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INSTITUTIONS AND CAPACITY
· INTRODUCTION
Pacific Island countries continue to suffer from generally limited human capital and weak economic institutions, at both national and regional level. Despite the significant amount of foreign assistance channeled over the last three decades to help develop capacity, results have usually failed to be achieved in any tangible, structured and lasting way and both institutions and capacity remain weak in the Pacific.
This paper discusses some key questions related to institutions and capacity in the Pacific. Do Pacific island economies need institutional models that are different from those developed in other parts of the world? What are the main political economy and governance issues? How can Pacific islands overcome capacity and financial constraints to develop strong economic institutions? What makes capacity building work in the Pacific? And is there a sustainable way to finance capacity development?
After defining the problem and key concepts, the paper analyses some of the cases of successful institutional and capacity development in the region. It examines what and who might be considered to be better at doing what to develop institutions and capacity. It also reviews binding constraints to development of institutions and capacity and it finally considers how further assistance might be best financed and it raises some key questions for brainstorming.
· IS THERE A PROBLEM?
A 2008 study of the Asian Development Bank (ADB) on capacity development in the Pacific estimated that after about 30 years of development assistance and some US$18 billion invested (or approximately $2,000 per person over the three decades), results in terms of economic development had been at best mixed with some Pacific island countries now designated as fragile states. Today, development assistance increasingly features the rebuilding and rehabilitation of infrastructure, provision of utilities, improving government systems, repeated attention to policy formulation, as well as building institutions and capacity. The aim is to help build a region, as stated in the Pacific Plan, that is internally secure, with vibrant markets and performing governments, and which can engage with confidence in greater external relations.
In acknowledging the gap between these aspirations and actual achievements, has the assistance so far supplied been appropriate to needs? Has it created the proper environment and stimulus to business activity in the Pacific islands? Do development partners and Pacific governments share the same goals? And is there a real and effective demand for institutional and capacity development? 
In some instances the capacity building effort in Pacific island economies has been successful and it has led to development and growth. But too often this has not been the case. The region has capacities that are not always fully utilized. At the time of independence, in the 1970s and ‘80s, there was no talk of fragile states in the region. There was not much concern for civil strife, let alone fears of potential military coups or secessionist movements. Inequality, urbanization and unemployment were not the major concerns as they are today. At the time of independence, a common belief was that it would only be a matter of time before Pacific island countries would grow and prosper. Overall, in the interests of a better Pacific future, what could be done better?
While a relatively few islanders may benefit from increased opportunities to migrate and to thereby remit earnings, the vast majority will have to continue to make their living in the islands for many years to come. What kind of opportunities will there be for future generations? And what chance of a better life without investments in development and without the required, concomitant policy and institutional reform? How can any Minister of Finance support tax reform unless his family, his village, his island, and his country all agree? How can the Public Service Commission of an average Pacific island economy manage personnel matters in an objective, non-political, and merit-based manner? Can governments prioritize their functions so that civil servants who are essential to priority operations are adequately rewarded? 
As the ADB study shows, capacity and institutional development is possible in the Pacific but it requires a specific approach. Can governments and their development partners repeat and build on past successes?
· DEFINITIONS AND PRINCIPLES
Following the definition provided by a recent ADB study on “Institutions for Regional Integration”, Institutions can be defined as arrangements and organizations, ranging from ad hoc and informal standing bodies that serve a particular purpose. At the same time, according to the Development Assistance Committee (DAC) of the Organization for Economic Cooperation and Development (OECD), “Capacity Development is the process whereby people, organizations and society as a whole unleash, strengthen, create, adapt and maintain capacity over time.” 
These definitions mark a first point of departure from more effective assistance in the Pacific, as elsewhere. One of the key findings of ADB’s 2008 capacity development study is that assistance programs have too often held a too narrow interpretation of institutional and capacity development. The islands governments’ and development partners have tended to see capacity development as benefiting the individual and his or her organization. By definition, however, institutional and capacity development is not just about the individual and the organization. Most importantly, it is also about whether or not broader society and other organizations, inside and outside of government, actually support the development of institutions and capacity and whether the political environment in particular, is also supportive. 
The 2008 capacity development study found that even allowing for the limited population and land size in the Pacific, it is indeed the socio-political environment that prevents any lasting impact of all the efforts in support of institutions and capacity development. An unsupportive environment prevents the functioning of greater capacity and improved institutions. Of particular concern is how the environment can constrain core government institutional operations such as policy formulation, budget management, merit-based public personnel management revenue raising, and support for competitive business.
The principles of regionalism and regional service provision have also been well assessed. A 2005 ADB and Commonwealth Secretariat publication on the future of regionalism in the Pacific suggested that, based on the theory of clubs, regional policy action initiatives are justified when: (i) there are significant economies of scale; (ii) national markets are unable to provide goods or services; and (iii) the net benefits are significantly over and above national provisions. The study also identified isolation as a characteristic of Pacific islands and suggested that subregional initiatives may prove optimal in the face of high isolation costs. It also concluded that in the Pacific specific regional or subregional initiatives are essential in many cases to assure services are provided to the smallest and poorest states.
While multilateral and bilateral development agencies may have an institutional imperative to fund and implement a range selected development projects, a clear lesson from a recent assessment of assistance provided to capacity development and institutions’ building suggests that it is policies and institutions, as part of the political economy environment, that are the primary constraints to development rather than projects per se and their selection criteria.  This finding informs the ADB and World Bank assessments of country policies and institutions for the performance-based allocation of their soft loan packages. These annual exercises endorse the belief that better policies and institutions support greater growth and development. The experience from several aid recipient countries—and Pacific island economies in particular—also points to the fact that the development of institutions and capacities, as well as the implementation of policies and development projects, are only as effective as the people in these countries and their leaders understand and support the proposed change. And this support for change is all the more difficult to secure in the isolated, closely knit islands and rural villages.
· WHAT WORKS?
There may have been capacity and institutional strengthening failures in the Pacific but there have also been many successes. The 20 capacity development case studies included in the 2008 ADB study illustrated not only what has been achieved in terms of capacity development across a wide range of sectors, issues and countries, but also how this has been achieved. The study concluded that successful capacity and institutional development in the Pacific stems from following key factors: (i) ownership; (ii) vision and leadership; (iii) political support; (iv) consultation and participation; and (v) change management. The critical factor for successful projects was not the selection of particular sectors, services or countries: rather it was how capacity and institutional development was pursued, and combines with the surrounding environment. These ingredients are grouped into inputs that need to be provided by the islands, inputs that need to be provided by foreign entities, a better framework to design capacity development, and most importantly, issues of political economy. 
As many of the case studies also revealed, informed participation helps work through the prevailing political economy. And this is especially important in a non-inclusive political environment. Informed participation leads to an identification of demand; that is, not just who wants change for the better but also who will pay for it. Participation helps build ownership and commitment to change. But when societies are mature, technically developed, and highly informed, participation may be taken for granted, and mechanisms to ensure participation may be forgotten in project design.
Participation—at least in understanding if not engaging in change—is especially important to support reform implementation in small, close-knit, maturing polities. The literature reveals that Pacific leaders have often experienced a lack of support for decisions that favor public interest, most especially where this confronts potential personal interests in a small, closely-knit society. The more difficult reform issues, which require time in reaching a consensus or political constituency, through relevant participation, in a manner that meets the demands of society, include taxation, land registration, foreign investment, developing competitive private sectors, charging sufficient fees for public utilities, containing budgeted expenditures (most especially payroll), and managing public sector personnel, and public enterprises. 
A further overall requirement for successful institutional and capacity development, often highlighted by the literature, is the need to think strategically in seeking to understand all the pieces of the jigsaw so the agent of change can see the complete picture. Understanding the prevailing political economy is key to any strategy. And greater people’s participation (from knowledge if not engagement) is key to working through the political economy. 
· WHO IS BEST AT WHAT?
There have been times when Pacific governments and their foreign development partners may have overlooked the role of the private sector and civil society. There may have been other occasions when donors overlooked some of the roles of aid recipient national governments. This is hopefully not so much the case today. But we may need to be reminded. Depending on the circumstances all factions of society can have some role to play. 
There are, however, certain key government functions and public goods that tend to be better delivered by the public sector. If core government institutional functions are weak then all public service provision, including education, health, and support to competitive private business will also be weak (ADB, 2008). These core government institutional functions are policy formulation, revenue raising and budget management, merit-based public personnel management and setting the rules for competitive business. It therefore follows that governments need to prioritize the strengthening of these core functions. And this is most especially the case in the Pacific, where finances and capacities are typically scarce.
National level outsourcing 
Outsourcing the delivery of some public services at the national level has proven to be both effective and to add net social and economic value. Examples include the provision of health services by faith-based organizations in Papua New Guinea; and the outsourcing of youth welfare services on a competitive basis to nongovernment organizations, businesses, and other civil society organizations in the Republic of the Marshall Islands. Much outsourcing of public services’ delivery to non-government agencies has long been a feature in the Pacific.
Political and economic integration
Although political integration by settlement and colonization is part of the history of the Pacific, further integration has been resisted reflecting the prior need to build national identities. Diplomatic cooperation, however, has received great support. At the same time, regional, trade and investment has grown, though never at the rapid pace promoted by donors. The islands have endorsed “essential” commercial trade and services in sectors such as transport and communication and banking. Extreme capacity constraints, differing legal regimes and the lack of trade opportunities given similar status and structure of the Pacific island countries’ economies, have however restricted the adoption of freer trade regimes.
Private sector development
The private sector has led the expansion and regional integration initiatives in sectors such as aviation, shipping, banking, tourism, communications and other services though within somewhat restricted markets. Earlier government driven efforts to promote Air Pacific as a regional airline and ongoing government effort to promote the Pacific Forum Line as a regional shipping line have not fared as well as intended. Most Pacific island countries achieved independence in the 1970s and 1980s. They remain relatively newly independent and they also remain somewhat inward looking and protective. Domestic private sector environments restrict greater competition, and regional trade could benefit the islands much more if the potential of domestic markets could be released.
Regional cooperation institutions
The Pacific has a record of expanding institutions for regional cooperation. The main ones—included in the Council of Regional Organizations in the Pacific (CROP)—are the Pacific Islands Forum Secretariat and the Secretariat of the Pacific Community. Regional service provision has also expanded—some of the most significant regional services collectively provided as public goods are: the Pacific Forum Line, the Pacific Association of Supreme Audit Institutions, the Pacific Aviation Safety Office, and the IMF Pacific Financial Technical Assistance Centre, followed more recently by the Private Sector Development Initiative Pacific Regional Infrastructure Facility, Pacific Islands Financial Managers’ Association, and Pacific Economic Management. These regional services are most entirely donor funded. They have succeeded in achieving economies of scale in the delivery of relevant services and the same approach could be extended to other services.
The growth of regionally provided public services and facilities could benefit Pacific island countries much more if public sectors were more performance-oriented so that public services could be expanded to reach a greater proportion of the population. Capacity development is thereby much needed to foster a deeper understanding and consensus support for more productive markets and governments. Viable regional cooperation and integration initiatives allow Pacific governments to concentrate their scarce capacities and resources to strengthen core institutional functions. 
The evolution of regionalism in the Pacific is currently directed by the “Pacific Plan”. Ensuring an equitable distribution of benefits among its members is one of the major problems PIFS is facing in implementing the Pacific Plan. A further problem is that the regional organization’s host nation often stands to benefit the most from staffing and servicing the organization and is also best placed to receive the services. However when the costs of regionalism have been largely borne by external agencies, the islands have been usually happy to engage. And this is likely to continue. Regional organizations tend to last when they have a clear and focused mandate, when they meet a strongly felt Pacific demand, are internationally popular and where regional provision does not contravene national sovereignty (ADB, 2010, Chapter 3). Such is considered to be the case for example with the Forum Fisheries Agency. Consolidation and streamlining of activities are not easy tasks when whole organizations are at stake. However, it is noticeable that some consolidation of the operations of the lead organizations in the Pacific has recently taken place.
Considering today’s needs and the lessons taught by history, and given the pragmatism, flexibility and common ideologies and values that have endorsed regionalism in the Pacific, regional cooperation and integration initiatives will likely continue and expand. Due, however, to the differing records of growth and development in the region there will also likely be varying tracks and speeds of future regional collective action, with those countries that have already embraced some economic policies and reforms supporting a great role played by the markets likely to benefit more. At the same time, private investment is also expected to lead to greater economic integration. 
The benefits from regional cooperation and integration have always been relatively much higher for the Pacific than its costs: from ocean voyaging, to air travel, and more recently to the advent of information technology and the importance of the internet and the mobile phone. Information and telecommunications technology is changing the world and there is increasing potential for the Pacific to benefit greatly from expanded regionalism. There is so much potential for expansion of specialist regional backstopping and twinning arrangements, and for other virtual coordination actions. Good governance and economic growth are the highest priorities of the Pacific Plan (ADB, 2005). 
· AND HOW TO FINANCE?
Efforts to develop institutions and capacity, at both national and regional level in the Pacific, have commonly been led by national governments with the support of development partners. At the same time, the delivery of public services provided at the regional level have largely been funded by bilateral donors, especially by the Governments of Australia and New Zealand. Is this an appropriate and sustainable model of financing? The current approach will likely continue in the near future but what could be the picture in 2030? New important players from East Asia, such as the People’s Republic of China, Japan, the Republic of Korea, and members of the Association of Southeast Asian Nations are likely to emerge. Economic relations of Pacific islands with emerging Asian countries are providing a new driver of growth for the region. Asian investment and trade relations are becoming increasingly important for the Pacific and the financing of future regional services should also consider the potential role to be played by Asia: some Asian countries are already a major source of aid for the Pacific region.
The ADB study on regional institutions suggests that any proposal for reforming existing institutions or creating new ones must weigh the benefits against the costs. The cost of expanding existing organizations and arrangements can be estimated relatively well by scaling up their current budgets. But estimating the cost of creating new institutions is inevitably a much more speculative exercise. One starting point is to extrapolate from the costs associated with existing institutions for regionalism but these vary widely (ADB 2010, Chapter 6).
Alternative financing models have been studied previously, including the examination of ability to pay. Given the pronounced diversity of experiences and growth potentials perhaps there could be rationale for future financing where some island countries could be ready to share a relatively higher share than others. Financial shares could be weighted by economic performance. In particular, Pacific islands can be classified according to their varied economic growth experiences. A first group could include those countries—the Cook Islands, Fiji Islands, Samoa, Tonga, and Vanuatu—that have exhibited some capacity for self-sustained growth, partly resulting from good governance that has also led to structural reforms. Such a growth model has typically been derived from domestic activities such as tourism, agriculture, and fisheries, as well as basic industries. A second group could include those countries—Papua New Guinea, Solomon Islands, and Timor-Leste—which have achieved resource-based growth, but have struggled to diversify their economic structures. Prospects for further growth in these economies rest on policies that support sustainable resource management together with other policy and institutional reforms and political stability. A third grouping could finally include those economies—Kiribati, the Marshall Islands, the Federated States of Micronesia, Nauru, Palau, and Tuvalu— which have found it difficult to adopt the policies and institutions that help create and sustain domestically sourced growth at the national level, although all these countries have some sources of income outside of external assistance (tourism, fish processing and licensing, trust fund incomes, and remittances) that have helped sustain their economies in the past. Variable payment of regionally provided services could be aligned with the financial capacities of these country groupings.
· IN SUMMARY
The complexities of institutional and capacity development in the Pacific cannot be readily resolved by a simple selection of development projects. Much has already been tried and much already studied necessitating careful review of past experiences, led by further examination of what has worked and what has not. Given high staff turnover in both development partner’s and recipient’s institutions, a survey of the literature and the theory and approaches of past development efforts is an essential pre-requisite to further study.
What the literature tells us is that there are success stories to learn from and if the development players, both governments and partners, can develop the capacity to change the way they do business then greater institutional and capacity development may be possible. The challenge is not necessarily “what” but rather “how”. While answering many of the “whats” (what sector, profession, theme, etc.) is still needed, the main challenge is to have command of the “hows” where newly formed polities make any of the “whats” work.
The future of Pacific regionalism is likewise not just a matter of who can afford what. Investment to further develop institutions and capacity will continue but the efforts will likely keep on producing disappointing results in the absence of deeper knowledge and understanding of the surrounding issues of political economy. Successful further development assistance to the Pacific requires local governments and societies to own and lead the process, government leadership to set priorities, and the civil society to engage and participates in support of participatory reform.
Major issues to consider for further brainstorming are as follows:
· What are the essential institutional functions that must take place at a national level vs. those that could be shared within the region?
· How can governments and their development partners commit to strengthening core government institutional functions (policy formulation; revenue generation and central budget management; merit-based public service management; and developing the environment for competitive business) as a priority?
· How can governments and their development partners develop the institutional capacity to manage change through greater informed consultation and participation?
· How can the Pacific meet the cost of greater national and regional institutionalization and improved capacity?
