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FOREWORD

The report, Vulnerability and Small Island Developing States, consists of five chapters. The report is a synthesis of three reports on vulnerability (economic, environmental and social) prepared by a SIDS-based research team. Members of the research team included: Economic Vulnerability  - Dr. Michael Witter, Coordinator (University of the West Indies, Jamaica), Prof. Lino Briguglio (University of Malta), and Mr. Assad Bhuglah (Government of Mauritius); Social Vulnerability – Bikenibeu Paeniu Coordinator (Member of Parliament, Tuvalu), Ms. Lollita Gibbons (NGO, Palau), and Mr. Cletus Springer (Development Consultant, St. Lucia); and Environmental Vulnerability – Dr. Russell Howorth coordinated the team from the South Pacific Applied Geosciences Commission (SOPAC).

The research team was assisted by a technical advisory panel consisting of Dr. Leonard Nurse (Government of Barbados); Dr. Neville Trotz (Manager of the Caribbean Programme For Adaptation to Climate Change – CPACC); Mr. Gerald Miles (South Pacific Environmental Programme – SPREP); Dr. Ramon Pichs (Government of Cuba); Dr. Mohamed Ali (Government of the Seychelles); and Mr. Espen Ronneberg (United Nations – UNDESA). The initiative, funded by the UNDP–Capacity 21 Programme, was coordinated by The University of the West Indies Centre for Environment and Development (UWICED), Jamaica.

Chapter one of the report is intended to provide the background on the Small Island Development States and the collective steps that have been taken, for example, the Barbados Plan of Action (BPOA) and the formation of the Alliance of Small Island States (AOSIS). The earlier sections also provide insight in the concept of vulnerability and the progress since the 1994 Barbados meeting. The progress in the development of tools to measure vulnerability has significantly advanced in the area of economics and the environment, and these are internationally accepted methodology for deriving indicative indices that differentiate conditions among SIDS over time. Further work is needed on the social vulnerability index and SIDS, as contained in the Singapore AOSIS meeting of January 2002 declaration, should support completion. 

Chapter three of the report summarizes the preliminary findings as to the current state of SIDS vulnerability.  The findings are, however, not based on use of the vulnerability tools developed for economics and environment, as the current availability of data does not allow for such a comprehensive analysis. (SIDS should consider whether they wish to devote the resources to providing the data needed that would allow, at Barbados plus 10, the first publication on SIDS vulnerability status.) The preliminary findings, based on the trends, published literature, and personal experience of the research team members, indicate that the governments of SIDS will have to play a major role if the unfavorable trends are to be reversed.

Chapter four contains the main recommendations and Chapter five outlines key actions that SIDS can implement in order to give their economies more resilience and offer a buffer and safety net to the vulnerable population. There is significant overlap in the majority of cases, illustrating that actions to reduce overall vulnerability in SIDS are similar and by logic consistent with actions necessary to build resilience of the national economy

CHAPTER 1

VULNERABILITY AND SMALL ISLAND DEVELOPING STATES

1.0
INTRODUCTION

While all developing countries face challenges, in addition to those general problems of development, small island developing states experience specific problems arising from the interplay of such factors as their smallness, remoteness, geographical dispersion, vulnerability to natural disasters, the fragility of their ecosystems, constraints on transport and communication, isolation from markets, vulnerability to exogenous economic and financial shocks, a highly limited internal market, lack of natural resources, limited fresh water supplies, heavy dependence on imports and limited commodities, depletion of non-renewable resources, migration (particularly of personnel with high-level skills) and limited  ability to reap the benefits  of economies of scale. This may seem like an exhaustive (it is not) and exhausting (it is) list of problems. 

In the early 1990’s, a new grouping of developing countries made its debut in the international negotiations on Climate Change. The Alliance of Small Island States (AOSIS) emerged as a coalition of island countries and low-lying coastal countries. AOSIS is now a large group of countries, with 43 Member States and Observers from all the regions of the world. They share a common aspiration for economic development and improved living standards, while at the same time, remain strongly committed to conserving the natural and cultural heritage upon which their future existence depends. 

The obstacles to sustainable development are very similar throughout the Member States of AOSIS.  Their small size, lack of resources - both human and capital, and remoteness are some of the common features shared by these countries. Those obstacles are ones that SIDS have to deal with now, yet, they are also facing other obstacles of more recent vintage. A most serious vulnerability threat to SIDS is global climate change caused by the continued increase in greenhouse gas emissions, which threaten their very existence through climate change and sea level rise - the entire territories of at least ten small island developing States are barely one meter above sea level. In addition to this, all small island developing States have highly vulnerable coastal zones where the majority of the population live and work.

1.1
Reference “Special Case” of SIDS

In 1992, at the Rio Summit, the special case of the island countries was codified in Agenda 21, that Small Island Developing States were a special case for environment and development. This recognition was later expanded upon at the United Nations Global Conference on the sustainable development of Small Island Developing States held in Barbados, and the Program of Action adopted there. The special case has been reiterated by the United Nations General Assembly, and is included in numerous international treaties and agreements. Recently, the Millennium Summit of World Leaders expressed their commitment:

“We also resolve to address the special needs of Small Island Developing States, by implementing the Barbados Programme of Action 5 and the outcome of the twenty-second special session of the General Assembly rapidly and in full. We urge the international community to ensure that, in the development of a vulnerability index, the special needs of SIDS are taken into account.” (Paragraph 17).

It can be clearly stated then that at the international level there has been recognition of the special needs and situations of SIDS, as evidenced by the Barbados Meeting and the program that was articulated to address the special needs.  But what has actually been achieved in practice? Has there been any significant improvement in the situation for SIDS, based on the BPOA?

All SIDS are not the same, they are not equal in shape, wealth or resources. But they do face similar constraints to varying degrees. They all experience a basic set of challenges, and certain site-specific constraints unique to a particular island. For example, all SIDS, being largely coastal entities, are all faced with the waves of the oceans. But some SIDS are particularly exposed to the oceans. All SIDS have access to fisheries, but only some are able to exploit this for commercial profits. All SIDS have some vegetation and agriculture. But some SIDS have poor sandy coral soil, and can only produce few crops. All SIDS have water. But some have to rely on harvesting rainwater from their rooftops in order to survive. All SIDS have educational institutions, but only some have universities. Most SIDS have cohesive societies, given the small size and the unique cultures. But not all SIDS have been able to maintain that social cohesion in the face of economic development. Clearly, among SIDS, there is great similarity but also diversity.

1.2 The Barbados Plan of Action

Endorsement of the paradigm of BPOA:
The BPOA, representing a blueprint for sustainable development of SIDS, has received wide and enthusiastic support from the international community in the sense that the theories being expounded are seen as sensible, workable and pragmatic. The notion that SIDS could become laboratories where sustainable development could be put into practice, as demonstrations for other larger countries, was one that SIDS strongly endorsed. But most of all, BPOA is the recognition that SIDS had to take certain steps if they were to survive the changing global situation.

Progress with implementation of the BPOA:
Every year, the Secretary General requests information from donor countries, SIDS and UN agencies regarding the implementation of BPOA. Responsiveness varies from year to year, but an overall picture has emerged. It has been estimated that while BPOA is not yet fully implemented (i.e., the tasks and efforts that have been undertaken under the BPOA), 70% has been carried out by the SIDS themselves.
Lessons learnt from implementation of the BPOA:
SIDS have reported on very valuable lessons from regional and inter-regional cooperation in numerous sectors as a result of the BPOA. Exchanges and information sharing has spurred collaboration and a greater understanding of common problems. Solutions that have been tried in one region have been adapted for other regions, by experts from each region working together.   This is a very important development for SIDS, as it provides a foundation for greater collaboration.

One valuable lesson learnt and one that is an achievement of the BPOA, is the establishment of SIDSnet, a dedicated facility housed in UN-DESA, that provides information and communication support to Small Island Developing States.  Although in existence for only a few years, SIDSnet is proving to be useful to many SIDS.

Another hard lesson learnt is that sustainable development, with its key premise of integration, information and participation, is proving to be a relatively difficult concept to build policy around at the present time in SIDS, as the public sector is organized and operated along sectors, e.g., energy, agriculture, health, etc.  Consequently, government leaders and senior policy makers increasingly mention sustainable development in speeches but a very limited number of new policies are integrated across sectors or had any significant public participation.  In fact, economic issues are usually divorced from environmental considerations and there is very weak capacity for social planning.  

Another obstacle to developing policy that addresses sustainable development, outside of the natural resource and environment portfolio, is the unavailability of quantitative tools that with proper information would allow for effective monitoring and corrective actions when needed.  

1.3
Concept of Vulnerability – A unique framework for addressing SIDS Diversity and Similarities

The concept of vulnerability provides a unique framework that addresses the similarity and diversity of SIDS. Vulnerability indices, determined by internationally recognized methodologies, provides a new tool and frame of reference to help planners and decision makers monitoring the outcome of policy interventions.  For countries like SIDS who are committed to sustainable development, it is now possible to scientifically monitor progress or regression. 

Conceptually, vulnerability provides an easier context for understanding how a particular SIDS is responding in a comprehensive manner to the economic, environmental and social challenges it faces. The concept of vulnerability management (the equivalent of risk management in the private sector) should also help the donor community and international agencies become more effective and efficient in the delivery of technical assistance, especially as these resources dwindle. 

The development of tools to measure economic, social and environmental vulnerability will provide a basis for understanding the special case of SIDS, as well as the mechanism that will support SIDS to pursue the paradigm of sustainable development in a more effective manner. For instance, SIDS currently do not fit into, nor can their unique sustainable development needs be understood using traditional criteria such as  (per capita income, GDP measures and GNP).  Consequently, SIDS special needs are not properly communicated. Everyone can claim vulnerability but the central issue being considered is that the extent of vulnerabilities affecting SIDS are such that SIDS sustainable development goals (economic, environmental and social well being) are being thwarted in the majority of cases.

In its deliberations on the definition of the list of Least Developed Countries, the UN Committee for Development Policy has noted an interesting issue for the LDC SIDS – many of them are not able to take full advantage of the privileges and opportunities that are open to LDCs. There are a number of reasons for this that relate to the islandness of the SIDS, and what UNCTAD has referred to as the “island paradox”. There are many ancillary requirements to duty-free entry of agricultural products into certain industrialized countries, and this requires a capacity in the LDCs for phyto-sanitary inspection. Hence the opportunity is missed. Other opportunities may be missed because of lack of information or slowness in submission of approval forms.  Since most SIDS have an economic structure that is close to LDC status – and the regional development banks treat many “as if” they were LDCs – it is likely that there are similar lost opportunities for these SIDS.

In discussions at an AOSIS Workshop on Trade and Sustainable Development in Montego Bay, Jamaica, in 2001, the experts and delegates agreed that SIDS fit poorly within the pre-conceived ideas of LDC, DC and IC. And while there may be many similarities with so-called small states, there are aspects of SIDS situation and features that are unique to SIDS. This recognition has not been forthcoming in the WTO discussions, where the focus has been on small economies, which will perhaps be clarified as small, vulnerable economies. 

Therefore, a greater and more intensive discussion with industrialized WTO members on SIDS issues may be required. But this raises the issue of participation in international processes. With small administrations, many SIDS find it increasingly difficult to fully engage themselves in all of the important international processes. In particular, the WTO has been highlighted as one of the most costly, complicated and time-consuming processes at the international level, and one which many SIDS have simply walked away from (out of 43 AOSIS Members, there are 20 full WTO Members, but only a few participate on a regular basis.). Again, it is an issue of whether an “opportunity” that is available (WTO membership, and with special considerations for LDC SIDS) is actually within grasp of all SIDS.

In 1992, when the SIDS were preparing for the Rio Summit, the level of understanding and knowledge of various processes was at a certain level. Like the cooperation within AOSIS, the holistic comprehension of the challenges was not well understood. This may be part of the reason why the work on a vulnerability index was given such an endorsement at the Barbados Conference in 1994. The process has shown that the dimensions of the debate are changing. Ten years ago, SIDS had perhaps only a perception of their vulnerability. In 2002, SIDS actually have the tools to be able to measure their economic and environmental vulnerabilities, and to quantify concerns and challenges that face them. With this greater knowledge has come the realization that many of the development activities undertaken, even since 1994, have actually contributed to increased vulnerability. 

In preparing for the 2002 World Summit on Sustainable Development and the upcoming Barbados plus 10, SIDS, with support from UNDP Capacity 21, needs to get the international development community to understand the concept of vulnerability and why it is important in governance. Additionally, there is need to recognize the vulnerability index tool as the most appropriate to help these island states pursue sustainable development. 

CHAPTER 2

VULNERABILITY

2.0
VULNERABILITY 

The term “vulnerability” refers to proneness to damage from external forces. Vulnerability has become associated with Small Island Developing States (SIDS) because these countries tend to be very exposed to factors outside their control. 

2.1
Defining Vulnerability 

Economic vulnerability is interpreted to mean the risks faced by these economies from exogenous shocks to the systems of production, distribution (including and especially markets), and consumption.  This is a dynamic macro-economic perspective that focuses on impacts of shocks on the processes of economic growth and economic development, and in the extreme cases, on the survival of sections of the population
.  Economic vulnerability arises mostly from the very high exposure of small states to economic conditions in the rest of the world. The economies of SIDS frequently experience “shocks” by external factors originating in major global commercial centers, sometimes leading to serious instability. Several studies conclude that as a result, the economies of SIDS tend to be very volatile in terms GDP and exports. 

One type of exogenous shock originates in natural forces, such as the destruction of tourist facilities by a hurricane or typhoon.  The ECLAC study gave examples of damage to selected Caribbean economies caused by hurricanes in 1995, with estimates as high as 105.2% of GDP in St. Kitts and Nevis and 147% of GDP in tiny Anguilla
.  

Environmental vulnerability is concerned with the risk of damage to the country’s natural ecosystems (e.g., coral reefs, wetlands, fresh water, coastal areas and marine resources, forests, and soils).  Each of these resources is essential in providing services to the economy and society. Degradation in the quality of the environment’s resources lessens the level of service it can provide to meet domestic needs and contribute to export earnings. Use beyond what is sustainable results in irreversible damage in the longer term. Natural environmental resources may be affected by natural and anthropogenic hazards, the risk of which may vary with time and place but can be significantly influenced in terms of impact by social behavior. 

Social Vulnerability reflects the degree in which societies or socio-economic groups of people are affected negatively by stresses and hazards whether brought about by external forces or intrinsic factors – internal and external – that negatively impacts on the social cohesion of a country.  While it may be true in many instances that the social vulnerabilities caused by these stresses and hazards are not anymore endemic to SIDS in comparison to other developing countries, the fact is that the natural recurrence rate in SIDS is higher.  Given SIDS’s limited capacity to adequately respond, conservatively speaking, social impact of such stresses could last forever in SIDS.  

Social vulnerability is characterized by increased growth in criminal activities, growing rates of HIV/AIDS infection, growing rates of children dropping out of school, declining age of prison population, declining public health, rotting public infrastructure and migration of skilled professionals.  These occurrences are symptoms of negative social processes resulting in increased social vulnerability.

In order of academic maturity for vulnerability indices, economics is the most advanced, followed by environmental with social vulnerability indices in the very early stages of development. To a significant degree, social vulnerability will be influenced by economic conditions, and increasingly in the future by environmental conditions. Social conditions do in turn influence and impact on both economic and environmental conditions. One of the unique characteristics of any of the three vulnerability indices, is despite their obvious complex nature which has required the development of vulnerability theory to provide a framework for logical development and measurement, the conclusions are easily verifiable.

Among the lessons learned by SIDS during the 1980s and 1990s, was the importance of the skilled professional, and how easy they move and how costly it is to replace them, forcing countries to obtain services externally. The ongoing disproportionate granting of, and recruitment of professionals from SIDS, to meet demands in OECD countries is increasing the vulnerability of societies. In the majority of cases, OECD countries fail or refuse to make the investment in human resources development, choosing to treat it as an externality and then subsequently choosing to meet demand by recruiting from less developed economies who made the investment in human resource development, and who are now deprived of the services of these professionals. The OECD countries justify such behavior along freedom of movement, despite it being so blatantly disproportionate to one set of the population. 

The research team strongly urges SIDS governments to collectively pursue international agreements and formulation of national legislation on rules for the recruitment of skilled professionals in order to ensure that the social investment made in the developing of professionals provide benefits to the country that made the investment. Additionally, the research team, recognizing existing comparative advantages that SIDS have in training certain categories of professionals (nurses, teachers, engineers, doctors), recommend that SIDS evaluate the feasibility of privatization of such training, which would be regarded as a new global service. 

   2.2
The Vulnerability Index

The vulnerability index was developed in the run-up of the United Nations Global Conference on the Sustainable Development of Small Island Developing States, since it was felt that it would be beneficial if vulnerability could be measured. The idea of constructing the index was first formally proposed by Malta in June 26, 1990, during the meeting of Government Experts of Island Developing Countries and Donor Countries and Organisations, held under the auspices of UNCTAD.
 When the General Assembly, at its 47th session, resolved to convene this SIDS Global Conference (A/Res/47/189 of 10 March 1993), which was subsequently held in Barbados in April 1994, the Vulnerability Index featured prominently in the Programme of Action (PoA) for the Sustainable Development of Small Island Developing States (A/CONF.167/9), which was endorsed by the General Assembly in 1994 in its resolution 49/122 of 19 December 1994.  Paragraphs 113 and 114 of the PoA called for the development of a Vulnerability Index (indices) for Small Island Developing States (SIDS) as follows:

"Small Island Developing States, in cooperation with national, regional and international organizations and research centres, should continue work on the development of vulnerability indices and other indicators that reflect the status of Small Island Developing States and integrate ecological fragility and economic vulnerability. Consideration should be given to how such an index, as well as relevant studies undertaken on Small Island Developing States by other international institutions, might be used in addition to other statistical measures as quantitative indicators of fragility.”       

"Appropriate expertise should continue to be utilized in the development, compilation and updating of the vulnerability index. Such expertise could include scholars and representatives of international organizations that have at their disposal the data required to compile the vulnerability index. Relevant international organizations are invited to contribute to the development of the index. In addition, it is recommended that the work currently under way in the United Nations system on the elaboration of sustainable development indicators should take into account proposals on the vulnerability index." 

In 1996, the Commission on Sustainable Development called on "the relevant bodies of the United Nations system to accord priority to the development of the index". Subsequently, in 1997, the Department of Economic and Social Affairs engaged two consultants
, one to develop an economic vulnerability index and the other to develop an ecological vulnerability index.  The Department also convened an ad hoc expert group to review the technical work of the consultants and to make appropriate recommendations. The meeting, held at the UN headquarters in December 1997, concluded that, “Judging from the results of a number of studies using a diversity of approaches, in particular, two reports of the Commonwealth Secretariat, the report of UNCTAD and the reports of consultants that were submitted to the meeting, the group concluded that, “…as a group, small island developing States are more vulnerable than other groups of developing countries.” (A/53/65 - E/1998/5).

2.3
Vulnerability and Economic Underdevelopment

It should be emphasized at the outset that vulnerability is not the same thing as poverty or economic underdevelopment. There are a number of SIDS - Singapore, Cyprus and Malta – that are prime examples of SIDS which are very economically vulnerable, but have managed to generate high income per capita in spite of conditions. It is argued in this paper that it is possible for SIDS to build up their own resilience against vulnerability and a number of proposals will be made in this regard. 

Indicators of economic underdevelopment should be clearly distinguished from those purporting to measure vulnerability. The former are generally based on income per capita, sometimes augmented by social or quality-of-life variables, such as education and health, or by economic-structure variables, such as the relative size of the agricultural sector.  It may be argued, however, that economic underdevelopment may be associated with the limited ability to manage vulnerability and to enhance resilience. 

2.4 Present Status of SIDS Vulnerability

In the opinion of the research team, during the decade of the 1990s, SIDS became more economically vulnerable. Based on the methodologies developed for the measure of economic vulnerability, SIDS will have new tools, recently developed to assess, on an ongoing basis, environmental and economic vulnerability. While some SIDS may have reduced environmental vulnerability through new policies and legislation, and others may have attracted meaningful levels of FDI to help diversify economies and lessen economic vulnerability, overall, SIDS have become more vulnerable, especially when global climate change and sea level rise is brought into consideration.  

This finding is consistent with that of the Commonwealth Secretariat/World Bank Joint Task Force report (2000), which states that small states share a number of development challenges that result in them being, ”especially vulnerable to external events including natural disaster; that cause high volatility in national incomes; many of them are facing an uncertain and difficult economic transition to a changing world regime; and they suffer from limited capacity in the public and private sectors
.”
The research team identified the following as indicators of trends that are leading to increased economic vulnerability on the part of SIDS factors  -- greater exposure to globalization trends as a result of WTO regime of tariff reduction and other WTO rules, growing indebtedness, steady depletion of natural resources (minerals, forest, freshwater, fish stocks); reduced possibilities in diversifying the economy; reduction in donor assistance; growing dependence on tourism; continued designation of per capita income as the principal determinant of development assistance benefits; slow incorporation of ICT; the pending loss of lucrative historical markets without clearly elaborated strategies as to how to minimize loss of revenue and employment; failure on the part of the international community to act on climate change during the decade of the 1990s, when economic expansion was at its historical highest level and development aid was reduced the most in history.

As a result, SIDS will have to divert resources intended for social investment into addressing climate change and sea level rise caused not by SIDS but by the richest countries on the planet. For example, in the Maldives, as a result of rising sea level and the threat posed to the population, they have had to divert Japanese assistance originally intended to support educational infrastructure (building schools, ICT,) into construction of coastal defense structures around the capital, Male - cost of the structures, US$4000 per metre.  

The social vulnerability changes in SIDS can be explained in terms of the ongoing loss of experienced skilled professionals to larger countries; growing population and changing consumption patterns; increasing levels of unemployment and under-employment; growing dependence on food import to meet domestic needs; limited progress in developing and deploying science and technology to addressing the common development challenges; rising criminal activity and drug use, loss of social cohesion and cultural values and practices.

Ecological degradation continued during the decade making SIDS environment more vulnerable to irreversible damage. Such damage would significantly reduce environmental services and opportunities for livelihoods/employment. There is, however, growing awareness of some environmental problems such as pollution of fresh water; coastal and marine pollution; loss of biodiversity; loss of soil fertility and deforestation. However, there is less awareness of the growing shipments of toxic material including nuclear waste, through SIDS ocean space; or the rising temperature of the ocean and the bleaching of our most valuable natural resource - the coral reefs; and the more frequent occurrences of natural disasters and destructive weather systems, e.g., El Nino/La Nina or global warming that are likely to cause severe ecological damage to critical ecosystems that are the basis of the tourism and fisheries industries. The population, however, continues looking to and, is dependent on the government to take the necessary actions.

CHAPTER 3

GOVERNMENT AND GOVERNANCE

3.0
GOVERNMENT AND GOVERNANCE 

The responsibility for leadership to reverse the current trend of growing vulnerability falls squarely in the domain of government. A major challenge will be resolving the conflicting advice and requirements regarding the role of government and its corresponding size and structure.  For example, on one side, governments of SIDS are being urged to: implement decentralization; reduce the size of the public sector; adopt the Agenda 21 principles of citizenry participation and consultation; and effectively participate in and fulfill reporting requirements under international agreements either linked to the rapid pace of globalization or environmental degradation.

Additionally, international agreements on trade call on SIDS to take certain policy decisions that are very likely to negatively impact revenues for the public sector and subsequent social investment, for example, the WTO requirement to reduce tariffs on imports in order to facilitate free flow of trade. In industrialized and industrializing countries, tariffs are a possible mechanism for protecting domestic industry and negatively impact on free trade.  In SIDS, there are a very limited number of domestic industries and tariffs which are the principal means of sheltering them from injuries of increased imports and collecting revenue for the public sector.

It is imperative in the opinion of the research team that the State takes on certain economic activities in its partnerships with the private sector and civil society organizations in order to reduce vulnerability. For example, in some SIDS, only the State is capable of bulk purchasing to ensure the regularity and quality of the supply of staples and other basic commodities.  In this regard, the activities of State enterprises should not be considered to be necessarily trade distortive.

Case evidence confirms that despite the growing recognition that the development challenge is different and more difficult because of the peculiarities of SIDS, this is seldom taken into account when donors or international organizations enter into agreements.  For example SIDS are being advised to privatize their relatively small utilities (water, electricity, and communications). As a number of Caribbean SIDS are finding out, this advice is resulting in escalating costs of utilities.  In the case of electrical energy, increases in costs have resulted in significant loss of textile jobs to countries with cheaper energy. High energy costs usually correlates with low wages. The question that arises is, given the unique nature of the electricity sector in SIDS, was a model developed for the UK the most appropriate for SIDS? Was there ever any serious analysis done before this model was recommended to SIDS, as the means of mobilizing investments for electricity generation?

As development assistance becomes less available and comes with more conditionalities, conditionalities that represent donors’ perspectives on what should be the way SIDS pursue development, the international donor community can be expected to attempt to get SIDS to accept as part of new agreements, advice on economic structure, structure of the public sector as well as privatization.  SIDS need to devote more resources to analysing and evaluating the appropriateness of these prescriptions within the context as to whether it will make them more or less vulnerable, or reduce resilience.  Consider the case of food security.  The vast majority of resources devoted to agriculture in SIDS is directed at the production of commodity crops (sugar, bananas, copra, coffee), a legacy of the colonial history and products for which the unit value continues to decline as once lucrative preferential agreements get dismantled by the coming into force of WTO agreements. The dismantling of these historical agreements without implementing alternatives is resulting in increased vulnerability of farmers and their households.  The current strategy for food security is for SIDS to depend on the international market, a market where ironically, the WTO is seeking to lower tariffs on imported food into SIDS.  Is this desire on the part of the WTO beneficial to SIDS, and will it lead to improved food security?

Reducing the overall vulnerability of SIDS will require governments to aggressively contest external advice and conditionalities that would reduce opportunities for exports/import substitution based on indigenous resources, for example, renewable energy.  The research team concluded that given the capabilities of the private sector in most of SIDS, the minimal flow of FDI which is strongly linked to the perceived vulnerability of SIDS, the limited market infrastructure in place that does not yet allow effective and efficient operation of market forces, governments will have to play a greater, not reduced, role to lessen the growing vulnerability of SIDS.  This opinion is not consistent with the prevailing ideas of donors and international development organizations as to the size, structure and function of government.

Reducing environmental vulnerability will require provision of the necessary social, educational and economic support for the protection of natural resources on which all development is predicated in SIDS.  In small societies, especially where the domestic sector is weak and undeveloped, the role of Government must, of necessity, be more interventionist than it would be in large and more developed economies. However, the need to rationalize public expenditure in a situation of chronic budgetary deficits, to improve the quality of public goods and services and to control increasing demand for such goods and services, has brought into question the capacity of Government to continue to serve as the main and direct providers. 

The engagement of the Governments of many SIDS, especially those in the Caribbean, in the range of functions that now exist, has its genesis in colonial history. The transition from colonial administration to Self-Government and finally to political Independence heightened the consciousness of community leaders as to the social responsibility of Government to provide basic services to a highly dependent population. Furthermore, the collapse of the plantation economy left an extremely vulnerable and disorganized private sector dependent on protected markets, import trading and various forms of Government intervention.

Unlike other countries, the Caribbean region did not have the advantage of significant industrial progress before entering into a fully democratic and liberal system of governance. It is not surprising therefore, that in many SIDS, Governments have had to assume a role beyond that of regulator, to the point where their influence dominates every aspect of social and economic life and government derives its revenues from tariffs on trade.

Government, the research team concluded, has a significant role to play and that the small size of SIDS makes the role larger, relative to the situation in other countries.  A major challenge of government as it seeks to reduce national vulnerability, will be increasing the efficiency and effectiveness of government. Government will have to do a better job of differentiating causes and symptoms, identifying linkages and optimizing the potential returns on limited investment resources.   The framework for achieving much of this is detailed in the Barbados Plan of Action. Unfortunately, as stated in the words of the UN Secretary General at the Special session on SIDS in 1999, limited capacity and resources has significantly hindered progress in implementing the BPOA by SIDS.  SIDS need to give serious consideration to developing a partnership with donors to address this as a matter of urgency. 

Getting the policy right is proving to be very difficult. Policies being formulated seem to attract investment in one sector, tourism.  Instead of economic diversification, the agreed-on approach for reducing vulnerability in SIDS, in actuality, SIDS are fast becoming tourism dominant economies with very little to supplement or take the shocks in case of negative downturns or during periods of economic difficulty. As SIDS economic future becomes disproportionately more tourism-focused, vulnerability increases. 

Notwithstanding the general current towards leaner and meaner administrative structures, economic liberalisation and an increasing concern for the environment is bringing with it an increased requirement for regulatory activity. Equally, the strong pressure towards consumer-oriented services is leading to requirements for more, not less government, with an emphasis on transparency rather than size. While this role for government may run contrary to the prevailing DAC ideas on development, there is no market force available, nor emerging, to play an expanded role in reducing vulnerability. 

CHAPTER 4

RECOMMENDATIONS FOR VULNERABILITY MANAGEMENT

4.0 INTRODUCTION 

In an era of rapid change in the international economy - the redirection of investment flows away from primary producing activities, the quick outflow of capital from troubled markets (for example, the South East Asia financial crisis of the late 1990s), the adjustment to external shocks - the management of vulnerability is very challenging to SIDS.  The research team concludes that the fundamental principles to guide the management of reduction in national vulnerability of SIDS is to: 

a) minimize the risks from external shocks and

b) maximize the environmental, economic, and social resilience. 

Both require that SIDS engage the changing international economy on terms that facilitate their sustainability and viability in the emergent global systems for economic development and environmental protection.  To maximize resilience, SIDS must develop and implement the appropriate strategies to diversify and differentiate their economies so as to harness the full potential of their human and natural resources (particularly the oceans and renewable energy resources) to tap more dynamic markets than they have traditionally done, while simultaneously protecting the natural resources and critical ecosystems from negative unintended consequences, and keeping their skilled professionals from migrating.

The recommendations are therefore directed foremost at government, but also international and regional development assistance organizations, as well as donors. The recommended actions are at three levels the national, regional and inter-regional, and international. Given the structure of most government systems the actions are presented by sectors:

4.1 MANAGING VULNERABILITY 

4.1.1
Energy

The research team confirms that energy has long been and remains a major Achilles heel of SIDS economic development ambitions and plans. As the research report confirms, energy shocks are among the most frequent and disruptive external shocks experienced by SIDS. The volatile nature of the global energy market in relatively short periods derailed economic growth and fueled inflation in many SIDS. They have also been responsible for causing costly episodes of popular social unrest.  A significant portion of the external indebtedness of SIDS during the 1970s and 1980s was a result of petroleum volatility. Indebtedness today, manifests itself in less than desirable credit ratings and higher cost of borrowing externally, requiring a significant portion of foreign exchange earnings to service debt. 

SIDS have as great an endowment of renewable energy resources as any other country.   As shown in the research findings, energy imports give rise to substantial foreign exchange outflows. As the research team concludes, reducing dependence on petroleum through the development of renewable energy and efficient use of energy would reduce vulnerability in SIDS. 

Global warming and associated climate change and sea level rise, the research team points out, is going to increase SIDS vulnerability in the majority of cases. The emissions responsible for changing the atmospheric chemical composition that drives global warming is the waste product from the use of petroleum to provide energy.  SIDS, therefore, have a double vested interest in developing renewable energy. The governments and people of SIDS need to become educated about the importance and the relationship of these two issues – renewable energy and climate change – and then to put in place capacity and mechanisms to undertake collective research, development and commercial demonstration of renewable energy systems (the team recognizes that the only way to overcome the limited financial and science and technology capacity is through cooperation).  

Buildings which can be designed and constructed that could generate their own energy are seldom encouraged by energy policies, and seldom is the agricultural sector considered when making energy policy, despite the fact that many agricultural activities have the potential to provide energy. Additionally, imported energy is used at low efficiency, as there is little emphasis or policies on the efficient use of energy.  The public sector has had difficulty in developing integrated policies for the energy sector to be linked with the rest of the economy - but such policies are at the core of sustainable development planning. 

Sustainable energy services are the foundation of sustainable development. SIDS need to significantly increase commitment to training energy professionals. Few of the tertiary institutions in SIDS offer graduate programs or adequate research in the areas of energy management or renewable energy development.

The existing capacity in SIDS is often limited to petroleum distribution management and electricity generation. This limited capacity has resulted in great dependency on foreign experts. The size of the energy systems in SIDS are so small that those norms that apply in larger countries may not apply in SIDS. Consequently, in the majority of SIDS, energy policies, where they exist, seldom have synergistic linkages with other sectors, so opportunities to generate energy as part of providing sound sewage treatment or waste management are not considered.  Continuation of business as usual will make SIDS even more vulnerable societies. 

4.1.1.1
Recommendations

Recommendations  #1:
National level – Assess the need for the establishment of a national energy advisory committee  

Assess feasibility of establishing a national advisory mechanism to help government in developing policies for regulation of the energy sector; for increased efficiency in the use of imported energy; catalyze the development of renewable energy resources; and evaluating options for the more energy efficient public transportation. 

Recommendation # 2:
Regional level – Feasibility of using regional development banks as facilitators for technology transfer. 

Evaluate the feasibility of using regional development banks to facilitate the transfer of technology for the efficient provision of energy services. This is even more important than before as the bigger development banks including The World Bank are no longer making energy loans.

Recommendation #3:

Inter-regional level – Feasibility of ICT-based inter-regional energy graduate and specialized training and research program. 
Evaluate the feasibility with a view to initiate action for the establishment of a graduate training and research program in energy management and renewable energy development, where appropriate. Also, establish diploma and certificate courses via ICT-based distance education as partnerships between regional universities and community colleges. A working group of energy professionals and colleagues from academia could be tasked to undertake this. 

Recommendation # 4:
 Inter-regional level – Undertake a study to review the impacts of privatization on the character of electricity generation and distribution.

It is recommended to review the impacts of privatization on the character of electricity generation and distribution, specifically to determine if this leads to improved reliability and efficient generation and distribution to the benefit of the consumer and whether it is conducive towards the development of environmentally sound forms of energy.

Recommendation # 5: 
International level – Evaluate feasibility of an international SIDS Investment Fund to finance investments in energy efficiency and renewable energy. 

Evaluate the feasibility of setting up an international investment fund for SIDS to provide capital. Each energy loan should always include a percentage for capacity building and support for research and development. Simultaneously, with accessing the viability, SIDS governments should be actively promoting increased investments in renewable energy and efficient end user technologies. Government should actively promote partnerships between SIDS-based energy companies.

4.1.2
Trade

Based on the key issues in the area of trade, the research team makes the following recommendations considered essential in addressing trade induced economic, social and environmental vulnerability: 

4.1.2.1
Recommendations 

Recommendation #1:

Inter-regional level – Evaluate the viability and requirements for a common approach and capacity to the WTO negotiations. 

Special considerations will mostly be corrective action, as SIDS that were outside the multilateral trading systems when the negotiations were at the Uruguay Round, did not secure any real special consideration. As there is strong resistance by some WTO members to providing special treatment for Small economies, SIDS will have to make a very good case. This will require very effective collaboration among SIDS. This will necessitate discrediting the terribly flawed per capita income index that is the basis for negotiation on special considerations, and effective use of the indices that monitor vulnerability. 

Whereas the Governments of SIDS have weak institutional capacity, it is proposed that serious consideration be given to the establishment of an inter-regional negotiating team to handle the ongoing WTO negotiations including the IPRs. The team would essentially be a technical network of SIDS trade and international negotiators. It could be part of TCDC (Technical Cooperation among Developing Countries) helping to improve technical analysis and strengthening of negotiating skills for participation in WTO negotiations.  This appropriately resourced mechanism would be along the lines of what is now supported by the Commonwealth Secretariat in Geneva.

Among the special provisions that SIDS should pursue are:

· Preventing excessive tariff reduction – SIDS by nature of their economy, rely heavily on taxes on international trade to generate revenue. The WTO’s effort to achieve extensive tariff reduction could, in the opinion of the research team, cause budget deficits. The WTO needs to be convinced of the necessity of granting more flexibility to SIDS with regard to their tariff liberalization.  In the forthcoming tariff negotiations, SIDS must not be required to make further commitments to reduce tariffs and to bind their tariffs beyond their trade, development and financial needs. Doing so would further increase economic stress and vulnerability.

· Holiday from the non-subsidy ruling in key sectors with new investment and the development of new industries to meet the internal needs in critical areas such as energy, potable water, fisheries and food processing. Justification of such a position would be based on the diseconomies of small scale, the dependence on imported technology and finance, the export concentration in single products and over-dependence on specific overseas markets make the SIDS vulnerable to international trade shocks.

Large economies like the EU and US are allowed to keep subsidy scheme based on arguing that it is necessary to protect the economically vulnerable workers (primarily in the agricultural sector).  SIDS, being price-takers cannot influence the international prices of their exports to their advantage.  They have to face wide fluctuation in prices accompanied by high inflation, volatile exchange rates and trade deficits.  These contribute to massive losses of export earnings that are vital for their development.  The export patterns of SIDS are so narrow in terms of product coverage that their total value of exports remains insignificant in comparison with the total volume of exports of other countries hence they have little capacity to distort international trade. SIDS needs to maintain certain type of support measures that are crucial for them to pursue their economic and industrial development strategies. 

· Special Market Access - In the forthcoming WTO negotiations on market access, SIDS need to seek more favorable treatment in terms of market access for the historical exports from the vast majority of SIDS. This special market access would remain until an agreed level of FDI is achieved. SIDS traditional trading partners should assist SIDS in ensuring that there is no further loss of preferential markets, and that mechanisms are established to help SIDS make the transition to other goods and services.   Without this support there is a risk that not only these countries would be further marginalized, but also they may well jeopardize the multilateral trading system itself.

· Support for domestic industries – particularly those who are adding value to natural resources in an environmentally friendly manner and have the potential to provide sustained employment. Such industries are also most likely to be the ones on which future industries will develop helping diversification and minimizing vulnerability of SIDS economy although the WTO provides contingency measures to protect domestic industry in the event of emergency situation, these rules are complex, costly and law intensive and are therefore not easily utilized by SIDS. It is recommended that SIDS seek flexibility or policy space to be able to provide redress and/or support measures to industries important to their development strategies.

· State Trading Enterprises – SIDS are very active players in international trade depending on trade for food and most basic necessities. However, in some SIDS where domestic market size happens to be small, the private sector sometimes cannot be relied on for the import of basic commodities. Under such conditions government has to play this role. The WTO views this as trade distorting. As long as policies and laws do not exist to prevent private sector such a ruling should not be applicable in the case of SIDS.

· TRIPS – the agreement for the protection of intellectual property imposes minimum but relatively high standards of protection and enforcement of intellectual property rights (IPR) which the SIDS must follow.  The costs of adopting and implementing these IPR standards are extremely high for SIDS in financial and administrative terms. Further, the royalties on license fees payable by SIDS represent significant transfers to developed countries. It is recommended that SIDS be given assistance to strengthen their institutional and administrative capacities, both to implement their international obligations as well as to protect their own IPRs.

· International Transport – in view of their remoteness, geographical location and small size of transaction, international transportation constitutes significantly higher per unit cost than for larger countries. It is therefore recommended that the international community develop special schemes and mechanisms to mitigate transport costs to these countries.

· Insurance and Re-insurance – based on their vulnerability to natural phenomena, the cost of insurance and re-insurance to producers/investors in SIDS tend to be relatively costly. It is recommended that the international community in partnership with SIDS explore options to mitigate the impact of these costs on the price of final goods and services. 

Recommendation #2: Inter-regional level – Collaborative mechanism for exploring new export market niches.  

Identification of new market niches for SIDS, based on new or traditional products is a necessity for further development of SIDS. One major obstacle to market development is cost.  Collaboration in identification and development of new markets would reduce the cost.  SIDS could also evaluate the viability of bundling investments for purpose of project financing in order to lower transaction costs. SIDS may want to consider the establishment of an ICT-based project processing facility and finance sourcing facility to support sustainable use of natural resources. Such a mechanism is considered essential to the successful diversification of the agricultural sector in particular. 

4.1.3
Natural Resources and Environment

4.1.3.1 
Natural Resources

A UNESCO Report has stated that “more than half of the world’s population currently live within 100 kilometers of the coast, and by 2025 it is estimated that 6.3 billion people, 75% of the world’s population will live in the coastal zone, in coastal mega-cities and many living in poverty on less than two dollars a day. In the last 40 years, the demand for fish has been growing at twice the rate of population growth. Over 500 million people depend on coral reefs for food and income, yet 70% of reefs worldwide are threatened.”
 The oceans do not divide SIDS, but unites them - to paraphrase the Constitution of the Federated States of Micronesia. For all SIDS, it is perhaps the single most underutilized (and abused) resource that they possess. 

One of the defining characteristics of SIDS, apart from the ocean, is the limited natural resources endowment. The vast majority of these countries have limited arable land, used primarily for the production of agricultural commodities for export (coffee, spices, sugar, cocoa, copra). The development of this dominant form of land use has its foundation in the colonial history, where priority use of the land resources was to provide reliable sources of supply to the consumers in the mother countries.  To support crop production, training and research capacity were established on a few islands to provide effective technical support to agriculture.  Among the various islands that had gained independence, this relationship underwent significant change, and in its place came preferential trade.

Initially viewed as very beneficial (as the prices were above world markets prices), the real impact would come in the form of economic globalization and the new WTO rules on trade.   The preferential trade agreements under which SIDS was paid above world market prices reflected not generosity, but the fact that production was more costly. In an increasingly global economy, SIDS high cost of production for agricultural commodities is a major contributor to overall vulnerability. SIDS need a collective approach to the generation of new knowledge for the agricultural sector.

The current production costs of sugar, bananas, and cocoa in SIDS are well above world price. The high price of production does not include the damage to the environment, for which methodologies and tools have only recently become available. Environmental damage by agriculture includes pollution of fresh water, coastal and marine areas, loss of soil fertility as well as reduction in biological diversity. Governments in a number of SIDS continue subsidizing production of these crops for social reasons and to generate foreign exchange to pay for imports that include growing quantities of agricultural products. 

In order to achieve the above recommendation, it is further recommended that action be taken to assist SIDS in the creation of Regional Research Centers to provide research, training and information for national policy development. SIDS could greatly benefit from the development of holistic island system management and ecosystem-based management approaches at the national level, as well as the promotion of an integrated management approach through a regional oceans and seas policy. It will be necessary to ensure that SIDS have access to appropriate technology, data management systems and related research and capacity building.

4.1.3.2
Recommendations

Recommendation #1: National level – Review current land use policies to ensure consistency with sustainable utilization. 

Given the relative scarcity of land, particularly agriculturally productive land, in many instances the unequal distribution of ownership imposes a social scarcity on top of the physical scarcity.  SIDS need to formulate and enact policies and legal tools that will minimize the inappropriate use of land (including speculation).  Simultaneously, governments need to formulate incentives that encourage investment in sustainable agriculture. Conversion of agricultural lands located in vulnerable coastal areas into human settlements should not be permitted as natural disasters could easily take lives and destroy investments, which are significantly more costly than rehabilitation of agricultural lands and replanting crops. 

Recommendation #2: Inter-regional level – Enhance Mechanism for integrated agricultural and land resource management. 

As outlined earlier, SIDS must become more efficient and environmentally responsible in the ways natural resources are utilized. The research team recommends that SIDS explore new mechanisms for funding agricultural training, research and applying appropriate technology in order to develop more beneficial agricultural systems and enhance production.

Recommendation #3:  International level – Joint partnership for the sustainable development of marine resources.
It is recommended that developed country partners and international financial institutions and organizations should provide assistance for the development of special financial mechanisms or instruments to assist SIDS to build their national capacity to manage and develop their marine and coastal resources (including their fishery resources) in a sustainable manner.

4.1.3.3
Environment

With few exceptions, SIDS all have very limited water resources, and are all dependent upon rainfall and/or desalination plants. Consequently, like every other utility in SIDS, water is relatively costly and represents a constraint for development of agriculture and industry.  As SIDS populations grow, the demand for water will increase. So far, the dominant policy response has been the establishment of very costly (and which has high electrical energy requirements) desalination plants.  Conservation, efficient use and recycling are options still waiting to be evaluated. However, from a policy perspective, it is easier to go the route of issuing on the international capital market a request for proposals to produce water by desalination than for designing a programme that was based on conservation, efficient use, recycling, and putting in place the education, monitoring and enforcement regime that would increase the productivity of current water resources.  The desalination plant option is much easier to implement but increases vulnerability. 

Once the possessors of pristine ecosystems and breathless aesthetic beauty, SIDS have had to sacrifice natural capital in order to generate economic resources. Also being sacrificed is the less visible chemical composition of the soil, coast, ocean, and fresh water. Chemical pollutants imported for agriculture, industry, transportation, health services, and households, is now a growing source of pollution. The ecosystems that make SIDS a desirable place for tourism are also very fragile. Continued pollution from sewage, solid waste and chemicals will have negative long-term effects on the environment and, overtime, will result in reduced capacity to provide environmental and economic services for the country. Degradation of critical ecosystems like coral reefs, mangrove forest and seagrass will reduce the natural defenses of the coast, increasing the potential of erosion from hurricanes and storms.

The small size of SIDS results in the vast majority of the population living in coastal cities, towns, and villages. The ease of access to ports and the heavy dependence on trade has resulted in populations living in areas that are prone to natural disasters such as hurricanes/cyclones. The low elevation also make the population vulnerable to vector borne diseases associated with water logged conditions (dengue, malaria). 

The IPCC noted in it’s Third Assessment Report (IPCC, 2001)
 that Small Island States are in fact likely to be among the countries and communities most adversely affected by climate change as a result of their small size, economic dependence on a limited number of natural resource based sectors (particularly agriculture, tourism and extractive industries), and limited human and financial capacities. The IPCC report also points out that most small island countries are already extremely vulnerable to a range of natural hazards and to variations in oceanic and atmospheric conditions. 

The IPCC further notes that while the severity of the threat will vary regionally, sea-level rise of the magnitude currently projected (i.e. 5 mm yr –1,with a range of 2-9 mm yr-1), is expected to have disproportionately great effects on the economic and social development of many small island states. Coastal land loss is already projected to have widespread adverse consequences. Indeed, it is argued that land loss from sea-level rise especially on the low limestone islands, is likely to be of a magnitude which would disrupt virtually all economic and social sectors. This in turn will increase the vulnerability of coastal environments by reducing natural resilience and increasing the cost of adaptation.

The likely negative impact on tourism, water resources availability, and food supplies represent significant new threats to SIDS continued viability. The reducing national vulnerability will be quite costly based on the experience of the Maldives and other SIDS that have recently had to implement the equivalent of climate change adaptation measures to protect vulnerable populations and valuable infrastructure. This increased level of vulnerability has already resulted in SIDS having one of the highest property insurance cost structure.

4.1.3.4
Recommendations

Recommendation #1: 
National level – Establish the capacity to provide advice and guidance to government in integrated resource management  

Establishment of an inter-disciplinary inter-sectoral committee to address natural resources integrated management, deforestation, and land degradation and waste management issues in a holistic manner.

Recommendation #2: 
National level – Increase public education and institutionalize in the form of education curriculum, environmental protection and proper management of natural resources.  

Government and civil society groups need to undertake public education activities; modification of primary and secondary school curricula to ensure that social norms and practices that exert negative impacts on the ecosystem are discontinued. Curriculum development and teacher training could be pursued in a collective manner utilizing ICT. 

Recommendation #3: Inter-regional level – Establish a participatory project investment fund 

Special funding facilities that would provide investments for projects that take participatory approaches to solving utility supply problems (water, communications, sewage, electricity). 

Recommendation #4:

Inter-regional level – Establish a task force to evaluate the current level of food security and make recommendations as to improvement with particular emphasis on the influence of climate change. 

External dependence on food may, under present economic levels and technology, be unavoidable; dependence on imported energy is not unavoidable. What definitely should be avoided is external dependence on both food and energy. Disruptions of earnings by the few categories of foreign exchange earners (fisheries, tourism), and a government would have a serious problem with the limited availability of resources to import food and energy. Such problems usually lead to the IMF. 

Recommendation #5:

Inter-regional level – Greater participation in the global environmental negotiations. 

SIDS needs to explore mechanisms for improving participation in the global environmental conventions, particularly in the UNFCCC to ensure no repetition of the WTO situation. SIDS are facing costly adaptation measures that will result in changing priorities in order to address negative impacts of climate change. However, part of the cost of adaptation is being provided by the countries responsible for the problem through the COP; the governments of SIDS are urged to ensure that they participate effectively as a group in order to make sure that the serious vulnerability concerns of SIDS are addressed during the negotiations, particularly on issues related to technology development and transfer.  SIDS should also look at the TCDC mechanism as another means through which technology, development and cooperation in areas such as OTEC, anaerobic fermentation, and marine-based pharmaceuticals and mariculture could be pursued.

4.1.4 
Natural Disaster Mitigation and Preparedness

In most SIDS there is a strong dependence on agriculture, fisheries and tourism sectors, which makes them particularly vulnerable to external influences such as those associated with environmental hazards, cyclones, droughts, plant and animal diseases, some of which are exacerbated by man’s actions, including land degradation, deforestation and global warming.

Whilst hazards are inevitable, and the elimination of all risks impossible, there are many technical measures, traditional practices, and public experience that can help SIDS reduce their vulnerability and build their resilience to such hazards. A key factor is the capacity of SIDS to develop and use risk management programs. Small island developing states are prone to extremely damaging natural disasters, primarily in the form of cyclones, volcanic eruptions and earthquakes. In some islands, the range of these disasters includes storm surges, landslides, extended droughts and extensive floods. A recent study by the former Office of the United Nations Disaster Relief Coordinator (currently the Department of Humanitarian Affairs of the United Nations Secretariat) has shown that at least 13 of the 25 most disaster-prone countries are Small Island developing States. Due to climate change, such events, including drought, are perceived to and projected to occur with increasing frequency and intensity in the future. 

For countries affected by such natural disasters, those particular characteristics mean that the economic, social and environmental consequences are long-lasting and that the costs of rehabilitation are high as a percentage of gross national product (GNP). For similar reasons, the impact of oil-spills and other environmental disasters can also be severe. The frequency and unpredictability in the occurrence of natural disasters seriously undermines the capacity of SIDS to achieve sustainable development. Specifically they exacerbate the vulnerability of the natural environment and infrastructure of these countries, and constrain their efforts at preserving their economic viability and insurability.
4.1.4.1.
Recommendations

Recommendations:  National Level – Implementation of the following actions:

· Develop and implement an integrated approach to vulnerability reduction in key sectors, particularly agriculture, tourism and fisheries.

· Sustainable development planning, including physical planning at the local and national levels, establishing and utilizing better tools such as Geological Information System (GIS).

· Increased use of financial instruments and incentives for risk reduction.

· Initiate and review legislation, planning, building and development standards and codes.

· Proactive and participatory approaches, including incremental development, to achieve better planning, building and development.

· Improve public education and awareness and enforcement.

· Strengthen capacity and realize better use of existing resources to achieve the above.

· Review present system of donor coordination to improve effectiveness, and minimize duplication.

Recommendations: Regional Level - Increasing inter-regional cooperation in order to:

· Strengthen regional networks for emergency preparedness, including GIS Hazard Mapping, up-to-date weather information, and early warning and emergency response systems. 

· Implement regional approaches to disaster management, including coordinated responses, emergency relief funds and other potential cooperation mechanisms to face natural disasters.

· Facilitate inter-regional information exchange, including on regional policy initiatives such as Pacific CHARM and C-DERA from the Caribbean, capacity building, model legislation, and planning and building standards.

· Operationalizing of the environmental vulnerability index and other indicators to help measure and assess SIDS vulnerability to hazards.

Recommendations:  International Level 

· Encourage international donor assistance to local communities and appropriate national and regional organizations of SIDS, to support efforts in comprehensive hazard and risk management, disaster prevention, mitigation and preparedness and to help relieve the consequences of disasters, extreme weather events and other emergencies.

· Encourage international ratification and enforcement of agreements aimed at reducing man’s impact on the environment and climate.

· Encourage the establishment of a special fund to help finance disaster mitigation and preparedness and response activities in SIDS

4.1.5
Investment 

In light of their small size and vulnerability SIDS do not easily attract direct foreign investment in a competitive profit-maximizing environment. Furthermore, multilateral financial institutions do not provide loans to many SIDS because of issues of credit worthiness. In order to address the less than desirable current situation the following should be major obstacles to foreign investment in SIDS is the perception of economic vulnerability as a result of:

4.1.5.1
Recommendations

Recommendation #1: National – developing an enabling environment for FDI.

SIDS need to implement appropriate actions to improve their internal investment climate including simplification of administrative arrangement. Consideration should be given to the establishment of a facility that allows SIDS to exchange policy information and information on best practices and to develop the monitoring and evaluation capacity to help keep government abreast of the consequences of interventions

Recommendation #2: Inter-regional level – development of a policy exchange facility for FDI.

One of the basic requirements for attracting FDI is getting the policy and social environment right. The research team thinks that a facility should be established to allow SIDS to exchange policy information and subsequently develop the monitoring and evaluation capacity to help governments keep abreast of the consequences of interventions.

Recommendation #3: Inter-regional level – establish of a regional mechanism consisting of the private sector, government and NGOs to provide oversight of the financial sector. 
Consideration by SIDS governments and private sector of the establishment of a mechanism for oversight of the financial sector by financial professionals from SIDS. The relative infancy of the financial sector makes it prone to policy and reporting weaknesses. In a number of developing countries, including SIDS, the financial sector weakness has resulted in significant negative unintended consequences on the national economy and public confidence. The research team’s recommendation is that SIDS assesses the potential benefits of such a mechanism as part of reducing economic vulnerability. 

Recommendation #4: International level - petition for waiver on constraints on investment incentives.

The current WTO constraints on investment incentives do not allow SIDS the flexibility to use incentives to attract investments. Given the difficulties in these areas and the critical need for FDI, the WTO should be asked to allow SIDS exemption. 

Recommendation #5: International level – pursue understanding with multilateral financial institutions as to SIDS special status. 

It is essential that the multilateral financial institutions recognize the special situation of SIDS and adopt a broader set of criteria, i.e., in addition to GNP per capita for eligibility for access to concessional financing.

4.1.6 
Cross Cutting Issues

4.1.6.1 
Planning

A principal explanation for the less than desired performance on the part of the SIDS governments is failure to plan, despite expenditure of significant resources on consultants, predominantly foreign experts.  The research team argues, that where they exist, the failures in development planning processes are not because of the level of state intervention but because of their inappropriate design, reactive and prescriptive nature and in not allowing for popular participation. While participation is considered essential, in practice it requires investment of time and resources. 

Many SIDS do not have development planning systems. Integrated environmental/resource use planning systems provide the means for integrating economic, social and environmental considerations for sustainable development. Strategic policy development in Tourism, Water Management, Economic and Social development, urban management, waste management, land degradation, climate change and biodiversity – invariably note the benefits of planning systems to enable implementation, mitigation and coordination.

As SIDS have limited ability to absorb natural and human induced shocks, and limited resources, strategic assessment and forward planning of land use and development provides an effective and efficient means to address vulnerability. Planning systems provide the framework for pro-active measures as well as the vehicle for mainstreaming environment into economic development pursuits, the multi-use of data, provision of consistent guidance and early participation of the community. They provide the means for instituting confidence in decision-making, certainty in processes and security in ‘investment’ all essential for sustainable investment and environmental management.

Successful planning begins with institutional capacity that is dependent on the capabilities and motivation of the professionals, which in turn is a function of the training, education system and human resources development strategy. 

Minimizing exposure to external shocks in SIDS, the research team concludes, starts with addressing the problems of poor communities that are very strongly linked to:

· inappropriate development strategies employed in the past; 

· lack of competitiveness of many SIDS;

· economic restructuring policies which have been implemented without due regard to social or environmental impact, and which have increased overall national vulnerability as a result; and the

· Inability of many Governments to sustain public expenditure to realize development objectives (education, and basic social infrastructure) due primarily to shortfalls in revenue -- resulting from reduced demand/declining prices for commodities, reduction in tourism arrivals, etc.  

The single most important action on the part of government to improve planning is to undertake comprehensive capacity building. The importance of capacity building has been emphasized in the Commonwealth Secretariat/World Bank Task Force report (2000). Limited capacity has also been cited as one of the principal reasons responsible for the slow progress with the implementation of the BPOA. The Global Environmental Facility (GEF), in partnership with the UNDP, has devoted special attention to the capacity needs at the individual, institutional and systemic levels needed in SIDS for implementation of the global environmental conventions. 

4.1.6.2
Recommendations

Recommendation # 1: National level – Provide support to institute or enhance development resource use planning systems.

Planning systems need to be pro-active (able to ‘map’ out opportunities), flexible, cost-efficient and tailored to the specific needs, geo-physical and political characteristics of SIDS. Models for adaptation, adoption of reference should be generated to enable national governments a choice in the means of and type of institution.

Planning systems should incorporate means for: forward and post development assessment/management; policy, guideline and criteria development, integrated administration, integrated use and characterization of data; also be used as a means to institute the “user pays principle” to address hidden costs and leakages of financial multipliers that result from development/investment.

Recommendation # 2: 
National level – Undertake an evaluation of the present institutional framework with regards to improving donor relations.

Redefining the institutional framework of the government/donor relationship to make planning, implementation, monitoring and evaluation more efficient.   The number of meetings and managing donor relations was a major complaint of professionals in governments, with claims that it is a significant contributor to inefficiency.  Reorganization of the institutional framework to be consistent with the principles of sustainable development in the view of the research team should lead to increased efficiency.  Exploring the possibility of getting donors to coordinate assistance focused on key areas rather than individual projects would also significantly increase the efficiency. 

Recommendation # 3:
National level – Institutionalize public participation in national planning activities.

That the governments of SIDS should institutionalize the practice of involving local participation in planning and design and implementation of capacity-building initiatives in order to make them more relevant and effective.

Recommendation # 4:  Inter-regional level – Establish an inter-regional task force to look at current focus of academic training and research at the UWI, University of Mauritius, University of PNG, University of Malta and the USP and how relevant is the current curricula to the knowledge and skills requirements of the graduates who will, in the future, be providing professional expertise to SIDS

The major question confronting SIDS is where to begin and how to proceed with capacity building at the different levels. SIDS as a group of countries have two regional tertiary institutions established prior to independence to provide the needed skills to maintain effective functioning of the countries based on criteria laid down by the colonial rulers. To a large extent the disciplines, subject matter and research has changed marginally over time at best with regards to the training of professionals to take leadership roles in the area of sustainable development. 

To the extent that this accurately describes the present situation in the key educational institutions, the governments of SIDS will have to institute changes so, over time, the focus of these principal tertiary institutions are demand driven, i.e., responding to the challenges instead of merely continuing teaching areas from the past. Without change, the tertiary institutions would not be producing the professionals (quantity and quality) needed to address the challenges. Making SIDS dependent on non-SIDS experts who are very costly adds to SIDS vulnerability. The research team recommends that governments in SIDS establish a inter-regional task force to look at the current focus of academic training and research at the UWI and the USP and how relevant is the current curricula to the knowledge and skills requirement of the graduates who will provide professional expertise. 

Recommendation #5:
 Inter-regional level – Examine the feasibility of a SIDS collective approach to tertiary education and the development of SIDS relevant core curricula for primary and secondary education

Based on the finding on education relevance, start evaluating the feasibility of a SIDS collective approach to tertiary education, and the development of a SIDS relevant core curriculum for primary and secondary education. Among key areas for tertiary education, curricula should give greater focus, include coastal zone management, marine resources management, fisheries, energy management, climate change, and environmental law. Additionally, specialized skills in areas such a negotiations, conflict resolutions, project cycle management, information and data management, and use of vulnerability tools should be integrated into human resource development strategies.  

The feasibility evaluation exercise should look at the role that information and communication technologies could play in facilitating cost-effective delivery of curricula and fostering research networks. 

Recommendation #6:
 Inter-regional level – Undertake an evaluation of present national development planning to see if it is structurally biased towards increasing vulnerability

Actively reducing the growing vulnerability requires departure from the existing process that in the majority of cases is predominantly sectoral, has limited participation, a short time horizon, and is very dependent on foreign expertise.

Reducing vulnerability requires a planning process that is integrated, synergistic, holistic, participatory, long-term, with clear goals with outcomes and monitoring systems. These planning principles are the foundation of sustainable development and are accepted by SIDS in the form of the 1994 Barbados Plan of Action for Sustainable Development of SIDS. 

Recommendation #7:
 Inter-regional level – Donor support to finalize work on vulnerability index  

As pointed out previously, monitoring has been a weak area in the planning process of SIDS. The research team recommends that SIDS work with donors to finalize the work on indices (economic, environmental and social) so that they can be used to improve the planning process. Availability of the tools must, however, be complemented by effective data and information collection systems in the countries to ensure usefulness of the indices. 

Recommendation #8: Inter-regional level – Evaluating a possible mechanism of a SIDS Skills Bank to help address professional capacity needs. 

Given the continued anticipated loss of professionals to better salaries and incentives in richer economies, SIDS will have to put in place mechanisms to share and develop professionals in the key areas in order to ensure the availability of skills. In order to address retention, SIDS governments should evaluate the feasibility of establishing a Skills Bank of SIDS professionals, using possibly the infrastructure of UN-DESA SIDSnet.  The skills bank would also provide governments with a practical mechanism for sharing developmental experiences across SIDS and a ready source of experienced professionals to assist with planning, implementation, evaluation and monitoring of policy and provide technical support to negotiations (trade, donor assistance, environment, oceans). SIDS professionals, approved by their countries to participate, would have the opportunities to supplement income while working with and interacting with other SIDS professional on similar challenges.  The inter-regional team from Recommendation 2 (above) could also be tasked with evaluating the feasibility of the skills bank, including how such a mechanism would mobilize the needed resources. 

Recommendation #9:
  National level – Improving data collection mechanisms to provide relevant information to support planning 

A key requirement for sound planning is the collection of consistent information and data. In the majority of SIDS, the available information is not adequate to support sound planning. It is therefore recommended that government, using the vulnerability indices tools (economic and environmental) and other monitoring mechanisms, identify the most critical data and information and then put in place the needed mechanisms for collection and processing and dissemination. The systemic collection of information is critical in managing vulnerability that requires monitoring the response to policy interventions. 

4.1.7
Human Resources Development

The most important resources in SIDS are the people with their skills and creative imagination.  The development of their capabilities is an essential prerequisite for SIDS to become internationally competitive in high value-added services.  It is therefore imperative that education receives the highest priority in the SIDS strategy to manage their vulnerabilities. Traditional curricula will have to be modified to expose and sensitize students to the challenges faced by SIDS in general, as well as their concrete expressions in particular islands.

Once again, the need for capacity building in SIDS presents itself, in this instance, in the education and research institutions.  Further, efforts should be addressed at all levels of the education system so as to begin the process of sensitization to vulnerabilities among children as well as to educate and train technical persons at the tertiary level.

Human resource development and capacity building underpin all aspects of human endeavor and are fundamental requirements for ensuring sustainability in SIDS. Indeed, the acquisition of appropriate skills and technologies constitute an essential part of the process of building the resilience needed to reduce vulnerability to global threats, whether natural, economic, social or political. 

The decade of the 1990s saw the maturation and wide scale deployment across the developed countries new technologies for information management and communication. The wide-scale use of information and communication technologies (ICTs) was made possible by the use of computers and communication that ushered in the Internet.  While use of ICT is now regarded as standard operating procedures for businesses, government and civil society groups in the developed countries, this is just becoming the situation in SIDS. Based on the lessons from the developed countries, ICT has even greater potential to transform the way developing countries conduct business and help to address the persistent social problems of education and human resources development. However, in the vast majority of cases, ICT is yet to be utilized for such purposes. The delays in exploiting the opportunities offered by ICT is threatening to further increase the already wide gaps in the quality of life for those global citizens who live in developing countries, particularly those in SIDS.   

4.1.7.1
Recommendations

Recommendation #1:  National level – Governments and donors need to significantly increase the resources allocated for human resource development consistent with the goal of the Social Summit and the in the spirit of Agenda 21.  The incorporation of ICT should be given highest consideration in the formulation of strategies in this area. 

4.1.8 
Governance

Fragmentation and social disruption at both the national and regional levels constrain the ability of SIDS to confront certain inescapable and dynamic global realities and challenges.  Further, weaknesses in management at the national level are also reflected at the regional level. Political systems in SIDS are undergoing considerable stress as the economic forces for integration are outstripping the capacity of SIDS to make the necessary political adjustments. It is clear that traditional concepts of sovereignty cannot cope with the significant cross-country threats such as changes in the multilateral trading system, HIV/AIDS, money laundering and drug trafficking. 

The imperative now is for SIDS to forge new forms of governance that allow space for elements of civil society to interact freely and participate meaningfully in the formulation and implementation of sustainable development policies at the national and regional level. More specifically, a process of planning and strategizing is required that routinely integrates the political, economic, environmental, spatial and social aspects of sustainable development at the sub-national, national and regional levels. 

Policies and programmes to reduce vulnerability and promote sustainable development should transcend partisan politics, reflecting instead the welfare of the citizens.  Governance should be about implementation of the national development vision developed on the principles of Agenda 21 (participation, information and integration), rather than formulation of alternative strategies for development by successive administrations.  

4.1.8.1

Recommendations

Recommendation #1:  International level - SIDS should seek support from the international community to establish and/or strengthen governance structures that emphasizes the following:
· An efficient supply of information using conventional and emerging technologies and processes;

· A culture of interaction and integration among disciplines, sectors and geographic areas; 

· An effective regional planning and development process that is driven by a clear consensus on the strategic approaches that are most relevant to SIDS;

·  A framework that facilitates ongoing technical cooperation among SIDS;

· A framework that permits effective monitoring and evaluation of approved plans, policies and programmes at the sub-national, national and regional levels;

· A mechanism that facilitates the involvement of local civil society and the external development partners in the development process. 

CHAPTER 5

BUILDING RESILIENCE

5.0
RESILENCE

Vulnerability is an aggregate measure of exposure to risk or hazards brought about by economic strife, environmental changes such as climate change, government policies or even caused by internal events and forces resulting from a combination of factors.  In terms of SIDS, it is especially emphasized that the definition of vulnerability also accounts for the lack of capacity in SIDS to respond to the risks or hazards thus making the resilience of SIDS comparatively much lower than other developing countries.  It is the capacity element that makes SIDS the most vulnerable in the broader context of vulnerability.  Because SIDS are small, their human and environmental resources have limited capacity to absorb shocks and therefore are not as resilient as other developing countries.

5.1
Call to Action:  Priority action that needs to be taken

The ability of SIDS to strengthen their domestic capacity of supply and to participate increasingly in world trade depends largely upon the development of core services, namely transport, financial and telecommunication services.  Once again, SIDS, on account of their size, are at a comparative disadvantage in these areas of services.
The transport and communication services of SIDS, both air and maritime, have difficulties in facing competition from the mega-suppliers of big countries.  Handicapped by their small size, the domestic firms do not have the capacity to inject the necessary investment in these key sectors.  Even when foreign investment is allowed, the foreign companies are not interested in investing in a small market unless there is a monopolistic situation. Hence, SIDS have had a very difficult time attracting FDI.
The financial services sector of SIDS is too weak to resist the OECD pressure seeking to secure high standards of compliance in terms of transparency, reporting the exchange of bank information, and giving up the bank secrecy and client confidentiality.  Pursuing sustainable economic development strategies will enhance the capabilities of SIDS to deflect and mitigate external shocks.  

Forging strategic alliances to overcome size constraints

Size will remain the major constraint in developing and exploiting marine resources.  SIDS will have to forge alliances among themselves and with the large industrial countries to harness the potential of their vast marine resources.  The strategy should seek to maximize rents of various forms associated with licenses and permits granted to large industrial producers that wish to exploit the marine resources of SIDS.

Capacity-building

The strengthening of both public and private sector institutions must be a priority in a SIDS strategy to manage vulnerability.  A good example of the need to build institutional capacity in the public sector is the requirement to implement the TRIPS agreement.  This will present additional costs to SIDS while being potentially the sanction for further transfers of wealth from SIDS.  Assistance from international donors on terms affordable to SIDS will be a critical input into capacity building at all levels of all sectors.

Develop competitiveness strategies

It is equally necessary to develop the competitiveness of private productive enterprises for it is they who conduct the nation’s trade.  Competitiveness in the modern world demands a greater use of knowledge to inform decision-making, to provide services at international standards, and to utilize modern technologies in production processes. It is also enhanced through niche market export strategy, flexible specialization, enhanced entrepreneurship and, where appropriate, economic deregulation.

Promoting stability in the macroeconomic environment

Foreign direct investment will be a major driver for the process of transforming the economies of SIDS.  A stable macroeconomic environment and a climate that inspires the confidence of local and international business interests constitute the fundamental framework for attracting foreign investment.  Schemes for insuring foreign investments against risks will make SIDS more attractive to international investors.

Diversification

It is imperative that the economies of SIDS undergo rapid diversification of their export commodities away from traditional products in declining demand, and toward more high value-added commodities and services in increasing demand, for example, organic agricultural products.  To the new products and new services must be added new markets to reduce the concentration of the export earnings of SIDS around a narrow range of products and markets.

The thinness of the economic structure can only be overcome with increased diversification of productive activity.  Investment has to be channeled into new activities, particularly information technology and communication based services, cultural services, and the development of marine resources on sustainable bases.  Here, investment should be interpreted broadly to include investment in human resources to enhance the capabilities and the productivity of the labour force.

Reducing dependence on imported energy

Energy dependence is a major source of economic vulnerability for many SIDS.  Modern research has produced commercially feasible options of energy supply, such as wind, solar and ocean tidal energy.  Indeed, many SIDS are particularly suited to these options because of their geographical location.  A comprehensive assessment of the energy resources, and the current and projected patterns of energy use should guide governments in articulating energy strategies for sustainable development.

Developing capacity in the management of marine resources

SIDS are distinguished by the abundance of marine resources.  They remain largely untapped for want of knowledge of the resources and the commercially viable ways of utilizing them, the necessary investment and training.  Some success has been achieved in utilizing coastal marine resources for tourism, but much more can be done if adequate environmental management systems are in place at the national and the enterprise levels.  Harvesting the fish, other marine animals and plants, and supplying de-salinated water will require strategic alliances among enterprises based in SIDS, and between these enterprises and large international commercial producers.

Use of IT

The constraint of size is becoming less binding as the technological revolution proceeds.  New activities that utilize knowledge intensively are less subject to diseconomies of scale than production processes that transform materials from nature into consumption and production goods.  IT-based economic activities present lucrative opportunities for SIDS with the requisite infrastructure and human resources, and many have already begun to develop industries.  Again, Singapore represents the best example of the range of possibilities in IT industries that a small island can establish.

Education

Modern production activities require an educated and well-trained work force that can adapt readily to the changing technological demands.  This is especially true if SIDS are to develop the appropriate comparative advantages in high value-added services, such as IT and finance.  Indeed, public and private investment in human resources must be a major priority for the management of economic vulnerability.

The education plans for SIDS must target carefully the development of the cultural services that can be provided on the basis of traditional cultural practices.  Where these practices are economically relevant, the chance of SIDS maintaining their cultural identities will be more feasible.  In this regard, the collaboration of tertiary institutions and research institutions based in SIDS will enhance their collective capabilities for developing the requisite human resources for economic resilience.

Tapping expertise from migrant overseas communities  

SIDS can tap significant financial and human resources in their migrant communities overseas.  It has already been noted how important remittances are to the economies of SIDS.  Much more can be done to encourage repatriation of the services of SIDS nationals, especially where reliable, efficient and reasonably priced air transport services are available and where communication services facilitate the delivery of services via electronic means such as the Internet.  Equally important is that these communities are natural bridgeheads into the markets of the developed countries.

SIDS-SIDS cooperation.  

There are many areas for SIDS to provide mutual technical assistance to each other.  Singapore already has a well-established technical assistance programme for sharing its experiences with SIDS that could serve as a model for other programmes of cooperation.  In a previous paragraph, education was identified as another important area for mutually beneficial cooperation.  Yet another is planning and implementing projects for disaster mitigation.

Special attention should be given to promoting cooperation and strategic alliances among firms and other productive enterprises based in SIDS to supply regional and international markets. This is the most feasible approach to developing productive units with the minimum critical mass to compete successfully in the global economy.

SIDS will have to no option but to pursue integration based on the current global trends.  In the western hemisphere, the impending launch of the FTAA in 2005 will impact directly on Caribbean SIDS in more far-reaching ways than the WTO.  The initiation of the process of integrating Caribbean economies in the CARICOM Single Market and Economy is being accelerated as an element of the strategy to engage the FTAA process.  The FTAA process is accurately described as WTO plus.  Malta and Cyprus are expected to join the European Union in 2004.  Similarly, there is a strong integration movement in the pacific that the SIDS in that region cannot ignore. 
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