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Foreword

Pacific island countries recognize the importance of robust 

and vibrant private sectors to drive economic growth.  

Where there is sustained economic growth, employment 

is created and per capita incomes rise, giving government 

more resources with which to support the more vulnerable 

and disadvantaged segments of the population. Over the 

past decade, Pacific island governments have introduced 

important policy reforms to improve the environment for 

the private sector. These are beginning to translate into 

increased investment and economic growth, but much 

more needs to be done. 

State-owned enterprises (SOes) continue to play a 

important role in many Pacific island countries. They 

absorb large amounts of scarce capital, on which they 

provide very low returns. While some provide essential 

public services, many others operate as purely commercial 

ventures and crowd out the private sector.  Most have 

performed poorly. Reforming the  SOe sector is vital for 

private sector development, as it will create opportunities 

for private investment, reduce the costs of doing business 

and improve basic services by introducing private sector 

discipline and competitive market pressures into the SOe 

sector. Finding the balance between the roles of the public 

and private sector is the theme of this report. 

The asian development Bank has been working with 

a number of Pacific island countries to reform their 

SOe sectors over the past decade. This study has been 

commissioned to review the SOe performance and reform 

experiences of three of these countries—Fiji, Samoa 

and Tonga—and draw lessons to inform future policy 

action throughout the region.  These three countries are 

considered comparable for the purposes of this study due 

to their long history of SOe reform and broadly similar SOe 

portfolios and legislative frameworks. a core finding of the 

study has been the scale of the economic cost of the SOe 

sector, and the progress that can be made in reforming 

SOes where the political will to do so exists. 

i wish to convey my sincere thanks to the governments of 

Fiji, Samoa and Tonga for their extensive inputs, without 

which this study would not have been possible. i also 

wish to thank the authors of this study (laure darcy, 

christopher Russell, and chris dooley) for their efforts in 

its preparation, and the australian agency for international 

development, which provided cofinancing under the 

Private Sector development initiative.   i trust the study will 

provide thought-provoking reading and stimulate useful 

discussions toward further progress in SOe reforms in  

the Pacific. 

S. Hafeez Rahman  

director general  

Pacific department 



ii

The purpose of this study is to demonstrate the need for 

and benefits from state-owned enterprise (SOe) reform in 

Fiji, Samoa, and Tonga, and to identify successful reform 

strategies to inform future policy action. The study is the 

first comparative analysis of SOe performance among 

these three countries, and was made possible by the active 

collaboration of the governments of Fiji, Samoa, and Tonga. 

While the analysis has focused on three countries that 

are heavily involved in SOe reform and have comparable 

legislative frameworks and SOe portfolios, the core  

lessons from their experience are applicable throughout  

the Pacific Region. 

SOEs place a significant and unsustainable strain on the 

economies of Fiji, Samoa, and Tonga. They absorb large 

amounts of scarce capital on which they provide very 

low returns. SOes often crowd out the private sector and 

absorb funds that could otherwise be invested in social 

sectors such as health and education. From 2002 to 2006, 

SOe portfolios’ average return on equity was -0.7% in Fiji, 

-0.5% in Samoa, and 7.7% in Tonga. in each country, this 

rate is substantially below the profitability target set by 

the government, demonstrating that SOes cannot cover 

their costs of capital. in most cases, these SOes’ poor 

performance is due to weak governance arrangements, 

conflicting mandates, the absence of hard budget 

constraints, and lack of transparency and accountability. 

SOes do not operate with the same efficiency incentives as 

private sector firms; there are few consequences for poor 

financial performance and few rewards for profitability. 

While some SOes in Fiji, Samoa, and Tonga provide core 

public infrastructure services, many others engage in 

purely commercial activities. almost all have performed 

poorly. The purely commercial SOes, which are engaged 

in activities such as banking, shipping, and retail, crowd 

out the private sector. For this reason, as well as their low 

returns, they are a poor use of public funds. continued 

government funding for and ownership of these SOes 

should be questioned. The infrastructure service SOes, 

which have also produced disappointing returns, should 

be restructured to introduce commercial discipline into 

their governance structures and management systems, 

and transparency into the delivery of community service 

obligations. 

While the three countries recognize the need for SOE 

reform, results have been mixed. Progress is correlated 

to each government’s effectiveness in protecting SOEs 

from political influence. This reality underscores both 

the vital nature of political commitment to reform and the 

sensitivities surrounding it. in Pacific island countries, 

political opposition to SOe reform stems from concerns 

about: (i) the potential loss of patronage; (ii) the loss 

of direct control over SOes, which are perceived to be 

important policy implementation tools; (iii) potential job 

losses as SOes are restructured and made more efficient; 

and (iv) forgone revenue streams from privatizing SOes 

which generate a cash surplus. in some cases, opposition 

to SOe reform is also rooted in a distrust of the private 

sector and a belief that in small economies, market forces 

and competition erode consumer welfare rather than 

enhance it.

Samoa has had a history of successful SOe reform and 

privatization, but has recently lost momentum with 

waning political support. The country’s lack of progress in 

implementing the provisions of its excellent SOe legislation 

illustrates this point. Tonga, in contrast, currently enjoys 

strong political commitment to SOe reform at the highest 

levels, resulting in an ambitious SOe rationalization 

Executive Summary

Pacific island countries have 

demonstrated that state-owned 

enterprise reform is both possible  

and desirable.
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program and the adoption of governance practices that 

go beyond the minimum standards prescribed by law. 

Tonga’s SOes have outperformed those of Samoa and Fiji 

for the past 5 years. in Fiji, progress on SOe reforms has 

varied with successive governments and has been largely 

suspended under the current administration. The country 

has made only limited progress in restructuring SOes 

and introducing greater transparency in the management 

of community service obligations. The government 

of Fiji does not impose hard budget constraints on its 

SOes, which continue to generate very low returns. all 

three countries, however, have made notable progress 

introducing competition into sectors previously dominated 

by SOes. This practice has spurred more efficiencies from 

the SOes, most notably in the telecommunications sector.

The most important lessons to be drawn from the SOe 

reform experiences of Fiji, Samoa, and Tonga are: (i) 

political commitment is vital to successful reform, (ii) 

continued financing of poorly performing SOes does not 

restore their profitability, and (iii) the private sector has the 

capacity to invest in SOes and to deliver community service 

obligations. 

The key to successful SOE reform is to infuse SOEs 

with private sector discipline and competitive market 

pressures. This tactic forces SOes to meet their 

costs of capital and divest any activities that are not 

commercially viable. community service obligations, 

which are mandated by the government to fulfill legitimate 

social policy objectives, can and should be delivered 

commercially, where the service provider, which can be an 

SOe, recoups the full cost of service delivery. 

When SOEs remain under public ownership, the 

process of instilling private sector discipline (termed 

“commercialization”) is incremental. Privatization, in 

contrast, is immediate; it relies on a transfer of ownership 

to accelerate, intensify, and lock in the benefits of 

commercialization. decades of international experience 

with SOe reform have shown that privatization is the 

most effective mechanism for bringing about long-term 

improvements in SOe performance. Full privatization, 

however, is not always politically feasible or the most 

suitable reform mechanism, particularly in the absence 

of competition and/or effective regulation. in these cases, 

partial privatization and public–private partnerships can 

help improve SOe performance. 

This study demonstrates the significant economic costs 

incurred by the poor management of SOEs, and the rapid 

progress that can be made in reforming SOEs where 

the political will to do so exists. Pacific island countries 

have demonstrated that SOe reform is both possible and 

desirable. now is the time to facilitate private sector-led 

economic growth by creating investment opportunities; 

redirecting scarce public capital away from SOes and 

toward much needed social services, such as health and 

education; and imposing private sector discipline and 

competitive market pressures on all SOes. 

Rapid progress can be made in 

reforming state-owned enterprises 

where the political will to do so exists. 
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The purpose of this study is to demonstrate the need for 

and benefits from state-owned enterprise (SOe) reform 

in Fiji, Samoa, and Tonga, and to identify successful 

reform strategies to inform future policy action. This 

study looks at the process of reform in these three 

countries, identifies what has or has not worked well, 

and highlights the key elements for successful reform. 

While the primary focus is on the comparative financial 

performance of the three portfolios, the study also looks 

at the empowering legislation, the monitoring framework, 

governance arrangements, and the extent and nature of 

parliamentary oversight. These factors all have an impact 

on the performance of the portfolio, but the momentum 

for reform is largely driven by the resolve of senior policy 

makers and politicians to effect change.

The term “SOe” is used in this study to refer to public 

enterprises, commercial statutory authorities, government 

commercial companies, and public trading bodies that are 

majority-owned by the government.1 With few exceptions 

these entities are corporatized and have a for-profit 

mandate. in the case of Samoa, the Provident Fund and 

two insurance companies, which are classified by the 

government as public trading bodies, are not included in 

the analysis; as mutuals, their shares are owned by their 

contributors, not by the government. a detailed summary 

of the SOes included in the comparative analysis is 

provided in appendix 1. 

The study was prepared with the active support of the 

SOe monitoring agencies in Fiji, Samoa, and Tonga. 

each agency provided audited financial information on 

their SOes and copies of SOe legislation and completed 

a questionnaire broadly describing its SOe monitoring 

practices and governance arrangements. This information 

was then discussed with each agency for further 

clarification before being assessed comparatively across 

the three countries. Fiji, Samoa, and Tonga are considered 

comparable due to their long history of SOe reform and 

broadly similar SOe portfolios and legislative frameworks. 

given the volume and value of the information collected, 

as well as the confidential nature of some of the financial 

data, the report is split into three volumes:

(1) Finding Balance: Making SOEs Work in Fiji, Samoa, 

and Tonga, which focuses on the comparative financial 

performance of the SOe portfolios, the lessons from the 

reform efforts in each country, and approaches to improve 

the effectiveness of future reform measures; 

(2) Comparative Review of the Legal, Governance, and 

Monitoring Frameworks, which provides a detailed 

analysis of the frameworks summarized in volume 1; and 

(3) SOE Portfolio Review, which provides a detailed 

analysis of the financial performance of each country’s 

SOes, and is delivered only to the respective country.

This volume is Finding Balance: Making SOes Work in Fiji, 

Samoa, and Tonga. it includes a set of appendices that 

provide fiscal year (FY) 2006 financial indicators for each 

SOe reviewed as well as a summary of the methodology 

used for the financial analysis. 

Introduction

1 Samoa’s “public beneficial bodies,” which are not-for-profit corporate entities, are not included in this analysis. 
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SOEs	have	a	negative	impact		
on	economic	growth.	

Positive economic growth requires investment in the 

productive sectors of the economy.  in many Pacific island 

countries (Pics), however, this growth is being hindered 

by generally low investment rates and productivity.  While 

it is widely accepted that investment and economic growth 

must be private sector-driven, many Pics continue to 

have large public enterprise sectors that limit private 

investment opportunities.  Fiji, Samoa, and Tonga are no 

exception.  SOes absorb a significant amount of these 

countries’ scarce capital stock, on which they provide very 

low returns. 

While some of these SOes provide essential public services, 

many do not. indeed, many SOes are purely commercial 

undertakings that compete with the private sector, often 

with an unfair advantage due to preferred access to 

markets and discounted capital. in these circumstances, 

the SOes effectively crowd out the private sector. 

Moreover, where inefficient SOes are the sole or dominant 

providers of essential services—such as power, water, 

telecommunications, and transport infrastructure—they 

increase the costs of doing business for all enterprises, 

depressing the country’s competitiveness.2  SOes also 

place upward pressure on tax rates; low returns on SOe 

investments result in lost revenue for the government 

and pressure to compensate through taxation. Finally, 

investing in underperforming SOes has opportunity costs by 

absorbing funds that could be better spent on high-yielding 

social investments, such as health and education.

a. low Returns 

SOEs provide low returns on investment, while absorbing 

a significant amount of scarce capital stock.

in Fiji, Samoa, and Tonga, investment in SOes is 

substantial, representing 16%–25% of total fixed assets in 

the economy in Fiji and 14%–22% in Tonga (in 2006). due 

to limited data availability, a similar calculation cannot 

be made for Samoa, but the size of the SOe sector is 

substantial, with the book value of SOe assets equal to 

67% of gross domestic product (gdP) in FY2006. despite 

these sizeable investments, SOes’ total contribution to 

gdP is very low—2.2% in Fiji, 3.2% in Samoa, and 6.3% 

in Tonga (in 2005)—demonstrating the low productivity 

of SOe assets.3 indeed, every dollar invested in SOes in 

these countries produced substantially less output than 

the same dollar invested in the rest of the economy—11 

times less in Fiji and 3 times less in Tonga. in Samoa, 

the absence of data on fixed capital investment does not 

allow for a similar calculation, but given the size of the 

SOe sector and its poor financial performance, it is likely 

that the productivity figure is more similar to Fiji’s than to 

Tonga’s. These figures are consistent with the SOes’ poor 

financial returns; during the FY2002–FY2006 period, their 

average return on equity (ROe) was -0.7% in Fiji, -0.5% 

I.  How Do State-Owned Enterprises 
Affect the Economy?

SOEs absorb a significant amount of 

scarce capital stock on which they 

provide very low returns. 

2   in the absence of effective regulatory frameworks, monopoly providers have less incentive to operate efficiently; this is true whether they are publicly or privately owned 
3 The level of productivity is defined here as the contribution to gdP per dollar of fixed asset utilized.

Box 1:   How Do State-Owned Enterprises  
Impact Economic Growth?

•  They provide low returns on investment.  State-owned 
enterprises (SOes) absorb a significant amount of scarce 
capital stock, while providing returns below the true cost of 
that capital.

•  They crowd out the private sector.  although private sector 
firms are generally more efficient, SOes often compete on an 
unequal basis, making it difficult for private competitors to 
invest and grow.

•  They create opportunity costs.  SOes absorb government 
funds that could otherwise be spent on vital social sectors 
such as health and education.
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in Samoa, and 7.7% in Tonga.4 By comparison, rates of 

return on private sector investments in these countries 

are far higher—generally over 10%.5 This combination—a 

large share of capital stock invested in SOes and low SOe 

productivity—results in much lower economic growth than 

would otherwise be achievable.

not only are SOe rates of return significantly below those 

of private sector enterprises, they are also well below the 

minimum ROe targets set by each country. in Samoa, the 

Ministry of Finance has set a target ROe of 7% for all of its 

SOes, while the target rate in both Tonga and Fiji is 10%.6 

if the SOes had achieved these government targets, the 

impact on annual economic growth rates may have been as 

high as +2.6% in Fiji, +2.5% in Samoa, and +0.8% in Tonga.7 

if they had met the private sector’s 10%–15% hurdle rate, 

the positive impact would have been even greater. Because 

they absorb so much of the capital invested in their 

countries, SOes’ performance must improve if Fiji, Samoa, 

and Tonga are to achieve sustainable economic growth.

Table 1: Economic Impact Indicators 
estimates for 2006

Fiji Samoa Tonga

SOe proportion of total fixed assets in the economy 16%–25% na 14%–22%

SOe contribution to gdPa 2.2% 3.2% 6.3%

contribution to gdP per $1 of investment in SOes $0.07 $0.06 $0.26

contribution to gdP per $1 of investment in non-SOe sector $0.80 na $0.84

average gdP growth rate for the economy FY2002–2006b 2.7% 3.3% 2.3% 

FY = fiscal year, GDP = gross domestic product, NA = not available, SOE = state-owned enterprise.
a SOE contribution to GDP is calculated by adding the operating profit and the total wage expenditure of the SOE and dividing by the GDP.
b Data is only to 2005 for Fiji.
Source: State-Owned Enterprise Monitoring Unit (Samoa), Ministry of Public Enterprises (Fiji), Ministry of Public Enterprises and Information (Tonga), ADB Key Indicators, ADB 
Staff estimates, Reserve Bank of Fiji, Treasury Department of Samoa, and National Reserve Bank of Tonga.

4  it should be noted that these nominal ROe figures are overstated due to inflation in the three countries. nominal accounting ratios such as ROe are higher in a positive inflation 
environment than their “real” values. The fact that assets (recorded at historical uninflated prices) are understated means that a nominal ROe ratio (profits / [assets–liabilities]) is 
overstated for a given profit. The average annual rate of inflation over the FY2002–2006 period was 4.79% in Fiji, 5.26% in Samoa, and 8.59% in Tonga.

5   These figures are approximate and taken from interviews with banks and chambers of commerce in each country. The average hurdle rate for domestic investors is 10%–15% in 
these countries; foreign investors may require 20%–25%.

6  This is the case for the 15 trading SOes in Samoa, all 12 SOes in Tonga, and the 13 government commercial companies in Fiji. in Tonga, the requirement is set by the monitoring 
agency, not by SOe legislation. The Tonga electric Power Board serves as a regulatory body, so it has not been considered an SOe with a profit target for the purposes of this 
analysis. Fiji’s four commercial statutory authorities and four majority-owned SOes that are not monitored by the Ministry of Public enterprises do not have a profit requirement, nor 
do the eight public beneficial bodies in Samoa. The Samoa national Provident Fund, accident compensation corporation, and Samoa life assurance corporation also have profit 
requirements; they are excluded from this analysis, however, since their equity is owned by their contributors, not by the government.

7  These figures are calculated as the increase in operating surplus required to achieve target ROe for the SOe portfolio divided by the gdP of that country.
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Figure 2: State–Owned Enterprise Return on Equity 2002–2006 
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(Fiji), and Ministry of Public Enterprises and Information (Tonga). 
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I. How Do State-Owned Enterprises Affect the Economy?

B. crowding Out the Private Sector

SOEs crowd out private investment; even though they  

are less efficient than private sector companies, they 

often compete on an unequal basis.

The second major way in which SOes have a negative 

impact on the economy is by crowding out the private 

sector. This effect is particularly pronounced in markets 

where SOes do not have monopoly rights but instead 

compete with private sector companies (or would compete 

if they had not already crowded out the private sector).8 

although private firms are generally more efficient 

(chapter iV), SOes often compete on an unequal basis, 

making it difficult for private sector competitors to invest 

and grow. This distortion is due to:

(i)   Preferred access. SOes often benefit from preferred 

access to government contracts. 

(ii)   Subsidized capital. SOes have subsidized debt and 

equity, making their capital costs lower than those of 

private firms and allowing them to remain marginally 

profitable even though they are less efficient than 

their private competitors.

Subsidized debt, like subsidized equity, creates economic 

distortions. The interest rates SOes pay on their debt are 

substantially below commercial rates and, therefore, lower 

than the private sector’s cost of debt. Often, SOe debt is 

provided directly by the Ministry of Finance, state-owned 

banks, or provident funds under the direction of ministers. 

This practice has a two-fold effect: (i) it allows SOes to 

price their goods and services at levels well below their 

true cost, encouraging waste and over-consumption; 

and (ii) it forces state-owned banks, pension funds, 

and governments to lend money at below-market rates, 

reducing their returns on investment and—in the case of 

pension funds—their returns to beneficiaries.

c. Opportunity costs

Investing in underperforming SOEs has opportunity costs 

by absorbing funds that could generate higher returns 

through more productive activities.

Ongoing investment in underperforming SOes has 

both direct economic costs and opportunity costs. The 

opportunity costs are perhaps most striking when SOe 

investments are compared to the relatively low rates 

of public expenditure flowing into the vital health and 

education sectors in Fiji, Samoa, and Tonga. 

•  SOEs. during FY2002–FY2006, the governments provided 

new funds for underperforming SOes through cash 

transfers, debt forgiveness, and asset donations totaling 

$81 million in Fiji and $43 million in Samoa. There were 

no additional contributions in Tonga. in return, the SOes 

generated losses of $18 million in Fiji and earnings of 

$1 million in Samoa and $21 million in Tonga, falling 

8  The fact that there are no private sector competitors at a particular point in time does not prove that an active private sector would not appear in the absence of an SOe or if the 
competitive playing field was level. a case in point is Tonga Timber limited’s sawmill operations. in 1995, at the time Tonga Timber limited was established, there were four other 
competitors in the sawmill business. Two years later, most private operators were out of business.

Box 2:   Samoa—Crowding Out Private Sector Investment

commercial investments by public enterprises can crowd 
out the private sector. For example, in 2007, the Samoa Ports 
authority provided ST3.7 million to finance the development 
of a commercial yacht marina, a project that is not core to its 
port operations mandate. 

Similarly, its 2007 purchase of a floating restaurant was also 
outside of its core mandate. Such nonessential commercial 
investments should be left to the private sector, which 
could provide the risk capital and subsequently handle the 
commercial management of the facilities.
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Figure 3: Cost of State-Owned Enterprise Debt versus Commercial Debt 
Rate, Fiscal Year 2006  
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well short of their government-targeted returns of 

$298 million (Fiji), $61 million (Samoa), and $27 million 

(Tonga). These earning shortfalls, together with new 

investment in the SOes, totaled $397 million in Fiji, 

$102 million in Samoa, and $6 million in Tonga. 

•  Health and education. during this same period, total 

government expenditures on health and education were 

approximately $919 million in Fiji, $176 million in Samoa, 

and $112 million in Tonga (Figure 4).9

d. Other impacts

The essential role of SOEs in delivering public services  

is overstated.

Many SOes were established to carry out a mix of 

commercial and noncommercial activities (chapter ii), 

including services that the private sector could not or was 

not willing to provide. Often, SOes—particularly those 

engaged in infrastructure and other noncommercial 

activities—were formed by corporatizing government 

departments or agencies previously responsible for 

the services. as corporatized entities, SOes provide 

more transparency in service delivery than traditional 

government structures. This transparency—if 

accompanied by an arms-length relationship with the 

government and a true commercial orientation—leads to 

more efficiency. greater efficiency, in turn, enables SOes 

to make positive contributions to the economy. 

Markets, however, evolve. Just as the trend once moved 

from having government structures deliver core public 

services toward relying on SOes to provide those services, 

countries are now increasingly turning to service 

contracts. This trend toward service contracts (which 

can be delivered by either public or private companies) 

represents an international best practice. among adB’s 

Pacific developing member countries, Fiji and Tonga have 

been early adopters of the practice, having successfully 

tendered out the delivery of transport services to the 

private sector.

Box 3:   Why Have State-Owned Enterprises Generated Such 
Poor Financial Returns?

There are several key reasons for poor state-owned enterprise 
(SOe) performance: poor governance arrangements, conflicting 
mandates, the absence of hard budget constraints, and a lack 
of accountability. in addition, SOes are often subject to political 
interference not faced by private companies, while private 
companies have profit incentives that are lacking in SOes.

although SOes in all three countries are required—either by 
law or by their oversight bodies—to be profitable, incentives to 
do so tend to be weak. There are few consequences for poor 
financial performance and few rewards for profitability.
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Figure 4: Ongoing SOE investment and forgone earnings as proportion of 
health and education expenditure 2002–2006
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Sources: State-Owned Enterprise Monitoring Unit (Samoa), Ministry of Public Enterprises 
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staff estimates. 
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9  approximate government expenditure on health and education during the FY2002–FY2006 period was calculated by summing the data for years for which they were available (Fiji: 
FY2002–FY2003, Samoa: FY2002–FY2006 and Tonga FY2003–FY2005) and extrapolating the missing years using the average run rate as a proportion of total government expenditure 
(Fiji: 24% and Tonga: 58%). 
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 II. Rethinking the Role of State-Owned Enterprises

Some	state-owned	enterprises	(SOEs)	deliver	
core	public	infrastructure	services,	while	
others	engage	in	purely	commercial	activities;	
almost	all	have	performed	poorly.	Governments	
should	develop	tailored	restructuring	plans	to	
maximize	returns	on	all	of	their	SOEs.

in almost all economies, SOes are formed in one of 

two ways: (i) corporatization of an existing entity, or (ii) 

establishment of a new enterprise. The corporatization 

process, which creates an SOe out of a government agency 

or department that previously delivered a service, is 

intended to introduce greater transparency, efficiency, and 

accountability. This method is most often used to establish 

SOes that deliver core public infrastructure services, most 

notably power, water, sanitation, telecommunications, 

broadcasting, postal services, airports, and seaports. 

These SOes often engage in a mix of commercial and 

noncommercial activities, with the latter (which are also 

called “community service obligations” (cSOs) typically 

arising from an obligation to serve remote communities 

with a universal tariff structure. The second method 

(establishment of a new SOe) is used to engage in new 

commercial activities.

a. commercial State-Owned enterprises:  
a Poor Use of Public Funds

Purely commercial SOEs are a poor use of public funds; 

they provide low rates of return while crowding out the 

private sector.

II.  Rethinking the Role of State-Owned 
Enterprises

Table 2: State-Owned Enterprise Performance Indicators Fiji Samoa Tonga

net government contributions (all SOes) FY2002-2006 ($million) 81 43 0

actual earnings (all SOes) FY2002-2006 ($million) -18 1a 21

Target earnings (all SOes) FY2002-2006 ($million) 298 61 27

commercial SOes With  
Polynesian 

airlinesb

Without 
Polynesian 

airlines

commercial SOes (% of total SOe assets 2006) 37.0% 29.0% 28.0% 48.0%

ROe of commercial SOes (FY2002-2006) -1.4% -23.0% -1.7% 9.0%

average actual cost of debt of commercial SOes (FY2002-2006) 4.8% 5.6% 5.0% 6.0%

ROe of commercial SOes adjusted for commercial debt rates (FY2002-2006) -1.8% -32% -8.2% 5.1%

infrastructure Service SOes

infrastructure service SOes  (% of total SOe assets 2006) 63.0% 71.0% 52.0%

ROe of infrastructure service SOes  (FY2002-2006) 0% 3.3% 7.2%

average actual cost of debt of infrastructure service SOes  (FY2002-2006) 5.2% 3.7% 4.9%

ROe of infrastructure service SOes adjusted for commercial debt rates -0.1% 0.5% 6.6%

FY = fiscal year, ROE = return on equity, SOE = state-owned enterprise.
a  In FY2002-2003 earnings were $-8million, with ROEs of -4% and -3.3%. In FY 2004-2006 earnings were $9million with ROEs of 2.2%, 2.1% and 0.4 for an average annual ROE of 

-0.5% and total earnings during FY2002-2006 of $1million.
b  In Samoa, the restructuring of Polynesian Airlines had a material impact on the performance of the group of commercial SOEs over the period analyzed; thus figures are 

provided with and without Polynesian Airlines.
Sources: State-Owned Enterprise Monitoring Unit (Samoa), Ministry of Public Enterprises (Fiji), Ministry of Public Enterprises and Information (Tonga), SOE Annual Reports, 
Reserve Bank of Fiji, Treasury Department of Samoa, National Reserve Bank of Tonga.
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Fiji, 

Samoa, and Tonga have a significant number of SOes 

that are purely commercial undertakings, including 

banks, airlines, shipping companies, retailers, equipment 

suppliers, and food processors.10 almost all of these 

commercial SOes compete against, and thus have the 

potential to crowd out, the private sector. For this reason, 

as well as because of their low rates of return, they 

constitute a poor use of public funds (Table 2). 

commercial SOes represent 37% of total SOe assets in 

Fiji, 29% in Samoa, and 48% in Tonga. during FY2002–

FY2006, their returns on equity averaged -1.4% in Fiji, 

-23% in Samoa, and 9% in Tonga. if these SOes had paid 

commercial, rather than subsidized, rates of interest on 

their debt, their ROe for this same period would have been 

even lower, averaging -1.8%% in Fiji, -32% in Samoa, and 

5.1% in Tonga. in addition, many of these SOes received 

substantial government injections during FY2002–FY2007.11 

in Samoa, six out of the eight commercial SOes received 

a total of $22 million; only one paid dividends to the 

government.12 The result was net government injections 

of $21 million.13 in Fiji, 5 out of the 16 commercial SOes 

received funds totaling $46 million, while only four paid 

dividends (worth $20 million), resulting in net government 

injections of $26 million. in contrast, none of the 12 

commercial SOes in Tonga received material net injections 

in this period, yet they generated earnings of $5 million.

Figure 5: State-Owned Enterprise Portfolio Composition (Percent of Total Assets, Fiscal Year 2006)

Communication

Infrastructure 
Service SOEsPorts/Airports

0

20

40

60

80

100

Utilities

Non-Mutual 
Financial Institutions

Various 
Commercial SOEs

Commercial 
SOEs

Sam
oa

To
nga Fiji

Sources: State-Owned Enterprise Monitoring Unit (Samoa), Ministry of Public Enterprises (Fiji), and Ministry of Public Enterprises and Information (Tonga). 

P
er

ce
nt

ag
e

FY0
2

FY0
3

FY0
4

FY0
5

FY0
6

Figure 6: Commercial State-Owned Enterprise Returns on Equity 
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10  a list of the SOes classified as “commercial” and “infrastructure service” in each country is provided in appendix 1.
11   For many SOes, data are only available for a subset of this 6-year period. The estimates are, therefore, likely to understate the full situation. 
12  For the purposes of this analysis, dividends are considered equivalent to net profit. 
13  Polynesian airlines is excluded from this analysis, since the funds injected into the company during FY2002–FY2007 were designed to support significant restructuring efforts rather 

than to absorb ongoing losses. government support to Polynesian airlines during this period is estimated at $18 million.
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 II. Rethinking the Role of State-Owned Enterprises

B. infrastructure Service State-Owned 
enterprises: disappointing Results

Infrastructure service SOEs have also produced 

disappointing financial results, in part because 

community service obligations are poorly managed. 

SOes formed to deliver core public infrastructure 

services—airports and ports, telecommunications, 

broadcasting, and power and water utilities—represent 

over half of total SOe assets in each of the three countries. 

like commercial SOes, these enterprises have produced 

disappointing financial results; during FY2002–FY2006, 

their returns on equity averaged 0% in Fiji, 3.3% in Samoa, 

and 7.2% in Tonga. Their ROe would have been even lower 

if they had paid commercial, rather than subsidized, rates 

of interest on their debt. Under these conditions, their 

FY2002–FY2006 ROe would have averaged -0.1% in Fiji, 

0.5% in Samoa, and 6.6% in Tonga.

all infrastructure service SOes combine commercial 

and noncommercial activities. Their noncommercial 

activities (also known as cSOs) typically focus either 

on delivering core services to remote populations or on 

providing services at a reduced cost to selected customer 

groups. if properly contracted and funded, the delivery 

of these cSOs should not have an adverse impact on the 

SOes’ profitability. The reality, however, is that cSOs are 

not clearly identified, costed, contracted, or funded. This 

poor cSO management depresses SOes’ profitability, 

contributes to inefficient resource allocation, and impairs 

the government’s ability to assess whether or not the 

cSOs provide value for money. exceptions to this situation 

can be found in Fiji and Tonga, where private providers 

are contracted to provide air and shipping services to 

remote communities. The governments of these countries 

organized competitive tenders and awarded contracts 

to the bidders requiring the lowest subsidies. The 

Box 4:   Are Unfunded Community Service Obligations to Blame for the Poor Financial Performance of State-Owned Enterprises?

The delivery of unfunded community service obligations (cSOs) reduces the profitability of many state-owned enterprises (SOes). 
This study has found, however, that even if SOes received the full payments which they calculated were required to fully fund their 
cSOs, the SOes would still provide returns far below their cost of capital. Samoa’s electric Power corporation is a case in point. in 
fiscal year (FY) 2005, ePc received only 36.0% of its requested funding for cSOs, and it generated a return on equity (ROe) of 0.2%. 
in FY2006, the company received 13% of its request; its ROe was 1%. This analysis shows that, even if the cSOs had been fully 
funded according to the corporation’s own calculation of costs, its ROe would have been only 3.5% in FY2005 and 6.2% in FY2006. The 
corporation would still have been unable to meet the government’s ROe target of 7% or the private sector’s benchmark of 10%–15%.  

in Fiji, airports Fiji limited estimated the 2005 cost of operating its 14 noncommercial airports at $F3.16 million. Had the 
government fully funded this cSO, the company’s ROe would have been 5.1% rather than the 2.3% actually achieved, both of which 
are far below the government’s 10% target for SOe rates of return. Similarly, the Samoa Water authority, which has seen losses 
every year since 2004, would have generated a net loss even if its full estimated cSO costs had been subsidized by the government. 
indeed, in FY2006, when the government paid 106% of the company’s cSO request, the water authority’s rate of return was -2.6%. 

While the methodology for estimating true cSO costs certainly needs to be improved across the Pacific island countries, these 
examples demonstrate that SOes’ poor financial results cannot be fully attributed to unfunded cSOs. They can, however, be 
attributed to politicized decision-making that does not respect commercial objectives, where SOes are directed to engage in 
noncommercial activities outside the formal cSO framework.
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existence of multiple bidders allowed the governments to 

assess the true market cost of providing the services and 

created efficiency incentives for the bidders. Both Fiji and 

Tonga have successfully shifted the provision of air and 

shipping service cSOs from SOes to the private sector. in 

Samoa, a new cSO framework is now in place, which—if 

rigorously implemented—should improve the performance 

of the infrastructure service SOes.

c. is There Still a Role for State-Owned 
enterprises? 

In general, have SOEs fulfilled their original mandates? 

Do they still have a role to play in their economies?

Infrastructure Service SOEs. it can be argued that many of 

the infrastructure service SOes in Fiji, Samoa, and Tonga 

have strayed from their original mandates, diversifying 

into purely commercial activities, often at rates of return 

well below the required risk-adjusted investment rate. 

Others have outlived their original mandates; they no 

longer provide any core public services. The SOes that do 

continue to provide core public infrastructure services, 

on the other hand, are generally fulfilling their mandates, 

although most do so inefficiently.14  These SOes should 

be carefully restructured so that commercial discipline 

can be introduced into their governance structures and 

management systems, and so that incentive mechanisms 

can be established. This process may also require all three 

countries to reform their regulatory frameworks. 

Commercial SOEs. The commercial SOes in Fiji, Samoa, 

and Tonga consistently underperform the private sector. 

The governments’ continued support for and ownership 

of these SOes should be questioned. indeed, in all three 

countries, the commercial SOes’ returns are lower than 

the returns offered by local commercial banks for low-

risk deposits. it could be argued, then, that since these 

SOes are not providing any specific public service or policy 

objective, the government would be better off selling 

them and investing the proceeds in low-risk bank deposits 

or—even better—in high-yielding education and health 

programs. 

14  appendix 1 presents a summary of key financial and efficiency indicators for all SOes in Fiji, Samoa, and Tonga.
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Political	commitment	is	vital	to	successful	
state-owned	enterprise	reform.	Profound	
changes	cannot	take	place	without	it.

SOes in Fiji, Samoa, and Tonga have been performing 

poorly for decades. This trend is unlikely to be reversed 

without a sustained reform program. The governments 

of all three countries have long recognized the need to 

improve the performance of their SOes; since the early 

1980s, successive administrations have launched various 

reform programs. These programs, often supported by 

technical assistance, have focused on strengthening the 

policy, legal, governance, monitoring, and management 

frameworks for SOe operations. The reform programs 

have also supported case-by-case SOe restructuring and 

privatization transactions. Since 1998, a total of 15 SOes 

have been privatized in the three countries, although only 

four of these transactions have transferred a majority of 

shares to private investors.

While progress has been made in each country, the 

pace of reform has varied, depending on the political 

commitment of successive governments. This reality 

underscores both the vital nature of political commitment 

and the sensitivities surrounding SOe reform. Because 

the benefits of SOe reform are often realized only after the 

costs have been incurred, SOe reform can have a political 

cost. in Pacific island counties, political opposition to SOe 

reform stems from concern about: (i) the potential loss of 

patronage; (ii) the loss of direct control over SOes, which 

are perceived to be important policy implementation tools; 

(iii) potential job losses as SOes are restructured and 

made more efficient; and (iv) forgone revenue streams 

from privatizing SOes that generate a cash surplus. in 

some cases, opposition to SOe reform is also rooted in 

a distrust of the private sector and a belief that in small 

economies (such as those in the Pacific), market forces 

and competition erode consumer welfare rather than 

enhance it.

a. Samoa: early Success, lost Momentum

Samoa has a history of successful SOE reforms and 

privatization, but has recently lost momentum as political 

support has waned.

Samoa launched an aggressive SOe reform effort in the 

mid–1980s, which led to the restructuring and divestment 

of 20 loss-making SOes, half of the country’s SOe portfolio 

at the time. While this result is impressive, the process 

took 14 years to complete because limited resources were 

made available for program implementation and because 

the political environment changed frequently during this 

period. continued SOe reforms became a mainstay of the 

government’s economic growth strategies in the 1990s, 

and apparently remain so today. in 2001, the Public Bodies 

(Performance and accountability) act was adopted to 

provide a legal framework for SOes. This act, together 

with the supporting regulations adopted in 2002, not only 

III.  Lessons From State-Owned Enterprise 
Reform: Results Require Resolve

Table 3: Privatization Transactions from 1998 to August 2008 Tonga Samoa Fiji

Total number of privatized state-owned enterprises, of which: 1 12 4

100% owned 2

75% or greater owned 1

greater than 50% owned 1 1

greater than 25% owned 4 2

less than 25% owned 5 1

Sources: State-Owned Enterprise Monitoring Unit (Samoa), Ministry of Public Enterprises (Fiji), and Ministry of Public Enterprises and Information (Tonga). 
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represents a best practice in the Pacific but also improves 

on the new Zealand SOe act on which it is based. 

during 2001–2004, Samoan SOes adopted accounting 

policies based on international accounting standards. 

The country’s cabinet also formally endorsed the Policy 

for SOe Ownership, Performance and divestment, which 

called for the divestment of all SOes not considered 

strategic.15 in March 2004, the cabinet approved a paper 

calling for the immediate privatization of seven SOes, 

three of which were majority state-owned. The government 

completed the divestment of three of the four minority 

holdings over the next 2 years,16 but privatization of 

the three majority-owned SOes has been hampered by 

delays. The cabinet has indefinitely postponed two of the 

transactions, despite the recommendation of privatization 

advisors to proceed. The third majority-owned SOe, Samoa 

Broadcasting corporation, was privatized in 2008. in 2006, 

the government restructured Samoa’s loss-making airline, 

Polynesian airlines, resulting in a joint venture with Virgin 

Blue to operate the airline’s international routes. This 

successful venture illustrates the substantial efficiency 

gains that can come with privatization. in 2008, the 

government began the process of preparing SamoaTel for 

privatization, with corporatization of the postal operations 

and recruitment of specialist advisors to prepare a sales 

strategy for the telecommunications business. This 

transaction is expected to be completed in 2009.

despite achievements such as the Samoa Broadcasting 

corporation transaction and the ongoing restructuring 

of SamoaTel, Samoa’s SOe reform program appears to 

have lost both momentum and political support. The 

SOe Monitoring Unit has planned the next phase of 

divestiture for non-strategic SOes, but it is unclear if these 

divestitures will be endorsed by the cabinet. The country’s 

SOe portfolio continues to perform poorly. There is little 

evidence of a commitment to improve rates of return, and 

the majority of Samoan SOes continue to submit—and 

receive cabinet approval for—corporate plans with 

profitability forecasts well under the government’s 7% 

target rate.

little effort is being made to enforce the 2001 Public 

Bodies act, especially the requirements to: (i) remove 

ministers and public servants from SOe boards; (ii) hold 

SOe management and boards accountable for poor 

performance;17 and (iii) eliminate informal, politically 

mandated cSOs. The government is taking no action to 

restructure or close down chronically loss-making or 

insolvent SOes. Successful implementation of the 2001 

Public Bodies act will ultimately require political support 

from the highest levels of the Samoan government. This 

support has not been manifested.

B. Tonga: Political commitment,  
Successful Reforms

Tonga has demonstrated strong political commitment to 

SOE reform, and has seen corresponding success in its 

privatization and rationalization efforts.

Tonga currently enjoys strong political commitment to 

SOe reform, including commitment at the highest levels 

of government. This support has enabled the Ministry 

of Public enterprises and information to revive and 

accelerate the country’s SOe reform program, which 

Box 5:   Why Should Public Servants and Ministers Be 
Precluded from Serving on State-Owned Enterprise 
Boards

Because it creates conflicts of interest. Public servants and 
ministers are typically very capable administrators who are 
appointed to formulate and implement government policy. 
There are inherent conflicts of interest in marrying this 
oversight role with the management role of a state-owned 
enterprise (SOe) director:

•  Ministers who are both SOe chairs and responsible ministers 
violate a basic principle of good governance: SOe ownership 
functions (as exercised by the responsible or shareholding 
ministry) should be kept separate from SOe management 
functions (as performed by the board of directors). 

•  Senior public servants who serve on an SOe board also 
violate the principle of separate ownership and management, 
particularly if they have any public service responsibility for 
the area in which the SOe operates.

it is impossible for public servants to monitor SOes effectively 
if they report to ministers or more senior public servants who 
serve on the boards of those SOes. 

15  The SOes that are considered strategic in this policy document are: electric Power corporation, Samoa Water authority, Samoa Ports authority, Samoa airports authority, and 
Samoa Shipping corporation.

16  Samoa Breweries limited, national Pacific insurance, and computer Services limited.
17  The Public Bodies act makes it an offense for any minister, board member, or manager to encourage an SOe to operate in a manner not consistent with the principal objective of 

being a successful business.
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began in 2001. although Tonga does not have an SOe 

ownership and divestiture policy, the ministry appears 

to be establishing such a policy through action. The goal 

of the current phase of the program, which began in late 

2007, is to rationalize six SOes by September 2009. Tonga 

is on track to meet this goal: the government’s majority 

stake in leiola duty Free was sold by competitive tender, 

and the other five rationalizations are expected to be 

completed before September 2009. in each case where 

privatization is envisioned as part of the rationalization 

plan, the government has carefully assessed the private 

sector’s capacity to invest in SOe assets. Tonga is currently 

formulating the next phase of the SOe rationalization 

program, which may address the country’s remaining 

seven SOes, and is looking for further opportunities to 

outsource government-provided services. 

Over the last 5 years, Tonga’s SOe portfolio substantially 

outperformed those of Samoa and Fiji. This is particularly 

interesting given that the legal framework within which 

Tonga’s SOes operate is the weakest of the three 

countries. Unlike Samoa’s Public Bodies act, Tonga’s 2002 

SOe act does not require SOes to operate profitably. it 

also provides minimal guidelines on what constitutes good 

governance.18 The Tongan government, however, through 

the Ministry of Public enterprises and information, has 

established a rate of return target of 10% for SOes and 

has set governance guidelines well in excess of the SOe 

act’s minimum requirements. although public servants do 

sit on SOe boards in Tonga, they appear to do so only for 

limited periods of time and for specific purposes. in 2007, 

the cabinet determined that all ministers serving as chairs 

or directors of SOe boards must step down by the end 

of 2008. This politically sensitive decision shows Tonga’s 

strong commitment to SOe reform. The government now 

needs to ensure that its policies are duly implemented.

c. Fiji: Sound Policies, Slow implementation 

Fiji has been generally successful in establishing 

policies and regulations related to SOE reform, but 

implementation has been slow and effectively suspended 

since December 2006. 

The SOe reform program in Fiji has been underway for at 

least two decades, although it was only formalized into 

law when the country’s 1996 Public enterprise act was 

adopted. in that year, the government of Fiji established a 

policy framework for SOe governance, management, and 

privatization. a corporate governance framework followed 

in 2003. in august 2006, the cabinet approved a program to 

accelerate SOe reforms, although implementation of this 

program was suspended with the coup of december 2006. 

While Fiji’s 1996 Public enterprise act is generally sound 

(and more encompassing than Tonga’s SOe act), it 

lacks thorough guidelines on the duties and obligations 

of directors and the basis for their selection. These 

weaknesses are further compounded by the fact that SOes 

still operate under the Fijian companies act of 1984, which 

is quite outdated. a strength is that public servants and 

ministers do not serve as directors on SOe boards in Fiji, 

as they do in Samoa, although public servants do sit as 

observers. SOe board membership in Fiji has been quite 

Box 6:   Polynesian Airlines Turns Subsidies into Profits 

in 2006, Samoa privatized the international operations of 
the 100% state-owned Polynesian airlines by creating a joint 
venture with a private partner, Pacific Blue. Pacific Blue and 
the government of Samoa each hold 49% of shares in the new 
company, PolyBlue. Samoan private investors hold 2%. as a 
majority locally–owned company, the airline maintains Samoa’s 
air traffic rights. PolyBlue is managed by Pacific Blue under an 
agreement that provides for some input from the government.

Since privatization, the cost of flying from australia or new 
Zealand to Samoa has fallen by around 50%, and traffic 
volumes are up, providing a significant boost to tourism. after 
years of subsidizing Polynesian airlines (including $71 million 
in subsidies from 1995 to 2004), the government of Samoa 
now expects an annual dividend of $1.4 million from the new 
company, PolyBlue. The company returned a healthy profit  
of ST9 million ($3.3 million) between October 2005 and 
december 2006. 

The PolyBlue joint venture has involved some short-term costs 
to the government, such as $7 million to cancel the lease on 
an aircraft operated by Polynesian airlines and payments 
for redundancy costs due to restructuring. Some form of 
restructuring was inevitable, however, and—by incurring these 
costs now—the government has stopped the chronic losses from 
Polynesian airlines’ international operations.

Source: Australian Agency for International Development, Pacific Economic  
Survey 2008.

18  The Tongan SOe act does, however, require performance-based contracts for SOe chief executive officers.



12

Making State-Owned enterprises Work in Fiji, Samoa, and Tonga

volatile, however, and the resulting loss of institutional 

knowledge is likely to have dampened the boards’ 

effectiveness.

The number of completed privatizations in Fiji is low, 

and no new privatization pipeline has been developed. 

While the country has led the way in adopting policies and 

rules to support the use of public–private partnerships 

(PPPs), no PPP transactions have been processed 

under the current government. The PPP unit within the 

Ministry of Public enterprises has insufficient resources 

to execute its mandate. While Fiji has also led the way 

in contracting out cSOs to the private sector, no further 

progress has been made since 2006. The Ministry of Public 

enterprises has developed cSO guidelines for SOes, and 

has commenced a process to negotiate cSO contracts 

with the SOes.19 despite this notable progress, a number 

of informal and unfunded cSOs continue to adversely 

affect the performance of Fiji’s SOes.  it should also be 

noted that many of Fiji’s SOes are burdened with excess 

or overvalued assets which were transferred to them upon 

corporatization. Without the freedom to divest of these 

assets and operate the SOes on a fully commercial basis, 

SOe management has not been able to meet profitability 

targets. 

d. competition Spurs Progress

Competition can play a powerful role in improving the 

efficiency and lowering the costs of SOEs, creating 

benefits for both consumers and taxpayers.

in addition to efforts to restructure and privatize SOes, 

Fiji, Samoa, and Tonga have made notable progress in 

introducing competition in sectors previously dominated 

by SOes. These efforts have resulted in dramatic 

improvements in service coverage and substantial 

reductions in cost. For example, by opening the mobile 

telecommunications sectors to competition, Tonga (in 

2002) and Samoa (in 2007) were able to rapidly increase 

coverage and reduce calling costs by 20% to 50% in 

the first year. in 2008, Fiji followed suit and opened its 

mobile telecommunications sector to competition. in the 

power sector, Fiji created competition by allowing private 

providers to generate power independently, while Samoa 

is currently restructuring its power sector to eventually 

allow the same. after the Ministry for Works introduced 

competition for road maintenance services, Samoa saw 

a 400% increase in productivity in a 4-year period. These 

examples illustrate the powerful role competition can play 

in creating efficiency incentives for SOes and, consequently, 

lowering SOes’ cost of doing business.20 competition 

creates welfare benefits for consumers as well as for 

taxpayers, who are the ultimate owners of SOes.

e. lessons From Reform

Seven key lessons emerge from the SOE reform 

experiences in Fiji, Samoa, and Tonga:  

(i)   Political commitment to reform is paramount.

(ii)   legislative and governance frameworks will not 

improve SOe performance unless there is political 

will to enforce them. 

(iii)   Successful SOe reform explores all available 

restructuring mechanisms, including but not 

restricted to privatization.

(iv)   Successful reform programs are driven from within, 

not imposed from outside. 

(v)   competition is a powerful driver for SOe reform.  The 

most efficient SOes are those that compete with the 

private sector on an equal footing.

(vi)   continued financing for poorly performing SOes does 

not result in improved performance unless there is 

substantial restructuring.

(vii)   The private sector is mature enough to invest in 

SOes, and should be given the opportunity to do so.  

By drawing on these lessons and building on previous 

successes, Fiji, Samoa, and Tonga now have an opportunity 

to refocus their SOe reform programs for renewed 

effectiveness.

19  as at november 2008 contracts have been completed with Fiji Post and Fiji Broadcasting and are in process with Fiji electricity authority and airports Fiji limited.
20  This is particularly true where SOes compete on an equal basis with the private sector.
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Iv.  Applying Lessons From State-Owned 
Enterprise Reform: Where To From Here?

Commercialization	and	privatization	should	
be	actively	pursued	to	improve	state-
owned	enterprise	efficiency,	profitability,	
and	accountability.	Competition	should	be	
introduced	wherever	possible	to	sharpen	
performance	incentives.

The key to successful reform is to infuse SOes with private 

sector discipline and competitive market pressures. This 

tactic forces SOes to meet their costs of capital and divest 

any activities that are not commercially viable. When SOes 

remain under public ownership, the process of instilling 

private sector discipline (termed “commercialization”) is 

incremental. Privatization, in contrast, is immediate—it 

relies on a transfer of ownership to accelerate, intensify, 

and lock in the benefits of commercialization. 

The experiences of Fiji, Samoa, Tonga, and other countries 

have shown that competition plays a powerful role in 

creating efficiency incentives for SOes, particularly if the 

SOes operate with the same hard budget constraints 

as private sector firms. For this reason, exposure to 

competition should be an integral part of the SOe reform 

process. Where SOe monopolies exist, governments 

should make every effort to introduce competition in 

selected segments of the SOe’s market or supply chain. 

Where SOes represent natural monopolies—such as ports 

infrastructure—competition can be introduced by tendering 

management or other service contracts. in the case of 

a port, for example, authorities could tender landlord 

management contracts for the port as a whole, as well as 

for selected port services. 

Political commitment is vital to successful SOe reform. 

Where this commitment is weak, some reform measures 

can still take hold, but more profound changes are likely to 

be elusive. Privatization is often more politically risky than 

commercialization, due to concerns about potential job 

losses, loss of patronage, loss of future revenue streams, 

and accusations of underpricing SOes. To secure political 

commitment to SOe reform, senior policy makers need to 

Box 7: Lessons from New Zealand

new Zealand’s experience offers informative lessons. Political 
commitment can stimulate successful state-owned enterprise 
(SOe) reform, and the positive benefits of reform can generate 
self-sustaining momentum. despite this momentum, however, 
there is always a “clawback” risk—a risk that, as time passes, 
wavering political support will lead SOes to slip back into 
focusing on political, rather than commercial, objectives. 

new Zealand’s labour government, elected in July 1984, 
inherited an economy on the verge of fiscal bankruptcy. Within 
the government, a core group of key ministers—supported by 
senior officials within the reserve bank, the treasury, and the 
Prime Minister’s department—realized the need for economic 
reform. These ministers identified solutions and adopted 
a number of new policies, one of which was to corporatize 
and commercialize noncore and predominantly commercial 
activities that were being carried out by the government. This 
initiative established new Zealand’s SOes. 

The 14 SOes corporatized in 1987 achieved some spectacular 
gains in productivity and profitability. Between 1987 and 1990, 
for example, Telecom new Zealand reduced staffing levels by 
47%, increased productivity by 85%, and increased profits by 
300%. new Zealand Railways corporation cut its freight rates 
by 50% in real terms between 1983 and 1990, reduced its staff 
by 60%, and made an operating profit during 1989–1990, the 
first in 6 years. new Zealand Post reduced its workforce by 
30% and increased the rate of next-day delivery within the 
country from 80% to 98%. The coal corporation increased 
productivity by 60% and cut its real prices by 20%. 

Privatization also began in 1987. By mid-1995, a total of 27 
privatizations had raised nZ$13.2 billion in asset sales, freeing 
up much-needed capital. This capital was either reinvested 
back into core government services or used to repay debt. The 
success of the commercialization and privatization initiative 
created momentum that crossed party lines—subsequent 
governments, led by the opposition national party, continued 
the SOe reforms. Only in the last 9 years, as new Zealand’s 
economy has improved and the government has run significant 
successive fiscal surpluses, has the reform process slowed. 
as the fiscal necessity for SOe reform has waned, so too 
has the political commitment, leading to deteriorating SOe 
performance. 
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be convinced that the benefits of SOe reform will outweigh 

the costs, and that the reform process can be successfully 

implemented. in cases where objections to SOe reform 

are rooted in the potential loss of patronage or in political 

ideology, however, cost–benefit analyses are unlikely to be 

persuasive. in these situations, public pressure is likely to 

be more effective; a focused media campaign can inform 

the public about the need for and benefits of SOe reform. 

a. Full Privatization locks in gains

Full privatization has been found to increase business 

efficiency, enhance markets’ competitiveness, and 

improve overall economic welfare.

decades of international experience with SOe reform 

have shown that privatization is the most effective 

mechanism for bringing about long-term improvements 

in SOe performance (Box 10). although some privatization 

transactions have failed in most cases (most notably when 

they have not been properly prepared or when a public 

monopoly has been transferred to a private monopoly 

without any corresponding improvements in the regulatory 

framework), private ownership brings much-needed 

commercial discipline, capital, and expertise, as well as 

access to new markets. 

Privatization locks in the gains achieved through 

commercialization, in contrast to SOes held in continued 

public ownership, which—even after reform—are often 

subject to increasing political interference. Political 

interference makes SOes more likely to undertake 

activities that are not commercially justified and that 

reduce shareholders’ returns. Over time, commercialized 

SOes can again become mechanisms for delivering 

political solutions rather than commercial outcomes. 

This trend can be seen in new Zealand where—despite 

aggressive reform efforts that substantially improved 

efficiency—SOes have met the government’s 10% ROe21  

target in only two of the past seven years (Box 7). in 

smaller economies, including Fiji, Samoa, and Tonga, this 

“clawback” risk is likely to be even greater. Tonga appears 

to be well aware of the risk, and is therefore accelerating 

the rationalization of its SOe portfolio, with privatization as 

an important component.

21  The government of new Zealand sets a capital charge or cost of capital, which has been set at 10% during the period reviewed.

Box 8:  Empirical Evidence of the Benefits of Private Ownership 

Many international studies have shown that state-owned 
enterprises (SOes) do not perform as well as private sector 
companies. a 2004 study by the norwegian institute of 
international affairs, for example, concluded that “using 
return on assets as the measure of performance and carefully 
controlling for market structure and a range of factors that 
may have an impact on company performance, we find that 
the performance of SOes is indeed inferior to that of private 
companies.”a

The same study also concluded that SOes perform badly 
even where they have a favorable market structure and little 
competition. 

empirical evidence demonstrates that privatization improves 
business efficiency, enhances the competitiveness of markets, 
and increases overall economic welfare. in a recent survey, 
20 out of 22 published academic studies on the effects of 
privatization observed that businesses performed better after 
they had been privatized. Ten of the studies compared the 
performance of public and private enterprises operating in the 
same industry; eight concluded that private sector enterprises 
performed better.b The survey also found that privatization 
increased the competitiveness of the markets in which former 
SOes operated, as previously state-subsidized or state-favored 
businesses were forced to succeed (or fail) on their own. 

Three surveys by the Organisation for economic co-Operation 
and developmentc and the World Bankd contain similar findings. 
These surveys, which reviewed over 50 published empirical 
studies examining hundreds of privatizations, showed that

(i)  private firms tend to be more efficient than their state-owned 
counterparts; and

(ii)  privatizing an SOe usually leads to a more efficient enterprise 
and a more open, competitive market (thus benefitting 
consumers, taxpayers, and the economy as a whole).

The evidence does not show that private ownership is always 
more efficient. What it does show is that—on average and over 
time—the private sector is likely to run commercial enterprises 
more efficiently than the public sector.

a  Goldberg, E., L. A. Grunfeld, and G. R. G. Benito. 2004. The Inferior Performance of 
State Owned Enterprises: Is it Due to Ownership or Market Structure? Working paper 
no. 663. Available: http://ssrn.com/abstract=741787

b  Barry, P. 2004. Does Privatisation Work? New Zealand Business Roundtable 5 
(December) 1–5.

c  Gonenc, M., M. Maher, and G. Nicoletti. 2000. The Implementation and the Effects 
of Regulatory Reform: Past Experience and Current Issues. Working paper no. 251. 
Organisation for Economic Co-Operation and Development Economics Department, 
Paris. 

d  Shirley, M. and P. Walsh. 2000. Public versus Private Ownership: The Current State of 
the Debate. Research working paper no. 2420. World Bank, Washington, DC, July.
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as shown by the experiences of Fiji, Samoa, and Tonga, 

privatization transactions are successful when they 

are properly prepared. Proper preparation includes 

prequalifying bidders, making adequate provisions 

for potential employee redundancies, and introducing 

competitive tension in the sales process.22 Where 

privatization involves an effective or natural monopoly, 

regulatory frameworks must provide adequate protection 

for consumers’ interests. 

Fiji, Samoa, and Tonga should consider full privatization 

for all commercial SOes. The infrastructure SOes, in 

contrast, may be better suited for partial privatization or 

for PPPs. cSOs, which are often found in infrastructure 

SOes, can continue to be provided under private ownership 

(as demonstrated in both Fiji and Tonga).

B. Partial Privatization improves Performance

Partial privatization and PPPs infuse private sector 

expertise and investment where public–private risk-

sharing is crucial for success.

When full privatization is not politically feasible or 

desirable, partial privatization can help improve SOe 

performance. One of the most common forms of partial 

privatization is the joint venture, where the public and 

private sectors collaborate in forming a company to 

provide specific services (e.g., PolyBlue in Samoa, which is 

described in Box 6). another option is the PPP, which—in 

certain circumstances—can be more suitable than full 

privatization for attracting private investment. a PPP is not 

a joint venture; it is a shared-risk contract between the 

public and private sectors to deliver a specific output over 

a period of time. 

PPPs have been used extensively throughout the world, 

and increasingly in Pics. PPPs are most commonly used in 

the infrastructure sectors, particularly where large capital 

investments are required to produce a specific output. 

PPPs can take a number of different forms, but the most 

common include: 

•  Service contracts. The private sector provides a service, 

such as road maintenance or transport, for a fee. 

•  Management contracts. The private sector manages, but 

does not own, public assets.

•  concessions. The private sector modernizes public 

assets to deliver a specific output.

•  Build–own–lease or build–operate–transfer. The private 

sector builds a new asset (such as a hospital or power 

generation unit). The asset is then either leased back 

to the public sector (e.g., a hospital) or its output 

(e.g., power) is sold to the public sector or directly to 

consumers. 

Partial privatization concepts are not new to Pics. 

Fiji, for example, has developed PPP guidelines and a 

PPP unit within the Ministry of Public enterprises. it is 

actively looking for PPP opportunities and already has in 

place several build–own–lease contracts for electricity 

generation. Samoa has successfully contracted out 

road maintenance services, which resulted in a 400% 

increase in productivity. The Samoa Water authority has 

successfully managed a build–operate–transfer tender 

for the development of a wastewater treatment facility. 

in Tonga, although no formal PPP program exists, 

the government is conducting an extensive review of 

outsourcing opportunities throughout the public sector, 

including in SOes. 

Fiji, Samoa, and Tonga should actively pursue and 

broaden the PPP efforts already underway, so that 

bankable PPP projects can be implemented and new 

opportunities identified. critical to the success of PPPs 

or joint ventures with SOe participation, however, will be 

robust governance arrangements, full transparency, and 

arms-length relationships with government shareholders. 

These measures will ensure that SOes operate on a fully 

commercial basis.

c. commercialization Provides independence 
and accountability

When privatization is not feasible, increased 

commercialization can infuse an SOE with management 

independence, profit orientation, and accountability.

commercialization provides SOes with operating 

environments and performance incentives similar to those 

of private sector firms, while retaining public ownership. it 

protects SOes from inappropriate political interference and 

ensures that they are fully accountable for their financial 

22  given the small size of these economies, opening up bidding to international investors typically increases the likelihood of a competitive process.
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results. effective commercialization requires shareholding 

ministries to effect the following changes to their SOes:

(i) strengthen corporate governance;

(ii) clarify mandates;

(iii) implement robust frameworks for cSOs; and

(iv) impose hard budget constraints. 

1. Strengthening Corporate Governance 

SOEs should be managed by commercial directors who 

make decisions that are clearly in the best interests of 

the SOE, its owners, and key stakeholders. 

When ministers and public servants serve as SOe 

directors, they face conflicts of interest that impede their 

ability to act in the SOe’s best interest. despite these 

conflicts, however, ministers and public servants continue 

to serve on SOe boards in Samoa, Tonga, and other Pics.23 

This is done both for reasons of patronage and because of 

a widespread belief that there are not enough well-trained 

directors in the private sector. The poor performance of 

SOes in Fiji, Samoa, and Tonga is an indication that the 

current governance arrangements are not working. all 

three countries are making ongoing efforts to provide 

director training, however, which is expanding the pool of 

potential directors. 

Samoa’s SOe legislation sets out excellent governance 

principles that should serve as a model for Pics. The 

performance of Samoa’s SOe portfolio, however, has 

not shown the benefits of this legislative framework, 

for the simple reason that it is not being followed. if Fiji 

and Tonga adopted policies and procedures consistent 

with the Samoan SOe legislation, and if all three 

countries rigorously implemented these policies and 

procedures, their SOe portfolios would show significant 

improvements in financial performance. To strengthen 

corporate governance throughout the SOe sector, 

governments should: (i) appoint independent directors 

who have commercial skills and experience, (ii) introduce 

performance-based contracts for SOe management, and 

(iii) eliminate payments to ex officio directors who serve on 

SOe boards.

2. Clarifying Mandates

SOEs should operate with a consistent commercial 

mandate, free from political interference.

Very few SOes in Fiji, Samoa, and Tonga operate with a 

consistent commercial mandate. even fewer are immune 

from political interference. SOes are often asked to 

deliver conflicting and mutually exclusive outcomes, 

all while operating with layers of political constraints. 

These conditions make it very difficult, if not impossible, 

for SOe managers to achieve performance targets. The 

combination of conflicting objectives and a political 

decision-making environment means that the board and 

management are more likely to take the position of least 

risk when making decisions. in this context, risk is judged 

by political rather than commercial drivers. Management 

will seek to develop and implement strategies that 

appease the political agenda, rather than those that 

promote commercial objectives. The result is poor 

financial performance.

To clarify SOe mandates, governments should: (i) create 

arms-length relationships between the SOes and their 

oversight ministries, (ii) introduce a purchaser and 

provider split for the delivery of government services, 

and (iii) use statements of corporate intent to support 

these arms-length relationships and provide essential 

performance monitoring and accountability tools.24 

3. Implementing Robust Frameworks for Community 

Service Obligations

CSOs should be delivered only on a full cost-recovery 

basis.

SOes in Fiji, Samoa, and Tonga are often charged 

with cSOs, even though they are not adequately 

compensated for the cost of these obligations. This 

practice complicates the SOes’ resource planning and 

distorts their performance incentives. it also distorts the 

government’s ability to calculate the actual cost of the 

cSOs and determine whether the benefits are worth the 

costs. Fiji, Samoa, and Tonga should adopt international 

best practices for managing cSOs, including: (i) rigorously 

identifying, costing, contracting, financing, and monitoring 

23   in Samoa, it is common practice to appoint ministers to SOe boards as chairs, and senior public servants as chairs or directors. For example, out of 24 SOes reviewed, ministers 
chaired 18 boards and senior public servants chaired three. Of the 202 director positions at the 24 SOes, 46 positions were filled by ministry chief executives. in Tonga, ministers 
have elected to step down from SOe boards by the end of 2008.

24   The purchaser/provider split requires the government to establish detailed contracts for the provision of services by its SOes.
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the delivery of cSOs; and (ii) delivering cSOs only on a full 

cost-recovery basis. 

among Pics, Samoa has taken the lead in adopting these 

best practices, having developed new cSO guidelines in 

2007 and mandated that all cSOs be formally negotiated 

between the requesting ministry and the SOe.25 it appears, 

however, that Samoa’s guidelines have not yet been fully 

adopted. Further steps to improve this framework would 

be to: (i) ensure full implementation and compliance; 

(ii) competitively tender for the provision of cSOs, to 

ensure the most value for money; and (iii) strengthen the 

cost–benefit analysis required by the requesting agency. 

implementation of the new cSO guidelines will mean 

that only three SOes will have approved cSOs: electric 

Power corporation, Samoa Broadcasting corporation, 

and Samoa Water authority. all other noncommercial 

services provided by SOes, therefore, will need to be 

discontinued, unless formally approved and financed 

under the guidelines. This should result in the closing of 

noncommercial ports, airports, bank branches, and other 

activities that do not contribute to the SOes’ profitability. 

This rationalization process should also include the 

elimination of excess employment. 

Fiji’s cSO framework is not as robust, but efforts are 

underway to improve the methodologies used to cost the 

largest cSOs, such as electricity generation and distribution. 

even without a robust cSO framework, however, Fiji is 

the first of the Pacific developing member countries to 

effectively outsource cSO provision to the private sector. 

The government has contracted out remote air and shipping 

services to private providers, who bid for the routes in a 

competitive tender. This has significantly reduced the cost of 

service provision and has given the government a market-

based assessment of the cSOs’ true cost.

There are no cSO implementation guidelines in Tonga, 

although efforts are underway to create a formal 

framework. The new framework is expected to be 

implemented over the course of 2009. like Fiji, Tonga 

has competitively tendered the provision of domestic 

air services even though it does not have a formal cSO 

framework in place.

it may take more than one budget cycle to fully implement 

robust cSO frameworks, since governments will need to 

agree upon costing methodologies, develop assessment 

skills, and—where feasible—organize competitive tenders 

for the delivery of the cSOs. Some rationalization costs 

may also be incurred, particularly if there is excess 

employment that is not recognized as a cSO and must 

therefore be discontinued. governments can mitigate 

these displacement costs through measures such as 

Box 9:  Does Political Interference Impact State-Owned 
Enterprise Performance?

Yes. Political interference can make it very difficult for  state-
owned enterprises (SOes) to meet their financial performance 
targets. When SOes are directed by politicians to undertake 
activities that are not commercially viable and are not 
specifically compensated for these activities, their financial 
performance suffers. The portfolios of Fiji, Samoa, and 
Tonga contain many examples of political interference in the 
management decisions of SOes. 

Fiji. as a government commercial company, Rewa Rice 
limited is required to achieve a 10% return on equity, yet the 
government has also mandated that it continue to operate the 
dreketi rice mill to support the local rice farming community, 
without a corresponding  community service obligation 
payment. The mill is not commercially viable and represents a 
drain on the company’s profitability. 

Tonga. The Tongan development Bank is required to achieve a 
target return on equity of 10% while also maintaining a branch 
network that is not commercially sustainable and for which the 
bank does not receive direct compensation. By insisting that 
the bank meet certain political objectives (e.g., serving remote 
communities), the government keeps the institution from 
meeting its financial objectives. 

Samoa. The investment decisions of the  Samoa national 
Provident Fund also appear to be subject to political 
influence. The Samoa national Provident Fund is owned by its 
contributors, although its board is appointed by the government. 
it manages a high-risk, low-return portfolio in which loans to 
local organizations and individuals make up 62% of total assets. 
Many of the SnPF’s borrowers are SOes that are in arrears and 
have demonstrated a limited ability to repay. in recent years, 
the fund’s return on investment assets has averaged 6%–7% 
per year (net of administrative fees). it is likely that the SnPF 
would make different investment decisions and generate higher 
returns if it were managed on a purely commercial basis, with a 
focus on maximizing returns to contributors. 

25   These guidelines elucidate the precise rules in the Samoa Public Bodies act and the regulations dealing with the application and approval process for cSOs.
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redundancy payments and retraining programs, which 

have been successfully used in all three countries.

Over time, cSO reform will result in significant cost 

savings, as governments gain a clearer understanding of 

the costs and benefits of the cSOs and as SOe managers 

gain freedom to pursue their mandates to operate SOes as 

successful businesses.

4. Imposing Hard Budget Constraints

Commercialized SOEs should operate under the same 

hard budget constraints as private sector firms.

Most private businesses have only one chance to achieve 

sustainable profits. Firms that have never made a profit, 

or those whose profit has declined substantially in recent 

years, typically find it impossible to raise funds to maintain 

unprofitable operations. in contrast, the SOe portfolios 

in Fiji, Samoa, and Tonga contain many examples of 

enterprises that have continued to receive government 

support after years of losses or declining profits.26  

Ongoing support for such loss-making SOes creates 

negative performance incentives. 

To impose hard budget constraints on SOes, governments 

will need to: (i) eliminate all subsidized credit, guarantees, 

debt forgiveness, asset donations, and tax exemptions; (ii) 

discontinue unfunded cSOs; and (iii) restructure/divest 

any SOe or SOe business line that does not meet its cost 

of capital. Since most SOes in Fiji, Samoa, and Tonga 

are failing to meet their costs of capital, their respective 

governments should immediately assess their overall 

commercial viability and undertake either substantive 

restructuring or divestiture.

Hard budget constraints benefit most stakeholders: SOe 

managers, who gain the freedom to operate on purely 

commercial terms; taxpayers, who no longer need to prop 

up inefficient SOes; and the private sector, which no longer 

competes against subsidized SOes and faces the prospect 

of being crowded out. if hard budget constraints had been 

imposed on SOes in Fiji, Samoa, and Tonga years ago, 

insolvent SOes would no longer be trading, other low-

return assets would have been divested, and the remaining 

SOes would have been motivated to significantly improve 

their productivity. Over the last 5 years alone, hard budget 

constraints would have freed up to $1.7 billion in public 

funds for health and education.27  

Strengthened governance practices and hard budget 

constraints will increase the transparency and 

independence of SOes, allowing governments to better 

assess SOes’ value and hold them accountable for their 

performance. 

Statements of corporate intent and corporate plans (also 

called “business plans”) should play an important role 

in setting out SOes’ strategies and performance targets. 

contracts for cSOs should ensure that any noncommercial 

activities are undertaken on a full cost-recovery basis. With 

these tools in place, stakeholders will be able to measure 

the performance of SOe boards and management, in 

particular by regularly reviewing financial and non-

financial outcomes against targets. in addition, increased 

Box 10:  Best Practices for Delivering Community Service 
Obligations

international best practice for delivering community service 
obligations (cSOs) is to treat them as commercial activities—
structured with performance incentives and financed on a 
fee-for-service basis. This best practice involves six core 
principles: 

Identify. clearly define the cSO’s planned output or outcome. 
The degree of specification must enable the funder and the 
performance monitoring agency to confirm that they are 
getting what they paid for in terms of volume, quality, and cost.  
Undertake a cost–benefit analysis before granting the cSO 
contract.

Cost. cost the cSO in a manner that considers the true costs 
of delivery. costs should always include the capital cost or the 
cSO provider’s profit margin, to ensure cost neutrality with 
other commercial activities. 

Contract. cover all cSOs by a contract that establishes key 
terms, duration, price, penalties for non-performance, and 
performance measures.

Tender. competitively tender the cSO whenever feasible; this 
will usually result in better prices and higher-quality services.

Monitor. Monitor the delivery of the cSO on an ongoing basis, 
including cost-benefit analyses at regular intervals. 

Finance. Fund the cSO in a manner that creates the greatest 
level of transparency and facilitates competitive tendering.

26   Support has been provided through debt forgiveness, subsidized loans, guarantees, asset donations, and tax exemptions.
27   This figure is composed of the book value of poorly performing SOe assets in FY2002 and the additional contributions made to those SOes over the following 4.5 years
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transparency will enable the government and—more 

importantly—the media and the general public to monitor 

SOe performance. This scrutiny will encourage greater 

accountability of SOes, especially among their key decision 

makers. Regular reporting of SOe performance should, in 

turn, compel governments to restructure or divest SOes 

that cannot cover the cost of their capital. 

Statements of corporate intent, corporate plans, and 

cSO contracts would all enhance SOes’ transparency 

and accountability. another valuable tool would be the 

regular publication of detailed reports of SOe financial 

performance, listing all government and interagency 

transactions with each SOe. These reports would enable 

both the SOe monitoring unit and the public to assess the 

degree to which SOes continue to receive support from the 

government, and the extent to which this support distorts 

the SOes’ true financial performance. This information 

would significantly improve the ability of SOe monitoring 

units to determine which additional reform measures 

would be most effective.

Box 11:  State-Owned Enterprise Subsidies Create Negative 
Performance Incentives

Fiji, Samoa, and Tonga all have poorly performing state-
owned enterprises (SOes) that continue to receive government 
subsidies while failing to achieve their performance targets. 
international evidence suggests that substantial restructuring, 
not further government subsidization, is the only way to place 
these SOes on a sound commercial footing. examples of 
continued funding of SOes without restructuring include:

Fiji. in the 5 years since 2002, Fiji Hardwood corporation 
limited has provided an average return on equity of -2% per 
year, well under the government’s 10% benchmark. despite 
these poor results, government contributions have continued. 
in 2004, a F$15.9 million loan was forgiven; in 2006, the 
company’s return on equity (ROe) dropped to -4.3%.

Samoa. The Public Trust Office has had negative shareholders’ 
equity since at least 2002. during this period, the government 
injected an estimated ST11 million into the enterprise, while 
the office reported continuing losses. 

Tonga. Tonga Timber limited has generated an average ROe of 
3% per year since 2002, falling short of the government’s 10% 
benchmark. during this period, the government has injected 
an estimated T$1.4 million—2.8 times the company’s total 
profits for the period. despite these subsidies, the company’s 
most recent ROe (2006) was only 0.4%.
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v.	Conclusions 

This study has outlined the key elements for successful 

SOe reform in Fiji, Samoa, and Tonga.  SOes absorb 15%–

25% of the scarce capital in their respective economies, yet 

contribute only 2-6% to gdP. due to the continued financial 

support which they receive, SOes often crowd out the 

private sector and serve as a drag on economic growth. 

Reform is essential, and to be sustainable it must target 

the reasons for poor SOe performance, which include 

weak governance arrangements, conflicting mandates, 

the absence of hard budget constraints, and a lack of 

transparency and accountability. 

While Fiji, Samoa, and Tonga recognize the need for 

SOe reform, their implementation experience is mixed. 

This report outlines a range of reform measures which 

can be implemented to infuse SOes with private sector 

discipline and competitive market pressures, ranging from 

incremental commercialization to privatization which can 

accelerate, intensify, and lock in benefits. 

These reforms can be implemented while maintaining 

the government’s commitment to delivering cSOs, indeed 

they are designed to encourage greater efficiencies in cSO 

delivery. 

Pacific island countries have demonstrated that rapid SOe 

reform is possible where the political will to drive it exists. 

now is the time to find an appropriate balance for private 

participation in SOes and make SOes work for the benefit 

of the people of Fiji, Samoa, and Tonga. 
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Appendix 1: State-Owned Enterprise  
Key Performance Indicators

Table A1.1  
Fiji Key Performance Indicators 
(F$‘000, Fiscal Year 2006) 

% State Owned Infrastructure 
Services 

SOEs

Commercial 
SOEs

Return On 
Equity  (ROE)

Total Assets Total 
Revenue

Asset 
Utilization

Total 
Liabilities

Liabilities/ 
Total Assets

Actual 
Interest 

Rate

Adjusted ROE 
(with actual 
interest rate)

Cash Ratio Number  
of Staff

Revenue/ 
Staff

AFL Airports Fiji Limited 100% X 0.6% 178,724 40,959 23% 66,692 37% 6.4% 0.7% 42.9% 469 87

AirPac Air Pacific 51% X 0.0% 33,312 24,317 73% 16,486 49% 7.4% 6.0% 1.8% 771 32

FBCL Fiji Broadcasting 
Corporation Limited

100% X 2.8% 3,706 3,985 108% 1,489 40% 8.2% 2.4% 30.6% 114 35

FEA Fiji Electricity Authority 100% X -3.1% 597,008 168,026 28% 202,911 34% 4.3% -5.3% 3.7% 569 295

FHCL Fiji Hardwood Corporation 
Limited

90% X -4.3% 172,031 9,251 5% 21,496 12% 10.0% -4.5% 23.3% 254 36

FinTel Fiji International Telecoms 
Limited

51% X 0.0% 458 422 92% 346 76% NA 23.2% 63.2% 73 6

FP Fiji Pine 100% X 0.0% 104,580 53,181 51% 57,974 55% 4.2% -15.1% 2.3% 47 1,132

FPCL Fiji Ports Corporation 
Limited

100% X 3.0% 141,560 24,446 17% 65,345 46% 5.4% 1.4% 62.1% 161 152

FPFL Food Processors (Fiji) 
Limited

100% X 2.1% 3,915 2,898 74% 1,906 49% 4.9% -0.7% 0.6% 38 76

FPTCL Fiji Public Trustee 
Corporation Limited

100% X 3.9% 8,862 691 8% 660 7% NA 3.9% 43.2% 21 33

FSC Fiji Sugar Corporation 68% X -6.2% 212,947 236,063 111% 43,065 20% 4.2% -4.3% 37.8% 1,756 134

FSHIL Fiji Ships and Heavy 
Industries

100% X -3.8% 8,361 2,968 36% 1,789 21% 10.4% -4.5% 109.2% 55 54

HA Housing Authority 100% X 4.3% 183,452 20,820 11% 130,548 71% 5.0% -2.1% 169.3% 127 164

PAFCO Pacific Fishing Company 
Limited

100% X 4.9% 33,038 26,432 80% 15,648 47% 7.4% 3.8% 14.4% 746 35

PFL Post Fiji Limited 100% X -14.8% 30,313 35,744 118% 18,521 61% 5.1% -24.9% 29.6% 231 155

PRB Public Rental Board 100% X -3.6% 9,331 4,150 44% 13,949 149% 5.3% NA 25.3% 26 160

RRL Rewa Rice Limited 100% X -1.17% 2,065 668 32% 6,864 332% 0.0% NA 61.7% 17 39

UTO-FML Unit Trust of Fiji 
(Management Limited)

100% X 19.3% 1,681 1,398 83% 956 57% 0.0% 20.4% 42.8% 11 127

VCCL Viti Corps Company 
Limited

100% X 0.0% 5,071 181 4% 0 0% 4.0% -79.6% 1.0% 17 11

YPCL Yaqara Pastoral Company 
Limited

100% X 21.4% 10,601 2,939 28% 483 5% 15.3% 10.0% 309.3% 35 84

Portfolio   -1.8% 1,512,084 504,840 33% 576,313 38% 5.1% -3.1% 47% 5,538 91

NA = not available, ROE = return on equity, SOE = state-owned enterprise. 
Source: Ministry of Public Enterprises, Ministry of Finance.
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Table A1.2 
Samoa Key Performance Indicatorsa 
(ST'000, Fiscal Year 2006) 

Infrastructure 
Services 

SOEs

Commercial 
SOEs

Return On 
Equity (ROE)

Total Assets Total Revenue Asset 
Utilization

Total Liabilities Liabilities/ 
Total Assets

Actual 
Interest Rate

Adjusted ROE  
(with actual 
interest rate)

Cash Ratio # Staff Revenue/
Staff

ASC Agricultural Stores 
Corporation

X -2.8% 7,760 5,004 64% 1,228 16% 14.3% -2.8% 10.6% 41 122

DBS Development Bank of Samoa X 0.4% 96,256 9,087 9% 63,585 66% 4.7% -8.3% 64.5% 104 87

EPC Electric Power Corporation X 1.0% 211,391 66,572 31% 66,621 32% 1.2% -3.1% 43.2% 476 140

PAL Polynesian Airlines X NA 12,793 12,077 94% 25,099 196% 28.9% NA 7.1% 100 121

PTO Public Trust Office X NA 3,508 468 13% 15,366 438% 2.7% NA 323.4% 17 28

SAA Samoa Airport Authority X -6.1% 64,729 9,156 14% 31,259 48% 5.2% -10.4% 28.8% 219 42

TEL Samoa Tel X 10.9% 126,161 52,270 41% 64,454 51% 5.4% 8.3% 53.2% 242 216

SBC Samoa Broadcasting 
Corporation

X -4.5% 3,724 3,149 85% 713 19% NA -4.5% 8.5% 45 70

SHC Samoa Housing Corporation X 1.2% 17,776 1,925 11% 4,361 25% NA -1.3% 18.4% 22 88

SLC Samoa Land Corporation X -2.5% 48,565 4,290 9% 33,767 70% 0.7% -16.7% 115.6% 70 61

SPA Samoa Ports Authority X 0.6% 117,794 10,844 9% 79,260 67% 11.4% 0.5% 54.7% 115 94

SSC Samoa Shipping Corporation X 26.2% 17,638 14,429 82% 9,709 55% 9.0% 18.5% 151.5% 124 116

SSS Samoa Shipping Services X -18.1% 4,946 5,590 NA 3,151 64% 10.3% -20.8% 10.1% 150 37

STEC Samoa Trust Estates Corp X 3.8% 45,166 2,812 6% 1,695 4% 12.4% 2.7% 0.1% 36 78

SWA Samoa Water Authority X -2.6% 98,892 13,210 13% 2,759 3% 149.0% -1.9% 7.4% 153 86

Portfolio  0.4% 877,097 232,749 27% 403,026 46% 4.0% -2.2% 42% 1914 122

NA = not available, ROE = return on equity, SOE = state-owned enterprise. 
a All SOEs listed are 100% state-owned.
Source: State-Owned Enterprise Monitoring Unit, Ministry of Finance. 
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Table A1.3 
Tonga Key Performance Indicators  
(T$ ‘000, Fiscal Year 2006)

% State Owned Infrastructure 
Services SOEs

Commercial 
SOEs

Return On 
Equity (ROE)

Total Assets Total Revenue Asset 
Utilization

Total 
Liabilities

Liabilities/ 
Total Assets

Actual 
Interest Rate

Adjusted ROE  
(with actual 
interest rate)

Cash Ratio

LDF Leiola Duty Free 75% X 12.2% 4,729 4,163 88% 940 23% NA 12.2% 80%

PAT Ports Authority Tonga 100% X 4.6% 20,024 5,836 29% 7,085 121% 6.2% 3.9% 17%

SCPL Shipping Corporation of Polynesia 100% X 11.2% 3,193 1,258 39% 314 25% 0.0% 11.3% 171%

TBC Tonga Broadcasting Commission (2005) 100% X 282.2%a 1,508 1,502 100% 976 65% 0.0% 196.1% 0%

TCC Tonga Communication Corporation 100% X 14.2% 53,564 25,969 48% 13,386 52% 0.0% 13.2% 104%

TDB Tonga Development Bank 100% X 7.0% 60,023 8,808 15% 36,045 409% 7.2% 4.3% 114%

TIL Tonga Investment Ltd 100% X -3.1% 7,268 4,770 66% 1,262 26% 2.2% 3.2% 21%

TML Tonga Market Limited 100% X 26.9% 4,138 736 18% 3,006 409% 1.0% -1.0% NA

TMPL Tonga Machinery Pool Limited 100% X -4.8% 678 324 48% 86 27% NA -4.8% NA

TPL Tonga Print Limited 100% X 2.1% 1,549 800 52% 190 24% NA 2.0% 195%

TTL Tonga Timber Limited 100% X 0.4% 5,375 2,142 40% 1,016 47% NA 0.4% 11%

TWB Tonga Water Board 100% X -0.7% 21,419 3,736 17% 819 22% NA -0.8% 34%

Portfolio          7.4% 183,467 58,542 33% 65,124 108% 5.4% 6.5% 93%

NA = not available, ROE = return on equity, SOE = state-owned enterprise.
a The most recent financial statements available for the Tonga Broadcasting Corporation are for fiscal year 2005. In that year, the reported ROE was 282%, which is a profit of T$1,502,000 divided by 
shareholders’ equity of T$532,000. Previous profits were lower or negative, and shareholders’ equity higher, showing prior year returns of -32%, +10.6%, and -6.7% respectively, the average of which is 
-9.4%. The 2005 ROE can, therefore, be seen as an anomaly.
Source: Ministry of Public Enterprises and Information.
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Appendix 2: Notes on Methodology

Selection of State-Owned Enterprises. The financial 

analysis has focused on for-profit state-owned enterprises 

(SOes) within the respective portfolios. in Fiji, there are 

two SOes that are not-for-profit but whose functions 

are similar to commercial SOes in the other portfolios; 

therefore, they are included in the analysis for comparative 

purposes.28 The other two not-for-profit SOes in Fiji have 

been excluded from the financial analysis.29 all not-for-

profit SOes in Samoa are likewise excluded. in Samoa, 

the Samoa national Provident Fund and two insurance 

companies, which are classified by the government as 

public trading bodies, are not included in the analysis, 

since their shares are owned by their contributors, not 

by the government. in Tonga, where there is no formal 

distinction between for-profit and not-for-profit SOes, 

the Tonga electric Power Board, which is effectively a 

regulator, has also been excluded. Therefore, in this 

report, unless the context otherwise requires, the terms 

“SOe portfolio” and “trading SOes” relate to for-profit 

SOes only.30

There are also some SOes that are minority-owned 

within the respective portfolios, however, these have 

been excluded as they are not effectively controlled by the 

governments, and the scope of this report is to assess the 

impact of government control on SOes. Where SOe are 

majority but not 100% owned, they have been included in 

the report, and where consolidated financial results are 

presented, portfolio financial results are calculated as the 

simple proportional addition of each SOe in the portfolio.

Source data. The source data for the financial analysis are 

primarily the audited financial statements of each SOe, 

as provided by the SOe monitoring units of each country, 

augmented by quarterly reports where audited financial 

statements were not available. no adjustments have been 

made to the financial statements, but some line items have 

been reclassified to provide a finer distinction between 

core, noncore, and extraordinary items. Where SOes are 

reporting on different financial years (for example, one 

SOe in the portfolio has a year end in September and the 

rest are in december) then these were simply summed on 

a calendar year basis. Thus, portfolio results for fiscal year 

2004 include financial results summed for all SOes with 

any financial year end occurring in calendar 2004.

currency conversion (to US dollars) was performed using 

mid-market rates from the Xe website.31 

 

28  These are the Fiji electricity authority and Housing authority.
29  Public Rental Board and Meat industry Board
30  There are 18 for-profit SOes in Samoa (including 3 mutuals), 12 in Tonga, and 19 in Fiji (including the Fiji electricity authority and Housing authority, which are not for-profit but 

included for comparative purposes).
31  Xe. www.xe.com (accessed 18 July 2008).
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Making State-Owned enterprises Work in Fiji, Samoa, and Tonga

Finding Balance: Making State-Owned Enterprises Work in Fiji, Samoa, and Tonga  

State-owned enterprises (SOes) place a significant and unsustainable strain on the economies of 
Fiji, Samoa, and Tonga. They absorb large amounts of scarce capital on which they provide very low 
returns. This study reveals the core levers of SOe reform and the rapid progress that can be made in 
implementing them where the political will to do so exists. While the study focuses on three countries 
that are heavily involved in SOe reform and have broadly similar SOe portfolios and legislative 
frameworks, the core lessons from their experience are applicable throughout the Pacific region.   
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