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The information and analysis contained in this submission is a summary of detailed
analysis produced by the Pacific Private Sector Development Initiative1 (PSDI), which
is referred to in the bibliography.
Recommendations
1. Promoting private sector development, investment, and entrepreneurship
should be a focus of Australia’s Official Development Assistance Program
(issue 1 of the Terms of Reference).
2. There is a substantial need for domestic policy reforms in Pacific island
countries to address problems with business environments in their economies
(issue 3 of the Terms of Reference).
3. Public private partnerships (PPPs) are important in promoting more efficient
use of public sector resources and improved service delivery in Pacific island
economies (issue 5 of the Terms of Reference).
4. Policy constraints can be addressed through the provision of technical
assistance that helps Pacific island economies (i) modernize their business
law frameworks, (ii) improve access to finance, (iii) promote more
competition, (iv) improve the efficiency of state-owned enterprises, and (v)
lower barriers to women participating in the economies of the region. This can
be done at comparatively low cost, compared with large scale projects.
5. Removing barriers to the economic empowerment of women is an important
policy priority (one of the focus issues of the Inquiry) and can be a key driver
of economic growth.

1

The Pacific Private Sector Development Initiative (PSDI) is a regional technical assistance
facility co-financed by the Asian Development Bank, and the governments of Australia and
New Zealand. Established in 2006, PSDI works with Asian Development Bank's 14 Pacific
developing member countries to improve the enabling environment for business and support
inclusive, private sector–led economic growth.
For more information see www.adb.org/plco/psdi or www.adbpsdi.org
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A.

THE IMPORTANCE OF THE PRIVATE SECTOR FOR ECONOMIC GROWTH

1.
This submission discusses the central role of the private sector in generating
long-term growth and poverty reduction in Pacific island economies. Ensuring
sustainable economic development in the Pacific region is also necessary to address
social needs that range from the provision of health and education, to the protection
of the environment and culture. This cannot occur without resources generated by
private sector growth. By contrast, public sectors cannot effectively generate their
own revenues—they require resources that have been created by business activity,
entrepreneurship, investment, and growth.
2.
Healthy economies are dominated by a strong private sector that produces
through taxation the surplus necessary for the public sector to finance services such
as law and order, health, and education. Without a vigorous private sector, countries
in the Pacific region will remain dependent upon aid and external transfers, limiting
their ability to control their own destiny.
3.
There are several components to promoting private sector development in the
Pacific. Small island economies rely on foreign trade to supply many of their needs,
because they are too small to generate the economies of scale necessary to
efficiently produce most consumer and investment goods. At the same time, trade is
necessary to export the specialized products of the islands, such as specialized
agricultural products, natural resources, and services such as tourism. Earnings that
seasonal migrant workers remit also contribute to prosperity at home.
4.
Other potential sources of prosperity are the financial resources and the
specialist know-how that foreign investors can bring. Combined with local capabilities, foreign investment has the potential to greatly increase productivity in Pacific
island economies, which is key to their long-term prosperity. It also creates
opportunities for Pacific islanders, as well as training in modern techniques of
business management.
5.
Until the early 2000s, a widely-held view was that the private sector had little
or no role in the development of countries in the region. The public sector dominated
Pacific economies, with inefficient State-owned Enterprises (SOEs) engaging in a
wide range of activities that crowded out, or prohibited, competition in key sectors
such as telecommunications, transport, and electricity generation. Because of high
prices, poor service, and low productivity, these sectors held back the development
of the economies of the region.
6.
In the last decade, however, there has been a shift in attitudes towards
acknowledging the central role of the private sector as the driver of growth and
poverty alleviation. Analysis identified the many barriers to investors and
entrepreneurs that resulted from a state-centric model of economic development.
Work done by the Asian Development Bank2(ADB) identified the many constraints to
private sector development that exist in the region. Inadequate infrastructure,
outdated business laws, burdensome regulation, limited access to finance, and
roadblocks to women’s economic advancement placed many barriers in countries in
the region—resulting in failure to achieve their growth potential.
7.
The central finding of ADB’s analysis is that the high cost of doing business in
Pacific island economies is compromising their long-term prosperity. Without farreaching reform, the quest for sustainable growth in the region will remain elusive.
Furthermore, many of the needed reforms require relatively inexpensive technical
assistance in a number of key focus areas, rather than large investments in
programmatic aid.
2

3

ADB. 2004. Swimming Against the Tide? An Assessment of the Private Sector in the Pacific. Manila.
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8.
The focus areas identified by ADB as central to promoting private sector
development are:












B.

Improving access to finance. Unless investors, entrepreneurs and viable
businesses can be financed, opportunities go to waste and growth potential is
unrealized. Pacific island economies all have underdeveloped financial
markets because of weak institutions.
Reforming outdated business laws and removing regulations that are
compromising investment and business growth. In many cases, business
laws are unsuited to the needs of modern commerce. In many countries,
starting a business involved high costs and long delays, which have an
especially adverse effect on smaller businesses. In addition, overly
burdensome regulations imposed significant costs on business. The result is
small formal sectors, with a large amount of informality, which incurs the
double cost of low productivity and less tax revenue to deliver essential
services, such as health and education.
Enhancing the efficiency of SOEs through governance reforms and, where
feasible, privatization. SOEs, which in many countries provide essential
services such as power generation, water, sewage, and (in some cases)
telecommunications, are inefficient and often run at a loss, which in turn
drains government funds from social services such as health and education.
Promoting public–private partnerships to increase investment and improve
service delivery—the private sector almost always delivers better services at
a lower cost than services provided by government.
Ensuring that Pacific island economies have a well-functioning competition
and regulatory framework. The small size of countries in the region means
that there is often a conflict between promoting competition and obtaining
efficiency gains through economies of scale.
Promoting the economic empowerment of women. Many systemic barriers as
well as cultural attitudes hold women back from realizing their full potential in
the formal sector of economies and contributing to economic growth.

THE BENEFITS OF BUSINESS ENVIRONMENT REFORM

9.
To realize its potential, the private sector requires a business climate that is
conducive to investment and entrepreneurship. Successful business environment
reforms result in:
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more firms entering the formal economy, leading to increased productivity as
a result of better access to the financial system, contracts to supply other,
larger companies, and improved access to government services.
greater investment by firms as a result of an improved legal and regulatory
environment. Change in firm behavior as a result of investment in new
technologies leads to greater productivity which, in turn, increases profitability.
Profitable businesses employ more people.
increased profits for firms (e.g., through the removal of trade barriers or
savings from more efficient licensing and inspections processes). In turn, high
profits lead to more investment.
improvements in firm productivity and firm turnover and profit, which
contribute to aggregate economic growth.
inclusive growth through more and better-paying jobs, and economic
opportunities for women in the formal sector.
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C.

IMPORTANT FACTORS IN PROMOTING BUSINESS ENVIRONMENT REFORM

10.
International Trade. A favorable business environment encourages
international trade in a number of ways. First, it provides for stable and reliable
contracting between those importers and exporters based in Pacific island
economies and those in countries that are selling imports into the islands or
purchasing exports from the islands. Second, it provides financing for both imports
and exports. Third, better infrastructure reduces the costs of trading. Finally,
competition policy prevents the establishment of monopolies in distribution, which
keeps Pacific island economies competitive.
11.
Business Laws. Since the prosperity of Pacific island economies depends on
international trade, firms dealing with many suppliers and customers, and trading at a
distance, cannot rely solely on personalized relationships to underpin their
transactions. Sound business laws that promote trade and investment are needed.
Pacific economies have long suffered from outdated and inappropriate laws and
regulations. In many cases, laws have simply been absent. The key legal areas of
company formation, contracting, dispute resolution, and insolvency present a
common theme in all Pacific countries. They have been largely uncertain and poorly
enforced, increasing risks and transaction costs for business. They have done very
little to provide the legal platform necessary to support a robust and developing
private sector.
12.
The effect of these weak business law frameworks is to encourage economic
activity outside the formal sector. Typically, informal sector businesses are in the
agricultural or fishing sectors, selling their products in markets or at the roadside.
Transactions are usually for cash, and informal activity involves little investment in
either physical or human capital.
13.
In the Pacific, there are many barriers to formality. The main reasons for a
business to become formal are to gain access to finance to support growth, and
access the legal system for entering and enforcing contracts. Neither finance nor the
legal systems are, in practice, accessible for many of the smaller businesses in the
Pacific.
14.
This brings with it heavy costs: informality traps participants in low wage, low
productivity activities. Informality adds to economic distortions as participants do not
adhere to regulations that have public good elements, such as health, safety, and
product standards, and thereby have an advantage over their formal competitors.
They also do not contribute to the functioning of society as well as the norms and
ideals set out in countries’ regulatory frameworks.
15.
Without reform, business formation and licensing is complicated and costly.
This means making the legal system accessible to poorer people, women engaged in
business activity, and residents of remote areas. Examples include:
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enabling businesses to incorporate a company quickly and at a relatively
small cost;



making formality far simpler for small businesses through the introduction of
single shareholder/single director companies;



providing a corporate form for village and community businesses that is easy
to establish and which provides a superior vehicle for the receipt of profits or
revenues from royalties through the establishment of community companies.
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16.
Cofinanced by ADB and the governments of Australia and New Zealand, the
Pacific Private Sector Development Initiative (PSDI) is assisting several Pacific
countries to undertake legal reforms which enable Pacific islanders to more easily
engage in formal economic activity. By September 2013, company law reforms in
Papua New Guinea, Samoa, Solomon Islands, Tonga, and Vanuatu were either in
process or completed. Samoa, PNG and Solomon Islands had installed electronic
company registries, with new electronic registries planned for Tonga and Vanuatu.
17.
The public accessibility of the registries adds a significant degree of
transparency in dealing with corporate entities. Tax officials are able to determine
who are the directors and shareholders of companies and reconcile these with tax
returns. Ombudsmen, organizations such as Transparency International, and the
press can also investigate ownership to ensure that political figures have declared all
their interests in companies that might be awarded government contracts.
18.
Business law reform in Solomon Islands. To date, the most extensive
business law reform has occurred in Solomon Islands, where a new Companies Act
was passed in 2010 and a fully electronic company registry was installed. The new
laws eliminate various barriers to company formation including, for example, the
need to obtain ministerial approvals for company names, the payment of stamp duty,
and the requirement to produce a company seal. The average time taken to form a
company has now been reduced from nearly 3 months to less than 36 hours.
Improvements in the company law framework include the strengthening of
shareholder rights, and more straightforward liquidation and insolvency procedures.
More detail appears in the Country Appendix.
19.
Company registry reform in Samoa: In March 2013, Samoa installed an
electronic companies registry, which is now one of the most modern company
registries in the world. Experience with the registry is still new, but ease of
registration, searchability, and transparency have attracted much praise from the
private sector. New company registrations increased from 76 in 2008, when the
Companies Act commenced, to 206 in 2013 when the electronic registry was
implemented. See the Country Appendix for more detail.
20.
Access to Finance. Effective financial systems are instrumental in
channeling savings to their most productive use. Countries with well-developed
financial systems experience faster growth rates and lower levels of poverty than
those where financial institutions are underdeveloped. There is a substantial body of
empirical evidence documenting the relationship between levels of credit to the
private sector relative to gross domestic product (GDP) and per capita GDP growth.3
21.
Financial markets in the Pacific are generally not well developed. In many
Pacific countries, most people do not have access to even the most basic financial
services. Without access to financial services, businesses cannot grow and people
on low incomes cannot save securely to invest, pay for unexpected expenses, or
move beyond subsistence standards of living.

3

See (i) P. Holden and V. Prokopenko, 2001. Financial Development and Poverty Alleviation: Issues
and Policy Implications for Developing and Transition Countries. IMF Working Paper 01/160:
International Monetary Fund and (ii) M. Ayyagari, A. Demirgic-Kunt, and V. Maksimovic. 2005. How
Important are Financing Constraints? The Role of Finance in the Business Environment: World Bank.
The latter analyzes firm surveys to ascertain the impact of the business environment on growth. They
find that access to finance is one of the most important determinants of the growth rate of firms, along
with crime and political instability.
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22.

Specific factors that reduce access to loan financing in the Pacific include:


inability to pledge both movable property (i.e., assets such as accounts
receivable, inventory, and equipment) and fixed property (i.e., land and
buildings) as collateral for lending. Inability to take collateral increases the
risks of lending and reduces the supply of credit;



ability of larger commercial banks to generate relatively lucrative profits from
foreign exchange transactions, which allows banks to adopt overly cautious
credit risk management policies and forgo lending from credit activities;



misdirected lending and crowding out of commercial lenders by loan
guarantee programs and development banks providing loans on subsidized
terms. These distort financial markets as they fail to take into account the
substantial risk factors involved in such preferential financing;



weak legal systems and enforcement mechanisms;



lack of credit information;



underdeveloped capital markets, and



lack of specialized financial products and services in certain sectors such as
agribusiness.

23.
In the Pacific, PSDI’s analysis of credit constraints for businesses concluded
that one of the most important causes of financial underdevelopment was the
outdated legal system and institutions that seriously inhibit lending, raise the costs of
borrowing, and reduce access to credit, especially for smaller businesses.
24.
As a result, PSDI has supported one of the most extensive collateral reform
programs in the world, aimed at facilitating the use of movable property as security
for loans. Starting with the Federated States of Micronesia in 2006, six Pacific
countries have fully implemented these reforms: Federated States of Micronesia,
Republic of the Marshall Islands (RMI), Palau, Solomon Islands, Tonga and Vanuatu,
with PNG and Samoa on track to complete the reform in 2014.
25.
Results indicate the reforms are having a positive effect on the supply of
credit and loans, with more than 27,000 outstanding secured loans in the region as of
end December 2013. The secured transactions electronic registries are being
actively searched. There have been over 65,000 searches so far, a remarkable
number given the population size of the region.
26.
One main obstacle to increased access to financial services in rural areas has
been the high cost of establishing traditional banking networks versus the relatively
low revenue that low-income and rural customers generate for financial institutions.
Efficient and low-cost approaches to outreach are needed to facilitate the dramatic
increase in service provision that is required. The rapid growth in mobile phone
coverage in the Pacific provides an opportunity to extend financial services to a far
greater portion of the population than previously possible.
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This, combined with the political will to place SOEs on a sustainable financial footing,
has resulted in a dramatic improvement in the portfolio’s return on assets and equity
over the past 4 years. As Chart 2 illustrates, it is possible to achieve substantial
results through determined reform.
32.
There have also been a number of privatizations of SOEs in the region,
including Solomon Islands Printers, Soltai, Home Finance Limited, and Sasape
Marina in Solomon Islands, and Samoa Broadcasting Corporation and SamoaTel in
Samoa. As at first quarter, 2014, a number of countries (including Samoa, Tonga and
Vanuatu) were in the process of preparing several SOEs for privatization.
33.
Public–Private Partnerships (PPPs). PPPs remain a relatively new concept
in the Pacific. Governments have little experience with structuring long-term
contracts for the delivery of infrastructure and related services and, consequently,
investors see the Pacific as high risk. There is no structured process with which
potential PPP projects are identified, developed, and tendered. The result is a
continued focus on traditional public procurement and operation of infrastructure,
typically by SOEs, with resulting lack of maintenance and rapid deterioration. PPPs
offer an opportunity not only to leverage private investment and know-how, but also
to lock in maintenance incentives and reduce the cost of infrastructure on a whole-oflife basis. Procuring PPPs requires a very different process from traditional public
procurement, with an emphasis on outputs rather than inputs. It also generates longterm payment obligations for governments, and contingent liabilities that must be
managed. For these reasons, and possibly the vested interests in the traditional
procurements processes, it has been difficult to create formal PPP frameworks in any
Pacific country.
34.
Progress is being made, however, most notably in Timor-Leste, where a PPP
legal framework is now in place and a new seaport is being developed using a PPP
modality. In PNG, which endorsed a PPP policy in 2008 and finalized a PPP law for
submission to Parliament in 2013, progress has been slower, but substantial
opportunity exists to develop PPPs in the power, transport, water, and health sectors.
In Solomon Islands, there is potential for PPPs in both the power and port sectors. In
other Pacific countries, efforts are being made to identify opportunities for partnering
with the private sector to deliver infrastructure and related services, such as longterm maintenance contracts, and the existence of secured transactions laws is
making it possible for an increasing number of local firms to participate. Across the
Pacific, the private sector continues to be a strong advocate of PPPs as an essential
vehicle for opening up greater market opportunities.
35.
Competition Policy. Competition policy encompasses the range of policies,
laws, regulations, decisions, and governmental actions that aim to promote
competitive behavior between business undertakings and rationally address any
circumstances in which competition might not be efficient or might conflict with other
important social objectives. As such, competition policy forms an important part of
national economic policy and cannot be separated from SOE reform. Competition
policy may advance a variety of objectives, such as:
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ensuring market efficiency;
encouraging entrepreneurship and innovation;
supporting good governance by restricting opportunities for rent-seeking
behavior;
supporting equality of access to economic opportunities, in particular those
controlled by SOEs; and
improving the climate for investment.
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36.
Competition is also a far preferable alternative to price controls, which have
been widely used in many Pacific island economies. Price controls distort domestic
production and fail to increase supply. These then result in raised prices.
37.
However, the relative size of economies in the Pacific implies that some
sectors cannot support many competitors. In some sectors, economic efficiency
dictates that only one or two suppliers serve the domestic market. This does not
mean, however, that competition has a small role to play in Pacific island economies.
On the contrary, it strengthens the case for competition policy and competition law.
Effective competition law deters foreign suppliers that might otherwise attempt to
engage in anti-competitive conduct.
38.
Work has commenced in some Pacific countries and is accelerating given the
increased importance governments are placing on creating competitive economies.
For example:
 a regional diagnostic paper is being prepared which will analyse the current
legal and policy environment and highlight common issues and possible
recommendations for reform;
 a diagnostic and national competition policy has been completed in Samoa
and Cabinet has endorsed the policy. A Competition and Consumer Bill is
currently being drafted;
 a review of the Independent Consumer & Competition Commission Act and
competition policy framework in PNG has commenced;



a diagnostic of the competition policy and law frameworks has commenced in
Tonga and Solomon Islands; and
policy advice is being provided to the Cook Islands on liberalization of the
telecommunications market along with a broader competition policy.

39.
The Role of Women in Economic Development in the Pacific. In much
economic activity in Pacific economies, women are marginalized for reasons that
range from deep-seated cultural practices, to structural factors and legal and
regulatory constraints. For example, in a number of countries women must have
written agreement from a male relative before they can enter into contracts, obtain a
business name, or form a company. This confines many women to the informal
sector, with all the challenges this brings in terms of foregone productivity. Without
investment, productivity and returns to labor are low, which in turn perpetuates
poverty.
40.
Thus, the economic disenfranchising of women results not only in a loss of
social well-being, but carries with it enormous economic costs. Many of the barriers
are systemic and legal and cut across gender—being unable to inexpensively form a
company and engage in contracts harms everybody but, because women are
predominantly engaged in the informal sector, they are especially disadvantaged.
Interventions to improve the business environment should be mindful of these
multiple constraints and incorporate gender analysis to evaluate the impact on
women.
41.
The private sector reforms that have occurred across the region have opened
economic opportunities for women. For example:
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In Samoa and Solomon Islands, it is now easy, quick, and inexpensive to form
single shareholder companies. In the long run, this has strong potential as an
instrument for formalizing women’s business activities.

The role of the private sector in promoting economic growth and reducing poverty in the Indo-Pacific region
Submission 87



In a number of countries innovative initiatives have provided women with the
means to save and to access loans. One such initiative is the use of a mobile
phone-linked bank account that has improved the ability of women to save
money with ease. Women in remote locations are now able to call on these
savings to fund business startups.



Ongoing initiatives such as secured transactions reform and mobile banking
have enabled women to access finance to create and/or expand businesses.



Technology-based financial services provision that has occurred in PNG and
Vanuatu create a safer, more secure way to save and transfer money.
Women are not required to travel to a financial institution with cash, which
places them in greater control of their finances as well as offers the flexibility
of where and when they do their banking.



The reforms of the Companies Acts in Samoa and Solomon Islands have
increased the number of women directors and shareholders in both countries.
Since the Companies Act was passed in Solomon Islands, the number of
women directors has increased by nearly 200 and the number of women
shareholders by over 100, demonstrating that the systemic reforms have
provided greater opportunities for women. This trend appears to be
accelerating. Similarly in Samoa, approximately 32% of directors and 38% of
shareholders are women.

42.
With women representing 40% of the global labour force, the need to target
women’s skills as a means of increasing the productivity of nations is clearer than
ever before. Widespread acknowledgement that such gender mainstreaming efforts
alone may not be sufficient to narrow persistent gender gaps have led to more
directed efforts to accelerate equality. Such efforts include enhancing
womennstreaming efforts alone may not be sufficient to narrow persistent gender
gaps have led to more directed efforts to accelerate equality.assed in Solomon Istechnical skills of rural women to encourage them to start up sustainable business in
the emerging renewable sector, including solar maintenance and repair; and raising
awareness and providing assistance in business registrations processes and
accessing markets for women in the informal sector, so they can grow their
businesses.

D.

LESSONS FROM PRIVATE SECTOR ORIENTED REFORM IN THE PACIFIC

43.
In several Pacific island economies, extensive reform has occurred in a
number of key areas that relate to private sector development. By making business
transactions cheaper and more transparent, the reforms support further opening of
countries to trade and investment which, in turn, promote growth and poverty
alleviation. The reforms that have occurred to date are significant—in some areas
such as secured transactions reform, Pacific island economies have achieved more
than any other region in the world.
44.
While attitudes are changing, a suspicion of the private sector lingers in the
Pacific. This manifests itself in lack of consultation with the private sector, a suspicion
of foreign investors, a belief that government should own substantial portions of
productive assets, and a reluctance to privatize SOEs. While opportunities for PPPs
are opening up, actual implementation is still embryonic in most countries in the
region.
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45.
The private sectors themselves are not above criticism. For too long, many in
Pacific island business communities have relied on special concessions and favors,
and have been protected from competition by formal and informal barriers to trade
and to entry into particular sectors. This, and a lack of know-how from foreign
investors, keeps productivity low and reduces growth rates.
46.
Although economic growth in the region over the past 5 years has been on
par with other parts of the world, it is fragile. Much has been based on natural
resource development. The region remains vulnerable to external shocks and natural
disasters. Too large a proportion of the economies of the region is still in the hands of
the state. Much more needs to be done to generate growth and alleviate poverty.
47.
This submission has pointed to the importance of the private sector in
promoting growth and poverty alleviation in the Pacific region. It noted that there has
been a substantial change in attitude towards private sector development over the
past decade. Consensus has evolved from favoring a state-centric approach to
development coupled with skepticism regarding the role of business in the region to
one in which the private sector is now viewed as being the primary source of growth.
48.
Because of geography and scale, Pacific island economies have natural
disadvantages in that the cost of supplying public goods is high. Furthermore,
prosperity in these countries rests on their contact with the outside world. Trade is a
vital component of efforts to achieve higher standards of living.
49.
These factors all point to the importance of the business environment in
achieving growth and prosperity. Without a sound foundation of business law, access
to finance and financial services, and well-functioning SOEs, achieving prosperity will
prove to be difficult. In this, the experience over the past 6–7 years gives solid
grounds for optimism. Although much remains to be done, there have been
substantial reform achievements in many countries in the region. In particular,
Solomon Islands, often regarded as fragile state, has been a leading reformer and
has reaped the rewards of higher growth. Although caveats apply to the sources of
growth, if these lessons can be taken and converted into further progress, Pacific
island economies can achieve much.
***

Contact:

Andrea C. Iffland, Regional Director
Pacific Liaison and Coordination Office
Asian Development Bank
Level 20, 45 Clarence Street
Sydney, NSW 2000, Australia
Tel:
+612 8270 9444
Email: adbplco@adb.org
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APPENDIX
See attachment:
ADB Pacific Private Sector Development Initiative (PSDI)
Country Activity Updates, May 2014
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Contact:

Andrea C. Iffland, Regional Director
Pacific Liaison and Coordination Office
Asian Development Bank
Level 20, 45 Clarence Street
Sydney, NSW 2000, Australia
Tel:
+612 8270 9444
Email: adbplco@adb.org

