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Foreword
The strengthening in world commodity prices that became so pronounced in late 2007 
and early 2008 may prove to be a new phase in world markets. Prices for the key com-
modities traded in the Pacific are projected to remain much higher than we are used to. 
This is because structural changes in the world economy are shifting the demand-supply 
balance in commodity markets.

The high world prices are a boost for some Pacific Island nations because their 
commodity exports are now worth much more. But, at the same time, high commodity 
prices are a problem for other Pacific Island nations. The cost of fuel, wheat, and rice 
imports has risen substantially, or soon will. A higher cost of imports adds to the cost of liv-
ing, placing additional pressure on the disadvantaged. Higher airfares caused by high fuel 
costs could result in the region’s all important tourism industry losing momentum.

Recent increases in world prices may lead to a 10% reduction in the spending 
power of low-income households in some Pacific Island nations, and an additional 5% 
of their population may dip into poverty during 2008.

Local foods can help buffer the region against turbulence in world markets by 
replacing high-priced imports. High prices will provide the incentives that the agricul-
ture sector needs to increase production, a reaction that will ultimately help reduce 
food prices. Agriculture, however, has been neglected in recent decades and will take 
some time to rebuild. The surge in food prices highlights the importance of ending this 
neglect and paying more attention to the rural economy. Emergency food relief may 
well be needed over the year by those on low cash incomes and without the option of 
growing their own food.

This policy brief has been prepared by the Asian Development Bank to help the 
region manage the adjustment to high prices. The policy brief describes the situation 
internationally and in the Pacific. It looks at what regional governments and develop-
ment partners can do to help lessen the problems created by high prices. It also looks 
at what can be done to capture the benefits that high price offer, particularly to local 
food producers.

Please be assured that the Asian Development Bank will help the region face these 
challenges in close cooperation with other development partners.

      Philip Erquiaga

      Director General

      Pacific Department
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The recent surge in world food prices is yet to be fully felt in the Pacific. The lag between 

developments in mainland Asia and the retail outlets in the Pacific developing member 

countries1 (PDMCs) provide a small window of opportunity to prepare for high food 

prices. High oil prices are already a feature of the region. To date, the regional response 

to the fundamental shift in world oil prices has been muted, and much more could be 

done to reduce their impact on the region’s growth and development prospects.

Short-term, immediate responses to high commodity prices
The priority is to put in place quick-response measures to better understand develop-

ments and to safeguard the most exposed. With the help of development partners, 

governments might adopt the following:

(i) Close monitoring of food prices and food availability so that decision makers are 

better informed. Central banks in particular will need good information flows so 

they can manage inflationary and balance of payments pressures.

(ii) Liberalizing food price controls (replaced by price monitoring), complemented by 

emergency food relief or other safety net programs for those in need. The urban 

poor are likely to be the priority for emergency relief.

(iii) Reducing excessive taxes and duties on food and fuel to limit the looming price 

increases. Fiscal impacts would need to be carefully managed.

(iv) For Papua New Guinea (PNG) and Timor-Leste, finding ways to use their higher 

government revenue from mining and oil to help those in need.

Long-term responses
Once safeguards are in place, deeper adjustments must be made to strengthen resilience 

to high prices. The priority is to pursue measures that adjust for high oil prices, as they 

pose a greater long-term risk to the region than high prices of imported food. Key areas 

for action include the following:

(i) Encouraging market liberalization in transport services. Reform is particularly 

important in areas servicing tourism, as the industry is highly exposed to high 

fuel prices.

(ii) Making more use of competitive pressures in fuel import arrangements.

(iii) Using more alternative energy sources and energy-efficient practices.

(iv) Rebuilding rural infrastructure (notably transport systems) and agriculture exten-

sion and research services. Given a history of chronic underfunding, new ways 

need to be found to fund rural development (e.g., user fees). Engagement by the 

private sector in service delivery is probably also part of a sustainable solution.

1 Pacific developing member countries include Cook Islands, Fiji Islands, Kiribati, Republic of the Marshall 
Islands, Federated States of Micronesia, Nauru, Republic of Palau, Papua New Guinea, Samoa, Solomon Islands, 
Timor-Leste, Tonga, Tuvalu, and Vanuatu.
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World commodity prices have increased substantially in recent years. Most of the com-

modities traded in the Pacific have doubled, if not tripled, in price since the lows of 2001 

and 2002 (Figure 1). The most dramatic increases have been in the price of basic foods. 

The world price of rice has more than doubled in the past 9 months, and wheat prices 

have also risen quickly. Prices for fats and oils exported by the Pacific—palm oil, copra 

oil, and copra—and crude oil have doubled since the end of 2006.  

Figure 1: The world prices of key commodities

$=United States dollar; bbl=barrel; t=metric ton; c=cents; kg=kilogram
Note: Prices shown are crude oil Brent spot price, Thai rice (5%), US maize (no. 2 yellow), Canadian wheat, 
Malaysian palm oil, Philippine/Indonesian copra and copra oil, International Cocoa Organization price of 
cocoa, International Coffee Organization price of Arabica coffee, United Kingdom gold, Copper London 
Metal Exchange (grade A),  logs from Malaysia and fishmeal (any origin). 
Source: World Bank Commodity Price Data (Pink Sheet), various months, Thompson Datastream, Wall Street 
Journal, and Financial Times.
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World prices are expected to remain high for some time.

The price increases are driven by structural changes in world demand. Asia’s 

economic success has boosted spending power and the demand for food, which has 

sent prices up, particularly for rice and wheat. Demand for feed grains used in livestock 

production has risen as meat consumption has increased. High crude oil prices have 

stimulated the demand for biofuel, which has increased the demand for maize (corn) 

and other cereal grains (as they can be substituted in some uses).

Adverse weather in key exporting countries and disruption to production from 

conflict and political unrest has strained already tight markets, reducing supply. High fuel 

prices have raised the cost of agriculture production (e.g., fertilizer, irrigation pumping, 

and transport costs have risen). Supply has also been reduced because of dwindling 

agricultural land, low productivity growth in food crop agriculture, and a leveling of 

yields during the past decade.

Most rice is consumed where it is produced. Less than 10% of world production 

is traded internationally. This can give rise to a “thinness” in world rice markets that may 

have contributed to the recent surge in prices. Government restrictions on rice exports 

in some parts of Asia also helped push up world prices in early 2008. 

Many of the factors driving up the price of cereal grains are driving up prices of 

palm oil, copra oil, and copra. Prices for mineral and energy commodities have been 

pushed up by rising demand in the face of a relatively subdued supply response, while 

volatility in world financial markets has added to the demand for gold, the traditional 

financial safe haven. 

Increased supplies triggered by the high prices are likely to result in declining 

prices. But the era of low commodity prices, especially of low food prices, is probably 

over because many of the factors behind the recent price increases are now permanent 

features of the world economy.

Asian Development Outlook 2008 projected an average crude oil price of $85 

per barrel in 2008 and $95 per barrel for 2009, significantly higher than the average 

price for 2007 of $73 per barrel (for Brent crude). On average, non-fuel commodities 

increased by 124.5% in 2006 and 5.7% in 2007. Asian Development Outlook 2008 

pointed to a leveling off of price growth during 2008 and only a slight easing of prices 

during 2009. By April 2008, these price projections appeared conservative; the oil price 

had already risen to $115 per barrel.
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Petroleum prices in the Pacific developing member countries (PDMCs) track crude oil 

prices and have been rising since 2002 (Figure 2). While arrangements vary from coun-

try to country, suppliers are generally allowed to pass on increases in the price of the 

fuel they import. There is a lag in adjustment in most countries because it takes time 

for high-priced supplies to be shipped to the Pacific or because some suppliers lock in 

lower prices, at least for a while. This lag means that the full effect of the recent rise in 

the crude oil price is yet to be seen in the Pacific.

The effect of rising world oil prices on regional electricity and transport prices 

has been suppressed in many Pacific Islands nations. While not the case in all PDMCs, 

governments have tended to restrict the ability of power utilities to pass on the high 

prices they are paying for fuel. In the Fiji Islands, good supplies of water to large hydro-

electric schemes have curbed diesel fuel use and thereby blunted the effect of high fuel 

prices. Yet power utilities cannot continually carry the weight of ever-rising fuel prices. 

Pressures to increase electricity prices are mounting, and indeed higher electricity prices 

may be necessary for the financial sustainability of power utilities.

Price controls have reduced the ability of transport providers, such as taxis, buses, 

inter-island shipping services, and domestic airlines, to pass on higher fuel prices. Until 

recently in the Fiji Islands, for example, taxi and bus operators were squeezed between 

rising fuel prices and fares that had been held fixed for 5 and 2 years, respectively. As for 

electricity, there are considerable pressures for fare increases across the region. 

It will take some time for higher world prices for basic foods to have their full effect 

on the Pacific. The surge in world rice and wheat prices is very recent. Price controls and 

the time taken to ship new, higher-priced stock to the PDMCs will slow the transmission 

of high prices. While Timor-Leste has reported a noticeable rise in prices of fats and oils 

over 2007 (Figure 3), such upward price pressure is not yet evident elsewhere (after 

adjusting for exchange rate effects). 

Retail prices for rice and wheat and other basic foods will not rise as sharply as 

world prices. The cost of buying the raw material on world markets is only a minor share 

of the final retail price of these goods, and it is only the raw material component that 

has experienced a very large price increase. Nevertheless, substantial increases in retail 

prices of basic foods are looming.
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Typically, prices of locally produced staples are highly responsive to demand pres-

sures. They can be expected to rise over 2008 as people switch to local foods from the 

more expensive rice and wheat. A coincidence of country-specific events (notably locusts 

and floods in Timor-Leste and a cyclone in the Fiji Islands) will also contribute to higher 

prices of the local staples in some PDMCs.

Higher freight costs caused by rising fuel prices are also creating price pressures 

across-the-board, especially on imported goods. These pressures have been evident for 

some time but are projected to intensify over 2008. Inflationary risk also arises from the 

potential for: rising import bills to lead to depreciation or devaluation of local curren-

cies, thereby adding to the local price of imported goods; and for wage increases to be 

provided in compensation for high prices, triggering a wage-price spiral.2 

For these reasons, the region is facing a period where inflation rates of 5–10% 

if not higher, may become the norm rather than the exception.

2   Levantis, Groeger and McNamara (2006) provide a discussion of the macroeconomic dimension of 
higher fuel prices.

Figure 2: World and regional petroleum prices

$=United States dollar, l=liter, p=projection
Source: Staff estimates based on the projections of Asian Development Outlook 2008, 
Cook Islands Statistics Office, Fiji Islands Bureau of Statistics, Samoa Statistical Services 
Division, Tonga Department of Statistics and the World Bank Commodity Price Data 
(Pink Sheet), various months.
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Figure 3: World and regional prices for basic foods

Source: Cook Islands Statistics Office, Tonga Department of Statistics, Timor-Leste National Directorate of 
Statistics and the World Bank Commodity Price Data (Pink Sheet), various months.
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The impact of high commodity prices will vary from country to country in the Pacific. This 

is because there are important differences across the region in the economic importance 

of the commodities subject to price increases (Table 1). There will also be important dif-

ferences in the impact of higher prices within each country. In broad terms, producers 

of these commodities stand to win while users in the region are likely to lose. 

Exports and imports
The region’s crude oil producers, Papua New Guinea (PNG), and Timor-Leste, are real-

izing large benefits from the high prices, and PNG is also benefiting from the surge in 

gold and copper prices. For Timor-Leste, government revenue from crude oil exports 

rose to more than three times the value of gross domestic product (excluding oil and 

the operations of the United Nations) in 2007, while in PNG, government revenue from 

oil, gold, and copper rose above 15% of non-mining and oil gross domestic product. 

PNG is also benefiting because of its export-focused, agriculture economy. High prices 

have lifted rural incomes in many parts of the country, particularly in the coastal areas 

and the islands. Solomon Islands and Vanuatu are the region’s other large exporters of 

tree crops, logs, and timber, and are benefiting from high prices.

In Timor-Leste and PNG, the high prices of exports will more than offset the effect 

of high prices of imported petroleum products, wheat, and rice (Figure 4) and in net 

terms they are large winners. Solomon Islands and Vanuatu, however, are likely to lose 

as the benefits of high world prices are too small to offset the extra cost of imports.

Table 1: The Pacific context

FSM=Federated States of Micronesia, PNG=Papua New Guinea
a  This refers to whether sufficient agricultural land and labor are available.

 Exporter of 
mining and 
petroleum 
products 

Large 
exporter of 
tree crops 

Already 
exporting 

local 
staples

Net
importer of 

staples

Capable of 
large 

increases in 
production 
of staplesa

Cook Islands �
Fiji Islands Emerging  � � �
Kiribati � �
Marshall Islands �
FSM � �
Nauru �
Palau �
PNG � � � �
Samoa � � �
Solomon Islands Emerging � � �
Timor-Leste � � �
Tonga � � �
Tuvalu �
Vanuatu  � � �
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Figure 4: The direct impact of price increases since 2006
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Figure 4: The direct impact of price increases since 2006 (continued)

GNI=Gross national income
Note: This figure shows the direct impact of the change in world prices, where a negative value represents 
an increase in import costs (i.e., a loss) and a positive value represents an increase in export revenue (i.e., a 
benefit). Estimates are based on a typical year of imports and exports. Gaps in trade data appear to lead to 
the under-estimation of the impact of high rice and wheat prices in some countries.
Sources: Staff estimates based on Food and Agriculture Organization Statistical Database, Secretariat of the 
Pacific Community and the United Nations Commodity Trade Statistics Database. 
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Other PDMCs lack the benefit of higher-priced commodity exports yet will pay 

more for their imports. At a national level, they are losing from high world prices. They 

are paying more for their imports of petroleum products, and this will raise the price of 

fuel used in cooking and put upward pressure on transport and electricity prices. They 

can expect to pay substantially more for their rice, wheat, and some cereal products 

during 2008.

The increase in the price of petroleum since 2006 is costing most PDMCs at least 

5% of their gross national income. The total additional cost borne since the price of oil 

started to rise in 2002 is about double this. The impact of higher rice and wheat prices 

is lower but nonetheless significant.3  

Many PDMCs face the risk that higher fuel prices will reduce the competitiveness 

of their tourism industry; the dominant private sector activity in most of the non-com-

modity–based PDMCs. The extent of this effect is, however, difficult to assess. Tourist 

arrivals have risen across the PDMCs even though fuel prices have increased. One possible 

explanation is that the adverse effect of high fuel prices has been more than offset by 

good economic growth in countries where many tourists come from (e.g., Australia), 

and the fact that alternative tourism destinations are facing higher transport costs than 

PDMCs and that air transport reform in some PDMCs has lowered the cost of airfares.

Urban areas compared to rural areas
Electricity and fuel typically constitute a larger share of the expenditure of urban than 

of rural households. In one sense, this makes urban households more vulnerable to the 

direct cost of higher petroleum prices (Figure 5). 

On average, the direct impact of high rice and wheat prices is likely to be greater 

in rural areas than in urban areas. While the average level of spending on rice and 

wheat is higher in dollar terms in urban areas, rice and wheat tend to account for a 

larger share of total expenditure among rural households. Hence, on average, the extra 

cost of rice and wheat will be higher for rural households, when expressed as a share 

of their expenditure.

The situation may be somewhat different at low-income levels. Low-income rural 

households are generally thought of as less dependent on rice and wheat than the typical 

low-income urban household. This would suggest the cost imposed by higher rice and 

3 All estimates presented in this report are based on expenditure patterns from the latest household income 
and expenditure survey available for each PDMC, and the assumptions that: prices remain at their late April 
2008 levels (the impact is the difference from the situation if prices had remained at their average levels for 
2006, at constant exchange rates); free-on-board values of the raw material comprise 50% of the cost-insur-
ance-freight value of the imported product; free-on-board values comprise 20% of the retail value of rice and 
wheat and 50–70% of the retail price of fuel; fuel accounts for 50% of electricity costs in the Fiji Islands, PNG, 
and Samoa and 70% elsewhere; and all world price increases are passed on. The potential for demand to drop 
as prices rise is not factored-in.
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wheat would be lower in rural areas. However, data for two of the PDMCs, Solomon 

Islands, and Vanuatu, suggest this is not the case (Figure 6). In these countries, low-

income rural and low-income urban households appear to be similarly exposed to the 

direct impact of higher rice and wheat prices.

Higher transport prices will indirectly lift the prices of many goods—remote outer 

island and rural households are probably most vulnerable to this effect. While this may 

be the biggest downside to high world prices, the magnitude of the effect is difficult to 

estimate (and is not factored into the estimates of Figure 5).

Figure 5: The direct impact on households of price increases since 2006

Note: This figure shows the direct increase in costs to households as a share of household expenditure 
without allowing for any reduction in consumption of the items shown. 
Sources: Staff estimates based on latest household income and expenditure surveys from Cook Islands 
Statistics Office (2003), National Statistics Directorate of Timor-Leste (2001) and the Secretariat of the 
Pacific Community.
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There are other indirect effects of high prices for rice and wheat. Perhaps most 

importantly, households will consume more local staples in preference to imported ce-

reals. The rise in demand for local staples will lift their prices, adding extra costs to the 

typical urban household.

The typical rural household, however, should be able to avoid much of the impact 

of higher prices for local staples by consuming more of their own produce. Many will 

benefit from increased sales of local staples, predominantly to urban areas, where those 

rural dwellers living close to major centers are the most likely to benefit. The potential 

boost to local food production is an upside of the high world prices that has already 

been identified in the PDMCs (Boxes 1 and 2).

Figure 6: The direct impact of price increases since 2006  
on the lowest three income deciles

Note: This figure shows the direct increase in costs to households as a share of household expenditure without 
allowing for any reduction in consumption of the items shown. 
Sources: Staff estimates based on latest household income and expenditure surveys from the Solomon Islands 
National Statistics Office (2007) and Vanuatu National Statistics Office (2008).
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Box 1: A View from the Federated States of Micronesia (FSM)

President Manny Mori calls on the people of the FSM to eat more local food to 
offset higher rice prices 

President Manny Mori has called on the people of the FSM to be conscious of the rising 
price of rice in world markets, and has urged FSM citizens and residents to consume more 
local foods instead.

......“We cannot control the world price and supply of rice,” President Mori said, “but 
we in the FSM should not panic and feel desperate as long as we have the abundance of 
local foods available to us.”

President Mori called on businesses in FSM not to exploit the situation by raising prices 
unreasonably. He urged businesses to instead work closely with local farmers to increase the 
supply and quality of local food for sale locally at reasonable prices. 

President Mori said the people of the FSM are very fortunate that our islands still 
produce an abundance of local food crops including breadfruit, bananas, taro, yam, sweet 
potato, cassava and a range of local food plants that are more nutritious and tasteful than 
rice. 

The President also called on government and community leaders, including in churches, 
schools and medical facilities, to show the lead by personally consuming more local foods 
and reducing their reliance upon rice as a staple food and to educate other members of 
the community, especially young people, about the health value, growing technology and 
preparation methods of local food. 

“For too long our children have been fed on rice as a staple food because of the conve-
nience of preparation and storage. We have neglected our responsibility and even contrib-
uted to their lower health standards by failing to teach them to appreciate the natural food 
bounty of our islands,” President Mori said. 

“Now, the rise in the price of rice gives families greater incentive to do the right and 
healthy thing”, President Mori added.

President Mori also urged tourists and foreign residents of the FSM to also sample and 
use more local food items in their meals.

Source: Press release of the FSM Public Information Office.

Rural households are also benefiting from high prices for tree crops. This will be 

particularly important in PNG, Solomon Islands and Vanuatu. High copra prices will also 

provide an important boost to many remote coastal areas of the Republic of the Marshall 

Islands, Kiribati, and other PDMCs. However, high transport costs could substantially 

penalize rural areas over the long term by making them even more costly to reach.

High-income households compared  
to low income households  

In mainland Asia, poorer households are highly vulnerable to the higher price 

of rice and flour because these products typically account for a larger share of their 

expenditure than in richer households (as much as 20–35% for the bottom 20% of 

households). This broad pattern is likely to be seen in the PDMCs. 
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Box 2: A View from Papua New Guinea

Time to plant more kaukau, taro
…….Thirty years ago, most Papua New Guineans got their food bulk from home-grown 

produce, sweet potatoes, cassava and taro. These were usually cooked up with village 
greens, gathered in the bush or produced in gardens. Now, in the same period that has 
given us self-government and independence, we have become almost wholly dependent on 
rice to fill up our breakfast, lunch and dinner plates. 

What an irony! In the pre-Independence days, lowly paid public servants and company 
workers in the towns could get along with market food entirely, topped up with the oc-
casional small can of fish or bully. Now, to satisfy everybody at the dinner table, we drag out 
a packet of rice.

This looming “food security crisis’’ …., may be the blessing in disguise that our country 
needs.

While living in a time of plenty, where polished white rice was cheap and available, we 
slumped from independence to utter dependence.

Rather than rioting in the streets as has happened in Asian cities over the shortage of 
rice, we can turn this to our advantage and actively promote a return to our diet of substan-
tial, locally grown garden food.

That will solve the problem for village Papua New Guineans. But for the urban workers, 
they will need assurances from the Government that local kaukau, tapioca and taro, plus 
pitpit, aibika and all the other customary foods, can be grown and transported at reasonable 
cost to the cities and towns.

That is the challenge for the Government. Fix the roads for villagers to get their food to 
town. Providing the means for people is the traditional role of government. If we do that, 
this country can return to the traditional diet that made us healthy and proud, not a grow-
ing basket-case of people prone to diabetes and other illnesses brought on by unhealthy 
foreign food.

Source: Post Courier editorial, 17 April 2008.

Data for the Federated States of Micronesia (FSM) confirm that the low-income 

households are likely to face higher costs, when expressed as a share of their expendi-

ture, than high-income households (Figure 7). Low-income households will be unable 

to afford the full price increase and will need to cut back  consumption of a range of 

basic goods and services.

More broadly, if high world prices lead to a 10% reduction in real incomes of 

low-income households overall, and this is not an unreasonable expectation in those 

PDMCs without commodity exports, an additional 5% of the population may dip into 

poverty over 2008.4  

The disadvantaged of the PDMCs typically have low cash incomes, poor access 

to land, and few productive assets to sell in tough times. Households with these char-

acteristics are typically very constrained in how they manage and cope with shocks. 

4 This calculation is based on the simplifying assumption that the third income decile marks the cut-off 
between the poor and nonpoor, and analysis of the household expenditure profiles of the Fiji Islands, the FSM, 
Samoa, Solomon Islands, Timor-Leste, and Vanuatu.
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Figure 7: The direct impact on FSM households of price increases since 2006

Note: This figure shows the direct increase in costs to households as a share of household expenditure 
without allowing for any reduction in consumption of the items shown. 
Sources: Staff estimates based on FSM Division of Statistics (2005).

They are likely to be the most in need of help as high world prices feed through to the 

PDMCs. Many may need emergency relief during 2008. Timor-Leste’s disadvantaged are 

probably the most exposed among the PDMCs, given the perennial food shortages they 

face, recent internal conflict, and production difficulties in agriculture. 

Pacific communities have developed resilience to adversity. Households, including 

low-income households, have a number of mechanisms that will allow them to adjust 

to high prices and reduce their impact: (i) increased reliance on relatives, including those 

living overseas; (ii) increased production and consumption of local foods; and (iii) (for 

some PDMCs) increased production of tree crops. The strength of these coping mecha-

nisms will determine the ultimate poverty impact of high world prices.
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Adjusting to  
High Prices
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Good government policy can maximize the wins from high export prices and minimize 

the losses from higher prices of oil, rice, and wheat. Poor policy will see opportunities 

missed and add to the problems facing the region. Much of what constitutes good policy 

makes sense even in the absence of high prices. The price increases do, however, raise 

the potential benefits and the urgency with which good policy should be pursued.  

Liberalize price controls
Perhaps counterintuitively, higher world prices may ultimately reduce food prices in the 

PDMCs. This is because higher prices are essential to creating the incentive to increase 

the production of local food to  replace higher-priced imports.

While it will be politically difficult to allow prices to rise, there are good grounds 

for arguing that PDMC communities  will be best served by accepting higher food prices 

during 2008. Such a policy stance, however, should be complemented by targeted as-

sistance for the disadvantaged. 

PDMCs have extensive price controls on basic food items. For example, in the Fiji 

Islands, about half of the basket of goods in the consumer price index is subject to price 

controls. If price controls are used to keep the price of imported food below world prices, 

suppliers will be unable or unwilling to buy new stock. Such price controls will have the 

same effect as an import ban and will prevent households from buying the good. Price 

controls that fix the margins of retailers and/or  wholesalers may exaggerate the effect 

of higher world prices. Retailers and wholesalers typically only require a certain dollar 

margin per item to cover their costs and maintain supply. They would receive excessive 

margins if the dollar margin kept rising because margins were a fixed percentage of the 

rising price of rice and wheat.5  

Price controls are a blunt tool to use when trying to strike a balance between 

helping the disadvantaged and ensuring that farmers have the incentive to produce more 

food. To the extent they do succeed in keeping food prices down, price controls benefit 

both rich and poor. Growers of local food with a surplus to sell, and this would include 

many of the disadvantaged, will lose from such price controls.

Price controls are generally unnecessary when there is genuine competition in 

retail and wholesale trade. Even when there is only one operator, profiteering can be 

curbed by the threat of competition (from a potential competitor or by the ability of 

families to source direct from large centers). In rural areas, community pressures can 

also help curb profiteering by a single operator. 

There is likely to be genuine competition in most, if not all, urban areas in the 

PDMCs, and also generally in rural areas. Hence, price controls are generally unneces-

5 Competitive pressure could, however, keep margins down and prevent this.
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sary. Price monitoring (backed up by powers to intervene) can be used as an effective 

but light-handed approach to market regulation if governments are concerned that full 

de-liberalization may not work.

Avoid excessive taxation
Fuel is one of the most heavily taxed commodities in the PDMCs. The high taxes and 

duties on fuel probably arose as PDMCs adopted the tax and customs systems of their 

larger neighbors. In developed economies, fuel is heavily taxed because the demand 

for fuel is seen as relatively insensitive to price changes. This gives rise to relatively low 

efficiency costs from taxing fuel. There is also an environmental argument for levying 

high taxes on fuel and they are also attractive because they are simple to administer (as 

only a small number of wholesalers are involved).

However, the wisdom of adopting this approach in the Pacific is open to question. 

In the Pacific, a tax on fuel is essentially a tax on remoteness. Such taxes exaggerate what 

is widely seen as one of the key impediments to the region’s economic growth. There 

are better ways to raise government revenue.

Rice and wheat are subject to customs and import duties in most PDMCs. The 

duties are set as a percentage of the value of imports. Duties above the rate of the local 

value-added tax and goods and services tax rate (e.g., 10% or 12.5%) are best avoided 

as they will add excessively to the likely price increase during 2008.

Provide targeted help to the most vulnerable
Timor-Leste already has food support programs in place for the needy. Food-for-work, 

school feeding programs, and mother and child programs are operated by the World 

Food Programme (WFP). Up to 30% of the population received some support from the 

WFP in 2007. In mid-2007, the WFP projected a cereal deficit of 86,000 tonnes for the 

6 months to April 2008, and a requirement of 15,000 tonnes of cereal in emergency 

assistance. Additional emergency assistance is likely to be needed over 2008 as high 

prices further erode the spending power of the most vulnerable. 

Similar emergency food support for the most vulnerable may also be needed over 

2008 in other PDMCs, notably for the urban disadvantaged. The Fiji Islands probably 

has the next highest number of people at risk outside of Timor-Leste. In the Fiji Islands, 

higher prices are on top of a range of rising pressures on the most vulnerable, such as 

reduced access to land and the loss of jobs in manufacturing. 

Emergency support to help lift the production of local staples may also be desir-

able. For example, support to buy inputs to small-scale agriculture may help the vulner-

able better help themselves.
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Such support needs to be carefully targeted so as to avoid creating adverse ef-

fects. For example, badly designed assistance can give rise to  “poverty traps”, which arise 

when people are encouraged to “stay poor” by the availability of assistance. It is also 

important to avoid distorting economic signals, as these are needed to increase produc-

tion of local foods. For example, small cash grants that allow people to buy food locally 

can reinforce the local economic system, whereas the extensive provision of subsidized 

imported food can disrupt local agriculture.
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Support rural infrastructure and services
Funding for rural development has failed to keep pace with the need in many PDMCs. 

In most cases this underfunding has been evident since at least the early 1990s. In Solo-

mon Islands for example, 80% of the national road network is not maintained and is 

out of service as a result, and 68% of villages have no road access at all due to historic 

underinvestment. This hampers the export of tree crops and the supply of locally grown 

food, as well as access to essential social services.

Extension services for farmers have also been underfunded. In Timor-Leste and 

Solomon Islands, these services largely ceased to operate following the conflict in these 

countries. Even the large increases in public expenditure post-conflict failed to correct the 

shortage of extension services because other expenditure received a higher priority. 

Underfunding has extended to irrigation systems, wharves, coastal shipping, and 

health and education services critical to raising the productivity of agriculture, livestock 

activities, and fishing.

The underfunding of rural development is not just a PDMC problem. It is also 

evident in Asia, and has contributed to the rapid rise in world food prices. The surge in 

prices and the difficulties that will be faced during 2008 in the PDMCs are a reminder 

of the need to correct the underfunding of the rural economy.
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Open transport to competition
The transport industry—aviation, shipping, and road—is a major user of fuel in the Pa-

cific (the rule of thumb is the sector uses about 50% of fuel). As fuel prices have risen, 

so have the costs faced by the transport industry. Air Pacific, for example, has reported 

that its fuel expenditure rose from 27% to 34% of total costs in 2005/06, and reached 

36% of total costs in 2006/07. 

Market liberalization in the PDMCs has successfully increased competition in 

transport. In air travel, for example, liberalization has been critical to raising capacity and 

providing lower air fares, even as fuel prices have risen (Box 3). On the whole, however, 

aviation liberalization has progressed slowly. Many countries still maintain relatively 

restrictive market practices despite their greatly diminished capacity to protect their 

markets from new competitors. Much more could be done, for example, by adopting 

“open-skies” arrangements, managing the entry of external operators to a domestic 

market, or relaxing restrictions within bilateral agreements.

High fuel prices raise the imperative of liberalizing transport services–such as 

through privatization, joint ventures, contractual arrangements with external operators 

or the removal of other barriers to competition.6  

 

Revise fuel import arrangements
The delivered price of fuel varies widely across the Pacific. This is in large part because 

of genuine cost differences in supply and because the level of taxes and duties varies 

across the Pacific. But, it is also potentially because some regulatory arrangements for the 

industry are more efficient than others. There may be some potential for those PDMCs 

facing high fuel costs to learn from the PDMCs that have enjoyed more success in this 

area. Samoa, in particular, appears to have benefited from the competitive tendering 

of market access, and there may be some potential for other PDMCs to move toward a 

similar approach and lower their fuel costs.  

Pursue alternative energy sources  
and energy efficiency
The PDMCs have long pursued alternative energy sources, with small-scale solar and 

hydroelectricity operations widespread in the region and biofuel from copra in rising 

use. In the Fiji Islands, Samoa, and PNG, between one third and one half of electricity 

generated from public systems is from hydroelectric systems. The higher oil prices raise 

the economic return from pursing alternative energy sources and energy efficiency, and 

renewed efforts in this area are called for.

6 See the discussion of these issues in Asian Development Bank (2007a, 2007b).
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Box 3: The benefits of liberalizing air travel

New entrant to the market. In September 2004, Pacific Blue, a low cost airline, 
launched services to Nadi, Fiji Islands three times a week from each of Brisbane and Mel-
bourne. In the first year of Pacific Blue operations, the Australia–Fiji Islands market expanded 
by 21.6%, compared with the previous corresponding 12 months. This market growth 
reflected the capacity growth. Indeed, Air Pacific’s traffic levels did not diminish markedly. 
The increase in air passenger capacity and travel has revealed weaknesses in the Fiji Islands 
tourism market, including a shortage of accommodation during peak season, a weak domes-
tic air sector (both in terms of quality of airports and air service availability), and the history 
of civil instability. These weaknesses influenced the market growth of only a further 6.6% in 
the first six months of the second year of Pacific Blue’s operations. Nonetheless, both airlines 
maintained viable average loads for 18 month period from September 2004 to February 
2006, Air Pacific at 69%, as compared to Pacific Blue’s 60%. Over this period, Pacific Blue 
averaged a market share of 17.6%, two points below its capacity share.

Reduced government ownership of airlines. Samoa’s national carrier, Polynesian 
Airlines, had experienced ongoing losses totaling to over US$30 million between 2001 and 
2004. Restructuring and partial privatization of Polynesian Airlines using a tender process 
created Polynesian Blue which began operations in October 2005. Polynesian Blue, while still 
51% held by the Government of Samoa and other local interests, is controlled by a foreign 
entity, Australia’s Virgin Blue. This majority Samoan ownership allowed for existing bilateral 
rights to be maintained. Commercial and operational control of Polynesian Blue has been 
vested in Virgin Blue under a separate management agreement, though the government 
retains limited input at the management level. Pacific Blue effectively runs the venture, with 
Samoans included in management and in cabin crews. The formation of Polynesian Blue also 
acted as a catalyst for the restructuring of Polynesian Airlines, including a downsizing of its 
393-strong workforce. The scaled-down Polynesian Airlines continues to operate domestic 
services. Benefits to the Samoan government have included the provision of a profitable 
commercial international air service, removed the previously required subsidies and receipt 
of a reliable annual dividend payment. Further, during 2005/06, Samoan earnings from tour-
ism climbed 14%; since commencement of Polynesian Blue’s operations passenger traffic 
has increased 18% and airfares between Australia or New Zealand and Samoa have fallen by 
around 50%.

An Open Air Services Agreement. At a theoretical level the 2005 study, Impact Assess-
ment of Pacific Island Air Services Agreement (PIASA), found liberalization of all 14 Forum 
island country air transport markets would yield annual aggregate net benefits of $64 mil-
lion, with airline profits actually increasing by $3.2 million. While benefits would be unevenly 
distributed between the island airline operators, the study concluded that none would lose 
money. Further, the report found that some $41 million of the gains would come from addi-
tional spending by inbound tourists ($27 million of that from tourists switching from French 
territory destinations to take advantage of cheaper fares to Forum island countries). Pacific 
Island Air Services Agreement came into force on 13 October 2007 after being endorsed 
at a Pacific Islands Forum leaders meeting in 2003. Ten Pacific island countries have signed 
Pacific Island Air Services Agreement and six (Cook Islands, Nauru, Niue, Samoa, Tonga and 
Vanuatu) have ratified the agreement. The abstention of Fiji Islands from participation can 
be expected to reduce the benefits received–however, this may also act to promote the 
development of an alternate regional hub. 

Source: McGregor and Company (2005) and Asian Development Bank (2007a)
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Make use of mining and oil revenue
PNG and Timor-Leste are fortunate to be net gainers from the higher world prices. Much 

of the benefit flows directly to their governments via higher tax revenue and dividends. 

It is important that these benefits are distributed within the community to help lessen 

the extra costs that many are facing. 

In PNG and Timor-Leste, local capacity constraints will hamper the ability to use the 

additional revenue well. At least in PNG the surge in revenue is projected to be short-lived. 

It may prove sensible to bring in additional capacity from outside rather than building 

the internal capacity to manage a temporary surge in spending. Development partners 

provide one option for overcoming these capacity constraints. Undertaking projects 

jointly with development partners, perhaps with the government providing the majority 

of funds, rather than the usual minority, is a way to tap into existing project design and 

implementation capacity while safeguarding the use of public funds. This option may 

prove particularly attractive in establishing emergency relief programs during 2008.
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