48

5. External sector and natural disasters

Fijian exports have historically been dominated by sugar but, more recently, there has
been a sharp increase in exports of garments, canned fish, timber and other non-
traditional products, Reflecting this, garments accounted for 22%, fisheries for 8%
and clothing for 6% of domestic merchandise exports in 19914, Sugar’s share in
exports stood at 39% over the same period compared with 3% in 1981-4. Other
major exports include gold, molasses ana, in the past, copra. The tourism industry is
another important source of foreign-exchange carnings and has consistently been the
courtry’s single largest source of such earings since 1989 Imports cover a wide
range of items including machinery, manufactured goods, food and muneral fuels.

In a small economy such as Fiji’s, performance of the external sector is fundumental
to the economy’s health. Stability of the export sector has therefore been continually
viewed as crucial, both in the shorter term and as a necessary pre~-condition for long-
term economic growth. Meanwhile, imported goods and services form & substantial
part of total consumption, implymng that Fiji could face serious domestic shortages if
it were unable to finance its import requirements,

In theory, major disaster shocks world be expected to create balance-of-payments
difficulties 1o the extent that they result in a reduction in availability of poods for
export and an increase 1n imports to meel domestic fond deficits and repair damages
Depending on levels of foreipn-exchange reserves, this could imply an increase in a
country’s external debt stock, with implications for future levels of debt servicing
and, ultimately, economic growth. It conld also exert pressore on the exchange rate
and, thus, a country’s inlernational competitiveness, again with serions consequences.
However, 10 the extent that natural disasters have a domestie recessionary effect,
demand for non-essential imports could decline, alleviating some pressure.

In practice, Fiji normally has a deficit on its trade account which is at least partly met
by tovrsm earnings and external assistance. Theretore trade deficils in themselves are
not unusual Furthermore, the impact of any fluctuation in the volume of imports and
exports is partly dependent on mavements in the terms of trade, for which Fiji is a
price taker. Any atlempt to isolate the impact of exogenous shocks is also complicated
by the effects of “bulky™ imports and exports and capital transfers in some years —
for example, the import or export of arrcraft or the drawdown aor repayment of
sizeable external loans.

These caveats notwithslanding, natural disasters appear to have had little net tmpact
on Fiji's balance of pnyments and, thus, on exiernal borrowing or the exchange rate.
Inflows of reinsurance payments have played an important part in minimising any
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adverse impacts (see Chapter 10) whilst the impact of disasters on tourism earnings
has been modest {see Chapter 6). Sugar stocks have also been used 10 buffer any
potential balance-of-payments impacts as well as to ensure the maintenance of supply
to major export markets (Table S 1). In fact, Fiju has attached great importance to the
honouring of existing suga: contracts. In the wake of the 1983 disasters, for example,
some F$8m worth of refined white sugar was imported for domestic consuniplion so
that mgher gualty domestcally-produced sugar couid be exporled to meef existing
commitments, even though domnestic consumption totals less than 1% of production
in a normal year. There were further imports of sugar in 1988/9 and 1992 10 ensure
that the countrv could, again, fulfil its export commitmentis whilst also satisfying
domestic demand Meanwhile, al leust since 1983, lower sugar production during
years of severe cyclones have typically not implied lower sugar exports in post-
disaster years despite rednced carry-over stocks During the one notable exception of
1986, a 25% decline n the volume of sugar expotts was foromtously offset by a 44%
increase in the average export price.

A more detailed qualiative discussion of the impact.of the 1983, 1985 and 1993
disasters provides useful further evidence on the balance-of-payments impheations
of natural disasters as well as of the difficulties in measunng their impacts from very
broad aggregates. Although the 1983 cyclones and drovght resulted in a sharp decline
in sugar production, exports were partly maintained through a randown of sugar
stocks, as already noted, and slighlly igher world piices than originally anticipated
The counlry also benefited from an inflow of reinsurance payments ta the value of
F$34m and additional disaster-related external assistance {see Chapters 10 and 13),
Without thase lateer two inflows, Fiji would have experienced a current account
deficit in excess of F$100m (Fiji Government. 1983). Instead the current account
declined margnally year on year, to Ff64.1m. The overall balance of paymenlts was
also boosted by non-disaster-related increases in overseas borrowing; and by a fall in
imports of machinery and other capital equipment, following the near completion of
several large projects The country also began to feel the benefits of reduced fuel
imports as the new Monosavu hydro-electric power station came on-stream, resulting
in a real 23% fall year on year in fuel imports 10 torm 23% of merchandise imports,
compared with 29% in 1982, These lower imports more than offset disaster-related
imports. Net forergn reserves also increased, reversing declines over the previous two
years.

In 1985, Fiji faced both several major disasters, damaging agricultural export crops,
and substantial declines in world sugar and coconut oil prices. Coconnt oil exports
alone fell by 36% in volume terms and 62% 1n vaiue terms. Tourist earmings also
declined marginally as the numbers of visiturs arrivals fell, largely in response to the
cyclones. However, the country achieved a much smaller balance-of-payments deficit
than foracast, of F$7. Im rather than F$21.7m, This was largely due to 4 substantial
inflow of disaster-related reinsurance payments as well as several non-disaster-related
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factors — namely, a restrictive import policy, a domestc wage freeze policy and the
more general economic downturn, the latter two further dampening imports. As in
1983, the volume of sugar exports were also boosted by a rundown n stocks to a
level marginatly higher than in 1984 and overall sugar export carnings therefore fell
by only 5.1% in real terms. Average forergn reserves in the first 9 months of 1985
were reported to be at a record high {Fiji Government, 1985b); and reserves in terms
of months of retalned imports showed a healthy improvement in 1985 on 1983 and
1984 levels.

Finally, in 1993 — the yeat of Cyclone Kina — the government had forecast a decline
in the trade deficit as growth mn exports was expecled to outstnp imports. Particularly
large increases were anticipated in exports of gold, timber, fish and, (o a lesser extent,
garments, The current account was also expected to improve, 1n part as continued
promotional campaigns and the scheduled opening of several new resorts boosted
tourism earmings. However, the capital accounl was eapected 1o decline duc to a drop
1n direct investment. In the event, the balance of payments moved from a surplus to
a F$62m deficit while the trade deficit rase o F$264m (although these figures are
distorted by the import of a F$82m aircrail}. A 22.5% increasc in food imports to
F$167m, reportedly due to the cyclone as well as expansionary domestic demand,
also contributed to the rade deficit. However, this was partly offset by a 10.8%
increase in tourism receipts and a 17.6% increase in private services credit, in lum
due to increased reinsurance receipts following lhe cyclone. In addition, sugar
production was largely unaffected by the cyclone and so, although the sugar price
declined by 10.8%, sugar export earnings rose by 2.1%.

Om balance, therefore, natural disasters have had little discernible irapact on overall
balance-of-paymenis aggregates primarily due lo a rundown of sugar reserves and to
higher reinsurance inflows in the afterinath of a disasicr, offseiting increased disaster-
related imports. This has enabled the Fiji dollar to remain relatively stable against
other currencies (with the notable exception of the 1987 coup-related devaluations).
Similarly, there is no discerniblc pattern of increases in the external debt stock or
declines in levels of gross foreign-exchange rescrves during severe di<aster years.

In the (uture, some diversification out of sugar praduction is likely as preferential
prices are gradually eroded (see section 4.1). Indced, sugar’s share in overall export
earnings is already declining as economic growth largely origimates from the
devclopment of new industries. It is therefore important to consider the likely stability
of future export earnings an important buffer — namely, the undown of sugar reserves
in more severe disaster years — is remaved, The garment industry has so far been
relatively immune to the effects of natural disasters although the implications of an
earthquake could be far more serious (see section 2.7). Likewise, tourism earnings are
projected to grow, offering another relatively disaster-insensitive source of foreign-
exchange earnings (see Chapter 6). However, the forestry industry, which is also
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hoped to enter a period of rapid export growth, could introduce a considerable
element of instability into export earnings by implication of its high disaster
vulnerability (see section 4.2). Similarly, diversification into certain agricultural
exports cobld add an addiional degree of volnerability (see section 4.1). It is
therefore important (o mantan some elemerl of reinsurance not only to help protect
the domestc msurance industry but also to boost foreign-exchange earnings in the
event of major disasters (see Chapter 10).
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6. Tourism and natural disasters

The tourism industry has grown rapidly over the pust 35 years, with tourist arrivals
increasing from 15,000 in 196010 110,000 in 1970, 190,000 in 1980 and 319,000 1n
1994, Since 1989. the industry has been the largest single source of export eamings
whilst it provides direct or indirect employment for some 40,000 people (Fiji
Government, 1993). The tourist industry is alse an important source of government
revenue via tourist expenditure on value added tax (VAT) items and hotel taxes.
Admitedly, there is high leakage, esimated 1 the order of two-thirds of ratal
earnings in the mid- 1980s, as tounsts consume high levels of imported goods whilst
foreign-owned wurist resort and airline profits are repatriated. For example, in the
mid-1980Qs, the industry was estimated to have an mcome multiphier of only 0.94
compared with one of 1.47 for sugar (Fiji Governmenl, 1985¢). Neveriheless, the
sector remams an wmportant source of forergn-exchange earnings as wetl as a major
attractor of foreign mvestment.

The tourism industry has been consistently viewed as a key area for further growth
and a central component of the government’s sirategy to reduce dependence on the
sugar mdustry. despite certain obstacles such as the high costs of international air
travel and the still limited supply ol tourist accommodation. The Ninth Development
Plan (1986-90) went so far as to state that ‘in the short-lo-medium term, the tourism
sector appears best placed to contribute most towards economic growth and
employment generation’ (Fii Government, 1985¢: 87). Tourist arrivals are projected
to raach 454,000 by 2000, 42% higher than in 1994 (Fiji Visitors Bureau, 1995), The
largest increases are expected in arrivals fram Japan and other Asian countres.”
Another major objective of the government both in ils Niath Development Plan and
Opportunities for Growth document, is to strengiben the linkages between (he tounsm
industry and the rest of the economy, thus reducing leakages. This would include
greater consumption of domestically-produced food and other consumer goods, rather
than imports, by foreign visitors.

However, relatively hule attention appears to have been paid to the hazard
vulnerability of the sector and thus the potential ramifications of heavy reliance on
the tourist industry (Table 6.1). Many of Fyi’s tourist resorts are located in coastal
areas, often positioned at vantage points to ensure the best views, By their very
nature, tourist resorts are therefore likely to be particularly vulnerable to cyclones, sea

* The volume of Japanese tourists hay already nsen significuntly, forming an important

component of the upper end of the tourist market Japanese tourists are also the highest spenders.
For example, in 1994, Japanese visitors spent an average of F$322 per day although there 15 high
leakage, ns alrendy noted (Fip Visitors Bureau, 1935),



Table § 1; The Fij tounsm induslry attual and forecast performance

1983 1984 1985 1886 1987 1888 1989 1890 1981 1992 1993 19ms
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No, of visitars ('000)

Actual 1982 8 235 228 258 190 2082 2506 279 2584 2785 2875 318
Projecied na 212 240 258 278 230 220 250 290 280 280 295
Actual as % furecast ne 1108 850 998 &332 905 1139 118 89.4 960 1027 1081

No. of visitor days (m.)

Actual 1.7 2 1.9 2 1.6 18 23 2.5 2.2 2.4 24 2.5

Projected n.a 1.97 2 2.1 23 1.4 19 22 27 28 24 25

Actual as % forecast na 1015 85.0 932 €86 1000 1211 113€ B15 923 41000 1040
Expendidure (resl 1994 $Fm }

Actual 2219 2566 2504 2612 19853 2310 3273 3438 3138 3406 3626 4186

Projecied na 2678 2642 2755 2756 2136 24D.3 J268 4148 4353 2754 2826

Atiual as % forecast n.a 858 94 8 942 709 1084 1362 1052 757 803 B8 1097

Source, Governmant of Fifi, *Supplament 10 the Budget Address', various
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surges and, to the extent that they are built on reclaimed land, earthquakes. Most of
the more severe cyclones experienced in recent years have caused heavy damage Lo
sointe resoris although tourist establishments ace scattered across much of the country,
implying that any single cyclonc or other disaster will not affect them all. For
example, Cyclone Oscar (March 1984) resulted in some F$12m damage to the Regent
of Fiji hotel in Nad1 as well as damaging other hotels in the Nadi area and on the
Coral Coast, Cyclone Sina (November 1990) caused little overall economic damage
to the country but nevertheless damaged a substantial tourist establishment, the
Warwick Hotel. Cyclone Joni (December 1992) also cavsed considerable damage to
tourist resorts.™

The industry is also potentially indirectly vulnerable to natural disasters via their
impact on air, sea and road transport as well as tourist consumer items. Foad supplies
for the tourisin induslry are largely secure to the extent that they are mostly imported.
However, the situation could change in the future, as efforts to increase domestic
sourcing of tourist food and other consumer goods ate stepped up, as already noted,
in turn implying that in the aftermath of a disaster increased imports to meet tourist
requirements could place additional pressures on the external account.

Clearly, natural disasters are but one of a number of factors determining the
performance of the tourism industry, as measured in terms of the number of arrivals
and lourism eamings. Other factors include overall econuimic growth rates in major
countries of otigin; Fiji's intcmational competitiveness (including the strength of the
dollar); the relative attractiveness of holidays in Fiji; tourist promotion activities (both
promoting Fiji and rival destinations): and the capacily of the industey, mcluding air
access. ™

Meanwhile, there are certain variables which partly determine the impact of a
particular disaster on the tourist indusiry irrespective of its scale. In particular,
adverse publicity 1n the wake of a disaster and, more specifically, the death of a
tourist can be very damaging, although no tourists have apparently been killed by
natural disasters in Fpi in recent vears. Adveise publicity appears to have occurred

% Water constraints have limited tounsm developments to some extent, particularly in e past
Tourist resorts are predominantly located in the drier, less humid parts of the country, particularly
the Nad: area on the west of Vili Levu and some of the smaller 1lands where water shortages
oceur annually. An embargo was therelore placed, for example, on tourism developmenl in the
Wadi arca prior to the construction of the Vatura Dam, which provided a consistent walter supply
for the Mudi-Lautoka area and permilled lourism development (Porter, 1994). Tourist
opporhinities in the west more generally tmproved in the early 1980s tollowing the completion
of a new regional water supply ~cheme,

M Muclear testing in Munwoa atol) was also claimed to affect tourism numbeis for a while.
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mainly in the aftermath of major disusters, wihich obviousty receive the preatest media
attention. To connteract the effects of such publicity, the government responded by
undertaking increased promotional carpaigns. The impact of disasters on the tourist
industry also depends on the extent to which holidays are pre-paid and whether such
hohdays can subsequently be postponed or the payment refunded in the event of
cancellation. In 1994, for example, 80% of accommaodation was booked on a pre-paid
basis. Some 26% of car renlals were also pre-paid. However, the average booking
period may have been relatively short.”

Nevertheless, there is certain circumstantial evidence to suggest that major natual
disasters may have some impact on tourism arnvals and eamings, even it detatled
analysis would be needed to confirm this. For example, in the wake of Cyclone Kina
visitors from Australia declined by 2.1% year on year in the January and by 20.2%
in February, whilst visilors [rom New Zealand and other Pacific 1slands tell by 9.1
and 5.8% respectively year on year in the same month, Earnings per head of tourist
were also estimated to fall by about half i January 1993 as many lourist activities
were cancelled Some tourists in the cotntry at the time the cyclone struck were also
reported 1o have left. However, the number of visttors from countries outstde the
Pacific region continued to incraase, presumably reflecting less media coverage of
events in the South Pacific.

Another question concems the issue of the extent to which hazard risks are limiting
the overall scale of tourism in Fiji, A spokesperson for the Fiji Visitors’ Bureau
indicated that natural disasters, particularly cyclones, were a constrainl, pomting to
a consistently lower monthly occupancy rate between October and April. This 18
confirmed by an examination of the monthly pattern of visitor arrivals from Ausiralia,
Mew Zealand and Japan as well as toorist arrivals overall, and despite the fact that
September to December is one of the major holiday seasons in Australia and New
Zealand. However, a detailed survey of potential visitors in their countries of
residence would be reguired to confirm the factors underlying the pamern of
distribution of arrivals through the year, including the role played by the risk of
cyclones.

In summary, the tourism industry is velnerable to natural disasiers although less so
than certain other sectors, Further development of the sector offers some opportunity
1o mitigate the overall impact of disasters on the country’s foreign-exchange eamings
but any upper hmits imposed by natural disasters on a further eapansion of the
indusiry, from the perspective of bath potentiaf investors and Wisitors, shonld be
mvestigated. Efforts should also be undertaken to prevent any loss of life ot tourists
Juring cyclones and other natural disasters as, unlike much of Fiji's own pepulation,

¥ For example, in 1994 only 26% of Australian visitors made their accommodation bookings
more than 3 months before visiting whilat 32% booked under 5 weeks prior to their arrival,



57

tourists may be entirely unaware of the risk of disasters or of appropnate actious to
take during them. This requires disaster awareness training for those involved in the
industry, as has recently been begun with respect to cyclones, and the implementation
of appropriate building standards (see Box 10.1),
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7. Inflntion and natural disasters

Domestic rates of inflation are particularly important in Fiji because of their
implications for the real exchange rate and, therefore, the country’s international
competitiveness. In theory, natural disasters can have Iwo opposing effects on the
price of domestic goods. However, their net effect is likely to be inflationacy, possibly
requiring a tightcning of monetary instruments. Certain items could be in short supply
as a cousequence of the disaster, either because supphes (or the means of praduction)
have been destroyed or because of increased demand (e.g., for building materials in
the aftermath of sudden-onset disasters), resulting 10 a nse n price. Such increases
may be pastly offset by a decline in the price of certain other goods as demand falls,
in tumn reflecting the generally recessionary nature of major disasters.

Lacatised temporary price hikes have undoubtedly occurred in the aftermath of
natural disasters in Piji. particularly in the remoter islands. For example, a price
survey of rootcrops, vegetables and fruits in Suva in the aftermath of Cyclone Kina,
which occurred in early January 1993 and badly affected all major crop-producing
areas on the island of Viti Levu, indicated that all produce with the exceplion of dalo
displayed significant price increases in the first two months following the cyclane By
the end of April, vegetable prices had fallen to their pre-cyclone level [ollowing a
notable increase in imported vegetables. However, performance of rootcrop prices
was mixed as shortages of some items continued heyond the end of May. Fruit prices
also remaned high, again due lo shortages (Fiji Ministry of Agriculture, 1993). More
worryingly, a comparison of average year on year food price increases for the 3
months preceding each cyclone, the month of the cyclone and the 2 succeeding ones
and then the following 3 months for major cyclones dating back to 1979 snggesis that
cyclones may contribute to a permanent rather than temporaty increase in food prices
{Table 7.1). This is confirmed by evidence from 1993 when Cyclone Kina, which, as
already noted. occurred at the very beginning of the year, was said to be attributable
for an annual 6.8% increase m food prices (Fiji Government, 1994a). Such price
increases are of particular concern in the context of poverty alleviation because poorer
hkouseholds spend a disproporitonately larger share of their income on foodstuffs.

However, the overall rate of milation is not determined by domestic factors alone.
Some 75% of consumer goods are imported and the rate of inflation is therefore
heavily dependent on shifts in the effective exchange rate and price increases in the
main countries of supply, Australia and New Zealand. In consequence, natural
disasters appear to have had little impact on fluctuations in the rate of wflation. For
example, despite the occurrence of Cyclone Oscar and widespread drought in 1983,
the rate of inflation fell due to both depressed domestic demand and lower rates of
inflation amongst Fifi's principal trading partners who themselves were experiencing
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Tabla 7.1: Fiji consumer prica index: year-on-year average growlh rates for the thras month panod preceeding
B cyclona {1 = -3, -2 and -1}, the month of Ihe cycione and two suceeding months {I= 0, 1 and 2)
end the third, fourth and fifth months esfler the cytiona {l= 3, 4 and 5)

Year-on-year growth rales

All
iterns Food Housing Non-foed
Cyclone NMeli (26-28/3/79)
t=-3,-2and-1 57 1.5 9.8 8.5
t=0,1and 2 17 7.2 8.8 8.1
t=3, dand 5 77 6.8 5.0 8.3
Cyclone Wany (5-6r4/60;
t=-3,-2and-1 "7 13.0 2.3 104
t=0,1and 2 152 157 5.3 143
t=3 dand 5 15.9 158 58 15.3
Cyclone Arthur (13-15/1/81)
t=-3,-2and -1 150 16.8 43 13.2
t=0,18n2 140 137 11.4 142
t=3, 4and 5 10.4 1.0 1.3 10.2
Cyuvlorma Qscar (2872 - 23/83)
t=-3,-2and-1 84 4.8 1.0 71
t=0,4%and 2 7.2 80 135 74
t=3,4an05 70 62 13.8 74
Cyciones Eric and Nige! (17-20/1/85}
tw-2, -2 and -1 40 2.2 21 5.0
{=0,1and2 44 7.5 18 28
(=3 4and § 45 8.7 1.4 24
Cycione Martin(11-13/4/87}
=], -2 and -1 34 3.0 4.0 39
t=0,1and 2 3] 0.5 a0 47
t=3,4and 5 B.5 T4 18 6.0
Cyvione Raja (24-30/12/87)
1=-3,-2and -1 6.2 13.5 -1.8 To
=0, 1and 2 122 20.1 -2.5 83
1=3,4and 5 13.5 22.5 -25 8.2
Cyclone Sine (28-9/11/90)
t=-3, -2 and -1 B.5 T0 3.2 9.8
I=0,1and2 B.S B1 3.5 ic0
I1=3,4and5 7.1 28 10.1 9.8
Cyelone King (26/12/92-3/1/23)
t=-3,-2and 1 6.3 11 154 B1
I=0,1and 2 7.7 7.5 156 7.8

I=3 4and5 7.5 74 14.8 76
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i period of recession. Again, in 1985, the rate of inflation declined marginally, despite
temporary increases in domestc food prices in the first half of the year as a
consequence of 2 major cyclones, The building materials price index was also
reported to be largely unaffected by the cyclones. In 1987, other factors again
dominated changes in the rate of inflation as two successive devaluatons of the Fijt
dollar, totalling 33%, were largely responsible for a 5.7% increase in the consumer
price index (CPIL) although domestic food prices also increased 6.1%, in part
reflecting the disruptions to agricultural production caused by a severe drought as
well as the two coups *

The fact that there is little apparent relationship between the occurrence of natural
disasters and the rate of inflation may ulsc be partly attributable to various
governinent efforts o prevent price ncreases, both in the wake of disasters and maore
generally. In the immediate aftermath of some disasters, such as Cyclone Kina, the
government has imposed a temporary ban ou the export of all foed crops except those
grown under contract.”® Annual stockpiling of food and other items prior to the anset
of the cyclone season, by both the government and individual households, must also
play some role in minimising the wnflationary impact of natural disasters. Meanwthule,
an Anti-Inflationary Act is permanently in force, controlling the price of certain
commaodities including some foodstuffs, building materials, washing soap and
medicines. This Act plays some role in preventing price rises as a consequence of
natural disasters although most items covered by the Act are largely unaffected by
disasters whilst some more severely affected items are not included. The Act may also
be re-endorsed following a disaster For example, in the aftermath of Cyclone Kina,
the Prices and Incomes Board issued a stavemnent informing traders that ‘prices of
commodities (were) not to be distorted in any way by the recent eyclone Kina' (Prices
and Incomes Board Press Release, § Januvary 1993), Price control items were ta he
sold *at the prices as stipulated under the respective Orders’ whilst uncontrolled items
were ‘to be maintained at those rates prevalent prior to the cyclone’ althobgh a 5%
increase in the price of soap was permutted due to damage suffered by the copra
industry. The staternent also indicaled that if prices of uncontrotled items rose ‘the
Board (would) be left with no alternative but to bring these items under price control”.

* Tt was beyond the scope of this study to undertake a more detailed analysis of the main factors
determining rates of inflation m Fiji. This would have involved analysis of a number of factors
including inflation in the main countries sourcing Fiji’s imports and movements n the exchanpe
rate as well as various domestic faclors including the introduction of VAT in mid-1992

Regressions were nevertheless run of monthly and annea! year on year growth rales in the overall
CPI and the focd and housing components of the index agamnst simply a senes of lagged cyclone
dummy variables over the period 1978-95, However, unsurprisingly, no significant correlations
were revealed.

¥ In the case of Cyclone Kina, the ban was lifted again in May for atl crops except cassava (Fiji
Ministry of Agriculture, 1993),



61

Retailers largely appear to have abided by this legislation, as demonstrated, for
example, by the fact that the number of complaints under the Act were not unduly
lugh in 1993, after taking account of the nise in complatats due to the mntroduction of
VAT in mid-1992.

In summary, the inflationary tmpact of natural disasters is probably not a major cause
for concern in Fiji at the present time since (the rate of inflation 1s relatively law.
However, should the country enler a period of higher inflation then the potential
additional inflationary pressures exerted by cyclones could contribute to more serious
economic difficulties. The price of foodstuffs should also be carefully monitored to
ensure that disasters do not gencrate perranent price increases, particularly in view
of the fact that lower income groups spend a disproportionately high share of their
income on foodstuffs,
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8. Monetary aspects of natural disasters

Throughout the 1980s and 1990s, monetary policy has emphasised external financial
stability as a pre-conditiont for long-term economic development. Growth m the
money supply has been kept in close check with that of GDP, whilst effuris have also
focused on cosuring that the couniry maintains an adequate level of foreign rescrves
in order to protect its exchange rate and so maintain the couniry’s international
competiliveness. In addition, there have been some effonts to contain private demand
for credit and to mobilise savings for mvestment purposes. The government has been
broadly successful 1n these policies although low demand for domestic credit has, on
occasion, exacerbated problems of excess hquidity (Fijt Government, 1993).

Natural disasters can imply both increased monetary tightness, to the extent that
households and businesses seek increased credit to finance their rehabilitation efforts,
but also a reduction in credit demand from other quarters as the generally
recessionary nalure of a severe natural disaster feeds through to domestic demand and
invesiment confidence. At the same time, foreign-exchange reserves may come under
greater pressure as a consequence of any adverse balance-of-trade impacts but this
may be partly offset by higher reinsurance inflows (see Chapter 5). The impact of a
natural disaster on the monetary sector also ultimately depends on monetary policy
itself. However, this 15 less relevant in the context of Fiji, where the openness of the
economy effectively limits the scope of monetary policy by unplying that movements
in the money supply are heavily influenced by domestic fiscal and world market
perfonmance imstead

Fiji has apparently managed the monetary implications of natural disasters refatively
easily relaxing policies as necessary without any major adverse consequences. For
example, increased liquidity in excess af the rate of economic growth was permitted
1 1983 o ensure sufficient avalability of financial resources to meet the costs of
rehabilitation. This represented a reversal of previously tighter poheies aimed at
maintaining the country’s mtemational competitiveness and containing the balance-
ol-payments deficit. However, the shift in policy created no real problems of excess
manetary growth umiil the end of the year, when monelary policy was tightened
marginally. In the year ending 1985, increased {oreign reserves, primarily the result
af reinsurance flows, were largely nffset by lower domeslic borrowing from the
Reserve Bank, effectively avoiding a large monetary expansion and thus any
destabilising effects. Meanwhiie, in 1993 monetary policy continued its efforts to
moderate high domestic liquidity, in turn reflecting high foreigi reserves, through an
appropriate low interest rate structure whilst monitonng aggregate demand to
mamtain a viable balance of payments. Excess liquidity declined towards the end of
1993 as foreign reserves decreased.
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9. Government budgetary aspects of natural disasters

Matural disasters may have several important impacts on public finance. Guvernment-
financed relief and rehahilitation operations imply either an increase in puoblic
expenditure or the partial redeployment of planned spending. In the context of Fiji,
budgetary resources to the tune of F$2m are annually earmaried for emergency selief
activities but this may prove grossly inadequate in the evenl of a major disaster. An
annual budget al.location of F$0.1m is also made for the ‘emergency’ transport of
water but, again, this is far from sufficient duping periods of drought. Public
enlerprises may also face losses, which the government may have to meet, if their
operations arc hampered by natural disaster. Meanwhile, government revenue could
be adversely affected as lower levels of economic activity, including possible net falls
in imports and exports, reduce direct and indirect tax revenues. Flows of external
grant aid may increase but this is unlikely to offset increased levels of expenditure.
In conseguence, the government may face increasing budgetary pressures which it
will be obliged to meet by increasing the money supply, running down fareign-
exchange reserves or increasing levels of domestic and/or external borrowing.

These financing options have potentially sigmficant knock-o1n etfects. The creation
of base money is inflationary. Domestic borrowing exerts upward pressure on interest
rates and can result in a credit squeeze. Foreign borrowing can result in an
appreciation of the exchange rate, reducing the price of imports and increasing that
of ¢xports, as well as involving future drains on the economy via higher debt-
servicing costs. Another option, the run-down of foreign-exchange reserves, is
limited by the very size of thosc reserves and cntails an appreciation in the exchange
rate, with possible associated risks of capital flight and a balance-of-paymenls crisis
(Fischer and Easterley, 1990},

Disasters can also impose more permanent pressures on government finance to the
extent that governments implement disaster prevention, mitigation and preparedness
measures on a more regular basis — i.e., costs which governments of less disaster-
prone covntries do not have 1o bear,

In practice, il is difficult to ascertain any shori-term impact of individual natural
disasters on the budget deficit from aggregate aonual data on planned and actual
expenditure and revenue (see Appendix Table 4) Expenditure data for the period
1983-94 suggest that capital expenditure was consistently under-budget until 1988
whilst operating expenditure was approximately on budget except in 1984. Revenues
also reveal little pattern of correlation with natural disasters, staying near budgeted
levels except in 1987, the year of the coups. Meanwhile, it 15 extremely difficult Lo
isolate e budgetary impacts of disaster mitigation and preparedness activities, which
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are contamed in overall allocalions to relevant ministries with a few notable
exceptions {such as dramnage operations).

More detailed exammaton of the impact of natural disasters, 1solating them from
other factors affecting budgetary performance, indicates a somewhat different picture
revealing that natural disasters can have considerable shorter-term impacts on
budgetary resources. Such impacts are not entirely quantifiable. For example, relief
eftorts may involve the temporary redeployment of some public sector workers—such
as those 1 social services, public works. the armed forces and the navy — which
normally goes unrecorded. Nevenheless, expeniences tn 1983, 1985 and 1993 provide
some useful cvidence 1n this regard. In the wake of the 1983 natural disasiers, for
example, some F$30m in government relief assistance wus provided, equivalent to
8.3% of total expenditure for the year.” Certain other non-relief items were under-
budgeted, placing additional strains on budgetary resources. These included
established staff costs, for which actual costs were $FSm more than budgeted. Yet
overull government expenditure for the year was only F$23.2m in excess of initial
allocations, inplying that the impacts of the cyclone were greater than overall data
suggest and that there must have been 1 significant redeployment of allocated funds.
Inland revenue was also lower than expected, reflecting the impact of the disasters on
the domestic economy However, customs revenue was boosted by increased imports
of some high import duty items, more than offsetting both these and other declines
in revenue and the increase in expendituse as well as hiding the overall revenue
mmpacts of the cyclone. In consequence. the overall budget deficit was smaller than
initially forecast.

In 1985, expenditure on cyclone rehabilitanon amounted to F§16m, or 4.0% of total
government expenditure. Again, part of this was met by the redeployment of allocated
resources as well as cash grants to the value of F$4.4m from overseas. However, a
public sector wage freeze remaved potemiially additional pressure on government
budgetary resources and total government expenditure for the year was 7.8% below
budget. Government revenue fell, largely because of income tax reforms, a wage
freeze (1n furn tmpacting on income tax earmmngs) and depressed economic conditions,
in turn pantly anributable to the cyclones. However, despite the impacts of the
cyclone, the country achieved an overall improvement in the budgetary deficit,
declining 18.3% in real terms to only $F36.5m or 2.8% of GDP and to only 72.4%
of the forecast deficit. The impact of ike cyclones continued (o be felt through 1986,
with a wider budgetary deficit than originally forecast as imports, and thus import
duties, declined marginally reflecting the lagged effect of the economic downturmn as

¥ The rehabilitation costs included F$drm ‘seed monrey' towards & F516m interest-fres loan
scheme offered to cane farmers by the Fiji Development Bank as part of a broader sugar cane
rehabilitation scherne, The National Bank of Fij, a public enterprise, also waived 1983/84
repayments on Cane Farmer Loans in the affected areas (Fiji Government, 1984),
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well as tax reforms. Revenues were further reduced as tax payable on reinsurance
premiums remirted overseas was waived {0 assist recovery in the insurance indusiry.
In addition, an existing tax exetmption on farming income was extended for a further
5 years, until 1990, in part in recognition of the particular difficulties faced by cane
farmers. Current expendilure was alsa higher, parily due to cyclone-related grants and
ransfers. In addition, the FSC was awarded a F$1 5m capital grant 1o upgrade its
transport infrastructure as difficulties faced by the sugar industry during the early
1980s, incluhng the cumutative effects of a series of natural disasters, implied that
it was mnable to meel such costs nsell. Government domestic borrowing was
increased to help finance the budget deficit.

Cytlene Kina probubly provides the best-documented case to date of the implications
of a natural disaster for ovarall government expenditure, Under the 1993 Budget,
attempis to contain government expenditure had been stepped up following a
widening of (he budgetary defici the previous year to 3.3% of GDP, the highest level
since 1987, 1n part due to 4 government expenditure growth rate almost double that
aof GDP in 1991 and 1992 A rarget budget deficit ot 2.5% GDP was therefore set
for 1993; and quarterly rather ihan annual warrants for public expenditure introduced
10 help control expenditure. At the beginning of 1993, Fiji then experienced a severe:
cyclone, Kina, necessitating 2 government rehabilitation programme to the tune of
F$40.2m, equivalent o almost a third of the capital budget and 5.3% of total allocated
expenditure (Table 9 1). Nevertheless, the government remained intent on achieving
its revenue objectives and instead redeployed resources to meet the cost of the
programme, holding a special meeting to deteimine reallocations.

In the event, a budget deficit of 3.9% of GDP was incurred for the year overall. Total
expenditure increased by 59% in real terms {and 13.2% in nominal terms) to
[$818.9m, only margtmally higher (han the forecast level of F8815.2m. Indeed, the
1994 Budget Supplement noled that ‘expenditare was closer to origmal approval in
1993 than at any other stage since 19877, largely reflecting the way in which the
cyclone rehabilitation programme was financed as well as a Public Service Setlement
(Fiji Government, 1994a), However, this apparent success was not without some
casualties: operating expenditure alone increased by 7.1 % year on year whilst capital
expendiire fell hy 3.4%, w around only 75% of the original allocaton. The
reallocations also had severe conseguences for certamn individual projects and
schemes. For example, the Department of Regional Development’s Self Help
Programme, which caters for small rural projects and aims to stimnlate social and
ecomomic development, was suspended as was a Rural Roading Programme
{Rokovada and Vrolijks, 1993}. A Poverty Atleviation Fund which had been

¥ Yifforts to contain the budgetary defleit were originally stepped up 1 1989, when the
government announced a new medium-term goal of a zero net deficit. The govemment now aims
to achieve this goal by the year 2000
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Tabde § 1 impact of Cyclone Kina on Govemmanm Expendriure (FFD00)

Original alowton Actual expendituma
Ot whach
Amount recepicyed
|Operating  Tapha Tain!  |redeploved |Dperatng  Caphal iotal msourcas (%) | Inlally allomstad for Reasan kn redployment
Mircatry? Depirivent
Home Aftairs 514 514 Fal] 2,064 3 2,068 34 Repalr & upgreding of police hudngs & Repair o olficy & buliding &
conatruehon of new bildings Instituhonal guarters for the police
Fian Aflairs 11,458 11,458 800 10,824 BS1 11,475 52 Purchage of equipment and “dofiar io dolflar” gramt  Food rabons. & housing assistancs
Miscellaneois Services 22,431 381,770 44,261 10,730 19,468 24,821 44,288 242 Poverty Target Projecis and miorest ffes loanto  Food mbons & housmg assisianoe
Fifan Aflals Boatd
Fegonal Devalapmen) 3.4m 3,401 2,049 2p 455 1,708 24,167 as Seff help projacts & upgrading of non-FWD meds  Govermment housing assstance
Indan Attairs 500 Conmurity Development Goverament hasing assestance
Education 8 Women 8 | 131,220 4321 135841 2261 140,530 224z 1zTA 16 | Construchun of schoois, purenass of equiprrent  Rehabiliatian works o schools &
Cutturs & iicing granis. Woman & cultis Developmend  gevemment hausing assatancs
Dpportunily programme
Youth & Spat 8,231 1,018 7.046 3,770 4,088 415 4,481 Ba T Traning, bulidng cmstrumion upgeaang ot Rehablitntion wak of schodls
poitng prounds & tadiites
Hapalth 50,471 3,048 53577 2 00 57,364 1,038 58702 24 Upgraming of towinstng roads Rapi damaged tarmines 5 replace
wquiprmen & drugs
Housing & uroan 3072 1173 4,288 200 2850 740 36830 E5 | Dm rolection, M R poc taciimes & replace
Development aavsicanent projects, ladlives equipmern s eaurpnent
Minasiry of Agricuhure 18,770 10,047 28,817 5,200 op ard 3,018 26400 204 Canstruction of roads & bridges, jewes upgradng  Rehabililation tc crap ivestock,
& Fishenies of roads, urban Kk regionial water supply schemes  hshenes, drenage & imgation 8
& Bewarage schames ressarch
intrastractune, Fubiic 46,160 4SBIB 018976 16,600 SE7B0 45,816 102538 3 Extansion of outfilting jetty and dredging Rapalr to roads, bridpes, jetbes,
Works & Marnitime waler & tawsrage & bubdngs
Mating 10,17 1018 M 436 300 5,302 £BE B,ES8 3] Censtrucyon of puilding comphex & purchese of Repalr ¥ daraged jetties
vehicls testing equipmant
Road Transporn 1,885 1,280 3275 1,250 1,578 o 1,579 a7 Raper t& damaped roads & buidings|
TOTAL 648,800 105,000 758800 40,210 658,700 82000 770,700 52
Sourse: O o Rugronal O {1854}, Fin Gmvemmarnt Supplement o Budgat sadmes, 1903 and 1985
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established under the 1992 Budget with an allocation of F$7m had its budget reduced
t0 F$2.8m in 1993, Meanwhile, the largest single redeployment involved budgetary
allocations for the Ministry of Infrastructure, Public Works and Maritime, including
some funds which had been earmarked for dredging works — ie, entailing a
reallocation of resources from disaster mitigation to rehabihtatton The Ministry of
Agriculture also faced a substantial 20% redeployment of resources.

Despite the government's success in avoiding a considerable rise in expenditure in
1993, Cyclone Kina also had some adverse impact on governinent revenues, in furm
contributing to a widening of the budget deficit. Revenues were F$26.1m lower than
originally forecast due to shortfalls in VAT receipis (in part reflecting reduced
purchasing power in the afiermath of Cyclone Kina (Fiji Government, 1994a)), other
general revenucs and grants. Government savings also fell, basically due to increased
operational expenses to meet cyclone related expenditurc. The budget deficit was
financed by domestic borrowing, which rose to a level 70% higher than originally
planned.

Natural disasters also have longer-term tmpacts on both government expenditure and
revenue. Annual expenditure incurred on various disaster prevention, mitigation and
preparedness activities. For example, annual commitments are made for flood
protection measures, including dredging  activities and river embanlunent
construction, as well as for the construction of cyclone resistant housing, the latter
coming under the rural housing programme, These costs ate semi-transparent but are
not identified under a specific disaster preparedness and miligation budget line. Thete
are further hidden costs such as those entailed in fortifying government buildings and
infrastructure more generally to better withstand the impact of hazards, Meanwhile,
the expenditure implications of specific natural disasiers can also extend over several
years. For example, the 1984 budget included a new agriculturai development
programime 10 help rchabilitate the areas affected by Cyclone Wally which had
occurred 3 years earlier in 1981,

On the revenue side, natural disasters also imply a continual longer-term direct loss
in revenue via the Cyclone Reserve. This Reserve, which was introduced under the
1986 budget. provides a special deduction to taxpayers carrying their own cyclone
cover or bearing excess losses on cyclone damage under theil insurance policies. Al
the point the scheme was first introduced, deductions up to a maximum of F$500 per
annum were allowed on residential properties and of up to 1.3% the replacement
value of business propertics (Fiji Government, 1985b),

In conclusion, disasters have implications for both government revenue and
expenditure although these impacts are not necessarily reflected in overall figures
The government has made various efforts to limif the net impacts on total spending,
particularly through the redeployment of resources, This reflects its longer-term
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objective of contaming the budget deficir to free resources for the private sector,
which firances much of the govemment deficit, whilst containing debt servicing
costs. However, such redeployments have not been without consequences. In
particular, disaster rehabilitation programmes have contributed to an imbalance
between government capital and recurrent expenditure as respurces have been
switched from the former to latter, partly thwarting povernment efforts to inerease the
ratic of capital to operating expenditure.

Finally, the vulnerability of particular sources of govemment revenue to natural
disasters also needs to be considered within the context of various tax changes since
1289, These have placed increased emphasis on revenue raised within the domestic
econonty, involving a widening but reduction of the direct tax base; a graduoal
reduction in impott tariffs and a swilch (o non-taritf barriers; and the introduction of
VAT in md-1992. The reforms have been viewed very positively in terms of
reducing effective rates of protection However, that they may have also increased the
vulnerability of the tax base to natural disasters to the extent that imports are
relatively immune to natural disasters as campared with domestic economic activities,
which translate into earnings, profits and domestic sales. Farming activities have also
been liable to taxation since 1990, further potentially increasing the vulnerability of
the tax base to natural disasters



