisaged. 

5.3.2 Policy measures and instruaents 

A number of aeasures cover the establishment of industrial enterprises in 

Western Saaoa but the basic control aechanism relies on the Enterprises 

Incentives Act of 1965 and its subsequent amendments. The 1984 amendments 

rationalized the incentive system (which covers tax and import duty reductions 

and protection from foreign competition) while at the same time improving 

incentives for new industries. Tariffs were also revised, those on capital 

equipment being lowest (20 per cent) now. To protect developing domestic 

industries, high tariffs (50 per cent and over) apply for imports of finished 

goods. The Enterprises Act is administered by the Economic Development 

Deaprtment, the most important government department involved in industrial 

development. 

Direct public sector involvement in support of industrial development has 

taken a number of different forms including direct equity participation, 

expan6ion of WSTEC into processing, sub-contracting, activities of the 

Development Bank, the National Provident Fund, other banks and insurance 

companies, and the construction of the Vaitele industrial estate on the 

outskirts of Apia. A shift in government involvement is to be expected. 

Direct participation in enterprises will be reduced while guidelines for 

industrial development will become more selective and clear. Domestic 

entrepreneurs are to be stimulated by government purchases. Joint ventures 

will be encouraged as a way ot developing the domestic industrial base. UNIDO 

has been actively involved in identifying joint-venture partners for 

manufactur~ng industries in Western Samoa. The Pacific Island Industrial 

Development Scheme (PIIDS) sponsored by New Zealand and the Australian 

Joint-Venture Scheme also offer assistance in establishing joint-ventures 



Table 5.3. Sectoral breakdown of Fifth Plan develoement exeenditure, 1985-87 
(in thousands of tala) 

Aid component 
Pel"centage as a pel"centage 

Total of total Aid Of HCtOl"&l 
1985 1986 1987 co1t1 DPS prognaae component proguaae 

tot1l DPS ~ro1r1... Costs 411257 ~0107§ ~~16!§ J.!§1!7i 100 11412~9 77. 7 

Agriculture, Forestry .... 
1..1 

and Phberies 8,418 10,415 10,353 29,186 19.9 20,854 71. 5 U1 

Infraatl"ucture 22,237 28,181 34,201 84,619 57.5 73 ,317 86.6 

Social Services 1,598 1,685 1,668 4,951 3. 4 4,070 82.2 

lndu1try and Coamerce 8,681 9,751 9,079 27,511 18.7 B,665 56.9 

Public Adainiatration 323 "" 345 712 0.5 323 45.4 

Source: Western Saaoa 1 1 Fifth Development Plan 1985-87. 
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between resident coapanies of both countries with Saaoan partners. To date, 

ten companies are operating under PllDS, of which the total eaploJlll8nt is 

estimated at 110. Total assistance approved under PllDS amounts to S0.5 

million. A further ten companies have been assisted in the preparation of 

feasibility studies, but these projects have not yet been implemented. Three 

joint-~entures have been established during the past three Jear~ under the 

Australian Joint-Venture Scheme. 

5.4 i,ESOURCES FOR INDUSTRIAL DEVELOPMENT 

5.4.l Labour 

The labour force in Western Samoa was estimated to have grown to 40,200 

in 1981. Participation in the monetized sector of the economJ bad increased 

to 48 per cent bJ 1981. Attempts to integrate the trainees from technical 

institutions in the industrial sector through on-the-job training schemes have 

not been successful. As in all small island developing countries, there is a 

shortage of skilled and semi-skilled production workers with experience and 

with the capabilitJ to develop supervisorJ skills. GoverD1Dent policy is now 

coanitted to keeping government employment down and stimulating the creation 

of more jobs in the private sector. 

5.4.2 Raw materials 

With fertile volcanic soils Western Samoa possesses considerAble 

potential for tropic~l agriculture, but a reliable soil survey bas yet to be 

made, and soil productivitJ losses have become evident in denselJ s~ttled 

areas. Downstream processing of coconuts is already quite well developed in 

Samoa with a soap factory, coconut cream cannery. coconut timber panelling 

mill and an incipient coconut fibreboard plant. There are however 

opportunities for fur~her expanding agricultural processing which partly 

depends on rehabilitation progr&11111es f~ copra, cocoa and bananas. 

Ljvestock production in Samoa is li,ited and beef production is 

sufficient only for 50 per cent of domestic demand. If supply is expanded, 

some possibilities for canning exist as well as for utilizing by-products. 
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Forestry resources in Samoa are sufficient to permit limited exploitation 

for the domestic market. the match factory is the major user hut sawn timber 

of construction quality is also utilized. 

Western Samoa has limited offshore fishery resources since her exclusive 

economic zone is small, though well stocked with fish (e.g. skipjack). No 

systematic exploitation of offshore fisheries has yet been organized. Some of 

the surplus catch is sold for canning in American Samoa. 

5.4.3 Energy 

During the Fourth Plan major hydro-power works were completed and 

i~~tiated. the country is now self-sufficient in resources for electricity 

generation during the wet season. Further projects involving the use of solar 

energy and wood gasification are under way. 

5.4.4 Finance 

the Development Bank of Western Samoa (DBWS) and the National Provident 

Fund provide long-term investment funds, the former giving loans for up to 15 

years as well as equity for fixed assets. DWBS to a large extent relies on 

external funds. In 1983 some 40 per cent of DWBS loans was earmarked for 

"industry," but this category includes services; loans to manufacturing 

presumably were only a fraction of this share. The National Provident Fund 

mobilizes savings locally for medium- and long-term investments. Kost funds 

go '<:o the building and construction sector but provision of finance for 

industrial development is made through loans to Go·ll'ernment and to public 

sector enterprises including WSTEC. Investment in industry by commercial 

bank~ amounted to some 2-3 per cent of their total loan portfolio in the early 
1980s. 
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Table 5.4. SW1111&r1 of industrial developaent expenditure 
during the Fifth Plan. 1985-87 

(in thousands of tala) 

1985 1986 1987 Total 

Re-equipaent Samoa Forest 
Products plant 1,400 1,400 

Soap f actorf WSTEC 865 1,335 2,200 

FeasibilitJ studies 
industrial projects 50 100 100 250 

Small-Scale Industries Centre 240 400 640 

TOTAL 2,315 1,675 500 4,490 

Source: Western Saaoa's Fifth DeveloDaent ~lan 1985-87. 

Aid 

1,400 
2,200 

250 
600 

4,450 
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Appendix 5.A: Investing in Western Saaoa 

Basic principles 

the aias of Western Saaoa with regard to aanufacturing industry are: 

pr0110ting exports by creating industries producing for export; 

reducing the level of iaports by supporting enterprises producing for 
the doaestic aartet; 

encouraging industries with a high labour content, thereby creating 
emploJllent and a better qualified workforce; 

increased processing of local raw aaterials. 

Particular emphacis has been placed on the first aim - creating 

industries producing pri ... rily for export which will contribute to the 

country's foreign exchange earnings. Firms producing for export, therefore, 

receive priority in the award of fiscal and other incentives. 

Foreign investment 

the Government of Western Samoa velcoaes foreign investment, recognizing 

that it is needed in addition to domestic capital in order to achieve the 

country's developmental goals. The Government hopes that foreign investors 

will introduce the production technologies and marketing skills required to 

develop successful industries and aake better use of the country's natural 

endowment. 

While there are no rules on the proportion of foreign to local equity 

participation, shareholdings by Western Samoans are encouraged, and this 

aspect of a proposed new enterprise is taken into consideration when 

applications for incentives and business licences are reviewed. 

Investaent incentives 

tag holida11: an exemption from coapany income tax of up to five years 

(with tbe po1sibility of extension for a further five years) it available to 

approved enterprises engaging in: 
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Appendix 5.A (continued) 

agro-industrial processingi 

- aanufacturingi 

fisheriesi 

- hotels and other tourist facilities. 

Dividends paid to shareholders in approved enterprises are exeapt froa 

t•xes until the entire investaent has been recovered. This exeaption lasts 

for two years after the end of the agreed tax holiday. 

Exemptions froa iaport duties: an approved enterprise is entitled to 

iaport free of duty a wide range of iteas, e.g. plant and 111achinery, vehicles, 

raw aaterials and articles required for buildings construction. 

Industrial de1elopaent zone: land in the Zone, five kilometres froa 

Apia, is available to approved aanufacturing enterprises. Infrastructural 

facilities ar~ excellent, and the annual lease pa)'lllent is aodest. 

Export processing ~one: particularly attractive tax and other incentives 

are available to new enterprises whose principal objective is aanufacturing, 

processing or assembling goods for export. Such fil"lllS, which must he 

incorporated or registered in Western Samoa, m&J claim: 

a five-fear exemption from income tax on all export-derived profits. 
After the tax holiday, all income will be taxed at the concessionary 
rate of 25 per cent; 

30 years' lease of a site in the Zone on which the investor may erect 
premises for the needs of his business. The lease m&J contain 
provision for renewal for a further 30 fears; 

- unrestricted repatriation of capita:, profits, dividends, licence and 
royalty fees, etc. 

2.tl!er benefit1: in addition to the benefit• offered by the Government of 

We1tern Samoa, a number of tariff advantages exist for investors intending to 

manufacture for export u1ing We1tern Samoa as a base. The1e applJ to exports 

to most developed countries. including the aember state1 of the European 



- 141 -

Appendix 5.A (continued) 

Econe>11ic Community (EEC) under the Lome convention. In addition, negotiations 

are being held vith Australia and Nev Zealand on tariff and licencing 

advantages for exports to those aartets. 

Reaittances of funds 

Although reaittances of funds out of Western Saaoa are, in COlllllOn vith 

aost other countries, subject to exchange control regulations, repatriations 

of capital and capital gains, profits and repayaents on loans are noraally 

penaitted without restriction. 

Developaent finance 

In addition to the two comaercial banks operating in Western Saaoa, loan 

finance can be obtained frOll the Developaent Bank of Western Samoa and froa 

the National Provident Fund. The Government will itself take up an equity 

holding in projects which are considered to be of special iaportance to the 

national econoay. 

Ellployaent of foreign labour 

Applications for wort permits for foreign staff can be made by any local 

firm. They are initially granted for a period of six months and are renewable 

on request. 

Institutional arrangements 

Foreign inv~,stor~ vbo would lite to learn more about the opportunities 

for investment offered by Western Saaoa are invited to contact the Director of 

the Department of Economic Development in Apia, vbo will assist them both with 

additional information and in formulating an application for approved 

enterprise status. 

Source: UNIDO, Basic Information for Participants in the Investors' Forum for 
the South Pacific Region, November 1984. 
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a/ 
Appendix 5.8: Industrial investment project proposals.- 1984 

Project Number Project Title 

001/V/84-05 Cold process coconut oil extraction 

002/V/84-04 Coconut cheese products 

003/V/84-04 Passion fruit liqueurs and liqueur chocolates 

004/V/84-04 Garment aanufacture 

005/V/84-04 Eel skin leather goods 

006/V/84-05 Furniture aanufacture 

007/V/84-05 Fuel ethanol froa breadfruit 

008/V/84-04 GlJcerine and esterif ied coconut oil 

009/V/84-08 Ice creaa 

~I This list includes industrial projects in Western Samoa for which foreign 
co-operation, such as joint venture or other partnerships, acquisition of 
technology, management expertise and marketing assistance, is sought. 
Enterprises interested in the possibility of participating in any of these 
projects can obtain more detailed information, including the name and 
address of the sponsor, from UNIDO Investment Promotion Service. This 
information usually takes the form of a standard industrial investment 
project questionnaire. Copies of studies, when these are available, aay 
then be obtained from the project sponsor. UNIDO does not accept 
responsibility for accuracy or completeness. 
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Appendiz 5.C: The technical co-operation projects of UlllDO 

Dh'islon 
(Spec.Act.Code 

IO/Pt.All (32 .4 .01) 

IO/Pt.All (31.2 .A) 

IO/Pt.All (31.2.C) 

IO/Din (32.3.04) 

IO/Din (32.3.00 

IO/TlllG (31.5.B) 

IO/TRllG (31.5.B) 

IO/FIAS (31.6.A) 

IO/FIAS (31.6.A) 

10/FIAS (31.6.A) 

IO/AGRO (30.6.02) 

IO/AGRO (31.7.A) 

IO/AGRO (31. 7 .A) 

IO/AGRO (31.7.A) 

IO/AGRO (31. 7 .A) 

IO/AGRO (31.7.A) 

IO/AGRO (31.7.A) 

IO/AGRO (31.7.B) 

Independent State of VBStlkN SAllOA 

1. The coapleted projects since 1972 

Proiect Naber 

DP/VBS/71/003 

Sl/SAll/79/801 

Sl/SAll/78/801 

DP/WIS/73/010 

RP/VBS/75/001 

RP/WIS/77/001 

RP/SAll/79/002 

IS/WIS/75/003 

Sl/SAll/79/802 

Sl/SAll/79/803 

RP/WES/74/002 

DP/SAll/79/003 

RP/SAll/79/001 

RP/SAll/79/003 

SI/SAll/77/801 

Sl/SAH/76/806 

UC/SAll/78/169 

Sl/SAH/80/801 

Proiect title 

Industrial surYeJ 

Industrial developaent diagnosis 

Incentive measures for industrial 
development 

Industrial free zone preparation 

In-plant training course on 
industrial free zone developaent 
and aanageMnt 

Fourth general course on 
development banking 

StudJ tour, fashion industrJ 

Pre-feasibilitJ studJ for the 
erection of a aatch factorJ 

FeasibilitJ studJ on establisbaent 
of corned beef cannerJ 

FeasibilitJ studJ on manufacture 
of starch froa taro 

rood processing 

Assistance to the match industrJ 

Assistance to the match factorJ 

StudJ tour for marketing of match 
products 

Assistance in the establishment 
and initial operation of a match 
f actorJ 

Establishment of a aatch factory 

Assistance to the match factory 

Garment industries development 
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Division 
(Spec.Act.Code 

IO/AGRO (31.7.C) 

IO/MET (31.8.A) 

IO/ENG (30.6.04) 

IO/ENG (31.9.8) 

IO/CHEii (32.1.C) 

IS/TEC (62.4.Z) 

IO/ENG (31.9.8) 
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Project Nuaber 

UC/Sil/78/176 

RP/SAM/80/001 

RP/WES/74/001 

RP/Sil/84/001 

Sl/SAM/7 7 /802 

RP/Sil/82/001 

Project Title 

Food processing development 

Assistance in welding of aluainiua 

Paper conversion 

Assistance for manufacturing 
efficient wood-burning stove 
(continued under X?/Sil/84/0010 

Development of solar salt production 

Strengthening of national 
technological capabilities in the 
sector of small-scale industry, with 
particular reference to the coir 
industry 

2. The ongoing projects 

XP/Sil.84/001 Assistance for &anufacturing 
efficient wood-burning stove (ex 
RP/S.AM/84/001) 

* Large-scale project<= total allotment S150,000 or above). 
** Total allotment Sl million or above. 

Appendix 5.D: Leading industrial companies 1 1984 
(all values in millions of USS> 

Net 
Type of Sales/ profit Total 

Ranlt Company business turnover (loss) Emploxees assets 

1 Western Samoa Trust Estates Coconut 2.1 
2 Western Samoa Breweries Beer 0.36 

Source: South. June 1985. 
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6. THE REPUBLIC OF VANUATU 

6.1 THE !COtlOKY OF VANUATU 

6.1.1 Recent econoaic trends 

Vanuatu achieved its independence in JulJ 1980 under difficult 

circumstances. Civil disturbances, the departure of a nuaber of skilled 

expatriates, and the sudden depreciation of the French franc to which the 

local currencJ, the Vatu, had been pegged, as well as the world econoaic 

recession coabined to bring about a sharp decline in GDP {bJ alllost 12 per 

cent in that Jear). Despite these difficulties Vanuatu has achieved a 

significant aeasure of political stabilitJ - a critical achieveaent for its 

future econoaic and social developaent. Econoaic growth and resuaption of 

external aid have resuaed as a c~nsequence. The real growth rate of GDP was 

1-2 per cent in 1981, 3-4 per cent in 1983 and over 5 per cent in 1984. 

The period of high inflation in the late 1970s gave waJ to much reduced 

rates after independence, largelJ due to delinking the local currencJ froa the 

French franc and pegging it to the SDR in 1981. The rate of inflation has 

fallen from 47 per cent in 1981 to 5 per cent in 1984. Export earnings have 

increased by 73 per cent in 1983 and over 30 per cent in 1984. Despite a 

large trade deficit - imports are still twice the size of exports - there is a 

substantial surplus on the current account. Export earnings depend almost 

entirely on the world price of copra which bas been high in recent years. In 

turn the strength of the local currency and domestic price stability have 

revived local and international business confidence to enable saall but 

significant revaluations in late 1982 and 1984. Increased fiscal self

reliance brought rising revenues from indirect taxes. 

At the time of independence Vanuatu inherited a top heavy administration 

where functions and responsibilities were duplicated or even triplicated under 

condominium arrangement; both physical and institutional infrasturcture were 

underdeveloped, few nationals had acquired the necessary skills and experience 

for positions of high responsibility, and there was a heavy reliance on 

external budgetary support. Levels of current expenditure bore little 

relation to the prevailing levels of economic activity in Vanuatu. 
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The Governaent has tried to reduce recurrent expenditure and has over the 

period 1981-85 aanaged to produce a surplus on the recurrent budget despite a 

substantial decline in foreign aid. In 1984, 83 per cent of recurrent 

expenditure vas financed from domestic resources and this ratio is expected to 

reach 100 per cent bJ 1988. 

The First National Development Plan (1982-86) envisages an investaent 

outlaJ of Vt 11,500 aillion (1981 prices. equivalent to about USS 100 mil

lion>. of which 59 per cent vas allocated for development expenditure. The 

aid-tera review of the plan acknowledges that allocation of intarsectoral 

resources depended heavilJ on the availabilitJ of donor finance. External 

assistance thus reaains a keJ deterainant of both the volume and pattern of 

development expenditure undertaken bJ the Govera.ent. The relative decline in 

aid levels in recent fears (from 38 per cent of total revenues in 1981 to 24 

per cent in 1982) can therefore have serious implications for the achieveaent 

of the sectoral and project level targets specified in the development plans. 

IndustrJ'S share in domesticallJ funded domestic expenditu~e was 0.2 per cent 

in 1982 and 2.5 per cent in 1983. This share was expected to go up to about 1 

per cent by tbe end of 1985. However. industrial projects planned for tbe 

1982-86 period remain cruciallJ dependent on the availability of foreign funds. 

6.1.2 Economic structure 

Vanuatu is an archipelago of 80 islands with a land area of approximately 

11,900 sq. Ian and a sea area of 680,000 sq. km. In relation to land area the 

population is small, n~mbering 127,000 in 1984. Average population density is 

about 10 per sq. Ian. Rinety-three per cent of the population is Melanesian, 4 

per cent of European descent and the remainder is of Asian or other Pacific 

origin. 

Vanuatu is essentially a primary conmdoties producing country. The 

structure of production reflects the distinction between modern and 

traditional sectors. Agriculture accounts for approximately 20 per. cent of 

GDP; Government and other services make up 50 per cent of GDP partly because a 

proportion of government service is financed by foreign grants. Offshore 

banking (Vanuatu is a tax haven) and tourism are estimated to account for 

10-15 per cent of GDP. 
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Vanuatu's econoay exhibits a form of economic dualism. The expatriate 

sector is heavily service oriented, including international and doaest:c 

banking, the public service, tourism and plantation agriculture. The 

indigenous sector consists of aixed and subsistence farmers with very low 

incomes in comparison to those of the expatriate sector. The integration of 

these parallel activities and the development of appropriate linkages within 

the econoay are priority tasks for government policy in the aediua to long 

tera; in particular priority will need to be given to the promotion of greater 

participation in, and ownership of, domestic economic activities and resources 

by nationals. 

Copra products account for over 70 per cent of the export earnings of the 

country. The dependence on foreign trade is very high. Kost essential 

consuaer, intermediate and capital goods, including fuel, food, machinery and 

industrial raw material, are imported. The relatively narrow doaestic 

production base bas rendered the economy particularly vulnerable to the 

aoveaents in the prices of exports and imports. An important objective of 

government economic policy is to reduce this vulnerability. 
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MANUFACTURING TRENDS 

STRUCTURAL CHANGE IN MANUFACTURING VALUE ADDED, 1980 AND 1984 
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MAJOR COMPONENTS OF MERCHANDISE EXPORT EARNINGS, 1984 
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60.1 per cent 

BEEF ---!~"'~ 
2.3 per cent 

"---- OTHER 
35.3 per cent 

2.) per cent 
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6.2 STRUCTURE ARD PERFORMANCE OF THE MANUFACTURING SECTOR 

6.2.1 Ov,_:iew ~f the manufacturing sector 

rhe man~~acturing sector remains relatively underdeveloped. There is 

only one large-scale manufacturing enterprise. A number of smaller 

enterprises concentrated mainly in Port Vila produce simple consumer goods for 

the local market such as soap, bakery items. dairy products, orange juice from 

concentrates. aerated waters. plastic containers. sawn timber, furniture. 

Canned meat. boats. aluminium items. metal products and building materials are 

also produced. There are three saw mills in Vanuatu. Most manufactured 

pro 1ction is geared towards the satisfaction of domestic demand. Exports of 

man~~actured items are modest but include shell buttons. plastic containers 

and canned meats. 

While in general there is ~ r~asonable standard of infrastructural 

services and facilities. the manufacturing secto·- faces some difficulties with 

a shortage of serviceJ industrial premises, lon~ delays in constructing new 

buildings and lack of security of tenure. Banting services in Port Vila are 

well developed; because of the tax haven status, however, these are primarily 

oriented to offshore activities. Domestically there are few dispersed banking 

outlets and few financial inEtruments to attract long term savings and provide 

appropriate cradit facilities. e.~. uortgages. 

The first plan period has seen important development within the 

man~facturing sector. With the assistance • UNIDO the Government bas 

converted the Office of the Development of :11rise into a Department of 

Industry. The ministry has participated in the establishment of the first 

large-scale national manufacturing unit - a cement factory - in 1983. A 

number of projects are now in the final stages of evaluation and registration 

including a tannery. a brewery, a papaine factory. industrial alcohol and 
l/ 

confectionary units.-

l/ For a list of projects seeking external ussistance, see Appendix 6.B. 
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6.2.2 Growth and structural change 

The manufacturing sector bas grown rapidly since independence. KVA grew 

by 88 per cent over the period 1981-84 and employment bas increased by 38 per 

cent during this period. Due to data deficiencies in the compilation of GDP 

estimates it is difficult to give an accurate measurement of the change in the 

manufacturing sector's share of GDP. There is little doubt however that this 

share bas risen in the post independence period and currently stands at about 

5 per cent. 

Table 6.1 provides estimates of the inter-branch distribution of 

employment, wages and ~alue added within the manufacturing sector. The food 

p~oducts and wood manufacturing branches are the leading contributors. Their 

combined share of KVA in 1984 was estimated at over 60 per cent - the greater 

part of which is produced within the food products branch. The combined share 

of these branches in manufacturing employment is almost 50 per cent. The 

non-metallic products and clothing and leather industries, which contribute 

only 5.4 per cent of KVA, employ 12.1 per cent of the manufacturing labour 

force. These are the branches with the lowest labour productivity ratio. The 

metal products, chemicals and basic metal branches have the highest labour 

·cable 6.1. Structure of manufacturing em2loJ:!!!ent and com2osition of KVA 
bI branch of manufacturing 1 1984 

Value Added/ 
Employment Value Added Employee 

No. Percent VT'OOO Percent VT 

Food, beverage & tobacco 330 37.8 357,993 51.52 1,085 
Textile, clothing & leather 36 4.1 12,869 1.85 357 
Wood and wood products 100 11.4 95,952 13.81 960 
Paper and paper products 38 4.3 48. 717 7.02 1,284 
Chemicals, rubber and 

plastic products 4 0.5 5,400 0.01 1,350 
Non-metallic products 70 8.0 24,554 3.53 351 
Basic metals 8 0.9 10,700 1.53 1,338 
Fabricated metal produ('ts 40 4.6 60,000 8.63 1,500 
Handicrafts 128 14.6 14,621 2.10 1,142 
Other 121 13.8 68.817 10.00 569 

TOTAL 875 100.0 694,823 100.00 794 

Source: Republic of Vanuatu, Department of Industry. 
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productivity ratios. Both the food and the wood product branche· have higher 

than average labour productivity ~atios. Differences in capita_ ntensity. as 

measured by the value added to employment ratio, among the industrial branches 

are substantial. 

table 6.2 compares the intra branch distribution of KVA and employment 

over the period 1980-83. Despite the very short period covered in the Table, 

there bas been considerable structural change. the share of the food branch 

Table 6.2. Structural change in manufacturing, 1980 and 1983 

(percentage) 

Value Added Em2lovment 
1980 1983 1980 1983 

Food 53.l 33.5 42.5 32.3 
Textiles 4.9 2.7 6.3 12.l 
Wood 16.0 15.0 16.4 12.1 
Paper 9.8 9.0 8.3 6.4 
Chemical 4.4 4.1 
Non-metallics 4.3 18.1 10.2 8.6 
Basic metals l. 7 1.0 
Metal products 6.9 7.3 7.7 3.5 
OU: er l.5 12.7 4.3 24.0 

Source: Department of Industry. 

fell by almost 20 per cent over this period in terms of KVA and by 10 

percentage points in terms of employment. The share of non-metallic mineral 

products more than tripled in terms of KVA but its share of employment 

actually declined. The share of textiles in KVA was halved over 1980-83 while 

its shar~ in manufacturing employment almost doubled. The share of other 

(i.e. small) industries in manufacturing employment also doubled over 

1980-83. Il is thus clear that productivity differentials among manufacturing 

branches widened significantly. 
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Table 6.3 presents evidence on the planned distribution of investment 

aaong the aajor industrial projects over the period 1983-86. Over 50 per cent 

of the total investaent is allocated to two projects, the brewery and the 

industrial alcohol units. It might therefore be expected that if investaent 

is undertaken according to plan, capital intensity is likely to increase 

significantly within the manufacturing sector and manufacturing employment is 

unlikely to grow rapidly - no nev investment is envisaged for the textile 

sector which constitutes the aost labour intensive branch in Vanuatuan 

manufacturing. Similarly the investment share of small projects is only 0.9 

per cent. 

Table 6.3. Development finance, 1983-86 

(in m VT, current prices) 

As per cent Gvt. 
Project Title 1983 1984 1985 1986 Total of total funding 

Vanuatu Cement Ind. 80 80 160 5.9 52 

Tannery & leather goods 20 100 120 4.5 53 

Papaine production 5 320 25 350 13.3 75 

Distillery & marmalade 5 t>O 35 100 3.7 25 

Brewery 200 400 600 22.3 

Charcoal 2 2 2 6 0.2 6 

Confectionery 50 200 250 

Low income housing 5 50 50 105 9.3 105 

Roofing material 1 1 1 3 0.1 3 

Alcohol - Power 10 400 500 910 33.8 

Soap manufacture 15 15 30 1.1 

Printery 22 22 0.8 3 

Small projects 5 10 10 25 0.9 20 

Traininr, centre 2.6 0.4 0.4 3.4 0.1 3.4 

T 0 TA L 80 172 1,208.4 1,223.4 2,684.4 345.4 

Source: National Planning and Statistics Office, Republic of Vanuatu. 
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It is of course not certain that investment tftrgets will be aet. There 

is a heavy dependence on forei~n capital, although the plan documents do not 

specify the exact expected share of foreign to domestic capital in 

aanufacturing investment over the plan period. However, as noted before, 

foreign aid levels have in recent years been lover than expected. It is thus 

entirely possible that soae of the projects are subject to investment 

rescheduling or are deferred. One encouraging sign however is that two major 

projects - one in ceaent and the other in soap manufacturing - have been 

completed as planned. 

It is clear that the major partners in the manufacturing sector are 

expected to be the government and foreign investors. The government share of 

the manufacturing investaent is expected to be 13.2 per cent over 1983-86. 

Around 30 per cent of total government investment is concentrated in low 

income housing construction. The Government also bas a relatively high share 

of investment in cement and papaine production and in small industrial 

projects. Foreign investment is expected to play a major role in the other 

manufacturing branches. 

Elnphasis is being laid on the growth of export-oriented industry. Two 

major projects - soap and papaine - have been developed to serve export 

markets. At present, the share of manufactures in total exports is very 

small. This share must increase substantially if the vulnerability to changes 

in copra prices is to be reduced. The value-added content in the copra 

industry can be raised by expanding the range of copra products with export 

perspectives. 

6.3 INDUSTRIAL DEVELOPMENT STRATEGIES, POLICIES, PLANS AllD INSTITUTIONS 

6.3.1 Goals of industrial policy 

During the period of the Condominium there was no comprehensive public 

development expenditure progranme. Each metropolitan power independently 

financed and administered its own projects according to its priorities and 

special interests. The First National Development Plan 1982-86, issued in 

September 1982, set out development needs, priorities and the means of 

attaining them. 
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The major development objectives of the First Plan were: 

a better utilization of the country's natural and human resources in 
order to achieve higher rates of economic growth and national control 
of the economy; 

a more balanced regional and rural growth with decentralized political 
and economic decision-making; 

the enhancement of the foreign and domestic private sector's 
contribution to national development; 

a gradual achievement of the long term goal of econOlllic self-reliance; 
and 

the preservation of the cultural and environmental heritage of the 
nation through balanced development progr&111Bes. 

The Government's regional planning exercise was designed to emphasize 

local participation in project selection and implementation involving local 

co11111unity leaders and local government councils in decisions on priorities. 

In the absence of investible surpluses generated from natural resources 

and in view of the low level of domestic saving the Plan relied on external 

grants, concessional borrowing and foreign investment in 'regional economic 

centres' specializing in particular crops with the aim of establishing 

additional income-generating projects in the primary sector and associated 

infrastructure. Livestock and major established crops (coconut, cocoa, coffee 

and pepper) figured in these plans together with some attempts at 

diversification into fisheries, mineralr. and tourism. The industrial 

development strategy envisaged developm~nt of selected resources-based 

industries for export, some import substitution industries and expanded 

cottage or household industries. 

The critical factor in determining the ~ize of the development 

expenditure progra11111e in Vanuatu was tt.e level of funding available from major 

aid donors as well as the need to complete a number of ongoing projects, 

particularly in the social service sector. Out of total estimated investment 

requirements in the Plan 59 per cent were devoted to directly productive 

activities, out of which agriculture, fisheries and forestry accounted for 

65 per cent. Transport infrastructure accounted for 20 per cent and social 
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services. mainly education and health for the remaining 15 per cent. A 

s~ctoral breakdown of planned expenditure is given in Table 6.4. 

Table 6.4. Capital expenditure requirements of the First Plan, 1982-86 
(million Vatu) 

Economic services 
of which - Agriculture 

Fisheries 
Forestry 
Mining 
Manufacturing 
Trade/co-operatives 
Finance 
Tourism 

Infrastructure 
of which - Transportation 

- Land 
- Sea 
- Air 
Comunication 
Energy 
Water supply 

Social services 

Government services 

6,831 
3,345 

449 
814 
297 
680 
263 
660 
323 

2,607 
2,089 
1,210 

272 
607 
229 

56 
233 

1,758 

304 

Total 11,500 

59 per cent 

23 per cent 

15 per cent 

3 per cent 

Source: National Planning & Statistics Office, Port Vila, First 
National Development Plan, 1982-86. 

The First Plan called for a doubling of development expenditure from 

10-12 per cent of GDP in 1980 to 20-25 per cent in 1982-83. This high level of 

development expenditure may well have been constrained by Vanuatu's factor 

resources and institutional limitations, e.g. the traditional land tenure 

system, scarcity of labour in the rural economy, and shortages of trained 

manpower together with limited organizational capabilities in government 

development agencies. Increased participation in joint venture development 

projects was envisaged in the Plan with government participation financed 

externally by grants and concessional loans. 
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The aid-term review of the First Plan noted that a revision of industrial 

priorities had taken place since 1982 in the light of nev development 

experience. the Government nov emphasizes the need to rapidly increase local 

participation in the management of the economy. The changes in the ;ector 
11 

objectives are as follows:-

Regarding local control: 

To encourage the increased local (indigenous) participation and 
control of the economy. to assist in achieving this goal. emphasis is 
placed on six target projects aimed not only at the development of 
production facilities under joint-venture arrangements, but also at 
the establishment and training of industrial skills within ~be labour 
coamunity. This will not only help establish the basic industrial 
environment but will help generate a dynamic urban informal sector. 
The establishment of basic maintenance and supply services will 
present a sound base for endogenous industrial development. 

Regarding foreign exchange: 

The local mr .• 1ufacture of goods and the introduction of services will 
be encouraged whenever viable to assist in the saving of foreign 
exchange. However. this will not be achieved behind high tariff 
barriers. Given the scarcity of capital funds in Vanuatu, uneconomic 
ventures which can only operate under protection will lead ultimately 
to a higher product price and a misallocation of resources. 

Regarding a sound industrial infrastructure: 

A core of readily-availble skilled and se~i-skilled labour is a major 
attraction to investors and can sometimes be a prerequisite. For this 
reason the Government plan$ to introduce a centralized industrial 
training and coamon facility 'entre; the first skills to be taught 
will relate to leathe~ and textiles. 

6.3.2 Institutional infrastructure 

Since 1982 there has been considerable organizational realignment and 

innovation. In January 1984 the Department of Industry was created within the 

Ministry of Finance, Conmerce, Industry and Tourism. The Department evolved 

from the previous Office for the Development of Enterprise (ODE), which 

!I The following three paragraphs are quoted from Republic of Vanuatu, 
National Planning and Statistics Office: the Mid-Tenn Review of Vanuatu•s 
First National Development Plan. 1984, p. 140-141. 



- 159 -

subsequently became one of its units. along with the Office for Extension 

Services COES) and the Audit and Quality Section. The recurrent budget 

estimates for the operations of the Departaent of Industry are VT 6 aillion. 

VT 6.3 aillion and VT 6.7 •illion for 1984. 1985 and 1986. respectively. ODE 

supplies direct pre-investment assistance to enterprises. OES is responsible 

for technical back-up and extension to existing enterprises upon specific 

request. the Audit and Quality Section will ensure proper application of 

acceptable industrial standards. This st~ucture has resulted in significant 

iaproveaent in the quality of services and aanagement advice available to 

ni-Vanuatu entrepreneurs. 

A major step forward was taken in 1983 with the publication of "Vanuatu's 

Invetaent Incentives", produced with the assistance of the CoDDOnwealtb Fund 

for Technical Cooperation. The guidelines clearly indicate Government policy 

towards local and foreign investments, joint ventures, sector priorities and 

local participation and also clarify what assistance and incentives are 

available from Government. An attempt is also being made to establish an 

industrial training centre. A sum of Vt 3.4 million has been allocated for 

this purpose. 

The scarcity of stilled and semi-stilled workers and only a newly 

emerging entrepreneurial class have already been mentioned. Although 

industrial manpower needs are usually associated with mechanical, electrical 

and other production or maintenance skills, many other skills are required, 

not least in the management of enterprises. Marketing has evolved as a 

problem in its own right; there is a lack of knowledge of the size and 

structure of target markets and a lack of knowledge of sales techniques. These 

latter problems are being addressed by the Government's Industrial Services 

and the offices of the South Pacific Trade Commissioner. With OES now 

operating and plans under preparation for a training centre, the skills 

problem is also being tackled, and in the course of time the growth of the 

industrial sector will help to raise the number of experienced, skilled 

workers in the labour force. Continuous government attention will be given to 

this problem. 
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6.4 RESOURCES FOR INDUSTRIAL DEVELOP~ 

6.4.1 Labour 

In 1979 the labour force (aged 15-55) was 56,330 and the anticipated 

growth rate was 2,640 per annum over the period 1982-86. 18 per cent of the 

economically active were expatriates. Of the inuigenous work force only 

13.5 per cent have had any formal education and 5 per cent have professional, 

technical or managerial posts (chiefly in the public sector}. 

75 per cent of the labour force work in agriculture, some 10 per cent in 

the service sector. Less than 20 per cent of the labour force are ¥age 

earners, two-fifths of whom work in public administration. Wage-earning 

employment is concentrated in Port Vila and Luganville. 

Most professional and middle management positions are held by expatriates 

who have a disproportionate influence on planning and decision-making. For 

industrial development thece is a great need to strengthen vocational 

education and training. In particular, organizational and technical skills in 

the indigenous labour force must be developed to increase participation rates. 

Some progress has been made to this end in the public sector, plantations, 

forest, fisheries and tourism industries. 

6.4.2 Raw materials 

Copra is the most important cash-earning economic activity with 69,000 ha 

under coconut plantation producing 50,000 tons of smoke-dried copra per annum 

(75 per cent from small holders and 25 per cent from plantations}. There is an 

urgent need to revitalize this most important export industry bJ improving 

copra productivity and production through replanting, improved husbandry, etc. 

Coffee and cocoa are the other major cash crops with 500 ha and 4,000 ha 

respectively producing 100 tons of coffee and 1,000 tons of cocoa. 

Natural forests in Vanuatu are widespread but commercial woods are 

scattered, making logging expensive. Current exploitation is approximately 

2,000 cu.m. per annum. Coconut replanting offers possibilities for processing 
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old coconut trees. Another possibility is the exploitation of hardwood stands 

on some of the Slll8ller, more remote islands. 

A wide range of vegetable and fruit crops are grown for subsistence or 

else on a market garden basis for local towns. Processing opportunities are 

uncertain because of fluctuating quantities and qualities. 

the cattle herds raised in the 1970s, which amounted to 130,000 head in 

1979, have since fallen to 80,000; these have brought self-sufficiency in beef 

with the opening of two abattoirs. Export prospects of live, frozen and canned 

meats are significant. 

Up to 10,000 tons per annum of fish are already exported through a 

Japanese venture based on Palekula where cold storage and packaging facilities 

exist. Potential for skipjack tuna and other deep sea fisheries within the 

200 mile economic zone as well as for coastal fisheries are significant, 

requiring large investments in frastructure and joint venture organizations 

for planned exploitation. 

Mineral resources of Vanuatu are largely unexplored and unassessed. 

Manganese has been mined spasmodically and pozzelanes (used in cement 

production) are known to exist on Efate. 

6.4.3 technical assistance to industry 

Manufacturing is a ~mall sector in Vanuatu in terms of its contribution 

to GDP but the scope for its development could be systematically explored. 

there is a need to study the options available for increasing the linkages 

between manufacturing and the fishing, forestry, agricultural and mineral 

sectors and identifying the scope for resource-based industri~lization in 

Vanuatu. this can be the subject of a comprehensive study on industrial 

strategy, the preparation of which can be facilitated by the provision of 

international t~chnical assistance. 

Technical assistance can also contribute towards increasing localization 

of the manufacturing sector. the Go~ernmen~ is conmitted to the rapid 

development of a local Cni-Vanuatu) entrepreneurial class. This requires the 
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establishment of an institutional infrastructure for the effective servicing 

of saall industry in which local artisans and craftsmen gradually acquire 

experience. There is also a need to train both private and public sector 

entrepreneurs in a wide range of subjects - dngiueering, accountancy, 

management, finance, marketing, etc. 

Finally the development of Vanu~tu's manufacturing sector depends 

crucially upon the availability of foreign capital. In recent years, foreign 

finance has displayed ~ declining trend. International assistance aay 

therefore be provided for attracting foreign capital to Vanuatu. This could 

involve a wider dissemination of opportunities for manufacturing investment in 

Vanuatu, the provision of facilities for conducting feasibility and 

prefeasibility studies. Also, institutional channels could be established 

through which negotiations for the financing and operation of joint ventures 

in the manufacturing sector can take place on a regular basis. 

Vanuatu has placed some emphasis on expanding manufactured exports in 

recent years. International assistance can therefore also be provided for 

identifyir.g export opportunities and for developing an effective international 

marketing strategy for Vanuatu's major export products. 
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Appendix 6.A: Investing in Vanuatu 

The Government has designated a number of industries as "priority 

industries". The most important of these are: 

processing of coconut products 

- meat processing and canning 

feedstocts for animal husbandry 

fruit juice manufacture 

biscuits and snack foods manufacture 

beer brewing 

leather a~d leather products 

trocbus shell products. 

Priority status bas also been given to timber industries such as 

sawmilling, manufacture of wooden furniture and flooring, to boat-buildihg and 

boat repair, and to the manufacture of pozzolana, lime and cement. 

Foreign investment 

The Government welcomes proposals from foreign investors which will bring 

capital, employment. improved technologies, managerial stills and access to 

overseas markets, particularly in the key development sectors. It will 

therefore be willing to give sympathetic consideration to such proposals, 

provided they conform to the policy objectives enumerated above. Vanuatu has 

a number of tax and other advantages to offer the foreign investor, in 

addition to a willing and capable work force, a pleasant climate and excellent 

recreational amenities for expatriates. 

Taxes 

Vanuatu has no income or profits taxes; Government revenue is derived 

mainly from indirect sources such as import and export duties, port and 

airport dues, business licences and work permits. 
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Appendix 6.A (continued) 

Customs duties 

Approved projects are eligible for exemption from customs duties on 

capital goods (including spare parts and maintenance equipment) imported 

during the start-up period. Exemption from duty can also be obtained on raw 

aaterials and semi-manufactures used in products destined for export. 

Repatriation of funds 

In keeping with Vaauatu's status as a tax-haven, there arc no 

restrictions of any kind on transfers of funds into and out of the country. 

However, the Government desires to see the funds earned by entrepreneurs 

re-invested in Vanuatu rather than entirely repatriated overseas. New 

ventures which follow this sentiment of re-investment will accordingly be 

viewed favourably and given support through the various incen~ives available. 

Financial services 

Vanuatu has a sound financial infrastructure which, in addition to the 

offshore banking centre, includes five branches of international commercial 

banks and the Vanuatu Development Bank, which can grant loans of up to 

approximately US$ 300,000 for approved industrial projects. 

A number of international firms of public accountants are also 

represented in Port Vila, the capital. 

Availability of land 

In Vanuatu land can on1y be leased, not purchased, by foreign nationals. 

In Port Vila and Luganville, the two main urban centres, prospective lessees 

normally deal with the statutory Land Corpcrations, which are authorized to 

conclude leases Cup to 75 years) on behalf of the owners. 

If the land is required for industrial purposes, evidence of approval by 

the Department of Industry must be provided when the application is made (see 
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also under "Institutional Arrangements" below). In rural ar. . , negotiations 

ate conducted with the owners directly; however officers of the Lands 

Department are available to help exp<? t.e t•e frocedure. 

Employment of expatriate personnel 

As a general rule. foreign personnel can only be employed in positions 

for which no suitably qualified Vanuatu citizen is a~ailable. Work permits 

are normally issued for two years, although a longer validity is possible if 

necessary to match the duration of the employment contract. 

Institutional arrangements 

Befure commencing any kind of business activity, a business licence must 

be obtai~ed from the Accountant-General of Vanuatu. The licence can be taken 

out for any period and is rubject to certain conditions, including payment of 

an annual fee. 

where the intention is to engage in some form of manufacturing or 

industrial processing. investors are asked to contact the Department of 

Ind~stry in the Ministry of Finance. The Department can assist in evaluating 

the viability of an industrial project and can give full information on 

incentives a~d fa~ilities available to prospective entrepreneurs, on the types 

-..; of investment faroured by the Government and on industrial training programmes. 

If a joint venture with Vanuatu citizens is planned, the Department of 

In~ustry can assist in carrying out a pre-feasibility or feasibility study. 

If the Department evaluates the project positively, an application may be made 

to it for reg?stration. 

Source: UNIDO, Basic Information fo~ Participancs in the Investors• Forum for 
the South Pacific Rer.ion, November 1984. 
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a/ 
Appendix 6.8: Industrial investment project proposals,- 1984 

Project Number Project Title 

001/V/84-04 Cultivation, harvesting and processing 
kava root 

002/V/84-05 Copra crushing mill 

003/V/84-06 Peanut oil extraction 

004/V/84-04 Rattan furniture 

005/V/84-08 Stockfeed production 

of 

~I This list includes industrial projects in Vanuatu for which foreign 
co-operation, such as joint venture or other partnerships, acquisition of 
technology, management expertise and marketing assistance, is sought. 
Enterprises interested in the possibility of participating in any of these 
projects can obtain more detailed information, including the name and 
address of the sponsor, from UNIDO Investment Promotion Service. This 
information us~ally takes the form of a standard industrial investment 
project questionnaire. Copies of studies, when these are available, may 
then be ~btained from the project sponsor. TJHIDO does not accept 
responsibility for accuracy or completeness. 
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AppP.ndix 6.C: The technical co-operation projects of UNIDO 

Division/Section 
(Spec.Act.Code) 

IO/INFR (31.3.L) 

IO/INFR (31.3.L) 

IO/INFR (31.3.L) 

IO/INFR (31.3.L) 

IO/INFR (31.3.L) 

IO/INFR (31.3.L) 

IO/CHEM (32.1.8) 

IO/PLAN (31.2.A) 

IO/INFR (31.3.L) 

IO/AGRO (31.7.8) 

IO/AGRO (31.7.C) 

IO/CHEM (32.1.C) 

Republic of VANUATU 

1. The completed projects since Februery 1979 

Project Number 

DP/VAN/79/001 

TF/VAN/80/001 

TF/VAN/81/001 

TF/VAN/821004 

TF/VAN/821005 

TF/VAN/83/001 

DP/VAN/79/007 

Project Title 

Small and medium-scale 
enterprise promotion and 
development (phase I of 
DP/VAN/85/002) 

Associate expert in Port Vila, 
Vanuatu 

Associate expert in Port Vila 
Cmultifund to DP/VAN/79/001) 

Associate expert <multifund to 
DP/VAN/79/001) 

Associate expert 

Associate expert Cmultifund to 
DP/VAN/79/001) 

Mother-of-pearl work consultant 

2. The ongoing projects 

SI/VAN/86/801 

DP/VAN/85/002* 

SI/VAN/86/045 

SI/VAN/86/802 

UC/VAN/86/024 

Assistance in preparation of a 
white paper on industrialization 
policies 

Small and medium-scale 
enterprises promotion and 
development (phase II of 
DP/VAN/79/001) 

Improveme~t of garment designing 
and manufacturing activity 

Assistance in the development 
of the food processing industry 

Fact-finding mission on sea-s~lt 
production possibilities by 
women in Vanuatu 

* Large-scale rroject (=total allotment $150,000 or above). 
** Total allotment $1 million or above. 
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Appendix 6.C (continued) 

3. Projects in the pipe-line, 1986 

(1) Promotion and development of small- and medium-scale enterprises. 

The object of the project is to identify viable projects and promote 
them in Vanuatu, and to assist the Ministry of Finance, Co11111erce and 
Industry and Tourism in the development of policies and plans for the 
industri~l sector. 

(2) Assistance in the development of the wood processing industry. 

The object of the project is to advise the Government on processing 
indigenous resources for building materials and other wood products 
(toys, handicrafts, etc.) and the policies and strategies that should be 
adopted by the Government in the development of the wood processing 
industry. 

(3) Assistance in the development of the food processing industry. 

The object of the project is to advise the Government on the 
formulation of a plan and policy for the development of food processing, 
taking into account the variety of fruits, vegetables and root crops 
available in the country. 

(4) Assistance in tl!e development of an industrial estate. 

The object of the project is to examine the establishment of an 
industrial estate on a pilot basis in Vila-Efata and to advise the 
Government on the appropriateness of setting up an extension service unit 
as part of the industrial estate. 

(5) Assistance in the preparation of a white paper. 

The object of the project is to assist the Government in the 
preparation of a white paper on industrialization policy for the First 
Nat~onal Development Plan. 

The Government wishes to obtain the following assistance under the 
regional project in order to supplement the national ~rQject - Small- and 
medium-scale promotion and development, Phase II. 

(6) Supplementing national project VAN/85/002 in the training of extension 
service officers by providing the necessary inputs. 

(7) Provision ~f technical assistance in the manufacture of agricultural hand 
tools at the small-scale level. 

(8) Provision of technical assistance in the design and manufacture of 
knocked-down furniture and to improve their quality of design and finish. 

(9) Provision of the services of an agronomist, to advise on ways and means 
of improving the quality of the locally available rattan. 
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Appendix 6.C (continued) 

(10) Provision of assistance in advising and establishing a central purchasing 
authority for public sector purchasing with an indirect approach, to 
promote local industries. 

Cll) Exposure visits for small-scale enterprises within the region, as well as 
for government officials and small businessmen. 

(12) Development of pilot plant for charcoal production exclusively for women. 

(13) Development of pilot plant in salt production exclusively for women. 

(14) Development of garment industry exclusively for voaen. 

(15) Development of standardization infrastructure. 
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7. TONGA 

7.1 THE ECONOMY OF TONGA 

7.1.1 Recent economic trends 

During the last decade economic growth accelerated somewhat, though it 

remained at a modest level, and with some unevenness of progress. This growth 

has largely, but not entirely, come from increased foreign aid. Growth was 

interrupted in 1978 and 1980 with the onset of recession, affecting conmodity 

prices and hence export receipts, and inflated oil prices, which affected 

transport costs. Domestic inflation climbed to over 25 per cent before 

moderating in 1981 and reaching a 9.2 per cent level in 1983. During this 

period there have been some small but significant changes in the structure of 

the economy. Primary production bas remained dominant but fell below half of 

GDP while secondary activities (including manufacturing) have doubled their 

contribution to GDP. Tourism bas grown also over the past decade with greatly 

improved air services and the growth of 'cruising' in the Pacific. Thus while 

Tonga still shows considerable trade deficits (far exceeding the value of 

exports during the early 1980s) the balance of payments p~sition bas in fact 

been strengthened significantly with the help of increased foreign aid flows, 

tourism and remittances from Tongans working overseas. The economy remains 

highly vulnerable, however receipts from coconut products fluctuated strongly 

as a consequence of unstable raw material prices and extensive damage to 

plantations through cyclones. 

7.1.2 Economic structure 

Tonga's population was around 99,000 in mid-1984. The country 

encompasses three main groups of islands, Tongatapu/Ena, Ha'apai, and Vava'u. 

Only 36 of the Kingdom's 170 islands are inhabited thus the density of 

population is rather higher than the average of 146 per sq.km. On Tongatapu, 

where 60 per cent of the population resid~, population density is almost 

double that figure. A unique land tenure system vests the right to all land 

in the Crown with every male over 16 having the right to an allotment of land 

of 3.4 hr.. 
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The IBRD classifies Tonga as a aiddle-income country. with a per capita 

GDP of USS 461 in 1979. Its GNP per capita was estimated at USS 904 in 1983. 

Tonga. like many Pacific island countries, is very dependent on exports and 

imports and has a considerable negative trade balance compensated only by 

official aid flows and remittances from nationals working overseas. 

The Tongan er.onom1 is predominantly based on agriculture which sustains 

70 per cent ~f the population. Food imports mainly consist of aeat and fish. 

In 1981 some 80 per cent of total crop production (mainly fruits and 

vegetables) was consumed locally and the rellll'inder exported. The export 

sector is heavily dependent on agriculture and agro-based industries in vhicb 

coconut products predominate. but exports of manufactures are steadily 

increasing. Tonga enjoys assured markets for coconut oil, coconut meal. 

desiccated coconut. bananas, vanilla. kava, water melons and root crops in Nev 

Zealan1. Market access for tomatoes and capsicums is also normally assured. 

Although Tonga has very substantial fisheries resources, thus far these 

have not been systematically exploited. Increased population and changes in 

lifestyle have begun to exhaust inshore fishing grounds and h&ve led to a 

corresponding increase in imports of canned fish. Fisheries contribute 5 per 

cent of GDP. with 80 per cent of the catch in the inner reef. 

The forestry sector on Tonga is small although its output is being 

expanded with plantings with a view to achieving self-sufficiency in the 

medium to long term. The manufacturing sector has grown rapidly in recent 

years. I~s contribution to GDP rose from 5 in the 1970s to 9.5 per cent in 

1983/84 and declined marginally in 1984/85. Half of manufacturing activity 

involves food and beverages, wood and wood products. Government has invested 

in both producing enterprises and in supporting infrastructure. Construction 

activity h~s also grown in response to both public and private sector building 

and contributes over 6 per cent of GDP. As in all small island economies, 

service activities remain important with transport and conmunications, trade 

and coamerce, finance and government, conmunity and personnel services 

together being second to agriculture in GDP contribution. 



Table 7.1. Distribution of GDP by sector of origin. 1980/81 - 1984/85 
(percentage) 

Sector 1980/81 1981182 1982/83 1983/84 1984185 

Agriculture, forestry and 
fishing 37.7 38.l 38.3 u.o 40.5 

llanuf acturing 9.4 9.3 7.9 9.5 9.1 

Construction, electricitJ and 
water 4.9 4.0 4.6 3.9 3.8 

Services and other 48.0 48.6 49.2 45.6 46.6 

Source: IllF Survey, March 17, 1986, p. 82. 
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MANUFACTURING TRENDS 

DISTRIBUTION OF GOP BY SECTOR OF ORIGIN, 1980-1984 
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MAJOR COMPONENTS OF MERCHANDISE EXPORT EARNINGS, 1983 

--- COCONUT 0 IL 
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DESICCATED COCONUT-__ _...,.... 

7 .8 per cent 

/ 
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12.5 per cent 31.3 per cent 

MAJOR COMPONENTS OF MERCHANDISE IMPORTS, 1983 
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7.2 STRUCTURE AND PERFORMANCE OF THE MANUFACTURING SECTOR 

the manufacturing sector is dominated by the operations of the Tonga 

ColllllOdities Board which operates the Desiccated Coconut Factory and the Oil 

Mills of Tonga Ltd. Together these two enterprises accounted for 61 per cent 

of manufactured exports. Collectively the 13 public sector enterprises 

account for some 28 per cent of total manufactured output by value 

TS 1.6 million in 1980. The 30 private se~tor incorporated enterprises 

produced 65 per cent, and the 29 non-incorporated enterprises 7 per cent. The 

manufacturing sector is thus predominantly privately owned, although the local 

churches and some farmers' groups also have limited interests. Altogether, 

the manufacturing sector consisted of 97 enterprises in 1981, employing 1,630 

persons. 

Table 7.2. Growth trends in manufacturing activities, 1975-81 

Ulllt 191S 

l. llo. Of e1t1blil .... Dtl 
la operatloa at •ad of 
tit• rear 110. 36 

2. llo. of per1oa1 ..,iored llo. 611 
llalH 04 
r ... 1 .. 131 

3. V11•• aad 1alerle1 paid Tl< ·0001 

... V.aklJ ~our1 worked llo. 

s. Value of 1ro11 output Tl!'OOOI 2,0S2 

•• Value added Ta< '0001 

lourca: Depart.eat of Statl1tlc1. 

1916 

611 
S31 
Ul 

1911 

111 
641 
141 

2, 121 3, 124 

1911 

SI 

891 
619 
219 

1S1 .s 

891 

4,291 

1919 1910 

10 69 

1,042 1,1111 
134 141 
301 369 

1111.:l 961.6 

991 l,061 

S,61S 1.0 .. 

l,SOO 

1911 

91 

1,6)0 

1,211 

3,600 

The majority of manufacturing activities are located on Tongatapu (60 in 

1980). These enterprises are concentrated in and around Nuku'alofa. By the 

end of 1982 14 enterprises employing 230 were located at the Small Industries 

Centre where there was space for a further 12. These small-scale enterpris~s 

are labour intensive, low in energy inFuts and generally apply simple 

technologies. Many are ex~vrt-uLiented enterprises producing relatively 

high-value products for the Australian and New Zealand markets where they 
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enjoy preferential access. Export products include rugby and soccer balls, 

woollen knitwear, black coral jewellery and saddlery. Other enterprises cater 

to local demand producing import substitution products. These include food 

and beverages, paper products, soap products and toilettries, furniture, wire 

products and building materials, aluminium products and windows, corrugated 

iron sheeting. The lack of infrastructure and utilities inhibit the dispersal 

of manufacturing activities although there are some agro-based enterprises 

outside the major centres of population including eight on the island of 

Vava'u, and two each on 'Ena and Ha'apai. 

Table 7.3. Number of manufacturing establishments in operation, 1975-80 

ISIC Industry 1975 1976 1977 1978 1979 1980 

31 Food/beverages/tobacco 14 15 17 17 24 28 

32 Textile/wearing apparel/ 
leather 1 1 2 1 7 ~ 

33 Wood/wood products 5 6 6 8 10 ,! 

34 Paper products/publishing/ 
printing 5 

35 Chemicals/petroleum/coal/ 
plastics/rubber products 5 3 

36 Non-metallic mineral 
products 5 7 1 8 8 1 

37 Basic metal products 

38 Fabricated metal products 6 9 11 11 7 7 

39 Other manufacturing 
establishments 5 5 5 7 4 2 

Total 36 43 48 58 70 69 

Source: Department of Statistics. 
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Table 7.4. Contribution of manufacturing sector to GDP by major 
branches of manufacturing. 1979/80 and 1983/84 

(in current TS '000) 

Average Annual 
1979/80 1983/84 (p) Growth 

(per cent> 

Manufacturing 1651.0 4273.1 26.8 
Non-copra-based industries 1175.2 
Copra-based industries 475.5 

Household type of 
Mfs. Ucits 1192.0 3165.9 27.7 

Monetary 315.7 2444.9 31.6 
Non-Monetary 376.3 721.0 17. 7 

Total Contribution 
to GDP (A+B) 2843.0 7439.0 27.2 

Monetary 2466.7 6718.0 28.5 
Non-monetary 376.3 721.0 17. 7 

Copra-!Jased 475.5 
Non-copra-based 1991. 2 

Mfg. as percentage 
GDP 6.1 9.5 

Source: Department of Statistics, Nuku'alofa. 1983/84 figures provisional. 

7.3 INDUSTRIAL DEVELOPllENT STRATEGIES, POLICIES, PLANS ARD INSTITUTIONS 

7.3.l Goals of industrial policy 

As described in the Fourth Development Plan 1980-85 the government 

objectives for the develrpment of the manufacturing sector are to: 

maintain and foster the growth of the manufacturing secto~; 

increase the utilization of available manpower through the creation 
of appropriate job opportunities; 

establish compatible agro-based industries tu increase the domestic 
value added derived from agricultural produce; 

diversify and expand production to reduce dependence on various 
manufactured imports and to tat~ advantage of competitive export 
opportunities; 
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encourage selected cottage industries to utilize available materials 
and manpower in economically productive activities in regional and 
rural areas; 

ensure a fair distribution of manufacturing industry between the 
different regions of the Kingdom; 

foster domestic entrepreneurship. 

7.3.2 Policy measures and instruments 

Five-Year Plans during 1965-75 devoted little attention to industrial 

development. Until the mid-1970s. Tonga's industries. with the exception of 

the coconut industry and handicrafts. were all oriented to local market 

requirements. The larger enterprises were government owned or quasi

government and most of the enterprises were agro-based, e.g. vanilla 

processing. banana packing. animal foods. A second group was food and 

beverages, a third consumer items and construction materials. 

The third Plan 1975-80 was ambitious in its attempt •O accelerate growth 

of GDP, raise the gross investment rate and restrain real consumption. 

However. the real rate of growth of GDP per head of population was 2.1 per 

cent against a planned 3.7 per cent. G~eater interest in manufacturing growth 

focused on the construction and launching of the Small Industries Centre for 

small-scale and light manufacturing activities. especially those orient~d to 

export markets. In the Third Plan period the manufacturing sector accounted 

for 1.8 per cent of development expenditure. and the Government adopted a 

pclicy of encouraging greater participation by the private sector in the 

process of industrial development. Foreign entrepreneurs wer~ encouraged with 

a package of incentives, tax holidays and exemptions, with favourable 

treatment of 1ividend and repatriation ~f capital. The Third Plan also sought 

a more balanced pattern of development of the three main island groups within 

the Kingdom. 

The Fourth Plan 1980-85 encapsulated a more systematic and co--ordinated 

planning process by a Central Planning Department and the Development 

Co-ordinating Co11111ittee. This Plan put forward specific policies, strategies 

and progranmes for development-building on the broad lines of the Third Plan. 
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The Government expected about 75 per cent of investment with the 

manufacturing sector to come from private sources. The public sector share 

mainly toot the form of support infrsstructure. Where justified the 

Government would enter into joint ventures, and would encourage the 

establishment of manufacturing assembly and processing industries by local and 

foreign entrepreneurs lhrough the Industrial Development Incentiv~s Act 

administered by the Ministry of Labour, Coaaerce and Industries. Under this 

act an industrial development license is required before starting any 

manufacturing, assembly or processing activity. In evaluating requests for 

such licenses, the c~ntribution of a manufa;turing enterprise to the domestic 

economy (in the form of linkages, technology transfer, employment effects and 

local resource utilization) serves as a main criterion. The aim is to take 

advantage of the favoured market opportunities and other incentives open to 

the Kingdom through various trade agreements with Japan, USA, Australia, New 

Zealand and the EEC. To this end the Governmt::~ was to provide additional 

support infrastructure prograaaes and serviced sites for industry. Fiscal 

incentives such as tax holidays were also made available to investors. 

The targets of the Fourth Plan for the manufacturing sector were a 34 per 

cent increase in contribution to GDP in real terms to take the sector's share 

of GDP to 9.6 per cent; output to rise to TS 10.2 million (in constant prices) 

by 1984/85; employment to rise by 600 to 1,600; gross capital formation 

TS 8.0 million. Although exact data on the actual achievements are not 

available yet, it would seem as if the GDP share and employment goals have 

been reached. 

7.3.3 Institutional framework 

Ministry of Labour, Conmerce and Industries 

This Ministry has overall responsibility for the regulation, promotion 

snd development ~f the manufacturing sector and for implementing the 

Industrial Development Incentives Act. Within the Ministry an Industrial 

Evaluation and Marketing and Promotional Services Unit is responsible for 

helping potential investors to identify industrial opportunities, assess 

feasibility studies and facilitate contract development. 
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Tongan Co,.,dities Board 

This governaent agencJ runs six enterprises associated with the 

processing of coconut products, including a desiccated coconut plant and a 

coconut oil aill. It also bas a construction division for the import and 

supplJ of building aaterials, and a product division to aartet fresh produce, 

e.g. bananas, pineapples and coconuts. The Board also aanufactures toilet 

paper and laundry soap. 

Tonga Development Bank 

This bank is the priae financial institution for pr0110ting econoaic 

activitJ and has the Asian Development Bank as a major subscriber. Since 1979 

the Bank has approved loans totalling T$ 5.1 aillion including soae loans to 

the aanufacturing sector. The aajoritJ of loans are small, short-term loans 

with a aaturity of less than two years. 

7.4 RESOURCES FOR INDUSTRIAL DEVELOPMENT 

7.4.l Labour 

According to 1984 estimates the economically active labour force was 

about 29,500. In 1980, agriculture employed 9,000i government 3,300i 

manufacturing 1,116 and the remainder i~ coaaerce, trade and services. 

Unemployment vas estimated at 17.8 per cent. Despite high l~vels of 

uneaployment there is an acute shortags of stilled or trained vortersi still 

acquisition is however discouraged by lov wages and a lack of job 

opportunities. These problems have contributed to migration in search of wort 

or better terms. There are fev training facilities outside of Tonga College 

and Government apprenticeship schemes. 

7.4.2 Rav materials 

Since agdcnlture acco•1nts for almost half of GDP it remains th•4 most 

iapcrt•~t ba1is for seccndary act~vities. Prospects for industrial 

deveiopment are largely dependent on agro-based or agro-processing 

activities. Export of copra has already been largely replaced by desiccated 
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coconut and coconut oil vitb their higher value added. Further prospects 

include processing coconut shells for charcoal and utilizing coconut ste.as. 

Bananas ~re Tonga's second most important crop. The serious problem of 

wastage could be partly solved by the production of banana chips. Production 

and exports of taro, fruits and vegetables have increased, but considerable 

further expansion (for vbicb the potential exists) under systematic 

development and extension prograaaes would be necessary to provide any surplus 

for processing. 

Tonga's aarine resources offer considerable prospects for further 

expansion, not only to substitute for the anr.~al TS 1.1 million of preserved 

fish iaports. A potential exists for increased catches of pelagic species, 

bottOll. fish and seasonal species in the deep water slope araas. There is also 

a large potential for deep sea fishing of albacone and yellow fin tuna, plus 

an unknown potential for skipjack tuna. COlmlercial exploitation of offshore 

and deep sea resources however require investment and training to establish 

profitable exploitation system~ This could possibly take place on a joint 

venture basis. The further development of aarine resources would enable 

dispersal of industry/eaployaent to some of the outer islands, thus meeting 

one of the goals of the Fou~th Development Plan. Kineral resources in Tonga 

are liaited to sands and precious corals, although there bas been some 

exploration for petroleua offshore. 



- 184 -

Appendix 7.A: Investing in Tonga 

Basic principles 

The Government of Tonga aims to create an economic environment which will 

enable the country's agriculture, industry and c0111Derce to flourish. To 

achieve this goal, priority is being given to promcting a strong and expanding 

private sect~r in which local firms are encouraged to participate. Foreign 

investment in Tonga is also welcomed in sectors where it will contribute to 

emploJlllent, technological advance, improving mdnagerial stills and opening up 

overseas markets. 

An attractive package of tax holidays, customs duty exemptions and ~xport 

incentives is •~ailable to investors. the formalities for obtaining a 

business licence are simple and straightforward and their completion is the 

responsibility of a single auth~rity: the Ministry of Labour, Co111Derce and 

Industries. For new industries there is an attractive, efficiently run Small 

Industries Centre close to Nuku'alofa, the capital, with both land and factory 

buildings avail~ble at a modest rental. 

Incentives for industrial enterprises 

Low tax rates: resident companies pay a maximum 35 per cent of taxable 

income; the •aximum rate for non-resident companies is 42.5 per cent. 

Tax holidays: any new industrial enterprise can qualify for exemption 

from income tax for up to five years. This exemption also applies to 

additional investments made for the expansion of existing industrial 

enterprises. Itacome tax exemptions of up to ten years can be obtained by 

companies which are "approved industrial enterprises". 

Tax exemptions: during the tax holiday period, dividends paid to 

chareholders of "approved industrial enterprises" are exempt from the 15 per 

cent withholding tax. 

Extension of tax holiday: the Government has taken discretionary powers 

to e1tend the ta1 holiday period, if this would result in long-term economic 

benefits to the tin~dom. 
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Appendix 7.A (continued) 

Customs duty exemptions: imports of plant and ma~~inery by "approved 

ind~strial enterprises" for the purposes of their business are &xempt from 

customs duty during the first two years of ~peration. Where the resulting 

finished product is exported, raw aat&rials and semi-finished goods imported 

by .. an approved industrial enterprise" are also exempt vitho•it time limit. 

Other benefits: in addition to norral depreciation bas~d on the 

estimated useful life of assets, accelerated depreciation is available to 

"approved indu~trial enterprises" during the first five years of operation. 

Locses may be c•rried forward without time limit. 

Foreign investment 

The GovernmE,nt of Tonga views foreign investment as one aspect of a 

cor.structive and mutually beneficial partnership, which deserves full 

encouragement. Projects with the following characteristics will be 

particularly welcomed: 

processing o! local raw materials; 

import substitution; 

high local value added; 

export potential; 

introducing managerial and marketing skills, modern technology and 
technical expertise; 

employment creation. 

Basically, no distinction is made between local and foreign enterprises in 

awarding incenti~es. There a~e however some additional provisions which 're 

of special interest to foreign investors: 

Repatriation of funds 

Dividends, profits, capital gains, interest payments, and loan repayment. .. 

may be remitted to the home country of the designated recipient, togeth•r ~itb 

the savings of expatriate employ~es. 
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Appendix 7.A (continued) 

Local participation 

While the Governaent encourages Tongans to participate in joint ventures 

with foreign investors. the proportion of foreign equity in an industrial 

enterprise is not subject to any particular liait. 

Development finance 

Foreign investors in Tonga are entitled to raise funds in local currency. 

for exaaple by a loan froa the Development Bank of Tonga; it is however 

expected that the funds required to finance the fixed portioc of the 

investaent be brought in from overseas. 

Preaises 

Developed laud and f actorf shells are available on a rental basis in the 

Small Industries Centre on the aain island of Tongatapu; proposals for the 

leasing of land for industrial purposes at other locations will be given 

favourable consideration. 

lamigration policJ 

Approved industrial enterprises should experience no difficultJ in 

obtaining residence and wort peraits for expatriate staff; foreign 

entrepreneurs establishing "approved industrial enterprise" will be granted 

permits entitling them to reside in the Kingdom as long as tbeJ continue to be 

in business. 

Institutional arrangements 

The Ministrf of Labour, Coaaerce and Industries is responsible for 

issuing business licences, and should be contacted for an application fora. 

Once approved, the licence will contain full details of the project and a list 

of the incentives grarted. 

Source: UMlDO, Batie Intorpaation tor Participant• in the lnye1tor1' Porua for 
!Jl!_jouth Pacific Region, November 1984. 
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a/ 
Appendix 7.8: Industrial investaent rroject proposals,- 1984 

Project Nuaber Project Title 

002/V/84-04 Cassava pellets for aniaal feed 

003/V/84-06 Tiaber treataent 

004/V/84-04 Eth~nol frOll cassava 

005/V/84-04 Pav-pav fruit processing 

006/V/84-08 Coapressed oxygen 

007/V/84-08 Tin containers 

008/V/84-04 llini excavators 

009/V/84-04 Light fittings asseably 

010/V/84-10 Aluainiua boats 

•' This list includes industrial projects in Tonga for which foreign 
co-operation, such as joint venture or other partnerships, acquisition of 
technology, management expertise and marketing assistance, is sought. 
Enierprises interested in the possibility of participating in any of these 
projects can obtain more detailed information, including the name and 
address of the sponsor, from Ul!IDO Investment Promotion Service. This 
inforaatlon usually takes the form of a standard industrial investment 
project questionnaire. Copies of studies, when these are available, a&J 
then be obtained from the project sponsor. UJJIDO does not accept 
responsibility for accuracy or completeness. 
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Appendix 7.C: The technical co-operation pro;ects of UNIDO 

Division/Section 
(Spec.Act.Code 

IO/INFR (31.3.L) 

IO/INFR (31.3.L) 

IO/INFR (31.3.K) 

IO/TRNG (31.5.8) 

IO/CHEM (30.4.01) 

IO/AGRO (31.7.A) 

IO/AGRO (31.7.8) 

REL (70.3.Z) 

Kingdom of TONGA 

1. The complete~ projects since 1973 

Project Number 

DP/TON/80/002 

UC/TON/841140 

DP/TON/79/004 

Sl/TON/79/801 

TS/TON/73/005 

Project Title 

Secretary for Ministry of 
Labour, COllllerce and 
Industry 

Secretary for Labour, 
Co11Derce and Industries 
(OPAS) 

Indust~ial prOllOtion 

Handicraft study tour to 
the Philippines 

Feasibility of solar salt 
industry 

2. The ongoing projects 

Sl/TON/86/073 

Sl/tCN/86/072 

XP/TON/86/062 

Assistance to the furniture 
and joinery industry 

Rehabilitation of garment 
industry 

Vi,it to UNIDO Headquarters 
of the Secretary for 
Labour, C0111Derce and 
Industry to Tonga 

* La~ge-scale project <=total allotment $150,000 or above). 
** Total allotment Sl million or above. 

--·-------------------------
3. Proiects in the pipe-ljpe. 1986 

(1) PrOllOtion and develop1tent of •aall- and aediua-scale enterprises. 

The object of the project is to establish within the Ministry of 
Labour, C01111erce and Industries the capability to identify and evaluate 
small-scale industrial projects, to provid~ extension services and 
training to entrepreneurs in the country and to a11i1t the Ministry in 
the development of policies and plans for the sector of industrJ. The 
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project proposal vill be prepared by the SIDFA and the Government 
authorities. 

(2) Assistance in the development of the wood-processing industry. 

The object of the project is to advise the Government on the 
preparation and adoption of a practical strategy for the d~velopment of 
the wood-processing industry taking into account the types of resources 
available in the country. 

(3) Assistance in the development of the food-processing industry. 

T~e object of the project is to advise the Governaent on the 
devel~pment of policy for the food-processing industry. in partic~lar for 
vani:la extrusion and for the production of papain from pavpav. 

(4) ~·;sistance in the preparation of a vbite paper. 

The object of the project is to advise and assist the Ministry of 
Industry in the preparation of a vbite paper for the industrial sector as 
part of the National Development Plan. 

(5) Development of a garment manufacturing industry exclusively for women. 

(6) Assistance in training of manpower for welding and fabrication of steel 
and machine shop. 

(7) Assistance in the training of manpower for the repair and maintenance of 
cars. refrigeration, air-conditioning. electronics eguipment, office 
equipment, etc. 

I I 11 I 
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8. KIRIBATI 

8.1 THE ECONOMY OF KIRIBATI 

8.1.1 Recent economic trends 

Prior to 19 7 ~ the mainstay of the Kiribati economy was the production of 

phosphate on Banaba for export. However. just three months after independence 

reserves were exhausted. The end to phosphate extraction meant the loss of a 

majur source of foreign exchange and significant employment opportunities 

(some 6 pe~ cent of total). GDP was reduced by almost 50 per cent. and the 

healthy trading s~rplus was replaced by an unfavourable trade balance and 

caused a large and growing public sector deficit. 

Prior to 1956 no direct compensation for the phosphate concession was 

received. However. in 1981 the Banabans received Fiji $14.6 million as 

compensation from the British and Australian Gov~~rllllents for the years of 

exploitation prior to 1956. In the period 1972-78 phosphate revenues amount~d 

to 85 per cent of export revenues. 50 per cent of total government revenues, 

and 45 per cent of GDP. In anticipation of the exhaustion of the phosphate 

reserves. substantial proportions of revenues had been invested in special 

reserve funds overseas with a view to cushioning the transformation of the 

economy. During the period of dominance of phosphate mining, the remainder of 

the economy had remained relatively undeveloped, especially on the outer 

islands, where average incomes (at under Aus. $100 in 1978) were one-third of 

those to be found on Tarawa. 

Since 1979 copra has been the main export coanodity. with export volumes 

rangin~ between 6,764 tons and 11,957 tons (these figures are based on the 

surplus over domestic consumption). Exports of fish, mainly tuna and milk 

fish for bait, have increased 11-fold since 1979 with the development of 

commercial fishing. Payments for fishing lic~nces by foreign companies from 

Japan, Republic of Korea and USSR have also become a significant and 

increasing proportion of foreign recurrent revenue. Exports of handicrafts 

have also increased, and though these do not amount to any gre~t value (Aus. 

$200,000), they are of significance as a source of cash income for the outer 

islands. 

Kiribati became a member of the IKF on June 3, 1986. With the admission 

of Kiribati as the 150th member, the total members' quotas in the Fund is 

SOR 89,307.6 million, including Kiribati's quota of SDR 2.5 million. 
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8.1.2 Economic structure 

In 1978 the population of Kiribati, a small chain of atolls in the 

central Pacific, numbered 56,213; bJ 1985 this bad increased to 63,848. In 

1985 the nnnual rate of increase was 2.24 per cent per annum, and 41 per cent 

of the population were under the age of 15; the population density was 89 per 

sq. km. One-third of the total population lived on Tarawa, where population 

grew at a rate of 6 per cent per annum. The total land area amounts to just 

over 717 sq. km 

Estimated GDP in 1982 was Aus. $27.4 million, some 17 per cent above the 

level achieved in 1980 but 28 per cent below the level achieved in 1979. In 

1978, 56 per cent of monetary GDP was accounted for by the public sector; this 

figure is now much higher. Between 1979 and 1982 there was a 40 per cent 

reduction in recurrent revenues which changed a small budgetary surplus of 

Aus. $0.5 million into a deficit of Aus. S6 million. However, the ability of 

the Government to raise tax revenues is severely limited by the nature of the 

economy and the likely adverse impact on development initiatives. Furthermore 

the geographic isolation of Kiribati, and its small and widely scattered 

domestic market impose considerable and severe constraints on the pattern and 

nature of development options available to Government. Yet there is a 

pressing need for alternative sources of foreign exchange to meet the cost of 

food ~nd fuel imports. Even with rapid agricultural development, it is not 

likely that Kiribati will achieve or even approach self-sufficiency in the 

foreseeable future. 

The majority of the population depends on subsistence ag~iculture and 

fishing, but most have supplementary cash incomes from the sale of copra or 

from overseas remittances. The major subsistence activities include fishing, 

coconuts, housing and canoe building, and handicrafts. However on Tarawa 

there is much greater opportunity for income earning employment than 

elsewhere, with 64 per cent of all cash employment to be found on the most 

urbanized atoll. There is a potential for tourism which could be exploited by 

improving international transportation and accoanodations. 
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MANUFACTURING TRENDS 
DISTRIBUTION OF GDP BY SfCTOR OF ORIGIN. 1982 
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8.2 lllDUSTRIAL DEVILOPllEllT STRATEGIES, POLICIES, PLAllS Alm IMSTITUTIONS 

8.2.1 overview of the aanufacturing sector 

Manufacturing activities are very liaited in scale and content in 

liribatii in 1978 aanufacturing contributed 0.7 per cent of GDP and accounted 

for approximately 3 per cent of total employment. saall-scale industrial 

activities are to be found in the aain on Tarawa, the aost •urban• of the 

islands, where 66 per cent of all retail sales occur and where there are a 

small number of enterprises, including public sector workshops, producing 

tools, bread and other food products. Handicrafts are produced predominantly 

ic the outer island villages. Half of the registered businesses in liribati 

are saall traders; there are also a nuai>er of small construction enterprises, 

retail outlets, and co-operatives. 

8.2.2 Goals of industrial policy 

The overall development aim of the Government of Kiribati is to secure 

economic independence, bearing in mind its underlying concern to maintain a 

balance between population and resources (both available and potential). The 

Government's priorities have been influenced by resource constraints, by the 

need to generate foreign exchange through productive development, and the need 

to finance gove~nment expenditure and provide additional &mployment 

opportunities. One of these priorities - the need for good c0111Dunications -

flows directly from the dispersed nature of the country. Other related 

priorities - the development of the outer islands and the der.entralization of 

development services from the urban centre - flow from the need to avoid an 

excessive concentration of wealth and development. Expenditure for the 

manufacturing and service industries category amounted to less than 2 per cent 

of the Development Fund estimates for 1985, public utilities and 

coaaunications being by far the most important category. 

The Government's strategies for greater economic ind~pendence include: 

development of new and existing industries based on marine and other 
natural resources; 
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encourageaent of foreign invest.ent. particularly fc~ exploitation of 
natural resources and in the c011mercial and industrial sub-sectorSi 

re~training governaent expenditure at levels which can be aaintained 
for tbe foreseeable futurei and 

encouraging domestic export-oriented entrepreneurship. 

Strategies for decentralization are focussed on: 

encourageaent of iaproveaents in subsistence incoae; 

increased opportunities for cash earning; and 

aaintaining and iaproving rural services. 

8.2.3 Institutional fraaework 

In Kiribad the Ministry of Natural Resource Development is responsible 

for the development of a&riculture. tourism. fisheries. etc. The Ministry of 

Trade. Industry and Labour handles the export of copra. 

Public services in Kiribati are concentrated in the Bairiki and Betio. 

urban centres. South Tarawa, which account for 70 per cent of all employment 

in the public sector. The Government has placed increasing emphasis in recent 

years on the devolution of responsibility froa central to local government in 

matters ranging from administration to production. The policy of 

decentralization has been implemented through the strengthening of local 

government machineries, improved c01mDunity development initiatives towards 

increased self-reliance in the rural areas, as well as through stricter 

controls on urban development on Tarawa. 

Local government in liribati is based on a srste• of elected local island 

councils, of which there are 19 in all including two urban councils. These 

local councils are active in identifying and formulating development 

projects. Their effecliveness however has been limited by geographic 

isolation, lack of plant and tools, and limited staff, training and 

professional skills, especially in financial management. Local development 

priorities include water supplies and sanitation, hospitals and clinics, 

dispensaries, government and private hoasing, causeway construction and 

maintenance, and sports facilities. 
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8.3 llSOURCES FOR lllDUST21AL DEVELOPBEllT 

8.3.1 Labour 

According to the 1973 census the i.~~nr force nuabered 24,059, of which 

21 per cent were in wage eaployaent. 6J 1988 the wort force is expected to 

nuaber 31,200. In the past, ~t~lation pre~sures have been reliev~d bJ 

outaigration and resettlement. However this is no longer an option save 

perhaps in the northern Line Islands, two of which were recentlJ purchased by 

the Governaent to further their planned development. Agriculture provides 

employaent for soae 7 per cent; .. nufacturing 3 per cent: cons~ruction 15 per 

cent. Half of the existing eaployaent opportunities are in the public sector 

but soae I-Kiribati do aigrate to find wort overseas or else on ocean goin& 

vessels. 

8.3.2 Raw .. terials 

The atolls of liribati comprise coral sand and rock with little or no 

soil. Rainfall is very variable save in the northern islands resulting in 

limited agricultural development. Copra is the major source of cash income 

for 70 per cent of the rural population. Smallholders produce 89 per cent of 

the total crop, although their productivity varies considerably despite fairly 

stable prices. Major plantations are to be found in the northern Line 

Islands, Tabuaeran, Teraina and Kiritimati. There bas been some coconut 

replanting in recent years with UK aid. Coconuts offer some potential for 

processing (coconut oil, coir and related products). There are also some 

limited possibilities for the milling of coconut timber for the local market, 

although the land tenure system impedes systematic development. 

Marine resources within the 200 mile EEZ offer the best potential for 

development on both coaaercial and subsistence bases. The establishment of 

commercial fishing for skipjack tuna has contributed to a recent significant 

increase in exports of marine products, including crayfish, crabs, milkfish 

and mullet. Fisheries licences for foreign off-shore fleets are becoming an 

increasingly important source of foreign exchange. 
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While some saall deposits of phosphates reaain on Banaba, these ~re not 

econoaic foL rurther exploitation. Manganese nodules have been discovered on 

the seabed in the Line Islands but exploitation is unlikely in the short 

term. on liritiaati Island salt production by evaporation is shortly to 

cOllllllence. 

The econoay of liribati since 1979 has been aid dependent; in 1q84, for 

example. just over 50 per cent of total governaent revenues came f~o& external 

sources. In the illl98diate post-independence period, between 1979 and 1982, Ul 

aid amounted to Aus. S~! ~illion. Australia contributed Aus. $7 million 

between 1980 and 1983, an. in 1981 Japan gave Aus. $2 million and Rew Zealand 

Aus. $0.6 million. Overseas reaittances from migrant workers are another 

significant source of foreign exchange, normally totalling over Aus. 

$1 million per annum. 
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Appendix 8.A: Investing in Kiribati 

Industrial policJ 

The objectives of Kiribati's industrial policJ are: 

- to expand aanufacturing and industrial activitJ bJ local people; 

- to encourage fGreign investaent in aanufacturing industrJ which meets 
the criteria laid down for foreign rarticipation. 

Foreign investaent will be particularlJ sought for projects wbicb 

- create eaploJ119nt; 

- expand exports; 

- reduce dependence on imports; 

- require substantial investaent; 

- require foreign technological and management stills; 

- promote access to new export markets. 

The Governaent of Kiribati encourages local participation in joint ventures 

witb foreign investors. 

Remittances of funds 

Subject to fulfilling exchange control requirements, fcreign investors 

are entitled to repatriate profits and capital invested. They 11&J also remit 

amounts necessarJ to meet loan repayaents and service charges and the costs of 

other foreign obligations approved by the Government. 

Kiribati treats all investors alike: there can be no discrimination 

against an e~terprise or an investment on the grounds of its origin. 
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Appendix 8.A (continued) 

Incentives 

Applications for the fiscal and other investment incentives available in 

Kiribati are dealt with on a case-by-case basis, so that the benefits offered 

can be adapted to the circumstances of the enterprise. 

Pioneer status: firms qualifying for pioneer status are entitled to a 

five-year income tax holiday, including income distributions to shareholders 

and/or proprietors. 

Prctected status: an industry may be given protection from competition 

during the "infant industry" stage, if this is considered to be in the public 

interest. 

Low rates of taxation: public and private companies pay a low 25 per 

cent on their profits, and there are no capital gains or sales taxes. 

Import duties: concessionary rates of duty may b~ given in appropriate 

circumstances. 

Development finance: help with financing new industrial ventures can be 

given in certain circumstances; it may take the form of equity participation 

by the Government. 

Other benefits: Kiribati offers generous depteciation allowances on 

capital assets. Interest payable on foreign loans may be remitted 75 per cent 

free of withholding tax; there is no withholding tax on dividends paid to 

overseas shareholders. 

Sites and services 

The Government can assist in locating suitable sites for industrial 

processing activities and in drawing up leases. Plans exist for an industrial 

estate to be set up in the near future. 
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Appendix 8.A (c~~linued) 

Labour resources 

Recruiting local staff: there is a Governaent employment service which 

can offer advice on the availability of stilled, seai-stilled and unskilled 

labour. 

~loyaent of foreign labour: expatriates aay be employed for posts for 

which n~ suitably qualified nationals are available. 

Institutional arrangements 

The Ministry of Industry, Trade and Labour is responsible for the 

industrial dev~lopment of the country and all enquiries and applications 

should, in the first instance, be addressed to the Ministry. 

Source: UNIDO, Basic Information for Participants in the Investors' Forum for 
the South Pacific Region, November 1984. 
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a/ 
Appendix 8.8: Industrial investment project propas~ls,- 1984 

Project Nuaber Project Title 

001/V/84-06 Coconut oil and soap 

002/V/84-06 Exercise boots production 

003/V/84-06 Sheet metal fabrication 

!I This list includes industrial projects in liribati for which foreign 
co-operation, such as joint venture or other partnerships, acquisition of 
technolo,y, management expertise and marketing assistance, is sought. 
Enterprises interested in the possibility of participating in any of these 
projects can obtain more detailed infotmation, including the name and 
address of the sponsor, from UNIDO Investment Promotion Service. This 
information usually takes the form of a standard industrial investment 
project questionnaire. Copies of studies, when these are available, may 
then be obtained from the project sponsor. UNIDO does not accept 
responsibility for accuracy or completeness. 



Appendix 8.C: The technical co-operation projects of UlllDO 

Backstopping 
Responsibility 
(Spec . Act. Code> 

IO/INFR (31.3.L} 

IO/CHEil (32.1.C} 

IO/CHEii (32.1.C} 

l.IltIBATI 

1. The coapleted projects 

Prc:ect Nuaber 

DP/l.IR/80/004 

SI/UR/79/801 

2. The ongoing projects 

DP/UR/80/002"" 

Project __ T~it_l_e ______ ~ 

Coir industry feasibility 
study 

Assistance in salt 
production 

Solar salt pilot plant 

"" Large-scale project (a total allotment $150,0~~ or above). 
** Total allotment $1 million or above. 
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THE FEDERATED STATES OF MICRONESIA 
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9 . DfE FEDERATED STATES OF llICRONESIA 

Adjoining the South Pacific area, and with a total population of 91,240 

(1985) which lives scattered over hundreds of isl•nds, the Federated States of 

Micronesia {FSM) exhibit aany of the devel~pment probleas of aicro States . 

...-- -------~-~ - ------
./ The Federated States of llicronesia are Kosrae, Pobnpei, Trut a~ 

- - __./ 

These States seea to have chosen a status described as "autonomous in free 

association with the United States". Half of the total population lives in 

Trut. GDP of FSll was US$ 106.5 ~illion in 1983, with a subsistence component 

of 40 per cent. Exports in the same year a110unted to USS 3.59 aillion and 

were dwarfed by iaports worth USS 58.53 aillion. 

An overview of economic activity in the monetized sector is given in 

Table 9.1. It shows that trade was the aost important activity in terms of 

employment and number of establi3hments. The share of manufacturing is very 

modest, with less than 4 per cent of the surveyed enterprises and less than 

6 per cent of total employme1at. The greater part of activities in the 

monetized sector is located in the State of Pobnpei, and 20 out of a total of 

24 manufacturing establishments are located in Pohnpei as well. So far, 

little development of national resources bas taken place outside the 

subsistence sector. Mineral resources on the islands are not considered 

significant (except for the building materials industry) but seabed mineral 

resources have not been explored yet. 

As a prelude to effective industrial development of the FSll, the 

Governments have for the past several years engaged in certain small-scale 

induserial activities. These programmes were primarily experimental and are 

characterized by their smallness in scale of operation, geared in most cases 

toward meeting the needs of the coanunity in which they operate. Employment 

creation bas been limited, in part due to the choice of technologies 

employed. Where func•ioning, production bas been unstable; on the other hand, 

the local market has been surprisingly limited. Costs of imported raw 

materials are high and efforts at obtaining local substitutes for these raw 

materials have been slow in yiel~ing results. Table 9.2 gives an overview of 

manufacturing operations sponsored by the Government, reflecting the country's 

development efforts up to 1984. 



Table 9.1. Distribution of business establishments and employment,!/ 1983 

auala••• IEH bull I.tit f2UuJ. I2Ul 
Cate1or1 l1tablhb- l•tablhb- l1tablltb- l1tabll1b- l•tablhb-

MD ti lllplOJHI MD ti lllplOJaH MD ti laplOJHI Mntl laplOJHI •aDtl lllplorau 

l'oult.rr - - - - 2 3 - - 2 3 

llaaufac tur ill1 - - 3 6 l 2 20 131 2• 139 

C0Htr111:tio11 2 2l 3 10 - - 2 n 1 126 

wi.olanla trade 13 413 s 52 2 22 23 311 u 139 

ht.ail trade 193 312 .. Ul 29 n lU 3U 02 931 
N 

la1taura11t• ~ botal1 13 61 2 11 - - 11 121 33 20') 0 
"-' 

Tt'aa1portatloa, 1tora1•, 
c-aicatloa1 1 13 2 36 1 35 15 30 19 lU 

Plaa11ca ~ l11aura11ca, ate. - - - - - - 19 5• 19 H 

lapalr1 to 110tor Yablcla• l l 4 u • 12 15 u ,. 69 

Total 11...ai.r la 1urva1 223 1,011 65 331 39 125 306 1,10• 633 2 ,SH 

latl .. tad total allAbar 231 Da 11 aa 0 •• 326 DA .. , •• 

Source•: , .. Depart.at of laaourca1 aad Dava10.-.11t aad Stat• l111l11a11 l1t1bll1"9e11t1 lurvar, April 191•; Pob11pal ltat• Dlrectorr of 1u1l11111 
latabll1...,.11ta, April 1914. 

•' Tiie flaur•• l• tbl1 tabla cover on\J tlloaa eatabll1 .... 11t1 r••P~Ddl111 to tb• bu1lnaa1 a1tabll1111M11t1 1urvar1; 110 lnfonaatlo11 I• available 011 
..,10,..at lD otbar a1tabll111M11t1. lllplo,..Dt fl1ura1 er• 11ot dlrectlr comparabla, 1l11ca dlffare11t daflnltlo111 of "eapl~r••" ware u1ad . 
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Table 9.2. Government-sponsored industrial development progr&1m1es, 1984 

Location 

Trult 

Pohnpei 

Yap 

Kosrae 

National 
Go\·'t. & 
Pohnpei 

Project 

Small industry center 
Truk coconut processing plant 
Trult boatbuilding plant 
Breadfruit-flour processing 

PATS coconut processing clant 
Zori manufacturing plant-' 
Ice production plant~' 

Cottage industry development 
progranme 

Small industry centre~/ 
Wood processing facility~/ 

Laterite brick manufacturing 
plant~/ 

Approximate 
investmen~' 

$138,000 
$383,000 
$170,000 
$ 22,000 

$250,000 
$ 30,000 
$ 83,000 

$500,000 

Eaplormentl' 

6 
10 
na 
na 

na 
na 

4 

20 

Source: The Federated States of Micronesia, First National Development Plan, 
1985-89. 

~I To date or expected when operational. 
~I To be transferred to interested private entrepreneurs if proven successful. 
~I Propos~d progranmes, but may be operational before the implementation of 

the Plan. 

Responsibility for development lies primarily with the individual states 

which have formulated 5-year plans. The First National Development Plan of 

the Federation (1985-89) is in essence a series of separate plans. The 

National Plan also serves as a guideline for US aid, which is the major 

component in development finance. There is close co-operation with the US, 

the former UN Trustee for Micronesia, through the 1983 Compact of Free 

Association. 

An overview of planned development allocations for coanerce and industry 

in The Federated States of Micronesia may be found in Table 9.3. 
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Table 9.3. Planned development allocations for commerce and industry, 1985-89 

(in US$ '000) 

Pro&r~/Project 1915 1916 1'97 1911 1919 Total 

!!!ti!!!!I !!2n~1t 
DeY • ..tYi•oq ••rYlc•• zn 250 250 250 zn l,252 
l••i•••• loaa prosr .... 250 250 250 250 250 1,250 
Trade pr-ti- proer- 70 10 50 50 50 JOO 
Se•total 571 510 550 550 551 2,102 

'[y Stay 
Tec .. ical ••rYic•• ceater 200 170 100 5J 523 
re .. t•ilitJ •tadi•• project 100 100 100 JOO 
Cotta&• uc1 -lll•cli--

1cal• illda1trl•• 200 250 J50 J50 J47 l,•97 
Denla,_.t loaa f•IMI 260 255 250 765 
Buclicraft pro&r .... iO 25 21 JO JO lll 
S•lltotal 710 100 121 •JJ J77 J,211 

Ynk st1y 
.. 1iaa11 traiaiaa 17 20 23 26 30 116 
I .. ••trial pert deYelopmeat 100 100 •O 2•0 
Denlopmeat l~aa falld 1,000 1,200 1,200 1,200 1,200 5,100 
Balldlcraft/ot••r prCJSr-• 15 10 •5 J5 •O 1•5 
Wood prodwct i11Clt11tq JO JO 60 10 105 J05 
Coc1111at proc•••iaa 5 70 45 15 15 150 
C.r.-at factory project 15 10 50 15 55 215 
Food proc111taa 10 12 ),0 n 27 .. 
S••total 1,192 1,450 1,473 1,472 l,•72 7,059 

l:O![I! ~taS,a 
tasearc• • deYelopmeat f aad 20 20 20 20 20 100 
Small iadastri•• d•Y•lo,..,at 55 J5 J5 50 25 200 
Prod.ctloa deYelopmeat lou 

fHd 300 }~ 300 300 300 1,500 
•••total 375 355 355 370 145 1,100 

Po!1111l HIY 
Pl•• c•aaaq Cjoiat Yaotarel 3,500 3,500 
Anba•" hctoq 

(jolot notanl 250 250 
.. ri•• r•llwaJt••ip r•P1lr 

facilltJ Cjoiot Yaaturel 1,250 l,250 
Bis faldmlll 130 130 50 50 360 
Lamber tre1tmaat plaot 50 10 10 5 75 
S..11 loda1trl•• 250 250 250 250 250 1,250 
llldHtrlal pert 750 750 1,500 1,500 1,500 6,000 
laYOlYlDS ••odlcr•ft 

parcllalla1 fHd 10 10 
l•odlcraft proeotloa 

Mrtetla& 7 5 5 5 29 
P•cta1l•1 .. terl•l faad 3 3 
laodlcr1ft tral•l•&. still 

•Par•dl•& aod 1sta11lon ·~ 4~ 4~ }!! }!! _.ill... 
labtotal 1,315 2,412 5,4•0 1,145 1,140 12 ,922 

TOTAL 4,233 5,667 1,6•6 4,670 •,515 27,101 

Source: The Federated States of Microrwsia, first National Deve>lopnl'nt 
~!an, 1985-09. 



- 210 -

During the Plan period, the States and the National Government will pay 

special attention to technical assistance, training, export promotion and the 

development of the construction industry. Attempts will be made to attract 

foreign investors to take part in joint ventures. These are expected to 

iaprove domestic skill and know-how levels and management techniques, to 

increase the participation of nationals in industry and to establish overseas 

aartets for FSK products. Manufacturing sectors identified as being 

potentially attractive for foreign investors are agro-industries, wood, wood 

processing and furniture, fish and meat processing, building aaterials, 

textiles and leather and shipping. However, a aore coherent and predictable 

set of development policies will have to be formulated to attract outside 

investors. 
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10 

PACIFIC ISLAND MICRO STATES: 
COOK ISLANDS, NAURU, NIUE AND TUVALU 
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10. PACl~IC ISLAllD lllCRO STATES 

10.1 ECONOl!IC STRUCTURE AND RECENT ECONOKIC TRENDS 

Within the South Pacific region there are eight aicro States and 

territories, defined as having a population of less than 25,000 and a surface 

land area of less than 500 sq. ta. These are: 

Cook Islands, pop. 17,900, area 234 sq. ta 

Nauru, pop. 7,254, area 213 sq. km 

Niue, pop. 3,288, area 258 sq. ta 

Norfolk Island, pop. 1,900, area 36 sq. ta 

Tokelau, pop. 1,565, area 10 sq. ta 

Tuvalu, pop. 7,349, area 26 sq. km 

Pitcairn Islands, pop. 64, area 4.5 sq. km 

Wallis and Futuna, pop. 10,200, area 255 sq. km 

Two of these micro States are fully independent, Nauru and Tuvalu; three, the 

Cook Islands, Niue and Tokelau, are internally self-governing with differing 

kinds of association with New Zealand; and three, Norfolk Island, Pitcairn 

Islands and Wallis and Futuna, are colonies or dependencies. This section of 

the Review is concerned with the four independent and autonomous micro states 

which possess some degree of industrial activity. 

COOK ISLANDS 

The Cook Islands have a total population of 17,900 and cover over 

1,000,000 sq. km of ocean. There is a steady decline in population through 

migration to New Zealand. 

The economy is a highly dependent one, heavily biased towards the service 

sector, especially public administration and social services. These are 

largely financed by aid. Agriculture is the most productive sector, employing 

over 20 per cent of the work force and producing (under high levels of subsidy 

and support) food for local consumption as well as copra, citrus, pineapples, 

bananas, and other fresh fruit for export. Shifting cultivation is still 

c011110n and the expansion of more intensive cultivation is limited by lack of 

labour, lack of effective internal transport, low rates of return, 
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underutilization of the land through multiple land ownership and absentee 

landlords. 

A high proportion of exports are processed or manufactured prior to 

shipment. e.g. citrus and pineapples. However, a recent decline in 

agricultural production. especially in export crops. neglect of subsistence 

crops, and the elevated status of •western' foodstuffs have increased the 

propensity to import. Manufacturing and processing activities employ 7 per 

cent of the wort force, mainly in clothing and citrus processing. Other 

industrial activities include bread and soft-drink manufacture. sheet metal 

forming, fibre-glass production, aluminium joinery, sawmilling, milt 

reconstitution, ballet shoes, sausage-case mating, spirit blending, and 

electronics, as well as handicrafts, joinery, quarrying and building materials 

and construction. Expansi~n possibilities exist in fruit processing (guava. 

pavpaw) and the production of purees and nectars. but in general industrial 

projects have limited potenti~l through the lact of raw material, the 

restricted size of the domestic market, import restrictions in foreign 

markets, the remoteness of the islands, manpower and skill shortages. and the 

lack of local investment capital. Thus far, fishing in the Cook Islands takes 

the form of traditional in-shore semi-subsistence activities confined to the 

lagoons of the northern isles and the reefs of the southern group. In-shore 

fisheries offer substantial import substitution possibilities with the 12-mile 

zone now exclusively reserved for local boats. Licensing of connercial 

fishing in the 200-mile EEZ is under way. 

The First Plan, 1982-85, aimed to curb migration, develop resources of 

the outer islands, raise prosperity, and promote greater econom~c independence 

and self-help. The Plan sought to increase income earning opportu3ities 

through the encouragement of private sector investment and the improvement of 

basic support services. Joint ventures were to be encouraged and trade links 

with French Polynesia and American Samoa strengthened. 

NAURU 

Nauru, like Banaba and Kakatea, is a phosphatic rock island. It will 

follow Banaba in exhausting its phosphate reserves before the end of this 

century. Phosphate mining is the predominant economic activity and determines 

II I 
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land use. Agricultural production is liailed to saall-scale growing of food 

crops for doaestic consuaplion on the coastal periphery, the aajorilJ of top 

soil having been lost through open cast aining. out of a total population of 

7,354 in 1977, only 57 per cent were •auruan in origin, with a further 26 per 

cent from other Pacific islands. The nuabers of non-peraanent residents on 

Nauru vary according lo the labour requirements of the Governaenl and the 

aining coapany. Delland for aore highly stilled staff bas increased with 

econoaic development but the proporLion of non-Nauruans declines as local 

people qualify to participate aore fully in econoaic activities. 

The depletion of phosphate reserves bas led the Governaent lo pursue a 

policy of investaent in services and overseas activities plus local investaent 

projects designed to provide incoae and eaplo,.ent opportunities for the 

period after aining P-nds circa 1992. Thus far a high incoae froa phosphate 

royalties, lack of taxes and provision of many free services bJ Government 

have maintained an average standard of living which is higher than any of the 

other Pacific islands. There is soae fishing on Nauru bi>tb for local 

consuaption and for sport and in 1980 a purse seining operation began to 

export small quantities of tuna. Comaercial activities on Nauru focus aainly 

on combined import/retail operations, and on catering/entertainaent. There 

are no industrial enterprises. Since the change of ownership of the phosphate 

mine in 1970, however, there bas been an increase in investment in additional 

processing facilities prior to the export of phosphates - for benefication and 

for removal of carbon and cadmiwa. 

Niue is an isolated, upthrust coral atoll with rugged and rocky terrain, 

little surface water and limited resources. In 1980 Niue bad a population of 

3,288. The size of population declined to 2,556 in Karch 1986. GDP was 

estimated at NZ$ 6,651,000 in 1983/84. Some 30-40 per cent of the limited 

land area is unsuitable for cultivation. On the remainder, particularly on 

the pockets of rich soil, passionfruit, limes and taro are grown as cash 

crops; there is also some shifting cultivation. Large-scale cropping is 

hampered by the land tenure system with its absentee smallholders, aultiple 

ownership of land and fragmentation of land titles. 
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Niue's econoaJ exhibits a low degree of self-reliance with a wide gap 

between doaestic production and demand for goods and services. The resulting 

trade deficit a.kes for dependence on aid. There is significant agricultural 

development potential, but agriculture is vulnerable to cJclones. While aost 

Riueans are active in subsistence cultivation, few people derive their total 

inca11e froa agriculture. Poor returns under difficult conditions aake full 

tiae cultivation unattractive. 

Niue bas significant forest resources, SOl9e 5,500 ha. of aercbantable 

tiaber, but the countrJ is not able to produce the high volumes and consistent 

qualities required for export. Niue's fisberJ resources are substantial, but 

handling facilities and local fishing capacitJ are limited and require further 

investllent in order to be able to exploit the 200-aile EEZ. Livestock is an 

iaportant part of subsistence production, but economic de•elopaent of this 

subsector is hindered by the high cost of imported animal feed. 

Niue does po~sess some Slll&ll manufacturing operations; these include 

agro-based activities such as pulping passionfruit, processing lime oil, 

packaging and marketing honeJ, garments, leather-ware, vehicle repair, fruit 

preservation, bakeries and joineries, as well as bandicrafta which include 

wood carving, tapa-making, woven wares from pandanus and coconut palm leaf. 

There are 731 persons eaployed in different economic activities, o~t of 

which onlJ 31 (4.2 per cent) are in the aan~fucturing sector (see Table 10.1). 

Table 10.1. El!plo1ed persons by sector and kind of economic activity, 198~ 

lind of economic activity 

Agricultur' 
Quarrying 
Manufacturing 
Electricity 
Construction & maintenance 
Trade, restaurants & hotels 
Transport and c011Dunication 
Fina~ce, business services 
C0111unity, social & personal services 
Total 

Public 
&6ctor 

92 
15 
12 
25 
65 
13 
54 

337 
613 

Priv•te 
sector 

19 

4 
85 

1 
1 
9 

118 

Source; Quarterly Abstract of Statistics, December 1985. 

Total 

92 
15 
31 
25 
69 
98 
55 

346 
731 
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Niue has a policy of iaport substitution, if aanpower and land resources 

perait. The relatively skilled work force is a significant asset but the 

extreae fragility of a very saall economy and diseconomies of scale are major 

disadvantages. Given the existing levels of development of social services 

and government eaplo:J1Dent (86 per cent of total) there is a aajor difficulty 

with initiatives to revert tc the traditional agricultural economic base. The 

Government faces further difficulties in financing the existing government 

structure and activities, since the financial and manpower resources required 

do not relate to population size. The First Development Plan, 

1980/81-1984/85, sought to increase self-reliance and the Government's ability 

to aeet a substantial share of the cost of maintaining existing budget 

levels. It is accepted that the complete removal of economic dependence is 

not attainable, but greater utilization of indigenous resources is expected to 

raise the degree of self-reliance. The aajor thrust towards developing 

additional employment opportunities has been to encourage private sector 

investaent in agriculture, in agro-industries, and in light manufacturing. 

Passionfruit products 
Lime products 
Honey products 
Coconut cr&aa 
Handicrafts 
Football 

Table 10.2. Value of exports, 1982-85 
(NZ $) 

1982 1983 

70,552 24,747 
10,392 12,384 
1~.769 7,378 

269,125 433,544 
44,013 21,356 

124,943 114,925 

1984 

45,376 
33,629 
16,463 
20,748 
23,482 
61,387 

Source: Quarterly Abstract of Statistics, December 1985 and March 1986. 

1985 

14,142 
18,895 
19,567 

22,544 
22,559 

It is imperative that the manufacturing sector is developed on a priority 

basis. The White Paper on Manufacturing Industry (draft subject to approval) 

broad policies for industrial development have been spelled out. The White 

Paper also outlines promising product areas in the sphere of industrializa

tion: honey production and packaging; wax candle~; furniture making; fish 

canning industry; fishmeal; animal and poultry feed; handicrafts, conal and 

semi-precious jewellery; printing of stationery and posters; garment making; 

batik and other cloth printing; met41 working and engineering; herbal 
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extracts; fruit skin preserves; coir and coir ma.ts. coconut oil and soap; 

coconut shell charcoal; and canning and processing of lobster coconut crab. 

TUVALU 

All nine islands which mate up Tuvalu are low-lying atolls with little or 

no soil. no surface water and no forest vegetation. Total population amounts 

to 7.349 within a total land area oi 26 sq. ta. giving the second highest 

popuJation density in the region. Funafuti. the seat of g~vernment and centre 

of c0111Derce attracts a disproportionate share of the population with its 

better employment prospects. higher incomes per head (almost five times higher 

th•n the outer isla~ds) and urban services. 

The economy is predominantly subsistence oriented. In 1979. 79 per cent 

of the economically active population were outside the cash economy; since 

separation and independence. however. there has been increased participation. 

mainly through public sector employment. 10 per cent of GDP comes from 

agriculture. which remains largely subsistence oriented. The harsh 

environment. fragmented land ownership of land holdings and difficulties in 

conaunications and transport. combine to constrain severely agricultural 

development potential. Consequently. marine resources are likely to present 

the major opportunities for colllllercial exploitation in the future. The 

presence nearby of manganese nodules on the seabed prompted the extension of 

territorial waters to create a 200-mile EEZ, which covers 800,000 sq. tm. 

Traditionally. fishing has been limited to inshore and reef fishing. Planned 

developments include tuna fishing for export, the licensing of foreign fishing 

in territorial waters, and the improvement of subsistence fishing. There are 

no manufacturing activities in Tuvalu, although there are a number of small 

family enterprises which 9roduce garments, printing, and process of coconut 

timber. 

Tuvalu's large visible trade deficit jq compensated for to some extent by 

invisibles and remittances from overseas. 7he economy remains aid dependent. 

Recent development plans have sought to ir ~rove standards of living, preserve 

Tuvaluan culture, and control the growth of government expenditure to levels 

sustainable through self-reliance. Major constraints on development include 

lack of essential infrastructure and services, notably electricity, piped 

water and sewerage. The country also lacks a deep-water wharf and building 
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si~es. The Governaent•s strateg to achieve greater progress towards 

self-sufficiency in food through t11~ introduction of new crops and the 

expansion of siaple. saall-scale industries to create e.plo,.ent within the 

faaily context and provide inputs and support products for fisheries and 

agriculture. 

10.2 INDUSTRIAL GROVIH PROSPECTS IR KICRO STATES 

The resource endo...aent of aicro States is extre.ely narrow and 

vulnerable. High population densities and growth rates in relation to their 

resource endowment aake it difficult to aaintain existing standards of 

living. Kost aicro States suffer from extre11e isolation and have an econoaic 

structure which is skewed towards one particular resource; consequently. thef 

are vulnerable to external pressures and sudden economic changes as well as to 

the vagaries of tropical weather and particularly cyclones. Their 

predo~inantly subsistence economies lack the revenue raising abilities to 

maintain unaided minimum levels of government and administration as well as 

the urban and social services demanded by their populations. Their own 

planning and implementation capabilities are inadequate to the task of 

mobilizing their development potential, limited though this is. Technical and 

production skills are generally lacking even to maintain essential services; 

this is largely because of emigration to the nearest or most influential 

regional centre of economic activity in search of employment or improved terms 

of employment. 

Micro States tend to remain dependent on major regional powers for 

financial resources and technical expertise to carry out their development 

prograames. Furthermore recurrent expenditures are often supported by 

bilateral assistance, and policy-mating and implementation are inevitably 

heavily circumscribed. In terms of industrial development, the very limited 

domestic market opportunities can support only very small-scale, low 

technology activities using local raw materials. Such small economies possess 

few comparative advantages vis-a-vis the larger, external or regional markets 

with which they are inextricably linked. Inevitably th• public sector tends 

to dominate, not only in essential services, but also in trading and 

distribution; consequently the public sector tends to assume roles and 

responsibilities which it is not always ttell-equipped to fulfill. There is 

' .. 
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very little in the way of private sector initiative or enterprise with access 

to sufficient resources to balance the public sector. Industrial enterprise 

in the aicro states faces an overvbelaingly hostile environaent unless special 

circuastances create special .. rtet opportunities, and special assistance is 

available to facilitate the supply of inputs. 
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