
6 Regional Economic Integration within Pacific Island Countries 

6.1 History of Regional Integration in the Pacific 

The first step towards regional economic integration in the Pacific dates back to 1947 

with the establishment of the South Pacific Commission (SPC) by six developed nations 

(Australia, France, New Zealand, Netherlands, United Kingdom, and United States of 

America) who had strategic interest in the Pacific island countries. It was later renamed 

as the Pacific Committee (PC) after the inclusion of the northern Pacific island states, 

Republic of Marshall Islands, Federated States of Micronesia, and Palau. Since then a 

number of regional initiatives evolved, including the establishment of the University of 

the South Pacific in 1968 and the establishment of the South Pacific Islands Forum in 

1971. Economic integration has been on the agenda of the Forum since its establishment 

but it was not able to attract strong drive and determination from the members during the 

1970s and 1980s. However, it resurfaced during the 1990’s due to increasing 

globalization, which forced the PIC leaders to seriously consider economic integration as 

the means to bring growth and prosperity in the region. In 1997, the Forum Economic 

Ministers Meeting (FEMM) endorsed a proposal for a two-stage free trade agreement, 

first between the islands over a ten-year period followed by ANZ during the second ten-

year period. This gave birth to Pacific Islands Countries Trade Agreement (PICTA). 

Later in 1999, ANZ initiated Pacific Agreement on Closer Economic Relationship 

(PACER), as an umbrella agreement to safeguard their interest against the Pacific 

Regional Economic Partnership Agreement (REPA) with the EU. The latest effort 

towards economic union among the PICs is through the Pacific Plan, which the PICs 



leaders endorsed in 2005. The Plan aims to ease capacity constraints and to increase 

economic opportunities through regionalism.  

 

The key milestones of the efforts towards regional economic integration among the PICs 

are summarized in Appendix 3. It is clearly evident that the PICs have had a long and 

difficult journey without much progress made towards economic integration. Although 

some of the early Forum efforts in providing regional commercial services such as Air 

Pacific and Pacific Forum Line failed, there are others like the University of the South 

Pacific and the Forum Fisheries Agency (FFA) that have been very successful. Other 

regional institutions like the South Pacific Applied Geoscience Commission (SOPAC) 

and the South Pacific Regional Environment Program (SPREP) have been successful in 

providing specialist research and regional project management. These regional 

institutions remain important to the region, as they have developed skills and expertise in 

dealing with the region’s diversity. The Pacific Islands Forum5, formerly known as the 

South Pacific Forum is the region’s premier political and economic policy institution. 

The Forum Secretariat is its administrative arm and is responsible for coordinating the 

efforts towards economic integration in the region. It is worth noting the proactive role 

played by the two developed partners (ANZ) since the beginning. The two countries also 

contribute significantly towards the costs of running the Secretariat and are major 

providers of external aid to PICs. 

 

                                                 
5 Members include the FICs of which Australia, Cook Islands, Fiji, Nauru, New Zealand, 
Tonga and Samoa are the founding members.  



6.2 Where the PICs Stand Now 

The PICs currently buckle under the pressure of trade liberalization from multiple fronts. 

The current agenda of the FICs leaders is dominated by the negotiations on the EPA with 

the EU. This has also triggered negotiations on a PACER plus free trade agreement with 

ANZ. Whist PICTA is just on the verge of implementation. All these are further 

discussed in the subsequent sub-sections. In addition, a summary of the Pacific trade 

agreements and the membership of the PICs are provided in Appendix 4.  

 

The experiences so far of these countries clearly show only few successful regional 

initiatives, some of which includes: the University of the South Pacific (USP), the Forum 

Fisheries Agency (FFA), and the Pacific Forum Line (PFL). Other efforts generally failed, 

for example Air Pacific was formed to provide regional airline services but could not 

succeed. The reason for this can be largely attributed to the fact that the regional efforts 

have been on a larger scale aimed to accommodate the interests of all or larger group of 

countries. This results in conflicts and varying commitments to the regional objectives, as 

individual countries may not have compatible objectives and commitments due to 

dissimilar socio-economic conditions. Nathan Associates, 2002 had identified this as one 

of the reasons for little success in terms of regional cooperation among small countries. It 

further suggested that beginning regional initiatives with membership from few 

committed countries and then allowing others to join once the group has made real 

progress would be much better and easier. This would be similar to the experience of the 

European Union, which started with six core and committed members that formulated the 

ground rules for the entry of others.  



6.2.1 The Pacific Pan 

Launched in 2005, the Pacific Plan is the traditional Pacific way to move towards 

enhanced regional cooperation and integration. As a living document it forms the basis of 

ongoing strengthening of regional cooperation and integration efforts for the benefit of 

the people of the Pacific (Pacific Islands Forum Secretariat, 2007). The Plan is based on 

the vision of the PICs leaders that “the Pacific region can, should and will be a region of 

peace, harmony, security and economic prosperity, so that all its people can lead free and 

worthwhile lives”. The Plan is a means to bring together various regional initiatives to 

address, in a collective way, the serious challenges faced by the Pacific island nations. In 

addition, it is mandated and driven by the Forum Leaders as opposed to other regional 

and global commitments, which are often influenced by interests outside the region. The 

idea of the plan has been drawn out of the concept of regionalism i.e. countries working 

together for the joint and individual benefit by sharing scarce resources and aligning 

national policies. Any regional or sub-regional initiative would help the countries to 

achieve economies of scale and to distribute the costs.  

 

The Pacific Plan has been drawn on four key premises. Firstly, any regional strategy to 

succeed has to directly address the fundamental challenges facing the region. For the 

PICs, the fundamental challenge for regionalism is to ease capacity constraints and to 

increase economic opportunities. Regionalism does not always do this and as such this is 

one reason why some regionalisms fail. Since the Pacific island states are very protective 

of their sovereignty, the Plan focuses more on the implementation of the strategies rather 

then the decision-making. The second premise is that cooperation alone is not the answer 



although cooperation through regional provision of services can ease capacity constraints 

and lay the basis for increased economic opportunities and long-term objectives. The 

third premise is that a regionalism of small and relatively similar markets will have a 

minimal effect on stimulating economic growth, as the cost of integration will surpass the 

benefits of regionalism. Thus, cooperation is insufficient to overcome the constraints of 

smallness and isolation, and integrating the regional market without linkages to larger 

markets may result in inequality and disharmony instead of stimulating growth. The final 

premise is that integration need not start first with liberalizing the goods and then 

progressively moving to include services, investment, and labour. This will help to 

strengthen the benefits available to the citizens through the liberalization of services and 

movement of people.  

 

The Plan is based on the following four strategic pillars, which were identified as the 

priority areas to address the developmental challenges within the region: 

i. Economic Growth – this pillar is based on three strategic objectives: to increase 

sustainable trade; to improve the efficiency and effectiveness of infrastructure 

development and associated service delivery; and to increase private sector 

participation and contribution to development.  

ii. Sustainable Development  - this pillar aims to achieve sustainable development by 

supporting a broad range of areas including natural resources and environment 

management, energy security, health, education, youth, sports, and culture.  

iii. Good Governance – this pillar aims to strengthen the management of the region’s 

resources through building institutions and processes that will assist transparency, 



accountability and equity. Its strategic objective is to address land ownership and 

alignment of modern and traditional systems of governance, which is the most 

complex and sensitive issue in the Pacific.  

iv. Security – this pillar aims to strengthen those conditions allowing for a safe and 

stable environment within which the benefits of its other pillars can be realized. 

Its strategic objective is to improve the political and social conditions for stability 

and safety in the region.  

   

To achieve the objectives under each pillar, a number of initiatives have been identified 

and are being implemented at both regional and individual country level. The 2007 

Pacific Plan Annual Progress Report outlines that the implementation of the initiatives 

identified under the Plan is gaining momentum. Although only 8 out of the 14 PICs 

provided input towards the 2007 Progress Report due lack of reporting capacity among 

the member countries, there has been significant progress made by the member countries 

on the initiative towards regionalism. However, there are several challenges and risks 

associated in implementing the Plan. Firstly, the island nations lack human, technical and 

financial resources in implementing the identified initiatives at their country level6. This 

is an area that requires intensive consideration and smart solution. Furthermore, it is 

difficult to gather timely and accurate information to monitor the progress and assess the 

outcomes of each initiative due to lack of reporting capacity among the member countries. 

This is further aggravated by the changing and dynamic global environment, which 

requires careful forward planning.  

                                                 
6 See 2007 Pacific Plan Annual Progress Report 



 

6.2.2 Pacific Island Countries Trade Agreement (PICTA) 

PICTA, which came into effect in 2006, is a trade agreement between fourteen Pacific 

island countries in the Pacific Forum, excluding Australia and New Zealand. It was 

designed to lead to a free trade area between FICs sometimes in near future by 

eradicating the barriers to free trade among the member countries. PICTA provides for 

the gradual reduction of tariff and non-tariff barriers on goods that originate from the 

PICs with an aim to assist in building a single regional market among the PICs. The 

reduction of import duties have commenced since 1st January 2007 for some countries 

party to PICTA, while for others it will commence on 1st January 2009. So far only 

twelve out of the fourteen PICs have signed the Agreement. Palau and the Republic of 

Marshall Islands have not yet signed PICTA. To-date, six countries, which includes: 

Cook Islands, Fiji, Niue, Samoa, Solomon Islands and Vanuatu have announced their 

readiness to trade under PICTA. Kiribati, Nauru, PNG, and Tonga have completed the 

notification requirement under PICTA, while the Federated States of Micronesia and 

Tuvalu are yet to ratify the Agreement.  

 

While trading under PICTA is still very small at the moment, members have realized the 

importance of implementing PICTA in light of the ongoing EPA negotiations, which 

would trigger a PACER plus agreement with ANZ. Hence, members have recently 

intensified their efforts in implementing PICTA, which is evident from the increase in the 

members from two to six who have announced their readiness to trade under PICTA. The 

Trade Ministers have also endorsed the extension of PICTA to include Trade in Services 



for which the PICs will engage in negotiations in 2008. The French and US territories in 

the Pacific have also been invited to join PICTA. PICTA employs a step-by-step 

approach towards the removal of trade barriers and the creation of an integrated single 

regional market. In theory, it aims to bring a host of benefits to the region (refer to 

Appendix 5) and is been viewed as the steeping stone for the PICs greater integration into 

the world economy.  On the other hand, the smaller nations within the region have raised 

concern about the loss of the tariff revenue with the introduction of PICTA. For some of 

these countries, tariff is a major component of government revenue and as such these 

countries will need to find alternative revenue raising sources. However, Institute for 

International Trade and Pacific Trade Consultant (2007) found through their study that 

the near term effects of PICTA implementation in terms of loss of tariff revenue would 

be minor due to the progressive nature of the agreement. Table 4 below summarizes the 

potential revenue loss as a percentage of total revenue from the various FTAs of the 

region.  

 

Table 4: Revenue loss as % of total revenue from FTAs 

 PICTA 

PICs 

EPA 

EU 

PACER

ANZ 

MFN

US 

Total Error GDP 

US$ m

Cook Islands 2 0 6 0 8 3 176 

Fiji 0 0 3 0 3 1 2711 

Kiribati 4 0 15 0 19 5 79 

Marshall Islands 0 0 5 20 25 1 138 

Micronesia 0 0 1 6 8 1 237 



Nauru 0 0 6 0 6 1 n.a 

Niue 0 0 7 0 7 2 12 

Palau 0 0 0 4 4 1 142 

Papua New Guinea 0 0 2 0 2 1 4908 

Samoa 1 0 12 3 16 5 418 

Solomon Islands 1 0 4 0 6 2 298 

Tonga 6 0 19 2 27 10 160 

Tuvalu 8 0 5 0 14 4 20 

Vanuatu 2 1 18 0 22 3 358 

Source: Soni N et al, Responding to the Revenue Consequences of Trade Reforms in the 

Forum in the Forum Island Countries, 2007 

 

6.2.3 Economic Partnership Agreement (EPA) with EU 

The Cotonou Agreement, which was signed in 2000 and replaced the successive Lome 

agreement, provides the framework for the continuation of trade and economic 

cooperation between the EU and the ACP countries. The Cotonou Agreement, which 

expires in 2020, envisages that regional integration is the key to integrate the ACP 

countries into the world economy. As the non-reciprocal trade preferences that the ACP 

countries enjoyed with EU expires, the EU has put on the table a new reciprocal free 

trade area framework, known as the Economic Partnership Agreement (EPA). Through 

EPA, the European Union is actively engaged in fostering sub-regional integration 

process. The objective of EPA is poverty alleviation, sustainable development and 

economic integration. The new trading arrangement under EPA has to be WTO 



compatible and reciprocal with the aim to progressively removing all barriers to trade. 

Along with this, the Everything But Arms (EBA) Agreement will protect the LDCs non-

reciprocal trade preferences for the foreseeable future. The PICs have been identified as 

one of the regions within the ACP with which an EPA is being negotiated.  

 

The EPA negotiations have been conducted in two phases. Phase I of the negotiation was 

held in 2002/3 at the ACP level. Phase II of the negotiations was conducted at regional 

levels between 2004 and 2007. The negotiations were scheduled to conclude on 31st 

December 2007 and a new PACP-EU EPA with a new trading arrangement was supposed 

to come into effect on January 1st 2008. However, this could not eventuate and an Interim 

Agreement had to be arranged, which provides PICs exports to the EU market under the 

same preferential access arrangements that they have being enjoying. The Interim 

Agreement came into effect from 1 January 2008 and will be in place until a 

comprehensive EPA replaces it. There are high hopes that a final agreement will be in 

place before the end of 2008. However, the question is whether the PICs will be in a 

position to negotiate an agreement that safeguards their special interests. The issues of 

disagreement, which includes: services, investment, development, temporary movement 

of natural persons (Mode 4) and a series of trade related issues, will have huge long-term 

implications on the PICs. These issues have to be carefully considered and negotiated in 

the best interest of the PICs, if the EPA is to succeed. Due to its unique economic and 

geographical characteristics, the PICs are calling on EU to employ flexibility in its 

region-to-region relationship, particularly with the PACP states. The Pacific region has a 



number of characteristics that distinguish it from its African and Caribbean partners and 

defines a special cooperation with EU.  

 

6.2.4 Pacific Agreement on Closer Economic Relations (PACER) 

PACER is the next step from PICTA. It is a sister agreement intended to establish a 

framework for future trade integration among all the Forum Island members’ i.e. the 14 

PICs in PICTA as well as ANZ. In other words, PACER is about creating a free trade 

area in the South Pacific and will provide for free trade in goods before developing into a 

Pacific free market for trade in services. It is an umbrella accord, rather than an FTA, that 

allows New Zealand and Australia to be able to maintain access to FIC markets while the 

Forum islands integrate (Thomas, 2004).  

 

EPA negotiations have broad ramifications for PIC trade relationships. Provisions in 

PACER allow that the negotiations for a Forum-wide FTA to commence no later than 

eight years after PICTA come into force i.e. 2011. However, Articles 6 of PACER also 

states that if any FICs, either individually or jointly, commence negotiation for free trade 

agreements with one or more developed non-forum country, they are likewise obligated 

to undertake consultations as soon as practicable to negotiate FTA with ANZ. The 

negotiations on the EPA have been used as a precedent to instigate negotiations along 

these lines with ANZ under the auspices of PACER (Soni et al, 2007). If the negotiations 

on PACER start prematurely, it is most likely that it would fail, as the island nations are 

not prepared for such deep integration with ANZ. In addition, this would override the key 

objective of PICTA to be the stepping-stone for the PICs for deeper integration in future. 



 


