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MONETARY OPERATIONS AND LIQUIDITY DYNAMICS 

IN FIJI1 

This paper examines the implementation of monetary policy in Fiji, with a focus on liquidity dynamics 

and their implications for monetary transmission. It documents how persistent surplus liquidity—

shaped by foreign exchange inflows and fiscal cash-management practices—has influenced the 

transmission of the policy rate and short-term money-market conditions. It also assesses how liquidity 

conditions have interacted with the existing operational framework and discusses options to strengthen 

monetary implementation and transmission. 

 

A.   Introduction 

1. This paper provides an analysis of monetary policy implementation in Fiji, with a 

particular focus on the role of liquidity dynamics under the exchange-rate peg. In Fiji’s small, 

open, and import-dependent economy, monetary policy operates within a constrained environment 

in which external stability, reserve adequacy, and domestic liquidity conditions are closely 

intertwined. As a result, the effectiveness of monetary policy depends not only on the formal 

framework and stated policy instruments, but critically on how liquidity is generated and managed 

through the financial system in practice. 

2. Against this background, this paper documents how Fiji’s institutional framework and 

operational practices have interacted with external inflows and fiscal cash flows to produce a 

prolonged period of structural excess liquidity. It first outlines the monetary policy framework 

and instruments, emphasizing how the formal corridor-based framework has operated de facto as a 

floor system. It then analyzes recent liquidity developments and their structural drivers, before 

assessing the implications for monetary transmission under the exchange-rate peg. The paper 

concludes by summarizing operational priorities identified by recent IMF technical assistance aimed 

at strengthening monetary policy implementation within the existing policy framework. 

B.   Fiji’s Monetary Policy Framework, Instruments, and Operational 
Implementation 

3. Fiji’s monetary policy framework is anchored in a dual mandate that places external 

stability and price stability at the center of policy implementation. The Reserve Bank of Fiji 

operates under the Reserve Bank of Fiji Act of 1983, as revised in 2010, which assigns it 

responsibility for maintaining price stability and ensuring an adequate level of foreign exchange 

reserves, while supporting sustainable economic growth and a sound financial system. In practice, 

these objectives are closely interlinked in a small, open, and import-dependent economy where 

inflation dynamics are heavily influenced by external price developments and where confidence in 

 
1 Prepared by Sandra Milena Benitez Celis, Matteo Ghilardi, and Shivneel Kirpal. 
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the domestic currency is closely tied to reserve adequacy.  

4. The current framework reflects a gradual transition from direct administrative controls 

toward market-based monetary instruments, shaped by financial deepening and institutional 

development over time. During the 1970s and 1980s, when domestic financial markets were 

shallow and credit allocation mechanisms limited, the RBF relied extensively on direct tools such as 

interest-rate ceilings, sectoral credit controls, and foreign-exchange rationing. As financial 

liberalization progressed from the 1990s onward, these controls were gradually dismantled and 

replaced with indirect instruments aimed at influencing liquidity and market interest rates. A key 

milestone in this transition was the introduction of the Overnight Policy Rate (OPR) in May 2010, 

which provided a transparent policy signal and aligned Fiji’s framework more closely with 

international central banking practices, even as the fixed exchange-rate regime continued to 

constrain full monetary independence. 

5. The exchange-rate peg remains the central nominal anchor of Fiji’s monetary policy 

framework and fundamentally conditions the role and effectiveness of policy instruments. 

Since 1975, the Fiji dollar has been pegged to a trade-weighted basket of currencies, primarily 

comprising the Australian dollar, New Zealand dollar, U.S. dollar, euro, and Japanese yen. This 

arrangement has played a stabilizing role by anchoring import prices, containing inflation volatility, 

and supporting external competitiveness in an economy where imports account for a large share of 

consumption and investment. Over time, the peg has been associated with relatively low inflation—

below 3 percent—and with the accumulation of foreign exchange reserves typically equivalent to 

four to six months of imports. At the same time, the fixed exchange-rate regime necessarily limits 

the scope for independent interest-rate policy, placing greater operational emphasis on liquidity 

management, balance-sheet operations, and the accommodation of external inflows and outflows. 

6. The RBF’s monetary policy implementation framework is formally organized around 

an interest-rate corridor supported by a range of liquidity-management instruments. The OPR 

serves as the central policy signaling rate, flanked by a Lending Facility (repo) rate set 25 basis points 

above the OPR and a Deposit Facility rate set 25 basis points below it. The OPR has remained at 0.25 

percent since March 2020, with the Lending Facility rate at 0.50 percent and the Deposit Facility rate 

at 0.00 percent. In principle, this corridor is designed to guide short-term interbank rates toward the 

policy rate by establishing clear upper and lower bounds for overnight liquidity conditions.  

7. Monetary policy has operated within a policy environment shaped by the exchange-

rate peg and the exchange rate restrictions in place. These restrictions form part of the 

institutional context within which liquidity management is conducted and can influence how 

monetary operations affect financial conditions. By limiting certain foreign-exchange transactions 

and capital movements, they affect the channels through which external developments are 

transmitted to domestic liquidity and capital flows. Such restrictions add frictions that limit capital 

flows that would otherwise arbitrage interest rate differentials, by providing the central bank with 

some degree of monetary policy independence under the exchange rate peg. 
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8. Monetary policy implementation is supported by the following conventional liquidity-

management instruments: 

• Open market operations, used to absorb or inject liquidity on a discretionary basis, primarily 

through the issuance or purchase of RBF Notes. In practice, the RBF Notes have not been issued 

since 2010 and no repo transaction has occurred in the past five years.  

• Statutory Reserve Deposits (SRDs), currently set at 10 percent of eligible deposits, SRDs establish 

a structural demand for reserves and serve both liquidity-management and prudential purposes. 

While historically adjusted countercyclically during periods of stress, changes in reserve 

requirements have limited impact in an environment of large excess liquidity, and therefore 

function primarily as a structural anchor rather than an active policy instrument.  

• Foreign-exchange operations, undertaken to maintain the exchange-rate peg, with FX purchases 

during periods of inflows injecting domestic liquidity and FX sales withdrawing liquidity. Given 

the scale and persistence of recent inflows from tourism, remittances, and official financing, net 

FX purchases have become a dominant autonomous driver of liquidity conditions. 

• Standing facilities (operational backstop). The lending and deposit facilities provide backstop 

access to central bank liquidity and support orderly market functioning. Under conditions of 

structural surplus liquidity, usage has been highly asymmetrical, with banks predominantly 

placing excess reserves at the deposit facility and rarely accessing the lending facility (repo). 

9. In addition to conventional instruments, the RBF has developed and deployed a range 

of targeted or unconventional measures during periods of macroeconomic stress to preserve 

financial stability and support credit flows. These measures have typically been introduced in 

response to large external shocks, natural disasters, or systemic disruptions—most notably during 

the COVID-19 pandemic—when conventional monetary transmission was impaired and confidence 

was weak. These instruments operate as targeted credit programs in an environment characterized 

by shallow financial markets, recurrent natural disasters, and high exposure to external shocks. The 

main targeted and unconventional measures include: 

• Import Substitution and Export Finance Facility (ISEFF), a concessional refinancing facility 

providing funding to commercial banks for on-lending to exporters, large-scale agriculture, 

renewable-energy projects, and selected import-substitution activities. The facility is now 

suspended; however existing loans are rolled over at the discretion of RBF.  

• Housing Facility Scheme, a low-cost refinancing facility channeled through approved financial 

institutions to support mortgage lending for affordable and low-income housing and has been 

active since 2012. 

• Agriculture Loans Ratio (ALR) and Renewable Energy Loans Ratio (RELR), targeted lending 

requirements designed to increase bank credit to agriculture and renewable-energy sectors. 

These arrangements are currently active although under review by the RBF.  
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• Natural Disaster Rehabilitation Facility (NDRF), a concessional financing facility providing 

support to households and businesses affected by natural disasters, including cyclones and 

flooding. However, this facility is now closed.  

• COVID-19 credit and guarantee measures, a package of temporary refinancing facilities, credit 

guarantees, loan-repayment moratoria, and prudential relief introduced only during the 

pandemic to sustain credit provision to affected sectors. 

10. Taken together, Fiji’s monetary policy framework combines a fixed exchange-rate 

anchor, an interest-rate corridor, and a set of liquidity management instruments designed to 

support price stability and external balance in a small open economy. In practice, however, 

liquidity management has remained largely passive, allowing surplus liquidity to persist and leaving 

short‑term rates anchored at the floor of the corridor. The prominence of the exchange-rate peg 

implies that domestic monetary conditions remain influenced by external inflows, reserve 

management, and fiscal cash flows. Within this institutional setting, the effectiveness of monetary 

policy continues to depend critically on prevailing liquidity conditions in the financial system 

C.   Liquidity Conditions and Structural Drivers 

11. Liquidity conditions in Fiji’s financial 

system have shifted markedly over the past 

decade toward a regime characterized by 

persistently elevated excess reserves. While short-

term liquidity fluctuations have long reflected 

seasonal patterns in tourism, remittances, and fiscal 

operations, developments since the late 2010s 

represent a qualitative change in both the scale and 

persistence of surplus liquidity. Excess liquidity has 

remained structurally high for extended periods, 

reflecting the interaction of sustained foreign-

exchange inflows, fiscal cash-management practices, and limited sterilization. These factors have 

materially altered the environment in which monetary policy is implemented. 

12. The buildup of system liquidity began well before the COVID-19 shock, following a 

prolonged period of accumulation over the 2010s. During 2010–2019, banks’ reserves rose 

steadily from the low levels observed in the early 2000s, averaging about FJ$520 million compared 

with approximately FJ$145 million during 2002–2009, indicating a sustained—though still 

moderate—upward shift in liquidity conditions prior to the pandemic. This pre-COVID buildup 

reflected a combination of stronger foreign-exchange inflows associated with tourism, remittances, 

and external financing, as well as higher fiscal deposits held within the banking system. Foreign-

exchange interventions undertaken to maintain the exchange-rate peg resulted in net injections of 

domestic liquidity, while government deposits increased owing to the timing of external 

disbursements linked to reconstruction and investment projects and uneven expenditure execution. 

During this period, sterilization operations remained limited. 

0

500

1000

1500

2000

2500

3000

Ja
n

-0
2

Ju
n

-0
3

N
o

v
-0

4

A
p

r-
0
6

S
e
p

-0
7

F
e
b

-0
9

Ju
l-

1
0

D
e
c-

1
1

M
a
y
-1

3

O
ct

-1
4

M
a
r-

1
6

A
u

g
-1

7

Ja
n

-1
9

Ju
n

-2
0

N
o

v
-2

1

A
p

r-
2
3

S
e
p

-2
4

F
e
b

-2
6

Banks' Demand Deposits at the RBF
(In millions of Fijian dollars)

Source: Reserve Bank of Fiji.



REPUBLIC OF FIJI 

6 INTERNATIONAL MONETARY FUND 

13. Liquidity conditions intensified significantly during 2021–22, when reserves reached 

unprecedented levels peaking at about FJ$2.6 billion in 2022. This surge reflected a combination 

of exceptional external and fiscal factors. The 2021 allocation of Special Drawing Rights generated a 

one-off increase in foreign reserves and a corresponding injection of domestic liquidity. This was 

followed by a rapid recovery in tourism as borders reopened, alongside remittance inflows that 

remained well above pre-pandemic levels. In parallel, government deposits expanded sharply as 

large external budget-support loans, capital grants, and project-specific financing were received in 

sizeable tranches but not immediately spent.  

14. Although liquidity declined somewhat in late 2023, it increased again in 2024, 

remaining at high levels of around FJ$1.8–2.2 billion, well above pre-pandemic levels. This rise 

reflected continued accumulation of government deposits associated with donor-financed climate-

resilience and infrastructure programs, as well as ongoing foreign-exchange inflows from tourism 

and remittances that remained strong relative to historical norms.  

15. A defining feature of Fiji’s liquidity 

environment is the close and persistent 

relationship between government deposits and 

banking-system liquidity. As the government 

manages the bulk of its cash balances through 

accounts at commercial banks, increases in 

government deposits—arising from external loan 

drawdowns, donor disbursements, or delays in 

capital spending—translate mechanically into higher 

balances held by banks at the central bank. This 

relationship has been observed consistently across 

recent liquidity episodes, including those in 2018–19, 2021–22, and 2024, reflecting institutional 

arrangements governing fiscal cash management and the absence of a centralized Treasury Single 

Account. Movements in government deposits between the central bank and commercial banks have 

therefore been a key autonomous driver of system liquidity, alongside foreign-exchange 

interventions.  

16. In sum, recent developments point to a sustained surplus-liquidity regime driven by 

the interaction of external inflows, fiscal cash-management practices, and the absence of 

sterilization operations in recent years. The scale and persistence of excess liquidity distinguish 

the current environment from earlier cyclical fluctuations and represent a fundamental shift in the 

monetary operating landscape. These conditions provide the backdrop for assessing the 

effectiveness of monetary operations and the scope for strengthening liquidity management within 

the existing policy framework. 

D.   Implications for Monetary Policy Transmission and Operational 
Normalization 

17. This section discusses how the structure of the monetary policy framework and 

0

200

400

600

800

1000

1200

Ja
n

-0
2

Ju
n

-0
3

N
o

v
-0

4

A
p

r-
0
6

S
e
p

-0
7

F
e
b

-0
9

Ju
l-

1
0

D
e
c-

1
1

M
a
y
-1

3

O
ct

-1
4

M
a
r-

1
6

A
u

g
-1

7

Ja
n

-1
9

Ju
n

-2
0

N
o

v
-2

1

A
p

r-
2
3

S
e
p

-2
4

F
e
b

-2
6

Central Government Deposits
(In millions of Fijian dollars)

Source: Reserve Bank of Fiji.



REPUBLIC OF FIJI 

INTERNATIONAL MONETARY FUND 7 

prevailing liquidity conditions affect the transmission of monetary policy in Fiji. Under the 

pegged exchange-rate regime, monetary policy has been implemented in an environment of limited 

sterilization and persistent surplus liquidity. These conditions have shaped the functioning of the 

operating framework and limited the pass-through from the policy rate to short-term market 

interest rates. The section highlights the main constraints on transmission and discusses the role of 

liquidity management in supporting monetary policy implementation. 

18. Monetary policy transmission has been constrained by an operational framework that 

operates de facto as a floor system in the presence of a large and persistent surplus of 

liquidity. With excess reserves consistently exceeding banks’ transactional and precautionary needs, 

marginal funding conditions are not determined through market-based interbank activity but are 

instead shaped by administered central bank facilities. In this setting, the policy interest rate does 

not influence banks’ marginal cost of funds, limiting the effectiveness of the interest rate channel. As 

a result, short-term money-market outcomes reflect the prevailing liquidity environment. 

19. Monetary policy signaling has been further weakened by the prolonged stability of the 

floor rate. Since its introduction in 2010, the standing deposit facility rate—the floor of the 

corridor—has remained at zero, and the policy rate has not been increased. In an environment of 

abundant liquidity and limited money-market activity, this configuration has reduced the signaling 

value of the policy rate and dampened pass-through to retail deposit and lending rates. As a result, 

the effectiveness of the interest-rate channel under tightening conditions has not been tested in 

practice. 

20. Strengthening liquidity management is central to restoring an effective monetary 

policy transmission mechanism by re-establishing the role of short-term interest rates as the 

marginal price of liquidity. Persistent foreign exchange inflows, refinancing and credit-support 

measures introduced during the COVID period, and the limited use of sterilization operations have 

resulted in a structural surplus of reserves. Regular and predictable liquidity-absorbing operations, 

calibrated to liquidity forecasts and aligned with the policy-rate corridor, would gradually reduce 

surplus reserves and increase the sensitivity of short-term rates to policy signals. This would 

strengthen the operational link between the policy rate and money-market conditions. 

21. Structural excess liquidity can be reduced through the activation of open market 

operations, in particular the regular issuance of Reserve Bank of Fiji notes.  A predictable 

issuance program, priced in reference to the policy rate, would provide an effective absorption 

mechanism for persistent liquidity surpluses and establish a clear operational anchor at the short 

end of the yield curve. By linking the policy rate to a regularly offered central bank instrument and 

reinforcing it through active liquidity management, the central bank would strengthen the 

transmission of its policy stance to short-term market rates. As liquidity conditions gradually 

normalize, interbank activity would be expected to resume, supporting price discovery and 

enhancing the broader monetary policy transmission.
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PROTENTIAL OUTPUT AND HIGH-INCOME 

CONVERGENCE IN FIJI1 

This paper examines Fiji’s potential output growth using a production-function approach and analyzes 

income convergence toward high-income status. Potential growth is estimated at around 3.4 percent 

over the medium term, with capital accumulation and productivity as the main drivers. The analysis 

indicates that convergence to high-income status by 2050 is feasible under conditions of sustained and 

productive investment, particularly targeted at enhancing resilience to climate-related shocks. 

 

A.   Introduction 

1. Fiji has declared an ambitious long-term vision of raising living standards, 

strengthening economic resilience, and achieving sustainable growth, as set out in its 

National Development Plan and Vision 2050. This framework emphasizes productivity-enhancing 

reforms, higher investment, and greater resilience to climate-related risks as central pillars of the 

country’s development strategy to reach high income status by 2050. In this context, understanding 

the economy’s underlying growth capacity and the pace at which incomes can converge toward 

high-income levels is essential for gauging the realism of these objectives and the policy effort 

required to achieve them. 

2. This papers estimates Fiji’s potential output growth using a production-function 

approach and examining the implications for income convergence over the long term. The 

analysis focuses on the economy’s supply-side capacity, decomposing potential growth into 

contributions from capital accumulation, labor input, human capital, and productivity. This 

framework provides a transparent basis for linking policy choices, particularly those affecting 

investment and productivity, to long-run growth outcomes, while abstracting from short-term 

cyclical fluctuations. The results suggest that Fiji would make substantial progress toward high-

income status by 2050 under baseline assumptions, but that achieving full convergence would likely 

require higher and more resilient investment, particularly to mitigate the effects of climate-related 

shocks on the capital stock, alongside continued productivity gains. 

B.   Estimating Potential Output Growth in Fiji: A Production-Function 
Approach 

3. This section presents estimates of Fiji’s potential output growth using a production-

function framework. The approach follows standard growth-accounting practice and draws on 

Kotera and Xu (2023) and Oura (2007). Under plausible assumptions about capital accumulation and 

productivity, Fiji’s potential growth is estimated at around 3.4 percent in the baseline. Scenario 

analysis shows that Fiji’s potential growth is estimated to lie in a range of 2.4 – 3.6 percent, 

highlighting uncertainty around potential growth estimates. The decomposition highlights that 

 
1 Prepared by Matteo Ghilardi and Sonam Tobgay. 

 



REPUBLIC OF FIJI 

INTERNATIONAL MONETARY FUND 9 

capital is the dominant driver across scenarios, while TFP assumptions are the main source of 

uncertainty around the level of potential growth. 

C.   Framework and Growth Decomposition 

4. Potential output is defined as the level of output consistent with sustainable use of 

factor inputs and trend productivity. We model potential output using an augmented Cobb–

Douglas production function that combines physical capital, labor input, human capital, and 

productivity: 

𝑌𝑡
∗ = 𝐴𝑡𝐾𝑡

𝛼(𝑁𝑡𝐻𝑡)1−𝛼 

where 𝑌𝑡
∗ denotes potential output, 𝐴𝑡 is total factor productivity, 𝐾𝑡

𝑠 denotes capital services, 𝑁𝑡 is 

labor input measured as total hours worked, 𝐻𝑡  captures human capital per worker, and 𝛼 is the 

capital share. Denoting the log difference as 𝑥𝑡 = Δ ln(𝑋𝑡): 

𝑦𝑡 = 𝑎𝑡 + 𝛼 ⋅ 𝑘𝑡 + (1 − 𝛼) ⋅ (𝑛𝑡 + ℎ𝑡) 

This formulation allows potential growth to be expressed as the sum of contributions from capital 

services, labor input, human capital accumulation, and productivity growth. 

The analysis relies primarily on Penn World Table (PWT) version 11.0 for historical data through 

2023, which provides internally consistent measures of output, capital services, capital stock, human 

capital, and TFP.2 Where relevant, the dataset is updated using official Fiji releases. From 2024 

onward, each factor input is projected under transparent assumptions designed to capture plausible 

medium-term trends rather than short-term cyclical movements.  

D.   Factor Input Projections 

Capital 

5. Capital input is measured using capital services, which capture the effective flow of 

productive capital and account for differences in asset composition. Consistent with the PWT 

methodology, capital services (𝑟𝑘𝑛𝑎) differ from the capital stock (𝑟𝑛𝑛𝑎) and provide a more 

appropriate measure of capital input in production. Because capital services are not directly 

projected in PWT, we approximate their growth using the historical relationship between capital 

services and capital stock growth. To project capital services beyond the historical sample, we 

extrapolate from the last observed level of 𝑟𝑘𝑛𝑎 using an empirically estimated relationship between 

the growth rate of capital services and the growth rate of the capital stock. Specifically, the growth 

rate of capital services is estimated as: 

𝑔𝑟𝑡
𝑟𝑘𝑛𝑎 = 𝛼̂ + 𝛽̂ ⋅ 𝑔𝑟𝑡

𝑟𝑛𝑛𝑎 

 
2 Data available on https://www.rug.nl/ggdc/productivity/pwt/?lang=en.  

https://www.rug.nl/ggdc/productivity/pwt/?lang=en


REPUBLIC OF FIJI 

10 INTERNATIONAL MONETARY FUND 

where 𝑔𝑟𝑡
𝑟𝑘𝑛𝑎 ≡ Δln (𝑟𝑘𝑛𝑎𝑡)denotes the log growth rate of capital services and 𝑔𝑟𝑡

𝑟𝑛𝑛𝑎 ≡

Δln (𝑟𝑛𝑛𝑎𝑡)denotes the log growth rate of the capital stock. The coefficients 𝛼̂   and 𝛽̂   are obtained 

from an ordinary least squares regression of Δln (𝑟𝑘𝑛𝑎𝑡) on Δ ln(𝑟𝑛𝑛𝑎𝑡) over the period 2000–2023. 

The estimated relationship is then used to project capital services growth in the projection period, 

with capital services evolving recursively according to 𝑟𝑘𝑛𝑎𝑡 = 𝑟𝑘𝑛𝑎𝑡−1exp (𝑔𝑟𝑡
𝑟𝑘𝑛𝑎).3 

6. The capital stock is projected using the perpetual inventory method, with depreciation 

calibrated to PWT averages. The law of motion for the capital stock is given by: 

𝑟𝑛𝑛𝑎𝑡 =  𝑟𝑛𝑛𝑎𝑡−1 ⋅ (1 − 𝛿) + 𝐼𝑡 

where the depreciation rate is set to 𝛿 = 0.0884, equal to its average value over 2000–23 in the PWT. 

Investment 𝐼𝑡   is constructed by extrapolating the investment series using the growth rate of gross 

fixed capital formation (GFCF): 

𝐼𝑡 = 𝐼𝑡−1 ∙ (1 + 𝑔𝑟𝑡
𝐺𝐹𝐶𝐹) 

where 𝑔𝑟𝑡
𝐺𝐹𝐶𝐹 denotes the growth rate of real gross fixed capital formation. From 2024 onward, the 

baseline scenario assumes that real GFCF grows at 3.9 percent, corresponding to the average growth 

rate observed over 2010–23.  

Under each investment assumption, the implied path of the capital stock determines the growth rate 

𝑔𝑟𝑡
𝑟𝑛𝑛𝑎, which in turn maps into projected capital services growth via the estimated relationship 

above. This approach ensures internal consistency between the investment path, capital stock 

accumulation, and the evolution of capital services used in the production-function framework. 

Labor and Human Capital 

7. Labor input is defined as total hours worked and is constructed as the product of 

employment and average hours per worker. In the projection period, labor input dynamics are 

driven primarily by demographic trends rather than cyclical labor market fluctuations. Consistent 

with this approach, we assume that the employment rate remains constant at its 2023 level, implying 

that employment evolves in line with the working-age population: 

𝑁𝑡 = 𝐸𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡 𝑅𝑎𝑡𝑒2023 × 𝑊𝑜𝑟𝑘𝑖𝑛𝑔 𝐴𝑔𝑒 𝑃𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛 

where working-age population projections are taken from United Nations demographic forecasts. 

This assumption abstracts from short-term labor market volatility and reflects the expectation that 

participation gains will remain limited over the medium term, consistent with demographic trends 

and migration patterns.  

 
3 This projection assumes stability in the historical relationship between capital stock and capital services; faster 

technological progress could imply somewhat stronger capital services growth than projected. 
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8. Human capital augments effective labor input and is measured using the Penn World 

Table (PWT) human capital index. In PWT, human capital is constructed as a function of average 

years of schooling among adults aged 25 and above, mapped into efficiency units using piecewise-

linear returns to education. Let 𝑠𝑡   denote average years of schooling.4 Human capital evolves 

according to: 

 

where the schooling-to-human-capital mapping Φ(𝑠) follows the following specification: 

 

Human capital is proxied using the Penn World Table (PWT) human capital index, which maps 

average years of schooling into efficiency units of labor using externally calibrated returns to 

education. The index is constructed as the exponential of a piecewise-linear function of schooling, 

with returns that decline as educational attainment increases. Specifically, returns are set at 13.4 

percent per year for the first four years of schooling, 10.1 percent for years five through eight, and 

6.8 percent for schooling beyond eight years, following the standard PWT methodology. 

Accordingly, the human capital measure captures variation in education-adjusted labor input over 

time and across countries, rather than estimating marginal returns to an additional year of 

schooling. 

For Fiji, post-2010 schooling data in PWT are partially extrapolated based on trends observed during 

2005–10. From 2024 onward, the baseline assumes an annual increase in years of formal schooling 

of 0.05 years, corresponding to the average gain observed over 2010–2023. Under these 

assumptions, human capital accumulation proceeds at a gradual pace and contributes steadily, 

though modestly, to potential output growth over the projection horizon. This specification assumes 

constant returns to schooling over time, consistent with the standard Mincer-type formulation used 

in the Penn World Table human capital index. 

TFP 

9. TFP growth is assumed to follow Fiji’s pre-pandemic structural productivity 

performance. Accordingly, TFP growth is set equal to its average rate over 2010–2019, estimated at 

0.99 percent. This period provides a benchmark for underlying productivity trends by excluding 

pandemic-related disruptions while capturing Fiji’s most recent structural growth dynamics, 

consistent with standard growth-accounting projection practices. 

 
4 The coefficients in the human-capital specification correspond to returns to schooling based on Mincer-type 

regression estimates reported in Psacharopoulos (1994). 
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Results and Scenario Analysis 

10. Under the baseline assumptions, Fiji’s 

potential output growth is estimated at 3.4 

percent. The composition of potential growth 

over the medium term is broadly consistent with 

pre-pandemic trends, with capital accumulation 

providing the largest contribution, followed by 

total factor productivity, labor input, and human 

capital accumulation. While capital accumulation 

accounts for the largest contribution to potential 

growth, variation in TFP assumptions explains 

most of the differences across scenarios. Prior to 

the pandemic, potential growth was underpinned 

by steady capital and moderate productivity gains. During the pandemic, potential growth 

weakened markedly, reflecting persistent supply-side effects from border closures and widespread 

disruptions to economic activity that reduced effective labor input and productivity, while capital 

accumulation remained relatively resilient. Human capital, which evolves gradually with educational 

attainment, contributed little to short-run variation. In the immediate post-pandemic period, 

potential growth increased as the reopening of the economy restored labor utilization and 

productivity, temporarily lifting potential growth.  

11. Alternative scenarios illustrate how Fiji’s potential growth responds to changes in key 

supply-side drivers. These scenarios imply a plausible range for potential growth between 2.4 and 

3.6 percent, with differences driven primarily by investment and productivity dynamics. Variations in 

labor input have a comparatively limited effect on potential growth, reflecting structural constraints 

on labor supply in a small, migration-prone economy. The scenarios are constructed by varying 

assumptions on investment, productivity, and labor input, which together capture the main sources 

of uncertainty around Fiji’s potential growth: 

• Investment.  In the baseline, real investment growth is calibrated at 3.9 percent, corresponding 

to the average growth rate of gross fixed capital formation over 2010–2023.5  The slower 

investment scenario, based on the longer-run average over 2000–2023, illustrates the downside 

risk from weaker investment momentum, which would modestly reduce potential growth by 

slowing capital accumulation. Conversely, the faster investment scenario illustrates the upside 

from higher investments and sustained improvements in its execution.  

• Employment. The growth in the employment rate with respect to the working-age population is 

assumed to increase to 0.3 from the baseline value of 0.2. This scenario illustrates the potential 

growth impact of policies that raise labor force participation and employment, including 

measures to strengthen female labor force participation, and to reduce net outward migration, 

 
5 Excluding the pandemic and subsequent recovery period, real investment growth averaged 4.9 percent over 2010–

2019. 
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particularly among skilled workers. The employment scenario illustrates the limited scope for 

labor supply to act as a major growth lever. Even under more favorable assumptions for 

employment relative to the working-age population, the contribution of labor input to potential 

growth increases only modestly.  

• TFP. The low-TFP scenario reflects a continuation of subdued productivity observed over the 

period 2010-2023, which would significantly lower potential growth.  This period includes the 

pandemic and highlights the vulnerability of productivity dynamics in a small, shock-prone 

economy such as Fiji, where repeated disruptions can slow technology adoption and the 

diffusion of productivity gains, posing a material risk to medium-term convergence. 

 

Text Table. Fiji: Potential Growth Decomposition: Alternative Scenarios 

 

 

12. Across all scenarios, capital accumulation remains the dominant contributor to 

potential growth. Even when alternative assumptions are imposed on investment growth, TFP, or 

labor input, capital services consistently account for the largest share of potential growth. Labor 

input and human capital contributions are relatively stable across scenarios, reflecting demographic 

trends and gradual improvements in educational attainment. These results underscore the 

importance of sustained investment and productivity performance for Fiji’s medium-term growth 

prospects. 

E.   Is High-Income Convergence Achievable by 2050? 

13. This section assesses whether Fiji can reach high-income status by 2050, as laid out in 

the National Development Plan. The analysis focuses on the growth rate required to close the 

current income gap by 2050 and compares it with Fiji’s estimated potential growth under baseline 

assumptions. It then examines the policy margins, particularly investment and resilience to climate 

shocks, that could bridge the remaining gap. 

Baseline

Slower 

Investment 

Growth (2.6)

Faster 

Investment 

Growth (5.1)

Slower TFP 

Growth (0.03)

Growth in 

employment 

rate (0.3)

GDP 3.4 3.2 3.6 2.4 3.5

Capital Service 1.5 1.2 1.7 1.5 1.5

Labor 0.6 0.6 0.6 0.6 0.8

Human Capital 0.3 0.3 0.3 0.3 0.3

TFP 1.0 1.0 1.0 0.0 1.0

Potential Growth Decomposition: Alternative Scenarios
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14. With sustained growth over time, 

and absent major shocks, Fiji would make 

substantial progress toward high-income 

status but would fall marginally short by 

2050.6 Baseline projections imply continued 

income convergence, but climate-related 

shocks and capital losses weigh on long-run 

growth, preventing the full closure of the 

income gap. This result highlights that the 

convergence challenge is not one of 

fundamentally insufficient growth capacity, 

but rather one of protecting and sustaining 

growth over time. In particular, even small and persistent output losses associated with natural 

disasters compound over decades, lowering the level of income relative to the high-income 

threshold.  

15. Closing the remaining income gap would require policies that raise growth above the 

baseline path, including through higher and more effective investment. A growth rate of 3.6 

percent is needed to close the gap, with a particular focus on strengthening resilience to climate-

related shocks. In this context, increasing capital expenditure can support growth by accelerating 

capital accumulation and strengthening productive capacity. The composition of this additional 

investment also matters. In a country highly exposed to natural disasters, directing a greater share of 

investment toward climate-resilient infrastructure can enhance the growth resilience by reducing 

repeated capital losses associated with climate-related shocks. Absent this, disaster-related output 

losses can weigh on long-run growth outcomes through cumulative erosion of the capital stock.7 

Under a scenario in which Fiji increases climate-related and resilience-enhancing investment, 

average growth is estimated to be around 0.2 percentage point higher than in the baseline, which 

would be sufficient to close the remaining income gap by 2050. This growth gain would primarily 

reflect reduced capital losses from climate-related shocks and the preservation of productive capital, 

rather than higher total factor productivity growth. 

  

 
6 The projection excludes pandemic-scale global disruptions and assumes future shocks are broadly consistent with 

historical averages. 

7 See Annex X of 2025 Article IV Staff Report for an analysis of the impact of natural disasters on growth. 
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