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Foreword


This report is part of the OECD work on “countries most in need” and contributes to international efforts to better tailor development co-operation to the specific circumstances of small island developing states (SIDS). The OECD has intensified its work on “countries most in need”, with a view to maximising the full potential of development finance, particularly of scarce official development assistance (ODA), since the 2014 OECD Development Assistance Committee (DAC) High Level Meeting, where Ministers from DAC member countries decided to “allocate more of total ODA to countries most in need, such as least developed countries (LDCs), low-income countries, small island developing states (SIDS), landlocked developing countries and fragile and conflict-affected states”. At the Third International Conference on Small Island Developing States, the Chair of the DAC and the Administrator of the United Nations Development Programme, together with the Caribbean Community and the Pacific Islands Forum Secretariat, agreed to contribute new evidence to foster international dialogue and build international support for SIDS, including a focus on OECD work on “countries most in need” on SIDS. Tailoring financial instruments to different country needs is also at the heart of the concerns expressed during the 2016 and 2017 DAC High Level Meetings.

Previous OECD work documented the impacts of natural disasters and climate change in SIDS and the need to build resilience. This evidence was used to inform policy dialogue in partnership with SIDS governments and other international stakeholders, including during the 22nd Conference of the Parties to the UN Framework on Climate Change (COP22), the 2016 OECD DAC Senior Level Meeting, the 2016 Small States Forum and the 2017 UN High Level Conference to Support the Implementation of Sustainable Development Goal 14.

This new report draws upon a number of original sources and contributes new evidence to further efforts to tailor international co-operation and concessional finance to the specific circumstances of SIDS. It documents the economic and social performance of SIDS compared to that of other developing countries, pointing to specific challenges facing SIDS and suggesting that new development solutions and approaches are needed to chart the course to prosperity for their people and their environments. The report examines the financing for development resources - domestic and external - available to SIDS. It provides new evidence on sources, destination, and objectives of development finance in SIDS. It highlights innovative approaches and good practices that the international community could replicate, further develop, and scale up in order to make development co-operation work for SIDS, helping them set on a path of sustainable development.

The special development case of SIDS is internationally recognised. Yet, it is only recently that SIDS have more strongly advocated collectively for greater international support and that the international community has started to respond. The special challenges of SIDS were first recognised in the Rio Declaration, issued by the 1992 UN Conference on Environment and Development (also known as the Earth Summit) in the context of Agenda 21 (Chapter 17 G). The first UN Global Conference on Sustainable Development in SIDS took place in Barbados in May 1994. During the Conference, SIDS endorsed the Barbados Programme of Action, which served as the main policy framework addressing the economic, social and environmental vulnerabilities facing SIDS. The UN Third International Conference on Small Island Developing States held in 2014 in Apia, Samoa, provided further international impetus to the SIDS agenda, and focused the world’s attention on the specific vulnerabilities of SIDS, calling for their adequate consideration. Most recently, in 2015, the Addis Ababa Action Agenda recognised the development constraints and vulnerability of SIDS, and acknowledged the need to look beyond per capita income as a criterion determining eligibility for concessional finance. Still in 2015, SIDS played a leading role in reaching the historic Paris Agreement, which acknowledged their acute vulnerability, and provided an international framework for ongoing financial and technical support as they seek to transition to climate-resilient green economies. The same year, the Sendai Framework for Disaster Risk Reduction also recognised the acute exposure of SIDS to natural disasters, and the need for greater investments in preparedness and risk reduction.
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Editorial: Helping small island developing states embark on sustainable development pathways


We are all affected by what happens to small island developing states. The strength of their economies, people, and land brings shared prosperity for everyone. Small island developing states are the custodians of the oceans that connect the world. At the same time, the families that live on these islands hold the frontline against the impact of natural disasters. These threats are increasing as a result of the climate change for which we all bear responsibility. Small island developing states are placed at the centre of a vicious cycle of high vulnerability and low growth. In response, development co-operation for this group of countries requires a unique strategy that is tailored to building long-term resilience against external blows.

We stand at a critical juncture, where action taken today can determine whether individual small island developing states are able to meet the 2030 Agenda goals. The devastating 2017 storms should be a catalyst for the international community to change the way it approaches development co-operation with small island nations. With and following the humanitarian response, attention should be turned to tackling the underlying drivers of vulnerability and reversing the broader challenges that hamstring development gains.

While development progress is fragile for all countries, small island states remain uniquely vulnerable. The paradox of developed small islands is a good example. Even islands that achieve relatively high income levels remain one exogenous shock away from a development crisis with long-lasting effects due to their size, remoteness and natural vulnerabilities. These factors mean that, as small island developing states achieve higher levels of national income, their access to the range and sources of development finance is reduced, yet their inherent vulnerability remains. Development co-operation must be tailored and strategic, to support approaches and instruments that reward small islands’ upward economic trajectory.

The Organisation for Economic Co-operation and Development promotes an effective use of development finance globally, with a special focus on “countries most in need”. These include small island developing states, fragile states and least developed countries, which can include middle-income countries. Building a body of evidence around what is needed to support these states is central to better understanding new distributions of need driven by fragility, climate change, inequality and other challenges.

This report, for the first time, draws upon a range of established and original statistics to quantify the specific development context of the small island developing states, the overall financing for development landscape and the allocation of concessional finance for the period 2000-2015. The international community mobilised an extraordinary amount of concessional finance in 2010 in response to the devastating earthquake in Haiti. After 2010 the volume of official development assistance to small island developing states decreased every year until 2014. In 2015, this volume increased for the first time above the 2009 level but it remains to be seen if this is a one-off or the beginning of an upward trend. The development co-operation landscape that has emerged for small island developing states includes a three-pronged mix of: a handful of OECD Development Assistance Committee (DAC) members providing the majority of ODA; a range of multilateral providers meeting critical needs; and, non-DAC sovereign providers that are increasingly meeting demands, especially for islands with relatively higher income levels as they lose access to concessional resources. To harness these financial flows in the most effective way for building resilience in small island states, the international community requires new ways of working. This report reviews the most promising ideas, best practices and new instruments for activating a broader range of public and private resources, as well as innovative approaches that can make a difference now, and mitigate future vulnerabilities in small island developing states.

Strengthening the blue economy, for example, has big potential for promoting resilience in small island developing states. Targeting development co-operation to focus on the sustainable management of oceans and coastal zones can boost production, serve as a route into global value chains, sustain more inclusive growth, and tackle debt burdens. In addition to driving national progress, fortifying blue and green economies will advance SDG14, to “conserve and sustainably use the oceans, seas and marine resources for sustainable development.”


The governments and citizens in small island developing states are, and must remain, the driving force behind their development but they can’t do this in isolation. We have a shared responsibility for promoting small islands’ progress. The success of the 2030 Agenda, and the future prosperity of the planet, depends on healthy oceans that are supported by the small island states.


[image: graphic]


Jorge Moreira da Silva,

Director,

OECD Development Co-operation Directorate




Executive summary




Small island developing states have vulnerabilities, but opportunities for sustainable development lie ahead


Focusing on the 35 small island developing states (SIDS) that are currently eligible for official development assistance (ODA), this report provides evidence of SIDS’ vulnerability stemming from their small populations and small landmasses, spatial dispersion and remoteness from major markets, and high exposure to external shocks, including severe climate-related events and natural disasters. While threefifths of SIDS are upper middle-income countries, they are among the most vulnerable developing countries. Compared to larger upper middle-income countries, SIDS in this same income group are 73% more vulnerable. The persistence of these vulnerabilities and of fragile growth patterns suggests that new development paradigms and solutions are needed to chart the course to sustainable development in SIDS.


Development opportunities to move closer to self-sufficiency lie ahead, at least for some SIDS: in technological innovations that could lift connectivity barriers to global markets; in the exploitation of renewable energies – sun, wind and ocean waves, all abundant in SIDS – which could break dependence on fossil fuels and create fiscal space to address critical development needs; in the development of the “blue economy” which, by connecting old and new sectors linked to the abundant marine resources of SIDS, could fuel economic growth and help address food insecurity, high unemployment and poverty.


For SIDS to seize these opportunities and embark on sustainable development pathways the international community needs to make development co-operation work better for them. Drawing upon new and original statistical sources, this report contributes evidence to the international efforts to tailor development co-operation and concessional finance to the specific circumstances of SIDS.





Financing for development landscape



SIDS face significant challenges in mobilising domestic resources and in accessing capital markets. They tend to have small and erratic domestic revenues, which combined with high costs for providing public services and the fiscal impacts of natural disasters, often result in limited fiscal space for development investments. The debt situation of the five SIDS that benefitted from the Heavily Indebted Poor Countries Initiative has drastically improved in the past 15 years, but for the remaining SIDS debt over gross national income (GNI) ratios have increased. Overall 20 SIDS are at “moderate” risk, “high” risk or “in debt distress” according to the International Monetary Fund. Foreign direct investments and other private finance flows are highly volatile and on average contribute little to SIDS’ external financing: only 12% in 2012-15. This reflects the lack of creditworthiness to raise funds in capital markets for many SIDS (especially in the Pacific) and the recent deterioration in international capital-market ratings and debt sustainability issues for other SIDS (e.g. in the Caribbean). Owing to large diasporas, remittances represent the largest flow of external finance for SIDS: 52% in 2012-15.


Concessional finance (i.e. grants and concessional loans from bilateral and multilateral providers) remains a vital source of financing for development in many SIDS, accounting for the largest flow of external finance for three out of five SIDS in 2012-15 and for over 10% of GNI in 13 individual SIDS, reaching 90% in Tuvalu. Concessional finance to SIDS, which reached USD 7.08 billion in 2016, has been influenced by one-off increases to individual SIDS: to Haiti following the earthquake in 2010, and to Cuba in 2015-16 for debt relief. However, in between these two peaks, volumes decreased. SIDS receive 3% of global ODA. While, due to their small populations, in per capita terms SIDS receive 3.8 times more than other developing countries, the cost of delivering assistance in a SIDS context is estimated to be 4.7 times higher than in other developing countries.


SIDS receive the bulk of concessional finance by bilateral providers (79%), mainly influenced by proximity and geopolitical ties. Financing from multilateral providers was more modest (21%) but increasing and expected to further rise driven by the four-fold increase in resources allocated to SIDS decided during the IDA 18 Replenishment. Non-DAC sovereign providers have become important partners for SIDS, and China is estimated to be the largest provider to some. Private philanthropy has also increased (USD 54 million annually on average in 2013-15) as well as private finance mobilised through official interventions (USD 234 million per year on average).


Although more sources have become available, many SIDS struggle to access these, owing to low absorption capacity and the complex array of accreditation and application processes to access the global funds. Access to finance is further constrained by a complex web of eligibilities and that includes ad hoc exceptions, resulting at times in inconsistent treatment across SIDS. Consequently, SIDS rely on average on just a single provider for 46% of their concessional finance. Overall, concessional finance is strongly concentrated on a few providers and few recipients, scattered across small projects, and could be better used to address some of the major vulnerabilities and issues that hinder further development in SIDS, such as climate vulnerabilities, lack of fiscal space, energy and infrastructure.





Innovations and good practices for better co-operation with SIDS



Owing to their specific circumstances and development challenges, breaking dependence on international official assistance will not be easy for some SIDS; for others, it will remain a critical resource to meet specific development needs. In both cases, as they embark on a path of sustainable development, SIDS will need to mobilise more financing from a broader array of both public and private sources. Concessional funds will need to play a significant role in leveraging and catalysing those flows.

Promising innovative approaches and good practices have been rolled out by development partners in recent years to catalyse new flows and tackle some of the fundamental impediments that keep SIDS from experiencing larger development gains. Several of these approaches could be replicated, further developed or scaled up. They include: innovative countercyclical instruments (e.g. contingent borrowing and “hurricane” clauses), green and blue bonds and other blending arrangements to bring climate finance to scale; debt relief mechanisms, such as debt for nature swaps; fiscal reforms to expand tax coverage (especially to include high revenue-generating segments of the economy); and policies to reduce “leakages” from key sectors and expand the taxable production base. These innovations are presented in the report under three main clusters, building on which a set of recommendations is presented.






Infographic: Recommendations to make development co-operation work for small island developing states
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Chapter 1. Characteristics and vulnerabilities of small island developing states


Small island developing states (SIDS) have unique characteristics that contribute to their vulnerability to shocks and pose persistent challenges to their development. After reviewing definition issues, this chapter assesses the economic and development performance in SIDS compared to larger developing countries and unpacks geophysical and economic features that contribute to their vulnerability.





1.1. Small island developing states: a diverse group with strong commonalities





1.1.1. Definitions of SIDS


A number of lists of SIDS exist, including those established by: (i) the United Nations Office of the High Representative for the Least Developed Countries, Landlocked Developing Countries and Small Island Developing States (UN-OHRLLS) comprising 52 SIDS (38 of which are United Nations (UN) member states); (ii) the Alliance of Small Island States, comprising 39 SIDS; and (iii) the UN Conference on Trade and Development, comprising 29 SIDS. The World Bank Group defines small states as countries that: (a) have a population of 1.5 million or less; or (b) are members of the World Bank Group Small States Forum. Fifty small states fit this definition, including 27 of the 35 ODA-eligible SIDS considered in this report and landlocked states.

Given the focus of this report on financing for development and the role of concessional finance in SIDS in particular, this report considers the 35 SIDS that are eligible for official development assistance (ODA). These include: 9 least developed countries, 5 lower middle-income countries and 21 upper middle-income countries. 1 As illustrated in Figure 1.1, 7 of these SIDS are in the Africa, Indian Ocean, Mediterranean and South China Sea (AIMS) region, 13 are in the Caribbean and 15 are in the Pacific.




Figure 1.1. List of 35 ODA-eligible small island developing states by income group and by region


[image: graphic]


Source: Adapted from OECD DAC (2014), List of ODA Recipients, www.oecd.org/dac/financing-sustainable-development/development-finance-standards/daclist.htm and World Bank income classifications https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups





The spread of SIDS across different regions and oncome categories suggests that they are a diverse and heterogeneous group of countries that nevertheless share strong commonalities. This report attempts to review both elements of heterogeneity and commonality, in particular in the light of economic growth, development performance, and vulnerability factors.



There are significant variations across SIDS


SIDS exhibit large variations in terms of population size and densities, geographical spread, natural resources endowments and relative development progress. Even among SIDS in the same region or belonging to the same income category, very distinct opportunities for growth and varied needs for support from the international community exist. Within the Pacific region, for instance, gross national income (GNI) per capita ranges from a low of USD 1 830 in the Solomon Islands to a high of USD 13 330 in Nauru (influenced by Nauru’s small population size). Populations can range from under 1 600 inhabitants in Niue to over 7 million in Papua New Guinea. Remoteness from shipping lanes is highly pronounced in Nauru, Palau and Tuvalu,2 and is lowest for Fiji,3 which is a regional hub. In the Pacific, vulnerability to economic and natural shocks, as measured by the Economic Vulnerability Index (EVI),4 is highest for Nauru (67.93) and Palau (69.65), but relatively lower for Papua New Guinea (31.67).

National income levels can also hide significant heterogeneity across SIDS. Some of the smallest SIDS in the Pacific with relatively higher national per capita income face significant challenges in finding a viable path towards sustainable growth. For example, Nauru, recorded sustained growth until 2011 when the main driver of growth – phosphate deposit extraction – became unavailable. Nauru is a microstate possessing no other natural resources, a population of only about 10 000, and a scarcely developed tourism and private sector. Although it has the highest GNI per capita among Pacific SIDS, its unemployment rate is estimated at 90%; and the Nauru government employs about 95% of the workforce.

Several middle-income SIDS – including Grenada, Jamaica, Mauritius, and the Seychelles – seem to enjoy better development prospects as they are better connected to international markets and shipping lanes and present a higher ease of doing business. However, they are often very reliant on top trading partners, which exposes them to “trade fragility”; they tend to have high levels of debt and strong vulnerability as measured by the EVI.

In addition, SIDS include countries that are in some form of free association compact with larger economies (e.g. Australia, New Zealand, United Kingdom or United States). Lacking in capacity and autonomy, more than other SIDS they depend on these larger economies for trade, tourism, and concessional finance, including for the financing of public services.




SIDS also share unique common challenges


As stated in Foreword, the special case of SIDS is internationally recognised, and it has received international attention. By analysing new data and performance against selected vulnerability factors, this report provides new evidence that, in spite of differences, SIDS face common economic and development challenges stemming from their small populations and small landmasses, their spatial dispersion and remoteness from major markets, and their high exposure to external shocks, including severe climate-related events and natural disasters.

While differences among SIDS point to the need for tailored development approaches across the...
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