


Pacific Policy Papers No 2 

SELECTED ISSUES IN PACIFIC ISLAND DEVELOPMENT 

ERRATUM 

The sentence beginning on the 4th line of 

para. 4 on page 12 should read: 

The rapidly growing East Asian countries 
have contained inflation better for the 

most part, but even such countries as the 
Republic of Korea have had bouts of double
digi t inflation. 



PACIFIC POLICY PAPERS NO 2 

Selected Issues in 
Pacific Island 
Development 
Papers from the Islands/ Australia Project 

RV Cole and 
T G Parry editors 

National Centre for Development Studies 
The Australian National University 
Canberra, Australia 
1986 



©National Centre for Development Studies 1986 
Upon completion of the Project the Copyright will revert to the Australian 
Development Assistance Bureau. 

This work is copyright Apart from those uses which may be permitted under the 
Copyright Act 1968 as amended, no part may be reproduced by any process 
without written permission. Enquiries should be made to the publisher. 

National Library of Australia 
Cataloguing-in-publication entry 

Selected issues in Pacific island development 

Bibliography. 
ISBN 0 86784 777 8. 
1. Oceania - Economic conditions. 2. Oceania - Commerce. 1 Cole, RV. 
II. Parry, Thomas G. III. Australian National University. National Centre for 
Development Studies. (Series: Pacific policy papers). 

330.00 

National Centre for Development Studies, 
The Australian National University, 
GPO Box4, Canberra, ACT, 2601. 
Australia. 

Printed by Canberra Publishins:r and Printins:r Co .. Fvshwick. A.C.T. 



Conten t s  

Pref ace 

1 Key i ssues in Pacific island development 

v i i  

R . V .  Cole and T . G .  P arry 1 

2 Populat ion and economic deve lopment in the i sland 
nat ions of the South Pacific 

Dennis Ahlburg 21 

3 Macroeconomic s t abilisation policy with special 
reference to f i s cal policy 

James Gue s t  7 1  

4 Trade p roblems and policies of Pacific is land economies 

Rodney C .  Falvey 111 

5 The South Pacific  Regional Trade and Economic 
Cooperation Agreement : a crit�que 

Max Robertson 1 4 7  

6 Economic p rob lems o f  international t r ansport for the 
South Pacific island economies 

Peter Forsyth 1 7 6  

7 Telecommunica tions in the South Pacif ic : the economic 
i s sues 

8 Tourism in the South Pacific 

Chee-Wah Cheah 208 

Larry Dwyer 2 26 

References 251  

Contributors 263 

Map The South Pac ific Fron t ispiece 

v 





Pref ace 

The National Cent re for Development Studies ( NCDS ) is located in 
t he Research Sc hool of Paci f i c  S tud ies a t  The Aus t ralian Nat ional 
Univers i t y .  It was es tablished to provide a focus wit hin Aus t ralia for 
t he s tudy of development is sues with particular ref e rence to count ries 
in our geographic area . 

In respons e to the recommendat ion by the commi ttee whi ch reviewed 
the Aus t ral i an overseas aid program t hat at tent ion s hould be given to 
pol icy-oriented analysis in development , the Cent re establi s hed the 
Island s / Aus t ralia Proj ect to imp rove t he unders tanding of t he economies 
of Papua New Guinea , the Sout hwest  Pacific , and t he Indian Ocean and to 
cont ribute to t he f ormulation of development a s s i s t ance pol icies in 
t hese count rie s . The Proj ect is also designed to s t imulate discuss ion 
of i ssues concerning Aus tralia's  near neighbours , and to create an 
awareness of t heir problems and development obj ectives . It is an 
i:ntegral part of t he Centre ' s  wider research program .  

Wit h  financial support from the Aus t ralian Development As s i s t ance 
Bureau , a s eries of papers was commissioned from Aus tral ian academics 
aimed at highlight ing issues of importance af fect ing the economies of 
f ive maj or is land count ries in t he South Pacif ic : Fij i ,  Tonga , Vanuatu , 
West ern Samoa and So lomon Is land s . The pape rs are pres ented in the 
Centre ' s  Island s / Aus t ralia Working Papers series . They have been 
discus sed at a numbe r of specially convened works hops . 

From t hese workshops a number of i s sues emerged which were of 
common interest to t he region , and it  is to t hese t hat this monograph 
add res ses i t self . The monograph is t he second in t he Cent re's  series 
' Pacific  Policy Papers ' ,  t he first  of whi c h  was The Economy of Papua 
New Guinea : an independent review by Goodman , Lepani and Morawe t z . The 
Centre ant icipates t he publication of furthe r  Paci fic Policy Pape rs 
which wi ll focus on important regional is sues such as ag ricul ture and 
human resource development . 

The Centre takes t his opportuni ty of expres s ing its t hanks to all 
t hose who have to date part icipated in t he Is l ands / Aust ralia Proj ect , 
not onl y t hose wri t ing on issues in the South Paci f i c , but also 
researchers working on the economies of t he Indian Ocean and Papua New 
Guinea . The Cent re also thanks the Aus t ralian Development As s i s tance 
Bureau . 

Finally , t he edi t ors extend t heir thanks to the Cent re ' s  Execut ive 
Director ( Prof essor Helen Hughes ) whose encouragement and ent husiasm for 
t he Proj ect has ensured t hat it is bot h  time ly and rigorously pursued , 
and , of course , to the Cent re's  s t aff who work hard to produce t he 
results . 

Canberra 
April 1 986 

vii  

R. v . c. 
T . G . P. 
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Chapter 1 

�ey issues in Pacific  is land development 

R . V .  Cole and T . G .  Parry 

Change in t he t rad i t ional societ ies of t he Sout h Pac i f ic has 
been acce le rat ing wi t h  growing exposure to' t he out s ide wo rld , and 
it has become increasingly important to imp rove economic 
perf ormance so as to meet t he as pirations of the people . As 
expectations of ris ing s tandards of living spread globall y ,  t he 
is land s are becoming more and more exposed to worldwide trend s , 
bringing an end to t he s tability of t he ' subsis tence af f luence ' 
model of the Pacif i c . But economic pe rformance in several of t he 
Pacific  count ries , and in t he region as a whole , has been lagging 
behind t hat of Eas t As ian and other Paci f i c  developing count ries , 
and , in some cases , even be hind all developing e conomies . 

The recent dec l ine in expo rt receipts for key commod i t ies , 
no tably sugar and copra , and a s lowdown in t he rate of growth of 
touri sm in Fij i and Vanuatu , are causes for concern , but t hese 
t rends cannot be blamed for t he s low overall growth of t he South 
Pac i f i c  nat ions from t he early 1 9 70s . The economi c pe rformance of 
each of t he Pacific  countries needs careful analys is if 
appropriate remed ie s are to be identif ied . Countries as small as 
t he Pac ific  nat ions mus t  t rade to develop . Yet for some of t he 
Pacif i c  is land s , t he solutions to economic diff icul t ies have be en 
seen to l ie in increasing f lows of aid and remi t tances ra t her t han 
in ri s i ng ove rseas earnings from agr i cul tural and ot her exports 
and tour ism. In f ac t , t he tendency of aid and remi ttance flows to 
ove rvalue exc hange rates and dis tort wages ( ' Dutch di seas e'  
effect ) put t hese at t he very heart of t he e conomic problems of 
some of t he is land s . The fai lure of South Pac i f i c  count ries and 
t heir bila teral and mul t i lateral aid donors to come to grips wi t h  
the unde rlying economi c pro blems of t he Pac i f i c  is land s could lead 
to social and pol i t i cal ins ta bil i t y .  

The key economic is sues are related t o  agri cul tural 
product ion and exports which cont inue to be t he main source of 
livel ihood for t he maj ority of t he people in t he is land s . 
Uns ta ble world commod ity prices have made for macro-economic 
management problems . The recent dec line in sugar prices ha s been 
part icularly troublesome for Fij i .  But most  of t he South Pacific 
nations have hand led commodity pri ce induced ins tabi l i ty we ll .  
However , poor supply response s ,  toge t her wi t h  i ndif fe rent quality 
of produce , have inhi bited t he growt h of several count ries ' 
earnings for exports in real terms . Marke t ing of goods and 

1 
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Tab l e  1 . 1  GNP , GNP per capita and GNP per cap ita growth ,  Pac i f ic 
i s l and states , 197 3-8 2  

T o tal GNP 
1983 

Count ry (U S $  mill ion) 

Cook I sl and s 2 0a 

F ij i 11 9 9  

Kir ibat i 3 0
b 

Nauru 7 0
a 

N iue 3a 

Papua N ew 
2 5 10

b 
Gu inea 

Solomon 
160b I s land s 

Tonga sob 

Tuva lu 4a 

Vanuatu 60
a 

Wes t ern Samoa 119
a 

Middle  income 
economies n . r .  

Upper midd le 
income 
economies n . r . 

al 980 f igure  
bWor ld Bank est imat e .  

n . r .  = not relev ant . 

GNP per 
cap ita 1 983 

(US$ )  

1 3 6 0a 

17 9 0b 

4 6 0
b 

909l
a 

1080
a 

7 9 0
b 

640
b 

7 8 0b 

5 7 0a 

53 la 

7 7 0a 

1310
b 

2 05 0
b 

GNP per cap ita 
growth p e r  annum 

1 97 3-82 (%) 

1 . 2 

-13 . 1  

- 0 . 7 

2 . 0  

3 . 9 

Sources : G ov ernment of Au stralia ( 1 984 ) ; Unit ed Nat ions ( 1984) ; 
Wor ld B ank ( 1985a and b ) . 

services requi res at tent ion in several is land s if agri cul tural 
output and exports  are to increase . 

Ot her problems s tem f rom the rapid expans ion of t he public 
sector of mos t  island nations following independence , largely as a 
resul t of su bs tant ial inf lows of foreign aid , t he import ance of 
leisure , and an increas ingly young population whi ch has s t rained 
the abi l i ty of island gove rnments to maintain educa t ion and heal t h  
services . Add i t i onally , regional i s sues such as t ransportati on 



Table 1. 2 Pacific island states and territories: basic indicators 

Land area Sea area Population Density GNP GNP Adult Total Aid Aust. Aust. 
(km2) ('OOO km2) ( I OOO) (people (US$m) per literacy aid per bilateral bilateral 

per km2) 1983 capita rate % flows capita aid aid as % 
(US$) 1980 (US$m) (US$) 1983-84 of total 
1983 1983 1983 (A$m) aid flows 

Cook Islands 240 1,830 18 75 20a l,360a 91.8 9 .3 517 0.37 4 .0 

Fiji 18,272  1, 290 670 37  1,140 1,8 20 75 .0 32 .8 4 9  10.04 29.3  

French Polynesia 3,265 5,030 152  47  1,380 8,200 94.5 177 .8 1,1 7 0  0.01 

Kiribati 690 3,550 59 86 50a 7 7 0a 95 .0 16.8 285 2.28 14.3 

Nauru 21 3 20 7 333 70a 9,09la .. - . . 0.05 
New Caledonia 19,103 1, 740 146 8 1,210 8,050 91.3 181.9 1,24 6  0 .01 

Niue 259 390 3 12  3a l,080a 100.0 5 .6 1,86 6  0.13 2.3 

Solomon Islands 28,530 1,340 254 9 160 610 51 .0 27 .5  1 08 7.27 26 .4 

Tokelau 10 290 2 200 la 560a 97. 2  1 .8 9 00 0.01 0 .6 

Tonga 699 7 00 104 148 80 740 99.6 18.0 1 7 3  4.9 9  27.7 

Tuvalu 26 900 8 308 50a 570a 98 .0 4 .2 5 2 5  1.19 28 .3 

Vanuatu 1 1,880 680 127 11 80 7 00 .. 27 .o 213 5.13 21 .8 

Western Samoa 2,935 120 156 53 119a 770a 97 .8 26 .8 1 7 2  5 .30 27.2 

al980 figures . 

Source: Government of Australia ( 1984:170). 

VJ 
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( both sea and ai r )  and communi cat ions have to be tackled if the 
island nations are to ac hieve real progres s in an increasingly 
competi t ive wo rld . 

The island nat ions of t he Sout h Pacific face spec ial 
pro blems : t hey are among the smal les t na tions in the world , s ome 
are sp read over wide distances and they are remo te f rom large 
markets . However , t hese characteri s t ics do not mean t hat t here is 
no s cope for economi c growt h and development . The nations of t he 
Pacific cannot be analysed as a group . They form a spectrum in 
terms of population and geographic si ze , natural and human 
resource endowmen t ,  and economic pol icy capacity . The smalles t 
count ries , if wel l  managed , can provide ris ing st andards of living 
for t heir people . However ,  t he Paci f ic count ries wi ll also have 
to j oin together regionally to tackle suc h  sec tors as tr ans por t 
and telecommuni cations which have considera ble economies of s cale . 
Development can take place in those sec tors in whic h  the island s 
have some advantage - agr icul ture , f i s her ies , fores try , tourism 
and some labour-intens ive manufactures for export . The evo lution 
and implementat ion of development polic ies by individual count ries 
are a key to t heir growth ; aid dono rs can as s i s t  the count ries to 
build on t he resources which do exi st  bo th na tionally and in t he 
region ( Table 1 . 2 ) . 

Population pres sures 

Population gr owt h ,  migrat ion to towns and the ensuing demands 
for educat ion , t raining and heal t h  facilities are exert ing s t rong 
pres sure for imp roved economi c performance . Apart  f rom Fij i and 
Tonga where ferti lity rates have fal len , populat ion growt h is high 
t hroug hout t he region , and pa rt icularly marked in So lomon Is lands . 
By cont ras t , high outward mig rat ion has been reducing population 
pressu res in Tonga and Wes tern Samoa ( Table 1 . 3 ) . 

Internal migrat ion in all count ries has meant a rapid growt h 
of population in urban cent res where it is c reat ing p ressures on 
bas ic social and phys ical inf ras t ruc ture requi rement s .  Given the 
limi ted employment opportuni ties and the s low expans ion of  
employment in urban cent res , serious problems are emerging 
( Ahl burg , Chapter 2 t his volume ) . Unt il now publ ic sector 
emp loyment has been the maj or source of employment opportuni t ies , 
wi th a large p ropo rtion of such j o bs funded out of development 
ass i s t ance flows . The expansion of pu blic sector employment has 
been excess ive for t he islands '  needs ,  and cannot reas onably 
cont inue . Populat ion and urban growt h can only be ac commodated 
wi th more rapid growth in agricul ture and other priva te sec tor 
act ivit ies . The principal oppo rtuni t ies for inc reasing ur ban 
employment are in t ourism , wit h  l imited po s s i bilities in 
manuf acturing for export . Growt h in t hese sectors would have 
mul tiplier ef fects  on employment in the rest of t he economy . 



Tab le 1 . 3 Averag e annual p opulat ion gr owt h, Pac if ic island 
s tates , 197 3-8 1  

P opu lation 
C ountry growt h  (%) 
Cook I sland s 
F�i 
Kir iba t i  
Nauru 
N iue 
Papua New Guinea 
Solomon I sland s 
Tonga 
Tuva lu 
Vanuatu 
West e rn Samoa 
Midd l e  income economies 
Upp er midd l e  income economies 

a
United Nat ions est imat e .  

bWor ld Bank est imat e . 

Sources : United Nations ( 19 8 4 ) ;  Wor l d  Bank ( 1985a) . 

- 1 . 6  
1.9 
o . sa 

l . Sa 

-3 . 8  
2 . 0 
3 . 4 
1 . 1 
3 . 1  
3 . 2 
0 . 7

b 2 . 4b 2 . 3 

Table 1 . 4  ind icate s the l ikely labour force growth in t he large 
islands . Wat er suppl y ,  s ani t at ion , heal t h  care and educat ion are 
cri tical ' public good s '  areas . As a direct result of population 
growt h in rural as well as urban areas recurrent and capi t al 
requi rement s are expand ing rapidly . Health services are 
relatively well developed in mos t  of t he Pacif ic is l and s , but 
child mort al i ty remains qui te high . Thi s is mainly because t he 
supply of pure drinking water and sanitation are inadequate in 
rural areas . Catc hing up wit h  these requi rement s would invo lve 
maj or inve s tment out lays f or a static populat i on , let a lone a 
growing one . However , suc h out lays are essential if populat ion 
growt h is to be contained , as i t  needs to be , particularly in 
So lomon Is lands and Vanuatu . Given the hi gh propo rt ion of 
c hildren and young people in the population , containing fertility 
rate s  wi l l  be  diff i cul t , even wi t h  s trong fami ly planning support 
policies . 

5 
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Tab le 1 . 4 Averag e annual rates o f  growth of urban popu l a t ion, 
1966-7 6 ( per c en t )  

Fiji 
3 . 2  

S ol omon 
Islands 

4 . 9  

Source : Ahlburg ( 198 5 ) . 

Tonga Vanuatu 

1 . 5  8 . 0  

We st ern 
Samoa 

1 . 2  

Table 1 . 5 E s t imat es of economically ac t ive labour f orce in f our 
South Pac if ic countr ies 

1981 1 986 2001 

F'ij i 205 , 270 23 9 , 07 2 33 2 , 424  
Solomon I sl and s 2 5 , 673  30 , 947 53 , 3 7 9  
Tonga 2 2 , 65 2  2 6 , 967 48 , 87 9  
Wes t ern Samoa 4 6 , 8 50 5 9 , 038 94 , 4 60 

Source : Hughes , Ahlburg and Lee ( f o rthcoming) . 

Human resource development t hrough education and t raining is 
t he key to future growt h .  School enro lment s  are s t i l l  low at t he 
primary l evel in Solomon Is lands and Vanuatu , and at secondary 
levels  ( 1 5 to 19 year old s )  in all t he count ries ( Table 1 . 6 ) . 
Enrolments o f  girls are su bstantially lowe r t han t hose of boys , 
par t i cularly whe re overall enrolment s are low . Me rely t o  maintain 
t he current levels  of enrolment wi ll require a very large 
expans ion of school places as Ta ble 1 . 7  (which  is based on t he 
conservative assump tion t hat populat ion growth wi ll remain 
cons tant ) indicates .  To inc rease the enrolment of secondary 
s tudents to 60 per cent of t he group aged 15 to 19 years would 
require an even grea ter increase in school places . 

Tab l e  1 . 6 Current school enrolment as perc ent age o f  ag e-group in 
t he f iv e  l argest Pacific count r ies 

Age S olomon West ern 
group F ij i Is land s Tonga Vanuatu Samoa 
( year s)  

5-9  96  33  8 9 6 2  8 2  
10-14 87 57 8 1  6 4  9 5  
15-19 36 2 5  5 1  2 3  54 

Sour ce : Hughes , Ahlburg and Lee ( forthcom ing) . 



Table 1 . 7 Proj ect ed school enrolment r at io s  in the f iv e  largest 
Pac if ic coun t r ies (percentage inc r ease in school 
pl ace s  f r om a 1 98 1  base to 2001 ; 1981  = 100) 

7 

Age group Solomon Wes t ern 
(year s)  F ij i I sl and s Tonga Vanuatu Samoa 

5-9 14 3 217 136 175 118 
10-1 4  1 3 2  209 110 170 109 
15-19 : 

curr ent 
enrolment 115  205 110 1 7 0  110 

60 p er cent 
enr olment 193 4 97 1 2 9  4 53 1 2 2  

Source : Hughes , Ahlburg and Lee ( f or thcoming) . 

Temporary and permanent emigrat ion f rom a number of Pacific 
i s land s , part i cularly in Polynesia , has eased inte rnal populat ion 
pressures ,  particularly in urban areas ( Table 1 . 8 ) . Emigration 
has in fact become essential to count ries such as Tonga and 
Wes t ern Samoa . Wi t hout it employment problems would in t he s hort  
run become very se rious indeed . Emigration has also led to a 
subs tantial inf low of remi t tances f rom t he migrants .  In several 
count ries t hey play a crucial role in supplementing export 
earnings ( Table 1 . 9) . 

Tab l e  1 . 8 E s t imated net migrat ion 

Solomon West ern 
F ij i  Is l and s Tonga Vanua tu Samoa 

197 6 -4355  -68 -655  -388 - 1193 
1984 -4 7 82 -609 -4413 

Source : Lu cas and McMurray ( 1 98 6 )  . 
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Table 1 . 9  Privat e unrequ ited trans f er s (US$ million) 

197 4 197 8 19 82 

F�i -2 . 3  -4 . 0  -3 . 0 
Solomon Is l and s 2 . 0 2 . 0  -5 . 0  
Tonga 5 . 1 8 . 6  14 . Sa 

Vanuatu 0 . 2  0 . 2  
Western Samoa 7 . 1 12 . 1  18 . 6  

al 981 f igur e . 

Source : Falvey (C hapter 6 ,  th i s  volume) . 

Emigration represents a d rain of indigenous skills developed 
at cons iderable co s t  to national budget s . The cos t s  and bene f i t s  
of emigration f rom t he is lands of t he Paci fic have y e t  t o  be 
precisely calculated in economi c and social terms , but it is clear 
t hat , f or t he emig rant s ,  as well as t he home and t he hos t  
count ries , there are cons ide rable gains . The emigrant s quickly 
raise t heir living s t andards . The is lands benefit  f rom a 
reduction of population pres sure , inf low of remi t t ances and of ten 
f rom greatly increased skills and expe rience , together wi t h  
pensions and savings , which re turning migrant s devo te to the home 
economy . The hos t  count ries acquire a semi-skilled workfo rce t hat 
to date at leas t has been read ily abs orbed , increas ing na tional 
output . Limi ted l and rights , a desire to es cape f rom s ocial 
pres sures , economic mo tives and the retention of linkages through 
culture account f or movement pat t e rns in bo th direct ion$ as t hey 
do in o t her regions . 

Trends in agricul ture 

The failure of agr icul tural production and tradi tional 
agricul tural exports  to take advantage of t he island s '  potential 
is a maj or factor in the relatively poo r growt h pe r f ormance of t he 
Pacific island nat i ons . The pro blems vary between t he count ries . 
For Fij i ,  wi th i t s  t rad it ional rel iance on sugar , the pro blem is 
very much exacer bated by t he mercant ilist  agricul tural t rade 
pol icies of the Economic Communi ty ( EC ) . For o t her count ries , 
supply side short comings are more in evidence . The abi l i ty of 
seve ral count ries to secure high average prices for t he i r  crops in 
world markets  is severely cons t rained by agricul tural marke ting 
policies and practices . The average f . o . b .  price of commod it ies 
sold by marketing boards is of ten a t hi rd or more below t he world 
price ( Table 1 . 1 0 ) . Farme rs receive only a small propor tion of 
t his price because t he market ing boards abs orb a significant 
proportion of t heir  receipt s .  Thus farmer s  have no t been 
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encouraged to increase the i r  output and imp rove the qual i ty of 
crops . Research ind icates t hat farmers in the Pacific - as in 
o t her count ries - respond to price incentives and adj us t supply 
accordingly ( Hardaker and Flemming 1 9 86 ) . It is  not surpris ing , 
the refore , that quality and volume of agricul tural product ion have 
been fall ing . 

Table 1 . 10  Sou th Pacif ic commod ity prices a s  percentage of 
average world prices ( f . o . b . ) , 1 97 9-83 

F iji 

C ocoa 
a 

Coconut o il 

Solomon Is land s 
a C opra 

C ocoa 

Tonga 
a C opra 

Vanuatu 

C opra a C of f ee 
Cocoab 

Wes t ern Samoa 

C opra 
Cocoa 

al97 6-80 av erage . 
b l978 -8 2  averag e . 

Sour c e : I s land s /Australia P roj ect ( 1 98 5) . 

9 5  
83 

7 7  
8 0 

7 3  

7 2 
59 
7 0 

66 
74 

An increase in produc tion and t raditional ag ricul tural 
expo rts depends on change s in market ing practices that wi ll give 
farme rs p rices which reflect world p rices and quality 
different ials . The exper ience of many ot her developing count ries 
suggests  that ' improving' marke ting boards resul ts  in poorer 
rat her t han be t ter resul t s . Bet ter agricul tural pe rformance also 
requi res research to re f ine products and p roduct ion met hod s . At 
present tradit ional product charact eris t ics do no t always mee t 
marke t needs and t he re are s torage and t ransportation problems . 
Pes t  and weed cont rol , til ling , ro tat ion and o t he r  aspects of  
cul tivat ion can be  great ly improved . The cul t ivat io�of improved 
coconut stock has been neglec ted , and improved cocoa and coffee 
s tock is not always readily avai lable . Such research has to be 
made available to farme rs through extens ion services . In some 
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count ries imp roved internal transport and sto rage facilities are 
also neces sary . Development banks have emerged in t he Pacific as 
the main source of credit  for smal l - and medium-s cale fa rmer s .  
Sub s t antial arrears , however , ind icate p ro blems in present lending 
pract ices . There i s  no reason why development banks s hould no t 
lend succes s fully in t he agricul tural a rea , and wi th hig her growth 
in t he sector commercial banks would al so be att rac ted to 
agricul tural l ending . 

Export divers i f i cat ion 

The oppor tuni ties for the diver sif ication of agricultural 
export crops in the Pacific are considera ble . The smal lness of 
t he Paci fic  is land s has advant ages in breaking into market s wi th 
new agricultural p roducts and in selling in new count ries . The 
larger Nor t h  Ameri can and Japanese markets are particularly 
favourable to t ropical f ruit and vegetable expansion . The recent 
succes s of market ing t ropical f ruit and vegeta bles in Cal ifornia 
is an ind i ca t ion of exi s ting oppo rtuni t ies ( see Table 1 . 1 1 ) .  Some 
speci ali zed manuf actured products - for example , clot hing - have 
s imilar oppor tunit ies as a kni t ting firm in Tonga has demons trated 
by moving out of t he tradi t ional but small and highly pro tected 
Aus t ralian and New Zealand market s .  The principal const raints lie 
on t he supply side in high labour cos ts . Salaries and wages and 
f ringe benef its  are out of proportion to product ivi t y .  The 
revision of t he SPARTECA ar rangements is t hus likely to be of 
l imi ted value in increasing exports  in t he future , despite t he 
favourable ma rket ac ces s it provides for all but a few product s  
( Rober t s on ,  C hapter 5 i n  t his volume ) . For t rad itional product s ,  
especially copra and bananas , t he large EC market , wi th its  
compensatory Stabex arrangement s ,  has not been adequately 
exploi ted . 

While it is important to fos ter the growt h of exports  as a 
feature of overall growt h and macro-economic management , t he needs 
of t he local market , particularly in the tourism sec tor , mus t  no t 
be overlooked . The backward l inkages f rom tourism to agricul ture 
are , for t he mos t  part , poo rly developed in the Pacific . There 
are numerous explanations ( excuses ) f o r  t his on bo th s ides -
irregulari ty of supp ly/ demand , poor quality and hig h cos t s  to name 
but a few.  What seems to have been lost  s ight of is the f act that 
t he sort of good s touris ts  require ( f ood s tuffs  and traditional 
handicraf t s ) are o f ten ident ical wi th the exo t ic t ropical produc ts  
which the islands are seeking to expor t .  It would seem theref ore 
t hat , while some tour i s t s  are reluctant to 'exper iment ' wi th a new 
cui s ine in t he i s l ands , t here is ample scope for the tourist  
indu s t ry to encourage local suppliers . Expanded sales of local 
produce would inc rease value added in tourism and encourage 
producers and marketing agents to develop s tandards of quality  
cont rol and supply regularity t hat would as s i s t  to meet export 
market requi rements . Wi th adequate ent repreneurship , ample 
markets for product s  such as f ruit and f lower s could be developed . 
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Tab l e  1 . 11 Agr icul tural out put vo lume and export growt h ,  1 97 3 -83 

Agr icultural Food and liv e  
product ion animal s 
growth export gr9wth 

C ount ry 1 9 7 3-83 (%) 19 7 3-83 (%) 
a b 

Cook I slands ' -8 . 3
c 

2 . 8 
Fij i -0 . ld -3 . 4 a 
Kiribat i 1 . 2 103 . 0e 

Nauru 
• "d • .  f N iue -2 . 8  9 . 3 f Papua New Guinea 2 . 6  1 . 1  

So lomon I sland s 7 . 8 8 . 4g 

Tonga 1 . 4  - 1 . S  
Tuvalu . 

"h Vanuatu 3 . 4  - 1 . S  
Wes t ern Samoa 1 . 2  -15 . 4 i 

�ef lated by t he f ood pr ic e  ind ex as d ef ined by the Uni t ed 
Nat ions . 

bPeriod 1 97 3-8 2 . 
cAgr icul tural , hun t ing ,  f or e s t ry and f i sh ing growth 197 5-7 8 . 
d Coconu t s  only . 
ePer iod 1 97 9-8 1  and def lat ed f or t he f ood pr ice ind ex o f  t hat  

per iod . 
f P er iod 197 6-83 and d e f lat ed f or the f ood p r ice ind ex of t hat 

p er iod . 
gPer iod 197 8-83 and def lat ed for t he food price ind ex of that 

period . 
hPeriod 197 6-81 and d ef la t ed f or t he f ood pr ice ind ex of tha t 

per iod . 
iPer iod 198 0-82 and d ef lat ed f or the food price ind ex of t hat 

period . 

Source : United  Nation s  ( 1984 ) . 
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Expo rt ins tabi l ity and macro-economic management 

The Pacific islands have less ins tabili ty in cur rent account 
recei pts t han mos t  developing count ries because of the importance 
of development ass i s tance , remi t tances and , in Fij i ' s  case , 
tourism , which  tend to s tabi l i ze ove ra ll foreign exchange 
receipts . 

The implica t i ons of export ins tability and t he consequences 
f or macro-economic po licy are d i s cussed in t he chapters by Falvey 
and Gues t .  They bot h conclude that t he s low rate of growt h of 
export earnings and t he vo lat ility of f is cal revenues are the 
principal cons t raints on t he pu rsuit of medium-te rm goal s . 
Re liance on a f ew commod i ty export s leads to some ins tabi l i ty in 
the level of GNP and , hence , fiscal revenue for some count ries . 
But aid payments and remi t tances f rom abroad are counte r-cycl ical 
and , toge t he r  wi t h  tourism , which is les s  inf luenced by world 
economic cycles t han commod i ty prices , o f f set commodity 
ins t abi lity qui te markedl y .  

Commod i ty s t a bi l i zat i on s c hemes are mainly useful in 
s tabilizing f arme r s '  incomes , and it is not clear to what extent 
this  is des i rable . Farme rs who are pro f i t  maximi zers mus t  be 
aware of price fluctuations arid adj ust t heir expend i tures 
accordingl y .  Int ernational faci l i t ies  for commod ity and revenue 
s t abi l i zation - such as t he IMF's  concess ional bor rowing 
f acilities  and to a more limi ted degree Stabex - are a muc h  more 
e f f i cient approach to revenue s tabilization t han commodity 
s tabil izat ion . 

Macro-economic indicators also suggest t hat ins tability has 
not been a maj or problem . Mo st  of the Pacific nations have 
experienced re lat ively modest inf lat ion rat es  by developing 
country st andards during the past  de cade . The rapidly growing 
part , but even such count ries as t he Republic of Ko rea have had 
bout s of double-digit inf lat ion . Among the Pacif ic count ries , 
only We stern Samoa had such an inf lat ion experi ence ( Table 1 . 1 2 ) . 

Macro-economic management is mo re difficul t for the smaller 
t han for t he larger s tates be cause various forms of ins t ability 
loom larger , but i t  is no t impos s i ble . Ki ribati has been among 
the most  succes sful count ries in t he management of its  e conomy on 
the bas is of a Revenue Equal i zation Re se rve Fund derived f rom 
phospha te ea rnings on Ocean Island . Tuvalu would like to pro ceed 
along simi lar line s . If aid donors to Tuvalu wi s h  to foster 
independence , good e conomic management and economic development , 
t hey would as s i s t  t he economy muc h mo re ef fec tively by 
contributing to such a trust fund t han by annual grant s . 



Table 1 . 1 2  Average annual inflat ion rat e ( per cent ) 

Solomon 
F�i Is land s Tonga Vanuatu 
1 97 9-83 197 7 -8 3  197 3 -83 197 6-83 

9 . 7 10 . 5  1 2 . 0  9 . 1 

Sou rce : Hughes , Ahlburg and Lee ( f or thcoming) . 

Tourism 
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Wes t ern 
Samoa 
1980-83 

18 . 4  

Tourism in Fij i and the Cook Is land s cont ri butes a signi ficant 
s hare to GDP and employment in t he mode rn sector . El sewhe re in t he 
Pacif ic tourism has cons iderable po tential but to dat e has been 
relatively neglec ted . Fears of cul tural degrada tion and 
mis concept ions about the nature of value added in tourism s t ill 
inhibit tourist deve lopment . 

There is no doubt that ' leakages '  to imports  of goods and 
services are inevitably large at early s tages of tour is t· 
development . Touri sm is likely to cont inue to be heavily impo rt 
intens ive as it is in all maj or succe ssful touri st  count ries . 
Ways of increasing t he island s '  value added have already been 
discus sed . The p rincipal gains f rom tourism accrue t hrough d i rect 
and ind i rect employment ,  and t his is t he component particularly 
needed in mos t  Pac i f ic countries . The is land s '  tourism s t rategy 
need s to be focused on the type of touri s t  activity mos t  suited to 
local cond i t ions . The ' high class'  market is much mo re 
employment -intensive than 'mas s-marke t '  touri sm , and less liable 
to inte rfere wi th l ocal cul ture . In f act it o f t en cont ri butes to 
the preservation and development of local cus toms . 

The training of nat ional staff  in all aspects of hotel and 
resort ope ration is an important aspect of the employment 
intens ity of tourism. On t he j ob t raining and low level cou rses 
are avai lable in the region , but to date no real effo rt appears to 
have been made to develop t he full po tent ial of national s taff . 
Quality training is expensive and can encourage staff  movement to 
mo re lucrative indus t rial count ries . It would , however ,  be 
foolish to neglect t raining for this reason . Onl y rapid ly ris ing 
living st andards can reduce outward migrat ion of skilled people . 

Tourism al so requi res inves tment in such inf ras t ructural 
facilities as roads , water supply , power gene ration and 
sanitation . Touri s t  income can make such facilities  avai lable to 
populations t hat could o t herwi se not af f ord t hem . 
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The South Pacif ic nations wi l l  have to work toge t her on a 
regional bas is if t hey want to develop tourism e f fectivel y .  
Faci li ties  i n  va rious count ries are complementary , no t 
compe t i t ive . Mos t  potential visi tors wi ll wish to spend some t ime 
in mo re than one is land s t ate . The re are very cons ide rable 
exte rnali ties and e conomies of s cale in developing touri s t  
faci l i t ies  and market ing t hem , and part icularly i n  t ransportation 
to and wi thin t he region . Pract ical regional cooperation is t hus 
a key factor in t he development of touri sm in t he South Paci f i c . 

Transport 

Int ra- and inter-is land transpor t ,  and trans port to the 
p rincipal marke ts , by both sea and air , are of particular 
importance to the development of the South Pac i f i c  count ries . A 
large volume of s tud ies , a conside rable amount of nat ional 
inves tment and donor as s i s tance have been devo ted to 
t ranspo rtat ion , but services remain inadequate f or people and 
good s . The main problem appears to lie in t he lack of appropriate 
policies . 

Efficient international , intra-regional and int ra-is land air  
t ranspo r t  is  e s sent ial to inc reas ing touri s t  f lows . 
Rat ional i zat ion o f  carriers and equipment as wel l  as changes in 
access to land ing and route rights are critical to imp roving air 
t ransport in t he regio n .  Providers of development as s i s tance who 
are suppo rting t he growth of inf r as tructure to service transpo rt 
and touri sm requi rements ( such as road s , airpor t runways and 
terminals ) need to coope rate wi t h  t he i s l and nat ions in looking 
cri tically at imped iment s to the effective development of 
t ransport linkages and a tourism infrastructure . Regional 
coope ration in developing touri s t  markets  and , in part icula r ,  in 
rationali z ing t he t ransport inf ras t ructure designed to service 
tourist  f lows , is e s s ential . 

As Forsyt h s hows in Chap ter 6 , ass is tance has of ten been 
d irec ted to t ransport equipment and port and airport 
inf ras t ructure , t hough the s i ze and direct ion of bene f i t s  have not 
been fully evaluated . 

Telecommunicat ions 

Satellite tec hnology has made it pos s ible to reach remote  
communi t ies at modest cost  not onl y  f or point-to-point 
communicat ion such as telephone and telex , but also for radio and 
televi s ion broadcas t ing , and even teleconferencing ( Cheah , Chapter 
7 t hi s  volume ) . Remote is land communi t ies  can thus be brought 
into t he wor ld mains t ream ,  presaging a revolut ion in 
communicati ons for t he Paci f i c . The demand for communicat ions has 
long out s t ripped t he government s '  abi l i t ies to p lan and supply 
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communi cation faci l i ties  as telephone wai t ing lists indicate in 
several is lands . T he high owners hip of video equipment , t he 
opening of t he f i r s t  television stat ion in Tonga ( to be followed 
by o t he rs ) , and t he number of people catc hing programs f rom 
INTELSAT and o t he r  satellites are evidence of demand and 
comme rcial supply outs tripping pol icy . Al though t he educational 
potential of satell i t e  communicat ions has been demons t rated by t he 
extension service of t he University of t he Sout h Pacific , t he 
educat ional capaci t y  of satellite communicat ions in school s , adult 
literacy , communi ty heal t h ,  extension services and many o t her 
areas is being neglec ted . 

In mos t  South  Pacific count ries communicat ions are split in 
two organi zationally with a semi -private organi zat ion exploit ing 
t he luc rative and growing internat ional trade and a publ ic 
nat ional entity attemp ting to s ervi ce dome s t ic areas . The rural 
and remote areas t hus cannot be cro s s -subs idi zed by t he mos t  
prof itable traffic , and a re i n  f act negle c ted . Cons ide rable 
economies of s cale can be ac hieved in telecommunicat ions by 
planning , es t ablis hing networks , and in t raining and management . 
The regional organi zat ion to exploit suc h  economie s  is lacking . 
Regional ac tion is l imi ted to planning rural telecommuni cat ions . 
Planning at t he national level is almo s t  enti rely devo ted to 
engineering considerations . Economic and social f actors are not 
taken int o account explic i t ly and t he cos t s  and bene f i t s  of 
al ternat ive met hods of supplying telecommuni cat ions needs are not 
evaluated . 

Sate llite links are al ready used by seve ral Sout h Pacific 
count ries f or point-to-point internat ional communicat ion . 
Extens ion to int ra-is l and communicat ions could provide t hese 
services to remo te communi t ie s . Televis ion services could be 
added at relat ively low cos t . The main economies of s cale lie in 
televis ion broadcas ting .  Many developing countries t herefore use 
one service for commercial ente rtainment services ( in t he 
evening ) , to supplement formal s c hool ing ( during t he day ) and for  
communi ty education ( day and evening ) . The entertainment services 
are us ed to subsidi ze t he education services . The costs of 
providing such broadcas t ing services are fairly hi gh per pe rson 
reached . A regional service wi t h  nat ional segments would 
t he ref ore be mos t  economic . 

At least  two sate l l i te systems , INTELSAT (which  is al ready 
used in t he Sout h Pacific f or internat ional telephone and t elex 
communications ) and AUSSAT are avai lable for t he Sout h Pacific 
count ries . Both are prepared to supply services at marginal cost . 
These two sys tems operate in diff erent modes so t hat t hey are not 
compatible . Each has advantages and disadvantages which wi ll have 
to be evaluated in s ocio-economi c as wel l  as enginee ring terms 
bef ore a c hoice is made on t he sys tem or sys tems approp riate to 
t he South  Paci f ic . The lack of policy is unf ortunately leading to 
ad hoe actions by p rivate entrepreneurs and governments which are 
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likely , as in t he p res ent organi zat ion of telecommunicat ions , to 
al low private enterprise to ' c ream o f f '  the most  pro f i table sector 
of televis ion broad casting , thus neglect ing t he social and 
educat ional uses of te levis ion , and prevent ing cros s -subsidies 
f rom commercial to educational te levision . 

Hig he r  education in t he South Pacific 

The large number of expat riates who remain in key pos i t ions 
in South Pacific count ries underl ines the lack of trained people 
and the inadequacies of hi ghe r  education . For small count ries -
and t he South Paci f ic as a who le is small in t his sense - t he re 
will always be a need to import  some skills which are needed at 
s hort notice or f or a s hort time . It is cle arly not pos s i ble f or 
eac h Pacif i c  count ry to t rain all the profess ional peo ple it wi ll 
requi re at any one time . On the o t her hand , at least at t he 
regional level , a core cadre of skilled people s hould be avai lable 
in t he not too d is tant future . 

Many of the p ro blems of higher education are roo ted in 
inadequate primary and se condary educat ion . Primary educat ion is 
of ten degraded by language pro blems . If children are learning in 
English ( or ,  in part of Vanua tu , French)  t his may be t heir t hi rd 
language . Secondary educat ion has to build on this inadequate 
base , and it is o f t en s till ve ry l i terary and class ical , 
neglect ing the mat hs and s cience needed for many professions . 

Primary and s econdary educat ion s t andards have to be 
reviewed , and where necessary rai sed to provide a basis  for higher 
educat ion . But the re are even greater pro blems at po s t -s econdary 
t han at the primary and secondary level s .  If the Pacif ic 
count ries want to meet t heir various training needs , t hey wi ll 
requi re an app ropriate pos t -secondary education s t ruc ture . 
Seve ral count ries are groping towards pos t -secondary communi ty 
col leges that would combine pre-uni versity academi c training , 

lower level more p ractical training for some profess ions such as 
bookkeeping and nurs ing , and technical training in areas such as 
tourism and me chanics . Because of their colonial he ri tage such 
ins t i tutions are be ing cal led 'universi ties ' in some count ries and 
t heir development is being s t i f led by p reconceptions t hat go wi th 
the 'university'  t i t le . 

Mos t  s tudent s are inadequately prepared to enter t he 
Unive rsity of t he South Pac ific ( and the unive rsi ties of Papua New 
Guinea ) . Uni versity graduates are consequent ly of ten unable to 
pass profess ional examinat ions or to gain entry into re puta ble 
po s t -graduate ins t i tut ions . Many parent s in t he island s , 
re cogni z ing t hese p ro blems , send t heir c hild ren abroad f or 
tert iary and even for  high school educat ion . Improving t he 
content of education , int roducing appropriate f orms of 
organi zation , and p roviding technical and profess ional training 
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are a l l  ne cess ary components for  inc reas ing lo cal par t i cipation in 
key positions . The concept of regional educa tion at t he tertiary 
level is very important for economies of s cale . But if reg ional 
tert iary ins t i tut ions are to func t ion prope rly , student s mus t  be 
we ll prepared when t hey enro l . 

Regional cooperation 

Regional cooperation is clearly essential in several areas, 
no t ably transport , communi cat ions and higher education , if t he 
obs t acles to Sout h Paci fic  development are to be ove rcome . A 
regional approach to t he marke ting of tour ism would also be 
helpful . In cont ras t it seems clear t hat , not onl y is t here 
l i t t le scope for protect ionist import subs t i tution po licies in 
individual count ries , but al so t he South Pacific market as a who le 
is  far too small and scattered for import sub s t i tution pol i cies to 
be economi c .  

I n  t he i r  fi rst  years o f  independent gove rnment the South 
Pacific nations naturally had l it t le t ime left for regional 
pol icies . In t hat context the i r  achievements in regional 
cooperat ion are qui te impress ive . However ,  now t hat t hey are 
es tabl i s hed and have some expe rience in pol icy fo rmulation and 
implementat ion , t hey wil l  be able to look more clo sely at areas 
whe re regional cooperat ion is essential . 

The exi st ence of two ve ry simi lar organi zations wi t h  
overlapping respons ibili t ies  and member s hip - the South Pac i f i c  
Commi s sion ( SPC ) and t he South Pacific Bureau for  Economic 
Co-operation ( SPEC ) ( Table 1 . 13) - hinders ef fective regional 
organi zation .  Limi t ed profes sional resources are was ted in 
duplicate efforts  leading to an exce ssive need for expat riate 
s taf f .  

The role o f  development as s i s tance 

The South Pacific  nat ions are among t he highe s t  per capi ta 
aid recipients in the wo rld ( Table 1 . 1�) . As already ind icated , 
however ,  t he effects  of aid are not all pos i t ive . In t he small 
economies of t he Sou t h  Pacific  development as sis tance can have 
' Dutch disease' effects  akin to those of mineral rent s : resources 
are drawn to t he government ( ins tead of t he mineral sector ) 
expand ing government employment beyond local capac i ty , rais ing 
wages and salaries and t he supply of publ ic goods ; rate of 
exc hange becomes ove rvalued , biasing t he economy agains t exports  
and in favour of impo rts ; overall the private goods sectors are 
discriminated agains t and cons t rained . To ident ify and analyse 
t hese effects is  not to argue agains t aid , but to p rovide t he 
capacity to formulate aid absorpt ion and aid provi s ion policies 
that wi ll enable the ' Dutch di sease ' effects to be minimi zed j us t  



T able 1.13 South Pacific and Papua New Guinea : memb er s hip of selec t ed r egional and int ernational 
organiz ations and banks 

South Pacific South Pacific 
Count ries Forum and SPEC Connnission a 

Cook I sland s x x 

Fiji x x 

Kiribati x x 

Microne sia ( ob server ) x 

Nauru x x 

Niue x x 

Papua New Guinea x x 

Solomon Is land s x x 

Tonga x x 

Tuvalu x x 

Vanuatu x x 

Wes t ern Samoa x x 

Asian Development 
Bank 

x 

x 

x 

x 

x 

x 

x 

x 

Wor ld Bank 

x 

x 
b 

x 

x 
b 

x 

Connnonwealth 

x 

x 

( s pecial member )  

x 

x 

x 

( s pecial member) 

x 

x 

aThe other member s of the Commis sion are American Samoa, French Polynesia, Guam, Mar shal l Island s, New 
Cal ed onia, Nor thern Mariana Is land s, Palau, Pit cairn Is land, Toke l au, and Wa llis and Futuna . 

bint ernational Development As s ociation r ecipient s .  

Sourc e :  Gov ernmen t  o f  Au s t ralia ( 1 984) .  

1--' 
00 



Table 1.14 Total aida receipts per capita (US$) for South Pacific and 
comparable countries between 1 million and 5 million 
population 

19 

South Pacific Per capita US� Comparable Per capita US$ 
countriesd Aid Income Aid Income 

( 1982) ( 1983) (1982) (198 3) 

Cook Islands 581 1 3 60b Aid over US$100 per head 
Fiji 5 6  1790c 

Kiribati 258 4 60c Jordan 2 39 1 640 
Nauru 9091� Mauritania 111 480 
Niue 1294 1080 
Papua New Guinea 102 790c Aid over US$50 per bead 
Solomon Islands 12 6 640c 

Tonga 1 7 7  7 80c Somalia 8 7  250 
Tuvalu 827 570b Jamaica 82 1300 
Vanuatu 221 5 3lb Yemen Democratic 69 520 
Western Samoa 1 4 6  7 70b Lesotho 65 4 60 

Congo 5 6  1230 
Liberia 5 6  4 80 

Aid under US$50 per bead 

El Salvador 4 7  710 
Nicaragua 42 8 80 
Honduras 41 670 
Central African 

Republic 39 280 
Costa Rica 33 1020 
Burundi 30 240 
Togo 29 280 
Paraguay 28 1410 
Benin 22 290 
Panama 22 2120 
Sierra Leone 20 3 30 
Chad 13 
Laos 11 
Bhutan 9 
Uruguay 1 490 

aAid defined as official development assistance by the OECD Development 
Corporation . 

bl980 figure. 
cWorld Bank estimate. 
dDeveloping countries with a per capita income of over US$4000 ( Israel, 

Libya, United Arab Emirates, Kuwait, Singapore, and Trinidad and Tobago) 

have been omitted. 

Sources: As for Table 1.1 . 
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as t he ini tial identificat ion of its effects  result ing f rom the 
exploitation of natural gas enabled t he Ne t herlands to imp rove i t s  
policies so  as to absorb the gas ea rnings wi t hout heavy cos t s . 

Anot her maj or factor cont ribut ing to diff iculties in aid 
absorption re sul ts f rom t he lack of coordinat ion among donors . 
This encourages rec ipients to draw up rat he r  extens ive public 
sector proj ect ' s hopping l i s t s '  which inspire donors to compe te 
for wha t appear to be the ' be s t '  proj ects . In some count ries mos t  
of t he t ime of t he lead ing pro f e s s ional publ ic se rvants i s  
accord ingly taken u p  wi th servicing donors . This can mean t hat 
not enough t ime is taken to deal with p rivate sector poli cies , 
exacerbat ing the bias agains t agri cul ture . 

It is hoped t hat Ki ribat i ' s  lead in call ing a mee t ing of aid 
donors  in 1985 to clarify development issues and encourage aid 
coord ination wi ll be f ollowed by o t her nation s tates , t hus 
mate rially imp roving the qual ity  of development as s i s t ance and 
reducing t he time taken to absorb it . 

For many donors  the nat ions of the Sout h Pac i f i c  are small 
and remote . Their s hare of total assis tance f lows is small . To 
the count ries of t he Sout h Pacif ic , howeve r ,  development 
assis t ance is of vi tal impo rtance . It is important t hat aid 
donors familiarize themse lves wi t h  the development prospects of 
the island nations , and pay' adequate attent ion to t he qual ity as 
well  as the quant i ty of development as sis tance . 



Chapter 2 

Population and economic development in the 
is land nations of the South Pacific 

Dennis A. Ahlburg* 

Population growth is widely believed to have adver se 
cons equences for economic growth. In fact Robert McNamara , pas t 
president of t he World Bank , st ated that population growth was the 
'greate s t  single obs tacle to economic and social advancement of 
�ost of the s ocie ties of t he developing world' ( McNamara 1 97 7 : 1 1 ) . 
However , this position has been challenged recently by a group of 
s cholars who argue that population growth may have a positive 
effect on economic growth since it re sul t s  in economie s of scale 
and promotes t echnological progress ( Bos erup 1 98 1 ;  Clark 1 978 ; 
Simon 1 97 7 , 1 98 1 ) .  

What evidence , however ,  exis t s  on the impact of population 
growth? Clark ( 1 9 7 8 )  found a positive correla tion between 
population growth and economic growth in forty-six countrie s from 
1 96 1 /63 to 1 9 7 1/73 and concluded that 'rates of population growth 
up to 3 per cent per year seem to be increasingly beneficial from 
a point of view of improving rates of growth of real product per 
head , les s  favourable above the 3 per cent per year'. McNicoll 
( 1 9 84 ) extended this analysis to cover all count ries with 1 980 
populations of 5 million or more over the period 1 960 to 1 980 and 
concluded that 'a positive net productivity impact of rapid 
population growth is unsubstantiated as a general propos ition'. 
Thus , all we may inf er f rom t hese· correlations is that 'whatever 
the influence of population on economic growth , it is relatively 
small in comparison with ot her influences ,  or at the very least 
that it is not big enough to dominate everything else , for then it 
would show up in the correlations' ( Cas s en 1 9 76 : 806 ) . 

There are other feature s of population besides its growth 
rate that may affect e conomic growth. The island nations of t he 
South Pacific region are small by global standard s. Smallne s s  
limits division and s pecialization o f  labour and t he potential for 
economie s of scale in production. These problems are exacerbat ed 
when t he na tional t e rritory is f ragmented and isolated , as is the 

*The author would like to thank John Samy , Sam Leung-Wai , Tom 
Parry , Helen Hughes, David Lucas and Chris tine McMurray f or 
comment s and discus s ions , and Sun-Hee Lee , Michael Lee , Kathryn 
Kerkin , and Megan Werner f or research assistance. 
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cas e with many South Pacific is land nations. Howeve r ,  even if we 
accept the de sirabi lity of a larger population - a view that has 
been expres sed by Vanuatu ( 1 984b : 334 ) - this does not mean that 
faster population growth is also desirable. What countries need 
may be 'more people who are healthy , educated , and employed with 
incomes to spend on manufacture s ;  if diff iculties are al ready 
experienced in providing nutrition , health services , schooling , 
and j obs , economies of s cale are unl ikely to remove those 
diffi cultie s '  ( Cas sen 1 9 7 6 : 807 ) .  

Whi le a nation ' s  population may grow at 2 or 3 per cent thi s 
may coincide with rates of growth f or maj or cities ( or towns ) of 4 
to 5 per cent pe r year (McNicoll 1 984 ) .  Such growth , it is 
commonly feared , wi ll cause cities to become 'unmanageable , 
environmental disasters , and Cente rs of social revolution' 
( Williamson 1 985 ) .  Whi le this view may seem overstated , the re is 
already evidence from Port Moresby that excessive rates of 
urbani zation may be associated with social problems which may 
affect development. The spatial allocation and growth of 
popul ation is , the refore , also of concern. 

Of the five nations under cons ideration in this chapte r -
Fij i ,  Solomon Is lands , Tonga , Vanuatu , and Western Samoa - only 
Western Samoa has a rate of population growth below the world 
average. The rate of growth in Western Samoa and Tonga would be 
cons ide rably higher but for significant external migration. The 
rate of population growth in the Solomons and Vanuatu is among the 
highe st in the world - exceeded only by a few Af rican and Arab 
countries - and may be increas ing ( Ahlburg 1 98 5 ) .  Bakker 
( 1 9 7 7 : 1 8 )  has calculated that , assuming the rates of growth in 
population experienced by South Pacific nations between the last 
two censuses continue , Fij i ,  Solomon Is lands , Tonga , Vanuatu and 
Western Samoa would double the ir populations in 34 , 2 1 ,  46 , 2 1  and 
1 1 1  years respectively. For current levels of health , education 
and employment to be maintained , real expenditures on these also 
need to double over the same period. 

Although exce s sive urbani zation is not cur rently seen as a 
signifi cant problem in most of the Paci fic islands , the rates of 
urban population growth f or Fij i ,  Solomon Is lands and Vanuatu 
exceed the average for the world and for the Solomons and Vanuatu 
even exceed rates of urban growth currently observed in Af rica and 
South Asia ( see Table 2. 1 5 ) . 

A number of important questions arise from the study of 
popul ation and the economy. First , is it true that rapid 
population growth makes if difficult to finance the investment in 
human and phys ical capital ne cessary for sustained economic 
development? Second , what role does population size and 
urbani zation play? And , for our particular purpose , what evidence 
is there of eff ects of population growth on economic development 
in the five South Pacific island nations under study? 
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The inf luential model of Coale and Hoover ( 1 95 8 )  found that a 
so per cent reduct ion in fertility over 2 5  years was as sociated 
with a 3 8-48 per cent higher income per consumer than would have 
occurred under cons tant fertility . This result ,  however , relies 
upon two key as sumptions of the model : first , thyt populat ion 
growth reduces aggregate savings and inves tment ; second , that 
population growth dive rts the compos it ion of investment f rom 
'direct growth' expenditures to less productive 'welfare ' 
expenditure s  such as heal th and education .  

Inves tments in educat ion and health are not unproductive . 
Inve stments in education add directly to economic development by 
improving the quali ty of the labour force , and al so have an 
indirect ef fect by decreasing fe rtil ity and thus the rate of 
populat ion growth ( Wheeler 1 984 ) . Similarly , depending upon the 
type of heal th expend iture , these expenditures may inc rease the 
qual ity of the labour force through a publ ic health program 
( �arlow and Davies 1 9 74)  or decrease the rate of populat ion growth 
through family planning programs . Kelly and Williamson ( 1 984 ) 
argued t hat expend i tures on education and health , including family 
planning , should be viewed as a form of publ ic saving since they 
yi eld consumption util i ty to  recipients and have an impact on 
future income as well . 

In cont ras t to the conventional wisdom , Simon ( 1 9 7 7 , 1 98 1 ) 
conclud ed that pos i tive populat ion growth produces considerably 
bet te r  economi c growth in the long run than does a population that 
is not growing , al t hough in the short run the latter may perf orm 
slightly bet ter ( Simon 1 9 7 7 : 305 ) . Simon' s  finding is based on a 
s t rong , positive , direct impact of social ove rhead capi tal on 
nat ional output and upon technological progres s  driven by 
population growth . Social overhead capital includes economies of 
s cale in product ion , be tter roads and communicat ions , improved 
government organization ,  and improved heal th services . 

1 Recent empi rical work by Ram ( 1 982 ) , .Kelly ( 1 980) , and Bilsborrow 
( 1 9 7 9 ) showed little evidence of a s ignif icant adve rse e f fect of 
high populat ion growth on aggregate savings . Private savings are 
of ten concentrated in the hands of a f ew weal thy , low fertil ity 
families and are little affected by wider fertility fluctuat ions . 
Among the bulk of fami lies fert ility variat ions appear to be 
accommodated by varying household consumpt ion or by increased 
work . Corporate and government savings appear to be dominated by 
factors other than populat ion . As McNicoll ( 1 984 : 202 ) remarked , 
' f or the most part the level of aus terity ( and its dist ribution in 
the populat ion ) to be imposed in the interes ts  of capi tal 
f ormat ion and economic growth is a gove rnment pol icy decis ion • 
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Simon assumed that social ove rhead capital accrued in di rect 
proportion to the growth in the labour force and was costless , 
that is , did not cause a decrease in expenditure in other areas. 
However , government expend iture on roads , education and health 
does not automatically increase with population growth. It is 
determined by gove rnment pol icy decisions , and , with constraints 
on government revenues ,  implies a decrease in expenditure in some 
other area - unless the funds are from aid or foreign borrowing. 

Empi rical evidence on economies of scale is inconclus ive. 
Moreover , economies of s cale can be captured by increase� 
population dens ity or by trade , rather than by population growth , 
although McNicoll ( 1 9 84 ) has noted the diff iculties facing small 
countries in expanding their export markets. In addition , in 
land-scarce countr ies , agriculture may encounter diseconomies of 
scale as increased demand from population growth leads to 
increased costs. Evidence is also mixed on the role of population 
growth in fostering techno logical development. Bauer ( 1 98 1 )  has 
pointed out that the dominant roles in entrepreneurship and 
innovation are frequently played by numerically small cultural or 
ethnic minorities. In add ition , although Boserup ( 1 9 8 1 )  cites 
many example s of the adoption of new technology as sociated with 
population size , growth and density , many counter-examples also 
exist ( McNicoll 1 984 : 1 9 9 ; Gas sen 1 97 6 : 807 ) .  

The models o f  Coale and Hoover and o f  Simon , the refore , do 
not allow us conclus ively to state the impact of population on 
economic development. However these models and those that have 
followed them are useful in pointing out the criti cal factors that 
need to be explo�ed when evaluating the impact of population on 
economic growth. They are : ( i )  savings and investment ; ( ii )  
social overhead capital , which includes health and education 
expenditures ; ( iii ) technological change ; ( iv )  employment ; ( v )  
migration and urbani zation. 

2For a more detailed dis cuss ion of formal economic-demographi c 
models see Ahlburg ( forthcoming ). 
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Population growth . Rates of population growth in Vanuatu and 
Solomon Islands are s ignificantly above the wor ld average and 
exceed or approach levels currently obse rved in Af rica ( 3  per cent 
per annum) . In contrast , Fij i has a rate of population increase 
s imilar to the wor ld average of 1 . 8  per cent per annum while 
Western Samoa and Tonga have relatively low rates of population 
increase .  It is important to note , however , that population 
growth in Tonga and Western Samoa is low because of a very high 
rate of emigration . In 1 9 7 6 , for instance , the rates of natural 
increase in Tonga and Weste rn Samoa were 3 . 3  and 3 . 1 while the 
observed rates of population increase were only 0 . 6  and 1 . 0 
respectivel y .  Table 2 . 1 reports population estimates and rates of 
growth for the five nations for the period 1 960 to 1 980 . 

Tab le 2 . 1 �opulation and population growth r ates f or f ive Pacific 
_:is land nations , 19 60-8 0 

Solomon We stern 
_____ _!_i_j_!._ ____ 

Ton�3 _____ 
I s land_s_ __ _y3�3-�--- Sa��----

1960 3 94 63 126 66 111 

1965 464 ( 3 . 3) 7 5 ( 3 . 5 ) 143 ( 2 . 5 ) 7 4 ( 2 . 3 ) 127 ( 2 . 7 ) 

19 7 0  520 ( 2 . 3 ) 86 ( 2 . 7 ) 163 ( 2 . 6) 84 ( 2 . 5 ) 142 ( 2 . 2 ) 

1975  5 7 6 ( 2 . 0) 88 ( 0 . 5 ) 193 ( 3 . 4 ) 102 ( 3 . 4 ) 15 0 ( 1 . 1) 

1980 63 4 ( 1 . 9) 9 7 ( 1 . 9) 2 28 ( 3 . 3 ) 1 17 ( 2 . 7 ) 156 ( 0 . 8 ) 

World Af r ica South As ia Oceania 

197 5-8 0 ( gr owth 
rates)  1 . 8  3 . 0  2 . 3  1 .  7 

Note : P opulation growth rate s in par entheses . 

Sources : Ahl burg ( 1985) ; United Nations ( 1985) . 
- ------

3Registration systems in the nations under study are incomplete 
and demographic data are consequently often of doubtful quality . 
The demographic estimates reported here are the best estimates 
avai lable f rom a number of national and international sources . 



The rate of populat ion growth in Fij i ,  Tonga , and Wes tern 
Samoa has fallen s t ead ily f rom at least 1 960 while Solomon Islands 
and Vanuatu appear to be experiencing an increase in the rate of 
population growth ( see Table 2 . 1 ) .  Fer tility , and to a les ser 
extent emigrat ion , seem to be the chief causes of changes in the 
rate of population growth . 

Fertility . The obse rved declines in the rate of populat ion 
growth f or Fij i ,  Tonga , and Wes tern Samoa reflect marked declines 
in fertility , whethe r measured by the crude birth rate or the 
to tal f ertility rate ( see Table 2 . 2 ) . It appears that an 
increased use of family planning in each of these countries 
explains at leas t part of the decline in fertility even though the 
performance of these programs has been rated as 'weak' to 
'moderate' ( Lapham and Mauldin 1 985 ; Lucas and McMurray 1 986 ) .  
Although the total fertility rates have declined by about 30 per 
cent since 1 965 they are st ill high and , when combined with a 
young age s t ructure of the population ( see Table 2 . 1 3 ) , resul t in 
rates of natural increase t hat exceed the world average . 

In Solomon Is lands the total fertility rate increased f rom 
6 . 4  in 1 97 0  to 7 . 4  by 1 980 , contr ibuting significant ly to the 
rapid rate of population growth.  This increase appears to have 
resul ted f rom improved health as medical services and the 
anti-malaria campai gn expanded ( Lucas and McMurray 1 986 ) . Data 
reported in Lucas and McMurray ( 1 9 86)  suggest the possibil i ty of a 
decl ine in ferti lity  in Vanuatu in the 1 9 70s , but the accuracy of 
these es timates is open to que s ti on .  They al so report some 
increase in contraceptive use in recent years , but the maj or 
method in use has now been banned by the government . The current 
total fertility rate of around 6 . 6  is very high and , given 
Vanuatu's young population age s t ructure , points to signi f i cant 
future populat ion growth . 

Mortali ty . R .  Taylor ( ci ted in Lucas and McMurray 1 986 ) 
caut ions that mor tal i ty inf orma tion for the five count ries under 
study is ' unreliabl e  or suspect ' .  Al though point es timates may be 
inaccurate , the data shown in Table 2 . 3  should reveal basic t rends 
and pat terns that are representat ive of mortality in the five 
nations . Fij i ,  Tonga and Vanuatu exhibit a decline in the crude 
death rate since 1 960 , while no such decl ine is evident in Solomon 
Islands or Western Samoa . The overall death rate f or the is lands 
is at or below the world average . Some gains seem to have been 
made in l ife expect ancy , al though the levels f or Fij i and Solomon 
Islands may be too high by as much as four years ( see Lucas and 
McMurray 1 986 : Table 5 ) . 
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Tab le 2 . 2  Fer t i l i ty in f ive Pacific i s land nations , 1960-80 

Crude b ir th rate per thousand 

Solomon Wes tern 
Fij i Tonga I s lands Vanuatu S amoa 

-------

1 960 42 . 1  
1965  35 . 7  
197 0 28 . 5  
1 9 7 5  28 . 6  
1980 28 . 6  

Wor ld 

197 5-80 3 8 . 9  

Gr oss  reproduction rate 

35 . 0  

3 1 . 3 
3 1 . 0  
30 . 0  

44 . 1  
36 . 1  4 5 . 1  
4 1 . 0  44 . 1  
4 5 . 0  4 2 . 1  
4 2 . 9  4 0 . 1  

Africa South As ia 

46 . 9  37 . 7  

Solomon 
F'ij i Tonga I s lands Vanuatu 

1 960 3 . 1  
1965 2 . 6  3 . 5  3 . 2  
197 0 1 .  9 3 . 1  
19 7 5  1 .  7 2 . 5  
1980 1 . 8  3 . 6  

Wor ld Afr ica Sou th As ia 

19 7 5-80 1. 9 3 . 2  2 . 6  

Total fertili_t.L_ra t� 

So lomon 
Fij i Tonga I s lands Vanua tu 

1960 6 . 3  
1965 5 . 2 7 . 1  6 . 7  
19 7 0  4 . 0  5 . 1  6 . 4  
19 7 5  3 . 5  5 . 1 7 . 4  
1980 3 . 6  4 . 6  7 . 4 6 . 6  

Kenya Aus tralia 

1980-8 5 8 . 1  2 . 0  

44 . 0  
4 0 . 2 
37 . 0  
35 . 7  

Aus tralia 

16 . 0  

Wes tern 
S amoa 

3 . 6  
3 . 3  
2 . 8  
2 . 5  

Oceania 

1 . 4  

Wes tern 
Samoa 

7 . 4  
6 . 7 
6 . 7  
4 . 9  

Sources :  Agency for Int erna tional Deve lopment (AID) ( 1985) ; Lucas 
and McMurray ( 1986) ; Wor ld Bank ( 1980b ) . 
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Tab le 2 . 3 !'f_o_! ta_l_i_t_y_and _ _l_�!_e_�_xpe_c_t:?_� __ i_n _ _f_��_J>-�c i f_i_c __ i_s}. __ �n_'! 
_!l_a_t_i_o_n_s_,_1__9 6 O_:-__?..Q 

.f!_uj_e _ _  d_e_a_t_h _ _!_a_t_e _ _p_e_! _ _  tho�y_a_n� 
-----------------------------------

5
-
ofomon 

________________ w_
e

_s_tern 
_____________ _!jj__:i __________ T!>_!l_8__a _______ Jj>_l_a_nds ______ _y_a_n_u_a_t:__u ____ S a���---
1 9 6 0  1 0 . 0  
1 9 6 5  6 . 0  1 4 . 0 1 3 . 0  2 0 . 0  
1 9 7 0  4 . 7  1 1 .  0 7 .  7 
1 9 7 5  4 . 3  1 0 . 0  12 . 0  7 . 0  
1 9 8 0  4 . 7  7 . 8  1 3 . 0  12 . 0  7 . 9 

Wor ld Africa S outh Asia Oceania 

1 9 7 5 - 8 0  1 1 . 4  18 . 0  14 . 4  9 . 0  

Solomon Wes tern 
Fij i ___ Ton__g_?_____ ---�land�--- __ Vanu�t�_ ___s_�moa __ _ ___ M ______ 

F
____ 

M F M F M F M F ---------------- -----------------------------------------------------

1 9 6 0  6 3 . 1  65 . 7  
1 9 6 5  65 . 3  68 . 6  5 6 . 0  5 3 . 0  6 0 . 2  
1 9 7 0  6 6 . 4  6 9 . 9  5 6 . 2  5 9 . 3  5 8 . 0  5 8 . 0  5 9 . 6  
1 9 7 5  6 6 . 4  6 9 . 9  5 7 . 3  6 0 . 9  5 8 . 0  58 . 0  6 1 . 4  
1 9 8 0  6 6 . 2  6 9 . 9  6 0 . 0  6 1 . 0 5 7 . 0  • 5 7 . 0 5 6 . 0  5 4 . 0  6 2 . 2  

Wor ld Africa South Asia Aus tralia 

1 9 7 5- 8 0  5 7 . 3  4 7 . 6  5 1 .  7 7 4 . 0  

__ 0_f _a_p_t __ m_o_!_t_a_l_i_t_y __ r a t_e _ _p�_! __ t_h ou_�_n_'! 

-----------------------------------------
S
-
o
_
l
_
o�

-
o
-
n 

_______________ W_
e

_
s

_
t

-
ern 

____________ _F_ij_i ____________ T_o_n$_a ______ _I.2_l_a_�_s _______ V_��u_a_t:__� __ _s_amo�---
1 9 6 0  68 . 0  
1 9 6 5  5 8 . 0  59 . 0  5 2 . 4  4 2 . 6  
19 7 0  5 0 . 0  5 2 . 4  4 7 . 5  
1 9 7 5  4 3 . 3  2 0 . 6  5 8 . 0  4 0 . 0 
1 9 8 0  3 6 . 7  6 3 . 0  5 2 . 0  9 4 . 0  3 5 . 0  

Wor ld Af rica  S outh Asia Aus tralia 

1 9 7 5 -8 0  88 . 0  1 2 5 . 0  1 2 0 . 0  1 1 . 0  

aLucas and McMurray ( 1 9 8 6 ) report li fe  expec tancies in the 1 9 7 0s 
o f  61 (male )  and 64 ( female)  for Fij i and 54 and 5 4  f or S olomon 
I s lands . 

?_C?__�i:_c__e_�: AID ( 1 9 8 5 ) ; Lucas and McMurray ( 19 8 6 ) ; World B ank 
( 19 8 0b ) ; Uni ted Na tions ( 1 9 8 5 ) . 

64 . 3  
6 3 . 4  
65 . 2  
6 6 . 0  
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Fij i has made significant gains i n  reducing infant mortality 
whi le Western Samoa has made modest gains . Tonga and Solomon 
Is lands appear to have had re lat ively cons tant levels since the 
1 960s at 70 per cent and 40 per cent higher than Fij i and Wes tern 
Samoa ( al though , as noted above , there was an apparent drop in the 
Solomons between 1 9 7 5  and 1 9 80 ) . All of t hese nations have rates 
below the world average . Vanuatu , however ,  has an inf ant 
mor tal ity rate a l i t t le above the world average , al though wel l  
below the level s  observed i n  Af rica and South As ia . 

Al though data on cause of death need to be t reated with 
caut ion , it appears that respiratory and infectious diseases are 
important causes of death in those nations with relatively low 
life expectancies . Fij i and Wes tern Samoa , however , have a more 
'Wes tern' pattern of mortal i ty with more deaths due to high blood 
pres sure , diabetes and heart disease ( Taylor , cited in Lucas and 
McMurray 1 986 ) . 

Population forecas ts . Table 2 . 4  present s two sets of 
population forecas ts for the five countries under s tudy . The UN 
med ian forecas t may be taken as a representative conservat ive 
forecast while the time-series based forecast of Ahlburg ( 1 985)  
predicts higher populat ion growth for all  count ries except Tonga . 
These two f orecasts may be loosely interpreted as an upper and 
lower bound on likely future populat ion growth . A more 
comprehensive set of population forecas ts  is analysed in Ahlburg 
( 1 985 ) and in Lucas and McMurray ( 1 986 ) . 

Bo th sets of forecas ts predict a cont inuat ion of recent 
t rends for Fij i ,  Tonga , Solomon Is lands and Vanuatu and a possible 
break wi th pas t trends for Wes te rn Samoa . For Tonga and Fij i 
populat ion growth is predicted to slow down , relat ive to the rate 
experienced in 1 96 6-76 ( 1 . 5  and 2 . 1 per cent respectively ) .  The 
rate of population growth in Wes tern Samoa is predicted to be 
slightly above its recent level ( 0 . 6  per cent , 1 9 7 6-8 1 ) , while for 
Vanuatu and Solomon Is land s pred icted rates of growth exceed rates 
recent ly experienced ( 3 . 2  per cent , 1 967-79 for Vanuatu ; 3 . 4  per 
cent , 1 9 7 0-76 for Solomon Is lands ) .  

The re are several factors that may cause population growth 
rates to be even higher than expected . The populat ion growth rate 
of Tonga and Wes te rn Samoa is kept low by signifi cant emigration . 
If the willingnes s  or ability of receiving count ries to absorb 
these emigrants changed , the observed rate of population growth 
would move closer to the much higher rate of natural increase . An 
increase in fer tility in Vanuatu , and an attendant further 
increase in the rate of populat ion growth , is poss ible if 
improvements in heal th out s t rip the adop tion of family planning 
practices ( Lucas and McMurray 1 98 6 ) . 
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Tab le 2 . 4  �_2Eulat ion forecas t s , 1985-2000 ( ' OOO) 

Fij i 

Ahl bur g  
UN 

Tonga 

Ahl bur g  
UN 

Wes tern S amoa 

Ah lbur g 
UN 

S olomon I s land s 

Ahlburg 
UN 

Vanua tu 

Ahlburg 
UN 

World 
Africa 
South As ia 
Oceania 

Popula t ion in yea� 
1985 2 000 

7 03 
684 

106 
110 

163 
164 

2 7 0  
2 7 9  

135 
141 

n . a .  
n . a .  
n . a .  
n . a .  

9 08 
8 2 1  

1 2 9  
140 

183 
182 

490  
457  

221  
2 2 3  

n . a .  
n . a .  
n . a .  
n . a .  

Sources : Ahlburg ( 1985) , United Nat ions ( 19 85 ) . 

Imp l ied annua l 
growth rate 

(%) 
1 .  7 1  
1 . 2 2 

1 .  3 1  
1 .  61 

o .  7 7  
0 . 69 

3 . 9 7 
3 . 2 9 

3 . 2 9 
3 . 06 

1 .  5 
3 . 1 
1 . 8  
1 .  3 

Based on these forecasts , Fij i ,  Tonga and Wes tern Samoa are 
expected to experience rates of population growth at or below the 
world average . However , the rates of growth of population 
predicted f or Vanuatu and Solomon Islands are more than twice the 
world average and exceed even the rates predicted for Af rica . 
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I f  the countries under study are currently experiencing 
problems in development associated with population growth , there 
will be no reduct ion in these problems . In fact , evidence exists  
for several countries that these problems may increase . 

Populat ion and the overall rate of economic growth 

The average rates of growth of real GDP , real GDP per capi ta , 
and populat ion for Fij i ,  Solomon Islands , Tonga , Vanuatu and 
Western Samoa are shown in Table 2 . 5 .  No clear pat tern of 
association - pos itive or negative - emerges . This implies that 
populat ion growth has counterbalancing positive and negative 
impacts on output , or that f act ors other than population af fect 
the growth of output and these were suf ficient to compensate for 
the negative effects of the growth in population . That i s , 
population growth over the 1 970s  in these countries was not so 
great that it caused a fall in real GDP or real GDP per capi ta . 
This , of course , is not to say that economic growth would not have 
been higher if population growth had been less . 

Tab le 2 . 5  P opulation growth and economic growth rates for five · 
PaE_�_!E__i_2 l�Ed-�E�-�j�1j.§ ( p er cent)  

1970-74 
197 5-8 0 

197 0-74 
197 5-80 

1970-74  
19 7 5-80 

Fij i Tonga 
S olomon 
I s land s Vanuatu 

Wes tern 
Samoa 

Average annual rate of growth o f  real GDP 

6 . 5  3 . 2  4 . 1  
4 . 1 1 .  2 10 . 4  3 . 7  

Average annua l rate of growth of real GDP 
per cap i ta 

4 . 0  2 . 1  0 . 4  
1 .  7 -0 . 1  2 . 7  5 . 8  

Average annua l rate of  growth of p opula tion 

2 . 0  0 . 5  3 . 4  3 . 4  1 . 1  
1 . 9  1 .  9 3 . 3  2 . 7  0 . 8  

�E�.: Ahlburg ( 1985) ; ADB ( 1984) ; ES CAP ( 1984) ; SPC ( 19 82 ) . 
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To see if the re was any evidence of an as sociation between 
populat ion size , growth or density and economic development in the 
South Paci fic region , rank and zero-order correlations were 
calculat ed between various demographic measures and GNP per capita 
and government expendi ture per capita for seventeen member nations 
of t he South Pacif ic Commission for the late 1 9 70s . Rank-order 
correlat ions are shown in Table 2 . 6 .  Al though mos t  correlat ions 
between the demographi c measures and the development measures are 
negative , none is statist ically signif icant . Thus , for the 
seventeen member count ries of the South Pacific Commission there 
i s  li t t le evidence of association be tween populat ion and economic 
development in the late 1 9 70s .  

Tab le 2 . 6  Rank-order c orrelations between population and economic 
�eve lopmen-�--IT:]E��"h=:P��.Ti�E �ari�ns�---------------------------------

Populati on growth 

Popula tion size  

P opulat ion dens ity 

Rate  of natural increase 

Dependency ratio 

GDP per 
capita  

- 0 . 15 2 
( 0 . 2 80) 

0 . 066 
( 0 . 400) 

-0 . 135 
( 0 . 316)  

-0 . 103 
( 0 . 347)  

-0 . 2 50 
( 0 . 166)  

Government expendi ture 
per cap ita 

·---------------------·-· 

-0 . 320 
( 0 . 105 ) 

-0 . 19 1 
( 0 . 2 31) 

0 . 02 7  
( 0 . 459 )  

-0 . 145 
( 0 . 289)  

-0 . 031  
( 0 . 453) 

Notes : Figures in parentheses are probab ility values . 
Data on whi ch these calculat ions and all other rank 
correlations are based are from SPC (1982) . 

The f inal piece of evidence examined in this sect ion is the 
set of resul ts from a vector-autoregress ive model of economic 
growth and populat ion for Fij i over the period 1 9 56-83 . The 
resul ts of this model suggest that population (whether in levels 
or changes )  had a s tatistically s ignificant negative impact on GDP 
(whether in levels or changes ) .  However , GDP did not have any 
statist ically signif icant effect on populat ion . A lack of data 
prevented a simi lar analysis being unde rtaken f or the other 
countries . 
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For the island nations of the South Paci fic taken a s  a whole 
there does not seem to be evidence of a s igni ficant impact of 
population on economic development , at leas t in the 1 9 70s . There 
is , however , some evidence of a negative ef fect of population on 
economic growth for Fij i over the longer period 1 9 56-83 . 

A note on income dis tribution 

If a child ' s  future income is de termined by his or her 
parent ' s  income , and poor parents have more children than richer 
parents , then populat ion growth f rom fertility worsens the 
dist ribution of income , the distr ibution of consumption ,  and the 
dis t ribution of land . Even if age-earning prof iles remain 
cons tant , a change in the age s t ructure of the populat ion towards 
the young wi ll increase the inequality of income ( s ince earnings 
are inversely related to age ) .  

The only data found on income dis t ribution in the count ries 
under s tudy were for Fij i .  The data indicate a wor sening in the 
di stribution of income in Fij i from 1 968 to 1 9 7 7 . In 1 968 4 . 9 per 
cent of private income went to the bo t tom 20 per cent of the 
populat ion . In 1 9 7 2  this percentage was 5 . 1 and in 1 9 7 7  3 . 7 .  The 
corresponding figures f or the percentage of incomes going to the 
top 20 per cent of households were 48 . 2 ,  4 7 . 7 ,  and 5 3 . 3  per cent . 
This development may reflect , at least in par t , the rapid rate of 
growth of the population in the early 1 960s ( in exces s of 3 per 
cent per annum) . 

The s lower growth rate of populat ion experienced in the 1 97 0s 
is ref lected in t he decl ine in the proport ion of the population 
less than 1 4  years of age ( Table 2 . 1 3 ) , and this demographic 
change may help improve the distribution of income in the future . 
Demography is , of course , only one factor affecting the 
distribution of income . 

Populat ion growth and land availability 

Hi storically , interes t in the link be tween population and 
economic growth cent red on the relationship between population and 
limited natural resources , particularly land ( Cheong and Lean 
1 982 : 1 3 ) . Although the primacy once given to l and no longer 
holds , land is s t i l l  important to largely agricultural countries , 
particularly those such as Vanuatu and Solomon Islands whose 
development plans stress the role of agriculture . 

The high rate of populat ion growth experienced by the is land 
nations has resulted in modes t  increases in persons per square 
kilometre ( Table 2 . 7 ) .  However , more relevant figures are the 
number of persons per square kilome t re of accessible land and of 
arable land . The increased pressure of population on land 
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Tab le 2 . 7 Populat ion in tensity in f ive Pac i fic is land nat ions 

S olomon Wes tern 
Population dens ity Fij i Ton ga I s lands Vanuatu S amoa 

Persons per square 
ki lometre 

1970 28 12 6 6 so 
1975  31 12 9 7 6 5 3  
1980 35 139 8 10 5 3  

Persons per square 
ki lome tre of 
arab le land 

19 60 254  45 7 315 600 2 2 0  
1965 387 493 358 569  254 
19 7 0  35 6 408 560  2 68 
19 7 5  39 5 529 48 3 680 2 7 1  
1980 428 606 5 7 0  780  284  
1984 6 2 1  867  306 

Sources : AID ( 19 8 5 ) ; Cle land and Singh ( 1980) . 

Tab le 2 . 8  Index o f  food Eroduction Eer caEi ta , f ive Pacific  
is land nat ions , 19 70-82 (base , 1969- 7 1  = 100) 

S o lomon Wes tern 
Fij i Tonga Is lands Vanuatu Samoa 

19 7 0  105 9 7  100 9 4  
197 5  5 4  1 16 92  93  88  
1980 98 115 121 78 
1982 106 100 126 8 1  

S ources : ADB ( 1980) ; AID ( 1985 ) .  

resources i s  here seen t o  be much more dramat ic . Increased 
pres sure on agricul tural l and can be compensated f or by 
techno l ogical progress but the evidence on thi s  taken from the 
index of food production per capi ta is mixed (see Table 2 . 8 ) .  The 
Solomons and Tonga appear to have been able to compensate for 
increased population but Fij i and Vanuatu have not . This index , 
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however ,  is an imperfect measure of the effect of populat ion or 
the productivity of land resources because many factors other than 
population inf luence food product ion . 

In Vanuatu there is scope for an increase in arable land 
( Haberkorn 1 98 5 )  and at present in Wes tern Samoa the re appears to 
be no absolute short age (Wal sh 1 98 2 : 5 ) .  However ,  the growth of 
populat ion in Tonga has meant that there is insuff icient suitable 
land to meet t he needs of those eligible for allotments . From 
1 966 to 1 9 76  the percentage of males wi th allotments decreased 
f rom 42 to 3 5  per cent and is expected to fall even further ( Tonga 
1 9 8 1 : 1 9 ) . Some decrease in the size of all otments has occurred 
but further decrease could foster declines in product ion , the 
per sistence of subs istence agriculture , and de creased growth of 
the monet i zed non-agricul tural sector . In several other South 
Paci f ic e conomies , ins titutional arrangements over land ownership 
and title , and the implicat ions they may have for leasehold 
provisions , have adversely af fected the f inancing of the rural 
sector . Hogan ( 1 986 ) points to particular problems in Fij i ,  
Solomon Islands and Vanuatu . 

As regard s othe r  natural resources Fij i ,  Solomon Is land s and 
Vanuatu are considered to be we ll endowed whi le Wes tern Samoa and 
Tonga are relatively resource poor ( Fairbairn 1 98 5 : 46 ,  49 ) .  The 
natural resources of the So lomons and Vanuatu , if they are 
exploited , wil l  hel p  these nations support their large rate of 
populat ion growth . 

Populat ion and savings and inves tment 

Data on savings and inves tment in the South Pacific are 
s carce . Table 2 . 9  reports what l i t t le data could be found . Gross 
fixed capital formation in Tonga and Fij i increased from 1 9 7 0  to 
1 980 both in abs olute terms and as a percentage of GDP ( f rom 2 1  
per cent in 1 97 0  t o  2 8  per cent in 1 980 for Fij i and f rom 2 6  per 
cent in 1 97 0  to 3 3  per cent in 1 980 f or Tonga ) .  Capital 
expenditure by the government fell f rom 3 1  per cent of gross fixed 
capital f ormat ion in 1 9 7 5  to 25 per cent in 1 980 f or Fij i but rose 
f rom 14 to 2 1  percent of  gross fixed capital formation in Tonga . 
Over the 1 9 70s real gross domes tic capital f ormation per capi ta 
increas ed by 1 3 1  per cent in Fij i and by 34 per cent in Tonga . 
Over the same period real capi tal expenditure per capi ta by the 
government rose by 6 3  per cent in Fij i but fell by 1 7  per cent in 
Tonga . Solomon Is lands and Western Samoa recorded very s t rong 
increas es in real capital expenditure per capita by the 
government .  

Although real gross capi tal format ion i s  increas ing , some 
conce rns over t he adequacy of fixed inve stment have been 
expressed . Fij i ' s  Eighth Development Plan ( 1 98 1 -8 5 )  noted that 
the GDP share of cons truct ion , elect ricity and water had '  de clined 
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f rom 9 . 7  per cent i n  1 9 70 t o  6 . 2  pe r cent i n  1 9 7 9 . Thi s was 
interpre ted as meaning that there had 'not been substantial 
expansion of the nation' s capi tal or fixed as sets upon whi ch 
future development must de pend'  ( Fij i 1 980 : 7 ) . Howlett  ( 1 982 : 7 7 ) , 
quoting from the Solomon Is lands National Development Plan 
( 1 980-84 ) ,  wrote : ' if access to wage employment and social 
service s is  to be provided at present levels (whi ch are far from 
sati sfac tory ) in the 1 980s and 1 9 90s , we requi re as much 
inves tment in agri culture , fores try and fi sheries in the next 1 0  
years a s  has been achieved i n  the l a s t  1 00 years ' .  

From the gross savings data in Table 2 . 9  it is clear that 
inves tment was not f inanced by domestic savings . The savings to 
inves tment ratio for Fij i fell from 0 . 7  in 1 9 7 5  to 0 . 45 in 1 980 . 
For Tonga the co r responding ra tios were 0 . 42 and 0 . 52 .  Al though 
gros s  savings rose in both countries over the 1 9 70s , real per 
capita savings in Fij i fell by 1 2 per cent between 1 9 7 5  and 1 980 
but rose by 25 per cent in Tonga over the same period . 

Table 2 . 9  Inves tment an d s avings in five Pacific  is land nat ions 

' F ij i 
F$m 

S o lomon 
I sl ands 

SI$m 

Gro s s  f ixed capital  f o rmat i ona 

19 70  
19 75 
1980 

34 . 8  
103 . 4  
249 . 7  

Tonga 
T$m 

3 . 0 3 7  
5 . 65 7  

1 3 . 582  
b Capital expenditure by government 

1 9 7 1  
19 75 
1 9 7 8  
1980 

1 3 . 3 
3 1 . 7 
49 . 5  
6 3 . 0  

2 . 608  
4 . 7 81 

1 3 . 4 34 
20 . 000 

G d . . c ross  omes t 1 c  s av ings 

1 9 7 2  
19 7 5  
1980 

19 . 3  
7 2 . 0  

1 1 2 . 7 

1 . 12 1  
0 . 814 
1 . 890 
2 . 8 7 9  

2 . 39 3  
5 . 8 7 2  

Vanuatu 
vatu m 

19 3 
364  

Wes tern 
Samoa 

tala m 

1 .  6 1 2  
9 . 290 

2 2 . 9 4 7  
3 3 . 764  

Sources : aADB ( 19 8 4 ) ; bADB ( 1 9 84) , ESCAP ( 19 84) ; cFij i ( 1 9 80) , 
Tonga ( 19 81) . 

The shor tfall between savings and inve s tment was made up by 
inf lows of foreign monie s .  Foreign grants in support of specific 
development proj ects have increas ingly become the principal means 



3 7  

f o r  financing development expendi tures i n  many count ries . Some of 
these count ries have not been able to maintain recurrent budget 
contribut ions to capital development programs and have thus come 
to rely heavily on f oreign aid proj e cts and loans ( SPC 1 9 82 ) . In 
both Fij i and Western Samoa the balance of payment s  and domes tic 
f is cal needs are met by overs eas bor rowings and foreign aid . In 
Vanuatu it appears that aid has provided more fund s than total 
revenue accruing to the government ( Hogan 1 986 ) . In Solomon 
Is lands the budget deficit approximates the cash budget allocat ion 
for development s pend ing to which all f inancing arrangements are 
linked ( ibid . ) .  Thus , it seems that domes tic capital formation is 
dependent upon foreign aid and , f or some count ries such as the 
Solomons and Fij i ,  increas ingly on fore ign borrowings . In 1 983 
debt repayments in t hese count ries were about 1 0  per cent of 
export earnings , present ing no immediate problem . 

This dependence is reflected in data on off icial unrequited 
t rans fers as report ed in the balance of payment s and figures on 
official development assistance ( Table 2 . 1 0 ) . These figures show 
an increased inf low of these funds f rom the early 1 9 70s to the 
late 1 9 70s and f or Fij i and Western Samoa a signif icant increase 
in aid as a percentage of GDP . For Fij i aid rose f rom 0 . 8  per 
cent of GDP in 1 9 7 5  to 2 . 8  per cent in 1 980 whi le for Western 
Samoa the corres ponding figures were 1 5 . 3  and 27 . 1  per cent . For 
Tonga and Solomon Islands aid as a percentage of GDP remained 
cons tant at around 25 and 1 3  per cent res pectively .  Aid per 
capita in 1 980 was around US $ 1 54 f or Tonga , We stern Samoa , and 
Solomon Island s . For Fij i and Vanuatu it was US$53  and US$370 
respectively . The average aid per capi ta for all  OECD count ries 
was US$247 per capita ( SPC 1 982 ) . 

There is cons iderable debate about the effect of foreign aid 
f lows on domes tic savings . Recent empirical work sugges ts that , 
al though foreign aid increases total savings , it decreases total 
domes tic savings , and , in particular , government savings ( Kelly 
and Will iamson 1 984 : 56 ) . Given the data at hand , it is not 
po ss ible to test this proposit ion rigorously for the South Pacific 
nat ions . The only observation we can make is that whi le real per 
capita savings increased in Tonga between 1 9 7 5  and 1 980 , real per 
capita aid decreas ed . In Fij i the opposite pat tern was observed . 

Table 2 . 1 1  reports rank correlat ion coeffi cients be tween 
o ff icial development as sistance per capi ta f or sevent een South 
Pacif ic Commiss ion nations in the late 1 970s and various measures 
of population and development . Count ries with higher rates of 
natural increase , populat ion growth , and dependency ratios do not 
receive higher levels of as s is tance per capi ta but larger nations 
do receive statist ically signi ficant ly le s s  aid per capi ta . That 
is , aid does not compensate for the larger population . Higher aid 
per capita was as so ciated with statistically higher GDP and 
government expenditure per capita . It is not known whether t his 
ref lects higher expenditures on consumpt ion or inves tment . 
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Tab le 2 . 10 Aid and remit tances t o  five Paci fic is land nations 
( US $  million )  

Solomon 
Fij i I s lands 

Off icial unreq ui ted trans fers a 

1 9 7 0  4 . 0 
1975  5 . 0  8 
1980 34 . 0  19  
1982  2 8 . 0  

Private unregui ted trans fers 
a 

1970  -4 . 0  
1975  -5 . 0  2 . 0  
198 0 -2 . 0  1 . 0  
1982 -3 . 0  

b 
O f f i c ial deve lopmen t ass i s tance 

197 8  
1 9 7 9  
1980 

2 5 . 86 
3 1 . 2 5  
3 3 . 7 4 

2 6 . 68 
25 . 98 
35 . 2 3 

Tonga 

2 
10 

9 
17 

9 . 66 
2 3 . 5 2 
14 . 9 3 

Vanuatu 

2 9 . 7  
4 9 . 9  
34 . 1  

0 . 2  
0 . 3 

18 . 75 
38 . 08 
4 3 . 32 

Wes tern 
Samoa 

2 . 1 7 2  
3 . 89 0  

14 . 05 0  
12 . 340 

3 . 02 3  
3 . 08 0  

18 . 740 
18 . 630 

19 . 90 
30 . 2 4 
2 3 . 9 4 

No te : The f igures for Tonga are total unrequi ted trans fers 
( o f f i c ial p lus private ) .  

Source : 
a

ADB ( 19 84 ) ; 
b

SPC ( 1982) . 

Tab le 2 . 1 1 Rank-order correlat ion coe f ficient s  b e tween aid , 
p opulat i on and development :  seventeen S outh Paci fic 
nations 

r:DPC GEC P op .  POPC 

Of ficial deve lopment 
aid p er cap i ta 

0 . 4 9 0  
( 0 . 023)  

o .  743  
(O .  001) 

-0 . 483  -0 . 304 
( 0 . 025)  ( 0 . 1 18)  

@PC 
GEC 
Pop . 
POPC 
RNI 
DR 

No te : 

Source : 

gross d omes tic p r oduc t  per cap ita  
government expenditure per cap ita 
p opulation 
rate of growth of p opulation 
rate o f  natural increase 
dependency rat io 

F i gures in parentheses are probab i lity  values . 

SPC ( 1 9 82 ) . 

RNI DR 

-0 . 2 4 9  0 . 068  
( 0 . 167)  (O .  398)  
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Tab le 2 . 12 Share of GDP and emEloyment by industria l  sect or 1 five 
Pac ific i slan d  nat ions {per cen t )  

GDP by indus trial Fiji Tonga S olomon 
origin 1 9 7 0  1 9 7 5  1980 1 9 7 0  1 9 7 5  1980 I slands 

1972 

Agriculture 2 4 . 2  19 . 9  2 2 . 3  55 . 7  5 0 . 1  38 . 5  6 7 . 7  
Manufacturin g  1 1 .  3 10 . 1  12 . 0  2 . 2  5 . 3  7 . 0  
Mining 1 . 5  1 . 0  0 . 3 0 . 3 0 . 5  0 . 8  1 . 5  
E le ctric ity , gas 

and water 1 . 5  1 . 6 1 .  7 0 . 7 0 . 9  0 . 8  
Construc tion 5 . 5  4 . 4  8 . 2  3 . 3 3 . 6  5 . 8  4 . 3 
Trade 2 1 .  7 2 1 . 6  1 6 . 7  14 . 5  1 3 . 4  16 . 8  8 . 1  
Transport and 

communication s  7 . 0  8 . 4  9 . 8  2 . 9  3 . 7  7 . 7  4 . 9  
Finance 1 3 . 0  16 . 3  12 . 6  6 . 1 7 . 3  6 . 7  0 . 7 
Pub lic administration 10 . 4  12 . 6 } 18 . 0  8 . 6 } 15 . 1  1 6 . 0  3 . 5  
Others 4 . 8  5 . 3  5 . 8  9 . 3  

Sources : ADB ( 19 8 4 ) ; ES CAP ( 19 8 4 ) . 

Labour force by S olomon Wes tern 
industrial sector Fij i Is lands T onga Vanuatu S amoa 

197 0  

Agriculture 4 7 . 6  7 4 . 0  8 6 . 1  66 . 9  
Indus try 18 . 6  3 . 3  6 . 9  7 . 2  
Services 3 3 . 9  2 2 . 7  6 . 6  2 5 . 5  

1975 

Agriculture 4 3 . 4  4 4 . 7  56 . 0  6 1 . 1  
Indus try 2 0 . 4  15 . 0  7 . 8  7 . 9  
Services 3 5 . 9  4 0 . 3  36 . 2  3 0 . 5  

1980 

Agriculture 3 9 . 4  8 1 . 5  
Industry 2 2 . 4  8 . 4  
Servi ces 38 . 2  9 . 6 

Sources : AID ( 19 85 ) ; Haberkorn ( 19 8 5 ) . 
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As has recent ly been pointed out by Fai rbai rn ( 1 985 : 58 ) , 
rel iance upon foreign aid for development expenditures is fraught 
with danger since 'whi le willing donors are likely to cont inue to 
be avai lable , prospects f or increased aid are not promising and 
indeed , the value of aid in real terms could decline markedly' . 
The figures present ed in Table 2 . 1 0 show the increase in aid over 
the decade but al so reveal its volatility , while the rank 
correlat ions in Table 2 . 1 1  show the as sociat ion of aid wi th higher 
GDP pe r capita and higher government expend iture per capi ta . 
Given the uncer tainty surrounding aid , Fairbairn recommends 
nations of the Pacific to turn increas ingly to domes tic sources 
f or mobi liz ing development funds , al though for the smal ler nat ions 
the ' s cope for achieving maj or increas es from these . sources is 
severely limi ted' ( Fairbairn 1 9 85 : 59 ) .  

Remittances f rom workers overseas are thought to represent a 
possible source of development funds . For Wes te rn Samoa 
remit tance s exceed of f icial unrequi ted trans fers and increased 
s ignificant ly over the 1 9 70s despite speculat ions of decl ining 
emigration due to recess ions in receiving count ries . In Tonga , 
another nat ion with signif icant emigrat ion , total unrequited 
t rans fers were cons tant over the late 1 9 70s , possibly ref lect ing 
the impact of more dif f icult emigration , particularly to New 
Zealand . Remi t tances o f fer l i t t le s co pe as a source of f unds in 
the other three nations . The re is , however ,  some evidence to 
suggest that no matter how great remi t tances are they are not 
saved and are therefore not avai lable for inves tment . Howlet t 
( 1 982 : 78 )  and Connell ( 1 983b : 5 1 )  report that remi ttances are 
primarily spent on imported consumption good s and the church . 
This pattern s eems to be common in developing count ries . The 
World Development Report ( World Bank 1984 : 1 0 1 ) concluded that 
inve stment of remi ttances in equipment and financial as sets has 
been re latively smal l . In Wes tern Samoa it seems there may be an 
inverse relat ionship between remittances and production .  As 
remi ttances increase the motivat ion for agricultural product ion 
decl ines . A decl ine in remi t tances in 1 9 82 · prompted increased 
agricul tural product ion ( F . V .  Sevele cited in Connell 1 983c : 42 ) .  
Connell ( 1 983b : 52 )  al so claims that in some areas of Tonga 
remi ttances have reduced the role of traditional agricul tural 
production , re sul t ing in the substi tut ion of impor ted f oodstuffs . 

3 The impact of population growth on st ructural change 
in the economy and populat ion di st ribution 

Population and st ructural change in the economy 

The usual pat te rn of progress in developing nations is a 
decline in the agricul tural share of GDP and employment and an 
increas e in the importance of indus try and services in the modern 
sector . Rapid populat ion growth in the rural sec tor was thought 
to produce a labour surplus which could be siphoned off into 
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productive employment in the modern sector . This view has been 
chal lenged by those who argue that population growth is a barrier 
to industr ialization ( Kelly and Will iams on 1 9 84 ; Cassen 1 9 7 6 ) . 
Population growth will , in general , not favour inves tment in the 
indust rial se ctor f or ,  al though the size of t he market increases , 
factor prices shif t  to bias inves tment towards the rural sector . 
Population growth increases the supply of labour , reduces its 
wages , and favours employment in the rural sector . Demand for 
food rises at the expense of the demand f or urban manufactured 
goods and further favours inves tment in agricul ture over 
investment in manuf actured good s . 

The data on GDP by indus trial origin and labour force by 
indust rial sector indicate that f or Tonga and Fij i the usual 
pat tern of development has occurred . Agriculture has diminished 
in impor tance in terms of value of output and emp loyment . 
However , in both count ries this development coincides wi th 
s igni f icant decl ines in the rate of growth of population .  For 
We st ern Samoa the employment share in agricul ture fell in the 
early 1 9 7 0s along wi th the rate of growth of population . For 
Vanuatu there was little change in the proport ion of the labour 
force employed in agriculture f rom 1 967  to 1 9 7 9 , a period over 
which the rate of popul ation showed no sign of decl ining . 

On the bas is of the evidence presented in Table 2 . 1 2  it seems 
that those countries with a relatively low and decl ining rate of 
populat ion increas e have al so exhibited the usual pattern of 
development , wi th a decline in the importance of agricul ture and a 
rise in the importance of indus t ry and services . 

Populat ion growth and the age and s patial 
distribution of t he populat ion 

Dependency rat ios . Rapid population growth may result in a 
high propo rtion of t hose who mus t  be supported by the potent ially 
economicall y  act ive population . This appears to be the case for 
all the count ries under s tudy , as shown in Table 2 . 1 3 .  The youth 
dependency ratio ( the ratio of populat ion 0- 1 4  years to the 
populat ion 1 5-59 years ) in each country s ignificantly exceeded the 
dependency ratio for Af rica . 

Several problems with the dependency ratio measure have been 
pointed out . Firs t , children and the elde rly participate in 
market and non-market product ion , especial ly subsistence 
gardening . For example , Howlett  ( 1 982 : 76 )  es timates t he active 
labour market age in Western Samoa to be 10 years of age . This 
factor , it is argued , leads to the dependency rat io over s tating 
the dependency burden . However ,  children and the elderly may be 
forced to part icipate in product ion because the dependency burden 
is so high , thus no bias may be present . If the high dependency 
burden in the islands fo rces chi ldren into the labour f orce at an 
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Table 2 .13 Population dependency ratios in five Pacific is land nations , 
1970 and 1976 

Solomon Western 
Fiji Tonga Islands Vanuatu Samoa 

1970 

Proportion of population 0-14 years 4 3 . 4  46 . 3  44 .6  

Proportion of population 60+ year 2 .4 3 . 1  3 . 5 

Youth dependency 80 .0 9 1 . 5  85 . 9  

Aged dependency 4 .4 6 . 1 6 . 7 

Total dependency 84 .5  9 7 . 6  92 . 7  

19 76 

Proportion of population 0-14 years 41 . 1  44 .5 . 4 7 .8  45 .4  

Proportion of population 6o+ years 4 .0 5 . 1 4 .8 4 .4 

Youth dependency 75 . 2  88 . 1  101 .6  90 . 3  

Aged dependency 7 .4 10.0 10 .4 8 . 8 

Total dependency 82 .6 9 8 .1 112 .0 9 9 .1  

World Africa South Asia 

Youth depen<lency ( 1980) 60 .8 87 .5 

Note : Second group of figures for Vanuatu is actually 1979 . 

Sources : AID ( 1985) ; United Nations ( 1985 ) . 

72 .9 

50 .4  

2 .8 

107 . 7 
6 .0 

113 . 7 

48 . 2  

4 .5 

102 .0 

9 . 6 

111 .6 

Oceania 

4 7 .2 

earl y age - for example Wal sh ( 1 982 : 1 03 )  cites the case of Vanuatu 
where a number of 1 2  to 14 year olds assist in agricul ture - then 
government plans to extend primary and secondary education are 
made more difficul t . The value of children in production must be 
weighed agains t expected returns f rom educat ion . 

The second problem with the dependency ratio is that in 
nations or regions wi th cons iderable outmigrat ion of males and low 
part ici pation rates of femal es , the de pendency ratio is biased 
down . For example , the standard dependency ratio for Tonga shows 
a decline in the youth dependency ratio f rom 1 9 70 to 1 9 7 6 .  
Howeve r ,  when onl y males are used in the denominator f o r  the 
working-age popula t ion the youth de pendency ratio is seen to ri se 
(Walsh 1 982 : 1 05 ) . This reflects significant migrat ion of Tongan 
mal es of working age and impl ies an increased burden of support on 
those that remain ( unless full compensating remi ttances are 
received f rom the migrants ) .  The same si tuation appl ies in 
Wes te rn Samoa ( Bedford 1 982 : 84 ) . 

Dependency rat ios are not uni form across regions . In 
gen�ral , youth and aged dependency ratios are lower in urban than 
in rural areas . The urban and rural dependency ratios in 1 9 7 6  
wer� 64 . 6  and 82 . 1  ( Fij i ) , 55 . 4  and 1 05 . 6  ( Solomon Is lands ) ,  and 
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7 7 . 2  and 109 . 8  (Wes tern Samoa ) ( Bed ford 1 98 2 : 86 ) . Even if we 
allow that the cos t  of  suppor ting a child is lower in a rural 
area , the dif ference be tween the ratios shows great disparities in 
the regional distr ibution of dependency. Besides indicating a 
high current demand on resources for consumption , a high 
dependency ratio signals a high future demand f or educat ional and 
employment opportuni ties . 

Internal migration . The count ries under study dis play 
disparate rural and urban dependency ratios primarily because of 
the age and sex selectivity of internal migrat ion . For each 
nation 20 per cent or more of those enumerated in the last census 
were no t res ident in the region of their bi rth ( see Wal sh 1 982 ) 
and the greater part of migration was rural to urban .  For 
example , in Western Samoa 90 per cent of all net migrat ion gains 
between 1 9 7 1  and 1 97 6  were in u rban areas (Wal sh 1 98 2 : 88 ) , whi le 
in Tonga the des tinat ion of 70 pe r cent of all migrant s was 
Tongat apu ( ibid . : 1 07 ) . 

Adult males tend to dominate migrat ion in mos t  countries . In 
Fij i adul ts accounted f or 7 3 . 6 per cent of migrants but only 58 . 9  
per cent of the population . In Solomon Islands , as in all other 
nat ions except Fij i ,  male migration in the working-age group 
resulted in high mas culini ty rat ios . For example , in the Wes tern 
and Central regions of t he Solomons and in Honiara the mas culinity 
ratios ( i . e .  rat io of males to females ) were 1 1 3 ,  1 1 7 and 148 
respectively.  In Western Samoa internal migrat ion of tho se 1 5-29 
years is male whi le that of those aged 30-44 years is 
predominant ly female . In the aggregate , migrat ion s treams we re 
more mas culine than non-migrant populat ions , al though less so than 
Solomon Islands . In cont ras t , in Fij i all migrant s treams were 
female dominated (Wal sh 1 982 : 26 )  and have become more so since the 
1 9 60s . In 1 96 5  the mas cul ini ty ratio of migrat ion was 94 . 6 . In 
1 9 7 6  the ratio was 85 . 2  for migrant s and 102  for the population . 
Female migration is also increas ing in Vanuatu . Between 1 9 67 and 
1 9 7 9  migration to urban areas increased at a rate of 6 . 42 per cent 
per year for females and 4 . 2 1  per cent for males ( Haberkorn 
1 985 : 1 2 ) . 

I t  is clear that the mot ivat ing fac tor behind these migrat ion 
f lows is the search f or cash emp loyment . In Fij i ,  the Central 
region had an except ionally high in-migration rate ( 50 . 3 ) while 
t he less developed regions , such as the Southern , had high 
out -migration rates ( 38 . 5 ) (Wal sh 1 98 2 : 26 ) . In Solomon Is lands 
the areas that lost populat ion we re tho se with limi ted 
oppor tuni ties for wage employment . In 1 9 7 6  Malaita , with 3 1  per 
cent of the popu lat ion ,  provided 53 . 6 per cent of all out-migrants 
while Honiara accounted for 46 per cent of all in-migrants . In 
addi tion , 68 per cent of male migrants were employed for wages or 
salarie s in 1 9 7 6  compared with only 1 3 . 6  per cent of n�n-migrants . 
For females , the respective proportions were 1 5 . 2  per cent for 
migrants and 3 . 2  per cent for non-migrants ( Wal sh 1 982 : 62 ) .  



44 

Unl ike Fij i ,  j ob seeking appears to be a less important motive in 
female migration than in male migration , probably ref lecting the 
lower incidence of j ob opportunities f or women in the Solomons . 
However ,  while females dominate all migration streams in Fij i ,  
males dominate the s t reams to more developed regions (Walsh 
1 98 2 : 27 ) , implying that economic reas ons are more important in 
male than in female migration in Fij i .  In Vanutau the same 
pat terns emerge . In 1 96 7  47 per cent of migrant s moved to urban 
areas whi le in 1 97 9  53 per cent of migrant s did so . The age 
di s tribution of mig rants indicates that the search f or employment 
was the mo tivating factor ( Haberkorn 1 98 5 : 1 2 ) . However , it is not 
employment per se that seems to be impo rtant , but urban 
employment . In recent years the re has been a decline in 
plantat ion migrat ion f rom Paama and North Pent ecos t despite the 
certainty of finding employment compared to the increas ing 
diff icul ty in finding urban j obs ( Haberkorn 1 985 : 26 ) . 

Because of migration f lows responding to regional development 
diff ferences , youth dependency ratios tend to be higher in the 
less developed regions , further hampering development efforts . 
For ins tance , in Fij i Wal sh ( 1 982 : 24 )  found an almost pe rfect 
inverse ordering be tween youth dependency ratios and level s of 
development . Rat ios in 1 97 6  we re all lower in the more developed 
regions ( 65 to 8 2 ) . In cont ras t , in the les s developed regions , 
al though rat ios had also decl ined , they were s till high ( 82 to 
94 ) .  

Al though the search for cash employment seems to dominate 
migration f rom rural to urban areas there are other factors 
support ing this f low . There are for ins tance marked urban-rural 
disc repancies in the provi sion of education , heal th and services 
which wil l  be discussed in section 4 .  

Out-mi gra tion in search of urban employment s eems to have led 
to rural labour shortages and disintens i ficat ion of agriculture 
( Brookf ield 1 97 2 )  in some areas of the Pac if ic . In t hese areas 
the crop range has been reduced , more labour-intens ive crops 
abandoned , less demand ing new crops adopted and many t rad i t ional 
techniques of cul t ivation dis cont inued ( Jones and Ward 1 98 1 : 8 ) . 
These t rends appear to have affected agricul tural yields in Fij i 
and Wes tern Samoa and should be associated with the adopt ion of 
further labour-saving technology . Such adoption would further 
decrease the demand for labour , causing more out -migration , and 
s t i ll further labour-saving adaptations ( Connel l  et al . 1 9 7 6 ) . 
These developments run counter to the expres sed aim of several 
governments - Vanuatu , Solomon Is lands and Tonga , for ins tance -
to create rural employment opportunities , although they may result 
in higher labour productivi ty in agricul ture . 

External migrat ion . Although emigrat ion is a very important 
populat ion ' s afety valve ' in Tonga and Wes te rn Samoa , and , to a 
lesser extent , Fij i ,  it is very dif f icult to find reliable data on 
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the s i ze of the emigrant s t ream .  Table 2 . 1 4  repor ts  f igures on 
exte rnal migration for Fij i ,  Wes te rn Samoa and Vanuatu . In 
general , net migrat i on is t aken t o  be the d i f fe rence between total 
arrivals and departures . However ,  this measure is a quite  
imperfect measure o f  immigrat ion as  may be s een by  comparing 
the o f f icial figures with those o f  Connell ( 1 983c : 32 )  for Wes t ern 
Samoa citizens . For example , external migration f rom Wes te rn 
Samoa in 1 9 80 may have been a los s of 5229  or a gain of 3 1 5 . The 
lower numbers reported by Connel l  are con s i s t ent with t he reports 
o f  reduced immigra t ion to receiving countries in the late 1 970s  
due to recess ion ( Walsh 1 982 : 1 1 2 ) , but are  not  cons i s tent wi th the 
signi f i cant increas e  in remit t ances recorded in Table 2 . 1 0 .  Based 
on reported net migra tion f igures , signifciant emigrat ion f rom 
Fij i seems to have occurred f rom the mid- 1 9 70s  while external 
mi gration f rom Vanuatu appears to be minor . 

Tab le 2 . 14 E s t ima ted net emigration from three Pac i fi c  is land 
na t ions 

19 7 0  
19 7 5  
19 7 6  
19 7 7  
197 8  
19 7 9  
1980 
198 1 
198 2 
198 3  
1984 

-2 382 
-4182 
-4355 
-2 700 
-4070 
- 3859  
-2831 
- 3499  
- 3404 

b 
Vanuatu 

-388 
-596  

162  
-96 

- 18 30 
450 
346 

- 142 

Wes tern 

( a) 

- 2 6 7 0  
- 108 6 
- 1287  
-3628 
-508 7  
-5229  

- 142 
-964 

-2429  
-48 14 

S ource s : aF ij i ( 1980 , 1985) ; bVanuatu ( 19 84a) ; . c (a)  Wes te rn 
Samoa ( 19 84) , (b)  Connel l  ( 1 9 83c) . 

S amoa 

(b)  

-248 2  
- 1 19 3  
- 2 7 9 6  

1332 
37 1 
3 15 

-2 108 
2 8 3  

c 

Some idea of the signi f icance of the f low of emigrant s can be 
obt ained by compar ing r ates of natural i ncrease with observed 
rates of populat ion growth . In 1 9 7 6  the rates of natural increase 
f or Fij i ,  Tonga and Wes t e rn Samoa were 2 . 5 ,  3 . 3  and 3 . 1 per cent 
res pectively , while the observed rates of populat ion growth were 
1 . 6 ,  0 . 6 and 1 . 0  per cent respectively .  In the absence of 
migration natural increase and population growth would have been 
equal . Ove r  the intercensal perioq 1 96 6- 7 6 , Tonga experienced 
annual populat ion growth o f  1 . 52 per cent . If net exte rnal 
migration had been zero this rate would have been approximately 50 
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per cent higher ( Tonga 1 9 8 1 : 1 04 ) .  Conne ll ( 1 98 3b )  reports  
estimates that one in four Tongans i s  abroad , and there are 
sugges t ions that the rate of emigrat ion is  increas ing . It is  
t he ref ore not surpr i sing t hat Wal sh ( 1 9 82 : 1 1 0- 1 1 )  concluded that 
emigration flows ' have had a more profound effect on the Tongan 
demographic and econom�c s cene t han i nternal migration ' . 

Based on recent es t imates produced by the Uni ted Nat ions 
( 1 9 85 : 3 1 ) ,  ext ernal migrat ion is  expected to remain a significan t  
al though declining factor . Pol yne s ia is  expected to lose 1 5 . 2  
pe rsons per thousand per year f rom 1 980 t o  1 985 . In 1 99 5-2000 the 
los s  is predicted to decline to 1 2 . 3  and in 2020-25 to 8 . 9 .  For 
Fij i the correspond ing p red i c t ions are 6 . 5 , 6 . 5 , and 5 . 5  emigrants 
per thousand of populat ion . Only Lebanon , Afghanis t an and Surinam 
are p redi cted to l ose more people than Polynesia . 

External migrat ion cannot be viewed as a response to 
population pressure per se . Emigrants respond to the s ame set of 
factors as internal migrant s - especially bet te r  cash-earning 
o pportuni ties . As such emig rat ion t ends to be excessively 
mas culine and age-specif ic ; so is  internal migrat ion . The same 
ef fects on de pendency ratios occur and the comments made in the 
sect ion on internal migrat ion also apply to external migrat ion . 
One key d i f f erence exi sts  between inte rnal and exte rnal mig ration . 
The former involves a spat ial reallocat ion of labour , the lat ter a 
net loss of l abour . Whi le emigration may be seen as a safety 
valve for populat i on growth in the short  run , it is not wi thout 
co s t . Exte rnal mig rants  tend to be self-selected . They a re 
generally more highly mot ivated , more educated and skil led than 
non-mi grants ( Conne l l , 1 983b : 46 ) . A s tudy of emigration in Fij i 
in 1 9 7 5  found that of those stat ing an intent ion to migrate 
permanent ly 10  per cent were professional s , 6 per cent technical 
and semi-profes s ional , 1 2  per cent skil led of f i ce and lower 
management workers . Only 7 per cent were unski l led or re t ired 
( G . W .  Jones , ci ted in Wal sh 1 98 2 : 30 ) . Even in Solomon Is lands 
where external mig ra tion is relatively low , concern has been 
expres s ed because migrant s tend to be expe rienced ski lled workers . 
This is particularly true in the cons truction and electrical 
t rades ( Connel l 1 98 3a : 2 5 ) . The emigration of such people may hel p  
explain the shortages of skil led l abour t hat exis t  i n  many South 
Pacific count ries . 

A further los s  is sus tained by the send ing count ry if the 
educat ion and t raining of the emigrant was subsid i z ed . In t he 
pas t , when migrat ion was circular , this loss was offset  by the 
education and ski lls  o btained overseas by returning migrants . 
However ,  evidence i s  mount ing that overseas migration in the 
Pac ific is changing f rom a circular pat tern to one of permanent 
migration ( see Wal sh 1 98 2  and the series of papers by Connell ) . 

Urbani zation . Migration has resul t ed in higher rates o f  
growth of populat i on i n  urban than i n  rural areas ( Table 2 . 1 5 ) . 
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Wi th the excep t ion o f  Tonga and Wes tern Samoa , urban growth rates 
exceed the world ave rage and for Solomon Is land s and Vanuatu 
re s pe c tively approach and exceed the rate f or Af r ica . The 
s ignificant difference between the urban and rural growth rates 
has led to an inc reasing urbani z at i on o f  the Pacific  nat ions ( see 
lower panel of Table 2 . 1 5 ) . Urbani zat i on , that is , the percentage 
of the populat ion c las s if ied as residing in an urban area , has 
been of long-stand ing concern in Tonga ( Conne ll 1 983b : 48 ) . The 
Government of Solomon Islands in i t s  Nat ional Development Plan 
( 1 980-8 4 )  ( quoted in Wal sh 1 982 : 68 )  did ' no t  cons ider 
[urbanization to be ] of g reat signi f icance at the moment ' ;  nor did 
Wal sh ( 1 982 : 90 )  for  Wes te rn Samoa . 

Tab le 2 . 15 Rural-urb an average annual rates of growth in 
p oEulat i on (per cen t) 

Solomon Wes tern 
Fi j i  Tonga I s lands Vanuatu Samoa 

1966-76 

Rural 1 . 5 0 . 9 3 . 3  3 . 0  0 . 6 
Urban 3 . 2 1 . 5  4 . 9  8 . 0  1 . 2 

World Africa S outh Asia Oceania 

1975-80 

Rural 1 .  3 2 . 1 1 .  7 1 .  7 
Urban 2 . 6  5 . 3 4 . 1  1 .  6 

Percent age of  EOEulat ion urb an 

S olomon Wes tern 
Fij i  Tonga I s lands Vanuatu Samoa 

1960 30 . 0  18 . 2  3 . 1 18 . 9  
1965 32 . 6  2 1 .  3 5 . 4  19 . 3  
1970 34 . 8  2 4 . 4 9 . 3  1 3 . 2  2 0 . 3 
1975 36 . 8  2 6 . 0  9 . 0  2 1 . 5  
1980 38 . 7  31 . 8  10 . 0  17 . 8  2 3 . 2  

Wor ld Africa S outh As ia Oceania 

198 0 3 9 . 9  28 . 7  25 . 4  7 1 .  6 
2 000 48 . 2  42 . 2  36 . 8  7 3 . 1 

S ource s :  AID ( 1985) ; World R ank ( 1980b ) : Bedford ( 198 2 )  , Vanuatu 
( 1984a) , Uni ted Nat ion s  ( 19 8 5 ) . 
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The problems as soci at ed with urbani z at i on are well known : 
overc rowd ing ; i nadequate hous ing , water supp l ies and sewe rage ; 
landlessnes s ; urban unemployment ; and the emergence of various 
social problems . Populat i on growth is commonly bel ieved to be the 
cause of high rat e s  of urbani zat ion and a casual inves t i gat ion of 
the d ata f or the Pacific  nat ions would seem to support thi s . For 
example ,  between 1 96 0  and 1 9 70  the population o f  Wes tern Samoa 
grew in excess o f  2 per cent per year and Apia grew in excess o f  3 
per cent per year . From 1 9 7 0  onward s  population growth fell below 
1 per cent and the rate of growth of Apia between 1 9 7 1  and 1 9 7 6  
f e l l  to 1 . 2  p e r  cent p e r  year ( Walsh 1 982 : 88 ) . Similarly in Tonga 
between 1 9 56  and 1 96 6 , Nuku ' alo fa g rew at a rate of 5 . 4  per cent 
per year while the nat ional population grew at a rate in exces s  of 
3 per cent per year . Between 1 9 66 and 1 9 76 Nuku'alofa's growth 
rate dropped to 1 . 7  per cent ( Wal sh 1 982 : 1 1 2 )  as the overall rate 
o f  population growth dropped dramat i cally . 

However ,  recent work by Kelly and Williamson ( 1 984 ) 
challenged the assumpt ion that rapid populat i on growth is to blame 
for growing urbani z at ion . In fact , they argue , rapid population 
g rowth decreases t he rate of urbani z at ion . Higher popul ation 
growth increases the supply of labour , de creases its  price , and 
increases the rel ative use in the se ctor in which it i s  used mos t  
intens i vely , that i s , in agriculture . Higher demand f o r  f ood 
associated with higher populat i on growth reinforces this ef fect . 
Whi le they give some role to the s carci t y  of agricultural land and 
inf lows o f  f oreign cap i tal in increas ing urbani zation ,  the most  
important factors  explaining urbani zation are the terms o f  t rade 
between urban-based manufactures and rural -bas ed p rimary products 
and the more rapid rat e  of technological change in the modern , 
u rban-bas ed manufacturing s ec tor t han in the rural-based primary 
product sectors . The evidence on the cash employment related 
mo tivation of migration in the Pac i f ic ind icates that mi gration 
f l ows would be sen s i t ive to changes in the urban-rural terms of 
t rade . Kelly and Wi ll iamson al so noted that dome s t ic pol i ci es 
o f ten distort  relat ive pri ce s  in favour of urban areas and thus 
ind irect ly f o s ter higher rates o f  u rbani z at ion . 

Another key feature o f  Kelly and Williamson' s  model is the 
role given to urban disameni t ies . Urban land is in relatively 
inelas t ic supply and a rapid inf low of migrant s creates 
d is amenities ( crowd ing , crime and so on ) , raises rents and 
relative urban-rural living cos t s , and inhibits  migration to the 
towns . Thus the model incorporates ' natural limi t s '  to urban 
growth . The re i s  increas ing evidence o f  rural disamenities in 
several South Pac i f i c  nat i ons . Nuku ' alofa is now the mo s t  densely 
populated urban area in the South Pac i f i c  with the except ion of 
South Tarawa in Kiriba t i . This  has result ed in s igni f i cant 
sanitat ion and heal th problems ( Maude 1 9 7 3 : 1 7 6 ) . Walsh ( 1 982 : 68 )  
reported that nearly 4000 people , o r  over 25  per cent o f  Honiara ' s  
1 9 7 6  population , were living in squat ter settlements in 1 980 , 
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urbani zat ion to be a signi f icant p roblem. 
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It  is the re fore pos s ible that the decline in urbani z at ion 
repor ted by Walsh ( 1 98 2 )  f or all of the nat ions under s tudy may 
not be associated wi th s lowing rates of popula tion growth but wit h  
a n  increase i n  urban disamenit ies and rel ative urban-rural prices 
as sociated with the Organi sation of Pet roleum Expor t ing Count ries 
( OPEC ) price shock of 1 9 7 3 .  Connell ( 1 983b : 4a )  has also observed 
that in Tonga ' the combinat ion o f  limited urban services , the 
d i f f i cul ty o f  obtaining urban land and extremely limi ted urban j ob 
opportuni ties may wel l  have contributed to the slowing o f  
rural -urban migration i n  t he 1 9 70s ' .  Emigration has partly 
reduced t radi t ional concern over problems o f  urbaniz at ion . 
However , this optimism may be displ aced , not because o f  the 
unce rtainty over the future of emigrat ion , but because of a move 
in the terms of t rade f avouring urban manufacturing leading to a 
resurgence of rural-urban migrat ion . 

It should be noted that , al t hough populat i on growth may not 
be respons ible for urbanizat ion - that is  a highe r  percentage of 
the population c las s i f ied as urban - it does l ead to a larger 
absolute size o f  urban areas . Haberkorn ( 1 9 8 5 : 23 )  e s t imat ed that 
if pres ent levels of urban growth conti�ue in Vanuatu the 
urbani z at ion rate will increase by about 4 percentage points by 
1 994 , but the populat i ons of Port Vila and Luganvi l le will double . 
Simi larly , in Fij i the percentage of the population recorded as 
urban increased by about 4 percentage points between 1 9 66 and 1 9 76 
yet the populati on o f  the Suva urban area increased by 46 . 8 per 
cent . Whatever the causes of urbani zation and urban problems , 
population growth does increase the absolute s i z e  of the group 
aff l i ct ed by the se problems . 

Urban growth presents poli cy makers with a dilemma . Urban 
growth creates a demand f or resources to improve urban hous ing and 
amenit ies . If the s e  resources are commi t ted , urban amenities 
improve , rents decline , and further in-migration is  s timulated . 
However ,  res ources for  housing and urban ameni ties  mus t  be taken 
f rom o ther us es , pos s ibly inve s tment , thus decreas ing development 
and urban j ob creation . If , however ,  urban problems are not 
at tacked , d isameni t ies may rise to such a level as to have seve re 
social and pol i t ical rami f i cations which may only be partly o f f  set  
by the bene f icial e f fects f rom the inves tment o f  funds in j ob 
creat ion rather than in hous ing and amenities . 

Bedf ord ( 1 982 : 92 )  noted that all towns in t he region have a 
'housing problem' ; i n  mos t  the crit i cal issue i s  how t o  provide 
accommoda tion at a cost which people with very low cash incomes 
can af f ord to rent or purchase . He claimed that the failure to 
provide suf f icient cheap accommodation has cont ributed to the 
emergence of j uvenile delinquency . However ,  the provision o f  such 
accommodat i on may lead to an increase in migration .  I f  t he cause 
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of  j uvenile del inquency is  lack of paid employment rather than 
crowded , unsani tary resident ial cond i t ions ' then funds would 

bet ter be allocated to j ob creation rather than res ident ial 
cons truct ion . 

4 Populat ion growth and human resources 

As previous ly no t ed , Cas s en ( 1 9 7 6 : 80 7 )  remarked that what 
nat ions may need i s  'more people who are heal thy , educated , and 
employed' - not more people . That is , what nat ions require are 
human resources not population .  Thus our concern is whe ther 
population growth , i t s  size  or distribut ion , have interfered with 
the South Pacific nat ions ' abil i ty to trans f orm population into 
human resources o r  heal thy , educat ed and employed citi zens . 

Population an� health 

Based on the mortality data reported in Table 2 . 3 , i t  appears 
that the nat ions of  the South Pacific are heal thy by world 
s t andard s . The crude death rate and infant mortality rates are 
either below or near the world average for 1 97 5-80 and the life 
expectancy at birth is  above the world average . Although all 
nati ons enj oy good heal th relative to the rest of the wor ld those 
nat ions with the highes t rate of population growth - S�lomon 
Islands and Vanuatu - have higher mo r tality r ates than the three 
nat ions with lower rates of population growth , as well as lower 
l ife expectancy at birth.  In add i t i on ,  Solomon Is lands does not 
seem to have shown any marked improvement in mor t ality over the 
last several decades al though Wes t e rn Samoa , wi th a lower r ate of 
population growth , seems to have made only modest  gains in 
mort ality decl ine over the same pe riod . 

Similar results  are found ' in a large sample of South Paci fic  
nat ions . Table 2 . 1 6  reports rank correlations between populat ion , 
mortal i t y , and various economic indices for seventeen South 
Paci f ic nations in the late 1 97 0s .  While none of the population 
measures were as s ociated with s t at i s t i cally signi f i cant 
d if ferences in crude death rates , countries which experienced high 
populat ion growth rates exper ienced s t a t i s t ically signi f icant 

4 higher infant mor tality rates and lower life expec t ancy at birth . 
Count r ies with larger populations tended to have lower life 
expec tancy at birth and higher inf ant mortality rates , although 
these as soc iat ions were s ignif i cant only at about the O . l 

4Thi s could also ref lect causal ity  running from inf ant mortality 
to fertility and population growth because of t he replacement and 
insurance effects : see Ahlburg ( forthcoming ) . 
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level . More densely sett led areas tended to have lower death 
ra tes and higher l i fe expectancy , al though again t hese e f fects 
were only significant at about the 0 . 1  level . This may ref lect  
s light advantages in delivering heal th s e rv i ces in more dens ely 
sett led areas . The negat ive correlation between populat ion per 
doctor and populat ion den s i ty ( Table 2 . 1 8 )  is consis tent wi th this 
argument and may ref lect  the fact that it is  eas ier to obtain 
medical pers onnel f or urban than f or rural locations . 

Tab le 2 . 16 Rank- order corre lation coe ffic ients  be tween population , 
mor talitv and economic deve lopment ,  seventeen South 
P aci fic nat i ons 

Population gr owth 

Population size 

P opulat ion density 

Rate of natural 
increase 

Dependency rat io 

GNP pe r capi ta 

Gove rnment 
expenditure per 
capita 

Officia l  deve lop 
ment ass is tance 
p er cap ita 

Crude 
death rate 

0 . 2 7 1  
( 0 . 146 ) 

0 . 202 
( 0 .  2 18 )  

-0 . 305 
( 0 . 117 ) 

- 0 . 031  
( 0 . 454)  

-0 . 057  
( 0 . 414)  

-0 . 607 
( 0 . 005 ) 

-0 . 7 05 
( 0 . 001) 

-0 . 6 30 
( O .  003) 

Li fe expec tancy 
at birth 

- 0 .  583 
( 0 . 009 ) 

- 0 . 307 
( 0 . 12 4 )  

0 . 2 9 6  
( 0 . 133) 

-b . 2 1 1 
( 0 . 2 16 )  

0 . 038 
( 0 . 445 ) 

0 . 644 
( 0 . 004 ) 

0 . 7 35 
( 0 . 001) 

0 . 5 12 
( 0 . 02 1) 

In fan t  mortality 
rate 

0 . 5 7 1  
( 0 . 008 ) 

0 . 314 
( 0 . 1 10)  

-0 . 372  
( 0 . 071)  

0 . 181 
( 0 . 244)  

- 0 . 025 
( 0 . 462)  

-0 . 453  
( 0 . 034) 

-0 . 580 
( O .  007) 

-0 . 6 7 0  
( 0 . 002 ) 

Note : Figures in p arenthese s are probability values . 

Source : SPC ( 1 9 82 ) . 
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The crude dea th rate and infant mortal i ty rate are 
signi f i cant ly lower in t hose nat i ons with a higher GNP per capita , 
government expendi tu re per capi t a , and o f f i cial develo pment aid 
per capi t a .  Simi la rly , l ife expec t ancy at bi r th is higher in 
nat ions wit h  higher values of the s e  variables .  

The patt e rns o f  mor t al i ty s hown in Tab le 2 . 3  t end to ref le ct 
the pat tern of populat ion per doctor shown in Table 2 . 1 7 .  Fij i ,  
with the lowes t  mor tal ity and highest  l i fe expectancy , has the 
lowes t rati o  of populat ion per doctor , whi le Vanuatu and Solomon 
Is lands have t he highest  mortality and the highest  rat io o f  
population per doc to r . Whi le Cas sen ( 1 9 7 6 : 8 1 2 )  has cri t i c i z ed the 
use of populat i on to doct or rat ios as an indicator of heal th 
services since it ' places a f al se emphas i s  on the relat ive value 
of doc tors and hos pi t als f or heal th s ervices , let alone heal th' , 

Tab le 2 . 1 7 Health indi cators in f ive Pac i fic i s land nat ions , 
1965-8 0 

S o lomon Wes tern 
Fij i I s lands Tonga Vanuatu S amoa 

PoEulat ion Eer doc t or 

1965 2 3 6 7  5 2 9 6  3125 3524  2886  
1970  2 12 2  465 7 3909 3 360 2840 
1975 22 15 7600 285 3 .5 3 18 2 6 00 

Dai ly Ero t e in SUEE lY as a Eercent age 
of WHO minimll:m dai ly reguirement 

1970  12 7 . 2  102 . 5  122 . 1  14 5 . 1 1 3 3 . 3 
197 5 1 39 . 8  105 . 3 15 4 . 9  187 . 2  12 4 . 8  
198 0 175 . 7 103 . 8  164 . 9  16 3 . 7  12 3 . 3 

Daily calorie SUEPly as a Eercentage 
of WHO minimum daily reguirement 

1970  90 . 6  7 9 . 6  1 1 3 . 3 84 . 4  88 . 7  
197 5  94 . 9  7 9 . 0  12 0 . 9 87 . 7  82 . 4  
1980 109 . 1  8 1 . 1  12 0 . 0 9 4 . 1  85 . 9  

S ource : AID ( 19 8 5 ) . 
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Tab le 2 . 18 Rank-o rder correlat ions b etween popula tion and health 
indicat ors , f if teen S outh Paci f i c  nat ions 

Popula t i on l:' opulat i on per 
per doct o r  hosp ital  b ed 

Populati on grow th 0 . 6 7 3  -0 . 075 
( O .  003) ( 0 . 404) 

P opulat ion s ize 0 . 5 2 9  0 . 603  
( 0 . 02 1) ( 0 . 015 ) 

Vopulat ion dens ity -0 . 346 0 . 049  
( 0 . 103) ( 0 . 4 36)  

Rate o f  natural increase 0 . 588 0 . 136 
( 0 . 011)  ( 0 . 331)  

Government expendi ture -0 . 7 35 -0 . 366 
p er cap ita ( 0 . 001) ( 0 . 109 ) 

Of fic ial deve lopment ...:o .  7 04 -0 . 603 
assistance per cap i t a  ( 0 . 00 2 )  ( 0 . 015 ) 

Crude death rate 0 . 652 0 . 078 
( 0 . 004) ( 0 . 400) 

Li fe expectancy at birth -0 . 842 -0 . 140 
( 0 . 001) ( 0 . 325 ) 

Infant mortali ty rate 0 . 7 8 3  0 . 117  
( 0 . 00 1)  ( 0 . 352)  

Note : Figures in parentheses  are p robab i lity value s . 

Source : SPC ( 1 9 82 ) . 

the positive pat t e rn between the mortality rates and the 
populat ion to doctor rat io is s t riking . This posi tive 
relationship between mortality and population is also evident in 
the l arger sample of South Paci fic nat ions . In Table 2 . 1 8 those 
nat ions with a higher ratio of  popu lation per doctor also have 
higher crude death and i nf ant mor tal i ty rates and lower life 
expectancy at birth . 
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The pat t e rn of mor tality rates does not , however ,  correspond 
wi th the pat tern of populat ion per hospital bed , another o f t en 
used measure of the del ivery o f  health services . It is not clear 
whe ther this ref lects  the poor qual i ty of the data on ho spital 
beds , which f luctuate wi th the clos ing of hospitals for renovat ion 
and may or may not include f olding beds depending upon the count ry 
or time period , or the lack of any impact of hospi tal beds  on 
heal th.  This l ack of association between population per doct or 
and population per hospital bed is also ref lected in data f rom 
f i f t een member nati ons of the South Paci f i c  Commi ssion .  I n  the 
late 1 9 70s the simple correlat ion between these indicators of 
heal th delive ry was O s 08 .  If the data are reliab le these f indings 
indicate the impor t ance of the supply of quali fied medical 
per s onnel over the supply of ho spital accommodation . 

Rank cor relat ion coe f f icien t s  be tween several populat ion , 
economic , and mort ali ty ind i ces and population per doctor and per 
hospital bed for f i f t een South Paci f i c  nat ions in the late 1 9 7 0s 
are shown in Table 2 . 1 8 .  Larger countr ies have a higher ratio of 
populat ion per doctor and per hospital bed than smaller count ries 
whi le those countri es wi th the mo st  rapidly growing population 
have a higher level of population per doctor . Financing is , of 
cour se , important in the provis ion of heal th s e rvices . In 1 980 
Wes te rn Samoa allocated 15 per cent of government expend i ture to 
heal th , whi le Vanuatu alloca ted oly 1 0  per cent of government 
expenditures ( We s te rn Samoa 1 984 ; Vanuatu 1 984b ) . Popula t ion per 
doctor and mor t al i ty rates tended to be lower in Wes te rn Samoa 
than in Vanuatu ( based on Uni ted Nations 1 985  e s t imates for 
Vanuatu ) .  For the f i f t een nat ions of the South Pacif i c  Commi s s ion 
for which we have data the same pat tern is evident . Those nat ions 
with higher levels of GNP , government expend i ture , and aid per 
capita tend to have signi f i cant ly lower levels  of population per 
doctor and per bed and lower mor tality and higher l i fe expectancy 
at birth . 

The popula tion effects  on the provision of medical services 
and mor tal i ty and the eff ects o perating through GNP , government 
expendi ture and aid appear to be separate . Al though the 
populat ion measures and the economic measures both have 
signif i cant impa c t s  they are not themselves signi fi cant ly related 
( as s hown in Table 2 . 6 ) . It seems that populat ion growth 
increas es the demand for doctors more than GNP , gove rnment 
expend i tu re , and aid can increase the supply , resul ting in higher 
mort alit y ,  part icularly inf ant mortal ity , and lower life 
expectancy at bi rth . 

There are signi f i cant urban-rural di s pari ties in the 
p rov i s i on of heal th s ervi ces in South Paci fic nat ions . In Tonga 
over the period 1 96 6-7 6 the number of hospital bed s  increased 36 
per cent in urban areas and only 17  per cent in rural areas . The 
respe c t ive figures for doctors were 62 per cent and -2 2  per cent 
( owing to a loss of two doctors ) .  On a per capita bas is the rural 
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dis advantage was no t as great ( Walsh 1 98 2 : 1 1 8 ) . I n  Fij i i n  1 9 7 8  
about 3 8  per cent o f  the population was urban , wher eas urban areas 
accounted for 65 pe r cent of hospitals and 8 5  per cent of hos tpial 
bed s  ( ibid . : 39 ) .  The same pa t tern was found in Vanuatu . In 1 98 1 , 
al though only about 20 pe r cent of the populat ion lived in urban 
areas , 82 per cent of doctors , 56 per cent of nurses , and 30 per 
cent of nurs ing aides were located in urban areas ( Vanuatu 1 9 8 1 ) .  

Mor tality levels in Tonga and Wes tern Samoa have been l inked 
to poor nut ri tion ( Connel l  1 98 3b and c ;  Kane and Lucas 1 98 5 ) . As 
s hown in Table 2 . 1 7, in Wes t e rn Samoa the daily calorie supply as a 
percent age of the WHO requirement is very low , indeed 
s ignif i cantly less than the 97 per cent figure re corded f or all 
low-income nations in 1 98 1  ( World Bank 1 984 : 264 ) and has fallen 
s lightly s ince 1 9 7 0 .  However ,  in Tonga the minimum calorie intake 
is exceeded and has increased over time . Fij i has also shown 
significant gains in daily calorie supply.  Whi le Solomon Islands 
and Vanuatu recorded gains over the 1 9 7 0s they s t il l  remain below 
the WHO minimum requi rement , wi th the Solomons cons ide rably below 
the requirement . All count ries exceed the dail y  protein int ake , 
although Solomon Is lands is again f ar below that of t he f our other 
nat ions under s tudy . Temporal variat ions in protein supply are 
the s ame as t hose in calorie supply.  Variations in pro tein and 
calorie supply cor respond to those in the index of food product ion 
( Table 2 . 8 ) f or Fij i and Tonga but not Vanuatu and So lomon 
Is land s . The lack of closer cor res pondence be tween the nutri tion 
ind ices and f ood product i on could ref lect the subs t i tut ion away 
f rom indigenous food sources to les s nut r i tious imported 
sub s t i tutes . In 1 9 7 7  imports of food , d rink and tobacco accounted 
for around 20 per cent of import s  in Fij i ,  Vanuatu and Solomon 
Is lands and 33 per cent in Tonga and Wes te rn Samoa ( Connell 
1 98 2 : 5 ) .  Thi s  sub s t i tution places ext ra stress on cash sources of  
income f or f amilies and on the na tion' s  balance of payments . 
Evidence from sever al s tudies in the region sugges t s  tha t  
malnutri tion i s  ( or is becoming ) a n  impor tant fact or i n  infant and 
child mortality and low learning capaci t y  of chi ldren ( Ward and 
Hau'ofa 1 980 : 42 -6 ) .  High fertili ty and high levels of  youth 
dependency coupled wit h  insuf ficient creat i on of  cash-earning 
employment o ppo r tunit ies exace rbate t his problem . 

Wate r  and sanitation 

Access  to safe water and adequate excreta disposal are 
important inputs to the heal th of t he populat ion and , in 
particular , as signi f i cant ly related to infant mortality ( Da Vanzo 
1 985 ) . The rapidly g rowing nat ions o f  Vanuatu and Solomon Islands 
have relatively low leve l s  of acces s  to these . ( Al though 56 per 
cent of Vanuatu s populat ion have access to running wa ter no data 
are avai lable on i t s  reliability o r  adequacy . ) Western Samoa also 
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has a low level of access to s afe water but reportedly total 
acces s  to adequate sani tation . These data are reported in Table 
2 . 1 9 .  

Tab le 2 . 19 Acces s t o  safe water and excreta d isoosa l ,  five 
P ac i fic is land nat i ons (per cent )  

Fij i 

P opulation with acc e s s  
t o  safe water 

Urban 83 
Rural 6 2  
Total 6 9  

P opulat ion wi th acces s 

So lomon 
I s lands 

95 
34 
31 

t o  adeguate excret a  d isposal 

Urban 100 94 
Rural 9 3 20 
Tota l 9 6  2 6  

Source s :  AI D ( 19 8 5 ) ; Vanuatu 

Tonga 

7 4  
5 8  
6 1  

9 7  
8 3  
9 2  

( 19 8 1 ) . 

Vanuatu 

64  
35  
56  

2 5  

Wes tern 
S amoa 

100 
2 3  
4 3  

100 
99  
9 9  

The nations under s tudy di splay mar ked urban-rural 
d i spari t ies  in ac cess to s afe water and sani tation .  Al though 
urban areas are mor e  adequately serviced , the re are signs that the 
coverage may decl ine with the rapid rates of urban growth shown in 
Table 2 . 1 5 .  In Vanuatu' s  Fir s t  Nat ional Development Plan ( Vanuatu 
1 9 8 1 : 289 ) , doubts  were expres s ed about the suf f iciency of wat er 
suppl ies if Port Vila expanded any further . Since there are no 
maj or p lans for upgrad ing water and sanitary f acilities in 
Vanuatu , rapid popu la tion growth wi ll furthe r  decrease the acces s  
to s afe wat er and s anitation .  

The urban-rural differences in thi s ref lect , in par t , 
marked regional d i s parit ies in t he d i s t r ibution of government 
expend i tures . The regional dist ribution of government 
expend i tures f or Tonga in 1 97 9  are s hown in Table 2 . 20 .  It is 
clear that Tongatapu and ' Eua receive a share of government 
expend i ture t hat is d i sproportionat ely larger than their s hare of 
populat ion or the i r  contribution to GDP . These inequi ties lead to 
d i ff e rences in urban-rural s t andards of living which have been 
shown to cont ribute to rural-urban migrat ion and problems 
as sociated with u rb ani z at ion . 



Table 2 .  20 Regional distribut ion o f  government expenditure in Tonga, 1979 

Percentage 
of 

Region population 

Tongatapu and 
' Eua 68.  7 

Vava ' u  16 . 7 
Ha ' apai 1 2 . 0  
Nivas 2 . 6  

Source : Tonga ( 1981 : 95-6) . 

Percentage 
GDP 

76 
14 

Health and populat i on 

Percentage 
primary 
production 

80 . 6  
1 1 . 0  
5 . 9  
2 . 5  

ExEenditure on 
Power Transport , Cormnun i t  y ,  social 

and water cormnunication and personal services 

94 . 4  9 3 . 0  84 . 9  
5 . 0  5 . 4  1 4  . o  
0 . 6  1 . 5  8 . 0  

0 . 1  2 . 1  
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Some researche r s  have pointed o u t  a pos s ible pol icy dilemma 
associat ed wi th health expend i ture . Heal th expend i tures decrease 
mortality , morbidity and debility . Mor tality reduce s the size of 
the populat ion and labour f orce , morbidity reduces the number of 
hours of labour �upplied , and debility af f e c t s  the quality of the 
hours of labour supp lied . Morbidity and debi l i ty also have an 
inf luence on savings since a decrease in morbidity and debili ty 
result in a lower demand f or medical care and thus higher personal 
disposable income and savings . To the extent that health 
expend i tures decrease mor t al i t y , morbidi ty and debil ity ( see 
Barlow and Davies 1 9 74 for evidence ) they wil l  lead to high 
economic growth by increasing the size and quality of l abour 
inputs .  

Heal th expendi tures may , however ,  al so lead to increased 
populat ion growth as child mor tality declines and f er til ity rises 
through a reduction in mis carriages , and thus o f f s e t  to some 
extent the gains made in per capita income . This e f f ect does not 
pers i s t  in the long run because decl ines· in infant mortality and 
the general level of mo rtality are associated , in turn , wi th a 
decline in fertility as replacement and risk fac tors become less 
impor tant . Thus the ques tion of whether heal th expend i tures l ead 
to hi gher or lower income pe r capita depend s upon which effect 
dominat es . 

To hel p  res olve thi s ques t ion Moreland ( 1 98 2 )  s imul ated a 
succe s s ful community heal th campai gn ( a  1 per cent growth rate per 
year in life expectancy ) f or a representat ive developing nat ion . 
He f ound that although l if e  expe ctancy was 2 1 per cent higher ( 70 
as oppos ed to 58 years without the heal th campaign )  the re was 
relat ively l i t t le economic or demographic impact . The rate of 
population growth a f ter 30 years o f  the pol icy was 2 . 46 per annum 
versus 2 . 23 without it and income per capita was 0 . 5  per cent 
higher . He concluded f rom these s imulat ion resul ts that there may 
be no policy dilemma with improving health and sani tation 
f acili ties . Short -run increases in population growth are 
counte rbalanced by improvement in labour quality and a longer-run 
decl ine in fertili t y .  
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Populat ion growth and educa tion 

In many model s  of  development , such as those of More land 
( 1 9 8 2 )  and Anker and Knowles ( 1 98 3 ) , t he main e ffects of education 
are on fert ility and mortali ty and , ind irectly through them , on 
output . Education is inversely related to the number of children 
des ired ( Cochrane 1 9 7 9 )  and pos i t ively as s ociated with greater 
acce s s  to and use of contraception and o ther components of  
population cont rol ( Bulat ao 1 984 ; Behrman and Wol f e  1 984 ) . In 
add i t i on ,  Wheeler ( 1 9 84 ) has shown that family planning programs 
are more ef fective the higher the l evel of educat ion , part icularly 
female education .  Education has a larger negative e f fect on 
fertility the higher the prevalence of fami l y  planning programs . 
Thus educa tion may increase income per cap i ta by decre asing 
fertility and thus the rat e  of po pulation growth . Thi s  effect may 
be off  set somewhat by the f act that education is also associated 
with lower levels  of  infant mortality ( Da Vanzo 1 98 5 ) .  

Evidence exi s t s  that this ef fect may also be present in South 
Pacif ic nations . The 1 9 7 4  World Fertility Survey of Fij i revealed 
an inverse relationship between education and the number of 
chi ldren des i red . Fij ians wi th no school ing de si red 3 . 6 children 
whi le those with se cond ary or higher des i red 3 . 3  chi ldren . For 
Indo-Fij ians the respective figures were 4 . 9  and 2 . 1 chi ldren 
( Hoefnagel 1 9 7 8 : 2 1 ) .  Simi lar!�, f or Tonga , a survey carried out 
in Nuku ' alofa showed that women 1 5  years and older wi th no 
education ,  primary education , some secondary educat ion , s econdary 
education , pos t -secondary d iploma , and university educa t ion had 
4 . 5 ,  5 . 3 ,  4 . 0 ,  3 . 3 ,  2 . 6 , and 2 . 1 l ive births respectively ( Walsh 
1 98 2 : 1 1 3 ) . 

Fij i ,  Tonga and Wes tern Samoa had a higher percentage of 
children enrolled in s chool , par ticularly in secondary s chool , 
than did Solomon Is lands and Vanua tu . The low level of education 
in Vanuatu may be infe rred f rom the fact that only 1 3 . 5  per cent 
of the labour force had any formal educat ional qual ificat ion ( 9 . 1 
per cent had primary s chool ing , 1 . 8  secondary , 0 . 4  per cent higher 
educat i on and 2 . 2 per cent vocat ional or technical school ing : 
Vanuatu 1 98 1 : 1 03 ) . Fij i ,  with the highe st  level of s chool 
enrolment , had a high level of  contracept ive acceptors : 32 per 
cent of Indo-Fij ians and 1 1  per cent of Fij ians ( T .  Bavad ra , cited 
in Kane and Lucas 1 985 ) . This represents a s ignificantly lower 
level than that found in the 1 9 7 4  World Fertility  Survey ( 56 per 
cent ) .  In Wes t e rn Samoa the acce ptor rate was between 1 1  and 1 5  
per cent and growing s lowl y , while i n  Tonga the rate s tood a t  30 
per cent of eligible women us ing contraceptives . In Solomon 
Is land s and Vanuat u  the cont racept ive use rate is lower , in the 
o rder of 7 to 23 per cent ( Kane and Lucas 1 9 85 ) . 

Thus for the nations under s tudy education appears to be 
invers ely re lated to des ired fertil i ty , po s i tively a s so ciated with 
cont racept ive use , and negati vely ass ociated with fert i l i ty and 
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populat ion growth .  Thus the expans ion of education should be 
ass ociated with decl ines in populat ion growth . This appears to be 
t rue f or both Fij i and Tonga where the growth of education f rom 
1 96 6  to the early 1 980s was associated wit h  a declining rate of 
population growth . 

Educat ion can , however , have a very signif i cant impact upon 
GDP per cap i ta by increasing ind ividual productivity rather than 
by simply decreasing populat ion growth .  The product ivity of 
educated labour is greater than that of uneducated labour and that 
of uneducated labour decl ines as development proceeds ( Wheeler 
1 984 ) . In add i t ion , educat ion f o s ters the further t raining of 
individuals and this development o f  human resources , or human 
cap ital accumulat ion in the f orm of skill f ormat ion has been s hown 
by Kelly and Wil l iamson ( 1 9 8 4 )  to have a signi f icant posit ive 
impact on economic development . 

The development of skilled labour is important for growth in 
t he manufacturing s ec tor and the modern service s ector 
( electrici ty , gas , water , transport ,  communi cat ions , defence , 
educat ion , urban hous ing , and o ther government services ) ,  which is 
cons idered by Kelly and Williamson among others to be a leading 
growth sector . Popula tion and the government contribute to the 
stock o f  ski ll ed labour by inf luencing the ' s tock of pot ential 
trainable s ' , but ski lled labour wi ll not be produced by firms 
unles s the rate of return to the f i rm exceeds that of o the r uses 
of its  funds . Ski lled labour is complementary to cap i t al and 
rapid capi t al accumula t ion rai ses the demand for ski l led labour 
relative to that of unski lled labour (whi ch tends to generate 
earnings inequality ) . Wheeler ( 1 98 4 )  al so found that low levels  
of s chool enrolment were associated wi th low levels of managerial 
perf ormance which reduce the contr ibution of cap i t al to economic 
growth . 

Educat ion , the ref ore , can have a pos i t ive effect on economic 
growth , but individuals and f irms mus t  be as sured of a good rate 
of return to inves tment in educa t ion and t raining to be willing to 
undertake such investments . 

Mas on and Sui t s  ( 1 984 ) model led the s e  impacts  of educat ion on 
development f or a represent ative developing nat ion and f ound that 
the long-run role of education in reducing fertility and checking 
popul at ion growth was at l eas t as import ant as , if not more so 
than , its  direct con t ribution to productivity .  They also 
emphasized that j us t  looking at educat ion's role in improving the 
quality of labour underest imates the contribution of educat ion to 
economic development . In the s hort run educat ion wi thdraws young 
workers f rom the labour force and decreas es GNP per capi t a .  It 
also de creases f er t i l i ty and population growth and improves the 
product ivi ty of labour , all of which increase GNP per capit a . 
These inc reases in GNP t hen f eed back into the economy , increasing 
savings and investment . It is these ind irect effects  of educat ion 
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that a re o f ten over looked . In their simulat ion Mas on and Sui ts  
( 1 984 : 2 1 )  compared an economy in which no improvement in education 
occurs wi th one in which p rimary enrolment rates rose f rom 7 9  per 
cent to 99 pe r cen t , secondary enrolment s  f rom 25  per cent to 99 
per cent , and tertiary enrolments f rom 2 per cent to 8 per cent . 
When no improvemen t in educat i on occurred GNP per capita increased 
by 2 . 8  pe r  cent pe r  year . When enrolment increased , GNP per 
capi t a  grew at 3 . 8  per cent per year ; thus educat i on cont ributed 
about 2 5  per cent o f  annual .growth in GNP per capi ta . Accumulated 
over 1 00 years of the s imulat ion , the cont ribution of educat ion 
made GNP per c api ta three times as high at the end o f  the period 
as in the case of no add it ional educational attainment . The 
inte rnal real rate of return t o  inve s tment in educat i on was 
est imated to be about 9 per cent . 

Given the pot ential pos i t ive cont ribut ion education can make 
to e conomic development , is there any evidence that po pulation 
growth in the South Paci f i c  has impeded inves tment in education 
and t raining ?  From Table 2 . 2 1 it is clear that those nations wi th 
the lowes t rate of populat ion growth also have the highes t level 
o f  scho ol enrolment and l i t e racy . For all low income count ries 
primary and secondary enrolment rates in 1 98 1  were 94 and 34 per 
cent re s pe ct ively ( Wo rld Bank 1 984 : 2 6 6 )  while rates of populat ion 
growth ( 1 9 7 0-82 ) were 1 . 9  per cent per annum . Wes tern Samoa and 
Fij i mat c hed the l evel of primary enrolment and cons ide rably 
exceeded the level of secondary enro lment , while popula tion growth 
rates were respe ct ively lower than and e qual to the level f or all 
low income count ries . Solomon Is land s , with population growth 
about 70 per cent higher than that f or all low income count ries , 
had a primary enrolment rate that was 2 2  per cent lower and a 
secondary enrolment r ate that was 7 6 per cent lower than that for 
all low income countries . 

Table 2 .  21 School enrolment r a t e s  in four Pac i f i c  i s land nat ions , 1966-81 (per cen t )  

F iji a Solomon I s lands
b Tonga 

b 
Western Samoa 

c 

1966 
1971  
1976 
1979 
1981 

Primary 

83  
96 
96 

S e c ondary Primary 

38 
60 73  
68  

Secondary Pr imary Secondary Primary 

66 
8 3  

8 77  39  88 
89 

Sourc e s : 
a

F i j i ( 1980) ; b
ADB ( 1980) ; c

We s t ern Samoa (1984 ) . T h e  p r imary enrolment rate is a 
s imple average of numbers given for those 5-9 and 10-14 years of age . 

Secondary 

76 
44 
54 
65 
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F o r  nine South Paci f i c  nat ions for which educat ion d a t a  are 
avai lable the re appears to be a pos itive association between those 
with a higher percentage of the population wi th no educat ion and 
populat ion s ize and growth . Population size and growth also s eem 
to be ass ociat ed with a lower percentage of the populat ion having 
secondary school ing . Li t tle eff ect is f ound f or primary 
s chool ing , probabl y because of the inverse as sociat ion between 
percentage wi th secondary as highest qualifi cat ion and percentage 
with primary as highe s t  quali f icat ion ( Table 2 . 22 ) .  

Tab le 2 . 2 2 Rank-order correlat ion coe fficients b etween populat ion 
and education 

No education Primary 

Populat ion growth 0 . 442 0 . 187  
( 0 . 117)  ( 0 . 315 )  

Populat ion s ize 0 . 5 7 0  0 . 150 
( 0 . 05 4) ( 0 . 350) 

Rate of natural 0 . 457  -0 . 2 5 1  
increase ( 0 . 108 ) ( 0 . 2 5 7 )  

Dependency ratio -0 . 167 - 0 . 689 
( 0 . 333) ( 0 . 020) 

Note : Figures in parentheses are p robability values . 

Source : SPC ( 1982) . 

Secondary 

-0 . 5 76  
( 0 . 05 2 )  

-0 . 383 
( 0 . 154) 

-0 . 176 
( 0 . 326)  

0 . 437 
( 0 . 120) 

Al t hough mos t  o f  the developing world expanded educat ion f rom 
1 960 onward s ( f rom 2 . 3  per cent of GNP in 1 960 to 3 . 9  per cent in 
1 97 4 ,  and f rom 1 1 . 7  per cent to 1 5 . 1 per cent of government 
budget s ) ,  relative spend ing on education fe l l  af ter 1 97 5 .  The 
qual ity of schools  and teachers decl ined , with poor s tudents 
suf fering mos t  from diminis hing qual ity . Evidence is scanty on 
the qual ity of educat ion in the South Pacif ic . Pupil / teacher 
ratios in bo th primary and secondary s chool have been relatively 
cons tant since 1 9 60 in Fij i ( AID 1 9 8 5 ) . Expendi ture on education 
as a percentage of gove rnment expend iture remained cons t ant at 
s light ly over 30 per cent between the mid- 1 9 70s and 1 980 in 
Vanuatu ( Vanuatu 1 98 1 ) , but fell f rom 12 per cent in 1 97 5  to 9 . 8  
per cent in 1 982 in Wes t e rn Samoa ( ADB 1 9 84 ) . However , figures 
f rom the Government of Wes te rn Samoa ( 1 984 ) place the allocation 
to educat ion at 1 6 . 9 per cent in 1 980 and 23 . 0  per cent in 1 984 . 

Although Tonga has lower enrolment rates than Fij i and 
We s tern Samoa , some improvement is evident . In 1 9 7 7  there was one 
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j unio r high s chool s tudent to every 4 . 9  primary s tudents .  By 1 98 2  
this ratio had imp roved to 1 : 39 .  The corresponding ratios f o r  
senior secondary t o  primary were 1 : 55 . 9  and 1 : 2 6 . 8  ( Tonga 1 98 1 ) .  
Severe problems never the less remain . In t he Third Development 
Plan $ 4 . 1  mil lion was targeted for gross  capital format ion in 
education but only $ 1  million was s pent . Particular problems were 
found in ge t ting qualified secondary school teachers . These 
problems also affect the regional d i s t r ibution o f  education .  In 
1 9 7 6  3 1  per cent of urban chi ldren were enrolled in secondary 
s chool while the f igure for rural children was 24 per cent . Tonga 
saw the low educat ional level of the employed populat ion as a 
serious bott leneck in development ( Tonga 1 9 8 1 : 1 1 1 ) .  

Whil e  the bene f i t s  o f  education have been s tressed there are 
also some problems associ ated wi th its expansion .  As Bed f o rd 
( 1 98 2 : 9 1 )  has noted , education can produce a conf lict  be tween 
individual goals and nat ional need s . Parents and s tudent s want 
s chool ing that will provide a qualif icat ion for salaried 
emp loyment in the t own while planne rs and pol i t icians see urgency 
in preparing the young for rural employment . For example , 
Haberkorn ( 1 98 1 )  found that only 1 6 per cent o f  boys and 1 7  per 
cent of gi rls  in f inal year secondary s choo l  in Tongat apu wished 
to stay and work in a village . In Ha' apai the co rresponding 
f igures we re 1 3  and 30 per cent . A real potential for conf lict 
exi s ts be cause the recent development plans of Fij i ,  Vanuatu and 
Solomon Is land s mention tailoring of curricula to the manpower 
needs of the nat ion and a focus on generat ing rural employment . 

Anothe r  problem is as sociated with migration . The re is a 
cl ear a s so ciat ion between the level of complet ed educat ion and the 
pro pens i t y  to migrate ( Todaro 1 9 7 6 : 3 7 0 ) . Thus , as the count ries 
of the region expand educat ion , t hey will probably also expe rience 
higher level s of rural-urban and external migration . Such a 
consequence is in c onf l ict with s ta ted development goal s . 

On the bas i s  o f  the evidence it appears that those nat ions 
with lower rates of population growth al so have higher rates of 
s chool enrolment , and that thi s  inverse re lationship al so hold s up 
over time f or Fij i and Wes t e rn Samoa . However , we do not know 
whe ther slowing populat ion growth allowed the expans ion of 
education or expanding educat ion l ed to a de crease in f e r ti lity 
and population growth . It is likely that both took place . 

The populat ion pres sure on the demand for education should 
ease for Fij i ,  Tonga and Wes te rn Samoa as the proport ion of the 
population aged 6- 1 7  years continues to decline .  Howeve r , for 
Vanuatu and Solomon Is lands the reverse is true and educat ional 
needs wi ll place a s ignifi cant demand upon l imi t ed budget 
resource s . Recent calculations by the World Bank indicate that 
these demands can be s igni f icantly reduced by a lowering o f  
f er t i l i t y  rates . The potential for cut ting educat ional cos t s  
through lower fer ti l i ty is largest f o r  those coun tries wi th the 
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highe s t  fertility rates . For example , Worl d  Bank es t imated t ha t  
Burundi and Ethiopia with Tot al Fer tility Rate s  ( TFR) o f  6 . 5  could 
save 25 per cent of  their educat ional spending by 2 000 and 60 per 
cent by 2 0 1 5  by impo s ing immediate restrictions on fertility.  In 
Korea , wi th a TFR of 3 . 0  in 1 9 8 1 , such a fertility  decline would 
save only 1 2  per cent and 1 per cent o f  educational expend i tu re by 
2000 and 201 5 ,  res pectively ( World Bank 1 984 : 86 ) .  

Population and emp loyment 

Even if a program of rapid fertility decline were ini t iated 
immedi ately , the growth of t he working-age population is f ixed for 
15 or  20 years . While the addi tion of  young workers ' imbued wit h  
more modern a t t i tudes , skills and adaptability' ( Cassen 1 9 76 : 808 ) 
should increase the average productive quali ty of the labour force 
and thus the growth of output per capi ta , their at ti tudes depend 
upon the succe s s  of the economy in educat ing , t raining and 
employing its  growing population . 

Labour force growth and the provision o f  capital 

For incomes to rise in the nations of  the South Pacific the 
s t ock of  phys ical and human cap i t al mus t  grow at  the s ame rate as 
the labour force . If each worker has less capital to work wi th , 
productivity and incomes will f al l . We have al ready s een that 
the re appears to be  a negative relation between population growth 
and educat ional attainment in the South Pacif ic but the picture of 
phys ical capital is incompl e te because of t he lack of  good data . 

Inves tment per pot ential new worker gives us some indication 
of the inves tment pos i t ion of count ries . In 1 980 Fij i and Tonga 
had $US 5 1 . 38 and $US 1 4 . 4 5 thousand �n gros s  f ixed capi tal 
formation per potential new worker . This pos i t ion compares with 
$4 . 7 0 in Kenya , $ 1 0 . 66 in Thailand , and $ 29 . 85 in Korea . However , 
the co rres pond ing f i gures for Aus t ralia , Japan and the US were 
$ 2 1 9 . 35 ,  $ 535 , 04 ,  and $ 1 88 . 99 . The indust rialized nations were 
able to achieve such high ratios because of  a combinat ion of low 
rates of growth of labour f or ce and higher GDP per capi ta . In 
general the World Bank found that countries facing the fas test  
growth in their working age population t ended to have t he lowes t  
absolute level s of inves tment per pot ential new worker ( World Bank 
1 9 84 : 87 ) . 

5These calculations are based on the gro s s  f ixed capi tal format ion 
figures f rom Table 2 . 9  converted to US dollars by the average 
exchange rate for 1 980 ( ADB 1 984 ) , d ivided by the number of new 
workers in 1 980 . For Fij i the number of new workers is calculated 
by multiplying the 1 980 labour force by the growth rate in the 
Fij ian labour force ( Fij i 1 980 ) .  For Tonga the number of new 
workers is the numbe r expected to enter  the labour force each year 
of the current plan ( Tonga 1 98 1 : 1 1 2 ) . 



64 

Job creation in t he mone �ary sector involves subs t ant ial 
inves tment cos t s . A recent es t imate for  Solomon Islands ( Howlett  
1 98 2 : 7 7 )  sets  the cos t  of capital inves tment requi red for eac h j ob 
at about $ 1 0 , 000 . If this es t ima te holds for all countr ies in t he 
region then Fij i and Tonga appear to be adequately placed to 
f inance such j ob c reation .  Solomon Islands also appears to be 
able to finance new j ob creation but in Vanuatu this does no t seem 
pos s i ble . In 1 9 7 6  8 . 6 per cent of t he populat ion of t he Solomons 
were engaged in paid employment .  As suming thi s  ra t io remains 
cons tant over t he 1 9 80-85 period , 3 6 1 2  new cash-employment j obs 
wi l l  be requi red . At $ 1 0 , 000 each thi s  requi res inves tment of 
$ 7 . 2 24 mi l li on per year . In 1 980 government expend i ture on 
capital was $ 24 . 1 9 3  mi l l i on . In contras t , Vanuatu wi l l  produce 
between 2 . 5 and 2 . 9  t hous and new formally educated worke rs per 
year be tween 1 9 80 and 1 9 86 . Job creation wi l l  cos t  be tween $ 2 5  
and $ 2 9  mi l l ion p e r  year whi le government expend i ture o n  capi tal 
in 1 980 was $ 5 . 2 6  mi l l ion . Note that the se calculat ions hold only 
for f ormal cash employment . Wi th increas ing educat ion and 
expectat ions it is expected that the demand for cas h employment 
wil l  increase at an even greater rate t han in t he pas t . In 
add it ion , there are other signif icant demand s on scarce private 
and government fund s  besides t hose for creat ion of new formal 
sector j o bs . 

Population growt h ,  employment and unemployment 

Even if a nat i on appears to have suf f i cient fund s to f inance 
the creat ion of new j obs , t his does not ensure that j ob creat i on 
wi l l  take place . In t he private sector t he expected re turn f rom 
j o b creat ion mus t  exceed i t s  co sts  and in t he publ ic sector j ob 
creat ion mus t  be a cons cious pol i cy choice . From avai lable data 
i t  is not clear t hat an incentive to create suf f icient j o bs exi sts  
even in t hose nat ions whe re the financial abi l i t y  to do  so may 
exis t .  For example , in Fij i wage and sal ary employment grew by 
7 . 1  per cent per annum ove r the period 1 9 68- 7 3  but slowed 
signi f i cantly to 2 . 7  per cent per annum in 1 9 7 6-79  ( Fij i 1 980 ) .  
The demand for j ob s  wil l  cont inue to increase as the pe rcentage of 
t he populat ion 1 5-64 years of age will increase from 60 per cent 
of the populat ion to 65  per cent in 2000 ( Uni ted Nat ions 
1 9 85 : 508 ) .  The Sevent h Development Plan ind i cated that t he 
'manpowe r needs of the economy canno t cope wi th the large number 
of academic s chool leavers'  ( quo ted in Wal s h  1 98 2 : 40 ) . The result 
of supply exceed ing demand has been unemployment , part i cularly for 
t he young . In 1 9 7 6  t hree out of f our people cla s s i f ied as 
unemployed we re young inexpe rienced wo rke rs aged 1 5-24 years , of 
whom 17 per cent we re men and 39 per cent women ( i bid . ) .  

The pos i tion in Tonga appears to be simi lar . In 1 9 7 6  4 1 . 6 
per cent of urban and 3 1 . 9  per cent of rural mal es aged 1 5- 1 9 
yea rs we re clas sif i ed as unemployed whi le t he corres ponding 
figures f or t hose aged 30-34 years were 1 0 . 8  and 8 . 8  per cent 
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(Wal s h  1 98 2 : 1 2 ) .  In Wes te rn Samoa t he re was a 2 . 7  per cent rate 
of growth in paid employment f rom 1 9 7 1  to 1 98 1 , al though the rate 
dropped over t he second half of the period to 2 . 4  per cent per 
year . The supply side of the labour market was aided , at leas t in 
t he short run , by a 6 . 1 per cent per year increase in full-time 
s chool a t tendance among children aged 1 5- 1 9 .  This hel ped reduce 
t he unemployment si tuat ion (Wes tern Samoa 1 984 : 2 1 ) . However , in 
the latest development plan it has been recogni zed that 
'employment expans i on is becoming increasingly urgent because of 
the need to accommodate the annual crop of s chool l eave rs ' 
( West ern Samoa 1 984 : 1 3 ) . In Solomon Is land s a ' cons iderable 
increase in the number of young people seeking employment [ is 
expec ted ] .  If pres ent t rend s continue Solomon Is land s is likely 
to wi tness chronic j ob shortages and accelerated internal 
migration' (Wals h  1 98 2 : 7 3 ) . Similarly , wage employment in Vanuatu 
will probably not grow at a rate suf f icient to absorb the output 
of secondary school leavers and ' Vanuatu may soon face the 
[ pro blem of t he ]  ab sorption of increas ing numbers of educated 
persons ' ( Vanuatu 1 98 1 : 1 1 1 ) .  Given the increas ing desire for 
ur ban cash employment it  is not at all c lear t hat these 
ind ividuals wil l  be absorbed or can be absorbed by subsistence 
agricul ture . Unless  governments create suf f icient j obs , 
unemployment rates wil l  rise . Wes tern Samoa has a pol i cy of 
reducing government employment whi le Tonga plans to create some 
government j o bs but looks to the private sector for the bulk of 
new j obs . 

Gas sen ( 1 9 7 6 : 8 1 1 )  argues that populat ion growth i s  not 
respons ible f or unemp loyment . That responsibili ty l ies wi th 
' inadequat e  acces s  t o  public services , educat ion and product ive 
asset s ; wi th techno logi cal cho i ces , fis cal pol icy and the pat te rn 
of demand for good s and services ' .  These in turn , he argues , 
depend upon power s t ructu re s , t he d i s t r ibut ion of income and the 
international economic orde r . However ,  we have also seen that 
some of t he causes of unemployment l i s t ed by Gas s en are aff ected 
by populat ion growth . 

Population growth and j ob creation in agr iculture 

All nations in the region have stressed the need for the 
c reat ion o f  rural employment opportunit ies  to abs orb increases in 
the labour force . In theory populat ion growth ass i s t s  this 
obj ective . Populat ion growth lowers wages and wi th t he high 
inves tment cos t  per worker in indus try , makes it  d i f fi cult for a 
developing country to p roduce suf f icient indust ri al j obs  to meet 
the growth in the labour force . Consequently , agriculture is the 
sector where j obs will be generated . The agricul tural se ctor also 
absorbs a larger s hare o f  inves tment to maintain product ivity and 
output of f ood and other commodi t ies demanded .  

However , there appear t o  be certain developments that have 
inte rfered or may inte rfere with the absorption of l abour by 
agriculture . Jayasuriya and Shand ( 1 983 ) ci te evidence f rom South 
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and Southeas t As ia t hat new labour-saving chemical and mechanical 
innovations are being rapidly adopted by farmers in this region 
be cause of t heir cos t-reducing charac teris tics . It is sugges ted 
that the higher economic eff iciency of the innovations at given 
f actor pri ces and d i rect and ind i re ct government policies that 
have lowered the real price of capi tal to farmers explain the 
adopti on of labour-sav ing t echnologies . 

In Fij i the government has noted ' the too rapid mechanisation 
of produc tive proces ses using imported machines and displacing 
local labour' ( Fij i 1 980 : 1 8 ) . Jones and Ward ( 1 98 1 : 8 ) also cite 
evidence of a s hi f t  away f rom labour-intensive crops and 
techniques as sgciated wit h  labour shortages s t emming f rom 
out -migration . The adoption of such labour-saving technologies 
and crops i s  in d i re ct conf lict wi th government s '  aims f or rural 
employment creation . 

In agr iculture a trade-off  has developed between 
cash-cropping and sub s i s t ence agricul ture . With rapidly 
increasing returns to certain cash-crops in the 1 9 70s -
particularly cof fee and cocoa - cash-cropping increased . In the 
absence of an inte rnational price support sys t em dome s t ic 
governments have e s t abl i shed nat ional stabi lizat ion funds whi ch 
insure producers against price falls ( Connell 1 98 2 : 1 2 ) and tip the 
t erms of t rade between cash-cropping and sub s i s tence in favour of 
cas h-cro pping . This may be good for expor t earnings but not for 
j ob creat ion and f ood supply . This conf lict is evident in Wes te rn 
Samoa ' s  Fif th Development Plan in whi ch the government plans to 
' encourage t he f ormation of large s cale commercial plantat ions 
using mode rn management techniques capable of generating la rge 
export surplus es'  ( We s t e rn Samoa 1 984 : 1 4 ) . 

The ins ti tuti onal arrangement s  over land owne rship and title , 
which can range f r om c lass or l ineage control to individual 
ownership , pose a further problem to j ob creat ion in agricul ture . 
Hogan ( 1 9 86 ) has s hown t hat in each country under s tudy problems 
of land ownership have adversely af fected financing of the rural 
sector . In add i t i on ,  f inancing of agricul ture by Vanuatu ' s  
Development Bank has been reduced s ignif icant ly , mos t  probably 
because by the end of 1 983 about 38 per cent of loans were in 
arrears . 

Government s '  s tated plans to increase education also appeac 
to be in conf l i ct wi th plans to increase agricul tural employment . 
Even if j obs could be created in agriculture i t  is not clear that 
new educated ent rants to t he labour f orce would be wil ling to 

6 Hoefnagel ( 1 9 78 : 1 4 )  e s t imated that the exploi t at ion of land in 
Ai tuaki , Cook Is land s , was only one-third of t he level observed in 
the 1 9 50s . In addi tion , s hortages of root crops had occurred e He 
at t ributed t hese development s  to emigrati on . 
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accept such j obs . Educat ion fosters a demand f o r  urban cas h 
employment j obs ( Haberkorn 1 98 1 )  and average rural per capita cash 
incomes are estimated to be less than 25  pe r cent of the ave rage 
in t he urban wage s ec tor ( Sevele 1 97 9 : 29 ) . 

Thomson ( 1 9 7 6 : 1 6 4 ) wrote that ' t he agricultural se ctor has 
wi thout doubt f ai led to provide the necessary impetus for greater 
development in the [ Paci f i c ] region' . Unless  government s  confront 
the i s sues of incent ives to adopt l abour-saving technology , a 
s hi f t  f rom subsistence agriculture to cash-cropping , inst itutional 
cons t raints on l and use , and expectations and prefe rences of 
young , educated workers , agricul ture wil l  fail to  be an impetus to 
development and a s ource of employment creat ion . 

6 Summary and conclusions 

The ef fect of  population on economic development may be 
e i ther positive , negative , or zero depend ing upon the st rength of 
opposing impac ts . There is no evidence of signif i cant impac t of 
population on aggregate economic development ( measured by GDP or 
GDP per capita ) for Fij i ,  Solomon Is land s , Tonga , Vanuatu , Western 
Samoa , or a larger sample o f  South Pacific Commis s ion membe rs for 
the late 1 97 0s .  There  is , however ,  some support for a ne gat ive 
impact of popul ation on economic deve lopment in Fij i over the 
pe riod 1 95 6-83 . 

Populat ion growth has increased pressure on land . Whi le 
popul ation per s quare hectare has not risen greatly there have 
been signif icant increases in populat ion per square hectare of 
arable land . This increase cor responds wi th decreased 
agr icul tural produc t ion per head in Fij i and Vanuatu but not in 
Tonga or Solomon Is land s . Ins t i tutional arrangements over land 
owne rship impede f inancing of inves tment in the rural sector and 
need to be regulari z ed . 

Data on savings and inves tment are s carce for the Paci f i c  
i s l and nat ions but it appears that g r o s s  f ixed capi t al f ormat ion 
per capi ta has increased in Tonga and Fij i .  Government capital 
expendi ture per capita has also increased in Fij i ,  We s te rn Samoa 
and Solomon Island s  but decreased in Tonga . Al though inves tment 
seems to have risen , in general , it s t i ll appears to be 
insuff icient for development needs .  Aggregate saving is les s than 
inve s tment with the gap being f i ll ed by f oreign monies , 
principally aid but increas ingly foreign borrowing . This 
dependence on aid c reates some probl ems - one of which may be 
l ower domes tic saving . For a sample of fif teen South Pacif i c  
nat ions population size was inversely associated with aid per 
capit a whi le populat ion growth was not as sociated with aid per 
capita.  Higher aid per capita was associa ted with higher GNP per 
capita and higher government expend iture per capita . Domestic  
sources of  development funds need to be  encouraged . Remit tances 
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f rom na tional s re s ident over seas do no t appear to be  used for  
inves tment and may de crease domes tic product ion . 

The standard case for economic development is a shi f t  f rom 
agricul ture to industry.  Population growth can ret ard thi s  
t rans f ormation b y  reducing wages and promot ing increased 
employment in agricul ture . In Fij i and Tonga the re has been a 
marked shi f t  of employment and GDP by origin from agr icul ture to 
indus t ry and services . This co incides wi th a s l owing in 
populat i on growt h .  The same developments were observed i n  Wes tern 
Samoa in the early 1 9 7 0s .  In Vanuatu the re is l i t t le evidence o f  
s t ructural t rans format ion but a pe rsistence of rapid population 
growth .  

The island nat ions have significant internal migrat ion which 
appears to be responsive to cash-earning o pportuni ties . Migration 
is primarily rural to urban , and predominantly males of early 
working age . This selectivity of migration has resul t ed in high 
rural dependency ratios and seems to have led to rural labour 
s hortages . The se shor tages have , in turn , resulted in a shi f t  
away f rom labour-intensive crops and technol ogies . T o  avert these 
developments cash-earning employment need s  to be developed in 
rural areas . 

Populati on growth has of ten been thought to cause 
urbani zation (a higher percentage of t he population classif ied as 
residing in an urban area ) . However ,  recent evidence sugges t s  
that other impor tant f actors are the urban-rural terms of t rade 
and urban ameni ties or disameni ties . It is pos s ible that these 
f ac t ors may help expl ain the recent s low-down in ur bani zation in 
the Sout h Paci f i c . Government s  face a pol icy dilemma in 
urbani zation .  I f  they bui ld housing and improve urban services 
the y  encourage fur ther in-migration . But if they al low urban 
servi ces to deterio rate t oo much they f ace severe social problems . 
Improvemen t  of rural hous ing and servi ces as well as j ob 
o pportunit ies may decrease the rate of urbani z ation .  

In a sample o f  seventeen South Pacif i c  nations higher 
populat ion growth was f ound to be associated wi th higher infant 
mortality and lowe r life expec t ancy at bi r t h .  Highe r  GNP per 
.cap i ta , government expend i ture per capi ta , and aid per capi ta were 
ass ociated wi th lower mortality and higher life expectancy at 
birth . Population size and growth were associated wi th higher 
rat ios o f  populat ion per doctor whi le the higher the economi c 
measures the lower the ratio of populat ion per doctor . A higher 
ratio of population pe r doctor was associated wit h  higher 
mortality and l ower life expectancy.  Since popul ation growth was 
not s igni f icantly related to economic growth , it seems that 
populat ion growth has l ed to a greater demand f or heal th services 
than the level of development can provide and this ha s resulted in 
higher mo rtality and a lower li fe expectancy at bi rth.  Higher 
population growt h was also f ound to be as sociated wit h  lower 
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degrees of access t o  s afe wat er and excre ta dispo s al which are , in 
turn , re lated to hi ghe r  infant mortali t y . 

If r esour ces a re al l ocated to increase access to s afe wa ter 
and excreta dispoal and to public health programs inf ant mor tality 
wil l  de crease . However , unless t hese programs are supported by 
f ami ly planning programs the rate of populat ion growth wil l  
accelerate until  individuals adj us t the ir fertility 
decision-making to the lower level of infant mort alit y .  

Fij i ,  Tonga and Wes t ern Samoa have a highe r rate of schoo l  
enrolment than Vanua tu o r  Solomon Is l and s . The latter two 
count ries al so have a much higher rate of populat ion growth .  Fij i 
and We s t ern Samoa have increased s choo l  enrolment rates over the 
perio� when populat ion growth was decl ining . For a sample of 
South Pacific nations , l arger population and higher population 
growth were as s ocia ted with a larger proport ion of the popu lat ion 
wi th no education and a smaller proport ion wi th se condary 
education . 

Inves tment in education has several payof f  s for developing 
countries . In the very short run it d raws young people f rom the 
labour force , eas ing the immediate pressure on creation of new 
j obs . It increas es the productivi ty of workers and is as sociated 
with a hi ghe r  level of managerial ski l l s  and thus a lower rel iance 
on expat riates . Education , especially of females , is also 
inversely rel ated to des i red family s i ze , pos i t ively re lated to  
use of f amily planning , and negatively related to actual 
ferti lity . Thus , i t  increases GNP per capita by increas ing output 
and decreasing population .  

Some problems wit h  education are , however , emerging . The 
curricular demands o f  s tudents  and t he government are not 
cons i s t ent . Students are demanding educat ion to equip them for 
urban white col lar employment whi le the governments o f  the reg ion 
are trying to encourage vocat ional and rural employment -or iented 
curriculi . Expansion of educat i on del ays t he demand f or new j ob 
creation but increases expectat ions of the type of j ob 
f or thcoming . Mos t  count ries have been unable to meet this demand 
or these expec tations . 

To keep labour productivity f rom fall ing , each new worker 
needs to be e quipped wi th human and phys ical capi tal . It s eems 
that Fij i and Solomon Is land s have suf f icient capi tal formation 
f or t his purpose . In Tonga the s ituat ion is marginal whi le 
Vanuatu has insuf f i cient capital formation to equip new workers . 
Even though several of t he nat ions appear to have suf f i cient 
f inances to equip new workers , it  seems that the incentive to do 
so is lacking . In all nat ions j ob creat ion is a serious prob lem , 
wit h high levels  of measured youth unemployment exis ting in Fij i 
and Tonga . There i s  a be lief in some nations that emigrat ion is 
one solution to thi s problem . However ,  emigrat ion is selective -
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young skil led workers are the mo st  l ikely to leave - and imposes 
significant cos t s  on the sending nat ion . 

Mos t  nations plan to create j obs in the rural sector . 
However ,  serious barriers to thi s pol icy exi s t . Among these are 
insufficient inves tment , l and t enure arrangements , 
capi t al-intens ive crops and technologies , migrat ion , and ris ing 
expectations t ied to urban employment . 

Populat ion gr owt h in the South Paci f i c  appears to have been 
associat ed with lower levels of heal th and educational attainment , 
increased pressure on land and inves tment , and difficulty in 
creating suf f ici ent j obs to meet t he growth in the labour supply.  
These effec t s  have no t ,  however ,  been suf f ic ient ly large to lower 
the observed rates of economic growth . Population is only one 
f ac t or af fect ing economic growth and it appears that in the South 
Pacif i c  these other f actors have been suf f i cient ly impo r tant to 
outweigh the negat ive effects  of popula tion growth . 

In t his chapter the f ocus has been on the e f fects of  
populat ion on economic development . There are , of  course , also 
e f f ects  on populat ion f rom e conomic growth.  These e f fects may 
also be pos i t ive or negative . It is there f ore inadvisable for any 
country in the South Paci f ic region to rely on ri s ing income per 
capita to l imit fertilit y .  Research sugges t s  that ris ing income 
and ass ociated s ocie t al changes should eventually lead to lower 
fertility and population growt h ( Bulatao 1 98 4 : 1 2 ) . However ,  in 
the short run , extra income may be spent to support add it ional 
child ren . As a c9nsequence , it is be t te r  to focus development 
expend i tures on proj ects which lead to  sus tained long-t erm 
increases in income rathe r  than proj ects  whi ch provide a short -run 
infusion of ext ra income . 



Chap te r 3 

Macroeconomic stabili zation policy wi th special 
ref erence to f i s cal pol icy* 

James Gue s t  

The fundament al goal of macroeconomic s tabil i zation pol icy in 
Fij i ,  Solomon Is land s , Tonga , Vanuatu and Wes tern Samoa mus t  be to 
support ult imate development obj ect ives relating to growth , 
d i s t ribution and s t ructural change . This principle is of sup reme 
impor tance in charac terizing the proper role of macroeconomic 
s tabilizat ion pol icy in these count ries . 

These five e conomies s hare certain characteris tics which 
dictate the environment within which the i r  macroeconomi c policies 
must  operate . Firs t ,  each one i s  a very open economy . Each one , 
in varying degrees , is heavil y  de pendent on imports and on f oreign 
capi t al , and each has a large p rimary export s ector producing 
commoditie s for wor ld market s  in which pri ces f luctuate widely and 
over which the Pac i f ic is l ands have no inf luence . Second , public 
provision of good s and service s ac counts f or a large s hare of 
dome s t ic output so t hat t he act ions of governments can have an 
import ant bear ing on economic per formance . However ,  as wil l  be 
shown , the ext reme openness of the ir economies impos es severe 
const raints on t he sorts  of government action that are 
appropriate . 

Macroeconomic pe rformance is accord ingly very much inf luenced 
by ext ernal events . Di s turbances emanate l argely f rom abroad , as 
f luctuat ions in the prices of primary commod ity expor t s , or in the 
f low of f oreign aid , or in private f o reign inve s tment or 
t rans fers . The balance of payment s provides the mechani sm by 
whi ch these d i s turbances a re transmit ted to t he domes tic economy . 

Theref ore , the succes s of mac roeconomic pol icies in each case 
l argely hinges on the ability o f  t heir pol icy frameworks to 
wi ths tand dis turbances transmi t t ed through the balance of 
payments . Put anot her way ,  when designing poli cies which mus t  
sui tably suppor t  broad development obj ectives , balance of payment s 
equilibrium imposes a const raint which cannot be es caped . 

* I  would acknowledge wi th thanks particularly helpful comments on 
an · earlier draf t f rom War ren Hogan ( Univer s i ty o f  Sydney)  and 
Helen Hughe s ( Aust ralian National Univer s i t y ) , and t he 
intelle ctual debt I owe in this s tudy to Phil ip Daniel ( University 
of Sus s ex ) , wit h  the usual disclaimer on the i r  part s  for the views 
expres sed here . Maure en Liu p rovided valuable research 
ass i s t ance . Any erro rs remain my own re s pons ibility . 
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Thi s has impor tant implications f o r  the time ho ri zon over 
whi ch macroeconomic poli cies should be f ormulat ed . Wide 
f luctuat ions in the year -to-year bal ance of payment s  on current 
accounts are a normal feature of primary export o riented 
developing economie s so that the no tion of balance of payments 
equil ibrium must  nece ss arily relate to a med ium-term time ho ri z on . 
It is al so t rue that the equal ity of overseas rece ipts and 
payments in any one year is neither a necessary nor a suf f i cient 
condit ion for pe rmanent external equilibrium . 

Much of t he d i s cus sion to f o l low i s  concerned wi th 
disturbances caused by the of ten vo latile cycles in primary 
commod ity export prices . The asso ciated cyclical f luctuations in 
domestic  income and expend iture tend to occur about a trend growth 
path which is largely determined by t he long-run terms of t rade 
and by the level of exogenous inves tment ( exogenous in the sense 
t hat it is subj ect to t he de cisions of f oreign suppliers o f  
capi tal  and public sector inves tment decis ions ) .  While cyclical 
f luctuat ions l oom l arge in d i scus sions of macroeconomic cond i t ions 
facing these five Pacific count ries , unexpected changes in the 
cond i t ions determining t heir t rend growth pa t hs wi ll occur f rom 
time to time , and macroeconomic pol icy mus t  be readily re s pons ive 
to either type of d i s turbance . 

For these rea s ons , and because of t he need to support broad 
deve lopment obj e c tives , it wil l  be argued in t his chap ter t hat 
macro economic pol icy responses to short-term instability should 
not be solely ( or even mainl y )  f ormul ated on a year-to-year basis , 
but should be formulat ed in the context of a med ium-term view o f  
perf ormance and prospects . 

It is neces sary f rom the start to recogni ze the obvious point 
t hat no s ingle macroeconomic pol icy f ramework wi ll be adequate f or 
all , and a policy f ramework appropriate at one time cannot always 
be adequate or subs t i tute f or cont inuing reapprai s al of t rends in 
economic ind icator s .  Among the five Paci f i c  is land economies 
discussed in t his monograph , there exists  a dive r s i ty of 
charac teri st ics  which ul timat ely requi re that separate 
consideration be given to each one . 

The chapte r is organi zed as fol lows . Key macroeconomic 
features of Fij i ,  Solomon Is land s , Tonga , Vanuatu and Wes tern 
Samoa are examined in sect ion 1 .  The need for policy inte rvent ion 
in pursuit of domes t ic s t abi lizat ion with a med ium-term 
pers pe ct ive is then discus sed in sec tion 2 , and a gene ral pol i cy 
framework cons i s tent with t his per spective is out l ined in sect ion 
3 ,  noting the diffe rent empha ses that se em appropriate in each 
case . Finall y ,  in view o f  the impor t ant role of gove rnment , 
section 4 demons t rates a method by whi ch operat ional gui del ines 
f or fis cal policy may be calculat ed , and some conclud ing remarks 
are made in se ction S .  



1 Key macroeconomic features of Fij i ,  Solomon Island s , 
Tonga , Wes te rn Samoa and Vanuatu 
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The five tables in Appendix 3 . A  l i s t  avai lable summary data 
f or each of the f ive Paci f ic economies on t heir balance of 
payment s  and budget aggregate s since 1 9 7 5 . For the purpose of 
comparing over all ind icators it  is perhaps more useful to 
represent the aggregates as per centages of gros s  domestic  product 
( GDP ) and , because of t heir pro pens i ty to exhibit subs t antial 
year -to-year var iation , to average them ove r  several year s . Thi s 
is done in Table 3 . 1 , and the ind i cators so obtained reveal 
cons iderable diver s i ty . 

Table 3 . 1  Selected macroeconomic aggregates as a Eercentage o f  gross 
domestic  Eroduct (averaged over years shown )  

Fij i Solomon Is Tonga w .  Samoa Vanuatu 
( 19 79-82 ) ( 19 79-82)  ( 19 79-82 ) ( 1 9 80} {19 79-80) 

Exp orts f .  o .  b .  2 3 . 9  4 4 . 1  1 3 . 0 1 8 . 1  38 . 7  

Touri s t  expendi tures 1 3 . 5  

Unrequited trans fers 
(net)  1 .  5 9 . 5  27 . 8  3 3 . 8 4 1 .  9 

Imports c .  i .  f .  4 5 . 7  5 2 . 8  66 . 2  64 . 1  67 . 6  

Balance of trade 
de f i c i t  2 1 .  8 8 .  7 5 3 . 2  4 5 . 9  2 8 . 9  

Budge t total  ou tlays 26 . 4  35 . 5  3 0 . 8  5 8 . 7  5 2 . 5  

In ternal revenue 2 3 . 7  2 3 . 9  2 3 . 8  2 7 . 9  16 . 9  

Budge t de f i c i t  2 . 7  1 1 .  6 7 . 0  3 0 . 8  35 . 6  

Source : App endix 3 . A . 

An indication o f  t he extent of impor t leakage f rom 
expend i ture is f ound in the high percentage of merchandi se imports 
in GDP ( almos t one-hal f of GDP in Fij i ,  over one-hal f  in Solomon 
Island s , and about two-thi rds in Tonga , Wes t e rn Samoa and 
Vanuatu ) .  The degree of opennes s  to f luctuat ions t ransmi t t ed 
through t he expo rt s ector is ind i cated by the s hare of merchand i se 
expor t s  in GDP . This is highe s t  for Solomon Is lands ( 44 per cent 
of GDP ) f ollowed by Vanuatu ,  Fij i ,  Wes t e rn Samoa and Tonga . 

In addi t ion to export income fluctuat ions , o ther external 
d is turbances may be imp o sed through t he current account o f  t he 
balance of payment s .  For Fij i the obvious item is touri s t  
expend i tu res repre sent ing over 1 3  p e r  cent o f  GDP . F o r  t he o t hers 
i t  is net unrequit e d  t rans fers  which are 42  per cent of GDP in 
Vanuatu , 34 per cent in Wes tern Samoa , 28 per cent in Tonga and 
9 . 5  per cent in Solomon Is land s . For Vanuatu and Solomon Islands 
t hese t rans f e rs are mainly o f f i cial government t rans f ers . For 
Tonga and Wes te rn Samoa they are largely private remit tance s  f rom 
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the i r  countrymen working overseas , al though o f f i cial t rans fers are 
also signi f icant . 

The f luctuations in the se items are not usually as large as 
those f or exports , and do not f ol low a cycl i cal pattern as expo rt 
prices do . They do tend to offset  the pers i s t ent balance of t rade 
def icits  f acing each of t he f ive countr ies . The balance of t rade 
def icit as a percentage of GDP is about 53 per cent for Tonga , 46 
per cent f or Wes t ern Samoa , 29 per cent f or Vanuatu , 22 per cent 
f or Fij i and 9 per cent for Solomon Is land s . 

Table 3 . 1  also ind i cates t he great importance of t he public 
sector in te rms of centra l  gove rnment budget outlays as a 
percentage o f  GDP . This is highe s t  in Wes te rn Samoa ( 59 per 
cent ) ,  followed by Vanuatu , Solomon Is land s , Tonga and Fij i .  The 
s hare of central government internal revenue in GDP is remarkably 
s imilar in Fij i ,  Solomon Is land s and Tonga , a l i t t l e  higher in 
Wes te rn Samoa , and somewhat lower in Vanuatu . 

The budget def i ci t , here def ined as the difference be tween 
t o t al budget out lays and internal revenue , is a high percentage of 
GDP for Vanuatu and Wes t ern Samoa , rather less for Solomon 
Is l and s , and a modes t  3 per cent f or Fij i .  

The composi tion o f  government internal revenue for each of 
t he five Pacif ic e co nomies i s  shown in Table 3 . 2 .  In general , 
direc t and indirec t taxat ion revenue ( taxation on income and 
expend i tu re ) is mo re important than non-tax revenue ( e . g .  busine s s  
l i cence s , pro f i t s  o f  s tatutory aut hori t ie s , compu l so ry f e e s  and 
fines ) .  As a p roport ion of t otal internal revenue , taxation 
revenue is highest  in Wes te rn Samoa ( 83 per cent ) ,  followed by 
Fij i ( 80 per cent ) , Vanua tu ( 74 per cent ) ,  So lomon Isl and s  ( 70 per 
cen t ) and Tonga ( 68 per cent ) �  

Table  3 . 2  Components of internal revenue as a percent age o f  total internal 
revenue ( averaged over years shown) 

F ij i Solomon I s  Tonga W .  Samoa Vanuat u  
( 1980-83) ( 19 79-82 ) ( 19 81-83)  ( 1980-83)  ( 19 82-84) 

Dire ct  taxes 45 . 8  2 6 . 2  12 . 6  2 7 . 0  
Compan i es (l2 .  2 )  ( 1 2 .  6 )  ( 6 .  3)  
Ind ividuals ( 33 . 6 )  ( 1 3 .  6)  ( 6 .  3) 

Indirect  taxes 3 4 . 4  4 3 . 9  55 . 5  55 . 9  7 4 . 0  
Import  du ties ( 2 3 . 2 ) ( 2 5 . 9 ) ( 5 4 . 0) ( 38 .  0) ( 50 . i) 
Export  duties  ( 14 .  5)  ( 1 .  0)  ( 5 .  7 )  
Excise duties ( 7 .  9 )  ( 0 . 8 ) ( 1 .  5 )  ( 10 . 9 ) 
Other ( 3 .  3)  ( 2 . 7 ) ( 6 .  O) ( 18 . 1 ) 

Non- tax revenue 19 . 8  2 9 . 9  3 1 .  9 17 . 1  26 . 0  

T0 ta l 100 . 0  100 . 0  100 . 0  100 . 0  100 . 0 

Sources : As for  Appendix 3 . A . 
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However ,  their taxation st ructure s  a r e  very different . 
Vanuatu impo ses no d i rect income taxes at all on individuals or 
companie s ,  and rel ies  mos t  heavily on import dut ies which provide 
half  of inte rnal revenue . Import dut ies also dominate the tax 
sys t em in Tonga ac counting for 54 per cent of internal revenue , 
with d irect income taxes account ing for a modes t  1 2 per cent . In 
Western 'Samoa , impo rt duties are 38 per cent of inte rnal revenue 
and excise dut ies 1 1  per cent . Direct income taxes represent 27 
per cent of inte rna l revenue in Wes tern Samoa and a similar · 

propor tion ( 26 per cent ) in Solomon Is lands . Solomon Is l ands is 
the only one of the five in which export dut ies are signi ficant , 
accounting f or 1 4 . S  per cent of internal revenue , whi le import 
dut ies are 2 6  per cent of Sol omon Is land s internal revenue . In 
Fij i ,  d i rect income taxes dominate , and import duties comprise t he 
lowest  proport ion among the five economies . 

From the data in Tables 3 . 1 and 3 . 2  toge ther it is pos s ible 
to calculate the averate rate of impor t duty as a percentage of 
imports for each count ry . The average rate of import duty is 
approximat ely the same in Fij i ,  Vanuatu and Solomon Islands at 1 2  
per cent . I t  i s  about 1 6 . S  per cent i n  Wes t ern Samoa , and 20  per 
cent in Tonga . A s imilar calculation f or export duty as a 
percent age of merchand ise expor t s  gives an average export duty 
rate of 8 per cent for Solomon Is land s , 2 . 5  per cent f or Vanuatu 
and 1 . 5 per cent for Wes tern Samoa ( zero for Fij i and Tonga ) .  

An ind icator of opennes s  from the point of view of the 
monet ary sys tem is found in the relative importance of net foreign 
as sets  of the banking system in total money supply , although 
compar i sons are made d i f f icult by the adoption of diff erent 
concept s  for measuring total liquidity . Fij i and Solomon Island s  
u s e  M 3  as the money supply measure and t heir res pec tive shares 
represented by net foreign as s e t s  are 30 per cent and 66 per cent . 
Tonga and Wes t ern Samoa use M2 as the measure of l iquidity . For 
Tonga net foreign asse t s  are over 70  per cent of the money supply . 
For Wes te rn Samoa t he corre sponding item ( -7 9  per cent ) carries a 
negat ive sign ind icat ing a chroni c excess  of foreign liabilit ie s  
over foreign asset s . I n  Vanuatu , f o reign currency depos i ts 
rep re sent over hal f  of the liquidity of the banking sys t em , 
measured by M4 ( Table 3 . 3 ) . 

The share of domes t i c  credit in total money supP.lY is al so 
s hown in Table 3 . 3 ,  along wi th memorandum i tems ind ic at i ng its  
allo cation between the public sector and the private sector 
( indi cators that will be impor t ant background to the des ign of  
monet ary pol icy in par ticular ) .  

1 Impor t duty x Int e rnal revenue x GDP 
Internal revenue GDP 

= Import duty 
Imports Imports 
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Table 3 . 3  Determinan t s  o f  the money supply as a percentage of total 
l iquidi ty ( averaged over years shown) 

Solomon I s  Tonga w .  Samoa Vanuatu Fij i 
( 1 9 80-83) ( 19 80-82 ) ( 19 80-83)  ( 1 9 80-83)  ( 19 81-84)  

Ne t f ore ign assetsa 

Domestic  cred i t  
. b 

Other i tems ( ne t )  

Total liquidi ty 

3 0 . 3  

7 9 . 3  

-9 . 6  

1 00 . 0  

�easure o f  l iquidity  i tems as a 
percen tage o f  dome s t ic credit 

Cen tra l government 
( ne t ) 9 . 2  

S tatu tory au thori ties 13 . 9  
Priva te sec tor 7 6 . 9  

66 . 3  

6 0 . 1 

- 26 . 4  

100 . 0  

-9 . 5  
2 3 . 0  
86 . 5  

7 0 . 6  

2 2 . 9  

6 . 5 

100 . 0  

{ -9 6  . 1  

196 . 1 

- 7 9 . 2  

1 7 9 . 2  

100 . 0  

5 0 .  7 
2 1 . 3 
28 . 0  

5 2 . 7  

4 7 . 3  

100 . 0  

a \  negative sign indicates net fore ign liab il i t ies  for Wes tern S amoa . 
b

Mos tly ba lance sheet  i t ems of commercial banks and the cent ral bank , of  
l i t t le consequence f or monetary policy . 

Sources : As for Appendix 3 . A .  

In Fij i total domes tic credi t  i s  7 9  per cent o f  the money 
supply ( M3 ) . Cred it  to t he p rivate sector represents 77  per cent 
of domestic  credit . Cent ral government borrowing f rom the 
dome s t ic banking sys tem is a modes t 9 per cent and s t atutory 
authori ties account for a further 14 per cent of domestic  credit . 

In Solomon Is l and s , t o tal dome s t ic cred it is 60 per cent o f  
the money supply ( M3 )  and , as i n  Fij i ,  the private s e c t o r  takes 
the l ion' s  s hare of this ( 86 per cent of domes t ic credit ) .  
Statut ory authorit ies  account for 23 per cent of domes tic  cred it  

. leaving the cent ral government as  a net  lender ( -9 per cent of 
domestic credi t ) . 

The publ i c  sector in Tonga is a substant ial ne t lender in the 
dome s tic money supply ( -96 per cent of dome s ti c  c red i t ) whi le 
private sector credit  o f f s e t s  the public sector by a rat io of 2 : 1 .  
To t al domes tic cred it  is a modest  23 per cent of the money supply 
( M2 ) in Tonga . 

In Wes t e rn Samoa total domestic  credit is shown as 1 7 9  per 
cent o f  the money supply ( M2 ) ,  more than double the size of net 
f oreign liab i l i t ie s  ( -7 9  per cent of M2 ) . Public sector 
borrowings f rom the domes t ic banking sys tem are 51  per cent f or 
cent ral government and a fu rthe r  2 1  per cent for statutory 
autho r i ties , l eaving only 28 per cent f or the p rivate se c to r . 



In Vanuatu local currency deposits  are 47 per cent of the 
money supply ( M4 ) . Data on its  d i s t ribut ion between the public 
and private sect or are not avai lable . 
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In each o f  t he five count ries , a small number o f  commod i t ies 
account s for the bulk ot  expor t s . The share of maj or commodities 
in total merchand i se export s ,  ave raged over the pe riod 1 980 to 
1 98 3 , is shown in Table 3 . 4 .  

Table 3 . 4  Maj or export commodities-percentage of total exports  of  dome s t i c  
produce ( averaged over 1980-83)  

Fij i Solomon I s  Tonga w .  S amoa Vanuatu 

Sugar ( inc l .  molasses ) 7 3 . 2  
Gold 7 . 2 
Fish 6 . 2  3 0 . 1  
Logs 28 . 8  
Sawn timber  4 . 0  
Palm o i l  1 1 . 3  
Coconu t o i l  3 . 8  2 8 . 2 2 2 . 8  
De ssicated coconut 9 . 4 
Copra 14 . 4  11 . 4  24 . 7  7 2 . 3  
Cocoa 14 . 0  8 . 9  
Taro 12 . 6  
Banana s 5 . 5  

Sources : As for Appendix 3 . A .  

Falvey shows elsewhere i n  this monograph ( Chapter 4 )  that 
ins tabil i ty in t otal export receipts tend s to be exacerbated when 
the degree of commod ity concentration is high , and may be reduced 
when a wi der range of commod it ies is exported provided that their 
price cycles are no t synchroni zed . In  the short -tarm , however , 
t he scope f or export divers ificat ion i s  limi ted , and macroeconomic 
pol icy must  take t he degree of export ins t ability more or les s as 
given.  Falvey al so shows that price f luctuat ions tend to be much 
greater than quant i ty f luctuat ions , al though the lat ter are no t 
insigni f i cant and on oc cas ions may work in the o ppo s i te direct ion 
to offset  some of t he effect of price f luctuations . 

The graphs in Appendix 3 . B , f rom Wor ld Bank d�ta , i llu s t rate 
the vol atility of world market price for copra and coconut oil , 
sugar , cocoa , palm oil and kernel s ,  and logs . They span 30 years 
to 1 98 1  and s how ,both current pri ce series ( the two lines at the 
bot tom of the graph ) and cons tant 1 98 1  price series ( the two lines 
at the top ) . An import ant feature of the graphs for pre sent 
purposes is t he pronounced cycl ical behaviour of t he se p rices , 
wi t h  a sequence o f  peak-downturn-trough-recovery recurr ing 
periodically in each case , al t hough t he cycles do vary in 
ampli tude and dura tion .  
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2 The s tabi l i zation problem 

In what ways do macr oeconomic dis tu rbances hold the potent ial 
to serious ly disrupt progre s s  in achieving b road development 
goal s ?  And why is there a need for policy int ervention in pursuit 
of domes t ic s t abi liza tion wi th a med ium-term time hori z on?  

A start  toward s answering these quest ions is found in the 
macroeconomic ind i cators in Table 3 . 1 ,  f rom whi ch it is evident 
that the driving forces behind the aggregate level of activity in 
these economies are in gove rnment expend i tures , and in the 
receipts side of the current account on external transact ions . 

Wide f luctuat ions in the value of export sector incomes wi ll 
be ref lected in the level of domestic  expend iture to the extent 
that exports account f or a high propo rtion of  GDP . This source of 
ins tabi lity wil l  be especially important in Solomon Is land s , 
Vanuatu and Fij i ( if we include tourism in export income of Fij i )  
and s t i ll reasonably signif icant in Tonga and Wes tern Samoa . In 
the lat ter two e conomies , ins tability in t he f low of private 
t rans fers f rom abroad looms as a furthe r  potential source of 
dome s t ic expend i ture ins tabilit y .  

Fluctuat ions i n  the purchas ing power of the export sector are 
ref lected in demands f or manuf actu red good s ;  t he re sult of this 
will be seen more in a leakage into import s  and le s s  in derived 
employment in the small domes tic manufacturing s ecto r . 
Neverthele s s , the impact on urban employment can still  be 
subs tant ial relative to the size of the urban workf orce for 
several reasons . 

Firs t , ins t ability  of export sec tor incomes wi ll be ref lected 
in the demand f or dome s t ic transport and commerce activities 
( non-traded sector ) and wil l  impose ins t ability on the operat ing 
surpluses of  companies p roducing goods and services in t he 
non-traded . sector as wel l  as in the export sector . Hogan ( 1 984 ) 
notes t hat such f lu ctuat ions in corporate profi tability a re likely 
to be associated wit h  periodic res trictions on their capacity  to 
generate working cap i t al internall y ,  while acces s  to exte rnal 
source s  of funds is l imited by a s imple and modest  domestic  
financial sys tem. This impl ies t hat the potent ial to sus tain 
f i xed inves tment and employment will be lower than it would 
o therwi se be in t he abs ence of such pe riod ic re stri ctions . 

Second , temporary wind f al l  gains in company pro f i t s  can bring 
d i sruption in t he urban l abour market if workers take actions to 
s ecure a larger s hare for wage s  in time s  of high export price s , 
resul t ing in reduced inves tment and employment if export price s  
and company pro f i t s  then f a l l  and wages do not . 
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Third , privat e sector investment decis ions a r e  mos t  heavily 
inf luenced by expec t at ions of  sustained p ro f i tabil i ty over the 
medium term . A stable domestic  economic environment is not a 
suf f i cient cond i t ion f or high levels of cap i tal f orma tion , but 
expectations of s table rates  of growth of dome s t i c  demand wil l  
assist  inve s t or c onf idence . Ins t ability on a s cale whi ch these 
economies would experience in the ab sence of some pol icy 
intervention is likely to enhance unce rtainty and reduce potential 
inves tment level s in impor t replacement indus try as wel l  as in the 
non-t rade sector . 

The link betwe en stabilization pol icy and broader development 
obj e c tives is nowhere more d irectly drawn than in t he relat ionship 
between government budgeting and planning systems . It has not 
been possible to inve s tigate this crucial relat ionship in t he five 
Paci f i c  count ries , and they may or may no t have been succes$ful in 
integrating t he two sys tems . El sewhe re in t he developing wor ld i t  
is not uncommon f o r  a five-year plan to  b e  produced i n  a given 
year , for the budge t  in that ini t ial year to be des igned on 
target s  embodied in the plan , but thereaf ter for development plan 
t argets  to f ade progre s sively into i rrelevance as annual budget 
out comes respond to the exigencies of short -term f luctuations in 
government f inancial p rospect s . 

The es sential d i f fi culty is that the government ' s  internal 
revenue will t end to f luctuate wi t h  t he export commodity price 
cycle because of co rresponding f luctuat ions in the income and 
expend i ture tax bases . Moreover , aid donors generally tend to 
make commitment s on an annual basi s  which may also fluctuate for 
various reasons . Thus the re cei pts side of  the budget is subj e ct 
to substantial short-term inst abili t y .  

If budget expend i ture decis ions are then made o n  the b as is o f  
current res ources o n  a year-to-year bas i s , it is pos s ible for 
adverse e f f ects on the rate of p rogre ss towards broad development 
obj ect ives to occur in bot h  bad years and in good . An 
unexpectedly large shortfall in rece ipts one year could lead to 
deferment of otherwise  des irable develo pment proj ects  and 
d i senchantment among those groups whose expectations had been 
raised . An unf oreseen wind fall gain in receipts  anot he r  year 
could be transl ated into capi tal expendi ture commitments that 
impose unsustainable recurrent cost obligat ions on future budge t s , 
resul t ing in �umulative de teriorat ion both in t he government ' s  
f inanci al pos i t ion and in the balance o f  payment s . 

In any cas e , an unwanted degree of unce rt ainty is introduced 
into public s ector inves tment plans if annual budgets are prepared 
strict ly on a year-to-year bas is wit h  l i t t le re ference to 
sus tainable med ium-term p rospects , t hereby making the achievement 
of development plan targets  problemati c .  
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The re is of cours e every reas on to expect the gove rnment 
sector to maximi ze i ts expend i ture subj ect to avai lable resources 
and as sume the rol e  of ca talys t in develo pment . Growth and 
improved income-earning opportuni t ies are usually cons t rained by 
modes t and f ragment ed inf rast ructure . As government expend iture 
accounts f or a subs tantial proportion of total inves tment and o f  
GDP , so a large propor tion of private sector act ivities in 
cons truct ion , comme rce , t ransport and other services is ( d i rectly 
or ind irect ly)  dependent upon pu blic sec tor demand s . Furthermore , 
to the extent that impor tant parts of the private sect or are of ten 
foreign owned , public sector act ivities re present a way of 
increas ing national part icipation in f ormal se ctor economic 
ac t ivi t y .  

However ,  private se ctor unce rtainty wi ll b e  exacerbat ed by 
f requent reve rs als in f i s cal s t ance if the gove rnment adopts a 
myopic view of wha t re spons es to s ho rt -te rm f luc tuat ions are 
called for . On one hand , a f i s cal policy of spending the maximum 
pos s i b le current res ources on a year-to-year bas is  would re sult in 
a degree of ins tab i l i ty in public expend i ture wi th serious adverse 
e f f ects  on uncertai nt y  for bot h public and private sector 
inves tment plans . On the other hand , a f is cal policy that 
attempt s to counter cycl ical fluctuat ions in expor ts , by boost ing 
expendi ture in years when exports are depres s ed and cut ting back 
when exports are cyclically high , would al so make public 
expend i ture planning ve ry d i f f icul t and would exacerbate priva te 
sect or uncertaint y .  

The implicat ion o f  all thi s  i s  t hat gove rnment expend i ture 
can best  perf orm i t s  lead ing role in the attainment of b road 
develo pment obj ect ives if the budget and planning sys tems are 
closely integrated , on the basis of a maximum sus tainable trend in 
real government expendi ture , and subj ect to a medium-term view of 
revenue prospects over the whole exp ort cycle . Later in this 
c hap ter a procedure is out lined by which a medium-term view of 
pro spects might be used to determine what rate of growth of real 
government expenditure is sus tainable , and draws out the 
implicat ion f or sho rt-t erm def icit f inancing of fol lowing such a 
pat h .  

Finally , the need t o  preserve balance o f  payments equi l i brium 
over the med ivm �term d ictat es that macroeconomic pol icy be 
formulated in a medium-term time hor i z on .  Wide fluctuat ions are 
an ines capable featu re of the year-to-year balance of payments 
out come for the Pac i f ic economies , and it is important to be able 
to d i s t inguish among the sources of balance of payments 
ins t abi l i t y  accord ing to whe ther they are expected to be 
t rans itory or permanent . The issue is of cons iderable importance 
in view of the need to maintain a continuing flow of impo rts , and 
to es tablish and preserve t he conf idence of overseas f inancial 
ins t i tutions in the ability to mee t  fo re ign de bt  service 
obligat ions . 
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3 App ropriate stabili zat ion policies  

Recent reviews of macroeconomic stabili zation pol icies for  
deve loping countries cle arly indicate t hat t heir s t abi lization 
problems need to be studied in t heir own terms , and ' st andard ' 
macro-pol icy prescriptions appl ied in a deve loping count ry context 
of ten produce 'non-s t andard ' out comes ( Dornbus ch 1 982 ; Porter and 
Ranney 1 982 ) .  

The stabilization pro blem of an advanced indus t rial economy 
is usually exp res sed in terms of maintaining near full employment 
and a low rate of inf lation . Cycl ical disturbances in such 
economies are mo re o f ten t han not of dome s t ic o rigin , and 
government s have used fiscal and mone t ary poli cies to counter 
s hort-term f luctuat ions in t he level of aggregate demand and 
thereby maintain int ernal balance . 

The s tabilizat ion problem faced by the Pacific is land 
economies is rat he r dif f erent . The causes of ins t ability are 
largely external and thus beyond the d i rect control of domes t ic 
policy ins t rument s .  The ef fects of exte rnal dis turbances on 
domes tic activity are so strong that they can s erious ly di srupt 
progres s toward s a des i red rate of development . Policy 
intervent ion in pur suit of dome s t ic s tabili zation is requi red , but 
counte rcyclical fis cal policy as conventionally app lied in 
advanced economi es is not an app rop riate response for several 
reas ons . 

The potent ially adverse ef fects on publ ic and private sector 
inves tment plans of widely f luctuat ing levels of gove rnment 
expe nditure is one reason already noted in the sect ion above . 

Second , the s cope of countercycl ical fis cal pol icy is 
seve rely cons t rained by the large and rapid leakage of spend ing 
into imports and by the high proport ion of res erve assets of the 
banking sys tem made up fo fore ign exchange . The export price 
f luctuations are simply too large and t he dome s t ic income 
mul tip lie r too smal l ,  so that an at tempt to boos t  public 
expend iture substantially in a pe riod o f  depres sed export prices 
wi ll lead mainly to higher import demands , and an accelerated 
rundown in foreign exchange reserves which are already cyclically 
depres sed . Thus an attempt to spend t he way out of a reces s ion is 
likely to be c hoked o ff by the inabi l i ty to sust ain t he org inal 
cred it  expans ion . 

Thi s stylistic  account of the proces s  is supported by 
econome t ric evi dence from o t her count ries which have been 
des tabili zed by f luctuating primary export prices . Us ing 
comprehens ive e conome tric models of Columbia , Kenya and Ivory 
Coas t , Dick et al . ( 1 98 3 )  est imated the s i ze of foreign reserve 
assets that would be requi red to enab le t he ( weak) dome s tic income 
mul tiplier of a fis cal s t imulus to have the required 
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counte rcyclical ef f ect  on ( large ) export fluctuations , and came to 
the conclus ion t hat implausibly high levels of res e rve backing ( in 
exces s  of the level normally avai lable to those governments ) would 
be required if real domes t ic ab sorpt ion were to be held cons tant . 

Economet ri c  es t imates of the propens ity to import for eac h of 
t he f ive Pac i f ic island economies are s hown in Table 3 . 5 .  In t he 
equations for Fij i ,  Solomon Is land s , Tonga and Western Samoa , t he 
two explanatory variables are government expendi ture and exports , 
following t he obse rvation in the preced ing section that these are 
t he d riving f o rces of e conomic activi t y ,  and toget her t hey explain 

Table 3 . 5  Aggregat e  imports regre s sion resul t s  

Country Regre ssion result 

Fij i ( 19 7 1  t o  1983)  ( a) M=2 6 . 9  + 0 . 6 7 GOV + l . 02XFOB R2 = . 95 7  
( 1 .  4 )  ( 3 .  5 )  ( 4 . 0) D . W .  =2 . 17 0 

Fij i ( 1 9 7 1  t o  1 9 8 3 )  ( b )  M= l8 . 6  + 1 .  llGGS + O. 95XFOB R2 = . 9 54 
( 0 . 9 )  ( 3 .  2 )  ( 3 .  2 )  D . W .  = 2 . 320  

Solomon I slands ( 1 9 7 1  to  1 9 8 3 )  M =  1 .  2 + 0 . 7 4GOV + 0 .  56XFOB il2 = . 97 3  
( 0 . 5 )  ( 2 . 9 ) ( 2 . 8 ) D . W .  =2 . 08 0  

Tonga ( 1 9 7 3  to 1 983 ) M=-2 . 5  + 1 .  91GOV + 0 . 89XFOB R2 = . 98 6  
(-1 . 5 ) ( 2 1 . 1 ) ( 2 . 6 ) D . W .  =2 . 02 0  

Western Samoa ( 197 2 t o  1 9 8 3 )  M =  1 .  2 + 0 . 90GOV + 0 .  66XFOB iF = . 97 0  
( 0 . 5 )  ( 6 . 8 ) ( 1 .  7 )  D . W .  =2 . 350  

Vanuatu ( 1 97 6 to  1 98 4 )  M= 21 8 . 3  + 0 . 85 TRFR + 0 . 8 0XFOB R2 = . 5 70  
D . W .  =l . 490  

Not e s :  

Source : 

( 0 . 2 )  ( 1 . 9 ) ( 2 . 3 ) 

M deno tes t o tal  imports  of merchand ise ( c . i . f .  value) 
GOV denotes t otal government budget out lays . 
GGS deno tes  total government expend iture on goods and services 

( i . e .  excludes deb t servicing from total budge t  out lays ) .  
XFOB deno t e s  total expor ts of merchandise  ( f . o . b . ) va lue) . 
TRFR denotes  ne t unrequi ted t rans f er s .  

All variables i n  mill i ons o f  local currency uni t s ,  annual observa
t i on s  over p er iod indicated in current  price s .  Figures in 
parenthe ses und erneath regress i on coe f f ic ients are t-values 
( sign if icant a t  5% level f or 10 d . f .  if t > 1 . 8 1 ,  and f or 6 d . f .  
if  t > 1 . 94 ) . 

Author ' s  calculat ions . 
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almos t  al l of t he variat ion in impor t s  ( as shown by high R2 ) .  The 
s t atis tical terms was obtained by replacing the government 
expenditure variable wit h  unrequi t ed trans fers  - a reasonable 
approach in the circums t ances s ince t hese are mo stly o f f icial 
t rans fers in support of publ ic expenditure in Vanuatu . 

The regression coef ficients in Tab le 3 . 5  may be interpreted 
as total import propens i t ies . They capture not only the direct 
import re qui rements f or government expend iture and export s ,  but 
also t he impor t s  requi red f or indus t rial consumption and household 
consump tion t hat are ind irectly dependent on the government sector 
and export sector as exogenous source s of income-generat ing 
ac tivit y .  

For each o f  the five Paci fic  economies t he propens ity to 
import is very high and t he domes tic income mul t ip lier is 
correspond ingly very low . Theref ore , t he convent ional approach to 
us ing f is cal and monetary pol icy to counter domestic ins tability 
will be qui te inef fe ctive , and it is necessary to look for an 
al te rna tive ins trument of dome s t ic s t abi li z at ion . 

The domestic  s tabili zat ion measures likely to have the 
greatest ef fect are t hose which ope rate d irectly upon the incomes 
immediately af fected by export price f luctua t ions . For 
agricul tural export incomes , a sys tem of higher t axes in good 
yea rs combined wit h  lower taxes and subs idies in bad years has 
some times been sugge s ted but , s ince such a sys tem could give rise 
to substantial prob lems in budge tary management , it would be 
simpler to operate qui te separate price s tabilizat ion funds f or 
eac h export commod ity and keep t hese funds ent i rely out s ide t he 
government account s . A build up of levies in the funds during 
years of above-average prices would permi t price suppor t payment s 
to producers in years of lower than ave rage prices . 

The stabilizing ef fect  of suc h  fund s t hen depend s on two 
things : f i rs t , t he extent to which the levies and support payments 
actually dampen t he cycle of price fluctuat ions ( that is , t he rate 
of levy and bount y ,  and t he margin above and be low long-term 
average price at whic h  levies and bount ies cut in ) ; and second , 
the ext ent to which t he mone tary eff ects of accumulated balances 
can be ' s terilized ' . This was demons t rated by Davis ( 1 983 ) who 
observed , f or a sample of ten count ries receiving windf all gains 
f rom the 1 9 76-7 7 cof f e e  and cocoa price boom , t hat mos t  were able 
to res t ri ct the producer income windf all using d irect 
s tabilization mec hani sms , but als o  tha t t he failure to sterilize 
t he mone tary e f fects of high fund bal ances ( through increased 
gove rnment spending financed by fund balances )  cont ri buted to 
subs t ant ially increased impor ts . 
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Clearly , the succe ssful ope ration of commodity stabili zation 
funds presupposes a f irm commi tment on the part of growe rs to 
exercise re s t raint in good years in order to enj oy t he cush}on 
against  bad year s , .and supplementary mechanisms are requi red to 
prevent government s f rom expand ing absorption financed by such 
funds , There may also be ins t i tut ional cons t raints on their 
success . For example , ind ividual sugar farme rs in Fij i would be 
unders tandably reluctant to cont ribute levies if insecuri ty of 
land tenure t hreat ened to prevent them from receiving bount y 
support in t he future . 

Some guidance on t he es tablishment of commodity s t abili zat ion 
funds may be drawn f rom the experi ence of Papua New Guinea ( PNG ) 
whi c h  has operated such fund s since 1 9 7 6  for its t hree maj or cas h 
crops , cof f ee , cocoa and copra , and s ince 1 9 84 for palm oil . 
The se export crops are produced in PNG ei t her on alienated land 
( in t he case of p l antat ions and smallholder res ett lement b locks ) 
or on cus tomary held land ( in t he case of village growers ) .  The 
funds have been accepted by growers , and have been success ful in 
moderat ing income f luctuat ions ( t houg h no t totally eliminating 
t hem ) . Approximat ely two-thirds of t he funds'  balances are held 
in cent ral bank securi ties wi t h  one -t hird in commercial bank 
depo s i t s . They are adminis tered by indus t ry boards repres enting 
t he growers and t he government has no claim on t hem . 

Exp lorat ion f or minerals , includ ing oil and gas , is being 
undertaken in some of the Paci fic  is lands , and there is a 
pos sibility t hat wide f luctuati ons in mine ral export receipts will 
in futur� add a fur t her dimens ion to exte rnal ins tabili t y .  The 
main ' incomes '  which will f luc tuate wi th mine ral expo rt earnings 
are t he prof i t s  of t he mining companies and gove rnment revenues 
f rom t axes ( and pe rhaps dividends if government takes a minority 
s hareholding ) .  As regards company profit s ,  it is usually t he case 
t hat retained earnings of mining companies are used f or working 
capital which  tend s no t to vary much from year to year , and 
d ividend s (whi ch do f luctua te widely)  are d is tri buted to 
s hare holde rs who are all foreign resident s ( unles s  the hos t  
gove rnment has some equit y )  • .  Thus the extent t o  which ins tability 
in mine ral export receipts is transmit ted to the domestic economy 
depends only upon gove rnment spending deci s ions . 

The direct stabili zat ion mechani sm requi red in t his case is 
simply a procedure to ensure that pu blic spend ing out of mineral 
revenues each year accords wit h  the annual average of expected 
receipts over an es tima ted mineral price cycle . The Mineral 
Resource s Stabilizat ion Fund has per formed t his func tion for the 
PNG budget s ince 1 9 7 5 , ensur ing that exte rnal payments surpluses 
as sociated wi th except ionally high met al prices have t heir impact 
on domes t ic abs orp t ion largely s terilized ( Garnaut and Baxter 
l gaJ ) . 



85 

If t he task of s t abilizing domestic  income and expenditure is 
largely e f f e c ted by di rect measures such as t hose des cribed ( or 
closely related measures ) what then is t he role of t he tradit ional 
demand management tool s , fis cal and mone t ary pol icy? The limi t ed 
scope for t hese ins t rument s  to o f f s e t  domes tic  ins tability , 
b ecause of the rapid leakage of expend i ture into imports , has 
already been noted . The corollary of this observat ion is t hat 
aggregate expendi ture policies wi ll have a s t rong impact on t he 
balance of payment s through t he der ived demand for import s . 

Consider first  the role of mone t ary pol icy . In an economy 
driven by export earnings , wi t h  subs t ant ial foreign ownership in 
t he organi zed bus ine ss sector , and wi th probably very modest 
savings by wage-earners and small holder farmers , t here is a s t rong 
tendency towards an ' automatic' b alance in private s e ctor external 
payment s ,  as long as private sector expend itu re is no t funded by 
domes tic credit c reation . This is because the bulk of private 
inves tment expenditure wi ll be funded f rom f oreign capital 
inf lows , or f rom retained earnings which would ot herwise f low 
abroad as dividend s . Thus foreign exchange out f l ows for impbrted 
capital goods tend to be balanced by add i tional inf lows or f o reign 
exc hange re tentions . Imports for current consumption depend on 
cur rent income , which in turn is almost wholly supported by 
expor ts  ( or tourism , or private remi ttances f rom ab road ) .  If 
private sec tor dome s tic credit creati on is a t temp t ed , the 
consequent decline in t he foreign res erve as s e t s  of t he banking 
sys tem wi ll act quickly to reverse the monetary effects of the 
init ial cred it  expa ns ion , res toring balance but with a lower level 
of re s erves . As l ong as the bal ances of s t ab i l i z at ion fund s  are 
sterili zed in the cent ral bank , or appro priately monitored through 
cent ral b ank lend ing d i re ctives to comme rcial b anks , t heir 
existence make s no difference to this tendency , only to the timing 
of outf lows . 

The tendency towards private sector exte rnal payment s  balance 
in t he Paci f ic e conomies will d iminish as t heir monetary sys tems 
diversify . Growing national ly-owned inves tment , increased private 
saving , and the development of local capital markets will all 
weaken t he st raightforward link be tween t he money supply and the 
bal ance of payments . This has already occurred to a considerable 
extent in Fij i but les s so in t he other economies . 

Nevertheless , the re will s t i ll be s cope f or t he use of 
monetary pol icy to regulate t he private sector ' s  impact on 
exte rnal payments . One can assume ei t her t hat the private 
sect o r ' s  exte rnal payments tend to balance over the med ium term ,  
o r  al ternatively that mone t ary pol icy ensures that they do . In 
e i t he r  case , t he role of mone tary pol icy is to ensure t hat t he 
medium-term rate of expansion of domes t ic credit to t he p rivate 
sector does no t increase to the extent t hat f oreign rese rves 
decline i rrevocably .  This is likely to mean t hat the banking 
system wi ll be requi red to maintain a rat he r  high level of 
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liquidity in years of hig h  export prices in order to ensure a 
cont inuing s t able f low of private s ector credit in years when 
expo rt prices are depre s s ed . 

Turning now to fiscal pol icy , wide fluctuat ions in government 
expend i ture are to be avoided f or reas ons al ready discussed . The 
pref erred al ternat ive is to set  a maximum sus tainable t rend in 
real government expend i ture on goods and services , subj ect to the 
average level of res ources available over the whole export 
commod ity price cycle . In t his way , real public expend iture can 
per f orm i t s  ' leading rol e '  in t he att ainment of maj or development 
obj ect ives , reducing unce rtainty in publ ic expend i ture pl anning , 
and as s i s t ing wit h  private sector expectat ions of more stable 
growth of demand . 

What does  t hi s imply for t he balance of payment s ?  On the 
receipts s ide of the budget , internal revenue represents a 
diversion of po tential private sector spend ing which would 
o therwi se f low largely to imports . The excess of government 
spending over inte rnal revenue is t hus the principal determinant 
of the bal ance of payments . If t he ove rall budget deficit is 
f inanced by foreign bo rrowing , foreign aid , or borrowing f rom t he 
non-bank private sector , there will be count erpart f o reign 
exc hange inf lows or private sector spend ing reductions to offset  
t he add i t i onal di rect and indi rect import demand and repatriation 
of pro f i t s  by f oreign companies engaged on government contracts . 
On the o t her hand , increased borrowing f rom the banking sys tem is 
very likely to result in a decl ine in fore ign exc hange re serves . 

Maintenance o f  a s teady t rend in real pu blic spend ing through 
t he commodity price cycle implies a fluctuat ing budge t def icit to 
the ext ent t hat revenues cont inue to f luctuate de spite t he 
operat ion of stabi l i zat ion s chemes . Mo reover ,  maint aining such a 
t rend implies t hat short-term swings in the balance of payments 
current account wi ll be exacerbated , since expenditure growth ( and 
hence , imports ) will be maintained when export receipts and 
inte rnal revenue are cyclically low , and expend i ture wi ll be 
res trained on its  med ium-term tr end when export receipts and 
inte rnal revenue are cyclically hig h .  Thus it is the medium-term 
or ' average ' budget de f icit t hat is important in determining t he 
average level of rese rves over time , no t the absolute level of t he 
de f icit in any one year . 

In essence , t his argument amounts to the fami liar proposition 
that , in a small o pen economy with no cont rol over t he level of 
expo rt earnings or foreign capi tal inf lows , t he balance of 
payments is t he main cons traint on development prog rams s ince it 
i s  t he overwhelming cons t raint on t he rate of expans ion of real 
public spend ing . In the present context , this has impor tant 
implicat ions for t he conduct of fis cal pol icy . It is suggested 
that the correct procedure f or economic manag�ment over t he export 
commod ity price cycle is to regard obse rvance of t he balance of 
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payment s cons t raint a s  a med ium-term targe t , and f i s cal policy as 
t he ins trument wit h  whi ch to achieve it . 

This principle mus t  be trans lated into ope rational guidel ines 
f or t he conduct of fis cal policy. Specif ically , it is nece ssary 
to develop the concept of a ' sus t ainable budget def ici t '  as a norm 
against which to j udge whe ther annual budget outcomes a re leading 
the economy along a pat h  which observes or violates t he 
medium-term bal ance of payments constraint . Mo reover , such 
j udgments canno t be made in isolation f rom t hose on al ternative 
means of deficit  f i nancing . The next section out lines how such 
guidelines may be formal i zed . 

4 Guidel ines f or a su� tainable fis cal pol icy 

The def ini t ion of a sus tainable budget def i c i t  as one which 
would pre serve med ium-term equilibrium in the balance of payments 
has t hree component s . Fi rs t , an asses sment of sus tainable 
internal revenue mus t  be made , bas ed on t rend s  in the f ac to rs 
whi c h  de termine int ernal revenue growt h ( t hat is , abs t racting f rom 
short-term revenue f luctuations ) .  Second , an as sessment of 
sust ainable budget expenditure mus t  be made , as a level o f  
expend i ture t hat can b e  maintained i n  relat ion to sus tainable 
inte rnal revenue . Third , an asses sment mus t  be made of 
al ternative means of financing t he budget deficit  in a way which 
prese rves pe rmanent balance of payment s equi librium ,  in the sense 
t hat the economy does not expe rience cumul ative deterio rat ion in 
t he level of foreign exchange res erves or cumulat ive increase in 
the burden of f oreign debt as a consequence o f  the c ho sen means of 
def icit financing . These t hree components are cons idered in turn . 

Taxat ion revenue is larger than non-tax revenue in each o f  
t he five Pacific economies ( Table 3 . 2 ) .  Ins tabi lity in taxat ion 
revenue occurs mainly because of f luctuations in t he domes tic 
income and expend iture tax bases ( al though changes in tax rates 
are also impo rtant ) ,  and , in turn , f luctuations in the tax bases 
are caused by f luctuations in t he receipts side o f  t he balance of 
palfments , t hat is , ins t abil ity in exports , unrequit ed t rans f ers 
and tourism. 

Econome t ri c  inves tigat ion of the relat ionship between 
taxation revenue and maj or current account cred i ts yielded very 
satis factory resul t s  in support of t hi s  hypothes is . The resul t s  
are l i s t ed i n  Tab le 3 . 6 . For Fij i ,  exporis f ree o n  board ( f . o . b . ) 
and touri s t  credi t s  are t he two explanatory variables . For 
Solomon Is land s , Tonga , Wes t e rn Samoa and Vanuatu , exports  f . o . b .  
and ne t unrequi ted t ransfers are t he two explanatory variables . 
The amount of variation in taxation revenue that can be explained 
in thi s way was 98 per cent for Fij i and Western Samoa , 93 per 
cent f or Solomon Is land s , 87 per cent for Tonga and 62 per cent 
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for Vanuatu ( the weaker result in t he lat ter cas e being large ly 
due to t he s horter t ime s eries of avai lable data ) . 

In each case t here is a pos i t ive and statist ically 
s igni f i cant effect  of exports on taxat ion revenue , implying t hat 
taxation revenue wil l  be boos ted when exports  are cycl ically high , 
and depre s s ed when exports are cyclically low . The export effect 
will be s t ronges t  in Solomon Is land s  whe re t he tax multiplier of  
expo rts is hig h  ( 0 . 49 from Table 3 . 6 ) and where exports account 
for a hig h  propor tion of domestic  out put ( 44 per cent of GDP , from 
Table 3 . 1 ) .  The export effect  wi ll be less s t rong in Fij i where 
bot h  t he tax mul t i p lier of exports and t he s hare of exports in GDP 
are half t he levels ob served in Solomon Is lands . 

Tab l e  3 . 6  Taxation revenue regression results  

Coun try Regression result 

Fij i ( 19 7 1  to  1983 ) TAX = -16 . 4  + 0 . 24XFOB + l . 1 2TOUR iF = . 98 0  
( -2 . 5 ) ( 2 .  7 )  ( 7 . 3 )  D .W . = 2 . 200 

Solomons I s lands ( 1 97 1 to  
198 3 )  TAX = 3 . 8 + 0 . 49XFOB - 0 . 7 6TRFR R.2 = . 927  

( 2 .  0)  ( 11 .  3 )  ( -3 . 4 ) D .W .  =2 . 03 0  

Tonga ( 19 7 3  to 1 98 3 )  TAX = -0 . 8  + 0 .  5 3XFOB + 0 . 44TRFR R:2 = . 8 7 2  

Western 
1 983 ) 

Vanuatu 

Notes : 

S ou rce : 

( -0 . 6 ) ( 2 . 2 ) ( 6 . 9 ) D .W .  

Samoa ( 19 7 2  t o  
TAX = 4 . 6  + 0 . 36XFOB + 0 . 6 1TRFR R.2 

( 7  . 8 )  ( 3  . 6 )  ( 9 . 0)  D . W .  

( 1 9 7 6  t o  1984 ) TAX = -649 + 0.  27XFOB + 0 . 3 3TRFR iF 
( - 1 . 4 )  ( 2 . 4 )  ( 2 . 3 ) D .W .  

TAX denotes  aggrega t e  taxat ion revenue . 
XFOB deno tes t otal exports  of merchandise ( f . o . b . value ) . 
TOUR denotes t ouri s t  expendi ture and fares . 

= 2 . 15 0  

= . 988  
= l . 180  

= . 62 1  
=l . 140  

TRFR deno te s  net  unrequited transfers  (private trans fers only f or 
Western Samoa) . 

Al l variables in mi l li ons of local c urrency uni ts , annual observa
t ions over p er iod indicat ed in current prices . Figures in 
parentheses underneat h  regression coe f f ic ients ar e t-values 
( significant a t  5%  l evel  f or 1 0  d . f .  i f  t > 1 . 8 1 , and f or 6 d . f .  i f  
t > 1 .  94 ) . 

Aut hor ' s  calculations . 
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The es timat ed tax mult iplier of touri sm in Fij i is very high 
at 1 . 1 2 ( al though in s t at i s t i cal terms not  s ignif icant ly different 
f rom 1 . 0 ) and dominates t he effect of exports  on tax revenue 
de s pi te t he fact t ha t  tourism provides l i t t le more t han half of 
t he foreign exchange credi t s  that exports do . Fortunately for 
Fij i ,  the cycli cal f luctuations in tourist cred i ts are not as 
volat ile as t hose  for export s .  

For Tonga , Wes t ern Samoa and Vanuatu , the regres s ion 
coe f ficients on net unrequi ted t rans fers are all pos i tive and 
stat i s t i cally signi f icant ( especially so in Tonga and Wes tern 
Samoa ) ,  ind i cating t hat increases ( decreases ) in t rans f ers will 
cause as sociated increases ( decreases ) in tax revenue . Since 
unrequi ted t ransfers to t hese economies are very high , 
dis turbances in t he flow of t rans f ers will impose cons iderable 
ins t ability on t heir tax revenues . 

For Solomon Island s , t he coe f f icient on ne t unrequi ted 
t rans fe rs is negative and signif icant , ind icat ing that when 
trans fers go up taxation revenue tend s to go down . This may be 
due to t he def lat ing e ff ect of expat riate worker remit tances , 
although empi rically it is no t incons i s tent wi th a more j aund iced 
view of t he impact of f oreign aid on aggregate dome s t ic savings . 
The effect  is relatively smal l in relat ion to that coming through 
exports , as net unrequi ted t rans fers to Solomon Is lands provide 
onl y one-f i f t h  of the amount of foreign exchange credits  t ha t  
exports do . 

The obse rved relat ions hips in Table 3 . 6 determining taxat ion 
revenue then lead to the concept of a level of t axation revenue 
which mig ht be sus tainable wi th res pect to t he med ium-term t rend 
in exp ort receipts , touri st  receipts , and net unrequi ted 
t rans fe rs . Spec i f i cally , sus t ainable taxation revenue is t ha t  
level whi ch would b e  ob t ained i f  the expl anatory variables in 
Table 3 . 6 did not deviate from their respect ive t rend s . 

This can be cal culated for an histori cal se ries simply by 
f i t t i ng an exponential growth trend through t he res pect ive time 
se ries of exports , tourist credits  and t ransf ers , and t hen 
substi tut ing t he given trend values appropriately int o  t he 
es tima ted taxat ion revenue equations f rom Table 3 . 6 . For t he 
purpose s  of budget planning it would of course be neces sary to 
f orecast each of t hese explanatory variables , and in so doing f orm 
a j udgment about whe t her future trend s  will differ from pas t  
t rends . T he met hod i s  appl ied in t his chapter t o  histor ical data 
only in order to convey the es sential concepts : its extens ion int o 
a forecas ting context is reasonably s t raightf orward . 
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Non-tax revenue items do not res pond sys temat ically to 
d i s turbances in expor ts , t ourism or t rans fers ( e . g .  busine s s  
licence s , prof i t s  o f  s tatutory autho r i t ies , compulsory f e e s  and 
f ines ) .  As s hown in Table 3 . 2  they are a not unimportant 
proportion of total inte rnal revenue for the Pacific economies , 
al t hough not as large as t axation revenue . For pres ent purposes , 
an exponential time trend was fit ted to the avai lable time series 
of non-tax revenue for each country . The f it t ed t rend values of 
non-tax revenue were then added to sustainable taxat ion revenue to 
obtain an e s t imate of total sust ainable internal revenue . 

Next we consider t he expenditure s ide of the budget no rm . 
The sustainable level of budget expend iture mus t  be de termined in 
re lat ion t o  sus tainable inte rnal revenue . It is no t independent 
of the means by which the excess of budget expend i ture over 
revenue is to be financed , but we return to that shortly . 

The app roach t o  determining sustainable expendi ture is a 
variant , albeit a sub s t antial one , of a met hod suggested by 
Mansf ield ( 1 980)  who de termined inte rnal revenue solely in 
relation to export s , and who assumed t he absence of direct income 
s t a bilization measures and a s signed fis cal pol icy to t he dome s tic 
income s tabili zat ion obj ective . Mansf ield comput ed t he ratio of 
expend i ture to revenue in some base year in which the budget is 
j udged to be  neutral in its impact on dome s t i c  ac tivity . Such an 
impact would be approximated by a budget in which bor rowing f rom 
t he domestic  banking sys t em was very small and in which 
expend i ture was f inanced by internal revenue at about t rend level 
plus overseas borrowing . However ,  Mans f ield ' s  norm involves a 
cert ain degree of arbitrariness in the select ion of t he base year , 
and he is silent about how any balance of payment s  target mig ht be  
achieved . 

A more useful approach for present purposes is to relate the 
expend i ture side of t he budget norm to a longer pe riod of time 
t han one year . The procedure ado pt ed here was , first , to 
calculate the rat io of total budget outlays divided by inte rnal 
revenue for eac h of seven years ( t he seven years 1 9 7 7  to 1 983 we re 
used as the mos t  r ecent period f or which data on all f ive Pacific 
economies were readily avai lab le ) . Over a seven-year period , 
export commodi ty prices and tour ism receipts  are l ikely to have 
worked through at leas t one complete cycle , and disturb ances in 
t he f low of unrequi ted t rans f ers are l ikely to have been above 
t rend as often as below t rend . Then t he seven-year average of 
these r at ios was calculated . The resul ts  of these calcul at ions 
are shown in Table 3 . 7 .  
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Tab le 3 . 7  Annual ratios o f  total budge t  out la�s to internal revenue 

Fij i Solomon I s  Tonga w .  Samoa Vanua tu 

1977  1 . 304 1. 568  1 .  281  1 .  9 05 3 . 52 3  
1978  1 . 35 1  1 .  7 7 9  1 .  209 2 . 04 4  3 . 409  
1979  1 . 158  1 . 5 61 1 . 3 1 8  2 . 124 3 . 199 
198 0 1 . 02 3  1 . 64 0  1 .  2 64 2 . 1 04 3 . 019 
1 981 1 . 08 2  1 . 4 1 3  1 . 3 2 8  2 . 2 68 2 . 209 
1 98 2  1 . 184 1 . 4 04 1 .  280  2 . 05 3  1 . 68 3  
1 983  1 . 218  1 . 4 67  l . ll5  1 . 696 1 . 546  

Seven-year 
average of 
annual 
ra tios 1 . 18 9  1 . 54 7  1 . 25 6  2 . 02 8  2 . 65 5  

Source : Appendix 3 . A .  

Tab le 3 . 8  Months o f  import ( c . i . f . ) cover by  foreign exchange reserves 

Fij i Solomon I s  Tonga w .  Samoa a Vanuatu 

1 9 7 7  
197 8 
1979  
1980  
198 1 
1982  
1983 
1984 

5 . 5 
4 . 4  
3 . 6  
3 . 6  
2 . 6  
3 . 2  
3 . 0  
3 . 2  

6 . 2  
4 . 0  
2 . 8  
6 . 9  
8 . 0 

4 . 8  - 0 .  7 
5 . 7  - 2 . 4  
5 . 1  -4 . 4  
4 . 0  -5 . 7  
4 . 3  -3 . 4  

aNe t fore ign liab ilit ies  f or Western Samoa in p lace o f  f oreign exchange 
reserve s .  

Fore ign exchange reserves at end year 

3 . 9  
6 . 0  
7 . 6  

1 1 . 1  

Mon ths of impor t  cover Average monthly value of imports c . i . f . dur ing year 

Source : Appendix 3 . A .  

The average rat io o f  budget out lays t o  inte rnal revenue t hen 
has to be related to the ave rage level of impo rt cover aff orded by 
forei gn exc hange reserves . Avai lable es t imates of import cover 
f or t he five Pac i f ic economies are given in Table 3 . 8  but t he 
avai lable series are unf or tunately short for all except Fij i .  
Figure 3 . 1  gives a mo re detailed illus tration o f  movements in 
foreign exc hange res erves and import cover on a quarterly bas is 
for Fij i .  
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F igure 3 . 1  F ij i :  o f f icial fore ign exchange reserves ( as at end 
of quarter)  and impor t  cover by foreign exchange 
reserves 

F $m 140 

6 1 20 

5 1 00 

4 80 

3 60 

2 40 

20 

0+-'1-9�72.i...+�1�9-73"'"'"+-�1�97�4'-+-�1 9�7�5-+-�1 9�7�6--1�9�7�7 -+-'1-9�78.i...+�1�97-9��1�98�0.._�1 9�8�1-+-�1 9�8�2-1-'1�9-83 .......... �1-9-84----1-98_5 __ 0 

-- months of import cover ( left scale) 
-- end quarter foreign reserves F$m (right scale) 

Source : Autho r ' s  own calcula t ions . 

If the ave rage level of import cover af forded by fore i gn 
exc hange reserves had been satisf actory over ( say ) seven year s , 
then one could reas ona bly argue that the average rat io of budget 
out lays to internal revenue , ave raged over the same peri od , is a 
ratio which is sus t ainable with respect to the med ium-term balance 
of payments . Put another way , over a seven-year pe riod the 
ob se rved f luctuations in f oreign exchange reserves ( correspond ing 
broadly to f luctuat ions in exports , tourism and unrequi t ed 
transfers ) should tend to balance out around a sus tainable level 
of import cover , provided that mone tary pol icy is conduc ted in 
such a way that med ium-term balance in private sector external 
payments is  observed , and provided that t he government does not 
f inance its budget def i c i t  by large bor rowings f rom the dome s t i c  
banking system (which has no f oreign exchange counterpart ) .  

These condit ions have no t always been met in the five Paci f i c  
economies , and the average level of import cover might not have 
been sat i s factory as a direct consequence of this ( notably in 
We s te rn Samoa ) .  Mo reover , relat ing the average ratio of budget 
expend i ture divided by int ernal revenue to the average level of 
impo rt cover ( bo th calculated over the same seven-year hi s to rical 
period ) might not be immediately useful for future planning if the 
observed import cover seri es has f o llowed a s teady t rend , e i ther 
downward s ( as for Fij i ,  Fig . 3 . 1 )  o r  upwards ( as appears to have 
occurred recent ly in Vanuatu ) .  But this only means that the 



Table 3 . 9 Fij i :  sust a inab le l evels o f  internal revenue , budge t expendi ture 
and budget de f i c i t  ( c alendar year - mil lions o f  Fij i dollars) 

( 1 ) Trend exports 

1 9 7 7  1 9 7 8  1 9 7 9  1980  1981  1982  1983 

136 . 3  155 . 9  178 . 3  203 . 9  2 33 . 3  266 . 8  305 . 2  

( 2 )  Actual exports 150 . 9  1 5 1 . 8  202 . 6  2 7 8 . 8  240 . 8  236 . 4  2 2 1 . 5  

( 3 ) Trend tourist  credi ts 8 6 . 5  98 . 0  11 1 . 1 1 2 5 . 8  142 . 6  1 6 1 . 6  183 . 1  

( 4 )  Ac tual touri st cred its  88 . 7  9 6 . 9  1 1 6 . 1  122 . 7  139 . 2  162 . 6  165 . 2  
( 5 )  Sus tainab le tax revenue 1 1 2 . 9  1 3 0 . 4  150 . 4  1 7 2 . 9  1 98 . 7  2 28 . 0  2 6 1 . 2  
( 6 )  Trend non- tax revenue 22 . 9  2 7 . 0  3 1 . 9  37 . 7 4 4 . 5  5 2 . 5  6 2 . 0  

( 7 )  Sus tainab le in ternal  
revenue ( ( 5 )  + ( 6 ) ) 

( 8 ) Ac tual internal 
revenue 

( 9 )  Sus ta inab le budge t 
expend i ture 

( ( 7 )  x l . 189)  

( 1 0) Ac t ual budge t 
�enditure 

( 1 1) Sus tainab le budget 
def ici t ( ( 9 )  - ( 7 ) ) 

( 12)  Actual budge t de f i c i t  
( 10 ) - ( 8) 

135 . 8  1 5 7 . 4  182 . 3  2 10 . 6  24 3 . 2  280 . 5  3 2 3 . 2  

146 . 5  153 . 5  2 00 . 1  2 2 7 . 9  258 . 3  266 . 3  286 . 0  

161 . 5  187 . 1  2 16 . 8  2 50 . 4  289 . 2  33 3 . 5  384 . 3  

19 1 . 0  207 . 3  2 3 1 . 8  2 33 . 2  279 . 4  315 . 2  348 . 2  

25 . 7  2 9 . 7  34 . 5  

4 4 . 5  5 3 . 8  3 1 . 7  

39 . 8  4 6 . 0  5 3 . 0  6 1 . 1  

5 . 3  21 . 1  4 8 . 9  6 2 . 2  

9 3  

---------- - - - --------- ------------------

Source : Autho r ' s  c a l cu l at ion s . 

exi s tence of such trend s , and expectations about future t rend s , 
have to be taken into ac count when making future p lans ( as is t he 
case for any planning exercise ) ,  and does not af fect the bas ic 
principle behind these guidelines . 

Perhaps the bes t  interpretat ion of t he budget rat ios ( Table 
3 . 7 )  ave raged over an hi s tori cal period is that they provide a 
base f rom whi ch to j udge whe ther changes in the budget deficit  
will  make mat t ers b e t t er or worse than t hey have been , on  ave rage , 
in that hi s torical period . They will thus provide a bas is  for 
comment ing on past pol icy , but wi ll need to be modif ied f or use in 
forecas ting .  On thi s bas is  we may proceed t o  determine the 
sustainable level of gove rnment expend i ture • .  Specif icall y ,  
sustainable gove rnment expendi ture is f ound b y  mul t iplying 
sus tai nable int e rnal revenue , defined above , by t he ave rage budget 
ratio ( f rom Table 3 . 7 ) , averaged over seven years . 

The sus t ai nable budget def icit is t hen simply t he d i f f e rence 
between sus tainable government expend i ture and sustainable 
internal revenue . Since bo th the sust ainable expend i tu re and 
sus tainable revenue components have been def ined as being 
compa t ible wi th t he maintenance of a given ave rage level o f  
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reserves ( that is , over t he medium term ) , it  is clear that we 
s hould be able to ass ess t he cont ribut ion of an individual budget 
to t he pe rmanent balance of payment s outcome in terms of t he 
deviat ion of t he a ctual budget def icit f rom i ts sustainable level . 

The cal culat ion of t hese aggregates ove r  t he period 1 97 7-83 
are s hown f or Fij i ( Table 3 . 9 ) , Solomon Is land s  ( Table 3 . 1 0 ) , 
Tonga ( Table 3 . 1 1 ) ,  Wes t ern Samoa ( Table 3 . 1 2 ) , and Vanuatu ( Table 
3 . 1 3 ) . In each of t hese t ables , t he first  two lines s how t rend 
expor t s  and actual expor t s . The thi rd and fourth  lines s how t he 
t rend and ac tual values respectively of the o t her explanatory 
variable used in t he tax revenue regress ions in Table 3 . 6  ( that 
i s , tourist cred i ts f or Fij i ,  ne t t rans f ers f or the others ) .  The 
fif t h  line shows sus tainable taxation revenue , found by 
subs ti tut ing t rend values of the explanatory variabl es ( e�ports 
and touris ts  credi ts , or exports  and trans f ers ) int o t he 
estimating e quations f rom Table 3 . 6 .  The sixth line is t rend 
non-tax revenue and t he seventh is sus tainable total int ernal 
revenue . Actual inte rnal revenue is l i s ted on line 8 for 
comparison . Line 9 s hows sust ainable budg et expenditure found by 
mul t iplying sus t ainable total inte rnal revenue by t he seven-year 
ave rage ratio  of expendi ture to revenue for t he relevant economy 
( Table 3 . 7 ) .  Line 1 0  s hows actual budget expenditure . Lines 1 1  
and 1 2  s how , respectivel y ,  t he calculated sust ainable budget 
def icit and actual budget def icit . It would then be poss ible to 
separate t he difference between t he sus tainable and ac tual 
def i cits into two par ts : one being t he deviat ion of ac tual 
inte rnal revenue f rom sust ainable inte rnal revenue ; and t he o t her 
being t he deviation of actual expend iture f rom i ts sus tainable 
level . Separating t hese two part s  may be useful for ident i fying 
t he size and d i rect ion of instabi l ity originat ing on the receipts 
side of t he budget , and t he extent to whi ch expenditure decisions 
o f fs et or enhance t his ins tability.  

The d i f fe rence between t he actual deficit  and t he sus tainable 
def i cit  may t hen be taken as a measure of t he impact of fis cal 
pol icy on t he current account of t he balance of payments . Actual 
def icits which e xceed t he sust ainable level in any one year 
ind i cate t hat t he ne t absorption of resources by t he gove rnment in 
t hat year is greater t han that which can cont inue to be supported 
by the t rend in avai lable internal resources ove r the export 
cycle . This will result in a larger cur rent account balance of 
payment s def i c i t  t han if the sus tainable def i cit had been 
appropriated and , s ince the sus tainable defi cit is by cons truction 
compatible wi t h  a medium-term bal ance of payment s equi li brium ,  
cont inuing budget def icits i n  excess o f  this norm cannot be 
sustainable . 

Nevertheless , governments need no t feel obl iged to 
app ropriate f or their sus tainable def icit  in every year . The 
actual def icit  may exceed or fall short  of t he norm depending upon 
t he overall balance of  payments po s i tion and the cho sen means of 



Table 3 . 10 Solomon I s l ands : sustainab le level s  of internal revenue , budget 
expenditure and budget def icit  (calendar year - mil l ions o f  
Solomon I s  dollars ) 

( 1 ) Trend exports 

(2)  Ac tua l  expor ts 

( 3 ) Trend ne t unrequi ted 
transfers 

(4)  Ac tual net unrequited 
transfers 

1 9 7 7  1 9 7 8  1979  1980 1981 1982  1983 

26 . 1  3 1 . 8  38 . 7  4 7 . 2  5 7 . 4  7 0 . 0 85 . 2  

29 . 6  30 . 6  5 9 . 3  60 . 8  5 7 . 6  5 6 . 6  7 1 . 2  

9 . 4  10 . 2  11 . 1  1 2 . 0  1 3 . 0  14 . 2  15 . 4  

11 . 7  1 6 . 8  17 . 2  1 6 . 5  10 . 2  6 . 7  14 . 1  

( 5 )  Sus tainab le tax revenue 9 . 5  1 1 . 7  14 . 4  17 . 9  

( 6 ) Trend non- tax revenue 6 . 0  6 . 6  7 . 3  8 . 1  

( 7 )  Sustainab le in ternal 

2 2 . 1  2 7 . 4  34 . 0  

9 . 0  10 . 0  1 1 . 1  

revenue ( (5 )  + ( 6) )  15 . 5  1 8 . 3  2 1 . 7  2 6 . 0  3 1 . 1  37 . 4  4 5 . 1  

( 8 ) Actual internal revenue 13 . 9  1 7 . 2  2 3 . 9  27 . 5  3 6 . 1  39 . 4  40 . 5  

( 9 ) Sustainab le budge t 
expenditure ( ( 7 ) x l . 54 7 ) 24 . 0  28 . 3  33 . 6  4 0 . 2 4 8 . 1  5 7 . 9  69 . 8  

( 10) Actual budge t 
expendi ture 

( 11)  Sus tainab le budget 
de f i c i t  ( ( 9 ) - ( 7 ) )  

( 12 )  Ac tual budget def i c i t  
( ( 10) - ( 8 ) ) 

Source : Author ' s  calculations . 

2 1 . 8  30 . 6  3 7 . 3  4 5 . 1  5 1 . 0  5 5 . 3  5 9 . 4  

8 . 5 lD . O  11 . 9  14 . 2  17 . 0  20 . 5  24 . 7  

7 . 9  13 . 4  1 3 . 4  1 7 . 6  14 . 9  15 . 9  18 . 9  

95  

def icit financing . If a gove rnment were to appropriate for a 
budget def icit in excess of the norm , and if t he main source of 
def i cit  financing was borrowing f rom the domestic  banking sys t em 
which has no foreign exchange earning counterpar t , then t he 
overall balance of payments pos i t ion would det e riorate rapidly and 
irrevocably ( ceteris pari bus ) ,  the extent of t he foreign exc hange 
loss being approximately equal to t he excess of the actual budget 
de ficit over t he norm . The limitations to t he continuing pursuit 
of such a s t rategy are o bvious enough , but what can be s aid in t he 
context of overseas sources of finance ? 

Foreign grants and loans provide counterpart f o reign exchange 
to mee t  the direct and ind i rect imports  as sociated wit h  a given 
budget deficit . Two i s sues are important he re . The f i rst is t he 
extent to which some of these count ries are concerned with their 
dependence on foreign grant s . The second is t heir concern wi th 
escalat ing foreign deb t  service obl igat ions on overseas loans . 

Because f o reign grants are unrequited t ransf ers which do not 
af fect  the balance of payment s impact of a given budget def i ci t , 
there is a st rong case for including them ' be low the l ine ' in the 
es t imat ion of t he sus t ainable budget def i ci t . If , in addit ion to 
t he overall macroe conomic role of f i s cal pol icy as discus sed so 
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Tab le 3 . 1 1 Tonga : sustainable  l evel s  o f  internal revenue , budge t  expenditure 
and budget de f ic i t  ( f i scal year ending June - mill ions of  Tongan 
dollars) 

19 7 7  19 7 8  1 9 7 9  1 9 8 0  1 9 8 1  1 9 8 2  1 9 8 3  

( 1 ) Trend exports 4 . 9  5 . 2  5 . 5  5 . 8  6 . 2  6 . 6  7 . 0  

( 2 ) Ac tual exEorts 6 . 4  5 . 1  7 . 0 7 . 2  7 . 5  4 . 3  6 . 5  

( 3 ) Trend net unrequited  
transfers 6 . 3  7 .  7 9 . 3  1 1 . 3 1 3 . 7 1 6 . 7  2 0 . 2  

( 4 ) Ac tua l  ne t unregu i ted  
transfers 6 . 4  7 . 2  8 . 9  10 . 6  1 3 . 5  2 2 . 6  15 . 5  

( 5 )  Sustainab le  tax revenue 4 . 6  5 . 4  6 . 3  7 . 3  8 . 6  1 0 . 1 1 1 . 9 

( 6 ) Trend non- tax revenue 2 . 1  2 . 4  2 . 9  3 . 4  4 . 0  4 : 1  5 . 5  

( 7 ) Susta inab l e  internal 
revenue ( ( 5 )  + ( 6 ) ) 6 . 7  7 . 8  9 . 2  10 . 7  1 2 . 6  1 4 . 8  1 7 . 4  

( 8 ) Ac tual internal revenue 6 . 4  8 . 6  8 . 8 10 . 6  1 2 . 5  15 . 7  1 8 . 3  

( 9 )  S us tainab le budget  
expendi ture ( ( 7 ) x l . 2 5 6 )  8 . 4  9 . 8  1 1 .  6 1 3 . 4  1 5 . 8  1 8 . 6  2 1 . 8  

( 1 0) Ac tual budge t  exEendi ture 8 . 2 10 . 4  1 1 .  6 1 3 . 4  1 6 . 6  2 0 . 1  2 0 . 4  

( 1 1 ) Sustainab le  budget 
defic i t  ( ( 9 )  - ( 7 ) )  1 .  7 2 . 0 2 . 4  2 . 7  3 . 2  3 . 8  4 . 4  

( 1 2 )  Ac tual budge t d e f ici� 
( ( 1 0 ) - ( 8 ) ) 1 .  8 1 . 9  2 . 8  2 . 8  4 . 1  4 . 4  2 . 1  

S ou rce : Au thor ' s  calcu lations . 

far , a count ry was concerned to reduce its dependence on foreign 
grants , it must  re cognize that the rate at which t his can be 
ac hieved depends on the rate of growth of inte rnal revenue , whi ch 
in turn depends on the rate of growth of expo rts . Thus it would 
be appropriate to base sust ainable expenditure calculat ions not 
j us t  upon sustainable int ernal revenue but al so upon sust ainable 
( des i rable ) f lows of grant aid . 

Over an hi s t orical period this could be simply evaluat ed by 
f i t ting a t rend through a time ser ies of grant aid f lows and 
recalculating sus t ainable expend iture accordingly . Thi s has not 
been done in this chapt er because of the d i f f iculty in obtaining 
cons i s tent time se ries of grant aid f lows for each count r y .  I n  a 
forecast ing context it would of course be neces sary to take into 
cons ideration the ant i cipated ( s lower ) rate of growth o f  fore ign 
grants , whi ch would , one hopes , be related to export growth 
potent·ial , e i t he r  direc tly through its ef fect on inte rnal revenue 
prospects , or ind i rectly through its ef fect on debt servicing 
capaci ty to which we now turn . 

Ove r time it is reas onable to as sume that the potential for 
net f o reign borrowing by t hese gove rnments f or general budgetary 
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Tab le 3 . 1 2 Western S amoa : sust ainable l evel s  o f  internal revenue , budget 
expenditure  and  budget def i c i t  ( calendar year - millions of  tala) 

( 1) Trend exports 

( 2 )  Ac tual exports 

( 3 ) Trend net  p r ivate 
transfers 

(4)  Actual net private 

19 7 7  

8 . 3  

11 . 6 

4 . 9 

trans fers 4 . 6  

( 5 )  Sustainab le tax r evenue 10 . 6  

( 6 ) Trend non- tax revenue 3 . 3  

( 7 )  Sustainab le in ternal 

19 7 8  1979  1980  1981  1982  1983 

9 . 8 1 1 . 6  1 3 . 7  

8 . 2  15 . 0  16 . 2  

6 . 8  

8 . 9  

1 2 . 3  

3 . 6  

9 . 4 1 3 . 1  

11 . 0 1 7 . 2 

1 4 . 5 1 7 . 5  

3 . 9  4 . 2  

16 . 1  19 . 0  2 2 . 5  

1 1 . 6 15 . 8  2 7 . 5  

18 . 1  2 5 . 1  

19 . 3  2 2 . 6  

2 1 . 4  2 6 .  7 

4 . 5  4 . 9 

34 . 7  

31 . 5  

3 3 . 9  

5 . 3  

revenue ( ( 5 )  + ( 6) )  13 . 9  15 . 9  18 . 4  2 1 . 7  2 5 . 9  3 1 . 6  39 . 2  

( 8 ) Ac tual interna l revenue 14 . 8  18 . 2  2 1 . 0  24 . 9  24 . 3  28 . 3  4 1 . 1  

( 9) Sustainab le budge t 
expendit ure 
( ( 7 ) x 2 . 02 8)  2 8 . 2  3 2 . 2  3 7 . 3  4 4 . 0  5 2 . 5  64 . 1  79 . 5  

( 10) Actual budge t  
expend iture 28 . 2  3 7 . 2  44 . 6  5 2 . 4  55 . 1  5 8 . 1  69 . 7  

( 11)  Sustainab le budge t  
de f ic i t  ( ( 9 )  - ( 7 ) )  14 . 3  16 . 3  18 . 9  2 2 . 3  2 6 . 6  32 . 5  40 . 3  

( 12)  Actual budge t de f i c i t  
( ( 1 0) - ( 8) )  1 3 . 4  19 . 0  2 3 . 6  2 7 . 5  30 . 8  29 . 8  2 8 . 6  

S ource : Au thor ' s  calcula t ions . 

purposes ( t hat is , t heir cred i twort hines s )  will be pos itively 
correlated with exports - as export earning potent ial increases , 
so wi ll borrowing capaci ty .  The percept ion by foreign banks o f  a 
country ' s  creditwor t hiness wi ll of course be af fe cted by ex ante 
trend s  in export potent ial whereas what we have been discuss ing so 
f ar is only in terms of ex post trend s , and t he two need not 
necessarily be the same . To t he extent t hat  ex post and ex ante 
t rends in export earnings do dif fer , t he budget impact norm would 
need to be mod ified if it were used in forecas t ing . 

In any case , not only does the trend in exports largely 
determine the sus tainable internal revenue t rend , it also 
determine s t he extent to which government s have acces s  to foreign 
comme rcial borrowing as a source of res idual budget f i nance . 
Because of t he recent ent ry of these governments in foreign 
capi tal markets it is not yet possible to test  t his propo s i tion 
statistically , but , if  it is accepted , i t  indi cates an alternat ive 
type of cons t raint on the abi l i ty of a country to cont inue to run 
budget def i cits in exces s  of the sus tainable def i ci t . 

The budget norm t hus repres ents an at tempt to quant i fy 
variations in t he budget def icit in a way t hat is meaningful in 
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T ab le 3 . 13 Vanuatu :  sustainable levels of internal revenue 2 budget exEenditure and budget deficit 
(calendar year - millions of vatu) 

1 9 7 7  19 7 8  19 7 9  1980 1981 1982 1983 

( 1 ) Trend exports 2 3 1 7  244 9 2590 2 7 3 8  2894 3060 3 2 35 

( 2 ) Ac tual exEorts 2 9 14 3082 3 2 4 0  2449 2832 2 2 0 1  2 94 0  

( 3 ) Trend net unrequited transfers 24 7_6 2 6 2 2  2 7 7 7  2 9 4 1  3 1 1 5  3 2 9 9  3 4 9 4  

( 4 )  Ac tual net unregui ted transfers 2 2 7 2  2 4 7 4  2 7 1 1  3455 4 002 3 2 4 1  3000 ( p )  

( 5 )  Sustainable tax revenue 7 8 9  8 7 2  9 6 1  1055 1154 1 2 3 6  1 3 7 0  

( 6 )  Trend non-tax revenue 205 2 3 3  2 6 5  3 0 1  3 4 3  390 443 

( 7 ) Sus tainab le internal revenue ( ( 5 )  + ( 6 ) ) 994 1 105 1 2 2 6  1 3 5 6  14 9 7  1 6 2 6  1813 

( 8 ) Ac tual in ternal revenue 9 3 3  104 3 1 2 8 7  1191 1472 1729 2006 

( 9 ) Sustainab le budge t expenditure 
( ( 7 ) x 2 . 6 5 5 )  2 6 39 2934 3 2 5 5  3 6 0 0  3 9 7 4  4 3 1 7  4 8 1 3  

( 10) Ac tual budget exEenditur e  3 2 8 7  3 5 5 6  4 1 1 7  3595 32 5 2 ( p )  2 9 09 3 102 

( 1 1 )  Sustainable budget de ficit ( ( 9 )  - ( 7 ) ) 1645 1829 2029 2 244 2 4 7 7  2 6 9 1  3000 

( 1 2 )  Ac tual budge t deficit ( ( 10) - ( 8) )  2 3 5 4  2 5 1 3  2 8 30 2404 1 7 80 (p)  1 18 0  109 6  

( p )  Preliminary 

Source : Author ' s  calculations . 
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the cont ext of a med ium-term sust ainable balance of payme nts . It 
does no t expli c i t ly take account of dif ferent met hods o f  f inancing 
t he budget defi cit , and yet i t  appears to retain i t s  relevance f or 
balance of payment s management under d i f ferent financing 
assumpt ions . 

5 Conclus ions 

It has been argued in this chapter that mac roeconomic policy 
responses to s hort-term ins tabi l i ty emanat ing t hrough f luctuat ions 
in foreign exchange rece ipts on current account should be 
f ormulated in t he context of a med ium-term view of prospects and 
performance . The purpose of this was to provide a bas i s  upon 
which s tabilization policy can support progress t owards ultimat e  
development obj ect ives wi thin cons t raints set b y  the need to 
preserve medium-term balance of payments equilibrium . 

Expor t  commodi t y  price s tabi li zation fund s were sugges t ed as 
the mos t  effective mechanism to moderate f luctuations in export 
incomes directly , and ind i rectly the reby to reduce the associated 
f luc tuations in dome s t ic income and expend iture whi ch ,  in t he 
absence o f  direct s tabi l i zat ion mechanisms , hold t he potential to 
upset both private s ector and public sector inves tment p lans . 
Alt hough tQe d i f f i culties  in making such funds work in t he des i red 
manner are not igno red , they are not t reated in very much detail 
in this chapter because room was needed for  a more comprehensive 
analysis of fis cal policy opti ons . 

Special attention was paid to f i s cal policy in recognit ion of 
t he large size of t he government sector and its lead i ng role in 
development planning in all f ive of t he Pac i f i c  economies s tudied . 
It was s hown that f is cal pol icy is ineffective f or dome s ti c  
s tabi l i zat ion but has a s t rong and d i rect  effect o n  the balance o f  
payment s .  A p racti cal method f or assess ing t he impact of annual 
budge t  def i c i t s  on medium-term balance of payment s equi librium 
was out lined . Adherence to t he f i s cal principles advocated in 
t his  met hod would provide signif icant benef i t s  in two import ant 
respects . First , it contains guidelines f or s e t t ing a s table and 
sus tainable rate of growth of aggregate government expend i ture . 
Thi s would provide a sound basis  upon whic h  expendi ture planning 
for development can pro ceed with enhanced conf idence . Se cond , it 
would ensure that t he conduct of fis cal pol icy will promote the 
maintenance of a sound balance of payments and , in combination 
wit h  o t he r  policies , hel p  to avoid t he t rap of pe rmanent 
disequilibrium in t he balance of payments .  This as sessment of t he 
met hod ' s  bene f i ts remained valid under a wide range of sources o f  
f inance for t he budget def icit . However , t he s ho rt-term 
implicat ions for financing t he balance of payment s  def ic i t  mus t  
s t ill b e  addre ssed . 
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An attempt to use fis cal policy to off set wide f luctuat ions 
in current account receipts is to be avoided , partly be cause of 
t he adverse e f f e c t s  of  widely f luctuat ing government expenditure 
on unce rt ainty for private and pu blic sector inve stment plans , but 
especially because it would exace rbat e  short -term f luctuat ions in 
the current account of the balance of payments . For example , a 
boom in export receipts will  cause taxation revenue to increase , 
t hereby tend ing to res t rain import demands and bui ld up a surplus 
of fore ign exchange . Res t raint of gove rnment expenditure - in an 
at tempt to mode rate t he level of dome s tic activity would further 
res t rain imports and exacerbate the surlus . By the same token , an 
at tempt to s pend t he way out of a re ce s s ion caused by depressed 
export sector incomes will result in a rapid increase in import 
demands and exacerbate t he temporary bal ance of payments def icit . 

The converse app roach to fis cal poli cy of spend ing t he 
maximum cur rent re sources avai lable to government on a 
year-to-year bas is would also be undesi rable f rom the point of 
view of increas ing uncert ainty in private and pu blic sector 
investment plans , alt hough it would serve to moderate f luc tuations 
in t he current account of t he balance of payments . However , 
spend ing extra revenue acc rued on public proj ects would result in 
a rapid leakage of expendi ture into imports suf fi cient to mop up 
t he surplus . 

This brief s tudy has eschewed both ext remes of fis cal policy 
in f avour of maintaining a s teady sus tainable t rend in gove rnment 
expendi ture , so as to promote st ability in the inves tment cl imate . 
T he e f f ect of t hi s  on the balance of payments def icit wi ll t hen 
lie somewhere be tween t he above-mentioned ext remes . Adherence to 
a sustainable expend i ture growth t rend will preserve med ium-term 
balance of payment s equi librium .  However ;  the pos s i bi lity that a 
temporary de ficit f inanc ing pro blem may arise for the balance of 
payment s  in any part icular year canno t be ruled out ( at leas t , not 
f or unexpectedly l arge s hortfalls  in current receipts : an 
anti cipated downturn would be taken into account in determining 
sus taina ble budget expend i tu re ) .  

The abi lity to  wi ths tand temporary shortfalls in export 
receipts can be enhanced by drawing on t he resources of t he 
International Monet ary Fund ( IMF ) . A good account of t he types of 
IMF prog rams which may be relevant in respect of balance of 
payment s support for  t he racific is land s is given by Reddy ( 1 984 ) . 

One i s sue rais ed by Reddy ( not to be ove remphasi zed , but 
none t heless  impor t ant ) is that IMF programs necessarily invo lve 
the loss of some degree of sovereignty over the f ormulat ion of 
domes t ic economic pol icy , through different degrees of 
cond i t i onal ity applied to Fund drawings under dif fe rent programs . 
Thi s  is very mild for t he Compensatory Financ ing Facility , whic h  
i s  t he appropriate one f or s t rictly temporary shortfalls , but it 
is serious for the Extended Fund Faci lity whic h  may be undertaken 
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in t he event of a per s i s t ent and fundamental d isequilibrium in a 
Fund member ' s  balance of payments .  

The is sue has been clouded in t he pas t by t he s cope which  
exists  f or d isagreement between t he Fund and some members over the 
extent to whi c h  a par t i cular balance of payments cris i s  is 
cyclical or s t ructu ral . It has become emotive by observat ions 
t hat some aspects o f  IMF programs in pursuit of balance of 
payments e quilibrium during t he 1 9 70s and early 1 980s have on 
occas ion resulted in ' overki l l '  - a proces s  of economic 
ret renchment t hat went fur t her than was s trictly necess ary in 
terms of qui te reasonable obj ect ives ( Dell 1 98 2 ) .  

One advantage of following t he guidelines sugges ted in t he 
present chapter is t hat med ium-term equi librium in t he balance of 
payments will be preserved , so a resort to IMF prog rams aimed at 
correct ing a fundamental disequil ibrium will be unnecessary and 
sovereignty over pol icy f ormulat ion wi ll be retained ( provided , of 
course , t hat a fundamental disequi librium does not already exis t ) .  
Fu rther , t he quan t i tative estimat ion of a budget norm a long the 
lines suggested wi l l  provide for an obj ective as ses sment o f  t he 
extent to which a par ticular balance of payments crisis is 
cyclical or s t ructural , and t he reby clari fy t he size and type of 
Fund ass i s t ance which is appropriat e . 



Table 3 . A . l Fij i ( calendar year - millions of Fij i dollars) 
...... 
0 
N 

1 9 7 5  1 9 7 6  19 7 7  1 9 7 8  1 9 7 9  1980 1981 1982 1983 

Adj us ted merchandi se exports f . o . b ,  131 . 4  108 . 5  150 . 9  151 . 8  202 . 6  2 78 . 8  2 40 . 8  2 36 . 4  2 2 1 . 5  

Passenger fares , travel credi t s  7 6 . 9  84 . 0  88 . 7  9 6 . 9  116 . 1  1 2 2 . 7  139 . 2  1 6 2 . 6  165 . 2  

Other goods , services credi ts 4 6 . 1  4 5 . 3  5 9 . 1  5 9 . 8  66 . 6  94 . 2  104 . 4  1 0 7 . 5  134 . 7 

Un requi ted tran s fers - p r ivate ( ne t )  -4 . 1  -4 . 4  - 3 . 6  - 3 . 4  -7 . 1  - 3 . 6  -7 . 5  -2 . 8  -1 . 9 

Unrequited trans fers - government (net)  3 . 7  1 .  2 2 . 7  1 .  7 1 6 . 2  2 2 . 9  2 2 . 1  19 . 1  2 7 . 2  

Adj us ted merchandise imports f . o . b . -190 . 5  -205 . 0  - 2 4 1 .  2 - 2 5 5 . 4  -340 . 4  -393 . 0  -465 . 7  -4 11 . 2 ..:.4 2 8 . 9  

Freight , insurance debits  - 30 . 3  - 3 2 . 5  -38 . 0  - 4 3 . 0  -47 . 1  - 5 5 . 1  -64 . 8  - 5 7  . 1  - 5 9 . 1  

Othe r  inc ome , services deb i ts -38 . 4  - 44 . 0  -46 . 5  -46 . 3  -68 . 5  - 9 5 . 6  -113 . 1  - 1 40 . 3  - 1 2 2 . 8  

Current account defici t ( - ) / s urp lus (+) - 5 . 2  -46 . 9  - 2 7 . 9  - 3 7 . 9  -61 . 6  - 28 . 7  -144 . 6  - 8 5 . 8  -64 . 1  

Overall balance o f  p aymen ts -35 . 6  +19 . 7 - 2 1 . 9  +15 . 7  -2 . 9  -;n . 4  +17 . 3  +19 . 7  +5 . 9  

Fore ign exchange reserves ( e nd year ) 124 . 9  109 . 5  128 . 6  110 . 4  1 1 7 . 2  1 3 2 . 7 117 . 1  1 2 3 . 3  1 2 2 . 5  

GDP a t  current marke t pr ices 45 0 . 0 5 6 2 . 4  6 2 3 . 5  7 02 . 2  85 2 . 2  9 83 . 8  105 6 . 1  1 1 2 2 . O( p )  

Taxa tion revenue 90 . 5  104 . 1  117 . 6  136 . 5  160 . 7  185 . 4  2 14 . 1  2 10 . 9  2 2 2 . 5  

Non- tax revenue 17 . 7  15 . 1  2 8 . 9  1 7 . 0  39 . 4  4 2 . 5  44 . 2  5 5 . 4  6 3 . 5  

To tal budget out lays 12 2 . 3  16 1 . 4  19 1 . 0  2 07 . 3  2 3 1 . 8 2 33 . 2  2 7 9 . 4  3 15 . 2  348 . 2  

B udge t de ficit ( - ) / surplus ( +) - 14 . 1  - 4 2 . 2  -44 . 5  - 5 3 . 8  - 31 . 7 -5 . 3  -21 . 1  - 4 8 . 9  -62 . 2  

-

( p )  Preliminary 

S ource : Government of Fij i, Curr�nt E conomic _S tati s t i cs, Bureau of S tati stics , Suva ( January 1980 , Ap ril 1983 , 
January 198 5 )  . 



Table 3 . A . 2 Solomon I slands ( calendar year - millions of Solomon Is dollars) 

Merchandise exports f . o . b . 

Other goods , serv ices credits 

Unrequi ted transfers - pr ivate 

Unrequi ted transfers - government 

Merchandise imports f . o . b .  

Freight , insurance debi ts 

Other income , services debits 

Current account def icit ( - ) / surp lus (+) 

Overall balan ce of payments 

Fore ign exchange reserves ( end year) 

GDP at current market prices 

Taxat ion revenue 

Non-tax revenue 

To tal budget out lays 

Budget def ic i t ( - ) / surplus (+) 
--

( p )  Preliminary 

Source : Solomon Islands (1984) . 

19 7 5  

11 . 8  

1 . 9  

1 . 4  

6 . 1  

-21 . 8  

-4 . 4  

-4 . 6  

-9 . 6  

1 .  0 

. . 

51 . 2 

5 . 5  

3 . 7  

14 . 1  

-4 . 9  

197 6  

2 0 . 0 

2 . 5  

1 . 4  

9 . 3  

-21 . 1  

-4 . 2  

-6 . 4  

1 . 4  

1 . 5  

. . 

6 0 . 6  

6 . 3  

3 . 9  

17 . 7  

-7 . 5  

19 7 7  

2 9 . 6  

3 . 0  

1 . 5  

10 . 2  

-25 . 8  

-5 . 2  

-8 . 1  

5 . 2  

6 . 2  

. . 

7 3 . 5  

8 . 6  

5 . 3  

21 . 8  

-7 . 9  

19 7 8  1979  

3 0 . 6 5 9 . 3  

4 . 6  5 . 0 

1 . 8  2 . 0  

15 . 0  15 . 2  

-30 . 9  -50 . 6  

-6 . 2  -10 . 0  

-12 . 0  -12 . 0  

2 . 9  8 . 9  

13 . 3  6 . 8  

. .  3 1 . 2  

85 . 8  112 . 7  

10 . 8  15 . 7  

6 . 4  8 . 2  

30 . 6  37 . 3  

-13 . 4  -13 . 4  

1980 1981 1982 1983 

6 0 . 8  5 7 . 6  5 6 . 6  7 1 .  2 

9 . 7  11 . 3  17 . 7  16 . 4  

0 . 6  -5 . 0  -4 . 8  -3 . 0  

15 . 9  15 . 2  11 . 1  17 . 1  

-61 . 5  -66 . 0  -57 . 4  -70 . 6  

- 10 . 6  -13 . 2  -11 . 4  -14 . 0  

-25 . 0  - 23 . 0  - 2 1 . 3  -34 . 0  

-10 . 1  -23 . 1  - 10 . 1  -7 . 0  

-7 . 3  -5 . 7  2 1 . 2  16 . 9  

2 3 . 9  18 . 2  3 9 . 4  5 6 . 3  

119 . 4  140 . 6  158 . 5( p )  1 7 5 . 0 ( p) 

18 . 3  24 . 3  29 . 2  2 6 . 0( p) 

9 . 2  11 . 8  10 . 2  14 . 5 (p)  

45 . 1  5 1 . 0  55 . 3  5 9 . 4  

-17 . 6  - 14 . 9  -15 . 9  -18 . 9  

t--' 
0 
w 



Table 3 . A . 3 Tonga ( f is cal year ending 30 June - millions o f  Tongan dollars) 

Merchandise exports f . o . b .  

Other goods , serv ices credi ts 

Unrequi ted transfers (ne t )  

Imports c .  i .  f .  

Other income , services deb i t s  

Curren t accoun t def i ci t (-) / 
surplus (+) 

Foreign exchange reserves 
( end June) 

GDP at current marke t pr ice s 

Taxa tion revenue 

Non- tax revenue 

To tal budge t out lays 

Budget defic i t ( - ) / 
surp lus (+) 

1 9 7 5  

4 . 6  

. . 

6 . 5  

-13 . 0  

. .  

. . 

. .  

24 . 8  

4 . 2  

1 . 4  

5 . 6  

-

1 9 7 6  

3 . 2  

. . 

5 . 8  

-11 . 7 

. . 

. . 

. . 

24 . 6  

3 . 6  

1 . 5  

7 . 3  

-2 . 2  

1 9 7 7  

6 . 4  

. .  

6 . 4  

-17 . 7  

. . 

. .  

. . 

30 . 8  

4 . 5  

1 . 9  

8 . 2  

-1 . 8  

1 9 7 8  

5 . 1  

. . 

7 . 2  

-22 . 3  

. . 

. . 

. . 

36 . 3  

6 . 1  

2 . 5  

10 . 4  

-1 . 9 

1 9 7 9  

7 . 0  

7 . 7  

8 . 9  

-26 . 2  

-4 . 4  

- 7 . 0  

10 . 5  

40 . 0  

6 . 3  

2 . 5 

11 . 6  

-2 . 8  

1980 1981 1 9 8 2  

7 . 2  7 . 5  4 . 3  

8 . 2  1 1 . 3  13 . 7 

10 . 6  13 . 5  22 . 6  

-30 . 1  -35 . 1  - 4 1 . 2  

-4 . 7  -5 . 6  -5 . 9  

-8 . 8  -8 . 4  -6 . 5  

14 . 2  14 . 8  1 3 . 9  

4 6 . 8  5 3 . 5  5 9 . 9  

7 . 5  8 . 9  10 . 4  

3 . 1  3 . 6  5 . 3  

13 . 4  16 . 6  20 . 1  

-2 . 8  -4 . 1  -4 . 4  

Sources : Tonga ( 1981)  ( for government budge t data  covering FY1 9 7 6  to FY1980 ) ; o therwise ADB ( 19 84 ) . 

...... 
0 
.p. 

1983 

6 . 5  

4 . 5  

15 . 5  

-41 . 7  

-2 . 7  

-17 . 9  

14 . 8  

66 . 6  

12 . 0  

6 . 3  

20 . 4  

-2 . 1  



Table 3 . A . 4 Wes tern Samoa ( calendar year - mill ions of t ala) 

Merchandise expor t s  f . o . b . 

Other goods serv ices credi t s  

Unrequited transfers - private 

Unrequi ted transfers - government 

Impor ts  c .  i .  f .  

Other income , serv ices deb i t s 

Current ac count def icit ( -) / 
surp lu s ( +) 

Ne t foreign liab ilit ie s ( -) / 
assets (+) 

GDP in curren t producer prices 

Taxa tion revenue 

r.Ton- tax revenue 

To tal b�dget ou tlays 

Budge t def icit ( -) / surplus (+) 

Sources : Wes tern Samoa ( 19 84b ) 

1975  

4 . 5  

. .  

{ 3 . 6  

- 23 . 2  

. .  

- 13 . 4  

. . 

. . 

8 . 0  

2 . 1  

18 . 0  

- 7 . 9  

197 6  

5 . 4 

4 . 1  

2 . 4  

3 . 1  

- 23 . 6  

-4 . 2  

- 12 . 8  

. . 

. . 

8 . 7 

2 . 7  

2 1 .  2 

-9 . 8  

1 9 7 7  

11 . 6  

5 . 6  

4 . 6  

7 . 7  

-32 . 3  

- 6 . 3  

- 9 . 1  

. .  

. .  

12 . 2  

2 . 6  

28 . 2  

...:1 3 . 4 

197 8  

8 . 2  

2 . 1  

8 . 9  

8 . 8  

-38 . 6  

-4 . 5  

- 15 . 1 

. . 

. . 

14 . 6  

3 . 6  

37 . 2  

- 19 . 0  

( for years 1 9 80 t o  1983) ; ADB ( 19 84 )  

19 7 9  

15 . 0  

0 . 4  

11 . 0  

17 . 5  

-6 1 . 2  

-6 . 7  

- 24 . 0  

- 3 . 4  

. . 

16 . 6  

4 . 4  

44 . 6  

-23 . 6  

1980 1981 

16 . 2  11 . 6  

6 . 7  3 . 3  

17 . 2  19 . 3  

13 . 0  14 . 8  

-5 7 . 2  -58 . 5  

- 6 . 8  -5 . 2  

- 10 . 9  - 14 . 7  

- 11 . 3  - 2 1 . 6  

8 9 . 3  

2 0 . 4 2 0 . 3 

4 . 5  4 . 0  

5 2 . 4  5 5 . 1  

- 2 7 . 5  - 30 . 8  

( for years 1 9 7 5  t o  19 7 9 ) . 

1982 

15 . 8  

2 . 5  

22 . 6  

14 . 3  

-60 . 0  

-3 . 2  

-8 . 0  

- 28 . 5  

23 . 9  

4 . 4  

5 8 . 1  

- 2 9 . 8  

1983 

27 . 5  

1 .  7 

3 1 .  5 

2 3 . 8  

-80 . 4  

-2 . 3  

+1 . 8  

-22 . 9  

33 . 8  

7 . 3  

69 . 7  

-28 . 6  

t-' 
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Table 3 . A . 5 Vanuatu ( calendar year - millions of vatu) 

19 7 6  

Me r chandi se exports f . o . b . 15 3 7  

O ther goods , serv i ces credits 907 

Unrequited transfers (ne t )  2 2 98 

Impor t s  c .  L f .  -3000 

O ther inc ome , services deb i ts - 7 05 

Current account deficit ( - ) / 
s urp lus (+) 1037 

Foreign currency depos i t s  . .  

GDP a t  current market prices 5 000( p )  

Taxa t ion revenue 5 5 3  

Non- tax revenue 288 

To tal budge t ou tlays 3432  

Budge t de fici t ( - ) / surp lus (+) - 25 9 1  

--

( p )  Preliminary 

1977  

2914 

1208 

2 2 7 2  

-4155 

-1829 

4 10 

. . 

. .  

7 64 

169 

3287  

-2354 

1978 

3082 

1 7 2 8  

2474 

-4614 

-1694 

9 7 6  

. . 

. . 

785 

258 

3556 

- 2 513  

1979  

3240 

2033 

2 7 11 

-5020 

- 15 7 1  

1393 

. . 

8000( p )  

1104 

183 

4 1 1 7  

-2830 

1980 

2449 

2950  

3455  

-4922  

-18 7 8  

2054 

. . 

6 7 00( p )  

9 4 5  

2 4 6  

3595 

- 2404 

1981 

2832  

3440 

4002 

- 5 12 3  

- 1956 

3195 

1646 

1220 

252 

3252( p )  

- 1780  

1982  1983 1984 

2201  2940 4303 

4686 5000( p )  

3241 300Q ( p) 

-5663  -6260 -6631  

-2056 

2409 

2833  3990 6 1 5 2  

1 2 6 5  1 4 5 6  1 7 7 3  

464 5 5 0  5 6 4  

2909 3102 3400( p) 

- 1 18 0  - 1096 - 106 3lP)  

Sources : ADB (1984)  and Oc tober 1984 Supplement ( for balance o f  payment s  data) ; Vanuatu ( 1 9 81 and 1984a)  ( fo r  
government budget data) . 
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Appendix 3 . B  Graphs o f  commod ity prices 

Source : World Bank , Commodity Trade and P rice Trends , Johns 
Hopkins University Press , Balt imore . 
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Chapter 4 

Trade prob lems and policies of Pacific  is land economies 

Rodney E .  Falvey 

When viewed f rom a t rad ing perspective t he two mos t  
signif icant charac teri s tics  of the five Paci f ic is land economie s 
discus sed in this chapt er ( Fij i ,  Solomon Is lands , Tonga , Vanuatu 
and Wes tern Samoa ) are their smal l size  and their isolat ion . 
Smallness is impo r tant be cause it imp l ies t hat to captu re the 
bene f i t s  of the divis ion of labour these economies should 
speciali ze in the production and export of a few traded products 
in which they have a comparat ive advantage , and import the 
remainder of their requi rements .  For this , and o t her hi s to ric al 
reas ons , Paci fic  is land s have tended to special i ze in the 
product ion and expo rt of a few t ropi cal p rimary products , while 
import ing consumer and capital good s . 

Is olat ion combines with small s hipment volumes to yield on 
average hi gh transport cos t s  for both expor t s  and imports . Whi le 
the natural protect ion accorded import compe ting indus tries by 
t ransport cos t s  is consequently high , thi s  advantage for domestic 
producers tends to be  o f f set by t he economies of s cale obt ainable 
by larger foreign producers . The small inte rnal market does  not 
allow solely dome s t ic produce rs to reap t he same advantages . Only 
limi ted import compe ting production would theref ore occur wi thout 
p ro tect ion . 

In combination these circumst ances imply that the growth and 
development prospects of these economies depend heav ily on t heir 
export performance . Impor t s  are the onl y viable source of the 
capital and consumer goods t hat charac terize advanced living 
s tandard s . In add i t ion , par t icipat ion in compet i t ive 
internat ional markets promo tes s pe ciali zation and e f f iciency in 
exporting activities who se bene f i t s  may spread to the res t  of the 
e conomy through i nduced factor movements and the development of 
internal markets . 

As a consequence activity in small economies like these is 
heav ily inf luenced by external even�s . The level and variability 
of their external receipts have theref ore been mat ters of great 
concern to t hese governments . This review of trade p roblems and 
pol icies the re f ore cent res on the is sue of ' ins t ability' in export 
rece ipts , s ince t his provides the underlying mo tivation f or t he 
many stabili zation s chemes and diver s i fication pol icies adopted in 
the is land s . 
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The fol lowing section ( 1 ) gives a gene ral overview of trading 
volumes and pat terns , beginning with the cur rent account before 
narrowing in on me rchandise trade flows . Thi s provides a useful 
pe rspective on the relative s igni ficance o f  the latter for the 
diffe rent countries . Sect ion 2 turns to the is sue of ins tabi lity 
in export recei pts . Besides examining merchand ise export f lows , 
the other credit ( and debi t ) components of the current account are 
also considered , since it is variati ons in total re cei pts ( and 
expend itures ) whi ch are of primary significance to the aggregate 
e conomy . The policies adopted or contempla ted to counter the 
effects  of external ins t ability  are then discussed in Section 3 .  
Whi le a wi de range of approaches can be l i s t ed , tho se which have 
reas onable prospec t s  of succes s  for small is land economies are 
qui te limi ted . The c onclud ing sect ion brief ly summarizes the 
paper . 

Bef o re examining the current account in detail , it is worth 
looking at inf orma tion on growth rates , me rchandise export shares 
and changes in total export volumes for these and comparable 
island economies which are provided in Table 4 . 1 .  Given their s i ze 
and levels  of development one would expect  these count ries to have 
a high ratio of merchand ise expo rts to gross dome s t ic product 
( GDP ) . While this is t rue for Solomon Is lands , Vanuatu and 
po ssibly Fij i ,  it is not the case for  Tonga and We s te rn Samoa . 
Simi larl y , wi th the except ion of Sol omon Is land s , the changes in 
the volumes of t ot al expo rts are low relative to those of the 
rapidly growing island states . Tabl e 4 . 1  theref ore sugge s t s  
that , wi th the excep tion o f  So lomon Island s , exports may n o t  be 
ful filling the ' leading sector' role to the extent necessary for 
rapid economic growth and development . 

1 An overview of current account t rend s  

The current ac count statist ics for the five economies s tudied 
are presented f or f our s ele cted years in Appendix Table 4 . A. l .  
Trans act ions are grouped into three catego ries corres ponding to 
the three components of the cur rent account bal ance - the t rade 
balance , ne t other goods and services income and total unrequi ted 
t ransfers . 

Two aspect s are worth no t ing in comparing the country data in 
Ap pendix Table 4 . A. l .  First , while t rade balance deficits and net 
inf lows of unrequi t ed trans fers are generally the rule , 
experiences wi th ot her goods and servi ces income and the overall 
current account bal ance are more diverse . Fij i and , in later 
years , Vanuatu have signi fi cant net o ther goods and services 

1
Furthe r evidence on low export growt h rates is provided in 

Section 2 below . 



Table 4 . 1  Export shares and growth 

Population I GDP per 
( mid-1 981)  cap i ta 1 

Country in mill ions (US$ 
1 9 8 1 )  

Fij i  0 . 6  2 000 
Solomon 
I sland s  0 . 2  640  

Tonga 

rates 

Growth in GDP 
per cap i ta 
1 960-80 1 

( % )  

3 . 3  

1 .  3 

Merchand ise 
exports 2 
GDP ( % )  

( % )  

2 3 . 9  

1 1 3  

Total 
exp orts 
1 984 3 
Total 
expor t s  
1 9 7 5  
( in US$ ). 

1 .  5 0  

6 . 05 

1 .  24a 

We stern Samoa 0 . 2  

44 . 1  

1 3 . 0  

18 . 1  

38 . 7  

24 . 1  

2 6 . 3  

4 1 . 1  

33 . 8  

13 . 3  

37 . 1  

2 . 7 8 

1 .  2 8b Vanua tu 0 . 1  3 5 0  

Barbados 0 . 3  3 5 00 

Cyprus 0 . 6  3740  

Ma l ta 0 . 4  3 6 00 

Mauri t ius 0 . 9  1 2 7 0  

Seyche lles 0 . 1 1800 

0 . 4  

4 . 9  

6 . 3 

8 . 1  

2 . 1  

2 . 9  

2 . 5  

3 . 64 

3 . 7 8 

2 . 3 7 

1 .  2 3  

4 . 33 

1 . 8 9 Papua New 

a19 75-80 . 

Sources : 

Guinea 3 . 1  840 

b 19 7 7-84 . 

1 world Bank ( 19 8 3) . 
2Table  3 in Guest  ( Chapter  3 in this volume ) and Internat ional 
Monetary Fund ( IMF) , Internat ional Statist ics Yearbook 1985 . 

3 IMF , Internat ional Financial Statistics  Yearbook 1985 . 

surpluses , consi s t ent wi th their roles as regional communicat ions 
and f inancial cent res . The o t her countries tend to have 
persistent de ficits  or errat ic small surpluses in these it ems . 
Similarly , Fij i and We s te rn Samoa run pe rsist ent cur rent account 
de fic i t s , Vanuatu runs a surp lus , while Tonga and Solomon Is land s 
al ternate between t he two . Diversity is again evident in the 
compos it ion of total credits . Only for Solomon Is land s do 
merchand ise exports dominate total c redits . In 1 9 8 1 -82 the 
largest  credit components were total unrequi ted trans fers in Tonga 
and We stern Samoa , and o t her goods and services credits  in Fij i 
and Vanuatu . This st rongly sugges t s  that any examinat ion of 
ins tability in external recei pts f or these countries should not be 
confined to merchand ise export s .  Variat ions in these othe r  
components could well b e  signifi cant and may amplify o r  o f f  set 
tho se in merchand ise exports . 

The broad commod ity compositions of trade flows for these 
countries are ind i cated in Appendix Table 4 . A . 2 . Such individual 
shif ts  in export shares as the growth in Fij i ' s  re -exports of 
pet ro leum products and the rapid development of Solomon Is lands '  
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f i s h  exports af ter 1971 , can be seen f rom this table . The export 
s hares of food and live animal s ,  and crude mat erials , are high , 
and once compri sed over 90 per cent of total merchandise expor t s . 
The recent growth in Standard Inte rna ti onal Trade Class if ication 
( S ITC ) 4 may ref le c t  the effects  of pol icies des igned to promote 
export diversifica t ion and the increased proce s s ing of dome s tic 
res ource s . Palm oil expor t s  f rom Sol omon Is land s began in 1 9 7 6 , 
and coconut oil exports f rom Vanuatu and Tonga began in 1 9 78 and 
1 9 7 9  re spectivel y .  Export s ha res have become more diversif ied , 
al though t his ef fect is not pronounced . 

The compos ition of impor t s  is similar acro s s  count ries . The 
mix is c haracterized by high s hares of food , basic manufactures 
and mac hine ry and trans port equipment . There are few pe rceptible 
t rends apart f rom t he j ump in t he s hare of pe tro leum impor ts . 

The import and export s hares of each count ry's top ten 
t rading partners , f rom t he late 1 9 60s to 1 9 80 , are pres ented in 
Appendix Table 4 . A . 3 .  Several infe rence s can be drawn . Fi rs t , 
t here appears to be greater volatility in export t han in import 
s hares , bot h  for individual count ries and for t he largest t hree 
combined . Second , t he combined shares of t he large st  t hree export 
and import t rading partners respect ively , provide no evidence that 
expo rts are more or less highly concentrated than imports across 
count ries . Third , Aus t ralia and New Zealand toge t her have a much 
larger s hare of imports than exports . Fourth , t he colonial 
inf luence shows i t s e l f  in t he large · shares of t he United Kingdom 
in Fij i ,  France in Vanua tu and New Zeal and in We stern Samoa . 
Given t he s imilarity of t he is land s '  economies t here is li t t le 
int ra-regional trade , apart f rom some re-expor ts f rom Fij i .  

2 External ins tability 

The signi f icance of ins t ability in export rece ipts is a 
subj ect t hat has generated conside rable debate . Whe t her such 
ins t ability is more t han merely a nui sance for planning purposes 
and does in fact impose e conomic co s t s  ( reduc ing an economy' s  rate 
of gr owt h for example ) ,  appear� to be an unresolved is sue despite 
t he attention it has received . A recent s tudy ( Moran 1 98 3 ) 

concludes 
appear to 
long run , 
de cade ) .  
s hort -run 

that ins t abi lity in aggregate export receipts doe s no t 
have a s t at i s t i cally signi ficant impact on growth in t he 
but can negat ively af fec t ' growt h over shorter pe riods ( a  
In t he long run int ernal adj ustments o f f set t he negative 
impact .  Moran also find s t hat in hi s sample of 

2The t heore tical linkage be tween uncer tainty and growth through 
saving and inves tment is ambiguous . While uncer tainty may 
adversely af fect t he level and effi ciency of inves tment , and 
t hrough it t he growth pat h ,  it s hould al so induce risk averse 
ind ividuals to save , and therefore to invest , more . 
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count ries ins tabili ty in t o tal export rece ipts is cons i s tently 
higher t han price and quanti ty ins tabil ity , implying that price 
and quantity f luctuat ions tend to re inf orce each o t he r .  Quantity 
instab i l i ty is always les s than price ins tab i l ity . These resul t s  
are cons istent across a variety of export currency measur es and 
ins tability indexes . 

Whi le the general case that expor t ins tab i l i ty per se is  
economically d i sadvantageous remains unproven , two pointS-make it 
relevant in t his  context . Fi rs t , t he count ries examined he re have 
t he charac terist ics normally ass ociated wi t h  highly var iable 
export earnings ( Brundell , Horn and Svedberg 1 98 1 ) .  Thei r exports 
are primarily ag ricul tural , are highly concentrated and are small 
on world market s .  Thus , if ins tabi l i ty is to be a mat ter of 
concern anywhere it s hould be of conce rn he re . Second , t he 
government s of the region have been very conce rned wi t h  
ins t ab i l i ty and t his has had an import ant inf luence on 
poli cymaking . 

As no ted above , the current account variable of concern at 
t he aggregate level is p resumably total cred its  rat her t han simply 
merc hand ise export s alone . The analys i s  of export ins tability 
theref ore begins with t he components of t he current account l i s ted 
in Append ix Table 4 . A . l (unfortunately Vanuatu could not be 
included be cause of data l imitations ) .  Only t hen is attention 
turned to the maj o r  components of merc hand ise exports . 

Current account components • The obj e c tive here is to 
determine t he relative levels  of instability in t he var ious 
current account components and t he int errelat ions hips be tween 
t hem. For t his purpose an exponent ial t rend rate of growth was 
est imated for each component and an ins t ability index

3
cons t ructed 

on the bas is  of deviations from t his  estimated trend . ( The 
de tails of t his procedure and t he tec hniques used to decompose t he 
ins t ability in aggregate var iables in terms of t heir components 

4 are given in Appendix 4 . B . ) The re sul ts  are s hown in Table 4 . 2 , 
which provides an indi cati on of t he rel ative rat es o f  
growt h and degrees o f  ins tabi l i ty of t h e  relevant current account 
component s .  Few c l ear pat terns emerge f rom t his t able . For Fij i 
and Wes tern Samoa , total cred i t s  are estimated to be growing more 
rapidly t han t ot al de b i t s ,  but t he converse holds f or Solomon 

3This  procedure follows that recently employed by Lloyd and 
Procter ( 1 98 3 ) .  

4Note that exponential trend s cannot be es t imated direct ly for 
variables whose values al terna te in sign .  Trend values f or t hese 
var iables can still be inf erred , however ,  f rom the relevant 
'add ing up' cons traint ( e . g .  cur rent account balance = t rade 
balance + ne t othe r  good s and services income + unrequi ted 
trans f ers ) and by recall ing t hat when all but one element is at 
its trend value then so is the las t . 



Table 4 . 2  Estimated t rends and instab i l i t y  indexes for  current account compenent s  

CB 

TB 
OGS 
UT 

TC 

MEX 
OGSC 
PUT 
OUT 

TD 

MIM 
OGSD 

CB 
TB 
OGS 
UT 
TC 
MEX 

!_ij_!_ 
Trend 
growth Instab i l i ty 
rate index 

1 0 . 6  0 .  3 97 0 

12 . 7  0 . 0674 
13 . 4  0 . 0855  

a a 

13 . 1  0 . 0286 

1 2 . 6  0 . 0562  
13 . 4  0 . 0240 

a a 
1 6 . 2  0 .  7 228  

12 . 8  0 . 0240  

12 . 6  0 . 0293 
13 . 4  0 . 0174 

Current accoun t balance 
Trade ba lance 
Other goods and services 
Unrequited  trans fers 
Total cred its  
Merchandise exports 

S o l omon I s .  I9n� -- ----- ----
Trend 
growth 
rate 

a 

a 
10 . 9  

1 . 1  

14 . 6  

16 . 4  
28 . 1  

a 
8 . 3 

18 . 6  

14 . 7  
16 . 4  

Trend Trend 
Instab i l ity growth Ins tabil ity  growth 
index rate index rate 

a a a 7 .  9 

a 2 0 . 4  0 . 0333  13 . 5  
0 . 1 066  a a a 
0 . 1 3 54 n . a .  n . a .  21 . 4  

0 . 06 3 2  15 . 7  0 . 0547  12 . 7  

o .  0918 8 . 8 0 . 0662  7 . 9  
0 . 0366  18 . 8  0 . 104 1  -

a 19 . 1  0 . 04 4 5  17 . 7 
0 . 06 2 9  n . a .  n . a .  26 . 5  

0 . 0617  16 . 3  0 . 0338 1 1 .  2 

0 . 05 6 1  16 . 6  0 . 03 2 1  11 . 5 
0 . 0593 15 . 5  0 . 07 27 9 . 6  

OGSC = Other goods and services c redi t s  
PUT = Private unrequited t rans fers 
OUT = Of ficial inrequited trans fers 
TD = Total deb its  
MIM = Merchandise imports 
OGSD = Other goods and services deb it s  

aindicates t h a t  a n  exponent ial trend cannot  be e s t imated ( see text ) . 

Samoa 

Instab i l i ty 
index 

0 . 3569  

0 . 1 1 7 5  
a 

0 .  0918 

0 . 0488 

0 . 0986 
0 . 3 7 1 3  
0 . 07 4 9  
0 . 3174  

0 . 04 7 0  

0 . 05 6 5  
0 . 0692  

Source s :  Calculated from IMF , Balance o f  Payments S t a t i s tics  Yearbooks , IMF , Internat ional Financ ial Statistics  
Yearbooks , and As ian Development Bank , Key Indicators o f  D . M . C . s .  

I-' 
I-' 
°' 
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Island s and Tonga . Total cred its have hi gher ins tability indexes 
t han total debits in all cases , however . The components of total 
credits exhibit qui t e  dif ferent rates of growth and ins tability 
indexes , with again no cons is tent pattern . In general , 
merc hand ise expo rts are nei t her the fas test  nor the slowes t 
growing i tem , and nei ther t he mo st  nor t he least variable . 
Similar remarks apply to t he composition of total debits , al t hough 
he re t he divergence in growt h rates and instability indexes is 
much less pronounced . 

The ins tability in each aggregate variable can be at t ributed 
to t he differing t r5nds of its component s ,  and t heir deviat ions 
about these trends . Table 4 . 3  and Appendix Table 4 . A . 4 provide 
t he relevant decomposit ions . Table 4 . 3  breaks down t he variat ions 
in the current account into t hose pe rcentages attributable to 
deviations f rom t rends in t he trade bal ance , o t her goods and 
service s income and unre qui ted trans f e rs , and the co-variance s 
among t hem . Examining t he variance terms , one notes t hat in all 
cases t he greates t percentage is explained by the variance in t he 
t rade balance . Unrequi ted trans fers t hen f ol low , except f or Fij i .  
But it is t he inte raction te rms t hat are par ticularly reveal ing . 
Deviat ions in t he t rade balance and uni lateral trans fers are 
par tially offset ting in all four cases , par t icularly for Tonga and 
We stern Samoa . The same is true f or o tger goods and se rvi ces 
income and transfe rs , except for Tonga . Wi t h  this one exception , 
unrequi ted t ransfers present ly perf orm a stabi l i z ing role in t he 
current account . This stabi li zing role is part icularly important 
f or Solomon Is lands and We s te rn Samoa , and is no ted in t he 
lat ter ' s  Fi f t h  Development Plan . The gene ral pat te rn t hat emerges 

Table 4 . 3  Decompo s i t ion o f  instab i l ity in current account balance (per cen t )  

Country 

Contribut ion due to 

Components Intera c t ion terms 
Var. (TB) Var . (OGS) Var . (UT) Cov . (TB , OGS ) Cov . (TB , UT) Cov . (OGS , UT) 

Fij i 142 . 2  
Solomon I s lands 9 3 . 1  
Tonga 

a 14 8 . 4  
Samoa 189 . 6  

44 . 3  
25 . 2  
5 7 . 5  
12 . 3  

9 . 6  
38 . 4  
7 5 . 5  

167 . 2  

a
Tongan CB includes only p r ivate unrequited trans fers . 

Abbreviations and sources :  A s  for Table 4 . 2 .  

- 74 . 5  
84 . 7  

-115 . 6  
45 . 3  

-12 . 1  
-85 . 8  

-146 . 8  
-229 . 5  

5That is , deviations from t he trend in t he current account 
bal ance ; s ee Appendix 4 . B . 

-9 . 5  
-55 . 5  

80 . 9  
-84 . 8  

6 In t his re spect i t  i s  interest ing t o  no te t ha t  our data inc lude 
only priva te t ransfers f or Tonga . 
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from Table 4 . 3  i s  one of conside rable variabi lity i n  t he t rade 
balance in all cases , and also in transf ers for Wes tern Samoa , 
wi t h  much of t his inst abil ity t hen being o f f set by t he co-variance 
te rms be tween t he t rade balance , ot her good s and services income 
and unrequited t ransfe rs . 

Furthe r  evidence �f  these inte ract ions is given in Appendix 
Table 4 . A . 4 .  The var iance in me rchandise exports is t he large st  
among the credit  items . For  Fij i almos t all t he variation in 
total c red its is a t t r ibutable to merc hand i se exports , ot her good s 
and se rvices cred i t s  and the pos i t ive interact ion between t he two . 
For Solomon Is land s , variations in me rc hand i se exports and 
tr ans fers are signi ficant . For Tonga (whe re only data on privat e 
trans fers are availabl e )  t here is a mo re even dist ribut ion , wi t h  
posit ive co -variances among a l l  components . Since privat e 
t ransfers are so important f or Wes tern Samoa , t ot al t rans fers have 
been broken down into t heir  two components in decomposing t he · 
vari abil ity in total credits . Seve ral points can be not ed . 
Fir st , bo t h  types of trans f e r  are negatively co rrelated wi t h  bo t h  
ot her credit items i n  t he current ac count . Second , variat ions in 
private and official transfers  are posit ively co rrelated . Thi rd , 
variati ons in t rans f ers , particularly o f f icial t ransfers , are 
respons ible for muc h  of t he variat ion in total credits . Finally , 
t he negative co-var iance between o t her goods and services credits  
and t he trans fer components cons ide rably dampens t he variab ility 
in to tal c redits . 

On t he de bit side a clear pa ttern emerges � In all cases t he 
deviations in merc hand i se imports and o t her goods and services 
debits are po sitive ly co rrelated , and the maj or source of 
variability in total debits is in t he t rade account - merc handise 
impor ts . 

The final par t  of Append ix Table 4 . A . 4 provide s the 
co r relations between t hese credit and debit deviat ions . Wi th only 
two ( smal l ) except ions t hese correlat ions are posit ive , indi cat ing 
t hat when credit components are above to tal credit t rends debit 
component s are above de bit trend s  also . Deviat ions on t he two 
sides t herefore tend to o f f set each o t her in t he cur rent account . 
Thi s is to be expected , of course , since when income is hi gh so 
generally is expend i ture . 

The two mos t  s ignificant implicat ions of Table 4 . 3  and 
Append ix Table 4 . A . 4 are , f i rst , t hat me rchandise export receipts 
are an important source of variat ion in total receipts , and , 
second , t hat unrequited t ransfers appear to perf orm a stabil izing 
role in t he current account . Trends and ins tabi lity in 
merchand i se export receipts are dis cus sed in more detail be low . 
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Here a few comment s o n  t he future prospects f o r  t rans fers are in 
order . That t ransf e rs current ly perform a s tab iliz ing role is not 
accident al . Of f i cial aid flows and private tra�s f er inf lows 
partially adj us t to t he level of other cred i ts . In cons idering 
future prospects theref ore , t he composition as well as the 
magni tude of t rans fers is of impor tance . In 1 9 82 , 43 per cent of 
Fij i ' s  total t ransfer credits  were private , with the rest being 
' interoff  icial' ( inc luding grant s and te chnical as s i s tance 
received under mul t i l at eral and bilateral ar rangements ) ;  all 
Solomon Is lands'  trans fer cr8d i t s  were interof ficial . and all its 
t rans fer debi ts were private ; in 1981 7 7 . 2 per cent of Tonga ' s  
and 60 . l  per cent of Wes t ern Samoa' s  private t ransfer cred i t s  we re 
migrant s '  remi ttances and t he remainder were interof f i cial 
t rans f ers . 

Migrants ' remi t t ances repres ent , in a sense , t he pro ceed s 
f rom t he export of population ( or labou r ) , with these exports 
be ing nominally ' pe rmanent ' in t he case of the migrants ' 
remi ttances and ' temporary' f or worke r s '  remi t t ances . As Appendix 
Table 4 . A . l revea l s , t hese transfer  flows are of maj or 
signi f icance in some cases , and t heir future s tabil i ty and growth 
are ther efore mat t ers of impor tance . Worker remi ttances are lost 
once a worker returns , al t hough if t his only occurs at the point 
of re ti rement and a foreign pens ion ent i t lement can be 
t rans f erred , t hen some inf low of funds may cont inue f or a s hort 
time . Migrant remi t t ance s  simi larly are likely to be largely 
specific to the mi grat ing generation .  Growing private t rans fer 
re ceipt s t herefore depend on a growing out f low of migrants and 
workers . 

The high pe r capi ta values of off icial aid flows ref lect , 
amongst  o t her things , the small s i ze of the recipient s '  and t he 
donors'  des i re to maintain pol i t ical s t ability in t he area . 
De spite t hese current advantages , t he poli tical s tabi l i ty of· other 
count ries in t he region and t he donors ' pol i t ical mot ivat ions are 
bot h exogenous to any given re cip ient and therefore subj ect to 
unpredictable changes .  Thi s make s long-term rel iance on ai d f lows 
a questionable propo s i t i on .  Similar is sues cloud Vanuatu' s role 
as a ' f inanc ial centre' ( t ax haven ) . Cont inued succes s  in this 
role depends on the South Pac if ic be ing perceived as poli t i cally 
s table relat ive to o t her geographical areas in whi ch tax havens 
are l ocated . However , this is anot her area in which accurate 
predi ctions are no toriously difficul t . 

7
Th1· s 1· s 1 1 h f d b 1 c ear y t e case or t he Stabex grant s discus se e ow . 

8Not e  t ha t  for some count ries some aid f lows are included in 
repo rted other goods and servi ces cred its  where t hese cannot be 
separated out . 
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Maj or exports . Given t hat var iat ions in aggregate 
merc hand ise export receipts are an important source of variations 
in total re ceipts , it  is us e ful to examine t he variat ion in maj or 
ind ividual export produc ts  to determine t he extent to which this 
ins tabi lity can be att ributed to world prices , about which t he 
small count ries can probabl y do l i t t le , or to export quant ities , 
over which t hey can have a greater inf luence . The correlat ions 
among variations in t he prices and quanti ties of different export 
products  are also o f  importance . 

To inve s t igate ins tabi lity at t he product level , uni t value 9 

and quantity data we re colle cted f or each count ry' s maj or export 
product s .  Exponent ial trend s  we re then es t imated as above , and an 
i ns t ability index calculated f or each unit value and quantity 
series on t he bas i s  of deviat ions from t hese trend s . The resul ts  
are reported in Appendix Table 4 . A. S .  Since some products ( copra , 
cocoa and f i s h )  are maj or exports for more than one count ry , t his 
table has more t han one es timate of t he tr end and ins tability in 
t heir uni t values . Any diff erences can be att ributed to 
diff erences in market ing s t rategies , data inaccuracies and unequal 
sample si zes . 

The re sults for Fij i wi ll be cons idered in some de tail to 
illus t ra te t he me thod and t he signi f i cant f eatures of t he o t her 
cases wi ll be noted . For Fij i two mer chand ise expor t s  have been 
included - sugar ( t he maj or expo rt ) and coconut oil - plus t he 

1 0  touri s t  volume , a s  an important other goods and services cred it . 
Taking total exports , t he estimated 7 . 4  per cent trend growth rate 
in uni t values when added to the 2 . 4  per cent trend in quant i t ies , 
yields a 9 . 8 per cent t rend in to tal export receipts . Of t he two 
components , uni t values have t he higher ins tability index scores , 
and t his is ref le c ted in t he decompo s i tion of t he variation in 
total export receipts . The devia tions in quantf iies and uni t 
values are signi f i cantly negatively co rrelat ed , tending to 
s t abi lize total rece ipt s .  Simi lar conclus ions apply to t he 
ind ividual export items , whe re quantitie s  again are more s table 
t han uni t values , and deviat ions in t he two are negatively 
corre lated . The sugar unit  value is more stable than that of 
coconut oil , but t he oppo s i te holds f or t heir respective 
quant i t ie s . It is int eres ting to qot e  that whi le tourism is 

9spurious vari ations in unit  values due to s hi f t s  in the 
composition of non-homogeneous exports s hould not be a maj or 
difficulty wi t h  these product ca tegor ies . For furt her evidence on 
pr ice variability see Append ix 3 . B  in Gue st  ( Chapter 3 in t his 
volume ) . 

1 0 rn 1 98 2 , ' t ravel ' credits  we re 52 . 3  per cent of other goods and 
services credits . 

1 1 Th . . h . 1 h f h . . 1 d d 1s 1s t e oppo s i te resu t to t at or t e countries inc u e 
in Moran ' s  ( 1 983 ) cred i t s . 



growing more rapi dly than the two merchand i se exports it is 
less stable . An indicat ion of the inte rrelat ionships among 
deviations f rom trend is given by their correlat ion matrix . 
add ition to conf irming the features no ted above , thi s 
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also 
these 

In 

shows tha t  devia ti ons in the uni t values of the two merchand ise 
expo rts are po s i tively corre lated , but that deviations in t he 
quant i t ie s  of all three expo rts  are negatively co rrelated . The 
impli cat ion is that the inte raction of unit value deviati ons tend s  
to amplify total ins tability , whil e  that among quantit ies tends t o  
dampen i t . O f  cour se the coconut oil-sugar co rrelation i s  
ins igni fi cant , so that it i s  largely through offsetting movement s  
i n  sugar and tourism that any s tabilizat ion wou ld occur . 

For Solomon Is land s , Appendix Table 4 . A . S has data on three 
merc hand ise exports - copra , timber and f i sh ; and once again 
touri s t s . An out st and ing feature in thi s  case is the high 
estimated t rend rates of growth in both unit values and quant i t ies 
of timber and fish exports . When summed , these es t imat es imply a 
t rend rate of growth of export receipts in each category of well 
over 20 per cent . For these fas t growing export s ,  quantity 
ins tabi lity is more pronounced than that in unit values , but t he 
two are again negat ively co rrelated . While tourism is 
quanti t atively the mos t s table export of those cons idered , the 
touri st  sector is very smal l . Turning to the correlat ion mat rix , 
unit values are po s i tively correlated as f or Fij i ,  but only that 
between timber and copra is likely to be significant . The 
quantity deviations have a mixed pat tern , with copra and timber , 
and touri s t s  and fish negatively correlated , and copra and 
touris ts  posi tively correlated . 

Tonga exhibits a dis turbing feature ( one shared wi th Wes tern 
Samoa)  in that the e s t imated t rend growth rates in the quant ities 
of both its copra and des s i cated coconut exports  are negat ive . 
Unit value inst abi l i ty s ti l l  exceeds t hat in quanti ties , al though 
the diff erence here is no t large , and price and quant ity 
dev iations cont inue to be  o f f  set ting .  Once again unit value 
deviations are signif icant ly positively co rrelated , whi le the 
co rre lat ion between quanti ty deviat ions is negative but 
ins ignificant . 

Vanuatu's expor t s  have characteristics  tha t  are by now 
f amiliar . The ins t abi lity in unit values exceeds t hat in 
quant it ies for copra and cocoa , wi th the converse ho lding for the 
f ast growing fi sh exports . Again tourism is quant it atively t he 
mo s t  s t able export .  Copra and cocoa price and quantity deviat ions 
are positively correla ted , which tends to ampl i fy instabil ity in 
total receipt s .  

As noted above , Western Samoa ' s  copra and cocoa expor t s  have 
negat ive t rend growth rates , and this is ref l ected in total 
expor t s . Unit  values exhibit more ins t abi lity  than quant ities , 
both in the aggregate and f or the individual expor ts . As f or 
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Fij i ,  t he negat ive co-variance be tween total expor t price and 
quant i ty deviat ions imp l ies reduced ins tabil i t y .  

Appendix Tabl e 4 . A . S ind icates f i v e  features of export 
instabil i ty .  Fi rs t , in agg regate it appears l ikely t hat price and 
quantity  deviat ions f rom trend are negat ively co rrelated , and 
hence tend to offset  each o ther in total expo rt re ceipts . 
Naturally t he same mus t  apply to t he maj ority of individual export 
products . Second , price ins t abi l i ty exceeds quant i ty ins t ability 
in aggregate and in the s lower growing products ( sugar , coconut 
products and cocoa ) .  The c onverse holds f or t he f as ter growing 
exports ( fi s h  and timber ) . Thi rd , deviat ions in uni t  values are 
all posi tively correlated , whi ch adds to aggregate ins t abi l i t y .  
Four t h , quant ity deviat ions exhibit a mixture of  pos i t ive and 
negative cor rel a ti ons across commod i ties . Final l y ,  both coconut 
product s and cocoa are characteri zed by low , somet imes negat ive 
e s t imat ed trend r ates of growth in quant i ty .  Timber , f i sh and 
tourism appear to be t he growth areas for these economies . 

Two c aut ionary points need to be made conce rning the re sul ts 
reported in Appendix Table 4 . A . S .  The ins tabi lity indexes 
t hemselves reveal nothing conce rning t he sources of ins t abili t y .  
However ,  given that domestic  demand f o r  t he se maj or exports i s  
relatively small , and t hat t he export volumes are relatively small 
in relat ion to wor ld markets , it  seems reasonable to suppose that 
price ( unit value ) variations are largely exogenous to t hese 
count ries , while quantity variations are largely de termined by 
domes tic f acto rs on t he supply side . Of cour se weather cond it ions 
( e . g .  cyclone s ) and variations in the routes taken by migratory 
f is h  s pe cies ( e . g .  tuna ) e tc . ,  exert a signif icant inf luence on 
t hese product s .  The underlying causes of any signif i cant negat ive 
correlation in quantity deviations of export produc ts must  
there f ore be  determined bef ore any attempt is made to explo it  them 
for s t abi lization purposes . Otherwise policies  designed to take 
advantage of such relat ionships may in fact only dis rupt them . 

Table 4 . 4  ind i cates , however , that besides the ins tability in 
t he expor t  prices t he y  receive , the level of t hese prices relative 
to t he co rresponding 'world average ' is so low as to be a mat t er 
of concern . Whi le above average f reight cos t s  may be a par t ial 
explanation , t he f a ct that t he prices received by Papua New Guinea 
are signi f icantly higher in al l relevant cases indicates t hat 
other f actors are involved . The obvious implication is that the 
quality of the is l and expor t s  is signif i cantly below the world 
average , so that s i gni f i cant scope remains for rai s ing export 
earnings throug h  qual ity improvement in traditional expor t s . The 
current ·marke t ing s chemes do not appear to be generating high 
quality export s . 
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Tab le  4 . 4  Rat io o f  export prices to worl d  prices for maj or exports  in 1980 

Papua 
Solomon We s tern New 

Product  Fij i  Isl and s Tonga Vanua tu Samoa Guinea 

Sugar 0 . 7 6 n . a .  n . a .  n . a . n . a . n . a .  

Cocoa n . a .  0 . 8 1 n . a .  0 . 7 2 0 . 8 2 0 . 9 3 
Coconut oil  0 . 8 1 n . a .  n . a . n . a .  n . a . 0 . 9 1 

Cop ra n . a . 0 . 88 0 . 7 2  0 . 7 0  0 . 7 8 0 . 9 3 

Cof fee n . a .  n . a .  n . a .  0 . 60 n . a .  1 . 04 

?_�urce s :  Fij i :  Bureau o f  S ta t i s t ic s ,  Current Economic S ta t i s t ic s , January 
1 98 3 . 

Solomon I s land s : S tatistics  Off ice , ?tat i s t ical Yearbook, 1982 . 

Tonga : Depar tment of S tat i s t ic s ,  S t a t i s t ical Abs trac t , 1 9 8 3 . 

Vanua tu : Nat ional P lanning and Statistics  O f f ice , ?ta tis tical  
Indicators , 1 984 . 

Wes tern Samoa : Depar tment o f  S ta t i s t ic s , Annua l S tatistical  Ab st rac t , 
1984 . 

Papua New Guinea : Stat i s t ical  O f f ice , Abs trac t of Statistics , 
December Quarters 1 9 7 4-84 . 

-

IMF , Internat ional Financial Statist ics Yearbook , 1984 . 

3 Policies to counter exte rnal ins tability 

As no ted above , many approaches have been sugges ted for 
reducing t he depend ence of small open e conomi es on exte rnal 
events . A basic drawback of t he openne s s  of t hese Pacific  is land 
economies is seen as t he ins tabil ity in world commod i ty markets 
which gene rates ins tability in their export receipt s , incomes and 
abi lities to import . This has generated an interest in bo th 
stabili zat ion schemes and divers ification policies . 

Stabilizat ion s c hemes . Primary export ing count ries have 
experimented extens ively wi t h  agri cul tural market ing schemes to 
achieve higher and more s table pri ces of individual export 
produc ts  ( ESCAP 1 98 3 ; 1 9 80 ) . These appear to have two obj ect ives : 
f i rs t , to s t abi lize the incomes of ( low income ) producers ; and 
second , by st abi liz ing domestic  prices , to s tabi lize outputs and 
hence to help s t abilize export rece ipts . Conce rning the la tter , 
i t  is important to note t hat one can only �e assured t hat 
s t abilizing the q uant i ty expo rted wi ll s t abilize expo rt receipts 
if export prices and quantit ies are o t he rwise posit ively 
correlated . However , f rom the previous sect ion it  is far f rom 
clear that this is t he case for the maj or exports  of t hese 
economies . If , as Appendix Table 4 . A . S sugge s t s , pri ces and 
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quant it ies a r e  ot herwise negat ively cor relat ed , thl2 such schemes 
could increase the ins tabi lity in export recei pt s .  A furt her 
drawback is t hat unless pr i cl� are set at unreas onably low levels , 
an extended price depre s s ion can eas ily exhaus t t he 
s t abiliz ation res erves . Certainly the hi s t ory of such s c hemes 
does no t lead to optimism about their success . 

Since Appendix Table 4 . A . S ind icates t hat the deviations 
about t rend in d i f f e rent commod ity exports are not per fectly 
correlated , t he re may be advantages to operat ing ' national ' or 
even ' regional ' commod i ty marke t ing s chemes covering a range of 
exports . Such a system would require fewe r reserves t han a series 
of independent schemes . Even so , experience surely sugge sts that 
s ingle country agri cul tural price s tabi li zat ion schemes are be tter  
viewed as  a luxury f or rich impo rt ing countr ies than as a viable 
policy for relatively poor developing countries to use in 
s tabilizing their aggregate exp ort receipts . 

As t hese count ries are small producers on wo rld markets , 
the re is nothing t hey can do independently to stabilize world 
prices . Two opportuni t ies  may arise in this direct ion however .  
One is to participate in l ong-t erm supply contracts . Both sellers 
and buye rs may gain by avoiding price fluctuations through such 
ar rangement s ,  but the prerequis ite on the supply side is an 
as sured supply of an as sured quali t y .  The signi fi cant quant ity 
variab i l i ty exhibited in Ap pendix Table 4 . A. S ,  and qual ity cont rol 
problems illus t rated by Table 4 . 4 ,  may limit such cont rac ts  to a 
f raction of total export s .  Other oppo r tuni t ies may come through 
par ti cipation in int ernat ional pr ice s tabi l i zat ion agreements 
( such as Fij i ' s  part i ci pat ion in International Sugar Agreements ) 
or in special trading arrangements ( suc h as Fij i ' s  involvement in 
the Lome Convent ion ' s  Sugar Protocol ) .  The i s sue of whe t her or 
not to j oin international price s tabi l i z ation schemes is no t 
c lear-cut f or small producers .  If t heir part icipat ion is 
impor t ant for the succes s  of t he scheme , or if  t heir maj or marke t s  
are consumer members , and hence parti cipat ion is required f or 
t he i r  exports  to be a1?itted to these markets , a s t rong case for 
par ticipation exi s t s . Ot he rwise gr eat er benef i t s  may result 
f rom non-par ticipa tion , s ince small producers can take advantage 

1 2For example , complete quantity stabi l i zation about its trend 
would reduce t he last two columns of Appendix Table 4 . A. S to zero . 
If t he sum of t hese two te rms was ini tially negat ive , the 
ins tability in receipts would be increased as a resul t . 

1 3  h "  1 T i s  appar ent y is a ve ry real pos s ibility for coconut product s ;  
see ESCAP ( 1 983 ) . 

1 4For example , Vanuatu ' s  non-parti cipation in International Cof f ee 
Agreements would create d i f f icul ties f or i ts exports in 
penetrating the Aus t ral ian market . 



of the stabili zed prices without a commitment to the supply 
res trictions usually involved . 
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Given the cos t s  and dif f i culties of solo micro-s t abilization 
schemes , the poss ibil i ty of macro-st abi lizat ion should be 
examined . In princ iple t his should provide the firs t be s t  
s t rategy . Governmen ts can use their f oreign exchange re serves in 
combination wi th domes tic mone tary and fis cal policies to 
neut rali ze the effects of f luctuations in expo rt receipts on the 
domes tic  economy . Such a st rategy al so has all the ' pool ing ' 
advantages of integrated commod ity schemes , and , pe rhaps mos t  
signi fi cant ly for ski ll-deficient developing count ries , has the 
advantage of economi z ing on the use of ski lled manpowe r .  Of 
course a pre cond ition for such schemes is an abi lity to exercise 
res t ra int in booms and the conve rse in recessions , but this 
applies to all stabilization systems . 

Fortunately the re are at least two inte rnati onal s chemes 
whi ch provide funds in the event of an exogenous and temporary 
short fall in export receipts . The Internati onal Monet ary Fund ' s  
( !MF ) Compensatory Financing Faci lity off ers temporary loans for 
this purpose . Coun t ries in such balance of payments d i f fi cul ties 
are el igible to draw up to 1 0 0  pe r cent of their fund quotas . 
This s cheme has several advantages . It applies to exports in 
gene ral and may even cover receipts f rom tourism and wo rkers ' 
remi ttances if data are avail able . Such as s i s t ance is addit ional 
to that no rmally avai lable under an !MF Stand-By Arrangement and 
is subj ect to fewer conditions . Since May 1 9 8 1  this facil ity has 
been expand ed to cover impor t s  of cereal s .  

The European Communities'  ( EC �
5

st abex s cheme is complementary 
and operates in a similar fashion . It compens ates Af rica 
Car ibbean Paci fic ( ACP) count ries f or declines in export earnings 
from specif ied products des t ined for the EC market . Count ries are 
eligible f or a compens atory t rans fer if the product in que s tion 
represent s at leas t 2 per cent of to tal export earnings in the 
year pre ceding the appl icat ion , and the drop in export earnings is 
at least 2 per cent of average exports  to the EC over the 
refe rence pe riod . The advantage of Stabex is that compensation is 
ei ther repayable on concess ional terms ( as in Fij i ) , or no t 
repayable at all . 

Inf ormation on the use of these facili ties by these five 
nati ons is given in Table 4 . 5 . Fij i ,  Solomon Is lands and Western 
Samoa have used the IMF ' s  Compensatory Fac i lity , and all count ries 
have used Stabex . However , the small sums - invo lved and the 
cons iderable ins tabi lity that remains in bo th the trade balances 
and to tal cred its of these count ries , sugge st  that fuller use may 
be made of them. 

1 5 see Hewit t  ( 1 983 ) for a descript ion and evaluation of the Stabex 
s cheme . 
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Table  4 . 5  U s e  o f  S t abex and Compensatory Finan c ing Fac i lity 

A :  Gross S tabex transfers (mil l ions o f  EUAa) 

Fij i Solomon I s .  Tonga Vanuatu w.  Samoa 

1975-79 
(Lome I )  2 . 11 5  2 . 1 74 1 . 208 1 . 431  2 . 83 7  

1 9 80-85 
(Lorn� I I )  2 . 2 84 3 . 948  4 . 01 1  8 . 9 32 5 . 06 4  

B .  Compensatory Financing Facility  balances (mil lions o f  SDRb ) 

Fij i Solomon Is . Tonga Vanua tu w .  Samoa 

197 5 o .  50  
1976  1 .  00 
197 7 6 . 5 0 1 .  3 6  
197 8  6 . 50 2 . 25 
197 9 6 .  5 0  2 . 2 5 
1980 1 .  97 
1 981  3 . 2 2 
1982  1 3 . 5 0 1 . 60 2 . 62 
1983 1 3 . 50 1 .  6 0  3 . 1 5 
1984 13 . 5 0 1 . 60 2 . 65 

aEUA Eur op ean Uni t  of Account . In 1 9 7 9, 1 EUA US $1 . 4419 . 
bSDR = Spec ial Drawing Right . In 197 9 ,  1 SDR = US $1 . 2 9 2 . In 1984 , 1 S DR 

US $1 . 025 . 

Sources : A .  Hewit t  ( 1983 ) : Table 2 ) ; EC Conunission dat a .  
B .  IMF , Internat ional Financial Statist ics  Yearbook , 1985 . 

The desirabi l i t y  and feas ibi l i t y  of addi t ional regional 
s t abiliz at ion schemes were recently examined by a group of expe rts 
for the South Paci f i c  Commis s ion ( SPC 1 980 ) . Their report 
concluded t hat , given the exi s t ence of Stabex and national price 
s tabi l i zat ion s chemes for individual product s ,  a new regional 
s cheme could have a use ful role in two a re as . Fir s t , at t he mac ro 
level a new s cheme could supiGement Stabex , covering products 
omit ted f rom the Stabex lis t ( where the quantity expor ted is too 
small to qualify f or St abex grants ) ,  or new products wi t h  export 
potent i al . The main products of int eres t not covered by Stabex 
are in t he f resh veget able category , but the repo rt no ted that the 
cont ribution of price stabi l i z ation to the development of new 
exports would be minimal unle ss transport and marke ting 
difficult ies were also overcome . The problem tha t  t hi s  s cheme 
might be pe rceived as partially sub s t i tut ing f or Stabex , wi th a 

1 6 rn thi s  cont ext it is interest ing to note t hat the Seychelles 
have been pushing to have tourism included in Stabex ; see Dommen 
( 1 980 ) . 



1 2 7  

pos sible l o s s  of Stabex bene f i t s , was al so not ed . Second , at the 
micro level , a new s cheme could operate as a regional reserve 
fund , providing finance to individual nat i onal commodity price 
s t abilizat ion s cheme s .  The maj or d i f f iculties here involve 
integration with exi s t ing nat ional market ing schemes , whose 
interven tion targets o f ten d i f f er , and who se adminis t ra to rs 
s t rongly desire to remain independent of any regional sys t em .  
This s econd s cheme was also envi saged a s  be ing complementary t o  
Stabex i n  t he sens e that it  aims at price s tabili zat ion rather 
than income s tabilization , and provides funds d i rec t ly to 
producers rather t han to nat i onal gove rnments .  

Of t hese two proposal s ,  the second has at t racted some 
interest ,  with a recommendation at the 2ls t South Pacific 
Conf erence ( 1 98 1 )  that a regional agricul tural stabilization 
s cheme be e s t ablished f or copra and c oconut products , s ince these 
products are of mos t  immediate conce rn to smal l , low income 
growe rs . 

Divers i f i ca tion pol i cies . Once the limi t at ions on the 
s tabi lizat ion of receipts and the growt h  prospects of exi s ting 
exports  under current pol i cies are recogni zed , a natural step is 
to consider divers i f ica tion into o t her t radeable good s . This 
s t rategy has had a dual focus in the Paci fic  as elsewhe re ; export 
dive rs i f i cation and import subs t i tution .  Wi th the f ormer , the 
underl ying argume�t is the same as that for as set  divers i f i cat ion . 
By relocating resources into o ther export products whose receipts 
are not perfectly co rrelated wi t h  those of exis t ing expor ts , the 
var iance in t ot al export rece i pts  can be r educed , at minimal co s t , 
i t  is hoped , in terms of f orgone expec ted receipts . As noted in 
the preceding section ,  Appendix Table 4 . A. S ind icates that bo th 
the price and quant i t y  deviat ions of exi s t ing expor t s  are no t 
perfect ly posi tively correlated , so that the current expo rt mix 
presumably captu res some of t he benef i ts of dive rsif i ca t ion . But 
wit h  price deviations so highly pos i t ively correlated , t he 
exis tence of po t ent ial gains f rom furt her diversif icat ion cannot 
be ruled out . 

In general some form of divers i f ication into manufacturing 
f or export has been the recommended s trategy.  To quote t he 
Economic and Social Commi s s ion for As ia and t he Pacif ic ( ESCAP 
1 9 83 : 7 2 ) : 'A convincing body o f  empir ical evidence s hows t hat 
export proceeds f rom primary product s  and raw material s generally 
tend to be cyclically more uns table and grow more s lowly than 
t hose f rom manuf ac tured good s . '  From t hi s  it is typi cally 
infe rred that pol icies t o  encourage the further p ro ce s s ing of 
primary expo rts or t he development of labour-intens ive as sembly 
indus t ries are highly desi rable both to s tabilize ove rall export 
receipts and to extend the range of local value added act ivit ies . 
Given its  surface at tractivene s s , t he po tential d i f f icul t ies  wi t h  
t hi s  s t rategy are worth not ing . Fi rs t , t he re i s  t he problem o f  
se lecting commercially viable new , non-correla ted exports . 
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Second , it  is clear t ha t  wi t h  limited potent ial output f rom mos t  
al te rnatives , due to limi ted resources , d ivers if ication 
pos s i bi l i ties are cons t rained by diseconomies of scale in bot h  
product ion and t ransportat ion . Third , while t hese countries mig ht 
potentially have some cos t  advantages in comparison wi t h  their 
maj or expo rt marke t s , they a re at a co st  dis advantage in ot her 
respec ts ( e . g .  bas i c  services such as electricity supply ) .  In t he 
smaller island s  communi cat ions are relatively poor and t here is a 
s hor tage of local ent rep reneurial abi l i ty which mus t  be 
supplemented by expensive expat riate labour . More signif icantly , 
t hese count ries appear to be at a s ignifi cant disadvant age in mos t  
respects compared to t heir po tent ial and exi s t ing East  Asian 
competi tors . Thi s is par t icularly t rue for assembl y-type 
activi ties based on impor ted components . It is d i f f icult to see 
t he se economies being broadly compe titive wi t h  Eas t  and Sout h 
As ian exporters in t he near future , given t heir current labour 
cos t s . Long-term preferential t reatment by impo rters would thus 
appear to be necess ary to sus tain such act ivi ties , and may not be 
suff icient as t he Sout h Pacif i c  Regional Trade and Economi c 
Cooperation Agreement ( SPARTECA) experience indicates . The 
furt her process ing of selected export products may be promi s ing in 
t his respect . He re the re are po tent ial advantages in terms of 
f reight savings due to t he weight loss in proces s ing , and t he 
gains f rom proce s s ing f ood s tuffs  while they are s t i ll f res h .  
Exte rnal bene f i t s  are anticipated f rom t he induced growt h in 
ind igenous indus t rial , manage rial and marke ting skill s ,  and 
development of primary suppliers and new indus tries based on 
was tes and by-p roducts . But even so it is impo r tant to note t hat 
t he pos se s s ion of a comparat ive advantage in a primary product 
does not in it self imply a comparative advantage in i ts 
process ing , so t ha t  f o rcing t he divers if ication and furt her 
proce s s ing of exis t ing exports could easily involve signi f icant 
res ource cos t s  and s hould be undertaken cautious ly , and only wi t h  
some assurance o f  commercial success . 

As no ted in t he discuss ion of Append ix Ta ble 4 . A . 2 ,  all t hese 
count ries have act ively sought to diversify and to expand t he 
domestic  proces s ing of t heir expor t s . The produ17s commonly 
l i s ted as potential expo rt growt h areas include : co conut and 
palm oil ; canned f ruit , f i s h  and meat ; dessicated coconut and 
coconut cream ; timber ( logs , venee r ,  et c . ) ;  f ruit j uices ; f res h 
f ruit ; rice ; co f f ee and tea . In some cases t he se products are 
current ly expor ted , but for new produc ts  or a maj or expans ion of 
exis ting exports , several pro blems arise . Firs t , t he re is t he 
o f t -cited diff iculty of limi ted markets , which may cons t rain 
export growth in some cases . For example , t he marke ts f or coconut 
oil and coconut produc ts  are more res t ricted t han t hose for copra ; 
but sma l lnes s  s hould help in this respect . Second , t he re is the 
problem of compe t i tiveness  wi t h  other supplie rs . Canning , for 

1 7 see , for ins t anc e , Commonweal t h  Secretariat / SPEC ( 1 9 7 8 ) .  
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example , requires s igni f icant amounts of water and elect ricity , 
inputs  few of t he s e  count ries can provide competi tively . Third , 
s cale requi rements may also limit d ivers i f i cat ion po s sibilities . 
To take full advant age of economies of scale in t he crus hing 
proce ss to o btain coconut oil , for example , t he ent ire copra 
output would be sacrif iced . The result is t hen expor t 
subst itu tion rat her t han dive r s i f i ca t ion .  Fourt h ,  besides t he 
potential inc rease in expor t  volume t hese products  represent , 
inf ormation on t heir real p rice growth prospects and , f rom an 
ins tabi l i ty perspe c t ive , on t he i r  price correlations wi t h  
traditional expor t s , is also important . The appropriate f orm in 
which resources s hould be exported ( e . g .  logs or sawnwood for 
timber resource s )  deserves careful at tention . Fif t h ,  given t he 
t rans portat ion d i f f icul ties , it is likel y  t ha t  labour-int ens ive 
high value primary products which c an be air-f reighted rep resent 
s t rong growt h pro s pects . Products such as cut f lowers ( orchids ) ,  
t ropi cal f ruit and vanilla have been sugges ted . Finall y ,  t he 
s t rong pos s i bility t hat promis ing prospects for  export 
diver s i f i ca t ion also lie outs ide t he me rc hand ise export sector 
s hould not be overl ooked . Touri sm ,  t he provis ion of 
communica t ions and f inancial servi ces and the export of labour 
( bot h migrant s and workers ) have been success ful in t he pas t . 

Simi lar cons iderations apply to at tempts  at s t abi l i z ation 
t hroug h t ne divers i f ication of export marke t s . The diseconomies 
of t ransportation associated with isolat ion and small size a re 
particularly relevant here . The re is also t he problem t hat , to 
t he extent t hat Stabex t ransfers depend , now or in t he future , on 
t he volume exported to EC membe rs ' marke t s  specif i cally , d ive rs ion 
away f rom t hese markets  could have an ind irectly negative e f fect 
on t he stabil i ty of total receipts . 

On the debit s ide , import subs ti tut ion was once t he popular 
s t rategy f or reducing vulne rabil i ty to external f luctuations . By 
reducing t he volume of impor t s  i t  was hoped t hat 'dependence' on 
f o reign sources would be reduced . This s trategy typically 
involved t he protection of dome s t i c  import-compe ting producers . 
Such an approach clearly involves many of t he same d i f f icul ties as 
export diversifica t ion , in terms of product select ion and t he 
potent ially high co sts  of resource misal location .  T he 
dise conomies of small  scale are even mo re bind ing on t he import 
side , s ince sales are conf ined to t he small cap tive internal 
marke t . But bes ides t hese obvious dangers , t he now cons iderable 
his torical evidence on import sub s t i tution in deve loping count ries 
overwhe lmingly sugges t s  t hat , whi le t hese policies may be 
succes s ful in reducing import-dependency in an agg rega te 
s t at i s t ical sense , t he natural tendency to subs ti tute t he less 
essential items f i rs t ( typically consumer good s ) impl ies a s hi f t  
i n  t he composition o f  impor t s  toward s intermediate and capital 
good s . Unf ortuna tely t he unint errupted supply of t he l at ter t hen 
becomes even more essential for t he smooth func tioning of bot h  t he 
new import subs titution and the old export indust ries . In t his 
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sense real �ulner abi lity to external fluctuations is of t en 
increas ed . 1 An emphasis on import subs t i tution has typically 
been ass ociated wi th low growth ,  even in large countries , whi le 
more outward-looking pol icies have of ten resulted in rapid growt h 
for  small countries . 

Many of the o t her approaches sugges t ed to reduce export 
ins tability  also have t heir  import counterpart s . Thes e  include 
t he diversi fi cati on of import sources ( particularly to t he rapidly 
growing economie s of Sout heas t  Asia ) ,  the purchase of imports on 
long-term contracts , and even the possibil i ty of bulk purchases of 
impor t s  by t he Pacific  i sland economies collectively . Given that 
imports  are naturally more diversif ied t han exports , it  i s  clear 
t hat t ransportat ion problems will hamper efforts  at furthe r  
divers i fication , and t he coord ination ·, nego tiation and 
adminis t rat ive diff iculties associated wit h  bulk purchases are 
l ikely to be severe . 

S .  Conclus ions 

The preceding sect ions have presented a gene ral picture of 
five small ,  non-resource-rich , isolated countries , which cur rently 
bene f i t  f rom high per capita t rans f e r  inf lows , but whose maj or 
t radi ti onal exports are primary products wit h  limit ed growth 
prospe cts  under  current policies and variable export  receipts .  
T hese chara cte ristics c ons t rain the pol icy options open to their 
government s  in mee t ing t he growing economic aspirat ions of t heir  
populations . Sma llness implies an unavoidable specializat ion in 
production , and when combined wi th a limited resource base 
ind i cates that t he range of viable p roduct ion activit ies f or t he 
economy wil l  be quite l imi ted . This may f ru s t rate the career 
aspirations of some inhabi t ants , making emigration an important 
social safety valve . Isolat ion f rom maj or trade routes implies 
t hat tr ansport cos t s  are a signifi cant trade bar rie r , further 
l imit ing t he s cope for diversif icat ion in bot h  export product s  and 
export marke t s , as well as reducing t he f lexibil ity in marke t ing . 

Aid and private t rans fer  payments , besides being important 
sources of external receipts ,  also appear to have partly perf ormed 
a s t abi li z ing role in t he current account . While there are 
natural doub ts  as to whet her such high levels of t rans f e rs will be 
maintained , it s hould also be noted t hat inf lows of funds of t hi s  
magni tude rai se t he value o f  t he domes tic currency and t hereby 
reduce the compe t i t ivene s s  of domes tic  exporting indust ries in 
c las s ic ' Dutch Di sease ' fas hion . Future reductions in t ransfer 
inf lows would rever s e  t hi s  ef fect , t hus partly generat ing t he 
expanded exports necessary to replace t hem. 

1 8 rmport subst i tut ion is examined in more detail in Parry ( 1 986 ) .  
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Concern over ins tability i n  export market s  has had an 
important impact on policy f orma tion. It has resul ted in the 
int roduction of price and income stabili zat ion s chemes for 
individual p roducts , with mixed resul t s .  T he availability of 
compens atory grants and financing through Stabex and the IMF ' s  
Compensatory Financing Faci l i ty can undoubtedly remove much o f  the 
pres sure in t hi s  are a . While Stabex in particular has its  
l imi tations in  terms of product and market coverage , and less than 
total compensat ion , t he macro-st abili zat ion approach appears t he 
least d i s tort ionary of the feas i ble options . 

Ins tability , plus s luggis h growth in tradit ional export s ,  has 
al so prompted efforts  at export diversif i cation . As no ted above 
such ef forts are cons t rained by economies of scale , wi th t he 
ac companying danger that one group of exports will simply replace 
ano t he r  wit h  l i t t le improvement , if any , in ove ral l prospec t s . At 
t his s tage , the furt her proce s sing and development of products 
selected f rom exis t ing expor ts  and other hig h  value added primary 
products  seems a more promis ing s tra tegy than the development of 
manufactur ing exports based on impor ted component s , given the 
int ens e compet i t ion from the As ian count ries in t he lat te r  area . 
Of course int ernational compe t i tiveness in a primary product does 
not imply compe t i t ivene s s  in its proces sed form , and t he dange r 
that capital-intens ive proces s ing activit ies could yield l i t t le 
value added at world prices should no t be ove rlooked . 

Topics of inte rest f or fuller inves tigation fall into seve ral 
categories . For exi s ting exports  it is important to determine t he 
explanations for t he relatively low prices received , the s low 
growt h in quanti t ie s  and the ins tability in both prices and 
quanti ties . To what extent are they inadve rtent side ef fects of 
o t her policy act ions ? Have t he exis t ing marketing schemes helped 
or hampered a t tempt s  to raise expo rt qual ity? Should these 
schemes be cont inued much as t hey are , substant ially modified to 
provide greater incentives to producers , or s hould t hey be 
discontinued al toge t he r ?  To what degree might stabilization at 
the mac roeconomic level , using drawings f rom the IMF ' s  
Compensatory Financ ing Facility and Stand-By Arrangement s  and t he 
EC' s Stabex system ,  supplemented by foreign exc hange re serves , 
subs t itute for s tabilization at the ind ividual product level ? In 
fact , given t hese i nternational sources of funds , does export 
ins tability remain an impor tant pol icy issue ? 

Turning to the ques t ion of diversif i cation , t he i s sues here 
involve the bes t  direct ions in which  diversif icat ion should 
proceed and the ext ent to which dive rs i f i cat ion away f rom 
tradit ional expor t s  is optimal . Because of tne Pacific is land s '  
small s i ze and isolation , one cannot simply look a t  the 
determinants of ' comparat ive advantage ' and leave t ransportation 
to take care of i tself . The range of potentially viable expo rts 
mus t  be determined not only by cons idering compe t i t iveness ( based 
on resource endowments etc . ) , but also by looking at t he 



132  

t ransportation pat te rn to see whi ch marke t s  can be profi tably 
serviced . It would be us eful to reconsider t he products lis ted in 
Section 3 above f rom this pe rspect ive . Cos t -bene f i t  analysis is 
important f or evaluating propo sed proce s sing activit ies . 

It is al so important t hat t he cons iderat ion of potent ial 
expo rts s hould include the o t her goods and servi ces category .  A 
comparison of t he ant icipated price trend s  of pros pect ive expor t s  
wi t h  those of  exi s t ing exports and estimates of the co rrelat ions 
between their price f luctuati ons would be helpful . These would 
provide an ind ication of the effects of export diversifi cat ion on 
aggregate expor t  rece ipts and growt h .  

More general topics include an examinat ion o f  the 'Dutch 
Disease ' effects  of the high t ransfer  inf lows on ac tual and 
potent ial exports . This could parallel work already done f or 
mine ral booms in Aus tralia , Indonesia and t he United Kingdom , and 
may provide some ind icat ion of t he likely adj us tments t hat wi ll 
occur if aid f lows are reduced . 

Al t hough not exclus ively a trade issue , population migrat ion 
is clearly important and has signif icant t rade impl icat ions . 
Research on t he causes and cos t s  and bene f i t s  to bo t h  'donors ' and 
' recipients ' of such labour f lows would be extremely useful in 
evaluating t his option . 



Appendix 4 . A 

Cable 4 . A . l  Current account statistics  for  f ive island e conomies , 
19 70-82 

1 9 7 0  1974  1 9 78 

(US$ mi l l ion) 

GDP 2 20 . 2 5 60 . 0  8 2 9 . 4  

Merc handise exports 62 . 1  142 . 8  184 . 5  

Merchandi se import s  - 9 2 . 5  -234 . 5  -297 . 9  

Trade balance ( a )  -30 . 4  - 9 1 . 8 - l l 3 . 5  

Other goods and serv ices cred its  4 6 . 9  143 . 5  185 . 1  

Othe r goods and services deb i t s  -33 . 4  -82 . 3  - 105 . 1  

Ne t OGS income ( b )  1 3 . 5  6 1 .  2 80 . 0  

Private unrequi ted transfers - 1 . 2  -2 . 3  -4 . 0  

Of ficial  unrequi ted trans fers 3 . 8  4 . 0  2 . 0  

Total unrequi �ed tran s fers ( c )  2 . 6  1 .  7 -2 . 0  

Current acc ount balance (a)  + ( b )  + ( c )  - 14 . 3 -29 . 8  -35 . 8  

Source : IMF, lnternat i ona l Financial S tatis tics  Yearbooks . 

Solomon I s land s 

1970  1974  1 9 7 8  

( US $  mi l l ion) 

GDP 3 1 . 4  7 3 . 9  98 . 5  

Me rchand ise exports  26 . 0  35 . 1  

Merchand ise impor ts -24 . 0  -35 . 4  

Trade balance (a)  2 . 0  -0 . 3  

Other goods and services  cred i t s  5 . 3  

Other goods and serv ices  deb i t s  - 20 . 7 

Ne t OCS inc ome ( b )  -15 . 4  

Pr ivate unrequi tec !  trans fers  2 . 0  2 . 0  

Of f icial unrequi t r.:. d  trans fers 8 . 0  17 . 2  

Total unrequito • c.l  trans f�rs ( c )  10 . 0  19 . 2  

Current ac count balance ( a )  + ( b )  + ( c )  5 . 0  3 . 5  

Sources : IMF , Balance of Payments S tat ist ics Yearbooks and ADB , � 
Indicators o f  S . M . C . s .  

1 3 3 

1982  

1 , 206 . 4  

25 1 . 4  

-44 0 . 2  

- 188 . 8  

2 9 2 . 1  

-213 . 5 

78 . 6  

-3 . 0  

2 0 . 5 

1 7 . 5  

-92 . 8  

1987  

159 . 8  

58 . 3  

- 5 9 . 1  

-0 . 8  

18 . 2  

-34 . 7  

- 16 . 5  

-5 . 0  

1 1 . 8  

6 . 8  

-10 . 5 
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Table 4 . A . l ( cont ' d) 

Tonga 

GDP 

Merchandise exports 

Merchand ise impor t s  

Trade balance ( a) 

Other goods and services  

Other goods and services  

Ne t  OGS income (b )  

credits  

deb i t s  

Pr ivate unrequited transfers 

Off i c ial  unrequited transfers  

Total unrequi ted trans fers (c)  

Cur rent account balance (a)  + (b)  + ( c )  

Source : IMF Balance o f  

Vanuatu 

GDP 

Merchandise exports  

Merc hand ise imports 

Trade balance (a)  

Payments 

Other goods and services  cred i t s  

Other goods and services  deb i t s  

Ne t OGS inc ome ( b )  

Private unrequi ted transfers 

Of f ic ial unrequited trans fers 

Total unrequ i ted trans fers  ( c )  

S ta t i s t ic s  

Current acc ount balance (a)  + ( b )  + ( c )  

Source : ADB , Key Ind icators o f  D . M . C . s .  

1 9 7 0  1 9 7 4  1 9 7 8  1981  

( US $  mi ll ion) 

1 3 . 6  3 6 . 4  36 . 3  n . a .  

4 . 9  7 . 5  7 . 6  

- 10 . 8  - 18 . 6  -36 . 8  

-5 . 9  - 1 1 . 1  -29 . 2  

3 . 8  6 . 8  12 . 7  

-2 . 3  -8 . 1  -8 . 5  

1 . 5  - 1 . 3  4 . 2  

5 . 1  8 . 6  14 . 8  

0 . 7  -3 . 8  -10 . 2  

Yearb ooks . 

1 9 7 0  1 9 7 6  1 9 78 1982 

( US $  mi l lion) 

1 9 . 8  4 1 .  5 2 3 . l 

-30 . 9  -51 . 2 - 5 5 . 2  

-11 . 1  -9 . 7  -3 2 . 1  

1 1 .  8 23 . 4  49 . 3  

- 1 7 . 3  -34 . 2  -26 . 0  

-5 . 5  -10 . 8  - 2 3 . 3  

0 . 2  0 . 2  

2 9 . 7 33 . 3  34 . 1  

29 . 9  33 . 5  34 . 1  

1 3 .  3 13 . 0  2 5 . 3  



Table 4 . A . l  ( cont ' d) 

We stern Samoa 

1970  1 9 7 4  1 9 7 8  

(US $ mi llion) 

GDP 

Merchandise exports 4 . 8 12 . 6  

Merchandise import s  -12 . 1  -26 . 2  

Trade balance (a)  -7 . 3  -13 . 6  

Other goods and serv ices cred i ts 2 . 4  7 . 2  

Other goods and serv ices  deb i ts - 2 . 8  -7 . 6  

Net OGS income (b )  - 0 . 4  - 0 . 4  

P r ivate unrequi ted trans fers 2 . 2  7 . 1  

Off ic ia l  unrequi ted t rans fers 0 . 4 2 . 7 

Total unrequi ted  transfers ( c )  2 . 6  9 . 8  

Current account b alance (a)  + (b )  + ( c )  - 5 . 1  -4 . 2  

S ourc e :  IMF In terna t ional Financial S ta t i s t ics  Yearbooks . 

Table  4 . A . 2 Commodity compos i t ion of t rade for f ive i sland 
economies , 1965-80 ( per  cent)  

Export 
SITC group 1965 1 9 7 0  

Food / l ive animals 8 2 . 8  6 5 . 3  
( 03 )  Fish + preparations ( 2 . 5 ) ( 7 . 6 )  
( 0611 )  Raw sugar ( 7 6 . 8 )  ( 5 4 . 0 ) 
( 06 1 5 )  Mo lasses ( 1 .  O) ( 0 . 8 ) 

Bev / tobacc o 0 . 3  0 . 6  
Crude mat .  ( ex .  fue l s )  4 . 8  2 . 3  
Mineral fuels e t c . 1 1 .  0 

( 33 )  Petroleum produc ts ( 11 .  0) 
An . ,  veg .  oil / fa t  1 1 .  2 8 . 7  

( 42 4 3 )  Coconut o i l  ( 1 1 .  2 )  ( 8 .  7 )  
Chemical s  0 . 4  
Basic manuf . 0 . 6  3 . 5  
Mach . / trans . equip . 2 . 2  
Misc . manu f . 0 . 2  2 . 0  
Not c lassif ied 3 . 9  

( 9 7 1 )  Gold 

11 . 1  

-47 . 7  

-36 . 6  

2 . 9  

-6 . 1  

- 3 . 2  

12 . 1  

1 2 . 0  

24 . 1  

-15 . 7  

shares 
1975  

7 5 . 2  
( 1 .  3 )  

( 7 0 . 9 ) 
( 1 .  0) 

0 . 7  
12 . 1  

( 12 .  1)  
3 . 8  

( 3 . 8 ) 
0 . 4  
2 . 6  
2 . 5  
1 .  2 
1 . 5  
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1982 

11 . 7 

-44 . 5  

-32 . 8  

4 . 3  

- 9 . 4  

-5 . 1  

18 . 6  

12 . 3  

30 . 9  

-7 . 0  

1980 

68 . 1  
( 5 . 0) 

( 5 7  . 0) 
( 3 .  9)  

1 . 8  
15 . 3  

( 15 .  3 )  
2 . 1  

( 2  . 1 ) 
0 . 4  
2 . 2  
3 . 8  
0 . 9  
5 . 3  
4 . 1  
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Table 4 . A . 2 ( cont ' d) 

_fi j i  

Impor t  shares 
S ITC group -

1965  1970  1975  1980  

Food / l ive animals 2 1 . 0 18 . 7  1 7 . 4  1 4 . 2  
Bev / tobacco 2 . 4  1 .  9 1 . 4  0 . 8  
Crude ma t .  ( ex .  f ue ls )  2 . 4  1 .  4 0 . 9  0 . 7  
Mineral fuels etc . 9 . 8  1 1 . 0 2 2 . 1  2 3 . 1  
An . , veg . o i l / f a t  1 . 5  1 .  5 1 .  6 1 . 1  
Chemical s 7 . 9  6 . 5  7 . 6  6 . 7  
Basic manuf . 2 1 . 2 19 . 5  1 7 . 9  18 . 7  
Mach . / trans . equip . 2 2 . 4  2 0 . 9  20 . 3  2 2 . 6  
Mi sc . manuf . 1 0 . 5  1 5 . 1  12 . 7  8 . 5  
Not  c lassif ied 1 . 1  3 . 6  2 . 8  3 . 6  

Solomon I slands ------·---

Export shares  
SITC gr oup l967 1970 1 9 7 5  1980 

Food / l ive animal s  1 . 5  1 .  3 24 . 9  4 1 . 8  
( 03 )  F i s h  + preparat i ons ( 2 3 . 7 ) ( 38 . 1 ) 

Bev / tobacco 0 . 1 0 . 5  0 . 2  
Crude mat .  ( ex .  fue l s )  94 . 7  96 . 5  68 . 1  44 . 8  

( 22 1 2 )  Cop ra ( 7 1 . 2 ) ( 5 2 . 4 ) ( 39 .  6 )  ( 17 . 3 ) 
( 24 )  Wood ( 2 1 . 1 ) ( 4 0 . 9 ) ( 2 7 . 0) ( 2 6 . 3 ) 

Mineral fuels e t c . 
An . ,  veg . o i l / f a t  10 . 9  

( 4 2 2 2 )  palm o i l  ( 10 .  9 )  
Chemicals 
Basic manu f . 
Mac h . / tran s . equ ip . 
Misc . manuf . 0 . 4  
No t c lassi f ied 4 . 2  0 . 6  6 . 1  2 . 3  

So lomon I sland s 

ImEor t shares  
S I TC group l967  1970  1975  1980  

Food / l ive animals 20 . 8  14 . 4  10 . 8  
Bev / t obac c o  6 . 4  4 . 0  3 . 0  
Crude ma t .  ( ex .  fue ls )  0 . 4  0 . 5  0 . 7  
Mineral fue ls e t c . 5 . 6  9 . 9 16 . 0  
An . ,  veg . o i l /fat  0 . 3  0 . 7  
Chemicals 7 . 1  8 . 0  5 . 1 
Basic manuf . 18 . 0  2 3 . 4  1 6 . 6  
Mac h . / trans . equip . 30 . 7  29 . 7  39 . 2  
Misc . manuf .  9 . 5  8 . 0  7 . 6  
Not c lassified 1 .  2 1 . 9  
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Table 4 . A . 2  ( cont ' d) 

Tonga 

Export shares 
S ITC group 1965 1970  1976  1980  

Food /live animals 4 4 . 7  36 . 5  3 1 .  3 
( 05 )  Vege tab les and fruit ( 4 2 . 9 )  ( 34 .  6 )  ( 2 7 . 6 ) 

Bev / tobacco 
Crude mat . ( ex .  fuels)  5 1 .  5 5 7 . 4  19 . 2  

( 2 2 12 )  Copra ( 50 . 3 ) ( 5 1 .  3 )  ( 13 .  2 )  
Mineral fuels  e tc . 1 .  2 
An . ,  veg .  oil/fat  42 . 5  
Chemi cal s 
Bas ic manu f .  1 . 1  1 . 6  0 . 7  
Mach . / trans . equip . 0 . 3  0 . 6  0 . 6  
Mi sc . manuf . 2 . 3  4 . 1 
Not cla s s i f ied 1 . 1  1 .  5 1 .  6 

Tonga 

lmEor t shares  
SITC group 1965 1 9 7 0  19 7 6  1980 

Food / l ive anima l s  29 . 1  28 . 3  23 . 6  
Bev / t ob acco 8 . 0  7 . 2  6 . 5  
Crude ma t .  (ex . f uels)  3 . 3  6 . 2  5 . 1  
Mineral fuels  e tc . 3 . 9  11 . 1  14 . 3  
An . ,  veg . o i l / f a t  
Chemicals 10 . 1  6 . 0  5 . 7  
Basic manuf . 24 . 9  17 . 1  19 . 9  
Mach . / trans . equip . 1 3 . 1  15 . 4  17 . 0  
Misc . manuf . 6 . 8  8 . 2  7 . 4  
Not c lass i f ied 0 . 4  0 . 3  0 . 5  

Vanuatu 
• 

ExEor t  shares  
SITC  gr oup 1965 1 9 7 0  1975  1980 

Foo d / l ive animals 16 . 0  46 . 7  4 6 . 0  2 1 .  8 
( 01)  Meat  + preparat i ons ( 2 .  O) ( 2 . 5 ) ( 8 . 0 ) ( 8 . 5 ) 
( 03 1 1) Fish ,  fresh , chilled , frozen ( 12 . O) ( 40 . 2 ) ( 32 .  7 )  ( 1 .  O) 
( 07 2 1 )  Cocoa beans ( 1 . 4 ) ( 3 . 4 ) ( 4 . 9 ) ( 10 . 6 ) 

Bev / tobacco 
Crude ma t .  ( ex .  fuels)  84 . 0  5 1 . 8  5 2 . 8  69 . 3  

( 2 2 1 2 )  Copra ( 5 7 . 8 ) ( 4 1 . 6) ( 42 . 7 )  ( 6 7 . 3 ) 
( 2837 )  Manganese ore ( 2 5 . 6 ) ( 2 . 8 ) ( 8 . 5 ) ( 0 . 9 ) 

Mineral f ue l s  e tc . 
An . ,  veg . o i l / f a t  8 . 5  
Chemicals  
Bas ic manuf . 
Mach . / trans . equip . 1 . 4  
Mi sc . manuf . 0 . 1  0 . 3  

Not classified 1 .  0 o .  l 
------- - - -
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Table 4 . A . 2 ( cont ' d ) 

Vanua tu -----

Impor t shares 

S I TC group 1965 1970 1975  1980 

Food / l ive animals 2 1 .  7 2 0 . 5  18 . 3 2 3 . 1  
Bev /t obacco 7 . 0  5 . 7  5 . 4 5 . 9  
Crude ma t .  ( e x .  fue l s )  0 . 9  1 .  6 2 . 0  2 . 1  
Mineral fuels e t c . 7 . 3  6 . 0  10 . 6  15 . 8  
An . ,  veg . o i l / fat 0 . 7  0 . 5  0 . 5  0 . 5  
Chemicals 5 . 4 5 . 5  5 . 9  6 . 3  
Basic rnanuf . 2 1 . 6 2 1 . 2  16 . 7  1 3 . 8  
Mac h . / t rans . equip . 2 0 . 7 24 . 0  24 . 9  2 0 . 6  
Misc . manuf . 6 . 5  8 . 6  8 . 9  11 . 8  
Not classif ied 8 . 2  6 . 3  6 . 8  0 . 1 

We s tern Samoa 

ExEort shares 
S ITC group 1965 1970 1975  1980 

Food / l iv e  animals 5 2 . 5  50 . 0  3 2 . 5  34 . 4  
( 05 )  Vege tables and fruit ( 3 0 .  0) ( 17  . 1) ( 6 . 3 ) ( 14 . 4 ) 
( 07 2 1 )  Cocoa beans ( 2 2 . 2 ) ( 3 0 . 3 )  ( 2 5 . 1 ) ( 18 . 1) 

B ev / tobacco 1 . 8  3 . 3  
Crude ma t .  ( ex . fuels)  4 1 . 5  4 2 . 7  62 . 3  5 9 . 7  

( 22 1 2 )  Copra ( 4 1 . 3 ) ( 4 1 . 6 )  ( 5 8 . O) ( 5 3 . 7 )  
Mineral fue l s  e tc . 0 . 3  
An . , veg . oil / f a t  0 . 6  
Chemicals 0 . 5  
Basic manuf . 1 .  3 0 . 3  
Mach . / trans . equip . 0 . 2  
Misc . manuf . 0 . 9 1 .  2 3 . 5  0 . 9  
Not c lassif ied 5 . 1  5 . 2  

We stern Samoa 

ImEor t shares 
S I TC group 1�65 1970  1975  1980  

Food /l ive anima ls 3 0 . 8 24 . 4  2 8 . 8  2 1 . 5 
Bev / tobac c o  5 . 5  4 . 4  5 . 4 2 . 6  
Crude ma t .  ( ex . fue l s )  8 . 9  4 . 8  0 . 7  1 .  4 
Mineral f ue l s  e t c . 3 . 6  3 . 8  8 . 3  16 . 5  
An . ,  veg . oil / fat 0 . 1 0 . 4  0 . 7  
Chemicals 4 . 2  4 . 9  3 . 8 9 . 1  
Basic manuf . 22 . 5  20 . 4  19 . 6  22 . 7  
Mach . / trans . equip . 1 3 . 9  26 . 6  24 . 9  21 . 0 
Misc . manuf . 7 . 1  6 . 3  5 . 8  4 . 5  
Not c lassif ied 2 . 1  4 . 2  2 . 3  

Note : S ITC = S t andard Interna t ional T rade Clas s i f icat ion . 

Source : United Nat ion s , Yearbooks of Internat ional T rade S t a t i s t ics . 
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Tab le 4 . A .  3 Trading eartner shares o f  f ive i sland economies , 
196 7-80 ( pe r  cen t )  

Fij i 

Exeorts 
Coun try 1967 19 71  1975  1980 
Un i ted Kingdom 4 4 . 3  3 0 . 2  5 9 . 6  2 1 .  0 
USA 15 . 4  18 . 8  2 . 0 10 . 5  
New Zea land 5 . 6  6 . 3 8 . 8  10 . 6  
Aus tralia 5 . 3  3 . 5  3 . 4  2 . 8  
Samoa 1 .  5 2 . 1  3 . 0  2 . 2  
S ingapore 0 . 7 3 . 5 3 . 2  1 .  7 
Canada 6 . 3  10 . 6  0 . 4  7 . 1  
Tonga 5 . 1  2 . 1  2 . 3  2 . 5  
Malays ia 1 . 6  3 . 3  8 . 4  
Japan 4 . 7  3 . 9  0 . 4  10 . 8  
Large s t  t hree 66 . 0  60 . 0  7 2 . 0  42 . 4  

Fij i 

Imeorts  

Coun try 1967 1 9 7 1  1 9 7 5  1980 

Au s tralia 27 . 2  26 . 2  28 . 9  3 0 . 5 
Japan 15 . 3  17 . 1  15 . 7  14 . 3  
Uni ted Kingdom 17 . 2  17 . 9  13 . 4  7 . 3  
New Zealand 7 . 9  10 . 7  12 . 2  14 . 7  
Singapore 3 . 0  4 . 0  8 . 4  1 1 .  0 
USA 5 . 7  4 . 0  4 . 0  6 . 5  
Hong Kong 3 . 8  3 . 1  2 . 6 1 .  5 
India 2 . 6 1 . 8  1 .  3 1 . 1  
F . R .  Germany 0 . 9  1 .  3 1 . 1  1 . 1  
Iran 1 . 6  1 .  9 1 .  3 

Lar ge s t  three 59 . 7  60 . 5  58 . 0  59 . 5  

So lomon I s land s 

Exp or t s  

Country 1967  19 7 1  1975  1980 

Japan 38 . 4  5 7 . 8  29 . 3  26 . 0  
Uni ted Kingdom 4 1 .  9 4 . 8  1 1 . 0  1 1 . 5  
Amer ican Samoa 5 . 3  5 . 9  
Ne therland s 0 . 2  6 . 2  14 . 4  
F . R .  Germany 0 . 4  3 . 0  7 . 1  5 . 8  
Sweden 5 . 5  
Norway 5 . 9 
Au stra lia 16 . 2  12 . 2  3 . 8  2 . 3  
USA 3 . 2  20 . 5  
Denmark 8 . 1  

Lar ge s t  three 96 . 5 74 . 8  48 . 4  60 . 9  
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Table 4 . A . 3 ( cont ' d) 

Solomon I s lands 

ImEorts  
Coun try 1 9 6 7  1 9 7 1 19 7 5  1980 

Aus tralia 44 . 6  34 . 6  3 5 . 3  30 . 9  
Japan 5 . 1  2 5 . 9  1 3 . 3  19 . 7  
Uni ted Kingdom 19 . 8  15 . 3  14 . 4  8 . 6  
S ingapore 2 . 8  2 . 2  9 . 5 14 . 7  
USA 10 . 4  5 . 7  4 . 1  3 . 2  
New Zealand 0 . 1  3 . 1  2 . 5  7 . 0  
Papua New Guinea 0 . 5  3 . 0  5 . 4  
Hong Kong 5 . 4  2 . 7  2 . 3  2 . 9  
China 1 .  7 1 .  7 2 . 4 2 . 5  
F . R .  Germany 1 .  2 3 . 4  1 . 2  

Large s t  three 74 . 8  7 5 . 8  6 3 . 0  65 . 3  

Tonga 

ExEorts  
Coun try 1969  19 7 1  1 9 7 5  1980 

Ne therland s 14 . 6  16 . 0  5 3 . 1  1 .  5 
New Zealand 30 . 1  34 . 7  2 0 . 4  2 9 . 7  
F . R .  Germany 4 . 5  15 . 5  7 . 7  
United Kingdom 1 . 4  10 . 3  1 1 . 4  2 . 2  
Australia 4 . 2  5 . 6  1 .  6 34 . 2  
Fij i 1 .  0 2 . 0  3 . 3  2 . 8  
S ingapore 1 1 . 9 
Denmark 
USA 0 . 3 1 . 4  0 . 1  13 . 4  
Hong Kong 0 . 5 0 . 4  

Large s t  three 4 9 . 2  66 . 2  84 . 9  7 7 . 3 

Tonga 

ImEorts  

Country 1969  19 7 1  1 9 7 5  1 9 8 0  

New Zealand 34 . 5  3 7 . 2  34 . 9  3 7 . 6  
Aus tralia 24 . 0  25 . 7  2 3 . 3  31 . 7 
Uni ted Kingdom 9 . 8  11 . 8 10 . 3  3 . 5  
Fij i 22 . 3 1 2 . 4  6 . 4  4 . 9  
Japan 2 . 0  5 . 7  5 . 0  6 . 1  
USA 3 . 2  3 . 1  5 . 7  5 . 8  
S ingapo re 0 . 2  0 . 3 3 . 8  
Hong Kong 1 .  6 1 .  6 2 . 6  1 .  8 
Iran 1 .  5 
China 0 . 2  1 .  2 2 . 5  

Lar gest  three 80 . 8  7 5 . 3  68 . 5  7 5 . 4  
---·-- ---- - -------------- ------ --- --- - - - - - - - - - -- - - --
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Table  4 . A . 3 ( cont ' d) 

Vanua tu 

Exports 
Coun try 1967  19 7 1  1 9 7 5  1980 

USA 14 . 5  3 7 . 1  2 8 . 2  
France 4 7 . 4  34 . 1  4 3 . 4  
Japan 2 7 . 7  1 7 . 8  14 . 7  
New Caledonia 2 . 1  6 . 6  8 . 5  
I taly 2 . 1  3 . 0  
Australia 1 . 4  1 .  0 0 . 8  
New Zealand 0 . 3 
Fr . Polynesia 1 .  7 
Denmark 1 . 6  
S ingapore 0 . 8 

Large s t  three 89 . 6  89 . 0  8 6 . 2  

Vanuatu 

lmEorts 
Country 1 9 6 7  19 7 1  1 9 7 5  1980 

Aus tra lia 4 2 . 4  38 . 8  2 9 . 9  
France 2 0 . 8  16 . 4  2 5 . 1  
Japan 7 . 6  12 . 6  7 . 8  
New Zealand 0 . 4  5 . 7  4 . 0  
New Caledonia 2 . 7  2 . 2  7 . 1  
Uni ted Kingdom 3 . 2  6 . 6  5 . 1  
Hong Kong 6 . 5  3 . 5  2 . 6  
S ingapore 2 . 5  3 . 0  4 . 1  
F . R .  Germany 0 . 7 1 .  3 2 . 7  
USA 2 . 3  2 . 8  2 . 6  

Large s t  three 7 0 . 8 6 7 . 8  62 . 8  

We s tern Samoa 

ExEor ts 
Coun try 1967  19 7 1  19 7 5  19 7 9  

New Zealand 46 . 8  3 2 . 8  20 . 3  24 . 1  

F . R .  Germany 3 . 1  25 . 1  19 . 9  14 . 7  
Ne ther lands 6 . 3  20 . 6  3 3 . 8  25 . 4  

USA 11 . 4 8 . 7  2 . 9  8 . 8  

Sweden 3 . 9  9 . 4  18 . 4  

Amer ica Samoa 2 . 5  3 . 0  4 . 9  

Uni ted Kingdom 2 1 . 8  2 . 9  0 . 1  

Japan 2 . 0  

Aus tralia 4 . 0  0 . 4  3_. 4 1 .  7 

Tonga 2 . 2  

Large s t  three 80 . 0  7 8 . 5  7 4 . 0  6 7 . 9  
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Tab le 4 . A . 3 ( cont ' d) 

Wes tern Samoa 

ImEorts 
Country 19 6 7  1 9 7 1  1 9 7 5  

New Zea land 2 7 . 1  3 1 . 5  2 7 . 0  
Australia 2 3 . 7  19 . 9  24 . 2  
Jap an 9 . 0  14 . 9  1 1 .  2 
U SA 7 . 0  5 . 7  1 3 . 3  
Un i ted K ingdom 10 . 8  8 . 0  6 . 7  
Fij i 3 . 9  4 . 5  2 . 7  
S ingapore 0 . 2  2 . 0  5 . 2  
Hong Kong 3 . 8  3 . 3  2 . 4  
F . R .  Germany 1 .  3 1 .  3 1 .  3 
S ou th Africa 4 . 5  0 . 1  0 . 5  

Large s t  three 6 1 .  6 66 . 3  64 . 5  

Source : Uni ted Nat ions Yearb ooks o f  Internat ional Trade S tatis tics . 

Table 4 . A . 4  DecomEo s i t ion of ins t ab il i t� in total credits  and 
deb i t s  ( p e r  cen t )  

A :  To tal credits  Fij i 

Var (MEX) 44 . 4  
Var ( OGSC) 2 0 . 3  
Var ( UT)  1 .  8 

Cov( MEX, OGSC )  34 . 1  
Cov(MEX , UT) 1 . 0  
Cov( OGSC , UT) - 1 . 6 

Var ( PUT) 
Var ( OUT)  

Cov( MEX, P UT)  
Cov(MEX, OUT) 
Cov ( OGSC , P UT) 
Cov ( OGS C , OUT) 
Cov ( PUT, OUT) 

B :  To tal deb i t s  

Var (MIM) 64 . 0  
Var ( OGSD) 5 . 6  

Cov (MIM, OGS D) 30 . 4  

Solomon I s  Tonga 

6 8 . 2  19 . 4  
3 . 1  1 7 . 3  

15 . 8  

7 . 6  1 9 . 0  
15 . 4  

- 10 . 1  

1 1 . 3 

9 . 5  

2 3 . 5  

4 8 . 1  54 . 9  
1 1 . 7 12 . 1  

4 0 . 2  33 . 0  

1 9 7 9  

24 . 8  
16 . 6  
1 1 . 0  

8 . 7  
2 . 5  
2 . 7  
5 . 7  
1 . 2  

2 0 . 0  

6 1 . 4  

Samoa 

29 . 8  
24 . 6  

2 3 . 4  

14 . 1  
3 3 . 3  

- 0 . 9  
- 7 . 5  

- 1 1 . 3  
-30 . 2  

24 . 8  

8 1 . 7 
4 . 7  

13 . 6  
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l 'able 4 . A .  4 ( cont ' d) 

C :  Correlation s  b e tween credit and deb i t  i tems 

MEX OGSC UT PUT OUT 

Fij i 
MIM o. 77 0 . 86 0 . 12 
OGSD 0 . 54 0 . 7 6  0 . 17 

Solomon I slands 
MIM 0 . 54 - 0 . 19 0 . 5 3 
OGSD 0 . 61 0 . 19 0 . 38 

Tonga 
MIM 0 . 64 0 . 9 2 0 . 7 8 
OGSD 0 . 59 0 . 69 0 . 54 

'·!�stern S amoa 
MIM 0 . 1 9 0 . 14 0 . 37 0 . 67 
OGSD 0 . 43 0 . 7 6  0 . 2 2 -0 . 11 

Abbreviat ions and sour ce s : As for  Tab le 4 . 2 .  

Table  4 .A . 5  ExEor t  instab ility  in f ive isl an d  e conomies 

Fij i 

Uni t  value Quantity DecomEosit ion (% )  
Product  Expor t Instab . lns tab . Inter-

share a Trend ind . Trend ind . u .  value Quan t ity act ion 

To tal 
exports } 00% 7 . 4  0 . 0 7 9 2  2 . 4  0 . 0245  1 82 . 3  5 7 . 9  - 1 40 . 2  

Sugar 5 2% 7 . 1  0 . 098 0  2 . 5 0 . 0368 1 16 . 8 4 3 . 6  - 60 . 4  

Coconut oil 8 . 2% 4 . 8  0 . 1 1 9 5  - 1 .  2 0 . 0191  9 4 . 4  15 . 7  - 10 . 1  

Tour i sts  12 . 8  0 . 1386 

Corre lations Tota l exports Sugar Coconut oil 

Q lN Q UV Q lN 
Export lN -0 . 6 6 

Sugar Q 0 . 89 -0 . 39 
lN - 0 . 6 5  0 . 94 -0 . 4 2 

Co conut Q - 0 . 16  0 . 28 -0 . 20 0 . 12 

oil lN - 0 . 19 0 . 4 1  - 0 . 04 0 . 36 -fl . 13 

Tourists  Q 0 . 30 - 0 .  5 9  - 0 . 39  -0 . 40 -0 . 11 "."'0 . 08 

Samp les : Total exports ( 19 5 7- 8 3) ; sugar ( 19 6 1-83) ; coconut oil ( 195 8- 83) ; 
touri sts  ( 1960- f' 2 ) . 
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Table 4 . A . 5 ( cont ' d) 

So lomon I s land s  

Produc t Un i t  va lue Quan t i ty Dec omEos i t i on ( % )  
Export  Ins  tab . Instab . 
shareb Trend ind . Trend ind . u .  value Quant i ty 

Copra 32% 6 . 3 0 . 1 5 6 5  1 .  6 0 . 02 5 8  8 1 . 8 14 . 2  

Timber 26% 10 . 4  0 . 05 9 5  1 3 . 9  0 . 344 7 33 . 6  1 7 4 . 9  

Fish 2 5% 1 1 .  0 0 . 0 1 5 3  1 5 . 0  0 . 2 3 2 0  7 . 4  104 . 1  

Tour i s t s  1 1 . 3 0 . 004 3 

Correlat ions Copra Timber Fish 
Q UV Q UV Q UV 

Copra UV 0 . 06 

Timber Q - 0 . 35 -0 . 32  
UV 0 . 40 0 . 54 - 0 . 65  

Fish Q - 0 . 04 - 0 . 09 0 . 16 0 . 1 3 
UV -0 . 1 1 0 . 07 -0 . 06 0 . 24 - 0 .  2 0  

Tourists  Q 0 . 39 - 0 . 64 - 0 . 18 - 0 . 34 - 0 .  2 9  - 0 .  3 5  

Samp l e� :  Cop ra ( 1964-80) ; t imber  ( 19 64-80) ; f ish ( 19 7 1-80) ; t our ists  
( 19 70-8 1) . 

Product Uni t  va lue Quan t i ty Decompos i t i on ( % )  
Exp o r t  Ins tab . Ins tab . 
shareb Trend ind . Trend ind . U .  value Quant i ty 

Cop ra 

Dessi cated 

5 2 . 1% 4 . 7  0 . 1403  - 3 . 9  

coconut 1 1 . 0% 1 0 . 9  0 . 0628  - 2 . 8  

Correlat ions Cop ra 
-------

Q UV 

Cop ra UV - 0 . 2 3  

De si ccated Q -0 . 10 0 . 05 
coconu t UV - 0 . 3 7  0 . 68 

_?amp l� : Cop ra ( 1964- 80) ; dessicated 

0 . 1054 62 . 0  64 . 2  

0 .  04 7 7  8 1 . 4  6 2 . 5  

De ssi cated c oconu t 
Q UV 

-0 . 30 

coconu t ( 19 66-80) . 

Inter-
ac t ion 

4 . 0  

- 108 . 5  

- 1 1 . 5  

Inter
act ion 

-26 . 2  

-43 . 9  
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Vanua tu 

P r oduc t Uni t  value guan tit� Decompo si t ion ( %) 
Expor t Ins tab . Ins tab . 
shareb Trend ind . Trend ind . u .  value Quant i ty 

Copra 44 . 5% 4 . 5 0 . 1509 0 . 3 0 . 0426  5 7 . 6  16 . 9  

Fish 34 . 3% 8 . 8 0 . 0 1 7 8  5 . 4  0 . 1869 9 . 9  98 . 1  

Cocoa 3 . 9% 8 . 7  0 . 14 7 8  -0 . 1  0 . 0843 4 1 . 8  24 . 3  

Tourists  7 . 2  0 . 024 7 

Correlat ions Cop ra Fi sh Cocoa 
Q UV Q UV Q UV 

Cop ra UV 0 . 39 

Fi sh Q -0 . 41 -0 . 2 7 
UV 0 . 1 3  0 . 2 1 - 0 . 12  

Cocoa Q 0 . 26 0 . 08 -0 . 08 0 . 38 
UV 0 . 46 0 . 5 3 - 0 . 33  0 . 6 1 0 . 50 

Touri sts Q 0 .  7 3  0 . 5 3 - 0 . 04 0 . 4 1  0 . 4 7 0 . 7 5 

Samp_les : Cop ra ( 19 5 9-80) ; f ish ( 19 5 9-80) ; cocoa ( 19 59-80) ; tourists 
8 2 ) . 

Wes tern S amoa 

Produc t  Uni t  value Quan t i t� Decomposit ion ( % )  
Export  Ins tab . Ins tab . 
sharea Trend ind .  Trend ind . u .  value Quan t i ty 

To tal 
exports 1 (l0% 4 . 0  0 . 1187  - 1 .  9 0 . 0383 90 . 8  30 . 1  

Copra 4 1 .  6% 3 . 0  0 . 1 3 5 1  - 0 . 2  0 . 0786  5 6 . 7  33 . 5  

Cocoa 3 0 . 9%  5 . 3  0 . 2661  - 4 . 0  0 . 1016 108 . 6 4 3 . 7  

Corre lations Total exports  Copra Cocoa 
Q UV Q UV Q UV 

Export UV -0 . 19 

Cop ra Q 0 . 60 0 . 20 
UV -0 . 11 0 . 88 0 . 1 1 

Cocoa Q 0 . 6 5 -0 . 4 3 -0 . 1 8 -0 . 2 3  
UV -0 . 2 1 0 . 89 0 . 1 3 0 . 6 3 -0 . 35 

Sample s :  To tal exports  ( 1 9 5 2-83) ; copra ( 1952-83) ; cocoa ( 1 9 5 2-83) . 
a

in 1 9 70 . bAverage over samp le period . 
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In ter-
act ion 

2 5 . 3  

-8 . 1  

33 . 8  

( 19 7 2-

Inter-
action 

- 20 . 9  

9 . 7  

- 5 2 . 3  

Sources : IMF , Interna t ional F inancial Statistics  Yearbooks and United Na tions , 
Statist ical Yearbook for Asia and the Pacific  (Touris t s ) . 
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Appendix 4 . B  Ins t ab i l i ty indexes 

The ins tab il i ty ind exes and decomp o s i t ions pre sented in the tables 
were d eve loped in Ll oyd and Proc ter ( 1 983 ) . For each var iab l e  (y ) . an 
exp onent ial trend (y) i s  calculated , and the c orrespond ing instab i l i t y  index 
( Iy ) i s  then taken as  ' t he samp le var iance of  the r a t i o  of  ac tual to e s t i 
mated tr end values ' . 

i . e .  Iy = Var [ y /y ] 

In each case y is d e termined by e s t ima t ing ( us ing Ord inary Least 
Squar e s )  t he equat ion 

log [ y ] = cons t ant + ay t + u 

where t is a t ime dummy variab le . From ( 1 )  y 
is equal t o  the e s t ima t ed c on stant in ( 1 ) . 

Wr i t ing y = y . ey , one then has Iy = Var 

Dec ompo s i t ions : 

S ince J_ 
y 

I 
y 

i . e .  I 
y 

Then y 

and e 
y 

one can 

[ e ] Var 
y 

deno t e s  a samp le 

( i)  y = � xi 1. 

- 1. L X
· 

- - ' 
. y 

1. 

Var � 
L Var [ 

( i i)  y p . q 

one can wr i te 

x
i J y 

x .  l L 1. 
+ 2 

y J i 

p . q  p
o 

q . 0 Exp [ ( ap + aq ) t ] 

x_ E. !l e . e  
y p q p q 

then appr oximate Var [ e ] by 
q 

-.:::. Var [e ] e Var [ e ] + e + 
q p p q 

mean v alue . 

( 1 )  

[ ey l 

L [:i 

:j J Cov 

i<j 

2e e Cov [ e , e ] whe re e 
p q p q 



Chap ter 5 

The Sou t h  Pacif i c  Regional Trade and Economic 
Coope ration Agreement : a cr itique 

Max Ro be r tson 

The South Pac i f i c  Regional Trade and Economic Cooperation 
Agreement of 1 980 ( SPARTECA) is a pre ferential , non-re ciprocal 
agreement between Aus t ral ia and New Zealand and t he Forum i s lands 
of t he Sout h Pacif ic . The Fo rum is lands comprise Fij i ,  Solomon 
Is lands , Cook Is land s , Kiri bati , Nauru , Niue , Tonga , Tuvalu , 
Vanuatu and Wes tern Samoa . The agreement came into force on 1 
January 1 98 1 and has been ratif ied by all Forum island count ries . 
Papua New Guinea t rade relat ions hips wi t h  Aus t ralia are cove red by 
t he parallel Aus t ralia/ PNC Trade and Commercial Relations hips 
Agreement ( PATCRA) . 

The bas is of t he original agreeme nt is descr ibed in a recent 
revis ion of t he Agreement and updated schedule by t he Aus t ralian 
Department of Trade dated 3 1  March 1 985 , whi ch sets out t he 
o bj e ctives of SPARTECA to be as fol lows : 

( i )  To ac hieve progre s s ively duty f ree and unres t ricted access 
to marke ts of Aus t ralia and New Zealand by t he Forum is land 
count ries over as wide a range of products as poss ible . 

( ii )  To accelerate t he development of t he Forum is land 
count rie s ,  in part i cular t hrough the expans ion and diversif ication 
of t heir exports to Aus t ral ia and New Zealand . 

( i ii ) To promo te and faci li tate t his expans ion and 
diversificat ion through t he elimination of t rade barriers . 

( iv )  To foster the growt h and expansion of expo rts of Fo rum 
island count ries through t he promo t ion of inves tment in t hose 
count ries . 

( v )  To promote greater penet rat ion by expor t s  f rom Fo rum island 
count ries into Aus t ralia and New Zealand t hrough such measures as 
cooperat ion in t he marke ting and promo t ion of goods f rom Fo rum 
is land count ries . 

( vi )  To promo te and facili tate economi c cooperation includ ing 
commercial , indus t rial , agricul tural and technical coo peration . 

Paci f i c  is lands face maj or diff icul ties in export ing to 
Aus t ralia and New Zealand , be cause of t he compe t i tiveness of mo st  

1 4 7 
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of their  raw mater ial expo rts  wi th Aus tralian product s ,  because o f  
quota and tar i f f  res t r i ctions , and because of their inability t o  
compe te wi th As ian expo rters i n  labour-intens ive manuf actures . 
The ini tial impetus for the Ag reement arose f rom a pol itical 
des i re to as s i s t  the Forum is land count ries . Howeve r ,  the 
problems underly ing is land exports we re not carefully ident i f ied 
in the late 1 9 7 0s . Aus t ralian offi cials ins tead f ocused on the 
de s i rabi l i ty of measures to improve the access of Forum i s l and 
count rie s to the Aus tral ian market . Pro t racted discus s ions wi th 
bo th Forum is land and New Zealand o f f i cials led eventually to the 
f ormation of SPARTECA. 

Trad i t ionally , Aus tralia has imported very l i t t le from the 
Paci fic , as 1 984 t rade figures show ( Table 5 . 1 ) .  Seventy-eight 

. per cent of Forum is land exports to Aus t ralia in 1 984 we re 
represented by the two p rincipal products , phosphates and gold . 
As pho sphate product ion from Nauru is expe cted to decline , the 
relat ive importance of other i s l and products wi ll increase . 

Table 5 . 1  Value o f  Aus tral ia ' s  merchan�ise  imports  from Forum 
i s land coun tr ies , 1984 

P rinc ipal merchandise  imports 
from Forum i s land countries 

Pho sphat es  

Gold 

Others ( principally vegetab le 
o i l s , food p roduc t s , t imb e r )  

To t al import s from Forum 
islands 

Total merchand ise impor t s  

Percent age o f  t o ta l  impo rts  
f rom Forum i sland coun tries 

A$m 

5 3 . 4  

20 . 4  

20 . 8  

94 . 6  

2 3 , 540 

0 . 4  

Princ ipal 
source 

Nauru 

Fij i 

{ Fij i .  
Ton ga , 
We s t ern S amoa 

SPARTECA is only one of several trade agreements involving 
the Forum i s lands . Ot her trade agreements whi ch are impo rtant to 
t he is lands are des cribed below. 
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�enerali zed sys tem of prefeE_� 

Indus t rial nat i ons , inc luding Japan , USA , Canada , US SR and EC 
operate uni late ral s chemes of prefe rence provid ing f or the 
reduc tion or total el imina tion of cus t oms dut ies on imports  f rom 
developing count ries . The paral lel Aus t ral ian s cheme is t he 
Aus tralian Sys tem of Tar i f f  Preference . Mos t  developing count ries 
bene f i t  f rom this s cheme , includ ing a number of important 
Southeas t As ian compe t i tors . 

Most  of t he s c heme s provide for conce s s ional ent ry for 
manufac tured goods . Treatment of trad i tional island exports 
var ies f rom s cheme to s cheme . Some schemes , such as those of the 
EC and Japan , provide for  quotas on s ome products beyond whi ch 
normal tarif f s  are impos ed , but these do no t in gene ral app ly to 
the is lands because t heir output and exports are t oo small to 
affect indus trial marke t s . 

The Economic Communi t y ' s  Lome scheme 

The EC has evolved privi leged access  condit ions for former EC 
colonies and o t her low income count ries under a se ries of special 
convent ions . Duty and quota f ree entry of produc ts  f rom 
Af ri ca-Cari bbe an-Pacific  ( ACP ) s tates into t he EC is provided wi th 
cert ain except i ons . The except ions large ly apply to agr i cul tural 
products - including beef , veal , f ish p roducts , p roce s s ed f ruit 
and vege tables - for whi ch the EC has a common marke t 
organi zat ion .  Annual quant i tative limi ts apply to these products . 

Manufactured goods face somewhat toughe r rules of origin 
requirements than those contained in SPARTECA. Cer t i f i ca t ion of 
origin is more complicated and saf eguard clause s ,  similar to t hose 
of SPARTECA , ope rate . 

SPARTECA 

Key features of the 1 980 Agreement as it app lied to Aus t ralia 
include : 

1 .  Nominat ion of a l i s t  of products ( Schedule 1 to t he Agreement ) 
permi t ted duty f ree and unre s t r i cted access to the Aus t ralian 
marke t . Thi s l i s t  contained many products which can po tent ially 
be expor ted f rom the Pacific  i s lands . 

2 . Nominat ion of a fur t he r  l i s t  ( Schedule 2 to the Agre ement )  of 
products to which duties and quotas apply . These include 
pas s ionf rui t  pulp , o t her frui t product s ,  timber and fabrics . Some 
had al ready been exp orted to Aus t ralia when SPARTECA was 
int roduced . 
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3 .  Any product whi ch is omi t ted from bo th lists  receives the 
developing country tari f f  apply ing to that product . 

4 .  Rule s of Origin ( Ar t i cle 5 )  - Aus t ralia regard s good s as 
origina ting in a Forum i s land if the goods are ei ther : ( i )  
unmanufac tured raw products , or ( i i )  manufactured good s , whe re 
'not less t han 50 per cent of t he cost of goods is repre sented by 
labour or ma terials f rom one or  more Forum is land count ries or 
Aus tralia' . A ' request f or exempt ion' paragraph to Ar ticle 5 
( paragraph 3 )  permi t s  Aus tralia or New Zealand to waive the SO pe r 
cent ru le if they choose to do so . Despite two island reques ts 
for thi s to occur , Aus t ralia has no t waived the SO per cent rule 
s ince the Agreement was introduced . 

S .  Exceptions to the Agreement - the Aus t ralian and New Zealand 
gove rnments have defined several categories of excep tions to the 
Agreement . These include good s af f ected by quarant ine 
regulat ions , revenue or excise dut ies , and dumping p rohibi t i ons . 

6 .  Procedures exis t  to alter the l i s t s  of products pe rmi tted duty 
f ree access . 

7 .  As s i s t ance is to be provided to the is lands in expo rt 
devel opment and t rade promotion .  

8 . A Regional Commi t tee on Trade was es tablished t o  review the 
operati ons of SPARTECA. 

SPARTECA i s  s imi lar to the EC-ACP arrangements in mos t  
respects . Rules o f  origin and their ce r t i f i cation are mo re 
favourable in Aus t ralia . The principal difference lies in ( i )  the 
absence of quotas on tropi cal f oods in the EC scheme ( because 
these products do no t compe te wi th European produc ts ) , and ( i i )  
the larger quotas exi st ing in the EC . 

The admini s t rat ion of SPARTECA , 1 98 1 -8 5  

The value of SPARTECA to the Paci f i c count ries can b e  ases sed 
by exami ning the t rends in expo rts to Aus t ralia over the period 
1 98 1 -85 ( Table 5 . 2 ) . 
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Table 5 . 2  Value o f  impor t s  t o  Aus tralia from Pac i f i c  island s , 
1980-84 (A$ ' 000) 

Country 1980 1981 1 9 82 1983 

Cook I s  1 3 6  8 1  6 4  12  

Niue 9 18 17 20 
F ij i 18 , 89 5  16 , 2 32 2 3 , 659  2 6 , 366 
Kiribati 544 190  24  16 
Nauru 6 8 , 39 7  62 , 790 55 , 09 7  7 7 , 6 7 4  
Solomon I s  1 , 10 7  9 90 831 1 , 013  
Tonga 2 , 845 1 , 5 7 9  1 ,  7 1 6  1 , 805 
Tuvalu 5 28  6 7 
Vanuatu 34 199  2 3 7  116 
Wes tern Samoa 6 9 2  3 7 4  9 8 3  1 , 8 74 

Total a 9 2 , 664 82 , 481  82 , 551  108 , 776  

(p)  Preliminary and s ubj ect  to  revis ion . 

aColums may not add to totals because o f  rounding . 

Source : Aus tralian Bureau o f  Stat i s t ics . 

Several points can be made wi th refe rence to the table : 

1984 (p)  

67  
11  

36 , 180 
56 

5 3 , 4 2 7  
1 , 2 38 
2 , 5 38 

38  
2 30 

2 , 339 

9 5  ' 969 

1 .  In aggregate terms , exports to Aus tralia f rom the smaller 
island count ries - Cook Is land s , Niue , Kiribati and Tuvalu - are 
insi gni f icant , and do not appear l ikely to grow appreciabl y .  

2 .  Solomon Is land s , Tonga , Wes tern Samoa and Vanuatu a l l  export 
to Aus t ral ia .  However ,  only Wes te rn Samoa displays a t rend 
increase over the 1 980-84 period . There are two maj or reasons for 
Wes te rn Samoa's success , namely a j oint venture wood veneer 
f actory in Wes te rn Samoa , and a succes s ful f ruit and vegetable 
export indus try f rom Wes tern Samoa to Aus t ralia , based on taro and 
coconut , coordinated wi th a retail s tore promo tion campaign in 
Aus t ralia . 

3 .  The dominant exporters to Aus t ralia are Fij i and Nauru , which 
toget her accounted f or between 93  per cent and 96 per cent of 
total exports  to Aus t ralia during the period 1 980-84 . As 
previous ly noted , Nauru exports are enti rely phosphates , while 
Fij i ' s  exports are dominated by gold . Fij i has shown a 
significant growth trend s ince 1 98 1 . This ref lects considerable 
growt h in a numbe r o f  other expor t s . The mos t  important of t hese 
are coconut oil , leather p roducts ,  t imber , clo thing and molas ses . 
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4 . Tot al expor ts  de cl ined be tween 1 980 and 1 9 8 2 ; they t hen 
inc reased in 1 9 83 l argely because of increased sales of 
phosphates , and fell  again in 1 984 . In total the record has been 
a poor one . 

The Forum i s l and count ries depend heavily  on Aus t ralia and 
New Zealand f or imports  ( s ee Appendix 5 . 2 ) . Typically be tween 
one -qua rter and one -thi rd of total impor ts  to each count ry come 
f rom Aus t ralia . Presuma bly t his largely ref lects the rela tively 
s hor t  dis tance be tween the i s lands and Aus tralia and New Zealand 
as well as cul tural and pol i t ical bonds . However , apart f rom Fij i 
and Tonga , Aus t ralia is ins igni f i cant as an export des t inat ion . 
As Appendix 5 . 5  i nd i cates , the shares of exports to Aus t ralia are 
very low and qui te stable . It i s  reasonable to regard the 1 9 7 9-80 
s.hares as ind i cative for  later years . They con f i rm the point that 
the EC , Japan and t he Uni ted States are far mo re important as 
export dest ina t ions ( Table 5 . 3 ) .  

Tab le 5 . 3  Share o f  Forum i s l and countries ' expo r t s  to Aus t ralia , 
1 9 8 3  

Total merchandise 
Year Coun t ry Per cent exports 1983  (US $m) 

1979  Wes tern S amoa 1 .  7 11 . 7 
1 9 7 1  Vanuatu 3 . 0  2 3 . 1 
1979  Tonga 34 . 2  7 . 6  (1981)  
1979  Solomon I s lands 2 . 3  5 8 . 3  
1984 F ij i 1 7 . 1  19 7 . 0  ( 19 84 )  

Source : Falvey (Chap t er 4 ,  this volume) . 

Since 1 9 8 1 ,  the Agreement and Aus tralian admini s t rat ion of i t  
has been subj ect to g rowing c r i t ic ism f rom is land governments . 
The re have been a numbe r of separate ground s for t hese cri t ici sms . 

1 .  In prac t i ce , the l ibe rali za t ion of access prov i s ions in 
t he ini t ial SPARTECA have not been very gene rous 

As ind i cated by Sut he rland ( 1 9 8 3 ) , t he pos i t ive l i s t  used by 
Aus t ralia has crea ted cons iderable f rustration amongs t  Pacific  
exporters . The pos i t ive l i s t  which t he i s lands were potent ially 
able to produce excluded some products f rom SPARTECA conce s s i ons . 
These products  inc luded soya sauce , plas tic  ga rment s ,  rubbe r 
rainwear and ballpoint pens , all po tent ially products t hat the 
i sland s could produce , and mechani cal digging equipment , whi c h  is 
cur rent ly produced in Tonga . 
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The Aus tralian Second Schedule maintains res t rict ions on some 
of the few products whi ch the Forum is lands could realis tically 
expect to export . The product s  include timber , pas s ionf rui t  pulp , 
furni ture components , and clothing . 

Clothing . Clot hing manufacture is an indus t ry whi ch several 
Forum. island countr ies believe , somewhat optimi s tically , has 
signif i cant export prospects . It is the product category in which 
there is the greatest gap between high i s l and expectations and 
mediocre levels of export s ,  and t herefore is likely to cause 
political problems for Aus t ral ia in the future . 

Aus t ralia has a tari f f  quota sys tem applying to household 
textile s , apparel and f ootwear , ope rating f rom 1 January 1 9 82  f or 
seven years . Quotas we re ini tially based on import s  in 1 9 7 9-80 . 
Eighty-five per cent of the quota was allocated to importers on 
the bas is of histori cal performance . This is mos t ly he ld by large 
retai lers such as Co l es and Myers . The balance ( including quo ta 
based on market growt h )  is sold by tender . Clo thing can be 
impor ted by companie s  or individuals who do not have quo ta 
ho ldings but thi s at t ract s  penalty rates of duty . 

Since 1 98 1 ,  the Forum i s l and count ries have enj oyed a ' seed' 
quota for clothing product s of 66 , 000 uni t s  per annum whi ch can be 
impo rted to Aus t ralia duty f ree . This s eed quota is in excess of 
the global quot a  held by Aus t ral ian importers . The purpose of the 
quo ta f rom Aus t ral ia ' s  viewpo int is to help in market testing , to 
encourage follow-up orders f rom Aus t ralian importers wi th quota 
ent it lements . Maj or pro blems have arisen in ensuring a fair 
sharing of the quota  among Fo rum is land count ries . In 1 98 1 , Fij i 
( the only Forum is land country with s ignif icant capaci ty in 
clo thing manufacture ) used the whole quota . More recently t he 
South Paci f ic Bureau f or Economic Cooperat ion ( SPEC ) has al located 
the quota among Fij i ,  Vanuatu , Tonga and Cook Island s . However ,  
only Fij i has fully used its ent itlement . 

Wi th t he except ion of two companies , Fij ian clothing 
export ers have found it dif ficult to inte rest Aust ralian clothing 
importers in us ing par t of their global quot a  to import Fij ian 
clot hing products . This ref lects the be lief of mo s t  quota holders 
that Fij ian clothing is not of export quality and is not price 
compe ti tive despite i t s  40 per cent duty advantage compared to 
clot hing f rom Southeast As ia . 

Aus t ral ian aut horities have pointed out that the global quota 
system gives the Forum island count ries the same access to the 
Aus t ral ian marke t as is provided to exporters f rom other 
deve loping count ries . In pract ice , new suppl ie rs in countries 
such as Fij i face d i f f i culties . Established importers hold ing 
base quota have generally been unwi l l ing to buy is land clothing . 
Prospective importers who do no t have quota ent i t lements find it  
une conomic to purc�ase tender quota , because Forum island clothing 
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does  not compe te in the high value segment of the market where the 
cos t of purchas ing quotas can be readily pas sed on to the final 
purc has er . 

The bes t  Fij ian manufacturers are now us ing j oint venture 
partne rs to provi de market access  and production expertise . As a 
resul t ,  total clo t hing import s  from the Forum is lands in 1 984-8 5 
exceeded t he re s e rved quota by 4 5  per cent . In the future , 
succes s ful j oint venture arrangements wi th quota holders  may be 
expe cted to lead to s ignif i cant expo rt growth .  

Pas s ionf rui t pulp . Total pas s ionf rui t pulp import s  f rom 
Forum island count ries were 1 00 per cent of quota in 1 9 83 and , in 
1 984 , 1 3 1  per cent above the dut y f ree quot a  of 1 00 , 000 l i t res . 
The exce ss above quo ta was subj ect to 10 per cent duty . Given the 
size of the Aus t ral ian market ( e s t imated at l . 6m litres  per annum 
by the Department o f  Trade ) ,  the extreme price compe t i tiveness of 
this market , and the importance of this product to Forum island 
countries , par t i cularly Wes te rn Samoa , the exi s t ing level of quo ta 
appears far f rom gene rous . The 1 0  per cent duty applying to 
impo rts in excess  o f  quota appears l ikely to have inhibited 
expor t s , in 1 983  and 1 984 , in this highly compet itive marke t .  
Other p roblems in growing pas s i onfruit e f f i ciently and in s hi pping 
have also affec ted this product . 

Plywood . Fij i plywood export s have been excluded f rom 
SPARTECA conce s s i ons , because the plywood is thicker than the 
5 . Smm maximum thickne s s  speci f ied for duty conce s sions unde r the 
Second Schedule . Re ques ts f rom SPEC , whi ch is responsi ble f or t he 
coord ination and channel l ing of reque s t s  for changes in the 
Agreement to Aus tralian and New Zealand authorit ies , appear l ikely 
to produce changes in the Second Schedule so  that Fij ian plywood 
receives SPARTECA conce ssi ons in 1 986 . 

Furni ture components . Problems of def ini tion exi s t . Fij i 
exports of CKD furni ture have been denied SPARTECA concess ions 
because the product s did no t f i t  the Aus tralian def ini t ion of 
furni ture components . It is unders tood t hat this re s tric ted 
furni ture exports throughout 1 984-85 . 

In cont ras t to Aus t ralia , New Zealand e s t abl ished an 
e ligibi l i ty l i s t  on the except ion principle - that is , only a 
small number of nominated products were excluded f rom conces s ional 
ent ry . This has proved far simpler to admini s t er , and has caused 
f ew pol i t i cal problems for New Zealand . 



2 . The value content rule s are severe and 
have bee n admini s t e red unsympathetically 
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As des cribed , SPARTECA provides for  duty f ree access for 
unmanuf actured goods . Manufactured products mus t  contain at l eas t 
50 per cent Forum is land or Aus t ral ian content t o  be admi tted 
under SPARTECA p rovis ions , p roviding t his content i s  derived f rom 
( i )  a Forum is l and count ry , or ( i i )  one or more such countries and 
Aus t ral ia .  

The 5 0  pe r cent rule res tricts  oppor tuni t ies t o  engage in 
l abour-intensive light as sembly activi ties , with the obj e ct of 
export ing to Aus t ral ia . To mee t  the 50 per cent rule raw 
ma terials  f or these ac tivit ies of ten cannot be bought f rom the 
cheapes t  international suppl ier , but ins tead Aus tralian suppliers 
( despite non-compe t i t ive p r icing ) must receive preference . Thus 
SPARTECA has been of be ne f i t  to some Aus t ral ian exporters -
princ ipally of paper and tex t iles . A lower level of Forum is land 
content would be of material bene f i t  in encouraging the kind of 
light manuf acturing to whi ch the is lands are bes t  suited . The 50 
per  cent rule pena li zes e f f i c iency be cause the is lands find it  
more d i f f icult to sati sfy the 50 per  cent rule as  they lower their  
costs . 

Article V ,  Sect ion 3 . a .  contains a provision to reduce the 
value added content below 50 per cent in special ci rcums tances . 
Surpris ingly , onl y two applicat ions have been made since 1 98 1 . 
Both we re rej ected . One appl i cat ion rel ated to the importing of 
Viyella material f rom t he UK to Fij i for the manuf ac ture of very 
high quali ty men's  s hirts  to be exported to Aus tralia . Owing to 
the very high co s t  of the raw material , manuf acture could not meet 
the 50 per cent test . The second ins tance related to t he 
import ing of engine s  f rom Japan f or the as sembly of ai r 
compressors in Fij i to be exported to Aus t ral ia . Again , the cos t  
of imported materials  p revent ed the as s embl e r  f rom achieving 50 
per cent local content . In bo th cases t he Aus t ralian Government 
adopted a very severe int erpretat ion of SPARTECA . As a result of 
the failure of these two app licati ons , it is perhaps 
understandable that Forum is land off icials feel SPARTECA is being 
adminis tered in a somewhat harsh and unsympathe t ic manner .  

Analys i s  of the export pe r f ormance of Forum island count ries 
ind i cates that , by value , expor ts of raw products , or 
semi -manufac tured raw product s ,  dominate . So f ar , the performance 
of the is lands in manufacturing/ assembly operations has been very 
disappointing . The tari f f  advantage which SPARTECA provide s to 
Forum island count ries is zero , or low f or many of their  
t rad i ti onal or pot ential expo rt s ( s ee Table 5 . 4 ) . 
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Tab le 5 . 4  Tarif f s  appl ied in Aus tralia for various produc t s , 
1984-85 

Per cent of 
total 
imports 
suppl ied by 

Develop- maj or 
ing Maj o r  source ( by 

General country source value ) 
Product rate ra te SPARTECA 1 9 84-85 1 984-85 

Coconuts Fre e Free Free Western 62 
Samoa 

Coconut oil Free Free Free Fij i 47 

Frui t 
banana s Free Free Free Philippines 91 
pineapple Free Free Free Thailand 49 

( canned , 
10% ) 

avocados Free Free Free New Zealand 48 
guava Free Free Free 

Jel l ies , 
marmalade 1 0% 5% Free Unit ed 28 

Kingdom 

Wood 
roughsawn Free Free Free Singapore 1 7  
mould ings 1 5% 1 5% 1 5% Malays ia 48  
utens i l s  1 5% Free Free Taiwan 35 

( excepting 
Taiwan ) 

Pas s i onf ru it  
pulp 1 0% 1 0% Free We stern 

Samoa 

Fish - canned 1 5% 1 5% Free It aly 24 

Prawns Free Free Free Malaysia 42 

Plywood 2 8-25% 28-25% 23% Taiwan so 
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A s  t he table ind icates , SPARTECA provides n o  ta ri f f  advant age 
to t he Forum islands against developing count ries in the export of 
coconut oil , coconut s and tropi cal f rui t . Minimal tari ff 
advantage exi sts  in the export of canned f i s h ,  roughs awn wood and 
pas s ionf rui t  pulp . Whi le the Forum is land s do enj oy a s igni f i cant 
tariff advantage in exporting plywo od , this is in p racti ce heav ily 
qual i f i ed . Quota re s t rict ions on impor t s  of Forum is land plywood 
apply , under Schedule 2 of the Act . Only Fij i and We s te rn Samoa 
have plywood factories , and are the ref ore able to take advantage 
of t he Ag reement . In practice , growth  prospects in the Aus tralian 
marke t are bes t for special i zed types of plywood whi ch cannot ye t 
be manufactu red in e i t her Fij i or Wes t e rn Samoa - such as 
plast ic-coated formwork ply . Cons equent ly it appears unl ikely 
t hat SPARTECA wi ll lead to signi f i cant growth in sales to 
Aus tralia . 

3 . Smaller Fo rum i s land count ries cons ider that 
SPARTECA has l i t t le to offer  them 

Expor t  statis t i cs for 1 98 1-84 ( Appendix 5 . 4 )  sugge s t  that the 
smaller islands have not been able to benefit . It is very 
dif f i cult to see how a trade agreement with Aus t ralia , whi ch 
o f fers l ibe ralized access to p roducts they cannot export 
compe t i tively , can ever make much impact on income and emp loyment 
in the small Fo rum island count ries . Art i cl es 8 and 9 of SPARTECA 
contain expl icit  re cogni t ion of t he need for special treatment of 
smaller Forum is land s . At p res ent A$ 200 , 000 per annum is provided 
to t he Forum is land count ries  for Ar t icle 8 ac tivities . Much of 
this is spent on trade fairs and other market ing a s s i s tance . 
Trad i t i onal ly , very l i t t le of this allocat ion is spent on t he 
smaller Forum i s land s , whose export activit ies are very l imited . 

In summary , t he Forum is land count ries ( apart from Fij i )  
s hould regard SPARTECA as being of minor impor tance to the i r  
economic development . The i r  expo rt pe rformance over t he las t four 
years , and t he abs ence of new f oreign inve stment in any of the 
Fo rum is lands whi ch can be att ributed directly to SPARTECA 
conce s s ions sugge s ts t hat SPARTECA, as it now operates , can only 
have a limi ted impact . 

The Forum is lands face four broad set s of development 
opt ions . The se are : ( i )  fur ther expansion of t rad i t ional 
agri cul tu ral expor t s  - such as coconut , logs , f i s h ,  palm oil , 
f ruit and f ruit j ui ces ; ( ii )  fur ther secondary processing of these 
trad i tional expo rts  - such as sawnwood , venee r ,  furni tu re and 
canned f oods ; ( i i i ) assembly-type operations based on impor ted raw 
materials - such as clo thing manuf acture ; and ( iv )  expans ion of 
service act ivi t ies such as tour ism and ( in Vanuatu) banking and 
finance ( s ee also Falvey , Chapter 4 in t hi s  volume ) . 
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Schedule 2 of SPARTECA inhibi t s  the se cond option and the 50  
per  cent l ocal content rule is a bar rier to t he deve lopment of the 
thi rd option . The fir s t  opt ion is by f ar the be s t  one . The 
islands are small suppl iers to wo rld marke ts whi ch are growing . 
Howeve r ,  is land sup plie s are inhi bi ted by neglect of agr i cul tu re 
and inapprop riate marke ting ( Fisk 1 986 ) .  This is not however the 
perception in the i s lands , where the second and third opti ons are 
f avoured . While some good prospects exist  in these are as , 
long-term su cces s  demand s policy changes bot h  wit hin the is land s  
and amongst  t heir t rading partners . Widespread recognit ion of 
t hi s  has created the pressure leading to the changes in SPARTEGA 
announced in Augus t  1 985 . 

Changes in SPARTECA , August  1 98 5 

A Pacif ic Head s of Government Mee t ing was held at Raratonga , 
Cook Is l ands on 5 Augus t  1 985 . At this meeting , t he Aus tralian 
Prime Minis ter , Mr Hawke , announced subs tant ial alterations to 
SPARTECA , to apply f rom 1 January 1 9 87 .  The changes are as 
fol lows : 

1 .  Acce s s  to the Aus t ralian market is to be provided on a duty 
f ree unre s t ricted basis to all exports f rom Forum island 
count ries , other t han those products to whi ch Aus tralian sec toral 
pol icies cur rently apply.  The lat t er products are textiles , 
clo thing and f ootwear , sugar , steel and pas senger mot o r  vehicles . 

2 . The Rules of Origin clause is to be changed . If the New 
Zealand content is t o  be inco rporated in Forum is land produc ts  
exported t o  Aus tralia , then 25 per cent of the manuf ac tured co st  
mus t  be  Aus t ralian .  The balance can be  f rom any count ry . 

3 .  The two pos i t ive l i s ts are to be replaced by a negative li s t , 
res t ric ting import s in the f our cat egories to whi ch global 
pol icies apply .  In p ract ice clothing is the item on t he nega tive 
lis t which is of mo s t  practical signif icance . 

4 .  The clo thing ' s eed quota' o f  66 , 000 uni ts is to be maintained 
f o r  the next t hree years . Appor tionment of the seed quota wi ll 
continue to be made by the Aus t ral ian Department o f  Trade , as in 
1 984-85 . 

Only those New Zealand products which are traded dut y f ree on 
an unres t ricted bas i s  under the Closer Economic Relations ( CER) 
agreement can be included in the 25 per cent New Zealand content 
figure f or the calculat ion of manufactured cost . All o ther 
products ( lis ted in the lengt hy Schedule 5 of Aus t ralian Cus toms 
Ta rif f )  att ract t he duty cur rent ly applicable . In 1 99 1 ,  when all 
products traded be tween Aus tralia and New Zealand wil l  have become 
f ree of dut y ,  there wi ll be no products remaining on Schedule 5 ,  
and the 2 5  per cent New Zealand content wi l l  app ly to all 
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p roducts . In  t he inte rim several important sectors , in  par ticular 
the textile , clothing and footwear indus tries , remain res t ricted 
by their inclus ion in Schedule S .  

This qual ifica t ion i s  o f  some s ignif icance . It will 
dis courage ent repreneurs f rom es tablishing as sembly operations 
based on New Zeal and raw mat erials in the is lands s pecifica lly for 
t he Aus tralian market s ,  at the same time indicat ing the ext remely 
cautious and unsympathe t ic app roach to t he Agreement t aken by some 
Aus tral ian admini s t rators . The 25 per cent Aus tral ian content 
option s t ill encourages Aus t ralian sourcing , at above world costs . 
As sembly or manufacturing activity based on imports· of raw 
material f rom third count ries is s t ill dis cou raged . 

The proposed changes ind icate a moderate liberali zation of 
t he access p rovisions . Two l imi ts on access to t he Aus t ral ian 
market remain ; however , these are required for  reas ons of national 
pol icy and are unl ikely to alter : 

( i )  Quarantine regulat ions prevent t he importat ion to Aus t ralia 
of t ropi cal fruit p roduc ts f rom i s l ands whi ch have not been 
designated disease-f ree . While Aus t ral ian quarantine regulations 
are applied cons i s t ent ly to all count ries , these rules are of 
parti cular significance to t hose Pacific is land nations whic h  have 
not clarif ied the pest s ta tus Qf their fruit-growing areas . This 
is a matter for act ion by the island s which are af fected . 

( ii )  Des pi te re ques ts f rom Fij i for exemption ,  excise 
requi rements remain . Liquor wil l  cont inue to attract a duty equal 
to t he excise levied on Aus t ralian p roducers . Other t rade 
agreements , such as Lom� , cont ain similar provis ions . 

Mr Hawke announced at Rarotonga that Aus t ralia would 
establish an interdepartmental commi t t ee to evaluate the prospects 
of achieving a CER ag reement including the Forum i s l and countries . 
This announcement c reated cons iderable interest in Aus t ralia and 
t he is lands . Arguments which have been advanced in favour of 
incl uding Forum is land count ries inc lude the following : 

Security of inves tment . Once int roduced , a CER agreement 
such as be tween Aus t ralia and New Zeal and is very dif f icult to 
d ismant le . This p rovides inves t ors with a high degree of 
conf idence that t he re wil l  no t be any unexpected changes in the 
ground rules . At p res ent , Art icle 7 in SPARTECA s tates that t he 
Aus tral ian Government may change the level s  of duty conces s ion 
provided under the SPARTECA prov'is ions . While this has not 
happened and it seems very unl ikely that this would occur , the 
poss ibility could c reate an e lement of unce rt ainty in t he minds of 
potential inves t or s , possibly inhibi ting t hem from inves ting in 
t he Forum islands . 
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Opp os ing pro tect ionism . Some Pacif ic is land count ries , 
particularly New Guinea and Fij i ,  are becoming increas ingly 
protectioni s t , des pi te t he fai lure of import su bs tituting policies 
in many developing count ries . They are l ooking to import 
replacing indus t ries as the bas i s  of the i r  development . A CER 
agreement could help to dis courage this t rend to resource 
misallocat ion . 

The reciprocity requi rements of a CER agreement would compel 
the reduction of t r ade barriers in all partic ipating count ries . 
However , the exper ience of the Car ibbean ( CARIFA and CARICOM) 
sugges ts that it would do l i t t le to boos t int ra-regional t rade . 
The whole Pacif ic-Aus t r alas ian marke t is no t large by 
interna tional s t andards . Some p roces sing indus tries , such as 
canning and bi s cui t manuf acture , can be es tabl i s hed in the 
is lands , but maj or i ndus t r ializat ion gains cannot be expected . 
The product ion of agri cul tural products and labour-intens ive 
p rocess ing and manufacturing f or world-wi de marke ts has a much 
gre ater pot ent ial . 

A numbe r of maj or problems whi ch would have to be add res sed 
by Forum i s l and count ries if they were to se riously consider 
members hip of a CER agreement include : 

( i )  The p roblems of reciprocity.  The ANZCER p rovides for the 
progre s s ive abol it ion of all cus toms dut ies and o t her trade 
res trict ions by 1 99 1 .  This has important implications for  t he 
Pacific  is l and s . They would have to remove cus toms duties , whi ch 
are cur rent ly levied on mos t  impo rts . These represent a 
s igni f i cant share o f  pu blic revenue in mos t  Fo rum is lands . 

( ii )  The f ew import replacement industries t hat exist in the 
Pacific wi th high protect ion would face increas ing compe t i t ion 
f rom lower priced p roducts f rom Aus t ralian and New Zealand 
manufacturers whose economies of scale outweigh t he f reight cos t s  
involved . New Zealand dairy p roducts , cement and poul try , would 
undercut exi s t ing indus tries in t he is land s . Thus a CER agreement 
would be ext remely d i f f i cult to achieve . 

( i ii ) Common technical st andards do no t apply throughout t he 
Pacif ic . Unl ike Aus t ralia and New Zealand t he Pacific islands 
have a great divers i ty of technical s t andards in mos t  products . 
This lack of commonal i ty is l ikely to compl icate t he process of 
integratio n .  

I n  summary , t he Forum is land countries a r e  unlikely t o  secure 
signifi cant benef i ts in terms of employment and income generat ion 
f rom a CER agreement .  The exi s t ing and potential level of trade 
wi th Aus t ralia does not appear to be very substant ial as a 
proport ion of Forum island exports . 
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Broad conclus ions 

The stati s t ics of Forum island exports  to Aus t ralia in 
1 980-84 do not indi cate that SPARTECA has had an impact on export 
and output levels . The fur ther relaxat ion of acces s  to the 
Aus t ralian market announced in 1 9 85 is not l ikely to make a 
not i ceable impact on export s .  A number of important factors apart 
f rom access restrict  exports f rom Paci f i c  i s l and t o  Aus tralia . 

Lack of price compe t i t ivenes s  

A numbe r o f  the mos t  important Forum i s l and export s ,  
including coconut p roducts , t ropi cal f ruit and f ruit j ui ces , 
att ract no duty , or marginal rates of duty f rom the devel oping 
count ries with which the Forum i s lands compete . Consequent ly the 
duty-f ree acces s  available under SPARTECA does not give a 
compe ti tive advantage in these products to the Forum is lands . 

Aus tralian importers wil l  cont inue to buy f rom the lowest  
co st  producer.  As  indicated by the t rade s t at i s t ics , Wes te rn 
Samoa and Fij i dominate sales of coconuts and coconut o i l  to 
Aus t raliq . However ,  apart f rom the trad i t ional i s l and products , 
the i s land s are clearly no t t he lowes t cos t  producers f or any 
produc ts . Consequently the developing count ries of Southeast 
Asi a , with their very high labour product ivity , commi tment to 
qual i ty , relatively low though ris ing wage rates , and economies of 
s cale can be expected to dominate in mos t  produc t categories .  
This si tuat ion appears likely to cont inue in t he f o reseeable 
future . 

Scarcity of market ing and management exper tise  

Forum i s land count ries have a severe shortage of skilled 
manpower wi th management and marke t ing skill s . A large propor tion 
of ski lled manpower is employed at relat ively high wages in 
government admin i s t ration .  Lack of ent repreneurship has serious ly 
inhi bited sales of non-tradit ional products including furni ture , 
clothing and canned f oods . The need to t ai l or products to provide 
t he s tyles and packaging mos t  popular wi th Aus tralian buyers has 
been widely neglected . There is also a market channel ac cess  
problem .  

It is naturally diff i cult to persuade a n  Aus tralian importer 
to swi t ch f rom any exis ting source to an unknown suppl ier , unless 
there is a signi f i cant advantage ( in price / quality , del ivery terms 
e tc . ) by doing so . Many island expor ters are not price/ quality 
compet i t ive . 
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Supply cons t raints 

Apar t  f rom clo t hing manuf acturers in Fij i ,  and t imber 
manufacturers in Fij i and Wes te rn Samoa , most  Forum i s l and 
exporters cannot cons is tently supply large volumes of high quality 
products t o  Aus tral ia . The small volumes they do export prevent 
them f rom ac hieving economies of scale in transport cos t s  and 
discourage Aus t rali an importers looking f or volume and cont inuity 
o f  supply . 

The ext remely l imit ed factory capacity in the Pacifi c island 
count ries ind i cates t he redundancy of the safeguard clauses in 
SPARTECA . The Paci f i c  island s do not have the ins talled capacity 
in any indus t ry to serious ly threaten t he viabi l i ty o f  Aus t ralian 
manufac tures , and this appears unlikely to change at leas t in the 
s hort t erm. This does not appear to be recogni z ed by some 
Aus t ra lian Government o f f i c ials  res pons i ble for t he adminis t rat ion 
of SPARTECA , particularly those of the Department of Indus t r y ,  
Technology and Commerce . 

In recent yea r s  much of the Pac i f i c  has been af fected 
severely by cyclone s . This has p revented exporters f rom mee t ing 
market requirement s f or f rui t and veget able expor t s  and created an 
image in the Aus t ra l i an market of Forum i s lands as unrel iable 
suppliers . 

The lack of int ere s t  of island trad ing companies 

Trade in t he Paci f i c  has t raditionally been dominated by 
Burns Phi l p , S teamships , and WR Carpent er . These f i rms are now 
f inding their  is land act ivi ties unprofi table and appear keen to 
reduce t heir presence in the Paci f i c . Whi le a number of j oi nt 
venturers and is land ( part icularly Indian ) ent repreneurs have been 
attemp t ing to s t ep into this vacuum they have lacked the 
exper t i se , res ource s and market contac t s  in Aus t ralia whi ch the 
i s land t rad ing companies enj o y .  

�xchange rate ef f ec ts 

The currenc ies of mo s t  Forum is land count ries have been 
app re ciat ing agains t t he Aus t ral ian dol lar over the last two to 
three years . Thi s has serious ly inf lated export prices and 
r educed the compe ti tiveness of island expor ters . Cheaper 
subs t i tutes are available f rom As ian expor ters , whose currencies 
have appreciated mo re s l owly against the Aust ral ian dol lar . 
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Compet i t ive domes t ic producer s  

Wit h  the except ion of coconut s ,  mos t  Pac i f i c  product s can be 
( and are ) p roduced in Aus t ralia.  In many cases , Aus t ralian 
produce rs are ef f i ci ent , understand their  cus t omers , have low 
f reight cos ts , and a re well able to tai lor products to mee t  the 
requirement s of individual buye rs . The Pac i f i c  is lands would have 
to have low labour cos t ,  that is high labour produc tiv i ty , to 
compet e . 

Pac i f i c  exporters wil l  need to develop a reasonable level of 
market sophi s t ication and work to ident i fy market ni ches , in order 
to avoi d  he ad on compet i t ion wi th low-cos t  Aus tral ian or  As ian 
compe t i tors . This could be done in two ways : f i rs t , by making the 
mos t  ef fective use pos s ible of t he mar ke t ing exper tise wi thin the 
South Pacific Trade Commis s ion o f f i ce in Sydney ; second , by 
working wit h cus tomers to identify ways to tailor or modify 
p roducts s o  as  best to meet cus tomer need s . 

Shipping logi s t ics 

In the . absence of any pooling ar rangements , mos t  Pacif ic 
exporters are unable to p rovi de suf f iciently large volumes to 
enable economic shipping arrangements to be made . By cont ras t ,  
Aus t r alian suppliers have available very economical road f reight . 
Cons equent ly domes t i c  producers of t ropical f rui t s  and vegetables 
can o f fer overnight delivery terms to the maj or markets . Sea 
freight to Aus tralia is time-consuming and subj ect to var ious 
delays . Mos t  clothing and t ropical f ruit is not t ransported to 
Aus t ralia by ai r .  Air f re ight has been found to be compe ti t ive in 
o ther parts of t he world , but air f reight rates are only 
competit ive f rom Fij i .  Thi s ref lects  the inappropriate ai rline 
policy applying in the Pacific  ( Fo rsyth , Chapter 6 in this 
volume ) . 

The limitations of SPARTECA 

While detailed assessment of t he value of the recent changes 
to SPARTECA mus t  awai t  its int roduct ion in 1 987 , i t  seems l ikely 
that t he Agreement wi ll not gene ra�e signif i cant add i t ional t rade , 
and will the ref ore be of marginal impact only on income and 
employment in the Forum i s land count ries . 

Access is not a crucial p ro blem f or mos t  Forum island 
produ c ts . The Forum islands currently enj o y ,  and , as ind i cated by 
the low levels of developing countries tarif f s , have always 
enj oyed low levels of tariff for  t rad i t ional is land p roducts . The 
bas ic difficul ty faced by the Forum is lands in export ing product s  
o t he r  than coconuts and coconut o il is their inability t o  compete 
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on  price wi th aggress ive developing count ries . In  gene ral the 
Forum islands do not have the skills and the inves tment in modern 
factory machine ry needed to compe te effectively . They have been 
unable to secure the f oreign inve s tment needed to compete 
vigo rous ly in expo rt markets , because they have low levels  of 
labour produc tivi t y ,  high wage cos t s ,  and various ins ti tutional 
ob stacl e s  such as land tenure problems , whi ch have ret arded 
deve lopment . 

Al l Forum i s l and count ries requi re bas i c  policy de cisions on 
exchange rates and manpower policy , to provide s t ronger incent ives 
for inves tment , in bo th trad i t i onal and non-tradit ional export s .  
Tax holi day and s imilar incentives are not an al ternative : they 
me rely was t e  government revenues . Cos t s  have to be lowered and 
product qual ity  imp roved . Unt il this occurs , the Forum is lands 
wil l  cont inue to f ace d i f f i culties in compe ting wi th Southeast 
As ian exporters . 

Irrelevance to the smaller Forum i s land count ries . The 
smaller Forum count ries have very l imi ted resources and no 
s igni f i cant export indus t ries . Stat i s t i cs cover ing the i r  exports  
to Aus t ralia in 1 980 and 1 9 84 are contained in Appendix 5 . 4 . The 
access provisions o f  SPARTECA are clearly of limi ted value to 
them . Their percept ion that SPARTECA is an agreement of primary 
bene f i t  to Fij i is no doubt correct . Howeve r ,  it is d i f f i cult to 
see what the Aus t ral i an Government could do to s tructure a t rade 
agreement for the i r  bene f i t . 

As s i s t ance to these smaller Fo rum i s land count ries wil l  no 
doubt cont inue predominantly in the form of development a s s i s t ance 
as in the pas t . Firm-speci f i c  aid as provided for by Ar t i cle 8 of 
SPARTECA is d if f i cul t to provide in the smaller Forum is lands 
except in the area of tourism.  

In summary SPARTECA as amended of fers the Forum i s l and 
countries minor redu ct ions in ba rri ers to access to the Aus tral i an 
market . Howeve r ,  the re are a great numbe r of other factors whi ch 
wi ll have f ar more inf luence on the f uture prosperity of t he Forum 
i s lands than SPARTECA. These factors include : 

( i )  The f uture of the Aus t ra lian sys tem o f  Tarif f Prefe rence 
for Developing Count ries . If , as expected , the Aus t ralian 
Gove rnment reduces t he margin of deve loping country preference , 
Fo rum i s land export ers of products on whi ch the standard rate of 
tariff i s  high - such as pl ywood - will benef it . However ,  many 
Forum is land expor t s  are products at t ract ing low rates of tari f f  
f rom both developing countries and all other count ries , and would 
the ref ore be una f f ec ted . 

( ii )  As d i s cus sed , the compe t i t ivene s s  of is land exporters 
suf f ers f rom a l ack of inves tment in ef f i c ient technology . The re 
is a need for greater f lexibi l i t y  and a st ronger commercial 
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orientat ion in the adminis trat ion of the Aus tral ian Government ' s  
'j oint venture s cheme ' . This s cheme could be used to encourage 
the es tabl ishment of ventures in which Aus tral ian companies could 
provide manufacturing expertise  and market access . However , to 
this point the scheme has been a disappointment . Private ( i . e .  
non-gove rnment ) j oint venture agreements have been d i f f icult to 
achieve , and few of signi fi cance have been launched , largely owing 
to prob lems in the s cheme ' s  adminis t ration by t he Aus tralian 
Development As sist ance Bureau ( ADAB ) . 

Al l the Forum islands have st rong potential as tourist 
des tinat ions ( Dwye r ,  Chapter 7 in this volume ) .  There is s cope on 
all the islands f or the upgrad ing of touris t  facili ties and the 
establishment of an indus try of far greater signif i cance than at 
present . This would require the coordination of airl ine 
operations , f ore ign inves tment policies and the development of 
overseas market ing programs . Tourism potential l ies in the f act 
that the Forum is land s  have a natural appeal ( and convenience ) to 
Aus tral ian and New Zealand holiday trave l lers . 

Mos t  Forum is land count ries have no t vigorous ly publ ici zed 
the oppor tunit ies t hey can o f f er to j oint venture inves tment in 
proces s ing and manufac turing for export . There is need for 
clarif ica t ion of investment guide lines , and bet ter publi city of 
expor t -oriented inves tment opportuni t ies . However ,  the 
p rofit abi l ity and hence the a t t ract ions of j oint venture depends 
par t ly on factors beyond the inf luence of the Forum islands such 
as t he cond i tions applying to double taxat ion agreements . 

SPARTECA encourages the Forum islands to look to Aus t ralia 
and New Zealand , both as a s ource of raw materials f or 
manufacturing , and as the ult imate des t inat ion for exports . In 
that respect it diverts rather than creates t rade . However , the 
Forum is lands enj oy subs tant ial conces s ions under the terms of the 
EC' s  Lome agreement , and under all industrial count ries ' GSP 
s chemes . The opportunit ies  in these larger market s  appear to be 
subs t ant ially bet ter than in the very small marke ts of Aus tralia 
and New Zea land . Clea rly , as the trade figures indicat e ,  there 
are good marke ts  f or most  Forum island products including timber , 
coconut , tuna and pass ionfrui t in the EC , Japan and t he Uni ted 
States . It is c le ar theref ore t hat the int roduction of t he 
revised SPARTECA in January 1 98 7  is not likely to be of more than 
marg inal benefit to the i s l ands . 

Pol it ically , SPARTECA holds qui te grave dangers f or 
Aus tral ia .  The is l and nat ions have been l ed to expect maj or t rade 
gains through the agreement . These are not likely to eventuate 
( even f rom the revised s cheme ) , certainly not in the s hort run . 
Aus tralia should expect a backlash of frus trated expectat ions as a 
result of the Agreement as it s t and s . 
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App end ix 5 . 1  Australian imEor ts under SPARTECA (A$ ) 0\ 

0\ 

Per cen t  P e r  cent Per cent Per cent 
change change change c hange 

Countr� 1980 198 1 198 0 / 8 1  1982 198 1 /82 1983 198 2 /8 3  1984 (E) 198 3 /84 

Cook Is 1 35 , 188 77 , 8 38 -42 . 4  62 , 528 -19 . 7  4 , 37 8  -92 . 9  60 , 858 1290 . 0  

Fij i 16 , 85 4 , 012 15 , 07 5 , 602 -10 . 5  1 , 549 , 2 60 42 . 9  24 , 7 40 , 400 14 . 8  35 , 63 1 , 42 6  44 . 0  

Kiribati 5 4 3 , 86 0  2 9 , 8 60 -94 . 5  13 , 0 1 1  -56 . 5  7 , 105 -45 . 4  7 ,  093 -0 . 2  

Nauru RP 68 , 3 7 6 , 266  68 , 78 5 , 05 6  -8 . 2  55 , 08 4 , 7 5 6  - 12 . 3  7 7  , 660 , 8 8 3  4 1 . 0  5 3 , 425 , 125  -3 1 . 2  

Niue 9 , 296  18 ' 1 7 2  9 5 . 5  16 , 425  -9 . 6  19 , 502 18 . 7 10 , 8 38 -44 . 4  

Solomon I s  6 6 3 , 7 6 0  8 16 , 2 38 2 3 . 0  638 ' 18 9  -21 . 8  7 2 4 , 5 17  13 . 5  822 , 9 04 13 . 6  

Tonga 2 , 8 4 3 , 844 1 , 5 78 ' 72 5  -44 . 5  1 ,  7 11 ,882  8 . 4 1 , 7 89 , 53 0  -9 . 6  2 , 493 , 6 7 4  39 . 3  

Tuvalu 4 , 8 8 7  28 , 303 4 7 9 . 1  5 , 093 -82 . 0  7 , 3 0 9  43 . 5  37 , 66 1  5 14 . 3  

Vanuatu 25 , 64 6  17 7 , 55 9  592 . 3  203 , 553  14 . 6  95 , 8 1 7  -52 . 9  207 , 15 9  116 . 2  

Western Samoa 6 6 0 , 451  358 , 999  -4 5 . 6  9 7 5 , 29 1  1 7 1 .  7 1 , 54 1 , 7 54 58 . 1  1 ,  907 ' 088 23 . 7  

Total 90 , 1 17  , 2 10  8 0 , 946 , 408 -10 . 2  60 , 25 9 , 988 -0 . 8  106 , 5 91 , 195 3 2 . 8  94 , 603 , 826 -11 . 2  

(p ) Prel iminary and subj e c t  to revision . 

Sourc e : Aus t ra l ian Department of Trade , Work ing Papers . 
---
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Appendix 5 . 2  Forum is land coun tries ' trade with Aus tralia (A$ ' 000) 

Expor t s  from Aus tralia t o : 

Country 1980 1981 1982 1983 1984 (p) 

Cook Is 7 66 1 , 2 9 3  8 18 565  672  
Fij i 147 , 3 37 17 6 , 469  168 , 3 97 178 , 5 05 17 1 , 7 55 
Kir ibati 9 , 5 5 3  7 , 454  6 , 987  1 1 , 35 3  7 , 5 24 
Nauru RP 18 , 4 12 14 , 46 1  10 , 47 1  13 , 67 9  8 , 3 67 
Niue 13 17 9 106 98 39 
Solomon I s  2 0 , 9 05 20 , 7 2 2  2 0 , 297  4 1 , 464 34 , 14 1 
Tonga 6 , 23 6  8 , 234 6 , 095 7 , 02 9  5 , 8 7 9  
Tuvalu 1 , 1 12 1 , 043 1 , 65 5  1 , 14 0  1 , 384 
Vanuatu 14 , 37 3  11 , 64 1 12 , 8 00 15 , 7 17 18 , 864 
Wes tern Samoa 7 ,  7 1 4  5 , 1 7 5  5 , 5 16 8 , 03 3  6 , 330 

Total a 226 , 421  246 , 67 1  233 , 142  2 7 7  , 584 254 , 967 

Impor t s  int o  Aus tralia from :  

Country 1980 1981 1982 1983 1984 (p)  

Cook Is 136 8 1  6 4  12 67 
Fij i 18 , 8 95 1 6 , 23 2 23 , 65 9  26 , 3 66 36 , 180 
Kir ibati 544 190  24 16 56 
Nauru RP 68 , 397  62 , 7 9 0  5 5 , 097 7 7 , 6 7 4  5 3 , 4 2 7  
Niue 9 18 17 20  11 
Solomon Is  1 , 1 07 990  831 1 , 013 1 , 238 
Tonga 2 , 845 1 , 5 7 9  1 ,  7 16 1 , 8 05 2 , 5 38 
Tuv alu 5 28 6 7 38 
Vanuatu 3 4  1 9 9  2 3 7  116 230 
Wes tern Samoa 6 9 2  3 7 4  983 1 , 87 4  2 , 339  

Total  a 9 2 , 664 8 2 , 48 1  82 , 5 5 1  108 , 7 7 6  9 5  ' 969 

(p ) Pre liminary and sub j ec t  to revi sion . 

aColumns may not add to t otals because of round ing . 

Source : Comp i led fr om informa tion supp lied by the Aus tralian Bureau 
----

of S tatistic s . 
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Appendix 5 . 3  SPARTECA : Local content ( Article 5 ) , explanatory 
not e  

There a r e  some important rules  i n  SPARTECA about local 
content of products to be exported to Aus t ral ia under the 
Agreement . One o f  the main obj ect ives of SPARTECA ( Art icle 2 b )  is  
to accelerate the development of the Forum island count ries by 
giving f i rms in the islands new oppor tuni ties to export to 
Aus t ralia . It is not intended to help firms f rom o ther count rie s . 
Therefore the agreement sets  the minimum Forum island cont ent of a 
product for export to Aus t ral ia under SPARTECA. 

In general a Fo rum island count ry' s product mus t  have at 
least a 50 per cent local content to be eligible f or the SPARTECA 
conces s ions . 

The produc t s  cove red by the agreement have been divided int o 
'unproces sed raw mate rial s '  and 'manufactured good s '  for the 
purpose of determining their  t reatment under the Rules of Origin 
requirements . 

Unproces sed raw materials 

This type of product mus t  originate in the Fo rum is land 
count ries to be able to claim t he SPARTECA tari ff concessions . 

Manufac tured products 

This type of product mus t  mee t  two cond i t ions to be able to 
claim t he SPARTECA tariff conce s si ons : 

( i )  the last manuf acturing proces s  mus t  be carried out in 
the Forum is land count ry claiming the conces s i on ;  

( ii )  50 per cent of the cos t  of producing the goods mus t  be 
made up of country conte�t f rom ei ther the Forum i s l and 
countries or the Forum island count ries and Aus t ralia . 

The main e lements whi ch can be included as production costs 
( i . e .  ' f actory or works cos t s ' ) and as country content co s t s  ( i . e .  
' labour and mat erial costs ' )  are broadly simil ar . The Aus t ralian 
Cust oms Service ident if ies the main cos t  components as : 

Product ion co s t s  ( ' factory or works cost_�' ) .  Total raw 
material s ,  wages paid to p roduction workers , utility cos t s  
( power , water , e tc . ) ,  f actory ove rheads ( rent , depreci at ion , 
e tc . ) ,  t otal cost of ins ide containers ( lo cal plus impor t ed 
content of re tail packaging et c . ) .  
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Count ry content cos t s  ( ' l abour and material cos t s ' ) .  Local 
raw mat er ial s ,  wages paid to product ion workers , utility 
cos t s , factory overheads , local content cos t  of inside 
containers . 

Exporters mus t  include an or1g1n declaration on their 
commercial invoi ces app ropriate to the type of good ( raw material 
or manuf ac tured product ) if claiming conces s ional tar i f f  t reatment 
under SPARTECA. The re commended dec larat ion f ormat is set out 
be low . No special form is required . 

The cos t  components recogni zed as making up the local content 
e lements for t he purpose of this rule require accurate as ses sment , 
part icularly so in t he case of some industries ( e . g .  apparel )  
whe re impor ted raw mat e rials may comprise a significant part of 
the export value of the goods . If in doubt it is important to 
have l ocal content cos ts  cleared wi th t he Aus t ralian Cus toms 
Service . 
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Country Ma in pr oduc t s  1 9 8 0  

Ki r ibati Phospha te 5 3 0  
Ore s  and me t a l  scrap 
Works of art  14 
Total 5T4 

Tuva lu Works of  a r t  5 
Total ---5 

Niue F loor c over ings 2 
Works of  ar t 8 
Total 

--
1
-6 

Cook I s land s E s sent ial o i l s  

Tonga 

We s tern 
Samoa 

Nauru 

Pea r l s  and semi- prec ious s tone s 
Pump s and p a r t s  
Works o f  a r t  
Sp e c ia l  t ransact ions 
Tot al 

Fish 
Vege tables and fruit 
Sugar and honey 
Tea , c o f f e e , spices  
O i l  seed s 
Wood 

1 2 7  

1 08 
1 

2 8  
18 

Me t a l l i f er ous ores 1 
C rude anima l and vege table ma t ter 
Animal and vege table oils  2 , 64 0  
Manufac tured good s 5 
S p e c i a l i zed machinery equipment 
Machine ry and transpor t 

equipment 
C l o t h ing 
Mi sc . manufac tured a r t i c l e s  
T o t a l  

Vege tab les and f ru i t  
Tea , c o f fee , spices 
An ima l feed s t u f f s  
Misc . edible p r oduce 
Hides 
Oil seed 
Wood 
Me t a l l i ferous ores 
Vege table oils 
Wood and c ork manufac ture 
Mea sur ing equ ipmen t 
Mi s c . manufac tured ar t i c le s  
Tot a l  

Phosphate 
S tamp s  
Non-me rchand ise t rade 
Tot a l  

4 5  
_?_,_8_�6-

9 0  
9 2  

2 6 7  

2 0 1  
3 1  

68 , 374  
2 

2 0  

�)�))§ 

1 984 

J. 

6 
60 

6 7  

1 7  
4 1  

2 3 4  
5 
1 
5 

12  
2 , 18 7  

3 
4 

5 
3 

_?_,)_1]_ 

5 2 9  
1 9 6  

1 8  
1 65 

22  
2 

180 
14 

7 36 
463  

7 
8 

_?_,_3_�q_ 

5 3 , 3 7 7  
48 
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Appendix 5 . 5 T radin& Eartner shares o f  total exEorts and imEo r t s , 
196 7-79  ( pe r  c en t )  

Wes te rn  S amoa 

Country 1967 19 7 1  1975  1979  

Exp or t s  

New Zealand 4 6 . 8  3 2 . 8  2 0 . 3 24 . 1  
F . R .  Germany 3 . 1 25 . 1  19 . 9  14 . 7  
Nether lands 6 . 3  2 0 . 6 3 3 . 8  2 5 . 4  
USA 11 . 4  8 . 7  2 . 9  8 . 8  
Sweden 3 . 9  9 . 4 18 . 4  
Amer ic an Samoa 2 . 5  3 . 0  4 . 9  
United Kingdom 2 1 . 8  2 . 9  0 . 1 
Japan 2 . 0  
Aus tralia 4 . 0 0 . 4  3 . 4  1 .  7 
Tonga 2 . 2  

Lar gest three 80 . 0  7 8 . 5  74 . 0  67 . 9  

Imports 

New Zealand 2 7 . 1  3 1 . 5  27 . 0  24 . 8  
Aus tralia 23 . 7  19 . 9  24 . 2  16 . 6  
Japan 9 .. 0 14 . 9  11 . 2  11 . 0  
USA 7 . 0  5 . 7  13 . 3  8 . 7  
Uni ted Kingd om 10 . 8  8 . 0  6 . 7 2 . 5  
Fij i 3 . 9  4 . 5  2 . 7  2 . 7  
S ingapore 0 . 2  2 . 0  5 .. 2 5 . 7  
Hong Kong 3 . 8  3 . 3  2 . 4  1 . 2  
F .R .  Germany 1 . 3  1 . 3  1 . 3  1 . 2  
South Afr ica 4 . 5  0 . 1  0 . 5  

Larges t three 61 . 6 66 . 3 64 . 5  6 1 . 4  
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A:e:eend ix 5 . 5  c ontinued 

Fij i 

Coun try 1967 19 7 1  1975 1980 

Ex:eor ts 

Uni ted Kingd om 44 . 3  3 0 . 2 5 9 . 6  2 1 . 0  
USA 15 . 4  18 . 8  2 . 0  10 . 5  
New Zealand 5 . 6 6 . 3  8 . 8  10 . 6  
Australia 5 . 3  3 . 5  3 . 4  2 . 8  
Samoa 1 . 5  2 . 1  3 . 0  2 . 2  
S ingap ore 0 . 7 3 . 5  3 . 2  1 .  7 
Canada 6 . 3  10 . 6  0 . 4  7 . 1  
Tonga 5 . 1  2 . 1  2 . 3  2 . 5 
Malay sia 1 . 6  3 . 3  8 . 4  
Japan 4 . 7  3 . 9  0 . 4  10 . 8  

Largest three 6 6 . 0 60 . 0  7 2 . 0  4 2 . 4  

Im:eorts 

Aus tra lia 2 7 . 2  2 6 . 2  28 . 9  30 . 5  
Japan 15 . 3  17 . 1  15 . 7  14 . 3  
Uni te d  Kingdom 17 . 2  17 . 9  13 . 4  7 . 3  
New Zealand 7 . 9  10 . 7  12 . 2  14 . 7  
S ingapore 3 . 0  4 . 0  8 . 4  11 . 0  
USA 5 . 7  4 . 0  4 . 0  6 . 5  
Hong Kong 3 . 8  2 . 1  2 . 6  1 . 5  
Ind ia 2 . 6  1 . 8  1 .  3 1 . 1 
F . R .  Germany 0 . 9  1 . 3  1 . 1  1 . 1  
Iran 1 . 6  1 . 9  1 . 3  

Large s t  thr ee 5 9 . 7  60 . 5  58 . 0 5 9 . 5  

Source : United Nat ions , Yearbook o f  Internat ional Trade Statistics . 
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Appendix 5 . 5  continued 

Vanuatu 

Country 1967 19 7 1  19 75  1980 

ExEorts 

USA 14 . 5  37 . 1  28 . 2  
France 47 . 4  34 . 1  4 3 . 4  
Japan 2 7 . 7  17 . 8  14 . 7  
New Caledonia 2 . 1  6 . 6  8 . 5  
Italy 2 . 1  3 . 0  
Aus tralia 2 . 1  3 . 0  
New Zealand 0 . 3 
Fr . Polynesia 1 .  7 
Denmark 1 . 6  
S ingapore 0 . 8  

Larges t three 89 . 6  89 . 0  86 . 2  

lmEor ts 

Aus tra lia 42 . 4  38 . 8  2 9 . 9  
France 2 0 . 8  16 . 4  25 . 1  

. Japan 7 . 6  12 . 6  7 . 8  
New Zealand 0 . 4  5 . 7  4 . 0  
New Caledonia 2 . 7  2 . 2  7 . 1  
Uni ted Kingdom 3 . 2  6 . 6  5 . 1 
Hong Kong 6 . 5  3 . 5  2 . 6  
Singapore 2 . 5 3 . 0  4 . 1  
F . R .  Germany 0 . 7  1 . 3  2 . 7  
USA 2 . 3  2 . 8  2 . 6  

Larges t three 7 0 . 8  67 . 8  62 . 8  



1 7 4 

A�2endix 5 . 5  c ont inued 

Tonga 

Country 1967 1971 1975 1980 

ExEor ts 

Ne ther lands 14 . 6  16 . 0  5 3 . 1  1 . 5  
New Zealand 3 0 . 1 34 . 7  2 0 . 4 2 9 . 7  
F . R .  Germany 4 . 5  15 . 5  7 . 7  
Uni ted Kingdom 1 . 4  10 . 3  1 1 . 4  2 . 2  
Aus tralia 4 . 2  5 . 6  1 . 6  34 . 2  
Fij i 1 . 0  2 . 0  3 . 3  2 . 8  
S ingap ore 1 1 . 9  
Denmark 
USA 0 . 3 1 . 4  0 . 1 13 . 4  
Hong Kong 0 . 5  0 . 4  

Larges t three 4 9 . 2  66 . 2  84 . 9  7 7 . 3  

Im2or t s  

New Zea land 34 . 5  37 . 2  34 . 9  37 . 6  
Aus tralia 2 4 . 0  2 5 . 7  2 3 . 3  3 1 .  7 
Uni ted Kingdom 9 . 8  11 . 8  10 . 3  3 . 5  
Fij i 2 2 . 3  12 . 4  6 . 4  4 . 9  
Japan 2 . 0  5 . 7  5 . 0  6 . 1  
USA 3 . 2  3 . 1  5 . 7  5 . 8  
S ingapore 0 . 2 0 . 3 3 . 8  
Hong Kong 1 . 6  1 . 6  2 . 6  1 . 8  
Iran 1 . 5  
China 0 . 2  1 . 2  2 . 5  

Large s t  three 80 . 8  7 5 . 3  68 . 5  7 5 . 4  
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AE:eend ix 5 . 5  c ont inued 

Solomons 

Country 1967 197 1 1 9 7 5  1980 

Exp orts 

Japan 38 . 4  5 7 . 8  2 9 . 3  2 6 . 0  
Uni ted Kingdom 41 . 9  4 . 8  11 . 0  11 . 5  
Amer ican Samoa 5 . 3 5 . 9  
Ne ther land s 0 . 2 6 . 2  14 . 4  
F . R .  Germany 0 . 4  3 . 0  7 . 1  5 . 8  
Sweden 5 . 5  
Norway 5 . 9  
Aus tralia 16 . 2  12 . 2 3 . 8  2 . 3  
USA 3 . 2  2 0 . S 
Denmark 8 . 1  

Large s t  three 9 6 . 5  7 4 . 8  48 . 4  60 . 9  

Imp or t s  

Aus tra lia 44 . 6  34 . 6  35 . 3  30 . 9  
Japan 5 . 1  2 5 . 9  13 . 3  19 . 7  
United Kingdom 19 . 8  5 . 3  14 . 4  8 . 6  
S ingap ore 2 . 8  2 . 2  9 . 5  14 . 7  
USA 10 . 4  5 . 7  4 . 1  3 . 2  
New Zealand 0 . 1  3 . 1  2 . 5 7 . 0  
Papua New Guinea 0 . 5 3 . 0  5 . 4  
Hong Kong 5 . 4 2 . 7  2 . 3  2 . 9  
China 1 .  7 1 .  7 2 . 4  2 . 5 
F . R .  Germany 1 . 2  3 . 4  1 .  2 

Large s t  three 7 4 . 8  7 5 . 8  6 3 . 0  65 . 3  



Chapter 6 

Economic problems of inte rna tional t ransport for the 
South Pacific  is land economies*  

Pe ter Forsyth 

1 Transport in t he South Paci fic : the is sues 

The source of the South Pacif ic is land s '  trans port problem is 
obvious . They are is lands separated by great d i s t ances f rom other 
nations , and , in turn , they are separated f rom each other by 
cons ide rable dis tances . Apart f rom this , they are small - in 
population , or marke t -s i ze terms . Toge ther these facts  imply that 
t ransport cos ts  be tween the islands , and between them and other 
nations , are high.  This transport cos t  dis advant age wi ll remain 
f or the f ores ee able future . 

The problems are made greater by the inte ract ion of dis tance 
and small s i ze . This is because t here are economies of s cale in 
vehi cle size - for ships and aircraf t .  Only in marke ts  which are 
dense ( in terms of t raf fic per unit pe riod ) can minimum t ransport 
co sts  be achieved . Thus Hawaii is dis tant f rom its  markets , but 
the size of t ra f f i c  f lows to and f rom it enable relatively low 
cos t s . The South Pacific nations can generate only very small 
amounts of t raffic on most  routes . In terms of their transport 
links , they must  choo se be tween frequency and lower cos t s . 
Usually , f requent services can be maintained only if high cost , 
small vehi cles are used . Furthermore , the trans port 
inf ras t ructure fur ther limi ts the choice of vehicle : o f ten the 
vehi cle which would enable the bes t combination of f requency and 
cost has characteris tics which prevent it f rom operat ing f rom a 
par t i cular point . Throughput at a terminal ( airport or por t ) is 
no t suf fic ient to j us t i fy upgrading whi ch would enable a more 
sui t able vehicle to use the facility . Thus these nations mus t  
solve t he next problem of deciding what level of inf ras tructure 
combined wi th ve hi cle is appropriate . All ci ties and count ries 
face these pro blems , but they are acu te in t he case of t he Sou th 
Pacif ic nations . 

* I  would like to thank Kat hy Kerkin and Al len Grimwood for helpful 
research a s s i s tance , and Max Rober tson , Larry Dwyer and 
Chr is tophe r Findlay for useful discuss ions and comment s . 
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A coro llary o f  thi s i s  that the route st ructure of the 
t ransport sys tems becomes very important . An imp roved route may 
enable greater traf f i c  to use a link , leading to ei ther larger 
vehicles and lower cos ts , or greater f requency , or some 
combination of bo th . The trade -of f  be tween direct routes and 
benef its f rom less d irect routes , whi ch enable more t raf f ic to be 
car ried - and hence economies - but a higher cos t  due to greater 
d i s tance , is a cr itical one . It is obvious ly des irable that the 
mos t  eff icient route pat terns are adopted , and a precond it ion for 
this is that t here are no externally imposed cons traints , such as 
regulation , whi ch prevent this . Such const raints are , in fact , 
not very important in the case of s hipping , but are very important 
for air transport . 

Granted t hat these basic problems are no t going to be 
removed , what are likely to be the key economic is sues surround ing 
t rans port in the region? The high level of cos t  means that 
economic eff iciency in the provis ion of transport services is 
especially important . Economi c e f f i ciency encompasses  several 
interre lated as pects . One is productive e f f i ciency , meaning that 
the out put s  should be produced at minimum feasible co s t . Wi th 
t ransport services , a key aspect of this is route s t ructure . 
Al locat ive e f f i ciency , meaning that the right services are 
provided and the right prices are charged , is also desi rable : 
there is no t very much point in having eff icient s hipping services 
if  these are pri ced way above cos t . When ef f iciency is the 
que s t ion , the crit ica l  is sue s are market st ructures , forms of 
regulation , firm s t ructure and the pat tern o f  incentives . The se 
f orm the substance of sect ions 4 ,  5 and 6 . 

In the present context , aid , or sub sid ies , are of t en given to 
speci f i c  proj ects such as for wharf or airpo rt upgrading , or 
operat ion of transp ort undertakings . The que s tion of who gains 
f rom such grant s is a crucial one . It is pos s ible for countries 
to s pecify that aid t hey give i s  used in such a way t hat t he 
largest benef iciary is themselves . The effect  of subsidies on 
various aspects of transport opera tion needs to be conside red . 
Subsidies might be j us t i f ied by reference to poss ible 
exte rnal ities . If so , it  is de s i rable t hat the f orm of the aid or 
subsidy be such as to effectively co rrect the exte rnal ity . Thus , 
in sect ions 2 and 3 , poss ible externali ties of the t ransport 
sys tem , and the effects  of subsidies and aid are analysed . 

Transport cos ts  af fect t rade pat terns . The economi c 
act ivi ties of the Pacific  nations are cons t rained by t ransport 
cos t s .  While this mus t  be re cogni zed , further examinat ion of the 
relat ions hip be tween trans port co s t s  and indus t ry s t ructure wi l l  
not b e  carried out he re i n  any de tai l . Transport co s ts are 
unl ikely to change by very much , except whe re the development of a 
new industry goes hand in hand wi th a subs t antial change in 
t raf f i c f lows . When this is so , the development of the indus t ry 
and its t ransport imp l ica t ions need to be asse s sed j ointly ( an 
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example is tourism and a i r  trans port ) .  Howeve r ,  f o r  many 
quest ions of t rade / indus trial s t ructu re , t ransport co sts can be 
taken as given . Clearly , determina tion of comparat ive cos t s  mus t  
take them into account . 

In thi s chapt er , at tention is focused on interna tional 
t ransport ques t ions . Int e rnal t ranspo rt is also an important 
issue , though the re s t rict ions on ope rations are no t as 
signi f icant as f or international transport ( e special ly aviation ) . 
Often the same sort s of problems ari se in bo th areas , and the same 
type of soluti ons can be adopted . 

2 Ident ifying trans port -re lated externalities 

Externalities  are a potent ial source of failure of markets . 
Often count ries , especially deve loping ones , choose not to rely 
exclus ively on the f ree working of markets . They may rationalize 
this in terms of t he f ailure of marke ts to alloca te resources and 
produce goods ef f i cient ly . If externalit ies exis t ,  it may be 
poss ible to imp rove on market s olut ions ei ther by regulat ing the 
market , or impos ing taxes or subs idies . Thus it is impor tant to 
ident ify the po ss ible externali ties  as socia ted wi th t ransport 
service s as a pre l iminary to discus s ion of the effects  of aid or 
subsid ies and to analysis of e f f i ciency.  A number of pos s ible 
externalities can be identified ; they may or may no t actual ly be 
present . In some cas es , they are directly related to the 
operation of trans port sys t ems , and , in other cases , they are 
ind i rectly linked . Some of t hese externalit ies are f requent ly 
discus sed in the development literature , whe reas others are of 
particular importance in t he South Pacif ic . 

Employment externali ties . One externality whi ch could be 
impor tant is that which arises f rom the s hadow wage rate not being 
equal to the market rate . Thus , workers may be paid $ 20 per day , 
but if j obs are scarce and worke rs are wi ll ing to o f f er t heir 
services at $ 5  per  day , the market wage overes t imates the social 
cost of emp loying people . Any assessment of the des irabi lity of 
opera ting or inves ting in some service or proj ect should take 
account of the so cial cost of labour , though as sessments 
undertaken in the private sector wil l  use the market wage . 1 Thus , 
in an unde remp loyed e conomy , social cost of inves ting in an 
airpor t or wharf may be les s than the cash cos t , and the social 
cost of operating an airline or shipping service wi ll be less than 
the cash co s t . 

1 On the measurement of the shadow wage rat e , see , e . g . , Sen 
( 1 9 7 2 ) . 
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In add i t ion to thi s , transport avai labi lity and price s  wi l l  
af fect employment i n  other ac tivi ties i n  t he economy . A good 
example is tourism : if  ai r fares are reduced , or travel ling is 
made more convenient wi th direct servi ces , mo re touris ts may come . 
These touri s ts wil l  create extra j obs  in the tourism indus try . 
Al ternatively , suppose t hat s hipp ing services are arranged so that 
one por t  is used as a hub for traf fic  from several nations . To 
the extent that e conomic activi ty is inc reased in one country and 
reduced perhaps in others , the re may be external i t ie s . No t 
surpris ingly , all countries would wish to become the hub if 
posit ive exte rnal ities  are generated . It would be insuf f i cient to 
assess the relat ive desirabil ity of d irect versus indirect 
services wi thout taking these employment externalities into 
ac count . 

The grea tes t s cope for externalit ies of this type t o  emerge 
would be in tour ism. Build ing of inf ras tructure f or t ransport can 
al so generate thi s type of externality . Operation of transport 
indus t ries , like airlines and shipping companies , i s  likely to 
require considerable numbe r s  of ski l led pers onne l , who wi l l  be in 
s hort supply in deve lop ing count ries . The externalit ies whi ch 
come about through increased employment are likely to be smal l , 
es pecially wi th airl ines . Again , the links between indus tries 
mus t be recogni zed . More employment overall may result if a 
country increases tourism by relying on ove rseas airlines than if 
it operates its own airl ine at highe r cos t and charges fares whi ch 
dis courage tourism .  

There i s  a danger o f  relying t o o  heavi ly o n  this e�ternality 
to j us t i f y  propo s i t i ons whi ch are bas ically une conomic . · Whe ther 
the shadow wage is below the market wage is an empirical ques t ion , 
which can be resolved by examining the way the labour marke ts  
work . Fur thermore , t he t rans port sector , and o ther sectors  l ike 
tourism which are affected by it , may require speciali zed labour 
wi th ski ll s . This labour may not be in ove rsupply , and the marke t 
wage wil l  then be a good ind icator of the social wage . 

Foreign exchange . A second externali ty which could be 
relevant to as ses sment of t ransport proj ects arises if the shadow 
f oreign exchange rate is not equal to the market exchange rate . 
If , in gene ral , imports  are pro tected , and expor t s  not taxed , the 
social value of f or eign exchange may exceed its  market value . 
Thus , any gene rated net fore ign exchange surpluses of a proj ect 
should be valued at a premium . Transport proj ects may have 
significant foreign exchange effects . A nat ional air line wi ll pay 
a conside rable amount of its  cos ts overs eas , but it will also 

2on thi s point , see Append ix 6 . 2 .  
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gene rate revenue f rom overseas . The same is true of a shi pping 
service . When transport imp rovements gene rate tourism f lows , they 
al so gene rate fore ign exchange f lows ( and , probably ,  a net 
surplus ) .  ( They can also gene rate f lows out of the country . )  

Again , caution mus t  be exerci sed if this externality is be ing 
used to j us t i fy some t hing .  Es tima t ing the net f oreign exchange 
effects  of a proj ect  is dif f i cult , and results  need not be 
obvious . For examp le , a na tional airl ine can give rise to a net 
drain of f o reign exchange ( if ,  for example , as is of ten the case 
in the South Paci f i c , it is unable to utilize its aircraft fully ) . 
In principle the shadow foreign exchange rate is some thing that 
can be determined empi rical l y .  There is l it t le evidence that , f or 
the South Paci f i c  na tions , it differs markedly f rom marke t rates . 

Environmental externalities . A third type of externality 
whi ch should be ment ioned is the tradit ional type whi ch can arise 
f rom any product ive activity such as trans port . It can be 
positive or negative . Transport activi ties can give rise to noise 
and pollu tion whi ch oug ht to be counted as co sts . They may also 
create exte rnal bene f i t s . These externalities should be 
recogni zed as poss ible , and they are best t reated by incorporating 
them in the analys i s  of specific proj ects ; one canno t be gene ral 
about them . 

Economies of route density . A final type of externality 
arises f rom the nature of t ransport servi ces . This can be 
regarded as a s cale economy . As the dens ity of traf fic  increases , 
e i ther the cos ts fall because larger vehi cles can be used , or 
f requency increases . Thi s externality is not cap tured by the 
supplier of the transport service - only to a limi ted extent is it 
possible to ' s ell ' f requency . It is an e§onomy whi ch is inte rnal 
to the indus t ry but exte rnal to the firm .  In competi tion , price 
is set equal to ave rage cost , which exceeds marginal cos t . In 
mos t  transport sys tems , thi s effect is relat ively unimportant , and 
ave rage and marginal co sts  can be regarded as app roximately equal . 
In the South Paci f i c , wi th its routes , inf requent service and 
small vehi cles , it can be impor tant . It provi des a j us t i f i cation 
for some subsidy to trans port services on ground s of economi c 
e f f i ciency , though empirical work sugge sts  that this sub sidy would 
be very smal l ,  and probably no t wor th , bothering about . 

3 The e f fects of subsidies and aid in interna tional t ransport 

A subsidy aris es  when a gove rnment gives a grant ( or , 
perhaps , tax conce s s ion ) to an indus t ry to encourage it to produce 
more of an out put , so as to make that output cheaper . It can be 

3For this aspect of s cale economies see Mohr ing ( 1 9 7 6 ) .  
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received f rom a home or overs eas government .  Aid arises when an 
overseas government gives a grant ( or some f orm of conces sion )  to 
the home government . It may be given uncond i t ional ly , in the form 
of cas h ,  or it may be direc ted to a specific proj ect , or indus try . 
In such a case , it be comes a subs idy . Much , though not all , of 
aid takes the form of a subsidy to some proj e ct or indus try . 

The subsidy is sue is a fundamental one for South Pac i f i c  
t ransport . Somet imes , p o o r  t ransport a s  such is seen as a 
suitable reason for subsidy . Conversely , tight budge t s  mean that 
gove rnments are wil l ing to rely on res t ric ting markets and taxing 
the pro f i t s . Thus , Tonga subsidizes air transport ,  whereas 
Vanuatu taxes it ( s ee Vanuatu 1 9 8 1 : 2 62 ) .  Can both nat ions be 
pursuing policies whi ch work in their  own interes t ?  The South 
Pacific island nat ions receive considerable amounts in the f orm of 
aid . Some of this is  speci f i cally directed towards proj ects -
i . e .  i t  consti tutes a subsidy to ce rtain t ransport services . 
Subs idies can take several forms , including permi t t ing enterprises 
to operate for seve ral years at a loss ( as with the Pac i f i c  Forum 
line and Ai r Paci f i c ) . 

The key quest i ons surrounding aid and subsidies are , firs t , 
their e f fe ct on e f f i ciency and s econd , who gains the benef i ts f rom 
them (or  who pays the taxes ) .  Of these , the former is les s 
impor t ant in the pres ent ci rcums tances .  Some times , subsidies may 
enable ine f f icient operat ion to continue , and the co s t s  of this 
can be high . Wi th internat ional transport taking place between 
gene rally poor count ries ( the South Paci f i c is land nat ions ) and 
rich count ries , the incidence of subs idies and taxes is critical . 
Is aid to these countries effectivel y  enj oyed by them , or pas sed 
through the transport system , back to t he donor s ?  Are subs idies 
which gove rnments o f fer enj oyed by nat ional s ,  or a reverse form of 
aid? 

Market s t ructure and the inc idence of subsidies . For 
purposes of analys i s , three groups can be ident i f i ed . The se are 
the consumer of the product shipped , or the transport service ; the 
producer of the p roduct shipped ; and the producer of the t ransport 
service . Some assumpti ons need to be made about how the prices of 
t ransport servi ces and goods s hipped are set . 

Cons ider good s being shipped to marke ts  in the Pac i f i c  f rom 
count ries f rom the i s l and e conomies ,  or goods be ing shipped to the 
is land economies . For mos t  good s ( excluding perhaps copra ) the 
island economies are price take rs ( Falve y ,  Chapter 4 in this 
volume ) . If subs idies are given to t ransport , and are ent i rely 
pas sed on by the t ransport operator , the is land na ti ons enj oy the 
full amount of the subsidy . Dome s t i c  prices for exports  rise , and 
prices of goods imported f all by the amount of the t ransport cos t 
reductions . If transport is not in perfectly elas t i c  supply , some 
of the subsidy will be enj oyed by t ransport operators , who may 
include nat ional s of both groups of count ries . To the extent that 
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the is land nat ions supported part of the losses of the Paci fic  
Forum l ine , and that it was operated eff icient ly , the subsidies 
would have gone , in the main , to their own national s .  The same 
would be true o f  int ra-regional and inter-is land shi pping . 

In cont ras t ,  consider the ef fect of subsidies to ai r 
t ransport , and suppose t hat airlines are suff iciently compe ti tive 
or contestable ( see section 5 )  for the subs idy to be pas sed on to 
use rs . To the extent that nat ionals of the countries use 
airlines , the country reaps the benefit  of the subs idy . However , 
especially wi th interna tional air t ransport , many of the users are 
national s  of the rich Paci f i c  rim count ries . These people wi ll be 
the main bene f iciar ies of the subs idy . However , the mat ter is not 
so  simple , since the supply of tourism services needs to be 
conside red as wel l .  Suppose that more touri s ts can be catered 
for , but at somewha t higher cos t . Lower air fares induce an 
increase in tourism , and l and cont ent pri ces rise ( by some thing 
les s  than the reduct ion in air fares ) .  The local tourism indus t ry 
gains some of the t ransport subsidy . For examp le , t ransport cos ts 
may fall $ 1 0 per per s on .  Wi th more touri sm , land content prices 
may rise $ 5 . The

4
tourists  gain a net $ 5 ,  as .

does the local 
touri s t  indus try . Thi s indus t ry may be par t ly ove rseas owned , 
and thus some of its  additional prof its will be payable overs eas . 
As discussed in Sect ion 2 above , the re may be externali ties 
asso ciated with tourism . New j obs may be created , and thus there 
are additional bene f i t s  whi ch can be evaluated at the diff erence 
be tween market and shadow wage rates . The country as a whole 
could gain mo re than the su bsidy , even though some of the bene f i t s  
we re reaped b y  ove r seas visi tors . The island nations subsidize 
air transpor t of ten through inf ras t ructure , and the que s t ion 
arises of whe ther the effects dis cus sed above are suf fi cient to 
ensure that the bene f i t s  f rom the subsidy policy more than 
outweigh the cost of the subsidy to the island economy . Aid which 
is direc ted to air t ransport may no t be very valuable to the 
init ial re cipient of the aid : the donor may gain mo re . 

Because of the nature of things , subs idies mus t  usually be 
d i re c ted to the transport operator in the f i r s t  inst ance . Thus a 
subsidy may be given for por t  developments , or for a specific air 
service , or generally to an airline . The transport operator may 
be owned by the island nations individually or as a group , or 
owned elsewhe re .  There arises the ques tion o f  how much of the 
subs idy is app ropriated by the operator . 

When the transport se rvi ce is compe ti tive , all of the subsidy 
wi l l  be pas sed on to use rs . However , in thi s area , vir tually none 
of the t ransport services ( except perhaps inter-island shipping ) 

4 
. . 1 k Emp1 r1ca wo r has suggested that the local touri s t  indus t ry does 

gain some of the advantage f rom lower air f ares . See World Bank 
( l  98 0a : 44- 5 ) . 
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can be cons idered perfectly compet i t ive . Some market s  are such 
that there may be f ew ope rators , but o the rs can easily enter and 
supplant them . If so , the results wi l l  be simi lar to those of 
compe t ition . With o t hers , there may be a degree of monopoly -
this  is especially t rue o f  por t s  and airport s ,  which are 
locational monopolies . There mus t  be some que s t i on as to whether 
they always pas s  on subs idies to us ers . 

The d i rection and incidence of subsid ies . The eff ects of the 
subs idy can be par t ly determined by t he way in which it is 
granted . An airline may be given a monopoly over a rout e . If a 
subs idy is given , i t  will invariably keep some of the subs idy . 
Even i f  airlines are no t granted monopol ies , subs idies can be 
s pec ific to part i cu lar airlines or availab le to any . If a subsidy 
is  avai lable to any airl ine which operates a route , i t  wi ll be 
passed on to t rave l lers , as airlines can compete to o f fer the 
service and obtain the subsidy . Often , as wi th Air Paci f i c , the 
subsidy has been given to a specific airl ine ( e . g .  a cho s en 
airl ine is permi t ted to operate at a loss ) .  The danger is that if 
there are no clear incentives f or productive e f f i ciency , and if 
the opera tor has market power , the subs idies wi l l  simply f inance 
ine f f iciency . 

A subsidy can be direc ted toward s the terminal or line haul 
as pect of the serv i ce . Po rt improvements can les sen cargo 
turnaround times , and produce cos t  savings unrelated to dis t ance . 
Airport ext ens ions enable a broader mix of aircraft to operate , 
and , probably ,  some o f  these wi l l  have lower co s t s  for particular 
services . The cost savings may or may not be related to distance . 

Depending on the obj ective of the subs idy , i t  can be directed 
towards l ine haul or inf ras t ructure components . It is  possible 
that aid given for terminal inves tment s may be more eas ily 
appropriated by the re cip ient country . The line haul operator may 
or may no t be national ly owned , and may gain a share of the 
subs idy . The infras tructure is more l ikely to be locally owned , 
and there is more f lexibi lity in pri cing of i t . Airport 
extens ions can gene rate cas h  f low i f  the new users are charged 
more to use i t . Al ternat ively , a country can allow low airport 
charges in order to lower the cost of air t ravel . There is thus 
some f lexibi5i ty in t he way in whic h  the bene f i t s  of the subsidy 
are enj oyed . 

The problem of compe t i t ion in subsidies . One of the more 
serious problems which can arise as a result of subsidies to 
inf ras t ructure and services is  that the count ries may compete 
against each other and e liminate the bene f i ts . Two countries  may 

5As agains t thi s , it should be not ed that mi s t akes in equipment 
purchase can be more easily re ctified than mis takes in 
inf ras t ructure . On this , see World Bank ( 1 980a : 4 1 ) .  
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inves t in inf ras t ructure which is wor thwhile if one or the o t her 
inves ts , but not i f  both invest . When both countr ies subsidize a 
service it becomes more di f f i cult for them to app ropriate the 
bene f i ts f rom the subsidy.  They may make it cheaper for  the 
users , but do no t increase the use of the facility by much in 
either count ry.  

The de s i rabi l i ty of inve s tments and of subs idies in general 
to t ransport services depends on whe ther the servi ces provided are 
subs titutes or complement s .  In some cases , services are clear 
subs titutes . New cargo handl ing facilit ies in one port may be 
j us t i fied if cargo is concent rated throµgh that port . If ano the r 
port is imp roved t he sum tot al of cargo will remain more or less 
unchanged . The two por t s  wi l l  be subs t i tutes for one ano ther , and 
both may be poor inves tments if the other port is imp roved . 

The case of ai r t rans port improvements is no t so 
s t raightf orward . Imp rovements in air t ravel to one country may 
increase tourism demand to ano ther . Touri s t s  may wi sh to vis i t  
two or three count ries , and not t ravel if i t  i s  feasible t o  visit  
only one . To  this  extent , transport services may be 
comp lementary.  If so , the pro blem of compe t i t ive inves tment or 
subsidies be ing d i s s ipated is much reduced . 

When servi ces are subs t i tutes , it is adequate f or each 
country to apprais e  potential proj ects separate ly , whi le making 
expl icit recogni t ion of the probabi li t ies of other countries 
supporting subs t i tute proj ects . No duplicat ion need occur if 
as sess ors are su f f i c ient ly real i s t ic about o ther count ries ' 
proj ect s .  When proj ects are re lated , and externalit ies are 
thought to exi s t , individual assessment of proj ects is s t i ll 
pos s i ble . However ,  there is a chance that bo th nat ions wi ll 
rej ect proj ects which toge ther would be worthwhi le . In such 
cas es , it is  sens ible for the count ries to determine what policies 
would maximi ze net benefits  to them taken as a who le , and also 
decide how the bene f i t s  are to be allocated . 

The rat ionale for aid and subsidies . Whi le there are many 
examples of aid given f or t ransport proj ects and subsidies 
extended , on an explicit  or ad hoe bas is  to trans port operators , 
t he rationale of such subs idies is very o f  ten lacking . They serve 
to improve transport services , but is such improvement worthwhile 
as compared to o ther us es of the fund s ?  Some times they may be 
j us t i f ied wi th ref e rence to exte rnalities , such as f oreign 
exchange f rom tourism,  though these exte rnal i ties are more of t en 
claimed than proved . Granted that some of these externalities  are 
genuine , are t ransport subs id ies the best way to int ernali ze them? 

The que s t i on of who gains f rom the aid or subsidy is of ten 
not posed , and even less o f ten answe red . Of ten , e specially with 
int ernational t rans port , bene f i t s  are passed on to consumers , who 
may not be nat ionals of the count ries concerned . Another que st i on 
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concerns t he st ructuring of subs idies , in such a way that bene f i t s  
are maximi zed . It i s  d i f f i cult t o  b e  general here , and t he 
quest i on mus t  be answered in t he context o f  a specific  problem . 
Two general propo s i t ions however are : ( i )  that the less tied or 
spec i f i c  a subs idy is , the more ef f i cient the outcome wi l l  be , 
unless the subsidy is d i rected to overcome a d i s t inct externality , 
and ( i i )  in a world o f  uncertainty , f lexibi lity is des i rable , and 
there are dangers in commi t t ing too much in f ixed inves tment , such 
as por ts  or airpor t s , rathe r  than in forms which can be s t opped if 
they are unsucce s s ful . A third general que s t ion concerns the 
relat ions hip of t ransport ope rators in different s t ates . If they 
are subs t i tutes or complements , this must be taken account of in 
evaluat ion . 

Overall ,  what j us t i f ication might be used for subs idies to 
t ransport ? It may be that the re are spe ci f ic externalities 
ass ociated with it ; such externalities  are bes t corrected by 
d i rect  subsidies to t ransport operat i ons as terminal s .  As noted 
in sect ion 2 ,  the ' economy of s cale through dens i ty '  argument was 
a valid one f or general subsidy to t ransport . It is d i f f icult to 
measure how empirically signi f icant it might be . In mos t  
countr ies it i s  of l i tt le signifi cance , though i n  t he South 
Pacific it could be mode rately important . Other externalities  
f requently quo ted are f o reign exchange and tourism. These may be 
valid , but if they are , the bes t  way to cor rect them is direc t ly . 
Thus , ho tel s , not airpor ts , should be subs idized , or touri s t s , not 
ai r travellers in general , should be subs idi zed . Overall ,  even 
though t ransport servi ces may be poor by compari s on with those in , 
say , the Uni ted States , this is no reas on for subsidies to the 
sector . If sectors are to be subsidi zed to capture external i ties , 
the transport sector is of ten t he wrong sector to subsidize . 

4 Regulat ion and the s t ructure of servi ces 

One of t he maj o r  problems of air transport in the region is 
the res tri ctive t rading in traffic rights . As is common in the 
res t of the world , air t raf f i c  rights are exchanged on a bilateral 
basis  ( Ki s s ling and Taylor 1 984) . Two nat ions agree that air 
services can be operated be tween them subj ect to certain 
restrictions . Very o f ten ,  mos t  of the t raff ic between the nations 
is  reserved for those nations ' ai rlines . The problem is  that thi s 
rest riction of rights leads to ineff icient pat terns of servi ces . 

Thi s type of problem dges not of ten arise wi th shipping 
be tween t he island nat ions . Typically , the regulatory f ramework 

6There are some cas es of re s t rictions on traf f ic right s . For 
example , Ki ribati has res tricted Fij i-Tarawa cargo carrying to the 
Pacific  Forum l ine : Isl ands Business , Sep tember 1 98 3 , p . 1 3 . 
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under which shipping operates is much more f lexible , and it is  
pos s i bl e  for an operator to plan and operate that route whi ch 
makes mos t  economic s ense . Nor does it exi s t  in de regulated 
dome s t i c  air t rans port  marke t s , such as the Uni ted States . Even 
wi thin a t ight ly regulated dome s t ic marke t , such as that of 
Aus tralia , i t  is  normally possible for those airlines whi ch are 
permi t ted to operate , to c hoose route s t ructures as they wi s h .  

The problem' of a i r  t ransport i n  the South Pacif ic have been 
wel l  documented . Route s t ructures are inconvenient and co s t ly , 
and f re quenc ies are low .  �irl ines cannot f ly many routes which 
would make economic sense . The utili zat ion of their  f leet and 
crews suf f ers acco rd ingly . These pro blems reflect t he 
res trictions on operat ing right s which exis t .  

The South Pacific  is land nat ions are not unique in 
cont roll ing air transport through a res trictive set of bilaterally 
negotiated rights . Mos t  count ries do the same . However ,  it can 
be argued tha t  whi le such res tr ictions are on balance harmful to 
mos t  countries , they are par ticularly so f or t he South Pacific  
nat ions , which can ill  af f ord higher cos t  transportat ion . 

Countr ies impose re s t rictive bilate ral regulations f or a 
number of reasons . Very o f ten , t hey wis h  to pro tec t the i r  own 
air l ines . However , if ai rlines need pro tect ion , t hat is evidence 
t hat they are operat ing at higher cos t  than others ; thus 
prote ction has its cos t . Count ries of ten speak o f  ' thei r '  traff ic 
and ge t t ing a ' f ai r  share ' of the t raf f i c .  Countries  some t imes 
bel ieve that by restricting rights of o ther countries ' airlines 
they can gain a greater share of the bene f i t s  f rom ai r t ransport .  
This is  rarely the case . First , mo st  o ther count ries are doing 
the same thing . Second , the cos t s  they impose through 
rest ric t ions are p rimarily on their own nationals . 

A recent example of shorts ighted pol i cy was where Vanuatu 
re s tricted

9
the rights of Air Paci f ic to f ly f rom Vanuatu to 

Aus t ralia . Ai r Pac i f i c  and its pas senge rs all lose by thi s . 
However , Vanuatu i t s e l f  also lose s .  It conceivably f aces a 
reduct ion in f requency of se rvi ces to Aus t ralia . To t he extent 
that Air Vanuatu is given inc reased market power , the Vanuatu 
Government may gain addi t i onal revenues . These are at the expense 
of higher f ares t o  and f rom Vanuatu . Residents o f  Vanuatu will 

7on these issues , see Ki s s ling ( 1 980 ) . 

8An examp le o f  thi s inef f i ciency is where Air Nauru f l ies between 
Wes tern Samoa and Ame ri can Samoa , yet cannot pick up t raf f ic 
between them , even when normal means of transport are unavailable : 
Islands Bus iness , March 1 985 , p . 53 .  
9 In add i t ion , Vanuatu and the Solomons have denied Air Paci f ic 
passenger r ights between Honiara and Port Vila : Is l ands Bus iness , 
July 1 98 3 , p . 56 .  
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lose , a s  wi l l  touris t s  to the countr y .  Perhaps Vanuatu considers 
that the bes t  pol icy is  to res t rict tour ism and tax it . If s o ,  a 
more ef f i cient way would be to do so dire c t ly , and allow the air 
transport sys tem to be f ree of res t rict ions which promote 
ine f f ic iency . As i t  s t and s , Vanuatu is impos ing a cos t  on i t s e l f  
to increase the pro f its  of a n  overseas-owned company . 

Liberalization of t rade in airline services . Taking the 
present set of bilateral ly agreed rights as a s tar t ing point , it 
would be possible for the South Pacif ic nat i ons to liberalize 
conditions f or aviat ion in a variety of ways . Various d i s t inct 
cho i ces need to be made . These include : 

( i )  If changes are to be made , are they to apply to aviation 
be tween the nations themse lves ( regional 
l iberal i z ation ) , and are they to be appl ied to aviation 
to and f rom the region? 

( i i )  If condit i ons are to be liberalized , is  this to be the 
case only f or airl ines f rom the region , or f or any 
airline ? Could a New Zealand airline , for example , 
par t i cipate on intra-regional routes or equal terms with 
a Fij ian airline ?  

( i ii ) Are count ries going to make decis ions to liberalize o n  a 
unil atera l , bi lateral or mul t ilateral bas i s ? A country 
could decide to allow a liberal operat ing environment to 
and f rom i t self , subj ect to o t her count ries ' 
regulat ions . Alterna t ively , i t  can conclude bilateral 
agreements with o ther countries whi ch are wi l l ing to 
l iberal i z e , or , f inal ly , it could wai t unt i l  all other 
count ries in the region were willing to l iberal i z e  
j oint ly bef ore i t  d i d  anything . 

( iv )  Count ries can decide to allow compet i t i on o r  res trict 
i t . 

In the international environment , it is important to 
d i s t ingui sh between l iberaliz ing t raf f ic rights and deregulat ion . 
Deregula t ion , such as happened in the Uni ted S tates ' dome s t i c  
airline indus t ry , allows much more compe t i tion .  It is poss ible t o  
liberali z e  traf f i c  rights and y e t  preserve regulation of the 
indust r y .  For t his  reason , que s t i ons of i ndus t ry and f i rm 
s t ructure are discussed later , in . sect ion S .  It would be pos s ible 
to al low airl ines of Western Samoa or New Zealand to f ly between 
Tonga and Fij i ( a  l i beral arrangement of t raf f i c  r ight s ) ,  but 
Tonga and Fij i might choose to regulate ,  for example by s e t t ing 
fares . 

The argument for  trade in airline or shipping services is  
much the s ame as for  t rade in anything else . Some count ries , 
because o f  their experience , lowe r  input prices , or because 
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speci f i c  routes fit nea t ly into their ne twork , may be able to 
supply airline or s hipping se rvi ces on a route more cheaply than 
others , even t hough that route is be tween two other count ries . It 
is in t he inte rest o f  all t hat t his  country ' s  airline or s hipping 
f leet serve t he route . The two countries be ing served gain 
t hrough facing lower trans port cos ts . This can involve a 
country' s ai rl ine or ship los ing marke t share - but is no problem 
if low t ransport cost , not market s hares , are t he obj ective . What 
is good for Air Pac i f i c  is not neces sarily good for Fij i .  
Count ries which ins ist  on their airl ines or s hipping f leets 
obtaining a specif i ed ' fair'  s hare of the tra f f i c  are simply 
f orcing up t heir own t ransport costs . 

If the obj ective is an e f f i cient s t ructure of t rans por t ,  a 
pre cond i t ion i� t hat operators be able to sel ect t he bes t  routes 
wi t hin the area , and to and f rom the area . Wit hin the group , this 
would re qui re t hat any airl ine could ope rate any sector , and pick 
up or set down pas sengers anywhere i t  wished . The resul t would be 
similar to the dome s t ic market of o ther count ries . Some 
count ries ' ai rlines might not survive , but this would only happen 
if f ares o f f e red by o t her airl ines fell . If lower transport cos t s  
and convenient s chedule s are t h e  obj ect ive , t h i s  would be 
des i rable . 

Gene ral agreement on f ree exchange of ai r rights might 
not be f or t hcoming . If so , count ries mus t decide on whe t her to 
allow f ree trade in airline services uni lateral l y .  As wit h  trade 
quest ions generall y , it is  usually in t he interest of a country to 
move to f ree t rade even if i t  canno t persuade its partners to do 
so . The main argument for not moving to f ree t rade is t hat t rade 
res t r ict i ons can some t imes be used as a bargaining weapon to 
induce o t her count ries to reduce res t rict ions . It is in Vanuatu ' s  
interest t o  allow Ai r Pacif i c  t o  pick u p  o r  set down pas sengers 
f reely in Vanuatu even t hough Fij i may be denying Ai r Vanuatu 
rights which  it des i res in Fij i .  Indeed it may be pos s ible for a 
couple of the mo re cent ral nat ions to gain cons ide rably by 
uni lateral l iberal i z at ion as they may become the hub for t he 
region . 

An important i s sue whi c h  follows is t ha t  of exchange of 
rights with countries outs ide the region .  It is  in the interests 
of the Sout h  Pacif ic nations to have low transport cos t s  between 
themse lves and o ther count ries . This can be achieved if operators 
f lying to t he countries have f lexible traf f i c  rights . These would 
include rights to f ly pas sengers between countries in t he region , 
and pos s ibly to fly  passenge rs wi thin the count ries . There may be 
wo rri es about t he g reater size and economic s t reng th of ove rseas 
airl ines being used to f orce local airlines out of bus iness . If 
t hey do operate at lower cost , it is desi rable that t he y ,  not t he 
local ai rlines , provide the service . The South Paci f i c  count ries 
have a s t rong weapon agains t predatory pricing ( which involves 
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set ting f ares be low cost to drive compe t i t or s  out of bus iness  and 
t he ir ris ing f ees ) : t hey can withdraw t heir rights to f ly .  

The que s t ion o f  uni lateral liberali zat ion i s  likely t o  arise 
here also . What happens if Air New Zealand wishes to f ly ,  say , 
f rom Chr i s t church to Fij i ,  but New Zea land is unwi lling to grant 
Air Pacific  rights into Chris t church? If Fij i is interes ted in 
improved t ransport l inks wi th New Zealand , it would agree to this , 
even though Air Pac i f i c ' s  s hare of the tot al bus iness would mos t  
likely fall . The cos t  o f  res trictions is usually borne in part by 
t he country impo s ing them . 

The is sue of pol icy by the developed countries towards t he 
South Pacific  s ta tes is l ikewise important . The developed 
count ries impose res t r i c t ions on others ' carriers to protect the i r  
own carriers - but t his places a co st  o n  b o t h  groups of countries . 
It is curious for Aus t ralia and New Zealand to be grant ing aid to 
lower t r anspo rt co s t s  by extending airports , yet , at t he same 
t ime , to be rais ing t hose co s t s  by res t r i c t ing operations of South 
Pacif i c  carriers or o ther count r�e s '  airl ines f lying between t he 
South Paci f ic nat ions and Aus t ralia or New Zealand . Of course 
reasons f or do ing this exis t ,  but i t  is cos t ly t o  Aus t ral ia and 
New Zealand , as wel l  as to the South Pac i f i c  nations . It is 
unl ikely that the Aus t ralian and New Zealand carriers need such 
protect ion . Bo t h  groups of countries can gain in a f reer 
env ironment and in one in which transport is not subsidi z ed . 

Liberal trad ing environment s  for airl ine services do no t 
neces sarily result in improved eff iciency . They are a ne ce s sary 
precond i t ion , howeve r .  It is pos s ible that , even if airl ines are 
a ble to carry pass engers on any s ector they c hoose , the exi s t ing 
pat tern of services would not change . This is unl ikely , but if i t  
was t he case , it would b e  evidence t hat the p roblems i n  route 
s t ructures and frequencies are imp roved by geographical 
constraints (which cannot be removed ) or by poor s chedul ing and 
operat ion of airl ines ( which can be improved ) .  Ri cher countries 
may be able to afford the luxury of protecting their own high-co s t 
air l ines ; t he Sou t h  Pac i f i c  na tions canno t .  They have a s t rong 
interest in minimi z ing transport cos t s , because of t he spending of 
their  own nat ionals , and �0cause of their effect  on touri sm ,  which 
they are keen to promote . Thus ·it is de s irable that any 
art i f i cial res t raints  be removed . 

1 0on thi s is sue , see the discus s ion in World Bank ( 1 980a : 44-S ) . 
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Regional l iberalizat ion is  probably the firs t step , and 
l ibe ralization wi th o ther count ries , a more complex is sue , can 
follow. It is  not neces sary that all count ries in the region 
agree to l ibe rali z e : if some count r ies wi sh to i solate themselves 
by having higher trans port cos t s  between themselves and others 
this need not prevent the o thers f rom making agreements amongst 
themselves . The result would be to make the regional marke t 
s imil ar to dome s t i c  markets e l sewhere . It should be no ted that 
ei the r  de j ure or de facto regional liberal i z ation is a 
precond i t ion for the Pacific  Air Leas ing Regional Civil Aviation 
Study plan to work , as is recognized in the Report ( UNDP 1 98 5 ) . 
For those countries which wi sh to encou rage tour ism , the question 
of liberali zation wi th count ries out s ide the region is of even 
greater importance , since they lose heavily if transport co s ts to 
them are higher than they need be . 

Direct and ind i rect se rvices . If airl ines can choose the 
routes they wish to f l y ,  route s tructures may change . If routes 
are cons t rained , and especially if  rights are traded on a 
bila teral bas is , t he re is an incentive given to d i rect servi ces 
since traf f ic rights of ten canno t be secured for par t icular 
sectors . When the se restrict ions are removed , airl ines may choose 
to operate indirect services . Ship operators have the same 
problem .  When operat ing between countr ies A, B and C they mus t 
determine whethe r  to operate direct services , or serve A to C via 
B .  

There i s  a s t raightforward problem o f  economi c calculat ion . 
The dis tance t rave l led and time taken with direct servi ces is 
less . Wi t h  indirect services , the traf fic  flows are more dense . 
Thus larger vehi cles , with lower co sts  and greater f requencies , 
are possible . When allowance is made for the cos t  of time and 
inconvenience , it is pos s ible for either d i rect or ind i rect 
service s  to be cheaper . There wil l  al so be cos t s  at terminal s .  
For pas s enger operat ions these need not be high , but the cos ts of 
t rans -shipping cargoes are normally high in relation to the l ine 
haul cos t . 

A country as a whole wi l l  no t normally lose if ind i rect 
services replace d i re ct s ervices . It is  always poss ible to 
continue wi th direct services - they wil l  be replaced only if  the 
co st and f requency advantages of the ind i re ct outweight those of 
the direct service . To keep the traffic , they wi ll have to offer 
a more att ractive package . There wi l l , howeve r ,  always be some 
people who lose from indirect services - for example those who put 
a high co s t  on in-vehi cle t ime or shippers of perishab le goods -
but the gainers wi l l  outweigh the losers . 
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An is sue which i s  related to thi s is that of hubbing , which 
can happen in s hipping and airl ine s ervi ces . It has been given a 
good deal of �ttenti on in the Uni ted States s ince airlines were 
deregulat ed . 1 1  Since then , air lines have cho sen to operate 
hub-and-spoke operat ions , choo sing some maj or cit ies as hubs . The 
number o f  direct  services between medium and smaller cities has 
fallen . In s hipping , t here has not been very much development of 
hub-and-spoke opera t ions , part ly because the cos t s  o f  t ransport 
are high relative to aggregation economies . The s cope in t he 
South Pac i f i c  appear s to be low ( Touche Ros s  and Co . 1 984a : 1 9 ) . 

The l ikel ihood of hubbing depends on the relative sizes o f  
centres and their  separation , and d i s t ance from o ther maj or 
markets . Some hubbing may emerge in the South Pac i f i c , and Fij i 
would be the probable hub . Travel lers f rom Wes tern Samoa to 
Vanuatu might hub through Fij i ,  though it  would be unlikely that 
t ravellers to Tonga or New Zealand would . Likewise , it is  likely 
that more traff ic f rom dis tant l arge count r ies , such as Aus t ralia , 
Japan or the Uni ted States , would t ravel via Fij i on their way to 
some of the smaller i s l and s t ates . Such hubbing enables at leas t 
one state to have f requent and low-cos t  connections to the res t  o f  
the wor ld . In t erms of t ransport cos ts , the nati ons which are not 
hubs themse lves wi l l  not lose . 

The qual i f icat ion which mus t  be noted is that low transport 
costs may not be the only obj ect ive o f  t hese countries so f ar as 
the perf ormance of the transport indus t ry is  concerned . Suppose 
each count ry enj oys externali t ies f rom tourism .  If routes are 
rearranged so that t rans port cos t s  fall , it is probable that some 
will f all more than o t hers . The rel ative a t t ract ivenes s  of some 
des t inat ions will change . Thi s  wi ll be especially t rue i f  hubbing 
develops ; the lo cal .hub will att ract a disproport ionate s hare of 
touri s t s . Whi le the absolute attract ivenes s of all des t inations 
f or t ourists  will have increased , some may f ind that they at t ract 
fewer touri s t s  because their relat ive at t ract ivenes s  has fallen . 

The same pro blem can emerge wi th employment .  A change in 
route s t ructure can result in employment in t ransport and related 
activities ( e . g .  s hip repair ) rising in some count ries and falling 
in others . If market wages equal shadow wages , this should be o f  
n o  concern , s ince f ormer emp loyees of the t ransport s ector can 
obtain employment e l sewhere . If market wages exceed s hadow wages , 
the count ries which lose employment can lose abso lutely.  The re 
are advantages to becoming the hub . 

1 1  on the devel opment of hubs in the US , see Bailey , Graham and 
Kapl an ( 1 98 3 ) . 
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If countries be lieve that such externali ties exis t ,  and are 
important , then t he l ack of cooperat ion in t ransport i s sues , and 
especially ai r transport , has a rationale . When traf fic  shi f t s  
off  one operator o n  to ano ther , or tourists  move f rom one country 
to another , one country gains and another loses . Countries are to 
a degree compe ting f or a s hare in the wel f are gains enabled by 
greater external i t ie s  ( and perhaps profi t s  f rom us ing marke t 
powe r ) . As recogni zed bef ore , the count ries are partly 
complement s  for each other in attracting touri s t s . However ,  it  is 
s t i ll poss ible f or some states , perhaps those on the peripher y ,  to 
lose out to others  if trans port co s t s  fal l . The transport pol icy 
which maximi zes ga ins f or all need not be the same as that which 
maximi zes bene f i t s  for a speci f i c  count r y .  An effi cient trans port 
policy wi ll maximi ze benefits overall , but some s t ates prevent it  
f rom coming into being . It is in the intere s t  of other stares to  
devise some means of o f f se t ting such s tates ' los ses , since they 
wil l  be able to reap greater bene f i t s . 

It is wo rth noting he re that conf licts of int ere s t  can also 
emerge when countries offer  subs idies for par ticular operations . 
Thes e ,  f or example , can have the e f f ect of inducing operators not 
to call at ano ther count ry , and to offer only a direct service to 
the des tinat i on .  The o ther count ry suff ers a loss o f  f requency . 
In this case , there i s  both a reduction in overal l effi ciency , and 
a redis t ribution of the benefits  f rom the t ransport sys tem .  Given 
the int erdependent nature of transport systems , a subsidy given 
( or tax imposed )  by one country can have adve rse consequences f or 
othe rs . 

5 Indus t ry s t ructure and effi ciency 

Trans port operat ions of ten requi re a good deal of 
coordination .  This is t rue f or shipping services , whe re goods may 
be stored , though at a cos t , but it is especially true of ai rl ine 
services . If , f or examp le , an airport is being used as a hub , it 
is obviously important that passengers and f reight be able to make 
conne ct ions . Operators l ike to develop networks whi ch make sense 
given the nature o f  their business . Granted this , however ,  the 
range of e f f i cient networks is large . Some operators have a wide 
ne twork , whi le others prefer simple ne tworks - perhaps only a 
shu t t le s ervice along a s ingle sector . Pas sengers and shippers 
have a prefe rence for operators wi th wide ne tworks , but such 
networks involve coordinat ion co st s . Hence operators wi th simple 
and complex networks can survive , side by side . 
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Scale economies i n  t ransport usually only exist  I� any 
signi f icant degree at the level of ind ividual routes . As 
discus sed above , be cause of economies in vehicle size , co sts  fall 
as  market dens ity rises . The absolute s i ze of the ope rator does 
not signif icantly aff ect co s t s . Small oper ators can survive in 
the same marke t as large operator s .  The re are some provisos , 
however . The small operator will usually have f ewer t asks , such 
as maintenance , performed in-house .  If there are other firms 
willing to perf orm t hese t asks , there is no problem . Second , 
there may be problems if the number of vehicles operated is very 
small , say fewer t han t hree or f our . If , f or examp le , one vehicle 
is out of service , it may be impos s ible to provide a service , and 
rel iability f alls . 

In the South Paci f i c , there is s cope for several airlines , 
but not a large number . There is no case , on s i ze of market 
cons iderations , for a s t atutory monopoly . There are , however ,  
problems of coordinat ion , though these can be s o lved . It is in 
the intere s t  of prof it seeking f i rms to make sure that their 
services connect wi th o t her services in the region . The re are 
legitimate doubts surrounding those airlines which are not 
expe cted to earn a p ro f it , and which are expected to perf orm 
speci f i c  tasks at s hort  not i ce for the government .  Airlines 
around the world coordinate s chedules and make ar rangements f or 
j oint ticke t ing and car riage of baggage . 

The coordination probl em in s hipping is pre sent , though it is 
less crit ical . Smal l  shipping f leets , wit h  as few as one ves s e l , 
can operate e f fectivel y , though sometimes it is convenient to 
operate them wi thin a f leet - such as the Forum line or a shipping 
conference . Such coord inat ion l imits the competi tion , however� 

A situat ion of perfect compe t i t ion is no t likely to emerge in 
the t ransport indus t ries of t he South Pacif ic . It has not emerged 
in the densest  of marke t s , the Uni ted States domestic  marke t . The 
to tal number of ope rators in any one market - that is a specif ic 
route or group of routes  - is not likely to be large . For air 
services , t here may be at mos t  three or f our operators on a busy 
route , and perhaps a dozen operat ing in a region . There may be 
more independent operators on a s hipping route , but these may be 
linked through some coordination agreement . 

1 2For a review of s cale economies in airlines , see Whi te ( 1 9 7 9 ) . 
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The key que s t ion -i s whe ther a market is ' contes tabl e ' . 1 3  

This requi res t hat t here are no barriers of ent ry o r  exit into an 
indus t ry .  Exi s t ing f i rms (whi ch could pos sess  a monopoly )  are 
unable t o  indulge in monopoli s tic prac tices , such as overpri cing , 
because they would lose the i r  marke t to new ent rant s .  ·Thus , so 
far as market behaviour is conce rned , the number of operators may 
not  be very important . At the extreme , a perfectly contes table 
market wi ll yield as e f f icient resul t s  as is po s sible , given that 
firms mus t  cover cos t s . It wi ll yield pri ces which are exac t ly 
equal to average costs . 

It is gene ral l y  thought that ai rlines and shipping are 
examples of marke ts  that can be approxima tely cont e s t able ( Bailey 
and Panzar 1 98 1 ) .  Ent ry i s  of ten res tricted by regulat ion , but 
when it is not , it is re latively easy for new suppliers to enter 
and exi t without substant ial loss if  they are unsucces s ful . It is 
l ikely that the t ransp��t indus t ri es in the South Pacif ic can also 
be fairly contes table . When there are only a few operators in 
marke ts , they will moderate their pricing behaviour in case new 
ent rants take thei r markets  away . Wi th some small markets , one 
operator may pos ses s , and use , its  monopoly power , at l east f or a 
time . The cos t s  o f  this wil l  be small in relation to the cos t s  of 
regulat ing the whole sys tem .  

F o r  routes i n  the South Pacific , a s  elsewhe re , governments 
mus t  choose whe ther to permit and promote compe tition ,  or create 
monopol y power , by allowing only one or two operators on to a 
route . In s hipping , it has been conventional to allow 
compe t i t ion , whereas for air , there has been a preference for 
bil ate ral or unilateral monopol y .  The problems wi th monopoly are 
the same in the South Pacif i c  as everywhere else . A monopoly has 
an incentive to keep prices high.  Perhaps more se rious is the 
chance that if the owne rs of the monopoly have no clear incent ives 
or nece s s i ty to earn maximum pro f it s , they wi ll allow production 
ine f f i ciency to develop . 

A case for monopoly , or res t rictions on compe ti tion , which is 
sometimes advanced rel ies on cros s -subsidi zation .  If it is 
des ired to subsi d i ze a particular route , thi s can be achieved by 
restricting competi tion f or an operator , and allowing pro f its  to 
be earned on s ome routes whi ch can be used to finance los ses 

1 3  For an int roduc tion t o  the no tion o f  contes t abi lity , see Baumol 
( 1 9 82 ) . 

1 4For an analys is o f  contes tabi lity in low-density markets , see 
Starkie and St arrs ( 1 984 ) . 
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elsewhere . Cross-subsidization may seem a pract ica l , and not 
especially ine f f ic ient means of achieving the obj ective . If 
compet i t ion is allowed on the pro f i t -making route s , 
cross -subsidization wi ll break down , s ince the p ro f  its  required 
f or the subsidy are compe t ed away . However , the res triction of 
competition does more than j ust  a llow cross -subsidizat ion to take 
place - it removes the main pres sure for effi ciency , as wel l  as 
the main test of how well a car rier is perf orming . Rat her than 
risk the ine f f iciency whi ch develops with monopoly , a pre ferable 
policy is to subsidize d irect ly , out of government funds , those 
specific services whi ch are regarded as being inadequately se rved 
under competit ion .  The real cost of cros s -subsidizat ion l ies in 
the ine f f i ciency whi ch res t rict ions on compet i t ion allow to 
develop . 

The regional civil aviat ion s tudy . The sugges tions 
regarding competition on individual rout es made by the Regional 
Civil Aviat ion Survey of the South Pacif ic ( UNDP 1 9 8 5 : 36 )  are such 
as to enable and encourage ineffi ciency . It suggests res t ri ct ions 
on services which compete wit h  airline s part icipation in the 
' Paci f ic Air Leas ing' ( PAL) s cheme . The market s e rved can only 
gain if compet i t ion is e f fective ( though the ini tial airline may 
prefer to keep t he market to it self ) .  Transport is t oo important 
f or the Sout h Paci f i c  nat i ons for chosen ai r lines to be protect ed 
and given monopoly power , and f or transport costs  not to be 
subj ected to the maximum poss ible downward pre s sure . 

Apart f rom thi s  aspect , t he PAL concept has some a t tractive 
features . 1 5  Some airlines i n  the South Pac i f i c  are very smal l ,  
and have d i f f icul ty in achieving even the minimum eff i cient s cale 
of three or four ai rcraf t . In addition , they of ten have poor 
current utiliza tion of aircraft because of their route s t ructure . 
If ai r rights are more f reely exchanged amongs t  the nations , these 
problems may be sor ted out , but , if they are not , problems wi ll 
remain .  Thi s remains true under the PAL propos al . If ut ilization 
is to be reinf orced , and e f fective route s t ructures to be 
developed , ei ther de facto or de j ure liberalizat ion of traf f i c  
rights wi l l  b e  requi red . If it does not eventuate , t he PAL 
proposal may have s ome small  financial advantages , but its  
operational impact will  be  minimal . 

For the proposal to work effectively , lease cont rac t s  wil l  
need to b e  very d e t ailed . It envi sages mo re than a system whereby 
ind ividual ai rlines lease aircraf t for an extended period . 
Aircraft wil l  be s cheduled on a network , and they will be leased 

1 5 Is sues of cooperat ion and leas ing companies are discus sed 
briefly in the LDC f ramework in World Bank ( 1 980a : 47 -9 ) . 
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o n  speci f i c  routes at speci f i c  times of day . The value of t he 
aircraft will vary according to time and pl ace ; and if an 
ef ficient s chedule is to resul t , lease payments wi ll have to 
reflect this . Such a lease s t ructure wi ll be compl ex to devise , 
and poss ibly dif f i cult to ope rate . The problem is t hat t he 
arrangement may result in ef f ic ient s c hedules , but t he conf l i c ts 
of inte res t be tween nat i ons wi l l  s t i l l  remain . For example , 
seve ral nations will wish to lease an aircraft at t he same. time . 
To ensure effi cient utili zation , it wi ll be necessary for some 
airlines to be paying much more per hour f or the same aircraft  
t han others (which wi sh to use  it  in  t he o f f -peak ) . 

As i t  s tand s , t he PAL propo sal involves two s tages : ( i )  
f ree exchange o f  traf f i c  right s and ( i i )  a company t hat provides 
ai rcraft and leases t hem out to individual ai rlines . Both requi re 
res olut ion of pos s ible conf licts  of interes t .  Complet ion of the 
first  s t age is necess ary to enable e f f i cient route s t ructures to 
be deve loped . Once right s are exchanged , efficient s t ructures can 
come about : 

( a )  wi th seve ral ind ividual ai rl ines f reely flying on any 
route , but possibly leasing to one anot her at par ticular 
times ; 

( b )  a s ingle dominant ai rl ine , whi ch solves internal 
coord inati on prob lems ( such an airl ine can be exposed to 
po tential compet i t ion or given a monopol y ) ; or 

( c )  a sys t em such as t he PAL (which also may or may not be 
expos ed t o  competition ) . 

The advant age o f  ( b )  is that internal coordinat ion is simple 
and cheaper . A t ypi cal airl ine , in its schedul ing prog ram , s o lves 
a hos t  of t hes e allocation/ coo rdinat ion problems . Sometimes 
services are coord ina ted wi t h  t ho se of other airl ines , and 
f inancial trans fers  are made . Coordinat ing services and aircraf t 
amongst  f ive or so d i f f e rent airl ines , in a way consis tent wi t h  
their separate obj e c t ives as wel l  a s  wi th e f f i ciency , would b e  a 
very compl ex task , yet to be achieved el sewhe re in the world . 

It remains to be seen which o f  these approaches is bes t for 
reso lving the coordination problems and the conf licts  o f  interes ts  
between s t ates . Whi le the establ ishment of the PAL is pred icated 
on f ree exchange of rights , one of its advantages may be that t his 
is no t essential . Because it  wi l l  be pos sible for f l ights and 
aircraft to be re-des ignated to change the i r  ' nat ional i ty' , it may 
be pos sible to achieve an e f f i cient s chedule wi thout full exchange 
of t ra f f ic right s . 

The role of ove rseas airlines . One of the cleares t  re cent 
t rends in industry s t ruc ture in airlines has been the growing 
pre sence of airline s of the large r Pacif i c  rim count ries . This is 
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evident i n  Air Vanuatu , which is effectively a n  Ansett  subsidiary , 
Polynes ian Air l ines , which is part ly owned and operated by Ansett , 
and in the recent management contract between Qantas and Air 
Pacific . The re are some obvious bene f i ts f rom such arrangements -
in part icular , access  is gained to management expert ise , and 
bet ter use can be made of aircraf t . The count ries have less 
control over the air l ine s '  operat ions , but if the obj ective is to 
achieve e f f i cient services , this is not important . In add i t i on , 
the re is s cope for economies in market ing through the larger 
air lines ' channels . 

Overseas airl ines wi l l  manage local air lines to serve the 
region we ll if i nduced to do so . They may not if t he pressure o f  
compet it ion is lacking . If a country grant s a monopoly to an 
airl ine it owns , at l east it enj oys the monopoly pro f i t  i tself . 
If it grant s a monopoly to a f oreign-owned airl ine , or to a local 
airl ine which is managed by a f o re ign one , i t  cannot be certain 
where the pro f i t s  will end up . If a f oreign air line can supply a 
management t eam which results  in ef f ic ient operat i on , i t  should 
not need any pro t e ct i on ( unles s  a government provides subsidies to 
a compet i tor to make los ses ) . Thus , a contract which specifies 
that compe ti tors s hould be res t r i ct ed is a dubious one . 

It should be not ed that the obj e ct ives of the managing 
airlines and the nat ions are diff erent . Conflicts  of interest are 
inevi tabie . For example , the managing airline may a lso wi sh to 
develop a route which is compe t i t ive wit h  the route to the Paci f i c  
nation . This  does n o t  necessar ily eliminate the benefits  from a 
management contrac t . Af ter all , these conf licts  always exi s t  in a 
principal / agent s i tuat ion . However , the conf licts of inte re s t  
should b e  recognized when such contracts a r e  drawn up ; i t  should 
s t ill be po s sible f or bo th groups to gain , though this is not an 
inevitable consequence of the contract . 

Comparative advantage in services . If goods or servi ces are 
to be provi ded e f f i c iently , countr ies whi ch have a comparative 
advantage in producing them should be relied upon . Air line and 
s hipping servi ces , and many of the impor ts  that are used to 
produce them , are tradeable . The nat ions could rely on overseas 
carriers f or all of their services . The present a rrangements are 
prefe rabl e , since they can provide some input s ,  such as crews , 
more cheaply than t he overseas count ries . It makes sense to 
import those inputs  which they cannot provide e f f i cient ly 
themselves , such as fue l , aircraft , s hi ps and management 
expertise . This  last import is provided efficient ly when the 
count ry has a degree of experi ence in operations of the particular 
service , and a moderate general level of educat ion and skills  in 
the economy . 

In the longer term , the Pac i f i c  nat ions may be in a pos i t ion 
to become net expor t ers of transport services , l ike New Zealand 
and Singapore now . Since they have acces s  to much cheaper labour 
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than mos t  o f  the Pacif ic .  rim countrie s ,  if  they can match other 
countrie s '  ef fic iency ( and good management is a p re cond i t i on f or 
this ) ,  they can achieve lower overall co s t s . Their central 
l ocation wi ll enable them to gain a s hare o f  internal Paci fic and 
t rans-Pac i f i c  traff i c . Thi s is likely to happen soone r �or 

h .  . h f . . 1 6  s ipping t an o r  avia t ion . 

In a numbe r  o f  indus t ries , e f f iciency can be achieved only as 
a result o f  ' learning by doing ' . This means that a period of 
ine f f icien t  operation mus t  precede the achievement of e f f i cient 
operation .  For a while , subsidy t o  a shipping line o r  ai r line may 
be warranted , as skills  are developed . Capital market s  may be 
imperf e ct , and if t his subsidy is not avai lab le , the ski lls may 
never develop . It should be recognized that thi s is a highly 
cond it ional argument f or sub s id y .  The subsidy should be short 
term , and always unders t ood to be so . It should be granted only 
to such opera tions as are l ikel y  to become ef f i cient and be able 
to compete . After  a period o f  functioning unpro f i t ably , it may be 
apparent that the o pe rat ion can never compe te , in whi ch case t he 
subsidy should be wi thdrawn ( some thing which is always difficul t 
to do ) .  Finally , t he marke ts mus t  be there . The Pacif ic nations 
may be able to develop an e f f icient shipping f leet , but if other 
countries around the Pacific rim re serve cargoes for their own 
f leets , the re is no point in inves t ing in , and developing it . 

Wi th airlines , the choice of the mix of overseas and l ocal 
ownership and ope rat ion is a current problem . Wi th shipp ing , the 
s ituation is one whi ch has evolved over time . In the pas t , 
services we re provided by f leets owned ove rseas , such as the Burns 
Phi lp f leet . Recentl y ,  the deg ree of local owne rship and 
operat ion has been g�owing . Thi s has culminated in the format ion 
of the Pacif i c  Forum l ine whi ch appears to be gradually imp roving 
i ts performance ( Touche Ros s  and Co . 1 984b : 30- l ) .  There has been 
a gradual accre t ion of skill s ,  accompanied by a lessening rel iance 
on services provided by overseas count ries . 

6 The equipment problem 

One important aspect of e f f i ciency is that transport f i rms 
operate approp riate vehi cles f or t he region . Ques t ions arise such 
as whether specially de signed or standard vehicles should be used 
and whe ther new or o ld vehicles are appropriate . The re is also 
the que s t ion o f  f inancing . As wi th o ther is sues , these que s t i ons 
are more d i f f icult in the air t han in the sea context . 

1 6The is sue of trade is dis cus sed in Find lay and Forsyth ( 1 9 8 5 ) .  
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The re has been some dis cus s ion of whether specif ically 
des igned vessels should be used f or South Pacific t rade 
( Brookf i eld 1 980 ) .  Standard ves sels may do a j ob less 
effectively , and make more demands on facilit ies , but they are 
cheaper to buy or lease . It is thus a mat te r  o f  simple cos t  
benef i t  calculation t o  determine which i s  more e f f i cient . 
Recen t ly , the problem has been solved by the ready avai labi lity of 
s t andard vessels ; thus has been the result of a worldwide glut in 
s hipping tonnage . Whi le thi s cont inues , it  is  unl ikely tha t  many 
specially designed ves sels will be required . The shipping f i rms 
can make their own decis ions on appropriate ves se l s . 

Wi th aircraf t , the problem is s l ightly different . The choice 
is between s t andard and special performance aircraf t ,  the lat te r  
being more co s t ly to own and operate . The lat ter wi ll be 
requi red , however ,  if airports cannot handle the f orme r . The 
problem then is one of whether it is wor th investing in airports 
in order to achieve reduct ions in airline operat ing cos t s . This 
t oo is an i ssue f or cos t-bene f i t  analy s is . 

A danger eme rges when different f i rms or authori t ies  operate 
vehicles and t erminals .  It may be po s s ible for t he vehicle owne rs 
to f orc� the hand o f  the terminal operators to upgrade their 
f ac i li t ies . A f irm may invest in a new ship or aircraft and 
threaten to bypas s  a port or airport while f aci l i t ies  there are 
inadequate . To avoid losing the s ervice , the authority upgrades 
the terminal , even though a cos t -bene f i t  analysis ind i cates that 
the purchase of the new vehicle and terminal upgrad ing would not 
be worthwhile . The likelihood of this occurring i s  reduced , 
though not eliminated , if t here is e f f i cient pricing of t he 
terminal . 

The que s t ion o f  whether new or old equipment should be used 
is s imple to answe r . If it is poss ible to achieve high 
utilizat ion , new equipment s hould be used ; if i t  i s  not , old 
equipment s hould be . Ve ssels in t he South Pacific t rades are 
relat ively new ( Touche Ro s s  and Co . 1 984b : 9 ) , sugges t ing that 
owners have been able to operate them to achieve high utilization . 
Sea t rans port is not cons t rained by res t rictive t ra f f i c  rights , 
and high utiliza tion is not pos sible . 

The problem o f  poor aircraf t utili zat ion is f requently 
mentioned ( Bri t ton and Kis s ling 1 9 84 : 8 1 ) . It may come about 
because of the geography of the area , but the limi ted exchange of 
traffic rights cer tainly makes high utilization dif f i cult to 
achieve . Poor s cheduling may also be a cont ribut ing f actor , 
though there are some aircraf t on some routes which are able t o  
achieve high ut i l i zation . I n  general , however ,  indicat ions are 
that old aircraf t would be mo s t  appropriate f or the region , 
granted that adequate servicing can be achieved . They do have 
higher operating costs , but much lower cap i t al cos t s . Unless t he 
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capi tal cos t s  can be spread over many hours '  ut ilization , it  is 
cheaper ove rall f or the older aircraft to be used . 

Thus , the recommendat ion of the Regional Civil Aviat ion 
Survey that new , latest  technology ai rcraf t s hould be obtained is 
an extraordina ry one ( UNDP 1 98 5 : 4 7 ) . The use of such aircraf t can 
only be j us t ified if much highe r  utilizat ion than at present can 
be achieved . This could happen over time . If exchange of traf fic  
rights were l i be ralized and airl ines we re able to develop 
e f f i cient rout es , or if this came about through f lexible swit ching 
o f  ai rcraft f rom a i rl ine to airl ine , then utilization could 
improve . But the s e  changes are by no means certain , and something 
l ike the present s ituat ion may be the case f or some time to come . 
Airlines in the region would be paying for the mos t  expens ive 
aircraf t of their size , and the interest and depreciat ion , or 
lease payment , burden would be severe . 

Clearly the e f f icient py7i cy is to operate olde r , c heaper 
aircraf t for the t ime being . It does no t mat ter much if  their 
utilization is poor . New aircraft should be used only whe re high 
utili zat ion can be guarant eed . If the PAL s cheme works , or 
l iberal exchange o f  t raf f ic right s enables e f f icient route 
s t ructures , and uti lization t hus becomes high , it wil l  be time to 
replace old with new aircraf t .  I t  would be f oolhardy t o  obtain 
new aircraf t on the presumption of a changed s i tuat ion which may 
not come about . 

Some comments about aircraf t technology are appropriate here . 
During the 1 9 7 0s ,  aircraf t technology changes we re such as to 
operat e , at leas t in some important respect s , agains t the 
intere s ts of t he South Pacific  nations . Large , wide -bodied 
aircraf t became relat ively cheape r to operate , and thi s meant that 
cos ts on dense routes ' fell relative to those on thin routes . In 
addit ion , the range of such aircraf t was extended , meaning that 
they had less need to make s tops en route in places such as Fij i .  
Recent changes have been to the advantage of the South Pacif i c  
nat ions . Smaller aircraft have become relatively cheaper to 
operate ( even though , in absolute terms , they are s t i l l  more 
expens ive for pas s engers than larger aircraf t ) . The avai lability 
of long-range Boeing 7 6 7 s means that thinner routes can be served 
more cheaply than before . In addi t ion there have been several 
lower cos t  turboprop aircraf t in the 30-50 pas senger range coming 
on to the marke t . 

1 7 The warnings of the World Bank on pressures to buy the latest  
e quipment are worth heeding . See World Bank ( 1 9 80a : 42 ) . 
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If these latter ai rcraf t provide a substantial improvement in 
running co sts  to t hose of exi s t ing aircraf t ,  t he South Pacific 
nations wil l  gain whether or no t they purchase them . Air lines 
which operate the older types with high utilizat ion will  replace 
them , and their purchas e price wi l l  fall . Thi s is what happened 
to piston-engined ai rcraf t prices when j ets came in . The 
development of these new ai rcraf t is good news for the South 
Pacific nations , even though they may not use them . 

A final problem as sociated wi th equipment is the lease or buy 
de cis ion .  The a t t r activeness of these al ternatives depends in 
par t on what is available at par ticular time periods : it may no t 
be poss ible to lease or buy the appropriate equipment in certain 
period s , since some of the equipment market s  are thin . Two 
considerations would dominate . Firs t ,  there may be d i f f e rences in 
the aid avai lable for each alternative . Thus , soft  loans may be 
avai lable for purchase , though not f or lease . Second , leas ing has 
the advantage of greater f lexibi lity in a t ime of change . As 
indicated above , it  may be appropriate to operate old aircraft f or 
a period and update if ut ili zat ion increases .  If new aircra f t  are 
obtained under the assumption that high utilization is possible , 
it is desirable for disposal of them to be easy should the 
assumpt ions prove unful fi lled . Since operating cond i t ions are 
diff icult to forecas t over the near future , the f lexibility of 
leas ing is a point in its f avour . 

7 Summary of key pol icy i s sues 

In the South Paci f i c , transport cos t s  are inherent ly high . 
Lit t le is gained by making them art i f i cially low , through 
subsidies . This wi l l  only encourage wrong indus tries to eme rge 
and the development of traf f ic pat terns whi ch are expens ive to 
cater for in the long run . The states have a s t rong interes t in 
economic effi ciency in transport ,  wi th t ransport cos ts be ing no 
higher than is necessary . 

A precondition for e f f i cient t ransport systems is that 
traf fic rights to routes are f reely available , if not to all 
count ries , at leas t to all those in the region . This is 
approximat ely t rue f or s hipping . It is not so f or aviat ion , and 
many of the observed ine f f i ciencies and absurdit ies can be 
as cribed to restrict ions on t raf fic right s . Mos t  count ries , even 
the Uni ted State s , protect na t ional carriers . Thi s pro tection 
always has a cos t , and , in the case of the South Pacific , it  is a 
high cost . 

Res trictions on t ransport operat ion invariably lead to less 
eff ic ient operat ion . This is especially t rue when a degree of 
monopoly on individual routes is encouraged . Monopoly can protect 
na tional carriers ,  but it  also usually leads to higher cos t s . 
What ever the arrangements over exchange of traf f i c  right s , s tates 
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can adopt various me thod s o f  regulation . It is argued he re that 
the less artificial creation of monopoly and res trict ion on 
compe t i t ion the bet te r . In a f ree environment , shipping is likely 
to remain moderately compe titive . In aviat ion , a dominant airline 
may develop , but i t  can be held in check by potential compe t i t ion .  
The exi s tence o f  a number o f  smal ler airl ines i s  a source o f  
po tential compe t i t ion .  

The Pacif i c  Air leas ing concept has me ri ts . Even if t raf fic  
rights are  not  f reely exchanged on  a legal bas i s , it may enable 
some use ful coordina tion o f  servi ces . However ,  there is no case 
f or rest ric tions on its compe tition ,  as sugge sted . If t hese are 
enforced , the re is a likelihood o f  efficiency gains being 
d i s s ipated . Given backhaul and posi tioning problems , the re are 
l ikely to be considerable problems in des igning lease contrac ts  
and creat ing s chedules . The complexi t ies of coordinat i on between 
di f ferent airlines are likely to be very large . 

An ef.f ic ient transport sys tem overall need not be in the 
interes t of al l s t ates in the region . If externalitie s  ( e . g .  
through tourism )  exis t , benef its may depend on relative t ransport 
cos t s . Thus , touris ts may go to the location which is cheape s t  or 
mos t  conveni ent . Even though t ransport cos ts to a s t ate f al l , it  
may lose touri s t s , because t ransport cos t s  to others have fallen 
by more . Some means of surmounting t his ( perceived or ac tual ) 
conflict of inte res t may be a precondit ion of an eff i cient 
t ransport sys tem. 

Individual count ries may choose to subs idize par t icular 
t ransport opera t io ns . By do ing so  they may raise t ransport cos ts 
for others . Such subsidies wi l l  only be worthwhi le to the country 
provid ing them if  exte rnali t ies exi s t . If t hey do , this provides 
ano ther example of conf lict of int e res t between the s tates . 

The re is a role f or imported managerial and technical 
expert ise . This wi l l  dimini s h  ove r time . It should be recogni zed 
that the intere s ts of the overseas managements are no t the s ame as 
those of the count ries themselves . Thi s is inevi tabl e ,  and it 
calls f or much care to be exercised in drawing up the management 
cont ract . 

There are probably few important externalities  · in the 
operat ion o f  the transport sys tem as such . This implies that i t 
s hould cover cos t  i f  e f f iciency is the obj ect ive . Transport can 
be ass ociated wi th ind irect externali ties , such as those whi ch 
could come from touri sm . If these externalit ies exi s t , they are 
bes t  handled direct l y .  Thus , if tourism creates exte rnal i t ies , it 
is be tter to subsidize tourism , not t ransport of touris t s , if at 
all possible . 

It is impor tant for the states to de termine the externalit ies 
t hat arise f rom tou rism , and how t ourism between d i f f e rent s tates 
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and transport are linked . The ques t ion of whether tourism should 
be taxed or subsidi z ed , and how this af fec ts t ranspor t , needs to 
be resolved . The current prac tice of both taxing and subsidizing 
transport is unlikely to p rove eff e ctive . 

In the longer term , the South Paci fic  nat ions may be able to 
develop an abil ity to export t ransport services , e specially 
s hipp ing , to the wide Paci f i c  region . To this extent , there wi ll 
be  a case f or al lowing une conomic operations f or a few years , as 
the price of ' learning by doing' . Thi s is however no argument for 
continued subsidizat ion of ine f f i cient servi ces . 

Wit h regard to the equipment problem , there is a case for 
s pecially designed e quipment in some s i tuat ions . T he more general 
problem concerns the age of equipment , especially wi th aircraf t .  
At present , there s hould be a s t rong presumpt ion in f avour of 
older aircraf t , which are more cos t ly to operate , but which are 
cheaper to own or l ease . Only when rearrangement of air services 
is succes sful in improving utilization of equipment should new 
equipment be purchased or l eased . 

Aid f rom developed countries which is direc ted to 
internat ional t ransport , especially aviation , may prove 
ine f fect ive in rai s ing the wel f are of the recipient count ries . 
The main bene f iciaries may be the donor countr ies . Other , 
non-t ransport proj ects  are likely to prove more effec tive in 
generat ing bene f its  for the nationals of recipient countries . Aid 
to inf ras tructure o r  line haul aspects of transport , whi ch has the 
effect  of making t ransport artif icially cheap , is of only limi ted 
value to the recipient s .  

If developed countries pursue a pol icy of grant ing aid to the 
South Pacific nati ons , yet s imultaneous ly rest rict operations of 
t heir t rans port carrier s , t hey are being inconsis tent and 
f ollowing a policy whi ch is cos t ly to themselves . Both groups of 
count ries can gain if  access  to the developed count rie s '  marke ts 
by South Pacif ic t r ansport carriers is al lowed . It is highly 
unlikely that developed count ries ' carriers are unable to 
withs t and competiti on f rom t he South Pacific carriers and that 
protect ion via traf f i c res t ric tions is needed or j us t i f ied . 
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Appendix 6 . 1  

Ai r f reight 

It is unl ikel y that developments in air f reight wi l l  greatly 
expand the t rading opportuni ties of the South Pacific nat ions . 
Ai r f reight i s  either expens ive and reliable , or relatively cheap 
and unreliable . There is l i t t le prospect of i ts becoming cheap 
and rel iable relative to shipping rates , or air f reight rates on 
dense maj or routes . This is t rue f or virtually all countries , not 
only those in the South Pacific . 

Air f reight can be carried in de s ignated f reighter aircraf t ,  
or in the holds of pas s enger aircraf t .  Carrying goods in 
special i s t  f reight e r  aircraf t is inhe rently expens ive . It is le s s  
so if  l arge ai rcraf t can b e  used , but this is only poss ible in 
dense marke t s , or in market s  for  which regularity is unimportant , 
and goods can be s hipped on a s pace avail able bas is . Mos t  
count ries i n  the group d o  no t have adequate faci l ities for  large 
aircraf t , but even so  it  is highly doub t ful that t hey could use 
them effectively .  I f  a regular f reight.  service i s  requi red , i t  is 
probably nece s sary to have a small dedicated f reighter , operating 
at high cos t . Even a moderate s i zed f reighter , for example o f  the 
Boeing 7 0 7  size , has a payload which is l ikely to be large 
relative to the market s  being served . 

The o ther option is to use holds o f  pas senger aircraft . The 
demand for , and availabi lity of , such space is variable , and hence 
it may be relatively che ap . However , avai labil i ty and price are 
subj ect to var iation for a number of reasons . Aircra f t  rout ings 
change , f reight demand between o ther countries has an e ffect on 
s pace available to the South Pacif ic nations , and ai rcraf t types 
alter . These problems f ace o ther countries , such as Aus t ralia , 
al though , because o f  the low djgs i ty of marke t s , the problems of  
the Sout h Paci f i c  are greater . 

Some indus t ries , such as f resh f rui t and flowers , could 
develop if  regular , rel iable and cheap air f reight we re avai l able . 
This is unlikely to be t rue in the near future . On some rout e s , 
space may be avai la ble cheaply at the moment , but this cannot be 
guaranteed for long - howeve r ,  the indus t ry needs a cons iderable 
time horizon to develop . Only if the indus t ry can pay the cos t  of 
des ignated f reight ers  can i t  be sure o f  long-term s t abi lity o f  

1 8For a discus s ion of  the problems of air fre ight in the region , 
see Kis s l ing ( 1 980 : 52-9 ) .  
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rates and avai labi l i ty . The non-storeability of the cargo means 
that regu larity and f requency are essential , and this means that 
smal l , high-co s t  ai rcraf t mus t  be used unless  the market for the 
output is very large . 

No doubt some market s  may be able to use air fre ight 
effectively . A few high volume markets may be able to use 
specialized aircraf t .  Producers of light , high value products  
whi ch can be s tored can make use of pas senger aircraf t . In t he 
main , there is lit t le likel ihood of air f reight being able to make 
a large impact on t rade patt erns . 



Appendix 6 . 2 

Cos t -bene f i t  analys i s  o f  t ransport proj ects  

If t rans port services are  to be  provided e f f i cient ly , 
long-term inves tments mus t  be evaluated appropriatel y .  The normal 
approach f avoured by economi s t s  is cos t -benefit  analysis . Thus 
add itional port f acilit ies or extens ions to runways can be 
subj ected to analys i s . The re is of ten pres sure on ana lys is to 
produce j us t i f icat ions o f  proj ec ts , rather than to test them 
rigorous ly . Thi s is probably so in some cases in the South 
Paci f ic nations . Two problem areas wi ll be considered here . 

Externalities are often valued and included as bene f i t s  o f  
the proj ects . Thus , it  is common to assume that add i t ional 
tourism result s  f rom airport extens ions , and that touri s t s  provide 
pos i t ive net exte rnal i t ies . The value of these ext ernalit ies can 
be debated : o f ten they are gro s s ly overes timat ed . However , the 
point he re is that , regardless of how valuable t hese exte rnalit ies 
are , it  is no t always necessary to build the proj ect to gain them . 
There are cheaper ways o f  obtaining the same bene f i t s . 

Take , for example , t he study of ai rpor t  extens ions at Faleolo 
in West ern Samoa ( Wes t ern Samoa 1 98 5 ) . Vi rtually all t he benef its 
f rom t he proj ect we re secondary bene f i t s  which derived f rom touri sm. 
Yet it  is not clear how t he extens ions actually encourage tourism 
growth . Ai rport ext ensions lower airline ope rat ing cos ts - this is 
a genuine benefit . They also enable services ( e . g .  d i rect services ) 
whi c h  previous ly we re not pos s i bl e . Travellers , however ,  could have 
t ravelled on ind i rect servi ces , t hough at higher cos ts . The 
bene f i t s  can thus be fully analysed in te rms of t rans port cost 
savings . 

If tourism bene f i t s  are expected , t hese can be obtained ( a )  
t hrough extens ion o f  the airport , o r  ( b )  through subs idies , equal 
to t he t rans port cos t  savings f rom t he proj ect . Ef ficiency 
requires t hat the c he aper of these alternatives be adopted . Thus , 
t he tes t for t he proj ect should be whe ther the cos t  savings alone 
are greater t han i t s  cos t . If they are not , t he tourism 
externalities can be obtained more e f f icient ly through subsidies .  
Thus , the bene f i t s  f rom the extens ions at Faleolo are greatly 
overes t imat ed in the s tudy . 

The second problem arises in the analysis of who gains and 
loses f rom the p roj e c t . From the nation ' s  po int of view , it is 
desi rable t hat i t  is a ne t gaine r .  I t  i s  neces sary t o  determine 
exactly which of the bene f i ts are obtained overseas and which are 
not ; this is a maj o r  problem wi th proj ects  which involve 
inte rnational t r anspor t . Wi th aid , some of t he cos t s  wi l l  be 
incurred overs eas . Are proj ects to go ahead , even though bene f i t s  
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are les s than cos t s , because some of t hose cos t s  are recovered 
from overseas ? There is  an incent ive for count ries , when 
propos ing proj ects whic h  wil l  be part ly funded f rom overseas , to 
make such proj e c ts s eem as a t t ractive as pos s ible . Specif ic 
grants for proj ects  encourage ine f f i cient pat te rns of expenditure , 
and ine f f ic iency within the t ransport sector . Greater gains can 
be achieved by general grant s to the nat ions , whi ch can then 
choose which proj ects  are best to support on the bas is  of their 
total cos t .  



Chap ter 7 

Telecommunicat ions in the South Pacific : 
the economi c i ssues 

Chee-Wah Cheah 

Def ining telecommunicati ons i s sues 
in t he Paci f ic 

Unt il  recently , a very small total populat ion scatt ered over 
vast d i s tances made t he co st  of communi cations high wit hin Pacif ic 
is land count ries , among the is land groups and wi t h  the res t of the 
wo rld . However , wi th t he int roduc tion of satelli te technology , 
t he island s '  s ituat ion has changed dramatical l y .  Wi t h  app ropriate 
organi z ation ,  t he is lands , includ ing small remote communi ties , 
could have economic ,  financially aff ordable access no t only to 
reliable point-to-point telecommunications ( te lephone , telegraph , 
telex et c . )  but al so to clear rad io and televis ion broadcas ting . 
Two-way televis ion communi cat ion , wi th its  enormous educational 
and social potential ,  seems to be a mere decade or so away . 
Unf ortunatel y ,  wi t hout app ropr iate organi zation and in t he abs ence 
of an economic and social as wel l  as financ ial and technical 
organi za t ional app roac h ,  the Pacific islands could be left  behind 
wi t h  high cos t  and limited telecommuni cat ions till  the end of the 
century or longer . 

Ini t ially , te lecommunicat ions capability in the Paci fic  
is lands was dependent on  t he laying of submarine cables . Fij i ,  
the only island to be tied into the glo bal ne twork , was not 
connected until 1 9 2 1 .  Wi th the development of rad io 
communi ca tions , and par ticularly wi t h  mi crowave rad io , the other 
South Pac ific islands we re broug ht into t he wor ldwide 
communi cati ons ne twork ,  and communi cations wi t hin is land groups 
and f or small and remote countries and te rr.itories imp roved . But 
t he form of communi cat ion was limi ted and largely proport ional to 
d i s t ance f rom ' hub' f acil i t ies because terre s t rial communi cat ions 
are tied to wi res , cables or microwave repeat ers . The co s t s  of 
e s tablishing and mainta ining mic rowave networks for remote 
communit ies wi t h  low traf f ic f requencies are high . They we re 
neve rtheless incur red because telecommuni cat ions are an es sential 
component of development . Telecommuni cat ions are essential to the 
growth of productivity by greatly imp roving t he avai lability of 
inf ormat ion , making the coordination of economic activities 
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poss ible and faci l i ta t ing trade and inves tment . 
Telecommunicat ions also extend access to heal t h ,  educat ion , pu blic 
adminis t rat ion and other services . In t he Paci fic 
telecommunications are ess ent ial to minimi z ing t he e f fects of suc h  
disasters a s  typhoons . Effec tive , rapid communi cations are 
essent ial to nat ional polit ical development . 

Satellite  tec hnology , no tably recent advances in t he 
int roduc t ion of high powered satelli tes and small , relatively 
inexpens ive eart h stat ions have dramat ically changed 
telecommunicat ions opt ions f or t he Pacif ic . For many users 
sate llite communicat ions are extremely flexible and have 
rel atively lower cos t  in compari son to terre s t rial communications . 

The greates t advant age of satellite  communi cat ions for the 
Pacific is t he co s t -insens i tivity to dis tance . The cost of 
providing ci rcui t s  to remote areas is vi rtually the same as that 
of providing circuits to nearby communi ties . Unlike terres t rial 
systems , the ins tallat ion of sat ellite  communi cat ions capabi lity 
is  independent of lo cat ion in  the s ense t hat earth s tat ions can be 
placed in any communi ty t hat requi res services ; it is no t 
dependent on ext ens ive power and surface transportation f acil ities 
as terres trial communi cations are . Acces sibility and maintenance 
co s ts are minimi zed because , unl ike microwave repeat er sta tions , 
ground segment fac i l i t ies are located right in or near communities 
t hat are being served . Sat e l l i te sys tems can ,  moreover , be 
cons t ructed wit h  a cons iderable degree of flexi bility wi t h  respect  
to capaci ty .  In contrast t o  t erres trial sys tems which must be 
planned and bui l t  for peak-load demand , the ini t ial end-to-end 
capacity of satel l i te l inks can be as low as a single voice 
channe l using single channel pe r car rier equipment . Add itional 
capacity can t hen be ins talled in those locations where it is 
needed or when demand warrants service expans ion . 

Cost savings wi t hin a satell i te network can be ac hieved when 
t he space segment , t hat is , t rans ponder capaci ty , is shared among 
earth s ta t ions on a demand as signment mul tiple access ( DAMA) 
basi s .  The DAMA sys tem operates on the engineer ing principle of 
assigning satel lite capac i ty as it is required and reques ted by 
network us ers . In prac tice , a DAMA circui t between two ear t h  
s tat ions is establ i s hed f rom a pool of circuits only when needed 
for a call f rom one ear th st ation to t he other . The 
imp lement ation of a satellite network wi t h  DAMA capacity can 
t herefore economi ze on space segment charges by avoid ing t he 
leas ing of t ransponder capaci ty on a dedicated or ful l -time basis . 
DAMA services ar e especially advantageous on thin-t raf f i c routes , 
f or example in rural tele communi cat ions , where demand is too low 
to j ust ify dedicated allo tments of t ransponder capac ity . 
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Telecommuni cations organi zat ion and facil i t ies 

The five principal is land economies of Fij i ,  Solomon Is land s , 
Tonga , Vanuatu and We s te rn Samoa are organi z ed on a s imil ar bas is . 
In eac h island the re is a monopoly na tional carrier whi ch provides 
publ ic and l eased communication services ; a private or mixed 
private and publ ic international carrier ; and a gove rnment body or 
minis try in c harge of ove rall regulat ory funct ions . The various 
telecommunicat ions organi zations in t he Sout h Pacific are 
ind i cated in Table 7 . 1 .  All use t he Inte rnational 
Tel ecommuni cat ions Satellite Organi zat ion ( INTELSAT ) satellite 
sys tem to operate inte rnational servi ces with one maj or ear t h  
station anc horing t he service i n  each count ry ( see Table 7 . 2 ) . 

Tab l e  7 . 1 T elecommun ic at ions organ izat ions in the S outh Pac if ic 

F ij i 

Solomon 
Island s 

Tonga 

West ern 
Samoa 

Telecommun icat ions 
admin istrat ion 

Ministry o f  Works and 
Commun icat ions 

Ministry of Transport , 
Commun icat ions and 
Government Ut il it ie s  

T el ecommun ic at ion 
Board 

Po stal and Rad io 
Depar tment 

S ource : Author ' s  comp ilat ion . 

Nat ional 
carr ier 

Int ernat ional 
carr ier 

Po s t s  and FINTEL 
Telecommunica-
t ions 

Post s and SOLTEL 
Telecommun ica-
t ions D ept  

Depar tment of VANITEL 
Post s and 
Telecommunica-
t ions 

General Post 
Off ice 

General Post  
O f f  ice 



2 1 1 

The f lexibi lity of communi cat ion satell ites make t hem ideal 
telecommuni cat ion carriers in a wide variety o f  circums t ances . 
They are particularly sui ted to t he vas t expans es of wat er t hat 
separate t he small island economies of t he Pacif ic Ocean . 
Satellite  technology offers the Pacific the prospect of 
leapf rogging or accelerat ing phases of telecommuni cations 
development that indust rial economies took almo s t  a century to 
pass through . 

The greates t potential of satellite technology is , of cours e ,  
f or mul t iple access  and broadcast ing purposes . A satell ite can 
serve mul tiple use rs over a wide geographical area . This make s 
teleconf e rencing f or dis t ance educat ion , o t her t raining or health 
care de l iver y ,  economic for small count ries and uni t s . Unt il  
recent l y ,  t he Unive r s i ty of t he South Paci f ic was able , f or its  
extens ion work , to make use  of a satel l i te clo se to t he end of its  
useful life . From an economic , social and pol it ical point of 
view , even more important ly , wi t h  somewhat more sophi s t icated 
ground s tat ions t han t hose requi red f or t elephony , televi sion 
transmission and reception can be provided through t he same 
satel l i te network t hat is used f or point-to-point communi cat ions . 

In view of t he mul ti-faceted oppor tuni ties af f orded by 
satel lite communications , telecommuni cat ions development in 
gene r al , and applicat ions of satel l i te technology in par ticular , 
cannot be divorced f rom broad e conomic , s ocial , cul tural and other 
national planni ng . Policymakers mus t  be aware of t he cos t s  that 
will result f rom the f ailure to fully exploit available 
techno logy , no t only for the provis ion of hi gh-quality and 
reliable telephone , te lex and o ther services , but also f or t he 
del ivery of augment ed services t hat have wides pread national 
impl icat ions . 

Al though economies of scale have become les s  important in the 
telecommunic ati ons end of broad cas ting , t hese remain very 
import ant in t he organi zation of telecommuni cation services , 
particularly in t elevi sion .  This i s  only partly be cause o f  t he 
physical capi tal intensity of television broadcas ting .  Television 
broadcast ing , to a much greater degree t han o ther 
telecommunication services , is very intensive in i t s  use of human 
cap i t al . 1f t he Pacif ic nat ions want to have e conomic and high 
quality television broadcas ting , and if t hey at t he same time want 
to have a reas onab le content of local b roadcas t ing material 
wi thout extens ive expat riate invo lvement ,  t hey wi ll have to j oin 
toge t her to create a regional t elevision service . 
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Tabl e  7 . 2  INTELSAT earth s tat ions and internat ional sate l l i t e  traffic  in 
the South Pac i f i c  

Date Internat ional 
Locat ion Type Operator ins tal led t ra f f i c , 19 79  

Date ( in � vo ice-
Locat ion Type Operat o r  ins talled c ircui t s )  

F ij i Wailoku S tandard A FI NT EL 1975 34  
Solomon Hon iara S t andard B SOL TEL 7 
I s lands 

Tonga Nuku ' alo f a  S t andard B Cab le and 10 
Wireless Limi ted  

Vanuat u  V i l a  S tandard B VANITEL 1 9 79 19 
Wes tern Af iamalu S tandard B GPO 1980 
S amoa 

Not e s : S tandard A has  a large dish antenna , tvpically 30 me t res in 
d i ame t e r . 

S t andard B has a smal l  dish ant enna , t yp i cally 10 to 11  metres  in 
d iame ter . 

1 voice-circu i t  = 20 , 000 paid minutes o f  t e l ephone calles per  annum . 

Sources : PSSC ( 1981 ) , Pelton ( 1 981 ) . 

In Fij i ,  dome s t i c  telecommunications services are provided by 
t he Po sts  and Telecommuni cat ions Department , a semi-inde pendent 
unit  wi t hin the Mini s t ry of Wo rks and Communi cat ions . Automatic 
tele phone exc hanges wi th d i rect dial l ing are avail able �n the main 
is land of Vi ti  Levu and the out er is land s can be reached e i t her by 
telephone or by high-f requency radio . When t he new Commonweal th 
Paci f i c  ( COMPAC ) submarine cable land ed at Fij i in 1 9 63 , Fij i 
began to enj oy rela tively high quality out lets to o t her COMPAC 
count ries ( Aus t ralia , Canada and New Zeal and ) and , through them , 
to other international netwo rks . The international carrie r ,  Fij i 
Internati onal Telecommunications Limi ted ( F INTEL ) was formed in 
1 9 76 . It is owned by Cable and Wireless Limi ted ( 49 per cent ) and 
the Fij ian Government ( 5 1  per cent ) � FINTEL operates a sate l l i te 
ear th stat ion in Wai loku as we ll as cable and radio facili ties . 
FINTEL provides a total of forty telephone ci rcui t s ; o f  these 
f ourteen are to Aus t ralia and twelve to New Zealand . A 
replacement ea rth s t ation , wi t h  an operat ing life  of 1 5  years , is 
to be cons tructed in 1 9 87 . Over all admi nis t rat ive res ponsibility 
f o r telecommunicat i ons in Fij i re s t s  wi t h  the Mi ni s t ry of Works 
and Communi cat ions . 
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Domestic  telecommunications services i n  the Solomon Is land s 
are provided by t he Po s ts and Te lecommuni cations Department . The 
domes tic  faci li ties include aut omatic telephone exchanges in 
Honiara , Gi zo and Auki , and HF rad io telephone links t hroughout 
the island group . An inte rnational carrier , So lomon Is land s 
Interna t ional Telecommuni cat ions Limi ted ( SOLTEL ) , a j oint-venture 
company owned by Cable and Wire less Limi ted ( 5 1  per cent ) and the 
Solomon Island s Gove rnment ( 49 per cent ) was es tablis hed in 1 9 7 8 . 
SOLTEL has a ten-year franc hi se ( commenc ing in 1 9 7 8 ) to provide 
and operate all international circuits f rom its earth station at 
Honiara via INTELSAT . Solomon Is land s '  o t her international links 
include two HF rad io t elephone ci rcuits via Sydne y .  There are at 
present fif teen voi ce circui t s  to Aus t ralia , three to Papua New 
Guinea and two to New Zealand . Full int ernational diall ing 
facilit ies are avai lable at all urban cent res except Gi zo and Ki ra 
Kira . The admini s t ration of telecommunications in the Solomons is 
t he responsibility of the Minis t ry of Trans port , Communi cat ion and 
Government Ut iliti es . 

In Tonga , domes tic services were provided by t he 
Telecommunications Divis ion of t he Telegraph and Telephone 
Depar tment unt il  1 9 84 .  Since then , the res pons i bi l i ty for 
internal service provis ion and operat ion is ves t ed in t he Tongan 
Telecommuni cat ions Commiss ion , an autonomous body admini s t ered by 
a newly created Te lecommunication Board . All international 
services are provided by Cabl e  and Wireless Limi ted under a 
ten-year f ranchi se arrangement beginning in 1 9 7 8 . A ten-year 
extens ion has j us t  been negotiated . Cable and Wi reles s owns and 
operates an INTELSAT earth s tation at Nuku' alofa . An automat ic 
telephone sys tem was to be started under Tonga' s  Thi rd Five-Year 
Deve lopment Plan ( 1 97 5-80) . Inl and communications are bas ed on HF 
radio telephones . 

In Vanuatu , t he Depar tment of Pos ts  and Telecommuni cat ions 
serves as both t he nati onal administ rator and car rier of dome s t ic 
tele communicat ions . A recent ly completed consultant ' s  report on 
telecommunica tions organi z at ion in Vanua tu has recommended t he 
replacement of t he present government depar tment by an autonomous 
body ope rat ing on a comme rcial basis . The urban cent res of Vila 
and Santo are se rved by aut omat ic telephone exc hanges , whi le HF 
rad io t rans ceivers are used for inte rnal or inl and communicat ions 
purpose s .  A teleradio ne twork of more than 1 00 stat ions conne cts 
users in outlying p lantat ions and mis s ions . Overseas rad io 
telephone services are avai lable to Aus t ralia , Fij i ,  New Caledonia 
and Hong Kong . Extended overs eas servi ces are avai lable t hrough 
an international carrie r , Vanuatu International Telecommunicat ions 
Limited ( VANITEL) which was es t ablis hed in 1 9 7 9 . VANITEL is 
j ointly owned by Cable and Wireless Pty Ltd and Cables et Rad io 
( France ) .  The gove rnment is currently renegotiat ing t he f ranchi se 
agreement wi t h  VANITEL to obtain a third equity partnership and a 
c hange in t he revenue shar ing f ormula . VANITEL operates an earth 
stat ion in Vi la . 
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In Wes tern Samoa , the Gene ral Pos t  Of fice provides domes tic 
and inte rnational telecommunicati ons as well as postal services . 
Automatic telephone links are avai lable in Api a .  HF radio 
telephones are used int ernally and externally wi th links to New 
Zealand and Ame ri can Samoa . The Pos t  Office operates an on-demand 
and no-de lay internat ional te lep hone servi ce through an INTELSAT 
earth stat ion faci lity located at Af iamalu . The re are fourteen 
voice circui ts to New Zeal and , four to Aus t ralia and one to Fij i .  
The ear t h  stat ion is full y  loaded and the re are proposals for 
expans ion at an e s timated co st  of WS $ 2 . 3  million . Admini s t ra tive 
respons i bi l ity for all inte rnal and exte rnal telecommuni cat ions 
lies wi t h  t he Po s t al and Rad io Depar tment . 

In add it ion to domestic  arr angement s ,  a count ry ' s  
telecommunications ne twork i s  subj ect t o  internati onal rules and 
regulations regard ing int e rconnections among common carriers . The 
t hree int ernat ional bod ies which are of par ticular relevance to 
the Sout h Paci fic  include the Inte rna tional Tele communi cat ion 
Union ( ITU ) , INTELSAT and t he South Pac ific Bureau f or Economic 
Cooperation ( SPEC ) . The ITU ' s  primary role in telecommunicat ions 
is to provide a f orum t hrough which mul ti lateral agreements on 
accounting , operat ing procedures and technical standards are 
es tabl i s hed . The ITU has cont ributed to various aspects of 
telecommunicat ions development in the Sout h Pacific  by provid ing 
technical assis tance in proj ect planning and management , and by 
es tabl i s hing t raining programs for the region .  A regional 
training proj ect ini ti ated by t he ITU and the United Nations 
Development Programme ( UNDP ) led to the establishment of a 
Te lecommunicat ion Trai ning Centre in Fij i in 1 9 75 ( ITU 1 9 80b ) . 

INTELSAT i s  a satel lite sys tem cons ort ium which owns and 
operates t he INTELSAT IV-A satell ite t hat serves t he Pacific 
Basin . Al t hough all five is land economies make us e of t he 
INTELSAT system ,  Fij i is t he only INTELSAT signatory country at 
present . Vanuatu is expe cted to j oin in t he near future . The 
responsibi l i ty for coordinat ing regi onal tele communications lies  
wi t h  SPEC , which act s  on behalf of the Forum Prime Mini s t ers . The 
importance of t he regional approach to telecommunications cannot 
be over-emphas i zed since no single is land economy pos sesses  
suff icient resources f or e s tablis hing and maintaining an extended 
telecommunicat ions ne twork . 

Current telecommuni cation services are gene rally cons ide red 
inadequate even f or t he relatively low levels of economic 
activi ties whi ch at present charac terize the Sout h Paci f i c  ( ITU 
1 9 80b ) . Internal telecommunications between islands or between 
coastal and inland areas are especially poor . The HF radio 
sys tems used are cons t rained by inf requent contact s c hedules and 
unf avourable atmos pheric conditions . Wit h  the avai labi lity of 
al te rna tive bearer choices , t hat is submarine cable in t he case o f  
Fij i and sat ellite communicat ions , t he unreliabi lity of H F  radios 
has become signi fi cantly less important for international 
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telecommunicat ions . But na tional communications cont inue to be 
low s tandard because terre s trial communications are poor and 
cos t l y .  Several tec hnological innovat ions now being developed 
wi ll further imp rove t elecommunications in clos ely sett led are as 
but , for rural and remote communi t ies , satellite  techno logy is 
likely to be t he best economic and technical opt ion f or t he 
foreseeable future . 

Telecommunications demand and supply 

Bas ic telephony . Te lecommunications in t he Paci f ic have 
expanded qui te rapidly during t he las t 30 years , wi t h  t he emp hasis 
on telephone and telex communications wi th p rincipal t rading 
par tners , and hence wit h  Aus t ralia and New Zealand . Comme rcial 
communications are p ro f i table , and much of t he planning of Paci f ic 
communicat ions has been done by Cable and Wireless in the context 
of j oint ventures wi t h  nat ional telecommunications organi zat ions 
whi ch wanted to s how that they we re commercially viable . 
Emigrat ion f os t ered t his t rend . For example , two-thirds of 
telephone call s  f rom Tonga are collect . But t hi s  has meant t hat , 
despite cons iderable aid inputs , rural communi cations and 
int ra-i s land telecommuni cat ions , par ticularly for small and 
isolated communit ie s , and t he s ocial as pect of telecommuni cat ions , 
have been neglec ted . 

Tables 7 . 3  and 7 . 4  indi cate t hat t raf fic among Pacific  
i s lands is much lower t han t raf f ic to t rad ing ( including tourism) 
partners . Wit hin each of the principal is land economies , t he 
volume of international t raf f ic cons t i tutes qui te a si zeable 
portion of total telecommunications ( Table 7 . 5 ) .  Moreover , t he 
relative import ance of international versus inter- and 

Table 7 . 3  T elecommunicat ion traf f ic f lows in t he Pac if ic Bas in 
(% of t ot a l  traf f ic) 

Dest ina t ion 
Metrop o l itan 
(Pac i f ic r im) I sland Sub-t otal 

Source nat ions nat ions ( or ig inat ing) 

Pac if ic r im nat ions 3 0 . 7  54 . 1  8 4 . 8 

I sland nat ions 1 1 . 7  3 . 4 1 5 . 1  

Sub-t otal ( r eceiv ing) 4 2 . 4  57 . 5  100 . 0a 

aSub-totals  do not add t o  1 00 per cent because o f  r ound ing . 

Sourc e : Adapt ed f r om PSSC ( 1 981) . 



Table 7 . 4 D�st ina t ions o f  int ernat ional t e lephone cal l s  from the South Pac if ic , 197 9 

Most frequent d es t inat ion 
Or ig in 

F ij i 

Solomon I s land s 

Tonga 

Vanuatu a 

Wes t ern Samoa 

F ir s t  

Au s t r a l ia 

Au stralia 

New Z eal and 

New Caledonia 

Amer ican Samoa 

ainf ormat ion g iven is f o r  1 97 7 . 

Sourc e :  AT&T L ong L ines ( 1 98 1 ) . 

Second 

New Z ealand 

PNG 

Au stralia 

Au stralia 

New Z ealand 

Third 
-

us 
Japan 

us 
France 

us 

Fou r th 

UK 
New Z ealand 

F ij i 

Aus t r a l ia 

F i f t h  

Canada 

UK 
UK 

F ij i 

Table 7 . 5 Rela t ive impor t ance of internat ional t elecommunicat ions 

I nt ernat ional teleEhone tra f f ic 
Per c ent of t ot a l  Av erage annual 
telephone calls  growth rate (%)  
up to 1982  1 9 7 6-82 

F ij i 24 . 3  59 . 3  
a 3 0 . 6  7 1 . 0  Tonga 

Vanuatu 2 . 9 2 9 . 5  

al981 data and growth rate b etween 1 97 6  and 1 98 1 . 

Sour c e : Aut hor ' s  calculat ions u s ing data in ITU ( 1 984 ) . 

Internat ional t elex traf f ic 
Per c ent of t o t a l  Average annual 
t elex minu t e s  growth rate (% )  
charged up t o  1 98 2  1 97 6-8 2 

7 9 . 0  1 9 . 5  

100 . 0  

9 1 . 8  1 3 . 3  

N 
I-' 
°' 
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int ra-i s land telecommunicat ions increased during 1 9 7 6-8 2 .  A s  a 
resul t ,  the usage of extant f acilities for interna tional telephone 
cal l s  and telexes has become more intens i f ied ( Table 7 . 6 ) .  It is 
very likely t hat the ove rloading and over-use of the available 
facili ties have cont ri but ed to an overall poor quali t y  of service 
in the region . 

In general , it seems that there is cons iderable unsat i s f ied 
demand f or t ele phones ( Table 7 . 7 ) but this could be merely a 
ref lect ion of unduly low connection and /or service charges . With 
the except ion of Fij i ,  the levels of telephone pene t rat ion in the 
region are typical o f  those of other developing count ries ( Table 
7 . 8 ) . The level of telephone pene t ration in Fij i is well above 
the average level ( 3 . 5  telelphones pe r 1 00 pe rs ons ) for all 
Pacific island count ries . Social cons iderations have clearly not 
been taken into account as , except in Fij i ,  mos t  telephones are in 
main urban centres . 

Table  7 . 6  Internat ional t elecommunicat ions u sage 

Av erage number of Average number of 
over s eas call s p er int ernat ional t el ex m inutes 
t el ephone charged per sub scr iber l ine 

( ' OOO minutes ) 
197 6 1982  197 6 198 2  

F� i 4 . 1  44 . 1 1 . 5  1 . 8 
a 8 . 2  1 4 2 . 9  0 . 1 1 . 6 Tonga 

Vanuatu 6 . 1  2 2 . 0  2 . 8 1 . 3 

aData for  197 9 and 1 981  r espec t iv ely . 

Sour c e :  Author ' s calculat ions us ing data i n  ITU ( 1 984) . 
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Tab l e  7 . 7 Su:epl;y o f , and d emand f or , telephone l ine s 

Total Per cent 
End of L ines in Wait ing r eg is t er ed r eg i s t er ed 
year serv ice l i st  d emand d emand met 

( ' OOO) ( ' OOO) ( ' OOO) 

F ij i 197 6 17 . 4  6 . 4 23 . 8 7 3 . 1  
197 9 2 1 . 3  9 . 7  3 1 . 0  68 . 7  
1 98 2  2 5 . 8 9 . 4 3 5 . 2  7 3 . 3 

Tonga 197 6 0 . 5  1 . 5 2 . 0 2 5 . 0  
1 9 7 9 0 . 9  0 . 5  1 . 4 64 . 3  
1 98 1  1 . 7 0 . 4 2 . 1 8 1 . 0  

Vanuatu 1 9 7 3  0 . 7  0 . 6  1 . 3 53 . 8  
1 9 7 6 1 . 1 0 . 02 1 . 1 2  98 . 2  

Source : Au t hor ' s  calculat ions u s ing data in ITU ( 1 984) . 

Table 7 . 8 Telephone ava i lab il ity and acc e s s ib il it y , 1 9 7 9 

Telephone s 
per 100 
per sons 

Fij i 6 .  0 

Solomon I s land s 1 . 1 
a Tonga 1 . 9  

Vanuatu 2 . 4 

Wes t ern Samoa 3 . 1 

Au s t ra l ia 48 . 9  

al 9 7 7  f igur e s . 

Telephones in 
main c it ies a s  
p e r  cent of total 
t elephones 

4 5 . 9  

9 9 . 5  

1 00 . 0  

95 . 0  

1 00 . 0  

68 . 3  

Source :  AT&T Long L ines ( 1 981) . 

Populat ion in 
ma in cit ies a s  
per c ent o f  
t o t a l  populat ion 

13 . 9  

9 . 5 

2 0 . 0  

14 . 0  

23 . 1  

68 . 1 
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Broadcas t ing service s . The demand and supply for 
point-to-point services can no longer be cons idered in is olat ion 
f rom broadcas t ing , and part i cularly televi s ion broadca s t ing . Each 
Pacific country has a well-es tabl i s hed radio broadca s t ing ne twork . 
The quality of radio broadcas t ing can be greatly improved if it i s  
d i s t ribu ted b y  sate l l i te rat her t han b y  terrest rial means . This 
can be done economically in conj unct ion wit h  telep hone and other 
point -to-point serv i ces . The demand f or t e levi sion services is 
high in t he Paci fic  as i t  is in the res t  of t he wor ld . It i s  
evident in t he number of televis ion ae rials i n  Wes tern Samoa t hat 
are tuned int o Ameri can Samoan services and in the high 
pene t rat ion levels of video equipment in t he urban centres 
throughout the Paci f i c . 

Howeve r ,  televi s i on canno t be cons idered f rom the 
ente rtainment viewpoint alone . It has a t remendous potent ial f or 
educat ional progre s s  by being able to provide services for adul t 
educat i on and f or upgrading t he curriculum in s c hool s .  Televi s i on 
can cont ri bute to rural development through agr icul tural and othe r 
extension p rog rams , and to gene ral communi ty development through 
inf ormat ional programs on hea l t h  care and o t her subj ect s . It is 
an impor tant determi nant of cul tural values , and can assist in 
developing o t her val ue s  in t he communit y .  It has a pol i t i cal 
impact . In many deve loping count ries nat ional televi s i on s ervices 
are being used for all t hese purposes t hrough one televis ion 
supply s ervice t hat allocates t ime s l ots f or various purposes . 
Evening ' prime time ' i s  retained for entertainment programming 
plus adve rtisements ,  t he revenue f rom whi ch is t hen used to 
cro s s-subsidize other se rvice s . Taking advantage of the 
televis ion potential requi res a high degree of government pol icy 
involvement together wi t h  some inve s tment in t ransponder , 
broadca s t ing and hub earth s ta t ion inves tment . It would also 
requi re a s c heme to enable communi ties to buy small ear t h  
s t at ions . If t hey do not part ially or wholly f inance the lat ter , 
maintenance wi ll bec ome a maj or  pro blem . But t hese policy and 
inves tment i s sues are not be ing tackled because telecommuni cations 
planning has been largely lef t  to point-to-point service 
conside rat ions and t hus to t he t radi t ional , engineer ing telephone , 
telex type communi cat ion organi zat ions . The avai labi l i t y  of an 
AUSSAT satell i te s pec ially configured to the Pacific , in add ition 
to the INTELSAT services , has made the ques t ion of sate l l i te 
television broad cas t ing an immed iate i s sue . 

A direct  broadcast ing satell i t e  enables televis ion signal s  to 
be upl inked to a s at e ll i te f rom a central source and t hen 
d i s t ri buted to a mul t iplicity of locat ions by means of high power 
t r ansponders and concentrated beam antennae . Telev is ion s i gnal s 
can be received through very small ear t h  s t at ions ( 1 -2 me t re dis h 
antennae ) l oca ted in a communi ty cent re or individual homes . 

The current INTELSAT satel l i te VI STA service , specially 
designed f or small , deve loping count ries , does not have a s t rong 
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signal for t he Paci f i c , b u t  t he extens ion of t he exi s t ing 
inte rnat ional sys tem is l ikely to be att ractive des p i te t he 
relatively high cos t s  of ear t h  s t ations . A 30-watt and two 
1 2-watt t ransponders of t he t hi rd AUS SAT satellite have been 
confi gured for the Paci f i c , and televis ion services can be 
provided on t he s ame sys tem as o ther te lecommuni cations . 

Fo r large ur ban concentrat ion use t he televis ion s ignal can 
be upl inked to t he satell i te and downl inked to 4-5 me t re earth 
stat ions equipped wi t h  down conne ctors so as to make t he s i gnal 
sui table f or ret ransmis s ion on conventional VHF or UHF 
f requenc ie s . The TV s i gnal s  can al so be beamed to the satel lite  
f or relay to outlying areas with larger hub earth  s tat ions ( 6 
me tre di s h  antennae ) .  

The INTELSAT and AUSSAT systems do no t use t he same language , 
and are t heref ore not compati ble . Whi le t he AUS SAT s ignal is 
s t ronger , it  i s  at t enuated in bad weat her , and thus requires more 
comp lex earth s t a t i on equipment t han INTELSAT .  To receive e qual 
perf ormance from t he weaker INTELSAT s i gnal , however , requi res 
somewhat larger earth s t a t ions . 

Cos t s  are no t clearly def ined . Fo r bo t h  AUSSAT and INTELSAT 
t he Pacif ic is a small cus tomer , and both organi zations are hence 
prepared to sell services at marginal co s t , somewha t under $ 1  
mill ion for a 1 2  watt trans ponder . For a regional service t his 
would n� ve ry economical . Ear t h  s t at ion estimates vary f rom 

· $ 1 2 , 000 to $ 50 , 000 , depending on s i ze and equipment . Cos ts are 
like ly to come down ( in real terms ) as product ion increases and 
becomes comp e t i t ive . As suming a point -to-point toget her wi th 
televis ion receiving ear t h  s tat ion , $ 20 , 000 i s  probably no t an 
unreasonable e s t imate . Wi t h  appropr iate f inancing arrangements 
this would be affordable t hroughout t he Paci fic . 

A t hird satelli te source may be provided by PACSTAR i f  Papua 
New Guinea decides to inves t  in this sys tem .  Ini t ial es t imates 
were t hat it could be operational by 1 98 8-89 ( Ke i th-Reid 1 98 5 )  but 
launc h delays would now make t hi s  impos s ible even i f  an agreement 
could be reac hed s hortly be tween Papua New Guinea and t he 
financiers for t he system .  

The demand f o r  televis ion i s  too s t rong t o  allow pol i cy 
i ssues to be sett led at leisure . In add i t i on ,  comme rcial 
broadcas ters  want to pos i t ion t hemselves to mono pol i z e  potential 
s ervices . Al t hough t he Pac i f i c  market is small - 1 1 / 2  mi l li on 
people wi t h  relat i vely low incomes - for a broadcas ter  wi t h  
exi s t ing equipment and access  t o  p rograms it of fers a po tential 
s teady , if  smal l , source of income . Televis ion broadca s t ing i s  
t hus moving quickly i n  t he Paci f ic .  

In Tonga , a t e levis ion s tation l icence has been awarded t o  a 
p rivate entrepreneur on a yearly bas i s . The s tat i on , ASTL-TV3 ,  
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offers a subscript ion se rvice ( T$ 1 5  p e r  mont h i n  add i t ion to a 
one-t ime T$ 1 50 conne ct ion f ee )  with complete cove rage of the main 
is land of Tongatapu . Programming is by pre-taped programs from 
t he Uni ted States ( which include news , variety , movies and 
sport s ) .  Televis ion signals ( including comme rcial s inser ted 
between prog rams ) are s crambled and t ransmi t ted via a mi crowave 
tower to subscribers equipped wi t h  descrambler device s .  The 
s tation owner is cur rent ly in t he process of ins t all ing a 4-met re 
receive-only wi re-me s h  dish  ant enna to pick up TV signals f rom the 
INSAT ( India ) , PALAPA ( Indone s i a )  and INTELSAT satelli tes . There 
are al so  plans for t he int roduct i on of ve ry bas ic  local programs 
bas ed on lo cal events ( such as s chool spor ts , weddings , e tc . )  of 
community interest . At pres ent , t he stat ion has about 1 000 
sub s c r i bers , but with t he extended f amil ies in Tongan socie t y ,  t he 
potent ial audience s i z e  is t hought to be as large as 1 0 , 000 . A 
service is also proposed for  Niue . 

The Fij i Televis i on Corporation Ltd , a j oint venture of 
Pub l is hing and Broadcast ing Ltd ( 80 per cent ) and t he Fij ian 
Government ( 20 per cent ) ,  was regis tered in December 1 98 5 as a 
company in Suva . PBL has been granted a 1 2-year l icence to 
provide TV services . The programming content of t he proposed 
stat ion include s f i f ty hours of Uni ted States ' programs beamed by 
sate lli te f rom Aus t r alia's  Channel Nine network s tudio in Los 
Angeles via INTELSAT . The speed at whic h Fij i ' s  local company has 
been f o rmed is expl ica ble in terms of a ready market f or home 
entertainment in Fij i ,  whe re it is est imated t hat VCR 
(video-cas s e t te re corde r )  urban pene t rat ion is in t he order of 7 7  
sets per 1 0 0  populat ion . 

An Ame ri can company is propos ing a cable sys tem for t he 
i s l ands . In all t he se cases revenue wi ll be a mix of subs cript ion 
and advertising , and cos t s  are low because long depreciated 
programs are used . The respective governments in t he Sout h 
Pacific  region have so far , seemingly , inves ted very li t t le effor t  
i n  t he f ormulation of explicit policies f o r  relat ing t he 
int roduction of te levi sion to development goal s . It would be 
unf ortunate if ind i s criminate televis ion services were broug ht in , 
not for reasons of promo ting socioeconomic and cultural 
deve lopment , but as a result of a commer cially a t t ractive 
proposi tion by foreign broadcas t ing companies . Since the bulk of 
t he viewing aud ience ( and hence , source of adve rtis ing revenue ) is 
in urban cent res , skimming t he cream off  urban te levis ion demand 
is even more l ikely than in t he case of point-to-point 
telecommunicat ions . Thi s has the consequence of placing target 
popul ation for deve lopmental efforts  ( namely rural and remo te 
communi t ies ) las t in line to receive the bene f i t s  of televis ion 
broadca s t ing .  
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Sec to ral inves tment cos t  recove ry 

Except in Fij i ,  levels  of telecommuni cations inves tment in 
t he region have been relatively low by int e rnat i onal s t andards 
des p i t e  t he avai lability  of aid fund s ( Table 7 . 9 ) .  Howeve r ,  in 
t he abs ence of de tai led cos t  and p r ice data in relation to clearly 
s tated nat i onal o bj ec tives , it  is dif ficult to  gauge t he 
' optimal i ty' of inves tment levels in t he i s l ands . Never t heless , 
t he re is a no t iceable decl ine in t he inves tment priority accorded 
to t he sec tor . Such a t rend is inexp licable in terms of t he high 
rates of return t ha t  are typical of telecommunicat ions inves tment . 
It is more l ikely due to ins t i tut ional inade quacies relating to 
planni ng , o rgani zat ional and f inanc ial considerat ions . 

As gove rnment enterprises , telecommuni cati ons adminis t rations 
in t he is lands do no t have t he full aut onomy to ret ain su rplus 
revenues which can be used for cont inued inve s tment in 
telecommunicat ions development . In Vanuatu , f o r  example , fund s 
f o r  recurrent and cap i tal expend i tures are al located to t he Pos t s  
and Telecommuni cat ions Depar tment through a nati onal budge tary 
p roce ss . Such a p rocess is quite ind i f f e rent to t he nature and 
d i s t r i but ion of bene f i t s  f rom telecommunications expans ion 
p roj ects . Cent ral planne rs a re also l ikely to unde res timate , if  
no t to be totally unaware of , t he abi lity  of telecommuni cat ions 
ent i t ies  to mee t  mo s t  inve s tment requi rements f r om internally 
gene ra ted revenues when app ropriate o rgani zational me asures and 
pricing pol icies for t he sector are implemented . 

Standa rd wel f are economi cs p rescri bes t hat tariffs  s hould be 
set equal to marginal or inc remental co s t  of service p rovi sion . 
This makes users reveal t he i r  relat ive preferences . But t houg h 
hig hly des i rable in te rms of eff icient res ource allocat ion , 
marg inal p ricing is of limited p ract ical value in terms of 
promo t ing a widesp read usage of tel ecommunications among 
low-income groups or in low-traffic density areas . In t he Sou t h  
Paci f ic , t he eff icacy of marg inal co s t  pri cing is diminis hed 
fur t he r  by : ( i )  supply cons t raints t hat inhi b i t  t he extent to 
which effect ive demand can be fully exe rcised in t he s ho r t  run 
( s ee Ta ble 7 . 7 ) ; and ( i i )  imminent systems conge s t ion in t he 
terrest rial segments owing to low rates of telecommuni cations 
inve s tment ( see Tables 7 . 6 and 7 . 9 ) .  

Highe r  connec tion fees would need to be levied if t he 
exi s t ing demand b acklog is to be reduced . At t he same time , a 
suf f i cient ly high level of user charges would al so be requi red to 
clear t hat port ion of t he market where sys tem capacity is near 
exhaust ion o r  fully utili zed . Apar t  f rom t he i r  obvious role in 
rat ioning t he avai la ble supply of servi ce to t hose who value t hem 
the mos t  and can ea rn incomes to be able to af f ord t hem , such 
p ri cing po licies are impo r t ant for t he recovery of b o t h  current 
and capital co s t s  as we ll as for  t he gene rat ion of financ ial 
r esour ces to imp rove or expand f acili t ies t hat will meet t he needs 



Table 7 . 9 Tel ecommunicat ions inv e s tment a s  p roport ion of GDP 

b Tonga 

b Vanuatu 

Av er age for 1 2  c indu st r ia l iz ed coun t r i e s  

Av erage for 12 develop ing 
countr ie s  ( inc lud ing 
F ij i) C 

Sources :  
a

ITU ( 1 98 4 ) . 
b Far go ( 1 981) . 

End o f  year 

1 9 7 6  
1 97 9  
1982  

1980 

197 5 
1 9 7 8  

197 9 

197 9 

c Saunder s and D ickenson ( 1 97 9) . 

Inv e s tment as 
p er c ent  of GDP 

0 . 4 1  
0 . 5 5 
0 . 07 

0 . 08 

0 . 02 
0 . 001 

0 . 90 

0 . 3 5  
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of targeted groups and areas . Such pricing pol icies are 
ar t iculated in Fij i ' s  Eight h Development Plan 1 980-85 , wherein one 
of t he sectoral obj ect ives for telecommunications development is 
' t he generation of 80 per cent of capit al budget requi rements f rom 
internal P&T [ Po s t s  and Telecommuni cations ] revenue • • •  [ by ]  
regu lar reviews and adj us tment of  t ari f f s  whi ch will also reduce 
somewhat t he effect ive wai t ing l i s t  for telephones ' ( Fij i 
1 980 : 2 1 8- 1 9 ) . In pr inc iple , t he implementation of higher 
connec t i on fees and user charges should not be too pro blemat ical 
given t he monopoly pos i t ions of t e lecommunicat ions ent i t i es and 
t he s ho r t -run price inelas t i ci t ies of demand for internat ional and 
ur ban services ( Saunders et al . 1 9 83 ) . 

Nat ional and regional int e re s t s  and organi zat ion 

The present pat t e rn of t e lecommunicat ions development in t he 
Sou t h  Paci f ic i s  marked by uns a t i s f ied demand and acute imablances 
in rural-urban faci l i t i e s . Nat ional development effor t s  are 
serious ly undermined because of t he high economic opportuni ty 
cos t s  of not mee t i ng demand levels at urban cent res and of t he 
failure in p roviding adequate and rel iable rural 
telecommunicat ions . The goal o f  unive rsal service provis ion 
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requires long-t erm pol i t ical commi tments f rom t he respective 
nat ional gove rnment s . Such commitments mus t  be accompanied by  
pol icy decis ions relat ing to the generation of revenues f o r  
overall sys t em ope rat ions v i a  app ropriate u s e r  charges , design of 
subsidization s chemes f or less profi tab le rural s e rvices , and 
al location of inves tment capi tal for  rural faci l i t ies . In the 
int erim , i t  may be possi ble to compensate for t he exi s t i ng 
def ic iencies of rural tel ecommuni cations by expanding the cove rage 
of public telephones or by upgrad ing exi st ing HF rad io systems . 

The lat te r option pre sumes t he re tention of requi s i t e  
linkages for  bi-d irectional traffic between is land economies . But 
the more economica l l y  advanced count ries ( e . g .  Fij i ) , t he 
oppo r tuni ty cos ts o f  ret aining and upg rading an inte rna t ional HF 
radio system may be cons iderable . This is because t he 
de-e s ca lat ion or cessat ion of HF rad io services could f ree 
res ources for expand ing the telephone ne twork or maintaining the 
operat ion of satel l i te l inks . In s hort , t he more advanced island 
economies may have less  of an incent ive to continue HF radio 
operations than to pursue t he i r  own sel f -intere s t  through 
s atellite communications . If t his turns out to be the case , t hen 
the lack of regional cooperation wil l  lead to a widening of 
di spari t ies be tween the level and quality of servi ces provided in 
the various island economies . In view of dise conomies of scale in 
t he provi sion of rural servi ces , it  behoves policymakers in t he 
Sout h Pac i f i c  to develop region-wide policies . 

In t he long run , t he sate l l i te remains the most  prac tical , 
economic and social ly effective bearer in re lat ion to the spat ial 
characte r i s tics of t he Sout h  Paci f ic .  But be cause t he exis ting 
satel lite  in the Paci f i c  region has been desi gned primari ly for 
thick international /urban routes , its  use f or rural 
telecommunicat ions may requi re innovat ions in systems planning and 
design . In particular , policymake rs and planne rs wi ll need to be 
cons cious of t he characteristics  and communi cations need s  of rural 
users ( e . g .  re ceive-only versus receive-t ransmi t capabi l i t ies ) ,  
and the specific  development obj ectives and programs that are to 
be served by rural satel l i te systems ( e . g .  agricul tural extension , 
heal t h  care delivery and tele-educat ion ) .  

Whi chever satellite sys tem is used , an �xtensive ins tallation 
of earth s ta t ions wil l  be requi red . As those fac i l i t ies 
cons t i tute t he bulk of capi tal expend i tures in sate l l i te 
communicat ions , a l t e rnative sys tems wil l  have to be explored . It 
is  conceivable t hat rural services can be j ust  as well provided by 
a hybrid satel l i te-terrest rial network wit h  cent ral ly located 
earth s tat ions t hat make use of exi s t ing or upgraded rad io systems 
in t he ' las t -mil e '  connections between users . The INSAT and 
PALAPA rural sate l l i te p roj ects have been able to integ rate 
satel l i te technologies wi t h  exi s t ing terres t rial sys tem cos t  
effect ively i n  densely populated cond i t ions . A proper evaluat ion 
of the various sat e l l i t e  al ternat ives for rural telecommuni cations 
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i n  t he Sou t h  Pacif ic wi ll require furt her work i n  t erms o f  
explici t systems des i gn and a n  ident if ication of cos t  variables 
as sociated wi t h  t he relevant technical specif ications . Some 
as sessment of t he economic impact and social bene f i ts of rural 
s at ell i te communicat i ons will also be required . 

The task of as s e s s ing telecommunicat ions bene f i t s  is no t 
f ami l iar to t he aut hor i ties in t he South Pacif ic which have f ai rly 
recent ly as sumed control of t heir respective telecommuni cations 
admini s t rative s tructure . While t here are no reasons to ques t i on 
t he i r  compe tence in telecommunications proj ect planning and 
appraisal , t he wel f are repercuss ions of telecommunications 
expansion may be glo s s ed over by ' admini st rat ive processes  • • •  

inherited f rom t he colonial governments [ which ] are d irected more 
at t he maintenance and extens ion of government cont rol t han at 
development adminis t ration' ( Tsus aka 1 9 84 : 7 1 ) .  Thus conscious 
efforts  mus t  be made to develop and maintain a comprehens ive and 
sys tematic approach t hat t akes into account t he het e rogenei ty of 
telecommunicat ions needs and differences be tween private and 
social cos t s  and bene f i t s . 

The economies of scale in telecommunicat ions inves tment , 
operation and t raining are such t hat cost e f fec tive Pacific  
systems would requi re a regional framework . This has been 
re cognized in t he es t ab l i s hment o f  t he South Pac i f i c  
Telecommunicat ions Program at t he Sout h Paci f i c  Bureau f o r  
Economic Coope rat i on .  Unf or tuna tely t he program is  largely 
focused on rural telecommunicat ions , and t hus ignores 
pos s i bili t ies of cross-sub sid y .  

The program was es t imated in 1 9 8 5  to c o s t  $US 1 20 mi llion over 
10 years for t he Paci f ic . It  is  not clear , however ,  what t hi s  
program will encompas s and t here has no t been a n  economic and 
f inancial evaluat ion of t he program as a whole or of i t s  component 
part s .  Coo perat ive owne r s hip or management is not envisaged . 
These i s sues , however , wi ll have to be resolved if t he Pac i f ic i s  
to have a cos t -e f f ect ive , affordable telecommuni cations system .  



Chapter 8 

Touri sm in the Sout h Paci f i c  

Larry Dwyer 

In each of t he nat i ons of Fij i ,  Vanuatu , Wes te rn Samoa , Tonga 
and Sol omon Is land s , touri sm is a 'growing' sector . Whi le tourism 
i s  expe cted to p lay a s igni f i cant role in each nat ion ' s  
development , i n  general li t t le is known about i t s  economi c impact 
and t he ext ent to which it promo tes and conf l i c t s  wi th part icular 
development obj ect ives . 

This chap t e r  provides an overview of the cos t s  and benef i t s  
of tourism t o  t hese nat i ons . The aim is to place tourism i n  i t s  
p roper pe rspective a s  a bas i s  for economic and social development 
in t he South Pac i f ic . As wi ll be come evident , t he s carcity of 
rel iable data very o f t en l imi t s  the extent to which the economi c 
impact of tourism can be quanti f ied . Where poss ible , howeve r ,  
qua l i t at ive as ses sment s of the likely impact have been provided , 
problem areas highlighted and topics f or further research are 
identif ied . 

As sess ing the economi c impact of 
tourism in small i s l and nations 

On the one hand , the f ive Pacific  nat ions have limi t ed land 
areas , small manuf acturing sec tors and l imi ted ene rgy resources to 
drive se condary indus t r y .  On the othe r  hand , they are faced wi th 
inc reas ing popula ti ons , increas ing t rade de ficits  and worsening 
unemployment .  Given t he ris ing expectat ions of citi zens for an 
improved s t and ard of living it is small wonder t hat tourism , an 
export indus t ry unhampered by smallne s s , an element ary 
manuf acturing base and surplus labour , appears to be an important 
means of promo t ing development . 

The obj ect ives of the touri s t  indus t ry , as set  down in each 
na tion' s development p l an ,  include goals such as increas ing 
f oreign exchange ea rnings to reduce balance of payment s  def ici t s , 
t he generation of employment , t he es tabl i s hment of pos it ive and 
mutually suppo r t ive linkages wi th other sectors of the economy , 
and reducing the rel iance on impor t s , whi le at t he s ame time 
pres erving t rad i t ional values and cul tures . For ease of 
expos i t ion the economic impact of touri sm wi ll be conside red under 
three headings , namely ,  tourism as a source of foreign exchange 
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earnings , cont r ibuti on to gr oss domes t i c  product ( GDP ) , and 
cont ribution to emp loyment . Other s igni f i cant e f f ects  of tou rism 
are of an intang ible sort , defying precise measurement . 
Especially important he re are ext e rnalit ies such as the e f f ects of 
inc reas ing numbers of tou r i s t s  on local cul ture , at t i tude s , 
t rad i tions and so on , and the e f f ects  of inc reas ing visitor 
numbe rs on the quali t y  of the environment .  Whi le discus s ion of 
these ef fects has o f ten taken the f o rm of cataloguing the 
potential socio-cultural and environment cos t s  of tourism it  
perhaps needs to b e  emphasized that such external i t ies can be 
f avourable as wel l  as unf avourable . Thus , tourism can he lp 
preserve trad i t ional cul tural pract ices such as dance , mus i c , 
hand icraf t s , art and ar chi tectural s tyle s  as we l l  as monument s , 
s i tes and o t her areas imp o r tant to a nation ' s  heritage . It can 
lead also to provision of facilities and att ract ions which 
residents can use  and enj oy and the conservation of areas of 
natural beauty . Whi le the socio-cul tural and envi ronmental impact 
are greatly dependent on the type and s cale of tourism development 
it is very dif f icult  to isolate the impac t of tourism per se f rom 
the wider p rocess of soc ial change . While the s o cio -cul tural and 
envi ronmental effects  of tour ism will no t be cons ide red he re i t  
mus t  not b e  as sumed that they are unimportant . 

As a prel iminary to discus s ion of the economi c effects  of 
tourism on the f ive nat ions it s eems app rop riate to summarize , 
ver y brie f ly , the po tential bene f i t s  and the cons t raints upon t hem 
( c f .  Internat ional Union of Of f i cial Travel Organisat ions ( IUOTO ) 
1 9 7 6 ) .  

Tourism as a s ource of foreign exchange earnings . Each of 
t he nati ons suf fers from a shortage of f oreign exchange whi ch ac ts 
as a maj or cons t raint on economi c development . Wi t h  slowly 
g rowing and somet imes s tagnat ing agricul tural p roduction , uns table 
and low expo r t  prices , a narrow export base and depleted foreign 
exchange reserves , tourism can make a signif icant cont ribut ion to 
eac h count ry ' s  bal ance of payments . 

Inf lows of f oreign currency in the f o rm of tou r i s t  
expenditure and inf lows o f  foreign capi tal inves tment i n  tourism 
p lant exaggerate the tourist  sector ' s  cont ribut ion to the balance 
of payment s ,  howeve r .  Outf lows of foreign exchange brought about 
by tou r i s t  sector activ i ty mus t  be subt racted from inf low to 
de termine t he net foreign exchange �eceipts  of a count ry' s  tour i s t  
indu s t ry . Five s or ts o f  leakage may b e  ident i f ied : imported goods 
and services consumed by vi s i to r s  including no t only direct but 
ind i rect imp o rt s , that i s , the import cont ent of the goods and 
services purchased by tour i s t s  f rom dome s t i c  suppliers ; factor 
payments abroad , e . g .  management f ees to foreign concerns , 
inte res t payment s on foreign loans , remi t t ances ove r seas by 
expat r iate emp loyees ,  repatr iated prof i t s , e tc . ; expend itu re on 
publ icity and promo t ions of the country abroad , includ ing any cos t  
o f  ove rseas training of personnel ; impo r t s  o f  capi tal goods f o r  
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touri s t  accommodat ion and faci l i t ies , e . g .  ho tel cons t ruct ion 
mate rial , f i t t ings , furnis hing , t ransport vehicles , parts and 
equipment ; and impor t s  due to inc reased consumpt ion by res ident s , 
includ ing not only any increased d i rect and indirect import 
content but al s o  the increase resul t ing f rom the so-called 
' demons tration e f f e c t '  o f  touris t expend itu re . 

Al though touris m  can play an impor t ant role in 
diversif i ca t i on of a count ry 's  export earnings , the s o r t s  of 
leakages mentioned here are signi f icant in each of the five 
nat ions and l imit t he potent ial economic benefits  to each .  The 
magni tude of the foreign exchange leakages which occur in a 
country will depend on such t hings as t he s tructure of ownership 
and cont rol in the touri s t  indus try , the type of accommodat i on and 
tourist fac i li t ies o f fe red and t he ext ent of the l inkages between 
the sectors mee t ing f inal touri s t  demand and t he othe r  producing 
sectors . 

Touri sm' s cont ribut ion to dome s t i c  value added . Nat i onal 
income is increased both by touri s t  expend itu re and by inve s tment 
in touri s t -rel ated plant and equipment . Touri s t  expendi ture has 
d irect , indi rect and induced effects on nat ional income . The 
d i rect ef fect is on suppliers who sell goods and services directly 
to  touri s ts . Tou r i s t  expend i ture is re ceived as revenue by 
ho tel s ,  res taurant s ,  tour and t ranspor t  companies , shops , 
enter tainment venues , e t c .  In t he process of s a t i s fying tou ri s t  
demand value added accrues to  the employees a s  wage s , to t he 
owners as p ro f i ts or to the government as tax revenue ( t hus 
cons t i tu t ing an important source of development financ ing ) . 
Ind irect e f fects  resul t f rom ' f low ons ' when di rect suppliers 
purchase inpu t s  f rom o t her f i rms whi ch in turn purchase inpu ts  
f rom o t her f i rms and so on . The indu ced effe cts arise when t he 
recipien t s  of t he direc� and ind i rect expend iture - f i rms and 
t heir emp loyees - spend the ir increased incomes which in turn sets 
o f f  a proce s s  of succe s s ive round s of pu rchases by supplying 
indus t ries and furt her induced consump tion . Tourism t hus hel ps to 
overcome smal l mar ket size  by expand ing the demand for good s and 
servi ces p rovid ing t he oppor tuni ty f or exi s t ing and new indus t ries 
to develop on an ec onomic scale . Further , because t he touri s t  
s ector i t se l f  is compo s ed o f  several branches , t he immediate 
impac t of touri s t  expend i ture is usually more wides p read than t hat 
of t he rece ipts of t he export indus t ries . With respect to 
inves tment in t ouri s t -related plant and equipment , t he expans ion 
of accommodat ion and o t her f ac i l i t ies and inf ras t ructure such as 
improved roads , communi cat ions , powe r generators e t c . can se rve 
t he l ocal popula t i on as well as touri s t s . 

The ove rall mul t iplier effect and , hence , touri sm' s 
contribution t o  GDP is however reduced by t he leakages overseas . 
The direct , ind i rect and induced effects  of touri s t  expend i ture on 
nat ional output are each l imited in t his respect as is t he 
economic impact of inve s tment in tourism plant . Foreign 
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inves tment , neces sary for cons t ruct ion of touri sm-re lated 
f acilities , can also result in increased ownership and control of 
the touri s t  indus t ry by overseas interes t s , fur t he r  weakening t he 
benef icial e conomic impact locally . In general the less developed 
the linkages are be tween the tourism indus t ry on the one hand and 
primary and s econdary indus t ry on the o t her , t he less t he 
cont ribution that tourism-related spending makes to dome s t i c  value 
added . The greater tourism' s cont ribution to GDP , moreover , t he 
greater the vulne rabil i ty of the economy to any ins t ability in 
tourism numbers . 

Tourism' s cont ribut ion to employment . Tourism is es sentially 
a labour-intens ive service indus try.  Its effect on employment can 
be analysed in the s ame way as for its  contributions to GDP . 
Employment is generated in the tourist sector i t s el f  ( e . g .  hotels , 
tours and transpor t ,  s hops and government adminis tration of 
tour ism ) , in the tou rism supplying sec tors ( e . g .  agricul ture , 
dist ribution , f ood proces s ing , f inancial and o the r services ) , in 
the cons truct ion of tour ist accommodation and tour ism related 
inf ras t ructure , wi t h  addit ional mul t iplier effects  f rom all t hese 
sources . The t ype of labour mos t  in demand by the touri st  se ctor 
is unski l led and semi-skil led , typically in excess supply in t he 
island economies . Employment opportunit ies may be expanded f or 
self -employed small-scale ent repreneurs offering goods and 
services to touris t s , f or example guides , vendors and t ransport 
operators . While newly developing touris t industries tend to 
employ a d is proportionate number of expat riates in executive 
pos i tions , in the longer term ,  wit h  suitable education and 
t raining , locals may be expected to acquire the skills  necessary 
for management pos i t ions in various areas of the tourism sector . 
Further , emp loyment can be generated in regions f ar removed f rom 
the main t ouris t areas , as , for example , in the product ion of 
handicraf ts  which are t ransported to central i z ed s ales out lets . 
This fact , togethe r  wi t h  the creation o f  employment oppo rtuni ties 
when a tourist resort  is located at some d i s t ance f rom an urban 
area , helps redress  regional imbalances .  In general the magni tude 
of bo th t he d irect and indirect employment gene rated depends not 
only on the rate of growth of tourist expend i ture and 
tourist-related inves tment but also on the l inkages between 
indus t ries . The greater t he degree of integration and 
diver s i f i cation in an e conomy t he. greater the amount of employment 
generated f rom a given amount of touri s t  spend ing . 

These are the economic e f fects of tourism t ha t  will be 
cons i dered in relat ion to the f ive island nat ions . It is 
important to real i ze however that the f oreign exchange earned f rom 
and t he income and employment generated by t he expendi ture of 
touri s t s , requi res current and cap i tal inputs f or which there are 
alternative uses . The economi c bene f i t s  of tourism mus t , 
t he refore , be weighed agains t those obtainable f rom al ternat ive 
uses of the same resources . In this connection it is necess ary to 
cons ider several que s t ions . How much employment ,  income and 



230 

foreign exchange rece ipt s  re sult f rom those res ources al located to  
t he tourism sector as  compared to t heir  al lo cat ion e l sewhe re in 
the economy ( e . g .  in import subs t i tu t ing primary or se condary 
indus t ry ) ?  What i s  the f o reign exchange cost of obtaining t he 
gross tour i s t  expend i ture , and how does it compare wi t h  the cos t  
i n  o t her export indu s t r ies ? What i s  t he oppo rtuni ty cos t  o f  
government expendi ture o n  t h e  promot ion and adminis t rat ion o f  
tourism , t he p rovi sion of inve s tment incentives f or 
touri sm-related ac tivities and t he ins tallat ion and maintenance of 
i nf ras t ructure nece s s i tated by increas ing v i s i tor numbe rs ? Unt i l  
such que s t i ons a r e  answered , pol icy makers  canno t make a fully 
inf ormed choi ce as to t he appropriate pace and d i rect ion of 
touri sm development f or each country . 

The economic impact of touri sm 

Bef ore d i s cuss ing the economi c impact of touri sm , i t  seems 
appropriate to not e , very brief l y ,  some sal ient facts  conce rning 
the tour i s t  indus t ry in each country . 

Fij i .  In 1 984 v i s i t or ar rivals by air total led 235 , 2 2 7 , 
whil e  ano t he r  60 , 000 were cruis e  ship pas sengers . From 1 9 68 to 
1 9 73  vis i tor numbe rs grew at an annual average of 20 per cent , but 
growth has been much more modes t s ince t hen . From 1 9 7 4  to  1 980 
v i s i t or numbers incre ased on average by 4 per cent and despite 
some downturns caused by the world rece s s ion and Cyclone Os car in 
1 9 8 1  and 1 983 respectively ,  t hey have grown at 6 per cent per 
annum on average this de cade . 

Be tween 1 9 7 9  and 1 984 , 42 per cent on average of all vi s i tors  
to Fij i were f rom Aust ralia , 21  per  cent f rom North America , 16  
pe r  cent f rom New Zealand , 7 pe r cent f rom Europe and 6 per  cent 
f rom Japan . In 1 9 79 New Zealand contributed 23 . 5  per cent of all 
vis i tor  arrival s ,  a s hare whi ch stead ily decl ined to only 1 1 . 4  per 
cent in 1 9 84 . The reas ons for this seem to l ie in New Zealand ' s  
ail ing economy wit h  i t s  devalued currency and relat ively 
inexpensive t r ans -Tasman fares . Al t hough Fij i ' s  share of t he 
Aus t ralian t ravel marke t is declining because of more compet i t ive 
hol iday packages to Europe , Southeast As ia and the Uni ted S t ates , 
Aus t ralia is by far  Fij i ' s  mos t  important visitor-generat ing 
count ry and may be expected to remain so f or the indef inite 
future . 

The number o f  tour i s t  rooms avai lable as at July 1 9 84 was 
4038 . Of these , 1 599 rooms are of deluxe / f ir s t -class qual i ty , 
while a s igni f i cant propo r t ion of hotel  plant in the smaller size  
and medium price range is owned by lo cal interes t s . Ninety per  
cent of tour i s t  accommodat ion i s  located in three main touri s t  
z ones . Between 1 9 80 and 1 984 t he room occupancy rate o f  all 
ho tels  averaged 5 6  per cent . Thi s  low occupancy rate would seem 
to be a legacy f rom exce s s ive ho tel cons truction during t he 



Table 8 . 1  Visit or arrivals b� air , 197 4-84 

Fij i
a % Wes tern % % d % Solomon % 

Samoab c 
I sland se Year (no . ) change change Vanuatu change Tonga change change 

1974  18 1 , 07 7  -2 . 8  - - 17 , 24 9  5 . 1  - - 4 , 7 2 4  
197 5 161 , 077  -10 . 7  24 , 290  - 15 , 8 38 -8 . 2  6 ,  7 7 0  - 6 , 8 7 6  4 5 . 5  
197 6 168 , 665  4 . 3  2 6 , 5 63 9 . 4  17 , 9 2 9  1 3 . 2  9 , 3 12 37 . 5  7 , 09 0  3 . 1 
1977 17 3 ,  019 2 . 6  28 , 012 5 . 2  24 , 845 36 . 9  11 , 02 3  18 . 3  7 , 360 3 . 8 
1978 184 , 063 6 . 4  28 , 136 -0 . 4  2 7 , 7 05 12 . 9  12 , 09 0  9 . 6  9 , 0 2 7  2 . 3  
197 9  188 , 7 4 0  2 . 5  27 , 07 6  -3 . 8  3 0 , 45 8  9 . 9  12 , 18 9  0 . 8  9 , 7 2 2  7 . 7 
1980 18 9 ' 9 9 6  0 . 7 33 , 57 9  24 . 0  2 1 , 97 3  2 7 . 9  12 , 5 05 2 . 6  10 , 5 17  8 . 2  
198 1 189 , 93 5  -0 . 03 3 4 , 304 2 . 2  2 2  , 09 2  0 . 5  12 , 6 1 1  0 . 8  11 , 17 1 1 . 1  
198 2 2 03 , 636 7 . 2  28 , 503 -16 . 9 3 2 , 18 0  45 . 7  12 , 443  - 1 . 3  1 1 , 17 9  0 . 1  
1983 19 1 , 6 16 -5 . 9  3 6 ,  7 17 28 . 8  3 2 , 37 4  0 . 6  14 , 48 2  16 . 4  1 1 , 113  -0 . 5  
1984 235 , 2 2 7  2 2 . 8  40 , 430 10 . 1  3 1 , 615 -2 . 3  1 3  ' 7 13 -5 . 3  1 0  ' 7 00 -4 . 0  

Sources : aFij i ( 198 0 , 1984) . 
bWes tern S amoa ( 1984a and b ) ; UNDP ( 1984a) . The 1983 and 1984 f igures  inc lude arrivals by 

sea ( 4 7 3 0  in 1984) . 
cVanuatu ( 1981 , 1984a) . 
d 

Tonga ( 1981) . 
eS olomon I s lands ( 198 4 ) ; UNDP ( 1984b) . 

Recent s ta t is tics were kindly supplied by Ian Kennedy of the P acific Area T rave l  Association . 
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Tab le 8 . 2  V i s i t or arriva l s  b� coun tr� of res idence , 1 9 7 9-84 
(per cent} 

Fij ia Wes teEn d Solomon 
S amoa Vanua tuc Tonga I s landse 

Aus tralia 42 8 5 6  2 0  3 8  
New Zealand 16 2 2  9 24  9 
North Ame r ic a  2 1  14  2 19  6 
Jap an 6 10 3 5 
Europ e  ( inc l .  UK) 7 7 3 9 4 
Other Pac i f ic 

is lands 5 35 14 9 32  
Other 2 14 16 16 5 

a Average 197 9-84 . 
b 

Average 1982 and 198 3 .  Other P ac i f ic i s lands refers t o  Amer ican 
Samoa . 

c Average 1 9 7 8-84 . Othe r  P ac i f ic is lands inc ludes 14 p er cent from 

d 

e 

New Caledonia . 

Average 19 8 3  and 1984 . Other Pac i f i c  i slands re fers to Fij i .  

Average 1 9 7 9 -8 3 . O ther Pac i f ic i s lands inc ludes 18 p er cent 
from P apua New Guinea .  

S ources :  As f or Tab le 8 . 1 .  

t ouri s t  boom of t he early 1 9 7 0s ( which , however ,  provided the 
maj or f orce f or g rowth in the e conomy during those years ) .  Whi le 
subs t ant ial unused capaci ty s t i l l  exi s t s  in med ium and budget 
grade hotel s , occupancy rat es at t he f ive leading resorts averaged 
80 per cent in 1 9 84 . In res ponse to pres sure f or bet ter qual ity 
bed room s pace several new hotel and resort propo sals have recently 
been approved which wil l  double t he number of rooms available . 
This will reduce the overcrowding o f  ho tels now experienced during 
the peak peri od s  of July/Augus t and December . The overall de cl ine 
in t he average l eng th of s tay ( 8 . 4  days in 1 984 compared to a 1 98 1  
pe ak o f  9 . 5  days ) ref lects the increase i n  American touri s t s  who se 
hol idays o f t en involve mul t ip le de s ti nat ions in the South Pac i f i c . 

The pred i c t i on for vis i tor numbers for the res t  of the 1 980s 
is s teady growth re sul t ing in a doubl ing of tou ri s ts by t he end of 
the decade ( ADAB 1 9 8 5 : 7 ) . Lying along the main intercontinent al 
air route with d irect acce ss f rom i ts maj or marke t s , wi th 
add i tional f i r s t  class accommodat ion under cons t ruction and high 
occupancy rates in the re sor t s , t here would seem to be no barriers 
to mee t ing the proj ect ions . Qantas has re cently af f i rmed a 
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commi tment to  Fij i b y  way of i ts respons ibil i ty f o r  managing Air 
Paci f i c . New management has made explicit  i t s  int ent ion to boo s t  
t ourist t raf f ic i n t o  Fij i f rom Nor t h  Amer i ca and Aus t ralia . Wi t h  
t he advent o f  Uni ted Airl ines a s  a compe t i t o r  on t he t rans -Pac i f i c  
route it  is a l s o  l ikely t hat Fij i could acce s s  t h e  Nor t h  Ameri can 
marke t more ef fect ively t han in t he pas t . 

We s tern Samoa . In 1 9 84 ,  visi tor arrivals by air totalled 
3 5 , 700 whi le t he numbe r of crui se ship pas sengers was around 
6000-8000 . Al t hough estimates of t he number of visitors have been 
publ is hed for - some years , touri sm s t a t i s t i c s  be f ore 1 98 2  are of 
doubt ful accuracy . De spite some decline in 1 9 7 9 and 1 9 82 t he 
annual average growt h rate of vi s i tors from 1 9 7 5  to 1 9 8 3  is 6 . 4  
per cent . 

During 1 9 82 and 1 98 3  an average of 2 2  per cent of all 
visi tors were from New Zealand , 1 4  per cent from Nor t h  Ame r i ca , 8 
pe r cent f rom Aus t ralia , and 7 pe r cent from Europe . 
Approximately 35 per cent of all v i s i tors we re f rom Ame ri can 
Samoa , t he maj o r i t y  of whom s t ay wit h  f riend s and relat ives rat he r  
t han seeking ho tel accommodat ion .  Excluding t he se , approximately 
33 per cent of the remaining vis i to r s  were from New Zealand , 2 2  
p e r  cent f rom Nor t h  Ame rica , 1 2  p e r  cent f rom Aus t ralia and 1 1  per 
cent f rom Europe . Given t he high propo r t ion of e t hnic Samoans 
arriving f rom New Zealand and North Ame r i ca ( especially t he Uni ted 
States ) t he contri but ion of t hese na tions to Wes t e rn Samoa' s 
tourism is less t han t he se f igures might sugge s t . Between 1 9 83 
and 1 984 t he number of Aus t ral ians vi s i t ing Wes te rn Samoa 
inc reased f rom 2935  to 5589 , a r ise of 90 per cent . Aus t ralia ' s  
cont r i but ion to total arrival s ( excluding American Samoans ) was 2 2  
p e r  cent in 1 984 , a head o f  Nor t h  Amer i ca and second only to  New 
Zealand . Thi s dramatic  increase in numbers f rom Aus t ralia is  
t hought to result f rom t he ava i labi l i ty of mul ti-d e s t inati on Sout h 
Paci f i c  hol iday packages marketed by Anse t t  t hrough i t s  
involvement wi t h  Polyne sian Air l ines . Whe ther this t r end will 
continue canno t be determined at this time . 

Hotel accommodation in Wes t e rn Samoa numbe rs 3 23 rooms , 2 2 1  
o f  which are i n  two international class hotel s . Mos t  o f  t he 
accommodation is l ocated in Apia wi t h  some rooms on t he l i t t le 
developed island of Savai ' i . The overall occupancy rate is 60 per 
cent . There is a f ai rly high degree of local owne rs hip and 
con t ro l  of accommodat ion faci l i t ies  wi t h  only one smal l ho tel 
being who lly f oreign owned . Cons t ruct i on by f oreign int e re s t s  of 
t he 287 -room Royal Samoan Ho tel , pos s i bly under Ans e t t  and 
Pol ynes ian Ai rl ines management , is due to begin in earl y  1 986 . 
The average leng t h  of s tay of between t hree and f our days is very 
low compared to o t her Sout h Pacific  hol iday de s t inat ions . Since 
t he economic impact of tourism is  related more to t he number of 
room-nights t han to  to tal vi s i t o r  numbe rs t hi s  low average leng t h  
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of s tay re s t ri c t s  the potent ial benefit  of tourism to the Wes tern 
Samoan economy . 

Ai r  acce s s  to Wes te rn Samoa is very poor wi t h  no direct 
f li ghts f rom any of t he maj or market areas . 

In March 1 984 , Uni ted Nat ions Development Program ( UNDP )  
publi shed a Tour i sm Mas ter Plan f or Wes te rn Samoa 1 98 4- 1 9 9 3 ,  whi ch 
recommended that the government give higher priority to the 
tourism i ndus t ry and allocate development funds and incentives 
accordingly ( UNDP 1 984a ) . As suming improved air acces s ,  upgrad ing 
of runway and terminal f acil i t ies at Faleolo Airport , increased 
promo t ional expend i ture on touri sm , and the cons t ruction of a 
total of 9 30 add i t ional ho tel rooms , it is e s t imated that v i s itor 
numbers could be increased to 5 2 , 000 in 1 988 and 1 1 5 , 000 by 1 9 9 3 , 
representing an annual growth rate of 1 0-20 per cent during t he 
1 0-year period . 

Vanuatu . In 1 984 , visitor arrivals by air total led 3 1 , 6 1 5  
whi le another 64 , 000 were crui se ship pas senge rs . While v i s i t or 
numbers increased by 8 5  pe r cent f rom 1 9 7 4  to 1 984  the growth rate 
per annum has been rather e rrat ic . Af t er s teady growth f rom 1 9 7 5  
to 1 9 7 9 , numbers fell s ignif i cant ly i n  1 980 and 1 98 1  owing to 
pol i t i cal d i s tur bances . Fol lowing a sub s t ant i al increase in 1 9 82 , 
numbers have levelled o f f , but the annual average growth rate 
s ince 1 9 74  is s ti l l  a heal thy 7 . 9  per cent . 

During the period 1 9 7 8-84 an average 56 pe r cent of all 
vi s i tors were f rom Aus t ralia , 1 4  per cent f rom New Caledonia , 10 
per cent f rom Japan , 9 per cent f rom New Zealand , 3 pe r cent f rom 
Euro pe , and 2 per cent f rom Nor th America . Whi le the proportion 
of visitors  f rom Aus t ralia has been increas ing during this period 
( contribut ing 7 2 . 7  per cent of all v i s i tors in 1 984 ) t he 
cont r i but ion f rom New Caledonia , New Zealand and Japan has been 
de clining . It i s  l ikely that part of this reduction is caus ed by 
poor air conne c t i ons through to Port Vila ( PATA 1 98 5a ) . The 
government is present ly pur suing a pol icy of market 
dive r s i f icat ion through promot ion in Nor t h  America , Japan and 
Europe . Given i t s  proximity to Vanuatu and t he regional pattern 
of air services and f are s t ructures , the dominance of Aus t ralia in 
Vanuatu ' s  tour i s t  p ro f i le is unl ikely to change in the f oreseeable 
future . 

At the end o f  March 1 984 the re we re 438  rooms available , over 
half of which were in two interna t ional res orts in Port Vil a .  The 
room occupancy rate of t hese two res o r t s  is 90 per cent , and 
ave rage length of s t ay is 1 0  days . 

There i s  gene ral agreement that the fur t her growth of tour i sm 
in Vanuatu i s  limi ted by the avai lab i l i ty of accommodation and 
limi ted ai r acce s s  f rom market areas other t han Aus tralia . The 
government ' s  view is t hat Port Vila can support two add i t i onal 
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internat ional standard ho tels wit h  a combined room capacity of 
about 500 and ano t her 1 50- 2 50 rooms in small deve lopments 
t hroughout Lef ate . Thi s would bring accommodation capacity on 
Le fate up to around 1 1 00- 1 300 rooms , a figure whi ch t he government 
regard s as t he opt imal level . As of Septembe r 1 984 , there were 
eleven proj ects under cons ide rat ion , all at various stages of 
implement ation . These range from international touri s t  resorts  to 
be f inanced by over seas interests to small outer island bungalow 
proj ects  financed locally . The total numbe r  of rooms proposed is 
1 046 , to be comple t ed by 1 99 5 . As suming exi s t ing bed and room 
occupancy rates thi s capacity could accommodate be tween 50 , 000 and 
60 , 000 vis itors annual l y .  To attain this level of tourism by 1 99 5  
would requi re an annual average increase approaching 6 pe r cent . 
While it is t rue t hat limited accommodation capaci ty can res t rict 
visi tor numbers , other issues need to be addres sed . In their 
s tudy of the tour ism indus t ry in Vanuatu , PATA emphas i zed both the 
need to increase direct air acce s s  f rom maj or market areas , 
especially New Zealand , as well as the inadequate fund ing o f  the 
National Tourism Of f ice par ticularly for promotional activities 
and adve rtising ( PATA 1 98Sa) . The f act that tourism to Vanuatu 
has tradi t ionally been promoted toge ther wi th tourism to New 
Caledonia needs to be re considered in the light of current 
poli tical dis turbances in t he lat ter country and its adverse 
impact on visi tor numbers . If these sorts  of is sues are 
add res sed , ac hieving a 6 per cent rate o f  growth seems feasible . 

Tonga . Vi sitor arrivals by air in 1 984 t o talled 1 3 , 7 1 3 ,  
whi le�number o f  crui se ship pas sengers was around 43 , 000 . 
Vi s i tor numbers have shown a modest  rate o f  growth f rom a low base 
in the 1 9 60s .  The number of visitors  doubled be tween 1 9 7 5  and 
1 9 84 . Falling vis i tor numbers in 1 982  and 1 9 84 probably ref lect 
the decl ining value of the New Zealand dol l ar . 

During 1 9 83 and 1 984 an ave rage of 24 per cent of all 
touri s t s  were f rom New Zealand , 20 pe r cent f rom Aus tralia , 19 per 
cent f rom No rth America , 9 per cent f rom Europe and 3 per cent 
from Japan . Wit h  fairly even numbers of vi s i tors f rom New 
Zealand , Aus tr alia and North America and a reasonably high 9 per 
cent from Europe , Tonga' s  tourist  market seems wel l  diversified . 

In 1 980 t here were 254  rooms , 1 33 of which were regarded as 
o f  mode rate s t andard and 1 2 1  of budget s t andard . The number of 
moderate s tandard rooms increased to 174 by 1 9 83 , includ ing the 
upgrading of the International Datel ine Hotel . 

It should be not ed that the actual number of v i s it ors to 
Tonga is subs t ant ially less than the government ' s  f orecas t s  in 
Kingdom of Tonga Fourth Development Plan ( f980- 1 9 85 ) . The 
proj ected rates of increase in visitor  numbers of  3 per cent , 8 
per cent , 8 per cent , 1 0  per cent and 1 2  per cent for the period 
1 98 0-8 5  overe s t imat ed actual numbers by about 1 5  pe r cent overal l .  
Pol icy ini t iatives premi sed on these exaggerated predictions such 
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as the proposed government funded ho tel / convention centre may need 
to be reconsidered . 

The main constraints on tourist  development in Tonga are 
considered to be t he l ack of an internat ionally compe t i tive 
touri sm inf ras t ructure , severely re s t ric ted Sunday operations and 
t rad ing , and limi ted and expens ive air services f rom the maj or 
marke t s . Wi th regard to the latter it is unlikely that in the 
f oreseeable future Tonga will di f f er f rom its pre sent status as an 
' add on' des t inat i on in holiday packages to t he region . The 
number of tour packages f rom maj or market areas has grown , and 
wit h  the Ans e t t -Polynesian Ai rways management agreement this trend 
may be expe cted to cont inue . 

Solomon Is land s . In 1 984 , visitor arrivals by air totalled 
1 0 , 7 00 while around 8000 pe rsons we re pass engers on cruise s hips 
vis i t ing Solomon Is land s . A very high proport ion of air arrivals 
( 30-40 per cent ) a re non-touris ts ( e . g .  busine ssmen and gove rnment 
o f f icial s ) . So lomon Is land s are present ly the leas t f requented of 
the f ive touri st  des tinations in t his s tudy .  Whi le the average 
growt h rate between 1 9 7 1  and 1 983  was 10 pe r cent per annum , 
vis itor numbers in the 1 9 80s have been fairly cons tant , pos s ibly 
reflecting lack of high s t andard accommodation and other tourism 
f acili ties , and l i t t le promot ional activity since no international 
hotel  chain has accommodat ion faci li ties in Solomon Island s . 

From 1 9 7 9  to 1 983 37 per cent of visitors on average we re 
f rom Aus t ralia , 1 8  per cent f rom Papua New Guinea , 9 per cent f rom 
New Ze aland , 8 per cent f rom Europe , 6 per cent f rom Nor th 
America , and 5 per cent f rom Japan . Air acce s s , with direct 
f lights f rom the two maj or markets , Aus t ralia and Papua New 
Guinea , is adequate given the current level of tourism 
development . 

To tal touri s t  accommodation numbered 2 9 2  rooms in ho tels , 
resorts , gue st  houses and l odge accommodation in 1 983 . Room 
occupancy rates average 60 per cent . The large proport ion of 
bus iness t ravel lers is ref lected in the very high ave rage l ength 
of stay ( 1 1 - 1 2  days ) .  

Given certain assumptions regarding improvement of the 
inte rna t ional airport and of air access , improvement and expansion 
of accommodat ion and other tourist  faci lities  and services , and 
increased promo tional activity in the market count ries , an annual 
growth rate of 1 5  pe r cent is proj ected unt i l  1 9 90 , fall ing to 
about 1 0  per cent per annum t hereaf ter ( UNDP 1 9 84b ) . This would 
yield about 30 , 000 air arrival s by 1 990 , approximately three times 
the present level . Accommodation would need to be expanded by 
about 400 rooms ( a  1 3 7  per cent increase ) to meet this number of 
touri s t s . Leaving aside the opportuni ty cost of diver t ing the 
neces sary resources away from other sectors , the proj ected rates 
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o f  growth seem unduly optimis tic however , igno ring such f actors as 
the compet i t ivene s s  of alternative hol iday dest inat ions and the 
reput ation of Solomon Is lands as a high risk malarial area . 

Ef fect s on foreign exchange earnings , GDP and employment . 
Table 8 . 3  sets out data on gross tourist receipts f or each country 
for t he period 1 9 7 5-84 , together with some estimat es relating to 
the e conomic impact of tourist expenditure . 

Tab le 8 . 3  Gros s t ouris t rece ip t s , 197 5-84 

197 5 
197 6 
197 7 
197 8 
1979  
1980 
1981 
198 2 
1983 
1984 

Gr os s touri s t  
receip t s  as % 
of all  expor ts  

Gross  t ouri s t  
receip ts  as  % 
of GDP 

Fij i a 

( F$ m) 

6 6 . 7  
7 6 . 0  
8 0 . 0  
98 . 0  

105 . 0  
108 . 0  
122 . 0  
142 . 0  
1 35 . 0  
1 6 1 . 0  

35% 

16-22% 

Wes te rn 
Samoab 
( ta la m) 

1 .  7 
1 . 9  
2 . 5  
2 . 8 
2 . 9  
3 . 6  
3 . 2  
3 . 7  
4 . 8  
8 . 5  

16-25% 

3-4% 

Vanuatuc 

(US $m) 

6 . 7 

2 0 . 0  

2 7 . 0% 

10 . 5 % 

d Tonga 
(T$  m) 

1.  7 
2 . 2 
3 . 3  
3 . 9  
4 . 0  
6 . 0  

68% 

13 . 5% 

Solomon 
I s landse 

( S I$  m) 

2 . 05 
3 . 2 4 

6 . 7 6 

4-5% 

3-4% 

Sources : aB r i t t on ( 198 3 : Tab le 6 . 1) ;  Fij i ( 1 980 , 1983 , 1984) . 
bUNDP ( 1984a : ch . 13 ,  Tab le s 8 ,  11) ; Western S amoa ( 1984c) . 
cVanuatu ( 1981 : 195) ; PATA ( 1985a e s t imate : 19) . 
d Tonga ( 1 9 8 1 : 5 5 , 2 5 3 ) . 
eAb eys inghe ( 198 3 : 11) ; PATA ( 1985b : 45 ) . 

In the case of Fij i the expendi ture of touris t s  is far 
greater than f or all the o ther f our countries combined . Except 
for 1 983 , the year of the cycl ones , gross  tourist  expenditure has 
been s tead ily increas ing . As a percentage of all exports , tourism 
accounts for approximate ly one-t hird of Fij i ' s  expor t  receipts . 
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I n  1 9 84 gro ss t ourist expendi ture of $ 1 6 1  mi l l ion was 
signi f i cantly highe r  than the $ 1 1 0 mil lion from sugar export s ,  
t radi t ionally Fij i ' s maj or source of f o reign currency earnings . A 
large part of Fij i ' s  t rade def icit is me t f rom tourism earnings 
whi ch have in turn reduced the ins tabi l i ty in export income . In 
Wes tern Samoa touri s t  earnings al so cont ribute signif i cantly to 
export re ceipts . Depending on the pri ces of the princi pal expo rt 
commodities ( copra and cocoa ) ,  touris t  receipts  be tween 1 9 7 8  and 
1 982 ranged f rom 1 6 . 2  per cent to 2S . S  per cent of all export 
earnings . For Vanuatu tourism is now the second mos t  important 
source of f o reign exchange earnings ( af ter copra ) . In 1 9 80 
est imated tourism earnings of US$6 . 7  mi l lion was approximately 2 7  
per cent of tot al export receipts of VT2 449 mi llion .  I n  the case 
of Tonga , tourism re ceipts as a percentage of export receipts 
amounted , on ave rage , to S8 . 9  per cent between 1 9 70/ 7 1 and 1 9 7 4/ 7 S  
and 68 . 4  per cent be tween 1 9 7 S / 7 6 and 1 9 7 9 / 80 . Tourism i s  eas ily 
Tonga's  mos t  important export commod i t y .  Foreign currency 
earnings f rom tourism as sume an added importance given Tonga ' s  
increas ing rel i ance o n  sources of foreign exc hange ( e . g .  f oreign 
aid , unrequi t ed remi t t ances and capital inf low)  no t under its 
d i rect control . Gross f oreign exchange receipts f rom tourism in 
Solomon Is land s repre sent approximately 4- S pe r cent of to tal 
export earnings . As an earner of f oreign exchange the touri st  
indus t ry i s  relat ively ins ignif i cant in Solomon Island s  at 
present . 

The ne t ef f e c t  of tourism earnings on the balance of payments 
requi res inf ormat i on regard ing both the direct and indi rect 
f oreign exchange cos ts  of the good s and services  purchased by 
touri s t s . The propor tion of tourist expend i ture which f lows out 
overseas may be expected to be high given the element ary nature of 
second ary indus t ry and the d i f f icul t ies which the agricul tural 
sector has in supplying product s  of the requi s i te quality . 
Typically , those maj or local suppl iers who are able to provide 
product s of the required quality are foreign owned and / o r  use a 
large proportion of impor ted material s .  Some recent estimat es of 
the import content of touri s t  services in Wes tern Samoa are : 
hotel / o ther - food consumption 6S-7S per cent , beverages SO per 
cent ; ho tel cos t s  - cons t ruction material s 7 S-8 S  pe r cent , 
equipment in excess of 90 per cent , operational requi rements 50-60 
per cent , electric power cos t s  SO per cent ; t ransportat ion -
ground equipment , fuel , par t s , and aircraft equipment parts all 
100 per cent ( UNDP 1 984a ) . The import content o f  touris t related 
good s and services in Vanuatu , Tonga , and Solomon Islands is 
unl ikely to be any less than these figures . Even in the case of 
Fij i ,  wi th i ts much more diverse manufacturing base , the mo st  
recent e s t imat e  is that  leakages cons t i tute 7 5  per  cent of gros s  
tourist  expend i tu re ( Fij i 1 983 : 25 ) . 

With respect to the cont ribution which tourism makes to GDP 
again we f ace problems of l imi ted data . Earlier s tudies f or Fij i 
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est imated t ourism' s contribution to dome s t i c  value added as 8 . 25 
per cent of GDP f ac t or cos t  ( f  . c . ) ( Oommen 1 9 7 3 : 28 ) and 1 1 . 6 per 
cent of GDP f . c .  ( Varley 1 9 7 8-34 ) . Us ing Varley' s mul t iplier 
e s t imates , Bri t t on ( 1 9 83 : 1 63 )  comput ed tourism' s contr ibuti ons in 
1 97 8  as 1 3 . 5 per cent of GDP marke t prices ( m . p . )  ( including the 
impact of tourism related inves tment expendi ture ) .  According to a 
recent Cent ral Planning Of f i ce estimat e ,  touri s t  spend ing of $ 1 2 2  
mil lion in 1 9 8 1  generated $ 1 50 . 1 mil lion o f  value added o r  1 5 . 1 
per cent of GDP f . c .  ( Fij i 1 983 : 20 ) . However ,  this f igure should 
be treated with some s cepticism. The e s t imat ed tourist  mul t iplier 
of 1 . 23 is  much higher than o ther published e s t imates ( cf .  Varley 
1 9 78 )  and more inf orma tion is  needed on the method of calcu lating 
the resul t s , especially the assumed leakages of income f rom the 
Fij ian e conomy . But wha tever the p recise figure the contribution 
of touri sm to the Fij ian economy is a signi f icant one . 

In the case of the other four count ries , data l imitations 
permi t only a comparison of estimated gros s  tourism earnings as a 
percentage o f  GDP ( as opposed to touri sm' s contribut ion to value 
added } .  In the case of Wes tern Samoa gross  tourism earnings are a 
f airly small percent age of GDP - f rom an estimated 3 . 7  per cent of 
GDP in 1 9 7 5 , to 4 . 4  per cent in 1 97 8 , fall ing to 3 . 5 per cent in 
1 9 83 ( UNDP 1 984a : l 2 3 ) . For Vanuatu , although t here are currently 
no of ficial figure s for GDP , estimated GDP for 1 9 8 0  was VT6400 
( Vanuatu 1 98 1 : 6 ) .  Accep ting the estimate of touri s t  expendi ture 
of VT670 mil l ion , gros s  touri s t  expendi ture as a percentage of GDP 
comes to 1 0 . 5  per cent . For Tonga , in 1 9 8 1  gross tourist  
expendi ture was 1 3 . 5 per  cent of GDP m . p .  whi le for Solomon 
Is lands the perce ntage is in the neighbourhood of 3-4 per cent 
( autho r ' s  e s t imat e  on avai lable data ) . Al though one would need to 
know the p recise volume of  leakages ove rseas to assess tour ism' s 
contribut ions to value added , these figures provide some idea of 
the economic signi f i cance of the touri s t  i ndus try in each country.  
When compared wi th Fij i ' s  figure of gros s  tourism earnings as a 
percentage o f  GDP ( approximately 20 per cent ) we gain some 
impres s ion of the relat ive importance of tourism to the economies 
of  Vanuatu and Tonga and its relatively minor importance in 
Western Samoa and Solomon Is land s . 

The cont ribut i on which tourism makes to employment in each 
country is set out in Table 8 . 4 . For Fij i in 1 9 7 1  an e s t imated 
7 000 d irect and indirect j obs  were created by tourism ,  9 . 4  per 
cent of those in paid employment ( Oommen 1 9 7 3 : 28 ) .  In 1 9 7 5 d ire ct 
and ind irect employment generated by tourism was estimated at 
1 0 , 500 j obs or 1 4 . 3  per cent of total paid employment ( Varley 
1 9 7 8 : 37 ) . Es t imat e s  for 1 9 7 7  put the employmen t  generated at 
1 0 , 03 3  or 1 3 . 9  per cent of t ot al paid employment . Of this total , 
66 per cent were in tourist  indus t ry occupat ions ( accommodation , 
t ravel and tours , touri s t  shopping , hand icrafts and 
entert ainment ) ,  while 34 per cent were indirect ly employed in 
tourism ( e . g .  agricul ture and f ood proce s s ing , private services , 
manufacturing , ut i l i t ies , cons t ruction , banking , t ransport , 
communi cat i on , and government and airport employees ( Br i t t on 
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1 98 3 : 1 7 3 ) ) .  The mos t  recent estimate o f  touri sm-generated 
employment is that in 1 98 1  the tourist indus try p rovided 2 2 , 04 2  
j obs or  2 7  per cent of total paid employmen t .  Again s ceptici sm i s  
cal led f or . Curious l y ,  e s timated tourism-generated employment in 
agriculture , fore s t r y  and fishing is almo s t  double that gene rated 
in t he ho tel indus try ( Cent ral Pl anning Off i ce es tima tes published 
in Fij i 1 983 : 2 1 ) .  Unfortunately these figures are already being 
quoted as evidence of the bene f i ts of tourism to the Fij ian 
economy . 

Tab le 8 . 4  Emp loymen t c reated by tourism , 197 1-8 1 

Tourism ' s Tourism 
e s t imated generated 
con t ribution emp loyment 
to employmen t as a % of  
(direct and total paid 

Coun t ry Year indirec t ) emp loyment 

Fij i 197 1  7 , 000 9 . 4  
19 7 5  10 , 500 14 . 3  
197 7  1 0  ' 03 3  
1 9 8 1  2 2 , 042  2 7 . 0  

Wes t e rn Samoa 1 9 7 9  807 2 . 7  
1983 644 
1984 8 00 

Vanuatu 1984 1 , 000 2 0 . 0  

Tonga 1980 4 00 2 . 0  

Solomon I s land s 1981  300 1 . 0  

Source s :  As for  Tab le 8 . 3 .  

In the case of Wes t e rn Samoa , the estimat ed cont r ibut ion of 
the tourist  indus t ry to employment was l ess in 1 983 t han in 1 9 7 9  
due to a combination o f  the worldwide recess ion and some inte rnal 
economic d i s ruptions whi ch caus ed the hotels and airlines to 
reduce staff  level s .  Repor t  to Cabine t , 1 984 Touri sm Review 
( We s t e rn Samoa 1 984c ) s tates tha t  direct employment in the tourist  
indus try was 7 00 in 1 9 84 and indi rect employment numbe red 1 00 .  No 
details were provided as to how these f i gures were derived . 
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Compris ing only 2 . 7  per  cent of total  paid labour ( UNDP 
1 9 84a : l 34 ) , and only s lightly greater if the estimat es f or 1 9 84 
are accurate , the touri s t  indus try cannot be regarded as a 
signi f icant employer of labour at t he p resent t ime . 

Tourism' s contribut ion to employment in Vanuatu is es t imated 
at 20 per cent of t he f ormal wage employment sector ( Vanua tu 
1 9 8 5 : 1 57 ) ,  a greater proportion than in any of the other countries 
surveyed . The tourist  indus t ry i s  Vanuatu' s l argest employer of 
paid labour . 

Direct employment in ho tels  in Solomon Is lands is e s t imat ed 
to be no more than 200 wi th ind irect employment another 1 00 . 
These 300 touris t-related j obs represent only 1 per cent o f  total 
paid employment in Solomon Is land s  ( Abeysinghe 1 9 83 : 1 1 ) , 
proportionately far les s  than in any of the othe r  count ries 
surveyed . 

At this time only Fij i and Vanuatu appear to have a 
signif i cant amount o f  tour i s t -generated employment , but with t he 
rate of unemployment in al l f ive countries running at high level s ,  
tourism is considered to have a great potent ial to increase the 
number of workplaces in each economy . Whi le tourism development 
can help to reduce unemployment rates in the future , some doubts 
can be rai sed about its employment creat ing pot ent ial . On 
Varley ' s  e s t imates f or Fij i ,  with a mul tiplier of 0 . 34 ( 0 . 34 
percentage increase in labour demand for every 1 . 0 percentage 
increase in expend i ture ) ,  t he emp loyment generating p otential o f  
tourism is l e s s  than that of al l primary and secondary indus t ry 
and less than t he ave rage of o ther tertiary sectors ( Varley i 9 7 8 : 
Tables 2 . 6 , 2 . 7 ) . While the Fij i Government , l ike the o the r 
governments , is commit ted to expand ing o f f -farm employment 
opportuni ties  i t  seems that , compared to other sectors , tourism 
does not create a signi f icant demand f or l abour . The extent to 
which Varley' s  results are able to be generali zed to the o ther 
countr ies is  not known . Nor is  it known f or any of the count ries 
j us t  what are the opportuni ty cos t s  of expanding touri s t  indus try 
employment , especially when manpower is  dive rted f rom agricu lture . 
Que s t ions have al s o  been rai sed regarding the opportuni t ies  in the 
tourist  indus try f or acqui ring productivity enhancing skills . 
Clearly more research is needed in all these areas . 

Estimates of t ourism-gene rated employment in each country 
cannot be adequately cons idered in isolat ion f rom the ques ti on of 
the opportunity costs of expanding employment in the t e r t iary 
sector , especially when manpower is diverted f rom the primary and 
s econd ary sec tors o f  the economy . In Fij i ,  f or example , concern 
has been expressed with respect to the cos t  of divert ing manpower 
to t he tourist  indus try f rom the agricul tural sect or ( Gani l au 
1 9 7 4 : 67-8 ) .  This  may wel l conflict  wi th rural development 
obj ectives , especially if t he individuals who dive rt are the more 
enterpris ing and able members o f  the rural populat io n .  Whil e  
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there i s  some evidence tha t  the cos t  o f  providing each tourism j ob 
tends to be very high , especially compared to agriculture ( UNDP 
1 984a ) , there does not seem to have been any signif i cant dive rs ion 
o f  manpower where s tud ies have been carried out in t he South 
Pacific ( cf .  Varley 1 9 7 8 : 38-40 ; Bri t ton 1 983 : 1 7 2 ) . Nevertheless , 
policy makers s hould be ever mindful of the potential cos t s  o f  
divert ing labour f rom agri cul ture to the formal paid sector . 

A further conce rn aris ing f rom the tourist indus t ry ' s  impact 
o f  employment is t hat its relat ively heavy demand for semi- and 
unski lled l abour , which may see as a plus f or tourism in t he South 
Pacif i c  given the relative abundance of such types of labour , may , 
in t he longe r  term ,  be a d i sadvantage s ince tourist employment 
seldom impar t s  technical ski l l s  that can be t ransf er red to othe r  
product ive s e c t o r s  o f  the economy . The ski l l s  t raining function 
of tourism has been label led as ' dehumani z ing ' with the greater 
number o f  workers employed in meni al t asks ( Samy 1 9 7 5 ) . 
Off sett ing factors include the prese rvat ion o f  trad i t ional 
hand icraft making and entertainment skills ,  toge ther wi th a 
fos tering of commercial and ent repreneurial skills  ( Br i t t on 
1 983 : 1 74 ) . More research is needed on the actual and potential 
skil l  t raining function of tourism and its  longer term 
implications f or t he productivity o f  those in formal sector 
employment .  

Enhancing the economic impact 

While tourism does cont ribute to foreign exchange earnings , 
d ivers if ication of the export base , national income and employment 
in each count ry , the're are cons t raint s which limi t i t s  potential 
economic s igni f i cance . Enhancing the economic impact of  tourism 
requi res a three-s t age proces s . Firs t , the count ries mus t  keep 
bet ter t ourism s tat i s t ic s . Second , t he re mus t  be a de tailed 
as ses sment of the economic impact of tourism based on more 
rel ia ble inf ormation.  Third , the r esul ts o f  the economic impact 
s tudies mus t  then provide a bas i s  for more inf ormed policy-making 
aimed at maximi zing the net bene f i ts f rom tourism development . 

The need for be t ter statist ics . For each o f  the nations , but 
especially f or We s te rn Samoa , Vanuatu , Tonga and Solomon Islands , 
there is insuff i cient inf o rmat ion on the leakage and linkage 
eff ects of tourism development . Reliable information about the 
vol ume and compos i t ion of touri s t  expend iture flows , the import 
content o f  the direct , ind i rect and induced income e f f ects of 
touris t  spend ing , t he s trength and direction of linkages be tween 
the tourism sector and o t her sectors in the economy , the 
d i s t ribution of bene f i t s  f rom touris t expend iture , direct and 
indirect employment generated , e tc . , is essent ial f or sound 
policy-making and planning by both governments and private 
enterprise . 
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F o r  some t ime now there has been a concern at the lack o f  
s tandard i z at ion of t he approaches t o  the col lection o f  s ta t i s ti cal 
data by the count ries in the South Paci fi c .  It is acknowledged 
that signifi cant bene fits  would be derived f rom a number of common 
key ques tions on entry/ departure cards and f rom the sys t emat i c  and 
rapid proce s sing of inf ormation on the cards (ADAB 1 98 5 : 3 1 ) . In 
the absence of a comprehensive sys tem o f  nat ional accounts 
includ ing input-out put t ables , the s ort o f  inf ormation needed to 
accurately as sess  the economic impact o f  tourism on these 
countries i s  not s imply t o  be  ob tained f rom improved statistics on 
vi s i tor arrival by source and type . The inf ormat ion mus t  also be 
ob tained f rom :  touri s t  expendi ture surveys ; surveys of touris t  
enterprises and touris t  indus t ry suppliers to as sess  
inter-indus t ry l inkages and demand f or impor ts ; expendi ture 
surveys of local households , par t ly to hel p  determine mul t iplier 
ef fects and identify the proportion o f  income s pent on imported 
product s ;  reliable ho tel statisti cs conveying informat ion on 
room/ bed capacit y ,  occupancy rates , tariff rat es , monthly gros s  
turnover from accommodation , f o o d  and beverage sales ; numbe r o f  
full-time and part -time employees , e tc .  The acquisition of such 
knowledge may als o  require modifi cation of the account ing sys t em 
used by local banks in order t hat tour i s t-related trans ac t ions be 
more easily ident i f ied , together wi th government account ing o f  all 
expend i tures and revenues whi ch are tour ism related . Such 
informat ion can be expanded into a comprehensive travel account 
where all tourism-re lated inf lows and outf lows are monitored ( UNDP 
1 984a : 1 46 ) . Unt i l  these sorts of stat i s t ic s  exis t , no reliable 
estimat es can be made as to tourism' s net cont ribution to GDP , let 
alone the optimal allocation of resources between tourism and 
o ther sect ors . 

One cruciall y  import ant area in which inf ormat ion is lacking 
concerns the d i f f erential impact of t he expendi ture by d i f ferent 
types of touri s t s . For planning purposes it is neces sary for 
governments to decide whether to cater p rimarily f or 'mass market '  
tourism i n  budget s t andard accommodation o r  for ' up market '  
tourism i n  first  class hotels and res ort s . Whi le the 
socio-cul tural effects  of each type of tourism may be expec ted to 
be d i f f erent , so  too will t he economic effects . Al t hough ' up 
market '  t ouris t s  s pend more per day , the import content of their 
expend i ture wi l l  be higher . Despi te t he higher d irect and 
ind irect leakages from their  expendi ture , the absolute amount o f  
income remaining in the country may wel l  b e  greater . Furthermore , 
there is likel y  to be more employment created per visitor s ince 
high s pending visi tors s t ay in accommodation with a higher 
staff  / bed or s t af f / room ratio . It has been sugges ted that the 
s e cret to success in Pacific i s lands tourism lies in small 
exclusive resorts  o f  the Toberua , Fij i or Vavau , Tonga s tyle 
( Kennedy 1 9 84 ) . This may wel l  be correct but mo re research is 
needed to determine whi ch form of tourism makes the mos t  
signif i cant cont ribut ion t o  f o reign exchange , income and 
employment .  
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The signi f i cance of be t ter statist ics also goes beyond the 
realm of economics . All the count ries in this  survey are 
conce rned about the pos s ible impact of tourism on t he cul tural and 
so cial aspects of life . To some extent inf ormation concerning the 
economic impact o f  touri s t  spend ing can hel p  to inf orm in this 
area . For example , t he import cont ent of expend i ture by locals 
working in and out s ide the tourist  indus try can he lp determine the 
extent o f  the ' demon s t ra tion effec t '  of tour ist  s pend ing . Al so , 
knowledge of the dif ferent ial impact of spending by different 
t ypes of tour i s t s  can help determine the ext ent to whi ch tourism 
promotes or reduce s inequali t ies between those living in different 
regions and also between members of d i f f e rent ethnic groups . 
Whi le no subs t i tute for intens ive sociological research , cer tain 
s orts  o f  inf ormat i on pertinent to economic impact wi ll be of use 
in as sess ing the overall impact of tourism development on a 
country . 

Whi le some countries are present ly taking steps to acquire 
more data on the e conomic impact of tourism ( e . g .  Vanuatu 
1 984a : l 64 ) , o f  more general interest is the fact that the European 
Communit y  ( EC )  in i ts f o r thcoming 3 . 2  mi llion ECU ( European 
Currency Uni t )  Pac i f i c  Regional Tourism Development Programme wil l  
e s t abl ish a mode rn res earch informat ion and d a t a  base system .  
Such a data base , operated through the Tourism Counci l  o f  the 
South Pacific  ( TCSP)  and cove ring all aspects of t he touri st  
indus t ry in each count ry , is  essential for any government serious 
in i t s  des i re to monitor maj or aspects of deve lopment in t he 
tour i s t  indus try , let  alone formulate sound policy . 

Some common problems . Be t ter tourism s ta t i s t ics wi ll enable 
more precise es t imates of the economic impact of tourism on each 
count ry and more inf ormed pol icy-making . Al though det ailed 
asses sment of the economic impact of tourism may be expected to 
highlight problems speci f ic to part icular count ries , the f ollowing 
three is sues need to be addressed by each government in the 
region : s t rengthening the l inkages between tour ism and o ther 
sectors in the economy ; determining the oppor tuni ty cos t s  of a 
developing tourism sector ; and exploring the pos s i bi l i t ies for 
regional cooperat i on . 

( i )  Improving inter-indus t ry linkages : If a count ry' s 
tour i s t  i ndus t ry i s  to act as a catalyst to overall growth in 
othe r  sectors , careful attent ion needs to be paid to how a greater 
proportion o f  touri s t  expend i ture and tour i s t -related inves tment 
can be retained dome s t i cally . Two is sues of particular concern to 
the governments of the f ive nations are : t he problems of 
s trengthening the l inks between touri sm and agr i culture ; and the 
p roblem of increasing local parti cipation in the management and 
control of tourism facil i t ies . 

While the s t yle of international tourism that is developing 
in t he South Paci f i c  requires inputs whi ch conf orm to f or eign 
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tas tes and mee t  quali ty standard s , many of which are incapable of 
supply by l ocal producers , it would s eem t hat in t he area of hotel 
operations at leas t more e f f or t  could be made to st rengthen links 
wi th sma ll-s cale f armers . The problem here generally involves the 
provis ion of more organi zed market ing arrangement s and solving the 
technical problems of supplying commodi t ies at the right price , 
quantity and quality . One sugge s t ion made for Fij i ,  but whi ch can 
be gene ralized f or t he o t her economies , is that imports of certain 
f oods tuffs  be regulated and only permi t ted when cont rac t s  with 
local producers are unable to be  ful f i ll ed . Thus , in Varley' s  
view , the National Market ing Authority or some such organi z at ion 
would assume respons ibi l i ty for supplying quality locally produced 
f ood s tuf f s  ( f ruit , vegetables , meat , poultry and fis h )  to hotels  
on  a regular basis at agreed prices wi th products imported to make 
up any s hor tfall  ( Varley 1 97 8 : 80 ) .  Given the importance which 
each government attaches to developing the rural sector , this 
proposal , whi ch could also hel p  to arre s t  the dri f t  of labour f rom 
the land to the towns , s hould be s tudied to as sess  i ts 
pract icabi l i ty and possible consequences .  

Local ent repreneurs o f ten have poor access to market s , 
capi tal and management expertise generally . This s i tuat ion 
encourages the need f or f oreign capital and wi th it f oreign 
control of tourism f aci l i t ies . The bes t  opportuni ties for local 
parti cipat ion and control in t he tourist  indus try l ie in the 
provis ion of medium-standard accommodation and cer tain 
tourist -related faci l i t ies . Thus , for example , the Government of 
Vanuatu , recogni z ing that the requi rement s of signif icant and 
expens ive infras t ructure inves tment and the use of ski l l ed 
manpower wil l  encourage foreign inves tment towards Efate , Tanna 
and Santo only , has reserved the remaining is lands for ni-Vanuatu 
proj ects  of a smal l bungalow s cale and then only if reques ted by 
the local communi t y .  In Fij i ' s  Eighth Development Plan ( Fij i 
1 98 0 )  the proposal has been made to develop an integrated network 
of sma ll , medium and budget s t andard accommodation f acil i t i es 
located in various par t s  of the country and out s ide the maj o r  
tourist zones . The government can encourage and facilitate the 
cons t ruction of the s e  small lodging faci l i t ies  through Development 
Bank ass i s t ance to l ocal communi ties and by providing techni cal 
management skil l s . Villages themselves can manage the 
ins t allat ion as a coope rative . 

The expected advantages of this sort of s cheme are increased 
control over inputs by ensuring maximum use o f  local inputs such 
as building materials and food , thus increasing the dome s t i c  value 
added f rom t ourist expend i ture , spreading the income and 
empl oyment benef its  of tour i s t  expendi ture out s ide the tour i s t  
zones and , given t he t ype of t ourist l ikely to avail himself  of 
thi s  s cheme , minimiz e  any adverse socio-cul tural impact of 
expanding t he touri s t  indust ry to new areas . Whi le the average 
spending per day of this sort of touris t is likely to be les s than 
that of holidaymakers in international resorts , the e f f ect  of such 
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expendi ture could be  signif icant for local res ident s . This  sort 
of s cheme , encouraging lo cal communi ties to par t i cipate in the 
decis ion making , equity inves tment and management of tourist  
faci l i t ies and services , t oge ther wi th i ts promi se o f  producing a 
more equitable d i s t ribut ion of the bene f i t s  f rom touri sm ,- deserves 
serious considerati on f rom each government . Once again , 
authorities  in each country mus t  determine whi ch proportion of 
t otal vis i tor numbers should be cate red f or by this  sort of 
accommodat ion rather than by resort or villa  s t yle accommodation . 
The relative e conomic impact of s pend ing by d i f fe rent types o f  
touri s t s  wil l  affect  thi s decis ion . 

As l ong as exis t ing linkages between the touri s t  indus t ry and 
other industries remain weak , and pos s i ble l inkages are 
unexplored , t he economic impact wi ll continue to be l imit ed . In 
my view the t ask of assess ing ext ant and pos si ble l inkages s hould 
be given urgent priority by each of the f ive nat ions . Research 
should be undertaken immedia tely in t his area to ascertain how , in 
the cont ext of the governments ' overall development obj ectives , 
various i nter-indus try l inkages can be s t rengthened and what are 
the appropriate policies to create and maint ain them . It is hoped 
that the f orthcoming EC p roj ect , whi ch will include a l inkages 
survey and pi lot proj ects  on linkages be tween tourism inputs and 
indi genous development s chemes , wi ll provide inf ormat ion on t hese 
mat ters adequate for formulating sound poli cy ini t iat ives . 

( ii )  De termining t he oppo rtunity cos t s  of a developing 
tourism sector : I t  has been ment ioned that a developing tourist  
i ndus try may divert resources away f rom primary and secondary 
indus t ry and that any cos t s  of doing so would need to be taken 
i nto a ccount in any comprehensive as sessment of the touri s t  
indus tries ' economic impact o n  a count ry s Often neglected by 
pol icy makers , however ,  is t he ques t ion of the opportuni ty costs  
of the  government allocating s carce publ ic funds to the tourism 
sector . 

Government revenue f rom tourism,  rai s ed by way of ho tel  and 
de parture taxes , import duties , company tax , income t ax , utility 
charges , airport landing fees , prope rty taxes , land rental s ,  wharf 
berthage fees , e t c . , can be an important source of deve lopment 
f i nance . Each of the f ive count ries ' governments are incurring 
consi de rable expense f or the adminis t ration of tourism , the 
provis ion of touri sm incent ives , the ins tallat ion and maintenance 
of infras t ructure , together with t he expans ion of public s ervices 
such as poli ce , med ical services , f i re protect ion , et c . , in line 
wi th t ourism development . Whi le local residents can ce rtainly 
bene f i t  f rom such expendi ture the que s t i on arises as to whe ther 
t here exi s t s  a b i as t oward t ouri s t -related facil i t ies to the 
neglect of the more pre s s ing needs of res i dents .  On one es t imat e  
relating to Fij i f or 1 98 1 , 85 . 8 p e r  cent o f  government revenue 
f rom tour i s t -related sources was requi red to service the tour i s t  
indus try ( Br i t ton 1 983 : 1 7 9 ) . Since t h i s  f i gure excludes capi tal 
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expendi ture b y  governmen t  i n  providing inf ras t ructure neces s i tated 
by an expanding touris t  indus t ry , the outcome i s  apparently a 
public subsidy of the touris t sector . The othe r  nat ions in this 
survey are presently allocat ing s carce public funds in areas such 
as airport and road upgrading , expansion of tour i s t  accommodation , 
providing hotel investment incentives , t ourism promo t ion , e t c . It 
is not unlikely that subsidization of the touris t  sector exi s t s  
here also . 

While a government deficit wit h  respect to touri sm-related 
revenues and expend i tures can be j us tif ied in t erms of tourism' s 
overall economic impact , equally , such a s i tuat ion can cons t itute 
a d i s tort ion in the d i s t ribution of public funds . Cri ti cisms have 
been rai sed at times over the level of hotel incentives . In 
We s te rn Samoa , Parliament ' s  authorization of a package of 
conces s i ons to the owne rs of the Royal Samoan Hotel  has been 
labelled as a 30-year tax holiday which could cost t he government 
as much as $ 10 0m in los t  revenue ( Is lands Bus ine s s , January 1 9 85 ) . 
Crit i ci sms have of ten been made concerning the p rovi sions in 
Fij i ' s  Hotel Aid s  Ordinance Act and expend i ture on inf ras t ructure 
( as in the case of  the Nadi-Suva Highway whi ch is considered by 
some to provide t he bulk of its bene f i t s  to private tourism 
companies ( Bri t ton 1 9 83 : 1 7 9 ) ) .  By and large , however , very little 
at t ent ion has been directed to the ques t ion of whether or not , 
wi t h  respect to tourist-related areas , individual governments are 
spend ing public funds eff icient ly . It seems that tourism' s 
suppo sed cont ribut i on to national development has been regarded as 
j us t i f i cat ion enough . In Wes tern Samoa , Vanuatu , Tonga and 
Solomon Is lands especially , where each government is prepareed to 
play an important role in developing the tour i s t  indus try , much 
more research needs to be done regarding t he optimal balance 
be tween tourism-related government revenue and government 
expend i ture , t he appropriat e  mix and levels of revenue rai s ing 
taxes , and the sort s  of touri s t -related proj ects  and activities 
which s hould receive public funds and the extent of such funding . 
Ideas for more involvement f rom the private sector also need to be 
explored ( s ee PATA 1 985a : 3-6 ) .  

( iii ) Exploring the pos s ibilities for regional coope ration : 
There is a growing recogni tion on the part o f  South Pacific  
economies for the  need to identify and promo t e  areas for 
cooperat ion in various parts  of t he tourism industry.  To this end 
the five nat ions in this survey , togethe r  with Papua New Guinea , 
Ki ribat i , and Tuvalu , have re cently set up t he TCSP to provide a 
more coordinated approach to tou·rism development in this region.  

One area where regional cooperat ion could be  ext remely 
beneficial might broadly be called ' education and development of 
human resources and tourism ins ti tutions ' .  I ssues of  common 
concern that could be addres s ed include programs to rai se the 
level of public awareness as to t he nature of tour i sm and i t s  
s ignif icance i n  the economic development of the country , programs 
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to prese rve various aspects  of each nation' s cul tural , his to ri cal 
and environmental heritage and t raining programs to prepare local 
re s idents  for future managerial pos i t ions in the touri s t  indus t r y .  
Wi th r espect to the lat ter , there has been increasing concern by 
each of the f ive nations over the lack of faci l ities for t raining 
employees who s eek an ongoing involvement in the tourist · indus t ry .  
The present si tua t ion has been des cribed as ad hoe , uncoord inat ed 
and unrelated to any sys tematic t raining plan f or the indus t ry 
( ADAB 1 98 5 : 35 ) . Since attention to this broad area can result in 
a s tronger tourism indust ry both for individual count ries and f or 
the region , a coo perative e f f or t  is called for . It is anti cipated 
that some useful recommend ations as to how t he TCSP can implement 
the s e  sorts  of programs wi l l  emerge f rom the forthcoming EC 
p roj ect where such i s sues wil l  be s peci f i cally addressed . 

A second area where regional cooperation is cal led for is 
t hat of market promot ion with par t icular attention to improving 
air acce s s  to each country . 

It is likely tha t each country can attrac t more touri s t s  if 
it at tempts t o  do so in concert wi th the othe rs . As not ed above , 
visitor proj ect ions for ind ividual countries have tended to be 
op timi s tic , to say the leas t ( f or Wes t e rn Samoa see UNDP 1 984a ; 
for  Tonga see Tonga 1 98 1 ; f or Solomon Islands see UNDP 1 984b ) . 
Pos s i bly this is due to the neglect of the po tent ial reactions of 
othe r countries in response to a part icular count ry' s increased 
promotional efforts . Infl ated visi tor proj ections can lead to 
inves tments which result in exces s  capacity in the tourism 
i ndus t ry wi th a consequent waste of s carce resources . Regional 
cooperation can lead to more realistic  vis i t o r  proj ect ions for 
each count ry , t hus enabl ing bet ter planning and mo re e f f icient 
development o f  touri s t  f acilities . 

There would seem to be a number of advantages f l owing f rom 
the adopt ion of a cooperative marke t ing s trategy aimed at 
promot ing the region as a who le by means of mult i -des t ination 
packages . Mos t  obvious l y , s carce resources can be used much more 
e f f icient ly to promo te a regional product , rather than the current 
s ituat ion where individual count ries attempt to d i f f erentiate 
their product f rom that of the others . This should be of 
par t i cul ar help to those count ries , e . g .  Solomon Is l ands , not well 
known as tour i s t  des t inat ions . While compe t i t ive advertising 
o f t en resul t s  in a z ero-sum game , it is l ikely that t he promo tion 
o f  a regional product could generate increased vis i tor numbers to 
the region as a whole and the individual count ries wi thin . A 
regional product can be especially a t t ract ive to the long distance 
market s , f or exampl e  Nor th Amer ica , Europe and pos s ibly Japan 
where hol idays in more than one country might wel l  be regarded as 
j us t ifying the high cos t s  o f  t ravelling to the South Pacific . It 
should al so reduce the dependence of Pacif i c  is land tourism on 
Aus tralia and New Zealand . The more dive rse are t he t ourist  
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market s  the less wi l l  be the impact of adve rse economic or other 
circums tances in any particular v i s i tor-generat ing country . 

Some s teps toward multi-de s t ination holiday packages are 
current ly be ing t aken by Ansett  t hrough i t s  involvement with Air 
Vanuatu and Polynes i an Air lines . Whi le touris t s  can , to some 
extent , p lan the ir own i tineraries , there are s t i l l  problems with 
res t ricted acce s s  to  some countries , inf requent f l ight s chedules 
and expens ive f are s t ructures ( King 1 9 84 ) .  Perhaps over time this 
sort of multi-destination holiday packaging will result in a 
bet ter coordinat ion of airl ine routes and s chedules .  Wi th Qantas 
of fering a greater commitment to tourism in Fij i and Anset t ' s  
ves ted interest i n  increas ing the number o f  tourists  t o  Vanuatu ,  
Wes t ern Samoa and Tonga a s  wel l  a s  Fij i ,  some rationalization of 
airl ine use and s chedules in the area might resul t . This in 
itself  wil l  generate more visitors  to the region . The TCSP should 
play a role in promo ting this much-needed r at ionali z at ion of 
airline policy . 

I t  has been recogni zed that marketing and promotional 
activity aimed at rais ing the general awareness of po tential 
visitors  is vital to the future development of tourism in the 
South Pacif ic . The need f or regional cooperation is evident . 
Under the EC-sponsored proj ect TCSP wil l  set up a j oint marketing 
st rategy f or the area and recommendations wi ll be made towards 
improved air acces s  to the count ries in the region . Greater 
coope rat ion and coordination between the South Paci fic  nations on 
these mat ters can be expected to promote overall regional 
development . 

Conclus ion 

Whi le tourism is apparent ly a maj or cont ributo r  to the 
economies of Fij i and Vanuatu its importance f or We s te rn Samoa , 
Tonga and the Solomon Is lands lies more in the future . However ,  
in the abs ence of more comprehensive data , the impact of tourism 
on individual economies mus t remain uncer tain . In all these 
count ries tourism has the po tential to contr ibute mo re to foreign 
exchange earnings and GNP if the volume of leakages overseas can 
be reduced . In t he interim , bene f i ts include a more diver sif ied 
expo rt bas e , increased employment ,  greater government revenues and 
a high potential tax base , improved inf ras t ructure and o ther 
publ ic facilities  and improvement in the quantity and quality of 
tert iary services . 

Certain problems , such as the need for better tourism 
statis tics , are common to the f ive count ries . When mo re reliab le 
data are avai lable regard ing the economic impac t  of tourism , some 
important decis i ons can be made . 



250 

One decis ion involves the type o f .  touris t to be  encouraged . 
Whi le the provis ions o f  budget accommodation can lead to increased 
local equi t y  in the touri s t  indus t r y ,  i t  is likely that les s gros s  
touri s t  revenue wil l  resul t , thereby diminis hing the overall 
economic impact of touris t expenditure . What is needed in each 
country is the f ormulat ion of a tourism development policy , that 
i s  a s tatement of the general type and extent o f  tourism whi ch is 
conside red appropriate . This should provide the basis for a 
development s t rat egy and for evaluating s pe ci f i c  development 
proposal s . Of course , until  we know mo re about t he e conomic 
impact of tourism on each nation , we cannot determine a countr y ' s  
optimal tourism development s t rategy . 

Another deci s ion involves s t rengthening the linkages be tween 
tourism and primary and s econdary industry.  While resort s tyle 
tourism,  which many recommend as the mos t  appropriate for the 
Paci f i c  island s , may be expec t ed to have a high import content , 
there should be a cont inual exploration of ways and means to 
increase the use of locally produced goods and services as inpu t s  
into the final tourism products . Especially important here are 
the l inks between tourism and locally produced food s tuffs  and the 
problem o f  increasing local par t icipat ion in the management and 
control o f  tourist  f acili ties . 

Furthe rmo re , at tempt s can be made to increase the gross  
expend i ture by  touri s t s , ei ther by  present ing more o ppo r tuni ties 
f or them to s pend their money or by increasing vis i to r  numbe rs . 
However l arge the impo rt leakages are at any given t ime , increased 
gros s  revenue f rom touri sm wil l  bene f i t  f oreign exchange earnings , 
income and employment . In this connection greater e ff o rt s hould 
be made to foster regional cooperation be tween the Paci f i c  is lands 
in such mat t ers as market ing s t rat egy and improving air access . 
If regional coope ra t ion were to eventuat e ,  it is likely to provide 
a more s olid f oundat ion f or the preparation of tourism development 
plans by the ind ividual nations . 

Whil e  some sugges t ions have been made as to how , in general , 
the economic bene f i ts of tourism to the Pacific is lands can be 
enhanced , i t  is at present impossible to addres s adequately the 
problems s pe cific to individual count ries , and , until  this has 
been done , no opt imal tourism development s t rategy for the region 
can be f o rmul ated . We are led , once again , to plead f or more 
reliable inf ormation on the economi c impact of tourism in each 
count ry as a necessary basis  f or ini tiating appropriate pol icy . 
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