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INTRODUCTION

Bougainville, Cook, Torres, Santa Isabel, Tasmania, Finschhafen, Pitcairn ... the map of the South
Pacific area is a stove of nostalgic reminders of associations with Europe going back to the 18th and
19th centuries and earlier. After the early seafarers came merchantmen and planters, then missionaries
and finally the administrators of the colonial era, which was to last for nearly a hundred years.

The gigantic wpheaval of the Second World War hastened the end of the old order; and in postwar
Europe the decline of colonialism coincided with the emergence of the European Community.

The Pacific region covers a vast area comprising very different countries : developed OECD countries
like Australia and New Zealand, ASEAN countries such as Philippines and Indonesia, independent
Pacific Island Countries some of which still maintain special relations with the United States or New
Zealand and some French and British Ouverseas Countries and Territories.

In 1975 the Community signed an overall co-operation agreement - the Lomé Convention - with a group
of independent African, Caribbean

Enmbentlsnduy banheatiobin, and Pacific (ACP) countries which

15 : included Fiji, Tonga and Western

35,000,000 5,932,000 Samoa. Over the next five years

3,243,000 km* 526 550 km* Papua New Guinea, Solomon

(EEZ area 11,730,000 km) Islands, Tuvalu, Kiribati and

18,385 1,060 Vanuatu signed the Convention on

Steel, Vehicles, Machinery, Sugar, Palm Oil, Coffee, becoming independent, and joined
Chemicals, Foodstuffs Gold, Copper, Logs, Petroleum the ACP group in their turn.

As signatories to the First Lomé Convention and its successors these eight States in the South Pacific,
along with the Overseas Countries and Territories (OCTS5) of France and the United Kingdom (New
Caledonia, French Polynesia, Wallis and Futuna; Pitcairn) are entitled to a number of trade and aid
advantages in their relations with the European Union (EU).

On the trade side, the Union takes roughly 50% of these countries’ exports, free of duties or quotas.
Overall, the trade balance is very much in their favour. Special arrangements for sugar and for
compensation for losses on exports of other commodities are also of assistance.

A

s On the aid side, the Union has introduced a
significant programme of financial and technical
co-operation. The EU will have transferred some
1,330 MECU" to the Pacific ACP countries and

Sweden

OCTs over the last 20 years. Together with its
member states, it has provided on average some

Denmark Y

23% of all assistance received by the South Pacific
independent countries. Other major donors are
Australia, New Zealand and Japan.

Germany

Ireland

United Kingdom
Netherlands
Belgium
Luxembourg

France
Austria

Italy

y The importance of EU-Pacific relations is
2 underlined by the permanent presence in Brussels of
>~ three Pacific ACP countries’ ambassadors,
representing Papua New Guinea, Fiji and Western
Samoa. The Commission of the European
Communities maintains two delegations and four
Offices in the Pacific ACP countries and one Office
to the OCT5 to represent it on the spot.

This brochure describes the cooperation between the
European Union and the eight ACP States in the
South Pacific asssociated by the Lomé Conventions
and the four OCTs of France and the United
Kingdom.

I MECU = million ECU



E EUROPEAN UNION AND

DEVELOPMENT CO-OPERATION

THE UNION IN EUROPE

In 1996, the European Union is made up of fifteen
countries: Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Ireland, Iraly,
Luxembourg, the Netherlands, Portugal, Spain,
Sweden and the United Kingdom'. Six of these are
the founding members which signed three treaties
which formed the initial framework for the
construction of a united Europe - notably the

~ European Coal and Steel Community (ECSC) treaty

in 1951, and both the European Atomic Energy
Community (EURATOM) treaty and the European
Economic Community (EEC}) treaty in 1957.

The aim of these treaties was the formation of an
economic union - facilitating progress towards monetary
and political union - in which goods, people, capital and
services can circulate freely and where foreign trade,
agriculture, fisheries, transport and other sectors of the
economy are governed by common policies.

THE UNION IN THE WORLD

In its relations with other countries the Union seeks
to encourage world trade and the sustainable
economic development of the poorer countries.

It has supported successive rounds of tariff
reductions: at 5.6% the average level of its own
external tariff is one of the lowest in the world. Itis a
party to the World Trade Organisation and all
international commodity agreements, and has set up
a sizeable fund to help stabilise the export earnings
of many producer countries.

In addition to its trade activities, the Union
contributes to the economic development of the
majority of countries in the Third World. It devotes a
share of its annual budget to aid programmes in the
southern and eastern Mediterranean, in Asia, in
Latin America, and the 70 African, Caribbean and

THE FOURTH LOME CONVENTION

1. Austria, Finland and Sweden
joined the European Union on 1
January 1995. They will contribute

to the eighth
Development Fund.

&

European

The Lomé IV Convention has four essential features:

* [t is a ten-year contract freely negotiated between
equal partners. The security it offers enables the
associated countries to plan their economies with
greater confidence.

¢ It is non-aligned in that it respects each partner’s
freedom to choose its economic system, political
regime and development model. It embraces
countries represented by governments of varying
political tendencies.

* It is a comprehensive agreement that combines a
whole range of co-operation instruments providing a
balanced response to needs that vary with economic
structures and levels of development. The Pacific
ACP States, like all other countries that have signed
Lomé, decide themselves which development
instruments to use, according to their own priorities.

o [ts inscticutions {(Council of Ministers and
Committee of Ambassadors, ACP-EU Joint Assembly)

The Single Act (1986) increased the Community's
scope and decreed that the internal market should
be completed by the end of 1992. Under the Treaty
on European Union (1992 - often known as the
Maastricht Treaty), the EEC became the European
Community (EC), and, with the old ECSC and
EURATOM, was subsumed into a new entity called
the European Union. The Union is a grouping of
the same member states but has wider powers -
covering justice and home affairs, the establishment
of economic and monetary union, and a common
foreign and security policy.

The treaty delegates responsibility for conducting
policy in the sphere of development co-operation to
the EC. For this reason - and because much of the
co-operation discussed in this brochure was in
operation before the creation of the EU - the term
"European Community" (EC) will also be used.

Pacific (ACP) States. With regard to the ACP States
and 20 Overseas Countries and Territories (OCT),
the bulk of the Community assistance is provide by
the European Development Fund; however, the
budget’s resources to provide finance for
cooperation with Non Government Organisations
and in the areas of food aid, rehabilitation, tropical
forests, fight against AIDS etc become more and
more important.

When talking about the development cooperation of
the Union, it should of course be borne in mind that
some of its members are among the most important
bilateral donors. Taken together, the Union’s
members provide slightly more than 50% of all
offcial development assistance. The EC’s aid funds
represent about 16% of the total aid effort of its
Member States.

make for a permanent dialogue between
governments and with the European Parliament.

These institutions operate at different levels:

* The ACP-EC Council of Ministers manages the
Lomé Convention at government level, and is the
ultimate decision-maker on questions of co-
operation.

¢ The ACP-EC Committee of Ambassadors {(based in
Brussels) meets more often than the Council of
Ministers. This Committee monitors ACP-EU co-
operation and has certain powers delegated by the
Council of Ministers,

* The ACP-EC Joint Assembly consists of a
representative from each ACP State and an equal
number of Members from the European Parliament.
It meets twice a year. The Joint Assembly serves as a
forum for discussions and as a stimulus to ACP-EU
co-operation.

The Joint Assembly shall also organize regular
contacts and consultations with representatives of



economic, cultural and social development bodies in the ACP States and in the
Community in order to obtain their views on the attainment of the objectives of the
Convention.

Lomé IV was different from its predecessors in being given a ten-year duration (1991 -
2000), although the financial protocol providing for the 7th EDF was for five years (1991 -
1995). Provision was made in the agreement, however, for the possibility of a mid-term-
review, coinciding with the negotiation of the Second Financial Protocol establishing the
8th EDF. These negotiations provided opportunities to enrich the Convention further with
provisions on institutional and political issues {(democracy and human rights, political
dialogue}, trade issues (development of trade, extension of preferential arrangements to
practically all products originating in ACP States), programming of aid (inclusion of EU
objectives and priorities, greater flexibility of the use of the resources) and, last but not
least, on the volume of aid (Second Financial Protocol establishing the 8th EDF, see box}.
The agreement on the modification of the Lomé IV Convention was signed in Mauritius
on 4 November 1995.

THE ACP GROUP

Founded in 1975, with the signing of the
Georgetown Agreement, the ACP group has
grown from 46 initially to 70 African, Caribbean
and Pacific States.

Institutions

1. The Council of Ministers: the supreme body
with decision-making power. Member States are
represented at ministerial level. The Council
defines the broad outlines of the Group's
policies, and examines ACP-EC co-operation as
well as intra-ACP matters.

2. The Committee of Ambassadors: composed of
ACP Ambassadors to the EC or their
representatives, assists the Council of Ministers
and supervises the implementation of the
Lomé Convention.

08

. The ACP General Secretariat: co-ordinates the
activities of the ACP institutions. Located in
Brussels.

ASSOCIATION OF
THE OCTs WITH THE EC

Part Four of the 1957 EEC Treaty outlined the
aims and means of the Association of the overseas
Countries and Territories. Every five years
thereafter, the Council has adopted decisions
confirming and specifying the characteristics of
associations, in line with the five Conventions of
Yaoundé I, Yaoundé II (the predecessors to
Lomé), Lomé I, II and III, negotiated and signed
with the independent States. The Decision of
25 July 1991 was concluded, like Lomé IV, for a
period of 10 years.

There are a number of parallels between the
regulations covering relations with the OCTs and
those with the ACP: many points in the
Association Decision of 25 July 1991 are in the
spirit of Lomé IV - the various areas of co-
operation, for example, Stabex and Sysmin, the
EDF for the financing of development co-
operation, regional co-operation etc. In 1991 the
Commission/Member State/OCTs partnership
was introduced to enable local OCT
representatives to be involved in a permanent
dialogue with the Union - in contrast to the old
system which was mainly confined to a dialogue
between the Commission and the central
authorities of the Member States whose OCTs
were concerned. Like the Lomé Convention,
then, the Association is based upon open
dialogue.

Trade arrangements, however, for products
originating in the OCTs are more open than
those for products originating in the ACP.



E SOUTH PACIFIC
AND THE EUROPEAN UNION

ECONOMIC AND POLITICAL SITUATION OF THE ACP STATES
AND THE OCTs IN THE SOUTH PACIFIC

The countries of the South Pacific are groups of
high islands or atolls scattered over a vast area of
ocean. There are, for example, 700 km between the
most northerly and the most southerly islands of
Vanuatu, and the Solomon Islands chain stretches
for nearly 1,500 km. They are a long way from each
other, and from any industrial centre. Papua New
Guinea is 4,500 km from Western Samoa. Sydney
and Suva (Fiji) airports are 3,200 km apart. The
distance between Papua New Guinea and French
Polynesia is 8,000 km.

With the exception of Papua New Guinea, which is
almost as lange as Spain, land areas range from
modest to minuscule. The other seven ACP
countries put together represent a smaller area than
Ireland.

Populations are not large. Even Papua New Guinea,
which contains roughly two thirds of the region's
total population, only has some four million
inhabitants. Numbers are increasing however: the
birth rates are high (up to 3% in Solomon Islands).

The South Pacific islands lie between the Equator
and the Tropic of Capricorn, and their climate,
vegetation and produce are tropical. Some are
volcanic in origin, and the interiors of the bigger
islands - New Guinea and Bougainville (PNG), Viti

Levu (Fiji), Upolu and Sava't (W. Samoa) - are
mountainous. Several countries lie in the path of
frequent and destructive cyclones. Kiribati and
Tuvalu are essentially constellations of atolls, lying so
low that sea level rise is a real threat.

Subsistence farming and fishing are the mainstays of
the region's economy. Taro (a starchy edible root),
coconut and fish form the staple diet and are the
main source of income in the rural areas.

Because the coconut palm - one of the world’s most
useful trees, so useful that the Pacific islanders call it
the "tree of life" - is omnipresent almost, the whole
region produces and exports copra, the
commercially valuable product extracted from the
coconut. Cocoa, coffee, bananas, timber, sugar (Fiji)
and tuna fish (Solomon Islands, Fiji) are also
exported. A palm oil industry has been developed in
recent years in Papua New Guinea, which derives the
bulk of its income from copper and gold, but also
exports crude oil, timber, coffee, cocoa and coconut
oil. New Caledonia is the region's other exporter of
minerals (nickel and iron).

After primary products, tourism is the most
important source of revenue, particularly for Fiji,
where it is the biggest foreign exchange earner,
before sugar.

i

'Development
constraints

Distance, small markets and natural disasters are the
greatest barriers to the economic development of
the region. They mean high transport costs which
inhibit inter-island trade between countries; they
increase the cost of providing administrative services
and facilities such as schools and health centres; and
they are an obstacle to the expansion of the tourist
industry. The improvement of air and sea links and
telecommunications is consequently a natural
priority for national and regional authorities in the
South Pacific.

Another constraint is the low level of local food
production compared to modern levels of
consumption, leading to a relatively high level of
food imports (20% for the region as a whole, and as

much as 50% for Tuvalu and 80% for French
Polynesia). A scarcity of fertile land, combined with
subsistence farming and fishing methods and
difficulty of access to markets, compounds the
problem. South Pacific countries are determined to
increase agricultural production, and are now
devoting a substantial share of available funds to
agriculture and rural development, including rural
roads.

The region suffers from a shortage of skilled labour
and increasing urban immigration, which has led all
Pacific countries to give importance to human
resources development in their development
strategies.

]

Future prospects

Land may be limited, but the vast expanses of ocean
surrounding the Pacific islands are rich in fish and,
as has been discovered recently, in sea-bed minerals.
The Pacific ACP countries have declared exclusive
economic zones - their combined EEZs cover
something like 12 million square kilometres of
ocean! - but they will need external help to identify
and exploit their marine resources.

In their natural beauty and strong cultural
individuality, the Pacific islands possess solid tourist
attractions, and tourism is an area which is a
potential growth industry, despite the "tyranny of
distance”.

Most of the economies of the South Pacific countries
are solidly managed - there is no major debt
problem - and it is generally accepted that properly
directed development programmes coupled with
external aid could lead to reasonably sustained per
capita growth. Due to the natural constraints of the
Pacific region, this rate will necessarily be lower than
in some other regions and will vary from country to
country. Kiribati and Tuvalu might be expected to
be at the lower end.



Political Situation

The Pacific ACP States are generally governed along
democratic principles and have a good record on
human rights. Ratings for political rights and civil
liberties are high. Governments are relatively stable.
The freedom of press is an important element which
will have to be carefully preserved. The constitutional
review in Fiji will be completed by mid-1997.

A strong trend towards regional cooperation has
resulted in the establishment of fairly well organised
and efficient regional organisations in various areas
of common interest (e.g. fisheries, environment,
mineral resources). Political decisions are taken in
the "Pacific way" i.e. by consensus.

INSTRUMENTS OF COOPERATION BETWEEN THE EUROPEAN UNION
AND THE ACP STATES AND OCTs IN THE SOUTH PACIFIC

Trade

PACIFIC ACP STATES - Trade patterns with major trade partners
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The South Pacific region exports agricultural
commodities, minerals and fish, and imports
manufactured goods (notably vehicles and
machinery), fuel and food. Almost all Pacific
countries export coconut products (copra, copra
oil) or palm oil; other important agricultural
commodities are coffee and cocoa (PNG), logs
{PNG, Vanuatu, Solomon Islands), bananas and
vanilla (Tonga). Coconut cream {Western Samoa)
and squash pumpkin (Tonga) have recently become
rather successful "niche” products.

Fiji exports sugar. Tuna fish is a valuable product,
particularly for the Solomon Islands and Fiji. Papua
New Guinea is a major source of copper and gold;
and New Caledonia is a leading nickel producer.
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Up to 1990, the EC used to be the largest export
market for the Pacific ACP States. Since 1991, this
situation has changed and in 1993 the EU became
the third most important purchaser of the Pacific
ACP States exports, after Australia and Japan.
However, the traditional surplus in favour of the
Pacific ACP States in their trade with the EU is
maintained: Pacific ACP States regularly export to
the EU three to four times more than they import
from the Union, with the result that the trade
balance with the EC is highly in their favour.Within
the EU, the Briush, German and Dutch markets are
particularly important for Pacific ACP States exports.

{Million US Dollars)
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Trade
arrangements

The trade provisions of the Lomé Convention,
recently improved again on the occasion of the mid-
from review of the Lomé IV Convention, allow
almost all exports to enter the EU duty-free and in
unlimited quantities in future, while the Pacific
countries may charge customs duties on any EU
products which they import.

Under the Sugar Protocol attached to the
Convention, the Community agrees to buy a fixed
quantity of sugar every year from ACP sugar
producers at an attractively high guaranteed price.
As a result, Fiji, which can sell over 165,000 tonnes
annually under the arrangement, is guaranteed a
sure outlet at a price which is currently around twice
or three times the world market price for about 35%
to 40% of its annual sugar crop. This has been of
particular importance in recent years, when world

sugar prices have been depressed. Fiji benefits
furthermore from relaxations of the rules of origin
for canned tuna and garments.

The Stabex scheme - cash transfers to compensate
for serious losses of mainly agricultural export
earnings as a result of price falls, crop failures or
damage to crops - has also proved extremely helpful
for the region. Over the period 1975 to 1994,
transfers - in some cases of very substantial amounts -
have been made for export losses on each of the
region's key agricultural products {copra, cocoa,
timber, bananas, coffee, palm oil). Every Pacific ACP
country and one OCT has benefitted from the
scheme, which has lent security to primary
producers in the area. New Caledonia and PNG are
eligible for assistance under the Sysmin system.

Trade promotion
and Tourism

Funds are also provided under the Convention to
promote sales of ACP products in the Community
and in other markets outside the EC, through for
example participation in trade fairs and technical
assistance with market research and product

development. In the Pacific a particular effort has
been made since 1986 to support tourism on a
regional level.

y 4



S og U900 5O
SwwewralAdjwsement 170 1720,
Regional Programmes 1050 3040 300 3500 11490
| Regional Trade and Tourism 3,90 8,20 340 1550
@ru22/100/188)
EMBloans 3100 7590 5750 5500 21940
| Risk capital _ 200 2930 T 49,60
| Interest rate subsidies 500 66 940 560 92660
Swbex 1220 7920 U890 9840 36870
(Symin e 30,00
Aidtorefugees 070
Foodaid Y
[ AidviaNGOs 040 070 200 090 400
| TOTALACP _ 10990 30020 4210 33410 118630

In addition to their trade provisions, the Lomé

Financial and

technical Conventions, backed up by five-year European

assistance Development Funds (EDF) and the capital resources
of the European Investment Bank (EIB), offer
assistance in a variety of forms to Pacific ACP States.

in Vanuatu. The bulk of the EDF is available for development
o projects chosen by the ACP countries and approved
by the Community. Works, supplies and technical
cooperation (studies, technical assistance, training)
can be financed. Each country has a fixed amount
to spend on its national programme. In addition,
funds are available for regional projects benefitting
two or more countries, often implemented by
regional organisations.

Since the Fourth Lomé Convention, EDF aid is
entirely in the form of grants. Setting aside the
loans from the EIB's own resources, the only
remaining loan element in the EDF is risk capital,

PACIFIC REGION
Total EC Assistance to the Pacific ACP States 1976-95

Allocations in MECU

Lomeél

Lomé IV  Total

Lomé II

Lomé III
EDF 4 EDF 5 EDF 6 EDF7
6-80 198690

324380

4 for PNG
5 Application years 1990-1994
6 Lomé IIT : Eligibility decided 1990

1 First financial protocol Lomé IV
2 Excluding RC (minimum guaranteed risk capital), see EIB
3 Excluding structural adjustment

197695

[ s i m——

repayable if the venture supported is financially
successful.

In the South Pacific, EDF aid for national and
regional programmes amounted to some 440 MECU
under Lomé I to IV (First Financial Protocol).

Projects can also be financed with loans from the
European Investment Bank, which carry more
commercial rates of interest, although in practice
these are often reduced by subsidies from the EDF.
Mining and energy distribution in Papua New
Guinea and hydro-electricity, forestry and
telecommunications in Fiji are examples of
industrial projects part-financed by EIB loans in the
Pacific. The Bank has so far loaned a total of just
220 MECU to ACP countries in the region.

Some 14 % of the EDF is set aside for the
stabilisation of export earnings. Stabex transfers are
only made for products on which the ACP
economies are dependent and which are affected by
fluctuations either in price or quantity or in both.
These circumstances have arisen frequently, and the
susbstantial amount of almost 370 MECU (more
than under the national indicative programmes) was
transferred to Pacific ACP States for the application
year 1975-94.

A small proportion of the EDF is reserved for
emergency aid operations in the wake of natural
disasters. The cyclone-prone countries of the
Pacific, particularly Fiji, have had to call on the
emergency aid fund on several occasions.

The Community’s trade and aid arrangements for

the OCTs in the Pacific are broadly similar to those

under the Lomé Convention. Over the period 1975-

95, New Caledonia, French Polynesia and Wallis and

Futuna will have received some 85 MECU in

territorial and regional project aid and 27 MECU in
EIB loans (see table p. 36).

These tables below shows that over the first
fifteen years of EC-Pacific cooperation, the
Community had spent or committed in one form
or another 1,330 MECU in the region. Although
not the leading donor, it has nonetheless built
up significant development aid programmes,
particularly in the field of regional cooperation.

§

Under the first three Lomé Conventions, Stabex
transfers were repayable under certain
conditions. Amongst the Pacific ACP States, these
:  conditions were fulfilled for Papua New Guinea
i and Fiji. However, in 1991, all repayments still
i outstanding were waived. The total value of this
i waiver was some 83.5 MECU. Under Lomé IV, all
Stabex transfers are in grant form.

BIUEN YN

§

i

i
{
? In 1990, Papua New Guinea was granted Sysmin
funding of 30 MECU following the closing down
of the Bougainville copper mine in 1989,

Because of continued insecurity on the island

4

|
o
3

) 1 during the years following this decision, this
| amount has been used for priority road

rehabilitation on the main island.
Bl
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CKGROUND Fiji is an archipelago of about 300 islands of varying sizes. Of these, only about 100 are permanently
inhabited and 87 % of the land area of the country is formed by the two largest islands, Viti Levu
(10,389 sq km) and Vanua Levu (5,534 sq km). The population of the capital city, Suva, on the east coast
of Viti Levu, is about 160 000 - some 22 % of Fiji's total population. Other important towns include
Lautoka, Nadi and Ba on the western side of Viti Levu and Nausori to the east. Vanua Levu's population is
about a fifth of the country’s total population; its main town is Labasa.

The population of Fiji was recorded as 715,375 in the 1986 census. At that time the largest component
was the 349,320 Indian Fijians (48.8% of the total), who started coming to Fiji from 1879 as indentured
labour in the sugar and copra industries. By the end of 1988 the Bureau of Statistics estimated that native
Fijians had become the largest community in the islands for the first time since 1946. In December 1990
official estimates put the total population at 736,000, of whom 340,000 (46.2%) were Indian Fijians,
360,000 {48.9%) were indigenous Fijians, and the balance were "others" (including Europeans or part-
Europeans, Chinese, and other Pacific Islanders). Nearly two-thirds of the population lives in rural areas
but there is a marked drift to urban areas, and in particular to Suva, Lautoka and Nadi. The population is
predominantly youthful, over two-thirds being under 30 years of age and well over a third under 15 years.

With a per capita GDP of US $2,140 (1993), Fiji is the most developed of the the Pacific ACP countries
and ranks as a lower middle-income developing country. Based on the UNDP-developed "indicator of
human development”, which combines GDP growth, life expectancy and education (rate of literacy,
length of schooling), Fiji ranks 5th of all ACP states, after Barbados, Trinidad and Tobago, Bahamas and
Antigua and just one place ahead of Mauritius.

Its growth potential should not, however, be overestimated. Small and dispersed domestic markets, a
narrow resource and production base, long distances to export markets and a rather high frequency of
natural disasters (cyclones) constitute strong limiting structural factors for rapid and strong economic
development. Additional problems emerge from the multiracial society, which have occasionally led to
emigration of skilled manpower and capital and diminishing private foreign investors' confidence. Taken
together, these factors partially explain why, in spite of significant aid flows (about US § 60/capita in
1991), economic growth has been relatively low (averaging 2.5% from 1983 to 1990, including severe
disruptions in 1987 and 1988 and 2.9 % from 1989 to 1994). As a consequence, growth in employment
(around 1,500 new jobs p/a) has been unable to keep pace with strong labour force growth (around
10,000 p/a), giving rise to high levels of unemployment, particularly among young people.

Fiji's short-term economic performance relies traditionally on the sugar industry and tourism; more
recently, manufacturing (garments, wood products, tuna canning) has become a significant activity,
accounting for 12 % of GDP and 25 % of total jobs {1994). Around 40 % of formal sector employment is
in the public sector. Main exports (1994) are sugar (44 %), garments (25 %), fish products (12 %) and
gold (11 %). However, the competitive situation of these products, apart from the latter, depends on the
continuation of the various trade preferences currently applied: for sugar, the EU Sugar Protocol; for
garments, the arrangements with Australia and New Zealand under the South Pacific Regional Trade and
Economic Cooperation Agreement (SPARTECA)}, and the relaxations of rules of origin for garments and
canned tuna under the Lomé Convention. :
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Fiji typically runs a deficit on its merchandise
trade account which is offset by non-factor
service receipts (tourism) and capital inflows, the
latter being dominated by private investment
and therefore largely dependent on business
confidence in internal stability, international
competitiveness and trade preferences.

Fiji's external indebtedness is low, compared to
other ACP States, and has generally been linked
to the financing needs of major public sector
projects. Since the late 1980s, the government
has made efforts to shift the financing of public
sector activities and investment from foreign to
local resources, so that the ratio of external debt
to GDP has dropped from 28 % (1989) to 14 %
(1994). The debt service ratio stood at 9 % in
1994.

DEVELOPMENT COOPERATION
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Fiji was a signatory of the first Lomé Convention in 1975 and, to date, the country has been allocated
some 190 MECU in EC development cooperation funds.

Starting with a relatively modest 9.9 MECU under Lomé I, the national indicative programmes rose to
13 MECU under the following Convention. Without neglecting rural development (feeder roads in Vanua
Levu), under Lomé I most of the resources were devoted to transport infrastructure (a main road on
Vanua Levu). Under Lomé II, cooperation concentrated clearly on agriculture and rural development, in
particular by means of the funding of microprojects, with infrastructural programmes (the extension of
the Vanua Levu road, social infrastructure) taking second place. Under this Convention, a new field of
action was also addressed : trade development.

Trade development was further developed under Lomé III (6th EDF, 20 MECU, of which 5 MECU in
special loans), with support given to an Investment and Trade Development Programme. The longer-term
objective of the project was to widen the economic base of Fiji and to create employment. The more
immediate objective was the establishment of a Tax Free Zone near Suva. In order to promote this
scheme and to secure markets for exporting the goods which would eventually be produced, the project
included a programme of trade and investment promotion to be implemented by the Fiji Trade and
Investment Board. Due to problems linked with identifying an appropriate site, the project, which had
been given the go-ahead in 1990, only came on stream in 1995.

Rural and agricultural development continued to be one of the main sectors of cooperation, with the
funding of three major projects. The first was a coconut rehabilitation and development project, situated
on the island of Taveuni, which aimed at improving the productivity of coconut plantations through the
introduction and multiplication of high yield hybrids. The project also provided for the establishment of a
30 hectare coconut nursery centre, which was expected to finance itself through the sales of seedlings.
EC support for this project ended in 1992, since when the scheme has been taken over by
the Government. A second project (a large-scale microprogramme divided into two sub-programmes)
aimed on the one hand at the construction of access roads to facilitate the development of cocoa
plantations, and on the other at the introduction and development of pineapple plantations in Vanua
Levu. The first component was closed after disappointing results. The second component, however,
produced very interesting and promising results, which will, however, need private and governmental
support in order to become sustainable. A rural electrification project involving 28 rural electrification
schemes and the supply and installation of a small power plant is still ongoing.

Under Lomé III, the formerly prominent transport infrastructure sector lost some importance.
The Kubulau Peninsula road project on Vanua Levu brought to an end the work started under previous
Conventions. This road, which filled the last gap in the circuminsular road, was opened in July 1994.
Lomé III also saw the beginning of human resources development as a new theme of cooperation, with
Technical Assistance funded for the logging school. This area, embodying strong links with forestry and
environmental issues, has been further developed under Lomé IV with the reconstruction of the school
burnt down in 1993, and the enlargement of the training and education provided to what now constitutes
a Forest Training Centre.

The National indicative proggamme relating to the first protocol of Lomé IV (7th EDF, 22 MECU in grant
aid) identifies rural development and social infrastructure as the sectors of concentration to which 65 %
of resources are to be devoted. The remaining 35 % will be used for nonfocal activites, including trade
and services, tourism, cultural cooperation, training and technical cooperation.

Unfortunately, it was only following the very destructive cyclone "Kina" in January 1993 that cooperation
activities could start in the form of the rebuilding of four bridges either severely damaged or completely
destroyed by the post-cyclone floods. Work on two smaller bridges of major importance to Viti Levu
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(Korovou and Vunidawa, 1.135 MECU) was started in 1994 by the Public Works Department and
completed in January 1995. The Financing Agreement for the two major bridges (10.24 MECU) was
signed in June 1994 and provides for the rebuilding of the bridges of Ba and Sigatoka. Both bridges form
part of the main road around the island of Viti Levu and are therefore vital for the movement of people
and goods on Fiji's main island. The new bridges, 190 and 182 metres long respectively, will be two-lane,
and will provide for footpaths and utilities. To enable the traffic to by-pass the often congested towns of
Ba and Sigatoka, new sites for both bridges have been chosen, which also call for the building of new
approach roads. Building works were underway in early 1996 and completion is expected by July 1996
(Ba) and early 1997 (Sigatoka).

Non programmable aid for Fiji has been considerable over the years. While Stabex transfers for losses on
coconut oil (total 5.4 MECU under Lomés I - I1I) came to a halt under Lomé IV (because levels of exports
fell below the required dependency threshold), unfortunately, emergency aid (total 9.5 MECU) is still
needed. Time and again the islands have been hit by cyclones (the most recent occasion being in January
1993, when the EU made available 1 MECU for food rations following cyclone Kina}.

A significant feature of EU-Fiji cooperation has been that, in the past, the European Investment Bank,
under Lome [ to III, has been very active in Fiji, extending loans from its own resources for a total value
of 87.5 MECU and 6.1 MECU allocated in risk capital. Loans went to the sectors of energy (hydropower
scheme), industry (wood processing) and services (telecommunications, sea and air transport).
Considerable interest subsidies (total 14.1 MECU) have also been made available under the various EDFs
in support of these loans. More recently, the EIB has financed an aircraft maintenance centre (1991) and
a telecommunications project (1995).

TRADE COOPERATION

Community aid

S

Over and above financial cooperation, Fiji benefits from the second largest quota (165,348 tonnes p.a.)
under the Sugar Protocol annexed to the Lomé Conventions - a quota which covers some 45 % of its total
sngar exports. The yearly benefit from this provision can be estimated at between 45 and 55 MECU, i.e.
only slightly less than the total of all programme aid granted since Lomé I (64.9 MECU). About two-thirds
of these benefits reach the farmers, so that the EU subsidises every sugar smallholder to the extent of
some 1,500 ECU/year on average.

Recently, Fiji's quota under the Sugar Protocol
was increased by 881 tonnes, as a result of the
reallocation of the shortfall of deliveries by
Barbados. Furthermore, Fiji benefits from an
annual special tariff quota to the tune of some
30,000 tonnes up to the year 2001.

Industrial development and external trade have
been supported by the relaxation of the rules of
origin for exports to the EU of canned tuna to
the extent of 500 tonnes/year from 1/1/1993 to
31/12/1996 and for certain quantities of
garments, for which a first exemption ending on
31/12/1993 has recently been extended to
31/12/1998.

Fiji's main exports to the EU (sugar, fish and
garments) - and the resulting surplus in its trade
relations with the EU - are consequently highly
dependent upon the continuity of these
preferences.

In the field of services, more specifically in

tourism, the EU - through its support of the

- Tourism Council of the South Pacific - has
contributed to the fact that every sixth tourist or

Allocations in MECU  So arriving in Fiji comes from a member country

Y pf the EU. Tourism be.mg by far Fiji's most
e}%//%Tfﬁ important source of foreign exchange earnings,
0 ' receipts from European tourists amount at

.

present to some 30 MECU, and are greater than
those from the export of fish and fish products.

Taking the Sugar Protocol into consideration,
the EU is by far the most important of Fiji's
development parmers, followed by Australia. EU
Member State bi-lateral cooperation with Fiji
(UK, France, Germany) is also significant.
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BACKGROUND

Main exports.: - ~Copra, Fish
GNP/head : Uss 710

Currency : ~ Australian Dollar
. 1ECU=1.7 AUD
. *{March 1996)
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Language:  Gilbertese and English

A group of 33 islands, lying astride of the equator, Kiribati (pronounced Kiribas) was known until
independence in 1979 as the Gilbert Islands. Now an independent republic, Kiribati comprises three
main island groups - the Gilberts proper, the Northern and Southern Line Islands, and the Phoenix
Islands. Unlike the people of Tuvalu (with whom the Gilbert Islanders were formerly linked as the Gilbert
and Ellice Islands}, the people of Kiribati (the I-Kiribati) are Micronesians, as opposed to Polynesians.
Of a wtal population of some 76 000, 25 000 live in the capital, Bairiki, on the island of Tarawa.

The total land area is 810 km®, with the islands spread over 3m km? of ocean. As low-lying atolls, with coral
rock and hard sand and soil, Kiribati has few natural resources. However, a limited range of food crops
such as taro, coconuts, bananas and breadfruits are grown locally. Other food and consumer goods, as
well as fuels and capital goods, are imported.

Until 1979 Kiribati enjoyed a favourable trade balance due to phosphate export earnings, which at that
time represented about 88% of total earnings. The closing down of the phosphate mining industry in
that year had a drastic effect on the economy. However, revenues from phosphate then deposited in a
Revenue Equalization Reserve Fund (RERF) still constitute an important source of income for the
country.

At present, Kiribati's export earnings derive principally from copra and fish, which account respectively
for 50% and 20 - 30% of total export earnings.

The creation of a 200-mile EEZ in 1978 paved the way for the development of Kiribati's marine resources,
since the country lies in a major tuna fishing area. In the 1980s the government embarked on a
programme aimed at developing a commercial tuna fishery sector. In addition, new technology opened
up the long- term possibility of exploiting seabed mineral resources, to offset diminishing land-based
supplies.




DEVELOPMENT COOPERATION

Community aid

JIndicative Programme

i National

Kiribati was allocated a total of 14.5 MECU in programmable resources under the first three Lomé
Conventions. Projects included the financing of infrastructural work, activities in the fisheries sector and -
to a lesser extent - training and microprojects programmes.

Telecommunications projects have absorbed two thirds of total funds : the rehabilitation of the South
Tarawa Telephone Exchange was funded under Lomé I (3.3 MECU), and a further 6.2 MECU was
allocated under Lomé III for equipment destined to enable the country to control its vast marine and air
space. Both projects required preliminary studies, technical assistance and training. To improve national
air transport, airstrips were built at Arnauka and Tabiteuea South (ECU 333 036).

In the fisheries sector, an important part (2.8 MECU) of the Lomé II financial allocation was used for the
construction of two 26-metre pole and line tuna fishing vessels.

Microprojects for a total value of ECU 173 000 were financed covering various programmes such as the
building of copra storage sheds, improvements in water supply and sanitation, seaweed cultivation and the
building of fish ponds.

Stabex transfers from the Community to the government of Kiribati have amounted over the years to a
total of just over 6.3 MECU. All have been granted in respect of losses on export earnings for copra.

Under the current Convention, Lomé IV, Kiribati received 6 MECU in grant aid under the first Financial
Protocol, which has been used to fund three main projects. Firstly, a Seaweed Development Programme
is being funded (1.1 MECU), which sets out to provide villagers with an additional source of cash income.
Secondly, 1.475 MECU have been allocated to a National Training Programme which aims to provide in-
country training tailored to meet Kiribati's manpower needs and skill requirements. Finally, an Airport
Development Programme (1.2 MECU) seeks to upgrade the country's international airports to acceptable
standards, thus helping to maintain international air connections to the country.

Implementation of all three projects began in 1995.

Allocations in MECU
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c KGROUND A geologically diverse country with active seismic and volcanic zones, Papua New Guinea is rich in mineral

resources. Unlike other countries of the region, its major export earnings are derived not from
agriculture, although 80% of the active population is employed in subsistence farming, but from the
mineral sector. At present, oil, gold and copper alone account for 75% of total exports. Other mineral
resources such as natural gas also offer commercial possibilities. Apart from gold and copper, PNG's main
exports are coffee, timber, palm and coconut eil and cocoa. In most years, the country enjoys a
favourable trade balance.

Much of the Papua New Guinea terrain is difficult, and transportation is a serious problem. The central
chain of mountains, comprising a number of high ranges interspersed with wide valleys, represents a
major obstacle to inland transport, which needs to be improved if the country's economy and domestic
market are to be developed.

Papua New Guinea, the largest Pacific ACP State in land area and population, is also the most diverse in
character. Development plans have therefore to overcome the problems presented not only by separation
by sea and rugged terrain but also by the heterogeneity of its peoples, speaking over 800 languages and
living in 20 mainland and island provinces.

DEVELOPMENT COOPERATION

Languaée
Main exports :

GNP/head: .
Giifrency ;-

U &

- Pidgin English, E ghshfénd about
- 800 other languages

Kina . S
1 ECU=1,77 Kina’

Since May 1977, Papua New Guinea has been linked to the European Community, initially through a
special arrangement for the application of the Lomé I trade provisions. It became a full partner in
cooperation following accession to Lomé I in November 1978. Through successive Conventions, the
cooperation relationship has been significantly strengthened, to such an extent that the European Union
is now one of the most important of Papua New Guinea's development partners.

The Union's overall contribution to Papua New Guinea's development efforts up to the end of 1995 has
amounted, in the form of commitments, to some 549 MECU.

The various instruments of cooperation available under the Lomé Conventions have been utilised in
accordance with the country's needs. The programmable allocations for funding projects have seen
significant growth from Lomé I (10 MECU) through Lomé II (23 MECU) and Lomé III (34.5 MECU} to
Lomé IV (44.2 MECU). The content of the programmes reflects the major obhstacles to be overcome in
the development of the nation.

- - ANUS

Gold, Copper Oil, Coffee and
Timber .

Uss 1 000 (1994}

(March 1996)




Under Lomé I the National Indicative Programme (NIP) was principally geared to rural development,
which included road infrastructure, storage facilities, rural electrification, technical assistance and
microprojects, and other actions for the development of the rural sector, but also education and training.
The main project involved the reconstruction of a section of the Hiritano Highway to the west of the
capital, Port Moresby. Another project concerned the construction of two fisheries resource assessment
vessels.

Under Lomé II grant aid was concentrated on economic infrastructure and education and training.
A major project was the reconstruction and improvement to full bituminous standard of the Kimbe-
Talasea Road in West New Britain Province. Another road project involved the upgrading and sealing of
a section of the Magi Highway, east of Port Moresby, The Tari-Mini Hydro project, in Southern
Highlands Province, was the first project to be implemented within the framework of the national diesel
power replacement programme. The aim was to attain considerable savings in fuel import and logistical
costs, by introducing non-fossil fuel energy generation in isolated rural areas. In the area of education,
the multiannual training programme provided 270 overseas training awards.

Cooperation activities under the Third Lomé Convention focused on rural development, with 75% of
available funds going to the sector, the remaining 25% being used to fund technical cooperation training
and trade and investment promotion. In the framework of rural development, EU support concentrated
on economic infrastructure and roads. Two major projects were the reconstruction and sealing of
additional sections of the Magi and Hiritano Highways.

EU Microprojects programmes were
instrumental in enhancing the living conditions
of the rural population through relatively simple,
selfhelp schemes working with local
communities.

A training programme provided awards for study
at European educational institutions and, a
sizeable in-country training component of
courses for young professionals and public
servants.

Under Lomé IV (first Financial Protocol), the
two focal sectors are human resources (50%) and
rural development (40%) with 10% reserved for
other actions outside the focal areas.

A Human Resources Development Programme
provides for infrastructure at the University of
Papua New Guinea, for the upgrading of four
provincial high schools to teach grades 11 and 12
as part of a national education reform
programme, and a scholarships and in-country
training component.

Under the Rural Development focal sector,
microprojects and water supplies were provided
to rural communities. Some funding was also
allocated to the construction of the Ramu
Highway, and technical assistance to the
Departments of Finance, Works, and
Environment and Conservation.

15
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Other Aid
instruments
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Community aid

A number of other aid instruments have contributed substantially to EU/PNG cooperation.

Stabex has been a key instrument in balance of payments support and has accounted for approximately
a half of all EU aid disbursed. PNG is one of the largest beneficiaries of the Stabex instrument. Over
200 MECU has been provided in Stabex Transfers since Lomé I to help make up for the shortfalls in
foreign exchange earnings from coffee, cocoa, palm oil and coconut products. The transfers have been
used for crop improvement through research and extension, agricultural diversification and for the
support of producer prices of the four main crops.

Emergency Aid is used to provide immediate
relief following natural and man-made disasters.
This facility has been used to provide food aid
for migrants from Irian Jaya and assistance with
their resettlement in East Awin in the Western
Province. Medical supplies were provided
through the Red Cross for the crisis on
Bougainville. From the EU budget line for
rehabilitation, a community schools building on
East New Britain is being funded to help villagers
displaced by the eruption of the volcano in 1994.

In addition to the above, a special financing
facility exists (Sysmin) for countries where
mining is important. Under Lomé III aid was
provided through the Sysmin programme
towards mitigating the negative effects from the
closure of the Bougainville copper mine. This is
being used to support a road's upgrading and
rehabilitation programme in the interests of
economic diversification, and also for the
construction of the Ramu Highway.

Under Lomé IV an important innovation was introduced in the form of structural adjustment support.
Following the closure of the Panguna cooper mine on Bougainville Island in 1989, the Government
adopted a structural adjustment programme. The mine had accounted for 30% of the country's export
revenues and also for considerable revenues in the form of taxes and royaltes. The EU has contributed
to the structural adjustment programme agreed between PNG and the Bretton Woods Institutions
through the financing of import programmes. The counterpart funds generated by these import
programmes are used to support the budget for the education sector.

The European Investment Bank has also made a significant contribution to PNG-EU cooperation.
As there is no National Development Bank in PNG, the Bank of Papua New Guinea (BPNG} was used to
organise a two-tier facility with selected financial institutions to onlend to small and medium scale
enterprises in industry, agro-industry and tourism sectors. A major project in 1995 was the local
participation in the Lihir Gold Mine. Under Lomé III, EIB risk capital was provided for the Yonki Hydro-
electric project; the construction of a storage dam and the installation of two new 15 MW generating units
at the Ramu power station in Eastern Province

Finally, an environmental and community development programme is being funded from the EU
Tropical Forestry budget line for the Islands region of PNG . The project aims to help local communities
1o use their forest resources for income- earning opportunities in a sustainable way, particularly through
the promotion of ecoforestry.

Allocations in MECU

omél  LoméNl  LoméIN _ LoméIV" Total

(NP T T 00 20 345 42 117
| StucwralAdjustment ... %5 ®5
(Swbex ... W7 ___ 76 ___ 89 072
Smin %8800
| European InvestmentBank 89 6L7 365 640 171l _
Other® 08 60 68
[TOTAL 189 1354 1794 2156 5493

1 Emergency Aid, Rehabilitation-, Forestry-, NGO-, Budget Lines
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Solomon Islands is made up of 6 large islands, 20 smaller ones and hundreds of small islets and coral
reefs. The main islands are rugged and mountainous, covered with tropical rainforest and with limited
arable land. Agriculture, however, remains the main activity for about 85% of the population, who are
primarily engaged in the subsistence economy.

The population growth rate is one of the highest in the world (3.2% - 3.5%), and it is estimated that the
total population in 1995 exceeded 360 000. About 94% of the population are Melanesian, the remainider
being Polynesian and, to a lesser extent, Micronesian. The official language is English, al though Pidgin is
the most commonly used language. Some 90 different indigenous languages are also spoken.

The most heavily populated islands are Malaita and Guadalcanal. The main urban centre, Honiara, in the
north of Guadalcanal, which became the Solomon Islands’ capital after World War II, has a population of
some 45 000.

Solomon Islands became an independent state on 7 July 1978 and remained a member of the
Commonwealth. The “Westminster Style” government is headed by the Prime Minister who leads a
Cabinet of 20 ministers. The legislature is the unicameral 47-seat National Parliament; the members are
elected by universal suffrage for a four-year term.

DEVELOPMENT COOPERATION

Since becoming a member of the ACP Group, Solomon Islands has benefitted from the various Lomé
Conventions, its allocations, including Stabex funds, increasing from 12.9 MECU under Lomé I to
50.3 MECU under Lomé III, at which time the European Union became the most important donor of
development aid to Solomon Islands. More than 92% of the aid was given in the form of grants, only 4.0
MECU being allocated in the form of special loans and risk capital of the European Investment Bank
(EIB).

Under the 4th Lomé Convention (First Financial Protocol) EC aid allocated has amounted to
25.8 MECU in grant aid to date, of which 6.8 MECU are from Stabex funds.

As under former Lomé Conventions, the 7th European Development Fund (EDF) supports the overall
development policy of the Solomon Islands government and is focused on rural development in its
broadest sense. The aim is to strengthen the smaltholder sector, both directly in the form of increasing
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production and raising incomes
through export and local cash
crops, and indirectly, through
improvements to rural
infrastructure thereby improving
marketing opportunities. The
most important roads project,
financed from the 7th EDF, is the
ongoing Malaita rural
infrastructure project which is
opening isolated agricultural
areas and providing access
to potential new areas.
The programme is being
implemented in parallel with a
farmer support programme to
develop the agricultural areas
made productive by the
infrastructure project. This
strategy also includes
improvements to rural health
centres covering the country so
that every Solomon Islander is
able to reach a health care point
in about one hour.

Special empbhasis is being given to rural youth who have no access to secondary schooling or who have
failed to meet the selection criteria. This involves assistance to a network of rural training centres. Their
association now includes about 30 centres providing 2- to 4-year training programmes for about 2,000
students. The programmes concentrate on skills which are useful for productive integration into rural life
and for setting up small scale enterprises in carpentry, motor mechanics, agriculture, home economics
(including formal courses in English), mathematics and small business affairs.

Island life is always linked to fishing, which provides protein and cash incomes for a growing part of the
rural population. A rural fishing enterprises project is aiming to create or to revive village cooperative
fishing by providing basic equipment, teaching improved fishing techniques and organising marketing
facilities in Honiara and exports (mainly to Australia).

A particular effort has been made in the forestry sector with the allocation of Stabex counterpart funds
for reafforestation programmes over a period spanning more than 10 years. Substantial financial support
of more than 6 MECU has gone towards the operation and development of government-owned forestry
plantations in several provinces. The privatisation of plantation activities as well as sustainable forest
management practices are being promoted by local landowners and communities, in the hope of
countering the increasingly threatening impact of foreign industrial logging companies.

Political support will be decisive for the success of such activities aiming to protect the natural
environment, which are supported by several non-governmental organisations and by the Commission’s
own budget line for sustainable tropical forest management. The scale of industrial logging, which has
escalated during the 1990's to an extent that about 48% of the 1995 revenues are covered by log exports,
needs to be brought back to sustainable levels and planting activities have to guarantee that there is a
future for the growing generation of young Solomon Islanders.

Community aid Allocations in MECU
: ) __ Lomél  Loméll LoméIl  LoméIV _ Total |
| NIP o ' '
| - Grant 9.90 12.00 15.00 19.00 55.90

: - Special Loans (Commission) 0.80 2.00 2.80

{ -Risk Capital (EIB) o 200 200 400

( SUBTOTAL(NIP) 1070 12,00  19.00 2100 6270
(Smbex 220 420 8180 680 _ #450
{ EmergencyAid 04002 045
TOTAL 1280 1620 50.73 2782 107.65
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The Kingdom of Tonga, located in the South Pacific, just west of the international dateline, is the first
landmark in the world to see each new day. The Kingdom covers hundreds of times more sea than land.
Comprising 170 islands, of which only 45 are inhabited, with a total land area of just under 70¢ km’,
Tonga is formed of four main island groups. From the hub of the southerly capital, Nuku'alofa on
Tongatapu, to the volcanic and coral islands of the Ha'apai group, to the picturesque waterways of the
Vava'u archipelago, the Kingdom stretches out to the far north to the remote volcanic Niuas.

The people of Tonga are Polynesians, speaking their own language, though English is also widely spoken.

Agriculture has remained the principal sector in the economy, providing, at least in part, a livelthood for
around two-thirds of the population and accounting for some some 35% of Tonga's GDP. The copra and
banana sectors, which dominated exports in the 1970s and much of the 1980s, have been replaced in
importance in the 1990s by squash pumpkin exports to Japan, and by exports of vanilla and various root
crops (cassava, taro and yams). The high reliance on squash pumpkins, and their somewhat volatile
export performance, has led to a precarious balancing of the economy and to efforts to diversify into
other export crops.

The potential of fisheries is significant, although Tonga has yet to declare its Exclusive Economic Zone,
which would place approximately 700 000 km* of ocean under its national jurisdication. Given its relative
state of underdevelopment, fisheries at present accounts for only 5% or so of GDP. A small manufacturing
sector also exists, concentrated mainly at the Small Industries Centre located outside Nuku'alofa.

Tonga's physical beauty and highly traditional society make it an attractive tourist destination, attracting
some 27 (00 visitors each year. The industry provides full-time employment for around 1 500 people and
earns the Kingdom some TOP $12.5m annually.

DEVELOPMENT COOPERATION

{some 1179 islan

EC-Tonga cooperation began in 1975 with the first Lomé Convention, soon after Tonga gained full
independence in 1970.

Grant aid totalling 19.8 MECU (Lomé I - Lomé IV) has been allocated to Tonga in its 20- year
membership of the Convention.

Under Lomé I funds were directed principally towards two main projects, the construction of the wharf at
Neiafu, Vava'u, and funding for the Ministry of Works to procure road maintenance equipment, build
schools, rural health centres and small wharves at Ha'apai and Vava'u. Remaining funds were used to
finance studies involving dredging, trade promotion and designs for Vava'u and Faua fisheries harbours.
The EIB also financed under Lomé I a line of credit (ECU 130 000) to the Tonga Development Bank.
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Lomé II funds focused on the
fisheries sector, and on initiating
works relating the the upgrading
of the Vava'u airport. Projects in
the fisheries sector aimed at
encouraging fishermen to
undertake commercial fishing to
meet local demand. To this end,
the Faua Fisheries Harbour for
small boats was built, and
marketing and cold storage
facilities provided.

By the time Lomeé III funds came
on stream, Tonga had adopted a
regional development approach
with regard to the island groups,
aimed at a coherent development
programme taking account of the
specific constraints and potential
of each. The Vava'u group of
islands became identified as the
focal area for the use of EU
assistance, and Lomé III resources
(6.5 MECU in grants and 0.5
MECU in the form of risk capital
to be managed by the EIB) as well
as Lomé IV funds (6 MECU and
I MECU respectively) have duly
focused on its development.

Located in the north of the Kingdom, Vava'u is the second group of islands both in terms of population
(16 000) and land area. With an abundance of natural resources, the agricultural and tourism potential
of Vava'u is perceived to be greater than that of the other island groups. This potential was largely
untapped on the onset of Lomé III, however, due to several constraining factors including relatively low
productivity, undeveloped marketing infrastructure, substantial import levels, poor distribution of utilities
and public services and an underdeveloped tourism sector held back infer alia by the limited access to the
island group.

Two main projects under Lomé III aimed at addressing these problems. The first (1.24 MECU) sought to
complete the upgrading of the local airport at Lupepau'u (begun under Lomé II). In addition to the
upgrading of the runway, a new terminal building, complete with safety and navigational equipment, was
provided and was in use by early 1995. The second project, the "Vava'u Development Programme”
(5 MECU), comprised a series of activities including the upgrading of roads, the provision of photovoltaic
equipment for household energy needs, the supply of equipment for vocational training colleges, the
building of health clinics, of 2 new market and of an agricultural quarantine building, and the
establishment of the Vava'u Development Unit as the monitoring and implementing agency for the
programme.

The Programme continues under Lomé IV, with approximately 85% of programmable resources for
Tonga (approximately 5 MECU) set aside for activities in the focal area. Funds will be directed towards
developing the Neiafu urban area, in recognition of the need to upgrade access and services in the
commerical centre of Vava'u. The projects envisaged include the upgrading the the town centre and
urban roads, improvements to the ports facility and increasing the capacity and improving the
distribution of piped and rain water to households. In addition, a multi-annual micro-projects
programme will lead to the construction of jetties on the inhabited outer islands of Vava'u, thereby

improving both social and economic access from

Allocations in MECU these islands to the main centre of Neiafu.

; ey . .
1 Lomél ILoméTll  LoméIl LoméIV Total | I afidmon tolthe above grant aid, Tonga has
: — —==—=  received funds in the form of Stabex transfers for
National Indicative Programme __ 3.2 41 6.5 00 . 198 1 losses in export earnings in respect of coconut
EIB loans : risk capital . 2.3 _ 38 20 81 J‘ products, bananas and vanilla. It also received
Structural Adjustment support | cmergencyaid in 1977, following an earthquake,
e =7 and in 1982 following Hurricane Isaac.
Fisheries Agreement o e
LStabex 9 4.0 4.0 20 11.2 | EIB interventions have contributed to the share
F'Fgo'a;‘—id T T I e e m e e e e e - : capitgl of the Tonga De}reloprr?ent Bank. and
= - = - e have increased the Bank's lending capacity to
Other (emergency aid, 0.1 1.4 small and medium-sized enterprises.
NGOs projects, AIDS control,
environment) . o
| TOTAL 45 118 14.3 10.0 206 |
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DEVELOPMENT COOPERATION
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Tuvalu, the smallest and most remote of the Pacific ACP States, joined the Lomé Convention following
independence in 1978. To date (Lomé I - Lomé IV) it has been allocated 4.9 MECU in grant aid, and
3.6 MECU in assistance from the European Development Bank (EIB).

Under the first Lomé Convention, Tuvalu's allocation (ECU 600 000) was used to provide equipment in
the energy sector and for microprojects programmes aimed at improving copra storage facilities and
enhancing access to drinking water.

Both projects (the Funafuti Power Plant and the microprojects programmes) were continued under
Lomé II, and two further projects were initiated. To develop the electrical system, generators and a
distribution network were installed in Funafuti. In addition, a Coastal Protection programme was started
with the intention of preventing erosion by the construction of coastal defences on all the islands. Such
protection is particularly important for Tuvalu, not merely to conserve the little land the country has, but
because the population is concentrated on the rural coastal area and grows its main staple crops (taro and
pulaka) on land which - without seawalls - is vulnerable to flooding by sea water. Coral-based seawalls have
proved inadequate in the past, and the aim of the project was to provide strong, durable protective
seawalls to protect islanders' land and livelihoods.

Tuvalu's third National Indicative Programme (2 MECU, Lomé III} defined economic infrastructure as
the focal sector, with 70% of resources being allocated to an extension of the Coastal Protection
programme and 30% to the generation of electricity. In the energy sector, funds were used to provide
solar power for domestic lighting to households on the outer islands, and to upgrade the electricity supply
system on the main island, Funafudi.

The greater part (ECU 900 000) of the Lomé IV allocation (1.3 MECU) is going to a Fuel Import
Programme, aimed at providing balance of payments and budgetary support to the government of
Tuvalu. Payments made by the Tuvalu Electricity Corporation (TEC) in respect of the fuel provided are
credited to a counterpart fund account which is then used for agreed budgetary purposes, principally in
the fields of health and education.

In addition to the above, Tuvalu has received STABEX transfers for a total value of ECU 485 256 - all in
respect of losses of earnings on copra.

Allocations in MECU
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An archipelago consisting of a double chain of 80 or so islands, Vanuatu has a land surface of just over
12 000 km® and an EEZ of some 960 000 km’. The 168 000-strong population, the great majority of which
{98%) s Melanesian, is distributed throughout the island groups, though some 18% of the total live in
the two largest towns : the capital, Port-Vila on Efate, and Luganville on Espiritu Santo. Because of
migration to the capital, Efate has the fastest growing population. Though over 100 languages exist on
the islands, bislama is the lingua franca, with French and English as official languages, used in schools, the
civil service and the economy as a whole. Vanuatu attained independence in 1980, having previously -
since 1906 - been administered as the Anglo-French condominium, the New Hebrides.

Agriculture is by far the most important sector of the economy, though its principal cash crops - copra
and cocoa - have suffered from periods of low world market prices in recent years. The livestock sector is
also important, in terms both of the domestic and of the export market, and fisheries provide income in
the form of licences and from small-scale fishing operations. In addition, most of Vanuatu is covered by
natural forests providing potential benefit for the country where exploitation is carried out on a
sustainable basis.

The counury also has a small manufacturing sector (involved principally in the processing of imported
products). Financial services, and in particular tourism, are other important contributors to the country's
GNP and economic growth.

DEVELOPMENT COOPERATION

Profie
Date of independence : 30.07.1980

12190 sgkm. - 1
) maifi and over.70 small

Total Jand area’

Vanuatu was allocated 2.8 MECU and 4.5 MECU respectively under the first and second Lomé
Conventions, with the programmable aid destined mainly to finance development projects in rural areas.
A Coconut Development Project (2.1 MECU) was conceived to encourage smallholders to rejuvenate
their coconut stands by planting new varieties and replacing non-productive trees. Seedlings and
seednuts were subsidised by the project as an incentive to smallholders to participate in the scheme. In
the fisheries sector, a large number of small-scale village fisheries projects were started, with the aim of *
providing employment opportunities and reducing fish imports. Assistance to the promising livestock
sector was another aspect of the Lomé I programme : ECU 450 000 was provided, iniaally, to improve
extension services and marketing facilities for cattle farmers. In addition, a wide range of development
programmes, including coffee nurseries, pepper plantings, reafforestation, water supply and feeder road
construction was covered under two microproject schemes (ECU 380 000 in all), while a further
microproject programme (ECU 150 000) sought to raise copra quality by providing 860 hot air driers and
installing 940 improved smoke driers in rural communities.

N

N

TITTMMEEEOTOTrTrETETETTE

\ N \\\\43;;‘:15}\\ AR \

N \&-“%\\\\%\ NN

T H T T s

N AT N
T T TR

\ R \\ N X

AN

islands.*

7z

-

N
R
\
N

R

TR

_

.

LE

N

N

-
-

-

Z A

.

o
e

vz

7
s




Rural development was the sole priority sector under the third Lomé Convention, and a wide range of
rural activities were covered, including rural access roads, coconut plantation development, the
diversification of agricultural products, the consolidation and further development of the fishery project,
support to livestock farmers and forestry plantation. A further project, in the realm of cultural
cooperation, funded the establishment of a Cultural and Historical Site Survey, so helping to record
Vanuatu's rich cultural and archaeological heritage.

Under Lomé IV, the emphasis has shifted to infrastructure in rural areas : of the two main projects one
seeks to build or upgrade main roads on six islands - Ambrym, Epi, Ambae, Santo, Malo and Malakula.
The other, in the education sector, aims to contribute to the improvement of primary education in rural
areas by the rehabilitation of more than 40 primary schools throughout the islands, with construction
standards that will ensure low maintenance costs for a period of 20 years. In addition, the project
provides for the establishment of a data base on the physical condition of the schools and for training in
their maintenance.

In addition to the above grant aid, the EIB has provided
finance for the Vanuatu Development Bank - in risk
capital and for onlending to smallholders - to the tune of
2 MECU. A further 2 - 4 MECU of risk capital may be
provided under Lomé Il and IV.

Like many other Pacific islands, Vanuatu's export
revenues have suffered periodically from cyclones, on
the one hand, and from low world prices for its main
export commodities (copra particularly) on the other.
Stabex payments have been high accordingly : over 31.5
MECU throughout the years, with payments reaching a
high point of over 11 MECU in 1986 for losses of
earnings for copra alone.

Emergency aid (total value ECU 673.939) has been
granted in the wake of six cyclones in the years between
1985 and 1993, and provided principally in the form of
food rations and transport.

Finally, Vanuatu's forestry sector is benefiting from two
projects - one (ECU 356 651), designed to encourage
small-scale, sustainable forestry industry (sawmilling);
the other (ECU 90.000) - hbased on Malakula - aims to
identify activities and improvements in living conditions
as an alternative for the island inhabitants to
unsustainable large-scale logging operations involving
tropical forests.

Community aid Allocations in MECU
o Llomél_ Loméll Lom¢Hl  LomeIV__ Totl ]
| National Indicative Programme _ 28 45 67 76 ___ 216 |
| EBloansriskcapital 20 10 _____10____ 40
CiSabex 26
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