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1.0 Introduction

1.1 It is well established in the Development Economics literature that infrastructure development
is crucial for the growth and development of an economy. An important component of
infrastructure development is the construction sector. Construction sector helps develop the
critical infrastructure required for increased economic activity in any country.

1.2 Fiji's economy has been having marginal growth over the last two decades. Growth rates of up
to 2% are not sufficient to deal with the socio economic challenges that Fiji’s economy is facing.
Issues of high poverty, high income inequality, difficulty in accessing educational institutions,
difficulty in accessing the medical services ,difficulty to acquire basic essential services such as
food, shelter and clothing are a reality in Fiji.

1.3 There are several factors responsible for such a scenario in Fiji. These factors could be
internally or externally driven. While external factors are beyond our control, some of the
internal factors are within the control of various stakeholders. One such factor is price.

1.4 Prices in the factor and product market are crucial for the functioning of any market. In both
these markets, price should conform to a competitive market. Prices not conforming to a
competitive market could be due to several reasons. It could be that the market has high degree
of imperfection. Or it could be that there are dominant players. Furthermore, it could also be
that suppliers of product are undertaking collective price setting.

1.5 Such anticompetitive behaviour could have disastrous impact on the economy. Business facing
an imperfect factor market could lose competitive edge in the product market. Consumers could
lose their purchasing power and government real expenditure will have to rise to deliver the
same bundle of goods.

1.6 In this regard, in cases where a competitive market solution cannot be delivered, Competition
authorities can intervene in the market via ex-ante regulation.

1.7 Construction sector and construction activities are considered to be one of the major sources of
economic growth, development and economic activities. Construction and engineering services
industry play an important role in the economic uplift and development of the country. It can be
regarded as a mechanism of generating the employment and offering job opportunities to
millions of unskilled, semi-skilled and skilled work force. It also plays key role in generating
income in both formal and informal sector. It supplements the foreign exchange earnings
derived from trade in construction material and engineering services.

1.8 The construction industry is not only a critical component of the nation’s economy, it is also a
fundamental factor in the quality of people’s lives and the ability of the government to achieve
many of its policy aims.

1.9 The industry can mobilize and effectively utilize local human and material resources in the
development and maintenance of housing and infrastructure to promote local employment and
improve economic efficiency.

1.10 The construction outputs can be classified as a major component of investment and part of
fixed capital. Both are essential factors for a continuous economic growth. Products of
construction require a long period of gestation and are expected to supply services for a
period of time. Investments in construction assume major importance since any expansion in
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the economy requires infrastructure investment as a precondition for potential economic
growth.

1.11 The construction investment can be an important public policy tool that is often used by
central and local government to accelerate development and create employment.

1.12 The construction sector in Fiji contributed to about 2.8 % to the Gross Domestic Product at
Constant prices in 2009 and contributes to about 6.8% towards the national employment (as
per the 2007 census report).

1.13 The hardware investigation report by the Commission revealed that hardware outlets are
imposing exorbitant mark-ups and products with high mark ups thus not creating an
impediment for investment, but also pushes customers to opt to sub-standard building
materials at a cheaper price.

1.14 High mark-ups push prices up thus excluding low income households to construct decent
dwellings for themselves.

1.15 High construction costs add on to the overall cost of doing business in Fiji thus making Fiji a
high cost economy relative to some of the comparator economies around the globe.

2.0 Hardware Investigation Summary

2.1 The initiation of hardware investigation was based on a cabinet decision and subsequently a
directive issued by the Minister for Justice, Anti- Corruption, Public Enterprises, Industry,
Tourism, Trade and Commerce. The Commission employed certain methodologies using a
flexible research design to undertake this study independently and free from biasness.

2.2 The purpose of this study was to investigate the perceived existence of high mark up by
hardware operators that could potentially constitute price-fixing and anti-competitive
behaviour.

2.3 In particular the Commission carried out investigations into the current operation of the
wholesale and retail hardware operators in Fiji with particular focus upon:

= The level of mark up in the relevant market for wholesale and retail.

= The anti-competitive behaviour in Fiji’s hardware industry in the relevant market
= The alleged price fixing and collusion that occurs in the relevant market

= The size and other characteristics of the hardware industry in the relevant market.

2.4 The investigation was completed in July and the report was handed over to the Minister for
Justice, Anti- Corruption, Public Enterprises, Industry, Tourism, Trade and Commerce with a
number of recommendations from the Commission.

2.5 The major findings by the Commission were:

= Existence of very high levels of mark-up on various hardware items, including fasteners,
paint, tools, electrical products, plumbing and timber.
» Suggestive indications of price fixing and collusion in the hardware supplies market.
* Non adherence to the Accounting standards by the hardware operators and their
Accounting firms.
= Suggestive indications of price manipulation and fraudulent activity by hardware
companies who are having various buying houses in overseas, charging high amounts of
transfer price - a case of profit shifting to inflate the cost of hardware materials and
product.
= Importation and sale of sub-standard hardware items in the market.
2.6 Based on the above findings and amongst other recommendations the Commission proposed for
a Cabinet decision to approve a Price Control Order giving powers to the Fiji Commerce

Commission to regulate the wholesale and retail prices for hardware products.
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2.7 The above recommendation of the Commission was considered by the cabinet, and it was
approved that the price of the hardware items in Fiji needs to be controlled.

3.0 Commerce (Control of Prices for Hardware Items) (No.2) Order 2010

3.1 The Commerce (Control of Prices for Hardware Items) (No.2) Order 2010 came into force from 5
November, 2010 and empowers the Commission to:
e Control prices of specified items as per the Schedule in the order.
e Obtain evidential documentation of costs incurred prior to approving of prices.
e Determined and fixed the Maximum Retail Prices (“MRP”) and Maximum Wholesale Prices
(“MWP") of items stated in the Schedule of the Order.

4.0 The Process

4.1 Following the findings by the Commission from the hardware investigation carried out, the
Commission proposed for a Cabinet decision to approve a Price Control Order giving powers to the
Fiji Commerce Commission to regulate the wholesale and retail prices for hardware products.

4.2 The above recommendation of the Commission was considered by the cabinet, and it was approved
that the price of the hardware items in Fiji needs to be controlled.

4.3 Following the decision by the cabinet to control the prices of hardware items in Fiji, the Commission
Chairman signed the Commerce (Control of Prices for Hardware Supplies) Notice 2010 on 21
October, 2010. The notice came into force on 22 October, 2010.

4.4 This was done in harmony with Section 44 (2) of the Commerce Commission Decree 2010 whereby
the Commission is obliged to give fourteen (14) days notice to the stakeholders.

4.5 The intention notice clearly outlined the following:

e The prices for the supply of all hardware items in Fiji will be fixed 14 days from the date of the
notice(22 October, 2010);

o “Hardware Items “means all supplies that are used for the construction of buildings in Fiji except
for those that are already subject to price control orders under the Commerce Control Decree
2010.

e All persons and entities selling hardware items may make written representations to the
Commerce Commission on or before 5 November, 2010 in relation to the intention of this notice.

4.6 The Commission on 23 October, 2010 and 30 October, 2010 put up the intention notice in the Fiji
Sun to inform the hardware stakeholders on its intention to control the prices of hardware items in
Fiji providing the opportunity to make representations to the Commission in writing on or before 5
October, 2010.

4.7 The Commission on 27 October, 2010 also met the various hardware stakeholders at the Commission
office in Raiwai to discuss the intentions, processes and the requirements from the stakeholders on
the New Price Control Order. During the face to face meeting, the following was discussed;

e That Commission will set the prices of the hardware items;

e That Commission will not set prices of all hardware items but to low and medium end products;

e That Commission will undertake thorough consultation with all stakeholders, in particular with
hardware operators;

e That Commission will give time to hardware operators to submit a list of products they propose
to be brought under price control while Commission will also undertake its own work towards
developing a list;







