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Foreword 

In November 1989, the Mont Pelerin Society held a Pacific Regional 

Meeting in Christchurch One session of that meeting was devoted to 

the issue of development m the South Pacific. This volume is an 

edited reproduaion of the papers presented at that session by the 

three main speakers and two conunentators. 

Above and beyond all iLs oilier attributes, this book is remarkably 

informative. Seasoned observers of the South Pacific as well as those 

in need of an introduaory briefing will find it a useful reference. It 

will also be useful to those interested in the more general aspects of 

developing nations, in particular the aspect of foreign aid. 

The key to the book's success as a source of information is the 

difi^erent perspective adopted by each author. Savenaca Siwatibau 

looks at the South Pacific from the inside, as an active practitioner of 

national and regional policy. He provides the reader with a capsule of 

information on the strengths and weaknesses of each South Pacific 

nation and then explores features that they share. This is a very 

detailed and practical approach Wolfgang Kasper takes the view of 

an outsider. Rather than concentrating on the details of individual 

cases, he stands back from the often confusing array of specific 

features and looks at the more fundamental forces ai work in deter-

mining the fate of the region. Peter Bauer takes a similar approach, 

but limits his arulysis to the issue of aid at an interrutioful level 

However, Professors Kasper and Bauer both pepper their works with 

an outstanding range of illustrative examples. 

The impressive display of information is unlikely to leave the 

reader with much confidence in the South Pacific. Professor Bauer's 

arulysis of aid leads firmly to the conclusion that 'intergovernmental 

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 substantially reformed. Professor Kasper agrees that aid as it 

stands is damaging mostly because it encourages the further devel-

opment of sialism which, in turn, works lo discourage growth and 

development. Mr Siwatibau's deuiled list of factors affecting devel-

opment is also rich with examples of negative infiuences, ranging 

from ecosystem overload to inappropriate naUonal financial man-

agement. 

However, not all is doom and gloom. Mr Siwatibau's list of 

developmental faaors provides the reader with some arenas of po-
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tencial growth, such is tourism, fisheries, agriculture and mining. But 

Mr Siwatibau is always careful to add that success will dejjend on 

other faaors such as the correction of national financial management, 

reductions in the role of government, not only domestic ones but, 

through aid monies, foreign ones as well. His belief thai success can 

be achieved is supported by examples; Kinbati's efforts to reduce 

goveriuneni dependence on aid, the attempts by the Fiji govenunent 

to privatise the Fiji Sugar Corporation, and the participation of nations 

in the South Pacific Regional Trade and F.conomic Co-operation 

Agreement (SPARTECA). 

Professor Kasper is also optimistic in his assessment of the potential 

for successfully developing the region through a program of liberali-

sation and self-help. He even sees some place for foreign aid, given 

that there are no prospects for abolishing it and given the application 

of a series of caveats that he labels the "Ten Commandments of 

Foreign Aid'. He is also an advocate of an economic and currency 

union in the South Pacific, which he sees as a mechanism for avoiding 

many of the costs faced by small-scale governments. 

While Mr Siwatibau and Professor Kasper temperiheircnthusiasm 

for their proposals by remaining aware of the practicalities of reform, 

the two commentators — Colin Simkin and Peter Jennings — both 

remind the reader of the limilatioru inherent in development prospects. 

Professor Simkin is critical of Professor Kasper's proposal for a Pacific 

union and suggests that 'outsiders ... can hope to have only an 

educative influence'. Mr Jermings suggests that aid to the South 

Pacific will continue because bcHh Australia and New Zealand wish to 

avoid the prospect of having 'slums' develop in their own backyards: 

hardly an optimistic outlook. 

The book is therefore a pessimistic document. Given that il is also 

informative, il is hard to conclude thai the pessimism is unwarranted. 

All contributors advance compelling arguments for change, most 

notably for change away from aid dependence and excessive levels of 

political control and bureaucracy. But equally compelling is their 

demonstration that the pros peas for change arc remote Indeed, 

there is some exp>ecution that conditions will further deteriorate. For 

instance, the divergence between growing expectations of higher 

living standards and the ability of rutional economies to produce 

those living standards could cause conflia to grow. The 1987 coups 

in Fiji, the Kanak uprising in New Caledonia and the secessionist/ 

land-rights confiia in Bougainville may foreshadow a more violent 

future for the South Pacific. It is hard therefore, in the light of a 

potentially catastrophic future of violent poverty for the region, to 

Via 
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give up all efforts to achieve change. 

The contributors to the volume do offer some encouragement 

Professor Kasper's comments on transport and communication are an 

example. Making transport in the South Pacific more competitive is 

something that Australian and New Zealand governments can achieve 

through their involvements in Qantas (and thus in Air Pacific) and the 

Forum Line. Furthermore, the opening up of their own ports to 

competition would assist in two ways: by reducing the total costs of 

handling transported goods, and through a demonstration effect 

Professor Kasper's support for non-government organisations as ap-

propriate vehicles for the delivery of aid funds is also worthy of dose 

examination. 

Perhaps most encouraging arc the examples of success that Mr 

Siwatibau cites. Tuvalu is attempting to reduce its dependence on aid 

through the setting aside of a trust fund similar to that esublishcd by 

Kiribati. Organisations like the IMF, the Worid Bank, the Asian 

Development Bank and the EEC are granting aid only on condition 

that ccruin policies are introduced Vanuatu has successfully estab-

lished itself as a financial centre and Nauru, the Cook Islands and 

1°onga are attempting to follow suit. Mr Siwatibau suggests that 'the 

need to deregulate the business environment is gaining recognition' 

and he cites the example of a nation that has successfully followed 

IMF guidelines to achieve financial stability after a period of disastrous 

macroeconomic imbalance. 

As Professor Simkin 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 liberalism 

through the publication of its Pacific Papers series. This latest addi-

tion to that series makes a valuable contribution to the educatiorul 

role of the CIS. 

J e f f Bennett 

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

Peter Bauer 

L INTRODUCTION 

'Foreign Aid is the central compoi^nt of worid development'' This is 

what Professor HoUis B. Chenery said in 1981, when he was Vice-

President of the World Bank in charge of economic research. 

He could not have been right in saying this Large-scale develof>-

ment takes place in many parts of the wodd without foreign aid, and 

it did so long t>efore this policy was invented some 40 years ago. 

Although evidently not a central component of development, 

foreign aid has been since Worid War II the centrepiece of academic 

and public discussion on the economic prospects of Asia, Africa and 

Latin America and on the relation between the West and these 

regions. Whatever its impaa 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 of the North-South conflict, not its solution. The primary 

significance of aid lies in this imporunl political result. It has also 

promoted the politicisation of life in the recipient countries. These 

results have been damaging both lo the Wesl and lo the peoples of the 

less-developed worid. The amount of money SF>ent by the West in no 

way measures these effects. 

n . T H E T i n R D WORLD AS A WESTERN INVENTION 

Discussion of foreign aid' envisages the world as being one-third rich 

(the West) and two-thirds poor (the Third World or South). In this 

picture, extreme poverty is the common and distingiushing character-

1. The N«w York Timts. 1 March 1981. 

2. In accordance with sundard practice, foreign aid in this essay refers to 
official economic aid, i.e. gifts from donor governments to recipients 
governments, both directly arKi also indirectly through international organi-
sations It includes the grant element in subsidised loans. It excludes 
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istic of the Third World. But statistics in Worid Bank publications 

show a 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 p>er capita 

incomes. The choice of line of division between rich and poor 

countries is quite arbitrary. One could equally well say that the world 

is two-thirds rich and one-third poor. 

The picture is misleading also in that many group>s or societies in 

Third World countries, especially in the Far East, the Middle East, 

South-East Asia and Latin America, are richer than large groups in 

Western countries. Nor is the Third World stagruint. Both before and 

after World Warn, many Third Worid countries grew rapidly, including 

South Korea, Taiwan, Thailand, Malaysia, Singapore, Jordan, Guate-

mala, Venezuela, Colombia, Brazil, Kenya and the Ivory Coast 

It is not sensible to lump together and average the incomes of the 

very different societies of the Third World or the South, which com-

prise at least two-thirds of mankind. What is there in common 

between say Thailand and Mozambique, Nepal and Argentina, India 

and Chad, Tuvalu and Brazil, Vanuatu and Nigeria? Their societies 

live in widely different physical and social environments, and display 

radically different attitudes and modes of conduct The Third World 

includes millions of aborigines and pygmies, and also peoples with 

ancient and sophisticated cultures, and others employing highly 

advanced methods of business and technology. It is both misleading 

and condescending to treat the richly varied humanity of the majority 

of mankind as if it were much of a muchness, or an undifferentiated, 

uniform, stagnant mass, a mass, furthermore, which could not emerge 

from this sute without external donations. 

Nor is brotherhood a common characteristic of the Third World, 

as is evident from the persistent hostility and even armed confiict 

between many Third Worid countries, including India and Pakistan, 

Iraq and Iran, Morocco and Algeria, Ethiopia and Somalia, Guatemala 

and Belize, not to mention the numerous civil wars. It is not surprising 

that attempts to organise economic cooperation within the Third 

Worid have failed, except for collective bargaining with the West over 

aid and related matters. In faa , this collective bargaining is often 

organised and financed by the West. 

The common charaaeristic of the Third Worid is the receipt of 

foreign aid and not p>overty, sugnation, exploitation, brotherhood or 

military aid, private investment and the acUvkies of chanties. The West" 
indudes Japan. Australia and New Zealand: Le. it refers to the OECD 
countries. 
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skin colour. The concept of the Third World and the policy of ofTicial 

aid are inseparable. The Third World is merely a name for the 

collection of countries whose governments, with occasional and odd 

exceptions, demand and receive official aid from the West. This is the 

only bond joining together its diverse and often antagonistic and 

warring constituents, which have come to be lumped together since 

the late 1940s as the underdeveloped world, the less-developed 

world, the non-aligned world, the developing world, the Third World, 

and more recendy the South. 

The Third Worid is, moreover, a progeny of the West. Aid was 

introduced and has always been organised by the West. It began with 

President Truman's Point Four Program of 1949. He urged bold 

measures to help the less-developed countries where, he said, over 

half of mankind was living in sickness and wretchedness. 

In creating the Third World, the West has created an entity hostile 

lo itself Some individual Third World countries have been neutral or 

even friendly to the West, but the organised and articulate Third 

Worid is at best critical and more often hostile. 

Foreign aid also encouraged the notion of the West (or North) as 

a single economic decision-making entity, a homogeneous aggregate 

with identical interests capable of imposing its will on the Third 

Worid. In faa . Western governments do not cooperate in setting 

market prices. And foreign suppliers compete for business in the 

Third World markets. Obvious examples include suppliers of 

manufactured products such as cars, trucks and chemical products, 

and construction and engineering consulunts. Manufaaurcrs and 

commodity traders compete vigorously in the purchase of exports 

from the Third Worid. 

Foreign aid corwisis of inter-govemmcntal wealth transfers. To 

describe these transfers as development aid disarms cntidsm, obscures 

issues and prejudges results. It has helped bring about an axiomatic 

support for this policy. 

Who could be against aid to the less fortunate? Aid must be good, 

more aid belter. When aid advocates ulk of a disappointing record, 

they do not mean that aid has been ineffective or damaging They 

mean that there should be more of it. If aid were consistently referred 

to by iis appropriate name — that is govemment-to-governmeni gifts 

— it would lose much of its emotional appeal. 1 shall use the terms 

gifts, transfers and aid interchangeably, and occasionally refer to aid 

recipient countries; but it should be remembered that the recipients of 

ofTicial aid are always governments. 

Axiomatic support for aid helps to explain many anomalies. 
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Western aid has gone to goverrunents explicitly hostile to the West, 

such as those of Ethiopia, Vietnam and Cuba, which have pursued 

policies plaiiUy damaging to the West and to other recipients of 

Western aid; to governments at war with each other; to governments 

whose policies created refugees and to governments of countries who 

have uken them in (at high costs and with resultant tensions);' to 

governments that severely restrict the inflow of capital, the shortage 

of which is said to be the ground for aid; and, more generally still, to 

governments pursuing policies which plainly reurd economic advance 

and damage the interests of their poorest subjects. 

i n . AID AND DEVELOPMENT 

Although the case for aid is largely taken for granted, various arguments 

and rationalisations are advanced. In this essay I examine the three 

most often heard and infiuential of these arguments: promotion of 

development; relief of poverty; and furtherance of the poUtical 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 

cannot progress at a tolerable rate, or at all. In faa, external donations 

5- Two rcccr« examples are the flow of refugees from Vietnam to other Souih-
Eaat Asian countries, e.g. the Philippines, Malaysia and Indonesia. aiKi from 
Ethiopia to the Sudan. The governments of all these countries have 
simultaneously received Western aid throughout the relevant period 

4. In the text I exainine the three most persistent ar>d widely-canvassed 
arguments for aid. Besides these, numerous secondary and ad hoc argu-
ments and rationalisations emerge from time lo Ume, such as the restitution 
for past wrongs, global redistribution and compensation. These arguments 
shift with the vagaries of politics and widi the audiences addressed. The 
arguments hinge on the assumption that aid promotes development or 
relieves poverty. They therefore fall away when these assumptions are 
shown to be untenable, as they are in the text of this essay. Moreover, they 
are ir^bstantial in tfieir own right, so to speak. I have reviewed them at 
length in Chapter 5 of my Equality, 7b* Third World and Economic Delu
sion (1962), eiuitled 'Foreign Akl and Its Hydra-Headed Rationalisation' A 
fairly new, but now very influential, argument Is that aid is necessary to 
alleviate the burden of Third World debt Even more recently, aki is being 
advocated also to erulsie Third World governments to fight the drug traffic, 
pfotea the environmeru and preserve etKlangered species. Even tlie 
Afrkan elephant has been pressed into the service of foreign aki 

I should like here to cortsider briefly one perslsteiM and recuneni theme 
of the literature of foreign aid and cognate subjects. This theme is that there 
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have never been necessary for the development of any society any-

where. Economic achievement depends on personal, cultural, social 

and political faaors, that is, people's own faculties, motivations and 

mores, their institutions and the policies of their nilers. In short, 

economic achievement depends on the condua of people and their 

governments. 

It diminishes ihe people of the Third Worid to suggest that, 

although they crave for material progress, unlike the West they cannot 

achieve it without external .^bsidies Much of the Third World 

progressed rapidly long before foreign aid—witness South-East Asia, 

West Africa and Latin America. Large parts of these regions were 

traiuformed in the 100 years or so before aid. There are, of course. 

Third World societies which have not progressed much over the last 

100 years. This lack of progress reflects factors that cannot be 

overcome by aid, and are indeed likely to be reinforced by it. 

The Minor Role of Increase In Capital 

The argument that aid is necessary for development rests on the belief 

that ihe volume and the cost of capital are critical for economic 

advance. If this were so, how is it that large numbers of very poor 

people could have become prosperous within a few years without 

external donations, as they have done the worid over, as for instance 

originally very poor inunigrani commuiuties in North America and 

South-East Asia.' To have capital is a result of economic achievement, 

tea kxig-(ermtendeix:y for the terms of trade of Third Worid Countries to 
deteriorate, and that therefore aid from the West b required as a form of 
redress. In so far as aid does not promoie development or help the poor, 
the argument is irrelevant. It also begs the question why governments have 
rKX set aside resources to provide against adversity at times when terms of 
trade have been more favourable. Moreover, the allegation of persistent 
deterioration of the terms of trade of Third Worid coutitries is altogether 
unfoufxJed It is doubtful whether there is any sense in averaging the temts 
of trade of such a highly diverse aggregate as the Third World. It can always 
be suggested, by choosing particular years, commodities and countries, that 
the terms of trade of Third World countries have deteriorated. In so far as 
averaging or aggregating Third World terms of trade is at all sertsible, it is 
worth rKXing that by historical sundards the commodity terms of trade of 
this collecU vity have been distirtctly favourable sirKC Worid War 11. Changes 
in the more relevant indicators have been even more favourable: these 
irtdicators allow for changes in the real coat of exports, the improvement in 
the range and quality of imp>orts and the huge expansion in the volume of 
trade. The aggregate real purchasing power of the Third World over 
Imports has expanded very greatly in recent decades 
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not its precondition. 

Much recent research by leading scholars, including Simon 

Kuznets, has confirmed that increase in capital played a minor role in 

the economic advance of the West in recent centuries. Moreover, 

these findings refer to capital formation. They apply even more lo the 

significance of the volume of investible funds because much spend-

ing, conventionally termed investment, does not result in productive 

capital formation. Furthermore, the Hndings refer to capital formation 

in societies in which social and political conditions were helpful lo 

economic achievement. 

The Role of Private Investment 

Whatever contribution capital can make to development can be 

secured without aid. T o begin with, direct investment from abroad is 

likely lo flow into areas in which capital can be employed produc-

tively. Externally Hnanced plantation, mining, trading and other 

commercial enterprises have been established in many pans of the 

less-developed world in apparently unpropitious conditions in the 

absence of a hostile social and political climate. The inflow of this 

type of capital has been accompanied by an inflow of technical and 

administrative skills, and it encouraged new ideas and methods of 

production. As pwrt of their operations these enterprises, noubly 

banking and trading companies, have also Hnanced small-scale local 

farmers and traders. Foreign direct investment played a large pan in 

the economic progress and trarisformation of much of South-East 

Asia, Africa and Latin America in the lS>th and 20th centuries. 

Direct investment apart, enterprises and governments in the 

Third World capable of using capital productively can readily borrow 

commercially abroad as wel l as at home. Both before World War II 

and since, the thousands of enterprises in the less-developed world 

that advanced from very modest beginnings to considerable size and 

prosjserity readily found the necessary cap iu l . Even in the very f>oor 

Thi rd World countries, small-scale producers have had access to 

external funds. For instance, Western and Levantine trading firms 

have regularly lent subsuntial amounts of money to trustworthy 

African borrowers. Ability to borrow does not depend on the level of 

income, but on responsible condua and the ability to use funds 

productively. 

Third World governments have also been able to borrow readily, 

even loo readily, from international banks. This also applies to 

borrowing for facilities that do not yield a direcdy appropriate return. 
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I f such spending, often known as infrasuucture spending, is produc-

tive, it increases national income and thus taxable capacity, so that 

governments can readily service the borrowed capital. 

As both Third World governments and enterprises who can use 

funds productively and conduct their finances responsibly can secure 

external funds, it follows that the maximum contribution of aid to 

development cannot exceed the avoided cost of borrowing, that is, 

interest and amortisation charges as percenuge of the national income. 

The most that aid can do for development is to reduce the cost of a 

resource which is not a major independent faaor in the development 

process. For large Thi rd World countries these benefits must be 

modest, even minimal, and far too small to a f f e a any maaoeconomic 

aggregate. For insunce, for India in the eady 1980s this benefit would 

have been of the order of between one quarter and one half per cent 

of recorded GNP. 

Aid and the Growth of Government 

It may be thought that even such modest conuibution to development 

is worthwhile: the recipient countries must derive some benefit f rom 

the inflow of resources while the donors can afford to give away a 

small proportion of their incomes. This prima facie plausible reasoning 

overlooks the adverse repercussions of official wealth trar\sfers. These 

repercussions arise because, unlike manna from heaven, aid does not 

descend indiscriminately on the population at large, but goes direaly 

to the government. 

It is because aid accrues to the government that the latter 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 stakes, both gains 

and losses, in the struggle for power This result m turn encourages or 

even forces people to divert attention, energy and resources from 

productive economic activities to concern with the outcomes of 

political and administrative processes and decisions. This sequence 

provokes tension which often erupts in armed conflict, especially in 

countries comprising different eilinic and cultural group». Such 

sequences must inhibit economic advance because the deployment 

of people's energies and resources necessarily affects the economic 

performance of a society. Foreign aid has not been the sole cause of 

the politicisation of life in the Third World, but it has contributed 

significantly to the process. 

Foreign aid has also helped or enabled many recipient govern-
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menu to pursue policies thai plainly reurd growth and exacerbate 
poverty or even misery. The long list of such policies includes: 
persecution of the most productive groups, especially ethnic minorities, 
and sometimes their expulsion; suppression of private trade, and at 
times destruction of the trading system; restriction on the inflow of 
foreign capital and enterprises; extensive confiscation of property 
including forced collectivisation; voluntary or enforced purchase of 
foreign enterpnses which absorb scarce capital and deprive the 
country of valuable skills; price policies which discourage agricultural 
production; expensive forms of support of unviable activities and 
projects, including subsidised import substitution; and the imposition 
of economic controls which, among other adverse effects, restrict 
external contracts and domestic mobility and so reurd the spread of 
new ideas and methods. Many aid recipients regulariy pursue several 
of these policies; the Ethiopian government pursues all of them. 

Such policies, singly but much more so when pursued together, 

impoverish p>eople and even cripple the economy. Vietnam, Ethiopia, 

Tanzania and Uganda are conspicuous examples of the pursuit of 

such policies. These policies often directly provoke conflict, even 

armed conflia, the effeos of which are exacerbated by the neglea of 

public security and of the protection of life and property, which in the 

Hhitd World often goes hand-in-hand with ambitious, far-reaching 

policies. 

The policies just recited are often said to be misukcn in the sense 

that they would not have been adopted if policy-makers had recog-

nised their likely consequences. This v iew is at best a serious 

oversimplification. Most of the policies are pursued because they 

accord with the purposes and interests of the ruling group. These 

purposes may include the promotion of governmental power, the 

satisfaction of politically c f fea ive pressure groups, and the provision 

of financial rewards to politicians, civil servants and their allies. The 

pursuit of many of these policies is therefore not irrational in the 

accepted meaning of the term, although if carried too far they may 

prove counterproductive and undermirje the position of those in 

power. T o describe them as irrational or misguided is to imply that the 

policy-makers are engaged in the single-minded pursuit of increasing 

general economic and social welfare. 

A number of governments pursuing such policies, most obvi-

ously in Africa and Asia, could not have survived without Western aid, 

which has even increased substantially in the face of such destructive 

policies. This situation throws into relief a conspicuous anomaly. 

Recorded percap iu income is a major f a a o r in the allocation of much 
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Western aid. This applies for insunce to British aid and to the large 
amounts of aid disuibuted by the International Development Asso-
ciation, an alTiliate of the World BarUt. On this critenon, governments 
pursuing destructive policies can qualify for more aid. Paradoxically, 
aid allocated on the basis of per capiu incomes rewards policies of 
impoverishment. This is evidently so for aid given direct to govern-
ments. It applies also to project aid. Such aid wil l be accepted only if 
the project fits in with the overall objectives of the government. And 
generally it crubles the recipient government to spend more in 
pursuit of its general policies. 

Aid and the Balance of Payments 

Another factor affecting the allocation of aid has been actual or 

anticipated balance of payments difficulties. The application of this 

criterion has encouraged policies adverse to development. Confidence 

that balance of payments difficulties wil l attract further aid encour-

ages f i iuncia l profligacy, notably inflationary p>olicies. These policies 

are often accompanied by exchange and other controls. Inflation, 

payments difficulties and controls engender tension and insecurity, 

even a crisis atmosphere, thereby inhibiting domestic saving and 

productive investment and encouraging a flight of capital. 

Some other untoward effects of aid may rate brief mention. 

OfFicial transfers have often biased development policy towards 

unsuitable external models. Subsidised imp>ort substitution, con-

struction of petrochemical complexes and slate-owned airlines are 

familiar examples. Adoption of external prototypes in development 

policy has oflen gone hand-in-hand with attempts at more compre-

herwive modernisation. Such efforts have included attempts to 

transform people's mores, values a ix l institutions, attempts that in 

turn have invited backlash and confl ia. It is ironic that governments 

that engage in ambitious programmes and projects of these kinds 

have simultaneously negleaed the basic functions of government, 

incKiding the most basic of all, namely, the protection of lives and 

property. 

Finally, there is a further adverse result, the exposition of which 

is slightly technical. The inflow of aid funds drives up the real rate of 

exchange, and adversely affects foreign trade competitiveness. This 

effect can be offset to the extent that the subsidised uansfers enhance 

the overall productivity of resources. For various reasons, such 

enhancement is unlikely in praaice. In any case, it can occur only 

after a time lag of years. Meanwhile the higher real exchange rate 
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makes for continued dependence on external assisunce. This par-

ticular effect of aid follows from the well-esublished proposition of 

international trade theory that an inflow of capital appreciates the real 

exchange rate. 

Aid's Asymmetrical Effects on Development 

Aid involves a double asymmetry in its effects on development. First, 

any favourable effect is on a resource that is not critical for develop-

ment The adverse effects, on the other hand, operate on critical 

determinants, primarily political and cultural determinants. Second, 

an amount of aid that is too small to benefit development appreciably 

can nevertheless bring about adverse effects. It is the relationship of 

aid to GNP that is relevant to the favourable effects, namely, the 

reduction of the cost of investible funds. And because aid goes to 

governments, it is the relationship of aid to goverrunent receipts and 

to foreign exchange earnings (themselves readily subject to govern-

ment control) that is relevant to the adverse repercussions. 

Aid is necessarily much larger relative to tax receipts and foreign 

exchange earnings than it is to the national income of the recipients. 

Indeed, the differences in these ratios are striking. I calculated them 

for the year 1960 for India and Tanzania, the leading aid recipients in 

Asia and Africa. For India, aid was 1.6 per cent of recorded GNP, I 6 . 8 

per cent of u x receipts and 31.2 per cent of expon earnings. For 

Tanzania, the corresponding figures were 18.1 per cent, I O 6 . 8 per 

cent and 152.8 per cent. Thus, for both countries aid as a percentage 

of u x receipts and foreign exchange earnings was a large multiple of 

its percentage of GNP. The multiple becomes larger still when it is 

remembered that while statistics of tax receipts and foreign exchange 

earnings are reasonably reliable, the sutistics much understate the 

GNP of Asian and African countries. 

Thus, an amount of aid which, at best, could bring about an 

insignificant increase in income per head, could greatly increase the 

resources directly available to the goverrunent. And it is the latter 

increase that brings about the adverse repercussions. 

Some Irrelevant Evidence In Favour of Aid 

The progress of the recipient countries is often instanced to demon-

strate the effectiveness of aid. Th i s evidence is in f a a irrelevant. 

However substantial the progress of an aid recipient country, the 

contribution of aid can never exceed the avoided cost of borrowing 
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the investible funds as percentage of GNP. And the cost and volume 

of these funds are not critical for development. Moreover, the adverse 

repercussions still operate. 

The establishment and success of individual projects financed by 

aid are also often instanced as evidence of its 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 its 

contribution is again limited to the avoided cost of borrowing. The 

idea is unwarranted that such activities and projects could not have 

taken place without aid. Third Worid governments financed infra-

structure projects long before foreign aid. Similariy, there were 

privately-financed plantations, mining, irunufacturing and transpon 

enterprises in many parts of Asia, Africa and Latin America long before 

there was aid. And projects financed without aid are more likely to be 

productive because they are usually more closely geared to market 

corulitions and to the surrounding social scene. 

The success of the Marshall Plan in the early post-war years is 

frequently evoked in suppori of aid to the Third World. This analogy 

is altogether misleading. After the war ihe economies of Western 

Europe had to be revived, not developed. As was clear from pre-war 

experience, the persorul, social and political faaors congenial to 

economic achievement were present in Western Europe. Moreover, 

recent research suggests that Marshall aid played at most a minor part 

in the recovery of the economy of the Federal Republic of Germany. 

This finding accords with expectations. In any event, Marshall aid to 

Europe was terminated within four years of its inception, and Ger-

many then became an exporter of capital and soon thereafter a major 

source of foreign aid. This experience contrasts with suggestions that 

official aid to the Third World wil l have to continue for generations, 

and at least into the 21st century. 

IV. AID AND POVERTY 

Relief of poverty is the second major proclaimed purpose of foreign 

aid. This is the objective that most appeals to genuinely compassionate 

people in the West. But aid does not go to the pitiable figures of aid 

advocacy. It goes to the governments, that is, to the rulers. These 

rulers are often direaly responsible for the misery of their subjects. 

But even when this is not so. it is still the case that aid goes to the ruk:rs 

whose policies, including the pattern of public spending, are deter-

mined by their own personal and political interests, among which the 

position of the poorest has low priority. 
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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 governmeru wanted to use aid 
to help the very poorest, this could be difficult, even impossible 
What is more imporunt, such help may not accord with the political 
or persorul interests or ideological priorities to Third Worid rulers, or 
indeed with local mores. In fact, it often coriflicts with these priorities 
and mores. This situation is evident in multiracial, multi-tribal or 
multicultural countries. A n Arab-dominated Sudanese government 
wi l l not help the poorest blacks in Southern Sudan, hundreds of miles 
away, and with whom it is in persistent armed confl ict The rulers of 
Ethiopia w i l l not help the people of Tigray whose distress is caused or 
exacerbated by the military action of the government. In Sri Lanka, a 
Sinhalese-dominated government is unlikely to help the Tamil poor. 
Such examples can be readily multiplied. 

I n the context of aid for development, I have already recited a 

long list of f>olides that a f f ea development adversely. These policies 

also exacerbate poverty. I have noted also that the allocation of 

Western aid rewards impoverishment. Indeed, the more damaging 

the policies, the more acute becomes the need, and the more effective 

become appeals, for aid. The experience of Ethiopia and the Sudan in 

the early 1980s makes this clear. The desuuctive p>olicies of these 

governments have been largely responsible for the mass misery that 

in turn has been so effective in eliciting large sums of both official aid 

and private charity. 

In many aid recipient countries it is the F>oorest who are worst hit 

by policies such as enforced p>opulalion transfers, suppression of 

trade, forced collectivisation and also by the civil wars and other 

forms of breakdown of public security. These policies and conditions 

have forced large numbers of fxiople to rely for their existence on 

precarious subsistence production, the hazards of which have become 

particularly plain in Africa. 

There arc also many less extreme instances of wasteful policies. 

The poorest do not benefit from brand new capitals, such as Brasilia, 

Islamabad, Abuja, Lilongwe or Dodoma. And they do not benefit 

from the international sute airlir>cs throughout the Third Worid, 

including countries such as Burundi and Laos, where the vast majority 

of {people do not use airlines and local people cannot fly them. Many 

of these projects and enterprises have to be subsidised by local 

taxpayers. 

Spending on show projects and the presence of rich people in 

Third Worid countries in which there are many extremely f>oor 

people make dear that the rulers, while demanding external dorutions 
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in the name of relief of f>overty and international redisuibution, arc 

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 political opponents 

or of politically unp>opular groups. 

While external donations can do little or nothing for development 

of relief of poverty, they can relieve immediate shortages, especially 

of imports. This enables governments to pursue even extremely 

damaging policies for years on end because this result of tlie donations 

conceals from the population, at least temporarily, some of the worst 

effects of these policies. In such conditions continued Western aid 

also tends to suggest endorsement of these policies, which confers 

spurious respectability on those who pursue them. It has been widely 

arKl righdy recognised that Western aid has kept afloat African rulers 

pursuing destructive policies, thus enabling these rulers to persist 

with these policies. 

The obvious question arises whether donor governments could 

use aid to help the poorest either by influencing the policies of 

recipient governments or by channelling funds directly to the poorest. 

The attempts by Western donors to influerKe the policies of the 

recipients have been halfhearted and ineffective. For instance, the 

governments of Ethiopia and the Sudan have successfully resisted the 

rather unenthusiastic attempts of Western donors to induce these 

governments to modify their harshest policies. In 1984 the govern-

ment of Ethiopia stated emphatically that Western aid and voluntary 

charity must conform to their own policies. Third World governments 

have insisted both that the distribution of aid must conform with their 

own policies, and as far as p>ossible must be distributed under their 

own auspices. 

V. AID AND WESTERN INTERESTS 

The third major argument envisages aid as serving the political and 

economic interests of the West. 

According to one variant of the argument, without aid the Third 

World will drift into the Soviet camp, or in other ways go against 

Western interests. This argument is insubstantial. About one-third of 

al l Western aid is channelled through official international agencies. 

In the allocation of funds, these organisations are not permitted to 

take into account the political interests of donors. Moreover, the 

Soviet Union is represented in the United Nations and can thus affect 

the direction of substantial multilateral transfers under United Natioas 
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programs, though its own financial contribution is negligible. Indeed, 
practically all Soviet non-military aid is channelled to client states, 
notably Cuba, North Korea. Vie i rum, South Yemen, Ethiopia and 
Afghanistan. These countries have simultaneously received aid from 
the West 

The political interests of the West are also ignored largely in direct 

transfers between donor and recipient governments. Aid administrators 

are rarely qualified to know how to promote Western poUlical inter-

ests and are often not inclined to do so. More generally, if official 

transfers were to serve Western political interests, they would need to 

be geared both to the political or military significance of the recipient 

countries and to the condua of the recipient governments. 

Many aid recipient countries, most obviously in Africa and the 

South Pacific, but also in Asia and Latin America, are of rK> political or 

military significance. And many aid recipient governments are openly 

hostile to the donors whom they abuse, embarrass and thwari as best 

they can. At limes they do so to assen their independence from the 

donors. Some aid recipients are also hostile to the market system and 

sympathetic to the Eastern Bloc of controlled economies. Whatever 

the reason, many aid recipients have since the earliest days of aid 

opposed and denigrated the donors, even when their own political 

survival depended on subsidies from these donors. The West feeds 

the mouths that abuse it. Many Third World rulers have derived their 

aid from the West, but their ideology and p>olitical stance from the 

Eas t Examples range from Nkrumah in the 1960s to Nyerere and 

Mengistu in the 1980s. 

According to another variant of the political argument, the pov-

erty and stagnation in the I h i r d World countries, endemic without 

aid, would bring to the fore populist, nationalist or communist gov-

ernments hostile to the West, especially to the United States. This 

argument assumes that foreign aid is necessary or helpful for devel-

opment and relief of poverty, and also that support for anti-Western 

politicians depends on low levels of income and low rates of growth. 

Neither of these assumptions is sound, as should be obvious from 

modest reflection and observation. 

The advocates of the argument that aid promotes Western pros-

perity, or is 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 IS a major theme of the Brandt Report The argument is, 

moreover, invalid even if aid increased incomes substantially. E x -

ports bought with the proceeds of foreign aid are given away. It is 
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sophistry to argue that people who give away part of their wealth are 

better off or wi l l be better off. An enterprise does not prosper i f its 

owners give away money to 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. For instance, the supply of ships, financed by British aid, to 

India, Poland and Vietnam in the 1970s benefited labour, manageriient 

and shareholders in British shipyards. But the government funds 

involved 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 away to British owners 

Similarly, aid to the Thi rd Worid wi l l not alleviate unemployment, 

recession and de-industrialisation in the West. I f these real or alleged 

ills could be alleviated by government spending, this could be achieved 

more effectively by more spending at home. Domestic spending is 

much more effective in maintaining or increasing employment than 

giving money lo distant governments. Moreover, any assets created 

by domestic spending remain at home 

Often, spending on aid can aggravate domestic unemployment, 

for instance by diminishing the volume of productive investible 

funds, an outcome that reduces employment, opF>oriunities and in-

comes where these depend on domestic sfsending 

In sum, the idea that aid helps the economics of the donors 

simply ignores the cost of the resources given away. 

VL REFORMING FOREIGN AID 

1 have argued that the intergovernmental subsidies known as foreign 

aid are more likely to inhibit than to promote Third World develop-

ment and relief of poverty. It should be terminated. But this is 

impractical, partly because of the momentum of existing commitments, 

and partly because of the infiuential and articulate interest groups 

involved There are ce ru in reforms that, if implemented, could bring 

the operation of these transfers closer to the proclaimed objectives of 

aid. 

The first and most important single reform would be to change 

radically the criteria of allocation. 1hc subsidies should go to those 

governments whose policies are most likely to promote the economic 

progress and general welfare of their peoples through humane lead-

ership, effective administration and the extension of personal freedoms 

Such a reform would remove the most conspicuous anomalies of 

official aid, and enable it lo make whatever contribution it can to 
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improve the condition and prospects of the poorest. 

Second, ofTicial aid should be bilateral, not multilateral: that is to 

say, it should go direct from donor government to recipient govern-

ments rather than through the intenutional organisations. This would 

permit at least a vestige of control by the elected represenutives of the 

taxpayers w h o are the real donors. I n multilateral aid there is not even 

a semblance of control by the donors. 

Third, to serve its proclaimed purposes aid ought to be untied, 

that is, separated from the purchases of exports from particular 

donors. Subsidies to Third Worid governmerus could then be dis-

tinguished from subsidies to exporters o f bankers in the donor 

countries. 

Fourth, aid ought u k e the form of grants rather than subsidised 

loans. Such loans confuse donations with investment and set up 

lensioru between donors and recipients. Moreover, when tied aid 

and subsidised loans are linked, as they often are in practice, it 

becomes quite impossible to asceruin who gels how much and from 

whom, that is, whether and to what extent the taxpayers of the donor 

countries subsidise the aid recipient governments rather than exporters 

and bankers in their own countries 

Such proposals for reform may be worth reciting but they wi l l not 

be impkrmented. That is so because not only is the policy of foreign 

aid supponed by powerful interests, but the existing methods, ar-

rangements and praaices also benefit powerful and vocal special 

interest groups. These include the national and international aid 

organisations and bureaucracies, notably the World Bartk, the Inter-

national Monetary Fund, the United Nations and its offshoots, as well 

as its regional commissions in Asia, Africa, and Latin America; churches 

and other aid lobbies; and the commercial beneficiaries of aid trans-

fers. 

There is, therefore, no realistic prospea in the foreseeable future 

of substantial reform of the procedures and practices of official aid, 

including the methcxls of allocation. 
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Some Aspects of Development 

in the South Pacific: 

An Insider's View 

Savenaca Siwatibau 

I . AN OVERVIEW OF THE SOUTH P A C U I C COUNTRIES 

The islarxl countries of the South Pacific display a wide diversity of 

physical and economic characteristics (see Tables pp 40-44 below). 

At one extreme, Papua New Guinea (PNG) is a large rugged country 

with a population of about 3 6 million and a land area of 462 840 

square kilometres. It is endowed with rich mineral deposits, and its 

enclave mineral sector dominates its economy. The external sector, 

GDP, and the government's fiscal position are highly sensitive to 

developments in the mineral sector. PNG is also well-endowed with 

good soil, forests and atxindant living resources within her Exclusive 

Economic Zone ( E E Z ) . At tlie other exueme are the small atoll 

countries such as Tuvalu. This country has a population of only 8500 

and an area of only 2 6 square kilometres. Its soil is poor and its 

population relies heavily on marine products for its livelihood. 

Vanuatu, the Solomon Islands and Fiji are, like PNG. made up 
of larger, rugged mainly volcanic islands that are relatively rich in 

natural resources. They have fertile land. Umber and minerals. Gold 

is an imporunt industry in Fi j i . Deposits of gold with a potential for 

conunercial development have been located in the Solomon Islands 

and in Vanuatu. Similariy, the potential of the sea has yet to be fully 

developed. 

These countries actively promote manufacturing by fiscal means. 

Concessions granted to manufaauring indusuy are generally related 

to the level of employment, foreign exchange generation or conser-

vation and the extent of local equity participation Manufacturing is 

highly proteaed in these and other Pacific island countries. 

These countries have the potential to achieve economic viability 

and independence. But this w i l l depend on a number of preconditions 
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being fulfilled, including sound macroeconomic management and 

enlightened commercial policies that help release the irtitiative and 

energies of the private seaor. 

Micronesia and Polynesia (situated in the North. North-West 

and East Pacific) are made up of groufjs of smaller islands. A few of 

ihe.sc islands have rich soils, but most of them are small, isolated atolls 

with poor soil Forestry is imfXMtant only in Samoa While marine 

resources are relatively plentiful in these countries, ihe hkelihood of 

finding mineral deposits is reF>orted]y remote. 

Tonga, Western Samoa and the Federated States of Micro
nesia (FSM) have the potential, given appropriate adjustment poli-

cies, to achieve economic independence over time. They too are 

heavily dependent upon external trade and finance; their exports 

exceed their imports by wide margins. They are heavily dependent 

upon aid and, in the cases of Tonga and Western Samoa, remittances. 

In Tonga, remittances are currently running at more than 300 per cent 

of exfKjrts and 50 per cent of imports. The corresponding figures for 

official aid are 200 per cent and 33 per cent. Similar ratios of 

remittances and official aid to exports and imports apply to Western 

Samoa. The FSM, under ihe C o m p a a of Free Association with the 

USA, has assured inflows of funds over the medium term, and have 

good prospects for increased trade with Japan panicularly through 

expxsrts of high quality uopical fruits and vegetables and, [>ossibly, 

processed agricultural products. These countries have good soil but 

other natural resources are relatively limited. The prospects for 

finding minerals in these countries are also limited, but it has yet to be 

determined whether minerals exist under the sea bed, as in other 

island countries. Prospects for agricultural diversification, and for 

further development of their subsistence sectors, are good. Prospects 

for the tourist trade are also promising. Manufacturing is accorded 

priority in these countries; Tonga already has a well-managed industrial 

estate with a number of successful private ventures that compete 

effectively in the expxjrt markets. 

The Cook Islands, Kiribati, Tuvalu, Nlue, and the Marshall 
Islands have broadly common characteristics. Aid inflows are par-

ticularly important to these countries, l l i e Marshall Islands, like the 

FSM, receives substantial grants under the Compact with the United 

States. It also receives a substantial injection of funds through the 

lease of the Kwajalein base to the US government and from the 

earnings of local pieoplc who work there for wages comparable to 

those paid in the US. The country's economic dependence upon the 

US is 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 Islands and Tuvalu, 

partly because, in the case ofNiue and the Cook Islands, of unrestricted 

migration to New Zealand. These countries are resource-poor; land 

is scarce and of low quality. Minerals are absent, but the discovery of 

mineral deposits under the sea bed within their EEZs cannot be ruled 

out. Imports exceed exports by wide margins, and by more than five 

times in the case of Kiribati, the Marshall Islands and the Cook Islands. 

Their high levels of consumption are sustained through remitunces in 

the cases of the Cook Islands, Niue and Tuvalu and through aid in all 

cases. The level of dependence upon external aid is very high. 

Prospects for launching viable projects and programs are relatively 

limited and the current level of consumption and welfare is sustain-

able only through continuing aid. 

The level of economic activity in the money sectors of these 

countries is determined by: the external prices of copra and other 

minor crops; the inflow of remittances and aid; rent on the use of 

fishing rights within the EEZs; overseas investments by fmancial 

institutions; and, in the cases of Tuvalu and the Cook Islands, earnings 

from the sale of commemorative stamps. 

BL COMMON CHARACTERISTICS OF THE SOUTH PACIFIC 
COUNTRIES 

The economic adjustments necessary for self-reliance wi l l not be easy 

for most island countries. The process requires difficult political 

choices which in the short term may necessitate a decline in living 

standards. 

Most of the countries of the South Pacific achieved independence 

over the last 25 years. They have taken their places in various 

international forums. They communicate as a group or individually 

with other nations, large and small, on an apparently equal fooling. 

But in a rapidly changing domestic and global environment they are 

having to observe that 

� popular aspirations rise at an ever faster rate. People want 

more and more for less and less; 

� what may be economically sound is politically difficult lo put 

in place; 
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� external shocks impact with great s(>eed upon their fragile 

economies and the necessary adjustments that such shocks 

demand are (x>litically and socially painful to put in place. It 

is tempting to bypass such adjust riKnts and other adjustments 

required to ensure long-term growth and development by 

relying on the goodwill and generosity of benevolent and 

economically stronger neighbours; 

� political independence is one thing, economic mdependence 
quite another. 

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

� Production bases are very narrow, with heavy reliance upon 

a limited number of export items. Export markets are also 

narrowly concentrated. 

� External and internal shocks, produced for example by ex-

p>ort price variations and devastations by hurricanes, are 

frequent. They generate fluauations in exports, GDP, con-

sumption, revenue, the current account of the balance of 

payments and external reserves. 

Economic activities are subject to extensive regulation by the 
authorities. 

The ratios to GDP of imports and exports of goods and 

services are large. 

External sector positior\s are fragile. But for the substantial 
volume of aid receipts and remittances by overseas residents, 
most Pacific island countries would experience persistent 
and unsusuinable current account deficits 

Political and social instability appears to have increased in 

recent years. This trend may be a hjnction of rapidly rising 

aspirations that cannot be matched by economic perform-

ance and of an apparently growing confiia between slowly 

evolving cultural and traditional norms on the one hand and, 

on the other, the necessity for rapid changes in a modem 

24 



SOME ASPECTS OF DEVELOPMENT IN THE SOUTO PAOFIC 

world where effort, efficiency and merit are essential for the 
satisfaction of aspiratiorts. 

Capiul moves in and out freely despite the exchange controls 

that most island countries, apan from Vanuatu, have in place. 

Island countries, particularly those located South of 10 degrees 
S and North of 10 degrees N, are exposed to frequent hurri-
canes. The devasutions brought about by such hurricanes 
have, at times, been catastrophic. 

Domestic markets are relatively small. They are also highly 

fragmented, since settlements are separated either by rugged 

terrains or by large expanses of sea. 

External markets are remote. 'Iliis, together with relatively 

low volumes of production, results in high unit costs for 

transportation 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 at all levels. 

A fragile physical environment is characteristic of small island 

states. 

Wage levels are relatively high, panicularly when compared 

to low productivity. This situation reflects the lack of skills at 

all levels and the highly-regulated lalx)ur market in a number 

of countries. 

The role of the public sector in the economy is pervasive and 
dominant. The public seaor, which lends to dominate the 
economy, is invariably the largest employer. It generally sets 
the pace for national wage and salary settlements. This role 
has not always been conducive to the growth of the private 
sector, particularly where the high level of public sector 
wages and salaries is suppwrted directly or indirectly through 
aid receipts. 
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� The mobilisaiion of domestic resources for investments is not 
always supported by appropriate fiscal (policies. Regulations 
in the Hnancial sector appear to have adversely affected the 
growth of private sector savings and the efficieru flow of 
resources into dasses of investments that yield the best 
returns. 

� Per capiu aid to the region is high. The level of financial 
resource flows to the Pacific island countries has apparently 
not been among the coruuaints against development in the 
regiorL Supportive domestic policies, needed to ensure the 
maximum returns from such flows, are probably lacking. 

� Difficult land tenurial problems remain to be saiisfaaorily 
addressed, particularly in parts of Melanesia. 

� Annual economic growth rates have fluctuated widely and 
have on average been very low; they have been consistently 
lower than growth targets envisaged in development plans. 
Given the high population growth rates in most of the island 
countries, the standard of living has not improved or has 
declined in a large number of island countries over the last 
ten years. 

in. FACTORS AFFECTING DEVELOPMENT 

Ecosystems 

Accelerated development in Pacific island countries is often accom-
panied by exterisive exploitation of natural resources that harms their 
fragile ecosystems. 

An integral component of sound economic growth in the long 

term is careful management of the enviroiunent on a sustainable 

basis. This requires an appreciation of the delicate balance that needs 

to be achieved in the management of the life-support systems such as 

air, soil and water, as well as such natural communities as rainforests, 

mangroves, coral reefs, and deep sea marir>e life. Concern has 

increased in recent years over the threats that development activities 

p>ose to the long-term viability of these natural communities When 

the South Pacific Regional Environment Programme (SPREP) was 

being formulated in 1S)80/81, the 22 member nations identified at least 

14 ma|or envirorunental issues. The list has grown in recent years. 
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Damage lo ecosysiems arises from both domestic and external 
factors. Some envirormicnial problems may be addressed by domes-
tic policy; these include soil erosion, mining damage, extraction of 
sand and gravel, fresh water shortages and water pollution, defor-
estation, endangered species, land use, coasul erosion and land 
reclamation, mangrove eradication, overfishing in inshore waters, 
coral reef destruction, use of toxic chemicals, disposal of liquid and 
solid wastes, and rapid population growth on islands with limited 
carrying capacity. Those problems llul must be addressed by exter-
nal authorities include increased radioactivity (e.g. through nuclear 
weapons tests), toxic and nuclear waste dumping, driftnet fishing, 
and the impaa of the greenhouse effea on the sea level 

It is likely that the persistent neglect of environmental issues 
could, over the long term, frustrate the economic development of 
many resource-poor Pacific island nations; the exf)erience of the 
fjeople of Uanaba is illusuaiive. The current deforesution — whether 
for expanding human settlements, for agriculture or for timber ex-
uaction — may, without sound management, result not only in 
increased soil erosion but also in the loss of a whole range of species 
comprising the forest ecosystem. Environmental scientists tell us that 
Pacific Oceania has one of the highest rates of indigenous spedes 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 animals means the loss to the region and to the world of imp>ortant 
organisms that are pvoteniial sources of food and medicine in the 
future. The loss of forest ecosystems deprives the island landscape of 
a distinctive feature with imporunt tourist industry potential. Sound 
management of the environment should therefore be an important 
component of development strategies in the island countries. 

A susuinable development path for the island countries with 
stable physical and biological environments may not, in the long term, 
be achievable without the willing cooperation of countries outside 
the region. Driftnet fishing threatens the ocean resources upon which 
the Pacific island economics heavily depend. The greenhouse effect 
could mean, perhaps in the next century, the wholesale relocation of 
the populations of small nations such as Kiribati, Tuvalu, Tokelau and 
Marshall Islands. Radioactive pollution, though perhaps localised in 
its impact, could have secondary impaas that are perhaps still not 
extensively studied. 

The issue of radioactive pollution is part of a larger concern over 
what appears to be growing militarisation in the region: a uend that 
reflects the strategic importance of the Pacific. If 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-term devel-
opment prospects and their stated objective of economic viability 
with less aid dependence. 

Foreign Aid 

Australia, New Zealand, Japan, the US, the UK, France and the EEC 
provide substantial aid to the Pacific countries. France supports New 
Cak:donia and French Polynesia, while the US provides subsuniial 
aid to iu former Trust Territories in Micronesia. 

Table 3 (p. 42 below) shows the extent of aid to some of the 
countries in the region. Aid impacts significantly upon the balance of 
payments and the government budgets of these countries, particularly 
Western Samoa, Vanuatu, Tonga, PNG, Kiribati, Tuvalu, Niue and the 
Cook Islands 

Aid flowing into projects and programs that are carefully evalu-

ated, are economically and financially viable and improve the pro-

ductive capacity of a country have much to recommend it. Such aid 

supplements domestic savings. Aid flows, particularly to the public 

sector, have allowed relatively higher wages and salaries to be 

maintained, and contribute to upward pressures upon wages and 

salaries throughout the economy. But the multiplier effect of wages, 

recurrent expenditures and capital expenditures financed through aid 

works in both directioru. A reduaion in aid, even in real terms, is 

likely to have noticeable impacts up>on the exterrul seaor, government 

revenue, GDP and employment. Current account deficits would 

probably increase, necessitating reduced consumption and (perhaps) 

investment. Government spending would inevitably have to be 

reduced as part of the adjustment program aimed at avoiding inaeased 

indebtedness (particularly external) and loss of external reserves. 

The upward pressures upon wages and salaries that stem from 

substantial aid inflows may have introduced additional difficulties in 

a number of South Pacific countries. The aid- or remittance-induced 

increases in wages and salary levels appear to have had adverse 

effects upon agriculture. In Tonga, Samoa and the Cook Islands, for 

instance, agricultural wages are already high and it is increasingly 

difficult to secure agricultural labour a situation compounded by 

rural emigration to the towns and overseas This trend contributes to 

the relatively poor performance of agriculture in the region. Since 

subsistence and commercial agriculture will always be central to 

future economic development in the Pacific island countries, this 



SOME ASPECTS OF DEVELOPMENT IN THE Somm PACIFIC 

trend needs to be addressed. 
Large aid flows do have a negative secondary impaa on the 

tradable goods sector, including agriculture. They enable countries to 
avoid, for long periods, currency adjustments that are necessary for 
long-term growth. The combination of wage levels and relatively 
strong currencies stemming from substantial aid flows have tended to 
erode the competitiveness of a number of island countries. 

The real growth in aid implicit in a number of development plans 
is probably realisable in the short term But it probably will not be 
sustained over the medium to long term. Budgetary grants from 
bilateral donors are expected to fall steadily. In PNG the annual 
reduction in budgeury aid is to be partly replaced by projea alloca-
tion. In the Cook Islands a similar reduction has started. Kiribati 
recently decided not to accept annual budgetary grants. For Vanuatu 
this form of aid ended in 1988. The future of aid to the region will 
reflect donors" changing economic and security interests in the area. 
As this relationship is likely to be a changing one, a conservative 
assumption on future aid growth is a prudent course for island 
countries to uke. 

Kiribati's effort to 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. Interest 
earnings were reinvested. A London merchant bank manages the 
Fund's portfolio, aiming to maximise income while avoiding exchange-
losses. 7'he capital in the fund is preserved and part of the income is 
now utilised to help finance the budget deficit; neither capital nor 
income rruy legally be used to firunce the country's current account 
defidL 

Tuvalu now has a similar trust fund, whose capital was provided 
by bilateral donors. The small countries could consider a similar 
arrangement to help reduce their dependence on aid. It could be 
implemented out of improved extemal reserve and fiscal positions, 
which require appropriate macroeconomic policies. Pan of the 
annual income of the fund could be reinvested and the balance used 
to help finance budgets, which should restrain the growth of current 
expenditures and ensure that capiul projects meet stringent criteria. 

The International Monetary Fund (IMF) attaches conditions to its 
financial assisunce. The World Bank and, more recently, the Asian 
Development Bank have begun to require changes in the 
macroeconomic policies of countries to which they lend. The EEC 
now requires discussions on policies and priorities with African, 
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Caribbean, and Pacific (ACP) countries to which it provides aid. Some 
developing counuies have found the exchange of views with multi-
lateral organisations beneficial. 

Bilateral donors have not, so far, imposed such conditions. Their 
sertf itivity on the issue is perhaps understandable Yet some such 
process, involving discussion of national priorities and policies, prob-
ably needs encouragement in the Pacific. Joint reviews of economic 
performance are beneficial. Donors could identify those asF>ects 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 obiectives that may be at variaiKe with national 
ones. 

Remittances 

Remittances are particularly significant in five of the South Pacific 
countries. Private transfers as proportioru of GDP hover around 28.7 
per cent, 22.8 per cent and 8.6 per cent in Tonga, Western Samoa and 
Kiribati respeaively. Figures for the Cook Islands and Niue are not 
available, but remittances are as important for them as they are for 
Tonga and Samoa. In these countries the impact of remittances up>on 
GDP, employment, revenue, wages and salaries, the current account 
and foreign reserves is as impKjrtant as that of aid receipts. By helping 
to induce high labour costs and enabling the maintenance of overval-
ued strong currencies, large remittances have had negative repercus-
sioru upon the uadable goods seaor. If used mainly for increased 
consumption, remitunces steadily increase an economy's structural 
dependence. 

Remittances are likely to increase with the number of residents 
migrating to other countries. Where emigration to developed coun-
tries is unrestrained, as it is with Cook Islanders and Niueans migrat-
ing to New Zealand, remittances will probably continue to increase in 
real terms. Countries that do not enjoy similar arrangements should 
build more conservative assumptions about remittances into their 
long-term economic strategies. This is important, since the level of 
remittances is likely to be inversely related to the length of residency 
overseas. 

Minerals 

PNG has rich deposits of gold and copper, which have become its 

largest sources of foreign exchange and revenue. Fiji has a successful 
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goldmine, and more gold deposits have been found. Deposits of 
copper ore were found in the 1970s but their commercial develop-
ment awaits further improvements in the market prices for copper 
There are good prospects for gold mining in Vanuatu and the Solo-
mon Islands. 

For some lime, large international companies supported by gov-
ernments have been active in geological mapping and exploration of 
parts of the seabed. The sophisticated technology and capital that are 
required mean that reliance will have to be placed upon large multi-
nationals for ongoing exploration and commercial development 
This is a field of shared interests and herKe useful cooperation 
between private capital and governments. 

Agriculture 

Agriculture, which supp>ons the bulk of the population in the region, 

is the seaor upon which sound economic development and eco-

nomic independence will continue to be based. The apparent neglect 

of subsistence agriculture will need to be rectified. International ag-

ricultural marketing problems abound, and government policies, 

both overseas and domestic, have not always been supportive. 

In Tonga, vanilla, a high-value low-volume product, has become 

the largest export earner ahead of copra. Other non-traditional expon 

crops that are being tried or are under consideration by Departments 

of Agriculture in the region include avocado pear, pawpaw, mango, 

spices (vanilla, pepper, cloves, chillies), pumpkins, medicinal plants, 

orchids, flowers and other tropical ornamentals. Maricullural possi-

bilities include seaweeds, shell fish, crusuceans, eels, pearls, hicbe-

de-mer, and black and pink corals. 

To develop these products, more resources will need to be 

channelled into technical and marketing research. South Pacific 

countries could develop and capitalise on significant niches in the 

market. But increased reliance must be placed on the private seaor, 

with the public sector playing at most a supportive role. 

Fishing 

Fishing is as basic as agriculture in the region. There still exists 

unsatisfied local demand for fresh fish. 

Offshore fishing in the expansive EEZs in the region has great 

potential. But technology, capital and knowhow will need lo 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-
uies, such as the Cook Islands, Vanuatu and Kiribati, have offered to 
sell licenses to overseas fishing organisations: an additional source of 
income in the short term. Prosp>ecis for increased domestic private 
capital involvement in this important seaor will improve over time. 

Tourism 

Tourism is already a major industry in Fiji, Vanuatu and the Cook Is-

lands, and is growing in importance in Tonga, Western Samoa and the 

Solomons. The other countries in the region are also actively en-

couraging its growth. 

Heavy investments in tourist infrastructure have been undertaken, 

and more are planned These include the building and extension of 

airfields and airport facilities, electricity supply, roads, water supply, 

telecommunications, and sewerage systems. These involve large 

public seaor outlays, which have been supported through bilateral 

and multilateral aid 

The tourist industry is a ready market for agricultural and 

aquacultural produce, artefacts and a wide range of domestic services. 

Although leakages out of the tourist industry are still subsuniial, 

increased domestic supply of food such as fruits, vegeubles, fish and 

root crops should overcome this. 

The contribution of tourism to employment, foreign exchange 

receipts and revenue is growing with the industry in the region. More 

and more local people arc moving into management positions as a 

result of training undertaken by the industry. This general improve-

ment in skill levels benefits other seaors of the economy when 

employees move into them from tourism. 

Tourism will become more important to the economies of the 

region and represents a necessary diversification of their economic 

base. It will supplement but is not likely to replace agriculture and 

fishing as the most basic economic sector in the South Pacific. 

Financial Centres 

There are encouraging prospects for financial centres in some of the 

smaller countries of the region. Vanuatu esublished the framework 

for its centre in the eariy 1970s. The industry has grown steadily and 

has become an important contributor to the economy. Vanuatu 

receives an estimated SUSl.S million annually in direct revenue from 

licenses and registration fees; about 200 local people and 148expatri-
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ates are employed in the industry. The total overseas assets of exempt 
banks and other financial irutitutions registered in Vanuatu hovers 
around $US2 billion, while the annual foreign exchange earnings 
generated by the industry are estimated at about $US3 million. 

A number of smaller countries, including Nauru, the Cook Islands 
and Tonga, are trying to develop their own financial centres. The 
industry is very mobile; the required domestic investments tend to be 
limited to telex machines and other office equipment and the associated 
training. Tliese countries and Vanuatu will probably need to work out 
a way of maximising the returns to themselves. For the smaller 
countries the prospects for growth in their offshore financial sectors 
are good. 

The industry needs skills in banking, telecommunications, and 
secretarial work. It also calls heavily upon the services of lawyers and 
accoununts and other skills that tend to be in demand throughout an 
economy. The growth of the industry could therefore supf>ort the 
strengthening of skilled and professional services. 

Population, Emigration and Training 

The natural rates of growth in population arc still generally high, but 
some improvements have occurred in recent years. The actual popu-
lation growth rates in Tonga, Samoa, the Cook Islands and Niue are 
low or negative because of continuing emigration. But while ben-
eficial, emigration is not a solution to the problem. Attitudes could 
change in the destination countries. If negative changes take place, 
the actual rate of growth in population will move closer to the natural 
rate of growth. Those who leave the country tend to be enterprising 
lypes with technical or professional skills. They arc also likely to be 

able-bodied members of the labour force. Their depanure tends to 
impact negatively upon agricultural and other forms of production. 

High natural growth rates result in high dependency ratios and a 
young population structure. This imposes a heavy burden upon the 
public sector, which has to invest heavily in social infrastructure such 
as schools, hospitals and housing. 

Urban migration is already a problem in all the South Pacific 
countries. It has eroded the workforce in the rural areas while 
inflating demand for services and increasing visible unemployment in 
the towns. The rising urban population pre-empts an increasing 
proportion of public sector resources at the expense of the rural 
sector. High urban population growth rates and the associated high 
rates of urban unemployment are closely related to the rising urban 
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crime rate. 
All island countries in the region are wrestling with this problem, 

and are promoting rural development in an attempt to counter the 
urban drift. But government salaries and urban wages are kept high 
by labour market regulation and powerful unions. A steady movement 
towards a deregulated climate where exchange rates and wage levels 
arc increasingly determined by market forces would help the adjust-
ment process in this important area. 

Academic achievement remains the main focus of the educational 
system in the region. Already graduates and diploma-holders in arts 
subjects are firniing difficulty obtaining jobs. But demand for technical 
and commercial skills and tradesmen remains unsatisfied A restruc-
tured educational system that responds flexibly to changing demands 
for various skills should be an imp>ortant element in the requisite 
development strategies of the Pacific Island counties. 

Private Invesunent 

The South Pacific countries are promoting private seaor investments. 
The level of domestic savings in the region falls far short of domestic 
investments: this suggests an important role for overseas investments 
in the future development of the region. Private investments are likely 
to be ailracled by: 

� political subility, a factor that has been somewhat uncertain 
in recent years; 

� an expeoation of steady growth in the economy; 

� an expectation of internal and external firuncial stability 

based upon the past record and economic management; 

� freedom to repatriate profits and capital; 

� stable cost struaures and rising labour productivity; 

� a stable industrial relations climate; 

� a deregulated business and financial environment; 

� a land tenure system that provides security and ready access 
for the investor; 
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� expanding domestic and export markets; 

� an efTicient deregulated domestic capital market and easy 

access to overseas capital markets. 

The need to deregulate the business environment is gaining 
recognition, and a number of countries have started cautiously along 
this path. Privatisation of public sector corporations is now frequently 
discussed, with the Asian Development Bank and the Internatiorul 
Fiiunce Corporation providing useful advice on this subject 

The Fiji government has been trying to privatise the Fiji Sugar 

Corporation through the sale of shares to the public. In 1988 the 

government's share in Air Pacific was reduced subsuntially through 

the issue of new shares to Qantas. A number of central government 

commercial activities have also been corporatised with the aim of 

ultimately privatising them. 

The South Pacific countries participate in a number of international 

arrangements that enhance their attractiveness as hosts for investments 

The South Pacific Regional Trade and Economic Cooperation Agree-

ment (SPARTECA) allows seleaed exports duty-free access to Aus-

tralia and New Zealand. Under the Lome Convention, agreed quotas 

of manufactured goods are granted access to the EEC markets. They 

also bei^fit from the Ger^ralised System of Preference (GSP), under 

which the industrial countries grant free entry to imports from de-

veloping countries. 

The South Pacific countries need in look for markets beyond 

Ausualia and New Zealand. In addition to the opporiunities under 

SPARTECA they should capitalise on the opportunities 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 companies possessing 

marketing strength arc established 

National Financial Policies 

The economies of the South Pacific countries are very open. Capital 

fiows in and out relatively freely. National income, revenue, and the 

current account fiuctuate with goods and services receipts. The 

maintenance of stable and sustainable current account positions and 

comfortable levels of external reserves are preconditions of steady 

growth. 

The Pacific island countries have fixed exchange-rate regimes. 
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Kiribati and Tuvalu use the Australian dollar, while Niue and the Cook 
Islands use the New Zealarul dollar. The Tongan currency is still 
pegged to the Ausu-alian dollar. The Solomon Islands, PNG, Fiji. 
Vanuatu and Western Samoa each F>eg their separate currencies to 
baskets of currencies that are imp>ortant to their exterrul commercial 
relations. Fixed exchange-rate regimes are adopted by countries with 
small, open economies in order to ensure relative stability in the 
movements of their currencies. Their narrow foreign-exchange 
markets, concentration of exports and firuncial irutitutions imply that 
relatively small speculative transactions would result in wide Huc-
tuations in their currencies if they were freely floating. 

But fixed exchange rates, economic openness and high mobility 
of capital into and out of the country make active moneury policy 
relatively ineffeaive. Liberal credit policy aimed at promoting growth 
is unlikely to work. Aggregate demand and labour costs will increase, 
prices and the current account deficit will rise, net capital outflow will 
grow, reserves will fall and the external debt position is likely to 
deteriorate quickly. Gains in output are likely to be short-lived as 
adjustment policies become unavoidable in the interest of re-estab-
lishing national financial subility. 

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 
costs bring atraut rises in wages and salaries, which tend in a regulated 
labour market to adjust rapidly and maintain their levels in real terms. 
The prices of non-tradable goods will of course keep pace. A 
devaluation will therefore rapidly manifest itself in price increases 
throughout the economy. Unless wages and salanes are prevented 
from making this automatic adjustment, a devaluation designed to 
promote growth will not succeed but will certainly result in increased 
inflation. The Pacific island countries should ensure through fiscal, 
exchange-rate, moncUTy and incomes policies that the real effective 
exchange rates of their currencies move in directiorts that increase the 
competitiveness of their economies. 

The link between budget deficits and the current account is 
particularly direct in small open economies. BudgeUry excess results 
in increases in credit issued by the banking system and ir\f1ationary 
financing by the central bank. Under such conditions the private 
seaor finds itself crowded out of the credit market to the delrinf>ent of 
private sector investments. 

The Pacific islands are subjea to sudden internal and external 
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economic shocks. It is therefore important to maintain external 
reserves at relatively high levels, since adjustments to such shocks arc 
economically and socially painful if owned or borrowed reserves 
cannot be readily accessed. Ready access to borrowed reserves is 
itself a function of a country's credit rating, which is in turn a fuiKtion 
of sound national financial management. Private seaor investment is 
likely to be encouraged if national fiiundal subility looks assured. 

The IMF already interacts with a number of Pacific island coun-
tries that will continue to seek its advice and finandal a.ssisiarK^ in 
their search for continuing external and internal financial stability 
The IMF has not been p>opular with some developing countries to 
which it has provided conditional assistance. But the record of IMP 
activity in other countries should be of interest to the region. 

Many countries allow political constraints to undermine financial 
discipline and to delay appropriate policy changes. In some cases, of 
course, external financial stability was disturbed through external 
shocks. But the realities of life being what they are, external imbal-
ances need both adjustment and finanang. The IMF plays the impor 
tant role of imposing finandal disdpline while providing short-term 
balance of payments support. It does recognise that politidans may 
find il helpful to direa the blame to it when there is popular opposition 
to unpalatable policies whose imposition has become unavoidable. 

Il would be irutructive to examine the background to the imple-
menuiion of an IMF program by a country in the region. In the 1970s 
and early 1980s the country pursued exparuionary fiscal p>olides to 
support the pace of development. Credit increased quickly. The rate 
of inflation rose, the current account deteriorated and external in-
debtedness inaeased. The worid recession of the early 1980s, which 
was partly triggered by the second OPEC price rise, made things more 
difficult. The terms of trade deteriorated sharply as the prices of 
imports, particularly oil, rose while those of exports dedined. The 
country's budget and current account deficits deteriorated sharply 
and inflauon worsened. An IMF program was put in place in 1983, 
involving the usual stabilisation measures. The currency was deval-
ued, the public sector deficit was cut back, and credit tightly con-
tained. 

Supported by favourable external developments after 1983, the 
program appears to have succeeded. Inflation rates have fallen, 
reserves have increased significantly and external arrears have now 
been extinguished. Now that finandal stability has been achieved, 
the country is again able to focus primarily upon economic growth. 
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Regional Arrangements and International Organisations 

Because of the countries' small size and populations, a regiorul 
approach is being pursued that aims to reduce costs through econo-
mies of scale. Some experiments, such as the Air Padfic regional 
airline, have not worked as expeded. The Uruversity of the South 
Pacific, which is owned by some eleven governments, has done 
reasonably well in view of the inconvenience of having to deal with 
eleven different authorities. 

The regional shipping line for a long time found it difficult to 
break even, and has been supponed by government subsidies under 
aid for a number of years. There do exist opportunities for regionally 
supponed p>rojects and ventures. But the success of such ventures 
would probably be better assured through increased private sector 
involvement 

Donors such as the EEC, Australia and Japan are allocating a large 

pan of their aid to regional projects in the South Padfic. Increasingly, 

the South Padfic Forum Secretariat has become the conduit and 

coordinating body for such aid. The member countries of the Fomm 

regularly meet to evaluate their individual and collective needs and to 

formulate regional programs for donors to consider. This body also 

hosts discussions on imponant regional issues such as the marketing 

of agncultural produce, dvil aviation, shipping, telecommunications, 

education and tourism. The regiorul heads of governments, indud-

ing those of Australia and New Zealand, meet regularly within the 

Forum to exchange views and make decision on political, economic 

and social issues that affect the South Padfic region. The benefits of 

the collective approach in a changing world where smallness has 

obvious disadvantages are increasingly appredated in the region. 

IV. CONCLUSION 

The island countries have resources whose commercial development 

requires expertise, capital and technical knowhow from the developed 

economies around the Pacific Basin. Their EEZs cover millioru of 

square miles. The resources in and under these zones have yet to be 

fully assessed The mineral resources of Melanesia are substantial. 

The full potential of their forests wiU take years to develop. Tourism 

will be a growth industry. Agricultural development will be a con-

tinuing priority. The development of these sectors will reap mutual 

benefits to overseas and domestic investors. 

Security and stability in the Padfic island countries will be as 
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important to them as they are to Australia, New Zealand and the other 
powers around and outside the Basin. Without such security 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 powers in the Pacific region 
and its potential could in itself be desubilising. 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 as a group. Because of their size, this approach will assist 
in the achievement of their economic ambition and eruble their 
colleaive voice to be heard in the various international forums and by 
bigger countries. Regional arrangements such as the Forum and the 
Forum Fisheries Agency are serving this objectives. But they will need 
to have their antermae finely tuned to rapidly changing global economic 
and geopolitical equatioru and be ready to respond promptly to 
maintain and promote the interests of the countries they serve. 
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Table 1: 
Principal Physical and Demographic Features 
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SOME ASPECTS OF DEVELOPMENT IN THE Soirra PAanc 

Table 2: 
Key Economic Features 

G O P ( J U S m) j D P p e r 

c a p t a 

(»US) 

R A T E O F 

I N F L A T I O N 

( % p j . ) 

1963-1988 

S O U R C E S O F F O n E I G N 

E X C H A N G E 

A m a n c a r Samoa 187.5 (1B«5) 5282 2.4 R a h , r»m .Itance» horn U S , 

USm<a 

Cook I»lan08 34 .1 (1086) 1985 8 5 C l o M n o ( too lwaar . fraah 

hulls 8 v i g . , pear l i . shellB, 

copra 

Fada ra i sd States 

Micronaaia 

106 .5 (1903) 1248 n.a. U S aid 

H a p o b i c o l F ^ i 1044 .7 (1987) 1440 4.0 Sogar. gold. Itah. timtMf 

products 

French Polynei la 2055 .8 (1986) 11674 3.9 French tnlllary and aid. 

lounsm. cspra. v a n l l a 

KifibaD 2 5 . 5 ( 1 9 8 7 ) 378 3.0 Copra, f i ih. shark tin 

Marahan lalanda 4 6 . 3 ( 1 9 8 4 ) 1332 2.0 U S m<hla/y and aid 

Nauru n.a. n .a Phoaphaia and invaatmant 

income 

New Calador>ia 8 4 5 . 2 ( 1 9 8 5 ) 5588 2 .8 Nickel, Franch a id and 

m l l s i y , iDunsm 

N k j « 3 . 8 ( 1 9 8 4 ) 1367 6 .9 Copra, coconut cream, tare 

Pa lau 33 . 2 ( 1 9 8 5 ) 2406 n.». U S aid, f i ih, tounam 

Solomon lalandi 144 .6 (1987) 4 9 5 l a s R s h , k>gs. cocoa baana. 

copra 

Tokatau n .a. n.a. n.a. Copra, rerr^ittancas and aid 

feDfnNZ 

Tonga 58 8 ( 1 9 8 5 ) 629 9.0 V a n i a baana, b a r w i a a . 

coconut M , i s h 

Tuvalu 3 6 ( 1 9 8 5 ) 442 3.0 Copra, (tin, handicraft 

Vanuatu 1 2 Z 5 ( 1 9 8 7 ) 845 5.9 Copra, cocoa, norvcanned 

beef. logs, aawn limbar 

Wallis and Fuluna n .a. n.a. 7.0 Hamittances, aid 

W e » l a m Samoa 101 . 9 (1987 ) 6 2 0 5.1 Coconut oi. tare, cocoa, 

coconut o a a m , copra 

P i p u a N a w 

Quinaa 

3 0 3 8 . 6 ( 1 9 8 7 ) 878 4.1 Qold, copper, coHee, timber 

S O U R C E : S i r f M i c a i B u M n a o l Ihe <anoua counlnaa. S P C SialUlical aumimry 
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Table 3: 
Foreign Aid to the South Pacific 

YEAR TOTAL ($USm) P E R CAPITA 

($US) 

Amorican 

Samoa 

1987 52 1408 

Cook Islands 1988 11 631 

Fad. States of 

Micronesia 

1986 41 437 

F i 1988 43 58 

Franch 

Polynesia 
1988 327 1715 

Kinbali 1988 12 176 

Marshall Islands 1986 17 450 

Nauru 1987 53 6 

New Caledonia 1988 261 1653 

Niue 1988 5 1626 

Palau 1987 24 1715 

Solomon Islands 1988 35 117 

Tokelau 1988 3 1446 

Tonga 1988 13 128 

Tuvalu 1988 13 1585 

Vanuatu 1988 29 195 

Wallis & Futuna 1987 20 1336 

Western Samoa 1988 19 113 

Papua New 

Guinea 
1988 300 84 

S O U R C E S P C Statistical Summary and Development Co-

Pacific Economic BuBetin, vol 5. no 1. June 1000. 
speration Report, 
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SOME ASPECTS OF DEVELOPMQ^T IN THE SOUTH PAOHC 

Table 4: 

Employment Patterns 

proportions, % of the economically active population 

YEAR 

AOfVC * CONSTBXr-

C M 
THANSPCWT SEBVICE8 OTHEB 

Ai rman 

S m M 
toao 2 24 � 11 9 46 0 

Cook 

Itfandi 
1M1 21 e 12 10 29 I S 

i sao 2 12 11 i 60 8 

Rtpubtcd 
1t88 44 � 11 S 15 12 

PdynMla 
1983 18 IS 18 7 35 3 

� » L i l 1»S5 73 1 4 4 12 4 

M w M 

Htardi 
toeo 4 10 I S e 58 1 

N M U H 7 7 0 4 1 6 82 

Mm 

CoMoiM 
1983 22 � « 23 6 29 S 

Mw 1984 21 11 11 10 5 40 2 

P M u 1986 13 1 14 3 43 19 

Maidi 
1986 81 2 2 7 4 

ToMliu 1986 38 1 ' 21 3 0 2 1 ' 6 

Tofigo 1976 51 2 8 4 4 22 11 

TuvHu 1979 73 7 3 3 10 2 

V « u u 1979 77 2 4 3 11 1 

F i * m 
19«3 82 2 0 4 1 

WoMm 

S m w 
1981 SB 4 3 20 6 

O i l l M 
1980 82 1 1 4 10 
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Table 5: 
Average Ratios to Gross Domestic Product (%) 

HVMTt OMVMT c w n w 
ooin u i m u i 

IWM4 
� O K 

4 C 
DtnOT � M 

� i O I 
M 

f » 
B O 

— 

O B I 

C H k 

M M t 
' M S 

1 N 4 

-M 
I T . 7 I 2 . » 0.0 L I � 4 2 4 0 3 0 . 1 4 4 1 4 n . 7 f U . 

W I M 
IM2 

« 4 
n o » l M J 4 1 . 7 17 .0 4 7 1 U 4 W . 3 1 3 7 4 r v i 

l « U 
M O t l « U I M 0 4 » J a s 7 1 0 4 7 * 4 0 4 l U L 

' � � a 

U . I n 4 0 . 1 l i . 7 11 .0 l O J tfU 4 7 1 > 1 . l 3 0 M l f l A 

n u 
M u a I 0 . 7 n j u I « 7 � 0 . 1 3 0 4 43 .0 3 1 3 0 4 1 4 1 1 4 

ti u a l U M I 114 1 1 4 4 4 1 n « 4 4 7 0 4 1.0 

N H 
I M I 

** 4 3 1 3 4 J 7 .1 � 4 » at 1 1 0 3 1 7 M l 11.1 1 1 . 0 114. 

M o m 
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T H E ECONOMICS AND POLITICS OF 

SOUTH PACIFIC DEVELOPMENT: 

A N OUTSIDER'S VIEW 
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The Economics and Politics of 

South Pacific Development: 

An Outsider's View 

W o l f g a n g K a s p e r 

The outsider may be ignorant of many important details and nuances, 

but be is more likely to see the wood for the trees. Also, the outsider 

may speak with an impatience, bluntness and frankness which is 

part ofthe make-up of the dynamic, open ctdtures that have developed 

in the outside world, but which is not customary— arui may. at first 

sight, appear intimidating— to those brought up in the 'Pacific way'. 

But i f . ultimately, mankind's problems (and capabilities to solve 

them) are universal, there is scope for a contribution by the outsider 

Yet, whatetxr the outsider suggests, he must be bound by the categorical 

imperative of international studies: not to recommend to others what 

he would find unaccq>table in his own country. 

I . INTRODUCTION 

The vast South Pacific 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 islands (as many 

people as in Sydney's Western suburbs), plus 3 4 million in Papua 

New Guinea'Csee S. Siwatibau. Table 1. p. 40 above). The entire 

region is populated by fewer inhabitants than Hong Kong. It is 

poliUcally divided into about one-and-a-half dozen, mostly tiny, terri-

tories; orUy PNG covers a sizeable land area (nearly as much as Spain). 

The South Pacific embraces nations and territories with a great diver-

sity of environments, people, races, political systems, and living 

1. This excludes ethnic Polynesian and Micronesian minorities in New 
Zealand, Hawaii, and Guam, as well as Irian Jaya, which has a Melanesian 
population, but lies outside the Pacific region. 
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standards. However, if outsiders have any perceptions at all about the 

South Pacific, ihey submerge this diversity in an iruccurate amalgam 

of Rousseau and tourist brochures. 

Does the vast but fairly empty South Pacific merit outside interest 

at all? And is one justified in imposing ihe notion of a somehow 

homogeneous region where such diversity exists? The reply to both 

questions seems 'yes'. 

n . A THUMBNAIL SKETCH OF THE COSOmOS HUMAINE IN 
THE SOUTH PACIFIC 

Interest in the region seems in the first instance justified because it is 

so incredibly vast, covering nearly a third of the globe. The 200-mile 

Economic Exclusion Zone (EEZ) which the South Pacific people can 

claim is bigger than the territory of the USSR. This vast, thinly 

populated space may appear as a vacuum, but it is of considerable 

strategic importance, as it lies across major UTide routes, especially 

those to Australia and New Zealand, and as it contains valuable 

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 a growing interest in South 

Pacific affairs, contributing considerable aid, which in some cases 

exceeds the national product (see S. Siwatibau, Table 3, p. 42 above). 

Despite this great diversity, the South Pacific countries share 

certain specific, common economic and political traits, which S. 

Siwatibau has described in his essay. Here we wish to highlight some 

of the key features: 

� People live often in considerable isolation from the rest of 

the world and have to put up with high transport and commu-

nication costs. But they are reasorubly well informed about 

the outside world, because they are literate 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 contaa with the 

outside worid, air transport, short wave radio, satellites and 

video tape overwhelm the members of traditional communities 

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-

fronted with the issues of the wider world (and with foreign 

48 



T H E ECONOMICS AND Pouncs OF SOITTH FAQHC DEVELOPMENT 

officials who love to attend conferences in South Pacific 

resortsO. 

� With a few exceptioru, natural resources are confined to 

marine life and a benign climate (interrupted by the occasional, 

destructive cydorie). 

� Because of the short history of contacts with the open world 

system, anthropological facts maner in the South Pacific. 

Most South Pacific (>eople are Melanesians (the vast bulk of 

them), Micronesians and Polynesians, who share certain ba-

sic philosophies and community attitudes (for more deuil 

and a summary of the literature, see Crocombe, 1987, and 

Brookfield & Ward, 1988). It is worth noiingthat the tradition 

of genuine private property is less dearly established than 

elsewhere: People could survive with few permanent pos-

sessions, and perishable commodities (tree fruit, pork) are 

best shared around freely when available. And small tribal 

communities are able to organise much activity under the 

central direction of their chiefs. 

But there are also important economic and cultural dif-

ferences among Pacific communities that affea their devel-

opment: Melanesians are born into a world of equals and 

have a long tradition of trade (they invented money inde-

pendently of the rest of the world) In Melanesia, leadership 

and status How. as in the United States, largely from economic 

effort, achievement and wealth. In contrast, Polynesians and 

Micronesians (as well as the (ethnically MelanesianI Fijians) 

inherit their sodal sutus within a rank hierarchy; members of 

the chiefiy dass are typically disdainful of economic effort, 

since material wealth fiows from inherited status, as was the 

case with the European aristocrades before the French 

Revolution (Crocombe, 1987:17-21), The hereditary chiefs 

are used to claiming economic rents from ordinary people, as 

well as tribute from other tribes (and nowadays from devel-

opment aid agencies). 

In addition to indigenous people, there are sizable groups 

of more recent immigrants, like the Indian majority in Fiji and 

the White and Asian majority in New Caledonia, as well as 

large mixed-blood populations, which, in some cases like 

Tahiti, account for neariy all the population. In PNG, there 

are about 75 000 Australiaru. Some economies arc domiiutrd 
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by large expalriate communities. 

Most people claim a dose, personal relationship to their 

land. They regard it as inalieruble and, like traditional 

people everywhere, as their 'second skin', not as a production 

faaor It is true that land was sold readily to early settlers, but 

the full implications of these transactions were not understood 

at the time. Nowadays, land is often extremely scarce, because 

there are often no markets for land through which potential 

new land users could obtain the legal right to use the land. 

Most South PaciHc nations had some colonial experience, 

but that exp>crience was not traumatic, began late and ended 

only recently. Modem self-government is still the experience 

of only one generation of leaders. And considerable numbers 

of islanders continue to live in comparative affluence as 

subjects of France, New Zealand or the United States. 

Most national governments rule over small populations. 

And the rulers come straight from experiences of personal 

loyalty and social structures within uaditional tribes or the 

churches. They rule often fewer people than in a sizable 

European village and (except in PNG) never more than in a 

middle-sized city. Yet the micro-states have almost invariably 

emulated the struaures of national governments in much 

larger countries. 

South Padfic governments may appear to govern according 

to some form of Westminster democracy, but the subsunce of 

politics in the Pacific is very different. Most governments are 

run in reality as personal fiefs by traditiorul or newly formed 

eUtes whose positions were reinforced during the colonial 

era. They tend to govern in fairly paternalistic ways. This is 

in Itself becoming a source of confiia with the young gen-

eration who begin to struggle free from traditional bonds, 

demand their allotted share in the economic cake, and are 

frequently materially more ambitious than their elders. 

The people of the South Pacific are, as a rule, happily unfa-

miliar with genuine poverty. Nature — and foreign aid — 

have provided 'subsistence affluence'. People enjoy rea-

sonable sundards of education, nutrition and health. Lit-
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eracy rates are high (except in PNG). However, there are 

increasing exceptions. Local malnutrition is reported where 

young people emigrate and leave old people and children 

behind. Recorded per capita incomes vary widely (see S. 

Siwatibau, Table 2, p. 41 above). Recorded living standards 

are high in the French colonies of New Caledonia and French 

Polynesia (Tahiti) where, at least on paper, they exceed New 

Zealand's modest living standards, as well as in the US terri-

tory of American Samoa. Most independent countries in the 

Pacific enjoy middle-income status (if measured according to 

World Bank definitions). The exception (despite the appear-

ance of national account statistics) is PNG, for which wider 

development indicators suggest living standards akin to those 

in low-income countries. The following comparisons may 

serve to underpin this poinL 

I'\1MA 

NEW 

GUINEA 

LOW 

INCOME 

tX)i;NTRIES 

(nccpl China 

4k India) 

INCOME 

COUNTRIF-S 

AdullUICfM7(«) 32 51 65 

Primary Ki iooJ enrolmrnl 
In 1»85(% or ̂  group) 

64 67 104 

Sccoadary achool 
larolmcnt (%) 

14 22 49 

Ttrtiary otirolnetil (%) 2 5 14 

UftMpccUncjdil birtli. 
In y o n ) 

52 52 63 

Populalloa/ nurae In I M I 930 1 400 7 130 

PofMilalloii/ithyiiciaii In 15 610 4 940 17 670 

Mhr caloric Intake In 
IMS 

2 145 2 100 2719 

frjicrgy consumption/ 
populallnn (kg at oil 
«tulv.) 

244 86 883 

.Share oT labour In 
atrlculturc In U M (%) 

76 71 43 

Share of latwur in 
Induitrjr In U M ( « ) 

10 10 23 

Source: IBRD, World Developmeni Report 1988 aitd World Tables. 3rd ed Vol 
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In some countries, there is still a sizable informal sector 

with local agriculture and fishing. In others, people depend 

on cargo from overseas. 

The indications suggest that per capita Incomes grow only 

slowly, partly because of cuts in pc>st<olonial aid, remote-

ness, diseconomies of small scale and resource shortages, 

and to a large extent because official p>olicies are complacent. 

They are not very development oriented at best, and impede 

growth, often by blatant rent-seeking, at worst. In PNG, 

output growth since independence in 1975 has been around 

2 per cent per armum, so that average per capiu incomes 

have hardly grown. (The incomes of the small urban elite 

have of course risen subsuntially). The market incentives in 

all Pacific countries to raise living standards are weaker than 

elsewhere. Traditionally, survival and work effort have not 

been as closely linked in the minds of f>eople as in harsher 

environments. And the modern economy often offers little 

incentives to strive for higher material attainment: The basic 

necessities come with little effort, but even modest luxuries 

incur high marginal costs because they are imported at high 

transport cost and under diseconomies of small scale. Gov-

ernments reinforce this disincentive structure, e.g. by impos-

ing high import duties. Where the incentive for F>eople to 

move forward is weak, there is a danger of back sliding. 

'Despite the present prosperity, there is a danger that 'sub-

sistence affluence' could become 'subsisterKe poverty", at 

least in some of these island countries' (Committee to Review 

the Australian Overseas Aid Program, 1984:167). 

Like small places anywhere, the South Pacific countries are 

heavily dependent on exchange with the rest of the world. 

That is a normal aspea of the division of labour. But this 

means something very different in an isolated island from 

what it means in a European village. Moreover, dependency 

extends frequenUy to outright financial dependency. In 

many places, current living standards cannot possibly be 

maintained by local production and productivity without 

perpetual aid — a prospect that does not seem to bother 

many of the leaders. Although per capita aid transfers are the 

highest of any region on earth, the tradition of Pacific gift-

exchanging and the Pacific brand of Christianity make high 
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and lasting aid dependency quite acceptable. One happily 

accepts subsidies in exchange for friendship, loyalty and a 

little adulation, and one would be very angry if the remitunces 

of 'aid tribute' stopped. In addition, there are of course 

remittances from compatriots who have found (often low-

skilled) work in New Zealand, California or Australia. 

The outsider often 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 opportunities. The 

supposed attractiveness of the 'Pacific way of life' is often 

revealed in high numbers of emigrants who voluntarily desert 

'Paradise' 

The image of the 'noble savage' and of a confiicl free society 

i la Rousseau and Margaret Meade has probably always been 

more a romantic dream than a reality.' It certainly does not 

hold true now. While there has been no massive bloodshed, 

we now read regulariy about growing conflicts, such as coup 

attempts in Fiji and Vanuatu against constitutional govern-

ments,* bloody riots and political arson in Tahiti and New 

Caledonia, arrow and dynamite attacks against mines in PNG, 

2. Freeman, 1983 This is an excellent case study of how a fashion in the 
social sciences (liberation from all constraints in the tradition of Rousseau) 
was fraudulently and/or naively given empirical support by M. Meade 
But Meade's evidence apparently had IHtle to do wiih the facts. 

3. During 1987, two miliury coups in Fiji — one of the more advanced 
economies in the South Pacific — overturned a democratically elected 
government with a Left-populist platform and. Tor the first time since 
independence, with a strong influerxre of the Indian majority. Positive 
discrimination along racial lii>es in favour of the indigenous Fijians has 
been introduced in some areas of social, political and economic life since 
then. The draft constaution of September 1989 enshrines the privileges 
of the Fijlans and the hereditary chiefs, although the degree of p)Ositive 
discrimination still appears not strong enough for some of the military 
(77>«i4us(ria/<an. 26Sept. 1969. p. 1). The political turmoil induced heavy 
losses of skilled pieople and capital and resulted in a massive recession 
(Kasper et al. 1988), showing painfully the limits of national sovereignly. 
There has been some economic recovery but the long-term dilemma of 
finding a growth-oriented political, civil and social order in the face of 
esublished group privileges will not go away, and the economic 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, 

and growing interrul regional confiicts in Fiji, Vanuatu and 

PNG.* 

We have to condude that the 'human condition' in large parts of 

the South Pacific is closer to that of Africa than to the rest of the Asia-

Padfic region. It is becoming gradually dear that, behind the idyllic 

veneer depicted in tourist brochures, there is a 'heart of darkness' that 

has to be conquered in the interest of those who live in the South 

Pacific and those outsiders who share an interest in the stability of the 

region. 

m . THE STRATEGIC FRAMEWORK 

The South Padfic area is of considerable strategic concern to the 

populous and economically buoyant Padfic rim nations. The interna-

tional strategic framework around the 'South Padfic population 

vacuum' will therefore have important consequences for the people 

of the South Pacific 

� Since World War II swept into the South Padfic, there has 

been only limited military presence, mainly by the United 

4. The violent cxxiflkl over th« Bougainville copper-gold mine is predomi-
nantly over rents, although separatist aspirations play a role. Taxation of 
the giant Panguiu mine in the isolated North Solomon province conuib-
uied 45 per cent of PNG's export earnings and 17 p>er cent of PNG's 
Internal revenue. The traditional land owners used to receive only 1 per 
cent of the mine's income (provincial government 5 per cent, national 
government 58 per cent, private shareholders 36 per cenOi (7*« Atu-
traiian, 25 May. 1989. p. 17; Tlx Economist, 16 September 1989, p. 24) 
After bloody violence In mid-1989. which forced an indefinite closure of 
the mine, the local lartdowncrs were offered 20 per cent of the royalty, a 
lOper cent stake in the mining company, plus other material concessions, 
at the expense of the central government's share. The attempted redis-
tribution by political flat has created great legal uncertainty, which may 
wreck PNG's fragile economy. With losses of exports and export taxes 
and possible future cuts in foreign investments due to the rebellion in 
Bougainville, imports and government spending will have to be cut back 
drastically; in turn a potential cause for dvic unrest in a nation with an 
uneasy law and order record This situation, meanwhile, does not pre-
vent PNG parliamentarians from engaging in some deft anil-Australian 
and anti-capitalist rhetoric, blaming the rebellion and its consequences 
on foreign capiul and clamouring for massive additional aid 
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States, France and Australia; open conflicts elsewhere appear 

remote. Tensions over uade and politics are felt more acutely 

across the north Pacific, which has been more firmly under 

the umbrella of the Paz Americana and where most trade 

routes lie.' 

� East-West rivalry suyed out of the South Pacific for most of 

the post-war period, but drew closer since the mid-1970s with 

the build up of the Soviet Pacific fleet and a sizable Soviet 

presence in Cam Ranh Bay, Vietnam. Since 1986, Mr 

Gorbachev has repeatedly signalled that the Soviet Union 

aims to be a Pacific power, but Soviet land forces in the Far 

Eastare being reduced by 20 per cent. Although 16 battleships 

are going to be retired from Soviet Pacific naval forces, the 

Soviet Pacific fleet has continued to upgrade its long range 

capabilities and its mobility. South Pacific countries are now 

within reach of new long-range submarines, new long-range 

MIG-31 fighter bombers with Cruise missiles, and newly 

insulted SS-25 missiles. 

� East-West rivalry also comes into efforts to keep the South 

Pacific a nuclear-free zone. The Soviet Union has signed an 

agreement which was promoted by Australia and New Zea-

land, as well as Pacific island sutes, whereas two of the three 

major Western players in the South Pacific — the US and 

France — have reftised to sign. What precisely "nuclear-free 

South Pacific' means is, however, subjea to a wide band of 

interpretation by the signatories, so that the nuclear-free 

agreement has, in any event, more psychological than practi-

cal significance. 

� Increasing numbers of overtures have been made by Soviet 

fishing interests to Ausuaha and some Pacific nations. These 

may have been purely commercial. Several Soviet fishing 

coiuractA with island sutes have not been renewed, because 

they turned out to be unprofitable. 

i. It is symptomatic that a recent wide-ranging, detailed briefing about the 
Pacific to the US Senate by the new Commander-in-Chief, US Pacific 
Command, Admiral Huntington Hardisiy, made rK> explicit refereiKe to 
the South Pacific, a p a r t from one passing reference to Micronesia (State-
ment of Admiral Huntington Hardisty before the Senate Armed Services 
Committee, 19 April 1989, mimeo). 
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Possible future trade and pecking order conflicts between the 
US and Northeast Asian countries, as well as continuing US-
Soviet detente, may echo into the South Pacific. So would a 
loss of US bases or a victory 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 to the 
South Pacific (namely East-West rivalry). On the other hand, 
localised conflicts might in future atiraa 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 a certain rivalry for influence between 
France and Australia and New Zealand, some of which is 
interwoven with opposition to French nuclear testing and the 
promotion of a "nuclear-free South Pacific". The 'new class' 
Left in Australia and New Zealand apfwars to harbour 
ressentiments against France that, at limes, even exceed those 
against the United Sutes. The fxjssibility cannot be ruled out 
that France will abandon some of her rather cosdy presence 
in pans of its Pacific territories, but will still want to maintain 
nuclear testing facilities. Some South Pacific French are 
dreaming of an active European Community role in the re-
gion, but that seems far-fetched. 

Japan (with $US93 million in 1988, the second biggest aid 

provider to the South Pacific after Australia) and other 

Northeast Asian nations have shown a cautious and growing 

interest in the South Pacific, but have often found that a real 

economic or political commitment is too unprofitable and 

requires much local knowledge. Interests from the major 

population centres in Northeast Asia are seeking marine 

resources, both by agreement with South Pacific governments 

and by illegal fishing. This has led to protests over driftnet 

fishing which the South Pacific Forum coordinated and to 

which Japan, so far, has responded with vague, half-hearted 

promises and offers of aid. The ruthless practices of Japanese 

A rogue faction in Vartuatu politics tried to gain support from Libya. But 
this faltered promptly when the zesty drinking znd womanising habits of 
the Melaneslans, who were sent to Libya for weapons training, turned 
out to be at odds with Arab custom. 
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and Taiwanese fishermen and of tuna boats from California 

have caused justiFied concerns with conservation of viable 

fish populations. Yet it has become clear that the Pacific 

micro-states do not have the means to enforce their vast EEZs. 

Australia, together with New Zealand, has been the domi-
nant provider of the hardware and software of modem devel-
opment and the main point of contact for most people in the 
region with the outside world. Much of the 'hardware of 
development' has unfortunately come from these expensive 
sources. Cheaper Asian suppliers are now making some 
inroads despite poor transport connections. The 'software of 
development' in the South Pacific (concepts and ideas) also 
derives largely from Australia, where many of the Pacific 
leaders have studied or go for medical checkups. Unfortu-
nately, the ideas they pick up are often fairly colleaivist. 
though well-meaning, but often not terribly dynamic. 

Australia, the dominant middle power in the immediate region, 
is likely to keep a watching eye over the Southwest Pacific 
(Parliament of the Commonwealth of Australia, 1989; see also 
Thakur & Thayer, 1987, and Harries, 1989) Stability in the 
region is in Australia's own interest, because her most impor-
tant trade routes (to East Asia and North America) cut across 
it. But the average Australian is much less interested in the 
South Pacific than in Asia, and Australians feel much less 
solidarity with the South Pacific than listeners of Radio Aus-
tralia or visitors to academic and church irutitutions in Aus-
tralia (which form a Pacific lobby) are made to believe 
Australia is building up naval and other capabilities to prepare 
against future instabilities and to be able to come to the 
support of threatened but friendly regimes. The Royal Navies 
of Australia and New Zealand are probably the only force that 
stands between criminal or loulitarian takeovers of small 
states of the sort that has been tried in mini-slates in the Indian 
Ocean. This watching brief is carried out by Australia and an 
often doubting New Zealand in a division of labour with the 
US. But the US may step in if it disagrees with Australian 
political postures (e.g. in P N G or Fiji). Where precisely New 
Zealand with its idealistic, neutralist, isolationist bent will fit 
in over the medium term future is unclear, but probably 
doesn't matter. 
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We have to conclude that, for strategic and political reasons, 
there is heightened potential for change in the region. Internal 
troubles and dissensions would be readily exploited by rivalling 
outside interests. And outside antagonism could be easily attracted 
into the region. With instances such as Melanesian groups seeking 
support and training in Libya, secret arms shipments to Fiji, and efforts 
by Fiji to seek military suppon in Asia, peace and subility in the region 
now appear to have become more tenuous. The complacent, confi-
dent assumption of the past 45 years that the South Pacific is too 
remote for serious outside interference and will therefore always 
remain an area of pacific relations cannot be automatically extrapo-
lated into the future. 

I V . T H E C H A L L E N G E O F C H A N G E : P R A I S K O N T R O L N O M O ' 

The calm, ordered conditions of p>ast decades may come to an end, at 

least for five interdependent reasons: 

(i) Economic growth and economic opportunities in most 
South Pacific countries are insufficient to meet the rising 
material aspirations of growing numbers of young peo-
ple. Economic pyramid climbers often face artificial 
obstacles. 

(ii) The need for a more open, more dynamic economic 

gameplan is becoming particularly acute as post-colonial 

aid largesse is being reassessed in the light of superpower 

detente and some of the major donors are beginning to 

suffer from 'aid fatigue'. The Pacific rim nations will not, 

and should not, be their South Pacific brothers' keepers 

forever. 

(iii) The tradiUorul, post-colonial gameplan has not offered 

sufficient incentives, challenges and opportunities for 

self-realisation to many of the citizens. Many of the most 

able and most ambitious leave to work elsewhere. I f it is 

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 a sad. aging 

7. Pidgin for "economic liberalisation'. 
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sociccy which is less viable, less innovative and less able 
to cope with new challenges. 

(iv) The world trade framework is likely to change. PaciPic 

rim nations may form trading alliances, which give small 

partners a chance, or a trade bloc, in which the powerful 

and their narrow trading self-interests dominate. The 

South Pacific micro-states will have no direct say in this, 

but should try to adjust to changing worid trade condi-

tions with a view lo maximising their economic opportu-

nities. 

(v) Military strategic and political changes may intro-

duce elements of insubility. The 'splendid isolation' from 

world confiicis that the South Pacific has enjoyed since 

the end of the Great Pacific War in 1945 could come to an 

uncxfjected end. This might be brought about by antago-

nists within a South Pacific country or by a conflict amongst 

neighbours who seek new outside allies 

Possible challenges for change will confront fairly traditional 

governments and societies which are not very versatile and resourceful 

in coping with contingencies. 

Paternalistic Collectivism 

A common trait of government in the region — if one accepts the 
outsider's broad-brush abstraction from country detail — is its pater-
nalistic collectivism. Pacific political leaders often come to treat 
government as their personal possession. They collect funds and 
often hand out financial support to personal followers. If an import 
monopoly is granted and a politician receives a kick-back, much of 
that money is likely to flow to personal followers: and many in the 
Pacific would not call this cormption! Only outsiders and the young 
call this bribery. Meanwhile, dilapidated roads and deteriorating 
health care sundards arc blamed on the irresponsibility of aid provid-
ers. As in Africa and other traditional, stagnant societies, this style of 
goverrunent has much to do with traditions of small, uibal societies 
that recognise the inherited authority of chiefs and accept the bonds 
of fraternal solidarity. In practice, the South Pacific experience is, of 
course, not all that different from pork-barrelling in the Western 
democracies. The difference is. however, that few people recognise 
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this as a rwgative-sum game for the commuruty as a whole; few 
{Xiople realise it is the cause of economic stagnation and a waste of aid 
resources. 

Unlike Europe, where metaphysics and religion were separated 

from ethics after the Renaissance, and unlike East Asia, where Confu-

cius pioneered ethical rules for social evolution 2500 years ago, the 

traditional, isolated and therefore fairly closed societies of the Pacific 

(and other less developed areas) lack deeply embedded social con-

uols against rent-seeking and power politics. There are some sanc-

tions in imported Christianity, but the basic philosophy of most 

people in the Pacific is not inimical to collectivism and tolerates the 

privileges of leadership. 

The big challenge for South Pacific societies over the next genera-

tion will be to learn how to move between the valid, time-tested social 

model of the family or small community and the macro-model of the 

sutc and the national economy, at the level of what Hayek calls the 

'extended order' (Hayek, 1988; 1979:153-76). Experience has taught 

us in the outside world that different modes of behaviour and differ-

ent social conventions must be applied to the microcosm of our 

immediate surroundings and the macrocosm of modern society. Eu-

ropean and East Asian societies have developed rules and restraints 

on natural instincts (e.g. by the rule of law, by property or honesty) 

that allow modern societies to increase 'in numbers and in wealth 

relative to other groups .., lenabling us! to sustain more from discov-

erable resources (and indeed in that very process discover more 

resources)' (Hayek, 1988:70). For example, private property offers 

the means and incentives for economic growth, although primitive 

instinamay induce us to seize (or socialise) whatever assets we come 

across. To cope with individual freedom and to learn sets of social 

behaviour conducive to modern productivity growth will not be easy 

in the South Pacific. But such niles are the foundation of economic 

progress. 

It has become clear that the social rules of conduct which work so 

well within the family, the uibe or the small, intimate community, 

cannot be applied without great cost to societies with thousands, let 

alone millioiu, of members. In small groups, leaders are guided by 

knowledge and personal sympathy, which moderates their authority. 

However, the knowledge needed to coordinate, guide and monitor 

the actions of even a small nation can simply not be marshalled in one 

central location (like a cabinet or cenual plan office), and certainly not 

if society is continually developing and learning. Moreover, the 

personal knowledge, sympathies and solidarities with one's family 
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members and friends, which temper the power of leaders of small 
communities, cannot be marshalled in relatioivs between the leader 
and all members of a province or a nation. If a society the size of the 
average South Pacific micro-state is governed by the mles appropriate 
to small, familiar communities, then sympathies and solidarities are 
bestowed on immediate associates whom the leaders know directly. 
The other citizens get no such preferment and are disadvanuged, 
mainly because the effects of policy decisions on most members of 
larger societies are unknown and distant. 

Mishaps and disorders occur under a paternalistic form of gov-
ernment. Collectivist leaders normally respond by more planning a nd 
better controls. But, as a consequence, the ordinary members of 
society only lose more of their freedom. The sf>onuneous forces of 
collaboration, imitation and evolution are lost. Centralised leadership, 
even if benevolent, destroys individual motivation to rival for economic 
gain and breeds indolence. When Pacific leaders promise free medidrie 
or free transfXJrt, they are rarely aware of the destructive side effects 
on effort and capital formation. The result is a 'hand-out society' with 
few genuine entrepreneurs. Local people are then accused of not 
even supplying fish or fruit to hotels. 

When larger societies evolve, as chey have in the Pacific over the 
past 50 years, governments have, in many parts of the world, devel 
oped the rules that favour competition and sponuneous interaction 
amongst strangers. Minimum rules for good government require 
legality, accounubility, public tendering, and control of governments 
by democratically elected assemblies. They also require small gov-
ernment because that ensures private property, which is the bedrock 
for a successful society of opportunity. These criteria facilitate the 
emergence of an extended order, which offers security and scope for 
decentralised experimentation by individuals, which in turn is an 
essential precondition for sustained economic development and 
cultural change. In an open, extended order, those who invent 
successful solutioru for a problem or who import successful ideas 
from elsewhere will be imitated 'I'his leads to a successful evolution 
which creates higher living sundards and new cultural achievements 
and enables people to cope successfully with the incviuWe adjust-
ments to development. 

So far, however, concepts like the European ideal of free, self-
reliant, equal 'citizens of profxrty' are still largely alien to most people 
in the South Pacific, as is the impaucnt aspiration for material better-
ment and democracy that we now observe in East Asia. The idea that 
hving standards depend on work, saving, learning, adapting — in 
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short, produaivity — is less widely accepted than in the harsher 
environments of Europe or East Asia. After all, the concept of a 'cargo 
cult" is a Pacific contribution to the English language. Traditiorully, 
people have displayed satisficing behaviour, trusted in their good 
luck, and solicited friendly support This may be conducive to small 
group harmony, but not to sustained material progress and harmony 
within the larger national communities that have now been formed in 
South Pacific countries. Some leaders, e.g. in PNG. even consider the 
imported legal system or private property as alien elements in 
Melanesian culture and propose to discard these institutions. A wilful 
dismantling or breakdown of the law would make it impossible to 
maintain present living standards, let alone to erasure rising living 
standards for the rapidly growing population, because the law and its 
ethical foundations are essential prcconditiorw for economic growth 
(Hayek. 1988:38-47; 120-34) 

To date, markets and individual or cooperative entrepreneurship 
are not great forces in the South Pacific world, partly because tradition, 
religion and foreign aid strengthen esublished hierarchical structures, 
and partly because the good life has so far not forced Pacific people 
into competition. Individualism is often distrusted in the Pacific and 
equated, especially by clergymen, with group destroying egotism. It 
appears, at least to the outsider, that only the social visions of 
paternalistic collectivism (of the right and left varieties) have a wide 
following. This is so because autocratic and caring colonial govern-
ments built on traditional tribal collectivism, as they wanted conuol 
and had little interest in the material advancement of the indigerKXiS 
inhabitants. Colonial governments have been followed by equally 
paternalistic regimes. Few of them qualify as genuine, electoral 
democracies; irutead they tend to preserve power within a small elite. 
But the results of this type of governmeru are often iniquitous to the 
ordinary citizens: the exorbitant price of eggs in Port Moresby is due 
to the prohibition on holding chickens in backyards, the extortionate 
prices for staple foods in Vanuatu stem from the Prime Minister's grant 
of an import monopoly, and land regulations have created land 
shortages in many places. 

Promoting SUblllty In the South Padflc 

As we saw. the general surface calm and peace in the Pacific have 

given way to occasional flashes of violence, disruption, tension and 

conflict, as well as economic stagnation. The flashes are becoming 

more frequent and there has been a slow, subcutaneous drift towards 
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a situation where overall harmony nuy, sooner or later, be no longer 

sustainable. It is possible, but not unavoidable, that the occasional 

Rash will no longer simply relieve tension, but will trigger unpredict-

able chain reactions. The loudest warnings yet that such discontinuities 

may occur unexpectedly, were the events in Fiji in 1987 (Kasperet al., 

1988) and the stirrings in Melanesia, including amongst New Cal-

edonia's Kanaks and violent land-rights conflicts in Bougainville 

(PNG). 
I f the post-colonial gameplan becomes unsusuinable, leaders 

and intellectuals should try to remove social obstacles to change 
before the problems become overwhelming. In such a situation, one 
should work towards reform and an evolution for the better while the 
going is still good, so as to avert uncontrollable and costly revolution 
later. 

This applies first and foremost to leaders and the intellectuals 
within the region. But outsiders also have a role in shaping the 
region's future. In particular, Australians and New Zealanders have a 
self-interest in promoting growing prosperity and stability in the 
South Pacific. They, as well as the outsiders, ought to help turn social, 
economic, and political evolution for the better, in cooperation with 
the new generation in the South Pacific. A minimum constraint on 
outsiders should be that they acknowledge a responsibility not to 
suppon unsusuinable. counterproductive Uends by giving aid, even 
if it is easy for large, rich countries to inject substantial aid. 

The key issue for the communities in the South Pacific is: Should 
they continue with tried, old ways, preserving the instinctively ap-
pealing, inherited social modes and procedures, even if this means 
economic sugrution, dependency and internal civic confiicL' Should 
valued traditions, hierarchical struaures, colleaivc solidarity and 
sharing (so typical of the 'Pacific Way") be preserved, even if this 
means that increasing numbers of people slip from 'low-level affluence' 
into 'subsistence poverty' and aid dependency? Or should a new 
social and economic order with more individualism and equality 
before the law be encouraged to evolve, one that has been successful 
in the outside world.' 

It is increasingly evident that the existing social order is incom-
p>atible with the desired economic performance. There appear to be 
parallels with traditional, sutionary European societies that had to 
come to grips with changing technologies and a dynamic economy 
200 years ago. Europe was able to draw on a tradition of openness, 
change and the rivalry of diverse ideas (Baechler, 1975; Jones, 1981, 
Rosenberg & Birdzell, IS)86). Achieving social evolution was easier in 

63 



Wolfgang Kasper 

Europe than for long-isolated, and often rigidly structured, South 
Pacific societies that have been caupulted into the modem worid in 
less than 100 years. On the other hand, ideas are now transferred 
much more readily between different communities, and learning is 
easier for late developers. 

Pacific communities will frequently not be compelted to make a 
black-and-white choice between traditional, collective, grou(>-bound 
ways, and a purely individualist, competition oriented order. They 
may often be able to draw on traditional small group cohesion 
(extended fanrtily, the village) to modernise within voluntary associa-
tions, such as rural cooperatives (Kasper etal., 1988:90-2). However, 
it will be imporunt that such cooperative associations are Ofjen and 
are rxx led by rent-seeking chiefs, and that people are given a chance 
to opK out, if they wish. 

The Reurding Effects of Aid 

Whatever mix of models Pacific communities choose for modemisa-

tion, clamouring for more aid from affiuent, friendly countries is no 

solution. Aid only postpones the need for choice and deepens the 

dilemma. With the advent of development aid and national govern-

ment, the spoils of intcrventiortism have become bigger. And it seems 

generally accepted that high national office deserves its rewards. In 

PNG, for example, a sacked cabinet minister was reinstated while still 

under investigation for corruption. The dynamic, long-term costs of 

not adhering to the mles of an open society and of growing abuses of 

F>ower have not yet been discovered in the young South Pacific 

countries. They have not yet had to make the bitter experiences that 

the outside worid had to. Control mechanisms against rent-creation 

and rent-seeking (like the rule of law, genuine democracy, or a free 

and inquisitive press) are not firmly in place. This is of course not 

unique to the South Pacific. But what Buchanan observed as a general 

phenomenon certainly holds true in the South Pacific: 'Modern rent 

seekers are under no delusion about the "social good" They do not 

abide by the precepts of honesty, fairness, respect for the rule of law. 

etc. that are necessary for our civilisation to survive.' In the Pacific, 

too, it must be asked with Buchanan: 'Are we to accept their behav-

iour as a temporary aberration which cannot be changed by conscious 

effort, or are we to use the combined forces of scientific analysis and 

moral argument to defeat them?" (Buchanan, 1988-89:4). 

Students of social evolution recogni.se that impasses and contra-

dictions are now developing in the South Pacific, because the economic 
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order is incompatible with economic aspirations. Openness, vertical 

mobility, and the scope for individual rivalry and self-realisation 

(which markets, civil rights and equality before the law offer) are 

increasingly needed to safeguard peaceful social evolution, cohesion, 

prosperity, stability, and a worthwhile challenge to the young. 

The Success of the Market Order 

Outside the Pacific, the competition of alterrutive socio-economic 
orders is now being overwhelmingly won by the individualist, liberal 
system. The sheer material success of the market economies has 
spawned privatisation, deregulation and reduaions in central planning 
all around the world. Recently liberated entrepreneurs in many 
developing countries are now rapidly creating productive )obs where 
bureaucracies and central plans previously failed. The South Pacific 
could also benefit from relying much more on individual or cooperative 
initiative and the market place. This requires that government struc-
tures are pared back by selling publicly owned assets and cancelling 
many (normaUy imported) regulations on economic activity. Gov-
ernment should in any event be more along the lines of local gov-
ernment, and many national and international aspirations should be 
shunned The affairs of the community should be managed within 
local council budgets. And, as is the case in the micro-states of 
Europe, aspirations to a national currency, a rational balance of 
payments, national economic p>olicies or a national defence force 
should be abandoned as inappropriate. The fixed cost of running a 
national currency and the small size of markets make it, for example, 
cosdy to run sufficiently deep foreign exchange markets and make it 
impossible to offer foreign traders the same currency amenities 
available in larger economies. 

When the outsider raises such ideas, the answer is likely to be that 
this is against the 'Pacific Way'. The outsider will be told that those 
South Pacific people, who have been fully expo.scd to individualistic 
societies, as in Hawaii, Tahiti or Guam, have lost their idendty. One 
hears pleas that the rat-race of the mass societies should not be 
imported into the South Pacific. And the belief is widespread that 
small, remote societies could not possibly compete in a modern, 
anonymous world. One also hears that individualism and rivalry have 
no place in snull, intimate societies. The deeply religious people of 
the South Pacific also tend to invoke Christian rescrvauons against the 
self-interested egotism of the market place Irutead, they advocate 
the fraternal community spirit of collective solutions. However, one 
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soon realises that such objections invariably come from members of 

elites who have a personal, material stake in the status quo, including 

self-appointed Western experts who specialise exclusively in South 

Pacific affairs. 

V . THE GAINS FROM UBERALISA 'nON 

Promoting Economic Growth 

Markets would stimulate entrepreneurial initiative and promote eco-

nomic growth. What matters most for the sustained growth is the 

adaptation and use of knowledge. This knowledge is sometimes 

technical and readily described and transferred, but very frequently it 

is commercial, practical knowhow that needs to be acquired by trial 

and error and has to be adapted to the local scerie and to changing 

times. If societies are managed by central bureaucracies, costly, 

ready-made imported packages of caputal, technical knowhow and 

procedures tend to be acquired. This is even more so where tied aid 

subsidises the transfer of 'turnkey packages'. In contrast, private 

competitors are driven by the profit motive, which normally makes 

them cut costs by adapting imported solutions and by drawing on 

local assets. Entrepreneurs thus mobilise new local resources. More 

genuine rivalry of the market place would stimulate enuepreneurial 

energies into finding and developing the appropriate tyf>es of pro-

duaion for South Pacific locations. The solutions to produaion that 

arc useful in bigger world markets may frequently not be appropriate 

to the South Pacific envirormienl. Therefore, search and experimen-

tation by many independent entrepreneurs, local or foreign, seems 

the best way to find solutions adequate to local conditions. 

This is the reason for fast economic growth in those developing 

economies where the state has concentrated on making the supply of 

production factors elastic, by encouraging education and skill forma-

tion, saving and investing, the importation and adaptation of useful 

technologies, open international trade, and the attraction of direct 

foreign investments, but has desisted from direct involvement in 

production or from imposed detailed industry sjjecific prescriptions 

(Kasper. 1989). 

When contemplating the interrelationship between economic 

growth and competition, South Pacific leaders should look to public 

choice economics. For a long time, there was a tradition in econom-

ics and politics, stemming from notions of the virtuous Christian ruler, 

which assumed that knavish, self-seeking people would somehow 
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turn into selfiess knights who promote the common interest as soon as 
they acquired high public office. But public choice theory has 
demonstrated convincingly that there are markeu for interventions in 
which politicians and bureaucrats make self-interested offers to sup-
ply regulations, and where licensed, self-interested producers de-
mand regulation (Stigler, 1971; Buchanan et al. 1980; Brennan & 
Buchanan, 1985). It does pay for producers to be regulated, since that 
eases the intensity of market rivalry through price and quality com-
petition and makes market niches secure against outsider comp>elition 
(contestability). Interventions (including, in the extreme, by state 
ownership of as.sets) secure incomes that would not be possible 
under conditions of unfettered competition (rents). Firms then find it 
less urgent to compete by controlling costs and improving their 
products. And governments have normally found that regulation 
gives them prestige and infiuencc, as well as material gain (for 
example for officials who serve on boards of companies). 

Transport and Communications 

Where the free market approach seems particulady necessary and 
promising is in the uansport and communications scaor. Competi-
tive, inventive, and agile transport enterprises are crucial to overcom-
ing, at minimum cost, the isolation of many South Pacific communi-
ties. Yet South Pacific governments have colluded with foreign aid 
givers and foreign government monopolies to create rigid, high<osl 
airline monopolies. These monopolies often fiy inappropriate jets 
into oversized airports. Air Pacific, instead of having grown into a 
competitive trans-Padfk carrier thanks to its mid-Ocean base (as the 
private company Loftleidir of Iceland has done very successfully in 
the Atlantic), is now in danger of being 'loved to death' by the 
Australian state monopoly carrier, Qantas. In shipping overnunned, 
loss-making, aid-supported ships (such as the mainly NZ-inspired. 
state<a pita list Forum Line) used for a long time to connea Pacific 
routes to high cost contact points with the worid trade network, like 
Auckland and Sydney.* Some publicly-owned pon authorities in the 
South Pacific are inefficient because their management owes more to 

8. In 1989 the New Zealatnl government placed the Forum Line on a 
commercial footing by mjecting furxls (about two years' subsidy), by 
negotiating greatly reduced martning levels and off-times, and by priva-
tisation. There are indications that this has made the newly-privatised 
company profitable, has Improved services and lead to an expansion of 
the fleet. 
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the class struggle of the 19th century in far-away Briuin than to the 
20th century needs of the Pacific. South Pacific transport often suffers 
from Australian-New Zealand inspired union influence, and over-
bearing, cost-imposing adminLstrative attitudes in public enterprise. 

High transport and communications costs are a serious handicap 
to the small populations of the South Pacific (including the inhabitants 
of PNG, who are often isolated by steep terraiiO. Yet economics 
teaches us that people can prosper in small and remote counuies The 
precondition for this is that the transport cosLs to the big markets and 
from the big suppliers are bome by the remotely located producers. 
Living standards in comjjelitive. isolated locations have to be some-
what low relative to the produaivity that people attain, and this 
reduces the development potential in remote areas. But. by itself, this 
does not constitute a reason for income supporting aid. 

To raise living standards, there is an urgent need to cut uansport 
and communications costs in the Pacific. Private initiative could raise 
transport efficiency and versatility. Traffic monopolies have in the 
past been granted on the assumption that .small scales of production 
would not merit competition. The costs of remoteness could be 
greatly cut by open skies and open port policies to attract new 
competitors and probably link South Pacific networks more closely to 
new, lower-cost conuct points like Hong Kong. Singapore. Tokyo 
and Los Angeles. The privatisation of airports and port services would 
induce much creative cost cutting and would support a more flexible, 
diverse and versatile transport industry. 

Depoliticising Resource Allocation 

Another important advantage of a competitive approach is that mar-

kets depoliticise economic allocation. Where economic opportunity 

is regulated or the state is direaly involved as a producer, decisions 

are made by adminisuative procedures in which political considera-

tions matter. The long-term usefulness of a project to society (meas-

ured by the rate of return) counts often less than the short-term impaa 

on the next election (measured by the expected return of votes), 

Administrative allocation induces the formation of groups and power-

broking alliances (often around some criterion like regional origin or 

race), which offer political suppori in exchange for political favours 

Organised client groupxs can deliver votes and tend to become belter 

organised over time. Over tirrie. younger leaders will try to compete 

for office by making more radical promises, so further distoning 

economic allocation. In such a system, economic growth gradually 

68 



T H E ECONOMICS AND Potmcs OF SOUTH PAOHC DEVEUJPMENT 

peters out. At the sanx; time, rent-seeking stirs up passions and leads 
to political divisiveness, until, in the extreme, society becomes ungov-
ernable (Rabushka, 1974; Sowell, 1983. 1990). Where, in conuasi, 
allocation is left to the open market economy, possible conflicts are 
dispersed to the inter-personal level at which the confiicting interests 
of buyers and sellers are moderated by the invisible hand'. Traditional 
tension within countries like PNG or Fiji can best be reconciled if the 
ficxible method of market allocation has a greater role and the state 
confines itself to a minimum role, providing a framework fur market 
rivalry. Moreover, the invisible hand does not have to be greased. 
This aspect of the market order is an impKirUnt consideration in 
several South Pacific counuies, where allegations of corruption are 

heard. 

Providing Opportunities for the Young 

Another, imporunt advanuge of market competition has to do with 

more equitable challenges and opf>ortunities for the young. In 

regulated, administered economic orders, the esublishcd, well-con-

nected few tend to get ahead. They know what forms to fill out. what 

official to approach or bribe, who will pull what strings, what lawyers 

to hire, or how to get credit from the sute development corporation. 

The less well-conneaed, including the uneducated young, have no 

access to these economic opportunities. They have few formal skills 

to join public administrations or regulated, high-class firms. And 

employers do not have to bother much with training unskilled young-

sters. This is particulariy the case where minimum-wage regulations 

keep uiukilled young p>eople from getting their foot on the first rung 

of the skill ladder, which gives access to leaming-by-doing. The result 

is the alienated, frustrated, if not criminal and rebellious, youth that 

we increasingly observe in the Pacific 

Leaders concerned with the growing youth problem in the Pacific 

should be reminded that the unregulated market has, since time 

immemorial, drawn young people into working life, albeit initially by 

ofiering low rewards to reflect initially low productivity. With on-the-

job learning and experience, thei r producUvity will rise and so will the 

wage. This procedure may not appeal to the materially secure, 'new 

class' bureaucrats or the foreign observer. But disorderiy, unlicensed 

job creation for the young is preferable to youth gangs of the type that 

endanger law and order in Port Moresby. * 

9. In the context of the South Pacific youth problem, we should mention the 
experience of heavily-regulated Latin American countries where black 
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The demonstrated advantages of the market economy will make 
it, in the longer term, impossible for the South Pacific societies to 
avoid facing up to the challenge of market-oriented attitudes, whether 
through individual enterprises or through small cooperatives. This 
will entail some changes in traditional Pacific ways: more work, more 
systematic work, more saving, and a longer-term planning horizon. 

Vhc hierarchical Polynesian and Micronesian societies will prob-
ably have to overcome greater hurdles in adopdng a materialist and 
competition-oriented social order than the Mclar^sian societies, whose 
inherited traditions are more akin to Western material attitudes. 
However, other societies with cultures that were originally averse to 
favouring individual competitive effort and enterprise have adapted 
successfully (e.g. the Japanese). The Polynesians, whose forefathers 
were risk loving, enterprising seafarers, whose voyages opened the 
vast South Pacific, and who developed a distinct material culture and 
civilisation in remote, resource-poor islands, 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 
adapted well to an extended, individualistic order. After all. South 
Pacific societies have been open and recepUve to outsiders and 
outside ideas, in most insunces without losing their self-assurance 
and identity. 

VI. AID FOR STATIST POUQES VS SELF-HELP 

The Pacific tradition of collectivism has been reinforced by well-

intentioned, corporatist influences from the outside. Many of the 

missionary teachings built on existing communal solidarity and existing 

hierarchies, and the predominant American, Australian and New 

Zealand influence in the newly-indef>endent nations has been mas-

sive, state-reinfordng economic aid. This tendency has been further 

strengthened in recent years by a rapid build-up of Japanese aid. 

Much Japanese aid places big ticket projects in small Pacific locaUons 

with little concern for recurrent costs or susuined rates of return (or, 

rather, with the assumption of Japanese efficiency in making complex 

markets and (strictly speaking illegal) economic activities in the Informal 
sector have given young people and families the chance to produce and 
trade for their own benefit (de Soto, 1989). There is simF>ly no need to 
license market stalls, taxis or exporters of produce. South Pacifk govern-
ments could emulate l-asi Asian governments which have set up small 
enterprise zones and market areas subject to minimal regulatkxi. 
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lumps of capiul work). 
Most official development aid is typically channelled to govern-

ment agencies and into big, easy-to-adminisier projects that are man-
aged in bureaucratic administrative ways (note that we are concerned 
here only with economic aid designed to raise living standards, not 
with humanitarian aid to people living in extreme poverty or suffering 
the effects of itatural catastrophes). Thanks to aid. South Pacific 
governments often can afford to aspire to emulating the style of fully 
blown rutional governments elsewhere.'* They then set up elaborate 
govemn^ent apparatuses in cosUy modern buildings, as if they had to 
care for many millions of citizens. They imitate five year plans full of 
prescriptive, irrelevant details, not least tc» impress aid-giving agencies, 
and set up aid-receiving agencies to interaa with the mega-bu-
reaucracies in Washington, Canberra or Paris. 

Publicly-funded and administered education systems further re-
inforce the perception that living standards arc unrelated to own 
effort, often through idealistic foreign school teachers and, at least in 
the case of social sciences in the two foreign-financed universities in 
the region (the universities of the South Pacific and of PNG), through 
teachings that often owe more to Bengali or New Zealand Marxism 
than to European liberalism! 

Imported Trade Unionism 

Another piece of anti-development ballast imported from Australia 

and New Zealand has been trade unionism in ilie small modem 

sectors. Australian-inspired unionism and price-indexed wage arbi-

tration in PNG are responsible for exorbitant wage levels in the 

modern and public sectors. PNG manufacturing wages are four limes 

those of Thailand; in the Solomon Islands they are twice as high. It is 

not surprising that no one invests in export-oriented manufacturing 

and that youth unemployment is around 25 per cent in PNG. Aid-

supported governments in particular have been able to act as the 

pace-setters in wage increases that were unrelated to prcxluclivity or 

any other economic criteria (though a remarkable exception occurred 

in Fiji in 1987 when relatively highly-paid public sector employees 

had to take salary cuts after the politically-triggered economic reces-

10. This IS sometimes pushed to ridiculous lengths. For example, in July 
1989 the micro-state of Kiribati was to hold a Pacific ministerial meeting 
There was of course insufTicient accommodation for such an event. But 
the Ausualian government, at enormous cos« to the taxpayer, provided a 
major Navy ship so as to allow Kiribati to play a grand international role! 
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sion). Exorbitant wage levels have been further reinforced by the 
privileges of expatriate aid workers. As a result of high public sector 
pay, ambitious and gifted young people typically seek government 
employment and have created aid-dependent administrative struc-
tures that undermine the potential for future economic growth. 

The Aid Claim Mentality 

Most of the best-educated people in the South Pacific are now card-
carrying members of a class of professional aid-seekers, who increas-
ingly regard foreign aid as a right (and threaten to make political 
mischief if they don't get iO. The extent to which aid from the rich 
Pacific rim nations has come to be demanded by the privilegentsia as 
a right rather than a temporary gift is illustrated by the following press 
quote, chosen at random and representative of many similar in-
stances: 

Palau has accused Washington of failing to provide its people 
with adequate health and social services. Palau's Vice-Presi-
dent Isaidl ... the US had failed to fulfil its duty .. and had left 
the archipelago economically weak.... the US had not provided 
one dime for the electric power plant Palau relied upon, and 
had not helped to fix school buildings, roads, bridges and 
sewers. Palau needed a new hospiul ... There was also no US 
funding for drug abuse programs for youth. 

The report ends with the iiiformation that Palau received about $US33 

million in US aid in 1988. This is about $US2700 per inhabiunt and 

slightly more than the reported per capita income of Palau iTbe 

Australian, 17 May 1989). 

A liuny of similar demands can be found in publications by 

Pacific lobbies who, in reality, often display unacceptable, even 

insulting, post-colonial attitudes. 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 at Australia's doorstep (Brookfield & Ward, 1988:58). 

They expressed the strong belief that, because of the legacy of 

colonial rule and recent private investments, Australia has a moral 

obligation to offer large-scale aid. The fact that Australia was not a 

colonial p>ower (except in PNG) and that private investors cannot bind 

Australian taxpayers to give more were conveniently overlooked, as 

was the faa that these nations are now in charge of their own fate and 
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responsible for themselves. The guill industry argues for open-

ended, unconditional 'aid with dignity', preferably budget aid (which 

frequently is not even properiy accounted for and dished out from 

sinking funds that are beyond the parliamentary control of recipient 

countries) or balance of payments support for whatever import bills 

are run up (e.g. for fish and beer, two major import items in many 

Pacific nations). 

The aid-claim mentality displayed in the South PaciHc shows all 

the traits of welfare-dependency in Western countries. As is the case 

with the rent-seeking in our welfare systems, aid disuibution can 

never end poverty, because these very policies undermine the will for 

self-reliance and productive effort. Open-ended development aid 

policies create their own tightly-knit pressure groups of beneficiaries, 

in particular an aid-dispensing bureaucracy and the privileged 

spokesmen in the recipient countries. No leader of a Pacific nation 

has, of course, much incentive to remove the need for support. And 

donor countries find it relatively easy to keep providing aid to the 

small communities in the South Pacific. Saving a few million dollars 

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 energetic entrepreneurial 'doers', often young people born with-

out privilege and with no connection to the ruling elites. These 

people would, in the first insunce, not set up large, conspicuous 

operations, but would probably try small business experiments. This 

has happened in Fiji. Since the coups, a very severe, politically-

induced recession and a cut in aid and government regulation have 

created a number of new entrepreneurs who surted garment manu-

facturing. They are mainly of Indian, i.e. non-privileged, origin and 

have, in the midst of great adversity, been quite successful in creating 

jobs in export businesses (Kasperetal., 1988:S)3-7). This development 

has been denigrated as providing 'substandard jobs', yet these jobs 

pay workers about the national average per capita income. Foreign 

observers may deplore this, especially visiting trade union officials, 

who are not altogether uninterested in eliminating low-cost compe-

tition! But these new jobs are capable of producing output that is 

competitive in Sydney and Los Angeles. It seems doubtful whether 

these enterprises would have been p>ossible if aid to Fiji had not been 

cut and the local currency had not been devalued as a consequence. 

Foreign aid also makes it less necessary to control produaion and 

distribution costs in the Pacific. For example, aid has led to bizarre 
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inip>on-subsiituiion policies in some small South Pacific countries; 
these have driven up overall cost levels and now curtail export 
opportunities Border protection has often been made almost a 
condition for granting foreign aid. Thus, Australia pndcs itself for 
having given costly and massive support to promote national self-
sufficiency in (high-cost) rice, beef and dairy products in Fiji, which is 

tied to Fiji impon protection. But the aid-provided model farms 

exploit the average consumer by charging high prices (a regressive 
effect on income distribution) and stifle local private agricultural 
enterprise." Other aspects of the same aid/high cost syndrome have 
been, as already mentioned, centralised wage-setting and high mini-
mum wages (in the small formal sectors), which arc totally unsuited to 
developing country conditions and have impieded job creation. 

Massive aid inflows (as well as remittances from relatives who 

work in Auckland. Sydney, Noumea or San Frandsco) have the 

further, iruidious economic effect of pushing up the exchange rate in 

those small nations that mn their own currencies. This makes for an 

'aid variant of the Ehjtch disease", in which strong currency receipts 

make it harder for local producers to be competitive in worid markets, 

because their local wage is too high in US dollar terms. It is therefore 

quite possible that massive aid to some of the small South Pacific 

countnes and territorkis has, on balance, destroyed jobs, not only 

because it has removed the incentive to work and compete, but also 

because it has led to an overvalued exchange rate. South Pacific 

nations might be advised to follow the example of those East Asian 

countries that have weaned themselves so successfully from develop-

ment aid." 

If the rich nations with an interest in the South Pacific want to 

promote stability and economic self-reliance they should first and 

foremost help to fadliute trade, and not rely on aid. The offer of free 

market access to Australia's and New Zealand's proteaed markets (on 

11. Since the massive economic collapse in ihc wake of the 1987 military 
coups, Fiji has been leassessing some of lis import-proicction policies. 
Some export-processing zones and selective expon promotion have 
been instituted to neutralise Fiji's self-imp>o9ed cost-level disadvantages 
o( regulation. This deregulation has produced welcome economic re-
sults (Kasper et al., 1968). 

12. Ii appears that the rtew government of the Solomon Islands has begun to 
take a critical look at aid projects and the role of expatriates. It is, 
however, noi dear how far this review is driven by critkral economic 
analysis and in how far It reflects a nationalisi-collectivist attempt to 
extract more of the rents for local powerbrokers. 
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ceruin, limiting conditions) under SPARTECA has probably had a 

helpful efTect in turning potential producers in Pacific counihes 

towards exports." In a number of cases, this has helped to kick off 

new ventures in export trade. But SPARTECA has also led to public 

protests of Oong-feather-bedded) garment unions in Australia and 

New Zealand. 

If Australia and New Zealand, or the partners in a future Pacific 

trade arrangement, are really serious about helping their South Pacific 

neighbours, they will open their markets completely and remove all 

limiting conditioru from SPARTECA for all products of South Pacific 

provenance. If the South Pacific nations were equally serious about 

growth by trade, they would stop experimenting with administrative 

gimmicks like special export zones and make those zones nation-

wide, as Mauritius did with good effect Those South Pacific countries 

who opt for a free-trade suategy could convincingly plead for duty-

free access for their products to big markets around the Pacific. Since 

theirs arc small and poor economies, they have a very good chance of 

readily gaining concessions. 

The Ten Commandments of Foreign Aid 

As it is unlikely that the first-best solution — gradual elimination of all 

economic aid — will be acceptable, at least the following 'ten com-

mandments' of foreign aid ought to be adhered to: 

1. Whatever official economic aid is given in future should be 

channelled into general, functional uses. This means that aid 

should help to make the supply of production factors plenti-

ful and elastic by assisting in education and technical uain-

ing, by helping with the improvement of the infrastructure, 

by faciliuting the transfer of knowledge and technologies, 

and by making temporary loans of skilled overseas experts. 

13 SPARTECA is a multilateral agreement between PaciTic island nations. 
Australia and New Zealand that gives Pacific exports preferential access 
and assists the Island nations in gaining market shares. Since January 
1987, many products from these naUons have been allowed to enter 
Australia and New Zealand duty-free. But there are excepiiotu. e.g. 
exemptions to shore up Australia's protectionist policies on garments, 
textiles, footwear aiyi sugar. In addition, there are tight aitd irKxmven-
ient rules of origin that limit processing In the Pacific nations (Kasper et 
�1.. 1988:120-2). 
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2. Aid should never be channelled to specific, privileged in-
dustries, and certainly not into state-owi^ed ventures. 

3. Given the politicisation of allocation by elites and the poor 

resources of administration and accounting in the South 

Pacific States, aid should never be provided in the form of 

unconditional budget or balance-of-payments aid. 

4. Aid should discriminate as little as possible between specific 
activities and locations. Neutral assessors should estimate 
the long-rtjn social rate of return, and auditors should 
monitor these assessments after the event and be able to 
recommend remedial action. 

5. Economic aid should be put where it promises a high 
return and should not be allocated on a 'needs' basis, 
because that wastes aid and misdirects scarce local re-
sources. 

6. The donors should give aid on the firm condition that trade 
protection is reduced, as well as regulation and state own-
ership. Aid could thus serve as a countervailing force to a 
built-in tendency to rent-seeking. 

7. Aid should not be offered where there arc blatant abuses of 

civil and economic freedoms, because that undermines the 

ultimate usefulness of aid to the recipient citizens. 

8. Aid should not contribute to inefficiencies or inequities 

that are unacceptable in the aid-giving counuies. If, for 

example, the land tenure system inhibits rational use of 

scarce land, aid should not comp>ensate for the resulting, 

self-imposed losses. This must not be considered as inter-

ference in internal affairs, but should, on the contrary, be 

accepted with the understanding that aid recipients always 

have the sovereign right to reject conditional aid. 

9. As much aid as possible should bypass the sticky fingers of 

aid bureaucracies to be distributed and administered pri-

vately. Voluntary, private agencies are capable 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 communities. 

10. All aid programs should be offered on a strictly temporary 

basis with clear sunset clauses. 

V n . COPING WITH SMALL SCALE: EVOLUTION OF A PACIFIC 

UNION 

An excellent way for some or all of the many micro-sutes of the Pacific 

to overcome some of the handicaps of small scale would be to form an 

economic and currency union, as 13 small CariM>ean nations are now 

doing." Pacific nations could become (politically and culturally 

differenO 'cantons' within a Pacific Economic and Currency Union. 

This would allow individual Pacific communities to devolve many 

tasks of 'national' policy and would save its citizens great expense, 

since there are high fixed costs in mnning a national government 

Such a union might evolve gradually and p>ossibly from a core of 

pioneers, just as European integration was inspired by the Benelux 

idea. No grand design needs to be adopted A gradual, evolutionary 

trial-and-error approach seems more appropriate. The Pacific Union 

could grow organically, with some small states making a start and 

others joining when they realise its value. A Pacific Union now seems 

technically feasible thanks to modern communications (satellites, fax 

14. Much might also be gained by imiUling the US experiment with seml-

privaiised aid in the Caribbean where boards of trustees that are made up 

of local businessmen are appointed to serve on US-flnarKred investment 

trusts, whose chaner it is to help small- and medium-sized local enter-

prises. The trustees are given a direct financial interest in the success of 

the ventures that they select for support, so that they tend to combine US 

aid money with their own management skills and entrepreneurial exper-

tise to ensure success. Such direct ii>centivcs do not exist in bureaucracy-

run projects. 

15 Thirteen English-speaking Caribbean countries decided in July 1969 to 
fully integrate their economies within four ycasi(.Th* Australian, 10 July 
1987, p.7). This initiative appears to differ greatly from the many attempts 
by groups of developing countries to form customs unions which have 
created inward looking, protectionist policies and have all failed (Vaitsos, 
1978). A genuine economic unkm means central management and does 
not imply the erection of an external uriff wall. 
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machines etc). 

The evolutionary growth of a Pacific Union could start with the 

formation of a currency union. At present, the costs of administering 

small currencies far exceed the gains from seigniorage. The small 

Pacific currencies do not allow sufficienUy deep, properiy functioning 

spot and futures markets for foreign exchange or proper financial 

markets: imporunt aspects of an efficient monetary system. It may 

even be advantageous for a Pacific Union to abandon all aspiration to 

an independent exchange rate policy and to lie the common Pacific 

currency to a major currency in the outside world (e.g. the US dollar, 

the yen, the Australian or New Zealand dollar, or even to gold). The 

Pacific Union might even abandon a separate currency altogether 

This would remove all balance-of-payments concerns, reduce the risk 

of inflationary accidents, and enhance the attractiveness of the South 

Pacific to foreign investors. It would of course also stop governments 

printing money to finance budget expenses. 

A Pacific Union could not aspire to maintain external protective 

trade barriers (Drake & Hall, 1987). But it could adopt trade policies 

that faciliute internal and external exchange. A Union-wide trade 

policy could also protect the various local governments from illusions 

of national economic independence, i.e. protect them from the temf>-

tations and costs of import substitution. A Pacific Union would be big 

enough to run transport policies, support inter-island transpori serv-

ices and offer Union-wide information services to attraa tourists and 

investors. Passport controls could be abolished or at least greatly 

simplified In the newly-emerging Pacific trade initiatives, a Pacific 

Union could act as a more equal partner. The major Pacific rim 

nations could assist by giving the Union generous free-trade conces-

sions. 

Trade or central bank policies would no longer absorb the 

resources of the micro-sutcs, and the governments of the various 

'cantons' could concentrate on the tasks of local government, such as 

ensuring law and order, providing local infrastructure, supp>orting 

education, safeguarding the environment, or attracting job-creating 

capital from overseas. Given the severe limits of administrative and 

fmancial resources in the Pacific, fewer administrative usks mean 

better government. 

Economic cooperation in a Pacific Union could be strengthened 

if aid for the member countries were given to the Union and it was left 

largely to the representatives of the member countries to distribute it. 

It would seem possible to form a cot«ortium of aid donors (possibly 

under International Bank for Reconstruction and Development IIBRD] 
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auspices) that offers not only resources but also advice and expertise. 
The Union might also subcontract the administration and implemen-
ution of aid projects to private investment trusts. There seems a good 
chance that discussions on the best (>ossible use of aid at the Union 
level would shift the emphasis away from local rent-seeking and 
political favouritism The procedure would also make it likely thai aid 
is propeily accounted for. 

In all likelihood, there will be little immediate support amongst 

the elites in the Padfic for a Padfic Union. After all, tiaiionhood is a 

new and cherished experience, and nationalism gives rent-seeking a 

certain respectability. Nevertheless, economic and political problems 

are likely to grow, and a new, px>st-colonial generation may want to 

try a new and rational approach. They may sec that closer coopera-

tion in an organically growing Union offers them a chance to tackle 

esublished interest groups. And foreign countries may prefer a 

prospering and integrated South Padfic, much as the United States 

viewed Europe in the 1950s. 

Vra . CONCLUSIONS ETHICAL AND CULTURAL CONSEQUENCES 

OF OPENNESS AND COMPETITION 

Padfic nations reed not resist evolution by competition for fear of 

cultural homogenisation of their small societies, or that they might 

lose their own distinaive, and rightly cherished, cultural value? 

Adapxing to a growth- and performance-oriented economic lifestyle 

does not mean that treasured and valuable social traditiorw have to be 

abandoned. Experience demonstrates that one can absorb Western 

technology, managenent and economic modes of behaviour without 

giving up ore's Chinese, Malay, Korean, Japanese, or Indian identity. 

The industrially flourishing Asians are now enriching the global 

industrial dvilisation by making their own, culturally based contribu-

tions, and people in Europe and America are eager to emulate them 

Indeed, growing material welfare allows inherited cultures to flourish 

and stimulates their further growth, whereas materially-weak civilisa-

tions are culturally on the defensive and may eventually lose much of 

their identities. After all, a culture is a living organism that evolves and 

thrives by absorbing new concepjts. It does this much better when the 

material dvilisation flourishes. 

It would be desirable for the worid at large if the culturally-ridt 

and varied South Pacific nations managed to integrate their cultural 

heritage with the economic and technical world civilisation. Much 

would be lost to mankind if, because of a refusal to evolve and adapt, 
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the South Pacific contribution were to languish on the defensive as a 
folkloric curiosity or a subsidised museum piece. But with economic 
vigour, old and new infiuences can integrate and cultures can grow. 
We could then, maybe, look forward to the first Fijian-made world hit 
movie, to a Kanaky-inspired management style for retirement villages 
around the worid, to a nourishing irans-Pacific airline with South 
Pacific cabin service, or the first worldwide consumer product that is 
inspired by PNG Highlanders! 
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Colin Simkin 

T find myself so much in agreement with these three valuable 
papers that I can offer little more than supportive comment and 

. . some qualification to statements that seem to me to be in need of 
qualification. 

Lord Bauer, with a typical apF>licaiion of sound common sense to 
acute observation, strips away much of the humbug that has become 
accepted opinion in regard to foreign aid, and exposes the damage 
that it has done to both recipients and donors. Mr Siwaiibau has had 
practical experience of aid administration in the Pacific island coun-
tries, and draws on it to give us an informed report of their (xoblems 
and prospects. Professor Kasper gives a thorough analysis of those 
countries, which are extraordinarily dependent on foreign aid, and 
convincingly argues that they must seek a different path to economic 
growth. 

What we have first to grasp is Professor Bauer's point that foreign 

aid is a transfer from donor governments to recipient governments, 

either directly or through multilateral agencies such as the World 

Bank, the IMF or the EEC. It excludes private investments, donations 

from charitable orgarusations, or remittances from expauiates. Dur-

ing the 19th century, entrepreneurs and governments in developing 

countries were able to get private foreign capital for sound, and even 

unsound, projects; it was in this way that Australia, New Zealand, 

South Africa, Canada, Latin America, Southeast Asia, and even India 

and Sri Lanka developed, as well as Fiji and Papua New Guinea. In 

our time, developing countries would find much less difficulty in 

obtaining loans from the world's vastly greater capital markets. For 

sound projects, that is, but it is only sound projects that can use capital 

transfers to promote economic development. It follows, as Professor 

Bauer says, that the maximum contribution that foreign aid can make 

to a recipient country's economic development is limited to the cost of 

Colin Simkin is Emeritus Professor of Economics ai Sydney University 
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servicing the debt that would correspxind to the aid transfer: a 
maximum conuibulion that must always be much less than this 
transfer. 

But the actual contribution will be even smaller, and may well be 
negative. For the transfer does not go directly to productive uses but 
to governmenLs, i.e. p>olitjdans and bureaucrats. It is notorious that a 
good deal of aid is corruptly used to enhance the wealth of p>olitidans 
and bureaucrats rather than the general welfare of their subjects. 
Much of it has also gone to finance show pxojects of an uneconomic 
nature: e.g. new national capitals, such as Islamabad or Brasilia; 
pretentious administrative buildings, such as can be seen in Kuala 
Lumpur or Canberra; a national air or shipping lire, such as Air Padfic 
and the Forum Line; etc. etc. Too often the remainder goes to 
inefficieruly-run natiorulised industries, or is filtered through elabo-
rate burcaucrades to private enterprises that are handicapped by 
administrative conuols and that obuin funds and licenses more by 
lobbying than by merit. It is not surprising, therefore, that demands 
for aid continue to grow after more than four decades of aid-giving 
Only Japan, South Korea, Taiwan, Hong Kong and Singapore have 
used aid effectively enough to dispense with it. 

These countries, although not perfect examples of market econo-
mies, have vigorously promoted pjrivate enterprise to gain its well-
known benefits — and with spectacular success. But most others 
(Thailand is an cxcepHion) have used it to pursue, or to maintain, 
socialist or semi-socialist p>olicics based on some kind of central 
planning. Foreign aid to them has, accordingly, impeded economic 
development more than it has helped it. 1 have always found it 
paradoxical that the US-dominated World Bank, even during the 
Eisenhauer Administration which was particulariy hostile to domestic 
macroeconomic planning, made its aid to developing countries con-
ditional up>on the drafting of five-year economic plans. And that at a 
time when few of them had either satisfactory statistics or personnel 
capable of p>rcpanng macro-plans. About all that could be said for 
such plans is that they were good enough to secure aid. And so, from 
its very inception, foreign aid was increasingly channelled to countries 
where it did tlic least good because of the assodatcd crippling of free 
enterprise. One such country was India which, p>articulariy in the 
1960s, was arrogantly holding up to other countries its own misguided 
planning system as the model for Asia. 

Yet more went wrong than economic results. Professor Bauer 
stresses the hostility that recipient countnes have developed, indi-
vidually and collectively, towards donor countries: the so-called East-
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West, or North-South, divide. Such hostility, of course, is a common 
result of aid, and is not confined to the Third World. During tlie 1939-
46 War. I served alongside American forces, and became fnendly with 
a Midwest Republican who. as you might expect, was a strong 
isolationist He deplored his country's entry into the European war 
and. during one of our arguments, rrude a striking prophecy. 'We are 
bound to win that war', he said, 'and after it we'll be asked to give 
huge sums to put Europe on its feet again. We'll be mugs enough to 
do that — and we'll become the most hated nation on earth.' I saw 
what he meant when I mixed with p>eople in Oxford and the LSE in 
1948 and 1949. Not that unreasonable and ungenerous anti-Ameri-
canism was confined to Britain; we have had plenty of it here. 

It is not surprising that Third World hostility focuses on the 
widening gap between income levels in the least developed countries 
and those in the more advanced countries. But it is wrong to ascribe 
this to lack of aid. All that aid can do is to help the growth of 
productive capital, and even in advanced countries productive capital 
and lutural resources are less imporunt for general economic growth 
than 'the condua of people and their governments', as Professor 
Bauer puts it To grasp this point, we need only compare Australia 
with Japan, New Zealand with Singapore, Sri Lanka with Switzeriand, 
or Pakistan with Thailand. There is, moreover, much blatant hypoc-
risy in appeals for foreign aid to relieve evident and deplorable 
poverty in Third Worid countries by governments that provide no aid 
for their own poor and foster more glaring inequalities of income 
within their borders than are tolerated in any Western country. 

I would qualify Professor Bauer's analysis in only one resp>ect 
The economic consequences that he exposes are not necessarily 
cor^fined to intergovernmental transfers. After the first oil shock of 
1974 the World Bank, the IMF and the US encouraged private financial 
institutions to recycle petro-dollars by generously lending to gov-
ernments of Third Worid countries that were net importers of oil. This 
recycling was accompanied by massive increases in the money sup-
plies of both lending and borrowing countries. The result has been 
that many Third Worid governments incurred huge burdeiu of external 
debt, burdening major financial institutions in Western countries with 
what is called a crisis of sovereign debt. I conclude that private 
lending to developing countries gave even worse results than the 
intergovernmenul uansfers which they largely replaced, and that 
such lending can be very dangerous in the ab.scnce of appropriate 
limitations upon money supplies. 

Professor Bauer's political realism makes him pessimistic of even 
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minor reforms to foreign aid, in spite of its glaringly counter-produc-
tive 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, dep>end heavily upon remittances from nationals working 
in Australia or New Zealand. But twelve of them are very small, with 
popHjlations below \00 000, arid the smallest, Tokelau, has less than 
2000. Not unnaturally Professor Kasper pays most attention to PNG, 
which has over 3 million people, and to Fiji, which has three-quarters 
of a million. (He is familiar with Fiji's problems as a result of leading 
a team of Australian economists to investigate its problems after a 
miliury coup had suspended democratic government because of 
considerable racial tension between Fijians and Indians.) 

All of the Pacific island counuies, except Tonga, were under 
colonial rule, and when most of them became independent states they 
adopted the forms of democratic government But. Professor Kaspier 
emphasises, these forms are largely a facade for deeply rooted tribal 
systems that are characterised by the traditional authority of chiefs 
and by what he calls "paternalistic collectivism'. This had been 
reinforced by colonial proteaion of traditional customs and rights, 
especially land rights. Conua with the West gave markets to native 
cultivators for copra, bananas, oranges, and fish. In Fiji, indentured 
Indian labour cultivated sugar plantations, and European enterprises 
extracted timber and gold from Fiji and PNG and timber also from 
Vanuatu. Resulting imfxirts, and modem schooling, created tastes for 
Western goods, and these were greatly developed after independence 
by foreign aid, which in many cases came to exceed export receipts, 
and by the familiarity with higher living standards that resulted from 
large numbers of islanders migrating to Australia or New Zealand for 
work, either temporarily or permanendy. 

The result has been a great discrepancy between aspirations for 
consumption and domestic means of satisfying them. So far the gap 
has been met mosdy by transfers of aid or remituiKes, and by 
emigration, rather than by developing island resources. Professor 
Kasper shows that there are more obstacles in the way of development 
than lack of natural resources and disunce from overseas markets. 
Chief among them, he says, is the persistence of patemalistic tribalism, 
reinforced by all the adverse consequences of foreign aid which 
Professor Bauer has exp>osed. In Fiji, paternalistic tribalism has had 
the unfortunate effea of fostering damaging racial tensiorw as Indians 
have very limited access to natural resources and dominate the 
country's more modern economic activities. The biggest field of 
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employment for well-educated Polynesians or Melanesians is govern-

ment service, in which they become adept in preparing aid applica-

tions arid in drawing up, or administering, five-year economic plar\s 

These plaru involve regulations and licensing, which reinforce 

the effects of paternalistic tribalism in hampering private enterprise 

and the development of a market system, and so all the attendant 

ber^fits which Adam Smith stressed for the division of labour. They 

have ako been accompanied, in .some island countries, by nationali-

sation of expatriate enterprises or by the creation of governmeni 

enterprises or monopolies. It is not surprising, therefore, that real 

GDP, in most island countries, has lagged well behind population 

growth and that they are so dependent on foreign aid and remittances 

for maintaining unsatisfactory standards of living. 

The obvious way out of these difficulties is to replace paternal 

tribalism and restrictive planning by a system of ofjen markets and 

free enterprise. But in Melanesia and Polynesia, there are serious 

obstacles to such a transition. The main one is the auitudes of the 

peoples concerried. Much effeaive power is held by those who 

would feel most threatened by the decay of paternalistic tribalism. Its 

inhereru collectivism has been supplemented in various ways by 

Western influences on trade unionism, labour legislation and educa-

tion. Professor Kasper points to 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 faculties 

of the Universities of the South Pacific and PNG. In Fiji, the election 

viaory of a coalition that defeated the Alliance Party in 1987 could be 

interp>rcted as a |X>pular revolt against paternal tribalism. But the 

leaders of the coalition, mostly Indian, were far from demanding free 

enterprise. What they wanted was more nationalisation, unrealistic 

social welfare services, and redistribution of incomes. 

As Professor Bauer said, economic progress depends basically 

upon the economic attitudes and qualities of people and their rulers. 

Throughout Melanesia and Polynesia there is, for the reasons Professor 

Kasper gives, litUe in attitudes or qualities that are favourable to 

uansition towards open markets and private entrepreneurship. That 

is illustrated by the difficulty in finding exampk^ of Melanesian or 

Polynesian entrepreneurship. Fiji's Indians provide nearly all of that 

country's businessmen, but have not voiced any demand for a free 

enterprise economy. Although popular discontent has grown, and in 

all probability will grow, with the economic stagnation of the island 

countries, it is difficult to see how this can lead to improvement in 

their economic conditions until there is influential leadership in 
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persuading people to get rid of traditiorul and sodalislic shackles on 

enterprise. 

Professor Kasper. like Professor Bauer, would prefer to sec 
foreign aid cease, despairs of that, and outlines ways of lessening its 
bad effects. The main ore is that aid should become conditiorial on 
moves being made to reduce 'protedion, regulation and sute own-
ership'. Yet much of the aid comes from Australia, which is far from 
having realised Professor Kasper's conditions, and they would hardly 
be acceptable to the redpient governments until there is better 
understanding in their countries of the vices of regulation and the 
virtues of free markets. The same qualification applies to his further 
suggestion of a Padfic Union that would have a common currency 
tied to an external currency, and adopxing p>olides that facilitate 
internal and external trade. And it seems to be half-hearted; Professor 
Kasper admits that it would have 'little immediate support' in view of 
strong feelings of nationalism and px^litical independence. 

(Outsiders, therefore, can hope to have only an educative inflience 
In my view, organisations like the Centre for Independem Studes, 
besides continuing efforts to persuade their own pohtidaiu and 
people of the advantages of economic liberalism, should also try to 
persuade them of the need for drastic reform of foreign aid. And they 
could well extend such efforts to persuading similarly governments 
and peoples in the Padfic island counuies The CIS, indeed has made 
a good start in that direction with its 1988 publication Fiji Opportu 

nUyfrom AdversityFCby W. Kasper, R Blandy and J. Bennett), which 
inaugurated its Pacific Papen series. 

In his paper, Mr Siwatibau mentions the efiea of aid and remit-
tances in raising wages and salaries, particularly in the public sector 
The consequences include adverse effects on agricultural growth 
(pjarticulariy rrurked in Tonga, Samoa and the Cook Islands), exces 
sive urban drift, and much unemploynent He also notes that foreign 
aid has maintained overvalued exchange rates. 

Of considerable interest is his report that there is an expecution 
of foreign aid being reduced by donor countries, and some moves to 
reduce dependence by a few of the smaller island countries. Kiribati 
has dedded to forgo annual budgetary grants, and has used its last 
receipts from Ocean Island phosphate to acquire a portfolio of foreign 
assets that meets pirt of its budget deficit. Both Tuvalu and the Cook 
Islands have started a similar reduction, and Vanuatu ended its 
budgetary aid in 1968. 

Also of interest are his remarks about education. Arts graduates 
find it difficult to obtain employment, but there are unsatisfied de-
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mands for commercial and artisan skills. He stresses the imporunce 
of restructuring education to meet changing demands for skilled 
workers. 

Large excesses of imports overexports. prospective reduaions of 

foreign aid, and the general need for economic growth all point to the 

need to stimulate private investment. Mr Siwatibau recognises thai 

this requires deregulation of the business and fmancial sectors, as well 

as political stability and good industrial relations. There are only a 

few signs of these conditions being provided, although the Fiji gov-

ernment has sold part of its holding in Air Pacific to Qantas, and is 

trying to sell the Fiji Sugar Corporation to the ptublic. That is a pity, not 

only because of their present difnculUes. but also 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 to the rapidly advancing 

economics of the Pacific rim. 

How much has to be done is indicated by the imperfect suiistics 

for employment. In PNG, much the largest of these island countries, 

less than 2 per cent of the active population is employed in each of 

manufacturing, construction, commerce or transport. In Fiji, perhaps 

the most diversified country, manufaauring accounts for only 8 per 

cent, construction for 5 per cent and commerce for 11 per cent. More 

than half of the island countries have very little or no nunufacturing. 

and more than one-third very little commercial activity. Transport 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 1 cannot 

regard such excuses as limited duration of exposure to the world 

economy or geographical isolation as in any way decisively impor-

tant. Japan, Korea and Taiwan have not had a longer exposure to the 

world economy and both South Africa and New Zealand are at least 

equally distant from world markets. Nor do I think that educational 

backwardness is a reasonable excuse. Most island countries have 

long had better provision of elemenury 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. I am confirmed in this opinion by what 1 

have seen in visits to more than a few island countries and, in 

particular, by a judgment of the head of a development bank. When 

I asked him what, in his opinion, was holding up economic devel-

opment in his own island country, he replied. ' I am afraid it is our 
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men' 

This, of course, is nol to suggest any kind of racial inferiority in 

regard to abilities; I have had too many good students from Pacific 

island countries to entertain such an idea. What it does suggest rather 

is the need for radical change in outlooks and institutions, and I would 

hope that such changes will no longer be delayed, as they have been, 

by inappropriate policies of foreign aid and domestic economic 

regulation. 
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Peter Jennings 

I N his essay, Lord Bauer outlines what he says are the three 
arguments most often heard in defence of aid promotion of 
development; relief of pwverty; and furtherance of the political 

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 to the first two arguments but motivated to a 
greater extent than is usually acknowledged by the third. 

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

The March 1989 report of the Australian Parliamenury Joint 
Committee on Foreign Affairs, Defence and Trade, entitled Australian's 

Relations with the South Pacific, noted: 

Despite large and increasing flows of aid into the region, eco-

nomic prospects arc generally discouraging and the growth per-

formances of these countries has been cLsappointing Aid de-

pendence is increasing rather than decreasing, and the goal of 

self-sufficiency seems for many of the smaller countries further 

away than ever ... research has shown that large aid fiows, while 

having beneficial effects, can also hinder economic development 

indirectly. Aid may discourage exports arxl import competing 

industries land! lead to an increase in the public sector at the 

expense of the private sector, particularly agriculture .. There is 

also an absorfHive capacity' problem with the constraints on 

Peter Jennings is Defence Adviser to the federal Opposition's Shadow 
Minister for Defence He was formerly a Teaching Fellow with the Depan-
meni of Politics at ihe Australian Defence Force Academy 
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economic development reducing these countries' ability to ab-
sorb high per capiu levels of aid. (Parliament of the Common-
wealth of Australia. 1989:55.59) 

The Report argues that, of the island members of the South Pacific 
Forum organisation, only Papua New Guinea and Fiji have the capa-
bility to reach 'independent and self-susuining economic growth' 
The Solomon Islands, Western Samoa, Vanuatu and Tonga will need 
continuing long-term support to be able to develop preconditions for 
independent economic growth Finally, Kiribati, the Cook Islands, 
Tuvalu, Nauru and Niue have almost no prospea of being able to 
function independently of aid programs. 

In many cases aid forms an important pan of the island govern-
ment's revenue for recurrent budget expenses. The Australian report 
argues that, especially in the case of those islands that have little or no 
hope of self-susuined development, 'Economic development should 
no longer be the chief determinant of aid .. but rather ... aid should 
focus on easing the adjustments that must be made where growth 
prospects are absent' (Parliament of the Commonwealth of Australia, 
1989:60-1).' 

In New Zealand, the May 1990 Repon of the South Pacific Policy 
Review Group entitled Towards a Pacific Island Communiry reached 
similar conclusions, l l i e Repon pointed out, for example, that 
oversized island bureaucracies and high levels of island government 
expenditure were being largely financed by overseas aid. It concluded 
that "unless the size and cost of the public seaor in the region is 
restrair>ed, it will hold back growth of employment in other sectors'. 
In spite of what is clearly a negative consequence of aid, the New 
Zealand Report argues that Wellington's Official Development As-
sisunce (ODA) 'underpins our relations with the Pacific ... CXir mana 
(standing) as a people of the Pacific is mainuined through our ODA 
because it gives substance to our relationships' (South Pacific Policy 
Review Group, 1990:110-11). 

The conclusions of the reports demonstrate that the aid policies 
of the two p>rirK:ipal metropolitan powers on the South Pacific are not 
designed — to refer again to Lord Bauer's criteria — solely with a view 
to promoting development and relieving poverty. If these goals had 
been the criteria, then both Australian and New Zealand policy has 

1. In Nauru's case it is assumed that the island will not be able to maintain 
continued economic viability following the depletion of phosphaie 
reserves. 
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been less than successful. 

At ils very worst, aid has been a major contributor to the growth 
of large island bureaucracies, to the rapid urbanisation of island 
capitals, and hence to the decline in the numbers of people pxjrsuing 
a more traditional lifestyle on the land. Aid tends also to be unevenly 
distributed, and thus it has contributed to the development of major 
wealth disparities between those islanders living a subsistence lifestyle 
and those who could be described as the urban, educated, government-
employed, cash-earning elite. 

The consequences of these developments can best be examined 
in the light of a single example. Here I would like to discuss Niue, 
which, since 1970, has been self-governing in free association with 
New Zealand. Niue has a population of about 2500, and some 20 
elected f>oliiicians. Over 10 000 Niueans live in New 2^aland and 
make an important contribution to the island's economy by sending 
back remittances to their families 

Niue currently receives aid from Wellington to the value of SNZIO 
million annually. New Zealand is threatening to cut this amount 
unless Niue is able to effea cuts in the size of its public service. Some 
two-thirds of New Zealand's aid goes in direa budgetary suppon of 
the island's bureaucracy, which employs 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 self-sufTident in food. In the 
late 1980s Niue imp>oned food, and exports accounted for less than 20 
per cent of imports. 

Some Niueans claim that aid stiHes most attempts to develop 
private enterprise operations on the island because the govemmeni 
offers most services free. Visiting the island in April 1989, Russell 
Marshall, then New Zealand's Foreign Minister, was reportedly ap-
proached by farmers, tourist operators and others from the private 
seaor who 'accused the Rex government of victimising them as 
political rivab for complaining that public servants get preferential 
development loans'. These claims have been accompanied with 
allegations that government administration of aid projects has been 
wasteful and produced little in the way of tangible returns (Magnall, 
1989). 

Although it is one of the smaller islands, Niue's problems are 

similar to those found on nuny island states. Foreign aid has done 

little to create the basis for self-susuined economic development. 

Rather, it has helped to create cumbersome political and bureaucratic 

structures that are slow to meet the demands of people who aspire lo 

more materially comfortable lives. Or̂ e of the most worrying devel-
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opments in the region is the widening of wealth disparities within 
island communities and the creation of an elite that, according to a 
prominent islander critic of aid, 'have a great deal more in common 
with each other than with members of the other classes in their own 
communities' CHau'ofa, 1987:3). 

Despite these criticisms, there is little prospea of Australia or 
New Zealand drastically restructuring or reducing their aid programs 
Neither of the two main reasons for this receives much attention in the 
essays presented here. The first is that, realising that most of the 
smaller island sutes will never develop independently susuinable 
economic growth, Australia and New Zealand have more or less 
accepted that constant budgetary support is necessary simply to keep 
the island governments going. As the New Zealand economist Ray 
Walters has put it (1987:41), the metropolitan powers are paying "to 
prevent slums developing in (their) own backyard'. 

The second reason for continuing aid payments relates to the 
strategic conceptions of the metropolitan powers. Australia and New 
Zealand have followed a F>olicy in the South Pacific designed to 
minimise any infiuence exerted on the islands by foreign powers 
potentially hostile to Western alliance interests. The phrase coined to 
describe this policy is 'strategic denial'. One frequendy cited example 
of the policy in operation relates to Tonga in 1976. In April that year 
Tonga established diplomatic relations with the Soviet Union. Tonga 
informed Australia that the Soviets had offered an aid package in 
return for being allowed to build an intemaiiotui airport and receive 
landing rights. The Austrahan and New Zealand response was to raise 
the issue at the 1976 meeting of the ANZUS Council and to irxirease 
the volume of their own aid to the region. Tonga refiised the Soviet 
offer. 

A similar development took place in 1985 when both Tuvalu and 
Kiribati were approached by the Soviet Union to establish fishing 
agreements. Kiribati accepted the arrangement — to the general 
concern of the mcuop>olitan powers — but Tuvalu refused, and 
shortly thereafter New Zealand irKreased its aid to that country by 
some 73 per cent (to $NZ600 000 in 1986). 

'Ilirough much of the 1970s and 1980s 'strategic denial' by means 
of aid successfully contributed to keeping the South Pacific remote 
from the influence of those countries considered hostile to Western 
alliance interests. However, this point should not be overemphasised 
The islands to a very large degree were conservative and pro-Western 
in their outlook. The profound influence of Christianity led the 
islanders to be suspicious of communist ideology. For its part the 
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Soviet Union placed a very low priority on seeking to influence events 
m the region. 

In addition to these factors, the islands were very well aware of 
the economic value of stressing their strategic importarKe to Australia 
and New Zealand. The following quotation from an August 1985 
letter from Fiji's Prime Minister Ratu Mara to Australia's Prime Minister 
Dob I lawke is revealing in its very bluntness: 

We have all expressed concern about the ongoing fisheries nego-
tiations between Kiribati and the Soviet Union. Other countries 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 
aaion in providing supfxjrtive economic measures. I believe that 
no island country would feel compelled to enter into new align-
ments if such support were readily available from within our 
region. (Quoted in Hau'ofa, 1987:8) 

Epcli Hau'ofa has referred to this as an 'arm-twisting game'. Bui 

it differs from the usual outcome of arm-twisting in as much as both 

parties feel satisfied with what they got out of the deal. 

In the 1990s both parties might also discover the limits of their 

ability to twist arms. Many island states have embarked on policies to 

extend their diplomatic contacts beyond the meuopoliun powers 

that had colonial interests in the South Pacific. In mid-1990 the Soviet 

Union ofiened in Port Moresby its first resident embassy in the islands. 

Both the People's Republic of China and Taiwan have been competi-

tively pursuing diplomatic accreditation in the region, and offering 

significant aid packages as incentives. In general, the region is 

opening itself to access from the outside world and there appears to 

be little that Australia and New Zealand could do, if they were so 

inclined, to slow this process. 

For their part, the islands are finding that there are limits to Che 

barter value of strategic pawns. The Soviet Union, for example, 

allowed fishing agreements to lapse with both Kiribati and Vanuatu. 

One must assume that the catch, both of fish and of intelligence 

information, was not good enough. 

For all that it may have become a more difficult policy to imple-

ment, Australia and New Zealand will continue to use aid as a 

mechanism for encouraging the islands to support 'strategic denial'. 

However, the policy will have to accommodate the interests of a new, 
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younger and somewhat more 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 particular has 

taken a much higher profile in the region, and has its own political and 

strategic interests to promote. 

The final topic I wish to address concerns the developing confiia 

in the islands between rising expectations of higher living standards 

(often generated by aid) and the cultural and political conditiorw that 

make it difficult for those expecutions 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 a function of rapidly rising aspirations 
that carinol 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 
necessity for rapid changes m a modern world where effort, 
efficiency and merit are essential for the satisfaction of aspirations. 

A central task for the South Pacific counuies in the 1990s will be 

to adapt their political systems so as to make an acceptable compro-

mise between customary forms of social organisation and the more 

pluralist ideas that ensure that aspirations are satisfied by 'effort, 

efficiency and merit'. 

Professor Kasper has faith in the possibility of aeating this blend 

of tradition and openness — and the idea of PNG Highlander-inspired 

consumer products is a beguiling one. However, one should not 

underestimate the potential difficulties. Epeli Hau'ofa has expressed 

the concern that 'custom' can be used by governments as a means of 

undermining potential opposition (1987:12): 

Increasingly the privileged and the poor observe different tradi-
tions, each adhering to those that serve their interests best. The 
difference is that the pooi merely live by their preferred traditions 
while the privileged often try to force certain other uaditions on 
the poor in order to mainuin social stability, that is, in order to 
secure the privileges that they have gained, not so much from 
their involvement in traditional activities, as from their privileged 
access to resources in the regional economy. In such a situation, 
traditions are used by the ruling classes to enforce the new order. 
Arguably, one could interpret the new Fijian constitution in this 
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light. More generally, there are political forces in many of the island 
stales that seem intent on resisting the development of more pluralist 
societies. One cannot but be concerned at this trend. Island societies 
do indeed need to preserve customary practices. But if these are used 
as a means of slowing or denying political and social reform, then 
prospects for regional insubility will grow in the 1990s. 

The range of problems outlined by Mr Siwatibau and Professor 
Kasper suggests that there is the potential for growing violence and 
political fragmentation in the region. For this reason, I am deeply 
sceptical about the prospects for greater regiorul cooperation proposed 
in these two essays. Indeed, I think that a key problem may be to 
preserve the gains already made by the South Pacific Forum. As things 
sund, there is some danger that the ethnic divisions in the Forum may 
harden mto political blocs. The Bougainville crisis reminds us also 
that problems of secessionism threaten the sovereign integrity of 
several slates. 

In sum, one could be forgiven for taking a somewhat pessimistic 
view of the prospects for the South Pacific in the 1990s. The islands 
will continue to be dependent on foreign aid for the foreseeable 
future, much of which will not be used to promote susuinable 
economic development. The islands too face a challenging period of 
adjusting their political systems to belter meet the demands of their 
populaiioru. One can, however, forecast with some confidence that 
Australia, New Zealand and the other metropolitan powers will con-
tinue to support the islands in pursuit of the policy remnants of 
'strategic denial'. 
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