
10 Challenges of Economic Integration 

10.1 Cost and Benefits of Liberalization and Integration  

Trade liberalization in theory tend to increase the efficiency of the island nations by 

increasing competition which eliminates unproductive businesses and promotes 

successful businesses with access to new and larger markets. This generalized argument 

ignores the harsh realities of this real world, particularly that of the small island states. 

Small developing countries, with a limited domestic product base, can have greater 

difficulty with liberalization, since they are less prepared to deal with external shocks that 

can have a substantial impact on the entire domestic economy (Nathan Associates, 2007). 

In the short-run, trade liberalization results in huge social consequences as many people 

lose jobs, which strains on the subsistence economy and the government resources. PICs 

heavily rely on the revenue from tariffs and customs duty as well as from the duty free 

access to the major markets through preferential trade agreements to sustain their 

economies. Due to the high degree of disparities within the PICs (refer to Table 1), 

linking these economies through trade liberalization would only bring marginal benefits 

in terms of development. These benefits cannot compensate for the risks due to lack of 

diversification of the domestic economies and high adjustment costs associated with 

liberalization. This has been a key lesson from the Caribbean experiences.   

 

On the other hand, trade liberalization and globalization also offers opportunities for the 

PICs. It allows these countries to adapt new technologies, which helps to bring down the 

transportation costs and advances in information and communication technology (ICT), 

which in turn helps to overcome the barriers posed by distance and isolation. Appendix 



11 discusses the key characteristics of the PICs, its implications on trade, and the 

opportunities provided by globalization and trade liberalization. However, benefits from 

trade liberalization are not automatic. Sequencing of reform and development of 

appropriate regulatory frameworks are very important. In addition, the PICs lack capacity 

and expertise to deal with such extensive and complicated negotiation and 

implementation process. It is extremely important to provide adequate financial and 

technical support to these vulnerable island nations to minimize the social consequences 

that would otherwise become the key factor in contributing to the failure of such 

initiatives. While there may be minor benefits for the Pacific from increased competition, 

the lack of diverse markets; complementarity in production and dependence on tariff 

revenue mean that a traditional FTA conceptualized in terms of trade in goods will only 

bring moderate benefits to FICS, and could be disastrous if the pace and scope of 

liberalization is not driven by the Pacific (Thomas, 2004). Due to the vulnerability of 

these island states, any traditional reciprocal trade liberalization will only bring marginal 

benefits to the region but will expose these countries to huge economic and social 

consequences. Without the inclusion of services and labour mobility (Mode 4), 

liberalization cannot bring any meaningful benefits in the region, as the region has 

comparative advantage in these areas. Inclusion of services and labour mobility has the 

potential to create new opportunities and compensate for the erosion of traditional and 

important sectors of these countries.  

 



10.2 National Sovereignty  

The biggest challenge concerning liberalization and greater integration of the PICs is the 

issue of national sovereignty. The issue is very sensitive and is not something to be 

surrendered easily by countries that have only recently gained independence and are 

aware that a number of islands within the Pacific still remain colonies. As the effort 

towards regionalism deepens, this issue will need to be more openly discussed and 

addressed. Sovereign territories find it difficult to move forward on an integration 

continuum because each step forward: from free trade area to customs union; from 

customs union to common market; from common market to economic union; and from 

economic union to political union; requires that these territories sacrifice additional 

national sovereignty (Wint, 2003). Since the PICs have just started their path towards 

economic integration, the impact on national sovereignty would be minimum at this stage. 

However, it would certainly become more obvious and challenging as they move up the 

ladder of integration and will require extensive amount of resources to facilitate the 

negotiation and dialogue.  

 

10.3 Governance and Infrastructure 

Governance is another important issue that will determine the success of the regional 

efforts, as it is usually the governments of the member countries that implement the 

regional integration agreements. The efforts and commitments of the government, 

especially in implementing the strategies domestically, affect the overall performance and 

success of any regional initiatives. The PICs are diverse and have different strategic 

objectives, which results in different countries to favor one regional initiative over the 



other. Lack of commitment on any particular initiative by one or more countries will 

usually lead to poor implementation of the regional initiatives; hence the benefits of the 

initiatives could be undermined. To further complicate this, the implementation of the 

regional strategies at domestic levels is further hindered by the capacity and resource 

constraints faced by these small states. In addition, when it comes to the implementation 

of the regional initiatives, limited and differing level of infrastructure in the region further 

compounds the problem for the PICs. The status and the development of the transport 

infrastructure determine the link and the interconnection between the states in a region 

that has a great impact on the intra-regional trade. For the PICs, this is a severe problem 

due to its extreme geographic characteristics and insufficient transport infrastructure. 

This poses a severe challenge for the region and it would be difficult to promote intra-

regional trade within PICs without improvement in the regional transport infrastructure. 

This however requires infrastructure planning at regional level and is a very long-term 

and expensive solution, which may not reside with the timeframe of the current regional 

initiatives.  

 

10.4 Conflicts and Political Instability  

Conflicts among the members and political instability in countries like Fiji and Solomon 

Islands are yet another important issue for the region as it inhibits cooperation, which is 

essential for regional integration. Domestic political disputes affect the capacity and 

commitment of the states to adequately implement the obligations under the regional 

trade agreements. Fiji, being the leading economy in the region, is a very important and 

strategic player in driving the regional initiatives. However, the political instability that 



has struck the country over the past twenty years has not only affected its economic 

prospects but has also had broader implications on the region. After the most recent coup 

of 2006, its relationship with ANZ has worsened due to various sanctions placed by ANZ. 

While this has not affected the relations of Fiji with the other PICs, it would certainly 

have broader implications on the overall efforts towards economic integration in the 

region. The current Interim Government of Fiji has been aggressively exploring look 

north policy, which is certainly not in the best interest of ANZ and could result in further 

conflicts within the region.  

 

Although these are the issues prioritized to be addressed through the Pacific Plan and the 

process of regional integration, these are also the current harsh realities of the region that 

impose huge barriers in achieving the objectives of such efforts. It requires careful 

planning as well as providing these countries with sufficient capacity and resources to 

overcome these challenges. This calls for a more proactive and flexible role of the 

developed partners of the region. The EU in negotiating the EPA with the Pacific has to 

employ greater flexibility and ensure that it sufficiently addresses the concerns of the 

island states. ANZ, being part of the region, has the greatest responsibility in ensuring 

that the welfare and interests of the island states are safeguarded. The current 

circumstances surrounding the PICs do not support the triggering of PACER prematurely 

and may put at risk the progress achieved so far in terms of the implementation of PICTA 

and the Pacific Plan. A more careful and diplomatic approach on part of ANZ would be 

welcomed and better accorded by its smaller but important trading and economic partners. 

 



 


