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1. Introduction1 
 
 

Vanuatu will graduate from the least developed country (LDC) category on 4 December 2020. In the 
same year, the country will mark its 40th anniversary as an independent sovereign state. Both 
occasions warrant a national celebration.  
 
A number of studies have concluded that graduation should open up new opportunities for the next 
phase of development in Vanuatu (Brien, 2019), with no negative impact expected on domestic 
resource mobilization (Soni, 2019), and manageable implications for trade related issues (Gay, 
2019). Nonetheless, the Vanuatu LDC Graduation Smooth Transition Strategy (DSPPAC, 2019) 
being drafted under the guidance of the national coordinating committee2 is an essential guide for the 
transition to developed country status, and to counter the country’s ongoing vulnerabilities. The draft 
graduation strategy rightly points out that both will be dependent on the implementation of Vanuatu 
2030 - The People’s Plan, which is the national sustainable development plan (NSDP). In particular 
it will be essential to plan and act around the growing reality of climate change, especially increased 
frequency and intensity of extreme weather events such as cyclones, droughts and floods, together 
with the ever-present threat of earthquakes and volcanic activity. Additionally, it will be important to 
continue to broaden the country’s economic base, which remains heavily dependent on agriculture 
and tourism, and find innovative ways to redress it small size, remoteness from markets and 
susceptibility to external shocks. These vulnerabilities are not related to the country’s development 
ranking, but as the LDC-specific entitlements and support measures are systematically phased out 
there will be a need to replace them with other means of financing and support (Brien, 2019). Access 
to alternative sources of funding and support will involve increasingly competitive processes and will 
certainly require a deeper understanding of what is available and how to access to it. 
 
This paper builds on the broader analysis undertaken to date to provide a focused look at the impacts 
of graduation on external financing, including the potential loss of LDC-preferential allocations of aid 
and access to LDC-specific concessional loans. It is presented as a background paper for input into 
the national transition strategy, and the suggestions offered potentially serve as the basis for the 
further development of a comprehensive external financing strategy to navigate what is an 
increasingly sophisticated and rapidly changing space. The development of such a comprehensive 
external financing strategy would be complemented by targeted institutional capacity building so that 
Vanuatu can be best placed to draw on existing and new cooperation measures with development 
partners and the wider international community. 
 
The need for a dedicated strategy and institutional strengthening around external financing is dictated 
by the dramatic changes heralded by the adoption of the Addis Ababa Action Agenda during the Third 
International Conference on Financing for Development in July 2015. This signaled a major shift in 
how external financing is to be offered for development projects and programs. As one of a number 
of landmark international agreements signed that year,3 the new financing framework called not only 

 
1 This paper was commissioned by the Republic of Vanuatu Ministry of Foreign Affairs International Cooperation and External Trade with 
funding by the United Nations Economic and Social Commission for Asia and the Pacific (UNESCAP) as an input into the Vanuatu LDC 
Graduation Smooth Transition Strategy prepared by the Department of Strategic Policy, Planning and Aid Coordination (DSPPAC) within 
the Office of the Prime Minister.  
2 The LDC Graduation National Coordinating Committee was established under the 17 March 2016 resolution of the Council of Ministers 
and is comprised of representatives of key government departments and agencies, the private sector and civil society. 

3 Including Agenda 2030 and the global Sustainable Development Goals (SDGs), the Paris Agreement under the United Nations 
Framework Convention on Climate Change, and the Sendai Framework for Disaster Risk Reduction. 



5 

  
 

  Enhancing access to external finance following graduation from the least developed country (LDC) category:  
Vanuatu LDC Graduation Smooth Transition Strategy 

 
 
 

for the mobilization of more amounts to meet the commitments made under the global goals for 
sustainable development, but importantly for new ways of providing the necessary resources. Since 
then, an array of new financing instruments has emerged both within, and in addition to, official 
development assistance (ODA) together with a greater focus on ensuring financial instruments are 
geared to manage risk and vulnerability more effectively to shocks. Staying up to date with the 
evolving financing dynamics will be essential if Vanuatu is to maximize opportunities and mitigate 
challenges associated with graduation. 
 

 

Box 1: The changing dynamics of the LDC group 
 

So far only five countries have graduated from the LDC Group since it was founded in 1971: 
Botswana (1994), Cabo Verde (2007), Maldives (2011), Samoa (2014) and Equatorial Guinea 
(2017). Vanuatu will be the next country to leave (2020) followed by a further 15 countries projected 
to graduate by 2024, including almost all of the Asian and island countries in the group. The 
projected graduations will widen the gap between the remaining LDCs and other developing 
countries, and by 2025 the LDC group is expected to include only two countries outside Africa and 
exhibit more features associated with earlier stages of development: lower income, higher poverty, 
and greater aid dependency 
 
Source: UNCTAD (2016). 
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2. Traditional access to external financing 
 
 

Over the last five years domestic tax collection in Vanuatu has been relatively steady at around 17 
per cent of gross domestic product (GDP) and is projected to remain about this level over the next 
few years (see Table 1). The spike in “other” revenue over the past few years has been attributed to 
the growth in passport sales primarily through schemes operated in China. The significance of this 
revenue stream, estimated to be worth approximately nine per cent of GDP this year, has been 
detailed in the background paper on domestic revenue, including a caution over its longevity and the 
need to formalize a process to save these funds as a “fiscal buffer” to help manage the effects of 
future climate and other natural disasters on the national budget and help repair critical infrastructure 
(Soni, 2019). 
 
Table 1: Government financing (in percent of GDP) 
 2014 2015 2016 2017 2018 2019 

(e) 
2020 
(p) 

2021 
(p) 

Tax Revenue 17.4 16.3 16.3 17.1 17.9 17.7 17.7 17.7 
Other Revenue 2.0 3.9 6.2 7.1 11.9 4.9 4.7 4.5 
Grants 4.1 11.8 8.3 8.4 5.6 5.8 5.8 5.7 
Public and publicly 
guaranteed debt 
(end of period) 

26.1 35.9 46.4 53.2 52.4 52.9 53.9 55.3 

Domestic 6.6 8.7 10.1 9.4 7.3 6.9 6.4 6.1 
External 19.5 27.1 36.2 43.8 45.2 46.0 47.5 49.2 

Source: IMF (2019). 
Note: (e) estimates and (p) projections. 

 
By its very nature, however, external financing is often more volatile than domestic revenue collection 
as it is dependent on a raft of variables that extend beyond national borders and therefore the control 
of national governments. Traditionally, external development financing has tended to be in the form 
of grants, concessional lending, and foreign direct investment (FDI). In recent years these have been 
complemented by increasing flows from climate funds, the blending of grant aid and concessional 
lending and public and private resources, together with a boost in remittances from growing Ni-
Vanuatu participation in regional seasonal worker programs in Australia and New Zealand. 
 

2.1 Grant funding 
 

Least developed countries have long been typified by their reliance on grant aid. On average, in 2016, 
official development assistance (ODA)4 was equivalent to three per cent of GDP in the group of 
countries projected to graduate by 2024,5 compared to 0.2 per cent in other developing countries, 
and about 7.8 per cent for those countries that will remain as an LDC after 2025 (UNCTAD, 2016). 
As the dynamics of the group changes with the looming graduations aid dependency is expected to 

 
4 ODA is defined by the Organisation for Economic Co-operation and Development (OECD) as: “government aid designed to promote the 
economic development and welfare of developing countries. Loans and credits for military purposes are excluded. Aid may be provided 
bilaterally, from donor to recipient, or channelled through a multilateral development agency such as the United Nations or the World Bank. 
Aid includes grants, "soft" loans (where the grant element is at least 25% of the total) and the provision of technical assistance.” For more 
details, visit: https://data.oecd.org/oda/net-oda.htm. 
5 Including Angola (2021), Bhutan (2023), Sao Tome and Principe and Solomon Islands (2024) with a further seven other countries in the 
Asia-Pacific region on track meeting the criteria to leave. 
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become a more dominant trait of the remaining countries (see also Box 1). 
 
This has occurred at the same time that the share of official development assistance (ODA) to LDCs 
has declined, despite the repeated commitment of richer countries to increase ODA allocated to LDCs 
to the equivalent of between 0.15 to 0.2 per cent of their gross national income (GNI). Globally in 
2018 ODA to LDCs declined by 2.7 per cent, which means net bilateral ODA by members of the 
Organization for Economic Co-operation and Development's (OECD) Development Assistance 
Committee6 to LDCs in real terms in 2018 was $27.6 billion, down from $38 billion in 2014, and $46 
billion in 2010 (OECD, 2019a, 2019b). 
 
As the overall amount of ODA allocated to LDCs declines, analysis of aid flows to the first four 
countries to graduate in the 10 years preceding graduation and the post-graduation period (10 years 
in the case of Botswana) also shows a systemic reduction (see Table 2). Notable, however, is the 
fact that the ratio of ODA to gross national income (GNI) remained relatively high in Cabo Verde (14 
per cent) and Samoa (12 per cent). The comparison is complicated by the relatively short periods of 
time since graduation in the case of Samoa, and the spikes in ODA in response to shocks during the 
pre-graduation period (including the devastating tsunami of 2004 in Maldives and 2009 in Samoa) as 
well as many other variables that determine grant aid allocations (UNCTAD, 2016). 
 
Table 2: ODA as share of GNI before and after LDC graduation 
 Pre graduation  Post graduation 
Botswana  2.9  1.3 
Cabo Verde  18.2  14.0 
Maldives  3.4  1.7 
Samoa  12.4  12.0 

Source: UNCTAD (2016). 

 
As seen in Table 1, the ratio of grant funding to GDP in Vanuatu was similarly affected by a spike in 
aid flows following the devastating impact of cyclone Pam in March 2015 and the subsequent injection 
of funds for humanitarian and recovery efforts. The result of this put the average ratio of grants to 
GDP over the last five years at 7.7 per cent, which is on par with the countries that will remain in the 
LDC group after 2025. However, the International Monetary Fund (IMF) expects grant funding to 
stabilize over the next few years at current levels, which this year is expected to be around 5.8 per 
cent of GDP. With the IMF projecting GDP to grow at around three per cent per annum there should 
be a similar modest increase in the actual amounts of grant funding received up to 2021. In line with 
the IMF projections, the Ministry of Finance and Economic Management expects grant funding to 
stabilize at about VUV 7.5 billion (USD 63.9 million) per annum over the next three years (see Figure 
1) (MFEM, 2019).  
 
While the country remains relatively reliant on grant aid, it is important to note that Graduation from 
the LDC Category will not have any impact on current or projected levels of ODA. Discussions for 
this and other studies with the county’s key bilateral and multilateral development partners have 
confirmed that LDC status is simply not a factor in the determination of aid allocations. The exception 
was the United Nations Children's Fund (UNICEF), which is mandated by charter to allocate 60 per 
cent of its regular funds to LDCs, has indicated that it also expects to find ways to continue funding 

 
6 The OECD Development Assistance Committee (DAC) is made up of 30 members of the world’s major donor countries with the World 
Bank, International Monetary Fund, United Nations Development Programme and Asian Development Bank amongst its observers. With 
the notable exception of China, all of Vanuatu’s main donor partners are members of DAC. 
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what it sees as “ongoing essential programs in Vanuatu” on the basis that it is also mandated to 
ensure “no child is left behind” and has a long term relationships in the country (Brien, 2019). 
Moreover, the multilateral financial institutions including World Bank, Asian Development Bank, and 
International Monetary Fund have also confirmed that they do not depend on LDC status when 
determining eligibility for grant funding and concessional loans and have given assurances as such. 
 
The reality is that Vanuatu is and will remain a country of high value strategic importance for its two 
larger neighboring economies (Australia and New Zealand) as well as historical partners (France, 
Japan and United Kingdom) and increasingly so for the competing global powers (China and United 
States). 
 
Figure 1: Grant funding (in VUV millions)

 
Source: MFEM (2019). 

 

2.2 Concessional loans 
 
Perhaps the greatest fear in relation to graduation has been the loss of access to LDC-specific 
concessional loan packages. This is probably due in part to the fact that while LDC status has not 
been a defining part of the grant aid relationship (as discussed above) it has factored in some loan 
negotiations. Moreover, the amount and profile of external debt has increased significantly over the 
last five years (see Table 1) as the government has embarked on an ambitious infrastructure 
investment program alongside development partners. Some projects were delayed due to cyclone 
Pam and additional investments were required to repair damaged roads, bridges, schools, and other 
utilities. While many of these projects have been funded through both grants and highly concessional 
loans, the stock of debt has almost doubled in recent years (MFEM, 2019). To manage this increase 
in debt, the country enacted its inaugural debt management strategy in the months after cyclone 
Pam, with a follow up strategy now in place to cover the period 2019 to 2022. The April IMF Article 
IV Report concluded that Vanuatu’s debt carrying capacity remains moderate given the current level 
of public debt and the generally orderly expansion under the debt management strategy (IMF, 2019). 
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Box 2: External debt in graduated countries 
 

Government debt to GDP in Botswana has averaged around 15 per cent from graduation in 1994, 
peaking at a high of approximately 27.5 per cent in 2012, and currently projected to come in at 
18.9 per cent in 2018 (IMF, 2018a).  
 
In Cabo Verde total public debt nearly doubled to just under 130 per cent of GDP in the decade 
after graduation (2007-16). Debt to GDP fell for the first time in 2017 and is projected to continue 
a gradual decline to just under 121 per cent of GDP in 2023 (IMF, 2018b).  
 
Samoa’s rating for risk of debt distress was revised from moderate to high by the IMF in the 2017 
even though debt to GDP had fallen from 57.8 per cent in 2014/14 to 49.1 per cent in 2016/17 
(IMF, 2018c).  
 
Debt levels in these countries appears to be a continuation of the trends established in the pre-
graduation phase (rather than being attributable to graduation itself) but highlights the need to 
exercise caution to avoid the spiral of debt to unsustainable levels. 
 
Source: UNCTAD (2016). 

  
 

Since 2018, the government has used revenue windfalls predominantly from passport sales to make 
advanced prepayments against both domestic and external debt (Soni, 2019), which are expected to 
be over VUV 3 billion (USD 25.5 million) this year alone (MFEM, 2019). Even so the Ministry of 
Finance and Economic Management has urged caution to avoid debt stress and enable the 
accumulation of fiscal buffers to offset shocks or natural disasters. It has pointed to the need for all 
new infrastructure projects to be properly prioritized and to be financed through highly concessional 
terms or by grants (MFEM, 2019). Adherence to the debt management strategies will be vital to 
preserve fiscal space and safeguard debt sustainability in the face of growing development needs 
and vulnerability to natural disasters. The fact that these strategies have been established ahead of 
graduation is helpful. 
 

2.3 Foreign direct investment 
 
In contrast to the concern that Vanuatu may lose access to concessional financing, there is a broader 
expectation that graduation will “send a strong signal to the rest of the world” that the country is “open 
for business” thereby attracting more foreign investors.7 Foreign direct investment (FDI) is a vital 
source of development financing, and the private sector is increasingly being seen as a legitimate 
and valued partner in supporting government activities, especially in relation to the provision of 
economic infrastructure. The term “private sector” spans a diverse range of actors from individual 
entrepreneurs to multinational companies and includes direct investors as well as financial 
intermediaries, including banks, provident funds, insurance companies, sovereign wealth funds, and 
an array of other institutional and private investors. Table 3 shows FDI inflows into Vanuatu in 
comparison to the graduated island countries and Melanesian neighbors. Over the decade through 

 
7 See for example: https://dailypost.vu/news/vanuatu-poised-to-graduate-from-least-developed-country-status/ 
article_203172ef-98a8-5e83-ab2c-515c4858ee86.html. 
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to 2018, Vanuatu’s FDI inflows averaged 5.3 per cent of gross domestic product, which fared 
relatively well compared to Cabo Verde (6.7%), Solomon Islands (6.4%) and Fiji (6.9%) all of which 
have larger populations and economies and significantly higher average than Samoa (1.6%) and 
Papua New Guinea (0.3%). Maldives recorded the highest average (9.7%) and most consistent rate 
of inflows as a percentage of GDP, and interestingly recorded their best result (15.3%) in the year of 
graduation (World Bank, 2018). 
 
Overall, the somewhat erratic rate of FDI inflows across the sample countries confirms the existence 
of a wide range of factors that contribute to investment decisions and dispels any guaranteed link 
between graduation and increased FDI flows. There may well be a positive signal sent out that the 
country is moving in the right direction for business, but that alone is unlikely to be enough to influence 
investors decisions. Importantly, FDI is contingent not only on the internationally competitive process 
to lure new investors, but also the ongoing existence of a vibrant domestic private sector. Investors 
need to see that success is rewarded and that the existing business environment is conducive to 
growth. This means that governments need a dual focus on promoting domestic investment in, and 
orienting foreign investment towards, development-oriented activities that can help grow the 
economy by creating decent employment and income generating opportunities in both rural and 
urban areas, and through reinvestment rather than the repatriation of profits. 
 
Table 3: Foreign direct investment inflows (in percent of GDP) 

 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

Vanuatu  6.5  6.2  5.3  9.0  7.7  7.7  7.4  1.6  4.2  2.7  2.9  4.3 
Cabo 
Verde 
(graduated 
2007) 

 12.7  11.8  7.4  7.0  5.5  7.3  4.8  9.7  6.0  7.6  6.3  5.1 

Maldives 
(graduated 
2011) 

7.1 8.0 6.7 8.4 15.3 7.9 11.0 9.0 7.3 10.3 10.1 10.5 

Samoa 
(graduated 
2014) 

1.2 7.1 1.8 -0.2 1.2 1.7 1.7 2.8 3.3 0.3 1.1 1.9 

Solomon 
Islands (to 
graduate 
2024) 

16.7 12.4 8.1 24.4 12.9 2.2 4.7 1.8 2.8 3.0 2.8 0.9 

Fiji 13.6 19.3 10.8 5.7 5.7 7.0 5.8 7.8 4.4 7.9 7.4 6.2 
PNG 1.0 -0.3 3.6 0.2 -1.7 -0.3 0.1 -0.1 0.9 -0.2 -0.8 1.4 
Source: World Bank (2018). 
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3. Harnessing new and emerging financing sources 
 
 
Even though there will be limited impact on trade (Gay, 2019), no impact on domestic resources 
mobilization (Soni, 2019), and as discussed in the preceding section, access to aid and concessional 
lending is unlikely to change much as a consequence of graduation in 2020, it will still become 
increasingly important to target alternative sources of development finance. That is not because of 
LDC status, but because of the broader changes that have been occurring on the international 
development stage since 2015; the year that the new international framework for financing 
sustainable development8 was adopted alongside the 2030 Agenda and its global sustainable 
development goals (SDGs). It was no coincidence these and related international agreements were 
all negotiated and agreed in parallel - the idea being that a new set of global economic, social, and 
environmental priorities would be linked to the means to support their implementation by aligning 
domestic and international resource flows. So just as Vanuatu has benefited from adapting and 
localizing the SDGs through Vanuatu 2030 and its 15 national sustainable development goals, the 
country could also benefit from having a coordinated national strategy on the means of financing their 
implementation. With much of the domestic financing strategy in place through the national budget, 
tax and debt management policies, the focus will need to be on accessing new and emerging external 
financing sources. 
 

3.1 Foreign direct investment 
 

No country regardless of its development status will be able to meet their international commitments 
under the 2030 Agenda and the SDGs or their domestic aspirations solely through handouts or cheap 
loans. Mobilizing and managing the scale of public and private investment required presents a series 
of considerable challenges. First of all, just knowing what is available amidst what is a rapidly evolving 
and complex array of financial instruments. Even more complex can be the means of accessing such 
facilities, effectively managing implementation, and collaborating with an increasingly diverse range 
of public and private actors. Adding to the complexity is the increasingly competitive nature of this 
new era of development financing - not because Vanuatu will no longer be an LDC, but because 
every country has signed up to deliver the SDGs (where previously the Millennium Development 
Goals, or MDGs, were focused just on developing countries, and especially least developed 
countries). 
 
Getting ahead in this new complex and competitive era will be dependent on successfully integrating 
national planning with a comprehensive financing strategy. An effective external financing strategy 
will be more than just a list of the growing number financing instruments that are available, including 
for example: green bonds, impact investing, debt swaps, buybacks, build–own–operate–transfer, 
diaspora financing, and sovereign bonds. In fact, it can’t be a single static document, but rather an 
active strategy that responds to prevailing trends and anticipates new and emerging ones. It will be 
based on bringing key people across key agencies9 together to define resource needs, undertake the  
necessary analysis of available options, ensure compliance with or existence of appropriate national 
policies and legislation, and devising a coordinated means of implementation, including the blending 

 
8 The Addis Ababa Action Agenda adopted during the Third International Conference on Financing for Development in July 2015. 
9 Including the Department of Strategic Policy, Planning and Aid Coordination, the Ministry of Finance and Economic Management, and the 
Ministry of Foreign Affairs, International Cooperation and External Trade. 
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of different types of finance and approaches including: domestic public resources, domestic and 
international private business and finance, international development cooperation, and international 
trade. It will seek to deliver on the national priorities while at the same time building the necessary 
“fiscal buffers” to manage risk and vulnerability to shocks. 
 

 

Box 3: Developing a comprehensive financing strategy - a case study from 
Bangladesh 

 
Bangladesh is the largest country expected to graduate from the LDC group (in 2024), with 
arguably the most to lose due to the impact of tariffs on its textile industries - some analysts expect 
Bangladesh to lose up to USD 7 billion as a result of lost export earnings. Nonetheless the 
government has already started celebrating graduation as a national milestone worthy of festivity 
largely because it has in place a national development plan, Vision 2021, together with a costed 
and cohesive national financing strategy, the Perspective Plan of Bangladesh, which outlines the 
resource needs are and how to raise them. 
 
Through the Perspective Plan, Bangladesh was one of the first countries in the world to estimate 
the costs of achieving and localizing the global Sustainable Development Goals (SDGs). Over the 
15-year timeline it has been estimated that Bangladesh will need to raise an additional USD 900 
billion, with annual increases up to USD 32 billion a year between 2017 and 2020, rising to USD 
100 billion a year between 2026 and 2030. The financing strategies cover public, private, and mixed 
sources with a particular focus on remittances and foreign direct investment with strategies to 
encourage investments in specific industries from specific source countries. 
 
Source: UNDP (2019a), DhakaTribune (2018a), DhakaTribune (2018b), Byron and Alamgir (2019).  

  
 

The draft LDC graduation strategy has rightly emphasized the role of the national sustainable 
development plan as the primary basis for ensuring the smooth transition (DSPPAC, 2019). It is a 
position shared by Samoa10, which graduated in 2014, and Bangladesh, which is due to be the largest 
LDC to graduate in 2024 (see Box 3). The next step will be to undertake a full assessment of 
development financing needs to implement the national development priorities. Neighboring 
Melanesian countries Solomon Islands, Papua New Guinea, and Fiji have all undertaken a 
development finance assessment (DFA) under UNDP’s Financing Solutions for Sustainable 
Development platform (UNDP, 2019b). This and other tools exist to help strengthen the link between 
planning and finance policy functions, expand the understanding of financing amongst state and non-
state actors, keep abreast of new and emerging forms of financing, and more effectively manage 
development finances for better results. 
 

3.2 Exercise cautious innovation 
 
Innovation should certainly be a key element of any financing strategy to stand out amongst 
heightened competition, and to remain relevant. This is especially the case for Vanuatu given its 
relatively narrow tax base, geographic isolation, and small size. If the country is going to realize its 

 
10 From the presentation of Ms Peseta Noumea Simi, Chief Executive Officer, Ministry of Foreign Affairs and Trade, delivered by Assistant 
CEO for Trade, Ms Nella Tavita-Levy to the Vanuatu LDC National Validation Workshop, 30 October 2019. 
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ambitions under the national development plan, and particularly the level of investment in 
infrastructure envisaged,11 then it will need to embrace new partnerships especially between public 
and private finance providers to explore innovative ways of raising the necessary capital. In a recent 
example of this, Vanuatu and the United Nations Industrial Development Organization (UNIDO) have 
agreed to work closely together to build on a proposed public-private financing facility that is to be 
implemented in conjunction with the Reserve Bank and the Chamber of Commerce and Industry with 
the view of raising USD 150 million over the next few years to finance key investments to promote 
agro-based industry and an inclusive tourism sector.12 
 
Pursuing innovative financing should not a case of throwing caution to the wind, but rather one of 
balancing ambition with due diligence and sound judgement. Given a somewhat checkered past that 
has unfortunately included some dubious funding schemes peddled across the Pacific region it will 
always pay to proceed with a degree of considered caution. With that in mind, drawing on the 
resources, experience, and expertise of trusted partners such as recently done with UNIDO is a 
commendable way of exercising cautious innovation to find ways to address the financing gaps that 
go beyond traditional public private partnerships through “blended finance” that effectively pools 
public and private resources and expertise. If done well such arrangements can not only raise new 
capital but can also pave the way for better means of implementation and the exchange of technical 
knowledge and expertise through strategic partnerships between governments, business, civil 
society, philanthropic institutions, development banks, and private for-profit institutions. 
Nevertheless, the complexity of such financial instruments and partnerships warrants further caution, 
and it has been suggested that the use of intricate blended finance arrangements be restricted to 
projects that would not be undertaken in the absence of such arrangements, and that they be 
prioritized with the same degree of scrutiny of the economic and social benefits as projects 
undertaken with borrowed funds (UNCTAD, 2016). 
 

3.3 Capitalize on good bilateral, regional, and international relations 
 

Vanuatu is fortunate to have a solid history of mutually beneficial relationships with its key bilateral 
and multilateral development partners. The country is also enjoying what seems to be a period of 
particularly good standing with the international community stemming from a range of complementary 
factors, including: the remarkable recovery from cyclone Pam; having a well thought out national plan 
that articulates both national priorities and contextualizes the global goals; increasing diplomatic 
engagement; demonstrated respect for the rule of law (Putz, 2016); and leading on pressing issues 
such as plastic waste and ocean pollution (Visser, 2019). Maintaining good relations and a positive 
reputation, and leading by example on matters of regional and international importance go a long 
way towards fostering the types of relationships that underpin trust and unlock credible sources of 
development financing on favorable terms. However, as the range of international development and 
trading partners expands, so too does the extent of global influences and with it the international 
financing landscape becomes increasingly fragmented and complex as it evolves over an ever-
growing spread of individual but interrelated multilateral, regional and bilateral, public, and private, 
institutions and mechanisms. Navigating this web of relationships, rules and requirements requires a 
deft hand and a clear strategy that spans foreign policy, national development, and financing. The 
absence of such coordination risks fragmentation of investments that may be driven not by national 

 
11 See Vanuatu Infrastructure Strategic Investment Plan 2015 – 2024. 

12 For more details, visit: https://www.unido.org/news/unido-and-vanuatu-strengthen-partnership-innovative-financing. 
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interests but by the priorities of funders, be they donors, lenders, or investors.  
 

3.4 Manage risk and vulnerability 
 

Notwithstanding the fact that Vanuatu’s acknowledged vulnerability to external shocks, exposure to 
climate change, and capacity constraints will likely continue to qualify it for ongoing favorable 
consideration from existing and new development partners, the country needs a cohesive financing 
strategy to manage risks and vulnerability. An IMF working paper for Pacific Island countries 
(Nishizawa, Roger and Zhang, 2019) explores the need to establish “fiscal buffers” as a means of 
self-insurance against natural disasters and external shocks. It has been observed that the genesis 
of such a mechanism already exists in Vanuatu by virtue of the prevailing system of “quarantining” 
receipts from passport sales, but that it should be formalized to create a dedicated fund to be drawn 
down only in the case of a natural disaster, and to which donors could contribute (Soni, 2019). 
 
Moreover, the lessons from the literature and graduation case studies keep coming back to the need 
to take adequate preparations to reduce vulnerabilities, build productive capacity, and transform the 
structure of the economy (Brien, 2019). These remain the key steps for Vanuatu to focus on as it 
embarks on its next phase of development and deliver on the national development aspirations in 
Vanuatu 2030. Perhaps the most visible mechanism for vulnerability management has been climate 
financing, and in recent years Vanuatu been relatively successful in this space, securing over USD 
30 million through the Global Environment Facility towards projects worth in excess of USD 120 
million. But as the impacts of climate change increasingly compound existing development 
challenges these project funds alone will not be enough to build the necessary resilience and will 
instead need to be part of a broader suite of funds and interventions. 
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4. Conclusion and recommendations 
 
 

Vanuatu’s transition out of the LDC group and into its next phase of nation building will primarily be 
guided by the implementation of the national sustainable development plan: Vanuatu 2030 - The 
People’s Plan. This will be supplemented by a national graduation strategy, which seeks to identify 
the key actions required to ensure a smooth transition. Often there is no clear demarcation as much 
of the preparations for, and responses to, graduation are simply part of the broader development 
journey. 
 
Perhaps the most important lesson from the research and consultations underpinning the graduation 
strategy is, that in itself, leaving the LDC group will have little direct impact for Vanuatu. The focus 
and preparation, however, may well give rise to new opportunities especially in relation to 
international development financing.  
 
The following are suggested as the keys to unlocking such opportunities. 
 

4.1 Reset the narrative 
 

Much of the public and political discourse around graduation has tended to focus on what the country 
may lose, with the implication being that it would be better off remaining within the group of least 
developed countries. Repeated analysis has demonstrated that in fact there is little or nothing to lose, 
just as there is little or nothing to gain by remaining in a group that in a few years will be typified by 
lower incomes, higher poverty, and greater aid dependency. Significantly, over the course of the last 
year or so, the private sector, through the Chamber of Commerce and Industry, has shifted from 
essentially opposing graduation to generally supporting it, with the proviso that the focus shifts from 
mitigating perceived losses to maximizing the potential for gain. This is an important shift in narrative 
that may help better promote Vanuatu as a destination ripe for both domestic and foreign investment. 
It also signals a greater level of development maturity to the international community, and importantly 
better focus the discussion for a broader national audience that simply does not need to get bogged 
down in the technical detail of graduation thresholds and classifications. 
 

4.2 Quantify financing requirements 
 

The starting point for an external financing strategy should be an assessment of the cost to implement 
Vanuatu 2030 and in doing so achieve the national commitments under the global 2030 Agenda and 
the sustainable development goals (SDGs). This assessment should indicate levels and timing of 
additional funding required, which can then be mapped against a targeted assessment of financing 
options to kickstart new initiatives to achieve the national sustainable development goals and policy 
objectives. The external financing strategy will need to be closely coordinated across the Department 
of Strategic Policy, Planning and Aid Coordination, Ministry of France and Economic Management, 
and the Ministry of Foreign Affairs, International Cooperation and External Trade. 
 

4.3 Stay focused 
 

Vanuatu's existence as a small island state in this alarming era of climate change is far more defining 
than any development “status” or label. Managing vulnerability and embracing diversification and 
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innovation should rightly remain at the forefront of national planning and financing strategies. 
 

4.4 Stay relevant 
 

Effective communication, thorough preparation and proactive engagement will be essential to 
achieving Vanuatu’s development aspirations and remaining relevant in the eyes of the public, private 
investors and international development and trading partners.  
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