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Background 

Under th e trad e provision s o f th e Cotono u agree -
ment the EU and the ACP have agreed to enter into 
negotiations on a WTO-compatible trade regime no 
later than September 2002.1 The precise configura -
tion o f th e partnershi p agreemen t remain s t o b e 
determined. There remains within the ACP group a 
strong view that th e partnership o r a t leas t signifi -
cant element s o f th e trad e agreement s shoul d b e 
negotiated o n a n ACP-wid e basis . Th e preferre d 
position o f the E U has been for th e negotiatio n o f 
regional economi c partnershi p agreement s i n th e 
various sub-regions of the ACP where members feel 
they wish to proceed wit h a  GATT Article-XXIV -
compatible free trade agreement. In 1999, at a semi-
nar on the future of the ACP-EU trade relationship 
in Suv a th e E U indicate d it s willingnes s t o ente r 
into a  regiona l economi c partnershi p agreemen t 
with th e Pacifi c AC P states. 2 Th e Pacifi c AC P 
states have, at ministerial level, indicated their will-
ingness to consider such an approach.3 No substan-
tive decision t o negotiate has been made by eithe r 
parties. 

This chapte r begin s fro m th e premis e tha t th e 
EU an d th e Pacifi c AC P countries , i n whole o r i n 
part, will opt to negotiate an economic partnershi p 
agreement that includes , among other things, a free 
trade area agreement as broadly envisaged by the EU 
in it s mos t recen t pronouncemen t o n th e subject . 
Thus th e pape r begin s havin g assume d tha t th e 
process between the present and the decisions tha t 
will ultimatel y b e mad e b y Septembe r 2002 . Thi s 
paper focuses upon additional modalities within the 
context o f th e partnershi p agreemen t an d alread y 
specified i n th e Cotono u Agreemen t tha t ca n b e 
employed t o furthe r enhanc e th e developmen t 

process in the Pacifi c island s region while simulta -
neously being advantageous to the trading interest s 
of the European Union. 

The chapter begins by considering several issues 
pertaining to the technical feasibility and economic 
desirability o f a n FT A betwee n th e E U an d th e 
Pacific ACP countries. The second section considers 
the salien t feature s o f th e Pacifi c AC P economie s 
and ho w WTO-compatibl e trad e agreement s ma y 
help overcome barriers to investment in sectors where 
the Pacifi c AC P state s have a n actua l o r potentia l 
commercial advantage. 

The technical feasibility of an FTA 
between the EU and the PACP 

At presen t GAT T 199 4 Article XXIV(8 ) remain s 
vague as to the definition o f what constitute s 'sub-
stantially al l trade'.4 Despite negotiations t o clarif y 
such matters during the Uruguay Round, contract -
ing parties were at the time unable to reach a  con-
sensus on the precise definition o f what constitute s 
'substantially al l trade, 5 althoug h the y hav e estab -
lished a  maximu m ten-yea r transitio n perio d fo r 
interim arrangements . Despit e th e agreemen t b y 
WTO members at Doha6 to negotiate further disci -
plines in the area there i s no reason to believe tha t 
there wil l b e a  greate r consensu s i n th e presen t 
round tha n ther e wa s during th e Urugua y Round . 
However the decision to negotiate such disciplines 
creates further uncertaint y as to the WTO compati-
bility of such a trading arrangement. These negotia-
tions, despit e thei r hypothetica l tim e limits , wil l 
extend throughou t muc h o f the decad e an d creat e 
an atmosphere of uncertainty around the EU-AC P 
partnership negotiations . Withou t appropriat e 
'grandfathering' o r specia l an d differentia l provi -
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sions fo r North-Sout h FTA s th e WT O Articl e 
XXIV negotiations may undermine the efforts of the 
parties to the Cotonou Agreement to negotiate with 
the WTO. 

The E U ha s proposed i n it s interventio n wha t 
has commonly become known as the 'South Africa n 
Formula' t o assur e WTO compatibilit y o f an FTA, 
that i s 90% of bilateral trade. 7 Such a  formula i s of 
questionable technical viability as, of the 1 4 Pacific 
ACP states, five are least developed and, given th e 
implementation o f the EU's 'Everything But Arms' 
proposal for LDCs, would gain no economic benefi t 
in liberalising towards the European Union as duty-
free an d quota-free acces s to that marke t i s already 
guaranteed.8 Th e si x ne w PAC P countries 9 tha t 
joined th e AC P grou p i n 200 1 hav e virtuall y n o 
trading relationshi p wit h th e EU , an d henc e i t 
would b e impossibl e t o defin e a  stable an d consis -
tent schedul e o f concession s base d o n th e Sout h 
African formula . Onl y thre e developin g PAC P 
countries, PNG, Fij i and Tonga could benefi t fro m 
an FT A an d hav e a  tradin g relationshi p wher e a 
schedule o f concession s coul d technicall y b e 
defined. I n th e cas e of Tonga th e tradin g relation -
ship i s characterise d b y ver y smal l volume s o f 
imports an d volatil e annua l shift s i n th e composi -
tion of imports from th e EU, which i s typical of an 
immature tradin g relationshi p an d henc e no t nor -
mally conducive to a free trade agreement, which is 
normally th e en d produc t o f a  matur e an d highl y 
developed tradin g relationship . Thi s leave s onl y 
PNG an d Fij i a s two economies tha t coul d techni -
cally define a  schedule o f concessions though eve n 
in thes e relativel y matur e economie s thi s techni -
cally remains problematic.10 

Thus far the paper has not considered the econ-
omic desirabilit y o f suc h a  WTO tradin g arrange -
ment between the EU and the ACP. Unlike any of 
the othe r AC P region s th e Pacifi c ha s a  fa r mor e 
complex serie s o f historica l link s wit h th e forme r 
metropolitan power s tha n eithe r Afric a o r th e 
Caribbean, an d a s a  resul t a  serie s o f explici t an d 
implicit MFN trading obligations exist between the 
PACP and Australia and New Zealand and between 
the former US Trust territories and the USA unde r 
the Compact of Free Association.11 This would mean 
that even should an FTA with the EU be deemed to 
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be economicall y o r politically beneficia l t o Pacifi c 
island countries , th e economi c cos t o f th e adjust -
ment, induced by a de jure extension of tariff prefer -
ences t o othe r an d muc h mor e significan t tradin g 
partners than the EU, would necessitate a wholesale 
reform o f the taxation system. In Melanesia, where 
significant import-substitutin g industrie s exis t thi s 
would als o involv e wholesal e economi c reform . 
Thus agreeing to an FTA with the EU will invoke a 
series of legal obligations that wil l ultimately resul t 
in the complete abandonment o f tariffs a s a source 
of revenue and industry protection. 

It remain s th e subjec t o f furthe r analysi s an d 
investigation but i t would not be imprudent to sug-
gest tha t ther e ma y be som e PAC P countrie s tha t 
have a strong defensive trade interest in their exist-
ing market-access arrangements into the EU. This is 
certainly tru e o f Fij i an d PN G wher e canned tun a 
exports remai n dependen t upo n th e 24 % nomina l 
margin o f trad e preferenc e int o th e E U market. 12 

Also Fiji has a  very substantial interes t i n it s sugar 
quota under the Sugar Protocol. However, while an 
FTA with th e EU wil l constitute a  defence agains t 
an GATT Article I violation, it will not constitute a 
defence agains t a n Articl e X I o r Article d XIII. 2 
violation,13 which i s the most likely point of attack 
on th e E U quot a regime . Moreover , th e introduc -
tion of the EU's Everything But Arms proposal will 
mean an elimination of much of the benefits o f the 
Sugar Protocol by 2009. 

The Cotonou Agreement and the Pacific 
ACP economies 

One of the greatest strengths of the Cotonou agree-
ment and its Lomé predecessor has been its explicit 
recognition of the breadth of the constraints to the 
development faced by ACP states. It was this strength 
that wa s simultaneousl y on e o f it s greates t weak -
nesses because it rendered the resources of the Euro-
pean Development Fun d available under the Lomé 
Convention subjec t t o captur e b y a  wide rang e of 
domestic interest s i n AC P countrie s a s wel l a s 
within th e EU . Thes e interest s wer e ofte n wholl y 
legitimate as they addressed one of the many press-
ing developmen t problem s confrontin g th e AC P 
states. However , wha t thi s mean t wa s tha t th e 



scarce resources of the European Development Fund 
were frequentl y dissipate d i n addressin g develop -
ment problem s tha t coul d neve r b e addresse d i n a 
sustainable an d long-ter m manne r withou t econ -
omic growth. The Cotonou Agreemen t constitute s 
a quantitative shift in thinking in that it attempts to 
focus on the twin problems of the establishment of 
an appropriat e environmen t fo r investin g i n an d 
assisting the private sector. 14 Regrettably , Cotono u 
is stronger o n th e forme r tha n i t i s on th e latter . 
Implicitly th e problematic raised by the EU i n th e 
lead up to Cotonou recognise d tha t withou t econ -
omic growt h stimulate d b y privat e investmen t 
Cotonou, o r eve n government-funde d project s 
which addres s legitimat e an d pressin g socia l con -
cerns, would ultimately prove unsustainable. 

The Cotono u agreemen t contain s numerou s 
improvements ove r th e Lom é Conventio n an d 
attempts t o sharpe n th e focu s o n economi c gover -
nance an d th e developmen t o f th e privat e sector . 
These effort s ar e wholl y commendable . Unfortu -
nately the new agreement has not closed the possi-
bility o f onc e agai n dissipatin g th e scarc e ED F 
resources on the multiplicity of legitimate and simul-
taneously 'aid- efficient' project s that have been the 
hallmark o f funding unti l th e 8t h EDF . Using th e 
9th EDF to build more hospitals, roads and bridges 
cannot possibly be opposed as they invariably address 
burning socia l need s bu t thi s wil l no t resolv e th e 
issue a t th e hear t o f th e 'Cotono u problematic' , 
which i s addressing th e questio n o f privat e secto r 
development. A s we shall argue , this was unneces-
sary i n th e mind s o f th e architect s o f Cotono u 
because privat e investmen t woul d respon d t o a n 
appropriate environment , so little further interven -
tion was necessary. While the Lomé instruments of 
private sector assistance were reformed i n Cotonou, 
e.g. throug h th e creatio n o f th e Centr e fo r th e 
Development o f Enterpris e (CDE) , other s suc h a s 
the EIB interventions will , at leas t nominally, pro-
vide eve n les s direct assistanc e t o th e privat e sec -
tor.15 The implici t logi c of Cotonou i s that beyon d 
technical assistance in creating the right economi c 
and political environment , th e use of scarce devel-
opment resources for promoting private investmen t 
in AC P countrie s i s largel y unnecessary . 'Buil d a 
stable and economically well-governed and market-

friendly environment and the investors will come' is 
the implie d logic behind Cotonou intervention s i n 
the developmen t o f th e privat e sector , a s i t wa s 
behind much of the thinking of the architects of the 
global post-cold war economic context. 

The authors do not dispute the need for the cre-
ation o f an environment tha t i s well governed an d 
politically stabl e wit h market-friendl y institutions . 
This is undoubtedly a necessary condition for attract-
ing investment . However , wha t ca n b e disputed i s 
the implicatio n tha t thi s a  sufficien t conditio n t o 
attract foreig n o r even domestic investmen t i n th e 
PACP countries , which ar e characterise d b y smal l 
isolated an d physicall y dispersed island s with thei r 
inherently high cost structure. In a globalised econ-
omy with greatly diminished trade barriers the inter-
national investo r ha s a  world o f possible location s 
for their investments. The Pacific islands regrettably 
do not rank high on the list of possible locations for 
most investors. This is true even in cases like Samoa 
or Kiribat i wher e th e internationa l communit y 
recognises tha t economi c managemen t ha s bee n 
excellent. 

The economi c partnershi p agreemen t shoul d 
therefore be seen by the PACP as an opportunity to 
focus the instruments already in the Cotonou agree-
ment on the particular problems of trade and private 
sector developmen t o f th e PACP , which i s one o f 
the most challenging commercial environments. In 
the pas t th e Pacifi c ha s suffere d fro m marginalisa -
tion withi n th e ACP , overshadowe d b y th e large r 
concerns o f Africa , whic h a s th e EU' s immediat e 
neighbour ha s been th e principl e focu s o f it s con -
cerns and interventions. Thus the upcoming negoti-
ations should be seen as an opportunity to correct a 
historical imbalance in PACP-EU trade relations. 

Elements of a mutually advantageous 
partnership agreement 

Before commencin g an y analysis of a development 
agenda for a regional EPA (or REPA) in the Pacifi c 
it is useful to recall that partnership must necessarily 
be mutually advantageous and ask what could possi-
bly be of trade and investment interest to the EU in 
the PAC P states . Agriculture ha s i n th e pas t bee n 
the main trade interest of the EU in the ACP coun-
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tries in general. However, i t is of greatly diminished 
EU trade interes t a s its policy no longer focuses o n 
sources o f suppl y o f ra w material s a s i t di d i n th e 
1970s and early 1980s. It is only the capture fisheries 
that th e E U continue s t o hav e a n interes t i n on -
going access to natura l resources . By and larg e th e 
EU trade focus has shifted towards access for exports 
and E U investment . Thu s ther e exis t onl y tw o 
sectors where the Pacific could constitute a possible 
destination fo r E U investments , an d thi s i s i n 
tourism and fisheries. 

The Pacific remains one of the few regions where 
the tuna stocks are not in overall decline. Recently 
the EU distant-water fishing fleet increased its com-
mercial presenc e i n th e region . Touris m als o 
remains an area of potential interest where little ser-
vice trade currently occurs between the EU and the 
PACP but there remains a considerable presence of 
EU firms i n the secto r in the French DOMs in th e 
Pacific. Several PACP countries have attempted t o 
induce E U touris m investor s int o th e regio n wit h 
limited success . What follow s explore s instrument s 
that would increase EU trade and investment inter -
est i n the region . Entering int o a  regional arrange -
ment with the EU on services would provide a guar-
antee o f openness i n touris m an d relate d services . 
Such a commitment would enhance the viability of 

EU investment in the tourism sector in the region as 
it would provide a guarantee of market access. Fish-
eries an d touris m ar e th e tw o sector s wher e th e 
Pacific AC P eithe r has a  commercial advantag e o r 
could develo p on e wit h appropriat e interventions . 
Fortunately both these sectors are of trade and com-
mercial interest to virtually all PACP countries. 

What i s proposed in the organogram below is an 
architecture fo r a  partnershi p agreemen t wit h th e 
EU tha t focuse s o n ke y area s o f mutua l interes t 
between th e EU and th e Pacific . I t also develops a 
investment promotio n an d guarante e arrangemen t 
that focuse s o n th e actua l problems confronted b y 
investors i n th e Pacifi c islands . The proposa l i s in 
line with various provisions already in the Cotonou 
Agreement an d simpl y aim s t o operationalis e th e 
specific provisions that the Cotonou Agreement has 
for LDCs and small island states.16 

The structure an d rational e o f the 
proposed PACP-E U Partnershi p 

The REPA 
If th e PAC P countrie s wis h t o negotiat e trad e 
arrangements on a  range of issues, not jus t an FTA 
in goods , ther e wil l b e a  need fo r a  much broade r 
umbrella agreemen t tha t wil l guid e th e arrange -
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ments i n good s an d i n othe r areas . Th e umbrell a 
agreement woul d b y necessit y b e preambula r i n 
nature an d se t ou t th e broa d principle s an d para -
meters o f the trad e an d developmen t arrangemen t 
that would govern relations between the Pacific and 
the EU. An umbrella agreement could contain: 

• commitment s t o the sustainable development of 
the region; 

• broa d developed-country MFN obligations; 

• a n agreement to review and extend the relation -
ship in light of the emerging agreements between 
the PACP countries and the French DOMs in the 
region; and 

• subsidiar y agreement s pursuan t t o th e umbrell a 
would be entered into when PACP felt that thei r 
economy was ready for such an arrangement. 

FTA 

The configuration o f the FTA between the EU and 
ACP countries remains to be determined. However, 
for the moment ACP states in their preparation fo r 
negotiations with the EU have focused onl y on th e 
trade in goods. Several ACP countries, especially in 
West Africa, have already expressed a preference, at 
least a t officia l level , for a  regional economic part -
nership arrangement , an d thi s regional approach is 
supported b y th e EU . Mauritiu s ha s propose d a n 
ACP-wide EPA with the EU. What appears possible 
is a hybrid architectur e wher e severa l component s 
of the agreement may be negotiated ACP-wide such 
as commodity agreements or perhaps rules of origin 
members The precise configuration of this FTA as it 
pertains to the PACP remains to be determined bu t 
it i s evident tha t few, i f any of the PACP countrie s 
will fin d th e arrangemen t eithe r technicall y o r 
economically feasible . Onl y th e trad e relationshi p 
between PNG and Fiji and the EU appears developed 
enough that an FTA is technically feasible. 

A regional integration agreement in services 

The reality of the PACP economies i s that touris m 
remains one of the main sectors of export-oriente d 
economic activity in several countries including the 
Cook Islands , Fiji , Samoa , Federate d State s o f 

NAVIGATING 

Micronesia, Vanuat u an d Palau . I n th e PAC P 
region th e servic e secto r i s relatively open . PAC P 
WTO members will be asked to make market-access 
commitments i n the sector in the curren t round of 
service negotiations , an d henc e PAC P obligation s 
may not b e onerous an d becaus e ther e i s no MF N 
obligation on services do not have to be extended to 
the USA or Australia and New Zealand. At present 
all three PACP states that are members of the WTO 
have mad e market-openin g commitment s i n 
tourism service s i n th e Urugua y Round . However , 
what is proposed in the draft anne x on tourism cur-
rently before th e WTO i s market-opening commit -
ments i n a  wide rang e o f tourism-relate d services . 
What is being proposed is a 'cluster' approach to lib-
eralisation.17 What can be offered, followin g a thor-
ough feasibility study , would be a  WTO-plus com -
mitment tha t woul d giv e stron g commitment s t o 
market access for EU service providers and thereb y 
decrease some of the perceived risk s of investmen t 
in th e Pacifi c touris m sector . Negotiations o n ser -
vices are also foreseen in the Cotonou agreement. 18 

A service s agreemen t compatibl e wit h GAT S 
Article V cannot simpl y be predicated upon PACP 
market-access commitment s i f i t i s t o resul t i n 
investment bein g attracte d i n a  high-cos t regio n 
such a s th e PACP . I f such market-acces s commit -
ments were al l that wer e required t o assure invest -
ment in the sector these no doubt would have been 
made alread y b y th e PACP . Th e developmen t o f 
tourism as a key sector of development of the region 
involves an agreement which focuses upon: 

• wha t i s needed i s stimuli t o investmen t fo r E U 
investors in the sector; 

• commitment s b y the E U t o strengthe n trainin g 
and experience of staff; and 

• marketin g o f the regio n a s well a s 'product' an d 
infrastructure development . 

Thus a  developmenta l componen t o f th e regiona l 
agreement is required that would act as a special and 
differential commitment . Fundin g o f th e develop -
ment component will be discussed in the subsequent 
sections of the paper but funding wil l have to come 
from th e regiona l indicativ e programme o f the 9t h 
EDF. 
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However a n FT A consisten t wit h Articl e V 
implies a n exchang e o f reciproca l obligations , 
which raise s th e seriou s issu e o f wha t meaningfu l 
reciprocal obligation s th e E U woul d undertak e i n 
such a n arrangement . Th e PAC P onl y expor t 
tourism an d financia l services , bu t als o relativel y 
large quantities of unskilled and semi-skilled labour . 
Given that PACP services firms are highly unlikely 
to see k marke t access , EU commitment s coul d b e 
based o n 'GAT S MF N plu s standstil l o n existin g 
Mode 4' . I n th e cas e o f Kiribat i an d Tuvalu , fo r 
example, th e singl e greates t sourc e o f foreig n 
exchange ha s bee n remittance s fro m national s 
working o n E U vessels . This ha s been a n ongoin g 
and mutuall y advantageou s arrangemen t whic h i s 
offshore by nature and therefore raises few immigra-
tion concern s i n th e EU . Market-acces s commit -
ments o n Mod e 4  tha t ar e outsid e th e contex t o f 
corporate intermediatio n woul d no t b e politicall y 
acceptable to the EU. However arrangements simi-
lar t o thos e tha t operat e i n forma l arrangement s 
between Germa n shippin g companie s an d Kiribat i 
and Tuvalu with only limited immigration concerns 
could be developed with EU fishing fleets and tourism 
plant operators in the EU and abroad. These provi-
sions coul d b e develope d withi n a n exchang e o f 
obligations in a services agreement. 

As the PAC P has an interes t i n the opening of 
tourism per se, this should be seen as a benefit an d 
not a cost. However the following options could be 
considered in an EU offer : 

• a  standstill o n existin g market-acces s provision s 
in marine shipping; and 

• commitment s to further expansio n of on-the-job 
training and work experience in other key sectors 
such as fisheries and tourism. 

Such programme s coul d b e develope d an d funde d 
within th e contex t o f th e regiona l indicativ e pro -
gramme. 

A fisheries development framework 
agreement 

One vita l componen t o f th e developmen t o f th e 
trading relationship between the EU and the Pacifi c 
ACP regio n i s th e developmen t o f th e region' s 

abundant tun a resource . A t presen t mos t PAC P 
countries tha t li e in the tropica l convergence zon e 
where large quantities of tuna are to be found do not 
have th e capacit y t o localis e th e captur e fisherie s 
within their EEZ. It is an objective of all these states 
but none have the experienced labou r force, finan -
cial resources or entrepreneurial capacit y fo r local -
isation, especially in the relatively capital-intensiv e 
purse-seine fisheries . Ther e ha s bee n som e local -
isation in the long line and pole-and-line tuna fish -
eries an d th e domesti c praw n fisherie s secto r ha s 
been localised i n PNG. For some time to come th e 
principle economi c benefi t t o the PAC P region of 
their tuna resource will be the revenue gained fro m 
access fees. Over the las t few years the EU distant -
water fishing fleet has begun to enter the EEZ of the 
PACP. At present some 20 purse-seine vessels fish in 
the EE Z of the PAC P region. Fisheries agreement s 
are foreseen i n the Cotonou Agreement19 and have 
been negotiated o n a  bilateral basi s with countrie s 
in the region. 

Any agreemen t betwee n th e PAC P countrie s 
and the EU on fisheries would have to recognise the 
imminent negotiation s o f fisherie s subsidie s disci -
plines at the WTO.20 This will mean tha t muc h of 
the assistanc e provide d a s subsidie s t o domesti c 
fleets will be phased out over time. However, in rel-
evant WTO agreements ' development assistanc e is 
not deeme d t o be a  subsidy an d i t i s assumed tha t 
this principle wil l extend t o an y future agreemen t 
on fisheries subsidies. 21 The formation o f a strategic 
alliance wit h a  resource-ric h regio n suc h a s th e 
PACP that strives to localise fishing operations may 
assist th e E U i n facilitatin g th e adjustmen t o f it s 
capture fisheries t o a more liberalised trading envi-
ronment. 

The component s o f a  fisherie s developmen t 
framework agreemen t wit h th e PAC P countrie s 
could focus on: 

• trainin g PAC P national s o n E U vessel s i n th e 
region and outside; 

• provid e assistanc e t o facilitat e th e long-ter m 
localisation an d effectiv e join t venture s i n th e 
industry; 

• environmenta l sustainability commitments; 
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• transparenc y in bilateral access agreements; 

• commitment s o n the treatmen t o f EU vessels in 
PACP countries; 

• commitment s t o ful l complianc e wit h al l rele -
vant PAC P surveillanc e provision s includin g 
paid observers; and 

• provisio n o f concessiona l assistanc e t o PAC P 
entrepreneurs t o assis t i n the localisatio n o f dis-
tant-water purse-seine vessels-

Funding fo r suc h a  proposa l woul d b e largel y t o 
national governments and hence a formula approach 
to the disbursement of resources from the agreement 
should b e agreed . Th e disbursemen t shoul d b e o n 
the basi s o f catc h level s i n th e EE Z o f particula r 
PACP regions. However, as some of these activitie s 
are regional in nature a fixed percentage of the rev-
enues associate d wit h thi s agreemen t coul d b e 
devoted t o region-wid e fisherie s development . 
Funding could also come from a  combination of the 
regional indicative programme and a levy linked t o 
catch levels. 

Investment promotion and protection 
agreement 

The mos t significan t componen t o f th e serie s o f 
agreements that would go into making up a develop-
ment-oriented partnership between the EU and the 
PACP woul d b e a n investmen t promotio n an d 
protection agreement . Suc h agreement s ar e no t 
unknown i n th e PACP 22 ar e als o foresee n i n th e 
Cotonou agreement 23 thoug h th e for m o f suc h a n 
arrangement woul d o f necessit y hav e t o confron t 
the specifi c challenge s confronte d b y investor s 
wishing to invest in the PACP that are quite differ -
ent fro m tha t o f an y region . Tw o overarchin g 
barriers exist that need to be confronted : 

• Perceive d landowne r ris k o f investmen t tha t 
stems fro m th e absenc e o f clearl y define d free -
hold or leasehold titl e to land. While thi s risk is 
greatest in Melanesia the effects o f the perceived 
risk have affected threshol d rates throughout th e 
PACP. A n investmen t guarante e agreemen t 
could also cover issues of sovereign risk associated 
with the region. 
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• Th e PACP , by virtue of its inherent characteris -
tics, has a  high cos t structure an d has witnessed 
an erosion of the commercial value of trade pref-
erences du e t o trad e liberalisation . I n th e pas t 
trade preference s compensate d investor s fo r th e 
inherently hig h costs . The regio n ha s als o wit -
nessed th e los s o f concessiona l fundin g fo r th e 
private sector because development banks, includ-
ing th e EIB , hav e move d t o mor e an d mor e 
market orientation. 24 A s a  resul t severa l o f th e 
funds that invest in the region such the Kula fund 
require rate s o f return greate r tha n 25% . These 
thresholds are often 10 % higher than for similar 
projects in larger and less isolated economies and 
reflect the market's perception of those risks. 

Thus tw o separat e financia l instrument s tha t 
address th e risk s of investmen t an d th e barrier s t o 
promoting investmen t nee d t o b e full y considere d 
and investigated . Th e firs t i s a  fun d fo r coverin g 
landowner risk, especially in tourism and agriculture 
where suc h risk s ar e majo r barrier s t o ne w invest -
ment. Such insurance already exists on the commer-
cial market and its necessity stems from an external-
ity created b y the absenc e o f land a s a commercia l 
factor an d therefor e th e government s o f Melanesia 
in particular may wish to consider offering such pro-
tection to new investors using RIP resources. 

There is a need for a second instrument to focus 
more carefull y th e ne w investmen t facilit y o f th e 
EIB on the needs of the private sector in the region. 
An analysi s of the problems confronting trad e an d 
investment in the Pacific must commence from th e 
peculiar predicamen t tha t th e privat e investor  i n 
the region does not, by and large, face a shortage of 
loanable funds. Indeed many of the PACP commer-
cial banks in the smaller countries export their sur-
plus loanable funds o n a  regular basis to their head 
offices i n Australia . What i s in shor t supply i n th e 
region i s bankabl e project s a t th e marke t rat e o f 
interest, gestation , an d term s an d conditions . Th e 
absence o f significan t concessiona l fundin g wil l 
mean tha t th e EI B market-base d revolvin g fund s 
will replicat e th e result s o f alread y availabl e com -
mercial fund s an d ma y simpl y ac t t o crow d ou t 
private financial institutions . The Kula fund, whic h 
takes equity positions, because of the high threshold 
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rate of returns has invested virtually it s entire port -
folio in mining projects in PNG and some large pro-
jects i n Fiji . I f th e ne w EI B facility i s going t o b e 
based solely on market criteria with a revolving fund 
based on a maximum 3% concession it will likely to 
replicate the geographic and sectoral concentration 
of the investment portfolio found in the Kula fund. 

To address the real handicaps faced by investors 
in th e regio n a  fund, administere d b y the EI B and 
that provides significantly mor e concessional fund s 
the greate r th e inheren t disadvantag e face d b y the 
country i s required. Countries suc h a s Kiribati an d 
Tuvalu, whic h fac e particula r disadvantage s stem -
ming fro m siz e and locatio n woul d hav e acces s t o 
very highl y concessiona l fundin g an d les s conces -
sional funds woul d b e availabl e t o large r countrie s 
such a s PNG an d Fiji . Moreover , th e valu e o f th e 
concessional componen t mus t b e passe d t o th e 
investor and not to the intermediary institution , as 
was the case under the Lomé Convention. This fund 
should b e administere d throug h loca l commercia l 
banks a s partner s (t o avoi d mora l hazard ) whos e 
overheads fo r th e administratio n o f suc h invest -
ments would be subsidised b y the fund . Withou t a 
much mor e significan t concessiona l componen t 
from th e ED F than i s found i n Cotonou , th e EI B 
portfolio i n the PACP will almost certainly be con-
centrated in resource sectors, with a likely crowding 
out of private sector funds. As the EU is unlikely to 
reform the EIB facility i n any way the PACP them-
selves may wish to consider the use of their regional 
indicative programme s t o create a  fund tha t woul d 
stimulate such investments. 

Funding a development agenda 

This pape r i s principally concerne d wit h devisin g 
trade and development instrument s tha t will facili-
tate th e developmen t o f th e privat e secto r o f th e 
region. However , whil e trad e agreement s ca n b e 
helpful i n providing an appropriate lega l and econ-
omic environmen t the y ar e insufficien t t o ensur e 
the successfu l stimul i o f the privat e secto r i n suc h 
challenging commercia l environment s a s found i n 
the PACP region. Much of what i s proposed abov e 
rests upon mobilising the resources of the RIP. Only 
the fisherie s programm e i s envisage d a s havin g 
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Cotonou-plus resources . Th e necessit y t o diver t 
resources fro m othe r developmen t project s int o 
directly supportin g th e privat e secto r mus t ste m 
from an explicit recognition of two underlying facts 
by the politica l leader s i n th e PAC P region . First , 
the largess e o f the E U an d eve n th e region' s othe r 
donors wil l continu e fo r a  finit e perio d an d wil l 
eventually taper off. Second , that a growing private 
sector i s vital to the long-ter m development o f the 
region but will not develop without market-friendl y 
assistance from government s an d th e internationa l 
community. 

Hence without a vibrant private sector develop-
ment effort s wil l no t b e sustainabl e i n th e PAC P 
region. The regio n need s t o face th e realitie s con -
straining investment . Withou t politica l an d econ -
omic stabilit y al l intervention s b y governmen t o r 
the international community are doomed to failure. 
Here the advic e being offered b y the internationa l 
community is , i n ou r opinion , fundamentall y cor -
rect. However , th e presumptio n underlyin g thi s 
advice is that the economic and political stability is 
in itself sufficient t o attract investment. Outside the 
resource extraction sectors this assumption is proba-
bly incorrec t throughou t mos t o f th e ACP , bu t i s 
particularly flawed  i n th e Pacifi c wher e th e com -
bination o f smallness, geographic isolation and dis-
persion of population creates overarching barriers to 
private investment . Unless instruments ar e devised 
to provid e incentive s t o private-secto r investmen t 
to overcom e th e inheren t cos t disadvantage s o f 
locating in the Pacific then the Pacific ACP region 
faces a future of stagnant or declining real per capita 
incomes. 

Using the resources of the RIP to attract invest -
ment int o sectors where the region has a compara-
tive advantage i s the mos t sustainable us e of those 
resources i n th e lon g ter m a s i t wil l ensur e th e 
growth of income that sustains the region's develop-
ment effort. Moreover , using those resources in this 
way would constitute a powerful signa l to the inter -
national community that the Pacific itsel f is willing 
to devot e scarc e resource s ove r whic h i t ha s some 
say to solving it s long-term development problems . 
There i s a need to address the highly political issue 
of ensurin g tha t ther e i s a n adequat e balanc e o f 
interests i n suc h a n arrangemen t or , lik e s o man y 
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past decision s o n th e allocatio n o f th e RIP , ther e 
will be a division of benefits b y countries such tha t 
the potential economic benefits will be dissipated in 
a shopping lis t approac h t o th e allocatio n o f thes e 
resources. Given that the two focal sectors of such a 
programme are based on fisheries and tourism there 
is the possibility of an appropriate balance of bene-
fits t o al l countrie s i n th e region . Whethe r th e 
financial resources available from the RIP would be 
sufficient t o cover th e cost s of a proactive private -
sector developmen t programm e i n fisherie s i n 
tourism remain s th e subjec t o f a  futur e feasibilit y 
study should the concepts be accepted. 

Conclusion 

This paper has attempted to map out an alternative 
approach t o th e economi c partnershi p agreemen t 
between the PACP countries and the EU. The sug-
gested structure offers, on an á la carte basis a series 
of trad e agreement s tha t th e PAC P ma y wis h t o 
consider as a basis for the development o f the trad -
ing relationshi p wit h th e EU . Thes e agreement s 
focus on the sectors in which the PACP has a com-
parative advantage while incorporating the original 
EU proposal for an FTA based on the trade in goods. 
It i s recognised tha t the FTA with the EU i s of the 
most doubtfu l technica l viabilit y a t thi s poin t i n 
time for mos t o f the fourteen PAC P countries . For 
Fiji and PNG a n FTA with the EU may be techni -
cally feasibl e thoug h i s also o f doubtfu l economi c 
viability given the low benefits and very high adjust -
ments induced by MFN obligations to other devel-
opment partners . Nevertheles s th e FT A shoul d 
remain ope n t o futur e ratificatio n b y th e PAC P 
region a s an d whe n thei r economie s an d tradin g 
relationships wit h th e E U evolv e t o a  leve l o f a 
maturity that renders such an arrangement feasible . 

A service s agreemen t base d o n a  'tourism plus ' 
cluster wit h a  developmen t componen t ha s bee n 
proposed. The development component could involve 
standstill arrangement s an d on th e job training fo r 
PACP nationals i n existing arrangements plus new 
arrangements with EU tourism plant operators. Two 
other agreements , includin g fisherie s an d invest -
ment protectio n an d promotion , hav e als o bee n 
mooted. Th e succes s o f th e packag e i n attractin g 
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export-oriented investmen t int o th e PAC P wil l 
depend i n par t upo n th e fundin g o f th e proposal , 
which would largely be funded fro m th e RIP of the 
9th EDF . However part o f the funding fo r th e fish -
eries agreemen t coul d b e base d o n Cotonou-plu s 
resources as this would be part of the broader com-
mercial arrangement. 
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