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ABSTRACT

The uncertainty of property rights in natural resources in Fiji is not a new problem.

However, it has been pointed out that since the mid-1980s, the new economic

policies pursued by Fiji have increasingly been frustrated by the nature of property

rights in natural resources and in particular, property rights in land. The discussion

of the nature of property rights in land has always been a politically sensitive issue,

Eighty-three percent of the land in Fiji is owned by the indigenous Fijians and is

deemed inalienable. The nature of property rights in land has been highlighted as a

major constraint to the economic performance of the key economic sectors in Fiji.

This thesis therefore, explores several theoretical and practical issues in relation to

the nature of property rights in land. More specifically, this study analyses the

impact of property rights on the Fijian economy in relation to the sugar, tourism and

the forestry sectors. The major contribution of this study is that it provides an

economic perspective to the problem of property rights in land in Fiji. This study

also represents the first attempt to analyse in detail the impact of the nature of

property rights on the performance of the Fijian sugar, tourism and the forestry

sectors. Specifically the contributions of this study include the following.

First, it presents an analysis of the role of the institutions that govern the nature of

property rights in land. These include the Native Lands Trust Board (NLTB) and the

Agricultural Landlord and Tenants Act (ALTA). The ALTA legislation is

considered in detail and some of the strengths and weaknesses of the legislation are

highlighted. Within the framework of ALTA legislation the method of rent

determination and the level of rent charged by the NLTB are analysed. The role of

NLTB is discussed using the neoclassical microeconomic model that shows the

consequences of the operation of NLTB in the land market in Fiji. A simple model



is developed using the production data to analyse the production disparities amongst

the Fijian farmers and the non-Fijian tenants and its implications for the sugar

industry.

Second, the study makes an empirical contribution by using farm-level data from

the sugar industry to find the impact of secured and unsecured leases on production

and investment in the sugar industry and by identifying the implications of these

leases for the conservation and management of the land quality. The empirical

contribution is further extended to determine the impact of sharecropping in the

sugar industry, A simple model of sharecropping is postulated to find the differences

between fixed rent contracts and sharecropping arrangements,

Third, another key sector in the Fijian economy is the tourism industry. Despite

various tax and financial incentives, the level of investment in this industry has

remained sluggish. This study reviews the investment climate in Fiji for the

development of the tourism industry. It points out that the insecure and ill-defined

property rights may be responsible for the lack of investment in the hotel industry.

Fourth, a rent-capture model based on previous studies is postulated and is used to

find the level of rent capture in the forestry sector. The forestry sector accounts for

about 1.5 percent of the GDP, however, in terms of (he environment and the

involvement of the Fijian landowners it is very significant. Landowners in the past

have questioned the benefits from this sector and whether the level of royalty paid to

the owners reflects the value of the resource. The results show that landowners

receive very low levels of revenue and there is a significant level of 'high grading'

that has implications for the environment.

This thesis addresses one of the most controversial issues in Fiji and provides

significant insights into how the performance of key sectors in the economy may



have been affected by the nature of property rights. From the analysis, it can be

concluded that uncertainty of property rights in land has affected the level of

production and investment in the sugar, tourism and the forestry sectors. This study

demonstrates that desirable conservation of natural resources and management of

the environment is undermined by ill-defined property rights for the use of natural

resources.
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PREFACE

This thesis topic was chosen with a lot of apprehension as the subject matter is

politically very sensitive in Fiji and could be construed as going against the grain of

'political correctness' on the land issue. However, the research on the subject was

undertaken, nevertheless, with the hope that the debate on land could be shifted

towards analysing the role of land in the economic performance of the country

instead of its political considerations This study was chosen in view of the

increasing concern about the impact of property rights on productivity and

efficiency in key economic sectors of Fiji. Some of the early observations of the

research have been published (Prasad and Tisdell, 1996a, 1996b and Prasad, 1997).1

The sensitivity surrounding the role of the NLTB posed some difficulties in getting

more detailed data on the operations of the organization. More specifically, there has

been no published annual report of the NLTB since 1990. These reports normally

provide data for public consumption and could have shed more light on the recent

performance of the NLTB which has come under close scrutiny from the

landowners and the tenants. The author had some difficulty in getting appropriate

responses from the NLTB. Only those registered in the Vola Ni Kawa Bula can

have easy access to information about the NLTB.2 As a result, the findings of the

1Prasad, B.C and Tisdell, C. (1996a) "Getting Property Rights 'right' Land Tenure
in Fiji" Pacific Economic Bulletin, Vol.1, pp.31-46. Prasad, B.C and Tisdell, C.
(1996b) "Institutional Constraints to Economic Development: The Case of Native
Land Rights in Fiji", Asia Pacific Development Journal Vol.3, No.2, pp.49-71.
Prasad, B.C, (1997) "Property Rights, Governance and Economic Development" in
Chand, G, and Naidu, V (eds.) Fiji: Coups, Crises and Reconciliation, 1981-1997.
Suva: Fiji Institute of Applied Studies.

2 Vola ni Kawa Bula is the official register of all Indigenous Fijians and this register
is used for all official purposes under the Fijian Administration Act as well for all
official purposes by the Government.

xix



thesis on the role of NLTB are based on a theoretical and general economic

considerations of the management of native land in Fiji.

The fieldwork was conducted on the island of Vanua Levu and tenant farmers while

anxious about the purpose of the research were most helpful and cooperative. The

author also talked to a number of officials of the Fiji Sugar Corporation and the Fiji

Sugar Cane Growers Council. The Chief Executive Officer of the Sugar Cane

Growers Council however did not release basic data and general information about

the sugar cane growers in Fiji despite the promise made to the author in his

interview. The Sugar Cane Growers Council office in Vanua Levu was on one

occasion instructed not to release any information on the growers. The Fiji Sugar

Corporation and the Fiji Development Bank Offices in Vanua Levu however were

more willing and supplied valuable information which filled the appropriate gap in

the secondary data needed for the analysis.

As a result of the above-mentioned constraints, the thesis analysed the impact of

property rights in the sugar industry and used secondary data to provide theoretical

and empirical insights in to the tourism and the forestry sector. The impact of

property rights on the conservation and management has also been considered, Due

to the data constraints on the environment, the thesis considers the theoretical

underpinnings of the role of property rights and sheds new light on its applicability

in Fiji. It may also provide some direction for further research on the role of

property rights in the conservation and management of the environment.

xx



CHAPTER 1

INTRODUCTION

1.1 INTRODUCTION

Like many developing economies, Fiji suffers from several economic problems

including high levels of unemployment, slow growth in real GDP, poverty, income

inequality, macroeconomic imbalances in the form of large trade and public sector

deficits. Other problems include substantial rent-seeking behaviour, mismanagement

of public sector resources and signs of environmental degradation. These economic

problems can be seen against a background of poor economic management by the

government and institutional constraints such as the lack of well-defined property

rights in land. Non-economic factors, at least in the last ten years can be directly

related to the two military coups in 1987 which reduced the growth potential of the

economy. ' However, in the present context of the Fijian economic policy-making,

the issue of property rights in land appears to be a major institutional constraint, not

only for the agricultural sector but also for other sectors such as tourism, forestry

and the manufacturing sector. The study of property rights in Fiji can provide

insights into some of the problems in the leading sectors such as sugar, tourism and

forestry,

1.2 BACKGROUND AND PHILOSOPHY

This thesis addresses one of the most politically sensitive, yet an economically vital

issue in Fiji. This study was chosen for two reasons. First, while the discussion of

property rights in land has attracted a lot attention from researchers, it has largely

been , sociological, cultural, historical and anthropological. The question of land

ownership in Fiji has generally been analysed as an ethnic issue and in terms of its

effect on the political and economic situation of indigenous Fijians. Secondly the

1 A democratic constitution providing for a multi-party government has been agreed
by political parties in Fiji upon which new elections are likely to be held in
1998/1999. It is believed that this will lay a better foundation for good governance
and better economic policy-making.



politically sensitive nature of the discussion in the past has not allowed a proper

discussion of the economic importance of the role of property rights in land in Fiji.

This thesis therefore, approaches the debate on property rights in land in Fiji from an

economic perspective and provides new insights into the issue of resource allocation

and efficiency in the sugar, tourism and the forestry sector. While political

consideration of the property rights in land has been the overwhelming

preoccupation in the past, this thesis shifts the debate towards consideration of

economic issues. The major contribution of this thesis is that it provides an

economic perspective on the issue of property rights in Fiji. More, specifically, it

contributes to knowledge by analysing the impact of property rights on three main

sectors namely the sugar, tourism and forestry sectors in Fiji.

The political issues related to the land tenure problems have been discussed by

many commentators and researchers. The military coups of 1987 have been justified

on the basis of the fear which Fijians had of losing the communal ownership of

land. Since 1987 a number of issues regarding the land tenure have emerged. These

include the increases in the land rents based on new assessment of the Unimproved

Capital Value (UCV) and the discussion of the impending expiry of the leases. The

current discussion on the land issue in Fiji is largely concentrated on the review of

the Agricultural Land Lord and Tenants Act (ALTA). The way in which the land

tenure problems are solved is likely to determine the future economic performance

of Fiji.

Crocombe (1989) observes that the land tenure systems and ownership in the Pacific

Islands are incompatible with the Western or capitalistic definition of property

rights. For Fiji it has already been pointed out that the land market is the single most

2 A number of books and articles have been published on the reasons for the military
coups including the fear of the Fijians losing the ownership of their land. See for
example, Lal, (1988,1992), Lal, (1989), Howard, (1991), Prasad, (1988), Robertson
and Tamanisau, (1988) and Scar, (1988). For a general discussion of race, class,
politics and land see Ravuvu, (1991) Norton, R. (1990) Sutherland, (1984), Narayan,
(1984), Durutalo, (1985), Chand, (1994), Nayacakalou (1975)



important challenge to the success of the deregulation policy in Fiji (Treadgold,

1988 ). Apart from land, other natural resources such as minerals, fisheries, forests

are also exclusively owned by the Melanesian Fijians and any use rights assigned to

other groups is determined under the Fijian customary laws by the Native Lands

Commission. This provision is also included in Section 4 of the 1990 constitution

as follows3:

(4) "For the Purpose of this constitution the opinion or decision of the
Native Land Commission on

(a) matters relating to and concerning Fijian customs, traditions and
usage's or the existence, extent, or application of customary laws;
and

(b) disputes as to the headships of any division of the Fijian people
having the customary right to occupy and use any native land,

shall be final and conclusive and shall not be challenged in a court of law".

The exclusive ownership of natural resources by the Fijians is communal and not

private while the use rights are deemed to be private which can be in the form of

land leases, fishing licenses, mineral exploitation rights and logging rights. The

point of contention however, is whether use rights are secure and there is now

increasing fear amongst the tenants and investors about this issue.

Fiji is comprised of 320 islands and has a land area of approximately 18,272 square

kilometres and a sea area of 1,290,000 square kilometres.- The population is

approximately 750,00. The economic policy environment in Fiji has changed

markedly since the mid-1980s. There has been a very clear and direct move away

from the inward-looking and highly interventionist development strategies towards a

outward-looking or export-oriented development strategy. The agricultural sector

has also been the target of the deregulation policies currently pursued by the

3 The 1990 Constitution has been changed to includes provisions for a multi-party
government and some open political competition. However, the provisions relating to
the ownership of the land remains in place.



government (Government of Fiji, 1993). The agriculture sector has seen the shift

away from the import substitution and self sufficiency towards export-led growth,

The dairy, rice and the poultry industries has been gradually deregulated. Subsidies

and other support given to these sectors have been removed and tariff rates are also

being reduced.

The real impetus for the above policies came about after the two military coups in

1987 which caused economic chaos. The World Bank and the IMF seized the

opportunity and sponsored structural adjustment policies (SAPs) These policies

were intended to transform Fiji into a highly successful exporting nation, producing

goods through cheap labour (Chand et.al, 1993.). While the impact of these policies

on growth and development is still a matter of debate amongst politicians and policy

makers, its consequences on the environment has hardly been considered.

Fiji's current strategy for growth and development increasingly involves a move

towards export-oriented industrialisation. This inevitably involves a greater reliance

on the market and policy prescriptions such as deregulation of markets, reduction in

government expenditure, indirect taxes such as the introduction of the Value Added

Tax in 1992. The overwhelming obsession with this broad policy success can be

attributed to the export-oriented policies in the Asian NIC's. The wisdom of

generalising the model is controversial as the conditions and factors for success are

not necessarily the same everywhere and for Fiji, it is no exception.4 However, the

more important issue for Fiji and many other South Pacific Islands in relation to a

move towards a market economy is that of property rights and in particular the land

rights.

4 Tisdell (1996) for example points out that Pacific island nations need to cautious j
about adopting market based approach to policy making. In his view the social, >
economic and political and institutional structures in the island economies are very j
different and may not be suited for full-scale market based economy,



1.2.1 Fiji's Recent Economic Performance

There is no doubt that the military coups reduced the long-term potential for

sustained levels of economic growth in Fiji. Fiji's GDP showed remarkable growth

between 1971-1975 and this was largely due to the expansion of the primary sector.

This growth rate slowed until the early eighties and since has shown wide

fluctuations. As Figure 1-1 shows, Fiji's GDP growth is very erratic and shows no

trend.

Some economic commentators have contended that economic policies have

improved since the military coups. This view is based on the process of restructuring

and deregulation of the economy. However, if one considers Fiji's performance

since the military coups the overall result is a disappointing one. Growth peaked at

12.9 percent in 1989 when the interim government was in place. The reason for this

was the perceived political stability and the performance of the tourism industry

following the coups. For example Fiji's visitor numbers increased from 208,200 in

1988 to 250,200 in 1989.

Since the promulgation of the 1990 constitution GDP growth rate has remained

sluggish. A recent report on the Fijian economy by the Bank of Hawaii points out

that the per capita GDP growth between 1971-1995 averaged 1.6 percent as opposed

to the population growth of 1.7 percent.



Figure 1-1: Annual Growth Rate of GDP, Fiji: 1971-1995
(Constant Prices)

Years

It further points out that the average standard of living has not seen much

improvement in the last ten years, In fact poverty levels have increased and about

25 percent of the population now live below the poverty line (Ahlburg, 1995).

The government has done its best to adopt the structural adjustment policies and put

in place various incentives for foreign investment. However as Chand (1996) points

out the structure of the Fijian economy has changed little since the coups. The

government has tried to put out appropriate economic incentives but potential

investors both local and foreign have failed to respond to these. This frustration with

the sluggish performance of the economy despite some of the right economic

incentives have led to concerns about the land tenure and the constitution by the



World Bank and other commentators on the Fijian economy (World Bank, 1995,

Fallon and King, 1995, Chandra, 1996, Forsyth, 1996, Prasad and Tisdell, 1997).

There is increasing evidence from many developing countries that the real cause for

poor economic performance is the lack of appropriate social, economic and political

institutions (Olson, 1996). Solving the problem of property rights and the

constitution may promote long term sustainable economic growth in Fiji.

The shift in economic policy from the primary sector to the manufacturing/urban

based sector has been a rapid development in Fiji and its consequences for the

environment, both rural and urban may not have been considered seriously. The

theory behind this is that the manufacturing sector will be able to create enough jobs

to absorb the release of labour and resources from the rural areas and that

technological progress will occur in the primary sector to improve productivity and

output. In Fiji this has not been the case and government has continued to reduce the

expenditure on the agricultural sector. In the 1994 budget for example, it reduced its

expenditure on sugar industry development, rice development and for crop research

in general (Chand et.al 1993). The new economic policy seems to have ignored in

many ways some of the special features of the Fijian economy such as the role

played by the subsistence production, heavy dependence of the rural population on

natural resources for daily survival, the question of property rights and ownership of

resources and the different cultural and traditional practices that exist.

In this thesis, three sectors including the sugar industry, tourism and forestry has

been considered because both sugar and tourism and are the leading sectors in the

economy. The forestry sector is chosen because of a large involvement of the

Melanesian Fijians in the industry. One of the arguments put forward in the recent

report by the NLTB is that the current land tenure arrangement has served the sugar

industry well. The report points out that more land has been put under sugar

production and that production is efficient. However, this view is erroneous as

more sugar production has largely been driven by the guaranteed price under Lome



Convention and the increase in the number of hectares under sugar production

(Grynberg , 1995). The inefficiencies have largely remained.

The sugar industry is likely to face a major challenge as the prospect of continued

preferential treatment of Fiji's sugar export is diminishing. The current round of

world trading negotiations are likely to decrease the producer prices to the European

Union (EU) farmers. This is likely to cause the termination of the sugar protocol to

provide a greater share of the EU markets for farmers in the region. If this happens

then the sugar industry will face major problems. The structural changes in the

industry however can not wait until the Lome Convention comes to an end. Reform

of the industry may have to start soon, Grynberg (1995) suggests pricing, taxation,

and exchange rate policies may be used to achieve structural changes. However,

these policies may not be successful if farmers have short and unsecure leases which

will determine the level of investment and efficiency in the industry.

The tourism industry has surpassed sugar as Fiji's foreign exchange earner but

faces the problem of continued growth. Despite major financial breaks and tax

incentives in the last five years, investment in hotels and other tourism infrastructure

has not increased. Uncertainty about property rights together with political

uncertainty has affected investment.

The issue of property rights in land inevitably brings in the discussion of the role of

Native Land Trust Board (NLTB), NLTB manages 83 percent of the land on behalf

of the Fijian Landowners. Discussion of the role of NLTB is however, a very

sensitive issue, Getting appropriate information was difficult as any study about

NLTB is interpreted as questioning the land ownership by the indigenous Fijians,

Yet NLTB is not a Fijian traditional organisation as is interpreted by NLTB

officials. It was created by the Colonial government for the management of the



native land.5 In recent years the management of the land by the NLTB has come

under increasing scrutiny by the landowners. There is increasing dissatisfaction

amongst the landowners about the distribution of the rent and royalties. For example

since 1990 the NLTB has not produced any annual accounts which show the amount

of rent collected on behalf of the landowners and how they were distributed

(Review, 1997).

1.3 OBJECTIVES OF THE STUDY

The objectives of this study are, first, to provide a critical analysis of the nature of

property rights in land in Fiji and the distribution of rents through various

institutions such as the Native Lands Trust Board, second, to specifically analyse the

impact of property rights in land on production, investment and on the conservation

and management of the environment with reference to the sugar, tourism and the

forestry sectors in Fiji. Using primary data from the field work and secondary data,

several key questions relating to the land' tenure problems and production in the

sugar industry, land tenure and investment in the tourism industry, rent capture and

forest management and the environment are addressed.

1.4 STRUCTURE AND OVERVIEW OF THE STUDY

This thesis is structured as follows: Chapter 2 provides a brief but well rounded

survey of the theoretical underpinning of the role of institutions including property

rights and its relationship to economic performance and environment. Furthermore,

this Chapter reviews specifically the concept of property rights in land, In the

subsequent Chapter more specific review of previous studies relevant to the

respective Chapter is also provided.

5 See Ward (1995) on the formation of the Native Land Trust Board and the concept of
individual ownership amongst the chiefs before the formation of the Native Lands
Trust Board in 1940.



Chapter three presents a overview of property rights in Fiji. The specific focus is on

the historical development of the nature of property rights in land and the current

distribution of land according to ownership and class. In addition it discusses the

current issues such as the changes in the land rent and the institutional setup for the

management of the land. This provides a useful background for analyses in the

subsequent Chapters,

Chapter 4 analyses the role the Native Land Trust Board, the mechanisms for the

assessment of the Unimproved Capital Value (UCV) for the determination of

agricultural land rent. A further analysis is also done which shows the discrepancy

in the level of production in the sugar industry and the consequences for the export

revenue of Fiji of non-renewal of sugarcane leases.

Chapters 5 and 6 extend the analysis of the sugar industry in relation to the duration

of the leases and its impact on investment and production in the sugar

industry.Chapter 5 provides a brief historical background of the development of the

sugar industry in Fiji. It discusses the current position of the sugar industry in Fiji's

economy. Chapter 6 uses farm-level data from a field survey to estimate the level of

production and investment, It considers the issues in relation to the secured and

unsecured leases. The key question of the impact of the security of tenure on

investment and production is addressed in Chapter 6, The results point to some

important policy implications for the efficiency in the sugar industry.

Chapter 7 analyses the concept of sharecropping and its application to the sugar

industry and Fiji. Sharecropping has been suggested by a recent NLTB report as the

solution to the land tenure problem in Fiji, First, this Chapter therefore, considers

the theoretical and conceptual issues relating to sharecropping and second, its ;

postulates a simple model of sharecropping applicable to the Fiji situation. This j

model is then used to suggest whether sharecropping is a viable alternative for the |

sugar industry in Fiji. |
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Chapter 8 analyses the impact of property rights in land and how it has affected the

investment in the tourism industry. The theoretical and conceptual framework for

tourism as a development goal for developing countries is discussed. The

contribution of the tourism industry to the Fijian economy is also considered. The

key issues in property rights in land and its impact on investment is analysed.

Chapter 9 provides an analysis of the nature of property rights in the forestry sector,

rent capture and aspects of forest management in Fiji. This Chapter addresses the

key question of whether the current royalty system applied in Fiji is beneficial to the

landowners and whether it is environmentally friendly. A model for rent capture has

been been postulated to analyse the level of rent capture. Modification of the model

is suggested so as to take account of environmental damage arising out of forest

exploitation by timber companies.

Chapter 10 deals with the conceptual and theoretical underpinning of the

relationship between property rights and the conservation and management of the

environment. Key environmental issues in Fiji are discussed in relation to property

rights in land.

Chapter 11 summarises the main findings of the thesis and provides an agenda for

further research in this area.
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CHAPTER 2

INSTITUTIONAL ECONOMICS, THE THEORY OF PROPERTY RIGHTS,

ECONOMIC DEVELOPMENT AND THE ENVIRONMENT

2.1 INTRODUCTION

The purpose of this Chapter is to briefly consider a number of issues relating to the

role of property rights in economic development, but more generally to consider the

theoretical frameworks in which the issue of property rights have been considered.

More specifically the Chapter provides a theoretical discussion of some the major

issues regarding the role of property rights including the issue of efficient resource

allocation which are relevant for the analysis and discussion in the Chapters that will

follow. It should be pointed out at the outset that the literature on the role of

property rights in economic performance is both diverse and extensive. Therefore,

this Chapter is selective. Specific review of previous studies are however, presented

in the appropriate Chapters that follow.

Bromley and Cernea (3989: 5) define property rights as "a right to a benefit stream

that is only as secure as the duty of all others to respect the conditions that protect

that stream". Thus property rights involve institutional issues which relate human

behaviour to the exploitation of a particular resource. Property rights are also related

to the broader questions of economic growth, democracy and political and economic

freedom of individuals, and environmental concerns in many developing countries.

As discussed later in the Chapter, the issue of property rights is currently a very vital

issue for former socialist and communist countries which are at present making a

transition to a market economy.

The role of property rights and its relationships to economic development and

environment can be discussed within the broader economic literature of institutional,

environmental and development economics.
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The structure of the Chapter is as follows: Part II discusses the institutionalises

approach to economic policy making. Part III addresses the relationship between

property rights and economic performance, while Part IV considers the development

of property rights in transitional economies. Parts V-IX provide a discussion of the

relationship of property rights to broader issues such as democracy, economic

growth, rent-seeking and the differences between the Western concept of property

rights and some of the indigenous concept of property rights. Part X deals with the

role of property rights in the conservation and management of the environment.

2.2 INSTITUTIONAL ECONOMIC FRAMEWORK

According to advocates of institutional economics, the discussion of institutions as a

serious issue in economics is much more legitimate now than perhaps what it was in

the late sixties and seventies (Maki, 1993: 3). Samuels (1995: 570) also maintains

that institutionalism is much more important and has been revitalised and claims

that institutional economics has a lot of prospect of providing a useful frame-work

for economic analysis in future. Within the field of development economics,

economists such as Hirschman (1958), Leibenstein (1957), Myint (1965), Fei and

Ranis (1964), Myrdal (1957) and Nurkse (1953) considered institutional factors and

indeed institutions as important dimensions in explaining economic development

problems. But before the discussion on why it is much more important now, it is

important to briefly trace the development of institutional economics as a serious

issue in economic analysis.

The current debate within the institutional economic thought is divided between the

old and new institutionalists. Rutherford (1995: 443) points out that on close

examination the old and new institutionalists do not differ much and that both grew

out of concern at the lack of consideration of institutions in conventional

neoclassical economic analysis. Rutherford (1995) identifies new institutional

economics with Douglas North's contribution and the old institutional economics
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with Veblen, Mitchell and Commons's contribution. While the purpose of this

Chapter is not to analyse the debate between the old and the new institutionalists, it

is nevertheless appropriate to highlight some of the points that are often raised.

Again Rutherford (1995) provides an explicit account of the old institutionalist's

view. He points out that according to Veblen technological changes in society brings

about changes in the social and cultural attitudes and indeed the institutions that

support them. Veblen refuted the idea that individuals always maximise behaviour

and act rationally. He suggested that behaviour is conditioned by different social and

cultural attitudes prevailing at a particular time. Mitchell according to Rutherford

provides a similar argument as Veblen but puts less emphasis on technological

change. Commons (1950) emphasises the development of institutions as caused by

changes in both the political and judicial processes. Interest groups and political

parties and organisations may determine the kind of institutional structures that are

created in the society.

The new institutionalism is identified with Douglas North's contribution to the

theory of institutions and economic development. According to Libecap (1992:227)

"Douglas North has been on of the foremost economists in asserting that much

more attention must be directed to the institutional structure of a society in general,

and to its property rights arrangements in particular, for explaining variations in

economic performance across societies and across time". North's critics, however,

point out that he may have ignored contributions from the old institutionalists

(Dugger, 1995: 453, Stanfield, 1995: 459). Others such as Groenewegen, Kerstholt

and Nagelkerke (1995:473) seem to agree that North's later contribution may be

"consistent with the old and neo-institutionalists, especially with the idea of John R,

Commons". Despite the methodological debates between the old and the new

institutionalists, the role of institutions in explaining economic performance is

widely accepted. The neoclassical theory of rational choice and individual

maximising behaviour is being increasingly challenged and modified through the

work of new institutionalist's such as Douglas North. It is therefore appropriate to

further discuss North's contribution.
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North's contribution can be traced from as early as 1955 when he first explained

economic growth in terms of the institutional structures present in a developed

capitalist state (North 1955: 243). Subsequently he moved from this position to

explain the role of institutions in the performance of economies and tried to explain

both efficient and inefficient institutions and how these affected the economic

variables such as GDP or economic growth in general (North and Thomas, 1973:

127). Within the institutional structures, issues such as property rights, role of states

and the bureaucratic structures and technology have occupied prominent positions.

The power structures in society was seen by North to be an important factor in

determining the kind of institutional structures that emerged. For example North

(1981) points out that the bargaining process between the rulers and subjects may

bring about inefficient outcomes.

North further points out that the standard neoclassical theory may be inadequate in

explaining the economic variables when transaction costs are not zero. Indeed, he

postulates that transaction cost is always positive and if this is the case then

institutions matter. North (1990:97) defines institutions as follows:

"Institutions are the humanly devised constraints that structure political, economic

and social interaction. They consist of both informal constraints (sanctions, taboos,

customs, traditions, and codes of conduct), and formal rules (constitutions, laws and

property rights.) Throughout history, institutions have been devised by human

beings to create order and reduce an uncertainty in exchange. Together with the

standard constraints of economics they define the choice set and therefore

determine transaction and production costs and hence the profitability and

feasibility of engaging in economic activity. They evolve incrementally, connecting

the past with the present and the future... Institutions provide the incentive structure

of an economy; as that structure evolves, it shapes the direction of economic change

towards growth, stagnation, or decline,"
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According to North the existence of different kinds of institutions ultimately

determine the kind of economic performance a particular country achieves. Specific

institutional conditions need to be taken in consideration when policy prescriptions

are put forward. Various incentive structures are determined by the different

institutions and therefore the outcome of economic activities may be efficient or

inefficient. On the basis of this he criticises neoclassical theory for ignoring the

existence of institutions. By understanding institutions and change, by integrating

institutions in economic models and by understanding political processes the

problems of economic development in many third world countries can be better

explained. North believes that the historical process are important and he states for

example that, "it is institutional analysis that connects change in economies over

time, ties the past to the present and future, and relates the separate parts of an

economy to each other (North, 1993: 259).

Samuels (1995: 573) summarises eight aspects of institutional economics as follows.

First institutional economists tend to emphasise the evolutionary processes through

which institutions evolve and rejects the neoclassical theory of automatic

adjustments mechanisms through changes in the price system. Second,

instutionalists reject the neoclassical view of a free and efficient market. They

emphasise that the existence of institutions suggest collective actions on the part of

individuals in the society. They also argue that the market system is itself a result of

different institutions existing at a particular point in time.

The third important point made by institutional economist is that the state of

technology is not given. Technology is a process of continuous change and this

causes important institutional changes. It determines the ultimate availability of

physical resources. Fourth, institutionalists propagate the view that resources are

allocated through the various institutional structures and in particular the various

power relations in the society. In fact, in many developing countries large amounts

of resources are vested in the hands of local elites and those in political offices.
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Often there is a deliberate collusion between the local business elites and those who

control state power in the process of allocation of national resources.

Fifth, according to Samuels (1995:574) "the institutionalises theory of value does

not concern the relative prices through which the values ensconced in institutions,

social structures and behaviour are worked out". Sixth, is the fact that both culture

and power determine the way in which an individual behaves. Individuals are bound

by the society's norms and values and they behave in a collective rather than an

individualist way. This view again refutes the standard neoclassical view of

individual maximising behaviour. Seventh, Samuels points out that institutional

economists are more "pluralistic or democratic in their orientations." He suggests

that the neoclassical view often accepts the given institutional structure and within

this it also takes as given the power and social structure. It is not concerned about

the inequality and other social evils that may be a result of the existing institutional

structures. Finally, the institutional economists view the economy in a holistic way

and have tried to explain economic activities in a multi-disciplinary way.

One of the criticisms of the institutional economists by the mainstream orthodox

economic analysis is that institutionalists merely present a dissenting view to

neoclassical economics. They claim there are no credible alternatives offered by the

institutionalists. To this institutionalists respond by claiming that they have moved

beyond dissent and have accepted a challenge to provide credible alternative

economic analysis (Kelin, 1993). In fact (Kelin 1993: 14) points out that "while the

founders of institutionalism, Veblen, Mitchell and Commons were sceptical about

the adequacy of neoclassical theory, their preoccupation was not to criticise only but

they also tried to put forward alternative theoretical perspectives".

Institutionalists have been increasingly critical of the ability of mainstream

economics to explain the continued economic development problems not only in the

developing world but also in the developed world, Tool (1993), for example, points

out the inadequacy of policy making through orthodox economics and its resurgence
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in the 1980s by the Thatcher government in Britain and Reagan administration in

the Unites states, Policies such as deregulation, privatisation, reduction in the size of

government were all designed to improve the workings of the market. He points out

that, "In consequence, by design or inadvertence, a large number of fundamental

economic and social problems were left insufficiently addressed and unresolved,

including protracted unemployment, increasing inequality of income, increasing

poverty, neglect of children and their needs, corrupted and deferred environmental

management, underfunded infrastructure, deficient support for education,

destabilised financial structure and the like", (Tool, 1993: 2). The policy packages of

Reagan and Thatcher eras have been translated in to the new role of both the IMF

and the World Bank. The policy reforms advocated by the IMF and the World Bank

in many Third World countries invariably include privatisation, deregulation,

reduction in the size of government and an overall commitment to free trade and a

well developed market system. Many commentators on the performance of these

policies have doubted the ability of these policy prescriptions to bring about

meaningful development benefits to the peoples of third world countries (Singer,

Hatti and Tandon, 1991). According to Tool (1993) the economic malaise of many

western countries and also the Eastern European and the former Soviet bloc

countries have led to increasing doubts about the ability of orthodox and

Marxist/socialists type policy principles to bring about desired economic results. He

feels that institutional analysis may shed some light on the rethinking of policies for

economic development.

According to Adams (1993:245), "institutional differences are fundamental in

explaining national development paths". He provides a useful account of the way in

which the role of institutions as structure, process and incentives affect economic

development. Adams contention is that development economics must be different

from the mainstream economics because it recognises the institutional constraints,

However, Adams (1993:250) also highlights the differences between the

development economists and institutionalists as follows: "Despite much agreement

and interaction, an important division remained between institutional economists
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and development economists: the former stressed the importance of institutions and

the dysfunctions of market capitalists system in all settings, while the latter

generally held to the tenet that institutions mattered and markets are meaningful

flaw-ridden only in relatively underdeveloped areas".

As structures, institutions in society determine the way in which social, cultural

political and economic relations are conducted. It is therefore important from the

institutionalises perspective that various structures that form the institutions need to

be carefully considered in policy making. As a process, institutions and what they

do, are according to Adams (1993) meaningful in understanding the changes that

take place in an economy or in the society as a whole. These processes help to shape

the various rules and procedures often applied in conducting economic activities.

From the discussion of the institutionalists literature so far it is amply clear that

institutional economics as a sub-discipline provides meaningful insights into

understanding the development problems not only in the developing countries but

also in the developed countries. The objective of this thesis is to study the

relationship of one of the institutional features, that is property rights to the

economic development and environment of Fiji. Therefore the rest of this Chapter

will consider the theoretical underpinnings of the role of property rights in economic

development and environment. More specifically it will also consider the theoretical

and conceptual framework of the nature of property rights in land. Related to the

development of the type of property rights structure in an economy is the issue of

rent-seeking activities will also be considered. Rent-seeking arises from the fact that

individuals or groups possessing property rights often have rent-seeking objectives

so the discussion of the process involved should shed some light on it.

2.3 PROPERTY RIGHTS AND ECONOMIC PERFORMANCE

The literature on the definition of property rights is varied, however, two of those

which perhaps includes general definition is important. Bromley (1991) defines

property rights as a claim to a benefit stream that the state will agree to protect
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through the assignment of duty to others who may covert, or somehow interfere

with the benefit stream. Furubotn and Pejovich (1974:3) define property rights as

follows:

"Property rights are understood as the sanctioned behavioural relations

among men that arises fi-om the existence of goods and pertain to their use.

These relations specify the norms of behaviour with respect to goods that

each and every person must observe in his daily interactions with other

persons, or bear the cost of non observance. The term "good" is used here

for any thing that yields satisfaction and utility to a person".

Following Coase (1960) it became somewhat legitimate to include the structure of

property rights in the analysis of many policy questions (Bromley 1989). Coase

agreed with the view that clear definition and secure property rights are necessary

for economic efficiency. He argued that in a world with full information, strict

administration and enforcement of contracts and low transaction costs, distortions in

the market arising from externality can be resolved by a clear definition of property

rights. Coase (1960) also demonstrated that when property rights are well defined

and the transaction costs zero then resources would be allocated to agents where it is

most valued regardless of which of the transactors assumes liability for their effects

on any other agent. As pointed out by Barzel (1989) Coase does not address the

conditions under which liability problems arise. Barzel (1989) points out that

liability poses a problem only in the presence of variability that is too costly to

eliminate,

The standard neoclassical theory assumes a set of private property rights that already

exists and that which governs the use of all natural resources. Individuals engage in

economic activities where exchange, enforcement and policing costs of contractual

activities are zero. The conclusion often drawn is that capitalism is an efficient

system because it allows the right of ownership and contractual freedom (Pejovich

1990). This means that under this system individuals are free to pursue profit-
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maximising or utility-maximising activities and that this ensures an efficient

allocation of resources. However, this may not always be the case. For instance

costs may be involved in the actual maintenance of the private property rights

structure. Apart from this, there is also the case of "information asymmetry" (Riker

and Weimer, 1994). They point out that in the process of exchange there is unequal

sharing and accumulation of information. This may lead to inefficient outcomes and

may thus strain the neoclassical framework. Tietenberg (1992) accepts the

neoclassical premise and suggests that an efficient structure of property rights could

produce efficient allocation of resources and he identifies four characteristics of

property rights which are necessary (Tietenberg, 1992:45-46).

• Universality- All resources are privately owned, and all entitlements

completely specified;

• Exclusivity- All benefits and costs accrued as a result of owning and using

the resources should accrue to the owner, and only to the owner, either

directly or indirectly by sale to others;

• Transferability- All property rights should be transferable from one owner to

another in a voluntary exchange and

• Enforceability- Property rights should be secure from involuntary seizure or

encroachment by others.

Tietenberg's framework is very similar to that proposed by Randall (1987) who also

put four conditions for efficient allocation of resources as complete, exclusive,

transferable and enforceable. Posner (1972) provides three conditions for efficient

property rights which include universality, exclusivity and transferability. These two

very similar frameworks are important from the point of view of resources. This

means that if exchange (trade) under these conditions takes place then resources will

be allocated to or in accordance with highest value end uses. In fact, Tietenberg

believes that analysis of the property rights stmcture can reveal that the failure of

one or more of the conditions above, has caused inefficient allocation of resources.
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North (1990) sums up the issue of property rights and the neglect of the issue of

property rights as an aid to explaining economic performance as follows (North,

1990:11):

"The disparity in the performance of economies and the persistence of disparate

economies through time have not been satisfactorily explained by development

economists, despite forty years of immense effort, The simple fact is that the theory

employed is not up to the task, the theory is based on the fundamental assumption of

scarcity and hence competition, its harmonious implications come from its

assumptions about friction-less exchange process in which property rights are

perfectly and cosllessly specified and information is likewise costless to acquire.

Although competition scarcity have provided the key underpinning of neoclassical

theory, the other assumptions have not survived well".

What the above definition suggest is that the world or society in reality does not

conform to the assumptions made by the neoclassical theory and hence to rely on

that analysis to explain the performance or failure of economies may not always

give a true picture of the economy. The attempt to include the issue of property

rights and indeed the various institutions that underlie these rights into economic

analysis stems from cost considerations. Various advocates of property rights

analysis such as Cheung (1970), Demsetz (1967), Alchian (1969), Wallis and North

(1986), Barzel (1989) and Pejovich (1990) point out that any system of property

rights entails costs and this needs to be taken in to consideration. While there is

disagreement on the actual costs involved in the maintenance of different property

rights systems, it is not a major point of contention. For example, the costs in

maintaining a private property rights system may be much lower in civil society

where democratic principles are highly valued and may be very high where the rule

of law may be in danger, that is the cost of maintaining private property in such a

country may be higher. Private property is only secure and its owner can only reap

the benefits from it, if others are prevented from the use or appropriation or theft.
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When common property or communal property exists, institutions created to

manage those resources may be costly. For example the establishment of the Native

Lands Trust Board in Fiji for the administration of the Native Land is seen to be

very costly and an inefficient institution (World Bank, 1991).

The theory of property rights and the institutions that support the maintenance of

particular types of property rights invariably imply that it is an important factor in

explaining the differences in economic growth and development amongst countries

and in particular Third World countries. While many theorists agree that a system of

private property rights which meets the four characteristics of universality,

exclusivity, transferability and enforceabilty will ensure efficient allocation of

resources, they realise that in most cases these characteristics are never met. This

leads them to conclude that the analysis of property rights and associated institutions

can provide improved evidence of the problems or impediments to effective

economic growth and development.

Pejovich (1990), for example, points out many reasons for the differences in and

problems of economic development that have been identified. He further points out

that many developing countries attributed their problems to lack of resources, lack

of capital and exploitation by former colonies but after decades of sovereignty they

are still in inferior economic conditions. While it is not possible to discount the

factors such as lack of resources and capital in economic growth and development,

these alone do not fully explain the economic failures in many developing countries.

This is one reason why the theory of property rights as proposed by its proponents is

a useful tool for understanding the problems or impediments to economic

development.

Pejovich (1990) has produced empirical evidence suggesting that those countries

that have shown respect for the right of private ownership and freedom of contract

have done better than other countries regardless of their respective availability of

resources, high or low rates of savings, or growth oriented economic policies.
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It follows then that the role of property rights is a vital component of economic

growth and development. It is therefore logical to argue that the key to the

explanation of why economic development has been limited both historically and

currently lies in the institutional or property right structure of the country. The

economics of property rights quite unambiguously points out that investment by

entrepreneurs is an essential ingredient to economic growth. Both firms and

individual in the pursuit of investment have to undertake risks and if property rights

are not clearly defined then the ability of investors in general to invest is limited by

their own choice.

For the purpose of this thesis, the definition of property rights (Property rights are

relations among men that arise from the existence of scarce goods and pertain to

their use) provided by Furubotn and Pejovich (1974) is consistent with the

arguments that will follow. According to Pejovich this definition is consistent with

Roman law, common law, Karl Marx's writings and the new institutional (property

rights) economies'. This definition does not separate human rights from property

rights, indeed one's right to vote and speak is one's property right and that it is a

necessary human right (Macpherson 1978, Barzel, 1989). And, if this is restricted by

legislation, constitutions or other institutions then it will have a serious repercussion

on the kind of economic activity an individual or a firm might undertake.

2.3.1 Property Rights in Land

In this section I provide only a brief introduction of the issues in relation to the

property rights in land. More detailed discussion of the literature is provided in the

Chapters that follow. The impact of property rights on agricultural productivity has

attracted a lot of interest by economists and research in this area is continuing. The

reason for this is best summarised by Jaynes (1984:43) as follows;
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" a growing reemergence of the belief that agriculture has a primary role to play in

the development of contemporary economies; a closely related realisation that land

tenure institutions must be understood if past agricultural societies are to be put in

historical perspective; and finally, the recognition that tenurial organisation is

connected to the problems that have given rise to the theory of information,

uncertainty, and incentives ".

The nature of property rights in land and its impact on agricultural productivity has

been the focus of economists for a long time including Adam Smith, Karl Marx ,

Alfred Marshall, Richard Jones, and John Stuart Mills, The classical economists

have generally regarded the development of the nature of property rights in land as a

'historical-evolutionary process. Jaynes (1984: 44) points out four modes of tenancy

arising from the classical approach which include, "rent in the form of labour, share

rents, fixed rents in the form of produce and fixed rents in the form of money".1

Most of the writers including Adam Smith recognise the importance of a well

defined property rights in land in enhancing productivity in agriculture. In Chapters

6 and 7 more detailed reviews are provided on the impact property rights in land on

productivity and investment.

2.4 PROPERTY RIGHTS IN TRANSITIONAL ECONOMIES

Fiji's economy can be described as being in the process of transition. While it does

not reflect the magnitude and scope of transition of former socialist economies, it

nevertheless reflects similar principles. In the case of Fiji, the transition is from an

import-substitution economy to an export-oriented one. While the property rights

issue has always been a concern, it has become an important issue in the midst of the

new economic policies. Even the World Bank which traditionally refrained from

highlighting the property rights issue has now identified it as a major problem

(World Bank, 1995).

1 More detailed discussion of the four modes of tenancy is provided in Chapters 6
and 7.
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From the institutional economics perspective, "getting the prices right" is considered

less desirable for transitional economies such those in Eastern Europe and former

Soviet states. Williamson (1995: 173) for examples points out that

"Although eliminating tariffs, quotas, and subsidies and making

markets work have a lot to recommend them, that prescription too is

over simple and poorly suited to the needs of reforming (as against

developing) economies, "Getting the property rights right" seemed to

be more responsive to the pressing needs for reform in Eastern

Europe and the former Soviet Union".

Structural adjustment policies advocated by the World Bank and the IMF invariably

imply "getting the prices right". Privatisation policies for example pursued by many

developing countries involve eliminating the inefficient public enterprises and as

Williamson (1995) points out it has become the "new prescription". Privatisation

per se however does not mean efficiency and competition as the process itself has

been controversial. Frydman and Rapacynski (1993: 13) point out that

"the meaning of privatisation in Eastern Europe has turned out to be

complex and ambiguous. Instead of the clarification of property

rights and the introduction of incentives characteristics of a

capitalist society, the privatisation process has so far often led to a

maze of complicated economic and legal relations that may even

impede speedy transition to a system in which the rights of capital

are clearly delineated and protected".

The inconsistency of the privatisation process also causes problems for many

countries involved in the transition. Privatisation is often seen as a sectoral issue

rather than one which is related to all the sectors. In Fiji, for example privatisation

implies sale of public enterprises which are inefficient. It is not extended to other

sectors such as land and natural resources which are communally owned and which

28



may have a direct impact on the privatisation process itself. However, it is sufficient

at this stage to hypothesise that incentive characteristics for a capitalist economy are

conspicuously absent. The property rights issues are clearly in the forefront of the

factors affecting the performance of the Fijian economy.

2.5 PROPERTY RIGHTS, ECONOMIC GROWTH AND DEMOCRACY

The collapse of the Soviet Union and the transition to democracy and capitalism has

once again brought the debate on democracy versus economic development in the

forefront. This debate can clearly be separated in terms of the optimistic and the

pessimistic view. Goldsmith (1995:157) points out that "often left out of the

equation is property rights as a factor distinct from democratic rule". While property

rights as an issue is directly linked with the type of government, there is still debate

about the ability of governments to ensure secure property rights. First it is

appropriate to look at the issue of democracy and economic growth. The pessimistic

view is that there is no relationship between democracy and economic growth

(Huntington and Olson, 1976 and Olson, 1982). The theoretical rationale for the

pessimistic view is that popular democratically elected governments are under

pressure to adopt welfare-oriented policies. These policies in turn demand large

levels of public spending which in turns inhibits national saving and the formation

of capital. The pessimists almost contend that dictatorship or authoritative

governments are better in the initial stages of economic development. This view

invariably assumes that democratic governments may be unstable from the point of

view of investment incentives and decisions.

The optimistic view supports the establishment of democratic governments to foster

economic growth. This view is consistent with the mechanics of a free market

economy. It is based on the premise that economic agents act in their self-interest by

maximising their welfare. This is consistent with the neoclassical view of how

markets work. Paster and Hilt (1993:502) contend that, "democratic political

structures foster private investment by bolstering belief in the political system's
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desirability". It is believed that democratic institutions allow efficient allocation of

resources as the economic decisions regarding the market mechanism are not

tampered with as can be the case in undemocratic institutions, Goldsmith (1995,159)

sums up the optimistic view as follows: 'both democracy and capitalism foster

freedom of choice and tend to unleash peoples creative energy. What never work in

the long term are authoritarian campaigns to drive society forward in a forced march

to modernisation".

There is no consensus on the question of which view, pessimistic or optimistic view,

is acceptable, A survey of twenty four empirical studies (Sirowy and Inkeles, 1990)

and Przeworski and Limongi (1993) provide conflicting results. Out of these, eight

found a positive relationship between economic growth and democracy, six found a

negative relationship, seven showed no real relationship. Similar empirical studies

by Bilson (1982), Vorhies and Glahe (1988) also show positive relationship. Studies j

by Goldsmith (1994) and Burkhart and Lewis-Beck (1994) find no relationship,

2.5.1 Property Rights and Democracy

While there is no consensus about whether or not democracy supports economic

growth, there is greater agreement about property rights within the framework of

democracy (Goldsmith, 1994). Within the capitalist system the issue of property

rights or the enforceability of property rights is vital, In the absence of this,

commercial and entrepreneurial activities may be impaired, In the words of Adam

Smith (1937:862) "Commerce and manufactures can seldom flourish long in any

state which does not enjoy a regular administrative justice, in which people do not

feel themselves secure in possession of their property in which faith of contracts is

not supported by the law".

Goldsmith (1995) states that in a capitalist mode of production, the making and

enforcement of contracts is vital. This can only happen if the state protects the rights

of individuals to own property. In a democratic framework it is believed that as the
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security of property becomes institutionalised, a moral obligation also arises on the

part of the state to ensure its survival. Rosenberg and Birdzell (1985:139) point out

that "as contracts and property rights enforceabiiity becomes institutionalised, free

trade and capitalist development is promoted". In many developing countries lack of

security of property rights and the inability of governments to ensure its

enforceabilty are real impediments to economic efficiency and growth. It has already

been pointed out earlier in this Chapter that where property rights are undefined,

insecure and not enforced by the state, people have less incentive to invest or take

innovative or entrepreneurial initiatives. Various studies such as Scully, (1988),

Scully and Slottje (1991) and Torstenssion (1994) on the issue of property rights

lend support to this view.

2.5.2 Property Rights and Economic Growth

Growth models emphasise the way in which resources are used with appropriate

technology and capital. Neoclassical models generally imply that accumulation of

capital is the basis for growth although population growth and technological

progress have also been considered. Torstenson (1994), however, points out that the

neoclassical growth model takes a well defined and enforceable property rights as

given. This in his view is acceptable in the case of developed countries but not in the

developing countries where property rights are not secure and are not always

enforceable. For the purpose of this thesis, the hypothesis is that well defined and

enforced property rights can lead to high levels of GDP growth. In the case of Fiji,

lack of well defined property rights in land and enforceabiiity of private property is

in general the cause of poor economic growth performance.

2.6 CONSTITUTIONS, ECONOMIC PERFORMANCE AND
PROPERTY RIGHTS

The literature on democracy, property rights and economic growth does indicate

though without consensus, that economic growth is enhanced by the existence of
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well defined property rights in a democratic framework. In many developing

countries, democratisation has followed after a constitutional framework is put in

place. It may be appropriate to state the relationship as follows. In many cases

constitutions provide a basis for democracy, which in turn ensures to a large extent

the existence of secure property rights and these lead to economic growth.

According to Elster (1995: 209) "constitutions matter for economic performance to

the extent that they promote stability, accountability and credibility".

Riker and Weimer (1994) point out four characteristics of property rights as

necessary for efficient economic activity. These are "allocation, trespass, alienation

and credibility". They point out that political stability is vital for a credible property

rights system. In the former socialist countries, political stability is an important

factor for an effective transition to a market economy. In many of this countries such

as Russia, Hungary, Poland and Czechoslovakia, the degree of political instability is

not conducive to credible property rights system (Riker and Weimer, 1994). While

constitutions do not by themselves always lead to political stability, they do provide

some structure to political processes. These structures provide the basis for credible

policy decisions. Riker and Weimer (1994, 87) point out that "the efficient use of

economic resources requires not only that rights to property be currently effective

(clearly allocated to individuals, alienable at low cost, and secure from trespass), but

those now exercising the rights believe that they will continue to enjoy the

effectiveness in the future". Governments which are based on constitutions that lack

credibility do not provide a credible commitment for the maintenance of effective

property rights. The creation of future wealth depends on credible commitment of

the state not only for economic but also for civil rights, The individuals in the

society will be less inclined to forgo current consumption in order to accumulate

savings for investment and innovation. They will be less inclined to adopt new

technology for increased production and all other entrepreneurial activities if their

economic and civil rights are not credibly guaranteed. Economic growth and

development is retarded in the long run (Riker and Weimer, 1994). Constitutions
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which at least lay the foundation for the protection of civil and economic rights can

provide some incentive for future investment and economic growth,

In the case of Fiji, the 1990 constitution implemented after the military coups of

1987, is a major point of national political debate. It provides a structure where one

ethnic group is given exclusive control of government. Furthermore, it restricts the

ownership of resources to Melanesian Fijians.2

2.7 PROPERTY RIGHTS, RENT SEEKING AND GOVERNANCE.

According to Buchanan (1980) the rent-seeking analysis can be placed within the

broad area of institutional economics and public choice literature. Tullock (1980)

designates rent seeking as a "negative-sum game11. Rent seeking is defined as a

process where individuals derive income without actually improving productivity or

even lowering it. It ultimately leads to a loss in the society's welfare (Tullock, 1980).

Directly unproductive profit-seeking (DUP) is another term that is used to analyse

the process of income derivation with out contributing to productivity (Bhagwati

and Srinivasan, 1980). While there is no consensus amongst economists on the type

of analysis in the two approaches, the concept of deriving income without

contributing to productivity is generally accepted in both cases. The analysis in DUP

is considered more formal than the rent seeking. Rowley (1988: 19) for example

points out that "Specifically, if the public choice, rent seeking literature would

incorporate a little more of the formal modeling of DUP, while DUP would pay

more attention to the institutional perspective of public choice, the overall quality of

rent- seeking contributions should rise",

2 The 1990 constitution has been reviewed and changes including the provision for
multi-party government has been accepted by different political parties. New
elections are likely to be held in 1998. However, the institutions governing Fijian
land and customs have been further entrenched in the new constitution. Ownership
of all natural resources have been entrenched in the new constitution,

33



Criticism of the rent-seeking and DUP analysis is based on the fact that no

acceptable method is used to decide whether or not the activity undertaken is

unproductive (Samuels and Mercuro, 1984). North (1986) criticises the rent-seeking

and DUP analysis for failing to take in to consideration the transaction costs

involved in the process of deriving income.

Rent seeking behaviour has implications for the actual governance of resources in a

country. In the case of Fiji, the concentration of the ownership of native land and its

management by the Native Lands Trust Board is a source of rent-seeking activities

(Prasad and Tisdell, 1996). The NLTB acting as both a monopolist and monopsony

distorts the land market and has caused unequal distribution of land rents to the

landowners.

More generally, it has been pointed out that good governance and appropriate sets of

property rights are important for achieving sustainable development (Tisdell and

Roy, 1997). Good governance has been emphasised by proponents of market-led

economic growth (Fox, 1995). More recently, both the World Bank and the IMF

have strongly advocated good governance as a precondition for restructuring the

economy. The 1997 World Development Report for example describes how

corruption and bad governance can reduce the growth potential of economies. The

concept of governance differs widely. Some view it in a narrow sense and apply it to

the development and provision of basic infrastructure for the private sector. For

others, it means the development of appropriate governing institutions through the

political process. Fox (1995:2) defines governance as "the institutions and processes

that structure the exercise of state power framing the broad 'who gets what and why'

of development policy". The World Bank defines governance as "the state's

management of economic and social resources (World Bank, 1994). The nature of

property rights and the nature of governance have therefore become important

policy considerations in many developing countries.
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In the case of Fiji, there have been concerns about the management of the economy

and corruption in public enterprises. For example the National Bank of Fiji

collapsed due to mismanagement and corrupt practices involving politicians and

senior bank officials. Apart from this, a number of government owned enterprises

have been operating at a loss for a number of years (Prasad, 1997). These include

the National Trading Corporation, Rewa Rice Ltd, Yaqara Pastoral Co. Ltd, Fiji

Pine Ltd, Pacific Fishing Company, Air Fiji Ltd, Pacific Forum Line, Ports

Authority of Fiji, Public Rental Board and Fiji Broadcasting Commission. The

NLTB has also been running at a loss and has not produced audited financial

statement since 1989. These are examples of mismanagement of resources and

uncertainty about the property rights and instability in the political situation has

affected Fiji's recent economic performance.

2,8 WESTERN PROPERTY RIGHTS CONCEPT AND NATIVE LAND

RIGHTS

Native people in may parts of the World in recent times have demanded the

restoration of their system of ownership in land (Tully, 1994). The demand for this

has been prominent in Canada, New Zealand, USA and on a smaller scale in

Australia. Native people in other developing countries are also considering this

option.

Tully (1994) points out three views on native property and in particular land rights.

The first view is that Western property systems in many countries are unjust,

because it was established as a result of force. The second view is what Tully

(1994:157) calls "in virtue of the legal positivist principle of effective occupation

and use in the last countries". He presents a third view which does not call for the

overthrow of the Western systems, as it provides the legal framework for the

perceived injustice to be redressed. The origins of the Western property rights

concept can be traced to Locke's theory. The Lockean view identifies the initial

settlement of native people as those without any "political society", commercial or
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market-oriented activity. Their system was based purely on subsistence activity such

as hunting and gathering. The property rights existed only in the labour they

provided. Land in the traditional societies has been communally owned and

members were free to use land that was not used. The were no rules or laws

governing the use of the land in the sense of the Western legal and property rights

system. In contrast to the traditional societies, Meek (1976) points out that the

Western system (European) has established legal systems, market oriented activities

and political systems.

The justification for the establishment of the Western legal and property rights

system is derived from the issue of productivity, The Lockean view is that a system

based on commercial activity increases productivity of the land. The system is

therefore regarded as superior to the traditional system. It is further pointed that as

traditional societies move into commercial activity, the need for a clear legal and

secure property rights systems becomes necessary.

The Lockean view however, has been criticised as Western prejudice about the

organisation and functioning of traditional societies. Tisdell and Roy (1997: 32) for

example point out that "Westerners appear to have shown a preference for two types

of property rights, those of private property and state property". They contend that

communal ownership may not necessarily be inefficient and environmentally

destructive. This is particularly true for those communities where traditional rules

are clearly defined and use rights for natural resources are clearly understood.

2.9 PROPERTY RIGHTS AND THE CONSERVATION AND
MANAGEMENT OF ENVIRONMENT

The debate over particular environmental policies is usually cast in the metaphor of

a "market failure". The Coase theorem is used to argue that the initial assignment of

property right is irrelevant to the outcome as long as there is a definite initial

assignment (Bromley 1989). However, it has been suggested that the initial
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distribution of property rights can contribute to the inefficiencies. According to

Tietenberg (1992), environmental problems arise when property rights are ill-

defined. They also arise when property rights are not exchanged under competitive

conditions and when social and private discount rates diverge. This means that

environmental problems could be avoided if the property rights systems are

universal, exclusive, transferable and enforceable. These conditions will provide

incentive to individuals and firms to use resources efficiently and conservation and

management initiatives taken will be in their interest. However, this idealism is far

from the case in many countries. While developed countries may have well

developed institutional structures for proper enforcement of property rights most

developing countries find it hard to satisfy this requirement. The above theoretical

basis invariably implies private property rights and now widely held belief that the

solution to environmental degradation lies in establishment of private property

regimes in place of common property or open-access regime.

Bromley (1991) however, challenges the wisdom of relying on private property

rights for solutions to environmental degradation and indeed the view that private

property rights will lead to increased output. Bromley's challenge to the efficacy of

private property rights arises from the fact that it is not the type of property rights

that determine the economic performance but the type of economic system that leads

to a creation of a particular type of property right. In fact he goes further to suggest

that inept governments in many developing countries have destroyed local

institutions and created new institutions which have led to the destruction of the

environment. For example he points out that nationalisation of forest policies and

control of management and conservation of forests centrally by government have

led to more destruction than if the local-level institutions defining the particular type

of property rights had been maintained.

In the case of Fiji the structure of property rights is a complex one, it ranges form

near private property regimes, communal property regimes, state property regimes

to open access regimes. Within each regime however, there are many variations and
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they each present different characteristics. Major environmental issues in Fiji

currently involve the following land use practices, deforestation and land

denudation, soil erosion and silting problems, water pollution from industrial

effluent and waste from runoff of agricultural fertilisers, natural resource depletion

particularly in relation to coastal and marine resources (Treadgold, 1992). The

conflict about ownership of natural resources such as land , fisheries, forestry are not

only between the two major races but also occur within the traditional Fijian society.

Even where resources are communally owned and have characteristics of common

property resources, there often is no clear delineation of the rights and the ways in

which resources ought to be used.

2.10. SUMMARY AND CONCLUDING COMMENTS

During the late 1960s and the early 1970s, the mainstream economics was criticised

for ignoring or taking the institutions as given and not taking seriously the role of

institutional factors in the economic performance of countries. However, this is no

longer the case, as renewed interest in institutional economics has firmly put the role

of institutional factors in economic performance on the economic policy agenda of

many developing countries.3 Hence, alternative explanations are now offered by

institutional economists for the disparity in economic performance of developed and

developing countries.

One of the important institutional factors at present in many transitional economics

is the nature of property rights. According to North (1990) the disparity in the

performance of economies might be better explained through the consideration of

institutional factors such as the nature of property rights and the costs of

transactions. The role of institutional factors has gained attention from economists

of all persuasions in recent times. The implementation of structural adjustment

policies in many developing countries for example emphasises the idea of 'getting

3 The work of North, Williamson, Olson and Schotter amongst others have helped
to firmly place the role of institutions in economic analysis.
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the prices right1 and allowing the market forces to determine the incentive structures

in the economy. The adoption of structural adjustment policies have not produced

clear results and in many cases developing countries have experienced greater

economic difficulties. Partly the reasons for poor outcomes have been the lack of

appropriate institutions and the failure of the structural adjustment policies to take

into account the varied institutional factors.

In many developing countries the nature of property rights are not well defined and

there are a lot of uncertainty in the distribution of property rights. The uncertainty of

property rights has implications for the level of investment, production and the

conservation and management of the environment. In the case of Fiji for example

the uncertainty of property rights in land is one of the major cause of problems in

the sugar industry (Prasad and Tisdell, 1996).
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CHAPTER 3

OVERVIEW OF PROPERTY RIGHTS IN LAND IN FIJI
AND ECONOMIC EFFICIENCY

3.1 INTRODUCTION

This Chapter provides an overview of property rights in land in Fiji and its

implications for efficiency in production and the conservation and management of

the environment. After focusing on the historical development of the nature of

property rights in land, then discusses the current situation and considers the various

institutions such as the Native Land Trust Board and the Agricultural Land Lords

and Tenants Act (ALTA). The discussion in this Chapter is important for

understanding the subsequent analysis in the Chapters that follow. Two vital issues

highlighted in this Chapter are the contradiction between the various institutions

involved in the management of the land and the arbitrary nature of decision making

in the provision of the land leases in Fiji. Part II of the Chapter provides a brief

historical account of the development of the nature of property rights in land. Part

III describes the nature of ownership and the distribution of land in Fiji. Part IV

presents a discussion of the institutions in the management and control of the land in

Fiji. Part V provides a detailed description of the ALTA legislation that governs the

use of all agricultural land and considers the current debate on the review of the

legislation. Parts VI and VII analyse Fiji's rent structure and implications for the

sugar industry. Part VIII generally considers some possible solutions to the land

rights problems in Fiji and part IX provides the summary and concluding

comments.

3.2 HISTORICAL DEVELOPMENT OF THE NATURE OF PROPERTY
RIGHTS IN LAND

The nature of property rights in land in Fiji may be unique. While the land tenure in

Fiji is generally referred to as traditional or indigenous, the system in reality is a
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product of the British Colonial government. The root of Fiji's land tenure system

comes from the Deed of Cession which was signed in 1874 and when Fiji became a

British Crown Colony. The question of landownership is summarised by article 4 of

the Deed of Cession as follows:

"That the absolute proprietorship not shown to be now alienated so as to become

bonafide the property of Europeans or other foreigners or now in the actual use or

occupation of some Chief or tribe or not actually required for the probable future

support of some Chief or Tribe shall be whereby declared to be vested in Her said

Majesty, heirs and successors" (Quoted in Derrick, 1957: II),

Two reasons have been provided for making Fiji a British Crown Colony. First the

early European settlers needed a stable form of government to pursue commercial

activities and secondly the fear of Fijians losing their land to the early European

settlers (Tyford and Wright, 1965 quoted in Ward, 1995), The Deed of Cession was

therefore intended to protect the Fijian land from the early Europeans who were

taking away the land and had planned to set up their own system of government.

Ward (1995) for example points out the role of Governor Gordon in ensuring that

the Fijians did not loose their land. He further points out that the colonial

government tried to maintain the power of chiefs so as to maintain the coherence of

the Fijian society. Thus protecting their land and providing the power to the chiefs

to maintain control was seen as maintaining an effective system of government in

Fiji. British colonial rule therefore provided the chiefs with effective control over

their own people, perpetual rights to their land and a system of government.

However, new fears about land amongst the Fijians surfaced after the arrival of the

Indian indentured labourers1. As a result of the above developments, since 1874,

about 83 percent of the land has remained in the hands of the Fijian landowners.

1 Further discussion of the history of the development of sugar industry and its
implications for land tenure is provided in Chapter 5.
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3.3 OWNERSHIP AND DISTRIBUTION OF LAND IN FIJI

According to a survey by Tyford and Wright (1965) the total land area in Fiji is

about 7000 square miles. Currently 10 percent of the land is owned by the state.

This includes two categories of land: Crown land schedule A and Crown land

schedule B. Schedule A is native land which reverted to the state after the extinction

of the landowning unit (Mataqali). Schedule B is the state land where there was no

claim on ownership by the Fijian landowners. 7 percent of the land is classified as

freehold land. This land covered large areas and often included the better class of

land. Majority of the freehold land was acquired during the late 1800s. 83 percent of

the land is owned by the Melanesian Fijians. This percentage is certain to have

increased after the conversion of some of the schedule A land to native land. Table

3-1 shows the composition of land ownership. Ward (1995) however points out that

these figures vary when issued by various agencies. For example Ward (1995: 199)

accounts freehold land as 8.17 percent of the total, state land 9.45 percent and native

land as 82.38 percent.

Table 3-1: Categories of land ownership in Fiji.

Percent of Total Area

Melanesian Fijians (Native Land) 83 (82.38)

Crown Land (Owned by the state) 10 (9.45)

Freehold (Owned by individual of all the races) 7 (8.17)

• TOTAL 100

(Source: Nayacakalou, 1971), Figures in parenthesis are from Ward 1995:199)
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In 1965, Tyford and Wright found that only 20 percent of the land available in the

country could be used for agriculture without improvement. 10 percent of the land

could be used if more advance improvements were made. 30 percent needed

drainage and soil conservation while 40 percent was unsuitable for agriculture as it

consists of undulating to steep mountains covered with forests of commercial value

A similar but not exactly the same classification was used by the Ministry of

Agriculture and Fisheries in 1978. As shown by Table 3-2 the MAF found that in

1978 only 16 percent of the available land was suitable for agriculture as opposed to

30 percent in 1965. A 15 percent decline has occurred in 13 years. By the year 2000

when the majority of the current leases begin to expire, 22 years would have elapsed

since the last classification. The availability of suitable land for agriculture will

continue to decline as demand for residential, commercial and tourism development

continues to increase.

Table 3-2: Land Use Classification, Fiji. 1965 and 1978

LAND CLASSIFICATION

Suitable for agriculture
(First Class)

Suitable for agriculture only after advanced
improvement (Second Class)

Suitable for Agriculture only after advanced drainage and
soil conservation techniques
(Third Class)

Unsuitable for Agriculture
(Fourth Class)

Total

TWYFORD
1965as % of
Total

20

10

30

40

100

MAF
1978

16

43

35

6

100

(Source: MAF, Report, 1978)
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3.4 LAND TENURE AND ITS GOVERNING INSTITUTIONS

The current land tenure system in Fiji is a colonial legacy (France, 1969). By 1874,

1.5 million acres of land were in the hands of non-Fijians. In 1875, a land

commission set up by the colonial government reverted 1 million acres of freehold

land to the Melanesian Fijians (Tyford and Wright, 1965). In 1880 a native land

ordinance was created by the colonial government to secure more land for use by

the non-Fijians. The leases were given for 25 years. In 1888 , the first Indian was

given a lease in Deuba on the island of Viti Levu for three acres. In the late 1800s

there was no clear definition of the areas of land owned by each Fijian unit.

However, by 1905 some landowning units (Mataqalis) were sorted out, The native

land ordinance provided the institutional framework for granting of leases to non-

Fijians. In 1940, the Native Land Trust Board was created by the colonial

government to provide a formal institutional structure for the ownership of the land

by the non-Fijians (Overton 1994, France 1965, Ward 1965, Nayacakalou 1971).

This was also a institution which was intended to allay the fears of the Fijians of

loosing the land and to further entrench the chiefly influence on the Fijians. Since

1940, the NLTB has overseen the administration of the native land on behalf of the

Melanesian Fijians.

The Native Lands Act, under the Laws of Fiji provides the legal and institutional

framework for dealing with all matters relating to native land in Fiji(Govemment of

Fiji, 1978). It also provided for the establishment of a Native Lands Commission

which has the power to determine what land in Fiji is the "rightful and hereditary

property of native owners". The tenure of native lands by Melanesian Fijians is

defined in the Act as follows (Government of Fiji, Laws: 1978,4):

"Native land shall be held by native Fijians according to native

custom as evidenced by usage and tradition. Subject to the

provisions hereinafter contained such lands may be cultivated,
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allotted and dealt with by native Fijians as amongst themselves

according to their native customs and subject to any regulations

made by the Fijian Affairs Board, and in the event of any dispute

arising for legal decisions in which the question of tenure of land

amongst native Fijians is relevant all courts of law shall decide such

disputes according to such regulations or native custom and usage

which shall be ascertained as a matter of fact by the examination of

witness capable of throwing light thereupon".

An Act relating to the control and administration of native land called the "Native

Land Trust Act" provides for the establishment of the Native Lands Trust Board

(NLTB). The NLTB is the board of trustees of all native land. The members of the

board consist of the Governor-General or President as the chairman, five members i.

appointed by the Great Council of Chiefs, three Fijian members appointed by Fijian

Affairs Board and not more than two members of any race at the pleasure of the

President of Fiji. The management and control of all native land is vested in the

hands of NLTB. It makes rules and regulations for the daily administration of the

land. Native land is only alienable to the crown. Chapter 134 of the Laws of Fiji

(1985,5) makes this very clear.

"Native land shall not be alienated by Fijian owners whether by

sale, grant, transfer or exchange except to the crown, and shall not

be charged or encumbered by native owners, and any native Fijian

to whom any land has been transferred by native owners, and any

native Fijian to whom any land has been transferred, theretofore by

virtue of a native grant shall not transfer such land or any estate

therein or charge or encumber the same without the consent of the

Board"
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Any agreement without the consent of the Board is null and void. It must be noted

here, that informal arrangements between the local land-owning units (Mataqalis)

and tenants do occur. This is often done without any consent from the NLTB. There

is no legal basis for these arrangements. Section 8 of the Native Lands Trust Act

empowers the NLTB to grant leases and consider renewal and non-renewal of the

leases. However, the NLTB is prevented from leasing reserved land to non-Fijians.

Section 15 of the Native Lands Trust Act provides for land under reserve for the

exclusive use of the Fijians. Most of the current reserve land is outside the sugar

growing areas. Table 3-3 shows the distribution of reserve and unreserved native

land.

Table 3-3: Classification of Native Land in Fiji

Area (km ) Percent of total native land

Unreserved Native Land 9528.15 63.37
i

Unreserved Native land leased 3869.31 40.61
I

Reserve Native Land 5508.47 36.63 j

Reserve Native land leased 816.43 14.82 j

(Source: Ward 1995; 199)

The NLTB under section 9 of the Native Land Trust Act is empowered to make

arrangements for the leasing of native land under specific conditions. This does not

include the land which is classified as native reserve. Section 9 of the Act states the ;

conditions for leasing as follows (Government of Fiji, 1985,6): ]

"No native land shall be dealt with by way of lease or licence under f

the provisions of this act unless the Board is satisfied that the land J

proposed to be made the subject of such lease or licence is not being j

beneficially occupied by the Fijian owners, and is not likely during j
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(he currency of such lease or licence to be required by (he Fijian

owners for their use, maintenance or support".

Section 9 of the Act thus provides the NLTB with absolute powers to determine the

granting of leases and hence control the supply and rent of the land. The role of

NLTB as an efficient institution in managing the native land has been questioned by

the landowners themselves. Fijian commentators such as Qalo (1992), Durutalo

(1985), Sutherland (1984), Bain (1994), Naidu (1991), Chand (1994), Lal (1992)

and Narayan (1984) point out the difficulties of reconciling the traditional chiefly

authority with the vagaries of financial management. The NLTB board is heavily

influenced by the chiefly hierarchy. The World Bank (1991) pointed out that the

Native Land Trust Board was administratively large and inefficient. For example,

25 percent of the rents collected on behalf of the owners is used for its

administrative cost. Table 3-4 shows the distribution of rents collected by the

NLTB. In normal circumstances, rental agents collect a much lower percentage of

the rental income for administering the rental property. For example private rental

agents in Queensland take about 7.5 percent of rent.

Table 3-4: Distribution of Rents Collected by the NLTB,

Institutions within NLTB Percent of Rent

Native Land Trust Board 25

Head of Vanua(Turagani Taukei) 5

Head of Yavusa (Turaga ni Qali) 10

Head of Mataqali (Turaga ni Mataqali) 15

Members of Mataqali 45

Total 100

(Source: Nayacakalou, 1971)
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As pointed out by Ward (1995) there is confusion about the distribution of rents

given in Table 3-4, Many authors including Nayacakalou (1971) Eaton (1988),

Overton (1987), Rutz (1987), and Spate (1959) have provided the same figures as in

Table 3-4. Ward (1995) points out that the confusion arises because the regulations

stipulate that 25 percent of the total rent goes to the NLTB. Furthermore, of the

remaining 75 percent, the three chiefs, that is the head of Vanua, Yavusa and

Mataqali share in the proportions shown in Table 3-4. The rest goes to the

members of the Mataqali. This implies that the members of the Mataqali receive

52,5 percent of the original total. This interpretation is given by Kamkamica and

Davey (1988) which is derived from the following : (Section 11(1), Cap.134: 28).

"After deduction of any sums in accordance with section 14 of the Act, the balance

of any monies received by the Board by way of rents and premiums in respect of

native land shall be distributed by the Board as follows: (a) to the proprietary unit,

seventy percent; (b) to the turaga ni mataqali, fifteen percent; (c) to the turaga ni

yavusa, ten percent; (d) to the turaga I taukei, five percent."

Two issues however remain contentious despite the above correction in the often

stated percentage share that goes to NLTB. The first is whether 25 percent that goes

to NLTB is too high and whether the distribution of rent in the case of more than

one division or subdivision of people in the same proprietary unit is equitable.

Discussion of the role of NLTB is often emotionally charged and often influenced

by race. From an economic point of view NLTB can be seen as an institutional

monopoly and monopsony. As an institutional monopoly, it has enormous

economic power to affect the relative prices and affect production and distribution

on a national scale.2

The role NLTB in the land market is specifically analysed in Chapter 4.
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In 1976, the ALTO was amended by Parliament in what came to be known as the

ALTA. This amendment provided 20 year renewals for the existing leases under

ALTO and all new leases were to have a minimum of 30 years. Again there was no

political consensus on these amendments and political considerations rather than

economic ones dominated the debate. The term of leases remained 30 years and the
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3.5 AGRICULTURAL LANDLORD AND TENANTS ACT (ALTA)

The Agricultural Landlord and Tenants Act (ALTA) currently in force provides the

institutional and legal framework under which land leases are granted. The ALTA

covers all agricultural land in Fiji, The creation of the institutional structure can be

traced back to the needs of the sugar industry during the colonial period. According

to Moynagh (1981) the Colonial Sugar Refinery (CSR) pushed for the formation of I

smallholder farms. This required land division and some sort of tenancy agreements.

The first leases were issued in 1915 for 21 years with possible 9 year extensions,

The establishment of the NLTB in 1940 provided the tenants with a single

institutional body to deal with, rather than individual and often undefined land-

owning units. The NLTB also had powers to reserve land and some cane land was

reserved without any compensation for the tenants. So the insecurity of the tenants

and the cane farmers in particular can be traced back to as early as 1940.

In 1966, a comprehensive piece of legislation called the Agricultural Landlord and

Tenants Ordinance (ALTO) was put in place to formalise the leasing of agricultural

land in Fiji. The ALTO provided for a minimum of ten-year leases with the

possibility of two ten-year renewals. This effectively provided thirty year leases in

most cases. One of the major problems with the adoption of this legislation was the

lack of political consensus and the consideration of the long-term economic needs

of the country. Like the situation now, land issues were approached from a racial

and political perspective rather than an economic one. The security of tenure was

still in doubt because there was no guarantee of the ten-year leases being renewed.



mechanism for rent fixing, compensation and other issues remained the same.

Overall there was little improvement in the security of tenure.

The main issues relating to the renewal of leases under ALTA include security of

tenure, the rights of the tenants and the landlords, compensation for improvement

and land degradation and the settlement of any disputes that may arise. Sections 4-

15 of the Act provide for the security of tenure which includes a guaranteed I

minimum lease term of thirty years. The tenant is required to pay the appropriate

rent, not to deal with the land in ways other than that consented to by the NLTB.

Any improvements or construction of dwellings on the land must have the consent

of the NLTB. The tenant must adopt "proper" husbandry in using the land, The

NLTB is required to allow peaceful occupation and cultivation during the tenancy.

It must also allow the tenant to harvest any standing crop after the expiry of the

lease within 12 months. While other provisions such as the tribunal in the act

provide means of redress, the element of insecurity remains. The insecurity arises

because the NLTB is powerless to stop the informal demands by the local land

owning units. At the local level the mataqalis claim to be the rightful owners of the

land and tend to negotiate directly with the tenants. More recently these informal

.demands have been translated into forceful and violent actions. A recent editorial in

the Fiji Times (Feb 16,1996) for example pointed out that:

" land disputes have reached new heights in Fiji Across the nation,

landowners with a gripe against tenants, are adopting a forceful

and, in a few instances, violent methods to make their complaint

known. They are resorting to vigilante-style roadblocks"

The conflict between the NLTB and the landowners themselves translates into

demand for further increases in rent and threat of evictions from the land. The

current view unfortunately within the NLTB is that provisions in the ALTA Act

should be amended to further restrict the rights of tenants under ALTA. The

adoption of the ALTA was intended to harmonise the tenant-landlord relationship

so that agricultural productivity could be increased. The earlier provisions under
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NLTO and ALTO did not fully protect the tenants rights to use the land. This was

particularly the case for tenants on the freehold land. Any attempt therefore to

review the provisions of ALTA must reflect the agricultural needs of the country

and the rewards to the landlords. Rental income from the land for various uses is the

sole source of income for the NLTB and the landlords.3

The future direction of the legislation governing the agricultural land in Fiji will

depend on the current review of the ALTA legislation. While the discussion

invariably is a political issue, many economic issues in the agricultural sector

depend on the amicable solutions to the land-lease issue. The current legislation

came into effect in 1976. The contracts already in existence in 1976 were extended

to 20 years and all new leases were granted for 30 years. The extended leases

therefore will expire in 1997. Since 1992, different institutions in Fiji have

considered this issue and all have produced different reports. In 1992, the Native

Land Trust Board conducted its own survey of the leases with imminent expiry

dates. In 1993, a major national survey of the sugar industry was conducted by the

Sugar Cane Growers Council in relation to the land leases. The Fijian Government

also set up the Agricultural Landlord and Tenant Review Research Unit with a

major task of recommending appropriate changes. All these studies point out to

three issues: first , the duration of leases to be renewed and at what conditions,

second the compensation to the tenants whose leases may not be renewed and third,

the need for more land for the increasing number of members of the landowning

units. All the studies found that tenants wanted longer-term leases of more than 50

years whereas the landowners preferred shorter-terms.

3 It should be pointed out however, that some of these landowners particularly the
chiefs and those in employment have other sources of income. Its the chiefs in the
villages and the rural areas whose income largely comes from the native land rent.
The NLTB also recieves annual grants from the government for operational costs.
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3.6 NATIVE LAND RENT AND THE SUGAR INDUSTRY

Fiji is at the crossroads both politically and economically. The first lot of leases

under the ALTA begin to expire in 1997. There is now increasing concern from the

current tenants about whether the leases will be renewed. From the landowners

point of view, there is need for more land because of the increasing number of

Fijians in the landowning units. The way in which the land lease question is

addressed will determine the future of the sugar industry and indeed the agricultural

sector as a whole,

The current discussion on the renewal of leases centres on the amendments to the

ALTA legislation to cater for the needs of the tenants, native land owners and the

government. Because 83 percent of Fiji's land is owned by the indigenous Fijians

make it very difficult to obtain a uniform and acceptable solution to the renting of

native land. From the government's point of view, land must be available at a price

which is reflective of the prevailing market conditions and economic needs such as

increasing demand for land for industrial and tourism development. The tenants

concerns are mainly for a long-term secured lease and a fair rent. Native owners

concerns relates to a fair return and the use of land by increasing numbers within the

mataqali. The NLTB on behalf of landowners has been undertaking land-rent

assessments with a view to increasing it.

Table 3-5 shows the increase in the nominal and real mean average rent per annum

per lease between 1979 -1988. The real rent is deflated using the agricultural price

index. Figure 3-1 shows the rate at which the nominal and the real mean average

rent has increased between 1979-1988. The way in which the rent is periodically

assessed is a matter of concern to the tenants and may affect productivity in the long

run.
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The current land-owner concern about the levels of rent arise from the

recommendations of a recent World Bank report (World Bank, 1991). According to

this report the current level of rent at 6 percent of the unimproved capital value is

low compared to the freehold land. However the World Bank's comparison of the

native land rent with the freehold land is not relevant. Freehold land in Fiji accounts

for only 7 percent of the total land and most of this is first class land as opposed to

Native and Crown land which is mostly not first class land. Furthermore, property

rights in freehold are clearly defined and the demand for freehold land is high,

reflecting high levels of rent. The value of freehold land and rent may actually be

above the market prices, that would result if the value of the marginal productivity

of the land was the sole consideration in its exchanges. Any comparison therefore

with the native land in terms of rent assessment is unwarranted.

Table 3-5: Mean Average Rent per annum for Native Land Leases: 1979-1988

Years

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

Nominal Mean Average
Rent Per Lease .

1977=100

83

89

115

146

167

189

214

223

236

255

Real Mean
Average Rent
1977=100

80.72

68.17

104.63

123.97

126.45

155.27

154.87

149.68

133.95

154.874

Real Mean
Average Rent
(Index)

1

0.8445

1.2962

1.5357

1.5666

1.9235

1.9185

1.8543

1.6594

1.9186

Nominal
Mean Average i
Rent (Index)

1

1.0723

1,3856

1.7590

2.0120

2.7711

2.5783

2.6868

2.8433

3.0723
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Source: NLTB Annual Report, 1988 and Author's Calculation.

The World Bank report suggest that native land rents should be assessed according

to the value of productivity. This means that if net value of production rises per

acre, land rents should also increase. This could amount to taxing the productivity of

the farmers regardless of the class of land. In 1995 however, the World Bank

acknowledges the conflicting data about the level of rent on native land. For

example it points out that NLTB data puts rent at $F50 per acre on cane land while

those of the canegrowers put the rent at between $F50-$F350 per acre. This

suggests that the World Bank's observations in 1991 may have been inconsistent

with the actual rent paid by the tenants.

Table 3-6 provides information about rent for agricultural leases administered by the

NLTB. Figure 3-2 shows the rent per hectare for non-Fijian, Fijian and all

agricultural leases. It is clear, that the per hectare rent for the Fijians are lower than

for non-Fijian and the total agricultural rent.

Figure 3-1: Mean Average Rent for NLTB Leases,
1979-1989
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All agricultural leases account for 54.87 percent of the total rent collected while
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non-agricultural leases account for 45.13 percent. Within the agricultural leases,

non-Fijian leases account for 43.46 of the total of the agricultural leases while Fijian

leases account for 11.41 percent. Further analysis indicates that the average rent per

hectare for non-Fijian leases is $F21.50 while that of the Fijians is only $F7.1. The

average rent per hectare for agricultural leases is $15 while for non-agricultural

leases it is $21. The average for all leases is $17.4.

Table 3-6: Native Land Lease Rents: 1989

RENT BRACKETS

P.A.($F)
OVER

0

25

50

75

100

150

200

300

400

500

600

700

800

900

1000

1500

2000

5000+

% B Y
LEASE

TYPE OF
RENT

TOTAL
AREA

UP
TO

25

50

75

100

150

200

300

400

500

600

700

800

900

1000

1500

2000

5000

AGRICULTURAL LEASES

NON-FIJIAN LEASES

Area
(Ha)

79-1

1141

2552

40S6

9743

13285

25315

20154

14640

9515

5613

4613

3208

4292

5382

7404

3839

17036

44.6

35.24

TOTAL
RENT
P.A.S

2526

ISI84

45618

93180

191362

29587S

644470

559257

401326

263873

176542

113527

83445

74787

124663

47716

62920

80890

43.46

Rent
per
Ha

3.18

15.93

17.87

22.80

19.64

22.27

25.45

27.75

27.41

27.73

31.45

24.61

26.01

17.42

23.16

6.44

16.17

4.75

Area
(Ha)

5454

79S4

5901

13541

23552

19058

20546

13512

48S7

2781

1345

382

500

342

1271

324

19.8

FIJIAN LEASES

TOTAL
RENT
P.A. $

3977

16326

31128

59445

151629

139901

185407

140477

59922

29083

16126

6250

6182

3885

9586

1580

11.41

Rent
per Ha

0.73

2.04

5.28

4.39

6.43

7.34

9.02

10.3

12.26

10.46

11.99

16.36

12.36

11.36

7.54

4.88

2S.02

ALL AGRICULTURAL

Area
(Ha)

6248

9125

8453

17627

32295

32343

45861

33666

19527

12296

6958

4995

3708

4634

6653

7728

3889

17036

64.43

TOTAL
RENT P.A.

S

6503

34510

76746

152635

342991

435779

829877

699734

4612-48

292956

192668

119777

89627

78672

134249

49296

62920

80890

54.87

LEASES

Reni per
Ha

I.O4

3.78

90S

£.60

10.62

13 46

1 3 10

20.7S

23 62

23.82

27.69

2J.97

24.17

1697

20. IT

63-i

16.17

4.7S

63.26

(Source: NLTB Annual Report 1989,26)
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The disparity in the average per hectare rent is a cause of concern. The non-Fijian

agricultural average is slightly more than the non-agricultural average. Clearly, it

must be accepted that non agricultural leases would provide more rent on average.

Figure 3-2: Rent Per Hectare for Agricultural Lease In
Fiji, 1990.

Rent Bracket (F$) — Non-Fijian'Renf
— Fijian Rent
—All Agricul. Rent

The Fijian average is well below the non-Fijian average. It appears that the average

rent for the Fijians may be artificially lowered. In few cases, however, the rent

differential is due to Fijians leasing land of a lower quality. The shortfall, may come

from increased rent from the non-Fijians and the non-agricultural leases which

attract more profitable investments. This could further undermine efforts for

increased investment in the private sector. The emphasis of government economic

policies since 1984 has been on the manufacturing and industrial sector. The

demand for land for residential, industrial and tourism development has put pressure
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on the agricultural land around urban fringes. This has also let to demands from the

landowners for an increase in rent from renting agricultural land. Despite this the

importance of the agriculture sector cannot be ignored. Resources released from the

agriculture sector is assumed to be absorbed by the developments in the industrial

sector. However, the growth in the industrial sector may not be enough to absorb all

the resources released. The NLTB and the landowners hope to accumulate more rent

through converting agricultural land to tourism and manufacturing. This could be

counterproductive if the investment level is sluggish, In any case , the security of

tenure is still an issue, regardless of the use of the land.

3.7 EXPIRY OF CURRENT LEASES UNDER THE ALTA AND
IMPLICATIONS FOR T H E SUGAR INDUSTRY

Fiji's sugar industry is passing through a critical period. First there is insecurity of

land tenure and the threat of non-renewal of leases after 1997. Secondly is the

exposure of the industry to the changing global economic conditions. Currently the

bulk of Fiji's sugar is sold under the Lome Convention. This provides preferential

arrangements for Fiji's sugar to be sold at more than the world market price in the

EU. With the increasing globalisation of the world economy and the successful

conclusion of the GATT, price recieved for Fiji sugar may not be sustainable in the

long run.

These circumstances have called for reforms within the sugar industry. With the

increasing surge towards freer trade world-wide, the EU preferential price for Fiji

sugar may end sooner than later. The reforms in the industry cannot proceed without

any solution of the property rights structure in land. Reforms to increase efficiency

and productivity without corresponding reforms in the system of land tenure are

unlikely to yield desired results.

The productivity in the sugar industry depends on many factors. These include the

production cost, milling efficiency, availability of labour, fertiliser input, Increasing
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farmer indebtedness is also affecting investments in productivity. For example in

1993 the average debt per farmer was F$5fO48 (Chand et.al. 1993. While these

factors are an important consideration, the overwhelming concern of the farmers is

about the tenure of their leases. So long as the lease question hangs in the balance

any reform process designed to increase productivity could be counterproductive.

The major concern of the tenants are insecurity of their tenure and the renewal of

the leases will involve much higher rents. The threat of higher rents based on the

view of the World Bank view is already being considered by the landlords.

These concerns of the tenants invariably affect the productivity of the sugar

industry. Apart from productivity, environmental considerations are also neglected.

These concerns relate to better husbandry, controlling soil erosion and better land

management. Tenants, in the sugar industry are also slowly moving away from the

reliance on the sugar industry. The younger generation is not encouraged to or has

no incentive to remain on the farms.

The production figures between 1994 and 1995 show a declining level of

production. Some of these may be attributed to factors such as use of fertiliser,

milling efficiency, viability of transport and weather conditions. The decline in the

production in 1995, in the author's view, is due to the impending expiry of the first

lot of leases in 1997. As Table 3-7 shows the number of leases expiring in 1997 is

small, however the decision about them will reflect the broad trend in the renewal

and the fixing of new rents. It will also determine whether the provisions under

ALTA are maintained and strengthened as far as the security of leases are

concerned.

Unless the question of lease renewal is addressed, productivity in the sugar industry

is likely to continue to decline in the future. As Table 3-8 shows, the production

level in the Labasa mill area in 1995 has dropped by 6.3 percent. The area under

sugarcane has increased by about 2.2 percent between 1994-1995. This trend is
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reflected in the other cane-growing sectors. The production per hectare also shows a

decline since 1994.

Table 3-7: Expiration of Agricultural Farm and Cane Leases in Fiji: 1997-

2005

YEAR

1997

1998

1999

2000

2001

2002

2003

2004

2005

Number of farm
leases

45

189

231

1828

1808

479

645

332

288

Number of Cane leases

26

129

168

1215

1536

325

466

231

244

(Source; World Bank, 1995)

The racial factor in the sugar industry and in particular productivity can not be

overlooked. There is increasing concern about the lack of participation of Fijians in

the production of cane. While the number of Fijians in cane farming has increased,

their productivity levels remain below that of the ethnic Indians. Currently seventy

five percent of the cane farmers are ethnic Indians and about 25 percent are

Melanesian Fijians. 75 percent of the Indian farmers produce about 88 percent of the

sugarcane and 25 percent of the Fijians produce about 12 percent of the total

production.
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Prasad and Tisdell (1996) show that if 30 percent of the current lease held by the

Indians are not renewed, then there would be a production loss of about 15.7

percent. This assumes that the 30 percent not renewed to non-Fijians is transferred

to the Melanesian Fijian farmers. It also assumes that the productivity ratio between

the Fijians and Indians remains the same,

The performance of the Fijian farmers is a contentious issue. Blame is often put on

the lack of experience and traditional and institutional constraints. The Seaqaqa cane

project on the Island of Vanua Levu was an ambitious project to increase the

participation of Fijians.

Table 3-8: Tonnes of Sugarcane Produced in the Labasa Mill area: 1986-1995

YEARS

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

Production area (ha)

19757.6

19369.6

19353,7

20083.7

19990.6

21560.5

22624.0

23043.9

23346.7

236861.1

Tonnes per hectare

51.5

45.3

53.5

49.3

58.5

47.7

51.3

48.8

55.6

54.1

Total production
(tonnes)

1017372

877652

1034787

989847

1168824

1029223

1161245

1124357

1298285

1216291

(Source: FSC, Labasa Mill.)

4 Chapter 4 discusses this issue in detail.
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According to the World Bank Report (1985), this project was a success as far as the

output of cane was concerned, It also noted that despite exceptions, Fijian farmers

had performed well. These farmers were usually those who came from outside of

the district and took up farming.

Production figures, however, since 1981 reveal that performance has declined. It

also shows that the number of Fijian cane farmers has declined, The project's target

was to maintain the number of Fijian farmers at a minimum of 50 percent. However

as Table 3-9 shows, by 1993 Fijians comprised only 45.7 percent of the fanners in

the project. Ethnic Indians make up 53 percent of the total.

Table 3-9: Percentage of Indian and Fijian Growers: 1981-1993

in the Seaqaqa Project.

Years

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

Fijians
(%)

56.1

55.8

55,0

53.5

51.7

50.7

50.4

49,1

47.7

47.4

47.1

46.9

45.7

Indians

(%)

42.3

42.7

43.4

44.9

46.7

47.7

48.0

49.5

50.8

51.3

51,3

51.6

53.0

Others

(%)

1.6

1.5

1.6

1,6

1.6

1.6

1.6

1,4

1.5

1.3

1.6

1.5

1.3

(Source; FSC: Labasa Mill)
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3.8 SOLUTION TO THE LAND RIGHTS PROBLEMS IN FIJI

The ideal solution from the point of view of neo-classical economics, to the

impending land rights problem would be the development of private property rights

on the land that has been leased to farmers and other users. In the first place all the

state land on lease could be converted to freehold property. This means that the

current lease holder will be given the chance to buy the land at the current market

price. This will not only provide an appropriate signal to the potential investors but

will raise productivity in agriculture. It will also provide much needed revenue to

the government. In fact this immediate policy will support government privatisation

effort and sway public opinion towards its economic policy. This will also bring

consistency to government policy. The sale of state land will only represent a small

percentage of the total agricultural land.

The second step should include the sale of native land already on lease. Individual

ownership is not something which is alien to the Fijian political thinking. As

pointed out by Ward (1995) the Fijian chiefs of Ba, Bua and Lau advocated

individual ownership before the first Native Lands Ordinance of 1880. In fact the

communal ownership may have been imposed in Fiji by the colonial rulers (Ward,

1995). This step is likely to create a lot of debate with the Melanesian Fijian

community but will no doubt be in the long term benefit of Fiji. First it must be

understood that the NLTB was created in an era where both the international and

domestic political and economic environment were very different. Secondly it was

created by the British colonial government to serve the political purpose at that time.

Today's Fiji is very different and its economic and political needs are very different.

NLTB can not continue to resist changes on the pretext that the system of land

tenure is a traditional treasure and so it must be maintained.

Currently only 28 percent of the total native land in Fiji is under lease. This includes

both non-Fijian and Fijians leaseholders. This means that the sale will involve a
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small percentage of native land. There is no doubt that the population growth of

land-owning units requires some of the land revert to the mataqalis. This means

that some farmers will loose their land leases.

Two steps could be taken in this situation, The first step should include the sale of

the land at the market price to the current leaseholder so that it becomes a freehold

property. The second step should include the sale of alternative land elsewhere not

currently on lease to those who have lost their current lease. The Melanesian Fijian

leaseholders could also be included in this category. This process may sound very

radical and some may criticise it on the grounds of it being an attack on the

traditional form of landownership. However, no other solution is likely to be in the

long term economic and political interest of Fiji. Suppose majority of the leases are

renewed now, what after another 30 years? Renewal and non-renewal of leases

under the ALTA therefore can provide only a temporary solution. Furthermore, the

amount of transaction costs and the wastage of national resources in sorting out the

leasing arrangements is an unnecessary economic burden on the economy.

In fact the long-term survival of the Native Lands Trust Board as an institution will

depend on what direction it takes on the land lease problems. The economic survival

of the NLTB depends on the continued flow of income in the form of rent. There are

a number of problems related to this. First, if the current land reverts to the

landowners ,will the rent be guaranteed to the NLTB, The mataqalis are

increasingly taking matters in their own hands as a far as the use of land is

concerned. For example the development of Vakavamta arrangement where the

local mataqali allows the use of land by others and also collects the rent.(Ward j

1995, Overton 1989, Eaton 1988 and Prasad 1984). This is usually without the

official knowledge of the NLTB. Vakavamta arrangements on class' J' lease are also

becoming common. For example in Seaqaqa about 10 class 'J' leases were found to

69



be producing sugar cane on the basis of Vakavanua arrangement. As more land

reverts to the mataqalis the Vakavanua arrangement is also likely to increase. This

could mean reduced levels of rent revenue to the NLTB. The sale of some native

land now could provide significant capital for NLTB to undertake more profitable

ventures to earn higher returns than it would gain from the lease rent, There are a

number of alternatives available to NLTB such as more projects in tourism related

activities. Eco-tourism on land that is perhaps not suitable for other uses can be

useful alternatives and make NLTB more relevant to the development needs of the

country.

The recent ALTA report (NLTB, 1997) promoted a strategy designed to push for

share-cropping or fixed wage contracts in the sugar industry. The report is based on

the assumption that ultimately Fijian land owners will engage in share-cropping or

hire Fijian Indians as wage labourers. Some leaders within the Fijian Indian

community have termed it as a possible return to the 'girmit1 era.7 The fact that the

report recommends lease for the area in which the current farmers have their

dwellings inevitably assumes that they will engage in.share-cropping or work as a

wage labourer. This view lacks understanding of the mechanics of share-cropping or

fixed wage contracts.

The other more plausible strategy of the ALTA report is to create a situation where

by Indian Fijian farmers have no alternative but to work as labourers on fixed wage

contracts. The total output again is likely to decline. The worker will have no

incentive to increase the effort as he does not share any production risk (Stiglitz,

5 This was found to be the case during a field study the Seaqaqa area by the
author in January, 1996,

6 Chapter 7 discusses the issue of sharecropping and shows why it may not work in
Fiji as a solution to the land rights problem.
7 The 'girmit' era refers to the period in which Indian labourers worked in Fiji
under the 5 years contract. The word 'girmit1 refered to the contract that each
labourer signed.
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1974 and Newbery, 1979). Furthermore, the cost of monitoring and supervision of

labour will very high and incur extra cost, The wage labourers are also likely to look

for alternatives and at the earliest possible time they may prefer another job.

There are also those who believe that farms should be amalgamated and

mechanisation of the industry is suggested. This they believe will be efficient.

While economies of scale can be realised the cost of capital expenditure could be

very high and may outweigh the efficiency gains for a considerable period of time.

Furthermore, large numbers seasonal workers particularly those involved in

harvesting could be without any income. The social and human costs could be

significant. The report also assumes that the productivity level in the sugar industry

could be maintained by transferring leases to the Fijian farmers. >

3.9 SUMMARY AND CONCLUDING COMMENTS

The nature of economic development in Fiji in future will depend to a large extent

on the way in which the issue of property rights is tackled. The increasing

globalisation of the economy will further call for clear, secured and enforceable

property rights in future. The structural adjustment policies currently pursued by the

government of Fiji is clearly designed to make the economy competitive. As part of ]

the structural adjustment policies, reforms policies have been instituted since 1984.

These include, reduction in public expenditure, deregulation of the product and

labour market, reform in the taxation systems and reduction in tariffs across the

board. Ultimately, these reforms are designed to make the "prices right". Within the

factor market, however, reform in the land market is the biggest challenge for Fiji,

In fact the challenge now for the policy makers in Fiji is to get the "property rights

right".

8 Chapter 4 discusses the disparity amongst Melanesian Fijian and Indians in
production in the sugar industry and its impact on the economy.
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For Fiji, the problem of property rights seems to an an urgent one, not only for the

development of the agricultural sector but is also vital for the development of

tourism and industrial sectors. The role of NLTB as an institutional monopoly and

monopsony in allocating the land for various types of uses must be clearly defined.

Land rights decisions in Fiji must reflect the overall economic objectives of the

country or else they could become an impediment to Fiji's overall economic

development.

The agricultural sector is still very important for Fiji, despite attempts to reduce the

reliance on it in the last decade. The sugar industry is at the crossroads for two

reasons. First, is the changes in the international markets which is increasingly

moving towards freer trade and calls for the removal of preferential prices for export

commodities. Fiji's sugar is currently sold to the EU market under the Lome

Convention and gets a higher price than that available in the world market. This

preferential treatment of Fiji's sugar may not be sustained in the long run. The

second, is the impending expiry of the current land leases under the ALTA. A

successful and economically efficient solution to the land leases will support the

structural reforms being planned for the industry.

There are two important issues in the search for solutions to the land-lease problem.

The first, is the demand from the landowners for land already occupied by the tenant

for their own use, and high premiums and rent if the leases are renewed. The second

is the demand from tenants for secure and long-term leases and a fair assessment of

rents. Property rights issues in other sectors such forestry, fisheries and mining are

also causing problems for an economically efficient exploitation of resources. Land

availability is artificially controlled by the NLTB. For example, only about 28

percent of the Native land is under lease (Reserve Bank, 1994). While this may

represent the best land, the scope for opening up more land for agriculture is still a

possibility. Restricting the availability of land may be counterproductive in the long

run.
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CHAPTER 4

NATIVE LAND RIGHTS, THE ROLE OF NLTB AND SUGAR
PRODUCTION IN FIJI j

4.1 INTRODUCTION

The main purpose of this Chapter is to provide an overall analysis of the current

situation of'native land rights in Fiji, the role of Native Lands Trust Board

(NLTB), the mechanism for determining Unimproved Capital Value (UCV) and

its overall impact on the sugar production in Fiji. The major contribution of this

Chapter is the analysis of the role of NLTB in determining the nature of land

leases and rents to the tenants and its impact on the sugar production. As far as I

am aware the analysis of this nature has not been considered by previous

researchers dealing with land issues in Fiji. The main reason for this is the

political sensitivity surrounding native land issues in Fiji. Native land or Vamta is

considered inalienable and any discussion about land must not question NLTB's

operation. However, in my view Fiji's future economic development policies to a

large extent will be determined by the nature of property rights in land. More

immediate concern is the impending expiry of sugarcane leases. How this expiry

will be resolved will have implications for sugar production. Part II of the Chapter

provides a brief overview of the nature of property rights in land and its

relationship to agricultural output and the conservation of and management of the

environment in Fiji. Parts III, IV and V consider the role of the Native Lands

Trust Board and the method of rent determination. Part V analyses the impact on

sugar production in Fiji of the renewal and non-renewal of the current land leases.

Part VII provides a summary and some concluding comments.
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4.2 LAND TENURE, AGRICULTURAL OUTPUT AND
ENVIRONMENT

For Fiji, land tenure and land-use issues are not only economically vital but

politically very significant. Fiji's land tenure policy is a result of the varied

administrative decisions of the colonial government and today is an important part

of the Melanesian Fijian culture and tradition (France, 1969). Naidu (1991) points

out that until recently most development writing in the Pacific and indeed on Fiji

can be placed within the framework of the modernisation theory. The focus of this

framework was on the internal impediments to development. While other factors

such as savings, capital and technology transfer and acquisition of new markets

have been given prominence, not much attention has been given to the underlying

traditional institutions such as property rights and the need for change to

accommodate the new values and the demands of the price and market-driven

economy, In fact, the local elites in collusion with the state and multinational

corporations and foreign investors have advocated the retention of the traditional

institutional structures. This allows the local elites or chiefs, who also often are

part of the state apparatus, actually maintain control over the masses and hence

expropriate profits and exploit the natural resources (Sutherland, 1984, Durutalo

,1985 and Bain, 1994).

Many Pacific Island leaders have long argued that the land tenure policies of

Pacific Island nations including Fiji have contributed to effective economic, social

and political development. While this view has readily been accepted and may

have served local elites and politicians well in the initial stages of economic

development in post colonial Pacific Island nations, there are obvious
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contradictions inherent in the new economic order adopted by many of them

including Fiji, and this means that the question of land tenure and land policies

can not be ignored any longer. In fact, the arguments for retention of the

traditional institutional structures are no longer valid. The usual media-hype and

the increasing romanticism about the Island nations as having undisturbed natural

environments, cultures and traditions are no longer sustainable as most of their

inhabitants are well and truly living a life-style where prices, production of goods

and services determine their living standards and the people of Fiji, especially the

Melanesian Fijians, are no exception. In the author's view attempts to further

promote the retention of the traditional institutions by the state, the local elites

(chiefs) and foreign interests undermines efforts to encourage Melanesian Fijians

to engage in commerce.

Overton (1994) points out that although group proprietorship is not incompatible

with cash cropping, reform of the present-system of land tenure management is

critical if rural and national standards of living are to be maintained. Ward (1965)

also stated that the operation of the land tenure system in Fiji has had a negative

influence on economic development. Pearce and Turner (1990) point out that the

land tenure reforms are important for sustainable agricultural production. This is

based on the fact that land tenure security provides the farmer with incentives to

invest more in the land and this can lead to increases in productivity. From the

environmental point of view, it is also important that farmers have more incentive

to engage in conservation farming practices. Figure 4-1 based on Pearce and

Turner (1990:357) shows the relationship between land tenure, agricultural output

and the environment.
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Figure 4-1: Land Tenure, Agricultural Output and Environment
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The structural adjustment policies (SAPs) in many developing countries supported

by the World Bank and the IMF invariably emphasise the desireability of the

market mechanism freed from government intervention. The assumption made in

this regard is that the market mechanism is working and that resources can be

efficiently allocated through the private sector. El-Ghomeny (1990) points out that

the Western concept of free exchange in factor markets is hardly applicable to

many developing countries and Fiji can safely be placed in that category.

He suggests for example that " Where the distribution of land ownership and

opportunities is highly skewed, the market works for the benefit of traders, large

and medium fanners and multinational corporations" (El-Ghonemy, 1990: 61).

Despite increased incentives such as tax holidays for garment manufacturers,

foreign investment levels in Fiji remain sluggish, Chandra (1988) points out that

tax concessions after the military coups to foreign investors may have destroyed

the strong initiatives of local entrepreneurs and may have undermined long-term

development of indigenous business skills. Narsey (1988) is also sceptical about a

universal removal of protection and suggests that local entrepreneurs may have to

be singled out for support in certain industries.

In Fiji's current drive towards an export-oriented economy, the land market has

virtually been ignored and in fact moves are under way to strengthen the already

rigid land market and government has continued to bring back other elements of

the Fijian traditional system which were closely identified with the land tenure

policies such as re-introducing the 1874 system of administration for Melanesian

Fijians. From the point of view of the new economic policies, which emphasise

the increasing openness of the economy and the participation of Melanesian
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Fijians in business, this was a regressive move. For example, according to Hailey

(1988) the requirements of a modern capitalist economy are incompatible with

traditional Melanesian Fijian institutions. The drive towards the market economy

means increased business competition based purely on the profit motive.

4.3 THEROLEOFNLTB

The Native Land Trust Board was created by the colonial government in its

attempt to formalise the land ownership of the Melanesian Fijians (Overton 1994,

France 1965, Ward 1965, Nayacakalou 1971). The Native Lands Trust Board was

formed in 1940 to oversee the management of the native land as there was

increasing pressure for the use of more land for agricultural development. In order

to provide for this, a system of leasing land had to be created. Since the creation of

the Board, leases have continued to be granted to the non-Fijians and especially

the Fijian Indians who are mostly peasant farmers mainly producing sugar cane

and cereal crops such as rice, maize ,etc. While the creation of the Native Land

Trust Board helped to create a uniform structure in the division of land amongst

different land-owning units such as the mataqaiis, there remained insurmountable

problems in solving the various demands of different land-owning units. This is

still a problem as different claims for the title of the same land continue to be

made by different social units and chiefly lineages. For example in 1994 after the

death of Tui Nadi, in the western division of Fiji, there were two different groups

claiming the same chiefly title. This title has a direct implication for the

ownership of the Melanesian Fijian land in that area. The main functions of the

Native Land Trust Board is to collect the rent on behalf of the mataqaiis and to

issue leases to those who want the land. Leases were granted under an agreement
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called the Agricultural Land and Tenants Organisation (ALTO ). Under ALTO

leases were granted for 10 years but this was later changed to 30 years under a

new agreement called the Agricultural Land Board and Tenants Act (ALTA ).

According to El-Ghonemy (1990), the role of institutional structures in the

allocation of productive resources in many developing countries has largely been

ignored. In the Pacific, the study of multinational corporations have been given

attention but traditional and local institutional monopolies have largely been

ignored.

In Fiji's case the role of NLTB in determining the barrier to entry in to land, credit

and product market have not attracted any serious study. Furthermore, the ability

of the NLTB as an institutional monopoly to determine the type of primary

production and the decisions of the government gives it an enormous power in the

allocation and distribution of resources. NLTB is a institutional monopoly

/monopsony which controls the collection of rent and its distribution to its

members.

The NLTB's unique position in the control of the bulk of the land in Fiji

determines other monopolistic behaviours such as the control of credit, types of

production and the locality of economic activities such as tourism. The monopoly

position of the NLTB means that the price is no longer an accurate indicator of

relative scarcity of the land. The tight control on the leasing of land by the NLTB

makes it appear that land is scarce in the real sense. This is reflected in the fact

that only 28 percent of the total native land is currently under lease.1 In this kind

1 It is claimed that this 28 percent of the land is the best arable land, however,
there is scope for opening up more land. Some of the land in the past has also
gone into native reserve and is not available for leasing.
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of situation, tenants are likely to face rent increases. This was evident after the

1987 military coups when ownership of land-issue was used as a political

justification for the overthrow of the democratically elected government. In

normal circumstances, rental income is taxable but in the case of NLTB, rents

received are not taxable and furthermore the government provides financial

support to NLTB. From an efficiency point of view this is untenable. In most

developing countries governments take interest in the administration of land in

order to collect land tax revenues (Feeny, 1988).

4.4 THE FIJIAN LAND MARKET AND THE ROLE OF NLTB

The NLTB is both in the position of a monopsonist and a monopolist as far as the

supply of land to non-Melanesian Fijians is concerned. It is the sole agent for

Melanesian Fijians for such land and can be looked upon as a single buyer from

their point of view. It is the sole seller as far as Indians in Fiji are concerned.

According to traditional economic theory, an agent of this type may profit both at

the expense of suppliers of land and at the expense of purchasers of land. In many

circumstances, its market intervention will cause a deadweight social loss.

According to standard economic theory a sole agent or middle person for a

resource-owner aiming at profit or economic gain maximisation will raise the

price paid by buyers of the resource and lower that paid to sellers of the resource )

compared to the perfectly competitive outcome ( Tisdell, 1982,) if demand and

supply curves are normal. Thus if such an approach were followed by NLTB in

Fiji in such circumstances, it could lower rents paid to native Fijians and raise
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those paid by Indians for land, thereby increasing the surplus for its own use. In

addition, in this case a social deadweight economic loss would occur.

However, it is possible that the demand for supply of land to non-native Fijians is

not normal. Given that land used by Indians is mostly used for export of sugar,

the price of which is not dependent on their supply, the demand for land of a given

quality may be elastic up to its full potential supply. If the situation prevails

shown in Figure 4-2, a profit maximising agent has no impact on the rent of land

to Indians but creates a deadweight social loss by restricting its supply. The total

amount of rent paid to native Fijians is reduced per hectare and in total,

In Figure 4-2, line AB represents the demand for land of a given quality where X3

is the total potential supply of land of this quality from native Fijians. Line AB

represents both the marginal revenue product and average resource product of

such land. The line marked CDFG represents the supply of such land to the agent %

(it is the average factor cost curve from the agent's viewpoint) and the line marked

CHJ is the marginal factor cost curve from the agent's standpoint.

Under perfect competition, X2 of land of this quality would be supplied to the

rental market and the rent per hectare would be OA per hectare. An agent

however, planning to maximise its surplus would still charge renters OA per

hectare of rent annually but only pay suppliers of land OK per hectare. Thus

landowners would be exploited. The agent's 'surplus' would then amount to the

rectangle KDHA, This may be absorbed in administration and discretionary

expenditures. The area of triangle DFH is equivalent to the social deadweight

economic loss from the exercise of market power by the agent. j

84



Figure 4-2: Impact of a sole economic agent on the rental market for land of
particular quality, given an elastic demand curve.
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If this theory is applied to the Fijian situation, native Fijians would be then prime

losers in terms of rent from the presence of the NLTB. However, a further

adverse impact is possible. Lack of tenure by renters and restrictions on their use

of land imposed by NLTB may reduce the value of the marginal product to them

so reducing the rent collected per hectare, that is it may cause the line AB in

Figure 4-2 to be lower than otherwise.
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Another situation should also be considered in relation to Figure 4-2, namely

where native Fijians are willing to supply aU land of a particular quality to the

market. This would mean that the supply curve CG does not intersect AB but

joins the vertical line LB. If the marginal factor cost curve also does this, the

agent supplies X3 of land at a rental of OA per hectare to the market (as under

perfect competition) but is in a position to pay a much smaller rental to native

suppliers of such land. No social deadweight or allocative loss occurs per se but

income is redistributed in favour of the agent at the expense of native Fijians as a

whole, However, it can be argued that an economic waste does occur because

resources used by the agent could be used elsewhere in the economy to add to

production.

Another possibility is that although the supply curve joins the vertical segment

LB, the marginal factor cost curve for supply of land intersects the segment AB.

In this case the agent will find it profitable to restrict supply of land to the rental

market and some allocative loss will occur.

This conventional economic theory suggests that native Fijians could lose income

as a whole from the presence of an agent such as the NLTB. In addition 'capture'

theory of public bodies suggest that there is a risk that powerful native Fijians will

capture such bodies and use them to their own economic self-interest.

Consequently they may benefit at the expense of the average Melanesian Fijian.

Table 4-1 provides a summary of possible consequences of the operations of

NLTB compared to a free market situation.
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As stated before land is not only an urgent problem for Fiji but it is also a

politically explosive issue. Indian Fijians make up about 50 percent of the

population and the majority of them are peasant farmers planting sugar cane, rice

and vegetables on land leased from the Melanesian Fijians.

Table 4-1: Summary of Possible economic Consequences of the
Operations of NLTB Compared to a Free Market Situation

1. Exercise of market power resulting in a deadweight economic (allocative)
social loss.

2. Possible reduction in rent payments to native Fijians.

3. Maintenance of inequality in rental payments to Fijians.

4. Creation of uncertainty for Indian tenants, This could result in reduced
demand for rental properties, inadequate attention to conservation of and
investment in land by tenants.

5. Scope for X-inefficiency and discretionary behaviour on the part of the
NLTB. —

6. Restrictions on fixtures on rental properties may furthermore reduce long-
term productivity and rental value of such properties.

7. Contractual lock-in (specificity) of tenants may provide scope for local
mataqalis to extract extra payments from tenants eg. through pressure for
'gifts'.

8. In certain circumstances, rental payments by Indians could exceed that in a
free market.

9. Lack of collateral for credit by users of the land.

The 30-year leases begin to expire in 1996 and at present there is no substantiative

agreement in place to arrive at a satisfactory solution. While this has increased

insecurity amongst the tenants, the problem is not a new one. In fact, the
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insecurity has been a permanent feature of the land-tenure policies in Fiji.

However after the military coups, it has been brought to the forefront of land use

policies in Fiji. This insecurity of the Indian community has been has been

summed as follows:

"There is a deeply felt emotional issue here which I fear is

sometimes overlooked, this sense of insecurity and what it does to

people. Particularly when the problem is further compounded by

political disabilities or political disadvantages. I think the two

combine to give that community an enormous sense of insecurity. I

mean what is the bottom line? The bottom line is , if these leases

are not renewed, you have an entire community literally thrown on

the roads. I think that is how some people perceive the problem

and it is not an unrealistic perception. " (Reddy, 1994:16)

Ideally the development of private property rights and individual ownership of the

bulk of the land will definitely be in the interests of long-term political and

economic stability of the country, but in the current political climate this aim is

not achievable, The minimum that could be expected , however, is the

development of a system of leasing that will bring about efficiency in the land

market (Treadgold , 1992). With the shift in economic policy to one emphasising

export orientation, and a more market-based economy, the issue of private

property rights is very significant. The theory is that markets cause efficient

allocation of resources and therefore will not cause any distortions in the economy

and that efficient markets do take into consideration the future. However, this is

only possible as long as the property rights governing natural resources have the



characteristics of exclusivity, universality, transferability and enforceability and

certain other conditions are met (Tietenberg 1992). In terms of the conservation

and management of the land and specific issues such as the soil, the land tenure

policies need to be seriously reviewed.

The World Bank identified four major problems in achieving a successful land

tenure policy affecting the long term development of Fiji's economy and its people

as follows:

" the complexity and unwieldy nature of the legal and

administrative apparatus controlling use native land ,

which creates uncertainty and the potential for disputes;

• low (controlled) annual rents payable for use of this land,

which, at no more than 6 percent of its unimproved capital

value , are usually far less than those on comparable

freehold land;

the lack of adequate security or length of tenure for lease

holders ( at least for those gaining leases through transfers

within the life times of lease arrangements), which

discourages capital improvements, good on-farm

conservation practices and the acceptance of leases for

collaterals for bank loans; and
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•

• the costly and inefficient procedures of the native land trust

board (NLTB) which acts , in effect as an estate agent for

the indigenous Fijian Land holders, taking a quarter of the

land revenues in the form of a charge for the services it

provides." (World Bank 1991a quoted in Treadgold 1992:

48).

The World Bank finding about the low annual rents for the native land is at

variance with other findings in which it is claimed that land rent has been high

compared with the productivity (Prasad, 1984). In fact in a recent report the World

Bank itself acknowledges the conflicting data on land rents (World Bank, 1995). It

points out for example that the NLTB data puts the rent on cane land as FS5O

while those of the cane growers suggest the rent to be between F$50 and F$35O

per hectare. Its comparison with the freehold land is not appropriate as freehold

land makes up a small percentage and it is the only type of land where property

rights are clearly defined and do not involve high transaction costs and

institutional hurdles. So naturally the value of this land in terms of actual sale

price and rent are high. Most commentators on the Fijian economy have identified

land as a vital component of any economic policies and rightly so as land is one of

the most important factors of production, in either agricultural or industrial

development. Treadgold (1992) for example identifies the land market as the

greatest regulatory challenge to the successful implementation of the export

oriented growth strategy.
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4.5 LAND RENT DETERMINATION UNDER ALTA

In Chapter 3 we showed the levels of rent charged and the discrepancies between

Indian lease rents and the Fijian rents. In this section I consider the process of land

valuation and rent determination. The concept of 'land rent' that is of concern

mainly involves the periodic annual rents paid by the tenants to the landlord. This

annual rent is largely based on the right of the tenant to use the land, The rights

are usually provided through formal contracts like ALTA in Fiji. However, the

discussion of Unimproved Capital Value (UCV) involves more than just the

periodic annual rents. Tisdell (1982) points out that there are three types of

economic rents including, the absolute rent, differential rent and quasi-rent. |
r

. ' • ]

:|

The principle of diminishing returns in agriculture was recognised by David

Ricardo in 1817. Ricardo stated that 'rent is not a component part of the price of ]

commodity. This conclusion rests upon the value theory that price is determined ;j

by unit cost of production at the margins, where no rent is present. When demand

requires the extension of production beyond the stage of increasing or constant

returns and call into use land of lower productivity. The price which must rise to

cover a higher unit cost of production at the margins, will afford a rent to the

landowners superior to the poorest in use. Ricardo thus contended that rent must

be a result and not a cause of price. He defined rent as " that portion of the

produce of the earth which is paid to the landlord for the use of the original and

indestructible powers of the soil" (Ricardo, 1962: 34). Essentially he believed that

rents were determined by the interaction of supply and demand,
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However, the Ricardian definition is seen by modern economists as inadequate.

They use the marginal productivity theory to define the concept of economic rent.

Mattersdorff (1982: 311) defines economic rent as "the payment made (or

attributed) to a productive resource beyond what is necessary to get that resource

to perform its function". This implies that if the supply of land for example is

elastic then the economic rent would be low and would be high in the case of an

inelastic supply.

Marx (1975) developed a different theory of rent largely based on the critique of

Ricardo's rent theory. Marx's theory differed from the Ricardian theory in two

ways. First it was established upon a different theory of value and a different

meaning of the margin (Bryan, 1990). In Ricardo's theory users of marginal land

pay no rent since there is no economic rent while in the Marxian theory absolute

rent could be derived even from the marginal land in the case of perfectly inelastic

supply. Marx also developed the idea of monopoly rents and distinguished this

from his Differential and Absolute rent (Evans, 1991). In Marx's view monopoly

rent exists together with Ricardo's differential rent, Landlords would easily obtain

monopoly rents if there is a downward sloping demand curve for the use of land.

The Agricultural Landlords and Tenants Act, section 21 provides for the

formation of a committee of valuers The function of the committee is provided by

section section 21 (2) which is as follows:

i

2 For other interpretations of Marx's rent theory see Ball (1977), Fine (1979),
Harvey (1982).
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"the function of the committee shall be to determine and, by order published in

the gazette, declare the improved capital value values of the different classes of

agricultural land the subject of an agricultural holding, the first such order to be

published within one month of the commencement of the Agricultural Land Lord

and Tenant Act of 1976 and subsequent orders to be published every five years".

(ALTA, Cap.270: 14)

The committee of valuers undertakes a valuation every five years and a new

schedule of UCV's are determined. There are a number of issues that needs to be

considered and which explains the dispute about rent determination in Fiji under

the ALTA legislation. Section 23 (3) defines UCV as follows:

"Unimproved capital value means the capital sum which the land the subject of

the agricultural holding, if it were held for an estate in fee simple unencumbered

by any mortgage or charge thereon, might be expected to realise at the time the

maximum rent was assessed, fixed and certified if offered for sale with vacant

possession on such reasonable terms and conditions as a bonafide seller might be

expected to require and assuming that any improvements thereon or appertaining

thereto made by the tenant or acquired by the tenant had not been made; provided

that such capital sum shall only take into account the purpose for which the land

is leased and not the actual use of the land or any purpose for which the land

could be used", (ALTA, Cap. 270: 15)

While the ALTA legislation provides the powers to the committee of valuers to

differentiate UCV's for different class of land it does not consider other factors

such as access to transport, major urban centres and markets for goods and
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services. Location theory or von Thunen's theory (1968 translation) would

suggest therefore that rent values would be different for the same classes of land.

Those closer to the urban centres and more accessible to the market would have

higher rents and where highest value output per hectare would occur. The UCV is

assessed on the same basis regardless of the class of land. The productivity and

returns from the land arising as a result of different locations is not given

consideration. For sugar cane farmers, the locations of the farm is a significant

factor in their costs and production. For example farmers in Seaqaqa on the island

of Vanua Levu do not have access to rail for transporting cane to the mill, where

the cost is lower compared to lorry transport. The rent however paid for the same

class of the land is the same.

Furthermore, the process of determining the UCV is still a contentious issue. For

example in 1992 the committee of valuers used a very small sample of holdings to

decide on the UCV values. The committee of valuers visited 150 farms in 15 days

to determine the UCV's for the whole of Fiji. This sample amounted to 0.008

percent of the 23,000 sugar cane farms and about 0.0057 percent of all land

holdings in Fiji (Fiji Cane Growers submission, 1992), The UCV is considered on

the basis of the sale of holdings of a particular class of land and for the 1992

valuation the committee of valuers only looked at 8.7 percent of the total sales for

that year. Furthermore, the UCV is determined on the basis of the sale of freehold

holdings of similar class of land. The problem with this however is that most

freehold land are of the best quality arable land and naturally its value is higher.

Freehold land is the only type of land that can be freely bought and sold. The

amount of freehold as has been pointed out before makes up only seven percent of
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the total land in Fiji. The demand for freehold land is far in excess of the supply.

The sale value of freehold therefore includes its scarcity value.

Table 4-2 shows the UCV increases since 1977. Between 1977-1987 the minimum

UCV assessed increased by 540 percent while between 1987-1992 it increased by

240.7 percent. The maximum UCV assessed increased by 500 percent between

1977-1987 and 200 percent between 1987-1992. It is clear from the UCV figures

that the increases have been exorbitant. It has been argued by the NLTB that the

rent is controlled by the legislation which stipulates a maximum of 6 percent of

the UCV. However, as shown by Table 4-2 the UCV has been assessed at a very

high level. While the UCV is assessed in different classes it does not take into

account the cost variations due to distance and availability of labour. The other

issue that has led to disputes about rent is the inclusion of improvements in the

determination of the UCV. The market value of the land holdings includes all the

improvements. The UCV in 1992 only excluded buildings and standing crops.

Table: 4-2: Summary of Unimproved Capital Values per Hectare for
Sugarcane Growing Areas in Fiji: , 1977,1987 and 1992

Classification 1977 f987 1992

First Class $500-5900 $2700-54500 $6,500-$9000

Second Class S200-S500 $1650-52700 S4500-S6500

Third Class $85-$200 $1100-$1650 $2000-$4500

Source: (Fiji Republic Gazette Supplement, 1977, 1987 1992)

All other improvements such as access roads, drainage, trees of economic values,

permanent pasture, fences, terracing have not been excluded. This means that the
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assessment of the UCV is not entirely based on unimproved capital value. For the

sugar cane holdings the cane contract from the Fiji Sugar Corporation is also an

improvement. A land holding with a cane contract attracts a higher value than a

holding without the contract. For the cane farmers the UCV determined every five

years does not exclude the added value as a result of the cane contract.

While the NLTB seems to accept the current system of UCV determination, it

needs to consider the lost rent from land near the urban centres and cane farms

that are more accessible. The UCV as has been pointed out before does not

differentiate these aspects. Any future formula for rent determination needs to take

into account a number of factors.

While the Committee of Valuers has attempted in the past to have a sliding scale

for UCV, it has done so selectively. Furthermore, a recent Central Agricultural

Tribunal Ruling ruled that the Committee of Valuers did not have the power to

give a sliding scale for UCV's. This implies that the legislation has to be changed

to accommodate the present concerns. In view of the present difficulties the

Committee of Valuers may also determine fair rental values on top of the UCV's

to ensure efficient levels of rent.

4.6 LAND-LEASE RENEWAL AND SUGAR PRODUCTION

About 65 percent of the population of Fiji still lives in rural areas and they

directly depend on the land for their livelihood. Despite this fact, emphasis in

government policy has continued to shift away from the agricultural sector to the

manufacturing sector. It is therefore likely that land degradation may be an issue
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that will be increasingly neglected by policy-makers. Specifically, a survey was

conducted in 1981 to determine the impact of land tenure on the sugar cane

production (Prasad, 1984). While there have been some major institutional

changes in the industry since this survey, the land-tenure system has remained the

same and therefore the findings may still be useful. A follow up survey, however

should provide further insights. The following issues were highlighted in the 1981

survey:

• Farmers were reluctant to invest in long term farming techniques because

the leases were to short and no appropriate guarantee is provided for

renewal of leases (10-30 years).

• Rent charged was too high relative to productivity.

Production prior to expiry of leases was much lower and begins to decline

5-6 years before the expiry.

• Quality of houses on the leased land had to be makeshift as it was difficult

to get permission to build permanent structures.

• Lack of conservation and management strategies as the insecurity of tenure

did not provide any incentives.

In terms of the impact on the economic development of Fiji, the sugar industry is

by far the most important and merits some discussion, It accounts for about 40

percent of total merchandise exports, about 12 percent of GDP and is the nations
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single largest employer directly providing jobs for about 40,000 people. It has a

larger multiplier effect than any other industry in the country (Fiji Government,

1995). Apart from increasing production costs and farmer indebtedness, the

industry's biggest problem is land tenure or the issue of property rights. Over 5000

farm leases are due to expire between 1997 and 2005. The issue here is not just a

simple negotiation of renewal or no renewal but the whole issue of the actual

conditions under which lease will renewed or not renewed. If it is not renewed,

what is the alternative for the current tenant, what sort of compensation will the

former tenant get? Who will be the new tenant, will the productivity be

maintained? If the lease is renewed, for how long and on what conditions.

The sugar industry has always been seen as Indian Fijian dominated and its

political importance invariably overshadows its economic importance. Current

statistics show that Indian Fijians comprise 75 percent of the total 23,000

registered growers and Melanesian Fijians 25 percent. 75 percent of the Indian

Fijian farmers produce about 88 percent of the total production while the 25

percent of the Melanesian Fijian farmers produce about 12 percent of the total

production. On average the size of the majority of the farms are the same for both

Melanesian Fijian and Indian Fijian farmers (Sugar Cane Growers Council, 1993).

The average size of the farms is about 4.2 hectares and over 60 percent of growers

producing less than 150 tonnes per year (World Bank, 1995). A simple model can

be used to describe the differences in the production levels between the

Melanesian Fijians and Indian Fijians.

The total production of sugarcane in Fiji can be represented as
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where Y represents total production in tonnes, yi is the total production in tonnes

by Melanesian Fijians and y2 is that by the Indians. Where aj is the production per

hectare by Melanesian Fijians and a2 is that for Indians,

yi =a, X, (4-2)

and y2 = a2 x2 (4-3)

given that Xj represents the number of hectares cultivated by Melanesian Fijians

and x2 is that cultivated by Indians for sugar production. It is generally believed

that aj < a2.

Total production can be presented as

Y = a1x1+a2(x-x,) (4-4)

where x is equal to the total amount of land in hectares allocated to sugarcane

cultivation. The relationship assumed above are linear. So the production function

should be considered as an approximation. The average product is hence

represented by

(4-5)

On the basis of the above model, the average export revenue per Indian grower is

about F$ 12,000 and that of a Melanesian Fijian grower is F$4,943 (data based on

Table 4-3). In Figure 4-3, AC is the total Melanesian Fijian output and that of the

Indian Fijian is BD. Total output of sugarcane is represented by DC.
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On the basis of data in Table 4-3 if we take a hypothetical situation and say that

30 percent of the leases currently held by Indian Fijian farmers are not renewed

and instead transferred to Melanesian Fijian farmers for cane production, what

will then be the implication for production and export revenue. Tables 4-3 and 4-4

show the current and the hypothetical situations respectively.

Table 4-3: Current Situation for Composition of Sugarcane Production
and Export by Race

No of Growers Share of total cane
Production (%)

Share of Export
Revenue (fob

$'000)

Fijian Indian

Melanesian Fijian

Total

16859

5620

22479

88

12

100

203724

27780

231504

Source: (Author's calculations based on FSC, Sugar Canegrowers Council and
Fiji Bureau of Statistics Reports and statistics).
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With 30 percent non renewal (hypothetical situation) based on 1991 statistics and

assuming the productivity ratios remain the same amongst the Indian Fijian and

Melanesian Fijian fanners. The differences in production are likely to remain in

the foreseeable future. A very ambitious project to produce more sugar began in

Seaqaqa on the island of Vanua Levu in 1973. This project was partly financed by

the World Bank and was intended to involve more Melanesian Fijians as farmers.

While the target for production levels were achieved, that involving more Fijians

was not achieved, In fact a significant number of farms were abandoned and Fijian

Indian farmers from the rice growing areas were settled in as tenants to farm the

land. It is likely that given appropriate incentives and support in the long run,

productivity of the Melanesian Fijians can improve, but in the short run the

difference in productivity level is likely to remain.

Table 4-4: Hypothetical Situation of sugar production for Fiji and export
revenue by race

No of Growers Share of total Share of export
(after 30 % non cane production Revenue (fob

renewal) (%) $'0O0)

Fijian Indian

Melanesian
Fijian

Total

11801

10678

22479

61,5

22.8

84.3
(loss of cane

production 15,7)

142375

52783

195158
(loss of revenue is

36346)

The above calculations suggest that a 30 percent non-renewal of the leases will

lead to a production and export revenue loss of about 15.7% for Fiji. This {
f.

represents a 8 percent loss in the total export revenue of the country.
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The current land-tenure system does not provide the incentive for the farmers to

improve productivity in the long run. The lease structure that is provided by the

Native Land Trust Board no longer is seen by the Indian Fijian farmers as secure.

Bardhan (1984) points out that in many agrarian societies, transactions are

conducted on a informal basis and usually involve personal relationship and

traditional norms. In the case of native land in Fiji, many transactions on a daily

basis are based on personal relationships and informal arrangements. Apart from

the Native Land Trust Board, there are local units such as the mataqali and where

the head exerts unofficial influence on the tenants. For example the tenant has to

constantly make goodwill payments to the members of the local mataqali for the

continued use of the land. These influences have not helped to provide the

incentives for increased productivity in the sugar industry. With respect to other

types of farming activities such as rice, share cropping is already a practice, where

the mataqali members derive certain percentage of the produce as part of the

agreement to use the land. These arrangements are usually temporary and have no

long term structure and are usually done on a informal basis.

The system of land tenure is not only a disincentive for the Fijian Indian farmers

but it is equally detrimental to the involvement of Melanesian Fijian farmers.

Many ordinary members are led to believe that the rents collected by the NLTB

are the best they can get, but in the final analysis the benefits do not accrue to

them as much of it is lost in terms of administrative cost of the NLTB and

payments to heads of mataqalis. This is a major source of disappointment amongst

the ordinary members. It is worth pointing out here that this disappointment

translates into demands for increased rent from the tenants. Since 1987,. this

demand has increased and land rentals have become a major component of the
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increased overall costs. For example land rent increases ranged from 390 % to

1500% in 1987 (Prasad, 1993). Farmers have continued to rely on bank

borrowings for their actual consumption needs, rather than borrowing for

productivity increases. The average debt per farmer in 1993 was F$5,048 (Chand

et.al, 1993). With increasing costs and grower indebtedness and the declining

sugar prices any further increase in the land rent is unlikely to be sustained and

will have serious repercussions on the industry.

4.7 SUMMARY AND CONCLUDING COMMENTS

This Chapter has considered two important aspects of land tenure policies in Fiji,

First it has analysed the method of rent determination using the Unimproved

Capital Value and points out the problems in the current methods. Secondly, the

Chapter provided an analysis of the impending expiry of land leases in Fiji. It

shows the impact on the sugar industry and the Fijian economy of non-renewal of

leases to the current tenants. The discrepancy between the performance of the

Melanesian Fijian farmers and Indian farmers is highlighted. A thirty percent non-

renewal of the current leases could lead to a production of loss of about 15.7

percent. This would lead to a 8 percent loss of the total export revenue.

One of the major institutional impediments in the case of Fiji involves property

rights in land. Like many developing countries Fiji is truly part of the global

economy and is directly affected by the institutional changes that are taking place.

The drive towards a global and free market economy makes it imperative for Fiji

to make appropriate institutional changes. While the process of change in the
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economic policies, especially the adoption of the SAPs, have been pursued, the

issue of land tenure remains a major institutional challenge,

The land tenure issue, that is, the insecurity of the leases and the 1990

Constitution has been identified by the World Bank (1995) as the cause of low

business confidence and hence poor overall economic growth in Fiji. The

management of the 83 percent of the total land in Fiji by the Native Land Trust

Board provides it with absolute monopoly power in the determination of the land

rents and the allocation of leases. Two issues of concern arise as a result of

NLTB's unique position, it ability to restrict the lease of land and hence derive

high rents and distribution of rents collected on behalf of the Melanesian Fijians.

Only about 28 percent of the total amount of native land is currently under lease.

This points to the fact the quantity of land available for lease is restricted and that

price is no longer an accurate indicator of relative scarcity of land.

According to Dorner (1972), land tenure must reflect the overall requirements for

development and that reforms must provide a stable base for a country's political

and economic future. In the case of Fiji, it is not only the sugar industry for which

the land tenure issue must be resolved but it is also important where native land is

required for commercial development and tourism. The current development and

policy goals of Fiji are at odds with the land tenure system. Land must be '

considered as a factor of production and its availability, price and ownership and

lease must reflect economic efficiency. This will provide the right incentive not

only for increased productivity, availability of credit but also the incentive for

increased conservation and management of the land.
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According to Feeny (1988) as demand for more land increases the demand for

clear and enforceable property rights increases. As the Fijian economy further

integrates into the World economy, the demand for more land and clear and

enforceable property rights will become an important factor for the overall

investment in the economy. In the case of Fiji, the demand and supply for

institutional changes must reflect the overall need for economic development,

efficiency and a just distribution of resources.
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CHAPTER 5

LAND AND PRODUCTION IN THE FIJI SUGAR INDUSTRY: A
HISTORICAL BACKGROUND

5.1. INTRODUCTION

This Chapter provides a brief background to the Fijian sugar industry. The

understanding of the historical development of the sugar industry is vital for any

study relating to the nature of property rights in land. The arrival of the indentured

labourers from India is directly linked to the development of the sugar industry.

People of Indian origin are the majority of the tenants on the native land and

account for 75 percent of the sugar farmers.

The agricultural sector plays a vital role in the economic development of Fiji.

Within this sector, the sugar industry is the most important. Agriculture accounts

for a total of 21 percent of Fiji's Gross Domestic Product. Of this, 12 percent

comes from the sugar industry. Sugar is the largest single export-earner and

currently accounts for over 40 percent of the total exports by value. Before 1987,

it accounted for about 60 percent of the total exports. The decline in the

agricultural share of the total exports has been due to the emergence of new

export initiatives such as the export of garments. Two issues confront the sugar

industry at present. The first one is the issue of property rights in land after the

expiry of leases under the Agricultural Landlords and Tenants Act (ALTA).

Second are the changes in the international market for sugar. At present, Fiji's

sugar is sold under the Lome Convention, The price received for Fijian sugar is

above the world market price. However, with the move towards freer world

trade, this agreement may not be sustained in the long run. These developments

require major restructuring of the industry to improve its efficiency. One of the

major constraints to achieving this reform is the rigid institutional structure of

land rights in Fiji. Part II of the Chapter provides a brief history of the sugar
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industry to place the issue of property rights in land in its context, Part III

describes the institutional structure of the sugar industry and its role in the Fijian

economy. Part IV of the Chapter provides a brief overview of the contribution of

the sugar industry in Fiji. Part V discusses some of the other constraints apart

from the uncertainty of property rights in land and issues relating to the

restructuring of the sugar industry in Fiji, Part VI provides the concluding

comments.

5.2 BRIEF HISTORY OF THE DEVELOPMENT OF THE
SUGAR INDUSTRY IN FIJI

The sugar industry has been the mainstay of Fiji's economy for more than a

hundred years.1 Sugar plantation in Fiji can be traced back to 1862 when sugar

was first produced on the island of Wakaya. Moynagh (1981) points out that the

first mill to crush sugarcane was opened in Suva in 1872. The majority of cane

was produced in the Eastern part of Fiji. By 1875 sugarcane production in Fiji was

considered to be a viable industry by the then colonial government. The critical

issue for then governor Sir Arthur Gordon was the supply of labour. Gordon

believed that the native population could not guarantee a long term supply of

labour on the plantations. He also believed that the natives would not meet long

term plantation needs.

The need for long term stable labour supply led to a search for alternatives,

Drawing on the experiences of other colonies such as Trinidad and Mauritius,

Gordon arranged for labour to be imported from India. In 1879 the first lot of

Indian indentured labourers was imported. The process continued until 1916 when

1 Various studies have been conducted on the historical development of the sugar
industry and the involvement of Indian labourers, politics and land. See for
example, Ali (1980), Knapman (1987), Lai, (1997, 1992), Narayan, (1984),
Narsey (1979), Norton (1977), Gillion (1962,1977) amongst others.
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the import of Indian labour was banned, The ban was partly to do with the

appalling conditions in which the Indian labourers were made to work.

The Colonial Sugar Refining Company (CSR) from Australia started operations in

1882 and by 1883 had two mills operating in Fiji. This was the beginning of the

CSR's long term investment in Fiji, It became the sole miller in the colony and

determined almost every aspect of the development of the industry. Indian labour

was imported on 5 year contracts after which they were to return to India. This

was in accordance with the view that, native Fijians would over a period of time

be fully engaged in the production of cane. As pointed out by Moynagh (1981),

when the first mills were established in the early 1870s, it was hoped that native

Fijians would produce a large proportion of the sugar cane. In 1884, for example

Fijians produced 12 percent of the total cane produced but this declined to 6

percent in 1900. The percentage continued to decline in subsequent years, The

percentage of cane produced currently by Fijian farmers is around 12 percent.

Towards the end of the 1800s the number of Fijians producing cane declined

significantly and rent from land became the major source of their income

(Moynagh, 1981). The rent received by the Fijians however was very low

compared to the value of the land. This did not induce Fijians to produce more

cane themselves. The reason for this was the chiefly influence on the land itself,

which ensured continued supply to European planters. About 30 percent of the

rent was directed to the chiefs.

2 On the atrocities and appalling conditions of the indentured workers see
studies by Naidu (1979) Gillion (1962). Reports on the problems of indentured
labourers caused the Indian government to stop the trade of labour from India
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The land question from the early 1900s became an important issue within the

sugar industry. The Fijian chiefs saw the importance of keeping the land in their

ownership in terms of the rent that they were receiving. The European planters

expected land values to rise in the market as a result of new sugar production. The

land disposed of by the European planters was taken over by the CSR company to

produce more cane. By 1914, the CSR was a major landowner in the colony and

controlled over 100,000 acres. The role of the CSR in the economy of Fiji by the

early 1900s was significant. The benefits from the industry to the colony however

was a contentious issue. It has been argued that there was significant leakage of

the profits. The economy did not benefit from creation of more employment and

revenue.

Indian settlement on European land occurred after they were given the option to

stay in Fiji after five years of indentured labour. Many of them chose to stay and

were allocated land by the European planters and the CSR to produce cane. This

was the beginning of the process of the lease of land to the Indian tenants. Apart

from direct leases, share farming was also promoted by the European planters

(Moynagh, 1981). Initially only Europeans could lease land from the Fijian

owners, however, later the Indians were able to also lease land from the Fijians.

Before the formation of the Native Lands Trust Board (NLTB) in 1940 all leasing

arrangement was done informally. In the early 1900s, the government began

putting in regulations for the leasing of land. Despite the regulations the informal

arrangements for leasing continued. The informal arrangement is still a feature of

land leases in Fiji, although on a smaller scale.

The problem of land tenure in Fiji is not new, it existed from the time when first

leases were issued. For example Moynagh (1981: 96) points out that" because
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Indian methods of cultivation caused the soil to be exhausted (due to short term of

the leases), the value of the land assessed by the Europeans was low. Refusal of

leases by the Fijian land owners is not new. The first refusal of leases occurred in

1924 (Moynagh, 1981). The threat of non-renewal of leases was designed to

induce higher rents to be paid by the tenants. This historical event can be linked to

the present argument in favour of increasing rents. The threat of non-renewal is

directly linked to increases in rent and higher premiums for the new leases. At the

time of non-renewal proposals, the CSR feared that this could trigger increased

costs for the tenants and hence translate in to higher sugar prices.

During the 1930s the pressure was mounting on the CSR to provide better,

conditions for the tenants on its land. This translated in to higher prices for cane

and also wages for workers. There were no credit facilities from the CSR for the

tenants except from Indian sirdars, the merchant Gujarati class and the European

planters. The CSR attempted to change this through a proposal to form a growers

bank which could provide farmers with cheap credit. According to Moynagh

(1981) and Gillion (1977), CSR wanted to get the farmers to improve their income

and hence give less attention to the demand for higher cane prices. This proposal

however, did not materialise. It must be noted, that the problem of credit is one of

the major issues for the farmers in Fiji today. It is difficult for the farmers to

actually acquire credit because of insecurity of tenure and the impending expiry of

leases. Furthermore, a proposal for a farmers bank is currently under discussion.

Despite the pressure on the CSR to reduce certain controls on the growers, it

continued to control the affairs of the industry in every aspect. However, its

position became vulnerable after the formation of farmers' unions. The first major
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union " The Kisan Sangh" was formed in 19373. Problems of the growers were

collectively put to the CSR by the union. The conflicts between the CSR company

and the unions became a regular feature of the industry. The growers unions in the

industry are major players in the decision making structures of the industry.

Opposition to CSR's dominance of the industry became a major political and

economic struggle for the growers and their leaders. While the nature of the

struggle was somewhat fragmented and disunited, it did force the colonial

government and the CSR to change certain aspect of the industry's operation

(Gillion, 1977). CSR's monoposony position provided it with enormous power

over the operation of the industry. These included the processing and marketing of

sugar cane. In 1960 the growers had a major dispute with the CSR company over

the cane price and the sharing of proceeds between the company and the growers.

This dispute escalated into a major strike and substantial losses to both growers

and the company occurred (Narayan, 1984). A commission of inquiry called the

"Eve Commission" was put in place to settle the dispute. The Eve Commission

produced a contract which became a major source of friction between the CSR

company and the growers. What came to be known as the Eve Formula, basically

protected the millers from any financial losses and passed all losses and risks onto

the farmers.

The Eve Contract expired in 1969, a year before Fiji gained its political

independence. After the Eve Contract, the colonial government in consultation

3 The Kisan Sangh was formed to oppose the CSR's refusal to grant
concessions to the growers and also to argue for higher cane price. It must be
noted that later the Kisan Sangh was challenged by other unions. Unions became
powerful political organisation. For example, the National Federation Party was
born out of the grower's union. For more details see Moynagh (1981) and Gillion
(1977)
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with the grower's representatives agreed on an independent arbitrator to settle the

dispute. By 1969 however, the problems of the industry were well publicised and

the colonial government could not ignore the demands of the farmers. Lord

Denning was appointed as the arbitrator for a new sugarcane contract. The

Denning Contract became effective on the 31 March, 1970. Naturally, this award

was seen by the CSR as a major economic blow to its operation in Fiji. For

example the CSR responded to the award as follows (CSR 1970:1):

"that (he adoption of the Denning award would impose on the
miller high risks of heavy losses, with little or no prospect of
worthwhile profit;

that Lord Denning's rejection of the Eve formula was based on his
failure to understand the elements of its design and application;

that lord Denning's assessment of the miller's "sugar making
costs" cannot be reconciled with the evidence that was before him;
and

that many of Lord Denning's statements show a lack of
understanding of accounting principles and of the practical
working of the sugar industry in Fiji

As a result of the Denning Contract the CSR company decided that it was no

longer profitable for it operate in Fiji. The CSR company left Fiji in 1973 and the

Fiji government took over the operation of the mills. The Fiji Sugar Corporation

(FSC) is fully owned by the government.
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5.3 INSTITUTIONAL STRUCTURE, ROLE OF THE SUGAR
INDUSTRY IN FIJI'S ECONOMIC DEVELOPMENT AND
THE CONSTRAINTS

The sugar industry is comprised of the Fiji Sugar Corporation (FSC), the Sugar

Commission of Fiji, Sugar Industry Tribunal and the Sugar Cane Growers Council

and the sugar cane growers' fund authority. The FSC was incorporated by an act

of Parliament in 1973 when the CSR company left Fiji. The government is the

majority shareholder, while local public companies and individuals have a small

percentage. At present FSC is Fiji's largest private sector employer with about

3500 employees during the crushing season. The FSC owns all the four sugar

mills in Fiji and these mills have the capacity to crush about 4 million tonnes of

cane to produce about 500,000 tonnes of raw sugar. The FSC owns and operates

about 700 km of railway and is the largest transport operator in Fiji. FSC is also

responsible for the marketing of sugar. It does this through the wholly

government-owned Fiji Sugar Marketing Company. One of the major concerns of

the FSC is the impending expiry of leases and its impact on the production.

According to FSC, any large scale displacement of farmers from the current land,

could affect production and Fiji's ability to satisfy the demand from its

international market.

The Sugar Cane Growers Council represents the growers and deals with the other

parties on behalf of the growers. It was established under the Sugar Industry Act

of 1984. While the growers council was established with the view to unifying the

growers under one institution, the unity of growers is still an issue for the

industry. Currently there are three growers unions, the National Farmers Union,

the Fiji Kisan Sangh and the Fiji Cane Growers Association. All these growers

organisations are collectively represented on the growers council.
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The Sugar Commission has been established as the overall coordinating body.

Under the Act, the Commission is an independent organisation which examines

all aspect of the industry. The chairman of the Commission is appointed by the

Minister for Agriculture. The Commission is comprised of four members from the

FSC, six from the growers council, two from the unions, one government

representative, industrial commissioner and four representatives of the

landowners. The Commission's role is to provide a coordinating service between

the various organisations within the industry.

The Sugar Industry Tribunal is a one man body. The role of the tribunal is to

resolve disputes amongst various organisations within the industry. The Sugar

Cane Fund Authority was established under the Sugar Industry Act of 1984, It

replaces the previous organisation called the Sugar Cane Price Support and

Stabilisation Fund. Essentially the role of this organisation is to provide financial

help to the growers to improve efficiency and to provide support during natural

disasters.

5.3.1 Fiji Sugar Industry And Its Place In Fiji's Economic
Development: The Current Position

Sugar revenue accounts for approximately 12 percent of Fiji's GDP. The industry

as a whole provides direct employment for about 25 percent of the economically

active population (World Bank, 1995). Revenue from sugar and molasses account

for about 40 percent of Fiji's export earnings and is likely to remain in the

foreseeable future. While garment export has been increasing since 1987, sugar

remains the largest single earner. The multiplier effect on the economy is much

greater than the tourism industry which has a significant leakage factor. The FSC

for example estimates that approximately 182,400 people depend directly 6n the
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sugar industry for their livelihood. This represents about 26 percent of the total

population.

The Fiji Government's primary aim both in the development plans Eight (1981-

1985) and Nine (1986-1990) was to achieve increased sugar cane and sugar

production. The primary aim of increasing production was to provide greater

contribution to the economy through increased foreign exchange earnings and a

larger multiplier effect. The target of 500-600 thousand tonnes was not however

realised by the mid 1980s. Since the early 1980s the government envisaged the

broadening of the sugar industry's base. Since then its has established a distillery

producing alcohol for the export market and a fertiliser company in partnership

with the growers council.

The primary objectives of the industry in the Development Plan Nine were stated

as follows:

*"achieve an annual sugar production target between 550,000-600,000
tonnes;

* broaden the base of the industry through diversification both
horizontally and vertically;

* explore and implement the most cost-effective methods of cane
transportation and

* enhance increased productivity and efficiency at all levels of
production to improve the viability of the industry"(Central
Planning Office; 1985:49)

The objectives relating to production levels have certainly not been achieved. This

may be the direct result of the other objectives such as increasing productivity and

efficiency at all levels not being achieved> Furthermore, the political upheavals of

1987 caused further decline in the production levels. Some of the factors that
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contributed to the inefficiency in the industry are believed to be poor utilisation of

land, milling inefficiency and lack of both horizontal and vertical diversification.

Horizontal diversification includes growing food for subsistence and growing of

other crops to supplement income. Land improvements such as irrigation facilities

may be needed. The vertical diversification includes further processing of sugar

and its by-products to add value. This has occurred to some extent, such as the

production of alcohol, but there is scope for further processing.

In 1993 there were 23,454 small holder growers. Ethnic Indians constitute 75

percent of the growers while ethnic Fijians account for 25 percent of the growers.

On average, each grower produced about 151 tonnes of cane. As shown by Figure

5-1 and 5-2 the production of sugar cane has fluctuated a lot.

Figure 5-1: Average Production per Hectare of
Sugar, Fiji, 1970-1992
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Figure 5-2 shows the area harvested between 1970-1992. The production increase

of 25 percent between 1970 and 1992 can be therefore said to be largely

dependent on the increase in the area harvested. Further analysis of the production
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sugarcane declined. From 1989 the production continued to decline while

the area harvested continued to increase until 1991.

Figure 5-3: Index of Sugarcane Area Harvested and Production, in Fiji, 1970-
1992
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5.3.2 Constraints and Issues in the Sugar Industry: Future

Directions

Since the early 1980s, the declining price of sugar in the world market has been of

serious concern. Fiji sells about 60 percent of its sugar to the European Union

under a preferential agreement. This agreements allows Fiji to sell at above the

world market price. Despite this preferential treatment, Fiji still has to sell 40

percent of its sugar on the world market and this expose it to the vagaries of

international market. Fiji is a very small player as far as the world sugar

production and prices are concerned. The world sugar consumption in 1994 was
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113,922 thousand tonnes while production was 110,130 thousand tonnes. This

shortfall in production could easily be met by the major players. Thus there

appears to be hardly any prospect of a higher world market price in future,

Fiji is too small a supplier of sugar to influence the world price. The situation for

Fiji is now more depressing as it faces a changing global economy. This include

the signing of the Uruguay Round Trade agreement of which Fiji is a member.

For, Fiji, this means that the future of its 60 percent of sugar market under the

Lome Convention can not be guaranteed in future.

According to the World Bank (1995:104) "the stagnation in the sugar sector of Fiji

over the last fifteen years has shifted the industry from being a relatively low-cost

producer to an average-to-high cost producer". To face the prospect of declining

world prices, the sugar industry needs to be restructured to make it more efficient.

Combined with the prospect of worsening global conditions for the industry is the

question of land tenure and the renewal of leases. The process of restructuring the

industry requires a solution to the land tenure problem. If the property rights are in

question then the success of any reform in the industry could be

counterproductive. Efficiency and productivity increases can not occur if farmers

are unsure about their future hold on the land.

5.3.3 The Land Question and Restructuring of the Sugar Industry

The market for land services in Fiji is inefficient. This arises from a number of

sources. According to Miranowski and Cochran (1993) sources of market failure

include the existence of monopoly, absence of futures markets, absence of risk

markets, common property resource problems, externalities, divergence of social
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and private interest rates and tenancy arrangements. In the case of Fiji, 83 percent

of the land is under monopolistic control of the Native Land Trust Board.

The leasing arrangement under the ALTA has led to sub-optimal use of the land.

The lack of security of tenure is one of the major causes of market failure in the

land market. The whole question of property rights in land and the institutions that

determine these rights are a significant cause of inefficiency within the land

market in Fiji. The efficiency of the land market in Fiji is not only important for

increased agricultural productivity but also to industrial and tourism development,

From the point of view of efficiency and productivity, private or individual

ownership of land is desirable. In Fiji however, the prospect of this happening is

politically remote. The alternative is to devise leasing arrangements that will

provide the security and incentives for increased production and efficiency. The

ALTA attempted to achieve this with varied success. As discussed in Chapter

four, leases under ALTA failed to provide the security of tenure and the incentive

for production.

5.4 CONCLUDING COMMENTS

The historical development of the sugar industry in Fiji was not free from the

problem of land tenure. It is clear from historical studies that land in Fiji has

always been a sensitive political issue and therefore, the discussion of the

problems of tenure has always been restricted to political issues. Furthermore, the

Australian Colonial Sugar Refining Company had no genuine desire to provide a

permanent solution to the land problems in the sugarcane growing areas. This was

first, due to the fact that the CSR itself owned land which was later leased to sugar
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cane plantation workers and second it was deemed to be a costly exercise to

pursue the land subdivision. Third granting of individual leases or allowing

private ownership of sugar farms would have shifted the absolute political and

monopoly power that CSR had in Fiji.

The sugar industry is still a very significant part of the Fijian economy. Despite

attempts to diversify the economic production in the country, the sugar industry

remains the main stay of Fiji's rural economy. However, the problems of

inefficiency and constraints to continued production due to land tenure problems i
i

could substantially reduce the contribution of the sugar industry to Fiji's GDP.

Furthermore, the looming threat to the Lome Agreement under which Fiji's sugar

is sold at an above the world market price is causing great concern to the sugar

farmers. However, the biggest concern to the farmers on native land in Fiji is the

insecurity of tenure. While the ALTA legislation provides a legal framework for

the leasing of native land in Fiji, the practice and the demands of the landowners

at the mataqali level create a lot of confusion and uncertainty. Chapter 6 addresses

the issue of uncertainty of leases and its impact on investment and productivity in

Fiji's sugar industry.
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CHAPTER 6

IMPACTS OF PROPERTY RIGHTS IN LAND ON
SUGAR PRODUCTION IN FIJI: SOME EMPIRICAL EVIDENCE

6.1. INTRODUCTION

The purpose of this Chapter is to consider the impact of land-lease security on

sugar production in Fiji. The Chapter makes an empirical contribution to

knowledge using farm-level data derived from field study of sugar cane farms,

It examines property rights in land in the context of production and economic

efficiency within the sugar industry of Fiji. The analysis of optimal resource

allocation within the neoclassical framework inevitably assumes private

property rights. As has been pointed out in previous Chapters, often left out of

the equation of economic development is the role of institutions such as

property rights in developing countries. In many developing countries the

assumption of exclusive, transferable, alienable and enforceable system of

property rights is not applicable (Feder and Feeny, 1995). This Chapter focuses

on the system of property rights in land in Fiji and how it affects the level of

production and investment in the sugar industry. Part II of the Chapter provides

a brief review of previous studies in developing countries concerning land

tenure and productivity. Part III discusses the models used in this study and

why it is appropriate or inappropriate to use them in the context of the sugar

industry in Fiji. Part IV describes the method of data collection. Part V

discusses the results of the analysis and part VI concludes and discusses policy

implications.
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6.2 REVIEW OF PREVIOUS STUDIES

6.2.1 Property Rights in Land and Productivity

As has been pointed out in Chapter 2, privatisation of property rights may lead to

improvements in efficiency and productivity. The debate on the merits and

demerits of private and individual ownership in land is far from conclusive.

Furthermore, the debate now encompasses indigenous land rights systems in many

parts of the world and the need for private and individual ownership. In many

developing countries, population pressure means increased agricultural

productivity. This has called into question systems of land rights other than

private and individual ownership to support increased productivity. According to

Dorner (1972), Harrison (1987), World Bank (1974), Junankar, (1976) and Feder

(1987), indigenous and undefined tenure systems are a constraint to increased

productivity as they fail to provide security of tenure. Feder and Feeny (1991)

point out that creating more precise private property rights enhances investment

in land and leads to improvements in technology and fanning techniques. Feeny

(1988b), Libecap (1986), Roumasset and La Croix (1988) and Umbeck (1977)

provide examples of improvements in investments as a result of clearly defined

property rights in land. Others such as Cohen (1980), Boserup (1981), Bruce

(1988) and Noronha (1985) do not see indigenous ownership rights as a direct

impediment to productivity, as long as the traditional system does not lead to

insecurity of tenancy. They suggest that the individualisation of rights takes place

over time as the need arises.

An empirical study by Migot-Adholla, Hazel, Blarel and Place (1991) of the land

rights systems in Ghana, Kenya and Rawanda shows that the indigenous land

rights systems were flexible. They test two key hypothesis using farm-level data
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for the three countries. The first hypothesis is that land rights evolve to full

privatisation as population pressure and commercialization of agriculture

increases. The second hypothesis is that indigenous land rights are not a constraint

on productivity if the evolution of land rights is unrestricted. The survey profile

included 80-100 farmers for each country. To test the relationship between land

rights and productivity, they estimated reduced form yield equations using parcel

level data for a selected crop,

From their study, they concluded that in response to population pressure,

agricultural commercialization and technological advancement, the land tenure

system slowly evolved towards private property rights and ownership or

"individualisation of rights". Other studies by Hill (1963), Netting (1968)

Lageman (1977), Jones (1980), Ruthernberg (1985) and Moore (1986) generally

support the conclusions of Migot-Adholla et.al (1991) study. Furthermore, studies

by Heyer, Maihta and Senga (1976), Anthony et.al (1979) and Migot-Adholla

(1985) point out that the development of other institutions such as credit facilities

and agricultural extension can increase productivity. They point out that these are

more important than changes in land tenure. However, they do not consider the

view that institutions such as credit arrangements and extension services and

insurance may itself be dependent on the nature of land tenure. A more serious

point to note in Migot-Adholla, et.al. (1991) study is that there was no physical or

legal restriction on the way in which land rights evolved in response to changes in

population, technology and the development of cash cropping,

In the case of Fiji, the situation is very different, First the process of evolution of

land rights as a result of population pressure and commercialisation of agriculture

has not taken place. This is because there are legal and customary barriers to the
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changes in the system of land tenure. The institutional structure put in place by the

British Government during the colonial rule has remained rigid. The operation and

the structure of the Native Land Trust Board are still intact. The

'individualisation' of indigenous land rights through private ownership is not an

option in Fiji given the constitutional provisions currently in place in Fiji, Land-

use rights however, are provided through a system of leasing. The key hypothesis

that needs to be tested is that the administration of the current tenure of leases is

one of the major constraints to improvements in productivity in the sugar farming

industry. The lack of security of tenure also affects the proper conservation and

management of the land by the tenants

6.3 LAND REFORM, LEASEHOLD, TENANT FARMING AND
PRODUCTIVITY IN AGRICULTURE: SOME THEORETICAL
CONSIDERATIONS.

Land reform in many of the countries such as Japan and Taiwan which are now

successful industrialised countries led to higher productivity in the agricultural

sectors (Dorner, 1972). In the case of Taiwan Christensen, (1968:89) for example

points out that " land reform in Taiwan was successful in increasing agricultural

output and productivity for several reasons. Perhaps most important is the fact that

supporting services to provide extension education, marketing, credit and

production prerequisites had been built up. In addition, tenant farmers who

become landowners were experienced farm operators accustomed to making

managerial decisions". Land reform in Japan which allowed owner-operators to

take over land also led to increased investment and productivity (Hayami and

Ruttan, 1970, Voelkner, 1970). Dorner (1972) while conceding that there are other

factors which may also affect investment and productivity, points out that

historical evidence from countries which undertook land reforms to provide

security of tenure to their farmers attracted high and sustained levels of investment

and production.
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Dorner (1972) also points out that apart from security of tenure, farm product

prices also affect investment and production. However, he suggests that land

reform guaranteeing security of property rights over the farm is the key factor and

price response comes later. The FAO (1963: 2) concluded as follows: "price

response was usually greater among owner-operators than among tenants. Tenants

paying a fixed rent were likely to benefit more from price incentives and therefore

to show a greater response to price changes than sharecroppers Producer price

policies were therefore generally more successful where they had been preceded

by land reform measures". Both Dorner (1972) and Raup (1967) point out that the

incentive structure provided by the tenure system is more important than the

prices. Raup (1967: 273-274) for example states the following: " How can tenure

security contribute to capital formation? By making the use of a productive asset

the preclusive right of an individual or a group. This security of expectation is

crucial for biological forms of capital, for slow-maturing enterprises, and for

undertakings involving numerous incremental additions made successively over

many production cycles The major impact of land tenure arrangements is

upon decisions regarding the allocation of labor time, The cultivator can invest his

labour in the farm firm or in the household, He can invest resulting income in

productive assets, or in consumption. He can do this within a short time-horizon,

or he can take the long view".

According to Junankar (1976) there are two main arguments against tenant

farming. The first as argued by (Bardhan and Srinivasan, 1971 and Adams and

Rask, 1968) is that tenants would use fewer variable inputs than owners if the

tenancy agreement is not secure. The second argument is that the insecurity of

tenure reduces the level of capital investment on the farms. A priori, it has been

argued that a tenant who is uncertain about the future of the land lease, will only

invest in assets which are marketable and can be moved to another farm (Dorner,

1972). Figure 6-1 shows the conceptual framework of the impact of land tenure

security on investment and sugarcane production in Fiji. Long-term leases are
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as collateral does not play a significant role, Usually informal credit is based on

other factors such personal familiarity, very short-term loans or use of group

pressure to meet the repayments. Security of tenure also provides incentives to

farmers for adopting better soil conservation and management on the land. Based

on these issues it can be hypothesised that land tenure insecurity causes lower

farm productivity due to lack of appropriate incentives (Feder, 1987).

6.4 UNCERTAINTY AND THE MARGINAL PRODUCTIVITY OF
CAPITAL INVESTMENT

The impact of the nature of land leases on agricultural production in Fiji can be

studied by looking at the two types of leases; the unsecured and the secured, If

secured farms are more productive than the unsecured ones then there is a need to

address the issue of the nature and duration of the leases. It.has often been argued

that investment in the unsecured leases are less than that in the secured leases. The

level and nature of investment therefore determines the level of production on the

types of leases. It is in this context that the interrelationships between the security

of leases of sugarcane farms and their productivity in Fiji is an important issue.

Farmers with secured leases have a further advantage of obtaining credit to make

the necessary investment. With an imperfect capital market farmers need a secured

lease as a collateral. However, farmers with unsecured leases will not be able to

raise the necessary capital as their leases cannot act as a satisfactory collateral.

Thus farms on unsecured lease will be on an inferior production function than

those on the secured leases. It follows that farmers with secured leases will invest

more capital and up to a point where the marginal productivity of capital is equal

to the interest rate.

Tenants optimal decisions on investment depend on a number of factors which

are controlled by the tenants and many others which are not controlled by them.

Tisdell (1996) developed the certainty equivalence model to show its bias in the

management of production. Tisdell (1996) shows that there are uncontrolled
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variables affecting their decisions about investment and production. In Fiji, the

sugarcane farmer's profit and their decisions to invest may depend on the price

level that is guaranteed at an above the world market price and other uncontrolled

factors such as rainfall, temperature, and the uncertainty about the land lease. The

most important issue in the Fiji sugar industry is the impact of the nature and

security of tenure on the level and type of capital investment. Tisdell (1996:94)

contends that "certainty equivalence exists if by replacing the non-controlled

variables in the objective function by their expectations and maximising the

resultant expression, the values obtained for the controlled variables are the same

as those which maximise the expected value of the objective function".1

In the case of Fiji, price for sugar is guaranteed at above the world market price

under the Lome Convention. This agreement has been in place for more than two

decades. The interrelationships between the level and nature of investment and

productivity can therefore be explained by the nature and security of tenure. The

empirical evidence provided by Bell (1977) supports the hypothesis that the value

of marginal product of labour per acre on unsecured lease farms is lower than the

secured lease farms. This assumes that land fertility and other variables are

constant. However as Bell and Zusman (1976) point out, population pressure and

the demand for more land could lead to bargaining between the landlord and

tenant to determine the share ratio of the output.

The situation regarding the level of capital investment according to standard

neoclassical theory can be explained using Figure 6-2. Marginal efficiency or the

Internal Rate of Return (IRR) of capital in the case of private ownership or a long-

term secured lease is represented by the curve CDE and that of unsecured short-

term lease is given by BFG. The interest rate or the price of capital is represented

1 See Tisdell (1996, Chapter 6) for the full explanation of the certainty
equivalence model and for a recent application of the certainty equivalence model,
see Browning and Lusardi (1996) and Featherstone and Moss (1990), For earlier
development of the concept of certainty equivalence see Theil (1961) and Mishan
(1971, Chap38)
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The farmers are likely to move towards investing in capital with faster pay-back

period, and/or undertaking investment with more escapable types of capital cost.

The situation in the sugar cane farming industry in Fiji regarding the nature and

level of capital investment can only be partly explained by standard neoclassical

investment models. The above model shows that capital investment is lower in the

case of unsecured leases and even further reduced in the presence of uncertainty

about any future contract. Pindyck (1991:1110) for example points out that

generally "econometric models have had limited success in explaining and

predicting changes in investment spending and we lack a clear explanation of why

some countries or industries invest more than others". Pindyck (1991) further

identifies two reasons why the existing neoclassical models do not explain the

investment behaviour in different situations. First, concerns the problem of

irreversibility of investment expenditure and the existence of sunk costs and the

second relates to the idea that some investment could be delayed until some new

information surrounding the uncertainty of various issues could be made

available. Irreversibility of an investment expenditure is likely to affect the level

and nature of investment by a particular farm or firm. In fact, as pointed out by

Pindyck (1991) the irreversibility of investment invalidates the net present value

rule that is usually used to decide on future levels of investment. In the case of the

Fijian sugarcane farming industry investment is particularly sensitive to the risk of

the non-renewal of leases. This risk increases closer to the expiry of the leases.

However, the problem of 'sunk costs' is also an issue that farmers take into

consideration in their decisions to invest on the farm. Baumol (1987) defines sunk

costs as follows: "A sunk cost may or may not be larger than the minimum outlay

a firm needs to operate but, once incurred, it cannot be withdrawn for some

substantial period without significant loss". In most cases sugarcane farmers have

substantial sunk costs and the prospect of non-renewal of leases means a

significant loss to them. For example, most farmers have built deweling houses

plus investment in non-sugar plantations, drainage, access roads and contours that
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are irreversible and could incur significant costs. Most of these investment are

specific to the sugar cane farms.

A further problem for the farmers is the distortions in the market. For example,

even when some of the farm implements are not specific, they too are partly

irreversible due to the 'lemons' problem.2 Furthermore labourers trained for

sugarcane farming would find it difficult to relocate especially when they do not

have other skills and it would also be costly to retrain them.

The nature and level of capital investment that takes places under conditions of

uncertainty therefore cannot be explained by the simple NPV rule. For the farmers

on the unsecured leases, the opportunity cost of investing into irreversible assets

and land improvements could be very large.3 If this opportunity cost is taken into

consideration, then it is likely that farmers would avoid any irreversible

investment. However, the alternative to irreversible investment is use of non-

sugarcane farm-specific capital in the production process and that which could be

easily moved to alternative uses at minimum cost.

The lack of secure land ownership or as in the case of Fiji lack of secure land lease

is a major cause of uncertainty amongst farmers about whether they should invest

on the farms. The uncertainty does not allow farmers to undertake investments as

they are not sure whether the benefits of their investment will be retained in

future. These investments could include farm equipment, land management

structures such as proper drainage contours, access roads on the farms and other

conservation infrastructures. The more secure are the leases the higher the

incentive to invest. In the case of insecurity, investment incentives are reduced

and current consumption may be higher (Feder, 1987).

2See for example Akerloff (1970) and Varian (1984, Chapter 8)
3 Several studies on investment by firms seem to suggest that the opportunity cost
of irreversible investment is very large and that the opportunity cost is highly
sensitive to uncertainty in the future. See for example McDonald and Siegel
(1986), Majd and Pindyck (1987), Bernanke (1983) and Cukierman (1980).
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In the case of Fiji the uncertainty of leases is not a recent problem. Cane-growers

in the sugar industry in Fiji have the potential to increase their income. The

landowners have interpreted this as a potential for increased rent and also possibly

as a reason for the return of land to the land-owning units themselves. This has

further caused uncertainty and disputes regarding the land leases, Studies by

Feeny (1982), Tomosugi,(1980), Tanabe, (1978), Baron (1978) and Kemp (1981)

also lend support to the view that uncertainty and land disputes increase as the

income potential of land increases. As pointed out by Feder (1987), farmers tend

to spend resources on the reduction of the uncertainty of the land ownership. This

is true in the case of Fiji where tenants have to constantly make "good will"

payments to the local land-owning units to avoid any disputes about the lease

itself as well as making a case for renewal of the lease.

The other issue that is of concern is that lack of secure land leases or ownership

reduces access to cheaper long-term credit. Again previous studies by Feeny

(1982) and Feder (1987) in the case of Thailand support the hypothesis that secure

land-leases or ownership provides better access to, long-term cheap credit for

farmers. In Fiji, the granting of credit is contingent upon the number of years left

before the expiry of leases. For example the current policy of banks in Fiji is to

restrict loans to farmers who have few years left for expiry of their leases. From

the above discussion it is hypothesised that the insecurity of ownership or land

leases lowers levels of investment and productivity on the farms.

One of the crucial questions in the Fijian sugar industry is the impact of

uncertainty of leases on production and investment. It has been claimed by many

commentators on the Fijian economy that the uncertainty of leases is a major

constraint on output and investment. See for example World Bank (1995),

Forsyth, (1996), Chandra (1996).

There appear to have been no empirical studies based on farm-level data to find

out the impact of land tenure on productivity and investment. Most studies have
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as the dependent variable. The independent variables in the estimation of the

production function are capital value use per acre, fertiliser input use per acre and

labour input value per acre.

To test the hypothesis using the two approaches described above, we divided the

farm level data into two parts. Those leases where the expiry time is less than ten

years and those where the expiry time is greater than ten years. Those leases

which only have a duration of less than ten years left before the expiry are deemed

by the tenants to be unsecured and those which have more than ten years are

deemed to be secure. The next section provides more information on the farm

level data that is used in this analysis.

6.5 DATA COLLECTION AND SOURCES OF INFORMATION

Primary data for empirical investigation was collected by direct field interviews

on the island of Vanua Levu. This is the second largest island of Fiji and produces

about 32 percent of the sugar cane produced in Fiji. It has only one sugar mill

which was built by CSR in 1894 and currently crushes over a million tonnes of

cane. About 23 thousand hectares of land are under cane cultivation and the

production per hectare in 1994 was 56.4 tonnes.

The island of Vanua Levu includes the Seaqaqa Sugar Cane development Project,

This Project was started in 1973 by the Fiji Government in partnership with the

Fiji Sugar Corporation. A total of 16,000 acres was made available from the

native landowners for the project. The total cost of this project was about $25US

million dollars of which 50 percent was provided by the World Bank. The main

objective of the project was to increase sugarcane production and also encourage

more Melanesian Fijian participation in the industry. Other objectives included the

raising of rural incomes of the area which previously was very depressed. The
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other area included farmers in the Waiqele and Wailevu sector. These areas are

closer to the Labasa town and the Sugar mill and have had cane grown in the areas

for over 50 years.

More than 100 households were surveyed for the purpose of this study.

Information collected included household and demographic details such as age,

number in the family, education and non-farm income. Land details covered the

type of land, that is native, crown or freehold, size of the land, area under sugar

cane and land classification. Land specific details on native land encompassed the

amount of rent paid and lease expiry date of the current lease. Sugar production

data was also collected, these data were also available from official sources such

as the growers council and the Fiji Sugar Corporation. Data on credit was also

included. The data collected are for 1994 as at the time of this survey in January

1996, some of the information for 1995 such as the production and rent data were

not available. The 1995 cane harvesting had ended in January, 1996.

The explanatory variables which are used in our regression analysis are described
below:

(a) Land Class- In Fiji agricultural land is classified as 1st Class Arable, 2nd Class
Arable, 3rd Class and Marginal Arable. For the purpose of the regression analysis
the sample was divided into two parts. The first and second class were combined
while third and the marginal arable form the other part. Most of the sugarcane is
either grown on second or third class land.

(b) Type of Land- The type of land concerns the ownership of the land. For
example there is native land, state land and freehold hold. For the purpose of the
survey the data was divided in two parts, native and non-native land.4

4 About 83 per cent of the land is owned by native Fijians and is called native, 7
per cent is freehold and 10 per cent is state owned. The leases on state land are
generally considered to secure and as there are not many of them, it is not a major
concern. Freehold land has private ownership. It is the leases on the native land
that are of a major concern to the farmers.
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(c) Land Size- Refers to the number of acres under sugar cane cultivation. The
actual land lease may be bigger. Not all land in one lease hold is suitable for sugar
cane cultivation.

(d) Number of Years of left before the expiry of the Leases- Under the ALTA
legislation a tenant could be given a thirty year lease with no legal guarantee of
renewal. For the purpose of this analysis, the observations were divided in two
parts. Leases which have ten years or less left before expiry are deemed to be
insecure and those where the time left is greater than ten deemed to be secure.5

(e) Marital Status- Married farmers and those with a family seemed to be more
concerned about the leases and their production.

(g) Education - A measure of human capital. Farmers with better education
seemed more concerned about the lease renewal.

(g) Duration of farming- This is the number of years the lease-holder has been
farming, According to Feder (1987) and Feder and Onchan (1987), in the case of
Thailand, farmers with more experience and longer duration of farming have more
capital

The explanatory variables used in the estimation of the production function are as
follows:

(a) Fertiltser Input- This represents the amount of fertiliser used per acre of sugar
cane plantation. Total fertiliser use on the farm was derived from the
questionnaire and divided by the size of the farms to get usage per acre,

(b) Labour Input- Labour input per acre was calculated from the total farm labour
per year. This included both family and hired labour.

(c) Capital Input- Capital input included the use of tractors and other farm
implements. A significant proportion of the farmers in the survey hired tractors,
farm implements and transportation facilities.

5 It should be noted that all native land leases are deemed insecure by the farmers.
However, they feel that anything less than ten years is extremely insecure. All
decisions about investment and use of inputs take into account the number of
years left before leases expire.
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6.6 EMPIRICAL RESULTS

6.6.1 Regression Analysis

The endogenous (dependent) variables as stated above are the output per acre and

the value of capital input use per acre and are used alternatively. Table 6-1 reports

the results of the regressions. For a cross-section study the corrected coefficient

of determination is relatively high in each case. The effect of the number of years

left before the expiry of leases is highly significant at the 0.05 significant level in

the Regression model 1. The average output per acre would increase by 59.15

tonne for every additional year left for the expiry of the lease. The results in model

2 show that the intensity of capital use per acre is affected slightly by the lease

expiry time.

Table 6-1: Regression Results for Output and Capital Input.

Dependent Variable/

Land Class
Land Type
Land Size
Lease Expiry Time
Marital Status
Education
Duration of Farming
Constant
R2

Output Value

Coefficient
15.75837
17.65491
14.74806
59.15064
5.890405

-18.02633
0.421385

-30.35087
0.826

per acre

t-Stat
0.644748
0.551440
16.74263
2.551186
0.154251

-0.417238
0.568821
-0.293968

Capital value

Coefficient
184.1208
384.1048
118.0712
104.1249
666.0296
18.6457
7.8420
-710.800
0.783

per acre

t-Stat
0.8312
1.325
14,802
0.3011
3.1722
0.0477
1.169
-0.7602

F- Value 50.29

No of Observations 82

DW 1.93

38.24

82

2.02
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Other variables such as marital status is also significant. Most sugarcane farming

activities are a family affair and married couples seem to have more stability as

farmers. The regression results show that both the level of output is higher when

the number of years left for the expiry of leases is more than ten years. The

intensity of capital use represents the level of investment on the farms. The results

confirm our hypothesis that the nature of tenure of leases affects the level of

investment on the farm and the level of farm output.

6.6.2 Production Function Analysis

The estimated parameters of the production function for the secured and

unsecured leases farms are presented in Table 6-2. As in the case of regression

analysis the explanatory power of the estimation of the production function is

high. In all cases the coefficient of determination is very high . For the overall

sample the relative share of capital in the total cost is 0.832 and which is

significant at the 0.5 level. The share of fertiliser input and labour input are 0.176

and 0.089 respectively. In the case of unsecured leases, the share of capital in the

total cost is 0.910 and is significantly higher than that of the fertiliser and labour

input cost shares. Furthermore the share of capital input in the total cost is higher

(0.910) in the case of unsecured leases than that in the secure leases (0.737). In

both the cases it is significant at 5 percent significant level.

The results in Table 6-2 are significantly different from the point of view of the

standard neoclassical theory of investment which shows that the level of capital

will decline in the case of unsecured leases. The results show a different situation

in the Fijian sugarcane farming industry. This results strikes at the core argument

that capital investment has declined in many of the farms which have unsecured

leases, that is those with less than ten years left before the expiry time.
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Table 6-2: Estimated Production Function

Explanatory Variables

Fertiliser Input

Labour Input

Capital Input

Constant

F-Value

No. Of Observations

OVERALL

Coefficient

(t- Stat)

0.176

(2.691)

0.089

(1.257)

0.833

(15.531)

0.758

(1.570)
0.935
373.314

82

UNSECURE

LEASESa

Coefficient

(t-Stat)

0.122

(0.909)

0.055

(0.388)

0.910

(8.819)

0.828

(0.966)
0.926
129.368

35

SECURE LEASESb

Coefficient

(t-Stat)

0.209

(3.321)

0.173

(2.368)

0.737

(13,366)

0.509

(0.987)
0.956
308.431

47

a/ Unsecure Leases are those where the time left for the expiry of leases is more
than ten years.

b/: Secure leases are those where the time left for the expiry of leases is ten or less
than ten years

There is also an assertion that security of tenure is not a concern to sugar farmers.

In fact, it has been pointed out that production is largely driven by the guaranteed

price under the Lome Convention (Grynberg,1995). This argument however

seems to be flawed as it does not say anything about the level inputs such as

labour and the nature and level of capital that are used. Our survey and the results

of the analyses show that farmers are still concerned about the security of leases
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and that capital investment is very selective and in the short-term farmers

maximise their utility by utilising more non-specific capital investment on the

farms. Besides, farmers with unsecured leases have some 'sunk costs' already on

their farms and to maximise its use they have to apply more capital inputs as

labour has become scarce. The high level of capital cost share in the unsecured

lease may be explained by using the asset-specificity theory, The increased use of

capital by the holder of unsecured lease can be classified as hiring of more

tractors , trucks and other capital input which do not form permanent farm assets.

Pagano (1991:321) points out that " I n situations characterised by uncertainty,

bounded rationality and goal incongruence or opportunism, market relations

cannot cope with asset-specificity, For, in cases of unforeseen events, not well

specified in market contracts because of bounded rationality, each agent cannot

defend him/herself against the opportunism of other agents by changing trading

partner at a low cost". This implies that only transactions that do not involve any

specific asset investment will be undertaken in the case of uncertainty surrounding

the property rights. If property rights are insecure, as is the case for sugarcane

farms where only ten or less years is left before the expiry of leases, then assets

specific to that farm or sugar cane cultivation will not be undertaken. In the case

of this analysis, the development of contours and drainage and access roads were

also considered as capital investment. The tendency of the farmers on these leases

was to invest less in activities which was not going to be useful in the near future

or that they would not be able to move, in case of the lease not being renewed. |

The share of fertiliser input in the case of the insecure leases is lower (0.122) than

that in the secure leases (0.209). Overall, however, the fertiliser input is significant

at 0.5 level. The share of labour input shows similar trends, it is lower (0.055) in

the case of insecure leases than that of the secured lease (0.173). Overall the

6 This concept has been developed as part of the new institutional literature.
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labour input is insignificant at the 0.5 level. The results in the case of the share of

labour input is also significant, This implies that the capital labour ratio is higher

in the case of unsecured leases than in the case of secured leases. There is a

significantly higher level of capital-labour substitution closer to the expiry of the

leases.

Labour movement from the rural areas to the urban centres is significant. A

number of reasons explain this. First, the overall direction of economic policy has

shifted the emphasis away from agriculture to the urban manufacturing and

services sector. Theoretically, the probability of finding a job regardless of the

wage level has increased in the urban sector and this has affected movement of

labour away from the agricultural sector to the urban sector. Second and more

specifically, however, to the sugar cane growing areas is the perception about the

uncertainty of the leases. Most sugarcane farmers including the indigenous Fijian

farmers do not see a future in the sugar farming in the case of unsecured leases.

For the Indian farmers it is the threat of non-renewal of leases and the increase in

rent which pushes many of their children to seek opportunities in the urban

sectors. For the indigenous Fijians, there is also uncertainty about the leases and

also the uncertainty about the future guaranteed price of sugar under the Lome

Convention. Finally, the size of the farms are too small for the accommodation of

other family members particularly children, so there is always pressure to move to

urban areas and seek employment opportunities.7

The impact of land tenure institutions on rural-urban drift has been significant.

This was observed to be the case in the developed countries (Dorner, 1971, Erven,

1966 and Erven and Dorner, 1954). In the case of Fiji, the government's recent

7 The average size of the sugarcane farms are less than twelve acres.
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policy direction has led to the 'expenditure squeeze on agriculture'. Owen (1966)

points out two components of 'emigrant capital' and 'farm-financed social

welfare'. The concept of emigrant capital implies the drain on investment that

rightfully should go to the farm is instead used to facilitate the movement of

labour away from the farms. Farm sector welfare implies capital expenditure to

support those labour that may for a time period do not find opportunities in the

urban sector. Furthermore, income assessment of the farmers in the survey

revealed a significant amount of remittances from family members in regular

employment in the urban sectors. For example about 81 percent of the farmers in

the survey reported remittances as a major supplement to their income levels.

The result from the estimation of the production function shows that the marginal

value product of the variable inputs at each level is higher for secured lease and

lower for unsecured lease. Furthermore, the results from both the regression and

the production function analyses show that the security of leases has a some

impact on the level of output and investment, This results confirm the views

expressed by the farmers in the interview. Farmers respond to the years left before

the expiry of leases by doing what they can do in those years. For example

fanners who had 4-5 years left before their lease expired commented "we are not

sure if the lease is going to be renewed or not, so make maximum possible use of

the land with the given level of investment, produce as much as you can through

intensive use of fertiliser and other factors such as more intensive use of non-farm

specific capital." This type of comment was made largely by relatively well-off

farmers.

The question of land degradation and poor management is no longer an issue for

most of the farmers interviewed. This is despite the fact that the ALTA legislation

clearly stipulates the requirements and the penalties if the land is degraded.
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Section 41 of the ALTA legislation for example stipulates the requirements as

follows:

"Where no compensation is payable by the landlord under the provisions of

this Act, and dilapidation, deterioration or damage has occurred or been

caused to the agricultural holding as a result of the acts or omissions of the

tenant, compensation shall be payable by the tenant to the landlord."

The interviews revealed that farmers were most concerned with the impending

expiry of the leases. Despite the longer time remaining in a lot of cases, the

fanners still felt that the land tenure question was the most serious consideration

in further investment on the farms. About 95 percent of the Indian Fijian farmers

interviewed identified the uncertainty of the land tenure as the single most

important factor in the decision for further investment on the farms, Most fanners

interviewed were in the process of producing as much as possible before the

expiry of leases. In fact the intensity of cultivation increases nearer to the expiry

of leases due to an intensive use of capital which is not necessarily asset-specific

to the respective sugarcane farm or sugarcane farming in general. Historically it is

clear that uncertainty of the land leases have affected production. For example the

average production per hectare was steady from 1970 to 1972 and increased

slightly in 19738. It declined sharply after 1973 and then picked after 1976. In

1976 the comprehensive ALTA legislation was put in place.

8 In 1973 the Fiji government as a majority shareholder took over the milling
operations of the sugar industry from the Australian company CSR,
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Table 6-3: Average Size of Land Holdings and Area Under
Sugarcane:

SIZE OF LAND
HOLDING
(ACRES)

<3

3.1-6

6.1-9

9.1 - 12

12.1 -15

15.1 - 18

18.1 -21

21.1- 25

25.1-28

28.1 -31

31.1 -40

40.1 -50

51.1 -60

61.1 -70

70.1-80

81.1 -90

90.1 -100

100+

TOTAL

NO. OF

GROWERS

27

144

108

222

117

66

46

36

14

14

22

19

13

2

5

1

1

6

861

% OF TOTAL
GROWERS9

3.1

16.6

12.5

25.7

13.6

7.7

5.3

4.1

1.6

1.6

2.6

2.2

1.5

0.02

0.6

0.01

0.01

0.7

100

ACREAGE
UNDER
SUGAR
(ACRES)

36

150

188

257

134

18

17

12

5

9

7

3

2

2

1

0

0

0

841

% OF TOTAL
GROWERS

4.3

17.8

22.4

30.5

15.9

2.1

2.0

1.4

0.6

1.1

0.8

0.4

0.2

0.2

0.1

0

0

0

100

Source: Prasad, S. (1995: 10)

It is clear from the production trends that in the years preceding the discussion on

the legislation for land leases production levels declined.

9 Total growers unless otherwise specified means either total number of growers
interviewed, or total number of growers tabulated from the relevant data section.
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From the field study it was evident that farmers currently in Fiji have a similar

view about production and investment, The current discussion on the land

leases are having a similar kind of effect on the production as it did in the mid

seventies. .

A further impact of the uncertainty of the leases is the lack of appropriate

investment in land improvement. Farmers increase the intensity of cultivation

closer to the expiry of leases. This may cause long term damage to the land itself

and which may require more expensive investment and improvement for increased

productivity in the future. This can easily occur as most of the farms are very

small. As shown by Table 6-3 majority of the farms are less than 12 acres. For

example about 83 percent of the total production comes from farmers who

produced less than 300 tonnes per year. Of these 20 percent produced Jess than 50

tonnes per annum.

6.7 SUMMARY AND CONCLUDING COMMENTS.

Land tenure institutions influence a number of policy issues and go beyond the

confines of the agriculture sector, Dorner (1971) for example, points out that land

tenure institutions affect (1) income distribution and demand consequences, (2)

economic and political power distribution, (3) investments in agriculture and

supply-consequences, (4) investments in other sectors of the economy and (5)

premature rural to urban migration. This Chapter only considers the debate in Fiji

about the consequences of the land tenure on productivity and investment in the

sugar industry. The findings however, have implications on other policy issues.

The impact of the uncertainty of the leases on agricultural production has been an

ongoing issue. As far as I am aware, previous studies on the land tenure have

mainly concentrated on the socio-political implications of the system of land
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tenure in Fiji. Issues of productivity and investment have not been investigated

empirically. This Chapter therefore has addressed the issue of production and

investment in Fiji's sugar industry by considering the nature and security of land

tenure.

The econometric analysis supports the hypothesis that the nature and security of

land tenure affects both the level of investment on the sugar farms and levels of

productivity. The results for example show that the explanatory variable, year of

lease expiry is a significant variable affecting the level of the production and the

level of capital use, The sample of leases where the expiry term is ten years or

less, show that both production and capital input use is slightly higher. However,

use of variable inputs such as fertiliser and labour input are lower on insecure

leases. The intensity of cultivation increases closer to the expiry of the leases

largely due to use of more variable or escapable capital, that is capital which is not

asset-specific to sugar farms. Observations obtained from farmers during the field

study tend to support this. Farmers are no longer interested in the good

management of the land very close to the expiry of the lease.

With the move towards increasing free trade and removal of preferential

treatment, Fiji' sugar may not be able to fetch the current above the world market

price under the Lome' Convention. The reforms in the sugar industry will have to

be carefully considered so as to make production more efficient. Currently there is

no immediate solution to the land problem. To make matters worse there has been

no decision leases which are very close to the expiry time. The results show that

the insecurity of tenure is a serious constraint on productivity and investment. A

number alternatives have been suggested. The first is the return of land to the

owners who, it is assumed will continue to produce at the same level as the current
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tenant. This as has been pointed out in Chapter 4 will be difficult. The other

practice that is fast becoming a feature of farming in Fiji is the development of

sharecropping. Whether sharecropping can be an alternative efficient solution in

future is the subject of the next Chapter.
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CHAPTER 7

SHARECROPPING AND PROPERTY RIGHTS IN LAND : A CASE OF
THE SUGAR INDUSTRY IN FIJI

7.1 INTRODUCTION

The purpose of this Chapter is to provide an analysis of the existence of

sharecropping as an alternative to the current dilemma in solving the problem of

property rights in land in Fiji. The main contribution of this Chapter is the

identification of a model of sharecropping that fits the conditions in Fiji's sugar

farming to answer the key question of whether sharecropping is efficient and

equitable. According to Newbery (1979: 279) "Sharecropping was seen as a feudal

hangover which encouraged inefficiency...". Recent debate in the literature on

sharecropping is far from conclusive, however, the traditional view that

sharecropping is inefficient is largely intact. In specific conditions in some

countries, it has been argued that sharecropping is efficient, The emphasis recently

has been on studying the conditions, that is, other institutional factors which may

determine whether sharecropping is inefficient and inequitable. I argue in this

Chapter that given the nature of land-tenure policies and the socio-economic

conditions in the sugar farming industry, sharecropping cannot be an efficient

alternative to the current system of fixed rent contracts in Fiji,

In Chapter 6 it is shown that insecurity of land leases affect productivity and

investment in the sugar farming industry. It is also contended in Chapter three and

four that the insecurity of leases in this industry generally affects the investment

climate in Fiji. In this Chapter. I establish that sharecropping with fixed wage

contracts are unlikely to produce efficient levels of production. The evidence

therefore points to the fact that fixed rent contracts with security of tenure and

ultimately owner-operated farms are more efficient.

Generally it has been pointed out earlier in the thesis that institutional arrangement

in many developing countries explain the nature of development problems. In many
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analyses of development problems particularly in the neoclassical approach, the

institutions such as property rights are not considered in the analysis. The study of

property rights and its impact on agricultural productivity, credit availability and the

price of land has attracted a lot of attention recently. A number of recent studies by

Feder (1987), Feder and Onchan, Feder and Feeny (1991) and Migot-Adho11a,

Hazell, Blarel and Place (1991) have concentrated on the impact of property rights

on productivity and credit facilities in developing countries. These studies generally

show that secure property rights in land result in more efficient production in the

agricultural sector.

The solution to the problem of property rights in Fiji presents a major political and

economic problem for its people. In normal circumstances, it has been suggested

that as economic development proceeds, and demand for land increases, common or

communal property rights will evolve towards private property. In the case of Fiji

however, as has been pointed out in the previous Chapters, customary practices and

the constitutional legal framework does not allow this, This issue has already caused

a lot of difficulties for farmers and potential investors both local and foreign. The

evolution of property rights in Fiji towards private ownership has so far not been

seriously considered at the political level and is unlikely to be in the near future.

Despite the rigidity of the legal and customary framework, practices in relation to

land are changing. As correctly pointed out by Ward (1995) there is a diverging

reality, that is, the practices are changing. He refers to the practice of Vakavamia for

example whereby landowning mataqalis give out land themselves and collect the

rent. This is without the knowledge of the Native Lands Trust Board (NLTB). One

of the practices that is becoming a feature of farming on native land is the

development of share cropping. This practice has not been given serious attention by

scholars in the past despite the existence of the system for many years now. Ward

(1995) points out that in the Rakiraki area on the island of Viti Levu a significant

proportion of cane supplied to the sugar mills come from farms which are under

share cropping. Apart from this, this practice is being adopted in other cane growing
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areas as well. There has been a marked increase in the practice of sharecropping in

the last ten years (Prasad, 1994). For example, in the Seaqaqa cane project area,

about 20 class 'J' leases are under sharecropping. The Seaqaqa cane project was

started in 1972 to promote the participation of the Fijian farmers. All holders of the

class 'J' lease are Melanesian Fijians who usually have Indian sharecropping

tenants. The practice of sharecropping is not only confined to the cane growing

areas, it also exists in the subsistence sectors, For example in the Bua area, on the

island of Vanua Levu, a significant number of Indian rice farmers are engaged in

sharecropping.

With the impending expiry of leases and the desire of the landowners not to renew

current land leases this could mean a displacement of a significant number of

tenants. It is likely that many of these tenants would engage themselves in

sharecropping in future, assuming that other alternatives are not available. Ward

(1995) provides an interesting account of the diverging realities and conflicts

between customs, practices and the legal framework for native land in Fiji. This

Chapter discusses models of sharecropping and the relevance of sharecropping in

Fiji, It uses the data from the field study to analyse the consequences of

sharecropping. Part II of the Chapter reviews the literature on sharecropping. Part III

discusses the features and practices of sharecropping in Fiji. Part IV of the Chapter

considers models of sharecropping and their application to Fiji's sugar industry.

Part V explores the implications of shacrecropping for productivity in the sugar

industry. Part VII sums up the results of this Chapter.

7.2 BRIEF REVIEW OF LITERATURE ON SHARECROPPING

The discussion in the economics literature of sharecropping as an institution can be

traced back to the writings of Smith (1776), Mill (1871), Marshall (1920) and Karl

Marx (1981). According to Jaynes (1984) Smith endorsed the incentive argument as

a major economic determinant of the choice of tenure. He believed that tenancy

could be replaced in due course by fixed rent contracts. Fixed rent contracts in his
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view were more efficient and equitable. Stuart Mill also argued that security of

tenure is an important condition for efficiency. He accepts Adam Smith's view that

there is no incentive for investment if the security of tenure is not there. He also

concludes that fixed rent contract is better than sharecropping, As pointed out by

Jaynes (1984), Mill was also the only classical economists who compared

sharecropping and fixed rent contracts in the presence of imperfect markets. All

classical writers including Marshall, agree that share-tenancy is inefficient. They

prefer fixed-rent contracts, but they point out that only long-term leases, that is a

well defined private property rights will work to the advantage of both the landlord

and the tenant. Karl Marx although following the historical evolutionary approach of

the classical economists emphasised income distribution aspects of sharecropping.

See Bliss and Stern (1982), Binswanger and Rosenzweig (1984), Jaynes (1984),

Quibria and Rashid (1984), Eswaran and Kotwal (1985), Stiglitz (1987), Otsuka and

Hayami (1988), Singh (1989), Otsuka et.al (1992) and Hayami and Otsuka (1993)

for detailed reviews and survey of the theoretical literature on sharecropping. The

history and development of the sharecropping as an institution in agriculture has

been described by many studies. See for example Winters (1974), Reid (1975),

Wright (1978), and Alston and Higgs (1982). Work on sharecropping providing

descriptive, theoretical and some empirical studies include those of Issawi (1957),

Hendry (1960), Rurtan (1966), Johnson (1971), Rao (1971), Ahmed (1974),

Sutinen (1975), Bardhan (1977), Bell (1977), Bliss and Stem (1982), Shaban

(1987), Robertson (1987), Singh (1989). In the literature, the concept of

sharecropping in agriculture has received lot of attention as a means of production

where the risks are shared, According to Robertson (1987, Ch 1) sharecropping has

been regarded as 'inert, repressive and inefficient'. He points out that 'economic

theory' has also proved that it is inefficient and inequitable. The writings of Sen

(1966), Warrinner (1969) and Jacoby (1971) provide clear indicators as to why

sharecropping as an institution of production was not acceptable. Economists

rejected sharecropping on the grounds of both equity and efficiency. The Marxist

economists view sharecropping as a means of extracting surplus from the peasant
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community (Robertson, 1987). They point out that share cropping in a agrarian

setting usually termed as 'quasi' or 'semi feudal' is an instrument used by the

landlords to extract labour from a landless class (Bell, 1977, Pearce, 1983).

On the other hand those who reject share cropping as on the grounds of efficiency

derive their strength from Alfred Marshall, The Marshallian view is largely

concerned with the inefficiencies and the lower level of output under share cropping.

Johnson (1950:111) sums the 'Marshallian1 view of share cropping as follows:

"The stipulation's of the crop-share lease create circumstances in which
both the tenant and the landlord, when each views his interests separately,
consciously attempt to violate the marginal conditions required for
maximum output. Under a crop-share lease, if the landlord's share of the
crop is half the tenant will apply his resources in the production of crops
until the marginal cost of the crop is equal to half the value of the marginal
output. The landlord will not invest in land assets unless the value of
marginal product is twice the marginal cost. It is at once obvious that, if
both the tenant and the land lord act as though the interest of one is distinct
from (he interest of the other, the net product of the farm will be less then it
could be. The tenant will farm extensively, and the landlord will refuse to
make improvements that would pay under a more rational method of pricing
land "

Following Cheung (1969a) and Lipton (1976) the basic classical argument against

share cropping can be presented using Figure 7-1: The first argument against tenant

farming can be represented as follows: Let Q denote the value of output produced

with T amount of land and L amounts of labour. Two farmers, a owner-operator and

the sharecropper tenant who pays a fraction of gross output in rent to the landlord.

Both farmers are assumed to have identical plots of land.

The marginal revenue product curve of owner-operator and sharecropper is BCDH

and AEFH respectively. In the case of the sharecropper, for each unit of labour the

output is only (1-r) times that of the owner-operator. Under no uncertainty both will
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and may vary unpredictably, therefore share cropping may not be an attractive

method of risk sharing,

Bardhan and Srinivasan (1971) provide a general equilibrium formalisation of the

Marshallian view and point out the mis-allocation of resources arising out of

share cropping. While the negative aspects of share cropping are widely accepted,

there are also alternative views that suggest that share cropping may not necessarily

be inefficient and inequitable in all circumstances. Various studies such as Vyas,

(1970), Higgs, (1972), Hsiao, (1975), Roumasset (1976 and 1979), Newbery, (1975

and 1976), Braveman and Srinivasan, (1981), Bliss and Stern (1982) have provided

evidence that share cropping may result in the same level of output, if not higher

than those under fixed rent contract or individual ownership.

Singh (1989) provided different explanations for the existence of share cropping. He

discusses the role of risk-sharing, incentive provision, wealth constraints and

screening. Share cropping arises as a result of the need to share the risks. The risk-

sharing rationale behind share cropping was first emphasised by Cheung (1968,

1969a and 1969b) and he suggested that share-leasing allows risk-sharing between

the landlord and the tenants as opposed to the fixed rent contract. It is assumed that

in normal circumstances both tenants and landlords are risk-averse. However, Singh

(1989) points out that this view assumes that there are no incentive problem.

Moreover, Reid (1976) and Newbery and Stiglitz (1979) point out that if there are

constant returns to scale then the risk sharing assumption does not hold.

With regards to share cropping and input incentives, the Marshallian view as pointed

out by Singh (1989:43) is as follows:

"The well known argument is that share cropping leads to inefficient labour
input decisions because the sharecropper receives only a fraction of his
marginal product of labour11

The efficient solution therefore is a fixed rent contract. It is contended that because

labour input can not be measured and controlled by the landlord, share cropping may
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be desirable. However, as Singh (1989) points out that the non-observability does

not mean a rationale for sharecropping. He suggests that incentives can be provided

efficiently through the fixed-rent contracts. For details on the incentive problems

and insurance see models by Stiglitz (1974), Hurwicz and Shapiro (1978) Eswaran

and Kotwal (1985) and Shetty (1988).

The concept of sharecropping and screening includes the situation where the

landlord is able to screen the tenants in terms of their productive ability. That is,

tenants with higher productive ability may attempt to get fixed rent contracts. For

variations of the model of sharecropping involving screening see for example

Hallagan (1978), Newbery and Stiglitz (1979) and Allen (1982). Another aspect of

sharecropping model considers input cost-sharing. According to Singh (1989: 66):

"If sharecropping exists for reasons such as risk-sharing, incentive provision, or

screening, cost-sharing might be a convenient way of ensuring that such inputs are

used at efficient levels by the tenant, even if the landlord could directly specify input

levels".

As summarised by Binswanger and Rosenzweig (1984:21), Figure 7-2 presents a

conceptual framework for the evolution of sharecropping. Several reasons have been

discussed in the literature for the existence of sharecropping. According to

Binswanger and Rosenzweig (1984), the absence of sales market for land plus other

distortions in the market lead to some from of tenancy. From (B) if there are no crop

insurance in the presence of risk and if fanners are risk averse, it is not necessary

that sharecropping will occur (Position C). When the contracts cannot be

amalgamated due largely to economies of scale then sharecropping is considered to

be feasible (Position E). In the case where it is feasible to mix contracts and where

there are independent sources of risk, sharecropping can act as an insurance

(Position D). Other positions (F), (G) and (H) are a result of screening, incentive

provision and problems with the distortions in the input market.
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7.3 TENANCY AND FORMS OF SHARECROPPING IN FIJI: SOME
BASIC FEATURES

Much of the literature on tenancy and sharecropping is based on the normal situation

where landlords lease land on a fixed wage contract or engage in sharecropping.

Furthermore the landlords are private owners of large areas of land and may not

always reside on the farms(absentee owners). Most of the studies in Asia and

particularly India is concerned with the relationship between large private

landholders and landless tenants. See for example Bliss and Stern (1981) and

Sharma and Drez(1996).

In the case of Fiji, the system of land tenure is unique in many ways. First, all native

land (83 percent of the total land area) in Fiji is managed by the Native Lands Trust

Board (NLTB) on behalf of the Fijian people. Native land is leased to farmers under

fixed-rent contracts. These contracts are currently given for a thirty-year period with

no guarantee for renewal. Seven percent of the freehold land which has private

ownership is either leased or owner cultivated. Ten percent of the state land is also

leased out on the basis of fixed-rent contracts. Alongside the formal fixed rent

tenancy agreement other informal arrangements are becoming an important feature

of land-use patterns in Fiji.

Both native land and state land is leased under the ALTA legislation.3 However,

there are numerous other practices which have not received attention in the past but

are becoming important features. The contracts both formal and informal can be

categorised as follows:

(1) Fixed-Rent in Cash; This is legally the rent that must be paid to the Native

Land Trust Board for native land and to the government for the state land on an

3The ALTA refers to the Agricultural Land Lord and Tenants Agreement and was passed as a
legislation in 1976, All leases are given under this legislation. Currently this legislation is under
review,

168



annual basis. For the sugar cane leases the rent is deducted by the Fiji Sugar

Corporation at source from the farmers proceeds and paid to the NLTB

(2) Fixed-Rent in Cash Plus Premium to Local Landowning Units: This is an

informal system where the local land-owning units demand premium payments from

the tenants. Often this is without the knowledge of the NLTB. The practice is

widespread. Apart from cash premiums, payments in kind are also made throughout

the year. This is widely know as "goodwill" payments in the cane growing areas.

Our field survey on the island of Vanua Levu showed that the practice is

widespread. About 86 percent of the farmers included "goodwill" payments to the

local land-owning units as non-direcy deducted sugar related expenses,

(3) Vakavanua Arrangements on Native Land: As has been pointed out by

Ward (1995), the Vakavanua arrangement is not sanctioned by the NLTB, It is

practiced without the knowledge of the NLTB. One of the reasons why Vakavanua

arrangements are attractive is that local land-owners have control on the land and

collect rent which is likely to be higher than what a tenant may pay to the NLTB.

Generally this practice involves members of the ethnic Fijian community who

migrate from other regions particularly from the outer islands. For example the

migrants from the Lau group made Vakavanua arrangements in Vunidawa in

Eastern Viti Levu (Ward, 1995).

(4) Share cropping (Adhia and Tihai) : Share cropping is also an informal

arrangement and is not legally sanctioned by the NLTB. However, the practice is

becoming a common feature not only in the sugar sectors but also in other cash

crops such as tobacco and some subsistence sectors such as rice. First,

share cropping mainly occurs on Class 'J' 4 leases. This is because class 'J' leases can

not be leased to a non-native Fijian. Share cropping therefore on Class 'J' land is

between the holders of the leases who are native Fijian and the Indian Fijian

4 Class 'J' leases are reserved native land where Melanesian Fijians can only acquire leases for its
use.
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farmers who do not have land. The arrangements are mostly based on a fifty-fifty

share contract. In some cases it is sixty-forty. In all these the cost is shared equally

by the sharecropper and owner-operator. The practice however is not restricted only

to class 'J' leases, it is also taking place in other transferable leases as well.

Apart from the arrangements described above there are a number of informal

arrangements in place which determines the relationship between the

tenant/sharecropper and the local land-owning units, especially the head of the

Mataqali. In the case of tenant having a proper legal lease from the NLTB, the

tenant pays annual rent, In addition to this, the tenant has constantly to provide

payments both in cash and kind to the local mataqali members. The majority of

Indian farmers surveyed in the Labasa area on native land include these payments in

their costs, The tenants pointed out that these payments are necessary for the good

relations with the local land-owning units. In the case of non-payment of these extra

payments on top of the rent, tenants are threatened with non-renewal of leases. In

some cases, violent confrontations also occur. These are additional factors that must

be taken into consideration in the analysis of production relations with in the sugar

industry in Fiji.

In the case of sharecropping, the arrangements are not always very transparent. First

it is not legally sanctioned or encouraged by the NLTB. Despite the legal constraint

sharecropping is increasingly becoming an alternative to the fixed rent contracts.

First, the local landowners have no control on the rent and are dependent on the

allocation by the NLTB, There is general disillusionment with the amount received

from the NLTB. This has created a situation where holders of class 'J' leases are

able to engage in sharecropping and also control the use of land and the rent they

receive. Apart from class 'J' leases, there is now increasing pressure from the local

land-owning units to take back land already on lease to mainly non-Fijians. For

example, a recent report by NLTB points out that about 50.5 percent of the local

units in the province of Ba on the island of Viti Levu want all the land leases back,

excluding house sites. They do not want current leases be renewed . Tenants are to
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be given a lease only for their house site. What this implies is that since the tenants

will not have farm land, they will have to either work on the farms as fixed-wage

labourers or will have to engage in share cropping. This assumes that alternative

employment for the tenants are not available. The development of share cropping as

an alternative comes from the fact that local land-owning units want control over

their land. It is also possible that some of the local units would prefer fixed-wage

contracts instead of share cropping. As stated in the literature, the rationale for

share cropping comes from input incentives particularly labour, screening, cost, and

risk sharing.

7.4 SHARE CROPPING AND ITS APPLICATION IN THE FIJI SUGAR
INDUSTRY

The provision of appropriate incentives model is based on the premise that with

share cropping the tenant receives less than his marginal product of labour, As long

as this is the case, the worker has less incentive to increase his effort. Again this

implies that fix-rent contracts are better in that they provide all the incentives for

increased effort. The tenant in this case faces all the risk and therefore has to

increase effort to minimise the risk. While it may be possible to write legal contracts

where the share-tenant or wage worker has to provide a particular level of input, the

actual costs involved in drawing up the contracts and the supervision required

would make it "prohibitive" (Newbery, 1979). Furthermore, share cropping or wage

contracts do not stop the share-tenant or the wage labourer from looking for

alternative sources of employment. For details of the model see Stiglitz (1974) and

Newbery (1979).

The elasticity of substitution between total labour supply and land is less than unity,

then the optimal share is less than the imputed share (Newbery, 1979). Related to

the labour input is the supply of other inputs such as bullocks, tractors, fertiliser and

other inputs. Several issues needs to be pointed out and discussed. The question is

who pays and how much for the inputs. If both landlords and tenants are risk neutral
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then both will share the inputs in the proportion of their output share, This implies

that both will bear the same fraction of the marginal cost as they would in the case

of the marginal product. However, if the landlord is risk averse then there would be

disagreement on the level of inputs and the costs associated with them. Hence,

share cropping may not be desirable.

The rationale of cost sharing in a share cropping contract has been discussed by

Jaynes (1982. 1984) and considered by Singh (1989). The landlord and the tenant

agree on the share of output and cost as the basis of entering into a share contract.

The model also considers a fixed payment on top of the share of output as an

incentive for the tenant.5 In the case of share cropping in Fiji the tenant does not

receive a fixed payment. The share cropping that exists on the class "J" leases in the

Seaqaqa cane district of Fiji has a number of features that explains its existence.

First the holders of class 'J' leases, that is the landlords in this case, are capital

constrained. The farmers who are involved in share cropping are those who have

capital requirements such as bullocks and other farm equipment to work on the

farms.

The other issue related to share cropping is the operation of the capital market. With

the current situation of fixed rent contracts, credit is granted in a restricted sense to

some of the tenants by various lending agencies. The repayments of these loans are

not contingent on the output. Therefore the tenant bears all the risk in the case of

crop failure . The question that will arise in Fiji is who will be responsible for the

credit, will the tenants accept equity loans and will the lending agencies provide

credit contingent upon the output. It is unlikely that credit will be provided

contingent upon the output,

Newbery (1979) points out that share cropping impedes the adoption of new

technology. Both the landlord and the sharecropper tenant have no incentive to

5 For details of the models of share cropping and in particular cost sharing rationale for share cropping,
see a useful survey by Singh (1989).
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provide new technology . From the landlord's point of view the marginal returns

from providing new techniques is deemed to be less than the social marginal returns

and hence there is no incentive to provide it to the tenant. The sharecropper tenant

on the other hand is also not certain about the returns from the new technology and

therefore has no incentive to accept new techniques.

I have so far discussed some of the rationales for the existence of share cropping,

What follows now is a summary of all the reasons or what Newbery (1979) calls

the "stylized facts" behind the existence of share cropping. First I find that

share cropping has existed over a long period of time and as I discussed earlier,

economists such as Karl Marx, Alfred Marshall and Adam Smith also considered

the issue in their writings. Secondly it has been pointed out in the literature that

productivity under share cropping is often lower then the alternatives such as fixed

rent contracts or full ownership. However, this is not always the case, under specific

conditions there is evidence that in certain cases its beneficial. For example Sharma

and Drezc (1996) find evidence that share cropping in the North Indian Village of

Palanpur is both production efficient and equitable. Thirdly there is always a

preferred share contract that is used in a particular region. It does not vary from one

contract to another. In many cases its not the object of discussion and negotiation,

Finally as has been pointed out by many writers on share cropping, the practice has

been declining in many developing countries where it was widespread. Again

Newbery (1979) points out that its not because the risk has decreased. In fact he

points out that the risks in agriculture may have actually increased due to single

cropping and price fluctuations due to increasing agricultural trade liberalisation.

The risk sharing rationale is inconsistent with the trends in the practice of

share cropping in many developing countries (Newbery, 1979). He provides four

reasons why this is the case. First, the development of capital markets have reduced

the role of indivisibilities. Secondly as agricultural production becomes more capital

intensive as is the case in many developing countries, more incentive for appropriate

labour has to be provided. Tenants with fixed-rent contracts tend to do this better
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income of the tenant is $5,112. With this income level the current leaseholder is

unlikely to enter in to a share contract with no wages. Majority of the tenants would

earn less than 50 percent of the income than that received under fixed rent contracts.

On the other hand the landlord's average income under share cropping on fifty-fifty

basis plus a fixed wage to the tenant is $576.10 . This is lower then the current

average annual rent of $648.12. This implies that the landlord would be worse off

with share cropping contract when they have to pay a fixed wage plus a share in the

output. In many circumstances this is the formula that is used in most share

contracts (Singh, 1989).

For the purpose of the above analysis, I have assumed a share contract usually based

on a fifty-fifty basis. However the actual share of the landlord and the tenant differs

according to conditions in different countries and regions. This is usually dependent

on factors such as the quality of land and the physiological population density.

Various studies such as Cheung (1969), Rudra (1975) and Roumasett and James

(1979) have pointed out that a positive correlation exists between land quality and

percentage of output share. Studies on output share in Bangladesh, Central Java in

Indonesia and Philippines show that in densely populated and low wage areas the

landlord's share of the output is higher. This evidence is based on the competitive

theory of share-contract where it is assumed that if property rights are well defined

and transaction costs are zero,

The Fijian landowners are initially likely to take back land of higher quality and

may demand higher share of the output if they engage in share cropping. This is

unlikely to happen as the supply of labour could be very elastic. The population

density in the sugar cane growing areas of Fiji has declined over the past ten years.

According to the 1996 census report of Fiji the overall rural population has

declined. Furthermore its Indian rural population has declined from 204,171 in 1986

to 169,728 (Fiji Government, 1997). It is therefore evident that there is no guarantee

of a steady supply of labour. Share-contracts with higher levels of output share and
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wages to the tenants may be required to attracts sharecroppers into sugar farming.

Sharecropping as a means of production in the sugar fanning industry is unlikely to

be a long term efficient solution to the current problem of land tenure.

7.5 IMPLICATIONS OF LAND LEASE RENEWAL UNDER THE
ALTA.

The NLTB's recent report on land-lease . problem provides a number of

recommendations which have implications for the issue of property rights in land

(NLTB, 1996). In the province of Ba on the island of Viti Levu, the report claims

that landowners want 84 percent of the leases back. There are a number of

implications if leases are not renewed. First, what are the alternative arrangements

that could be made for the current tenants. Under the provisions of ALTA

appropriate compensation has to be provided to the tenants in the case of the non-

renewal of the leases. The report recommends that only residential leases be given

to the current tenants, This will reduce the compensation that has to paid by the

NLTB and will also keep the supply of labour on the cane farms which will be

managed by the landlords. In fact the report points out that tenants do not wish to be

relocated, This is understandable and perhaps obvious. Many of the tenants on these

farms have cultivated the land for more than 20 years and have built permanent

dwellings and developed other social institutions which would make it difficult for

many of them to leave and re-settle in an undeveloped area.

The report therefore assumes and states that if tenants do not want to re-settle then

residential leases can be given to them. They can stay on the farm and provide

labour to the landowner. This implies that either farmers will work as wage

labourers or will engage in sharecropping. Our results indicate that sharecropping

will be inefficient. Both farmers and tenants are likely to lose in the long run. The

other alternative is employment of tenants as wage labourers. This again is likely to

be inefficient as costs would be involved in the management of the labour. Effort

will be difficult to monitor and the end result could be a lower productivity. The
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report also suggests amalgamation of farms for possible mechanisation as an

alternative. While minimum cost of production could be achieved in the long run,

the immediate impact could be higher costs and a possible decline in the level of

productivity. As a result of the high cost Fiji's already weak international

competitiveness could decline further. Fiji's sugar is currently sold under

guaranteed markets which means a supply of fixed quota on an annual basis has to

be maintained. It may not be possible to take the risk of losing production and

thereby losing the guaranteed market which is already under threat as a result of

world trading agreements.

A recent model by Feder and Feeny (1991) lend support to the view that secure

property rights in land result in an optimal level of production and enhances the

welfare of the tenants. They point out that individuals maximise utility through

current consumption plus their initial wealth. Initial wealth comprises total output
n

plus the value of the lease holding. This means that the higher the risk of losing the

lease, the greater is the current consumption. In the final analysis, this implies that

the uncertainty in the lease holding causes a decline in output per unit of land.

Share-cropping therefore is likely to result in reduced returns to both the tenant and

the landowning units if applied in Fiji's sugar industry.

7.6 SUMMARY AND CONCLUDING COMMENTS

This Chapter considered the prospect of share cropping as a solution to the

impending crisis about property rights in Fiji. The analysis shows that given the

current institutional setup share-cropping as a means of production is likely to be

inefficient and inequitable in the Fijian sugar farming industry. This accords with

the classical and Marxists economists who reject share cropping as a means of

production in agriculture.

* The value of the lease holding in Fiji is calculated on the basis of the number of tonnes of cane
produced per acre, this is however done arbitrarily in most cases. It does however reflect the levels of
productivity. This is also determined from the level of credit that was provided by the lending
institutions such as the Fiji development Bank.
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The current debate on the solution to the property rights problem in land centres on a

number of issues. First whether the current fixed rent contracts enhance productivity

in the agriculture sector. Second if the leases revert back to the landowners what

are the consequences for the current tenants, A recent report by the NLTB points

out that the majority of landowners do not wish to renew the leases for the current

tenants and that they prefer alternative arrangements. Amalgamation of farms into

large holdings for possible mechanisation has been recommended as an alternative.

Other possible recommendations include granting of residential leases to current

leaseholders. This implies that most leaseholders would be available as farm

labourers or alternatively enter into share-farming contracts.

The alternatives of share cropping and fixed wage contracts are based on the

assumption that it will benefit the local landowning units. This is based on the fact

that local landowners are not satisfied with the returns they are getting in the form of

rents. They are therefore moving towards a situation where they will control the use

of land directly rather then relying on NLTB as their agent. The practice of

Vakavanua is a case in point already.

However, I have shown in this Chapter that both share cropping and share cropping

plus fixed wage contracts are unlikely to produce efficient outcomes. The results

show that share cropping with a fixed wage contract is likely to produce less return

to the landowner than they receive in the form of fixed annual rent. If the output and

cost is shared on a fifty-fifty basis without a fixed wage to the tenant then the tenant

would be worse off and is therefore unlikely to enter into a share contract. It has

been argued that another alternative would be to hire labour to work on the farms for

the landowners. It is suggested in the NLTB report that current tenants who lose

their lease could provide farm labour on fixed wage contracts, This however

assumes that current production level and labour effort will be maintained.

However, labour effort cannot be easily estimated or measured. Furthermore, there

will be a significant amount of transaction costs involving the hiring of labour and
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the supervision of this labour. Finally the labour supply is assumed to be available

from the current tenants is not guaranteed. Moreover, the current wage levels in the

urban sector is higher and any opportunity for alternative employment is likely to

reduce the supply of skilled labour in the sugar fanning industry.
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CHAPTER 8

PROPERTY RIGHTS, TOURISM AND ECONOMIC DEVELOPMENT:
THE CASE OF FIJI

8.1. INTRODUCTION

The purpose of this Chapter is to consider the issue of property rights in light of

Fiji's overall policy making in the tourism sector. It therefore traces the

development of the tourism industry in Fiji in the context of its new economic

policies and Fiji's controversy about property rights. The tourism industry accounts

for about 12 percent of Fiji's GDP, roughly equal to the contribution of its

manufacturing sector. About 24,000 people are employed in tourism and this

represents about 11 percent of the total workforce of Fiji,

The tourism industry in Fiji has grown substantially since the late 1960s when

annual average visitor arrivals were about 150,000. For earlier details on the arrival

of tourists in Fiji see Britton (1983), Sutherland (1992) and Plange (1996). Since the

1960s there has been a remarkable growth in the industry. For example, the number

of visitor arrivals in 1990 was 279,000. Growth of the industry is being fostered by

concerted government policies to promote its development, The Fijian government

believes that the standard of accommodation, support facilities and infrastructure

and marketing strategies are well established for future development of tourism.

The Fiji government aims to make the tourism industry in Fiji a leading sector of its

economy. It also wants to reduce Fiji's dependence on the sugar industry as a major

export earner. The development of the tourism industry fits in well with the Fijian

government's export-oriented restructuring of the economy. The tourism industry

has provided some hope and optimism in the midst of a disappointing overall

performance of the economy since 1987 military coups. While the tourism industry

has experienced high growth rates in the recent years, it is vulnerable to a number of
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factors. First, it faces stiff competition from similar tourist destinations such as

countries in the Carribean, the Indian Ocean rim countries and the South East Asian

nations. Secondly, there is concern that the foreign leakage from the industry and

the small local multiplier effect could erode local community support for the

industry. Thirdly, the uncertainty of property rights in land and the impending

political uncertainty may affect long-term investment in the industry. Finally, some

are worried about the impact of the industry on the environment and its ability to

achieve long-term sustainable development. The World Bank (1995) points out that

"improving air services, changing the structure of accommodations, expanding the

tourism product, promoting Fiji in new and existing markets and training workers to

meet changing human resource needs" will ensure the long-term survival of the

industry. As far as I am aware, the study of institutional factors and in particular the

issue of property rights has not been considered in previous studies on tourism in

Fiji. This Chapter therefore discusses this issue and puts it in the perspective of the

overall policy development for the tourism industry in Fiji. For general historical

and more recent analysis of land tenure system in Fiji and its impact on economic

development see Ward (1965, 1969, 1980, 1985, 1987, 1992), France (1969),

Overton (1989,1994), Nayacakalou (1972) and Prasad and Tisdell (1996)

Part II reviews some theoretical issues relating to tourism as a development goal in

developing countries. Part III provides a brief overview of the tourism industry in

Fiji and some general trends, Part IV provides an analysis of the property rights in

land and its implications for the future development of the industry and part V

summarises the findings and provides some concluding comments,

8.2. SOME GLOBAL TRENDS AND THEORETICAL ISSUES IN
TOURISM

The contribution of the tourism industry to the economic growth of many countries

has surpassed the traditional sectors such as agriculture and manufacturing. While
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there are regional differences as well as differences amongst the developed and

developing countries, the overall trend worldwide has been a significant growth in

the contribution of tourism to the GDP. Dieke (1995) points out that global tourism

activity can be classified into three features: regional, developed countries and

global. Based the on World Tourism Organisation's statistics and projections, world

tourist arrivals and receipts are likely to increase substantially in future. According

to Fletcher and Latham (1995) the annual average increase in visitor arrivals

between 1950-1993 has been 7 percent. It is projected that in the year 2000 global

tourist arrivals will be about 637 million and the earnings will amount to US$527

billion. The 1990 figures for tourist arrivals and earnings were 482 million and

US$298 million respectively (WTO, 1990) Tables 8-1 provides the details on

international tourists arrivals for the years 1988-1993.

While the world trend shows increasing visitor arrivals, individual regions provide

different trends. For example, the South Asian and the Middle Eastern regions show

a decline in the number of tourist arrivals. The East Asia and the Pacific Region

show growth in the number of tourist arrivals.

Within the Pacific region, excluding Australia and New Zealand, thirteen countries

form the Tourism Council of the South Pacific (TCSP).1 This region experienced an

absolute increase in the number of tourist arrkvals. In 1993 Fiji, Western Samoa,

French Polynesia experienced strong growth while Papua New Guinea, Marshall

Islands and Solomon Islands experienced a drop. Fiji alone accounts for about 40

percent of the total tourist arrivals in the TSCP region, French Polynesia, New

Caledonia and Fiji account for about 70 percent of the tourist traffic to the TCSP

region.

1 The TCSP region has 13 member countries, these are Cook Islands, Fiji, French Polynesia, Kiribati,

Marshall Islands, New Caledonia, Niue, Papua New Guinea, Solomon Islands, Tonga, Tuvalu, Vanuatu

and Western Samoa.
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Table 8-1: International Tourist Arrivals By Region (Millions) 1988-1993,
(Figures in brackets show rates of growth in %)

Region

Africa
% Change

Americas
% Change

East Asia &
Pacific
% Change

Europe
% Change

Middle East
% Change

South Asia
% Change

World Total
% Change

1988

12.6

75.1

43.7

239.5

8.1

2.9

381.9

1989

14.0
(11.1)

78.5
(4.9)

44.2

(1-1)

266.1
(11.1)

9.3
(14.8)

3.1
(6.9)

415.5
(8-8)

1990

15.0
(7.1)

93.9
(19,2)

52.3
(18.3)

286.7
(7.7)

7,4
(-20,4)

3.2
(3-2)

458,5
(10.3)

1991

15.8
(5.3)

97.2
(3.5)

53.9
(3.1)

279.8
(-2.4)

6.7
(-9.5)

3.3
(3.1)

456.7
(-0.4)

1992

17.4
(10.1)

104.0
(7.0)

61.3
(13.7)

292.3
(4.5)

7.9
(17.9)

3.5
(6.1)

486.4
(6.5)

1993

17.8
(2.3)

104.4
(0.4)

69.0
(12.6)

298.2
(2.0)

7.2
(-8.9)

3.4
(-2.9)

500.0
(2.8)

(Source: WTO, 1994)

Tourism receipts overall show an increase as does the number of tourist arrivals.

There are however, marked regional variations. For example, South Asia and

Europe recorded a drop in the earnings in 1993 of 7.4% and 3.5% respectively.

South Asia's drop in earnings was due to the drop in the number of tourist arrivals

while that of Europe's was due to currency fluctuations.

190

, • ' • • l .



The development of the tourism sector is seen by many developing countries today

as the panacea for their economic ills. This is because the growth of tourism industry

worldwide has exceeded that of traditional sectors such as the oil and motor

industries and is growing at a significant rate. The economic significance of the

industry is directly derived from the amount of tourist dollars received by the host

countries and the level of employment generated by the industry, However, the

actual measurement of the contribution of the industry to the economy is beset by

conceptual and empirical difficulties. The tourism industry itself cannot be defined

as a homogeneous collection of goods and services. Economic factors such as

fluctuations in the currency, travel fares and prices of goods and services in general

affect the flow of tourists,[Non-economic factors] such as political instability also

affect the industry in a number of ways (Hagan and Harrison, 1994).

There is currently no widespread agreement on the methods used to quantify the

benefits and costs of the tourism industry to the economy. A number of methods

such as inventory/budget method (Kottke, 1988), the input-output (I-O) analysis and

more recently the cost-benefit analysis have been used. Input-output analysis is the

most commonly used and has been applied to study the impact of tourism on the

economy both at regional and country levels. For these type of analyses see Liu

(1987), Milne (1987), Summary (19S7), Khan, Seng and Cheong (1990), Toh and

Low (1990), Milon, Mulkey and Ellerbrook (1992), Baier (1994) and Archer and

Fletcher (1996).

Apart from the economic impact of tourism, environmental and social and cultural

issues have become major factors in the development of the industry. Before the

1960s the relationship between tourism and environment was one of normal

coexistence. As the scale of tourism increased conflicts between the environment

and tourism activity were perceived. Since the 1970s the conflict between tourism

activity and environment has received greater attention (Akoglu 1971, Mathieson
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affect mainly air and water qualities, The attraction of people to centres of tourism

activities, mainly in the urban areas, has put stress on the urban environment in

many smaller developing nations. The small island nations in the South Pacific such

as Kiribati and Fiji are already experiencing urban environmental problems (Bryant,

1994). Negative social and cultural influences have been identified as potential

problems for the industry. In particular the negative social effects on moral

behaviour have been highlighted. Positive impact include the preservation of

traditional art and culture and the skills associated with these.

8.2.1 Tounsm and Economic Development: A General Debate

The theoretical rationale for tourism as a development strategy derives from the

relationships of exports to economic growth. The tourism industry is considered to

be an export industry from the point of view of the foreign exchange earnings by the

host country. Ecotourism for example has been likened to the establishment of

export processing zones within the model of export-oriented growth strategy

(Bandy, 1996).

In the 1950s, 60s and the early 70s, the import-substitution strategy for

industrialisation and agricultural production was seen as a panacea for economic

development. The theoretical underpinning of this strategy was provided by

economists such as Rosentein-Rodan (1943), Prebisch (1950) and Singer (1950).

Prebisch and Singer were particularly influential in the adoption of the import-

substitution strategy in most of the Latin American countries. This strategy reflected

the post Second World War independent countries mood for economic self-

sufficiency. The strategy involved high levels of protection for domestic industries.

Towards the end of the 1970s, the success of the import-substitution strategy was

increasingly questioned. The debt crisis and the economic malaise in Latin

American and African countries provided greater impetus for a move towards
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alternative strategies. The import substitution strategy came under close scrutiny and

criticisms from economists. See for example Power (1966), Hirschman (1968),

Bruton (1970), Little, Scitovsky and Scott (1970), Krueger (1974), Gil Us, Perkins,

Roemer and Snodgrass (1987), Kirkpatrick (1987 and Todaro (1994).

As an alternative strategy, export-oriented policies were promoted from the late

1960s onwards. In many developing countries excluding the East Asian NIC's the

move towards export-oriented strategy has been a recent one. The theoretical

rationale for this strategy derives from the concept of comparative advantage

through trade and more so from the failure of the import-substitution strategy. For

arguments in favour of export-oriented development strategy see Ranis (1973).

Krueger (1983) and Bhagwati (1988). While the export-oriented strategy is widely

recognised and applied, there is no unanimity on the effectiveness, There is still

debate whether the strategy is workable in most of the countries. Some of the

counter arguments to the promotion of export-oriented strategy has been discussed

by Streeten (1982), Cline (1982) and Fields (3984). On the question of appropriate

trade policies and the structure of protection see Corden (1971), Balassa (1983),

Krueger (1984) and Bhagwti (1994).

Despite the ongoing debate about the effectiveness of the two strategies, export-

oriented policies are now widely believed to be producing favourable results in

many developing countries. The success stories of the Asian NIC's are usually taken

as examples. Furthermore, its adoption has accelerated due to the support from the

international organisation such as the IMF and the World Bank and widely

supported by the developed countries. See for example the World Development

Report (1987), The adoption of structural adjustment policies (SAPs) by many

developing countries is now a precondition for IMF and World Bank Loans. The

structural adjustment policies advocated by the IMF and the World Bank place

emphasis on the private sector as the 'engine of growth'. The policies are geared
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towards creating conditions for the efficient functioning of the market. The

development of the tourism industry fits in well within this overall development

strategy for developing countries. Governments are attracted to this sector as it is

generally the private sector which invests in the tourism sector. Whether tourism can

be relied upon as a long-term development goal for many developing countries will

depend upon the domestic institutional and political factors and the demands from

the international tourism market.

8,3 OVERVIEW OF TOURISM INDUSTRY IN FIJI

Tourism plays an important role in the economic development of Fiji. With the

growing international demand for tourism, tourism provides a major prospect for

growth in Fiji. The industry has in the past survived the impact of rising fuel prices

in the 1970s and the 1980s, political upheavals of 1987 and changing economic

conditions in visitor markets and fluctuating exchange rates. Like many other small

Pacific island countries Fiji has a relatively narrow economic base and is largely

dependent on the export of sugar. It has however, in the last 5-10 years moved

towards promoting the manufacturing sector which has seen some growth. The

development of the garment industry for example, in the manufacturing sector

provided significant boost in the category of manufactured exports.

Despite some of the bottlenecks, the tourism sector has grown remarkably in

comparison to other sectors. Tourism is now the country's largest foreign exchange

earner and in the last 3 years surpassed the contribution from sugar exports. It

generates 25 percent of Fiji's gross foreign exchange earnings and its contribution to

GDP is likely to increase in future. The annual growth in visitor arrivals was

estimated to be around ten percent in the 1990s. The actual growth rate however has

remained at between 3-4 percent since 1990. The government of Fiji has increased
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its emphasis on the development of the industry, and the broad thrust of its policies

can be summarised as follows:

* "Active marketing of (he tourism industry through the Fiji Visitors
Bureau and the private sector to boost visitor arrivals and diversify
source markets;

* securing adequate airline capacity through attracting additional
foreign airlines to Fiji;

* encouraging investment in tourism plant to realise the full
development potential of the industry;

* strengthening linkages with the rest of the economy to ensure
increasing retention of the tourist dollar through increased local
participation;

* Contribute to enhanced Fijian participation, particularly in rural
areas, through encouragement of small business commercial
activities focussing on secondary tourism activities, with direct links
to established tourist plants;

* promotion of education and training to ensure availability of
suitably trained manpower and increased tourism awareness within
the community; and

* integrated planning of tourism development." (Government of Fiji,
1993:98)

While the policies stated above capture some of the key issues they do not address

the fundamental problems such as the availability of land and the way property

rights affect investment in the industry. The demand for up-market facilities and

competition from other destinations calls for increased investment and the

improvement in the delivery of essential services.
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8.3.1 Tourism Demand

In the early 1980s and particularly during the Development Plan Eight (1981-1985),

growth in visitor arrival averaged 5.5% per annum and foreign tourism receipts rose

at an average of 6.2 percent per annum. Growth of the industry continued until the

military coups of 1987 which damaged Fiji's tourism industry to a large extent.

Visitor arrivals for example fell by 26 percent. The growth rebounded once an

interim government was put in place and confidence in the country improved.

Tourist arrivals to Fiji improved dramatically from 190,000 in 1987 to 319,000 in

1994. The World Bank (1995) points out that despite rapid growth in visitor arrivals

after the coup the annual average growth rate in 1981-1994 was only 3.8 percent.

The average annual growth rate for the Oceania region was about 9 percent in the

same period. Figure 8-1 shows the trends in visitors arrivals to Fiji between 1975-

1994.

3.2 Origin of Visitors

Traditional sources of visitors for Fiji have been Australia, New Zealand and the

USA. These three countries accounted for about 75 percent of the total arrivals in

Fiji between 1975-1986. As shown by Table 8-2, this trend has been changing with

visitors arrivals from Japan and Europe increasing from 11 percent in 1975-1986 to

about 25 percent in 1988-1994.
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8.3.3 Tounsm Earnings and Tourism's Contribution to the Fijian Economy

Tourist earnings in Fiji have been significant and this has been used to justify the

importance of the industry to the economy, Estimates of the tourist earnings are

compiled by the Fiji Bureau of Statistics from the information obtained for the

Tourist Expenditure Index. As shown by Table 8-4 the gross tourist receipts have

significantly increased in the last decade. In -1992, tourist receipts from visitors

amounted to 59 percent of the total domestic exports,

While foreign tourism receipts have increased substantially over the last decade the

multiplier effect from these receipts has been lower than for the sugar industry,

Significant leakage of tourism earnings occurs in the form of profit repatriation,

expatriates workers particularly by middle-level and senior-level management and

for imports of tourism-related goods, The actual impact of the tourism industry is

measured through its multiplier effect.

According to the Keynesian theory exports are injections into the economy and this

stimulates economic growth. Foreign tourism receipts are like exports and may

stimulate economic growth. The extent to which the tourist dollar multiplies

depends on the extent of leakages in the form of savings, taxes, imports and

dividends. The higher the leakages the lower the multipliers that is, both income and

employment multipliers. Measuring the economic impact of tourism is complex as it

does not take place within the framework of each specified sector of the economy.

Various approaches have been applied to study the impact of tourism and the choice

of a particular approach depends on the purpose of the research, resources available

and the structure of the economy. The most common approach however, is deriving

various multipliers of tourism spending in the economy.
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Multipliers provide a measure of the impact of expenditure in one sector on various

economic aggregates, In the case of tourism expenditure, its impact on national

income, employment, government revenue and imports could be established. The

most common approach to deriving multipliers is the use of input-output tables For

a general review of literature on tourism multipliers see Archer (1977) and Fletcher

(1989) and multiplier studies on individual countries see Brigulio (1992) for Malta,

Curry (1986) for Tanzania, Liu (1986) for Hawaii, Lin and Sung (1983) for Hong

Kong, Norton (1982) for Ireland, Archer and Wanhill (1981) for Mauritius and

Varley for Fiji (1978).

One of the main issues which concerns the policy-makers in developing countries is

how much of the tourist dollar leaks out of the country. It has been estimated that

about 55 percent of the total tourist dollar spent in developing countries leaks out to

investors in the developed countries (Bandy, 1996). Fiji falls into the category of

countries which are heavily dependent on imports. Table 8-5 shows the tourism

income multipliers together with that for some selected countries.

Calculations of the tourism income multiplier for Fiji have varied over the years. For

example Lundberg, Krishnamoorthy, and Stavenga, (1995) estimate the tourism

income multiplier for Fiji for 1992 to be 0.72. The Fijian government estimated the

tourism income multiplier for 1992 to be 0.94 and the multiplier for the sugar

industry to be 1.47 (Central Planning Office, 1992). More recently a study by the

Central Planning Office of the Fiji government puts the tourism income multiplier

as 1.07. Table 8-6 shows the impact of tourism expenditure on national income,

employment, government revenue and on imports.
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Table 8-5: Tourism Income Multipliers for Selected Countries Including Fiji.

Destination Income Multipliers

Turkey 1.96

United Kingdom 1.73

Republic of Ireland 1.72

Egypt 1.23

Jamaica 1.23

Dominican Republic 1.20

Cyprus 1.14

Northern Ireland 1.10

Bermuda 1.09

Hong Kong 1.02

Mauritius 0.96

Antigua 0.88

Bahamas 0.79

Fiji 0.72

Cayman Islands 0.65

Iceland 0.64

British Virgin Islands 0.58

Solomon Islands 0.52

Republic of Palau 0.50

Western Samoa 0.39

* From Personal Tourist Expenditure
(Source: Lundberg, Krishnamoorthy and Stavenga, 1995: 137)

As shown by Table 8-6, the tourism income multiplier is 1.07 and in 1995 the effect

of tourism expenditure on national income was $473 million. This represented 20

percent of Fiji's GDP. Furthermore , it created 42,461 full time jobs as a result of

$442.3 million tourism expenditure in 1995. This represents about 15 percent of the
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total labour force. It also had significant impact on public revenue and imports. The

direct and indirect import multipliers for 1995 are 0.120 and 0.115 respectively. The

import requirement therefore based on the 1995 expenditure is $103.9 leading to a

net positive impact on the balance of payments of $338.4 million.

Table 8-6: Impact of Tourism Expenditure on National Income, Public
Revenue, Employment and Imports, Fiji, 1995-1996.

Tourism Expenditure's
Impact on:
Employment
Income
Public Revenue
Imports
Household Expenditure

Multiplier

Impact of $1

0.000096
1.07

0.3367
0.5624
0.2266

Impact in 1995

$442.3

42,461
$473m
$149m
$249m

$100.2m

Estimated Impact in
1996

$470.1

45,130
$503m
$158m
$264m
$106.m

(Source: Fiji, Central Planning Office)

With an induced multiplier of 0.326, the total induced imports amounted to $144.2

million. The total leakage therefore amounts to 57 percent. This figure however does

not include outflows in the form of repatriation of profits, salaries and wages and

dividends. The Central Planning Office of the Fiji Government estimates this

leakage to be around 10 percent. The total leakage therefore amounts to 67 percent.

It has been estimated that gross repatriation of profits alone amounts to 7.8 percent

of the total foreign exchange outflow (Chand, 1996). This suggests a large

proportion of foreign ownership of hotels and huge tax incentives for increased

profit. The income multiplier and the extent of leakage suggests that the tourism

industry's capacity to generate real import purchasing power (ie foreign exchange

per unit of service sold, deflated by the price of imports) is relatively weak.
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As shown by Table 8-7, the agricultural sector including sugar and manufacturing

sectors have a bigger impact on income. Tourism however, has a larger impact on

the level of formal employment.

Table 8-7: Impact of Tourism Compared with Other Sectors in
Fiji per$1000 of Exports, 1995.

Sectors

Tourism
Agriculture
Manufacturing
Mining

Incomes

1070.9
1511.1
1290.0
777.6

Public Sector
Revenue

336.7
315.7
341.8
190.6

Imports Employment

562.4
521.1
540.8
190.6

0.096
0.052
0.080
0.051

Source; Fiji, Central Planning Office,

8.3.4 Purpose of Visits to Fiji

Majority of the visitors to Fiji are holidaying visitors. For example in 1992, 82

percent of the visitors to Fiji were on holiday. Table 8-8 shows the percentage

distribution of visitors by major purpose in 1988-1992. Japan had the highest

number (94.3%) of visitors on holiday followed by Europe, USA, Australia and

New Zealand. Those in business category came mainly from Australia and New

Zealand.

8.3.5 Incentives and Investment for Tourism Development

The Fijian government has adopted tourism development as its major economic

policy goal. Tourism as in many developing countries is seen as a private sector led

economic activity. Incentives to potential investors are often used as a key to the

development of the tourism industry. According to Bodiender (1982) Jenkins (1992)
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and (1986) tourism incentives can be divided into financial and fiscal policy

measures. Bloom and Mostert (1995) further discuss these incentives in the context

of South African tourism industry and point out that lack of proper incentives can

seriously impede investment in the industry,

Table 8-8: Percentage Distribution of Visitors by Major
Purpose of Visit to Fiji

Purpose 1988 1989 1990 1991 1992 1993 1994 1995

of Visit

Business 5.9 5.7 4.9 4.8 6.7 5.5 5.6 5.2

Holiday 80.5 76.5 76.3 80.6 82.0 81.1 80.2 80.4

Others 13.6 17.8 18.8 14.6 11.3 13.4 14.2 14.4

Total 100 100 100 100 100 100 100 100

(Source: Fiji Bureau of Statistics, 1992: 6)

Financial incentives include grants and subsidies for the enterprises undertaking

tourism investment while fiscal incentives include government's use of the country's

tax system to promote the industry. Figure 8-2 provides an indication of the kinds of

incentives available to the tourism industry in general.

The Fijian government's incentives and assistance to the tourism industry can be

summarised as follows:

* Hotels Aid and Investment Allowance

* Carry forward of Losses

* Accelerated Depreciation Allowance
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* Work Permits

* Hotels Aid Act

* Duty Concessions

Under the Hotels Aid Act, apart from the normal depreciation, a further 55 % of the

approved capital expenditure on the tourism project is allowed for tax purposes.

Carry forward losses under the Act allows for tax losses in any a year to be offset by

profits in subsequent years. Accelerated depreciation allowance involves an

accelerated write-off of capital expenditure.

Work permits provide for the hiring of expatriate workers where local skills are not

available. Normally these permits are for 3 years. Under the Hotels Aid Act a range

of other concessions are granted to investors, for example concessions for a new

hotel, extension or expenditures on buildings, fixtures, fittings and equipment. With

the demand for upmarket hotels, the Fijian government has recently provided a

package to attract Tive star' hotel investment. This package includes duty free entry

for all capital goods, no corporate tax for 20 years and other related tax concession

(Economic Intelligence Unit, 1996). Specification of the above incentives sets out

broad guidelines but the procedures for approval are not very transparent. For

example, there is no formal application form on which investors can apply to the

department of tourism as a one stop shop for approval. Figure 8-3 shows the

incentives available to the tourism industry in Fiji.
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tourism industry resource. For the tourism industry, availability and supply of land

is vital for long-term development of the industry. In many developing countries,

land for tourism development must come from alternative uses such as agricultural

and industrial development. Expansion of tourism activities concentrated near the

urban areas also puts pressure on agricultural land. Budowski (1976) points out that

the relationship between different land-uses can be complementary, parallel and

competitive. In many developing countries the relationship is competitive as tourism

development is mainly concentrated in the coastal regions which have good

agricultural land and fishing grounds. This is mainly the situation for the islands in

the South Pacific including Fiji. For the purpose of tourism/recreation different

qualities and quantities of land are required. For some kinds of activities like hiking,

sightseeing, driving for pleasure etc. there are no special space requirement. In the

case of user-oriented activities like sports facilities, not only a space-monopoly but

also exclusive property rights are usually essential. Land as a factor in the

development of the tourism industry is vital. The responsibility of governments in

ensuring its availability on a sustainable basis has increased in the wake of increased

demand for the development of tourism infrastructure (Mieczkowski, 1990).

Government intervention does not necessarily imply nationalisation of land. The

view held by some conservationists and environmentalist is that land as a private

commodity regulated by market forces can not ensure sustainable development of

the environment. They do not advocate nationalisation of private land but insist on

government having the power to decide the way in which land is used, that is,

having the power to impose in controls and regulations for the use of land

(Mieczkowski, 1990).

Tourism infrastructure in most developing countries is fast becoming a private

sector activity. Governments under the pressure from international organisations

such as the World Bank and the IMF have embraced structural adjustment policies

to advance their economic well-being. For Fiji, and indeed most of the South Pacific
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island nations the issue of property rights in land and tourism is best summarised by

a United Nations Report on Sustainable Tourism (United Nations, 1992: 26)

" Many of the countries in the region have complicated landownership
tradition where much of the land is in communal ownership and land is regarded as
an inherited right to be held in trust for the good of the whole rather than an asset
to be traded for personal wealth. In many cases development must take place on
leasehold land which is not popular with developers. Many land agreements have to
be made with a community and each person in that community can rescind the
agreement at anytime. Many agreements are verbal with nothing written down.
Landownership patterns are highly regional varying not only between countries but
between different regions of the same island. This is considered to be one of the
major problems facing tourism development in the future"

Tourism development in Fiji and the property rights in land can not be ignored in

any policy development for the industry. For example, a report by a group of experts

on tourism summarised its findings on the land and fishing rights in relation to

tourism as follows (Central Planning Office, 1991,40):

"The group raised concern at the increase in hotel cases where indigenous
Fijian landowners opt to take unlawful acts such as road blocks to express their
grievances as it relates to the application of their land and fishing rights"

The group further pointed out that unlawful actions cause the delay in the progress

of various hotel building projects and discourage further investment in the industry.

In the past, many projects have either been withdrawn by foreign investors or

delayed as a result of disputes with the landowners.

Over recent years, the availability of freehold and state land for tourism has declined

and tourist development must increasingly take place on native land. Native land is |

administered by the Native Lands Trust Board (NLTB) on behalf of the land |

owners. This land by law cannot be sold and therefore has to be leased for use. |

During 1985-1989 the number of leases for tourism hotels granted by the NLTB |

increased from 48 to 60. The NLTB derived $F642,000 and $Fl,650,000

respectively in those years. Table 8-9 shows the NLTB rental income from various
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land use types. NLTB derived about 11 percent of its rental income from the tourism

leasing about 696 hectares mainly for hotel buildings.

The value of leases per hectare for the tourism industry is F$l 149.55 which is the

second highest for the NLTB. The value of the industrial leases is the highest.

However, the demand for native land for tourism development is likely to increase

in future more than that for the industrial sector. The landowners are also inclined to

lease more land for potential hotel development. This is due to two reasons. First,

the value of the leases for hotels are high and secondly landowners can demand

guaranteed employment for the members of mataqali in the hotels. However, there

are two problems associated with this as far as potential hotel investors are

concerned.

Table 8-9: NLTB Rental Income by Landuse, 1989.

Selected
Landuse

Agriculture

Residential

Hotel

Commercial

Industrial

Reserve Agri

Public Utility

Timber
Concessions

Forestry

Rental
(F$)

3,634,789

960,664

800,084

454,281

351,155

386,845

300,367

100,667

89,777

% o f
total

NLTB
rental

Income

48

12

11

6

5

5

4

1

1

Numb
er of

Leases

13,742

6,641

63

789

316

2,590

436

8

69

Area
(Ha)

198,531

1,446

696

524

269

74,264

14,997

45,336

3,039

Relative
Value of
Lease per

hectare

18.31

664.36

1149.55

866.94

1305.41

5.21

20.03

2.22

29.54

(Source: NLTB Annual Reports.)
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The first involves the questioned of guaranteed employment and the second is the

value of the lease per hectare. The value of the leases might act as a disincentive for

further investment.

The role of NLTB in making the land available on terms which reflect the market

conditions prevailing in the country will determine the future of the industry. In

1989 for example 43 percent of the total hotel rooms were located on native land.

Table 8-10 shows the distribution of accommodation on native land in Fiji in 1989.

It must be pointed out that not only hotel rooms, native land policy also affects other

infrastructure development for tourism such as roads, electricity and

communications. The development of eco-tourism will further encroach on native

land. The investment in tourism development has been promoted through various

financial and fiscal incentives. These incentives are unlikely to work effectively if

the issue of property rights is not resolved satisfactorily.

The real issue facing the tourism industry and potential investors is the conflict

between the role of the NLTB and the land-owning units and the individuals. While

NLTB has its own plans for tourism development, the plan itself is dependent on the

acceptance by the individual owners. As has been pointed out by Ward (1995) there

is a conflict between the practice, custom and the law regarding the native land in

Fiji. Hotel leases are negotiated in the same manner in which other types of leases

are negotiated. NLTB consults the landowners before it makes a final decision. In

some cases the leases are given for 99 years but the perceived insecurity is still there

as the landowners have their own set of conditions which are usually negotiated

directly with the investors.

The orthodox legal model of land tenure in which NLTB is a legal owner has

increasingly been questioned by the individual landowners themselves. This is one

reason why there have been occasional illegal takeovers of resorts and hotels by

landowners. For example, in 1996 on the island of Viti Levu, there were two cases
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where land owners illegally took over resorts and closed them. This was so despite

the legal guarantee of land lease to the resort owners. The conflict clearly involves

the issue of who is the real owner of the land? Ts it the NLTB or the individual

mataqali members themselves? The NLTB legally is the owner but consults the

landowning units who feel that they are the owners.

Table 8-10: Distribution of Accommodation Units and Rooms

on Native Land in 1989.

Region

Mamanuca/Yasawa

Nadi/Lautoka

Coral Coast

Pacific Harbour

Eastern Viti Levu

Vanua Levu

Taveuni

Lomaiviti

Kadavu

Lau

Fiji Total

No. of
Units

16

33

19

8

42

18

13

6

5

1

161

No. of
Rooms

693

1,758

1,081

240

3,118

261

117

49

18

4

5,339

No. of Units
(% on native

land)

88

33

37

-

7

3

-

17

60

100

25

No. of
Rooms

(% on native
land)

80

66

45

-

8

2

-

6

55

100

43

(Source: NLTB annual reports.)

The conflict arises generally because the landowning units can provide land both to

Fijian and non-Fijians under a system called Vakavanua. Under this system local

land owning mataqalis can provide land to 'outsiders' and collect all the rent
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themselves. While this system is illegal, its usage is widespread in Fiji (Ward,

1995). In the case of the tourism industry, there is still suspicion amongst the local

landowners about the impact of tourism on the local culture and more specifically

the benefits that may finally accrue to the landowners in terms of rent.

8.4.1 Native Land Trust Board and Tourism Policy and Investment.

The NLTB acts both as a monopoly and a monopsony and is able to wield a large

amount of power in determining the policies regarding the supply of land to

potential investors. In the past, two issues of concern relating to the tourism industry

have been highlighted. The first is the security of leases to the potential investors

and secondly the benefits that flow from the industry to the land owners in terms of

rent. There has been a series of conflict involving hotel-owners and the landowners

in the past, This conflict arises purely from the demands of the landowners for other

benefits such as employment and increased rent. The key policy goals of the NLTB

are as follows (NLTB, 1990:6).

* "The development of a sustainable economical prosperous tourism

industry in Fiji;

* Increasing the level of genuine Fijian participation in all aspects of

the tourism industry from service industries through to ownership

and management;

* Ensuring a more equitable spread of development opportunities and

revenues from the tourism industry throughout Fiji;
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* Basing the tourism industry more firmly on Fijian cultural and

environmental heritage, and furthermore through appropriate

development enhance such cultural and environmental values".

The concern in the tourism industry is the lack of coordination between the various

institutions involved in the development of the industry. The Fiji Visitors Bureau

formed under Fiji Tourist Commission and Visitors Bureau Act No. 49 of 1969 is

essentially a promotional organisation. It functions through an annual government

grant. The Fiji Trade and Investment Board deals with new investment projects

including the investment in hotels. This organisation does not have the final say in

the decision, ultimately the approval of the project rests with the NLTB as an

organisation. The role of NLTB is crucial as most hotel development and

infrastructure requires the use of native land. The NLTB has to further seek approval

from the landowning mataqali. Table 8-11 shows the number of institutions

involved in the final approval and implementation of new investment projects.

While various institutions are important for the approval of projects, its is the Native

Land Trust Board which finally determines whether the investment proposal can be

implemented. The claim by the Fiji Trade and Investment Board that its is one stop

shop for all investors is in practice not true. For example, the Investment Board

states that it takes 8 weeks to formally inform potential foreign and local investors

on the status of their application. The real situation however, is that after 8 weeks it

takes a further 8-10 weeks to get approval from the NLTB for appropriate leases to

be issued. For example, a number of studies and reports since 1987 have

concentrated on the creation of appropriate climate for increased investment in the

industry and particularly in the area of eco-tourism. Non of these reports however,

addresses the issue of property rights in land which has been one of the major

constraints on investment in hotels,
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Table 8-11: Organisations Involved in the Approval of
Foreign Investment Proposals

Government Department/ Statutory
Authority

Assistance/ Facilities

Customs Department

Immigration Department

Inland Revenue Department

Reserve Bank of Fiji

Lands Department

Department of Town and Country
Planning

Native Lands Trust Board

Fiji Electricity Authority

Fiji Posts and Telecommunications Ltd.

Registrar of Companies

Port clearance of plant, equipment and
raw materials

Issuance, renewal and variation of work
permits and visas.

Tax concessions and VAT registrations.

Clearance of exchange control matters

Approvals for land access and
acquisition

Development of vacant land and
existing estates

Approvals for native land leases

Provision of power supplies and related
energy needs

Provision of postal and
telecommunications services

Company registration

(Source: NLTB, 1990)

The Belt-Colins Report (1988) emphasised more cultural tourism and the

participation of local people in the industry. Cleverdon and Brook (1988)

recommended a one stop shop for potential tourism investors as a means of

encouraging more investment. Coopers and Lybrand (1989) in another report

emphasised the participation of local people in the industry and creating appropriate

investment climate for potential investors. The Native Trust Board (1990) produced

its own report emphasising its role in the development of the tourism industry.

Finally Ayala (1992) identified similar issues emphasising the need for developing
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ecotourism infrastructure. While most of the reports indirectly referred to creating

appropriate investment climate, they fall short of identifying the issue of property

rights in land. The political sensitivity surrounding the use of native land in Fiji

probably explains this omission.

Like investment in other industries, the tourism industry also requires the allocation

of resources for fixed capital formation. Investment in the tourism industry is

required for the following purposes.

* development of new fixed assets including building requirement;

* refurbishment of existing hotels and expansion of the current ones;

* and the provision of working capital.

According to Bodlender (1982) there are special features that influence the level of

investment which involves joint use between tourists and other local users. For

example, investment in new and more buses will benefit both the tourism industry

and local consumers. Many tourism projects also provide quick payback and

therefore investment may be directed to those types of projects. Investment in

property for tourism in the long-run may be converted to other uses.

In the case of Fiji the major constraints to increased investment in Fiji's tourism

industry and in particular the hotel industry are as follows:

* "lack of infrastructure away from main centres of population;

* political uncertainty;

* landownership structure and dominance of native land;

* imposition of withholding taxes on management fees and royalties;

* the availability of local funding and

* cyclone risk",
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The above constraints are external. This points to the fact that tax incentives and

other concessions have not stimulated tourism investment in the industry. While

other factors mentioned above are important and cannot be divorced from one

another the question of Iandownership is an important one and the solution to this

may be required to overcome other constraints.

The Fiji Visitors Bureau report (1994) shows that the average annual increase in

visitor arrival is likely to be about seven percent between 1994-2000. It also

estimates that visitors from Japan and other Asian countries will amount to about 23

percent of the total overseas visitors compared to 24 percent from Australia. This

implies that the demand for particularly upmarket hotel rooms is likely to increase.

While demand for other related investment in infrastructure is likely to increase, in

this section I concentrate on investment in hotels.

From the point of view of investment in hotels the impact of land tenure problems is

significant. This involves both foreign and local investors. Based on the projections

of the Fiji Visitors Bureau, it is estimated that between 1994-2000 an investment of

about SF500 millions dollars is needed in the development of hotels. This projection

also excludes the increasing demand from local residents. In 1993, it was estimated

that local resident visitors grew by 9.4 percent. Calculations on a purely project

finance basis show that hotel investment is viable. Table 8-12 for example shows

investment returns in three hotels with a different number of rooms in Fiji. The

overall viability was assessed by calculating the internal rate of return (IRR) and net

present value (NPV) using the research data on performance and development

costings (Fiji Tourism Development Plan, 1996).

As shown by Table 8-12 on a purely project finance basis the development of larger

hotels are more viable. However, investment in these type of hotels has been low.
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Majority of the hotels in Fiji have an average of 25 rooms. Only four hotels have

more than 250 rooms. A recent amendment to the Hotel Aid Act called "short life

investment" provides further concessions for building hotels where the capital

investment is not less than F$40 million dollars. This concession is intended to

attract investment in large hotels. However, research by Fiji Visitors Bureau shows

that investment is constraint by institutional factors such as property rights in land. It

points out that investment is likely to be more responsive to investment if the

external institutional factors are supportive.

Table 8-12: Investment Return on Resorts with Different Numbers of

Bedrooms, Fiji.

Initial Investment (F$ million)

Annual Profits (F$ million)

Internal Rate of Return (%)

Return on Capital Employed (%)

300 bedroom

Resort

62.6

7.5

11.7

11.9

100 bedroom

Resort

10.4

1.4

8.4

13.3

50 bedroom

Outer-island resort

8.0

0.9

7.1

11.3

(Source; Fiji Tourism Development Plan, 1996)

The following assumptions were made in assessing the viability;

* In years 1 and 2 a deduction of 1.5 and 2 per cent from the net operating
profits were made and from year 3 onward 3 percent had been assumed;

* The weighted average cost of capital range applied was between 9.5-11.0
percent;

* Taxation on profits was 35 percent and inflation was assumed to be 3
percent;

* Debt finance was assumed at 10 percent per annum and equity between 14-
17 percent with the value of p equal to 1.
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For Fiji, property rights in land has been a disincentive. First, it is a constraint from

the point of view of the cost of acquiring the land. For example about 8 percent of

the initial operating cost goes towards the acquisition of the land. A further 3 percent

of the gross turnover from hotels is paid to the landowners on top of the normal

lease-rent paid by the hotel owners. However, a much more serious problem is the

lack of security of the tenure from the NLTB. In the last ten years there have been

19 cases of illegal takeover or demands for higher rent from existing hotel owners.

For the purpose of further investment, this type of intervention by the landowners

sends a very negative signal to potential investors. Table 8-13 for example provides

a rough estimate of the value of new investment that did not take place as a result of

land disputes. This excludes the investment in refurbishment of the existing hotels.

Table 8-13: Value of Investment Lost as a Result of Land

Disputes in Fiji: 1987-1995.

Year Value of

investment lost

(F$ million)

1987 7.43

1988 7.12

1989 4.62

1990 15.14

1991 8.54

1992 12.78

1993 16.64

1994 11.20

1995 13.73

Total 97.2

Source: (Estimated from records from the Fiji Ministry of Tourism and Fiji Trade
and Investment Board)
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8.4.2 Native Land Trust Board, Environment and Tourism Development

For Fiji and most of the Pacific islands, the selling of the undisturbed natural

environment has been the key to attracting more tourists to the region (Hall and

Page,1996, Ch 5). In fact a survey by the TCSP found that 50-80 percent of the

tourists regard Fiji's natural environment as a major attraction. In the past, studies

on the impact of tourism on the environment have mainly emphasised its negative

aspects. In the context of developing countries in general, other forms of

development have been more damaging to the environment than tourism. For

example as Hall and Page (1996) points out, logging, industrial development and

other unsustainable agricultural activities cause more damage to the environment

than tourism, In the case of Fiji, eco-tourism is now considered by government and

the Native Lands Trust Board as a serious alternative for the development of the

tourism industry. While the Fijian government has developed a general policy on the

environment in Fiji, the Native Lands Trust Board has its own set of objectives

which emphasise the involvement of the land-owning mataqalis. It however

supports government's strategy to promote the conservation and management of the

environment and the development of eco-tourism. For example it states its policy

goal as follows (NLTB, 1990):

"NLTB recognises the link between the conservation of nature, the
protection of the Fijian cultural heritage and the development of an internationally
competitive and sustainable tourism industry. Furthermore, NLTB recognises the
important role that 'eco' or 'cultural' tourism may play in the creation of
employment and income at local community level and in helping to safeguard (he
country's environmental heritage"

The NLTB has so far concentrated on the development of pilot projects including

sites of national significance. Currently the following areas have been listed by the

government as sites of national significance:

* Sovi Basin, Viti Levu
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* Mount Evans Range, Viti Levu
* Tomaniivi-Wabu-Nadrau Plateau, Viti Levu.
* Waisali Reserve, Vanua Levu
* Vunivia, Vanua Levu
* Tunuloa Silktail Reserve, Vanua Levu
* Taveuni Forest Reserve
* Monu, Monuriki islands, Mamanuca Group
* Reserves on the islands of Ovalau and Kadavu.

As stated before, legally NLTB has the power to decide on appropriate policies in

line with the government's strategy to develop nature tourism. However, the

practical difficulties involved are the major constraint. For example in the above

listed sites of national significance, there are a number of mataqalis involved and

each has its own demands for the kind of development that should take place and the

nature of involvement of their people.

As shown by Table 8-14 there are 19 different mataqalis within the Taveuni forest

reserve wielding different levels of power and demands for their members. Two

mataqalis own 60 percent of the reserve while all the rest combine amount to 40

percent. Apart, from the different mataqalis owning the forest reserve, there is a big

diversity in the type of forests. For example within the Taveuni Forest Reserve,

there are 4 different types of forest including low density forest on very steep slopes,

moderate density forest on long and very steep slopes, low density mixed forest on

flat to short steep slopes and low density forest on short, very steep slopes.

Given the nature of conflict between the NLTB and the landowning mataqalis, the

coordination of the conservation of environment and the recreational demands from

the tourism industry is likely to be a difficult one. While NLTB legally has the

monopolistic power to enforce rules and regulations, it chooses not to do so in many

cases as the landowners from the mataqali have their own set of demands. At

present there seems to be no political will to change the system of land tenure and

administration, however in future a political solution has to be found.
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parks. However, in the case of Fiji this option is not feasible under the current

constitution.

A political solution is therefore constrained by the provisions of the current

constitution of Fiji. Section 100 and sub-section 4 of Fiji's constitution provides for

the following (Government of Fiji: 1990):

"For the purpose of this constitution the opinion or decision of the native
Lands Commission on

(a) matters relating to and concerning Fijian customs, traditions and usages
or the existence, extent, or application of customary laws; and

(b) disputes as to the headship of any division or sub-division of the Fijian
people having the customary right to occupy and use any native lands

shall be final and conclusive and shall not be challenged in a court of law".

In many of the developed countries, both economic and non-economic instruments

are used to control the adverse impact of tourism on the environment. It must be

pointed out however, that there are also positive externalities from the development

of tourism. In many developing countries, the use of economic instruments for the

conservation and management may not be appropriate. Furthermore, their use in the

context of tourism industry's impact on the environment may be 'too optimistic'

(Clarke, Dwyer and Forsyth, 1995). Economic instruments mainly include the use of

'user-pays' principle. Examples of these include various charges such as fees for

entry into nature parks, historical sites etc. The user-pays system is generally

intended to make those who use the facilities and are likely to generate adverse

impact, pay for it. It is like a Pigovian tax on the product which generates pollution.

The assumptions underlying the user-pays system is zero or low transaction costs

and certainty of demand and cost. These assumptions do not however hold in many

circumstances. The prospect of the use of user-pays is fraught with other difficulties

apart from the uncertainty of demand and costs. The nature of conflict between the

landowning mataqalis and the NLTB does not allow the development of these
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systems. The use of quantitative controls is also difficult in the case of the Fijian

tourism industry. Furthermore, foreign investors within the tourism industry are

concerned with increased profitability and see any charges as an extra cost and a

disincentive. Tisdell (1994:12) sums this as follows:

"A further danger is that international tourist developers may effectively
promote their private interests at the expense of the public interest. They may for
example competitively play one country or region off against another to obtain the
use of prime natural sites for their tourism developments and/or in some cases they
make suitable side payments (bribes) to local politicians for this purpose"

The government does not push user-pays far as it is concerned about the

disincentives. In the case of Fiji, tourism industry attracts a lot of government

attention which is concentrated on providing incentives. The environmental

concerns if they are seen to be affecting potential investors are not given any serious

consideration. For example, the government intervened in the case of Denarau Hotel

development project on the island of Viti Levu when the landowning mataqali

demanded compensation for the damage to its fishing ground. The use of economic

instruments requires well defined boundaries for tourism development and hence a

clear and secure property rights, Non-economic instruments such as education can

complement the economic instruments.

8.5 SUMMARY AND CONCLUDING COMMENTS

Tourism industry has gained world wide prominence and its contribution to the

GDP of both developed and developing countries has surpassed traditional sectors.

For many developing countries the tourism industry is the leading sector in their

economies. In the case of Fiji, the tourism industry is the largest foreign exchange

earner and has surpassed sugar as the leading sector in the economy. As pointed out

by Doessel and Gounder (1996) growth in Fiji of tourism mostly explains its

economic growth. They also point out that merchandise exports are not statistically

significant in explaining Fiji's economic growth. The development of the tourism
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industry fits in well into the government's current strategy of export-oriented

development,

While the tourism industry is vital for Fiji's long-term economic growth prospects it

is not without serious problems. Questions have been raised about the real benefits

of the industry to the economy. Like many small developing countries Fiji

experiences considerable leakage of tourist earnings. Including the profits, dividends

and salaries and wages repatriation, the total leakage amounts to 67 percent.

Tourism expenditure however has the largest impact on employment while

agriculture which includes sugar and the manufacturing sector have larger effect on

the local incomes.

The long-term sustainable development of Fiji's tourism industry depends on the

solution to the impending issue of uncertainty in the property rights in land.

Currently, the NLTB has a monopoly on the supply of native land for tourism

development. The role of NLTB is more important now than it used to be a decade

ago. This is because, the availability of freehold land and state land is tighter and

tourism infrastructure requires the use of native land. In recent years, investor

confidence in the use of native land has been eroded as a result of illegal takeovers

of hotels and disruptions to the construction of a number of hotels in Fiji. The

conflict between the NLTB and the individual landowning units does not allow

NLTB to operate independently and work with other institutions to make

appropriate decision on the development of the industry. Government action and

priority is concentrated on financial incentives such as duty concession and tax

breaks for tourism investment. While these incentives are important and have

stimulated investment, the issue of property rights remains a major obstacle. Growth

in tourist arrivals has remained between 3-4 percent as opposed to the expected

growth rate of 10 percent per annum.
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Other obstacles to the development of Fiji's tourist industry include competition

from similar destinations. Australia for example provides a similar "tropical island

tourism market" for tourists. Fiji also faces competition from other Pacific island

countries which are also promoting tourism as a development goal. Weak linkages

to other sectors of the economy may reduce support from the community for further

development of the industry. Political instability, racial discrimination and crime,

natural disasters (such as cyclones) during the peak visitors months of December

and January also cause disruptions to the industry,
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CHAPTER 9

PROPERTY RIGHTS, RENT CAPTURE AND FOREST
MANAGEMENT IN FIJI

9.1 INTRODUCTION

The purpose of this Chapter is to analyse the level of rent capture from timber

extraction in Fiji. This Chapter makes an empirical contribution to knowledge by

analysing Fijian data for the royalty level and the distribution of rents to the

landowners and the timber companies. As far as I am aware no previous study has

considered these issues for Fiji. In previous Chapters, the impact of property rights

on production and investment in the sugar and tourism industry is discussed. In this

Chapter, I consider the issue property rights in land and the system of royalty in the

forestry sector. Forest policy in Fiji is believed by many to be well placed to tackle

the issue of sustainable forest management and the role of forestry in economic

development. The policies have allowed the division and creation of protection

forests and national parks. Guidelines for timber extraction have also been put in

place. On the other hand the Native Land Trust Board (NLTB1) has also adopted its

own guidelines for the issuing of logging licenses to timber companies and is

concerned about destructive deforestation. NLTB also claims to have looked after

the interest of the landowners since its formation in 1942.

However, in practice the implementation of forestry polices have been haphazard

and has encountered many difficulties. Reliable data on the extent of deforestation

and multiple uses of forest land is not easily available. Moreover, the sensitivity

surrounding the role of NLTB and its ability to manage economic and

environmental goals have not allowed detailed research and debate on the land

tenure within the forestry sector. There is Httle doubt amongst the landowners about

who benefits from timber extraction, Researchers and scholars in the past have been

1 NLTB is the centralised body created by the colonial government in 1942 to
administer native land on behalf of the Melanesian Fijians.
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reluctant to tackle the issue of property rights in forested land due to the political

nature of any discussion about property rights in land in Fiji. Despite this neglect,

property rights in the forested land still has significant impacts. For example, Castle

(1996) contends that 'faulty' tenure is one of the major causes of resource misuse in

the forestry sector,

The forestry sector has been chosen for analysis in this thesis for three reasons. First,

economically it is a source of income and employment for many of the members of

the local-landowning units. Secondly, the forestry sector is the target for and symbol

of conservation and management of the environment. Thirdly, forestry resources are

communally owned but managed by NLTB , on behalf of the landowning units.

The forestry sector in Fiji involves a significant involvement of the landowners.

Furthermore, its implications for the conservation and management of the

environment are notable. It also has implications for the sugar and the tourism

industry. The sugar industry is affected in terms of the availability of forest land for

sugarcane production and tourism can be also, for example by the conservation of

forest land for the promotion of eco-tourisrn. The forestry is considered less

profitable than other uses of the land. This influences the allocation of royalty

payment to the land-owners and the licenses fees to the government.

In what follows, I argue that the nature of property rights on forested land is an

impediment to the economically efficient levels of royalty and fees to the

government hence making the forestry sector less profitable. The royalty system

fails to capture the potential rent of the forest resource in Fiji. Gillis (1988) has

pointed out the negative impacts of the royalty systems in many developing

countries. These include reduced government revenue, over-expansion of the

forestry sector and increase logging damage. While the level of royalty may be

higher in Fiji than in some other Pacific island countries such the Solomon Islands,

it does not necessarily result in sustainable levels of forest harvest. The second part
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of the Chapter discusses the nature of property rights in forested land in Fiji. Part III

of the Chapter provides a brief overview of the forestry sector and its contribution to

economic development in Fiji. Part IV analyses the royalty system in Fiji and

possible discrepancy between the royalties collected by the Native Land Trust Board

and resource rent in Fiji. Part V explores the implications of property rights and

royalty system for the management of forests in Fiji. Part VI provides the

concluding comments.

9.2 PROPERTY RIGHTS , FOREST MANAGEMENT AND THE
ENVIRONMENT

9.2.1 Forestry and the Environment

The World Bank highlights the role of forests as follows;

"Forests are not just a source of timber; they perform a wide range of social and

ecological functions. They provide a livelihood and cultural integrity for forests

dwellers and habitat for a wealth of plants and animals. They protect and enrich

soils, provide natural regulation of the hydrologic cycle, affect local and regional

climate through evaporation, influence watershed flows of surface ground water,

and help to stabilise the global climate by sequestering carbon as they grow. Many

forests have a deeper spiritual importance, for those who live in (hem and for those

who may never visit them but still cherish the thought of their existence. "(World

Development Report, 1992.)

Forest policies and their implications for economic development and growth are still

the concern of many developing countries. The role of forestry in the economic

development of developing countries is well known and documented (Adamowicz,

White and Philips, 1993), However, since the beginning of this decade, even policy

makers in the poorest of developing countries and some politicians have realised the

implications of the forestry sector for the conservation and management of the

environment, for example, the issues concerning biodiversity and tropical forest.

This is partly due to the concern by the general public and the increasing attention

238



by the world media to the dangers of environmental degradation.2 Recently, there is

increasing attention from international organisations like the World Bank, the

United Nations and the Food and Agricultural Organisation (FAO) to the

relationship between forestry and the environment. The 1992 United Nations

Conference on Environment and Development (UNCED), for example reinforced

the importance of forestry in overall sustainable development programmes. (World

Resources Institute, 1994).

One of the recent reports of the FAO (August 1993) on the status of tropical forests

in developing countries listed the following key findings:

* "Between 1980 and 1990, tropical forests areas have been shrinking on

average 15.4 m illion hectares (0.8 percent) per year

* Deforestation rates were higher in the 1980s than the 1970s, but

comparisons are difficult because of differences in the methodology.

* Degradation and fragmentation of remaining forest land continue to

threaten (he diversity of plant and animal life, both in tropical and

temperate regions. Evidence from Africa and Brazil suggest (hat the area of

degraded and fragmented forest land may be much larger than the

deforested area.

* The area of plantations spread rapidly rising from 18 million hectares in

1980 to more than 40 million hectares in 1990. About three fourths of all

plantations are all in Asia.

* No significant increase took place in the sustainable managed forests area.

But, log production rose steadily, with most of the cutting occurring in

primary forests (World Resources Institute 1994-1995,1995.)

2 Tisdell (1991: 141-142) provides details of the basis of concern with regards to
forests loss.
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While international institutional developments have helped put the issue of forestry

management and environment on the agenda of many countries, particularly those in

the developing world, there is still a lot of criticism of their role (World Resources

Institute, 1994). The FAO has been one of the major organisations involved in the

management of Tropical Forestry Action Plan ( TEAP) which was launched in

1985. TEAP has been criticised for only having a modest role in preventing

deforestation. The role of international organisations in providing support for

sustainable development policies can not be overlooked but at the same time they

can not be relied upon to implement policies convincingly. Ultimately it will have to

be done at the regional, national and community levels. International and regional

organisations tend to overlook the various institutional, political, economic, social,

and cultural factors that ultimately resolve the questions to the failures that are

encountered .

Another fallacy about the environment and forestry and indeed environmental

degradation in general, has been the view that conservation and management of the

environment will be best served by maintaining the traditional cultural practices of

farming and the methods of using resources. While we can say that "small is

beautiful" or "traditional is conservation" the reality in the Pacific and even more so

in Fiji is one where there is no turning back the clock. 'Modernisation1 and the

market economy are fast becoming a feature of the economic structure of Pacific

Island economies and to continue to emphasise traditional methods of conservation

and management without due consideration to other policy tools could prove to be

counterproductive, This however, in no way discounts the use and maintenance of

the traditional methods of conservation and management wherever desirable and

possible. More often than not the preoccupation of policy-makers in Fiji and the

Pacific Islands in general has been on the protection and conservation of the forests

in isolation from the very people who are supposed to benefit. Corrupt politicians

and land-owners often collude and determine the economic and environmental

polices divorced from the ordinary people, Utting (1993) for example points out
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that an implicit concern that guided his research was that both the literature on

deforestation and the policies designed to protect forests had focused too narrowly

on the situation of natural resources and had marginalised important aspects

pertaining to people.

9.2.2 Property Rights and Forest Management

Property rights in natural resources has been defined in various ways including the

two common distinction of res mullius and res communis. Res mullius refers to a

situation where no property rights are assigned to a resource. Every one has access

but no one owns the resource. By contrast, res communis may include what Gribbs

and Bromley (1994) call the state and communal property. In this situation the

distribution of property rights to the resources ensures co-equal use rights but not the

right to transfer resources (Ciriacy-Wantrup and Bishop, 1975, Quiggin, 1988). In

the case of state property, the government may hold exclusive decision making

rights while in the case of communal or common property, the decision may rest

with a number of units.

The problem of property rights in the management of forest has been pointed out by

many authors (Pearce, 1996). Studies by Mahar and Schneider (1994) in the

Brazilian Amazon have pointed out that land clearing itself is a way to secure tenure

or develop a use right. Feder (1987) provides similar evidence of the problem of

land tenure in the case of Thailand. More recent studies by Southgate, Sierra and

Brown (1989) has shown that tenure insecurity have caused much deforestation. It

has also been pointed out that tropical forests products market

3 Common property is a term which has been used in a variety of ways in the
economic literature. For example Bromley and Cernea (1989) point out that
common property can also be deemed to be private property. However, this may not
be true. It depends on the extent of decision making by the owners of the common
property and their power to exclude others from using it,
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prices only reflect the opportunity costs of capital and labour and not the real

resource rents (Panayotou, 1993). This is largely due to unsecure property rights.

Pearse (1993) argues that the manner in which forests are managed from both the

economic and environmental point of view depends crucially on the kind of property

rights held by the users. In the case of Fiji, the forest tenure may be incompatible

with the kind of forest policies and objectives espoused by the government. The

extraction of forest products, that is timber, is in the hands of domestic private

companies and some multinationals. The objective of these companies is purely

profit-making and all other issues such as environment and sustainable harvest are

of little concern. This sort of behaviour is partly due to lack of clear-use rights, for

example logging licenses are normally formal agreements but do not stand much

scrutiny if the local landowners decide to revoke them, Qalo (1992) for example

points out that often the local landowners do not understand the way in which the

Native Land Trust Board ( NLTB) issues licenses and the way in which royalties

and stumpage fees are collected. This has created conflicts and led to protests in the

form of road blocks and even violence, Apart from the lack of information on the

process, the amount of royalty paid to local landowners has been low until recently.

The standard neoclassical theory assumes a set of private property rights which are

efficient. Tietenberg (1992) for example points out the characteristics of

Universality, Exclusivity, Transferability and Enforceability. In his view these

characteristic will lead to efficient allocation and distribution of resources. In fact

the study of the economics of property rights points out that clear property rights in

the factors of production governs the efficient allocation of resources and

distribution of income in the society. Pearse (1990) suggests that property rights

evolve through time, that is as demand for resources increase, common property or
• • • ?

communal property rights are progressively replaced with private or a set of well

defined property rights.
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This model however, is not applicable in the case of Fiji. On the contrary the

communal ownership of resources such as land have been strengthened. Pearse

(1990) specifically points out five dimensions of property which are applicable to

forestry and is appropriate for discussion in view of the situation in Fiji. Table 9-1

shows the typical characteristics involved in of forest tenure and types of such

tenure. These characteristics are comprehensiveness, duration, benefits conferred,

transferability and exclusiveness.

Comprehensiveness implies the extent to which the rights are conferred on the

companies engaged in forest resource extraction. In the case of Fiji, licenses are only

given for the extraction of timber and hence all other attributes such as wildlife

conservation and management of the forest in general are not taken into

consideration. Duration involves the time of the lease or the license. In the case of

Fiji, these are usually short-term licenses ranging from one to five years for logging.

As a result of very short term tenure, companies try and extract as much as possible

within that period of time. Benefits conferred defines the extent to which companies

are able to derive the benefits. This issue is a major point of contention between

landowners and NLTB in Fiji as it is felt by the people at the local level that the

benefits do not flow to them. From the point of view of the companies, any attempt

to restrict the benefits they derive through government taxes, restrictions and

legislation are seen as inefficient. Transferability involves the extent to which rights

can be transferred, in the case of forestry this is usually restricted through

government and NLTB regulations. Exclusiveness involves the ability of the

companies in the forestry industry to have sole rights. This is usually guaranteed in

the form of timber licenses. Table 9-1 derived from Pearse (1990) shows typical

forms of forest tenure.
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Table 9-1: Characteristics Involved in Forest Tenure and Types of Tenure

Tenure

Freehold
Timber Lease

Forest
Management

Agreement

Woodlot
licence

Timber
Licence

Cutting permit

Comprehen-
siveness

Complete
most attributes

Timber harvest
and

forest
management

Timber harvest
and

forest
management

Timber harvest
only

Timber harvest
only

Duration

Perpetual
long-term

Long-term
renewable

Long-term
renewable

Short-term

Short-term

Benefit
Conferred

All
most

timber
benefits

Most
timber

benefits

Most
timber
benefits

Share in
timber-
benefits

Most
timber

benefits

Transferabil
ity

Unrestricted
few

restrictions

Some
restrictions

Usually
restricted

Usually
restricted

Usually
restricted

Exclusive-
ness

Exclusive
exclusive

Exclusive

Exclusive

Exclusive

Exclusive
or non-

exclusive
(Source: Pearse, 1990:185)

In the case of Fiji's forestry industry, the issue of appropriate tenure may become

increasingly important from the point of view of the royalty and resource-rent. So

far the government has limited itself to determining appropriate management

techniques. With a move towards an export-oriented growth strategy, the role of the

private sector in the development of forestry industry as a viable economic activity

will become important. According to the World Bank the involvement of the private

sector in the extraction of forest resources is vital for the development of the forestry

industry (World Bank, 1995). In light of this a re-examination of the current forest

tenure system in Fiji is needed.

The discussion of the role of forestry in economic development and environment in

this Chapter is considered within the framework of appropriate property rights

structures together with government regulations and policies on forestry. Pearse
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(1993) points out that the institutional structures within which the users of forests

operate need to be carefully considered if a sustainable forest development policy

objective is to be achieved. Many Pacific island countries have attempted to move

towards domestic processing to add value and achieve higher prices for their timber

products. However, many of them including Fiji, Vanuatu, Solomon Island and

Papua New Guinea have done this through a reduction in their export of logs. The

ban on export of logs does not necessarily imply sustainable forest harvest. In fact

subsidies to local timber companies and increased levels of landowner shareholding

have accelerated the destruction of forests in countries such as the Solomon Islands

(Duncan, 1994).

Apart from the failure of the market as a result of insecure property rights, there is

always government failure as well (Pearce and Warford, 1993, Pearce, 1996). In

many of the South Pacific countries such as Papua New Guinea, Solomon Islands

and Vanuatu, government failure in the implementation of proper forest policies

may explain high levels of deforestation. Deficient public policies include failure to

tax logging companies, protection of inefficient domestic timber industries and

inefficient procedures in issuing licenses to the timber companies. In the case of Fiji

the NLTB generally fails to implement appropriate and efficient policies for timber

extraction.

9.2.3 Politics, Ownership and Conflict: The Ethnic Factor in Fiji

Forest resources, like all other natural resources in Fiji, are exclusively owned by the

Melanesian Fijians. To the chiefs this ownership represents a source of power and

authority and their subjects are required, according to the customary law, to respect

that power and authority. Pearse (1993) for example, in the case of Canada points

out that the way forests are used and managed depend critically on the kind of rights

held by the users. Even though the characteristic of forest policies and management

are very diverse in Canada and do not resemble those of Fiji, nevertheless Pearse's
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study prompts one to identify the issue of the forest tenure as an important

determinant for forests policies in Fiji and indeed this is almost invariably tied to the

land tenure in Fiji. Commentators on the relationship between tradition and forestry

policies tend to suggest that the real problems in the breakdown and confusion of

the traditional system of ownership and the imposition of the Western legal systems

(Galo, 1992).

The maintenance of the current system of land tenure and forest management in Fiji

is neither fish nor fowl and is deficient in terms of property rights. The current

system of land tenure neither allows the full operation of the traditional system nor

does it conform to the neoclassical definition of private property rights. It seems to

be somewhere in the middle of the two. Natural resources, including the forests

resources part in the process of economic development has to be seen with the same

kind of rationality as would be the case in any capitalist economy. The issue that is

causing most conflict is the distribution of economic benefits to the ordinary

members of the land-owning malaqais from commercial timber exploitation and

more recently from the benefits of tourism where Native Land is involved. As Qalo

(1992) points out, many Melanesian Fijians are "privately" discussing their

dissatisfaction with the way chiefs are squandering the benefits of commercial

exploitation of the forests resources. While this is one of the most pugnacious issues,

it has in my view led to alternative appraisal of the benefits of forest resources and

in particular from the point of view of its contribution to the subsistence economy

and the maintenance of the local environment. People are for example realising that

the forest undisturbed from commercial logging can provide a continuous stream of

benefits which can exceed monetary benefits from logging. This is a source of

conflict as this view is not shared by the NLTB,

The traditional view that forest resources are a source of raw material for

industrialisation has undergone significant changes (Hyde, and Sedjo, 1992). The

earlier view did not put much emphasis on non-commodity and household use of the



forest (Westboy, 1962). Many developing countries which adopted import-

substitution policies in the 1950s and 1960s saw forestry's forward and backward

linkages as a way of developing the capital stock (Hirschman, 1958). Furthermore

the development of plantation forest and industrialisation through the development

of domestic pulp and paper industries was seen as making better use of both the land

and indigenous forests. However, the failure of these approaches was realised by the

people in the developing countries, As pointed out by Douglas (1983) and Westboy

(1987) the majority of the poor in developing countries did not benefit from

industrialisation based on pulp and paper industries. The debate on the role of forest

resources in economic development therefore remains inconclusive (Hyde, and

Sedjo, 1992). However, there seems to be consensus on the role of forest in

environmental conservation and management. Its role in the economic development

is now simultaneously considered with its impact on the environment

The economist's interest is in the art of managing forests, that is, the optimal

allocation of scarce resources (Kumar, 1986). Traditionally the consequence of forest

destruction on the environment and the link to economic development has largely

been neglected. There is now increasing realisation of the linkage between forestry

economics and environment because of environmental degradation and its impact on

the welfare of the society. International donor agencies such as the World Bank are

supporting policies and financing projects which help in the conservation and

management of the environment. For example more recent initiatives of the World

Bank include the advancement of the concept of social forestry in sustainable

development (World Bank, 1990). The bank demarcates social forestry from

industrial and large scale government forestry. The former emphasises the

involvement and of the local and the rural community in growing trees for their own

use. Westboy (1962) suggest that the significance of environmental concerns

relating to forestry development comes from the image of forests as fostering a

clean environment, yielding equable flows of pure water, protecting against soil

erosion and providing wildlife habitats and recreational settings. However, in many
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developing countries, including Fiji, the state of the environment in relation to the

development of the forestry industry is far from satisfactory.

9.3 FORESTRY AND ECONOMIC DEVELOPMENT IN FIJI

Forest as a resource-base has occupied a vital position in the economic development

of many developing countries in two ways. First timber and wood have provided

commercial income and have been seen as a potential source of income particularly

in terms of exports, Secondly, it has acted as a source of food and energy for rural

dwellers. While a lot of attention has focused on the economics of using and

managing forestry resources particularly timber, the impact on the environment has

largely been neglected in the policies of most developing countries. This however is

changing as a result of increasing awareness in the developed world and the

implementation of forest policies which include environmental concerns. Forest

policies now reflect the role of forestry in raising revenue in social development

objective and addressing environmental concerns (Miranda, 1993).

The history of forest industry in Fiji can be traced back to the early European

contact in Fiji and as early as 1800 when the first Europeans landed in Fiji.

According to Ward (1965) the first resource of interest to the Europeans was

sandal wood and this was exploited until it was exhausted by 1825 when the trade

came to an end. The trade in beche-de-mer followed after the decline of the

sandal wood trade, Narayan (1984) points out that the gains from the sandal wood

trade did not benefit the Melanesian Fijians but instead went to the coffers of the

outsiders who had little interest in the welfare of the local people. This concern is

still shared by many in post colonial Fiji and indeed many have qualms about the

benefits to the local people from the exploitation of forests for commercial timber.

In fact today, sandal wood is an endangered species and there is no legislation and

control on the use of this wood to guarantee its survival Historically Fiji's forests
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have been seen as having a vast economic potential and this view is still shared by

many policy makers and the land-owners.

Forestry resources are largely owned and managed by the Melanesian Fijians as they

own about 83 percent of the land in Fiji. The forest cover is approximately 935,000

hectares and bulk of this is on the communally owned native land. Table 9-2 shows

the different types of forest in hectares. The plantation forests excluding the coconut

plantations accounts for only 11 percent of the total forested area in Fiji, Mangrove

forest accounts for 4.2 percent of the total. Mangrove forest is mainly used for

domestic fuel wood. Protected forest, which mainly includes national parks and

forest reserves account for 22 percent of the total forest cover.

Two opposing views are often put forward in the discussion of forest policies and its

impact on economic development (Westboy, 1980). First, commercial forest

exploitation particularly for exports helps the countries in earning foreign exchange,

contribution to government revenue in the form of fees for licenses for logging

companies and in some cases export taxes and creation of employment for the local

people. Secondly and more recently issues of environmental degradation such as

loss of biodiversity and soil erosion have been highlighted as causing more

problems for development than the contribution it makes to overall economic

development. Thus it is important to examine the contribution of forestry to

economic development, the major thrust of forest development policies in many

developing countries until recently.
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Table 9-2 : Forest Types in Fiji.

Type of forests Hectares

Indigenous production forest 270,000

Plantation Forest (Softwood) 57,000

Plantation forest (Hardwood) 48,000

Plantation forest (Coconut) ' 40,000

Protection forest (Indigenous) 270,000

Non-Commercial forest (Indigenous) 210,000

Mangrove forest 40,000

Total 935,000

(Source: Fiji Forestry Department, 1993)

The objectives of the government of Fiji in relation to the forestry sector have been

stated to be as follows:

(a) "ensure sound forest management and land conservation practices so
that forests resources are further developed and maintained in perpetuity;

(b) improve efficiency afforests industry production, strengthen value added
processing facilities and maximise market value from logs;

(c) expand domestic and export markets for plantation and indigenous
timbers;

(d) support research to promote the appropriate end uses of timbers;

(e) further involve forest owners in the ownership and operation of the
industry;

(f) maximise employment opportunities and undertake greater manpower
planning, development and training; and

(g) promote public education and awareness to increase the environmental,
social and economic benefits of forests," (Fiji Government, Development
Plan 9, 1985:75)
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While the objectives seem suitable both from the point of view of their contribution

to the economic well-being of the country and from the environmental point of

view, the actual realisation of these objectives remains a matter of controversy,

Despite this the role of forestry in the economic development of Fiji is important

from two perspective. First it has direct commercial value in terms of local

consumption and also in terms of exports. With the shift in the economic policies of

Fiji from an inward-looking import-substitution strategy to an outward-looking

export-oriented policy, the export of forests product such as timber and wood chips

are seen as an key indicator of policy success. Secondly forestry has a strong

interaction with agriculture in terms of competing for use of resources such as land

labour and capital in Fiji (Chandra ,1983). Choice often has to be made between the

use of land for agriculture, forest reserves or exploitation of forests for timber and its

use for agriculture and more recently, for afforestation programmes. The

contribution to the economy of the forestry sector can be examined on the basis of

its contribution to the GDP, to foreign exchange earnings through export, to

employment and to Government Revenue.

The forestry sector contributes about 1.6 percent to the total GDP of Fiji

(Government of Fiji, 1993). However it may be argued that since contribution of

forestry to GDP is small, the commercial exploitation of forests may not be

necessary if other more viable alternatives for development are considered. The

contribution of the forestry sector to foreign exchange has fluctuated over the years

and is likely to do so in future unless the overall forest policy direction is changed.

In 1989 the Fijian economy earned about F$32,2 million in foreign exchange more

than the projected 31 million in the Development Plan Nine. According to the

World Bank (1995) the foreign exchange earning could increase to more than F$100

million by the year 2010 when the commercial exploitation of the hardwood

plantations begin. Employment in the forestry sector is an important issue as it is

probably the only tangible benefit that can be easily realised by locals. Nationally
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the forestry sector employs about 2.5 percent of the labour force. This includes the

logging industry, the Fiji Pine Commission and the Tropic Woods Industry. Table 9-

3 shows Fiji's production, export and import of timber products between 1985-1990.

Table 9-3: Timber Production, Value and Employment in Fiji :1985-1990.

Total
(000m3)
Value
(F$m)
Direct
Employment

1985
368.5

31.3

3400

1986
441.7

37.5

3580

1987
479.5

43.4

4,000

1988
562.1

51.7

4,200

1989
607.2

55.6

4,350

1990
616.1

55

4,550

20000
1193

238

a; projected

(Source: Fiji Bureau of Statistics, 1985-1990)

The size of contribution of the forestry sector to Fiji's economy will depend on the

future harvest levels and how it is managed by the Native Lands Trust Board and the

government's Department of Forestry. According to the World Bank, between 1992-

1994 the average annual harvest of logs from natural forest was 124, 000 m3, This

was less than the estimated sustainable harvest of 200,000 m3 and the milling

capacity which is about 150,000-250,000 m3 per year. The reasons advanced for this

shortfall in the harvest has been the uncertainty regarding the harvest rights and the

increasing unwillingness of the native land owners to allow further logging. This is

not for conservation concerns, but dissatisfaction regarding appropriate

compensation and royalties. In recent years the actual harvest is less than the optimal

levels allowed by the Ministry of Forest. However, it does not mean low levels of

deforestation. As our results show later in this Chapter, there is a considerable

amount of selective logging and destruction of forest.

•v

A report prepared for the Fiji government by Claasen (1991) showed that forested

land still covers about 46 percent of the land in Fiji. A report in 1990 by the IUCN
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pointed out deforestation as a major concern as far as the forestry sector and the

environment is concerned (IUCN, 1990). The data on the extent of forest loss is not

very reliable and the extent of loss may be underestimated. The first inventory of

forest stock in Fiji was prepared for 1969 (Berry and Howard, 1973). Since 1969

only two surveys have been done on the extent of forest loss. The Native Lands

Trust Board conducted a survey in 1983 based on a randorh sample and found that

16.4 percent of forest cover was removed over a 14 year period, A second report

also pointed to a 12 percent loss on the island of Viti Levu.

Some of the loss can be explained by the conversion of forested land to other uses

such as for commercial agriculture, small holder subsistence farming, settlement and

urban sprawl, and supply of traditional fuel from wood. However, forest

exploitation through commercial logging seems to be the main type of activity

which causes major forest destruction (Gillis, 1988, Commander, 1995). While the

rules are there for proper methods to be used so that there is less forest destruction,

its monitoring is far from satisfactory. Logging companies often exploit forest

outside designated concession areas (Claasen, 1991).

9.4 LOG SUPPLY, DEMAND AND PRICING.

In the case of Fiji, bulk of the natural forest is on the native land and is controlled

and managed by the NLTB on behalf of the landowners. This implies that in the

short run the volume of timber extracted is fixed. When and which part is to be

harvested depends on the rights conferred to the timber companies, the current price

levels and the extraction costs.5 The demand for timber is therefore a derived one

4 The development of the Seaqaqa sugar cane development project on the island of
Vanua Levu has been the largest commercial agriculture project which required
large areas of forest clearance.
5 See for example Brazee and Mendelson (1988,1990) on the effect of price
changes on the volume of timber harvested. For discussion on efficiency see Hyde
(1980 and 1981).

253



(Weintrub, 1959, Gray, 1983 and Gregory 1987). The NLTB is in a position to

decide the nature and duration of permits for the extraction of logs from native land.

It has already been established that the amount of logs harvested is below the

estimated sustainable level.

Demand for usufructuary rights depends on the tenure of the rights. The longer and

more secure the rights to harvest, the higher the price or rent may be paid to the

owners of the forest land. If the term of the user-rights are long and definitive and

demand for logs increases, the rent received will increase and the amount of logs

supplied also likely to increase. If supply is not perfectly elastic, a higher demand

will lead to a even higher resource rent. This suggests that logging licenses which

are more secure and of longer duration could produce a sustainable level of harvest.

A secure tenure may also help to ally the fears of the land owners and bring greater

economic benefits to them in terms of higher rents and compensation. These

arguments are based on the assumption that forest areas are homogenous.

The economic literature on exploitation of resources under common property

resources mainly concludes that it often leads to economic inefficiency and

overexploitation.6 However, it has also been pointed out that private owners of a

natural stock of a renewable resource such as forestry which have a slow growth

might have a strong incentive to deplete that stock. (Clark, 1971, 1972, 1973a,

1973b). Because, the bulk of the forestry resource is under the control of the NLTB

which acts a sole distributor of logging licenses, its activities resemble to that of the

private owner of a resource. From the point of view of royalty income to the NLTB,

there is a strong incentive to for it to over exploit the forest resources. In fact, there

is a twin problem with the nature of forest exploitation in Fiji, first, NLTB acts as a

private owner of forest resources, and the landowners at the Mataqali level exploit

6 See for example, Gordon (1954), Scott (1955), Turvey (1964), Bachmura (1971),
Plourde (1970), and Smith (1969) for some of early observations on the impact of
common property resources on the exploitation of Fisheries resources.
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the resources as a common property resource. While, there are communal and

informal rules for the use of forest such as for domestic fuel, in practice this rules

are easily flouted.

Furthermore, the demand for different species vary, for example the demand for

"Yaka", a hardwood species suitable for furniture would attract a higher license fees.

Some areas are more accessible than others and this also affects their prices. The

main source of log supply is the natural forest and more recently exotic logs from

plantation forests have increased. In Malaysia, the supply of logs was positively

related to the domestic prices and annual forest-land opened for logging was

negatively related to production cost (Othman 1995) . In the Malaysian case, the

use of tender system favours competitive bidding and this usually reflects the level

of prices available. In Fiji, however, the domestic price seems not to have

influenced supply significantly. This is reflected in the fact that despite recent

increases in price the supply has been lower than the optimal harvest level

considered achievable by the NLTB and government. Other factors such as the

duration of the logging licenses, premiums on the licenses, the royalty rates and the

availability of the stock also determine the log supply. According to Pearse (1990)

not all forest stock is "economically recoverable". Forest stock is made up of

different stands and the method and cost of extraction varies. Extraction costs

includes milling costs, harvesting costs and transportation cost (Hyde, Newman and

Sedjo, 1991).

9.5 RENT CAPTURE AND ROYALTY SYSTEM IN FIJI

There is a view amongst the landowners in Fiji that alternative uses of forested land

are more profitable. The view that alternative uses of forest land are more profitable

comes from the perceived low levels of royalties paid for logging in Fiji. Most

studies in the past have concentrated on the levels of deforestation due to

agricultural development (Hyde and Sedjo, 1992). See for example Sedjo and
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Clawson (1984),Mahar (1989), Binswanger (1989), Peters, Gentry and Mendelsohn

(1989), Ehul and Hertel, (1989) Weimer (1990), Southgate (1990) and Sedjo (1992).

Despite the campaign for reduced logging many developing countries do not have

the political will nor the economic alternatives to resist destructive levels of logging,

Papua New Guinea, Solomon Islands and Vanuatu are good examples in the South

Pacific (Duncan, 1994).

The solution therefore may not lie in alternative uses of forest land alone.

Furthermore sustainable levels of forest harvest may not be achieved through

educational campaigns about forest destruction. The solution in part may lie in

solving the property rights problem and paying appropriate royalties on the

commercial extraction of timber. Studies by Gillis (1980, 1988), Gray (1983),

Vincent (1990) and Hyde and Sedjo (1992) shed some light on the role of rent and

royalties in achieving sustainable harvest levels. It has been argued particularly by

Gillis (1988) that royalties charged by governments in many developing countries

are too low. It is contended that raising the royalties will improve both the

environmental and financial positions of the countries. In the case of Fiji it is

hypothesised that the current levels of royalties are low and at the same time there is

selective harvesting. As a result of this, landowners are reluctant to lease land for

logging. The restriction on harvest level is designed to achieve higher levels of

royalties and reduce damage. However, it will be shown in what follows, that

restricting the harvest level does not necessarily lead to higher rent capture by

landowners and reduced destruction of the biodiversity.

9.5,1 Royalty and Licensing System in Fiji

In many countries government's own forest land and determine the logging policies.

In the case of Fiji government only plays a advisory role to the NLTB in the issue of

licenses and the management of the logging practices. All logging licenses are

issued according to the Fiji Forest Act Chapter 150 and the Native Land Trust Act,
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timber charges. Timber companies like any profit-maximising firm will harvest up

to a point where marginal revenue is equal to the marginal cost. The difference

between V. and V1 is the volume of timber deliberately left by the timber

companies to avoid the royalty payment. Therefore, the potential rent is reduced by

this amount that is not harvested. From the environmental point of view, this is still

not adequate. It does not take into account the potential loss of the rent in the form

of logging damage which is a characteristic of timber companies on very short

tenure.

9.5.3 Data Sources and Rent Estimation

Individual tree data do not exist for Fiji. In fact such data are not available for most

of the tropical countries (Vincent, 1990). Aggregated annual data on royalty and

logs harvested have been calculated from official sources of NLTB and the Fiji

Ministry of Forests. The world price for timber was used to estimate the price per

cubic metre of timber. This was then converted to prices in Fiji dollars using 1989

prices.

LR is directly calculated, while it is not possible to calculate TWF and HG using the

data available. There are two indirect methods of calculating TWF and HG. The

first method is based on Repetto and Gillis (1988) and the second is based on

Vincent (1990).

Repetto and Gillis calculated TWF as follows:

TWF = (p-r-c)V1 (9-8)

where p is average price, ? is average royalty and c is average extraction cost. The

averages are volume weighted. This model could be used in the case of Fiji.
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The actual volume harvested has declined since 1988 and has consistently been

lower than the potential harvest for the values of marginal cost elasticity considered.

The results confirm that the volume of timber harvested depends on the royalties

charged. From the point of view of timber companies a lower level of royalty means

more income and therefore a greater level of harvest is possible. From the point of

view of the NLTB, lower rent also implies increased volume of timber harvested,

assuming that the objective is to maximise the royalty in a particular period of time.

There are three options, a fully differentiated royalty, a flat rate or ad valorem

royalty and a uniform fixed rate royalty (Hyde, and Sedjo, 1992). Differentiated

royalty is impractical in most developing countries although attempts are being

made in many countries to put different species in particular groups for the purpose

of charging royalties. In the case of Fiji royalty is based on three classes of timber

which includes certain species, How this is enforced is still very unclear.

The other option is ad valorem royalties. These are percentage charges on net

revenue. Hyde, and Sedjo (1992) point out that under ad valorem method timber

concessionaires are likely to continue 'high grading' and maintain off-site

environmental damage as it does not alter the short-term harvest levels and the

incentive to take high value trees. The uniform fixed royalty is the most commonly

used in many of the developing countries including the Pacific island nations. In Fiji

the uniform fixed royalty system is used as a flat rate per unit of harvest. The

graphical analysis shows that uniform fixed royalty has increased since 1988. The

increase in royalty has also led to a decline in the actual volume harvested as shown

in Figure 9-3. While uniform fixed royalty may seem more efficient over other

forms, it does not reduce the incentive to high grade and avoid off-site

environmental damage. The high royalty does not lead to redistribution of the rent in

favour of the landowners. This explains the low levels of royalty despite increases
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in the level of royalties since 1988. A substantial amount is lost in the process of

'high grading1.

Gillis (1988) and Vincent (1990) call for increasing the level of uniform royalty to

increase government revenue. The results for Fiji show that there has been only a

marginal increase in the revenue obtained by landowners between 1983-1993

despite a significant increase in the uniform fixed royalty. Hyde, Newman and Sedjo

(1991) point out that the revenue can only increase if the marginal cost elasticity is

less than one. For Fiji the marginal cost elasticity was estimated using 1989 prices

to be 2.4, That is any further increase in the royalty may not lead to increase levels

of royalty to the landowners. To increase rent, the process of high grading has to be

reduced. One way of doing this could be through proper enforcement of the

regulations for logging. While on paper the regulations are well designed, their

implementation is questionable, The resources for doing this are also limited. The

most important reason for high levels of high grading and off-site environmental

damage may be the short term-nature of the logging licenses. Damage to the

environmental damage such as increased levels of soil erosion could simply be

caused by more logging. High grading could also lead to change in species

composition which may further affect the nature of damage to other types of forest

vegetation. The duration of the license is very short and therefore there is no long-

term incentive to log lower grade species and to reduce environmental damage. A

high uniform royalty with long term secure rights to logging may help in getting

higher revenue for the landowners and reducing environmental damage,

9.6 IMPLICATIONS FOR FORESTRY POLICIES AND
ENVIRONMENTAL CONCERNS IN FIJI

Forest objectives in Fiji incorporating environmental concerns such as soil erosion

and protection of natural vegetation were stated as early as 1950. However, it was

not until 1992 that an Environment Division was created within the Department of

Forestry. The role of this division is to establish and manage forest parks, reserved
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forests and nature reserves. Devise and promote environmental education

programmes relating to the conservation and management of the environment.

Deforestation is one of the major concerns in many developing countries. Gillis et

al. (1987) point out that the basic causes of deforestation are "poverty, ignorance, the

nature of property rights, commercial use of the forest by loggers and for conversion

of natural forest to other uses." In the case of Fiji, the nature of property rights and

its relationship to the commercial logging and rent capture seem to be the most

important factor in explaining deforestation.

There is consensus amongst economists that private or very well defined property

rights leads to an efficient allocation and use of resources (Kula, 1992). In Fiji, the

bulk of the natural forest from which logs are supplied to timber companies is on

communally owned land. While the demarcation of the land is well developed from

the point of view of the landowning units and for the purpose of logging licenses, it

is still regarded as common property at the local level, The access to these land is

usually unrestricted in reality even though legal apparatus are in place restricting

activities and use. This in itself is not a problem and its not a case of Hardin's

"tragedy of the commons". For example there are guidelines established by the

Forestry Department and the Native Lands Trust Board. The actual enforcement of

this guidelines is far from satisfactory. The situation with regards to access to forest

land can be compared to Hardin's "tragedy of commons" only because of the

centralised control by the NLTB. The landowning units have no direct legal or in

some cases, even customary control over the use of forest resources. For the

members of the local land-owning units, there are no restriction on the use of forest

resources. The use of the forest is usually on a "first come, first serve" basis. For

example land clearing by a member allows a claim to be made for a formal lease or

in some cases temporary use-rights given by the local mataqali. If the property

rights or the tenure were to be well defined and were strictly enforced then the use of

the forest resources, and particularly the harvest of logs would be better managed

from the point of view of land degradation and loss of biodiversity. Members of the
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land owning units and those who acquire both formal and informal rights to use the

forest resource and for logging will not engage in what Kula (1992) calls "use as

you please" principle.

Where areas of forest are well defined in terms of logging and other uses, the

problem is not one of open-access but one of short-term tenure rights. With short-

term tenure, loggers and other users of forest resources will continue deforestation

until the marginal cost of deforestation is equal to their marginal revenue (Persson

and Munasinghe, 1995). The Vincent (1990) model could be extended to include the

environmental costs. While the model captures the issue of 'high grading' which

suggests off site environmental damage, it does not specifically allow its inclusion in

the total stumpage value. From the environmental point of view a proper stumpage

value must include the environmental costs of timber extraction. Equation 9-1 could

be extended as follows:

s1=v1 ( p 1 - c 1 - e 1 ) (9-13)

where S1 is the stumpage value, P1 is the price recieved by concessionaires, C1 is the

extraction costs, e1 is the amount of environmental costs and i is an index for

individual trees. In future more reliable estimates of extraction costs and the

environmental costs could be available for proper estimation of the stumpage value

and the costs of environmental damage. Inclusion of the environmental costs in

Equation 9-13 could be used for general cost benefit analysis for timber extraction

projects in a particular area. Commercial cost-benefit analysis does not take into

account the environmental costs and as suggested by Pearce, Barbier and

Markandya (1994) the criterion for project appraisal should include environmental

costs as follows:
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Other environmental concerns include agro-deforestation. It arises from the

increasing need to clear more land to grow food for the increasing population. The

reality is that some forest will continue to be cleared for agriculture and food

production and other subsistence uses such as fuel wood. While all deforestation is

not necessarily bad, the extent of forest clearing for agricultural production will have

to be carefully planned. Agricultural productivity will have to increase and a more

intensive use of current agricultural land must be achieved. Productivity, however, is

affected by various factors and the major one identified in Fiji is the type of land

tenure and security. This in turn determines the availability of credit, type of

technology used and the method of conservation and management. Because most of

the forest land is communally owned, there is a inherent weakness in the

enforcement of Riles governing the felling of trees for subsistence use. Local land

units make their own informal rules regarding felling of trees and their use. In the

case of Fiji the monopoly rights vested in the NLTB fails to enforce the rules that

are in existence. According to Commander (1986: 335) "exploitation of forest

resources by those with restricted, but abused, access rights as well as those with,

theoretically, no rights is determined purely by motives of short-run self-interest".

Apart from land for subsistence farming, in the rural areas of Fiji, tree felling is

primarily for fuel for cooking as a majority of the people in the rural areas do not

have access to electricity or gas. With no clear use rights, felling of trees for

domestic use in the short run is the most rational thing for the households.

The extent of mangrove forests clearing for coastal developments such as

infrastructure and irrigation purposes has raised some concern generally in the

Pacific. Commercial exploitation is generally not the cause of mangrove

exploitation, rather it is the subsistence use such as fuel wood which leads to its

overuse (Lai, 1991). Mangrove forests also provide rural and coastal communities a

very rich source of food which includes fish and other sea food and fuel wood. In

Fiji however, the biggest threat to the mangrove forest is the coastal development of

tourism infrastructure and the conversions to agricultural development (Thurairaja,
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1994). Mangrove forests can generally be classified as common property resources

managed by the government. The use of the mangrove resources at the localised

level is uncontrolled and any legislation regarding the use of these resources can not

be effectively policed. Furthermore the government's own policies in allowing the

conversion of forested mangrove land for agricultural purposes has been

inconsistent as both the economic and the environmental costs outweigh the benefits

from the agricultural projects (Lai, 1991)- The property rights structure governing

the mangrove resources will have to be reviewed so that costs and benefits

accurately reflect the price for the extraction of mangroves.

9.7 SUMMARY AND CONCLUDING COMMENTS

Forest as an economic resource in the economic development of Fiji is important.

The potential for further and efficient contribution is not being achieved as a result

of both the property rights structure and the government policies. In many

developing countries the process of forest resource exploitation involves a lot of

wastage and the ultimate benefits accrue to foreign interest (Repetto, 1989). Fiji's

forest resource exploitation has largely been dominated by foreign owned

companies although more recently landowner share holding has been encouraged.

Because most of the forest resources are on communally owned land the delineation

of the rights has been difficult. The NLTB on behalf of the landowners is

responsible for the issuing of licenses. The terms of these licenses to logging

companies often provides a small fraction of the actual economic rent that is derived

by the timber companies. Duncan (1994) for example points out a substantial loss in

revenue in the case of Papua New Guinea, Solomon Islands and Vanuatu. However,

Fiji is not an exception, the royalties to land owners, licenses fees and taxes provide

a revenue below the actual economic rent derived by the large companies. This is

often reflected in the disputes arising between the local land owning units and

timber companies. The licenses are not given out by using a system of competitive
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bidding and this creates room for negotiation on a case by case basis, which often

does not produce the best outcome from the point of view of economic efficiency

and environmental concern.

The analysis in this Chapter suggests that increasing the uniform fixed royalty does

not lead to increased levels of revenue to the landowners. Long-term secure logging

licenses and proper enforcement mechanisms can lead to less high grading and

environmental damage. Royalties, fees and taxes are based on the amount of logs

harvested and this leads to indiscriminate land clearing. Furthermore, the short-term

nature of licenses causes timber companies to extract as much logs as they possibly

can without taking in to consideration other issues such as loss of biodiversity and

other ecological disturbances, The system of forest tenure is a factor which has to

reviewed if the economic and environmental benefits are to be preserved in the case

of forestry industry in Fiji. A clear definition and delineation of the land or forest

tenure will help in the process of designing appropriate policies for the long-term

sustainable development of the forestry industry in Fiji.
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CHAPTER 10

PROPERTY RIGHTS, NATURAL RESOURCES AND THE
STATE OF THE ENVIRONMENT IN FIJI

10.1 INTRODUCTION

In previous Chapters, I have considered the impacts of property rights in land on key

sectors of the economy including sugar, forestry and tourism. Specifically the

impacts on productivity and investment in these sectors has been analysed.

Implications for the environment have been discussed incidentally. The purpose of

this Chapter is to describe the state of the environment in Fiji in more detail and

then analyse how different property rights regimes may affect the current

environmental policy making in Fiji. It is argued in this Chapter that the nature of

property rights in land in Fiji do not provide appropriate incentives for conservation

and management of the environment. This Chapter further draws on examples from

the sugar, tourism, forestry and fisheries sectors to show how ill-defined property

rights are affecting natural resource management policies in Fiji.

Concern about the misuse and overuse of environmental resources has resulted in

world-wide efforts to enhance the sustainable use of the natural resources in many

developing countries. Recently, environment and economic development as a

complementary process has gained increasing attention from economists.1 The

concept of sustainable development is now considered to be the way forward, even

though there is little general consensus on the definition of sustainable development,

and there are those who consider it to be an impossibility in some of its aspects

(Georgescu-Roegen, 1971, 1976).

Fiji, like other small developing island nations, is particularly vulnerable to

environmental degradation. Its ability to promote economic development through

well integrated environmental policies falls short of established environmental

1 World Commission on Environment and Development Report "Our Common Future" for example
points out to the relationship between ecology and economics in environmental policy making,
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standards of the developed countries. This Chapter provides a discussion of the

environmental problems and prospects in Fiji in terms of the current debate within

the field of environmental economics and searches for policy solutions. Particular

attention is given to the impact of the nature of property rights on the use and

conservation of natural resources as it is an important consideration for Fiji's

environmental policy. It has generally been believed that the use of the traditional

and communal methods of resource exploitation has helped in the conservation and

management of the environment in Fiji. In the case of Fiji, however, this has just

remained a myth. The natural resources such as land, fishery and forestry while

communally owned, do not necessarily have communal management. For example,

the proposed 'sustainable development bill for Fiji specifically points out that the

communal consultative process on natural resource management is deficient. It

further states that in Fiji "traditional land tenure predominates and landowners are

effectively uncontrolled in their land use activities (Fiji Sustainable Development

Bill, 1995).

The following problems have been identified as a result of the perceived

deficiencies in communal management of the natural resources (Fiji's Sustainable

Development Bill, 1995: 11)

* "the lack of development of a protected area system;

* lack of compliance with legislation;

* lack of protection for culturally important species such as turtle whose

exploitation is no longer controlled by cultural and traditional methods

which have now entered the commercial income generating sector;

* unsustainable agricultural and fishing practices;

* unsustainable land-use practices;

* problems in mining and

* problems in the mining sector".
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In this Chapter the above problems are discussed in relation to the nature of the

property rights in Fiji. Part II of the Chapter examines the general theoretical debate

on how economists perceive environmental issues and the emergence of

institutionalist/property rights approach in the economic analysis of the

environment. Part III discusses the relationship between property rights and the

management of natural resources. Part IV presents an overview of environmental

issues in Fiji and Part V considers appropriate responses to some of Fiji's emerging

environmental problems, Part VI provides the summary and concluding comments.

10,2 SOME THEORETICAL CONSIDERATIONS: ECONOMICS AND
ENVIRONMENT

Tisdell (1993) and Pearce and Turner (1990) provide a useful account of the

development of environmental concerns in the economic development literature, It

is pointed out that the study of economics can be a useful tool in the analysis of

environmental goods and services and identifying appropriate solutions to the

problem of environmental degradation. Economic analysis for the conservation and

management of the environment can be undertaken using economic theories.

However, in many instances these theories are based on conditions and institutions

in the developed countries and some of them may be irrelevant when applied to the

developing countries. One of the most obvious institutional constraint is the nature

of property rights. Many developing countries have diverse forms of property rights

and in many cases these are not well-defined. Despite this, many developing

countries are trying to adopt the standards and methods of environmental protection

being adopted in the developed countries.2

The classical theories of Adam Smith (1723-1790), Thomas Malthus (1776-1834),

David Ricardo (1772-1823) and John Stuart Mill (1806-1873) form the basis of the

orthodox neoclassical approach to environmental problems. The maximisation of

2 Increasingly developing countries are being forced to adopt these standards particularly through
conditional aid from the developed countries and international agencies such as the IMF and the
World Bank.
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utility by the individual inherent in the neoclassical framework has to a large extent

led to over exploitation of the natural resources when property rights regimes have

not been defined or are inappropriate. The problem of utility maximisation under

conditions of open-access to resources was described by Hardin (1968) as that

which ultimately bring 'ruin' to every one, or what is known as the 'tragedy of the

commons'. Hardin's 'tragedy of the commons' is more appropriate in the global

environmental problems facing the world today. These include the depletion of the

ozone layer, global warming and decreasing biological diversity. The global

emission of carbon dioxide is an issue which is still unresolved although standards

are being set for each country to comply with a particular level of emission.

Marketable permits are another option but this would lead to the sale of permits by

low income countries to high income countries. Such sales could lead to production

of more toxic emissions as many of the smaller and low income countries do not

necessarily have high levels of emissions. I will return to the discussion of the

tragedy of the commons and property rights in the next section of the Chapter.

Marxian economists believe that the mode of production inherent in the capitalist

system is environmentally destructive. Marxian analysis suggests that capitalists

maximise profit through labour-saving technology (Pearce and Turner, 1990).

Higher profits imply a higher rate of production generating higher levels of pollution

and waste. Ultimately it is the poor in the society who are affected the most through

environmental degradation. The role of the multinational companies and their

method of production has been pointed out by the Marxist economists as being a

major cause of environmental problems in many developing countries. It was

therefore believed that centrally planned economies would cope better with

environment degradation. This view has increasingly being challenged on the basis

of evidence from planned economies such as the Soviet Union and other communist

states.3

1For details on environmental problems in the Soviet Union see Pearce and Turner (1990), Chapter
12.
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The 1950s and the 1960s saw the emphasis on growth with technological progress.

The Keynesian approach to investment and growth provided the impetus to

industrialisation. The adoption of import-substitution policies by many developing

countries saw the adoption of expensive technological advances from the developed

countries. Environmental consideration and the adoption of appropriate technology

received little attention from governments in the developing countries.

Environmental degradation therefore continued unabated during this period.

Environmental concerns in the developed countries was gaining importance and it

was not until the 1980s that pressure began mounting on the developing countries to

consider environmental problems. The Brundtland Report provided a collective

impetus to halting the increasing levels of environmental problems. Different

viewpoints have since emerged and economists continue to believe that growth

could still take place and the natural resources could be used in a sustainable

manner. O'Riordian and Turner (1983) point out four world views that emerged

with regards to the environment and the use of natural resources. The first two is

referred to as 'technocentric' and the other two 'ecocentric', Within the

technocentric, the extreme position emphasises growth, that is maximising GDP.

The ecocentric view is more accommodating, it emphasises sustainable use of the

resources, that is proper management and conservation.

The communalist approach within the ecocentric view emphasises resource

preservation. The deep ecology approach is more radical and concentrates on

extreme preservationist position. It promotes organic agriculture, de-industrialisation

and bioethics. The co-evolutionary economic paradigm has questioned the 'cultural

determinism and the biological determinism approach (Norgaard, 1984). Organisms

in the environment not only exist as a result of the environmental conditions but are

also the cause of changes to the environment (Norgaard, 1994; Gowdy, 1994).

Economic development is a process of changing environmental conditions. There is

a link between ecological and economic conditions. Without the linkage between

economic analysis and ecological analysis environmental policies may not be

sustainable in the long run. While traditionally the orthodox neoclassical economics
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provided the basis for the analysis of environmental problems, recently other

approaches have become more acceptable. Tisdell (1993) for example points out

that there are many new models and environmental economics as a sub-discipline in

economics has been "able to free itself of the constraints of orthodox economics".

The institutionalist's adopt a 'processual paradigm' which emphasises the economy

as a dynamic process (Pearce and Turner, 1990), The neoclassical approach which

reduces all environmental goods may not provide a hollistic analysis of various

other factors such as the social, political, cultural and religious institutions that may

affect the decisions about the management of the environment. Institutional

economists have recognized this and have attempted to include this in their

analysis.4 One such institutional arrangement is the nature of property rights. The

role of institutions is also combined with the concept of good governance as a vital

condition for proper management of natural resources (Tisdell and Roy, 1997).

10.2.1 Property Rights and Environmental Policy: Is it a Useful Approach in
Developing Countries?

In Chapter 2, a brief discussion of the role of property rights in the conservation and

management of the environment is provided, In this section I further explore

critically its role in the case of developing countries. The role of property rights in

environmental policy is well recognised, however there are many issues which still

divide the economists on the usefulness of the property rights approach (Bromley,

1991). The property rights school of environmental economics derives its

theoretical underpinning from the public choice theory by Coase (1960). Coasian

theory considered property rights as a factor of production, just like labour and

capital. The mainstream neoclassical view identifies the characteristic of property

rights as being universality, exclusivity, transferability and enforce ability

2 For more on the relationship between ecological and institutional economics see Aguilera-Klink
(1994), Klaassen and Opschoor (1991), Opschoor advan der Straaten (1993) and Soderbaum, (1992)

Recent advocates include Anderson and Leal (1991), Bennet and Block (1991) and Moran,
Chisholm and Porter (1991).
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(Tietenberg, 1992). This implies that the owner of the resource with these

characteristics has an incentive to use the resources in an efficient way.

Critics of the property rights approach identify the transactions cost as not allowing

the markets to function. They point out that private property does not mean that

owners of the property will be engaging in environmentally friendly activities

However, this criticism is not justified in all the circumstances, there is evidence that

private property increases efficiency and proper use of resources. Furthermore,

economists who use cost-benefit analysis and contingent valuation accept the fact

that the optimality criteria alone does not set the ethical target. They also

acknowledge distributional, social, cultural and institutional factors (Jacobs, 1995).

Tisdell (1991:108) sums the issue of property rights as follows:

"The nature of property rights can be extremely varied and this together with the

great diversity of possible institutional arrangements for use of property results in a

wide range of cases each with differing consequences for (he conservation and

utilisation of resources."

This implies that the debate about the type of property rights should not necessarily

be restricted to one or the other, For example communal ownership in a particular

situation and given institutional setup may be both economically and

environmentally efficient. In another situation, it may result in inefficient outcomes.

So a blanket prescription for either private property or common property may not be

efficient in all cases.

The conventional debate about the role of markets tended to regard regulations and

laws governing environmental policy as the opposite of that proposed by

neoclassical economists. The dichotomy of the left and the right somewhat obscured

the role of institutions and particularly that of the government. There is no 'true'

property rights when one considers the environment. It is also difficult to establish

property rights in every environmental good and service. Property rights and
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resource management do not involve purely private property rights, other types of

property rights also need to be considered.

A resource management regime defines a set of rules for the people in using a

particular natural resource (Bromley, 1991). In most cases the two most common

distinctions have been the common property regime and private property. In fact the

common property regime has been confused with open-access regime. The 'tragedy

of commons' for example assumes common property regimes are open-access in

terms of its use of the resources (Bromley, 1991). The recent literature on the

tragedy of the commons approach does not accept that common property regimes

are the cause of environmental degradation.6 It is accepted that in many developing

countries, common property resources have well-defined rules for members in the

group about the use of resources. It has therefore been argued that common property

resources do not necessarily lead to environmental degradation.

Table 10-1 shows four types of resource management regimes. These include state

property regimes, private property regimes, common property regimes and open

access regimes (Bromley, 1991). State property regimes put the ownership and

control of resources in the hands of government. For example national parks, forest

reserves and fishing areas are controlled by the state. Rules and regulations for the

use of these resources are put in place by the government. This does not imply a

better use of resources. In many developing countries state ownership has not

prevented resource overuse and environmental degradation. The cost of monitoring

the use of the state property resources are substantial and many developing country

governments cannot afford this cost.

6 For a further discussion on Hardir's tragedy of the commons see Ciriacy-Wantrup and Bishop
(1975), Dahlman (19S0), Dasguptaand Heal (1979)"
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Table 10-1 Summary of the Four Types of Property Regimes.

State property Individuals have duty to observe use/access rules
determined by controlling/managing agency. Agencies have
right to determine use/access rules.

Private property Individuals have right to undertake socially acceptable uses,
and have duty to refrain from socially unacceptable uses.
Others (called "non-owners") have duty to refrain from
preventing socially acceptable uses and have a right to
expect that only socially acceptable uses will occur.

Common property The management group (the "owners") has right to exclude
non-members, and non-members have duty to abide by
exclusion. Individual members of the management group
(the "co-owners") have both rights and duties with respect
to use rates and maintenance of the thing owned.

Non-property No defined group of users or "owners" and benefit stream is
available to anyone. Individuals have both privilege and no
right with respect to use rates and maintenance of the assets.
The asset is an "open access resource".

(Source: Bromley, 1991: 31)

The most discussed resource management regime is private property regime. The

advocates of this regime derive their strength from the ability of the markets to

produce optimal outcomes. However, private property in all instances for all types

of resources is not necessarily environmentally and socially optimal. Private

ownership of large areas of land by the wealthy and the possibility of exclusion of

the majority is not socially desirable. Common property regimes like private

property also excludes those not in the group. There are rules and procedures that

govern the use of the resource and each member has certain usufruct rights. In most

cases, the membership of the group is based on certain homogenous characteristics

such as certain tribal groups, ethnic groups and those based on kinship ties. In many
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developing countries these type of common property regimes are considered to be

customary or traditional.7

It must be pointed out that common property regimes do not necessarily result in

environmental degradation. This is based on the fact that group members are

socially and morally bound to obey the rules that govern the use of the resources.

There are both economic and non-economic incentives for this to be the case.

However, common property, like private property, has to be managed by an

authority on behalf of the members (Bromley, 1991). There is therefore no

guarantee that common property resource will be managed in an optimal manner.

Both common property and private property management requires enforcement of

the rules and regulations. Usually the enforcement mechanism rests with the

government which makes certain laws. In the case of the common property regime,

the enforcement mechanism seems to be difficult and may entail huge costs.

Open-access regime refers to a situation where there are no property rights. There

are no defined group of owners or users. Bromley (1991) points out that open-access

results from the breakdown of rules or institutions which are supposed to manage

the resources. Legally there are few examples of open-access regimes but the

practice similar to open-access regime exists in many developing countries.

Institutions charged with the responsibility of managing the resources usually do not

have the required resources to monitor the use. As a result of this, the resources are

used in a manner that is equivalent to that of an open-access resource.

The discussion of the different property rights regimes indicates that each is

important, Leaving the open-access regime, the other three, private property, state

property and common property are important considerations relating to natural

resource use. The cost of monitoring and enforcement of the rules for a particular

7 For a discussion of customary ownership see McCay and Acheson (1988), McKean (1986), Netting
(1976) and Wade (1986).
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type of property rights will determine whether it can be used as an effective resource

use tool.

10.2.2 Sustainable Development and Property Rights in Natural Resources

The concept of sustainable development in the last two decades has become so

popular that it now appears in almost every policy documents outlining economic

development plans (Faucheux, Pearce and Proops, 1996). The concept of sustainable

development came into prominence after the Brundtland Report, in 1987 ( World

Commission on Environment and Development, 1987). However, the idea was

previously stated in the World Conservation Strategy Report (IUCN, 1980) and in

1972, UN Stockholm conference. In 1992, the Earth Summit in Rio de Janiero

recognised the central place of sustainable development in its agenda for

environmental conservation and management. Apart from the institutional support

for sustainable development approach, others such as Repetto, (1986), Redlcift

(1987), Pearce and Turner, (1990) and the Stockholm group have given prominence

to the idea.

Given the popularity of this concept, it is appropriate to discuss the meaning of the

concept and to what extent it is applicable in developing countries where property

rights may not be defined in the way they are usually defined in the developed

countries. There are differing perspectives on sustainable development and,

economists and ecologists have little consensus on its meaning.

Pearce, Barbier and Markandya (1994) point out that there is no clear and rigorous

definition of the term. However, there is general consensus that sustainable

development provides for present consumption needs without destroying the

availability of resources for future generations to meet their needs Repetto (1986:15)

states that:

1 Fora detailed discussion on differing perspectives of ecologists and economists see Tisdelt (1993),
Chapter 10.
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"Sustainable development is a development strategy that manages all assets,

natural resources and human resources as well as financial and physical assets, for

increasing long term wealth and well being. Sustainable development as a goal

rejects policies and practices that support current living standards by depleting the

productive base, including natural resources and that leaves future generation with

poorer prospects and greater risks than our own ".

This definition raises a number of issues including the time horizon involved in

decision making, inter-generational equity, irreversibility of ecological change,

uncertainty and the process of technological change (Faucheux, Pearce and Proops,

1996). The definition goes beyond the physical limits of economic growth espoused

in the orthodox economic framework. It also allows the consideration of socio-

economic objectives of the society. These objectives are the following (Pearce,

Barbier and Markandya, 1994: 2).

* "level of real income per capita;9

* improvements in nutritional and health status;

* educational achievements;

* access to resources;

* a fairer distribution of income;

* increases in basic freedom."

Sustainable development therefore requires that these objectives be non-decreasing

over time. The definitions provided so far are often considered as the pre-conditions

for sustainable development However, they are not necessarily sufficient conditions

(Pearce, Barbier and Markandya, 1994), Pearce and Turner (1990) point out the key

condition for sustainable resource as the 'constancy of the natural capital stock'.

However, they also discuss the problems in relation to achieving constant natural

* Real income per capita is the most widely used measure of the economic well being of individuals.
How ever, there is no consensus on this approach. See for example Stewart (1985) and La! (1988).
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capital. Pearce and Turner (1990:53) provide the following interpretations of the

concept of constant capital as follows:

* "the physical quantity of natural stocks should remain unchanged;

* the total value of the natural resource stocks should remain constant in real

terms (standard economic approach)

* the unit value of the services of the natural resources, as measured by the

prices of natural resources, should remain constant in real terms; and

* the value of the resource which flows from the natural resource stock should

remain constant in real terms. Where resource flow is the product of price

and quantity used, it is possible to allow quantity to decline but the price to

rise, keeping value constant"

In addition to maintaining constant natural capital stock, institutional conditions for

implementing the policies are also required (O'Riordian, 1988). These conditions

have been identified in the Brundtland Report. The constancy of the natural capital

stock takes into account only use-value of natural resources but non-use values such

as existence value, that is total economic value are not considered. Furthermore,

there is a lot of uncertainty about the environmental resources and how they function

within a particular economy. Natural resource use, particularly that of the non-

renewable resources, are characterised by irreversibility and if a mistake is made

then it is not possible to correct it (Munda,1997). The 'required' natural capital stock

should be determined with this in mind. Pearce and Turner (1990) further recognise

that establishing the physical quantity of constant natural capital stock would be

difficult as a result of different units for natural resources. They suggest that using

the prices and putting a money value on the total value of the natural capital can be

used. However, this again presents a problem as some of the natural resources such

as water and air have no observable prices. Even when shadow prices are taken into

account there are still difficulties such as the externalities from production may not

be considered. The problem with using the prices to value the natural capital stock is

further summarised by Solow (1991:204) as follows
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"Resource prices or net prices reflect conditions at the margin and to use these to

value entire stocks can give perverse results. For example, it is possible for the real

price or net price of a resource to rise over time at the same rate as (or faster than)

the rate of decrease in the physical stock of the resource,,.. This possibility is more

than theoretical interest. If price or net price rises as resource quantity is declining,

the value of resource stocks as an indicator of sustainability can give precisely the

wrong policy signal to government. As long as the value of stock remains constant

or rises, the government, through this indicator, will not percieve a problem even

though the flow of resource is becoming increasingly valuable (as measured by

price) and the physical stock is declining"

As pointed out in the draft Fiji Sustainable Bill, the current development is

promoted without due regard to the replenishment of natural capital. Income

sustainability seems to be the overriding factor (Fiji Sustainable Development Bill,

1995). It has been pointed out that man-made capital could act as substitution for

natural capital {Pearce and Turner, 1990) . However, man made capital itself

requires the use of natural capital, Like, many developing countries, Fiji too does

not have the technological capacity relative to that used in developed countries that

could allow it reduce the level of natural capital input in its production process.

Fiji's economy is largely based on the exploitation of the natural resources. These

include the agricultural sector, forestry, fisheries and to a large extent the tourism

sector. Pearce and Turner (1990:49) acknowledge the difficulty in determining the

constant natural capital but also point out the following with regard to substitution

of natural capital with man-made capital.

"The idea of substitution might be rescued if we can demonstrate that the

extra productivity in KM (man-made capital) outweighs the extra natural resources

that get used up in the production of KM - At this stage all we cart say is that this is

not obvious "
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Tisdell and Fairbairn (1996:83) also point out "investment in man-made capital is

unlikely to achieve sustainability because of the impermanence of such capital but

investment to achieve extension of productive knowledge can have permanent

benefits". Tisdell and Fairbairn (1996) suggest environmental offset policies where

projects that deplete natural resources in one location may be undertaken if other

projects lead to the maintenance of natural resources elsewhere.

To determine the total natural capital itself is a very difficult process in the absence

of appropriate data and the prices that reflect the true scarcity value. Furthermore,

the nature of property rights in Fiji will make any attempt to value the natural stock

very difficult. For example, land valuation itself could present problems in terms of

the prices. Only freehold land in Fiji which accounts for only 7 percent of the total

land can be bought and sold, 83 percent of the total land in Fiji cannot be bought and

sold and the freehold prices cannot be used to determine the true value of the native

land in Fiji. Forestry and fisheries resources also present the same problems of lack

defined rights and hence the valuation of the resources cannot be easily established.

From an economic point of view there is always the optimal stock of natural capital.

This is diagrammatically represented by Figure 10-1. The benefit curve represents

the benefits that accrue to the users and non-users of the natural resource. The cost

curve shows the increasing costs in the form of benefits forgone from the non

conservation of the environment. The optimal level of natural capital is given by

KN, at this point there is maximum net benefit. Any point to the left of KN such as

K1 implies less than the optimal level of natural capital. This means that there is a

need to conserve more natural resources. If the existing stock is more than the

optimal, KN such as K2 , then more exploitation is beneficial from an economic

point of view. This model may be inconsistent with the concept of sustainable

development which not only looks at economic efficiency but other social goals as

well. Moreover, the real question is on what basis is the optimal level decided. For

many developing countries the existing stock may already be below the optimal

stock.
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disadvantaged and poor in society. For developing countries, where the majority of

the poor live, it is an important consideration. Poor in the developing countries

depend heavily on biomass fuel such as fuelwood and animal waste, undisturbed

water flows, dependence on organic fertilisers, fodder for animal stock and wild-life

for food (Pearce, Barbier and Markartdya, 1994). Intergenerational equity is based

on the Rawls theory of justice (Rawls, 1972; Page, 1977). This requires the use of

the natural resources in such a way that enough is left for the future generations. The

need to maintain biodiversity is an important consideration for the realisation of

intergenerational equity. The rule applied to preserve biodiversity requires that

destruction should only take place if the benefits are very large, It has been

suggested that the safe minimum standard (SMS) rule might be applied (Ciriacy-

Wantrup, 1952 and Bishop, 1978). The problem however is that in many cases the

conventional measures of costs and benefits is biased in favour of benefits from

exploiting the environment.

The concept of sustainable development also involves a reconsideration of how to

allow for time. The conventional practice of discounting gives lower weight to the

future whereas some proponents of sustainable development avoid placing reduced

weights on future, In spite of the fact that the concept of sustainable development is

widely recognised in the policy documents of most countries, its meaning and

practical applicability remains an unsettled issue. Solow (1993: 187) states that:

" that sustainability is a vague concept. It is intrinsically inexact. It is not

something that can be measured in coffee spoons. It is not something that you could

be numerically accurate about. It is at best, a general guide to policies that have to

do with investment, conservation and resource use ".

If the property rights are not well-defined, then natural resources may be

overexploited as a result of competition between users. For example in the case of

Fiji, forest and fisheries resources are communally owned and there is some open-

access competition. This is despite the fact that not all of Fiji's forests and some
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coastal fisheries are open-access. Developed countries have common property or

state property but even with these property rights regime, the rules regarding the use

of property and the penalties for the violation of these rules are very clear. Unlike

the developed countries, the developing countries often have unclear and undefined

property rights regimes, Even, when property rights are clearly defined in the legal

sense, there are usually limited resources to police the rules and regulations

governing the use of the natural resources.

10.2.3 Cost-Benefit Analysis and Sustainability and Property Rights

Sustainable development requires choosing the appropriate projects. What is the

criteria and what are the techniques employed to do this? The answer to this lies in

the Cost Benefit Analysis (CBA). "While there is no consensus on the cost-benefit

approach, there are no sound alternative ways as yet. Tisdell (1993: 95) sums this

view in the following way:

"No matter what views one holds about the desirability of cost-benefit analysis, the

extent to which it is used both in developed and less developed countries (LDCs) has

increased and many economists advocate its more widespread use (or that of closely

related techniques) as a means to decide whether to commit resources to particular

projects or to choose between competing projects when resources are scarce".

While CBA continues to be used for evaluating projects, Tisdell (1993) points out

that in LDCs its application may be limited. This is due to the lack of information on

the environment in LDCs,10 Most CBA's involve functions based on efficiency.

That is projects are accepted if benefits outweigh the cost. However, it is suggested

that other objective functions can be included within the CBA which would make it

more appropriate. The basic structure of the CBA as a result of the inclusion of the

10 Tisdell (1993: Chapter 7) also suggests short-cut methods of rules of thumb and approximation in
undertaking CBA.
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However, despite the application of weak and strong sustainability criteria the

defects in the property rights systems can reduce the possibility of sustainable

development (Tisdell and Fairbairn, 1996). In the case of Fiji, property rights are not

only ill-defined in many instances particularly for the fishing and the forestry sectors

but there is inappropriate use of some of the resources. Any cost-benefit analysis

therefore could not be complete in the absence of well-defined property rights. A

well-defined property rights however, does not imply private property rights. Even,

if the ownership is communal, the use rights and the rules governing the exploitation

of the resources must be clearly defined and also understood by the people who use

the resources.

Solow (1993) points out that sustainability tends to ignore the poor in the society

and in particular women and children who lack the rights to land and other property.

Deferment of consumption is generally not by the rich but by the poor. They need

consumption rather than investment. It is also argued that substitutabiiity may be

appropriate in some cases rather than sustainability. If alternatives could be provided

for future generations in terms of investment and technology, then more resources

could be used at the present time. Neoclassical economist's tend to take a very

optimistic view of the role of technology in promoting growth, (Munda, 1997). They

claim that the constraint of exhaustible resource availability can be overcome

through technological progress.1

In summary, the discussion of classical and neoclassical approaches reveal that there

is no consensus on the analysis of the environmental problems. The traditional

approach was essentially based on standards and regulations decided by public

authorities. For example, regulations for particular levels of emissions and the

standard of technology and method of production to be used. The neoclassical

approach using financial incentives involves the instrument of tradeable permits,

11 Fora technical analysis of the re-investment of rent from renewable resources and man-made
capital as a substitution for see Hartwick (1977,1978), Dasgupta and Heal (1979), Solow (1974a,
1974b) and Stiglitz (1979)
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green taxes and charges and subsidies. Furthermore it involves the monetary

valuation of environmental goods and services. The use of contingent valuation

method is designed to determine the benefits of environmental protection. The cost-

benefit approach therefore is used to determine the optimum level of environmental

protection, that is where marginal benefit is equal to the marginal cost.

The debate between proponents of the market mechanism and those advocating

standards and regulations seems to be inconclusive. For example, the effect of

structural adjustment is not considered to be environmentally friendly in many cases

(Tisdell, 1994), There is however, increasing realisation that each approach on its

own may not achieve socially optimal outcomes. Different environmental problems

in different situations call for specific approaches.

Environmental problems in developing countries are to a large extent different than

those experienced by the developed countries. Developing countries often tend to

reject Western environmental standards as the basis for environmental policy.

Tisdell and Fairbairn (1996) for example point out the difficulty of applying

neoclassical environmental economics framework for environmental policy analysis

in the Pacific islands. While some of the approaches and standards are clearly not

feasible, there is still merit in considering many of them. Besides, the traditional

approaches and methods of conservation and management are not always

environmentally friendly and efficient. In what follows I discuss some of the current

environmental problems in Fiji and the relationships of the nature of property rights

in natural resources to environmental policies.
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10.3 ENVIRONMENT AND ECONOMIC DEVELOPMENT IN FIJI:
PROBLEMS AND PROSPECTS.

10.3.1 Overview of Environment Policy in Fiji

Fiji is essentially an agricultural country and reliance on the extensive use of its

natural resources is vital for its long-term economic growth. Agricultural

production, forestry and fishery industry is directly based on the exploitation of

natural resources and more recently the growth in tourism has put further pressure

'on natural resources, although in an indirect way. It is claimed that Fiji is relatively

better off than many other developing countries in terms of the conservation and

management of the environment (Fiji Government, 1995). The 'paradise' image

may be concealing some of the warning signs of environmental degradation.

Sugar and rice fanning traditionally have been established on coastal land and in a

lot of cases mangrove forests have been cleared.12 Ginger production which is an

export crop is largely on the land with steeper slopes. Apart from the agricultural

sector the industrial sector has grown. Government policy incentives such as tax

concessions to potential investors are often accompanied by government failure to

address the environmental concerns. Coastal development of industries has already

caused pollution problems. The increasing level of urbanisation is likely to cause

more environmental problems, For example, the 1996 Fiji census report shows

urban population has increased from 36 percent in 1986 to about 42 percent in 1996.

This is putting pressure on urban infrastructure such as housing, sanitation, water

and waste disposal. Squatter settlements have increased in the urban areas and these

are mainly on coastal land and often involves loss of mangrove forests. Loss of

mangrove forest occurs through use of its timber for building and for fuel wood.

12 A recent study by Lai (1992) shows that loss of mangrove forests occurred as a result of rice
farming in Dreketi on the island of Vanua Levu in Fiji.
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It is evident that Fiji can not expect to be immune from environmental problems.

There are already enough problems to call for a national strategy which is practical

and one which provides the right incentive for the overall maintenance of the

environment. Policy statements on the environment can be traced back to the

development plans since 1971 (Development Plan Six) when some general

statements were made. It was in the Development Plan Eight (1976-1980) that a

substantiate statement on the link between economic development and the

environment was made as follows:

"Economic development which is undertaken in accordance with ecological

principles, paying due respect to the need to plan resource exploitation carefully

and to limit the dispersal of wastes in the environment, is better development. In

some cases, in simple economic terms, it may initially cost more. In the long term

the economic, social and environmental benefits will far outveigh these initial costs.

Only an ecological approach to development now will enable us to hand on to

future generations a carefully managed, relatively unpolluted land with adequate

and comparatively undamaged natural resources."

The DP7 represented a significant step towards policy formulation for sustainable

development, However in subsequent plans, that is, DP8 and DP9, the agenda for

environmental conservation and management was relegated to leisure and

recreation. For example in the Development Plan Nine (DP9, 1986-1990),

environment was included in the Social and Community Development Sector. It

was not until 1989 that the Fijian government brought environmental issues back

onto the development agenda. (Government of Fiji, 1989). For example it

recognised the problems as follows:

"Environment issues have become increasingly important as manufacturing

activities develop and agriculture becomes dependent on the more intensive

exploitation of land, Increasing consideration has to be given to competing uses of

land for industry, tourism, settlement, agriculture, and mineral resources
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exploitation. The quality and productivity of water resources, inland as well as for

estuary, lagoon and reef ecosystems, are becoming endangered by increases in

polluting discharges. Water catchments are subject to siltation through

deforestation and other poor land use practices ",

The environmental agenda at the planning level seems to have taken a definite place

in the governments economic policy making. For example, the 1991 Economic

Summit re-emphasised the objectives stated in the 1989 economic strategy. Fiji has

also been ready to be part of international conventions and treaties related to the

environment, Table 10-2 shows the treaties and conventions that Fiji has signed.

Table 10-2: International Conventions and Treaties Signed by Fiji.

Year International Treaties and Conventions.
1956 International Plant Protection Convention.
1970 Convention on the Continental Shelf
1970 Convention on High Seas
1971 Convention on Fishing and Conservation of Living Resources
1972 Treaty Banning Nuclear Weapon Tests in the Atmosphere, Outer

Space and Underwater,
1972 Treaty on the Non-proliferation of Nuclear Weapons.
1973 Convention on the Prohibition of the Development, Production and

Stockpiling of Bacteriological and Toxic Weapons and their
Destruction,

1975 International Convention on Civil Liability for Oil Pollution
Damage

1979 South Pacific Forum Fisheries Agency Convention.
1982 United Nations Convention on the Law of the Sea
1985 South Pacific Nuclear Free Zone Treaty and Protocols,
1989 Vienna Convention and Montreal Protocol on Substances that

Deplete the Ozone Layer,
1989 Convention on the Conservation of Nature in the South Pacific or

Apia Convention.
1989 Convention for the Protection of Natural Resources and

Environment of the South Pacific and Related Protocols of SPREP
Convention.

1990 Convention Concerning the Protection of the World Cultural and
Natural Heritage or World Heritage Convention.

1992 United Nations Framework Convention on Climate Change
1992 Convention on Biological Diversity
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Fiji has also enacted laws governing the use of natural resources, however their

implementation is not considered to be very effective. Some of the laws have not

changed since their adoption to take into account changing conditions and their

effectiveness is therefore severely reduced. For example the Forest, Land

Conservation and Improvements Acts of 1953 and the Mining Act of 1966 are still

in place. However some new laws have also been enacted, for example in 1990 the

Ports Authority passed regulations that may reduce pollution of the ports. Within the

marine sector, the rules and regulations are flouted very easily. While there is some

policing of the commercial fishery resources such as checking on undersized

produce and use of chemicals and dynamite, the subsistence and small scale

commercial fishery almost totally escapes law enforcement agency. The reason for

this is the lack of resources to police the activities (Chape and Watling, 1992). Fiji

has recently adopted and-litter laws which may help to reduce the general waste

pollution. The policing of this is largely confined to the urban areas where the

volume of such waste is high. There remains however, many areas which needs to

be addressed to reduce the general pollution levels and resource degradation. Chape

and Watling (1992: 111) point to the following problems with the current legal and

administrative apparatus for promoting environmental conservation and

management.

* "The use of old, ineffective laws;

* uncoordinated and often 'half-hearted' approach to the application of laws
which, despite shortcomings could be used to enforce environmental
standards;

* lack of effective funding and technical resources and trained staff to
undertake environmental planning, management and enforcement;

* poorly coordinated sectoral approaches to administration of environment
related issues; and

* of major concern, the non-applicability of existing legislation to government
agencies- compliance with environmental planning and management
guidelines is voluntary, or coerced through environment conditions attached
to develop aid international loans."
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10.3.2 Selected Indicators of the Conservation and Management in Fiji.

In what follows, I outline the state of the environment in Fiji using some selected

indicators, These indicators are based on the statistics compiled by the World

Resources Institute and the Environment Department in Fiji. In terms of topography

the larger islands are dominated by steep slopes. For example, 67 and 72 percent of

the major islands of Viti Levu and Vanua Levu respectively have land with slopes

of more than eighteen degrees. The likelihood of high levels of erosion is high and

occurs usually through unwise agricultural practices, logging, road building and

landslides due to heavy rain. Agricultural practices influenced by the nature of

property rights in land are increasingly becoming important as more marginal land is

now being put into agriculture. Table 10-3 shows the population density and land

use types.

Table 10-3 : Land Area and Use in Fiji.

Country

Fiji

Papua
New
Guinea

Solomon
Islands

Land Area
(000
hectares)

1827

45286

2799

Population
density
1993 per
1000
hectares
409

92

126

Cropland
(1989-1991)

241
(13.2)
397
(0.89)

57
(2.04)

Permanent
Pasture

60
(0.33)
83
(0.18)

39
(1.40)

Forest and
Woodland

1185
(65)
38227
(84,41)

2560
(91.46)

Other
Uses

341
(21.47)
6579
(14.52)

143
(5,10)

Note: Figures in brackets show he percentages.

(Source: World Resources Institute, 1995-1996)

Table 10-4 shows Fiji's annual toxic waste release, Fiji has a very low risk of

exposure generally. However the problems of urban pollution has continued to
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The problem of farm input such as chemical and fertilisers being misused is also of

concern. Even, if they are not misused, there is a problem of overuse especially in

the case of marginal land for the production of sugar cane. In our survey of

sugarcane farmers, it was found that the intensity of inputs such as fertiliser and

chemicals increase closer to the expiry of the leases (See Chapter 6). Average annual

fertiliser use has increased from 74 kilograms per hectare in 1979-1981 to 83

kilograms in 1989-1991.

Fuel and charcoal production increased by 66 percent between 1979-1981, Currently

wood provides 15.6 percent of total energy requirements in Fiji. Apart from the

logging activities, the subsistence use of fuel wood is a major source of forest loss.

Traditional fuel use in Fiji has increased by 24 percent since 1971.

Concerns related to the maintenance of biodiversity in Fiji have surfaced recently.

476 species of which ten percent are endemic are found in Fiji. 6000 hectares are

protected areas under ICUN conservation programme. The ICUN programme is a

recent project and represents just about 0.3 percent of the total land area. A further

4000 hectares contains marine protected areas. There are 4 species of mammals and

of this one is a threatened species, Eighty seven species of birds are found in Fiji, 25

are endemic species and of these 5 are threatened species, Out of 1628 species of

plants, 812 are endemic and 24 are threatened, species There are 25 species of

reptiles of which 11 are endemic and 4 are a threatened species. No species offish

are threatened at this stage. Since 1979-1981 annual marine catch has increased by

about 30 percent. This is likely to increase in future as more commercial fishing is

promoted, Fiji's coastline is 1129 kilometres while the exclusive economic zone is

1135 kilometres. This provides some property rights to Fiji to ensure the protection

of its fishing resources. However the ability to detect all violations in these exclusive

economic zones is beyond Fiji's present resource capability, In this respect most

Pacific islands have a large exclusive economic zone but do not have the resources

to keep them under surveillance (Sutinen and Anderson, 1985; McKee and Tisdell,

1990).
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One of the main environmental issues in Fiji is the management of the land and the

problem of soil erosion. In the next section, the relationship of the extent of soil

erosion and various types of farming practices in Fiji is discussed. Fiji is essentially

an agricultural country and the management of land as a resource will determine

Fiji's sustainable agricultural production. For example Development Plan Six (DP6,

1971-75) stated the following:

"It is in the national interest that arrangements for the use and occupancy of the

limited agricultural lands of Fiji be designed to preserve and develop their

productivity, to guard against erosion and to encourage working them in such a

manner that productivity increases rather than falls ".

10.4 Property Rights, Land Degradation and the Role of NLTB.

10.4.1 Land Degradation through Soil Erosion

The Development Plan Nine recognised the problem of soil erosion in the following

way:

"Soil erosion is considered to be the most serious environmental problem in areas

of steepland cultivation, due to over-grazing or over-stocking, uncontrolled burning

of grassland and cane trash, steepland logging, construction of new roads, land

excavation for subdivision, and uncontrolled bush clearin for cultivation",

The most comprehensive study for Fiji done on the extent of soil erosion is that by

Morrison (1992). He applied the Universal Soil Loss Equation to estimate the extent

of erosion (USLE),13 The USLE is expressed as follows:

A = RKLSPC (10-3)

Where A= soil loss in tonnes per hectare, R is rainfall erosivity index indicating the

ability of the rainfall to cause erosion, K is credibility of the soil, indicating the

13 The Universal Soil Loss Equation used by Morrison is based on that developed by Wischmeier
and Smith (1965).
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10.4.2 Land Tenure and Farm Practices

As has been established in previous Chapters the nature of property rights is an

impediment to capital investment and productivity in the sugar, tourism and the

forestry industry, Efficiency in production resulting from secure property rights also

translate into efficient solution to various environmental problems. In the case of Fiji

the nature of property rights creates twin problems of loss of productivity and

damage to the environment, In the case of Fiji there seems to be a confusion about

the nature of land rights. They are not the same as Indigenous land rights systems as

in many Sub-Sharan African countries. In many of the Sub-saharan countries land is

initially abundant and there are no clear titles or a system of leasing arrangement

which make the boundaries for use clear. The traditional view about the lack of

property rights definition and its impact on productivity has been challenged

recently by some economists. They claim that indigenous land rights provide

security and do not affect investment and productivity (Ault and Rutman, 1979;

Bruce, 1993; Migot-Adholla et al., 1991; Bassett, 1993; Beesley, 1995; and

Platteau, 1996). The evidence however is far from conclusive. Besley (1995) for

example finds that indigenous land rights in Ghana seem to have affected

productivity and investment. However, he warns that its 'premature' to state that

developing private property rights will not work.

The land rights system in Fiji is the blending of both traditional and Western

property rights system. The NLTB itself was a creation of the British Colonial

government and was in response to the lack of proper titling and ownership claims

by different matagalis. 5. Commentators on customary land tenure system in the

South Pacific and also those on Fiji have advanced the argument that the system has

served well for agricultural productivity.16 More recently it has been argued that

customary ownership has been more environmentally friendly. The evidence of this

It should be noted that before the formation of the NLTB about 7 percent of the total land was
already bought as freehold by the early colonial settlers.
16 See for example Crocombe (1994)
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however, is not very clear. A large amount of destruction of forests and

over exploitation of resources continues to take place in the presence of traditional

control. Communal ownership under the traditional system is not necessarily

managed well. Lack of clear boundaries and leasing of the land to local landowning

units has forced a retreat towards semi-subsistence agriculture in villages where

small per capita holdings dominate (Overton, 1994). Overton points out that semi-

subsistence agriculture involves " low-tech methods, low capital investment and

falling marginal productivity". This may be environmentally friendly in the short-

run but in the long-run low levels of income may lead to unsustainable use of the

land and other resources.

The major concern however are tenure arrangements or contract characteristics

themselves, As far as I am aware, there is no study on the impact of land tenure on

the management of the land. It is assumed that the requirements under the lease

arrangements are carried out in practice. The NLTB acts as an agent on behalf of

the landowners and stipulates its own policy on proper land use practices, Any

improvement on the farms requires prior consent of the NLTB. If this consent is not

there then the tenant is not eligible for any compensation at the expiry of leases.

Clause 40 (1) of the ALTA legislation for example points this out as follows:

" be entitled at the termination of the tenancy, to obtain from (he landlord as

compensation for the improvement such sum as fairly represents the value of the

improvement to an incoming tenant. Provided that the tenant shall not be entitled to

obtain compensation unless the consent or notice required to be obtained or given

as specified in the schedule has been so obtained or given and unless the tenant, has

where requested by the landlord, served upon the landlord, within one month of the

completion of the improvement, notice informing him of such completion."

Most leaseholders undertake improvements to enhance productivity at the beginning

of their lease tenure. Towards the expiry of the lease, there is more intensive use of

the land through investment in movable capital. This implies that permanent features
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such as contours, long-term soil erosion measures are not undertaken. For

conservation purposes the following improvements are stipulated in the ALTA Act,

clearing of land, establishment of watercourse measures, drainage, establishment of

soil erosion control barriers and establishment of contour terrace systems. Capital

improvements include alteration and building of farm houses, planting tree of

economic value (coconut, pine, citrus etc), planting of permanent pasture, irrigation

and water works, fencing, improvements on farm roads, leveling and terracing and

reclamation of land. In the survey questionnaire farmers were asked whether they

consulted the landowners about improvements, and whether they were aware of the

need for the NLTB to give consent. About 95 percent of the farmers undertook

substantial improvement on the farms at the beginning of the lease. However about

78 percent of the fanners interviewed did not seek permission from the NLTB or

informed it of the improvements they made on the farm. These farmers therefore

will not be eligible for any compensation at the expiry of the lease if it is not

renewed. About 41 percent of the farmers pointed out that improvements on land

attracted greater rent assessment by the Native Land Trust Board. This means that

farmers who undertake capital improvements and who enhance productivity are

taxed in the form of higher rents. So therefore, some farmers avoid official

information to avoid high rent assessment. This has been pointed out in other studies

as well (Overton, 1994, Prasad, 1992).

Farmers find that the cost of negotiation on matters relating to investment and

improvements is very high. An efficient contract should help internalise costs and

benefits but the provisions in the ALTA Act do not do these, For example, while the

compensation clause included in the ALTA Act call for compensation for either

parties, negotiation on this is very costly and it is usually decided by the court. The

cost of these negotiations seem to be higher than the gains from internalising the

costs and benefits. Two variables seem to determine the kind of farm practices,

individual planning horizons and individual discount rates (van Vuuren Larue and

Ketchabaw, 1995). Lower discount rates and long-term planning are likely to

encourage practices which may be environmentally friendly and which may also
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enhance productivity, Both the time horizon for planning for investment on the farm

and discount rates are determined by the nature of tenure. Insecurity of the tenure

increases the discount rate and therefore may increase the rate of the use of resources

and in the case of land, more intensive use of the land. However, the overall nature

of farm practices also depends on other farmer characteristics.17

Environmental effects generally refer to off-farm costs and benefits. These costs and

benefits are not captured by the market mechanism and are therefore neglected by

the farmer, The duration of the lease and the discount rates are important

determinants of the various practices that are adopted by the farmers.18 The longer

the duration the better the farm practices are likely to be. Furthermore tenant

characteristics, land characteristics and farm characteristics may also affect the

farming practice. Tenant characteristics include the number of years of farming

experience, education and the ability to have good relationship with the local

landowning unit . These factors influence farmers attitude and farm practice. For

example, the older farmers in the sample who had been on the farm for a second

duration of the lease felt more confident about the renewal of the lease and hence

practised better land conservation methods. Land characteristics while influenced by

the practice itself is a factor in the type of farm practice that is adopted. Farm types

also influence the practice. Farmers who planted other crops for subsistence together

with sugar cane were more inclined to undertake improvements and adopt soil

conservation methods.

17 Many studies have considered the effect of land tenure on farming practices such as soil
conservation methods and have found that the nature of tenure is an important determinant of good
farm practices, See for example, Lee, 1980; Erwin, 1982; Nowak and Korsching, 1983; Lee and
Stewart, 1983,1985; Rahm and Huffman, 1984; Heimlich, 1985; Shortle and Miranowski, 1986 and
Lockeretz, 1990.
11Agroforestry in Fiji has been suggested as a better land management stratgey. However, land
tenure and other economic incentives may affect the adoption of agroforestry as a strategy for
sustainability. See for example Hewlett, Singh and Nakalevu(1996), Thaman (1988) and Clarke and
Thaman (1993).
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10.4.3 Native Land Trust Board and Sustainable Land Use in Fiji

The NLTB until very recently had no plans or policies on the conservation and

management of the natural resources under its jurisdiction. However, in the last five

years it has been under pressure to adopt guidelines for sustainable use of natural

resources. For example in a recent statement it says that:

"The NLTB recognises that the Fiji economy is heavily dependent on the utilisation

of endowments of natural resources such as indigenous forests. There is increasing

need to conserve what remains of Fiji's diminishing biological and cultural wealth.

It is also essential that this natural resource base is well managed and conserved

for current and future economic use "

The ability of the NLTB to ensure that proper conservation practices are used in the

use of natural resources is constrained by many factors. First it does not have the

necessary guidelines and even where its exists it does not have the resources to

implement those policies. This means that boundaries for various mataqali

ownership of land, fishing rights and mining rights are undefined. The problem

however is with the definition of the ownership. Technically NLTB is the agent of

the landowners and negotiates with logging and mining companies and farmers on

the leasing arrangements. Recent literature on sustainable development has

emphasised the role of local communities in the management of resources, In the

case of Fiji, there is confusion on the role of local communities in the management

of resources. The current arrangement effectively removes ownership from the

hands of the local landowning units, (the customary ownership) and puts it in the

hands of the NLTB. Therefore, the argument that customary ownership in Fiji is

helpful to the conservation and management of the environment is somewhat

misplaced. In fact the rules for the. use of these resources are usually flouted by the

members and there is competition for the use of resources amongst the members.

Resources such as forestry and fisheries are seen as common property resources or

in some sense as open-access resources. For example, land clearing for subsistence
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planting is usually done on a competitive bases amongst the members of the

landowning units. Land leases, as pointed out earlier, also do not lead to proper

management of the land as it is deemed unsecured particularly towards the expiry

date.

In the case of foreshore fisheries resources the customary fishing rights have been

considered to be a basis for sustainable catches. Customary ownership relates to the

right to fish in an ancient customary fishing area called qoliqoli. These rights are

however very ambiguous. Currently there are more than 450 qoliqoli's covering and

area of 20,339 square kilometres. The customary owners have little control over the

appropriate compensation that they can demand from commercial fisherman and off

shore investors. The compensation system is also very costly and has to go through

a arbitration process. Since 1974, 102 claims have been made and the payments

ranged from $2.50 per hectare to about $18,330 per hectare (Lai, 1992). Data based

on Lai (1992) shows that on the island of Vanua Levu an area covering 105,528

hectares has been issued under a single license. In this area 239 commercial

fisherman pay $120 each as goodwill payment to the members of the local fishing

unit. The potential harvest from this area is about 1500 tonnes per year. The price of

fish is currently about 5 dollars per kilogram which means an income of $5000 per

tonne. The payment to the qoliqolis amounts to $20 per tonne. The system is

fraught with problems because of unclear and undefined fishing rights.

The question then is what are the solutions to the current problems or the alternative

to the current arrangement. The solution lies in the mix of clear and secure property

rights and well-defined regulations imposed by the government. Clear and well-

defined property rights could imply private property rights in land. Private property

rights in land or individualisation of rights in land in Fiji is not an alien concept to

the traditional owners. In fact as pointed out by Ward (1995), Fijian chiefs adopted

private ownership system before the formation of the NLTB. It appears that

communal ownership may have been imposed in Fiji by the British Colonial

government. The British concept of property rights is based on the English feudal

system. Under the feudal system no one except the King could own the land. This is
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translated today as the crown or the government being the owner and every one else

being a tenant of some sort. This implies that government could take over land and

make policies regardless of the nature of property rights.

In the case of Fiji, NLTB is not a government department and constitutionally it is

not possible for the government to change laws regarding land ownership, Private

property rights is the most widely advocated system by the neoclassical economists

for efficient productivity and also for environmental protection. Freehold title is

generally considered to be more secure than the leasing system. Furthermore it

allows a long term commitment of the owner to care for the land (Johnson, 1992). In

the case of Australia, Bennet and Block (1991) point out that most of the land

degradation occurs under leasehold systems of tenure. However, they also point out

that private property while facilitating increased production and efficiency also led

to some land degradation such as soil loss, salinity levels, loss of water quality etc.

These social costs were not captured by the market forces.

In the case of New Zealand, Johnson (1992) and Christopher and Cullen (1996)

point out that the new Resource Management Act of 1991 (RMA) provides a

framework for the use of both market-based solutions, and regulatory measures to

reduce environmental damage.

The RMA provides a framework where the ownership of the property is intact but

the owners have an added responsibility to take into account the externalities they

generate and these are largely negative ones. The RMA recognises that private

property rights in land is vital for enhanced efficiency in production but also points

to the failure of private owners to take into account the waste that is generated. The

RMA is a set of rules guiding the use of land resources and the adoption of

appropriate farming practices, These laws and rules are usually passed down to the

level of local government councils and other non-governmental organisation which

work with the farmers to adopt efficient methods. In fact, this is a process of

applying the Coasian theory to arrive at efficient solutions. RMA provides for
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voluntary negotiation between farmers and local governments to arrive at an

efficient solution and also puts pressure on the polluters (Christopher and Cullen,

1996).

The application of the RMA in Fiji would not be possible given the structure of

property rights. This is because at the local level the members of the land-owning

unit (mataqali) do not have individualised right and therefore are under no

obligation to accept public responsibilities. They do however, have use rights and

are not directly responsible to the NLTB or the government for their actions.

Environmental rules and regulations can not be effectively enforced under the

current system. The individualisation of rights through leases does provide some

responsibility under the ALTA legislation but this too is not administered easily.

The provision of long-term leases and ultimately ownership in the long-term can

help in the adoption of regulations for better farming practices and the conservation

of the soil. The long-term secure leases and ultimately ownership can help efficiency

in production and the regulations such as the RMA adopted in New Zealand could

provide a basis of long-term sustainable use of the land in Fiji.

The NLTB's recent policy statements on the environment emphasises its ability to

manage the resources in a sustainable way. Implicit in this approach is its ability to

invest the rent from resource exploitation for further sustainable management of

resources. This is quite different from the definition of the Hotelling's rule for the

optimal rate of extraction of non-renewable resources (Hotelling, 1931). Hotelling

showed that it is socially desireable for the price of an exhaustible resource to be

above its marginal extraction cost by the so-called Hotelling rent. Hotelling rent

represents the economic effects of extracting one marginal unit of the resource stock

at the current date on future extracting costs ( Al-Ebraheem and Shebeb, 1997). The

other rule that is often put forward as appropriate for sustainable development is that

developed by Hartwick (1977, 1978a, 1978b), that is invest the rent from the

exploitation of natural resource in reproducible capital, that is,
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10.5 SUMMARY AND CONCLUDING COMMENTS

In this Chapter, I have considered some of the theoretical issues in environmental

conservation and management. The concept of sustainable development and the

role of property rights is also considered. The meaning of sustainable development

is far from conclusive although there is general agreement on the need for

sustainable use of resources. Models of sustainable development have been

classified under those within the neoclassical framework, evolutionary, ecological

economics and neo-Ricardian models. The ecological economics models essentially

extended the optimal growth and capital accumulation models to include natural

capital. The evolutionary models emphasize changes and considers conflicting

issues in a disequilibrium framework, Ecological models consider the interaction of

ecological and economic systems.

There is no consensus on the desirability of one environmental model over another

and different conditions call for different approaches. In the case of Fiji,

environmental concern is a recent issue. While environmental policy on paper

appears to be well-designed its implementation is lacking. Information on the state

of the environment is not readily available and so the extent of environmental

damage is not fully known.

The role of property rights in environmental policy has been well-documented in the

literature. There is however, no genera! agreement on the desirability of any

particular type of property rights. Private property from an efficiency and

environmental point of view has been accepted as desirable, Common property

resources are considered by the advocates of private property as undesirable.

Because property rights are not binding on any one individual, resources are used in

a way that leads to its overuse and degradation. This view however, has been

| challenged and common property ownership is considered environmentally friendly

in some regions and countries (Bromley, 1991). Ownership of resources by local
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communities is considered to be more environmentally friendly, However, not all

the evidence is in favour of this argument. Beesley (1995) for example points out

that the role of private property can not be yet discounted. There is evidence that

private property rights have generated environmentally destructive externalities.

However, this could be controlled through appropriate legislation which essentially

puts the responsibility for the externalities from land and farming practices into the

hands of the owners. The Resource Management Act in New Zealand adopted

recently seeks to put the responsibility to the landowners.

In the case of Fiji, the land tenure system has not provided the right incentive for

better farming practices. It is found that fanners on leased land tend to neglect better

farming practices closer to the expiry of the lease (See Chapter 6). This aspect is not

only true in the sugar farming but has also been observed in the ginger farming.

There is confusion about the definition the ownership of resources in Fiji. The

NLTB manages 83 percent of the land on behalf of the landowners. First, while, this

is considered communal ownership, in reality it is not. The NLTB has powers to

negotiate terms and conditions of leases with possible lessees and sometimes against

the supposed owners, that is the local members of the landowning unit. While on

paper the decision making about use of natural resources including land appears to

be decentralised, in practice, it is very much concentrated in the hands of the NLTB.

Unless, there is individual rights for the members of the landowning units and long

term secure leases for the tenants, there will be little or very short term incentive for

sustainable use of the land and other resources.

It has been shown in the case of the sugar and the ginger industry that land tenure

insecurity is a cause of bad farming practices. It is also clear that communal

ownership has not lead to environmentally benign farming practices and use of

resources. Communal ownership of most natural resources on native land is infact

not managed communally in practice. The NLTB makes most of the decisions on

"See Morrison (1992) on the ginger farming and see Chapter 6 of this thesis for a discussion on the
sugar industry.
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the way in which resources are used. For Fiji, the solution may lie both in the

regulatory and incentive approaches. Incentive approaches can come from further

individualisation of rights and provision of long-term secure leases for the tenants.

Regulatory approach should involve the government which has to adopt

environmentally benign legislation which can be effectively implemented through

appropriate penalties/compensation and through education.
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CHAPTER II

A OVERVIEW OF THE RESULTS WITH SOME OF THEIR
IMPLICATIONS

11.1 INTRODUCTION

In this thesis the nature of property rights in land has been analysed to evaluate its

impact on production, investment and efficiency with reference to the sugar,

tourism and forestry sectors in Fiji.1 Furthermore, the implications of the nature of

property rights in land on the conservation and management of the environment

are considered. Thus the major objective of this study was to investigate using

primary and secondary data, the consequences of the security of land leases on

productivity in the sugarcane industry, investment in the tourism sector and the

level of rent capture by landowners and timber concessionaires in the forestry

sector. The findings were generally consistent with the findings postulated by

other researchers in other countries where property rights in land are not well-

defined. They are also consistent with the previously unsubstantiated claims of the

tenants and the claims of the landowners that the current tenure system is

inefficient and does not allow them to capture appropriate rents.

11.2 MAIN POINTS OF THIS THESIS

Generally this thesis has addressed the role of institutions in the economic

performance of the major industries of the Fijian economy, More specifically it

considered the impacts of property rights in land on the performance of three key

sectors of the Fijian economy, namely sugarcane, tourism and forestry. The main

contribution of this thesis is the economic analysis of the impacts of property

rights on economic performance as most previous studies on the nature of

property rights in land in Fiji have concentrated on the political, anthropological

1 Fiji is currently making a transition from a generally protected, inward-looking
economy towards an export-oriented economy. Getting the property rights 'right'
for Fiji appears to be one of the key constraints to its economic reform agenda.
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and social issues. This thesis has considered the issue of property rights and

provided insights into one of the main institutional constraints to economic

performance. The findings of this thesis may encourage policy-makers to consider

seriously the role of various other institutions, apart from the property rights, in

future economic policies for Fiji.

11.2.1 The Native Lands Trust Board and the ALTA Legislation

This thesis unravels the role of the NLTB and the current institutional

arrangement under the Agricultural Land Lord and Tenants Act (ALTA). ALTA

was adopted in 1976 under which thirty-year leases were granted to tenants by the

NLTB. Under these arrangements, the majority of the leases will expire not long

after 2000. While it has been contended by the NLTB and researchers on the land

issues in Fiji that ALTA provides for the security of leases, in practice this has not

been obvious. The insecurity arises from the members of the landowning units

making their own demands from the tenants, These demands include 'goodwill

payments', demands for employment, particularly in tourism sector, and increased

rents, Contrary to claims by the NLTB, the analyses of the rent charged between

1979-1988 show that the increases have been in excess of that officially reported,

For example, the nominal mean average rent increased by 207 percent between

1979-1988.

As far as I am aware, this is the first economic analysis of the role of NLTB in the

Fijian land market. The NLTB has both a monopoly and a monopsony as far as

supply of the land to non-Fijians are concerned and has the sole responsibility of

managing eighty-three percent of the total land in Fiji. The question of the role of

NLTB, as stated in the introduction, is politically very sensitive and any critical

2 The rent data analysed only up to 1988 because the last NLTB annual report came out in 1989
included data up to 1988. Since 1990 there has been no official annual report which provides
details of the level of rent collected and distributed.

329



discussion about its role is considered "politically incorrect".3 According to the

standard economic theory, the NLTB as the sole agent for the resource owner,

may be charging higher rents to the tenants and reducing the level of rent to the

land-owning mataqalis. The application of the conventional economic theory

further suggests that if native Fijians are willing to supply all land of a particular

quality to the market then income distribution is in favour of the NLTB and

chiefly groups at the expense of the members of the land-owning mataqalis. This

finding is critical at a time when new arrangements for future leasing of native

land are being negotiated between the tenants, land-owning mataqalis and the

NLTB.

The ALTA legislation provides for the determination of land rent on the basis of

the Unimproved Capital Value (UCV). The common belief is that native land rent

can not be increased arbitrarily, however the analysis in Chapter 4 showed that

rent increases in practice are instituted in an arbitrary manner. The analysis of the .t

method of rent determination in Chapter 4 clarifies some of these issues and
I

provides some insights and directions for future native land-rent determination.

For example, it is suggested that fair rental values should be assessed alongside

the UCV.

One of the most contentious issue in the sugarcane industry is the concern about

the participation of the Fijian and Indian farmers in the sugar industry. The

current debate on the renewal of native land leases inevitably brings into question

the performance of the Fijian farmers. This analysis sheds new light on the

economic performance of Melanesian Fijian sugar producers and its implications

for sugarcane production and export of sugar in future.

3 For example recently the news magazine "Review" was told by the NLTB that only those
registered in the Vola Ni Kavva Bula, (register for indigenous Fijians) were eligible to get any
information on the level of rent collected and distributed by the NLTB,
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11.2.2 Uncertainty of Land Leases, Investment and Production in the Sugar
Industry in Fiji.

The situation in the sugar industry in Fiji can only be partly explained by the

standard neoclassical model of investment, Previous studies have found that

investment is generally higher in owner-operated farms. However, the context of

their studies and the land ownership patterns are different from that which exists in

Fiji. In the case of Thailand for example, Feder (1987), Feder and Onchan (1987)

and Feder and Feeny (1991) show that farms with no titles or ownership had

lower levels of investment. Beesley (1996) pointed out that investment on farms

with unsecured leases in Ghana attracted lower levels of investment. Earlier

studies by Dorner (1972) and Bell (1977) also lend support to the fact that owner-

operated farms had higher levels of investment and output than those of tenants.

The above studies did not specify the nature of capital investment. Furthermore,

the circumstances surrounding the development of land tenure and fanning

practices in previous studies are different from that found in Fiji. However, in

most previous studies it was shown that the impact of the institutional

arrangements relating to the land tenure on the investment and output have been

significant. In the case of Fiji the results challenge the conventional neoclassical

model of investment. The level of capital investment in the case of unsecure leases

is higher than in the case of the secure leases for special reasons outlined.

The regression analysis supports the hypothesis that the nature and security of

land tenure affects both the levels of capital investment on the sugar farms and the

use of variable inputs such as labour and capital, The results for example, show

that the explanatory variable, year of lease expiry, is significantly affecting the

level of the production and the level of capital intensity. The samples of leases

where the expiry term is ten years or less, show that both production and capital

investment input use are higher. However, labour input is lower on unsecure

leases. As pointed out in Chapter 6, there is an increased movement of labour

away from the agricultural sector to the urban sector. Many farmers see a bleak

331



future in the agricultural sector and are reluctant to keep the younger members of

the family on the farms. The intensity of cultivation increases closer to the expiry

of the leases largely due to use of more variable or escapable capital, that is capital

that is not industry-specific to sugar farms.

Early economists such as Adam Smith (1776), Mill (1871) and Marshall (1920)

have used the incentive argument to reject share cropping. In particular, Mill

(1871) emphasised the role of well-defined secure property rights as the key

condition for efficiency. Marxist economists emphasise income distribution

aspect of share cropping and have rejected it on the grounds of equity, Alternative

views do not, however, accept share cropping as efficient but point out special

circumstances where it may not necessarily be inefficient and inequitable. As

stated in Chapter 7, some studies provide evidence that share cropping may result

in the same level of output if not higher than that achieved under fixed rent

contract. These studies, however, do not compare the output levels with owner-

operated farms. Fixed-rent contracts do not provide the same level of security as

would be the case in the owner operated farms. Many of the studies from Asia

mentioned in Chapter 7 are concerned with share cropping arrangements between

large private landholders and landless tenants. The incentive arrangements in these

situations are different and managed on a specific basis which may create more

equitable and efficient outcomes. Furthermore, in countries like India, the demand

for land even under share cropping is high and output is largely due to higher

levels of effort. More recently as pointed out by Sharma and Dreze (1996), in the

case of share cropping in a North Indian village, landlords provided capital and

other inputs and there are various risks and incentive provisions in the share-

contracts.

In the case of Fiji, the situation is different, share cropping contracts are generally

not between private landlords and tenants but involve communal ownership of

land. On the basis of evidence from the sugar industry and other sectors such as

rice and ginger, about types of informal share cropping arrangements, a model
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most closely describing the current situation in Fiji is postulated. This model is

used to estimate the incomes of tenants under fixed rent contracts and those under

share cropping. The results clearly show that the tenants under share cropping are

worse off than those on the prevailing fixed rent contracts in the sugar industry in

Fiji. The analyses of Chapter 7 challenges the view of the NLTB expressed in its

reports (NLTB, 1996) that share cropping can be an efficient alternative to the

current fixed-rent contract in Fiji. Furthermore, as established in Chapter 7 the

present arrangements for fixed rent contract itself do not provide incentives for

increased production and investment in the sugar industry. The adoption of

share cropping as a means of production in the sugar industry is therefore likely to

further jeopardise production and investment.

11,2.3 Impact of Property Rights on Fiji's Tourism Industry

Chapter 8 developed further the main focus of this thesis, that is the impact of

property rights on economic performance, in relation to the tourism industry. Like

the sugar industry, tourism industry is a vital component of the Fijian economy. It

has recently surpassed sugar as the major foreign exchange earner for Fiji.

However, the impact of property rights in land on the development of and

investment in tourism industry has not been seriously considered or debated.

Chapter 8 therefore has made an important contribution to the debate by analysing

the tourism industry from the perspective of property-rights.

Globally the tourism industry has surpassed in size the traditional sectors such as

agriculture and various types of manufacturing and are likely to remain larger in

the future. The theoretical rationale for expanding tourism as part of Fiji's

development strategy comes from the view that tourism is an export industry and

helps in earning foreign exchange for a country. Many developing countries that

moved towards export-oriented growth have found that there are many bottlenecks

to the successful export performance of the agricultural sector as well as their

manufacturing sector and have turned to tourism. Fiji, too moved from an import-
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substitution strategy for growth towards an export-oriented strategy and targeted

tourism as the key economic sector.

While other issues such as the leakage of foreign tourist receipts and its multiplier

effect have been discussed and are important considerations for the development

of the tourism industry, the key question addressed in this thesis is the impact of

property rights in land on investment in Fiji's tourist industry. Despite an

elaborate range of financial and tax incentives, the level of investment in hotels in

Fiji has remained sluggish. The analysis points to the uncertainty of property

rights in land as one of the main constraints on investment in Fiji's tourism

industry.

It should be noted that tourism is increasingly becoming a private sector activity

and therefore investment is very sensitive to external factors such as property

rights disputes. Furthermore, there is competition from other countries and Fiji

cannot afford to lose investors because of the disputes about the property rights,

Furthermore, the NLTB derives 11 percent of its rental income from leasing land

for the building of hotels. The value of the lease per hectare for hotels is

$F1149.55 and is only exceeded by leases in the industrial sector where the lease

value per hectare is $F1305.41.

The most important contribution of this analysis is that it has re-focused the

debate on why investment in the tourism industry has been sluggish and has

pointed out the issue of property rights in land as one of the major constraints. In

the past, because of the political sensitivity surrounding the land issue the impacts

of land disputes have not been seriously considered. The analysis demonstrated

from an economic perspective why secure and clear definitions of property rights

in land are vital for the future development of the tourism industry in Fiji.

However, the findings about the impacts of property rights on investment in the

tourism sector need further research. Such research may for example, include

analysis of investment levels in infrastructure undertaken by both government
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and the private sector and how these are affected by the nature of property rights

in land.

11.2.4 Forest Management,Property Rights and Environment

Claims and counter claims have been made concerning the rent capture from the

forestry resources in Fiji but no significant study seems to have been done to find

out the level of rent capture. Chapter 9 therefore, made an important contribution

to the subject and to the debate on the nature and extent of benefits from timber

extraction to the landowners. As far as I am aware, previous studies on forestry in

Fiji have not considered the economic analysis of the impact of property rights on

forest management and the level of rent capture.

Two issues can be identified from previous studies in other developing countries.

First, that insecure property rights added to deforestation and have resulted in the

loss of potential resource rents. Second the way in which forest resources are

managed depends crucially on the nature of property rights. Thus Chapter 9

employed a model based on Gillis (1988) and Vincent (1990) to calculate for Fiji

the revenue that goes to the landowners, the profits reaped by the timber

companies and the level of resource rent lost as 'high grading'. Similar models

have been applied in Malaysia and Indonesia to estimate the level of resource rent

captured by the governments and the timber companies. The model employed is

appropriate for Fiji because the logging licenses are issued in much the same way

except that in the case of Fiji, it is the NLTB which issues the licenses and collects

the royalty on behalf of the landowners, An extension of the model has been

suggested to account for environmental costs from forest exploitation. The results

from the analysis show that timber companies reap considerable amounts of

revenue while the landowners only get 16 percent of the total profit of the timber

companies. It also shows that a substantial portion of rent is lost through the

process of 'high grading'. The results show that the current royalty system does

not produce the desired results, High grading and off-site environmental damage

335



occurs because the logging licenses are too short and there are no incentive

mechanisms or policing mechanisms to ensure that timber companies do not

engage in high grading and environmental damage.

Chapter 10 described the impact of property rights on the environment in Fiji. It

developed further the view that the nature of property rights may be causing

further environmental problems in Fiji. The analyses of Chapter 10 shows that the

communal! ownership of resources has not provided the best possibility for the

conservation and the management of resources under different circumstances

prevailing in Fiji. Communal ownership in some circumstances as pointed out in

the literature may be useful but in the case of a modern capitalist economy such

as Fiji where individualisation of farming and other activities based on natural

resources is increasingly becoming a norm, its relevance can be questioned. The

recent draft sustainable development bill for Fiji recognises the problem of

property rights and suggests new policy directions based on the role of NLTB.

However, unless the property rights issue is addressed immediately particularly in

the forestry, land and the fisheries sectors, environmental concerns are likely to

remain. Chapter 10 therefore, has highlighted some of the relevant issues that

should be considered in the discussion of property rights in Fiji. It has also

provided a new perspective through which the environmental policies could be

developed in Fiji in the future.

11.3 I M P L I C A T I O N S F O R E C O N O M I C AND E N V I R O N M E N T A L
P O L I C I E S IN F I J I : T H E CASE O F SUGAR, TOURISM,
F O R E S T R Y INDUSTRIES,

Fiji has, since the mid-1980s, moved away from an import substitution strategy

for economic growth towards an export-oriented economy (Prasad and Tisdell,

1997), As part of its export-oriented strategy Fiji has attempted to reform its

economic policies. The main thrust of its structural adjustment policies included

the following:
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* deregulation of the product market through the removal of import and export

licenses and a progressive reduction in the tariffs;

* deregulation of the labour market

* privatisation and corporatisation of government enterprises;

* liberalisation of all forms of price controls, and

* the reform of the taxation system with VAT already implemented.

The above policies are in line with 'getting the prices right' and the promotion of

the private sector as an engine of growth, However, as pointed out by Treadgold,

(1992) the single most important challenge to the success of these reforms is the

rigidity of the factor markets While the labour market has been the target of

reform, the land market has been left out of the equation. As pointed in Chapters 3

and 4 the reason for this omission is the perceived political sensitivity surrounding

the ownership of the land by the Fijians. As a result of this land ownership and use

rights regimes have largely remained unchanged since the British Colonial

government developed the NLTB. Apart from conflicts generated as a result of the

nature of property rights in land between the two major races, economic growth

has also been sluggish for most of the last two decades.

The uncertainty surrounding the property rights has recently been identified as one

of the major constraints to the general economic success of Fiji. More specifically

it has been suggested as one of the major obstacles to the success of the structural

adjustment policies currently pursued by the Fijian government. International

organisations such as the IMF and the World Bank which traditionally refrained

from identifying the property rights issue have also pointed it out as an

impediment to economic growth. Moreover, most recent reports on the Fijian

economy have identified it as a constraint. Despite, this however, specific and

detailed economic study of the impact of the nature of property rights in Fiji to

date has not been done. Most studies in the past have concentrated on the

historical, cultural, sociological, anthropological and geographical aspects of the

land tenure in Fiji. While this thesis does not address all the economic questions in
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relation to the property rights in Fiji, it focuses on sugar, tourism and forestry

sectors to answer the key question of productivity and investment. For example

the impact of property rights on the fisheries sector has not been considered.

As pointed out in Chapters 4, 5, 6 and 7, the sugar industry is likely to remain an

important industry in Fiji in the future. The survival of the industry currently

depends on the production from small holder farms and the guaranteed price under

the Lome Convention, Both the future of sustained levels of production and the

guaranteed price are at risk. First, the risk to the continued production from small

holder farms comes from the impending expiry of sugar leases and the threat of

non-renewal of the leases to the current tenants. As analysed in Chapter 4 a thirty

percent non-renewal of the leases could lead to a total loss of eight percent of the

total export revenue for Fiji. Any changes to the ALTA legislation must therefore

take into account the impact of non-renewal of the leases on sugar production-

Chapter 6 raised the possibility that closer to the expiry of the leases the sugar

farmers increase the use of non asset-specific capital investment and reduce the

use of labour input and fail to conserve land in terms of soil conservation practices

and proper husbandry.

On the other hand, there is a prospect that the preferential treatment under Lome

Convention will end sooner than later. This is due to the world trading agreement

under World Trade Organisation. The European Union will increasingly come

under pressure to reduce the import of sugar from the African, Caribbean and

Pacific countries. Once this happens then the price that Fiji sugar currently

received will go down and the Fiji sugar producers will have to become much

more efficient to compete in international market. This implies that reforms have

to be instituted soon to counter the end of the preferential prices, The main players

in the sugar industry have suggested major institutional changes. Property rights

in land however, will be one the most important challenges for reform. Efficiency

in production and investment as shown in Chapters 4,5,6 and 7 can come through

the secured and long-term leases or better still, the sale of native land to sugar
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farmers including the Indian and Fijian farmers. Most studies on property rights in

land in developing countries have provided evidence that owner-operated farms

are more efficient.

The tourism industry has surpassed sugar as Fiji's largest foreign exchange earner,

but there are limits to its expansion. Furthermore, there is about 67 percent

leakage to overseas from the industry and the income multiplier is higher in the

agricultural and manufacturing sector. The potential for further growth and the

retention of foreign tourism earnings in Fiji will depend on a number of factors.

Increased capital investment for new and large world class hotels will be required

as other destinations are also competing with Fiji. Investment however, requires

amongst other financial incentives, political stability and secure property rights.

Investment in a hotel is highly capital intensive and unless high returns are

assured in the long-term investment is unlikely to take place. In Chapter 8 it was

pointed out that 97.2 million Fijian dollars worth of investment projects were lost

as a direct result of land disputes between 1987-1995. As suggested in Chapter 8

the incentive package should include the provision for long-term secure leases,

For the tourism industry the of selling land as private property will ensure long-

term stability and security of tenure and may attract more investment.14

In the forestry sector, there are implications for the way in future rent policies

could be decided. The results of Chapter 9 showed that the current royalty system

is not working in favour of the landowners. Timber companies with short-term

logging licenses have engaged in the process of 'high grading' and a substantial

amount of rent is lost during this process. This also has implications for the

environment and may lead to off-site environmental damage.

4 It must be pointed out that some of the leases for hotel development have been given for 99
years. However, despite this long term nature of the lease from the NLTB, landowners have
demanded other benefits and in the absence of this hotel have been illegally taken over.
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Finally, the findings of this thesis have implications for the role of the NLTB. In

the past few years the role of NLTB has come under increasing scrutiny from both

the tenants and the landowners. As pointed out in Chapter 4 the NLTB acts both

as a monopoly and monopsony, The present operation of the NLTB is

administratively complex and has had difficulty in dealing with the tenants and

the landowners. Reform of the NLTB in future is likely to concentrate on its

financial viability and its ability to ensure a land market which is more flexible.

11.4 AGENDA FOR FURTHER RESEARCH

As discussed in Chapter 2 property rights approach to economic analysis are

varied and have attracted a lot of attention in the transitional economies of Eastern

Europe and in many developing countries where economic reforms are taking

place. In the case of Fiji, the concept of property rights and in particular the

question of land ownership has for long been absent from the economic analysis.

Barzel (1989) for example points out "that economists who neglect property rights

considerations tend to make implicit assumptions that are often not well taken and

that produce hard-to-swallow results". In the case of Fiji the question of property

rights and its impact on economic performance had been ignored largely because

of the political sensitivity surrounding the ownership,

It is beyond the scope of this thesis to address all the issues regarding the impact

of property rights on various economic sectors. For example, this thesis could not

analyse the impacts of traditional fishing rights on the performance of this sector

and the impact of land rights on the empowerment and welfare of women in Fiji.

However, more specific research could involve the following:

(1) What are the transactions costs involve in the negotiation of land leases terms

and the maintenance of these leases. It is believed that this involves a significant
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cost and the tenants bear these extra costs. The current leases are largely regulated,

research needs to explore the incentive approach as well.

(2) The impact of property rights on performance of other agricultural sectors

such as the rice, copra, dairy could also shed new light on their performance.

(3) How does the nature of property rights affect the credit facilities for the

tenants. It is believed that owners of freehold land get preference over lease

holders. Furthermore, those with fewer years left before the expiry of leases face

further difficulties and possibly higher interest rates and less of credit than those

with longer term leases. This needs to be investigated.

(4) This thesis mainly concentrated on sugar, tourism and the forestry sectors, The

impact of property rights on investment and productivity in non-agricultural

sectors such as the industrial and business sector could be investigated. While Fiji

has tried to promote its manufacturing sector since the early eighties, both its

structure and its contribution to GDP have remained unchanged. This research

can shed new light on the constraints in the manufacturing and the business sector

and to what extent the property rights are a factor.

(5) The other main sectors include the mining and fishing industry, What is the

level of resource rent capture in these industries? Historical and sociological

research has shown that landowners at the Vatukoula mine have serious concerns

about the level of royalty and the benefits flowing from the mines.5 In both the

mining and the fishing sector the resource exploitation is undertaken by foreign

companies. In this context Hartwick's (1977, 1978) application of the Hotelling

rule to determine the optimum resource management might be used to find

whether the resource uses in these sectors are sustainable. To what extent does the

NLTB and the government, both of which receive rent from these industries,

5 For a socio-political study on the Vatukoula mine see for example Bain (1994}
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invest in programmes that generate a social rate of return which matches return

earned on investment elsewhere. The results are likely to show that under this

measure resource exploitation in both these sectors are unsustainable.

(6) Property rights and its impact on the status of women in Fiji could also be

investigated, In the case of Fiji, women in both in the Indian and Fijian

communities generally do not inherit property and basically depend on the male

counterparts. What sort of impact does this have on the production and efficiency

in various sectors of the economy?

(7) The role of NLTB could be further investigated in terms of its operation at the

local landowning unit and the distribution of rent to the local landowning units.

What sorts of transaction costs are involved in the distribution of rents? Whether

more decentralisation of NLTB's activities is likely to improve its efficiency and

management.

According to Treadgold (1992: 49), the major environmental concerns include the

following:

"shortsighted loud use practices, causing deforestation and denundafion of land,

and thus soil erosion and silting problems; water pollution from industrial

effluent and waste from runoff of agricultural fertilisers; natural resource

depletion; and (possibly) climatic change and rises in the sea level as a result of

world wide pollution practices ".

This thesis has discussed the impact of property rights on the conservation and

management of the environment and has pointed out some of its impacts such as

poor farming practices and the intensity of use of fertilisers on unsecured farms.

Further research is needed to collect more data about the environment before

more analysis could be done at the regional and local level. Specifically, the

following in relation to the property rights and environment could be further

investigated.
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(1) The impact of property rights in land on soil erosion, surface cover burning,

water quality, water discharge and pesticide use could be further investigated at

the farm level.

(2) According to Tisdell (1996) tourism development for small islands both

provide benefits and costs. To what extent does the nature of land rights affect the

local natural resource uses by tourists, As pointed out in Chapter 8, different

landowning units have their own set of demands and conditions for particular

areas, Tisdell and Fairbairn (1996:81) point out that "Communal management of

resources can be relatively efficient and cart provide social security at the village

level. However, titles of the local community need to be definite and settled and

there may be a need to improve communal and village governance and

management of local resource management". To what extent the local mataqalis

effectively manage the impact of tourist arrivals on the environment in their area.

More data needs to be collected at the local level to find out if the landowners

have an effective management system.
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