
8 Analysis of the Trade and Economic Relationships of the PICs 

8.1 PICs and the World – Global Integration 

The PICs share of the world trade is negligible. The total trade of the PICs is even less 

than one percent of the world trade. The value of the exports and imports of the PICs to 

the world over a ten-year period from 1997 to 2006 is summarized in Appendix 6 and 

Appendix 7 respectively. Among all the PICs, only Fiji and PNG have a very marginal 

role in the share of world trade. A summary of the ranking and the share of six PICs, who 

are members of the WTO, in the world trade are presented in Appendix 8. Although these 

countries are insignificant in terms their share in world trade, trade plays a very important 

role in contributing to the growth and development of these island economies. High trade 

to GDP ratio of these countries, ranging from 87% in Tonga to 131.5% in PNG, indicates 

that trade has been an important driver of economic growth and prospect in the region. 

This translates into high trade per capital, with the highest of US$3,958 per capita in Fiji.  

 

As shown in Figure 4, the exports of the PICs have been declining since 1997 before 

picking up in 2002 and onwards. Despite the opportunities offered by trade liberalization, 

many of these countries have not been in a position to take advantage, as exports sectors 

of these countries are facing decline. For example, Fiji’s exports declined by 6.8% in 

2005 and by 11.3% in 2006. Samoa and Tonga also faced declining exports in 2006. In 

addition, it is interesting to note that PNG and Fiji (Group 3) together make almost all the 

exports from the PICs to the world. Exports from Groups 1 and 2 have been very little as 

well as remained almost the same over the period from 1997 to 2006. Although the total 

exports of the PICs increased by 66% over the period from 1997 to 2006, most of the 



countries experienced either a decline in their total exports or just a moderate increase. 

PNG has been the only country that has experienced a significant increase in its total 

exports (91%) over the period, which drove the total export curve of the PICs upwards.  

 

Figure 4:  Merchandise Export of the PICs to the World 
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Imports of the PICs show a very similar trend over the period (refer to Figure 5). Fiji and 

PNG together account for more than 75% of the total imports to the PICs. Over the past 

few years, imports have been continuously increasing putting tremendous pressure on the 

balance of payments of these countries. For example, Fiji’s import grew by 13.2% in 

2006. Similar trends are seen in the other countries. The total imports of the PICs 

increased by 56% over the period from 1997 to 2006. Countries in Group 1 reported the 

highest increase in the imports by 156% over the period. Groups 2 and 3 experienced an 



increase of 51% over the period. The percentage increase among each country is much 

diverse, ranging from 300% in Niue to just 12% in Micronesia.  

 

Figure 5: Merchandise Imports of the PICs from the World 
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A closer look at the major trading partners for the PICs provides with a better 

understanding of the PICs trade with the rest of the world. PICs exports are concentrated 

to few larger markets, such as, Australia, New Zealand, Japan, US, and EU.  Table 7 

displays the top four export markets for the PICs. Australia is the most significant export 

market, as it is among the top four markets for nine out of the ten PICs for which the data 

is available. Samoa for instance exported 71.5% of its total exports to Australia. Then 

comes Japan, which is among the top four markets for seven countries. This is followed 



by USA, which is among the top four markets for six countries and then NZ and EU who 

are among the top four markets for three countries. 

 

Table 7: PICs Major Export Partners: Most Recent Year (% of total exports) 

Country Market 1 Market 2 Market 3 Market 4 

Cook Islands Japan 34.7 NZ 29.3 Australia 8.2 US 2.2 

Fiji Australia 17.4 US 14.4 EU (25) 11.9 Japan 8.1 

Kiribati US 26.2 Belgium 24.6 Japan 16.4 Australia 8.6 

Marshall Islands n.a        

Micronesia n.a        

Nauru South Africa 56.7 India 15.4 Canada 5.9 Australia 1.0 

Niue n.a        

Palau n.a        

Papua New Guinea Australia 15.8 EU (25) 11.1 Japan 4.3 US 2.6 

Samoa Australia 71.5 US 19.0 NZ 2.7 Tokelau 1.4 

Solomon Islands China 45.6 Korea 14.0 Japan 8.5 Australia 1.2 

Tonga Japan 44.4 US 25.9 NZ 13.6 Samoa 7.4 

Tuvalu Germany 62.1 Italy 20.7 Fiji 7.0 Australia 2.7 

Vanuatu Bangladesh 21.5 EU (25) 18.3 Japan 12.0 Australia 6.0 

Source: WTO, Department of Foreign Affairs and Trade, Australia 

 

On the import side as presented in Table 8, Australia is the most significant import 

partner (among the top four) for all the PICs, except Palau for which the data is not 



available. More than 50% of the imports of PNG and Nauru came from Australia. NZ, 

Japan, US, and Fiji are the next important import partners for six of the PICs.  

 

Table 8: PICs Major Import Partners: Most Recent Year (% of total imports) 

Country Source 1 Source 2 Source 3 Source 4 

Cook Islands NZ 68.7 Fiji 16.7 Australia 5.2   

Fiji Singapore 34.5 Australia 22.4 NZ 15.9 China 3.6 

Kiribati Australia 33.5 Fiji 27.5 Japan 18.4   

Marshall Islands USA 47.0 Guam 14.0 Australia 8.5 Japan 7.9 

Micronesia US 39.7 Japan 8.8 Australia 4.2 Hong Kong 3.6 

Nauru Australia 63.0 US 10.3 Germany 7.5   

Niue NZ 97.6 Australia 0.28     

Palau n.a        

Papua New Guinea Australia 56.0 US 8.9 Singapore 6.8 Japan 5.0 

Samoa NZ 32.5 Australia 22.7 US 13.5 Fiji 6.5 

Solomon Islands Australia 25.3 Singapore 23.4 Japan 7.8   

Tonga NZ 36.7 Australia 25.2 Fiji 14.9 US 10.3

Tuvalu Fiji 45.8 Japan 18.8 China 18.1 Australia 7.7 

Vanuatu Australia 44.4 NZ 11.5 Fiji 9.1 EU (25) 6.0 

Source: WTO, Department of Foreign Affairs and Trade, Australia 

 

One critical observation made by the author here is that the Asian countries, which 

include: Japan, China, Singapore, Korea, and Hong Kong, are important trading partners 



of the PICs. It is out of the scope of this study to analyze the past trading relationship 

between the two groups. However, these countries will be getting more and more 

significant for the PICs as this is the largest and the closest market that the PICs can tap 

into. Increasing trade liberalization and globalization will make USA and EU less and 

less important overtime for the PICs due to the distance. Hence, it is important for the 

PICs to explore how these current FTAs and RTAs would affect their relationship with 

these Asian markets. ANZ together is not a large enough market to provide significant 

growth and development opportunities for the region. The emergence of the Asian 

markets can provide the region with huge potential and opportunities in the near future.  

 

8.2 Trade and Economic Cooperation within PICs – Implications on PICTA 

Intra-FIC trade is only around two per cent of total trade and is concentrated in a few 

primary commodities (Thomas, 2004). Due to the lack of availability of the intra-PICs 

trade statistics, an in-depth analysis of economic interdependence of the PICs cannot be 

carried out. However, due to high complementarities of commodities among the PICs, 

trade between these island countries is very limited with only Fiji being a significant 

trading partner in the region due to its relatively larger manufacturing base. PICs as a 

region lack product diversity. Among all the PICs, Fiji is the only country, which is 

among the top four exports destinations for at least one country (Tuvalu) and accounts for 

only 7% of the total exports for Tuvalu (Table 7). Also, Fiji is among the top four import 

partners for six of the PICs (refer to Table 8). The import ratios (percentage of import 

from Fiji to total imports) for these six countries range from as high as 45.8% in Tuvalu 

to as low as 6.5% in Samoa. From this, it is clearly evident that there is a very low 



economic interdependence among all the PICs. Trade cooperation is limited and skewed 

to one major player in the region. Table 9 provides with the ratio of imports from Fiji in 

total imports for those PICs that have active trade relations with Fiji. Only three of the 

PICs have high import ratio with Fiji i.e. greater then 20% of their total imports. For all 

the other countries, imports from Fiji, on average, accounts for less than 10% of total 

imports, except for Samoa, which has around 16%. In addition, the import ratios haven’t 

improved much over the period from 2002 to 2005. 

 

Table 9: PICs Percentage of imports from Fiji in total imports 

PICs 2002 2003 2004 2005 2006 

Cook Islands 6.4 4.9 6.7 6.0 16.7 

Kiribati 13.3 27.5 29.9 27.0 n.a 

Marshall Islands 0.25 0.26 n.a n.a n.a 

Nauru 0.96 1.4 2.9 2.3 n.a 

Samoa 20.6 18.3 21.3 6.0 13.7 

Solomon Islands 4.6 4.3 4.8 4.2 4.1 

Tonga 20.7 22.4 24.5 26.6 29.0 

Tuvalu 37.6 46.2 50.3 46.0 n.a. 

Vanuatu 6.7 5.3 6.4 6.3 7.2 

Source: Authors Calculations (Based on ADB data) 

 

The 1993 Melanesian Spearhead Group (MSG) agreement between Fiji, Papua New 

Guinea, Vanuatu and Solomon Islands was aimed at creating a free trade area within the 



group by providing mechanism for the reduction of tariff. In this case there was economic 

interdependence but mostly one-way. Two of the larger countries (Fiji and PNG) 

managed to build trade surpluses with the other two smaller partners, which led to 

various conflicts and eventually trade restrictions were re-imposed. This is an important 

experience and an important lesson for PICTA. The absence of a strong economic 

interdependence in the region will just bring marginal benefits to the region from any 

regional FTA, most of which would go to the big players creating imbalance and 

conflicts. In addition, the small scope of the regional market and high tariff levels among 

the PICs (to the rest of the world) would most likely result in trade diversion instead of 

trade creation. This can only be prevented if the PICs opt for greater integration into the 

world economy together with the removal trade barriers within the region.  

 

8.3 EU-Pacific Trade and Economic Relationship 

The PICs and the EU have had a long and historical relationship. Apart from many of the 

island states been the colonies of British and French, cooperation between the PICs began 

in 1975 when Fiji, Tonga, and Samoa signed the first Lome convention. In addition, the 

EU since then has channeled significant financial assistance to the region through the 

European Development Fund (EDF). Despite having preferential access to this largest 

single market, the PICs exports to the EU have not been impressive (see Appendix 9). In 

fact, the total ACP share of exports to EU has declined from seven percent in 1975 to 

three percent in 1998. Trade between the ACP and the EU has remained important for the 

ACP, but marginal for the EU11. Imports from the EU to the PICs have been weak and 

                                                 
11 See http://ec.europa.eu/trade/issues/bilateral/regions/acp/index_en.htm 



have also decreased for many of the countries over the period from 2001 to 2005 (see 

Appendix 10). Marshall Islands has been the single largest importer accounting for about 

77% of the total imports from EU as well as the largest exporter in the region accounting 

for 56% of the total exports to EU in 2005. Fiji, Marshall Islands, and PNG together 

made up more than 90% of the total exports and imports with EU in 2005. Overall, as 

shown in Figure 6, the PICs have been accumulating trade surpluses with the EU. The 

total exports have been increasing while the imports have remained low and volatile. In 

2005, the total exports of the PICs accounted for just 0.1% of the total imports of EU.  

 

Tuna and sugar (for Fiji) and tuna and palm oil (for PNG) remain the most significant 

exports from the PICs to EU. In case of Marshall Islands, exports to EU are of cruise 

ships and yachts. Exports from other PICs to EU have been marginal. Figure 7 provides 

an analysis of the exports to EU by groups. Group 2, which consists of the five countries, 

accounted for just over three percent of the total exports to EU in 2005. The exports from 

Group 1 increased by about seven times over the period from 2001 to 2005, surpassing 

the total exports from Fiji and PNG (Group 3) since 2004. However, most of the increase 

in exports from Group 1 comes from Marshal Islands, as the other six members in the 

Group experienced only a small increase in their exports to EU.  

 

Figure 6: PICs Exports and Imports with EU (25) 
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Figure 7: PICs Exports to EU by Groups 
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On the import side, the trend is almost similar. As shown in Figure 8, Group1 makes up 

the largest imports from EU of which the Marshal Islands account for more than 90%. 



Imports by Groups 2 and 3 have remained low and almost the same over the five-year 

period from 2001 to 2005.  

 

Figure 8: PICs Imports from EU by Groups 
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Most of these states lack an established, or indeed the potential for, a significant trading 

relationship with the EU, and there are significant omissions and overlaps in membership 

of the Forum and the PACP that complicate the EU-Pacific relationship (Thomas, 2004). 

Small and weak trade between EU and the PICs is indicative of an immature relationship. 

This is not a solid foundation to build a reciprocal North-South FTA. However, the 

adjustment costs will be minimal. Only Fiji and PNG will incur greater adjustment costs 

whilst the interests of LDCs in the region will be safeguarded under EBA. In essence, due 

to the lack of economic interdependence between the two regions, the proposed EPA 



would just bring marginal benefits to the region and most of which would accrue to the 

three larger partners of EU i.e. Fiji, Marshal Islands, and PNG. The most significant 

implication of EPA is that is would prematurely trigger negotiations for PACER.  

 

8.4 PICs and ANZ – Implications on PACER 

Pacific is a very important and strategic market for both Australia and New Zealand. On 

the same note, ANZ have a very close economic, social and political relationship with the 

PICs. Apart from trade, both ANZ are key and important providers of foreign aid to the 

region. However, the question still remains whether ANZ are seeing themselves as part of 

the region. Through history it can be clearly seen that Australia’s involvement with the 

PICs has never focused on long-term development planning but was often motivated by 

its national concerns and/or international commitments that often overlap with the 

region’s objectives. New Zealand on the other hand has different and a closer economic 

relation with the PICs. Its interest in the Pacific is not influenced by its international 

commitments but because of its link to the Pacific. New Zealand has a sizeable 

Polynesian population and most of its skill shortages are met from the PICs. It further 

seeks to strengthen its own economic relations with Australia by having closer economic 

relations with the PICs.  

  

Comparatively, ANZ have strong and diverse economies, access to large pool of 

resources and well-established infrastructure. Australia with a population of about 20 

million is the largest and the strongest economy in the region with the greatest influence. 

New Zealand, on the other hand has a smaller population of around 4 million (less than 



PNG) but a much larger GDP than the entire PICs. Both the countries have one of the 

most open economic and trade relationship based on a comprehensive set of trade and 

economic arrangements known as the ‘Australia New Zealand Closer Economic 

Agreement’ (ANZCERTA) since 1983.  In the twenty-five years since, the two-way trade 

in goods between Australia and New Zealand has expanded at an average annual growth 

rate of nine per cent12. This has also helped to transform the local industries in both 

countries to be internationally competitive.  

 

As far as trade is concern, ANZ remain the largest and longest trading partners with the 

PICs. They appear prominently in the trade and investment patterns of a number of PICs. 

Table 10 gives a breakdown of PICs trade (exports and imports) with Australia over a 

five-year period from 2002 to 2006. As can be seen from the table, Australia is an 

important trading partner for the PICs. The PICs, excluding PNG, have had continuous 

trade deficit with Australia and have also experienced a decline in its total exports to and 

imports from Australia. PNG on the other hand have continuously accumulated trade 

surplus with Australia and both its exports and imports have been rising over the period. 

In 2006, PNG accounted for 90 % and 79% of the total exports and imports respectively 

of the region with Australia. Including Fiji, the two countries together accounted for 96% 

and 87% of the total export and imports respectively. However, Australia also remains 

one of the most important trading partners for the other countries in the region. For most 

of the countries, the ratio of trade with Australia to total trade remains high.  

 

                                                 
12 See Austrade Website: http://www.austrade.gov.au/ANZCERTA/default.aspx  



Table 10: PICs Trade with Australia (A$’000) 

 2002 2003 2004 2005 2006 

Exports  330,279 317,330 308,334 257,802 244,800 PICs  

(Excl PNG) Imports  814,466 656,226 631,234 706,196 660,813 

Exports  221,657 209,859 211,172 174,796 148,193 Fiji 

Imports  542,503 429,615 394,284 459,638 382,893 

Exports  1,501,811 1,421,569 1,736,662 2,318,133 2,214,907PNG 

Imports  949,602 808,739 1,196,460 1,396,046 1,521,673

Exports  98,626 91,483 87,652 71,919 84,383 Samoa 

Imports  45,744 32,554 29,783 31,278 33,312 

Exports  1,679 6,920 3,896 3,777 5,069 Solomon 

Islands Imports  51,556 48,304 60,830 66,807 92,733 

Exports  3,742 6,977 3,727 4,190 1,939 Vanuatu 

Imports  50,317 46,941 56,010 61,960 68,135 

Exports 4,575 2,091 1,887 3,120 5,216 Rest of the 

PICs Imports  124,346 98,812 90,327 86,513 83,740 

Source: Department of Foreign Affairs & Trade, Composition of Trade, 2007 

 

Although not that significant as Australia, New Zealand remains an important trading 

partner to the region. NZ is also among the top four exports and imports partners for a 

number of the PICs. For instance, Niue sources more than 97% of its imports from NZ. 

Cook Islands also sourced 68.7% of its total imports in 2006 from NZ. These two 

countries also have very close political and economic ties with NZ, as they are self-



governing territories operating in free association with NZ. In addition, two of the PICs 

(Cook Island and Niue) have adapted New Zealand dollar whilst three others (Kiribati, 

Nauru, and Tuvalu) have adapted Australian dollar as their exchange rate regime.   

 

Hence, close trade and economic relations of the PICs with ANZ offer considerable scope 

for deeper integration. Closer integration with ANZ is likely to have a greater pay-off in 

terms of trade expansion. Narsey (2004) has also noted that PACER has the potential to 

bring significant trading benefits for Australia and New Zealand and PIC consumers. 

However, it will also result in a higher adjustment costs for the PICs. Most of the 

traditional industries of the PICs will be swept out, as they will not be able to face the 

intense competition from ANZ. To compensate for this, the PICs have greater prospects 

in negotiating for free movement of unskilled labour and to address other key 

developmental issues with ANZ. The current situation of severely restricted access of 

unskilled PIC labor to ANZ combined with relatively unrestricted and permanent 

movement of skilled labour is a worse case scenario for PICs welfare.  Free movement of 

labour and capital through deeper integration with ANZ would provide a key potential 

gain for the PICs. It is ironic that investment can move with freedom from PICs to ANZ 

but it cannot move freely in the opposite direction (World Bank, 2002). 

 


