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Abstract
Vanuatu will graduate from the least developed country (LDC) category on 4 December 2020.
This will be a momentous occasion, heralding a new era in the nation’s development journey.
However, it will be essential to carefully manage the transition leading up to, and following
graduation. A smooth transition will be dependent on improving institutional and productive
capacity; providing the stimulus for the private sector to flourish; ensuring inclusive, culturally
sensitive development; and working to mitigate the country’s deep-seated vulnerabilities.
Transition strategies should be led by, and continue to inform, the implementation of Vanuatu
2030 | The People’s Plan - the national sustainable development plan - and be integrated into
sector strategies and action plans. Overcoming the challenges and maximizing the opportunities
associated with graduation will require collaborative partnerships between government,
community leaders, businesses, civil society, and the country’s development and trading partners.
Working together, these partnerships should honour the global commitments made by the
international community and serve to deliver the development aspirations articulated by the
people through Vanuatu 2030.
This background paper is intended to build awareness and increase understanding of the key issues
associated with Vanuatu’s graduation to help inform national consultations, and the formulation
of strategies that guide the smooth transition. It is based on a synthesis of the existing knowledge
base, analysis and shared learning that exists on the topic, and has benefited from an initial round
of consultations with key stakeholders. While it concludes with a series of recommendations in
support of the formulation of appropriate transition strategies, this paper is not presented as a final
strategy document. Rather, it is envisaged that it will provoke the necessary further thinking,
+
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discussion, research and analysis that will be guided by the National Coordinating Committee for
LDC graduation in the lead up to December 2020.
JEL classification numbers: O21, O23, O56, P41, P45.
Keywords: least developed countries, LDC graduation, smooth transition, Vanuatu.
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I.

Introduction

Vanuatu effectively commenced its journey from least developed country (LDC) status in 1994
when it first exceeded the gross national income and human capital thresholds (see Annex 1).
To be considered for graduation, a country must meet at least two of the three thresholds (or
the income only threshold) in two consecutive triennial reviews undertaken by the Committee
for Development Policy. The criteria for determining eligibility for graduation change over
time, with the most recent thresholds being: Gross national income (GNI) per capita over USD
1,230 (the ‘income only’ threshold is twice the graduation threshold, that is USD 2,460); a
human assets index (HAI) score over 66 measured through health and education indicators;
and an economic vulnerability index (EVI) score less than 32, which measures exposure to and
impact of economic (particularly trade) and environmental shocks.
Since 1991, Vanuatu has consistently met the per capita income graduation threshold, and in
2012 became eligible under the ‘income only’ criterion, having over twice the income per
capita threshold (see figure 1a). Yet, the country’s performance against the human capital
criterion has at times been a cause for concern, particularly over the period 2000 to 2006 (see
figure 1b), when the decline in health and education indicators led to questioning of the results
that had previously been recorded (UNCTAD, 2012). Most striking, however, is the fact that
Figure 1b. Performance against human
capital criterion (% distance from
graduation threshold, 1991-2018)

Figure 1a. Performance against national
income criterion (% distance from
graduation threshold, 1991-2018)
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Figure 1c. Performance against economic
vulnerability (% distance from graduation
threshold, 1991-2018)
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Sources: Adapted and updated from UNCTAD,
Vulnerability Profile of Vanuatu, Geneva (March
2012).; United Nations, Committee for Development
Policy (CDP), E/2015/33, (2015).; United Nations,
Committee for Development Policy (CDP),
E/2018/33, (2018).
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Note: Data in these charts have been standardized into
an index (accounting for changes in methodology over
time) under which the graduation threshold stands at
100, so that performance against the threshold can be
read in percentage terms at any point in time.
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Vanuatu has never come close to meeting the economic vulnerability threshold (see figure 1c).
Vanuatu is amongst the world’s most vulnerable countries.1 The largely intractable nature of
the country’s vulnerabilities is due to its relatively small size (both land mass and population),
distance from major markets, geographic and social fragmentation, and heightened exposure
to disasters caused by extreme weather events, climate change, and volcanic activity. The
permanence of its exposure to economic and environmental shocks in particular has
underscored the country’s concerted diplomatic effort to raise global recognition of, and
responses to, the, precarious pursuit of sustainable development in small island developing
States (SIDS).
The risks associated with environmental and economic shocks have fueled much of the national
concern about losing access to the LDC specific support measures. It has also focused the
country’s diplomatic effort to secure alternative forms of support consistent with the country’s
specific needs and vulnerabilities. The Secretariat of the United Nations Conference on Trade
and Development (2017) has noted that: ‘Of all the least developed SIDS, Vanuatu has been
the steadiest and most consistent in asking UNCTAD to prompt the United Nations system to
make SIDS treatment possible as a substitute for LDC treatment when the latter stands to be
lost’. Moreover, the Committee for Development Policy (2018a) has made special mention of
the fact that Vanuatu remains ‘highly vulnerable’ and recommended that ‘donors and trading
partners extend the maximum possible flexibility and support’ following graduation.
In addition to some concessional financing and preferential aid allocations, most of the focus
of the LDC support measures has been geared towards boosting trading capacity. Perhaps the
most well-known measure is the duty-free and quota-free market access offered by many
countries. Other trade measures include capacity building support and special exemptions
under World Trade Organisation (WTO) obligations. Nonetheless, there seems to be a
consensus emerging that with a few notable exceptions (e.g. Bangladesh) the special measures
have only had limited impact on enhancing LDC exports and promoting integration into the
global trading system (Mollerus, 2012). As more countries than ever are embarking on the road
to graduation,2 there is a growing awareness of the limitations of the generic measures, and the
need for more specific tailoring of measures (Keane, 2016) that better respond to the nuances
of national circumstances, including inherent economic and environmental vulnerabilities, and
the increasing exposure to the impacts of climate change (Gay, 2018).
It is important to note that despite access to LDC support measures since 1985, Vanuatu still
faces significant barriers to international trade. Export earnings in 2017 (VUV 5,909 million
or USD 55.2 million) were about 15 per cent of what the country spent on imports (VUV
39,060 million or USD 365 million), 3 are remain dependent on the same handful of
unprocessed or semi-processed agricultural commodities. Export earnings have grown at an
average annual rate of just under two per cent over the last decade, through a series of volatile
1 The

2017 World Risk Report. Available from https://weltrisikobericht.de/english-2/.
Prior to 2012, only three countries had graduated since the group was formed in 1971: Botswana in 1994, Cape
Verde in 2007, and Maldives in 2011. Samoa and Equatorial Guinea graduated in 2014 and 2017 respectively.
In addition to Vanuatu graduating in 2020, Angola will graduate in 2021. In July 2018, ECOSOC endorsed the
CDP recommendations for Bhutan, Sao Tome and Principe and Solomon Islands to graduate, but deferred a
decision on the recommendation for Kiribati and Tuvalu. The two low-lying atoll States will be the last two
Pacific island LDC countries after the graduation of Vanuatu and Solomon Islands (subject to the General
Assembly endorsing the recommendation). Kiribati and Tuvalu will be considered for graduation at the 2021
triennial review, with at least five other countries, viz: Bangladesh, Lao PDR, Myanmar, Nepal and Timor-Leste.
3 See Republic of Vanuatu, National Statistics Office (2017).
2
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peaks and troughs (see Annex II) that highlight the chronic susceptibility to market
fluctuations, supply side constraints, and non-tariff barriers to trade.
The relatively modest growth in exports does not imply the country has not made significant
advances more broadly. Repeatedly surpassing the economic graduation threshold is testament
to the growth in the economy, especially over the last decade. This growth has been largely
attributed to leveraging a tourism boom, state stability and the effective use of international
development assistance mostly not linked to its LDC status (Shatskova, 2018).
Moreover, since its graduation was formally triggered in 2012, Vanuatu has updated its
overarching policy framework and sectoral strategies in a bid to boost productive capacity,
reduce reliance on imports, improve export potential, raise much needed revenue, and create
gainful employment and income generating opportunities. These measures have been
articulated through the new national sustainable development plan - Vanuatu 2030 | The
People’s Plan, and a suite of new policies across the productive sectors, including the
Agriculture Sector Policy (2015-2030), Livestock Policy (2015-2030), Fruits and Vegetables
Strategy (2017-2027), National Coconut Strategy (2016-2025), Forest Policy (2013-2023),
National Kava Strategy (2016-2025), National Cooperatives Policy (2017-2022), and Strategic
Tourism Action Plan (2013-2018).
The renewal of the national plan coincided with the reset of the global development agenda
that gave rise to the new suite of intergovernmental agreements in 2015, including the 2030
Agenda and the 17 global Sustainable Development Goals (SDGs), the Addis Ababa Action
Agenda on financing for development, the Paris Agreement on climate change, the Sendai
Framework for Disaster Risk Reduction, and the SAMOA Pathway as the international
commitment to supporting sustainable development in small island developing States (SIDS).
These frameworks are all underwritten by a universal commitment that they leave no one
behind, be country-led, and implemented in accordance with national priorities and context.
Vanuatu 2030 has been enacted to contextualize the international 2030 Agenda and the 17
global Sustainable Development Goals (SDGs), providing the basis for mobilizing and
managing domestic resources, and directing international support. In doing so, it also sets the
basis for Vanuatu’s LDC transition strategy.
Interestingly, several interlocutors involved throughout the country’s graduation journey including some who were originally opposed to its occurrence - have pointed to a renewed
policy momentum that has accompanied the adoption of Vanuatu 2030. As one senior official
put it, ‘as a country, we are growing up, and this [transition] is an important next step’. The
next step is not only important, but likely to be even more challenging than before; to translate
policy momentum into further progress against social indicators in both rapidly growing urban
centres and increasingly isolated rural communities, bring about a structural transformation of
the economy, and protect the country’s rich cultural and environmental assets. All of this will
have to happen under the perennial backdrop of climate change, limited resources,
geographical size and remoteness, and the harsh predisposition to natural events and extreme
weather patterns. In this light, the focus of transition shifts from simply mitigating the loss of
existing LDC support measures, to negotiating new ways of working with trade and
development partners to achieve national development aspirations.
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II. Moving from LDC support measures
A. Preferential market access
According to national reporting, Vanuatu’s main exports are coconut products, kava, beef,
timber, and cocoa (see Annex II). Third party reporting, including by the United Nations
Committee for Development Policy (CDP) (2012) and the Forum Fisheries Agency (2017),
point to much higher fisheries exports than reported nationally.4 The discrepancies are due to
the fact third party reports use trade data from importing countries (mirror data) under the
widely held belief Pacific island countries, including Vanuatu, grossly under report fisheries.
It is noted that Vanuatu has a small domestic fishing fleet although there are a large number of
Vanuatu flagged vessels operating in international waters, which may also contribute to the
significant reporting differences. As this issue remains unresolved, this report is based on
nationally reported data, but for the sake of completeness also includes an additional
assessment of fisheries as reported externally.
Over half of Vanuatu’s main exports are currently traded duty-free (see Table 1). With the
exception of beef sent to Japan and coconut oil to Taiwan, this duty-free treatment has not been
afforded under LDC concessional measures provided by most members of the World Trade
Organization, under what is known as the generalized system of preferences (GSP). Rather, it
is due to the market access arrangements Vanuatu has negotiated (e.g. Vanuatu exports kava
duty-free to Fiji under the terms of the Melanesian Spearhead Group Trade Agreement). In
addition to the Melanesian Spearhead Group Trade Agreement (MSGTA), Vanuatu is a
signatory of the Pacific Island Countries Trade Agreement (PICTA), South Pacific Regional
Trade and Economic Cooperation Agreement (SPARTECA), and the Pacific Agreement on
Closer Economic Relations (PACER) Plus, although this has not yet come into force.
Furthermore, global trade liberalization has eroded much of the preferential tariff treatment
provided to LDCs (Drabo and Guillaumont, 2018) as evidenced by the number of countries
that do no longer charge import tariffs on a number of Vanuatu’s main export commodities
(e.g. the United States does not charge duty on kava imports, which is a commitment made
available to all counties).

4

For example, according to the Vanuatu National Statistics Office the value of fish exports in 2016 was VUV 14
million (USD 130,840) while the Forum Fisheries Agency valued it at USD 17.6 million, roughly on par with
the value of copra exports reported that year.
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Table 1. Summary of Vanuatu’s main export commodities in 2017
Per cent of total value
of merchandise tradea

Per cent exported to
main destination(s)b

Duty status
10% General import tariff applied; no LDC concessionc

Copra

30.6

Philippines

95

Kava

21.5

Kiribati

31

0% General commitment available all countriesd

United States

27

0% General commitment available all countriese

Fiji

20

0% Duty-free under MSGTAf

New Caledonia

16

5% General import tariff applied; no LDC concessiong

Malaysia

77

5% General import tariff applied; no LDC concessionh

Taiwan

15

0% General import tariff 4%; LDC concession appliedi

New Zealand

5

0% Duty-free under SPARTECAj

Hong Kong

55

0% Hong Kong is a duty-free portk

China

29

0% General commitment available all countriesl

Australia

13

0% Duty-free under SPARTECAj

PNG

38

0% Duty-free under MSGTAf

Japan

36

0% General import tariff 38.5%; LDC concession appliedm

Solomon Islands

26

0% Duty-free under MSGTAf

Malaysia

89

0% General commitment available to all countriesn

Australia

7

0% Duty-free under SPARTECAj

Thailand (2016)

88

0% General import tariff 3.5%; LDC concession appliedo

Coconut oil

Timber

Beef/ Veal

Cocoa

Fish

13.8

6.1

3.0

2.8

n/a

Sources:
a
Vanuatu National Statistics Office (2018), except for fish which is from Forum Fisheries Agency (2017) based
on data from importing countries. * Due to discrepancies in national and external reporting it is not possible to
attribute a value for fish exports.
b
Ministry of Tourism, Trade, Industry and Ni-Vanuatu Business (2018), except for fish which is from Forum
Fisheries Agency (2017).
c
Republic of the Philippines Tariff Commission (2018).
d
Kiribati Customs Tariff Schedule (undated). Note also that in 2017, Kiribati announced its readiness to trade
under the Pacific Islands Trade Agreement (PICTA), which aims to remove tariffs on all products originating
from member countries by 2021.
e
US International Trade Commission (2018). Harmonized Tariff Schedule (2018 HTSA Revision 12) HS code
1211.90.92.80.
f
The Melanesian Spearhead Group Trade Agreement facilitates duty-free trade between Fiji and Papua New
Guinea, Vanuatu and Solomon Islands.
g
Regional Directorate of Customs of New Caledonia (2018).
h
Royal Malaysian Customs Department (2018).
i
Customs Administration, Republic of China (2018).
j
The South Pacific Regional Trade and Economic Co-operation Agreement (SPARTECA) allows duty-free access
for products originating from the island member countries of the Pacific Island Forum into Australia and New
Zealand.
k
Trade and Industry Department, Government of the Hong Kong Special Administrative Region.
l
The Customs Clearance Handbook (2016), The General Administration of Customs, People's Republic of China.
m
Japan Customs (2018).
n
Malaysian Cocoa Board (2018).
o
Kingdom of Thailand Department of Customs (2018).
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According to the most recent data on tuna exports reported by the Forum Fisheries Agency
(FFA, 2017), the value of tuna exported from Vanuatu in 2016 was USD 17.6 million (VUV
1,883 million), which represents nearly 35 per cent of the total merchandise trade reported
nationally in that year. It is noted this is significantly less that the average value of tuna exports
reported by the FFA between 2008 and 2015, which was USD 118 million (VUV 12,645
million) - nearly double the average value of all other exports combined in that period. In terms
of the 2016 tuna catch, the FFA report most was sent to Thailand (87.5 per cent) and Japan
(12.0 per cent), with both countries offering a duty-free concession to LDCs against the usual
tariff of 3.5 per cent. In its ex-ante impact assessment of the likely impacts of LDC graduation,
the United Nations Department of Economic and Social Affairs (DESA) as the secretariat of
the Committee for Development Policy (CDP) reported that ‘it is unlikely that the higher tariff
rates will significantly affect export quantities of various types of tuna to Japan’ and ‘because
the share of this type of tuna in Vanuatu’s total tuna export value to Thailand was only up to 2
per cent during period 2007-2009, [the] impacts of the higher tariff seems to be minor’ (DESA,
2011). This assessment was made against the much higher tuna export values as reported by
the FFA at this time. Nonetheless, as Vanuatu 2030 seeks to promote the sustainable
development of the fisheries sector for both domestic food security and export potential, it
would be wise to resolve the imbalance in export reporting as part of the LDC transition
strategy. It will be essential for the government to have a full assessment of the potential impact
of tariffs and other measures on its planned expansion of the sector.
In the absence of any bilateral arrangements, Vanuatu’s beef exports to Japan will face a tariff
rate of 38.5 per cent imposed by Japan on all countries that do not have preferential access.
Nonetheless, the Committee for Development Policy has noted that there will likely be little
impact of this tariff being applied because ‘while, beef from Vanuatu will likely lose price
competitiveness, it is regarded as higher quality and “specialty” - i.e. being organic - beef and
does have a captive, though small, market’ (DESA, 2011). These arguments remain relevant,
given the long history, established distribution channels and Japanese investment in the beef
export trade from Vanuatu. That said, it would be unwise to be complacent, especially in light
of Japan’s recent enactment of ‘safeguard’ tariff measures, which saw tariffs raised from the
usual rate of 38.5 per cent to 50 per cent between August 2017 and March 2018. The Japanese
government imposed the tariff increases in response to a ‘surge’ in imports5. While the tariff
hike did not impact Vanuatu or others with preferential treatment (it was targeted towards
imports from the United States), it did exemplify the potential of being caught up in the trade
battles of others, and the need to stay abreast of, and be able to respond to, changing market
circumstances. It is also worth noting that other countries have negotiated preferential
treatment for the export of beef to Japan, including Australia under the Japan-Australia
Economic Partnership Agreement that includes scheduled tariff reductions (currently set at
27.2 per cent and set to reduce further over time). It would be wise for Vanuatu to seek out a
bilateral arrangement to protect its beef trade from any collateral damage from future measures
aimed at other countries, like the 2017 - 2018 tariff spike.
Based on current trading patterns, it is apparent that the overall impact of losing access to the
LDC duty-free and quota-free provisions will have minimal impact on Vanuatu exports. More
broadly, it is evident that the existence or otherwise of import duties is just one aspect of the
complex web of factors that influence trade decisions. Pointedly, the copra exported to the
5

See www.reuters.com/article/us-japan-beef/japan-to-resume-normal-beef-import-tariffs-after-emergency-hikeends-idUSKBN1H608I.
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Philippines and coconut oil to Malaysia, which together accounted for nearly 40 per cent of the
total value of Vanuatu’s merchandise exports in 2017, were subject to import tariffs of ten and
five per cent respectively.
Again, however, complacency is a risky strategy. Over recent years geopolitical tensions,
protectionist policies, and shifting views on globalization have destabilized global trading
systems. The current climate of trade uncertainty has unpredictable consequences for
investment behaviour and international supply chains. Although currently used to a limited
extent, the LDC preferential measures do offer a degree of surety, and act as something of a
safeguard measure to major market changes. In their absence, it will be more important than
even for Vanuatu to continually assess its exposure to changing circumstances in relation to
the key markets it is, or wants to be, part of. For those products that may be impacted by future
tariff changes, it is noted that LDC concessional treatment does not disappear immediately
upon graduation.
There is usually a grace period offered, or open to bilateral negations, and most countries that
have graduated have availed of such extensions. Samoa, for example successfully negotiated a
three-year extension of the GSP scheme with China until the end of 2017 and remains as a
beneficiary of the European Union ‘Everything But Arms’ initiative until January 2019. Samoa
also sought to extend the duty-free arrangements with Japan for noni juice, fish exports and
organic products such as honey, vanilla and cocoa. While the value of Samoa’s exports (and
the share to the total exports) decreased significantly for fresh fish in the lead up to and
immediately after graduation, noni juice and taro exports expanded in the same period (first
half of 2013 and 2014). The Committee for Development Policy monitoring report on Samoa
(CDP, 2015b) concluded that ‘while it is difficult to determine which factors are driving these
changes in the export, the changes are not likely to have been caused by a loss of preferential
market access in some countries, such as Japan’.
There are also alternative measures available under frameworks designed to support (nonLDC) developing countries, for example the European Union’s ‘GSP Plus’, which is a special
incentive arrangement geared towards rewarding governance, human rights and environmental
protection standards. The option of pursuing separate economic partnership or trade
agreements is also available, although this needs to be weighed against the reciprocal rights of
market access these would allow. It would be prudent for Vanuatu to negotiate or avail of any
grace periods in the immediate term. At the same time, it will be essential to identify and
negotiate the most appropriate future preferential trading arrangements for target sectors,
working closely with industry representatives from the main export sectors.
B. Trade capacity building
There are a number of special and differential treatment provisions afforded to developing
countries in relation to World Trade Organization (WTO) commitments that have been made
in recognition of the inherent capacity constraints. These are provisions in existing WTO
agreements that give developing countries greater flexibility with regards to the application of
the often complex legal commitments, as well as affording developed countries the right to
treat developing countries more favourably. The latter is important as the WTO is premised on
the general principle that in the absence of specific bilateral or multilateral trade agreements,
all member states be treated the same in trade matters.

9
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The special and differential treatment provisions are grouped into four main categories: longer
time periods for implementing agreements and commitments; provision of measures to
increase trading opportunities for these countries; provisions requiring all WTO members to
safeguard the trade interests of developing countries; and support to help developing countries
build the infrastructure for WTO work, handle disputes, and implement technical standards. In
addition to the measures available to all developing countries, some WTO agreements also
contain further provisions specifically applicable for LDCs, including extended timeframes to
meet commitments or in some cases partial or full exemptions for implementing commitments.
There are a couple of important considerations in relation to the imminent loss of the LDC
specific measures. Firstly, it will not impact on the broader provisions applicable to all
developing countries - that is the bulk of the concessions made under WTO rules. Further,
while there are a number of very specific measures available (for example, being exempt from
making reaction commitments under Article 15.1 of the Agreement on Agriculture) many are
merely broad statements suggesting members have ‘special regard to’ or ‘take into
consideration’ the special needs of LDCs. It has been observed that the broad recognition of
LDC status has had the positive effect of members ‘exercising due restraint’ in raising matters
against LDCs, and this restraint or special treatment is unlikely to be withdrawn immediately
upon graduation (CDP, 2016b).
The complexity in navigating the WTO rules and agreements requires specialist technical
skills, meaning that there are known issues in accessing the confessional measures and a
general lack of understanding amongst policymaker and stakeholders. Moreover, the special
and differential treatment offered exclusively to least developed countries vis-a-vis WTO
agreements have been found to be inefficient in at least four aspects (Cortez, 2011), namely:
First, they are not easily accessed as they require a certain level of institutional
capacity. Second, when accessible they either need to be complemented by other
policy interventions or are offset by measures taken elsewhere. Third, some do not
respond to LDC needs. Fourth, many are too vaguely defined to provide concrete
benefits.
The latter refers to very broad statements suggesting members should have ‘special regard to’
or ‘take into consideration’ the special needs of LDCs. Nonetheless, this broader consideration
of the special status of LDCs has had the positive effect of members ‘exercising due restraint
in raising matters’, and it would be reasonable to assume such restraint and consideration would
not cease upon graduation (CDP, 2016b).
Perhaps the most visible and utilized facility for LDCs is the ‘Enhanced Integrated Framework’
(EIF),6 which is focused on building trade capacity. Vanuatu has made extensive use of this
facility, which was established in 2007, to fund staff salaries in the Ministry of Trade,
Commerce, Industry and Tourism; strengthen data collection and analysis; and facilitate the
operation of the National Trade Development Committee. 7 Currently Vanuatu receives
approximately USD 300,000 per annum under this facility (under what is known as ‘Tier 1
6
7

See www.enhancedif.org.
Convened three times a year to coordinate trade policy and aid-for-trade projects, the National Trade
Development Committee is chaired by the Minister of Tourism, Trade, Commerce and Ni-Vanuatu Business,
and is made up of representatives of the private sector, and all director-generals, directors and heads of statutory
bodies responsible for trade-related matters.
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funds’), and the current funding package is secured until December 2019. Access to EIF funds
are available for three years after graduation, subject to justification and approval by the EIF
Board. So, if Vanuatu was to negotiate a further funding round beyond December 2019, it may
be possible to extend this support to the recurrent costs of the Ministry until December 2023.
Additionally, Vanuatu has successfully applied for project funds (known as ‘Tier 2 funds’)
under the EIF since 2008. An initial grant of USD 1 million was used to undertake its first
Diagnostic Trade Integration Study (Republic of Vanuatu, 2008) and implement selected
priorities over the period 2008-2012. A further EFI grant of USD 3.15 million was used to
leverage USD 15.6 million from the New Zealand Government to undertake the rehabilitation
of the Port Vila seafront under the auspices of the auspices of the Vanuatu Tourism Investment
Project. Currently, Vanuatu is s utilizing a USD 1.5 million EIF grant for the implementation
of an automated ‘electronic single-window’ bio-security system. A graduating LDC also
retains access to ‘Tier 2’ project funds for three years after graduation, so if the current project
is completed satisfactorily it may be possible to negotiate another capacity building project
prior to the withdrawal of these funds in December 2023.
Importantly, Vanuatu’s graduation from LDC status will occur in the run up to its tenth
anniversary of joining the WTO. The maturity of its membership coupled with graduation from
LDC status may see increased pressure to fulfil outstanding commitments, especially in
relation to reporting and submission of notifications. Some of Vanuatu’s initial notification
commitments made on joining the WTO in 2012 remain outstanding, including on agriculture
export subsidies; intellectual property rights; the Trade-Related Investment Measures (TRIMs)
Agreement; import licensing; quantitative restrictions; customs valuation; rules of origin;
subsidies and countervailing measures; and state trading enterprises. It would be prudent,
therefore, for the LDC transition strategy to include a detailed analysis by the Ministry of Trade
of the outstanding WTO commitments, together with a forward work plan to best position the
country in relation to its WTO membership and broader trade policy, including bilateral and
multilateral and trading priorities. This suggested deeper analysis and strategy formulation
could be designed as a project for funding through EIF funds, and should also serve to identify
future capacity needs within the Ministry of Trade, Commerce, Industry and Tourism as well
as the Ministry of Foreign Affairs and External Trade. The latter is especially important as
much of the country’s bilateral and multilateral trade relations are conducted through the
diplomatic corps.
C. Development financing
Perhaps the greatest concern about LDC graduation amongst some government and political
stakeholders is due to the perception that it will result in a premature reduction in aid flows,
and access to concessional loans. It would appear that these fears are based mainly on the fear
of the unknown rather than the established practices in relation to development assistance,
which suggest that the overall impact of graduation will likely be minimal.
Under the Istanbul Programme of Action (IPoA) for Least Developed Countries, 8 there is a
general target of 0.15-0.20% of donor GNI to be provided as aid to LDCs in the allocation of
bilateral aid. Nonetheless, much of Vanuatu’s development assistance is provided through
bilateral and multilateral arrangements that do not to focus on LDC status, but rather the
country’s geographical isolation, limited resource base, and its inherent vulnerabilities. Other
8

The outcome document of the Fourth United Nations Conference on Least Developed Countries held in Istanbul
9-13 May 2011. Available from http://iif.un.org/content/un-target-oda-ldcs-ipoa.
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factors that influence Vanuatu’s development partnerships are the regional focus of and
proximity to development and trading partners, diplomatic ties, and history of people-to-people
relationships. Interlocutors from the main bilateral development partners have indicated that
while access to certain pots of funds may no longer be available (for example in relation to
trade capacity building support), LDC graduation will not have any bearing on the overall
contribution of future support. Vanuatu should seek to confirm such assurances as it formulates
its transition strategy to ensure continued support and to identify means to overcome the
withdrawal of specific support measures.
In addition, there are a number of targets for the allocation of resources of some multilateral
agencies to direct development assistance in favour of LDCs. However, a survey of the post
graduation perspectives of the main multilateral development partners carried out by the
Committee for Development Policy (2018)9 further indicates LDC graduation will have no
impact in terms of programming decisions and support offered by the European Union (EU),
International Labour Organisation (ILO), United Nations Population Fund (UNFPA), United
Nations Educational, Scientific and Cultural Organization (UNESCO), World Food
Programme (WFP), World Health Organization (WHO), the Global Fund or the Global
Alliance for Vaccines and Immunizations (GAVI). Both the United Nations Development
Programme (UNDP) and United Nations Children's Fund (UNICEF) are required to allocate
60 per cent of regular resources to LDCs, which, although difficult to quantify at the country
level, may lead to a reduction in allocation from these budgets. However, the Committee for
Development Policy report notes that UNICEF stated:
fulfilling the pledge contained in the 2030 Agenda to “leave no one behind”
requires focusing on the hardest to reach children whether or not they are in LDCs,
and many are not. Therefore, UNICEF’s “focus on giving every child and equal
chance in life does not change while a country graduates from the list of LDCs.
UNICEF’s position is indicative of the transformational shift under the new global
development agenda, moving away from a reliance on blanket categorizations, to a more
nuanced consideration of national circumstances.
The main LDC-specific resource that Vanuatu has accessed is the Least Developed Countries
Fund established under the United Nations Framework Convention on Climate Change, and
dispersed through the Global Environment Facility (GEF). 10 This has been an important means
to help develop the National Adaptation Programme of Action,11 and implement some of its
priority actions. To date, Vanuatu has received USD 19.4m (contributing to co-financing four
projects worth USD 82.7 million).12 Vanuatu will maintain access to resources for projects
already approved, but will not be able to apply for new projects under this fund after it has
graduated. Moreover, access to the main Global Environment Facility will remain, and while
this does come with the prospect of greater competition and no priority status as enjoyed under
the LDC fund, Vanuatu has already successfully secured USD 13.6 million under the general
pot to co-fund 12 projects with a total value of USD 44.7 million.
9

See Committee for Development Policy (2018). Summary of Impact Assessments. 20th Plenary Session. United
Nations, 12-16 March 2018, page 4. Available from www.un.org/development/desa/dpad/wpcontent/uploads/sites/45/CDP-2018-5-IAs.pdf.
10 See www.thegef.org/about/funding.
11 See http://adaptation-undp.org/projects/vanuatu-national-adaptation-programme-action-napa.
12 Global Environment Facility (2018). Available from www.thegef.org/country/vanuatu.
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There is no anticipated impact associated with LDC graduation in relation to existing
arrangements with the multilateral financial institutions. The World Bank, Asian Development
Bank, and International Monetary Fund do not factor LDC status into their determination of
priorities, allocation of resources, or lending criteria.
Vanuatu is currently classified as a low-middle-income economy under Word Bank operational
policies, which includes countries with a GNI per capita threshold of USD 1,006 to USD 3,955
but is afforded special status as a ‘small island economy’ thus making it eligible for financing
on concessional terms under the bank’s International Development Association (IDA) arm.
The Asian Development Bank has its own eligibility criteria, based on case assessments,
income and risk of debt distress.
The governments of Japan, Korea and Germany do have LDC-specific concessional lending
packages available, and Vanuatu would no longer qualify to receive the special interest rates
and repayment schedules. Each country does, however, have processes in place to negotiate
loans under a multitude of concessional terms covering thematic focus, income grouping,
repayment and grace period, and whether fixed or variable interest rate is applied. Much of this
information is not made available in the public domain and the transition strategy should seek
to fully understand the options that may be available through bilateral consultation and
negotiations. Bilateral discussions with Japan should be prioritized given the long history of
joint engagement in infrastructure projects especially through concessional loans, and the
potential to strike a preferential arrangement to cover beef exports (discussed above).
The LDC transition strategy will need to be informed by a full analysis of the financing options
available, and especially how these are changing in relation to the Addis Ababa Action Agenda
for financing for development, and the shifts in thinking on climate change. There is a
broadening appreciation of the need to consider climate change in terms of the wider
development implications, for example the link between health and climate change,13 which
provides considerable scope to apply a more holistic approach to sourcing and using climate
financing. A key component of the transition strategy should be to identify financing
requirements for the implementation of Vanuatu 2030, and the options available to meet these
financing needs.
D. Technology transfer
The Technology Bank for Least Developed Countries was established as a new body of the
United Nations in 2016 and became operational at its Turkey based headquarters in June 2018.
This initiative has been a long time coming and seeks to improve technology transfer and the
development of science, technology and innovation in LDCs. It is too early to assess the overall
effectiveness of this facility, and specifically how Vanuatu would benefit. The Committee for
Development Policy (2018) have reported that countries will have access to the services of the
Technology Bank for five years from the date of graduation.
E. Contributions to the UN system
Contributions to the United Nations are based on a scale of assessments that are determined
triennially, and which include gross national income with adjustments for levels of external
debt, low per capita incomes and other factors affecting ability to pay. In accordance with UN
13 See

for example www.who.int/news-room/detail/12-11-2017-launch-of-special-initiative-to-address-climatechange-impact-on-health-in-small-island-developing-states.
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Resolution A/RES/71/251, Vanuatu is required to contribute according to the minimum
assessment rate (0.001%), which is well below the LDC capped maximum contribution of 0.01
per cent of the total regular budget. Graduation will therefore have no impact on the amount
Vanuatu has to pay towards the regular budget or the budgets of the individual agencies that
apply the same assessment criteria. Based on the UN’s regular budget of approximately USD
5.4 billion (2017), Vanuatu is eligible to contribute in the order of USD 54,000 or VUV 5.8
million.
Contributions to peacekeeping operations are discounted by 90 per cent for LDCs, and on
graduation this will revert to a discount rate of 80 per cent, which is the rate for countries with
a per capita GNI under USD 9,861 (Resolution A/RES/70/246). Based on the 2017
peacekeeping budget of USD 7.3b, Vanuatu’s contribution would double, from about USD
7,300 to USD 14,600 or VUV 1.6 million).14
Contributions to the World Intellectual Property Organization (WIPO) and the International
Telecommunications Union (ITU) are based on a voluntary selection of class of contribution
with LDCs able to contribute at the lowest levels. These concessions are lost on graduation,
but in the case of the ITU, the ITU Council can make an authorization for a graduating country
to continue to contribute at the lowest level, and reportedly has done for all graduating countries
so far (CDP, 2018b). Additionally, the UN pays the travel costs for up to five representatives
of each LDC to attend the annual session of the Generals Assembly in New York, and a number
of UN agencies and conventions also have mechanisms in place to fund the participation of
LDC representatives.

III. Planning a smooth transition
A. Towards stability, sustainability and prosperity
Vanuatu’s political leaders are adamant that Vanuatu 2030 | The People’s Plan serves as the
overarching strategy to guide the transition from LDC status. Vanuatu 2030, which was enacted
in 2016 as the country’s national sustainable development plan, charts a path for the
development that is based as much on community wellbeing and environmental sustainability,
as on inclusive economic growth. Like all graduating LDCs, Vanuatu’s success in achieving
its development aspirations will be very much dependent on how it goes about addressing two
main challenges: structurally transforming its economy, and building productive capacity
(CDP, 2017a).
Both Vanuatu 2030 and the global 2030 Agenda offer the chance to integrate the responses to
these challenges into the broader development agenda. Where previously the focus tended to
be on economic growth, it is now apparent that not all types of growth create decent and
productive jobs at sufficient quantities to achieve inclusive and sustainable development. For
this to happen, countries ‘need to produce an increasing range of higher value-added goods and
services, thereby creating jobs that pay higher wages, and allowing countries to upgrade their
skills base and improve their technological capability’ (CDP, 2018b). This accords with
renewed thinking on international support measures for LDCs and graduating countries, which
include placing 'greater emphasis on building domestic savings and investment, and on
14

For a detailed breakdown of the resources to calculate contributions and summary of the LDC specific
concessions. See www.un.org/ldcportal/caps-and-discounts-on-the-contribution-of-ldcs-to-the-united-nationssystem-budgets.

14

MPFD Working Papers WP/19/04

stimulating domestic demand with a view to the development of environmentally-sustainable
productive capacities, which have a direct bearing on poverty reduction, in addition to global
economic integration’ (Gay, 2018).
Domestic efforts to bring about economic transformation in the context of cultural, social and
environmental dynamics have been reignited by Vanuatu 2030, and attributed in part to the
prospect of LDC graduation. 15 Over the last few years, most government ministries have
updated their sector strategies to align with the priorities and development aspirations of the
new national plan. There has been a particular focus on strategies that seek to boost productive
capacity, especially in the agricultural sectors, including the Agriculture Sector Policy (20152030), Livestock Policy (2015-2030), Fruits and Vegetables Strategy (2017-2027), National
Coconut Strategy (2016-2025), Forest Policy (2013-2023), National Kava Strategy (20162025), National Cooperatives Policy (2017-2022), and Strategic Tourism Action Plan (20132018).
While much of the focus of these renewed strategies is on increasing domestic sales, there is
also scope to seek out opportunities for developing quality niche markets that could also be
marketed abroad either by direct exports or through the tourism sector. For example, much of
Vanuatu’s cocoa is currently exported to the bulk grinding markets in Malaysia (see Table 1),
which deal in lower quality and therefore lower prices. With a growing demand for high
quality, single origin chocolate, Vanuatu is poised to benefit from improvements to the quality
of its cocoa product - not just to export better quality beans, but also to develop its fledgling
domestic boutique chocolate manufacturers. 16 A similar story exists for its kava and beef
industries. Building (and maintaining) a reputation for exceptional quality, organic products
not only opens the doors to more markets, but the demand and higher prices paid may help
overcome supply side constraints and non-tariff barriers to export.
Sector plantain exercises have also revealed the need to address longstanding structural issues,
and in 2018 the Council of Ministers initiated an ambitious review of the ‘machinery of
government’ with the aim of improving service delivery through improvements in
performance, accountability, transparency and responsiveness across all arms of government.17
During initial consultations on this paper, senior government officials reiterated the
government’s stance that the LDC transition process directly responds to the implementation
of the national priorities outlined in Vanuatu 2030, and be informed by the machinery of
government review, as well as other reform processes and programmes underway to boost
domestic revenue collection and better manage the allocation and application of domestic
resources and international assistance. In short, LDC graduation will not happen in isolation it will be informed by, and help to inform, activities across all government agencies as they
seek to implement Vanuatu 2030.
The 15 national sustainable development goals and 96 policy objectives collectively seek to
realise the national vision of a ‘stable, sustainable and prosperous Vanuatu’ by 2030. The goals
and policy objectives are deeply interlinked, and broadly cover the range of objectives that
underpinned many of the LDC support measures, notably in relation to reducing poverty and
15 See, for example, www.gov.vu/en/public-information/561-vanuatu-signed-11th-edf-envelope-agreementwith-eu-in-brussels.
16 Pacific Horticultural and Agricultural Market Access Program (PHAMA). Available from
http://phama.com.au/where-we-work/vanuatu/cocoa/.
17 Republic of Vanuatu, Vanuatu 2030 | The People's Plan National Sustainable Development Plan 2016 to 2030,
Final Technical Report, Department of Strategic Policy, Planning and Aid Coordination Government of the
Republic of Vanuatu, Port Vila (2018).

15

LDC Graduation: Challenges and Opportunities for Vanuatu

broadening the economic base, building capacity, institutional strengthening, and boosting
international trade.
Reducing poverty and broadening the economic base
• Safeguarding the traditional economy as a valued means of contributing to the wellbeing
of the population and complementing the formal economy (Policy Objective SOC 1.7)
• Stimulating economic diversification to spread the benefits of growth and increase
economic stability (ECO 1.7)
• Promoting broad-based growth by strengthening linkages between tourism,
infrastructure, agriculture and industry in rural areas and diversify the rural economy
(ECO 3.1)
• Strengthening linkages between urban and rural businesses (ECO 4.2)
• Promoting competition, protect consumers, attract investment and reduce the cost of
doing business (ECO 4.1)
• Increasing agricultural and fisheries food production using sustainable practices (ENV
1.1)
• Reducing reliance on food imports through import substitution for products that can be
produced domestically (ENV 1.3)
Building capacity
• Increasing higher education opportunities, including technical and vocational training
(SOC 2.4)
• Increasing access to knowledge, expertise and technology to enable blue-green growth
(ENV 2.1)
• Improving the collection, analysis and dissemination of market data on the rural
economy (ECO 3.5).
Institutional strengthening
• Improving governance and strengthening institutions (SOC 6.1 - 6.9)
Boosting international trade
• Increasing trade and investment opportunities and reduce barriers, including through the
use of Aid-for-Trade (ECO 1.4)
• Increasing access to markets for Vanuatu exports (ECO 1.5)
• Requiring all new trade agreements to demonstrate tangible benefits in the national
interest (ECO 1.6)
• Increasing primary sector production (ECO 3.4)
• Increasing production and processing of niche products, and value addition to
commodities (ECO 4.3).
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B. Attracting and tailoring support
Navigating Vanuatu’s chosen path towards sustainable development through the complex
network of international rules, norms and systems will require proactive, deft diplomatic
engagement to solicit the support required from both development and trading partners. For
their part, the international community will need to live up to their global commitments on
sustainable development, climate change and financing for development. As has been observed
elsewhere (Gay, 2018), Vanuatu’s experience in utilizing the trade related international support
measures on offer to LDCs has generally been limited in terms of addressing lingering supplyside constraints and trade policy-related obstacles, for example, stringent rules of origin, low
preference margins, limited product coverage and non-tariff measures. According to Gay
(2018), ‘in this respect, Aid-for-Trade has strong potential to become aid for innovation and to
increase supply capacity through infrastructure-building, enhancing firm productivity and trade
policy reforms’ with the proviso that it also ‘needs to be better targeted to consider [the] impact
on trade as well as on inequality.’
Support of the international community will be essential, and the level and type of support
requested will be best informed through meaningful national consultations and analysis of
productive capacity needs. The latter should benefit from the current updates underway to
national trade policy and the Diagnostic Trade Integration Study (Republic of Vanuatu, 2008),
and a range of assessment tools available, including the productive capacity benchmarking
indicators 18 and LDC reports 19 produced by the United Nations Conference on Trade and
Development. These tools, together with valuable experiences from other country case studies
and background reading, are also available from the Vanuatu portal on the Gradjet20 website,
which offers step by step guidance in the lead up to, during and after graduation.
National self-assessments and exposure to what other countries are doing will hopefully open
up new thinking on the type of support that Vanuatu can seek in the future. This need not be
limited to traditional trade-centric measures, but cover a broader avenue of services, including,
for example, investing in national research organizations and think tanks, establishing a fund
to not only build but also maintain vital infrastructure, and accessing new technologies, and
opening new pathways for labour migration.
Benefits of graduation are often cited to include improved country-image and higher rating for
investment by international rating agencies, which may attract larger flows of foreign direct
investment.21 This is somewhat speculative since there is not much data to establish any causal
linkage from graduation to foreign direct investment or loans. Nonetheless, it has been noted
in discussions with development partner interlocutors that graduation may lead to greater
flexibility in terms of the disbursement of aid, including greater use of general budget support,
as well as access to a broader range of commercial and concessional lending packages.
It was further observed that it will be essential to put in place and follow though on necessary
reform programmes to continually improve fiscal management and provide the policy
18

See www.tralac.org/images/docs/9866/benchmarking-productive-capacities-in-least-developed-countriesunctad-may-2016.pdf.
19 See https://unctad.org/en/Pages/ALDC/Least%20Developed%20Countries/The-Least-Developed-CountriesReport.aspx.
20 See www.gradjet.org.
21 See, for example, https://cpd.org.bd/graduating-ldc-group-momentum-prof-mustafizur-rahman/.
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measures to promote broad based economic growth. Reading between the lines, while there is
potentially more flexibility and investment on offer after graduation, it is likely to come as a
reward for success in meeting reform commitments. This change, somewhat, the national
narrative when applying for support, which in the past has tended to highlight problems as
opposed to progress.
The monitoring and evaluation framework for Vanuatu 2030,22 and subsequent improvements
to the Annual Development Report23 have recognized the need to improve data collection and
reporting to not only track progress, but continue to inform sector planning and implementation
activities. These monitoring and reporting improvements can also help Vanuatu to articulate
its case for international support and ensure that support is tailored to national priorities. In that
light, the maturing of the country’s international engagement, evidenced through a more visible
and active presence in multilateral forums and the expansion of its diplomatic footprint print
will likely be an increasingly important tool to solicit the support required and desired. As will
regularly partaking in the voluntary national reviews to the High Level Political Forum on the
2030 Agenda, and it is noted that Vanuatu is scheduled to present its first voluntary national
review in July 2019, when the High Level Political Forum convenes under the auspices of the
UN General Assembly for the first time.
C. Adapting to the new development landscape
Vanuatu’s graduation from LDC status comes at a particularly pertinent juncture in
international development. The 2030 Agenda and the sustainable development goals (SDGs)
provide a globally agreed strategic basis to guide the required structural transformation, with
the emphasis on triangulating economic development with social inclusion and environmental
sustainability. Importantly, country ownership and stewardship, the mobilization and effective
use of domestic resources, and tailoring international support to national priorities are central
pillars of the 2030 Agenda and the SDGs, and the accompanying Addis Ababa Action Agenda
for Financing for Development.
In this SDG era, Vanuatu will need to be especially mindful of the changing nature of
development financing and assistance that is occurring under the new agenda. While it was
noted in the preceding discussions that LDC graduation in itself will unlikely have any
immediate impact on aid flows or significantly alter the access to concessional lending, this
may change as the focus on domestic resource mobilization takes effect, and as the country
progresses against its development indicators. At the same time it is apparent that graduation
may open the door to new financing streams, including through commercial lending and inward
investment. Graduation bestows a certain level of confidence for donors, lenders and investors.
Development progress and boosting domestic revenues are not in themselves challenges; they
are precisely the outcomes sought under the national agenda. However, they will likely lead to
significant changes in the way development financing is sourced and applied in the future. As
Vanuatu prepares its graduation strategy and ongoing plans to implement Vanuatu 2030, it will
need to put considerable forethought into its development financing strategies. Key issues to
address will be the rising cost of securing assistance (i.e. through more and smarter
22

Republic of Vanuatu, Vanuatu 2030 | The People's Plan National Sustainable Development Plan 2016 to 2030,
Monitoring and Evaluation Framework, Department of Strategic Policy, Planning and Aid Coordination, (Port
Vila, 2017).
23 See Republic of Vanuatu, Vanuatu 2030 | The People's Plan National Sustainable Development Plan 2016 to
2030, Final Technical Report, Department of Strategic Policy, Planning and Aid Coordination, (Port Vila, May
2018).
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negotiations), greater emphasis on using aid to leverage private investment, managing the
impact of an increasing external debt burden, and proactively negotiating access to new
financing opportunities. As a starting point, it will be necessary to understand the financing
requirements to deliver the development aspirations in Vanuatu 2030, and to map out existing
and potential opportunities to secure the required funding and investment and inform future
negotiating strategies. It is understood that the Government in partnership with UNESCAP will
commission a detailed technical analysis of the existing financing situation and future
requirements with the aim of guiding forward planning and resource mobilization.
Notably, Vanuatu’s graduation is occurring at a time of increasing risks to the global economic
situation, which are likely to escalate with ongoing trade conflicts amongst the major powers.
Moreover, while Vanuatu’s acknowledged vulnerability to external shocks, exposure to
climate change, and capacity constraints will likely continue to qualify it for ongoing
favourable consideration, this special status cannot be taken for granted. It will be necessary to
continually demonstrate a commitment to improvement and the effective utilization of
concessions and aid provided. Vanuatu can capitalize on the lessons of countries that have
already graduated, which have sought to emphasize polices geared towards reducing their
specific vulnerabilities and playing to their potential strengths. Cabo Verde, for example, is
acknowledged for its strong focus on tourism-related transport and infrastructure, and prudent
macroeconomic management to attract inward foreign investment and increase remittance
flows. Maldives has likewise adopted a strategy of tourism-related growth with changes to
labour laws and migration policy, and has also sought to ensure a degree of diversification of
the economy by seeking to revive its fisheries sector. In Samoa, agricultural diversification and
upgrading has played a key role alongside tourism. In all three cases, since graduation policies
geared towards economic growth have been coupled with ongoing efforts to strengthen health
and education services, and improvements to disaster preparedness.24
The lessons from the literature base and case studies keeps coming back to the need to take
adequate preparations to reduce vulnerabilities, build productive capacity, and transform the
structure of the economy. Key to this seems to be exploiting new opportunities through smart
negotiations for preferential treatment, and through proactive engagement with international
partners. For example, harnessing the 125 special measures available to developing countries
in the World Trade Organization, 25 applying climate funds in support of development
priorities,26 and accessing alternative bilateral measures such as the GSP Plus arrangement with
the European Union.27

24

United Nations Conference on Trade and Development, The Least Developed Countries Report 2016, (Geneva
2016). Available from http://unctad.org/en/PublicationsLibrary/ldc2016_en.pdf.
25 Compared to the 14 measures specifically targeted towards LDCs (UNCTAD, 2016).
26 For example, Samoa secured USD 57.7 million from the Green Climate Fund in 2017 to improve urban and
rural infrastructure.
27 Cabo Verde was admitted to the GSP Plus. More details at http://trade.ec.europa.eu/doclib/docs/
2018/january/tradoc_156540.pdf.
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IV. Summary of costs, benefits and potential mitigating strategies
Costs

Benefits / potential mitigating strategies

Although most of Vanuatu’s main exports do not
avail of the LDC specific duty-free and quota-free
exemptions available in many markets, access to
these exemptions will be lost on graduation (or
following a negotiated extension period).
Most notably the loss of duty-free, quota-free access
will affect current trading arrangements in relation
to beef exports to Japan and coconut oil to Taiwan.

As the country rolls out its revised sector
strategies under the framework of Vanuatu 2030,
there is a chance focus more deeply on the nontariff issues that have held back growth in both
export and domestic markets. Expanding the
focus beyond tariff preferences, and armed with
more detailed product strategies to boost both
quality and supply may open doors to new
markets for high quality, niche products. The
graduation transition strategy may help steer
potential support to implement these strategies,
including funding and technical assistance.

Increased exposure to the risk of getting caught up
in trade disputes of others and potential tariff and
other trade policy changes that arise from these,
requiring increased human and technical resources
to keep abreast of and respond to changes.

While there is a resource cost involved,
enhancing data collection, analysis and reporting
will help strengthen key sectors and better
position them for domestic and international
markets. This should better inform policy
making, negotiations with trade and development
partners, and also improve the enabling
environment for the private sector to grow and
diversify.

Loss of access to funding under the Enhanced
Integrated Framework.

It is noted that access may be phased out over a
five-year transition period following graduation.
It may be possible to use this transition period to
leverage future funding and capacity building
activities through alternative sources. This may
provide an opportunity to better integrate
activities undertaken through the Ministry of
Trade (the focal point for EIF) with other arms of
government, linking to machinery of government
reforms and cross-sectoral implementation of
Vanuatu 2030.

Loss of access to the LDC Fund under the Global
Environment Facility (GEF).

Funding already approved and in the pipeline
will not be affected, and Vanuatu will retain
access to the main GEF fund. The transition
strategy should seek to assess all available
climate funds to determine how these can be best
integrated into the broader national development
objectives to build resilience and address
vulnerabilities. Identifying specific measures to
overcome the notable hurdles in accessing many
of these funds could also be an element of
transition support.
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Costs

Benefits / potential mitigating strategies

Loss of LDC preferential allocation of aid and
potentially higher costs associated
with
concessional loans (i.e. higher interest rates and
shorter repayment periods).

Most of the main development partners do not
use LDC status as a means of allocating
resources to Vanuatu. The global approach to
development financing is shifting under the 2030
Agenda and the Addis Ababa Action Agenda for
Financing for Development with a greater
emphasis on domestic resource mobilization,
blended financing and private sector
involvement. The transition strategy could
provide a timely opportunity to adapt to these
shifts and help inform development financing
options and future negotiations with partners including direct budget support.

Loss of LDC caps to UN contributions and funding
for travel to participate in UN meetings.

Vanuatu’s general contributions to the UN will
not change. The increased contribution to
peacekeeping operations and cost of travel
arrangements may be covered through
negotiations for general budget support. It may
be prudent to use this opportunity to reassess the
way travel is prioritized to ensure best use of
public monies. In any event, ‘paying its own
way’ in important international engagements
(e.g. attending the UN General Assembly) may
add to the country’s reputational standing, and
boost sovereign pride.

Loss of access to the Technology Bank for LDCs.

Vanuatu will retain access for five years after
graduation. It would be wise to monitor the
effectiveness of this facility to inform best
measures to access technology to boost
productive capacity and address vulnerabilities.

Increased human and technical resources associated
with WTO obligations.

There is a resource cost involved, but greater
engagement in such international forums should
benefit Vanuatu in terms of fully utilizing its
membership to maximize opportunities and
advance development priorities. A key concern
regarding concessions for LDCs (14) and
developing countries (125) is lack of awareness
of what they are / how they can be best applied.
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V. Conclusion and recommendations
It is evident that the key to a smooth transition is not just mitigating the loss of LDC
concessional measures, but also using the process to augment existing processes and kickstart
new initiatives to implement the national sustainable development goals and policy objectives.
How Vanuatu can harness this momentum to its best advantage will largely depend on the
existence of a well-informed transition strategy, which focuses on furthering improvements in
macroeconomic and sectoral performance, enhance efficiency and effectiveness of institutions,
and operationalizing commitments to governance for development. There is a global promise
to ensure a smooth transition for LDCs and specific support on offer from the international
community, which should be applied to Vanuatu’s advantage. However, Vanuatu will need to
be in the driving seat to formulate, communicate and apply its transition strategy. The
overarching framework for this will be the national sustainable development plan, and the
coordinated application of the sector plans and strategies that fall under it. To ensure the next
phase of Vanuatu’s development is inclusive and responsive to the needs and wishes of the
population, it will be essential to include and inform the private sector, civil society and broader
community throughout the process.
It is also evident that while the direct impact of moving on from LDC-specific concessions will
be mostly relatively limited, graduation marks the start of what will be a potentially more
challenging phase of the nation’s development journey. Building on past progress to further
improve social indicators and ensure inclusive, sustainable and culturally appropriate economic
growth will be increasingly complex and likely be more resource-intensive. On top of the need
to ensure no-one is left behind (especially in the remote rural areas) and addressing the everformidable vulnerabilities, government agencies and businesses may expect compliance
requirements to be higher in terms of meeting international commitments on trade and
investment.
Soliciting funding assistance will increasingly be based on maximizing impact, and leveraging
private sector investment. These are challenges are related more to development progress than
graduation per se, and if well managed also present the chance to foster a climate of innovation
and competition. Much depends on how national policymaking and implementation is
developed and applied in the next two years leading up to graduation and beyond. The
optimistic outlook is that LDC graduation propels new thinking to old problems, sharpens ideas
and negotiation strategies, enhance efficacy in government project planning, management and
implementation, and promote private growth and diversity. Balancing the level of ambition
with responsible fiscal management will also ensuring that the country delivers services and
infrastructure within its means, and it will be important to continually assess whether the
economy is sufficient to generate the domestic resources necessary, particularly in relation to
infrastructure and adaption to climate change, Such assessments will also help the evolution of
the country’s development partnerships with multilateral and bilateral partners, identifying the
key areas where external resources are required.
Together, Vanuatu 2030 and the global 2030 Agenda have ushered in a renewed, integrated
approach to development. In this new era there is little room for ‘business-as-usual’ or
complacency as Vanuatu strives for further development gains. New challenges will arise as
the country advances against its development aspirations, including the avoiding the so called
‘middle-income trap’. Sustained efforts to achieve the targets under the global and national
development goals will need to be coupled with ongoing forward planning to stay on track, and
revert any backslide on progress made.
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The following recommendations are offered in support of the preparation of a smooth transition
strategy that seeks to minimize the impact of the loss of LDC-specific support measures,
effectively use and expand on existing measures, and identify forward-looking strategies to
finance and implement the activities required to deliver the national development priorities.
Recommendation 1: Undertake national consultations
It is evident that beyond key government stakeholders, there is little awareness or
understanding of the likely impacts of graduation, or how it relates to the national development
priorities. The National Coordinating Committee that has been established to oversee the
transition will help raise awareness and organize the input across all government agencies, and
integrate the activities undertaken by the Ministry of Foreign Affairs (including the Department
of External Trade and oversees missions); Department of Strategic Policy, Planning and Aid
Coordination; Ministry of Tourism, Trade, Commerce and Ni-Vanuatu Business; Ministry of
Climate Change; Department of Finance and Treasury. Further outreach will be required to
include the private sector and civil society groups, as well as development and trade partners.
Recommendation 2: Improve collection, analysis and uptake of market data
Keeping an up to date assessment of the key trends and changes associated with key
commodities and their export markets will not only support transitional planning, but provide
an ongoing valuable tool for policy and business decision making. The initial focus should be
on the primary commodities (kava, coconut products, beef, fish, and cocoa) but expand in time
to identify potential future opportunities that play to Vanuatu’s competitive advantage. As a
priority, a detailed study into the challenges and opportunities for the beef industry would be
useful to help negotiate an extension to existing preferential treatment with Japan, and at the
same time identify future trading opportunities for the industry. This could be linked to the
work currently underway by the Department of Livestock to revitalize the industry. It will be
important to identify additional support in data collection, analysis, reporting and
communication - including the best use of information technology to increase access and
usability of relevant market information.
Recommendation 3: Assess development financing needs
As a starting point, Vanuatu should seek confirmation from bilateral and multilateral partners
that existing levels of support will not be affected by graduation. Looking forward, transition
planning provides a timely opportunity to undertake a detailed assessment of the development
financing needs and opportunities associated with the implementation of Vanuatu 2030 and the
SDGs. This could include an assessment of macroeconomic policy, domestic resource
mobilization, reforms to the budgeting and financial systems, together with current and
projected development cooperation - noting that it will be increasingly important to seek out
means to apply funding across sectors - for example, how to better apply climate financing in
support of broader sustainable development activities. The financing assessment could
catalogue the various lending arrangements and point to strategies to negotiate best available
terms and conditions, linking to demonstrable progress, reform commitments, and
vulnerabilities associated with being a small island developing state. It could further explore
potential avenues to maximize the impact of development funding through leveraging
opportunities and by blending donor, government, loan, and private sector funds.
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Recommendation 4: Prioritize negotiations
Smooth transition will necessitate timely, informed and smart negotiation with development
and trading partners. Given the relatively short timeframe left before graduation, it will be
important to prioritize negotiations (for example in relation to the beef industry) and that the
transition strategy be produced as a ‘living document’ so that information is made available in
a timely fashion to support negotiations.
Recommendation 5: Plan a celebration
While not raising unrealistic expectations, it may be beneficial to mark the occasion of
Vanuatu’s graduation as a celebration of the country’s progress and achievements to date.
Moreover, boosting national pride may provide a strong motivational force to propel the next
phase of the country’s development.
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Annex I. Vanuatu’s LDC graduation timeline
1985

Vanuatu joined the group of least developed countries.

1991

Did not meet the graduation rule under the triennial review despite having a gross domestic product (GDP) per capita
well above the cut off point.

1994

Exceeded two of the three graduation thresholds at the triennial review - GDP per capita and human capital, the latter
measured under an ‘augmented physical quality of life index’ (APQLI). The Committee for Development Policy (CDP)
recommended graduation subject to exceeding these two thresholds again in 1997.

1997

Again, exceeded the GDP per capita and human capital thresholds, and was recommended for graduation by the CDP
and UN Economic and Social Council (ECOSOC). The UN General Assembly, at the behest of the Vanuatu
government, subsequently passed a resolution (A/RES/52/210) setting aside the recommendation. The government had
advanced a persuasive case to give greater consideration to its susceptibility to economic and environmental shocks.
This not only resulted in the deferral of Vanuatu’s graduation, but also contributed to the subsequent overhaul of the
graduation criteria.

2000

Only met the GDP per capita threshold, and the CDP reversed its 1997 recommendation to graduate due to concerns
about stagnated social indicators, and the sustainability of improvements previously recorded.

2003

A new assessment measure was introduced based on gross national income (GNI) per capita, human assets index (HAI)
and economic vulnerability index (EVI). Vanuatu only met the GNI per capita threshold under the new system.

2006

Met both the GNI per capita and human assets index thresholds, thereby pre-qualifying for graduation under the revised
assessment criteria, subject to exceeding these two thresholds again in 2009.

2009

Again, exceeded the same two graduation thresholds (GNI per capita; HAI), but Vanuatu contested the human asset
index measure (specifically the literacy rate), and the CDP did not recommend graduation despite its eligibility finding.

2012

Again, found to meet the same two graduation thresholds (GNI per capita; human assets index), and also to be eligible
for graduation under the ‘income only’ criterion, as GNI per capita now exceeded twice the threshold. CDP again
recommended Vanuatu for graduation, which was endorsed by UN ECOSOC.

2013

The UN General Assembly endorsed the recommendation to graduate and granted Vanuatu, on an exceptional basis, an
additional one year before the start of the three-year preparatory period leading to graduation by 4 December 2017.

2015

Following the devastation unleashed by cyclone Pam, the UN General Assembly further extended the preparatory period
by an additional three years, until 4 December 2020.

2016

Despite the devastating impacts of Cyclone Pam and a slight drop in national income per capita, the economy was found
to be rebounding and it was expected that the country will continue to experience a level of income per capita above
the ‘income only’ graduation threshold.

2017

GNI per capita expected to remain well above the income graduation threshold, and progress on social indicators remain
steady despite a dip in 2015. The Government established the National Coordinating Committee to guide graduation
transition.

2018

GNI per capita and the human assets index score is expected to remain higher than the graduation threshold. However
the CDP notes that Vanuatu remains ‘highly vulnerable’ and recommended that ‘donors and trading partners extend the
maximum possible flexibility and support’ following graduation. National preparatory consultations to commence in
November.

2019

National consultations, further analysis, negotiations, and organization for graduation to continue in order to finalise a
smooth transition strategy based on the implementation of the national sustainable development plan - Vanuatu 2030 |
The People’s Plan.

2020

Vanuatu to graduate from the least developed country status on 4 December, necessitating the ongoing implementation
and management of the transition strategies.

Sources: Committee for Development Policy (CDP) triennial reports to the United Nations Economic and Social
Council (1991 to 2018); United Nations Conference on Trade and Development (UNCTAD). Vulnerability Profile
of Vanuatu, Geneva (March 2012).; United Nations General Assembly, Resolution A/RES/52/210, 18 December
1997. New York.; United Nations General Assembly, Resolution A/RES/68/18, 4 December 2013; United Nations
General Assembly, Resolution A/RES/70/78, 17 December 2015.
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Annex II. Profile of Vanuatu’s key exports between 2008 and 2017
Figure A1. Total merchandise imports and
exports (VUV millions), 2008 to 2017

Figure A2. Value (VUV millions) of main export
commodities exported, 2008 to 2017
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Table A1.
Value (VUV millions) of main export commodities, 2008 to 2017

Copra

Kava

Coconut
oil

Sawn
timber

Beef/
veal

Cocoa

Table A2.
Volume (tonnes) of main export commodities, 2008 to 2017

Total
exports

Copra

Kava

Coconut
oil

Sawn
timber

Beef/
veal

Cocoa

2008

1,194

616

828

167

475

251

4,958

2008

21,380

837

16,545

-

1,023

1,132

2009

569

616

275

45

399

343

4,039

2009

15,107

477

5,316

-

904

1,480

2010

579

508

933

26

494

383

4,480

2010

12,133

498

10,325

-

1,123

1,525

2011

1,065

762

1,592

65

516

247

6,012

2011

13,596

734

12,000

-

1,105

1,068

2012

1,087

661

1,162

42

518

258

5,072

2012

16,336

643

10,011

-

1,031

1,415

2013

452

834

458

165

326

294

3,651

2013

12,508

819

5,535

-

703

1,649

2014

1,485

807

1,081

425

441

454

6,100

2014

25,194

786

9,208

-

1,014

2,025

2015

749

180

826

378

344

330

4,249

2015

12,584

158

6,570

-

677

1,282

2016

1,735

1,206

579

125

318

409

5,446

2016

27,932

1,052

6,056

-

554

2,228

2017

1,811

1,270

814

361

178

164

5,909

2017

22,443

1,150

6,750

-

329

1,010

-8.2%

-0.8%

Average annual growth between 2008 and 2017
5.8%

8.8%

-0.2%

10.8%

Average annual growth between 2008 and 2017
-7.4%

-2.8%

1.9%

29

0.6%

4.4%

-11.1%

-

LDC Graduation: Challenges and Opportunities for Vanuatu

Table A3.
Share of total export value of the main commodities, 2008 to 2017

Copra
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oil
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Table A4.
Value (VUV) per tonne exported 2008 to 2017

Combine

Copra

d share

Kava

Coconut
oil

Sawn
timber

Beef/veal

Cocoa

2008

24.1%

12.4%

16.7%

3.4%

9.6%

5.1%

71.2%

2008

55,847

735,962

50,045

-

464,321

221,731

2009

14.1%

15.3%

6.8%

1.1%

9.9%

8.5%

55.6%

2009

37,665 1,291,405

51,731

-

441,372

231,757

2010

12.9%

11.3%

20.8%

0.6%

11.0%

8.5%

65.2%

2010

47,721 1,020,080

90,363

-

439,893

251,148

2011

17.7%

12.7%

26.5%

1.1%

8.6%

4.1%

70.6%

2011

78,332 1,038,147

132,667

-

466,968

231,273

2012

21.4%

13.0%

22.9%

0.8%

10.2%

5.1%

73.5%

2012

66,540 1,027,994

116,072

-

502,425

182,332

2013

12.4%

22.8%

12.5%

4.5%

8.9%

8.1%

69.3%

2013

36,137 1,018,315

82,746

-

463,727

178,290

2014

24.3%

13.2%

17.7%

7.0%

7.2%

7.4%

76.9%

2014

58,943 1,026,718

117,398

-

434,911

224,198

2015

17.6%

4.2%

19.4%

8.9%

8.1%

7.8%

66.1%

2015

59,520 1,139,241

125,723

-

508,124

257,410

2016

31.9%

22.1%

10.6%

2.3%

5.8%

7.5%

80.3%

2016

62,115 1,146,388

95,608

-

574,007

183,573

2017

30.6%

21.5%

13.8%

6.1%

3.0%

2.8%

77.8%

6.5%

70.7%

Average share of main commodities between 2008 and 2017
20.7%

14.9%

16.8%

3.6%

8.2%

2017
80,693 1,104,348
120,593
541,033
162,376
Average annual growth in value (VUV) per tonne between 2008 and 2017
4.7%

3.9%

8.0%

-

1.8%

Source: Author’s calculations using data from the Vanuatu National Statistics Office, Overseas Trade Statistics,
December (Port Vila, 2010, 2012, 2014, 2015, 2017). Available from
https://vnso.gov.vu/index.php/component/advlisting/?view=download&fileId=1311;
https://vnso.gov.vu/index.php/component/advlisting/?view=download&fileId=3096;
https://vnso.gov.vu/index.php/component/advlisting/?view=download&fileId=4454;
https://vnso.gov.vu/index.php/component/advlisting/?view=download&fileId=4698;
https://vnso.gov.vu/index.php/component/advlisting/?view=download&fileId=4713, respectively
Notes:
1.
The rest of the export commodities in each year generally each contributed to less than one per in each year
reported.
2.
Trade volume data not available for sawn timber.
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READERSHIP SURVEY
The Macroeconomic Policy and Financing for Development Division of ESCAP is undertaking
an evaluation of this publication, LDC graduation: Challenges and opportunities for Vanuatu,
with a view to making future issues more useful for our readers. We would appreciate it if you
could complete this questionnaire and return it, at your earliest convenience, to:
Director
Macroeconomic Policy and Financing for Development Division
ESCAP, United Nations Building, Rajadamnern Nok Avenue, Bangkok 10200,
THAILAND

3. Please give examples of how this publication has contributed to your work:
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4. Suggestions for improving the publication:
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