
1 Introduction 

The global trading environment is becoming more and more integrated, as the world’s 

major economies move towards greater trade and economic integration. This creates fear 

among the small and less developed island economies, which are at the risk of being left 

behind in the current tide of global economic development. Not only this, as the world is 

becoming more open, these countries will have to survive in a more competitive trading 

environment. Globalization and economic liberalization has ended or eroded the 

preferential access, which many of these island countries enjoyed for their exports for 

past many years. These have left the countries susceptible to external shocks and 

economic integration has been identified as the only way to pool the resources and 

achieve the developmental objectives of the region. Hence, regional economic integration 

has once again topped the agenda of the discussion among the leaders of the Forum 

Island Countries1 (FICs). Trade liberalization has been identified as a key component of 

their strategy for economic development, sustainability and regional integration in the 

Pacific Plan. Many countries have already started their journey down the path of trade 

liberalization. However, the experiences have generally been painful fiscally, politically 

and economically and as a result there is an understandable reluctance to move further 

(Soni et al, 2007).  

 

The countries in the region have vast social, economic, geographic, and cultural 

differences. GDP of the largest economy is more than hundred times the size of the 

                                                 
1  The Forum Island Countries comprises 14 Pacific island countries, namely Cook 
Islands, Fiji, Kiribati, Republic of Marshall Islands, Federated States of Micronesia, 
Nauru, Niue, Palau, Papua New Guinea, Samoa, Solomon Islands, Tonga, Tuvalu, 
Vanuatu and the region’s two developed countries, namely Australia and New Zealand.  



smallest and population ranges from over five million to less than two thousand. This 

raises the question of whether “one size fits all” approach will work in the Pacific. 

However, the problem is that international standards and requirements are applicable to 

all countries equally irrespective of their size and capability and therefore providing 

individual solutions is not possible. This has left no other doors open for these small 

island states but to participate in regional economic integration to strengthen their 

economic, social and political capabilities. Lee (2003) defines regional integration as the 

adoption of a regional project by a formal regional economic organization designed to 

enhance the political, economic, social, cultural, and security integration and/ or 

cooperation of member states. The PICs2 face decisions on regional free trade agreements 

on many fronts. All the current effort towards greater regional integration, which includes: 

Economic Partnership Agreement (EPA) with EU; Pacific Islands Countries Trade 

Agreement (PICTA); and Pacific Agreement on Closer Economic Relations (PACER) 

with Australia and New Zealand, are based on the pillars of promoting growth and 

development among the PICs and to prepare for the larger integration of the region into 

the world economy.  

 

Through this research, I will explore the current regional efforts to find out whether the 

PICs are ready for such deep integration, whether the sequencing is correct and to what 

extent will these regional agreements will help in the growth and development in the 

region. Many recent studies have raised serious concerns that any attempt to expedite any 

of these efforts may jeopardize the entire process of integration. This is evident from the 

                                                 
2 This study focuses on the 14 Pacific island countries, which are members of the Forum.  



negotiations in relations to the EPA, which was supposed to be signed between the PICs 

and the European Union by the end of 2007 but could not eventuate due to serious issues 

of concern from the island states. The developed partners of the region, which include: 

European Union (EU), Australia and New Zealand (ANZ) have a very important role to 

play in the total process as well as to assist these disadvantaged states to respond to the 

consequences and adjustments of the trade reforms and liberalization. This would be 

essential for successful integration, as the efforts in the region are not solely PICs driven 

but are often influenced by these metropolitan powers3. 

 

The next section deals with a review of the literature by focusing on the theories of 

international trade and liberalization and by exploring past studies that have tried to 

establish the relationship between greater economic integration and liberalization to 

growth and development. This follows an overview and a macroeconomic analysis of the 

characteristics of the PICs.  Chapter 5 provides a flashback of the past regional efforts 

and a discussion of the progress on current regional efforts. The subsequent two chapters 

provide an in-depth analysis by benchmarking with some of the relevant global 

experiences and by having a closer look at the trade and economic interdependence 

within the region and with the rest of the world, ANZ, and EU. This then follows a 

discussion of the present challenges of the economic integration faced by these small 

island states. The final section presents the conclusion and some of the possible future 

strategies for a successful economic and political integration of the PICs.  

 

                                                 
3 See Jayaraman, 2005 



 


