
9 Domestic Stability and a Majority Structure of Small States 

Stabilized domestic situations takes into consideration both economic and political 

stability of the region. Economic stability within the region is important as it affects the 

level of protectionism and ability of the region to move forward on the path of 

liberalization. Due to the extreme geographic, social, and economic characteristics and 

the vulnerability of the region to external shocks, the PICs lack in achieving economic 

stability. High tariff and non-tariff barriers are common among the members in the region, 

which prevents smooth integration of the region. In addition, tariff remains an important 

source of government revenue for many countries and it is difficult for these countries to 

find immediate alternative revenue sources to compensate for the loss in the tariff 

revenues that would result from free trade.  

 

The PICs also face critical weaknesses in the key area of economic management, which 

is an essential requirement for good governance. The region strongly lacks in political 

stability. Domestic instability and conflict is a common feature among the leading 

economies of the region i.e. Fiji and PNG (Group 3). Fiji, for example, has experienced 

five coups since the first in 1987 and has undergone 15 changes in government since then. 

A study by Narayan and Prasad (2006) shows that coups have an adverse impact on 

Fijian economy in the long-run: real GDP falls by around 8 percent; real national welfare 

falls by around 7 percent; and real consumption falls by around 2 percent. Being the 

leading economy in the region, the spillover of the instability in the region is significant. 

Solomon Islands, another leading economy of Group 2, have also been facing the 

problem of political instability. Political instability posses a high risk on the sustainability 



of the regional agreements and rules. The strong stance taken by ANZ against Fiji after 

the 2006 military coup is affecting their bilateral relationships as well as having 

significant implications on all the current regional initiatives. Being the leading economy 

in the region, Fiji’s withdrawal or lack of commitment to any regional programs will 

result in severe implications on the current regional integration process, especially if 

negotiations on PACER Plus is instigated earlier then scheduled.  

 

As far as the last variable is concerned, the region has a majority structure of small states. 

In fact all the members of the region are small island states. The region lacks larger and 

more developed members that can provide with a large enough market to gain economies 

of scale and scope. Hence, this variable does not seem to be an important determinant of 

the success of regional integration in the PICs. Even the inclusion of Australia and New 

Zealand will not be able to provide a large enough market for the region. When compared 

to other regional blocs, both Australia and New Zealand would be classified as small 

states. However, participation of ANZ, EU, Japan or any other developed and active trade 

and economic partner in the region will not only provide the region access to larger 

markets but will also play an important role in providing capacity, resources, and 

assistance in building long-term economic and political stability in the region. Even with 

the inclusion of the developed partners in the regional integration process, the risk of 

domestic instability would remain high the short-run. However, in the medium to long 

run, these risks could be slowly reduced through provision of capacity and resources and 

as the relationship and cooperation matures.  

 



 


