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Abstract 

 

This paper outlines the recent development trajectory of Kiribati in relation to the least developed 
country (LDC) categorisation and the prospect of Kiribati’s graduation out of LDC status. In 
particular, the paper discusses the economic vulnerability of Kiribati’s economic and fiscal 
position due to recent increases in fishing license revenue, and presents a framework for policies 
moving forward. The framework aims to mitigate the fishery revenue as a source of risk by (1) 
making the most of current resources (through public financial management reform and prudent 
fiscal management), (2) ensure the sustainability of the key resource (protect fish stocks), and (3) 
create an environment for new opportunities through establishing the precursors to tourism-
orientated development (through deregulation and investment in public infrastructure). More 
broadly, the paper advocates for a risk-averse approach to policymaking in Kiribati through broad-
based improvements in public financial architecture and investment rather than targeting higher-
level interventions. 

JEL classification numbers O14, O23, O56, P41, P45. 

Keywords: least developed countries, LDC graduation, smooth transition, Kiribati, Small island 
developing States.
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I. Introduction 

The least developed country (LDC) category was initially created as a recognition that certain 
countries face particularly serious obstacles to achieving the structural transformation needed to 
advance economically and socially. Special international support measures (ISMs) were 
developed for LDCs to enable them to derive benefits from the global economy and escape from 
the poverty trap, commodity dependence, and low diversification (UNCTAD, 2016). There are 
about 136 LDC-specific ISMs across the spectrum of development finance, trade and market 
access, technology transfer, and technical assistance which are systematically phased out upon 
graduation, or on negotiated timetables with relevant partners. 

In principle, graduation should mark the point at which an LDC has developed sufficiently to 
sustainably engage with international markets, without requiring the maximum concessionary 
treatment from development partners (or relapsing into LDC status). Of the 5 countries that have 
graduated from the category to date,1 none have been readmitted, and several more are scheduled 
to graduate after reaching the qualifying criteria.2 The Istanbul Programme of Action (IPoA) 
includes the ambitious target that half of LDCs should satisfy the criteria to graduate from the 
category by 2020 – an ambitious target given that only 10 of 52 have graduated or are scheduled 
to graduate as at December 2018.3  Box 1 provides a brief explanation of  the LDC graduation 
process.   

The loss of ISMs and the optics that a country may no longer require special assistance have 
spurred some developing countries to pursue longer graduation timetables than those agreed under 

                                                
1 The five countries that graduated from the LDC category are Botswana (graduated in 1994), Cape Verde (2007), 
the Maldives (2011), Samoa (2014) and Equatorial Guinea (2017).  
2 Vanuatu is scheduled to graduate in 2020, Angola in 2021, Bhutan in 2023, and São Tomé and Príncipe and the 
Solomon Islands in 2024. 
3 www.un.org/development/desa/dpad/least-developed-country-category/ldc-graduation.html (accessed 14 
January 2019).  

Box 1. LDC Graduation in brief 

Graduation from the LDC category requires the meeting of three threshold values for gross 
national income, the economic vulnerability index, and the human assets index.  In order to be 
considered for graduation, a country will normally exceed at least two of the graduation 
thresholds for two consecutive triennial reviews, or achieve 200 per cent of the income 
criterion for two consecutive triennial reviews. Once graduation has been agreed by the 
Council, the transition process begins, with graduation from the LDC category (and its 
supporting ISMs) usually occurring around 3 years after the date of graduation. However, a 
longer graduation period can be considered by the General Assembly on a case-by-case basis: 
Vanuatu, Samoa, and the Maldives have all been granted such extensions based on natural 
disasters during the graduation period, with Samoa and the Maldives extending the graduation 
timeline to 6 years instead of the usual 3. The United Nations General Assembly resolutions 
A/RES/59/209 and A/RES/67/221 and the resolution adopted by the United Nations Economic 
and Social Commission for Asia and the Pacific (UNESCAP), ESCAP/RES/74/1 further 
recommend a smooth and predictable transition strategy out of ISMs for graduating LDCs that 
can be on a systematic or bilateral basis with partners (as appropriate).  
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the general guidelines. The principle fear for some LDCs is that they could graduate only to be 
readmitted due to an economic shock at some future point. Perhaps in response to this, the 
narrative from UN agencies has been ‘graduation with momentum’ (UNCTAD, 2016), with an 
increasing focus on supporting graduating countries to adapt to operating in the post-graduation 
world. However, in keeping with fears surrounding relapsing back into the LDC category, 
questions surrounding those LDCs where ‘momentum’ may not be sustained or where the typical 
indicators for LDC status might not be appropriate are important to be addressed. 

In this regard, Kiribati makes an interesting case study, as although it has met the criteria for 
graduation five times since 2003 (out of a possible six assessments) – three of those being the 
consecutive reviews of 2012, 2015, and 2018 – it is ranked as one of the most vulnerable countries 
to economic shocks in the world (CDP, 2018a). As with most small island developing States, its 
GDP has grown significantly in recent years but progress is fragile and reversible, with climate 
change affecting almost every facet of society and the economy. This paper explores the 
challenges that Kiribati faces in graduating and attempts to show that graduating with 
‘momentum’ may be difficult for Kiribati to achieve in the medium term as economic 
vulnerability is likely to remain the key challenge into the future. The paper also presents a 
framework that Kiribati might consider when assessing what reform pathways present the best 
opportunities to continue the growth trajectory that has, up to this point, been driven almost 
exclusively by recent improvements in fishing revenue. 

 

II. Background: Kiribati 

As a small island developing State with 110,136 people spread across 33 atolls and 3.5 million 
square kilometres of ocean, Kiribati faces significant economic and service delivery challenges. 
In addition to being one of the countries most affected by climate change, other challenges stem 
from a highly dispersed population, remoteness to major markets, lack of arable land, a narrow 
economic base, and the dual problems of sparse outer island communities and heavy 
overcrowding in the capital. 

Kiribati’s low-lying atolls are an average of 1.8 m above sea level and the capital, Tarawa, is 
around 4,000 km from the nearest major markets in Australia, New Zealand, or Hawaii. 
Economically, Kiribati is dependent on fisheries license revenue, which over the past 5 years, has 
varied between 60 and 90 per cent of GDP. While a rapid increase in fishing license revenue since 
2014 has dramatically improved the capacity for expanded government spending, Kiribati is still 
rated as one of the poorest countries in the Pacific region. The UNDP Human Development Index 
in 2016 placed Kiribati at a low rank of 137, a decline from its rank of 133 in 2014.  

With relatively low-income levels and a high cost of service delivery, there are significant gaps in 
the provision of public services. For example, there are significant gaps in the health system, the 
majority of homes do not have water or sanitation and, until 2017, regular power on the main 
island was rare. The ability of government services to respond to these multiple challenges is 
strained, and while public infrastructure has been a focus of major development partners, much 
work remains to be done. The Kiribati Participatory Poverty Assessment (ADB, 2007) found that 
around 5 per cent of the population experienced food poverty, while basic needs poverty is much 
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higher at around 21.8 per cent. However, this masks significant geographical differences,4 and if 
the basic needs poverty line were 20 per cent higher, the national poverty rate would have been 
34 per cent. While there has been no direct survey of household income since 2006, real GDP per 
capita declined by just over 10 per cent between 2006 and 2011, before rising again to return to 
its 2006 level by 2016. This suggests that while there may have been recent gains in overall GDP, 
population growth has meant that average household incomes may not have grown by as much. 
If this is the case, then poverty rates may not have improved markedly over this period and may 
have actually declined due to the multiple environmental pressures on local ecosystems.  

It is well known that climate change is a serious challenge for Kiribati, affecting almost every 
facet of daily life. From acute water shortages, tidal inundation, seawater intrusion, and heat and 
storm events, Kiribati risks reversing recent development gains through both slow and rapid onset 
climate events. Importantly, climate change has the potential to disrupt the largest economic 
resource available to Kiribati – the tuna fishery – through anticipated impacts on tuna migration 
and spawning patterns across the Pacific (SPC, 2018),5 demonstrating that recent gains remain 
fragile to factors largely outside of Kiribati’s control.  

 

III. Fishing for growth and diversification 

The story of recent economic growth in Kiribati is intrinsically tied to the ability of the government 
to increase spending, with an almost complete dependence on public spending to support 
economic activity. This expanded fiscal capacity is supported by buoyant fishing license revenues. 
In particular, the movement in the value of a purse seine fishing day from US$1,350 in 2011 to 
US$8,000 in 2016 (MFED, 2018) dramatically increased the financial capacity of the government 
to finance a much-expanded budget, and rapidly increased the Kiribati GNI figures. In 2011, 
fishing licence revenue was just US$29.1 million (17 per cent of GDP), but by 2015 revenue had 
risen to an estimated US$197.8 million (88 per cent of GDP) and has remained at a historically 
levels in the years that followed (see figure 1).  
  

                                                
4 For example: the non-fertile and drought-prone Southern Gilbert Islands experienced much higher food poverty, 
at 16 per cent of the population, and basic needs poverty of 29 per cent. Perhaps surprisingly, the urban capital of 
South Tarawa had the second-highest incidence of basic needs poverty, with 17 per cent of households struggling 
to provide for themselves. As South Tarawa contains the largest population, this means that the majority of the 
poor households in Kiribati are located in the capital. 
5 Further information is available from the Secretariat to the South Pacific at http://oceanfish.spc.int/en/major-
projects/climate-change/effects-of-climate-change. 
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Figure 1. Fishing licence revenue in Kiribati 2011-2017 
 

 
 

Source: Kiribati Ministry of Marine Resources and Ministry of Finance and Economic Development. 

This rapid expansion in fisheries revenue had a material impact on the fiscal position of the 
government, with large surpluses accumulating over 2014 and 2015 (see figure 2). These surpluses 
contributed to a significant improvement in the Government’s cash position, as well as allowing 
the Government to make notable contributions to the Kiribati Sovereign Wealth Fund (the 
Revenue Reserve Equalisation Fund or RERF): non-RERF cash balances increased from US$20.4 
million in January 2016 to an estimated US$173.5 million by the end of 2018,6 and the RERF 
balance grew from US$679.0 million in 2014 to US$994.4 million by the end of 2018 (due in part 
to a US$50 million deposit in 2015 and a US$70 million deposit in 2016). However, with the 
exceptional need for public services, between 2015 and 2018 we can see a sustained increase in 
Government expenditure; initial increases were in capital expenditure, with later years also 
showing an increase in operational spending. With no new revenue since the peak of 2015, this 
expenditure served to significantly reduce the budget balance. 

Figure 2: Kiribati fiscal position 
 

 
Source: Kiribati Ministry of Finance and Economic Development. 

                                                
6 Kiribati Government 2019 Budget estimates. 
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However, this growth in fisheries revenue is likely to plateau as price increases for purse seining 
days cannot continue in perpetuity and the number of fishing days allowable within the Kiribati 
exclusive economic zone (EEZ) needs to stay within sustainable limits in order to maintain 
viability of the fishery. This essentially means that, subject to fish spawning and migration 
patterns, the amount of rent that the Kiribati Government can extract from the fisheries resource 
is capped by the willingness of distant water fishing fleets to pay for higher prices on tuna fishing 
days and the sustainability of the stock. The issuing of fishing licenses limits the capital risks while 
still enabling the capture of economic rents, but it also limits the ability of Kiribati to move up the 
value chain through, for example, direct participation in the fishery, provision of ancillary 
services, or post-catch processing (which is much cheaper in existing ports elsewhere in the 
Pacific). Indeed, it is remarkable that a nation which controls around 40 per cent7 of the Pacific 
purse seine fishery has almost no onshore services for purse seine vessels. Transhipment of catch 
has shown some promise in recent years, with revenues from transhipment peaking at US$15.6 
million in 2015, but its notable that this practice (much like the issuing of fishing licenses) does 
not create domestic industry or significant local employment.  

Care must be taken when assessing how far value addition in the fishery, on its own, could sustain 
economic development in Kiribati. In 2016, US$702.0 million in catch was extracted from the 
Kiribati fishery. Of this amount, US$607.5 million ($789.0 million) related to the purse seine 
fishery. With an estimated revenue in 2016 of US$147.1 million (MFED, 2018), Kiribati extracts 
around 18.6 per cent of the total annual value of its fishery. Taking into account the cost of 
maintaining the maritime surveillance infrastructure and governance of around US$2.0 million a 
year (not including donor supported surveillance and enforcement), 98.9 per cent of this revenue 
is the form of pure economic rent to the Government. Heroically assuming that this ratio could be 
maintained if Kiribati was to participate more directly in its fishing industry, the maximum that it 
could extract from the fishery (as calculated by the total value of the catch) would result in per 
capita GDP of around US$7,500.8 In short, while fisheries could propel Kiribati out of the ranks 
of LDCs (and should be pursued as a short- to medium-term development goal), on its own it is 
unlikely to propel Kiribati into upper-middle income levels if current population growth 
continues. Critically, this growth would leave Kiribati still exposed to a single resource – the tuna 
fishery – and perhaps more dangerously, a single species of fish: skipjack tuna. With climate 
change modelled to reduce overall stocks of skipjack, as well as drive the biomass towards the 
eastern Pacific (Senina and others, 2018), the structure of the fishery beyond 2050 may be 
fundamentally different to today, especially if extraction rates are not limited to sustainable levels 
across the Pacific. Given this conclusion, economic diversification will be a necessary requirement 
to continue any development momentum generated from elevated fishing revenues. 

Kiribati has an extremely low level of economic diversity. It has little in the way of fertile land, 
and is too remote for integrated industry value chains, so local goods production tends to centre 
on traditional products, with most consumption and capital being imported. According to official 
Kiribati statistics for 2016, total exports of A$9.3m comprised of just three products: A$3.6m of 
fish, A$4.3m of crude coconut oil, and A$1.4m of unprocessed copra. For imports, A$147.4m in 
2016 broadly reflected almost every aspect of goods consumption. Food products dominate, with 
collectively 42 per cent of total imports – only 16 per cent of imports relate to non-food 
consumption items. The rest of the import basket (41 per cent) was raw industrial inputs, fuels and 
capital goods (which includes vehicles and machinery).  

                                                
7 Author’s calculations from Secretariat to the Pacific Community Oceanic Fisheries Program data, 2017. 
8 As a direct economic contribution, not including multipliers. 
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Australia, Japan and the United States are the main export markets for fish (depending on the 
year), with Kiribati not yet exporting to the European Union (EU). However, Kiribati secured the 
status as an EU Competent Authority in 2017,9 enabling it export sustainable Marine Stewardship 
Council (MSC) certified tuna to the EU market, so 2017 or 2018 data may include some exports 
to the EU. This accreditation (along with the fertile fishery) was one of the factors attracting a 
Filipino company to establish a second fish processing plant on Tarawa, in addition to the existing 
Chinese-Fijian facility. Although these plans are greatly delayed, and may never come to fruition, 
the Filipino company took over responsibility for the slipway and shipyard in early 2018.10 

The Committee for Development Policy (CDP) assessment notes that export markets don’t appear 
to be well matured. Indeed, looking at the data – with few exceptions in the last decade – the major 
trading partner in one year does not necessarily correlate with future or past patterns; the mix of 
major export destinations changes dramatically almost every year. Much of this will be due to the 
thin export markets, but the maturity of trade relations and the apparent lack of integration to 
global value chains is notable. 

 

IV. How does Kiribati economy compare to other small island LDCs? 

Kiribati is not the only small island developing State (SIDS) to be a member of the LDC group 
that has come close to graduating. In 2011, the Maldives become the first SIDS to graduate from 
LDC status, with Samoa graduating in 2014. Currently, Vanuatu is scheduled to graduate in 2020 
and the Solomon Islands is scheduled to graduate in 2024. Comparing the economic development 
trajectory of these other examples to Kiribati may suggest possible development strategies, noting 
that each of these countries is significantly different in terms of geography, economic structure, 
culture, demography, and political structure. For the purposes of this paper, analysis of just one of 
these factors – economic structure – can provide a valuable insight on what interventions may be 
appropriate for Kiribati to consider.11 

As shown in figure 3, the 2006 Kiribati economy was characterised by large contributions from 
government consumption (30.6 per cent) and fisheries (23.6 per cent), with the remainder largely 
comprising of a mix of other goods and services (34.3 per cent). By 2016, this structure remained 
broadly similar with the role of construction, particularly by government since 2015, becoming 
more dominant (increasing to 10.7 per cent of the economy). This is likely driven by several large 
construction projects in 2016 including the South Tarawa Road Rehabilitation Project (which was 
the largest project in Kiribati’s recent history), the airport reconstruction, and the final stages of 
the Betio harbour expansion. It is also notable that despite the government doubling the price 
subsidy on copra in 2016, which increased the size of the program to US$22.8 million (up from 
US$7.92 million in 2015),12 the role of private consumption as a proportion of the economy 
declined to 31.5 per cent and agriculture remains almost non-existent (the small rise in 2016 was 
due to limited mining activity). 

 

                                                
9 www.ffa.int/node/1957.  
10 https://kiribatinews.co.nz/2018/03/26/rongorongon-kiribati-n-te-taetae-ni-kiribati/.  
11 It is worth noting that this paper is not a treatise on the differences or similarities between these economies and 
societies, but such a study may be a useful area of future research.  
12 This program increased to US$32.2 million in 2018. 
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Figure 3. Kiribati – Contribution to GDP, 2006-2016 

 
Source: Kiribati Ministry of Finance and Economic Development.  
 

This economic structure differs markedly from other SIDS who have graduated, or will soon 
graduate from the LDC category (see figure 4). Most striking is the reliance on fishing, which 
accounts for 26.1 per cent of the Kiribati economy compared to an average of 2.0 per cent across 
the three examples shown below (Vanuatu, Samoa and the Maldives). There is also a much heavier 
reliance on Government consumption (25.7 per cent in Kiribati versus an average of 10.3 per cent 
for the others). 

Figure 4. Small island LDCs – Contributions to GDP, pre-graduation 

 
Source: Kiribati Ministry of Finance and Economic Development, Vanuatu National Statistics Office, Samoa Bureau of Statistics, 
Maldives National Bureau of Statistics; author’s calculations using Kiribati definitions of national accounts. 
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Broadly speaking, Kiribati’s reliance on a single industry that is not tourism (as is the case for the 
Maldives) or agriculture (Vanuatu) is notable among its peers. Kiribati lacks a sizeable goods and 
services sector (31.5 per cent versus an average of 49.4 per cent), agricultural and mining sector 
(0.5 per cent versus an average of 9.8 per cent), or accommodation and food sector (0.5 per cent 
versus an average of 11.4 per cent).  

Among SIDS peers, the retail and services sector makes up the majority of the economy even 
prior to graduation from LDC status and was the major source of growth over the past five years. 
Between 2011 and 2016, Kiribati grew an average 6.2 per annum with most of this growth coming 
from fisheries (26.2 per cent), government consumption (21.1 per cent), and construction (20.7 
per cent). Across a similar period:  

 Vanuatu economy grew 1.8 per cent per annum, driven by construction (27.5 per cent), 
retail goods and services (26.3 per cent) and government consumption (19.4 per cent); 

 Samoa economy grew 2.8 per cent per annum, driven by general commerce (46.0 per 
cent), personal and other services (18.6 per cent) and transport (13.9 per cent); and 

 The Maldives economy grew by 3.4 per cent per annum, driven by tourism and related 
industries (35.5 per cent), communications (21.1 per cent), and construction (17.6 per 
cent). 

While the case of Vanuatu shares some common elements with the development of Kiribati in 
relation to public spending and construction, it is notable that none of the examples substantively 
changed the value they extracted from their fisheries resources (except for a small rise in Samoa 
in 2017/18). Additionally, none of the countries advanced through widespread industrialisation 
and, while the relative size of the government increased across the board, Kiribati was (and is) the 
most dependent on public spending by a significant margin. It is also notable that none of the 
example countries have a direct subsidy scheme that is similar in economic size to the recently-
increased copra subsidy scheme in Kiribati which accounted for 9.3 per cent of GDP in 2016, is 
given directly to copra growers to support private incomes and consumption, and contributes to 
an industry worth around 0.5 per cent of GDP.  

From this perspective, it is clear that the economic and development policies that would be 
appropriate for Kiribati will not necessarily match those of its peers, and in particular the three 
examples given above. 

 

V. The impacts of LDC graduation and loss of ISMs 

The CDP Ex-ante Assessment of Likely Consequences of Graduation for Kiribati outlines the 
known impacts of the removal of ISMs. These impacts range from market access and trade, 
development assistance and general support measures (CDP, 2018b). 

In terms of market access, the main impact is on the export of tuna loins and related processed 
fish products, which constitutes a major element of the current fisheries development strategy. 
While products currently sent to Australia and US markets would be unaffected, products sent to 
Japan and the EU would face higher tariffs. For Japan, average tariffs on processed fish will rise 
from 1.9 per cent to 4.5 per cent, resulting in an estimated US$300,000 in lost revenue to Kiribati 
(Keane, 2018). While no exports currently exist, a consideration would be the export of processed 
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fish to the EU, the second largest world market for processed tuna products after Japan and a key 
market targeted by economic diversification and export strategies of Kiribati. Currently, Kiribati 
faces no tariff barriers into the EU, but after graduation, Kiribati’s export would face the 
Generalised Scheme of Preferences (or GSP) rates. For the main category of potential exports (HS 
0304), average tariffs would raise from zero to 6.9 per cent. More importantly, tuna (which is the 
main item within the heading) would face tariffs of 10 per cent. Taken together, these tariff barriers 
to the first and second largest markets for processed tuna may reduce Kiribati’s price 
competitiveness versus competitors with more established supply chains and distribution 
networks. 

Other trade related issues are not impacted by LDC status: copra exports (which are not currently 
subject to ISM treatment) would not face any changes following LDC graduation, Kiribati has no 
services exports to speak of, Kiribati is not a member of the World Trade Organization  (and 
therefore has no WTO obligations), and has already met many of the conditions outlined in the 
Pacific Agreement on Closer Economic Relations (PACER) Plus regarding tariff liberalisation. 
The CDP Impact Assessment strongly suggests that stated long-term plans to expand services 
would also not be affected by the potential loss of preferential market access in services under the 
WTO services waiver, because the main targeted service (tourism) does not face significant 
market access barriers. 

In terms of other sources of income, LDC graduation would not impact Kiribati residents working 
abroad, as the preferential access to Australia and New Zealand through seasonal workers schemes 
is independent of LDC status and Kiribati seafarer and fishing crews do not receive preferential 
treatment. Graduation would also not impact Kiribati’s main income source, international fishing 
licenses, which is more aligned to the Nauru Agreement on fisheries management as well as 
bilateral access treaties. 

The principal instrument for delivery of Aid for Trade specifically geared at LDCs is the Enhanced 
Integrated Framework (EIF), a multi-donor programme that supports countries through analytical 
work, institutional support, and productive capacity building projects, although the recent work 
has been minor in comparison to other donors. The EIF would transition anywhere up to 5 years 
after graduation but other components of Aid for Trade (such as bilateral programs or those 
associated with PACER) are generally not linked to LDC status. 

Graduation is not expected to impact other official development assistance (ODA) flows as all 
significant bilateral development partners have confirmed that their support to Kiribati does not 
depend on Kiribati’s LDC status. Similarly, all significant multilateral partners either do not utilize 
the LDC category for operational activities (World Bank and Asian Development Bank) or 
confirmed their continuing support (European Institutions). Almost all United Nations entities 
confirmed that they will continue to support Kiribati after a possible graduation. A number of 
entities (DESA, ESCAP, OHRLLS, UNCTAD, UNCDF, UNESCO) would be in the position to 
offer graduation-specific support that would be phased out over the transition period. However, 
the United Nations agencies like UNDP and UNICEF reserve 60 per cent of their core funding for 
LDCs13  and the UNFCCC has the special GEF LDCF funding window. UNDP is currently 
implementing one project financed from the LDC Fund (with around US$ 4.5 million as grant 
from the LDC Fund and US$ 7.1 million in co-financing). In addition, there is another project 

                                                
13 At this point in time it is difficult to determine the proportion of funding that would be affected by this shift, as 
not all funding for these agencies is ‘core’ funding. The Kiribati 2019 Development Budget suggests that the total 
non-LDCF funds from these two agencies was around US$1.5 million in 2018. 
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awaiting approval with financing of around US$ 9 million from the LDC Fund and US$ 45 million 
in co-financing, however, project implementation has been hampered, with little funding actually 
utilised.14 

Due to its economic size, LDC graduation will not impact Kiribati’s assessed contributions to the 
United Nations regular budget or other UN organizations, although it will lead to small increases 
in its contributions to UN peacekeeping operations, international tribunals and to the World 
Intellectual Property Organization (WIPO). Initial estimates of cost impacts would be a maximum 
of US$100,000 (historically the highest amount paid in a single year), but are more likely to be 
closer to US$20,000 a year. 

A comparatively larger cost (if delegates continued to be sent) would be to international meetings. 
After a transition period of up to five years after graduation, Kiribati would no longer be eligible 
for funds supporting travel of representatives to the official meetings of the United Nations 
General Assembly: Kiribati used US$98,000 between 2012-2016. Kiribati may no longer benefit 
from other forms of support for travel to participate in international forums or from certain 
scholarships and fellowships, although it would continue to have access to mechanisms dedicated 
to other developing countries and particularly to SIDS. The likely impact would be that Kiribati 
would simply avoid the increased costs by not sending a delegation or using the Permanent 
Representative more often. 

Notably, the CDP assessment explicitly notes that it does not assess the potential benefits from 
graduating from the LDC category, although it mentions ‘regional standing’. More than simply 
‘national pride’ it has been discussed elsewhere that there may be benefits to foreign direct 
investment (FDI) for not being in the lowest rung of development, but with severe impediments 
to access, local ease of doing business, or local industry outside of Government, it is difficult to 
see what FDI opportunities would be improved by not being in the LDC category. 

Importantly, there are few ways for Kiribati to actively mitigate the loss of specific ISMs. For 
example, Japan has been steadfast in implementing the tariff changes in the case of other SIDS 
who have closer diplomatic and economic ties (such as Samoa) and the EU has also shown an 
unwillingness to extend special treatment beyond the transition period (as in the case of the 
Maldives). Overall, the direct financial impact to the Government’s financial ability will be limited 
to the eventual loss of the climate-related LDCF, with the other financial impacts fairly minor in 
comparison to the large scale-up in donor contributions from the World Bank, ADB, New Zealand 
and Australia, some of whom have doubled or trebled their programs since 2016. 

 

VI. Possible strategies for ‘graduating with momentum’ 

As discussed in the previous section, the direct impacts of LDC graduation on the current 
economic and institutional strength of Kiribati will be relatively minor when considered alongside 
the recent strength of fisheries revenues. Given that most of the ISMs that will be lost cannot be 
directly mitigated, possible strategies for generating ‘momentum’ will largely follow those already 
outlined by major development partners through their regular reviews. Some of these strategies 
include the need for infrastructure investment, public sector strengthening and reform, 
diversification, human capital development, and the delivery of core services. Indeed, most of 
these policy frameworks are already known to policymakers within Kiribati and are espoused in 

                                                
14 Kiribati Ministry of Finance and Economic Management. 
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the major planning documents such as the Kiribati Development Plan 2016-19 or the Kiribati 
Vision 20. Using the lens of the LDC criteria however, this section outlines three broad strategies 
that, at their core, attempt to address the economic vulnerability challenge through the mitigation 
of a key risk to Kiribati: the fiscal reliance on fishing licences.  

The approach used here is to focus on the consolidation of existing strengths in the government’s 
financial position whilst setting up the precursors of longer-term growth and diversification by 
targeting those same general policies that would support a tourism industry.  By consolidating 
existing gains in public finance and fisheries, we are acknowledging here the significant 
development gains made by the Kiribati people in recent years from increased revenues, and the 
need to spend the windfall wisely. However, as discussed above, this progress is fragile and 
reversible as it depends almost entirely on fishing revenues being sustained at current levels. With 
climate change potentially degrading the tuna fishery over coming decades, current and future 
policymakers should take care to ensure that the opportunity provided by the elevated tuna prices 
provides a platform for growth well into the future.  

A. Make the most of current resources: Fiscal and public financial management 

reform 

The key result of elevated fisheries revenue has been the increased capacity of government to 
increase the size and scope of government spending. As public spending makes up such a 
significant part of overall economic activity, any improvement to the allocation or execution of 
public expenditure will necessarily have direct economic impacts – especially in the context of 
rising government income. Accordingly, given the importance of government spending to the 
economy, public financial management (PFM) reforms should constitute a central pillar of any 
development strategy. At a higher level, fishing revenue also creates significant fiscal risks to the 
structural balance as well as opportunities, and both need to be actively managed by authorities – 
functional PFM institutions and a strong structural budget position mitigate these risks as a source 
of vulnerability. 

In terms of PFM capabilities, Kiribati lags well behind its peers in the region. A comparison of 
average Public Expenditure and Financial Accountability (PEFA) ratings show that regional peers 
like Samoa and Vanuatu are in line (and in some cases, outperform) the average scores for lower-
middle income countries, whereas PEFA scores for Kiribati are below that of low-income nations. 
Weaknesses in PFM are broad-based, but relatively high-value reform pathways are available to 
the government and should be pursued in-step with targeted development partner support. Major 
examples include:  

 the Kiribati Public Procurement Reform Program (KPPRP) which targets value-for-
money procurement practices,15 improved management of State-Owned Enterprises, and 
updating of the Integrated Financial Management Information System (IFMIS), all 
supported by the ADB;16  

 in-line support for key positions in planning and accounting in the Ministry of Finance 
and Economic Development, supported by Australia;17 

                                                
15 www.mfed.gov.ki/sites/default/files/Kiribati%20KPPRP%20Concept%20paper.pdf. 
16 www.adb.org/documents/kiribati-strengthening-fiscal-stability-program. 
17 https://pactam2.com/.  
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 reform to the Sovereign Wealth Fund (the RERF), supported by the World Bank;18 and  
 asset management, supported by New Zealand.19  

These existing efforts could also be paired with the expansion of e-transactions to increase the 
timeliness and efficiency of payment receipts, the centralisation and digitisation of payroll to 
improve reliability and audit function, and improved cash management to make the most of idle 
cash balances. As a general rule, these reforms need to be appropriate to the local institutional 
capacity, recognising that PFM systems take time to develop, and that core functions (such as 
expenditure and payroll controls) should generally be prioritised ahead of more complicated 
reforms (such as program budgeting or accrual accounting). 

More broadly, volatile fishery revenues carry the risk of structural fiscal imbalances if recurrent 
expenditures rise to meet total revenue in any given year. The Fiscal Strategy for the 2019 Budget 
was one example where this risk was implicitly recognised by the Government, with the 
Government limiting revenue forecasts for fisheries to the 5-year average of US$130 million. This 
is a significant step in fiscal management, as any in-year revenues in excess of this figure could 
be used to build fiscal buffers (as was the case in 2014 and 2015) or add to the ability of 
Government to expand the public capital stock (as was the case in 2017 and 2018). The 2019 
Fiscal Strategy also placed caps on some of the key recurrent expenditure programs such as public 
servant pay (which had increased 34.8 per cent in 2018) and the copra subsidy (which had 
increased by a cumulative 405.4 per cent over 2016 and 2017). If adhered to, this would have the 
effect of limiting the scope of recurrent expenditure in 2019 to the average level of 2017 and 
2018.20  

It is also notable that while the 2018 Budget initially estimated capital expenditure in 2018 to be 
US$8.0 million, additional budget approvals during the 2018 year brought this figure to an 
approved US$30.6 million by the end of the 2018 fiscal year. This strategy of limiting recurrent 
budget expansion and using any in-year surplus to fund capital projects is a prudent way of 
balancing Kiribati’s fiscal risks against the need for additional public investment. However, 
‘surprise’ revenues need to be well utilised, and commencing in-year capital planning may not 
provide sufficient time for institutions to make best use of in-year fiscal surpluses – an 
examination of the delayed implementation of government funded projects in the Development 
Fund supports this view. A slight amendment to the current Fiscal Strategy may be to shift toward 
the introduction of multi-year capital planning to allow for better project selection and 
implementation. Creating a pipeline of ‘shovel-ready’ or scalable projects that have already had 
cost-benefit analysis and feasibility studies complete would enable a prudent use of windfall 
revenue gains in any particular year. 

However, only investing in public capital is not necessarily a sufficient condition to expand the 
capital base of the economy. To ensure sustainable growth, the management and maintenance 
needs of new and existing assets should become core elements of the PFM system. This would 
avoid the ‘build-neglect-rebuild’ cycle that has historically plagued major assets in Kiribati and 
other Pacific nations (Alejandrino-Yap, Dornan, and McGovern, 2013). The widely quoted De 
Sitter’s Law of Fives estimates that for concrete structures (which dominate the major asset of the 

                                                
18 http://documents.worldbank.org/curated/en/456591511578818275/Kiribati-Fourth-Economic-Reform-
Development-Policy-Operation-Project.  
19 Kiribati 2019 Development Budget. 
20 It should be noted here that the 2019 Budget estimates rely heavily on almost halving of the Copra Price Scheme 
from an estimated $31.1 million to $16.0 million in new funding as $11 million was carried forward from 2018 
into 2019, reducing the need for additional funds. 
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Kiribati Government), “every dollar of routine maintenance that is deferred will end up costing 
US$5 in repairs, or ultimately US$25 in rehabilitation or replacement as the asset declines 
overtime” (De Sitter, 1984). The 2019 Budget includes the provision for US$2 million in new 
maintenance funds, but given the approximate US$96 million invested in the reconstruction of 
just the South Tarawa road network over the past 5 years and the additional US$44.3 million 
scheduled for rebuilding the Betio causeway, it is unlikely that this funding will be sufficient to 
meet the significant infrastructure servicing needs of all major assets. With a limit on the expected 
long-term fiscal financing available to the government, adequate asset maintenance will 
significantly improve the infrastructure carrying capacity of the Kiribati national budget. 

B. Ensure sustainability of the key resource: Sustainable management and value 

extraction from the fishery 

As the largest natural resource currently being utilised by Kiribati, the sustainable management of 
the fishery should be the top priority of the Government. Even with other diversification efforts, 
the fishery is likely to remain the economic and subsistence baseline for the Kiribati people. As 
such, conservation of fish stocks should be the primary policy aim to ensure that successive 
generations of I-Kiribati have access to the same resource. Unlike mining, which necessarily 
degrades the remaining resource, a fishery can provide benefits in perpetuity if managed correctly. 
This is especially important when considered alongside the potential impacts of climate change 
on the Pacific Tuna fishery beyond 2050, when modelling predicts that spawning rates will 
decline, migration patterns will change, and the pressures on coastal fisheries will increase (Senina 
and others, 2018). However, management practices will have a much larger impact on the future 
of the fishery than changes in climate, and it should be the main focus of policymakers to ensure 
that the regional pressure from fish extraction is kept within sustainable limits (Senina and others, 
2018). 

Regarding EU access, in principal, Kiribati may apply to receive GSP+ treatment, which would 
reduce tariffs on fish products back to zero. However, it would need to ratify and implement 27 
conventions related to human- and labour rights, environmental protection and good governance, 
which may require additional institutional capacity development.21 Targeting higher total value 
segments may also be a possibility to mitigate potential impact on increasing unit tariffs in Japan 
and the EU, as evidenced by the post-graduation experiences of the Maldives. However, this again 
may require additional capacities or investment. Drawing from the Maldives experience, Thai 
tariffs on frozen tuna (for which it is the largest market in the World) are Most Favored Nation 
(MFN) zero, and would therefore be available to Kiribati. Tariffs on other frozen fish species are 
excluded from the LDC preference-scheme. Therefore, Thailand would be a viable option if 
volumes of exports were large enough that lower margins would be acceptable to Kiribati-based 
exporters. 

As discussed in Section III, fishing revenue has been the main driver behind recent improvements 
in economic outcomes and can set the platform for future growth, provided that the fish stock 
remains healthy. However, taking into account what has happened in other SIDS jurisdictions, 
even with greater value extraction from the existing catch, the fishing industry is unlikely to be a 
panacea for higher levels of sustainable economic development – diversification is a necessary 
condition for further sustainable growth. 

                                                
21 Notably, Kiribati has already a member of 18 of these. 



MPFD Working Papers WP/19/05 
 

 

15 
 

C. Create an environment for new opportunities: Establishing the precursors to 

services growth 

In the case of many small-island states, the expansion of the services sector is almost always 
the key determinant of ongoing economic success, with a host of SIDS targeting tourism as a 
dominant strategy. Primary and extractive industries are unlikely to form key pillars for 
diversification in Kiribati (see box 2), and instead, precursors of tourism development may lead 
to broader private sector services growth. 

For Kiribati, the large EEZ, untouched outer islands and unique culture have been indicated by 
authorities to be unique selling points to potential tourist markets and feature heavily in key 
planning documents – but these are not the only aspects to consider when evaluating this as a 
potential industry. The crowded Pacific tourist market and transport links will make it difficult 
for Kiribati to immediately compete with other destinations nearby, notably Fiji and Hawaii 
which are the main air-transit links. With just 5,663 total arrivals in 2017 (compared to 842,884 
for Fiji) (SPTO, 2018), Kiribati is one of the least visited nations in the world. With such a low 
level of international visitation, it follows that local services would not be expected to cater for an 
international market and would require significant investment and training to reach a similar 
standard to the rest of the region. Environmental issues, particularly the poor health of Tarawa 
lagoon, also present major hurdles to industry development in the main hub for international 

Box 2. An aside on non-services diversification: from tree tops to seabed 

Copra development in Kiribati, and particularly the copra price subsidy of US$2/kg, is unlikely 
to lead to significant structural shifts in the economy. As a payment directly to copra-cutters, 
the subsidy embeds the current industry structure by only encouraging primary production of 
copra to be processed by the state-owned copra mills. This means that there is little investment 
in private sector innovation or movements up the value-chain into virgin coconut oil or 
subsequent products (beyond those interventions made by the government). The price paid 
(US$2/kg) is also well above the world price of US$0.62/kg (as at June 2018), demonstrating 
the necessity of publicly financed production. Without serious and fundamental reform, the 
copra price subsidy should be regraded mainly as a redistribution mechanism to distribute 
government rents from the fishery to the outer islands – the effectiveness of this as a transfer 
mechanism is better discussed elsewhere. 

Seabed minerals present an appealing narrative to numerous countries in the Pacific, but are 
likely to have long lead times particularly for countries like Kiribati, whose mineral deposits 
(in the form of polymetallic nodules) are too deep for current extraction methods to be 
commercially viable. Kiribati will also need to establish robust institutional frameworks to 
ensure that extraction is done in an environmentally responsible way, the appropriate amount 
of rent is given to the state (via licensing and tax arrangements), and that these revenues bolster 
the long-term financial position of the country through the use of the RERF or a similar 
sovereign wealth fund. Institutional capacity also needs significant investment to ensure some 
degree of local capacity to implement the regulatory regime and monitor environmental 
compliance. The Clarion-Clipperton Zone and other SIDS like the Cook Islands, where 
extraction is likely to happen sooner, may provide some useful models for Kiribati to follow 
in decades to come. 
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arrivals. Even with significant growth rates, tourism is unlikely to provide the short- to medium-
term development outcomes that the community expects, especially in Tarawa where 
environmental and urban overcrowding are likely to result in poor tourism outcomes. 

This does not suggest, however, that tourism development should not be a long-term aim for 
Kiribati authorities, and it rightly features in the Kiribati Vision 20 as a central pillar. Consistent 
with this aim, the immediate need should be those precursors that make it possible for a 
marketed tourism product to sell in overseas markets and for entrepreneurs to invest. These 
precursors can also be beneficial to the local population, be pro-poor, and should be pursued 
regardless of whether the Kiribati tourism industry is successful or not. Example precursors 
could include:  

 Access to clean, reliable water sources; 
 Access to affordable, reliable energy; 
 Guarantees of personal safety from crime or communicable disease; 
 Improved food safety standards; 
 Safe and reliable transport links; 
 A numerate and literate workforce;  
 Few barriers to the import of food and consumer goods; 
 A vibrant local cultural industry;  
 Relative ease of doing business; and 
 Environmental conservation and lagoon health. 

While some of these factors can and have been overcome in Kiribati and elsewhere, failure to 
address each factor will degrade the ability of Kiribati to establish a widespread industry that 
can generate substantial jobs. Development of tourism takes a long-term strategy with many 
moving parts and stakeholders (i.e. not just government). It is recommended that Kiribati focus 
on these precursors ahead of more specific measures that may absorb large amounts of 
resources with little immediate return. Supporting examples would be investing in sanitation, 
water, and basic education ahead of industry-specific measures such as flight subsidies, 
international marketing campaigns, or direct market intervention (e.g. building hotels). In this 
way, any public investment will have benefits beyond supporting an industry which may or 
may not eventuate. 

There has been mixed experience in the Pacific region from government-led tourism 
investment (for example, through publicly-owned hotels and airlines), but it is widely accepted 
that the private sector needs to play a dominant role in any industry development. Tangible 
examples in private sector management already exist in Kiribati in the form of the State Owned 
Entreprise (SOE) sale in the telecommunications sector, and similar models should be pursued 
with other SOEs as a ‘proof of concept’ for private ownership and foreign investment (where 
appropriate to do so). Fundamentally, the government needs to create a destination that private 
actors are willing to invest in, promote, and establish tourism-related businesses. This will be 
a significant challenge for Kiribati, which ranks 157 (out of 190) on the 2018 World Bank Ease 
of Doing Business Indicators (World Bank, 2018), has stringent foreign investment controls, 
and faces significant environmental challenges on Tarawa. Addressing these issues would be a 
useful starting point for broader economic participation by the private sector, and would require 
significant regulatory change. This may require broad-based public information campaigns to 
sensitise the electorate to the need to reform established processes, policies, and regulations 
which are often decades out of date. Importantly, reforms in these areas should not necessarily 
preference one group or industry over another, and may provide the conditions for business 
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creation in both tourism- and non-tourism related parts of the local economy.  

 

VII. Conclusion 

In considering the likely trajectory of Kiribati in relation to the LDC category, it is a matter of 
when, not if, Kiribati will graduate, especially considering that it has already met the standard 
requirements that triggered the scheduled graduation of other Pacific LDCs like the Solomon 
Islands and Vanuatu. However, economic vulnerability is a key concern when the gains in income 
have come from a single species of tuna and factors largely outside of Kiribati’s control. Using 
economic vulnerability as the guiding parameter in determining likely policy interventions, this 
paper has attempted to address a key risk to ongoing development efforts in Kiribati: the fiscal 
reliance on fishing licences. In order to achieve this, this paper outlined three broad areas of policy 
engagement:  

1. Make the most of current resources (through PFM reform and fiscal management),  
2. Ensure the sustainability of the key resource (protect fish stocks), and  
3. Create an environment for new opportunities (through deregulation and investment in 

public infrastructure). 

The aim here is to show that the once-in-a-generation opportunity of elevated fish licence revenue 
should be invested in mitigating the risk posed by the heavy economic dependence on that same 
resource. By utilising its current resources to build the precursors to private sector growth, and 
tourism in particular (like sanitation or environmental management), the Kiribati authorities could 
avoid the pitfalls of trying to pick winners and having significant public investments (like the 
Otintaai Hotel) fail to bear economic dividends. In order to establish this framework, Kiribati 
would require strong decision-making institutions to guide investment planning, as well as good 
asset management to ensure the longevity of expensive investments by the government and 
development partners. Through gradually building the public capital stock, improving the delivery 
of public services, and reducing the barriers to business creation through the lens of a potential 
tourism industry (which would include general environmental and labour policies), Kiribati would 
be better placed to sustainably continue on its recent development trajectory. Future studies should 
further explore the approach presented here, and to expand those areas of PFM, regulatory reform, 
and public investment that would be the best use of Kiribati’s institutional and expenditure efforts. 
In particular, a detailed and independent study of the Kiribati national fishery would give 
authorities a valuable source of information regarding how best to balance value extraction against 
stock considerations – establishing a baseline for the ongoing fiscal envelope. 

More broadly, this model of consolidating existing resources (both financial and natural) and 
focussing on broad-based public investment is not particularly new. In a time when national and 
international development plans can dilute the focus of limited SIDS resources, ‘silver bullet’ 
solutions may look appealing to politicians and constituencies that have seen relatively little 
development despite sudden (and potentially temporary) increases in national income. Cautionary 
tales from other Pacific nations have shown the folly of singular approaches to investment or 
raising recurrent expenditures too quickly, but this has not created a template for what should be 
done to sustainably propel remote island nations to higher standards of living. However, 
addressing the key risk of fiscal sustainability, while establishing broad parameters for pro-poor 
growth and business development, goes a long way to making sure that the Kiribati people will 
be well placed to determine what model they will follow in decades to come. 
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The Macroeconomic Policy and Financing for Development Division of ESCAP is undertaking 
an evaluation of this publication, Preparing to graduate: Issues, challenges and strategies for 
Kiribati’s LDC graduation 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 
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