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Outline of this presentation 

PICs  have signed PICTA.  It has not worked well and is not likely to. 

 

PICs are also negotiating EPAs (with the EU) which are likely to 
require reductions of tariffs to EU exports to PICs.  (PNG and Fiji 
already signed “Preliminary EPAs” to protect their preferential access 
to EU markets for sugar and tuna). 

 

PICs now about to embark on negotiating PACER Plus  

 

Likely impact of EPAs and PACER Plus: moderate loss of jobs, but 
wider benefits. 

 

PICs must include generous labour mobility provisions as an integral 
part of the PACER Plus Agreement. 

 

Smaller countries like Tonga (and Tuvalu and Kiribati) may be better 
off negotiating Bilateral Agreements on Closer Economic Relations 
(BACER) with Australia and NZ. 



PIC regional and international ties 

MSG: Melanesian Spearhead Group Trade Agreement (Papua New Guinea, 

 Solomon  Islands, Vanuatu and Fiji) 

 

PICTA: Pacific Island Countries Trade Agreement (most FICs) 

 (FICs excluding Australia and NZ) 

 

PACER  Pacific Agreement on Closer Economic Relations (PICs and Australia/NZ) 

  

EPAs Economic Partnership Agreements with the EU- (post 2007) 

 

WTO World Trade Organisation   (Papua New Guinea, Fiji and Solomon Islands)  

  

US Special relationships: Compacts of Free Association (Palau, RMI, FSM) 

 

NZ special relationships: Cook Islands, Niue 

 

SPARTECA (most southern PICS with Australia and NZ) 



PICTA: signed by all FICs in 2001(excludes Australia and NZ) 

 Objectives of all agreements: accelerate PIC economic development, create 
employment, increase incomes; improve standards of living, reduce poverty 

 

Through gradual elimination of tariff and non-tariff barriers to trade (over ten to 
twelve years); under conditions of fair competition; with clear rules for trade (Rules 
of Origin etc) 

 

Fundamental objective:  create a larger single regional market  to encourage 
economies of scale amongst PIC companies, greater nvestment and better 
competition. 

 

Supposed to be a “stepping stone” or “building block” or “training ground” to 
further economic integration global economy under WTO rules:  

 

- prepare for PIC businesses to prepare for harsher competition 

 

- prepare governments for necessary fiscal reforms (to cover loss of import duties); 
put in place legislation/regulations(product standards, phytosanitary measures, 
quarantine, customs)  

 

Protection built in: for LDCs and SISs, indigenous peoples; negatives list/infant 
industries etc 



Market enlarging impact of PICTAand PACER: huge benefits of 

reducing average costs and prices, and expanding range 

In a market only supplied by a local firm (say 100 th consumers in Tonga or 800 th 
in Fiji) the average costs are high as are the prices paid by consumers (eg Pt or Pf) 

 

PICTA (7 million consumers) should allow prices to come down further to Pp and 
even lower (Pa) for PACER market of 27 m consumer. 
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PICTA benefits not likely to be significant 

Most studies show that regional agreements amongst poor countries do not lead to 

faster growth. 

 

A partnership between Poor Person A  and Poor  Person B is never going to be as 

good as a partnership between a Poor Person and a Rich Person. 

 

Countries better served by "north-south" than by "south-south" agreements.  

 

For PICs: biggest potential for gain is economic partnership with Australia and NZ. 

 

 

 



Basic doubts about PICTA 

Most PICs (except PNG) have small populations; low incomes per capita; lack of 
regular communications links; lack of developed infrastructure; virtually similar 
resource endowments; and most PIC producers not geared to export drives and 
regional competition. 

 

If PICTA does work as expected,  

 

- may have one firm, probably from larger PIC (Fiji and PNG most likely);  

 

- supplying whole PIC market, driving out small producers elsewhere amongst the 
small PICs 

 

- monopolists (rather than consumers) may capture the benefits of “trade diversion” 

 

- still unlikely to have any effective competition  

 

Investment benefits extremely unlikely also. 

 



Even investment benefits are unlikely 

Investors may invest only if capital can be returned quickly by use of monopoly 

power and/or tariff protection against non-PICTA products 

 

High tariff barriers towards non-PICTA countries lead to high costs to consumers. 

 

PICs may compete with each other through tax incentives, and reduce their own 

benefits 

 

AND eventually, PACER/WTO will erode barriers to non-PICTA imports 

 

And internationally competitive firms will still drive out most local firms 

 

Will this happen smoothly? Redundancies? Lobby groups?  



The reality of integration under  PICTA 

Under PICTA larger countries (PNG and Fiji) have lots to export to the smaller PICs; 
and will tend to benefit more 

 

But whenever exports have taken place under PICTA (soap, canned meat, ice cream, 
fruit juices, toilet paper) local lobby groups have managed to re-establish protection. 

 

Usually small PICs have little to export to larger PICs: but Vanuatu did have kava: 

 

But the Fiji kava producers’s reaction to imports of Vanuatu kava was absolutely 
scandalous: worth doing a masters degree thesis on that “trade war” 

 

More scandalous was the Fiji authorities’ response in protecting the Fiji kava 
producer interests 

 

The reality is that few PIC countries really believe in abiding by PICTA 

 

Most PICs faviour local companies who have succeeded in obtaining protection. 



Costs of tariff protection are high: how convince govts. & public?  

Under PICTA, PACER, EPAs, WTO some factories in the PICs may close,  

 

 some jobs lost 

 businessman goes out of business 

 govt may lose some revenue 

 

But governments and the ordinary public do not assess the value of the benefits of 
reduction of tariff protection to thousands of consumers, in relation to the value of jobs. 

 

Many economists believe that unilateral reduction of duties would be good for PICs 
overall, even if there are short-term costs, and we receive nothing in return. 

 

We can skip this for economists: very simple analysis involving supply and demand 
curves, and the resulting prices, and resulting total amounts consumed. 

 

What does reduced protection mean for the average consumers whose standard of 
living depends on the price you pay, and the quality of products you consume.   

 

Suppose local brewery has 50 workers earning on average $20,000 pa = $1 million. 



Take an internationally available commodity, eg beer at $2/bottle    

Total bought by consumers will be 4 million bottles at price $2. (where D = S) 
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Put in a domestic producer (orange line Sd = 2 Q)  

Local manufacturer sells 1 million bottles at the same price $2 

So imports will be 3 millions bottles. 

But local guy wants to sell more: asks for government tariff duty protection. 

Claims he can employ 50 more workers earning a total of $1 million. 
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Government puts on 50% duty on imports, red dotted line 

Price rises to $3 

At the higher price of $3 consumers now buy less: 2.66 million bottles. 

Reduced range of products 

Local manufacturer now sells a higher 1.5 million bottles 

Imports are now down to 1.16 million bottles but government receives import duty (area 3). 
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To protect extra jobs worth only $1 million pa 

Consumers have lost 1 + 2 + 3 + 4 = $3.4 million   (where does it go?) 

1 is the extra profit going to producers: $1.25 million  

3 : is government’s import duty of $1.16 million. 

And 2 + 4 = just lost altogether to the economy (dead-weight loss) = $1.41 millions. 
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This process is all reversed under economic integration  

if protectionist duties are removed. 

 

If under PICTA or PACER or EPAs you removed that 50% duty protection 

 

The local firms loses huge profits: will yell about local industries being destroyed 

 

May go to some Minister with a brown paper bag full of special coloured paper. 

 

50 jobs may be lost, worth a million dollars: but jobs are jobs; powerful union; each 
worker may know 10 voters; and television cameras will show crying families whose 
workers have lost their jobs and livelihoods.  

 

Government will lose $1.16 millions of revenue: and Finance Ministers do not like 
that. 

 

These are all powerful lobby groups in any society opposing the removal of 
protectionist duties. 

 

Whether in Fiji, PNG or Tonga. 



Who thinks of the 100,000 ordinary consumers?  

The total amount lost  by consumers is $3.4 million: better off sending the workers 
home on full pay (only cost $1 m). 
 

But each consumer will have lost on average only $34 per year or a mere 65cents/wk 

 

Who cares? 

 

Consumer Protection Society? 

 

Solid economists in government or acedemia? 

 

But with reduced protection on essential items, basic cost of living can fall, reducing 
wage demands, encouraging investment and exports. 

 

Which is why economists usually oppose protectionism. 

 

 



PICs are not prepared for PICTA or PACER or EPAs 

Despite more than a decade of work by Forum Secretariat (consultants, 
administrators); a decade of meetings between ministers, trade officials, NGOs, and 
expenditure of millions of dollars of preparatory work 

 

PIC govts. have still not analysed the long-term viability of industries/firms  affected 
by PICTA ; nor prepared for “rules of origin” issues; and other issues 

 

Nor weighed up trade-offs between jobs/incomes/taxes, and loss of consumer 
surplus/consumer choice;  

 

A new office has been set up in Vila, funded by Australia and NZ. 

 

But no action. 

 

What are the lessons of PICTA for PACER PLUS negotiations? 



To prepare for PACER 

Must (1) prepare PIC manufacturers  

 

(2) ensure that losers of jobs have alternative employment: 

 

A key element of PACER Plus must be easier access for unskilled PIC labourers  to 

Australia and NZ. 

 

Plus broad development benefits: infrastructure, education, health etc. (see my 

Islands Business article- suggests a few fronts). 

 

 



Negotiating PACER Plus will be painfully long 

The costs of PACER will be more severe than under PICTA. 

 

Trying to get all the PICs together will be a nightmare. 

 

Extremely unlikely to get consensus on anything. 

 

Likely to be another ten years of work by the Trade Negotiator’s Office in Vila, 

dozens of consultants, another decade of meetings between ministers, trade officials, 

NGOs, all loving getting out of their offices, and obtaining per diems, and a holiday 

in Nadi, Apia, Vila, Moresby, and who knows, Nukualofa. 

 

Can smaller countries like Tuvalu, Kiribati, Tonga try something else? 



Small countries have an advantage 

You have small manufacturing sectors- only 500 employed in manufacturing in 

Tonga: the costs of reducing protection will be small. 

 

If you do get concessions from Australia NZ on Labour market access, the costs to 

Australia and NZ will be small. 

 

It will be far easier for small PICs and Australia/NZ to do a Bilateral Agreement on 

Closer Economic Relations (BACER) than it will be for all PICs to agree on a 

common PACER. 

 



2.  Must avoid long costly drawn out process evident from PICTA 

Negotiations over PACER Plus may become a long drawn out affair 

 

With trade officials, Ministers NGOs etc attending meetings after meetings 

 

Legal battles after legal battles 

 

Discussing consultancy reports after consultancy reports. 

 

Ministers may even sign the eventual PACER Plus in Canberra or 

Wellington,  

 

But totally oppose its operation of the agreement once local costs (especially 

serious losses of jobs) begin to eventuate.  



3.  Must therefore include generous access for PIC unskilled labour  

to Australia/NZ labour markets to counter job losses under PACER 

We must recognise that both Australia and NZ face enormous pressure from 

their unions to discourage guest worker schemes etc as they inevitably place 

a downward pressure on their wage rates. 

 

During elections, political parties can easily give in and reduce access or 

even put a stop to PIC labour mobility. 

 

Making labour mobility an inherent part of PACER Plus will enable ANZ 

politicians to withstand such domestic pressures, as it would be then seen as 

an integral and binding part of PACER Plus. 

 

The remittance benefits of this labour mobility is enormous (Nic McClellan) 

 

And the national distribution of the benefits can be great development boost 

to rural areas. 



Value of remittances:  Fiji economy 

Value of remittances long acknowledged for Samoa, Tonga, Kiribati, Tuvalu 

 

But last 7 years for Fiji: has been the saviour of foreign exchange- these are 

probably under-stated as a lot comes in unrecorded:  > sugar exports 

 

If it had not been for these remittances, Fiji dollar may have devalued long 

ago. 
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Note the estimated flows into the rural areas 

Using 2002-03 HIES ratios, is far more than the loans to agriculture. 

Remittances are pure development funds, not requiring repayment. 

 

No wonder that commercial banks began their mobile rural “services” 

having long ago closed down all their rural branches.  
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Other forms of “PIC labour mobility”: military deployment 

“win-win” 

eg Military recruitment in Australia and NZ faces great difficulties as their citizens 

are not too keen to join. 

 

PIC military personnel would be only too happy to be in a revolving deployment in 

the dwindling ANZ defense forces, and receive professional training 

 

At pay which is higher than that paid in the PICs 

 

They would be taken off the struggling PIC budgets 

 

Would be invaluable for ANZ involvement in peace-keeping deployment 

internationally 

 

And such returned military personnel might also be improved in their 

professionalism and constitutional commitment to law and order- clearly an issue in 

several FICs. 

 



Other forms of “PIC labour mobility”: naval deployment 

“win-win” 

eg Naval recruitment in Australia and NZ faces great difficulties as their citizens are 

not too keen to join. 

 

PIC naval personnel (especially Kiribati and Tuvalu) would be only too happy to be 

in a revolving deployment in the dwindling ANZ Navies, and receive professional 

training. 

 

At pay which is higher than that paid in the PICs 

 

They would be taken off the struggling PIC budgets 

 

Would be invaluable for ANZ involvement in South Pacific policing of illegal 

fisheries, drug trafficking, etc  

 

And such returned naval personnel might also be improved in their professionalism 

and constitutional commitment to law and order- again an issue in several FICs. 

 



And what of free and competitive labour markets in Super 14 Rugby? 

Why have Australia and NZ failed to encourage the SANZAR nations to 

include a FIC Super 14 team in their competition. 

 

Huge industry based on the sport 

 

Huge benefits to PIC tourism industries through cameras following the home 

games in Fiji, Samoa and Tonga. 

 

Similar possibilities with Rugby League, soccer, netball and other sports. 

 

Still no progress with recent reports indicating yet another Australian team 

(from Melbourne) will be admitted.  (boring, boring, boring!) 

 



Regional mobility of arts movements and persons 

Great need for annual PIC/ANZ arts festivals rotated around the Pacific 

 

Showcasing music, dance, theater 

 

What a phenomenally rich multicultural community we have in the Pacific? 

 

Why only mobility of doctors, engineers and teachers? 

 

Why not of artists? 

 



Need for ANZ investment in PIC infrastructure  

Nearly all PIC budgets are under long-term financial strain, and unable to 
make the capital development investments necessary to foster growth. 

 

Roads, utilities, airports, education, medical services. 

 

This would also improve the standards of living for Islanders, and investors 
alike. 

 

Foster the pre-conditions for local investment 

 

 

Also foster ANZ investors 



Need for ANZ joint investment with PIC partners 

In WTO-compatible industries in FICs, focusing on  

 

-tourism 

-timber 

-marine resources 

-service industries (like retirement homes and call-centre industries) 

 

All of which could accelerate economic PIC growth 

 

Improve standards of living  

 

And reduce poverty. 



Basically Aust/NZ need to have a vision to look at PICs as  

some remote part of their own civilised territories 

Effectively depopulated of skilled and professional people who emigrate to 

Sydney, Brisbane and Auckland 

 

But in whose territories, investment must continue in order to make them 

livable for both PIC citizens and Australian and NZ citizens/investors 

 

In order to ensure that all infrastructure and support services like education 

and health are adequate to support communities. 

 

 



Note PIC peoples:  PIC leaders must also accept reduced powers 

One essence of economic integration is that paricipating countries find that 

their own discretionary powers over current supply, protectionism, etc are all 

reduced for the greater good of all. 

 

PIC leaders will naturally be reluctant to reduce their own powers. 

 

But the needs of their ordinary people ought to take priority.  

 

PIC people need to be on guard that their own leaders may wish to sacrifice 

the public interest in order to selfishly guard their discretionary powers. 

 

 

 



Second last, I suggest a different kind of “reverse flow” of Aus/NZ people 

Also a potential “win-win” situation for PICs. 

Australia, NZ and Japan have high and increasing life expectancies and they are an 

aging population compared to PICs. 

Their age care industries are costly 

We have high unemployment, and are very service oriented, and indeed are already 

good tourism markets for Australia, NZ and Japan.  Our labour is cheap. 
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Can PICs create retirement home industries? 

Fiji care-givers already working extensively in Australia, US, NZ and 

Canada.  Why not bring the elderly of Australia, NZ and Japan to spend their 

cold seasons in the warm tropical PICs. 

 

Already happening at individual household levels. 

 

Need to do this on a large scale. 

 

Major requirement is good medical facilities for the elderly. 

 

Employment potential is massive. But unfortunately not as profitable and not 

as “easy to initiate and implement” as normal tourism ventures. 

 

Can our PIC governments initiate such ventures? 



Last: why are we not looking at PIC to PIC movement of peoples 

 as solutions to some of our problem? 

In particular: all atoll countries facing displacement of peoples through 

climate effects: Tuvalu, Kiribati, RMI, FSM 

 

Movement to developed countries more likely to disperse peoples and 

dissipate cultures and traditions 

 

Movement to other PICs may hold people and their cultures together: PICs 

with land to spare for the small numbers of PIC people likely to come: PNG, 

Solomon Islands, Vanuatu, Fiji. 

 

Question 1: what wouild the the atoll countries gain? 

 

Question 2: what can the atoll countries offer the host countries? 



Atoll countries could purchase large blocks of land in host PICs 

The ability to farm the land and sea resources, and provide subsistence 
livelihoods in a tropical setting which they are used 

 

Ability to work in other cash jobs in the economy. 

 

If the settlement was near to the tourism industry, cultural groups could 
derive incomes from cultural shows.   

 

Abilty to install settlements in a cocentrated area would help to maintain the 
culture and tradition.  

 

Their relatively small numbers would not threaten the host countries: no one 
in Fiji cares about the large number of Tuvaluans who live here virtually 
enjoying all the rights of citizenship  

 

Except the dubious one of voting in elections 



What would they offer the host countries? 

The atoll countries could invest parts of their foreign reserves or Trust Funds 
with the host country 

 
To protect their international value, these investments could be denominated 
in international currency. 

 

Which would bolster the host country’s foreign reserves. 

 

It would also boost the local economy through the consumption exependiture 
of the atoll displaced persons, who would bring their incomes with them- 
effectively they would be “long term tourists”. 

 

Thus giving the host country an incentive to allow the displaced persons the 
right to purchase or lease land, and the granting of normal citizenship or 
residence rights. 

 

This also might signat a small experimental step towards a genuine PICTA 
integration with free movement of persons as well as goods and services. 



Thank you 

 

 

Questions and comments. 


