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FOREWORD

Strong growth of Asia’s economies over the past two decades has transformed 
these economies and led to remarkable advances in the region’s broader 
development performance. This is a well-known story of rising trade and other 
external economic ties with the global economy, and aided by advancing regional 
cooperation. The long-term forecasts of the Asian Development Bank (ADB) 
suggest that solid growth in Asia is likely to continue. By 2030, Asian economies 
are expected to be roughly four times larger than they are today, and Asia’s share of 
global output is expected to rise to 40% of the global total. As they have grown, the 
demography of countries in Asia is also changing. The region’s population is aging, 
and 17% of its population will be over 60 years old by 2030. Further, in 15 years, 
ADB projects that Asia will be home to half of the world’s middle-income class. 

In contrast, the neighboring Pacific region, comprising 14 of ADB’s developing 
member countries (DMCs), has had a very different development path. Most 
countries in the Pacific have experienced extended periods of relatively low 
growth, and many have suffered significant setbacks from disasters. In countries 
where growth has been higher, expansion generally has been driven by activity 
related to resource extraction that is only poorly linked to the broader national 
economy. Although income inflows related to resource booms and development 
assistance have sometimes created government revenue windfalls, public 
sectors in the region have generally struggled to translate fiscal resources into 
improvements in education, health, and access to basic services such as water, 
energy, and transport. 

These two very different regions have drawn closer economically over the past 
two decades—particularly in the past 5 years—as improvements in transport 
infrastructure and advances in information and communications technology 
have helped to bridge geographic distance. Trade between Asia and the Pacific 
expanded tenfold, rising from $2 billion to $20 billion between 2000 and 2012. 
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However, there is still significant scope to expand mutually beneficial trade and 
other economic transactions, as the past decades hint at the potential Asia holds as 
a market for Pacific goods, a source of investment, and a labor market. The growth 
of Asia’s middle-income class population can be expected to greatly increase the 
demand for overseas travel to the Pacific and for quality niche products from the 
Pacific. 

This book represents an initial effort to analyze and discern some of the main 
trends driving economic relations between Asia and the Pacific. It brings together 
the understanding of the Asian Development Bank Institute (ADBI) of Asia’s 
development experience, and the ADB Pacific Department’s deep knowledge of 
Pacific economies, including the understanding gained from its experience as a 
leading development partner in the region. By combining these perspectives and 
areas of expertise, the book aims to assess how the Pacific DMCs can better tap into 
opportunities arising from Asian growth, and overcome constraints to mutually 
beneficial economic ties between the two regions. The research reported here 
will benefit ongoing and planned studies that will examine the issues considered 
in the book in greater depth. 

This book highlights that the Pacific region can learn much from Asia in terms 
of economic reform processes to prompt growth. It also makes clear that both 
Asian and Pacific economies have much to gain from closer ties as Asia emerges 
as the globe’s largest growth engine. ADB, with a membership encompassing both 
regions, is well placed to facilitate the understanding and the development of 
mutually beneficial links between economies in these two regions. 

Naoyuki Yoshino Xianbin Yao
Dean Director General
ADBI Pacific Department, ADB
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Over the past three decades, developing Asia has achieved considerable 
economic progress. Although the Asian financial crisis (1997–1998) 
and the global financial and economic crisis (2008–2009) had adverse 

impacts on Asian economies, most quickly returned to high growth paths. In 
the long run, regional growth is likely to slow, but the Asian Development Bank 
(ADB) expects Asia’s robust economic development to continue and to lead the 
global economy in the coming decades. ADB forecasts suggest that, by 2030, the 
combined gross domestic product (GDP) of Asian economies could be as much 
as four times larger than in 2010. 

ADB also forecasts that more than 2.6 billion people in Asia will attain middle-
income class status by 2030. This will lead to changes in tastes and consumption 
patterns, likely increasing interest in products and services that the Pacific can offer. 
Growth in Asia should be reflected in growing demand for many resources and 
goods—energy, minerals and timber, higher-quality and more varied foodstuffs—
as well as for leisure-related activities including overseas tourism, all of which 
should favor some of ADB’s Pacific developing member countries (DMCs). In 
relation to rising demand for resources, the growth strategies of Asian economies 
are adjusting to more environmentally sustainable paths, emphasizing increased 
resource efficiency. This could reduce demand growth from what it would be in 
the absence of efforts to make growth more sustainable, and could provide positive 
spillovers to the Pacific as it seeks to develop within its fragile ecosystems.

GDP growth in the Pacific has been considerably slower than in Asian countries. 
Annual growth rates have been highly volatile in the smaller Pacific economies, 
but have generally averaged around 2%. Larger Pacific economies have performed 
better, with resource-rich Papua New Guinea (PNG), Timor-Leste, and, to a lesser 
extent, Solomon Islands, all enjoying high growth since at least 2005. Structural 
factors such as small market size and geographic isolation are long-run constraints 
on higher and more sustainable growth in the Pacific. 

EXECUTIVE SUMMARY
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Historically, geographic isolation has meant that Pacific DMCs maintained 
relatively strong linkages with Australia, New Zealand, and former colonial 
powers. Links with Asia were typically limited as most Asian countries were 
still at an early stage of economic development. However, since 2000, the Pacific 
has benefited from the rise of Asian economies, and the focus of their linkages—
trade, financial, and diplomatic—has been shifting and expanding from traditional 
partners to Asia. It is expected that all Pacific DMCs will gain more from Asia’s 
future growth.

Total trade in goods (imports plus exports) between the Pacific DMCs and Asia 
increased from $1.6 billion in 2000 to around $14.5 billion in 2012. The growth in 
imports has been particularly strong—a sign that both consumers and businesses 
in the Pacific are already benefiting from closer trade relations with Asia through 
improved access to a wider variety of goods at lower prices.

Pacific exports to Asia have also increased considerably since 2005. There has 
been a success in establishing niche markets for Pacific products such as high-
quality bottled water and agricultural products (vanilla and coffee), cosmetic 
products, and custom-made garments. This exemplifies what Pacific-based 
businesses can achieve if innovative Pacific products are introduced to Asian 
consumers. Although the Asian share of resource exports from resource-rich 
economies—primarily PNG, Solomon Islands, and Timor-Leste—has not increased 
significantly, Asia’s growth based on raw materials has supported high prices for 



xviiExecutive Summary

these resources globally and offers great potential for Pacific suppliers to increase 
their exports of primary commodities.

Further, total foreign direct investment (FDI) in Pacific DMCs has increased 
substantially since the start of the 21st century. Although FDI fell in 2010 and 
2011, following the global financial and economic crisis, FDI levels have recovered 
since then, averaging around 3.5% of the combined GDP of Pacific DMCs per 
year. Several Asian countries are investing heavily in the Pacific region, especially 
in mining, fisheries, and agriculture. Stable macroeconomic environments and 
open trade regimes in many Pacific DMCs have contributed to this development. 
Continued investment from Asia has the potential to provide strong stimulus 
to economic development in the Pacific by creating jobs and encouraging 
technological spillovers. Flows of FDI can also deepen trade and other economic 
linkages between the Asian and Pacific economies.

The main objectives of this book are to (i) assess how the 14 Pacific DMCs can 
tap into the projected growth in Asia, (ii) explore how economic and financial 
integration between Asia and the Pacific can be expanded and intensified to benefit 
Pacific DMC economies, and (iii) identify critical constraints on integration and 
suggest ways to alleviate or eliminate them.

In pursuing these objectives, it is important to recognize the extent of diversity 
among the Pacific DMCs—from Nauru with a population of about 10,000 to 
PNG with a population of more than 7  million, from Tuvalu with few natural 
resources to resource-rich Timor-Leste. There are also large differences in human 
development—Palau is ranked 60th out of 187 economies in the 2013 United 
Nations Development Programme’s Human Development Index, while PNG and 
Solomon Islands are ranked 157th.

Recent strengthened economic linkages between Asia and the Pacific are generally 
attributable to policy and institutional reforms adopted in Pacific DMCs. To some 
degree, there is an unfinished reform agenda. Linkages can be enhanced if reform 
momentum can be sustained and, in some cases, broadened to include greater 
consideration of policy actions which proved successful for Asian countries. 
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over an eightfold increase from 2000 to 2012

over $14.5 billionFrom $1.2 billion

transport and ICT infrastructure with regional benefits
Strategically planned investments in

Five key messages for guiding the development of stronger and deeper links 
between Pacific economies and Asia emerge from this research:

1.  The private sector takes the lead in the creation of linkages generally through 
trade in goods or services. Government is most effective in facilitating—not 
creating or directing—these links. 

In most Pacific DMCs, the public sector has played a major role in the economy. 
State-owned enterprises (SOEs) typically provide goods or services perceived to be 
vital to national development and, in many cases, become monopoly suppliers in 
heavily regulated and protected markets. Their presence has inhibited development 
of the private sector directly (through outright bans on entry) or indirectly (through 
higher operating costs or preference in the allocation of resources). 

Import and export arrangements are usually made on a firm-to-firm, person-
to-person basis. The Pacific DMCs have been slow in making such links due to 
their remoteness from Asia and the nascent state of many of their businesses. 
Since 2000, improvements in telecommunication and reductions in the cost of 
airfares helped in forging such links. This is reflected in the strong growth in 
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trade between the Pacific economies and Asia. Growth in e-commerce and online 
access to tourism services hold further potential for the Pacific.

Governments can play a critical role in facilitating these links by addressing 
market failures by (i) providing domestic businesses with practical export advice 
and market information from Asia; (ii) showcasing domestic products at key trade 
exhibitions; (iii) and introducing buyers, importers, and distributors. Pacific 
Islands Trade and Invest—an arm of the Pacific Islands Forum Secretariat—plays 
such a role in the People’s Republic of China and Japan, but in other Asian markets 
such support is not available to Pacific businesses. 

2.  Pacific DMCs continue to face high trade costs in accessing Asian markets. 
Substantial investments in transport infrastructure, and information and 
communication technology infrastructure are needed to promote more 
efficient flow of goods and services. In many cases, strategic planning of 
these investments requires a regional approach, which must also meet priority 
national needs.

Efficient seaports and airports are critical in facilitating trade. In some Pacific 
DMCs, even the ability of producers to export through existing ports is constrained 
by poor domestic transport infrastructure and services. Both investment in new 
transport infrastructure and efforts to improve existing infrastructure services are 
needed to support greater trade. Steps toward commercial operation of seaports, 
airports, and port services will reduce the costs of trade, but the substantial nature 
of any such investment has to be taken into consideration and weighed against 
the likely usage of the facility. For the smaller Pacific DMCs, large international 
seaports may not make economic sense, so these countries should rely instead 
on transshipment from a neighboring shipping hub. Larger Pacific DMCs, such 
as Fiji and PNG, are well placed to serve as hubs and to provide transit facilities 
to smaller countries.

Perhaps the most conspicuous example of the failure of SOEs has been in the 
provision of air services. The governments of 10 of the 14 Pacific DMCs have 
had—and, in many cases, still have—an ownership stake in airlines. Most of these 
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ventures have been overly ambitious, and taxpayers have ended up supporting 
subsidies governments could ill afford. Nonetheless, given the remoteness of the 
Pacific DMCs, air services are vital in realizing the potential of tourism and high-
value agricultural and fishery exports. Reforms are therefore essential. “Open-
skies” and other air service agreements are one part of such reforms, which would 
facilitate an increase in the number of flights between Asia and the Pacific.

Improving telecommunications will also be central to strengthening links 
between Pacific economies and Asia and to encouraging increased trade. 
Innovations in telecommunications since the 1990s have had the potential 

                                                      Removing or reducing technical barriers to trade
to enable producers to profitably export niche products and tourism operators

to provide internationally competitive services

Unspoiled tropical environments ideal
for tourism and production of some high-value

goods (e.g., South Sea pearls, artesian water,
cosmetics, handicrafts)

*Asia is defined as the member countries of ASEAN, the People’s Republic of China, and India.

Over half of world’s middle-income class will be in Asia*

2.2 BILLION 5.0 BILLION
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to alleviate the isolation of Pacific DMCs. However, the adoption of new 
technology by the SOEs has often been slow. Since around 2005, there has been 
telecommunications liberalization in some Pacific DMCs that enabled the private 
sector to play a leading role in providing telecommunications services. This 
will continue, but Pacific governments will have a crucial role in establishing 
the basic infrastructure for providing broadband services by supporting the 
development of fiber optic links or new satellite links.

3.  The development of soft infrastructure is also needed to enhance economic 
linkages with Asia. Institutional and policy constraints such as high nontariff 
barriers to imports, high trade costs, and inefficient customs procedures need 
to be removed. These measures include entering into trade agreements that 
can offer benefits to Pacific DMCs through enhanced trade with Asia.

Pacific governments also have an important role in reducing barriers to trade and 
easing regulations that raise the costs of doing business. Explicit preferences for 
domestic producers—manifested in import tariffs and quotas, for example—have 
traditionally been one of the primary constraints on trade. Although, globally, 
import tariffs have been reduced and many Pacific DMCs now have low import 
tariffs, these are still substantial in some Pacific DMCs. 

Technical barriers to trade—including customs, quarantine, and registration 
procedures—also strongly influence the level and direction of trade. Many of the 
procedures are essential, but inefficiency in their application has a strong negative 
impact on businesses and trade. In Pacific DMCs, many of these procedures impose 
high transaction costs on businesses, particularly importers and exporters. Tariffs 
and customs procedures, for example, on perishable products such as foodstuffs 
can raise costs for resorts, hotels, and other tourist ventures, rendering them less 
attractive to tourists. 

Regional or bilateral trade agreements with major Asian partners offer potential 
benefits for Pacific DMCs, especially if labor mobility is included. However, it 
is important to recognize that, for small countries, the costs of negotiating and 
administering such trade agreements can be relatively large. Pacific DMCs can also 
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benefit from unilateral trade liberalization, but the appropriate strategy will differ 
depending on each country’s economic circumstances. The Pacific has already 
reaped benefits through regional cooperation, for example in fisheries access, 
with potentially more benefits to be derived from closer cooperation in other 
negotiations with external parties. 

To enhance future linkages, Pacific governments need to formulate strategies that 
would encourage closer economic ties. They also need to identify trade facilitation 
reforms, including legislative and regulatory actions to achieve their trade objectives.

4.  People forge economic links. For the Pacific to strengthen economic links with 
Asia, existing networks should be supported and greater emphasis should be 
placed on the quality of education and skills development. These actions will 
underpin the innovation and entrepreneurship vital to mutually beneficial 
growth and enhanced trade.

AGED CARE

particularly health care systems and human resource development
Investments in public services—
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The strong historical ties with Asia—especially East Asia—and movements of 
people across the regions have shaped the Pacific’s development in many ways. 
The Asian diaspora in the Pacific and the Pacific diaspora abroad number in 
millions and play a strategic role in driving economic development because 
they are an important source of remittances and facilitate trade and investment. 
Further, seasonal guest worker programs engage thousands of Pacific workers 
annually, strengthening ties between the Pacific and other regions. Supporting 
these links and developing efficient and open systems for labor and remittances 
can help Pacific economies to benefit more from Asia’s economic emergence.

Improving education systems in Pacific DMCs will be a vital part of this effort. 
In many Pacific DMCs, the quality of basic education and skills development 
remain poor. This constrains economic development, restricts the provision 
of skill-intensive products and services, and reduces options for work abroad, 
and hence reduces remittances. Restructuring education systems and altering 
educational incentives to improve the quality and relevance of education and 
training are important, for example, to build skills suitable for the tourism 
industry and for managing small business. With greater numbers of Pacific 
students taking up scholarships in Asian universities, the potential for exchange 
between Asian and Pacific institutions will increase. 

The importance of human capital to economic performance and of closer ties 
between Asia and the Pacific is also highlighted by the role of innovation in 
productivity growth and improvements in the quality of goods and services. While 
Pacific DMCs cannot increase productivity in the same manner as the labor-rich 
rapidly growing Asian economies through emphasis on manufacturing, the service 
sector has instead become a focus for the Pacific, with still much to be learned 
from Asia. 

The challenge for the small Pacific DMCs is even greater than for Asian countries: 
Pacific DMCs have to adapt and innovate to generate wealth by finding new ways 
of adding value to their land, labor, and natural resources. To take advantage of the 
opportunities offered by Asian economic growth—such as in satisfying the increased 
demand for luxury goods and services—Pacific DMCs must encourage innovation. 
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The ability to develop or adapt innovations, whether domestic or overseas, will 
largely define the success or failure of integration efforts. Openness to foreign ideas 
and technology, as well as skilled overseas workers, will be essential.

5.  Lessons from Asia show that linkages must be proactively managed to 
mitigate potential negative economic, environmental, and sociocultural 
impacts. Pacific governments must be clear about policy objectives relating to 
regulation of various linkages, and need to adopt practical policies to achieve 
these goals.

Any external linkages may bring with them risks to the cultures, fragile 
environments, and social and economic fabric of Pacific DMCs. This is particularly 
true for closer linkages between Asia and the Pacific, given their differences. 
The scale of potential economic engagements with Asia requires the relatively 
smaller Pacific DMCs to proactively manage their links with Asia to maximize 
benefits and ameliorate risks and transitional costs.

Appropriate government oversight of foreign investments can play an important 
role in ensuring that activities are socially and culturally congruent with Pacific 
norms. However, adoption of regulations is not enough. Pacific DMCs need to 
put resources into the enforcement of these regulations. In some areas, FDI may 
not bring any notable economic gains, so policies to ensure space for domestic 
investors are appropriate.

Environmental protection is critical to maintain the traditional way of life of the 
people in the Pacific. It can also serve to enhance the appeal of the Pacific islands as 
tourist destinations. Many of the existing links between Pacific economies and Asia 
relate to extractive industries, so the regulation of their operations is an important 
government function to protect the environment and the rights of communities.

The history of beneficial trade between Asia and the Pacific, as well as the 
ongoing movement in Asian economies toward more environmentally sustainable 
development, suggests that closer economic ties will provide financial development 
and technological benefits to Pacific DMCs.



PART I  
CURRENT ECONOMIC 
CONDITIONS IN ASIA 

AND THE PACIFIC





The Asian region has achieved considerable economic progress since the 
1980s. It now produces about one-third of global gross domestic product 
(GDP) and accounts for more than one-third of global trade. For the 

14 Pacific developing member countries (DMCs)1 of the Asian Development 
Bank (ADB), this emergence of Asia has significant consequences and offers 
opportunities for future economic development. This book assesses these 
opportunities, identifies transmission channels between Asian and Pacific 
DMCs, and formulates policy recommendations for Pacific DMCs. 

Asia’s share of global economic output has grown steadily since the early 1950s and 
has been expanding more rapidly since 2000. It is expected to account for half of 
global economic output by 2050 (ADB 2011). Asia’s rapid economic development 
has been accompanied by increased global trade, including the development of 
regional production networks and supply chains. The trend was interrupted by 
the Asian financial crisis of 1997–1998, but deep structural reforms and regional 
cooperation initiatives adopted in response to the crisis strengthened economic 
fundamentals in the region, and many Asian countries remained relatively resilient 
to the global economic and financial crisis in 2008–2009. 

The Pacific region has been able to reap some of the benefits of Asia’s growth. 
Trade patterns of Pacific DMCs have been shifting from traditional markets—
Australia, New Zealand, and the United States—to Asia, the People’s Republic of 
China (PRC) in particular. Investment flows and political exchanges have also 
been intensifying, but the reorientation toward Asia has not been uniform across 
Pacific DMCs. 

1 The Cook Islands, Fiji, Kiribati, the Republic of the Marshall Islands (RMI), the Federated States 
of Micronesia (FSM), Nauru, Palau, Papua New Guinea (PNG), Samoa, Solomon Islands, 
Timor-Leste, Tonga, Tuvalu, and Vanuatu.
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Economic performance of Pacific DMCs since 2000 has been rather diverse. 
Regional growth has been led by the resource-rich countries—Papua New Guinea 
(PNG), Timor-Leste, and, to a lesser extent, Solomon Islands—that have benefited 
from Asia’s demand for raw materials. The annual growth rates of the remaining 
Pacific DMCs have been fluctuating but typically averaged 1%–2% (more so among 
the smallest Pacific DMCs). Some countries have responded better to growing 
demand from Asia. 

The weak economic growth that most Pacific DMCs have experienced is 
attributable to various factors, specifically to three structural constraints: 
(i) small domestic markets, which make it extremely difficult to realize 

economies of scale; 
(ii) geographic isolation, which results in high transaction costs; and 
(iii) frequent disasters, such as tsunamis, cyclones, and volcanic disturbances, 

which also contribute to economic fluctuations. 

Most Pacific DMCs have started to implement structural reforms to enhance their 
economic growth prospects. There is limited opportunity to follow the path of the 
rapidly growing East Asian countries, where productivity growth in agriculture 
financed industrial development and provided the workforce for labor-intensive 
manufacturing. Instead, key structural reforms in the Pacific DMCs—the entry of 
budget airlines and opening of the telecommunications market to competition—
have enabled the growth of the service sector. 

The environmental fragility of Pacific countries represents another constraint on 
their economic development. Natural resources that can be profitably exploited 
in most of the Pacific countries are mainly ocean resources. Fishing and tourism 
are important industries in most Pacific island countries, but they depend on 
careful sustainability and environmental management. Seabed mineral deposits in 
the Pacific have raised some commercial interest, particularly in PNG, and some 
serious environmental concerns. But exploitation is only a possibility at present. 
Some countries with low-lying coral atolls, such as Kiribati, the Republic of the 
Marshall Islands, and Tuvalu, have limited land, so opportunities for agricultural 
and other land-intensive development are very limited. Their topography means 
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they face significant threats from sea-level rise, including inundation of the 
freshwater lenses that provide much of their potable water. 

Historically, Pacific DMCs’ external contacts have been focused on a small group 
of advanced economy partners and based on shared colonial histories, linguistic 
affinities, and spheres of influence (Box 1). Australia and New Zealand have been 
the primary partners of southern Pacific states, while Japan and the United States 
have maintained strong ties with northern Pacific states. Some Pacific DMCs have 
relationships with developed economies—the Cook Islands with New Zealand; the 
Marshall Islands, the Federated States of Micronesia (FSM), and Palau with the 
United States—that allow Pacific citizens easy access to labor markets. Citizens 
of the Melanesian states (Fiji, PNG, Solomon Islands, and Vanuatu), Kiribati, 
Nauru, and Tuvalu do not have such open access. Moreover, their generally 
poor education outcomes have constrained overseas employment, except for 
the seafarers of Kiribati and Tuvalu. However, evidence points to increased 
importance of economic relations of Pacific states with Asian partners since 2005, 
especially in trade and investment. Strengthening economic relations with Asia 
have been accompanied by closer ties in a range of areas and Pacific DMCs to 
increasingly look to Asia for advice on policies and reform approaches. 

The main objective of this book is to assess how the 14 Pacific DMCs can tap 
into the projected growth in Asia. The book also explores how economic and 
financial integration between Asia and the Pacific can be expanded and intensified 
to benefit Pacific DMC economies. It also seeks to identify critical constraints on 
integration and to suggest policy reforms to address these.

It is important to recognize the considerable diversity among the Pacific DMCs 
that shape the ways integration proceeds. Pacific DMCs range from Nauru with 
a population of about 10,000 to PNG with a population of more than 7 million, 
from atoll states such as Tuvalu with few natural resources to oil-rich Timor-
Leste. There are also large differences across the 14 Pacific DMCs in their levels 
of development. For example, the 2013 United Nations Development Programme’s 
Human Development Index ranks Palau 60th out of 187 countries, while PNG and 
Solomon Islands are ranked 157th.
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Box 1: Historical Links between Pacific  
Economies and Asia
Because of their geographical proximity, the Pacific island countries have strong 
historical ties with Asia, especially East Asia. Around 3000 BC, tribes from what is today 
Taipei,China began to move southward to the Philippines and eastern Indonesia, from 
which the settlement of the South Pacific started (Hage and Marck 2003, Kayser et. 
al. 2000).The settlement of Melanesia took place around 1400 BC. From 1300 BC to 
900 BC, the islands in the East Pacific were subsequently settled, from Fiji to Samoa. 
Fiji, Samoa, and Tonga served as a gateway to the rest of the Pacific region known as 
Polynesia (Burley 1998). Therefore, the main genetic and cultural origins of the Pacific 
island countries lie in East Asia.

In the 1800s, colonial powers, particularly the United Kingdom, which dominated much of 
the Pacific, fostered Asian immigration mainly to meet plantation labor needs. Early 19th 
century commercial activity in the Pacific islands was derived from the savings of poor, 
often illiterate, Chinese and Indian immigrants whose “diligence and austerity became the 
basis of small retail stores and services, some of which evolved in a generation or two into 
large trading, manufacturing, transport and other enterprises.” (Crocombe 2007, pp. 119) 
.Larger-scale foreign trade and investment in the Pacific island countries originated from 
Europe, Australia, New Zealand, and the United States. Over time, as source countries for 
Pacific imports became more prosperous and traded more expensive goods, Pacific trade 
moved to Asia—initially to Japan, then to the Republic of Korea and Taipei,China, and now 
to the People’s Republic of China and other rapidly growing Asian countries. 

As Pacific DMCs gained independence, Asian immigrants that had been working 
for colonial administrations tended to move into the private sector, often becoming 
employers themselves. Since the 1970s, skilled and unskilled workers from South Asia and 
Southeast Asia have moved to the Pacific island countries, mostly driven by poverty and 
civil strife at home. As of 2014, the biggest ethnic groups from Asia in Pacific countries 
are Indians, Chinese, Filipinos, and Indonesians (mainly in Timor-Leste). Immigration 
from Europe and the United States has decreased or even reversed.

Sources: P. Hage and J. Marck. 2003. Matrilineality and the Melanesian Origin of Polynesian Y Chromosomes. 
Current Anthropology. 44 (S5). pp. S121–S127; M. Kayser, S. Brauer, G. Weiss, P.A. Underhill, L. Roewer, W. 
Schiefenhövel, and M. Stoneking. 2000. Melanesian Origin of Polynesian Y Chromosomes. Current Biology. 
10 (20). pp. 1237–1246; D. Burley. 1998. Tongan Archaeology and the Tongan Past, 2850–150 B.P. Journal 
of World Prehistory. 12 (3). pp. 337–392; and R. Crocombe. 2007. Trade and Investment: Exchanging Raw 
Materials and Holidays for Manufacturers and Investment. Asia in the Pacific Islands: Replacing the West. Suva, Fiji: 
IPS Publications, University of the South Pacific.
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The report addresses the following interrelated questions:
(i) Which aspects of Asia’s growth offer the biggest opportunities for Pacific 

DMCs? Which are the most promising market segments?
(ii) How have economic links between Asia and Pacific DMCs evolved since 

2005, especially in trade of goods and services as well as foreign direct 
investment (FDI)?

(iii) What are the main nonstructural constraints on Pacific DMCs tapping into 
Asia’s growing markets? What policies can be adopted to address these 
constraints? 

(iv) What economic development lessons can Pacific DMCs learn from Asia’s 
growth experience?

(v) How can regional cooperation within the Pacific and between Asia and the 
Pacific be further leveraged?

The book provides detailed analysis of the key economic links between Pacific 
economies and Asia, especially in trade, FDI, tourism, labor movements, 
remittances, and development assistance. The implications of the increased 
economic interdependence are studied, and policy recommendations are 
derived from the analysis. The book thus provides strategic directions to Pacific 
governments, civil society, and development partners on ways to take advantage 
of Asia’s growth and translate increasing economic interdependence with Asia 
into faster, more inclusive growth and better quality of life. Several case studies 
provide in-depth analysis of the structural constraints facing the Pacific. The case 
studies, which typically compare the experience of an Asian country with that 
of a Pacific counterpart, provide additional evidence for the points in the book. 

Across the globe, many small economies face tough challenges in integrating 
successfully into world markets. Asia’s prosperity offers Pacific DMCs 
opportunities to overcome their vulnerabilities and to generate robust and 
sustainable economic growth. 



This chapter describes the current socioeconomic conditions of the 14 
Pacific developing member countries (DMCs) of the Asian Development 
Bank (ADB), as well as the changes in their economic structure over time. 

The implications these have for the development of links with Asia are considered. 

Pacific DMCs differ in many respects, including their land area, demographic 
and economic size, and level of development (Table 1). In terms of population, 
the smallest countries have fewer than 15,000 people, and the larger ones have 
populations of 0.6 million–7.6 million. Papua New Guinea (PNG) is the largest 
Pacific DMC in terms of both land area and population, and is home to almost 
two-thirds of the total Pacific DMC population. The distribution of land area is 
even more skewed than population, with PNG having more than five times the 
land area of all other Pacific DMCs combined. Economic activity is also skewed, 
with the two largest economies—Fiji and PNG—accounting for 77% of total gross 
domestic product (GDP) in the region. These differences have important economic 
implications. 

GROWTH PERFORMANCE

Relatively Diversified Economies 

The Cook Islands, Fiji, Palau, Samoa, Tonga, and Vanuatu have generally drawn 
on tourism for some of their national incomes, while agriculture, fisheries, and 
basic industry play a supporting role in many of them. These economies have 
achieved reasonably good growth rates at times, supported by the significant role 
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table 1:  Economic Indicators for Pacific DMCs

Country
Population 

(2014)
Land Area  

(km2)

GDP 
($ million 
current $, 

2014)

GDP per 
Capita 

(current $, 
2014)

Annual 
Real GDP 

Growth Rate, 
2005–2014 

(%)

Annual 
Real GDP 

Growth Rate 
per Capita, 
2005–2014 

(%)

Cook Islands 13,500 240 300.4 22,254.1 (0.1)  0.3

Fiji 863,100 18,270 4,187.8 4,852.1  1.6  1.1

Kiribati 111,117 810 166.8 1,500.7  1.6 (0.5)

Marshall Islands 54,550 180 188.4 3,453.7  1.9  1.3

FSM 102,908 3,170 297.9 2,895.1 (0.4) (0.1)

Nauru 10,650 21 86.3 8,103.5  4.8  3.6

Palau 21,034 460 247.1 11,748.3  0.3 (0.3)

PNG 7,067,926 452,860 16,205.9 2,292.9  6.6  4.3

Samoa 187,372 2,830 800.7 4,273.2  2.0  1.5

Solomon Islands 575,000 27,990 1,225.1 2,130.6  6.0  3.2

Timor-Leste 1,205,049 14,870 1,458.2 1,210.0  8.4  5.8

Tonga 103,347 720 446.4 4,319.9  0.7  0.5

Tuvalu 11,100 30 37.6 3,384.5  2.3  1.2

Vanuatu 262,559 12,190 811.5 3,090.7  3.9  1.6

( ) = negative, FSM = Federated States of Micronesia, GDP = gross domestic product, km2 = square kilometer,  
PNG = Papua New Guinea.
Note: GDP for Timor-Leste excludes oil and United Nations operations. 
Sources: Asian Development Bank (various years). Asian Development Outlook. Manila. 

the private sector generally plays in these economies and their relatively good 
economic governance (including structural reforms adopted in some of them). 
However, a number of them has suffered setbacks due to disasters or economic 
shocks, and their growth paths have therefore differed markedly. 

Heavily dependent on tourism over a long period, the Cook Islands has enjoyed 
solid GDP growth rates since the mid-1980s—except during the mid-1990s 
recession and the global financial and economic crisis (GFEC) of 2008–2009, 
periods associated with a significant slump in tourism (ADB 2014b). Palau’s GDP 
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has generally risen steadily since independence in 1994, although this trend was 
also disrupted during 2008–2012. More recently, Palau’s growth has picked up 
strongly on the back of growth in tourist arrivals from Asia. 

Fiji, a more diversified, less tourism-dependent economy, grew at more stable 
rates during the first decade of 2000s, although it was not spared the negative 
impacts of the GFEC, political uncertainty, and global commodity price increases 
(ADB 2014c). Although the Samoan and Tongan economies are also relatively 
diversified, they have been highly vulnerable to external shocks—particularly 
disasters such as cyclones (ADB 2014f, 2014i). Tonga’s economy relied heavily on 
remittances until the GFEC; the public sector remains dominant as the private 
sector struggles in a challenging business environment. In Samoa, GDP per capita 
growth was positive from 1998 to 2012, except in 2009 due to the sharp decline in 
foreign direct investment in the aftermath of the GFEC (ADB 2014f ).

The Vanuatu economy experienced tourism growth following the deregulation 
of international airline services to the country in 2004. Deregulation of the 
telecommunications industry followed in 2008, spurring further growth. Land 
market reforms that allowed landowners to negotiate 75-year leases and opened 
up land for use for tourism and other commercial purposes have also contributed 
to the country’s strong growth performance (ADB 2014k). The resulting growth 
in tourism and related industries, such as construction, pushed annual GDP per 
capita growth to an average of 4% during 2005–2008. Vanuatu’s main tourist 
markets are Australia and New Zealand, and returns are susceptible to economic 
shocks in these markets, as well as to the impacts of climate- or natural disasters. 

Growth in these DMCs is expected to be spurred by private investment in the 
tourism and related industries, as well as public infrastructure investment. 
Given the limited financial resources of these countries, private investments are 
crucial in limiting the increase in debt-financed government spending. 
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Resource Export-Led Economies

The primary engine for growth in the economies of PNG, Solomon Islands, 
and Timor-Leste has been resource exports. They experienced weak economic 
performance over 2000–2005, followed by strong growth due to booms in their 
resource exports that ended in mid-2014. Improving growth prospects in these 
economies requires policies that support sustainable resource management, 
together with other policy and institutional reforms and political stability. 
However, they have made limited progress in their efforts to transform and 
diversify their economies. 

Having a wide range of raw materials for export—gold, copper, nickel, oil, gas, cash 
crops (coffee, cocoa, tea, and palm oil), and timber—PNG enjoyed high growth 
rates during its mining booms in the 1990s and post-2005. However, there was 
very little improvement in average per capita income over this period and income 
inequality worsened. This suggests revenues benefited a small minority and did 
not trickle down to the poor majority. Even the construction of a liquefied natural 
gas (LNG) pipeline and the commencement of exports in 2014 have not turned 
around this situation. The LNG project cost was about $19 billion, equivalent to 
around 122.5% of PNG’s 2012 GDP. 

Solomon Islands also had an increase in export earnings from its gold and timber 
resources, driven in part by growing demand from East Asia. However, since 2013, 
export earnings from timber and gold have declined as global prices for these 
commodities began to fall (ADB 2014g). A flood in April 2014 caused significant 
damage to Solomon Islands’ economy, causing a recession and leading to the 
permanent closure of the country’s sole gold mine.

Timor-Leste gained independence from Indonesia in 1999. Like PNG and Solomon 
Islands, most Timorese live in rural areas and derive their livelihoods from 
subsistence agriculture. Timor-Leste is exploiting its substantial offshore oil and 
gas reserves, and royalty payments from the oil fields have been the main source 
of government revenues. The financial resources built up in the Petroleum Fund 
have enabled significant increases in government expenditure (ADB 2014h). 
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All three of these countries have struggled to translate export growth into 
higher incomes and improved living standards for the general population—and 
particularly for the rural majority.

Smallest Island Economies with Limited Resource Bases

Kiribati, the Marshall Islands, the Federated States of Micronesia (FSM), Nauru, 
and Tuvalu all have limited natural resources besides tuna fisheries in their 
national waters (and phosphate deposits in the case of Nauru), and are heavily 
reliant on foreign aid and budget support. Recent achievements under the Parties 
to the Nauru Agreement have resulted in significant rises in revenues from the 
sale of fishing licenses under the vessel day scheme, fostering growth in these 
economies. 

Given their lack of economies of scale, smaller countries may face greater 
difficulties diversifying their economic structure, attracting investors, or lowering 
the cost of services. All have struggled to adopt policies and develop institutions 
to create and sustain private sector growth, worsening the inherent economic 
challenges they face. As a result, economic growth in these countries has been 
volatile. In turn, this has implications for the development of economic links 
with Asia. Despite capacity constraints, several of the smaller Pacific DMCs have 
undertaken significant reform efforts, with a particular focus on improving the 
business and investment environment, to stimulate greater trade and investment, 
including with Asia. 

Both the Marshall Islands and the FSM depend on aid, and annual budget 
support provided through compact agreements with the United States. Nationals 
have the right to live and work in the United States, so economic ties—including 
remittances—with the diaspora living there are strong. Grant assistance under 
the Compact of Free Association with the United States has been gradually 
declining and is scheduled to end in 2023 (ADB 2014e). Efforts have been 
under way for several years to build up financial reserves in a trust fund to 
support government activities after 2023. However, analysis suggests that these 
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funds are likely to be inadequate without higher deposits or significant cuts in 
expenditure. 

Kiribati and Tuvalu receive significant aid from Australia; Japan; New Zealand; 
and Taipei,China. In Kiribati, where the government is the largest employer, 
ongoing critical infrastructure investments, supported by development partners, 
are anticipated to lift growth. Tuvalu’s private sector is nascent, but it too is 
benefiting from infrastructure investments, albeit on a smaller scale. Nauru 
saved considerable wealth in a trust fund from the sale of its phosphate reserves; 
however, corruption and mismanagement dissipated these funds. The country now 
relies on mining of secondary phosphate reserves, aid, and significant revenues 
from the Government of Australia related to the operation of the Nauru Regional 
Processing Centre for asylum seekers. Efforts are being made to preserve the 
extraordinary revenue flows to meet the needs of future generations. 

 NATURAL ENDOWMENTS AND 
STRUCTURAL TRANSFORMATIONS

The policies that the Pacific governments adopt to reform their economies to 
benefit from the opportunities that Asia’s rising prosperity offers should reflect 
their relative advantages in terms of their natural endowments. This section 
briefly discusses the Pacific’s two main endowments—its natural and human 
resources. The role of these assets in the economy is then analyzed in the context 
of structural transformation in the Pacific.

It is particularly difficult to implement reforms and make structural 
transformations in small countries with limited human and financial capacity. 
Regional cooperation has long been portrayed as a means by which Pacific 
DMCs can cost-effectively implement agreed policies. More effective regional 
cooperation could facilitate and complement investments in energy, information 
and communication technology (ICT), and education, as well as natural resource 
management. 
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Natural Resources

The Pacific’s rich marine, forest, land, mineral, and other natural resources attract 
tourists and investors and offer opportunities for sustaining long-term income 
growth if managed effectively. The distance of Pacific DMCs from major industrial 
centers can be viewed as an advantage in terms of avoidance of cross-border 
environmental externalities that are a rising concern in East and Southeast Asia. 

The Pacific DMCs have extensive maritime zones that cover much of the Pacific 
tuna fishery, and revenue from the sale of fishing licenses is important for many. 
However, selected varieties of tuna are already being overexploited (e.g., big eye 
and yellowfin) and some nonmigratory fish stocks are being depleted in a few 
Pacific DMCs (e.g., coastal fisheries in Solomon Islands) (ADB 2014g). Collective 
action for the joint management of the Pacific’s fishing grounds is discussed in 
Chapter 6 (Box 6).

Pacific DMCs have struggled to develop value added from their fisheries. Several 
attempts to develop fish-processing industries in these countries have failed 
because the intensity of capital and labor that fish processing requires is not a 
comparative advantage of most of these countries. PNG is an exception. Recent 
investments in tuna processing appear to be more successful because of the 
favorable access by PNG producers to European Union markets through the 
Interim Economic Partnership Agreement. 

Timor-Leste and the Melanesian countries—Fiji, PNG, Solomon Islands, and 
Vanuatu—have relatively large land endowments by Pacific standards (Appendix 1, 
Table A1.1). The Polynesian countries of Samoa and Tonga also have significant 
agricultural resources. However, there are relatively few examples of Pacific 
countries successfully exploiting their land for commercial export agriculture. 
They include sugarcane in Fiji, coffee in PNG and Timor-Leste, squash in Tonga, 
and beef cattle in Vanuatu. 

Fiji, PNG, and Solomon Islands have significant mineral resources, while PNG and 
Timor-Leste have sizable oil reserves. PNG and Solomon Islands also have sizable 
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natural forests. These allow them to benefit from the strong global demand—fueled 
by rising demand from Asia—for raw materials. To derive greater advantage from 
Asia’s growth, Pacific natural resource exporters must establish the foundations 
for broad-based development across all sectors—rather than just relying on 
mining or forestry sector growth. This requires private and public investments 
in infrastructure to improve the connectivity of rural areas, clarifying and securing 
land rights, improving access to finance, and fostering development of a favorable 
business environment that supports the creation of value chains. The vast majority 
of the population in these countries will only benefit from economic relations with 
Asia if agricultural productivity increases. 

Advances in technology are making power generation from renewable energy 
sources viable in the Pacific, particularly for supplying the limited energy needs of 
populations on remote islands. These technologies take advantage of the Pacific’s 
natural endowments of wind, sun, and flowing water. In this setting, renewable 
energy generation can reduce the cost of electricity, reliance on imported fossil 
fuels, and expenditures on fuel imports. ADB has provided considerable support 
for renewable energy and energy efficiency investments. At the end of 2014, its 
energy portfolio of 11 projects in 7 countries was valued at more than $300 million.2

Tourism receipts make a large contribution to the national income in the 
Cook  Islands, Fiji, Palau, Samoa, and Vanuatu, and most of the other Pacific 
countries have good cultural tourism and ecotourism potential. However, tourism 
development in the Pacific faces risks, including the high vulnerability of Pacific 
countries to disasters and climate change.

2 For instance, grid-connected solar photovoltaic power plants are under construction on 
the outer islands of Tonga with the assistance of ADB and the Government of Australia 
(ADB  2013c). The Government of Samoa is constructing three new hydropower plants on 
Upolu and Savai’i with ADB assistance to improve resilience against future disasters (ADB 
2013a). Solomon Islands began to use solar and wind energy to power mobile base stations to 
provide high-quality, affordable mobile telecommunication services to the country’s dispersed 
population in 2011 with ADB support. ADB has also provided support to the Government of 
Solomon Islands to develop hydropower and expand its distribution grids (ADB 2014a). In 
the FSM, a wind farm is under construction, expected to generate power equivalent to about 
18% of Yap State’s current energy demand (ADB 2013b). Grid-connected solar panels will also 
be installed on about 21 government buildings to produce energy equivalent to 4% of current 
consumption.
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Human Resources 

Pacific DMCs not only differ substantially in terms of economic size and growth 
but also in terms of human development (Table 2), as measured by the 2013 United 
Nations Development Programme’s Human Development Index (HDI). Of 187 
economies, the HDI rank of Pacific DMCs ranges from 60 (Palau) to 157 (PNG 
and Solomon Islands). The HDI rankings are not available for the Cook Islands, 
the Marshall Islands, Nauru, and Tuvalu, and Appendix 2 provides a note on data 
availability in the Pacific.

table 2:  Social Indicators for Pacific DMCs

Country
HDI 

(2013)
HDI Ranking, 

out of 187

Life 
Expectancy 

at Birth, Years 
(2013)a

Mean Years of 
Schooling of 

Adults (2012)

Average Annual 
Population 

Growth  
(2003–2012, %)

Cook Islands …. …. 75.2 ...  0.76

Fiji 0.724  88 69.8  9.9  0.69

Kiribati 0.607 133 68.9  7.8  1.61

Marshall Islands ….        …. 72.3 ….  0.08

FSM 0.630 124 68.9  8.8 (0.34)

Nauru …. …. 66.1 ….  0.28

Palau 0.775  60 72.3 12.2  0.58

PNG 0.491 157 62.3  3.9  2.36

Samoa 0.694 106 73.0 10.3  0.67

Solomon Islands 0.491 157 67.5  4.5  2.34

Timor-Leste 0.620 128 67.0  4.4  2.97

Tonga 0.705 100 72.5  9.4  0.57

Tuvalu …. …. 65.5 ….  0.34

Vanuatu 0.616 131 71.4  9.0  2.43

( ) = negative, ... = not available, FSM = Federated States of Micronesia, HDI = Human Development Index,  
PNG = Papua New Guinea.
Note: The HDI values of 0.550 and below refer to low human development, 0.551–0.699 to medium human development, 
0.700–0.799 to high human development, and 0.800 and above to very high human development. 
a For Fiji, the FSM, PNG, Samoa, Solomon Islands, Timor-Leste, Tonga, and Vanuatu, life expectancy data are for 2012.
Sources: United Nations Development Programme. 2014. Human Development Report 2014. New York; and ADB. 2014. Key 
Indicators for Asia and the Pacific 2014. Manila. 
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Differences in HDI scores reflect variations in life expectancies at birth. This 
ranges from 62.3 years in PNG to 75.2 years in the Cook Islands. In recent years, 
obesity-related noncommunicable diseases are leading to new public health 
problems in many Pacific DMCs. 

The mean years of schooling of adults show an even greater discrepancy. In Fiji, 
Palau, Samoa, Tonga, and Vanuatu, the average is more than 9 years, whereas in 
PNG, Solomon Islands, and Timor-Leste, it is less than 5 years. PNG, Solomon 
Islands, Timor-Leste and Vanuatu also have the highest population growth rates 
(greater than 2.3%), and are among the poorest Pacific countries. It is vital for 
these economies to expand and upgrade their education systems to keep up with 
their growing populations. 

Pacific DMCs have not fully harnessed their human resources and rich cultural 
heritages. Yet the productivity of their young and growing labor forces could be 
lifted with greater human capital investments (ADB 2014o). Fiji, for instance, 
with its relatively low-cost labor and English language advantage, has attracted 
business process outsourcing investments. Improvements in the country’s ICT 
infrastructure give it the opportunity to expand this industry and provide new job 
opportunities for its young and relatively well-educated workforce. Upgrades in 
the information technology skills of its students and improvements to the business 
environment could further advance Fiji’s competitive advantage in providing 
business support services (Davis, McMaster, and Nowak 2005).

Labor productivity. Low labor productivity remains a serious concern in most 
Pacific DMCs, where large proportions of the labor force remain unemployed, 
underemployed, or engaged in low-productivity subsistence agriculture  
(Table 3). Six Pacific DMCs fall below the 60%–75% labor force participation rates 
that are typical of major developing Asian economies. 

Rapid population growth and a dearth of domestic employment opportunities 
have increased reliance on overseas employment and remittances. Some Pacific 
DMCs have had privileged access to selected labor markets overseas (e.g., 
Cook Islanders to New Zealand, nationals of the North Pacific countries to the 
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table 3:  Labor Market Indicators for Pacific DMCs  
(as of 2014 or latest available year)

Country
Working-Age 

Population

Labor Force 
Participation Rate
(% of working-age 

population)

Formal 
Employment

(% of labor 
force)

Subsistence
(% of 

employed)

Unemployed
(% of labor 

force)

Cook Islands 9,502 71.0 90.2  1.8  8.2

Fiji 576,112 68.9 72.1 22.5  6.9

Kiribati 68,093 59.3 50.2 27.7 30.6

Marshall Islands 31,333 51.2 66.7  3.5 30.9

FSM 65,049 57.3 39.9 52.4 16.2

Nauru 6,309 64.0 73.9  4.1 23.0

Palau 12,934 68.1 94.0  2.0  4.1

PNG 4,404,463 65.8 55.2 41.0  6.4

Samoa 104,326 41.3 60.7 35.6  5.7

Solomon Islands 361,471 62.9 21.7 77.6  3.2

Timor-Leste 707,000 41.7 29.1 69.8  3.6

Tonga 58,390 52.3 70.6 28.6  1.1

Tuvalu 6,867 73.3 47.7 43.0 16.3

Vanuatu 161,029 70.9 38.5 59.6  4.6

Pacific DMCs 
(total/average)

6,572,877 62.7 52.9 43.5  6.4

Pacific excl. PNG 2,168,414 56.5 47.2 49.5  6.5

DMC = developing member country, FSM = Federated States of Micronesia, PNG = Papua New Guinea.
Note: Working-age population is standardized to ages 15–64. Regional averages are weighted averages.
Sources: Asian Development Bank estimates using data from the Secretariat of the Pacific Community Statistics for 
Development Division website, and the Cook Islands 2011 Census; Fiji 2010–2011 Employment and Unemployment 
Survey; Kiribati 2010 Census; Marshall Islands 1999 and 2011 censuses; Federated States of Micronesia 2010 Census; 
Nauru 2011 Census; Palau 2012 Census; Papua New Guinea 2009 Household Income and Expenditure Survey; Samoa 
2011 Census; Solomon Islands 2009 Census; Timor-Leste 2010 Labor Force Survey; Tonga 2011 Census; Tuvalu 
2004–2005 Household Income and Expenditure Survey; and Vanuatu 2009 Census.

United States). In other Pacific DMCs, opportunities for overseas employment 
have been more limited. However, there is a strong push for all Pacific DMCs to 
have improved opportunities for overseas employment, and regional initiatives 
can improve access to overseas labor markets. This is explored further in 
Chapter 5.
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Human capital investment is another avenue for building the potential to enhance 
the economic links between Pacific economies and Asia. Pacific DMCs must ensure 
they have sufficient skilled workers to meet requirements of would-be investors. 
In addition, the growing labor productivity that results from human capital 
investment is eventually translated into higher income, increased purchasing 
power, and larger markets in Pacific DMCs.

education. Research on the structural transformation of the economies of Asia 
and the Pacific shows that the poor quality of primary education and limited skills 
development are potential constraints to economic development in Pacific DMCs 
(Briones and Felipe 2013). Over the longer term, improved education and training 
outcomes will benefit local investment and employment. Better education also 
means well-informed citizens who are more receptive to foreign cultures, which 
is particularly important for improving international links.

In addition, better education will enhance Pacific islanders’ prospects for overseas 
employment. This is particularly important for smaller island economies, which 
are more dependent on remittances. However, for the larger countries, especially 
Fiji and PNG, it is important to establish an investor-friendly environment to 
generate sufficient jobs for the “youth bulge.” A well-educated, skilled workforce 
is very important for achieving this, but will take time to develop. 

Universal primary education is a Millennium Development Goal. One of its 
targets is the number of children that remain in school throughout primary grades 
(Table 4). As of 2014, Fiji is the only Pacific DMC that is an early achiever for this 
target. Three other countries have made slow progress and seven have made no 
progress. To improve productivity and living standards, Pacific DMCs will have 
to achieve better education outcomes. 

health. Progress has also been slow toward achieving Millennium Development 
Goals relating to health. As of 2014, Timor-Leste was the only country to have met 
the goal of reducing under-5 child mortality by two-thirds. The other countries 
are making slow progress in achieving this target. Timor-Leste is also an early 
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achiever in reducing the maternal mortality ratio by 75%. Seven countries are 
making slow progress toward this goal, Tonga is making no progress or regressing, 
and no information is available for the remaining Pacific DMCs. Similar mixed 
results apply for the goal of providing basic sanitation. Progress toward the goal 
of providing safe drinking water has been more encouraging; six Pacific DMCs 
have been early achievers.3

In many Pacific DMCs, a high incidence of noncommunicable diseases such as 
diabetes and heart disease results in heavy medical expenditure (often offshore). 
Better health outcomes, which often go hand in hand with better education, are 
important for maximizing the opportunities for Pacific labor.

3 Other sources on public health and education outcomes are the Australian Agency for 
International Development (2009), Laking (2010), and ADB–ADBI (2012). 

table 4: Pacific DMCs Progress toward Millennium Development Goals

Country
Reaching Last 
Primary Grade

Under-5 
Mortality

Maternal 
Mortality

Safe Drinking 
Water

Basic 
Sanitation

Cook Islands < = ... + +
Fiji + = = + +
Kiribati < = = = =
Marshall Islands = = ... = =
FSM < = = < >
Nauru ... = ... = =
Palau ... = ... + +
PNG < = = = <
Samoa = = = + <
Solomon Islands = = = = =
Timor-Leste = + + = =
Tonga < = < = <
Tuvalu < = ... + =
Vanuatu = = = + =
... = not available, + = early achievers, > = on track, = = slow progress, < = no progress/regressing, FSM = Federated States of 
Micronesia, PNG = Papua New Guinea.
Source: Asian Development Bank. 2014. Key Indicators for Asia and the Pacific, 2014. Manila.
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Structural Transformation in Pacific Developing Member Countries

The economic structure of Pacific DMCs is related to levels of economic 
development, as well as the comparative advantage of each economy (Appendix 1, 
Table A1.2). Pacific DMCs broadly follow the internationally observed pattern that 
the share of agriculture, forestry, and fishing in gross domestic product (GDP) 
tends to be inversely related to income while that of services tends to be directly 
related to income (Sugden and Taniguchi 2007). 

The service sector, which is largely composed of tourism and government services, 
dominates the economies of most Pacific DMCs. The net output of the service 
sector accounted for more than 60% of the output of Pacific DMCs in 1990 and 
almost 64% in 2010—higher than in most economies in Asia. The sector’s share 
in total output expanded by 3.4 percentage points between 1990 and 2010. At the 
country level, the sector’s expansion ranges from 3.7 percentage points in Vanuatu 
to 17.3 percentage points in Palau during the same period. 

The industry sector (mainly mining and construction) plays a relatively minor 
role in most Pacific DMC economies, accounting for an average of 15% of GDP 
in 1990 and 18% in 2010. The Pacific DMCs where the industry sector plays the 
greatest role (PNG and Nauru) have also experienced the largest expansion. The 
share of the industry sector to output increased from 31.2% in 1990 to 44.7% in 
2010 in PNG, and from 4.4% to 35.6% in Nauru (largely because of phosphate 
mining). In contrast, the sector accounted for less than 10% of GDP in the Cook 
Islands, the FSM, Kiribati, and Tuvalu in 2010. 

The agriculture, forestry, and fishing sectors in Pacific DMCs also generally 
contribute a small share of the total GDP—an average of 24% in 1990 and less than 
18% in 2010 across the 14 Pacific DMCs. This share is largest in the Pacific DMCs 
that are experiencing strong growth based on the export of resources, but it is also 
high in Kiribati and the FSM (where fisheries are significant). The average share 
of agriculture, forestry, and fishing in GDP across the Pacific DMCs contracted 
by 6.4 percentage points between 1990 and 2010—more than the average rate 
observed among countries in Southeast Asia, but less than in South Asia. However, 
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this share rose in the FSM (by 1.4 percentage points) and PNG (by 2.1 percentage 
points), and held steady in Timor-Leste.

The agriculture sector in Pacific DMCs mainly serves domestic markets and its 
share in GDP has declined in most Pacific DMCs. This reflects migration patterns, 
rising service sector employment opportunities, and the declining interest of 
younger generations in the Pacific in agricultural work. 

Asian markets are faster-growing and closer to the Pacific than the major historical 
markets for Pacific trade—the European Union and the United States. Several 
areas offer strong potential for Pacific DMCs to benefit from rising incomes in 
Asian economies. These include the export of minerals and other raw materials, 
tourism and tourism-related services, niche exports of unique or luxury goods to 
high-income earners (e.g., agricultural and marine products), and aged care and 
other age-related labor services for the rapidly aging Asian countries. The Pacific 
DMCs can tap into this potential if they are able to build upon their comparative 
advantages. The opportunities for greater Asia–Pacific economic engagement are 
considered in more depth in the next chapter.

The different economic development outcomes of Pacific developing member 
countries (DMCs) are, in part, the consequence of a number of structural and 
nonstructural constraints. Structural constraints are those that cannot be changed 
by policies and, therefore, require appropriate adaptation strategies. Nonstructural 
constraints can be removed if appropriate policies and institutions are adopted, 
and the country can then derive the maximum benefit from its resources.

GROWTH CONSTRAINTS IN THE PACIFIC

Structural Constraints
There are two main structural constraints that make the economic development 
of Pacific DMCs difficult. The first is geographic disadvantages. Because of the 
geographic isolation of Pacific DMCs, their costs of participation in international 
trade are very high. Moreover, participating in regional supply chains or engaging 
in the export of low value-added goods depends on low-cost and speedy shipping, 
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which is difficult for Pacific DMCs. One solution is to find niche markets for products 
and services that will support prices that outweigh the high transport costs. 

Furthermore, the dispersed nature of most of the Pacific DMCs means that the 
provision of services to small populations living on islands remote from the main 
island is very costly. For example, the 100,000 residents of Kiribati are scattered 
throughout 21 inhabited islands, spread across an ocean area larger than Europe. 
Costs are high for all types of services, including education, health, shipping, and 
utilities, and are therefore usually poorly provided.

The second structural constraint involves environmental risks. Pacific DMCs are 
prone to cyclones, earthquakes, tsunamis, and floods that can lead to loss of life 
and can inflict considerable damage on infrastructure and production facilities. 
Such events contribute to the variability in the economic performance of Pacific 
DMCs. Disaster recovery places a heavy burden on government budgets and 
diverts resources from planned public investments. For example, Samoa was 
struck by a powerful earthquake in September 2009, which created a tsunami 
that killed 143 people. Damages were estimated at 22% of GDP and this imposed 
additional demands on the government (ADB 2014f ). Population growth on some 
islands is placing more people and urbanized areas in the path of such disasters, 
adding to the potential economic and social costs.

Most Pacific DMCs are located in sensitive natural environments. Physical 
resources are their most valuable endowment and must be carefully protected 
against damage. In particular, the low-lying coral islands and atolls of the Pacific 
have very poor waste absorption capacity. In some tourism-driven economies, 
waste disposal from resorts has damaged the reefs on which many of the tourist 
attractions, such as diving and fishing, depend.

Structural constraints, such as size and location, must be accepted as given. 
However, as circumstances change, they may become less of a binding constraint. 
For example, with the economic development of Asia, the Pacific economies are 
now much closer to the major world markets. Further, with access to cheap, fast 
telecommunications, geographic isolation may become less of an impediment. 
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Through the use of information technology, Pacific DMCs can become suppliers 
of services to countries in different time zones. Their geographic isolation can 
also be a positive for tourism, as demonstrated by the Maldives (Appendix 6).

Institutional and Policy Constraints

Barriers to Trade

The reasons for the high trade costs are multiple; however, the focus of this 
analysis is on suboptimal trade policy choices, inefficient customs procedures, 
inadequate infrastructure, uncompetitive market structure, and poor connectivity.

tariffs. Applied most-favored nation (MFN) tariff rates have been lowered in 
several Pacific DMCs, such as Papua New Guinea (PNG) and Solomon Islands, 
during 2003–2012 (Figure 1), but they remain substantial in several countries. 
The World Bank’s World Integrated Trade Solution database (2013c) only holds 
applied MFN tariff information for the countries depicted in Figure 1. However, 
tariffs are still substantial (close to 10%) in several other Pacific DMCs. In Fiji, the 
applied MFN tariffs have even increased between 2003 and 2012. Sizable tariffs are 
often maintained to protect long-established local businesses and, thereby, keep 
the domestic prices of consumer goods and costs of capital goods artificially high.

high trade facilitation costs. Trade facilitation costs remain high in many 
Pacific DMCs. Table 5 summarizes the results of the World Bank Doing Business 
Survey for the category “trading across borders” (2014b). The most recent survey 
found that the cost per container to export and import is particularly high in the 
Federated States of Micronesia (FSM), PNG, and Vanuatu. In contrast, in Samoa, 
Timor-Leste, and Tonga, the costs per container are much lower. 

Inefficient customs procedures. The number of documents required for exporting 
and importing ranges from 5 to 9 in Pacific DMCs (Table 5). Importing tends to 
require more documentation than exporting. It requires many days for businesses 
in Pacific DMCs to import and export (Figure 2). The number of days to export 
ranges from 19 in Fiji to 30 in the FSM. The time to import is even larger, ranging 
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Figure 1: Tariff Rates Applied to Most-Favored Nations (%)
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Source: World Bank. 2013. World Integrated Trade Solution. http://wits.worldbank.org/ (accessed 1 December 2013).

from 20 days in Solomon Islands to 31 in the PNG (Figure 3). During 2006–2014, 
five economies (Fiji, Kiribati, Palau, Solomon Islands, and Vanuatu) reduced the 
number of days to export. Four countries (Fiji, Palau, Tonga, and Vanuatu) cut 
the number of days to import. In some Pacific DMCs, however, the trading time 
has lengthened. 

Inadequate infrastructure. Transport infrastructure remains inadequate in many 
Pacific countries. The World Bank’s Logistics Performance Index (2014a), which 
measures the efficiency and quality of national trade logistics and infrastructure, 
found that Fiji, PNG, and Solomon Islands have similarly weak scores (Table 6). In 
the case of Fiji, the timeliness of shipments seems sufficient; however, the quality 
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table 5:  Cross-Border Trade of Pacific DMCs

Country

Trading Across 
Borders 

(rank of 189)
Cost to Export 

($ per container)
Cost to Import 

($ per container)

Documents 
to Export 
(number)

Documents 
to Import 
(number)

Fiji 116 790 753 8 9

Kiribati 81 870 910 6 6

Marshall Islands 68 695 720 5 5

FSM 106 1,045 1,045 5 6

Palau 105 720 680 5 9

PNG 138 1,135 1,350 7 9

Samoa 80 490 615 6 6

Solomon Islands 87 840 785 7 5

Timor-Leste 94 410 415 6 7

Tonga 78 515 500 6 6

Vanuatu 113 1,490 1,440 6 7

FSM = Federated States of Micronesia, PNG = Papua New Guinea.
Note: The Cook Islands, Nauru, and Tuvalu are not included in the Doing Business report. 
Source: World Bank. 2014. Doing Business 2015: Going Beyond Efficiency. Washington, DC. 

and competence of logistics services remains weak. For PNG, the biggest deficit 
is in the quality of trade and transport infrastructure. In the case of Solomon 
Islands, improvements are needed in the ease of arranging competitively priced 
shipments. 

Uncompetitive market structure. Low transport costs are vital in the Pacific 
environment of many scattered islands. In most economies, governments have 
assumed provider roles based on the notion that markets are too small for 
competitive activity. Tackling domestic airline and shipping monopolies are 
areas of possible reform that have hardly been attempted anywhere in the Pacific. 
ADB support for the provision of subsidies for private shipping operators in PNG, 
Solomon Islands, and Vanuatu may offer one more widely applicable solution. 

poor international connectivity. The participation of Pacific DMCs in Asia’s 
regional production networks would not be possible without well-developed 
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Figure 3: Average Number of Days to Import in Pacific DMCs
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Figure 2: Average Number of Days to Export in Pacific DMCs
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logistics networks. However, many Pacific DMCs are inadequately integrated 
into the global shipping network, thanks largely to inefficient logistics facilities 
and systems. The liner shipping connectivity index of the United Nations 
Conference on Trade and Development (UNCTAD) measures how well countries 
are connected to global shipping networks (UNCTAD 2014) (Table 7). 

Overall, the index confirms that Pacific DMCs are poorly integrated into the 
global maritime network. Comparing the average indexes over 2004–2012 yields 
mixed results. Fiji, the FSM, Palau, PNG, and Solomon Islands improved their 
performance, whereas all other economies deteriorated or remained unchanged. 
One reason for the improvement is that Fiji and PNG have developed into regional 
shipping hubs in recent years (Helble 2014).

The ratio of internet users across Pacific DMCs is low compared with other small 
island states and international standards (Appendix 1, Table A1.1). For example, 
the Caribbean small island states have an average level of 48.9 internet users 
per 100 people, while the world average is 35.6 internet users per 100 people. 
This level of penetration is not reached in a single Pacific DMC in 2012, although 
Fiji, Tonga, and Tuvalu come extremely close. In contrast, the level of mobile 

table 6: Logistics Performance Index of Pacific DMCs

Country Overall

Efficiency 
of 

Clearance 
Process

Quality of 
Trade and 
Transport 

Infrastructure

Ease of 
Arranging 

Competitively 
Priced 

Shipments

Competence 
and Quality 
of Logistics 

Services

Ability 
to Track 

and Trace 
Consign

Timeliness 
of 

Shipments

Fiji 2.6 2.4 2.5 2.7 2.2 2.5 3.0

PNG 2.4 2.4 2.2 2.5 2.5 2.3 2.7

Solomon 
Islands 2.6 2.5 2.5 2.2 2.7 2.7 3.0

PNG = Papua New Guinea.
Note: Index ranges from 1 (worst) to 5 (best). Of the 14 Pacific developing member countries, data are only available for the 
three covered in this table. See Appendix 2 for more information. 
Source: World Bank. 2014. Connecting to Compete 2014: Trade Logistics in the Global Economy: The Logistics Performance Index 
and Its Indicators. Washington, DC.
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table 7: Liner Shipping Connectivity Index Values for Pacific DMCs 

Country 2004–2006 2007–2009 2010–2012

Fiji 7.2 8.8 10.4

Kiribati 3.1 3.0 3.0

Marshall Islands 3.3 3.0 2.9

FSM 1.9 3.6 3.5

Palau 1.9 3.5 3.5

PNG 4.7 6.8 7.4

Samoa 5.1 5.9 4.7

Solomon Islands 4.0 4.1 5.8

Tonga 4.4 4.1 3.6

Vanuatu 4.4 4.3 3.8

FSM = Federated States of Micronesia, PNG = Papua New Guinea.
Note: The scale is 1–100, with 100 assigned to the country with the highest score. Data are not available for the Cook 
Islands, Nauru, Timor-Leste, and Tuvalu.
Source: United Nations Conference on Trade and Development. 2014. Liner Shipping Connectivity Index. Geneva.

phone subscriptions per 100 people is well above 50 in many Pacific DMCs. It is, 
however, still low in Kiribati, the FSM, and Tuvalu. However, the Pacific (except 
for Fiji) is below the average of all developing countries, which is 89 mobile phone 
subscriptions per 100 people.

Effective and fast ICT infrastructure and software applications are crucial for 
competitiveness in tourism and most other industries (Box 2). Recent ICT 
developments connecting the remote islands of the Pacific to a larger market offer 
new domestic and international business opportunities, especially in the tourism 
sector (Bethapudi 2013). The proliferation of online booking systems and the 
widespread use of social media platforms (e.g., Facebook, Twitter, and Instagram) 
made the promotion and sale of tourism services in many island destinations, both 
high and low end, easier and more cost-effective. In the Philippines, for instance, 
most rooms and tour services in many remote islands are either sold online or via 
mobile phone to domestic and international visitors.
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Box 2: Information and Communication Technology: 
Connecting the Pacific to the Rest of the World
Many areas in the Pacific remain isolated with poor access to markets and services, 
including information and communication technology (ICT) services. This often leads 
to high costs and unreliable communication services. In Palau, for instance, broadband 
internet connection typically costs about $650 per month; in Kiribati, it costs $430 
(World Bank 2013). In contrast, the price of broadband internet in developing Asia ranges 
from $20 per month in the Republic of Korea to $50 per month in the Philippines (Khan 
2014). Given the high costs of internet in the Pacific, less than 1% of residents in Pacific 
developing member countries (DMCs) have access to a reliable internet connection. 
People outside main towns are more likely to use physical mail—often transported by 
ship—than communicate through e-mail (World Bank 2013). 

The Asian Development Bank (ADB), the Australian Department of Foreign Affairs 
and Trade, the New Zealand Agency for International Development, and the World 
Bank have been working with the governments across the Pacific to boost international 
connectivity, including in far-flung rural areas and outer islands.

Since 2010, Fiji, Papua New Guinea (PNG), the Marshall Islands, the Federated States of 
Micronesia, and Samoa have been globally connected by submarine fiber-optic cables. 
Until recently, the other countries in the Pacific relied on costly satellite links with limited 
bandwidth. The introduction of high-speed broadband led to a 50% reduction in wholesale 
bandwidth prices and a 20% reduction in retail price (van Rijn 2013). In 2013, the 
establishment and operation of the 827-kilometer submarine cable system, which runs 
from Tonga to Fiji onward to global broadband networks, was delivered through a project 
cofinanced by ADB, the World Bank, and the Tonga Communications Corporation (ADB 
2011). It connects Tonga via an underwater fiber-optic cable system to the Southern 
Cross Cable, the main trans-Pacific link between Australia and the United States. ADB 
is also supporting the development of a submarine cable system that will link Solomon 
Islands to the existing cable that runs between Guam and Sydney (ADB 2012). 

In PNG, the expansion of coverage of Digicel, a mobile phone company, enabled farmers 
even in remote areas to quickly check prices for their produce. Better communication 
between small business owners and their staff, clients, and suppliers promotes efficiency 
and reduces costs. ADB financed the construction of mobile base stations and phone 
towers through a loan (ADB 2012). In PNG and other Pacific DMCs, call prices have 
dropped and more than 2 million people have gained access to mobile phones, 
representing a 70% increase from 2007 to 2013 (World Bank 2013).

Continued on next page
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Weak Business Environment

restrictive regulations and bureaucracy. Red tape and restrictive regulations 
by national and local governments inhibit the business environment and private 
sector development in the Pacific. The World Bank’s Doing Business survey ranks 
countries according to the quality of their business environment. Table 8 shows 
results for the 11 Pacific DMCs included in the 2014 survey. The Pacific DMCs 
vary widely in the overall ease of doing business, from Samoa, ranked 61st of 189, 
to Timor-Leste, ranked 172nd. Fiji, Samoa, and Tonga rank in the top one-third 
of countries with respect to the ease of starting a business, while the FSM and 

Box 2 continued ...

ADB also supported the Pacific ICT Regulatory Resource Center in Suva, Fiji, which seeks 
to strengthen ICT regulatory bodies in the region and raise awareness on the importance 
of better ICT regulations. To promote ICT-enabled improvements in public and social 
service delivery, ADB is also working with the University of the South Pacific in supporting 
the delivery of ICT-enabled distance learning programs to satellite campuses in Kiribati 
and Solomon Islands (Yao 2013). 

Wider and lower-cost access to mobile phones has reduced isolation, made it easier and 
cheaper to do business, and increased government options for service delivery. It has 
become easier and cheaper for those with family working overseas to stay in touch. With 
faster, cheaper, and more reliable access to internet services, households and businesses 
in Pacific DMCs can enjoy more frequent and reliable communication across the Pacific 
and with the rest of the world. 

By connecting small, isolated Pacific islands to larger markets, better internet connectivity 
can help promote tourism and other services, expand businesses, and create jobs, as well 
as facilitate other new domestic, regional, and global economic opportunities. It can also 
result in new opportunities to share information, improve financial services, and provide 
remote access to essential public goods such as health and education.

Sources: ADB. 2011. Report and Recommendation of the President to the Board of Directors: Proposed Grant to 
the Kingdom of Tonga for the Tonga–Fiji Submarine Cable Project. Manila; ADB. 2012. Impact Stories from the 
Pacific Region: Breaking Down the Barriers to Business: More Private Sector Reform Stories. Manila; A.S. Khan. 
2014. Recommendation on Making Broadband Affordable in Asia. Colombo, Sri Lanka: LIRNEasia; H. van Rijn. 
2013. A Drop in the Ocean to Connect the Pacific. Asian Development Blog. 25 February. http://blogs.
adb.org/blog/drop-ocean-connect-pacific#sthash.XXx4XiEY.dpuf; World Bank. 2013. An Information–
Communication Revolution in the Pacific. 17 May. www.worldbank.org/en/news/feature/2013/05/17/
information-communication-revolution-in-the-pacific; and X. Yao. 2013. Connecting The Pacific Region with 
the World: Supporting ICTs in the islands. Island Business. September. www.islandsbusiness.com/2013/9/
telecommunications/connecting-the-pacific-region-with-the-world
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Papua New Guinea are in the bottom one-third on this measure. While Samoa 
does reasonably well in terms of registering property, it is well down the global 
ranking on the ease of getting credit. 

Difficult access to land. Gaining secure access to land to develop a business is 
difficult because land is communally owned and secure individual ownership 
is usually not possible. However, there has been some progress in resolving this 
issue. Fiji has long provided resorts with secure access to customary land and has 
been attempting to overcome the political impasse over allowing secure, individual 
leases to customary land for agriculture. Samoa has made land available for resorts 
on a secure, long-term basis. PNG has recently enacted changes to its legislation 
allowing secure, individual access to customary land, and this could be the trigger 
for the development of a thriving tourism industry and many other business 
activities. The Cook Islands and Vanuatu have demonstrated the considerable 
benefits of allowing long-term leasing of communal land. 

table 8: Doing Business Indicators for Pacific DMCs

Country

Ease of 
Doing 

Business
Starting a 
Business

Registering 
Property

Getting 
Credit

Trading 
across 

Borders
Enforcing 
Contracts

Fiji  62 160  64  71 116  59

Kiribati 122 122 139 160  81  60

Marshall Islands 114  70 189  71  68  58

FSM 156 151 189  61 106 162

Palau 100 111  21  71 105 127

PNG 113 130  85 165 138 181

Samoa  61  33  48 151  80  83

Solomon Islands  97  93 156  71  87 150

Timor-Leste 172  96 189 160  94 189

Tonga  57  51 174  36  78  48

Vanuatu  74 137  91  36 113  77

FSM = Federated States of Micronesia, PNG = Papua New Guinea.
Note: Rank out of 189 economies. Data are not available for the Cook Islands, Nauru, and Tuvalu.
Source: World Bank. 2014. Doing Business 2015. Washington, DC. 
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The lack of secure access to land also means that there is limited collateral 
available for debt financing, and the difficulty of securitizing land impedes the 
development of a mature financial system. Finally, land reform that will allow 
equal access for women would be one of the most important reforms to foster 
the development of women’s entrepreneurship in the Pacific—currently a hugely 
underdeveloped resource. 

restricted competition due to state-owned enterprise monopolies. Many Pacific 
DMCs developed state-owned enterprises (SOEs) following independence. Their 
dominant market presence subsequently inhibited the development of the private 
sector. A rationale given for establishing SOEs is that the economies of Pacific 
DMCs are so small that the private sector would only develop as monopolies. 
Instead, public monopolies have dominated in many countries, resulting in high-
cost, unreliable supplies of services. SOEs have also provided a means for the elite 
to control economic resources and reward supporters through appointments to 
the boards (ADB 2014m). There is a strong argument for privatization; however, 
careful research is needed to understand when and how privatization will 
increase the quality and reliability of services. 

For activities that provide products or services that are usually thought of as the 
province of the private sector, such as manufacturing, banking, insurance, or tourist 
accommodation, there should be no concern about price competitiveness and 
quality as long as there is no restriction on entry, i.e., there is market contestability. 
Some other activities, such as the provision of power, water, sanitation, ports, 
and roads, are sometimes considered to be natural monopolies. Although there 
is some component of natural monopoly, these kinds of services can often be 
“unbundled” into parts that can be privatized and opened to competition (such 
as the production and distribution components of power and water).

Limited access to private sector finance. Access to finance is essential to the 
development of a vibrant private sector and competitive firms. Typically, there 
are several options available to firms trying to raise capital, besides internal 
financing. These include borrowing from banks, issuing bonds, availing of trade 
credit, and selling shares. The results of the 2009 World Bank Enterprise Survey 
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show that firms in Pacific countries, on average, rely more on banks for finance 
than their East Asian peers do. More than 33% of the investment capital of Tongan 
businesses comes from banks—well above the 20% average for the region. The 
comparable figure is 32% for Fiji, 31% for Samoa, and 27% for Vanuatu. In contrast, 
the dependence on banks for investment capital is a meager 6% for the FSM and 
less than 1% for Timor-Leste (World Bank 2009). 

A recent International Monetary Fund (IMF) report opines that bank deposits 
in the FSM are invested in safe assets overseas rather than being lent to the 
private sector “apparently due to lack of bankable projects” (IMF 2013). Typically 
bank liquidity is high across the Pacific, suggesting there are funds potentially 
available for investments. Furthermore, the level of remittances is high in the 
Pacific (especially in Fiji, Samoa, Tonga, and Tuvalu), an indicator that there may 
be funds available at the household level for investment. Hometown investment 
trusts, which mobilize household funds, have been used in Japan for financing of 
small and medium-sized enterprises (Appendix 8).

Governance

Good governance is widely recognized as a vital component of an enabling 
environment for private sector growth and investment. Improvements in governance 
are, therefore, important in promoting the Pacific DMCs’ links with Asia and for 
maximizing the positive externalities of such links..

The World Bank’s Worldwide Governance Indicators provide an overview of the 
quality of governance in Pacific DMCs (Kaufmann, Kraay, and Mastruzzi 2010) 
(Table 9). The indicators are available for all Pacific DMCs except the Cook 
Islands. For each country, estimates are produced on the six aggregate indicators. 
The values range from a low of approximately –2.5 to a high of 2.5 with a mean 
of zero.
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The performance of Pacific DMCs across these indicators is mixed, but with 
no very high or very low scores. They generally perform well in the categories 
of political stability, and voice and accountability, but less well for government 
effectiveness and regulatory quality. Regulatory quality measures the ability of the 
government to formulate and implement sound policies and regulations to foster 
private sector development. Improving country performance in this area will be 
important for linking Pacific DMCs to Asia.

table 9: Governance Indicators for Pacific DMCs

Country
Government 
Effectiveness

Control of 
Corruption

Political 
Stability

Rule of 
Law

Regulatory 
Quality

Voice and
Accountability

Fiji (0.9) (0.4) 0.0 (0.8) (0.6) (0.9)
Kiribati (0.8) 0.0 1.3 0.1 (1.4) 0.8 
Marshall Islands (1.6) (0.1) 1.1 0.1 (1.0) 1.2 
FSM (0.6) (0.1) 1.2 0.0 (1.0) 1.0 
Nauru (0.7) (0.3) 1.3 0.5 (1.3) 0.7 
Palau (0.6) (0.3) 1.1 0.9 (1.0) 1.2 
PNG (0.8) (1.0) (0.6) (0.9) (0.5) 0.0 
Samoa 0.1 0.2 1.0 0.7 (0.3) 0.5 
Solomon Islands (0.8) (0.4) 0.3 (0.6) (1.1) 0.0 
Timor-Leste (1.2) (1.0) (0.3) (1.2) (1.0) 0.0 
Tonga (0.2) (0.1) 0.9 0.0 (0.6) 0.4 
Tuvalu (0.6) (0.1) 1.2 0.0 (1.0) 1.0 
Vanuatu (0.2) 0.4 1.2 0.2 (0.8) 0.5 
( ) = negative, FSM = Federated States of Micronesia, PNG = Papua New Guinea.
Note: Data for the Cook Islands are not available. 
Source: World Bank. 2014c. Worldwide Governance Indicators. www.govindicators.org/ (accessed 27 August 2014).
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The rapid growth of Asian economies and the promise of further growth 
have encouraged other countries to assess the implications for their 
future prospects. This chapter explores the opportunities that Asia’s 

rising prosperity offers for Pacific developing member countries (DMCs). The 
chapter begins to identify goods and services that hold promise for Pacific DMCs. 
It also examines the sources of Asia’s economic success, in particular the role of 
production networks and regional integration and the lessons Pacific DMCs can 
draw from this experience. 

SOURCES OF ECONOMIC GROWTH IN ASIA

The growth and development of Asia since the 1960s were unprecedented and 
resulted from a combination of factors. The East Asian Miracle study (World Bank 
1993) identified four policy determinants to explain the successful development 
of East Asia and parts of Southeast Asia from the 1970s to the early 1990s: 
(i)  export-friendly economic policies, (ii) a focus on education, (iii) market-
friendly governments, and (iv) openness to technological “catch-up” that was 
often associated with foreign direct investment (FDI). These factors largely 
relate to increasing production and productivity in these economies. Favorable 
demographics, supportive macroeconomic policies, and flexible labor markets 
helped keep real exchange rates competitive for export production, and a focus 
on trade and logistics infrastructure helped these countries realize their evolving 
comparative advantage. 

Most Asian countries started as agrarian economies. Growth in the early stages 
was fostered by the introduction of domestic reforms that aimed to enhance 
agricultural productivity and reduce the rural–urban income differential. Reforms 
to limit price distortions contributed to economic growth by drawing resources 
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to labor-intensive industries at the early stages of development and subsequently 
moving them to capital-intensive and knowledge-intensive industries. Asian 
economies have generally enjoyed comparative advantages in labor-intensive 
industries that enabled the use of their abundant endowments. However, as 
domestic wages and other costs rise, they may struggle to remain competitive 
in the absence of effective policies supporting innovation and human capital 
development. 

In How Asia Works, Studwell (2013) identifies three main drivers of development 
in East Asian economies. First, land reform combined with labor-intensive 
cultivation increased productivity and created surplus resources for investment 
in industrial development. Second, industrial development was supported by an 
active industrial policy, including trade promotion policies. Governments provided 
infant industry supports to allow fledgling enterprises to develop and learn from 
mistakes. These industries were exposed to foreign competition, which gave them 
impetus to enhance productivity as well as access to new technologies and know-
how. Industries came to develop world brands providing substantial value addition 
and, over time, developed their own technologies rather than simply assembling 
a foreign product. Third, finance sector policies offered affordable financing 
to nurture firm growth and development through the infant stage. Periods of 
government support gave them the time needed to increase scales of production 
and become internationally competitive. This strategy phased down supports over 
time to avoid creating subsidy dependence among supported industries.

In The Quest for Prosperity: How Developing Economies Can Take Off, Lin (2012) 
prescribes a similar approach to industrial development, advocating government 
actions to (i) directly encourage entrepreneurship because of the externalities 
associated with being a pioneer firm in introducing a new activity, and (ii) provide 
infrastructure—both hard (e.g., upgraded transport infrastructure in the form of 
improved roads or port facilities) and soft (e.g., improved business permit or tax 
processing or upgraded software for customs clearance)—that the new firms 
will need. However, this requires a government ability to pick winners, which 
history has shown is very rare, or a single-minded toughness to remove subsidies 
from those firms over time. Several Asian countries used industrial policies, but 
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their success depended upon the introduction of foreign technology via licensing 
and FDI, and the expansion of the absorptive capacity of local firms engaged in 
production networks.

Other important factors contributing to rapid economic growth in Asian countries 
included the development of market mechanisms (including the creation of 
effective institutions and governance systems), the ability to maintain a degree 
of flexibility in responding to changes in the external environment, and the 
capacity to channel official development assistance into sectors supporting trade 
and investment activities. 

Another factor that helped transform Asia, particularly East Asia, has been 
increasing regional integration, especially since the late 1990s (Zhang and 
Shen 2011). Regional integration went hand in hand with the development of 
extensive regional production networks. This divided the manufacturing process 
into increasingly small tasks, sometimes within companies and at other times 
involving arms-length transactions among different firms in several economies. 
As a result, intra-industry trade in parts, components, and other intermediate 
products grew strongly. For example, the share of parts and components trade in 
total manufacturing trade of the Association of Southeast Asian Nations (ASEAN), 
the People’s Republic of China (PRC), India, Japan, and the Republic of Korea rose 
from 24.3% in 1999 to 29.4% in 2006—much faster than the rise in total trade in 
these economies. Intermediate goods now constitute the majority of intraregional 
trade among these economies (Helble and Ngiang 2014).

Asia’s openness to FDI has also fostered the development of regional supply 
chains. With consistently declining transport and communication costs and 
well-developed logistics networks in East Asia, multinational companies can 
leverage vertical specialization through regional production fragmentation. As 
a result, investment by multinational companies based in Europe, Japan, the 
newly industrialized economies (NIEs), and the United States (US) has played an 
important role in the development of Asian production networks.4 Even before the 

4 The NIEs comprise Hong Kong, China; the Republic of Korea; Singapore; and Taipei,China.
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1997–1998 Asian financial crisis, the region attracted about 25% of worldwide FDI 
inflows each year. After a sharp contraction, Asia’s share of global FDI recovered 
quickly. During 2003–2012, the PRC and Hong Kong, China together accounted 
for 50%–66% of Asian FDI inflows (UNCTAD 2013). Since 2010, FDI inflows into 
ASEAN have matched the more than $100 billion entering the PRC. 

Deepening and expanding regional production networks—particularly with the 
low-income ASEAN countries, India, and the rest of South Asia—are likely to 
spur Asia’s growth in the near future. The low-income ASEAN countries also 
stand to gain from opportunities to diversify their products and markets within 
and outside the region. 

FDI inflows are generally influenced by economic factors and policy frameworks 
as well as business and trade facilitation measures. To successfully attract FDI, 
low-cost labor is not sufficient; countries must also invest in infrastructure, 
education, and skills training. Their participation in both global and regional trade 
agreements has also aided flows of intermediate goods and equipment. 

GLOBAL AND REGIONAL PRODUCTION NETWORKS

In the 1980s, multinational corporations started to adopt a fragmentation strategy, 
under which production processes were split up among locations according 
to the lowest cost. Today, regional production networks (RPNs) span Asia, 
especially East and Southeast Asia. The wide diversity of skill and wage levels 
has enhanced the specialization across these economies. Low trade costs as a 
result of trade liberalization; deregulation; and advances in technology, logistics, 
and communication services contributed to the development of RPNs. 

Trade flows created by RPNs follow a triangular pattern: (i) capital goods 
and intermediate goods are exported from Japan; the Republic of Korea; and 
Taipei,China; (ii) multinational corporations based in Southeast Asia or the PRC 
assemble final products; and (iii) these are then exported to Europe, Japan, the 
US, and other developed economies. In the future, the triangular trade pattern 
involving East Asia, the European Union (EU), and the US is likely to become 
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more circular, with increasing demand for final goods from within Asia due to 
rising incomes within the region (Helble and Ngiang 2014).

RPNs are expected to remain a source of economic growth in Asia. In countries 
with low participation in these networks, policy makers are trying to attract 
FDI related to RPNs in the hope that this will generate employment and trade. 
In addition, connecting to RPNs can help spur technology transfer and acquisition 
of management know-how. As trade costs continue to decline, RPNs are likely to 
grow to include more countries and spread to new sectors such as agriculture and 
services. Appendix 3 discusses how the development of production networks in 
Asia can create opportunities for Pacific DMCs while aiding RPNs in Asia. 

REGIONAL COOPERATION AND INTEGRATION 

The Asian Development Bank’s (ADB) Strategy 2020 states that regional 
cooperation and integration (RCI) “has vast potential for accelerating economic 
growth, reducing poverty and economic disparity, raising productivity and 
employment, and strengthening institutions” (ADB 2008b, p. 8). 

Although some important institutions for regional cooperation, such as the ASEAN 
Secretariat, have been in existence since the 1960s, these do not aim to promote 
economic integration as their primary objective. Rather, their main objective is 
to maintain regional peace and security, and manage cross-border issues and 
activities in areas such as education and training. The Asian financial crisis of 
1997–1998 triggered a proliferation of intergovernment initiatives on economic 
cooperation (ADB 2008a). Asia’s economic integration was subsequently propelled 
by market forces and unilateral economic liberalization initiatives favoring the 
establishment of regional production networks in industries such as electronics, 
automobiles, and machinery (ADB 2010).

Managing increasing regional economic interdependence has been one of the 
main factors spurring closer cooperation among Asian countries. Integration 
initiatives have focused on reducing trade and investment barriers, ensuring 
macroeconomic stability, promoting financial integration, and developing regional 
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infrastructure, as well as providing regional public goods in an expanding range 
of areas. Regional cooperation efforts have added value to national policy making 
by fostering information-sharing, helping to overcome the resistance of special 
national interests to integration, and promoting the competitiveness of domestic 
industries. 

The number of free trade agreements (FTAs) in Asia jumped from 3 in 2000 to 71 
in 2012; 64 were in effect in 2012 (Kawai and Wignaraja 2013). The proliferation 
of FTAs among Asia’s largest economies has been attributed to a lack of progress 
at the multilateral level and the emergence of the world’s mega trade blocs (e.g., 
the EU, Mercosur, and the North American Free Trade Agreement [NAFTA]) 
(Zhang and Shen 2011). 

The rise of the EU and NAFTA spurred fear among the Asian economies that 
they would be excluded from some of the benefits of globalization. The 1997–
1998 Asian financial crisis created a sense of shared economic interests because 
of greater understanding of their degree of interdependence accompanied by 
rising sentiment that the region needs to establish intraregional mechanisms 
for economic management (Kawai 2005). Pressure from the private sector 
has been a final factor contributing to the rapid proliferation of FTAs in Asia. 
The Asian private sector and multinational corporations saw great advantages in 
comprehensive “deep” integration in the region to enhance sourcing opportunities, 
increase competitiveness, and benefit from economies of scale. These demands 
were consistent with the outward-oriented development strategies adopted by 
most of the region’s governments.

While in the first decade of the 21st century many Asian countries chose to sign 
bilateral trade agreements, Asia is increasingly looking to regional solutions. 
Sometimes labeled “new regionalism,” this focus is expected to remain prominent 
for the next two decades (Plummer 2012). The economic rationale for a more 
regional approach is that regional accords are more efficient than bilateral ones.

Empirical studies on bilateral FTAs in Asia suggest that they have had or will 
have a positive effect on the welfare of parties, and have small negative effects 



43Asia’s Growth and Opportunities for the Pacific

on the rest of the world due to trade diversion effects. However, these FTAs have 
shortcomings: (i) rules of origin in bilateral agreements have been detrimental to 
trade and investment because of excessive bureaucracy, overlapping rules, and 
the potential for investment diversion; and (ii) asymmetries in size and economic 
power—and among special-interest groups acting in these countries—can lead to 
imbalanced outcomes. As a result, smaller bilateral FTAs can be ineffective (e.g., 
little change in trade prompted by the agreements), particularly if procedures are 
cumbersome. Bilateral FTAs have fallen short as a way of advancing international 
and regional production networks, which seem to require a more regional 
approach. Outward-oriented regional FTAs that minimize discrimination against 
nonmembers, adopt cumulative rules of origin, and have open membership clauses 
have been found to facilitate international production networks (Plummer 2012). 

Asia’s openness to regional cooperation, reflected in its bilateral and multilateral 
trade and investment initiatives, aims to keep discrimination against nonmembers 
to a minimum (Organisation for Economic Co-operation and Development 
[OECD] 2014). The marked diversity in economic systems, governance structures, 
and levels of economic development among Asian countries imposes the need 
to use a flexible approach to regional cooperation and allow members to deepen 
cooperation by moving ahead selectively. Countries that are less ready to integrate 
are allowed more time, and liberalization is permitted to proceed across a range 
of areas—a multispeed, multitrack approach. In contrast to the EU, regional 
cooperation in Asia has not followed a “grand plan” for integrating the economies; 
rather, it has responded to emerging needs on a case-by-case basis and, so has been 
generated from the bottom up (Pomfret 2004).5

The need to better represent local interests in global institutions is another 
important reason for cooperation among Asian countries. Strengthening Asia’s 
regional voice helped ensure that its views and development priorities are reflected 
in global discussions. However, the voice given to Asian countries in international 
fora has not risen proportionally to the region’s economic weight. In this respect, 

5 Pomfret (2004) notes that regional cooperation in Europe has been largely following the 
scheme introduced in the 1960s by Bela Balassa, according to which the final goal is to reach 
political integration (by sequentially creating a free trade area, a customs union, a common 
market, and complete financial integration).
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Asian regionalism is a complement to—not a substitute for—globalization. Box 3 
considers whether the ASEAN experience might provide important insights on 
how to advance RCI in the Pacific.

OPPORTUNITIES FOR PACIFIC ECONOMIES

If Asian economies continue their recent growth path, Asia will produce more 
than half of total global output (in purchasing power parity terms) by 2050 
(ADB 2011). This is a remarkable increase from its share of about one-third of 

Box 3: The Success of the Association of 
Southeast Asian Nations as a Regional Community
First established in 1967 by Indonesia, Malaysia, the Philippines, Singapore, and Thailand, 
the membership of the Association of Southeast Asian Nations (ASEAN) expanded 
to include Brunei Darussalam in 1984, and Cambodia, the Lao People’s Democratic 
Republic, Myanmar, and Viet Nam in the late 1990s. Comprising 10 countries, ASEAN 
is today the largest Asian community and is active on behalf of its members in various 
political and economic fields (Das et al. 2013). 

Initially conceived as a bulwark to protect members’ sovereignty from the superpowers 
in the Cold War era, ASEAN has expanded its scope by focusing on economic and social 
issues associated with the changes in the international economy. The organization has 
played a leading role in promoting economic integration and growth in the region, and 
the economic performance of the larger original ASEAN members has been remarkable. 
During 1992–2012, annual gross domestic product growth averaged 6.2% in Singapore, 
5.7% in Malaysia, 4.7% in Indonesia, and 4.2% in the Philippines and Thailand, respectively. 
The ASEAN Economic Community, which will be established in 2015, will create a single 
market and production base that will further facilitate regional integration. 

ASEAN members differ in their level of economic development, economic size, 
endowments, and market openness. Despite these differences, ASEAN has successfully 
identified common interests of members, provided a platform to facilitate cooperation, 
and consolidated rules to improve efficiency. The ASEAN Trade in Goods Agreement, 
the Protocol to Implement the Seventh Package of Commitments under the ASEAN 
Framework Agreement on Services, and the ASEAN Comprehensive Investment 
Agreement were all concluded at the 14th ASEAN Summit in Thailand in 2009 to govern 
the economic affairs of the members. These agreements are expected to pave the way for 
a predictable and efficient single market in the region.

Continued on next page
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global output in 2010.6 ADB’s projections indicate that, despite a sizable increase 
in population, the average per capita income of Asian citizens is expected to rise to 
more than $40,000 per annum by mid-century—marked by a significant increase 
in their quality of life—to reach approximately the level enjoyed by European 
citizens today. It would be optimistic to assume that Asia’s growth path will 
continue as it has since the mid-1990s, as Asia’s growth is not preordained. It will 
require continuing domestic structural reforms accompanied by initiatives for 
regional cooperation to sustain economic development. ADB (2011) concludes that 
realizing the Asian Century requires a set of policies that promote technological 
progress, nurture the expansion of the middle-income class, and support human 
capital development.

6 In particular, ADB projects an average 5.3% annual increase in the gross domestic product 
(GDP) of Asian countries between 2010 and 2050, against a world average growth of 4.0%.

Box 3 continued ...

In addition to the role of uniting Southeast Asian countries, ASEAN has acted as a 
representative of the region to negotiate free trade agreements (FTAs) with nonparty 
countries (Australia, the People’s Republic of China [PRC], India, Japan, the Republic 
of Korea, and New Zealand). These FTAs successfully fostered ASEAN’s regional 
integration and helped create a favorable environment for the multinational companies 
of these large countries to expand their production lines in ASEAN countries, thereby 
facilitating the formation of production networks in Asia and the Pacific.

ASEAN has also played a larger role in promoting regional integration beyond its members. 
At the 20th ASEAN Summit (held at the end of 2012), it was agreed to launch the 
negotiation of the Regional Comprehensive Economic Partnership among the ASEAN 
members, Australia, the PRC, India, Japan, the Republic of Korea, and New  Zealand. 
The first round of negotiations started in May 2013 and a comprehensive, high-quality, 
and mutually beneficial economic partnership agreement is expected to be concluded in 
2015 (Das et al. 2013). 

ASEAN is an example of a successful regional economic integration, including for small and 
medium-sized countries. It also demonstrates the use of group power to negotiate FTAs 
with large countries and to accentuate the members’ importance in production networks. 

Source: S.B. Das, J. Menon, R.C. Severino, and O. Lal, eds. 2013. The ASEAN Economic Community: A Work in 
Progress. Singapore: Asian Development Bank–Institute of Southeast Asian Studies. 
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The study identifies four trends underlying Asia’s future economic development 
of particular relevance for the Pacific region: (i) continued strong and sustained 
economic growth; (ii) a rising middle-income class, which will create huge 
domestic markets as the region’s affluent population is expected to reach 
3 billion by 2050; (iii) an aging population, with the proportion of people older 
than 65 years expected to increase more than threefold between 2010 and 2050; 
and (iv)  rapidly expanding urbanization, with about two-thirds of Asia’s total 
population concentrated in urban areas by 2050. To this is added the lessons 
that the Pacific can learn from Asia’s experiences in RCI. These trends and their 
implications for the Pacific are now discussed in more detail. 

Continued Strong Economic Growth Expected in Asia

Asia’s continued strong economic growth is essential for strengthening the links 
between Pacific economies and Asia. First, the expansion of Asian economies is 
expected to be translated into growing demand for Pacific goods and services. This 
is particularly the case for tourism—an important engine of growth in many Pacific 
DMCs—which stands to benefit from an increasing number of tourist arrivals from 
Asia. Second, as noted earlier in the chapter, RPNs could serve as a mechanism 
through which Asia’s continued strong economic growth upholds the links between 
Pacific economies and Asia. If Asia’s growth is sustained, multinational corporations 
will be motivated to explore new possibilities for expanding RPNs by enlisting new 
outsourcing partners, material sources, and locations. Asian production networks 
could extend to the Pacific, especially in the relatively larger and closer Pacific 
economies. Third, continued economic growth in Asia is seen to lead to a sustained 
increase in financial reserves. This can lead to an influx of foreign investment from 
Asia to Pacific DMCs, mostly in tourism, mining, and agriculture. 

Asia is expected to show sustained and relatively rapid growth through 2030. 
The  long-term growth projections of population and gross domestic product 
(GDP) of major Asian economies are summarized in Appendix 1, Table A1.3. 
By 2030, the output of Asian economies is projected to have grown almost fourfold 
and GDP per capita in Asia to more than double the 2010 levels. Asia’s share of 
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global output is projected to rise to 38.5% in 2030 from 27.9% in 2010, with the 
biggest growth in share seen in the PRC.

The PRC’s GDP growth has been one of the highest among major economies—
exceeding 10% annually during 1990–2010. However, with gradual decline in 
the size of its labor force and moderating productivity growth, the PRC’s growth 
rate is projected to decelerate. From an annual average growth rate of 8.0% in 
2010–2020, the PRC’s growth is expected to slow to about 6.0% during 2020–
2030 (Figure 4). India, on the other hand, is expected to emerge from its current 
slowdown, with growth expected to rise above past averages. Average growth in 
2010–2020 is expected to rise above 8.0%, from about 6.2% in 1990–2010, before 
slightly decelerating to about 7.6% in 2020–2030. The growth will mainly be 
driven by strong labor force growth combined with a shift in employment from 
agriculture to industry and services. 

Growth in the ASEAN economies is expected to continue at a relatively fast pace, 
ranging from 4.0% for the high-income countries to more than 7.0% for the least-
developed countries. In the NIEs, growth is forecast to slow as their income levels 
reach those of developed economies. In contrast, the growth rates of developed 
economies are expected to remain at levels similar to their long-term historical 
averages. 

Investment and productivity improvements are seen to continue to propel 
economic growth in Asia (Figure 4). Research suggests that capital accumulation 
has played a crucial role in growth in ASEAN and the PRC, while in India and the 
US economies, productivity growth is understood to be the main growth driver. 
Given the expected slowdown or even reversal of population growth in Asia, the 
contribution of an expanding labor force is projected to play a minor role or even 
have a detrimental impact on growth toward the end of the projection period—
particularly in the case of the PRC. The benefits of the “demographic dividend”—
which helped propel growth in many Asian economies in recent decades—will 
wane as populations age and some countries face challenges in maintaining their 
labor forces. In addition, Asia stands to build upon its past economic achievements 
in attracting investment and becoming the primary home for global manufacturing 
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by also transforming itself into a main global center for consumption (Helble and 
Ngiang 2014).

Given the increasing share of Asia in global GDP, simulations suggest that Asia’s 
share in world investment will increase from about one-quarter in 2010 to nearly 
one-half in 2030 (ADBI 2014). The strong investment activity will translate into 
a high demand for services such as engineering, architecture, and finance. This is 
seen to prompt additional structural transformation in Asian economies. General 
equilibrium simulations also suggest that agriculture will continue to diminish 
in importance in Asian economies, while services will come to represent an 
increasing share of economic activity and employment (Figure 5). The emergence 
of more middle-income class households combined with high demand for capital 

Figure 4: Drivers of Economic Growth in Selected Economies (percentage points)
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ASEAN = Association of Southeast Asian Nations, PRC = People’s Republic of China, US = United States. 
Source: Asian Development Bank Institute. 2014. ASEAN, PRC, and India: The Great Transformation. Tokyo. 
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Figure 5:  Production by Sector in the Association of Southeast Asian Nations, 
the People’s Republic of China, and India (% share)
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ASEAN = Association of Southeast Asian Nations, PRC = People’s Republic of China.
Source: Asian Development Bank Institute. 2014. ASEAN, PRC, and India: The Great Transformation. Tokyo.

goods and equipment is expected to maintain a relatively large manufacturing 
share in GDP and employment in Asia. 

These ongoing transformations in Asian economies carry profound implications 
for the economies of the Pacific. A primary purpose of this book is to explore likely 
changes and the policy and institutional factors seen as driving the future course 
of Asia–Pacific economic integration.

Asia’s continuing growth will also change financial flows. The high savings 
rates in many Asian economies will push the world savings rate up from 22% 
in 2005 to 25% by 2020 (Petri 2008). The high level of savings in Asia is seen to 
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support growth in the region and spur its further development as an important 
international financial center. Asia’s governments and private companies will 
become increasingly important as issuers and owners of financial assets. Asian 
financial institutions should become increasingly important intermediaries, 
facilitating higher financial flows and serving the needs of a growing number of 
regional clients (ADBI 2014). The Pacific can benefit from these developments 
through lower financing costs for infrastructure and other projects, business 
capital, and improved access to financial services through Asia-based banks. 
The increase in competition for new financial markets could extend to Pacific 
DMCs, and lead to better access to financial institutions for once-remote Pacific 
economies. 

Asia’s economic growth will also be increasingly felt in the world commodities 
and energy markets. Prices of primary goods increased, quickly recovering 
from the global financial and economic crisis of 2009–2013, and simulations 
suggest that world food and energy prices will continue to rise over the long 
run (Figure  6). This would carry major consequences for the Pacific (ADBI 
2014). It  is expected that the demand for primary materials will be robust as 
long as the emerging economies continue to grow. However, economic growth 
today depends less on natural resources than before. New energy-saving and 
renewable energy technologies are being developed—including technologies 
for extracting natural gas from oil shale, which have reduced the pressure on 
the energy markets. Resource-exporting Pacific countries will clearly benefit, 
while oil-importing economies may suffer unless they shift to renewable energy 
sources. In relation to rising demand for resources, it needs to be recognized that 
the growth strategies of Asian economies are adjusting to more environmentally 
sustainable paths, emphasizing increased resource efficiency. This could reduce 
demand growth and provide positive spillovers to the Pacific as it seeks to develop 
within its fragile ecosystems. 

Economic growth in Asia will also translate into increased greenhouse gas 
emissions. It is expected that Asia’s share of global carbon dioxide (CO2) 
emissions will increase from one-third now to almost half by 2030 (ADB–ADBI 
2013). The region will thus become the fastest-growing emitter of greenhouse 
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gases worldwide. The rapid increase in CO2 emissions is driven by various 
factors beyond economic growth, such as the steady rise in urban populations, 
the increase in energy use, and the surge in the size of the vehicle fleet. As 
scientific evidence shows, cumulative emissions of CO2 are a good predictor of 
global warming by the late 21st century and beyond (Intergovernmental Panel 
on Climate Change, 2014). In Asia and the Pacific, the effect of global warming 
will be felt differently in different countries. Climate change will constitute a 
severe risk to growth, especially for low-lying and coastal areas. Small-island 
economies are most vulnerable, and substantial mitigation efforts are needed to 
limit the possible damage. Appendix 4 provides further information on climate 
change responses in the Pacific. 

Figure 6:  Share of Global Commodity Demand of the Association of Southeast 
Asian Nations, the People’s Republic of China, and India (%)
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ASEAN = Association of Southeast Asian Nations, PRC = People’s Republic of China.
Source: Asian Development Bank Institute. 2014. ASEAN, PRC, and India: The Great Transformation. Tokyo.
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Growing Middle-Income Class

With the substantial increases in GDP per capita in Asia in the coming years, it is 
expected that the number of middle-income consumers in ASEAN, the PRC, and 
India will grow to 2.6 billion (Figure 7). This would represent about 72% of Asia’s 
population—up from 12% in 2010. Half of the world’s middle-income class people 
will live in ASEAN, the PRC, and India by 2030 (ADBI 2014). 

The consumption patterns of middle-income class households differ from country 
to country, but usually include expenditure on improved housing (both larger 
and better-quality housing), and better food and nutrition, clothing, and digital 
technology. In most countries, middle-income class households have improved 
access to publicly or privately provided education, health and dental care, and 
transport. Middle-income class consumers also tend to spend more on long-
distance communication and transport services to connect with families and 
friends or take overseas vacations. Asia’s rising demands for these goods and 
services can be expected to generate supplies of products and services tailored 
to their budgets and preferences. 

Figure 7:  Size of the Middle-Income Class Worldwide (millions of people)
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The rising importance of Asia in the global economy holds several important 
implications for the long-term growth trajectory of Pacific DMCs. The growing 
Asian middle-income class creates a vast market that Pacific DMCs could serve with 
specialized niche-market goods and services. Strong growth in Asian demand for 
income-elastic products and services such as tourism or medical travel could also 
create opportunities for Pacific providers of such goods and services. According to 
the United Nations World Tourism Organization (2014), about 94 million people 
from the PRC traveled abroad for vacations in 2013; in 2009, the number was only 47 
million. This rapid growth suggests how quickly increasing incomes could translate 
into growing demand for Pacific products and services. Expanding tourism demand 
has already seen rising tourist arrivals from Asia to the Pacific. Rising incomes 
should also add to the demand for aquaculture products—a major source of income 
for many Pacific economies. However, in an environment of declining stocks of many 
marine species, stronger demand should lead to higher prices for marine products.

Increasing Urbanization

Urbanization is an integral part of Asia’s impressive economic growth. On average, 
cities are more than twice as productive as surrounding areas, as urban areas and 
their denser populations facilitate the production of a greater variety of goods 
and services at lower cost. Asia’s urbanization has been faster than the earlier 
urbanization of Europe and North America. Still, the share of the total population 
in Asia’s urban areas remains relatively low; in 2010, 43% of Asia’s population lived 
in urban areas compared with 52% for the world as a whole. 

In 2010, the total urban population of the Asia and Pacific region was about 
1.6 billion. It is expected that the region’s urbanization will increase to 63% by 
2050 (ADB 2011a). In the PRC, the urban population is projected to rise from 49% 
in 2010 to 77% by 2050. The world’s urban agglomerations will be increasingly 
dominated by Asian countries. The United Nations (2011) projected that, by 2025, 
7 of the world’s 15 largest cities will be in Asia, including New Delhi (33 million), 
Shanghai (28 million), Mumbai (27 million), and Beijing (23 million). Tokyo will 
remain the world’s largest city (39 million). Trends toward urbanization have also 
been observed in the Pacific.
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The movement away from rural areas in Asia and reduced dependence of family 
consumption on farm produce, as well as the increased incomes associated with 
rural–urban migration, will lead to changes in tastes and greater demand for more 
diverse foods. This will open up export possibilities for Pacific DMCs. As Asia’s 
urbanization proceeds, the demand for vacation and overseas retirement could 
also increase rapidly. Health, agriculture, and tourism services in Pacific DMCs 
could benefit from Asia’s urbanization.

Demographic Shift

Since the mid-1990s, Asia’s working-age population has expanded by only 2% a 
year (well below historical rates), with associated increases in employment. Over 
the next few decades, most Asian economies expect to have declining birth rates 
and aging workforces. In the PRC and Southeast Asia, working-age populations 
will peak and begin to decline from about 2020. The fall in labor supply will open 
up possibilities for foreign workers in some countries. 

Rapid population aging in the PRC, Japan, Malaysia, and the NIEs will expand 
markets for products and services tailored to the elderly. The Pacific islands 
could serve as retirement destinations by providing incentives in the form of 
tax advantages, visa status, and other services. However, the provision of skilled 
nursing staff as well as medical skills of equivalent quality to those provided in the 
home countries would be required. Asian language skills would also be helpful.

Investment in nursing schools and, more generally, education systems in Pacific 
DMCs could generate high returns as they could provide skilled workers to assist 
Asia’s increasing elderly population. Thus, aging Asian populations open the 
possibility for citizens of Pacific DMCs to migrate and send remittances. 

In summary, growth in Asian economies offers increased opportunities for Pacific 
economies to integrate with larger, fast-growing economies. The lesson from 
history is that integration between small, slow-growing economies yields poor 
results compared with integration with large, emerging, or developed economies. 
The challenge for Pacific economies will be to complement their intraregional 
integration by taking full advantage of the opportunities offered.



PART II  
LINKS BETWEEN PACIFIC 
ECONOMIES AND ASIA





This chapter reviews trends in import and export flows between Asia and 
the Pacific since the mid-1990s. Both trade in goods and services are 
considered, with services focusing on tourism and aviation.

TRADE IN GOODS

Although Australia and New Zealand remain the largest trading partners of the 
Pacific developing member countries (DMCs), trade between the Pacific and Asia is 
growing rapidly. Most trade is concentrated in the larger Pacific countries—Fiji and 
Papua New Guinea (PNG). An analysis by the Asian Development Bank (ADB) found 
that trade between the South Pacific and Asia is also increasing quickly (ADB 2013e). 

General Trade Patterns

Most Pacific DMCs have large trade deficits that are commonly funded by aid and 
remittances. The majority of these economies has little domestic processing, so 
much of what they consume is imported. During 2001–2010, PNG accounted for 
almost 60% of Pacific DMCs’ trade with the rest of the world and Fiji accounted for 
almost 25%. With rich mineral resources and significant cash crop exports, PNG is 
the only economy that has sustained a trade surplus (Table 10). Nauru had trade 
surpluses in 2008–2012 with the resumption of secondary phosphate production. 
Although Timor-Leste produces petroleum products, they are not included in 
the country’s exports, making it a net importer of goods.7 The persistently large 
trade deficit is greatly exceeded by income from oil and gas royalties (ADB 2014l). 

7 Sugden (2012) notes that there are almost no direct links between the petroleum industry and 
the rest of the economy because all petroleum production comes from offshore reserves that 
are jointly managed with and largely serviced from Australia. Most revenues from petroleum 
are saved offshore in the Petroleum Fund of Timor-Leste, which is the main source of funds for 
government spending. 
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The exports of most Pacific DMCs are concentrated in primary commodities, but 
apart from sugar refining in Fiji, fish canning in PNG and Solomon Islands, and tuna 
loining in the Marshall Islands, there is little processing of primary commodities 
(Table 11). There is very limited trade within the Pacific, as the island economies 
largely produce the same primary commodity exports. The exceptions are exports to 
the smaller island Pacific DMCs from the more advanced economies of Fiji and PNG. 

Garments are manufactured in a few Pacific DMCs, e.g., Fiji and Palau, but this 
activity was the outcome of trade preferences granted by Australia, New Zealand, 
and the United States (US). Similarly, the manufacture of automotive parts by a 

table 10:  Importance of Trade in Pacific DMCs  
(average value of trade as a share of GDP)

1996–2000 2008–2012

Country Exports Imports
Trade 

Balance Exports Imports
Trade 

Balance

Cook Islands  5.0  51.7 (46.7)  1.6  38.6 (37.1)

Fiji 32.0  47.0 (15.0) 27.2  58.1 (30.9)

FSM  3.7  29.7 (26.0)  8.6  60.2 (51.6)

Marshall Islands 18.4  88.5 (70.2) 21.9  97.2 (75.3)

Kiribati  8.8  56.5 (47.6)  4.2  53.7 (49.5)

Nauru 130.5 136.5 (5.9) 182.1 102.2 79.9

Palau  9.3  76.7 (67.3)  9.1  55.2 (46.2)

PNG 51.3  29.8 21.5 56.0  34.9 21.2

Samoa  6.6  43.8 (37.3)  3.2  45.1 (41.8)

Solomon Islands 40.1  36.1 4.0 45.2  61.0 (15.8)

Timor-Leste 11.7  37.2 (25.5)  1.0   7.0 (6.0)

Tonga  5.2  35.8 (30.6)  2.8  44.3 (41.4)

Tuvalu  1.1  47.6 (46.4)  0.8  63.1 (62.2)

Vanuatu 11.7  35.5 (23.8)  8.2  43.1 (34.9)

( ) = negative, FSM = Federated States of Micronesia, GDP = gross domestic product, PNG = Papua New Guinea.
Notes: 1996–2000 values for Timor-Leste refer to 2001–2005 and for Nauru to 2003–2007; 2008–2012 values for FSM 
refer to 2008–2011, and for the Marshall Islands to 2008–2009. 
Source: Asian Development Bank. 2014. Key Indicators for Asia and the Pacific 2014. Manila. 
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Japanese company in Samoa came about because of preferential entry granted 
by Australia. These activities have been declining as the trade preferences have 
come down.

Duncan (2014) argues that Pacific DMCs are in a “low product value trap,” 
exporting mainly unprocessed primary commodities or being heavily dependent 
upon the use of their natural resources for tourism. 

Diversification of exports is often an important objective to help to balance 
fluctuations in global demand. However, more diverse exports can also mean 

table 11: Major Pacific Export Products and Destinations by Value

Country Major Merchandise Exports Major Export Destinations

Cook Islands Copra, fruit, fish, pearls Japan, PRC, New Zealand, 
Australia

Fiji Bottled water, sugar, fish, garments, gold, timber US, UK, Australia

Kiribati Copra, marine products Australia, PRC

Marshall Islands Copra, coconut oil US, Australia, Japan

FSM Fish, marine products US, Japan

Nauru Phosphate Republic of Korea, Australia, 
India, New Zealand

Palau Fish, marine products, copra, garments Japan, Pakistan, Republic of 
Korea, Germany

PNG Gold, copper, palm oil, coffee, cocoa Australia, Japan, PRC, Germany

Samoa Fish, coconut oil, copra, taro, automotive parts, 
garments

Australia, US

Solomon Islands Logs, fish, cocoa, copra PRC, Thailand, Australia

Timor-Leste Oil, coffee, sandalwood, marble US, Germany, Indonesia

Tonga Squash, nonu, vanilla, kava, cassava US; Hong Kong, China; Japan

Tuvalu Copra, handicrafts Japan

Vanuatu Copra, cocoa, kava, beef Thailand, Japan, Philippines

FSM = Federated States of Micronesia, PRC = People’s Republic of China, PNG = Papua New Guinea, UK = United Kingdom, 
US = United States.
Source: Asian Development Bank. 2012. Key Indicators for Asia and the Pacific 2012. Manila. 
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lower efficiency and economies of scale, which can be a particular concern in 
small economies. The degree of diversification since 2001 has decreased for some 
Pacific DMCs; however, the number of trading partners increased rapidly during 
1990–2010, indicating a broader and more diversified trading relationship with 
the rest of the world (Figure 8). The number of countries Pacific DMCs exported 
to rose from 87 in 1990 to 157 in 2010, while import partners rose from 101 to 175 
over the same period. 

Value and Direction of Merchandise Trade 

After growing slowly during 1990–2000, Pacific DMCs’ trade increased rapidly 
over the next 13 years, from about $4.9 billion in 2000 to $30.7 billion in 2012 
(Figure 9 and 10). Although Pacific trade in goods and services is equivalent to 
less than 1% of total Asian goods and services trade, small changes in the value 
and direction of trade with Asia can have a significant impact on Pacific DMCs, 
especially the smaller economies. 

Exports of Pacific DMCs have increased substantially, to $7.8 billion in 2012 from 
$2.0 billion in 2000 (Figure 9). This is despite the global financial and economic 
crisis, which caused total exports to fall from about $8.0 billion in 2008 to 
$5.3 billion in 2009. Since 2010, exports have recovered, and by end-2012 were 
almost back to precrisis levels. 

Despite the marginal increase in Asia’s share in total Pacific exports from 45.3% in 
1990 to 46.7% in 2012, Asia remains the biggest market for Pacific exports, followed 
by Australia and New Zealand (24.2%) (Table 12). Pacific trade in goods has also 
shifted away from Europe and the US toward Asia and other parts of the world.

Pacific DMCs’ imports grew more than twice as fast as exports. The total value of 
imports increased almost eightfold, from about $2.9 billion in 2000 to $22.9 billion 
in 2012 (Figure 10). The global financial and economic crisis only resulted in a 
minor decline in imports in 2010, which was quickly corrected in 2011. 
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Figure 8: Number of Trading Partners of Pacific Economies
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Figure 10:  Sources of Pacific Imports ($ billion)
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Figure 9: Destinations of Pacific Exports ($ billion)
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table 12:  Direction of Trade of Merchandise Imports of Pacific Economies  
(% of total merchandise imports)

Origin

Asia Europe Americas Oceania
Rest of the 

World

Destination 1990 2012 1990 2012 1990 2012 1990 2012 1990 2012

Cook Islands  1.9  0.7 32.5 0.0  5.4  2.1 51.1 92.4  9.2  4.8

Fiji 26.4 56.1  5.6 2.1 13.4  3.3 44.1 30.5 10.5  8.2

Kiribati 14.4 77.4  6.0 0.5 49.0  3.9 30.6 17.8  0.1  0.3

Marshall Islands 18.5  8.6  0.0 0.0 74.9 24.5  5.5  6.5  1.2 60.3

FSM 19.7 28.6  0.0 0.0 72.1 55.8  2.6  4.0  5.6 11.6

Nauru 31.2 17.2  7.4 0.7  0.6  6.2 58.6 75.5  2.2  0.4

Palau 98.5 90.4  0.9 0.4  0.0  0.0  0.3  9.1  0.3  0.1

Papua New Guinea 29.4 44.3  7.0 7.1 11.5  5.2 50.2 39.0  1.9  4.6

Samoa 24.6 44.1  6.6 1.6  7.0  5.7 45.9 46.1 15.9  2.7

Solomon Islands 41.1 52.9  6.4 4.3  6.1  1.4 45.1 38.5  1.3  2.8

Timor-Leste 92.6 93.1  6.2 0.6  1.0  0.2  0.1  5.2  0.0  0.8

Tonga 16.9 20.2  1.8 1.2 10.3 10.1 62.6 67.3  8.4  1.3

Tuvalu 29.8 80.4 33.9 1.0  0.0  0.3 35.8 18.1  0.5  0.2

Vanuatu 62.7 54.5 21.9 2.2  2.3 15.0 12.4 26.3  0.6  2.1

Pacific regional 
average (weighted) 33.9 48.8 7.9 5.0 12.1 5.6 40.3 35.3 4.6 4.6 

0.0 = magnitude is less than half of the unit employed, DMC = developing member country, FSM = Federated States of 
Micronesia. 
Note: Data for 2012 refer to 2011 for the Cook Islands and the FSM, and 2006 for the Marshall Islands. Data for 1990 refer 
to 2003 for Timor-Leste and to 2001 for Kiribati, Palau, Nauru, and Tuvalu. Data for Palau are based on reporting partner 
country data. Americas refers to North America and Central America. Oceania refers to Australia and New Zealand.
Sources: Authors’ calculations using International Monetary Fund. 2013. Direction of Trade Statistics. Washington, DC. For the 
Cook Islands, the FSM, and the Marshall Islands: economy sources.

The Pacific’s imports from its traditional trade partners—Australia and New 
Zealand—quadrupled from $1.1 billion in 2000 to $4.2 billion in 2012 (Figure 10). 
Over the same period, Asia’s share in total Pacific imports rose from 41% to 68%, 
and is now 3.8 times the combined share of Australia and New Zealand, which 
was 18% in 2012. Details of trade flows are presented in Tables 12 and 13. 
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table 13:  Direction of Trade of Merchandise Exports of Pacific Economies  
(% of total merchandise exports)

Destination

Asia Europe Americas Oceania Rest of the World

Origin 1990 2012 1990 2012 1990 2012 1990 2012 1990 2012

Cook Islands 55.4 74.4  0.0  0.0  6.2  2.9 32.4  5.9  6.1 16.8

Fiji 10.6 12.8 23.3  3.6 10.6 15.3 29.3 50.0 26.2 18.2

Kiribati 13.0 88.1 77.8  1.8  8.9  1.6  0.3  2.5  0.1  6.1

Marshall Islands ... ... ...  ... ... ...  ...  ...  ... ...

FSM 88.9  4.1  0.0  0.0 10.7 40.0  0.4  4.7  0.0 51.2

Nauru 11.2 47.9  1.1  0.1  2.2  0.6 84.3 15.8  1.2 35.7

Palau 98.4 99.0  0.9  0.5  0.0  0.0  0.1  0.0  0.6  0.5

Papua New Guinea 44.9 22.0 24.7 47.3  2.7  0.9 27.2 29.4  0.5  0.3

Samoa 11.2  8.9 18.0  0.6  6.1  2.1 58.4 79.0  6.3  9.5

Solomon Islands 59.8 60.5 21.1  9.6  3.6  0.3 11.0 24.0  4.5  5.6

Timor-Leste 96.1 98.5  3.1  1.0  0.4  0.2  0.1  0.3  0.3  0.1

Tonga 30.1 31.1  1.6  2.7 25.9 16.7 40.3 47.7  2.0  1.7

Tuvalu  0.3 93.3 43.7  0.9  0.0  0.0 56.0  3.8  0.0  1.9

Vanuatu 22.8 88.5 58.2  1.3  3.9  1.1 14.3  7.5  0.9  1.6

Pacific regional 
average (weighted) 36.7 28.2 24.0 37.0 5.0 2.3 26.4 29.2 7.0 2.9 

... = not available, 0.0 = magnitude is less than half of the unit employed, FSM = Federated States of Micronesia. 
Note: Data for 2012 refer to 2011 for the Cook Islands and the FSM, and 2006 for the Marshall Islands. Data for 1990 refer to 
2003 for Timor-Leste and 2001 for Kiribati, Nauru, Palau, and Tuvalu. Data for Palau are based on reporting partner country 
data. Americas refer to North America and Central America. Oceania refers to Australia and New Zealand.
Sources: Authors’ calculations using International Monetary Fund. 2013. Direction of Trade Statistics. Washington, DC; and 
national statistics and economic reporting for the Cook Islands, the Marshall Islands, and the FSM.

The Pacific DMCs’ trade deficit with Asia surged from about $354 million in 2000 
to $12.0 billion in 2012, as imports from Asia grew much faster than exports to 
Asia. Pacific DMCs have benefited from Asia’s increasing competitiveness by 
importing more goods from the region. 

Among the Asian economies, the People’s Republic of China (PRC) is the largest 
trade partner of most Pacific DMCs. Trade between the PRC and Pacific DMCs 
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has increased substantially in recent years, albeit from a low base. The PRC trade 
is most significant for Pacific countries experiencing resource-based growth. The 
PRC’s imports from the Pacific DMCs increased almost fivefold from $214.9 million 
in 2000 to $1.1 billion in 2012 (Appendix 1, Table A1.4). However, imports have 
been concentrated from a few countries and a few commodities (fuel from PNG 
and logs from Solomon Islands). Fiji’s exports to the PRC were once significant 
(about $10 million worth of agricultural goods in 1995), but declined substantially 
in the 2000s before recovering to $22 million in 2012. More remarkable was the 
increase in the PRC’s exports to Pacific DMCs—from $50.8 million in 2000 to 
$1.4 billion in 2012 (Appendix 1, Table A1.5). The commodities that Pacific DMCs 
import from the PRC are more diverse, although they mostly consist of capital 
goods and industrial supplies.

During 1995–2011, Pacific trade with the Association of Southeast Asian Nations 
(ASEAN) increased almost sevenfold; however, it was concentrated in a few 
countries and the growth is largely due to increased trade in primary commodities. 
Trade with Fiji, PNG, and Vanuatu accounted for more than 90% of total trade 
with ASEAN (Appendix 1, Table A1.6). 

India’s trade with Pacific countries is smaller than that of ASEAN and the PRC. 
As with ASEAN and the PRC trade, it is concentrated in a few countries, with 
PNG and Fiji accounting for more than 90% of total Indian trade with the Pacific 
(Appendix 1, Table A1.7). 

In summary, the volume and value of Pacific trade are rising, and an increasing 
proportion of that trade is with countries in Asia. However, the trade is largely 
focused on a few countries, with Pacific exports also dominated by a few 
commodities—largely primary commodities. Analysis suggests that trade relations 
with Asia have become much more important to Pacific DMCs, and that Pacific 
DMCs’ prospects for future growth may be closely related to expanding and 
deepening these trade links (see Gravity Analysis in Appendix 5). 
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TRADE IN SERVICES 

Trade in services, mostly tourism, constitutes a key part of Pacific DMC economies, 
and is the focus of this section. Data on trade in other services are sparse and do 
not allow for systematic analysis. 

Tourism

The number of recorded international tourist arrivals increased rapidly during 
1995–2005, and has built steadily subsequently (Table 14). However, the validity 
of these recorded tourist flows is open to considerable doubt. The United Nations 
World Tourism Organization (UNWTO) statistics on the number of tourists are 
based partially on self-declaration of visitors. In some cases, business travelers 
might declare themselves as tourists to accelerate visa procedures. 

With the increase in the number of international visitors, receipts from tourism 
also increased. Pacific DMCs’ total annual receipts from tourism averaged about 
8% of annual GDP during 2003–2008, but fell to less than 7% in 2011.8 The regional 
average, however, masks the huge variation in the contribution of tourism to 
certain economies (Figure 11). The ratio of tourism receipts to GDP averaged 
52.1% for Palau during 2005–2012, and 46.5% for the Cook Islands during 2005–
2012. For other economies, the contribution of tourism receipts to GDP ranged 
from 2.5% for Kiribati to 27.3% for Vanuatu over the same period. Although PNG 
received the second highest number of visitor arrivals in 2012, it had one of the 
lowest tourism receipts in the Pacific, both in nominal terms and as a percentage 
of GDP (at less than 1%) (Appendix 1, Table A1.8). 

8 Authors’ calculations using data from Asian Development Bank. 2014. Asian Development 
Outlook; United Nations World Tourism Organization. 2014. UNWTO Tourism Highlights, 2014 
Edition.
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table 14:  International Visitor Arrivals to the Pacific (‘000)

Country 1995 2000 2005 2006 2007 2008 2009 2010 2011 2012 2013

Cook Islands 48 73 88 92 97 95 101 104 113 122 121

Fiji 318 294 545 549 540 585 542 632 675 661 658

Marshall Islands 6 5 9 6 7 6 5 5 5 5 ...

FSM ... 21 19 19 21 26 ... ... ... ... ...

Kiribati 4 5 4 4 5 4 4 5 5 5 6

Nauru ... ... ... ... ... ... ... ... ... ... ...

Palau 53 58 81 82 88 79 72 86 109 119 105

Papua New Guinea 42 58 69 78 104 114 124 147 163 164 ...

Samoa  68 88 102 110 117 118 129 122 121 126 116

Solomon Islands 12 5 9 11 14 16 18 21 23 24 ...

Timor-Leste ... ... ... 14 22 36 44 45 50 55 78

Tonga 29 35 42 39 46 49 51 47 46 47 ...

Tuvalu 1 1 1 1 1 2 2 2 1 ... ...

Vanuatu 44 58 62 68 81 91 101 97 94 108 110

Pacific DMCs 625 701 1,031 1,073 1,143 1,221 1,193 1,313 1,405 1,436 1,194

... = not available, DMC = developing member country, FSM = Federated States of Micronesia. 
Source: United Nations World Tourism Organization. 2014. UNWTO Tourism Highlights, 2014 Edition. http://mkt.unwto.
org/publication/unwto-tourism-highlights-2014-edition

Australia and New Zealand remain the major sources of tourists for Pacific 
DMCs (Table 15), accounting for 60%–70% of tourists going to the Cook Islands, 
Fiji, Samoa, Tonga, and Vanuatu. The number of Asian tourists traveling to 
Pacific DMCs has increased in resource-rich countries, but since 2007 has been 
decreasing in the smallest island economies. In the rest of Pacific DMCs, the 
number of Asian tourists has been rising steadily, from about 87,000 in 2009 
to almost 150,000 in 2012, and represents 14.1% of total visitors. Most of these 
are PRC visitors to Fiji and East Asians (from Japan; the Republic of Korea; and 
Taipei,China) visiting Palau. 
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Direct flights connecting the South Pacific and Asia have contributed to this 
increase. For example, commencing December 2009, Air Pacific (now known as 
Fiji Airways) offered direct flights between Hong Kong, China and Nadi (Fiji). 
The increase in uptake, from operating at around 40% of capacity in the first  
3 months of operation to 85% in late 2010, resulted in an increase in flights from 
two to three per week. 

Tourists from Asia dominate the Palau tourism market, probably because of the 
country’s proximity and its historical and economic links (Table 16). Japan and 
Taipei,China each accounted for about one-third of tourists visiting Palau in 2013, 

Figure 11:  Ratio of Tourism Receipts to Gross Domestic Products  
(average 2005–2012, %)
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FSM = Federated States of Micronesia.
Source: Authors’ calculations using data from ADB. 2014. Asian Development Outlook; and United Nations World Tourism 
Organization. 2014. UNWTO Tourism Highlights, 2014 Edition. http://mkt.unwto.org/publication/unwto-tourism-
highlights-2014-edition
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table 15: Visitor Arrivals to the Pacific (by place of residence)

Country Year Australia New Zealand Asia Others Total

Cook Islands 2005 11,313 49,088 ... 24,588 84,989

2010 16,841 67,487 ... 17,305 101,633

  2012 20,921 82,362 637 16,365 120,285

Fiji 2000 76,883 49,470 23,947 114,162 264,462

2005 203,250 112,932 32,607 143,253 492,042

2010 318,185 97,857 41,779 116,935 574,756

2011 344,829 103,181 43,000 121,857 612,867

Samoa 2009 24,507 54,587 1,794 116,355 197,243

Tonga
 

2005 8,854 10,464 946 18,524 38,788

2010 10,392 17,495 1,591 15,142 44,620

2011 10,320 22,253 1,411 9,686 43,670

Vanuatu 2000 36,805 8,024 811 4,124 49,764

  2005 38,075 7,652 583 6,848 53,158

2010 58,760 11,927 517 11,410 82,614

  2012 65,402 14,430 705 13,138 93,675
.… = not available.
Note: Differences compared with Table 14 are due to the fact that some countries use a different definition of tourism 
compared with the United Nations World Tourism Organization. 
Sources: Cook Islands Statistics Office, Australian Bureau of Statistics, New Zealand Ministry of Tourism, Reserve Bank of Fiji, 
Central Bank of Samoa, Tonga Department of Statistics, and Vanuatu National Statistics Office.

table 16: Visitor Arrivals to Palau (by place of residence)

Year PRC Japan
Rep. of 
Korea Philippines Taipei,China Oceania Others Total

2000 827 20,762 577 3,860 13,412 381 16,682 56,501

2005 376 25,574 4,922 767 36,542 981 15,842 85,004

2010 644 27,561 13,980 933 22,514 1,082 15,220 81,934

2012 3,120 37,981 18,402 746 40,679 1,082 14,846 116,856

2013 8,986 36,304 17,976 793 27,403 1,270 15,790 108,522

Oceania = Australia and New Zealand, PRC = People’s Republic of China.
Note: Data for 2000 include visitors for employment and other purposes.
Source: Palau Visitors Authority.
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and the Republic of Korea accounted for 16%. The number of visitors from the 
PRC has increased rapidly since the start of direct charter flights from Hong Kong, 
China. In 2014, visitors from the PRC became the largest tourist group in Palau, 
narrowly surpassing Japan (ADB 2014p). The number of PRC tourists visiting 
the Pacific is expected to increase greatly in the next decade or two, first in the 
northern Pacific islands, then in the South Pacific (Appendix 6).

Aviation 

Air links between Pacific DMCs and the larger economies that surround the Pacific 
region are particularly important in determining the region’s export prospects 
in several areas of regional comparative advantage, including tourism and high-
value agriculture and fisheries exports. Given the significance of transport and 
communication in connecting these remote economies, Pacific leaders’ earliest 
efforts in regional cooperation and integration focused on promoting regional 
solutions to improved transport, including aviation. 

Although tourism is one of the most promising growth sectors in the Pacific, 
traveling to the Pacific can still be burdensome. There are only 20 airlines with 
direct flights to the 14 Pacific DMCs, and the frequency of flights is often low 
(Appendix 1, Table A1.10b). Analysis of this information highlights the role of 
Nadi, Fiji as the south Pacific’s regional hub. It also underlines the significance of 
the resource extraction industry (i.e., greater services to PNG and Timor-Leste) 
and tourism (e.g., the Cook Islands, Fiji, Palau, and Vanuatu) as drivers of demand 
for international flights to the Pacific islands. Air New Zealand, Qantas, Virgin 
Australia, and regional airlines (Air Niugini, Fiji Airways, and Our Airline) play an 
important role in providing air services to the Pacific region. In the North Pacific, 
Asian and US airline services are significant, with airlines from Hong Kong, China; 
Japan; the Republic of Korea; and Taipei,China serving Palau and a US carrier 
serving all three northern Pacific countries. 

Historically, airlines in the Pacific have been predominantly government-owned 
and hampered by long distances, limited traffic, and escalating fuel prices. Most 
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have required heavy subsidies.9 Fiji Airways provides an example of regional 
cooperation in aviation. In the early 1970s, seven Pacific DMC governments held 
shares in the Air Pacific, Fiji Airlines’ precursor, which had an extensive network 
both within and beyond the Pacific. However, the airline failed to fulfill the 
original intent of becoming an airline owned and operated by Pacific governments. 
Instead, Fiji’s stake in the airline grew while other countries’ shares receded, 
with the governments of Kiribati, Nauru, Samoa, and Tonga still retaining small 
shareholdings. Crocombe (2001) argues that Air Pacific failed to become a regional 
airline largely because its benefits were mostly realized by Fiji. In addition, most 
Pacific governments set up domestic and international air services, in some cases 
competing with Air Pacific. Air Pacific became Fiji’s national airline and was 
renamed Fiji Airways in May 2012 (Fiji Airways 2014).

An ADBI working paper analyzed the determinants of tourism flows to the Pacific 
by combining a bilateral tourism flow database provided by the UNWTO and 
another database that holds information on all flight connections to and within 
the Pacific (Helble 2014). The results highlight the potential of increased flight 
connectivity for the growth of tourism in Pacific DMCs (Appendix 6). 

One important condition for increased flight connectivity would be that airline 
industries are opened up to greater competition. Greater regional cooperation 
and integration in aviation can help address the issues concerning the airline 
industry in the Pacific, and promote investments that help develop Pacific aviation. 
“Open  skies” agreements have liberalized commercial aviation and increased 
competition in the Pacific region. Competition has drastically transformed the 
markets in Samoa, Solomon Islands, and Vanuatu, and the positive impact on 
tourist arrivals is most clear in Vanuatu. The Cook Islands (since 2003), Samoa 
(2002), and Tonga (2003) are open skies partners of the US (US Bureau of 

9 There are some significant exceptions to the negative balance sheets run by most state-owned 
airline operations: Fiji Airways and Air Niugini have generated positive returns. Other Pacific DMC 
governments have avoided direct investment in such expensive and risky ventures. The  Cook 
Islands has left domestic operations to private investors and allowed international flights to be 
served by Air New Zealand, Air Tahiti, and Virgin Australia. The Marshall Islands and the FSM 
have also relied on international air connections through US carriers (Appendix 1, Table A1.9).
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Economic and Business Affairs 2014). A Pacific region open skies policy—the 
2003 Pacific Islands Air Services Agreement, which allows more aviation access 
between member countries—has also been pursued, and by 2005 had been ratified 
by the Cook Islands, Nauru, PNG, Samoa, Solomon Islands, Tonga, Tuvalu, and 
Vanuatu. However, the potential impact of more open access to aviation routes 
in the Pacific is likely to be concentrated in a few of the larger destinations such 
as Fiji, as most Pacific destinations struggle to demonstrate demand adequate to 
make commercial flights profitable to operators (ADB 2007). 

One consequence of the small markets for airline services in the Pacific is that 
flights are among the most expensive in the world per distance traveled (ADB 
2007). Competition between carriers on Pacific routes is limited and, in many 
cases, routes are served by a single airline that can impose monopoly pricing. 
This, and the generally smaller passenger loads, as well as higher refueling and 
aircraft maintenance costs raise operating costs in the region. The airlines pass 
this cost to consumers through higher fares on their Pacific routes, placing the 
region’s tourist destinations at a competitive disadvantage compared with other 
tropical holiday destinations. 

The Cook Islands is an example of a country that is providing financial incentives 
to encourage flights. The Government of the Cook Islands agreed to underwrite 
the costs of Air New Zealand flights between Rarotonga and Los Angeles and 
between Rarotonga and Sydney. The agreement guarantees that Air New Zealand 
will not make losses on these routes as long as a minimum level of service is 
provided. There are risks to government in such open-ended agreements and they 
are not widely used in the Pacific.  

An alternative, and quite successful approach, is the seat guarantee arrangement 
between Niue and New Zealand that has retained Air New Zealand services to 
Niue with very low outlays by the governments. Vanuatu is considering a similar 
arrangement, led by tourism operators.



This chapter reviews trends in capital and labor flows, and evolving aid 
and political relations between the Pacific and Asia over the past few 
decades, and suggests lessons these experiences provide for closer 

economic relations between the two regions in the future.

FOREIGN DIRECT INVESTMENT

Foreign direct investment (FDI) is an important source of private external finance 
for developing countries the world over. As well as capital, FDI can bring with 
it the transfer of advanced technologies and efficient business, marketing, and 
management practices. 

Since 2005, FDI in Pacific developing member countries (DMCs) has been 
concentrated in the larger and faster-growing resource-rich and tourism-focused 
economies. It has fluctuated significantly from year to year and has averaged the 
equivalent of 3.5% of the combined output of Pacific DMCs (Table 17). FDI is 
relatively more important in Pacific DMCs than in developing countries as a whole 
(Feeny, Iamsiraroj, and McGillivray 2014). Large FDI recipients in the region 
include Fiji, Papua New Guinea (PNG), Samoa, Solomon Islands, Timor-Leste, and 
Vanuatu. The investments have been focused in extractive industries (mining and 
logging), construction, tourism, and manufacturing. In PNG, where investment 
has been predominantly in the extractive industries, there have also been periods 
of investment outflow as capital and profits are expatriated. 

Data limitations prevent a detailed understanding of FDI sources and flows for 
individual Pacific DMCs, but FDI from Asia to the Pacific has been building from 
a low base.10 Previously, major investors were firms from Japan, the Republic of 

10 Outside Pacific DMC trust fund investments in Asian markets, reciprocal investments in Asia 
have been limited. For instance, Nauru invested in the Philippines when its phosphate industry 
was at the height of operations (Crocombe 2007).
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table 17:  Foreign Direct Investment Inflows to Pacific DMCs  
(2003–2012, $ million)

Country 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Cook Islands ... 0.0 6.3 3.0 3.3 ... (5.6) ... ... ...

Fiji 39.8 250.0 159.6 369.9 375.9 354.0 141.8 354.5 417.2 267.9

Kiribati 0.7 2.0 2.6 0.6 1.2 2.7 3.2 (6.6) (1.8) (1.7)

Marshall Islands (1.1) 1.1 3.3 (1.1) 7.0 5.7 14.6 38.0 4.8 3.4

FSM 0.4 0.2 0.2 0.1 0.1 (5.3) 0.6 0.8 0.8 1.0

Nauru 2.1 1.0 1.0 1.0 2.7 1.5 1.4 ... ... ...

Palau 3.7 9.6 16.2 15.3 6.8 7.9 5.8 4.8 6.9 7.1

Papua New 
Guinea

101.0 25.8 33.5 (6.8) 95.8 (30.4) 423.2 29.1 (309.2) 28.8

Samoa 2.7 2.2 3.8 21.9 6.9 49.5 9.6 1.1 12.3 21.5

Solomon Islands (1.8) 5.7 18.6 34.1 64.4 94.9 119.8 237.9 146.4 69.3

Timor-Leste 4.5 …. 0.9 8.5 8.7 39.7 49.9 28.5 47.1 42.0

Tonga 3.3 5.1 8.2 11.4 29.1 4.0 0.0 7.3 19.2 6.6

Tuvalu (7.5) (0.1) (1.4) 8.6 5.3 3.3 4.1 0.6 (0.1) 1.7

Vanuatu 19.7 25.4 27.6 71.3 56.9 44.0 31.7 41.1 58.2 37.7

Pacific DMCs 167.5 328.1 280.4 538.0 664.2 571.6 800.3 737.3 402.7 486.5

% of GDP 2.0 3.6 2.6 4.6 5.1 3.7 5.3 4.3 1.9 2.1

( ) = negative, …. = not available, DMC = developing member country, FSM = Federated States of Micronesia, GDP = gross 
domestic product.
Notes: Negative flows represent inflows minus repatriated earnings. Foreign direct investment inflows by source, including by 
region, are not available.
Sources: United Nations Conference on Trade and Development. 2013. UNCTAD Handbook of Statistics 2013. Geneva. 
For the Marshall Islands: Republic of the Marshall Islands. 2014. FY2013 Statistical Compendium. http://www.pitiviti.org/
initiatives/economics/rmi.php. For Palau: Republic of Palau. 2014. FY2013 Statistical Compendium. http://pitiviti.org/
initiatives/economics/palau.php. For Tuvalu: Asian Development Bank. 2014. Asian Development Outlook. 

Korea, Malaysia, the Philippines, and Singapore. Investments were focused on 
natural resource extraction (minerals, timber, palm oil, and fish) and tourism; 
but over the past 5–10 years have diversified into construction, manufacturing, 
and wholesale and retail trade (Box 4). Even smaller Pacific DMCs have attracted 
FDI—there is Asian investment in hotels in Palau, fish processing in the Marshall 
Islands, and car parts manufacturing in Samoa.11

11 Japan’s Yazaki EDS is Samoa’s largest employer (discussed further in Box 7).
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More recently, the People’s Republic of China (PRC) has become an important 
investor in the Pacific. FDI to the region increased fivefold during 2005–2010, a 
similar rate to that at which overall FDI from the PRC grew (Appendix 1, Table 
A1.11). These investments have tended to be in major trading partners; for example, 
more than 20 PRC firms are now established in PNG’s infrastructure development 
and property construction sectors. 

Box 4: Examples of Asian Investments in the Pacific
Mining. In Papua New Guinea (PNG), Japanese companies have invested in mining for 
copper and gold, and the Metallurgical Corporation of the People’s Republic of China 
(PRC), an offshoot of the Ministry of Metallurgy, owns the $1.5 billion Ramu nickel and 
cobalt mine. A PRC company, Aurum Exploration (Fiji), started exporting bauxite from 
Fiji in 2012 and has set up new mining sites in other parts of the country. The PRC and 
Japan are also exploring seabed mining in the Pacific.

Agriculture and forestry. Kulim of Malaysia owns a majority stake in New Britain Palm 
Oil in PNG. Other Asian investors have interests in the production of cassava, nonu, and 
rubber in PNG, and beef in Vanuatu (Crocombe 2007). In Solomon Islands, logging is 
dominated by companies from Malaysia and, to a lesser degree, the Republic of Korea. 
The Malaysian companies are subsidiaries of the Kumpulan Emas Group, Rimbunan 
Hijau, Golden Springs International, and until recently the Berjaya Group. 

Manufacturing. Investors from Asia have bought into cement production in PNG 
(Republic of Korea): fish processing in PNG (Philippines); paint in Fiji, Solomon Islands, 
and Vanuatu (India); and salt in PNG (PRC) (Crocombe 2007).

Merchandising and other services. The South Pacific’s largest wholesale, retail, and 
general merchandising conglomerates, which are all of Australian origin, were sold in the 
1990s to Asian interests: W. R. Carpenter to Malaysia; Burns Philip (South Pacific) to 
Japan; and Steamships Trading to Hong Kong, China. Engagement of Asian investors 
in the small retail sector in the Pacific has occurred despite government policy in many 
countries to reserve such businesses for indigenous investors (ADB 2013). 

India’s Bank of Baroda operates in Fiji and Malaysia’s Maybank operates in PNG. A new 
bank, Pacific International Commercial Institution, with majority PRC shareholders, was 
licensed in Tonga in July 2013.

Sources: ADB. 2013. Pacific Private Sector Development Initiative: Progress Report 2013. Manila; and R. Crocombe. 
2007. Asia in the Pacific Islands: Replacing the West. Suva: IPS Publications, University of the South Pacific.
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As investors from Asia become more established in Pacific DMCs, their 
investments are more likely to spread to neighboring countries. For example, 
Kulim’s (Malaysia) PNG-based subsidiary, New Britain Palm Oil, now has palm oil 
plantations in Solomon Islands. Also, the February 2010 acquisition by Singapore’s 
Asia Pacific Breweries of Grande Brasserie de Nouvelle Calédonie followed its 
purchase of the South Pacific Brewery in PNG (Business Advantage 2010).

Asia attracts about one-third of global FDI. Much of this goes to the PRC. Apart 
from profit potential, business leaders cite that predictable regulations, low 
corporate tax rates, and a plentiful supply of skilled workers make countries 
such as Malaysia and Singapore attractive locations for FDI (A.T. Kearney 
2014). Indonesia’s growing domestic market is attractive to FDI, but changes in 
extractive industry regulations have not been welcomed by investors. FDI is also 
attracted by political stability, a sound macroeconomic environment, adequate 
social and physical infrastructure, a good level of institutional development, and 
host countries’ welcoming of foreign enterprise participation (ADB–ADBI 2006). 

To facilitate the flow of FDI to developing countries, Moran (2010) points to 
three main policy areas that must be addressed: (i) the provision of political risk 
insurance, (ii) the prevention of double taxation of profits earned abroad, and (iii) 
the creation of institutions to prevent bribery and corruption. 

Focusing on the Pacific, a paper by Feeny, Iamsiraroj, and McGillivray (2014) 
concludes that the impacts of FDI on growth are lower compared with other 
regions in the world. Further, they find that limited absorptive capabilities and 
poor business environments reduce the positive effects of FDI on economic 
growth in the region. Limited capacities and poor business climates also imply 
that firms in the Pacific are less able to compete with foreign companies and that 
FDI is more likely to crowd out domestic investment.

Governments should examine ways of improving the growth (and other) impacts of 
FDI in the Pacific. This is likely to require a greater focus on improvements in human 
capital and private sector development, which should improve the productivity of 
investment and enable FDI to have a greater impact on economic growth. 
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LABOR MOVEMENTS 

Emigration and Remittances

In the Pacific, remittances have grown substantially since the mid-1990s 
(Figure  12). In many countries, they have become a very important source of 
income (Connell and Brown 2005). For example, in Samoa, remittances were 
equivalent to 23.5% of gross domestic product in 2013, while for Tonga the figure 
was 12.6% (Appendix 1, Table A1.12). 

Under the Samoan Quota Scheme, 1,100 Samoans annually have been given an 
opportunity to migrate to New Zealand with their spouses and dependent children 

Figure 12:  Remittance Inflows ($ million)
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since 1970. In 2002, the opportunity to settle in New Zealand was extended to 
other countries under the Pacific Access Category, with an annual quota of 250 
each for Tonga and Fiji, and 75 each for Kiribati and Vanuatu (Immigration New 
Zealand 2014). Moreover, once the migrants are working in New Zealand and 
fulfill certain conditions, access to the Australian labor market is possible. The 
United States (US) also provides scope for Samoans and Tongans to emigrate for 
work, particularly in sports, military, and security activities. 

Parents in Samoa and Tonga have long perceived the benefits of emigration for 
work and have invested in their children’s education to enhance their chances 
of emigrating and remitting. According to the United Nations (UN) 2014 Trends 
in International Migrant Stock report, about 66% of Samoan emigrants were in 
Australia or New Zealand, and about 33% were in the US or its Pacific territories. 
For Tonga, 61% were in Australia or New Zealand, and 37% were in the US or its 
Pacific territories.

The Cook Islands is in free association with New Zealand and its people are New 
Zealand citizens. This gives them full access to the New Zealand labor market and, 
under the terms of the Closer Economic Relation Agreement between Australia 
and New Zealand, to the Australian labor market. In 2013, there were more Cook 
Islanders overseas (about 25,500) than in the Cook Islands itself (about 15,200). 
About 74% of the emigrants are in New Zealand while 25% are in Australia.

The Marshall Islands, the Federated States of Micronesia (FSM), and Palau are 
in free association with the US. Under the compacts of free association, their 
citizens can have nonpermanent immigrant status, which allows them to live and 
work in the US. Hence, about 97% of FSM emigrants and 94% of Marshall Islands 
emigrants are in the US or its Pacific territories. Most of Palau’s emigrants are in 
the US or its territories (Appendix 1 , Table A1.13).

In 2013, there were about 197,200 Fijian emigrants, making Fiji the biggest human 
capital exporter among Pacific DMCs. About 59% of them are in Australia or New 
Zealand, with another 36% in either Canada or the US. The emigration has meant 
a substantial loss of human capital and financial assets from Fiji. 
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Citizens of other Pacific DMCs have more limited opportunities to work 
outside their home country. Emigrants account for less than 5% of the domestic 
population. The availability of opportunities generally depends on the possession 
of marketable skills. For example, geologists and other skilled mining-related 
workers from PNG were in high demand in Australia through 2014, during the 
mining boom. Also, about 1,300 Kiribati citizens and a much smaller number of 
Tuvalu citizens work as merchant seafarers. 

Opportunities for seasonal work for unskilled and semiskilled workers from the 
Pacific region have been provided by New Zealand, and more recently Australia. 
In 2007, New Zealand launched its Recognised Seasonal Employer Scheme for 
temporary employment of migrant workers, particularly in fruit picking. The 
initial focus was on five countries: Kiribati, Samoa, Tonga, Tuvalu, and Vanuatu. 
The scheme is continuing and, while limited, is providing benefits in terms of 
household and village-level savings and the acquisition of skills and work ethic 
(Lovelock and Leopold 2008). In 2013, 6,187 workers participated, about 90% of 
which were from Samoa, Tonga, and Vanuatu (ADB 2014o).

Since August 2008, Australia has had a Pacific Seasonal Worker Program, which 
currently covers nine Pacific DMCs (Kiribati, Nauru, PNG, Samoa, Solomon 
Islands, Timor-Leste, Tonga, Tuvalu, and Vanuatu). Under this program, up to 
12,000 workers are eligible for seasonal work in Australia during 2012–2016. Areas 
of employment include horticulture, the hotel industry, aquaculture ventures, and 
cotton and cane growers. Besides employment, seasonal workers are also trained 
in English literacy, numeracy, first aid, and basic computer skills (Government of 
Australia, Department of Employment 2014). These Australian and New Zealand 
schemes offer seasonal work opportunities overseas for unskilled and low-skilled 
workers from the Pacific. 

Most emigrants from Pacific DMCs have moved to work and, in many cases, 
settle in Australia, New Zealand, and the US. Some also migrate from Fiji to the 
United Kingdom and the Middle East to work in nursing and security. More than 
30,000 Pacific islanders were emigrants in Asia in 2013 (UN 2014). Low levels of 
education restrict the employment opportunities accessible to Pacific islanders.
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Page and Plaza (2006) identify possible policies to promote the use of remittances 
for development, including (i) creating tax regimes for remittances, (ii) promoting 
competition among money transfer firms to reduce transaction costs and 
removing regulatory restrictions on money transfers, (iii) creating innovative 
financial products to encourage savings and increasing access to banking 
services, (iv) promoting financial literacy for receiving households, (v) enhancing 
the institutional capacity of credit unions and microfinance institutions, 
(vi) establishing business networks to mobilize investment in home countries and 
creating incentives to set up a business, (vii) promoting hometown associations as 
a means of channeling remittances toward community projects, and (viii) offering 
of bonds to workers to raise money for investment in their home countries. 

Immigration

The UN estimated that there were 38,408 Asian immigrants in the Pacific in 
2013 (Appendix 1, Table A1.15). Almost half of them were Indonesians in PNG 
and Timor-Leste. The second-largest group of Asian migrants was from the 
Philippines, mainly in Palau and PNG. Of about 6,700 Asian migrants in Fiji, 
most were from South Asia. These numbers are almost certainly underestimates 
because UN data show that 20% of immigrants in Pacific DMCs were from 
unclassified or unknown origins, implying high levels of illegal migration. Asian 
immigrants tend to work in business, but some Pacific DMC governments have 
also hired Asian professionals, for example, in the judiciary and health sectors.

Although migrants from the PRC have long been represented in the business 
sectors of Pacific DMCs, they have greatly increased in recent years, not only as 
investors in trade and commerce but also as skilled and unskilled workers in the 
private sector (Chin 2008). Almost half of PRC immigrants in the Pacific are in 
Timor-Leste. 

The percentage of immigrants to locals in the labor force varies significantly 
among Pacific DMCs. Economies with a high percentage of immigrants include 
Palau (43%), Cook Islands (34%), and Nauru (33%). Most of the immigrants in 
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Palau were from the Philippines; in the Cook Islands, from New Zealand; and in 
Nauru, from Kiribati. Pacific DMCs with the lowest percentage of immigrants are 
PNG (0.6%), Timor-Leste (1.6%), and Vanuatu (1.9%). 

The UN immigration data do not include temporary workers in Pacific DMCs, for 
whom official information on the number and country of origin was not readily 
available. The only available estimate is Crocombe (2007) which suggested in 2006 
that there were about 75,000 Filipino migrant workers across the Pacific, working 
in fields such as medicine, tourism, and shipping. The Philippines has a rigorous 
system for registering overseas Filipino workers (Appendix 7).

Asia offers a significant source of highly skilled labor that can supplement 
the capacity of the Pacific DMCs. Obversely, with appropriate policy focus on 
technical and vocational education, the range of job opportunities in Asia can be 
increasingly opened to Pacific islanders. 

DEVELOPMENT ASSISTANCE TIES

Official development assistance (ODA) constitutes an important part of capital 
inflows into many Pacific DMCs and often surpasses FDI flows (shown in 
Table 17). Annual ODA to Pacific DMCs is approximately equivalent to 10% of 
their combined annual output. ODA from Asia amounts to about 10% of total 
annual ODA to the Pacific, but is a lower percentage than Asia’s overall ODA. 
Relative to GDP, ODA from Asia is more significant in the smaller economies 
(Table 18). 

The PRC has recently emerged as another important Asian provider of 
development assistance, financing major infrastructure projects in a number of 
Pacific DMCs. Hanson and Fifita (2011) estimate that, in 2009, the PRC’s pledged 
grant aid to the Pacific was $26.7 million with an additional $183.1 million pledged 
in soft loans, making a total of $209.8 million.12 A $1 billion soft loan facility to 

12 Figures for 2009 fail to value most in-kind aid such as scholarships and trainings, as well as the 
fact that comprehensive lists were not available for Vanuatu. Total PRC aid is expected to be 
larger than reported (Hanson and Fifita 2011).
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table 18:  Development Assistance and Investments to Pacific DMCs 
($ million)

Item 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Pacific DMC
   ODA receipts 916 964 1,127 1,215 1,348 1,410 1,474 1,930 2,086 2,093 2,064 

(% of GDP) 10.7 10.0 10.4 10.3 10.4 9.1 9.8 11.1 9.5 9.1 8.6

Pacific DMC
   ODA from Asiaa 105 73 148 122 109 117 141 226 218 176 168

(% of GDP) 1.2 0.8 1.4 1.0 0.8 0.8 0.9 1.3 1.0 0.8 0.7

Asia ODA to RoWb

   ($ billion) 13.3 17.0 19.7 18.0 14.8 18.8 17.6 20.3 21.6 20.5 24.5

Total ODA from Asia

Relatively diversifiedc 67 36 59 50 47 50 82 115 98 77 74

(% of GDP) 1.8 0.8 1.2 1.0 0.9 0.9 1.7 2.1 1.6 1.2 1.1

Resource exportd 28 29 64 50 42 49 32 88 94 65 62

(% of GDP) 0.6 0.6 1.1 0.8 0.6 0.5 0.3 0.8 0.6 0.4 0.4

Smallest economiese 10 8 24 22 20 18 27 23 27 34 32

(% of GDP) 3.8 2.8 8.3 7.3 6.2 4.9 7.2 5.4 5.8 7.2 7.0

DMC = developing member country, GDP = gross domestic product, ODA = official development assistance, RoW = rest of the world.
a Includes ODA from Japan, the Republic of Korea, and Thailand.
b Includes ODA from Japan; the Republic of Korea; Taipei,China; and Thailand.
c Includes the Cook Islands, Fiji, Palau, Samoa, Tonga, and Vanuatu.
d Includes Papua New Guinea, Solomon Islands, and Timor-Leste.
e Includes Kiribati, the Republic of the Marshall Islands, the Federated States of Micronesia, Nauru, and Tuvalu.
Sources: Authors’ calculations from Development Assistance Committee of the Organisation for Economic Co-operation and 
Development. Online Database (accessed 1 July 2015). 
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Pacific DMC governments was announced during a 3-day PRC–Forum Leaders’ 
summit on 9 November 2013. However, the value of the PRC’s total aid program 
is still small relative to the amount provided by Australia, the US, and other 
traditional development partners of the Pacific (Table 19). 

Asia’s government-supported investment banks are also seeking commercial 
investment opportunities in the Pacific, mostly in the larger Pacific countries. 
The PRC’s Export–Import (EXIM) Bank has provided relatively large soft loans 
to Fiji, PNG, Samoa, Tonga, and Vanuatu (Hayward-Jones 2013). 

table 19:  Development Assistance to Pacific Economies by Source ($ million)

Funding Source 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Australia 462.2 497.9 530.1 664.6 692.8 664.4 970.0 1121.7 1132.5 1029.5

Japan 72.2 146.3 119.7 103.5 111.5 137.3 220.5 206.8 165.0 160.5

New Zealand 48.0 48.9 71.6 74.5 85.8 93.7 118.0 132.4 152.5 140.7

United States 168.7 176.4 204.4 194.0 218.4 242.7 243.6 242.2 189.4 234.9

ADB 26.0 18.0 27.7 24.5 30.7 33.4 71.4 65.1 114.7 169.3

EU 67.0 88.7 95.8 93.8 96.6 78.8 114.9 97.1 91.5 68.0

IDA 5.2 19.6 8.6 13.2 11.0 24.0 45.8 40.7 56.7 82.5

Other 115.0 131.0 156.8 179.3 163.1 199.8 145.6 180.2 190.5 178.8

Total 964.1 1,126.8 1,214.7 1,347.5 1,409.8 1,474.1 1,929.7 2,086.2 2,092.6 2,064.1

ADB = Asian Development Bank, EU = European Union, IDA = International Development Association (World Bank).
Note: Development assistance includes only grant disbursements and excludes the value of concessionary loans.
Source: Development Assistance Committee of the Organisation for Economic Co-operation and Development. 
Aid Statistics. http://www.oecd.org/dac/stats/ (accessed 1 July 2015).





PART III  
STRENGTHENING LINKS 

BETWEEN PACIFIC 
ECONOMIES AND ASIA





Opening up regional markets to trade has enormous potential 
consequences for growth and development in the Pacific. The means 
by which the markets are opened will influence the resulting trade 

benefits. This chapter explores the progress on several dimensions of regional 
integration, and analyzes two ways that firms and countries might effectively 
capture the potential gains of open markets in a region where costs remain well 
above global averages. 

REGIONAL PACIFIC COORDINATION  
MECHANISMS

Many regional organizations operate in the Pacific. Predominant among these 
are the Pacific Islands Forum and the Pacific Community, which through their 
secretariats provide coordinating mechanisms that enable states in the region to 
negotiate as a coherent group to maximize their combined negotiating power and 
to provide cost-effective services at the regional level. 

The Pacific Islands Forum is the most prominent regional group. Through its 
secretariat, political cooperation between the 14 Forum island countries (FICs) 
is promoted. This has been accomplished via the Pacific Island Countries Trade 
Agreement (PICTA) and the Pacific Plan (now the Pacific Framework for Regional 
Cooperation) (Box 5). Both set out targets for closer integration, economic growth, 
good governance, and security. 

The Secretariat of the Pacific Community is responsible for many areas of technical 
cooperation between 23 Pacific economies. All of ADB’s Pacific developing 
member countries (DMCs) are members or observers. Areas of cooperation 
include monitoring of Pacific marine stocks, improving information technology 
services, coordinating transport and energy developments across the region, and 
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developing and supporting statistical systems. The secretariat has also taken a 
leading role in negotiation of the economic partnerships agreements between 
Pacific DMCs and the European Union (EU). 

There are also sector- and thematic-specific groups in the Pacific. For example, 
the Pacific Islands Forum Fisheries Agency is responsible for facilitating fisheries 
policies to achieve conservation and optimum utilization of tuna fish stocks in the 

Box 5: Guiding Pacific Regional Cooperation  
and Integration
The Pacific Plan was endorsed by leaders in 2005 and was designed to enhance regional 
development through regionwide initiatives. A key principle underlying the plan was 
that member states can benefit in various ways through cooperation and regional action 
that complement national action (Pacific Islands Forum 2005). The University of the 
South Pacific, established in 1968, which has 11 Pacific countries as members, is held 
up as a prime example of such regional cooperation. The plan had four pillars: economic 
growth, sustainable development, good governance, and security through regionalism. 
Over time, the number of priorities under the Pacific Plan significantly increased and its 
effectiveness was questioned. Other blockages to progress were the reluctance of states 
to cede sovereignty and the lack of regional ownership (Dornan 2014).

A review of the Pacific Plan, undertaken in 2012–2013, concluded that the plan’s impact 
had been limited and it had generally failed to advance the regional cooperation and 
integration agenda. The review was led by Mekere Morautu, a former prime minister of 
Papua New Guinea. The terms of reference for the review included a mandate to look 
for ways to build regional consensus on the future direction of the plan in light of new 
regional and subregional institutions, new alliances, and emerging geopolitical interests. 

In 2014, Pacific leaders endorsed the Framework for Pacific Regionalism as the master 
strategy for strengthening cooperation and integration between the states and territories 
of the Pacific region. It articulates the vision, values, and objectives of an enhanced Pacific 
regionalism, and sets out a process for identifying regional public policy priorities. The 
framework aims to streamline the regional agenda and ensure that Pacific islands leaders 
have high-level, political conversations on the Pacific’s regional priorities. Ultimately, 
the framework aims to change the development paradigm to ensure that Pacific islands 
leaders are determining and driving the regional development agenda.

Sources: M. Dornan 2014. Pacific Plan Reviewed: What Next? Development Policy Blog. http://devpolicy.org/
pacific-plan-reviewed-what-next-20130204/; and Pacific Islands Forum. 2005, revised 2007. The Pacific Plan. 
Suva. 
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Pacific. It has recently assisted Pacific countries in negotiating access to fisheries 
resources, for example through the United States Multilateral Treaty, so raising 
license revenues that are important for the economic performance of several of 
the countries. There is also a regional intergovernment environment organization 
and a regional tourism organization with public and private membership.

Overarching coordination occurs under the auspices of the Council of Regional 
Organisations in the Pacific (CROP). This is an interorganizational consultative 
process that aims to prevent overlaps or gaps in the work programs of its eight 
members. CROP heads of organizations meet annually, with the main consultative 
work done by a series of cross-agency sector working groups.

Subregional groups are becoming more important in the Pacific, and are outside 
the CROP process. The Melanesian Spearhead Group (MSG), established in 
1988, has a strong focus on political and economic cooperation. The Polynesian 
Leaders Group, established in 2011, is a coordinating group that works on matters 
of mutual interest to Polynesian countries. Examples include expanding marine 
cables for the development of information and communication technology, and 
exploring the possibilities for renewable energy supplies. Its members include 
three sovereign states (Samoa, Tonga, and Tuvalu), three territories (American 
Samoa, French Polynesia, and Tokelau), and two self-governing territories in free 
association with New Zealand (the Cook Islands and Niue). 

There are also coordination mechanisms for the regional provision of services. 
Examples are the Pacific Association of Supreme Audit Institutions, and the 
subregional audit support program for the micro states of Kiribati, Nauru, 
and Tuvalu. A regional customs audit unit to assist in the improvement of the 
performance of customs offices has also been established but is not yet operational. 

Given the value of fisheries resources in the Pacific, cooperation in fisheries 
management is longstanding in the region. Box 6 sets out the revenue gains that 
have been made due to a cooperative approach by Pacific DMCs to negotiating 
fisheries access with distant water fishing nations.
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Box 6: Regional Fisheries Management:  
The Parties to the Nauru Agreement
In February 1982, eight Pacific economies signed the Nauru Agreement Concerning 
Cooperation in the Management of Fisheries of Common Interest to formally coordinate 
and harmonize management of common fisheries stocks, particularly in relation to 
access by foreign fishing vessels. Kiribati, the Marshall Islands, the Federated States of 
Micronesia, Nauru, Palau, Papua New Guinea, Solomon Islands, and Tuvalu comprise the 
Parties to the Nauru Agreement (PNA). These countries control about one-third of the 
global tuna supply and about half of the world’s supply of skipjack—the most commonly 
canned species of tuna. While the agreement aimed to consolidate the members’ 
bargaining power in issuing fishing licenses to purse seiners and in controlling illegal 
fishing, initial arrangements, which centered only on regulating the maximum number of 
vessels operating in the area, proved largely ineffective. A glaring disparity between the 
value of fish caught by foreign fishing companies and the license revenues accruing to 
PNA members persisted through the first few decades of the agreement. 

The PNA introduced the Vessel Day Scheme (VDS) in 2007, shifting the focus of 
regulation from the number of vessels to the total number of fishing days. The VDS was 
subsequently further strengthened through (i) the establishment of a PNA office in 
Majuro, Marshall Islands in 2010, with appropriate resources and staffing to implement 
key decisions, particularly concerning the VDS; and (ii) the introduction of a benchmark 
or minimum fee for a vessel-day in 2011, which bolstered the members’ collective 
position in negotiating access prices. Under the fully implemented VDS, a fixed number 
of total vessel-days is allocated among PNA members based on the relative sizes of 
their exclusive economic zones and historical fish catch. Total annual vessel-days are 
set based on tuna stock sustainability assessments by the Western and Central Pacific 
Fisheries Commission. Vessel-day allocations are transferable and open to trading among 
members as a means of mitigating revenue volatility from seasonal fish stock migration. 
Vessel-days can be sold or purchased depending on whether allocations exceed or fall 
short of available fish catch in their exclusive economic zones in any particular year. 

An immediate impact of the VDS has been to raise the value of a fishing day in PNA 
waters from an estimated $1,350 in 2004 to a minimum benchmark fee of $5,000 by 
2012 (World Bank 2013). With strong demand and continuing efforts to conserve tuna 
stocks, the minimum benchmark fee has steadily increased, and is set to rise to $8,000 
in 2015. Total fishing license revenue collections by PNA members almost quadrupled 
from $60 million in 2010 to $229 million upon the full implementation of the VDS in 
2012. This represents an increase in the PNA members’ revenues in proportion to the 
value of tuna catch from 3.2% (of $1.9 billion) in 2010 to 7.6% (of $3.0 billion) in 2012. 

Continued on next page
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Box 6 continued ...

For 2013, PNA revenues are estimated at $249 million, or 6.4% of the $3.9 billion 
fish catch value. At the country level, fishing license revenues have increased most 
dramatically in Kiribati and Tuvalu, where collections now account for the equivalent of 
about 50% of gross domestic product. Unexpectedly, high fishing license revenues also 
allowed Kiribati to deposit $9.7 million into its Revenue Equalization Reserve Fund in July 
2014, a much-needed replenishment of the trust fund’s rapidly declining assets.

Implementation of the VDS under the PNA is one of the most successful cases of 
regional cooperation in the Pacific. While some view the PNA as a de facto tuna cartel, 
price coordination is justified by the common objective of fish stock conservation. 
Further, given the still-low share of total fish catch value captured by PNA members via 
licensing revenues, there appears to be significant scope for future increases in access 
fees that can help rebalance the sharing of fish catch value between government resource 
rents and fishing fleet profits. Governments of PNA member countries have a growing 
responsibility to ensure that higher fishing license revenues are channeled toward 
productive investments in both physical and human capital, as well as the rebuilding of 
fiscal buffers, to enhance long-term economic prospects and intergenerational equity. 
Strong regional collective action will continue to be crucial to achieve the dual objectives 
of maximizing returns from common fisheries resources and safeguarding sustainability 
(International Monetary Fund 2014). 

Sources: Parties to the Nauru Agreement. www.pnatuna.com; International Monetary Fund. 2014. Leveraging 
Marine Fishery Resources: Implications for Fiscal Policy. Asia and Pacific Small States Monitor. Washington, DC. 
(April); and World Bank. 2013. An Opportunity for Growth and Resilience: The Vessel Day Scheme for Fisheries 
Management. Box in East Asia and Pacific Economic Update: Rebuilding Policy Buffers, Reinvigorating Growth. 
Washington, DC. (October). 

Fishing License Revenues (% of GDP)

Country 2010 2011 2012 2013

Kiribati 25.4 17.4 34.8 50.5

Marshall Islands 2.2 3.1 5.6 ...

Federated States of Micronesia 5.8 6.0 8.0 ...

Palau 0.5 0.2 1.1 ...

Tuvalu 20.6 14.9 21.8 45.4
…. = data not available, GDP = gross domestic product.
Sources: Federated States of Micronesia, the Marshall Islands, and Palau: Asian Development Bank. 2013. Asian 
Development Outlook. Manila; Kiribati and Tuvalu: International Monetary Fund Staff Report for the 2014 Article 
IV Consultation. Washington, DC. 
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INTERNATIONAL AND REGIONAL 
TRADE AGREEMENTS 

The regional coordinating bodies have enabled the Pacific DMCs to pursue 
trade agreements with each other and with partners outside the region. Such 
agreements offer a commitment mechanism for governments to reduce national 
tariffs while, at the same time, providing preferential access to partner markets. 
This chapter highlights three trade liberalization strategies used in the Pacific 
and what each does to promote trade and development. 

World Trade Organization 

The most prominent liberalization tool is membership in the World Trade 
Organization (WTO). Of the 14 Pacific DMCs, 6 are members of the WTO  
(Table 20). Membership involves tariff-reduction commitments, but also gives 
signatories most-favored nation access to all 150 WTO member countries. Least- 
developed country members receive further preferential access and assistance.13 

The WTO Trade Facilitation Agreement opened up an additional source of 
assistance for DMCs. Needs assessments will allow countries to identify areas 
where they require technical assistance to achieve compliance. 

13 Among the Pacific DMCs, these are Kiribati, Solomon Islands, Timor-Leste, Tuvalu, and 
Vanuatu. 

table 20:  World Trade Organization 
Membership in the Pacific

Country Year Joined
Fiji 1996

Papua New Guinea 2007

Samoa 2012

Solomon Islands 1996

Tonga 2007

Vanuatu 2012

Source: World Trade Organization.
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For small countries with limited human resources, the human and resource costs 
of membership of the WTO can be substantial. This is somewhat addressed for 
many of the Pacific WTO members by the Pacific Islands Forum Secretariat, 
through which much of the day-to-day administration has been routed. 

Trade Agreements Linking the Pacific to Other Regions

A second level of trade liberalization comes from trade agreements between 
Pacific DMCs and their neighbors outside the region. This includes agreements 
with the EU, and Australia and New Zealand. These agreements have the potential 
benefit of opening up new markets to Pacific exports. They come in two types: 
nonreciprocal and reciprocal.

The most prominent nonreciprocal trade arrangement is the South Pacific 
Regional Trade and Economic Co-operation Agreement (SPARTECA), signed in 
1981 between Australia and New Zealand and all 14 Pacific FICs.14 It allows duty-
free access to the Australian and New Zealand markets for specified products 
originating in the island signatories. 

Preferential access through SPARTECA had only limited catalytic effects. 
It prompted the growth of a garment industry in Fiji and automotive harness 
production in Samoa. At its peak, the garment industry in Fiji employed about 
23,000 workers and the automotive harness firm in Samoa employed about 
3,600. However, as Australia and New Zealand have reduced tariff rates through 
their multilateral commitments, preferential access for the Pacific countries has 
become less valuable. As a result, the competitiveness of exports has declined 
and employment in export sectors has fallen. Currently, about 750 people are 
employed in automotive harness production in Samoa, while the number of 
garment workers in Fiji has fallen to about 2,500. 

14 The 14 FICs comprise all Pacific DMCs, except Timor-Leste and Niue. Timor-Leste has 
observer status in the Pacific Islands Forum.
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The Economic Partnership Agreement (EPA) negotiations with the EU are a more 
recent effort to link the Pacific globally. Negotiations opened in 2002, led by the 
Pacific Islands Forum Secretariat, but collapsed in 2008. The only outcome has 
been interim trade in goods agreements with just two countries: Fiji for trade 
in sugar and PNG for trade in tuna. The two countries have agreed to gradually 
reduce some tariffs on EU imports. Discussions over the EPA are still ongoing but 
appear to be in stalemate over the issue of EU employment for Pacific nationals.

Despite their limited scope, these agreements have had some positive impacts. 
In June 2013, Thai Union, the world’s largest fish processor, opened PNG’s largest 
tuna processing plant in Lae, creating about 7,000 jobs. The decision was made to 
take advantage of PNG’s privileged access into the EU as a result of the interim EPA.

A third example of this type of agreement is the Pacific Agreement on Closer 
Economic Relations (PACER) between the FICs and Australia and New 
Zealand. In 2002, a first stage agreement was signed, which outlined the future 
development of trade and economic relations across the Pacific. PACER does not 
contain substantive trade liberalization provisions; rather, it is intended to work 
through a step-by-step process of trade liberalization. It also provides for technical 
assistance to support trade facilitation and capacity building. 

In 2009, PACER entered into a new stage through negotiations toward PACER 
Plus.15 The “Plus” element reflects the intent to move beyond trade. There is 
little substantial progress to date. Efforts have focused on capacity building of 
negotiators and funding economic impact studies. Funds have also assisted the 
Office of the Chief Trade Adviser in Vanuatu to provide support and advice to 
the FICs. 

15 PNG has stated that it intends to exclude itself from further discussions on PACER Plus. This 
is primarily because its nonmineral trade with Australia is negligible, and because Australia 
and New Zealand continue to impose strict quarantine requirements on imported agricultural 
products.
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Regional Trade Agreements

Further moves toward intraregional trade integration include trade agreements 
among various groups of Pacific countries. The Pacific Island Countries Trade 
Agreement (PICTA) and the MSG Trade Agreement are the two major trade 
agreements in the region.

The aim of the 2001 PICTA was to establish a free trade area between the FICs 
for merchandise trade. It was hoped that PICTA, negotiated between the 14 FICs 
through the Pacific Islands Forum Secretariat, would be a stepping stone to trade 
agreements with developed countries, including Asian economies. However, while 
most of the FICs have ratified the agreement, it has had little or no impact on trade 
between them.16 In addition, the fact that much of the limited investment that was 
generated went to the more advanced countries created antipathy among the less 
advanced in the group.17

PICTA was expanded in 2012 to include a trade in services protocol, recognizing 
that there may be greater potential for trade in services between the Pacific DMCs 
than trade in goods. To date, 10 countries have signed the protocol,18 but only 
Samoa and Nauru have ratified it. The protocol will enter into force once six 
countries have ratified it.

A second regional agreement is the 1981 MSG Trade Agreement. Signatories 
include Fiji, PNG, Solomon Islands, Vanuatu, and the Kanak and Socialist National 
Liberation Front of New Caledonia. 

The MSG Trade Agreement, signed in 1993 by PNG, Solomon Islands, and 
Vanuatu, and joined by Fiji in 1998, includes 180 duty-free products. The number 

16 This is not surprising as, for the most part, the island countries produce the same primary 
commodities for export. Moreover, the record of such trading arrangements between small 
developing countries pointed to failure; similar arrangements in the Caribbean and East Africa 
had failed.

17 For a full discussion, see World Bank (2000, 2002). 
18 These are the Cook Islands, Kiribati, the Marshall Islands, Nauru, Samoa, Solomon Islands, 

Tonga, Tuvalu, and Vanuatu.
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of products designated to be traded freely has increased over the years, but trade 
disputes are frequent. As a result, attempts to free up trade between the MSG 
countries has had little success. 

One concern frequently raised by those who oppose trade liberalization is the 
loss of tariff revenue through the reduction or elimination of tariffs. However, 
studies have shown that the possible loss of tariff revenue is generally small (see, 
for example, Institute for International Trade and Pacific Trade Consult 2007). 

BENEFITS OF TRADE LIBERALIZATION

Even as the Pacific continues to pursue various liberalization initiatives, support 
for trade liberalization remains limited. Opposing forces are rooted in vested 
interests, and sometimes ideology. This is exacerbated by domestic conditions 
that make it difficult to capture potential gains from liberalization even where 
these are available.19 Nontariff barriers, such as quarantine restrictions, are 
particularly problematic. Joining regional production networks and focusing 
on the production of niche products offer alternative means by which to raise 
participation by the Pacific DMCs in trade with Asia. 

Trade Liberalization—Complex but Beneficial

Trade liberalization is a complex process with both benefits and challenges. Trade 
agreements are very difficult to negotiate, especially among and within country 
groups whose interests are diverse, such as the Pacific DMCs. Further, getting 
effective supply responses to the changes in relative prices brought about by 
trade policy reform is very difficult when there are many domestic constraints on 
investors reacting to the changed prices (see, for example, Rodriguez and Rodrik 
2001). It may be best to address these issues before attempting trade reform.

While there is no single best practice on what type of liberalization is most effective 
for development, some facts are well established. First, unilateral liberalization 

19 Such conditions include insecurity of land tenure and poor access to credit.
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will always be the most direct and straightforward method. However, by removing 
the negotiation process, countries will not receive any concessions. Politically, this 
may make the process difficult. 

Second, a trade agreement between the small Pacific DMCs and a large developed 
country or group of large countries is much more likely to be welfare-enhancing 
than an intraregional agreement, as the risks of trade diversion outweighing trade 
creation effects are much less likely. Third, trade agreements with large Asian 
neighbors would be better than the present focus on intraregional and subregional 
arrangements, as they would open the possibility of plugging into vibrant regional 
supply chains. 

Regional Production Networks 

Pacific DMCs have only been lightly engaged in the global reorganization of 
production in value chains. Some inroads were made in the region over the past 
decade as Asia developed into a core of global value chains such as automobiles 
and electronics. But, after the 2008 global economic and financial crisis, much of 
the expansion of networks into more distant countries was lost as consolidation 
took precedence. 

Despite this setback, plugging into production networks remains an important 
potential multiplier of the benefits of open trade for the region. There are 
some enticing examples where firms have used the channel of preferential 
access to make early inroads into value chains. In the case of Fiji and Samoa, 
manufacturing was stimulated by preferential access to Australian and New 
Zealand markets. Yazaki Samoa was an important early success, though the 
volume of activities was also affected by the 2008 crisis and other more recent 
developments (Box 7). 

To participate in transnational value chains, countries need to offer fast handling 
and processing of products, as well as the capacity to produce high-quality 
products and deliver them on time to the marketing point. Value chains also 
depend critically on removing restrictions on the import and export of goods 
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Box 7: The Pacific and Factory Asia:  
The Case of Yazaki Samoa
Factory Asia refers to the model of regional production networks connecting factories 
in different Asian economies—mostly in East and Southeast Asia—producing parts and 
components that are then assembled, with the final product sold mainly to Europe, the 
United States, and other advanced economies. Driven initially by Japanese firms, this 
process fostered strong economic integration between Asian countries. The flow of 
investments and creation of jobs have boosted economic growth and lifted millions out 
of poverty, especially in the People’s Republic of China and Southeast Asia (ADB 2013).

Could the Pacific follow the same path? The experience of Yazaki Samoa can provide 
some insights on this issue. 

In 1991, Yazaki, a Japanese company that produces automobile parts, decided to shut 
down its assembly plants in Australia and New Zealand and relocate to Samoa. The new 
location was chosen to take advantage of lower wage rates in Samoa and the South Pacific 
Regional Trade and Economic Co-operation Agreement. 

When it opened in 1991, Yazaki Samoa had about 1,400 workers. This rose to more than 
3,600 in 1996 and then fluctuated from 1,200 to 2,100 between 1997 and 2008 (box 
figure). Thereafter, the number of workers employed by Yazaki Samoa dwindled to about 
800, remaining at that number until 2014.

Even with the decline in the number of workers, Yazaki Samoa remained the biggest private 
sector employer in Samoa and the second biggest employer after the government. In 
2012, Yazaki reported that it was the largest manufacturer in the country, providing about 
18% of all private sector jobs. It produced about 65% of total exports, contributing around 
6.14% of gross domestic product (GDP). Besides labor, however, Samoa contributes 
very little to the manufacturing. All the raw materials are imported. The exports were also 
credited as reexports, and thus are not reflected in the GDP figures. 

The sharp decline in the number of workers was mainly due to a shift in demand. In 2009, 
GM-Holden started buying from Yazaki Indonesia, a sister company. Other buyers such 
as Mitsubishi and Ford likewise pulled out. The 2011 Japanese earthquake and tsunami 
further diminished demand. The decline of Australia’s automobile industry is also 
reducing demand from Yazaki Samoa. It is unclear what will be left of Yazaki Samoa once 
all automobile manufacturing ceases in Australia in 2017. There is much uncertainty 
about the future of Yazaki Samoa and about Samoa as part of Factory Asia, a regional 
production network.

Continued on next page
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Box 7 continued ...

Sources: Asian Development Bank. 2013. Beyond Factory Asia: Fuelling Growth in a Changing World. Manila;  
R. Bhattacharya. 2014. To Utilise Capacity, General Motors Eyes Australia, South America Exports from India. 
Financial Express. 11 September. http://archive.financialexpress.com/news/to-utilise-capacity-general-motors-
eyes-australia-south-america-exports-from-india/1288001; A. Chand. 2012. Contribution of Yazaki (Samoa) 
Ltd. to Samoan Economy. International Journal of Entrepreneurship and Small Business. 16 (2). pp. 189–198; 
Government of Samoa, Ministry of Commerce, Industry and Labour. Trade, Commerce, and Manufacturing Sector 
Plan 2012–2016. Apia; and M. Huch. 2014. Yazaki Samoa Cuts Working Hours. Islands Business. February. 
http://www.islandsbusiness.com/2014/2/business-intelligence/yazaki-samoa-cuts-working-hours/ 
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and services, as well as on the removal of behind-the-border barriers to economic 
activity. Lessons from Southeast Asia may be particularly relevant (Box 8).

Given that the traditional route of manufacturing value added is more challenging 
for a region with high transport costs, a small population, and a lack of waste-
handling capacity, Pacific DMCs may consider the potential of services value 
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Box 8: Free Trade Agreement Strategies: Lessons 
from Southeast Asia
With gross national incomes of less than $992 per capita, Cambodia and the Lao People’s 
Democratic Republic (Lao PDR) are among the poorest countries in Southeast Asia. Both 
are least-developed countries, yet in recent years their economic growth rates reached 
7% on average. Strong export performance is an important factor. 

Despite the fact that the capacity to negotiate trade agreements is limited in small 
developing countries, especially in least-developed countries, both Cambodia and the 
Lao PDR pursued a strategy of removing trade barriers via free trade agreements (FTAs). 
They chose an interesting approach to overcome their lack of capacity. Both countries 
first joined the Association of Southeast Asian Nations (ASEAN), and then negotiated as 
part of ASEAN’s several preferential trade agreements. As a result, all six FTAs signed by 
Cambodia have been signed through ASEAN, and six of the eight FTAs that the Lao PDR 
has joined were negotiated through ASEAN. Both countries thus benefited from 
borrowing the negotiating power of ASEAN to enjoy the fruits of the group’s successful 
agreements with large trade partners (Das et al. 2013).

The stories of Cambodia and the Lao PDR imply that negotiation through a group is a 
possible FTA strategy for a small and/or less-developed country. Working as a group 
also enables a small country to strengthen its human capabilities during the negotiations. 
Finally, in addition to the regional trade integration strategies, both Cambodia and the 
Lao PDR became full members of the multilateral world trading system by joining the 
World Trade Organization—Cambodia in 2004 and the Lao PDR in 2013.

Sources: Asian Development Bank. 2014. Key Indicators for Asia and the Pacific 2014. Manila; and S. B. Das , J. 
Menon, R.C. Severino, and O. Lal, eds. 2013. The ASEAN Economic Community: A Work in Progress. Singapore: 
Asian Development Bank–Institute of Southeast Asian Studies. 

added. As Pacific firms try to catch up from the delayed opening up of their 
telecommunication sectors, joining regional or global value chains may be feasible 
for services, where the constraints on Pacific DMCs will be less critical. 

Niche Product Development

Beyond its ability to increase the volume of exports, trade offers an opportunity 
for new types of exports based on existing factors of production. Niche products 
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are those that are differentiated by their high quality, high price, and relatively 
small production volumes. 

At present, Pacific DMCs tend to export only a limited mix of basic products 
focused primarily on unprocessed raw materials. The relatively undiversified 
nature of their exports exposes many Pacific DMCs to trade volatility. But trade 
agreements are opening opportunities for greater value addition and higher-
quality products. The most promising areas for Pacific DMCs to benefit from the 
export opportunities of Asian markets are those involving the development of 
high-value niche products.

Niche product development is likely to be focused on the development of existing 
products that are currently produced on a limited scale, as well as limited 
opportunities for value addition in existing natural resources exports. Niche 
market development will also require the upgrading of logistics, improvements in 
production systems (processing and handling), and marketing efforts to advertise 
and differentiate products. Though these needs are well understood, Pacific DMCs 
have struggled to make the required improvements. For example, there have been 
several efforts by hotels in the Pacific to try to source fruits and vegetables from 
local agricultural producers. However, the producers have struggled to meet 
quality standards and provide a sufficient quantity of produce when needed, 
forcing the hotels to rely on imports from Australia and New Zealand. 

There are a few excellent examples of innovative value-chain development in 
Pacific DMCs. Fiji’s exports of bottled water are now the country’s second largest 
foreign exchange earner (Jones, Murray, and Overton 2012). FIJI Water has 
led this through the use of innovative branding and advertising. Following this 
example, there are now several other bottled water producers in Fiji. Clothing 
designers in the Cook Islands and Fiji are also making a mark internationally. 
Other cases also documented by Jones, Murray, and Overton (2012) illustrate the 
potential for profitable niche market creation by Pacific DMCs. 



Significant lessons the Pacific developing member countries (DMCs) 
can take from the Asian experience of economic growth and regional 
integration include the importance of investing in education, the need 

to improve infrastructure (both hard and soft), and the role of technological 
development in propelling growth and development. Policy lessons include the 
need to prioritize state-owned enterprise (SOE) reform and privatization to 
create room for the development of the private sector, policy actions to formalize 
customary land holdings and allow access to more land for secure development, 
and the development of individual property rights and institutions to adjudicate 
and resolve property disputes. Harmonization of the business environment 
across the region and regional recognition of educational qualifications could 
act to make the region more attractive to investors. As discussed in Chapter 5, 
there is much room to improve the business environment in many Pacific DMCs. 
Existing policies and practices often restrict business development and foreign 
investment. This not only deters long-term growth-oriented investment, but also 
channels resources to short-term investments and extractive industries. 

There have been considerable efforts to undertake reforms in Pacific DMCs to 
promote growth and fully benefit from continued growth in Asia. For example, 
some Pacific DMCs have been able to open their economies to trade by lowering 
tariffs. Several have liberalized their telecommunication sectors and international 
airline services. These reforms illustrate the potential for change in policies 
and institutions, provided that they are done in an informed manner. The 
recommendations developed in this chapter are indicative and should be adapted 
to the context of the individual Pacific DMC.

LESSONS AND PRIORITIES 
FOR IMPROVING 
ECONOMIC LINKSch
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LESSONS FROM ASIA

The economies of Pacific DMCs have generally changed less than those in East and 
Southeast Asia. The growth of commercial tourism in the Cook Islands, Fiji, Palau, 
and Vanuatu and the rise of resource export industries in Papua New Guinea 
(PNG) and Timor-Leste represent cases of significant economic restructuring in 
the Pacific. However, Asian economies have generally undergone more profound 
changes in the structure of their economies since 1990 (as discussed in Chapter 3). 
This section seeks to highlight areas where Pacific DMCs can learn from Asia, 
despite differences between the two regions, and enhance their transformation 
into more competitive economies. 

Lowering Trade Costs

Lowering transport costs by investing more in infrastructure. Although 
there is still need for additional physical infrastructure in Asia, the upgrading 
of infrastructure has significantly contributed to Asia’s economic success by 
improving its competitiveness and allowing for rapid trade expansion (ADB–
ADBI 2012). Underdeveloped infrastructure remains a critical constraint to the 
competitiveness and productivity of most Pacific DMCs. 

Recognizing the importance of infrastructure for economic competitiveness, 
many Pacific DMC governments have invested heavily in this area (ADB 2014e). 
For example, Fiji and Timor-Leste are rehabilitating their road networks, and 
Kiribati and Tuvalu plan major airport upgrades. In late 2013, Avatiu port in 
the Cook Islands, which handles 90% of its shipped imports, was reopened 
with upgraded capacity to accommodate larger vessels and projected sea-level 
rise (ADB 2013d). There have also been innovations in the way infrastructure 
development is financed, with increasing opportunities for public–private 
partnerships and sovereign wealth fund resources to be used to finance crucial 
infrastructure projects (Appendix 9).

Increasing trade openness. Historically, Pacific countries have had serious 
reservations about the benefits of open trade regimes. Overcoming these 



104 Pacific Opportunities: Leveraging Asia’s Growth

misgivings is critical to increasing economic integration with Asia. In recent 
years, there has been a clear trend to embrace the idea of a more open trade and 
investment regime in many Pacific DMCs. Examples include the recent World 
Trade Organization accessions (discussed in Chapter 6). Some Pacific DMCs have 
begun to unilaterally ease the movement of goods and services across borders 
(e.g., by introducing one-stop customs inspection and standardizing sanitary and 
phytosanitary regulations). 

Fostering regional connectivity. The Pacific can do more to follow the example 
of East and Southeast Asia with respect to regional connectivity. Connectivity is 
crucial for promoting the economic development of isolated countries. Enhanced 
connectivity helps reduce the economic distance and cost of physical movement 
and trade among countries. It makes supply chains more productive and efficient, 
both in the agriculture and industry sectors. It also boosts economic efficiency 
and firms’ competitiveness. Finally, because of network externalities, benefits 
from regional cooperation and integration are larger when more countries 
and/or remote areas are effectively connected to each other.

The experience of the Association of Southeast Asian Nations (ASEAN) provides 
insights for improving regional connectivity. In 2010, ASEAN leaders introduced 
the Master Plan on ASEAN Connectivity, structured on physical connectivity 
(airports, railways, roads, ports, and energy—the hard infrastructure), institutional 
connectivity (policy regimes—the soft infrastructure), and people-to-people 
connectivity initiatives to create a sense of regional identity for community building. 

The Pacific has tended to take a sector approach. Recent developments in 
the Pacific aim to improve the availability of information and communication 
technology (ICT) services, including increasing the capacity of undersea fiber-
optic cables connecting to the Pacific islands.20 ASEAN’s master plan for the 
development of regional connectivity and related actions provides a model for 

20 For example, Tonga has recently gained access to high-speed, fiber-optic broadband internet 
through the Pacific Regional Connectivity Project—an 830-kilometer cable being installed 
between Fiji and Tonga (ADB 2014i). Solomon Islands will also benefit from the provision of a 
submarine fiber-optic cable by 2016.
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how the Pacific countries can advance ICT to improve regional connectivity.21 
Better internet connections could spur growth in a number of economic sectors in 
which Pacific economies are competitive (e.g., tourism and niche export products). 
For example, improving connectivity through investments in ICT infrastructure 
have enabled the southern island of Okinawa, Japan, to generate jobs and develop 
a vibrant ICT industry (Appendix 10). Better ICT could pave the way for Pacific 
DMCs to expand their service sectors to include outsourcing functions such as 
administrative tasks and call centers for multinationals. It can also enhance access 
to educational opportunities. 

As discussed in Chapter 2 (Box 2), several Pacific DMCs have upgraded their 
internet connections to submarine fiber-optic cables, opened their mobile phone 
and internet markets, and broadened internet and mobile phone network coverage 
in recent years. When applied, these measures have lowered telecommunication 
costs. Telecommunication reform is one of the simplest reforms to implement 
and should be extended across the Pacific. The increased exposure of traveling 
Pacific islanders to the higher-quality cost service available outside the region has 
done much to spur reform of the telecommunication sector. Reform in this sector 
has, therefore, been easier than in other sectors and has progressed across most 
of the region. Resistance to reform mainly comes from the vested interests that 
benefit from having protected ICT providers, even though this approach forgoes 
significant benefits and hinders business development outside the ICT sector.

Improving the Business Climate 

creating an enabling environment for business. To successfully engage with Asia 
(and the rest of the world), Pacific DMCs need to follow prudent macroeconomic 
management policies and create an enabling environment for private sector 
development. Foreign investors require macroeconomic stability to have the 
confidence to invest, and to be assured that government regulation of markets 
is minimal, markets can operate efficiently, private enterprises are permitted to 
compete with public ones on an equal basis, and contracts can be impartially 

21 The Pacific Regional Digital Strategy sets priorities for ICT development in the Pacific region.
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enforced. Such investors not only bring financial resources to the country, but 
can also be a driving force for new ideas and technology, and facilitate access to 
global knowledge networks. 

One aspect of Pacific DMCs’ macroeconomic policy relates to the choice of an 
appropriate currency regime to support their development objectives. Given that 
most Pacific DMCs are relatively small economies, the costs of having a national 
currency may be high. The adoption of external currencies in many Pacific 
DMCs, therefore, seems to be an appropriate policy choice. However, given the 
increasing integration with Asia, one question in the future might be the choice 
of the external currency if trade continues to shift to Asia. For regimes based on 
a currency basket, a readjustment of the currencies making up the basket or the 
relative weighting of these might be necessary in the future to reflect the growing 
importance of Asian trading partners in the new patterns of economic integration 
(Appendix 13).

Increasing financial access of small and medium-sized enterprises. Small and 
medium-sized enterprises (SMEs) generally face competitive challenges because 
of the limited scale of their operations. In the Pacific, SMEs confront additional 
challenges related to the small size of domestic markets, lack of clear land titles, 
and relatively high costs of labor and capital. Despite these challenges, some 
SMEs have thrived in the Pacific—especially in the higher-growth economies—
when a supportive business environment has been developed. 

Several development partners have supported projects to strengthen financing 
for SMEs and develop the private sector. For example, in Timor-Leste, ADB 
(with Australian cofinancing) was instrumental in transforming the Institute of 
Microfinance Timor-Leste into the first locally owned commercial bank in the 
country, the National Commercial Bank of Timor-Leste. The bank helps poor 
households and small businesses with microfinance, which makes up about 
30% of the loans it has extended. ADB has also provided additional support for 
development of the business plan and training for the staff (ADB 2012).
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The Government of PNG’s Microfinance and Employment Project, completed in 
2010, laid the foundations for the microfinance sector through extensive training 
of staff and development of financial products tailored to the needs of rural clients. 
The follow-up Microfinance Expansion Project, cofinanced by ADB and Australia 
and launched in 2010, aims to boost growth and reduce poverty in PNG’s most 
isolated regions (ADB 2013f ). Appendix 8 describes innovation in financing SMEs 
in Asia. 

State-owned enterprise reform. SOE reform and public–private partnerships 
open up opportunities for expanded cooperation with other countries in Asia 
and the Pacific. Natural monopolies, such as power or water utilities, have been 
reformed successfully in Asia.22 

Recent Pacific reform initiatives have largely involved other Pacific DMCs, 
Australia, or New Zealand. In early 2015, it was announced that Tonga’s 
International Dateline Hotel, an SOE, will be renovated, refurbished, and managed 
by Fiji’s Tanoa Hotel Group. Polynesian Blue of Samoa was partially bought by 
the Virgin Group of Australia in 2005. Sasape Marina, a formerly insolvent SOE in 
Solomon Islands, was privatized in 2010. It was bought by a joint venture between 
Silentworld Shipping and Logistics (75%) and the National Provident Fund of 
Solomon Islands (25%). The rehabilitated slipway is now able to repair and service 
large vessels, both for Solomon Island’s shipping industry and neighboring Pacific 
DMCs such as Vanuatu (Appendix 11). 

Several Pacific DMCs have enacted laws that adopted a commercial orientation for 
SOEs, promoting efficiency and delivery of services. In the Marshall Islands, for 
instance, the restructuring of the Marshall Energy Company led to loss reductions 
of more than two-thirds in 2010–2012 (ADB 2014m). In Fiji, the Marshall Islands, 
Samoa, Solomon Islands, and Tonga, several loss-making and inefficient SOEs have 
been restructured, liquidated, or privatized with the assistance of development 
partners including ADB (ADB 2013f ). Box 9 summarizes recent efforts to improve 
Solomon Islands’ business environment through privatization.

22 Examples from the Philippines are detailed in Rivera (2014) and ADB (2012d).
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Box 9: Pacific Private Sector Development 
Initiative—Improving the Business Environment
The Asian Development Bank (ADB), in cooperation with the governments of Australia 
and New Zealand, established the Pacific Private Sector Development Initiative (PSDI) 
in 2007. This facility comprises a team of technical experts who work with governments, 
companies, and private sector organizations in ADB’s 14 Pacific developing member 
countries. The initiative helps promote business environment reform to allow the 
private sector to grow, conduct business, and create jobs. It focuses on five main areas: 
access to finance, business law reform, women’s economic empowerment, public–
private partnerships and reform of state-owned enterprises, and competition policy and 
consumer protection (ADB 2013).

The PSDI helped in developing modern commercial laws in seven Pacific developing 
member countries. In Solomon Islands, the new Secured Transactions and Companies 
Act enabled local lenders to approve loans in only a day. ADB assisted the government 
in drafting the law, which was passed in 2008. The law simplified all aspects of lending, 
reducing the processing time, which had been up to 2 months. Registration of new 
companies also became quicker under the new, modernized Companies Act (ADB 2012). 
The country’s innovative online company registry, Company Haus, allows the updating 
and accessing of company details through any internet-connected computer. As a result, 
the time taken to start a business in the country was reduced to less than 2 days from 
more than 40 days. Further, the system has significantly cut the cost and time required to 
access such basic business information (Yao 2013).

Source: ADB. 2013. Pacific Private Sector Development Initiative: Progress Report 2013. Manila; ADB. 2012. Impact 
Stories from the Pacific Region: Breaking Down the Barriers to Business: More Private Sector Reform Stories. Manila; 
and X. Yao. 2013. Connecting The Pacific Region with the World: Supporting ICTs in the Islands. Island Business. 
September. www.islandsbusiness.com/2013/9/telecommunications/connecting-the-pacific-region-with-the-
world . 

The expansion of PNG’s Bank South Pacific (BSP) illustrates the potential for SOE 
privatization to trigger cooperation in the finance sector across Pacific DMCs. BSP 
started as a branch of the National Bank of Australasia in Port Moresby, the capital 
of PNG, in 1957. In 1995, a group of local businesspeople bought it and it then 
became the first and only privately owned bank in PNG. In 2001, the bank bought 
the state-owned Papua New Guinea Banking Corporation to become the largest 
bank in PNG. After buying Westpac Bank’s branch in Niue, BSP then bought the 
National Bank of Solomon Islands from the Government of Solomon Islands in 
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2006. In Fiji, BSP bought the Habib Bank in 2006 before acquiring the Colonial 
National Bank from the Commonwealth Bank of Australia (Bank South Pacific 
2014). Before the Colonial National Bank was purchased by the Commonwealth 
Bank of Australia in 1999, it was an SOE known as the National Bank of Fiji. 

REFORM PRIORITIES FOR  
ENHANCING PACIFIC LINKS

Enhancing Agricultural Productivity

Early measures by the rapidly growing land-rich countries of East Asia to increase 
agricultural productivity were critical to the growth and development of their 
agriculture sectors and their economies more generally. Higher agricultural 
productivity led to increased incomes and savings in the agriculture sectors, and 
these savings helped to finance industrial development and eventual structural 
transformation. Greater agricultural productivity also freed up surplus rural labor 
to move to urban areas for employment in manufacturing. 

Pacific DMCs with relatively large land endowments could reap significant 
benefits from higher agricultural productivity and associated movements of rural 
surplus labor. However, there are several obstacles to improving agricultural 
performance in these countries. In PNG and Solomon Islands, at least, government 
policy has generally emphasized the exploitation of mineral resources and logging 
of forests, rather than the growth of agriculture. Several countries have invested in 
transport infrastructure, partly financed by mining revenues. This should facilitate 
agricultural development by reducing trade costs and improving their access to 
markets. Pacific DMCs also need to support agricultural research and innovation, 
or the adaptation of international research to local contexts. This would enable 
productivity growth in the rural sector where the vast majority of people reside 
and the poverty incidence is typically highest.
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Opportunities for the development of high-value export agriculture to niche 
markets in Asia abound in the Pacific, as discussed in Chapter 6. Samoa’s 
potential for exporting high-value processed agricultural products is discussed in  
Appendix 12.

Strengthening Education

Investing in education is a critical part of Pacific DMCs’ efforts to take advantage of 
closer links with Asia. There are three main reasons why education development 
will be important. First, investment in education facilitates the development 
of the productive sectors of the economy (particularly manufacturing and 
services), which is crucial for economic success. Second, higher educational 
attainment, especially improvements in the quality of basic education, facilitates 
economic diversification. Third, education and training help workers learn 
unfamiliar functions, thereby fostering the adaptability necessary to produce 
more sophisticated exports and respond quickly to export market opportunities 
(Briones and Felipe 2013). 

Because of shortcomings in basic education systems, workers need to be provided 
with opportunities to acquire new skills once they have completed their formal 
education. On-the-job and external vocational training opportunities are, 
therefore, important. Introducing skilled expatriate workers can be a valuable 
tool, as local workers can learn from them. However, many Pacific DMCs have 
been very restrictive with work visas for skilled expatriates. Temporary movement 
of Pacific workers abroad through guest worker programs, and efforts to support 
the migration of Pacific workers, can similarly aid skill acquisition by Pacific 
workforces. As outlined in Appendix 7, the Philippines has a well-managed scheme 
that can provide benefits to workers and the source country alike. Tuvalu provides 
another successful example of improving the skill set of local people so they can 
work abroad.23 

23 In 2010, an ADB-supported project upgraded the Tuvalu Maritime Training Institute, which 
provides education and skills for Tuvaluan seafarers, equipping them to compete for jobs 
abroad (ADB 2014j).
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Promoting Innovation

In deciding on the priorities for change to take advantage of the Asian Century, it 
is important to understand that investment and openness to foreign investment 
per se are not the critical factors in economic growth. Innovation is the most 
important factor in increasing incomes. However, given that investment is the 
main vehicle for innovation, it is critical that Pacific DMCs are open to investment 
and new ideas and technology that can sometimes accompany it. Furthermore, 
innovation is even more important for Pacific DMCs to achieve growth than it 
has been for the Asian economies. Because of their much larger size, the Asian 
economies have been able to achieve catch-up growth over many years by adopting 
existing innovations from the industrialized countries that apply to large-scale, 
standardized production activities, such as most manufacturing activities. The 
kind of innovation adoption utilized in Asia is not possible in Pacific DMCs as they 
will never be producers who are able to compete due to scale economies. Hence, 
the “flying geese” paradigm does not apply in the Pacific.24 

Maintaining Political Stability and 
Ensuring Stakeholder Involvement

Pacific studies (e.g., Duncan 2011) have consistently found that political champions 
are essential in pushing reform efforts forward. Given that most reforms generally 
take much longer than initially anticipated, this makes political stability (and 
long-term placement of the champion in the government) vital for reform 
implementation. It is also important to develop public support for reforms, as 
well as the support of the bureaucracy. Sound policy research documenting the 
benefits of reforms needs to be carried out and publicized widely to develop public 
ownership.

24 First examined by Akamatsu (1962), the flying geese pattern of investment refers to the 
movement of industries to take advantage of changes in factor prices. The first stage of 
industrialization includes the establishment of labor-intensive industries to take advantage of 
cheap and abundant labor supply. As wages rise, investment in more capital-intensive industries 
happens and labor-intensive industries move to other countries (Heng 2010).
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The Cook Islands, Palau, PNG, and Samoa have held national summits involving 
key stakeholders, which have been useful in distributing information about 
reforms and giving parties the opportunity to express their views. It may also 
be desirable to think about implementing a reform in stages (Cotton 2011). 
Demonstrating the benefits of earlier reforms or similar reforms implemented in 
other countries can also assist in building support for reforms. 

Lastly, it is important to ensure that the reforms conform to cultural practices. 
Because cultures change very slowly, expectations about the extent of such 
change must be realistic. It would, therefore, be useful to consider how to adapt 
institutions and policy reforms to better fit within the existing cultural and 
institutional frameworks of the Pacific.

Advancing Regional Action

Collective action by Pacific states is necessary for the adoption of regionwide 
policy changes (e.g., in the management of migratory fish stocks), trade integration, 
and the sharing or pooling of services (e.g., joint judiciary, statistical capacity, and 
audit services), or bulk purchases of imports (e.g., petroleum or medical supplies). 
Pooling or sharing of services has been adopted where the benefits of collective 
action to create public goods outweigh the costs, as in the case of the Parties to 
the Nauru Agreement, formed to collectively manage the migratory tuna stocks 
(Box 6). 

Donor support has been instrumental in moving collective action forward. 
Examples include civil aviation safety, oversight of Pacific fisheries, and regional 
audit services. Collective action has been more difficult where the countries 
have had to bear a larger share of the costs of action or when the distribution of 
benefits and costs must be negotiated. For example, the Pacific Islands Forum 
initiative to have small Pacific island states join together to purchase petroleum 
products in bulk was abandoned because the states could not agree on the location 
of storage facilities. Efforts to form a regional airline, Air Pacific, eventually led to 
one government dominating control of the airline.
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Collective action has also been more difficult where vested domestic economic 
interests lose out as a result of the reforms. Trade liberalization is generally 
difficult to implement because the costs of lowering barriers to imports are felt 
immediately by the labor and capital in the protected industries, while the benefits 
for potential exporters and consumers are slower to materialize. Protected 
businesses find it relatively easy to collaborate to frustrate the policy change, while 
consumers and potential exporters who bear the costs of the import restrictions 
find it much more difficult to take joint action to support the change. However, 
because of the relatively small size of manufacturing sectors in the Pacific and the 
generally low level of tariffs in the region, it has been easier to push forward trade 
liberalization. This experience contrasts with that of Asia, where larger domestic 
manufacturing interests stood to lose from a lowering of tariffs. Monopoly SOEs 
and other protected producers, which in the manufacturing sector are usually 
branches of international firms, have been the most prominent opponents of 
reforms.

Recent years have seen significant reforms in the Pacific, including the opening 
up of international airline services in PNG, Samoa, and Vanuatu; the deregulation 
of markets for internet and mobile phone services in Fiji, PNG, Samoa, Solomon 
Islands, Tonga, and Vanuatu; and the provision of secure long-term leases to 
customary land in PNG, Samoa, and Vanuatu. These changes show that it is 
possible to bring about significant reform.

SETTING PRIORITIES

The areas of action identified as important in driving Pacific DMCs’ success 
in taking advantage of Asia’s economic emergence are only indicative. With 
open trade and investment regimes, new areas of comparative advantage are 
likely to be developed. Long-term limits to Pacific DMCs’ ability to respond to 
overseas market opportunities will depend more on constraints related to their 
factor endowments. These will only change as human capital formation takes 
place through enhanced education and skills, as land tenure is clarified and land 
markets develop, as capital is developed or attracted from abroad, or as new 
natural resources are discovered.



Stronger economic ties between the Pacific and Asia will benefit both 
regions. Due to the disparity in the size of economies across the two 
regions, the magnitude of these benefits in the Pacific will largely depend 

upon how the policy and institutional environments in the Pacific developing 
member countries (DMCs) evolve. 

Pacific DMCs differ significantly from Asian economies in most respects, and these 
differences need to be taken into account in developing recommendations for 
advancing Pacific integration with Asia. The differences mean potential benefits 
from increased trade, investment, and factor movements are great. 

Nonetheless, Asia’s development experience yields several lessons about the 
policy and institutional developments needed for the Pacific to successfully 
engage with Asia. The following five key messages emerged from the analysis 
in this book.

1.  The private sector takes the lead in the creation of links, generally through 
trade in goods or services. Governments are most effective in facilitating—not 
creating or directing—these links.

Import and export arrangements are usually made on a firm-to-firm, person-to-
person basis. The Pacific DMCs have been slow in making such links due to their 
remoteness from Asia and the nascent state of many of their businesses. 
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In most Pacific DMCs, the public sector has played a major role in the economy. 
State-owned enterprises (SOEs) typically provide goods or services perceived 
to be vital to national development. In many cases, they become monopoly 
suppliers in heavily regulated and protected markets. Their presence has inhibited 
the development of the private sector directly, through outright bans on entry, 
and indirectly, through higher operating costs or preference in the allocation of 
resources. 

To support private sector development, Pacific DMCs need to continue their 
current efforts to pursue prudent macroeconomic management policies, 
liberalize trade and investment regimes, ensure policies are friendly to foreign 
direct investment, and develop policies and institutions that support the efficient 
operation of markets.

Foreign investment can be a driving force for economic development in the Pacific 
through innovation in the form of new ideas and new technology, and improved 
access to global markets including knowledge and production networks. However, 
the Pacific has generally struggled to attract large-scale investment from overseas. 
Providing an enabling environment for business and ensuring the effectiveness of 
markets mean having the minimum regulation necessary, adopting competition 
policies to ensure contestability of public and private enterprises, ensuring the 
impartial enforcement of contracts (which, in turn, requires improvements in 
the quality of the legal system), and facilitating trade and services to ensure more 
effective cross-border movement of goods and services. 

Since 2000, improvements in telecommunication and reductions in the cost of 
airfares have helped forge such links. This is reflected in the strong growth in the 
Asia–Pacific trade. Growth in e-commerce and online access to tourism services 
hold further potential for the Pacific.

Governments can play a critical role in facilitating these links by addressing 
market failures. This may involve providing domestic businesses with practical 
export advice and market information from Asia; showcasing domestic products 
at trade exhibitions; and introducing buyers, importers, and distributors. Pacific 
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Islands Trade and Invest—an arm of the Pacific Islands Forum Secretariat—plays 
such a role in the People’s Republic of China and Japan, but in other Asian markets 
such support is not available to Pacific businesses. 

For the Pacific to take advantage of niche market opportunities in Asia drawing from 
the region’s primary products, innovation in production technologies that add value 
will be important. Applied research that could contribute to this goal is likely to be 
best promoted on a regional rather than an individual country basis. Such research 
needs to focus on new sources of comparative advantage for Pacific countries. The 
University of the South Pacific is the obvious locus for conducting this work. 

2.  Pacific DMCs continue to face high trade costs in accessing Asian markets. 
Substantial investments in transport and information and communication 
technology (ICT) infrastructure are needed to promote more efficient flow 
of goods and services. In many cases, strategic planning of these investments 
requires a regional approach, which must also meet priority national needs. 

Growth in Asia’s middle-income class creates significant opportunities for Pacific 
DMCs to boost tourism; increase capital flows, including official development 
assistance; and develop markets for high value-added niche exports. Market entry 
into Asia will be facilitated by upgrading the transport and ICT infrastructure 
in Pacific DMCs. Improved ICT connectivity and regional transport networks 
would also help attract more tourists—one of the most promising sources of future 
economic growth for many Pacific DMCs.

Efficient seaports and airports are critical for facilitating trade. In some Pacific 
DMCs, even the ability of producers to export through existing ports is constrained 
by poor domestic transport infrastructure and services. Both investment in new 
transport infrastructure and efforts to improve existing infrastructure services 
are needed to support greater trade. Steps toward the commercial operation 
of seaports, airports, and port services will reduce the costs of trade, but the 
substantial size of any such investment must be weighed against the likely usage 
of the facility. For the smaller Pacific DMCs, large international seaports may not 
make economic sense, so these countries should rely instead on transshipment 
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from a neighboring shipping hub. Larger Pacific DMCs, such as Fiji and Papua 
New Guinea, are well placed to serve as hubs and to provide transit facilities to 
smaller countries.

Perhaps the most conspicuous example of the failure of SOEs has been in the provision 
of air services. The governments of 10 of the 14 Pacific DMCs have had—and, in many 
cases, still have—an ownership stake in airlines. Most of these ventures have been 
overly ambitious, and taxpayers have ended up supporting subsidies governments 
could ill afford. Nonetheless, given the remoteness of the Pacific DMCs, air services 
are vital in realizing the potential of tourism and high-value agriculture and fishery 
exports. Reforms are therefore essential. “Open skies” and other air service agreements 
are one part of such reforms. The number of flights between Asia and the Pacific 
should be further increased by air services liberalization.

Improving telecommunication will also be central to strengthening links between 
Pacific economies and Asia and encouraging increased trade. Innovations in 
telecommunication since the 1990s have had the potential to reduce the isolation 
of Pacific DMCs. However, the adoption of new technology by the SOEs has 
often been slow. Since about 2005, telecommunication liberalization in some 
Pacific DMCs has enabled the private sector to play a lead role in providing 
telecommunication services. This will continue, but the Pacific governments’ 
support for the development of fiber-optic will be crucial to enable broadband 
services to be established.

3.  The development of soft infrastructure is also needed to enhance economic 
links with Asia. Institutional and policy constraints, such as high nontariff 
barriers to imports, high trade costs, and inefficient customs procedures, 
need to be removed. These measures include entering into trade agreements 
and other regional arrangements that can offer benefits to Pacific countries 
through enhanced trade with Asia. 

Pacific governments have an important role in reducing barriers to trade and 
easing regulations that raise the costs of doing business. Explicit preferences for 
domestic producers—manifested in import tariffs and quotas, for example—have 
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traditionally been one of the primary constraints on trade. Although, globally, 
import tariffs have been reduced and many Pacific DMCs now have low import 
tariffs, these measures are still substantial in some Pacific DMCs. 

Technical barriers to trade—including customs, quarantine, and registration 
procedures—also strongly influence the level and direction of trade. Many of the 
procedures are essential, but inefficiency in their application has a strong negative 
impact on businesses and trade. In Pacific DMCs, many of these procedures impose 
high transaction costs on businesses, particularly importers and exporters. Tariffs 
and customs procedures, for example, on perishable products such as foodstuffs, 
can raise costs for resorts, hotels, and other tourist ventures, rendering them less 
attractive to tourists. 

The Pacific has already reaped benefits from regional cooperation: for example, in 
fisheries access. More benefits could be derived from closer cooperation in other 
negotiations with external parties. 

Some actions may best be taken collectively between Pacific DMCs—either 
regionally or subregionally. For example, regional efforts to improve ICT 
connectivity would be more efficient than single-country efforts in facilitating 
the coordination and integration of economic activities across Asia and the 
Pacific. Another promising area for regional collective action relates to measures 
to improve the efficiency and effectiveness of regional transport, particularly 
shipping. 

Where change at the regional level proves difficult to achieve, subregional 
initiatives may offer a more workable avenue for pursuing collective action. 
Regional or bilateral trade agreements with major Asian partners offer potential 
benefits for Pacific DMCs, especially if they include labor mobility. However, it 
is important to recognize that, for small countries, the costs of negotiating and 
administering such trade agreements can be substantial. Pacific DMCs can also 
benefit from unilateral trade liberalization, but the appropriate strategy will differ 
depending on each country’s economic circumstances. 
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To enhance future links, Pacific governments need to formulate strategies that 
would encourage closer economic ties. They also need to identify trade facilitation 
reforms, including legislative and regulatory actions, to achieve their trade 
objectives.

4.  People forge economic links. For the Pacific to strengthen economic links with 
Asia, existing networks of people across the two regions should be supported, 
and greater emphasis must be placed on the quality of education and skills 
development. These actions will underpin the innovation and entrepreneurship 
vital to mutually beneficial growth and enhanced trade. 

For many Pacific DMCs—particularly those consisting of atolls and coral islands—
tourism development is likely to be the most promising avenue for exploiting 
comparative advantage. However, challenges in finding staff with specialist skills 
faced by private sector investors and businesses have limited the pace with which 
new ideas and technologies have been introduced. This limitation points to the 
need for human capital development as an important ingredient in efforts to 
advance Pacific DMCs’ economic transformations. Long-term opportunities for 
Pacific DMCs appear to rest heavily on education and training and a friendly 
business environment, facilitated by the opportunities opened up through better 
connectivity with the global economy. Better education and health outcomes will 
also improve the prospects for migration and remittances in countries where 
migration opportunities have been very limited.

The strong historical ties with Asia—especially East Asia—and movements of 
people across the regions have shaped the Pacific’s development in many ways. 
The Asian diaspora in the Pacific and the Pacific diaspora abroad number in 
the millions and play a strategic role in driving economic development because 
they are an important source of remittances and facilitate trade and investment. 
Further, seasonal guest worker programs engage thousands of Pacific workers 
annually, strengthening ties between the Pacific and other regions. Supporting 
these links and developing efficient and open systems for labor and remittances 
can help Pacific economies to benefit more from Asia’s economic emergence.
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Improving education systems in Pacific DMCs will be a vital part of this effort. 
In many Pacific DMCs, the quality of basic education and skills development 
remains poor. This constrains economic development, restricts the provision of 
skill-intensive products and services, and reduces options for working abroad, and 
hence limits remittances. Restructuring education systems and altering education 
incentives to improve the quality and relevance of education and training are 
important: for example, to build skills suitable for the tourism industry and for 
managing small businesses. With greater numbers of Pacific students taking up 
scholarships to Asian universities, the potential for exchange between Asian and 
Pacific institutions will increase. 

The importance of human capital to economic performance and of closer ties 
between Asia and the Pacific is also highlighted by the role of innovation in 
productivity growth and improvements in the quality of goods and services. While 
Pacific DMCs cannot increase productivity in the same manner as the labor-rich, 
rapidly growing Asian economies through an emphasis on manufacturing, the 
service sector has instead become a focus for the Pacific. Much can be learned 
from Asia’s experience in this area. 

The challenge for the small Pacific DMCs is even greater than for Asian countries. 
Pacific DMCs have to adapt and innovate to generate wealth by finding new ways 
of adding value to their land, labor, and natural resources. For countries with 
more abundant land resources, putting in place the conditions necessary to foster 
agricultural productivity is essential to providing a broader basis for economic 
growth and reducing rural poverty. One condition for such progress in most 
countries, which was also prominent in the economic advances of East Asian 
economies, is to make land available to individuals on a secure, long-term basis. 
Security in land tenure prompts the effort, investment, and innovation needed to 
develop agriculture and improve agricultural productivity. Land tenure reforms 
that address gender inequality offer huge returns by unleashing the ability of 
women to contribute to agricultural growth. Women already do much of the work 
in agriculture, but their contribution is heavily constrained by their lack of formal 
access to farmland.
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To take advantage of the opportunities offered by Asian economic growth, such as 
in satisfying the increased demand for income-elastic goods and services, Pacific 
DMCs must encourage innovation. The ability to develop or adapt innovations, 
whether domestic or foreign, will largely define the success or failure of integration 
efforts. Openness to foreign ideas and technology, as well as to skilled overseas 
workers, will be essential.

5.  Lessons from Asia show that links must be proactively managed to mitigate 
potential negative economic, environmental, and sociocultural impacts. Pacific 
governments must be clear about policy objectives relating to regulation of 
various links, and should adopt practical policies to achieve these goals.

External links bring risks to the cultures, fragile environments, and social 
and economic fabric of Pacific DMCs. This is particularly true for closer links 
between Pacific economies and Asia, given their differences. The scale of potential 
economic engagements with Asia requires the relatively smaller Pacific DMCs to 
proactively manage their links with Asia to maximize the benefits and minimize 
the risks and transitional costs.

Appropriate government oversight of foreign investments can play an important 
role in ensuring that activities are socially and culturally congruent with Pacific 
norms. Ensuring that reforms are in conformity with cultural practices is also 
important, as cultural change happens very slowly, and expectations about the 
extent of such change need to be realistic. This makes it useful to think about how 
to adapt institutional and policy reforms to better fit within existing cultural and 
institutional frameworks found in the Pacific. However, adoption of regulations 
is not enough. Pacific DMCs need to put resources into the enforcement of these 
regulations. Foreign direct investment may not bring notable economic gains in 
all areas, so policies to ensure space for domestic investors are appropriate.

Environmental protection is critical to maintain the traditional way of life of the 
people in the Pacific. It can also serve to enhance the appeal of the Pacific islands 
as tourist destinations. Many of the existing links between Pacific economies 
and Asia relate to extractive industries, so the regulation of their operations is 
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an important government function to protect the environment and the rights of 
communities.

The history of beneficial trade between Asia and the Pacific, as well as the ongoing 
move in Asian economies toward more environmentally sustainable development, 
suggests that closer economic ties will provide both financial and technological 
benefits to Pacific DMCs and facilitate the strengthening of economic links in the 
coming decades.

The action agenda for facilitating stronger and mutually beneficial economic 
ties between economies in Asia and the Pacific is large and will take time to 
implement. There is a clear need for political champions in Pacific DMCs to push 
reforms. Widespread public support garnered through an open policy-making 
process that allows for stakeholder input is essential if reform initiatives are to 
generate public buy-in and be sustained through changes in political leadership. 

In sum, greater integration of the Pacific and Asian regions requires closer 
and continued cooperation in trade, investment, and development assistance. 
Although the interests of particular Pacific economies differ in many domains, 
the economic and strategic case for closer cooperation within the Pacific, and 
between the Pacific and Asia, is clear. Closer integration of both regions has the 
potential to bring enormous benefits to the Pacific. 

The Pacific economies’ endowments in a variety of resources that are scarce in 
Asia create an opportunity for them to tap into Asia’s growth by continuing to 
provide primary commodities and through the development of niche markets for 
goods and services unique to the Pacific. However, policy and institutional reforms 
to overcome constraints that have impeded economic growth in the Pacific DMCs 
for many decades will be vital. Managed effectively, increasing trade, investment, 
and labor links between Pacific economies and Asia will increase the economic 
dynamism of Pacific economies in the decades ahead and improve prosperity in 
both regions. 
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table a1.1:  Economic and Business Indicators for Pacific DMCs

Country
Agricultural Land 

(% of land area, 2011)

Total Natural 
Resources Rents 
(% of GDP, 2011)

Internet Users
(per 100 people, 2012)

Mobile Cellular 
Subscribers

(per 100 people, 2012)

Cook Islands   ...  ...   ...  ...

Fiji 23.4  1.7 33.7 98.1

Kiribati 42.0  0.0 10.7 15.6

Marshall Islands 72.2  0.0 10.0  ...

FSM 30.1  0.0 26.0 24.6

Nauru   ...   ...   ...  ...

Palau 10.9  0.0   .... 82.6

PNG 26.3 36.1  2.3 37.8

Samoa 12.4  2.7 12.9 47.4

Solomon Islands 32.5 14.1  7.0 53.3

Timor-Leste 24.2  2.1  0.9 52.3

Tonga 43.1  4.6 34.9 53.4

Tuvalu 60.0  0.0 35.0 28.4

Vanuatu 15.3  5.2 10.6 54.4

…. = not available, FSM = Federated States of Micronesia, GDP = gross domestic product, PNG = Papua New Guinea. 
Notes: For the FSM and Samoa, the latest data for fixed broadband internet subscribers is from 2010. Resource export 
revenues represent a large portion of national income in Timor-Leste, but are recorded as royalty payments rather than 
export earnings. For Samoa, the latest data for mobile cellular subscriptions is 2007.
Source: World Bank. 2013. World Development Indicators. Washington, DC.
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table a1.2:  Sector Gross Domestic Product Shares and Changes  
in Asia and the Pacific

Item 

GDP Agriculture Industry Services

($ million) % of GDP Change % of GDP Change % of GDP Change

2010 Weight 1990 2010
1990–
2010 1990 2010

1990–
2010 1990 2010

1990–
2010

Asia and the
   Pacific 10.9 7.1 (3.81) 38.1 34.7 (3.37) 51.1 58.2 7.19

Pacific unweighted
   average 24.3 17.8 (6.41) 15.3 18.3 3.05 60.5 63.8 3.36

Pacific weighted 
   average 27.3 25.4 (1.87) 25.3 33.1 7.81 47.4 41.4 (5.94)

Cook Islands 248 0.0144 11.3 5.1 (6.14) 8.2 9.2 1.02 80.5 85.6 5.12

Fiji 3,052 0.1779 19.1 12.6 (6.47) 20.0 21.7 1.64 60.9 65.7 4.83

Kiribati 146 0.0085 28.0 26.3 (1.70) 14.0 8.6 (5.43) 58.0 65.1 7.13

Marshall Islands 166 0.0097 13.9 10.0 (3.87) 12.9 19.2 6.29 73.2 70.8 (2.42)

FSM 297 0.0173 24.6 26.0 1.40 7.5 8.0 0.51 67.9 66.0 (1.91)

Nauru 63 0.0037 7.5 6.2 (1.34) 4.4 35.6 31.23 88.1 58.2 (29.89)

Palau 222 0.0129 25.9 3.2 (22.71) 15.5 20.9 5.39 58.6 75.9 17.33

PNG 9,796 0.5713 29.7 31.9 2.15 31.2 44.7 13.47 39.0 23.4 (15.62)

Samoa 612 0.0357 20.5 9.6 (10.96) 28.8 27.7 (1.11) 50.6 62.7 12.07

Solomon Islands 642 0.0375 45.5 28.3 (17.18) 7.9 10.0 2.18 46.6 61.6 14.99

Timor-Leste 794 0.0463 29.5 29.6 0.05 25.4 13.8 (11.61) 45.1 56.6 11.56

Tonga 369 0.0215 34.7 19.9 (14.82) 13.6 17.4 3.83 51.7 62.6 10.99

Tuvalu 31 0.0018 25.6 21.6 (3.98) 14.5 9.4 (5.13) 59.8 69.0 9.11

Vanuatu 710 0.0414 23.6 19.5 (4.15) 10.0 10.4 0.44 66.4 70.1 3.71

ASEAN 16.0 12.3 (3.64) 36.6 41.0 4.35 47.4 46.7 (0.71)

SAARC 29.6 19.2 (10.34) 26.8 26.3 (0.47) 43.6 54.4 10.81

Low-income
   economies 33.9 24.9 (9.02) 29.3 28.0 (1.24) 36.8 47.0 10.26

Lower middle-
   income 25.5 12.8 (12.65) 35.5 41.5 6.03 39.0 45.6 6.61

Upper middle-
   income 17.7 6.9 (10.80) 44.7 35.9 (8.84) 37.6 57.5 19.86

High-income 3.0 1.7 (1.35) 37.2 28.5 (8.62) 59.8 69.8 9.98

World 6.1 3.8 (2.28) 33.6 28.4 (5.17) 60.4 67.8 7.45

( ) = negative, ASEAN = Association of Southeast Asian Nations, FSM = Federated States of Micronesia, GDP = gross domestic product, 
PNG = Papua New Guinea, SAARC = South Asian Association for Regional Cooperation.
Notes: Sector GDP shares refer to percentage to total value-added of each sector. Asia and the Pacific according to the United Nations 
Economic and Social Commission for Asia and the Pacific (UNESCAP) definition.
Source: UNESCAP. 2012. Statistical Yearbook for Asia and the Pacific 2012. Bangkok.
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table a1.3:  Projections of Population and Gross Domestic Product for 
Selected Economies

Country or 
Region

2010 2030

Population
(million) 

GDP
($ 

billion)

World 
Share

(%)

GDP per 
Capita

($)
Population

(million) 

GDP
($ 

billion)

World 
Share

(%)

GDP per 
Capita

($)

ASEAN 592 1,860 3.00 3,141 704 5,531 4.34 7,857

PRC 1,341 5,931 9.55 4,421 1,393 23,382 18.34 16,784

India 1,225 1,684 2.71 1,375 1,523 7,289 5.72 4,784

Northeast Asia 198 6933 11.16 35,097 193 9647 7.56 49,854

Rest of Asia 503 931 1.50 1,849 653 3,279 2.57 5,019

Asia 3,859 17,339 27.92 4,496 4,466 49,128 38.53 10,993

United States 310 14,447 23.26 46,546 362 22,766 17.86 62,946

European Union 502 16,114 25.95 32,125 517 23,945 18.78 46,308

LAC 537 4,570 7.36 8,508 640 11,021 8.65 17,232

MENA 323 2,280 3.67 7,062 414 5,606 4.40 13,538

Sub-Saharan 
Africa 741 998 1.61 1,346 1,178 3,515 2.76 2,985

Rest of the 
World 369 6,356 10.23 17,246 382 11,480 9.01 30,025

World 6,641 62,104 100.00 9,352 7,960 127,475 100.00 16,014

ASEAN = Association of Southeast Asian Nations; PRC = People’s Republic of China; GDP = gross domestic product; LAC = Latin America and 
Caribbean; MENA = Middle East and North Africa; Northeast Asia = Japan, the Republic of Korea, and Taipei,China.
Notes: 2030 GDP projections are based on United Nations population growth rates applied to 2010 population data from World Economic 
Outlook database. GDP and GDP per capita in constant 2010 prices. Population growth rates derived from the United Nations (UN). 2011. UN 
World Population Prospects: The 2010 Revision. Australia and New Zealand included in Rest of the World. Details on the methodology used to 
generate projections can be found in J. W. Lee, and K. Hong. 2010. Economic Growth in Asia: Determinants and Prospects. ADB Economics 
Working Paper Series. No. 220. Manila: ADB.
Source: Asian Development Bank Institute. 2014. ASEAN, PRC, and India: The Great Transformation. Tokyo.
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table a1.4: Imports by the People’s Republic of China from the Pacific ($ million)

Item 2000 2005 2010 2011 2012

Cook Islands 0.0 5.5 1.2 0.7 1.0

Fiji 0.3 2.3 0.9 1.2 22.2

Kiribati 0.0 0.0 5.2 16.5 23.4

Marshall Islands 0.0 0.0 2.9 1.6 10.9

FSM 0.0 0.0 0.0 0.1 0.2

Nauru      …. 0.0 …. 0.0 0.1

Palau     …. …. 0.0 0.0 0.0

PNG 200.7 309.5 777.5 815.2 642.3

Samoa 0.1 0.0 0.0 0.0 0.0

Solomon Islands 13.3 96.6 287.1 348.8 377.7

Timor-Leste    …. 0.0 0.3 1.7 0.7

Tonga 0.0 0.0 0.0 0.0 0.0

Tuvalu …. …. 0.0 0.0 0.0

Vanuatu 0.4 0.5 0.7 2.4 2.4

By Type of Commodity

Food and beverages 0.0 7.4 18.3 36.8 47.1

Industrial supplies 116.5 395.1 777.6 948.8 943.5

Fuels and lubricants 98.2 11.5 279.5 202.6 90.0

Capital goods 0.1 0.3 0.3 0.3 0.2

Transport equipment …. …. 0.0 0.0 0.0

Consumption goods, NES 0.0 0.1 0.1 0.0 0.0

Goods, NES …. …. …. …. 0.0

Total 214.9 414.4 1,075.7 1,188.5 1,080.8

... = not available, FSM = Federated States of Micronesia, NES = not elsewhere stated, PNG = Papua New Guinea. 
Source: United Nations Commodity Trade Statistics Database. http://comtrade.un.org/db/ (accessed 31 July 2014).
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table a1.5: Exports from the People’s Republic of China to the Pacific ($ million)

Item 2000 2005 2010 2011 2012

Cook Islands 0.2 0.4 3.7 5.0 4.0

Fiji 15.1 43.0 127.6 171.2 214.0

Kiribati 1.2 1.4 11.4 13.1 34.0

Marshall Islands …. .… .… …. ….

FSM 1.6 2.4 3.8 3.4 4.1

Nauru 0.0 0.0 0.0 0.2 1.0

Palau 2.0 0.7 2.0 1.2 1.6

PNG 24.9 66.6 352.5 453.0 640.1

Samoa 2.0 5.9 70.1 37.8 71.7

Solomon Islands 1.0 5.1 28.4 30.7 36.7

Timor-Leste 0.0 1.3 42.8 70.4 62.5

Tonga 1.6 2.9 9.8 13.3 20.2

Tuvalu 0.0 6.3 8.4 15.0 143.4

Vanuatu 1.1 7.8 22.6 133.9 133.6

Total 50.7 143.8 683.1 948.2 1,366.9

... = not available, FSM = Federated States of Micronesia, NES = not elsewhere stated, PNG = Papua New Guinea, PRC = 
People’s Republic of China. 
Note: The Marshall Islands does not have diplomatic relations with the PRC. PRC exports to the Marshall Islands have been 
omitted due to concerns about report accuracy.
Source: United Nations Commodity Trade Statistics Database. http://comtrade.un.org/db/ (accessed 31 July 2014).
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table a1.6:  Trade of Selected Pacific Countries with the Association of 
Southeast Asian Nations ($ million, exports plus imports)

Item 2000 2005 2010 2011

Pacific DMCs 668.9 1,564.2 2,846.0 4,399.6

Fiji 110.3 529.8 643.5 883.6

PNG 432.6 712.3 1,727.5 2,866.1

Samoa 20.5 61.3 83.8 97.3

Solomon Islands 55.2 97.8 167.0 262.7

Tonga 10.9 5.7 7.8 17.0

Vanuatu 39.4 157.3 216.4 272.9

DMC = developing member country, PNG = Papua New Guinea.
Note: Data for the Cook Islands, Kiribati, the Marshall Islands, the Federated States of Micronesia, Nauru, Palau, Timor-
Leste, and Tuvalu are not available. 
Source: Asia Regional Integration Center Database. www.aric.adb.org (accessed 29 December 2014).

table a1.7:  Trade of Selected Pacific Countries with India  
($ million, exports plus imports)

Item 2000 2005 2010 2011

Pacific DMCs 51.1 148.2 199.8 284.4

Fiji 13.8 32.5 34.0 40.8

PNG 5.7 76.9 159.9 221.9

Samoa 1.4 1.2 1.7 3.0

Solomon Islands 2.8 2.2 0.7 14.7

Tonga 0.3 0.6 0.9 1.0

Vanuatu 27.1 34.8 2.5 3.0

DMC = developing member country, PNG = Papua New Guinea.
Note: Data for the Cook Islands, Kiribati, the Marshall Islands, the Federated States of Micronesia, Nauru, Palau, Timor-
Leste, and Tuvalu are not available. 
Source: Asia Regional Integration Center Database. www.aric.adb.org (accessed 29 December 2014).
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Figure a1:  International Visitor Arrivals to the Pacific (‘000)
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Resource export-led economies = Papua New Guinea, Solomon Islands, and Timor-Leste; Smallest island economies 
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rhs = right-hand scale. 
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29 December 2014); and United Nations World Tourism Organization. 2014. UNWTO Tourism Highlights, 2014 Edition. 
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table a1.8:  Tourism Receipts in Pacific DMCs ($ million)

Item 1995 2000 2005 2006 2007 2008 2009 2010 2011 2012
Cook Islands 28 36 91 90 107 105 103 110 ... ... 

Fiji 291 189 485 480 499 547 422 635 724 729

Kiribati 2 3 3 2 4 3 3 ... ... ... 

Marshall Islands  3 3 6 7 5 3 4 4 4 4

FSM ... 17 17 19 20 22 ... ... ... ... 

Palau ... 53 97 99 113 117 113 91 115 133

Papua New
   Guinea 25 7 4 4 4 2 1 2 5 2

Samoa   35 41 79 90 103 112 116 123 134 148

Solomon
   Islands 16 4 2 26 27 37 44 54 71 67

Timor-Leste ... ... ... 20 26 14 18 26 21 21

Tonga  10 7 15 16 14 19 16 27 28 41

Vanuatu   45 56 85 92 119 169 190 217 226 261

Pacific DMCs 455 416 884 945 1,041 1,150 1,030 1,289 1,328 1,406

(as % of GDP) 5.5 5.7 8.2 8.0 8.0 7.4 7.0 7.6 6.2 6.3

... = not available, DMC = developing member country, FSM = Federated States of Micronesia, GDP = gross domestic product. 
Note: Tourism receipts data for Nauru and Tuvalu are not available. 
Sources: ADB. Asian Development Outlook; United Nations World Tourism Organization. 2014. UNWTO Tourism Highlights, 2014 Edition. 
http://mkt.unwto.org/publication/unwto-tourism-highlights-2014-edition
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table a1.9:  Pacific Airlines

Country
Airline

(commenced) Ownership Financial Viability Destinations
Fiji Air Pacific (1947)

Fiji Airways (2012)
Government (51%), Qantas 
(46.32%).
Air New Zealand and 
governments of Kiribati, 
Nauru, Samoa, and Tonga 
have minor shareholdings

Rate of return on assets 
averaged 2% (2002–2012)

Australia; Hong Kong, China; 
Kiribati; New Zealand; 
Samoa; Solomon Islands; 
Tonga; Tuvalu; United States 
(US); and Vanuatu

Kiribati Air Tungaru (1977)
Air Kiribati (1995)

100% government A$1.7 million annual 
government subsidy during 
2012–2014

Fiji, Tuvalu, US (Honolulu)

Marshall Islands Airline of the 
Marshall Islands 
(1980)
Air Marshall Islands 
(from 1989)

100% government Rate of return on assets 
averaged –23% (2002–2012) 

Now a domestic airline; 
earlier services to Fiji, Kiribati, 
and US

Nauru Air Nauru
(1970)
Our Airline
(2006)

100% government According to the 2013–2014 
Budget Paper, “For the first 
time in the history of Our 
Airline, the company was 
projecting a profit for the year 
to June 2013 and will expect 
to earn a similar level of profit 
for fiscal year (FY) 2013–14.”

Current: Australia, Fiji, 
Kiribati, and the Marshall 
Islands

Earlier also included 
American Samoa; Cook 
Islands; Guam; Hong Kong, 
China; Japan; the Federated 
States of Micronesia; New 
Caledonia; New Zealand; 
Niue; Northern Mariana 
Islands; Singapore; Solomon 
Islands; Taipei,China; Tonga; 
US; and Vanuatu

Papua New
   Guinea

Air Niugini (1973) 60% government Rate of return on assets 
averaged 5% (2002–2012)

Australia; Fiji; Hong Kong, 
China; Indonesia; Japan; 
Philippines; Singapore; and 
Solomon Islands

Samoa Polynesian Airlines 
(1959)

100% government Rate of return on assets 
averaged 3% (2002–2012). 
Profits from FY2006to 
FY2013 after major 
restructuring, including the 
transfer of flights to Australia 
and New Zealand to Virgin 
Samoa in 2005 

American Samoa.
Previous flights to 
destinations in Australia, 
Cook Islands, French 
Polynesia, New Zealand, 
Niue, Tonga, and US

Virgin Samoa 
(1995, formerly 
Polynesian Blue)

49% government Profitable 2006–2013 Australia, New Zealand (from 
Polynesian Airlines)

Solomon Islands Solomon Airlines 
(1962)

100% government since 
1987

Rate of return on assets 
averaged –4% (2002–2012)

Australia, Fiji, PNG, and 
Vanuatu

Timor-Leste Air Timor (2001, 
2007)

Registered as a public stock 
holding company with 
numerous public investors 
from Timor-Leste

Not available Dili and Singapore (leased 
A319 from Silk Air)

Timor Air (2008) 10% government (voluntary 
concession by operator)

Not available Australia

Tonga Royal Tongan 
Airlines (1985)

100% government Liquidated in 2004 American Samoa, New 
Zealand, and Samoa

Vanuatu Air Vanuatu (1981) 100% government Profitable in 2012, but not 
in 2013

Australia, Fiji, New Caledonia, 
New Zealand, and Solomon 
Islands

Sources: News reports; company websites; Republic of Nauru. 2013. 2013–2014 Budget Paper 2. Nauru; and Asian Development 
Bank. 2014. Finding Balance 2014: Benchmarking the Performance of State-Owned Enterprises in Island Countries. Manila.
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table a1.11:  Investments from the People’s Republic of China to the Pacific 
(2004–2010, net flows, $ million)

Item 2004 2005 2006 2007 2008 2009 2010
Pacific DMCs 0.1 6.3 35.3 240.2 53.2 34.5 123.5

Fiji … 0.3 4.7 2.5 8.0 2.4 5.6

Marshall Islands … … 2.0 34.2 8.0 26.7 13.2

FSM … 0.1 … 6.3 (0.2) … …

Palau … … … 0.5 7.5 … 0.5

Papua New Guinea 0.1 5.9 28.6 196.8 29.9 4.8 5.3

Samoa … … … (0.1)  … 0.6 98.9

( ) = negative, .… = not available, DMC = developing member country, FSM = Federated States of Micronesia.
Source: People’s Republic of China, Ministry of Commerce. 2010 Statistical Bulletin of the PRC’s Outward Foreign Direct Investment. Beijing.

table a1.12: Pacific Migration and Remittances 

Country

Immigrants in 
Pacific DMCs

Emigrants from 
Pacific DMCs

Remittance Inflows into 
Pacific DMCs

(number)
(% of labor 

force) (number)
(% of domestic 

population) ($ million) (% of GDP)
Pacific DMCs 99,850  1.5   563,762  5.0  588.8 …

Cook Islands 3,243  34.1 25,507  167.5 … …

Fiji 22,828  4.0 197,191  22.8  198.0  4.9 

Kiribati 2,619  3.8 4,794  4.3  ... …

Marshall Islands 1,705  5.4 9,912  18.2  ... …

FSM 2,600  4.0 29,318  28.5  ... 

Nauru 2,070  32.8 1,549  14.5 .… ….

Palau 5,590  43.2 9,723  54.4  ... .…

Papua New Guinea 25,441  0.6 40,423  0.5  15.1  0.1 

Samoa 5,623  5.4 129,149  68.9  155.2  23.5 

Solomon Islands 7,870  2.2 3,629  0.6  17.9  1.7 

Tonga 5,436  9.3 60,305  58.4  60.7  12.6 

Timor-Leste 11,569  1.6 39,438  3.0  119.9  8.8 

Tuvalu 148  2.2 4,022  36.2  ...  ... 

Vanuatu 3,108  1.9 8,802  3.2  22.0  2.8 

... = not available, DMC = developing member country, FSM = Federated States of Micronesia, GDP = gross domestic product.
Sources: ADB. 2014. Pacific Economic Monitor. Manila (July); United Nations. 2014. Trends in International Migrant Stock: The 2013 Revision—
Migrants by Destination and Origin. http://www.un.org/en/development/desa/population/migration/data/index.shtml (accessed 27 August 
2014); World Bank. 2014. Migration and Remittances Data. http://www.worldbank.org/migration (accessed 27 August 2014).
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143Supplementary Tables and Figures

table a1.14: Development Assistance by Recipient
                               (average 2004–2010, $ million)

Recipient

Provider

Australia US Japan NZ PRC ADB EU IDA Others
Pacific DMCs 621.6 206.9 130.1 77.2 50.2 33.1 90.8 18.2 138.7

Cook Islands 2.2 0.1 0.1 5.1 1.3 0.8 0.5 0.0 3.2

Fiji 2.2 1.4 13.7 3.8 16.5 0.2 12.4 0.0 17.7

Kiribati 8.2 0.7 7.7 2.9 0.0 1.1 3.7 0.0 1.5

Marshall Islands 18.2 0.0 1.3 0.9 0.0 0.1 0.8 0.0 0.5

FSM 1.0 50.1 6.4 0.1 0.0 1.8 1.0 0.0 0.6

Nauru 1.6 94.9 8.5 0.2 0.4 2.1 1.4 0.0 0.0

Palau 0.7 19.6 8.3 0.0 0.0 0.7 0.6 0.0 0.4

PNG 287.1 1.2 17.0 14.3 19.5 11.2 25.9 8.2 14.4

Samoa 17.7 1.1 12.9 8.5 4.1 7.3 6.1 7.7 1.4

Solomon Islands 171.7 0.1 11.2 18.8 0.0 5.0 12.2 0.7 4.3

Tonga 66.0 26.0 20.6 4.4 0.0 4.0 19.9 3.5 89.7

Timor-Leste 11.7 1.0 8.9 7.4 1.2 2.8 2.8 3.3 0.4

Tuvalu 3.9 0.0 4.6 2.0 0.0 0.8 1.3 0.0 0.5

Vanuatu 29.2 11.0 8.9 9.0 7.1 0.6 4.5 0.0 4.1

ADB = Asian Development Bank, PRC = People’s Republic of China, DMC = developing member country, EU = European Union, FSM = 
Federated States of Micronesia, IDA = International Development Association (World Bank), NZ = New Zealand, PNG = Papua New Guinea. 
Note: Figures based on average of years when official development assistance is provided.
Sources: Development Assistance Committee of the Organisation for Economic Co-operation and Development. Aid Statistics. http://www.
oecd.org/dac/stats/ (accessed on 1 December 2013); and F. Hanson and M. Fifita. 2011. China in the Pacific: The New Banker in Town. Policy 
Brief. Sydney: Lowy Institute for International Policy.*

* ADB recognizes “China” as the People’s Republic of China.
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This section gives an overview of the available data on Pacific developing 
member countries (DMCs) used in this report. Although not exhaustive, 
this note provides readers with a useful summary of data sources. Overall, 

most international data sources do not cover all 14 Pacific DMCs. The smaller 
Pacific DMCs, such as the Cook Islands and Nauru, are typically not included. 
Another point is the case of Timor-Leste, which only became a sovereign 
state in 2002 and, therefore, lacks much in the way of historical data prior to 
independence. In the report, national sources and/or earlier data are used to fill 
missing gaps, where available. In some cases, countries are dropped in order to 
enhance readability. 

Applied most-favored nation tariff rates. The applied most-favored nation tariff 
rates were downloaded from the World Integrated Trade Solution of the World 
Bank. The data were available for the Cook Islands, Fiji, Palau, Papua New Guinea, 
Solomon Islands, Tonga, and Vanuatu for 2003–2012 (http://wits.worldbank.org).

Doing Business indicators. The Doing Business indicators are collected by the 
World Bank’s Doing Business unit. In addition to the ease of doing business index, 
the report used the following categories: starting a business, registering property, 
getting credit, trading across borders, and enforcing contracts. For the category 
“trading across borders,” the following elements were downloaded: cost to export 
and import ($ per container), documents to export and import (number), and time 
to export and import. The Doing Business data are available for all Pacific DMCs 
except the Cook Islands, Nauru, and Tuvalu (www.doingbusiness.org).
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Economic data. Gross domestic product (GDP), GDP per capita, and other economic 
data can be downloaded from Key Indicators for Asia and the Pacific (http://www.
adb.org/publications/series/key-indicators-for-asia-and-the-pacific) and Asian 
Development Outlook Database (http://www.adb.org/publications/series/asian-
development-outlook) of the Asian Development Bank. It is supplemented by the 
World Economic Outlook Database of the International Monetary Fund (http://
www.imf.org/external/ns/cs.aspx?id=28). 

Foreign direct investment. The data on foreign direct investment were taken from 
the United Nations Conference on Trade and Development (UNCTAD) website 
(http://unctadstat.unctad.org/TableViewer/tableView.aspx?ReportId=92). For 
outward foreign direct investment in the Pacific from the People’s Republic of 
China (PRC), the data published by the PRC Ministry of Commerce were used 
(http://unctad.org/en/Pages/DIAE/Foreign-Direct-Investment-(FDI).aspx).

Human Development Index. The United Nations Development Programme’s 
human development index (HDI) attempts to measure development by combining 
indicators of life expectancy, educational attainment, and economic performance. 
In the report, the HDI as well as the HDI rankings are used. The HDI is not 
available for the Cook Islands, the Marshall Islands, Nauru, and Tuvalu (http://
hdr.undp.org/en/statistics/hdi).

Liner shipping connectivity index. UNCTAD’s liner shipping connectivity index 
of the measures how well countries are connected to global shipping networks. It 
consists of five components of the maritime transport sector: the number of ships, 
their container-carrying capacity, maximum vessel size, number of services, and 
number of companies that deploy container ships in a country’s ports. The index is 
computed by UNCTAD and is based on data from Containerisation International 
Online. For each component, a country’s value is divided by the maximum value 
of each component. The five components are averaged for each country, and the 
average is divided by the maximum average and multiplied by 100. The index 
generates a value of 100 for the country with the highest average index. The index 
is available for 2004–2012 for all Pacific DMCs, except for the Cook Islands, the 
Federated States of Micronesia, Timor-Leste, and Tuvalu.
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Logistics Performance Index. The World Bank’s logistics performance index 
measures the country’s trade logistics and is composed of six dimensions: 
(i) efficiency of the clearance process (i.e., speed, simplicity, and predictability 
of formalities) by border control agencies, including customs; (ii) quality of 
trade- and transport-related infrastructure (e.g., ports, railroads, roads, and 
information technology); (iii) ease of arranging competitively priced shipments; 
(iv) competence and quality of logistics services (e.g., transport operators, customs 
brokers); (v) ability to track and trace consignments; and (vi) timeliness of 
shipments in reaching destination within the scheduled or expected delivery time. 
The index ranges from 1 (worst) to 5 (best) and is based on country surveys. For 
Pacific DMCs, the logistics performance index is only available for three countries: 
Fiji, Papua New Guinea, and Solomon Islands (http://lpi.worldbank.org). 

Migration and remittances. The data on migration flows, as well as remittances, 
come from the World Bank Migration and Remittances website (www.worldbank.
org/prospects/migrationandremittances). Data on the stock of migrants in each 
country are available from the United Nations Global Migration Database. The 
2013 Revision includes all Pacific DMCs as destination and source of migrants 
(http://www.un.org/en/development/desa/population/migration/data/
estimates2/index.shtml). 

Official development assistance. The source of official development assistance 
data is the World Bank’s 2013 World Development Indicators as well as the 
Organisation for Economic Co-operation and Development–Development 
Assistance Committee database (www.oecd.org/dac/stats). 

Telecommunication data. The telecommunication data were sourced from the 
International Telecommunication Union and includes the internet users (per 100 
people) as well as mobile cellular subscribers (per 100 people). For the Federated 
States of Micronesia and Samoa, the latest data available for fixed broadband 
internet subscribers are from 2010. For Samoa, the latest data for mobile cellular 
subscriptions are from 2007 (www.itu.int/pub/D-IND).
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Tourism data. The tourism data were sourced from the database of the United 
Nations World Tourism Organization (UNWTO) (http://statistics.unwto.org/
en). The UNWTO publishes data on the total number of tourists per country. 
In addition, data on the bilateral flows of tourists (outbound) between countries 
are published. However, the estimation techniques used are not identical and, 
therefore the total numbers might not exactly match. Further, for the Cook 
Islands, Fiji, Palau, Samoa, Tonga, and Vanuatu, the report used additional sources 
for the number of tourist arrivals: Australian Bureau of Statistics, the Cook Islands 
Statistics Office, New Zealand Ministry of Tourism, Reserve Bank of Fiji, Palau 
Visitors Authority, Central Bank of Samoa, Tonga Department of Statistics, and 
Vanuatu National Statistics Office. 

Trade data. The trade data presented comes from different sources. The main 
source is the United Nations Commodity Trade Database (UN Comtrade), which 
covers all 14 Pacific DMCs. For the tables in the main text, trade data, as reported 
by the countries to the United Nations, are used (http://comtrade.un.org). In 
addition, the report utilized value of trade (in national currency) as reported by 
Pacific DMCs to ADB and published as Key Indicators for Asia and the Pacific 
(www.adb.org/publications/series/key-indicators-for-asia-and-the-pacific). For 
the direction of trade of merchandise exports and imports, the report exploited 
the IMF Direction of Trade Statistics (DOTS) (http://elibrary-data.imf.org/
FindDataReports.aspx?d=33061&e=170921). 

World Development Indicators. The World Development Indicators published by the 
World Bank is a meta database that holds national, regional, and global development 
data covering more than 800 indicators and more than 150 economies (http://data.
worldbank.org/data-catalog/world-development -indicators).

Worldwide governance indicators. The worldwide governance indicators compiled 
by the World Bank cover six dimensions: government effectiveness, control of 
corruption, political stability and absence of violence and terrorism, regulatory 
quality, rule of law, and voice and accountability. The worldwide governance 
indicators are available for all Pacific DMCs except the Cook Islands (www.
govindicators.org).
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The rise of global value chains and production network trade has 
fundamentally changed manufacturing. The production of a single good 
is frequently fragmented across national boundaries, and countries 

specialize in intermediate tasks such as component production and assembly, 
depending on their relative cost advantage and other fundamentals. Technological 
progress, cost, access to resources and markets, and trade policy reforms have 
facilitated specialization and fragmentation of production processes across 
countries (Organisation for Economic Co-operation and Development 2012). 

Asia has been at the center of this rise in global production network trade. Trade 
in parts and components globally increased fivefold, from $1.8 billion in 1990 to 
$9.1 billion in 2012, while Asia’s trade in parts and components increased more 
than ninefold, from $494.0 billion to $4.6 trillion in the same period. In effect, 
Asia’s share of global production network trade increased from 28% in 1990 to 
51% of all production network trade in 2012. 

Participation in production networks has provided Asian economies and firms 
with access to larger markets, new employment opportunities, and transfer of 
technological and management capabilities (Ernst and Kim 2002). Foreign firms 
engaging in production network trade have invested almost $500 billion in the 
People’s Republic of China (PRC) and employ about 16 million people (Krueger 
2012). There is also evidence from Indonesia to suggest that multinational 
presence raises the likelihood of export market participation of local firms 
through technology transfer and information channels (Norjoko 2009). Given 
these benefits, it is of interest to better understand the driving forces behind Asia’s 
rise as “Factory Asia” and whether other countries can follow. 



150 Appendix 3

The confluence of four key factors has made Asia the manufacturing capital 
of the world, according to Athukorala (2010). First, Asia has a comparative 
advantage in the diversity of labor supply conditions and wages. This provides 
firms with an opportunity to shift activities to lower-wage sources within the 
region, resulting in greater intraregional product-sharing. The liberal trade and 
investment regimes and efficient port and communication systems is the second 
key drawing card for Asian economies as they reduce the transaction costs of 
maintaining services links in global production-sharing. Third, Asia offers 
considerable agglomeration advantages for companies located in the region. As 
more multinational corporations in related fields cluster together, production 
costs decline substantially as firms have competing suppliers. The outcome is 
greater specialization and division of labor as well as greater production network 
trade. Finally, the rapid economic growth and structural transformation that 
has occurred in several Asian countries, together with the rise of the PRC as 
an assembly center, have increased the market size and boosted component 
production and assembly activities in the region.

Looking at the degree to which countries are involved in production network 
trade and Asia’s experience, it is clear that governments can make their economies 
attractive for foreign investment and production network trade through outward-
oriented policies, modern infrastructure and logistics, and world-class skills. 
However, there are a number of exogenous factors that influence an economy’s 
ability to participate in production network trade, the key ones being geography 
and labor supplies.
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Pacific countries are seriously considering the risks to economic and 
tourism development, one of which is the high degree of vulnerability of 
Pacific countries to climate change risks. Most Pacific developing member 

countries (DMCs) lack the capacity to plan for and finance ways to adapt to 
or mitigate the impacts of climate change. In collaboration with international 
country partners, the Asian Development Bank (ADB) supports a number of 
adaptation initiatives and mitigation programs to help reduce the adverse 
impacts of climate change and help Pacific DMCs make the transition to more 
sustainable and inclusive low-carbon growth (ADB 2013d).

Global emissions of carbon dioxide (CO2) from fossil fuel combustion and other 
industrial sources are the main culprits behind human-induced global warming. 
By 2070, average temperatures in the Pacific are expected to rise by 2.0°C–3.0°C. 
CO2 emissions in the Pacific are also expected to grow annually by 2.3% through 
2030. Global CO2 emissions reached 34.5 billion tons in 2012—unprecedented but 
unsurprising given the increased demand for energy associated with economic 
growth, especially in emerging economies. The heavy demand for coal in the 
People’s Republic of China (PRC), on the back of its economic growth, contributed 
29% of total global CO2 emissions, and made the PRC the largest contributor in 
the world. Following far behind were the United States (16%) and the European 
Union (11%). 

While the Pacific region contributes less than 0.1% of global greenhouse gas 
emissions, it may well bear the brunt of climate change risks—including sea-
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level rise and extreme temperatures—given its geographic and topographic 
particularities. The sea level is projected to rise by about 1.5 meters across 
the Pacific under the most extreme scenario, posing a risk of inundation to 
economically important coastal areas and local communities. 

A study was undertaken to assess the likely impacts of climate change in Fiji, 
Papua New Guinea (PNG), Samoa, Solomon Islands, Timor-Leste, and Vanuatu 
(ADB 2013e). The analysis suggests that, by 2100 Samoa’s GDP will be 3.8% lower, 
and that of PNG’s will be 15.2% lower than they would have been in the absence 
of climate change. Many of the most lucrative sectors in the Pacific could sustain 
high losses from declines in crop yields, fish catches, and tourist arrivals. In PNG 
alone, it is feared that there will be a yield loss of more than 50% for sweet potato 
crops by 2050. Tourism revenues in the Pacific as a whole are projected to fall by 
almost one-third. In other words, climate change puts the Pacific economies in a 
precarious situation, as it may erase nearly all gains of economic growth—hard-
won given the limited financial resources—from 2100 onward. To make matters 
worse, the high and volatile costs of imported fuel would exert further pressure 
on the external and fiscal accounts of Pacific DMCs, as fuel claims a significant 
share in most of their import baskets (ADB 2013e).

The clear threat to Pacific DMCs has spurred ADB to respond with projects 
to mainstream climate change adaptation (ADB 2011). Since the first regional 
adaptation project in the Cook Islands and the Federated States of Micronesia in 
2003–2005, ADB has continuously supported Pacific DMCs through a series of 
climate change regional initiatives such as the Pacific Climate Change Program 
(ADB 2011). This program is envisioned to be a “one-stop climate change service” 
that will respond to climate change-related technical and financing needs of 
Pacific DMCs. At the country level, all ADB Pacific Department projects, such as 
the Solomon Islands Second Road Improvement Sector Project and the Timor-
Leste Road Network Development Sector Project, are being climate-proofed (ADB 
2009a, 2009b). Even though climate-proofing will increase the total cost of a 
project, this cost, when incurred at the design stage, will still be less than the 
lifetime cost of repairing infrastructure that is not climate-proofed.
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In addition to adaptation-focused investments, ADB has been stepping up its 
efforts to support climate change mitigation through clean energy investments, 
and to mobilize private sector finance through the Climate Public–Private 
Partnership Fund (ADB 2012). Notwithstanding PNG’s liquefied natural gas 
exports, almost 50% of the Pacific region remains largely dependent on expensive 
imported fossil fuels—oil, coal , natural gas—for its energy needs. The intensity of 
oil use, defined as total primary energy consumption per unit of gross domestic 
product, is more than 80% in the Pacific. ADB’s Pacific Department claimed 
$61.5 million, or 1%, of ADB’s clean energy investments. Renewable energy and 
energy-efficiency improvements in the Pacific include hydropower development 
in Solomon Islands; solar development in the Cook Islands, Samoa, and Tonga; 
wind development in the Federated States of Micronesia; and a grid-connected 
solar photovoltaic pilot in Vanuatu (ADB 2013a, 2013b, 2013c). 

In 2006, ADB established its Carbon Market Program, an innovative financing 
scheme that helps projects in DMCs mobilize additional funds to reduce the 
upfront capital costs of installing systems to mitigate greenhouse gas emissions 
and are eligible under the Clean Development Mechanism of the Kyoto Protocol 
(ADB 2010). However, the recent slump in the European Union trading schemes 
has raised concerns over the ability of carbon markets to provide a solution to 
climate change. This highlights the danger in solely focusing on fixing market 
failures, as it may lead to missing out on important dimensions of good policy 
design.
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THE GRAVITY EQUATION

More than 50 years ago, Jan Tinbergen (1962), using Newton’s universal law of 
gravity as an analogy, described trade flows between any pair of countries as being 
proportional to their economic size (gross domestic product [GDP]) and inversely 
proportional to the distance between them. This relationship has been called the 
“gravity equation,” and has, over time, emerged as a robust, empirical relationship. 

While the relationship between trade, distance, and economic size has held steady 
across various samples and specifications, the estimation approach was criticized 
for its lack of a theoretical explanation. However, a number of papers have shown 
that gravity-type equations can arise from various trade models, including the 
Heckscher-Ohlin (factor proportions-based) and Ricardian (technology-based) 
models. Helpman, Melitz, and Rubinstein (2008) obtained a gravity equation from 
a model of international trade by Melitz (2003), wherein firms vary in productivity 
and, thus, the ability to export. Newer studies have focused on refinements to the 
gravity equation, particularly by accounting for trade costs between countries 
(see, for instance, Jacks, Meissner, and Novy 2011; and Bergstrand, Egger, and 
Larch 2013). 

DATA DESCRIPTION

The most common approach when gathering trade data for a gravity model is to 
use import flows reported by countries. The reason is that the records of imports 
are usually subject to greater validation and more timely updating compared with 
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exports, as imports are often subject to import tariffs, taxes, or other measures. 
For Pacific developing member countries (DMCs), all bilateral aggregate import 
flows reported in the United Nations Commodity Trade Statistics Database 
(UN Comtrade) for 1989–2011 were downloaded. Data on aggregate imports 
were available for all 14 Pacific DMCs. In addition, the reported import flows of 
Indonesia were downloaded, because Timor-Leste was part of Indonesia until 
2002. This query yielded 11,019 observations. Each observation corresponded to 
a year and a pair of countries (i.e., one of the Pacific DMCs importing from any 
other country in the world).

In theory, the imports reported by Pacific DMCs should correspond to the exports 
reported by their partner countries. As frequently observed, however, there are 
discrepancies between the two reported flows. In addition, exporting countries 
might report flows that are not recorded by importing countries. To supplement 
the import data, all aggregate export flows that all countries in the world reported 
as exports to Pacific DMCs for the same period (1989–2011) were downloaded. 
Use of this mirror-data approach yielded 14,922 observations. Of the total 25,941 
observations, 12,931 were new observations (not reported by the importing Pacific 
DMCs) and 5,950 were duplicates (reported by both importing Pacific DMCs and 
exporting countries). To remove the duplicates, the simple average of the two 
entries was calculated. In this way, judgment on the quality of the two different 
data sources was minimized. Finally, all trade flows to countries that are either 
obsolete or classified as “unspecified” were deleted. The final sample held 18,843 
observations. 

Additional variables of the gravity model are bilateral data between exporting and 
importing countries, and country-specific data. These data were downloaded from 
the website of the Centre d’Etudes Prospectives et d’Informations Internationales 
(CEPII), a leading French international economics research institute. The dataset 
holds country-specific as well as bilateral data for 238 countries. This was matched 
with data of Pacific DMCs and their trading partners on a yearly basis, appending 
country-specific, geographic area measures as well as various bilateral indicators, 
such as geographical distance or cultural proximity (i.e., shared language and 
colonial history).



158 Appendix 5

METHODOLOGY

The standard log-linear approach to estimating the gravity equation was followed 
for Pacific DMCs, of which the general form is as follows:

ln Xijt = a0 + a1 ln dij + a2 Iit + a3 Ijt + a4 Tjt + ∑13 
(n=5) an Cij + Ɛ ijt

where the dependent variable Xij is the value of trade in US dollars between 
country i and country j for year t; a0 is the constant term, Ɛijt is the error term, dij 

is the distance between the two countries’ most populated cities, and Cij is a vector 
of dummy variables representing several cultural and historical indicators specific 
to each pair of countries (i.e., whether or not they are contiguous, if they have a 
common official primary language, if a common language is spoken by at least 9% of 
the population in both countries, if they are or were in a colonial relationship, and 
if the same countries are or once were part of the same country). Country dummy 
variables (Iit, Ijt) were also introduced to account for all differences, including 
economic size, between trading partners that make trade possible (which in other 
studies is represented by country GDP). Similarly, a dummy variable for each 
year (Tjt) was included to obtain fixed and random effects estimates. In various 
specifications, dummies for trading with Asia and with other Pacific DMCs were 
added to verify if Pacific DMCs trade less with Asia and more with each other 
given their distance, as suggested by the gravity equation.

RESULTS 

Econometric estimates for Pacific DMCs, overall, are consistent with expectations 
of the gravity equation. Regardless of the estimation method or specification, 
a greater distance between the most populated cities in a Pacific DMC and 
a counterpart country is consistently associated with lower trade values. In 
comparisons between 1993–2002 and 2003–2012, there appears to be a much 
greater inclination to trade with other Pacific DMCs relative to Asia, given their 
proximity, although this tendency seems to have declined over time. 
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table a5:  Results from Gravity Model Estimates (2004–2010)

Item
All 1993–2002 2003–2012

GLS, RE GLS, RE GLS, RE

Distance
(1.91)*** (1.84)*** (1.60)***

[0.22] [0.25] [0.24]

Asia
(0.58) (0.98) 0.26

[0.74] [0.67] [0.66]

Pacific
0.97** 0.57** 0.44*

[0.43] [0.26] [0.23]

Contiguous
0.58 0.79 0.76

[0.52] [0.62] [0.61]

Common language
   (official)

0.96*** 0.88*** 0.80**

[0.29] [0.34] [0.36]
Common language
   (>9% speaks same
   language)

(0.12) 0.07 (0.09)

[0.19] [0.24] [0.23]

Colony
0.27 (0.06) 0.39

[0.32] [0.38] [0.41]

Common colonizer
   after 1945

0.87*** 0.68*** 0.83***

[0.19] [0.24] [0.20]

Currently in colonial
   relationship

(0.72) (0.29) (0.52)

[0.63] [0.65] [0.77]

Colonial relationship
   after 1945

1.24*** 1.31*** 1.24**

[0.39] [0.41] [0.52]

Is/Was once same
   country

0.93* 0.45 1.25*

[0.49] [0.43] [0.52]

R-squared 0.72 0.72 0.70

Observations 14,556 5,124 8,641

Year fixed effects Yes Yes Yes
Country-year fixed
   effects Yes Yes Yes

*** p < 0.01, ** p < 0.05, *p < 0.10
GLS = generalized least squares, RE = random effects.
Notes: Numbers in [ ] denote standard errors of the parameter estimates; numbers in parentheses denote negative values.
Source: Authors’ calculations.



160 Appendix 5

There is also evidence for some common cultural and historical indicators 
having positive effects on trade flows. Specifically, a common official language 
and having either a colonial relationship or being colonized by the same country 
after 1945 are all robustly related to increased trade between Pacific DMCs and 
their counterparts.

CONCLUSION

While the results find that trade flows between Pacific DMCs and Asia are 
inversely related to their geographic distances, econometric estimates obtained 
for Pacific DMCs using UN Comtrade and CEPII data show that these countries 
are more inclined to trade with each other than with Asia. This result suggests an 
intraregional bias in trade. Notably, however, this tendency to trade less with Asia 
relative to intraregional trade appears to have weakened substantially over time. 
This suggests that trade relations with Asia have become much more important 
to Pacific DMC economies, and that Pacific DMCs’ prospects for future growth 
may be closely related to expanding and deepening these ties. 
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THE PACIFIC’S TOURISM POTENTIAL

A node diagram (Figure A6.1) is used to depict all the flight connections available 
within the Pacific and with countries outside the Pacific region. Of the possible 168 
flight connections between countries outside the Pacific and Pacific developing 
member countries (DMCs), only 35 are in place (between Pacific DMCs, 28 of 116 
possible connections exist). The node diagram on the right illustrates the bilateral 
tourism flows. When comparing both nodes, it can be seen that many bilateral 
tourism flows are not matched by bilateral flight connections. Tourists need to 
take indirect flights to reach their destination.

Using standard estimation methods to model the flows of tourists, Helble (2014) 
finds that geographic distance between the origin and the destination of tourists 
is a major determinant of the number of tourist arrivals. Doubling the distance 
lowers the number of tourists by more than two-thirds. Other factors, such 
as sharing a common language or colonial links, also play a role. The results 
demonstrate that countries with a direct flight link have approximately twice as 
many tourists as countries without a direct flight link. Increasing the frequency 
of flights increases in a similar way the number of tourist arrivals. 

The research thus highlights the potential of increased flight connectivity for 
Pacific DMCs. A word of caution is in order, however. The model calculates 
the average marginal effect, which means that not every new flight connection 
will have the same effect. Furthermore, the model neglects possible supply 
constraints on Pacific DMCs in welcoming more tourists. However, the model 
clearly illustrates the considerable tourism potential. Asia will play a crucial role 
in realizing this potential. Apart from improving flight connectivity, governments 
can facilitate tourist arrivals through additional measures. For example, recent 
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research shows that simplified visa procedures can significantly stimulate tourist 
inflows (Arita, la Croix, and Edmonds 2014).

 THE FUTURE OF TOURISM FROM THE 
PEOPLE’S REPUBLIC OF CHINA IN THE PACIFIC

The number of nationals of the People’s Republic of China (PRC) traveling outside 
the country has grown from 0.5 million in the mid-1980s to more than 80.0 million 
in 2012. Further, the United Nations World Tourism Organization predicts that 
there will be 100 million outbound trips by 2020. PRC tourism expenditure 
overseas rose to $102 billion in 2012, an eightfold increase from 2000. The PRC 
is now the top tourism source market in the world in terms of spending.

Figure a6.1: Direct Flight Connections and Tourism Flows within the Pacific 
                               and between the Pacific and Asia

Flight Routes To and Within the Pacific DMCs
(Thicker lines = more frequently flown routes)

Average Tourist Flows
To and Within the Pacific DMCs, 2010–2012

(Thicker lines = more tourists)
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AUS = Australia; COO = Cook Islands; DMC = developing member country; FIJ = Fiji; FSM = Federated States of Micronesia; 
GUM = Guam; HKG = Hong Kong, China; INO = Indonesia; JPN = Japan; KIR = Kiribati; KOR = Republic of Korea; NCL = New Caledonia; 
NZL = New Zealand; PAL = Palau; PHI = Philippines; PNG = Papua New Guinea; PYF = French Polynesia; RMI = Republic of the Marshall 
Islands; SAM = Samoa; SIN = Singapore; SOL = Solomon Islands; TAP = Taipei,China; TON = Tonga; TUV = Tuvalu; US = United States; 
VAN = Vanuatu; WLF = Wallis and Futuna. 
Note: Only those countries that had a least one flight connection to one of the Pacific DMCs are included in the node diagram.
Source: Helble, M. 2014. The Pacific’s Connectivity and Its Trade Implications. Asian Development Bank Institute Working Paper. No. 499. Tokyo: 
Asian Development Bank Institute.
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The main destinations for PRC travelers are Macau, China and Hong Kong, 
China, accounting for about two-thirds of total outbound travelers. These were 
the first two destinations the Government of the PRC allowed its citizens to travel 
to, starting in the mid-1980s. This earlier overseas travel was largely through 
organized tours and to visit friends and relatives. Other popular destinations 
for PRC nationals today are day trips to the Lao People’s Democratic Republic, 
the Russian Federation, and Viet Nam. PRC tourists are reported to be frugal 
(The Economist 2006). However, the present numbers of tourists, as well as 
the anticipated growth in PRC tourists and tourism expenditure, remain highly 
significant as far as foreign (including Pacific DMC) tourism planners and 
businesses are concerned.

There are several factors driving the increase in outbound PRC travel, but the main 
determinant of the destination of PRC travelers are the Approved Destination 
Status (ADS) agreements signed by the Government of the PRC with foreign 
governments. The ADS agreements provide for faster travel arrangements (e.g., 
quicker visa processing, a standard itinerary, and accredited travel agencies) for 
PRC nationals traveling overseas on group tours. The ADS places limits on the 
countries where PRC nationals are allowed to pursue their leisure travel as well as 
on how they may plan their travel arrangements. Using a semiparametric matched 
estimates on panel data of PRC visitor arrivals in 58 countries from 1985 to 2005, 
research by Arita, la Croix, and Edmonds (2014) estimated that ADS status was 
associated with a more than 10% annual increase in PRC visitor arrivals during 
the 3-year period following ADS designation.

In 1991, group travel tours were arranged for Malaysia, Singapore, and Thailand 
following ADS agreements. The immediate effect was apparent as shown by the 
doubling of PRC travelers to these destinations from 7,000 in 1990 to 13,000 in 
1991 visiting Malaysia, from 28,000 to 42,000 visiting Singapore, and from 65,000 
to 130,000 traveling to Thailand. 

Travel expenses were initially shouldered by the host countries to conserve the 
PRC’s foreign currency reserves. This policy was eventually relaxed, leading to 
more overseas travelers. More ADS agreements were signed in succeeding years. 
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There are now about 127 countries and territories with ADS agreements (including 
Australia, Brunei Darussalam, Cambodia, Indonesia, Japan, the Republic of Korea, 
Myanmar, New Zealand, the Philippines, and Viet Nam).

Pacific DMCs only entered into ADS agreements from 2004 onward. Agreements are 
now in place in Fiji, the Federated States of Micronesia, Papua New Guinea, Samoa, 
Tonga, and Vanuatu. The impact of ADS on the tourism-intensive Pacific DMCs 
has been more gradual than it was in Southeast Asian countries. Nevertheless, the 
increase in PRC visitors to the Pacific since 2009 is noticeable (Table A6). In Fiji, 
the number of PRC travelers increased significantly to 4,000 in 2009, 5 years after 
the ADS agreement was signed. Travelers from the PRC accounted for 4.0% of total 
arrivals in Fiji in 2012 compared with 0.8% in 2009. In Palau, visitors from the PRC 
became the largest group in the last quarter of fiscal year 2014, narrowly edging out 
Japan, which was traditionally the largest source of visitors. 

table a6:  International Departures of People’s Republic of China  
Nationals to Selected Destinations (‘000)

Economy 2004 2006 2008 2010 2012
Cook Islands … … .… .… 0.17

Fiji … … .… 18.10 26.40

FSM 0.20 0.18 0.13 0.23 0.35

Marshall Islands 0.09 0.06 0.06 0.08 0.11

Palau 0.27 0.35 0.44 0.64 3.12

Samoa .… .… .… .… 1.67

Timor-Leste .… ... 0.98 2.66 4.97
Total PRC visitors 
to Pacific DMCs 0.55 0.58 1.60 21.71 36.79

Total visitors to 
Pacific DMCs 861.34 1,005.18 1,126.28 1,201.38 1,238.35

Macau, China 9,518.00 11,986.00 11,613.00 13,229.00 16,902.00

Hong Kong, China 12,246.00 13,591.00 16,862.00 22,684.00 34,911.00
Total PRC outbound 
tourists 28,850.00 34,520.00 45,840.00 57,380.00 83,200.00

.… = not available, PRC = People’s Republic of China, DMC = developing member country, FSM = Federated States of Micronesia.
Notes: The number of PRC nationals traveling to Fiji before 2009 is not available in the country’s statistics. Also, the numbers of people from the 
PRC traveling to some of the other Pacific DMCs are either not available or have only been published in recent years, possibly reflecting the fact 
that PRC tourism numbers remain marginal compared with other source markets. 
Sources: National statistics websites.
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With the PRC the fastest-growing source of tourists globally, opportunities to 
attract travelers from the PRC to the Pacific are immense. The travel propensity 
of PRC nationals (defined as outbound travelers per capita) has almost tripled in 
less than a decade from 2.2% in 2004 to 6.1% in 2012. This percentage is likely to 
grow even larger as average disposable incomes rise, the size of the PRC’s middle-
income class grows, and demand for leisure travel increases. Pacific DMCs should 
benefit greatly from future PRC tourism.

Some Pacific DMCs are already targeting PRC tourists. However, these countries 
must address challenges in developing their tourism industries and maximizing 
domestic gains. For instance, the foreign exchange leakage of the Pacific tourism 
dollar can be quite high. Much of the Pacific’s tourism dollar is captured by 
overseas investors, suppliers, tourism agents, and, in some cases, overseas workers. 
Minerbi (1992) estimated that 67% of tourist revenue in Fiji goes to foreign owners 
and operators (see also McKee and Tisdell 1990). Addressing these challenges 
warrants close attention by Pacific DMC governments.

LEARNING FROM THE MALDIVES

In recent years, the Maldives has become a very popular tourism destination for 
people from the PRC. Their numbers increased from about 20,000 in 2003 to 
almost 230,000 in 2012 (Figure A6.2). PRC tourists are now by far the largest group 
visiting the Maldives, with a market share of 24% in 2012. This strong increase 
in the number of PRC tourists has even outpaced the already very dynamic trend 
of total outbound PRC tourists. According to the National Bureau of Statistics of 
the PRC, the number of outbound PRC tourists increased to about 83 million in 
2012, almost 2.5 times more than in 2006.

Keeping pace with the PRC’s rapid outbound tourist market, the Maldives with 
its white sand, clean air, and clear water has become a preferred destination for 
PRC tourists. Wealthy PRC nationals who are tired of pollution at home and 
crowded tourist destinations are looking for alternatives (Gu 2013). In addition, 
the Maldives issues free 30-day visas on arrival for PRC passport holders. Easier 
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access from the PRC to the Maldives has also been guaranteed by more frequent 
flights (Plowright 2013).

The Maldives tourism industry has successfully adapted its offerings to PRC 
demands. For instance, hotels now offer Chinese TV channels as well as maps 
and guidance books in Chinese. Furthermore, according to Gu (2013), many hotels 
in the Maldives have hired Chinese staff and also provide Chinese food. 

The strong influx of PRC tourists has helped to drive the Maldives tourism market. 
PRC tourists are large consumers in the Maldives; they may easily spend $750 for 
1 night in their favorite resort (Gu 2013). With the PRC economy continuing to 
grow, the number of PRC tourists to the Maldives is expected to increase rapidly. 
With more than 100 resorts, the Maldives seems to be well-prepared to attract 
more wealthy PRC tourists in the near future (Centre for Aviation 2013).

Figure a6.2:  Outbound Tourist Flows from the People’s Republic of China 
to the Maldives and Worldwide (2003–2012)
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Sources: Government of the People’s Republic of China, National Bureau of Statistics and United Nations World Tourism Organization 
(UNWTO). 2014. UNWTO Tourism Highlights, 2014 Edition. http://mkt.unwto.org/publication/unwto-tourism-highlights-2014-edition
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ADDRESSING 
CHALLENGES IN 
ASSISTING OVERSEAS 
FILIPINO WORKERS 
by Jenny Balboa, Consultant, ADBI and Matthias Helble, Research Fellow, ADBI

The Philippines is one of the largest sources of skilled human resources for 
the global market. As of 2013, the total number of deployed overseas Filipino 
workers (OFWs) in various countries was 1.8 million (Appendix 7, Figure 

A7). This excludes undocumented workers and those with temporary resident or 
immigrant status in other countries. As OFW numbers have steadily grown, so have 
their remittances, from $600 million in 1984 to almost $23 billion in 2013—almost 
10% of gross domestic product (Philippine Statistics Authority 2014). 

Rapid labor emigration from the Philippines started in the 1970s as a result of 
high demand for labor in the oil-rich Gulf countries after the oil price shock 
in 1973–1974. As a response to this booming demand, the Government of the 
Philippines enacted the Philippine Labor Code of 1974, which, among other 
things, defined the state’s role in protecting Filipinos wishing to work overseas. 
While the government envisioned for itself a frontline role as the main institution 
responsible for recruitment and deployment of workers, it relinquished this role 
to the private sector in 1977 and confined itself to regulating recruitment agencies 
(International Organization for Migration 2013).

With unceasing high demand for Filipino workers, the government continued 
to improve its structure of support for OFWs. In 1982, the Philippine Overseas 
Employment Administration (POEA) was created. POEA is the main institution 
responsible for OFWs; it handles the promotion of overseas employment, the 
regulation of recruitment agencies, and the promotion and protection of Filipino 
workers’ rights and welfare. As the regulating agency for deployment of workers, 
POEA’s tasks include limiting entry to qualified actors, regulating fees and 
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standard contracts, and monitoring and redress. POEA is mandated to ensure 
that only qualified recruitment agencies, employers, and workers participate in the 
deployment process. POEA also sets strict standards to regulate charges and fees 
on applicants and sets minimum provisions in contracts to avoid abuse. Finally, 
POEA conducts spot checks to ensure compliance of recruitment agencies with 
government-specified rules (Orbeta, Abrigo, and Cabalfin 2009). In addition, 
several other agencies safeguard the welfare of OFWs after their deployment:

(i)  The Overseas Workers’ Welfare Administration provides welfare services 
and benefits to OFWs, including insurance and health care, education and 
training, and family welfare and assistance.

(ii) The Philippine Overseas Labor Offices monitors and enforces the adopted 
 policies and programs on international labor affairs.

Figure a7: Filipino Workers Employed Overseas and Remittance  
                           Flows Worldwide
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(iii)   The National Reintegration Center for Overseas Filipino Workers helps 
returning OFWs reintegrate through capacity building, employment, and 
investment assistance. 

(iv)  The Commission on Filipinos Overseas preserves and enhances ties of 
 Filipino emigrants and permanent residents abroad with the Philippines.

(v)   The Department of Foreign Affairs provides assistance to Filipino workers 
abroad as part of its key objective of protecting the rights and promoting 
the welfare of overseas Filipinos (Orbeta, Abrigo, and Cabalfin 2009).

However, the very nature of the policy remains controversial due to the costs 
and risks that have come with it. What started as a stopgap measure in the 
1970s to address rising unemployment and balance of payment problems was 
institutionalized in response to strong international demand for Filipino workers. 
Migrants have been exposed to abuse in countries with records of human rights 
violation. “Brain drain” presents another large cost, as the policy resulted in the 
loss to the domestic economy of millions of highly skilled workers. Moreover, the 
immense social cost of separating families and the psychological scars experienced 
by some OFWs, especially laborers and household workers, at the hands of abusive 
employers may not be adequately compensated. For now, it is important that the 
government further improves the framework supporting the welfare of OFWs. 
However, the larger and more important challenge is to address the core of the 
problem, which is creating more decent local jobs so that working overseas 
becomes a choice and not a necessity.
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INCREASING SMALL 
AND MEDIUM-
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THROUGH HOMETOWN 
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The importance of access to finance, particularly for small and medium-
sized enterprises (SMEs) in the Pacific, is well summed up in the Asian 
Development Bank (ADB) Samoa Agribusiness Support Project report 

(ADB 2013): 

Both a cause and consequence of these three main constraints (i.e., weak 
financial management and technical skills, difficulty accessing export 
markets, and low and irregular supply of raw materials) is the general lack 
of capital in Samoan agribusiness enterprises. Most are of small to medium 
scale and find it difficult to access the finance needed to implement their 
investment plans. Financial markets are poorly developed and the banks 
impose strict collateral requirements which the companies struggle to 
satisfy. As a consequence, there are a number of sound investment projects 
in the agribusiness sector which have been identified but not implemented 
due to lack of finance. The ability of Samoan agribusiness companies 
to prepare well-documented business plans incorporating financial 
projections and marketing strategies is limited, and this makes it difficult 
for the banks to assess their lending risk.

Access to finance is a more pressing issue for SMEs, which account for the largest 
percentage share of enterprises in many countries in Asia and the Pacific. SMEs 
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account for a major share of output, employment, value-added, and exports 
for many economies in the region. A typical SME cannot issue bonds or stocks. 
Besides internal financing, they rely on banks, finance companies, and informal 
sources (e.g., loan sharks) for additional capital. Some SMEs are denied bank loans 
because of lack of disclosure and confidence. The results of the 2009 World Bank 
Enterprise Survey show that SMEs firms in Pacific countries, in general, have a 
lower share of investment capital coming from banks. They also need to put up a 
greater amount of collateral as a percentage of the loan amount (World Bank 2009).

An important issue is how to reduce information asymmetry between SMEs 
and lenders, particularly banks, which are a major source of financing for SMEs 
in Asia and the Pacific. To expand credit services provided to SMEs, lenders 
should be able to assess the risk profile of their borrowers. This is more relevant 
since Basel III capital requirements limit the ability of banks to lend to firms, 
particularly to those perceived to be riskier. One way to address this information 
asymmetry is to create an SME database, which SMEs can participate in and 
benefit from, and which lenders (such as banks and other finance companies) 
can access and perform risk assessment and financial analysis. Japan provides 
a useful model on how to create a database. Under a government-supported 
program, credit guarantee corporations collect data (e.g., default risk and credit 
standing with suppliers) on SMEs, which are then stored in a privately run credit 
risk database. Having access to this database, lenders can assess financial (using 
standard financial ratios) and nonfinancial aspects of each SME. They can use 
their analysis to group SMEs based on their financial health and, consequently, 
adjust interest rates on loans and set lending ceilings. SMEs, on the other hand, 
benefit from this database as it helps them build a track record and supports credit 
applications through faster application and more favorable loan terms (Yoshino 
and Taghizadeh-Hesary 2014). Two Asian countries—Indonesia and Thailand—
have started collecting SME data and are now studying how to set up an SME 
database. This endeavor may be widened to include major Pacific countries. 

To finance riskier firms, such as start-up companies and venture capital, Pacific 
DMCs can learn from the Japanese experience regarding the creation of trust 
funds, also known as hometown investment trusts (HITs). HITs were used to 
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finance SMEs after the earthquake and tsunami in 2011. Under the program, 
households and firms provide funding for local projects or businesses that have 
strong potential for growth and are capable of making a social contribution 
but entail significant risks. Since the borrowing firm also hails from the same 
community (investors know the borrower) and details of the projects are known 
and provided (risk can still be tracked), information asymmetry is reduced. HITs 
are an alternative means to finance projects, as banks face more stringent capital 
requirements resulting in less ability to lend to high-risk business and projects. 

HITs also have the potential to be a stable source of risk capital. For example, 20 
wind generators were constructed through public–private partnerships with local 
residents investing $1,000–$5,000 in a trust. These residents receive dividends 
through the sale of electricity. Other examples include funding for certain 
individuals (e.g., musicians) or products (e.g., Japanese wine). HITs may also be 
used to encourage private sector funding of local projects (e.g., infrastructure and 
clean-energy projects) which would otherwise have not been funded. 

HITs work by pooling a community’s financial resources and tapping into a 
portion of private individual savings. Since many of the projects that may be 
financed by an HIT can be considered highly risky and the investment is not 
guaranteed by the government or an insurance scheme, this activity should be 
complemented by strong financial regulation and increased financial education in 
schools as well as for adults and retired people (Yoshino 2012, 2013; and Yoshino 
and Taghizadeh-Hesary 2014).

The issue of access to finance is set against the backdrop of the need to utilize the 
region’s savings to finance its own investment requirement and to further advance 
the development of the financial system. Most of the region’s savings are invested 
in developed economies (mostly longer-dated financial instruments) despite high 
investment demand within the region. The absence of sophisticated financial 
products and fragmented financial regulations hinder investment within the region. 
In recent years, capital inflows (mostly portfolio investment) to the region have 
increased as global investors search for higher yields. These have resulted in upward 
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pressure on the stock, currency, and real estate markets. To mitigate the adverse 
effects of capital reversal and ensure macroeconomic stability, there is a need to 
develop the Pacific region’s capital market (e.g., debt market for infrastructure 
project financing) and foster SME financial inclusion (Yoshino 2012).
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In the Pacific, it is clearly recognized that better infrastructure is crucial to 
enhancing economic growth and boosting the region’s competitiveness in 
tourism-related activities. Several countries have already identified their 

priorities and plans for major infrastructure projects over the next decade, and 
have detailed them in their national infrastructure investment plans. These 
plans cover a range of subsectors including air transport, marine transport, road 
transport, water supply, sanitation and solid-waste management, energy, and 
information and telecommunication technology. 

Tonga’s national infrastructure investment plan listed 13 high-priority projects 
worth $200 million, which it hopes to implement during 2013–2018. Half of the 
funding for these projects has either been secured or is committed. However, 
the remaining funding has not yet been identified. The capacity of the national 
government and state-owned enterprises to fund these high-priority investments 
without support from development partners is limited by the country’s tight fiscal 
position (Government of Tonga 2013). 

The Solomon Islands’ plan identified 19 high-priority projects worth $140 million 
to be implemented by 2020. Most of the funding for these projects has already 
been committed, but funding for subsequent years is uncertain. It is expected that 
40% of the total funding will come from development partners and 45% from the 
private sector (Government of Solomon Islands 2013).
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The sovereign wealth fund (SWF) of Pacific DMCs may be tapped to finance these 
high-priority projects. A survey of eight sovereign investment funds (four trust 
funds and four pension funds) found that most of the SWFs are largely invested 
overseas through holdings of stocks and bonds in developed economies. The share 
of domestic assets to total portfolio remains limited for many SWFs. Instead, there 
has been a trend to diversify assets by buying emerging-market assets and other 
asset classes (e.g., hedge funds and commodities), especially following the global 
financial crisis.

About 60% of the Compact Trust Fund of the Federated States of Micronesia 
is invested in equities (half of which are in United States [US] equities), and 
another 10% is in fixed-income assets (US Department of the Interior 2013a). 
The investment allocation toward US assets is relatively higher for the Compact 
Trust Fund of the Marshall Islands (although efforts have been made to reduce 
the share of US public equities and increase the share of non-US equities): 35% 
for US equities and 26% for fixed-income assets (US Department of the Interior 
2013b). For the Marshall Islands’ Social Security Administration Fund, 40% of its 
investments are in US bonds and another 24% are in US equities (Marshall Islands 
Social Security Administration 2014). More than one-third of Palau’s Civil Service 
Pension Fund is invested in fixed-income assets, about 16% of which are bonds 
issued by the Government of the US and its agencies. In line with its investment 
policy, about 45% of the fund is invested in US equities (Government of Palau 
2013). In Timor-Leste, more than half of the Petroleum Fund is invested in US 
Treasuries and another 36% is in developed market equities (Government of 
Timor-Leste 2014). Investments in Australian assets (e.g., indexed bonds, equities, 
and properties) account for about half of the Tuvalu Trust Fund, with the rest 
invested in other overseas assets (Tuvalu Trust Fund 2014). 

Among the surveyed SWFs, only two have significant domestic assets. More than 
85% of the assets of the Papua New Guinea (PNG) pension fund, Nambawan Super, 
are invested locally. Most of these investments are in listed and unlisted equities 
as well as in cash and fixed-income assets. Nambawan Super has a substantial 
property portfolio (about 10% of total investment), which includes commercial 
buildings, industrial properties, residential apartments, and development projects 
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(Nambawan Super 2014). In Fiji’s National Provident Fund, about 60% of the 
assets are invested in the fixed-income asset class (mostly government securities). 
Equities (both local and Australian equities) account for about 16% of its assets. 
Offshore investments of the fund are small and include Australian equities, US 
term deposits, and Government of Fiji US dollar-denominated bonds. The National 
Provident Fund has an economic interest in different sectors of the economy: 
airline, telecommunication, technology park, home lending, and hotels and resorts 
(Fiji National Provident Fund 2014). 

There are benefits in mobilizing the financial resources of SWFs to invest in the 
domestic economy. It is a means to diversify risk, as shown by the recent global 
financial crisis. The PNG Nambawan Super and the Fiji National Provident Fund 
posted decent returns on investment during the crisis because most of their 
investments are placed locally and their economies are largely insulated from 
developments in the global markets. By contrast, many SWFs registered double-
digit declines on return on investments. Using SWFs to finance much-needed 
infrastructure projects has, at the very least, a positive impact on economic growth 
and employment and may generate better returns on investments, even when 
adjusted for risks.

However, safeguards should be put in place to ensure long-term sustainability of 
SWFs and protect the interests of the stakeholders. Boards of directors should be 
able to decide on investment proposals based on merit and with minimal political 
interference. Enhanced technical capacity to evaluate projects based on sound 
economic and financial analysis is also needed. 
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Information and communication technology (ICT) development would 
provide the physically isolated Pacific economies with not only enhanced 
information connectivity with other large economies, but also growth 

opportunities in investment and employment. Okinawa, the southernmost 
prefecture in Japan, implemented a set of policies that transformed its 
comparative advantage and enhanced the investment climate by correcting 
market failure during the last 15 years. The policies resulted in an almost 
quadruple expansion of ICT-related employment. 

Okinawa has many similarities with several Pacific DMCs. It is made up of 
160  islands scattered over 400,000 square kilometers. Its market is small, 
remote, and isolated from large markets in major cities (Tokyo is more than 
1,500 kilometers away), and with few industries besides tourism. The proportion 
of working-age people (15–64 years) and children (under 15 years) in its total 
population is higher than in other areas of Japan, and job creation, especially for 
the youth, has been a major challenge (Statistics Bureau of Japan 2014). 

The advent of submarine telecommunication cable systems connected to Okinawa, 
as part of the Southeast Asia–Middle East–Western Europe Cable Network in 
1999 and the People’s Republic of China–United States Cable Network in 2000, 
radically improved Okinawa’s information connectivity with major markets and, 
together with the relatively abundant young labor force, has transformed Okinawa’s 
comparative advantage.
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The local government of Okinawa swiftly responded to the newly arising 
opportunities. In 1998, anticipating the submarine cable connection, the local 
government launched the Okinawa Multimedia Island Vision, aiming to create 
an attractive investment climate for advanced ICT technologies and businesses, 
and becoming the ICT hub for Asia and the Pacific through clustering. Based on 
the Multimedia Island Vision, Okinawa formulated the triennial Okinawa ICT 
Industry Vitalization Plans, which laid out policies to be implemented in stages. 
The first plan (2002–2004) started with attracting business process outsourcing 
companies such as call centers and clerical works, the second (2005–2007) 
focused on agglomeration of advanced ICT services such as content creation 
services and software development, and the third (2008–2011) promoted further 
industry clustering with the establishment of the Global Internet Exchange and 
Information Technology Shinryo Park. During these periods, various investment 
climate policies correcting market failure were phased in, including ICT 
infrastructure and human resource development, incentives targeted to incoming 
enterprises, and time-bound subsidies targeted at local youth employment. 
Currently, under its Smart Hub Vision, Okinawa is making the transition to being 
the hub of ICT industries in Asia and the Pacific (Japan International Cooperation 
Agency [JICA] 2014).

The success of Okinawa as the hub of ICT industries can be seen in the 
development statistics. The number of people employed in the ICT industry 
has almost quadrupled from 8,600 in 2000 to 31,845 in 2011. The number of 
ICT enterprises has increased from 54 to 237 in the same period, and the total 
production of the ICT industry grew from ¥139.1 billion in 2000 to ¥348.2 billion 
in 2011 (JICA 2014).

Okinawa’s experience might offer lessons for some Pacific DMCs such as Fiji and 
Tonga, which are already connected via submarine cable, and Solomon Islands, 
which is soon to be connected. Okinawa’s ownership and leadership to pursue new 
opportunities, create an enabling environment through strategic sequencing of 
market-enhancing investment climate policies, and continuously invest in human 
resource development ultimately made Okinawa’s ICT industry development 
happen (JICA 2014). 
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Business environments in Pacific economies generally rank poorly 
compared with their counterparts abroad. This is due to reasons such 
as high costs of starting a business, including difficulties in accessing 

credit, and poor contract enforcement. Recent improvements in Pacific business 
environments can be traced to private sector development reforms and measures 
to build international competitiveness.

With cofinancing from the Government of Australia, the Asian Development 
Bank (ADB) through the Pacific Private Sector Development Initiative provided 
technical assistance to help the Government of Solomon Islands sell off Sasape 
Marina, a state-owned enterprise (SOE) based on Tulagi island that repairs and 
maintains boats. In 2008, the company was in trouble: its marina was practically 
inoperable, and workers were poorly paid and lacked job security (ADB 2013). 

The winning bidder of the open competitive tender—a private joint venture 
composed of Silentworld Shipping and Logistics, based in Honiara, and the 
Solomon Islands National Provident Fund—took control of the SOE in late 2010. 
The government used the proceeds of the sale to make severance payments for 
all Sasape Marina staff and repay the company’s debts.

Operating as Sasape International Shipyard Limited (SISL), the joint venture 
rehabilitated and improved the site, and reopened it for business in May 2012. As of 
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July 2012, SISL had invested about SI$21 million ($3 million) in rehabilitation and 
enhancement, and employed 100 workers. Most of the workers are local, making 
the company the largest private sector employer on Tulagi (total population 1,200).

SISL continues to work toward raising the quality of its shipyard services to 
international standards. It has announced plans to expand its capacity to service 
vessels of up to 750 tons (from the current 500 tons) as well as hire more workers. 
This will make the marina a viable option not only for Solomon Islands vessels, 
but also those from neighboring Pacific island countries such as Vanuatu. “Sasape 
Marina was an attractive prospect for us, as there were no operating large 
slipways in the region and there was high demand for one,” said Glenn Bennett, 
Silentworld’s chief executive officer. “The closest one was in Papua New Guinea, 
so effectively there was nowhere to maintain large vessels” (ADB 2012, p. 22).

By privatizing Sasape Marina, the Government of Solomon Islands has reduced 
the fiscal burden caused by underperforming SOEs and boosted local employment. 
By rehabilitating the Sasape Marina, SISL has improved the quality of service and 
helped enhance the Solomon Islands shipping industry. 

SISL’s efforts promise to benefit other Pacific economies as well. Expanding 
capacity will enable the Sasape Marina to service foreign vessels. This will reduce 
costs for neighboring economies, contribute toward improving international 
competitiveness in the region, and strengthen Pacific links with the rest of the 
world. 
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One economic sector in which the Pacific economies appear to have 
good prospects for exports is the production of high-value agricultural 
commodities. An Asian Development Bank (ADB) study documenting 

value chains and domestic resource costs found that Samoa can profitably 
produce taro, Tahitian lime, and virgin coconut oil as commodities for export 
(ADB 2013). 

The country has several advantages in terms of its agriculture. It has a largely 
unpolluted natural environment, wherein agrochemicals and chemical fertilizers 
are used only on a limited scale, which places Samoan agricultural products well 
in organic and niche markets. The country also has a climate suited to year-round 
production, including supply of fresh produce during the southern hemisphere 
winter. The large Samoan diaspora offers a ready market for the country’s 
traditional agricultural products. Sea and air freight services from Samoa are 
generally regarded as reasonable. The country also has a favorable environment for 
business investment and a growing tourism sector that creates new opportunities 
for high-value food products (ADB 2014). 

Domestic resource cost (DRC) analysis can be used to determine whether 
Samoa has a comparative advantage in producing certain agricultural products 
(see  World Bank [2011] for more details on DRC analysis and its application). 
DRC is defined as: 

DRC = ∑(D*Pd)/(Wpi -∑ajiWpj)
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where i refers to internationally traded outputs and j to internationally traded 
inputs, Wp is their world price, and aji is the unit of input j per unit of i. D is a set 
of domestic factors of production required to produce a unit of I, and Pd is their 
economic or shadow price value. DRC measures the costs of domestic resources in 
tala required to earn or save on United States (US) dollars of net export revenues 
based on the US dollar costs of production. If DRC is less than the exchange 
rate (about ST2.48 = $1.00 in February 2014), it suggests the commodity could 
be produced domestically at a cost in domestic currency per US dollar that is 
less than the opportunity cost of the inputs used in production measured by the 
exchange rate. 

As summarized in Table A12, Samoa can profitably produce and export three 
agricultural products considered in ADB’s analysis: taro, Tahitian lime, and virgin 
coconut oil. Virgin coconut oil offers the most favorable DRC, and estimates 
suggest that every dollar of net export revenue generated from virgin coconut oil 
production would use only ST0.42 worth of domestic resources (e.g., labor, land, 
water, and other locally sourced inputs).

In the 1980s and 1990s, taro was one of Samoa’s leading agricultural exports, 
with strong markets in Australia and New Zealand. These markets collapsed in 
the mid-1990s following an outbreak of taro leaf blight disease in the country. 
During the outbreak, other Pacific producers, particularly in Fiji, Tonga, and 
Vanuatu, stepped in and gained larger market shares in taro exports. However, 
with the development of varieties resistant to leaf blight, and strong interest from 
Auckland-based importers, Samoa is slowly reentering the taro export market and 
has successfully exported taro to New Zealand.

Because taro is a traditional Samoan crop, there is extensive local knowledge on 
taro cultivation, so efforts to redevelop taro as an export crop have focused on 
investments related to land preparation, site access, basic tools and equipment, 
and working capital. The crop has great potential for wide participation among 
rural communities, and overall business risk is considered to be low to moderate 
because of the relative stability of taro markets, which are less subject to sudden 
demand fluctuations. Increasing opportunities for taro storage, especially frozen 
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table a12:  Domestic Resource Cost Analysis for Selected Agricultural Products 
in Samoa

Item Taro Lime Virgin Coconut Oil

Net present value of export revenue ($ million) 7.16 3.14 6.84

Net present value of costs ($ million) 4.34 1.43 1.40

Net revenue generated ($ million) 2.82 1.70 5.44

Net present value of domestic resources used 
(ST million) 

4.63 1.94 2.28

Domestic resource cost (ST per US dollar) 1.64 1.14 0.32

Source: Authors’ calculations.

taro products with long storage life, also opens up export opportunities in North 
America and Asia.

Tahitian lime is a relatively new crop in Samoa but, like taro, it can be produced 
year round. Export volumes remain small and are limited to the southern 
hemisphere winter to fulfill demand, and benefit from favorable pricing in 
Australia and New Zealand. Once established, Tahitian lime tree plantations are 
relatively low-maintenance, and produce high-value citrus products. However, 
establishing a lime plantation is a long-term investment that takes about 7 years 
before the yields become profitable. The overall business risk in expanding 
Tahitian lime is considered moderate because of its long gestation period and 
climate and pest risks. Equity requirements and the need for long-term finance 
to cover the costs of plantation establishment also contribute to the moderate risk 
level assessment for this promising export crop.

Lastly, coconuts are abundant in Samoa but they remain underexploited, and much 
of the coconut production goes unharvested or is used for low-value-addition 
activities such as feeding pigs. However, the current export price of $4.26 per 
liter for virgin coconut oil suggests there is potential for coconut production to 
generate substantial revenue for producers in Samoa. Exports of virgin coconut 
oil remain low, estimated at about $200,000 on an annualized basis based in the 
9 months to March 2013. 
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Samoa is well suited for virgin coconut oil production since the main input into 
its manufacture is mature coconuts, and production can be carried out across 
decentralized producers on a small scale. Labor input can benefit from social and 
family arrangements, and virgin coconut oil faces no significant phytosanitary 
trade barriers but commands significant price premiums. The Body Shop, a 
global cosmetics company, buys virgin coconut oil produced by Samoan and 
women-based nongovernment organizations. Given its characteristics, virgin 
coconut oil production is a relatively low-risk investment opportunity if the lack 
of commercially oriented collection, processing, and exporting facilities can be 
overcome.
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Of the 14 Pacific developing member countries (DMCs), only 6 issue their 
own legal tender: Fiji (Fiji dollar), Papua New Guinea (kina), Samoa 
(tala), Solomon Islands (Solomon Islands dollar), Tonga (pa’anga), and 

Vanuatu (vatu). The other Pacific DMCs use foreign currencies (Table A13.1). 

There are several reasons why countries may choose to adopt national currencies 
instead of using external currencies. Imam (2012) underscores that the creation 
of a territorial currency can help strengthen national identity, which might be 
particularly important for countries that have only recently gained independence. 
Further, issuing a national currency provides for revenues through seigniorage, 
which is particularly important for governments that cannot easily borrow or 
collect tax revenues. Finally, a floating national currency can absorb economic 
shocks more easily through exchange rate adjustments. Despite these appealing 
arguments in favor of introducing a floating national currency, countries—
especially micro states—should be very cautious when deciding on their exchange 
rate regime.

As explained by Imam (2012), several factors make floating exchange rates very 
difficult to implement in micro states, such as some Pacific DMCs. First, a country 
needs to have the necessary institutional infrastructure to operate monetary 
policy, including qualified professional staff necessary to manage a central bank. 
Second, as financial markets are typically underdeveloped, monetary policy will 
be largely driven by exchange rate considerations and, thereby, cannot be used 
proactively to influence economic activity. Third, the volatility of the exchange 
rate can be excessive because foreign exchange markets are illiquid. As a result, 
floating exchange rates in micro states are likely to become de facto fixed over 
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time, with the authorities intervening to smooth fluctuations. Finally, central 
banks of micro states typically lack credibility, resulting in a “fear of floating” 
and high level of dollarization.

For similar reasons, the empirical literature of monetary policy choices in Pacific 
DMCs often recommends the adoption of an external currency. For example, 
Freitag (2011) reviewed the currency and trade experiences of the six Pacific 
DMCs that issue their own currencies, and found that a large and increasing 
proportion of these countries’ trade—and thus of their reserves—is denominated 
in US dollars. Using gravity model estimation, he suggests that these Pacific states 
should replace their own currencies with US dollars, as it would substantially 
stimulate trade and accelerate economic growth. In addition, dollarization would 

table a13.1:  Exchange Rate Regimes in Pacific Economies

Economy Currency Name
De Facto Classification 

according to the IMF

Cook Islands New Zealand dollar (NZ$) External currency

Fiji Fiji dollar (F$) Currency basket

Kiribati Australian dollar (A$) External currency

Marshall Islands US dollar ($) External currency

Federated States of Micronesia US dollar ($) External currency

Nauru Australian dollar (A$) External currency

Palau US dollar ($) External currency

Papua New Guinea kina (K) Managed floating

Samoa tala (ST) Currency basket

Solomon Islands Solomon Islands dollar (SI$) Currency basket

Timor-Leste US dollar ($) External currency

Tonga pa’anga (T$) Currency basket

Tuvalu Australian dollar (A$) External currency

Vanuatu vatu (Vt) Managed floating

IMF = International Monetary Fund, US = United States. 
Source: International Monetary Fund. 2013. Asia and Pacific Small States: Raising Potential Growth and Enhancing Resilience to Shocks. 
Washington, DC.
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reduce transaction costs with East Asia and for most global resources trade. 
Further, he argues that the loss of seigniorage would be outweighed by saving 
the cost of operating central banks (Freitag 2011).

Imam (2012) lists three reasons in favor of hard pegs in the case of micro states. 
First, a sound fixed currency fulfills all three functions of money (medium of 
exchange, a store of value, and a unit of account). Second, a hard peg allows the 
micro states to import credibility. Third, micro states are often so well integrated 
with the former colonial power or regional partner that they form an optimum 
currency area with them.

However, a pegged regime also comes at a cost. As Ghosh and Ostry (2009) explain, 
pegged regimes severely constrain the use of other macroeconomic policies 
following the logic of the “impossible trinity.” Second, pegged (and intermediate) 
regimes are associated with greater susceptibility to currency and financial crises, 
although countries with floating regimes are not entirely immune. Finally, pegged 
and intermediate exchange rate regimes impede timely external adjustment. 

Helble et al. (2015) go one step further and analyze the difference between hard 
pegs and an intermediate regime in terms of fluctuations of gross domestic 
product (GDP) and exchange rates. The authors find that, surprisingly, Pacific 
DMCs with hard pegs systematically exhibit lower GDP volatility compared 
with Pacific DMCs with intermediate regimes, such as basket currencies. The 
authors conclude that Pacific DMCs with intermediate regimes have managed 
their exchange rates with the objective of keeping the exchange rate volatility 
low, rather than to minimize fluctuations of their GDP. 

ESTIMATING WEIGHTS FOR THE CURRENCY 
BASKETS OF FOUR PACIFIC ECONOMIES 

Currently, 4 of the 14 Pacific DMCs have currency baskets in place—Fiji, Samoa, 
Solomon Islands, and Tonga (Table A13.1). The weights of the currencies in the 
basket are not published. However, following the methodology introduced by 
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Frankel and Wei (1994), the weight of the basket currencies can be estimated. 
The basic idea behind the methodology is that, in the case of a perfect basket 
peg, a simple ordinary least squares regression analysis on the daily exchange 
rates against a numeraire currency will uncover the weights in the basket. In 
other words, the volatility of the Pacific currencies against the numeraire can be 
explained by the volatility of potential anchor currencies. 

In the current case, it is assumed that the four Pacific DMCs might use the 
Australian dollar, yuan, yen, won, New Zealand dollar, and US dollar in their 
monetary basket. The Swiss franc is used as numeraire to measure the volatility 
of the exchange rates and, thereby, identify the basket currencies. 

The earliest data available on Bloomberg for the four Pacific currencies is from 
11 October 2010. No trading data are available for the Swiss franc against the 
Solomon Islands dollar. The value is, therefore, triangulated by using the value of 
the exchange rate between the US dollar and the Swiss franc, and the exchange 
rate of the Solomon Islands dollar to the US dollar. Likewise, there are numerous 
missing observations for the exchange rate between the Fiji dollar and the Swiss 
franc; thus, the same approach is also applied to proxy the missing values by 
triangulation. Further, the Swiss National Bank introduced a minimum exchange 
rate of SwF1.20 = €1.00 on 6 September 2011. Subsequently, the euro–Swiss franc 
exchange rate has fluctuated closely above the minimum exchange rate. To control 
this monetary policy arrangement, only the observations prior to 6 September 
2011 were considered. Overall, 236 daily trading observations were counted. The 
results of regressing the four Pacific DMCs’ exchange rates against the Australian 
dollar, yuan, yen, won, New Zealand dollar, and US dollar by using ordinary least 
squares (all in log forms) are in Table A13.2. 

All regressions have very high adjusted R2 values, indicating that the volatility in 
the four Pacific DMCs’ exchange rates were strongly explained by the volatility 
of assigned exchange rates (last column of table). For Fiji, it is observed that 
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their currency basket consists of Australian dollars, New Zealand dollars, and US 
dollars. In the case of Solomon Islands, the US dollar seems to be the main anchor 
currency, whereas the New Zealand dollar plays a minor role. For Tonga, positive 
and statistically significant weights for the yuan and the New Zealand dollar were 
observed. Finally, in Samoa the currency basket seems to consist mainly of US 
dollars, New Zealand dollars, and Australian dollars. Overall, it can be seen that 
for three of the four Pacific DMCs with a currency basket, the US dollar has the 
biggest weight. This can be explained by the fact that the US remains a significant 
trading partner and, more importantly, a large amount of international trade is still 
done in US dollars. However, given the increasing integration with Asia, Pacific 
DMCs might consider reorienting their monetary policy toward Asia. A more Asia-
oriented monetary policy could reduce the exposure to swings in US monetary 
policy, and bring it more into line with the economic integration between the 
Pacific and Asia. 

table a13.2:  Estimates of the Currency Weights in the Currency Baskets of Fiji, 
Samoa, Solomon Islands, and Tonga

Currency A$ CNY ¥ W NZ$ $ Adj R2

F$ 0.259*** 0.153 (0.041) 0.014 0.256*** 0.350*** 0.983

[6.84] [1.60] [(0.99)] [0.23] [9.20] [4.82]

SI$ 0.006 0.223 (0.109) (0.084) 0.131*** 0.637*** 0.957

[0.09] [1.41] [(1.61)] [(0.86)] [2.89] [5.32]

T$ (0.183)*** 0.528*** (0.011) (0.357)*** 0.684*** 0.018 0.936

[(4.07)] [4.64] [(0.220)] [(5.03)] [20.76] [0.20]

ST 0.203*** (0.050) (0.066) 0.106 0.349*** 0.414*** 0.975

 [4.65] [(0.46)] [(1.39)] [1.53] [10.89] [4.95]  

¥ = yen, A$ = Australian dollar, CNY = yuan, F$ = Fiji dollar, NZ$ = New Zealand dollar, SI$ = Solomon Islands dollar, ST = tala, T$ = pa’anga, 
W = won. 
Notes: Numbers in ( ) denote negative value and numbers in [ ] denote t-values.
*** Significant at 1% level.
Source: Authors’ calculations.
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