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Key messages 

 
• The relatively high growth of the Pacific island developing economies is dominated by resource-rich 

Papua New Guinea, which continues to benefit from high commodity prices for its exports. 
• The economic performance of the Pacific island developing economies as a group is expected to 

slacken slightly in 2012 
• Countries in the Pacific need to continue to strengthen collaboration at the political level to accelerate 

the integration and connectivity within the region. 
• Recent progress in fiscal management in the Pacific is a welcome development and should be sustained 

to build fiscal space for responding to economic shocks. 
• Unemployment, especially among youth, presents a major challenge for many economies and could 

have implications on social and political stability if not addressed.  
• Urban areas can be engines of economic growth in the Pacific, generating an estimated 60% of GDP. 

Articulate a national vision as a priority with emphasis on initiating development with local resources 
to help build the confidence of external partners and demonstrate national commitment. 

 
Economic performance of Pacific island developing economies 
 
• Pacific island developing economies as a group achieved GDP growth of 6.5% in 2011, up from 4.6% 

in 2010. However, the relatively high growth is dominated by resource-rich Papua New Guinea, 
which continues to benefit from high commodity prices for its exports.  

• Some other Pacific island economies also benefited from higher commodity prices and a rebound in 
the tourism sector in mid-2011. Excluding Papua New Guinea, Pacific island economies as a group 
grew only by 3.5% in 2011 but this was an improvement on the 2010 performance of 1.6%. 

 
Prospects remain good for resource driven economies 

 
• GDP growth in Papua New Guinea remained strong as a result of high demand and prices for its 

major exports, namely oil, gold, copper, coffee, cocoa and palm oil. Growth at 7.1% in 2010 was 
underpinned by a large investment in a liquefied natural gas (LNG) project.  

• In the Solomon Islands, the economy performed well through higher global commodity prices for its 
timber, gold, oil palm and fish with growth of 7.1% in 2010 and 9.3% in 2011. However, natural 
forest logging, which has been the leading export of the country for decades, is projected to decline 
steeply by 2015.  

• Phosphate exports helped boost GDP growth in Nauru to 4.0% in 2011 after recording a zero growth 
in 2010. 
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Tourism and remittances are recovering in some countries 
 
• In Vanuatu the economy grew by 4.3% in 2011, driven by continuing improvements in tourism 

numbers and increased remittances. Non-resident visitor arrivals in Vanuatu rose by 19% in the first 7 
months of 2011. 

• The 2009 tsunami in Samoa caused significant damage to the economy. The expansion of donor and 
government reconstruction spending helped offset the impacts of declining remittances and tourism 
arrivals. Growth in 2011 rose by 2.1% from 0.2% in 2010.  

• The economy of Fiji contracted by 0.2% in 2010 as low investor confidence continued. It picked up 
in 2011 with a growth of 2.1%, led by a strong performance in the agriculture and forestry, 
manufacturing, fishing sectors and tourism sectors. Annual visitor arrivals to Fiji were up by 9% 
year-on-year in the first half of 2011.  

• A strong recovery in tourism numbers helped to push GDP growth in Palau as the economy expanded 
by 5.8% in 2011 following 0.3% in 2010. Similarly, the economic situation in the Cook Islands 
improved, with the economy recording growth of 0.2% in 2010 and 3.4% in 2011 as tourism 
recovered. 

• The economy of Kiribati grew by 1.8% in 2010. The economy is dominated by the public sector 
enterprises with key sources of income being fishing license fees, aid, remittances and the Revenue 
Equalization Reserve Fund (RERF) which helped raise GDP growth to 3% in 2011. 

• While Tonga has made good progress towards achieving the MDGs, economic performance remains 
weak. Tonga recorded 0.3% growth in 2010 and a negative growth of 0.3% in 2011. Remittances to 
Tonga have been trending lower since the global financial crisis in 2008.  
 
Inflation is a concern  
 

• Almost all the economies in the Pacific subregion experienced higher inflation rates in 2011. 
• In Papua New Guinea, inflation rose from 6% in 2010 to 8.7% in 2011. Price increases were largely 

driven by high imported inflation and continuing capacity constraints as a result of a strong domestic 
demand created through increased government spending and construction activities associated with 
LNG project. 

• In Fiji, the devaluation of the domestic currency in 2009 led to significant increases in the prices of 
fuel and essential imported consumable goods and services. Although inflation was contained at 5.4% 
in 2010, it rose to 8.7% in 2011 due to higher global fuel prices, a rise in the value-added tax (VAT) 
rate and a decision to raise the minimum wage by 10% in May 2011. 

• Inflation in Solomon Islands fell to 1.0% in 2010 and then climbed to 7.4% in 2011, driven by higher 
food and fuel prices. A rapid increase in mining exports in early 2011 also stoked inflationary 
pressure as a result of the consequent rise of funds from abroad.  

• In Samoa, inflation has been subdued with prices falling in 2010 and then rising by 2.9% in 2011. 
Much of the price increase can be attributed to higher oil and food prices. Imported food items, such 
as chicken, sugar and rice, also rose and contributed to higher imported inflation.  

• Inflation in Tonga moved in a similar pattern, rising to 3.6% in 2010 and 6.1% in 2011. The higher 
price level was mainly due to high oil, food and tobacco prices.  

• Inflation in Vanuatu has remained modest compared to other economies in the subregion with prices 
trending lower since 2009. The country registered an inflation rate of 2.8% in 2010 and 0.8% in 2011. 
Subdued domestic inflationary pressures can be attributed in part to continued relatively sluggish 
economic activity.  
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Mixed picture in terms of budget performance 
 
• Pacific island economies continue to face tremendous challenges with fiscal management with many 

countries running budget deficits. Higher than expected revenues in 2011 did, however, contribute to 
improvements in the fiscal balances of many economies in the subregion.   

• In Papua New Guinea the fiscal position remains healthy, buoyed by strong growth in tax and royalty 
revenue from projects in the mining and petroleum sectors. Total revenue and grants were much 
higher in 2011 compared to the previous year.  

• Fiji was able to achieve its budget deficit target of 3.5% of GDP in 2011, with government 
expenditures being closely in line with the budget target and increasing revenues. Government debt 
has been on the rise and interest payments are equivalent to around half of the government’s wage 
bill.  

• The Solomon Islands is heavily dependent on donor support, with about a half of government 
expenditure funded by grants. Strong production of timber and favorable prices in 2011 resulted in a 
substantial increase in export duties and total revenue.  

• The budget deficit in Samoa improved slightly to 6.5% of GDP in 2011 from 7.4% in 2010. While 
both government revenues and current expenditures were generally in line with budget targets, 
development expenditures were under spent by 18.9% in 2011. 

• Tonga enjoyed a relatively strong increase in revenues during 2011, with the total intake up by about 
5.8% from the year before.  

 
Current account deficit widened in some economies as growth of imports outpaced growth of 
exports 
 
• While monetary policy is primarily used for preserving international reserves as a result of fixed 

exchange rates in most economies in the Pacific, some countries have tried to lower official cash rates 
to reduce interest rates and stimulate investments aimed at promoting economic activity.  

• As many of Pacific island economies are dependent on exports of primary products and tourism, 
maintaining the competitiveness of their exchange rate is vital in the current economic environment. 

 
Persistent current account deficits 
 
• Pacific island economies face high and rising current account deficits, reflecting general weakness in 

merchandise exports.  
• Although Solomon Islands has a number of commodity exports, its large current account deficit 

improved to 11.2% of GDP from 27.6% of GDP in 2010, reflecting the large volume of imports 
financed by aid flows. Exports increased by 29.5% in 2011 backed by timber exports and the 
expansion of mineral exports. In the first nine months of 2011, timber production in Solomon Islands 
surpassed total output in 2010 and for the whole year, it exceeded the historical peak of more than 1.5 
million cubic meters reached in 2008. 

• Vanuatu had a current account deficit of about 6% of GDP in both 2010 and 2011. The relatively low 
deficit was in part due to growing tourism, merchandise exports and remittances.  

• Tonga’s current account deficit deteriorated to 11% of GDP in 2011 from 9.4% in 2010. Remittances 
have been declining since the global financial crisis in 2008. The value of remittances in the year to 
September 2011 fell 11.9% as compared to the same period in the previous year. 



 4

• Samoa’s trade deficit in widened in 2011 due to a decline in export payments and higher import 
payments. It’s current account deficit is estimated to deteriorate to 9.3% of GDP in 2011 from a 
deficit of 8.1% of GDP in 2010.  

 
Future outlook and policy challenges 
• The economic performance of the Pacific island developing economies as a group is expected to 

slacken slightly in 2012.  
• The economies of the Federated States of Micronesia, Palau, Papua New Guinea and Solomon Islands 

are expected to slow, while those of the Cook Islands, Fiji, Kiribati, the Marshall Islands, Nauru, 
Samoa, Tonga, Tuvalu and Vanuatu are projected to see improvements in GDP growth in 2012. 

• The Eurozone crisis is unlikely to have a significant direct impact on Pacific island developing 
economies. The performance of the United States economy is important to some Pacific island 
developing economies as the major source of remittance inflows to these economies is from nationals 
living in the United States. 

• The performance of the tourism sector is also important to the economic prospects of many 
economies in the Pacific, as was the case in 2011 when the tourism sector rebounded in mid-2011 and 
contributed to economic growth in several economies.  There are clear signs of strong competition for 
tourists among Pacific destinations. 

• Recent progress in fiscal management in the subregion is a welcome development and should be 
sustained to build fiscal space for responding to economic shocks. To achieve long-term fiscal 
sustainability, the Pacific island developing economies need to reduce their budget deficits and 
initiate broader based tax reforms. These economies should also continue their efforts to advance 
fiscal consolidation and wind down public debt.  

• Improving the resilience of the Pacific island developing economies to future economic and financial 
shocks is an ongoing challenge. In the short-term there is a need to address the following issues:  
(1) Maintaining macroeconomic stability and improving their fiscal positions;  
(2) Maintaining inflation levels at an acceptable level so that the poor are not affected in a 

significant way;  
(3) Addressing unemployment through deliberate job creation opportunities; and  
(4) Continuing to review and refine social protection policies so that those living below poverty 

levels are looked after. 
• Unemployment, especially among youth, presents a major challenge for many economies and could 

have implications on social and political stability if not addressed. 
• The economies in the subregion must continue to improve their infrastructure, look for new sources 

of economic growth and reform their governance structures to improve accountability. They need to 
strengthen collaboration at the political level to accelerate the integration and connectivity within the 
subregion.  

• Meaningful regionalism and integration with Australia and New Zealand, and pooling of resources to 
improve trade within the subregion could also support resilience of their economies and provide a 
platform for better integration of their economies with the wider global community, including with 
their dynamic Asia-Pacific neighbours. 

 

 
 


