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THE DEVELOPMENT OF VANUATU:
AN ANALYSIS OF TRENDS, ISSUES AND POLICIES

Clem Tisdell, Department of Economics, The University of Queensland, Brisbane 4072
Australia

Abstract
Vanuatu is one of the five least developed Pacific island nations according to the
classification of the United Nations. This article reviews the situation of Vanuatu in
relation to its development generally but paying particular attention to
o public and private finance;
e social issues such as education and health;
o its trade and external balance and

e economic infrastructure.

Policy suggestions are made in relation to each of these matters and an assessment given

of the development status of Vanuatu.




THE DEVELOPMENT OF VANUATU:
AN ANALYSIS OF TRENDS, ISSUES AND POLICIES

1 INTRODUCTION

The Republic of Vanuatu is located in tropical waters about 1300 kms of the east coast of
Queensland and 500 kms from Noumea (New Caledonia). It is archipelagic in nature
consisting of 80 islands stretching form the Solomon Islands in the north to New
Caledonia in the south and flanked on its eastern side by the Fiji Islands. Most of these
islands are volcanic in origin which means that the soil on the whole is richer than in

coral atoll countries such as Kiribati and Tuvalu.

The total land area of Vanuatu is 12, 190 km® and its eight largest islands account for
85% of its land mass. Only 68 of its 80 islands are inhabited. In 1997, its total population
was estimated to be 177, 400 giving a density of 15 persons per km’, a low density
compared to Kiribati and Tuvalu. It is estimated that in 1998 the population had reached
1820 00 of which more than 98% were Niu Vanuatu. Both the number and percentage of
Europeans and others in Vanuatu’s population has declined significantly since 1983. The

majority of Niu Vanuatu are Micronesian.

Vanuatu was jointly administered by Great Britain and France before it achieved its
independence in July, 1980 and its colonial history and general historical background

continue to influence the national characteristics of Vanuatu.

The country has a dualistic economy. Approximately 80% of its population as at June
1998 were located in rural areas and were mainly involved in subsistence and semi-
subsistence economic activities. The main settlements are at Port Vila, the capital located
on Efate island, and Luganville located on Sanma island. The population in Port Vila has
more than tripled since the beginning of the 1980s and that in Luganville has more than
doubled. There is a significant drift of population towards these urban centres but the vast
majority of Vanuatu’s population is still to be found in rural areas.




The three national languages of Vanuatu are Bislama, English and French but there are
very many local languages and cultural differences. These add to the costs and difficulties
of administration of the country. Tribal loyalties remain very strong and, as in Africa, this
tends to influence the political loyalties of politicians. Furthermore, the sharing of
economic gains amongst extended family members plays a strong role in society. ADB
(1997, p.1) reports that land ownership is closely integrated into the indigeneous culture,
and custom “relationships restrict the use of land for economic development”. Most land

belongs to tribal groups and is not available for sale as in most Western economies.

According to UNDP (1999), Vanuatu was one of the most economically and socially
disadvantaged Pacific Islands in 1998. Only the Poverty Index for the Solomon Islands
and PNG was lower and Vanuatu also had the third lowest Human Development Index of
the Pacific island nations. Compared to many other Pacific island countries, its GDP per
capita showed little increase in the 1990s compared to the 1980s. In 1998, its GDP per
capita was estimated to be US$1,231. While GDP understates gross national incomes in
many Pacific countries (eg. Samoa, Tuvalu and Kiribati), this understatément is less so

for Vanuatu because it receives few remittances.

Access to health services in Vanuatu is one of the lowest in the Pacific with 20% of the
population having no such access. Educational access is also relatively poor. Only a little
over 70% of children aged 10-14 years were at school in 1998, an attendance rate only
worse in the Solomon Islands and PNG (UNDP, 1999, p.36). Literacy rates both for
females and males were extraordinarily low with significantly less than 40% of the adult
population literate. There is also significant evidence of a major degree of gender
inequality which appears to be characteristic of Melanesian cultures but not markedly so

for Micronesian and Polynesian cultures.

With this background in mind let us now consider the main economic and financial
features of development in Vanuatu, social issues such as education and health, its

external balance and debt and the state of its infrastructure.



2 ECONOMIC AND FINANCIAL SITUATION OF VANUATU

2.1  National Development Plans and Resource Gaps

While Vanuatu has had Nationa! Development Plans, it is moving away from its previous
form of planning towards strategic planning following reforms proposed by ADB (1997)
and the “National Economic Summit” which was also proposed by ADB. This has
implications for the National Planning Office. It is expected that it will no longer
continue to exist as an independent entity. Some of its major functions will be merged

into the Ministry of Finance.

ADB proposed that output-based budgeting and performance criteria be introduced in the
public services and combined with greater decentralisation of responsibility. According to
ADB (1997, p.278):

“The move to decentralization entails moving the sectoral planning functions of
the National Planning Office into the operational departments where the expertise will be
essential to the prefection of departmental plans and budgets required in the output
budgeting exercise. The control component of the National Planning Office will fit
naturally into the Ministry of Finance, where it will strengthen the national planning

process”

ADB (1997, p.278) also recommended that “a Policy Analysis Unit [be created] within
the Ministry of Finance ...., whose role would be to facilitate the policy debate through
preparation of a continuous series of papers, raising issues common to reform and sound

governance in the public sector”.

While there may be much to be said for the ADB recommendations, care should be taken
to ensure that there is a relatively independent unit which is concerned with longer-term
economic development and policy issues. There may be a tendency for operational

departments to be overwhelmed by short-term issues to the neglect of long-term




considerations. It cannot be assumed that the latter will disappear in a structurally

reformed economy.

ADB also brings attention to the lack of a formal development budget in Vanuatu and
expressed concern about the processes involved in allocating development funds.
Funding from aid sources appears to have lacked coordination. In addition, a considerable
amount of development expenditure has been approved by the Special Projects
Implementation Committee (SPIC). ADB (1997, p.278) states that:

“The SPIC system has undermined the authority of Parliament and led to
substantial deficit financing in 1993-1995. It is suggested that the output budgeting

exercise includes a formal development budget for presentation to Parliament”.

As indicated in ADB (1997), there is some doubts about the reliability of economic
statistics produced by the Vanuatu Statistics Office in the past. Caution has been
recommended in drawing inferences form these statistics. The Statistics Office has
recently been relocated so that it is in the main building housing the Ministry of Finance
where the Office will have greatly improved computing facilities. It is very difficult to
formulate policies confidently when statistical data are in doubt. For this reason, there is
some misgivings about estimates of savings rates in Vanuatu and therefore estimates of

its resource gap.

The resource gap is the difference between gross domestic investment and gross domestic
savings. This gap as a percentage of Vanuatu’s GDP declined in the 1990s indicating that
an increasing share of GDP was used to finance investment in Vanuatu. According to
official figures (see Table 1), Vanuatu’s gross domestic savings as a percentage of GDP
rose substantially in the 1990s to almost 25% of its GDP in 1995 but ADB (1997, p.7)

suggests that these savings figures are not entirely reliable.

INSERT TABLE 1




Nevertheless, it is clear that Vanuatu obtained significantly less foreign aid in real terms
and in proportion of its GDP in the 1990s than in the 1980s. Net current transfers are
comprised mostly of donor aid. These transfers declined from 30.9% of Vanuatw’s GDP
in 1983 to 12.4% in 1995, as can be seen from Table 1. Hence Vanuatu has been
penalized by the reduced generosity of donors in providing aid in the 1990s compared to
the 1980s.

2.2  Public Finance in Vanuatu

According to ADB (1997, p.i), “since independence, Vanuatu has managed to achieve a
stable macroeconomic and financial environment. Although economic growth has been
modest, and inflation has been low, the Government has managed to avoid excessive
budgetary deficit financing and external debt obligations are moderate™”. Nevertheless, at
least between 1989 and 1995, the Government consistently had an overall budget deficit
which was financed from a combination of external sources and domestic ones including

the issue of bonds to other than the banks. This situation is illustrated by Table 2.

INSERT TABLE 2

Recurrent public revenue in Vanuatu is highly dependent on tax revenue and over two-
thirds of tax revenue in the period 1989-1997 was derived from trade taxes, mostly
import taxes, as can be seen from Table 3. With economic reforms in Vanuatu, import
duties as a proportion of recurrent_budget revenue can be expected to fall considerably.
Unlike in the case of Kiribati and Tuvalu, royalties or income from fishing licenses are

not a significant component of revenue for the Government of Vanuatu.
INSERT TABLE 3

Total recurrent expenditure by ministry is shown in Table 4 (ADB, p.355). This reveals
that the major outlay is for Education, Youth and Sport which accounted for 22% of the
total expenditure of all ministries in 1996. Health involved a significant outlay but only
accounted for 10% of total ministerial expenditure in 1996.




INSERT TABLE 4

It should be noted that in recent years Vanuatu has received virtually no grants towards
its recurrent revenue for public finance. Furthermore during the 1990s its capital growth
from abroad declined sharply compared to 1989 (and the 1980s generally) as is apparent
form Table 5. This means in effect that grants as a source of foreign assistance to
Vanuatu have declined substantially in importance and that Vanuatu has been required to

depend to an increasing extent on its own resources.

INSERT TABLE 5

Table 6 provides updated information on the public finance of Vanuatu. It can be seen
that for 1998 taxes of various types remain the major source of total recurrent revenue.
Although a value-added tax was introduced in 1998, it did not account for a large
proportion of total tax revenue in that year. In fact in 1998, import duties remained the
major source of recurrent revenue accounting for more than a half of total recurrent

revenue.

On the expenditure side, the major outlay continued to be for education (23.5% of the
total recurrent expenditure) followed by public works (15.5%) and behind internal affairs,
health (12.2%).

INSERT TABLE 6

2.3 Economic Reforms, especially Public Sector Reforms

From the point of view of small government, Vanuatu in 1997, before it began on its
reform process, seemed to come close to satisfying one ideal of the ‘Washington
consensus’. ADB (1997, pp.103-104) points out that within the Pacific Vanuatu has a low

number of Government employees per one hundred inhabitants and states that:




“Jt is reasonably clear that, unlike Pacific nations such as the Cook Islands, public
sector reform does not necessarily have to start with, or have a compelling imperative to,
immediately reduce the size of the public service”.

In addition, many utilities e.g. electricity, telecommunications and water, are supplied by

private companies.

Nevertheless, ADB (1997, pp.105-106) expresses substantial concerns about governance
issues relating to the public sector. The implication is that unsound governance in the
public sector is a major problem and reduces the economic efficiency of public service
operations. It recommended greater accountability, participation, predictability and
transparency in public sector operations. Vanuatu is now in the process of trying to bring
about the required changes in its governance of the public sector but appears to have

carried out these reforms less rapidly than Kiribati, Samoa and Tuvalu.

On the advice of the ADB and following The National Summit, the Republic of Vanuatu
adopted a Comprehensive Reform Programme in June 1997. A Comprehensive Reform
Programme Coordination Office in the Office of the Prime Minister was established to
oversee implementation of the reforms. The reforms cover a mixture of proposals closely
associated with structural adjustment policies — that is policy designed to create a public
sector which only concentrates on ‘core” functions, extends the operation market systems
to the maximum extent possible, increases the degree to which the economy is open to
the rest of the world, and facilitates the globalisation process. Emphasis is on private

sector-led growth and improvements to public sector efficiency.

It is proposed that the Government will withdraw from most of its commercial activities,
even though the Government does not have a large portfolio of these. It is envisaged that
there will be “a general shift towards a more open economy, oriented towards exports
rather than potential import-substitution. The introduction of a value-added tax (VAT)
while turnover tax and most export taxes are abolished, and import duties are

significantly reduced, will help to create a much friendlier environment for exporters”




(Comprehensive Reform Programme Coordination Office, 1997, p.5). In addition,
measures are proposed to facilitate foreign investment, a part of liberalizing international

capital and investment flows.

As for public sector reform, performance budgeting is proposed for the public sector but

appears that the process of doing this had not been completed by mid-1999.

Some concern was also expressed by ADB about the performance and charges of private
companies supplying electricity, water and telecommunications in Vanuatu. A regulatory
regime is suggested. However, instituting such a regime in a small economy may not be
an easy exercise. For example, regulators may have limited knowledge of the economics

of operation of the regulated industry and may be subject to ‘political capture’.

2.4  External Financing and Public Debt

From Table 6 it appears that the Vanuatu Government has been reducing its domestic
borrowings in recent years but its bond payments have risen indicating that bonds may
have been substituted for domestic loans. Interest and service charges on foreign loans
have declined somewhat. A careful fiscal policy has been followed by Vanuatu in the
past. Virtually all of Vanuatu’s external debt appears to be financed via official
concessional loans. Nevertheless, as mentioned earlier its reliance on loans for financial

purpose, particularly external loans is now greater than in the 1980s.

Indeed, there has been a significant increase in Vanuatu’s public debt since 1997. In
1999, the Government’s outstanding debt is expected to be of the order of VT 12.000
million of which about a quarter is domestically held and about three-quarters external
debt (Reserve Bank of Vanuatu, 1998, p.10). Its external debt is now in excess of 20% of
its GDP. ADB (1997, p.39) warned that Vanuatu cannot continue to increase its debt,
especially its external debt, at the recent rate. Such increases are not sustainable in the

long run. Nevertheless ADB has been an important source of its recent loans.




This increase in Vanuatu’s debt since 1997 follows an extremely rapid rise in its external
debt in the late 1980s from a low level to a relatively stationary level in the period 1992-
1995 (ADB, 1997, p.38). Official foreign loans are both bilateral and multilateral and it

seems that ADB has been providing an increasing proportion of Vanuatu’s loans.

2.5 Encouragement of Foreign Direct Investment and External Financial Flows
Concerning foreign investment in Vanuatu, ADB (1997) considered it to be

insufficiently supported. Following on from this the Vanuatu Comprehensive Reform

Programme, 1997, mentions:

“The policy stance with regard to foreign investment is ambiguous at present. But
foreign investment has an important role to play in national development, not only to
inject more risk capital in to the economy but to bring into the country better management
and technical expertise and access to export markets” (Comprehensive Reform

Programme Coordination Office, 1997, p.30).

A related aspect which is emphasized is a proposal to alter the land tenure system. But
this proposal may be difficult to put in to effect because it clashes with custom and
traditional cultural mores. The reform document states:

“The land is the country’s principal resource, culturally and economically. There
is a pressing need to reform the land tenure system to establish clear ownership of land;
to allow leases to be issued, transferred and used as security for loans; and to set up
Lands Tribunals which recognise the role of customary chiefs” (Comprehensive Reform
Programme Coordination Office, 1997, p.6). The proposal itself is slightly open-ended.
Nevertheless, it does bring attention to the fact that land is not usually regarded as a
marketable commodity in many Pacific Island counties, unlike in Western counties.
Cultural factors influenced by stages of economic development help to explain the
difference. From a policy point of view, it would be folly not to take the difficulties of
cultural change into account in policy design.

10




2.6 Domestic Finance and Financial Markets
The fact that much land in Vanuatu remains communal property does limit its use as
collateral for private loans, and this helps shape the financial sector in Vanuatu, as it does

similarly in most of the least developed Pacific islands.

A comprehensive review of the financial sector of Vanuatu is given in ADB (1997, Ch.2).
Vanuatu has a central bank, the Reserve Bank of Vanuatu, and four commercial banks,
three foreign ones (ANZ Bank (Vanuatu Ltd), Banque de Hawaii (Vanuatu Ltd and
Westpac), and the government-owned National Bank of Vanuatu.

ADB (1997, p.44) states that the non-bank financial sector of Vanuatu is
“ynderdeveloped, capital markets are virtually non-existent, and the major players are all
public sector entities. The existing non-bank financial intermediaries include; the
Development Bank of Vanuatu (DBV), the Vanuatu National Provident Fund, and the
National Housing Corporation (NHC)”. ADB suggests that this sector has been quite
effective in mobilizing savings in Vanuatu but inefficient in investing these. However, at
the end of October 1998 DBV ceased operations.

The National Provident Fund, for example, only paid its members 3% per annum on their
funds (the statutory minimum) and made a small loss in recent years. Its investment
policy had been subject to political influence. “The contributions of members are invested
by the Board (of NPF) having regard to the interests of members of the fund and the need
to assist in the financing of the country’s economic and social development” (ADB, 1997,
p.54). Politicians appear to have taken advantage of the latter premise to influence the
allocation of funds by NPF. ADB suggests that the main emphasis be placed on the first
part of it objective, that a greater proportion of funds be invested overseas and the

services of professional financial fund managers be sought.
As with many other development banks in the region, the Development Bank of Vanuatu

(DBV) continued to make losses in the 1990s and accumulate bad debts which forced it
to curtail its operations and close branches on the outer islands. On October 30, 1998
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DBV ceased operations. Its performing assets were transferred to the National Bank of
Vanuatu and its non-performing assets transferred to the Asset Development Unit of the
Government. Similarly, the National Housing Corporation accumulated significant

deficits and became relatively ineffective in the 1990s.

It was not possible in the time available to investigate the availability of micro-finance in
Vanuatu and the regional availability of financial services. Nevertheless, it seems likely
that financial services are skewed in favour of wurban areas, especially

Port Vila, with the commercial banks concentrating their activities there.

It has been noted that the National Bank of Vanuatu arose out of Vanuatu cooperative
movement. It began operations in 1991 with a view to increasing the availability of
finance to ni-Vanuatu. It was still struggling to become profitable in 1997. Since it is a
commercial bank, one wonders whether its creation reduced the availability of micro-

finance in Vanuatu as a result of displacement of provision of finance by cooperatives.

While the Reserve Bank of Vanuatu engages in open-market operations, the capital
market of Vanuatu is relatively underdeveloped, even though Vanuatu has an offshore

financial centre providing a tax haven for overseas investors.

A dual financial system appears to prevail in which urban areas and larger scale
commercial enterprises are favoured for loans, with those involved in semi-subsistence
rural activities (particularly females) finding it difficult to obtain finance because of lack
of collateral and the high transaction costs experienced by lenders in arranging and
servicing small loans. In many cases, the returns on such funds may be low further adding
to the economic unattractiveness of the provision of rural micro-finance, and bad debts

constitute a problem, as highlighted by the experience of DBV.

Clearly gaps do exist in the financial system in Vanuatu. It is, however, unclear how

these gaps can be filled economically as indicated by the negative experiences of

12




development banks in this region, including DBV, most of which have made substantial

losses, accumulated considerable bad debts and have required continuing outside

injections of funds to remain viable.

2.7

Recommendations
The total recurrent revenue of Vanuatu’s Government is less volatile than in the case
of Kiribati and Tuvalu because its economy is more diversified. Therefore it has less
need for foreign-invested trust funds as a means for fiscal stabilisation. Nevertheless,
it may be worth exploring the possible value of a fund of this nature for stabilisation
or for development purposes. In the latter respect, an outer island/provincial fund
similar to that established for Tuvalu could be considered.
The resource gap for Vanuatu declined as a percentage of its CDP in the 1990s. This
indicated that Vanuatu had become more reliant in its own savings for capital
accumulation. To some extent, this was necessitated by reduced foreign aid,
especially in the way of grants. Loans rather than grants increasingly became the
preferred manner of providing aid. Although these are soft loans from official donors,
they nevertheless create a burden for the recipient and therefore have to be assessed
with care. Vanuatu should continue to exercise prudence in accepting such loans,
especially now because of its increased indebtedness.
A major problem in Vanuatu has been the governance of the public sector,
particularly political interference in the operations of the public service. If the
recommendation made in the Comprehensive Reform Programme 1997 are followed
this will help increase the efficiency of operations of the public sector. Performance
budgeting and accounting has an important role to play as well as transparency.
Vanuatu appears to have been slower than a Kiribati, Samoa and Tuvalu in it public
sector reforms, although some progress had occurred by mid-1999.
It remains unclear just how the effective proposed reforms will be in stimulating
economic growth by providing an improved environment for private business. It is
imagined that private business will become “the engine of growth” in Vanuatu but
there has been little objective assessment of how strong that engine is likely to be.

Many in Vanuatu seem sceptical but it is clear that ADB (1997, pp.xiv-xv) has major
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expectations as to the success of the strategy. It states: “ The reform programme is
envisaged to improve economic performance significantly and is driven through two
main forces: diversification in agriculture and tourism expansion. Together these two
forces increase the demand for investment and construction, and growth in the
economy accelerates”. Accelerating economic growth is predicted with GDP growth
averaging 5.8% in the period 2000-2005. This does not, however, seem to be
carefully modeled and the prediction could prove to be ‘pie-in-the-sky’.

Any reforms which are undertaken need to be in accordance with cultural
acceptability. The speed of reform needs to conform cultural acceptance. For this
reason, land reforms may proceed more slowly than envisaged.

The scope for reducing the size of Vanuatu’s public service seems limited
(nevertheless in 1998,168 government employees received redundancy notices as part
of ‘rightsizing’ according to the Comprehensive Reform Programme) and concerns
have been expressed about the pricing and other aspects of the supply of its public
utilities by private companies. This suggests that privatisation of public enterprises in
the Pacific islands is not enough in itself to ensure the economically optimal supply of
utilities.

It seems that Vanuatu has not been as supportive of foreign investment as it could
otherwise be. Reforms could encourage more foreign direct investment, although ti
may be overly optimistic to expect a major surge in such investment since economic
opportunities in Vanuatu are limited and many countries are in competition for
investment funds.

Domestic financial markets are ‘patchy’ and relatively underdeveloped, and exhibit
urban bias. With the demise of DBV, a new study of micro-finance seems warranted.
More consideration needs to be given to the purpose of providing ‘concessional’

finance.

SOCIAL ISSUES

Introduction

By world standards Vanuatu is in an inferior development situation (as the following data
from UNDP, 1999, highlights) or shows a low level of human development by widely
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accepted indicators. For the most recent year available, it only had a HDI of 0.4265. It
had a Human Poverty Index equivalent to that of Cote d’Ivoire, lower than Pakistan and
only marginally higher than Bangladesh. Only the HPI values in the Pacific for the
Solomon Islands and Papua New Guinea were lower. Females appear to have been
empowered little, using conventional indicators, and this reflects the cultural situation in
conventional Micronesian society. In many respects, women are socially and

economically disadvantaged in such societies.

The poverty situation of Vanuatu and the Solomon Islands in comparison to Tuvalu,
Samoa and Kiribati is marked. By most social indicators, Vanuatu and the Solomon
Islands involve disparities of concern, especially given that the situation of the other
Pacific countries just mentioned are far from satisfactory. Let us in turn consider aspects

of education, health and some miscellaneous social issues.

3.2  Education
In proportion to its recurrent Budget, Vanuatu’s expenditure on education, which now
exceeds 20% of the Budget, seems generous. But given the low level of public

expenditure of Vanuatu, public expenditure per capita on education may be low.

In any case, there are worrying features. According to UNDP (1999, p.16) gross
enrolment ratios in Vanuatu’s schools actually fell from 64% in the 1980s to around 57%
in the 1990s. This also indicates that many school-age children are not attending school.
Furthermore, illiteracy rates remain high — 66% of Vanuatu’s population in the 1990s
still remaining illiterate. Illiteracy is highest among females with 70% believed to be
illiterate compared to 63% for males. Enrolments of males both at primary school and at
secondary school exceed that for females indicating a gender bias in the system. It ought

to be a concern that probably 28% of children do not receive adequate primary education.

Vanuatu struggles under many disadvantages with its educational system because of the

multiplicity of regional languages (mother-tongues) in the country and the fact that there
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are three national languages. The archipelagic nature of the country further adds to the

cost of providing education.

In addition, its population increase has been relatively rapid at 2.7% per annum which

adds to Vanuatu’s requirements for new schools and expansion of existing ones.

Most school education is supplied by fhe state but there are some church and private
schools, particularly at secondary level in Port Vila. ADB recommends that “the
ownership of schools by communities and the private sector should be encouraged”
(ADB, 1997, p.240). While this should ensure that users bear a higher proportion of the
costs of education, it may disadvantage children in poor communities as well as the

children of the poor and reduce equality of opportunity.

Lack of places at higher levels of school education limit the possibilities for many
children in Vanuatu to extend their education; The availability of school places tapers off
very sharply after primary school. While this has been much criticized by international
bodies, it may be that tapering off is appropriate to the manpower needs of Vanuatu. The
real question is whether tapering-off in opportunities is too sharp and whether merit is the
main desideratum of educational advancement of students. Extension of the period of
universal education for all can be costly and may not give high economic returns in
countries which have little economic development. Education on its own is not a magic
wand for economic development, even though a strong case can be made out in favour of

universal basic education.

As is common for many least developed Pacific island nations, the quality of education
and facilities in Vanuatu is variable. For instance, ADB suggests that the training of some
teachers is inadequate and that curricula show a significant degree of irrelevance, a matter

presumably which would be subject to some disagreement.

Vanuatu has not engaged in major investment in tertiary education institutions, at least

not to the extent of major duplication of regional facilities, as Samoa and to some extent
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the Solomon Islands have done. It relies, for a range of courses, on the University of the
South Pacific. It has specialised vocational schools for nurses, agriculture, police and a
primary school teachers college, as well as other technical and vocational centres. A
small number of private-operators also provide training courses e.g. secretarial and book-
keeping/accounting courses. Persons requiring specialized tertiary qualifications are
usually sent abroad for training, mostly on scholarships. There was insufficient time to
investigate the efficiency of the provision of tertiary education in Vanuatu, but the system
does not on the surface appear to be highly inefficient. Nevertheless, overseas training in
particular remains ﬁighly dependent on scholarships provided by donors and makes an
important contribution to the training of Vanuatu’s teachers.

3.3  Health

The health of Vanuatu’s population remains a concern but it has improved in recent
times. For example, life expectancy in 1979 was 55 years, rose to 63 years in 1989 and
latest available estimates indicate that it is now 65.8 years. Infant mortality rates have
declined sharply but still remain high at 45 per 1000 live births whereas they were 94 per
1000 live births. Deaths of children under 5 years of age are still relatively high at 58 per
1000 but not as high as in Kiribati (88), Marshall Island (92) and PNG (100). Vanuatu’s
maternal mortality rate per 100,000 live births is 68, much lower than for the Solomon
Islands (550) but high compared to the zero rate for Kiribati and Tuvalu (cf. UNDP,
1999, p.107).

The state is virtually the sole supplier of health services in Vanuatu and expenditure on
these account for around 10% of Vanuatu’s recurrent public expenditure, being the item
of third rank after education and public works. This means as a proportion of public
outlay, health is on the lower end of the distribution compared to other Pacific island
nations, and per capita expenditure is relatively low given the small proportionate size of
Vanuatu’s public sector. However, health services are basically free even though not

readily available in all areas and waiting lists exist for many services.
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Doctors are in short supply partly because salaries and working conditions do not
compare well with those available overseas. Vanuatu has fewer doctors in relation to its
population than any other Pacific island nation, there being only one doctor for every
10,811 persons. Access to health services is one of the lowest in the Pacific, primarily
because of the difficulty of access to health services in rural areas. It is estimated that
only 75% of rural dwellers have access to health services but all have access in urban
areas. The archipelagic nature of Vanuatu creates problems for rural access and adds to
the costs of providing health services. Urban bias exists in the supply of health services
for several reasons e.g. medical personnel do not usually like rural postings, urban
residents often form effective political pressure groups, economies of scale exist in
supply of some health services. Nevertheless the Government of Vanuatu has aimed for
an equitable and regionally balanced distribution of health services (ADB, 1997, p.246).

Housing, sanitary, and related conditions often effect morbidity as do tropical
environmental conditions, such as the presence of malaria. The main causes of morbidity
in 1994 in decreasing order of frequency were reported to be respiratory infections, skin
diseases, infections and parasitic sources, malaria, eye and ear diseases and injuries.
Diarrhoea while important in the 1980s was not a major cause of morbidity in 1994. As
for mortality, cardiovascular was the leading cause of mortality in the late 1980s and has
remained so. Malaria continues to be an important cause of mortality but it is less
frequently the cause of death. After cardiovascular, the leading causes of death in
declining order of importance in the mid-1990s (ADB, 1997, p.243) were neonatal,
respiratory, malignancy, senility, infections/parasites, digestive system disorders, injuries,

endocrine malfunction and nutrition deficiencies and malaria.

ADB (1997, pp.xi-xii) recommends that Vanuatu increase it emphasis to some extent on
primary health care, and also increase the involvement of non-government bodies in
health delivery and adopt user’s pay to a greater extent than hitherto. It states apart from
use of public funds, the “Government needs to consider other means of financing
including Health insurance schemes, outpatient fees and greater use of the private sector,
churches and NGOs” {(ADB, 1997, p.xii). In addition it is suggested that the Department
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of health should be more efficient. The introduction of performance budgeting could

assist with this increase in efficiency as well as in some cases greater contracting out.

But user pays and health insurance schemes in least developed countries can also have
their problems, as was mentioned in the review of Samoa. This is especially so when a
large section of the community is involved in semi-subsistence activity and could be

deprived of health services.

34  Other Issues

Vanuatu has a major problem in providing employment for its rapidly growing
population of youth. Its population of youth is growing at 3.5% per annum and
constitutes 1 in 5 of its population. There are no available statistics on the unemployment

and underemployment rate of young people but it is probably quite high.

Apart from this the status of women, a continuing concern is the treatment of children.
For example, 10% of deaths among children under 5 were due to malnutrition or injury in
1994. Frequently children suffer when women are subject to neglect or abuse. But it
should be noted that the status of women is not uniform throughout Vanuatu — women

enjoy a higher status in some communities of Vanuatu than in others.

Regional disparities continue to be an issue in Vanuatu, although the Government is
sympathetic to measures to reduce regional inequality. Whether or not it would be
feasible to have a development fund similar to that of Tuvalu for regional development

may be worth exploring.

3.5 Recommendations

¢ Given the expected rapid growth in school enrolments, it may be unwise for the
Government to plan on 10-years basic education for all. Quality education of fewer
years should be sufficient for basic literacy and numeracy. It may be better to provide
fewer years of education of higher quality education and better provide for those with

superior academic merit to continue their education. This requires an effective and
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fair filtering system. The structure of educational opportunities should reflect
manpower requirements bearing in mind that education is not merely an economic
commodity but also a transmitter of values and culture.

It is unclear that the private sector is a more efficient provider of educational services
than the public sector, although private sector provision has a role to play if private
suppliers meet national standards.

Performance accounting should be introduced without delay to the public education
sector.

A review of tertiary education in Vanuatu may be in order It seems to have been
given little attention in previous reviews of Vanuatu’s educational systems.

While health has improved in Vanuatu in recent decades, Vanuatu still experiences
serious health problems, some of which are partly a consequence of its tropical
environment e.g. malaria. With foreign assistance and development, the incidence of
environmentally related diseases can continue to be reduced.

Availability of public funding for health is unlikely to grow per capita to any
significant extent. This means that available public funds should be used more
effectively. Performance accounting for the Department may assist this process.
Efficiency may also be increased by contracting out some support services.

There may be no alternative in relation to the shortage of medical practitioners in
Vanuatu but to increase their salary and improve their conditions of work. Steps have
been taken to increase the supply of nurses by advertising for part-time staff. This
may entice some married trained nurses to offer their services.

Care is required in introducing user-pay schemes and health insurance in view of its
possible distributional consequences. The hesitancy shown by Vanuatu in introducing
such schemes may be justified. Those services subject to user-pays will need to be
chosen carefully.

Community involvement in the provision of health services has limitations as the
Samoan case illustrates and church involvement is also not free of difficulties,
especially monitoring difficulties where these activities are subsidised by the state as
in the Solomon Islands. Churches can also form very effective political lobby groups

in support of special interests.
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o The position of women and children in Vanuatu appears to be less than satisfactory
by Western standards. International aid agencies may need to provide greater
financial support for NGOs working to improve the status of women and children in
Vanuatu. They appear to be poorly funded. Cultural change involving change of
attitudes is a long-term process, but an essential part of social development, a process
usually made easier with economic development. Consider, for example, the
tremendous improvement in the social status of women in the UK in the 20th century

— early in that century they did not even have the right to vote.

4 TRADE AND VANUATU’S EXTERNAL BALANCE

4.1 An Overview

Vanuatu is in a rather tenuous external position in that its gross official international
reserves provide only about 6 months import cover (1998). Throughout the 1990s,
however, Vanuatu’s reserves only afforded it a few months cover of its imports so it has
been usual for Vanuatu to have little import cover. The economic position of Vanuatu is
vulnerable and a major cyclone, such as some which it has experienced in the past, or
another national disaster could seriously disrupt its economy. Not having development
funds invested abroad, as does Kiribati and Tuvalu, and not having the security provided
by private remittances as in the case of Samoa, Vanuatu is especially vulnerable

economically to any national catastrophes.

Exports equal about 12% of the GDP of Vanuatu which means that it is much more
dependent on merchandise exports than Kiribati or Tuvalu and probably Samoa. Exports

are primarily of agricultural commodities or primary products of a renewable nature.

Its main export by value is copra. Other exports by declining value in 1998 were kava,
timber, beef, cocoa and shells, The value of individual exports of products fluctuates
considerably from year to year due to variations in prices and in some cases seasonal
impacts on volume. For example, the value of kava exports increased by more than eight

times in 1998 compared to 1997. Squash and pumpkin exports which were significant for
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a few years up to 1997, collapsed in 1997 and have not recovered, due the occurrence of
an exotic disease. Incidentally, at the time of compiling its report on Vanuatu, ADB was
praising the cultivation of squash and pumpkins as an indicator of the type of specialised

exports which Vanuatu could develop after it became a more open economy.

While some diversification has occurred in Vanuatu’s exports, usually 70% or more of its
exports by value depend on just three commodities of which copra is the most significant.
Many of these exports are generated by the semi-subsistence sector, tree-based crops and
products often being preferred by this sector. An in-depth study of the economic role of

the subsistence/semi-subsistence sector in the Pacific seems overdue,

Table 7 sets out the value of Vanuatu’s exports by commodity for the period 1993-98 and
confirms the volatility of the contribution made by individual products, the dominance of

a few commodities and the rural origins of all of Vanuatu’s major exports.
INSERT TABLE 7

Vanuatu operates on a major trade deficit. The value of its exports are generally only
sufficient to cover less than half of the value of its imports. But its deficit of trade is
offset to some extent by its international surplus in relation to services because of the
importance of inbound tourism to its economy. Clearly, ADB sees expansion in inbound
tourism to Vanuatu as a key industry for the growth of Vanuatu’s economy after its |
completion of economic reforms. That may very well happen, but international tourism is
also a volatile industry. Furthermore, it can result in significant import leakages.
Nevertheless, it does provide long-term economic opportunities for Vanuatu which
otherwise might not exist even though it ought not to be regarded as a “Cinderella
industry”. Indeed, room occupancy rates in Vanuatu averaged only 55.3% in 1997, and
have been lower in some years. An in-depth economic study of tourism development in

Vanuatu and in the Pacific islands generally would be warranted.
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As for the international transfer account, official aid transfers make a positive
contribution whereas there is usually a net outflow of private transfers. The latter is
influenced by outward transfers by migrants and expatriates as well as private investment
abroad. There are no substantial inward private remittances as in the case of Samoa or
significant income transfers on account of international resource transactions as in the

case of Kiribati or Tuvalu.

In some years the current account of Vanuatu has been in surplus but in most years since
1982 it has been in deficit with reliance being placed on a surplus in capital account to
provide a slight positive balance on its balance of payments. Between 1982 and 1998, the
basic balance of payments of Vanuatu has been positive except in 1986 when it recorded
a small deficit. Long-term public borrowing from abroad and direct investment
(principally reinvestment of foreign earnings in Vanuatu) have been important for this
outcome (cf. ADB, 1997, p.338). It should be noted that the balance of payments
surpluses achieved by Vanuatu have always been relatively small, except in years when
large loans have been taken up by the Vanuatu Government as in 1998 from ADB for the

economic reform programme (see Table 8).

INSERT TABLE 8

4.2  Recommendation

e While on the one hand, diversification of Vanuatu’s exports may seem desirable, freer
trade may or may not bring this about. In fact, according to traditional theory, it
should encourage greater specialisation in production.

¢ It seems that the semi-subsistence sector of Vanuatu makes a significant contribution
to Vanuatu’s exports. It would be worthwhile studying in more detail the extent and
nature of this contribution and the likely impacts of the comprehensive economic
reforms on it. The role of this sector is often neglected in economic studies. The semi-
subsistence sector is likely to make a significant contribution to exports of copra,
kava, shells and so on and has interests in timber and tourism which impact on

exports.
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e An in-depth study of the economic development of Vanuatu’s tourism industry in
conjunction with that of all the least developed Pacific nations is warranted given the
economic potential which is seen for the expansion of tourism as a foreign exchange
earner.

o Capital inflows have been essential to Vanuatu as a means to balance its overseas
payments. Apart from reinvested profits of overseas companies operating in Vanuatu,
the main source of such inflows have been long-term overseas official public
borrowing. New direct investment by overseas business in Vanuatu has been sluggish
in recent years, and reforms have been implemented to encourage greater inflows of
direct investment. Public borrowings abroad cannot be sustained at current rates. Both
the Government of Vanuatu and ADB are counting on substantial benefits from
Vanuatu’s Comprehensive Economic Reforms to reduce Vanuatu’s dependence on
such loans in the longer term and provide other economic benefits. The fall-back

position, if this does not work, is unclear.

o Since ADB puts so much emphasis on the role of diversified agriculture and growth
in tourism as sources of economic growth for Vanuatu in the early part of the Second
Millennium (ADB, 1997, pp.xiv-xv), it is especially important that these issues be
closely studied and identified. They do not seem to be well articulated or studied in
any depth in ADB (1997).

5 INFRASTRUCTURE
5.1 An Overview of Features

As indicated above, Vanuatu’s public expenditure on works exceed that on health being
second to education in terms of expenditure. It seems that Vanuatu gives a high priority
to improving its infrastructure to provide access for its produce to markets and for other

reasons.

Substantial changes have occurred as a result of the comprehensive reforms in the way in

which public works are being carried out. Contracting out has increased in importance in
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relation to road construction and maintenance, for example. This extends even to the
inspection of completed work to determine whether it is in accordance with contract.
Consequently it has been possible to reduce employment in government departments
most closely involved in public works. Doubts, however, have been raised about some
aspects of the process. For example, in the case of non-compliance with contracts,
expensive legal procedures can be involved and there may be general reluctance to take

legal action.

Reforms are proposed which should reduce Government involvement in the provision or
maintenance of infrastructure (ADB, p.ix, et seq.). These include tendering for
Luganville water supply service, corporatisation of the postal service, possible divestiture
of VANAIR (Vanuatu’s internal airline) but it is suggested that he Government (for
reasons not made clear by ADB (1997, p.125) retain an equity interest in Air Vanuatu
(Vanuatu’s international airline), Telecom Vanuatu and UNELCO. It seems that the
supply of water in Port Vila, electricity and telecommunications are largely under private
control. Concerns exist about the prices of these services but there appears to be no
significant coverage of these issues in ADB (1997) although the desirability of regulating

the prices of privately supplied public utilities is mentioned.

Compared to Tuvalu and Kiribati, Vanuatu is reasonably well supplied with air services
both internationally and internally. The airport near Port Vila is an international airport
with regular flights and adequate all-weather facilities. All major islands have airports.

Due mainly to the volcanic activity associated, or previously associated, with the major
islands, Vanuatu has adequate ports. Luganville and Port Vila act as major international
parts with Luganville handling more exports than Port Vila but Port Vila receiving more
imports. This probably indicates that urban areas have a greater propensity to import than

rural areas.

Stevedoring in Vanuatu is privatised and shipping appears to be privately supplied as
well. Shipping services connecting the country are much more adequate than in the case

of Tuvalu and Kiribati, but freight rates may be high to some islands. Proposals to reform
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coastal shipping to make it more competitive, as part of the reform process was causing

ire to shippers in mid-1999.

The road system of Vanuatu does not seem to be as well developed as in Samoa probably

because the country is not as compact as Samoa.

Little information could be obtained in the time available on public utilities in Vanuatu
and very little seems to be available in public reports. This may be because of corporate
supply of several utilities but balance requires that these be carefully scrutinized given
their importance in relation to economic welfare and in the case of energy and

telecommunications in particular, their influence on international competitiveness.

5.2 Recommendations

e While Vanuatu has placed considerable emphasis on improving its infrastructure

especially in relation to transport, its infrastructure needs still remain considerable.

o A thorough review of the supply of utilities in Vanuatu seems to be needed because it
does not appear to be provided in ADB (1997) nor elsewhere. It might be a useful
endeavour to undertake this before introducing regulations on the pricing of utilities,
regulations suggested by ADB (1997).

» The economics of the contracting out of public works and activities may need review.
There are limits to the economic value of contracting out because of transaction costs

and other factors.

e It is not quite clear how coordinated economic assessment of infrastructure
investment is to be achieved in Vanuatu after its economic reforms. Possibly further
attention should be given to this particularly since infrastructure development is

increasingly being motivated by economic considerations.
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6 CONCLUDING REMARKS

Like the Solomon Islands, Vanuatu is one of the most economically and socially
disadvantaged Pacific island nations. Using UNDP indicators, its level of development is
comparable to that of Bangladesh. Access to education and health services is relatively
low, the illiteracy rate high and school enrolments of females much lower than for males,
a situation somewhat similar to that in the Solomon Islands. The economic infrastructure
of Vanuatu is poorly developed but overall the Solomon Islands, Kiribati and Tuvalu
appear to have an even less adequate infrastructure. Recently, increasing school

enrolments have failed to keep pace with Vanuatu’s rate of population growth,

Public finance appears to be precarious in Vanuatu even though its government sector is
relatively small. Emerging problems with public finance in the 1990s resulted in its
turning to the Asian Development Bank for assistance with policy advice and loans to
carry out economic reforms. The ADB recommended a comprehensive reform
programme along standard structural adjustment lines. This has involved further
downsizing of government {euphemistically called ‘right sizing’ by ADB), fiscal reforms
and an intended reliance on business-led growth. In its review of Vanuatu, ADB
especially emphasized governance problems as being a major impediment to efficiency in

public finance and an obstacle to the economic development of Vanuatu.

While ADB was optimistic about prospects for the economic reform programme to
provide substantial economic growth for Vanuatu, some scepticism about its claims seem
warranted. There is also the problem that the Comprehensive Reform Programme has the
appearance of having been externally devised and ‘imposed’. This is so despite what
some observers believe are contrived manifestations to the contrary, such as the National
Summit. This may have at least two consequences; (a) reduce the political and cultural
acceptability of the reforms and b) results in some reforms that are incompatible with the

cultural mores of Vanuatu and so prove to be unworkable.
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While exports of merchandise are not as important a contributor to the foreign earnings of
Vanuatu is in the case of the Solomon Islands, they are of more importance than for the
other least developed Pacific island nations. These exports plus income from inbound
tourism play a substantial role in earning foreign exchange for Vanuatu, but foreign aid
and other items are also of importance. In line with reform policies, Vanuatu has
substantially reduced its tariff levels and introduced a value-added tax. It is hoping to
qualify for membership of the WTO.

Foreign aid for Vanuatu was lower in the 1990s than the 1980s, and proportionately loans
increased relative to grants. This added to Vanuatu’s development difficulties as did
serious cyclones in the early 1990s. Vanuatu, like all the least developed Pacific island

nations, has a high vulnerability index.

Current development prospects for Vanuatu do not seem very promising, unless the
predictions of ADB turn out to be correct after all, namely that business-led growth will
create a mini-economic miracle for Vanuatu. It seems that a number of official advisory
and aid bodies believe that structural adjustment policies will have similar impacts on
other least developed nations in the Pacific. One might, however, wonder in this regard

whether faith has bounded somewhat ahead of reality.
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Table 8

Summary of Balance of Pavments in Millions of Vatu

for 1997 and 1998
Year 1997 1998
A. Trade Balance -5,001 -5,074
Exports, f.0.b 4,091 4,325
Domestic exports 3,569 3,909
Re-exports 522 416
Imports, f.o.b -9,092 -9,39%
Domestic consumption -8,739 -9,074
Imports for re-exports -353 -325
B. Services (net) 1,422 2,155
Receipts 11,322 11,952
Payments -9,900 -9,797
C. Total Transfers (net) 611 900
Official transfers (net) 3,552 3,968
Private transfers (net) -2,941 -3,068
D. Current Account (A through C) -2,969 -2,019
E. Capital account (net) 3,833 4,709
Long-term public 34 1,347
Direct investment (including
reinvested earnings) 3,668 3,325
Others 131 127
F. Basic Balance (D plus E) 864 2,690
G. Net errors and omissions I/ -1,209 366
H. Overall Balance (F plus G) -345 3,056
I. Monetary movements: 345 -3,056
NFA of mon. authorities (incr. = -) 261 -1,144
NFA of domestic banks (incr. = -) 84 -1.912
Memorandum Item
Gross official reserves (million vatu) | 4,599 5,755
Months of Import Cover 4.5 6.2

Source: Reserve Bank of Vanuatu (1998, p.41)
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APPENDIX

Interviews in Vanuatu
Conducted in the period
Monday 21 June, 1999 - Wednesday 23 June, 1999
(inclusive)

Savenuca Siwatibau, Head, ESCAP, Pacific Operations Centre

Dr Charles G. Kick III, Regional Advisor on Social Development & Planning,
ESCAP, Pacific Operations Centre

Mr Paul de Villers, Regiona! Advisor, Private Sector Development, ESCAP,

Pacific Operations Centre

Mr Lennox B. Vuti, Director, Department of Economic and Social Development
(formerly National Planning Officer)

Mr Odo Tevi, Macro-Economist, Department of Economic and Social
Development

Mr Jeffrey Wilder, Director-General, Ministry of Finance

Ms Nancy Wells, Chief Statistician

Mr Rob Solomon, Advisor to Bureau of Statistics of Vanuatu

Mr Andrew Kausiama, Governor, Reserve Bank of Vanuatu

Mr Manasset Tary, Director-General, Ministry of Infrastructure and Public
Utilities

Mr Johnson, Wabaiat Wakanoumune, Director-General of Health

Mrs Grace Molisa, President, Vanuatu National Council of Women

Mr, Siliga Kofe, ESCAP, Port Vila, Vanuatu
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