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Foreword

A robust and vibrant private sector is vital to the Pacific region’s long-term
economic growth and improved quality of life, and is a necessary condition for
sustained poverty reduction. When there is sustained economic growth, per
capita incomes rise, employment is created, and government can access
additional resources through taxation to provide bridging opportunities to
disadvantaged and vulnerable groups who do not benefit immediately. But the
private sector can only flourish and create employment opportunities when
the environment in which it operates is welcoming to business.

The Pacific islands’ natural impediments—such as small market sizes, remoteness,
and susceptibility to natural disasters—do constrain business activity in the
region. However, while not a great deal can be done to escape the costs associated
with these factors, it is possible to create an environment that minimizes the
cost of doing business, and encourages both business dynamism and
entrepreneurship.

Yet, the economic performance of the Pacific has been disappointing over the
recent past decades, despite relatively high public investment rates and generous
external funding that are among the highest per capita in the world. The private
sector in the Pacific is handicapped by common problems including a weak
macroeconomic environment, poor governance, often political instability,
extensive state involvement combined with weak regulation, underdeveloped
financial markets, and a poor legal and investment policy environment for
business.

These factors have created high-cost conditions for business. A combined impact
of these barriers appears to be that rates of return on capital are low throughout
the region. On a net basis, there have been outflows of private capital in many
of the Pacific economies and even though real interest rates are below those in
many developing countries in other parts of the world, many in the formal
private sector maintain that they are still too high to yield an adequate reward
for entrepreneurial effort.

These factors exist in one variant or another in most of the Pacific. A successful
strategy to promote private sector development requires the formulation of
policies that will reduce the high cost and disabling business environment that
currently exists almost throughout the region.
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The Asian Development Bank (ADB) has recently launched an initiative to
gain sharper insights into the underlying issues inhibiting private sector
development in the Pacific. This publication contributes to the discussion by
taking a hard look at the problems, evaluating them against international
experience and best practices, and raising critical issues. Options and potential
solutions to address these are offered to the governments and their development
partners.

The report was prepared by consultants with the Enterprise Research Institute
of Washington DC, under the direction of Winfried Wicklein, Private Sector
Development Specialist, Pacific Department. The project team and ADB are
grateful to the myriad of businesspeople, government officials, and development
practitioners who contributed through their valuable insights.

While this report does not represent the views of ADB, I am pleased to publish
it under the Pacific Studies Series. I trust it will provide interesting, thought-
provoking reading, and stimulate useful discussions toward progress in
developing the private sector in the Pacific.

Jeremy Hovland
Director General
Pacific Department


