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1.
Plotting The Way Forward: Strategies for Agricultural Development 

The essence of strategies is that they entail decisions about the quality of resources and the ways in which these resources are used to achieve long-term goals in a changing and uncertain environment. Selecting strategies entails setting limits on what you are trying to achieve, and deliberately trying to be different (Ingham 2001). Three points stand out from this definition. First, strategies require a broad vision of what a nation should be like in the future: they should reflect the development philosophy of most of the people. Second, considerable care should be taken over strategy selection because it is not the simple task of compiling a ‘wish list’: tough choices need to be made about how resources are best harnessed in the national interest, and there are finite limits to these resources. Third, the context of strategy selection is the long run, requiring farsightedness, good forecasting ability and a flexible strategic plan that can adjust to changing circumstances.

The selection of strategies to encourage agricultural development in South Pacific island nations (SPINs) needs to take place at various levels, with strategies at each level fitting together coherently with those at other levels. Hardaker and Fleming (1994, p. 19) and Fleming and Hardaker (1995) classified strategies affecting agricultural performance in SPINs into five broad areas of strategic decision-making. Specific farm-level strategies, which are selected at a highly disaggregated level by farm households, are not covered in this paper although the strategies expected to be chosen by farm households and estate managers should obviously be taken into account when framing strategies at the broader levels. The four categories covered are:

1. macro strategies that have an impact on agricultural activities

2. intersectoral strategies that have an impact on agricultural activities

3. agricultural production strategies

4. agricultural marketing strategies.

Strategies selected from these categories are the focus of the discussions in sections 3 to 6 (it is impossible to provide coverage of all possible strategies in the space available). Before these discussions, however, the scene is set by examining some of the development philosophies widely prevalent in SPINs that largely dictate development goals and ways of achieving them. Such a step is important because these philosophies determine, in the words of the explanation of strategies given above, a vision of what a nation (or, more specifically, given the focus on agriculture, an agricultural sector) should be like in the future, and what will be its distinctive features.

2.
Development Philosophy

Inevitably, the adoption of multiple development philosophies offers scope for trade-offs, for existing contradictions to persist and for new contradictions to emerge. At the same time, they offer scope for complementarities if the mix is right. In other words, planners need to master the art of strategic planning. But the practice of strategic planning is also critical. Strategic planning processes (the mechanism of practical pursuit of development goals) are meaningless unless the end products, the strategies, are actually implemented.

For these strategies to be effectively implemented, the planners need the collaboration and cooperation(either directly or indirectly(of many groups and individuals in a given society (and, to varying degrees, foreigners). Unless these groups and individuals share the vision of the planners, chances are that the strategies will be either sabotaged or implemented with little care or commitment. An example of the need for direct involvement is the reliance on government bureaucrats whose own interests can be at odds with the strategic approach they are charged with implementing: witness recent structural adjustment programs that have had as their centrepiece swingeing cuts to a demoralised public service! An example of indirect involvement concerns the many rural and agricultural development strategies that rely for their implementation on independent decisions made by a myriad of small producers, marketers and village councils. Using the example of structural adjustment programs again, the withdrawal of the government from direct participation in agricultural markets was meant to usher in a period of expansion of private sector marketing activity, with more efficient services. Dorward (2001, pp. 59-60) noted, however, that private traders were slow to enter produce markets and to provide input supply and financial services efficiently. He attributed this phenomenon partly to the high transaction costs of market participation. Another factor could be that the private sector could make greater gains from rent-seeking activities than productive activities.

Fleming and Hardaker (1995, pp. 184-192) outlined six philosophies that have strong roots in SPINs, and assessed their merits and the extent to which they complement or diverge from each other:

· communitarianism

· meritocracy

· autarky and self-sufficiency

· modified collectivism

· environmentalism

· rent-seeking.

A summary of the material presented by Fleming and Hardaker (1995) is now given, outlining the strengths and shortcomings of each philosophy. It is followed by an assessment of the best way forward for selecting development strategies in SPINs.

2.1
Communitarianism

The ethos of communitarianism is profoundly entrenched in the village way of life in SPINs, and in the sentiments and attitudes of most key decision makers at the village and national levels. The rural elite commonly articulates these sentiments (understandably so because its power largely emanates from the positions of its members in rural communities) and is responsible for ensuring that people adhere to the rules that reflect them. Some non-government organisations (NGOs) operating in SPINs also support them. Etzioni described communitarians as ‘people committed to creating a new moral, social and public order based on restored communities’ (Anon. 1994, p. 65). In SPINs, the communitarian ideal is concerned less with restoration than with perpetuating and strengthening existing social hierarchies, village organisations and communal activities. The strength of communitarianism lies in its ability to foster social cohesion and harness the benefits derived from its egalitarian values for endorsing equity and avoiding abject poverty and hunger. To use an expression that has been gaining a lot of currency recently, this approach provides a lot of ‘social capital’, or ‘features of social organisation, such as networks, norms, and trust, that facilitate coordination and cooperation for mutual benefit’(Putnam, 1993).

The application of communal values discourages individual self-determination, values and autonomy. The tendency to emphasise the past rather than the future betrays nostalgia for tradition, resistance to change and opposition to an orientation to the future. Communitarians discourage social differentiation unless it reflects traditional social stratification. The result is a lower level of labour specialisation and refinement of productive activities, and consequently a lack of concern for global competitiveness. Social mobility is restrained, although international migration in Polynesian nations has been used as a valve to relieve growing demographic, social and economic pressures in rural villages. The encouragement of loyalty to a social group builds up rivalry among different types or levels of aggregation of groups. This rivalry frequently spills over into the national arena as loyalty and obedience to the rules and interests of the village supersede loyalty and obedience to the national government (Fleming and Hardaker 1995, p. 186).

2.2
Meritocracy

People with power in a meritocracy achieve it through competition. The concept of meritocracy is consistent with liberalism in that its aim is to advance social justice by treating people as individuals rather than representatives of social groups. It also promotes economic efficiency, by allocating resources and tasks in an efficient manner, and is therefore consistent with competitive endeavour in a market-driven economy. It favours commerce ‘for the contribution that it would make, through the relief of want and hunger, to the sum of human happiness’ (Anon. 1994, p. 67).

Individual entities, be they individuals, households or private firms, are the principal actors in a meritocracy. In the context of recent events in SPINs, the three dominant sponsors of a meritocratic approach have been the International Monetary Fund, the World Bank and the Asian Development Bank. Other multilateral and bilateral agencies also profess to follow such an approach, as do sections of the national governments which, as a whole, tend to be rather reluctant and ambivalent supporters. Some influential people in all SPINs resent the fact that this approach has been foisted upon them.

Meritocracy is in direct contradistinction of communitarianism in some key respects. Whereas the latter favours ‘the subordination of the individual (or individual household) to the social group and traditional social order’ (Fleming and Hardaker 1995, p. 186), the latter is based on individual decision-making, an outward-looking orientation and striving for productivity gains and competitiveness.

Its chief weakness as a strategic approach stems from violation of its assumption of efficient market operations: the presence of gross market failure can constrain its effectiveness. Also, meritocracy is not without dangers of increased inequities, and the replacement of one elite with another, unless careful steps are taken by the government to provide appropriate ‘safety nets’.

2.3
Autarky and self-sufficiency

Autarky really represents a form of anti-development thinking rather than a development ethos. It is manifested in ‘a drive for self-sufficiency or, at least, near self-sufficiency’ (Fleming and Hardaker 1995, p. 187). The usual perspective of autarky is a national one but the concept can be applied to individual villages and households. Certainly, implementation rests mainly with the production and consumption decisions of members of individual rural households who are likely to be influenced or directed by village councils. Autarky thereby corresponds most closely to the values of communitarianism, sharing that philosophy’s disregard for global competitiveness, and conflicts most with meritocracy among the other philosophies. Some political factions and NGOs are the most vocal supporters of autarky as an end in itself. The ‘growing concerns about dietary and health problems of Pacific islanders, and about the degradation of island ecosystems lead, in the extreme, to prescriptions for a return to traditional subsistence-orientated systems of resource use’ (Fleming and Hardaker 1995, p. 187). The main manifestation of benefit from autarky is the resilience of rural households in the face of adversity. 

2.4
Modified collectivism

Skidelsky (1995, p. 15) defined collectivism as government for the good of the people by experts or officials, and a collectivist society as one in which bureaucratic purposes replace private purposes in shaping economic and social life. He suggested that ‘the five principal measures of the degree of collectivism in any society [are] state ownership of industry, central planning, state spending as a share of national income, regulation, and state control of the movement of goods, services, capital and labour across frontiers’. 

SPINs are still essentially government-led societies beyond village boundaries. Regulatory and fiscal actions of governments persist strongly in all SPINs, apparently an inescapable fate of very small nations. And while recent initiatives to divest governments of ownership of the means of production in industry, a strong belief persists in political circles in the merits of government control over, and planning of, productive activity. The very smallness of SPINs enables administrative leaders to take more control, a tendency reinforced by the high status of many ruling elites who are accustomed to directing the lives of their people. The problems that ensue from collectivism, felt acutely in SPINs, derive from small size and poor governance.

The more pervasive collectivism is, ‘the greater the opportunity for the choices of officials to prevail over those of individuals and households’ (Skidelsky 1995, p. 15) and even village organisations in some circumstances. Fleming and Hardaker (1995, p. 188) concluded that the modified form of collectivism sponsored by political and bureaucratic elites in SPINs reflects their desire to influence people’s lives. It is often unwittingly supported by international development agencies that find it more convenient ‘to deal with a centralised bureaucracy than a large number of individuals and organisations’.

2.5
Environmentalism

Environmentalism has consolidated itself in the consciousness of SPIN governments, and populations at large, with modern global environmental movements building on the longstanding concern that people in these nations have had for their natural environment. Environmentalism as a development philosophy differs from concerns about the conservation of resources as an element in development planning in that conservation is seen as an end in itself. It therefore goes beyond the selection of a strategy as a means to the attainment of sustainable development for the benefit of present and future human generations, to a state of belief that ecological concepts of sustainability take precedence over an anthropocentric perspective (Fleming and Hardaker 1995, p. 188). Different sets of values and beliefs create a variety of types of environmentalism. At the extreme, environmentalism as an end in itself signifies the preservation of all natural resources in their current state and restoring certain natural resource stocks to an earlier state. In this respect, its major disadvantage is that it disavows decisions and actions that can lead to significant improvements in human welfare over time.

Local environmental activists can seldom dictate to resource managers (who, in the main, tend to be members of rural households) or planners. They have therefore become very adept in their attempts to ‘exert their influence through actions to change attitudes, beliefs and values, using the mass media, the education system and lobbying’ (Fleming and Hardaker 1995, p. 189). NGOs (usually from abroad) with strong environmental values often sponsor these groups, as do some bilateral and multilateral development agencies.

2.6
Rent-seeking

‘A rent-seeking development philosophy means that a country relies predominantly on foreigners or expatriates to pay rents to finance improved welfare of its people rather than on the productive use by those people of national resources’ (Fleming and Hardaker 1995, p. 189). Rents in SPINs come mainly from aid, remittances and exploitation by foreign corporations of mineral, forest and marine resources. Aid agencies sponsor rents through their assistance programs. Also, SPIN governments capture rents from foreign governments using their geopolitical capital.

Rent-seeking creates opportunities for benefit and advancement for politicians and senior bureaucrats, who have generally supported a degree of rent-dependence enthusiastically. Bribery by foreign interests provides further impetus to rent-seeking at the national level. Synergies can therefore be exploited between rent-seeking and collectivist approaches to development.

Rent-seeking has spread all the way down to the individual household level in SPINs, where household members seek benefits from development policies and projects, and employment opportunities within the public service and overseas (Fleming 1998). The exploitation of overseas opportunities has been particularly strong in Polynesian nations, generating considerable inflows of remittances.

All SPINs match to a greater or lesser degree the model of rent-dependent MIRAB (migration, remittances, aid and bureaucracy) economies expounded by Bertram (1986). Bertram appears to hold the view that such an orientation is inevitable, perhaps even rational.

2.6
Assessment

The main problem with the haphazard incorporation of elements of all development philosophies, according to Fleming and Hardaker (1995), is that they probably conflict with each other more than they complement each other (see Appendix 1). So long as equal consideration is given by planners to all these philosophies, the strategies selected will almost certainly be ineffective or, more probably, damaging to social welfare. An all too likely outcome is that the worst features of each approach will be accentuated and the impact of their best features muted as they pull strategic planning processes in different directions.

Hardaker and Fleming (1995, pp. 8-9) argued that the dichotomy between the meritocratic and other approaches to achieve development goals is the most critical in choosing development paths in SPINs. They contended that a 

… meritocratic approach relies on the emergence of productive activities to provide foreign exchange. The communitarian approach must follow one of three paths, with the second and third paths linked to two other development philosophies, autarky and rent-dependence. Countries either attempt to mobilise village communities to undertake productive activities, as with the meritocratic approach; retreat to a past state of autarky, implying self-sufficiency; or rely on sources of foreign exchange derived from ‘rent’. We believe the first of these three approaches is flawed: the communitarian approach to productive activities in the countries under study has not been successful; yet it remains an option. The second approach is unrealistic: aspirations and circumstances of the populations have progressed to a state that makes autarky impossible.

(Fleming and Hardaker 1995, p. 8)

Many SPINs have reached a stage in their development where rents are responsible for a substantial proportion of foreign exchange earnings. It is unlikely that any SPIN could forgo all rent-dependence in the foreseeable future: a substantive reliance on aid, remittances and/or resource rents is inevitable. Yet while it is conceivable that SPINs could survive for some time into the future as rentier societies, it is doubtful whether they would be able to maintain rents sufficient to satisfy fully the aspirations of their people. Nor, in the long term, would a heavy reliance on rents to maintain the welfare of the populations be a risk-free proposition given their likely increasing unreliability. They need to be gradually replaced by more secure and sustainable sources of income.

No SPIN has so far made a clear-cut choice to adopt one of these main development philosophies; to varying degrees, they are committed to all, resulting in an incompatible mixture of macroeconomic, agricultural and rural development strategies. The approach adopted here is not to make a recommendation on a philosophy that is considered superior to others. However, the remaining sections of the paper will be based on the presumption that the current course of action followed by SPIN governments will prevail in the future. The various strategies discussed in the sections that follow also depend on the relative importance attached to the subsidiary development philosophies. Even though it has not yet embedded itself in people’s value systems in SPINs, a meritocratic strategic approach is currently in vogue and is assumed to be paramount in the planners’ visions of how their nations should develop to be competitive in an increasingly integrated global economic system. If meritocracy is given priority, however, recent experiences suggest that it will be a difficult path to follow exclusively. The incorporation in a systematic way of some crucial elements of other philosophies with which individuals and groups strongly identify, and to which they adhere in their actions and decisions, is necessary to enable a meritocratic strategic approach to succeed in implementation. This is despite the tradeoffs introduced by such dilution of the strategic approach.

3.
Selected Macro Strategies

Macro strategies, of which macroeconomic strategies are one important component, operate in the national domain. As the agricultural sector in each SPIN becomes more closely integrated with the rest of the domestic economy, macroeconomic strategies plus other macro strategies in areas such as health, nutrition, education, infrastructure and justice have an increased influence on agricultural performance.

As indicated in the previous section, a national economic strategy is more than a list of policies or plans for action. Rather, it is about what a country wants to become, how it is going to distinguish itself from other countries, where its competitive advantages lie (Porter 1998), and where it possesses comparative advantage.

The primacy of a meritocratic development philosophy is assumed, but with incorporation of strands of the other philosophies. Four examples of macro strategic choices relevant to agricultural development are now presented that show the need to appreciate the concept of opportunity cost when deciding on a balance between opposing uses of resources and for breaking down artificial barriers between planning spheres:

· level of government intervention in the economy

· dichotomy between economic and social strategies

· self-reliance versus reliance on aid and foreign investment

· strong versus weak currency.

3.1
Level of government intervention

The level of government intervention in a SPIN is influenced by the development philosophy of national decision makers and by the practical consideration of the limited capability of the national government to intervene effectively. International swings in policy fashion have been reflected in the economic strategies followed by SPIN governments, often at the behest of international financial institutions. Along the way, it would appear to herald a decline in the status of modified collectivism. The recent trend towards economic liberalisation and deregulation has brought with it many benefits, including enhanced international trade opportunities where scope still exists for improvement. The adoption of more market-friendly strategies over the past decade was meant to help the public and private sectors to work better together, but such teamwork has not always been as prominent as it should have been. Errors in timing and extent, and selection of what to liberalise and deregulate, have incurred economic and social costs.

The most important criteria to keep in mind when deciding on the level and areas of government intervention are the priorities for dealing with market failure and institutional failure. This is not easy because often market and institutional failure coincide. Identifying and prioritising interventions to correct for market failure are essential steps for SPIN governments. Yet limitations to effective government intervention are severe and government activities typically suffer from large diseconomies of size and scope. Correction of gross forms of market failure in health, education and infrastructure, to take three key areas of influence on agricultural performance, is inadequately performed in all SPINs. It makes no sense for governments to withdraw from key activities in these areas in the name of economic liberalisation. On the contrary, a strong and effective government commitment to them is essential for the success of market-based development strategies.

Institutional failure reflects breakdowns in good governance, an issue that has recently been taken up with enthusiasm by many bilateral and multilateral development agencies. The importance of good governance cannot be denied, and the Prime Minister of Papua New Guinea, Sir Mekere Morauta, recently made the frank assessment that his government, and indeed his own political party, was mired in corruption. According to Forbes (2001, p. 1), Sir Mekere ‘believed that PNG politicians and public institutions were almost totally compromised by systemic corruption’.

One could argue about the extent of corruption and incompetence in SPIN governments compared with other countries, with little clear evidence likely to emerge. What is indisputable, however, is that small nations such as SPINs have much less room to manoeuvre. A larger nation can tolerate a certain amount of corruption and inefficiency without badly affecting the productive sectors. But small countries have no such leeway: honest and competent governance are essential for economic development, in general, and agricultural development, in particular.

3.2
Breaking down the barriers between social, economic and environmental planning

When setting macro strategies under a dominant meritocratic development philosophy, SPIN governments must break down the barriers that exist between social, economic and environmental issues in the conceptualisation, administration and implementation of development strategies. Porter (1998, p. 10) viewed this false dichotomy thus:

… if one sees the goal of a nation as productivity and recognizes the fundamental role that human resources play in productivity, it is very quickly evident that advancing the social agenda and advancing the economic agenda have to be absolutely in sync. We can no longer think of schools as part of the social agenda, but must also think about them as part of the economic agenda. The same applies to the natural environment. We must move beyond these obsolete distinctions that pit groups against one another and create false conflicts. To have a productive economy, a nation needs well educated people who have a sense of equal opportunity, who are healthy, and who feel safe. All these things are fundamental to productivity and to creating higher and higher value products and services.

These ‘distinctions that pit groups against one another’ also encourage rent-seeking, and culminate in higher rent-seeking costs to society.

3.3
Balancing self-reliance with aid and foreign investment

The pressing need to mobilise both local and overseas knowledge and experience to develop and market products under a meritocratic approach means tapping sources of technical and market information through international research systems. This is something that national governments have not always done well in SPINs. It also means tapping overseas marketing skills and experience, almost always held by private firms.

Governments need to become less chauvinistic about the contributions that foreign companies, especially marketing and manufacturing corporations, can make to their development. In particular, they should redress the balance of support more in favour of foreign direct investment than aid. A first step in this direction is to create a more favourable environment for foreign investment. At the same time, they should appraise more rigorously the amount of aid and development loans they accept given the inevitably limited domestic absorptive capacity (Fleming and Hardaker 1995, p. 10).

Foreign investment is a controversial issue in most SPINs, but it is essential if agricultural development is to be driven by increased export values. According to Porter, reported by Hewett (2001, p. 30):

You almost always have to have a mix of local and foreign firms. It is just too complicated for local firms to master all the skills and all the knowledge and all the technology. We need to bring local and foreign firms together, ideally around areas of specialisation.

Advantages of foreign investment by transnational corporations that are seldom given sufficient attention are the skills and experience developed by locals in meeting the international benchmarks in productivity and quality expected by these corporations that would otherwise not be achieved.

3.4
Strong versus weak currency

External economic relations are influenced by the exchange rate strategies adopted by governments. The past 10 to 15 years have witnessed massive devaluations of the currencies of almost all SPINs. These devaluations have benefited export-oriented and import-competing agricultural industries, in some export situations sustaining export receipts in domestic currency terms in the face of declining world prices. Yet, as pointed out by Porter, reported by Hewett (2001, p. 29), devaluation only ‘provides a safety valve … you can again compete on price so you don’t take the hard steps to go the next level’. Furthermore, ‘a reliance on a devaluing currency to boost competitiveness is actually counterproductive … devaluation is a sign of long-term defeat, evidence that a country is simply not competitive enough’.

The scope for using devaluation as a tool to improve performance in the agricultural sectors in SPINs has just about run its course, and future action is restricted by the need to confine changes to limits imposed by macroeconomic fundamentals.

4.
Intersectoral Strategies

4.1
Leading sector versus balanced growth and the intersectoral allocation of public funds

It is unwise to generalise across all SPINs on which sector, if any, should take the leading role in the development process. A strong case can be made for agriculture playing the leading role in economic growth in the next couple of decades in Tonga and Samoa, for example. But it will not do so unless its performance improves dramatically. The stated priorities of SPIN governments suggest that agricultural development is pivotal to future prosperity, but whether the claims of export-led strategies with priority given to agriculture are measured choices by SPIN governments remains to be seen.

4.1.1
Agricultural contributions in small open economies

The case for agriculture as a leading sector in SPINs rests on four potential contributions to economic development.

Product contribution. The product contribution is threefold: export value, nutritional security and raw materials for value-adding activities. All three contributions are recognised as crucial by SPIN governments in their planning documents, but only the first two have so far been prominent in the economies.

The evidence on the relations between exports and economic growth in developing countries was summarised in the context of SPINs by Onchoke (1996). The weight of evidence suggests that exports are a strong driving force in promoting economic growth, especially in small open economies. Where export production is dominated by smallholders, as in most industries in SPINs, there is the potential for a strong correlation between export growth and economic development.

The records of export growth in agricultural and overall products in six SPINs over the past four decades are summarised in Appendix 2. The evidence is mixed, being generally positive for overall exports but not particularly impressive for agricultural exports.

Concern has been expressed about declining nutritional security in SPINs over many years, but it has heightened to a state of alarm in recent years in the face of accumulating evidence of links between nutrition deficiencies and non-communicable diseases. Domestic food production continues to play a major role in enhancing food availability even though its role is relatively minor in improving food entitlements. It thereby makes a valuable contribution to nutritional security by providing abundant supplies of healthy foods. However, this contribution has been declining in relative terms as consumers’ preferences have moved quite quickly away from traditional staple foods to more processed imported food items (Fleming, Lim, Seniloli and Taukei 1998, Simatupang and Fleming 2001).

The production of agricultural raw materials as inputs into value-adding processes that yield higher-value products for domestic consumption and export has been patchy at best. Value adding to locally produced output has not yet been the stimulus to economic growth that most SPIN governments had hoped it to be, but the potential remains considerable. The limited success achieved so far reflects the difficulty that secondary industries in SPINs have experienced in becoming competitive in the value-adding processes.

Factor contribution: major employer of labour. The importance of the factor contribution rests on the continuing ability of agriculture to provide employment opportunities for rural job-seekers and stem the drift of people to cities in SPINs. A prosperous agricultural sector is obviously a key element in any government’s employment strategy. This is not to argue that the relative importance of agriculture as an employer in the workforce should be maintained at all cost; on the contrary, we know from the history of economic development that it will eventually decline to well below 10 per cent. But it is reasonable to expect that the relative decline will proceed slowly.

Equity contribution. The equity contribution of agriculture lies in the widespread access to land provided by agricultural pursuits. It has been the principal reason why SPINs have avoided the pervasive and severe poverty that has afflicted many developing countries. For all the shortcomings likely to be experienced were a communitarian approach to be the centrepiece of development planning, there is no denying the valuable contribution village community systems play in the social welfare of nations. Architects of a meritocratic development approach to strategic planning need to take care that a drive towards a more commercial agricultural sector does not significantly destroy the social benefits these systems provide.

Contribution to sustainability. Sustainability is an essential element in all development efforts in developing nations. It now features strongly in world trade issues, attested by its priority on the agenda of World Trade Organisation negotiations, and therefore can influence the long-run competitiveness of export industries. Wohlmeyer and Quendler (2001) contended that agriculture and forestry have an affinity with ‘strong sustainability’. It is likely that the development of sustainable agricultural and agroforestry production methods such as organic farming could enhance the long-run competitiveness of SPIN agricultural industries.

4.1.2
Intersectoral allocation of public funds

At the strategic level, priorities for spending need to be reviewed and, where necessary, revised to fit the potential for sectoral development. If agriculture is expected to play a leading development role, more public funds are needed directly for the sector and for rural development in general. It is not clear just how real is the emphasis supposedly given to agriculture by SPIN governments, as represented in their official planning documents. The share of government recurrent expenditure allocated to agriculture ministries and departments has actually declined in recent years in a number of nations. Even where agriculture is not expected to play a pivotal development role, a minimum level of public expenditure is still justified to maintain its subsistence base, which is going to continue to play a vital economic role well into the future (Bourke 2001).

The way funds are allocated is as important as the level of funds allocated. Deservedly or not, agriculture ministries and departments seldom have a good record in this respect, although there are certainly exceptions. This suggests a need to overhaul management, monitoring and control activities and improve funding arrangements. Moves have been made in this direction in some countries in recent years: witness the efforts to rejuvenate the formerly vigorous Department of Agriculture and Livestock in Papua New Guinea.

4.2
Domestic terms of trade and relative returns to labour

Agriculture’s terms of trade refer to the ratio of farm output prices to the prices of agricultural inputs and goods and services consumed by the farm household that are produced in the industrial sector. Primacy of a meritocratic development path in which productive capacity is to be built up demands that the numbers and wages in the public service are not permitted to expand. But this is the small part of the problem because attempting to change the relations between agricultural returns and returns to other forms of activities, notably rent-seeking inflows such as aid and remittances from migrant labour, is extremely difficult. The challenge is especially stark in very small SPINs.

Government efforts to turn sectoral terms of trade in favour of agriculture have so far relied heavily on subsidies. SPINs tend to have very open economies, suggesting that a strategy of agricultural support based on subsidising purchased farm inputs, credit and farm outputs is unsustainable. The only circumstance justifying government intervention through subsidies could be as a long-term measure to encourage more ecologically sensitive behaviour by farmers. Yet, even here, more suitable and cheaper avenues are usually open to achieve the same ends.

4.3
Regional balance

The potential for agricultural development is unevenly spread in most SPINs, being of minor concern only in spatially compact nations such as Western Samoa and Niue. Meritocratic development strategies are probably only going to make regional inequities greater, as they tend to favour regions with richer people and more favourable resource endowments. There is a strong thrust by most SPIN governments towards regional development. But if governments are serious about balanced regional development, much more needs to be done to integrate regional development initiatives into the overall development planning process.

The immense challenge of meeting transport and communications needs of remote areas is unlikely ever to enable spatially balanced development: islands are too spread out and populations too sparse to justify the magnitudes of expenditure needed. The solution may therefore need to be one of permanent support for these more remote communities, as a purely social measure.

5.
Specific Agricultural Production Strategies

Seven specific agricultural production strategies are selected for discussion, again reflecting the search for balance and reductions in the severity of trade-offs in resource use:

· the commercialisation of farming

· the trade-off between specialisation and risk in production

· linked strategies for commercial agriculture and nutritional security

· product mix and destination

· research and extension

· land ownership and use

· rural employment and wages.

While these production strategies are discussed separately from marketing strategies, which follow in the next section, it is becoming increasingly difficult to separate the two sets of strategies as the commercialisation of agriculture proceeds. This is noticeable from the cross-referencing between some production and marketing strategies below.

5.1
Commercial development: farm size, intensity and mode

A meritocratic strategic approach to agricultural development demands that SPIN agricultural industries are competitive in both import markets for import-competing domestic industries and world markets for exports. Inevitably, farms will therefore undergo a transition to a more commercial operational footing. But given the strength and flexibility of semi-subsistence systems, governments need to be cautious about encouraging a transition towards fully commercial operations. Such a decision is best left to smallholders themselves, especially if such a shift were to lead to a premature decline in the resilience of semi-subsistence systems.

A smallholder mode of production is to be preferred to an estate mode in most circumstances because it is more efficient, and better attuned to the resource availabilities and social circumstances of SPINs. An estate mode is only preferable for crops that offer significant scale economies in post-harvest processing, such as oil palm or sugar cane. Even then, many of the potential advantages of larger scale operation can be gained using a nucleus estate production mode, with smallholdings organised around a central processing unit.

5.2
Weakening the trade-off between specialisation and risk in small nations

5.2.1
Specialisation versus diversification

The choice of commodities for commercial development places producers and governments on the horns of a dilemma. On one hand, too much specialisation in agricultural production is risky, in terms of both production and marketing risks. Yet, on the other hand, small countries suffer from an inability to attain agglomeration economies. A well-run large corporation can internalise agglomeration economies whereas small firms find it difficult to sustain the inputs into technology development and improvement, market research and development, quarantine and quality control, all of which may be vital to develop and defend the production and export of a single commodity. It is therefore difficult if not impossible for these nations to tackle the production and export of more than a few products, especially if they entail complex and stringent technology requirements, or have very onerous marketing needs. They also face high transaction and information costs, and lack affordable access to venture capital.

In these difficult circumstances, a strong case can be made for reliance on products and markets for which the required knowledge and experience already exist, even though they may currently be less profitable than some newer alternatives. Thus, supply of root crops to domestic or overseas Polynesian markets may be an activity with strong competitive and comparative advantage for producers and countries, respectively. And even the coconut industry, though generating poor returns to inputs at prevailing prices, can generate new value-adding opportunities and be useful stand-by products in times of hardship.

5.2.2
Should SPINs pursue a cluster development strategy?

Porter (1998, p. 7) highlighted a potentially valuable way of specialisation in productive inputs, namely cluster development:

Clusters are the building blocks of a productive, innovative economy. A cluster is more than a single industry making a single product. Successful clusters involve a variety of related industries, suppliers and institutions all located in the same place. … there is a critical mass of unique knowledge and capability … that comes from the chain reaction effect of combining a group of firms, industries, and institutions in the same field in the same place.

Clusters, according to Porter, quoted by Hewett (2001):

… make you productive. They create information and deeper knowledge about an industry. They create pools of skill and technology that are accessible by all firms in the cluster. They not only involve firms but related institutions like research programs in universities that are specialised in the field, like training programs. …

Cluster development involves first and foremost the private sector but also involves things that are affected by government: a regulatory environment in that particular field, physical infrastructure like ports and roads, skills and training programs in community colleges and schools. They are all influenced by government action that can work for and reinforce a cluster or make things more difficult.

The OECD (1999) viewed clusters as a way of developing government and private sector collaboration in innovation:

Both firms, keen to improve their competitiveness, and governments, keen to exploit new sources of economic and social progress, need to understand how innovation works in order to better stimulate it. The paradox of innovation is that it uses co-operation to enhance competition and to link many different actors in innovative clusters. In a knowledge-based economy, these clusters of innovative firms form around sources of knowledge. They are based on a sophisticated infrastructure in which knowledge is developed, shared and exchanged, and are characterised by highly concentrated and effective links between entrepreneurs, investors and researchers. Clusters can take a variety of forms, depending on their main technological and commercial areas of specialisation. In most cases they operate within localised geographical areas and interact within larger innovation systems at the regional, national and international level. With globalisation, dynamic clusters are becoming key factors in a country’s capacity to attract the international investment that generates new technological expertise, to interest investors in innovation (venture capital, etc.) and to benefit from the international mobility of skilled personnel.

Examples of successful agricultural clusters exist not too distant from SPINs. For example, a successful organic horticulture cluster sprang up in New Zealand, which started from a more general horticulture descriptor. It is often necessary to narrow the basis of the cluster before being able to identify those things that firms in the cluster can agree require collaboration for advancement to be made in productivity and profit.

Enthusiasm for cluster development is infectious, and it pays to be a little cautious in heralding its potential. It is certainly not a panacea for the troubles faced by SPINs trying to improve their capacity to innovate and get more value from their agricultural output. Also, in practice it might turn out to be principally a rich country’s strategic tool in the short term. But the idea of developing clusters in agriculture should at least be given serious thought. The issue is taken up again in section 6.3 in the context of agricultural marketing.

5.3
Linking strategies for commercial agriculture and nutritional security

5.3.1
Changing nature of consumer food demand

Distinctions persist in agricultural planning processes between the commercialisation of agriculture and striving for nutritional security that are rapidly becoming anachronistic. This trend stems from the changes that have been taking place in food systems, and which continue to take place. As small developing countries, SPINs face a number of challenges in the process of agricultural change brought about by the commercialisation of their agricultural sectors. These challenges are particularly daunting in the food supply chain between producers and domestic consumers. Timmer (1997) observed that producers increasingly specialise at the farm level with agricultural transformation from a subsistence-based to commercial farm organisation and with farm households increasingly making production decisions independently of consumption decisions. These trends allow for divergences in the paths of food production and consumption. SPINs have tended to follow the universal trend towards greater specialisation, a trend that has been reinforced by a strong comparative advantage in the production and export of certain cash crops such as tree crops and sugar.

Working in the opposite direction, some policy makers(notably those concerned with nutrition(express a desire to diversify farm production by reintroducing more food crops into the farming system to improve dietary balance. But a diverse availability of fresh produce does not necessitate greater diversity in farm production: it is possible for some farm households to specialise in food crops and others in cash crops. Optimising production within the farming system should be the relevant objective rather than diversified production for diversity’s sake.

A more natural path is for increased diversification in the latter stages of commercialisation as the expansion of downstream processing and marketing activities and the introduction of higher-value food items allows for greater product differentiation. The extent of this trend towards greater diversity in SPINs has been slight so far because of the much greater difficulties faced by small nations in developing these downstream activities profitably.

An ensuing strong upward trend in food consumption variety occurs as people no longer eat food purely for survival and face a wide choice of available foods (World Bank 1994). Timmer (1997, p. 623) attributed this trend to an inherent desire for diversity in dietary patterns among most populations of the world, and consumers in SPINs are not exceptions to this trend that is associated with increased urbanisation. Low-cost transportation systems and falling trade barriers have conditioned consumers to desire a wide array of diverse food products.

Less pronounced and later trends towards diversification in agriculture than in most other developing nations, combined with continuous increases in food consumption, have had profound implications for the international trade patterns of SPINs. With economic transformation, imports have come to play an even larger role than they do in other developing nations in meeting a widening gap between food consumption and food produced by the domestic agricultural sector.

5.3.2
Implications of economic transformation for the nutrition value chain

Following Fleming et al. (1998), six implications of economic transformation for developing the nutrition value chain in SPINs are:

· Economic transformation inevitably leads to painful transitions in agriculture. The pain will be greater the less successful an agricultural sector is in achieving productivity increases in production and meeting the challenges posed by changes in domestic food demand.

· Increases in food imports should not be considered bad; they are an inevitable outcome of agricultural and general economic transformation. It is futile to strive for food self-sufficiency.

· The government should not attempt to delay this transformation because it will be self-defeating and cause greater problems in the long run.

· The greatest potential to respond to changing nutrition requirements brought about by changes in food demand lies in the areas of processing and marketing, along with the preparation by producers of food for sale in a form suitable for processing and marketing.

· The preparation of food products for sale needs to advance beyond concern merely with volume of output. Because natural hunger is no longer the dominant influence on food purchase decisions, suppliers of locally grown foods need to do better in persuading consumers to purchase their produce, which means they need to understand better how consumers make their food purchase decisions.

· A reduction in the domestic production costs of staple foods can improve diets but a substantial reduction is unlikely to emanate from local production research alone. It is most likely to come from international advances in research into high-yielding varieties of these crops, but local research capacity needs to be sufficient to take advantage of any international breakthroughs that occur.

5.4
Product mix and destination

5.4.1
Building on success

Governments need to revise their ideas about strategic product balance to consider identifying areas of commercial excellence instead. Recent observations by Porter, reported by Hewett (2001, pp. 29-30) succinctly sum up the appropriate strategic approach:

... going to the next level, according to Porter, doesn’t necessarily mean a desperate search for new industries while jettisoning the old ones. Nor is it a case of “picking winners” but rather looking at what winners there already are and trying to get rid of any constraints holding them back from greater success. …

“It’s very rare that success in a new field is disconnected to past successes in previous fields, he says. “Too many nations go on futile exercises trying to get into aerospace or high-tech. … you only succeed by building on your strengths. You don’t create entirely new industries. You build up new industries out of existing industries.”

But the key is the need to constantly invest in and upgrade those industries, which inevitably leads to the development of other new products and skills and companies.

“It doesn’t really matter what particularly we choose to produce as long as we can be really productive at it”, he says. “You can get wealthy in agriculture, you can get wealthy making shoes or wealthy producing services. … One can employ advanced technology to compete in virtually every industry”. [emphases added]

By building on success, a government can avoid ‘picking winners’ among exporters but must make choices between alternative export activities. It needs to ensure it does not waste money by providing support to activities with little hope of long-term export success while understanding the sorts of obstacles faced by exporters of promising products that it can help relieve. It can also build up a portfolio of export excellence to acquaint potential investors with the sorts of export opportunities that exist.

In this respect, governments may have a role in helping local exporters combine forces with exporters from other South Pacific countries who are exporting similar products. In this way, it may be possible to reduce marketing costs or share market development costs.

5.4.2
Resource allocation between agricultural industries

The scope for governments directly to influence resource use in agricultural production is clearly limited in SPINs. A preferred role is for them to provide environments in which individual producers can make rational choices about the level and combination of resources to use, in order to operate as efficiently and profitably as possible. Provided prices are right, maximising private benefit will be in line with maximising benefits to the society as a whole (Fleming and Hardaker 1995).

Credit markets may need particular attention. Smallholders often have difficulty gaining access to affordable credit from institutional lenders who experience high transaction costs in servicing a host of small loans. Also, default rates among small-scale borrowers in SPINs have been far too high, as they have been elsewhere in the developing world. Government involvement in credit provision has usually entailed subsidising loans to farmers but this approach has had the unforeseen and undesirable side effects of inhibiting the growth of a fully functional financial system. Most SPINs have cut back on interest rate subsidies and have encouraged the development of commercial banking, so that the past repression of the financial sectors is being overcome.

On the other hand, ‘these welcome developments leave unanswered the question of how large numbers of geographically dispersed, small-scale producers can obtain access to credit at reasonable cost’ (Fleming and Hardaker 1995, p. 221). Lending methods to groups of producers have made considerable advances recently where it has been possible to lower lending costs and reduce the default risk through a group guarantee of the loan. Such schemes warrant further investigation and experimentation. While cultural differences need to be acknowledged in developing local schemes, some progress has been made in the development of financing facilities specially suited to the needs of farmers and others in the agricultural sectors of SPINs.

5.5
Research and extension: developing sustainable production systems

5.5.1
Research challenges

It is very difficult for small nations such as SPINs to fund realistic and coherent programs of agricultural research (Eyzaguirre 1996), a task exacerbated by lack of skilled personnel. Even the larger SPINs need to apply existing knowledge and adapt technologies developed overseas to local conditions rather than do basic research. Given the scale problems of national research programs, it is surprising there is not more national support for regional research cooperation among SPINs as opposed to a reliance on foreign funded programs that tend to collapse once financial support is withdrawn.

Too many people are currently working in agricultural extension relative to the numbers working on research and development, for the reason that an extension service cannot be effective unless it has something to extend. The answer is not necessarily to transfer staff from the extension branch to the research branch; rather it is to improve the cooperation between the two branches in order to improve the effectiveness of extension workers as agents for research and development. Moreover, more of this work needs to be done on farms, often by farmers, not on the research stations. That implies adopting a farming systems research approach that entails enlisting farmers as contributors to the process of technology development, working in partnership with research and extension staff (Fleming and Hardaker 1995).

5.5.2
Research and sustainable development

It is tempting to draw the inference from growing environmental awareness in resource sectors in SPINs that environmentalism should be a major plank in any development strategy. However, environmentalism as often preached and practised can be at odds with good economic practice. Hence, as shown in Appendix 1, it can have either a complementary or competitive relationship with a strategy based on meritocracy. Nevertheless, it is an increasingly recognised that environmental and sustainability considerations have been neglected in the past, and that the ecosystems of small islands are fragile, requiring more thought about how to improve existing resource use practices. Lal and Keen (2001) provided an excellent account of how sustainability and economic development can complement each other in community-based resource projects in SPINs, for example, if sound economic principles are followed and adequate steps are taken to understand and counter market failure.

Environmental stability in agriculture depends on the production methods used rather than which crop or livestock product is produced. Assessing the sustainability of farming systems in SPINs is difficult because of the relatively short periods of observation and limited data available, and the inter-country variations in inroads made by degradation in restricting the capacity of farming systems to increase or at least maintain crop yields. Notwithstanding the latter observation, there is evidence that parts of all agricultural systems in the South Pacific region are at least feeling the pain of declining yields in the face of increased population pressure and inadequate land conservation measures accompanying the intensification of production. It is evident even in Papua New Guinea, the SPIN with the most abundant natural resources. In an overview of food security, Bourke (2001, p. 11) identified land degradation as the second most important threat to food security in the long term:

Although the environment for crop production may be poor in many locations, the population density tends to be very low to low in such places. However, in a small number of locations, such as the Nembi Plateau in the Southern Highlands, high population density is resulting in environmental degradation and poor crop performance. This situation is more common on very small islands …

Bourke’s message is that there is little room for complacency, because solutions to environmental degradation take a long period to put into effect. Producers will inexorably encounter increased pressures to intensify production associated with rising aspirations, greater population pressure and a dwindling supply of land available for clearing. The ability of smallholders to remain competitive in the face of declining yields, increasing costs and cultivation difficulties will depend in part on their management skills. But, increasingly, it will depend on research into sustainability to enable them avoid practices that degrade their production systems.

In an interesting analysis on the topic in Papua New Guinea, Allen (1993, p. 3) described the ecology and evolution of agricultural systems in Papua New Guinea, noting that any ‘intensifying agriculture system in which technical innovation is inadequate may exhibit observable symptoms of stress’ and subsequent land degradation. These observations on intensification, innovation and stress suggest that there is a major research and extension effort needed in future to monitor the sustainability of farming systems. Among other matters covered, Allen (1993, pp. 12-20) emphasised the need to collect appropriate information on agricultural systems. This is an essential measure, no doubt, but also an expensive one to do well. 

A lot of recent research work on conservation of farming systems has focused on agroforestry and intercropping, with success stories emerging such as the use of legume rotations in Central America involving legumes such as ‘mucuna’ beans that endow soils with remarkable restorative capability in rainforests in Guatemala. But this alone will not guarantee either profitable or sustainable farming. Apart from obvious risks of introducing crops unsuitable to a different agroecosystem, there are potential problems of free-seeding legumes becoming weeds and adversely affecting the performance of other crops in an intercropping system. If new or improved and sustainable methods of natural resource management are to be developed for the many different ecosystems in SPINs, all available skills and experience need to be brought to bear because there are not enough scientists to tackle all the problems within a reasonable time scale. Yet to delay may mean disaster for some of the more fragile agroecosystems.

A participatory research approach is being increasingly adopted in SPIN agriculture, with mixed success. This approach is meant to involve rural people from start to end in research endeavours to achieve sustainable agriculture. Rural women, in particular, need to be involved because they are disadvantaged in all aspects of rural life and would suffer disproportionately from the degradation of farming systems (Allen 1993). Governments need to persevere with a participatory research approach in agriculture despite its mixed success to date, refining methods that best suit the local circumstances. It is hard to envisage great success in agricultural research in future without the strong participation of the resource managers, namely rural villagers, in the work. It is they, after all, who possess the best pool of experience with, and knowledge of, local agroecosystems, and they are the ones who have to make any modifications to the system work.

A discordant note has been struck about the trend to a more systems-oriented approach to agricultural research in developing countries that is worth contemplating in that it reflects the inevitable trade-offs that strategic planners have to make at all levels. Well-known international agricultural scientist, James Cock, recently contended that the decline in commodity-based research in favour of more systems-based approaches has had an adverse effect on the competitive advantage of developing country agriculture. In answering the question how developing countries can recover their advantage, he replied:

One way is more crop-based research. Today there isn't the same concentration of research on tropical crops as in the past. Once you had two strong programmes on cassava, at CIAT and IITA. Now research centres are not concentrating research on single crops any more, but on resource management and systems. But people buy crop products and that's what farmers sell. Basically, farmers want to know how to grow better crops and sell the products.

(FAO 1998a, p. 2)

5.6
Land ownership and use

Land tenure is a sensitive and intensely political issue throughout the South Pacific(witness recent protests in Port Moresby where land issues were at the centre of protesters’ fears. Yet it is clear that these issuers must be addressed as part of a coherent strategy for sustainable rural and overall development. Tenure systems often work much better in practice than might be expected from a literal interpretation of the regulations. Various initiatives, legal or otherwise, often lead to better use of the land, and suggest that a gradualist approach to tenure reform is preferable.

Apart from the political difficulty of discarding communal land tenure systems in SPINs, there are strong arguments in favour of retaining customary land tenure. Binswanger and Deininger (1997) presented an excellent summary of the evidence on welfare gains from land reform involving the assignment of property rights. While this summary relates to all developing countries, it is nonetheless pertinent to the agricultural sectors in SPINs. Their findings suggest that customary tenure should not deter economic development of agriculture in SPINs to any significant extent in the foreseeable future. On the contrary, it offers advantages that would be lost with the introduction of private property rights. Modifying the conclusions of Binswanger and Deininger (1997, p. 1966) to the South Pacific situation:

· Private property rights do not always maximise efficiency when information costs are high and imperfections exist in finance and insurance markets. This situation is clearly evident in most SPINs.

· Powerful informal social security benefits in rural areas of SPINs are likely to be lost with a move from communal to private property rights.

· Risk diversification strategies, so important to decision making by farm households in SPINs (e.g. Overfield 1994) are likely to be lost with a move from communally owned land to privately owned land.

· The process of assigning and transferring property rights in land, maintaining records, negotiation and policing land rights can be very costly. This is acutely so in those SPINs with a history of land disputes, low population densities and limited market access. According to Binswanger and Deininger, it could even be greater than the cost of the land itself.

· Communal land tenure of the type found in SPINs can provide security of tenure at a relatively low cost.

· Communal property rights rarely lead to large static efficiency losses so long as there is sufficient land for the farming population (as in most SPINs) and specialisation in production has not progressed to such an extent as to cause restrictions of transactions involving land use to insiders.

· Land prices commonly exceed the present value of income streams from farming, and almost certainly would do so in SPINs were most farming land to be alienated. In this situation, poorer farmers would be progressively excluded from agricultural production, with potentially severe equity outcomes.

The above arguments do not rule out marginal improvements in the operations of land tenure systems within the context of customary land ownership and use. For example, Allen (1993, p. 17) identified two initiatives that fit this approach. They are ‘mapping clan land boundaries and recording the occupier/owners of the land using a computerised version of the colonial Village Book; and … [providing] the legislation necessary for the registration of group land and the leasing of group land to internal or outside commercial interests, while retaining an interest in the land on behalf of the customary owners’. Changes that enable more secure and longer-term tenure to the users of land should also be part of these marginal improvements, an issue of enormous contemporary importance in Fiji.

5.7
Rural employment and wages

By developing country standards, SPINs are relatively high-wage nations (Fleming and Yala 2001). A common response to this concern has been for governments, and industry organisations in agriculture (e.g. CIC 1992), to argue for a containment of wage increases in order to maintain competitiveness. Yet lowering real wages is ‘not victory, that is defeat’ (Porter 1998, p. 2). The most effective way of achieving this goal without artificially depressing the living standards of wage-earners is to keep down the cost of living. An important way to achieve this outcome is to expand local food production through productivity gains, and reduce domestic food prices.

6.
Agricultural Marketing Strategies

The five areas of agricultural marketing strategies selected for discussion are:

· choice of market channels

· mode of marketing and marketing processes

· the product value chain

· stabilising prices and revenue

· market accessibility.

6.1
Choice of market channels

The future expansion of demand for domestically produced food is likely to remain limited, even including demand by tourists, unless agricultural raw materials contribute a substantially greater proportion of total value added in the food industry. In the absence of such a structural shift, most additional spending on food will go to overseas food processors. Consequently, the present focus of agricultural market development is on expanding value in export marketing channels in all countries, but with different prospects for success.

Two MIRAB-related factors currently impede export expansion in all SPINs: the difficulty for a very small country in establishing the infrastructure and institutional architecture needed expand exports of agricultural products, and the disincentives to export created by a relatively high-wage cost structure. Until recently, a third factor was the high value of domestic currency relative to major foreign competitors but large devaluations in virtually all nations have removed this impediment. This is an example of how corrections in macroeconomic settings can play a role in encouraging export expansion.

The small size of the economies also restricts the range of destinations for agricultural exports. It would be uneconomic and managerially difficult to attempt to export significant amounts to a large number of markets.

6.2
Mode of marketing and choice of marketing processes

6.2.1
No role for government as a market participant

The temptation is great for governments to intervene in agricultural markets in SPINs. Most producers are village-based, small, sell their output independently, have very limited bargaining power in either input supply or product markets the channels in which are also underdeveloped, lack market information and have to contend with poorly developed infrastructure. Yet it is inappropriate for governments to intervene as direct participants in any mode of marketing or processing. Statutory authorities are not good sources, or indeed vehicles, for the innovation and productivity gains necessary to compete in world agricultural markets.

Successful agricultural exporting in the future is likely to come through small niche export markets for a small number of agricultural exports, in most cases of high value and consistent quality. The rise of the squash export industry in Tonga is an interesting example in this respect. But direct government participation in markets is of little help in developing such high-value non-traditional (HVNT) markets (Fleming 1996, Fleming and Hardaker 1995, pp. 229-231):

· Direct negotiations by government officials with private buyers is unlikely to produce better outcomes as they are less likely to succeed in tough negotiations than are exporters who have the profit motive to spur them on. 

· Strategic decisions about market penetration, export quantities and pricing are best made by commercial exporters whose decisions will be guided by their assessments of what will be profitable. 

· Because governments are viewed as strong supporters of particular industries, it may be very difficult for them to withdraw their support when market demand wanes or a market window closes, as it commonly does for niche products. Propping up a failed industry is expensive and delays the transfer of resources to other emerging opportunities. Yet it is in the nature of the niche marketing business that producers and traders need to be able to enter and leave niches as fortunes change.

· Because export niches are notoriously difficult to defend, it is necessary to abandon them in a timely fashion. Governments are less flexible than private firms and cannot respond as quickly, consequently subsidising and defending these niches beyond what is economically justifiable.

· Evidence throughout the South Pacific shows that it has been private initiative largely unassisted (cynics might say unhindered) by government involvement that has been most successful in seeking out and establishing export niches to date.

· Governments have a poor record in ‘picking winners’ in export niche markets.

6.2.2
Developing contractual systems

A more appropriate role for governments is to aid the development of contractual systems in agricultural marketing. The shift to greater emphasis on contract farming is one of the most pressing agricultural development challenges confronting developing countries (FAO 1998b) that intend their agricultural sectors to be globally competitive:

Contract farming is playing an increasingly important role in many developing countries. A contract farming arrangement typically obliges a firm to supply inputs, extension, or credit, in exchange for a marketing agreement that fixes a price for the product and binds the farmer to follow a particular production method or input regimen. The liberalization of agricultural markets and the removal of trade barriers have accelerated the formation of these vertical relationships between growers and agroindustrial firms.

(Warning and Key 2001, p. 1)

It has generated a good deal of controversy over its economic and social impacts on the rural population. Porter and Phillips-Howard (1997) observed how contracts have inflicted misery on smallholders and recommended codes of practice to improve the position of these producers when engaging in contract farming. Warning and Key (2001), on the other hand, found evidence that contract farming in Senegal had performed well in terms of the access of poorer community members to contracts and its positive impact on the incomes of participants.

Hayami and Otsuka (1993, pp. 16-18) outlined the case for contracts in developing countries where agricultural input and product marketing systems are rudimentary and underdeveloped. This case rests heavily on the scarcity and cost of market information because of poor transport and communications facilities. Markets tend to be segmented in these circumstances, and suffer from diseconomies of small size that preclude or discourage the use of modern and specialised marketing practices. The development of enduring interlinked contracts can help overcome these constraints. If such contracts are based on highly personalised relationships, the temptation to break them is greatly reduced, allowing for their more effective enforcement, a key attribute where the enforcement of the law cannot always be guaranteed.

Contracts are becoming more common between producers and buyers in developing country agriculture (FAO 1998b), improving agricultural marketing activities in many ways. They include linking farmers to the modern, high-income economy (FAO 1998a), greater quality control, timeliness and regularity in supply, overcoming scarcity of working capital in marketing, achieving scale economies, developing good commercial practices, deepening channel relations, reducing price uncertainty and other risks facing producers, and expanding market information and knowledge. Such attributes are often starkly absent in HVNT industries, yet they are crucial to success. This absence partly explains many of the failures of such industries after promising beginnings (Fleming 1996, pp. 151-163).

Other agricultural industries in SPINs have long had formal relations between producers and processors that could be termed contractual systems. The most prominent examples are the sugar industry in Fiji and the oil palm industry in Papua New Guinea.

6.2.3
Producer groups revisited

Successful producer cooperatives, or producer groups, have been a ‘holy grail’ that developing country governments, NGOs and some international development agencies have sought. A history littered with failure has dampened enthusiasm somewhat but new opportunities for producer groups have presented themselves with deregulation and a growing recognition of the rise in importance of commercial leadership in agricultural development. Bingen (n.d., p. 2) observed that:

... the roles and opportunities for various types of producer groups are changing rapidly. In addition to seeking involvement in the delivery of agricultural services, farmer groups, and in some cases unions for collective bargaining, are emerging in several countries. The promotion or encouragement of viable producer groups, however, especially for small-scale, less highly capitalized, producers will be a critical component to the continued development of agricultural markets and agro-enterprises in an ever-changing global economy.

It is clear that organizing producer groups is one important way for rural producers to address a range of constraints on agricultural production and marketing. Such groups may provide better access to sources of production equipment, supplies, technology and markets, as well as create the opportunities for improved market and policy bargaining. [emphases added]

 It could be added that the development of producer groups could form an integral part of any initiative in cluster development and the evolution of contractual systems, discussed above. For these groups to be effective, they would need to shake off some of the impediments that have dogged their viability in the past. Bingen (n.d.) presents a number of principles and conditions that need to hold if producer groups are to be effective and viable entities in the landscape of small-scale developing agriculture in the future.

6.2.3
Other facilitative roles for governments

As part of any attempt at cluster development, SPIN governments can help to nurture value-adding ventures through intermediation, by enticing venture capital, in addition to putting into practice policies that create a more favourable general economic environment for exporters and providing better support services of a public good nature. To do this, they need to establish a portfolio of potential agricultural activities―be they export-oriented or producing for domestic consumption―and a set of criteria by which each potential export activity could be assessed. Such a set of criteria would include (Fleming and Hardaker 1995, p. 231): ‘ease of production; profitability in production; suitability to smallholder production methods; industry complementarity; suitability for small-scale simple post-harvest processing; profitability in processing and marketing; identification of a remunerative and reasonably sustainable export market; ease of transport; susceptibility to degradation in post-harvest state; shelf life; value-weight ratio; depth of target export market; quarantine regulations; and other import restrictions’.

6.2.4
Making use of expatriate populations

Remunerative opportunities still exist in export markets where the expatriate population is a target consumer group for a market differentiation strategy to develop agricultural exports. This opportunity is restricted to a small number of SPINs and is exemplified by successful taro export ventures. Admittedly, private initiative is needed to exploit such opportunities, but the government can play a supporting role. Perhaps its most important contribution is to help counter the threat of export market closure caused by failure to comply with phytosanitary requirements. Taro exports to New Zealand have succeeded partly because there are few problems in meeting these requirements.

6.3
Struggling up the product value chain

The struggle by agricultural sectors in SPINs to move up the product value chain is an example of how the distinction between agricultural production and marketing strategies is becoming increasingly blurred. This struggle is exemplified by the challenge of meeting the changing demands of domestic and foreign consumers, enhancing product quality and developing collaborative ventures with foreign corporations.

6.3.1
Meeting the changing demands of domestic and foreign consumers

Value adding is a highly popular strategy, but it is an elusive target. Indeed, the future of agricultural development in SPINs lies mainly in a more productive economy that evolves to meet the changing needs and wants of consumers. And the changes in consumers’ needs, both domestically and in export markets, typically are either towards higher-value raw materials or changes in the form, timeliness of supply and location of the final product. These changes are only partly induced by the effects of higher expenditure elasticities of demand than exist for agricultural products traditionally produced in SPINs.

In one of the few analyses of food demand in SPINs, Gibson (2001) found that the expenditure elasticities of demand for the main staples are not especially low, and not especially different from rice, flour and biscuits, in rural areas of Papua New Guinea (Appendix 3). Their marginal shares of total expenditure are also relatively high. The situation changes markedly when examining comparable estimates for the urban population. Much lower expenditure elasticities of demand and marginal shares of total expenditure were estimated for items such as sweet potato, bananas and cassava. Other crops such as taro, other greens and vegetables, yam, coconut and fresh fruit have expenditure elasticities of demand in urban areas similar to or higher than those in urban areas but their marginal shares of total expenditure are significantly lower. The estimates of marginal shares of total expenditures suggest that higher disposable incomes in urban areas are interacting with other factors in influencing demand in urban areas.

The record of governments participating in, or encouraging, value adding through marketing and processing has been discouraging, and virtually every surviving processing industry is in private hands. For example, several of the manufacturing industries that had been encouraged to start up in Tonga by various types of incentives closed down again as soon as those benefits were no longer available (Fleming and Hardaker 1995). Yet by no means are all value-adding activities for export in the SPINs doomed to failure. Rather, governments should be wary of the too ready assumption that almost any value-adding activity is good and deserves government support.

Some modest value-adding activities should be possible through food sales, especially to the tourist sector if tourism expands significantly. Recent trends in food marketing have been towards adding consumer value through the incorporation of various attributes which add convenience or other desirable characteristics, such as nutritional qualities (‘low fat’ or ‘organically grown’), food safety attributes (‘clean and green’), or other attributes that are not very sensitive to the scale of operations. These high value-adding activities require additional inputs, particularly human knowledge and skills for product design and market development, that are in short supply in SPINs. There is a role for governments to aid the development of the necessary knowledge and skills.

6.3.2
Enhancing product quality

Product quality, in its various forms (physical attributes such as texture, taste, smell and appearance, consistency, regularity of supply, and so on) becomes increasingly important to producers as they supply the markets of HVNT agricultural products. With their limited resources, governments cannot play a major role in market research except in four circumstances associated with analysing and understanding how best to provide services of a public good nature to private agricultural marketers endeavouring to supply these products. The first area is the issue of quarantine and product quality and safety. A second area is concerned with transport, handling, processing and storage. The third is how best to obtain and disseminate agricultural market information. Finally, support of cluster development and contractual systems is perhaps the most effective way that the government can assist private firms to improve the quality of the products that they market, a topic to which discussion returns in the following section.

6.3.3
Clusters and collaboration with foreign corporations

Cluster development (section 5.2) is just as desirable beyond the farm gate as in agricultural production. It will more often than not entail collaboration with foreign corporations and encouragement of foreign investment (see section 3.3). In the jargon, it is the merging of globalisation with localisation The research resources of transnational food corporations, for example, are such that it is virtually impossible for small companies in SPINs attempting to add value to their products to compete against them. To give some idea of the competition the local firms would face without foreign collaboration, consider the following recent observation:

In a cut-throat market, food companies are unwilling to leave anything to chance. They must constantly formulate new flavours, ingredients and processing methods if they are to keep abreast of their competitors.

As a result, their research laboratories have never been busier. A study published in November by Prepared Foods, a trade magazine, showed that 42% of the 331 food manufacturers surveyed had plans to increase their R&D budgets by at least 15% in 2001. ... This money has spurred the development of new ideas in food technology.

(Anon. 2001, p. 79)

6.4
Stabilising prices and revenue

SPIN governments have operated numerous price stabilisation schemes for their export commodities (notably tree crops) that have been of dubious merit. The advantages of price stabilisation rest on welfare gains to smallholders and greater macroeconomic stabilisation. Their declining impacts have been matched by rising disadvantages. In particular, it is probable that the schemes would fail when they are most needed, as has occurred in the recent past. This is because stabilisation scheme managers cannot predict future export prices, and the stochastic nature of price fluctuations will eventually lead to the exhaustion of funds (Larson and Coleman 1993, p. 68). The various hazards in the future operation of price stabilisation schemes suggest it would be unwise to persevere with existing schemes, resurrect recently failed schemes or establish new ones.

There are preferable and more productive ways in which governments can aid producers susceptible to price uncertainty in export markets. These ways are market-based solutions operated through private sector initiatives. Participation in risk markets and exploitation of hedging facilities in forward, futures and options markets, in particular, are potentially valuable approaches for agricultural exporters seeking to reduce the downside risk of export price fluctuations. Larson, Varangis and Yabuki (1998, pp. 13-18) described the rise of commodity risk markets, their potential and limitations, and implications for developing countries. The main obstacles that exporters (especially smallholders) face are lack of operational knowledge and high transaction costs when participating in futures market operations. Governments may be able to assist them overcome these difficulties through modest resource commitments, supplemented by contributions from international agencies concerned with such initiatives. For example, a process to develop new approaches to manage vulnerability to fluctuations in commodity prices was recently established by an International Task Force on Commodity Risk Management in Developing Countries. But it is essential that these initiatives incorporate smallholders in the benefits of risk management activities through what are termed ‘local transmission mechanisms’ if they are to assist small developing countries such as SPINs.

Where a government has been involved in developing higher-value niche exports, the temptation to intervene is bound to be great, but should be avoided. Export market instability and threats to the defence of export market niches make the reliance on a very small number of exports risky. It is difficult for a government to do anything to mitigate the risks faced. 

6.5
Improving market accessibility

6.5.1
Market accessibility and agricultural development

Market access has been a powerful determinant of economic activity in SPINs and is likely to remain so well into the future. It is also a key issue in balanced regional development, as discussed in section 4.3. The construction and maintenance of rural infrastructure increases agricultural marketed surplus by reducing marketing costs for commercial products and opening up market access where none previously existed. Fleming (1999) found in respect of tree crop industries in Papua New Guinea that an improvement in marketing that leads to a fall in marketing margins provides quite strong improvements in industry profitability. Some gains can be substantial where marketing costs form a substantial proportion of total costs in getting produce to the market or point of export.

Yala, Igitoi and Lummani (1999) discussed two examples to illustrate the impact that road transport infrastructure has had in Papua New Guinea. The first was the growth of the oil palm industry, and concurrent expansion of copra and other export crops, in West New Britain Province resulting from building transport infrastructure. The second example was the rapid expansion of coffee production following the construction of the highway in the Highlands. General rural development followed the expansion of economic activities associated with these industries. Yala et al. (1999) concluded that road transport infrastructure is an important factor in the development of agricultural export industries, and in rural and general economic development. Hence, the construction and continued maintenance of road infrastructure offers substantial economic benefits.

High transport costs and unreliable transport services suggest investment in infrastructure is well below its socially optimal level in SPINs, resulting in a limited transport network that hinders agricultural progress. Yet the situation is complicated by the strategic decision whether to invest in new infrastructure or use the funds to upgrade and maintain existing infrastructure (e.g. Stein 1991, p. 40). There is a strong case for the latter approach where public funds for the latter are limited, and indeed apparently most SPIN governments face a chronic problem of insufficient public funds to operate, maintain and rehabilitate rural infrastructure.

6.5.2
Ensuring adequate public funds for the maintenance and the maintenance and operation of infrastructure 

It is easy to find examples in all SPINs of the potential for major investment in, and delivery of services from, rural infrastructure. Yet, major improvements can be made even with current infrastructure by preventing duplication in construction and maintenance, and the decomposition of construction projects into small and uneconomic parcels (Leechor 1995, p. 37). Leechor (1995, p. 36) was also concerned that funds have not been getting to what he termed the ‘front-line service level’. He also alluded to the equity dimension, that poorer sections of the population tend to get less money to meet their greater needs (Leechor 1995, p. 35).

Mellor (1998, pp. 142-143) identified three broad ways to overcome shortfalls in financing recurrent costs of operating and maintaining public capital. They are overcoming financial shortfalls, institutional arrangements to address shortfalls and technical measures. The four pertinent measures that Mellor listed to overcome financial shortfalls are tax increases, international donor contributions to the recurrent budget, designing the contributions by international donors to the development budget to ‘capitalise’ traditional operation and maintenance expenditures, and a reallocation of budget priorities from capital expenditure to operation and maintenance expenditure.

On the matter of institutional arrangements, Mellor (1998, p. 142) again identified four possible initiatives. The first is to improve cash flow management ‘to strengthen the planning capacity of agencies’. Second, institutional overlaps need to be minimised for operation and maintenance activities as well as construction activities, as noted above. The third and fourth approaches are to dedicate financial resources in key sectors and develop ‘user pays’ arrangements (see below). Three technical options are to improve techniques used in planning technical maintenance, design investments to minimise future operation and maintenance requirements, and build maintenance arrangements into capital expenditures. 

6.5.3
Innovative ways to solve infrastructure funding problems

Reduced community participation in the provision of local services has exacerbated shortfalls in fund allocations to maintain infrastructure in SPINs. To reverse this trend, innovative ways should be trialled to solve funding problems. The use of dedicated funds involving active participation by the local people is one way to ensure adequate funding of maintenance and rehabilitation.

Gwilliam and Shalizi (1999) discussed possible initiatives in respect of road infrastructure. They identified two ‘long-term institutional options for reconciling fiscal prudence with asset maintenance: a road agency that is operated commercially (subject to the normal oversight of behavior accorded to privatized monopolies), or a reformed and well-functioning budget process. … road funds must be viewed as a provisional, case-specific intermediate step in the direction of one of the long-term solutions’ Gwilliam and Shalizi (1999, p. 159).

7.
Strategy Implementation

7.1
Continuing prominent role for government

There can be no doubting the difficult challenges of getting the right types and levels of correction for market failure, regardless of how well development strategies have been formulated. Much depends on the effectiveness of operations of SPIN governments. Notwithstanding the recent decline in modified collectivism in development thinking, it is inevitable that governments will continue to play a prominent role in agricultural and general economic development in SPINs for the foreseeable future. However, their roles should be more in facilitating and, in certain circumstances, regulating development activities. The bulk of these activities will necessarily have to be performed by private individuals and firms.

To ensure their role is effective, governments need to transform their bureaucracies along the path suggested by Ingham (2001, p. 20):

There is growing worldwide awareness that Governments should adopt the principle of subsidiarity, should limit their activities to their proper role in the economy, should not do what the individuals could for themselves, and should focus on creating new activities, not shoring up old and uneconomic ones. … This means [among other things] … concentrating heavily on a number of key functions, for example education and knowledge development.

Porter (1998, p. 8) argues convincingly that it is not enough simply for governments to set appropriate macroeconomic policies and achieve a stable political climate, as important as these tasks may be. In addition, governments have more positive roles:

One is to improve the quality of inputs(the human resources, physical infrastructure, scientific infrastructure and so forth. … Government also has to stay involved in making sure that the rules of competition in the society stimulate investment, upgrading, and innovation. … Government has at least two other roles that are growing increasingly important … to facilitate cluster development … [and] change.

7.2
Emphasis on facilitation

The institutional resources of SPIN governments are acutely limited, and so governments should intervene in agricultural systems in ways in which they can make their maximum positive impact. This generally means facilitation rather than regulation or direct participation (Hardaker and Fleming 1994, Fleming and Hardaker 1995). Regulatory measures are important, but should be framed to complement facilitation, and need to be kept to a minimum when following a meritocratic strategic approach.

Despite some movement towards less direct intervention and greater reliance on facilitation, there is still scope for reducing heavy-handed and misguided regulation. There are strong diseconomies of scope in regulation in small nations such as SPINs because good regulation requires a thorough knowledge of the environment in which a regulation is to be introduced and the likely responses to the regulation by people affected by them. The wider the array of regulations over which a resource-strapped government department has to spread itself, the less likely it is that each regulation will be effective and the more likely that it will lead to unanticipated negative consequences.

It is easier for governments to improve agricultural performance through facilitation and fundamental regulatory functions because these roles can only be effectively performed by governments due to their public good attributes. It is far better for a set of public institutions with limited resources to deliver key services effectively and create a properly operating and fair legal framework that helps farmers and marketers than to be involved in broad-ranging interventions that stretch their resources to breaking point.

Besides improving the mix between regulation and facilitation, important facilitative functions could be integrated better. In particular, there is considerable scope to integrate research and extension activities and to tailor recommendations better to the circumstances of individual farm households or groups of households.

Porter (1998, p. 10) argued that, in particular, governments have an important strategic role in facilitating change, noting that

… successful countries have organized, formal mechanisms to drive the process of economic upgrading. The best processes cut across political lines and bridge business and government. 

7.3
Tackling the scourge of domestic rent-seeking

Fleming (1998, p. 277) observed that:

Rent-seeking as a development problem stems … from government intervention in the economy to restrict access to resources. Aid funds and government capital expenditure designated for development activities are commonly ear-marked for development projects, and are characterized by a limited amount of financial resources over which the national government has discretion for their distribution. By definition, a project is directed towards a specific group of people, implying some quota of direct beneficiaries and creating a circumscribed amount of rights for those specified beneficiaries. It is therefore, at least potentially, a target for rent-seekers.

It should be possible to reduce substantially the damage caused by rent-seeking within SPINs, as opposed to an inevitable and probably necessary degree of international rent-seeking activity in the short to medium term. The best way to achieve this is if rural development projects and industry support policies entail careful targeting of beneficiaries, and transparency and trust in policy making and project planning and implementation. Governments should also ensure that substantial commitment and effort has to be made by beneficiaries before any rewards of the project or policy support can be reaped. Fleming (1998, pp. 291-296) outlined a number of other measures at various planning levels that also can inhibit rent-seeking and limit their social costs in agriculture.

8.
Conclusion

SPINs seem firmly set on a course for agricultural development that follows a meritocratic approach. Their success in following this course has been patchy to date and has done little to foster a unified notion among their people about what sort of nations they should be a generation hence. The art of good strategic planning suggests an ideologically pure approach is unlikely to work, and planners will have to adopt measures that reconcile the differing views held on development by people in key positions to make strategies work. Some of the awkward problems thrown up by this heterodox approach have been canvassed in the paper.

Some strands of other philosophies can be interwoven into a meritocratic approach without greatly diluting its benefits to the agricultural sector. They include a:

· focus of development efforts on semi-subsistence village-based farm households, allowing the pace of their commercialisation and specialisation, and their relations with village institutions to evolve in terms of rate and direction of change in an autonomous fashion

· maintenance of customary land tenure, with improvements at the margin to raise land productivity

· continuing prominent role for governments, rewarding excellence by facilitating productivity improvements in agriculture, and concentrating on fundamental and effective regulatory activity

· concerted effort to improve governance at all levels

· marriage of sustainability and economic growth in a way that enhances the competitiveness of agricultural industries

· integration of strategic planning processes in the economic and social spheres, and of processes to achieve higher nutritional status and export growth

· preparedness by governments to upgrade social services in the event of a decline in social support at the village level

· continued reliance on external rents in the short term, but a strategy to phase out this reliance in the long term.
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Appendix 1
Hypothesised Relations between Development Philosophies

                  From SYMBOL 224 \f "Wingdings" \s 10
      To SYMBOL 226 \f "Wingdings" \s 10
Meritocracy
Communit-arianism
Autarky
Modified
collectivism
Environ-mentalism
Rent-dependence
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Environmentalism

+,-
+,-
-
+,-

?

Rent-dependence

-
?
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?


Note:
+ complementary; - conflicting; +,- complementary and conflicting, depending on how they are put into practice; ?: unknown, probably negligible.

Source: Fleming and Hardaker (1995, p. 191).

Appendix 2
Agricultural Export Performance: Results of Stochastic Dominance Analyses for Six South Pacific Island Nations, 1960-1999

A2.1
Overview of analysis

The choice of nations for an analysis of agricultural export performance was dictated largely by the availability of data for a full period of four decades, from the 1960s to the 1990s. The choice of decades as periods of analysis was partly for convenience but also because each decade tended to include an extended period of relatively low world commodity prices punctuated by a short period of high prices. It was felt necessary to cover the whole period of global economic development processes during which multilateral, bilateral and national development efforts were intensified. Emphasis was also placed on covering the largest economies among the independent SPINs.

Export performance was analysed for Fiji, Papua New Guinea, Samoa, Solomon Islands, Tonga and Vanuatu. The data used were values of total and agricultural exports, which were converted into US dollars using the annual average exchange rate then expressed in real terms in 1999 prices. The price index used for obtaining real values was the world export unit value index published by the International Monetary Fund (2001). Data were confined to annual observations because more time-disaggregated data (such as quarterly observations) were not available for the full study period. In general, national statistical agencies were the chief data sources, along with central bank publications in some nations. Many of the data for the 1960s were obtained from Onchoke (1996) for four of the nations under study where they could not be obtained from national sources. Resort was also made to export value statistics published by the International Monetary Fund (2001) and the National Centre for Development Studies (1995).

Stochastic dominance analysis was used to assess export performance, which allowed a simultaneous assessment of export performance for two key criteria: mean value and variability around the mean. Two analytical procedures were followed in applying stochastic dominance analysis. First, cumulative distribution functions were calculated and graphed for comparison between decades. This approach was useful where first-degree stochastic dominance or clear second-degree stochastic dominance prevailed. Second, where stochastic dominance was either of second- or third-degree, a more advanced analytical procedure was needed. The RISKROOT program devised by McCarl (1988) suited this purpose.

A2.2
Results

The following discussion of export performance is based on the results reported for each of the six countries under study. Graphic representation of stochastic dominance is presented while the RISKROOT outputs for stochastic dominance are also presented in summary form.

A2.2.1
Fiji

Results of the stochastic dominance analysis for total exports in Fiji are presented in graphical form in Figure 1(a) and for RISKROOT analysis in Table 1(a). Comparable results for agricultural exports are presented in Figure 1(b) and Table 1(b). In addition, specific analyses were undertaken for sugar and non-agricultural resource exports (gold, timber and fish), which are presented in Figures 1(c) and 1(d) and Tables 1(c) and 1(d), respectively.

The values of total and agricultural exports in Fiji in the 1970s both quite strongly dominated their respective values in the 1960s. This was principally because the values of sugar exports in the 1970s dominated those in the 1960s. There were clear increases in mean annual values and reductions in coefficients of variation. The mean annual values of coconut oil and gold exports declined during the 1970s, the former by 20 per cent and the latter very slightly, while their coefficients of variation increased. Some successes were recorded in the export of HVNT products, although most were of relatively minor importance and turned out to be short-lived (Fleming 1996, pp. 42-43). An exception was ginger exports, which quadrupled in export value between 1973 and 1977.

In the 1980s, the value of agricultural exports experienced a reversal of the trend observed for the 1970s. Sugar exports in the 1980s were dominated by those in the 1970s and there was an eclipse of some of the HVNT exports that had emerged so promisingly in the previous decade. Also, coconut oil exports halved while the coefficient of variation increased. Despite this trend, the value of total exports in the 1980s dominated values in the 1960s and 1970s. Three exports largely accounted for this outcome. The mean annual export values of gold doubled, those of fish exports increased more than threefold from a low base, and those of timber exports quadrupled from quite a low base. Also, the initial effects of a rapidly expanding garments export industry had begun to be felt by 1988.

The values of total exports in the 1990s dominated those in the 1980s and earlier decades. The growth in value of garment exports played a major role given that the mean value of sugar exports in the 1990s experienced a slight decline over the 1980s. Increased contributions were also made by gold, fish and timber exports in terms of significant increases in mean annual export values and declines in coefficients of variation. Agricultural exports in the 1990s were also marginally dominant over those in the 1980s despite a slight decline in the mean value of sugar exports. But it was not sufficient to recover the ground lost in the 1970s, which was the dominant decade over the whole study period for agricultural exports. Gains in the value of agricultural exports in the 1990s came principally from taro exports after 1993 as well as some emerging HVNT exports (Fleming 1996, pp. 43-44). Coconut oil export values continued to decline, with the mean annual export value in the 1990s not much more than one-third its value in the 1980s and only a fraction more than one-tenth the value in the 1960s.

The value of non-agricultural exports exhibited continued improvement throughout the study period, with each decade stochastically dominant over the previous decade. This result suggests that Fiji experienced quite a deal of success in diversifying the export sector.

A2.2.2
Papua New Guinea

Results of the stochastic dominance analysis for total exports in Papua New Guinea are presented in graphical form in Figure 2(a) and for RISKROOT analysis in Table 2(a). Comparable results for agricultural exports are presented in Figure 2(b) and Table 2(b).

The 1970s overwhelmingly dominated the 1960s for the values of both total exports and agricultural exports. In the case of agricultural exports, the rapid growth of tree crop output, particularly by smallholders, was the major reason for this outcome (Fleming and Yala 2001, pp. 25-39). In addition, non-agricultural exports increased massively with the development of mineral exports and, to a lesser extent, marine and forestry exports. Mean annual agricultural export values doubled and non-agricultural export values increased almost ninefold such that the mean annual value of total exports increased fourfold.

The values of mineral, forestry and marine exports continued to increase in the 1980s and were the main reasons why the 1980s dominated the 1970s in the value of total exports. The rate of expansion was much lower, however, and the mean annual value of total exports increased by around 15 per cent but with a much lower coefficient of variation. In contrast, the 1980s were slightly dominated by the 1970s in the case of agricultural exports despite a substantial decline in the coefficient of variation. Tree crop export values were stagnant to declining (Fleming and Yala 2001, pp. 25-39), while there was a failure of new HVNT exports to emerge.

Continued expansion of mineral and energy exports, and the export of forest products, in the 1990s ensured that this decade clearly dominated the 1980s for the total value of exports. An increase in the coefficient of variation was strongly offset by a 60 per cent increase in the mean annual value of total exports. Once again, the results for the value of agricultural exports contrasted with those for total exports. The 1990s were dominated by the 1980s as well as the 1970s. Calamitous declines in world prices of tree crop exports, and plummeting profitability in the tree crop industries, in the first half of the 1990s was the major reason for this outcome. Once again, no significant HVNT export industries emerged in agriculture.

The dominating influence of the minerals and energy sector explains the strong export performance over the study period. But it must be of concern that this sector and other non-agricultural resource sectors comprise mainly extractive or quasi-extractive industries given the production practices that currently exist. Little progress has been made in diversifying into secondary and tertiary exports, or into HVNT agricultural exports.

A2.2.3
Samoa

Results of the stochastic dominance analysis for total exports in Samoa are presented in graphical form in Figure 3(a) and for RISKROOT analysis in Table 3(a). Comparable results for agricultural exports are presented in Figure 3(b) and Table 3(b).

The trends in stochastic dominance of total and agricultural export values were both consistently negative across decades, reflecting the difficulties faced by a small and predominantly agrarian nation in introducing higher-value export products. They also reflect the enduring dominant role of agriculture in exports.

The strong export performance by the copra, cocoa and banana industries in the 1960s was not to be matched in ensuing decades. The 50 per cent decline in the mean value of total exports in the 1970s resulted mainly from the collapse of the banana export industry. A decline in banana exports had actually begun in the mid-1960s although a brief rally of intensive banana production occurred in the 1980s. The virtual collapse of the copra and cocoa industries by the end of the 1980s more than offset a brief period in the 1980s and 1990s when taro exports expanded impressively until the onset of taro leaf blight decimated the export industry in 1993. Exports of coconut products such as coconut oil and coconut cream also flourished, the former from 1982 to 1990 and the latter from the mid-1980s. Hence, the decline in the real mean annual values of total and agricultural exports over the study period was least during the 1980s.

Non-agricultural export values showed consistent improvement throughout the study period with later decades dominating earlier ones. Hence, some diversification is evident in the export sector, through timber and veneer exports in the 1970s and 1980s, fruit juice exports in the 1980s, and beer and cigarette exports in the 1980s and 1990s. Unfortunately, these improvements were from a low base, and had minimal effects on total export performance.

A2.2.4
Solomon Islands

Results of the stochastic dominance analysis for total exports in Solomon Islands are presented in graphical form in Figure 4(a) and for RISKROOT analysis in Table 4(a). Comparable results for agricultural exports are presented in Figure 4(b) and Table 4(b).

The 1970s quite strongly dominated the 1960s for the value of total exports, an outcome brought about by expansion of exports from the non-agricultural resource industries of forestry and fisheries. No contribution to this dominance of the 1970s was made by agriculture given that it is difficult to assess any stochastic dominance between these two decades for agricultural export values. The mean value of annual agricultural exports rose marginally, but was offset by a higher coefficient of variation. A contribution from palm oil exports, which commenced in 1976, supplemented modest gains in the values of copra and cocoa exports.

These trends continued in the 1980s and 1990s. The value of total exports almost doubled and the coefficient of variation declined in the 1980s. Again, though, there was little contribution from the value of agricultural exports although the 1980s slightly dominated the 1970s, due mainly to the development of the oil palm and cocoa industries. An increase in the mean value of total exports of about one-third meant that the 1990s dominated the 1980s despite an increase in the coefficient of variation. Once again, there was little to choose between the 1980s and the 1990s for agricultural exports.

The substantial improvements in non-agricultural export performance throughout the study period suggest that Solomon Islands has been successful in diversifying the economy. However, this diversification has been confined to a small number of industries that are largely enclave and quasi-extractive in nature. Unless more sustainable production methods are developed in these industries, there is a risk that improved export performance may peter out in the future.

A2.2.5
Tonga

Results of the stochastic dominance analysis for total exports in Tonga are presented in graphical form in Figure 5(a) and for RISKROOT analysis in Table 5(a). Comparable results for agricultural exports are presented in Figure 5(b) and Table 5(b).

The trends in export performance in Tonga are similar to those in the nation it most resembles in structure and size, Samoa, with one notable exception. To begin with, the 1960s dominated the 1970s for both total and agricultural exports. The early successes achieved with raw material exports such as bananas and processed agricultural products such as desiccated coconut did not last, and copra began to suffer from falling world real prices and profits. The many minor exports of HVNTs did not reach such significant proportions that they could replace traditional exports. The 1980s followed a similar course, despite some success with exporting an HVNT crop in vanilla. Mean annual values of total exports declined by 30 per cent in the 1970s and by the same proportion again in the 1980s. The declines in coefficients of variation in succeeding decades did little to offset these falls in mean export values. So far, so similar to Samoa; but the trend in the 1990s departed dramatically from that in Samoa. This was due to the successful introduction of one HVNT: the export of squash to Japan. The mean annual value of total exports increased by over one-half in the 1990s while the coefficient of variation declined. Perhaps agricultural export performance in Samoa would have matched that in Tonga had taro leaf blight not occurred. This comparison indicates how vulnerable small nations with a narrow export base can be to a single natural disaster.

The outcomes for non-agricultural exports in Tonga mirror those in Samoa. There was a consistent improvement in export performance, but from a very low base. Nevertheless, it suggests a minor success in diversifying the export sector.

A2.2.6
Vanuatu

Results of the stochastic dominance analysis for total exports in Vanuatu are presented in graphical form in Figure 6(a) and for RISKROOT analysis in Table 6(a). Comparable results for agricultural exports are presented in Figure 6(b) and Table 6(b).

The record of export performance in Vanuatu over the study period has not been very impressive. Some success was achieved in the 1970s in that the mean annual value of total exports increased slightly, with a moderate increase also in the coefficient of variation. The net result was a very marginal stochastic dominance of the 1970s over the 1960s. No stochastic dominance could be discerned between the 1960s and 1970s in respect of the value of agricultural exports given the likely range of the absolute risk aversion coefficient.

Export performance deteriorated in the 1980s, with the 1960s and 1970s both dominating the 1980s for agricultural, non-agricultural and total exports. Declines in performance were due entirely to decreases in mean annual values because coefficients of variation were largely unchanged. The well-documented problems experienced by the key copra industry were the main reason for the decline.

For the value of total exports, the 1990s stochastically dominated the 1980s but not the 1960s or 1970s. The improvement over the 1980s was due to the stochastic dominance of the 1990s over the 1980s in non-agricultural exports. In fact, non-agricultural export performance increased throughout the study period with the exception of the 1970s such that the 1990s dominated all preceding decades.

The outcome in the final decade was a ‘line ball’ decision for the value of agricultural exports: a slight decrease in the mean value was offset by a decline in the coefficient of variation. It meant that the 1990s were dominated by the 1960s and 1970s. Successful entry into the kava and livestock export markets over the past two decades had been offset by a decline in copra export values and the adverse impacts of cyclones early in the decade.

Appendix 3
Estimates of Expenditure Elasticities of Demand and Marginal Shares of Total Expenditure, Papua New Guinea

Item
Expenditure elasticity ± SE
Marginal share of total expenditure (%)

Sweet potato – rural
0.73 ± 0.09
8.78

Sweet potato – urban
0.25 ± 0.28
0.45

Banana – rural
0.81 ± 0.12
5.46

Banana – urban
0.28 ± 0.32
0.66

Taro – rural
0.75 ± 0.10
3.97

Taro – urban
1.26 ± 0.53
1.53

Other greens and vegetables - rural
0.73 ± 0.08
2.21

Other greens and vegetables - urban
0.76 ±0.12
0.67

Yam – rural
0.97 ± 0.14
2.12

Yam – urban
1.09 ± 0.33
0.22

Fresh, frozen and dried fish – rural
1.36 ± 0.18
1.77

Fresh, frozen and dried fish – urban
1.46 ± 0.24
3.80

Coconut – rural
0.87 ± 0.11
1.34

Coconut – urban
0.76 ± 0.07
0.79

Cassava – rural
0.91 ± 0.13
1.18

Cassava – urban
0.31 ± 0.25
0.15

Flour – rural
1.41 ± 0.13
0.93

Flour – urban
0.13 ± 0.35
0.15

Biscuits – rural
1.25 ± 0.12
0.73

Biscuits – urban
0.64 ± 0.10
0.73

Fresh fruit – rural
0.79 ± 0.12
0.68

Fresh fruit – urban
0.82 ± 0.26
0.55

Sago – rural
0.21 ± 0.30
0.44

Sago – urban
0.49 ± 0.42
0.52

Snack food – rural
1.47 ± 0.17
0.27

Snack food – urban
0.65 ± 0.39
0.36

Bread – rural
1.21 ± 0.26
0.24

Bread – urban
1.09 ± 0.08
1.56

Potato – rural
1.25 ± 0.29
0.20

Potato – urban
1.30 ± 0.28
0.26

Source: Gibson (2001, pp. 48-50).
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