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REPUEBL (C OF KIRIBATI
REPORT ON OPPTRTUNITIES IN PRIVATIZATION
OF STATE OWNED ENTERPRISZES AND PRIVATE SECTOR DEVELOPMENT.

TE KATELl NI KIRIBATI

CHAPTER 1: EXECUTIVE SUMMARY

1. The GOK submitted a reqQquest for privatization assistance to

the USAID regicnal office N Suva which resuited 'n a task
assignment approved by AI!D/PRE. A two-person team fielded by the
Center for Privatization through Iinternationat Phoen i x

Corporation departed icr Kiribat:s via Suva on September 7, 1987,
The task assignment called for the team to assess prospects for
privatization of a list of 12 state owned enterprises, during &
two week period.

1.2. The Republiic of Kiribat, formerly Gilbert Islands, 15 a
group of 33 istands, totailing 260 square miles in area, spread
over some two million square miles of Pacitic Ocean, forty
percent (25,000) of the Kiribat: population live 1n the capital
city of Tarawa. The rematinder of the total 60,000 people mostiy
a2perate within a subsistence economy, living primarily on food
from the sea and a small range of plants. Kiribat: attained

rndependence from Britasin In 1979, when exports of phosphates, up
to 45 percent of GOP In Prior years, stopped due to deplietion.

1.3. in the British colonial administration from 1892 to 1979
government monopolies together with administratively sanctioned
private sector oligopolies dominated economi ¢ activities. The
British Phosphate Commission tn particular dominated the nation's
economy . Since independence 1n 1979 ‘*he GOK, 1n order to ensure
long term capital formation, and an orderly supply of goods and
services, established a large number of state owned entities,
some of which were mod:fied versions of pre-independence
entities.

1.4, The GOK has exprecssed considerable tnterest in divesting
state-owned enterprises and n creating a vigorous pr:vate
sector . GOK interest in privatization 1S closely related to
budgetary and frscal constraints, As expressed in the 1987 - 91
National Development Plan, the loss of receipts from phosphate
taxes transformed the Government recurrent budget from
sudstantial surpiuses to a deficit which had ta be financed by
budgetary aid. Deficits In current account were partly avoided
by extra budgetary support only wuntil 1985 . Thus, the country

faces an insufficirency of i1nternal domes'ic revenue to
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finance the recurrent budyget . Furthermore, a phasing out of
extra-budgetary support has placed an additional burden on the
GOK to reduce public spending. Finally, the reducticn 1n extra-
buogqgetary support and fatl In internal sources of revenue,
Coupled with an an-goinrng policy of expenditure restrasnt, exert a
dampening effect on taxable activities and employment . In view
of these factors, the GOK has decided to reduce government
expenditures and create new private enterprises, rncomes and tax

revenues through a program of privatization.

1.5. The mission was requested to rank a selact group of 12 state

owned enterprises 1dentified by the GOK. Cur prioraitrzation was
based on two broad criteriac: first, we considered the GOK's
Interest 1n reducting public spending and creating new private
sector activities eventually leading to tncreases 1n taxable
revenues,;, second, we considered the technical feasibility of
privatization from a standpoint of legal, financial/economic,
commercial and politicat constraints. Moreover, some
enterprises, due to jeridical organization, constraints ot s
finances, and commercial character, can be more easily and
Quickly divested than others. A full analysis appears in Chapter
8. We determined that Priority One Group enterprises can be
privatized within an operational peri1od of less than one year:
Prioraty Two Group enterprises within one to two years,:

Priority Three Group enterprises within two to four years; and
Priority Four Group enterprises within a long term period of four
to e1ght years. In instances where divestiture 1s i1nappropriate,
other approaches are reccmmended . The Ranking ot these 12
enterprises 13 as follows:

. Priority One Group

DBK

1 Abamakoro Trading Company, Ltd.

2. Atoll Motor and Marine Services, Ltd.
3. Otintaa: Hotel

Ministry of Finance
4. Government Supply Division

Ministry of Transport and Communications
5. Government Philatelic Bureau

Minist-ry of Home Affairs and Decentralization
6. Government Printing Office

P, Praiority Two Group

Ministry of Works and Enerqy

7. Government Plant and Vehicle Unit
Ministry of Transport and Communications
8. Shipyard
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11, Priority Threa Group

Ministry of Works and Energy

9. Public Works Department
Ministry of Finance

10. Kiribat: Insurance Corporation

V. Priority Four Group

Ministry of Transport and Communications
11. Shipping Corporation of Kiritbati
Ministry ot Works and Energy

12. Public Utitrties Board

The GOK has expressed keen Interest in the privatization
assessment and prroritization of enterprises {(see Appendix 4).

1. 6. To carvy out a privatization program encompassing these and

other state owned enterprises rn Kiribati; 1t will be necessary
to establish strategies, polices and an tnstitutional framewcrk
for privatization, ¥Y'2z., a Bureau for Privatization and Private
Secior Promotion (BPAPSP) under the office of the President of
the Republic. The 1nitiral stagye i1n the establishment of a Bureau
would be formatton of a Presidential Task Force. The Task Force
should be Chasred by the Minister of Finance and Vice President .
The Task Force would consist of two units, one unit would be
staffed by a4 full-time i-Kiribat: professiona! and a secretary .
The professional would be assisted by one long terin, expa‘triate
advisor, and occasional short term advisors. The second unt
would be an advisory Board mede up of other ministers or
desianees, the managers of the DBK, the Bank of Kiribats and The
Attorney General . The Presidential Task Force would undertake
three paralle) activities at 1ts inception: (1) Gen=arate iocal
and donor support for the task force to be transformed rnto a

permanent Bureau as par\i of the President's Office; (2) Prepare a
policy document (based 1n part on this report) to establish the

Government strategy, priorities, and an implementation program
for specific enterprises; (3) study the feasibility of creating a
small securities exchange i1n Kiribat,

The Presidential Task Force established in January 1988 would
beccme the Bureau for Privatization and Private Sector Promotion
by June 1988 at which time 1t would be fully operationatl with

adequate professional staff, accommodations and fixtures.
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CHAPTER 11 INTRODUCT I ON
2. 1. Mission Background

The Center for Privatization was established under a UsAiD

contract awarded on September 30, 1985. One of ts objectives s
the promotion and organization of regional Privatization
conferences to éencouragqge governmen:t .leaders from several
countries n sSpecifc regions to give Serious consideration to
divestiture of state owned enterprises . The 1nit)a) seeds for

the activit es which ths report covers wera Sown during such a
regional conference tn early 1987 .

The Pacific Conference on Privatization and Investment was
Sponsored by USAID and US Department of the Interior, hosted by
USAID/South Pacific Regional Development Office in Suva, Fiji ang
held in the Fijran Hotel, Sitgatoka, Fiji on February; 2-8, 1987

A review of attendants, workshops, moderators and lecturers
Indicated that a substantial amount of Interest was generated on
the subject. Four Individuals from the Government of The

Repubiic of Kiribati (GOK) attended the conference. They were:

Mr . Ben Tinga Mr. T. Kairoro

Permanent Secretary of Finance Assistant Secretary

Ministry of Finance of Trade

Mrs. K. Taoaba . Mr. Enora lsopo

Planning Officer Chief Accountant

Ministry of Finance Ministry of Finance
Upon return to Tarawa Mr. Ben Tinga briefed the Minister of
Finance and other members of the Government which culminated in a
request to the USAID regional office in Suva for short term
technical assistance. The first roquest was transmitted n March
1987, After a number of reiterations, this task assignment was

approved by AID/PRE and initiated on Friday, September 4, 1987.
The following Monday, Labor Day, September Tth the two person
team fielded by International Phoen x Corporation departed for
Fiiji arriving there on Wednesday September 8th. Barokas and
Rubin were briefed py program officer Louis Kuhn and DCM/Charge
D’Affairas. Prior to Proceeding to Kiribati the CFP/IPC team

interviewad Messrs Peter J.S. Elvey, Senior Trade Officer and
Mr. Tinian from SPEC., The Southern Pacific Bureauy for Economic
Cooperation. Mr. Tinian s a technician from Kiribati, Scheduled
to leave Fiji in the near future to continue graduate studies in
Austral a. Subsequently the team met with Gerald Burke UNDP
Resident Representativa and - Oeputy Resident Representative.

UNDP staftf in Fijji Showed great interest both In the economic
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development of Kiribat, and the USAID financed privatization
activity in this country. in addition to the ! imited documents
provided by SPEC, UNDP, the team purchased whatever was
availlable on Kirtbati from the University of The South Pacific
bookstore. The evening before departing Suva, the team had a
tong discussion with Mr. Richara Elsy, of Pacific Business

Associates L:mited an independent consultant from the U.K. who
has done a Tumber of studies for SPEC and governments of the
Island republics 1n the region.

Several mcnths before this assignment took place the Center for
Privatization rad forwarded the country and enterprise checklists
which were circulated among the government owned snterprises and
departments. This proved highly useful. The Ministry of Finance
assigned Mr. S,mon Koomar, a chartered accountant provided by the
U.K. Commonweal th Technical Assistancs ! crganize the
preparation of responses to enterprise checklists. The country
check tist, enterprise checklists and financial reports are given
in Appendix Twn.

Our methodoiongy in-country was to reac all documents made
available to us in Kirtbati, interview government and business
leaders including the managements of the <currently state owned

entiyties and departments. A broad cross section of the private
sector leaders was also tnterviewed. These interviews were
followed by visgits to the enterprises to inspect their physical
pltant and facilitises and review their operations. Our in-country
work concludaed with visits to the Cabinet Secretary, (an
equivalent of Prime Minister) and the Prasident of the country.
The Beretitent, as the President is called in - Kiribati, Can
expression which means both the language and a cultural
tradition) graciously provided an tour of his time emphasizing
his interest in privatization and private sector development. At
the same time he reiterated his concern of foilowing a
developmental path which allows the preservation of the Kiribati
way of life which also contains the Kiribati way of doing things
viz., Te Katei Ni Kiribati.

The team prepared a draft outline of the report in-country and

used 1t as a debriefing documen't with Mr. Ben Tinga as well as
the President anc¢ Cabinet Secretary. Although the team met upon
arrival, with the Finance Minister, Vice President, and the Chief

Planning Officer of Ministry of Finance, an expatriate U.K.
economist, these two individuals left for Washington D.C. for the
annuat! IMF/World Bank meetings and were not seen Ly the team
prior to departura.

The team provided exit briefings witr the Mission Director Bill
Paupe, Program Officer Louis Kuhn and Private Sector Advisor Jonhn
Howard.

The team wishes to emphasize that all of this occurred within the

-7



Chapter 2: Page 3

framework of a two week in-country mission. Accordingly, the
report beiow 18 intended to i1dentify angd discuss the Principal
cunsiderations involvedg n a Privatization program in Kiribati
and to detail the further efforts required to design and
tmplement a privatization program. !t does not purport to be a

final rendering of a Program for privatization I'n the country.

2.2 REPORT FORMAT

This report consists of ten chapters and 8ix appendices .
Chapters l, Executive Summary ang Chapter X, Conclusions and
Recommendations, as the first and last chapters of the report

provide a Quick ook oppdrtunity to the hurried reader .. After a
brief introduction tn this chapter the essence of the report is

presented in Chapters ||| through IX. An analysis of the role of
the privat. and public sectors in the Kiribati économy 1n Chapter
Il is followed by strategy and policy options in Chapter (V. I'n
Chapter V a detailed analysis of the legal aspects of
privatization in Kiribati 1s followed by a review ot financial
resources avatlable for privattization in Chapter Vi.

fnstrtutional and manpower resource:z are discussed in Chapter V||
followed by an analysis of a selective group of enterprises in

chapter Vit An eleven phase Privatization program and
illustrative exampies of specific tasks to be undertaken in these
phases is provided in Chapter 1Xx. Appendix one titled Country
Profile, provides background information on the Geography,
History, Economy, Pol:tical Framework and Culture of Kiribat: .
Appendix Two contains the Country and Enterprise checklists angd
detarled financial data on individual companies. In Appendix
Three we praesent copies of sample work agreements and in Append.x
Four the letter of transmittal to Mr. Ben Tinga by the team and

his letter of acknowladgemen t to Louis Kuhn ana a draft report
outliine used for pre-departure briefing purposes in Kiribats and
Fijr. In appendix five a list of the individuals met in Kiribati
and Fiji are provided. Append x seven lists a selected
bibliography for this report.
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CHAPTER 111: THE POLE OF THE PUBLIC AND PRIVATE SECTORS IN THE
ECONOMY \

3.1 Past and Fresent Public Sector Involvement in the Economy.

The Public Sector has dominated the economy of the country up to

the present day. We can lock at three peri1ods of Kiribat:
history to make some genera! observations on this matter: Public
sector i1nvolvement tn traditional times, undef colonial rule and

the post-indepandence period.

Although available snformat:on is very fimited traditional
Kiribat: society seemed to respect a division of individual and
communal economic activities where Utu and Kainga leaders and

tamily members engaged in activities to feed other family members
subject to established rules and requlations monitored by the

Unimane and the Maneaba. Individual famili1es developed and
maintained specific skills in addition to fishing and fighting.
warriors over a certain age became Unimane. The Unimane/Maneaba
played a surrogate public sector role prrmarily in the

distribution of rights to use existing resources. '/

3.1.1 COLONITAL ADMINISTRATION

The period from 1892 to 1979 under British rule first attempted
and succeeded in putting an end to civil wars, some of which
determined land ownership and control over fishing rights and
coconut groves. The British brought in laws which in some cases
took into consideration traditional customs and practices and
rntroduced western patterns (1 health, education, trade,

manufacturing, and peace keeping.

The early stages of the colonial administration focused on the
production and export of phosphate which was the most impcrtant
revenua generator., While phosphate mining and exports were 1n

ths hands of a private company - The Pacitic Phosphate Company-
from 1892 to 1920, the British Phosphate Commission bought out

the PPC. BPC, a trading partnership of the governments of Great
Britain, New Zealand and Australija, proceeded to dominate the
Colony's economy for the next 59 years. ° Nevertheless, shipping
and trading did remain in private hands . Various taxes, fines
end licensing fees collected by the government were inttrally
absorbed by the lstand Fund and subsequently the Protectorate
Fund. BPC polices speeded development 1n Banaba where phosphate
was min:d and shipped to Australia and New Zealand at the lowest
possible prices. These polices slowed growth in 4all the other

'/ See Appenaix One for definition, description and Analysis
of the I-Kiribati Terminology Utilized.
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t1slands and delayed their entry 1nto a monetized economy . During
this pseriod BPC was a major employer and generator of revenues.

A handful of trading companies dominated the export of copra and

import of basic consumer necessities. Fishing, production and
sale of vegatables, construction materials and sale of canoes
remained tn the small informal and artisanal sectors.

During subsequent decades the colonial administration recruited a

disproportionate number of Ellice Islanders (later Tuvalu) over
Gilbertese. This emplioyment policy and differnence in cultures
in targe measure ied to the separation of Ellice as a country at

independence.

In summary, during colonfa! times eithar a government monopoly or
an administratively sanctioned oligopolistic private sector
dominated economic activities.

3.1.2 Kiribatt Since Independence

As In most developing countries moving 1nto independence with or
without a coltonial heri1tage, two important events mark the
inirtial post independence years:

1. Most pre-independence government institutions are kept and
modified. Those entities also maintain establishad economic
and/or poritical controls.

2. I'n the absence of a domesticalty owned, controlled and
operated private sector, the government is involved in many
economic activities which are n the private sector of

developed countries.

Consequently, the social objectives of {he Government of Kiribati

at independence had a paternalistic attitude justified by 1ts
proponents, for public sector entities to respond to the needs of
tts citizenry, The government first and foremost 2stablished a
policy of seif reliance and self sufficiency to protect its
citizenry from a downward fluctuating standard of living. Thae
governments insistence on cultural preservation has an important
economic dimension. Given the loss of phosphate revenues, the
end of British budgetary assistance and deep cuts tn other
foreign assistance, capital formation in the economy has been
hindered. in the absence of rapid capital formation, reliance
on a substistance economy provides a protective cushion in case of
future natural or other adversities. Domestic capital formaticn
by the pubiic sector [ still dominant although available

resources have been decreasing.
In order to ensure long term capital formation in the economy and

an orderly supply of goods and services the GOK wastab!ished a
lfarge number of institutions some of which were modified versicns
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of pre-independence entities. These institutions at present
operate under three distinct types of juridical and
0rganizational characteristics.

1. Oivision/Departments of a Governmen't Ministry:

The activity undertaken by such an entity does not determine ts
relationship with the organization of which 1t s a part. The
entity in 1ts ful| sense s part of & government organization
sellting goods and/or services either to the public¢ and/or to
other government agencies, public 8nd private companies. The
operating manager of such an entity 18 responsible to the
Minister or his designee who i the nominatl Chief Executive
Officer. An entity which operates as a division of a4 governmen't
has limited options as far as privatization ijs concerned. It can
l1quidate and sel}! ts assets or it can go through a fairly
compiex series of procedures before it can operate as a truly
private entity. Very briefly, if the latter course 13 followed,
the entity firat has to be converted 1nto a registered company
witn a separate and specitic tegal personality but stil| owned by
the government through the Ministry which spun it of f. Once
converted to a registered company, the procedures for
transferring ownership of the registered company are fairly
simple. Another option which should not be considered is that
of converting a government division or depar.tment to a statutory
law company. This would substantiallty delay the privatization
process since 8 statutory law company requires specilal
legislation to movea from pubiic to private hands.

I'n summary, government divisions under consideration for
privatization in Kiribati will need to be either liquidated or
transformed toc registered companies. A more detailed discussion
on the legal aspects of this conversion is given in Chapter V:

Legal Framework, of this report.

2. Registered Companies

The government of Kiribati has a company ordinance law under
which zcertain types of companies 8re required to register with a
Government Registrar - these companies once established and

registered can be owned either by the government. a body
representing groups of individuals such as an Island Council, a
Town Council or a village, or one or more private individuals.
Thus, a registared company can be owned oublicly - owned by the
government and not by a large segment of the general public as
the terminology is used in the United States - ar it can be owned
privately, by associations of peopie or private Individuais,

However, the ownership described above does not mean that a
regqistered company can be called a private registered company or

a public registered company due to ownership. The company
ordnance law defines a "Private" registered company and a
"Publig" registered company not in terms of ownersh:p but in
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terms of what the company can and cannot do with reference to
number of chareholiders, and procedures on saile or transtfer of
shares and convertibility of warrants and debentures.

Thus 1 f we accent the ordinary usage of "Public¢c" and "Private"
registered companies the decision whether a government division
should be transformed Into a "Public" registered company or a
"Private" registered cormpany requires additioral study before a
decision 15 reached by a specific Minister who has jurisdiction
over the division which will eventually be privatized. A more
detailed analysis of the tega! aspects of "Public" and “Private"
registered companies is agiven in Chaptar V of this report.

Statutory Law Companies.

These are exclusively government owned companies established

under specific legisliatinn by the Maneaba Ni Maungatabu - The
National Parliament. The legisiation provides both for the isgal
and organizational Structure as well as the purpose and types of

actitvities which can be undertaken by such companies.

Normally the transformation of a statutory company for
divestiture purpose has the following options:

1. Liquidation: Not too probable, since the government
had inttially adecided that the activity
undertaken Dby an SLC was sufficiently
important to the country to set up such
a corporation under special enabling
fegisltation.

2. Lease/Management This may be a feasible alternative for
Contract: some SLC's depending on the products and
services they provide, the state of
their finances and the political

rationale.

3. Transformation To Under normal circumstances a statutory
A Registered law company would need to be converted
Company: to a registered company ("Private" or
: "Public" in the comnany ordinance sense)
before it could be privatized by selling
shares. As an SLC was estublished by a

specific piece of tegislation it would
need new legislation which would allow
this transformation from an SLC to an

RC.
4. Direct This is not possible under most
Privatization of privatizatior circumstance uniess the
an SLC. charter of a company allows for

divestiture of shares directly to the
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public under its enabling legislation.
An SLC which is given the authority and
responsibility to .et up new registered
companies and eventually divest the SLC
held shares I n these RCs may be an
important exceptior to the rule. Such

an exception does exist with reference
to the Development Bank of Kiribati and
is discussead in more detail i1n chapter
five and six of this report.

The public sector ot Kiribati at present consists of two general

types of institutions. The first type of tnstitution 13 the
Central Government and ten Ministries whose expenditures are paid
by the national budget. The second type of institutions are 19
organizations which include self financing agencies and public

corporattions,
The Seven Public Corporations are:

Plant and Vehicle Unit

Public Utiiities Board

Kiribati Housing Corporation

Kiribati Insurance Corporation

The Broadcasting and Publications Authority
The Shipping Corporation of Kiribati

Air Tungaru

N O e WA

The Four Pubiic Companies are:

Te Mautari Limited
Abamakoro Trading Co.
Atoi! Auto Stores

The Qtietai Hotel

N

The Seven Self Financing Agencies are:

—
.

Phi'utelic Bureau

2. Nationa! Providant Fund

3. Motor 4gency

4. Supplies

5. Telecom

6. The Shipyard

7. Captain Cook Hotel

't 13 important to note that the tota! gross expenditures of the
central government is halt of the expenditures of the 19
institutions listed above.

The Government has tried very hard to restrain the growth of
total public expenditures in order to avoid the oburden of
thcreased taxation, The generally low level of incomes and high
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tax rates starting at low income ifevels !limits the governments
capability of increasing taxes in the short and maedium term.

Government expenditures are accounted for under two separate

budgets. The devslopment budget inctudes al capital investments
and a substantial amount of current expenditures. The recurrent
budgets reflacts total government expenditures. The recurrent
budget 1s met from local tunds while the developmen't buaget s
met from foreign assistance funds. This indicates that current

government spending can not be met from current revenues cruvating
a reliance and dependency on foreign assistance funds to meet the

shortfall. The government is well aware of the danger in this
dependency not being able to ensure a retiable and continuous
flow of foreign assistance funds in the medium term. It 1s this
awareness which has led to emphasize self reliance as a major
government objective for the current plan period. Future
decreases in foreign financial assistance - primarily on a grant
basis and some soft ioans - wilt have serious effect both on
capital outlays and current expenditures. Decreases of capital
outlays will lead to the deterioration of the social and economic
infrastructure and hinder future aconomic growth. Decreasas in
current expeanditures will hinder the governments ability to
provide goods and services leading to an immediate decrease in
the standard of living and welfarasa of the population.

The above is not intended as the drawing of a pessimistic picture

and an inability to avoid the horns of a dilemma. The country
needs a continuous flow of foreign financial assistance to
further generate its internal ability to cope with future
economic growth. At the same time it needs to unlieash a private
sector which can deveiop further and contribute te the

governments objective of se!lf refiance.
3.2 The Emerging Private Sector

Considering the last two hundred years as the modern period of
Kiribati history, the private sector has always had an important

role in the economic evolution of the country. The problem has
been that" this private sector whose influence has increased and
then decreassd over time has been foreign owned. Companies such
as Burns Philip, On Chong, Nanyo Boyeri and the Pacific Phosphate
Company were involvad in the import, wholesala and retail at
diffoerent times of diverse consumer items, equipment and aven
alcohol and firearms until they were prohibited to do so.

3.2.1 Past Developments

As the old trading habits disappeared they were taken over by
either government owned statutory law companies or cooperatives.
The cooperative movement which started in Vaitupu, Tuvalu
(formeriy Ellice) in the 1920's spread out throughout the !slands
especially through informal groups called Mronrons who operated
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the retail stores. Initially cooperative organizations such as
Tangitang worked only on the retai ! end and later went into
wholesaling and importing directly from overseas. After WW!II the
Wholesale Society which was established by the cotonial
administration was combined with other government departments
forming ftirst the Giibert and Ellice Development Authority then
Gilbert Islands Development Authority, (GIDA). GIDA was then
split into several statutory law companies one of which was a

subsidiary of GIDA called ATOLL Products Limited whose assets
were in turn taken over by Abemakoro Trading Company (ATC) ATC is
one of the prime candidates for privatization.

3.2.2 Current Entrepreneurial Activities

There 15 an interesting array of entrepreneurial activity in the

subsistence sector, cooperative sector and small business sector.
I'n the subsistence sector its manifestation is usually In
activities that benefit a whole family, village or isfand
activity. Such leaders mobilize community resources to resolve a
specific problem such as transportation of goods and passengers
on a reqular basis. In another instance an island community

leased land and built a Maneaba in Betio to have a place to sieep
meet friends and transact business.

The cooperative sector, represented by KWCS - Kiribati Wholesale
Cooperative Society, after going through a growth period and
becoming one of the major import, wholesale and retaii

organizations has entered a state of slow decline, 10ss in market
share to Abemakoro Trading Company and about half a dozen other
private companies who have been entering the market primarily on
the import and wholesale channals in the past five years.

3.2.3 Private Sector Perception of GOK Policies

Interviews with over a dozen businassmen indicated that the
majority of the local entrepreneurs and managers believe the
government wishes to continue its dominance ana control over the
economy . We also observed a deep seated suspicion of the

government's intent to allow further private sector development .
Some business persons however, did point out the ambivalence
displayed by the government by announcing encouragement ot
private sector and then turning around and making entry difficuit
for the activity which it inttially encouraged private
participation.

Mot of the businessmen interviewed emphasized the lack of
tncentives provided by the government in ways 2f tax, credit and
technical assistance to truly help the development of the private
sector . Tax rates increase rapidly at ltow levels of income,
credit sources are |imited and its cost perceived as high while
sources of technical assistance to the profit oriented private
sector are practically non-existent.
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3.2.4 Constraints to Private Sectnr Development

There are a number of important constraints to private sector
development and by extension to privatization in Kiribati which
will necessitate a better and closer working relationship between
govarnment, private sector, religious and traditional leaders.
This relationship will need to evoive according to a well thought

out and conceived plan whose preparation should include the same
leaders who would be implementing it.

Cultural Dichotomy

When an individual tn Kiribati society is successful financially

as a result of hard work, ingenuity, leveraging meager resources

or whatever other legal means are available to him, there are a

number of social reactions which are inimical to his further

growth. These are:

1. Relatives and friends arriving to live with his famiiy,
borrow money, food or other items which they may need and

the businessman has.

2. Society around him develops a negative attitude about him
because he is now different. He stands out by having been
successtul and relatively wealthy.

3. His success alicits cut throat competition by a few other
individuals who enter the fisld with the belisf that the
successtul individual in no way could be better thar them

and eventually driva everyone out of business.

4 . The government displays an ambivalence in helping further an
individual who has displayad a measurs of SUCCOSS.
Government offices may delay processing of paper work, try
to encourage others to enter the field.

The above points out to a cultural dichotomy and clash in values
which impact entrepreneurial behavior. Part of the cultural
tradition which the government wishes to preserve s inimical to
private sector development. Nevertheless, in absence of oren and
forced restrictions and prohibitions, a smaill entrepreneurial
pool has developed. Its composition interestingly enough is
dominated by native Kiribati citizens who have Chinese, British
and other foreign ancestors somewhere in their genealogy going
back about 200 years at most. These entreprensurs, despite the
soclal ang govearnmental real and perceived obstacles, are sti{]

forging ahead: cpening new hotels, manufacturing soap and perfume
products based on coconut and expanding their food and consumer
imports, wholesaling and retailing.

Resource Limitations:
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The entrepreneurial and business managerc interviewed displayed a

need for improved management skills for themselves as well as
more skilied staff. They have an acute awareness of the
limitations of two out of three factors of production; land and
capittal. Although 1n a sense there is no shortage of unskitled
or sem) skilled labor, there 13 a shortage of skilled i1abor and
individuals with supervisory and managerial ski}ls. The shortage
of land is not only related to that for agricultural production,
but also for residential and business/industrial use . Lease
price of this type of land and its conditions will sioviy place a
financial constraint on smal | businessmen and residents of
Tarawa.

Market Limitations

Markets are limited for imports, exports, processing local
products, and finishing semi - finished imports. Rapid migration
to Tarawa 1n search of jobs - primarily in the public sector-
and improvement in the standards of living has exerted a critical
pressure on existing infrastructure. However, this process has
also increased the demand for food, construction materials for
new housing and additions to existing housing and durabies. This
demand pull has led to the establishment of many small| operations
retaiting a limited assortment of goods. Market conditions have
also led smal! businessmen to enter the food import and wholesale
business which is perceived and in reality 18 a profitable
endeavour .

Natural Resources

I'f a thousand tons of Pacific Ocean water would yield an ounce of

qold or silver, Kiribati would be a wealthy country, instead,
Kiribat: is trying to dry the water and export the sait to
increase export earnings! Fisheries is a critical resource in
two interesting aspects. The men in Kiribati express an ease and
a ltking for moving between the subsistence and cash economy.
That is, a family can still be fed with fish caught in the lagoon
or the ocean, coconut products, breadfruit and local vegetables
1t opportunities itn the money economy dry up. Thus, although
shortage of drinking water is a serious problem, starvation 1Is
not. Also, although malnutrition is prevalent among children, it

does not seem to be so among aduits.

Fisneries is also a critical national natural resource which
needs careful husbandry. In the long run, instead of licensing
fees or creating its own government owned fleet it may choose to
give appropri&ate incentives to joint ventures between Kiribati
and foreign businesses.

in summary, the constraints to private sector development are
difficult but not Insurmountable. A number of families In
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Kiribati have acquired funds over years which can be invested in
hew enterprises or expansion of current businesses. Some of
these funds are deposnted/nnvested overseas . Credit conditions
although tight may loosen with both Westpac and Deve lopment Bank
of Kiribati expanding the;r Portfoiios.

3.3 Institutional and Policy Framewor k for Privatization and
Private Sector Developmen't

The governrent of Kiribati naeds to consider and establ ) sh én
institutional and potlicy framework to promote Privatization and
Private sector development not only 1n Tarawa but throughout the

country. There are three ministries which shouid Participate 1n
the design and implemantation of a strategy to promote such a
development . This participation Should inciude members of the
Private sector in a way which wil] increase the credibility of

the new policy and change the perception held by the public of
the governments anti-private sector attitudes.

The institutions which need to participate in such a framework
are:
1. Ministry of Finance and Planning
A, National Planning Offica
B. Development Bank of Kiribati
C. Bank of Kiribati
D. Kiribati Provident Fund
E. Special Funds
F. Department of Audi: t

2. Ministry of Trade Industry and Labor

3. Ministry of Natural Resources

4, Other Ministries angd Agencies as Appropriate
The Finance Porttolio i s an important Ministry in Kiribati
Cabinet . I'n some ways this is a legacy from pre-independance
days, The Ministaer of Finance is first among equals 1n the

Cabinet (with the exception of the foreign affairs portfolio hetd
by the President) which 18 attestnd by his also being the Vice
President . There ara Six institutions that in varying degrees
have close relationships wWith the Ministry of Finance.

The Nationali Planning Office with substantial presenca of foreign
technical assistance, undertakes medium term macro Socio-economic

planning. Given the limited resourcoes available, The National
Planning Office of the Ministry of Finance needs to be aware of
the source, qQuantity and Purpose of tocal and foraign resources

directed to private sector deveiopment and privatization.

The Development Bank of Kiribati is in the middle of a
reorgan:zation which involvas changing the legal status and
tfinancial Structure of a number of registered companies angd
former subsidiaries of Statutory Law Companies. The DBK wii|
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become the most important development financial institution and
one of two primary credit sources after its reorganization.
Privatization of the companies under its umbrella will bring in
much needed resources. Furthermore, loans and guarantees from
the Asian Development Bank and USAID wil| strengthen OBK to take
a major role both in privatization of SOE's and promote smal!l and
medium size businesses in the country. The Bank of Kiribati i1s a
joint venture of the Government of Kiritbati ¢(51%) and Westpac
(49%) an Australia based commarcial bank. It is the Ministry of

Finance which represents the government's share in this venture.
The Ministry of Finance as representative of GOK can play an
important role in encouraging BOK to take a more active rofe in
financing viable ventures by the private sector.

Kiribat) Provident Fund is a depository of funds from all public
and private sector employers. 1t can be a financing source to
promote privatization and private sector growth in the future.

The Special Funds are surplus funds of specific organizations
within the government with specific restrictions of their use.
Both the Kiribati Provident Fund and the Special Funds are
deposited in the Bank of Kiribati which, in turn, invests these
funds 'n Australia.

The Department of Audit i3 an important component of the Ministry
of Finance which has an especially important role in reviewing
the firuncial statements of Government owned corporations.

The Ministry ot Trade, Industry and Labor is important for two
different reasons: First this Ministry has a number of
registered and statutory law companies which, subjec? to
government approval, are privatization candidates. Secondly, the
SOE's to be privatized will have a number of labor issues which
will need resotution.

The Ministry of Natural Resources is another Ministry with dual
importance. Although natural resources are limited in type they
are extireme'y important n planning the generation of revenues
both for ths government and the private sector. Fisheries and
ocean mining are two specific areas where the government expects
sutbstantial future revenues. On the other hand this Ministry 13
in the process of actively privatizing small scale agriculture,
and incubating small enterprises.

Our observations have indicated that there is a need to
coordinate the privatization and private sector oromotion
activities of the three ministries mentioned above, i.e. Finance
and Planning; Trade, Industry and Labor; and Natural Resources.

Finally, there may be other ministries and agencies which the
government deems important and necessary to participate in a new
institutional framework. The institutional framework recomrended
is the creation of the Bureau of Privatization and Private tector
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Promotion under the Beretitentis Office, (BPAPSP) . Establishment

of this bureau at such a high leve] wiitl 5ignify the importance
attached by the government and 1ts leadersh)p moving towards a
new policy stance. The Beretinent IS recommended to appoint a
qualified and respected i1ndividyal to work full time tn the new
bureau. The Presidents advisor in Privatization and Private
Sector Development (PAP) will pe @ssisted by g revolving group of
advisors Initially from three ministries: FAP, TIL and NR . This
working group meeting monthly would advise the paPp and assist him
in the design and implementation of a new Strategy. Once a state
owned enterprise 18 given the stficial sanction for
Privatization, the PAP would be responsipje in guiding the SOE
through the problems unt;| ownership has been transferred to the

private sector.

The BPAPSP In 1ts inttial status wit| consist of the PAP, one
Secretary, a board of ddvisors called The Privatization Task
Force from the three Ministries ang foreign technical assistance
Provided by bitateral and multilateral donors .

The tour initial functions of this new Bureay wWill be:
1. To expand on the Governments objectives to privatize and
promote private sector development, outline of which g

given in the next section of this chapter belaow.

2. To finatjze the strategy provided in chapter IV of this
report and, sutmit gt to the Beretitenti for his approval
and Cabinets recommendation for legislative adoption to the
Maneabe N Mangestabhuy .

3. Once approved by the Maneaba implement the strategy and
proceed with the programs ang projects identifijed.

4. Carry out privatizations to their successfy] conclusion and
indicate a responsiveness by the government to the needs and
programs of the emerging private sector in Kiribati.

3.4 Govearnmen t Objectives for Privatization

A raview of the 1983 - 1986 Kiridati Nationa| Deveilopmen't Plan
found NO mention of Privatization and scant reference to the
private sactor 83 a participant np national esconomic activities .
The onily specific reference was, "Certalnly there s business

enterprise in Kiribati, particularily onp South Tarawa, buyt 1t s
largely involved in the distributive service sector (shops,
garages, huys linas; etcl), rather than in manufacturing - with
construction a seécondary business activityn ay

2/ Kiribati National Developmen't Plan 1983-1986, pp.91
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A number of reasons are offered in the plan for the lack of
manufacturing enterprises in the 1983 - 86 plan. Since they
apply to other types of private sector activities to a certain
degree 'these are quoted below:

“lLack of management skil| and entrepreneurial fiair
Small size of local markets;

High cost of imporzied materials;

Lack of technological expertise:

Lack of finance: .

lnadequatie shipping and communication facilltles"._sl

It s possible to take i1ssue with the constraints listed above.
First, the emphasis on manufacturing is biased. The gabsence of
entrepreneurial activity may also be due to government
restrictions and discouragament and/or the lack of sufficient
profits due to one or more of the constraints jisted above.

A marked change in the government's policy is exhibited in the
Kirtbati Sixth National Development Pilan of 1387 - 1991 Te
Kanrik, N Toronibabwa, emphastizing self rel:ance. in the
Objectives, Polices andg Strategies chapter of this documant there
I3 one sectron of one paragraph titled "Expansion of Private
Enterprise and Gradual Commerciatization of Some Public Sector
Activities" quoted below: 4/

"The development of private enterprise will actively be
encouraged. The expertise and capital are not readiiy
available, but the establishment of joint venture schemes
will be accommodated in our plans. Potential exports that
may be wholly or partially privatized have bean identified,
such as handicrafts, stamps, seawead, marine resources,
sofar salt, coconut timber, millionaire's salad and tourism.
In addition the financial machinery for providing working
capital for smal l locall businesses will be expanded to
facilitate the development of a cadre of local
entrepreneurs. Training witl be provided for our people and
assistance provided to aid the establishment of viable
business ventures. This will especially be provided for
people on the outer tslands, to participate in small scale
cottage industries. Already the machinery has been set in
motion with the establishment of the National Development
Bank" .

The government's enunciated “Dolicy to privatize and promo‘e
Private sector development s clearly stated as can be seen from

3/ 180

4/Kiribati Sixth National Development Plan 1987-1991,
pp.2.3-2.4
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the above excerpt. There 1s no doubt that this policy requires
and indeed, dessrves active encouragement from bilateral and
multilateral! donors who profess friendship and support of the
young Republic’'s e&ffori at economic developmen:’. In the absence
of such support there 1s a danger that the policy remains simply
in written words in a planning document . New policies expressed
'n ptanning documents arm meaaningless without programs and
nrojects and espectially without the financial and manpower

resources to mplement them.

The 1987 - 1891 National Plan i1s a more comprehensive document
and the authors are wel! aware of the difficulties involved both
tn planning and carrying out eccnomic development as indicated 1n
the last paragraph of the second chapter of this plan titled

Objectives, Policies and Strategies.s/

“Development planning will not be fruitful without adsquate
provision for the implementation and execution of policies,
strategies and projects. Plan implementation 1s as complex
and difficult as plan preparation. The iack of adequate
institutionat, administrative and economic policy
arragements rnecessary for successful plan implementation has
often been the reason for the failure in the realization of
planned objectives. Appropriate measures for the
implementation of policies, programmes and projects will be
constructed n the sectoral plans. The framework for
revising the medium term plan objectives, and targets will
also be established, and the improved system of aid and
project coordination and monitoring, developed batween 1983
and 1986, wiltl continus to be improved during the Plan
period. Developmant planning is a continuous process which
does not terminate with the adoption and publication of the
document . it is assential that a systematic and continuous
follow-up and evaluation of plan i1mplemantation te organized
earlier on in the exoercise. To this end the National
Planning Office will keep in constant contact with
implementing Ministries and Divisions".

The majority of the government owned enterprises are concentrated

in 10 square miles and are in South Tarawa. Thsore ara no secrets
in such close quarters. The governmen't leadership Is well aware
of the problems createad by the inafticient operations of thess
parastatals. Based on the interviews the :eam concducted together
with our synthesized observations, the government ‘s objectives
for privatization can be |isted as follows.

1. State owned enterprises create barriers to market entry.

8/ ibid, p.2.6
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At the time of their establiishment SOE‘'s may have performed an
important social and economic function. However, these
enterprises over time have becorme monopolies and oligopolies
which thave discouraged competition, especialliy whan the market

size has remained relatively small . The government 1s aware that
their mere existence, regardless of ther efficiency, 1s a
barrver to entry for the private sector and s tnterested 1n

removing these barriers.
2. Reduction of budget deficits and subsidies.

Budget deficits have been avoided through government restraint,

through freezing lavals of public employment, stabi1lization of
publiic services and other expenditures, and the use of RERF
tnv - stment income replacing decreasing external assistance ang

exploring ways to reduce subsidies.

The larges recipient of government subsidies during 1979-85 was
Air Tungaru, however, thess subsidies were reduced in 1985 and

subsequent years . Air Tungaru and the Public Utilities Board
acccunted for more than 60% of afl government subsides up to 1984
according to the 1987-91 National Plan. Subsegquantly, the
majority of subsidies went into Telecommunications. Publac
Utilities Board and the Housing Corporation as shown in figure 1
below.

Source: Kiribati Sixth National Devel. Plan 87-91 p.5.8
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The government's policy in earlier years was to get the country
on a sound economic development path before allowing the private

sector to fully participate 1n the national economy. However,
the difficulties encountered in recent years have created an
alternative: resolve budgetary problems and reduce subsidies by
incliuding the private sector; i1ncrease domest|c employment and
investment through the mobilization of local savings .

The privatization program recommended ' n this report Wil

positively affact the budget by reducing recurrent expenditures
and also by reducing subsidies in the short and medium term.

The government will achieve an improved resource allocation as
the privatization program I8 successfully implemented. Both
government leadership and the management of SOE's are aware of
the waste of resources n tnventories of 1tems which are not
sold, and subsidized operations which do not provide the goods
and services demanded by users erther in the public or private
sectors. Transfer aof these entities to the private sector will
force the owners and managers to include the profit motive in
their decision making. The transfer In itself will bring
additional financial resources to the government and will also

enable the government to save that portion of expenditures which
were formerly ailocated to SOE's.

The transfer of SOE's to the private sector will also introduce a
large measure of labor and capital productivity,. Payments to
labor wil!l be a functiocn of their performance and contribution to
revenue and profits. Payments to labor working in a state owned
enterprise ) often for presence on the job rather than for
productive performance. Capttal productivity will also increase

because of the risk of loss to the private iavestor. The concept
of toss through risk ard productive performance s dirfferent for

a manager of a state owned enterprise than a privats
owner/manager. The SOE manager 1s more interested 1n JjOob security
an. maintenance of a social, political, and economic power base.
Losses by an SQE are made up through subsidies which in a way
rewards inefficient operations and less than cptimal use of labor
and capita! resources. Furthermore, much of the capital provided

to SOE's do not carry appropriate charges for interest. Private
ownership/management is much more sensitive to the risk factor
and low levels of productivity. :

Privatization of state owned enterprises 138 expected to have a
marked effect on the pricing of gocds and 3ervices provided by

these entities. There may also be negative effects of higher
prices 1 f a particuiar good or service is highly subsidized and
high cost of operations are inherent tn the provision of that

good or service.

In summary, the objectives of the government in moving towards
the privatization of SOE's and using this as one of the vehicles
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the privatization of SOE's and using this as one of the vehicles
to increase private sector involvement i1n the national economy 138
to increase social and economic benefits to the population at a
lower real cost than to the central government . Since the
government hus found out that i1ncreasing costs of providing theze
goods and services are not justifying the benefits (because of
sub-optimal use of the factors of production) 1t expects that the
entry ot the private sector will increase social and economtc
benef i .3 to Kiribat society by optimizing the factors of
production at pr