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FCONOMIC TRENDS IN THE PACIFIC ISLANDS

T K. JAYARAMAN

INTRODUCTION

The years leading to 2006 were characterized by unprege-
dented political uncertainties in the Pacific Islands. These
doubts adversely affocied the islands’ investment prospects.
not only with regard io the domestic private sectors but also in
velation to foreign investars, and resulted in ponr economic
growth. However, therg were some encouraging signs, includ-
ing the appointment in Tonga of the first-ever commoner o the
position of Prime Ministar in 2005, following a prolonged mass
movement for greater demacracy. In addition to this notable
departure from the traditional practies of nobles holding ihe
office of Prime Minister in the only kingdom in the Pacific
region, in the fivst half of 2006 there were peaceful conclusions
to legislative elections in the three other major island states,
natiely Fiji, Samoa and Solomen Tslands,

Although the restoration of political order and the continua-

tion of the “‘Westminster system' of parlianmentary demoeracy
fmodeiled on that used in the United Kingdom! were welcome
signe, the issue of poor governance in Solomon Islands arose
once agein in late Apnl 2006, soen afler the conclusion of
orderly elections and the appointment of Snyder Rini as Prime
Minister. Rini was obliged (o resign after only sight days in
office, following viots and arson attagks in the Chinatown area
of the cpuniry’s capital, Honiara, Two members ol the National
Parliament, who had been arrested and held in custody with-
oul bail before being placed on trialfor their alleged incitement
of the sloting, were appointed by thé new Prime Minister,
Manasseh Sogavare, to positions within his Cabinet, Tt was
apparent that Spgavare's action was deemed to have shown
support for the two imprisoned ministers, who had been
invalved in Rini's remioval fvam dffice. These developments
were a major set-back o what were gencrally considersd
suecessful efforts undertaken since 2003 by the two metropa-
litan powers, Austratia and New Zealand, to improve goviri-
ance, Under the widely asclaimed Regional Assistanee Mission
to Solumaon Tslands (RAMSI), Lroops: assembled from the region
and led by Australia had been maintaining law and order in the
country, which from the late 1990s had been ravaged by
provincial and ethnic rivalyles. Furthermore, Austratian and
New Zealand experts had been engaged to provide technical
assistance in many key areas, in the hope of promoting
economic growth. Solomon Islands was one of the five states,
along with Kiribati, Suniea, Tuval and Vangatuy, to have been
accorded the status of least developed country (LDC) on
aeecount of their vulnerability to nalnral disasters, level of
per caput income and quality of life, this [ast criterion hased on
human develepment indicators, ineluding life expectdney at
hirth and child mortality rates.
_ In Tiji, at the Jegisiative election of May 2008, Prime
Minister Laisenin Qarase was returned to office for a further
five-yvear term, thus bringing certain outstanding issues Lo the
{ore. These inciuded the possibility of granting parden and
amnesty o those involved in the coup of 2000, which had
resulted in the overthrow of an elected Government, and the
likely release of those who had been convieted and sentenced to
life imprisonment. The Commander of the Armed Forces
publicly expressed his opposition to these expected actions,
sligiting considerable criticism from the international obser-
vers of the couniry’s elections. The decision by Prime Minister
Qarase to iivite the Indian-dominated Fiji Labour Party
(FLP, the country's second largest party, to join a multi-party
government under the unigque provision of the country’s Con-
stitution was greeted as a positive step towards greater ¢o-
operalion, moving away from the confrontational approaches
of previcus years:

Two other two Melanesian countries experieaced stmilar
diftvulties. Vanuatu was likewize afflicted by problems famil-
lar to eountries administered by coalition governments. where
ambitions politicians were constantly mangeuvring w bring
ahout defections from the ruling coalitions and were ntredu-
cing frequent parliamentary motions of ‘e confidence’. With
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elections in Papua New Guinea due in 2007, this uncertsj

icoked set to conlinue. Once again. international dmf,gf;;
aitention was focused on the “arc of instahility” in the Sey
West Pacific region.

Sinee 2000 these political developments i the Melanegy

countries, as well asthe implemenlation of inappropriate fig
policies and the wastage of resowrces, both demestie
foreign. have resulted in ihe stagnation of por capul ing
ins mauy of the Pacifie Islands. These were tertainly not posiljy
signs, especially in the contest ef the Millennium Developmey

Goals (MDCs contained within the Millennium Declarats

adopted by the member states of the UN in September 20y
Five of the eight MDGs related to human developmanad, gy

foremnst among them being the reduction of poverty by 50% by

2015. Although henchmark details of poverty based on inegmg

and expendifine sarveys were available for only two countrigy

in the region, namely Fiji and Papua Now Guinea. 1he impres.

sion of 'subsistence affluence’, a highly romanticized themein

the literature on the Pacific Islands, was no longer valid,

Incrcasing migration to twwns in seareh of jobs. following

the steady dectine in rurat incomes over the vears, the con.

sequent expansion of gguatter settlements. riging cvime in

urban areas and growing youth unemployment svera visible

evidenee of the poverty experienced in all the Pacific Ielands,

Furthermore, there were increases in the numbers of repertid
cases of HIV/AIDS. A stady commissioned by the Common-
wealth Seeretariat in 2005 indicated that the realization of the
MDGs of the eradication of peverty, the reduction of dyld
mortality and the control of the spread of HIVIAIDS and
moalavia, as well as the achievement of universal education,
was proving difficult. This was confirmed by & further study
refeased by the Australian Agency for International Develop-
ment (AusAID ubserving that the Pacific Tslands were un-
likely to meet the MDGs, as during the 10-vear period 1995-
2004 they had thiled to register an annual per caput neome
gvowth rile in exeess of 267, the level indicated by the World
Baunk as that required for reducing poverty.

Agninst this background. an Australian non-governmental
policy institution, the Centre for Independent Studies (CIS),
issued thiree roviews on the issue of aid to the Pacific Idands
during 2008-06, one of which carried the provecative title ‘Aid
has Failed the Pacific’, The eriticism was based on the theors
that poor growth performance was due Lo the ineffective use
aid, which hag totalled US $50,000m. daving the previous 30
vears. and that mest of this aid had been spent on consumpties
by bureaucracies and government glites, being diverted from
the intended purposes. ag aid was olten considered fangible
The smaller island states such as Tuvalu and Wiribatj have
porformad better in their management of aid by putting the
resdurces in [rust fundz established under parliamental¥
statutes. The respertive nets of parlinment stipulated that
trust funds should be maintained and invested by internatio
ally reputable financial inveatment houses; lmited the gavert
eit's Fecdrrent budget that could be financed by revent®
earued from Lthe veturns on investments: and restricted theust
of trust fund money to investment purposes only. with the
condition that funds su drasen Frem the trusts be returnedover
agiven period and that they bo maintained in real terms, The
two trust funds now serve as models for the northern Poactic
Islands, namely the Marshall Istands, the Federated States®
Micronesia and Palau, which were lormerly part of the
Trust Terrilery of the Paeific Istands, All three countries hia
been receiving annual gramis from the USA under theit
respective Compacts of Free Assoclation, each Compack
remaining in force for a §5-year peviod. The Marshall fS]jmdg
and the Federated States of Micronesia established erust funt!
to manage e annual aid inflows that were anticipated under
the second Compacis, Tn 1994, only one vear nlter gainieg i
independence, Palau crested a trust fund under Hs first
Compact with the USA. 4

As the major provider of aid 1o the Pacifie Lslands ant
seemingly provoked Ly criticism of its approach. in #

4
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sstrotia reviewed its overseas: aid policy and delivery

1 ihanisms. In April 2006 the Ausiralian Government issued

;mofficial White Papor on the country’s aid programne, Upon

e relense of this policy docusment, the Australian Minister for
. Foreign Affairs highlighted the need to fcus an the alleviation
- gipoverty and the promotion of sustrinable development, with
. yiicater vole for the private seclor, throngh policies aimed at

ceating an enviromment condueive to the goneration of
: jagreasod income and the prevision of wider opportunities
- IF 'g'ni,uful employment. A major departure from the norm,
! jadieated by the White Paper, was with regard to aid delivery.
! Yastead of linking aid to specific projects, as had been the casc
: fisherto, Austialian sid would henceforth be ehannelled into
: aarent sectars, such as primary cducation, water supply and
| gytyition. This was different fiom the approaches of other
: dgsons, including the Eurepean Union (EU) and the US
¢ wfillenniven Challenge Corporation, which in Febroary 2006
i anotnced a grant of almost 1S §66.7m. to Vanuaty for the
; wurposes of identified infrastructure projects.

¢ Tphe People’s Republic of China and Taiwan ave providing
- gpnificant amounts of aid to the region, in their respective
sitemapts to win the support of Pacilic governments. While the
- gimjor siates, ineluding Fiji and Papua New Guinea, are known
to ba steadfast in their adherence to the ‘one China’ poliey, by
recogiizing onty the People’s Hepublic, the smaller states kave
E pecome vuloerabie to what bas become known ag the ‘aid
gamé’s The violenee in April 2006 in Solomon Tstands, which led
i the awift downfall of nowly elected Prime Minister Snyder
Rinioriginated in rumonrs that the rise in Rin?’s popularity
sen due to the growing influence of Taiwan m locsl
ties, Aware of the importance of aid diplomacy; Japan,
shichwas already a leading donor to theregion, ab a meeting of
3 iic nations in ay 2006 announced a programme of Fresh

il fotalling more than US $40fm. Some diplornats privately
sidered this to be an attempt to counter the ineressing
uvence of the People’s Republic of China and Taiwan, Other
ervers, however; believed that pro- and anti-whaling lob-
sts were trying to, garner late support from the. Parific
- Jgands prior te 2 meeting of fhe International Whading
'~ {ommission, held in June 2006, At a meeting held in June
" 2005, confrary ‘to the expectations of Australia and New

land, which continued to campaign for whale copservation,
non Isiands had voted with Japan in. favour of the
ynption of commerdcial whaling, Ausiralia was particalarly
appointed by the stance laken by Holomon Islands; this
ullowed the restoration of order by RAMSI, which had been

ely funded by Australia, arecovery in the islands’ economy
d au1 improvement in bilateral relations. This wmespected
clopment alga coincided with the country’s conferrnl of its
hesl hanour—the Star of the Solomon Islands-—on the
ime Ministers of Austrolia and New Zealand, By contrast
Kivibati, also wmuch to the dismay of Australia and New
land, abatained from voting.

- RECENT DEVELOPMENTS

o Pacific Istands’ growih performance in the first five years
the new millenmimm remained modest, amid continuing
straints. The remotenses and insularify of the regiow,
ich comprises widely dispersed multi-island micro-stales,
ibined with the distance fromhajoi markets, have resulted
high international and domestic transport costa. Corm-
ded by the low volume of eargn, the development of
B4 simall domestic market has been consirained By the
tances between settlements and the infrequency of internal
naport services. The Pacific Islands’ susceptibility to nat-
}disasters and adverse climetic conditions has typically
d & negative impact upon evop yields, thus affecting the
}l!'e region’s economy. The relatively small populations of
g islands reduces their instititional eapacity, which in torn
F_ﬁeases the it eosts of services and restricts the potential
O priviite-sector growth and investment. Scops for diversifi-
‘L}ﬁn hae been constrained by the narrow resource base and
e Limitations of the domestic markets, resulting in the
iitinuation of usvaried production and exports and ina weak
lvate scctor. Heavily dépendent upon strategic imports,
Htluding fuel and food items such as rice and wheat flour,

$evs urspmwaridoom
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and reliant apon foreign investinent to overcome the inherent
limitations of scale and resources, the Pacific Islands remained
vulnerable to exterpal economic and environmental factors.

With favourable world prices for most of the Pacific Islands’
traditional exports such as copra, tegether with the increase in
tourist arvivals and the rige in inward remittances to the
Polynesion isiands (and also, within Melapesia, to Fiji), in
2005 the rate of eceonomic growth remained reasonable,
although the average rate was less than 3%.

Fijt (2004: population: #41,000; gross domestic product—
GNP—per caput: TS §$3,125; aid per caput: US $76) recovered
from the aftermiéth of the 2000 coup with remarkable speed as
a result of aggrossive counter-eyelical measures. The country
subsequently ‘achisved anuual economic growth rates well in
excess of 3%, Fiji recorded growth of4.3% in 2002, 3.0%in 2003
and 4.1% in 2004, but in the protess incurred sizeable fiseal
deficits, eguivalent fo 5.6% of GDP in 2002, 56.0%1n 2003, 3.3%
in 2004 and 4.3% in 2005, Fiji's overall growth rvate in 2005,
however, was much lowey, at 1.7%, although private consump-
tion and construction incrensed slrongly, thus sustaining the
ceonomy. The main reasons for theweaker growth ratein 2005
were the expiry of the World Trade Qrganization’s (WTO's)
Apreement on Textiles and Clothing on: L January of that year,
the abrupt discontinnation of the U5 quotn for Fijian garmentis
and the decrease in earnings froms sagar exports. The immedi-
ate prospects of any revival of the declining sugar exports
hefore the phased withdrawal by 2008 of the preferential trade
arrangements with the BU uader the Sugar Protozol weraalso
poor. Fiji has therefore been obliged to identify and promote
new export producte, such as hottled mineral water, to offset
growing trads defieits. - ce : o

Papua New Guines (2004: population: 5,772,000, GDF per
caput: US 8877; aid per capui: US £40) by contrast benefited
from the favourable external conditions that prevailed in 20065.
The-oil and .gas sector regisiered growlh of 11.0%, as supply
responded to rising imternational prices. In - addition, the
agricolinral- sector performed well, achieving incresses in
output of several exportoble produets, including coffee; copra;
coeonitoil aod rubber, all of which benefited from higher world
prices, Purthermore, the construction seeior recorded strong
growth in response to low interest rates and to higher demand
far office space and private bousing: Low interest rates were
primarily -due to a commendable fiseal performance, with a
budget deficit equivalent to 0.6% of GDP being recorded. -

Solomon Tslands (2008 population: 466,000, GDP percapul:
US $554; aid per-caput; US $262) rontinued its econemie
recovery in 2005 after the contraction experiencad during
200002, Following the restoration oflaw and order, econotnic
growth during 2005 reached 4.4%, most of the expansion being
due fo strong pecformance b the areas of agriculture, con-
struction and irade (both in thewholesale and retail sectors).
Txporte of logs rose, thus raising export earnings, aithough
decreases in the tuna catch and in copra production were
rocovded, _ = : : e -

Tn 2005 Vanuatbu (2004: population: 207,000; GDF per caput:
US'§1,626, aid por capul: US $182) recorded a growth rate of
3,14, slightly lower than the 2004 level of 3.5%. The decrease
in the growth rate was attributed to a decline of 0.8% in the
agrieultaral sector. However, owing o strong growth in the
tourism sector, facilitated by the introduetion of additional
{lights tp Vanuatu by Pacific Blue, & newly launched aicline,
and the recovery in construction activity, the counbry was able
to maintain a modest growih rate, in contrast to the contrac-
tionary conditions that had prevailed during 2001-03.

Of 1l the Pacific Islands, the Polynesian country of Samos
(2004: population: 184,000; GDP per caput: US 52,042; aid per
caput: US $167) registered the highest growth rate, of 5.5%, in
2005, thereby improving on jts performance in 2004 when
growth of 8.7% was achieved. Strong expension in the agri-
culture and Bsharies sectors resulted in ineressss in the export
volames of nonu (or noni) juice and fish. This expansion,
combined with the rise in hotel construction activities, which
were encouraged by the Tourism and Hote! Development
Incentive Act of 2003, was the main reason for this strong
economic growth. ) :

However, Tonga, another Polynesian country (2004: popula-
tion: 102,000; GDP per caput: US £2,084; aid per caput:
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US $189), endured difficult times during 2005 withh mass
movements for greater demoeracy and sirike action by civil
sevvants lasting for more thau a month. Although the strike
was sefiled with an agreement upon a B0F-80% increase in
salgriss, the economy remained nnder pressure, Growth dur-
ing the fiscal year ending June 2005 reached approxitiately
9 5%, primarily owing to the good performancs in agriculture,
which helped ko improve exports of squash {pumpkin), vanilia,
root crops and nonu juice, Furthermore, inward remittances
roic to 200m. pa’anga, thus aecounbing for 56% of the cuntry’s
GDP-

Feonomie growth in ks Cook Telands (2003 population:
18,400; GDP per caput: US $7,332; aid por caput: n.a.) slowed
dewn during the year ending Jung 2005, when a growth rate of
2.0% was recorded, compared with 4,94 in the previous fiseal
year, This deceleration was due to the severe damage inflicted
upon the rural geonony by five eyclones in 2005. However, a
small increase in tourist arrivals and in vetail and wholesale
teade enabled the economy to maintain modest growth in that
year-

By contrast, in 2005 the econoiny of Kiribati (2004: popula-
tion: 98,000; (SDP per caput: US $633; aid per eaput: US5171)
enffered from the continued decling in revenve From fisliing
Keence foes, which decrensed from $A46.6m, in 2001 te
$AZ4 5m. in 2004 and to $A18.0m. in 2005. As a resuli, the
cotmtry's growth rele deelined from 3.9% iu 2004 to 9.3% in
9005, Kiribati depends heavily uponits fisheries résouries and
seafarer's’ inward remittances for sustaining levels of nalional
income,

The Marshall Islands (2004: population: 51,000, GDP per
capuk: US $1,767; aid per caput: U3 $835) registered n growilh
cate of 3.5% during 2005, a significant rise from 0.4% in 2004.
In addition o incroased agriculiural production, greater
external assistance was also provided, Under the new finaneial
agreement with the USA as part of the Cowmpaet of Free
Aesoctation, the Marshatl Islands received fresh inflows of
aid. The resultant fiseal expansion facilitated GDP growth.
Gavernment. expenditure, wmainly on wages and salaries, was
supported by Compact funds and conslituted approximately
30% of GDP.The US Ronald Reagan Ballistic Missile Defense
Test Bite, losatet on Kwajslein Atoll, alse continued to con-
tribute {o the expenditurs cumpenent of GDP.

The PFederated States of Micronesia (2004; population:
110,600; GDP per caput: US $2,064; aid pex caput: s $7871
recorded improved economie growth during 2005. Following a
contraction of 3.8% in 2004, the econony recovered to reach a
modest growth rate of 1%. This was primarily due, as in the
ease of the Marshall Tstands, o freeh inflows of aid money from
the USA under the second Compact of Free Asseciation.
Following the expiry of the first Compact in 2001, US Grant
ands wore increased to US $92m. annually, with the require-
ment that initially a total of US $16m. be saved in a trust fund,
US grants constituted 40% of GDT. Greater focus on public
works programmes and an increase in tourism both contrib-
uted to the country™s econgmic recovery in 2005,

Naurna (2003; population: 10,100, GDP per capud: US $3,465;
qid per caput: n.a.) has faced increasing geonomic difficulties,
partieularly since the decline of the island’s phosphate
resources in the late 1990s. Reliable Ggures for the country's
recent national accounts are not available. With the substan-
tin] reduetion in the operations of the Augtralian Offshore
Processing Conter for asylhim seelears, which provided some
income when net earnings from depleting phosphate mining
activities became negative v, 2004, the eountry’s fature looked
increasingly unceriain, Alihough the international donor
nteating held in November 2006 promised development aseis-
tance Lo revive the economy, pledges wonid need to be followed
by direet action and financial assistance.

In 1904 Palau (2004: population: 20,000; GDP per caput:
US $5,350; aid per caput; US $978) beeame the third US-
administered Trust Territory to gain independence, following
the examples of the Marshall Istands and the Federated States
of Micronesia, A trust fand was established into which US aid
funds were deposited in order to provide budgetary support
fraizt 2009, when the Compact of Free Association (1994-2008)
was due to expire. Approximately US $410m, was ta be
provided in total over the 15-year period of the Compact. In
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9005 Palav was able jo maintain a high rate of econg
growth, which reached 5.5%, compared with 4.9% in 20
wainly owing to inereased taurist arrivals during the year
fer new construction nctivities. The latter included the builg
of an 85-km highway and the astablishment of & new natig
capital on the island of Babeldaoh. .

Tavalu (2003: population: 9,880; GDP per caput: Ussa;
gid per caput: n.a.) experienced a deceleration in econn
growth during 2001-06. The highest annunal growth rat
13.9%, waa recorded in 2001 Thereatter, the rote of
growth began to decrease ng the result of a decline in constri;
Gion activilies following the completion of a hospital ang:
govoroment office black, combined with a steady reductin
rovenne fromm fishing licences, telecommunicationa lee
and the "t internet domain name. Growth rates were 5 j
1. 2002, declining to 4.0% in both 2003 and 2004. n 2005 GHp
grawth decrensed to 2.0%. The Tuvaly Trust Fund (TTE)
which is declared to be an example for small island states
follow, had a total endowinent value of US $89.4m. The aver,
roburn in veal terms from investments made with - T¢
resourees has remained higher than §% since 1978, and-4]
total yield amounted to $A58.9m., thus providing an annigg
average of $A3.1m, to support the- government’s recureeg
budget.

While political stability has been acknowledged as a etif
requirement for steady progress towards achieving the M
the continued vilnerability of the Pacific Islands to the adv
effects of recurrent cyclones, ‘king tides’ and other natw
disasters have made sustainable economic growth increasing]
move difficnlt to realize, Most of these phenomena have beg
attributed to global warming. In addition to these naturi
disasters, the Pacifie Islands have also had lo face oth
unexpected challenges, including decreases in world commnidl
ity prices and the conzequent reduction in export earnis
along with an increase in the cost of sirategle imporis, such
petrolewn and its products, machinery and transport &g
ment and other capital goods, as well as in the price
consumer goods. Anmual trade deficits thus began to wid
and with their limited range of cxport items, the Pacific Islai
gound it difficult tn finance Chese deficits,
Mhe Pucific Islands have been unable {0 influence wor
markets significantly, given theirvelatively small contributh
to global commodity trade, and external cconomic conditio
remained beyond their control. As a result, emphasis 1
incressingly been Flaced nn strengthening the region’s &
nomic resiliene, i i
prompily Tecover from tha impact of exogenous “‘ghock:
Atterpts to realize this included deliberate measures 0¥

time to promote and sustain a higher degree of gelfireliandd:
through. the diversification of aetivities nnd the adoption ol
prudent policies. More spacifically, there were two main ele:’
ments, one of which foeused on diversifying the rangg of.
glabally competitive products, while the other aimed
gtrengthen cxisting jnfrastructure and Lo construct newV fuetk
ities in order to increase Ehe region’s ahility to respond 80
natural disasters, '
The development of resilience can he successfully accom:
plished only in a sound macroeconomic envizonment. Diverst
fication of aciivities to redoce dependence on one of iw
exportable crops only cannob be undertaken in isolati®
Furthermore, if the Pacifie Islands are 1o benefit from financl
globalization, roforms are required in other areas, not mere
i the fingncial sector. More importantly, reforms i mag
peonomic policies nid public Bnancial management are lon
overdue. Macroeconamic stability is determined by the anp
fiscal position, which in turn affects price levels, interest rat
and exchange rates, along with the carrent aecount of {
balanee of payments.
Papua New Guinea nob only reduced itsoverail fiscal defie!
over the three-year period 2001-03 but also succcssfy
managed o achieve 2 budget surplus, estimated at the equ
lent of 1.8% of GDP, by 2004 Tinproved tax collection 8
effuctive budgetary control measures lavgoly contribubed:
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geesl discipline. In 2665 the budget deficit was estimated al
s of GDE, compared with a projecied deficit of 1.0%:;
o vernment expenditures inehuded equity contributions to
Papua New Cinea’s joint gas project with Australia_ In this
discip‘lined enviroiunend, in 2005 inlerest rates were reduced,

gl infiution alse remamined low, Prudent fiscal smanagement
improved the public debt position, Public debt declined from
50% of GDP in 2002 to 49% in 2005. Favourable vommodity
prices also rosulted in an improvement in expors earnings,
therehy enabling Papua New Cuinea o continue recording
nrrent-secountsurpluses m hoth 2004 and 2005. The kina, the
qational currency, which is based on a fioating exchange vate
e, appreciated by 9g; agminst the US dolar and by 4%
against $he Austrolinn doliar during 2005. Increases in intor-
pational reserves and a stronger currency provided an enviv-
snment condueive to investment, which was further faciiitated
by appropriosie infrasiroctore lnvestments.

P, which implemented aggressivo counter-cycheal mea-
cures i address the decline in private investrent that followed
ihe 2000 conp, experienced fseal deficits throughout the five-
year period 2001-05. Barrowing from the public and from
instifutions, including the Fiji National Provident Fuond,
Jfinanced these defisits, Pablic debt rose to $F2,48Tm. in
9005, constituting 54% of GDF, with exlernal debi amouniing

t5- 7% of ODP. Ths prevailing excess li uidity in the banking

gystem facilitated borrowing from the pubtic and did not deter
further private invesbment. Intorest rates remained jow until
inid-Detober 2005, when domestic credil expanded io record
gyl growth of 274, the higheut rate gince 1090, However,
he country's rate of inflation vemained low beeause winst
“pinsumer imports were sourced from Australia and New
“Feoland, where the respeciive cenirai banks had heén SGeress-
sth maintaining low rates throuph inflation-targeting mone-
vy policics. Fiji experienced the adverse effects of a rapid rise
ih'demestic cvedit, mainly within the housing market, as the
dimand for consiriciion materials began to extend overseas,
ho conntry's trade deficik widened in the midst of poer export
grformanee, compounded by the decline in garment exporis
Aifat followed the ending of the US quotas for Fiji’s garments,
ffptwear and fish, in 2005 thé carrént-account deficit reached
He aquivalent of 13% of GDP, duspile an axceptional perfor-
fhirice by tha tourism sector amd the risein inward remittances
o Fijian rugby players, teachers and nurses working over-
&ae, 1n the same year inflows of such remitiances totalled
500m., having risen From $F50m, i 2000 and £F200m. in
4. These remittances exceeded receipts from sugar exports,
§hich amonnted to approximately $F200m., thus accounting
8% o foraign-excliange carniiigs, Moreover, tourist arrivals
fesched 500,000 in 2004 and rose favther to approximatoely
530,000 in 2005. The counlrys monelary authority, the
Téserve Bank of Fiji (RBF), raised the policy indicaior interest
i in Gelober 2005, by 50 basis points from 1.75%, ana again
ebraary 2006, this tima by one percentage point to 3.26%.
¢ discount. rate, also known as the minimum lending rate,
asTRised Lo 4.25%. In addition, on May 2006 the REF raised
stalutory reserve deposit ratio for the comumercial banks
tom 5% 4o 74 . These actions signified 5 major departurs from
eany monetary policy for restraining aggregate demand, an
Bproach that had prevailed fora decade. Uniil 2000 delriand
{ f1ihacno

nd heon driven mainly by consuinplion. Asa veault of these
\Crasges in interest vates, demand was reduced, and this was
flected in the decline in loan epprovals by lending institu-
ng,
The Cook Islands were able to record 2 fiseal gorplus of 3.1%
GDP in the financial yonr eading in June 2005, after two
vs of deficits. This was due to improvements in revenue
Sllection and io the general buoyancy of the economy. The
sinnds had ales witnsssed & revivat of the fowiam industry. In
008 tourist arrvivals and revenue ineveased by 9% and 11%
®spoctively. Much of this was attributed fo the introduetion of
ow flights, operated by Pacific Bine rom Christchureh, Mew
Zouland, Pearl exporis rose in the same year after reeovering
m the adverse effects of an outhreak of algae in 2001
fation in 2004/05 romained low, at 1.7%, despile an incrense
‘patrojewm prices. The majorily of imports (amiounting te
W% of GDP} wers purchased ffom New Fealand, which had

50 heen experiencing alow Jevel of inflation. The Cook Islands
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ware bound by the Manila Ay ament of 1008 not to underiake

any further borrowing for o period ol seven years following the
restructuring of external debt. As a result, the islands’ debt
amounted to 34% of GDP in 2005.

Kipibati's fiscal position was u continning canst for concern.
The eountry’s figeal deficit reached its highest level in 2003,
when it steod at 28.5% of GDP, Further declines in fishing
licence foes, limited tourism earaings and increasing recurrent
and development expenditure vesulted in budgetary defieils,
which wert to be serviced by drawdowns from the couniry’s
irost fand, known as the Ruvenue Equalization Reserve Fund
{RERF}. If the value of the trust fund was to be mainiained,
these drawdowns would need fo be returned. As Kiribali nses
fhe Anstralian doliar aslegal tender. and 2 majar proportion of
imports are purchased from Ausiratia, the rate of inflation has
remained fow.

Tn the Marshall Istends, the fizcal pesition vemained pie-
carious. The fiscal deficit in the Annacial year ending Septem-
her 2005 was estimated to be eqaivalent to 2.4% of GDP.
Rovenues were lower than expecied while &t pital expenditives
inerensed. Tn the same year external dobi raached approxi-
mately 76% of GDFP, most of which had been borrtwed on
concessional terms. With grace periods on lorns from ¢he Asian
Development Bank (ADB} ending in 20086, interest payments
were Lherafore falling dus, Debt-gerviee expenditure was
expected to be equivalent to 24% of expurt revenue, With the
closure of the country’s tuna-processing plant in 2000, exporls
declined. Ho v, the remitiances of citizens resident in the
USA provided substontiz] support o the bulance of payments,
Sinoe the US doliar is legal tender in the Marshall Islands and

most af the country’s imports are purchased from the UBA, in
2065 inflation remained low, at 2.4%.

The Federated Siates of Micrenesis, another formeor US
territory, experiencest a simitar sitvation. Having filed to
manage afficiently the aid inflows from the USA under thefirsl
Corrpact, which expived in 2001, efivls to gstablish & trast
fund under the second Compact, which took effect in 2004, and
to spenre overasas borrowing proved diffteuit. Tiscal deficits
atood ab 9.5% of GDP u 2004 and 6.1% in 2005. Infintion was
low &t 2.5% in 2005, as in 2004.

Maure’s macroeconomic prospects remained poor. Phos-
phate mining, upon which the economy had previeusty been
dependent, was already declining as resouarces became
depleted. It was yaported $hut phoaphate expert recaipts in
2004 did not cover the cost of mining sperations, There wasno
other incomo-generating activity in the country, other than

subsistence fisheries, and little tourism potentiai on theisiand.
Atthe rstinternational donor nmesting held in Movember 2005
several alternatives were proposed, including the development
of cpmmuereial fisheries, in $he hope of creating jobs and export
potential. Expectations were raised when a fertilizer company
fvom Anstralis indicated that it might provids ansistance fov
phosphate-mining operations, at an estimated cost of $Afm.

Palaw's macrocconomic stabilily depended on whether its
trust fund, sstablished under the first Compact {1994-2008)
with the USA with a view to developing perenaial support for
annual budgets, would function suceessfully. From 2001 the
annual fiscal deficit remained in double digits, reaching the
equivaient of 12% of GIP in 2004, Remittances {rom tourism
ara saen as a potantisl soures of financial suoport upen the
expiry in 2009 of the Compact, under which inflosws have
covered 50% of the country's imports. Palau's current-account
deficit was estimated at around 15% of {DP in 2604/05. Bince
Palan uses the US dollar as legal tender and ils imports are
mostly senrced from the USA, annnal inflation has remained
low.

From the mid-1550s Samox’s successful record of reform
implementation earnad the couniry the epithet of ‘the darting
aldenors’. Prodent policies contributed to strong performance,
fncilitated by the fiscal surphuses, maintained during 1996-95,;
1hese were jahowed by modes) deficits during 2000-04. In 2005
the fiscal deficit renched 0.9% of GDP, despite the large public
sxpenditure programme for slaging the South Pacific Games,
echeduled for 2007. However, the earrent aceount, wiich
recorded surpluses in 2003 ond 2004, showed & deficit of
7. 8% of GDP in 2005, with inflation reaching approximately
From 2004 focus terned 1o the conmiry’s tourism poten-
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inl with subslantial investment being made in hotel and
rasort consbruction, as well as with the introduction of new
flights {0 Samea in 2005 i'ul]owing the launching of & foint
ventlive, nameiy rOJ.‘mia]au uute, between nalional carrier
Polynesisn Airlines and Virgin Blue of Australia.

Solomon Islands experienced a slow but romarkable recov-
ery from the aftermath of civil unrest and near-coliapse of the
economy during 1999-2003. Substantial aid inflows and tech-
nicat assistance to the Ministry of Finance and key industries
under the ongoing RAMSI subseguently ennbled Lhe restora-
tion of fiscal stability, Donors funded approximately 58% ol the

recarrent badpet and nearly 1008 of capital budgels in 2004
and 2005. In 2003 the !m(iget was in surplus at 8.3% of GDE,
subseguently moving into deficil at 0.5% of GDP in 2005, The
eurrent-account balance, which ineludes offieial transfers, was
in surplus in 2008 und 2004, at 14% and L1% of GDP
respectively. In 2005 a deficit of 7.9% of ODP wasg. expected.
With persnstc,nt shartages continuing and subsistence agrieul-
e makiing o skow recovery, inttation vemaived high, reaching
10% in 2002 a;ui atanding ab avound 7.0% in 290 —05 Inter-
b creditors apr eed a moratorimm on the country's
external - debt-ger vicing obligations, with the expectat:on
that the rehabilitation of tha snee-thriving cempany, Guadsl
canal Plains Palm Oil, and other enterprises sueh. ag Gaid
Ridge. Mining, would begm eonfributing fo growth in the
commg years. The- :mplemcutatlon of prudent fiscal polictes
and ths maintenance of lew and order would be erpeial,

‘Tonga faced severo fiscal difficulties during the early 2000s.
Strike action by public-service, workers resulted in salary
increases of SGV/a——dU% 45 agreed in the terms of the settlement
reashod i 2005, Thege increases wera expacied to
eost the c.qunralent of 115 of GI'P, Consequently, fiscal deficits
appeared likely to rise in the coming years unless additional
revenie-raising efforis were eontinusd. A new 15% consump-
tion fax was im‘ur{qud om 1 April 2005, to replace the 205 ports
services tax and 5% sales tax, with a view io. avoiding: dis-
trimination hetween ;mport*s mm Tocal goods: and- services.
However, the existing inefficiencies in fax collastion were
reported. to have resufted fn the anmual loss of an estimated
20, pa’anga, In addition, unprofitable state eaterprises were
being given linancial suppori by the Government, and the

resuliant budget defieits (2.8% of GDP in 2008}, led to mone-

tavy c,xp:mmrm The annval fate of inflation remaincd high,
vistnyg t0.10% in 2005. Furthermore, the country’s interna-
tional reserves were placed under ineressed atiain, despite
substantial annual inward remibiances, Plsesl pressures such
as those arising from the strike action by publicservants, olong
with the pretests by pro- democmcy supporters, diverted the
wum?iy =1 d[.u,flﬁif)"i away fromi the Il’“lpit.ﬁeﬂtﬁtlﬂu ol the
public-sestor reforms nitiated in 2002 and were likely to cause
further set-hacks to Tonga's economie progress, -

I‘uvalu, which demonstrated improved financial manage-
mentin the eavly 2000s as v result of pood administratisn ofthe
istands’ trust fund, nevartheless faced vevenue losses as a
result of deelining sales of fishing licences avd telecommunica-
tion h'ccuces and the reduction in ncome from the *.&v" domein
name. The budget deficit in 2005 reached approwimately 4% of
GDP. The ceuntry's debt, all of which was devived from
international . funding agencies and was hence obtaingd un
coneessienal lerms, stood at 86% of GDP. Tuvalw, Which uses
the Anstralian dollar ge it surreney and which obtains most of
its imports from Aunstralia, recovded annual inflation rates of
less th.m 3%. With an extremeiy limited range: of exports,
confined to copra and itsh, an jneremse in the infiow of
remtitancas would be needed fo sustain the ceanmmny.

Vanuain's fiseal position was steained from the late 1990s
unatil 2003. Prudent fscal policies and monetary management,
however, enabled the cousiry 1o restore budgetary discipline.
The budget wag in surplus in 2004 for the frst time, although
this was Fallowed by a small deficit, equivalent to 0.3% of GDP,
in 2005. The mud&—heralded Comprehcmwe Reform Fro-
gramme,-fanded by the ADB and inplemented over & peried
of several. yesrs beginning in 1998, proved unsuccessful,
deinonstrating that the .countr, v needed an incremental
approach, rathor than the sudden implementation of radicai
policies. Addvessing the jssues of poor governunee and of the
neglect of the rural sector, by means of income.cnhancing
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infrastructure investment projects, might have been i
heneficial, In August 2005 Fiji impesed restrictions en im ey
of kava {rom Vanuatu in retaliation for Vanuatu's ba
imports of biscuits frem Fiji, thus fweaching the provisiong
the free-trade agreement signed by merbers of the Melunesis:
Spearhead Gy roup (namely Fiji, Papua New Gumea Solorg
Istands and Vanuatu) and resulting in a dechine in EXpOr
Apnual correni-aceount defieits, meanwhile, bad been rig
since 2002. The enrrent-account deficit in 2005 was equivak
to 6.1% of GDP. Political stability was required to guarant
the island’s prospects for future » growth, which were improy
with rnd_}or invesiment in infrastruclure projects assistad;
the 1J8 $65.6m. grant from the US Millennium Cha]!en
Corporation,

ay Ses i nan o F
ity in the Prench and US tersing

has remained the vesponaibility of the respective sover
nations. Two long-established tuna canneries continued:
opam'te in American Smmoa, a US-administered ferritor
which reteins cloge trade rolations with the USA. In 208
the canneries employed 4,738 workers (38.6% of those engagiy
in the formal. seetor), paying. an average houtly vate,
US $3.80, and accountiing for 24.5% of the territory’s tol
wage costs. The Ameriesn Samouy Goverdment Ht’nxilgv
ahout, 5,106 workers at an average hourly rate of IS $7.9
and this mpreqenLPd 58 9“’ of the te1r1torys total expendlmm
on weges in 2004. The third lacgest employer in Asmer
Samoa, the trode and services sector, accounted for only 8. 3%;;
the total wage bill wi employmg 10.5% of all’ survey
workers. The majority of American Samos’s expmts of p
cessed tuna arc destined for the TISA, The eost of the torrito

imports far exceed the value of its exports, and the lradi
halance hasbeen financed by the inflow of remittances fromt
US mainiand and from Hawaii. -Annuai fiseal transfers frp
the US federal government suppord the fervitory’s budg
American Samoea’s natural constrainte, namely its mmahe
location, lmuted transport. facilities- and susceptlblht
cyclones have hindered the islands devempmem Froe mghi
lity.of Iabour within the USA has been significant in assisti

American Savwa to overcome the disadvantages of heing
small economy . The relative pmspemy of the territory, co
pared with 163 westarn rmg,hbour, samoa, was reflected in-
per caput GOP ol TS $5,000 in 2005, Huwever, with the a.dven
of frea-trade a[rnnnompntg., it was feared that, Anlel‘lcan.

Samoa’s canned tuna oxports would no longer be compatlh
and-that thi two conneries might be closed down and th
operations: iransferred. to Asia, whers labour costs aro low
bt from where access 60 the. US. market would rema
favourahie.

$oam, ancther US-acL..lmstered Te:'ri’bm ¥, has mmameu
denFndent mainly on US military activitios on the island:
recent years tourism has emerged as a ma;or contributor telhé

economy, with substantial invesiments in hotel construcimn
and renovation 1-:-nnntr bee}‘:.mﬁde In 2005 Guam repaive

L.2m. tourists, an inerease of 5.8% eompared with the previond
year, and the sector was expected o bencfit from Che ﬂntici
pated recovery in the Japanese econciny; o record 1.8m
dapancse tourists were reportedly planning to travel to-the
island in 2008, In October 2005 i was snaounced that 7,000 US
marines, alrmg with their dcpend'mtq were {o be relocated
o the Japanese bass of Okinawa to Guam over a six-yes
period, This would ineraase the number of military personne
stationed on Guem to more than 10,000 and would . bring
greater military spending to the island. Large-scale infra;
siTucturs PrOETANImMES, .uu.}m'i:u;; water ahpf‘}' and waghen
mansagement projects, were initialed. Tolal US prants facil
itating such construction activities, as well as US federal
pgovernment wage payments and pwcm‘(,mcnts, amounied
UB §$1,30Mm. in 2004, With the expansion in military and
tourimn activities, Guam’s GDP per caput was Lhe highest '@
the islands in the region, at US $23,060,

The Commonwealth of the Northern Mariana Islands wa
sreanted snoclal status undar the Caovenant 4-3g1-agmnni mu‘rlﬂd
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with the USA, which entered into foree in 1978. The touris
sector, with visilors coming mamly from the USA and Ja "xpan
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employa mere i,'nan 50% nf' the labont mmu and cuubu:mv.ra
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mance: quotas were imposed on imporis of garments

ather low-cost preducers, and goods manufactured in the
hern Mariana Islands were exported to the USA tax free,
i hermore, with very few military insiailations and limited

iy spending; the Nerthern Marigna Islands benefited
the autonemous power to control immigration and deter-
ie: minimuim wage levels, thus contributing to economic
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L

vin,. Unider a new global irads vegime effective from
yanary 2006, however, the TISA vemoved import guotas
itiles and clobhing. As.the garment industry had already
the process of consolidation, the seetor experienced a
-in both production and sxports. Furthermors, the
ern Mariana Islands’ tourism incduatry suffored a serious
¢k in October 2006 when Japan Airtines (JAL) discon-
dits scheduled flights belween Japan and Saipan. Jupan-
putiots had hitherto constituted almost 75% of tota
sls; with JAL earvying 40% of these bravellers. JAL's
an resulted in a decline in the number of tourists by 20%
§5. 16 that yeat the Northern Matiaina Jstande’ per capui
was exlimaled of T8 313,350, . - .
s'eeonemy of Freneh Polynesia was once dominated by
iitary-related activities. When nucléear-testing facilities
caled dewn in 1888, French Polynesia began foeusing
s, pear] farming and desp-sea commercial fishing as
es-of income. In, 2005 GDP per-caput was estimated ag
17000, the second highest in the region, supported by
il grants and inflows of private investment from France.
ow. Caledonia, which is another. Pays doutre-mer (*Over-
ounkry’}of France, is believed to hold approximately 25%
worid's known nickel resources.Only a smail proportion
d iz switable for cullivetion. Therefors, New Caledoniais
dependent on imports for supplies of food and all sther
commodities. Financial support from France gener-
{ributes more than 80% to New Caledonia’s GDPand
s citizens, retiviag. to the island and { ng:a large
mage of the popuiation, alsoanake a significant contribu-
yeensumption, an important component of GDP. In 2005
CLUIE per caput was estimated at US$15,000. . ... .
nttained the status of gelf-government in.free nssocin-
ith New Zealand .in 1974 but has. remained largely
dent on New Zealand for the management of its public

pan 1Alel -+ Sar vasda b na W
icas Although efforts have hean made to decreage govern

‘sxpondifures by reducing the public service by. almost

t:
the governinent is still the island’s largest amplover. The
er caput was estimated at US $7,000 in 2005, Nive has
ed on the ugricultura) spobor for its exports of processed
: n fruit nectar, Wme oil, honey and coconut:cream. The
sale of -postage stamps to foreign collectors is an important
: 1 reveniue. Ia Janvary 2004, however, Niue suffered
“froma seveve oyclone, the effects of which contiwmed through-
out-2005.. The process of rebuilding remained in progress in
=orfolk Tland is a tersitery of Ausitvalia. The fourism
industry. has experienced steady prowth over the years to
become the primary source of revenue on the island. The
Eiculturai sector has become seli-suificient in the produciion
o, eaf, poultry, and eggs. The island’s exporta consisted of
bostage stamps, seeds of the Norfolk Island pine and of the
Kentia palm and also small quantities of avocados.

i & feferendam heid i February 2006 Tokelau, a selit
#lministering borritery of Now Zaalangd, rajacted nroposals to
eatablish a system of self-governance. Tokelan, with a popula-
tion of just 1,500, relies heavily on aid from New Zealand—

proximately $NZdm.annually—to maintain public services.
Minual aid i« substantially greater than damestic revensye
derived from copra, postage stamps, souvenir coins and handi-

iTgits, Imward remittances to families from relatives in New
Zoaland provide substantial fuancial suppert. GDP per caput
¥as estimated at US $1,000 in 2005,
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Iﬂ: the lutter povt of the 20th century some Pacific Tslands,
Brticularly countries such gs Vamuata where little or no
i‘;‘z\’hlillxg wg_sfl'e_r_i‘v_'id from direct taxon ;eithgr pereonat i:}gomes
o SEifiany Yecerjis, encolivaged tne devéiopment of offghora

nelal centros (OFCe), Fallowing the nttucks un £ha 1I5Ain
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Eeonomic Trends in the Pacific Islands

Scptomber 2001, however, the Covk Islands, Naure, Nius,
Sarmoa and Vanuatu came under inereasing serutiny, owingto
suspicions of money-laundering and other criminal activities,
aswali as possibie linke o terrorisi organizations, Awara of the
unsolicited adverse publicity, these Pasifie Islands with OFCs
made efforts to improve their image by conforming tn the
standards preseribed by the Paris-based Financial Action Task
Force (FATF), the Grganisation for Economic Co-operakion
and Development (OECD)Y and the IMP. Tn Ocicher 2005
Nauru became the last of the Pacific Islands to be removed
from the FATF list of non-co-operative countiies and terri-
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iories, The region was aware that any islands remaining on the
‘blacklist’ would have fased sanctions, inclueding the imposition
of higher risk preminms on local firms when making transac-
tlong with international companies, the termination of corre-
spondence alliances between Jocal banks and banks based in
OECD countries and the rejection of lattera of credit issued by
local banks. : . . ) .
The impact of GFCs on domestic economies, howover, has
been negligible. The previcus labour-inlensive muotheds of
managing and transferring finaneial inflowe outside. their
jurisdictions has become obsolete. With technelogical advance-
menis, a4 many as 50 finance companies could be managed
from just one vifies Jocation. Ag a result, there was Little impaet
on employmens, and the main repereussions were Hmited to
the increazes in consumption expenditure: that arese from
imports of items such as aiv-conditioners, copying machines
ond computers. These institulions made no substantinl depies-
tic investment, as funds received were transferred elsewhers
aimost immediately. The Pacific Islands have become aware of
the need o develop the loval financial sccior, with & view to
encoutiging demestic savings and investuient, as well- as
attracting legitimate dapital inflows: Furthermore, previously
overdependent.on OFC activities, Vanuatu needlessly resoried
toindirect baxation as the ssle meavs of raising revenue, on the
assumption that OFC inglitutions would sueceed. only in
countries that could provide frue tax havens. Vannatu there-
fore needs to consider.the introduction of direct taxation: on

persenal incomes dnd company prafits, which would give s

welcome measure of equity in Laxation. Furthermore, revenue
from import duties, hitherto the main source of income in the
dbgence of direct taxation; was expecied to decline foilowing
the implementation of the WTQ trade liberalization pro-
gramme. This, accompanied by the prospect of expanded
free-trade provisions under the proposed regicnal integration
process, meant that the Vanuaiu Government needs to identify
new avenues for mobilizing the country's resources.. - .
Increased globalization and the new environment. of freer
trade under the auspices of the WTO have provided Further
allas oo TEF A ansiver &«n.—iﬁ. deﬁaiba Jon #ha ﬁnniﬁc Teolaganad o by

challenges. Widaning trad Islands have
required additional efforts Lo explors new export items and to
develop niche markets for exclusive products such as nonu
Jjuice, boitied natural water and off-season fruils and vegeta-
bleg, for exaniple squash sales to the northern hemisphere. The
need for greater promotion of the tourism industry has also
been acknowledged. Furtherinove, the EU planned to termi-
nale trade agreements for preferential treatment of the pro-
duete of the Pacific Iglands by 2007, and the Sogar Protocsl
governing Fiji's exports to the EU under the Cotonou Agree-
ment, which was signed in 2000 -and ratified in 2003 by 77
African, Caribbean and Pactlic{ACT) countries, was also due to
axpire, As a result, the Pacific Islands needed to restructure
their existing export industries, including suger and tuna
processing, in order {o compete with the rest of the world for
access to BU marksts. The COstonou Agreement was to be
replaced by a new agreement, known as the Evonomic Partnor-
ship Agreement {EPA) for the Pacific Istands, on condition that

the islands should accelerate and promote repional integration
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along similar lnes 1o thoss of the BMelanesion
Group trode agreoment. Meanwhile, necess to Austyslinn
markets under the South Pacific Regional Trade and Economic
Co-operation Agreement {SPARTECA} was bocoming less
significant, a5 Australian tariffs en imports of products such
as copra, coeonut milk and cream and other agricnitnral
products from cheaper sources in other regions were also being
rediicéd. Faced with ever-increasing compeilifon from rival
sconemies in Asia, the Pacific Islands needed to respond
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quickly, restructuring their economies and improving their
negotinting position. Having found themselves unable fo
attract substantial foreign divect lnvestment in the immediate
peet, they sought to co-operads und offer ao assored regional
market of 7. consumers )

Following the EU's offer of an EPA for promoting regional
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integration and impreving their production sapabilities and
marketing skilly, in 2003 the islands of the region signed »
Pacific Island Countries Trade Agresment (PICTA) to estab-
lish a frec-trade area among the 14 Pacifie Isiandg by 2010. 11
was decided that Austraiia and New Zealand, the two
advanced wember countries of the Pacific Islands Forum,
the regional organization involved, were o be excluded from
the free-trade aren. The Pacific Islands were clearly concerned
about the prospect of the immediate removal of trada barriers
and the impact that this would have not only on loeal consumaer
goads industries but also un government finances from the
resultant loss of tarifl revenue. The Pacific Islands believed
PIOTA to e 4 miove towards a claser relationship with the two
advaneed members of the Forum, including free trade in goods
and services as well as mobility of labour, and Australia and
New Zealand tacilly agreed. However, these fwo countiries
were sucoessful in persuading the Pacific Ialands Lo sign
another ngreement known a5 the Pacific Agroewent on Closer
Eeonomic Relations (PACER). PACER obliged the Pacific
Isfands to begin negoliniions with Ausiraiia and New Zeuland
by April 2011, If during the negotiations op EPA any Pacilic
Istand were to establishreciprocal trade relations with the KU,
tantamount to a foo-trade area, PACER would take effoct
prior to 2611, C -

. Prostration and dizappeintinent with the poor progress
made In the implemontation of structural reforms led Austra-
lin‘and New Zenland to recousider their approach. The 2001
terrorist attacks on.ithe USA tmposed neiv responsihilitieson
Australi to stiempl fo secure the Pacific region against the
newly emenging threats of terrorism, as well as against the
exigting -risks of monéy luundering.and weapons dealing.
Moraover, ethnie strife and éivil disorder in Solomun Jslands
from the late 1090s and the sverthirew of un elocted Govera-
ment in Fiji in 2000 caused {urther concern in Australia and
New Zealand. S :

i July 8003 an AustraHan Senais Commiltee report on
Augtralia’s relations with Pagifie Island states reconunended
the establishment of 2 Pacific Eeonomic and Political Commou-
nity along the lines of the FU, The Committee also considered
the posatbilliy of adopting u common ¢urrency, preferably the
Australian Jollar, for the purposes of promoting fiseal and
monetary- (iscipline in the region, The Prime Minister of
Australia proposed the idea of a single regional currency at
ihie Pacific Islands Forum Leaders’ Meeling held in Auckland,
Neow Zoaland, in August 2003, The subject wasnot included in
the agentds and was therefore not formally discussed, but the
indieations were clear: in the gvont of further regional infegra-
tion in the medium- i long-term fiure, ‘dollarization’ would
he given due consideration.

Various studies have shown that the implementation of {ree
trade in goads with Auséralia and New Zealand would involve
higher adjustment costs than the EPAs with the U, given the
magnitude of the volume of trade with Australia and Mew
Zealand, which is much greater thau that with the EU. The
ravenue loss from the abalition of fariffs on imports from the
two advanced Forum members must be recovered by means of
the imposition of othey taxes, including value-added tax, and
Vanuaty in particolar needs to consider the introduction of
income tax and oiher divect Lases to oifset This loss of revenue

vomn fmport dutien. The only poerceived oplion is to delay

PACER negotiations, aveiding free trade ingoods and services
and thereby denying access to the EU until 2011, which is
stmply not feasihle. According to lcgat experis, once negotie-
tions m conciuding BPA with the B have enmimenced, PICTA
would not be considered asufficient comamitment to prevent the
Pacific Tslands from being drawn into PACER discogsions,
which would have o begin socner than anticipated, Yet to
withdraw from PACER would prove sxtremaly detrimentat to
the procesd of regienal integration. o

A more practical solution would be Lo enter into a free-trade
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arrangement with Anstrafia and New Zealanid immediately.
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FEeonomic Trendy in the Pacific Isle

Although there would be a loss of revenue ond higher adjg&;d
nient costs involved, fhese losses would be significantly logis
than it PACER, snd the subsequent adjustment requived, wigs
postponed untif after 2011. However, during the int
heriod, frec-frade arrangements with “Australia and -
Zealand would discourage trade solely between Pacific Iy
produsors, rendering obaolete the reglon's capatity to prod
zooda locally, for cxample biscuits, beer and cigarettes in ¥
Some ohservers have suggested that a compromise should
agreed during the negotiations on free trade permitting sidj
workers from the Pacifie Islands to seck employment
Australia and New Zesland, and granting s limited nu
of terporary work permits each year for unskilled worke
be employed in those countries at times of labour shortage

Parkle in responee fo the problem of the {3?95‘!119!31.\_‘1'5;

Iy in resp
complasity of the trade agreements, in 2003 an Eming
Persons Group appoinied by the Pacific Islands Forum
velied avound the region, meoling numerdus lesders
different scetors, and prepared a Pacific Vision report:
PacificIsland leaders met in Auckland in April 2004 ta consi
the Group’s report, on the basis of which thiy agreed to devil;
a Prcifie Plan. The Pagcific Plan Task FPeree (PPTF) was-d
astablished, with specific terms of reference. Consulis
provedures began and a time frame for preparving a di
docurment was agreed. The final doeument was presented
the Patific Istaind Leaders' Meeting in Port Morveshy i Pap
Mew Cuinon It Decontber 2008 S e
The Pacific Plan was based upon fonr shisctives; egont
growth, sustainable developueni, good governance and seg
tiy. Specifically, with rogard to-economic growtly, the Pat
Plin gouphi Lo integrate trads in devvices, including tempet
provisions for the movement of Jabour during the course
PIOTA and PACER negotiations, and to develop the eapaciif

for bittk-purchasing of vssential items sudh as el and hisl
icings, While the latter had bieen on' the agenda since 197
without afty progress, the inclusion of trade in services i
cated the willingness of the Pacific felands to consider-deeps
integration on the right témns. Consequenily, the'
advanced Forum inembbr countries wore obliged to consi
reloxing immigration laws for tempordry Wworkers from iy
13%

GE.

Pacific siands seoking emplovment in Australia. and N
“enland on Tardis and & other unskilled positions that covlf
not be filled by local workers, a situation that had resulte
shertages of manual labour, S R
The %005 White Paper orititled ‘Australian Aid: Pranot
Growtl: and Stability’ made it clear that immigration polivigs
wobld not bo ghanged fo acedmmodate the Pacific Islandé
requests for greater mobility of unskilled labour. Hmvever;iﬁ?;;
White Paper confirmed the proposal put Forward by th
Australian Prime Minister at the Annusl Poeific Isis
Forumn Leaders’ Meeting held in Octaber 2005 for establishing
an Australis-Pacific Technical College. It was envisaged tHik
the collegé would train Pacific 1slanders in voeationad
tpchnical akilly, preparing them to contributo to tho eeonomid:
of the Pacific Islands and thus addressing the ourrelf]
shorlages in the region. Furthermore, as they would be traing
in accordance with Australian standards, the gradoates fios
the proposed eclloge would become qualified as shilled wal
and would then meet the requircments of the internati
lahour market in geieral and Ausiralia in parlicalar. :
Greaier involvement by Auvstratia and Wew Zoadaiid {n g
region addressed the second, third and fourth oljiectives of th
Pacific Plan, Expert advice on financial management and
public-sector reform was provided, in addition to assistal
in sirengthening legal infastructure, A prosecution servie
was inaugurated i Fifl; und those invulved in the 2000 oty
wore brought to trial, RAMSI was established to restore lag
and order in Solomon Islands (see above). :
. June 2085 the ACP-EU Council of Ministers held ¥
summit meviing in Papta New Guinea to discass the progres
on finalizing EPA with each regional group, The mestis
adopled a new linancial protocel and determined the preces
allocation of €23,700m. in developmenl assistance, which w&
i ho provided ovor the neried 200813 and represented a 355

HEAR pod
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inorease in funding in comparison with the preceding nint
Furopean Developraent Fand. The European Commission als

proposed that the Pacific Istands showid have aceess g
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ser €500, {US $650m.} in devolopnent nssistance funds,
o ial referonce was made to the Cook Islands, Samon and
valu for successlully unph,mf.ntmg their national- mmunal
rogrammes, resulting i the allocation of addiilenal EU

g i'c}icw;ng, mid-term reviews.
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