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Foreword

In November 1989, the Mont Pelerin Society held a Pacific Regional
Moeting in Chrisichurch. One session of that meeting was devoted o
the issue of development in the South Pacific  This velume is an

Mwmﬂhmmdumﬂhnhh

Above and beyond all its other altribhules, thiis ook ks remarkably
informative  Seasoned cbservens af the South Pacific as well as those
in need of an introductory briefing will find i & useful referonce. It
will also be useful to those interested in the more general aspects of
developing nations, in particular the sspeat of foreign aid.

The key to the book's success us a source of information is the
different perspective sdopted by each author. Savenaca Siwatibau
looks at the South Pacific from the inside, a8 an sctive practitioner of

nation and then exploves features that they sthare. This = a very
detailed and practical approach  Wolfgang Kasper ukes the view of
an outsider. Rather than concentrating on the detuls of individual
cases, he stands back from the often confusing array of specific
features and looks 81 the more fundamental forces ot work in deter-
mining the fate of the region. Peter Bauer takes a similar approach,
but limits his snalysis 1o the issue of aid 3t an international level,
Howeves, Professorns Kasper and Baver both pepper their works with
an sutsanding range of illustrative exzmples
The impressive display of information i unlikely (o0 leave the
reader with much confidence in the South Pacific. Professor Bauer's
aralysis of sid leads firmly 1o the condusion that “iniergovernmenta]
subsidies, known as foreign aid . should be terminated’, but he sees
no prospect that they will be or that aid procedures and practices will
be submtantially reformed Professor Kasper agress that aid as o
stands is damaging mostly because it encourages the further devel-
opment of statism which, in turn, works o discounage growth and
Mr Siwatibeu's detailed list of factoes affecting devel-
opment s also rich with examples of negauve influences, ranging
from ecosystemn overload to inappropriate national financial man-
agrimenL
However, not all is doom and gloom. Mr Siwatibau's list of

developmenial factors provides the reader with some arenas of po-
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tential growth, such as tourism, fisheries, agriculture and mining Dut
Mr Siwatibau is slways careful 1w add that success will depend on
nﬁwhﬂmn{h-hmmcdmdnmmmunﬂlmm
reductions in the role of govemments, not only domestic ones but,
throwgh sid monkes, foreign ones as well. His belief that sucoess can
be achieved is supported by examples: Kiribati's effons 1o reduce
Bovernment dependence on aid, the antempts by the Fiji government
v privatise the Figi Sugar Corporation, and the participation of nations
In the South Pacific Regional Trade and Economic Co-openition
Agreement (SPARTECA).

Pﬂhﬁwhﬂuﬂhﬂ:hﬂmdhpw
hmmmmm.mum
sation and sell-help. He even sees some place for foreign aid, given
that there are no prospecus for abolishing it and given the application
of & serics of cavests that he labels the "Ten Commandments of
Forelgn Aid'. He is also an advocate of an economic and cumency
union in the South Pacific, which he sees as 3 mechaniam for avosding
many of the costs faced by small-scabe governments.

While Mr Siwatibau and Professor Kasper temper theis enthusissm
for their proposals by remaining sware of the peacticalities of reform,
the two commentators — Colin Simkin and Peter Jennings — bath
mhmﬁdﬁﬂmm‘mmm
Professor Simkin is critical of Professor Kasper's proposal for & Pacific
union and suggests that ‘outsiders ... can hope to have only an
educative influence’. Mr Jenmings suggests that aid to the South
Pacific will continue because both Australia and New Zealand wish 1o
avoid the prospect of having ‘shums’ develop in their own hackyards
hardly an optimistic outlook

The book is therefore 3 pessimistic document. Given that it is also
Hnluﬂu.bthhudmmdwhduuhpmlmmiumm
All contributon advance compelling arguments foe change, most
notahly for change away from aid dependence snd excessive levels of

muﬂmmmuﬁuﬂmﬁﬂMr
Iwmﬂhlmnﬂuumlmmwuﬂm
mmmwmmﬂhmmﬂmﬂmmm
in Fiji, the Kanak uprising in New Caledonia and the secessionist’
land-rights conflict in Bougainville may foreshadow 3 more violent
future for the South Pacific. hhhrd.du#ﬁm,hthtluhnll
mﬂrmmﬂﬂmWhmmm

(E11]
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give up all efforts to achieve change.

The contributon to the volume do offer some encouragement.
Profieasor Kasper's comments on ranspor and communicalion are an
example. Making transpon in the South Pacific more competilive i
something that Australian knd New Zealand governmenls can achieve
through their involvements in Qantas (and thus in Air Pacific) and the
Forum Line. Funthermore, the opening up of their own ports o
competition would assist in two ways: by reducing the total costs of
handling transponed goods, and through 3 demonstration effect
Prodessor Kasper's suppon for non-government organisations as ap-
propriate vehicles for the delivery of aid funds is also worthy of close
examinaton.

Perhaps most encouraging are the examples of success that Mr
Siwatibau clies. Tuvalu is atempting lo reduce its dependence on aid
through the seming aside of a trust fund similar to that established by
Kiribati. Organisations like the IMF, the World Dank, the Asian
Development Bank and the FEC are granting aid only on condition
that cermain policies are introduced. Vanuatiu has successfully estal-
lished itselfl as a financial centre and Maury, the Cook Islands and
Tonga sre attempiing to (ollow suil. Mr Siwatibau suggests that the
need 1o deregulate the business environment is gaining recognition’
and he cites the example of a astion that has successfully followed
IMF guidelines to achieve financial ssabnlity after a period of disastrous
macroeconomic imbalance.

As Professor Simbkin suggests, the role of the outsider is largely
one of an educator. To this end he commends the Centre for
Independent Studies for advancing the cause of economic liberalisem
through the publication of its Pacific Papers series This latest addi-
ton 1o that series makes a valuable contritsution (o the educational
role of the CIS.

Jeil Bennett
Australian Defence Force Academy
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Foreign Aid: Mend It or End It?

Peter Bauer

L INTRODUCTION

‘Forelgn Aid ls the central component of world development ' This is
what Professor Hollis B. Chenery said in 1981, when he was Vice-
President of the Waorld Bank in charge ol economic research.

He could not have been right in saying this. Large-scale develop-
ment takes place in many pasts of the world without foreign 2id, and
it did 80 lang before this policy was invenied some 40 years ago

Although evidently not a central component of development,
foreign 2id has been since World War I the centrepiece of academic
and public discussion on the economic prospects of Asia, Africa and
Latin Amesica and on the relation between the West and these
regions. Whateves its impact on development, foreign aid has had far-
reaching results. For instance, it has brought into existence the Third
World (also called the South), as concept and collectivity. Foreign aid
is the source af the North-South conflicy, not s solution. The primary
significance of aid lies in this imponant political result. It has also

the politicisation of life in the recipient countries. These
resulis have been damaging both 1o the West and to the peoples of the
less-developed world. The amount of money spent by the Wesl in no
way measures these effecta

L THE THIRD WORLD AS A WESTERN INVENTION
Discussion of foreign aid’ envisages the world as being one-third nch

(the Wes() and two-thirds poor (the Third World or South). In this
picture, extreme poverty s the common and distiaguishing charsacr-

1. The New York Tiess, | March 1981

1 In sccoidance with standard foneign aid in this essay refens 1o
officisl economic sid, e firoim distvor gowermments 1o fecipients
governmenits, beah directly and sl indired ly theough irermational organs:
aationa It includes the grant clement i subsidised loams. Bt escludes

3
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stic of the Third World. But statistics in World Bank publications
show i continuous range in the per capita incomes of countries. The
absence of a distinct break in the series undermines the concept of a
Third World demarcated from the West on the basis of per capita
incomes. The choice of line of division between rich and poor
countnies is quite arbitrary, One could equally well say that the world
is twor-thirds dch and one-third poor.

The picture is misleading also in that many groups or socetics in
mﬁmmwmmmmmmm
mmwummm.mmmmmpu
Westem countries. Nor is the Third World stagnant. Both before and
after World Wiar [1, many Third World countries grew rapidly, inchuding
South Korea, Taiwan, Thailand, Malaysia, Singapaore, Jordan, Guate-
mala, Veneruels, Colombia, Brazil, Kenya and the Ivary Coast

11 is not sensible to lump together and average the incomes of the
very different societies of the Third Warld or the South, which com-
prise 3l leam two-thirds of mankind. What is there in common
between sy Thailand and Mozambique, Nepsl and Argentina, India
and Chad, Tuvalu and Brazil, Varuatu and Nigeria? Their societics
live in widely different physical and social environments, and display
radically different attiudes and modes of conduct. The Third World
inchudes millions of aborigines and pygmies, and also peoples with
ancient and sophisticated cultures, and others employing highly
advanced methods of business and iechnology. 1t is bogh
and condescending to treat the richly varied humanity of the majority
of mankind as if it were much of 3 muchness, or an undifferentisted,
wmmmumlmu,m.ﬂﬂdimﬂmm
from this state without external donations.

Nor is brotherhood 8 common charcieristic of the Third Warld,
a8 s evident from the persistent hostility and even armed conflict
between many Third World countries, including India and Pakistan,
Iraq) and lran, Morooco and Algeria, Brhiopla and Somalia, Guatermals
and Belize, not 1o mention the numerous civil wars. It is not surprising
that stlempis o organise economic cooperation within the Thind
Wortld have falled, except for collective bargaining with the West over
aid and related maners. In facy, this collective bargaining is often
organised and financed by the West

The common characieristic of the Third World is the receipt of
foreign aid and not poverty, stagnation, exploitition, brotheshood or

mdsary aid, privale ionvestrent and the sctivities of charities The Wes®

includes Japan, Australis and New Zealand: Le ® refers o the OFCD
CEmInires




Fosmos A Mo I os Eso I

skin colour, The concept of the Third World and the policy of official
aid are inseparable. The Third World is merely 2 name for the
collection of countries whose governments, with ocaisional snd odd
exceptions, demand and receive official aid from the West. This i the
only bond joining together Us diverse and ofien antagonisic and
warring constituents, which have come (o be himped 1ogether since
the late 19408 as the underdeveloped world, the less-developed
world, the non-aligned world, the developing world, the Third Weorld,
and more eoenily the South.

The Third Word is, moreover, 8 progeny of the West.  Aid was
introduced and has always been organised by the West. 11 began with
President Truman's Poinl Four Program of 1949 He wrged bold
measures 10 help the less-developed countries where, he said, over
half of mankind was living in sickness and wrotchodness,

1n creating the Third World, the West has crested an entity hostile
o itsell  Some individual Third World countries have been neutral or
even friendly to the West, but the organised and srticulate Third
World is at best critical and more ofien hostile.

Foreign aid also encouraged the notion of the West (or North) as
a single economic decision-making entity, s homogeneous aggregate
with identical interests capable of imposing (s will on the Third
World. In fac, Western governments do nol cooperate in seiting
market prices. And foreign suppliers compete for business in the
Third World markets Obvious examples include suppliers of

Foreign aid consists of inter-governmental wealth trarafers. To
describe these transfen as development aid disarms cnticism, obscures
tssues and prejudges resulis. 1t has helped bring about an axicmatic
support for this policy.

Wha could be against aid 1o the less fonunate? Axd must be good,
more aid better. When aid advocates talk of a disappointing record,
they do not mean that sid has been ineffective or damaging They
mean that there should be more of it I aid were consstently refemed
10 by its approprisie name — that is govemment-1o-government gifts
— it would lose much of its emotional appeal. | shall use the terms
gifts, ransfers and aid interchangesbly, and occasionally refer 1o aid
recipient countries; but it should be remembered that the recipients of
official ald are always governmenta

Axiomatic support for 2id helps 1o explain many anomalies



Peter Bavusr

Western aid has gone to governments explicitly hostile 10 the West,
such a3 those of Ethiopia, Vietnam snd Cuba, which have pursued
policies plainly damaging 10 the West and 10 other recipients of
Western aid; 10 governments st war with esch other; 1o governments
whaose policies created refugees and 1o governments of countries who
have aken them in (st high costs and with resultant tensions)." 1o
governments that severely restrict the inflow of capital, the shortage
of which is said in be the ground for aid; and, more generally still, 1o
Rovernments pursuing policies which plaindy retard economic advance
and damage the interests of their poorest subjects.

M. AID AND DEVELOPMENT

Although the case for aid is largely mken for granted, various argumends
and rationalsations are advanced. In this essay | examine the three
most ofien heard snd influential of these arguments: promotion of
development; reliefl of poverty; and furtherance of the political and
economic interests of the donors. *

Since its inception in the early post-war years, the central argu-
ment for foreign aid has been that without it Third World countries
cannol progress at s wherable rate, or atall. In fact, external donations

A Tworecent examples are the flow of refugoes rom Vietnam toother South-
Fast Asian countries, e g the Philippines, Malaysia and Indonesia, and from

4 Inthe wex | examine the thiee most pemsisient and widety-canvassed
argument for sid. Besides these, numerous secondary and sd hoe argu-
menits and rationalisations ermserge from Lme wo time, such 18 the restitution
for mmmmmmw
*ﬂﬁhmﬂmﬂmhmm The
drgumenis hinge on the lm'npliﬂﬂ:ulud development o
rolieves poverty. They therelore fall away these assmpions are:
show 10 b unienatde. us they 500 in the tewm of this sy, Moveover, they
are insubstantial in their own w0 1o speak. | have reviewed them at
length in Chaplers 5 of my The Third Workd and Economic Dl
v ( 1962), entitled Toreign Awd and lts Hydra-Headed Rationalisation’ A
lem,hnmwmu.,mnmmhmm
slieviate the burden of Third World debi. Even more recently, sid is being
Mhhnﬂl““.ﬂ“hﬁlhﬁqm
protect the enviooment and preserve endangered species.  Bven the
Alsican han been pressed irdo ihe service of foreagn ad

I should loe hese 10 conider briefly one pemistent and recurren tese
of thve literadure of foreign asd snd cograte subsiects. This theste is that these

6
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have never been necessary for the development of any society any-
where. Economic ichievemeni depends on personal, cultural, social
and political factors, that is, peopie’s own faculties, motivations and
maores, thelr institutions and the policies of their rlers. In short,
economic achievement depends on the conduct of people and their

It diminishes the people of the Thind Waorld 10 suggest that,
although they crave o material progress, unlike the West they cannot
schieve it without external subsidies. Much of the Third World
progressed rapidly long before foreign ald — witness South-East Asia,
West Africs and Latin America. Large pans of these regions were
transformed in the 100 years of so before sid  There are, of coune,
Third World societies which have not progressed much over the last
100 years This lack of progress reflecs factors that cannot be
overcome by aid, and are indeed likely 1 be reinforced by it

The Minor Role of Increase in Capital

The argument that sid is necessary for development rests on the beliel
that the volume and the cost of capital are critical for economic
advance. If this were 80, how is it that large numbers of very poot
people could have become proaperous within 4 few years without
externdl donations, as they have done the world over, as lor instance
originally very poor immigrant communities in Nonh America and
South-East Asia? To have capital is a result of economic achievement,

i & bomg-aerm wendency for the werma of wade of Third World Countries o
deteriorate, and that therefore sid from the West is required ss s form of
Feclfeds huhulﬂﬁmﬂwwﬂwmm.
the argumenit i brebrvant 1t akso begs the question why governments have
ot met aicle recusrces Lo provide sgamal adversly of times when tems of
trade have been moce favourable  Morsower, the sllegation of persistent
detevioration of e terma of trade of Third Workd countries la shogedes
unfounded. It s doubtful whether there is sny sense in averaging the terms

of tradbe of such & highly diverse i e Thiind Wkl huniwﬁq:
bt e seed, chioing cormmiadities and coontries,
hmduﬁtﬂ corartrbes have deterbrsied. Tnoso far as

BYETAging OF Thirel Wewkd terms of irmde s o all senaible, i b
woth naoting by himearscal manwdsrds the oommiodiny lerms of wede of

have boen distincuy favoursbie since Wodd War [l Changes
in the mone felevant indicsion have been even more avourable.  these
indicatesrs aliow for changes in the real cos of exporna, the in
the range and quality of impors and the huge expaniics in the volume of
trade. The sggregate resl porchasing power of the Thind Wordd over
impons has expanded very greatly in recent decadies.

T
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not its precondinon

Much recent research by leading scholars, including Simon
Kuznets, has confirmed that increase in capital played a3 minor role in
the economic advance of the Wesi in recent conturies.  Moneover,
these findings refer 1o capital formation. They apply even more to the
sighificance of the volume of investible funds becsuse much spend-
Ing, conventionally termed investment, does not result in productive
capital formation. Purthermore, the findings refer o capital formation
in societies in which social and political conditions were helpful 1o
economic achievement.

The Role of Private Investment

Whatever contribution capital can make 10 development can be
secured without aid. To begin with, direct invesument from sbroad is

uvely, Entemally financed plantation, mining trading and other
commercial enterprises have been established in many parts of the
less-developed world in apparently unpropitious conditicns in the
absence of a hostile social and political climate. The inflow of this
type of capital has been accompanied by an inflow of wechnical and
sdministrative skills, and it encouraged new fdeas and methods of
production. As pant of their operations these enterprises, notably
banking and trading companies, have also linanced small-scale local
farmen and raders. Forcign direct investment played a large past in
the economic progress and transformation of much of South-East
Asla, Africa and Latin America in the 19th and 20th centuries.

Direct investment apan, enterprises and governments in the
Third World capable of using capital productively can readily borrow
commercially abroad as well a5 at home. Both before Wordd War 1]
and since, the thousands of enterprises in the less-developed world
that advanced from very modest beginnings 1o considerable size and
prosperity readily found the necessary capital. Even in the very poor
Third World counitries, small-scale producers have had access 1w
external funds. For instance, Western and Levantine trading firms
have mgulardy lent substantial amounts of money (o trustworthy
Alrican barrowers. Ability to borrow does not depend on the level of
income, but on responsible conduct and the ability 1o use funds
productively,

Third World governmenis have also been able to bormow readily,
even oo readily, from international banks. This also applies to
barrowing for facilities that do not yield s directly appropriate retum.
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If such spending, often known as infrastructure spending, is produc-
tive, it incroases national income and thus taxable capacity, so that
governments can resdily service the borowed apital

As both Third World governments and enterprses who can use
funds productively and conduct their finances responsibly can secure
external funds, it follows that the maximum contribution of aid to
development cannol exceed the svolded cost of borrowing, that is,
interest and amortisation charges as percentage of the national incorme.
The mast that aid can do for development is to reduce the cost of 3
resource which is not 3 major independend factor in the development
PrOCRSS. For large Third World countries these benefis must be
modest, even minimal, and far too small to affect any macroeconamic
aggregate For instance, for India in the eardy 1980 this benefit would
have been of the order of between one quarter and one half per cent
of recorded GNP,

Ald and the Growth of Government

It may be thought that even such modest contribution to development
is worthwhile: the recipient countries must derive some benelit from
the inflow of resources while the donors can afTord 10 give away &
mmumm.mmmwm&m
overlooks the sdverse repercussions of official wealth transfers. These
repercussions srise because, unlike manna from hesven, aid does not
descend indiscriminately on the population at karge, bul goes direaly
to the government.
1t is because aid accrues to the government that the laner increases
its resources, patronage and power compared with those of the rest of
society. The resulting politicisation of life enhances the hold of the
governments over their subjects and increases the sakes, both galns
and losses_in the struggle for power. This resull in urn eNCOUrIEES OF
even forces people to divert atiention, energy and resources from
economic activities 0 concern with the oulcomes of
political and sdministrative processes and decisions. This sequence
wmmmmmuphmmﬂp:ﬂhm
countries comprising different cthnic and cultural groups.  Such
must inhibit economic sdvance becsuse the deployment
of people’s energies and resources necessanly affects the econamic
performance of a society. Foreign sid has not been the sole cause of
the politicisation of life in the Third World, but it has contributed
I0 the proceEss.
Foreign aid has also helped or enabled many reciplent govern-
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menis 0 pursue policies that plainty retard growth and exscerbate
poverty or even misery. The long list of such policies indudes:
persecuton of the most productive groups, espedally ethnic minornties,
and sometimes their expultion; suppression of private trade, and at
limes destruction of the trading system; restriction on the inflow of
foreign capital and enterprises; extensive confiscation of propeny
inchuding forced collectivisation; voluntary or enforced purchase of
foreign enterprises which absorb scarce capital and deprive the
couniry of valuable skills; price policies which discourage agricultural
production; expensive forms of suppon of unviable activities and
propects, including subsidised impon substitution; and the imposition
of economic controls which, smong other adverse effects, restrict
exiernal contracts and domestic mobility and so retard the spresd of
new ideas and methods. Many aid recipients regularly pursue several
of these policies; the Ethiopian government pursues all of them

Such policies, singly but much more so when pursued together,
impoverish people and even cripple the economy. Vietnam, Ethiopia,
Tanzania and Uginds ae conspicuous examples of the purseit of
such palices.  These polices ofien direcily provoke conflict, even
armed conflict, the effects of which are exacerbated by the neglect of
public security and of the protection of life and propesy, which in the
Third World ofien goes hand-in-hand with ambitious, far-reaching
policies.

The palicies just recited are often said 1o be mistaken in the sense
ﬂuhrmﬂnuhuhmndmdi’pﬂtr—mmhnhdm
nised their likely consequences. This view is at best a serlous
oversimplification.  Most of the policies are pursued because they
accord with the purposes and interests of the muling group. These
purposes may include the promaotion of governmental power, the
satisfaction of politically effective pressure groups, and the provision
of financial rewards 1o politicians, civil servants and their allies. The
pursuit of many of these policies s therefore not irmational in the
accepted mesning of the term, although if carried 100 far they may
prove counterproductive and undermine the position of thase in
power. Tadescribe them as irrational or misguided is to imply that the
policy-maker are engaged in the single-minded pursuit of increasing
general economic and social welfare.

A rumber of governments pumsuing such policies, most obwi-
ously in Africa and Asia, could pot have survived without Western aid,
which has even increased substantially in the face of such destructive
policies. This situation throws into relief 3 conspicuous anomaly.
Recorded per capita income is 3 major factor in the allocation of much

10
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Western aid. This applies for instance 1o British abd and 1o the large
amounts of aid disuibuted by the Intermational Development Asso-
clation, an affiliate of the World Bank. On this critenon, govemmenis
pursuing destructive policies can qualify for more aid Parsdoxically,
aid allocated on the basis of per capita incomes rewards policies of
impoverishment. This is evidently so for aid given direct jo govern-
menis. |t applies also to project sid. Such abd will be sccepied only
the projoct fits in with the overall objectives of the government. And
generally it enables the recipient government to spend more i
pursuit of its genersl policies,

Aid and the Balance of Payments

Anciher facios affecting the allocation of sbd has been acual of
anticipated balance of payments difficulties. The application of this
criterion has encouraged policies adverse to development. Confidence
that balance of payments difficulties will sitract funher 2id encour-
ages financial peofligacy, notably inflationary policies. These policies
are often accompanied by exchange and other controls. Inflation,
pmmmmwmmmm.
even 4 crisih atmosphere, thereby inhibiting domestic saving and
productive investment and encouraging a flight of apial

Some other untoward effects of aid may rate beicl mention
Official transfers have often biased development palicy towards
unsuitable external models  Subsidised impon substitution, con-

policy has ofien gone hand-in-hand with sftempls 8 more compee-
hensive modernisstion. Such effors have included attempts o
rransform people's mores, values and institutions, anempts that in
turn have lnvited bacdklash and coaflice It is bronic that govwermiments

have simultaneously negiecied the basic funciions of goverunent,
including the most basic of all, namely, the protection of lives and

Finally, there in a further adverse result, the exposition of which
is slightly technical The inflow of aid funds drives up the real rae of
exchange, and sdversely affects foreign trade compeliiveness. This
effect can be offsel to the extent that the subsidised vansfers enhance
the oversll productivity of resources, For various reasons, such
enhancement is unlikely in practice. In any case, it can occur only
aher a time lag of years. Meanwhile the higher real exchange rale
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makes for continued dependence on external assistance This par-
ticular effect of aid follows from the well-established propesition of
intemational trade theory that an inflow of capital apprecistes the real
exchange rate.

Ald's Asymmetrical Effects on Development

Aid involves 3 double asymmetry in its effects on development. First,
m&wﬁﬂmhmnmﬁuhmuﬂﬂhm
ment. The adverse effects, on the other hand, operste on critical
determinants, primarily political and cultural determinants. Second,
an amount of aid that is too small 1o benefit development 3 ppreciably
can nevenheless bring shout sdvene effects. It is the relatioaship of
aid 1o GNF that is relevant 1o the favourable effects, namely, the
reduction of the cost of investible funds. And because aid goes to
governments, il is the relationship of sid 1o government receipts and
uwmmmmnmhnmm
ment control) that is relevant to the adverse repercussions.

Aid is necessarily much larger relative to tax receipts and foceign
exchange earnings than it is to the national income of the
Indeed, the differences in these ratios are striking. | caloulated them
for the year 1980 for Indis and Tanxania, the leading aid recipients in
Asia and Alrica. Por lndia, ald was 1.6 per cent of recorded GNE, 16.8
per cent of tax receipts and 31,2 per cent of export eamings. For
Tanzania, the corresponding figures were 181 per cent, 106.8 per
centand 1528 per cent. Thus, for both countries aid as 8 percentage
of tax receipts and foreign exchange earnings was a large mulliple of
its percentage of GNP. The multiple becomes larger still when it is
remembered that while statistics of Lax receipts and foreign exchange
cdrnings are reasonably reliable, the statistics much understate the
GNP of Astan and African countries.

Thus, an amount of aid which, at best, could bring about an
tnsignificant increase in income per head, could greatly increase the
resources direaly available 1o the government. And it is the laner
Increase that brings about the adverse repercussions.

Some Irrelevant Evidenoe in Favour of Add
The progress of the reclpient countries ks ofien instanced 10 demon-
strate the effectivencss of aid  This evidence is in fact irrelevant

However substantial the progress of an aid recipient country, the
coniribution of 2id can never exceed the avoided cost of borrowing

Lz
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the investible funds as percentage of GNP, And the cost and volume
of these funds are not critical for development. Moreaver, the adverse
repercussions still operaie.

The establishment and success of indridual projecs financed by
aid are also often instanced as evidence of is value  This again is
irrelevant. When such projects promise to be productive they can be
financed by government or private enterprise without aid, so that is
contribution is again limited 1o the avoided cost of borrowing. The
ides is unwarmanted that such sctivities and projecs could not have
taken place without aid. Third World governments fnanced infra-
structure projects long before foreign sid.  Similarly, there were
privately-financed plantations, mining, manufactunng and transport
enterprises in many pans of Asia, Africa and Latin America long before
there was aid. And projects financed without aid are more likely 10 be
productive because they are usually more closely geared to market
conditions and to the surrounding social scene.

The success of the Marshall Plan in the early post-war years is
frequently evoked in support of aid to the Third World. This analogy
is ahogether misleading.  After the war the economies of Western
Europe had 1o be revived, not developed. As wai clear from pre-war
experience, the personal, social and political factors congenial 10
economic achiovement were present in Western Europe  Moreower,
recent research suggests that Marshall aid played at most & minor pan
in the recovery of the economy of the Federal Republic of Germany.
This finding scconds with expectations. In any event, Marshall aid 1o
Europe was terminated within four years of its inception, and Ger-
many then became an exposter of capital and soon thereafier a major
source of foreign aid. This experience contrasts with suggestions that
official aid 1o the Third Workd will have 10 continue for generathons,
andd af beast into the 215t centary.

V. AID AND POVERTY

Relief of poverty is the second major proclaimed parpose of foreign
xid. This is the objective thal most appeals 1o genuinely compassionate
people in the West. But aid does not go to the pitisble figures of sid
advocacy, It goes to the governments, that i, o the rulers. These
rulers are often directly responsible for the misery of thesr subjects.
But even when this is not o, it is still the case that akd goes to the rulen
whose policies, induding the paitern of public spending, are deter-
mined by thelr own personal and political interests, among which the
pasition of the poorest has low priosty.
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Over most of the Third World there is no machinery for relief of
poverty by the state. Even if a recipient government wanted to use aid
10 help the very poarest, this could be difficult, even impossible
What is more important, such help may not accord with the
or personal interests or ideclogical peiorities to Third World rulers, or
indeed with local moves, In fact, it often conllicts with these priorities
and mores. This situstion is evident in multiracial, multi-tribal or
multicultural countries. An Arab-dominaled Sudanese government
will not help the poorest blacks in Southemn Sudan, hondreds of miles
away, and with whom it is in persistent armed conflict. The rulers of
Ethiopia will not help the people of Tigray whose distress i caused or
exacerbated by the military action of the government [n Sri Lanka, 3
ihhlm-dnﬂuudwhu%rmhﬂph?mﬂ poor.
Such examples can be readily multiplied.

In the context of aid for development, | have alresdy recited a
long list of policics that sffec development sdversely. These policies

Western aid rewards impoverishment. Indeed, the mare damaging
the polices, the more acute becomes the need, and the more effective
become appeals, for aid The experience of Ethiopia and the Sudanin
the early 1980s makes this clear. The destructive policies of these
governments have boen largely responsible for the mass misery that
in turn has boen so effective in eliciting large sums of both official aid
and private charity

In many aid recipient countries it Is the poorest who are worst hit
by policies such as enforced population transfers, suppression of
trade, lorced collectivisation and also by the civil wars and other
forms of breakdown of public security. These policies and conditions
have forced large numbers of people o rely for their existence on
precarious subsisience production, the hazards of which have bocome
particularly plain in Africa.

Thuumlhuunrhnmhﬁmurw;mﬂ:h
The poorest do not benefit from brand new capitals, such as Brasilia,
Islamabud, Abuja, Lilongwe of Dodoma. And they do not benefit
muwmmmmmm,
MMMHWMLI&,M&MM
Hpﬂﬂﬂ:ﬁpnﬂmmﬂnﬂmwpﬁ;ﬂuﬂmﬂrm Many
HMWMMMHHHMMM
Bxpayers.

Mmmmwﬂumdﬂﬁﬂpﬁh
Thhd'uid:nuﬁuh-iﬂﬂmmuqrmhrm
people make dear that the rulers, while demanding extermal donations
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in the name of relief of poverty and intermational redistribution, are
not much interested in helping their poor. They are interested in
redistribution if it advances their own personal and political purposes,
as for instance expropriation of the wealth of their palitical opponents
o of politically unpopular groups.

Whille external donations can do liitle or nothing for development
of reliel of poverty, they can relieve immediste shonmages, espedially
of Imports, This enshles governments o pursue even extremely
damaging policies for years on end because this result of the donations
conceals from the populason, a1 least temporarily, some of the worst
effects of these policies. In such condithons continued Wesiern aid
also tends to suggest endorsement of these palicies, which confers
spuricus respectability on those who pursue them. It has been widely
and rightly recognised that Western abd has kept afioat African rulers
MWWMMummmpm-
with these policies.

The obwious question arises whether donor gevernments could
use ald 1o help the poorest either by influencing the policies of
recipieni governments or by channelling funds direcly Lo the poorest

The sttempts by Western donoes 1o influence the policies of the
recipients have been half-heaned and ineffective. For instance, the
governments of Ethiopia and the Sudan have successfully resisted the
rather unenthusiastic atempts of Western donors 10 induce these
governments to modify their harshest policies. In 1984 the govern-
ment of Ethiopia stated emphatically thai Wesiern 2id and voluntary
charity must conform to their own policses. Third Workd governments
have insisted both that the distribution of id must conform with their
own palicies, and as far a5 possible must be distributed under thels

OW JUSpIces
V., AID AND WESTERN INTERESTS

The third major argument envisages sid as serving the political and
economic inlerests of the West,

According 10 one variant of the argument, without sid the Third
Wordd will drift into the Soviet camp, or in other ways go agains
Western interesis. This argument is insubstantial  About one-third of
all Western ald is channelled through official intermational agendes.
in the allocation of funds, these omganisations ire not permitied to
ke into account the political interests of donors. Momcover, the
Soviel Union is represented in the United Nations and can thus affec
the direction of substantisl multilsters] tranafers under United Nations
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programs, though its own financial contribution is negligible. Indeed,
practically all Soviet non-military aid s channelled to client states,
notably Cuba, Nonh Kores, Vietnam, South Yemen, Ethiopis and
Afghanistan. These countries have simultancously received aid from
the West

The political interests of the West are also ignored largely in direct
transfen berwoen donor and recipient governments. Aid administratomn
are rarely qualified io know how to promole Wesiern political inter-
ests and are often not inclined 10 do so. More generally, if olficial
tranafien were o serve Western political interests, they would need 1o
be geared bath to the palitical or military significance of the recipient
countries and to the conduat of the reciplent governments.

Many aid recipient countries, most obvicusly in Africa and the
South Pacific, but also in Asia and Latin America, are of no palitical or
military significance. And many aid recipient govermnments are openly
hostike 1o the donors whom they abuse, embarrass and thwart as best
they can. Al times they do #0 10 sssent their independence from the
donors. Some aid recipients are also hostile 10 the market system and
sympathetc (o the Eastern Bloc of controlled economies. Whatover
the reason, many ald reciplents have since the earliest days of aid
opposed and denigraled the donors, even when their own political
survival depended on subsidies from these donon. The Weat feeds
the mouths that abuse it Meny Third World rulers have derived their
aid from the West, but their ideclogy and political stance from the
East. Examples range from Nkrumah in the 19608 (0 Nyerere and
Mengisiu in the 1980s.

According 1o snother varlant of the political srgument, the pov-
erty and stagnation in the Thisd World countries, endemic without
aid, would bring Lo the fore populist, natkonalist or communist gov-
ernments hostile 10 the West, especially 1o the United States. This
argument assumnes that foreign aid is necessary or helpful for devel-
opment and reliel of poverty, and also that support for anti-Westermn
politicians depends on low levels of income and low rates of growth.
Neither of these assumptions s sound, as should be obvious from
modest refllecion and observation.

The advocaies of the argument that aid promotes Western pros-
perity, or i even necessary for it, claim that this policy increases
purchasing power in the Third World, advances growth there and
thereby promotes exports and employment in the West. This argu-
ment & 3 major theme of the Brandi Repor.  The argument s,
moseover, invalid even if aid increased incomes substantially. Ex-
pors bought with the proceeds of foreign ald are given away. 1 is
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sophistry 10 argue thal people who give away pari of their wealth are
better off ar will be better off. An enterprise does not prosper if its
owners give away money 1o people who later may buy its products
with the money they have been given

Of course, special groups in the donor countries often benefit
from aid. Por instance, the supply of ships, financed by British aid, to
India, Poland and Vietnam in the 1970s bencfited labour, management
and shareholders in British shipyands. But the government funds
invalved could have been used for other forms of so-called employ-
ment creation. The ships could also have been sold to the highest
bidder or given sway o British ownen

Simnilarty, aid 1o the Third World will not alleviate unemployment,
recession and de-industriglisation in the West Il these real or alleged
ills could be slleviaied by government spending, this could be achieved
morme effectively by more spending at home. Domestic spending is
much more effcctive in malnaining or increasing employmant than
giving money 1o distant governments  Moreover, any asacls created
by domestic spending remain st home.

Ofen, spending on aid can aggravaie domestic unemployment,
for instance by diminishing the volume of productve investible
funds, an cutcome that reduces employment, oppounities and in-
comes where these depend on domestic spending.

in sum, the idea that aid helps the economics of the donors
simply ignores the cost of the resources given away.

V1. REFORMING FOREIGN AID

1 have argued that the intergovernmental subsidies known as foreign
wid are more likely to inhibi than 1o promote Third World develop-
ment and reliel of poverty. It should be werminaed. But this is
partly because of the momenium of existing commitments,
and partly because of the influential and articulaie interest groups
involved. There are cenaln refocma that, il implemented, could bring
the operation of these tranafens closer 1o the proclaimed objectives of
aid
The first and most important single reform would be to change
radically the criteria of allocation. The subsidies should go to those
governments whose policies are most likely to promote the economic
progress and genen welfare of thelr peoples through humane lead-
enship, effective adminustration and the extersion of personal freedoms.
Such a reform would remove the most conspicuous anomalies of
official aid, and enable it 10 make whatever contribution it can to
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improve the condition and prospecis of the poarest.

Second, oflicial sid should be bilaseral, not multilateral: that is to
say, it should go direct from donor govemnment to redpient govern-
ments rather than through the international organisations. This would
permit 4t keast 3 vestige of control by the elecied representatives of the
taxpayers who are the real donors. In multilateral aid there is not even
a semblance of control by the donors.

Third, 1o serve its proclaimed purposes aid ought 10 be unthed,
that s, separated from the purchases of expons from
donors. Subsidies to Third World governments could then be dis-
tinguished from subsidies o exponers of bankers in the donor
COWMLnes.

Fourth, aid ought take the form of grants rather than subsddeed
lpans. Such loans confuse donations with investment and set up
tensions between donos and recipients.  Moreover, whien tied aid
and subsidised loana arc linked, as they ofien are in practice, it
becomes quite impoasible 10 ascertain who gets how much and from
whom, that is, whether and to what extent the taxpayers of the doaos
countries subsidise the aid recipient governments rather than esporters
and bankers in their own countries.

Such proposala for reform may be worth reciting but they will not
be implemented. That is so because not only is the palicy of loreign
3id supponed by powerful inleresis, bul the existing methods, ar-
rangements and practices sbo benefit poweriul and vocal special
interest groups.  These include the mational and iniemational aid
organisations and buresucracies, notably the World Bank, the Inter-
national Monetary Fund, the Unlted Natons and its offshoots, as well
as its regicnal commissions in Asia, Africa, and Latin America, churches
ﬁmmwmmmmdmwm

There i, therefore, no realistic prospect in the foreseeable luture
of substantial reform of the procedures and practices of afficial aid,
inclading the methods of allocation,
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Some Aspects of Development
in the South Pacific:
An Insider’s View

Savenaca Siwatibau

L AN OVERVIEW OF THE SOUTH PACIFIC COUNTRIES

The island countries of the South Pacific display a wide divemity of
physical and economic characieristics (see Tables pp 40-44 below)
Al one extreme, Papua New Guinea (PNG) is s large nugged country
ﬂh:p:pﬁumﬂmu}ﬁmﬂlmndnhndmur-ﬁ!&ﬂ
square kilometres. 1 is endowed with rich mineral deposits, and o
enclave mineral sector dominates its economy, The external sector,
GDP, and the government's fiscal position are highly sensitive 10
in the mineral secior. PNG is also well-endowed with
good soil, forests and abundant living resources within her Exclusive
Economic Zone (EEZ). Al the other extreme are the small stoll
countries such as Tuvalu. This country has a populstion of only B500
and an ares of only 36 square kilometres. s soll s poor and is
population relies heavily on manne products for its ivelibood.

Vanuatu, the Solomon tslands and Fijl are, like PNG, made up
of larger, rugged mainly volcanic islands that sre reladvely rich in
naturil resources. They have fertile land, tmber and minerals. Gold
is a0 important industry in Fijl. Deposits of gold with a potential for
commercial development have been locited i the Solomon Islands
and in Vanuatu. Similarly, the potential of the sea has yet 1o be fully
developed.

‘These countries actively promote manufacturing by fiscal means.
Concessions granied to mamifscuring industry are genenlly related
10 the level of employment, forsign exchange generation of conser-
vation and the exient of local equity participation. Manufacturing s
highly protected in these and ather Pacific island countries.

These countries have the potential 1o achieve economic viability
and independence. But this will depend on a numbes of precanditions
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being fulfilied, including sound macroeconomic management and
enlightened commercial policies that help relesse the initiative snd
energies of the privaie secior

Micronesia snd Polynesia (situated in the Nonh, Nornh-West
and East Pacific) are made up of groups of smaller ialands. A few of
these islands have rich soils, but most of them are small, isolated atolls
with poor soll. Foresiry is important only in Samoa  'While marine
resournces ane relatively plentiful in these countries, the likelthood of
finding mineral deposits is reportedly remote.

Tonga, Western Samoa and (he Federated States of Micro-
nesia (FSM) have the potential, given sppropriate sdpustment poli-
cies, 10 achieve economic independence over time. They 100 are
heavily dependent upon external rade and finance; their exports
exceed thelr imports by wide margina. They are heavily dependent
upon asd and, in the cases of Tonga and Westen Samoa, remittances.
In Tongs, reméftances sre currently running st more than 300 per cent
of expons and 50 per cent of impons. The corresponding figures for
official aid are 200 per cent and 33 per cent  Similar ratios of
remittances and official aid 10 exponts and imports apply 1o Western
Samoa. The FEM, under the Compact of Free Association with the
USA, has assured inflows of funds over the medium tlerm, and have
good prospects for incressed trade with Jspan particularly through
exports of high quality ropical fruits and vegetables and, possibly,
processed agrcultural products. These countries have good soil but
other natural resources ame relatively limited. The prospects for
finding minerals in these countries are also limited, but it has yet 10 be
determined whether minerals exist under the ses bed, a5 in other
sland counines  Prospects for sgriculturnl divenification, and for
further development of their subsisence sectors, are good. Prospects
for the tourist trade are also promising.  Manufacturing |s sceonded
poonty i these countries; Tonga alresdy has a well-managed industrial
cstate with & number of successful private ventures that compete
effectively in the expon markets.

The Cook Islands, Kiribatl, Tuvalu, Niwe, and the Marshall
Islands have broadly common charscleristics. Aid inflows are par-
tcularly important to these countries. The Marshall lslands, like the
FSM, receives substantial grants under the Compact with the United
Saies. It slso receives a substantial injection of funds through the
lease of the Kwajalein base 1o the US government and from the
eamings of local people who work there for wages comparable 1o
those paid in the US. The country’s economic dependence upon the
US ia very high.
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These countries are made up of atoll islands and cover a relatively
small area.  Population growth rates are high in the Marshalls and
Kiribati but are relatively low in Niue, the Cook Istands and Tuvalu,
partly because, inthe case of Niue and the Cook lslands, of unrestricied
migration 1o New fealand. These countries are resource-poor; land
is scarco and of low quality. um--mmwmﬂﬂ
mineral deposits under the sea bed within their EEZs cannot be ruled
oul Impors exceed exports by wide margina, and by mone than five
times in the case of Kiribat, the Marshall islands and the Cook Islands.
Their high levels of consumption are sustained through remditances in
the cases of the Cook Islands, Miue and Tuvalu and through aid in all
cases. The level of dopandence upon external aid is very high
Prospects for launching viable projects and programs are relatively
limived and the current level of consumption and welfare (s sustain-
able only through continuing ahd.

‘The level of economic activity in the money recton of these
countries s determined by the exizrnal prices of copra and other
minor crops; the inflow of remittances and aid; rent on the use of
fishing rights within the EEZs, overscas investments by financial
institutions; and, in the cases of Tuvaly and the Cook Iskands, earnings
from the sale of commemorative stamps.

n COMMON CHARACTERISTICS OF THE SOUTH PACIFIC
COUNTRIES

The economic sdjustments neccssary for sell-rellance will not be easy
for most island countries. The process requines difficult political
choloes which in the short term may necessitite a decline in living
standards.

Most of the countries of the South Pacific schieved independence
over the last 295 yearns. They have taken their places in various
inlernational forums, They communicale 4a & group of individually
with ather nations, large and small, on an apparently equal footing,
But in a rapidly changing domestic and global environment they are
having 1o observe that:

= populir aspirations rise st an ever faster ralte. People want
more and more for less and less;

=  what may be cconomically sound is politically difTicult 1o pat
in place;
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exiernal shocks impact with gresi speed upon their frgile
econnmies and the neocasary adjustments that such shocks
demand are politically and socially painful 1o pul in place. It
is temping 1o bypass such sdpsments and other adjustments
required to ensure long-term growth and development by
relying on the goodwill and genersity of benevolend and
economically stronger neighlours;

political independence s one thing, economic independence
quite ancither.

A number of physical and economic characteristics bearing upon
the development prospects of the Pacilic island countries are com-

Production bases are very namow, with heavy reliance upon
3 limited number of export kema. Export markets are also
narmowiy concentraied.

External and internal shocks, produced for example by ex-
pon price varations and devastations by hummicanes, ae
frequent. They generate flucuations in exporns, GDP, con-
sumpiion, revenue, the cumment sccount of the balance of
payments and exiernal reserves

Economic sctivities ace subject 1o extensive regulation by the
authorities,

The ratios 1o GDP of impons and exports of goods and
scrvices are large.

External sector positions are fragile. But for the substantial
vidume of aid receipis and remiances by overseas residents,
most Pacific sland countries would experience persistent
and unsustainable current sccount deficits

Political and social instability appears 1o have increased in
rocent years. This trend may be & function of rapidly rising
aspirations that cannot be matched by economic perform-
ance and of an spparently growing conflicl between slowly
evolving cultural and traditional norms on the one hand and,
on the other, the necessity for rapid changes in a modemn
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world where effon, elficiency and ment are essential for the
satisfaction of aspirations.

Capital moves in and out freely despile the exchange controls
that most island countries, apan from Vanuai, have in place

Island countries, particularty those locsted South of 10 degrees
5 and North of 10 degrees N, are exposed 10 frequent hurri-
canes. The devastations brought aboul by such hurnicanes
have, &l iimes, been catastrophic

Domestic markets are relatively small  They are also highly
fragmented, since setlements are separated cither by rugged
terrains or by large expanses of sea.

Extemal markeis are remote.  This, iogether with relatively
low volumes of production, results in high unit coss for
ransporiation and marketing

Population growth rates are relatively high for most islands,
except the Cook Islands, Niue, Tonga and Western Samoa,

where emigration has featured prominently in recent years,
Skills are in short supply 6t &l levels,

A fragile physical environment is characierisuc of small island
states.

Wage icvels are relatively high, panicularly when compared
3 bow productivity. This situation reflects the lack of skills at
all levels and the highly-regulated labour market in 8 number
of countries.

The role of the public secior in the economy is pervasive and
dominanl. The public seaor, which ends 10 dominate the
economy, ks iInvariably the largest employer. I generally scia
the pace for national wage and salary settlements. This role
has not always been conducive to the growth of the private
seciof, particularly where the high level of public sector
wages and salarics is supponed directly or indirectly through
aid recelpis.
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*  The mobilisation of domestic rmasources for investments is not
always supponed by appropriaie fiscal policies. Regulations
in the financial sector sppear 1o have adversely affecied the
growth of private sector mavings and the efficient fow of
refources into dasses of investments that yield the best
refurns.

* Fer capita aid to the region is high The level of financial
resource flows to the Pacific island countries has spparently
not been among the constraints against development in the
region. Supportve domestic policies, needed to ensure the
maximum returns from such flows, are probably lacking

= [Hfficul land wourial problems remain to be satisfactorily
acklressed, particularly in parts of Melanesia.

* Annual economic growth rates have flucusied widely and
have on average been very low, they have been consistently
Mmmmmmmp&u
Given the high population growth raies in maost of the istand
couniries, the standard of living has not improved or has
declined in s large number of island countries over the last
IEN YE&TS.

L. FACTORS AFFECTING DEVELOPMENT

Ecosystems

Accelersied development in Pacific island courntries is often accom-
panied by exiensive exploitation of natural resources that harms their
fragile ecosyatems

An integral component of sound economic growth in the long
term i careful management of the environment on a sustainabie
basis. This requires an sppreciation of the delicate balance that needs
10 be achieved in the management of the life-support systems such as
air, soil and water, as well 1s such natural communities as rainforests,
mangroves, coral reefs, and deep sea marine life. Concern has
increased in recent years over the threats that development activities
pose i the long-icrm viability of these natural communities. When
the South Pacific Regional Environment Programme (SPREP) was
being formulated in 1980/81, the 22 member nations identified a1 leass
14 major environmental issues. The list has grown in recent year,
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Damage 10 ccosysiems arises from both domestic and exiernal
factors. Some environmental problems may be addressed by domes-
tic palicy; these include soil erosion, mining damage, extraction of
sand and gravel, fresh water shortages and water pollution, defor-
estation, endangered species, land use, coastal erosion and land
reclamation, mangrove eradication, overfishing in inshore waters,
corl reef destruction, use of wxic chemicals, disposal of liquid and
solid wastes, and rapid populstion growth on wlands with limied
carrying capacity. Those problems that must be addressed by exter-
nal authorities include increased radicactivity (e.g. through nudear
weapon lests), toxic and nudesr wasie dumping, drifinel fishing,
and the impact of the greenhouse effect on the sea level

It is Hleely that the persistent neglect of environmental issues
could, over the long term, frustrate the economic development of
many resource-poor Pacific island nations; the experience of the
people of Banaba is illustrative. The current deforestation — whether
for expanding human setilements, for agricultere or for imber ex-
traction — may, withoul sound management, resull not only in
increased soil erosion but also in the loss of & whole range of species
comprising the forest ecosystermn.  Environmental schentists tell us that
Pacilic Oaeania has one of the highest rates of indigenous species in
the world: they also claim that it has one of the highest species
extinction rates in the world. The loss of many rare species of plants
and anamals means the loss 1o the region and to the world of important
organisms that are potential sources of food and medicine in the
future. The loss of forest ecosysiems deprives the ishind lindscape of
1 distinctive feature with imporant tounst indusiry potential  Sound
management of the environment should therefore be an important

of development strategies in the istand countries.

A sustainable development path for the island countries with
stable physical and biological environments may nod, in the long tesm,
be achievable without the wilkng cooperstion of cuntries outside
the reglon. Drifinet fishing threatens the ooean resources upon which
the Pacific island economics heavily depend. The greenhouse effect
could mesn, perhaps in the next century, the wholesale relocation of
the populations of small nations such s Kiribati, Tuvabu, Tokelau and
Marshall lslands. Radioactive pollution, though perhaps localised in
its impact, could have secondary impacts that are perhaps still not
exienaively studied.

The issue of edioacive pollution is pant of 2 larger concetn over
what appesn 10 be growing militarisstion in the region: a trend that
reflects the strategic imporance of the Pacific. 1f this trend continues
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the island countries will need to continually assess how changes in
the global balance of power will impact upon their long-ierm devel-
opment prospects and their stated objecive of economic viability
with less aid dependence.

Forelgn Ald

Austrilia, New Zealand, Japan, the US, the UK, France and the EBC
provide substantial aid 1o the Pacific countries. France supports New
Caledonia and French Polynesia, while the US provides substantial
aid to its former Trust Territories in Micronesia.

Table 3 (p. 42 below) shows the extent of aid 10 some af the
countrics in the region. Ald impacts significantly upon the balance of
payments and the govenment budgets of these countries, particularly
Westem Samos, Vanuam, Tonga, PNG, Kiribati, Tuvalu, Nive and the
Cook lalands.

Aid Mowing into projects and programs that are carefully evalu-
ated, are economically and financially viable and improve the pro-
ductive capadity of 8 country have much 10 recommend it Such sid
supplements domestic savings. Aid flows, particularly 1o the public
sector, have allowed relatively higher wages and salaries to be
maintained, and contribute 1 upward pressures upon wages and
salaries throughout the economy. Dut the multiplier effect of wages,
recurrent expenditures and capital expendinires linanced through aid
works in both directions. A reduction in aid, even in real terma, s
likety 1o have noticeable impacts upon the external sectors, government
revenue, GDP and employment. Current account deficits would
probably increase, necessitating reduced consumption and (perhaps)
investment. Government speading would inevitably have to be
reduced as pant of the adyustment program aimed at svoiding increased
indebtedness (panticularly external) and loss of external reserves.

The upward pressures upon wages and salaries that siem from
substantial aid inflows may have introduced additional difficulties in
s number of South Pacific countries. The sid- of remitance-induced
increases in wages and salary levels appear to have had adverse
effects upon agriculture, In Tonga, Samoa and the Cook Islands, for
inatance, agriculiural wages are alresdy high and it is increasingly
difficult 1o secure agriculiural labour & situation compounded by
rural emigration to the towns and overseas. This trend comtributes te
the relatively poor performance of agriculture in the region.  Since
subsisence and commercial agricullure will always be central 1o
future economic development in the Pacific island countries, this
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trend needs to be addmossed.

Large aid Nows do have 3 negative secondary impact on the
tradable goods sector, including sgriculture. They enable countries to
avoid, for long periods, currency adpstments that are necessary fos
long-term growth. The combinstion of wage levels and relatively
strong currencies stemming from substantial aid lows have tended (o
erode the competitiveness of a number of island countries.

The real growth in sid implicit in 2 number of development plans
is probably realisable in the shon werm. But it probably will not be
sustained over the medium 10 long erm.  Budgetary grants from
bilatera] donomn are expected 1o fll steadily. In PNG the annual
reduction in budgetary aid is 10 be panly replaced by projea allocs-
tion. In the Cook Wlands a similar reduction has staned.  Kiribau
recently decided nod 1o acoept annual budgetary grants. For Yanuatu
this form of aid ended in 1988, The future of aid 1 the region will
reflect donors' changing economic and security interests in the area.
A this relstionship i likely to be 3 changing one, 3 conservilive
assumption on future aid growth is & prudent course for island
counlries o ke

Kiribati's effort 1o reduce government's dependence upon budg-
etary aid support is of interest. In anticipation of the exhaustion of
phosphate deposits at Ocean Island, the proceeds of taxes on the
country’s phosphate were set aside and invested overseas.  Inierest
eamings were reinvested. A London merchant bank manages the
Pund's portfolio, aiming 1o maximise income while avoiding exchange
losses. The capital in the fund is preserved and pan of the income s
now ulilised to help finance the budget deficil; neither capital nor
income may legally be used 1o finance the country’s cusrent account
deficit

Tuvalu now has & simdlar trust fund, whose capinl was provided
by biaseral donors. The small coumries could consider 3 similar
smangement to help reduce their dependence on wid 1t could be
implemented out of improved external reserve and fiscal positions,
which require appropriate macroeconomic polices, Pan of the
annual income of the fund could be reinvested and the balunce used
to help finance budgets, which should restrain the growth of current
expenditures and ensure that capital projects meet stringent criteria.

The International Monetary Pund (IMF) attaches conditions o ils
financial assistance. The World Bank and, more recently, the Asian
Development Bank have begun to require changes in the
macroeconomic policies of countries 10 which they lend. The EEC
now requires discussions on policies and priorives with African,

9
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Caribbean, and Facific (ACF) countries 1o which it provides sid. Some
developing countries have found the exchange of views with multi-
lateral ceganusations beneficial
Bilsteral donars have not, so far, imposed such conditions. Their
sengilivity on the issue is perhaps undemstandable  Yet some such
process, involving discussion of national priodities and policies, prab-
ahly necds encouragement in the Pacfic Joint reviews of economic
puﬂhmm are beneficial Donors could identily those aspects of
approved programs that meet minimum standards for funding, thus
minimising the possibility of priority distortions by donor and recipi-
ent and the pursuit of objectives thal may be at variance with naticnal
s

Remittances are particularly significant in five of the South Pacific
countries. Private transfers as propostions of GOP hover around 28.7
per cent, 22 8 per cent snd B.6 per cent in Tonga, Western Samoa and
Kiribati respectively. Figures for the Cook Islands and Niue are not
available, but remittances are 35 Imponani for them as they are for
Tonga and Samoa, In these countries the impact of remiliances upon
GDP, employment, revenue, wages and salaries, the current acoount
and foreign reserves s as imponant as that of aid recespts. By helping
to induce high labour costs and enabling the mainienance of overval-
ued strong currencies, large remittances have had negative reperous-
sons upon the radable goods secior. I used mainly for increased
consumption, remittances stesdily increase an economy's structurml
dependence.

Remitances are likely to increase with the number of residents
migrating o other countries. Where emigration Lo developed coun-
tries b unrestrained, as i i with Cook lalanders and Niocans migrat-
ing o New Zealand, remittances will probably continue to increase in
real terms. Countries that do not enjoy similar arrangements should
build more conservative assumptions aboul remittances into their
long-term economic mrategies. This is important, since the level af
remitiances is likely 10 be inversely related 1o the length of residency
OVETSCES.
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goldmine, and more gold deposits have been found Deposits of
coppet ore were found in the 19708 but their commercial develop-
ment awaits funher improvements in the market prices for copper.
Thete are good prospects for gold mining in Vanusiu and the Salo-
Jiitnin]

For some time, large intermational companies supponed by gov-
emments have been active in geological mapping and exploration of
parts of the scabed. The sophisticated technology and capital that are

mean that reliance will have to be placed upon large mulbll-
nationals for ongoing explorstion and commercisl development.
This is a ficld of shared interests and hence useful cooperation

between private capital and governments.
Agriculture

Agricubture, which supports the bulk of the population in the region,
is the sector upon which sound economic development and eco-
nomic independence will continue 1o be based The spparent neglect
of subsistence agriculture will need 10 be reciified. International ag-
ricultural marketing problems abound, and govemment policies,
both overseas and domestic, have nol alwiys been supportive,

la Tonga, vanilla, a high-value low-volume product, has become
the largest expornt earner ahead of copa. Other non-traditional export
crops that are being tried or are under considerstion by Depanments
of Agriculture in the region include svocado pear, pawpaw, mango,
spices (vanilla, pepper, cloves, chilliea), pumpkins, medicinal planis,
orchids, Nowers and other ropical omamentsls.  Muricultural possi-
bilities include seaweeds, shell fish, crustscesns, eels, pearls, Bfche-
de-mev, and black and pink corals.

To develop these producs, more resources will need w be
channelled into technical and marketing research.  South Pacific
couniries could develop and capitalise on significant niches in the
markel. Bul increased reliance must be placed on the privale sector,
with the public secior playing at most 3 supportive mle

Fishing

Fishing is as basic as sgriculture in the region.  There still exists
unsatiafied local demand for freah fsh

Offshore fishing in the expansive EEZs in the region has great
poiential. But technology, caplial and knowhow will need 10 be
imponed. Already it has made possible tuna fishing and deep-sea
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fishing for high-value fish such as deep-sea schnapper. Some coun-
triem, such &8 the Cook Islands, Vanuaiu and Kiribati, have offered 1o
sell licenses (o overseas fishing organisations: an additional source of
incame in the short lerm.  Prospects for increased domestic private
capital involvemnent in this important seqor will improve over time

Tourism

Tourism is already 3 major industry in Fiji, Vanuatu and the Cook Is-
lancis, and is growing in importance in Tonga, Wesiem Samoa and the
Solomons. The other countries in the region are also actively en-
COUFAZINgG it growth

Heavy investments in tourist infrastructure have been underaken,
and more are planned. These include the building and extension of
airfieids and airpon facilives, electricity supply, roads, water supply,
telecommunications, and sewerage systems. These involve large
public secior outlays, which have been suppored through bilateral
and multilateral aid

The tourist industry is a ready market for agricubursl and
aquaculiunl produce, ariefscts and a wide range of domestic services.
Although leakages out of the tourist industry are still substantial,
incressed domestic supply of food such as fruits, vegetables, fish and
root cops should overcame this.

The comtribution of tourism to employment, foreign exchange
receipts and revenue s growing with the indusiry in the region. More
and mare local people are moving into management positions as a
result of training underaken by the industry. This genenl improve-
ment i skill levels benefits other seciors of the economy when
employees move into them from tourism.

Tourism will become more important o the economies of the
regian and represents & necessary diversification of their economic
base It will supplement but is not likely 1o replace agriculture and
fishing as the most basic economic sector in the South Pacific

Financlal Centres

There are encouraging praspects for financial centres in some of the
smaller countries of the region. Vanuatu established the framework
for s centre in the early 1970s. The industry has grown steadily and
has become an imponant contributor (o the economy.  Vanuiiu
receives an estimated $US1 5 million annuslly in direct revenoe from
licenses and registration fees; about 200 local people and 148 expatri-
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ates are employed in the industry. The tolal overseas assets of exempt
banks and other financial institutions registered in Yanuatu hovers
around $US2 billion, while the annual foreign exchange earnings
generted by the indusiry are estimated al aboul $US3 million.

A aumber of smaller countries, incluoding Naunu, the Cook [slands
and Tonga, are trying 1o develop their own financisl centres.  The
industry is very mobile; the required domestic investments 1end (o be
limited to welex machines snd other office equipment and the assccaated
training. These countries and Vanuatu will probably need to work out
a way of maximising the returms © themselves. For the smaller
countries the praspects for growth in their olfshore financial sectomn
wie good.

The industry needs akills in banking, telecommunications, snd
secretarial work. I also ails heavily upon the services of lawyers and
accountants and other akitls that wend to be in demand throughout an
cconomy. The growth of the industry could therefore support the
strengthening of skilled and professional services.

Population, Emigration and Training

The natural rates of growth in population are still generally high, but
some improvemenis have occurred in recent years. The actual popu-
fation growth rates in Tonga, Samoa, the Cook Islands and Niue are
low ar negative because of continuing emigration. But while ben-
eficial, emigration is not a solution to the problem. Anitudes could
change in the destination countries. 1T negative changes take place,
the actual rate of growth in population will move closer 1o the natural
ruie of growth. Those who lesve the country tend to be enterprising
types with iechnical or professional skills.  They are also likely 1o be
able-bodied membens of the labour force. Their deparure tends 10
impact negatively upon agricultural and other forms of produciion.

High naniral growth rates resull in high dependency ratos and a
young population structure. This lmposes & heavy burden upon the
public sector, which has 10 invest heavily in social infnstrucure such
as schools, hospitals and housing,

Urban migration is already a problem in all the South Pacific
countries. It has ernded the workforce in the niral areas while
inflating demand for services and increasing visible usemployment in
the towns. The rising whan population pre-empts an increasing

of public secior resources at the experse of the rural
sector. High urban population growth rates and the sssociated high
rates of urban unemployment are closely relsted (o the rising urban
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£rime raie,

Allisland countrics in the region are wrestling with this problem,
and am promoting rurl development in an anempt 1o counter the
urban drift. But government salaries and urban wages are kept high
by labour market regulation and powerful unions. A steady moverment
twowirds 3 deregulated climaie where exchangs rates and wage levels
mmwwﬂﬁuhmwmﬂhﬂplh-mv
ment process in this important area.

Academic achievement remalng the main focus of the educational
system in the region. Already graduates and diploma-holders in ans
subjects are finding dificulty obtaining jobs. Bul demand for technical
and commercial skills and tradesmen remains unsatisfied A restruc-
tured educational system that responds flexibly o changing demands
for varios skills should be an imponant element in the requisite
development strategies of the Pacific laland countries.

Privale Investment

The South Padific countries ane promoting privale sector inyestmenis.
The level of domestic savings in the regson falls far shon of domestic
investments: this suggests an important roke for overseas investments
in the fature development of the region. Private investmenits are lkely
1o be attracted by

*  political stability, a factor that has been somewhat uncerain
in recent yean;

* anexpectation of sicady growth in the economy,

* an expectation ol mternal and external financial stability
based upan the past record and economic mansgemens,

+ freedom o repatriste profits and capital,

* sable cost structures and rising labour productivity;
* & stable industrial relations climate,

* 3 demtgulsied business and financial environment.

* @ land woure sysiem that provides security and ready access
for the investon

L
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* expanding domestic and expon markets,

= an cfficien: deregulated domestic capital markel and eaxy
acoess Lo overseas capitsl markets

The need w deregulste the business environment is gaining
recognition, and & number of countres have staned cautiously along
this path. Privatisation of public sector corporations is now frequently
discussed, with the Asian Development Bank and the International
Finance Corporation providing useful advice on this subject

The Fiji government has been trying to privatise the Fig Sugar
Corporation through the sale of shares 10 the public In 1988 the

share in Alr Pacific was reduced substantially through
the issue of new shares (o Qantas, A aumber of central governmenl
commercial activities have also been corporstised with the aim of
ultimately privatising them.

The South Pacific countries partdcipate in s number of international

that enhance their sttractiveness a3 hosts for investments.
The South Pacific Regional Trade and Economic Cooperation Agree-
ment (SPARTECA) allows selected expons duty-free acoess to Aus-
tralia and New Zealand. Under the Lome Convention, agreed quotas
of manufgctured goods are granted scoess (0 the EEC markets, They
also benelit from the Generalised System of Preference (GSP), under
which the industrial countries grant free entry 10 impexts [rom de-

COuntries.

The Sauth Pacilic countries need (o look for markets beyond
Australia and New Zealand In addition 1o the opportunities under
SPANTECA they should capitalise on the opponunities available within
the GSP and the Lome Convention. But these opportunities can only
be fully grasped if their economies become increasingly competitive
and when more joint ventures with overseas companios possessing

marketing strength are established
Natlonal Financial Policies

The economies of the South Pacific countries are very open. Capital
Nows in and out relatively freely. National income, revenue, and the
current sccount Nuctuate with goods and services receipis. The
maintenance of stable and sustainable current account positions and
comiomable levels of external reserves are preconditions of steady

The Pacific island countries have fized exchange-rate regimes
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Kirthau and Tuvalu use the Australian dollar, while Niue and the Cook
Islands use the New Zealand dollar The Tongan currency is stll
pegaed to the Australian dollir. The Solomon Tslands, PNG, Fijl,
Vamualu and Western Samoa cach peg their separate currencies Lo
baskets of currencies that are important to their external commercial
relations. Fixed exchange-rale regimes are adopied by countries with
small, open economics in order 1o ensure relative sability in the
movements of their cumrencies. Their narmow foreign-exchange
markets, concentration of expons and linancial institutions imply that
relatively small speculstive transactions would resull in wide Mue-
tustions in their currencies if they were freely floating,

ummmmmmmm
dnpﬂhmuﬂudhmuhmmpﬂqr
relatively ineffective. Liberal credit policy aimed a1 promaoting growth
is unlikely 1o work. Aggregate demand and labour costs will increase,
prices and the current acoount deficit will rise, net capiial outflow will
grow, reserves will fall and the external debt position (s likely o
deteriorate quickly, Gains in output are likely to be shon-lived as
adjustment polickes become unavoidable in the interest of ro-esab-
lishing national financial sabdlity.

External prices and exchange-rate changes influence domestic
prices in small open economies more immediately than in bigger and
less open economies.  Exchange-rate devaluations quickly increase
the prices of domestically-produced tradable goods. Higher living
comts bring about rises in wages and salaries, which iend in 2 regulated
labour market 1o sdpst rapidly and maintsin their levels in real terms.
mmdmmm&ﬁmw“ A
devaluation will therefore rapidly manifest wself in price increases
throughout the economy. Uniess wiages and salaries are prevenied
from making this sutomatic adjstment, s devaluation designed 1o
promote growth will not succeed but will cenainly result in increased
inflation. ‘The Pacific island countries should ensure through fiscal,
exchange-rate, monetary and incomes policies that the real effeciive
exchange rates of their currencies move in directions that increase the
competitivencss of their coonomies.

The link between budget deficits and the current acoount is
particalarly direct in small open economies. Budgetary excess results
in increases in credit issued by the banking system and inflationary
financing by the central bank  Under such conditions the privale
scctor finds itsell crowded out of the credit market 1o the detriment of
privaie secior invesimenis.

The Pacific islands are subject 1o sudden inernal and exiermal
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economic shocks. It is therefore important o muintain external
reserves sl relatively high levels, since adjustmenits to such shocks arc
economically and socially painful if owned or bormowed reserves
cannot be readily accessed.  Ready acoess 10 borrowed reserves i
itself & function of 8 country’s credit rating, which is in tum a function
of sound national financial management. Privale secior investment is
likefy to be encouraged i national financial sability looks sssured.

The IMF already interacts with a number of Pacific island coun-
tries that will continue 1o seek i advice and financial assistance in
their search for continuing external and internal financial sability
The IMF has not been populsr with some developing countries (o
which it has provided conditional assistance. But the record of IMF
activity in other countries should be of interest to the region.

Many countries allow poliical constraints to undermine financial
discipline and 10 delay appropriate policy changes. In some cases, of
course, extemnal financial sability was disturbed through external
shocks, But the realities of life being what they are, external imbal-
ances noed both adpstment and financing  The IMF plays the impor-
tant role of imposing financal discipline while providing short-lesm
balance of payments support. 1t does recognise that politicians may
find it helphul 1o direct the blame u it when there is popular opposition
1o unpalatable policies whose imposition has become unsvoidable.

1t would be instructive 1o examine the background 1o the imple-
mentation of an IMF program by & country in the region. In the 15708
and early 1960s the country purued expansionary fiscal palicies 1o
support the pace of development. Credit increased quickly. The rate
of inflation rose, the current account detetiorated and extemnal in-
debiedness increased. The world recession of the early 1980s, which
was partly triggered by the second OPEC price rise, made things mare
difficult. The werms of tade deterionted sharply s the prices of
impons, particularly ofl, rose while those of expons declined. The
country's budget and current account deficits deteroraied sharply
and inflation worsened. An IMF program was put in place in 1983,
involving the usual stabilisation measures, The currency was deval-
ued, the public secior deficit was cut back, and credit ughtly con-

program appearns 0 have succoeded  Inflation rates have fallen,
reserves have inoreased significantly and external arream have now
been extinguished. Now that financial stability has been achieved,
the country is again able o focus primarily upon economic growih.
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Regional Arrangements and International Organisstions

Because of the countries’ small size and populations, & regional
approach is being pursued that aims o reduce costs through econo-
mies of scale. Some experiments, such as the Air Pacific

sirline, have not worked as expeaed. The University of the South
Pacific, which is owned by some eleven governments, has done
ressonably well in view of the inconvenience of having to deal with
eleven different authorities.

The regional shipping line for a long ume found it difficult 10
break even, and has been supported by government subsidies under
aid for a number of yearns. There do exist opporunities for regionally
supported projects and ventures.  But the success of such ventures
would probably be betier assured through increased private sector
Invedvement.

Donerm such as the EEC, Australis and Japan are allocating & large
part of their aid to reglonal propecis in the South Pacific Increasingly,
the South Pacific Forum Secretarial has become the conduit and
coordnating body for such aid. The member countries of the Forum
regularly meet Lo evaluate their individual snd collective needs snd 1o
formulate reglonal programs for donom 10 consider. This body also
hﬂldhnm‘mhmmwm-ﬁummm
of agnouliural produce, cvil aviation, shipping, welecommunications,
education and tourism. The regional heads of governments, incdud-
ing those of Australia and New Zealand, meet regularly within the
Forum o exchange views and make decisions on political, economic
and social sues that affect the South Pacific region. The benefits of
the collective approach in a changing watld where smallness has
obrvious disadvantages are increasingly sppreciated in the region.

IV, CONCLLUSION

The sland countries have resources whose commercul development
requites expertise, capital and lechnical knowhow from the developed
econarmies sround the Pacilic Basin  Their EEZs cover millions of
squaze miles. The resources in and under these zones have yet 1o be
fully assessed. The mincral resources of Melanesia are substantial
The lull potential of their forests will ke years 1o develop. Tourism
will be a growth industry, Agriculural development will be a con-
Hnuing priority. The development of these secions will reap mutual
benefits 10 overseas and domestic investorn.

Security and stsbility in the Pacific island countrics will be as
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impsortant (o them as they are (o Australia, New Zealand and the other
powers around and outside the Basin  Without such sccunity and
stability in the region, the island countries cannot achieve their long-
term goals and the bigger countries could find a rearrangement in
their own strategic and economic interest in the Pacific

The growing interest of the major powen in the Pacific region
and s potential could in itsell be destbilising Already there is
evidence of this. In the search for stability and security as well as for
economic growth and development, the island countries will work
increasingly 45 & group, Because of their size, this spproach will assist
in the achievemeni of thelr economic ambition and enable their
collective voice 1o be heard in the various intemational forums and by
bigger countries. Regional srrangements such as the Forum and the
Forum Fisheries Agency are serving this objectives. But they will need
to have their antennae finely tuned to rpidly changing global economic
and geopolitical equations and be ready 1o respond promplly 1o
maintain and promoie the intesests of the countries they serve.



Table 1:

Principal Physical and Demographic Features
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Table 2:
Key Economic Features
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Table 3:
Foreign Aid to the South Pacific
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Table 4:

proportions, % of the economically active population
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Table 5:

Average Ratios to Gross Domestic Product (%)
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The Economics and Politics of
South Pacific Development:
An Outsider’'s View

Wolfgang Kasper

The matvider may be (gronans of marny tmpoctant detail and nuances,
st be is more likely o sen the wood for the trees. Also, the outsider
may ipeak with an impatience, bluniness and franknoss which &
part of the make-wp of the dymamic, open cultunes that bavw developed
in the outvide world, uat wbich O mof customary — and may, af fird
sight, appear intimidating — o those brought wh in the Pacific way®
Bt if wirimaiedy, mankind’s problems (and capabilitics 1o yolve
them) are umiversal, ther & scope for @ contribution by the outrider
¥et, whatever the oudyider fuggests, be maast be bownd by the categorical
imperanve of nternanional sudies wod o recommend 0 others whai
be world find unaccepiable in bu oum couniry.

L INTRODUCTION

‘The vast South Paclfic region — roughly the triangle between
Christchurch, Panama and Manila — covers nearly a third of the
globe. But it is home to only 2 million people in the slands (as many
pnn;hulnirdmﬂ'lmmhuh}phulinﬂhmm
New Guinea'(see 5. Siwatibau, Table |, p. 40 above) The entire
region is populaied by fewer inhabitants than Hong Koog. It is
politicalty divided into about one-and-a-hall dozen, mostly tny, lemi-
tories; only PNG coven i sizeable land area (nearty as much as Spaind.
The South Pacific embraces nations and temitories with a great diver-
sity of environments, people, races, political systems, and living

1. This exchides sihinic Polynesisn and Micronesisn minorities in New
Fealund, Havwaii, and Guam, as well a8 lrian jays, which has s Melanesian
population, but liea outside the Pacific region
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standards. However, il outsiders have any perceptions st all about the
South Pacific, they submerge this divensity in an inaccurase amalgam
of Rousseau snd tourist brochures.

Does the vast but firty empty South Pacific ment outside interest
at al? And is one justified in imposing the notion of & samehow
homogeneous region where such diversity exists? The reply to both
HUCHLAINS SECITIA “yer',

L A THUMEBNAIL SKETCH OF THE CONINTION HUMAINE 1IN
THE SOUTH PACIFIC

Interest in the region seems in the first instance justified because it is
50 incredibly vast, covering nearly a third of the globe. The 200-mile
Economic Bxclusion Zone (EEZ) which the South Pacific people can
claimn is bigger than the temitory of the USSR This wast, thinly
populated space may appear as 3 vacuum, but it is of considerable
strategic importance; as it lies across major trade routes, especislly
those to Australia and New Zealand, and as it contains vahuabile
marine resources. It is no coincidence that Pacific rim nations —
Australia, New Zealand, the USA, Japan and the USSR, and in future
possibly other Asian nations — take & growing interest in South
Pacific affaies, contributing considerable aid, which in some cases
exceeds the national product (see §. Siwatibau, Table 3, p. 42 above).

Despite this greal diversity, the South Pacific countries share
cerain specific, common economic and politicul traits, which 5.
Siwatibau has described in his essay. Here we wish to highlight some

* People live ofien in considerable Isolation from the rest of
the world and have to put up with high tranapon and commu-
nication costs. But they are reasonably well informed about
the outside world, because they are litlerte and are likely to
have family and friends in Sydney, Auckland, Los Angeles or
Hawaii, which contain larger Pacific communities than most
Pacific nations. After only about 100 years of contaet with the
outsice world, air transpoit, short wave radio, satellites and
video tpe overwhelm the members of traditional communites
with tantalising views of more dynamic, more colourful so-
cieties in the outside world. And officials from the South
Pacific nations seem all the time to be anending countless
regional and international meetings where they are con-
fromied with the issues of the wider world (and with foreign
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olficials who love 1o siend conferences in South Pacific
fesaital),

s With a few exceptions, natural resources are confined ©
marine life and a benign climate Gneerrupted by the occastonal,
destructive cyclane).

= Because of the short history of contacts with the open worid
BYElEm, facts mater in the South Pacific
Most South Pacific people are Melanesians (the vast bulk of
them), Micronesians and Polynesians, who share certain ba-
sic philosophies and community aititudes (for more detail
and a summary of the lileramure, see Crocombe, 1987, and
Brookficld & Ward, 1988). It is worth noting that the Lradition
of genuine private propeny is less dearly established than
elsewhere. People could survive with few permanent pos-
sessions, and perishable commodities (iree fruit, pork) are
best shared around freely when available, And small wibal
communitkes are able 0 organise much activity under the
central direcuion of their chiefs.

But there ase also impontant economic and cultural dif-
ferences among Pacific communities that affect their devel-
opment: Melanesians are born into 8 workd of equals and
have s long tradition of trade (they invented money inde-
pendently of the rest of the world). In Melanesia, leadership
and status flow, a5 in the United States, largely from economic
effor, achievement and wealth. In contrast, Polynesians and
Micronesians (as well as the lethnically Melanesian) Pijians)
inherit their social stanus within a rank hierarchy, members of
the chiefly class are typically disdainful of economic effon,
since material wealth flows from inherited satus, as was the
case with the European srisiocricies before the French
Revolution (Crocombe, 1987:17-21). The hereditary chiefs
are ysed 1o claiming economie rents from ordinary pecpie, as
well as tribute from other tribes (and nowadays [rom devel-
opment aid agences).

In addition io indigenous people, there s sizable groups
of mare recent immigrants, like the Indian majority in Fiji and
the White and Astan majority in New Caledonia, as well as
large mixed-blood populations, which, in some cases like
Tahitl, account for neardy all the populaion. In PNG, there
are about 75000 Australians. Some economies are domnatrd
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by large expatriate communities.

Mos people claim a dose, personal relationship o their
land  They regard it a8 inalicnable and, like traditional
people everywhere, 24 their ‘second skin', not as 8 production
facor. It is true that land was soid readily to early settlers, but
the full implications of these transactions were not understood
atthe ime. Nowadsys, land is often extremely scarce, becaune
there are ofien no markets for land theough which potential
new land users could obtain the legal right 1o use the land.

Mast South Pacific nations had some colonlal experience,
but that experience was not trsumatic, began late and ended
only recently. Modern self-government is sull the experience
of oaly one generation of lesders. And considerable numbers
of islanders continue to live in comparative sfMuence as
subjects of France, New Zealand or the United Statea.

Most natlonal governments rule over amall populations.
And the nilers come straight from experiences of personal
loyalty and social structures within traditional tribes or the
churches. They rule ofien fewer people than in a sizable
European village and (except in PNG) never more than in a
ﬂmumm.rummmmw
emulated the structures of national governments in much
larger countriea.

Mhﬂﬂ:wmr:ppu:mmmm
to some form of Westminater democracy, but the substance of
politics in the Pacific is very different. Most governments are
run in reality as personal fiefs by traditional or newly formed
clites whose positions were reinforced during the colonial
eni. They tend 1 govern in faidy paternalistic ways. This is
in iself becoming a source of conflic with the young gen-
eration who begin 1o struggle free from traditional bonds,
demand their allotied share in the economic cake, and wre
frequently materially more ambitious than their elders.

mmdmmmmu-m&,mpﬂyum-
miliar with genuine povery. Nature — and foreign aid —
sonabile standards of education, nutrition and health.  Lit-
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eracy rates are high (except in PNG). However, there are
increasing exceplions. Local maloutrition is repored where
young people emigrate and keave old people and children
behind. Recorded per capita incomes vary widely (see 5
Siwatibau, Table 2, p. 41 above). Recorded living standards
are high in the French colenies of New Caledonia and French
Polynesis (Tahit) where, at least on paper, they exceed New
Zealand's modest lving standands, as well o in the US temi-
tory of American Samos. Most Independent countrics in the
Pacific enjoy middle-income status (f measured soconding to
World Bank definitions). The exception (despite the appear-
ance of national acoouwnt statistics) is PNG, for which wider
development indicaton suggest living standards akin o those
in low-income countries. The following comparisons may
serve Lo underpin this point

FAFUA LW ITHELE
W ESCTRE ORI
LRl A CTHCNTRIER | COHINTHIES
Iriramt Thine
)
A iaracy (%) 7] 5 65
i -:.-—-l” el a7 10
T
'l'v”_:ml"l p | 5 14
[7] 52 5]
1 400 7130
4940 17 670
2100 2719
[ 1)
T aH
1w e

Source. [BRD, Warly Dewslopment Repor! TG0 and Wiankd Tabies, Jed ed Vol 1l
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In some countries, there is still 3 sizable informal sector
with local agriculture and fishing  In others, people depend
o cargo From ovenseas.

The indscations suggest that per capita Incomes grow only
slowly, partly because of cuta in post-colonial aid, remote-
ness, diseconomies of amall scale and rescurce shortages,
and to 2 large enent because official policies are complacent.
They are not very development oriented at best, and impede
growth, ofien by blstant renl-secking, at womst. In PNG,
output growth since independence in 1975 has been sround
4 per cent per annum, so thal avernge por capila incomes
have hardly grown. (The incomes of the small urban elite
have of course risen substantially). The market incentives in
all Pacific countries 1o raise living standards are weaker than
elsewhere. Traditionally, survival and work effort have not
been as closely linked in the minds of people as in harsher
environments.  And the modem economy ofien offers linke
incentives (o sirive for higher material stainment: The basic
necessities come with littde effon, but even modest luxuries
incur high marginal costs bocause they are imparted st high
transport cost and under diseconomies of small scale. Gov-
ernments reinforoe this disincentive structure, e.g. by impos-
ing high impon duties. Where the incentive for peopie o
move forward i weak, there is 2 danger of back sliding,
‘Despite the present prosperity, there is & danger that “sub-
sistence affluence” could become *subsistence poventy”, at
lexst in some of these sland countries” (Commities 1o Review
the Australian Overseas Aid Program, 1984:167).

Like small places amywhere, the South Pacific countries are
heavily dependent on exchange with the rest of the world
That is a normal aspect of the division of abour. But this
means something very different in an bolated island from
what it means in @ Euopean village, Moreover, dependency
exiends frequently to outright financial dependency. In
many places, cument living standards cannol possibly be
maintsined by local production and productivity without
perpetual sid — a prospect that does mot seem to bother
many of the lesders. Although per capita aid transfers are the
highest of any region on earth, the wadition of Pacific gifi-
exchanging and the Pacific brand of Christianity make high
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and lasting aid dependency quile acoepiable, One happily
accepis subsidies in exchange for friendship, loyalty and a
listhe achalation, and one would be very angry f the remittances
of ‘ald tribute’ stopped. In  addition, there are of course
remittances from compatriots who have found (often low-
skilled) work in New Zealand, Califormnis or Australia,

* The outsider ofien has the impression of boredom and be-
wilderment, especially among the young. The youth problem
is, in some places, aggravated by high population densities,
deracination and a lack of economic opporunities. The
supposed aftractiveness of the Pacific way of life' is ofien
revedled in high numbers of emigrants sho voluniarily desen
"Paradise’

# The image of the ‘noble savage’ and of a conllict free society
lhmﬂlndmrnmmmFrmWLMﬂhun
more & romantic dream than a reality.” It cenainly does not
hold true now. While there has been no massive bloodshed,
we now read regularly about growing condlices, such as coup
attempts in Fiji and Vanuatu against constitutional govern-
ments,! bloody riots and political amon in Tahit and New
Caledonia, arrow and dynamile attacks sgains mines in FNG,

2  FPreeman, 198 This i sn exellent case sudy of how s fashion n the
social seiemees () beration from ell constraints in (e trscdeson of Homsseay )

fraudulently sndfor naively empirical suppon by M Mesde
:meﬂﬁlﬂ Hﬁlﬂth

3 During 1967, vwo militsry coups in Fiji — one of the more advanced
wconombas in the South Pacific — uﬂﬂ'ﬂlﬁl

platform
independenoe, with a strong influence of the Indian majority. Positive
wmﬂlhhmdhmwm
been introduced in seme aress of socul, politicsl and reoncmic [de since
then. The dralt constitution of 19849 enchrines the privileges
ihm%ﬂm Iﬁhﬂlﬂ:-ﬁlﬂ-:ﬂm
discrimination wmﬂﬂﬁuﬂ winee of the millkury
i Thier A mrirundicam, 8. 12 politheal rurmeodl nduced hoavy
loases of skilled snd capatal and resulied 0 8 massive recesaion
(Kasper et al 1988), showing pamfully the linss of nationsl sovereignty
There las been wsome econoase feoovery bun the long-temm dilemme of
Minuding a growih-otentod poliical, civil snd social order in the face of
established group privileges will not go away, and the sconomic costs of
positive discrimination will rise.
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political assassinations in Palau, PNG and New Caledonia,
urban youth problems in Port Moresby, Papeete and Suva,
mwmwmhmmm
PNG.

We have 1o conclude that the ‘human condition’ in large parts of
the South Pacific is closer 1o that of Africa than o the rest of the Asia-
Pacific region. 11 s becoming gradually clear that, behind the idyilic
veneer depicted in tourist brochures, there is & "hean of darkness’ that
has 10 be conguered in the interest of those who live in the South
Pacific and those outsiders wha share an interest in the stability of the

reglus
ML THE STRATEGIC FRAMEWORK

The South Padfic ares is of considerable strategic concern o the
populous and economically buoyant Pacific rim natiors. The interna-
tional strategic framework sround the ‘South Pacific population
vacuum' will therefure have imponant consequences for the peopie
of the South Pacific

*  Since World War [ swept into the South Pacific, there has
been only limied military presence, mainly by the Unieed

4 The vicler conflict over the Bougaloville mine ls predomi-
narely over rents, although separatis s rode. Tamation of
the giant Panguna mine in the olsed Solomon provinoe conteib-
wed 45 per cont of PNG's expon samings snd 17 per cemt of PNG'
internal revenue. The traditiconal land owners usexd 1o receive only 1 per
cerl al the mine's income (provincial govermnment 5 per cent, national
government S8 per cenl, privaie sharcholders 3 por conids  (The Asa-
trudiarm, 35 May, 1989, p. 17, The Bcomominr, 16 Sepiember 1989, p. 24
mmﬁv&mhﬂlﬂ.ﬂﬂhﬂmmmnI
the mine, the local lendowners were offered X0 per cent of the royslty, 8
lﬂgmﬂuhmmm.mmmum
i the expense of the ceniral government's share. The stiempled redis-
tribusticn by politicsl flat has crested legal uncenainry, which may
wreck PNG's fragibe sconony. With losses of expors snd expon wres
and possitle futare cuts in foreign investments. due 1o the rebellion @

imponis snd government spending will have (o be cul back
drastically; in tumn & potential cause for civic unrest in & nstion with an
uneany law and order record. This situstion, mesnwhile, does ot pre-
mmmmm-nﬁ.mm“amm
and amti-capitalist rhetoric, blaming the rebellion and g8 consequences
on foreign caphtal and cdamouring for massive sdedijonal sid
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States, Prance and Australia; open conflicts elsewhere sppear
remote. Tensions over rade and politics are felt more scutely
across the north Pacific, which has been mose firmly under
the umbrells of the Pax Americana and where most trade
routes lie*

* East-West rivalry stayed out of the South Pacilic for most of
the past-war period, but drew closer since the mid-1970s with
the build up of the Soviet Pacific fleet and a sizable Soviel

in Cam Ranh Bay, Vietnam Since 1986, Mr
Gorbachev has repeatedly signalled that the Soviet Union
zims to be a Pacific power, but Soviet land forces in the Far
East are being reduced by 20 per cent. Although 16 battleships
arz going to be retired from Soviet Pacific naval forces, the
Soviet Pacific Nect has continued 10 upgrade its long range
capabilities and its mobility, South Pacific countries are now

* Fast-West rivalry also comes into efforns wo keep the South
Pacific a nuclear-free zone. The Soviet Unbon has signed an
which was promoted by Ausiralia and New Zea-
land, as well as Pacific sland states, whereas two of the three
major Western players in the South Pacific — the US and
France — have refused to sign  What precisely “nuclear-free
South Pacific' means is, howeves, subject 1o 3 wide band of
interpretation by the signatories, so that the nuclear-free
agreement has, in any event, more paychological than practi-
cal significance.

* Increasing numbers of overtures have been made by Soviet
fishing interests to Australia and some Pacific nations. These
may have boen purcly commercial. Several Soviet fishing
contracts with island staies have nol boen renewed, becuse
they wurned out to be unprofitable

3 b s sympromatic that s recemt wide-ranging, detailed briofing sbout the
Pacific to the US Senate by the new Commandet-in-Chief, LS Pacific
Command, Adminsl Huntingion Hardisty, made no explicit reforends w
the Scuth Pacilic, sparn from one reference 1o Mictonesss (Sate -
ment of Admibral Hundingion belcre the Senate Arined Services
Commimee, 19 Apiill 1989, mimeo],
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*  Posaible future trade and pecking order conflicts between the
LS and Northeast Asian countrics, 43 well as continuing LS
Soviet detente, may echo into the South Pacific. So would a
loss of LS bases or a viciory of the National People’s Army in
the Philippines. However, it is possible that East-West de-
tente will undercut the most convincing motive for aid o the
South Pacific (namely Easi-West rivalry). On the other hand,
iocalised conflicsy might in future strec increased military
and economic aid *

* The long-term future of France in the region is unclear, but
France has signalled its intention to maintain a high profile
presence. There is 1 cenain rivalry for influence between
France and Austnulia and New Zealand, some of which is
interwoven with opposition to French nuclear testing and the
promotion of & ‘suclear-free South Pacific’. The ‘new class’
Left in Australia and New Zealand sppean to harbour
ressentiments against France that, at times, even exceed thoss
against the United States. The possibility cannot be ruled ot
that France will abandon some of her rather costly presence
in pans of its Pacific serritories, but will sill want 1o maintain
nuclear testing facilities. Some South Pacific French are
dreaming of an active Buropesn Community role in the re-
gion, but that seems far-fetched.

s Japan (with $U593 million in 1988, the second biggest aid
provider 10 the South Pacific sfer Australia) and other
Northeast Asian nations have shown a csutious and growing
interest in the South Padific, but have ofien found that a real
economic or political commitment is 100 unprofitable and
requires much local knowledge. Interests from the major
population centres in Nonheast Asis are seeking marine
resources, both by agreement with South Pacific govermnmments
and by illcgal fishing This haa led to protests aver driftnet
fishing which the South Pacific Forum coordinated and 1o
which Japan, so far, has responded with vague, hall-hearted
promises and olfers of sid. The ruthless practices of Japanese

6 A faction in Vanuati politics tried (o gain suppont from Libya. Bu
e promptly wien the sesty drinkeng and wosmanining habis of
the Melgnesians, who were sent to Libwya for weapons training, tormed
out 1o b wt oadeds wigh Arab custom,
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and Taiwanese fishermen and of tuna boats from California
have caused pustified concerns with conservation of viable
fish populations. Yet it has become clesr that the Padfic
micro-states do not have the mesns to enforce their vast E¥Zs

# Australla together with New Zealand, has been the domi-
nant provider of the hardware and software of modern devel-
opment and the main point of contsct for most people in the
region with the outside world  Much of the ‘hardware of
development’ has unfomunately come from these expensive
sources. Cheaper Aslan suppliors are now making some
development’ in the South Pacific (concepls and kdeas) also
derives largely from Australia, where many of the Pacific
leaders have studied or go for medical checkups  Unforiu-
nately, the ideas they pick up are ofien fairy collectivisi,
though well-meaning, but olten not terdbly dynamic

»  Australia, the dominant middle power bn the immediate regson,
is likely 10 keep a watching eye over the Southwest Pacific
(Pariiament of the Commonwealth of Australia, 1589, see alao
Thakur & Thayer, 1967, and Harries, 1989) Subility in the
region is in Australia’s own inberest, becsuse her miost impor-
tant trade routes (10 East Asia and Nomh America) cul acrass
i, But the average Australian is much less interested in the
South Pacific than in Asia, and Australiame feel much less
solidarity with the South Facific than listeners of Radio Aus-
tralis or visitors 10 scademic and church insitutions in Aus-
tralia (which form o Pacific lobby) are made 10 believe.
Australia is building up naval and other capabilities w prepare
against fulure instabilities and 1o be able 1o come (o the
support of threatened but friendly regimes. The Royal Navies
of Australia and New Zealand are probably the anly foree that
standa between criminal or iotalitsarian tkeovers of small
states of the soit that has been tried in mins-states in the Indian
Deean. This watching brief s camed oul by Australia and an
often doubting New Zealand in 8 division of labour with the
US. But the US may step in if it disagrees with Australian
political postures {e.g. In PNG or Fij). Where peecisely New
Zealand with its idealistic, neutralis, wolationist bent will fit



aid largesse s being reasseised in the light of superpower
detenie and some of the major donoms sre beginning 10
suffer from "ald fatigue’. The Pacific im nations will not,
and should not, be their South Pacific brotherns' keepers
forever.

(i}  The traditional, posi-colonial gameplan has not offered
sulficient incentives, challenges and opportunities for
seli-realisation 1o many of the citizens. Many of the most
sbie and most ambitious lesve 1o work eisewhere. I itia
temporary, such emigration may be useful in transfer-
ring knowledge and skills, but large numbers of young,
able-bodied South Pacific people have left their homes
for good. Such an exodus leaves behind 3 sad, aging

7.  Mdgin for ‘econcniic liberal isstion".
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society which is less viable, less innovative and less able
to cope with new challenges.

{iv)  The worid trade framework is likely 1o change. Pacific
rin nations may form trading allisnces, which give small
panners a chance, or g trade bloc, in which the powerful
and thelr namow trading sell-imerests dominate.  The
South Pacific micro-states will have no direct say in this,
but should try 1o adjust 1o changing world trade condi-
tions with 3 view W maximising their economic OppoTu-
niithes,

{v) Military strategic and political changes may iniro-
duce elements of instability, The ‘splendid isclation’ from
world confllicts that the South Pacific has enjoyed since
the end of the Greal Pacific War in 1945 could oo (o an
uncxpecied end. This might be brought shaut by antago-
nists within a South Pacific country oe by 3 conflict amongst
neighbours who seek new outside allies

Pasaible challenges for change will confront fairly traditional
governments and societies which sre not very versatile and rescurce ful
in coping with condingonckes

Paternalistic Collectivism

A common trai of government in the region — Il one accepts the
outsider's broad-brush abmtraction from country detail — i its pater-
nalistic collectivism.  Pacific political leadens often come (o treat
government as their persoral possession.  They collect funds and
ofien hand out financial support 10 personal followers. I an impon
monopoly is granted and 3 politician receives o kick-back, much of
that money is likely to flow 10 personal followers: and many in the
Pacific would not call this coruption! Only cutsidens and the young
call this beibery. Meanwhile, dilapidated roads and deteriorting
health care standards are blamed on the irresponsibility of aid provid-
ers. As in Africa and other traditional, stagnant societies, this style of
government has much 10 do wath rraditions of small, tribal societies
that recognise the inherited authority of chiefy and acoept the bonds
of fraternal solidarity. In practice, the South Pacific experience 18, of
course, not all that different from pork-barelling in the Western
democracies, The dilference is, however, that few people recognise
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this s 3 negative-sum game for the communily as s whole: fow
people ralise it is the cause of economic stagnation and s wasie of aid
PESOUTCES.

Unlike Furope, wherne metaphysics and religion were separated
from ethics afier the Renaissance, and unlike East Asia, where Confu-
cius ploneered ethical rubes for socal evolution 2500 years ago, the
traditional, isalated and therefore fairly closed societies of the Pacific
{and ather less developed areas) lack deeply embedded social con-
trols against rent-seeking and power politics. There are some sanc-
tions in imporied Cheistianity, but the basic philosophy of most
people in the Pacific is not inimical to collectivism and wolerates the
privileges of leadership.

The big challenge for South Pacific socictics over the next genera-
tiom will be to leam how 1o move betwoen the valid, ume-tested social
mode] of the family or small community and the macro-model of the
stale and the national economy, at the level of what Hayek calls the
‘exiended order’ (Hayek, 1988; 1979:153-76). Experience has taught
us in the cutside world that different modes of behaviour and differ-
ent social conventions must be applied 0 the microcosm of our
immediate surroundings and the macrocosm of modern society. Bu-
ropean and Esst Asian socicties have developed rules and restraints
on natural instincts {e.g. by the rule of law, by propeny or honesty)
that allow modern societies 1o increase ‘in numbers and in weaith
relative 1o other groups . [enabling us] o sustain more from discov-
erable resources (and indeed in that very process discover more
resources)’ (Hayek, 1988:70). For example, privite property aflers
the mesns and incentives for economic growth, although primitive
Insting may induce us to selze (or socialise) whatever assets we come
scross. To cope with individual freedom and o learn sets of social
behaviour conducive to modern productivity growth will not be easy
in the South Pacific. But such rules are the foundation of economic

It tas become clear that the social rules of conduct which work so
well within the family, the tribe or the small, intimate community,
cannol be applied without great cost to societies with thousands, let
slone millions, of members. In small groups, leaders are guided by
knowledge and personal sympathy, which moderates their suthority.
However, the knowledge needed 1o coordinate, guide and monitos
the actions of even a small nation can simply not be marshalled in one
central location (ike a cabinet or central plan office), and cenainly not
il society Is continually developing and lesming. Moreover, the
penonal knowledge, sympathies and solidarities with one's family
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members and friends, which emper the power of leaders of small
comumunitics, cannot be marshalled in relations berween the leader
and all members of a provinoee or @ nation. 1 a soclety the size of the
sverage South Pacific micro-stale is governed by the riles appropriate
to small, familiar communities, then sympathses and solidarities are
bestowed on immediste associstes whom the lesden know directly.
The other citisens get no such preferment and are disadvantaged,
mainly because the effects of policy decisions on most members of
larger socketies are unknown and disiant

Mishaps and disorders occur under 8 paternalistic form of gov-
ernment Collectivist leaders normally respond by more planning and
betier controls.  But, as 3 consequence, the ordinary members of
sockety only lose mote of their freedom. The spontaneous forces of
collaboration, imitation and evolution are lost. Centralised leaderhip,
even il benevolent, destroys individual metivation o rival for econormic
gain and breeds indolence. When Pacific leader promise free medicine
ot free transpor, they are rarely sware of the destruaive side effects
on effon and capital formation. The result is 2 “hand-out society” with
few genuine entrepreneurs. Local people are then accused of not
even supplying fih or frui o hotels.

When larger societhes evolve, as they have in the Pacific over the
past 50 years, governments have, i many pans of the world, devel-
upnﬁlhmhﬂlthﬂmumpmﬂm:ndmmlmdlm

amongst strangers.  Minimum roles for good government requine
legality, accountability, public tendering, and control of governments
by democritically elecied assemblies. They abo require small gov-
mhn:mﬂmmm , which is the bedrock
for & successful society of opportunity. Muhﬂhiicﬂﬂnh:ﬂt
emergence of an extended order, which offers security and scope for
decentralised cxperimentation by individuals, which in wrn is an
casential precondition for sustained economic development and
cultural change. In an open, extended order, those who invent
suceessful solutions for 3 problem or who impon seccessful ideas
from elsewhere will be imitated. This lesds o 3 successful evolution
which creates higher living standards and new cultural achievements
and enables people 1o cope successfully with the inevitable adjust-
ments to development.
S0 far, however, concepis like the Earopean ideal of free, self-
reliant, equal ‘citizens of property’ are still largely alien 1o most people
in the South Pacific, as is the impatient aspiration or material betier-
ment and democracy that we now observe in East Asia. The idea that
living standards depend on work, saving, leaming, sdapting — in

61



Walfgang Kasper

short, productivity — is less widely accepted than in the harsher
environments of Europe or Bast Asia. After all, the concept of 8 'cargo
cult’ ks & Pacific contribution 1o the English language  Traditionally,
people have displayed satisficing behaviour, trusied in their good
luck, and solicied friendly support. This may be conducive 1o small
group harmony, but nat 1o sustained material progress and harmony
within the larger national communities that have now been formed in
South Pacific countrics. Some leaders, e.g. in PNG, even consider the
imported legal system or private property as alien elements in
Melanesian culture and propose 1o discard these institutions. A wilful
dismaniling or breakdown of the law would make it impossible to
maintsin present living standards, ket alone 10 ensure rising living
standasds for the rapidly growing population, because the law and its
cthical foundations are essential preconditions for economic growth
(Hayek, 1988-38-47,120-34).

Todate, markets and individual or cooperative entrepreneurship
are not great forces in the South Pacific world, partly because tradition,
religion and foreign aid strengthen established hierarchical struciures,
and partly because the good life has so far not forced Pacific people
into competition. Individudlism is ofien distrusted in the Pacific and
equated, espectally by clergymen, with group destroying egotism. It
appears, al least o the outsider, that only the socal visions of
patermalistic collectivism (of the right and lefi varieties) have 3 wide
foliowing, This is 80 because autocratic and caring colonial govern-
ments built on traditional wibal collectivism, as they wanted control
and had lintle interest in the material sdvancement of the indigenous
inhabitans. Colonial governments have been foliowed by equally
paternalistic regimes.  Few of them qualify as genuine, electoral
democracies; instead they rend 1o preserve power within a small elite.
Dut the resuls of this type of government are often iniquitous 1o the
ordinary cilizens. the exorbitant price of eggs in Port Maresby is due
to the prohibition on holding chickens in backyards, the extortionate
prices for staple foods in Vanuatu siem from the Prime Minister's grant
ol an impon monopoly, and land regulations have crested land
shortages in many places,

Promoting Stability in the South Pacific
As we saw, the genenal surface calm and peace in the Pacific have
Biven way 10 occasional flashes of violence, disruption, tension and

conflict, a5 well as economic stagnation. The Nashes are becoming
more frequent and there has been a slow, subcutaneous drift towards
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a situstion where overall harmony may, soonet or ler, be no longer
sustainable nhpuumh.hiuuuﬂhhlhnﬂumﬂmﬂ
Nash will no longer simply relieve wension, but will rigger unpeedica-
able chain reactiona. The loudest warnings yet that such discontinuitics
may occur unexpectedly, were the events in Fiji in 1987 (Kasperetal ,
19688) and the stirrings in Melapesia, including amongst New Cal-
edonia's Kamaks and violent land-nights conflicts in Bougainville
(FNG).

If the postcolonial gameplan becomes unsustinable, leaders
and inellectuals should try 1o emove social obatacles to change
before the problems become overwhelming In such a situstion, ane
should work towards reform and an evalution for the better while the
going is still good. 3o as 10 sven uncontrollable and costly revolution
later.

This applies first and foremost 1o leaders and the intellectuals
within the region. But outsiders also have a role in shaping the
region’s future. 1n panicular, Australians and New Zealanders have &
scll-interest in promoting growing prosperity and sability in the
South Pacific. They, as well as the ouisiders, ought to help tum social,
economic, and political evolution for the betier, in cooperation with
the new generation in the South Pacific A minimum constralni on
outsiders should be that they acknowledge a reaponsibdlity not 1o
suppon unsustainable, counterproductive tends by giving aid, even
if it is easy for large, rich countries to injoct substantial aid.

The key issue for the communitics in the South Pacific s Should
they continue with tried, old ways, preserving the instinctively ap-
pealing, inherited social modes and procedures, even if this means
sconomic stagnation, dependency and internal civic conflict Shiould
valued traditions, hierarchical structures, collective solidarity and
sharing (80 typical of the "Pacific Way') be preserved, even if this
meana that increasing mumbers of people ship from ‘low-level afffuence’
into ‘subsistence poverty’ and aid dependency? Or should 2 new
social and economic order with more individualism and equality
before the law be encoursged to evohne, one that has been successful
in the cutside world?

Il is increasingly evident that the existing social order i incom-

with the desired economic performance. There appear to be
mﬂH:ﬂhmﬂmLmﬁmempnmmum:n
come o grips with changing technologies and a dynamic economy
200 years ago. Furope was able to draw on a iradition of openness,
change and the nvairy of diverse ideas (Baechler, 1975, Jones, 1981,
Roscoberg & Birdzell, 1988). Achieving social evolution was easier in
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Europe than for long-isolated, and often rigidly structured, South
Pacific socleties that have been catapulied into the modem wardd in
less than 100 years. On the other hand, ideas are now transferred
much more readily berween different communities, and leamning is
casier for late developers.

Pacific communitics will frequently not be compelled to make 3
black-and-while choice between traditional, collective, group-bound
ways, and a purely individualist, competition oriented order. They
may ofien be able w0 draw on traditional small group cohesion
(extended family, the village) 1o modernise within voluntary associa-
tions, such as rural cooperatives (Kasper et al | 1988:90-2).  However,
it will be imporant that such cooperalive associstions are open and
are not led by rent-secking chiefs, and that people sre given a chance
10 opt out, if they wish.

The Retarding Effects of Ald

Whatever mix of models Pacific communities choose for modernisa-
tion, damouring for more abd from alfluent, friendly countries is no
solution.  Aid only postpones the need for cholce and deepens the
dilemma With the scdvent of development aid and national govern-
ment, the spoils of interventinnism have become bigger. And it seems
genenilly accepied that high national office deserves ils rewards. In
PNG, for exampie, & sacked cabinet minister was reinstated while sl
under investigation for coruption. The dynamic, long-term costs of
nod adhering 1o the rules of an open sodiety and of growing sbuses of
power have not yet been discovered in the young South Pacific
Countries. They have not yet had to make the biter experiences that
the outside world had to. Control mechanisms against sent-crestion
and rent-secking (like the rule of law, genuine democracy, or a free
and inquisitive press) are not firmly in place. This is of course not
unique (o the South Pacific. But what Buchanan observed as a gereral
phenomenon cenainly holds true in the South Pacific “Modern rent
seckers are under no delusion about the “social good™ They do not
abide by the precepus of honesty, faimess, respect for the rule of law,
etc. that are necessary for our civilsation 1o survive.’ In the Pacific,
by, it st be asked with Buchanan: “‘Are we to sccept their behay.
Iour 18 3 lemparary aberration which cannot be changed by conscious
cffon, or are we 10 use the combined forces of scientific analysis and
moral argument to defeat them” (Buchanan, 1988-89-4).
Students of social evalution recognise that impasses and contra-
dictions are now developing in the South Pacific, because the economic
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order is incompatible with cconomic sspirstions  Openness, verucl
mobility, and the scope for individual rivalry and self-realiaation
{which markets, civil rights and equality before the law offer) are
mﬂrmmmwmﬂmmm
prosperity, siability, and a wonhwhile challenge 1o the young.

The Success of the Market Order

Cuttide the Pacific, the competition of aliernative socio-cCOnOmic
orders is now being overwhelmingly won by the individualist, liberal
system.  The sheer material success of the markel economies has
spawned privatisation, deregulation and reductions in central planning
all around the world Recently liberaled entreprenseurs in masvy
developing countries are now rapidly creating produdive jobs where
bureaucracies and central plans previously failed. The South Pacific
could also benefit from relying much more on individual or coopertive
initiative and the market place, This requires that government sthac-
tures are pared back by selling publicly owned assets and cancelling
many (normally impored) regulstions on economic activity, Gow-
ernment should in any event be more along the lines of local gov-
ernment, and many national and international aspirations should be
shunned The affain of the community should be managed within
local council budgets. And, a5 is the case in the micro-states of
Europe, aspirations 10 & national currency, & national balance of
payments, national economic policies or a national defence force
should be sbandoned as inappropriate. The fixed cost of running a
nathonal currency and the small size of markets make it, for exampile,
costly 1o run suffickently deep foreign exchange markets and make it

o offer foreign traders the same carrency amenities
available in larger economies.

When the outsider rawes such kdeas, the answer is lkely 1o be that
this is against the Pacific Way'. The outsider will be told that those
South Pacific people, who have been fully exposed o individualistic
societies, a8 in Hawail, Tahith or Guam, have lost their identity. One
hears pleas that the rat-race of the mass soceties should not be
imponed into the South Pacific.  And the beliel is widespread that
small, remote societies could not possibly compete in 3 modern,
anonymous world. One also hears that individualism and rivalry have
no place in small, intimate societies. The deeply religious people o
the South Pacific also tend to invoke Christian reservations against the
sell-interesied egotism of the market place  Instead, they sdvocate
the fraternal community spirit of collective solutions. However, one
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soon redlises that such obectons irmarnably come fram members of
elites who have a personal, material stake in the siafus quo, incleding
sell-appointed Western expests who specialise exclusively in South
Pacific sifaies.

¥. THE GAINS FROM LIRERALISATION
Promoting Economic Growith

Markets would stimulate entreprencurial initiative and promote eco-
nomic growth. What mutters most for the sustained growth i the
adapation and wse of knowledge  This knowledge s sometimes
technical and readily described and tranaferred, but very frequently it
s commercial, practical knowhow that needs to be acquired by trial
and ermor and has 10 be sdapted to the local scene and to changing
times. If societies are managed by central buresucracies, costly,
ready-made imponed packages of capital, iechnical knowhow and
procedures tend 1o be sequined. This is even more so where tied ald
subsidises the tramfer of Turnkey puckages’. In contrast, private
competitors are driven by the profit motive, which normally makes
them cut costs by adapuing imported salutions and by drawing on
local assets. Entreprencurs thus mobdise new local resouroes. More
penuine rivalry of the market place would stimulate entrepreneurial
energics into finding and developing the appropriate types of pro-
duction for South Pacific locations. The salutions 1o production that
arc useful in bigger world markets may frequently not be appropriate
tor the South Pacific environment. Therefore, search and experimen-
tation by many independent entreprencurs, local or foreign, seems
the best way o find solutions adequate 1o local conditions,

This is the reason for fast economic growth in those developing
cconomies whene the state has concentrated on making the supply of
production factors elastic, by encouraging education and skill forma-
uoa, saving and investing, the imporation and adaptation of useful
iechnologies, open inlernational trade, and the auraction of disect
foreign investments, but has desisied from ditect involvement in
production of from imposed detailed industry specific prescriptions
(Kasper, 1969),

When contemplating the interrelstionship between economic
growth and competition, South Pacific leaders should look 1o public
choice economics. For a long lime, there was 3 tradition In econom-
ics and politics, stemming from notions of the viruous Christian nuler,
which assumed that knavish, self seeking people would somehow
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nuarn into selfiess knights who promote the common inesest s 5000 as
they acquired high public office  But public choice theory has
demonstrated convincingly that there are markets for inderventions in
which politicians and bureaucrats make sell-inieresied offers o sup-
mmmmm-ﬂwm#
mand regulation (Stigler, 1971; Buchanan et al 1980; Brennan &
Buchanan, 1985). It does pay for producers 1o be regulated, since thal
eases the intensity of market rivalry through price and quality com-
petition and makes market niches scoaure against outsider competition
{contestability). Interventions (including. in the estreme, by sate
ownership of assets) secure incomes that would not be possible
under conditions of unfetered competition (rents) Finma then find it
less urgent to compete by controlling costa and improving their
products. And governmenis have normally found that regulation
gives them prestige and influence, as well as material gain (for
example for officials who serve on boards of companics).

Transport and Communications

Where the free market approach seems particularly necessary and
promising is in the ranspon and communications seaor. Compet-
live, inventive, and agile ransport enlerprises ane crucial 1o overcom-
Ing, ai minimum coal, the isolation of many South Pacific communi-
thes. Yet South Padific governments have colluded with foreign aid
givers and foreign government monopolies 1o create rigid, high-cost
airline monopolies, These monopolies olien fly nappropriate jets
into overnsized airpons.  Air Pacific, instead of having grown into 2
wummmmwnmmmm
private company Loftleidic of lceland has done very successfully in
the Atlantic), is now in danger of being Toved to death’ by the
Australian state monopoly carrier, Qantas. In shipping, overmanned,
loss-making, aid-supponed ships (such as the mainly NZ-inspired,
state-capitalist Forum Line) used for a long ume w connect Pacific
routes 10 high cost contact polnts with the world trade network, like
Auckland snd Sydney.* Some publicly-owned pont authorities in the
South Pacific are inefficient because their management cwes more Lo

B In 1989 the New Zealand government placed the Forum Line on »
commercisl footng by imecting funds (shout teo pean’ subssdy), by
negolisting gresdy manning levels and off-times, and by prova-
tisstion, Thete sre indications that this has made the newly-privatisod
o mm,mwmmlﬂmmwﬂ
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the class struggle of the 19th century in far-away Britsin than 1o the
20th century needs of the Pacific. South Pacific transpon often suffers
from Australian-New Zesland inspired union influence, and over-
hﬂummmmmmm

Hmmudmmm-mnmhndhp
w0 the small populations of the South Pacific (including the inhabitants
of NG, who are ofien olated by meep lerrain). Yot economics
teaches us that people can prosper in smmall and remote countries. The
precondition for this is that the transpaon costs to the big markets and
ﬁmhﬂqﬁ:m“hmmmm
Living standards in competitive, isolated locations have to be some-
what low relative 10 the productivity that people attsin, and this
reduces the development potential in remaote areas. But, by itself, this
dunmw;mmhthmnmmﬁn;:u

To raise living standards, there is an urgent need (o cut transpor
and commurnications costs in the Pacific. Private initiative could raise
transpon eflicency and vematility. Traflic monopolies have in the
past been granted on the assumption that small scales of
would nol merit competition. The comts of remoteness could be
greatly cul by open skies and open pont policies to attract new
umﬂhnnlndprnhbhﬂnhﬁmﬁhﬂﬂ:nﬂmrhmmcﬁﬁ;m
new, lower-cost contact points like Hong Kong, Singapore, Tokyo
and Los Angeles The privatisation of airports and pon services would
induce much crestive cost cutting and would suppaort a more flexible,
diverse and versatile transport industry.

Depoliticising Resource Allocation

Another important sdvantage of s competitive approach is that mar.
kets de politicise economic allocation,. Where econtmic opportunity
is regulated or the staie is directly invalved as a producer, dedisions
are made by administrative procedures in which political considera-
uons mater. ‘Ih:lm:-lmmnﬂdnmﬂ:pmhumwﬁum
wred by the rate of return) counts often less than the shan-term impact
on the next election (measured by the expecied return of voles).
MMMMm&rmﬂmpmdpmr-
hnhn;ﬂhmtuﬂmlmmdmmuhnmlmﬁnm
mmmmmmmmhpﬂmnmu
Organised client groups can deliver voies and tend 1o become betler
organised over time Owver time, younger keadess will try 1o compete
mmwmmmtmmfmmu
economic allocation. In such 4 sysiem, economic growth gradually
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pelem oul Al the same ume, rent-seeking st up pissions and leads
mwmmmmmmmmv
emable (Rabushka, 1974; Sowell, 1983, 1990). Where, in contrast,
allocation s left (o the open market economy, posaible conflicts arc
dispemed to the inter-persoral level at which the conflicting inerests
of buyen and sellers are moderated by the “invusibie hand’. Traditional
iension within countries like PNG or Fiji can best be reconciled if the
flexitle method of market allocation has 3 greater role and the state
confines itself 1o 3 minimum role, providing a framework fos marke
rivalry, Moreover, the invisible hand does not have 1o be greased.
Th.hup:ﬂufll:mﬂunndﬂuulmpnﬂm:mm
several South Pacific countres. where allegatuons of cormuption are
heard.

Providing Opportunities for the Young

mfmnmﬂmmﬂmhumdam
more equitable challenges and opporunities for the young. In
administered economic orders, the established, well-con-
nected few tend to get ahesd. They know whiat forms 1o fill out, what
mmwwmmmﬂmm,mt.mn
to hire, of how to get credit from the state development corporation.
The less well-connected, incuding the uneducated young, have no
access 10 these economic opporunities. They have few formal skills
1o join public sdministrations or regulated, high-class firma.  And
employers do not have to bother much with training unskilled young-
sters. This ts particularty the case where minimum-wage regulations
hupuuhﬂﬂpﬂmphﬁmﬂmuwhﬂmmﬂﬁm“
af the skill ladder, which gives access to learning by -doing. The result
is the alignated, frustrated, if not criminal and rebellious, youth that
we increasingly obscrve in the Pacific
Leaders concermed with the growing youth problem in the Pacific
should be reminded that the unregulated market has, since tme
immemorial, drawn young people into working Life, albeit indtially by
olfering low rewards 1o reflect initially low productivity. With on-the-

9, Inthe context of the South Pacilic youth protlem, we should mention Lhe
experience of beavily segulated Latin American counties where bdack

69



Weifgang Kager

The demonstraied advartages of the market economy will make
it, in the longer term, impossible for the South Pacific societies 1o
avnid facing up to the challenge of markel-oriented sttitudes, whether
through individual enterprises or through small cooperatives. This
will entail some changes in traditional Pacific ways: mare wark, more
sysematic work, more saving, and 3 longer-ierm planning horizon.

The hierarchical Polynesian and Micronesian societies will prob-
ably have o overcome greater burdles in adopting 3 materialist and
competition-onented social order than the Melanesian socicties, whose
inherted raditions sre more akin o Western material attitudes.

favouring individual competitive effon and enterprise have sdapted
successfully (c.g the Japanese)  The Polynesians, whose forefathers
mﬂhﬂmﬁmﬁm“wmh
vast South Padific, and who developed a distinet material culture and
chvilisation in remote, resource-poor istands, should have the confi-
dence that their cultural inheritance will facilitate the required social
evolution. They may also take heart from the many Polynesians and
Micronesians who have ventured into the outside world, and have
adapled well 1o an extended, individualistic order. Afer all, South
Pacific socicties have been open and receptive 10 cutsiders and
outside ideas, in most instances without losing their self-assurance
and identity.

V1. AID FOR STATIST POLICIES VS SELF-HELP

The Pacific tradition of collectivism has been reinforeed by well-
intentioned, corporatist influences from the outside. Many of the
missionary teachings built on existing commisnal salidanty and existing
hierarchies, and the predominant American, Australian and New
Zealand influence in the newly-independent nations has been mas-
sive, sate-reinforcing economic ald. This wendency has been further
strenjthened in recent years by a rapid build-up of Japanese aid
Much Japasese aid places big bcket projeas in small Pacific locations
with little concemn for recurrent costs or sustained rates of retum (or,
rather, with the assumption of Japanese efficiency in making complex

markets and sz icly speaking diegal} economic activaties in the informal
soclin have given young and families the chance 1o produce and
rade for thew own (de Soto, 1989). There i simply no need 1o
lacenne market malls, laxis or exponers of produce South Pacific govern.
menta could emulale East Asan governments which have set up small
enterprise pofes snd marked sreas wibject 1o mnimal regulation
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lumps of capital work).

Most official development aid is typically channelled 1o govern-
mend sgencies and into big, easy-lo-administer projects that ane man-
aged in bureaucratic administrative ways (note that we are concerned
here only with economic aid designed o raise living standards, not
with humanitarian sid to people living in extreme poverty os sullering
the effects of natursl catastrophes). Thanks 1o aid, South Pacific
mﬁﬂﬂm.ﬂhﬂm:@tmmﬂdqﬂm:ﬁuﬂhﬂr
blown naticnal governments elsewhere. ™ They then set up elaborste
government apparituses in costly modern buildings, as if they had to
care for many millions of citizens, They imitate five year plans full of
prescriptive, irrclevant details, not least 1o impress ald-giving agencies,
and set up aid-receiving agencics 1o interact with the mega-bu-
reaucracics in Washington, Canberra or Pans

Publicly-funded and sdministered education systems further re-
inforee the perception that living standards are unrelated to own
elfort, often through idealistic foreign school ieachers and, ai least in
the case of social sciences in the two loreign-financed universilies in
the region (the univensities of the South Pacific and of PNG), through
teschings that ofien owe more 1o Bengali or New Zealand Marxism
than to European liberalism?

Imported Trade Unlonism

Another picce of anti-development ballast imported from Australia
and New Zealand has been trade unionism in the small modem
sectors.  Australian-inspired unionism and price-indexed wige arbi-
tration in PNG are responsible for exorbitant wage levels in ihe
modern and public sectors. PNG manufacturing wages are four times
those of Thalland; in the Solomon Islands they are rwice as high [tis
not surprising that no one invests in export-oriented manufacturing
and that youth unemploymeni is around 25 per cent in PRG. Ald-
supporied governmenis in pariculas have been able to act 23 the
pace-setien in wage increases that were unrelated to productivity or
any other economic criteria (though a rerariable exception occurred
in Pii in 1987 when relatively highly-paid public sector employees
had 10 take salary cuts after the politically-triggered econimic meoes-

10 This i sometimes pushed 10 ridiculous For example, in July
1989 the micro-stste of Kiribatl was 10 hold a msnisierial meeting
There was of course insufficient scoommodataon for such an event. B
the Australian government, al enormious cost 1o the Wxpsyer, provided
s Navy ship so e to sllow Kiribati wo play s grand imtemational roée!
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sion). Exorbitant wage levels have been further reinforced by the
privileges of expatriate 1id workers. As a result of high public sector
pay, ambitious and gifted young people typically seek govemment
employment and have created aid-dependent sdministrative struc-
tures that undermine the potential for future economic growth,

The Ald Clalm Mentality

Moat of the best-educated people in the South Pacific are now card-
carrying members of 2 class of prolessional aid-seckers, who increas-
ingly regard foreign aid as a right (and threaten 10 make political
mischiel il they don't get I0). The extent 1o which aid from the rich
Pacific rim nations has come 10 be demanded by the privilegentais as
a right rather than a iemporary gifl is dlustrated by the following press
quote, chosen st random and representative of many similsr in-
stances

Palau has accused Washingion of failing o provide its people
with adequate health and soclal services. Palau's Vice-Prosi-
dent lsaid] ... the US had filed to fulfil its duty .. and had left
ﬂ!mmmurwﬁh...hmludmpuﬂhd
one dime for the electric power plant Palau relied upon, and
had not helped 1o fix school buildings, roads, bridges and
sewen. Palau needed & new hospital ... There was also no LS
funding for drug abuse programs for youth.

The tepont ends with the information that Palau received about SUS3A
million in US aid in 1988, This is about $USZ700 per inhabitant and
slightly more than the mponed per capits income of Palsu (The
Awstralian, 17 May 1989).
#hwﬂmhd:mn&uuhfmmpuhlhﬂmw
Pacific lobbies who, in reality, ofien display unacoeptable, even
insulting, posi-colonial attiudes. Thus, a joint workshop of Austral-
ian academics and Pacific island professionals produced a long wish
list of demands on the basis that much of the blame for what goes
wrong is laid st Australia’s doorstep (Brookficld & Ward, 1988 %)
Mnmﬁmmrmwuﬁmﬂ
colonial rule and recent private investments, Australia has s moral
cbligation 10 offer large-scale aid. The fact that Australis was not a
colonial power (except in PNG) and that private investors cannot bind
Ausinalian tapayers 1o give more were conveniently overooked, as
was the fact that these nations are now in charge of their own fate and
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ended, unconditional ‘ald with dignity’, peefierably budget aid (which
hquﬂrhmmpmpuirnmﬂhuddﬂﬂu&m
sirdking funds that are beyond the parlismentary control of recipient
countries) or balance of payments support for whatever impont bills
are run up {e.g for fish and beer, two major lmpaon ilems in many
Pacific nations).

The sid-claim mentality displayed in the South Pacific shows all
the traits of welfare-dependency in Western countries. As is the cise
with the rent-seeking in our welfare systerms, aid distribution can
wmdpwﬂthhnuuﬂﬂﬂmpnﬁﬁ:um&wﬂlfﬂ
scli-relisnce and productive effon.  Open-ended development aid

create their own tightly-knit pressure groups of beneflicianes,
in partcular an sid-dispensing buresucracy and the privileged
spokesmen in the redpient countries. No leader of a Pacific nation
has, of course, much incentive to remave the need for support. And
donor countries find it relatively easy 1o keep pronding aid 1o the
small communities in the South Pacille. Saving 3 few million dollam
is not worth the political and administrative cost of winding down aid
budgets

If aid reliance were scaled down in favour of individual achieve-
ment, people other than the ‘administrative rich” would prosper, like
the encrgetic entrepreneurial ‘doen’, ofien young people born with-
out privilege and with no connection (o the ruling elites. These
people would, in the first instance, not sel up large, conspicuous
mmmwrnmmmm
has happened in Fij. Since the coups, 8 very severe, politically-
induced recession and a cut in aid and government regulation have
erested 3 number of new entrepreneurs who saned garment manu-
facturing They are mainly of Indian, Le. non-peivileged, origin and
have, in the midst of great advenity, been quite successful in creating
josba b export businesses (Kasper ef al., 1988-93-7). This development
has been denigrated as providing substandard jobs’, yet these pbs
pay workers about the national average per capila income. Foreign
obaervers may deplore this, especially visiting trade union officials,
who are not altogether uninterested in eliminating low-cost compe-
ition! But these new jobs are capable of producing output that is
competitive in Sydney and Los Angeles. 1t seemas doubtful whether
these enterprises would have been possible if 2id to Fiji had not been
cut and the local currency had nol been devalued as 3 consequence.

Foreign aid 2lso makes it less necessary 1o contral production and
distribution costs in the Pacific Por example, abd has led to bizarre

”



If the rich nations with an interest in the South Pacific want 1o
promute stubility and economic sell-reliance they should first and
foremost help 1o facilitale trade, and not rely on aid  The offer of free
market access o Australia’s and New Zealand's protected markets (on

sones wnd seleciive promotion hive
been nsintuned 1o neutralise self-imposed cost-bevel disadvantages
of regulstion. This has produced welcome economic re-
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cerain, limiting conditions) under SPAKTECA has probably had a
helpful effect in wrming potential producers in Pacific countries
towasds expors.”® In a number of cases, this has helped to kick off
new veniures in export trade. But SPARTECA has also led to public
protests of (Jong-feather-bedded) garment unions in Australia and
New Zealand.

If Australia and New Zealand, or the partners in 3 future Pacific
trade arrangement, are really scrious about helping their South Pacific
nelghbours, they will open their markets completely and remove all

conditions from SPARTECA for all products of South Pacific
provenance  1f the South Pacific nations were equally serious about
growth by trade, they would stop experimenting with admnistrative
gimmicks like special expornt zones and make those zones nation-
wide, as Mauritius did with good effect. Those South Pacific countries
who opt for a free-trade strategy could convincingly plead for duty-
free access for their products to big markets around the Pacific Since
theirs ane small and poor economies, they have 3 very good chance of
rmoadily gaining concessions

The Ten Commandments of Foreign Aid

As it is unlikely that the first-best solution — gradual elimination of all
economic akd — will be acoepiable, at least the following “len com-
mandments’ of forelgn aid ought 1o be adhered o

1. Whatever official economic aid is given in future should be
channelled into genersl, functional uses. This means that aid
should help to make the supply of production facton plenti-
ful and elastic by assisting in education and wechnscal train-
ing, by helping with the improvement of the infrastructure,
by facilitating the tranafer of knowledge and technologies,
and by making temporary loans of skilled overseas experta.
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Aid should never be channelled 10 specific, privileged in-
dusiries, and cenainly not into state-owned ventures,

Given the politicisation of allocation by elites and the poor
resources of adminsstration and accounting in the South
Pacific Suates, aid should never be provided in the form of
unconditional budget or halance-of-payments aid.

Aid should discriminate as little 35 possible between specilic
activities and locations. Neutral assesson should estimaie
the long-run social rate of return, and auditors should
monilor these assessments afier the event and be able o
recommend remedisl gctlon.

- Economic ald should be put where it promises 3 high

return and should not be allocated on a 'needs’ basis,
because that wastes ald and misdirects scarce local re-
SOUTCES,

. The donoes should give 2id on the firm condition that trade
protection is reduced, a8 well as regulation and state own-
enhip. Aid could thus serve as 3 countervailing force 1o a
buili-in iendency to rent-seeking.

. Add should not be offered where there are blatant abuses of

avil and economic freedoma, because that undermines the
ultimate usefulness of aid 1o the recipient citizens.

Ald should not contribute 10 inefficiencies or inequities
that are unacceptuble in the aid-giving countries. If, for
example, the land tenure system inhibits rational use of
scaarce land, aid shouid not compensate for the resulting,
sell-imposed losses. This must not be considered as inter-
ference in internal affains, but should, on the contrary, be
accepied with the understanding that aid recipients always
have the sovereign right to reject conditional aid.

- As much aid as possible should bypass the sticky fingers of
sid buresucracies to be distributed and sdministered pri-
vately. Voluntary, private agencies are capabie of combin-
ing financial provision with practical advice and support,
even if aid officials find administering such aid dispensation

%
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cumbersome and messy.” This would correct the bias to-
wards big ventures, which is often inappropriate in the
small Pacific communithes.

10. All aid programs should be offered on 3 srictly lemporary
basis with clear sunset clauses.

VIL COPING WITH SMALL SCALE: EVOLUTION OF A PACIFIC
UNION

An excellent way for some or all of the many micro-states of the Pacific
1 vercome some of the handicaps of small scale would be 1o forman
economic and currency union, a5 13 small Caribbean nations are now
doing ™ Pacific nations could become (politically and culturally
different) ‘cantons’ within a Pacific Economic and Currency Linion
This would allow individual Pacific communities 1o devolve many
tasks of ‘national’ policy snd would save s citizens greai expense,
since there are high fixed cosis in running a national government
Such a union might evolve gradually and possibly from a core of
m.hﬁnhupﬁnimmmmwmm
ides. Mo grand design needs 1o be sdopted. A gradual, evolutionary
mﬂ;mupiuny.ﬁmmmmnmmm;mm
athers joining when they realise its value A Pacific Union now seems
technically feasible thanks o modern communications (satellites, fax

14 Much also be gained by imitsting the LS experiment with semi-
aid iy the Caribbean where boarids of trustess that are made up
ool bocall Businesamen sre sppointed o serve on LS-firanced ircestaent
trusts, whose chaner i is to help smali- and medium-sized locsl enter-
prises. The trustees are ghven a difect financial imerest in the success of
ihve vemtures that they select for support, so thal they tend 1o combane L%
sid money with their own management skills and entrepreneunal expes -
Lise 1o e succoss. Such direct incentivm do fol exis in ureaucracy-

U [ogecis

15 Thineen English-speaking Caribbean countrees decided in July 199 w
their econom s within four years { The Ausradian, 10 July
1967, p. 7). This initiative appean 1o differ greatly fromthe many ailem@s

Eneated loskcing, protectionist pobicses snd have sl faded (Vaisos,
1978} A genuine sconomic union means central management and does
not imply the erection of sn extemal il wall

n
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machines etc.).

The evolutionary growth of a Pacific Union could stant with the
formation of 2 currency union. At present, the costs of sdministering
small currencies far exceed the gains from seigniorage. The small
mm#mﬂhﬁmmmm
spot and fulures markets for loreign exchange or proper financial
markeis: important aspects of an efficient monetary system. 1t may
even be advantageous for 3 Pacific Union to abandon all aspiration 1o
an independent exchange rate policy and to tie the common Pacific
currency 1o a mapor currency in the outside world (e.g. the US dollar,
the yen, the Australian or New Zealand daollar, or even to gold). The
Pacific Union might even abandon 3 separste currency shogether.
This woubd remove all balance-of -payments concems, reduce the risk
of inflatiooary accidents, and enhance the altractiveness of the South
Pacific o foreign investan. It would of course also stop governments
printing money (o finance budge! expenses.

A Pacific Unbon could not sspire 1o maintain entemal protective
trade barnem (Drake & Hall, 1987). But it could sdopt trade policies
that facilitate internal and external exchange A Union-wide trade
policy could also protect the various local governments from dlusions
of national economic independence, i.e. protect them from the 1emp-
tations and coats of import substitution. A Pacific Union would be hig
enough o run transport policies, supporn inter-ialand ransport sery-
bces and offer Union-wide information services to stiract tourists and
investors. Fassport controls could be abolished or at least greatly
simplificd. In the newly-emerging Pacific trade initiatives, a Pacific
Union could act as a2 more equal pantner. The major Pacific rim
nations could wssist by giving the Union generous free-trade conces-
slons,

Trade or central bank policies would no longer absorb the
resources of the micro-states, and the governments of the various
‘cantons’ could concentrale on the tasks of local government, such as
ensuring law and order, providing local infrastructure, supporting
education, safeguarding the environment, or stiracting job-creating
capital from overseas. Given the scvere limits of administrative and
financial resources in the Pacific, fewor administrative asks mean
beatier givermnment.

Economic cooperation in a Pacific Union could be strengthened
i ald for the member countries were given 1o the Union and it was left
largely o the representatives of the member countries to distribote it
It would seem possible 1o form a consamium of sid donors
under International Bank for Reconstruction and Development [IIRD)

™
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auspices) that offers not only resources but also advice and experise.
The Unicn might also subcontract the sdministration snd implemen-
tation of aid peojects (o private investment trusis. There seems 3 good
chance that discussions on the best poasible use of aid 3l the Linion
level would shift the emphasis away from local rent-secking and
political favouritism. The procedure would also make it likely that aid
is properly sccounted for.

in all Hkelihood, there will be litle immediste supporn amongst
the elites in the Pacific for 8 Pacific Union. Afer all, nationbood & 8
new and cherished experience, and nationalism gives reni-socking a
certain respectability. Nevertheless, economac and political problems
are likely to grow, and & new, post-colonial generstion may want (o
try & new and rational approach. They may see thal closer coopera-
tion in an organically growing Union offers them s chance to tackle
esmblished interest groups. And foreign countries may prefer 2
;n-upmn;;nduqnudhmrlﬂnn much as the United States
viewed Europe in the 1950s

VI CONCLUSION: ETHICAL AND CULTURAL CONSEQUENCES
OF OPENNESS AND COMFETTTION

Pacific nations noed not resist evolution by competition for fear of
cultural homogenisation of their small societies, of that they might
lose their own distinctive, and rightly cherished, cultural valuer
Adapting 10 a growth- and performance-oriented economic lifestyle
does not mean that treasured and valuable social raditions have to be
sbandoned. Experience demonstrates thal one can absorb Wesiermn
technology, management and economic modes of behaviour without
giving up one’s Chinese, Malay, Korean, Japanese, or Indian identity
The industrially fNourishing Asians are now enriching the global
industrial civilisation by making their own, cuburally based contribs-
tions, and people in Europe and America are cager 1o emulate them.
Indeed, growing material welfare aliows inherited cultures to flourish
and stimulates their farther growth, whereas matesially-weak civilisa-
tions are culturally on the defensive and may eventually lose much of
their identities. After all, & culture is a living organism that evolves and
thrives by absorbing new concepts. It does this much betier when the
material civilisation fourishes.

It would be desirable for the world at large if the culturally-rich
and varied South Pacilic nations managed to integrate their cultural
heritage with the economic and technical workd civilisation. Much
wonuld be lost 1o mankind if, because of 3 refusal 1o evolve and adapt,

™
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the South Pacific contribution were to languish on the defensive as &
folklaric curiosity of & subsidised museum piece. But with economic
vh:.mﬂm“hﬂhmmmmmmw.
We could then, maybe, look forward 1o the first Fijian-made world hit
mavie, 1o & Kanaky-inspired management style for retirement
around the waodd, w a Nourishing trans-Pacific airfline with South
Pacific cabin service, or the first worldwide conmumer product that is
inspired by PNG Highlanders!

References
H#M.J. (1975), The Origin of Capitaliom, Basil Blackwell, Ox-

Brenmn, G. & | Buchanan (1565), The Reason of Rules, Cambridge
University Freas, New York.

Brookfield, M. & G. Ward (eds) (1988), Now Divections in the South
Facific; A Mexssage from Australia, Academy of Social Sciences,

Buchanan, . (1988-89), "Hayek and the Forces of History', Humane
Snudies Review (Winterh A-4

——etal. (eds) (1960), Towand a Theory of the Ren-Sowking Soctety,
Texas AAM University Press, College Station.

Committee 10 Review the Australian Overseas Aid Program (1984),
The Australian Overssas Atd Program, AGPS, Canberra.

Crocombe, R. (19870, The South Poctfic — An ntroduction, 4th ed..
Longman Paul, Auckland

Drake, P. & P. Hall (1987), Options for Closer Ecomomic Relations
Amang Forum Countries and Botwers Thewm and Australia ard
Hlii’..illi.!mlhhdﬂ:mmnfﬂmuuﬂ:tmp:m
Suva, mimeo.

Freeman, D. (1983), Margare! Meade and Samoa: the Making and
Unmaking of an Anthropological Myth, ANU Press, Canberra.

Harries, O, (1969), Stratagy and the Soutbruwes Pacific Am Australian
Perspeciive, Pacific Security Research Institule, Sydney

Hayek, F. (1979), The Political Order of a Free Peaple, University of
Chicago Press, Chicago.

—— (1988), The Fasal Conceit: The Ervors of Soctalism, University of
Chicago Press, Chicago.

IBRD, World Develapmeni Report, various years

Jones, E. (1981), The Bumpean Miracle Emwonmenti, Economics
and Geopolitics in the Higory of Eurmpe and Asig, Cambridge

B0



Tun Eoosomcs aND Poumcs oF Soumi Pacmc DevELOPENT

University Fress, Cambridge.

Kasper, W. (1989), Accelevated Mdusrial Epohition in East Asia,

of Economics and Management, University College,

ADFA, Canberra (Economics and Management Discussion Paper
o, 1).

— et al. (1988), Fifl Opporiunily from Adversity?, Centre for In-
dependent Studies, Sydney.

Parliament of the Commonwealih of Australia, Joint Committee on
Foreign Affaies (1989), Australia’s Relations with the South Pa-

AGPS, Canberra.

Rabushia, A. (1974), A Theoryof Racial Harmony, University of South
Carolina Press, Columbia SC.

Rosenberg, N & L Birdzell (1986), How the Wexi Grew Bich  The
Boomomic Trangtrmarion of the ndusivial World, Basic Books,
Mew Yark.

Soto, de H. (1989), The Ocber Path, Harper & Row, New York.

Sowell, T. (198Y), The Economicy and Politics of Mace: An ntorna-
tional Perspective, William Morrow), New Yorik.

—— {1990, Prefereniial Policies An irtermational Peripective, Willlam
Morrow, New York

Stigler, ] {1971}, "The Theory of Economic Regalation’, Hell fowrmai of
Economics 2 (Spring). 1-21.

Thakur, & & C Thayer (eds) (1987), The Sovdel Dmion ar an Asian
Pacific Poter, Macmillan, Melbourne.

Vaitsos, C. (197H), ‘Crises in Regional Economic Cooperation {Inte-
gration) Among Developing Countries: A Survey’, World Dewel-
apment 66}, TI9.68

Bl



Commentary

Colin Simkin

find mysell 30 much in agreement with these three valuable

papers tha [ can offer litthe more than supportive comment and

some qualification (o statements thal seem 1o me to be in need of
qualification

Lord Bauer, with 1 typical application of scund commaon sense to
acule observation, strips away much of the humbug that has becoms
acoepled opinion in regard 10 foreign sid, and exposes the damage
that it has done 1o both recipients and donors. Mr Siwatibau has had
practical experience of aiid administration in the Pacific island coun-
m:ﬂhﬂm!mmmmmmﬁuﬂm
and prospects.  Professor Kasper gives 8 thorough analysis of those
countries, which are extraordinarily dependent on foreign aid, and
convincingly argues that they must seek & different path to economic
Rrowth

What we have first to grasp is Professor Baver's point that foreign
#id is a tranafer from donor governments to reciplent govermnments,
either directly or through multilateral agencies such as the World
Bank, the IMF or the EEC. It excludes private investments, donations
from charitable ofganisations, of remittances from cxpatriates. Duur-
ing the 19th century, entreprencurs and governments in developing
countries were able 1o get privaie forcign capital for sound, and even
unsound, projects; il was in this way that Australia, New Zealand,
South Africa, Canada, Latin America, Southeast Asia, and even India
and 5ni Lanka developed, as well as Fiji and Papua New Guines. In
mhw‘mmm:m:hhmm
mm&mhmﬂd‘nuﬂrmmm. For
mmmu.mmmymmmummupm
mu:h:wmmﬂ:rdm It follows, as Professor
h-:nmdmhmﬂmummﬂmhm'pnﬂmmh:
o a recipient country’s economic development is limited to the com of

ﬁl‘llﬂhh!mhuhdunurﬂ-mﬂu-!ﬂmm
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mﬂummmmmmwmm 2
maximum contribution that must always be much less than this
But the acual coatribution will be even smaller, and may well be
negative. Fot the ansfer does not go directly to productive uses but
to governments, i.e. politicians and buresucrats. 1t is notorous that &
good deal of sid is corruptly used (o enhance the wealth of politicians
and buresucrass rather than the general welfare of their subpecs.
Much of it has also gone w finance show projects of an uneconomic
nafure: e new natlonal capitals, such as lslamabad or Brasilia;
mmmmmﬁuﬂnhmhm
Lumpur or Canberra; a national air or shipping line, such as Air Pacific
and the Forum Line; eic. eic  Too aften the remainder goes 1o
inefficiently-run nationalised industries, or is fltered through elabe-
rale burcaucracies to privale enterprises that are handicapped by
sdministrative controls and that obtain funds and licenses more by
lobbying than by merit. 1t is not surprising, therefore, that demands
For aid continue to grow afier mone than four decades of sid-giving.
Only japan, South Korea, Taiwan, Hong Kong and Singapore have
wsed ald elfectively encugh 1o dispense with iL
These countries, although not pedfect examples of market econo-
mies, have vigorously promoted private enterprise 1o gain s well-
known benelits — and with spectacular success.  Bul most others
(Thailand is an exception) have used it o pumsue, of 1o maintain,
socialist or semi-socialist policies based on some kind of cenirsl
planning Foreign aid 1o them has, accondingly, impeded economic
more than it has helped it 1 have always found &
paradoxical that the US-dominated Weorld Bank, even during the
Eisenhauer Administration which was panicularly hostile to domestic
macroeconomic planning, made its aid to developing countries con-
ditional upon the drafting of five-year economic plans. And that a1 a
time when lew of them had either satisfaciory statistics or personnel
capable of preparing macro-plans. About all that could be said for
such plans is that they were good enough 1o secure 1id. And so, from
its very inception, foreign aid was increasingly channelled (o countries
wheere it did the least good because of the associated enppling of free
enterprise. Ome such country was lndis which, particulardy in the
19608, was arrogantly holding up 1o other countries ity own misguided
planning system as the model for Asia.
Yei more wenl wrong than economic results.  Professor Baver
siresses the hostility that recipient countries have developed, indi-
vidually and collectively, towands donor countries: the so-called East-
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West, or North-South, divide. Such howtility, of course, i 3 common
mﬂﬁmuummmmwm During the 1949.

hnmdhﬂnﬂ:ttuthnﬂ.*mdlhkm’lhuhﬂuyu
huge sums 10 put Europe on its feet again, We'll be mugs enough to
do that — and we'll become the mast hated nation on eanh’ | saw
what he meant when | mixed with people in Oxford and the LSE in
1948 and 1949, Not that unreasonable and ungenerous anti-Ameri-
:uhnﬂ:ﬂmdmmumhwhdphmrufﬂhm.

It is not surprising that Third World hossility focuses on the
m.mmmmmmmmm
and those in the maore advanced countries. But it is wrong 1o ascribe
this to lack of sid All that aid can do is 10 help the growth of
pmmumm”mm@mmmm
mﬁumﬂmmhmhpmmﬁnrmmm
than ‘the conduct of people and thelr governments’, as Professor
Bauer puts iL To grasp this point, we need only compare Australis

1974 the World Bank, the IMF and the US encouraged private financial

institutions to recycle petro-dollars by generously lending D gov-
mﬂmﬁnﬂmm“mmﬂﬂm

mwmwmmmmmw
plies of both lending snd borrowing countries  The result has been

Ilmnuun;upumrluppﬁu.
Professor Bauer's political realism makes him pessimistic of even
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minor reforms 1o foreign aid, in spite of its glaringly counter-produc-
live effects. Professor Kasper is more optimistic, although foreign aid
exceeds GDP in five of the 19 countries in his survey of the Pacific
Islands, and is at least one-third of GDP in another five of them. Six of
them, too, depend heavily upon remittances from nationals working
in Australia or New Zealand. But twelve of them are very small, with
below 100 000, and the smallest, Tokelau, has less than
2000. Not unnaturally Professor Kasper pays most attention o PNG,
which has over 3 million people, and 1o Fiji, which has three-quanen
of a million. (He is familiar with Fiji's problems as 1 result of leading
3 team of Australian economists 1o investigate its problems after a
military coup had suspended democratic government because of
congiderable racial tension between Fijians and Indians )

All of the Pacific island countries, excepl Tonga, were under
colonial nule, and when most of them became independent states they
adopeed the forms of democratic government.  But, Professor Kasper

, these forms are largely a facade for deeply rooted tribal
systems that ane characterised by the traditional suthority of chiefs
and by what he calls ‘patemalistic collectivism’. This had been
reinforced by colonial proteciion of taditional customs and rights,
especially land rights. Contac with the West gave markeis o native
cultivaror for copra, bananas, oranges, and fish.  In Fiji, indentured
Indian labour cultivated sugar plantations, and European enterprises
extracied timber and gold from Fiji and PNG and timber also from
Vanuaty. Resulting impors, and modem schooling, created tastes fos
Western goods, and these were greatly developed afier independence
by foreign aid, which in many cases came (0 exoeed exporn receipts,
and by the familisrity with higher living standards that resulted from
large numbers of islanders migrating 10 Australia or New Zealand for
work, either iemporarily or permanenty.

The resull has been & greas discrepancy between aspirations for
consumption and domestic means of satisfying them. 5o far the gap
has been met mostly by transfers of ald or rermitances, and by

rather than by developing island resources.  Professor
WMMMWMMH:MWHMM
than lack of matural tesources snd distance from overseas markets.
Chiel among them, he says, s the pensisience of paternalistic eribalism,
reinforced by all the adveric consequences of foreign aid which
Professor Bauer has exposed. [n Fiji, paternalistic tribalism has had
the unfortunate effect of fostening damaging racial tensions as Indians
have very limited sccess 1o natural resources and dominste the
country’s more modern economic activities. The biggest field of

BS
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employment for well-educated Polynesians or Melanesians is govern-
miert scrvice, in which they become adept in preparing aid applics-
tons and in drawing up, of administering, five-yeur economic plans.

These plans involve regulstions and licensing, which reinforce
the effects of patemalistic tribalism in hampering private enterprise
and the development of & market sysiem, and so all the anendant
bﬂﬂﬁliﬁdﬁhﬂlﬂﬁlﬂﬂilﬂﬂﬂdhh:ﬂﬂhﬂﬂm.m
have also been sccompanied, in some island countries, by nationali-
sation of expatriate enterprises or by the creation of government
enterprises or monopolics. It is not surprising, therefore, that real
GDP, in most island countrics, has lagged well behind population
growth and that they are so dependent on forcign aid and remittances
for maintaining unsatisfactory standards of living.

The obvious way out of these difficulties is 10 replace paternal
MﬂmeﬁIhlmdupmmuﬂ
free enterprise. But in Melancala and Polynesia, there are serious
obstacles 10 such a transition. The main one is the attindes of the
peoples concemed.  Much effecive power is held by those who
would leel most threatened by the decay of paternalistic tribalism. Jts
inherent collectivism has been supplemented in various ways by
Westemn Influences on trade unionksm, labour leglslation and educa-
ton. Professor Kasper points o the influence of foreign school
teachers in indoctrinating primary and secondary school pupils, and
to the Bengali Marxism that is dominant in the social science fxculties
of the Univerities of the South Pacific and PNG. In Piji, the election
victory of 3 coalition that defeaied the Alliance Party in 1987 could be
interpeeted as @ popular revolt against paternal tribalism.  Bur the
leaden of the coulition, mostly Indian, were far from demanding free
enterprise. What they wanted wis more nationalisation, unrealistic
social welfare services, and redistribution of Incomes.

A3 Professor Baver said, economic progress depends basically
upon the economic anitudes and qualities of people and their rulers.
Throughout Melanesia and Polynesia there i, for the reasons Professor
Kasper gives, liitle in snitudes or qualities that are favourable 1o

Polynesian entrepreneurship. Fiji's Indians provide nearly all of that
country's businessmen, but have not voloed any demand for a free
enterprise economy. Although popular disconiens has grown, and in
all probabidity will grow, with the economic stagnation of the island
countrics, it is difficult to see how this can lesd to improvement in
their economic conditions until there is influential leadesship in
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persuading people to get rid of traditionsl and socialistic shackles on
enterprise

Professor Kasper, like Professor Bauer, would prefer o see
foreign ald cease, despairs of that, and outlines ways of lessening its
bad effects. The main one is that sid should become conditional on
moves being made (o reduce ‘protection, regulation and stale own-
ership’. Yet much of the akd comes from Australia, which is far from
having realised Professor Kasper's conditions, and they would hardly
be acceptable o the mdcpient governments uatil there i berer
understanding in their countries of the vices of regulation and the
vimues of froe markets. The same qualification applies 1o his further
suggestion of & Pacific Union that would have s common cumency
tied to an exmernal currency, and adopting policies that facilitale
internal and external trade. And it seems 1o be hall-heared, Professor
Kasper admits that it would have ‘litle immediate mapport’ in view of
strong feelings of nationalism and political independence.

Onasiders, therefone, can hope 1o have only n educative influence
ln my view, organisations like the Centre for Independent Studies,
besides continuing offors to persuade their own paliticians and
people of the sdvaniages of economic liberalism. should also try 10
persusde them of the need for drastic reform of foreign ald. And they
could well extend such effors to persuading simiarty governments
and peoples in the Pacific island countries. The CI5, indeed has made
& good start in that direction with its 1988 publication FUL Opporii-
nity from Adversity? (by W, Kasper, & Blandy and J. Bennei), which
ingugurited its Pactfic Papers series.

In his paper, Mr Siwatibay mentions the effect of aid and remi-
tances in raising wages and salariea, paricularly in the public secor
The consequences include adverse effects on agricultural growth
{particularly marked in Tonga, Samoa and the Cook [slands), exces-
sive urban drift, and much unemployment. He also notes that foreign
aid has maintained overvalued exchange rates.

OF considerable interest s his report that there is an expectation
of foreign ald being reduced by donor countries, and some moves (o
reduce dependence by a few of the smaller island countries Kiribati
has decided 1o forgo anmual bodgetary grants, and has used its last
receips from Ocean lsland phosphate to acquire 8 portfolio of foreign
sasets that meets part of its budget deficit. Both Tuvalu and the Cook
Islands have staned a similar reduction, and Vinuatu ended its
budgetary aid in 1968

Also of interest are his remarks about education. Arts graduates
find it difficult 1o obtain employment, but there are unsatisfied de-
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mands for commercial and arisan skills. He stresses the importance
of restructuring education to meet changing dermands for skilled
wiorkers

Large exceases of impons over exparts, prospective reductions of
foreign aid, and the genenl need lor economic growth all point 1o the
need Lo stimulate private investment. Mr Siwatibau recognises that
this requires deregulation of the business and financial sectors, as well
as political stability and good industirial relations, There are only a
few sigrs of these conditions being provided, although the Fiji gov-
ernment has sold pan of is holding in Alr Pacific 10 Qantas, and is
trying to sell the Fiji Sugar Corporation 1o the public. That is & pity, not
only becsuse of their present difficulties, but slso because of the
potential for economic development offered by huge fishing grounds,
large forested areas, important mineral deposits (in PNG, New Cal-
edonia and Fiji) and undoubted attractions for tourists. All this, as Mr
Siwatibau, emphasises, could be attractive 1o the rapidly advancing
economes of the Pacific Am.

How much has o be done is indicated by the imperdect statistics
for employment. In PNG, much the largest of these island countries,
less than 2 per cent of the active popiulation is employed in each of
manufacturing, construction, commerce of transport. n Fijl, perhaps
the most diversified country, manufacturing accounis for only 8 per
cent, construction for $ per cent and commerce for 11 per cent. Moee
than half of the istand countries have very litthe o no manufacturing.
and maore than ane-third very litde commercial activity. Transpon is
only a little better.,

My own feeling is that the main factor holding up economic
development in most Pacific island countries is their people. | cannot
regard such excuses a3 limited duration of exposure 10 the world
cconomy of geographical isolation as in any way decisively impor-
tant Japan, Korea and Tarean have not had a longer exposure 1o the
world economy and both South Africa and New Fealand are at least
equally distant from world markets. Nor do | think that educational
backwardness is 3 reasonable cxcuse. Most ialand countrics have
lang had better provision of elementary public education than rapidly-
growing Thailand or Malaysia, and higher education in Australia and
New Zealand has long been open to those islanders who could afford
it or obtain scholarships. | am confirmed in this opinion by what |
have seen in visits to more than & few island countries and, in
particular, by a jodgment of the head of a development bank. When
| asked him what, in his opinion, was holding up economic devel-
opment in his own island country, he replied, T am afraid it is our
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This, of course, i not W suggest any kind of acial inferiority in
mmﬂmrmummmﬂmmm
{sland countries to entertin such an ides. What it does suggest rather
is the need for radical change in outhooks and instinutions, and | eould
hquummmnnﬂlmhﬂhm"mhwhm
by insppropriate policies of foreign aid and domestic ecOnOmic
reguliton
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Peter Jennings

arguments most often heard in defence of sid  promotion of

development; relief of poverty, and furtherance of the palitical
and economic interests of the donors. Australian and New Zealand
aid programs to the South Pacific have, for the most part, been
justified by reference 10 the first two arguments but motivated 1o 3
prealer extent than o usually scknowledgred by the third,

The three essays presented here provide ample theoretical argu-
ment and empitical evidence to demansiraie that aid cannot always
be secn 10 promote development and relieve poverty.  Even the
Australian and New Zealand agencies charged with the disbursemem
of aid recognise that their programs fall short of achieving these goals
and, in fac, may contribute to worsening conditions on some islands

The March 1989 repon of the Australian Parliamentary Joint
Committes on Foreign Alfains, Defence and Trade, entitied Awtradian s
Relations with the Sowrh Pacific, noted:

Despite large and increasing flows of aid into the region, eco-
nomic prospects ae generally discouraging and the growth per-
formances of these countries has been disappointing.  Aid de-
pendence is increasing rather than decreasing, and the goal of
sell-sufficiency seema for many of the smaller countnies further
awy than ever ... research has shown that large aid Nows, while
having benclicial effects, can also hinder economic development
indirealy, Aid may discourage exporis and impon competing
industries land| lead 1o an increase in the public sector at the
expense of the privaie sector, particularly agriculture . There s
&lso an ‘ahsorptive capacity’ problem with the constraints on

Iﬂumr.mfdhwmwnu-hthuﬁmmnlhm

Peter jennings is Defence Adviser o the feders! Opposttion’s Shadow
Miinbsiey for Defence. He was &T Fellow with the Depan-
mﬂm-hm:ﬁhmmm
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economic development reducing these countries’ ability 1o ab-
sorb high per capita levels of sid.  (Pariament of the Common-
wealth of Australia, 1989.55.59)

mmmﬂﬂ.ihmmdﬂnhahhnﬁc
Forum organisation, only Papua New Guines and Fiji have the capa-
hility 10 reach ‘independent and sell sustaining economic growth’.
The Sclomon Islands, Wesiern Samoa, Vanuaiu and Tonga will need
continuing long-term support i be able 1o develop preconditions lor
independent economic growth. Finally, Kiribati, the Cook Islands,
Tuvalu, Nawmn and Niue have almost no prosped of being able 1o
function independently of aid programa.

In many cases sid forms an imponant pan of the island govemn-
meni's revenue for recurrent budget expenses. The Australian report
argues that, especially in the case of those islands that have litthe or no
hope of self-sustained development, ‘Econnmic development should
no longer be the chief determinant of aid . but rather ___ aid should
focus on essing the sdjustments that must be mude where growth
prospects ane absent’ (Parliament of the Commonwealth of Australis,
1989460-1)."

In New Zealand, the May 1990 Repornt of the South Pacific Policy
Review Group entithed Towands a Pacific lland Commumnityreached
similar conclusions. The Repon pointed oul, lor example, that
oversized island bureaucracies and high levels of aland government
expenditure were being largely financed by overseasaid. It conchuded
that ‘unless the size and cost of the public sector in the region is
restrained, it will hold back growth of employment in other secion’.
In spite of what is clearly a negative consequence of aid, the New
Zealand Repon argues that Wellington's Official Development As-
pistance (ODDA) ‘underpins our relations with the Padfic ... Our mana
Istandingl as a people of the Pacific is maintined through our QDA
because it gives substance 1o our relationships’ (South Pacific Policy
Beview Group, 1990:110-11).

The conclusions of the repons demonstrate that the sid policees
of the two principal metropolitan powers on the South Pacific are not
designed — to refer again to Lord Baver's criteria — solely with s view
to promoting development and relieving poveny. If these goals had
been the criteria, then both Australiasn and New Zealand policy has

1. Ly Mawru's case i is ssaurnod deat the sland will not be able (o maintain
continued econcmic viabdity following the depleion of phosphate
feserves
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been less than successful

Al s very worst, aid has been 3 major contributor to the growth
of large island buresucnacies, 1o the rpid urbanisation of island
capitals, and hence 1o the decline in the numbers of people pursuing
3 more raditional lifestyle on the land. Aid tends also 1o be unevenly
distibused, and thus it has contributed 1o the development of major
wealth disparities between those islanders living 3 subsistence lifestyle
and those who could be described as the urban, educated, government.
empiloyed, cash-eaming elite.

The consequences of these developments can best be examined
in the light of 4 single example. Here | would like to discuss Niue,
which, since 1970, has been self-governing in free association with
New Zealand. Nive has o population of about 2500, and some 20
elecied politicians. Ower 10 000 Niueans live in New Zealand and
make an important contribution to the island's economy by sending
back remintances 1o their families,

Niue currently receives aid from Wellington 1o the value of $NZ10
million annually. New Zealand is threatening to cut this amount
unless Niue is able to effect cuts in the size of its public service Some
two-thirds of New Zealand's aid goes in direct budgetary suppon of
the istand’s buresucracy, which empiloys more than half the workforce.
Fifty years ago, less than 3 per cent of the island's population was in
paid employment, and the island was sell-sulficient in food. In the
late 1980s Niue impored food, and exports accounted for less than 20
per cent of imports,

mwmmmmmmwmm
privale enterprise operations on the island because the government
offers most services free.  Visiting the island in Apel 1989, Russell
Marshall, then New Zesland's Poreign Minister, was reportedly ap-
proached by farmers, tourist operators and others from the private
sccior who ‘sccused the Hex government of victimising them as
political rivals for complaining that public servants get preferentia]
development loana’. These claims have been sccompanied with
allegatians that government adminasiration of aid projects has been
wasteful and produced linde in the way of angible returns (Magnall,
1969).

Although it is one of the smaller islands, Nive's problems are
similar 1o those found on many island states.  Foreign aid has done
lide to create the basis for seif-sustained economic development
Rather, it has helped o create cumbersome political and bureaucratic
structures that are slow 10 meet the demands of people who aspire 1o
mose materially comfonable lives. One of the most worrying devel.
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opments (n the region is the widening of wealth disparities within
island communities and the creation of an elite that, sccording to 8
prominent islander critic of aid, ‘have & greatl deal more in common
with each other than with membens of the other classes in their own
communities’ (Hau'ofa, 1567:3).

Despite these criticisms, there is litle prospect of Australia o
New Zealand drastically restructuring or reducing their sid programs.
Neither of the two main reasans for this receives much atlention in the
casays presenicd here. The first is thay, realising that most of the
smaller island states will never develop independently sustainable
ecconomic growth, Australia and New Zesland have more or less
sccepted that constant budgetary suppon is necessary simply to keop
the ishind governments going.  As the New Zealand economist Ray
Watters has put it (1987:41), the metropolitan powers are paying 1o
prevent slums developing in [their] own backyard’,

The second reason for continuing aid payments relates to the

minimise any influence exerted on the islands by foreign powers
potentially hostile 1o Western alliance interesis. The phrase coined 1o
describe this policy s ‘strategic denial’ One frequently cited example
of the policy in operation relates 1o Tonga in 1976, In April that year
Tonga established diplomatic relations with the Soviel Union. Tonga
informed Australia that the Soviets had offered an aid package in
return for being allowed to build an inMemational airpon and receive
landing rights. The Australian snd New Zealand response wias 1o riise
the ssue a1 the 1976 mecting of the ANZUS Council and to increase
:;;ﬂumunhﬂmudmum Tonga refused the Soviet

A similar development took place in 1985 when bath Tuvalu and
Kiribati were approached by the Soviel Union 10 establish fishing
sgreements.  Kiribati accepted the ammangement — to the generl
concemn of the metropolitan powers — but Tuvalu refused, and
shortly thereafter New Zealand increased its aid to that country by
swome 73 per cent (1o §NZG00 000 in 1586),

Through much of the 19708 and 1980+ “stratogic denial’ by means
of aid successfully contributed 10 keeping the South Pacific remote
from the influence of those countries considered hostile o Wesiern
alliance interests. However, this point should not be overemphasised
The islands 1o 1 very large degree were conservative and pro-Weslern
in their outdook. The profound influence of Christianity led the
islanden to be suspicious of communist ideclogy. For it part the
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Sowiet Union placed a very low priority on seeking 1o influence events
in the region.

In sddition 1o these factors, the islands were very well aware of
the economic value of stressing thelr strate gic imponance 1o Australia
and New Zealand The following quotstion from an August 1985
better from Fiji's Prime Minister Rans Mara to Australia’s Prime Minister
Bob Hawhke is revesling in its very bluntness.

We have all expressed concemn about the ongoing fisheries nego-
tations berween Kirdbati and the Soviet Unicn Cither eourtries in
the region including Fiji have received similar overtures from the
Soviet Union. These developments, in my view, make it all the
more urgent that Australia and other long standing friends in the
Pacific come forward with further positive, visible and affirmative
action in providing supportive economic measures. | believe tha
no sland country would feel compelled 10 enter into new align-
ments if such suppon were readlly available from within our
region. (Quoted in Hau'ofs, 1987:8)

Epeli Hau'ofs has refermred to this as an ‘srm-twisting game’. But
it differs from the usual ouicome of arm-twisting in as much as both
parties feel satisfled with what they got out of the deal.

In the 19908 both parties might also discover the imits of their
ability 1o twist arms. Many island states have embarked on policies to
extend their diplomatic contacts beyond the metropolitin powers
that had colonial interests in the South Pacific. [n mid-1990 the Soviet
Union opened in Port Moresby its first ressdent embasay in the islands.
Both the People’s Republic of China sand Taiwan have been competi-
tively pursuing diplomatic accreditation in the region, and offering
significant aid packages as incentives. In genenal, the region b
opentng itselfl to scoess from the outside world and there sppears 1o
be little that Australia and New Zealand could do, if they were so
inclined, to slow this process.

For their par, the islands are finding that there are limits 1o the
barter value of srategic pawms. The Soviet Union, for example,
allowed fishing agreements to lapse with both Kiribati and Vanustu,
One must assume that the catch, both of fish and of inelligence
information, was nol good enough.

For all that it may have become & more difficull policy to impie-
menl, Australis and New Zesland will continue o use aid as a
mechanism for encouraging the islands 1o suppon ‘strategic denial'.
However, the policy will have 1o accommodate the interests of 2 new,
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younger and somewhal mone assertive generation of island leaders
intent on expanding the diplomatic horizon of the South Pacific With
this expansion will come new sources of aid. Japan in panticular has
taken s much higher peofile in the region, and has its own political and
strategic interess (0 promote.

The final topic | wish to sddress concerns the developing conflic:
in the islands between rising expectations of higher living standards
(often generated by aid) and the culiural and political condituons tha
make it difficult for those expectations to be met. Mr Siwatibau and
Professor Kasper both refer to this problem. As Mr Siwatibau says (pp.
24-5 above)

Political and social instability appears to have increased in recent
years. This trend may be & function of rapidly rising aspirations
that cannct be matched by economic performance and of an
apparently growing conflict between slowly evolving cultural
and traditional norms on the one hand and, on the other, the
necesaity for rapid changes in a modern wordd where effon,
efficiency and meril are etsential for the satisfachon of aspirstions.

A central task for the South Pacific countries in the 19908 will be
io adapt their political sysiems so 18 10 make an scceptable compro-
mise betwoen customary forms of socal organisation and the more
pluraliss ideas that ensure that aspintions are satisfied by ‘effon,
elficiency and merit’,

Professor Kasper has faith in the possibiity of ceating this blend
of tradition and openness — and the idea of PNG Highlander-inspired
consumer products is o beguilling one, However, one should not
underestimate the potential difficulties. Epeli Haw'ofa has expressed
the concem that ‘custom’ can be used by governments as a means of
undermining potential opposition (198712}

Increasingly the privileged and the poor observe different tradsi-
tions, each adhering to those that serve their interests best. The
dilference is that the poor meraly live by their preferred tradituons
while the privileged often try 1o force cenain other traditions on
the poor in order 10 maintain social stability, that is, in order 1o
secure the peivileges that they have gained, not 8o much from
their involvement in raditional sctivitses, as from their privileged
access o resources in the regional economy. In such a situation,
traditions are used by the ruling classes 1o enforce the new order
Arguably, one could inlerpret the new Fijian constitution in this

]
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light More generally, there are political forces in many of the island
stanes that seem intent on resisting the development of more pluralist
sociclies. One cannaot but be concemed at this rend. [sland societies
do indeed need 1o prescrve customary practices. But if these are used
a8 3 means of slowing or denying political and social reform, then
prospeas for regional instability will grow in the 1990s.

The range of problems outlined by Mr Siwstibay and Professor
Kasper suggesis that there is the potential for growing viclence and
political fragmentation in the region. For this reason, | am deeply
mmnmhmwmm
in these two essays. Indeed, | think that 3 key problem may be to
preserve the gains already made by the South Pacific Forum. As things
stand, there is some danger that the ethnic divisions in the Forum may
harden into political blocs. The Bougainville crisis reminds us also
that problems of secessionism theraten the sovercign integrity of
several states.

In sum, ane could be forgiven for laking a somewhal pessimistic
view ol the prospects for the South Pacific in the 1990s. The islunds
will continue 10 be dependent on foreign aid for the foreseeabile
future, much of which will not be used 1o promote sustainable
economic development. The islands wo face a challenging period of
adjusting thew polincal systems 1o better meet the demands of their
populations. One can, however, forecast with some canfldence that
mmwdummpwumm
tnue 10 support the slands i pumsuil of the policy remnants of
"strategic denial’
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Resource Centre

The Economics Education Resource Centre was euablished at the
Centre for Independent Studies in October, 1989, I3 purpose is 10
encourage a better understanding of the principles of economics
and to promote their practical application by offeing support In
the teaching of economics at the high school level throughout
Australia.

The major functions of the Centre include:

*  Liaison with other organisations and professional bodies
involved with the teaching of economic,

. Accumudation of a comprehensive resource base of
books, audio-visual materials and teaching aids of all

. Organisation of lectures, seminars and worshops for
teachers.

. Review and evaluation of courses, boolk and other
materisls ined in schools

The Fconomic Education Review

This is the official national newsletter of the EE.RC. It & published
six times a year. Each lssue containg a leading article accompanied
by student exercises; some shorter articles of economic interest;
book reviews; and some current Australian econemic statistics. For
subscription Information, please contact the E.ERC.

Teachers who subscribe to both Policy and The Emnomics Educotion
Review will be able to do so lor a discounted fee.

Director
Tim Riley

EERC, 4th Floor, 38 Oxley Street, St Leonards NSW 2065
Ph: (02) 438 4377 Fax: (02) 4397310
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A Journal of Public Policy and ldeas

Policy is the quanerdy journal and flagship publication of the Centre for
Independent Studies, Australia’s leading independent, non-profit rescarch
and educational organisation.

Palicy provides regular, expen commentary on public affairs based on
the latest advances in economic and social research. I8 contains:

articies on 1opic of curment public concem;
reviews of books likely 10 influence policy debane,
and

* critical expositions of ideas and theories relevant to the
formation of public policy.

Policy thus plays a major role in the effon of the CIS 1 provide o rigorous
and impartial defence of the free and open society 1t (s strictly non-partisan
but alms 10 influence opinion across the political spectrum. It i therefone
alnod st a readership of academics, pournalists, eachen, policymakess,
busincsspersons and ather individuals who play an important role in
ferming public opinion and influendng policy. Most contributions are
commissioned from qualificd scademicy and scholars.  Polisy also carries
regular contributions from commentators in the UK, the US and elsewhere
All published articles meet the highest standards of independence, obyectiv
ity and scholaship.

How to subscribe

Anrual (abrmail or sea mail), institutional and sustaining subscriptions 1o
Poblicy are available  For further Policy subscription mformation please
contact The Centre for Independent Studies st the address below.

Subscribe by phone of fax using American Express, Visa, Bankcard or
Mastercard, or call for 3 Podicy subscription brochure (o be sent 1o you

The Centre for independent Studies, PO Box 92,
St Leonards NSW 2065
Fha (02) 438 4377 Fax: (02) 439 7310
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AID & DEVELOPMENT
IN THE SOUTH PACIFIC

Peter Bauer
Savenaca Siwatibau
Waollgang Kasper

The political econarmy of the South Pacitic n dominated by foreign
aid. Thit promotes domestic statism, which in turm retardy the
economic growth and development of the many countries in the
region. As popular expectations of higher living standards are
frustrated, the political tensan and violence that some of the larger
countries have experienced in recent years may intensiby.

The authars in thin collection see little prospect for any rapsd
reverial of the present aid-subsidised stagnation, butl propose
modest reforms that cowld help the region move away from aid
dependence and bureaucratic control, They also identify some
economuc trends that indicate possible directions of future sustained
developmieni

*  Peter Baver, & Ioading authority on deveiopment and aid,
argues that if foreign aid cannot be terminated it should at least
be given only to those countries that adopt enlightened eco
nomic policies

*  Savenaca Shwatlbau, Head of the ESCAP Operations Centre for
the Pacific, stresses the significance of Fiji's attempts to priva-
tise some siate-ovwned enterprites, Vanustu's success a3 a
linancial centre and the establishment of truit funds by Keibati
wnd Tuvalu.

*  Wollgang Kasper, Professor of Economics at the Australian
Defence Force Academy, sdvocates an economic and curiency
whion of the South Pacific and ithows how Australia and MNew
Zealand can help make the reglon's transport and communica-
sy mare compatitive

These and other proposals and developments are discussed by
commentabors Colln Stmkin, Emerntus Professor of Economics st
the University of Sydney, and Peter jennings, formerly a Teaching
Fellow in Politics at the Australian Defence Force Acadermy,
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