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For some twenty-five years following its postwar emergence as a sub
discipline, the field of development economics virtually ignored the role 
of money and finance in the development process. Influenced, perhaps overly, 
by the Keynesian Revolution of the times, it was believed widely that 'money 
doesn't matter'. For, it was reasoned, a national money supply is easily 
and almost costlessly created, and if finance had any significant role to 
play in the process of industrialisation, then all nations everywhere would 
have been developed long ago. In addition, the historical experience of 
those nations that had developed in the Western mode strongly suggested 
that financial institutions were 'demand-following', meaning that such 
institutions would arise spontaneously in response to a demand for financial 
services in the real sector of the economy (Patrick 1966). 

This view has undergone rapid change in the past few years. 1 While 
no one, of course, would argue that the creation of money and the creation 
of income are equivalent activities, increasingly it is accepted by develop
ment economists that money and financial markets play a significant and 
well -=defined role in the complex process of economic development. Put 
in its most general terms, this role is to facilitate and enhance the trans
fer of assets from net capital surplus units (savers) in the economy to 
those net capital deficit units (investors ) i n the economy offering positive 
returns. 2 For reasons that will be explained later, the saving-investment 
process is very inefficient in the absence of integrated and impersonal 
financial markets. In consequence, the predominant attitude of development 
economists towards finance has shifted from one of demand-following to one 
of 'supply-leading', where the latter concept is meant to indicate the 
creation of financial markets in advance of the demand for them. 
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As a general rule the private sector of an economy either will not 
or cannot supply services for which there is no immediate demand. If the 
supply-leading viewpoint is accepted, therefore, it follows that the creation 
and encouragement of financial markets must be undertaken by the government. 
In common with many other developing economies (see, for example, Coats 
and Khatkhate 1980) this is · the path that the Fiji government has been 
pursuing implicitly 3 for approximately the past three years. A number of 
financial ' markets have been recently initiated in Fiji, and the banking 
system has been extended. Information on these matters has not yet been 
codified,4 however, and one of the major purposes of this paper is to des
cribe these developments. A second purpose is to consider the expansion 
of Fiji I S financial sector within the analytical framework provided by the 
supply-leading theory of development finance. For this latter purpose, 
it will be helpful to begin with a brief statement of the theory. 

THE THEORY OF DEVELOPMENT FINANCE 

Since the appearance of Adam Smith IS Wealth of Nations in 1776, it 
has been recognized that the analytical core of macroeconomic theory is 
the saving-investment process. For new capital formation to occur, a commun
ity must refrain somehow from using all its resources for present consump
tion (savings). Instead, some of these resources (including labour) must 
be devoted to the construction of plant and equipment (investment). From 
this viewpoint, the primary theoretical function of financial markets is 
to transfer the command over resources possessed by economic units whose 
incomes are greater than their consumption desires (savers) to those units 
where the opposite condition prevails (investors). As mentioned in the 
introduction, economists believed until recently that the financial instru
ments necessary to effect this transfer would emerge spontaneously when 
the time was right (Le. demand-following). Considerable experience with 
nations aspiring to more rapid economic development, however, has led many 
economists to the conclusion that an underdeveloped financial sector can 
inhibit severely the flow of savings into the most socially advantageous 
investment projects. 

For savers, a lack of financial markets means that in the early stages 
of economic development, most saving takes the form of commodity hoards 
such as rare gems, precious metals and excess inventories (McKinnon 1973). 
There are a ,number of reasons why this type of saving does not further 
economic development, but the most fundamental is that it combines saving 
and investing into a single act. In consequence, while the saving aspect 
of commodity hoards may entail considerable sacrifice, the investment that 
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ensues is not necessarily (or even usually) the most socially productive 
use of that sacrifice. Financial markets permit the separation of the acts 
of saving and investing by encouraging transferable saving . In this case, 
the command over resources acquired through the initial act of saving can 
be transferred to an investor who is willing to pay for the privilege of 
using those resources . While this does not ensure a meaningful use of the 
resources, it does increase the probability of their productive employment . 

Another aspect of the superiority of financial saving over commodity 
hoards (for development purposes) is that the availability of financial 
assets to savers may actually increase the total amount of saving in an 
economy . Commodities are subject to loss by theft and natural disaster, 
which insured bank accounts are not .S Thus the reduction in risk inherent 
in the simpler types of financial instruments may increase the incentive 
to save. 

On the investment side of the market, it is a common observation that 
in developing economies loan markets are' fragmented'· and 'personal' 
(Galbis 1977) . By fragmented is meant that the loan markets are geograph
ically and functionally separated from one another, so that the supply 

of funds does not flow easily from one district to another, or from one 
type of lending to another . Personal loan markets are organised frequently 
on the basis of factors such as kinship, personal acquaintance with the 
borrower, or reputCltion of the borrower rather than the prospective rate 
of return on the intended use of the funds . 

The difficulty with fragmented and personal loan markets is that they 
provide little or no assurance that high-priority investments are undertaken 
first . A higher-yielding investment opportunity may exist elsewhere in 
the country, or a non-traditional type of investment may promise a greater 
return, but a fragmented and personal market is not capable of moving funds 
into these areas . In contrast, an integrated and impersonal capital market 
greatly increases the likelihood that the community's savings will be put 
to their most productive use. This type of market does this by providing 
a common rate of interest by which all investment projects must be judged , 
irrespective of geography and personality . In other words , an impersonal 
and integrated loan market functions as a relatively efficient, nationwide 
clearing-house for information on investment opportunities . Potential 
investors throughout the country are forced to compete wi th one another 
for the community's limited amount of savings . Theoretically this speeds 
the development process by increasing the likelihood that highly productive 
investments are not overlooked. 
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It seems also to be the case that an integrated loan market permits 

entrepreneurs to " think big" (Patrick 1966) • Virtually by definition , 
a fragmented loan market is incapable of marshalling the savings of many 
small savers into the large amounts frequently needed by modern industrial 
processes . By combining separate markets , an integrated capital market 
permits entrepreneurs to undertake large investments and thereby encourages 
economic development . 

FINANCIAL DEEPENING IN FIJI 

Given the preceding theoretical analysis , it follows that the develop
ment of the financial sector is an important part of the total development 
process. Economists usually further subdivide financial development into 
financial 'deepening' and financial 'broadening' . By the term deepening 
is meant the establishment of a broad array of financia l institutions, 
instruments , and markets (F ry 197B) • Broadening means the encouragement 
of a more frequent use of the simpler financial instruments (e . g . savings 
deposits) by a larger proportion of the population . In very general terms, 
financial broadening can be associated with the benefits to be derived from 
the encouragement of small savers to increase the quantity of their transfer
able savings . Similarly, financial deepening is related largely to the 
establishment of an integrated and impersonal capital market. 

The separation of the .oncepts of financial broadening and deepening 
is, however, largely artificial . It is done primarily for analytical 
and expository purposes . In practice the two concepts are interdependent. 
Thus the broadening of a nation ' s financial system is dependent on the 
existence of a variety of financial markets, some of which bear no direct 
relation to the economic ,development of the real sector of the economy . 
Similarly , the degree of financial specialisation implied by 'the deepening 
process is dependent on as wide a use as possible of financial instruments 
throughout the economy. 

Properly speaking, in Fiji , financial deepening involves the introduc

tion of both institutions and markets into an economy . Fiji's major finan
cial institutions (e . g . the Development Bank and the Provident Fund) are, 
however , long established and well known . What is not so well known is 
that a number of s pecialised financial markets have come into being in Fiji 
in the past three ,years . It i s only thes e markets that will be discussed . 
It should also be mentioned that many of the markets described below were 
either initiated by the Reserve Bank of Fiji or depend in some wayan the 
Reserve Bank in order to f unction . Thus, in common wi th many developing 
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economies, monetary policy is broadly conceived in Fiji, 
the building of the financial infrastructure (see Khatkhate 

and encompasses 
1972) • 

In Fiji, five financial markets have either been established or have 
changed in some significant way since December 1981. A brief discussion 
of each of these markets follows. 
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(a) Treasury bill auction market 

A treasury bill is a short-term (usually three months) obligation 
of a government. The Fiji government began issuing treasury bills 
in 1973. In the beginning, these instruments were offered at 
irregular intervals with a rate of return that was pre-determined 
by the Reserve Bank (then the Central Monetary Authority). In 
March 1982, the Reserve Bank of Fiji initiated an auction market 
in $10,000 treasury bills. Under · this new scheme, tenders for 
the bills are competitive, with successful buyers obliged to pay 
whatever price they bid. By year-end 1983 auctions were being 
held on a regular weekly basis. Probably the main reason for 
the success of this market is that the Reser~e Bank 'makes' a 
secondary market in them in that it offers to buy the bills back 
before maturity if the original buyer wants to cash them in. 
The Reserve Bank will also sell any previously issued treasury 
bills it is holding, which means that bills of shorter than a 
three month maturity may be purchased. Public information is 
not available, but the volume of activity in the secondary market 
is reputed to be substantial relative to the size of other finan
cial markets. 

(b) Promissory note market 

A promissory note is a promise to pay a certain sum of money at 
a fixed future date. Since April 19B2 promissory notes have been 
issued by two quasi-governmental corporations ('statutory bodies' ) 
in Fiji: the Fiji Sugar Corporation and the Fiji Electricity Author
ity. More recently, the Hous ing Authority and the Fiji Development 
Bank have also made use of this market. Promissory notes are 

issued at the convenience of the issuer. The minimum tender is 
$100,000, and maturities range from 28 to 182 days. When an offer
ing is announced, the statutory body specifies the total amount 
it wishes to borrow and the maturities available, but does not 
indicate a preference for maturities. Thus the buyers of these 



notes will submit multiple tenders at different maturities and 

the statutory body is then able to select a combination of 
interest rates and maturities most suitable to its needs . As 
with treasury bills, the Reserve Bank makes a secondary market 
in the promissory notes of the statutory bodies . Additional 
encouragement · has been given to this market by making the pro
missory notes of statutory bodies eligible for inclusion among 
certain liquid assets that banks are legally required to hold . 

(c) Large time deposits 

Like most central banks, the Reserve Bank of Fiji is empowered 
by statute to set the maximum interest rates that banks may pay 
on saving and time deposits. In December 19B1 the Reserve Bank 
eliminated the ceiling rate on large time deposits of commercial 
banks . By ' large ' is meant over $250 , 000 ; by ' time deposit ' 
is meant tha t the deposi tor is not permitted to withdraw the 
deposited money for at least one month . Banks actively compete 
for large time deposits , 
to make short- term loans . 

of large time deposits were 

using the money acquired in this way 
At year-end 19B3 , over $200 million 

outstanding. 

(d) Rediscounting export bills 

An export bill arises in the process of international trade . 
For example , when a Fiji merchant sells goods abroad , these fre
quently are sold ' on credit ', meaning that payment is to be made 
at some future date . The promise-to-pay in such a transaction 
is known as an 'export bill' . Usually it is the case that the 
Fiji merchant will want payment before the due date of the export 
bill, and therefore will 'discount' the bill with his or her bank ; 
that is the bill will be sold to the bank at less than its face 
value. Sometimes the bank , in order to acquire liquid funds , 
will want to sell the export bill before its due date . This is 
known as ' rediscounting' . In June 19B3, the Reserve Bank of Fiji 
accounced that it would stand ready to rediscount those export 
bills (meaning it would buy them from the banks) arising under 
the South Pacific Regional rrade and Economic Cooperation Agree
ment (SPARTECA) . The SPARTECA is an 'arrangement whereby Australia 
and New Zealand grant duty-free access for Pacific Island nations 
t o s pecifie'd markets . fhe purpose of the Reserve Bank in providing 
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the rediscounting facility was to encourage Fiji exporters to 
take advantage of the SPARTECA. The amount of trade falling within 
the SPARTECA ambit is at present slight, although it is expected 
to increase over time. 

(e) Forward exchange market 

Because exchange rates among different countries' currencies fluc
tuate, international traders can find that their profits on a 
business venture have turned to losses. For instance, if a Fiji 
exporter sells goods in Australia with payment to be made in 
Australian dollars in 60 days time and just leaves it at that, 
then he or s he takes the chance that the Fiji dollar may appre
ciate against the Australian dollar during that time and obliterate 
the exporter's profits. One way the exporter can eliminate this 
exchange risk is to enter into an agreement where the Australian 
dollars are sold for a fixed amount of Fiji ddllars, with the 
transaction to take place in 60 days. This is known as a 'forward' 
transaction, and the general market for such transactions is known 
as the 'forward exchange market' • 

In June 19B3, at the same time that it announced it would begin 
rediscounting export bills, the Reserve Bank of Fiji also announced 
that it would offer forward cover on the proceeds of exports aris
ing under the SPARTECA (Fiji 19B3a). The forward exchange is 
available for up to six months into the future, and is offered 
at a concessional rate. Fiji is such a small country that there 
is no private market in its currency, and exchange risk is one 
of the major problems faced by Fiji exporters . The purpose of 
the Reserve Bank's offering this facility is to encourage trade 
under the SPARTECA. 

The five financial markets discussed above illustrate a point ma de 
at the beginning of this section , that the deepening of financial markets 
frequently has only an indirect bearing on economic development in the real 
sector of the economy. Although the relationship is indirect, 

it is no less important than direct development finance. For example, the 
promissory note and large time deposit markets facilitate the movement of 
large sums of money among different sectors of the capital market. In this 
way they help to integrate and depersonalise the capital market: that is 
to say the saver probably will not know, and may be removed many transaction 
sta,ges from the ultimate borrower of his or her funds . The rediscounting 
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of export bills and the offering of forward exchange, although limited 
in scope, have the potential for stimulating Fiji's export industries. 

FINANCIAL BROADENING IN FIJI 

As discussed earlier, financial broadening refers to an increasing 
use of financial instruments by a larger proportion of the population . 
Although the broadening and deepening processes are in practice inter
related, financial broadening is in a sense the more important of the two. 
Its function is to improve the efficiency of the saving-investment mechanism 
at the level of the ordinary citizen and therefore has a more direct bearing 
on the development of the real sector of the economy. ~ 

The 'degree of monetization' of an economy (as broadening is sometimes 
called) is a difficult concept to quantify (Porter 1966). As one paper 
notes, "The terms monetized and non-monetized sectors are caricatures which 
really refer more to transactions than people" (Coats and Khatkhate 
1980 ) . If this is accepted then estimates of 'subsistence agriculture' 
in the national income accounts are of little value as are statistics on 
per capita money supply or the ratio of money to gross domestic product. 
In fact , the most common measure of financial broadening in a country is 
simply the growth in the number of banking offices . The rationale behind 
this measure is that when a geographic area has reached a certain degree 
of 'monetization', the banking system will find it profitable to establish 
outlets there. It should not be inferred, however, that causation runs 
in a single direction; just as a monetized area may cause a new banking 
office to be opened, so the opening of a new banking office may help increase 
the degree of monetiza:ion. As with financial deepening, financial broaden
ing is to some extent subject to a supply-leading development strategy. 

Table 1 shows the growth of banking offices in Fiji from 1976 to 1983. 
8efore discussing this Table, however, it is desirable to give a brief 
description of the banking structure in Fiji. 

There are at present six commercial banks in Fiji, the branch 
operations of five foreign banks, and the National Bank of Fiji (NBF) . 
Each of these banking operations has both branches and agencies . A 'branch' 
is a banking outlet where all the normal business of banking may occur : 
accepting deposits, paying out currency, and making loans . An 'agency' 
is a banking office that accepts deposits and pays out currency only . 

The National Bank of Fiji deserves special mention. It was established 
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as a corrmercial bank in 1976, with capital funds being provided by the 
government. The NBF was formed on the basis of Fiji's postal savings 

system, and was given administrative control over these savings deposits. 
This is the meaning of the column headed 'Postal Savings Agencies I in Table 

1 • 

Table 1. Number of commercial banks, branches, agencies, and postal savings 
agencies in Fiji, 1976-1983. 

YEAR BANKS BRANCHES a AGENCIES TOTAL BRANCHES POSTAL TOTAL BANKING 
& AGENCIES SAVINGS OFFICES 

AGENCIESb 

1976 7 33 34 67 50 117 
1977 6 34 34 68 49 117 
197B 6 31 35 66 51 117 
1979 6 29 39 68 51 119 
1980 6 29 43 72 51 123 
1981 6 29 48 77 39 116 
1982 6 35 44 79 43 122 
1983 6 39 48 87 43 130 

a Includes sub-branches. 

b 
Operated by the National Bank of Fiji. 

Source: Central Monetary Authority of Fiji. Report and Financial Statement, 
31 December 1976 to 31 December 1983. 

Whether or not Table 1 reflects a substantial amount of financial broadening 
in Fiji depends on which column and year are examined. For example, total 
banking offices in Fiji grew from 117 to 130 from 1976 to 1983, an 11 per 
cent increase over a period of eight years, which is not a very rapid growth 
rate. These figures are, however, biased to some extent because of the 
decline in the number of postal savings agencies over this period. This 
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decline has occurred largely because the NBF has located a number of agencies 
in close proximity to the postal operation, making the postal agencies 
redundant. Moreover, postal savings agencies are probably not a very good 
indicator of the growth in financial broadening, since they exist wherever 
a post office exists. More meaningful than total banking offices, therefore, 
is the column headed 'T?tal Branches and Agencies'. This column does indicate 
a fairly rapid spread of the 'banking habit', particularly since 1980. 
During the four year period 1980-1983, the average annual rate of increase 
in banking branches and agencies was 6.5 per cent. 

In the absence of additional data, it is not possible to determine with 
confidence what have been the causes of the recent spurt of growth in banking 
branches and agencies, although it seems likely that the NBF has been a 
signi ficant element in the growth process . The National Bank's statutory 
base directs that the bank be operated in the "National interest", and in 
practice this mandate seems to have been interpreted to include "providing 
additional services and facilities to the benefit of the people of Fiji" 
(F iji 1982) • I t is noteworthy, in this connection, that although the NBF 
is only the third largest bank in Fiji, nevertheless, it has the most 
branches . This would seem to suggest that recent financial broadening in 
Fiji has, to some extent, been supply-leading. 

CONCLUS ION 

The contemporary theory of development finance, and the taxonomy of 
that theory have been summarised in this paper in order to examine the recent 
financial development of Fiji. What seems to emerge most clearly from the 
events described is that the Fiji government has embarked recently on a 
"supply-leading" programme of developing its financial infrastructure. It 

has done this by promoting both financial deepening and financial broadening. 

The main danger in the Supp.l.y-Ieading development strategy is that the 
supply of financial services move too far ahead of the demand for them. 
Supply cannot create demand out of nothing, but only quicken and promote 
a process that would have occurred in any case. Thus the establishment 
of a financial service where there is not even a latent demand, at best 
absorbs resources that could be used more efficiently elsewhere . At worst, 
it can threaten the stability of the entire financial system. 

Fiji appears to have moved circumspectly in its recent deepening and 
broadening progrC'mme . At least this is the inference that one may draw from 
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the fact that the two main instrumentalities of the programme, the Reserve 
Bank and the National Bank, are both statutory corporations. A' statutory 
corporation' in Fiji is a corporation that has been established by the 
government, but which retains a substantive degree of autonomy. Thus the 
Reserve Bank, while answerable ultimately to the Minister of Finance, is 
given considerable latitude in the specific implementation of general govern
mental policies. Similarly, the statutory base of the NBF recognises that 
in the long run its viability depends on its earning a profit (it did for 
the first time only in 1982). The NBF is thus regarded best as a 
'satisficing' institution, rather than either a 'maximizing' one or a public
service institution. That is, the charge given the NBF is to provide addi
tional banking facilitie~ only to the extent it can do so while maintaining 
a satisfactory level of profits. 

The financial development of Fiji is proceeding swiftly. Much remains 
to be done, particularly in the provision of agricultural credit, but to 
date the programme appears to be soundly based in the£Jry and soundly con
structeq in practice. 

NOTES 

2 

Probably the most influential book in changing this view wa s McKinnon, 
R.I. 1973 Money and capital in economic development. Washington : 
The Brookings Institution. 

Borrowing for consumption expenditures is not considered 
In Fiji, bank loans to private individuals (exclusive of 
is an investment) amounted to 6.3 per cent of total 
year-end 1983. Central Monetary Authority of Fiji . 
Financial Statement. 31 December 1983. Table 11(a). 

in this paper . 
housing, which 
bank loans at 

Report and 

The other two major financial institutions in Fiji, the Fiji Development 
Bank and the Fiji National Provident Fund, do not make personal consump
tion loans . Thus, financial intermediation in Fiji i s addressed 
overwhelmingly to directing savings into investment. 

3 The qualifier is necessary, since this is not a stated policy of the 
Fiji government. 
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4 Much of the information on financial markets contained in the second 
part of the paper was acquired through interviews with commercial 
bankers and officers of the Reserve Bank of Fiji. 

5 A high inflation rate and low official rate on deposits will eliminate 
this advantage of bank deposits. There is virtually universal agree
ment among development economists that official interest rates on bank 
deposits should be set high enough to give savers a positive real 
rate of return. See Coats and Khatkhate 19Bo. 

6. For example , the deposits of the NBF are guaranteed by the government, 
a situation that could result in considerable mischief if the broaden
ing process were to move too rapidly. 
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