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Executive Summary 
 
1. The EPAs/NTAs being negotiated with the EU will have the long term effect of 

reducing import duties on imports from the EU.  While the overall aggregate 
effect of the new trading arrangements with the EU is likely to be minimal, the 
flow-on effects due to the other agreements that are in place between the PACPs 
and their major trading partners - namely PACER (with Australia and NZ)  and 
the Compact arrangements (with US)- are likely to result in significant 
reductions in the import duty revenues for nearly all PACPs.  For some, the 
reductions may be serious enough to undermine the viability of their fiscal 
systems and current development programmes.  PACP fiscal systems therefore 
need to be modified now to cope with likely future impacts of the EPAs/NTAs 
and similar changes required under a future PACER Plus. 

 
2. For all PACPs, fiscal systems and policies not only need to be compatible with 

the new  trading arrangements, but also satisfy each governments’ long-term 
economic and social objectives- for economic growth, sustainable development 
and a just and equitable society.  Fiscal changes and reform must therefore be 
seen as a development policy objective in its own right, and not just as an 
adjunct to trade policy.   

 
3. Major changes to fiscal systems inevitably have a significant impact on public 

welfare, and therefore governments must ensure adequate political support and 
endorsement from the electorates. 

 
4. Using the raw Customs data for 2002 and 2003 (to July 2003), this study shows 

that the dominant trading partners’ (Australia’s and NZ’s)  shares of import duty 
contributed are usually significantly greater than is indicated by the shares of 
import value that are the usually used statistics. This is largely due to the fact 
that the imports which attract no duty for a variety of reasons (aid project 
spending, government imports) originate in countries other than Australia and 
NZ (usually Japan).  Thus the import duty revenues which are at risk if duty 
reductions occur under a future PACER, will be often significantly more than 
would be indicated by Australia and NZ’s share of gross import value. 

 
5. The study also shows that the share of imports (and duty revenues) from PICTA 

partners likely to satisfy the PICTA ROO are even less than has been 
speculated, estimated here to be less than 2% of total import duties and 
revenues, even with a generous interpretation of the PICTA Rules of Origin 
(ROO).  

 
6. The distribution of import duty collected (by Duty Bands) suggests that the bulk 

(usually more than 80%) of imports into PACPs   attract duty of 30% or less.  A 
small number of items (comprising less than 20% of imports) with relatively 
high rates of duty, contribute the bulk of duty collected.  Nevertheless, none of 
the PACPs in the study would be able to currently eliminate import duties on 
“substantially all trade” (SAT) as is likely to be defined by the EU- at around 
90% of volume of trade by import value. 
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7. For nearly all the PACPs, a significant proportion of the governments’ revenues 
from imports may be protected by converting a number of key import duties to 
excise duties (which are WTO compatible), set at appropriate levels. 

 
8. The primary candidates for conversion of import duties to excise duties are the 

“sin goods” such as alcohol and tobacco products, whose consumption leads to 
serious health problems.  Some PACP governments could also take the 
opportunity, where current levels of taxes on the sin goods are low, to raise 
them to regionally consistent levels and rates, thereby achieving dual 
objectives- as revenue generators as well as policy instruments to support  
national objectives in good health. 

 
9. Those PICs which have domestic manufacturing industries in these areas, 

urgently need to prepare their manufacturers for the eventual loss of protection 
from cheaper imports. 

 
10. Some PACPs could examine the introduction of moderate to high excise duties 

on processed foods whose consumption is leading to serious diet-related health 
problems; candidates for such taxes would be sugary soft drinks, sugar, snack 
foods with low nutritional content, and fatty meats.  In those PACPs where 
there are cost-efficient and adequate supplies of local root-crop substitutes, 
governments examine the setting of moderate excise duties on flour and rice. 

 
11. To address equity issues in the taxation system, PACP governments should 

establish moderate levels of excise duties on selected items of luxury 
consumption (chosen to suit each country) to tax the upper income brackets. 

 
12. PACP Governments should examine the implications  of the EU’s  definition of 

“substantially all trade” (SAT) which is allowed to enter PACPs completely 
duty free in order to develop an appropriate strategy 

 
i. whether to reduce all remaining import duties to some agreed 

upon percentage ceiling (such as 10%, 20% or 30%); with the 
exception of those genuine industries in need of “infant industry” 
protection; or 

 
ii. to reduce all current duties under a certain percentage (e.g. duties 

currently = or < 10%) to zero, 
 
13. PACPs, in their negotiations with the EU, argue for the most generous 

interpretation of “substantially all trade” (SAT) to attempt to ensure that the 
bulk of their import duty revenues are protected, while others are reduced to 
zero.  The definition should refer to benchmarks of 85% or at a maximum, 90% 
of trade by value, which could be manageable under certain conditions.  PACPs 
may also find it useful to ascertain whether the EU would be agreeable to 
alternative definitions of SAT which have been used elsewhere, such as 
eliminating duty on a certain proportion (e.g. 90%) of product lines which may 
be applied to trade with the EU in specific base years. 
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14. While some PACPs may be able to cope with the EPAs/NTAs being negotiated 
by the mere conversion of key import duties to excise duties, others may require 
significant broadening of their tax systems, as well increasing the efficiency of 
the tax components they already have.  Where PACP governments do not have 
a VAT system, any planned reduction of import duties may need to be 
accompanied by the introduction of a moderately rated VAT, with a reasonably 
high threshold level for internal VAT collections to ensure minimisation of the 
administrative costs of collection of internal VAT.   

 
15. The VAT should be applied to the aggregate of import value (cif), any excise 

taxes imposed, and any customs and port service charges.   The overall result 
would generally be higher than that indicated by the current percentage of 
import duties.   To encourage public acceptance, the change may be 
implemented as a “revenue-neutral” exercise. 

 
16. Where PACPs do have a VAT system, their operations need to be examined to 

see whether they are efficient generators of revenue, and if not, to examine 
ways of improving efficiency. 

 
17. Where PACPs do not have an income tax component to their tax systems, the 

narrowness of the revenue base constitutes a fundamental weakness for 
government revenues, especially vulnerable to economic downturns.  These  
PACPs could usefully examine the desirability of establishing an income tax 
element (personal and corporate) to broaden the tax base and introduce some 
degree of equity in the tax system.  The highest marginal tax rate should be set 
at moderate levels in order to encourage compliance, acceptance by the public, 
and some consistency across the region (including Australia and NZ). 

 
18. Any increase in taxes or introduction of new taxes, may result in, or be 

perceived to result in, some increase in the cost of  living.  This may translate 
into political pressure on governments, with potentially serious impacts at 
national elections.  For PACPs where major changes to the fiscal system are 
being envisaged or recommended, governments need to carefully manage the 
political processes and achieve political consensus, if possible, so as to 
minimise electoral fall-out with voters, and ensure the long-term viability of the 
fiscal changes. 

 
19. PACP governments must therefore precede any proposal for increases in taxes 

or changes in the tax system, with an extensive public awareness campaign by 
the Ministries of Finance and Planning, Ministries of Agriculture, and 
Ministries of Health justifying the policy changes.  If possible, the good-will of 
the Opposition political parties towards the proposed policy changes be sought 
to minimise the potential of the fiscal changes becoming “political footballs”. 
Ministries of Finance and Economic Planning need to convince the public that 
the policy changes that are required for the PACPs to cope with the global 
pressures imposed by existing and impending trade agreements are also in the 
countries’ own national interest. 
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20. The Ministries of Agriculture need to make the public aware of the damaging 
impact of some imports (on which excise taxes are intended), on the domestic 
producers of the traditional competing goods. 

 
21. The Ministries of Health need to make the public aware of the adverse 

consequences of the unhealthy diets and ill health associated with the relevant 
items. 

 
22. Where Governments find that significant proportions of import duty revenues 

are unable to be so protected, the Pacific ACP states make a case for 
compensatory finance from the EU, additional to what is currently envisaged 
under the CA. 

 
23. The ratification of PICTA has set schedules of duties reducing over time.  For 

PICTA to have any substance, the lowering of duties to products of non-PICTA 
countries below these rates would require that the rates to PICTA partners also 
be correspondingly lowered. 

 
24. PACPs, in their negotiations with EU avoid the use of terminology such as “free 

trade areas” or “customs unions” to ensure that PACER negotiations with 
Australia and NZ are not triggered as a result. 

 
25. However, if the relevant clauses in PACER are triggered, the major benefits of 

any tariff reductions in the PACPs  envisaged under the new EPA/NTA 
arrangements with the EU, will be enjoyed by Australia and NZ.  PICs should 
therefore treat PACER negotiations with much greater urgency than is currently 
anticipated.   

 
26. PACPs need to urgently examine what other benefits Australia and NZ may 

wish to negotiate, such as access to Australian and NZ markets for unskilled 
labour, in return for tariff reductions in PACP countries. 
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Chapter 1 

 

 

 

INTRODUCTION 

 
 
 
 
 
The Pacific ACP countries (PACPs) have signed trade agreements such as Pacific 
Island Countries Trade Agreement (PICTA) and Pacific Agreement on Closer 
Economic Relations (PACER).   They are also in the process of negotiating other trade 
agreements such as the Economic Partnership Agreements (EPAs) or New Trading 
Arrangements (NTAs) under the Cotonou Agreement (CA).    
 
The ultimate effect of these trade agreements, amongst others, will be some reduction 
of PACP import duties, and consequently, government revenues.  There is serious 
concern amongst PACP governments  that this may place significant financial 
adjustment costs on their respective fiscal systems.  This study is therefore an attempt 
to examine how PACP fiscal systems may be changed or reformed in order to minimise 
fiscal disruption to the PACP governments arising from the trade agreements. 
 
PICTA and PACER 
 
Following a 1999 Forum Trade Ministers Meeting, a 1999 Forum Leaders Meeting in 
Palau “endorsed in principle a free trade area among Forum Members” (excluding 
Australia and NZ).  By June 2001, PACP governments had endorsed the legal texts of 
two agreements.  The first agreement, PICTA, came into effect following ratification 
by the required six countries.    PICTA- will eventually lead to the reduction of import 
duties on trade amongst the signatories. 
 
The Compact countries- Federated States of Micronesia (FSM), Republic of the 
Marshall Islands (RMI) and Republic of Palau are allowed a grace period of up to 3 
years from ratification of PICTA, provided they make reasonable efforts to secure a 
waiver of their obligation to grant “most-favoured nation” treatment to the United 
States of America. 
 
The second agreement, PACER, presented as an umbrella agreement for PICTA, came 
into effect upon signing by the PACPs.   PACER, which includes Australia and New 
Zeeland, stipulates that should the PACPs extend a preferential reduction of import 
duties on imports from any other non-PACP developed country, then the PACP 
governments are to negotiate with Australia and NZ towards extending similar 
treatment to their exports to the PACPs. 
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Thus PACER also has the potential to bring about a reduction of import duties on 
imports from Australia and NZ, which, for most PICs comprises the bulk of their 
imports and their import revenues.  PACER may be triggered by the Economic 
Partnership Agreements (EPAs) or New Trading Arrangements (NTAs) currently 
envisaged to arise from the Cotonou Agreement between the PACPs and the European 
Union (EU). 
 
The Compact countries also face a consequential reduction of import duties on imports 
from US, since it is quite likely that the “most favoured nation” clauses of the 
Compacts will not allow US exports to be given inferior status to the imports from any 
other developed countries, such as Australia, NZ and the countries of the EU. 
 
Thus, in summary, while the consequences from changes in the trading relations with 
the EU are not expected to be significant, it is the other arrangements in place between 
the PACPs and their major trading partners that may result in significant losses in 
government revenues.  PACP governments’ fiscal systems may therefore be required to 
make major adjustments to ensure minimal disruptions to their governments’ public 
finance systems. 
 
This study was required to 
 
(a) identify and assess fiscal reform issues facing the Pacific ACP states, in the 

context of trade liberalisation 
 
(b) identify and propose the most effective means of addressing the adverse fiscal 

consequences of trade liberalisation 
 
(c) propose recommendations on a Pacific ACP States strategy to be pursued in 

EPA/NTA negotiations with the EU, in the context of development co-operation 
under the Cotonou Agreement to assist in the fiscal reform required for the 
implementation of the  EPAs/NTAs, taking into account the different 
development status of the Pacific ACP States (Small Island States, Less 
Developed Countries, and developing states). 

 
(d) Identify issues relevant to the conformity of the fiscal reform measures 

proposed above and applicable WTO rules. 
 
This report first summarises the nature of PICTA, PACER, the Compacts, and the 
possible EPAs/NTAs.  It then examines the current structure of import duties and likely 
revenue implications of duty reductions.  It suggests strategies available to the PACP 
governments, under their current fiscal regimes, to protect the bulk of the fiscal 
revenues derived from imports.  Where relevant, the study suggests possible changes to 
of the fiscal system which may assist the PACP governments in withstanding some of 
the impact of the trade liberalisation. 
 
The Report emphasises the importance of political strategies to be followed to ensure 
that if major changes to tax systems are being envisaged, governments do not come 
under terminal political stress from the electorate.  The study also suggests how 
initiatives under the development co-operation component of the CA may assist in the 
fiscal reform required. 
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Lastly, the study suggests an additional negotiating strategy which the PACPs may 
wish to pursue with Australia and NZ, for a more productive outcome on the 
EPAs/NTAs, and PACP development in general. 
 
 
 
 
 
 



 
 
 
Chapter 2         The impact of PICTA, PACER and EPAs 

 4 

Chapter 2 

 

 

THE IMPACT OF PICTA,  PACER and EPAs 

 

 

the need for fiscal reform 
 
 
 
For some of the PACPs, trade liberalisation and integration into the global economy has 
been a stated government policy, as a desirable development policy on its own merits.   
Over the last five years, however, the move towards PACP trade liberalisation has been 
accelerated by the establishment of regional trade agreements (such as the MSG1, 
PICTA and PACER) and negotiations with the EU over the EPAs/NTAs. 
 
While the revenue impact of PICTA and the EPAs are not expected to be significant, 
the triggering of PACER, and the requirements of the Compacts with the US, may lead 
to a significant deterioration of PACP government revenues from imports. 
 
There have been a number of previous studies examining the likely impact of these 
trading arrangements.  An early study by Filmer and Lawson (1999)2   concluded that 
the revenue implications of an FTA amongst the PACPs would “not be significant”, 
especially when provision was made for the likely extent of misclassification of trade 
amongst the PACPs.   While they pointed out that much of the imports by the smaller 
PACPs from the larger PACPs (such as Fiji and PNG) were not  of  “originating goods” 
and hence would not be exempt of duty in the FTA, no accurate estimates were 
provided.    
 
Filmer and Lawson concluded that much larger revenue losses would result from FTAs 
with Australia/NZ and/or US.  However, they suggested that even such potential losses 
could be protected against, by a suitable conversion of import duties to excise taxes and 
by establishing and strengthening consumption-based taxes such as the VAT. 
 
Scollay (2002) is the most recent assessment of the likely impact of the EPAs with the 
EU.3    Scollay (2002:21) drew the conclusion that where a trading partner had a large 
share of the Pacific ACP country’s market, this was an indicator of that country’s 
competitive advantage in that market, and also an indicator of its ability to increase its 
market share, if it were granted preferential access via a free trade agreement. 

______________________________________________________________________ 
1 The Melanasian Spearhead Group is a trade agreement between PNG, Fiji, Solomon Islands and 
Vanuatu. 
2 The Fiscal Implications for Forum Island Countries of Alternative Proposals for Regional Free Trade 
Areas. National Centre for Development Studies, The Australian National University.  April 1999. 
3 Impact Assessment of Possible Economic Partnership Agreements with the European Union.  A Report 
for the Pacific ACP States. 2002. 
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Scollay concluded from his data (Table 2.1) that the EU was an insignificant trading 
partner for most PACPs and would continue to be so, and that Australia and NZ were 
the major trading partners for most PACPs (US for the Compact countries) and stood to 
gain the most from any freeing up of trade with them.   
 
His data also 
indicated that  
amongst the PACPs, 
Fiji had moderate 
shares of several 
PACP markets, and 
presumably also 
stood to gain from 
an FTA amongst the 
PACPs, such as 
PICTA. 
 
Scollay’s 
conclusions about 
the unimportance 
(current and future) 
of EU and the 
dominance of 
Australia and NZ in 
PACP imports are correct, but the extent of importance is understated by the volumes 
of trade (by value) indicated in the above tables.   It will be shown below that the share 
of import duty revenues which are at risk from the triggering of PACER are 
significantly higher than indicated in these tables. 
 
Scollay (2002:53) saw the size of the potential revenue loss depending on the size of 
the trade flows covered by the new trade arrangements and the rates and structure of the 
existing tariffs.  He estimated that the amount of revenue currently collected from the 
prospective free trade partners would be an approximate indicator of the size of the 
potential revenue losses. 
 
Scollay’s study concluded that the tariff revenue associated with the small imports from 
the EU was correspondingly small, while that from Australia and NZ were 
correspondingly large.  Assuming that tariff reduction for imports from the EU would 
need to be matched by comparable tariff reduction for imports from Australia and NZ, 
he found that the largest potential revenue losses arise where a high proportion of the 
imports was from Australia and NZ, and where the average effective tariff rates were 
high- namely Kiribati, Vanuatu, Niue and Tonga. 
 
Scollay thought that while the Compact states would suffer their largest revenue losses 
if there were to be a parallel free trade arrangement with US, the actual level of the 
losses would be small since the average effective tariff rates with US were fairly low.  
The most recent data in this study suggests that the Marshalls effective average duty 
rate is quite comparable to that of the other PACPs in this study. 
 

Table 2.1 Share of major trading partners in PACP imports 
by value (%) 

PACP EU Aust. NZ US Fiji 

Cook Islands (2001) 0.3 6.1 74.9 1.4 11.2 

Fiji (2000) 1.8 39.8 18.7 5.0  

Kiribati (1999) 0.3 46.1 3.7 4.6 18.9 

Niue (1998) 0.2 1.2 86.9 1.7 n.a. 

PNG (2001) 2.0 58.2 3.9 n.a. n.a 

Samoa (2001) 4.2 26.6 34.4 11.8 8.7 

Tonga (2000) 0.7 28.3 35.1 10.6 11.5 

Tuvalu (1999) 1.5 38.4 11.7 n.a. 32.7 

Vanuatu (2001) 5.3 52.1 19.6 n.a. 9.9 

FSM (2000) n.a. 5.9 0.8 37.2 n.a. 

Palau (2000) 0.6 1.6 0.2 36.4 n.a. 

RMI (2000) >0.1 10.0 0.4 65.6 n.a. 

Source: Modified from Scollay (2002): Table III.1 
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It is generally acknowledged that tariff reductions between the Pacific ACP countries 
and their trading partners, will lead to some increase in trading.  Scollay notes (2002) 
that where the trading partner already has a large share of the Pacific ACP country’s 
markets, this indicates the prior existence of a competitive advantage, which will be 
strengthened by the reduction of import tariffs.4    A small or non-existent share of the 
market would indicate the absence of any competitive advantage, and a relative 
weakness in taking advantage of reducing tariffs. 
 
The exact revenue impact of import duty reductions cannot be calculated without 
knowledge of the elasticities of demand- since there will be changes in both prices and 
quantities of imports demanded.   Tariff reductions, in so far as they lead to a reduction 
in the price of imports, will generally lead to a reduction of government tariff revenues, 
which may be compensated to the extent that the demand for the import rises as a result 
of the price decrease.  This study cannot and does not examine the likely impact of 
different elasticities of demand for the imports. 
 
The impact of PICTA will be particularly difficult to calculate because it is unclear 
whether the PACPs will be given any significant tariff advantages by their PICTA 
partners, vis a vis their current imports from Australia/NZ and US (for the Compact 
countries).  The data presented here suggests that import duty revenue losses due to 
PICTA will be much less than is indicated by the PICTA shares of imports. 
 
The origins of imports and duties in 2002/2003 

 
Table 2.2 indicates the proportion of imports of the six countries sourced from their 
major trading partners for the latest periods for which Customs data was available.5  
With the exception of RMI (for which US is the dominant source of imports), Australia 
and NZ continue to be the largest suppliers, with Australia being dominant for Fiji, 
Kiribati and Vanuatu, and NZ being dominant for Niue and Samoa.    
 
It will be shown below, however, that the import duty revenues which are vulnerable 
can be significantly different from the extent indicated by the shares of import values.  
Fiji is the largest PICTA supplier, but the real extent of this is shown below to be much 
less than the percentages indicated here. 

______________________________________________________________________ 
4 The price effect will be less, depending on the extent to excise duties substitute import duties, and the 
extent to which the establishment of a VAT system also substitutes for import duties. 
5 All tables in this study not attributed to other authors have been compiled by the consultant. 
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  Table 2.3 indicates that for the PACPs, the proportion of duty revenues vulnerable to 
tariff reductions on trade with their major trading partners, can be quite different from 
the shares of import value, and not all in the same directions.  
 

 
Thus Australia’s share of duty revenues of Kiribati is 63% while only 45% of value,  
for Marshalls 7% of duty (20% of value), for Samoa 14% of duty (25% by value) and 
Vanuatu 44% of duty (33% by value).  The differences in shares of import values are 
probably due to the effect of duty-free or duty-exempt imports favouring one or the 
other of the source countries. 
 
Overall, ANZ shares of import duties are the largest share and these are the duties that 
will be vulnerable to tariff reductions.  The triggering of PACER will therefore be the 
biggest risk to PACP fiscal revenues. 

Table 2.2 Share of countries in PACP imports (by import value) (2002/03) 

 Percentage of import values 

 Fiji Kiribati Marshalls Niue Samoa Vanuatu 

ANZ 54 56 22 95 60 46 

   Australia 35 45 20 0 25 33 

   NZ 19 12 2 95 35 13 

EU 2 2 - - 4 8 

PICTA       

            Fiji  23 0  7 10 

            PNG      1 

US 12  50  13  

Others 32 19 28 5 15 35 

All 100 100 100 100 100 100 

 

Table 2.3 Percentage Share of countries in PACP Duty Revenues (2003/03) 

 Percentage of total import duties collected 

Origin Fiji Kiribati Marshalls Niue Samoa Vanuatu 

ANZ 51 69 8 98 53 60 

          Australia 42 63 7 0 14 44 

          NZ 9 5 1 98 39 15 

EU 1 0   5 4 

PICTA       

            Fiji  13   9 9 

            PNG      2 

United States 1  53  12  

Others 47 18 39 2 22 25 

All 100 100 100 100 100 100 
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The share of the EU is small, as has been indicated by previous studies, and will 
probably remain small.  The EPAs with the PACPs will not pose any great danger to 
PACP fiscal stability. 
 
The Impact of PICTA: less than anticipated 
 
The PICTA signatories have made a commitment to trade liberalisation, as a means of 
bringing economic and social benefits and improving the living standards of all the 
peoples of the Pacific region.   While levels of external tariffs would be set 
independently by each PIC, tariffs within the Free Trade Area (FTA) would fall to zero 
ten to twelve years after ratification.    
 
The Agreement states that its objectives are to strengthen, expand and diversify trade 
between the Parties through the gradual elimination of tariff and non-tariff barriers to 
trade.  PICTA hopes to foster fair competition, with a clearly established and secure 
framework of rules for trade,  with the ultimate objective of the eventual creation of a 
single regional market among the PACPs.   
 
The Agreement expected the development in trade to accord with the social and 
economic objectives of the Parties (including the advancement of indigenous peoples) 
and to take account of the differing economic potentials and the special development 
problems of the Least Developed Countries (LDCs) and Small Island States (SISs). 
 
The Parties also expected that PICTA should also contribute to the harmonious 
development and expansion of world trade in goods and services and to the progressive 
removal of barriers to it, and to promote and facilitate commercial, industrial, 
agricultural and technical co-operation amongst themselves. 
 
Thus PICTA recognises each party’s rights, obligations and undertakings to the World 
Trade Organization (WTO), or other multilateral, regional and bilateral agreements and 
arrangements to which they are party, including the Melanesian Spearhead Group 
Trade Agreement (MSG),6 ACP-EU Partnership (Cotonou Agreement), SPARTECA 
and the Compacts of Free Association.7 
 
Fundamentally, PICTA requires (Article 7, paragraphs 4, 5 and 6) that all tariffs on 
“originating goods” be reduced and eliminated in accordance with the timetables set out 
in Annex II (of PICTA).   Thus duties which are currently more than 20% would be 
required to be reduced to 5% by 2008 and 0% by 2010.  Annex G summarises the 
reductions in duties required by PICTA. 
 
Currently there is little trade between the PICTA partners, and trade in actual 
“originating goods” has been conjectured to even less than is indicated by the apparent 
figures.8   Currently Fiji is the only PICTA signatory which has any significant share of 
the imports of the other PACPs.   

______________________________________________________________________ 
6 The parties to the MSG are Papua New Guinea, Solomon Islands, Vanuatu and Fiji. 
7 The Compacts are between the United States of America and the Federated States of Micronesia, 

Republic of the Marshall Islands, and Republic of Palau. 
8 Much of the imports of PICTA partners from Fiji are of goods which are trans-shipped through Fiji.  
Those undergoing elementary transformation are unlikely to satisfy the minimum 40% requirement of  
local value added. 
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This study confirms (and quantifies) that while the percentage share of Fiji in the 
imports of PACPs such as Kiribati, Vanuatu and Samoa have significantly grown above 
the estimates given in Scollay’s study, a rigorous interpretation of PICTA’s ROO will 
reduce Fiji’s actual share of imports to miniscule proportions.   
 
The impact on government revenues of the PICTA induced trade will therefore even be 
less than indicated by shares in import value.  The reductions in Fiji’s share of the 
PACP imports will most probably lead to significant increases in the Australian and NZ 
shares of PACP import, thereby increasing even more, the likely impact of trade 
liberalisation with Australia and NZ. 
 
It is the impact of PICTA that needs to be analysed further.  Table 2.4 analyses the 
imports of three countries (Kiribati, Samoa and Vanuatu) from Fiji for 2003, item by 
item and the allocation made to the following three categories:9 
 
(1)  No:  items clearly manufactured elsewhere and merely trans-shipped in Fiji. 
 
(2)  Uncertain: items manufactured in Fiji from imported inputs, but unclear whether 

the local value added proportion (as defined under PICTA ROO) would 
be equal to or greater than 40% of the final fob value of the item. 

 
(3) Yes:  represents items clearly likely to satisfy the PICTA ROO. 
 
The estimated percentage likely to be satisfying PICTA ROO was then arbitrarily and 
generously10 assumed to equal category (3) plus 50% of category (2). 
 
Table 2.4 indicates that the “Yes” category was particularly small- a mere 3% for 
Kiribati, 12% for Vanuatu and only 17% for Samoa.  Altogether, a mere 10% of 
Kiribati imports from Fiji is likely to satisfy PICTA ROO, 20% for Vanuatu and 29% 
for Samoa. 

 

______________________________________________________________________ 
9 The data covered the periods to the end of July 2003 for most of the PACPs. 
10 The PICTA ROO are quite restrictive and even 50% of the category (2) would be a generous 
interpretation. 

Table 2.4    Percentage of imports from Fiji likely to satisfy PICTA ROO (2003) 

 Kiribati Samoa Vanuatu 

(1)   Probably no 84 58 72 

(2)   Uncertain 13 25 16 

(3)   Probably yes 3 17 12 

        All Items 100 100 100 

% probably satisfying ROO= (3)+ (0.5*(2)) 10 29 20 
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The apparent shares by value are small but significant, with the percentages for all 
increasing over the last three years (see the Country Reports).  The shares of value in 
Kiribati’s imports in particular appeared large- at 23%- although the share of duty 
revenues was much lower, at 13%.     
 
However, converting these percentages to that likely to satisfy the PICTA ROO (Table 
2.5) shows clearly that the real impact of PICTA will be much less than even 
previously estimated.  A tiny 1.3 percent of total annual import duties of Kiribati, 1.9% 
of Vanuatu and 2.5% of  Samoa, will be vulnerable if and when tariffs on imports from 
Fiji, satisfying PICTA ROO, are eliminated.   It needs to be remembered that even 
under PICTA, the schedules for duty reductions are generously slow.  
 
Almost entirely, therefore, concern within the PACPs about the negative domestic 
consequences of PICTA are about the narrow interests of domestic competing 
manufacturers, usually unimportant in the overall macro context of their economies.  
The negative impact of PACER will not be about any significant impact on the totality 
of national fiscal revenues.11 
 
Query on “stepping stone” 
 
This raises an interesting issue for PACPs regarding the desirability of the medium 
term changes in intra-PACP trade expected to result from PICTA.  Since PICTA 
theoretically will give exports from PICTA partners some margin of preference over 
imports from other countries (including Australia and NZ- the current competitive 
sources), imports from PICTA partners (particularly Fiji and PNG) can be expected to 
grow at the expense of imports from Australia and NZ.  In the medium term, therefore, 
exports from PACPs (Fiji and PNG for example) satisfying PICTA ROO will increase 
their share of the PACP markets and reduce the shares of Australia and NZ. 
 
However, in the long-term (or even medium term) however, it is inevitable that there 
will be trade liberalisation with Australia and NZ, with the exports from these latter 
countries re-asserting their market shares in the PACPs, and inevitably also reducing 
the shares of the PICTA partners.  The increase in PICTA shares has to be under-
written by increased production (and investment) in the PICTA suppliers, and 
conversely, the reduction in PICTA shares must lead to a contraction of production 
(and disinvestment) in the PICTA supplying country.   
 

______________________________________________________________________ 
11 This needs to be kept in mind when domestic manufacturing interests mount  political campaigns 
against competing imports.  Such campaigns have been all too successful in the past. 

Table 2.5 Percent of PACP total imports vulnerable to PICTA (2003) 

 Kiribati Samoa Vanuatu 

Apparent %  import values from Fiji 23 7 10 

Apparent % duty revenues from Fiji 13 9 9 

Real % of import values satisfying ROO 2.3 2.1 2.0 

Real % of import duties vulnerable to PICTA 1.3 2.5 1.9 

 



 
 
 
Chapter 2         The impact of PICTA, PACER and EPAs 

 11 

While it has been oft-stated that PICTA is a “stepping stone” for PACPs towards full 
globalisation and trade deregulation, it must be  asked whether it is wise economically, 
for PACPs to commit scarce resources in expanding essentially uncompetitive 
production in the PACPs, when probably within a decade, these investments will be 
rendered worthless by full deregulation. 
 
It may also be noted that under Article 6, a PICTA signatory is not allowed to accord 
more favourable treatment to any non-PICTA party, unless it is for the purposes of a 
FTA or CU, or for the purposes of a multilateral commodity agreement.  Thus duty 
concessions to third parties other than in the above conditions would require that the 
government grant the same treatment to its PICTA partners, if necessary ahead of the 
reductions required by the current schedules. 
 
The Impact of the Economic Partnership Agreements (EPAs) 

 
The Cotonou Agreement (CA)12 was signed supposedly as an “equal” development 
partnership between the European Union and the ACP states.13   The central objective 
of the partnership is stated to be to “promote and expedite the economic, cultural and 
social development of the ACP States” (Article 1).   
 
Nevertheless, from the various phrases used throughout the CA, it is clear that a new 
trading regime is held by the EU to be at least as important an objective for them, as the 
development co-operation aspects, while the ACP countries hold the latter to be 
paramount.14 
 
Under the CA, the Lome IV trade arrangements are to continue till 2007 while the 
development aid arrangements will continue on for 20 years. However, the trade 
arrangements to apply after 2007 are to be re-negotiated15 and these will take the form 
of Economic Partnership Agreements (EPAs) or alternative trading arrangements with 
ACP countries that are not willing to conclude EPAs.  
 
For the “Less Developed Countries” (LDCs) of the Pacific,16  the alternative trading 
arrangements could take the form of the “Everything But Arms” initiative of the EU  
with the LDCs in general, or the “Generalised System of Preferences” arrangement 
between the EU and all the developing countries in general, or new arrangements 
altogether. 
 
Article 37.6 of the CA states somewhat paradoxically that the alternative trading 
arrangements will provide these countries with a “new framework for trade which is 
equivalent to their existing situation and in conformity with WTO rules” (my 
emphasis).  It is quite unclear at this moment in the negotiations between the EU and 

______________________________________________________________________ 
12 The CA, successor to the Lome Convention, was signed in Cotonou (Benin) on the 23 June 2000. 
13 The extent of disagreements over the modality of proceeding further with the EPA negotiations 
suggests that the PACPs are not being treated as  genuine equal partners.  
14 The extent of balance achieved in the new arrangements,, between these two sets of objectives, will 
therefore be an interesting reflection of the degree of “equality” between the two sets of partners. 
15  The negotiations are expected to take place between September 2002 and December 2007, in two 
phases. 
16 The Pacific ACP LDC countries are Kiribati, Samoa, Solomon Islands, Tuvalu and Vanuatu.  (Is 
Tonga applying for this status?) 
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the ACP states whether the new framework can be simultaneously equivalent to the 
existing situation and, at the same time, in conformity with WTO rules. 
 
The CA has frequent references to the autonomy of ACP states in determining their 
development priorities and strategies.  Thus the CA recognises the “equality of the 
partners and ownership of the development strategies... the ACP States shall determine 
the development strategies for their economies” (Article 2- Fundamental Principles).  
The partnership is expected to “provide a coherent support framework for the 
development strategies adopted by each ACP State.  Sustained economic growth, 
increasing employment and improving access to productive resources shall all be part 
of this framework”. 
 
However, there are also continuous references to the expectation that the development 
strategies adopted will include regional integration and integration into the world 
economy.    Thus the CA explicitly expects the ACP development strategies to be 
“centred on the objective of reducing and eventually eradicating poverty, consistent 
with the objectives of sustainable development and the gradual integration of the ACP 
countries into the world economy”.   The CA also states that “regional and sub-regional 
integration processes which foster the integration of the ACP countries into the world 
economy in terms of trade and private investment shall be encouraged and supported”. 
 
Will the EPAs require reciprocity of tariff reductions? 
 
This is probably the most critical question facing the ACP countries.   Article  36 of the 
CA state that the ACP states and the EU “agree to conclude new WTO-compatible 
trading arrangements”.  Of relevance is GATT Article XXIV which covers preferential 
trading arrangements between developed WTO countries and all subsets of developing 
countries.  The preferential trading agreement can take the form of either Free Trade 
Areas (FTAs) or Customs Unions (CUs), with the former being the more likely 
relationship of the two, between the ACP states and the EU. 
 
Scollay (2002) notes that the current non-reciprocal Lome Arrangements were covered 
by a waiver obtained by the EU from WTO, supported by reading Article XXIV in 
conjunction with Article XXXVI.8 of Part IV of GATT, which stated that developed 
countries did not expect reciprocity from developing countries.   He suggests that there 
is now a view that this section should not allow discrimination between different 
groups of less developed countries who have partnership arrangements with EU and 
that reciprocity will be required of the ACP states.  The waiver expires in 2007 and the 
EU has indicated that it will not seek a further waiver. 
 
Scollay notes that there is a “small states” group within the WTO which is arguing for 
changes to Article XXIV that would result in special treatment in trade deregulation for 
small vulnerable developing states (to which group most of the Pacific ACP states 
belong).17   His view is, however, that such special groups are not likely to be allowed 
by the WTO.18 

______________________________________________________________________ 
17 Possible concessions being requested include asymmetric trade liberalisation between developed and 
small developing countries, the exclusion of 50 percent of their imports from tariff deregulation, that 
only bound rates of duty against third countries be not increased (rather than applied rates), that 
developed country members of the WTO not impose rules of origin regulations that hinders their trade 
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Following discussions with the WTO Secretariat and the relevant EU experts, Scollay 
concluded that WTO members may be expected to challenge any non-reciprocity 
granted by the EU; that both the WTO Secretariat and the EU feel that such a challenge 
would be successful; and that “the EU itself is clearly of the view that reciprocity will 
be required”. 
 
Scollay is therefore of the view that  while Pacific ACP states may wish to support 
other ACP states in fighting for non-reciprocity and to resolve this issue as a priority, 
they should assume that reciprocity will have to be granted.19 
 
Import duties therefore are likely to come down or be eliminated, under WTO pressure.  
It is open to debate, however, to what extent the duties will be expected to reduce, and 
on what coverage of the imports, and how the latter would be defined. 
 
How define “Substantially All Trade” (SAT)? 

 
Of critical importance is Article XXIV of GATT, which refers to the elimination of 
tariffs on “substantially all the trade” (SAT) between the members of the FTA.   It is 
relevant that there is significant disagreement about the exact specification of SAT: 
whether it means more than 80 percent of all trade by value (or more than 90 percent- 
as preferred by the EU- according to Scollay); whether it means more than 80 percent 
of all the tariff lines; or whether it refers to substantially all the major sectors.  It would 
seem that the most likely interpretation from the standpoint of it being monitotered and 
enforced, would be the proportion of value which comes in duty-free. 
 
The data presented below suggests that for the Pacific ACP states, a generous 
interpretation of the “SAT” requirement, could be extremely important in determining 
the extent to which their import revenues are undermined by the impending trade 
agreements, and consequently, the extent to which they need to modify their fiscal 
systems in response. 
 
Whatever the resolution of the SAT issues and whatever the nature of the new trading 
arrangements to be reached between the EU and the ACP states, the likely significant 
impact on the ACP states will be the gradual reduction of their import duties, not just to 
the EU, but to all their trading partners.  For many this will entail, as duties currently 
stand, a significant reduction in government revenues. 
 
Whatever the extent of tariff reductions required, this study provides definitive data on 
the likely impact on the PACP governments’ fiscal revenues. 
 
 

 

 

                                                                                                                                              
with the multilateral trading system, and that a 20 period of grace (not 10 years) be allowed in fully 
implementing an FTA or CU. 
18 Article 39 of the CA requires close co-operation between the EU and ACP states on issues such as 
“setting and conducting the agenda in future multilateral trade negotiations” such as in the WTO. 
19 Scollay suggested that any delay in the negotiations between the EU and the Pacific ACP States would 

be to the advantage of the Pacific ACP states. 
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Should PACPs undertake unilateral reduction of import duties? 
 
One of the interesting conclusions of several studies that have been undertaken on the 
regional trading options for PACPs is that  developing countries in general, and Pacific 
ACP states in particular, would benefit economically through a unilateral reduction of 
their import duties. 
 
The arguments are fairly straightforward, even if national responses are mixed and 
diametrically opposed.   It is felt that most developing countries are protecting 
inefficient industries through high rates of tariff protection, which imposes significant 
economic cost not just on consumers, but also on their export industries. 
 
Thus Scollay (2002:36) refers to a study by Stoeckel et al (1998) arguing that a free 
trade area between PACPs and Australia and NZ would “yield significant overall 
economic welfare gains to the former”.  If this conclusion were to be accepted by 
PACP governments (and it is by no means clear that any one of them are convinced of 
that outcome), then the fiscal reforms being recommended by the trade advisers would 
be implemented independently of any EPA or NTA being negotiated with the EU!  
Indeed, the logical outcomes of PACER would be accelerated independently of the 
EPAs/NTAs.  The latter strategy does not seem to be currently on any PACP’s trade 
agenda, except for notable special exceptions.  Niue, for instance, has a special 
relationship whose value to Niue far exceeds any potential benefits to be realised 
through PICTA or the EPAs.20 
 
PACPs may wish to establish whether import duty reduction would be a desirable 
development policy in its own right, independently of the issues thrown up by the new 
trading arrangements. 
 
Strategically, however, if the reduction of import tariffs by the PACP states is seen to 
be a desire objective for the EU, then unilateral reduction of import tariffs would entail 
a weakening of the bargaining position of the PACPs.  As such, it would be preferable 
for the negotiating strategy to offer reduction of tariffs in return for some quid pro quo 
which would not otherwise be available to the PACPs.   This is especially important 
when it comes to the likely impact of any triggering of PACER with Australia and NZ. 
 
The Pacific Agreement on Closer Economic Relations (PACER) 

 

The PACER, which has been signed and ratified by all the PACPs, is seen as an 
umbrella framework setting out possibilities for trade relations among all Forum 
members, and specifically inclusive of Australia and NZ.  While PICTA explicitly sets 
out the framework and timetable for an FTA amongst the PACPs excluding Australia 
and NZ,  PACER sets out the possibilities, provisions, and timing for including 
Australia and NZ in the FTA. 
 
It is unfortunate that PACER is not a “proactive” agreement for fostering free (or freer) 
trade between  the PACPs and  Australia and NZ.  It is a “reactive” and “defensive” 

______________________________________________________________________ 
20 It is suggested below that Niue may be better off developing its own special relationship with NZ, 
independently of PACER 
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agreement essentially protecting Australian and NZ trading interests in the PACP 
markets, vis a vis other developed countries or groups of countries. 
 
The provisions basically assure Australia and New Zealand that they will not be 
disadvantaged relative to other trading partners in their trade relations with the PACPs. 
Article 6 advises that if any PACP “commences formal negotiations for free trade 
arrangements” with any other developed country or grouping, then they should also 
commence similar negotiations with Australia and NZ.  Free trade arrangements are 
taken to mean “free trade areas” (FTAs) or Customs Unions (as defined by GATT 
Article 24.8). 
 
The PACER also requires negotiations with Australia and New Zealand to commence 8 
years after the PICTA comes into force, if it is not triggered before that through the 
actions of the PACPs described above.  In both cases however PACPs would become 
parties to free trade arrangements only if the negotiations are successful. 
 
Any free trade agreement involving Australia and New Zealand, as developed 
countries, will have to be consistent with, and be notified to, the WTO under GATT 
Article XXIV.  The PACER is not a free trade agreement within the meaning of GATT 
Article XXIV, and is therefore not notifiable.21 
 
The PACER contains requirements for the provision by Australia and New Zealand of 
financial and technical assistance, for the development and implementation of the trade 
facilitation programmes.   These are supposed to give special attention to the needs of 
SIS and LDCs, both in the design of the programs, and funding levels.  However, it is 
unclear of the extent to which the financial and technical assistance provided to PACPs 
will be additional to existing levels of assistance. 
 
In one important aspect, PACER is not a symmetrical agreement between Australia and 
NZ on the one hand and the PACPs on the other.  PACER provides the PACPs with the 
right to consultation with Australia and New Zealand if either Australia or New 
Zealand were to enter into negotiations for a free trade agreement with a non-Forum 
country.  But the  benefit to be negotiated would only be for “improved market access” 
for PACPs- not the equivalent of the FTA being negotiated with the non-Forum 
country, as would have been the case had the agreement been symmetrical. As PACPs 
currently enjoy duty free (but qualified) entry under SPARTECA, the improvements in 
access may be through measures such as more lenient Rules of Origin criteria, 
assistance with marketing initiatives, and assistance with quarantine obligations. 
 
For countries other than PNG, Fiji and Solomon Islands, there is an additional benefit 
to PACER in that these WTO members must provide to the other PACPs no less 
favourable treatment than they are obliged to provide to other WTO members in respect 
of sanitary and phytosanitary matters, customs procedures, and standards and 
conformance.  
 

______________________________________________________________________ 
21 Since the PICTA will involve only developing countries it may be consistent with, and notified to the 
WTO under, the Enabling Clause of 1979, which provides less rigorous criteria than Article XXIV. 
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Impact of  Compact Arrangement with the United States 
 
Three of the Pacific ACP states (FSM, Palau and Marshall Islands) have Compacts of 
Free Association with the US, by which the latter is guaranteed market access no less 
favourable than that granted any other developed country. 
 
Any concessions therefore granted to the EU under the EPAs or NTAs, or to Australia 
and NZ under PACER, must necessarily be also granted to the US. 
If the EPAs and NTAs result in significant tariff duty reductions for the EU, they will 
also need to be granted to the US.  The implications for the Compact governments’ 
revenues will be quite adverse, similar to that implied by the trade of the non-Compact 
countries with Australia and NZ. 
 
It would therefore also be important for the Compact countries to understand the extent 
to which they can lower their tariffs to US exports without undermining the integrity of 
their fiscal systems, and then transmitting these as the maximum concessions they 
would be able to grant the EU, Australia and NZ. 
 
A necessary additional factor for the Compact countries to consider would be the 
broader economic, political, and strategic relationships with the US. It may be noted 
that freedom of access to the US for the citizens of the Compact countries (just as Niue 
has with NZ), is a priceless benefit which should not be jeopardised or undermined by 
EPAs or NTAs negotiated between the Compact countries and the EU, nor any 
subsequent arrangements to be made with Australia and NZ under PACER. 
 
This study next quantifies the extent to which PACP governments fiscal revenues may 
be undermined by tariff reductions likely to be required by the EPAs and PACER. 
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THE FISCAL IMPACT OF TARIFF REDUCTIONS 
 
 
 
 
Current importance of import duty revenues to PACPs 

 
The trade agreements discussed above are expected to significantly reduce import duty 
revenue for the PACPs.   Scollay (2002: p 54) presented a 2000/2001 snapshot of the 
aggregate importance of import duties in the government revenues of Pacific ACP 
states.  These figures are presented here for completeness of coverage, although more 
recent data, and more disaggregated, are given below for the six countries which were 
part of this study. 
 
The first second column 
gives the importance of the 
import duty in the entirety 
of government revenues, 
which includes donor grants 
which are significant in 
several PACPs.  There are 
roughly three tiers 
identified from the first 
column- the highest having 
Vanuatu and Cook Islands, 
the next including Kiribati, 
Palau and Fiji, and the third 
having the rest. Thus 
Vanuatu and Cook Islands 
indicate the extremely 
heavy dependence of their governments on import duty.  Vanuatu of course, has a 
narrow tax system, lacking income taxes- both personal and corporate. 
 
The third column gives the importance of import duties  relative to the total revenues 
which are in governments’ control (i.e. minus the grants from donors).  Again, all the 
countries show significant proportions. 
 
The fourth column gives the import duty revenues as a percentage of total tax revenues.  
The latter effectively leaves out the impact of large rental incomes (such as Kiribati’s 
fishing license fees) and special windfall revenues (such as Tuvalu’s income from the 

Table 3.1  Import Duties as Percentage of 

 

Total  
Govt. 
Rev. 

Total 
Govt. Rev. 
less Grants 

Total  
Tax 

Revenue 

Tonga   65 

Kiribati (2000) 14 18 61 

Tuvalu (2001) 8 12 48 

Vanuatu (2001) 34 36 40 

Marshall Is (2001) 6 18 26 

Palau (2001) 10 16 25 

FSM (2000) 4 11 24 

Niue (2000) 3  23 

Fiji (2001) 16 16 23 

Samoa (2000/01)  16 18 

Cook Is (2000/01) 25 23 20 

PNG (2001) 3 3 3 

Source: Scollay (2002), p.54. 
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sale of the dot tv internet domain name.  For the first four countries, clearly, the import 
duties are absolutely important bases for their total tax revenues. 
 

The vulnerability of PACPs to import duty reduction 
 
A key question is:  what will be the extent of the quantitative impact on PACP 
government revenues, were tariffs in PACPs to reduce, as envisaged under the trade 
agreements?   First, it needs to be noted that aggregate effective tariff rates (actual 
duties as a percentage of total import values), as analysed in previous studies, can be 
misleading, for a number of reasons. 
 
First, the actual tariff structures may be so prohibitive that no imports actually take 
place.  The import values and duties recorded are therefore  only of items that are 
locally competitive, despite the import duties.22 
 
Secondly, different PACPs have completely different proportions of import categories 
which are allowed in duty free for reasons other than the deliberate setting of a zero 
tariff rate.  Exemptions may be made for aid projects (which can be quite large for 
some years); embassy and consul imports; imports by government and public 
enterprises; imports for key industries (such as tourism), and often exemptions are at 
ministerial discretion.   The higher the proportion of duty exemptions, the lower is the 
apparent effective rate of  duty being charged- and the difference can be significant (as 
is shown for some of the PACPs).   
 
Table 3.2 indicates that for Fiji, Marshalls, Samoa and Vanuatu, the import duties are 
already on average around 10 percent.  The average rate for Niue is 16%, and for 
Kiribati, while nominally 20%, is probably around 14%, if calculated on cif values.23 
 
The above aggregate duty rates hide interesting differences in distribution by Duty 
Bands.  Table 3.6 gives the distribution of import values 
for the six countries, by Duty Bands.  Except for Kiribati 
and Vanuatu, more than 80 percent of import values attract 
duties of 10 percent or less and almost 90 percent have 
duties of 20 percent or less. 
 
Table 3.3 shows the distribution of import duty revenues 
with interesting differences in the patterns.   Fiji, Marshalls 
and Vanuatu have bi-modal distributions with significant 
proportions of revenues being collected at both the lower 
and higher Duty Bands.  Kiribati collects the bulk of its 
duty revenues in the higher Duty Bands, while Samoa 
collects the bulk at the lower Duty Bands.  For Marshalls, 
Niue and Samoa, significant proportions of duty revenues 
are collected in the Duty Bands less than or equal to 20%. 
 

______________________________________________________________________ 
22 This is the case, for instance, with PNG, which is shown in Scollay (2002:26) to have an effective 
tariff rate of 1.96% in 2001. 
23 The Kiribati rate is calculated on fob import values.  If converted to aggregate cif values, the average 
duty would probably decrease to around 14%. 

Table 3.2  Import Duty  
as Perc. of 

Import Values (cif) 
(2002/03) 

Country Perc. 

Fiji 9 

Kiribati 20 

Marshalls 11 

Niue 16 

Samoa 8 

Vanuatu 10 
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For Samoa, 94% of its duties are collected at rates equal to or less than 20%.   It may be 
relevant that Kiribati and Vanuatu do not have the full range of taxes that Samoa has:  
Kiribati does not have a VAT, while Vanuatu does not have any income tax.  For these 
two countries, therefore, import duties necessarily have to take a larger burden of 
raising revenues for government than in countries like Samoa.  With large proportions 
of imports being duty exempt, the fewer taxed items necessarily need higher duties in 
order to achieve target revenues for government.  Broadening the tax system can 
therefore be a useful exercise for some countries. 

 
 
The two tables above therefore explain quite well the consequences of two strategies 
which may be followed in the EPA negotiations. 
 
 
 

Table 3.3 Distribution of import values by Duty Bands (2002/2003) (%) 

Duty Band Fiji Kiribati Marshalls Niue Samoa Vanuatu 

Duty = 0 23 32 27 6 29 37 

0   < duty <=10 57 27 53 80 51 25 

10 < duty <=20 3 7 11 3 15 21 

20 < duty <=30 11 16 1 1 5 10 

30 < duty <= 40 2 7 3 3 0 2 

40 < duty <= 80 1 8 5 5 0 5 

Duty > 80 2 4 0 2 0 1 

All Bands 100 100 100 100 100 100 

In Duty Bands < =10% 81 58 80 86 80 62 

In Duty Bands < =20% 84 65 91 89 94 83 

In Duty Bands < =30% 95 81 92 90 100 93 

 

Table 3.4 Distribution of Import Duty collected in Duty Bands (2002/2003) 

Duty Band Fiji Kiribati Marshalls Niue Samoa Vanuatu 

Duty = 0 0 0 0 0 0 0 

0   < duty <=10 17 7 36 38 47 9 

10 < duty <=20 5 6 15 3 36 26 

20 < duty <=30 31 21 3 2 15 20 

30 < duty <= 40 7 14 10 6 1 5 

40 < duty <= 80 11 26 30 18 1 21 

Duty > 80 29 26 5 33 0 20 

All Bands 100 100 100 100 100 100 

In Duty Bands < =10% 17 7 36 38 47 9 

In Duty Bands < =20% 22 13 51 42 82 35 

In Duty Bands < =30% 53 35 55 43 98 55 
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Strategy A Setting a moderate definition for SAT 
 
The PACPs could attempt to establish a moderate percentage definition of Substantially 
All Trade (SAT) on which import duties may need to be completely eliminated.  This 
then determines what duties (in the lower bands) would need to be eliminated in order 
to ensure that the associated percentage volume of trade falls within the definition of 
SAT.   
 
For example, if SAT were to be defined as 80%, then for Fiji, Marshalls and Samoa, 
this could be achieved by reducing all the duties equal to or less than 10% to zero 
(Table 3.3).  Table 3.4 then indicates that Fiji would lose 17 percent of all its current 
total import duty, Marshalls would lose 36% and Samoa would lose 47 percent of its 
total import duty. Already, therefore, it may be seen that a SAT equal to 80% would be 
difficult to implement for Samoa, and the Marshalls. 
 
Were SAT to be defined as 90% (which is the more likely percentage according to 
Scollay), then Marshalls and Niue would need to eliminate duties in the bands equal to 
or less than 20 percent.  Table 3.4 indicates that these countries would put at risk 51 
percent and 42 percent of their total import duty respectively.  For Samoa it would be 
even higher- probably at around 70%- quite unmanageable as Samoa’s current fiscal 
situation stands. These countries would therefore need to consider major fiscal changes 
of the kind suggested in the next chapter. 
 
Strategy B Establish import duty ceilings reducing over time (30%, 20%, 10%, 0%) 
 
The PACPs may wish to take an alternative approach which relies on reducing the 
duties from the high end.  The PACPs could offer to reduce all import duties from the 
top Duty Bands to some target ceiling over some period of time-say 30%, 20% or 10%.  
And Table 3.5 would then also allow easy calculation of the percentage of duty that 
would be put at risk. 
 
Thus Table 3.5 indicates a duty ceiling of 30% would have virtually no impact on 
Samoa’s annual duty revenue, even given its current structure.24  Clearly, the fact that 
Samoa has already reduced the bulk of its duties to below 30% and broadened its excise 
taxes, has a bearing on its current strength with respect to this second strategy. 
 

 
Nevertheless, it would seem that for this second negotiating offer to have any 
credibility, the duty ceiling would need to be at the low end, not 30%.   For instance, 
were a duty ceiling of 10% to be targeted, then Kiribati would lose 89% of its current 

______________________________________________________________________ 
24 These percentages are calculated from Tables 3.5 and 3.6 (and = loss of duty in high duty bands - duty 
“regained” through duty ceiling on the values in the higher duty bands. 

Table 3.5  Potential percentage of duty losses with import duty ceilings (2003) 

Duty ceiling Fiji Kiribati Marshall Niue Samoa Vanuatu 

30% 46 59 43 54 2 43 

20% 75 80 47 56 17 61 

10% 81 89 62 60 51 87 
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duty revenue, Fiji 81% and even Samoa would lose 51% of its current annual duty 
revenue.   All the countries would have difficulty in managing such losses in 
government revenues. 
 
The next chapter outlines the fiscal adjustments that may help protect the bulk of the 
governments’ revenues. 
 
Strategy C Define SAT through product lines 
 
In this study, SAT has been defined in terms of proportions of trade by value.  PACPs 
may find it useful to examine alternative definitions of SAT which have been used 
elsewhere.    
 
Thus one possibility, which could give particular PACPs greater scope for flexibility, is 
to define SAT as 90% (or other suitable percentage) of product lines, chosen by 
reference to particular base years.   
 
These could be differentially decided with respect to different trading partners of the 
PACPs.   
 
There may be a need to initiate studies for a few of the countries for which current trade 
data is available at the level of differentiation needed to make recommendations useful 
for PACPs, for trade, domestic manufacturing, and fiscal reasons.25 
 
 
 
 
 
 

______________________________________________________________________ 
25 Fiji and Western Samoa could be good candidates for such a study as they have excellent databases on 
their trade.  PNG, as the largest PACP could also be a reasonable case study, if accurate data were made 
available by the authorities. 
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Chapter 4 

 

 

FISCAL ADJUSTMENT POSSIBILITIES 
 

 

 

 

Where the revenue impact of duty reductions are likely to be significant, as indicated in 
the previous chapter, the PACPs will need to examine complementary fiscal strategies 
to make up for lost revenues. 
 
The main strategies being recommended here are: conversion of key import duties to 
excise taxes (sin taxes, health taxes, and equity taxes) which are WTO-compatible;  a 
suitable definition of SAT following the conversion of the excises; the broadening of 
the tax system by introducing (where they do not currently exist) consumption based 
taxes (such as Value Added Taxes) and income taxes (corporate and personal);  and 
compensatory development finance.26 
 
Conversion of key import duties to excise taxes  

 

A first step which all the countries ought to take with some degree of urgency, is the 
conversion of a number of key import duties to excise duties27.  Table 4.1 gives a 
selection for the six countries with some rough estimates of the current import duties 
being realised. 28 
 
Just these small number of items being converted to excise duties enable substantial 
proportions of current total import duties to be protected.  Thus Fiji would immediately 
be able to protect some 65% of its import duty revenues, while the other countries 
could protect around a half.  Samoa, able to protect only 25% of their current revenue 
through this measure, would face a bigger challenge.  
 
The actual change in revenue for some of the government will be much higher than is 
indicated by the percentages of import duty protected shown in Table 4.1.    For Fiji, 
Samoa and Vanuatu, there are alcohol product industries, whose products will attract 
the same excise rates as are being imposed on the imports.  For Fiji, with its domestic 
cigarette products, there will also be a rise in domestic excise.   The domestic excises 

______________________________________________________________________ 
26 For some PACPs, major improvements in revenue collections may also be made by minimising 

exemptions, improving compliance, and developing stronger strategies for improving revenues from 
fishing licenses, sale of internet domain names, and other ad hoc rent-earning situations. 
27 The Country Reports suggest that improvements in government revenues may also be made by 
increases in the excise rates for the sin goods, justified on health and equity, and on a few luxury items, 
justified on grounds of equity. 
28 This Vanuatu data is only for 2003 (some 7 months of data). 
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on these two products should result in substantial increases in government revenues, 
over and above that indicated by mere conversion of the import duties to excises.29 
 

 
The conversion of import duties on these select items to excise (and correspondingly 
reducing the import duties on them to zero) also changes the distribution of import 
duties by value. It is important to understand the impact of the conversion to excises 
because of the extent to which it strengthens the ability of PACPs to accommodate 
pressures to reduce duties to zero, on whatever proportion is designated by the term 
"SAT".   
 
Essentially,  Table 4.2 explains how, converting the high import duties to excises, 
leaves a much higher proportion of imports (by value) in the Duty Band "less than or 
equal to 10%", and thereby reduces the proportion of import duty revenue that will be 
eventually lost by satisfying the SAT definition. 
 
Thus the upper half of Table 4.2 shows that post conversion, except for Kiribati and 
Vanuatu, the other countries would all have around 90 percent of their import values in 
the Duty Band category 10% or less: Fiji with 93%, Marhsalls with 98%, and Niue with 
94%. 
 
The lower half of Table 4.2 then gives and indication of the likely percentages of duty 
revenues which would need to be sacrificed if particular SAT targets of duty-free 
imports were to be achieved as a result of the EPAs with the EU.30     
 
Thus setting a SAT of 90%  would imply that Fiji, would be able to achieve the target 
by reducing all existing duties 10% or below, to zero.  The bottom half of Table 4.2 
suggests that Fiji would sacrifice just under 15% of current total import duty revenue.   
 
 

______________________________________________________________________ 
29 Governments will also need to prepare their domestic manufacturers whose protection will eventually 
decline. 
30 It should be reminded that to minimise the loss of duty revenues, the lowest percentage duties should 
be reduced to zero. 

Table 4.1   Key import duties convertible to excises ($000 and %) (2002/2003) 

 Fiji Kiribati Marshalls Niue Samoa Vanuatu 

22:  Alcoholic drinks 5546 2382 896 178 776 96 

24:  Cigarettes 614 2264 648 187 437 92 

24:  Tobacco  340     

        “Health/sugar”  833 665 99 302  

87: Vehicles 35114 452 531 24 7036 34 

27: Fuel 70929 558 567  407 227 

Other items     811  

Subtotal 112203 6827 3307 488 9769 449 

Total import duty 171389 15081 5627 914 38982 818 

%  of Duty protectable 65 45 59 53 25 55 
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Kiribati, to achieve a SAT of 90% would need to reduce all duties 30% or below to 
zero (third row of data), thereby sacrificing some 26% of total import duty revenue 
(sixth row of data).  Vanuatu would have to reduce duties of 20% or less to zero (from 
top half of table), sacrificing probably some 25% of total import duty revenues (from 
the bottom half of the table). 
 
From Table 4.2, it can be roughly surmised that a SAT target of 90% would necessitate 
the following percentage losses of total import duty revenue: 
 
 Fiji : slightly less than  15% 
 Kiribati:    26% 
 Marshalls: much less than   37% 
 Niue:  much less than  36% 
 Samoa: just over   43% 
 Vanuatu just less than   25% 
 
The Country Reports give suggestions as to how the different countries could cope and 
compensate for these import duty losses activated by EPAs and the subsequent 
triggering of PACER. 
 
The above table gives the duties that may need to be sacrificed, as percentages of total 
import duty revenues.  Of course, for most governments, this is only part of their total 
government revenues.   For most of the PACPs, if the key duties were converted to 
excises as suggested above (even without increasing the rates), the remaining duties as 
percentages of total government revenues, would be much lower and manageable, as 
indicated in the following Table 4.3. 
 
Kiribati, Marshalls and Vanuatu would still face moderate losses of government 
revenue (5%, 7% and 8% respectively) if they were to satisfy a SAT of 90%.  It would 
be useful for these countries to examine some broadening of their tax system, while 
Vanuatu may benefit by  improving its VAT collections (see the Country Reports for 
details). 
 

Table 4.2 Post-conversion distribution of import values and 
Percentage of current total import duties at risk from EPAs 

In Duty Bands Fiji Kiribati Marshall Niue Samoa Vanuatu 

Percentage of values 

< =10% 93 74 98 94 88 79 

< =20% 96 80 99 96 100 93 

< =30% 100 90 100 97 100 98 

Percent. of current annual import duties 

< =10% 15 5 37 36 43 7 

< =20% 19 10 38 38 73 25 

< =30% 31 26 39 39 73 37 

 



 
 
 
Chapter 4         Fiscal adjustment possibilities 

 25 

 
Strategy B:    Post-conversion to excises, reduce all duties to tariff ceilings  
 
The international trading community pays a lot of attention to the higher import duties 
which are charged by other countries, as indicative of the extent of protectionism being 
practised.31  An alternative approach that ACP countries could therefore take, post-
conversion to excises, is to offer to reduce tariffs down to import ceilings gradually 
over time- 30%, 20%, 10% and eventually 0%.  i.e. all duties would be restricted to 
these ceilings (say over a period of ten years).   
 
Table 4.4 indicates with a high tariff ceiling of 30%, the revenue losses entailed would 
be lower than was the case before conversion to excise duties.  However, they would 
still be significant (between 24% and 30%) for all countries, with Kiribati in particular, 
facing a high potential cost of  almost 40% of current import duties, although it needs 
to be kept in mind that the duties would reduce over a reasonable period of time.32 

 
Were the more likely ceilings of 10% to be adopted, the revenue cost for Kiribati, 
Samoa and Vanuatu would rise rapidly- 51%, 42% and 41% correspondingly.  Strategy 
B would not therefore seem to be an attractive option for these countries, although the 
three others could probably manage. 
 

Table 4.5 indicates that Kiribati and Vanuatu in particular, would face significant 
percentage erosion of their Total Government Revenues, even post-conversion to 
excise duties, if a duty ceiling of 10% were targeted. 
 

 

 

 

 

______________________________________________________________________ 
31 Yet is well recognised that for developed countries, non-tariff barriers are often as, if not more 
important, than tariff barriers as protectionist measures. 
32 The duty reductions may reasonably be expected to take place over a ten year period. 

Table 4.3   Post-conversion duty import remaining as % of Total Govt. Revenue 

In duty bands Fiji Kiribati RMI Niue Samoa Vanuatu 

< =10% 3 1 7 3 5 2 

< =20% 3 2 7 3 9 8 

< =30% 6 5 7 4 9 12 

 

Table 4.4    Post Conversion to Excise Duties 
Perc. of import duty at risk with tariff ceilings (2002/2003) 

Duty ceiling of Fiji Kiribati Marshalls Niue Samoa Vanuatu 

30% 24 39 25 28 20 28 

20% 28 47 25 29 20 33 

10% 29 51 26 30 42 41 
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If PACP governments are unable to increase the rates of excise taxes (as is suggested in 
the Country Reports), or for some of them  (such as Kiribati, Marshalls, Niue) if they 
are not able to widen their tax systems to introduce some element of VAT then there 
would be a greater imperative to seek compensatory finance through the EPAs with the 
EU, as in suggested in the next section.. 
 

Broadening of tax system 

 
The needs of the PACPs with respect to the expenditure requirements of their public 
finance systems are fairly uniform- the need to invest large sums and proportions of the 
public budget for education and health, for investments in the infrastructure necessary 
for economic growth; for law and order purposes, and for maintaining large civil 
services which are the dominant arenas for employment of the citizens.   
 
The PACPs’ sources of finance are more varied, with a few fortunate to have trust 
funds to draw on, a few with large economic zones which allow reasonable rents from 
fishing licenses, a few with essentially windfall revenues (such as the sale of internet 
domain names), and one (Niue) with a very large annual recurrent contribution from a 
“mother country”. Table 4.6 indicates that Samoa and Fiji are the only two PACPs in 
this sample with a fairly broad distribution of Government revenue sources.  Kiribati, 
Marshalls and Niue do not have any VAT type of revenue, while Vanuatu does not 
have any income tax, which for Fiji and Samoa, give significant sources of revenue. 

 
Table 4.6 also indicates the very heavy dependence of some of the PACPs on “Other 
sources” or special revenues (explained in more detail in the Country Reports): Kiribati 
relies on fishing license fees which, depending on fish catches, can be variable 
(depending on natural phenomena such as the El Nino and La Nina).  The Marshalls 
depends heavily on US Compact grants (which are currently seeing significant 
increases), and Niue on NZ Government grants (which may rise also) and fees from its 
IDCs.  What does stand out is that the countries (for example, Samoa) which have the 
full range of taxation measures (VAT, import duty, income taxes, and excise taxes) are 

Table 4.5   Post-conversion duty at risk (as % of Total Govt. Revenue) (2002/2003) 

Duty Ceiling Fiji Kiribati RMI Niue Samoa Vanuatu 

30% 4 8 5 3 3 9 

20% 5 9 5 3 3 10 

10% 5 10 5 3 5 13 

 

Table 4.6   Current Composition of Total Government Revenues (2002/03) (%) 

 Fiji Kiribati Marshalls Niue Samoa Vanuatu 

Import duty 18 20 19 9 13 31 

VAT/VAGST 29    27 31 

Income tax 28 9 38 17 15  

Excise tax 1    19  

Other sources 24 71 43 74 26 38 

ALL 100 100 100 100 100 100 
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able to place much less reliance on import duty revenues to generate finance for 
government. 
 
Countries where key elements are lacking (such as Vanuatu without income taxes, or 
Kiribati without a VAT) are in a more vulnerable position with respect to the erosion of 
their government revenues, because of declining tariffs or if their windfall revenues are 
threatened.  For these latter countries, it would be useful to investigate whether 
widening their tax systems should be a priority measure, to help them prepare for EPA 
negotiations 
 

Introduction of VAT 
 
Three of the countries in our sample do not have VAT-type taxes although some similar 
less broad taxes are in existence.33  Most have considered the introduction of a VAT-
type tax in the past, but have usually shelved the plans because of political opposition.  
The chief objection has been its regressive nature.34  But nearly all countries in the 
world have come to accept the VAT as an integral part of their system.  
 
It is suggested here, however, that there are advantages to the VAT system which may 
be considered by those PACPs that do not have them.  The VAT is extremely buoyant 
with respect to GDP and relatively more than other tax types; it is collected mostly at 
import point and is therefore more or less a substitute for import duty, and is more so if 
the internal collection of VAT is relatively minor;35 it is WTO-compatible; and its 
regressiveness may be countered to some extent by ensuring that the expenditure of 
VAT revenues focuses on the interests of the poor. 
 
Table 4.7 shows that for Samoa, while GDP changed by 13 percent between 1996 and 
2003, income taxes increased by 46%, but the VAGST revenues increased by 86%.36   
The elasticity of the VAGST has been 7 times that of the Samoan GDP, over this five 
year period.37  There has 
also been a dramatic 
increase in the range and 
rates of excise taxes to 
currently equal the 
contribution of the 
VAGST. 
 
Table 4.8 shows similar 
statistics for Fiji, with the 
VAT having an elasticity of almost 2 over the two year period, with Import VAT 
having an even higher elasticity of 2.7.  Import Duty, largely a reflection of the 

______________________________________________________________________ 
33 Marshalls has the Gross Revenue Tax and Hotel Turnover Taxes, while Kiribati also has the latter.  
34 Because the VAT is a proportion of consumption rather than income (income = consumption + 
savings), the poorer consumers end up paying VAT on virtually their entire income, while the rich pay 
VAT only on a part of their income. 
35 Almost certainly, given the lack of substantial domestic value adding activities in countries like 
Kiribati, Niue and Marshalls, they will collect the bulk of their VAT at import point (especially if they 
set a high VAT threshold). 
36 The 2003 figures do not include the increase in VAGST rate from 10% to12.5%. 
37 Although some of the increase in VAGST is due to the increase in rate from 10% to 10.5%. 

Table 4.7  The buoyancy of tax components: Samoa 

 
Average 
1996/98 

Average 
2001/03 

Percent. 
Change 

Elasticity 
wrt GDP 

GDP 620 700 13  

Income taxes 27 40 46 4 

Import duty 49 32 -35 -3 

VAGST 32 59 86 7 

Excise duties 22 59 165 13 
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reduction of 
tariffs, has 
been losing 
ground, as 
also have 
income 
taxes, 
because of 
deliberate 
government 
policy of 
reducing this component as well. 
 
Table 4.9 provides assurance that the import point is still the most import contributor of 
Total Government Revenue- with Vanuatu collecting 54%38 Samoa collecting 43% and 
Fiji, collecting 35%.  The first row indicates that Samoa and Vanuatu collect three 
quarters of their VAT at import point, and only Fiji, with a substantial domestic 
economy, collects 40% of its VAT internally. 

 
The country reports suggests that Kiribati, Marshalls and Niue may usefully introduce 
VAT components to their tax systems.  The data above suggests that the VAT at import 
point is virtually import duty by another name.  As such, if the VAT is set at a moderate 
10% rate, and is applied on (import value cif + import duty + import excise), then it 
could virtually replace all other import duties (especially if the key import duties have 
already been converted into excises). It is suggested that they set fairly high turnover 
thresholds to eliminate the bulk of the small businesses from the VAT net, but 
otherwise minimise exceptions.    
 
One added advantage for all three countries would be that they would be able to bring 
their state enterprises into the tax net, thereby putting some pressure on them to 
increase their economic efficiency. 
 
Introduction of income taxes (personal and corporate) 

 
Of the sample of countries, Vanuatu is the only one which does not have income taxes 
in place- either corporate or personal.  The absence of these taxes comprises 
weaknesses in the revenue system of government from two points of view.  First, there 
is an absence of an additional element which would spread the risks of revenue 
collection.  It also comprises a weakness in that these two taxes serve to introduce 
vertical equity into any tax system- by taxing the well-off at higher rates than the less 

______________________________________________________________________ 
38 Vanuatu’s collection at import point would probably be higher if its VAT collections were made more 
efficient. 

Table 4.8 The buoyancy of tax components: Fiji 

 Average Average Perc. Elasticity 

 1999/00 2001/02 Change wrt GDP 

GDP 3585 4289 20  

Income tax 283 281 -1 (0.0) 

Value Added Tax 239 328 37 1.9 

    VAT at import point 144 219 52 2.7 

Import duty 161 185 15 0.8 

 

Table 4.9      Percent of revenues collected at “import point” 

 Fiji Kiribati Marshalls Niue Samoa Vanuatu 

Perc.of VAT/VAGST 60    77 75 

Perc. of Total Govt. Rev. 35 20 19 9 43 54 
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well-off.  This also presumes that the income tax administration is successful and 
efficient at collecting income taxes from those liable.  This cannot be taken for granted. 
 
Additionally, the country report for Vanuatu suggests that Vanuatu may be able to 
substantially increase its revenues within its existing system, without necessarily 
introducing any income tax element.   
 

Training and other assistance for fiscal reform measures 
 
The Country Reports indicate that virtually all of the PACPs face difficulties, to a 
greater or lesser extent) in tax office administrations (both at Customs point and 
Internal revenues), in the ability to monitor taxable flows, to apply tax rates 
consistently, to efficiently audit tax transactions, and to maintain and fully utilise the 
database systems (such as ASYCUDA or PCTrade) that they have at their disposal.   
 
Many of the tax administrations are not fully integrated between the trade database and 
the internal tax system databases, even where the tax administration staff have been 
aggregated and are housed within the one entity.39 
 
Lack of computer hardware and software does not seem to be the major problem, and 
most countries seem to be quite well endowed with both hardware and software.  Most 
of the difficulties seem to be due to the lack of suitably trained staff, and the political 
will to improve the efficiency of tax collections, at all levels and in all spheres. 
 
Critical Need for political preparation 

 
The new EPAs/NTAs will not be implemented till 200840, and, even them, the tariff 
changes will in all probability be phased in over a lengthy period, of at least a decade.  
The Pacific ACPs therefore have considerable lead time for the fiscal adjustments being 
recommended here.   This lead time is indeed necessary given that many of the 
adjustments being recommended here can have serious political consequences. 
 
Any increase in taxes or introduction of new taxes, may result in, or be perceived to 
result in, some increase in the cost of  living.  This may translate into political debate 
and pressure on governments, with potentially serious impacts at national elections. 
 
For PACPs where major changes to the fiscal system are being envisaged or 
recommended, governments need to carefully manage the political processes and 
achieve political consensus, if possible, so as to minimise electoral fall-out with voters, 
and ensure the long-term viability of the fiscal changes. 
 
PACP governments must therefore precede any proposal for increases in taxes or 
changes in the tax system, with an extensive public awareness campaign by the 
Ministries of Finance and Planning, Ministries of Agriculture, and Ministries of Health 
justifying the policy changes. 
 

______________________________________________________________________ 
39 The common weakness is that there is no common field between the two sets of databases identifying 
tax-paying entities. 
40 The EPAs have not been finalised to date (2009). 
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If possible, the good-will of the Opposition political parties towards the proposed 
policy changes be sought to minimise the potential of the fiscal changes becoming 
“political footballs”. 
 
Ministries of Finance and Economic Planning need to convince the public that the 
policy changes that are required for the PACPs to cope with the global pressures 
imposed by existing and impending trade agreements are also in the countries’ own 
national interest. 
 
The Ministries of Agriculture need to make the public aware of the damaging impact of 
some imports (on which excise taxes are intended), on the domestic producers of the 
traditional competing goods. 
 
The Ministries of Health need to make the public aware of the adverse consequences of 
the unhealthy diets and ill health associated with the consumption of the sin goods 
(such as tobacco and alcohol products). 
 
One approach governments may take to encourage greater social acceptability of their 
tax changes, is to ensure that net increases in  revenue are earmarked for the ministry of 
health and other departments. 
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Chapter 5 

 

 
NEGOTIATING STRATEGIES  

 

 

 

The PACP Leaders, following the PACP Trade Ministers’ meeting in 2002, reaffirmed 
a two-phase approach to negotiations with the EU.  Issues of common interest to all 
ACP countries would be dealt with at the ACP wide level, while PACP EPA 
arrangements would be dealt with at the regional level “with a flexible “menu” 
approach (accommodating a range of issues of interest to the region), under an over-
arching “Umbrella” or “Master Agreement”.  How could tariff reform and the required 
associated fiscal reform issues be addressed?   
 
It would seem that given the small size of the individual PACPs,  a regional approach 
may hold the best options for the region as a whole, while leaving open the option for 
individual state to go their own way, should that present them with better deals. 
 
The tariff concessions which the PACPs may be willing to offer the EU (and with the 
concomitant losses to PACP government revenues) can obviously be a bargaining chip 
with the EU, together with the Fisheries Partnership Agreement and an agreement on 
services. 
 
Extremely important in the EPA negotiations, will be the extent to which the ACP 
states in general, and the Pacific ACPs in particular (given their special status as LDCs 
and SISs) are able to obtain benefits for their development agenda, over and above 
what is currently being offered by the EU.   
 
The last section in this chapter suggests that the tariff reductions by the PACPs would 
be a more useful bargaining chip with potentially greater leverage in trade and 
development negotiations with Australia and NZ.  The Pacific ACPs may benefit by 
proactively and simultaneously initiating PACER negotiations with Australia and NZ, 
to serve as a guide for EPA negotiations with the EU. 
 

A regional EPA or EBA/GSP 

 

For the Pacific ACP states, a number of post-2007 trade arrangements are possible: 
 

A one EPA for all the Pacific states 
 

B individual EPAs 
 

C One or more states (such as Fiji and PNG) having individual EPAs while 
the others  have a joint EPA. 
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D Some states choosing to adopt other alternatives such as the “Everything 
But Arms” (EBA) initiative or the “Generalised System of Preferences” 
(GSP). 

 
It may be useful to first of all discuss the EBA and GSP alternatives, and understand 
their weaknesses in relationship to an EPA. 
 
Everything But Arms 
 
In March 2001, the EU granted duty free access to all the LDCs for nearly all products 
except arms.  The EBA is compatible with WTO rules (paragraph 2(d) of the Enabling 
Clause of 1979) which allows general or specific measures in favour of developing 
countries.  But there are safeguard provisions protecting EU producers: e.g. if 
competing products are threatened by the LDC exports, if there are abnormal surges in 
LDC exports to the EU, and special provisions for bananas, rice and sugar.41 
 
Scollay (2002) points out that with the Cotonou Agreement not covering some 6 
percent of ACP exports, then for these products, the non-LDC Pacific states are at a 
disadvantage relative to all LDC states (Pacific and non-Pacific) who are able to utilise 
the EBA arrangements.   Pacific ACP states should note also that the EBA initiative is 
not an international agreement, but a unilateral concession by the EU. As such it can be 
unilaterally withdrawn at any time.  The EBA is due for review in 2005. 
 
Hence, while the EBA may currently seem an attractive alternative proposition to some 
Pacific LDCs,  it is unlikely to provide the security and stability that the EPAs are 
likely to offer.  The EBAs moreover are not available to all the Pacific ACP states. 
 

Generalised System of Preferences (GSP) 
 
Under the GSP, the EU provides unilateral concessionary access at preferential rates of 
duty, to products of all developing countries (to be consistent with WTO rules).  The 
reductions in duty relative to MFN rates, are applied in four bands, depending on the 
sensitivity of the product for EU producers.42 
 
The GSP scheme is however considerably inferior in general to the current Cotonou 
trade arrangements.   Given that Article 37.6 of the CA requires a “framework for trade 
that is equivalent to their existing situation”, it is difficult to see the GSP as a superior 
alternative to any EPA.  Any “enhanced GSP”, as some countries would like to see, 
would probably be challenged under WTO rules, since the ACP states would then be 
given preferential treatment relative to other developing countries.    
 
The EU’s GSP scheme is due for review in 2004.  The GSP would not therefore seem 
to offer the substantial and secure long-term benefits which potentially exist through 
EPAs (whether bilateral or multilateral) under the CA. 
 
 
 

______________________________________________________________________ 
41 Bananas will be allowed in by 2005 and sugar and rice by 2009. 
42 The reduction is 15% for very sensitive products and 100% for non-sensitive products. 
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Group EPAs: the more desirable option 
 
Paragraph 16 of the ACP Guidelines for EPA negotiations state that the ACP countries 
will be guided by the overriding principle of unity and solidarity in their negotiations.  
The EC itself has expressed a preference for negotiating with regional groupings.  The 
CA provides that the “economic and trade cooperation shall build on the regional 
integration initiatives of the ACP states”, although the CA would seem to allow 
individual states to decide for themselves what pattern to follow. 
 
There are also other key questions, of whether the EPAs being negotiated over market 
access and tariff reductions, should be a “global” combined EPA which includes the 
Fisheries Partnership Agreement, cross-cutting agreements on investment issues and 
other key areas of interest.  These all require a regional approach to the EPAs, 
including the use of tariff reform and fiscal losses as a bargaining chip with the EU.  
But individual PACPs do need to keep in mind that post-2007, there may well be a 
number of different EPAs and NTAs negotiated between the EU and the ACP 
countries, including the PACPs.   
 
However, given the nature of the differences between the ACP and even the Pacific 
ACP states, it is extremely unlikely that they will wish to have a Customs Union 
amongst themselves, which could have entitled them to, and facilitated, a joint EPA 
with the EU.  The structure of their tariff rates and the needs of their governments are 
quite different, while their fiscal policies show great diversity.   
 
It is not clear, also whether the Pacific ACPs do wish to take a unified regional 
approach to an EPA with the EU.  Fiji, with its interests in the Sugar Protocol may wish 
to develop a bilateral approach with the EU; Kiribati, Vanuatu and other PACPs with 
interest in the Fisheries Partnership Agreement, may not wish to pool their obvious 
fisheries assets into a Pacific-wide asset pool for bargaining purposes in  case this leads 
to a lower level of benefits for them ;  
 
Forsyth (2003:37) has pointed out that for several of the PACPs (Kiribati, Samoa, 
Solomon Islands, Tuvalu and Vanuatu), EPAs with the EU currently do not seem to 
offer any specific advantages, over and above that available under the EBA or the 
GSP.43  These countries would wish to see additional benefits (on the investment front 
or elsewhere) for their participation in an EPA to be made worthwhile. 
 
And some of the PACPs, namely the states with Compacts with the US, and Niue with 
its unique relationship with NZ, may not wish to jeopardize the considerable long-term 
benefits they derive from their special deals with the US and NZ respectively. 
 
Much will depend on what the EU is able to offer for the PACPs’ development agenda, 
over and above what is currently on offer through the CA. 
 
 

 

 

______________________________________________________________________ 
43 This is not strictly correct as an EPA, being a formal agreement with a fixed duration, would be 
superior to the EBA and GSP which have neither of these two advantages. 
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EPAs and the development agenda 
 
It is unfortunate that negotiations with the EU at the ACP wide level have a number of 
sticking points, which seem to undermine the rhetoric of the CA as representing an 
“equal” partnership recognising the centrality of development issues for the ACP 
countries. 
 
The EC is focused on market access issues, and is opposed to discussion of issues 
which the ACP considers essential: agricultural subsidies, fisheries agreement, and 
trade in services.   The EC holds that issues other than market access can be adequately 
covered by the “tool-box” issues.  The ACP notes that the contents of the “tool-box” 
have not been divulged and that a modality based purely on the “market access” will 
not be sufficient to address the development issues of concern to the ACP states. 
 
Paragraph 29 of the WTO Ministerial Declaration makes a commitment to clarifying 
and improving procedures under the WTO provisions applying to regional trade 
agreements.  The ACP group therefore seeks greater flexibility on the application of 
Article XXIV, so that the EPAs may better facilitate ACP development.  The EC holds 
the view that the flexibility required already exists under the current rules. 
 
But the CP countries also note that there are a number of areas which were supposed to 
have been resolved in Phase 1, and which have not been dealt with adequately.  These 
include such fundamental issues as principles, objectives, scope and content of EPA; 
special and differential treatment provisions especially for members who are LDCs and 
SISs; and financing the costs of adjustment to tariff reform.44 
 
The EC disagrees with the ACP view that additional resources (over and above what 
are provided in the CA) are needed to facilitate development of the ACP states and 
their smooth integration into the global economy.    But the ACP states are clear that 
the EPAs currently being negotiated will have high adjustment costs for most of them, 
requiring resources additional to those made available under the CA for financial co-
operation.    
 
The ACP countries see these additional resources as essential for strengthening 
production capacities, institution strengthening and human resource development.  
Indeed, this study also advocates that in addition to the adjustment costs of tariff 
reform, there needs to be a major initiative which results in the provision of additional 
capital development funds- in the form of risk venture capital- to be made available for 
small and medium enterprises which are owned by ACP citizens. 
 
What is clear from this study is that if the EPAs require reciprocal trade liberalisation, 
there will be significant fiscal costs involved, depending on the proportion of trade 
(“SAT”) to be covered by the reciprocity commitment, the implementation period for 
reciprocity, the membership of the EPA, and parallel events. 
For example, in the EU-South Africa Trade and Development Agreement, liberalisation 
was applied to 90% of the goods currently traded, with an implementation period of 12 

______________________________________________________________________ 
44 There are also key issues regarding rules of origin, sanitary and phyto-sanitary measures and capacity 
building needed; development of services sector and assistance; framework for services trade negotiation 
during Phase 2; the Singapore issues in Phase 2; customs administration review and its cost; dispute 
settlement; legal issues, and WTO compability rules. 
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years.  In this study, we have shown that agreeing to a “SAT” definition of 90% will 
imply quite significant losses in government revenue for some of the PACPs.45   
 
For the Pacific ACP states, the effect of liberalisation of the trade with the EU will 
indeed have a miniscule effect on most PACPs.   However, it is the parallel triggering 
of PACER (for most PACPs) and US trading relationships (for the Compact countries) 
which will lead to the greatest erosion of import duty revenues and PACP fiscal 
positions.   The erosion will be more significant, if the “SAT” requirement is fairly high 
and if each individual PACP is required to satisfy the EPA (as is likely to be the case) 
rather than as a group (which would be difficult to define and monitor). 
 
Need for additional resources from the EU to foster growth 
 
It may be noted that the safeguard provisions of CA46 (Articles 8 and 9 of Annex V) 
entitle the EU and ACP states to “apply appropriate measures” if a product is being 
imported into the EU in such quantities as to “cause or threaten to cause serious injury 
to its domestic producers .... or serious disturbances in any sector of the economy or 
difficulties which could bring about serious deterioration in the economic situation of a 
region”. (my emphasis).  The latter may be  relevant if ACP states find that a major 
result of the EPAs s a serious undermining of government revenues. 
 

While it has been thought that no new resources will be made available, Forsyth 
(2003:21) is also of the view that the EU may commit additional funds as a result of the 
mid-2004 review, and/or if other agreements (such as the Fisheries Partnerships 
Agreement) provide an incentive.  In Forsyth’s view, additional resources are essential 
not only for PACPs to be encouraged to be part of the EPAs, but to also address the 
fundamental failure of the PACPs economies to grow and develop.  

 

The PACP failure with respect to investment and economic growth 
 
It has been generally accepted that PACPs, despite high levels of external assistance for 
the last two decades, have displayed extremely disappointing rates of economic growth.  
Forsyth (2003)47 provides an excellent overview of the economic growth and 
investment issues currently facing the PACPs.  Forsyth found that while the stock of 
foreign investment in the PACPs was fairly high, the supply of new FDI had 
plummeted and stagnated, and aggregate investment (both foreign and domestic) in 
nearly all PACPs remained very low proportions of GDP.  Forsyth pointed that 
deregulation and liberalisation programmes by the PACPs have not produced the 
desired results, because of other continuing problems: inherent cost disadvantages 
applying in small remote economies, investor uncertainty due to political instability, 
climatic factors, a non-conducive bureaucratic environment, and absence of secure land 

______________________________________________________________________ 
45 It is still unclear whether the EPAs would require that the “SAT” proportion should apply to each and 

every individual state, or to the PACP group as a whole.  If the proportion were allowed to the group as a 
whole, would individual countries be allowed to exclude its own sensitive products? 
46 Scollay states that CA safeguard provisions differ from comparable WTO provisions (with the latter 
apparently being more stringent in defining serious injury, requiring investigation, and setting limits to 
safeguard measures.  On the other hand, CA would seem to have brought in clauses not in the WTO. 
47 Forsyth, David (2003) A negotiating framework on investment. Paper prepared for the Forum 
Secretariat and the Pacific ACP Trade Experts Advisory Group meeting. June 2003. 
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and land-lease property rights.  Forsyth makes a number of recommendations which 
could lead to increased investment. 
 
Existing financial instruments under the CA are not necessarily conducive to providing 
extra resources beyond those explicitly provided under the CA, nor necessarily suitable 
for PACP needs.  No provisions are in place for investment promotion and protection, 
in the 9th national indicative programmes or the PRIP.  The CDE, while providing 
project facilitation and technical assistance for private sector SMEs, does not provide 
investment finance.  While the EIB provides loans for long-term development support, 
its minimum loan size threshold is considered too high for the Pacific.  Its investment 
facility (INFAC) provides risk capital (in the form of loans or equity), guarantees and 
other credit enhancements to cover political and other investment-related risks, while 
another scheme (PROINVEST) is managed by the CDE, but has not been made use of 
by PACPs.48 
 
While the EU would probably seek to conclude an Investment Promotion and 
Protection Agreement,49 Forsyth was of the view that this would not be adequate.  He 
recommended that there also be direct assistance with attraction of investment, 
assistance with re-enforcement of the private sector, financial assistance with business 
operations (additional funds to INFAC funds and reduction of minimum threshold for 
EIB own funds).  Forsyth also presented what he termed “innovatory additions”: such 
as  
 
* assistance with dismantling administrative barriers to investment,  
 
* assistance in alleviating the “land problems” (such as the setting up of “Tourism 

Development Areas/Investment Development Areas”) 
 
* effective investment guarantee and insurance schemes (covering the risks of 

expropriation, breach of land contracts, currency transfer restriction, work 
permits and residence for expatriates, war and civil disturbances).50 

 
* sectoral partnership agreements along the lines of the envisaged Fisheries 

Partnership Agreement. 
 
* an “investment preference fund”51: a dedicated lending facility, funded, owned 

and operated by the EU (EIB), the World Bank Group (IFC) and regional 
development banks.  The IPF would be aimed primarily at SMEs and investors 
in LDCs and small vulnerable economies, providing domestic currency loans, 
quasi-equity investment capital, guarantees, investment insurance schemes.  
Losses would be recovered from grant contributions to the IPF from its donor 
shareholders. 

______________________________________________________________________ 
48 It is unclear why they PACPs have not drawn on this fund. 
49 The content of an IPPA would include the following: non-discrimination between FDI sources, legal 
guarantees for fair and equitable treatment, protection from expropriation, guarantees regarding freedom 
of exchange conversion and transfer, and international arbitration in the event of disputes.  They might 
also seek reliable dispute settlement processes and satisfactory taxation arrangements. 
50 Forsyth pointed out that while the World Bank did operate such a facility- MIGA- few in the Pacific 
had heard of it or utilised it (Fiji, FSM,  Palau, PNG, Samoa and Vanuatu would be eligible for its use). 
51 Lowering the Threshold. Commonwealth Secretariat.  London, 2001.  Referred to in Forsyth 
(2003:32).  
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Most of these measures require the provision of resources additional to those currently 
committed under the CA. 

 
PACPs are all too aware, without the pictures of world-wide political protests against 
globalisation,  that simply deregulating their economies is no guarantee that it will 
result in sustainable economic growth and improving living standards for the bulk of its 
people.    Indeed, the general third world experience (the few exceptions not-
withstanding) is that whatever economic growth has occurred has not trickled down to 
the majority of the people of their countries, and especially the large numbers and 
proportions of their poor. 
 
There is no doubt that programmes of  assistance from the EU (and Australia and NZ) 
can be critical to PACP development strategies, which must address not just the 
problems of economic growth, but the distribution aspects and poverty alleviation.  
This can best be addressed at the level of production and entrepreneurship. 
 
There is an urgent need to boost local entrepreneurship- especially the small to medium 
sized ones, so that the distribution of economic benefits is embedded in the economic 
growth strategy, rather than relying on “redistribution” of income and wealth, after they 
have been created and concentrated in large enterprises or wealthy individuals. 
 
It is essential that such innovative measures encourage domestic investments in the 
areas of comparative advantage for the PACPs- namely tourism, fisheries, agricultural 
and forestry products, and minerals.  
 
Thus the development co-operation portion of the CA agreement to be negotiated in the 
EPAs and NTAs must include the provision of additional financial resources which can 
overcome the fundamental difficulties faced by domestic entrepreneurs in obtaining 
finance for initiating their business activities. 
  
An important plank in the PACP negotiating strategy should be to use their reduction of 
import tariffs as a bargaining chip to obtain concessions from the EU not only for trade 
facilitation provisions, rules of origin provisions for exports (including for fish) and 
safeguard provisions, but also on the provision of additional resources over and above 
that currently envisaged.  These additional resources are absolutely essential, if PACPs 
are to entertain any hope of sustained economic growth based on export-led strategies 
and integration into the world economic order, improvements in standards of living of 
its citizens, and the reduction of poverty. 
 
It is unfortunate, however, that if the countries with an interest in the Fisheries 
Partnership Agreement choose to negotiate separate EPAs with the EU, then the other 
Pacific ACPs have very little “bargaining chips” with which they can call for additional 
financial resources.  The removal or reduction of import tariffs by PACPs will generate 
few economic benefits for the EU and therefore little incentive to increase aid resources 
to the PACPs. 
 
As has been clarified in Chapter 2, the bulk of the benefits will be enjoyed by Australia 
and NZ.  It is therefore important for the Pacific ACPs, that if tariff reductions are 
required by the EPAs with the EU, and these reductions are also then transmitted by 
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PACER to imports from Australia and NZ, then the PACPs must ensure that PACER 
negotiations with Australia and NZ are given a more urgent priority than at the 
moment. 
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Chapter 6 

 

CONCLUSIONS  AND  

RECOMMENDATIONS 
 
 
 
The EPAs/NTAs being negotiated with the EU will have the long term effect of 
reducing import duties on imports from the EU.  However, while the overall aggregate 
effect of the new trading arrangements with the EU is likely to be minimal, the flow-on 
effects due to the other agreements that are in place between the PACPs and their major 
trading partners - namely PACER (with Australia and NZ)  and the Compact 
arrangements (with US)- are likely to result in significant reductions in the import duty 
revenues for nearly all PACPs.   
 
For a number of Pacific ACP states, duties on imports are a significant component of 
their fiscal revenues and, if significantly eroded, would undermine the viability of their 
fiscal systems and current development programmes.  PACP fiscal systems therefore 
need to be adjust now to cope with likely future impacts of the EPAs/NTAs 
 
For all PACPs, fiscal systems and policies not only need to be compatible with the new  
trading arrangements, but also satisfy each governments’ long-term economic and 
social objectives- for economic growth, sustainable development and a just and 
equitable society.  Fiscal changes and reform must therefore be seen as a development 
policy objective in its own right, and not just as an adjunct to trade policy.  And major 
changes to fiscal systems are also political decisions requiring political support and 
endorsement from the electorates. 
 
Using the Customs data for 2002 and 2003 (to July 2003), it is shown that the dominant 
trading partners’ (Australia’s and NZ’s)  shares of import duty contributed are usually 
significantly greater that is indicated by the shares of import value that are the usually 
used statistics.   This is largely due to the fact that the imports which attract no duty for 
a variety of reasons (aid project spending, government imports) originate in countries 
other than Australia and NZ (usually Japan).  Thus the import duty revenues which are 
at risk if duty reductions occur under PACER, are often significantly more than would 
be indicated by the ANZ share of gross import value. 
 
The study also shows that the share of imports (and duty revenues) from PICTA 
partners likely to satisfy the PICTA ROO are even less than has been speculated: 
shown here to be likely to be less than 2% of total import duties and revenues, even 
with a generous interpretation of the PICTA Rules of Origin (ROO).  
 
The distribution of import duty collected (by Duty Bands) suggests that the bulk of 
imports (usually more than 80%) into PACPs attract duty of 30% or less.  A small 
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number of items (comprising less than 20% of imports) with relatively high rates of 
duty, contribute the bulk of duty collected.  Nevertheless, none of the PACPs in the 
study would be able to currently eliminate import duties “substantially all trade” (SAT) 
as it is likely to be defined by the EU- at around 90% of volume of trade by import 
value. 
 
For nearly all the PACPs, a significant proportion of the governments’ revenues from 
imports may be protected by converting a number of key import duties to excise duties 
(which are WTO compatible), set at appropriate levels. 
 
The primary candidates for conversion of import duties to excise duties are the “sin 
goods” such as alcohol and tobacco products, whose consumption leads to serious 
health problems.  Some PACP governments could also take the opportunity, where 
current levels of taxes on the sin goods are low, to raise them to regionally consistent 
levels and rates, thereby achieving dual objectives- as revenue generators and policy 
instruments to achieve national objectives in good health.  Those PICs which have 
domestic manufacturing industries in these areas, would also need to prepare their 
manufacturers for the eventual loss of protection from cheaper imports. 
 
Some PACPs could examine the introduction of moderate to high excise duties on 
processed foods whose consumption is leading to serious diet-related health problems; 
candidates for such taxes would be sugary soft drinks, sugar, snack foods with low 
nutritional content, and fatty meats.  In those PACPs where there are cost-efficient and 
adequate supplies of local root-crop substitutes, governments examine the setting of 
moderate excise duties on flour and rice. 
 
To address equity issues in the taxation system, PACP governments establish moderate 
levels of excise duties on selected items of luxury consumption (chosen uniquely for 
each country) to tax the upper income brackets. 
 
PACP Governments examine:  
 
(a) whether to reduce all remaining import duties to some agreed upon percentage 

ceiling (such as 10%, 20% or 30%); with the exception of those genuine 
industries in need of “infant industry” protection; or 

 
(b) whether to reduce all current duties under a certain percentage (e.g. duties 

currently = or < 10%) to zero, if this satisfies the EU definition of “substantially 
all trade” (SAT), which is allowed to enter PACPs completely duty free. 

 
PACPs, in their negotiations with the EU, argue for the most generous interpretation of 
“substantially all trade” (SAT) to attempt to ensure that the bulk of their import duty 
revenues are protected, while others are reduced to zero.  The definition should refer to 
benchmarks of 85% or at a maximum, 90% of trade by value, which could be 
manageable under certain conditions.  PACPs may also find it useful to ascertain 
whether the EU would be agreeable to alternative definitions of SAT which have been 
used elsewhere, such as eliminating duty on a certain proportion (e.g. 90%) of product 
lines which may be applied to trade with the EU in specific base years. 
While some PACPs may be able to cope with the EPAs/NTAs being negotiated by the 
mere conversion of key import duties to excise duties, others may require significant 
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broadening of their tax systems, as well increasing the efficiency of the tax components 
they already have. 
 
Where PACP governments do not have a VAT system, any planned reduction of import 
duties be accompanied by the introduction of a moderately rated VAT, with a 
reasonably high threshold level for internal VAT collections to ensure minimisation of 
the administrative costs of collection of internal VAT.   
 
The VAT should be applied to the aggregate of import value (cif), any excise taxes 
imposed, and any customs and port service charges.   The overall result would 
generally be higher than that indicated by the current percentage of import duties.   To 
encourage public acceptance, the change may be implemented as a “revenue-neutral” 
exercise. 
 
Where PACPs do have a VAT system, its operations be examined to see whether they 
are efficient generators of revenue, and if not, to examine ways of improving 
efficiency. 
 
Where PACPs do not have an income tax component to their tax systems, the 
narrowness of the revenue base constitutes a fundamental weakness for government 
revenues, especially vulnerable to economic downturns.  The governments of these 
PACPs examine the desirability of establishment an income tax element (personal and 
corporate) to broaden the tax base and introduce some degree of equity in the tax 
system.  The highest marginal tax rate should be set at moderate levels in order to 
encourage compliance as well as acceptance by the public. 
 
Any increase in taxes or introduction of new taxes, may result in, or be perceived to 
result in, some increase in the cost of  living.  This may translate into political debate 
and pressure on governments, with potentially serious impacts at national elections. 
 
For PACPs where major changes to the fiscal system are being envisaged or 
recommended, governments need to carefully manage the political processes and 
achieve political consensus, if possible, so as to minimise electoral fall-out with voters, 
and ensure the long-term viability of the fiscal changes. 
 
PACP governments must therefore precede any proposal for increases in taxes or 
changes in the tax system, with an extensive public awareness campaign by the 
Ministries of Finance and Planning, Ministries of Agriculture, and Ministries of Health 
justifying the policy changes. 
 
If possible, the good-will of the Opposition political parties to wards the proposed 
policy changes be sought to minimise the potential of the fiscal changes becoming 
“political footballs”. 
 
Ministries of Finance and Economic Planning need to convince the public that the 
policy changes that are required for the PACPs to cope with the global pressures 
imposed by existing and impending trade agreements are also in the countries’ own 
national interest. 
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The Ministries of Agriculture need to make the public aware of the damaging impact of 
some imports (on which excise taxes are intended), on the domestic producers of the 
traditional competing goods. 
 
The Ministries of Health need to make the public aware of the adverse consequences of 
the unhealthy diets and ill health associated with the relevant items. 
 
Where Governments find that significant proportions of import duty revenues are 
unable to be so protected, the Pacific ACP states make a case for compensatory finance 
from the EU, additional to what is currently envisaged under the CA. 
 
The ratification of PICTA has set schedules of duties reducing over time.  For PICTA 
to have any substance, the lowering of duties to products of non-PICTA countries 
below these rates would require that the rates to PICTA partners also be 
correspondingly lowered. 
 
PACPs, in their negotiations with EU avoid the use of terminology such as “free trade 
areas” or “customs unions” to ensure that PACER negotiations with Australia and NZ 
are not triggered as a result. 
 
However, if the relevant clauses in PACER are triggered, the major benefits of any 
tariff reductions in the PACPs  envisaged under the new EPA/NTA arrangements with 
the EU, will be enjoyed by Australia and NZ.  PACER negotiations will therefore take 
on much greater significance and PICs may wish to treat these with greater urgency 
than currently anticipated. 
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Annex A  Fiji Country Report 
 
Largely as a result of the 2000 political upheavals, the Government’s fiscal position has 
deteriorated both absolutely and relatively through to 2001, although 2002 and 2003 
have seen major recoveries, partly boosted by the South Pacific Games in the latter year 
and partly due to the return of political stability.   

 
While Government revenues are expected to show strong growth for 2003, the Public 
Debt and Underlying Deficit are expected to rise over 2003. 52 
 
With personal and corporate taxes planned to reduce their contributions from 40% in 
2000 to 30% in 2003,  the bulk of the burden of raising government revenues has been 
taken up by indirect taxes- chiefly the VAT which is expected to raise its share from 35 
percent to 39%, while import duty shows a slight decline. 
 

 
The Fiji Government has affirmed its commitment to the number of international 
(WTO) and regional trade agreements (MSG, PICTA and PACER) it has signed.    
Import duties, as a percentage of 
import values are therefore 
relatively low (by PACP standards) 
and declining (Table A.3).  It 
should be noted that import VAT53 
is playing an increasing role. 54 The 
general trend towards the reduced 
importance of import duties will therefore continue.  Nevertheless, Government has 
also committed itself to the protection of key domestic industries and the 2003 Budget 
saw a number of tariffs increased slightly. 

______________________________________________________________________ 
52 The 2003 estimate is based on provisional results to the end of August 2003. 
53 This is calculated on (Import Value + Import Duty).  The increase from 2002 to 2003 is a reflection of 
the 2003 budgetary increase in rate from 10% to 12.5%. 
54 The ASYCUDA data which has been used to analyse the patterns of tariffs, give aggregate results for 
import values and duties which are slightly different from that published by the Fiji Bureau of Statistics. 

Table A.1 Government Tax revenues and GDP 

 1999 2000 2001 2002 2003 est. 

Total   Gov. Tax Revenues 796 712 717 795 960 

Percentage change  -11 1 11 21 

Govt. Tax revenues as % of GDP 21.7 20.3 18.7 19.4 21.5 

 

Table A.3 Average  rates of import duty 
and Import VAT. 

 2002 2003 

Average Import Duty 9.2 9.0 

Average Import VAT duty 8.1 10.5 

 

Table A.2 Components of Government Tax Revenues 

 1999 2000 2001 2002 2003 

Income Tax 35 40 36 34 30 

Value Added 34 29 35 35 39 

Import Duty 22 20 19 21 21 

Excise duty 1 1 1 1 4 

Export Duty 7 9 9 8 7 

Source:  From data provided by Fiji Islands Customs and Inland Revenue. 
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As with most other PACPs, Table A.4 
indicates that Fiji’s imports are 
dominated by Australia and NZ, 
originating some 54% of imports and 
with 51% of import duties vulnerable in 
2003.  The EU is the origin of a mere 2% 
of imports by value and 1% of import 
duty.  PICTA similarly is the origin of 
less than 1% of both import values and 
import duties. 
 
It is quite significant, therefore, that other 
countries (mainly Japan) are the countries 
of origin of 32% of imports by value, and 
generate 47% of import duty revenues. 
 
A very strong conclusion can 
therefore be made that simply having 
to reduce tariffs on imports from the 
EU, PICTA countries and Australia 
and NZ, will probably only endanger 
a half of Fiji’s import duties.  The 
potential duty losses to the long-term 
effects of EPAs, PICTA and PACER, 
will therefore roughly be only about a 
half that indicated in the tables 
below, and in the regional tables. 
 
Table A.5 indicates that currently, 
some 81% of all import values is 
already being imported in the Duty 
Bands of 10% or less.  At risk, are a 
mere 17% of Import Duty.  A SAT of 
90% would however require the 
elimination of import duties of 25% 
or less, and probably at the cost of around 40% of all import duties.  If SAT were 
defined at 95% (as is more likely) than Fiji would need to eliminate all duties equal to 
or less than 30%, with the 
sacrifice of some 53% of its 
annual import duty revenue.  
This would be create some 
difficulty for the government. 
 
Table A.6 suggests four key 
items whose import duties may 
be converted to excise duties, 
and the resultant major savings 
in duty revenue entailed (using 
2002 annual values). 
 

Table A.4   Origin of imports 
and Import Duties (%) 

 % of Values % of Duties 

 2002 2003 2002 2003 

ANZ 58 54 60 51 

   Australia 37 35 50 42 

   NZ 21 19 10 9 

EU 3 2 1 1 

PICTA 0.5 0.3 0.2 0.0 

US 5 12 2 1 

Others 33 32 38 47 

All 100 100 100 100 

 

Table A.5  Distribution of import values 
and duties (percentages) (2003) 

Duty Band %of Values % of Duties 

Duty = 0 23 0 

0   < duty <=10 57 17 

10 < duty <=20 3 5 

20 < duty <=30 11 31 

30 < duty <= 40 2 7 

40 < duty <= 80 1 11 

Duty > 80 2 29 

All Bands 100 100 

Cumulatively 

< =10% 81 17 

< =20% 84 22 

< =30% 95 53 
 

Table A.6 Key import items converted to excises (2002) 

 Values Duties Rate 

 $m $m % 

Ch.22 (alcohol products) 14 6 40 

Ch.24 (tobacco products) 2 1 26 

Ch.27 (fuel products) 186 71 38 

Ch. 87 (vehicles) 92 35 38 

Subtotal 295 112 38 

Total Imports 1856 171 9 

 



 
 
 
Annex A Fiji Country Report 

 49 

Table A.7 indicates the summary 
data on the distribution of import 
values and import duties, following 
the conversion of the duties on 
above four items to excise duties.  
The last column indicates that post-
conversion to excises, if SAT were 
defined at 93%, then Fiji would 
need to compensate for a mere 15% 
of the current annual import duty 
revenue.  In 2002 values, this would 
amount to a mere $26 millions.  
The sum required to be replaced would rise to only $33 millions even if SAT was 
defined as 96%.  
 
These are easily manageable losses in revenue, especially when one notes from Table 
A.3 that the current average rates of import duty are rather low (compared to the 
regional averages).  Increasing the rates and converting to excise will not only generate 
higher duty revenues from imports, but, for alcohol and tobacco products, would 
probably also raise additional revenues from the domestic production of these two 
products.  The latter might be quite substantial. 
 

Table A.7  Post-conversion Dist. of Import Values 
and Duties in Duty Bands and  
Duty Revenue at risk (2003) 

Duty Bands 

Perc. of 
Import  
Values 

Percent 
of Old 
Import 
Duty 

Duty 
2002 

equivalent 
  ($m) 

< =10% 93 15 26 

< =20% 96 19 33 

< =30% 100 31 53 
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Annex B  Kiribati Country Report 

 
The total revenue of the Kiribati Government has shown significant instability because 
of the variations in the major revenue items- mainly fishing licenses and Reserve Fund 
draw-downs.  Total government revenue, while an extremely large proportion of GDP 
(just more than 100% in 2001) shows a decline of 6% for 2002, and is budgeted to 
show a further decline of almost 20% for 2003 (Table B.1). 55 
 
Kiribati is unusual 
amongst the PACPs in 
that its total budgetary 
revenue does not 
depend significantly on 
taxation- either direct 
(such as personal and 
corporate taxes) or 
indirect taxes (such as 
import duty).  There is 
currently no VAT in 
place, although there is 
some sentiment that 
Kiribati ought to 
develop another line of 
taxation, in the 
direction of the VAT.   
The bulk of the Kiribati 
Government revenues 
are derived from rents 
(such as fishing licenses).  Personal and Company Tax have both been declining, both 
absolutely and relatively. 
 
In previous years, Government has 
drawn on the RERF (while 
maintaining the real value of the 
Fund) but the last two years have 
seen a significant downward pressure 
on the Reserve’s market  value, 
reducing by some 12% between 2000 
and 2002.  Unless the stock markets 
show a remarkable recovery, the 
Kiribati Government cannot look to 
significant injections from the RERF to maintain the buoyancy of its fiscal revenues. 
 
Table B.2 indicates that Import Duties are an increasing proportion of Total Taxes- 
67% in 2002- and budgeted to be 71% for 2003.    They are also an increasing 
proportion of total government revenues, rising from 17% in 2001 to 25% in 2003.  

______________________________________________________________________ 
55 These are the original budgetary figures passed by the Kiribati Parliament just prior to its dissolution 
and fresh elections.  Some of the components of the revenues seem to be estimated/budgeted for on the 
low side. Changes are being made to the 2003 Budget, although the revenues will probably remain of the 
same order.  

Table B.1  Components of Government Revenues (A$000) 

 2001 2002 2003 

 Actual Rev.Est. Budget* 

Import Duty 14217 16869 16378 

Personal tax 5615 4803 3400 

Company tax 4013 3232 3000 

Hotel tax 275 113 210 

            Total taxes 24120 25017 22988 

Fishing licenses 46516 41719 32300 

Green passports 3147 7112 1000 

NASDA fees 2309 2570 2356 

Other revenues 9926 4012 5952 

Total Government Revenue 86018 80430 64596 

         Percent change  -6.4% -19.6% 

        As percent of GDP 100.5%   

Source:  First 2003 Budget, Government of Kiribati. 

 

Table B.2 Components of Total Tax Revenues (%) 

 2001 2002 2003 

 Actual Rev.Est. Budget* 

Import Duty 59 67 71 

Personal tax 23 19 15 

Company tax 17 13 13 

Hotel tax 1 0 1 

Total taxes 100 100 100 

 



 
 
 
Annex B Kiribati Country Report 

 51 

These proportions can be expected 
to increase further should the 
“windfall” revenues (such as 
fishing licenses) decrease 
significantly in any one year.56   
 
With there being very little 
domestic manufacturing or 
agriculture, the taxes on imports are 
an extremely efficient method of 
revenue collection.    It is therefore 
quite important that the Kiribati 
Government maintain the stability and buoyancy of import duty revenues, and whatever 
excise taxes these duties are converted to (see below). 
 
Import Duty Revenues 

 
For Kiribati, import 
duties are solely used as 
revenue generators for 
government since 
domestic manufacturing 
is virtually non-existent 
and import duties are not 
therefore required to 
fulfill any protectionist 
role.  Table B.4 indicates 
that the average percentage of duty collected appears to have risen from 17.8% in 2002 
to 20.3% in 2003. 57  However, this may be the result of relatively larger volumes of 
imports from donor sources, entering in the duty-free category in 2002, or other duty-
exempt categories such as government purchases. 
 
Thus, if the average rates 
of duty are calculated 
only on the non-zero duty 
categories, the average 
duty remains largely 
unchanged at about 29%.  
Percentage duty on items 
without special 
exemption, suggests an 
average duty rate (on cif) 
to be around 14.6%. 
 

Table B.5 indicates that 
some 23% of the duty free goods are for government, 8% each for aid funded projects 
and diplomatic and consular missions and 3% due to directions by the Minister.   

______________________________________________________________________ 
56 Since the fishing license revenues depend on fish catches in the Kiribati EEZ, declines in catch, for 
instance due to the El Nino/La Nina phenomenon, could significantly reduce Government revenue. 
57 All 2003 data refers to the period 1/1/2003 to 13/9/2003. 

Table B.3 Components of 
Total Govt. Revenues (excluding grants) 

 2001 2002 2003 

 Actual Rev.Est. Budget* 

Import Duty 17 21 25 

Income tax 11 10 10 

Fishing licenses 54 52 50 

Others 18 17 15 

Total 100 100 100 

 
 

Table B.4  Import Value (fob) and Import Duty Collected 

 2002 2003 

Value of imports (fob) (A$000) 84619 52073 

Duty collected (A$000) 15081 10559 

Percentage duty (fob) 17.8 20.3 

Percentage duty (cif) (est.) 11.9 13.5 

Perc. duty on non-exempt (cif) (est) 14.6  
Source: Calculated from Customs data. 

 

Table B.5 Concession type for zero duty items  
(A$000 and %) (2002) 

Concession-type 
Value fob 
(A$000) Perc 

No concession code 18224 53 

Goods for the Government 7766 23 

Aid Funded Projects 2825 8 

Diplomatic and Consular Missions 2683 8 

As Directed by the Minister 952 3 

Total 34114 100 
Source: calculated from Customs data. 
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Adjusting for these duty-free categories, would tend to increase the effective average 
rate of duty on all dutiable imports.   It may also be noted that were there to be no 
import duty exemptions, the Kiribati Government could increase its current import 
duties by some 23%.  This increase in revenue could compensate the impact of 
reduction in duties being recommended below. 
 
Recording import values fob rather than cif 

 
For purposes of country comparisons, it should be noted that the import values recorded 
by the Kiribati customs database are fob values, not the usual cif values.  Hence the 
rates of duty calculated below are calculated on fob import values, while for most other 
PACPs the rates are calculated on cif values.  The comparable values for Kiribati would 
therefore be lower in aggregate, and for those items where unit freight costs and 
insurance costs are relatively high (and hence the difference between fob and cif 
higher), the actual rate of import duty may be significantly lower.   
 
For instance, if in aggregate cif values for Kiribati are assumed to be 50% higher than 
fob values,58 then the average rate of duty becomes some 33% lower:  reducing to 12% 
for 2002 and 13.5% for 2003. 
 
Trade negotiations inevitably focus on reducing import duty rates where they are 
considered to be high.  Since recording import values on an fob basis artificially 
increases the apparent import duty rates, it would be strategically wise if  Kiribati were 
to convert from recording fob values to cif values.  The exercise could politically be 
presented as revenue neutral, and therefore Government could also gain politically by 
publicising the lowering of the nominal duty rates on the higher cif values.59 
 

Impact of PICTA, PACER and EPAs 
 
Table B.6 gives the most current data on the countries of origin of imports (by fob 
value) and the duties collected.  Australia is by far the most important source of the 
imports with 45% in 2003.  Interestingly, Fiji is indicated as the second most important 
source in 2003, with 23% of the import value, up from 18% in 2002. 60  
 
What is clear, however, is that while Australia and NZ combined are  indicated to 
originate some 50% and 56% of the import value in 2002 and 2003 respectively, they 
are the source of some 70% of the actual duty collected- much higher than is indicated 
by their share of the import values.   The impact of PACER on the import duty 
revenues of the Kiribati Government, is potentially much larger than indicated by the 
ANZ share of trade by value (and more so if goods nominally shown to be originating 
in PICTA countries are actually also sourced originally from ANZ). 
 

______________________________________________________________________ 
58 Kiribati cif:fob ratios (here assumed at 1.5) are probably higher than that for Niue (calculated to be 
1.3) whose import sources are closer than for Kiribati. 
59 On the other hand, Government could convert to using cif values, leaving duty rates unchanged, and 
collecting higher revenues.  Or there could be some combination of both. 
60 These percentages are not strictly comparable with those of other countries since they refer here to fob 
values.  For those country sources where the cif values are relatively higher than the aggregate ratios e.g. 
for vehicle imports) than the actual rates of import duty (on a cif basis) will be considerably lower. 
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Conversely, the share of Fiji (and Japan) in the duty collected is significantly lower 
than is indicated by their share of trade by value.  In turn, the impact of PICTA on the 
government’s duty revenues will also be correspondingly lower. 
 
In reality, if the PICTA 
ROO are strictly enforced, 
the loss of duty due to 
PICTA duty reductions will 
be lower still, Fiji’s shares 
(both of the import values 
and duties collected) are 
more apparent than real, as 
much of the imports 
indicated by the Customs 
records to be from Fiji 
originate in other countries 
(mostly Australia, NZ and 
Japan). 
 
Given that Kiribati’s imports from PICTA partners is the largest proportion indicated 
for regional PICTA trade (from  Fiji),  it is important to quantify the extent to which 
this proportion would qualify as  genuine PICTA trade, under its ROO. 
 
Table B.7 identifies the Kiribati imports from Fiji (for a full year ending 13 September 
2003) and their likelihood of satisfying the minimum 40% value added requirement of 
the PICTA ROO.61   
 
The surprising result is that some 84% of the Kiribati imports from Fiji would 
definitely not qualify; some 13% might qualify, depending on the proportion of value 
added contributed in Fiji, and a only a mere 3% would definitely qualify as a genuine 
Fiji export.  Thus, if a very generous interpretation of the “Uncertain” proportion is 
taken (say, roughly a half as qualifying- 6.5%)62  then a mere 10% of Kiribati’s imports 
from Fiji would qualify as PICTA trade and thus be susceptible to the duty reductions 
required under PICTA. 63   
 
Thus only 10% of the 23% of the total Kiribati imports (and 13% of the total Kiribati 
import duty collected) supposedly originating in Fiji would qualify under PICTA ROO- 
this calculates to a mere 2.3% of total imports and a mere 1.3% of the total duty 
collected.  The bulk of the reallocations of the imports from Fiji would probably be to 
Australia and Japan. 
 

______________________________________________________________________ 
61 “No” represents items clearly trans-shipped in Fiji, “Yes” represents items actually produced in Fiji 
from Fiji raw materials, “Uncertain” represents those items made from imported inputs, but unclear 
whether the local value added proportion would be equal to or greater than 40% of the final fob value of 
the item. 
62 Te PICTA ROO are extremely restrictive and it is doubtful if even a half of the “Uncertain” proportion 
would qualify. 
63 The imports are for a full year ending 13 September 2003. 

Table B.6  Origins of Import Values and Duty (% ) 

 % of Values (%) % of Duties 

 2002 2003 2002 2003 

ANZ 50 56 70 69 

   Australia 44 45 67 63 

   NZ 6 12 3 5 

EU 1 2 0 0 

Fiji (PICTA) 18 23 12 13 

Japan 16 8 4 5 

Others 14 11 14 13 

All 100 100 100 100 

Source: calculated from Customs data. 
 



 
 
 
Annex B Kiribati Country Report 

 54 

The impact of PICTA on Kiribati’s import duty revenues, given current patterns of 
imports, are therefore likely to be negligible. Import duty revenues will decrease only 
to the extent of trade diversion from ANZ to PICTA countries.   
 
The long term primary 
vulnerability of Kiribati’s 
import duty revenues is 
therefore to the revenues 
generated from imports 
from Australia and NZ- 
potentially triggered by 
PACER.  
 
Given that the bulk of 
Fiji’s (and PNG’s) 
exports to the other 
PACPs are likely to be of 
a similar composition, 
similar proportions 
probably apply to the 
imports of the other countries, and similar conclusions may be stated for other 
countries. 
 

Structure of Import Duties and Likely Impact of Duty Reduction 

 
 
Kiribati has a generally higher profile of 
import duties than other countries.  Table 
B.8 gives the distribution of import 
values by duty band.  The data indicates 
that the percentage in the duty free 
category seems to have declined from 
39% in 2002 to 32% in 2003.  This may 
be more apparent than real- probably the 
result of changes in aid programmes. 
 
The last row indicates however, that 
some 81% of all imports by value, are in 
duty bands equal to or less than 30% (and 
probably much higher, had the duty rates 
been calculated on cif values). 

Table B.7   Kiribati’s duty revenues from imports from Fiji 
 vulnerable to PICTA 

Percentage  of Imports Qualifying under ROO Perc. 

             No 84 

             Uncertain 13 

            Yes 3.3 

All items 100 

Impact on Kiribati Import Duty Revenues 

Perc. Kiribati’s imports sourced from Fiji 23 

Perc.likely to satisfy PICTA ROO1 2.3 

Perc. of  Total Import Duties vulnerable to PICTA  1.3 
Source: calculated by consultant 

 

Table B.8  Distribution of import values (cif) 
by duty bands 

Duty Bands1 2002 2003 

Duty = 0 39 32 

0<duty<=10 25 27 

0<duty<=20 7 7 

20<duty<=30 12 16 

30 < duty <= 40 7 7 

40 < duty <= 80 7 8 

duty > 80 3 4 

All items  100 100 

Cumulative values with 

 duty < =10% 64 58 

duty < =20% 71 65 

duty < =30% 83 81 
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Table  B.9 indicates the extent to which Kiribati’s import duty revenues are vulnerable 
to the reduction of duty rates.  The bulk of its 
duty revenues are collected at the higher duty 
rates.  Some 65% of Kiribati’s import duty 
revenues are collected at rates above 30% rates.  
Put alternatively, were duty rates to be brought 
down to 30% across the board, Kiribati would 
lose 65% of all import duty revenue.  This 
would be currently unmanageable. 
 
However, the last three lines of Table B.9 
suggest another approach which could be 
productive.  Were the higher duty rates left 
unchanged, but duty rates at the lower levels 
(below or = 30%) totally removed, then Kiribati 
would stand to lose 35% of its current import 
duty revenue.    
 
From Table B.8, this would imply that some 
81% of all its imports by value, would be coming in totally duty free.  And with SAT 
suitably defined, such changes in duty rate would enable the EPA to be WTO 
compatible, while largely protecting the bulk of Kiribati’s import duty revenue. 
 
Kiribati’s bargaining power may however be significantly strengthened with minor 
fiscal changes. 
 
Strategies for dealing with import duty reduction: conversion to excise taxes 

 
An initial first step for Kiribati must be to convert key import duties to excise duties, 
increased to appropriate levels, if possible.  
Candidates for conversion to excises 
include the “sin goods” (alcohol and 
tobacco products), goods detrimental to 
public health (eg sugar), luxury goods 
(non-public transport vehicles), and fuel.   
 
Converting these import duties to excises, 
would immediately protect some 47 
percent of all import duty.64  With the 
import duties on these five sets of items set 
to zero, the distribution of import values, 
and duties raised in the various Duty 
Bands, will change significantly (Table 
B.10). 
 
Post-conversion of the five sets of items to 
excise duties there would now be 59% of 
import values in the zero duty category, 

______________________________________________________________________ 
64 The calculations in this section have been conducted on import data for the full year to 13/8/2003. 

Table B.9 Distribution of Duty 
Revenues by duty bands 

Duty Band 2002 2003 

A = 0 0 0 

0<duty<=10 7 7 

10<duty<=20 7 6 

20<duty<=30 20 21 

30 < duty <= 40 14 14 

40 < duty <= 80 25 26 

duty > 80 27 26 

All bands 100 100 

Cumulative duties collected 

with duty <=10% 7 7 

with duty <=20% 14 13 

with duty <=30% 34 35 

 

Table B.10 Post-conversion distribution 
of import values and duties collected 

Duty Band 

Perc. of 
Import  
Values 

Perc. of 
Duty 

Revenue 

Duty = 0 59 0 

0   < duty <=10 15 5 

10 < duty <=20 6 5 

20 < duty <=30 11 15 

30 < duty <= 40 3 6 

40 < duty <= 80 7 21 

Duty > 80 0 0 

All Bands 100 53 

Cumulative 

< =10% 74 5 

< =20% 80 10 

< =30% 90 26 
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80% in the less than or equal to 20% import duty category, and 90% in the Duty Bands 
equal to or less than 30%.    
 
The above table also indicates that if all duties equal to or less than 20% were then 
reduced to zero, then this would ensure that at least 80 of all import values would be 
coming in duty-free, and the percentage cost to the Kiribati Government (in terms of 
the current annual import duty revenue) would be a mere 10%.  Were the definition of 
SAT to require that at least 90% of all imports be admitted duty-free, then this would 
not put at risk a mere 26% of all current import duty revenue 
 
If the strategy followed were for Kiribati to then steadily reduce import duties to 
ceilings of 30%, 20% and 1%, then the percentage of the current annual import duties 
that would be put to risk would be as indicated in Chapter 4. 
 
While the above measures would be in lines with what is being envisaged regionally, 
Kiribati might wish to consider a far more drastic change to their import duty structure, 
which could significantly also reduce administrative burdens, while strengthening it 
hand vis a vis the EPAs. 
 
Possible increases in excises 

 
The Kiribati Government may wish to give thought to increasing some of the 
import/excise duties being discussed here- for health reasons and equity reasons, as 
well as for maintaining revenue while preparing for the EPAs. 
 
Table B.12 gives the current annual import values65, import duties and current effective 
duty percentage for the five major sets of items arbitrarily selected here.66  Some of the 
items selected are of the “sin good” nature, some are thought to have a damaging 
consequence on the diets and health of the I-Kiribati, and some are of a “luxury goods” 
nature.  Fuel is an item of consumption which virtually affects all I-Kiribati equally, 
and may be thought to distribute the burden of taxation fairly uniformly through 
society. 
 

 

______________________________________________________________________ 
65 For the full year to 13/8/2003. 
66 The Kiribati authorities may wish to experiment with other selections. 

Table B.12 Impact of possible upwards revision of excise duties (2003) 

 

Import 
Values 
A$000 

Import 
Duties 
A$000 

Current 
Perc. 
Duty 

Possible 
Revised 

Perc. 

Revised 
Duties 
A$000 

1. Alcoholic products 2218 2147 97 120 2662 

2. Tobacco products 4636 2592 561 120 5563 

3.  Sugar 2133 835 39 120 2559 

4. Vehicles 2521 662 26 50 1261 

5. Fuels 11594 780 7 30 3478 

All Other imports 51776 7871 15 0 0 

Total 74878 14886 20  15523 
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The most recent and comprehensive study of Kiribati by the Asian Development Bank 
(2002: pp 142-143) outlines worrying trends in diseases associated with diet and 
lifestyle, such as diabetes and hypertension.  A substantial portion of these health 
problems are associated with the consumption of sin goods (tobacco and alcohol) and 
imported processed foods.  Fiscal policy via appropriate taxes may be part of an 
appropriate response by government. 
 
The ADB study points out (2002: p 142) that with tobacco smoked in more than 80 
percent of the households, cancer is a serious and increasing problem.  The conversion 
of import duties on tobacco products to excise duties should be accompanied by 
ensuring that tobacco is charged the same duty as cigarettes, and the overall level of 
taxation is increased in order to reduce consumption. 
 
Abuse of alcohol consumption is leading to increasing levels of motor vehicle accidents  
and domestic violence.  Special concerns are being expressed by the Ministry of Health 
about underage drinkers and overseas seafarers, the latter usually enjoying large cash 
earnings.67  Opportunity should be taken to raise the taxes on beer so as to discourage 
its consumption.  Simultaneously, Government may wish to impose a special 
environment levy on beer cans (say 10 cents per can) which is refundable on delivery to 
a central collection point. 
 
Many I-Kiribati (adults and children) are now suffering from diet-related conditions, 
such as obesity, diabetes and heart disease.  The diets of the I-Kiribati have seriously 
worsened because their more nutritional traditional foods have been replaced by 
imported foods such as rice, white flour, fatty meat, and sugar.   The children are 
especially susceptible to snack foods which have little to no nutritional value.68 
 
Part of the explanation of the changes in consumption habits is the lack of adequate 
supply of the traditional foods, especially on South Tarawa- where there is not only 
serious over-population, but also a scarcity of land, poor quality soil, and inadequate 
rain-fall.   Given that the Kiribati agricultural system would not be able to produce 
alternatives to rice and flour, increasing taxes on these two basic items would merely 
increase the cost of living and hurt the poor, with no other benefit except increasing 
government revenues.  The imported foods (such as rice, flour, noodles) are usually not 
only more convenient (in terms of preparation time and methods of preparation) but 
cheaper than the traditional local substitutes. 
 
It may be useful therefore, for the Ministry of Finance to consult with the Ministry of 
Health to identify products on which heavier taxation may result in lowered 
consumption and reduced health problems for the society, lower leakage of foreign 
exchange and an improvement of the fiscal position of the Kiribati Government.   Sugar 
may be an item on which an excise might well lead to reduced usage (in derived 
products such as flavoured sugary cordials) and lower risks of diabetes. 
 

______________________________________________________________________ 
67 One indication of the excessive consumption of alcohol seems to be the large amount of beer can litter 
on Tarawa. 
68 The ADB Report (2002) does not refer to this problem, which is endemic throughout the Pacific 
Islands. 
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Table B.12 gives a possible selection of items and revised excise duties, set somewhat 
on the higher side.  The resulting annual duty revenue from just these five sets of 
import items amounts to around $15.5 millions, slightly more than what is currently 
being raised on an annual basis.69    
 
It should be noted that import duties on all items will have been reduced to zero, and 
the entire equivalent of the current level of import duties could be raised by the excises 
on these five sets of items alone.   This should considerably simplify administrative 
difficulties for customs officers, and by allowing them to focus on only five major sets 
of items with simple audit trails, also allow reduction of import duty evasion through 
manipulations of duty structures and classifications. 
 
Kiribati would then be in the enviable position of reducing import duties to zero on its 
entire range of imports- a fait accompli as far as the negotiation of EPAs and NTAs are 
concerned.  The remaining excise revenues would be WTO-compatible and would be 
untouched by any duty reductions required by PICTA, PACER or any EPAs negotiated 
with the EU. 
 
If the Kiribati Government were to also consider establishing a moderate VAT (which 
is also recommended below) applicable to all items of import without exception, then 
the excise duty on fuel may well be removed completely, with the Government still 
coming out ahead. 
 
Introduction of a VAT 

 
Of course, maintaining a high level of excise duties (which are really import duties by 
another name) on just a few items creates a distortion in the domestic economy, vis a 
vis all other imports and products. 
 
Kiribati may wish to consider converting the current import duties on the five sets of 
items to excises in the manner suggested above (as a revenue neutral exercise for each 
item), and then applying a moderate rate of VAT (say 10%) to all items,  accompanied 
by removal of all remaining import duties.  
 
While the 2002 imports (fob) amounted to some $87 millions, the 2003 level may be 
somewhat lower (at around $75 millions).70  The cif value of this may roughly be 
estimated to be around $97 million.  If the excises being recommended here were to be 
added and a VAT of 10% applied,  in excess of $12 millions may be raised at import 
point alone.  The internal VAT (with a moderately high threshold to eliminate the bulk 
of small traders from the net) may be expected to add another two to three millions.  
The bulk of the VAT would continue to be collected at customs point (as is the case in 
Samoa and Vanuatu). 
 
The excise duties on the five items above (third column, Table B.12) and this moderate 
VAT could result in an aggregate change in government revenue in excess of $27 
millions annually- far more than the current total import duty raised annually. 
 

______________________________________________________________________ 
69 These estimated revenues would need to be adjusted for elasticity of demand, associated with the 
resultant price increases.  
70 Estimated by the consultant by comparing the 2003 values with the comparable period for 2003. 
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If the overall impact of fiscal changes were desired to be revenue neutral for the 
Kiribati Government, such an increase could allow a number of reductions in taxes in 
other parts of the system.   To restore some degree of vertical equity, there could be an 
increase in tax threshold for the personal tax system and a reduction of the marginal 
rates at the lower income levels. 
 
Government may wish to strengthen the staffing, training, computerisation and auditing 
at Customs, to ensure efficiency in revenue collection. 
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Annex C Country Report for The Republic of the Marshall Islands 
 
The total revenues of the Government of RMI for 2002 are given in Table C.1.    Much 
of the funds, however,  are not within the direct control of the Government, being 
earmarked for a variety of public purposes. 

 
The major source of external funding (Compact payments from the US) has  recently 
been under negotiation, and a new Compact has been agreed upon between the 
Governments of RMI and US.71   The basic financial transfers are as given in Table 
C.2. Essentially, the 
Annual Grant decreases 
by $0.5 millions annually 
while the annual 
contribution to the Trust 
Fund rises by the same 
amount.  The 
“contribution” for the 
“Kwajalein Impact” stays 
at $15 million until 2014, 
when it rises to $18 million thereafter.  In aggregate, the Government receives $57.7 
millions for the first decade, and $62.7 millions for the second decade. 
 
There has been political opposition to the new Compact, arguing that the payments for 
the Land Use Agreement (for the use of Kwajalein) is inadequate72 and that the length 
of the Compact Agreement (eighty years) was too long.73 
 
The view of the Government is that the new Compact will be financially better for the 
RMI:  the grant funding is significantly higher than the current $19 millions; rental 
payments to Kwajalein landowners are better than the current $11.3 millions, 

______________________________________________________________________ 
71 Compact of Free Association As Amended.  Compact Negotiation Office, Ministry of Foreign Affairs. 
April 30, 2003. 
72 Those who oppose the Compact are reported to want $19.1 millions in rent from the year 2004. The 
Marshall Islands Journal, 8 August 2003. 
73 The Marshall Islands Journal, 8 August 2003, p.7. 

Table C.1 Revenues of the Marshalls Government (all types) (US$000) 

 General  Special Capital  Expendable Total 

 Fund Revenue Projects Trusts Prim. Gov.  

Compact funding 6714 6696 19301 15618 48328 

Taxes 20094    20094 

Contributions    14400 14400 

Federal Grants  8491   8491 

Fishing rights 3313    3313 

Interest & divid. 397  21 1714 2132 

Fees & charges 455 1112   1566 

Others 4389 8642 34 -3514 9553 

Total revenues 35362 24941 19356 28218 107877 
Source: Source: Independent Auditors' Report for year ended 30 September 2002. 

 

Table C.2  Finances Amended Compact (US$000) 

 2004 2013 2014 2023 

Annual Grants (sec.211) 35.2 30.7 32.2 27.7 

Audit grants (sec.213(b) 0.5 0.5 0.5 0.5 

Trust Fund (sec.216) 7.0 11.5 12.0 16.5 

Kwajalein Impact (sec.212) 15.0 15.0 18.0 18.0 

Total 57.7 57.7 62.7 62.7 
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Kwajalein development funds would rise from $1.9 millions to $5.2 millions; a 
valuable Trust Fund would be established; while there would be improvements to 
federal health, education and other programs. 
 
While there may be political disagreement about the adequacy of the Compact 
payments, the clear increases in available funds definitely takes some financial pressure 
off the Government of RMI.   To that extent, the tariff reductions that may be called for 
by any EPA, should be more manageable in the coming years.  Naturally, any revenues 
that the Government of RMI is able to protect through the measures recommended 
below, may be available to boost the increments to the Trust Fund, thereby making the 
Government less dependent on the Compact funding. 
 
Table C.3 gives a 
breakdown of the General 
Fund of the Government. 

74  Import Duty revenues 
are around a fifth of all 
Government Revenue and 
therefore significant. 
 
Since there is virtually no 
domestic manufacturing 
for domestic markets, the 
import duties completely 
perform the role of being 
one of the revenue 
generators for 
Government. 
 
Import duties 

 
The Marshall Islands 
Customs Department maintains a rudimentary customs database, which unfortunately 
lacks rigour and accuracy.  Imports are not classified by any code and while the line 
items are described reasonably well for the last year or so, many items of widely 
differing tariff rates are often aggregated into one line item.     
 
The situation is compounded by the existence of many different kinds of exemptions. It 
is therefore virtually impossible to calculate accurate rates of import duty, as may be 
done elsewhere for other PACPs.75 
 
Table C.4 summarises the overall imports (cif values), with the dutiable and non-
dutiable76 components.   Concessions now cover about 26 percent of all imports and are 
a significant source of loss of revenue.  It would seem logical that one avenue for 
maintaining FIMI revenues from import duties may be to reduce the number and extent 
of concessions which are currently allowed.  
 

______________________________________________________________________ 
74 The figures refer to the year ended 30 September. 
75 A number of line items had the data for values and duties reversed.  The obvious errors were corrected. 
76 The non-dutiable items are categorised on the database as “Type 1” or “Type TE”. 

Table C.3  Dist. of General Fund of the Government of RMI 

 2001 2002 2003 

General Fund Actual Actual Budg. 

 US$000 

Import Duties & Fuel tax 4422 6425 6682 

Income taxes 12201 13042 15267 

Other incomes 4964 4326 4685 

Grants 6430 9714 9360 

ADB Loan 500 500 2300 

Total 28517 34007 38294 

 Percentages 

Import Duties & Fuel tax 16 19 17 

Income taxes 43 38 40 

Other incomes 17 13 12 

Grants 23 29 24 

ADB Loan 2 1 6 

Total 100 100 100 
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It may be noted that 
while the aggregate 
import duty is around 9 
percent of the cif value of 
imports, the actual duty 
on the dutiable imports 
runs at a reasonably small 
12.1 percent.    These are 
relatively low, by PACP 
standards. 
 
 
 
Impact of PICTA, PACER and Compact 

 
As would be expected, the 
bulk of the imports of RMI 
are sourced in United States 
(52%) and Guam (9%) 
(Table C.5).   The duties 
vulnerable are higher for 
Guam (at 19%).  Australia 
and NZ, while contributing 
some 20% of import value, 
only contribute 8% of the 
duty revenue.  Fiji (the 
largest PICTA supplier) 
contributes a mere 0.2% of 
both import value and 
duty.77   Clearly, the impact of PICTA will be negligible, and that of PACER itself may 
be even smaller.    
 
The flow-on effect on imports from US may however be significant.  Section 244 (a) of 
the new Compact of Free Association, As Amended78 states that all US products 
imported into RMI “shall receive treatment no less favorable than that accorded like 
products of any foreign country with respect to customs duties or charges of a similar 
nature and with respect to laws and regulations relating to importation, exportation, 
taxation, sale, distribution, storage or use”.79  Subsection (b) ensures that the above 
requirement would not apply to advantages conferred by RMI to the PICTA 
signatories. 
 
However, subsection (c) provides that “prior to entering into consultations on, or 
concluding a free trade agreement” with other non-PICTA governments, the RMI “shall 
consult with the United States regarding whether or how subsection (a) of section 244 
shall be applied”.  This therefore provides US with the safeguard that should PACER 
be triggered, then it would probably seek comparable treatment from RMI.  In all 
likelihood, this would suggest that duties currently received on imports from Australia, 

______________________________________________________________________ 
77 The data covers the full year to 13 August 2003. 
78 Compact Negotiation Office, Ministry of Foreign Affairs.  April 30, 2003. 
79 Compact (2003), pp.27 and 28. 

Table C.4  Summary data: Dutiable and non-dutiable imports 

 2002 20031 

Values imported cif (US$000) 58606 36937 

  Percentage in category 

Non-dutiable 26 26 

Dutiable 74 74 

All 100 100 

  Percentage duty charged 

Dutiable only 12.2 12.1 

In aggregate 9.1 9.0 

 

Table C.5   Origin of Imports: values and duties 

(US$000 and %) (2003) 

Country of origin US$000 Percentages 

 Values Duties Values Duties 

United States 31989 2949 51.5 52.4 

Guam 5273 1071 8.5 19.0 

Australia 10601 412 17.1 7.3 

New Zealand 1122 49 1.8 0.9 

Fiji 149 10 0.2 0.2 

Others 12962 1138 21 20 

Grand Total 62096 5627 100 100 
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NZ and US would decline 
simultaneously, if they were to do so as a 
result of any EPA with the EU. 
 
Impact of tariff reductions 
 
The import data disaggregated by import 
duty bands indicates the general low level 
of import duties currently prevailing 
(Table C.6).   Thus in 2003, some 80 
percent of all imports came in at less than 
10% duty, while 91% came in at 20% or 
less.  
 
Table C.7 gives an indication of the 
extent to which the import duty revenues 
are at risk.  In order to satisfy a generous 
interpretation of SAT (80% of import 
values) some 36% of total duty revenue (in Duty Bands equal to or less than 10%) 
would need to be sacrificed.    If the SAT was defined higher (at 90%), then some 51% 
of duty revenues would need to be sacrificed.   This would be difficult to manage given 
the current structure. 
 
On the other hand, the data indicates that 
some 45% of the import duty is being 
collected from a mere 8 percent of the 
imports by value in the Duty Bands above 
30%.   Thus, if the alternative approach 
were taken- to reduce all duties to 30%, 
some 45% of duty revenues would need to 
be sacrificed- which would be significant 
in the context of the General Fund.  It may 
therefore be useful to investigate if the 
higher import duties can be insulated from 
any possible duty reductions required by 
the EPAs or other trading arrangements. 
 

Conversion to Excise Taxes 

 
There are  many desirable features to the 
current pattern of low import duties established by the Government.   Some of these 
low duty items (basic food items) are essential items of consumption whose prices need 
to be kept low, so as to maintain the standards of living of the Marshallese people.  
Some low duty items are important to encourage economic growth (fuel, building 
supplies, educational materials, computers, fishing equipment) and some to ensure that 
infrastructure and equipment are maintained to optimum levels and not run down 
because of high costs of repair (vehicle parts, parts in general, equipment etc). 
 
 

Table C.6 Perc. of import value in duty bands 

Duty Bands 2002 2003 

duty = 0 26 27 

0% < duty <= 10% 56 53 

10% < duty <= 20% 7 11 

20% < duty <= 30% 3 1 

30% < duty <= 40% 2 3 

40% < duty <= 80% 5 5 

duty > 80% 0 0 

All items 100 100 

Cumulative 

In Duty Bands < =10% 82 80 

In Duty Bands < =20% 89 91 

In Duty Bands < =30% 93 92 

 

Table C.7  Import Duties collected 
(by Duty Bands) 

Duty Bands 2002 2003 

0 0 0 

0% < duty <= 10% 41 36 

10% < duty <= 20% 11 15 

20% < duty <= 30% 8 3 

30% < duty <= 40% 8 10 

40% < duty <= 80% 28 30 

duty > 80% 4 5 

All items 100 100 

In Duty Bands < =10% 41 36 

In Duty Bands < =20% 52 51 

In Duty Bands < =30% 60 55 
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Table C.8 therefore gives 
a number of key items, 
most of whom currently 
have the highest import 
duty rates applicable.   
The third column 
indicates that these six 
items raise some $3.3 
millions in duty out of an 
annual estimate of $5.6 
millions.  Conversion of 
these import duties to 
excise duties would 
therefore immediately 
protect some 59% of 
current total duty 
revenues. 
 
Revised import value and duty distribution: revenue neutral exercise 
 
Should Government merely convert the existing import duties on these six sets of items 
to excises (and thereby raising the same revenues from them) while setting the import 
duties on them to zero, then the resulting distribution is given by the following table 
(Table C.9).  Basically, some 98% of all the import values would then be in Duty Band 
10% or less and a 100% in duties less than 30%.  Were these import duties to be all 
reduced to zero, some 39 percent of the current annual Duty revenue would be at risk-a 
mere $2.2 millions.  
 
This shortfall may be easily covered 
by the increases in excise duty rates 
suggested below.  Alternatively, if a 
VAT system were to be implemented 
(with a moderate 10% rate), then the 
import VAT alone would be able to 
raise some $6.3 millions, with 
perhaps another million or so raised 
internally.80 
 
Alternatively, it may be noted that 
post-conversion of the key import 
duties to excises, a mere 5% of 
current annual total duty collected 
would remain in Duty Bands more 
than 10%.  The RMI may therefore 
wish to pursue the alternative 
strategy of offering to reduce all 
import duties to 10%- with minor revenue losses. 

______________________________________________________________________ 
80 The 10% VAT would apply to import value (some $62 millions) plus the excise duties charged (some 
$3.3 millions)- a possible revenue of $6.5 millions from imports alone. 

Table C.8 Key excisable items: values and duties 
(US$000 and %) 

 

Import 
Values 
$000 

Import 
Duty 
$000 

Duty 
Rate 
% 

Alcoholic drinks 2214 896 40 

Cigarettes etc 1047 648 62 

Soft drinks 1837 647 35 

Sugar 362 18 5 

Vehicle 3439 531 15 

Fuels 4378 567 13 

     Sub Total 13277 3307  

Grand total 62096 5627  

Perc. of Duties Protected   59%  

 

Table C.8  Post conversion distribution of 
values and duties 

Duty Band 
Perc. 

Values 
Perc. 

Duties 
Perc. of 
old duty 

Duty = 0 45 0 - 

0   < duty <=10 53 89 37 

10 < duty <=20 1 4 2 

20 < duty <=30 0 3 1 

30 < duty <= 40 0 0 0 

40 < duty <= 80 0 4 2 

Duty > 80 0 0 0 

All Bands 100 100 41 

Cumulative percentages of Imports and Duties 

with duty < =10% 98  37 

with duty < =20% 99  38 

with duty < =30% 100  39 
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Possible upward revision of excise duties 
 
Five of the six items selected for conversion to excises, may also be considered for 
increases in duty compared to the current rates. 
For example, the import taxes on the “sin goods” (alcohol and tobacco) may be raised 
to regionally consistent levels, and justified on health grounds.   The taxes on sugar 
(and other sweets and junk foods) may be justified on the grounds of the serious non-
communicable and lifestyle diseases that are currently on the rise in the RMI- diabetes, 
coronary diseases, etc 
hypertension.81    
 
Taxes on vehicles may 
be justified on the 
grounds of restoring 
some equity in the tax 
system, by more heavily 
taxing the items which 
are more likely to be 
consumed by the upper 
income brackets. 
 
Were the Government to 
increase the duty rates to 
those suggested in 
column 3 of Table C.982, this would have the effect of raising 120% of the current total 
duty revenues.   Government would in fact be in a position to completely remove 
import duties on all other imports. 83 

 

Other proposals: the Montejo Report 
 
It needs to be kept in mind that the overall taxation system in the RMI also has 
components which are in the control of the local governments of Majuro and 
Kwajalein.  Any major reform of the fiscal system must therefore try to rationalise  the 
national system with the local systems. 
 
An independent exercise conducted by the Asian Development Bank (Montejo: June 
2002) has recommended the establishment of a sales tax (of 10%) on importers and 
manufacturers, as a substitute for the Gross Revenue Tax.  The tax was recommended 
to be imposed on import value (cif) and the gross selling price of domestic goods, with 
credit being given for taxes paid on inputs and purchases for business use. 
 
This tax was envisaged as being administered by the National Government alone, and 
would also substitute for the sales taxes and import duties administered by the local 
governments of Majuro and Kwajalein- although the latter would be given a share of 
the national tax receipts.  Currently, the Majuro Local government raises some $2.3 

______________________________________________________________________ 
81 Marshall Islands:  Economic Report and Statement of Development Strategies. ADB. 2001. p13. 
82 Government may wish to examine other rates, depending on assessment of political feasibility.  The 
zero rate for fuel (especially for fisheries) is suggested as an incentive to economic growth.  A positive 
rate would of course result in additional revenues. 
83 The estimates of current annual import values and duties are for the full year ended 13 August 2003. 

Table C.9  Impact of raising duties on key excisable items 
(US$000 and %) 

 

Current 
Duty 
Rate 

Possible 
Duty 
Rate 

Possible 
Duty 

Collection 

Alcoholic drinks 40 120 2657 

Cigarettes etc 62 120 1257 

Soft drinks 35 50 918 

Sugar 5 50 181 

Vehicle 15 50 1720 

Fuels 13 0  

     Sub Total   6732 

Perc.of duty protected    120% 
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millions (from a general sales tax, and sales taxes on alcoholic products, cigarettes and 
gasoline) while the Kwajalein Local Government raises just under one million on 
similar taxes.84 
 
While Montejo recognised that the VAT was the ideal tax for the RMI to replace the 
GRT, the existing weaknesses in the tax administration bureaucracy, suggested that the 
simpler Sales Tax would be easier to implement at this stage of the RMI’s 
development. 
 
The Report also made strong recommendations for an intensive revamp of the tax 
administration offices and their staffing, with extensive training to be provided on tax 
administration and basic accounting practices. 
 

______________________________________________________________________ 
84 Montejo (2002), Table 2, p.14. 
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Annex D Country Report: Niue 
 
Niue is an extremely isolated island of some 100 square miles, with the nearest 
neighbour being Tonga some 480 kilomet ers to the west.  It faces one of the more 
unusual situations in its EPA negotiations  with the EU.    It is a self-governing state in 
free association with NZ, with every Niuean citizen being guaranteed NZ citizenship, 
and hence with complete freedom to travel to and from NZ.  As such, Niue has virtually 
none of the problems of unemployment that the other PACPs face, although there is a 
severe lack of private sector employment opportunities on the island itself. 
 
While Section 5 of the Niuean Constitution states that  "Nothing in this Act or in the 
Constitution shall affect the status of any person as a .New Zealand citizen”, there are 
limitations to the rights of Niueans who choose to stay on Niue.85  Again, while Section 
7 states that "It shall be a continuing responsibility of the Government of New Zealand 
to provide necessary economic and administrative assistance to Niue." there are 
weaknesses in the existing structures and processes. 
 
While the 2002 estimate of Niue’s population was about 1706, the current population is 
estimated to be around 1500. Niue’s population had a peak of just over 5000 in 1971 
and has since been in decline, despite all efforts to reverse the flows.  The end result of 
the emigration of Niuens is that there are some 20,000 Niueans in NZ.  Some half of all 
houses on Niue are un-occupied. 
 
Current Fiscal situation 

 
Niue’s fiscal situation has gradually deteriorated over the last ten years, largely as a 
consequence of NZ bilateral aid being steadily reduced from around $6.8 millions in 
1994 to just under $4 millions in 2002- from around 47% a decade ago to just over 22% 
in 2002.  

 
While there have been occasional surpluses, the deficits have been periodic and 
increasing in magnitude- to an all-time extreme of minus 9.2 percent in 2002.  This 

______________________________________________________________________ 
85 See below for a discussion of issues which lead to incentives for Niueans to migrate to NZ. 

Table D.1 Annual budgetary position (NZ$000  and %) 

 
Year Revenue 

NZ 
Aid 

Total 
Reven. Expend. Surplus % Surplus 

Aid as 
% of Rev. 

1994 7673 6870 14542 14542 90 0.6 47.2 

1995 8239 6630 14869 14366 503 3.5 44.6 

1996 9309 16055 25364 25811 -447 -1.7 63.3 

1997 12557 7029 19585 19619 -33 -0.2 35.9 

1998 15595 6761 22356 20504 1852 9.0 30.2 

1999 12713 6461 19174 19844 -671 -3.4 33.7 

2000 13462 5765 19227 20427 -1200 -5.9 30.0 

2001 17351 3750 21101 20772 329 1.6 17.8 

2002 12939 3750 16689 18381 -1693 -9.2 22.5 

Source: Statistical Yearbook. 
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underlines the importance 
of the Niue Government 
maintaining the buoyancy 
of its internal revenues. 
 
Table D.2  gives the 
sources of Government 
revenues for 2002/03 
(actuals) and 2003/04 
(budgeted). 
 
Table D.3 underlines the 
importance of import 
duty, which is currently 
some 17 percent of all 
internally generated 
revenues of the Niue 
Government.  Income tax 
remains the largest 
component, although fees 
from off-shore banking 
provide almost a quarter 
of Government 
revenues.86 
 
 
Impact of PICTA, EPA and PACER 
 
The bulk of Niue’s imports (95 percent 
of value and 98 percent of duty) are 
from NZ (Table D.4) with negligible 
amounts from the EU, or any of the 
PICTA countries.   It is extremely 
unlikely, given the tight transportation links that Niue has with NZ, that there will be 
any diversion of trade to 
any other country. 
 
The overall aggregate 
rate of duty is not 
particularly high, at just 
under 15.7% of cif 
import value. 
 

 

 

 

______________________________________________________________________ 
86 These fees are also a bone of contention between Niue and the NZ Government, with the latter being 
concerned that the off-shore companies are domiciled in a country which uses NZ currency. 

Table D.2  Sources of Government Revenue (NZ$000) 

 2002/03 2003/04 

 Actual Budget 

Taxation 2700 2894 

Income tax 1549 1670 

Import duty 983 1029 

Company tax 96 110 

Departure Tax 71 85 

Other revenues 2861 3031 

Interest 106 50 

Fishing rights 240 315 

Funding from reserves 100 142 

Other Govt. receipts (inc. IBC fees) 2414 2524 

Sub-Total 5561 5924 

Capital funding (reserve) 102 150 

Total internal revenues 5663 6074 

NZ funding 4250 4250 

TOTAL FUNDING 9913 10324 
Source:  From data provided by Senior Accountant (Finance) 

 
Table D.3 Components of Internal Revenues (%) 

 2002/03 2003/04 

 Actual Budget 

Import duty 17 17 

Income tax 29 29 

Offshore banking IBC 26 25 

Other receipts 27 29 

All 100 100 

 

Table D.4  Origin: values and duties (NZ$000 and %) 

Country of origin 
Values 

NZ$000 
Duties 

NZ$000 
Values 

% 
Duties 

% 

New Zealand 5513 898 94.7 98.3 

Australia 8 1 0.1 0.1 

Japan 277 14 4.8 1.5 

Others 25 1 0.4 0.1 

Total 5823 914 100.0 100.0 

Duty as Perc.  15.7   
Source: calculated from raw data provided by Customs. 
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However, Table D.5 shows that very little of Niue’s imports come in duty-free (a mere 
6% in 2003). 87   Some 86 percent come 
in with duties equal to or less than 10%, 
raising 38% of the total duty.  The 
proportions rise to 89% (of the value) 
and 42% (of the duty) for imports 
coming in with duty rates equal to or 
less than 20%.  To remove the tariffs 
from these two categories of imports 
would entail a significant loss of Niue’s 
import revenues. 
 
Conversion to excise duties 

 
Table D.6 gives four sets of goods 
whose duties could be immediately 
converted to excises and the duties 
protected from tariff reductions.  At the 
current rates of duty, some 53% of all 
import duties would be immediately 
protected. 
 
Impact on distribution of import values 

 
Table D.7 gives the distribution of 
import values following the 
conversion of the key import duties to 
excises (and the setting of zero import 
duty on them).   Some 94% of import 
values would then be entering with 
duty equal to or less than 10%.  
Reducing duty on these items to zero 
would place at risk 36 percent of the 
total original duty (or some $329 
thousands).  Indeed reducing all 
import duties thereafter to zero would 
place at risk the total sum of $429 
thousands. 
 
These are not large sums in the context of NZ aid to Niue, comprising a mere 10%.  In 
the context of overall NZ-Niue bilateral aid relations, the Niue Government may wish 
to negotiate with the NZ government, a revenue-neutral compensatory increase in the 
annual budgetary grant to Niue, in return for Niue reducing its entire set of import 
duties to zero (with the exception of those items chosen to have excise duties).  This 
would set an interesting precedence for NZ’s trade relations with the PACPs in general, 
and the PICTA members in particular. 
 

______________________________________________________________________ 
87 The import data on which the following tables are based, relates to the full year to 23 June 2003. 

Table D.5 Distr. of values and duties (2003) 

Duty Band 
Perc. of- 
Value 

Perc. of 
Duty 

Duty = 0 6 0 

0   < duty <=10 80 38 

10 < duty <=20 3 3 

20 < duty <=30 1 2 

30 < duty <= 40 3 6 

40 < duty <= 80 5 18 

Duty > 80 2 33 

All Bands 100 100 

Cumulative 

With duty < =10% 86 38 

With duty < =20% 89 42 

With duty < =30% 90 43 

 

Table D.6 Candidates for Excise Duties 
and duties protectable 

 Values Duties Perc. 

1. Alcoholic drinks 176 178 101 

2. Cigarettes1 38 187 487 

3. Juices/s/sdrink 264 99 38 

4. Vehicles 443 24 5 

Others 4902 426 9 

Total 5823 914 16 

1-4 as % of total 16 53  
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Should NZ not be agreeable to 
the compensatory finance, then 
the Niue Government could 
examine raising the required 
deficit in import revenues by the 
following measures: 
 
(a) Selecting a small number 

of other import items on 
which to impose the 
excise taxes. 

 
(b) By raising the excise duty 

rates slightly (alcoholic 
products to 120%, 
vehicles and soft drinks to 
50%), an additional 22 
percent of the import 
duties would be raised, 
thereby protecting a total 
of 75% of the current 
import duty.   

 
(c) Examine the setting of a moderate 10% VAT (which applies to all imports) with 

a reasonably high turnover threshold for the internal VAT (to reduce the number 
of companies required to submit VAT returns to a handful).  The import VAT 
alone (which would apply on import value plus excise taxes) should easily raise 
some$600 thousands- more than enough to compensate for the reduction of all 
import duties to zero.  The internal VAT would be a bonus. 

 
It is not recommended that the Niue Government reduce personal income taxes, as 
these are the only element which provides for vertical equity in the current tax system. 
 
Should the excises and VAT result in a net increase in Government’s tax revenues, then 
consideration should be given to reducing taxes on entrepreneurial income, to act as an 
incentive for Niueans to opt for self-employment rather than employment with the Civil 
Service or the public enterprises. 
 
 

Table D.7  Value distribution post conversion 
to excises (2003) 

 
Perc. of 
Values 

Perc. of 
Duties 

Perc.of 
Original 
Duties 

Duty = 0 21 0 0 

0   < duty <=10 73 76 36 

10 < duty <=20 2 5 2 

20 < duty <=30 1 3 2 

30 < duty <= 40 2 10 5 

40 < duty <= 80 0 1 1 

Duty > 80 0 4 2 

All Bands 100 100 47 

Cumulative 

with duty < =10% 94  36 

with duty < =20% 96  38 

with duty < =30% 97  39 
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Annex E Country Report SAMOA 
 
The Samoan Government has undertaken substantial reform over the last decade, 
reducing the size of Government. Table E.1 indicates that Government Internal 
Revenue (i.e. excluding external grants), while more than doubling from the levels of 
1991/92, has significantly declined as a percentage of GDP- falling from 43% more 
than a decade ago to just over 26% projected for this year.     

 
With Government Revenue growing much faster than GDP over the last four years, 
Government Revenue as a proportion of GDP has risen slightly over the last three 
years, to just over 26 percent. 
 
Government’s development strategy is focused on fostering the private sector, growth 
in  agriculture and tourism, investment in the necessary infrastructure development, 
improving the systems of education and health, strengthening the social structure, and 
improving the efficiency of public service delivery.88   
 
Government has committed itself to maintaining a budget surplus between current 
revenue and current expenditure equivalent to no less than 1% of GDP.  The overall 
budget deficit is targeted to be no more than 3.5% of GDP. This is an extremely 
ambitious target which places pressure on revenue to keep pace with budgeted 
expenditures, and development effort may suffer as a consequence.    Table E.2 
indicates that while Government Revenues as a percentage of GDP has declined by 
28% from an average of 35% over the first six years of the nineties, to an average of 
25% over the last six years,  Development Expenditure, as a percentage of GDP has 
declined by 46% over the corresponding periods. 
 

 
 

______________________________________________________________________ 
88 The 2002/2003 Budget Address by the Minister of Finance (Hon Misa Telefoni). 

Table E.1 Government Finances (WST$ millions) (% change) 

 1991/92 2000/01 2001/02 2002/03 2003/04 

 Actual Actual Actual Actual Budget 

Govt. Revenue  (WST$mil) 121.1 198.3 202.3 224.7 255.6 

   % Annual Change   2.0 11.0 13.8 

Govt.Rev as % of GDP 42.6 24.1 23.4 24.2 26.3 

GDP (WST$ m) (mkt.pr.) 284.5 821.5 864.6 927.4 973.0 

  % Annual Change   5.3 7.3 4.9 
Source: Ministry of Finance, and Customs and Inland Revenue. 

 

Table E.2 Government Revenues, GDP and Development Expenditure 

 Average Average Perc. 

 91-97 97-03 Change 

Govt. Revenues (excluding grants) as % of GDP  35 25 -28 

Development Expenditure as % of GDP1 21 11 -46 
Source: calculated from data provided by the Ministry of Finance. 

 



 
 
 
Annex E    Country Report: Samoa 

 72 

It would seem (and 
quite understandably 
given the politics of 
government 
expenditure decisions) 
that constraints on 
government revenues 
feed through more to 
constraints on 
development budgets 
rather than recurrent 
expenditures (which are 
largely on personnel). 
 
Government is aware that meeting with public expenditure targets does require 
increases in government revenues,  however unpalatable to the public.  Thus in the 
2002/2003 Budget, the VAGST was increased from 10% to 12.5%, although some of 
the increased revenues were given back via a reduction in tariffs from the general rate 
of 10% to 8%.  Government felt comfortable with this measure as it is mindful of the 
long-term requirements of complying with WTO pressures to reduce tariffs, and the 
general pressure imposed by international trade agreements to which Samoa is party. 
 
Also in the 2002/2003 Budget, Government, citing both “user pays” and revenue 
reasons,  increased excise taxes on soft drinks, alcoholic beverages, petroleum products 
and tobacco products.  In justifying the increased excise on petroleum products, the 
Minister of Finance referred to “the high cost of building and maintaining the nation’s 
road system”.   
 
The Minister of Finance justified the increase in excise on tobacco products as a “health 
tax”, Government’s  wish to discourage smoking, and that the high rate represented a 
“user pays” charge for medical treatment required for smokers who on average would 
make higher demands on the public health system.  The Minister of Finance stated 
clearly that these excise taxes signal “Government’s commitment to supporting 
preventative health in the face of rising cases of non-communicable diseases”.89   This 
justification may easily also be extended to the increases in excise taxes on alcohol and 
sugar products, that are one of the key recommendations of this study. 
 
Table E.3 indicates that the VAGST contributes the largest share of  Government 
revenue (36 percent) in 2002/2003 with Excise Duty following close behind at 25%.  
With import duties only contributing 17 percent, Samoa is already in a position to 
safeguard 83 percent of its total government revenue regardless of the tariff reductions 
triggered by trade agreements. 
 
It needs to be kept in mind that the bulk of the non-import duty revenues90 are collected 
by Government at import point in any case (Table E.4).  Thus altogether, some 29% of 
import value is being collected in 2003, up from 27% in 2002.  
 

______________________________________________________________________ 
89 The 2002/2003 Budget Address by the Minister of Finance, p.19. 
90 This does not include the petroleum levy. 

Table E.3    Structure of Government’s internal revenue (%) 

 2000/01 2001/02 2002/03 2003/04 

 Actual Actual Actual Budget 

VAGST 33 33 36 34 

Import duty 17 20 17 16 

Excise Duty 27 27 26 25 

Income tax 22 20 20 17 

Others 1 1 1 8 

Total Revenues 100 100 100 100 
Source:  Calculated from Customs and Inland Revenue data. 
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The import duty 
rate in aggregate 
continues to 
decline (down to 
7.9% in 2003), but 
the import duty is 
less than a third of 
the total taxes 
collected at import 
point.  
 
 
Likely Impact of PICTA, PACER and EPAs 

 
Table E.5 indicates that NZ has the 
largest share of Samoa’s imports (at 
35%) and 39% of the import duty.  
Australia, with 25% of the imports, 
only contributed 14% of the duty.91  
Thus Australia and NZ, with 60% of 
the imports, contributed 53% of the 
import duties.  The largest potential 
loss of import duty revenue will 
therefore be due to the triggering of 
PACER. 
 
The EU only contributes 4% of the 
imports by value and about the same 
percentage in import duty.  The EPAs themselves are unlikely to result in any great 
diminution of Samoa’s import duty revenues. 
PICTA itself will have an equally small impact, even less than is indicated by Table E.5 
and Fiji’s share of Samoan imports.  Interestingly, Fiji’s share of imports in 2003 
(7.3%) is only  a half of its 2002 share (14%).  Much of these imports are however not 
“originating” in Fiji, but merely transhipped from Australia, NZ, Japan and other 
countries. 
 
Detailed analysis of Samoa’s imports from Fiji in 2003 gives the results in Table E.6.  
Only 13% of Samoa’s imports from Fiji (in 2003) could be stated clearly to be likely to 
satisfying PICTA ROOs.    
 
Another 35% of imports from Fiji may possibly satisfy the PICTA ROO, but being 
based on imported inputs, would need to be examined closely, to see if the products 
could satisfy the 40% domestic value added requirement of PICTA.  With much of 
these manufactures not undertaking extensive value-adding, it would be a generous 
estimate to assume that a half of the “Uncertain” category may be found to be 

______________________________________________________________________ 
91 The big difference in duty collected probably is a result of large quantities of duty-free imports from 
Australia- probably on aid projects. 

Table E.4 Tax collections at import point (WST$000 and %) 

 Values (WST$000) % of Value 

 2002 2003 2002 2003 

Import value 455214 285446   

Import Duty 38982 22688 8.6 7.9 

Import Excise 30199 19676 6.6 6.9 

Import VAGST 54529 40140 12.0 14.1 

Total  Duty at import point 123711 82504 27.2 28.9 

 

Table E.5  Import origin: Values and Duties (%) 

Origin Values Duties 

 2002 2003 2002 2003 

ANZ 55.1 60.3 52.0 52.9 

   Australia 20.2 25.1 14.8 14.0 

   NZ 34.9 35.2 37.2 38.9 

EU 2.8 4.2 3.5 4.5 

Fiji 14.1 7.3 8.6 8.5 

US 11.6 13.3 11.6 12.0 

Others 16.3 14.9 24.4 22.1 

All 100 100 100 100 
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satisfying PICTA ROOs.  
Based on that crude 
assumption, perhaps at the 
maximum, around 29% of the 
imports from Fiji may satisfy 
the PICTA ROO.  
Thus putting these proportions 
into the total imports figures, at 
most some 2.1 percent of 
Samoan imports may 
genuinely be thought to 
originate in Fiji  and eventually 
come under PICTA concessions.  At risk would only be 2.7% of total import duty 
revenue of Samoa.  Again, the PICTA impact is not likely to be significant, unless there 
is considerable trade diversion from Australia, NZ and US, to the PICTA countries.  
This is extremely unlikely. 
 
Structure of Import Duties 
 
Table E.7 indicates that some 80% of 
import values are in Duty Bands equal 
to or less than 10%, and 94% in Duty 
Bands equal to or less than 20%.  If 
SAT were defined at 80% of all import 
values, then Samoa could eliminate all 
duties equal to or less than 10%, with 
the loss of 47% of total annual duty 
currently being received (roughly 
amounting to WST$18 millions in 
2002).  However, if the definition were 
set higher (at say 95%) then a much 
more significant 82% of all import duty 
would be at risk (amounting to some 
WST$32 millions in 2002.   These two 
sums are still considerable in the 
context of total government revenues- 
amounting to some 8 percent and 14 percent respectively in 2002. 
 
For Samoa, the above data also indicates that it is collecting only 2% of its total duty 
revenues in Duty Bands above 30% and a mere 18% in Duty Bands above 20%.  These 
would be the duties at risk were the negotiating strategy to be adopted, that Samoa 
would reduce all its import duties to a ceiling of 20% over a period of time.  This would 
put at risk a mere WST$7 millions or 3% of the total government revenue for 2002. 
 
Further protection of import duties 

 
For Samoa to further reduce its vulnerability to tariff reductions, it could select a 
number of items for which the current levels of import duties can be converted to 
equivalent excise duties (or additions to excise duties if there already are excise duties 
being charged). Table E.6 gives a number of items for which excise duties may be 

Table E.6  Imports from Fiji and likelihood 
of qualifying  under  PICTA ROO (2003) 

Likely to qualify Value Duty 

(1)  No 58 51 

(2)  Uncertain 25 35 

(3)  Yes 17 13 

All 100 100 

Percent likely = (3) + 50% of (2) 29 31 

Percent of Total Samoan imports 2.1 2.7 

 

Table E.7  Structure of import duties (2003) 

Duty Bands 
% of 

Values 
% of 

Duties 

Duty = 0 29 0 

0 < Duty <=10 51 47 

10 < Duty <=20 15 36 

20 < Duty <= 30 5 15 

30 < Duty <= 40 0 1 

40 < Duty <= 80 0 1 

Duty > 80 0 0 

Grand Total 100 100 

Cumulative 

In Duty Bands <=10 80 47 

In Duty Bands <=20 94 82 

In Duty Bands <=30 100 98 
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justifiable on the grounds of equity, health, or just government  revenue protection.   At  
current duty rates, an additional WST $9.7 millions may be protected.    

 
However, if there was need to increase the duty take, there could be an increase in the 
effective rates of duty charged (as suggested in the second last column) resulting in the 
protection of WST$23.7 millions.  This would be more than adequate to compensate 
for the elimination of import duties being recommended in Table E.5 above or Table 
E.7 below. 
 
Table E.7 shows that post-
conversion of the above items 
to excises leaves some 88% of 
the import values in Duty 
Bands 10% or less.   The 
duties being collected from 
these two bands are now just 
43% of the current annual total 
import duty revenues.   
 
If SAT was defined around 
88%, and all import duties less 
than or equal to 10% was 
totally eliminated, then the 
cost to the Samoan 
Government would be about 
43% of the current annual import duty or about $17 millions.  This is still a 
considerable percentage out of the current level of total Government Revenues.    Table 
E.6 above has suggested that it would be possible for amounts roughly equal to that to 
be collected by a revision upwards of the key excise duties. 
 
Conversely, the second last row of Table E.7 suggests that the Samoan Government 
could take the approach that it would reduce all duties to a ceiling of 10% by some 
specified date, at a cost of 57% of the current total annual import duty.  This would 

Table E.8  Candidates for conversion to Excise Duties (Aug.2002 to Jul.2003) 

 Import Import Current Revised Possible 

Items Value Duty Percentage Percentage Collection 

 WST$000 WST$000 % % WST$000 

Alcoholic & soft drinks 2318 776 34 50 1159 

Cosmetics 6096 811 13 30 1829 

Fuels 61579 407 1 10 6158 

Noodles 1797 150 8 30 539 

Sugars 8517 152 2 30 2555 

Tobacco products 2281 437 19 30 684 

Vehicles 35821 7036 20 30 10746 

Grand Total 118407 9769   23670 

 

Table E.9  Post-conversion to excises  (2003) 

Duty Band 
Perc.of 
Values 

Perc. of 
Duties 

Perc. of 
Old Duty 

Duty = 0 41 0 0 

0 < Duty <=10 47 58 43 

10 < Duty <=20 12 42 30 

20 < Duty <= 30 0 0 0 

30 < Duty <= 40 0 0 0 

40 < Duty <= 80 0 0 0 

Duty > 80 0 0 0 

Grand Total 100 100 73 

Cumulative 

In Duty Bands <=10 88 58 43 

In Duty Bands <=20 100 100 73 

In Duty Bands <=30 100 100 73 
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entail a cost of some $23 millions- a sum which could be recovered only via the kinds 
of increases in some excises suggested  in Table E.6, or alternative revenue measures. 
Overall, it is felt in some quarters that the current taxation levels in Samoa are already 
fairly high, and that, rather than applying additional taxes, it may be more profitable to 
improve compliance and collections.92  However, it is also felt in some quarters that 
Government may need to examine new forms of taxation, in order to strengthen 
Government’s fiscal base.93   
 
Note the buoyancy of VAT 
 
For several PACPs 
which currently do 
not have a VAT in 
place, the experience 
of Samoa’s VAGST 
revenues and other 
revenue components 
may be usefully 
examined.    Between 
1996 and 2003, when 
the nominal GDP 
increased by 13 
percent, Excise 
Duties increased by 165 percent ,the VAGST increased by 86 percent, while income 
taxes increased by 46 percent, and Import Duty (because of tariff reductions) declined 
by 35 percent.   
 
Effectively, the Samoan Government has been able to change their revenue components 
and administration so effectively, that for every 1 percent increase in GDP, while 
income tax increased by only 3.5%, excise duties increased by 12.7 percent and 
VAGST increased by 6.6 percent 
 
Of the excise duties, the import excise has shown the much larger increases.   While the 
size of the increase also reflects the initial low base, it is also an indication that there 
may be difficulties in raising excises from domestic production. 
 
The above data is an excellent indication of the relative buoyancies of the different 
revenue components for Government.  Both the VAGST and excise duties (especially 
on imports) have an ability to raise revenues for Government, which is superior to the 
recorded performance of the economy.94  For governments which are facing fiscal 
difficulties, fiscal reform in the directions suggested by this study, may be usefully 
examined. 
 
 

______________________________________________________________________ 
92 Mr Falani Chan Tung (Trade Consultant, Ministry of Foreign Affairs and Trade). 
93 The Acting Secretary of Finance (Mr Iulai Lavea). 
94 The high elasticities of the VAGST and excise taxes may also be partly a reflection of the GDP 
estimates not accurately reflecting the increased economic activity especially in the non-formal sectors of 
the economy.  Like Tonga, Samoa also has a large remittance economy, often not recorded in the official 
flows.  

Table E.10  Elasticity of  Revenue components (1996 to 2003) 

 Aver. Aver. % Ch. Elast. wrt 

 1996/98 2001/03 19996 to GDP 

 WST$m WST$m 2003 % 

Income taxes 27.5 40.2 46.2 3.5 

Import duty 49.1 31.9 -35.1 -2.7 

VAGST 31.8 59.2 86.1 6.6 

Excise duties 22.1 58.6 165.3 12.7 

    Domestic excise 18.3 32.7 78.3 6.0 

    Import excise 3.8 25.9 590.3 45.3 

GDP 619.6 700.3 13.0 1 
Source: Calculated from Treasury data. 
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Annex F Country Report:  VANUATU 
 
To understand the implications of any reductions in import duty revenues that may be 
caused by EPAs or NTAs negotiated with the EU, it is useful to give an overview of the 
Vanuatu Government’s fiscal position for the last four years. 
 

The overall fiscal context 

 
Table F.1 gives the main categories of the Vanuatu Government’s revenues for the last 
four years.  The overall tax system is not as buoyant as may be wished.  While the 
nominal GDP rose (by 5 percent and 2 percent) for two successive years between 2000 
and 2002, Total Government Revenues fell by exactly the opposite amounts (minus 5% 
and minus 2%).   However, the budgeted Government Revenue for 2003 is expected to 
show a 9 percent increase over 2002. 
 

 
Vanuatu’s fiscal system is unusual in that while it already has a VAT component in 
place (and is thus in a position to withstand some degree of reduction of import duties), 
it does not have any personal and corporate tax components which may have given it a 
broader and stronger tax base, while introducing an “equity” element to the system.   
 
Thus just two taxes (VAT and Import Duty) contribute almost 70 percent of all of 
Government’s revenues (Table F.2).  Nevertheless, there are components to their tax 
system, such as business licenses and turnover tax, which does draw from categories of 
businesses, although not in a manner which is conducive to fostering economic growth. 
 
Somewhat unusually, VAT has not only been declining as a proportion of Total 
Government Revenue (35% to 32%) and of GDP (7.7% to 6.7%), it has also been 
declining in absolute terms over the last four years, suggesting that there are difficulties 
in collection and compliance in the VAT system. 
 
What is critical for this study is that Import Duty has been rising slightly as a 
proportion of Total Government Revenue (from 34% to 35%) and therefore remains 

Table F.1 Government Revenues (millions of vatu) 

 2000 2001 2002 2003 

 Actual Actual Forecast Budget 

Import duty 2384 2288 2279 2510 

VAT 2465 2358 2237 2295 

Other internal taxes on goods and services 975 1055 1206 1615 

Entrepreneurial & Property Income 633 418 392 365 

Administrative fees and charges 474 447 387 338 

Others 114 129 88 86 

Total Government Revenues 7046 6696 6588 7208 

    Percentage Change  -5% -2% 9% 

GDP (nominal) 31,878 33,462 34,131  

   Perc. Change  5.0 2.0  
Source:  Ministry of Finance 
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extremely important for Government’s fiscal position.  Any significant erosion of 
import duties is likely to have a serious impact on the performance of Government. 
 

 
The actual revenue situation may in fact be more worrying in that Government’s 
capacity to fund capital development is constrained by the lack of buoyancy in 
Government Revenue.    The capacity of Government to assist in economic growth is 
dependent on Government being able to devote the required proportion of government 
revenues, to capital development.  Table F.3 indicates some erosion of Development 
Expenditure, both absolutely, and relatively, over the last four years.   
 

 
Development Expenditure, as a proportion of Total Expenditure, declined from 28% in 
2000 to 7% in 2002, and is expected to decline further to 5% in 2003.   As a proportion 
of GDP, the ratio declined from 8.7 percent in 2000, to 1.6 percent in 2001 and is 
expected to decline to 1.1 percent in 2003.  These ratios indicate that Government may 
not even be able to maintain its existing levels of capital stock by making adequate 
provisions for depreciation.    Recurrent Expenditure,  largely expended on wages and 
salaries, naturally has remained buoyant.95  

______________________________________________________________________ 
95 In periods of financial stringency, non-staff costs (which are usually a larger proportion of 
development expenditure) are politically easier to compromise on, although these cut-backs can be the 
more damaging on the development effort. 

Table F.2   Revenues as Percent of Total Government Revenues and GDP 

 2000 2001 2002 2003 

 Actual Actual Forecast Budget 

As Perc, of Government Revenues     

Import duty 34 34 35 35 

VAT 35 35 34 32 

Other internal taxes on goods and services 14 16 18 22 

Entrepreneurial & Property Income 9 6 6 5 

Administrative fees and charges 7 7 6 5 

Others 2 2 1 1 

Total Government revenues 100 100 100 100 

As Percent of GDP     

Import duty 7.5 6.8 6.7 7.4 

VAT 7.7 7.0 6.6 6.7 

Other internal taxes 3.1 3.2 3.5 4.7 
Source: Calculated from data provided by Ministry of Finance 

 

Table F.3 Development Expenditure, Total Expenditure and GDP. 

 1998 1999 2000 2001 2002 2003 

 Actual Actual Actual Actual Forec. Budg. 

Actual Recurrent Expenditure 7030 6841 6960 7031 7232 7231 

Actual Development Expenditure 1194 1708 2763 1357 555 375 

Total Expenditure 8224 8549 9723 8388 7787 7606 

GDP 31368 31742 31878 33462 34131 34814 

Dev. Exp. as % of Total Expenditure.  14.5 20.0 28.4 16.2 7.1 4.9 

Dev. Exp. as % of GDP 3.8 5.4 8.7 4.1 1.6 1.1 

Source:  Calculated from data provided by the Ministry of Finance. 
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It is therefore critical that the revenues currently generated from import duties are not 
significantly eroded as a result of EPAs or NTAs that may be negotiated with the EU. 
 

Impact of PICTA, EPAs and PACER on Import Duty revenues 

 
Pacific ACP countries are concerned that EPAs with the EU may lead to a serious 
erosion of their import duty revenues, should the PACPs be required to reduce their 
import duties on the imports from the EU.  Previous studies have used country shares of 
Import Values as indicators of potential impact on government revenues from import 
duties.  For most PACPs, this can be quite misleading, especially as indicators of  
revenues vulnerable to duty reductions on imports from Australia and NZ.  This study 
calculates actual shares of import duty collected on imports from trading partners. 
 

 
Table F.4 clearly indicates that while imports from the EU have risen slightly from 
about 4.9% to 7.6% in 2003, the share of duty is even less, reducing to around 3.6% in 
2003.  Thus the loss of import duty revenue from any EPA/NTA with the EU cannot be 
of major concern. 
 
Imports from PICTA countries nominally amounted to around 12% in 2003 (with 
duties around that percentage as well), steadily rising from the levels in 1999.   These 
percentages are quite deceptive, however.  It has been acknowledged by all previous 
studies that a significant proportion (not previously estimated) of imports from Fiji or 
PNG (the major PICTA exporters) would not be able to satisfy the PICTA ROO and 
would not be able to enjoy the concessionary tariffs allowed by PICTA.   
 
This study has attempted to quantify this dimension.  Vanuatu’s imports from Fiji for 
2003 were examined by item and classified by the consultant and assessed as to its 

Table F.4 Imports: Country of Origin (Values and Duties) (Percent. of total) 

 Values (% of total) Duties (% of total) 

Country of origin 1999 2002 2003* 1999 2002 2003* 

ANZ 55.6 61.0 46.1 60.2 59.5 59.6 

      Australia 45.7 23.6 32.8 50.8 44.1 44.2 

      New Zealand 9.9 37.5 13.3 9.4 15.4 15.3 

PICTA 7.0 9.3 11.5 6.0 10.8 11.9 

      Fiji 5.1 8.1 9.9 4.8 8.5 9.3 

      PNG 1.7 1.0 1.5 1.0 1.9 2.4 

      Solomons 0.2 0.2 0.1 0.2 0.3 0.1 

European Union 4.9 3.7 7.6 4.8 5.7 3.6 

     France 4.4 3.1 6.1 4.3 5.1 3.2 

     Great Britain 0.3 0.3 0.7 0.2 0.3 0.2 

     Belgium 0.0 0.0 0.6 0.0 0.0 0.0 

     Germany 0.2 0.3 0.2 0.2 0.3 0.2 

Others 32.6 26.0 34.8 29.1 24.0 25.0 

All 100 100 100 100 100 100 
*  covers all imports to end of August 2003. 

Source:  Calculated by Consultant from raw data provided by Customs 
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likelihood of satisfying PICTA’s ROO (which requires a minimum of 40% of local 
value added): 
 

No:          Not manufactured in Fiji. 
Uncertain:    produced in Fiji but doubts about percentage of local value added. 
Yes:          Likely to satisfy ROO 

 
Table F.5 indicates that some 72% of Vanuatu’s imports from Fiji were unlikely to 
satisfy the PICTA ROO, and a further 16% were in the “Uncertain” category.  A mere 
12% was in the “Yes” category. 96   If it is crudely assumed that at most a half of the 
“Uncertain” category may be found to be satisfying the PICTA ROO, then  
 

 
 
Table F.4 verifies that imports from Australia and NZ continue to be critical to 
Vanuatu’s import duty receipts, and merely looking at proportions of import values are 
not a good indicator of the likely impact on duty revenues.  While the imports from 
Australia and NZ have fluctuated in value (cif) (reducing from about 56% in 1999 to 
46% in 2003) the actual import duty revenue collected has remained at around 60% of 
all import duty collected by the Vanuatu Government.97 
 

Should PACER trigger the same duty concessions with Australia and NZ as are offered 
to the European Union, then it is the former which will entail the largest revenue losses 
for the Vanuatu Government.  Even these estimates of shares of import duty are on the 
low side.   Given that a significant proportion of imports from Fiji and PNG are 
probably also originally imports from Australia and NZ (with Fiji and PNG merely 
being trans-shipment points), then the share of import duty originating in trade with 
ANZ will be correspondingly higher (perhaps by another 6 percentage points). 
 
In any case, under PICTA, imports from PICTA countries (satisfying the ROO 
regulations of PICTA) would need to enter Vanuatu under exactly the same terms as 
those from EU and ANZ.  The actual proportion of duty at risk would in 2003 would 
therefore be the sum of the three components- perhaps up to 75% of all import duty 
revenue collected by the Vanuatu Government. 

______________________________________________________________________ 
96 Assumed to include the “Yes” category of Table F.5 and a half of the “Uncertain” category. 
97 The larger share of duty earned on imports from ANZ is probably due to the fact that a significant 
proportion of imports from Japan are entering duty free (mostly for aid projects). 

Table F.5   Vanuatu’s duty revenues from Fiji trade, vulnerable to PICTA  (2003) 

Will imports from Fiji qualify under ROO? Perc. 

No 72 

Uncertain 16 

Yes 12 

All items 100 

Impact on Duty Revenues  

Apparent percentage of Vanuatu’s imports sourced from Fiji 9.3 

Percent of  Vanuatu's imports (from Fiji) likely to satisfy PICTA ROO 2.0 

Percent of  total duties vulnerable to PICTA concessions (on Fiji trade) 1.9 
Source: calculated by consultant 
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Structure of Import Duties: vulnerability to tariff reductions 
 
Table F.6 indicates that there has been a trend of gradual decline in the average import 
duty charged on import values (cif), falling from 19.5% in 1999 to 10.7% in 2002 and 
probably around 12% in 2003.   This trend may reflect the Vanuatu Government’s 
commitment to reducing tariffs as part of its trade deregulation policy. The trend in 
aggregate average duty rates can however be misleading. 
 

 
It is important to find out how and where can Vanuatu reduce import duties, which 
involve the highest percentage of imports (by value) (so as to satisfy whatever SAT is 
defined) while sacrificing the least amount of import duty revenues for the 
Government. 
 
It is critical to examine the precise distribution of Import Values, and distribution of 
Import Duties collected, in various percentage Duty Bands. 98  The trends in the latter 
can be quite different from trends in the aggregate average duty rate.  
 
Table F.7 indicates that up to 2002, there was a general increase in import values in the 
totally duty-free category, rising from around 34% in 1999 to 69% in 2002.  The 
percentage has dropped to 37% in 2003, as recorded up to (August  2003).  Indeed, 
2003 indicates a reversal for most of the ratios. 
 
The last three rows are of interest.  These indicate that as of 2003,  
 
* some 62 percent of all import values had duties less than or equal to 10%  
* some 83 percent of all  import values had duties less than or equal to 20%  
* some 93 percent of all  import values had duties less than or equal to 30%  
 
Thus the last row indicates that only 7 percent of all of Vanuatu’s imports are being 
charged effective rates of import duty, higher than 30 percent. 
 
The relevance of these percentages will depend critically on the precise interpretation 
of the term “substantially all trade”, as is to be negotiated between the ACP and EU 
countries.   It is currently expected that the negotiations will, if the EU expects 
“reciprocity” in tariff reduction,  lead to the ACP countries being required to make duty 
concessions on “substantially all trade” (SAT) between the ACP and EU.   Currently, 
only 37% of all of Vanuatu’s imports (by value) are coming in duty free. 
 
However, it is not clear  
 
(a) what will be the proportion of trade (SAT) on which the reciprocal duty 

concessions will be required- whether 80%, 85%, 90% or even 100% of the 
trade; and  

______________________________________________________________________ 
98 These refer to the actual average rate of duty (on cif value) collected. 

Table F.6 Aggregate Import Duty as % of Import Value (cif) 

 1999 2000 2001 2002 2003 

Percentage 19.5 13.2 15.0 10.7 12.1 
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(b) what will be the extent of duty reduction required of this proportion of trade 
 

(i) whether completely to zero 
 
(ii)  or whether the ACP countries (and the PACPs in particular) may be able 
to set a non-zero ceiling to the duties - eg 10%, 20% or 30%- by appealing to 
their special status as LDCs or SISs. 

 
 

 
The vulnerability of Vanuatu’s import revenues to options (b)(i) and (b)(ii) need to be 
investigated to help determine what should be Vanuatu’s negotiating strategy for its 
EPA with the EU. 
 
The significance of the 
determination of SAT for 
Vanuatu may be obtained 
from the next table, 
which indicates the 
percentage of total duty 
collected, within each 
duty band, and 
vulnerable to duty 
reductions. 
 
The last three rows give 
the summary data.  Thus 
as the duties currently 
stand, were all import 
duties to be reduced to 
 

Table F.7 Distribution of  Import Values in Import Duty Bands 

Percentage Duty Band Percent of Import Value in various Duty Band 

  1999 2000 2001 2002 2003 

duty = 0 34 48 46 69 37 

0   < duty <=10 13 13 12 6 25 

10 < duty <=20 25 18 22 11 21 

20 < duty <=30 14 8 9 6 10 

30 < duty <= 40 1 9 1 1 2 

40 < duty <= 80 3 2 9 5 5 

duty > 80 9 2 2 1 1 

Grand Total 100 100 100 100 100 

 Cumulative 

Import values with duty  < =10% 47 61 58 75 62 

Import values with duty  < =20% 72 78 79 86 83 

Import values with duty  < =30% 86 86 88 92 93 
Source: Table constructed by consultant from raw data provided by Customs Department 

Table F.8   Import Duty collected in various duty bands (%) 

  1999 2000 2001 2002 2003 

duty = 0 0 0 0 0 0 

0   < duty <=10 4 6 4 4 9 

10 < duty <=20 19 20 22 17 26 

20 <duty <=30 19 15 15 16 20 

30 < duty <= 40 2 23 2 5 5 

40 < duty <= 80 9 11 34 31 21 

duty > 80 47 25 23 27 20 

Grand Total 100 100 100 100 100 

Cumulatively 

Percent of duty  > 10% 96 94 96 96 91 

Percent of duty  > 20% 76 74 74 79 65 

Percent of duty  > 30% 58 59 58 63 45 
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 *  30%,  aggregate import duties would decline by 45% 
 *  20%,  aggregate import duties would decline by 65%, and if to 
 *  10%,  aggregate import duties would decline by 91%. 
 
The Vanuatu Government would have difficulty in coping with such large reductions in 
import duty revenue. 
 
Strategies for minimising duty losses from EPAs 
 
One of the avenues for protecting the import revenues is by converting key import 
duties to excise duties.  For instance, a significant proportion of the current import 
duties are derived from just four items- alcoholic drinks, tobacco products,  vehicles, 
and motor spirits (Table F.9).   

 
Items 1 to 4 represent more than 50 percent of total import duty collected.  These can 
be immediately protected by simply converting to equivalent increases in excise duty 
on the imports (and thereby leaving zero import duties on them).99     
 
This would then leave some 41 percent (according to 2002 estimates) of the import 
duties which would remain vulnerable to import duty reduction.  However, the 
distribution of these remaining import values and duties, will then be quite different 
from that given in Table F.7 and F.8 above.  
 
Table F.10 gives the distribution of Import Values and Import Duties in the Duty 
Bands, before and after conversion of 4 import duties (alcohol products, tobacco 
products, vehicles, fuels) to excise duties (and import duties on them thereby reducing 
to zero).100    
With these four items major duty removed from import duties, fully 79% of import 
values have duties below or equal to 10%, rising to 93% of all import values with 

______________________________________________________________________ 
99 Increasing the rates, as recommended elsewhere would protect an even larger proportion of the duties. 
100 The relevant values and duties were extracted from HS codes Chapter 22 (alcohol), Chapter 24 
(tobacco), Chapter 27 (fuels) and Chapter 87 (vehicles). 

Table F.9 Import duty breakdown (millions vatu and %) 

 2000 2001 2002 2003 

 Actual Actual Forecast Budget 

 millions of vatu 

1.  beer & wine 192 172 177 150 

2.  tobacco 370 337 394 350 

3.  vehicles 142 90 85 100 

4.  motor spirits 544 690 697 750 

5.  other 1136 999 926 1160 

Of which Percentages 

 1, 2, 3, 4      as percentage  of import duty 52 56 59 54 

5 ("Other") as %  of import duty 48 44 41 46 

5 ("Other") categories as % of Govt. Rev. 16 15 14 16 
Source: Ministry of Finance data 
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duties less than or equal to 20%, and 98% of all import values with duties less than or 
equal to 30%. 
 
What then are the duty revenues at risk, depending on the definition of SAT? 

 
Table F.11 summarises the total duty revenues at risk, in the new distributions with the 
four duties converted to excises.  Column 2 gives the current unchanged distribution, 
Column 3 gives the distribution of the remaining duties (after the four items have been 
converted to excises), and Column 4 gives the import duties at risk, as a percentage of 
current total import revenue- depending on whether Option (b)(i) or Option (b)(ii) are 
allowed.      
 
Column 3 indicates that reducing all import duties (in Import Bands above 10%) to 
10% would result in a loss of some 38% of current import revenues- not a viable 
option.     
 
However, removing duties totally on all items currently equal to or under 10%, would 
only put at risk a mere 7% of the total current import duty.   This would be a viable 
option if SAT referred to removal of duties on 80% of all imports by value.101  If SAT 
referred to say 90% of imports by value, then some 25% of the current import duty 
received would be at risk. 
 
These are manageable revenue losses, especially when it may be considered that some 
of the excise taxes can be at higher rates, that Vanuatu’s VAT system may result in 
significant increases in revenue if greater efficiency is achieved, and Government could 
introduce a moderate income tax (see below).   

______________________________________________________________________ 
101 Reducing the lower duties to zero would also tend to lead to increases in quantity imported 
(depending on demand elasticities), and thereby also increase the proportion of import value in the lower 
Duty Band.  

Table F.10 Distribution of Values and Duties, before and after conversion of 4 
import duties to excise duties (using 2003 data) 

Duty Band Dist. of values Dist. of duties 

 Current 
W/o 4 
excises Current 

W/o 
4 excises 

Duty = 0 37 63 0 0 

0   < duty <=10 25 17 9 16 

10 < duty <=20 21 13 26 40 

20 < duty <=30 10 6 20 27 

30 < duty <= 40 2 1 5 7 

40 < duty <= 80 5 0 21 3 

Duty > 80 1 0 20 7 

All Bands 100 100 100 100 

Cumulatively 

Import Value with duty < =10% 62 79 9 16 

Import Value with duty < =20% 83 93 35 56 

Import Value with duty < =30% 93 98 55 83 
Source: derived by Consultant 

 



 
 
 
Annex F    Country Report: VANUATU 

 85 

 
 
It is clear that immediately converting the import duties on the four items (alcohol 

products, tobacco products, fuel and vehicles) to excise duties, leaves an import duty 
distribution, which places Vanuatu in an even stronger bargaining situation vis a vis the 
EPAs, by reducing its overall vulnerability to tariff reductions- however SAT is 
defined.  The Government may 
well also receive higher 
revenues from the local excise 
on alcohol products, and new 
excise revenues should 
Government decide to impose 
new excises on products which 
are damaging to the health of 
ni-Vanuatu. 
 

The VAT system 
 
The Vanuatu tax system does have an advantage that it does have a VAT system in 
place.  Revenue collections from VAT however shows great variability and probably 
problems in collection, both at import point and internally.   Total VAT has steadily 
declined over the last three years with the 2002 value 9% less than in 2000 (Table 
F.12).    While the import VAT has increased by 13%, internal VAT has declined by 
42%.  Table F.1 indicates that VAT as a proportion of GDP, has declined from 7.7% in 
2000 to 6.6% in 2002- a full 1 percentage point decline. 
 

Table F.13 indicates that while the aggregate VAT-able import values have risen, the 
overall percentage of VAT collected (on import value) at import point has no particular 
trend over the last five years- declining from 10.3% in 1999, to 9.0 in 2000, rising to 
12.5% in 2002, and falling again to 9.0% in 2003. 
 
Table F.14 indicates the degree of variability in terms of the rates of VAT effectively 
collected from vatable values (import value + duty + excises).  Some of the variability 
in aggregate rates of VAT being collected may be a result of aid project imports 
coming in under exemptions.  However, excluding the zero-VAT duty category still 
results in great variability in the VAT ratio, with a high of 15.2% collected in 2002 (but 
a low of 6.6% in aggregate for that year).   

Table F.11 Import duties at risk depending on definition of SAT in EPAs 

 Current New. Distn. % of current 

 Distribution W/o excises Import Duty 

Percent of duty in Duty Bands  <=10% 9 16 7 

Percent of duty in Duty Bands <=20% 35 56 25 

Percent of duty in Duty Bands <=30% 55 83 37 

Duties greater than 

Percent of duty  in Duty Bands  > 10% 91 84 38 

Percent of duty  in Duty Bands > 20% 65 44 20 

Percent of duty  in Duty Bands > 30% 45 17 8 
 

Table F.12   VAT collected 
(import point, internally, and total) (mil. of vatu and %) 

 2000 2001 2002 Perc.Ch. 

 Actual Actual Forecast 2000-02 

Total VAT 2465 2358 2237 -9 

      Import VAT 1483 1706 1671 13 

      Internal VAT 983 652 566 -42 
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The Vanuatu government could profit by examining the extent to which exemptions 

may be eliminated, and the VAT rates applied both internally and at import point with 
greater precision and rigour.    
 
The revenue implications may be 
significant both absolutely and 
relatively.  Thus merely increasing 
the percentage of VAT collected 
on all imports to that obtaining in 
1999 would have increased total 
VAT collections in 2003 by 25%- 
an equivalent proportion of current 
total import duty- which would 
enable Vanuatu to easily satisfy a 
SAT of 90% by reducing all 
import duties currently less than or 
equal to 20%  (post-conversion of the four key items to excise duties) to zero.  This 
improvement in excise duties is also roughly equivalent to about 8 percent of all current 
government revenues. 
 
It should be noted that the taxes collected at the border (import duties and import VAT) 
still comprise the most important component of the Vanuatu Government’s revenue 
collections, rising from 55% in 2000 to 60% in 2001, and forecast to be 60% in 2002.. 
 
 
 
 
 
 

Table F.14  VAT collected by percentage bands 
(millions of vatu and %) 

VAT Band (%) mil. vatu Perc. 

VAT rate = 0 1241 4 

0 < VAT rate < =10 2046 7 

10 < VAT rates < 12.5 6881 25 

VAT rate = 12.5 17087 61 

VAT rate > 12.5 616 2 

Total 27872 100 

 

Table F.13 VAT collected on “VAT-able” import values 

 1999 2000 2001 2002 2003 

Non-zero VATable Value + Import Duty 3222 16507 17861 13362 6558 

Import VAT as % of above 10.3 9.0 9.6 12.5 9.0 
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Annex G Schedule of Reductions of import duties under PICTA 
 

Table G.1    For general items for other than SIS and LDCs102 

Base tariff Start 2004 2006 2008 2010 2012 

> 20% 20% 15% 10% 5% 0%  
>15% but <20% 15% 10% 5% 0%   
>10% but < 15% 10% 5% 0%    
<10% 0%      

 
Table G.2 General items for SIS and LDCs 

Base tariff Start 2004 2006 2008 2010 2012 

>25% no change 25% 17.5% 
10% 

5% 0% 

> 20% no change 20% 15% 10% 5% 0 

>15% but <20% no change 15% 10% 5% 0  

>10% but < 15% no change 10% 5% 0   

<10% no change 5% 0    

 
All specific and fixed tariffs on originating goods may be converted at the option of 
each country to Ad Valorem taxes at the time the Agreement enters into force. 
 

Table G.3 Specific or fixed tariff on goods as % of base tariff (value) 

Category Start 2004 2006 2008 2010 2012 

SIS/LDCs no change 80% 60% 40% 20% 0% 
Others 80% 60% 40% 20% 0%  

Source: Annex II and Annex IV 
 
For the protection of “sensitive industries” from full competition, and to give them a 
longer time-frame to adjust, PICTA allows each country to provide an “Excepted 
Imports” List with a slower timetable of reduction of tariffs (Annex IV of PICTA).   
 

Table G.4    PICTA: Tariff Reductions for Excepted Items 

 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

SIS/LDCs 50% 40% 35% 30% 25% 20% 15% 10% 5% 0 
Others 40% 35% 30% 25% 20% 15% 10% 5% 5% 0 

 
And where the items on the excepted list currently have specific duties imposed, the 
equivalent percentages are expected to reduce according to Table 5. 
 

Table G.5 PICTA: Tariff reductions for fixed tariffs as % of base tariff value 

Category Start 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

SIS/LDCs 100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0% 
Others 100% 85% 70% 60% 50% 40% 30% 20% 10% 10% 0% 

 
 

______________________________________________________________________ 
102 List the LDCs and SISs. 
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Annex H 

 

PICTA, PACER and EPAs: where are we going?103 
 

Wadan Lal Narsey
104 

 
 

 
 
 

______________________________________________________________________ 
103 This paper was presented at a public lecture at the Marine Studies Lecture Theater, The University of 
the South Pacific. 10 March 2004.  A revised and abbreviated paper was published as “PICTA, PACER 
and EPAs: weaknesses in Pacific island countries’ trade policies”.  Pacific Economic Bulletin, Vol.19 No 3. 
2004. 
104 The author was then the Director and Professor of Employment and Labour Market Studies (ELMS), 

Pacific Institute of Advanced Studies in Development and Governance (PIAS-DG), The University of 
the South Pacific. 

Abstract 

 
Most PICs have signed PICTA and PACER, and are negotiating EPAs with the 

EU under the Cotonou Agreement.  It is here argued that the PICs (governments, 

companies, employees, and the public) are not prepared for the economic 

adjustments which will be required by PICTA and they will continue the knee-

jerk defensive reactions to any losses of employment arising out of PICTA  

implementation. 

 PICs are currently focused on EPA negotiations which may require 

elimination of tariffs on “substantially all trade” with EU.  However, the EU is 

not likely to give additional resources (beyond Cotonou) as there is little trading 

incentive for EU in the EPAs (apart from the fisheries- where there may well be 

separate EPAs). 

 But if the EPAs trigger PACER, there are significant trading benefits for 

Australia and NZ (and PIC consumers); PIC governments may lose significant 

import duty revenues;  and there may be serious resource wastage, and 

consumer exploitation situations for PICs, if PICTA does work as intended in the 

short to medium term, and the effects are reversed by the workings of PACER. 

 It is argued here that PACER negotiations have much greater prospects 

for addressing PIC problems of unemployment of unskilled labour, and the 

broader development challenges of raising living standards of PIC people, while 

safeguarding the very real long term benefits of deepening economic linkages 

with a superpower grouping, such as the EU.  These PACER negotiations should 

therefore take priority over all other trade negotiations. 

 There seems to be a lack of leadership on the part of Australia and NZ 

towards the PICs; as well as a “Jekyll and Hyde” attitude by PICs governments 

towards Australia and NZ. 
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Introduction 
 
Most of the Pacific Island Countries (PICs) are signatories to several overlapping 
regional and international agreements, encompassing trade, aid and investment. These 
agreements are seen by the PICs as instruments to accelerate their economic 
development, create employment, increase incomes, and generally improve standards 
of living. 
 
For the western Melanesian countries, there has been the Melanesian Spearhead Group 
Trade Agreement (MSG);105  for most of the southern PICs there have been special 
relationships  with Australia and NZ in the form of SPARTECA; and the American 
trust territories have their special relationships with United States, in the form of the 
Compacts of Free Association.106 
 
However, interesting policy choices are posed by the inter-reactions of the recently 
signed regional trade agreement amongst the PICs themselves- the Pacific Island 
Countries Trade Agreement (PICTA), the Pacific Agreement on Closer Economic 
Relations (PACER)- which includes Australia and NZ- and the Cotonou Agreement, 
which is the successor to the Lome Agreement between the African Carribean Pacific 
States (ACP).  All these agreements are in place against the backdrop provided by the 
imperatives of the World Trade Organisation (WTO) to which a few PICs are 
signatory107  while other PICs have applied to join.108 
 
PICTA and PACER are already binding on those who have signed and ratified, while 
the trade aspects of the Cotonou Agreement are in the process of being negotiated with 
the EU, in the form of Economic Partnership Agreements (EPAs) which are expected to 
come into effect after 2007. 
 
This paper outlines the contradictory nature of the medium-term and long-term 
implications of PICTA and PACER, in the context of one of the critical negotiating 
issues for Pacific ACP states (PACPs) with the EU over the EPAs- fiscal impacts of 
likely tariff reductions.  The catalyst for the underlying tensions will be the EPAs 
triggering of PACER, in the context of the current dominance of PIC imports by 
Australia and NZ (and US for the Compact countries). 
 
It is here argued that there is an urgent need to re-examine whether the likely medium-
term impact of PICTA will be at odds with their long-term development paths, with 
serious potential for wastage of national resources, given the  likely long-term 
implications of PACER. The impact on employment will be a critical sticking point,  
with most PICs not prepared for the likely long-term employment consequences of the 
trading agreements they have signed.   Reference will be made to the alcohol and 
tobacco industries of the PICs, as illustrative of the nature of the general adjustment 
problems facing the PICs. 
 

______________________________________________________________________ 
105 The parties to the MSG are Papua New Guinea, Solomon Islands, Vanuatu and Fiji. 
106 The Compact is between the United States of America and the Federated States of Micronesia, 

Republic of the Marshall Islands, and Republic of Palau. 
107 Papua New Guinea, Fiji and Solomon Islands. 
108 Vanuatu, Samoa and Tonga. 
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It is also suggested that while the current EPA negotiations are focused solely on 
relationships with the European Community (EC), the PACPs  need to additionally 
examine the possibilities of revamped relationships with Australia and NZ, which have 
much greater long term potential for leading to sustainable economic growth and 
development in the PICs. 
 

The move towards integration 
 
Following a 1999 Forum Trade Ministers Meeting, a 1999 Forum Leaders Meeting in 
Palau “endorsed in principle a free trade area among Forum Members”.109    In August 
2001 nine Pacific PICs signed110 the Pacific Island Countries Trade Agreement 
(PICTA).  And, together with Australia and NZ, they signed the Pacific Agreement on 
Closer Economic Relations (PACER), seen as an umbrella agreement for PICTA. 
 
PICTA is now in place, with nine countries having ratified, while five have not.111 The 
Federated States of Micronesia, Republic of the Marshall Islands and Republic of Palau 
are allowed a period of up to 3 years following entry into force of this Agreement, 
provided they make reasonable efforts to secure a waiver of their obligation to provide 
most-favoured nation treatment to the United States of America. 
 
The PICTA signatories made a commitment to trade liberalisation, supposedly as a 
means of bringing economic and social benefits and improving the living standards of 
all the peoples of the Pacific region.   The Agreement states that its objectives are to 
strengthen, expand and diversify trade between the Parties 
 
* through the elimination of tariff and non-tariff barriers to trade 
 
* in a gradual manner, with a minimum of disruption, under clear rules for trade, 

with conditions of fair competition 
 
* leading to the eventual creation of a single regional market among the Pacific 

Island economies 
 
* while taking into account the differing economic potentials and the special 

development problems of the Least Developed Countries and Small Island 
States, the different development objectives, and aspirations of indigenous 
peoples. 

 
The Parties expect that PICTA should also 
 
* contribute to the harmonious development and expansion of world trade in goods 

and services and to the progressive removal of barriers to it 
 
* promote and facilitate commercial, industrial, agricultural and technical co-

operation amongst themselves. 
 

______________________________________________________________________ 
109 PICTA does not include Australia and NZ. 
110 While these countries “signed” the agreement, it did not become binding until they had  “ratified”. 
111 Fiji, PNG, Solomon Is, Tonga, Samoa, Cook Islands, Niue, Nauru, Kiribati have ratified.  Vanuatu 
and Tuvalu have not signed yet, while the three Compact countries have been given a grace period. 
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PICTA recognises each party’s rights, obligations and undertakings to the WTO, or 
other multilateral, regional and bilateral agreements and arrangements to which they are 
party, including the MSG, ACP-EU Partnership (Cotonou Agreement), SPARTECA 
and the Compacts of Free Association. 
 
Fundamentally, PICTA requires112 that all tariffs on “originating goods” be reduced and 
eliminated in accordance with the timetables set out in Annex II (of PICTA) for trade 
amongst themselves- essentially falling to zero ten to twelve years after ratification. 
Those PICs classified as Less Developed Countries (LDCs) and Small Island States 
(SISs) are given a parallel but higher schedule of reducing import duties, compared to 
the larger PICs (PNG and Fiji). 
 
For the protection of “sensitive industries” from full competition, and to give them a 
longer time-frame to adjust, PICTA allows each country to provide an “Excepted 
Imports” List with a slower timetable of reduction of tariffs.113  Again, LDCs and SISs 
are allowed slightly higher schedules of reducing import duties. 
 
All specific and fixed tariffs on originating goods may be converted at the option of 
each country to Ad Valorem taxes at the time the Agreement enters into force.  Annex 
II and Annex IV of PICTA also give the required schedules for reduction of the specific 
duties by requiring that the specific duties be converted into equivalent Ad Valorem 
tariffs, as percentages of base values.114 
 

The rationale for PICTA 
 
PICTA may be attributed to internal and external forces, economic and political. The 
internal economic imperative supposedly derives from the need for PICs to become 
internationally competitive, as preferential markets in developed country partners are 
slowly but surely eroded by the forces of globalisation and WTO pressures.   The logic 
articulated by the Agreements has been that, rather than jumping off the deep end into 
FTAs with the developed countries, PICs may have an easier time if they first develop 
an FTA amongst themselves, as a “stepping stone” to FTAs with the rest of the world, 
developed and developing alike. 
 
The mechanisms whereby the Agreements expect the FTAs to encourage improvements 
in competitiveness are stated as follows: 
 
* enlargement of market size will encourage economies of scale, competition115 

and new investment earlier thought unprofitable 
 
* competition and adjustment would be brought in gradually so that sudden 

destabilising economic disruptions are minimised 
 

______________________________________________________________________ 
112 Article 7, paragraphs 4, 5 and 6. 
113  Annex IV of PICTA. 
114 The required schedule of reduction of these equivalents are given in paragraphs 3 and 4 of Annexes II 
and IV of PICTA. 
115 PICTA (if all the signing countries ratify) is expected to create an expanded market of some seven 
million consumers. 
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* PICTA would provide a “training ground” for further (and presumably harsher) 
economic integration with the wider globalised world order: for businesses 
which will need to compete with the internationals competitors; and for 
governments who will need to implement fiscal reforms (such as in tax 
systems), and enabling legislation (regarding product standards, phyto-sanitory 
measures, quarantine requirements, customs procedures etc). 

 
While these advantages have generally been internationally recognised in RTAs 
elsewhere, their application in the PIC context may be questioned.116    
 
There are also seen to be a number of political advantages to the PICTA: 
 
* being able to speak with one voice in international fora, enabling small PICs to 

have a greater influence than each on their own. 
 
* being part of a regional FTA (with all the necessary structural and fiscal 

reforms) facilitating a “lock-in” of economic policies so as to discourage 
backsliding by individual governments responding to political imperatives and 
lobby groups 

 
* financial and technical aid incentives provided by the donor countries 

(specifically Australia and NZ) for being committed to the agreed policy 
agenda. 

 
These latter advantages, while inherently plausible, are also debatable, in the light of 
the results so far.117 
 
There has also been a powerful external impetus to form PICTA.  It has been argued 
that the post-Cotonou EPAs to be negotiated with the EU will be facilitated if the PICs 
are bound by an FTA, which then would facilitate the WTO compatibility of the EPAs.   
But the Cotonou Agreement also states that economic and trade co-operation between 
EU and the ACP states shall build on the regional integration initiatives of the ACP 
states, “bearing in mind that regional integration is a key instrument for the integration 
of the ACP countries into the world economy”. 
 
This last assumption is of course debatable for all PICs, but especially for at least two 
groups of countries amongst the PICs with special relationships to metropolitan or 
developed countries- USA and NZ.118  The current reality, nevertheless, is that even 
those PICs which were previously not part of the Lome Convention, have joined the 
post-Cotonou development partnerships with the EU.119   The long term strategic 
advantages for the EU, vis a vis other super-powers, in having most of the PICs bound 
to it through the CA would be an interesting point to investigate. 
 

______________________________________________________________________ 
116  
117 It may even be difficult to obtain a united front on the EPAs with the EU. 
118 Some countries have a special relationship with NZ (such as Cooks and Niue) while others have 
special links to the US (the compact states of Palau, Marshalls and FSM) 
119 These are: Cook Islands, FSM, Marshall Islands, Nauru, Niue and Palau. 
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The rationale for PACER 
 
The PACER, which has been signed and ratified by all the PICs, is seen as an umbrella 
framework setting out possibilities for trade relations among all Forum members, and 
specifically inclusive of Australia and NZ.  While PICTA explicitly sets out the 
framework and timetable for an FTA amongst the PICs excluding Australia and NZ,  
PACER sets out the possibilities, provisions, and timing for including Australia and NZ 
in the FTA. 
 
PACER is not a “proactive” agreement for fostering free (or freer) trade between  the 
PICs and  Australia and NZ.  It is a “reactive” and essentially defensive agreement, 
protecting Australian and NZ trading interests in the PIC markets, vis a vis other 
developed countries or groups of countries.   Article 6 advises that if any PIC 
“commences formal negotiations for free trade arrangements” with any other developed 
country or grouping, then they should also commence similar negotiations with 
Australia and NZ.120  Hence, PACER essentially attempts to assure Australia and New 
Zealand that they will not be disadvantaged relative to other trading partners in their 
trade relations with the PICs. 
 
PACER also requires negotiations with Australia and New Zealand to commence eight 
years after the PICTA comes into force, if it is not triggered before that through the 
actions of the PICs described above.  In both cases however PICs would become parties 
to free trade arrangements only if the negotiations are successful. 
 
PACER also contains requirements for the provision by Australia and New Zealand of 
financial and technical assistance, for the development and implementation of the trade 
facilitation programmes.   These are supposed to give special attention to the needs of 
SIS and LDCs, both in the design of the programs, and funding levels.  However, it is 
unclear of the extent to which the financial and technical assistance provided to PICs 
will be additional to existing levels of assistance. 
 
In one important aspect, PACER is not a symmetrical agreement between Australia and 
NZ on the one hand and the PICs on the other.  While PACER provides the PICs with 
the right to consultation with Australia and New Zealand if either Australia or New 
Zealand were to enter into negotiations for a free trade agreement with a non-Forum 
country, the  benefit to be negotiated would only be for “improved market access” for 
PICs- not the equivalent of the FTA being negotiated with the non-Forum country (as 
would have been the case had the agreement been symmetrical).121  
 
There are two views explaining the signing of PACER.  There is a strong view that 
PICs only agreed to PACER after they succeeded in keeping Australia and NZ out of 
PICTA, after they made a belated attempt to join.  An alternative interpretation is that 
PACER is a symptom of PICs’ recognition and concession that Australia and NZ, for 
the foreseeable future, will be their most important developed country partners and 
donors, and that PIC relationships with other developed countries or groups of 

______________________________________________________________________ 
120 Free trade arrangements are taken to mean “free trade areas” (FTAs) or Customs Unions (as defined 
by GATT Article 24.8). 
121 As PICs currently enjoy duty free (but qualified) entry under SPARTECA, the improvements in 
access may be through measures such as more lenient Rules of Origin criteria, assistance with marketing 
initiatives, and assistance with quarantine obligations. 
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countries should not place Australia and NZ at a disadvantage.  But this explanation 
makes the PACER a "reactive" agreement, not proactive as would have been the case, 
had there been political substance to the interpretation. 

 

The EPAs under the Cotonou Agreement 
 
The Cotonou Agreement (CA)122 was signed supposedly as an “equal” development 
partnership between the European Union and the ACP states.123    The public in the 
Pacific Islands may be forgiven however, if, in the light of the kava debacle, they 
remain skeptical about the genuineness of the EU’s concern for PIC development    
Over the last year, EC pharmaceutical companies, whose sales were threatened by the 
increasing popularity of kava products, had little difficulty in obtaining bans against 
PIC kava exports to Europe.  With a stroke of a pen, PIC exports were decimated, with 
a consequent destruction of PIC incomes and employment.  There is supposed official 
powerlessness in reversing the ban.  Yet the whole aid relationship underlying the CA 
is that the EU sees itself as a development “bigger brother” to the under-developed 
PICs.  Yet the “bigger brother” stood by while an industry in which the PICs have 
comparative advantage was almost destroyed by EU multinationals. 
 
What cannot be lost sight of is that while the central objective of the CA partnership is 
stated to be to “promote and expedite the economic, cultural and social development of 
the ACP States” (Article 1), a new trading regime is explicitly held by the EU to be at 
least as important an objective.124  Thus while the CA expects the ACP development 
strategies to be centered on the objective of reducing and eradicating poverty, the 
provisions state this objective has to be consistent with the objectives of "sustainable 
development and the gradual integration of the ACP countries into the world 
economy”.   The CA commits that “regional and sub-regional integration processes 
which foster the integration of the ACP countries into the world economy in terms of 
trade and private investment shall be encouraged and supported”. 
 
Under the Cotonou Agreement, the Lome IV trade arrangements are to continue till 
2007 while the development aid arrangements will continue on for 20 years. The trade 
arrangements to apply after 2007 are to be re-negotiated125 and these will take the form 
of Economic Partnership Agreements (EPAs) or alternative trading arrangements with 
ACP countries that are not willing to conclude EPAs.  Article 37.6 of the CA states that 
the alternative trading arrangements will provide these countries with a “new 
framework for trade which is equivalent to their existing situation and in conformity 
with WTO rules” (my emphasis).126 
 
Article  36 of the CA state that the ACP states and the EU “agree to conclude new 
WTO-compatible trading arrangements”.  Of relevance is GATT Article XXIV which 

______________________________________________________________________ 
122 The CA, successor to the Lome Convention, was signed in Cotonou (Benin) on the 23 June 2000. 
123 The extent of disagreements over the modality of proceeding further with the EPA negotiations 
suggests that the PACPs are not being treated as  genuine equal partners.  
124 The extent of balance achieved in the new arrangements,, between these two sets of objectives, will 
therefore be an interesting reflection of the degree of “equality” between the two sets of partners. 
125  The negotiations are expected to take place between September 2002 and December 2007, in two 
phases. 
126 It is quite unclear how the new framework can be simultaneously equivalent to the existing situation 
and in conformity with WTO rules. 
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covers preferential trading arrangements between developed WTO countries and all 
subsets of developing countries.  The current non-reciprocal Lome Arrangements were 
covered by a waiver obtained by the EU from WTO.  It is now being perceived that 
WTO regulations will not allow discrimination between different groups of less 
developed countries who have partnership arrangements with EU and that reciprocity 
will be required of the ACP states after 2007. 
 
PIC import duties on EC products are likely to come down or be eliminated.  Of critical 
importance will be the definition of  “substantially all the trade” (SAT) on which duties 
will be eliminated.  While there is no consensus on how SAT will be defined, PACPs 
need to prepare for worst case scenario that import duty may have to be eliminated on 
90% of all imports (by value) from the EC.127

 

 

Doubts about RTA benefits 
 
While some of the political benefits of regional integration movements are obvious in 
the short term, there is considerable debate about its overall economic usefulness in the 
long term.  The early studies which led to the formation of PICTA (Filmer and Lawson, 
Scollay) all concluded that the largest gains from regional integration would arise from 
a FTA including Australia and NZ, while an FTA encompassing the PICs (excluding 
Australia and NZ) would not be expected to provide significant benefits. 
 
These regional conclusions are consistent with the international studies.  Vamvakadis 
(1998) examined the impact of five regional trade agreements in the seventies and 
eighties, and found that none led to faster growth largely because "most of these 
agreements were among small, closed and developing economies".  His findings for the 
island nations of the Carribean (part of CARICOM), showed a massive decline of 
growth rates from an average of 4.5% to just around 1%.  
 
Vamvakadis (1999), in a time series study spanning 43 years, examined the impact on 
growth of countries which had liberalised broadly and that of those that joined an RTA.  
It was found that the former grew faster in both the short and long term, but slower 
after participation in an RTA.   
 
There has also been serious concern about the unequal sharing of economic benefits in 
an RTA.  Venables (2003) concluded that RTAs between low income countries tended 
to lead to divergence of member country incomes, and that developing countries are 
more likely to be better served by "north-south" than by "south-south" agreements.   
The larger more industrially advanced countries in the FTA tended to enjoy the bulk of 
the production benefits.  Thus Carribean experience has been that the major beneficiary 
has been Trinidad. 
 
These conclusions are likely to be stronger for the small island economies like the PICs 
given their relatively small populations, low incomes per capita, lack of regular 
communications links (especially for the transport of goods), lack of developed 
infrastructure, and the similarity of their resource endowments (mostly scarce).    
Firstly, simply reducing tariffs is unlikely to encourage greater competition amongst the 

______________________________________________________________________ 
127 Other definitions being suggested are 90% of product lines, or an optimistic hope for an asymmetric 
liberalisation, with 90% being the average. 
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PIC producers.  It would be necessary to ensure a whole host of complementary 
measures and practical assistance to currently small PIC producers to encourage them 
to attack other markets: cost-effective production of quality goods, ensuring regular and 
cost-efficient transport and freight charges; coping with customs regulations, product 
standards, being able to satisfy quarantine requirements etc.  Prasad (2003) discusses 
some of the conditions under which PICs may be able to benefit from an FTA, and the 
inherent limitations of their production bases. 
 
However, it could be argued that if the entire PICTA market is able to be supplied by 
one (monopoly) firm utilising economies of scale (as is quite likely in a number of 
industries), effective competition may neither be feasible nor desirable, especially if 
smaller scale and inefficient operations are encouraged by protection or subsidies.  On 
the other hand, having a monopoly operating throughout the PICTA region may also 
lead to the undesirable result that the benefits of trade diversion would be captured 
more by the producer than by the consumers.128 
 
The investment benefits may also not eventuate as expected.  Where the PICTA 
encourages new foreign investment to operate behind high tariff barriers towards the 
non-PICTA countries, there is also the danger that individual PICs may compete with 
each other through tax incentives, for the investors (foreign or local) to locate within its 
geographical boundary.  In most cases, the higher the incentives, the lower the retention 
of national benefits.  The latter in any case may also be small, or even negative, if the 
costs of domestic production are significantly higher than the cost of imports.  The 
empirical evidence in Balasubramanyam et al (2002) suggests is that it is not the 
presence of RTAs that determine the size and direction of foreign direct investment, but 
the economic characteristics of the investing and host country.  Thus the smaller PICs 
are unlikely to see any significant increases in investment, either domestic or foreign. 
 
It has also been argued that by diverting trade from developed efficient countries (with 
the larger knowledge base arising out of their greater stock of research and 
development) to the less developed PICTA countries, the PICs may also reduce their 
learning opportunities, all of course in addition to the welfare loss due to the 
encouragement of trade diversion from a more efficient supplier (rather than trade 
creation).129   But it might also be argued in the PIC context that there may be greater 
learning opportunities to be derived from investment and production opportunities 
associated with import replacement, than there is from mere consumption of finished 
imported items- at least in the short term. 
 
However, PICs ratifying PICTA may need to come to terms with one fundamental 
thorny issue- the assumption that an RTA such as PICTA, is a “stepping stone” towards 
eventual full integration with the globalised world economy.130  Enlarging the regional 
market through PICTA may enable some firms of ratifying PICs to increase their scale 
of operations, by and large by replacing domestic producers and/or the imports from 
non-PICTA countries, assisted by protective tariffs for the PICTA area. 
 

______________________________________________________________________ 
128 The World Bank (2002) argues that the PICTA member countries should reduce their external tariffs 
in order to reduce the costs of trade diversion.  However, doing so would also reduce the incentives for 
domestic PICTA producers to benefit out of the enlarged FTA market. 
129 World Bank (2002:15). 
130 Bhagwati (1991) had asked whether RTAs were "building blocks or stumbling blocks". 
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For many, this will require new investment in plant, increases in employment, and 
expansion of distribution and marketing networks.  While these firms will no doubt 
significantly improve their economic efficiency and reduce their unit costs, it is also 
quite likely that these PIC firms serving the enlarged PICTA market, will still be small, 
relative to the competing metropolitan multinational companies.  Should the extra-
PICTA margins of preferences  reduce (as eventually they must) it is quite likely that 
the majority of the expanded PIC firms will still find themselves unable to compete 
with the metropolitan giants, and would inevitably have to close down. 
 
This will certainly be the case if PACER comes into full effect.   The majority of 
manufacturing firms in PIC countries survive on the basis of high levels of tariff 
protection, with the effective rates of protection being much higher than the nominal 
rates legally in place.131  The annual production runs for most firms could be covered 
by a few days’ production in the metropolitan countries.  In all likelihood, most 
metropolitan producers would simply export the finished products to the PICs if tariff 
protection was removed from the domestic producers.  Rare exceptions may include 
those where the orders from the PICTA clients would be too small for the metropolitan 
companies to bother with, hence a PIC subsidiary may be left to mop up the small 
demand.132 
 
This raises three contentious questions for PICTA governments.  First, should PIC 
governments be encouraging the expansion of PIC firms (with the associated resource 
costs) into the enlarged but still protected PICTA market, knowing that within the 
medium term (some eight years at the outset) these firms will still not be able to survive 
in a globalised competitive market?  In other words, if PICTA succeeds, it would 
paradoxically be creating an even thornier problem than currently exists, by 
strengthening an industry which may be even more difficult to dismantle, because of 
increased size and contribution to domestic employment and income generation, and 
political influence.    
 
The importance of individual companies in PIC politics and public policy cannot be 
under-estimated.  The Fijian economy, for instance, is characterised by government-
granted and protected monopolies operating in a whole range of key industries, such as 
telecommunications, cement, television,  and milk, to name just a few.  Government 
refuses to dismantle the monopolies (for a wide variety of reasons), despite protracted 
public protests for a number of years. 
 
Second, if the regional FTA encourages some firms to expand production, they would 
do so only if the short-term benefits justify.  Clearly, firms would invest their capital 
and increase production only if they are able to sufficiently exploit market power (at the 
expense of consumers) in order to rapidly return the capital invested, before the further 
liberalisation occurs. 
 
Third, and probably the most important given the likely long-term adjustments which 
will be required by PACER and the WTO,  is the lack of preparedness of PICs, their 
industries, and their governments.  This relates  especially to the significant changes in 

______________________________________________________________________ 
131 The effective rate of protection measures, at world prices, the value added that is protected. 
132 For example, the requirements of building projects for roofing iron, or structural steel, may be better 
served by manufacturing plant in the PICs, able to quickly respond to specific needs. 
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employment, demise of local entrepreneurs, and fiscal policy measures that will be 
required by the ultimate operations of the EPAs and PACER. 
 
These questions raise serious questions about the appropriateness of the overall mix of 
strategies being followed by PIC Governments, in relation to their major trading 
partners.  
 
This paper suggests that PICs are not pursuing the appropriate mix of international 
strategies which would seem to offer greatest promise of future economic benefits.   
Reference is made to the MSG Agreement, a special case study of the RTA 
implications in the PIC alcohol and tobacco industries, and the negotiating weaknesses 
of PACPs, over the EPAs with the EC.  The suggestion is made for a proactive 
triggering of PACER negotiations, a more urgent approach to closer economic 
integration with Australia and NZ,  towards the eventual formation of a South Pacific 
Economic Community. 
 

The resistance to integration 
 
There currently seems to have been insufficient acknowledgement amongst the PICTA 
signatories, that for economies of scale to be enjoyed by some PICTA producer, it must 
simultaneously require some producers in another PIC to reduce its market share, and 
for some, to close down, as the more efficient manufacturers increase their supply in 
the bigger markets created by the FTA. 
 
It is natural in such circumstances for producers and workers in threatened industries to 
lobby their respective governments against the imports from the other PICTA countries, 
presenting the old arguments about protecting local jobs, incomes and taxes.  The 
domestic consumers who would enjoy the benefits of free trade (usually greater than 
the costs) typically do not form a counter lobby group.  Most PIC governments, 
mindful of the reactions of disgruntled voters at the next elections,  have indeed reacted 
to protect the local lobby groups. 
 
The latter type of reactions is obvious from trade developments in the MSG.  At recent 
meetings of the MSG grouping, the smaller islands had expressed concern about the 
survival of their industries.  In August 2002133, Solomon Islands officials had referred 
to their Government’s “balance of payments” problems and “SOS” calls from some of 
their industries. Vanuatu expressed concern about the soap and canned meat imports 
from PNG and ice cream from Fiji, which were placing their domestic industries under 
stress.   This meeting noted that the MSG  Agreement allowed temporary relief in the 
form of tariffs (usually 12% or 15%) to be phased out after three years.  The meeting 
agreed that bilateral arrangements on product-by-product basis was needed. 
 
In a later meeting of the MSG Customs Working Group134, the Solomon Islands 
representatives proposed a three year "temporary" suspension duty free MSG trade.  
Vanuatu, referring to their declining exports and balance of trade with PNG and Fiji 
worsening, proposed to impose an “injury tariff rate” of 40% on corned beef, chicken, 
pork, fruit juices, ice cream, sawn timber, furniture, and toilet paper- the very few items 

______________________________________________________________________ 
133 Informal MSG Trade and Economic Officials Meeting, Forum Secretariat, 5 August 2002. 
134 The 11th MSG Trade and Economic Officials Meeting (Port Moresby, 25 October 2002). 
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in which MSG trade had begun.  And Solomon Islands proposed to apply injury tariff 
rates to 37 items over the next thirty six months from the date of inception of this 
policy.135 
 
Such reversals of policy are not restricted to Solomon Islands.  The 2004 Fiji Budget 
saw the Government reducing tariffs on the import of a common essential consumer 
item- exercise books.  In a matter of weeks, Government had reversed their policy 
because of strong public lobbying by a major domestic "producer".136   There is 
currently an expansion of flour mills in Fiji.  All can operate profitably, only because of 
the high protection afforded the "industry".  It is acknowleged by the current industry 
leader, that a metropolitan plant would satisfy the entire annual Fiji output in a few 
days. 
 
What is clear from general government reluctance to reduce import duty protection on 
even dubious industries, that reversals of free trade policies will also take place if and 
when PICTA-induced trade begins to take place, with threats to some domestic 
producers. 
 

PIC Unpreparedness: the case of alcohol and tobacco products 
 
The economic logic of  making FTAs work and produce the expected benefits, requires 
that PIC governments must understand the precise costs and benefits of their affected or 
threatened industries and firms.  They need to come to clear conclusions as to the long-
term viability of these industries and firms, before making decisions to perpetuate a 
protectionist environment or remove protection.  There is little indication that PICs in 
general have proceeded in this direction, although all have signed PICTA and 
PACER.137 
 
It seems that while many PIC companies are in a position to aggressively target other 
PIC markets, within the ambit of PICTA, few are actually contemplating doing so.  
Some simply do not have the resources to do so.  Some have been operating behind 
protectionist barriers in “comfort zones” for so long, that it is virtually a foreign culture 
to think of competing regionally or internationally. Some PIC companies simply do not 
have the expertise to take advantage of PICTA.  For some PIC companies, metropolitan 
multinational control with conflicting interests in the PIC markets may also inhibit 
regional and international aggression by the PIC company.  Thus some PIC firms, 
which have the capacity to export to other PICs, nevertheless follow company policy 
not to target markets being supplied by the metropolitan company. 
 
A recent study (Narsey:2003) on the integration of alcohol and tobacco products into 
PICTA throws up a number of contentious issues which may be examined with respect 
to PICTA in general.  While alcohol and tobacco products are currently excluded from 

______________________________________________________________________ 
135 The minutes of the Meeting apparently concluded that “The above two (2) resolutions were adopted 

at the 11th MSG Trade and Economic Officials Meeting, subject to the acceptance of the above 
resolutions by each respective MSG Member Country”. 
136 With almost all the material inputs necessary for the manufacture of the exercise books being 
imported, there would be miniscule domestic value adding, the effective rate of protection would be 
extremely high, with the costs all imposed on the hapless consumers. 
137 The Samoan Government and its Ministry of Trade seem to be an exception in this area (see below). 
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PICTA138, there were serious concerns that some PIC breweries, distilleries and 
cigarette manufacturers might not be able to compete in a Pacific-wide FTA.  It would 
seem that PIC governments have not decided between the tradeoffs promised by the 
FTAs (including cheaper consumer prices and better range of goods) and government 
revenues, short-term loss of domestic employment and incomes, and the demise of 
relatively inefficient domestic firms. 
 
The kinds of difficult decisions that some Governments will be required to make about 
the extent to which they should keep protecting their respective alcohol and tobacco 
industries, are exactly the kinds of decisions that they will be required to make with 
respect to many industries threatened by the operations of PICTA in general, and the 
eventual impact of PACER. 
 
PIC governments have not prepared for the possibility that when PICTA-induced 
exports do begin to succeed in other PIC markets, there will be opposition from vested 
interests currently entrenched in those markets.  A critical sticking point for the 
integration movement will be resort to PICTA “Rules of Origin” regulations to deny 
access to competing PICTA products.     Yet few PIC governments have examined their 
existing industries to see whether their products would qualify under the ROO. 
 
Rules of Origin Issues 

 
According to PICTA, each Party must establish a mechanism to provide, on request, a 
binding ruling on the originating status of goods to be imported, available at least six 
months in advance of shipment of such goods, and valid for a period of at least six 
months after the arrival of the first shipment.  To this end, the Parties are required to 
establish a Rules of Origin Committee (serviced by Forum Secretariat) which shall 
consist of representatives, whether from the public or private sector, from the first five 
Parties to ratify the Agreement, including at least one representative from a Least 
Developed Country or Small Island State.   Derogation from the Rules would only be 
permitted where it is established, on the basis of objective evidence, that the goods 
concerned have undergone “substantial transformation” in the territory of the exporting 
Party139; or are temporarily unable to qualify as originating goods due to “exceptional 
circumstances”.   
 
Such a Committee has yet to be established, yet almost certainly, any PICTA-induced 
trade which threatens domestic industries will give rise to ROO challenges.   Most PIC  
alcohol and tobacco products are extremely unlikely to qualify under the current 
PICTA  ROO, while some are on the borderline. 
 
Impact of PICTA trade in tobacco products 

 
The four tobacco product manufacturers in PICs are all owned by British American 
Tobacco (BAT), operating in Papua New Guinea, Solomon Islands, Fiji and Samoa.   
They manufacture cigarettes, “Roll Your Own” products, and also local varieties of 

______________________________________________________________________ 
138 There were fears that reduction of duties might have a severe negative impact on some governments’ 
excise and custom revenues. 
139 The Agreement also states that the ROO Committee should ensure that “if appropriate, they [the 
rules] conform to the guidelines produced by bodies such as the World Customs Organisation and the 
World Trade Organisation”. 
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“stick” cigarettes which are cruder versions of cigarettes, sometimes using print 
newspaper as the wrapping for the tobacco (as in PNG).   
 
Employment is significant in the PIC context, given their extremely poor record of job 
creation.  The PNG factory employs 255 persons, Fiji 132,  Solomon Islands 161, and 
Samoa 46.  Roughly a fifth of the employees are women.  Some 197 persons are also 
employed on the Fiji farms, most on a part-time basis.   BAT operates in most PICs as 
virtual monopolies (due to the high protection against imported brands), although there 
is some indirect “competition” from the informal sector products.140   
 
A salient fact for discussing likely outcomes of PICTA trade in tobacco products, is 
that the BAT factories in PNG, Samoa and Solomon Islands all use imported tobacco 
and other inputs.  BAT (Fiji) is the only subsidiary which uses domestically grown and 
processed tobacco: some 73 percent of the tobacco used by BAT for manufacture of 
cigarettes in Fiji, is grown by small farmers, locally.141 
 
BAT (PNG) is by far the largest factory of the four and would normally have been one 
of the two prime candidates (other than Fiji) for the location of the “the one” factory 
which BAT would probably prefer to supply the entire PICTA market.   However, not 
using domestically grown tobacco would prevent it from supplying the other PIC 
markets under PICTA.  Based on the author’s study, only cigarettes made from tobacco 
locally grown (in Fiji) are likely to satisfy the ROO.  Hence it may be surmised that Fiji 
cigarettes, if exported to the other PICs under PICTA, would tend to drive the local 
producers (PNG, Samoa and Tonga) out of their domestic markets.   Production, 
employment and incomes would grow in Fiji, and reduce in the other three countries. 
 
Yet none of the latter countries currently envisage the demise of their tobacco 
"industries" despite the reality that their products would not be able to satisfy the 
PICTA ROO;  they have minimal domestic value added; they are not genuine “infant 
industries” as such;  and the consumers are paying extremely high prices to essentially 
subsidise the profits of the company.  The sole factor underlying the reluctance of these 
PICs to see competition from other PICs, is the employment currently provided by their 
cigarette factories, significant in the local context. 
 
It is also patently clear, that were PACER to come into effect, BAT would prefer to 
supply the entire Pacific market142 from one of its metropolitan factories and close all 
the PIC factories.  Whatever increases in production, employment and incomes are 
enjoyed by PIC industries through PICTA (namely the Fiji industry, in this case) would 
eventually have to be sacrificed for the wider and greater economic benefits derived 
from the integration through PACER.  There is little indication that any of the PICs are 
preparing their manufacturers and employees for this inevitable eventuality. 
 
Impact of PICTA trade in beer products 

 

The beer industries in the PICs are represented by two large breweries (PNG and Fiji), 
two of moderate size (Samoa and Solomon Islands) and five micro-breweries (two in 

______________________________________________________________________ 
140 In some countries, such as Fiji, there is a significant informal tobacco industry, consisting of small 
subsistence farmers growing tobacco, drying and forming into “twist” tobacco- known locally as “sukhi”.  
141 PNG has used locally grown tobacco in the past. 
142 Roughly taking 1.6 billion sticks of cigarettes in 2002. 
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Fiji, and one each in Tonga, Cook Islands and Palau).  All the breweries use imported 
material inputs of hops, barley, malt and yeasts, with the exception of the sugar used by 
the Fiji and PNG breweries. 
 
Most of the breweries make a variety of products- bitters, lagers, and stout-type beers.  
Most of the PIC breweries have experimented with the composition of their beers to try 
and please the local palate, which is usually different from the metropolitan tastes 
originally geared to by the beer manufacturer.143  Some have successfully turned their 
breweries around because of astute changes to their beer formulae. 
 
The large and moderate sized breweries employ significant numbers of workers: Fiji 
some 150, Samoa 120, Solomon Islands 99, Tonga 40 and Vanuatu 35.144  The 
microbreweries in Fiji, Palau, and Cooks employ a handful.  Fiji and PNG breweries 
are the largest and would be considered to be the most efficient of these PIC breweries. 
 
Throughout the PICs, there is diversity of the extent to which imported beers are 
allowed to compete with domestically produced beer, via the structure of import and 
excise duties.  Fiji, Samoa and PNG producers virtually supply their entire markets 
while Tonga has around 85%.  The major Vanuatu brewery supplies only a half of the 
domestic beer market, for a number of reasons.145   The micro-breweries in Palau and 
Cook Islands have a minor share of the domestic market for beer - at just around 5%- 
reflecting the relatively low duties charged on imported beer, and their problems of 
maintaining quality. 
 
In the brewery industry, the universal free market trend has been for economies of scale 
to prevail and small regional breweries and microbreweries to succumb to the large 
multinationals, with the minor146 exception of “boutique” breweries.  Were there to be 
completely free trade in beer products amongst the PICTA countries, it is quite likely 
that the beers from Fiji, PNG and to a lesser extent Samoa, would tend to displace the 
beers from the smaller breweries in Vanuatu, Tonga, Palau and Cook Islands.   
 
And were the PICs to maintain significant import duty protection against imported 
beers from non-PICTA countries147, than  in a number of non-beer-producing countries 
(such as Kiribati), there is likely to be replacement of Australian and NZ beer products 
by exports from PNG, Fiji, and Samoa. 
 
Interestingly, the outcome in terms of brands may be different given that an Australian 
company has controlling interest in the Fiji brewery, and through it, of the Samoan 
brewery.  Fiji beers are not aggressively marketed in Kiribati and Samoan beers are not 
aggressively marketed in Cook Islands, despite the presence of demand.  Part of the 
explanation is the controlling interest of the Australian Fosters group in Carlton 
Brewery Fiji Limited (and Samoa Brewery Limited).    

______________________________________________________________________ 
143 Some of the original products manufactured have had German, Dutch, Australian, and NZ origins. 
144 The PNG Brewery, as an indication of its concern over the impact of PICTA, declined to give details 
even of their employment. 
145 Not only is there a strong importer lobby, but there is increasing competition from domestically 
“produced” (largely unregulated) spirits and mixed drinks. 
146 Minor in terms of market share. 
147 This may not be taken for granted, as several PICS governments may wish to preserve consumer 
choice.  



 
Annex H   PICTA, PACER and EPAs: where are we going 

 

 

103 

Amongst the Foster's Group’s four divisions are Carlton and United Breweries (CUB) 
and Foster’s Brewing International (which manages Foster’s Lager and the breweries in 
Fiji and Samoa).   The Foster’s Group and CUB exports Australian beers148 to the PICs, 
and derives a hundred percent of the profits from these sales.  Owning only part of the 
shares of CBFL and SBL, the sale of PIC beers is unlikely to generate the same level of 
profit per litre of beer sold in these markets, for the Foster’s group (although the 
relatively lower labour costs in the PICs and the higher rates of protection would tend 
to increase the profitability of the PIC breweries).149 
 
Nevertheless, if PICTA did set up protection for PICTA producers, then one counter 
strategy for Australian beer exporters will be to produce the Australian brands under 
franchise, within the FTA- probably using CBFL (in Fiji) and/or SBL (in Samoa).150  
The end result would still be that PICTA trade would lead to an increase in output and 
employment in the PIC beer industries in the short to medium term. 
 
However, if PACER is to be operationalised with the removal of duties against 
Australian and NZ exports, it is unlikely that the metropolitan owners of CBFL and 
SBL would wish these factories or unique local brands to continue.  Foster's generates 
around $5 billion in total annual sales (with sales growing by more than 40% in the last 
five years) and has brewing operations in Australia, Vietnam, India and China.151  The 
Fiji and Samoa breweries are therefore of relatively minor consequence in Foster’s 
global operations and their flagship brand- Fosters.152   Most of the PIC beers would be 
replaced by the metropolitan beers from Australia and NZ, the PIC breweries would 
close down.153  There would be a corresponding loss of employment, larger even than 
the levels of employment existing before the PICTA- induced trade.154 
 
Again, given the importance of employment for PIC governments, such losses of jobs 
would strongly militate against the implementation of PACER, despite the wider 
national benefits promised.  Rather than being a "stepping stone",  PICTA may be 
characterised as yet another, blocking wall to international integration. 
 
Conflict of interest with metropolitan interests: the case of Fiji Bounty Rum 
 
Another product in which paradoxical situations may be thrown up by PICTA and the  
dominance of PIC markets by a multinational is rum.  For developing countries which 
are attempting to export manufactured items, it is extremely difficult at the best of 
times to find a product that is internationally competitive in price and quality.   This is 

______________________________________________________________________ 
148 Mostly the Fosters and VB brands. 
149 The lower unit costs of the metropolitan beer may generate higher profits per litre of beer sold. 
150 Such as Fosters and VB. 
151 Foster’s in 2003 claimed to be ranked the number two selling brand in the UK; number one in 
London; number seven across Europe, sixth largest imported beer brand in the US; and the number two 
beer brand in the Middle East (Fosters Group website).  
152 On the Fosters’ website, there is no mention of the Fiji  Bitter or Vailima brands. 
153 For a product like beer, which has associations with local tourism industries, it would not be 
nationally desirable for the domestic beers to become extinct. This would be one of the very few 
industries which PICs can protect with some legitimacy, even if the industry may not be as efficient as 
metropolitan industries. 
154 The lower labour costs of breweries in the PICs would not be enough to compensate for the 
economies of scale advantages of the metropolitan breweries. 
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certainly not the case with one of Fiji’s spirit products- rum155- produced by South 
Pacific Distillery Limited (SPDL), a company whose majority shareholder is Carlton 
Brewery Fiji Limited, which is itself controlled by CUB (Australia)/Fosters 
International. 
 
SPDL has been exporting rum (to both PICs and  Australia and NZ), but an 
increasingly large proportion is exported as bulk rum, not bottled brand name rums.  
The relative lack of success of alcohol exports to the PICs is an interesting and complex 
issue involving a range of possible factors. 
 
The unit cost issue has to be an important factor.  The metropolitan products generally 
tend to have lower unit costs (because of economies of scale).  SPDL would also face 
double costs in the transport of bottles.  Empty bottles need to be imported from NZ, 
bottled with Fiji spirits, and then re-exported to compete in export markets.  There is 
currently no recycling of bottles.  However, the financial interests of the parent 
company Fosters/CUB (Carlton United Brewery Australia) would also seem to be quite 
relevant, given that SPDL has produced international award winning rums which can 
clearly be marketed at the upper end of the rum market, for higher prices than bulk rum.  
 
SPDL’s Bounty Rum compares favourably with other international rum brands such as 
Coruba.  Its Bounty Dark Rum has won gold medals in 1983 and 1995, in the 
International Wine and Spirits Competition. In 1997, it won a gold medal in the Monde 
Selection organised by the International Institute for Quality Selection, in Brussels.  
And in the same competition in 1999, SPDL’s Bounty Millenium Black Label Rum 
was awarded the Grand Gold Medal.  Again, in 2002, its White Rum won a silver 
medal.   
 
The number of medals won by SPDL rum products is only limited by the number of 
times it has entered and strangely enough, it has not entered very often.156  The cost of 
entering a product would seem to be low157, compared to the considerable marketing 
benefits to be obtained if a product wins medals.   Given its success rate for the times it 
has entered, SPDL could easily have in excess of 20 medals to its credit to date. 
 
Indeed, it would seem that a private Australian company last year imported bulk 
Bounty Rum from Fiji, entered the Fiji product in international competitions under its 
own brand name158, and won 20 percent of all the rum prizes (including 2 golds and 3 
silvers) in the International Wine and Spirits Competition in London, as well as the 
Grand Trophy for the Best Rum in the competition. 
 
SPDL’s Bounty Rum does not receive unqualified enthusiastic support from 
Fosters/CUB.  Firstly, a CUB subsidiary (The Continental Spirits Company) imports, 
bottles and sells Jamaican rum under its own brands.159  Secondly, CUB has interests in 
other brands, such as Bundaberg Rum, which may be more profitable to market and sell 
than Bounty Rum. 

______________________________________________________________________ 
155 The arguments below refer only to rum products, not the other spirits such as whisky and gin. 
156 One company response was that they did not need to win medals every year.  Wine producers know 
only too well the boost given to the market value of products wining international medals. 
157 SPDL management gave a rough figure of F$1000 per product. 
158 The brand “Inner Circle” originally used by a CSR subsidiary, is well known in Australia. 
159 Captain Morgan. 
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Third, with CBFL marketing policies effectively under the control of Fosters/CUB, it is 
possible that the superior profitability for Fosters/CUB in selling Australian products to 
PICs, may be an equally relevant factor in the reluctance to push Fiji spirit products in 
the PIC markets.   CBFL handles the marketing of its Australian parent products in the 
PICs, although there is not a pro-rata sharing of the resulting profits, for CBFL. 
 
Fiji rum also seems to face an Australian customs barrier in that it cannot be exported 
to Australia unless it is more than two years old.160    Some Australian rums are sold in 
Australia well short of this minimum maturity period. 161 
 
While SPDL is not necessarily  internationally competitive as a producer of pure 
alcohol162, it would seem that SPDL has ample scope to expand production of its 
unique quality rum products.  The rum products are clearly of international quality and 
competitiveness, and there does not seem to be any limitation on the supply of the 
major input (molasses) which it obtains at a reasonable cost.163  The major weakness 
seems to be the failure of the dominant shareholder to encourage SPDL to engage in 
aggressive marketing drives and to increase production accordingly. 
 
While reference has been made to alcohol and tobacco industries, similar arguments 
may be made to virtually all the domestic manufacturing products which are capable of 
being encouraged through PICTA. 
 

Compensation for the EPAs and PACER: EU or Australia and NZ? 
 
For some of the PICs, trade liberalisation and integration into the global economy has 
been a stated government policy, as a desirable development policy on its own merits.  
However, all PICs are concerned that trade liberalisation through the EPAs with the EC 
may require PICs to grant reciprocity in tariff reductions, which, through the triggering 
of PACER, may have significant negative impacts on PIC fiscal positions.   This raises 
one of the more interesting questions regarding PICs’ international trade strategy. 
 
Table H.1 indicates that very little of PIC duty revenues will be directly at risk, because 
of reduction of duties on imports from the EU.  The share of the EU in PIC imports is 
small.  It has also been argued that EU’s share will probably remain small, despite the 
reduction in duties.     
 
Scollay (2002) suggests that where a trading partner had a large share of the Pacific 
ACP country’s market, this was an indicator of that country’s competitive advantage in 
that market, and also an indicator of its ability to increase its market share, if it were 
granted preferential access via a free trade agreement.164   The opposite would apply to 
countries with currently small shares.   While this argument would be quite applicable 
in situations where there was sharp competition between supplying countries, a more 
relevant argument here would be the transport costs from Europe to the Pacific.  
 

______________________________________________________________________ 
160 Australian customs regulations. 
161 Bundaberg Rum is a continuous distillery product saleable within a year. 
162 NZ manufactures pure alcohol at less than half the cost of SPDL, as a by product of the dairy industry. 
163 SPDL currently uses less than 5% of the molasses available from Fiji Sugar Corporation. 
164 Impact Assessment of Possible Economic Partnership Agreements with the European Union.  A 
Report for the Pacific ACP States. 2002. 
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Thus while the EPAs with the PACPs will not pose any great danger to PACP fiscal 
stability, their triggering of PACER will have drastic consequences. Australian and NZ 
shares of import duties comprise the largest share for most PICs (and US for the 
Compact countries). 165   

 
 
If PACER is triggered, and PICs are required to eliminate duty on 90% of imports from 
Australia and NZ, then there would be dramatic reductions of import duty revenues for 
PICs, seriously threatening to undermine  the fiscal stability of PICs.166   Percentages of 
total import duty lost would be Samoa 75%, Vanuatu 50%, Marshalls 50%, Kiribati 
45%, Niue 43% and Fiji 38%.167 
 
One key element of the current PACP negotiating strategy is to use their reduction of 
import tariffs as a bargaining chip to obtain concessions from the EC on the provision 
of additional resources over and above that currently envisaged.  The difficulty, 
however, is that if the PICs with fisheries resources choose to negotiate separate EPAs 
with the EU, then the other Pacific ACPs have very few  “bargaining chips” with which 
they can leverage additional financial resources from the EC.  The removal or reduction 
of import tariffs by PICs will generate few economic benefits for the EU and therefore 
there is little incentive for the EC to increase aid resources to the PICs.    
 
One possible argument for proceeding first with the EU EPAs is that the Pacific ACP 
states will be able to win major concessions from the EU which can then later be used 
as precedents for winning similar concessions with Australia and NZ.  Thus it is hoped 
that there will be an asymmetrical liberalisation of tariffs, a generous interpretation of 
the quantification of “substantially all trade”, and major concessions on Mode 4 
(movement of persons) on which Pacific ACP states will pose little real threat to EU 
labour markets, because of distance.    
 

______________________________________________________________________ 
165 The data is given on shares of import duty rather than shares of imports by value, as the two can be 
significantly different for most PICs. 
166 It is ironic that several studies have argued that it would be to the advantage of PICs to unilaterally 
reduce import duties.  Few PIC governments are convinced of that position.  
167 Based on 2003 data. 

Table H.1    Share of trading partners' in PACP Import Duty Revenues (2003/03) 

 Percentage of total import duty revenues collected 

Origin Fiji Kiribati Marshalls Niue Samoa Vanuatu 

ANZ 51 69 8 98 53 60 

            Australia 42 63 7 0 14 44 

            NZ 9 5 1 98 39 15 

EU 1 0   5 4 

PICTA       

            Fiji  13   9 9 

            PNG      2 

United States 1  53  12  

Others 47 18 39 2 22 25 

All 100 100 100 100 100 100 

Source: Narsey (2004). 
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But there are two weaknesses in this argument.  Firstly, the EU are not likely to give 
the major trading concessions that the Pacific ACP states are looking for- especially 
since they run the risk of weakening the EU’s bargaining hand with the far more 
important (for them) larger ACP states and the larger developing countries in general.  
Secondly, there is currently little economic incentive for Australia and NZ to adopt 
similar concessionary approaches to the PICs, given the paramountcy of their trading 
interests. 
 
The triggering of PACER, however, could offer the possibility of wider economic quid 
pro quo benefits for PICs, from Australia and NZ. 
 

Need for pro-active triggering of PACER? 
 
The current advice being offered to PICs is that in their EPA negotiations with the EU, 
they should be careful not to use terminology that may trigger PACER.  Thus they 
should insist on non-reciprocal market access and tariff concessions, while making no 
reference to FTAs or Customs Unions (which would trigger PACER).  This approach is 
certainly possible.   The EPAs are unlikely to take the form of a Customs Union, and 
may be far from becoming an FTA type of arrangement, especially if EU grants the 
ACP states, non-reciprocity.  Hence Article 6 of PACER may not be triggered.  
Moreover, even if full reciprocity has to be granted , and even if Article 6 does trigger 
negotiations with Australia and NZ, there is no time limit to the consultations required, 
nor any requirement that an agreement must be concluded.  So theoretically, PICs may 
postpone the activation of any FTA created by PACER even while negotiating fully 
reciprocal EPAs with the EU.  
 
But, there is a fundamental flaw in this approach.  The Pacific ACP countries currently 
have taken the position that given the severe impact of the trade deregulation on their 
fiscal positions, they will require corresponding benefits (such as additional resources) 
on the development co-operation parts of the EPAs. 
 
But, even if the EPAs achieve reciprocal duty free access to the partners’ markets, the 
potential loss of import revenue to the PICs is relatively small, because imports from 
the EU are a relatively small part of PIC total imports.  Consequently, the EU will itself 
derive only marginal benefits from this trade deregulation in the PIC markets and there 
is little economic incentive for the EU to grant any improved development package and 
resources (over and above what is already granted under the CA).    
 
On the other hand, should the duty-free access granted to the EU trigger similar access 
to Australia and NZ through the PACER,  the PICs (other than the Compact territories) 
will not only see  a severe reduction in their fiscal revenues, and will face major 
financial costs of adjustment.   
 
What is relevant is that there will be a significant expansion of imports from Australia 
and NZ who will thereby derive significant trading benefits.  And yet, while Australia 
and NZ would be expected to enjoy the lion’s share of the benefits of deregulated PIC 
markets, negotiations with them, for quid pro quo concessions to the PICs are not on 
the agenda.   
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Of course, once the EPAs are negotiated, the PICs could subsequently negotiate with 
Australia and NZ on trade liberalisation with them.  But PICs may then have weakened 
their negotiating position, given that WTO regulations require that developed countries 
(the EU and Australia/NZ) not be treated differentially by the developing countries. 
It makes more sense therefore for Pacific ACPs to negotiate simultaneously with 
Australia and NZ for reciprocal benefits to be derived from the deregulation of Pacific 
ACP markets to exports from not just EU, but also Australia and NZ. 
 
Understanding the extent of benefits that may be received by the PICs from Australia 
and NZ, and a corresponding understanding of the extent to which the PICs can grant 
tariff concessions to the exports of  Australia and NZ, can then logically feed into the 
EPA negotiations with the EU, with a better understanding of the tariff concessions that 
can safely then be made to the EU. 
 
The economic reality is that the Australian and NZ economies will, in the long term, be 
the most important trading partners  for the PICs- in terms of foreign investment, 
markets for PIC exports of goods and services (such as tourism), suppliers of goods and 
services, donor assistance, and possibilities for the absorption of skilled and unskilled 
PIC labour.  In terms of geo-political developments, it could be argued that in the long 
term, Australia and NZ should be the leaders of a “South Pacific Community” akin to 
the EC.  It makes more sense therefore, even if Australia and NZ have for the time 
being given up the initiative, for PACER to be triggered pro-actively by the PICs, as a 
logical geo-political development which is in the long-term interests of the citizens of 
the PICs. 
 
It should be noted that this does not require PICs to choose between closer relations 
with Australia and NZ on the one hand and the EU on the other.   Closer economic and 
political relationships with the EU as a global super-power has much to commend it.  
Not only are there indications that Europe will be one of the global economic 
powerhouses of the next two decades (with the euro likely to supplant the US dollar as 
world currency), but economic and political relationships with the EU do not have 
some of the fall-outs posed by close relationships with the US, the other global super-
power.  For most of the PICs whose economies must depend crucially on tourism, close 
association with US, could make the PICs vulnerable to terrorist attacks, thus posing 
grave threat to their economies.  It could also be argued that on a number of other 
fronts, such as environment, the EU are currently one of the more enlightened 
superpowers. 
 
The PACER provides for annual reviews of the operation of the Agreement, and all 
aspects of trade and economic cooperation among the parties.  General reviews of the 
PACER are to be held at three-yearly intervals.  The first such opportunity should be 
taken by the PICs to begin negotiations towards an FTA, in return for tangible and 
more advantageous benefits than are currently being offered under SPARTECA and the 
bilateral aid programmes. 
 

What future relationship with Australia and NZ? 
 
Discussions on the economic and political integration of the PICs with Australia and 
NZ have tended to be “all or nothing” affairs, focusing on the use of a common 
currency (the Australian dollar) as a necessary condition, and the consequent loss of 
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economic sovereignty by PIC governments.  Thus Brouwer (2000) concluded that the 
independent Pacific states would benefit significantly by stabilising their economies 
and policy structures, through the adoption of the Australian dollar.  Duncan (2002) 
reiterated his earlier call that PNG, Solomon Islands and all other Pacific countries 
would benefit from adopting the Australian dollar, thereby removing the key policy 
instrument which was encouraging undisciplined governments from engaging in deficit 
financing.  Most recently, an Australian Senate Committee Report revived the idea that 
a Pacific Economic and Political Community would be of benefit to both the PICs and 
Australia, while fostering peace and stability in the Pacific. 
 
Chand (2003), on the other hand, while also focusing his discussion on currency 
integration, acknowledges that currency unification was neither a necessary nor 
sufficient condition for accelerating PIC development.  Without specifying further, he 
saw “freer movement in goods, capital, services and labour” accompanied by 
unification of codes and standards, as ensuring deeper economic integration. 
 
But the discussion on closer economic relations does not need to focus on formal 
economic and political integration, if the objectives are to foster economic development 
for PIC peoples.  It is open to PICs to use the PACER as a channel for considering new 
trading relationships (including the reduction of tariffs on Australian and NZ exports to 
the PICs corresponding to the EPA tariff reductions) which could be reciprocated by 
Australia and NZ in comparable benefits.  The new trading arrangements cannot be 
considered separately from the aid arrangements, nor from the wider economic 
relationships which can be of benefit to the PICs, for their sustainable long-term 
development.  Much of the recommendations in what the PICs could look forward to 
on the development agenda from the EPAs with the EU, are equally applicable to what 
is desired from Australia and NZ. 
 
Australia and NZ already have sizeable aid programmes with the PICs, although the  
effectiveness of Australian aid to the Pacific is being called into question: it has been 
claimed that decades of Australian aid to the PICs has not resulted in levels of 
investment and rates of growth that were expected as a result of the aid programmes, 
and that most PICs are not viable states.  There is, of course,  interesting and robust 
debate about these claims if applied in a blanket fashion to all the PICs, without any 
concrete attempt to examine the actual track record of Australian and NZ aid 
programmes in the PICs. 
 
What cannot be disputed is that while Australian and NZ aid has focused on human 
resource development in the Pacific, much of the resultant skills have not been retained 
in their home countries.   A study more than a decade ago, documented the high 
proportions of tertiary graduates lost by Fiji, Samoa and Tonga, within five years of 
graduation (W.Narsey & I.P.Morris, 1992).  To date, several Pacific Island countries 
(notably Fiji, Samoa, Tonga, Cook Islands, and Niue) have contributed substantial 
portions of their skilled and professional human resources to the economies of Australia 
and NZ, as migrants.  A low estimate168 of the monetary value of this annual outflow of 
human capital, estimated by one study to be $60 millions annually (Reddy et al:2002) 

______________________________________________________________________ 
168 The calculation by these authors of the value of the human capital being lost uses domestic prices and 
values for costs of education and health, and Fiji's GDP per capita (as proxy for output lost through 
emigration).  Even using the same methodology, from the recipient countries' points of view, their 
valuations would be several times these estimates. 
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outweighs the monetary value of Australian and NZ aid to the Pacific (excluding PNG).  
While the severe shortages of engineers, doctors, nurses, teachers, skilled 
administrators, drastically reduces the standards of living in the PICs, further 
encouraging internationally marketable persons to emigrate. 
 
The irony is that the very skills which have been needed to make “development work” 
in the PICs have been sucked out to Australia and NZ, via their points system of 
granting permanent resident status. The emigration of these scarce skills are one 
primary cause of the current backwardness of their home countries, and indeed, many 
Australian and NZ aid programmes attempt to fill the gaps with extremely costly 
technical assistance programmes using Australian and NZ citizens169, or foster 
programs of human development which, given the high rates of emigration, eventually 
amount to pushing fingers into the perpetually created holes in the dike.  It is unusual 
that recent critics of Australian aid to the Pacific (such as Professor Helen Hughes), 
have not at all dwelled on the role of Australian and NZ immigration policy on 
retarding development in the PICs. 
 
It is also abundantly clear that where substantial banks of educated people have been 
retained in the PICs, they have not been enough in terms of critical mass, nor directly 
trained to become the entrepreneurs who might have been the source of sustained 
economic growth.    And the decades of Australian and NZ aid have not succeeded in 
fostering investment and economic growth in the very areas of comparative advantage 
that are perceived by economists, to hold the greatest hope for future sustainable 
economic growth, compatible with a WTO-regulated world order- in tourism, fisheries, 
forestry and minerals. 
 
It is vital therefore that the PICs examine whether they should currently be entering into 
dialogue, not just with the EU over the EPAs, but also with Australia and NZ on the 
specific programmes of development co-operation that will result in enhanced levels of 
investment (both domestic and foreign), higher rates of sustainable economic growth, 
and importantly, retention of skilled persons in the PICs, and the regulated access of 
PIC unskilled labour to the labour markets of Australia and NZ.  This does not have to 
take the form of formal economic and political union.  There could be progress on a 
limited number of key fronts, whose logical consequence a decade or so down, would 
in all probability be the formal union that has been theorised. 
 
Dual citizenship or residence for skilled persons 

 
It is abundantly clear that as long as PICs continue to suffer serious outflows of skilled 
and professional persons, they will not be able have sustainable economic growth, nor 
provide decent public services to their populations (which in turn encourages further 
emgration). 
 
One enlightened response by Australia and NZ to the outflows of skilled and 
professional persons from the PICs is the explicit recognition that their Permanent 
Residence status may be satisfied by residence and work in the PICs.   Many qualified 
PIC citizens may choose to remain working in the PICs, as long as they have a 

______________________________________________________________________ 
169 One such example was AusAID's Institution Strengthening Project at the Fiji Bureau of Statistics.  A 
number of key personnel from the Fiji Bureau of Statistics have emigrated to fill important positions in 
the Australian Bureau of Statistics. 
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guaranteed outlet to Australia and NZ, should political or economic circumstances in 
the PICs prove unacceptable.  Indeed, with the future of children often being the 
primary driving factor for emigration, a significant number of young PIC citizens may 
be tempted to remain in the PICs while single or with young children, whose 
educational and other long-terms interests they could still pursue by movement to 
Australia and NZ in later years.   For Australia and NZ, this may well prove 
economically more efficient than providing the more expensive technical assistance 
using their citizens. 
 
Access of unskilled labour to Australia and NZ 

 
The access of PIC unskilled labour to the Australian and NZ labour markets arouses 
strange reactions from different quarters.  Thus Bedford (2003), noting that successive 
Australian governments have been very reluctant to allow migration of unskilled and 
semi-skilled labour from the Pacific, quotes Helen Ware170 that “now is not the 
moment” to consider some form of guestworker scheme for Pacific Islanders.  He also 
quotes Helen Hughes as arguing that “to suggest that special exemptions should be 
made for unskilled (perhaps temporary) workers is the height of paternalism.  People in 
the Pacific are just as able to acquire qualifications as those in other countries from 
which Australia receives immigrants”.   Bedford (2003:37) concluded  that “sustainable 
development in Melanesia in the twenty-first century, as in Australia and NZ, will 
depend heavily on opportunities for young people to travel overseas for training and 
employment”.  It is the latter, however, that PICs must argue for, not completely 
freeing up, but in some regulated fashion. 
 
Indeed, a regulated supply of unskilled labour from PICs to Australia and NZ can 
become win-win situations.  There are many occupations in both Australia and NZ 
where the local citizens are reluctant in seeking employment, and PIC citizens can and 
wish to fill the gaps.  Given the small sizes of the PIC populations, this also ensures 
natural limitations on the numbers of unskilled labour who would be entering the 
Australian and NZ markets, and definitely controllable.  There certainly would not be 
the uncontrollable “flood” that one would expect should a similar scheme be instigated 
from Indonesia, India or Vietnam. 
 
The PIC citizens would be all too glad of gainful employment, at wages which are 
several times those of their home countries.  Their home countries would directly 
benefit through remittances sent home.  It may be noted that both the Samoan and 
Tongan economies are buoyed up by significant flows of remittances from their citizens 
abroad.  These flows of funds are more significant than the flows of aid, and probably 
far more productively employed. 
 
There would also be numerous indirect benefits: with the large numbers of currently 
unemployed youth being able to engage in gainful employment, the PICs should see 
reduced social pressure, leading to reduced levels of crime and general lawlessness 
which currently plague some of the PICs, thereby improving the investment climate in 
the PICs themselves.   It should be noted that Cook Islands and Niue, both of whose 
citizens are allowed free access to NZ, do not have any significant problems of 

______________________________________________________________________ 
170 Helen Ware (2003) “The implications of population change for Australian development assistance to 
Asia and the Pacific”. 
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unemployment, nor of crime.  They have the enviable problem of trying to repopulate 
their homeland. 
 

Need for trade liberalisation in rugby? 
 
Discussions of PIC comparative advantage in trade seldom focus on one area, which in 
the PICs is not generally considered as an economic activity, yet it is “big business” by 
any definition in the global world order.  I refer to sporting links with Australia and NZ, 
and specifically in Super Twelve rugby. 
 
There is no doubt that Pacific Islanders (and more specially Fijians, Samoans and 
Tongans) have great comparative advantage in rugby.  The PIC stars have taken the 
Super Twelve competition by storm.  Australian and NZ talent scouts now annually 
scour the secondary school competitions in the PICs to identify potential stars who 
could assist their teams to sporting success, and the high financial rewards that go with 
it.  Super Twelve is big business indeed, for Australia, NZ and South Africa.  The 
paradox is that while individual PIC players can play for the Super Twelve teams, PIC 
teams cannot.   Fiji, Samoa and Tonga have for several years wished to become part of 
the competition, but have been denied entry.   
 
It is ironic that both Australia and NZ hold themselves up as regional leaders in the 
liberalisation of their economies.  Yet in their countries, there is no free entry and exit, 
no “free market” or “level playing field” in rugby.  One of the essential mechanisms of 
a capitalist free market is that unsuccessful firms go out of business, replaced by 
successful ones.  This is practised in the English premier football league, for instance,  
with deadly results on motivation.   At the end of every season, the bottom five teams 
of the premier league are relegated and the top five of the lower division promoted.  By 
the end of the season, teams in danger of relegation, and those with the possibility of 
promotion, achieve pinnacles of competitive effort that do much to give energy and 
vigour to the league competitions, not to mention the profitability of the clubs, and the 
pay-packets of the players concerned. 
 
It is unfortunate that it is not difficult to draw the comparisons between what is 
happening currently, with the colonial and neo-colonial trade practices by which the 
developed countries have traditionally discriminated against the exports of developing 
countries.  Historically, raw materials from developing countries were allowed duty-
free entry to developed country markets. But the moment the developing countries 
attempted to add value to their raw materials by transforming them into more valuable 
products (and thereby create more jobs and higher incomes in the colony), higher duties 
were slapped on them, or a whole range of non-tariff barriers were used to prevent 
entry.  End result: developing countries ended up largely exporting raw materials (and 
jobs and incomes) to the developed countries.   Even currently, developing countries, to 
qualify for preferential entry to developed country markets (such as under 
SPARTECA) have to satisfy stringent minimum value added content via "rules of 
origin" (usually requiring 50% of the value added to originate domestically or in the 
partner country), which, interestingly, many developed country products themselves 
would never have been able to satisfy.171  

______________________________________________________________________ 
171 Many developed country products are simple transformation and combination of developing country 
inputs.  
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Compare this with the current international rugby environment faced by PICs.  
Australia and NZ will admit “raw materials” (individual players) to their home markets 
(the Super Twelve competition), but not the value added products (PIC rugby teams).  
PIC rugby unions have struggled for years to enter the Super Twelve competition, and 
to be given a fair share from the Rugby World Cups, but to no avail.172  On the 
contrary, PICs have not been able to even overcome international club restrictions on 
their citizens from representing them in the latest rugby World Cup.173 
 
Yet entry of even a combined PIC team to the Super Twelve has great potential for 
generating employment and incomes in the PICs.   For instance, if the “home games” 
were rotated between Fiji, Samoa and Tonga, the events could result in a significant 
boost for tourism activity for these three countries, both through fans (local and 
foreign) visiting, as well as appropriate television advertisement and exposure for the 
domestic tourism industries.  And tourism is one of the few domestic industries 
identified as focused on the comparative advantages of these small, vulnerable island 
economies, with a very genuine prospects of lifting the PICs from their current 
economic stagnation and poverty.  Yet the PICs do not receive any pro-active 
encouragement in this regard.   
 
Need for Australian and NZ investment in PICs. 

 
The Australian and NZ aid programmes to PICs have focused on trying to create the 
appropriate enabling environment which can encourage and sustain economic growth, 
and thereby alleviate poverty.   Over recent decades, there has therefore been a 
corresponding focus on improving health and education in the PICs, and more recently, 
improving governance. These are useful and constructive efforts, necessary conditions 
for economic growth to occur.  However, it has proven not to be sufficient conditions 
for economic growth.   
 
The uncomfortable bottom line is that even in the countries with reasonably good 
education and health systems, and reasonable governance, there has not been a 
satisfactory record of investment (especially by the private sector), and consequently, 
the long-term record of economic growth and development has been extremely poor.  
Only some of this lack of investment may be attributed to political instability in 
countries such as Fiji and Solomon Islands. 
 
A recent statement by the Australian Minister for Foreign Affairs174, reiterated that 
their trade policies, in addition to aid policies, were critical in their efforts to assist the 
economic development of PICs.  However, while both Australia and NZ have massive 
trade surpluses with the PICs, they have not mounted coordinated efforts at boosting 
direct investment in the PICs, either as independent private investment, or as joint 
ventures, in the PIC areas of comparative advantage.   And unfortunately, to compound 
the problem, PICs also have been ambivalent about foreign investment. 

______________________________________________________________________ 
172 A minor concession recently is the playing of a limited number of tests between a combined Pacific 
Islander side and the biggies. 
173 While the large countries are able to draw on their best players, the small PICs have their best players 
embargoed by the clubs they play for. 
174 Address by the Hon Alexander Downer to a symposium on Population Change in Asia and the 
Pacific. Development Bulletin No. 62 August 2003. 
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Yet only a dramatic increase in investment in areas of comparative advantage for PICs, 
have any prospect at all of raising the PICs out of their current economic stagnation.  
And some such investments, could address problems such as unsustainable logging in 
Melanesia, which both Australia and NZ have frowned upon.  For instance, investment 
in downstream timber processing and value adding in the Solomon Islands, can not 
only create long-term jobs and incomes which are WTO-compatible, but also serve to 
slow down rates of harvesting of forests.   Without economic growth and internally 
generated incomes and taxes, there are few alternatives for PICs such as Solomon 
Islands to cover their fiscal deficits (which are also complained about by donor 
countries and international multilateral institutions).   Yet there is no mention of 
encouraging investment in timber processing in the various donor programmes which 
are currently assisting in the economic recovery of Solomon Islands, nor in the other 
areas of comparative advantage.  
 

The “Jekyll and Hyde” relationships: PICs and Australia/NZ 
 
PICs need to re-orient their attitudes to Australia and NZ, away from the "Jekyll and  
Hyde" relationship that currently exists.  While many PICs and PIC regional 
organisations175 are almost totally dependent for their recurrent budgets on aid from 
Australia and NZ, there is national resentment when the latter attempt to influence 
policies in the PICs.176    Thus while national budgets talk of encouraging foreign 
investment for economic growth, political leaders often condemn foreign investors as 
economic exploiters, while foreign investment is discouraged in many areas of the 
domestic economies. 
 
To some extent there are genuine PIC concerns about the loss of national 
“sovereignty”.  But also, there are issues in which the interests of PIC leaders and elites 
do not harmonise with the interests of the ordinary citizens.  For instance, a complete 
economic and political union between PICs and Australia and NZ is understandably not 
high on the agenda of PIC political leaders- they stand to lose a considerable amount of 
ministerial discretionary powers (and status) in their economies and societies.   
 
On the other hand, the vast majority of ordinary PIC citizens would, if asked in a 
referendum, undoubtedly vote for political and economic union, if that gave them free 
access to Australia and NZ for education, employment and residence.  It is unfortunate 
that PIC stances are largely determined by the elites, not the masses.   Even PIC 
academic leaders of opinions, especially academics and NGOs, are super-critical of 
integration and globalisation, which do hold promise of improving the lot of the 
masses.  Ironically, both the academics and NGO leaders, are pretty adept at enjoying 
the benefits of globalisation in their working lives. 
 
Australia and NZ likewise need to examine whether their foreign policy can move 
towards creating a genuine Pacific economic and political community, in which the 
PICs can see their large neighbours as genuine “big brothers”, and not as “Big 
Brother”.  To a large extent, the reactive nature of PACER is an indication of a 

______________________________________________________________________ 
175 The one exception is USP, whose recurrent budget is almost completely funded by the member 
governments. 
176 A recent case in point was the furor over the appointment of the Secretary General of the Forum 
Secretariat. 
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significant weakness in the ability of Australia and NZ to proactively and sensitively 
manage the evolution of economic and political relationships with the PICs.  Australia 
and NZ may wish to examine a very real perception amongst trade experts, for instance, 
that whatever may be the logic of Australian and NZ aid to the PICs, when it comes to 
trading relationships,  “no quarters will be given”, no concessions made, unless they 
result in a net economic gain for Australia and NZ.177 
 
The current EPA negotiations between the Pacific ACP states and the EU, is an 
interesting manifestation of the importance that the EU places on strengthening its 
trade, investment and aid links through the Cotonou Agreement, with the score or so of 
small Pacific ACP states.  Yet the PICs’ immediate neighbouring super-powers 
(Australia and NZ) do not see as a priority, the inherent international political and 
economic advantages of having the PICs under their wings, in some kind of a Pacific 
Economic and Political Community which the PICs could be encouraged to accept 
through the right mix of incentives.  Were the latter to be a reality, Australia and NZ 
might have be able to engage in international fora, claiming to speak for twenty or so 
Pacific island nations, whose territories and EEZs cover a quarter of the world’s 
surface.    Currently, Australia and NZ seem to have lost the high ground to the EU. 
 

Conclusion 
 
The regional and international trading agreements that PICs have signed and are in the 
process of negotiating presents somewhat paradoxical situations.  A major trade and aid 
agreement (CA) encourages the prior establishment of a free trade area amongst the 
PICs (PICTA). 
 
In their EPA negotiations with EC, the PICs are arguing for resources additional to that 
provided by the CA, because of the likely fiscal impacts of the reciprocity in tariff 
reductions that the EPAs will require.  Unfortunately, the EC is unlikely to benfit 
significantly from reductions of duties to their exports. 
 
On the other hand, reciprocity granted to the EC will, if PACER is triggered and taken 
to its logical conclusion, be required to be granted to Australia and NZ, who will 
thereby be the primary beneficiaries of tariff reductions under the EPAs. 
 
The irony is that increased trade, production and employment under a successful 
PICTA, may have to be reversed, should the wider PACER be implemented with 
Australia and NZ.  The costs to the PICs will be substantial as the bulk of their 
domestic manufacturing plants will face closure. 
 
It makes more sense therefore, for the PICs to use the prospect of reducing tariffs to EU 
trade, not only to leverage development benefits from the EU, but to simultaneously 
negotiate with Australia and NZ, for specific development benefits to be derived from 
closer economic integration, in return for freer trade.  This, unfortunately, is not high on 
the PIC or Australian and NZ agendas.  It ought to be. 
 

______________________________________________________________________ 
177 This was the response given to the author when he first suggested to a Forum Trade Experts Advisory 
Group meeting (including experts from NZ, Australia and the Commonwealth) that the PICs should open 
a negotiating front with Australia and NZ, simultaneously with the EPA negotiating front with the EU.  
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