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18 August 2005 

Country Update: Fiji 
Fiji economy to slow but diversification of economy will help to lift long-
term growth prospects 

• Real GDP growth for 2005 and 2006 poised to 
slow to 1-1.5% due to falling exports following 
expiry of US quota access under the Multifibre 
agreement and proposed EU sugar reform.  

• However, there is tremendous potential for the 
tourism sector to be an increasingly important 
contributor to economic performance.  

• Inflation is expected to remain contained, 
providing scope for accommodative fiscal and 
monetary policies. 

• We expect the Fiji dollar to ease against the 
US dollar from FJD/USD0.59 currently to 
FJD/USD0.54 by end-2005 and FJD/USD0.52 
by end-2006.  The Fiji dollar is forecast to 
strengthen against the Australian dollar to 
around FJD/AUD0.81 at end-2005 from 
FJD/AUD0.78 currently due to AUD weakness 
and remain steady at around this level in 
2006. 

 
Since the recession in 2000, the Fijian economy 
has enjoyed a period of relatively strong and 
sustained economic expansion, growing at an 
average rate of 3.5% per annum between 2001 
and 2004.  The economy has been assisted by 
favourable global growth, accommodative fiscal 
and monetary policies and a period of domestic 
political stability.   
 
The outlook for 2005 and 2006, however, is for 
growth to slow to around 1-1.5%.  This largely 
reflects the decline in the garment industry 
following the expiry of quota access to the US 
market from January 2005 and the adverse impact 
of the proposed EU reform on the sugar industry.  
Garment exports accounted for around 22% of 
total exports in 2004.  Fiji and many other 
garment producers now face an even more 
challenging environment from competitors like 
China, India and Vietnam.  While the industry also 
relies heavily on duty-free access to the Australian 
and New Zealand markets under the South Pacific 
and Regional Trade Agreement scheme, which has 
been extended to 2011, the expected production 
declines due to the expiry of the US trade quota 
arrangement are likely to force producers to 
review their operations. 
 
Uncertainty about the future of the EU’s sugar 
protocol with the sugar exporting ACP (African, 
Caribbean, Pacific) countries is a major concern for 
the sugar industry.  Sugar exports accounted for 
15% of Fiji’s total exports in 2004 and the EU 
absorbs more than half of Fiji’s annual sugar 
production of around 300,000 tonnes.  The EU has 
proposed a cut in sugar prices starting with a 

5.1% reduction in 2006 and moving to a 39% cut 
within 4 years.  The government is taking steps to 
reform the sugar industry to improve efficiency, lift 
production levels and better cope with EU sugar 
reform but the transition will be difficult. 
 
The tourism sector is, however, expected to 
continue to fare well and is likely to play an 
increasingly important role in supporting economic 
activity over the medium term.  Construction is 
also expected to stay strong but skilled labour 
shortages are likely to limit its pace of expansion. 
 
The chart below illustrates the strength of the 
tourism sector.  Tourist arrivals have grown at a 
rate of 14% per year between 2001 and 2003.  For 
the first 10 months of 2004, visitor arrivals rose by 
17.5% compared with the same period in 2003.  
The average stay remained fairly steady over 
2001-04 at around 9 days.  This year is turning 
out to be another strong year for tourism.  New 
Zealand statistics showed that visitors from New 
Zealand grew by around 14% during the first half 
of the year compared with January-June 2004 and 
Australian data showed an increase in the number 
of Australians visiting Fiji of the order of 18% for 
the same period. 
 

Strong recovery in tourist arrivals 

Short-term overseas visitor arrivals

Source: Fiji Islands Bureau of Statistics
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The outlook for tourist arrivals is bright, 
underpinned by the relatively strong growth 
picture in its main tourist-generating markets.  
The favourable prospects for tourism will be 
enhanced by further infrastructure development.  
Tourism in Fiji will also benefit from being 
considered one of the “safer” tourist destinations 
given concerns over terrorist attacks elsewhere.  
From an operational perspective, however, the 
main challenge for this sector is to address the 
shortage in tourist accommodation.   
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Economic outlook for main tourist-generating 
markets 

Real GDP growth 2004 2005f 2006f 

Australia 3.2 2.1 3.3 
New Zealand 4.8 2.3 2.0 
US 4.2 3.7 3.3 
UK 3.2 2.0 2.3 
Japan 2.6 2.0 1.8 
Source: ANZ Bank 
 
Inflation has been relatively steady despite surging 
oil prices over the past year.  This is partly 
explained by spare capacity in some sectors of the 
economy.  Annual inflation averaged 2.6% during 
the first half of 2005, slightly higher than the same 
period in 2004 (2.5%).  Annual inflation is officially 
forecast to end the year at 4.5% but we expect 
the average for the year to be around 2.8%, 
largely unchanged from 2004.  Price pressures are 
likely to moderate over 2006 due in part to a 
softer oil price outlook.   
 
The budget deficit in 2004 came in at a smaller 
3.3% of GDP compared with the official forecast of 
4.8% of GDP.  The government has forecast a 
deficit of 4.3% of GDP for 2005 but data for the 
first half of 2005 has been more favourable than 
forecast, suggesting that the shortfall will be lower 
than projected.  The government is committed to 
improve the fiscal position over the medium term 
and aims to reduce the deficit to less than 2% of 
GDP by 2007.  It will be difficult, however, to 
tighten fiscal policy amid an economic slowdown.  
Nevertheless, the government’s commitment to lift 
investment spending bodes well for medium term 
growth sustainability.  The ratio of gross 
investment to GDP reached a 17-year high of 17% 
in 2004 although it was below the government’s 
target of 25%. 
 
The Reserve Bank of Fiji has kept the policy 
indicate rate (91-day RBF notes) unchanged at 
1.75% since May 2004 when it lifted the rate by 
50 basis points.  In reviewing the balance of risks, 
interest rates are likely to be kept on hold, but 
with an accommodative bias, given the sharp 
slowing in economic growth against a fairly well-
contained inflation outlook.  
 
Fiji’s trade performance is likely to deteriorate over 
2005 and 2006 due largely to an expected decline 
in exports of garments and sugar.  While demand 
for imported consumer goods may ease as the 
economy slows, imports of investment goods are 
likely to remain steady as infrastructure 
development proceeds.  An increase in tourism 
receipts and remittances from Fijians working 
abroad will help to partly offset the weakness in 

the merchandise trade account but poor export 
prospects over 2005 and 2006 are likely to lead to 
a deterioration in the current account.  Data for 
the first half of 2004 showed that the current 
account reverted to a deficit of 2.1% of GDP after 
registering surpluses in recent years, putting 
pressure on foreign reserves. 
 
The Fiji dollar has depreciated by around 2.5% 
against the US dollar since the start of the year 
(FJD/USD0.59 on 17 August).  It is forecast to 
continue to weaken against the US dollar to 
FJD/USD0.54 by end-2005 and FJD/USD0.52 by 
end-2006 mainly reflecting US dollar strength.  A 
further easing of the Fiji dollar will help support 
exports without posing a threat to inflation. 
Against the Australian dollar, the Fijian currency 
has been fairly stable this year but it is forecast to 
appreciate against the AUD to FJD/AUD0.81 by 
end-2005 (FJD/AUD0.78 on 17 August) as the 
Australian dollar weakens.  We are forecasting the 
Australian dollar to ease to sub-AUD/USD0.70 by 
end-2005 and AUD/USD0.65 by end-2006.  This 
largely reflects falling premium for Australia with 
rates on hold in Australia against further hikes in 
the Fed Funds rate expected over the next six 
months, and a softening in commodity prices.  The 
Fiji dollar is likely to remain steady at around 
FJD/AUD0.80 by end-2006. 
 
On the political front, there has been a period of 
relative political stability since the coup in 2000.  
However, tensions remain between the 
government of Prime Ministry Laisenia Qarase, 
which draws its main support from indigenous 
Fijians, and the opposition Fiji Labour Party, led by 
Mr Mahendra Chaudhry, that draws support 
primarily from the ethnic Indian community.  
General elections are due in September 2006 and 
uncertainty in the run-up to elections could weigh 
on investor sentiment.  
 

Forecast table 

 2004 2005f 2006f 

Real GDP growth (%) 4.1 1.2 1.0 

Inflation (yr av, %) 2.8 2.8 2.3 

Exchange rate (eop) 

USD per FJD 

AUD per FJD 

 

0.608 

0.778 

 

0.54 

0.81 

 

0.52 

0.80 

Sources: Reserve Bank of Fiji, ANZ Bank 
 
Jasmine Robinson 
Senior Economist, International 
18 August 2005 
 
Research can also be viewed on our website: 
http://www.anz.com/go/economics 
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In Australia and the UK, ANZ Investment Bank is a 
business name of Australia and New Zealand Banking 
Group Limited, ABN 11 005 357 522 (“ANZ Bank”), 
which holds an Australian Financial Services licence no. 
234527 and is authorised in the UK by the Financial 
Services Authority (“FSA”).  In New Zealand, ANZ 
Investment Bank is a business name of ANZ National 
Bank Limited WN / 035976 (“ANZ NZ”). 
 
This document is being distributed in the United States 
by ANZ Securities, Inc. (“ANZ S”) (an affiliated 
company of ANZ Bank), which accepts responsibility for 
its content.  Further information on any securities 
referred to herein may be obtained from ANZ S upon 
request.  Any US person(s) receiving this document and 
wishing to effect transactions in any securities referred 
to herein should contact ANZ S, not its affiliates. 
 
This document is being distributed in the United 
Kingdom by ANZ Bank for the information of its market 
counterparties and intermediate customers only.  It is 
not intended for and must not be distributed to private 
customers.  In the UK, ANZ Bank is regulated by the 
FSA.  Nothing here excludes or restricts any duty or 
liability to a customer which ANZ Bank may have under 
the UK Financial Services and Markets Act 2000 or 
under the regulatory system as defined in the Rules of 
the FSA. 

 
This document is issued on the basis that it is only for 
the information of the particular person to whom it is 
provided.  This document may not be reproduced, 
distributed or published by any recipient for any 
purpose.  This document does not take into account 
your personal needs and financial circumstances.  Under 
no circumstances is this document to be used or 
considered as an offer to sell, or a solicitation of an offer 
to buy. 
 
In addition, from time to time ANZ Bank, ANZ NZ, ANZ 
S, their affiliated companies, or their respective 
associates and employees may have an interest in any 
financial products (as defined by the Australian 
Corporations Act 2001), securities or other investments, 
directly or indirectly the subject of this document (and 
may receive commissions or other remuneration in 
relation to the sale of such financial products, securities 
or other investments), or may perform services for, or 
solicit business from, any company the subject of this 
document.  If you have been referred to ANZ Bank, ANZ 
NZ, ANZ S or their affiliated companies by any person, 
that person may receive a benefit in respect of any 
transactions effected on your behalf, details of which 
will be available upon request. 
 
The information herein has been obtained from, and any 
opinions herein are based upon, sources believed 
reliable.  The views expressed in this document 
accurately reflect the author’s personal views, including 
those about any and all of the securities and issuers 
referred to herein.  The author however makes no 
representation as to its accuracy or completeness and 
the information should not be relied upon as such.  All 
opinions and estimates herein reflect the author’s 
judgement on the date of this document and are subject 
to change without notice.  No part of the author's 
compensation was, is or will directly or indirectly relate 
to specific recommendations or views expressed about 
any securities or issuers in this document.  ANZ Bank, 
ANZ NZ, ANZ S, their affiliated companies, their 
respective directors, officers, and employees disclaim 
any responsibility, and shall not be liable, for any loss, 
damage, claim, liability, proceedings, cost or expense 
(“Liability”) arising directly or indirectly (and whether in 
tort (including negligence), contract, equity or 
otherwise) out of or in connection with the contents of 
and/or any omissions from this communication except 
where a Liability is made non-excludable by legislation. 
 
Where the recipient of this publication conducts a 
business, the provisions of the Consumer Guarantees 
Act 1993 (NZ) shall not apply. 
 


