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Monetary Policy and Development in Fiji 
Robert Zentler, Research Director, 

Reserve Bank of Fiji 

F i j i  has  a r e l a t i v e l y  developed 
f i n a n c i a l  system, compared t o  o t h e r  
c o u n t r i e s  of s imilar  s i z e  and l e v e l  
of economic development. The r e l a t i v e  
s o p h i s t i c a t i o n  of t h e  f i n a n c i a l  
system can  be judged from t h e  
d i v e r s i t y  i n  t h e  types  of f i n a n c i a l  
i n s t i t u t i o n s  o p e r a t i n g  i n  t h e  count ry  
and t h e  volume of f i n a n c i a l  assets 
compared t o  l o c a l  economic a c t i v i t y .  

Instruments of monetary policy 

The Reserve Bank of F i j i  was 
e s t a b l i s h e d  i n  1984 a f t e r  i t s  
predecessor ,  t h e  C e n t r a l  Monetary 
Author i ty ,  had been i n  o p e r a t i o n  f o r  
approximately 10 yea r s .  

The main i n s t r u m e n t s  used f o r  
c o n t r o l l i n g  t h e  monetary a g g r e g a t e s  
are: 
1. S t a t u t o r y  Reserve Depos i t s  he ld  by 

t h e  commercial banks w i t h  t h e  
monetary a u t h o r i t i e s  ( c u r r e n t l y  a t  
6 per  c e n t  of a l l  d e p o s i t s ) .  

2 .  Unimpaired Liquid Assets R a t i o  
requirement  ( i n  t h e  form of p u b l i c  
s e c t o r  s e c u r i t i e s )  in tended  n o t  
o n l y  a s  an a l l o c a t i v e  and pruden- 
t i a l  ins t rument ,  bu t  a l s o  t o  have 
t h e  e f f e c t  of d e c r e a s i n g  t h e  
p r o b a b i l i t y  t h a t  a credi t -squeezed 
p u b l i c  s e c t o r  would r e s o r t  t o  

borrowing from t h e  Reserve Bank. 

3 .  Contro l  of short- term c a p i t a l  
import  by i n d i v i d u a l s  and commer- 
c i a l  banks a l i k e .  

4. Operat ions i n  t h e  pr imary and 
secondary s e c u r i t i e s  market ,  n o t  
o n l y  as government a g e n t ,  bu t  a l s o  
i n  o r d e r  t o  promote monetary 
p o l i c y  t a r g e t s .  

5. F ix ing  of t h e  i n t e r e s t  ra te  s t r u c -  
t u r e  on t h e  o v e r d r a f t  f a c i l i t y  
t h a t  t h e  banks have w i t h  t h e  
Reserve Bank. 

6. A r e c e n t l y  i n t r o d u c e d ,  short-term 
instrument  of ‘ spec ia l  depos i t s ’  
by commercial banks w i t h  t h e  
Reserve Bank d u r i n g  p e r i o d s  of 
s e a s o n a l ,  o r  short- term,  e x c e s s i v e  
increase i n  l i q u i d i t y .  

7 .  Direct l e n d i n g ,  and a c c e p t i n g  
d e p o s i t s ,  from a few main p u b l i c  
s e c t o r  e n t i t i e s .  

(See t h e  changes i n  t h e  uses  of 
t h e s e  i n s t r u m e n t s  i n  1985 d e s c r i b e d  
i n  t h e  f i r s t  i s s u e  of t h i s  B u l l e t i n  
and more r e c e n t  changes o u t l i n e d  i n  
t h e  i n t r o d u c t o r y  a r t i c l e  i n  t h i s  
i s s u e  .) 
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The financial sector and degree of 
monetization 

The commercial banking system i s  
composed of f i v e  banks,  w i t h  a ne t -  
work of f o r t y - f i v e  branches,  approx- 
i m a t e l y  f i f t y  banking agencies  l o c a t -  
ed w i t h i n  t h e  premises of o t h e r  
b u s i n e s s e s  and approximately 290 
o t h e r  agencies .  Four of t h e s e  banks 
are branches of A u s t r a l i a n ,  New 
Zealand and I n d i a n  banks w i t h  wide 
i n t e r n a t i o n a l  presences  and connec- 
t i o n s ,  and t h e  f i f t h  i s  wholly owned 
by t h e  F i j i  Government. A s i x t h  bank 
( w i t h  s t r o n g  i n t e r n a t i o n a l  l i n k a g e s )  
i s  now i n  t h e  process  of 
est ab 1 i s  hment . 

The dominant o r g a n i z a t i o n  com- 
p r i s i n g  t h e  non-banking f i n a n c i a l  
i n s t i t u t i o n s  i s  t h e  F i j i  Nat iona l  
Provident  Fund, which accumulates t h e  
long-term s a v i n g s  of about  80,000 
employees. The o t h e r  main organiza-  
t i o n s  i n  t h i s  group are t h e  F i j i  
Development Bank, Housing Author i ty  
and Home Finance Company which 
s p e c i a l i z e  i n  long-term f i n a n c e  f o r  
investment  i n  housing,  a g r i c u l t u r e  
and manufactur ing.  The f i f t h  organ- 
i z a t i o n  i s  t h e  t i n y  Unit T r u s t  of 
F i j i .  Four insurance  companies and a 
number of sma l l  s e c t o r a l  c r e d i t  
unions c l o s e  t h e  l i s t  of e x i s t i n g  
f i n a n c i a l  i n s t i t u t i o n s  doing bus iness  
wi th  t h e  p u b l i c .  Recent ly  a new type  
of i n s t i t u t i o n ,  a merchant bank, 
opened an o f f i c e  i n  F i j i  and i t  i s  
expected t h a t  i t  w i l l  i n c r e a s e  t h e  
d i v e r s i t y  of investment  f i n a n c e  
sources  and ins t ruments  a v a i l a b l e  i n  
t h e  country.  

The t o t a l  v a l u e  of f i n a n c i a l  
i n t e r m e d i a t i o n  through t h e  f i n a n c i a l  
i n s t i t u t i o n s  (exc luding  t h e  Reserve 
Bank) a t  t h e  end of 1985 w a s  F$1550 
m i l l i o n ,  approximately t h e  same a s  
t h e  e s t i m a t e d  g r o s s  domest ic  product 
f o r  t h a t  y e a r  ( s e e  Table 1 ) .  

Besides  t h e  f i n a n c i a l  i n s t i t u t i o n s  
s e c t o r ,  t h e r e  i s  a cont inuing  a t t e m p t  
t o  develop a s e c u r i t y  market.  A t  

p r e s e n t ,  t h a t  market i s  very  s m a l l  i n  
terms of funds r a i s e d ,  number of 
p a r t i c i p a n t s ,  and i n  i t s  c o n t r i b u t i o n  
t o  i n c r e a s e d  s a v i n g s  and e f f i c i e n c y  
of c a p i t a l  a l l o c a t i o n .  

T a b l e  1 T o t a l  l i a b i l i t i e s  of  f i n a n c i a l  
i n s t i t u t i o n s , F i j i ,  December 1985 

R e s e r v e  B a n k  of F i j i  220 
C o m m e r c i a l  b a n k s  5 9 0  
N o n - b a n k i n g  f i n a n c i a l  

i n s t i t u t i o n s  640 
C r e d i t  U n i o n s  5 

M e r c h a n t  b a n k  a 
I n s u r a n c e  c o m p a n i e s  9 5  

T o t a l  1550 

a B e g a n  o p e r a t i o n s  o n l y  i n  S e p t e m b e r  1986. 
b  B e t w e e n  5 a n d  1 5 0 ,  d e p e n d i n g  on d e f i n i t i o n  of 

i n d e p e n d e n t ,  s e p a r a t e  o r g a n i z a t i o n  b e i n g  u s e d .  

Looking t o  t h e  longer  term, i t  
seems t h a t  t h e  process  of monetiza- 
t i o n  of economic a c t i v i t y  i n  F i j i  has  
reached a c e r t a i n  degree of s a t u r a -  
t i o n  ( a t  l e a s t  a t  t h e  p r e s e n t  
s t r u c t u r e  of s o c i a l  and economic 
a c t i v i t y )  and t h e  accumulat ion of 
f i n a n c i a l  weal th  a t  a h i g h e r  degree  
of s o p h i s t i c a t i o n  i s  t a k i n g  p l a c e .  
The r a t i o s  between d i f f e r e n t  
aggrega tes  of 'money' and economic 
a c t i v i t y ,  measured by t h e  g r o s s  
domestic product ,  have been remark- 
a b l y  s t a b l e .  Only t h e  all-embracing 
M3 ( i n c l u d i n g  l i q u i d  components l i k e  
cu r rency ,  checking accounts  and 
demand d e p o s i t s  i n  t h e  form of 
s av ings  d e p o s i t s ,  t o g e t h e r  w i t h  t h e  
less l i q u i d  and sometimes long-term 
time d e p o s i t s )  i s  showing a tendency 
t o  grow f a s t e r  t h a n  g r o s s  domest ic  
product .  

Scope for monetary policy in a 
Fijian-type economy 

Monetary p o l i c y  s t r i v e s  t o  create 
t h e  c o n d i t i o n s  f o r  f u l l  u t i l i z a t i o n  
of t h e  product ive  c a p a b i l i t i e s  of t h e  
economy, whi le  main ta in ing  p r i c e  
s t a b i l i t y  and a manageable balance of 
payments p o s i t i o n .  It  t r ies  t o  manage 
t h e  r e l e v a n t  monetary aggrega tes  so  
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t h a t  t h e  consumption and investment  
s e c t o r s  w i l l  have enough l i q u i d i t y  t o  
gene ra t e  t h e  amount of demand t h e  
economy can s u s t a i n ,  and so t h a t  t h e  
product ive  s e c t o r s  have enough 
l i q u i d i t y  t o  be a b l e  t o  make maximum 
use of t h e i r  p roduct ion  c a p a b i l i t i e s .  
However, monetary p o l i c y  has t o  guide 
t h e  economy towards a balanced 
s i t u a t i o n ;  too  much l i q u i d i t y  may be 
as harmful a s  too  l i t t l e .  I n  t h e  case  
of r e l a t i v e l y  c losed  economies ( f o r  
t h i s  purpose de f ined  a s  b i g  and 
d i v e r s i f i e d  economies wi th  a r e s u l t -  
i ng  low import con ten t  i n  consumption 
and investment  demand) t h e  ‘pendulum’ 
moves mainly between unemployment of 
labour  and c a p i t a l  (when a too  
r e s t r i c t i v e  monetary p o l i c y  p r e v a i l s )  
and i n f l a t i o n  (when excess ive  mone- 
t a r y  growth p r e v a i l s ) .  I n  t h e  case  of 
r e l a t i v e l y  open economies l i k e  F i j i  
(wi th  an import r a t i o  of approx- 
i m a t e l y  50 p e r  cen t  between impor ts  
and GDP) , t h e  pendulum moves between 
unemployment, a s  i n  t h e  r e l a t i v e l y  
c losed  economies, and a combination 
of i n f l a t i o n ,  l o s s  of f o r e i g n  
r e s e r v e s  and growth of e x t e r n a l  deb t ;  
t h e  more open t h e  economy, t h e  more 
w i l l  an expans ion i s t  monetary po l i cy  
r e s u l t  i n  t h e  d e p l e t i o n  of f o r e i g n  
r e s e r v e s  and growing e x t e r n a l  
indebtedness .  

The e f f e c t i v e n e s s  of monetary 
p o l i c y  guid ing  t h e  economy depends on 
a few s t r u c t u r a l  c h a r a c t e r i s t i c s  and 
suppor t ive  p o l i c y  a c t i o n s .  One of t h e  
most impor tan t  s t r u c t u r a l  cha rac t e r -  
i s t ics  i s  t h e  ‘ t ransmiss ion  mech- 
anism’. This  is  t h e  cha in  of even t s  
t h a t  i s  t r i g g e r e d  by t h e  change i n  
monetary p o l i c y ,  through t h e  
d i f f e r e n t  s e c t o r s  of t h e  economy and 
u l t i m a t e l y  r e s u l t i n g  i n  a change i n  
aggrega te  demand i n  t h e  d e s i r e d  
d i r e c t i o n .  The b igger  t h e  number of 
s e c t o r s  a f f e c t e d  and t h e  s t r o n g e r  t h e  
impact ,  t h e  more e f f e c t i v e  monetary 
p o l i c y  i s .  I n  F i j i  t h e r e  a r e  a few 
f a c t o r s  t h a t  tend t o  l i m i t  t h e  
e f f e c t i v e n e s s  of monetary po l i cy .  Two 
of t h e s e  a r e :  

1 .  The e x i s t e n c e  of a s u b s t a n t i a l  
p a r t  of t h e  economy ( t h e  suga r  and 
tour i sm s e c t o r s )  whose a c t i v i t y  - 
demand f o r  i t s  f i n a l  product  and 
t h e  a v a i l a b i l i t y  of working 
c a p i t a l  - is  on ly  s l i g h t l y  a f f e c t -  
ed by l o c a l  monetary developments.  

2 .  The e x i s t e n c e  of a r e l a t i v e l y  b i g  
non-bank f i n a n c i a l  s e c t o r  which i s  
a f f e c t e d  o n l y  i n  a minor way by 
monetary p o l i c y  but  which has  an 
impor tan t  r o l e ,  s i m i l a r  t o  t h a t  of 
t h e  commercial banks.  T o t a l  c r e d i t  
t o  p r i v a t e  bus iness ,  i n d i v i d u a l s  
and bus iness-or ien ted  s t a t u t o r y  
bodies  by t h e  non-banking f inan-  
c i a l  i n s t i t u t i o n s  is  almost a s  b ig  
a s  t h a t  g ran ted  by t h e  commercial 
banks and i t s  s h a r e  i n  f i n a n c i n g  
t h e  pub l i c  s e c t o r  i s  h ighe r  aga in .  
Indeed,  t h e  commercial bank c r e d i t  
i s  b i a sed ,  a t  l e a s t  p a r t l y ,  
towards short- term working c a p i t a l  
while  t h e  non-banking f i n a n c i a l  
i n s t i t u t i o n s  use  mainly long-term 
f inanc ing  in s t rumen t s .  However, 
t h e r e  i s  s t i l l  a h igh  degree of 
s u b s t i t u t i o n  between t h e  two. 

Monetary developments 

During t h e  l a s t  few y e a r s ,  most 
i n d i c a t o r s  of f i n a n c i a l  s t a b i l i t y  i n  
F i j i  showed a marked improvement, 
w i th  t h e  i n f l a t i o n  r a t e  and ba lance  
of payments l e a d i n g  t h e  way. These 
achievements were c e r t a i n l y  t h e  
r e s u l t  of t h e  o v e r a l l  economic 
pol icy .  Monetary p o l i c y  made a marked 
c o n t r i b u t i o n ,  c e r t a i n l y  i n  t h e  la t ter  
p a r t  of t h i s  p e r i o d ,  towards b r ing ing  

Table 2 Selected monetary and economic 
i n d i c a t o r s  

Per cent change, end o f  year over end of previous year __ 
1981 1982 1983 1984 1985 

~ 

Consumer price index  9.7 6 . 3  6.0 4 . h  2 . 9  
naney supply (M2) 12.6 5.0 10.0 1.5 3.6 
Money supply (M3) 6.3 8 . 5  1 2 . 2  10.4 2.6 
Domestic c r e d i t  20.7 19.4 1 4 . 3  8.2 7.1 
Net fore ign asbets  - 1 0 . 4 - 1 1 . 5  1.5 9.2 11 .1  
Real rare of  i n t e r e s t  on 

bank c r e d i t  ( X )  2 . 5  7.0 7.1 8.7 10.5 
C r e d i t  account balance 

( F S  m i l l i o n )  -115.0 -86.0 -64.0 -27.0 -8.0 
covernnent f inance  

o v e r a l l  balance - FS s i l l i o n  -60.0 -88.0 -66.0 -67.0 -60.0 - as 2 COP 1.7 7.9 5.8 5 . 3  4.5 
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down t h e  i n f l a t i o n  rate from 10 per  
cen t  i n  1981 t o  3 per  cen t  i n  1985, 
and approximate ly  1 per  c e n t  i n  1986, 
and t h e  c u r r e n t  account of ba lance  of 
payments t o  a lmost  f u l l  balance 
(Table  2 ) .  

During t h e  same pe r iod ,  g ross  
domest ic  product  grew by 2 p e r  c e n t  
annual ly .  While not  ' r e p r e s e n t i n g  an 
impress ive  r a t e  of economic growth, 
t h i s  f i g u r e  s t i l l  s u s t a i n s  t h e  claim 
t h a t  t h e  improved f i n a n c i a l  s t a b i l i t y  
had no t  been achieved  a t  t h e  expense 
of a marked f a l l  i n  t h e  degree of 

u t i l i z a t i o n  of t h e  product ion  
c a p a b i l i t y  of t h e  economy. But i f  2 
per  cen t  average  annual  growth i s  
regarded as not  s a t i s f a c t o r y  f o r  a 
count ry  l i k e  F i j i ,  r ecour se  w i l l  have 
t o  be made t o  o v e r a l l  economic p o l i c y  
and p r i o r i t i e s  ( s e e  comments on 
F i j i ' s  development p l an  i n  t h e  
i n t r o d u c t o r y  a r t i c l e  i n  t h i s  i s s u e ) .  
Within a d i f f e r e n t  o v e r a l l  economic 
p o l i c y  which i s  more growth-oriented,  
monetary p o l i c y  may be accommodating 
and may avoid developments l i k e  t h e  
marked i n c r e a s e  i n  t h e  r e a l  rates of 
i n t e r e s t .  
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